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Summary 

 The internationalisation of Chinese companies is a subject that has received 

increasing attention, not only in international business research but also in international 

political economy. Since 2001, the scale of China’s overseas investment has increased 

substantially. More evidence suggests that in some countries, Chinese companies, 

especially state-owned enterprises, face greater institutional barriers than companies in 

other countries. Because the relationship between many Chinese companies and the 

Chinese government is ambiguous, many countries question whether Chinese 

investment may have political goals rather than commercial interests at its heart. While 

China is fast becoming an important outward direct investor, its companies are showing 

an increasing interest in locating in Europe, especially in Germany. Germany is China’s 

most important economic and trade partner in Europe. Since 2011, China’s annual 

investment in Germany has soared, due to the sharp increase in the number of Chinese 

companies’ acquisitions of German companies. By 2018, Germany had become the 

China’s largest outward foreign direct investment recipient in Europe.  

 However, when Chinese investment brings economic interests to Germany, it may 

also have negative effects on Germany’s national interest. As Chinese companies invest 

in more industries, the number of investments in sensitive industries, such as energy, 

infrastructure, and defense, is also increasing. This has made the German government 

aware of the need not only to pay attention to the strategic intentions behind Chinese 

investments, but also to stop such mergers when necessary. In recent years, the German 

government has strengthened its regulations for the review of Chinese investments, 
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revealing the prevailing trend toward protectionism which can be seen in the 

transactions of Aixtron, 50Hertz, and Leifeld, all of which were blocked by the German 

government during 2016 and 2018. This thesis applies economic nationalism to clarify 

the main factors that have shaped Germany’s response to Chinese investment.  
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Introduction  

 The aim of this thesis is to explore how economic nationalism influences and shapes 

Sino-German trade relations. Its starting point is to observe political and economic 

interaction between China and Germany. More specifically, China’s trade protectionism 

has increased Germany’s need to implement economic nationalist policies.  

 The internationalisation of Chinese companies is a subject that has received 

increasing attention, not only in international business research but also in international 

political economy. Since 2001, the scale of China’s overseas investment has increased 

substantially. Since China joined the World Trade Organisation (WTO) in 2001, it has 

gradually expanded its opening up to the international market. The government 

implemented the Going Out policy in 2001, which indicated the establishment of a clear 

direction for China’s economic development strategy. The Going Out policy aims for 

China to actively participate in international trade and to promote the 

internationalisation of Chinese companies to enhance their international 

competitiveness. Since then, China’s overseas investment has expanded rapidly (Lian, 

2006; Cheng & Li, 2008; Guo et al, 2018).  

 The development of Chinese overseas investment is primarily aiming at resource-

seeking, market-seeking, and know-how-seeking of assets (Hong & Sun, 2006; Diego 

& Claver & Rienda, 2011). Enormous foreign exchange reserves accumulated from 

exports, and the acquisition of know-how through cooperation with foreign enterprises 

help Chinese companies spread all over the global and also keep China’s economy 
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continue to increase (Child & Rodrigues, 2005; Shoham & Rosenboim, 2009; Luo & 

Xue & Han, 2010).  

 Although the Chinese investment boom is comparatively recent, many mergers and 

acquisitions (M&As) have brought Chinese multinationals to the attention of economic 

and political observers, including cases such as Lenovo acquiring the PC division of 

IBM, the Industrial and Commercial Bank of China (ICBC) buying shares in the 

Standard Bank of South Africa, and Midea buying shares in the German robot 

manufacturer Kuka (Diego & Claver & Rienda, 2011; Deutsche Welle, 2016).  

 Developed countries are becoming more interested in developing trade relations 

with China, as China plays a bigger role now in the global economy. A big population 

and a growing middle class make China an appealing market as well. However, its non-

western like political environment has been a difficulty for domestic and international 

business due to its one-party-dominated administration system and its state capitalism 

(Hu, 2008). Under state capitalism, China’s market is a lot less open than other liberal 

markets. It is difficult for foreign investors to access due to its strict investment 

regulations (Sommer, 2018). Moreover, the Chinese government assists Chinese state-

owned enterprises (SOEs) in the process of their internationalisation by providing 

financial and diplomatic support. As Fu (2002) said, in economic globalisation, it is 

difficult for Chinese companies to spread globally on their own. Without state support, 

these companies will face regulations, investment risks, political risks and harsh 

competition. The Chinese government’s support for Chinese SOEs gives these 

enterprises advantages over private non-Chinese companies who do not have the same 
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level of support from any other governments, creating an unfair investment environment. 

As a result, many countries including the US, Germany, the UK, France, and Japan have 

all complained about unfair trade deals, which are mainly caused by China’s state 

subsidies and compulsory technology transfer (ITIF, 2017; South China Morning Post, 

2017). 

  The development of Chinese M&As was spectacular after the year 2000. China’s 

surge in overseas investment in Europe has caused critics which point out that Chinese 

SOEs’ M&As in technology companies have political purposes (Zhang & Van den 

Bulcke, 2014). More evidence suggests that in some countries, Chinese companies, 

especially SOEs, face greater institutional barriers than their competitors from other 

countries. Because the relationship between many Chinese companies and the Chinese 

government is ambiguous, many countries question whether Chinese investment carries 

political goals rather than pure commercial considerations at its heart. Some European 

governments, such as those of Germany, France, and the UK, have tightened the 

regulations on reviewing Chinese investment and have tried to stop some Chinese 

M&As in recent years, revealing a trend of protectionism against China. This stems 

from a concern that EU companies will soon be unable to compete with Chinese 

companies operating in the EU because the Chinese government funds Chinese SOEs 

directly or indirectly, which will give these companies more advantages in most trade 

relations (The Diplomat, 2016; Deutsche Welle, 2019).  

 While China is fast becoming an important outward direct investor, its companies 

are showing an increasing interest in Europe, especially in Germany. Germany is 
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China’s most important economic and trade partner in Europe. Since 2011, China’s 

annual investment in Germany has soared, due to the sharp increase in the number of 

Chinese companies’ acquisitions of German companies. By 2018, Germany became 

China’s largest outward foreign direct investment (OFDI) recipient in Europe. In 

Germany, China’s FDI is mainly in the mechanical engineering and automotive supply 

industries. In 2018, among all the EU countries, Germany was the largest exporter of 

goods to China and the second-largest importer of Chinese goods (Eurostat, 2019). At 

the same time, China ranked as Germany’s third-largest foreign trading partner in 2018 

(Federal Statistical Office of Germany, 2019). There are several reasons that Germany 

has become a favourite target for Chinese investors. First, through its foreign investment 

policy and industrial policy, China’s government encourages Chinese companies to 

spread globally. These policies subsidise Chinese companies and give them more 

advantages in market competition. Second, as the US and China are locked in an 

escalating trade battle, Chinese investors have increased their enthusiasm for economic 

exchange with the German economy because of Germany’s open market and lower 

political risks. 

 China benefits from its trade relations with Germany. Investing in German high-

tech industries enhances China’s own technological innovations and helps ensure its 

national security. Besides, Germany’s leadership in the EU can help China expand its 

influence in Europe. Close Sino-German economic relations can be a diplomatic tool 

for China to develop its relations with EU countries. Germany’s friendly relations with 

China can serve as a model to increase opportunities for EU-China cooperation.  
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 However, when Chinese investment brings economic interests to Germany, it may 

also have negative effects on Germany’s national interest. As Chinese companies invest 

in more industries, the number of investments in sensitive industries, such as energy, 

infrastructure, and defense, is also increasing. This has made the German government 

aware of the need not only to pay attention to the strategic intentions behind Chinese 

investments, but also to stop such mergers when necessary. In recent years, the German 

government has strengthened its regulations for the review of Chinese investments, 

revealing the prevailing trend towards trade protectionism which can be seen in the 

transactions of Aixtron, 50Hertz, and Leifeld, all of which were blocked by the German 

government during 2016 and 2018 (CGIT, 2019). Limiting Chinese investment is the 

way that the German government protects its national security, but at the same time, it 

reveals the rise of German trade protectionism.  

 Based on the above discussion, this thesis aims to clarify the reasons shaping 

Germany’s response to recent Chinese investment in Germany. In order to explore the 

trade protectionism of Germany’s response to Chinese investments, it is necessary to 

understand the nationalist perspective of International Political Economy (IPE). It is 

also important to analyse the influence of Sino-German political and economic relations 

on Chinese investment in Germany, and figure out the main reasons for, and factors in, 

Germany’s response to Chinese investment. More specifically, the central research 

question that guides this thesis is the following: What are the main factors that have 

shaped Germany’s response to Chinese investment? 
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 The central research question can be broken down into a series of sub-questions. 

These correspond to specific chapters and deepen and expand the criticism on which 

this thesis is based. 

(1) What is the economic nationalist perspective in IPE and how does it help explain 

relations between states? (Chapter 1) 

(2) What is the Chinese overseas investment model and how does it shape Chinese 

investment internationally? (Chapter 2) 

(3) What is the Chinese overseas investment model in Germany and how is it affected 

by the Sino-German political relationship? (Chapter 3) 

(4) How has Germany’s review of Chinese investment developed in recent years? 

(Chapter 4) 

 In trying to understand how economic nationalism influences and shapes Sino-

German trade relations, this thesis aims to make three specific contributions to the study 

of IPE.  

 First, compared with economic liberalism and Marxism, and despite the fact that it 

exists in general textbooks, economic nationalism is usually very little known (Levi-

Faur, 1997). Research on the connections between economic nationalism and business 

is also quite limited (Menzies & Orr, 2010). However, these connections are important 

for understanding economic nationalism because it is an important factor influencing 

cross-border M&As. This thesis hopes to make up this gap by analysing the influence 

of economic nationalism on China’s investments in Germany. 
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 Second, although many media reports that Germany has increased restrictions on 

Chinese investment in recent years, relevant research on economic nationalism in 

Germany is still quite inadequate. Most of the research is focused on China’s trade 

protectionism. But in fact, there are more China’s failed investment cases in Germany 

in recent years. It indicates that Germany’s attitude towards free trade may change. 

Germany has always been a representative of open market, thus, the change Germany’s 

attitude towards free trade reveals that economic nationalism has become an irreversible 

trend in global capitalism. Therefore, the rise of economic nationalism in the context of 

the increasingly close economic relations among countries in globalisation is worthy 

analysing.  

 Third, most of the studies that discuss economic nationalism see it as a 

manifestation of anti-globalisation. This thesis does not take this view. On the contrary, 

this thesis, through the analysis of Sino-German economic and trade relations, explains 

how economic nationalism combined with a continuing support of globalisation can 

actually help a country gain interests. At the same time, economic nationalism is also 

an effective means available for the state to defend economic activities that are not 

conducive to the state under globalisation. Moreover, economic nationalism does not 

necessarily block economic and political exchanges between countries. Both China and 

Germany have adopted economic nationalist policies. However, this does not reduce the 

political and economic cooperation between the two sides. It can be seen that traditional 

economic nationalism is not adequate to explain the modern international political and 

economic situation. Therefore, this thesis aims to provide a more comprehensive 
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framework on the theory on economic nationalism to explain modern international 

political and economic affairs. 

Theoretical Framework 

 This thesis adopts economic nationalism as its main theoretical basis because 

literature has indeed confirmed that the Chinese government’s policy and the Chinese 

market are in line with the characteristics of some forms of economic nationalism. In 

addition, many media reports pointed out that economic nationalism and protectionism 

exist in Germany, as evidenced by several famous Chinese investments failure to be 

approved by the German government. From the perspective of economic nationalism, 

on the one hand, the Chinese government has the greatest influence on Chinese 

companies, especially SOEs. The level of state control is extremely high and will 

directly determine the internationalisation of Chinese companies. On the other hand, 

Germany is concerned about the loss of markets and jobs due to competition from China 

and other countries such as the US and Japan, which increases Germany’s economic 

nationalism.  

 Economic nationalism is a government’s use of administrative means to protect its 

domestic market, including hindering foreign companies from acquiring domestic 

companies and reducing imports of foreign products. Economic nationalists believe that 

economic activities should serve the overall interests of the country (Gilpin, 2001). But 

the current discussion of economic nationalism is inadequate. Economic nationalism is 

often considered to be equivalent to protectionism, and such an understanding is too 

narrow. In addition, economic nationalism is also considered defensive, but in fact, it 
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may also be offensive (Cohen, 1991; D’Costa, 2012). Therefore, we need to improve 

the theory of economic nationalism in the following three aspects.  

 First, economic nationalism is not purely economic in nature, and it has strong 

political and cultural connotations. Most studies have separated economic nationalism 

from nationalism and simply considered economic nationalism to be an anti-liberal 

economic policy. It is in this sense that many people equate economic nationalism with 

protectionism and limit the discussion of economic nationalism to the economic level. 

In fact, economic nationalism involves nationalism. Economic nationalism has 

transcended economic interests and has political and cultural connotations beyond 

protectionism (Gellner & Breuilly, 1983; Nakano, 2004; Helleiner, 2005; Abdelal, 

2005). 

 Economic nationalism mainly involves the protection of the state’s economic 

interests. Protecting the economy means that those who suffer economic losses in 

foreign trade and investment will strongly oppose competition from rivals. Economic 

nationalism also includes obstructing the import of certain commodities and restricting 

the development of foreign investment in specific areas. However, economic 

nationalism also implies that there may be deeper political and cultural roots in 

opposition to free trade and investment (Levi-Faur, 1997; Szlajfer, 2012). For example, 

the main reason for the German government to block China’s acquisition of national 

security-related industries is that it might harm Germany’s national interests. The 

concerns are not only about employment opportunities, but also about which important 

industries will be under China’s control, and cause damage to German national security. 
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This clearly goes beyond the scope of economic interests and involves the political and 

cultural aspects of economic nationalism. 

 The political nature of economic nationalism is embodied in the fact that it requires 

the economy to comply with the political will, with particular emphasis on the influence 

of foreign trade and investment on national security. Economic nationalism advocates 

that the market must conform to the national interest, and political factors determine 

economic factors. Economic nationalism expresses the state’s ostensible desire to 

navigate the country’s economy by controlling the market and exercising the power of 

sovereignty (Hawtrey, 1952; Gilpin, 2001). 

 Culturally, national identity is the most important characteristic of economic 

nationalism. National identity is one of the foundations for establishing national 

interests. Without a national identity, countries become unable to define their national 

interests (Huntington, 1997). Economic nationalism regards the achievement of 

nationalism as the purpose of economic policy. The key to an economic policy aimed 

at achieving nationalism is the creation and strengthening of national identity, and 

enabling the nation to gain prosperity, civilisation, and power (Gellner & Breuilly, 1983: 

24). National identity is a very important link between the state and society. For example, 

in Japan, economic nationalism under Prime Minister Yoshida Shigeru (1948-1954) 

emphasised that the development of the economy and the realisation of modernised 

development were important national goals. He used positive elements of the Confucian 

culture that were conducive to economic development to stimulate the people’s patriotic 

enthusiasm and national spirit (Gellner & Breuilly, 1983; Szakonyi, 2007; WDR, 2011). 
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 Second, economic nationalism has a defensive as well as an offensive aspect. 

Economic nationalism can be divided into two types: one is benign, that is, defensive 

economic nationalism, which attempts to protect an economy from external economic 

and political forces. It usually occurs in underdeveloped countries or developed 

countries with a depressed economy. Governments in these countries implement 

protectionist policies to protect their infant or declining industries and safeguard their 

national interests. Defensive economic nationalism often resists international trade and 

investment. Its focus is on protecting important industries related to national security, 

and important brands involved in national identity, from control by other countries. 

Another type of economic nationalism is malign, that is, offensive economic 

nationalism, which advocates a country’s increase in strength. Offensive economic 

nationalism is manifested in promoting overseas trade and investment in order to gain 

greater national interest. It pursues only national goals, even if they might sacrifice the 

interests of others (Hierinymi, 1980; Cohen, 1991; Levi Faur 1997). 

 Third, economic nationalism involves comprehensive economic issues. When 

discussing economic nationalism, many studies focus on trade protectionism. It seems 

that economic nationalism is only related to trade or only is manifest through trade 

policy. In fact, economic nationalism affects all economic sectors. Economic 

nationalism is manifested in trade protection, investment protection, and employment 

protection. However, the employment issue is more of a domestic concern. Although it 

may be related to the international economy, this relationship is indirect. Therefore, the 

expression of economic nationalism is more concentrated in the fields of trade and 

investment in the study of IPE (Helleiner & Pickel, 2005). In addition, although 
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economic liberalism and economic nationalism differ in their arguments, they can 

coexist. Many countries may adopt an economic policy with the characteristics of both 

economic nationalism and economic liberalism (Nakano, 2004). Economic nationalists 

may adopt liberal economic policy when necessary. For example, countries continue to 

express nationalism strategically in the new global environment by supporting 

globalisation. In this context, economic nationalists benefit from participation in 

globalisation, enhancing state capital and enabling countries to use their national assets 

more flexibly. Economic nationalism can therefore be seen as a process of adapting to 

the market or making it a national advantage (Bhaduri, 2002: 25). As Bremmer argued 

(2002), all countries are actually mixed economies. Different countries will adjust their 

economic policies in different ways in the face of different economic competition and 

market exchange activities.  

 The political environment has a crucial influence on enterprises’ foreign investment 

(Baysinger, 1984; Sundaram & Black, 1992). The discipline of IPE offers many 

theoretical perspectives including economic liberalism, economic nationalism, and 

Marxism. Economic liberalism and economic nationalism can be applied to analyse the 

link between the political environment and international business. The core ideal of 

economic nationalism is that politics is more important than the market. To ensure 

national security, the state must accumulate wealth and build a strong army. Therefore, 

the market cannot be completely free and must be subordinate to the state. Economic 

nationalism argues that political factors will determine the economic policies that 

control how markets operate (Gilpin, 1987). The concept of economic nationalism can 
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take into account the roles of both the home and host government (state) in influencing 

the international business environment (market) (Easton & Walker, 1997).  

 Although foreign investment increases the economic growth of the home country, 

it may also cause negative effects for domestic industries. This is especially so in the 

case of cross-border M&As, which can trigger more concern from the host country. 

Many countries use a ‘national security review’ as a safeguard for the liberalisation of 

trade and investment. Recently, most critical international agreements and international 

economic organisations have been silent on the regulatory consistency of the cross-

border investment review, creating more autonomy for each country to conduct its own 

foreign investment review mechanism. A national security review has become an 

approach critical for protecting domestic economic, culture, sensitive industries, the 

environment, and labour standards (Wang, 2016). In most countries, when acquisitions 

are targeted at strategic industries or SOEs, acquisitions are more likely to be rejected. 

When an acquisition is considered to bring favourable conditions to the host country, or 

when the home country has a good diplomatic relationship with the host country, it is 

more likely to be successful (Zhang & He, 2014).   

 National interest, especially national security, is the main factor for a country to 

consider when adopting economic nationalist policies, which will be reflected in a 

country’s industrial policy, technology policy and foreign investment policy particularly 

(Grunig & Hunt, 1984). No matter whether it is a developing country or a developed 

country, national security issues are regarded as the main consideration in responding 

to foreign investment (Singh, 2002). A country might conduct a stricter review of 
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foreign investments involved in national security-related industries, such as energy, 

utilities, telecommunications, defense, and media sectors (Wachtell & Lipton & Rosen 

& Katz, 2012). In addition, technology plays an important role in the concept of national 

security because it is the foundation on which countries develop new military 

capabilities. Technology, especially information technology, plays a leading role in 

foreign affairs, and countries with new technologies can gain an overwhelming 

advantage (Perry, 2003). National security and technology are inseparable. Many 

governments have paid considerable attention to the development of science and 

technology in recent years. For example, China has shown considerable ambitions in its 

efforts to develop advanced technologies and has aimed to increase its technological 

self-sufficiency and reduce its dependence on foreign technology companies to ensure 

its own national security. Suttmeier and Cao (1999) pointed out that the accelerating 

growth of the capitalist economy means that the development of technology becomes 

the main national goal of all countries. The influence of technology on military 

capabilities is increasing, and most countries are concerned that a lack of technology 

will make them vulnerable in competition with other countries. As a result, they are 

increasingly paying attention to technological innovations, mainly due to concerns 

about national security. Furthermore, an M&A that targets SOEs is likely to be rejected 

by the host country, because these are usually strategic industries, such as the utilities 

and infrastructure sectors, which are important for national security (Bennet & Sharpe, 

2014).   

 Economic nationalism is sufficient to explain the key factors that decide the success 

and failure of cross-border acquisitions. Economic nationalism may be linked not only 
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to protectionism that hinders foreign investment but also to liberal nationalism that 

welcomes foreign investment (Helleiner, 2002; Peng et al., 2008; Zhang & Xinming, 

2014). When a foreign investment is considered to threaten the national interest, there 

will be a protectionist response. When a foreign investment benefits the national interest 

of the host country, the host government will respond with a more liberal attitude. 

Economic nationalism will develop and adjust according to the country’s internal and 

external conditions, shaping and influencing the state’s policy of participating in the 

global market. The ultimate goal is to create a market mechanism that most benefits the 

country (Vernon, 1971; Baysinger, 1984). For example, China welcomed foreign 

companies’ investment under its reform and opening-up policies in 1978 in order to 

develop the economy. However, it has also implemented a protectionist policy, such as 

the foreign investment regulation review, to block any investment that damages China’s 

national interests. 

 Economic nationalism could be a vital factor in the German government’s policy-

making and response to Chinese investment because Chinese investors symbolise 

outsiders who could invade and threaten Germany’s own economy, security, and even 

values. Due to the unspecified relationship between Chinese SOEs and the Chinese 

government, in Germany Chinese SOEs’ overseas investments face more institutional 

barriers than investors from other countries. Economic nationalism can also explain 

China’s strategy of overseas investment, as its SOEs maintain their dominant status 

during the international expansion of Chinese companies. Because SOEs represent the 

national interest, many host countries are concerned that Chinese foreign investment 

could be an aggressive form of Chinese economic nationalism. As Gerth has mentioned, 
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the “internationalisation of Chinese enterprises has actually helped push China toward 

a newer, more sophisticated form of economic nationalism” (Gerth, 2012: 203). Thus, 

economic nationalism is crucial for analysing the Chinese foreign investment model. In 

addition, the close relationship between Germany and China has, to a large extent, 

threatened other EU countries. It has been considered that Germany has extended 

bilateral ties with China to a point where it alienates other EU member states. Thus, 

economic nationalism can explain Germany’s responsibility to protect the national 

market and to handle and maintain relations with the EU by taking into account its own 

leadership role within the EU. Its veto of Chinese M&As is conducive to maintaining 

the international economic order of Germany and the EU. 

Methodology  

 This study used document analysis and case studies to carry out the research. A case 

study methodology was chosen to distinguish between the German government and the 

German companies’ attitude towards Chinese investments. As can be seen from the 

failed transactions, German sellers were very willing to sell their companies to Chinese 

investors, but the takeovers all failed because they were not supported by the German 

government. In addition, the case studies helped figure out the factors that affect the 

German government’s decision-making by comparing the successful and failed 

transactions.  

 The primary data collected came from five key areas, including Chinese and 

German government policy documents, reports of international organisations and 

institutions, research from academic articles and books, reports from research 
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institutions, and news reports from mainstream media. First, this thesis draws on an in-

depth analysis of policy documents, official statements, and other published materials 

from the Chinese and German governments, including the German Federal Ministry for 

Economic Affairs and Energy (BMWi), the German Federal Foreign Office, the 

Ministry of Commerce of China (MOFCOM), and the Ministry of Foreign Affairs of 

China. Chinese official documents were mainly used to explore the policy content and 

motives of the overseas investment policy. The German official documents were used 

to analyse the Germany’s attitude towards foreign investment, including Germany’s 

foreign investment restrictions and industrial strategies. The thesis also refers to reports 

published by German trade associations, including the BDA (Association of German 

Employers), the BDI (the Federation of German Industries), the DIHK (German 

Chamber of Commerce and Industry) and the ZDH (German Confederation of Skilled 

Crafts) to analyse the attitude of the German business community towards Chinese 

investment. 

 Second, international organisations and institutions, including the United Nations 

Conference on Trade and Development (UNCTAD), the World Bank, the World Trade 

Organisation (WTO), the International Monetary Fund (IMF), European Statistical 

Office (Eurostat), United Nations (UN), and the Asian Development Bank, provided 

objective data and reports on Sino-German investment, which helped to analyse the 

trade relationship between China and Germany. All the documents used were open 

access. Third, academic articles and academic books provided a comprehensive and in-

depth theoretical discussion as the basis for exploring IPE, especially the theory of 

economic nationalism. Economic nationalism is the main analytical framework for this 
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thesis, and was used to explore Sino-German trade relations. Fourth, the thesis also used 

articles published by research institutions, which provided the latest analysis of Sino-

German politics and economic issues. Such articles provided more in-depth and 

comprehensive analysis than news reports as well as investment data that was not openly 

available. The articles and reports referred to came from research institutions including 

the American Institute for Contemporary German Studies (AICGS), the American 

Enterprise Institute and Heritage Foundation (AIE), the Chinese Academy of Social 

Sciences (CASS), Council on Foreign Relations (CFR), the Centre for Strategic and 

International Studies (CSIS), the German Institute of Global and Area Studies (GIGA), 

the Mercator Institute for China Studies (MERICS), the Rhodium Group, and the 

Technology and Innovation Foundation (ITIF). 

 Finally, news reports provided the main materials for the case study in Chapter 4. 

They were used and organised to compare industry sectors, investment scales and the 

German government’s responses to the 10 Chinese investments. The main source of 

news reports come from the BBC, the China Daily, the Chinatimes, the CNA, the 

Deutsche Welle, the Diplomat, the Financial Times, the Liberty Times, the New York 

Times, the People’s Daily, the Radio France Internationale (RFI), the Reuters, the Sina, 

the South China Morning Post, the Süddeutsche Zeitung, the TIME, the Voice of 

America (VOA), and the Xinhua. 

 In addition, Chapters 2 and 3 focus on the influence of the Chinese government on 

the internationalisation of Chinese enterprises. Chinese companies’ investments include 

different levels of overseas investment, so it is necessary to define the scope of the study. 
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First, the internationalisation of Chinese enterprises can be divided into government and 

enterprise level research. This thesis focuses on the Chinese government’s influence on 

Chinese enterprises’ investment through government policies and related regulations. 

Second, while encouraging enterprises to spread globally, the Chinese government 

gives SOEs preferential policies, such as financial subsidies and low-interest loans to 

ensure that they have the advantage over foreign companies. Chinese SOEs play an 

important role in promoting China’s overseas market and political gains through the 

country’s policies. Therefore, this thesis focuses on analysis of Chinese SOEs rather 

than Chinese private enterprises. Third, Chinese overseas investments approaches 

include M&As, joint venture and strategic alliance. According to the Chinese Ministry 

of Commerce, the M&A is China’s main approach to overseas investment. Therefore, 

this thesis mainly analyses China’s overseas M&A transactions. Finally, resource-

seeking, market-seeking, strategic asset-seeking, and technology-seeking are the main 

reasons underlying Chinese investments, which aim to acquire primary resources, 

research and development (R&D) technology, product lines, well-known brands and 

market access. Among them, resource-seeking and technology-seeking are the main 

focus of the Chinese government. Therefore, this thesis mainly explores China’s 

development strategy for resources and technology. 

Structure Outline  

 In order to answer the research questions, the thesis is organised as follows:  

 In Chapter 1, the economic nationalist perspective in the study of IPE is analysed. 

The way economic nationalism is currently applied in IPE nowadays is discussed. This 
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chapter first introduces the discipline of IPE, which focuses on the interaction of 

markets and politics, and looks at the influences that markets have on politics, and the 

influence policy has on markets. IPE provides a framework that makes it easier for us 

to observe the relationship between the country and the economy, and the state and the 

market. Economic liberalism, Marxism, and economic nationalism are three main 

theories have dominated IPE. Each theory has rich traditions that can be traced back to 

the beginning of the three major theories of political philosophy (Liberalism, Marxism, 

and Conservativism or Mercantilism) and unique perspectives on questions in the field 

of IPE, and each has their own followers. This thesis adopts economic nationalism to 

analyse the Sino-German trade relationship, which is therefore given more attention, 

and discussed and analysed in more detail here. Based on the literature review, the six 

crucial elements of economic nationalism are mercantilism, state capitalism, national 

interest, economy and security, zero-sum game, and national identity. These are all 

discussed in Chapter 1 and then applied in Chapters 2, 3, and 4 to analyse the trade 

relations between China and Germany. 

 In Chapter 2, a Chinese overseas investment model is built to articulate the factors 

that could affect Chinese enterprises’ decision to invest abroad. The model is based on 

the analysis of state-led policies, especially China’s state capitalist Going Out policy, 

and the interactions between the Chinese government and Chinese SOEs. First, it 

discusses the influence of the Going Out policy on Chinese companies’ overseas 

investment and analyses the role of Chinese SOEs in the Chinese market. Second, the 

chapter explores the relationship between the Chinese government and Chinese SOEs. 

Finally, it analyses China’s national interests and the political implications of the Going 
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Out policy, and explores economic nationalism in China’s overseas investments. 

China’s Going Out policy is an important guideline used by the Chinese government to 

help its enterprises, especially SOEs, invest overseas. The Going Out policy and 

Chinese investment cannot simply be regarded as the spontaneous market behaviour of 

Chinese enterprises. The Going Out policy is a national behaviour that the Chinese 

government has strategically pursued, and with which it promotes China’s national 

interests through its enterprises. The six elements of economic nationalism will also be 

applied here to explain the reasons that the Going Out policy is in line with economic 

nationalism.  

 Chapter 3 discusses the Sino-German political and economic relationship after the 

Cold War and the Chinese investment in Germany. First, this chapter explores Sino-

German relations after the Cold War and uncovers the reasons for the close economic 

ties between the two countries. It also discusses how China and Germany deal with 

frictions in human rights and territorial disputes that affect economic interests. 

Moreover, the Chinese government encourages Chinese companies to invest in 

Germany in its state-led economic and industrial policies, including the Going Out 

policy and Made in China 2025. The government strategically pursues and promotes 

China’s national interests through investment in Germany. Therefore, this chapter also 

analyses how Chinese state capitalism achieves its national strategic goals with these 

policies. Finally, the six elements of economic nationalism are applied to clarify 

whether China’s investment in Germany is consistent with economic nationalism.  



 27 

 Chapter 4 analyses Germany’s attitude towards Chinese investment. In recent years, 

due to concerns about national security, Germany has strengthened its control over 

Chinese investment. This chapter first analyses the German response to Chinese 

investment by looking at 10 Chinese investments, among which 4 were troubled and 6 

were successful transactions. From China’s troubled and successful transactions in 

Germany, the German government’s response to Chinese investment can be seen by 

comparing the industry, the scale of investment, and the reasons for refusal and approval 

in each case. The determining factors in successful and failed transactions are uncovered 

by comparing troubled and successful cases. This chapter also discusses the attitude of 

the German business community and German public opinion towards Chinese 

investments. Finally, the six elements of economic nationalism are applied to discuss 

whether Germany’s attitude in response to Chinese investment in recent years is in line 

with economic nationalism.  
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Chapter 1 IPE theory and Economic Nationalism 

 In recent years, world politics and the economy has gone through numerous rough 

times. Since taking office, Donald Trump has been advocating the America First 

Foreign Policy, backed by actions such as withdrawing from the United Nations Human 

Rights Council, the Iran Nuclear Deal Framework, the Trans-Pacific Partnership (TPP) 

and the Paris Agreement on climate change mitigation. In addition, populism as a 

response to globalism and elitism, as demonstrated by Brexit and some European 

countries’ responses to the European Refugee Crisis, is gaining in popularity. The 

banner populists carry is for anti-globalism, equipped with right-wing thinking, and the 

policy-making mindset it favours is protectionist; in other words, building up borders. 

Indeed, the changes that world politics and economics are undergoing are profound. 

They are not unprecedented by any means, but are too significant at this moment in 

history, after decades in which liberalism has remained triumphant, to be overlooked. 

Against this background, IPE is receiving increased attention.  

 By thoroughly studying institutions of the world economic system as well as what 

creates and sustains such institutions, IPE studies the interplay of global politics and 

economics, it looks at how markets and economic realities have influenced politics and 

vice versa. At least in the US, since the establishment of IPE, the perpetual theme has 

been the study of interactions between international politics and international economy. 

More recently, especially after the 2008 financial crisis, the focus has shifted to one of 

understanding the causes and consequences of the financial crisis worldwide as well as 

at national level. The daily commercial activities involved in international trade and 
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investment are also covered by IPE. For example, questions like, what are the drivers 

of the globalisation of markets? and what are the factors that shape the flow of trade and 

investment behaviours? are most frequently asked. Moreover, climate change 

mitigation, environmental protection, and sustainable development are now getting 

more of IPE’s attention. As Cohn (2008:3) has stated, IPE explores ‘low-level politics’ 

rather than ‘high-level politics’, which means that it tries to understand and analyse 

political questions from the perspectives of international finance, trade, foreign aid, and 

trans-border investment rather than the perspectives adopted by traditional International 

Relations (IR) theories to look at world politics, such as military, diplomatic, and 

security perspectives, either in a broader or narrow sense.  

 Similar to the way that IR tends to focus on states’ power relationships and neglects 

international economics, economics tends to neglect the political factors that shape 

international economic relations. IPE, however, tries to marry the two major fields and 

build a bridge which allows people to consider the two most important aspects of world 

affairs simultaneously in a systematic way. It therefore focuses on the interaction of 

markets and politics, and looks at the influence that markets have on politics, and the 

influence policy has on markets. Substantively, IPE enjoys some overlap with what IR 

studies; this is clearest in the relationship between security on one side and political 

economy on the other. There are countless instances where political economy and 

foreign economic policy are used to try to achieve security goals, for example, the use 

of economic sanctions, and the creation of alliances with partners who might make good 

investment opportunities or become good trading partners.  
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 IPE has become a well-developed discipline with its own independent 

characteristics distinct from IR (Dzeng & Lee, 2013). Underhill (2000) argued that IPE 

is an inter-discipline that spans different social science fields. In the general public 

debate about some of the issues laid out above, there tends to be a simplification or a 

clear favourite by governments or by interest groups, and what IPE can do is to provide 

an in-depth analysis of such issues and an objective assessment of the broader cost-

benefits for the economy but also for society as a whole. IPE provides participants with 

the tools they need to analyse any particular policy area and understand the factors, 

forces and ideas that are shaping developments in that particular area. It can be said that 

IPE research has gone beyond what traditional IR can cover. It is not only a subfield 

under IR, but also based on a broader tradition of political economy (Underhill, 2000; 

Dzeng & Lee, 2013). 

1.1 State and Market 

“Without both state and market there could be no political economy. The state and 

market cannot be separated. The state profoundly influences the market activities by 

determining the nature and distribution of property rights as well as the rules 

governing economic behaviour” (Gerth and Mills, 1946: 181-182). 

 The market is a place for sellers and buyers to exchange goods and services at a 

price and output level determined by a utilitarian calculus of supply and demand. 

Traditionally, a state’s interests and the so-called national interest, as usually defined by 

the state, are often at odds with market interests (Gupta, 2000:118; Dodescu, 2010). 

This is because by nature, the state tends to maintain if not strengthen its sovereign 
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control over its physical territorial borders; it is also one of the core objectives of a state 

to promote political unification within that border. The market (in this context, the 

global market) on the other hand, favours free trade, which often booms when there are 

fewer barriers – which allows economic activities to be conducted in the most efficient 

way. Thus, the state is seen as a hindrance to a thriving market (Gallaher et al, 2009: 

152).  

 The market itself has always been considered one of the most crucial elements to 

which politics must pay attention, as it is a source of power per se that has tremendous 

influence on political bargaining and outcomes. One of the fundamental features of 

contemporary world politics is that it is largely shaped by the reality of economic inter-

dependence among countries. It has been recognised that politics and economics do not 

operate independently as two different fields, but that the interaction between the state 

and the market affects the distribution of power as well as wealth in any kind of 

international relations. As Strange (2005: 28) correctly noted, in the practice of 

international political economic activities, it is difficult to distinguish between political 

power and economic power. Moreover, politics and economy are so intertwined that 

there will be no political power that is not backed by purchasing power generated by 

capital strength. In a similar vein, economic power needs support from political 

authority to ensure its legitimacy and security (Strange, 2005: 28). 

 Regarding the relationship between state and market, Gilpin (1987: 22-23) believes 

that there are several characteristics or rules that reveal the interactions between the two. 

First, the basic interests of each member of a society, from individuals to the state, 
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strengthen the role of the market. Second, regardless of how liberal a country is, the 

state always seeks strict control over means that have a huge amount of leverage over 

its domestic market, because almost every state regards the market as a more legitimate 

source of power and authority. Third, economic interdependence establishes a hierarchy 

in which social groups are situated. It is the same at the global level; countries are 

committed to improving their status in that hierarchy by increasing their independence 

from others while at the same time putting other countries in positions that are more 

dependent. Finally, although international co-operation in trade can never achieve a just 

distribution of wealth, a win-win outcome can generally, as often be seen, be expected 

in which everyone’s individual interests are met. Therefore, few countries will refuse to 

participate in global trade and other international economic activities. All of the 

abovementioned not only facilitate global co-operation and the increase in human 

wealth, but have also led to struggles over the distribution of profits and costs, which 

have become a major feature of conflict in today’s international relations.  

