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I 

ABSTRACT 

The importance of investments by emerging country multinationals to industrialised 

economies has risen continuously. China has become the second largest investor to 

Germany, as testified by the rise in the number and volume of Chinese merger and 

acquisitions of German Mittelstand firms. Especially researchers from international 

business studies have addressed this phenomenon by analysing the motivation and modes 

of investments. Chinese investors perceive M&A as an opportunity to access strategic 

resources necessary to compete internationally. Despite the apparent success of Chinese 

outward foreign direct investments, Chinese investors face liabilities of foreignness, when 

investing in developed countries such as Germany.  

This dissertation’s research aim is to analyse the effects of institutional distances on the 

mergers and acquisitions process between Chinese investors and German subsidiaries as 

well as the regional embeddedness of the latter. Even though institutional research has 

gained importance in international business studies and economic geography, most 

conceptions are based on quantitative measures (Jackson & Deeg, 2008). Therefore, 

William Scott’s (2014) concept of institutions as the “regulative, normative, and cultural-

cognitive elements that, together with associated activities and resources, provide stability 

and meaning to social life” was adapted to investigate institutional distances on the intra-

firm, regional and international level. The operationalisation is based on practices in the 

business context that reflect formal and informal institutions.  

In order to answer these questions, three stages of qualitative interviews were conducted – 

with intermediaries (e.g. regional development agencies, consultants), managers of 

German subsidiaries and representatives of the Chinese enterprise as well as key persons 

with a dual cultural background in the respective firms. The interviews were analysed 

using qualitative content analysis depending on the respective research foci.  

By investigating Chinese MNEs in Germany, this dissertation contributes to the academic 

and public discussion on prospects for the still increasing Chinese investments in Germany 

and their implications for regional economic development. Integrating approaches from 

international business studies, organisational studies and economic geography, findings on 

institutional distances were generated, which can be applied by public and private actors to 

assess and positively influence regional economic development. 
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ZUSAMMENFASSUNG 

China ist zum zweitgrößten Investor in Deutschland geworden, wie die steigende Anzahl 

und das Volumen chinesischer Fusionen und Übernahmen deutscher Mittelstandsunter-

nehmen zeigen. Chinesische Investoren verstehen M&A als eine Gelegenheit, auf strate-

gische Ressourcen zuzugreifen, die für den internationalen Wettbewerb erforderlich sind. 

Trotz des offensichtlichen Erfolgs chinesischer Direktinvestitionen sind Investitionen in 

Industrieländern wie Deutschland mit Benachteiligungen durch Fremdartigkeit verbunden. 

Das Forschungsziel dieser Dissertation ist die Analyse der Auswirkungen institutioneller 

Distanzen auf den Fusions- und Übernahmevorgang zwischen chinesischen Investoren und 

deutschen Tochtergesellschaften sowie deren regionale Einbettung. Obwohl die institu-

tionelle Forschung in International Business Studies und in der Wirtschaftsgeographie an 

Bedeutung gewonnen hat, basieren die meisten Studien auf quantitativen Methoden 

(Jackson & Deeg, 2008). Für diese Arbeit wurde William Scotts (2014) Konzept von 

Institutionen angepasst, das diese als „regulative, normative und kulturell-kognitive 

Elemente, die zusammen mit den damit verbundenen Aktivitäten und Ressourcen Stabilität 

und Sinn für das gesellschaftliche Leben bieten“ beschreibt, um institutionelle Distanzen 

im Unternehmen, auf regionaler und auf internationaler Ebene zu untersuchen. Die 

Operationalisierung basiert auf Praktiken im geschäftlichen Kontext, die formale und 

informelle Institutionen widerspiegeln. Es wurden drei Stufen von qualitativen Interviews 

durchgeführt - mit Intermediären (z. B. regionalen Entwicklungsagenturen, Beratern), 

Managern deutscher Tochtergesellschaften und Vertretern des chinesischen Unternehmens 

sowie Schlüsselpersonen mit doppeltem kulturellem Hintergrund. Die Interviews wurden 

in Abhängigkeit von den jeweiligen Forschungsschwerpunkten mittels qualitativer 

Inhaltsanalyse analysiert. 