1.2 IPE theory  

 In general, there are three major theories widely studied and used in IPE to 

understand and analyse a country’s economic behaviour and related policies. These are 

economic liberalism, Marxism, and economic nationalism. Each theory has rich 

traditions that can be traced back to the beginning of the three major theories of political 

philosophy (Liberalism, Marxism, and Conservativism or Mercantilism) and unique 

perspectives on questions in the field of IPE, and each has their own followers. However, 

Strange (2005: 12-18) does not like the idea that IPE is limited by these three schools 
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of thought. She believes that the basic assumptions of these three theories are too limited 

so that questions asked and even answers later provided are also assumed. The three 

theories are like three tracks, heading to different destinations, and there is no 

intersection between them.  

 Instead, Strange (2005: 18) proposes that we can start from the four basic values 

that human beings possess in social organisations - wealth, security, freedom, and 

justice - and then study changes in the composition of these four values in different 

societies as well as their meanings created by different societies at different times. These 

four values vary in the composition of different societies, as if they constitute different 

chemical mixtures. Strange (2005: 18) uses the example that “in some way, a cook can 

take flour, eggs, milk and fat and make different kinds of cakes, pancakes, biscuits or 

cookies by combining them in different ways and different proportions”. Therefore, 

each society is specially constructed, based on how it is composed of these four values. 

In addition, Strange notes that structural power shapes the world economy. This is 

different from the power of realism (which can be defined in terms of A forcing B to do 

A’s will), but a structural power that constitutes and determines the global political 

economy. It is the power to decide how things work and determines the relationship 

between state and state, state and people, and state and firms. This structural power is 

mainly formed by security, production, finance, knowledge as well as by numerous 

secondary structures (transport, trade, energy, welfare). Structural power determines the 

different distribution of the four values (wealth, security, freedom, and justice) and 

determines the distribution of costs, benefits, opportunities, and risks (Strange, 2005: 

24-27).  
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 Nevertheless, the three main theories have dominated the study of IPE. They differ 

in their interpretation of sociology (the assumptions and ways of interpreting 

interactions between the state and the market) rather than in their methods of economic 

analysis. Economic liberalism, which started with Adam Smith, traditionally believes 

that the state and the market are two independent aspects of society, and has an 

unalterable, or even paranoid preference for the market, insisting that it works best when 

left free from the state’s interference. In addition, external disruptions can never be 

excessively worrying because there is a thing called the inherited social harmony that 

always makes amendments and adjustments to bring society back to a state of 

equilibrium. This inherited social harmony means that the market has a set of internal 

operational logic, based on human nature and needs. Economic liberalism also embraces 

the idea that both the capital system and individuals are rational.  

 Similarly, Marxism considers the market to be more important than the state. It is 

precisely capital accumulation makes inherited conflicts possible in a capitalist society. 

Furthermore, mechanisms of capitalist exploitation create unfair and unjust distribution 

of social resources, which in turn causes the proletariat to eliminate the market and 

social class divides in revolution.  

 On the other hand, economic nationalism deems politics to be more important than 

the market because in order to pursue the national interest, often defined as 

accumulating wealth and building up a strong military, the market cannot be left entirely 

free, and must be subordinated to the state. Economic nationalism suggests that political 
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factors will determine economic policies which will control the way the market operates 

(Gilpin, 1987: 31-32). 

1.2.1 Economic Liberalism 

 One essential proposition of economic liberalism is that the main purpose of any 

economic activity is to benefit individuals, or to fulfil personal values. Although 

economic activities inevitably enhance collective interests, their primary goal should be 

to increase the effectiveness of production and trade so that individual well-being can 

be maximised. This theory supports individual property rights, and is convinced that an 

open market with respect for property rights, that allows people to access more goods 

and services and exchange those goods and services freely, is the best way to maximise 

personal interest. This theory clearly inherits the mantle of liberalism as a school of 

political philosophy as it focuses on the realisation of individual’s value and looks at 

human-being in its entirety. 

 Adam Smith believed that in the commodity economy, everyone is pursuing their 

own set of interests (personal maximisation) and that society would also benefit from 

the guidance of the ‘invisible hand’ because individuals’ pursuit of self-interest would 

increase social well-being as it led to the maximisation of the efficiency of all 

commercial activities. In short, economic growth as a result of efficient economic 

activity in which individuals maximise their self-interests will ultimately benefit 

everyone in a mechanism of positive feedback (Rogowski, 1978; Gilpin, 1987: 27-28).  
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 Adam Smith’s The Wealth of Nations (1776) advocated free trade and suggested 

that states are better off when they produce the goods that they are best at producing. 

All nations will be better off if they let the market to decide what states are more efficient 

at producing. The reason that Smith gave for why all nations will be better off is the 

theory of absolute advantage. This assumes that where there are two countries that 

produce tea, differences in efficiency of production, resource abundance, and the cost 

of labour mean that the cost of producing the same amount of tea will be different for 

each country. Whichever can produce the tea at lowest cost is considered by Smith to 

have an absolute advantage over the other in terms of producing tea. Furthermore, Smith 

thinks that in the real world, where countries produce numerous kinds of goods (and 

usually each country is good at producing some goods), every country has absolute 

advantage over some of the other countries at producing certain goods. When everybody 

has absolute advantage over others at producing something, trade will happen, and 

everyone will be better off. Laisser-faire economics suggests that the state should stay 

out of private economic transactions. It is opposed to mercantilism and state occupation, 

but still believes that states are essential to protect property rights. Smith’s theory 

suggests the unpleasant situation that if a country does not have any absolute advantage 

over any other countries in producing particular goods, then theoretically it will not 

trade with anyone.  

 David Ricardo (1891: 152-159) in his On the Principles of Political Economy and 

Taxation proposed a theory of comparative advantage. This is just a slightly more 

complicated mathematic model than that of Smith’s which aims to explain under which 

circumstances mutually beneficial trade can happen with a win-win outcome. The 
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mathematic model will not be discussed in detail here, but Ricardo’s theory basically 

says that if a country exports goods that have the greatest comparative advantage and 

imports goods that have the biggest comparative disadvantage when it produces by itself, 

the country can profit greatly from such trade. Even if a country is at an absolute 

disadvantage in productivity when producing any good, there is still the possibility of 

trade with other countries from which profits can be obtained (Ruffin, 2002). 

 Because the gap in labour productivity between any two countries is not the same 

in any particular commodity, so the country with absolute advantage does not have to 

produce all the goods. Instead, it should concentrate on producing goods that have the 

greatest comparative advantage (a good that has the lowest cost ratio compared to the 

cost ratio of the same good in other countries). Accordingly, countries with absolute 

disadvantages also should concentrate on producing those goods that have comparative 

advantage, and then through international free exchange, it is possible to increase total 

productivity and save social labour. The international division of labour as a result of 

this trade model is truly, in Ricardo’s sense, beneficial to all countries. This is also the 

core proposition of economic liberalism at the international level - replacing relative 

gains with absolute gains. Economic liberalism claims that all countries can benefit from 

the comparative advantage each of them possess; free trade makes international 

relations more harmonious, and there will no longer be conflict between countries 

because everyone grows and the welfare of all traders increases (Bernstein, 2009: 64-

66). 
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 Richard Beardsworth (2011:115) pointed out that three main components can be 

summarised from the tenets of classical liberal thought: firstly, the accumulation of 

national wealth is led by international trade; secondly, nations are motivated to find and 

exploit their comparative advantage (to specialise in and expand such capability of 

production) in producing some goods in a competitive world market; thirdly, overall, 

wealth accumulation on a global scale is increased by the specialisation of nations’ 

production-capability.  

 As we have seen, economic liberalism favours a free and open market regardless of 

different attitudes towards the state’s role. The theory in general suggests that in a 

competitive market, due to limited resources, everyone’s choice involves opportunity 

costs (Samuelson, 2004), and supply and demand are based on price and exchange 

conditions, not power and mandatory behaviour. In such an environment, the only 

chance for both parties (a buyer and a seller) to benefit is when exchanges happen 

voluntarily. Therefore, economic liberals oppose the government’s arbitrary 

intervention in the market (Gilpin, 1987: 26-29). By conducting commercial activities 

voluntarily, the market is endowed with the ability to self-regulate, and therefore does 

not necessarily need an authority or an expert to set up rules and regulate it (Condliffe, 

1950: 112). Furthermore, the market, if big enough, also has the capacity to resist 

external pressure and disturbance. If an external force intervenes, the market is 

considered by economic liberals to be intrinsically capable of balancing price and 

quantity, supply and demand, and will finally reach a state of equilibrium again. This 

state of equilibrium is called harmony by some economic liberals and it is this harmony 

that is unswervingly believed to be the state of nature that will replace any temporary 
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conflict of interests (Gilpin, 1891: 29). The political economic implication of such 

liberal thought is that economic liberalism refuses autarchy and protectionism 

(Beardsworth, 2011:116); and “separates the economy from politics” (Beardsworth, 

2011:116). It advocates the notion that a free international market will result in peace 

because nations are so inter-dependent on one another that major conflict ceases to be 

cost-effective due to nations’ dependence on one another, as well as (importantly) on a 

stable, peaceful, and free international market to increase their own welfare.  

 In addition, economic liberalism emphasises the benefits of globalisation. Global 

economic interaction transforms international politics from zero-sum games to positive 

games, and cooperation brings absolute benefits to all participants (Duyvesteyn & 

Angstrom, 2005:193). Military power has become less important because collective 

security, not the balance of power, is the most effective tool for preventing war. Not 

only the state but also international organisations, multinational corporations, and 

multinational interest groups are important players in the world. International 

cooperation decreases the need for countries to maximise their strength and security 

(Greenwold, 1999). 

1.2.2 Marxism 

 Marxism is mainly represented by the theories of Marx and Lenin. In Marx’s time, 

the market consisted mainly of small-competitive industries; Lenin’s is the highest stage 

of development of capital such as intensive industries and banks (senior finance).  
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 Marx criticised capitalism and believed that workers add value to commodities, 

allowing capitalists to gain profits and capital accumulation in a highly competitive 

market economy. However, the workers do not receive equal remuneration for their 

labour (Crane, 1999; Ravenhill, 2008: 37). Marx used the concept of alienation to 

describe the living conditions of workers in capitalist society. Alienation caused 

workers to lose control of their creative activities and creations. Workers on the factory 

production line are not only unable to have any form of ownership of the products of 

their labour, but the monotonous repetition of the labour process also makes them lose 

their human dignity. Marx argued that work is the essential characteristic that 

differentiates human beings from other animals. It is also the embodiment of human 

creativity. However, under the capitalist system, human labour has made people slaves, 

and it brings only torture. Labour no longer belongs to the workers themselves but to 

the capitalists. The workers are forced to give away their labour purely for survival 

(Harvey, 2018: 40-60).  

 There are therefore two opposing classes in a capitalist society, known as the 

bourgeoisie (capitalists) and the proletariat (labourers). The former uses the latter’s 

value in the market to accumulate capital. The conflicts, or contradictions in Marx’s 

terminology, between the bourgeoisie and the proletariat are inevitable (Ravenhill, 2008: 

42-44; Harvey, 2018: 114-118). Even the state will find it difficult to reconcile them, 

and such contradictions will eventually lead to the outbreak of the socialist revolution 

of the proletariat. The result will be that public ownership replaces private capital and 

the market economy. By that time the state will naturally shrink and die. Marx believed 

that although capitalist production begins with people’s demands for freedom, it 
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actually brings greater restraint. In capitalist society, everyone is enslaved, whether they 

are a bourgeois, an intellectual worker or a manual worker (Heywood, 2002: 52-54; 

Hughes et al, 2003: 34-37). Marxism also suggests that the state belongs to the upper 

class and is dominated by the economic structure. The state is not neutral, but the tool 

of bourgeois rule. Marxism argues that the market cannot be harmonious because the 

capitalist mode of production itself has three inherent contradictions: the decline of 

profit margins, the imbalance between supply and demand, and the trend towards 

poverty caused by exploitation (Dzeng, 2007; Harvey, 2018: 109). 

 However, when Marx was alive, the mature capitalist society of Western Europe 

did not see the outbreak of the theoretically expected proletarian revolution. Lenin 

proposed a new perspective to explain that capitalism is not a closed system but a global 

phenomenon. Lenin believed that the highest stage of capitalism would develop into 

imperialism, not only plundering cheap raw materials from overseas colonies and 

exploiting the surplus labour there for its own use; but also using them as a consumer 

market for surplus domestic products, as well as investment targets for excess capital. 

Hence, the three major contradictions, which are declining profits, imbalance between 

supply and demand, and poverty of capitalists, can be temporarily mitigated. However, 

in order to compete for foreign investment in new commodity markets, raw material 

sources and surplus funds, imperialist countries will eventually go into conflicts and 

wars. The proletariat of the colonial countries and the proletariat of the developed 

countries will unite and create a socialist revolution to overthrow bourgeois power. In 

this way, Lenin turned Marx’s theory into a theory that explains the exploitation of the 
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exchange process between countries and the international conflicts that result (Gilpin, 

1987: 38-41; Dzeng, 2007; Ravenhill, 2007). 

 Robert Biel (2000) argues that imperialism constitutes a specific stage in the 

development of capitalism. It shows that capitalism has completed the transition from 

the early stages to the mature stage. Imperialism refers to the rule of one country against 

other countries. The former derives benefits while the latter suffers and losses. This 

traditional kind of imperialism emphasises the expansion of industrial and financial 

capital output, as well as the growth of military power along with increasing militarism. 

However, the form and content of imperialism have undergone many changes in the 

contemporary era. In particular, economic globalisation has brought traditional 

imperialism to a new stage (new imperialism). Modern Marxists believe that developed 

capitalist countries are using globalisation to exploit and oppress the vast majority of 

developing countries (Chilcote, 2002). 

 Samir Amin (1997) argued that globalisation is the expansion of capitalist mode of 

production to a global scale, which leads to new inequalities and new polarisation 

between countries. In the contemporary capitalist global system, the periphery and the 

centre are created. The former is attached to the latter independently. Like traditional 

imperialism, the nature of the new imperialists is still the exploitation of other countries. 

It continued the colonial trade relationship of the traditional imperialist era, and 

manipulated the economic lifeline of the colonised countries by mainly establishing 

international corporations, controlling the macroeconomic management institutions of 

the colonised countries, and demanding colonised countries to provide industrial raw 
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materials to the colonial powers. Also, it is direct economic exploitation of the colonial 

people to use the cheap labour of the colonial countries. Finally, loans and debts are also 

powerful means that imperialists adopt to manipulate (Brown, 1972). 

 Like traditional imperialism, one of the essential features of new imperialism is 

monopoly. It is a high degree of monopoly of capital, and production on a global scale. 

These monopolies are mainly achieved through the manipulation and control of 

international financial markets and capital markets by multinational corporations and 

international organisations led by mainly Western countries. Amin (1997) pointed out 

that new imperialism monopolises new science and technology, global financial flows, 

natural resources, modern communication tools and media, as well as weapons of mass 

destruction. 

1.2.3 Economic nationalism 

 Since economic nationalism is mainly used to analyse the investment relationship 

between Germany and China, this chapter will focus on this theory in more detail than 

on economic liberalism and Marxism.  

For a long time, economic nationalism has been inextricably linked to the 

protectionist policies it defends, and to the encouragement of national industrial 

development. Economic nationalism argues that through a set of foreign economic 

policies, a country can be exempted from foreign economic intervention and pursue 

national economic independence (Rappard, 1937). The objectives of economic 

nationalist policies are: first, to protect the national economy from external influences 
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and to avoid excessive dependence on the markets of other countries; and second, if 

necessary, to adopt aggressive and discriminatory policies against other countries to 

protect its own national interests (Hieronymi, 1980). Kofman (2019: 53) summarises 

the policy of economic nationalism into four main aspects: statism, protectionism, 

autarky and industrialism. 

Modern economic nationalists believe that even in the context of globalisation and 

the norm of free trade, trade conflicts are inevitable (Hieronymi, 1980; Carlson, 2013). 

Countries are still striving to maximise national interests through acquisitions and 

manipulation of strategic raw materials, mainly including natural resources and 

technology. There is competition in international trade, especially when countries 

compete for strategic raw materials. Therefore, when one country gains more from a 

particular trade issue, it necessarily means, from the perspective of economic 

nationalists, that the other country gains less in relative terms, and this asymmetry 

causes conflicts of interest between countries (Hieronymi, 1980; Oshima, 1980; Ziegler 

& Menon, 2014). 

 Based on the literature review, there are six crucial elements of economic 

nationalism. They are mercantilism, state capitalism, national interest, economy and 

security, zero-sum game, and national identity.     
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1.2.3.1 Mercantilism  

Mercantilism prevailed between the 15th and 18th centuries, a form of nationalism 

which was reflected in the economy. Mercantilism proposes that as there is only limited 

wealth in the world, an increase in the wealth of one country means a reduction in the 

wealth of other(s). Therefore, each country must ensure its interests by preventing others’ 

from achieving their interests (O’Brien and Williams, 2013: 17-18). Its goal was to 

enhance state power and strengthen domestic economic activities, especially through 

manufacturing and military products.  

The era of mercantilism seems to have passed. However, since the 1970s, with the 

intervention of many countries in foreign trade, the protectionist ideas of reducing the 

trade deficit have gradually developed. Economists such as Paul Krugman and Ron 

McKinnon have used the term ‘new mercantilism’ to summarise the trade protectionism 

of the US’s foreign economic policy in the 1970s (Uzunidis & Laperche, 2011; Ziegler 

& Menon, 2014). Both new mercantilism and mercantilism believe that anarchy in the 

international order will drive nations to competition and maximise the relative power to 

protect the nation’s sovereignty and security. In addition, new mercantilism believes 

that countries must develop economic policies that maximise wealth in an effort to 

improve their position in the international system. They use state apparatus to overcome 

or limit market outcomes that may restrict the development of critical companies (those 

companies are viewed as strategic to state power) and gain privileges to access strategic 

raw materials and markets. New mercantilism also assumes that countries try to control 
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foreign investment and other financial flows, and reduce vulnerability to the integration 

with the global economy (Hieronymi, 1980; Ziegler & Menon, 2014).  

It can be found that new mercantilism does not reject the liberal market. Instead, it 

seeks to protect national interests, especially a country’s political and military status, by 

shaping the domestic and international operations of markets. The purpose is to adapt 

the market to national objectives. New mercantilism benefits from participation in 

globalisation, enhancing state capital and enabling countries to use their national assets 

more flexibly. New mercantilism must therefore be seen as a process of adapting to the 

market or making it work towards the national advantage (Bhaduri, 2002: 25). In the 

context of globalisation, the concept of mercantilism is no longer limited to protecting 

domestic capital. It must also be noted that it derives economic benefits from the global 

economy through foreign capital and the use of other countries’ local resources. The 

domestic economy, which was protected by nationalists in the past, is now understood 

as linked, in multiple ways, expressed in the form to global capital. If necessary the state 

will maintain a policy of trade protectionism, where we can see that in participating in 

globalisation, it adopts reform selectively and continues protection of domestic 

companies as an adjustment process (Marshall, 1996; Crane, 1999; Jones, 2000; Nayar, 

2001: 14-15; Helleiner and Pickel, 2005). For example, to maintain their advantages in 

globalisation many countries adjust their industrial structure, allow certain low-margin 

industries to disappear, and strengthen industries that have high competitiveness.   

New mercantilism has the same characteristics as mercantilism, that is, the efforts 

of countries to maximise national wealth by acquiring and using strategic raw materials. 
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Gold and silver are strategic commodities for the early modern nation-state; natural 

resources and technology play this role today (Johnson, 1974; Oshima, 1980; Ziegler & 

Menon, 2014) . On the one hand, natural resources, especially oil and gas, are important 

materials to safeguard national security and economic development, so many countries 

will tend to adopt new mercantilism energy policies. As Ziegler and Menon (2014: 21) 

mention that: “The result is that even those states that pledge fealty to liberal economic 

principles regularly disregard market mechanisms in the interest of preserving national 

security; no state renounces new mercantilist strategies; what differentiates states is the 

degree and regularity with which they use them and the extent to which new 

mercantilism is embodied in their ideology”. For example, developed countries’ current 

energy policy priorities are climate change and energy supply security while developing 

countries are paying more attention to ensuring access to sufficient energy to meet their 

industrial development needs (United Nations, 2019). 

On the other hand, new mercantilists believe that the state should pursue national 

interests through technological innovation. Johnson (1974: 11) argues that “the new 

growth and technology orientation of modern mercantilism represents a step forward in 

sophistication from the original style of mercantilism, in the specific sense of 

discriminating not merely in favour of domestic industry and commerce as against 

foreign, but also between categories of domestic industries according to their presumed 

growth potential”. It must therefore support strategic industries, especially high-tech 

industries, and strengthen the innovation capability of domestic industries against 

foreign competition in an increasingly globalised market (Zhang, 2001; Naughton & 

Segal 2001). Strange notes that “the knowledge most sought after for the acquisition of 
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relational power and to reinforce other kinds of structural power (i.e. in security matters, 

in production and in finance) is technology” (Strange, 2015: 33). Countries seek 

technology as a means of achieving security, production, and finance, and ultimately 

technology is treated as a crucial component of state power. Countries and companies 

need to maintain the pursuit of advanced technology to reduce production costs and 

remain competitive in the world market (Strange, 2015: 47-99).  

New mercantilism often takes the form of techno-nationalism, which is nationalism 

that intensifies global competition in technology (Hieronymi, 1980: 11-12; Ostry and 

Nelson, 1995). Techno-nationalism deems technology to be a fundamental condition of 

national security, and the source of national power (Samuels, 1994: 34). Ostry and 

Nelson (1995: 28-35) pointed out that techno-nationalism illustrates how economic 

nationalism encourages links with global technology developers in open economies and 

focuses on national innovation, and R&D capabilities. It is therefore no longer about 

resisting multinational corporations, but rather about deciding how best to cooperate 

with them. The state pursues economic nationalism by supporting and obtaining 

overseas state capital and resources (D’Costa, 2009). 

In addition, trade protectionism is another important aspect of new mercantilism. 

The oil crisis of the 1970s and the global economic recession of the 1980s led to the 

growth of trade protectionist sentiment. Nowadays, the rise of trade protectionism in 

many countries is manifested in policies designed to protect domestic production and 

reduce the trade deficit. Trade protectionism can be implemented in a variety of ways. 

All forms of protection are designed to improve the status of domestic producers relative 
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to foreign producers. This can be achieved by increasing the market price of foreign 

products, reducing domestic production costs, or restricting foreign producers’ entry to 

the domestic market (Coughlin & Chrystal & Wood, 2002: 305-306). The direct 

measure of trade protectionism is tariff barriers, but after the 1970s non-tariff barriers 

became more common, such as public-procurement, industrial subsidies, anti-dumping, 

countervailing procedures, restrictions on migrant workers, and foreign direct 

investment (FDI) restrictions (Reuveny, 1997; Erixon, 2010). For example, at the 

beginning of the 1980s, Japan’s trade surplus against the United States at that time 

reached US$37 billion and accounts for a major part of the total US foreign trade deficit. 

The White House believed that the imbalance in this bilateral trade was caused by the 

Japanese government’s actions of setting trade barriers such as manipulating exchange 

rate and imposing tariffs. The United States therefore adopted many trade protectionist 

measures against Japan, including requiring Japan to remove trade barriers, reduce 

tariffs, expand imports of U.S. products, and required Japan to significantly increase its 

exchange rate (Satake, 2000). 

 A country usually adopts a trade protectionist policy for several reasons, including 

national defence, balancing trade, protecting jobs, protecting infant industry, as a 

strategic trade policy, in response to other countries’ trade policies, or to create a level 

playing field. The national defence argument is that the establishment of import barriers 

is necessary to ensure the ability to produce key products in national emergencies. Many 

countries hope to eliminate trade deficits or increase trade surpluses through 

protectionist trade policies because a bigger trade surplus benefits the country. Imports 

from abroad increase the pressure on domestic industries to reduce costs, which has led 
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many companies to lay off employees so restricting trade is a way to protect domestic 

jobs. Industrial development has always been valued by economic nationalists who 

believe it can enhance national economics and power. Besides, when the trade situation 

is not advantageous for the country, the government intervenes in the market by 

formulating a beneficial strategic domestic trade policy that will enhance the 

competitiveness of domestic companies. Finally, when the government realises that 

there are unfair trade activities with other countries, trade protectionist policies may be 

implemented to reduce losses (Coughlin & Chrystal & Wood, 2002: 310-316). 

1.2.3.2 State Capitalism 

 Lenin used the term state capitalism to describe a new state-controlled economic 

policy of production and distribution (Bellis, 1979: 131). He proposed the concept to 

describe the characteristics of capitalist development, showing the increasing role of the 

state in its development. The term can be defined in two ways: first, it refers to the 

state’s direct control of capitalist enterprise under the capitalist system. Second, it refers 

to the state’s supervision and regulation of the development of the capitalist economy 

(Buick & Crump, 1986: 114-117). In state capitalism, the state dominates the market 

for political interests (Bremmer, 2010: 43). State capitalism uses the market to establish 

state power and dominates the market with political rights. Between economics and 

politics, state capitalists always choose the latter. Politics relies, in the main, on four 

important institutional tools within the state capitalist system: national oil companies, 

state-owned enterprises, sovereign wealth funds (SWFs), and privately owned national 

champions (Bremmer, 2010: 41-54).  
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 Modern state capitalism is different from the state capitalism of the last century. It 

combines national strategy with the international free market. Compared with Maoist 

China and the Soviet Union, modern state capitalism is more complex. Using 

government tools and the strategies of multinational corporations, it adapts to the 

competition by globalisation, strengthening control of the country’s political power, and 

increasing its competitiveness by protecting and supporting the development of strategic 

sectors such as telecommunications and resources. In many developing countries, such 

as China, Singapore, Brazil, and Indonesia, the scope of state capitalism has continued 

to increase in the past two decades. Many of the most powerful developing countries 

are increasingly developing state interventions (Kurlantzick, 2016: 19-20). It must be 

noted that in addition to developing countries, many developed countries are facing the 

need for modest state intervention in the market. Since 2008, the global economic 

recession has made many governments, including in the US and in Europe, move to 

state capitalism. This kind of government intervention aims to prevent huge market 

failures and thus recover from the global economic recession (Bremmer, 2010: 47; 

Musacchio & Lazzarini, 2014: 5-6; MacDonald & Lemco, 2015:38). 

 Kurlantzick notes that all state capitalist countries can be positioned, in the main, 

somewhere between two dichotomies; first, a continuum from autocracy to democracy, 

and secondly along a line from most to least efficient. Norway, Brazil, India, South 

Africa, and Indonesia are the most democratic, while Saudi Arabia, Kazakhstan, 

Uzbekistan, Egypt, Algeria, Iran, Russia, Qatar, United Arab Emirates, Vietnam and 

China are the most autocratic. Malaysia, Singapore, Turkey, and Argentina are the 

hybrids. The most efficient state capitalism is Singapore, while the least efficient are 
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Algeria, Egypt, Uzbekistan, Iran, and Saudi Arabia. Indonesia, Brazil, South Africa and 

China are in the middle but near to the most efficient. Norway and Malaysia are in the 

middle but near to the least efficient. In the long run, state capitalism in the grey area 

between autocracy and democracy is the most successful form (Kurlantzick, 2016: 27-

28).  

 Figure 1 shows the degree of state intervention in the economy, that is, the 

interaction between state and market. At the far left is planned economy. The market is 

completely controlled by the government. Economic activities usually operate in a 

planned economy, and free markets do not exist. At the far right is the market economy, 

which is when the market is completely free and the government does not interfere in 

economic activities. Bremmer (2010: 43) points out that state capitalism is a mixed 

economy, in which the boundaries and interactions between countries and markets are 

not very clear, but political pursuits are pursued by economic means. Moreover, all 

countries are actually mixed economies. Different countries will adjust economic 

policies in different ways in the face of different economic competition and market 

exchange activities. Sometimes their economy policies might be biased towards the left-

end of the economic spectrum, and sometimes it would be more oriented towards the 

right-end side. 
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Figure 1. Economic Spectrum 

Source: Zoe King, Economic Geography. http://slideplayer.com/slide/7962895/  

 

 

 When discussing the relationship between state and market, it is worth mentioning 

the developmental state. Developmental state theory essentially describes the 

relationship between the government and the market. Its view is that the government 

dominates the market with considerable superiority. The government takes overall 

economic development as the goal and uses industrial policy to achieve rapid growth of 

the national economy (Garon, 2013: 97; Wu, 2014; Chen & Geng, 2017). The main 

argument of developmental state theory stems from the work of Alexander 

Gerschenkron. Gerschenkron (1962) believed that late developing countries need to 

achieve industrialisation and economic development through a centralised approach. 

The developmental state operates according to the logic of rational planning, which 

http://slideplayer.com/slide/7962895/
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operates differently from countries with a market-rational system, such as the US 

(Johnson, 1982: 17-23).  

 The developmental state is a manifestation of new mercantilism after the 1960s and 

1970s and it is mainly derived from the development experience of East Asian countries 

(such as Japan, South Korea, and Taiwan) (Dzeng, 2007). In general, the developmental 

state refers to a situation in which state bureaucrats consciously regard national 

development as a priority, and use industrial policies to invest rare domestic resources 

into important industrial sectors to enhance the country’s production capacity and 

competitiveness. Early developmental state theory is based on the state apparatus’ 

ability to lead economic development. The main reasons that the state apparatus has the 

ability to lead the country are: first, these state apparatuses have strong capacity; the 

national bureaucracy has capacity planning policies and implements them effectively. 

Second, the state apparatus has autonomy; that is, decision-makers can reject the 

influence of private interests, and plan development policies from the long-term 

perspective of the state polity. Third, state apparatus has a pilot agency to plan policy, 

which is then implemented by the bureaucracy (Wang, 2010: 15-16; Suzuki, 2012: 115). 

 Economic nationalists believe that the state is a major player in the global economy. 

One of the main assumptions of economic nationalists is that politics takes precedence 

over other aspects of social life, so it is concerned with the state rather than the 

individual. The state system is in anarchy, so every country must protect its own 

interests. The state is an important player in the domestic and international arena and a 

core tool for people to achieve their goals. Economic policy should therefore be used to 
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build a stronger country. Economic nationalism highlights that the state takes 

precedence over the market and the market is influenced by political power. The market 

is an important indicator of power and wealth, but the market is dominated by the state.  

 Economic nationalists recognise the importance of market-based actors, such as 

firms, but advocate their subordination to the state. Firms are subject to national 

instructions (O’Brien and Williams, 2013: 18-19). The failure of countries to implement 

appropriate regulatory controls on the market has made the system a form of casino 

capitalism, full of speculation and risk. The underlying cause of market instability and 

speculation is an irresponsible government, not a fragile financial institution (Strange, 

1983: 20-23). Unlike economic nationalists, liberals believe that the key economic 

entity is the individual rather than the state. The economic exchange of individuals 

pursuing their own interests will bring benefits to society. In the market, firms play an 

important role. Liberals believe that firms are the source of wealth. Multinational 

companies have positive effects on the state and bring benefits to both home and host 

countries (O’Brien and Williams, 2013: 21-22). 

1.2.3.3 National Interest 

 The pursuit of national interests by policy makers is a general rule in international 

politics. Realists believe that the state’s choice – as the main player in world politics - 

is a rational choice, and that the state can make decisions that best suit national interests. 

However, in fact, there are various factors that make it impossible to be completely 

rational (Oppenheim, 1987). National interests may entail economic, political, religious, 

cultural or military goals. The reasons for countries to pursue national interests may 



 56 

include survival and security, economic growth and the development of power, and 

safeguarding the quality of life of the people. According to Zheng (1999: 111-119), all 

countries, regardless of national strength, measure the scope and content of their 

national interests according to their national power.  

  Economic nationalists’ economic policies usually cover several objectives, 

including protecting the country’s economic sovereignty, ensuring the supply of 

strategic raw materials, ensuring domestic economic stability and sustainable 

development, developing national security and prosperity, protecting the interests of 

domestic enterprises, enhancing their competitiveness, and strengthening and 

promoting the status of the state in the global economic order (Wei & Liu, 2001: 149-

150). Economic nationalism believes that the state should pursue self-sufficiency in its 

economy. Although most countries fail to achieve this goal, it is still one of their main 

goals (Heilperin, 2010: 27). Hierinymi pointed out that economic nationalism is 

generally understood to apply to any policy that pursues self-interest. But this definition 

is too broad, because almost all countries have clear policy objectives - economic 

welfare, political security, domestic autonomy, international prestige - and purposefully 

use their policy tools to achieve these goals. Therefore, it is necessary to distinguish 

between malign or benign economic nationalism. Malign economic nationalism pursues 

only national goals, even if they sacrifice the interests of others. Benign economic 

nationalism, on the other hand, will compromise national policy priorities when 

necessary to accommodate the interests of others (Hierinymi, 1980: 51-52). “Benign 

economic nationalism recognises the link between its own interests and the interests of 
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the international system, but malign economic nationalism ignores or denies it” (Levi 

Faur 1997: 367a). 

 The perception of national interests changes as national needs change. National 

interests are affected by the understanding of domestic nationalism, and thus countries 

with different identity will pursue different national interests (Farah, 2012). As Ney 

(1999) pointed out: “The national interest is a slippery concept, used to describe as well 

as prescribe foreign policy. Hence the considerable debate about it”. Helleiner (2002: 

323) argues that “each economic nationalist placed emphasis on different nationalist 

value such as the promotion of national prosperity, the quest for national power, or the 

promotion of national identities and culture. The differences could also be rooted in the 

different contexts in which economic nationalists found themselves”. 

 Economic nationalist policy emphasises industrialisation, especially the 

development of industries linked to national identity. Both Alexander Hamilton (1791) 

and List (1841) argue that there can be no prosperity without industrialisation, that the 

state should develop industry, and that domestic industries need to be protected from 

foreign competition. The development of manufacturing can enable the country to 

achieve a more self-sufficient economy. Industry promotes employment, attracts 

immigrants, diversifies the national economy, and reduces dependence on foreign 

export markets. A country can make better use of its diverse talents by industrial 

development, and even enhance its competitiveness in the global market (Paul & Amawi, 

2013: 80-81). Developing countries pay particular attention to industrial development. 

In addition to strengthening the country’s self-sufficiency and cohesion, industrial 
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development has the highest goal of creating and increasing the number of middle class 

and well-educated people by providing prestige and good work. Beyond the economic 

sphere, industrial development can also bring nationalistic pride. Industrial 

development is often considered to be the priority of economic nationalism (Kofman, 

2019: 5-10). 

1.2.3.4 Economy & Security 

 Realism has three core arguments. First, the international system is dominated by 

sovereign nation states in an anarchic political context, and the relationship between 

states is characterised by endless conflicts. Second, there is a competitive relationship 

between nation-states. Although this does not hinder the possibility of cooperation in 

the pursuit of national interests, it also makes cooperation quite difficult. Finally, in such 

a system, the nation-state is acting purposefully in pursuit of power and wealth 

(Mastanduno & Lake & Ikenberry, 1989). Although countries have many different goals, 

they all see survival as their main national interest. “Any state - whether pre-capitalist, 

capitalist, centrally planned, relatively autonomous, or wholly autonomous from society 

- must assure its survival (and that of its nation-state) prior to pursuing other objectives” 

(Mastanduno & Lake & Ikenberry, 1989: 462). This fundamental need for survival 

makes countries sensitive to their relative capability to protect security and maintain 

independence. Realists believe that one of the basic goals of the state is to prevent the 

relative power of other countries from rising. For a more stable distribution of power, 

countries may even give up the opportunity to increase their absolute capabilities. The 

country’s greatest concern is not to maximise power, but to maintain its position in the 
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system (Grieco, 1988). The realist view is that all countries have similar goals, which 

are to gain power and wealth. Power and wealth are valued because they provide the 

means to ensure the country’s survival and to pursue other goals in anarchic and 

competitive international systems (Mastanduno & Lake & Ikenberry, 1989). 

 Countries are particularly concerned about the distribution of income which will 

influence domestic welfare, national wealth, and military power. Military power is the 

most important consideration when measuring absolute and relative gains. Countries are 

often reluctant to trade military security for economic gain. However, international 

economic activities affect the distribution of economic returns and change the 

international balance of economic and military power, thus affecting national security. 

Therefore, countries have been very sensitive to the impact of the international economy 

on the national economy (Andrews & Henning, 2002: 26). 

 Similar to realists, economic nationalists believe that the world is still insecure and 

wars may still occur. Countries should pay attention to their national security issues, 

and the economy is an important factor in maintaining national security. Therefore, the 

state should regard economic development as a top priority. However, economic 

nationalists also emphasise that economic interdependence between countries will bring 

constant conflict and insecurity, so it is believed that a self-sufficient economy is the 

best way (Hawtrey, 1952; Gilpin, 2001: 17-23). Economic nationalists believe that 

activities in the market may be negative, so they advocate state control of key economic 

activities or state aid to the central economic sector. In terms of production, economic 

nationalists believe that it is necessary to continue to produce certain goods or services 
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within the boundaries of a particular country. From the perspective of security issues, a 

country should not rely on the import of specific goods, because in the event of a conflict 

these may not be available. For example, France has protected its agriculture sector and 

supported it with government subsidies and policies while the United States defends 

defence technology (O’Brien and Williams, 2013: 20-21).  

 In contrast, liberal theorists believe that international relations and international 

political economy are basically cooperative. In fact, they believe that market 

relationships will bring positive results for everyone. Economic liberalism proposes that 

if the pursuit of national economic interests or the needs of the daily lives of the people 

depend on the cooperation or supply of other countries, this helps them depend on each 

other and live in peace (Dzeng, 2007).   