Durch die Untersuchung chinesischer multinationaler Unternehmen in Deutschland trägt 

diese Dissertation zur akademischen und öffentlichen Diskussion über die Perspektiven für 

die weiter steigenden chinesischen Investitionen in Deutschland und deren Auswirkungen 

auf die regionale Wirtschaftsentwicklung bei. Durch die Einbeziehung von Ansätzen aus 

International Business Studies, Organisationsstudien und Wirtschaftsgeographie wurden 

Erkenntnisse zu institutionellen Distanzen gewonnen, die von öffentlichen und privaten 

Akteuren zur Beurteilung und positiven Einflussnahme auf die regionale Wirtschafts-

entwicklung herangezogen werden können. 
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1 INTRODUCTION 

After the gradual opening of the Chinese economy, the economic development of China 

was largely influenced by inflowing foreign direct investments. However, beginning in the 

1980s Chinese enterprises also started to invest abroad. These were primarily politically 

motivated joint ventures by state-owned enterprises. From the mid-1980s, the number of 

outward FDI rose sharply and ultimately surpassed the investment activities of all other 

developing countries except Taiwan. The main target countries were Hong Kong and 

Macau (Cai, 1999).  

In 1999, the “Going Global” policy (zǒuchūqū zhànlüè) was initiated, taking effect at the 

turn of the century. Since then, the internationalisation of Chinese companies has been 

extensively supported by the Chinese government (Sauvant, 2011) and in advanced 

economies a significant increase in foreign investment from China can be observed, 

especially within the last decade. More recently, the activities of Chinese enterprises have 

been tied in with China’s “Made in China 2025” strategy (zhōngguó zhìsào 2025), which 

seeks to improve the innovative capacities of the Chinese economy and propel it toward 

becoming one of the leading industrial countries. China is thus a prime example of the 

increasing importance of investments by emerging and transitioning countries to developed 

economies.  

Whereas early research on foreign direct investments focused on investments by developed 

countries in the so-called global south, with the increasing internationalisation of emerging 

country multinational enterprises, the attention has since shifted. Established theories had 

to be adjusted to the new economic reality and new venues of research emerged (Amighini, 

Cozza, Giuliani, Rabellotti, & Scalera, 2015). Especially researchers from the field of 

international business studies have addressed this phenomenon by analysing the motivation 

and modes of investments (Buckley et al., 2007; Chaminade, 2015; Deng, 2013). Chinese 

investors perceive M&A as an opportunity to access strategic resources necessary to 

compete internationally (Deng, 2009; Schüler‐Zhou & Schüller, 2009). As such, when 

investments are made in advanced economies such as Germany, mergers and acquisitions 

are a preferred mode of market entry due to the strategic asset motive of many Chinese 

investments (Anderson & Sutherland, 2015).  

Several further aspects have been analysed from an economic geography perspective such 

as the choice of location made by emerging multinationals (Karreman, Burger, & van Oort, 
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2017) or their embeddedness in global production networks (Yeung, 1994, 2007). 

However, knowledge gaps still exist, for example the problem of differing institutional 

backgrounds between the investor and target country and their effects on the regional 

embeddedness of the investor, which will be addressed in this dissertation.  

The institutional systems of the investor and the target are distinguished quite clearly in 

dimensions such as the legal and administrative framework (North, 1991) and less 

formalised elements like business norms and interactions between economic actors (Scott, 

2014). The institutional distance can differ in its extent (Zaheer, 1995), but is likely quite 

large between Chinese investors and German target firms. Its importance lies in its effects 

on the integration of the investor and target, but also in its influence on the establishment 

of regional networks with suppliers, customers or other economic actors.  