 Economic nationalists believe that countries are reluctant to reduce trade barriers 

because they fear that other countries’ economic gains will increase their military power. 

The distribution of power in the international system makes countries worry about their 

security and economy relative to others’, and the income of one country is another 

country’s loss. In an anarchic international system, there is no international authority to 

resolve disputes between countries, therefore countries must stand on their own feet and 

increase their abilities to survive and prosper. This makes cooperation difficult. 

However, when seeking security or increasing their power, states are forced to cooperate 

with other countries to create and maintain a limited degree of order (Greenwold, 1999). 

Also, after the 1980s, globalisation has progressed rapidly, and countries have become 

more interdependent, making cooperation necessary (Dzeng, 2007). As a result, 
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countries tend to trade with their allies not their enemies, and strong trade relations are 

based on military alliances (Greenwold, 1999). 

 Economic nationalists argue that the relationship between economy and security is 

reciprocal. Security provides the basic structure of economic operations; the economy 

is the foundation of politics and security (Hawtrey,1952). Ronis (2011) indicates that 

national security is anything that can increase the power of the state. It can be the 

capability of infrastructure, institutions of politics, society, economy, law and morality, 

and even education. The economy is the foundation of national security because 

“without capital, there is no business; without business, there is no profit; without profit, 

there are no jobs. And without jobs, there are no taxes, and there is no military capability” 

(Ronis, 2011: viii). Economy is the very foundation for any other aspects of a country, 

for example, national security and national status (Ronis, 2011: 2).  

 Economic nationalists believe that the state values the distribution of income from 

national wealth and military power. The military is a key factor in the country’s 

measurement of interests, and the state is often reluctant to sacrifice military security 

for economic gain. The nation-states of the 18th century focused on how the 

international economy affected the distribution of economic interests; in the early 21st 

century, people have turned their attention to the distribution of industrial power, 

especially high-tech industries, because this could affect the country’s relative power 

status. To date, every country has paid great attention to industrial and technological 

capabilities, which have become a major issue in the international political economy 

(Gilpin, 2001: 135-140; Andrews & Henning, 2002: 26-27). 
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 Technology is the foundation on which countries develop new military capabilities. 

Perry (2003) believes that technology, especially information technology, plays a 

leading role in foreign affairs, and countries with new technologies can gain an 

overwhelming advantage. Technological innovation is becoming more important. 

Technological capabilities have become one of the indicators that differentiate strong 

from weak countries, and have shaped the interaction between countries. Technological 

development is therefore increasing globally and has a strategic impact (Kadtke & Wells, 

2015). There are many benefits of using technology for national security, but also some 

risks. Technology is becoming important to national defence. When a country 

vigorously develops technology, it may cause other countries to feel concerned about 

their security; it may even be considered to be aggressive. Techno-nationalism proposes 

that technology is a fundamental condition of national security, and that technology is 

the source of national power (Samuels, 1994: 34). Techno-nationalists take the view 

that national security, economic competitiveness, and international status can only be 

guaranteed through state-controlled and closed-door technological innovation. Techno-

nationalists strengthen local technical capabilities through a highly regulated 

protectionist system that strictly limits foreign direct investment while emphasising the 

importance of developing advanced technologies and knowledge. The most common 

domestic groups related to techno-nationalists are the military, defence and heavy 

industry sectors as well as technology equipment production industry (Cheung, 2012: 

66-67). 
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1.2.3.5 Zero-sum Game  

Traditional mercantilism argues that international economic and trade relations are 

usually zero-sum games. Wealth is limited, so one party’s gain is the other’s loss (Levi-

Faur, 1997; Szlajfer, 2012: 23-24). In addition, wealth is also the foundation of a state’s 

power. Therefore, each country must ensure its interests by preventing others from 

achieving their interests (O’Brien and Williams, 2013: 17-18). In other words, if the 

success of a country’s economic development is based on the failure of another country, 

their trade relationship is a zero-sum game. On the contrary, neo-mercantilists use the 

phrase “relative gain” rather than zero-sum game to describe the current international 

trade situation. International trade relations are no longer black-and-white like the 

theory of zero-sum game assumes. Compared to the zero-sum game, the language of 

relative gain is more suitable for explaining the current conflict in international trade. 

Globalization has allowed many countries to benefit from trade relations at the same 

time. However, there is always a problem of who gains more and who gains less (Grieco 

& Powell & Snidal, 1993). For example, in bilateral trade, a trade surplus in one country 

means a trade deficit in the other one. In such a trade relationship, when one side gains 

more, the other side gains less. 

Gilpin (1987) has pointed out that in a highly competitive world, economic 

nationalists believe that relative interest is more important than common interests. 

Consequently, countries try to change the institutions and rules of international 

economic relations in order to benefit from economic power. This is mainly because 

countries are worried that their partners may gain greater relative benefit from 
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cooperation and may thereby increase in strength and become potential enemies in the 

future. For economic nationalists, even if both parties have huge absolute gains, as long 

as everyone is worried about how the other party will use their enhanced capabilities, 

the trade conflicts are difficult to avoid. Even if a country believes that for the 

foreseeable future its partners will not exploit gaps in mutual gain, it may still be wary 

of these gaps because future changes cannot be predicted - new leaders or new regimes 

may use them in a harmful way (Grieco & Powell & Snidal, 1993). Moreover, economic 

nationalists argue that disagreements cannot be avoided even if the state maintains good 

relations with partners; in various types of bargaining, one party gains more while the 

other party gains less. Thus, states must pay attention to the gains of partners (Grieco, 

1990). 

Economic nationalists care about not only the performance of their own countries, 

but also the performance of their trade partners. This is out of fear of the state’s survival 

and independence (Hasenclever & Mayer & Rittberger, 1997). Grieco (1988) argues 

that the uncertainty inherent in the nature of the anarchical international system has led 

to these concerns. When dealing with other countries, these concerns will never 

completely disappear from the minds of policymakers. These concerns emphasised by 

economic nationalists come from issues such as “will our partners (or our enemies) be 

prepared to use, or threaten to use, their relative power capabilities against us - relative 

capabilities we might inadvertently help them to build up through distributionally 

unbalanced mutual cooperation?” (Hasenclever & Mayer & Rittberger, 1997: 117). 
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The ‘sensitivity coefficient’ (Grieco, 1990: 46) of different countries to gaps in 

gains will vary depending on their partners and their own circumstances. If trade 

relations involve security matters rather than economic well-being, the country’s 

sensitivity coefficient to gaps in gains may also be greater. Powerful countries may think 

that in the short term, gaps in gain will not have a much impact on their dominant 

position. Very weak countries may believe that under no circumstances can they work 

hard to ensure their own security, and therefore the shifts in relative capabilities caused 

by the gap in gains created by cooperation can be largely ignored. In contrast, middle-

sizes countries can be very sensitive to the gaps in gains because they are afraid of 

powerful countries and eager to gain power, and thus they fear that they may fall into a 

weakness if they gain less (Grieco, 1990). 

Economic liberals and economic nationalists both believe that in international 

economic negotiations, countries only care about their own interests. The difference is 

that liberals believe that interests can be satisfied through absolute gains, meaning that 

the interests of different countries can be fulfilled at the same time. Economic 

nationalists do not believe this, they think it is rather a process of pursing relative gain, 

meaning that when a country gains more, another country will gain less. Economic 

liberals believe that a trade relationship is a positive-sum game. The advantage of trade 

is based on the division of labour between countries producing more advantageous 

products, which can benefit participating countries and bring greater benefits to each. 

Liberal theorists believe that the nature of international relations and international 

political economy is basically cooperative. In fact, they believe that market relationships 

will bring positive results to everyone. Liberals believe that the world system is 
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interdependent rather than anarchic, so cooperation rather than conflict should be sought 

(O’Brien and Williams, 2013: 21-23). Economic nationalism argues that economic 

liberalism is too optimistic to assess the possibility of cooperation in anarchy, and 

economic nationalists believe that countries tend to focus on relative rather than 

absolute gains (Busch & Reinhardt, 1993). Gilpin (1975: 36) noted that “though all may 

be gaining or declining in absolute capability, what will concern states principally are 

the effects of these absolute gains or losses on relative positions”. Economic nationalists 

are concerned about the distribution of gains, and countries that benefit more will 

threaten countries that benefit less. This makes long-term cooperation between countries 

more difficult (Powell, 1991). 

1.2.3.6 Identity 

 According to the argument of economic nationalism, some scholars place more 

emphasis on economic ideas while others place more emphasis on national identity. The 

former, such as Robert Gilpin and Ngaire Woods, emphasise a country’s survival in an 

anarchic and competitive international environment. As a result, it is necessary to 

strengthen the national advantage through economic activities to avoid falling behind 

other countries. This is a way of thinking about relative gains in international relations 

(Crane, 1998: 57). The latter, such as Rawi Abdelal, Takeshi Nakano and Eric Helleiner, 

insist that economic nationalism involves the factor of nationalism which is shaped by 

national identity and national community. Abdelal (2005: 21-22) argues that national 

identity is an important part of the nationalist view. Nationalism and national identity 

will affect cooperation and conflict in economic relations between countries. 
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 National identity is a specific collective identity: it is the identity shared by citizens 

and shaped by history and culture. Language, race and religion are all part of the national 

identity. Nationalism uses national symbols for specific political, economic, and cultural 

purposes (Verder, 1993; Joireman, 2003: 9-12). Moreover, Huntington (1997) pointed 

out that national identity is one of the foundations for establishing national interests. 

Without a national identity, countries become unable to define their national interests. 

According to Abdelal (2005: 25), “a national identity makes a society more willing to 

bear the economic costs of pursuing the long-term goals that compose its identity. 

Nationalism thus engenders sacrifices and lengthens the time horizons of a national 

community”. Abdelal adds the concept of society to nationalism. In economic 

nationalism, identity should not be neglected. Identity is a very important link between 

the state and society.  

 The interests of the state are different from the interests of the individual. The 

individual pursues benefits for himself or herself, not for the country. That is, the 

individual is selfish, so it is necessary for the state to act as a leader to transform the 

‘economy of the people’ into a ‘national economy’ in order to give national meaning to 

the national economy. The state represents the nation, not the individual (Abdelal, 2005: 

25). National identity defines the direction of economic policy and basic social goals. 

Economic nationalism is a series of policies resulting from national identity. Therefore, 

economic nationalism is an economic policy that follows the purpose and direction of 

the state (Abdelal, 2005: 27-28). Economic nationalism regards the realisation of 

nationalism as the purpose of economic policy. The key to an economic policy aimed 
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at realising nationalism is the creation of and strengthening of national identity, and 

letting the nation gain prosperity, civilisation, and power (Gellner & Breuilly, 1983: 24).  

 Economic nationalism uses economic means to unite the people on the basis of 

national identity to strengthen the power of the nation-state in the world order. Its 

emphasis on economic security requires the nationalisation of crucial industries. It may 

also limit foreign influences to protect and promote domestic labour and products, and 

mobilise nationalist sentiments to ensure the economic autonomy of the nation-state 

(Szakonyi, 2007). Greenfeld has pointed out that national identity is of great importance 

to economic development, “[a]s long as economic achievement, competitiveness and 

prosperity are defined as positive and important national values” (Greenfeld, 2001: 23). 

Nakano (2004) notes that national power is the combination of the political and 

economic power of the nation. The use of this power allows the state to accommodate 

civil society and strengthen its political power. After the country’s political power is 

strengthened, it can also create a national market and promote rapid industrialisation, so 

as to shape and strengthen national values and sentiments with economic achievements. 

Moreover, nationalism is thought to be used to achieve economic development. Possible 

ways include shaping economic systems with ethnic characteristics, social mobilisation 

to achieve rapid industrialisation, and consolidating the country’s legality in the process 

of economic openness. Nationalism can promote industrialisation because of the 

concept of equality that it emphasises, which is conducive to the social mobility required 

by industrial society. At the same time, economic practice and industrial achievements 

can help transcend existing sects and ethnic barriers, thereby cultivating nationalism and 

creating national identity. 
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1.3 Conclusion 

 The essence of economic nationalism is to ensure the state’s economic development 

and sovereignty. The key concept of economic nationalism is that national identity 

should determine economic outcomes. Its main goal is to protect national industries and 

national security from the influence of other countries. According to Tso (2011), the 

core questions of economic nationalism are: first, under what conditions will 

nationalism become an important factor affecting foreign economic policy? second, 

under what conditions will this factor lead to foreign protectionism and internal 

economic discrimination policies? third, under what conditions will this factor promote 

foreign free trade and internal economic equality policies?  

  Although economic liberalism and Marxism have been well understood in the field 

of IPE, the IPE based on nationalism has always been quite limited. Even if it still exists 

in general textbooks, it is usually very little known (Levi-Faur, 1997b: 155). Therefore, 

in the past few years, the analytical concept of economic nationalism has been given 

more attention. First, some scholars believe that the previous analysis of economic 

nationalism ignores the nationalist content of ideology. Second, economic nationalism 

is thought to be linked to a broad range of policies, including support for free market 

economic policies (Helleiner, 2002). Economic nationalism does not necessarily 

preclude economic openness and free trade. Early economic nationalist theories such as 

List and Hamilton did not exclude free trade. Their adoption of free trade and the 

international monetary system is seen as a tool for developing the national economy and 

strengthening the power of the state.  
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 Since the 1980s, with the rapid development of globalisation, economic nationalism 

has focused on inter-country economic interdependence and cooperation. However, the 

relative limits of global resources and the anarchy of the international community still 

exist, so countries may find that cooperation is accompanied by conflict. For example, 

while the vast majority of countries have joined the World Trade Organisation (WTO) 

and are committed to continuing to reduce tariffs and trade barriers, most countries still 

use tariff and non-tariff barriers to protect their own domestic markets. Some developed 

countries may also threaten other countries, to open markets through economic 

sanctions and economic embargoes (Dzeng, 2007).  

 Economic nationalism is also a challenge that multinational corporations may face 

when expanding foreign markets and seeking legitimacy (Zaheer, 1995; Hanon, 1996; 

Cantwell et al., 2010). Foreign investment companies pursue corporate interests rather 

than the national economic interests of the host country, and these interests are not 

always in the national interest of the host country (Kim, 2007). Foreign investors may 

have conflicts of interest or goals with their host countries, especially when there are 

different ideas about labour and industrial policy (Brouthers & Hennart, 2007). When 

foreign investors are considered by host countries to threaten national economic security, 

protectionism will rise; and when foreign investment is conducive to the economic 

development of the host country, liberal nationalism will emerge (Zhang & He, 2014). 

 When economic nationalism forms part of the national ideology, it will adjust the 

national interests according to the internal and external development of the country, and 

then formulate policies for participation in the global market. Economic nationalism and 
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globalisation are not mutually excluded, and nationalism can be linked to free market 

economic policies. This liberal economic nationalism takes a different view from 

traditional protectionism (Helleiner & Pickel, 2005). According to this, economic 

nationalism can explain the different reactions of the state at different times and in 

different situations to judge whether state’s action is in line with its national interests 

and to protect or liberalise economic activities. Therefore, economic nationalism is an 

important factor in explaining the liberalism and protectionism of a government’s 

response to economic activities (Helleiner, 2003; Peng et al., 2008; Zhang & He, 2014).  

 This chapter summarises six characteristics of economic nationalism, namely 

mercantilism, state capitalism, national interest, economy and security, zero-sum game, 

and national identity. These six elements will also become the tool for the latter chapters 

to analyse China’s overseas investment model, China’s German investment model, and 

Germany’s response to Chinese investment. The aim is to analyse whether Chinese 

investment and German responses have the characteristics of economic nationalism. 
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Chapter 2 Chinese Overseas Investment Model 

 As China’s economic and political influence increases, the Chinese market is 

becoming highly discussed. China’s overseas investment has been an important reason 

for the country’s rise. Chinese companies have begun investing overseas, not to 

maximise their interests, but to respond to the Chinese government’s national strategy. 

The Chinese government actively encourages enterprises to invest overseas and 

formulates a complete national development strategy to meet the country’s overall 

development needs and national interests. The Going Out strategy is an important 

strategic guideline used by the Chinese government to help Chinese enterprises, 

especially SOEs, invest overseas. This is an important strategy for China as it strives to 

further participate in internationalisation. Through its policies, the Chinese government 

encourages Chinese enterprises with comparative advantages in various industries to 

actively invest overseas.  

 This chapter focuses on China’s overseas investment. First, it discusses the impact 

of the Going Out policy on Chinese companies’ overseas investment and analyses the 

role of Chinese SOEs in the domestic market. SOEs have great influence in the Chinese 

economic system, and their affiliation with the government has been controversial. 

Chinese SOEs are considered to be tools of the Chinese government for controlling and 

intervening in the market. Second, under the Belt and Road Initiative (BRI), the pace of 

overseas investments of Chinese SOEs is accelerating. Chinese SOEs play a very 

important role in enlarging China’s overseas market. It is the important mean used by 

the Chinese government to carry out its grand strategy. This chapter therefore also 
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explores the relationship between Chinese SOEs and the government. Finally, it 

analyses China’s national interests and the political implications of the country’s Going 

Out policy and explores economic nationalism in China’s overseas investments.  

2.1 The Going Out Policy 

 In globalisation, economic competition between countries is actually a competition 

between enterprises, especially multinational enterprises. Chinese multinational 

enterprises’ competitiveness is far lower than that of Europe and the US because their 

development has begun much more recently. For this reason, the Chinese government 

has supported Chinese SOEs in investing abroad, and has wanted to help Chinese SOEs 

participate in the international market and enhance their competitiveness. Against this 

background, the Chinese government has selected competitive large-scale SOEs and 

encouraged and supported their overseas investment under the Going Out policy. 

Through overseas investment, China has acquired natural resources, technology and 

management capabilities, and made political gains. The Going Out policy ensures the 

continued growth of the Chinese economy and enhances China’s influence in the 

international market. 

 Since 2001, the scale of China’s OFDI has increased substantially. Since China 

joined the WTO in 2001, it has gradually expanded the scale of its opening up to the 

international market. The Going Out strategy was included in the policy ‘Outline of the 

10th Five-Year Plan for the National Economic and Social Development’ and the 

‘Outline of the 11th Five-Year Plan for the National Economic and Social Development’, 

issued in 2001 and 2005 respectively, which together indicated the establishment of a 
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clear direction for China’s economic development strategy. Since then, its OFDI has 

expanded rapidly, not only in terms of the amount of money and variety of industries 

involved, but also in terms of the number of countries reached (Lian, 2006; Cheng and 

Li, 2008; Guo et al, 2018). According to the UNCTAD (Figure 2) and the Chinese 

Ministry of Commerce, China’s annual outward FDI flow1 in the 1990s was only US$2 

billion, but in 2005 it quickly increased to more than US$10 billion. In 2012, this figure 

increased to US$87.8 billion. With strong financial resources, the main goal of the 

Going Out strategy is to promote the internationalisation of Chinese companies to 

enhance their international competitiveness (Guo, 2009). The Going Out policy has 

become China’s strategy to expand overseas markets, encouraging Chinese companies 

to invest overseas and bringing many new opportunities and challenges to China. China 

adopts policies to guide the overseas investment of Chinese companies, especially of 

SOEs, as a consequence of which the Chinese investment model is regarded as 

economic nationalism (Hickey & Guo, 2010: 151-153; Bolton & Samama & Stiglitz, 

2012: 215; Beretta & Iannini, 2014). 

 

                                                 
1 According the OECD (2019c), “Foreign Direct Investment (FDI) flows record the value of cross-border transactions 
related to direct investment during a given period of time, usually a quarter or a year. Financial flows consist of equity 
transactions, reinvestment of earnings, and intercompany debt transactions. Outward flows represent transactions that 
increase the investment that investors in the reporting economy have in enterprises in a foreign economy, such as through 
purchases of equity or reinvestment of earnings, less any transactions that decrease the investment that investors in the 
reporting economy have in enterprises in a foreign economy, such as sales of equity or borrowing by the resident investor 
from the foreign enterprise”. 
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Figure 2. Chinese Outward Foreign Direct Investment Flow (1998-2017) 

Source: United Nations Conference on Trade and Development (UNCTAD)  

 

 

2.1.1 The Going Out Policy before Xi’s Administration (2005-2012) 

 The Going Out policy is mainly to promote the internationalisation of Chinese 

enterprises with development potential, to acquire natural resource and enhance 

international competitiveness (Guo, 2009). In October 2004, the National Development 

and Reform Commission (NDRC) and the Export-Import Bank of China (EIBC) jointly 

issued a notice encouraging four key overseas investment projects: first, overseas 

natural resource development projects that can make up for the relative shortage of 

domestic natural resources; second, overseas infrastructure projects that can drive the 

export of domestic technology, products and equipment, and labour services; third, 

overseas R&D projects that can utilise international advanced technology, management 

experience and professional talents; and fourth, overseas companies’ M&As that can 

enhance the international competitiveness of Chinese enterprises and accelerate China’s 

participation in the international market (Chinese Ministry of Commerce, 2004; 
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Salidjanova, 2011). In 2005, the expansion of China’s overseas M&As led to rapid 

growth of the total amount of Chinese OFDI. This was mainly due to the government’s 

encouragement of Chinese enterprises to invest abroad under the Going Out policy, 

making such enterprises contribute a lot to China’s total OFDI (Lian, 2006). 

 OFDI, especially resource-seeking FDI has become one of the most crucial means 

through which China secures the supply of natural resources. Through OFDI, China has 

alleviated the insufficient supply of domestic natural resources that at some level was 

constraining its economic development. Since the economic reforms of 1978, economic 

development and industrial progress have increased the demand for natural resources, 

but limited oil, natural gas and mineral resources have meant that it has had to rely on 

external supply. Import is an important way of making up for China’s resource shortages, 

but there are often many uncertainties, such as geopolitical conflict risk and trade 

friction, in the supply of imported resources. Conversely, overseas investment can solve 

this problem well (Guo et al, 2018). As of 2011, the energy industry has been an 

important target for Chinese overseas investment, especially in the mining industry. 

This is clearly shown by cases in which large SOEs, such as China National Petroleum 

Corporation (CNPC), Sinopec Group, China National Offshore Oil Corporation 

(CNOOC), and China Baoan Group Corporation (CBGC), have acquired resources in 

other countries by acquiring companies (Kim, 2011).  

 Chinese SOEs investment in infrastructure is also an important part of the Going 

Out strategy. With overseas infrastructure investment, Chinese companies can upgrade 

their technology and equipment capabilities and strengthen economic relations with host 
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countries. Their investment has been mainly in ASEAN (Association of Southeast Asian 

Nations) countries (including Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, 

Philippines, Singapore, Thailand, and Vietnam). The ASEAN countries have been 

constrained by inadequate infrastructure construction, which has limited their economic 

development. China has assisted these countries in promoting infrastructure 

construction through construction contracts, including contracts for roads, bridges, 

railways, airports, ports, and urban transportation projects. The large Chinese SOEs 

including China National Chemical Engineering Group Corporation (CNCEC), China 

National Nuclear Corporation (CNNC), State Grid Corporation of China (SGCC) and 

China Communications Construction company are all major investors. 

 In addition, the scale of OFDI in the manufacturing industry has increased 

significantly. By investing in manufacturing, Chinese enterprises can acquire core 

innovations, improve R&D skills, and help the manufacturing industry to upgrade. 

Chinese investment in manufacturing has been mainly concentrated in developed 

countries which can be seen in several famous acquisition cases. In 2010, Chinese 

automaker Geely acquired Swedish automaker Volvo for US$1.8 billion. Japanese 

companies have also been the targets of manufacturing industry’s acquisitions. China, 

with its rich capital, has been actively involved in the acquisition of Japanese companies 

on the verge of bankruptcy or in any other kind of trouble. In 2009, Suning Appliance 

acquired Laox, a well-known Japanese consumer electronics chain. In 2010, Chinese 

automaker BYD acquired Ogihara, a Japanese automotive mold maker. In 2010, 

Chinese companies completed 44 acquisitions in Japan with a total value of US$437.7 

million (Kim, 2011). The Chinese government believes that the international expansion 
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of enterprises is an important factor in ensuring sustained economic growth (Zhang & 

Van den Bulcke, 1996; Child & Rodrigues, 2005; Shoham & Rosenboim, 2009; Luo & 

Xue & Han, 2010).  

 According to the Chinese Ministry of Commerce (figure 3), China’s OFDI regions 

from 2005 to 2012 have been Asia, Latin America, Europe, Africa, North America and 

Oceania, which account for direct investment outflows of 67%, 14.8%, 7.6%, 4.3%, 

3.4%, and 3.2% respectively. In terms of industry, China’s OFDI has mainly been 

concentrated in the mining, business services and manufacturing industries (most of 

which are investments in information transmission, computer services and software 

industry). According to Figure 4, the top five industries for China’s OFDI flows from 

2005 to 2012 were Leasing and Business Services, Mining, Banking, Wholesale and 

Retail Trade, and Manufacturing with a total investment of US$139.88 billion, 

US$67.14 billion, US$52.74 billion, US$52.72 billion, and US$ 29.69 billion, 

respectively. 
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Figure 3. China’s Outward FDI Flows by Country and Region, 2005-2012 

Source: Chinese Ministry of Commerce (MOFCOM) 

  
Figure 4. Distribution of China’s Outward FDI Flows by Industry, 2005-2012 

Source: Chinese Ministry of Commerce (MOFCOM) 
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 In Asia, during 2005 and 2012, Chinese OFDI mainly flowed to Hong Kong, 

Central Asia, and ASEAN countries (CGIT, 2019). With a competitive market, a low 

tax regime, and well-established trade environment, Hong Kong became the first 

overseas pilot zone for Chinese investment. Hong Kong companies have extensive 

experience of international markets and could provide assistance and services for 

Chinese companies investing abroad. Leasing and business services, banking, wholesale 

and retail and mining were the four major industries in which Chinese companies 

invested in Hong Kong (Wong, 2017). Central Asia was also attractive for many 

Chinese investors. Kazakh, Turkmenistan and Uzbekistan in Central Asia are rich in oil 

and natural gas reserves. China was therefore actively engaged in energy cooperation 

with Central Asian countries, mainly through M&As and oil and gas pipelines 

construction (Marketos, 2008).  

 Chinese investment in ASEAN industry was mainly in the production and supply 

of electricity, gas, and water, wholesale and retail and manufacturing. Its main purpose 

was to search for natural resources, such as the oil and mines in Indonesia, Malaysia, 

and Vietnam. Other purposes included infrastructure construction projects, and cheap 

labour. ASEAN countries had China’s largest overseas infrastructure investment. 

China’s water conservancy, electric power, and railway building projects not only have 

technical advantages, but also far lower prices than European and American countries. 

Consequently, China’s large-scale infrastructure is highly competitive in ASEAN 

countries. For example, in 2003, China National Chemical Engineering Cooperation 

(CNCEC) invested US$100 million to build Indonesia’s Palembang Power Station 

(Xinhua, 2005). The cooperation between Chinese SOEs and infrastructure projects in 
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ASEAN countries is also in line with national interests. On the one hand, they promote 

closer diplomatic relations between China and ASEAN countries. On the other hand, 

through large-scale infrastructure construction projects, Chinese construction industry 

exports can be promoted. ASEAN countries also have low-cost labour. The Chinese 

government has guided domestic enterprises to transfer their primary processing 

industries to the Southeast Asian countries, which will enable China to develop and 

upgrade its domestic industries, enabling it to manufacture more competitive products 

(Ganesan, 2018).  

 Chinese investment in Latin America was mainly distributed through Brazil, Peru, 

Argentina, and Venezuela. Latin America is rich in minerals, such as iron ore in Brazil, 

oil in Argentina and Venezuela, and copper in Chile, which are all important incentives 

for investment. Chinese SOEs’ investment in the Latin American energy industry was 

mainly due to consideration of national strategies; its main objective was to ensure 

energy security (Pérez Ludeña, 2017). In addition, a large amount of Chinese OFDI 

flowed into the Cayman Islands and the British Virgin Islands, mainly because these 

two regions are tax havens. Many Chinese companies set up a company here and then 

transferred funds to other regions for investment (Bernal, 2016).  

 Russia was a major country that attracted Chinese investment. Chinese Ministry of 

Commerce data sees Russia as part of Europe, and investment in Russia accounted for 

about one-third of that in Europe between 2005 and 2012. In addition to its geographical 

advantages and stable political relations, Russia has abundant natural resources. China 

has mainly invested in Russia’s energy, minerals, and forestry sectors, and due to 
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increasing demand for natural resources, Russia became a popular destination for 

investors. For example, in 2009, China agreed to provide a $25 billion loan to Russian 

oil companies in exchange for the oil supply from the East Siberian oil field for the next 

20 years (Hung, 2012). China’s investment in Europe has mainly been in the 

manufacturing and financial sectors. The main investment destinations of the 

manufacturing industry have been Germany, the United Kingdom, Italy, Romania, the 

Netherlands, Poland, Hungary, France, and the Czech Republic; financial industry has 

been mainly distributed between the United Kingdom, France, Germany, Italy, and 

Luxembourg. China’s acquisition of European companies captures key technologies 

and transfers technology to Chinese companies, which expands their marketing network 

in developed countries, and through which they also hope to enhance their international 

reputations (Marsh, 2011). 

 In Africa, Chinese companies have invested mainly in South Africa, Sudan, Zambia, 

Nigeria, and Algeria. Due to its vast market and abundant mineral resources, Chinese 

companies have actively participated in the African market. Because of China’s urgent 

demand for energy and minerals, it has mainly invested in oil, natural gas and mineral 

resources. China has provided a large amount of funds to develop infrastructure in 

Africa in exchange for a stable supply of natural resources. In this way, African 

countries have obtained basic infrastructure, and China has acquired a stable supply of 

resources (Moyo, 2012).  

 China’s investment in the US has been mainly in the wholesale and retail and 

manufacturing industries and more focused on scientific research, technical services, 
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computer services and software than its investment in other countries. Thus, it can be 

seen that China has hoped to obtain advanced technology from the US through foreign 

direct investment (MOFCOM, 2012).  

 The purpose of China’s OFDI during 2005 and 2012 was mainly to seek resources 

(especially natural resources), to expand markets, and to obtain advanced technology 

transfer, enterprises management systems, and internationally recognised commercial 

brands (Diego & Claver & Rienda, 2014). The Going Out policy is the Chinese 

government’s strategy to safeguard its national interests. Chinese SOEs investing in the 

energy industry, infrastructure and manufacturing are important ways for the country to 

gain economic and national security. 

2.1.2 The Going Out Policy during Xi’s Administration (2012-present) 

 Chinese President Xi Jinping proposed the BRI in 2013. The BRI is an extension 

of the Going Out strategy, with the main aim of creating more opportunities for Chinese 

companies spreading globally. Since 2013, the Going Out policy and BRI strategies 

have been merged and gradually expanded to the world (Rolland, 2017; Cabestan, 2019). 

Compared with the Going Out policy, the BRI places more emphasis on regional 

integration and multilateral government cooperation (Cabestan, 2019). It consists of the 

‘Silk Road Economic Belt’ in Central Asia and the ‘Maritime Silk Road’ that covers the 

Indian Ocean and extends to the Middle East. Xi has pointed out that the twin essences 

of BRI are communication and connectivity (Xinhua, 2015). China believes that it is 

important to ensure effective communications among the countries covered by the BRI, 

and that it is important to keep free trade between China and the countries along the 
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route, such as Southeast Asia, West Asia and South Asia (Hou, 2015). The improvement 

of cross-border transportation infrastructure is not only conducive to reducing logistical 

costs and growing the national economy, but also to facilitating the exchange of 

corporate personnel and helping Chinese enterprises spread globally. So far, the biggest 

threat to the spread of Chinese enterprises is political risk in the countries where these 

companies hope to invest. With the increasing prevalence of international trade 

protectionism and fear associated with the rise of China, some governments, such as 

those of the US, Australia, Canada, the United Kingdom, and Germany, are reviewing 

Chinese investment and creating many obstacles to its investment overseas (Hou, 2015). 

According to Chinese official rhetoric, BRI hopes to reduce these difficulties. 

 China also hopes to reduce uneven domestic development with BRI projects. So far, 

economic growth has mainly taken place in the eastern coastal areas, causing serious 

regional wealth gaps. To solve this problem, many BRI projects are located in southern 

and southwestern border areas such as Chongqing, Xinjiang, Guangxi, and Fujian. 

China has also shifted more development to Western China. Western China has 

historically been an important gateway connecting China to Central Asia, South Asia 

and West Asia, and has functioned as a land hub for commercial trade and cultural 

exchanges. For this reason, if Western China can be developed after being overlooked 

for a long time, it will again function to strengthen China’s connections with countries 

in Central Asia, South Asia, and West Asia and achieve greater economic integration 

(China Policy, 2017). Chinese enterprises in Western China have also stepped up their 

efforts to echo the BRI. Investing in countries along the BRI has enhanced their 

competitiveness and further developed overseas markets. Between 2010 and 2015, the 
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amount of OFDI by Sichuan increased by about 72%, while the number for Chongqing 

increased by more than 300%. Chongqing’s overseas investments were mainly 

concentrated in Hong Kong, Pakistan and Malaysia (HK TDC, 2016). 

 As of April 2019, China has signed 173 BRI cooperation agreements with 125 

countries and 29 international organisations (Xinhua, 2019). According to Hillman 

(2018), the estimated total investment of the BRI is between US$1 trillion and US$8 

trillion. In 2017, China invested in nearly 3,000 overseas companies in 57 countries 

along the BRI, involving 17 industries. This amounts to US$20.17 billion, which 

accounted for 12.7% of Chinese OFDI in 2017, mainly concentrated in Singapore, 

Kazakhstan, Malaysia, Indonesia, Russia, Laos, Thailand, Vietnam, Cambodia, 

Pakistan, and United Arab Emirates. In the same year, Chinese companies made 76 

M&As among countries along the BRI, amounting to US$16.28 billion and accounting 

for 13.6% of total Chinese M&As in 2017. Among them, Indonesia, the United Arab 

Emirates, Singapore, India, Israel, Russia and other countries attracted more than $1 

billion in Chinese M&A investment (Chinese Ministry of Commerce, 2017). According 

to the official data, the China National Petroleum Corp (CNPC) and China Huaxin 

invested US$2.8 billion to jointly acquire 12% of shares in Abu Dhabi Oil Company of 

the United Arab Emirates as the largest Chinese M&A project in 2017. Also, Chinese 

enterprises signed 7,217 contracted projects in 61 countries along the BRI, with a total 

contract value of US$144.32 billion (MOFCOM, 2018).  

 According to Initium (2018), the BRI investment projects mainly focus on three 

areas - energy, ports and railways. Firstly, countries along the BRI have 58.8% of the 
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world’s oil, 79.9% of the world’s natural gas and 54% of the world’s coal. To develop 

its manufacturing industries, China has a high demand for energy imports. BRI’s 

priority is to obtain energy more safely and stably. By developing new energy 

transportation channels in cooperation with the countries along the BRI, China increases 

its security of energy resources. Secondly, under the BRI, Chinese companies have 

participated in the construction of 42 ports in 34 countries including Greece, Sri Lanka, 

Pakistan, India, and signed 38 bilateral and regional maritime agreements involving 47 

countries along the BRI. China is a country that is highly dependent on maritime trade. 

With the development of its economy and global trade, its demand for maritime trade 

and energy channel security is gradually increasing. Participating in overseas port 

projects is a new way for China to establish a maritime trade channel, which can ensure 

China’s national security and economic security. Cooperation on port is gradually 

becoming an important way to enhance its economic relationship with other countries 

and secure energy security.  

 Thirdly, among all the transportation systems it has been promoting, the BRI pays 

most attention to China High Speed Rail, of which Beijing has high expectations. BRI 

railway projects are most frequently seen in Pakistan, Malaysia, Sri Lanka and 

Myanmar, as well as in Africa. According to China Daily (2019), China hopes to build 

an inter-regional and intercontinental railway network through the BRI, establishing an 

international railway operation mechanism with multinational cooperation, mainly to 

build a railway system that connects the Eurasian continent. The China-Laos Railway, 

China-Thailand Railway, Hungary-Serbia Railway, and Jakarta-Bandung High-Speed 

Railway are all regarded as key BRI cooperation projects. Railway companies in China, 
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Belarus, Germany, Kazakhstan, Mongolia, Poland and Russia have also signed 

agreements to strengthen cooperation in railway services between China and Europe.  

 As for Chinese OFDI, according to Figure 5, China’s OFDI destinations between 

2013 and 2017 are ranked in Asia, Latin America, Europe, North America, Oceania and 

Africa, accounting for direct investment outflows of 69.6%, 11%, 7.3%, 7%, 3%, and 

2% respectively. In terms of industry (Figure 6), from 2013 to 2017, the top five 

industries for China’s overseas investment flows from 2013 to 2017 were Leasing and 

Business Service, Wholesale and Retail, Manufacturing, Banking, and Mining, with a 

total investment of USD 220.19 billion, USD 99.36 billion, USD 95.32 billion, USD 

89.97 billion, and USD 50.83 billion respectively. Compared with the period between 

2005 and 2012, China has increased its overseas investment in the areas of Asia and 

North America and the industries of Wholesale and Retail and Manufacturing after 2013. 