The increase of Chinese outward-foreign investments in developed countries is a reality of 

today’s economic world, which is not likely to change in the near future. It is thus of vital 

importance to better understand the mechanisms that underlie Chinese mergers and 

acquisitions and specifically their effect on the regional economy. The research aim of this 

dissertation is therefore to analyse the impact of institutional distances on the merger and 

acquisition process between Chinese investors and German subsidiaries as well as the 

regional embeddedness of the latter.  

The main research questions this dissertation seeks to answer are: 

• How are institutional distances perceived and bridged in the context of Chinese 

multinationals investing in Germany? 

• Who are key actors that can bridge institutional distances and what are the 

mechanisms involved? 

• What impact do institutional distances have on the investor's regional anchoring 

and networking with local players? 

In order to answer the research questions a qualitative case study design is being 

employed. Even though institutional research has gained importance in international 

business studies and economic geography, most conceptions are based on quantitative 

measures (Jackson & Deeg, 2008). This thesis therefore adapts William Scott’s (2014) 

concept of institutions as the “regulative, normative, and cultural-cognitive element that, 

together with associated activities and resources, provide stability and meaning to social 
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life” to investigate institutional distances on the company level. The operationalisation is 

based on practices in the business context that reflect formal and informal institutions. 

This thesis comprises eight chapters. An overview of the research background is given in 

chapter 2. It starts with a brief discussion of extant theories of internationalisation followed 

by a description of the Chinese investment landscape in Germany as well as the relevant 

literature.  

The third chapter details the qualitative methodology chosen, including sample strategies, 

implementation and coding strategies, which apply to all analyses equally. The following 

four chapters focus on different analytical aspects of institutional distances during Chinese-

German mergers and acquisitions and take the form of journal articles.  

Chapter 4 focuses on the previously described conceptual model and its application in the 

context of Chinese-German M&A. Because institutions have to be maintained or can be 

created or destroyed by actors, agency is a central element of the research. As most 

research focuses on the MNEs’ headquarters, the role subsidiaries can play is being 

highlighted. The primary objective of this chapter is to establish which institutional 

distances are perceived as barriers or enabling factors by the subsidiaries. To this end, 

research from subsidiary development studies is drawn on to comprehend the variety of 

paths subsidiaries choose during and after the M&A.  

The fifth chapter analyses the effects of institutional distances on the embeddedness of the 

subsidiary. This part of the dissertation is firmly rooted in geographical literature. To 

assess the embeddedness, the division in social, regional and network embeddedness 

proposed by Hess (2004) is applied. The literature on institutional distances suggests that 

the distances between the headquarters and the subsidiary will narrow with time, but this 

implies that distances between the subsidiary and its regional environment might increase 

(Kostova & Zaheer, 1999). Basing the analysis on interviews with the firms as well as 

regional actors, this proposition is being tested. 

Chapter 6 addresses intermediaries as influential actors that can aid the M&A process 

during all stages. This part of the dissertation builds on research on investment promotion 

agencies and intermediaries in innovation studies on the one hand and the concept of 

institutional work on the other hand (Lawrence & Suddaby, 2006). The hypothesis that 

intermediaries are able to perceive institutional distances differently and thereby aid the 

companies in overcoming them due to their expertise is tested.  
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Chapter 7, which is the last of the empirical chapters, focuses on a different group of 

actors, who might engage in institutional work: institutional brokers within the firms that 

have a dual cultural background. This chapter draws its theoretical base from studies on the 

Chinese diaspora and migrant workers (Gao, Liu, & Zou, 2013; Kelley, Coner, & Lyles, 

2013). Analysing their biography, characteristics and ability to do institutional work the 

research resulted in a typology of institutional brokers. These types differ in three main 

dimensions: their controlling power over the subsidiaries, their positioning on the spectrum 

between the headquarters and the subsidiary and the institutional work they primarily 

engage in. 