Investment has gradually shifted from acquiring natural resources to acquiring advanced 

technology, so the amount of investment in developed countries, especially in the US, 

has gradually increased (CGIT, 2019). Compared with SOEs, Chinese private 

enterprises are more active in investing in the US and account for 80% of Chinese 

investment in US high-tech industry. Most of this is concentrated in information 

technology (IT) equipment, software and IT services and the automotive sector. The 

driving force for Chinese companies to enter the US high-tech industry is mainly to 

acquire technology, brands and sales channels (Reisen, 2016). 
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Figure 5. China’s Outward FDI Flows by Country and Region, 2013-2017 

Source: Chinese Ministry of Commerce (MOFCOM) 

 

Figure 6. Distribution of China’s Outward FDI Flows by Industry, 2013-2017 

Source: Chinese Ministry of Commerce (MOFCOM) 
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2.2 Chinese Overseas Investment and State-owned Enterprises (SOEs) 

 Overseas investment is necessary for a company to expand its overseas markets and 

increase its size. However, China’s Going Out strategy is basically different from the 

overseas expansion of enterprises in the capital market. The main reason is that Chinese 

multinational companies have a large proportion of SOEs, which have personnel and 

organisations with state capital and state arrangements. Even in private companies, the 

Chinese government has considerable influence. In this section, the relationship 

between the Chinese government and SOEs will be analysed, which clarifies SOEs’ role 

in the Going Out policy and the Chinese government’s role in the market.  

2.2.1 The Relationship between the Chinese Government and State-owned 

Enterprises (SOEs) 

 Chinese SOEs are the pillar of the national economy and the main source of public 

revenue (Cheng, 2012). Before the 1980s, Chinese SOEs were wholly owned by the 

government. Beginning in the 1990s, the Chinese government began reforming SOEs, 

encouraging autonomy and reducing government intervention. After China began to 

implement a market economy in 1978, Chinese SOEs faced intense market competition 

under the pressure of domestic private enterprises and foreign investment in China. In 

addition, SOEs have faced more competition from foreign companies since China 

joined the WTO in 2001. These challenges increased the pressure on the Chinese 

government to reform SOEs (Ralston, 2006). The Chinese government’s reform of 

SOEs transformed public ownership into mixed ownership (where ownership is a 

mixture of public and private), but this reform only promoted the reform of small and 
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medium-sized, not large SOEs. Most large SOEs are still fully owned by the Chinese 

government.  

 So far, although private enterprises make up a relatively higher proportion of many 

industries, they still cannot compete fairly with SOEs, which are the beneficiaries of 

many preferential government policies or subsidies. Therefore, many industries are still 

in public ownership and basically monopolised by SOEs, including petroleum and 

petrochemical, telecommunications, the power grid, tobacco, and railway sectors. 

Although the government gives private enterprises market access to many industries, in 

fact they cannot change the control of state-owned capital, for example in the aviation, 

highways, urban public utilities (such as water and electronic supply), education, and 

medical industries (Chang, 2017: 86-147). Huang (2016) noted that the Chinese 

government’s reform of SOEs aimed to reduce the number of SOEs that have 

operational difficulties and complex management, which will make it easier for the state 

to control big and important SOEs. This demonstrates the government’s control over 

important sectors of the economy, which maintains its political stability. This is China’s 

state capitalism, which China uses to build stronger state power. The reform of SOEs 

has not reduced the power of the state but has made China use the power of the state 

more smartly. 

 Compared with privately owned enterprises and foreign-invested enterprises, 

Chinese SOEs must comply with the Chinese government’s policies and plans. SOEs 

are supported by state policy and are more likely to receive government subsidies and 

funds for their business, including overseas investment (Zhang, 2008; Ferri & Liu, 2010; 
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Chung & Mascitelli, 2015). The Lishu relationship means that Chinese companies are 

affected by the state (Tan & Li & Xia, 2007; Du, 2015). Lishu is translated as belonging, 

which is a characteristic of the Chinese market that makes it different from other free 

markets. That is to say, the relationship between the Chinese government and SOEs is 

one of owning and being owned. The government (at different levels) exercises control 

over SOEs through these relationships. The Chinese government can influence the 

organisation of SOEs, the appointment of people, business plans and decision-making 

(Hornby & Massoud, 2017; Weinland, 2017).  

 More complicated is that in China, it is difficult to accurately distinguish between 

private and state-owned companies. The Chinese state is dominant in the economy, the 

legal system is under-developed, and the ownership type of many companies is not clear 

(Tan & Li & Xia, 2007; Milhaupt & Zheng, 2014; Du, 2015). The property rights of 

Chinese enterprises are still ambiguous. Many companies are no longer referred to as 

SOEs, or private companies, but are known by the name of non-SOEs.2 Although the 

number of SOEs has fallen, this does not mean that enterprises that have left the state-

owned sector have become private enterprises. The distinction between state-owned and 

private has become increasingly blurred, and it is still not clear whether companies that 

claim to be private companies are actually independent private companies in their 

operations (Hung & Kuan, 2009: 143). Many private companies in China have close 

                                                 
2 At present, Chinese scholars still have different views on the concept of private enterprises. They are 
usually distinguished by broad and narrow concepts. First, the broad concept of private enterprises 
refers to all enterprises except state-owned enterprises. Second, the narrow concept of private 
enterprise refers to all enterprises except SOEs and foreign-invested enterprises (Tsai, 2006). This 
thesis adopts the narrow concept of private enterprise. Enterprises in the Chinese market are divided 
into three types: Chinese SOEs, Chinese private enterprises and foreign-invested enterprises. 
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ties with the government. According to Handson (2014: 188), in addition to granting 

substantial financial support to SOEs, the Chinese government also subsidises large-

scale, fast-growing private companies. Government subsidies are an important part of 

these Chinese private companies’ profit. In the first half of 2014, a total of 2,235 Chinese 

companies and more than 88% of listed companies received government subsidies, 

amounting in total to 32.263 billion RMB (about US$ 4.57 billion). These companies 

were concentrated in the manufacturing, financial, and real estate industries (STPI, 

2014).  

 China’s current economic system is state capitalism of which the main goal is to 

support and develop state-owned national champion firms (Szamosszegi & Kyle, 2011; 

Huang, 2016). The 2008 financial crisis marked the acceleration of Chinese state 

capitalism, as evidenced by the introduction of the State-owned Assets Supervision and 

Administration Commission (SASAC). The SASAC is a special Chinese commission. 

Its main duty is to manage the large, central-level SOEs and to create profitable national 

champion firms (Huang, 2016). With SASAC, the China government has stronger 

powers to guide SOEs’ overseas investment. On the basis of a state-led economy, the 

Chinese government controls SOEs, which are crucial to national development. It 

controls most shares in SOEs, controls the decisions of experienced personnel, and 

provides funding (Dustin et al, 2014). The main purpose of large SOEs in China is not 

only to make a profit but to fulfill the national goal. They are used by the government 

to acquire technology from foreign companies, to obtain sources of raw materials from 

outside China, and to seek other goals, including achieving diplomatic goals and 

technology transfer (Haley & Haley, 2013: 4-5).  
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 Chinese policies such as the BRI enables the government to continue to subsidise 

investment projects implemented by Chinese SOEs. The huge demand for infrastructure 

construction along the BRI countries gives Chinese SOEs more investment 

opportunities in high-speed railways, hydropower dams and pipeline construction. The 

BRI is another stimulus program designed to allow Chinese SOEs and China’s national 

economy to continue to grow (The Economist Intelligence Unit, 2017). The Going Out 

strategy has enabled major SOEs to expand China’s goods and services market, acquire 

raw materials and advanced technologies, and enhance the reputation of Chinese 

products. The Going Out policy is aimed at cultivating national champions, and these 

large SOEs are the only companies in China that have large-scale technology, 

government resources and policy support. The Chinese government’s cultivation of 

national champions and access to overseas resources is economic nationalism, with the 

goal of increasing national interests such as energy security, geopolitics and 

competitiveness. Therefore, overseas investment by Chinese SOEs clearly promotes the 

national interests of the government. As far as Chinese state capitalism is concerned, 

the market is guided by government policies (Szamosszegi & Kyle, 2011). 

2.2.2 Overseas Investments of Chinese State-owned Enterprises (SOEs) 

 China has become the world’s second-largest economy and has grown rapidly in 

economic, political, military and technological fields. Because of its stable and large 

population (1.3 billion), and its rapidly growing economic and military spending, it 

plays an important role in international affairs. As one of the countries developing 

fastest economically, it has a significant influence on the world economy, and the 
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world’s dependence on China’s economy is gradually increasing (The World Bank, 

2018). This has increased China’s demand for energy and new markets. China’s Going 

Out strategy is a response to this demand. The Chinese government provides the legal 

and administrative means and also financial and diplomatic support for SOEs to enter 

the international market (Cheeseman et al, 2013; Fisch, 2017: 3-4). China joined the 

WTO in 2001, which consolidated and formalised its Going Out strategy. Its overseas 

embassies were instructed to provide commercial services to help Chinese companies 

adapt to unfamiliar foreign investment and legal environments and help them enter local 

markets (Diplomatic Courier, 2012).  

 The implementation of the Going Out policy has made China no longer just a 

recipient of foreign investment, and its outward foreign direct investment has taken a 

big leap. In the initial stage of the Going Out strategy, a large number of SOEs quickly 

became the main body of Chinese overseas investment because of their large scale, high 

market share, financial strength and high-risk tolerance. Most of these companies were 

from the energy and minerals industries which were considered to be representative of 

the Going Out of Chinese enterprises (OECD Development Centre, 2009; CRNTT, 

2016). The investment of BRI projects in infrastructure construction has improved the 

logistics of countries along the BRI, and intergovernmental cooperation has reduced the 

political risks of Chinese companies’ overseas investment. These factors have led to a 

significant increase in Chinese companies’ overseas investment, most of which are 

M&As. Chinese state-owned and private enterprises substantially increased their 

acquisitions between 2014 and 2015. Under the BRI, China’s SOEs have tended to 

invest in infrastructure sectors, such as in roads, bridges, railways and energy projects, 
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while private enterprises prefer to invest in non-infrastructure industries, such as in 

manufacturing, retail, real estate, and banking sectors. Under Chinese state capitalism, 

Chinese enterprises tend to follow the government’s requirements to achieve various 

national goals. Since the Chinese government plays an important role in the national 

economy, the corporate sector is usually willing to follow its call to achieve some of the 

goals of economic development (Du & Zhang, 2018). 

 Since 2005, China’s OFDI has grown rapidly, but has mostly been dominated by 

the state sector, which favour resource-rich developing countries. This situation has 

changed in recent years. First, private enterprises are increasingly participating in 

overseas investment activities and the share of overseas investment by Chinese SOEs is 

declining. Because domestic economic growth is slowing, it has become an inevitable 

strategic choice for Chinese private enterprises to invest abroad. By the end of 2017, 

among the US$1606.25 billion Chinese outward FDI stock3, SOEs had taken 49.1%, 

which is down by 5.2% compared with the previous year, and that of private enterprises 

had reached 50.9% (Chinese Ministry of Commerce, 2017). Figure 7 shows that the 

main body of China’s overseas M&As has gradually shifted from SOEs to private 

enterprises. After the 2008 financial crisis, as the world economy continued to slump, 

the economic downturn suppressed global energy and mineral demand, and exacerbated 

the imbalance between supply and demand in the raw materials market. This had a huge 

impact on Chinese SOEs. In comparison, China’s private enterprises, due to their large 

number, wide industry distribution and flexible operating system, have shown greater 

                                                 
3 According the OECD (2019d), “Foreign Direct Investment (FDI) stocks measure the total level of direct investment at 
a given point in time, usually the end of a quarter or of a year”. 
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flexibility than large SOEs in the process of coping with the financial crisis. With the 

diversification of the investment fields of private enterprises, host countries are less 

likely to conduct a security review. Even if there is a review, it is less rigorous than for 

SOEs, which greatly increases the chances that the investment, or M&A transactions of 

Chinese private enterprises will succeed (CRNTT, 2016). Dustin et al (2014) argue that 

if the Chinese acquiring company is a government-owned company rather than a private 

company, the security sensitivity of the host country is magnified.  

 
Figure 7. Proportions of State-owned Enterprises and  

Non-State Enterprises in China’s OFDI Stock, 2006-2017 

Source: Chinese Ministry of Commerce (MOFCOM) 

 

 Moreover, from the perspective of the industry distribution of M&A transactions, 

although mergers of energy and resources industries still take place on a large scale, 

they have begun to decline relative to the proportion of technology services and 

consumer goods industries, which is accelerating. This shows that industry distribution 
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is increasingly diversified and also reflects the change in the main purpose of Chinese 

companies’ overseas M&As. In the past, overseas M&As were largely for the purpose 

of resource-seeking, but these have gradually given way to those of companies which 

value advanced technology and management experience, talents, brands and services 

(CRNTT, 2016; Wen, 2018). Second, the number of countries accepting China’s OFDI 

is also increasing, reflecting the diversity of Chinese companies’ decision-making 

motives for investing overseas. As more Chinese private enterprises enter the overseas 

market, Chinese OFDI has shifted from developing countries to developed countries 

(Economist Intelligence Unit, 2013). In recent years, it has maintained an absolute high 

in developed market economies such as Europe and the US. The proportion of 

investment in Asia has increased, while in Africa, South America and Oceania it has 

declined in relative terms.  

 There are two main reasons for this change: first, with the transformation of the 

main objectives of Chinese enterprises’ overseas M&As, they have turned to investing 

heavily in enterprises with high-tech and advanced management experience, well-

known brands, mature markets and service systems, which are concentrated in Europe 

and America. Second, with the implementation of national strategies such as the BRI 

and the Asian Infrastructure Investment Bank (AIIB)4, China’s foreign investment 

                                                 
4  In 2013, at the Asia-Pacific Economic Cooperation (APEC) Summit, Xi Jinping proposed the 
establishment of AIIB to fund the infrastructure construction of developing countries. In 2014, 21 
Asian countries including China, India, and Singapore signed the Memorandum of Understanding on 
Establishing AIIB in Beijing. The initial total capital is US$100 billion and China’s US$50 billion 
investment made it the biggest shareholder (AIIB, 2015; Weiss, 2017). The AIIB is considered to be 
the financing mechanism of the BRI. For example, in 2019, the AIIB funded investment projects such 
as telecommunications infrastructure in Cambodia, roads project in Laos, and renewable energy 
projects in India, Turkey, and Nepal (AIIB, 2019). 
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mainly flows to Asian countries along the BRI (CRNTT, 2016; Liu, 2017; Chinese 

Ministry of Commerce, 2017). 

 It must be noted that even though the number of Chinese SOEs in the market has 

gradually decreased in recent years, they are still dominant in industries that are 

important to the country, including petroleum, chemicals, machinery, electronics, 

railways, aviation industries, and are therefore still the Chinese government’s mainstay, 

enabling it to dominate the market. Chinese SOEs also occupy an important position in 

the international market. Fortune Magazine included a total of 30 Chinese enterprises 

on its list of the top 500 global enterprises in 2007, of which 22 were SOEs (Chan, 2009). 

In 2017 a total of 115 Chinese enterprises were on its list of the top 500 global 

enterprises, of which 48 were SOEs (China Daily, 2017). At the same time, with the 

development of private companies, the Chinese government is aware of their 

importance to the Chinese economy and has begun to encourage and support their 

development. Over the years, the Chinese government’s preferential policy for SOEs 

has squeezed the living space of private enterprises and it is now trying to solve this 

problem. As the private economy accounts for more than half of China’s total economic 

output, shrinking private companies jeopardise the Chinese economy. In November 

2018, Xi said that the government would continue to support the development of 

Chinese private enterprises. Including Beijing and Shenzhen, many local governments 

have set up special funds, tax incentives, bank loans, and other financing support 

measures to promote the development of private enterprises (Deng, 2018). Handson 

(2014: 188) notes that with such a mechanism, the government controls important 

strategic industries, and has also become an important source of funding for private 
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companies, by holding shares in them. China supports state-owned and private 

companies based on national goals. While supported by the government, both public 

and private companies are strictly regulated. This mechanism is new mercantilism 

which is a way for the Chinese government to seek national interests in the market with 

policy interventions. 

 So far, the role of the Chinese government in SOEs has caused other countries to 

worry that China may gain more power and influence in other countries through 

overseas investment. SOEs may be terrible international competitors, especially when 

they accept subsidies from the Chinese government, and their investments may also 

come from the instructions of the Chinese government. Chinese SOEs have been 

supported in the long term by many preferential policies such as financial subsidies and 

low-interest loans from the Chinese government, which means that they enjoy 

competitive advantages over foreign companies and also violates the principle of fair 

competition. This situation may make China gain more in trade relations with other 

countries (Lunding, 2006). In addition, Chinese financial institutions and several state-

owned commercial banks have provided a large amount of financial support for Chinese 

SOEs and private enterprises under the guidance of the Going Out policy (CRNTT, 

2016). It is considered that the Chinese government strategically regards enterprises as 

tools for pursuing and enhancing national interests. The Going Out strategy and China’s 

OFDI cannot be regarded as merely the spontaneous participation of Chinese companies 

in the market. The interconnection between the two is a certain degree of national will. 

This is the new mercantilism of the state - which realises national interests through 

enterprises. Through cross-border investment, the Chinese government has achieved its 
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national goals, increased its national strength, and consolidated China’s economic 

influence (Cheng & Lin, 2006; Wolf Jr, et al. 2011; Soong, 2018: 79). 

 The Chinese government uses its control over Chinese companies to lead these 

companies to invest overseas in accordance with state directives, and is the biggest 

winner when they do. The BRI advocates investment cooperation with other countries, 

which seems to be an open market approach. But in fact, the Chinese government has 

considerable control over the market, and many cooperation projects have been 

questioned and criticised by other countries. For example, in July 2018, Malaysia 

cancelled three pipeline projects supported by China (worth US$23 billion) and accused 

them of being unfair. Prime Minister of Malaysia Mahathir Mohamad believed that the 

BRI investment in infrastructure construction in Malaysia strategically benefitted China, 

while Malaysia may incur a lot of debt (Financial Times, 2018).  

 The other case is the China Pakistan Economic Corridor (CPEC). The CPEC has 

always been regarded as the flagship project of BRI and has received support from 

Chinese and Pakistani leaders. But in the past five years, the project has generated a lot 

of criticism and concerns in Pakistan, including accusations that it is a debt trap and 

increases trade deficit. According to the plan, the CPEC will build a 3,200-kilometer 

trade and energy transport route, connecting Gwadar Harbour in Pakistan, and Xinjiang 

Uygur Autonomous Region in China. This route will allow traffic from China’s western 

region to travel directly to the Arabian Sea and transport Chinese manufacturers to 

South Asia. The markets of countries in Western Asia and Central Asia will be linked 

by the CPEC. However, Pakistani construction companies found themselves unable to 
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compete with Chinese contractors because Chinese contractors enjoyed specific tax 

exemptions that local companies did not have. In addition, Pakistan leased Gwadar Port 

to China, igniting strong opposition and causing local independence movements led by 

the Balochistan Liberation Army (BLA). Furthermore, the details of Pakistan’s 

acceptance of Chinese loans and repayment obligations were opaque, causing concerns 

about Pakistan being forced into a debt trap (Initium, 2018). These situations mean the 

BRI could be understood as a non-positive sum game, in which many of the benefits 

gained by China are based on other countries losses.  

2.3 Political Implication of the Going Out Policy 

 The Chinese government has encouraged domestic companies to participate in the 

international market by implementing the Going Out policy, hoping to increase the 

competitiveness and international influence of Chinese companies and to build China’s 

national champion firms. It also achieves its national goals and interests by acquiring 

foreign resources, technology, and talents through overseas investment of Chinese 

enterprise. The previous section explored the relationship between the Chinese 

government and SOEs in the Going Out policy; the relationship seems to be one in 

which Chinese capitalism is state capitalism and the Going Out policy is a kind of new 

mercantilism. This section analyses how the Chinese government achieves its greater 

national goal of national security by creating more chances for Chinese companies to 

spread globally. 

 Xi pointed out in 2014 that security is a comprehensive concept involving domestic 

and international areas, traditional and non-traditional threats, domestic and overseas 
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interests. He also proposed that China values 11 kinds of security, creating a national 

security system composed of the spheres of politics, territory, military, economy, culture, 

society, science and technology, information, ecology, nuclear, and natural resources. 

He mentioned that economics and the military are very important (Xinhua, 2014). 

Observing the BRI, it can be seen that China values economy and security, and that 

energy security is a special priority. For example, China has been worried about the 

Malacca dilemma. More than half of its oil imports come from the Middle East, Africa 

and Southeast Asia, and about 80% of imported crude oil is transported by sea through 

the Straits of Malacca. If any other country tries to control this area, it will undermine 

China’s access to energy resources (Rolland, 2017; Jia, 2018).  

 Moreover, the US proposed the Rebalance in Asia strategy in 2011, which is seen 

as a response and defence against China’s rise, ensuring the hegemonic order of the US 

in the Asia-Pacific region (Shao, 2016; Chan, 2017). Through Rebalance in Asia, the 

US actively intervened in the affairs of the South China Sea, which led China to worry 

that the US may impose a naval blockade on the South China Sea and the Malacca Strait. 

This made China actively deploy alternative routes for energy transportation and is 

considered to be one important reason why China proposed the BRI (Lee, 2016). Energy 

cooperation is clearly defined as an important part of the BRI, including the 

interconnection of national energy infrastructure and the security of transportation 

channels such as oil and gas pipelines. The BRI improves China’s status in Eurasia to 

counter the Rebalance in Asia strategy of the US. China tends to take advantage of its 

growing economic power to advance its diplomatic and strategic goals (Wang, 2014).  
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 The intensive and complex regional and economic links created by the BRI will 

help alleviate any conflicts between China and its neighbours. Helping its neighbouring 

dictatorships such as Iran, Turkey, and Iraq to achieve economic growth will curb civil 

unrest, strengthen control over power, stabilise China’s peripheral regions and diminish 

one of its most important security issues (Rolland, 2017). China uses economic 

diplomacy to influence the decisions of other countries, especially decisions related to 

its political and security interests. Economic diplomacy involves the use of various 

economic means of the state to achieve its national or political objectives; economic 

means include foreign aids and economic sanctions. Foreign aids may be presented in 

the form of grants, interest-free loans, concessional loans, and infrastructure financing 

and investing. Economic sanctions can be presented by implementing trade barriers like 

tariffs, restrictions on financial transactions, and embargoes. And such economic 

exchanges between states are realised through multinational corporations, which is a 

main feature of economic activities under globalisation (Bergeijk & Moons, 2013; Sun 

& Zoubir, 2015).  

For example, Philippine President Rodrigo Duterte suspended the South China Sea 

dispute during his visit to Beijing in 2016 and brought back US$24 billion of aid from 

China. It is foreseeable that China will use economic activities in the BRI to achieve its 

foreign policy goals (Glaser, 2012; YaĞCi, 2018). As more countries benefit from 

Beijing’s generosity, they will gradually realise that common development is more 

urgent and important than challenging or questioning China. As the economy moves 

closer to China, the BRI countries (which may eventually include the whole of Eurasia) 

will find it increasingly difficult to challenge China on political issues (Rolland, 2017).  
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 The BRI promotes connecting the countries along the BRI into a region that is 

centred on China (Juan, 2017). The Silk Road Economic Belt connects China with 

Russia, Europe, Central Asia, West Asia, Southeast Asia, South Asia, and Africa. The 

Maritime Silk Road starts from the South China Sea to the Indian Ocean and extends to 

Europe and from the South China Sea to the South Pacific (Xinhua, 2015). Although 

China has repeatedly promised that it does not intend to pursue geopolitical goals, the 

BRI is undoubtedly a geopolitical strategy aimed at enhancing its power in Eurasia and 

Africa and establishing its image of global power. Otherwise, the government would 

not try to build an economic and political connection of more than 50 countries, the 

framework of which will transcend or even replace the many existing international 

treaties and geopolitical agreements within the BRI project area (Juan, 2017). The BRI 

is likely to enable China to play a role in Eurasia’s geopolitics. If the project is 

successful, as Beijing hopes, it will change geopolitics in Eurasia, and will consolidate 

China’s status as a great power (Beeson & Xu, 2016; Rolland, 2017). Wuthnow (2017) 

pointed out that for China, the strategic benefits of the BRI include strengthening the 

stability of the southern and western border areas of China, promoting energy security, 

and increasing China’s influence in Europe and Asia. 

 The BRI can be seen as a mixture of soft and hard power, something similar to 

Joseph Nye’s idea of smart power (Nye, 2009; Beeson & Xu, 2016; Juan, 2017; YaĞCi, 

2018; Lee, 2019). YaĞCi (2018) believes that China adopts soft power-oriented 

economic diplomacy for the BRI and relies on hard power to ensure its effectiveness. 

This highlights the interdependence of hard and soft power in the BRI. Nye’s discussion 

of soft power in the US emphasises contemporary American pop culture, while Chinese 
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scholars emphasise Chinese traditional culture. Nye highlights the attractiveness of 

American political systems and values, such as democracy and human rights, while 

Chinese scholars emphasise the attractiveness of China’s economic development model 

(Wang & Lu, 2008). In China, Nye’s concept of soft power has expanded into a 

combination of soft power, including all foreign policy and diplomatic resources except 

military power. Strong economic strength has become a tool for China to advance its 

diplomatic and strategic goals, which is an important part of China’s foreign policy and 

is reflected in the increase in foreign aid and investment (Beeson & Xu, 2016). As Shi 

notes, “it is very likely that, from now on, China will focus on the strategic economy in 

its foreign policy, based on its enormous economic and financial strength and its broader 

diplomacy in the region and on the world stage” (Shi, 2015). The BRI is a smart power 

with Chinese characteristics. It is like the umbrella for Chinese overseas investment and 

the perfect carrier for spreading its power and influence. China’s soft and hard power 

strategy reveals that its ultimate goal is to expand its status on the world stage (Andreea, 

2017). 

 The BRI is also an important tool for the realisation of the ‘Chinese Dream’ 

(Aoyami, 2016). Xi proposed this in November 2012. The ‘Chinese Dream’ is to ‘realise 

the rejuvenation of the Chinese nation.’ Rudd (2016) argues that the Chinese dream 

concept is a dream about wealth and power. It all started from the 1890s. China was 

defeated and humiliated by Britain in the first Opium War (1839-1842). As one of the 

consequences, In the so-called ‘inequality treaty,’ China was forced to cede control of 

Hong Kong to Britain. And the history of nearly 50 years of foreign invasion mainly 

done by western countries has made China's wealth and power the main motivation of 
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Chinese reformists. The rational is to keep China from being the object of such 

humiliation again. Hein (2018: para. 7) points out that “History books, television series 

and newspaper articles repeatedly evoke the humiliation of the Chinese nation by 

foreign powers, the decline and misery. This culture of remembrance has paved the way 

for the mass appeal of Xi Jinping's Chinese Dream. In doing so, the Chinese dream 

becomes a collective vision proclaimed.” 

The Chinese dream can be divided into two concepts. First, China pursues national 

influence and maintains peace with other countries through economic and political 

cooperation. Second, it tries to maintain a stable and harmonious domestic society and 

continue to develop its economy (Tu, 2015). The Chinese Dream concept shapes 

China’s foreign policy and strategy under Xi’s administration. China has formulated 

industrial and economic policies to attempt to achieve this goal. And BRI is one of them. 

Through the BRI, it has strengthened its relations with neighboring countries, stabilised 

the Asia-Pacific region, properly handled disputes in the South China Sea, and 

contained the Rebalance in Asia strategy of the US. The Chinese Dream advocates 

cooperation with other countries to create more development opportunities and develop 

China’s economy. The concept of BRI, which is a concrete implementation plan for 

making China great and realising the Chinese Dream is in line with this (Sharp, 2013: 

35-36; Aoyami, 2016; Juan, 2017). 

 In addition, the Chinese government has paid considerable attention to the 

development of science and technology in recent years. China has shown considerable 

ambitions in its efforts to develop advanced technologies and has aimed to increase its 
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technological self-sufficiency and reduce its dependence on foreign technology 

companies to ensure national security. In May 2018, Xi pointed out that China must 

master innovation and development. China is committed to strengthening its advanced 

technologies such as artificial intelligence, cloud computing and robotics. Segal (2018) 

pointed out that this is China’s techno-nationalism. The Chinese government showed 

techno-nationalism in the BRI when the Digital Silk Road was proposed in 2015. The 

Digital Silk Road became a sub-project of the BRI, and will advance the development 

of big data, cloud computing, and smart cities. Its content includes a China-centric 

multinational network system, a submarine cable project connecting Southeast Asia, the 

Middle East and Western Europe, and the provision of satellite system services. The 

satellite system service is to provide Beidou (a Chinese satellite navigation service) to 

major countries along the BRI. So far, 15 countries including Thailand, Brunei, Laos 

and Pakistan have signed cooperation agreements with the Chinese government to use 

Beidou in government and military departments. These transnational internet 

infrastructures will bring it closer economic and political relationships with BRI 

countries and expand its geopolitical influence (Shen, 2018).  

 Chinese internet and technology companies are important promoters of the Digital 

Silk Road. For example, Alibaba, one of the largest Chinese private internet and 

technology companies, participated in the project and launched the Electronic World 

Trade Platform (eWTP) in 2016. The eWTP hopes to help developing countries and 

small and medium-sized enterprises (SMEs) participate in globalisation and promotes 

the establishment of relevant rules to create an effective policy and business 

environment to develop cross-border e-commerce. At present, Malaysia, Rwanda, 
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Belgium and international organisations such as WTO, UNCTAD, and UNDP (United 

Nations Development Program) have joined the eWTP to cooperate with Alibaba on 

cross-border e-commerce (Vila & Facundo, 2019). The eWTP has made considerable 

progress in advancing China’s overseas trade, especially in Malaysia. According to 

2018 data from the Malaysian government, since the launch of the eWTP’s first 

overseas pilot zone (the Malaysian Digital Free Trade Zone (DFTZ)), only six months 

later, 2,651 Malaysian small businesses have joined the project (Xinhua, 2018). 

Through the eWTP, small businesses in Malaysia are accelerating their way to the 

global market. In addition, Malaysia is one of the countries along the BRI with the 

fastest growing exports to the Chinese market (Cankao, 2018). This shows that the 

Digital Silk Road not only shapes global trade, but also expresses the growing strength 

and influence of Chinese internet and technology companies. As the founder of Alibaba, 

Jack Ma, has said “the BRI is a huge opportunity for Chinese companies to promote 

their business internationally” (Sina, 2019).  

 The Digital Silk Road demonstrates China’s active participation in globalisation. 

Its main goal is to accelerate scientific and technological cooperation between China 

and other countries by participating in the process of globalisation. This is China’s 

strategy to strengthen national interests and enhance national security. In the process, it 

has strengthened scientific and technological cooperation with other countries to 

enhance self-sufficiency in technology. State capitalism also enables Chinese 

companies to gain more policy support and resources than other countries’ companies 

in globalisation (Davis, 2018). Suttmeier and Cao (1999) believed that China’s strategic 

thinking on upgrading technology is due to its growing security concerns. The 
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accelerating growth of the capitalist economy means that the development of technology 

becomes the main national goal of all countries. The influence of technology on military 

capabilities is increasing, and China is concerned that a lack of technology will make it 

vulnerable in competition with other countries. As a result, it is increasingly paying 

attention to technological innovations, mainly due to concerns about national security. 

2.4 Conclusion 

 This chapter mainly analyses the relationships between the role of the Chinese state, 

the Going Out policy, and Chinese overseas investment. Through analysis of the content 

of economic nationalism and the Going Out policy, it has shown that the strategic 

thinking of the Chinese government is in line with the logic of economic nationalism. 

Even with the increasing degree of economic integration around the world, countries 

still pursue political independence and autonomy, that is, the pursuit of national interests 

is still the primary goal of national policies and strategies. The Going Out strategy and 

Chinese investment cannot simply be regarded as the spontaneous market behaviour of 

Chinese enterprises. The Going Out strategy has been pursued strategically by the 

Chinese government, which has at the same time promoted its national interests through 

Chinese enterprises.  

 Firstly, the Going Out policy is China’s new mercantilism. The Going Out policy 

encourages Chinese companies to invest abroad to support strategic industry 

development and access to natural resources, technology, and political gains. It is a way 

for the Chinese government to seek benefits in the market with appropriate policy 

interventions. The interventions of the Chinese state in the market are the way it protects 
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the domestic market. While encouraging enterprises to spread globally, the government 

applies many preferential policies to SOEs, such as financial subsidies and low-interest 

loans to ensure that they retain a competitive advantage over foreign companies. The 

Chinese government has also provided Chinese private enterprises with a large amount 

of funding to support their foreign investment. In recent years, China has greatly 

developed its high-tech industries and strengthened its ability to innovate against foreign 

competition in the global market. The Digital Silk Road provides strategic support to 

the Chinese technology industry to expand overseas. China derives economic benefits 

from the BRI countries in the global economy through foreign capital and the use of 

local resources. Its main purpose is not only to make money but to pursue natural 

resources, technology, diplomatic relations, and national security. The Chinese 

government uses control over Chinese companies to enable them to invest overseas in 

accordance with government directives. Therefore, although the BRI appears to be an 

open market approach to cooperation with other countries, the Chinese government in 

fact has considerable control over the market, and many cooperation projects have also 

been questioned and criticised. The Going Out policy gives Chinese investors a strong 

foundation at home while pursuing global expansion. It can be seen as China’s 

intervention in the free market to protect Chinese companies and to pursue national 

interests and goals in a way that manages economic activities. 

 In the Going Out policy, China uses state capitalism to establish stronger state 

power. The policy is based on the system of Chinese state-led markets, primarily for 

political gain. In the key role played by Chinese SOEs in the Going Out policy, we can 

see political intervention. These Chinese SOEs now dominate key areas of the global 
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economy. Chinese SOEs have become economic giants, and they are also key tools, 

leading China’s economic growth via the Going Out policy. Whether in the domestic 

market or in the global market, Chinese SOEs represent the close relationships between 

Chinese politicians and business leaders in state capitalism. This close relationship 

enables China to ensure control of key strategic resources to provide national stability 

and independence. Although the market share of Chinese private enterprises has risen 

sharply in recent years, Chinese SOEs still dominate many important strategic industries, 

and still have considerable influence. It must be pointed out that the relationship 

between Chinese private enterprises and the Chinese government is ambiguous when 

the government can influence the decision-making of private enterprises with subsidies 

or policies. This weakens their independence in the market and expands the state’s 

control of the market, increasing the degree of political intervention in the economy. In 

the Going Out policy, it can be seen that under Chinese state capitalism, both Chinese 

SOEs and private enterprises tend to pursue the government’s requirements to achieve 

national goals. Since the government plays an important role in the national economy, 

Chinese enterprises are usually willing to accept government instructions to achieve 

some of the goals of national development, which is crucial to achieving China’s 

national interest. 

 From the perspective of the Going Out policy, changes in China’s national interests 

can be observed. In recent years, the proportion of M&As in the energy and resources 

industries has gradually declined, while the proportion of manufacturing, technology 

services, and consumer goods industries has increased significantly, reflecting changes 

in the main purpose of Chinese companies’ overseas M&As - from resource seeking to 
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technology, management experience and service. In addition, in the BRI the Chinese 

government has actively promoted technological cooperation with other countries. This 

shows that technological development is one of China’s current national interests. For 

Chinese leaders, what China needs most now is the ability to develop national champion 

firms, to acquire foreign technology and manufacturing companies, and to increase its 

self-sufficiency in technology. This way, China can enhance its international 

competitiveness and ensure national security. In addition, the BRI shows that China has 

promoted a stronger political relationship with the Eurasian region in the form of 

economic diplomacy. Port and railway building projects will deepen China’s links with 

other countries, ensuring access across land and by maritime transport, and maintaining 

the security of transportation channels such as oil and gas pipelines. Therefore, the 

national interests embedded in China’s Going Out strategy are economic interest, 

technological capabilities, national security, and diplomatic relations with Europe and 

Asia.  

 China uses its economic cooperation with other countries to improve its security 

capabilities. For example, the BRI’s strategy is to strengthen economic partnerships 

with countries along the route to promote mutual political trust and economic 

integration, expand overseas markets, accelerate the development of China’s central and 

western regions, ensure the stable supply of oil, gas, and mineral resources, and confront 

the USs’ Rebalance in Asia strategy. The BRI is embedded in many countries and 

collaborative projects. Due to close economic cooperation, especially with those 

receiving Chinese aid, countries along the BRI will establish closer political ties with 

China, which will increase Chinese national security. Through the BRI, China has 
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greater influence and more bargaining chips in political diplomacy, breaking through 

the economic and diplomatic blockades of other countries. The BRI seems to be the 

economic diplomacy of China’s soft power, but in essence, it may be that China uses its 

hard power to ensure its national security. For China, security provides the basic essence 

of the economy, and the economy is the foundation of politics and security. Therefore, 

developing the economy and national security is China’s priority in the Going Out 

policy. 

 The number of countries in which Chinese enterprises have invested is huge. 

Whether the Going Out policy is non-positive sum game depends on the actual situation 

in different countries. To use the BRI as an example: - China advocates the BRI and 

encourages countries to join, emphasising that the BRI is essentially a collaboration and 

strengthening of the country’s communication. China believes that the BRI will bring 

win-win. However, whether the BRI can benefit the countries participating in the BRI 

has always been a controversial issue that is determined by the national interests of each. 

The BRI is currently facing many difficulties, and many countries have complained that 

cooperation with China is not in their national interest. Western media generally criticise 

China for plundering the precious natural resources and sovereignty of poor countries 

by lending to them. Poor countries pledge important natural assets with a long-term 

strategic value in exchange for China’s assistance in raising funds and building 

infrastructure. That is to say, China uses its so-called debt diplomacy to expand its 

influence. China supports poor countries in exchange for preferential economic 

conditions, but does not even provide transparency of loan information in BRI projects. 

There are also no international agency’s evaluations of the projects. These debts could 
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eventually result in China’s extortion of weak countries. The case of the China Pakistan 

Economic Corridor (CPEC) is an example. Pakistan’s motivation for joining the BRI 

was to create jobs, stimulate the domestic economy and improve the external 

transportation network. However, Pakistan is facing political and social instability and 

debt traps now. However, it must be noted that some countries do benefit from the BRI. 

For example, while Malaysia complained about falling into a debt trap because of 

pipeline projects, it also benefits from the Digital Silk Road. Through the eWTP, small 

businesses in Malaysia are accelerating their entry into the global market. Malaysia is 

one of the countries along the BRI, and the fastest-growing volume of exports is the 

Chinese market. The Digital Silk Road has increased Malaysia’s economic interests and 

promoted the development of science and technology in Malaysia. It can be said, 

therefore, that the BRI may bring benefits to China, but may not benefit all countries 

along the route. In the BRI, China and other countries have gaps in gains and this may 

be due to China’s pursuit of relative gain.  

The Chinese Dream can be regarded as the identity of Chinese economic 

nationalism. In terms of the collective dream of the people, it represents the ambition to 

build a great nation. The Chinese dream slogan can be seen everywhere in China. It is 

nationalist propaganda that represents the Chinese people as a national group whose 

primary task is to make China stronger, and to expand its influence in the world. The 

Chinese dream defines the direction of China’s economic policy and its basic social 

goals. The Going Out policy is an important tool for realising the Chinese Dream and is 

derived from national identity. Increasing national economic and security capabilities 

through the Going Out policy can also strengthen national identity and national unity. 
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The Chinese government unites the people on the basis of national identity via economic 

means in order to strengthen the power of the nation-state in the world order. Chinese 

SOEs have ensured Chinese economic security because they are an important guarantee 

for maintaining the smooth operation of the economic order, and therefore an important 

tool for realising the Chinese Dream and mobilising nationalist sentiments to ensure 

China’s economic autonomy.  

 China’s authoritarian system and socialism make its ability to control the market 

far greater than that of liberal states. Under the China’s state capitalism, the state’s 

political power has been strengthened, and it is possible to create a market with 

advantages and promote rapid industrialisation, thereby forming and strengthening 

national values and national sentiments, and achieving economic success. The BRI is 

strong supported by nationalist identity. The Chinese Dream is an important motivation 

for the BRI, which can be seen as a kind of new mercantilism. The government’s control 

over companies enables it to intervene in the market. In line with the interests of China 

as a whole, the Chinese government can exercise political power to change the market 

mechanism, a system that will also cause disadvantages and unfairness to investors from 

other countries.  
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Chapter 3 Chinese Investment in Germany 

 The current international environment is undergoing profound changes against the 

background of China’s rise as a global power. Consequently, diplomatic and economic 

relations between China and Germany are undergoing a transformation. Furthermore, 

the rise of China in the 21st century has many implications for international affairs. 

From international finance, climate change and international trade to regional security, 

China has a bigger voice (Zhou, 2010:11–13). In addition, owing to ever-increasing 

economic and trade exchange, Sino-German relations have strengthened, creating a 

good relationship between China and Germany that can increase each party’s national 

interests. Economic cooperation with China benefits the German economy. Sino-

German cooperation in international affairs, such as environmental protection helps 

Germany assume its global responsibility in an easier way. Germany’s leadership in the 

EU can help China expand its political and economic influence in Europe. In economic 

cooperation with Germany, China can also acquire technology from German advanced 

manufacturing. In addition to economic relations, the two countries have increased their 

cooperation in politics, military, and security issues (Shen, 2018: 194). 

However, close political and economic relations with China have also caused 

many difficulties for Germany. First, many EU countries have criticised Germany for 

paying too much attention to its close relationship with China and ignoring its leading 

role in the EU. In particular, during trade conflicts between the EU countries and China, 

Germany, as a coordinator, is often criticised for being less neutral (Ke, 2017). Further, 

Ke (2017) has pointed out that Germany is trying to adjust its foreign policy to be more 
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centreed in Europe, which will also pose a challenge to Sino-German relations. Second, 

as its economy has developed, Chinese companies have been actively acquiring German 

companies which contain sensitive sectors. This is concerning for Germany in terms of 

the political implications behind such Chinese investment. 

 This chapter mainly analyses Chinese investment in Germany. First, it will analyse 

Sino-German relations after the Cold War to figure out the reasons for the close 

economic ties between the two countries. Next, as the Chinese government encourages 

Chinese companies to invest in Germany within the framework of various state-led 

industrial strategies, including the Going Out policy, the BRI and Made in China 2025, 

the chapter will also analyse how China plans to achieve its wider national goals with 

these industrial policies. Finally, it will analyse whether China’s investment in Germany 

is consistent with the theory of economic nationalism. 

3.1 The Sino-German Political and Economic Relationship 

 Germany is China’s most important European economic and trade partner. In 2017, 

China was Germany’s largest trading partner (Reuters, 2017a). The total trade volume 

of the two sides was EU186.6 billion, and China’s trade surplus with Germany was 

EU14.4 billion. In 2017, German imports from China were up to EU100.5 billion, and 

exports to China were estimated at about EU86.1 billion (Deutsche Well, 2018a). In 

2018, among the EU Member States, Germany was the largest exporter of goods to 

China and the second-largest importer from China (Eurostat, 2019). At the same time, 

in 2018, China was ranked as Germany’s third-largest trading partners in foreign trade 

(Federal Statistical Office of Germany, 2019). Close economic and trade cooperation 
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has pushed Sino-German political relations to a historic new high (Ke, 2017). Before 

reunification, Germany’s foreign policy pursued political goals, concerned first of all 

with security and revival. However, with the end of the Cold War, globalisation and 

German reunification put the German economy under greater pressure. Germany’s 

foreign policy now therefore increasingly pursues economic rather than political goals 

(Kundnani & Paerllo-Plesner, 2012: 2). 

 Since China and West Germany established formal diplomatic relations in 1972, 

the diplomatic development of the two countries has experienced ups and downs. The 

main focus has shifted from economic development to political development, and from 

domestic development to diplomatic interaction. In 1993, Germany adjusted its Asian 

policy, and Prime Minister Helmut Kohl visited China for the third time. In 1995, 

Chinese President Jiang Zemin’s first visit to Germany could be regarded as marking a 

major shift from economic to political cooperation between Germany and China. Since 

then, the Sino-German relationship has become increasingly close; after the year 2000, 

the relationship between the two countries was upgraded from Strategic Dialogue to 

Strategic Partnership and then further enhanced to Special Relationship of All-around 

Strategic Partners and China and Germany started to promote their diplomatic 

cooperation of political, military and security issues (Shen, 2018: 194).  

 During Helmut Kohl’s term of office (1982-1998), the economy was the main force 

driving Sino-German relations. Until the 1990s, China’s huge market and the economic 

and trade relations between the two sides were very profitable for German companies 

(Sommer, 2006). 
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 After the Tiananmen Square protests of 1989,5 Western countries, headed by the 

US and including Germany, announced sanctions against China while publicly 

condemning it and imposed an arms embargo (Liang, 2012: 99). Germany ended its 

sanctions against China in 1993, and the Sino-German relationship began to normalise 

and deepen (Shen, 2018: 196-197). In 1995, Kohl met with Chinese Premier Li Peng 

and President Jiang Zemin to strengthen bilateral links. After the Tiananmen Square 

incident, Kohl was the first Western leader to visit China, saying that “China and 

Germany have a responsibility to help maintain world peace and stability” (Ruth, 1995). 

In this meeting, Germany and China signed commercial deals worth US$821 million.  

 Overall, Kohl’s China policy was based on the economy (Kinzer, 1995; Heiduk, 

2015). The Asienkonzept (Asian Concept), published in 1993, highlighted the trade 

opportunities offered to German companies by China-based Asian markets 

(Bundesregierung, 1993; Heiduk, 2015). Bilateral trade between China and Germany 

after 1993 sharply increased, as did the frequency of visits of high-level political leaders 

between the two countries, of which there were 52 between 1993 and 1998. In 1994, 

Germany was China’s biggest trading partner in Europe and two-way trade amounted 

to US$17.6 billion; German imports from China reached US$11 billion, and exports 

were about US$7.3 billion (Ruth, 1995). During Kohl’s term of office, political trust 

between China and Germany was gradually established in many exchanges of visits, 

                                                 
5 The Tiananmen Square protests of 1989 was a student movement. In the spring of 1989, a series of 
student protests and demonstrations took place in China. Eventually, on the evening of June 3rd to 4th, 
the government suppressed the demonstrators in Tiananmen Square in Beijing. The government 
estimated that the number of dead was 241 (including soldiers) with about 7,000 injured; however, 
these figures are much lower than the number of casualties estimated by other agencies (Encyclopaedia 
Britannica).  
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laying the foundation for cooperation on diplomacy, politics, and military issues (Lian, 

2012: 238; MOFCOM, 2017; Shen, 2018: 199-200). Under Kohl’s leadership, the core 

goal of Germany’s Asian foreign policy was to strengthen economic relations with the 

region with the highest economic growth rate in the world (Kuo, 2014).  

 Until 2002, under the leadership of Chancellor Gerhard Schroder (1998-2005), 

Sino-German relations expanded into non-economic policy areas, such as the 

establishment of a bilateral dialogue on the rule of law and human rights, which became 

the basis for establishing the strategic partnership (Heiduk, 2015). Gottwald (2006) has 

pointed out that the Asian Concept was adjusted after the Asian financial crisis (1997-

1999) and after the September 11th terrorist attack (2001). Although economic 

cooperation was still emphasised, after 2002, the Asian Concept tried to strengthen 

cooperation in the fields of international affairs, security, and human rights on the basis 

of economic interests. Moreover, in order to increase its influence in Asia, European 

leaders launched the Asia-Europe Meeting (ASEM) in 1996. Since 1998, EU and 

Chinese leaders have held an annual meeting and regularly exchanged senior-level 

officials (Griffin & Pantucci, 2007; Sina, 2019). The ASEM aimed to improve 

cooperation on human rights, democracy, law and economy between Asia countries and 

the EU. It is representative of the EU’s active role in dealing with Chinese affairs 

(Gottwald, 2006).  

 After the rise of China and the September 11th terrorist attack, China and Germany 

began to cooperate further on military and security issues (Shen, 2018: 203). Germany 

had two military representatives in Beijing, and there were ports visits between the 
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Chinese and the German Navy. Even if the scale of this cooperation is small, it shows 

the improvement of military relations between China and Germany under Schroder (Gill, 

2005). In 2003, Schroder visited China and promised to help lift the EU arms embargo 

against China; he actively lobbied France to propose to the European Commission to 

reevaluate the possibility of lifting the arms embargo against China. Schroder believed 

that China’s human rights issues had improved and advocated lifting the embargo. 

Ultimately, although the EU did not pass this proposal, Germany’s advocacy on the 

matter undoubtedly gained China’s trust and improved Sino-German relations (Griffin 

& Pantucci, 2007; Lian, 2012: 99; Shen, 2018: 211). 

 Under Schroder, Germany tried to further expand Sino-German relations, which 

were elevated to a Strategic Partnership in Global Responsibility in 2004. According to 

the joint statement, China and Germany emphasised that the close economic 

relationship between the two countries was the cornerstone of the relationship (Federal 

Foreign Office of Germany, 2019). The Strategic Partnership aimed to deepen the 

relationship between the two countries in areas of culture, higher education, 

disarmament, nuclear non-proliferation, arms control and counter-terrorism, which is in 

accordance with the principles of the United Nations (UN) Charter. In addition, the joint 

statement pointed out that coordination between China and Germany is strengthened on 

international issues via the UN, the ASEM, and the ASEAN Regional Forum (ARF) 

and other multilateral dialogue forums, (Heiduk, 2015; Federal Foreign Office of 

Germany, 2019). 
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 Overall, the economy was an important foundation for Sino-German relations under 

Schroder’s China policy (D’Hooghe, 2011); due to changes in the international 

environment such as the Asian financial crisis and the September 11th terrorist attack, 

and China’s rise at the time, cooperation on the rule of law, human rights and security 

took place for economic reasons. 

 The Sino-German relationship became jittery at the beginning of Angela Merkel’s 

administration (2005-present). Germany received a visit from the Dalai Lama in 2007, 

a move criticised by Beijing as signifying separatist support for Tibet’s autonomy. As a 

result, Beijing cancelled various bilateral meetings at ministerial level (Gottwald, 2005; 

Kundnani & Paerllo-Plesner, 2012: 4). Gottwald (2005) has pointed out that Merkel 

paid more attention to human rights than Schroder, and was committed to developing a 

value-oriented foreign policy. Schroder was mainly committed to promoting closer 

trade relations and cooperation with China. Schroder’s efforts to improve China’s 

human rights standards were only about respecting traditional liberal values; he did not 

link economic development with liberal ideology. He was well aware that Germany’s 

main national interest was to develop its economy, not to deal with differences between 

China and Germany in human rights issues (Gottwald, 2005). 

 The negative impact of the Dalai Lama’s visit on Sino-German relations did not last 

for too long. Based on the consensus between the two sides on economic and trade 

cooperation, trade between China and Germany quickly resumed (Heiduk, 2014). 

Merkel discussed the recovery of German-Chinese relations in an interview with 

Deutsche Welle in early 2008, expressing her hope of maintaining good relations with 
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China. The then German Minister for Foreign Affairs Frank-Walter Steinmeier sent a 

diplomatic letter acknowledging that Germany attached great importance to developing 

relations with China and would continue to pursue the One China policy, recognising 

that Tibet and Taiwan are part of Chinese territory (Kundnani & Paerllo-Plesner, 2012: 

9; Kuo, 2014). In addition, since the global financial crisis in 2008, the economic 

relationship between China and Germany has further intensified. As the European 

economies have slowed down, German companies have become increasingly dependent 

on emerging economies, especially in China (Kundnani & Paerllo-Plesner, 2012: 6).  

 In July 2010, China and Germany issued the China-Germany Joint Communique 

on Promoting a Strategic Partnership which is the second communique since they 

established diplomatic relations. The joint communique indicated that the two countries 

will comprehensively promote strategic partnership and establish a bilateral 

intergovernmental consultation mechanism (Hong, 2012: 32; Ke, 2017). It covers 

political, economic, cultural and social issues. Among these, first, Germany reaffirms 

the one-China policy. Second, the two countries will strengthen cooperation on issues 

such as international finance, military, security and energy. Third, the two countries will 

jointly promote strengthening of China-EU relations. The consensus on these political 

issues has deepened the core interests of safeguarding the common interests of China 

and Germany, especially China’s sovereignty and territorial issues, Germany’s EU 

issues, and military cooperation and so on. This joint communique shows the recovery 

of relations between the two sides after the 2007 Tibet issue (Shen, 2018). As Detjen 

(2013) suggests, Germany’s strategic partnership with China arrived at a new level 

through regular intergovernmental consultations between Berlin and Beijing in 2010. 
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 In 2013, the EU launched anti-dumping and countervailing duties on China’s solar 

panels and solar cells products. This brought them to the brink of a trade war (BBC 

News, 2017). In this incident, Germany played a coordinating role. Merkel said that 

“Germany will try its best to avoid the trade war between Europe and China” (People.cn, 

2013). Under the coordination of Germany, the EU and China reached a settlement. 

However, EU countries have criticised Germany for undermining the EU’s Chinese 

policy integrity in order to protect its economic interests in China (Ke, 2017). As Ke 

(2017) points out, with the improvement of Germany’s political and economic status in 

the EU, Germany needs to assume responsibility for coordinating EU affairs, including 

the EU’s policy towards China. The Sino-German special relationship has put pressure 

on the EU, and the EU recognises the need for a unified China policy (Ke, 2017). In 

2015, the then Foreign Minister Frank-Walter Steinmeier emphasised that Germany’s 

foreign policy would not leave the EU framework and would not give privileges to 

countries outside the EU (Ke, 2017).  

 During Xi Jinping’s visit to Germany in 2014, the two sides established an All-

round Strategic Partnership. Compared with the China-Germany Joint Communique on 

Promoting a Strategic Partnership in 2010, the China-Germany All-round Strategic 

Partnership is an expression of even closer connection between the two countries, which 

can be seen in several new claims. First, the two sides will keep close communications 

on regional and international hot issues like the Ukraine crisis, the on-going war in 

Afghanistan and Syria. Second, the Sino-German comprehensive strategic partnership 

is an important part of the China-EU comprehensive strategic partnership. Third, China 

appreciates Germany’s contribution to promoting European integration, and restoring 
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financial policy stability and economic development in the Eurozone. Finally, Germany 

welcomes the greater role of RMB (Renminbi, Chinese Yuan) in the international 

financial and monetary system (Ministry of Foreign Affairs of China, 2010; Xinhua, 

2014). This shows that China supports Germany’s key position in EU integration, while 

Germany supports China’s RMB internationalisation process. Ke (2017) argues that 

close interaction and high-level cooperation between China and Germany are 

considered to be special relations, that is, the so-called special relationship between 

China and Germany, and because of Germany’s leadership in Europe, China is able to 

use its friendly relations with Germany as a stepping stone to promote its relationship 

with Europe (Ke, 2017). 

 The relationship between China and Germany is also influenced by the international 

environment. Tharoor (2017) believes that America under Trump will push Germany 

and China closer. Shortly after Trump became the US president, China and Germany 

had two telephone conversations about ensuring the already stable bilateral trade order 

(Ke, 2017). In January 2017, Chinese Premier Li Keqiang had a call with Merkel. Li 

said “international politics and economic scenes are facing several uncertain factors. 

China and Germany will send signals that support the existing international system 

through trade and investment liberalisation” (Reuters, 2017b). Both sides agreed to 

maintain free trade and a stable world trade order. In March 2017, Merkel held another 

phone call with Xi during her visit to Washington. The two sides reiterated their efforts 

to work to maintain free trade. Within the framework of the China-Germany All-round 

Strategic Partnership and the G20, China and Germany are moving towards a broader 

level of global economic governance cooperation (Reuters, 2017c; Ke, 2017). When Xi 
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met with Merkel before the G20 summit in Hamburg in July 2017, Xi announced that 

Sino-German relations between them have entered a new phase (Chinatimes, 2017). 

 However, as China develops advanced manufacturing and technology industries 

and becomes a major exporter in the world, it has inevitably made the German market 

relatively smaller. The rise of China has caused Germany to drop from third-largest 

economy in the world to fourth place. This fact creates competition in the Sino-German 

trade relationship (Nienaber, 2019). Heiduk (2014) pointed out that since 2010, Merkel 

has repeatedly referred to China as a multi-faceted competitor, emphasising that 

competition between China and Germany will be more intense in future. Under the 

Going Out policy and industrial policy, Chinese enterprises will merge heavily with 

enterprises of developed countries, including Germany, hoping to become a technology 

powerhouse. The result is that Germany is increasingly worried about China’s access to 

key technologies, and it has begun to restrict Chinese M&As of German companies. 

German intelligence agencies have even warned that Chinese companies’ efforts to 

expand investment and acquire German high-tech companies may lead Germany to lose 

key technologies and may jeopardise the German economy (Chinatimes, 2018).  

 Moreover, with increasingly close Sino-German relations, the human rights issue is 

still very difficult for Merkel. An article by Kundnani and Paerllo-Plesner (2012) 

pointed out that Chinese officials believe that Merkel has understood the ‘red line’ and 

become more careful in terms of handling sensitive issues. Some German human rights 

experts have criticised her, arguing that she only talks about human rights issues with 

China for the sake of satisfying German domestic public opinion (Kundnani & Paerllo-
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Plesner, 2012: 4). However, in 2017, Merkel did express her concerns on human rights, 

by talking about the case of Liu Xiaobo and his wife, Liu Xia. Nobel laureate Liu Xiaobo 

was detained by the Chinese government in 2017 for promoting the Pro-democracy 

Charter, which advocates the revision of the Constitution, the implementation of a check 

and balance system, the enactment of democratic legislation, independence of the 

judiciary, and freedom of assembly, speech, and religion. Merkel publicly pointed out 

that the arrest of Liu Xiaobo was depressing. Liu Xiaobo was sentenced to 11 years in 

prison for incitement to subversion of state power. He died of liver cancer in 2017 in 

prison. Merkel had asked China to let Liu Xiaobo go abroad for medical treatment, but 

Chinese officials ignored it (Guardian, 2017). After Liu Xiaobo’s death, Merkel tried to 

set Liu Xia free, as she was under surveillance for seven years. According to The New 

York Times (2018), Merkel proposed this to Xi during her visit to Beijing. After high-

level diplomatic negotiations with the German government, Liu Xia left China for 

Germany. Some experts argue that China agreed to Merkel’s proposal to release Liu Xia 

because it was seeking a trade front with Germany to help it deal with the Sino-US trade 

wars (Zheng & Elmer 2018; Guo, 2018; Shepherd & Alkousaa, 2018). Beijing hoped to 

receive European aid to oppose US trade protectionism. According to Ewert, “The 

timing of the release was certainly not coincidental with Beijing asking Europe to unite 

against the US in the trade conflict, and in light of the upcoming EU-China summit in 

Beijing next week” (Zheng & Elmer 2018). 

 The human rights issue is the reason for friction between China and Germany. 

However, the core interests of contemporary Sino-German bilateral relations stem from 

the economy. In consideration of economic and security interests, the real diplomatic 
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relationship between China and Germany has diluted the interests of value diplomacy. 

Germany has a tendency to continue to make concessions, especially in China’s 

territorial and human rights disputes. In addition, for Germany, China is neither a 

military threat nor geographically adjacent to Europe, so it is easier to develop bilateral 

relations. China and Germany have risen in Asia and Europe respectively. The two sides 

hope to gain mutual benefits and a win-win situation through the development of the 

Sino-German strategic partnership. For China, a stable and German-led EU helps both 

it, and the EU, to cooperate on other issues. For Germany, China’s support for EU 

integration will help Germany expand its influence in the EU and is also an important 

force for the expansion of its global influence through the EU (Griffin＆Pantucci, 2007; 

Shen, 2018). 

3.2 Chinese Investment in Germany 

 Before the implementation of the Going Out Strategy, only a few Chinese 

companies invested in Germany. Each investment required special approval from the 

Chinese government. The Chinese government restricted overseas investment with a 

large number of regulations and strict scrutiny (Bian & Emons, 2017). After the 

implementation of the Going Out policy in 2001, Chinese companies began to invest 

overseas, and Germany became one of the main investment targets, and is considered 

so far to be an important partner in the BRI. In 2015, China announced the Made in 

China 2025 strategy with the aim of making China an innovative global manufacturing 

superpower. This strategy borrows the idea of German Industry 4.0 which aims to build 

Germany up into a major market for advanced manufacturing. German companies have 
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therefore become the main target of Chinese investment (Hanemann & Huotari 2015; 

Bian & Emons, 2017). Overall, we can see Chinese state capitalism, which is the key 

factor guiding Chinese investment in Germany, in the Going Out policy, in the BRI and 

in the Made in China 2025 strategy.  

3.2.1 Chinese FDI in Germany 

 With the increase in economic and trade exchange, China-Germany economic 

relations have become increasingly close. Germany was the second largest recipient of 

China’s OFDI in Europe, with an investment of EU6.9 billion between 2000 and 2014 

(UNCTAD, 2014; Hanemann & Huotari, 2015). By 2018, Germany had become the 

China’s largest OFDI recipient in Europe. China’s FDI in Germany is mainly in the 

mechanical engineering and automotive supply industries. Since 2011, China’s annual 

investment in Germany has soared due to the sharp increase in the number of Chinese 

acquisitions of German companies. Since then, the annual investment level has 

remained at a stable level of between EU1 billion and EU2 billion per year. This makes 

Chinese investment special in relation to other countries’ (Hanemann & Huotari, 2015). 

According to estimates by the US think tank Rhodium Group, China’s capital inflows 

to Germany were about EU186 million in 2010 and increased to EU1.4 billion in 2011. 

The amount of Chinese investment remained at roughly EU1.5 billion per year between 

2011 and 2015, and reached a new peak in 2016, of about EU11 billion (see Figure 8) 

(Hanemann & Huotari 2015; Hanemann & Huotari 2017; Bian & Emons, 2017). In 

2016, more than half of China’s outward foreign investment flowed into German 

industrial and machinery manufacturing. Among this, Midea’s acquisition of German 

robot manufacturer Kuka is the most well-known example and one of the most 
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important Chinese investments (RFI, 2017). According to Ma (2017), in 2016, Chinese 

companies significantly increased investment in Germany because of a series of state 

capitalist-backed policies, including the Going Out policy and Made in China 2025. 

Compared with 2016, Chinese investors invested less in Germany in 2017. This is 

because China had strengthened its supervision of overseas investment in order to 

prevent irrational overseas investment, which made Chinese investors more cautious 

about investing (Sydow & Enders, 2018; Hanemann & Huotari, 2018). Although 

China’s foreign investment declined in 2017, it still accounted for 21% of the total 

foreign acquisitions of German firms (Dürr, 2018). 

 

Figure 8. Chinese OFDI flows to Germany: 2010-2016 

Source: Rhodium Group 

 

 M&A is considered to be the most efficient and appropriate way for Chinese 

enterprises to enter European markets (Seidel & Yan, 2018). Hanemann and Huotari 

have pointed out that 82% of China’s outward FDI in Germany took the form of 
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acquisition. It is the quickest way to enter other countries’ markets or acquire existing 

technologies, brands and other assets (Hanemann & Huotari, 2015; Du, 2018: 28-29). 

According to Figure 9, in 2011, China acquired only 19 small and medium-sized 

enterprises in Germany, a figure that doubled in the four years to 2015, when it rose to 

38. In the first half of 2016 alone, China announced completed acquisitions of 37 

German small and medium-sized enterprises, totaling nearly EU9.7 billion, more than 

the total figure for acquisitions in the previous decade (Gaetzner, 2016). According to 

Gerstenberger (2018), the number of Chinese M&As in Germany in 2016 was 66. This 

was the year Chinese companies acquired the highest number of German companies, 

which can be attributed to the Made in China 2025 policy announced by the Chinese 

government in 2015 (RFI, 2017). In 2017, because the Chinese government had 

strengthened its supervision of overseas investment, the number of Chinese M&As in 

Germany dropped to 45. In addition, among the 250 Chinese companies’ M&A in 

Europe in 2017, the M&As in Germany were in top position at 22% (Gerstenberger, 

2018).  
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Figure 9. Chinese M&A in Germany (2005-2017) 

Source: Zephyr 

 

  Chinese companies prefer to invest German machinery manufacturing, automotive 

and information, and communication technologies. There were investment deals in the 

automotive and industrial equipment industries of EU1.9 billion and EU2.7 billion from 

2000 to 2014 respectively, reflecting China’s huge interest in high-end manufacturing 

assets. Other industries include renewable energy, consumer goods, and financial and 

transportation services (Hanemann & Huotari, 2015). The fact that all of China’s largest 

acquisitions in Germany are in the technology sector highlights its move towards a more 

innovation-oriented economy (Dürr, 2018; Gerstenberger, 2018). In addition, Chinese 

SOEs have played an important role in investing in Germany. According to Hanemann 
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and Huotari (2015), more than 60% of the investment came from companies with 20% 

or more government ownership between 2000 and 2014. The main investment sectors 

were automotive, machinery, aviation and transportation, which are important for 

China’s national development (Hanemann & Huotari, 2015). Jungbluth (2016) argues 

that this figure increased to almost 70 percent between 2014 and 2016.  

 On the other hand, Germany also attracts investment from many Chinese private 

companies. Chinese private companies invested in Germany mainly in the fields of 

information technology, electronics and renewable energy between 2000 and 2014 

(Hanemann & Huotari, 2015). But the complicated relationship between these private 

companies with the Chinese government also raises doubts on their hidden motives 

behind their investments. As Christian Dreger from the German Institute for Economic 

Research said: “Although Chinese investors present themselves as private firms, the 

linkages to government authorities seem to be rather strong” (Fernández, 2018). 

Investing in Germany has become a way for China to acquire advanced manufacturing 

and innovation technologies. China encourages Chinese enterprises to invest in 

Germany through policy incentives to upgrade manufacturing. Much Chinese 

investment in Germany is actually a manifestation of Chinese state capitalism. 

 In the trade relationship between China and Germany, Germany’s market is very 

open. The situation is not the same in relation to the openness of China’s market. Due 

to its large population, China has a considerably large market and attracts many foreign 

investors, including Germany. Under state capitalism, China’s market openness is very 

inadequate compared to that of Germany and other liberal markets. This makes the Sino-
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German trade relationship unfair and may lead to a non-positive sum game between the 

two parties. Sommer (2018) argues that it is difficult for German companies to invest in 

China. Although Chinese law allows foreign investment, it is an unwritten rule that 

foreign companies need personal-level help form either local or central government 

officials, otherwise it is almost impossible to acquire Chinese companies. For example, 

foreign companies can only invest in China’s automotive and chemical industries 

through joint ventures. Ulrich Ackermann, a foreign trade expert at German engineering 

industry association VDMA, said, “If you want to buy a firm in China, you have to 

overcome many hurdles and go through numerous approval procedures that are non-

transparent” (Sommer, 2018).  According to Hemphill and White (2013), China’s 

industrial policies remain a significant obstacle for foreign-investing enterprises in 

China, which can be seen in the regulations concerning indigenous innovation, licensing 

standards, government procurement, competition law, and intellectual property 

protection.  

 While China’s investment in Germany continues to rise, it is difficult for German 

investors to acquire large companies in China (Bershidsky, 2018). In 2017, when 

Chinese premier Li Keqiang visited Germany, Merkel pressed him to open up Chinese 

markets further. She pointed out that Beijing had more work to do and asked for 

reciprocity for German investment in China. Li acknowledged the hurdles foreign 

investors face, but said “sometimes foreign enterprises get more benefits than the 

Chinese enterprises, though it is the other way around in other cases” (Hanke, 2017). In 

recent years, China has promised to open up the market to allow foreign investors to 

access its market the way its domestic companies access it. However, progress has not 
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been significant (Bradsher, 2019). Reciprocity has become an issue that cannot be 

ignored. In addition to the German government, the German business community has 

continued to call on China to open its market in recent years. Volker Treier, Deputy 

Chief Executive Officer of Association of German Chambers of Industry and 

Commerce (DIHK), has pointed out that more than 5,000 German companies are 

investing in China and still cannot obtain fair market access in certain sectors. In terms 

of foreign investment regulations, natural resources, the power grid, agriculture, 

banking, and automobile industries are regarded as sensitive industries by the Chinese 

government, and are not freely open to foreign access (Deutsche Welle, 2017; Epoch 

Times, 2018). 

 Compared with Germany’s open market, China’s market access is asymmetric and 

lacks reciprocity. Germany basically provides free market access for foreign investors 

(IBP, 2016: 114-115). There are only a few national security restrictions on M&As, a 

situation that is quite different from that in China, which remains one of the countries 

that impose the most restrictions on foreign investors. China has strong state control, 

barriers to entrepreneurship and to trade and investment. The Chinese government 

protects strategic industries and prohibits foreign investment in some areas. It also 

stipulates that investments in many industries must be conducted as a joint venture, and 

foreign investors are not allowed to invest in China in a sole proprietorship. This means 

that European and other countries’ companies encounter many formal and informal 

barriers of a political and legal nature in China (Wenniges & Lohman, 2019:34-35).  
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 The imbalanced trade relationship between China and Germany can be seen in the 

FDI RR Index (see Figure 10). The FDI RR Index gauges the extent of regulatory 

restrictions on foreign direct investment in the EU and various countries, which 

consisted of a total 71 countries in 2018. It measures the limits of a country’s foreign 

direct investment rules through four main types of restrictions: foreign equity 

restrictions; discriminatory screening or approval mechanisms; restrictions on key 

foreign personnel, and operational restrictions (Zhang & Van den Bulcke, 2014). The 

index shows the total values between 0 for open and 1 for closed (FDI RR Index, 2018). 

From 2010 to 2018, Germany’s value, as gauged by the FDI RR Index, remained the 

same, at 0.023. This illustrates that Germany has a relatively more open market than 

many other countries. The value for China was 0.427 in 2010, a number that has 

decreased gradually, dropping to 0.251 in 2018. This shows that in 2018, the closed-

ness of the Chinese market ranked sixth in the world (FDI RR Index, 2018). 
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Figure 10. FDI restrictiveness in 2018 

Source: OECD, 2018 

 

 

3.2.2 The Going Out Policy and the BRI  

 After joining the WTO at the end of 2001, the Chinese government recognised the 

need to strengthen the internationalisation of Chinese companies and therefore 

implemented its Going Out policy. As China strives to develop high-tech and medium-

tech industries, Germany has become the target of Chinese investors because of its 

advanced technology. The global financial crisis in 2008 and subsequent global 

economic recession has highlighted China’s importance in the world economy. Due to 

the economic recession in the European market, Chinese investors have merged with a 

large number of European companies with advanced technology that have gone 
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bankrupt (Schuller & Schuler-Zhou, 2012; Schuller & Schuler-Zhou, 2017). For 

example, in 2011, Lenovo bought Medion, which was Germany’s largest electronics 

manufacturer for US$ 900 million (New York Times, 2011). Under the BRI, China 

considers Germany to be its most reliable partner in the West (Kundnani & Paerllo-

Plesner, 2012: 7). Its geographic location and wide range of trade have made Germany 

a priority partner for the BRI. According to Przychodniak (2017), “Germany is both a 

destination and a logistics hub for Chinese goods reaching Europe via sea routes, mostly 

through Hamburg. Germany is also where cargo trains coming from China complete 

their journey, such as the Chongqing-Duisburg line. The cooperation has a clear 

financial aspect”.  

 For China, the BRI is related to geopolitics because it strengthens economic and 

transportation links with countries along the route, which will extend its sphere of 

influence; for Germany, the BRI can bring some profitable business possibilities to 

Germany (Posaner, 2018). Germany is China’s most important trading partner in Europe. 

On the other hand, China is Germany’s most important economic partner in Asia and 

around the world. Germany hopes to increase its opportunities for cooperation with 

developing countries through the BRI. Large infrastructure projects require not only 

German expertise and technology, but also professional and independent risk 

assessments and active collaboration with existing institutions and financial 

organisations, which are found in the BRI (Ciesielska-Klikowska, 2018). For China, the 

BRI will be the basis for economic integration between China and the EU. On the other 

hand, Germany can help China and other EU countries to cooperate more smoothly on 

the BRI (Gaspers, 2016; Ciesielska-Klikowska, 2018). It is worthy to mention that even 
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though the BRI is of economic interest to Germany, it has not joined officially because 

there remains some doubt about the project. However, it has gradually moved from a 

hesitant observer with a wait-and-see attitude to being (more recently) an active 

participant. 

 Economically, Germany welcomes the BRI. However, politically, it has its doubts. 

When China launched the BRI policy, Germany gave a positive response, pointing out 

that both sides can deepen economic cooperation through the BRI and achieve a win-

win situation. However, as many countries are critical of the BRI, and because it is still 

imperfectly implemented, Germany still adopts a wait-and-see attitude (Stanzel, 2019). 

China’s state capitalism and new mercantilism are the main reasons that Germany has 

not yet joined the BRI. The BRI project is dominated by Chinese SOEs and involves 

large-scale infrastructure cooperation, which will enable China to become dominant in 

economics and trade. In addition, the Chinese government subsidises companies to 

support its domestic industries, and demonstrates an ambition to acquire German 

companies via its Made in China 2025 policy. All these have made Germany worry that 

China will get the upper hand and have a bigger say in Sino-German economic 

cooperation, making an unfair economic relationship (Wu, 2017). China’s promotion of 

technology and advanced manufacturing has also made it a future competitor for 

Germany. However, as the BRI is supported by more EU countries, including Bulgaria, 

Greece, Hungary, Poland, Portugal, Luxembourg, and Switzerland, Germany’s attitude 

towards the initiative has become more positive especially since Italy joined the BRI in 

March 2019. 
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 After China announced the BRI in 2013, the German political elites and press 

expressed their support and welcome. This was mainly because foreign trade plays an 

important role in the German economy. The BRI may therefore bring more economic 

cooperation, establish a better cooperative relationship with Chinese companies, and 

enhance the influence of German companies in the Chinese market. Furthermore, the 

BRI allows Germany to access new infrastructure networks. Accordingly, negotiations 

have begun in the railway, logistics and shipping sectors. Germany also hopes that its 

two important ports, Hamburg and Duisburg, can be part of the BRI plan. In a short 

period of time, a large number of high-level negotiations between China and Germany 

showed that the BRI was well-received and had the active support of Germany (Viktor, 

2017). In October 2014, during the intergovernmental consultations held in Berlin, 

Merkel’s cabinet expressed support for the BRI (Beijing Rundschau, 2015). However, 

Germany’s attitude towards the BRI became negative in 2016. Although it had 

previously believed that the BRI could bring greater economic benefits for Germany, 

there are now more warning signs to indicate that China will become a competitor 

(Viktor, 2017).  