Looking at these topics by examining Chinese MNEs in Germany, this dissertation 

contributes to the scientific and public discussion on the prospects for the still increasing 

Chinese investment in Germany and its implications for the German economy. Integrating 

approaches from international business studies, organisational studies and economic 

geography, it was possible to generate findings on institutional distances which can be 

applied by public and private actors to assess and positively influence regional economic 

development (chapter 8). 

This dissertation was conceived as part of the DFG-funded research project “Chinese 

multinational enterprises in Germany: Institutional distance, local networks and knowledge 

exchange”. The work was supervised by Daniel Schiller and Ingo Liefner, starting in 

October 2015. My counterpart at the University of Gießen, Timon Haasis, analysed the 

organisation of knowledge transfer during Chinese cross-border acquisitions. We both 

addressed local networks from our individual theoretical perspectives and conducted the 

data collection process together. 
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2 RESEARCH SETTING 

This section introduces the theoretical literature on the internationalisation of emerging 

multinationals as a basis for the work in this dissertation. It outlines common theoretical 

venues in order to highlight gaps in the research, which this thesis seeks to fill. The second 

part of this chapter elaborates on the development and status of Chinese investments in 

Germany by drawing on the relevant literature and current political debates. 

2.1 Internationalisation of Emerging Multinationals 

The growth of foreign direct investments from emerging economies has caused some 

researchers to suggest that a fourth wave of internationalisation has started. Ramamurti 

(2012) has argued that emerging countries constitute the fourth group of former recipient 

countries that have become senders of direct investments after Europe, the USA and Japan. 

Additionally, this new wave consists of investments to countries of higher development 

status, whereas earlier investments were directed towards countries of equal or lower status 

(Gammeltoft, 2008; Gammeltoft, Pradhan, & Goldstein, 2010). This fourth wave thus 

poses challenges to incumbent theories on the formation of multinational firms and their 

internationalisation.  

The Eclectic Paradigm or OLI Model by Dunning (1981) has long been of special 

significance in explaining the internationalisation of companies. It states that a company 

must first possess so-called ownership advantages, i.e. competitive advantages in the home 

but most importantly the host market. Furthermore, the internationalisation should entail 

locational attractions (location), which favour investment abroad as opposed to in the home 

region. Finally, there must be internalisation advantages, which cause the company to 

internationalise itself, rather than look for other forms of production organisation such as 

outsourcing (Dunning, 1981, 2000). According to this concept four motives for foreign-

based activities prevail (Dunning, 2000): 

1. Resource-seeking foreign direct investments target the natural resource 

endowments of a foreign market because of their unavailability on the home 

market. These can include raw materials such as minerals or agricultural products, 

but also unskilled labour force (Dunning, 2000; Dunning & Lundan, 2008b). 

2. During market-seeking foreign direct investments, multinational enterprises seek to 

sustain existing markets or promote new markets by supplying them with their 

products directly rather than through exports. This motive is thus very demand-
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oriented and there can be several reasons for it such as the reduction of 

transportation costs or a better understanding of local market needs (Dunning, 

1981, 2000; Dunning & Lundan, 2008b).  

3. MNEs additionally use foreign direct investments to increase the efficiency of their 

production, for example by specialising their foreign assets or seeking a more 

efficient division of labour by enhancing economies of scale and scope (Meyer, 

2015). This motive is closely related to resource- and market-seeking investments 

(Dunning, 1981, 2000). 

4. Lastly, foreign direct investments by multinational enterprises can be motivated by 

“protecting or augmenting the existing specific ownership advantages of the 

investing firms” (Dunning, 2000, p. 165). Strategic assets are resources that are 

scarce or difficult to imitate and could for example include the knowledge stocks of 

a targeted company. In some research, strategic asset seeking and knowledge- or 

technology-seeking foreign direct investments are treated equally (Meyer, 2015).  