 Although China’s existing technology does not offer any threat to German industry, 

the situation may change rapidly in the next few decades. The Made in China 2025 

policy initiated the Chinese fourth industrial revolution with the support of the 

government, with the goal of catching up with developed industrial countries within a 

decade. Merics (2016: 50) pointed out “although the stage of development of Chinese 

industry still will not be able to catch up with the German standard at national level by 

2025, it can become a competitor of the German corporations in the areas supported by 
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the government artificially, both within China and in the global market”. As far as the 

Chinese market is concerned, local companies can be more successful due to 

government support, and foreign companies may be driven out of China due to the 

protectionism initiated by Made in China 2025. These will have a negative impact on 

Germany. Germany is concerned that the Chinese government’s industrial policies have 

led to uneven competition and put German companies at a disadvantage. Under the 

Made in China 2025 new Chinese products can also enter the German market and 

Europe through the infrastructure network of the BRI program. This will create a new 

competitive landscape for German industry (Viktor, 2017).  

 In addition, the German Trade & Invest (GTAI) and Association of German 

Chambers of Industry and Commerce jointly issued a report in February 2018, stating 

that the BRI is aimed at countries with an unstable political environment. GTAI 

executives said that 80% of the investment projects funded by Chinese state-owned 

banks have invested in Chinese companies in BRI projects; however, it is difficult for 

foreign firms to join these projects (Stanzel, 2017; Watchinese, 2018). At the same time, 

Merkel has become more cautious with China, which can be seen in her strong support 

for the amendment of the Federal Trade Regulation in July 2017, which hinders 

acquisition of German companies in the proprietary technology sector by foreign 

companies. This will greatly reduce China’s ability to buy German companies 

(Ciesielska-Klikowska, 2018).  

 According to Ciesielska-Klikowska (2018), another German concern is that China 

may undermine EU integration, which could change the dynamics of international 
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politics while consolidating its new role on the world stage. In 2017, at the French 

Ambassadors’ Meeting in Paris, German then Foreign Minister Sigmar Gabriel said that 

EU members must formulate a common foreign policy towards China, otherwise it will 

successfully split Europe (German Foreign Policy, 2017). He believed that BRI 

cooperation with Central and Eastern European countries and the 16+1 format will 

threaten the unity of the EU (Ciesielska-Klikowska, 2018). Germany concerned that 

China may gain greater political influence through economic exchanges with European 

countries in the 16+1 format. The 16+1 format is a Chinese initiative that aims to 

intensify and expand cooperation with 11 EU Member States and 5 Balkan countries 

(including Albania, Bosnia and Herzegovina, Bulgaria, Croatia, the Czech Republic, 

Estonia, Hungary, Latvia, Lithuania, Macedonia, Montenegro, Poland, Romania, Serbia, 

Slovakia, and Slovenia) in the fields of investment, transport, finance, science, 

education, and culture. In the framework of the initiative, China defined three potential 

priority areas for economic cooperation: infrastructure, high technologies, and green 

technologies (LIAA, 2016). The BRI and 16+1 format has been very attractive to these 

countries which are keen to develop their economy.  

 Most EU countries have the same attitude towards the BRI. They all believe that 

China’s BRI runs counter to the EU’s free trade proposition and favours Chinese 

companies that receive government subsidies. However, Germany’s attitude towards 

the BRI seems to have changed since Italy announced its participation in 2019. So far, 

none of the top economies countries in EU including Germany, the United Kingdom, 

France, and Spain have joined the BRI (Deutsche Welle, 2018b; OBOReurope, 2018), 

but in March 2019, Italy announced its participation. Italy is not the first EU member 
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country to sign a BRI-MoU (Memorandum of Understanding) with China, but is the 

first G7 country to do so; its economy is way bigger than those of the earlier signatories 

(China Daily, 2019; Verhofstadt, 2019). The move sparked criticism from many 

countries and exacerbated existing disagreement among EU countries over the BRI. 

German Foreign Minister Heiko Maas criticised Italy’s decision to join the BRI and 

warned that important European infrastructure should not be in the hand of foreign 

powers outside the EU (Daily Sabah, 2019).  

 However, even if Germany believes that Italy’s participation in the BRI may have 

adverse effects on the EU, it cannot ignore the economic benefits that the BRI may bring 

to Germany. In April 2019, the German Economy Minister Peter Altmaier said that the 

main EU member states hope to sign a BRI-MoU with China as a group rather than sign 

bilateral agreements as individual states. He stated that Germany, France, Spain, and 

the United Kingdom have all agreed not to join the BRI as individual countries. China 

is both a partner and a competitor, so it is in its own interest for the EU to be united, 

especially in industrial policy. Altmaier’s announcement does not mean that the EU has 

reached a formal agreement with Beijing but it shows Germany’s recognition and 

acceptance of the inevitability of participating in the BRI in the future (Daly, 2019). 

Setting its own rules with other EU countries can reduce the risk of Germany joining 

the BRI and is a precondition for it to consider joining the BRI (VOA, 2019). 
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3.2.3 Made in China 2025 

 In 2010, China surpassed the US to become the world’s largest manufacturing 

country, accounting for nearly 20% of the world’s manufacturing industry. China’s 

manufacturing industry is spread all over the world, providing cheap consumer goods 

globally, especially in developed countries. However, some Chinese products still have 

problems of low quality - problem that is not only not good for the development of its 

manufacturing industry, but which also has a lot of negative impact on the reputation of 

its products. Moreover, the low quality of Chinese goods has difficulty meeting the 

needs of Chinese people with increasing purchasing power and this has become a 

challenge for the Chinese government. Therefore, China is well aware of the need to 

upgrade the technology and manufacturing (Chinatimes, 2015). 

 Chinese Premier Li Keqiang announced Made in China 2025 in 2015. According 

to the official document unveiled by China’s State Council (2015) is a three-step 

strategy, focusing on ten key sectors, and nine priority tasks. First, the three-step 

strategy is to shift China from a big manufacturing country to a strong one by the year 

of 2025, to improve its ability to compete with developed countries’ manufacturing 

industry by 2035, and ultimately to transform China into a leading manufacturing power 

by 2049. The ten key sectors on which it is focused include (mainly) information 

technology, computerised machines, robots, energy-saving vehicles, medical devices, 

high-tech equipment for aerospace technology, and maritime and rail transport. Third, 

the nine priority tasks are improving manufacturing innovation, strengthening the 

industrial base, enforcing green manufacturing, advanced restructuring of the 

manufacturing sector, internationalising manufacturing, integrating information 
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technology and industry, fostering Chinese brands, promoting breakthroughs in the ten 

key sectors, and promoting service-oriented manufacturing and manufacturing-related 

service industries (China’s State Council, 2015). 

 Made in China 2025 aims to increase China’s competitiveness in cutting-edge 

industries and make Chinese products good value (SupChina, 2018). The goal is to 

comprehensively enhance the competitiveness of Chinese companies, offer local 

products, and enable Chinese companies to upgrade their production chains and to 

improve their innovation ability. In addition, the Chinese government encourages 

domestic companies to increase their overseas investment, deepen their understanding 

of overseas markets and culture, and strengthen their investment and operational risk 

management (Kennedy, 2015). China hopes to use this plan to enhance its technological 

capabilities and reduce its dependence on foreign technology, which will ensure its 

national security (SupChina, 2018). 

 Made in China 2025 is a blueprint for transforming China into a high-tech 

powerhouse, which would avoid it falling into the middle-income trap. This refers to a 

situation in which a country is unable to compete with the low-cost production of other 

countries due to rising wages, and stays at the same, unchanged, economic level. The 

main countries representatives of this trap are Brazil, South Africa, the Philippines, and 

Mexico (Council on Foreign Relations, 2018). In recent years, China’s economic 

growth has slowed down and there are problems of uneven development. China urgently 

needs to maintain its high economic growth to solve this problem and avoid the middle-

income trap caused by rising wages and slow technological development. To avoid the 
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middle-income trap, it needs a new development strategy to shift the county’s 

production mode from labour-intensive to advanced manufacturing (Zhuang & 

Vandenberg & Huang, 2012: 3 - 47). 

 Made in China 2025 is the result of China’s efforts to emulate the German Industry 

4.0 (Council on Foreign Relations, 2018). In 2015, during Merkel’s visit to China, the 

two sides pledged to strengthen the link between Made in China 2025 and the Industry 

4.0 strategy. In 2016, the Sino-German Industrial City Alliance was officially launched 

(SCIO, 2017). The alliance is centred on the strategic link between the Made in China 

2025 and the Industry 4.0, actively promoting economic and trade exchanges, and 

technical cooperation between Chinese and German cities. It attracted 24 cities in 2016, 

and by October 2018 alliance members had increased to 41, including 23 Chinese and 

18 German cities (People.cn, 2018a; ISA-Portal, 2019). Many German companies have 

established large R&D centres in China, such as BMW and BASF. As China’s 

investment in Germany increases, many Chinese companies have set up R&D centres 

in Germany as well. The two sides have also set up more Sino-German industrial parks 

to promote industrial cooperation. In addition, between them, China and Germany have 

established 11 innovative cooperation platforms (Xinhua, 2018). Made in China 2025 

establishes a symbiotic relationship between China and Germany, when China needs 

technology and Germany needs markets (Kundnani & Paerllo-Plesner, 2012: 2). 

 However, although Made in China 2025 is profitable for Germany, many experts 

have warned Germany that China may become a strong competitor in the future. China 

has many advantages in market competition such as its huge quantity of cheap labour. 
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In addition, the Chinese government’s direct or indirect subsidies to its domestic 

enterprises have allowed Chinese companies to maintain an advantage in international 

competition. This has led to an unfair trade environment in German and Chinese trade 

relations (Zimmermann, 2017). In addition, the US and EU have expressed concerns 

about some Chinese companies, which stand accused of intellectual property theft and 

Chinese protectionism, which has worried Germany (Deutsche Welle, 2018b). 

According to Mazumdaru (2018), concerns about the lack of transparency of the 

Chinese market have led Germany to tighten up foreign acquisitions, following a trend 

towards German protectionism.  

 There is a clear difference between Made in China 2025 and the German Industry 

4.0. Made in China 2025 is a state-led industrial policy. To achieve the goal of global 

technology leadership, the Chinese government has used policy subsidies and funded 

support for the mobilisation of Chinese enterprises to acquire foreign key enterprises 

and increase intellectual property acquisitions. The Made in China 2025 is a 

manifestation of China’s new mercantilism and state capitalism. By contrast, Germany 

does not use subsidies as an effective tool to support industrial policies. Industry 4.0 

does not provide subsidies to companies, but rather provides research and development 

support. In addition, the program is open to participation from other countries. This 

highlights the openness of the German Industry 4.0 (European Chamber, 2017; McBride 

& Chatzky, 2019). 

 The US think tank Information Technology and Innovation Foundation (ITIF) has 

pointed out that Made in China 2025 illustrates China’s state capitalism and new 
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mercantilism. China wants to take a leading position in the semiconductor, cloud 

technology, aerospace industry, and biotechnology industries through Made in China 

2025. Chinese new mercantilism will enable it to achieve this goal faster. These 

practices include a subsidy for Chinese enterprises, forced technology transfers and 

intellectual copyrights for foreign companies, restrictions on market access, and 

preventing foreign companies from acquiring important natural resources owned by 

China. Although no country is completely free from mercantilist policies, China differs 

in that its state has much more control over the economy, and to the extent that no rule 

of law can restrict Chinese officials from implementing mercantilist policies (ITIF, 

2017). 

 China’s new mercantilism can also be seen in the implementation of the new 

Cybersecurity Law in 2017. This emphasises the protection of personal information and 

privacy and preventing terrorism. However, some of its parts, such as requiring finance 

and telecommunication industries to undergo security checks and mandatory storage of 

data in China, will increase foreign companies’ operating costs and give Chinese 

companies an unfair competitive advantage. However, its ultimate goal may be to 

provide protection and support for Chinese high-tech companies that are currently less 

competitive (New York Times, 2016). Foreign companies in China have repeatedly 

expressed their concern about the Cybersecurity law. More than 40 global business 

groups from America, Europe, Asia and Oceania sent a letter to Chinese Premier Li 

Keqiang, expressing their serious concerns. The letter pointed out that many parts of the 

law are actually trade barriers, seriously weakening the competitiveness of international 

companies in the Chinese market (BBC, 2017; Business & Human Rights Resource 
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Centre, 2017). The German Ambassador to China, Michael Clauss, pointed out that 

many definitions in the law are unclear, and that the regulations stipulated that company 

information should be stored in China, which seriously disrupts operations. This is 

equivalent to using non-tariff trade barriers to push foreign companies in the industrial 

sector out of the Chinese market (The Liberty Times, 2017). 

3.2.4 The Reasons for Chinese Investment in Germany   

 Germany is the most popular destination and offers the low political risks for 

Chinese investors (Bian & Emons, 2017; IWEP, 2018). Szepan (2017) believes that 

China will continue to show its enthusiasm for investing in Germany. Its acquisition of 

German companies to upgrade industry is a way to achieve its national interests. The 

Going Out policy and Made in China 2025 encourage Chinese companies, especially 

SOEs, to invest in Germany, both to support strategic industrial development and for 

political gain. The goal is to make China a global leader in innovation and high-tech 

manufacturing and expand its influence in the EU. Germany has advanced 

manufacturing technology, precision machines, and outstanding talent, all of which 

mean that investing in Germany is in line with China’s national strategy. Moreover, 

close Sino-German economic relations can be a diplomatic tool for China to develop 

relations with other EU countries and Germany’s leadership in the EU can help it expand 

its influence across Europe. Germany’s friendly relations with China can serve as a 

model to increase opportunities for EU-China cooperation (People.cn, 2018b). 

 When China enhances its self-sufficiency in technology, it will reduce its concerns 

about national security. Its strategic thinking about technology upgrades is due to its 
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growing concern about security. The impact of technology on military capabilities is 

increasing and China is investing heavily in advanced technology to enhance its national 

security. For example, the Beidou satellite system is one of the projects supported by 

the Made in China 2025 strategy. Its main goal is to accelerate the construction of 

aerospace infrastructure and to form long-term and stable spatial information services 

like satellite remote sensing, communication and navigation (DW News, 2018; South 

China Morning Post, 2018). It was officially launched in 2018 and is one of only four 

navigation systems globally with the ability to serve the world (the others are the US 

GPS, Russia’s Glonass, Europe’s Galileo). Before the Beidou satellite system launched, 

China had relied on the US GPS system. Its launch indicates that China has somewhat 

shed its dependence on the US GPS system. To date, Beidou is operative in major 

countries along the BRI. With its implementation, China’s military power will also be 

significantly enhanced, due to the system’s ability to ensure the more effective operation 

of weapons with the support of satellite positioning and navigation (DW News, 2018). 

 In addition, close economic relations and low political conflict between China and 

Germany make Germany a low-risk investment destination. China is neither a military 

threat nor geographically adjacent to Germany, making it easier for Chinese investors 

to access the German market (Griffin＆Pantucci, 2007). Germany’s stable political 

environment is also the main reason it attracts Chinese investors, especially when the 

US and China are locked in an escalating trade battle. Since Donald Trump took office, 

the US trade and investment policy has imposed more restrictions on China, which can 

be seen in the Sino-US trade war since March 2018. The Chinese government’s 
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declaration of some economic policies and subsidies for its own companies, especially 

those included in Made in China 2025, threatens the US. The negotiations between 

Beijing and Washington include intellectual property rights protection, technology theft 

and immediate trade protection issues, such as the mechanism for forcing the 

establishment of joint ventures and some administrative control issues. The Chinese 

state’s ability to intervene in the market has been advantageous, and China is now 

accused of violating the principle of reciprocity and making trade relations. These are 

all serious complaints from many countries around the world, including Germany 

(Balding, 2018; Kwing, 2018). Under the increasing tension and uncertainties of Sino-

US relations, China will increase its enthusiasm for consolidating cooperation with 

European countries (Sputnik, 2018).  

3.3 Conclusion 

 This chapter mainly analyses the Sino-German relations after the Cold War, Sino-

German economic relations and China’s strategy for investing in Germany. The 

arguments in Chapter 2 point out that China’s Going Out policy is a manifestation of 

economic nationalism. China has enhanced national economic and security interests by 

means of state intervention and trade protectionism. This chapter finds that Chinese 

investment in Germany is also an embodiment of the theory of economic nationalism, 

and more specifically, it is the offensive variant of economic nationalism. The Going 

Out policy and Made in China 2025 are state-led strategies that instruct Chinese 

companies to invest in Germany. This is a national behaviour through which the Chinese 
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state strategically pursues its own national interests. However, at the same time, it may 

undermine the interests of Germany. 

 First, new mercantilism can be seen in the trade relationship between China and 

Germany. In order to maximise state power and wealth, China controls the market 

through economic regulation, and creates the most favourable trade mechanisms for 

itself. It protects the Chinese market through industrial policies and subsidies for its own 

domestic enterprises, to help them maintain their advantage in the face of competition 

from foreign companies. Compared with the openness of the German market, China has 

strict restrictions on foreign investment. The government strictly protects certain 

strategic industries, including natural resources, the power grid, agriculture, banking, 

and automobile industries, in which German companies find it difficult to invest. In 

addition, due to the powerful Chinese state and imperfections in the law, it is relatively 

easy for China to implement mercantilist policy. For example, the Cybersecurity Law 

may become a way for the Chinese government to protect domestic industries and 

control foreign companies. With state intervention in the market, China has more 

advantages in trade. Its industrial policy is a major obstacle preventing foreign 

companies accessing the domestic market. The Going Out policy and Made in China 

2025 create a command economy that instructs companies to invest in industries that 

are beneficial to the Chinese national strategy. China pursues national interests from 

investing in Germany through its protectionist policies. 

 Secondly, Chinese SOEs’ investment in Germany amounts to Chinese state 

capitalism. SOEs play a significant role in China’s OFDI in Germany. This means that 
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SOEs dominate Chinese investment in Germany. Chinese companies investing in 

Germany are mostly controlled by the state and most of their investment is encouraged 

by the Going Out policy and Made in China 2025. In line with its economic and 

industrial policies, Chinese enterprises heavily acquire German companies with 

advanced technology and good reputations. China hopes to become a global technology 

leader through the Made in China 2025 policy; it is a state-led industrial upgrading 

strategy. By acquiring advanced German manufacturing companies, China enhances its 

innovative and technological capacity. As its state-owned and private companies pursue 

Chinese national goals, the strategy represents its state-led economic system; Chinese 

investments in Germany is driven by China’s national strategy. In addition, under Made 

in China 2025, China supports the development of domestic companies in key areas 

through policy subsidies, financial support, which increases its participation in the 

market. 

 Thirdly, Chinese investment in Germany works in the national interest by 

promoting Chinese manufacturing, which plays an important role in its economic 

structure. After decades of rapid growth, the global factory model of the past based on 

low cost productive labour has begun to lose its advantage due to the rise of other 

developing countries. China’s competitiveness has begun to decline due to a reduction 

in its labour force, rising salary levels, and bottlenecks in technological development, 

so it is currently in the national interest to drive a new round of economic growth and 

avoid the middle-income trap. The Chinese government believes that this goal can be 

achieved through the development of important industries such as the advanced 

manufacturing and technology industries, which will help it achieve technical self-
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sufficiency. Made in China 2025 confirms that China regards the modernisation of 

manufacturing as a national priority. Its investment in Germany shows that its goals are 

to make Chinese companies more competitive, to achieve local production, and to 

enable Chinese companies to realise value-added chains in production and innovation 

networks. In addition, expanding its economic relations with Germany can also expand 

China’s influence in Europe, as a good relationship between China and Germany may 

enable China to get more support from European countries when promoting the BRI.  

 Fourthly, by investing in Germany China has improved its national security. 

Investing in Germany seems to be a purely economic activity, but China’s national 

strategy also includes self-sufficiency in technology to ensure national security. 

National security and technology are inseparable because technology has changed the 

way war is done. Technology will therefore have a major impact on national security 

and military operations and German technology is of particular interest to China. At the 

same time, when China improves its high-tech industries, it will threaten Germany and 

other countries. The US and other developed countries already believe that China’s 

efforts to develop advanced technologies will produce national security issues. Made in 

China 2025 includes the development of other emerging industries vital to national 

defense. For example, the goal of developing high-tech equipment for aerospace 

technology is to establish an independent and complete aviation industry including more 

powerful rockets and better satellites.  

 Fifthly, China pursues relative gains in the Sino-German trade relationship. Even 

though China has repeatedly stressed that the trade relationship with Germany is 
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mutually beneficial, Merkel has called on China multiple times to open up its market 

more, because some German companies have found that it is not easy to enter the 

Chinese market. As mentioned above, trade protectionism can be seen in the trade 

relationship between China and Germany, most recently in China’s promotion of the 

Going Out policy and Made in China 2025, which encourage Chinese enterprises to 

invest in Germany. However, due to China’s strict restrictions on foreign investment, 

and the lack of transparency in market mechanisms, German investment in China often 

stalls. China remains one of the countries that impose the greatest restrictions on foreign 

investors. China is a trade protectionist because it creates many rules to gain relative 

advantages in the market, which makes the Sino-German trade relationship has 

unfairness. In addition, China has acquired German companies to improve its 

technological capabilities, which may threaten German industry in the future, especially 

as the Chinese government actively cultivates national champion firms. 

 Finally, Chinese investment in Germany reflects Xi’s perception of Chinese identity, 

which is that it needs self-sufficiency in technology, and to maintain state control over 

the national economy and its increasing military power. This identity led Xi to propose 

the BRI and Made in China 2025 policies, and led Chinese investors to choose Germany 

as a major investment country. These policies are the main reason for heavy Chinese 

investment in Germany, and are tied closely to the idea of the Chinese Dream, whose 

purpose is to enhance Chinese economic and military power. The Made in China 2025 

strategy shows China’s ambition to promote its industrial and technological capacities, 

which also could enhance its military and economic capacities. Made in China 2025 is 

consistent with the Chinese Dream, which emphasises the necessity for economic 
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restructuring and technological development, and these may become an opportunity for 

China to realise the Dream. A strong manufacturing industry is necessary to become a 

rich and strong country, and investing in advanced German manufacturing is the way 

China plans to realise its Dream. 
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Chapter 4 The German Response to Chinese Investment 

 As interaction between China and Germany becomes more frequent, the 

relationship between the two countries has become closer, especially the economic 

relationship. Since the end of the Cold War, economic development has become 

Germany’s priority, and is key to achieving its national interest. From China’s economic 

growth, therefore, Germany hopes to derive greater economic strength through their 

exchanges. Since China implemented its Going Out policy and Made in China 2025, 

Germany has become a key target for Chinese investors. However, the scale of Chinese 

companies’ investment in Germany is increasing, and the fact that most of them are 

SOEs makes Germany worry that Chinese investment in Germany has strong political 

implications and has China’s economic interests at heart.  

 In addition, China invests mostly in Germany’s advanced manufacturing and 

technology, which includes sensitive industries. This may jeopardise German national 

security. Finally, China’s trade protectionism denies reciprocity in Sino-German trade 

relations, which gives China a greater advantage and challenges Germany’s position as 

a manufacturing superpower. Since 2017, Germany has increased the intensity of its 

scrutiny, and strengthened its control of foreign investment. The move is considered to 

target Chinese investment in the main, and is a way for Germany to prevent hostile 

Chinese takeovers. The argument of this chapter is that Germany’s strengthening of its 

control over Chinese investment is protectionism, which suggests that its attitude in 

response to Chinese investment in recent years is in line with economic nationalism. 
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 This chapter analyses the German response to Chinese investments in recent years 

by closely studying 10 Chinese M&A transactions in Germany, based on data provided 

by the China Global Investment Tracker (CGIT). The chapter first explores the 

reliability of the CGIT and the basis for selecting samples for analysis. It then analyses 

the 10 investment transactions chosen from the CGIT to explore the attitudes of the 

German government. Moreover, the business community and public opinion towards 

Chinese investments will also be discussed. As in previous chapters, economic 

nationalism provides a very important framework for analysing Chinese investments in 

Germany and discussing the reciprocity and protective elements in Sino-German 

economic and trade relations.  

4.1 About the China Global Investment Tracker 

 The CGIT from the American Enterprise Institute and Heritage Foundation is 

widely used by many scholars to analyse Chinese investments, among whom are 

Andreosso-O’Callaghan and Dathe (2016: 143), Jenkins (2018: 118), Mlachila & Misa 

(2011: 11), Fisch (2017: 3), Kim (2015: 14), Eberling (2017: 24), Yung et al (2014: 5-

6), Luo, Qi and Hubbard (2017), and the World Bank document written by Pigato and 

Tang (2015: 12). The CGIT is the only fully public database that measures Chinese 

overseas direct investment since 2005 of more than US$100 million (Scissors, 2018). It 

covers a much wider range than the Chinese Ministry of Commerce database, and 

captures, in a more precise way than official government data, the final destination of 

Chinese investments (Yung et al., 2014: 5-6; Pigato and Tang, 2015: 12).  
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 Since the data is based on media reports, which may include investments that are 

still in the planning stage, it may overestimate the amount of investment that has actually 

occurred (Mlachila & Misa, 2011: 11; Jenkins, 2018: 118). In addition, the CGIT does 

not include projects under US$100 million, which is a threshold that many Chinese 

investors cannot reach (Pigato and Tang, 2015: 12; Luo, Qi and Hubbard, 2017). Despite 

this, the CGIT is a reasonable and reliable database for tracking large-scale Chinese 

overseas investments. Compared with other private databases, its biggest advantage is 

that it is fully public, which enables users to immediately react to potential errors or 

inaccuracies when using the data, and gives the authors of CGIT the opportunity to 

modify and correct data every six months. In addition, there is a strong correlation 

between the level and growth rate of CGIT and the overall data of the Chinese Ministry 

of Commerce (Scissors, 2012). In many databases (including MOFCOM, Zephyr, 

Thompson-Reuters, etc.), the first destination is used as an investment destination, such 

as Hong Kong, the British Virgin Islands, and the Cayman Islands, which are known as 

tax havens, so it is impossible to know the real investment destination. In contrast, the 

CGIT’s investment destination is the final rather than the first destination, so the data is 

more in line with the actual investment situation (Liao & Tsui, 2012; Luo & Qi & 

Hubbard, 2017). Comparing CGIT data with MOFCOM and UNCTAD’s on Chinese 

FDI, it can be seen that the direction and trend seem similar (Pigato & Tang, 2015: 13). 

In practice, there is also a strong correlation between the level and growth rate of CGIT 

and MOFCOM data (Scissors, 2012; Luo, Qi & Hubbard, 2017). 

 With the increase in economic and trade exchanges, China-Germany economic 

relations have become increasingly close. Germany was the second largest recipient of 
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China’s OFDI in Europe between 2000 and 2014. By 2018, Germany became the 

China’s largest OFDI recipient in Europe. According to the CGIT, there were 62 

Chinese investments of more than US$100 million in Germany from 2005 to 2018. 

Transport, real estate, technology, industry, and finance are the majority of those 

Chinese investments (see Figure 11), and the amount invested has increased 

dramatically, especially in 2016 (see Figure 12). There are also 4 troubled transactions 

between 2005 and 2018 recorded in the CGIT. Analysing these four transactions will 

help to understand the shift in German attitudes to Chinese investment in recent years. 

 

  

Figure 11. Industrial distribution of Chinese investment in Germany: 2005-2018 

Source: The CGIT, the American Enterprise Institute and Heritage Foundation, 2019 
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Figure 12. The trend of Chinese investment in Germany: 2005-2018 

Source: The CGIT, the American Enterprise Institute and Heritage Foundation, 2019 
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also the samples to analyse to see whether the German response to Chinese investment 

is in line with economic nationalism. 

Table 1. Chinese troubled investments in Germany: 2005-2018 

Year Buyer Seller (Sector) Quantity in Millions 

(US dollars) 

2008 China Development 

Bank 

Dresdner Bank (Finance) 13900 

2015 Fosun BHF Kleinwort Benson 

(Finance) 

740 

2016 Fujian Grand Chip Aixtron (Technology) 740 

2018 Beijing Auto Borgward (Automobile) 270 

Source: The CGIT, the American Enterprise Institute and Heritage Foundation, 2019 

  According to media reports, the reason for the troubled investments in the cases 

of BHF Bank and Borgward is buyer withdrawal. The Financial Times (2015) pointed 

out that Fosun canceled the acquisition of BHF because the chairman, Guo Guangchang, 

was involved in an unspecified investigation and was detained. Foton Motor, a 

subsidiary of Beijing Auto, acquired the German car brand Borgward in 2016. However, 

by 2018, Borgward’s continued losses and high debts caused Foton to decide to sell a 

67% stake in Borgward, which was finally bought by Changsheng Xingye, a Chinese 

company based in Xiamen (Sina, 2018; Gasgoo, 2018; Xinhua, 2019). 

 In addition to the BHF Bank and Borgward cases, the cases of Dresdner Bank and 

Aixtron have been much discussed due to their sensitivity, and Chinese investors were 

frustrated by political factors. In reviewing these two investments, it is therefore worth 
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analysing Germany’s attitude and reaction to these. Besides Dresdner Bank and Aixtron, 

two highly discussed Chinese M&As of German companies which were not recorded 

in the CGIT database are also important cases for analysing the German attitude to 

Chinese investments, because the government believes they may be dangerous to 

national security. These are the State Grid Corporation of China’s takeover of 50Hertz, 

and Yantai Taihai’s takeover of Leifeld, respectively. Thus, in this section, the cases of 

Dresdner Bank, Aixtron, 50Hertz, and Leifeld will be analysed. 

 In 2008, the state-owned China Development Bank (CDB) attempted to acquire 

Dresdner Bank, a subsidiary of the German insurer Allianz Group, and proposed a more 

favourable acquisition offer than the rival German Commerzbank. Eventually, even 

though the purchase price proposed was higher than that of Commerzbank, Allianz sold 

the troubled Dresdner Bank to Commerzbank (Deutsche Welle, 2008). The CDB 

acquisition of Dresdner Bank was supposed to be possible, and when it promised to 

reduce layoffs, the German trade unions were even more willing to let it take over 

(Financial Times, 2008). 

 However, the most important clients of Dresdner would have been concerned by a 

takeover like this because it was very likely that those Chinese buyers would get access 

to the business information (Financial Times, 2008). Another reason is political. Allianz 

intended to sell Dresdner Bank to the CDB, but received no support from the German 

government. The German government was worried that sovereign wealth funds from 

Asia or the Middle East would enter the German financial industry, and hoped that 

Commerzbank would take over Dresdner (TIME, 2008). The Christian Democrat 
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Union’s business expert Michael Fuchs said that it was impossible to imagine that 

German banks could be sold to Chinese investors. He said that Germany must 

consolidate domestic enterprises rather than relying on foreign investment and 

cooperation (Deutsche Welle, 2008). 

 The German government’s refusal of this transaction may be due to the fact that 

German banks have a significant influence on the domestic market. Since Germans tend 

to deposit money in banks rather than investing, the savings rate in Germany is high and 

banks have always played a central role in German finance and economy. They have a 

close and interdependent relationship with German companies. On the one hand, the 

banks are an important source of finance for enterprises; on the other, enterprises are 

their indispensable customers. In order to promote economic development, the German 

government has given full support to the banks. In addition, German law allows banks 

to hold shares in enterprises, so banks also have a big voice in business decision-making 

(Solsten, 1995; Cable, 1995; Zhang, 2017: 160-166). Given their influence on the 

German market, therefore, selling German banks to foreign investors could have 

adversely affected the stability of the German market. When the buyer was a Chinese 

state-owned bank, and the amount of investment involved was huge, the German 

government obviously worried about the political implications of this transaction. 

 The case of Fujian Grand Chip’s takeover for Aixtron in 2016 revealed similar 

issues. In September 2016, the German Federal Ministry for Economic Affairs and 

Energy (BMWi) approved China’s Fujian Grand Chip Investment Fund (FGC) to 

acquire approximately 65% of German chip manufacturer Aixtron’s shares. However, 
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a month later, BMWi announced the withdrawal of the permit previously issued to the 

FGC to acquire Aixtron, and restarted the corresponding evaluation procedure. Matthias 

Machnig, State Secretary at BMWi, said the reason for restarting the evaluation process 

was that the German government had received some security-related news, but he 

declined to disclose more information (Phoenix, 2016). 

 Informed sources claimed that Germany restarted the investigation because it 

received notice from the US regulatory authorities. Aixtron was informed that there 

were national security concerns about the acquisition, and it was suggested that both 

parties abandon the plan, although the reason given by the Committee on Foreign 

Investment in the United States (CFIUS) was not specified (TechNews, 2016; New 

York Times, 2016). CFIUS is the US administration that manages foreign investment 

and examines the impact of foreign investment in the United States on national security; 

it consists of the US Department of Commerce, the US Department of Justice, and the 

US Department of Defence (Moran, 2009: 3). Although this particular acquisition did 

not occur in the US, the US market is a very important part of Aixtron’s business, which 

therefore had to take into account the US factor (New York Times, 2016). Eventually, 

US President Barack Obama issued a presidential action, claiming that there was 

evidence that the merger could endanger US national security. The Chinese Foreign 

Ministry responded that this was an unfounded accusation (Reuters, 2016c), but in the 

end, the FGC announced it had abandoned its takeover offer due to its failure to obtain 

the CFIUS approval (Financial Times, 2016). 
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 The US government played a key role in this failed transaction. The US government 

has always been concerned with China’s mastery of semiconductor-related core 

technologies. Semiconductors are used in a wide range of areas, including making 

mobile device and sophisticated weapon systems. Therefore, the US believes that 

China’s semiconductor industry expansion strategy may threaten US national security. 

In this case, the German government withdrew its previous approval of the transaction 

in order to prove to the US that it had sufficient control over Chinese investment. In 

addition, Xiamen’s local government is a shareholder of the FGC, which made both the 

US and Germany question whether the deal was supported by the Chinese government. 

 50Hertz is a case in which the German government blocked Chinese investment 

with means that went beyond foreign investment regulations. 50Hertz is one of 

Germany’s four largest power transmission companies and plays an important role in 

German energy industry (Financial Times, 2018). The State Grid Corporation of China 

originally expected to bid between EU800 million and EU1 billion to acquire a 20% 

stake in 50Hertz. Deep doubts about the Chinese SOE’s intention in investing in 

German power infrastructure were immediately raised in Germany. The Belgian grid 

operator Elia, which owns a 60% stake in 50Hertz, announced its decision to exercise 

its preemptive right6 to acquire a 20% stake in 50Hertz for EU975.6 million (about 

US$1.2 billion) and subsequently sold them to the state-owned bank of German 

Reconstruction Credit Institute (KfW), an arrangement that the German government 
                                                 
6 This is a privilege granted to shareholders to protect their interests when the company issues new 

shares. It also prioritises shareholders in terms of purchasing shares that other shareholders intend to 

sell.  
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could be seen to be behind. Matthias Machnig, the state secretary of BMWi, made it 

clear that “we have to figure out the strategic mergers and acquisitions that foreign 

governments are behind, and they must be blocked if necessary” (CNA, 2018). It is 

noteworthy that at the time, German government control over foreign investment was 

only applicable to transactions involving more than 25% of share acquisitions. Although 

this transaction complied with the rule, the German government blocked it all the same 

(Becker et al, 2018).  

 The German economy and finance ministries said in a joint statement that the 

German government purchased a 20% stake in 50Hertz for national security reasons, 

effectively preventing Chinese investor State Grid Corporation of China from acquiring 

majority shares in the company (Deutsche Welle, 2018a). According to them “The 

German government is highly interested in the protection of sensitive energy 

infrastructure for security policy considerations. Both the public and the business circles 

expect a reliable energy supply” (Deutsche Welle, 2018b). 

 The 50Hertz case shows that the German government used political means to 

intervene in the market. The aim was to keep the important infrastructure in the hands 

of the German state to ensure national security. As Chinese companies invest in more 

industries, the number of investments in sensitive industries is increasing, which has 

made the German government aware of the need to pay attention to the strategic 

intentions behind M&A investments and to stop such mergers when necessary. This 

transaction was considered to be harmful to German national security because it 

involved energy infrastructure and as such was listed as ‘Critical Infrastructure’. This is 
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listed as sensitive industry, according to the German government, and is defined as 

“organisations and facilities of major importance to the community whose failure or 

impairment would cause a sustained shortage of supplies, significant disruptions to 

public order or other dramatic consequences” (Jackson, 2013: 10). This broader 

definition of critical infrastructure gives the German government more flexibility to 

intervene in foreign investment.  

 The case of Yantai Taihai’s takeover of Leifeld in 2018 also deserves special 

attention. The German government voted on 1 August 2018 to deny the Chinese state-

owned Yantai Taihai Group’s acquisition of Leifeld Metal Spinning, a German 

manufacturer of precision machinery. This is the first time Germany has blocked foreign 

capital by veto (Deutsche Welle, 2018b; Deutsche Welle, 2018c). It is also the case that 

Germany has vetoed China’s M&As if they constitute a threat to national security or 

public order, as mentioned in the German Federal Regulation on Foreign Trade (AWV). 

This has been so since the 2017 amendments that required BMWi to investigate a 

transaction when investors outside the EU wanted to acquire at least 25% of the German 

company (BMWi, 2017). In this regard, because Leifeld is an important producer of 

precision metals in the German automotive, space and nuclear industries, aviation, and 

many crucial technologies, BMWi believed that the acquisition could involve national 

security issues (ETtoday, 2018). In the context of the German government’s policy of 

tightening its regulation of foreign investment in 2018, the ban is likely to be a landmark 

(Jungermann & Hristov, 2019). 
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 National security concerns are the most common reason for Germany to stop 

Chinese investment. However, national security refers to a wide range of issues. The 

German government’s explanation for blocking this transaction is rather unclear. 

According to media reports, the national security concerns conveyed by BMWi to 

Leifeld were not clear. Leifeld’s president and shareholders repeatedly told the media 

that their products had no value for military use. The German media revealed that Yantai 

Taihai had business with Pakistan, where terrorism prevails and this made the German 

government worry that Leifeld’s technology could be used to support terrorists. 

Government used a vague definition of national security to give it more room to control 

foreign investment.  

 By analysing these four cases, it can be seen that German sellers were very willing 

to sell their companies to Chinese investors, but the takeovers all failed because they 

were not supported by the German government. The German government’s 

consideration of these cases was based on national security, protecting sensitive 

industries, doubts about the motivations of Chinese capital, the involvement of US 

political forces, and the possibility of foreign governments controlling the German 

market. In assessing the impact of foreign investment on national security, Germany 

considered several key points. First, whether an M&A would undermine the supply of 

key technologies and services in Germany; second, whether China would acquire key 

technologies to improve its military capabilities; and finally, whether Germany has the 

ability to mitigate a Chinese buyer’s control of the company, such as restrictions on 

voting rights and which members of the acquiring company sit on the board. Table 2 
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below summarises the German government’s doubts, decision-making and the final 

outcome for these four Chinese investments.  

 

Table 2. The German government’s response to Chinese investments 

Year Buyer Seller (Sector) Process Concern 

2008 
China Development 

Bank  

Dresdner Bank 

(Finance) 

Not supported by the 

German government/ 

Commerzbank took over 

Dresdner Bank. 

Market 

stability 

2016 Fujian Grand Chip 
Aixtron 

(Technology) 
the US involvement 

National 

security 

2018 
State Grid Corporation 

of China 

50Hertz 

(Energy) 

The German government 

bought the 20% stake in 

50Hertz. 

National 

security 

2018 Yantai Taihai 
Leifeld 

(Technology) 

denied by the German 

government 

National 

security 

  

 Concern about national security is the main reason that Germany blocked Chinese 

investment in all these cases. However, the definition of national security is different in 

different countries (Byrne, 2006; Wolf, et al., 2011; Jackson, 2013; Hasnat, 2015). 

Technology and crucial infrastructure industries are important for Germany’s national 

security which can be seen in the cases of Aixtron, Leifeld, and 50Hertz. Germany 

clearly pointed out that advanced technology, dual-use products and network 

technology may raise concerns about national security. Industries holding personal data 
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are also considered sensitive to national security. This shows that globalisation and 

development of technology have brought about interdependence, generated interests 

and threats, and expanded the concept of sensitive assets. These have changed the 

concept of national security in some countries, which becomes about trying to prevent 

certain people from acquiring relevant assets from anywhere. Germany protects its 

national security by denying access to sensitive data or technology and lowering the 

threshold for reviewing foreign investment (OECD, 2018a; OECD, 2018b). In addition, 

Chinese investors may deprive Germany of intellectual property and technology after 

purchasing foreign assets and lay off employees in a short period of time, which will 

undermine Germany’s competitive advantage (Wang, 2000; Feng, 2009). 

 Hasnat (2015) pointed out that the concept of national security has been expanded 

to include critical infrastructure. Many developed countries including Germany pay 

special attention to infrastructure and regard it as an area of basic security interest, but 

different countries have different definitions of critical infrastructure. Investment in 

sensitive critical infrastructure such as nuclear power plants is also quite sensitive, with 

the potential for spying, control and destruction. Most countries do not have a clear 

definition of the term critical infrastructure, which provides more freedom for the 

governments to interpret things in any way they like and gives them more flexibility to 

deal with particular cases and circumstances (Koenig, 2018; OCED, 2018).  
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4.1.2 Chinese Successful Transactions in Germany 

 While analysing troubled transactions, it is also important to note the largest 

Chinese M&As in Germany in recent years. This section analyses the six largest 

transactions between 2016 and 2018 according to CGIT data (Table 3), exploring the 

purpose of these Chinese M&As and the German government’s attitude. Lastly, it will 

figure out the determining factors in successful and failed transactions. 

Table 3. The 6 biggest Chinese investments in Germany: 2016-2018 

Year Chinese Entity Transaction Party (Sector) 
Quantity in Millions 

(US dollars) 

2016 Beijing Enterprises EEW (Energy) 1590 

2016 Three Gorges WindMW (Energy) 1540 

2016 Midea Kuka (Technology) 4680 

2017 HNA Deutsche Bank (Finance) 1360 

2017 Weichai Kion (Construction) 1420 

2018 Geely Daimler (Autos) 9030 

Source: The CGIT, the American Enterprise Institute and Heritage Foundation, 2019 

 In 2016, the Chinese State-owned Beijing Enterprises Holdings Limited (BEHL) 

bought 100% shares in EEW Energy from Waste GmbH (EEW), an energy-from-waste 

company in Germany with a transaction value of US$1.6 billion (Reuters, 2016a). It is 

worth noting that the transaction volume of this acquisition set a record for Chinese 

direct investment in German companies, at nearly double the total amount invested in 
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overseas M&As in the energy industry in 2015. The BEHL said it is a major move by 

the Group to go global, to expand to overseas markets, practice green development 

vision, and invest in line with BRI strategy. It would help the BEHL expand its solid 

waste treatment business and consolidate its position in the industry. At the same time, 

solid waste treatment technology could also be introduced into the Chinese market. The 

acquisition was quickly approved by the German government, reflecting its direct 

support for Sino-German cooperation on green development (Market Screener, 2017). 

 WindMW is another case in which China invested heavily in the energy industry. 

In 2016, Blackstone agreed to sell its 80% stake in German WindMW GmbH to the 

Chinese State-owned Three Gorges Corporation (CTG). The transaction value was 

US$1.5 billion. WindMW was the owner of one of Germany’s largest offshore wind 

farms, and CTG is China’s largest hydropower operator (China Daily, 2016; Reuters, 

2016b). The agreement was signed during a three-day visit to China by Merkel and 

Chinese Premier Li Keqiang in June 2016. The visit was accompanied by 20 German 

company executives. According to data from Bloomberg New Energy Finance, China 

was the world’s largest renewable energy investor in 2015, with a total investment of 

110.5 billion US dollars, almost double the amount of US investment (KKnews, 2016). 

 In the two energy-related cases of EEW and WindMW, there was active support 

from the German government. This shows that China and Germany have reached a 

substantial consensus on green energy cooperation. Germany supports China’s efforts 

to develop clean energy and environmental protection issues. However, it must be 

pointed out that in the 50Hertz case in 2018, Germany’s attitude turned into strong 
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opposition, and that there were national security concerns, because 50 Hertz distributes 

electricity to more than 18 million people and companies (Marray, 2018). For the 

German government, 50 Hertz is a vital part of crucial infrastructure, which is the main 

reason the government blocked the deal. 

 The Kuka case caused much controversy in Germany because of the company’s 

strategic significance. In 2016, China’s appliance maker Midea (a private company) 

acquired Kuka, one of the world’s top four robot manufacturers. Midea spent a total of 

US$5 billion and acquired a total of 82% shares in Kuka (CGIT, 2018). The biggest 

obstacle they encountered in the acquisition came from both the EU and the German 

government. Eventually, the German government said that the acquisition did not 

jeopardise its national interests and that it would not formally investigate the merger 

under German law. Sigmar Gabriel, the German Minister of BMWi, had sought 

European companies to bid for the Kuka Group, hoping to keep control within Europe, 

while German Chancellor Merkel said during her visit to China that she would not block 

the deal. The huge volume of this transaction caused controversy in the EU, prompting 

concern about the transfer of high-end technology to Chinese companies (Deutsche 

Welle, 2016; New York Times, 2016). Kuka was a very controversial case, with the 

German government hesitating to support the merger, mainly because the company 

provides industrial robots for many automobile manufacturers, and consequently has a 

considerable amount of sensitive and confidential information. Hopner and Buchenau 

(2016) pointed out that the German government finally supported this transaction 

because Midea was committed to establishing its headquarters in Germany after taking 

over. This meant that the patent information would remain in German hands, and that 
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Germany would retain its existing jobs. However, it was this case that made Germany 

begin to rethink Chinese investments. 

 In 2017, the Chinese conglomerate HNA Group acquired 5% shares of Deutsche 

Bank with a value of US$1.3 billion (CGIT, 2018). HNA is the parent company of 

China’s largest private commercial airline, and has been making overseas acquisitions 

in recent years with the goal of becoming one of the world’s largest integrated 

multinational companies. Its business includes aviation, finance, real estate, logistics, 

hotels, tourism and eco-technology (China Daily, 2017). In addition, HNA claims to be 

a private company, but actually has a close relationship with the Chinese government 

(Liberty Times, 2017; New York Times, 2017; Collier, 2018: 35-38). Deutsche Bank is 

the largest bank in Germany. However, after two years of losses in 2015, it also faced 

huge fines from the US Department of Justice, so it actively sold its shares and sought 

buyers. The German domestic media greatly appreciated this deal. Süddeutsche Zeitung 

(a German newspaper) reported on the investment with the headline ‘Gut, dassdie 

Chinesen Kommen’ which means ‘Good! The Chinese are coming’ (Süddeutsche 

Zeitung, 2017). The Deutsche Bank case had no opposition from the German 

government, and the deal was supported by the media and business community. This 

was probably related to the debts and dilemmas it was facing, and no other company 

was willing to buy it. Moreover, compared with the failed case of Dresdner Bank in 

2008, Deutsche Bank was a small transaction and the buyer was not China’s state-

owned bank which has raised less concern.  
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 In 2017, Chinese Weichai Power acquired an 18% stake of Kion with a value of 

US$1.4 billion (CGIT, 2018). Weichai is a Chinese state-owned automotive and 

equipment manufacturing company. It is a key enterprise supported by the Chinese 

government (Weichai, 2019). The Kion Group is one of the leading providers of 

integrated supply chain solutions in Germany. Its product portfolio includes forklift 

trucks, warehouse technology, and supply chain solutions (Kion, 2017). In the European 

market recession, Kion faced a heavy burden of debt. Like other Chinese investors, 

Weichai was willing to spend a lot of money on German companies with financial 

problems but their own advanced manufacturing. Weichai was quite active in the 

acquisition of Kion (Wang & Lu, 2016: 130-131). This case did not raise the German 

government’s concern, probably because it did not touch the sensitive area of national 

security. Sun Shaojun, the executive president of Weichai pointed out that most of 

Weichai’s overseas mergers did not involve sensitive industries, so there were no major 

obstacles in host countries (Yang & Chen & Tang, 2018: 95-96).  

 The last case is that Chinese private Automaker Geely purchased a US$ 9 billion 

stake (10%) in the German automotive company Daimler, the maker of Mercedes in 

2018 (Reuters, 2018). This was the biggest investment in global automakers by Chinese 

companies and raised some concerns about China acquiring German technology. The 

German government said that it would remain vigilant about Chinese investment and 

that this deal should not be used as a gateway for China’s industrial policy interests. It 

would not block the deal, but the Minister of BMWi Brigitte Zypries, said the 

government must pay special attention. Further, she claimed that “Germany is an open 

economy that welcomes investments, as long as they are consistent with the market” 
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(BBC, 2018). European countries were shocked by Geely’s huge purchase of 10% of 

Daimler’s shares, although the German government did not express a view before the 

transaction was completed. Afterwards, however, it announced a tightening of the 

regulations on foreign investment (New York Times, 2018). The Daimler case prompted 

the German government to review foreign investment in a more cautious and rigorous 

manner. 

 As can be seen from the above cases, Chinese investments that promise more for 

German companies are more likely to succeed. Those promises include job security for 

German workers, commitment to the location, and access to the Chinese market. 

Moreover, the German government tends to support non-sensitive industries, of which 

the definition has become clearer in recent years. Chinese investments in sensitive 

industries are more likely to be supported by the Chinese government. Compared with 

SOEs, Chinese private companies’ investments in Germany are more likely to succeed, 

which indicates that the German government believes that SOEs’ investments may have 

political implications, such as the theory that Chinese SOEs, which are supported by the 

Chinese government, wish to achieve national strategic goals. This implies that China 

may use SOEs’ investments to gain more than Germany, which has caused unfair trade 

relationships between China and Germany. Germany’s increasingly cautious attitude 

towards Chinese investment indicates the rise of German trade protectionism. In order 

to protect its own interests, Germany has tried to keep important technologies in German 

hands and block foreign investment to create a favourable trading environment. The use 

of political means to avoid adverse economic activities amounts to German trade 

protectionism. 
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4.2 The German Response to Chinese Investment 

 This section will first explore the German government’s attitude towards Chinese 

investment by analysing the two major German political parties’ views on this. Then it 

analyses how the German government’s National Industrial Strategy 2030 and its 

foreign investment regulations are consonant with economic nationalism. Lastly, the 

section analyses the business community’s attitude, as well as German public opinion 

towards Chinese investment. 

4.2.1 The German Government’s Attitude towards Chinese Investment  

 Among the German political parties, the Social Democratic Party of Germany (SPD) 

has been most concerned about Chinese investments, especially under the previous 

leader, Sigmar Gabriel, between 2013 and 2017. Sigmar Gabriel was previously 

Minister of BMWi, during which time he pointed out that although economic and trade 

exchanges with China are necessary, the Chinese market is not open enough. Chinese 

restrictions on foreign investment are strict, so China and Germany do not really have 

reciprocal relations. Gabriel believed that Chinese investment in the EU must be 

restricted and that China must abide by fair trade rules. He reminded China that 

international trade relations are based on fair competition and compliance with 

investment rules, and that Germany and Europe would not accept trading partners that 

violate these rules. Although foreign investors are very popular in Germany, the German 
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government is concerned that China may steal technology through Chinese SOEs’ 

investments (Larres, 2016; Ivanovitch, 2018). 

 Gabriel points out that Germany and China should avoid escalating economic 

conflict and must prevent a wave of protectionism because neither party will benefit 

from it. He fully understands the Made in China 2025 plan. Some Chinese investments 

in Europe involve key industrial technologies, but he emphasises that adherence to fair 

trade rules is a prerequisite (Larres, 2016; Ivanovitch, 2018).  He believes it is 

necessary to establish an economic alliance in the EU in order to compete with the 

heavily subsidised Chinese SOEs. The EU must sign an investment agreement with 

China to ensure mutual market openness and reciprocal relations. On the other hand, 

Germany must continue its direct economic cooperation with China. If China remains 

free to invest in Europe, it will not need to open up the Chinese market. Therefore, a 

strategy that limits Chinese investment is especially necessary in terms of technology 

and security policies (Gabriel, 2018). 

 The German government has taken different positions on the 2016 merger of Kuka. 

This can be seen in the attitudes of Merkel (Christian Democratic Union, CDU) and 

Gabriel (Social Democratic Party of Germany, SPD). Although it had the full support 

of Merkel in 2016, when it acquired Kuka, the Chinese company Midea was not 

supported in this deal by Gabriel, who immediately began to find ways to stop the 

transaction. Ultimately, due to strong resistance from the business community and Kuka 

itself, Gabriel could not prevent Midea from acquiring Kuka, which rejected the 

intervention plan developed by German politicians (Popławski, 2017). After Midea 
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bought Kuka, Germany has become concerned about China’s growing interest in 

German companies. This also allowed Gabriel to decide to introduce new investment 

restrictions and to conduct an in-depth review of Chinese investment, but some CDU 

politicians have been worried that the advice of the SPD-led BMWi may weaken 

Germany’s market economy mechanism (Popławski, 2017). The different attitudes of 

the CDU and the SPD can also be seen in the case of Huawei, 

China’s largest telecommunications company. In January 2019, The US launched a 

global boycott of Huawei on the grounds of national security and network security. The 

CDU and SPD held different views on whether to let Huawei build a 5G network for 

Germany. The SPD supported a complete ban on Huawei, but the CDU believed that 

such a ban would delay the launch of a German 5G network, leaving the German 

economy at a disadvantage (Barkin, 2019). 

 In the past, the CDU has maintained a relatively optimistic attitude towards Chinese 

investment and encouraged the development of bilateral economic and trade relations 

between the two countries. However, in his National Industrial Strategy 2030 draft, an 

industrial policy proposed in 2019 that aims to ensure the competitiveness of German 

industry, the current Minister of BMWi, Peter Altmaier, who is a leading member of the 

CDU, advocates that Germany should adopt a state capitalist approach to protect the 

German market. He has also pointed out that unwelcome foreign acquisitions must be 

prevented (Altmaier, 2019). This is believed to be a turning point in the CDU’s attitude 

to Chinese investment. The CDU has realised that the trade relationship between China 

and Germany is not equal and is trying to make changes (Chazan, 2019). Gratowski 

(2019) pointed out that the National Industrial Strategy 2030 attempts to respond to 
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unfair competition from China and the US. Even though Germany has had some form 

of industrial policy, neither the government nor either mainstream party like this kind 

of state planning so the National Industrial Strategy 2030 represents a shift in the 

German cross-party consensus. The CDU and the SPD have formed a consensus on 

dealing with competition from China and the US mainly because both parties realise 

that Germany is losing its market advantage. When China’s Midea acquired Kuka in 

2016, it created German insecurity about China’s acquisition of important German 

technology. The worry is that China will replace Germany as an advanced 

manufacturing superpower. The German political community is aware that Germany’s 

technological leadership is shrinking. 

4.2.1.1 The National Industrial Strategy 2030 

 In February 2019, German Minister of BMWi Peter Altmaier published a draft of 

the National Industrial Strategy 2030, which has not yet been officially approved by the 

government. This calls on the German government to support key industrial sectors in 

a targeted manner, increase industrial output value, ensure the competitiveness of 

German industry in Europe and the world, and ensure employment and prosperity in 

Germany (Altmaier, 2019).  

 The report ranks ten industrial sectors, including steel, copper, and aluminum, 

chemicals, machinery, automotive, optics, medical devices, green technology, defense, 

aerospace and 3D printing as key industrial sectors and considers these to be the core of 

German manufacturing. If Germany and the EU fail to succeed in taking the lead in 

disruptive technology, it is possible to quickly lose huge amounts of value-added space. 
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What is worrying is that the report says that there have been few new large companies 

in Germany for years. Moreover, some large German enterprises such as AEG, Grundig 

have long lost their lead. In the US and China, there have been a large number of new 

world-leading large enterprises in the past 20 years, especially in the fields of 

telecommunications technology, networking and digitalisation (Altmaier, 2019). In 

addition, electric vehicles, autonomous driving, digitalisation, and artificial intelligence 

are the most innovative inventions since industrialisation. If Germany and the EU miss 

these development opportunities, the German and European economies will fall behind 

in this economic competition and the well-being and security of European society will 

suffer serious negative consequences. It is therefore necessary to build leading 

enterprises in Germany and Europe. The German government should continue to 

support these sectors, providing cheaper energy and a more competitive tax system to 

relevant companies, and relaxing the monopoly law, allowing the formation of national 

and even European champions (Altmaier, 2019). 

 The report also points out that Germany’s main competitors have already taken 

action. In the US, technological development is driven primarily by large technology 

groups such as Apple, Amazon, Google, Microsoft and General Electric. The US 

government provides extensive support for this development. Similarly, the advantages 

of the Japanese economy include artificial intelligence, networked machines and 

robotics for which Japan’s Softbank Group set up investment funds, and which will 

grow to US$100 billion in a decade. It also points out that China is a particularly 

successful country in terms of industrial policy. Made in China 2025 is a positive 

industrial policy that strengthens ten key areas. China seeks to become the world leader 
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in artificial intelligence by 2030. Moreover, through the BRI, it is trying to ensure the 

safety of the sales market and logistics. This strategy combines market economic 

principles with proactive national policies and has proved to be the most successful so 

far (Altmaier, 2019). 

 This document does not hide the mixed advantages of industrial policy intervention 

and market economy, emphasising that “the actions of the state, as a special case, are 

completely justified and are absolutely necessary” (Altmaier, 2019: 2-3). State 

intervention will be used as a necessary means to achieve the economic objective. The 

German economy must be able to withstand global competition in all major areas, 

especially in key technologies and breakthrough innovations. Germany needs to 

increase its industrial ratio to 25% (currently 23%) by 2030, while the EU needs to 

increase it to 20%. The government should coordinate and establish a cross-enterprise 

consortium to jointly carry out electric vehicle battery development and artificial 

intelligence research. The ultimate goal is to ensure or regain the technological 

leadership of Germany and the EU (Altmaier, 2019). 

 At the same time, Altmaier called for EU competition law to be revised to reduce 

barriers to mergers of European companies to make them stronger. He has strengthened 

his determination to block unfavourable foreign M&As, suggesting that the German 

government can hold shares in strategically important companies when necessary, in 

case these companies are acquired by foreign investors, emphasising “only in very 

important cases should the state be able to act as buyer of shares for a restricted period 

of time” (Altmaier, 2019: 12). 
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 The emergence of this strategy is directly related to China’s acquisition of Kuka in 

2016 (Deutsche Welle, 2019). Currently in its draft form, the BMWi will discuss and 

revise this strategy with politicians and representatives of trade and business unions, 

before submitting it to the Cabinet for approval. Once approved, the strategy will be 

implemented in 2021 (Deutsche Welle, 2019). It has drawn criticism from multiple sides, 

however. Reinhard Houben, the Economy spokesperson of pro-business Free 

Democrats Party (FDP), describes it as a planned economy and bureaucratic restriction. 

Michael Theurer, the deputy parliamentary leader of FDP, has pointed out that it is a 

panic reaction on the part of the government to the rise of China’s economy and a move 

that will violate the social market economy principles that Germany has always upheld 

and lay out a dangerous path for the planned economy. The head of the German Left 

party (LINKE), Bernd Riexinger, has also criticised the strategy for ignoring social 

interests and giving companies more power. The Green Party’s (GRÜNE) competition 

policy spokesperson, Katharina Dröge, says the strategy provides a free ride for large 

mergers and corporate giants. This will damage the fairness of the market and will cause 

damage to the German company in the long run (Deutsche Welle, 2019; Jeremy & Heide 

& Stratmann, 2019). 

 The National Industrial Strategy 2030 advocates an industrial policy with state 

intervention. Although this strategy opposes trade protectionism, the wording and most 

of the content of the document are nationalistic and constitute a form of German 

economic nationalism. For economic nationalists, the country’s prosperity depends on 

winning in competition with other countries, or at least catching up. The National 

Industrial Strategy 2030 breaks the post-war German tradition, not only because of its 
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interventionism, but also because of its advocated economic nationalism, including the 

prevention of foreign acquisitions in some areas, state-led support for specific sectors, 

and a subsidy scheme to help German firms (Zettelmeyer, 2019; Freytag, 2019). 

4.2.1.2 Foreign Investment Regulation 

 In addition to the National Industrial Strategy 2030, the government’s attitude 

towards foreign investment is also represented by the German foreign investment 

regulations. Foreign investment regulation is a direct measure of protectionism 

(Reuveny, 1997; Erixon, 2010). Germany tightens foreign investment regulations for 

national security, protecting strategic industries, and fair and reciprocal trade.  

 Since 2017, the German government has decided to further tighten the Foreign 

Trade and Payments Ordinance (Außenwirtschaftsverordnung - AWV). An amendment 

expanded BMWi’s control over foreign investment to prevent non-EU investors from 

acquiring German companies (Beninca, 2018; BMWi, 2018a; ReedSmith, 2019). After 

many high-profile acquisitions by Chinese companies, such as CIC’s takeover over of 

Tank & Rast in 2015, Midea’s takeover of Kuka in 2016, and ChemChina’s takeover of 

KraussMaffei in 2016, the German government has strengthened its control over foreign 

investment in 2017 (Bryan & Heller, 2018). Deutsche Welle has pointed out that this 

may be Germany’s response to Made in China 2025, because the Made in China 2025 

has caused a large number of Chinese investors to buy German companies (Deutsche 

Welle, 2018d). 

 No one had noticed the AWV a few years ago. However, this situation has changed 

in recent years, especially after the Kuka transaction triggered public opinion. In 2018, 
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BMWi issued a formal ban to prevent the Chinese takeover of Leifeld, which is the first 

time Germany has banned Chinese investments in the AWV (Kaiser & Binder, 2018; 

Besen & Slobodenjuk, 2018; Kebbel et al, 2018). BMWi confirmed to Deutsche Welle 

that since 2004 Germany had not banned any Chinese investments, but this situation 

changed in 2017 due to many high-profile acquisitions by Chinese companies which 

have made Germany anxious about Chinese investment. Since July 2017, approximately 

30 Chinese acquisitions have been reviewed (Deutsche Welle, 2018d). This shows the 

rise of German trade protectionism. China’s large-scale investments have boosted the 

rise of German protectionism, especially investments by Chinese SOEs. Germany 

considers China’s acquisition of German high-tech companies to be a potential national 

security threat and intends to restrict Chinese companies’ investment and M&As in 

Germany. 

 In 2017, the German Federal Government revised and amended the AWV. The 

amendments expanded the scope and duration of reviews, requiring BMWi to 

investigate transactions when investors outside the EU wish to acquire at least 25% of 

a German company (Oatley, 2018: 188-192; Kebbel et al, 2018; Riehmer & Glasmacher, 

2017). Reviews will consider whether an acquisition poses a threat to German national 

security, especially in sensitive security-related areas such as critical infrastructure, 

cloud computing, telecommunications, media and the defence sector (BMWi, 2017). In 

December 2018, the German government further increased the review restrictions. In 

principle, the 25% threshold still exists. But the threshold is reduced to 10% in 

particularly sensitive industries, especially in critical infrastructure, other security-

related infrastructure and defense-related companies, which gives the government more 
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power to review investments that may jeopardise German national security. It is 

believed that the threshold was reduced because of the case of 50Hertz. In 2018, the 

German government blocked State Grid Corporation of China’s takeover of 50Hertz 

using means beyond the foreign investment regulations. The transaction did not exceed 

the 25% threshold and the German government could not use the AWV to block the 

transaction. This made the government aware of the need to lower the threshold to stop 

foreign investment more effectively (Akin Gump, 2019). In addition, the media was 

listed as one of the sensitive industries (Jungermann & Hristov, 2019; BMWi, 2018b).  

 In addition to national security, the threat from China might also be a reason for 

Germany to review Chinese investment. There is a heated debate between governments 

and media communities about whether China will grow peacefully or whether a rising 

China will pose a military and economic threat to the West (Peerenboom, 2007: 3-9). 

The Chinese threat theory refers to the fact that increases in China’s power could pose 

a threat to world order and peace and stability. Since its implementation of economic 

reform and opening up in the 1980s, China’s rapid growth in economic and national 

strength has caused many countries to worry that it will compete further for the world’s 

natural resources and resolve its territorial disputes by force (Xia, 2005; Hudda, 2015). 

Economic nationalism is embedded deeply in the Chinese state’s thinking and behaviour 

and is the core of the rationale behind many of its policies. China’s state-led policies 

such as the Going Out policy, the BRI and Made in China 2025 aim to upgrade strategic 

industry, cultivate national champion firms and acquire key technologies to its increase 

national security through overseas investment. For Germany, China’s investment may 

pose a risk because China’s national security gains may damage the world’s peaceful 
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order. This may result in the German government blocking Chinese investment in key 

technologies or military-related sectors. 

4.2.2 The Business Community’s Attitude 

 There are many trade associations in Germany. Every year, new associations are 

established and the original associations are integrated. This number therefore changes 

every year, although it was estimated to be about 60,000 in 2017. Among them, the 

representative trade associations with the highest status are the BDA (Association of 

German Employers), BDI (the Federation of German Industries), DIHK (German 

Chamber of Commerce and Industry) and ZDH (German Confederation of Skilled 

Crafts). These four federations are recognised as the most influential. They are not only 

economically connected, but also have a very important voice in politics, having 

between them formulated a series of systems and consultation mechanisms. From 

consultations between the German Chancellor and leaders of these four major trade 

associations on economic issues, it can be seen that they have an important position in 

German economy and politics (Nagel, 2000: 558; Magnusson, 2005: 256; Zhang, 2017: 

174; G20 Germany, 2017; Financial Times, 2019a). 

 The 2019 Joint Statements by BDA, BDI, DIHK and ZDH point out that Germany 

is an open market dedicated to building an international Germany. Open markets, the 

international division of labour, the European single market and rule-based international 

trade, have all contributed significantly to its stability. Germany is concerned about the 

growing international protectionism, such as Brexit, international trade conflict and the 

erosion of the WTO. These developments will lead to a slowdown in the economy. It is 
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therefore particularly important to continuously improve German own competitiveness 

(ZDH, 2019). 

 In 2016, Eric Schweitzer, president of the DIHK Chamber of Commerce and 

Industry in Germany, said in an interview with Handelsblatt that the German 

government should no longer set obstacles to Chinese investment. Business associations 

are worried that too many restrictions on foreign investments may cause negative 

reactions from investors (Seaman & Huotari & Otero-Iglesias, 2017: 68). Wenniges and 

Lohman (2019:33) have pointed out that the BDI has a clear attitude towards foreign 

investment, and that foreign investors from China are welcomed by Germany and the 

EU. These investments are the basic pillars of the German free social market economy. 

These principles are followed unless the investment involves public order and national 

security concerns. BDI has also said that the government’s approach to China’s 

investment in 50Hertz is problematic. The German government blocked Chinese 

investment in 50Hertz with means beyond foreign investment regulations, which risked 

damaging the foreign investment environment. Stefan Mair, Member of the Executive 

Board of BDI, pointed out that at the time the regulations only required more than 25% 

of shares to have security problems, and this case did not reach the 25% threshold 

(Bryan & Heller, 2018). 

 Stefan Gätzner, Chief Representative of BDI’s Beijing Office, said that China is a 

partner and a system competitor (Gätzner, 2019). He argued that China is one of the 

most important markets for Germany and Germany is China’s largest trading partner in 

Europe. China and Germany are partners but also have competitive relationships. 
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Competition takes place between the liberal market, the social market economy and 

China’s state-led economy. China will continue to play the role of an important 

economy in the world and will continue to maintain its position as an important import 

and export market for German industry. However, Germany hopes to cooperate with 

China in a fair environment to promote bilateral economic growth and technological 

development and in many Chinese provinces, foreign companies can face many 

obstacles to investing. China’s strict exchange rate policy is even more of a challenge 

for German companies. 

 The 2019 BDI policy paper, Partner and Systemic Competitor – How Do We Deal 

with China’s State-Controlled Economy? pointed out that German industry is willing to 

maintain exchanges with the Chinese economy and balance the two countries’ different 

as much as possible. It is important to continue to promote the opening up of the Chinese 

market and maintain an equal dialogue with the Chinese government. Germany and the 

EU must be more active in cooperating with other free and open market economies. 

Germany and the EU urgently need to coordinate on Chinese issues with like-minded 

partners. In addition, although there are trade policy differences between China and the 

US, Germany should communicate with the US on relevant Chinese issues. The US 

remains the EU’s most important geopolitical partner, but the partnership also means 

that it is necessary to identify one’s own interests. The US attempt to decouple from the 

Chinese economy is not a choice Germany is able to make and German industry will 

continue to advocate exchanges and cooperation with China (BDI policy paper, 2019). 
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 The BDI pointed out that there is systemic competition between China and 

Germany, that is, it believes that there is already an unfair relationship in the trade 

between the two countries. Although Germany should continue to maintain exchanges 

with the Chinese economy, it must address the challenges China poses. It is imperative 

to unite the EU and seek other allies to negotiate on China (BDI policy paper, 2019). 

 In general, the German industry associations and the German government share the 

same views on many Chinese investment issues, including the belief that the Chinese 

market is not open enough, that Germany should adhere to the EU’s standards for 

dealing with Chinese investments, and continue to maintain economic exchanges with 

China. However, German industry associations generally oppose strict investment 

review mechanisms and are against opposition to China. Despite the fierce competition 

between German and Chinese companies, cooperation is necessary. The German 

economic community is worried that China will take retaliatory measures, that this will 

adversely affect the development of bilateral economic and trade relations if Germany 

restricts Chinese investments (Financial Times, 2019b). 

4.2.3 Public Opinion 

 According to the 2018 Global Attitude Survey of Pew Research Centre, in Germany, 

60% of people have no confidence that Chinese president Xi Jinping will do the right 

thing regarding world affairs, and the figure for confidence is 30%. For geopolitical 

competition around investment between China and the US in Europe, 39% of Germans 

prefer Chinese investments while only 30% favour American investments. More people 

(53%) in Germany believe that China, not the United States, is the world’s leading 
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economic power but the majority of Germans (58%) think that it is better for the world 

to have the US as the world’s leading power. 73% of Germans agree that China plays a 

more important role today than in the past. Over half (54%) in Germany think they have 

an unfavourable view of China and 39% have a positive view of China (Devlin & Huang, 

2019). Compared with the 2013 result that 64 % of Germans have negative views of 

China, it can be seen that the extent to which German has an unfavourable view of China 

has decreased, which could be a consequence of growing economic ties between the 

two countries (Heiduk, 2015). People who believe that China ignores the protection of 

people’s rights, the environment, and intellectual property often have more negative 

views on China. Most Germans (88%) think that China does not respect personal 

freedoms (Kundnani & Parello-Plesner, 2012: 4; Devlin & Huang, 2019). A majority 

(84%) believes that China’s policies on protecting the environment and dealing with 

climate change are far behind. Some German respondents associate China with human 

rights (14%) and intellectual property (11%) violations (GIGA, 2016). 

 Another survey in 2019 conducted by Atlantik-Bruecke and the Civey institute 

points out that German people generally hold a negative perception of the US, and 

nearly 85% of them have a negative attitude towards the relationship between the US 

and Germany. More than 40% of Germans believe that China is a better partner than the 

US. In addition, about one-third of Germans believe that populism and protectionism 

are dangerous (Shalal, 2019).  

 German people believe that China’s economic development is very significant for 

their country. In addition, economic competition with China has not caused obvious 
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anti-China sentiment in Germany. According to a survey by the German Institute of 

Global and Area Studies (GIGA) in 2016, 59% of Germans believe that China’s 

economic growth is very significant for Germany’s economic development, while 48% 

believe that Chinese investment in Germany has a positive effect on employment. This 

survey also showed that 44% of German respondents are worried about China’s 

economic strength, 57% about China’s political strength, with 57% concerned about 

China’s military strength. This indicates that many Germans are still uneasy about 

China’s strength. In addition, 49% believe that importing Chinese products will squeeze 

the space for German goods. According to Huotari and Heilmann (2016), the export of 

a large number of cheap Chinese goods has had an impact on the markets of many 

countries. Studies have shown that the United States, France and Italy are all subject to 

competition from Chinese imports, leading voters to favour candidates who advocate 

nationalism and protectionism. However, this situation has not occurred in Germany 

because its strong export capacity compensates for the pressure of Chinese imports; this 

has also stabilised politics. German voters have recently preferred to support populists, 

as seen in the 2017 German federal election, in which the far-right Alternative for 

Germany (Alternative für Deutschland, AfD) received 13.5% of the votes and became 

the third-largest political party in Germany because of dissatisfaction with refugee 

policy rather than concerns about China (Dippel & Heblich & Gold, 2015).  

 As can be seen from the above data, German people now have fewer negative 

perceptions of China and positively affirm China’s important role in the economy and 

politics. However, Germans believe that the international order led by the US is better 

than China. In terms of politics, the Germans are more supportive of the US. In terms 
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of economics, they seem to value economic relations with China more. On the one hand, 

Germans believe that China’s economic development has an important and positive 

impact on their country. They even believe that Sino-German economic relations are 

more important than German-American economic relations. On the other hand, German 

people are worrying about the scenario in which the Chinese state uses its economic 

strength as a means to wield political and military influences. They are also quite 

dissatisfied with China’s performance in protecting human rights, the environment, and 

intellectual property. Moreover, even if they realise that there might be unfairness in the 

Sino-German bilateral trade, most do not support protectionism.  

4.3 Conclusion 

 This Chapter mainly analyses the German response to Chinese investment in recent 

years. Many media reports have pointed out that both economic nationalism and 

protectionism exist in Germany, evidenced by several famous cases in which Chinese 

investments have not been approved by the German government. After analysing ten 

Chinese investments, including four troubled and six successful deals, it can be seen 

that the German government’s response to Chinese investments has become more 

economically nationalist in recent years. More specifically, Germany’s economic 

nationalism is one of a defensive kind. Unlike China, the German economic nationalist 

policy is to protect its national interests, rather than expanding influence through trade 

protectionism. Germany has amended the AWV in recent years and tries scrutinise non-

EU investors more strictly; this aims to be protective of its industries while remaining 

competitive. The six elements of economic nationalism - mercantilism, state capitalism, 
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national interest, economy and security, zero-sum game, and identity - will be applied 

here to explain the reason that Germany’s response to Chinese investments has a 

component of defensive economic nationalism. 

 First, new mercantilism can be seen in the German response to Chinese investments. 

The majority of troubled Chinese transactions have taken place in recent years, which 

reflects the changing German attitude towards Chinese investors and leans towards 

protectionism. The acquisition of foreign companies is an important factor in China’s 

technological progress but this has also raised worries in Germany. In recent years, 

Germany has increased its censorship of Chinese investment because of concerns about 

China, including worries about technology theft, compulsory technology transfer, 

overseas investment supported by the Chinese government, and China’s political 

implications. Germany’s cautious attitude towards Chinese investment is a 

manifestation of the German government’s desire to avoid adverse foreign acquisitions. 