However, this well-known theory model can only be applied to a limited extent to 

multinational companies from emerging economies. The main point of criticism concerns 

the apparent lack of ownership advantages of EMNEs seeking to invest in developed 

countries. Especially the technological abilities and brand strength are assessed as inferior 

to their targets from advanced markets (Dunning, Kim, & Park, 2008). Other authors have 

sought to adapt the eclectic paradigm accordingly (Deng, 2009; Rui & Yip, 2008). Li 

(2003, 2007) adopts a latecomer perspective and suggests that extant theories need to be 

revised to account for the fact that EMNEs engage in foreign direct investments in order to 

acquire ownership advantages, rather than it being a prerequisite. Luo and Tung (2007) 

argue similarly, though using the term springboarding strategy for the acquisition of 

strategic assets by EMNEs, adding that EMNEs can also utilise this type of investment to 

overcome home market constraints, too. 

The massive increase in foreign direct investments by Chinese companies has also led to 

the emergence of new explanatory models. Prominent among them is Mathews’ (2002) 

LLL approach, which refers specifically to the internationalisation of companies that 

originate in developing countries. Mathews explains the rapid growth of Chinese FDI by 

showing that firms are developing linkage to other economic actors, leveraging them and 

ultimately learning to accelerate their internationalisation (Mathews, 2017). He thus 

emphasises the role networks might play in the internationalisation efforts of EMNEs, 
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indicating that competitive advantages might not always be bound to the firm itself in order 

to be benefitted from. In addition, Mathews argues that access to the Chinese market and 

capital strength may represent a new form of owner benefit that has not previously been 

considered in the literature (Mathews, 2002). However, the LLL model has also been 

criticised for being too externally focused (Li, 2007). 

Additionally, Dunning has criticised and adapted his own model over the years. In 

particular, he integrated institutions as they influence the competitiveness and development 

of firms (Dunning, 2006). Drawing from North’s (1991) conceptualisation, Dunning 

together with Lundan added an institutional dimension to the OLI model in order to 

explain different forms of MNEs (Dunning & Lundan, 2008a). They argue that institutions 

have an effect on all three dimensions of the paradigm, for example through the 

institutional infrastructure of the home and host country which influences ownership 

advantages but also location attraction (Dunning & Lundan, 2008a, 2008b).  

Another model that seeks to explain the internationalisation of enterprises and which also 

needs to be mentioned is Johanson and Vahlne’s (1977) Uppsala internationalisation 

process model. In this theoretical concept it is assumed that the internationalisation process 

is gradual and happens in incremental steps. The reasoning is that knowledge gaps provide 

a barrier to enterprises, which thus select close markets as primary targets for their 

operations abroad. In particular, they relate to the concept of psychic distances, which 

describes the factors that constrain the flow of information like differences in language, 

business norms or culture. With increasing experience, their international activities 

increase as well (Johanson & Vahlne, 1977). Thirty years after its original conception, 

Johanson and Vahlne revisited their model, updating it to include trust-building and 

knowledge creation as essential mechanisms (Johanson & Vahlne, 2009). Here they add a 

network perspective to their original framework, similarly to Mathews (2002). Though the 

authors themselves see no direct discrepancy, the Uppsala model has been criticised for not 

being able to explain the emergence of EMNEs (Li, 2007). 

Although the success of the described models in explaining the internationalisation of 

EMNEs and the Chinese MNEs included therein varies, these models are of interest for 

this thesis in terms of the emphasis they put on institutional factors. Dunning and Lundan 

(2008a) mention institutional factors overtly, whereas in the case of Mathews (2002) they 

are hidden in the determinants that influence the linkages and learning capacities of 

Chinese MNEs. While conceptually not congruent, institutions may also play a role in 
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Johanson and Vahlne’s (2009) psychic distance. It is thus sensible to adopt an institutional 

perspective to further analyse the OFDI activities of Chinese MNEs in Germany as is the 

objective of this dissertation. 