The (draft) National Industrial Strategy 2030 points out that the reason German industry 

is losing its advantage is that German companies are smaller in size than other countries, 

such as the US, China, and Japan. In addition, there are fewer government subsidies and 

less policy support for enterprise than in the United States, Japan and China. This draft 

therefore echoes the view that the German government should subsidise key enterprises 

and increase its direct participation in enterprise. In addition, Germany should exclude 

unfavourable foreign investments, to protect the competitiveness and advantages of 

German industry. These moves show that German trade protectionism, restrictions on 

foreign investment, and government intervention in the domestic economy are all on the 

rise. 
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 Secondly, the German government’s responses to Chinese investment is state 

capitalism. The government funded the purchase of a 20% share in 50Hertz to avoid its 

purchase by the State Grid Corporation of China. It had no right to review this 

transaction because it did not meet the AWV’s 25% threshold for review at the time. 

The government believed that the transaction was related to the security of energy 

supply, and stopped the acquisition by the unusual step of using state-owned banks to 

buy shares. This was criticised by the media and business community as a violation of 

the market mechanism and may have hurt the German economy. However, the German 

government is likely to normalise this way of intervening in the market in the future. 

The National Industrial Strategy 2030 calls on the government to intervene and prevent 

unwelcome foreign acquisitions, which will increase its control over Chinese 

investment. It points out that in very important cases, the government can play the 

subscriber of the company shares for a limited period of time. In addition, the document 

calls on the German government to support areas of significant national development 

through coordination, financial support and direct national involvement, such as 

artificial intelligence and autonomous driving. This represents the German 

government’s belief that it is necessary for the state to intervene in the market, with the 

aim of making the country prosper. This state capitalism helps shape a market economy 

that benefits Germany. 

 Thirdly, Germany’s response to Chinese investment depends on whether it is in line 

with Germany’s national interest. This includes the country’s economic sovereignty, the 

supply of strategic raw materials, domestic economic stability and sustainable 

development, and national security and prosperity. National security concerns are the 



 197 

main reason that Germany has blocked Chinese investment. For Germany, although 

Chinese investment brings economic benefits, it may jeopardise national security. For 

example, the cases of 50 Hertz, Leifeld, and Aixtron are considered to have the potential 

to jeopardise national security because the advanced technology involved could be used 

for Chinese military development. Economic nationalists argue that national security is 

the absolute priority that any state ought to consider. This is the main reason that 

Germany has blocked Chinese investment in sensitive industries.  

 In addition, economic nationalists believe that the state should pursue economic 

self-sufficiency in order to ensure national security. This is reflected in the draft 

National Industrial Strategy 2030, a document that states that maintaining industrial and 

technological sovereignty is a national strategic requirement. Industrial development 

must be pursued to its greatest extent to maintain Germany’s economic interests. 

Moreover, in order to pursue self-sufficiency, Germany must maintain closed value-

added chains and allow EU companies to participate only in the EU value chain. If all 

parts of the value chain, including manufacturing and processing, logistics, services, 

research and development, exist in the same economic region, then every link will be 

stronger. This is more likely to achieve or expand the state’s leading position in 

competitiveness. Germany also needs to cultivate national champion firms to implement 

major national projects and increase the country’s international competitiveness. The 

German government believes that upgrading industrial development is an important 

way to maintain national interests and protected the country from foreign competition. 

The development of manufacturing can enable Germany to achieve a more self-

sufficient economy; limiting Chinese investment can ensure German national interests; 
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promoting industrial development will enable Germany to compete with other countries 

and maintain the prosperity and security of the country. 

 Fourthly, from the German response to Chinese investments, it can be seen that the 

government protects national security by controlling foreign investment. How to strike 

a balance between economic interests and security considerations has always been a 

problem for Germany when dealing with Chinese investments. When some investments 

involve sensitive industries, such as the cases of Leifeld and 50 Hertz, the government 

sees them as a threat to national security. As a result, strengthening the review of foreign 

investment and defining terms such as critical infrastructure and homeland security have 

become the necessary means of defending national security. After its experience of 50 

Hertz, the government lowered the original 25% review threshold to 10%, which 

suggests that it wishes to have more legal review power to retain more space and 

flexibility in dealing with Chinese investments. Retaining the right to define what counts 

and ‘sensitive’ industry gives the German government a larger space to avoiding 

adverse investments and more control over foreign investments.  

 Fifthly, it can be seen that Germany believes that there is a reciprocity problem in 

Sino-German economic and trade relations. The German government and business 

community have repeatedly stressed that there must be more fairness and reciprocity in 

Sino-German trade relations, and criticised the Chinese market because it is still not 

open enough. The German government believes that the only way to force China into 

opening up its domestic market is to restrict its investments in other parts of the world, 

including the EU and Germany. The German government has therefore always called 
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for the EU to be more united and to coordinate on Chinese issues, among which 

reciprocity of trade with China is very important. Germany and the EU are concerned 

that they are losing their technological superiority, and that when it does not comply 

with the rules of the EU political and economic game, China may gain a huge advantage 

and seriously damage the interests of the EU. Therefore, only when the EU formulates 

a comprehensive plan in response to the challenge posed by China and to support R&D 

technology can it prevent dependence on China’s market and reduce the degree to which 

unfairness exists in their mutual economic and trade relations. 

 Finally, Germany’s attitude towards Chinese investment can be seen one in which 

Germany’s national identity is based on the development of its economic interests. Since 

the reunification of East and West Germany, Germany has increasingly defined its 

national interests according to the economic aspect, which has actually further 

strengthened Germany’s status as a trading nation. Germany already has a sense of 

identity based on its economic interests, so a unified market and strong national 

protection make it internationally competitive. The nationalist root of German pride 

comes, to a certain extent, from the remarkable development of their national economy. 

Sino-German relations have always been complicated. It can be clearly seen that 

Germany’s awareness of the significance of China’s investments is gradually increasing 

in recent years. In the face of huge amounts of foreign money, not only from China, but 

also America, Japan and other booming economies - a direct result of those countries’ 

growing industries - Germany’s awareness of the relative decline in status of its 

industrial superiority and world competitiveness has become clearer. Traditional 
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manufacturing industry can indeed maintain the current prosperity of the German 

economy, but it is difficult to guarantee its future development.  

 If Germany loses its key technical skills, its position in the global economy will be 

severely damaged, which will have a major impact on its leverage in the political arena 

and will eventually affect German political and social stability. Therefore, the 

government believes that it is necessary to intervene and support the economy in order 

to maintain its economic interests and state power, and to avoid serious disadvantage to 

the economy and the prosperity of the entire nation. Reducing the threshold for 

reviewing foreign investment, refusing Chinese investment to protect national security, 

and demanding that China opens up its market are all because Germany realises that the 

economy is of great importance to the country. This is the German government’s 

response, brought on by the sense of national crisis. 

 It is worth mentioning that although both China and Germany adopt economic 

nationalism, they continue to cooperate. Although Sino-German trade is interfered by 

negative factors, based on the common economic and political interests, Sino-German 

trade relations have not risen to trade wars and it will continue to develop. The both 

parties will figure out ways to address relative-gains concerns.  

 First, Sino-German economic cooperation is vital to both countries. Both China and 

Germany are actively committed to closer economic cooperation. The export of 

advanced industrial products, especially automobiles, is the basis of the German 

economy, and China is a major exporter of Germany, so the Chinese market is crucially 

important for Germany. Many German companies recognise it. Therefore, the German 
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business community generally supports the close economic relationship between the 

two countries. Germany recognises that China will continue to play an important role 

in the world and will continue to maintain its position as an important market for 

German industry. In addition, the BRI may create a lot of investment opportunities for 

German companies so that China’s importance to the German economy will continue 

to grow. The development of modern German industry has a high demand for natural 

resources and modern transportation, such as railways (Zhang, 2017: 15-22). Therefore, 

many projects in the BRI, especially the railway related ones, will contribute to the 

development of the German industry. Moreover, though BRI, Germany will see more 

opportunities in doing business with countries covered by the BRI.  

 Furthermore, China and Germany are committed to strengthen the link between the 

Made in China 2025 and the Industry 4.0 strategy and already initiated cooperation in 

the fields of advanced manufacturing and R&D. The benefits of these cooperation have 

made China and Germany an important economic partner of each other. Even if there 

are trade conflicts, both parties constantly express their willingness to further economic 

cooperation based on common economic interests. 

 Finally, US protectionism under Trump has increased the cooperation between 

China and Germany in international affairs. China and Germany have been actively 

developing renewable energy in recent years, which is in sharp contrast to the United 

States who has announced its withdrawal from the Paris Agreement on climate change 

mitigation. While the US moving towards a clear anti-globalisation position, both China 

and Germany recognise that the global politics and economy faces too many 
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uncertainties. They agree to maintain free trade and a stable world trade order. Sino-

German consensus on global governance and free trade has made them important 

political partners as well. 
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Conclusion 

Introduction 

 The rapid development of globalisation has deepened economic exchange and 

cooperation between countries. However, given the relative limitations of global 

resources and the anarchy of the international community still exist, this economic 

cooperation is accompanied by conflict. While the vast majority of countries have joined 

the WTO and are committed to continuing to reduce tariffs and trade barriers, most 

countries still also use tariff and non-tariff barriers to protect their domestic markets. 

For example, in 2017, at least 10 M&As were rejected by host countries, and the figure 

for 2016 was 7. These M&As mainly involved high-tech manufacturing (such as 

semiconductors and electronic products), security services and telecommunications, 

industries that are often considered to be critical or strategic domestic assets (UNCTAD, 

2018:85).  

 This thesis focuses on the impact of economic nationalism on cross-border 

acquisitions. Economic nationalism is an important factor in determining the success or 

failure of cross-border acquisitions. This may be related, not just to the protectionism 

that hinders foreign investment but also to the liberal nationalism that welcomes foreign 

investment. When a foreign investment is believed to threaten the national interests of 

the host country, there will be a protectionist response. When a foreign investment is 

beneficial to the national interests of the host country, the host government will adopt a 

more liberal attitude. Economic nationalism is useful for understanding why Chinese 

investment has been blocked by Germany in recent years. This thesis argues that 
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economic nationalism may be an important factor in the German government’s 

decision-making and response to Chinese investments because Germany’s main reason 

for blocking Chinese investment is concern about national security. Chinese investment 

supported by state capitalism is seen as a possible threat to German national interests; 

Germany’s response reveals the rise of economic nationalism. Moreover, Chinese 

investment in Germany is also an embodiment of economic nationalism. China has 

enhanced national economic and security interests by means of state intervention and 

trade protectionism. 

 Economic nationalism is useful for analysing Sino-German trade relations. First of 

all, Sino-German economic and trade relations not only involve economic issues, but 

also political issues. Politics and economics do not operate independently as two distinct 

domains, but the interaction between the state and the market affects the distribution of 

power and wealth in any international relationship. The market itself has always been 

considered one of the most important factors that must be addressed by politics, as it is 

itself a source of power. An essential feature of contemporary world politics is that it is 

mainly influenced by the interdependence of countries’ economies. How China and 

Germany influence the market mechanism by using state power is the focus of this thesis. 

In China’s Going Out policy, we can see that the Chinese government supports the 

internationalisation of Chinese enterprises with state support to ensure the legitimacy 

and security of economic activities. Economic nationalism also points out that no matter 

how economically free a country is, the state always seeks to strictly control its domestic 

market, because almost every country regards the market as a legitimate source of power 

and authority. This explains why Germany, which has pursued free trade practices 
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historically, has begun to implement a policy of trade protectionism in recent years. 

Even though China and Germany have gained many benefits from their close economic 

and trade relationship, inevitably trade conflicts often occur. This is in line with 

economic nationalists’ argument that although international trade cooperation can never 

achieve a fair distribution of wealth, it is usually possible to get a win-win result in 

which everyone’s personal interests are met. Therefore, few countries will refuse to 

participate in global trade and other international economic activities. All of this has not 

only contributed to the increase in global cooperation and human wealth, but has also 

led to the struggle for profit and cost distribution, which has become a major feature of 

conflict in today’s international relations (Gilpin, 1987). 

Summary  

 In the following, I will first summarise the main arguments advanced to answer the 

research questions in each of the four preceding chapters. Secondly, I will discuss the 

differences between China’s and Germany’s economic nationalist policies. Finally, 

based on the research in this thesis, the future development of economic nationalism 

and its influence on countries will be discussed.  

 Chapter 1 discusses and analyses economic nationalism theory in depth. Economic 

nationalism is a series of policies resulting from national identity, which proposes that 

the main purpose of economic policy is to create and strengthen national identity and 

let the country acquire prosperity, civilisation and power. Economic nationalism 

strengthens state power with mercantilist policies. In the context of globalisation, 

economic nationalists believe that the state should pursue national interests through 
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technological innovation and should therefore support strategic industries, especially 

high-tech industries, and strengthen the innovation skills of domestic industries against 

foreign competition in the world market. Economic nationalists believe that economic 

and trade exchange activities between countries are non-positive sum game. Because a 

country gains more means that another country will gain less. Therefore, each country 

must ensure its interests by preventing others from achieving their interests. When a 

government realises that that there are gaps in gains with other countries, protectionist 

policies can be adopted to reduce losses. Protectionism is an important element in new 

mercantilism, including protecting a country’s economic sovereignty, ensuring 

domestic economic stability, developing national security and prosperity, and protecting 

the interests and competitiveness of domestic enterprises in order to promote the 

country’s position in the global economic order.  

 Economic nationalists believe that the economy is an important factor in 

maintaining national security. Therefore, the state should make economic development 

a top priority. Economic nationalists advocate direct supervision of state enterprises to 

control the market as an effective way to look after national interests. However, 

economic nationalists also emphasise that economic interdependence between countries 

will bring about conflict and insecurity, so economic self-sufficiency is very important. 

In the context of globalisation, economic nationalism is no longer limited to protecting 

domestic capital. It derives economic benefits from the global economy through the use 

of foreign capital and local resources in other countries. In a global environment, the 

state improves the competitiveness of the country in the international market by 
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protecting and supporting the development of strategic industries which are mainly 

natural resources and technology. 

 The main argument of Chapter 2 is that the Chinese overseas investment model is 

in line with the logic of economic nationalism. China’s Going Out policy is new 

mercantilism. Under the Going Out policy, China uses state capitalism to improve its 

economic and security capabilities, encouraging Chinese companies to invest abroad, 

to support strategic industry development and access to natural resources, and 

technology for political gain. Under Chinese state capitalism, its SOEs and private 

enterprises tend to pursue the government’s requirements to achieve national goals. 

China’s Going Out strategy is basically different from the overseas expansion of 

companies in a free market economy. Its big multinational corporations are mainly 

SOEs; their relationship with the Chinese government is one that is owned and owned. 

The government controls SOEs through these relationships. In addition, even in private 

companies, the Chinese government has considerable influence. The government 

supports Chinese SOEs through a number of preferential policies, such as financial 

subsidies and low-interest loans. Whether in the domestic or global market, Chinese 

SOEs represent the close relationship between Chinese politicians and business leaders 

in state capitalism that enables China to ensure control of key strategic resources to 

provide national stability and independence. 

 The Going Out policy is a way for the Chinese government to seek benefits in the 

market through state intervention as a way to protect its domestic market. While 

encouraging companies to spread around the world, the government has implemented 
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many preferential policies for SOEs to ensure that they maintain an advantage over 

foreign companies. China has shaped the most favourable investment environment for 

itself by intervening in the market, laying a solid foundation for Chinese investors to 

seek global expansion. The Chinese investment model is trade protectionism. SOEs are 

becoming key tools for economic growth through the economic and industrial policies 

of the Chinese state. 

 The main purpose of the Going Out strategy is not only economic benefit, but also 

the pursuit of natural resources, technology, diplomatic relations and national security. 

In recent years, the main purpose of Chinese companies’ overseas investments has been 

to seek technology, management experience and services. This shows that China hopes 

to enhance national technological development through overseas investment. China’s 

Going Out policy cultivates national champion firms and helps them spread globally. 

China enhances international competitiveness and ensures national security by creating 

national champions, acquiring foreign technology and manufacturing companies, and 

increasing the ability of technological innovation. Its economic development strategy is 

smart power. By strengthening its economic relations with developing countries, such 

as Asian and African countries, China is reducing its economic dependence on advanced 

countries, sidestepping the economic constraints they impose. In addition, due to close 

economic cooperation, especially with those receiving Chinese aid, countries along the 

BRI will establish closer political ties with China, which will increase its national 

security. 
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 Chapter 3 points out that China’s investment in Germany is consistent with the 

theory of economic nationalism. The Chinese government strategically pursues and 

promotes its own national interests through investment in Germany. With the increase 

in economic and trade exchanges, Sino-German economic relations have become 

increasingly close. As a result of policies like the Going out policy and Made in China 

2025, Chinese companies have significantly increased their investment in Germany. 

Close economic relations and low political conflict between China and Germany have 

made Germany a low-risk investment destination. China is neither a military threat nor 

geographically adjacent to Germany, making it easier for Chinese investors to enter the 

German market. Germany’s stable political environment is also the key reason it attracts 

Chinese investors, especially when the US and China are locked in an escalating trade 

battle 

 The Going Out policy and Made in China 2025 encourage Chinese companies, 

especially SOEs, to invest in Germany to support China’s strategic industrial 

development and for political purposes. The goals of Chinese investments in Germany 

are to make China a global leader in innovation and high-tech manufacturing and to 

expand its influence in the EU. In globalisation, China is increasingly focusing on self-

sufficiency in technology, and on strategically upgrading its technology due to security 

concerns. The impact of technology on military capabilities is increasing, and China is 

investing heavily in advanced technologies to strengthen its national security. Therefore, 

its investment is mainly concentrated in Germany’s advanced manufacturing and 

technology sectors. These sectors - advanced manufacturing technology, and precision 

machines – along with outstanding talent, all mean that investing there is in line with 
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China’s national strategy. In addition, close Sino-German economic relations can be a 

diplomatic tool that China can use to develop relations with other EU countries. 

Germany’s leadership in the EU can help China expand its influence in Europe; the 

friendly relationship between the two countries can be a model for increasing 

opportunities for cooperation between China and Europe. Thus, investing in Germany 

seems to be a purely economic activity, but also includes political interests. 

 The investment of Chinese SOEs in Germany is evidence of China’s state 

capitalism. SOEs play an important role in China’s state-led policy of investment in 

Germany. Under the Going Out policy and Made in China 2025, Chinese companies 

have acquired a large number of German companies which have advanced technology 

and good reputations. The trade relationship between China and Germany is in line with 

new mercantilism. To maximise the power and wealth of the state, China controls the 

market through foreign investment regulation and creates the most favourable trade 

mechanism for itself, protecting its market through industrial policies and subsidies to 

domestic companies, helping them maintain an advantage in the face of competition 

from foreign (including German) companies. Compared with the openness of the 

German market, China has strict restrictions on foreign investment. The Chinese 

government strictly protects certain strategic industries, including natural resources, 

power grids, agriculture, banking and the automotive industry, and it is difficult for 

German companies to invest in China. In addition, due to the powerful Chinese state 

and imperfections in the law, it is relatively easy for China to implement new 

mercantilist policy. This makes Sino-German trade relations have the reciprocity 

problem. 
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 Chapter 4 argues that Germany has responded to Chinese investments with 

economic nationalist policy in recent years, depending on whether they benefit 

Germany’s national interest, defined in terms of the country’s economic sovereignty, 

strategic raw material supply, domestic economic stability, sustainable development, 

national security and prosperity. Due to concerns about Chinese investment, Germany 

has recently increased its reviews of Chinese investment. First, the German government 

believes that Chinese investment may endanger German national security. National 

security issues are the main reason why Germany has blocked Chinese M&As. For 

Germany, although China’s investment brings economic benefits, it may also endanger 

national security. For example, the 50 Hertz, Leifeld and Aixtron cases were considered 

to jeopardise national security, potentially, because the advanced technologies involved 

could be used for Chinese military development. Germany’s National Industrial 

Strategy 2030 demonstrates that national security and economic security are priorities. 

The document states that maintaining industrial and technological sovereignty is a 

national strategic requirement. Industrial development must be pursued to the greatest 

extent possible to safeguard Germany’s economic interests. In order to pursue economic 

self-sufficiency, Germany must maintain a closed value-added chain and allow EU 

companies to participate only in the EU value chain. This is a manifestation of trade 

protectionism. The German government believes that upgrading industrial development 

is an important way to safeguard national interests and protect the country from foreign 

competition. 

 Furthermore, there is an unfairness in Sino-German trade relations, and the German 

government hopes to stop this situation. The German government and business 
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community have repeatedly stressed that Sino-German trade relations must be more 

equitable and mutually beneficial, and have criticised the Chinese market because it is 

not open enough. The only way to force China to open up its domestic market is to limit 

its ability to invest in other parts of the world, including the European Union and 

Germany. Therefore, the German government has called for greater unity in the EU and 

coordination on the Chinese issue. Germany and the EU are worried that they are losing 

their technological edge. In an unfair trade relationship, China may gain huge 

advantages and seriously damage the EU’s interests; only the EU can formulate a 

comprehensive plan to deal with this challenge, support R&D in technology to prevent 

it from becoming dependent on China’, and thereby reduce the unfairness in mutual 

economic and trade relations. At the same time, the German state intends to intervene 

in the market to enhance Germany’s competitiveness globally. The National Industrial 

Strategy 2030 states that German industry is losing its edge and encourages the 

government to subsidise key companies, increasing the state’s direct participation in 

companies to cultivate national champions. This policy also calls on the government to 

strengthen its control over foreign investment and prevent hostile foreign takeovers. 

These all indicate that the German government is trying to normalise this way of 

intervening in the market. Germany’s state capitalism helps shape a market economy 

that benefits Germany. 

 Germany’s economic nationalist policy marks an ambitious revival of German 

industrial policy. Its attitude toward Chinese investment can be seen as German national 

identity based on its economic interests. Germany’s nationalist roots come, to some 

extent, from the remarkable development of its national economy. Sino-German 
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relations have always been complicated. Cooperation and competition always coexist. 

It is clear that Germany is aware of its relative decline in industrial superiority and world 

competitiveness. Although traditional manufacturing can maintain the current German 

economic boom, it is difficult to guarantee its future development. If Germany loses key 

technical skills, its position in the global economy will be severely damaged, which will 

have a major impact on its influence in the political arena and will ultimately affect its 

political and social stability. Therefore, the government believes that it is necessary to 

intervene and support the economy to safeguard both its economic interests and state 

power, and to avoid serious adverse effects on the economic and national prosperity. 

The promotion of industrial development can help Germany achieve a more self-

sufficient economy and compete with other countries.  

Findings  

 Two main findings can be drawn from the research discussed above. First, Chinese 

investment in Germany is in line with economic nationalism. Second, the German 

response to Chinese investment is economic nationalist policy. However, China and 

Germany have different motives for adopting economic nationalist policies, and the way 

that each country has implemented those policies is different. China’s economic 

nationalism is offensive, while German economic nationalism is defensive.  

 On the one hand, China’s economic nationalism tends to be aggressive because 

China tries to gain greater national interests in Sino-German trade relations. For Chinese 

economic nationalists, it is necessary to change the existing international trading rules, 

because these rules are mainly formulated by Western countries and are not necessarily 
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in accordance with China’s interests. Therefore, China must formulate its own trade 

rules so that it can have a dominant power position in the international economic system 

and thus better serve its own national interests. To establish such order, China needs to 

adopt mercantilist economic and industrial policies. The Chinese dream, as Chinese 

national identity, attempts to build a Chinese way to make China great. In order to create 

a rejuvenation, China pursues national influence through economic and political 

cooperation with other countries. For example, through the BRI, China has strengthened 

its relations with neighbouring countries, contained the US rebalancing strategy, and 

may stabilised the Asia-Pacific region in the future. China gains economic and political 

benefits from the BRI. 

 The Chinese government is implementing a comprehensive long-term industrial 

strategy to ensure its global dominance. Its industrial policy supports strategic industries, 

such as high-tech industries, with national resources, illustrated by Made in China 2025, 

the goal of which is to transform China into a leading manufacturing power by 2049, to 

surpass German and Japanese industry in 2035, and finally to catch up with US industry 

in 2045. Made in China 2025 cultivates national champions with government support 

such as low-interest loans and R&D funding to promote the development of technology 

and advanced manufacturing. The Chinese government’s political strategy is to promote 

industrial transformation and upgrading on the one hand, and the stability and 

legitimacy of political power on the other. The most important thing is to have greater 

autonomy in the capitalist system and become a real economic power, providing a solid 

foundation for its peaceful rise. Investment, supported by the Chinese government, can 

be used to acquire crucial technologies via the acquisition of Western countries’ 
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companies. This is a protectionist policy that benefits Chinese companies. China’s 

policies give itself a greater advantage in relation to other trading partner countries. 

 China has experienced rapid economic growth and has become the world’s second-

largest economy, while at the same time achieving modernisation of its industry and 

upgrading the global value chain. However, a huge part of this growth is primarily 

achieved through investments supported by its state capitalism. China’s economic 

nationalism is offensive. Its economic aggression is reflected at three levels. The first is 

its protection of China’s domestic market from imports and competition, including 

posing high tariffs, non-tariff barriers and other regulatory barriers. The second is its 

expansion of China’s influence on the global market. The Chinese government’s direct 

or indirect subsidies to its domestic enterprises have allowed them to maintain an 

advantage in international competition and helped them spread across the globe. Finally, 

the Chinese government uses its overseas investment to acquire core natural resources 

and advanced technologies. This includes providing a large amount of funds to 

developing countries in the form of a debt trap in exchange for their natural resources 

and market access, and encouraging Chinese companies to invest in advanced countries 

to acquire their advanced technologies. From 2005 to 2012, most Chinese FDI focused 

on acquiring core natural resources. However, in recent years, China has increasingly 

pursued M&As in high-tech fields in advanced countries such as the US, Germany and 

Japan. Made in China 2025 focuses on developing 10 key sectors, most of which are 

technological. Simultaneously, recent Chinese investment targets are mainly 

concentrated on technology. This shows that Chinese investment is an important way 

for the Chinese government to achieve its national strategic goals.  
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 On the other hand, the National Industrial Strategy 2030, and limiting Chinese 

investments are Germany’s defensive economic nationalism. Under this defensive 

policy, Germany’s first concern is not to maximise power but to maintain its position in 

the international economic system. Its motivations are to protect domestic companies, 

especially the technology industry, from foreign investors’ competition and to assist its 

industry to remain competitive in a rapidly changing market. There are three main 

reasons for Germany’s trade protectionism. The first is the fear of losing its leadership 

in advanced manufacturing. In recent years, China has made breakthroughs in 

technological innovation. As China’s investment in German technology has increased, 

Germany has begun to worry that it will have a negative impact on domestic industry. 

Therefore, the German government intends to further strengthen its reviews of foreign 

investments to prevent the outflow of technology and patents and better protect 

Germany’s infrastructure and national security. In addition, there is a concern about 

China’s state-led industrial policy, especially Made in China 2025, because if Chinese 

buyers invest in Germany based on political goals rather than economic interests, this 

harms Germany’s national interests. Finally, the German government believes that the 

only way to force China to open up its market is to limit Chinese investment. 

 In the National Industrial Strategy 2030 Germany shows its determination to create 

national champion firms that can compete with companies from the US and China. The 

rise of China, with its state-led capitalist model, is a clear trigger for Germany’s trade 

protectionism. China’s state-led industrial and economic policies have triggered 

German economic nationalism. The National Industrial Strategy 2030 emphasises 

industrialisation, especially the development of industries linked to national identity. 
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The German government believes that there can be no prosperity without 

industrialisation, that the state should develop industry, and that domestic industries 

need to be protected from foreign competition. The development of industrialisation can 

enable Germany to achieve a more self-sufficient economy. The German government is 

aware of the need to strengthen its control over Chinese investment because of concerns 

about the impact of China’s manufacturing development on German industry and the 

opaque role of the Chinese government in its overseas investment. The German 

government has a strong incentive to prevent Chinese companies from surpassing 

Germany in technology through M&As. By modifying foreign investment regulations 

and blocking M&As of Chinese enterprises in specific fields, such as in the cases of 

Aixtron, Leifeld, 50Hertz, the German government has established an image of its 

control over Chinese investment. 

 The German government and business community have adhered to the principle of 

openness to international capital. Since China is an important investment partner of 

Germany, Germany has been inclined to adopt a non-confrontational approach to 

Chinese investment. However, this situation is changing. Germany is seeking to 

strengthen foreign investment regulation to prevent hostile takeovers. Since Midea 

acquired Kuka in 2016, protectionism in Berlin has been rising. The main reason for 

Germany’s restrictions on Chinese investment is its concern about national security. 

First, China invests primarily in advanced Germany manufacturing and technology, 

including in sensitive industries. This may jeopardise Germany’s national security. In 

addition, China’s trade protectionism violates reciprocity in Sino-German trade 

relations, bringing greater advantages to China and challenging Germany’s status as a 
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manufacturing superpower. Since 2017, Germany has increased its reviews of, and 

strengthened its control over, foreign investment. This move is considered to be mainly 

targeted at Chinese hostile takeovers. In the face of anxiety about Chinese M&A, the 

CDU and the SPD have formed a consensus on dealing with competition from China, 

mainly because both parties realise that Germany is losing its market advantage. 

National security reviews of foreign investment are now becoming the way Germany 

implements its defensive economic nationalist policy.  

 Moreover, Germany is trying to change the rules of Sino-German economic 

relations in order to reduce the number of unfair trade deals. Germany believes that 

Chinese investments may be negative, and so advocates state control of key economic 

activities or making strategic state aid available to particular sectors. In terms of 

production, Germany’s economic nationalists believe that it is necessary to continue to 

produce certain goods or services within the boundaries of the EU. From the perspective 

of security, Germany and the EU should not rely on China’s market, because in the 

event of a conflict these may not be available. 

 Even in the past few years, Germany’s reviews of, and restrictions on, foreign 

investment have been increasing, but compared with other countries, the German market 

is still quite open and free (FDI RR Index, 2018). Germany’s enhanced review of foreign 

investment is not a special case. The World Investment Report (2018: 80-87) pointed 

out that in 2017 some countries have significantly increased restrictive and regulatory 

measures for foreign acquisitions, which were greatest in some developed countries. 

Germany, Japan, Italy, the United States, the United Kingdom, Russia, Australia, 
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Canada, and New Zealand have all strengthened their restriction of, or supervision of, 

foreign investors, mainly based on considerations of national security and natural 

resources. Oatley (2018: 188-192) believes that although advanced countries are more 

open to foreign investment than developing countries, they will still try to manage 

investor investment conditions and protect key domestic and sensitive industries with 

industrial policies. Despite Germany’s increased scrutiny of foreign investment in 

recent years, OCED (2019) claimed that with only minor modifications, the new 

regulations would not affect the fact that Germany is one of the most open economies 

in the world for foreign direct investment.  

 However, although Germany is one of the most open economies in the world, 

German companies are often hampered in China. German investors are plagued by 

China’s high market entry barriers and unfair competition conditions. Therefore, 

strengthening its review of Chinese investment is a way to force China to address the 

reciprocity problem on their economic relationship. Germany’s restrictions on Chinese 

investment are based on defensive thinking. One of the main purposes is to create better 

conditions for German companies, including lowering China’s trade barriers and 

vetoing Chinese-style super-mergers (mega-mergers). Germany is adopting an 

economic nationalist policy in response to China’s economic nationalism, creating a 

level playing field for Sino-German trade relations, and reducing its economic 

dependence on China. 
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The Future Development of Sino-German Trade Relations and Economic 
Nationalism 

 Based on the analysis and findings of this research, I propose here several views on 

the future development of Sino-German trade relations and of economic nationalism. 

The first concerns the future development of Sino-German trade relations. The second 

concerns Germany’s dilemma in the face of the EU and China. Finally, I discuss the 

future development of economic nationalism and its influence on international political 

economy.  

 First, although China and Germany have certain frictions in economic cooperation, 

they have more common interests. With the increase in economic and trade exchange, 

China-Germany economic relations have become increasingly close. Cooperation 

between the two sides goes far beyond the scope of trade, and involves finance, 

technology, environmental protection, energy and other fields, which has formed a 

strong partnership between China and Germany. Sino-German economic and trade 

relations bring considerable benefits to each other. The Going Out policy has resulted 

in economic interdependence between China and Germany. As long as China is able to 

maintain its strong economic power, and as long as Germany can benefit from China’s 

development, it is likely that Sino-German economic relations will continue to develop. 

In the future, China and Germany will cooperate more on the BRI, which has opened 

up to Germany a huge market in Central Asia, Southeast Asia and China, and brought 

huge development opportunities for German infrastructure, logistics, and trade 

industries. Given these huge economic interests, the German government is unlikely to 

make Sino-German economic and trade relations worse.  



 221 

 Second, as Germany is expected to assume a more important role in the EU, 

Germany needs to assume responsibility for coordinating EU affairs, including the EU’s 

policy towards China. According to Handelsblatt (2019), the EU held a meeting in 

March 2019 led by Germany and France to discuss its policy on China. Clement Beaune, 

adviser to the French President, said: “This is the first time in the history of EU leaders 

to jointly discuss policies toward China”. Faced with a complicated EU-China 

relationship and the EU’s considerations of its global competitiveness and security, this 

meeting proposed that the EU will pursue three goals: first, according to clearly defined 

interests and principles, the EU should deepen its contact with China to promote global 

common interests; second, the EU should seek more balanced and mutually beneficial 

conditions to manage its economic relations with China; and third, in order to maintain 

its prosperity and values in the long term, the EU needs to adapt to the changing 

economic environment and strengthen its domestic policies and industrial base 

(European Commission, 2019).  

 The EU’s policy on China can be interpreted in two ways. On the one hand, its 

efforts to adjust its relationship with China are a response to China’s global display of 

offensive economic nationalism and security threats. In the face of the continuous 

strengthening of China’s economic strength and political influence, EU member states 

have different views on cooperation with China. Most notably, Italy announced its 

participation in the BRI in 2019, which sparked criticism from many countries and 

exacerbated existing disagreement among EU countries over the BRI. The EU believes 

that China’s state capitalism violates the principle of trade equity, and that China intends 
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to use the BRI to split the EU to gain more political interests. Therefore, the EU must 

find a solution to deal jointly with China issues.  

 On the other hand, the EU’s policy on China can be seen as a way for Germany to 

rebalance its strategy to become less China-centred. The Sino-German special 

relationship has put pressure on the EU, which consequently recognises the need for a 

unified policy on China. The close relationship between Germany and China has, to a 

large extent, threatened other EU countries. It has been considered that Germany has 

extended bilateral ties with China to a point where its success alienates other EU 

member states. EU countries have criticised Germany for undermining the integrity of 

the EU’s policy on China in order to protect its own economic interests in China (Ke, 

2017). Moreover, the German government believes that the only way to force China 

into opening up its domestic market is to restrict its investments in other parts of the 

world, including the EU and Germany. And only when the EU formulates a 

comprehensive plan in response to the challenge posed by China, and supports R&D 

technology, can it prevent economic dependence on China and reduce the degree to 

which a unfairness exists in their mutual economic and trade relations. The German 

government has therefore called for the EU to be more united and coordinated on 

Chinese issues, in which reciprocity of trade with China is very important. 

 Finally, economic nationalism is getting more sophisticated in many countries as it 

develops. In the context of globalisation, economic nationalism is no longer limited to 

protecting domestic capital. It derives economic benefits from the global economy 

through foreign capital and the use of other countries’ local resources. The domestic 
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economy, which was protected by nationalists in the past, is now expressed in the form 

of global capital. If necessary the state will maintain a policy of protectionism, where 

we can see that by participating in globalisation, it adopts reforms selectively and 

continues to protect domestic companies as a process of adjustment. Modern state 

capitalism is different from the state capitalism of the last century. It combines national 

strategy with the international free market. Using both the tools of government and the 

strategies of multinational corporations, it adapts to competition by globalisation, 

strengthening control of the country’s political power, and increasing competitiveness 

by protecting and supporting the development of strategic sectors especially natural 

resources and technology.  

 In many developing countries, such as China, Singapore, Brazil, and Indonesia, the 

scope of state capitalism has continued to grow in the past two decades. Many of the 

most powerful developing countries are increasingly developing state intervention 

(Kurlantzick, 2016: 19-20). In addition to developing countries, many developed 

countries are facing the need for modest state intervention in the market. Since 2008, 

the global economic recession has made many governments, including in the US and in 

Europe, move to state capitalism. This kind of government intervention aims to prevent 

huge market failures and thus recover from the global economic recession (Bremmer, 

2010: 47; Musacchio & Lazzarini, 2014: 5-6; MacDonald and Lemco, 2015:38). In 

globalisation, all countries are actually mixed economies (Bremmer, 2010). Different 

countries will adjust their economic policies in diverse ways in the face of different 

economic competition and market exchange activities. Sometimes, their economic 

policies may be biased toward protectionism, and sometimes they are more liberal. In 
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the future, the economic policies of countries may be more dynamic and changeable 

according to national interests. In addition, countries and companies need to maintain 

the pursuit of advanced technology to reduce production costs and remain competitive 

in the world market. Therefore, many countries will strengthen the field of technological 

innovation and enhance their R&D capabilities through the cooperation of multinational 

companies. In the era of globalisation, when trade relations between countries involving 

strategic sectors, mainly natural resources and technology, it will be more likely to 

evoke conflicts; the state will be more sensitive to the gains of its partners. As a result, 

economic nationalist policies will be used more frequently to compete for the strategic 

goals. 
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