2.2 Chinese Investments in Germany  

Although Chinese MNEs do not possess traditional ownership advantages as has been 

described in the previous section, they have been quite successful in internationalising. 

Germany has become one of the main recipients of Chinese outward foreign direct 

investments, with the volume of investments rising steadily since the global financial crisis 

in 2008/2009 (Hanemann & Huotari, 2018). The main motive of Chinese MNEs’ activities 

in Germany is access to strategic assets such as technology, knowledge, highly qualified 

human capital and brands (Buckley et al., 2007; Chaminade, 2015; Luo & Tung, 2007) as 

well as access to the German and European market (Brienen, Burger, & van Oort, 2010; 

Deng, 2004). The acquisition of German enterprises provides a possibility for Chinese 

investors to access both strategic assets as well as regional networks (Meyer, 2015; 

Ramamurti, 2012). The internationalisation modus of many Chinese investors is thus 

mergers and acquisitions, rather than the founding of new subsidiaries (greenfield 

investments) (Anderson & Sutherland, 2015; Hanemann & Huotari, 2015).  

The Chinese government plays a large role in the internationalisation of Chinese MNEs. It 

has defined industries as strategic for its future economic development and financially 

supports the internationalisation of firms in these branches, which in particular includes the 

automotive and machinery sectors in Germany (Jungbluth, 2013; Si, 2014; Si, Liefner, & 

Wang, 2013). In both industries, Germany has an international competitive advantage. 

Many German engineering companies are world leaders in specific industry segments, 

making them attractive targets for investors (Walcott & Liefner, 2017). Indeed a recent 

study by the Bertelsmann Stiftung (2018) shows that these are still the most popular 

industries for Chinese investors. Nevertheless, other than might be expected, the share of 

state-owned enterprises investing in Germany has decreased and private firms have 

dominated investments since 2009 (Jungbluth, 2013). 

Most acquired German firms belong to the so-called Mittelstand. They are attractive 

targets for M&A because they often hold highly advanced knowhow, have established 

supplier and customer networks as well as internationally known brands. At the same time, 

Chinese investors are attractive buyers for the German companies. Knoerich (2010) 

analysed German-Chinese investments from the sellers’ perspective and found the 
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motivation of sellers to be complementary to the investors. For example, Chinese investors 

were looking for strategic investment opportunities, whereas the German firms needed 

additional funding. Moreover, Chinese investors can make market access in China easier 

for their German subsidiaries and there are often opportunities for a expansion of the 

product range, because Chinese enterprises tend to serve the market for low-end products 

whereas the German companies are active in a high-end segment (Knoerich, 2010).  

Primarily, Chinese M&A are concentrated in four German regions: the Ruhr area, the 

Greater Frankfurt area and parts of Baden-Württemberg and Bavaria, while greenfield 

investments often flow to Hamburg. There are several reasons for this regional focus. In 

the Ruhr area and especially the city of Dusseldorf there is a large Chinese diaspora. This 

plays a role in the choice of the company location, as important information about the 

region is passed on to China via personal and professional connections (Karreman et al., 

2017). Frankfurt also benefits from a slightly smaller Chinese community, as well as from 

good flight connections and the proximity of large Chinese banks in the German financial 

centre. In addition, the economic development agencies of both states have meanwhile 

adjusted to the special needs of Chinese investors. Baden-Württemberg and Bavaria are 

particularly attractive to Chinese companies due to their strong regional economies and 

prominent mechanical engineering sector (Hanemann & Huotari, 2015; Si & Liefner, 

2014). Hamburg is a destination for investments due to its importance as a logistics hub 

(Hanemann & Huotari, 2015; Si et al., 2013; Walcott & Liefner, 2017). 

One of the first research projects to address Chinese investments in Germany was the 

BRICINVEST project funded by the Hans-Böckler-Stiftung. It systematically recorded 

investments by all four BRIC countries, focusing on the relevance for employment, worker 

participation and workers’ rights. Franz, Bollhorn, and Röhrig (2017), for example, found 

that there were only two cases where active resistance to the acquisition was the result of 

the activities of employees, despite the fear of job loss and workers’ rights infringements. 

These fears result in part from negative media reports, which dominated in the early years 

of Chinese investments in Germany, but have slowly turned increasingly positive since 

2010 (Golinski & Henn, 2015). There is an assumption by the subsidiary workers that 

institutional and cognitive distances have negative effects on the German subsidiary, but 

these fears proved to be exaggerated; however, language barriers and organisational 

distances can lead to limited communication between the investor and workers’ 

representatives (Franz et al., 2017).  
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Other research has focused on the managers’ perception of Chinese investors. Fuchs and 

Schalljo (2017) observed that whereas managers initially shared a common vision for the 

company’s post-merger development, some German managers tended to distance 

themselves from the investors in the course of the post-merger integration. Independence 

and autonomy from the new owners were in many cases appreciated, building on the long-

established traditions many German Mittelstand companies are characterised by. Similarly, 

Si and Liefner (2014) found that external cognitive distance due to differences in language, 

business customs and cultural differences inhibits Chinese investors as it is often shifted 

internally. Mechanisms to deal with these differences such as qualified personnel with an 

understanding of both cultural systems are often missing (Si & Liefner, 2014). In contrast, 

Klossek, Linke, and Nippa (2012) determined several strategies to reduce Chinese 

investors’ liabilities of foreignness, when analysing seven large Chinese M&A in 

Germany, such as due diligence or reputation building. 

In 2016, Chinese M&A in Germany peaked with a number of investments that surpassed 

the previous level in volume and number (Ernst & Young, 2018). This sparked renewed 

debate in politics and the media. The focus of the discussion was the sell-out of German 

knowledge and the strategic value of specific industries such as robotics. Among other 

things, due to the prevailing restrictions on German companies in the Chinese market, 

there was discussion to what extent the foreign trade law should be adjusted, in order for 

the German state to be able to prevent M&A of German companies for security reasons, as 

is common in the United States of America (Hanemann & Huotari, 2018). Although there 

was no change in German law, the decline in Chinese takeovers in 2017 may indicate that 

the investment climate in Germany is perceived as strained by Chinese investors (Ernst & 

Young, 2018). 

While the outlined research is insightful and valuable for the understanding of Chinese-

German M&A, research gaps remain which should be addressed considering the current 

relevance of Chinese investments. From a theoretical perspective, there is still no 

comprehensive analysis of the effects of institutional distances on Chinese-German M&A 

that takes all involved actors into account. This includes the examination of regional 

effects, but also the specific bridging mechanisms of different groups of actors. 

Furthermore, most studies are based on cases of large enterprises such as Haier or Lenovo, 

whereas most Chinese investment targets are Mittelstand firms. This thesis seeks to 

address these gaps through a comparative analysis of M&A. 
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3 METHODOLOGICAL CONSIDERATIONS 

The explorative character of the research as well as the nature of the research subject 

legitimate the choice of a qualitative methodology. As previously described, research on 

Chinese multinationals is still in its infancy, especially with regard to analysis from an 

institutional perspective. It is thus valid to refine theoretical constructs by making and 

testing new assumptions using a qualitative methodology. Beyond that, institutions framed 

and operationalised as is the case in the following analysis are only quantifiable to a certain 

extent.  

Because the aim of this study is to gain a deeper understanding of institutional work 

processes and the effects of institutional distances on regional embeddedness, a multiple 

case study design was chosen (Eisenhardt, 1989). Using this approach allows for within- 

and cross-case comparison and thus increases the potential for new insights within the 

scope of the research topic. Additionally, the validity, reliability and generalisability of 

research results are greater than when employing a single case study approach (Gerring, 

2017).  

Essential for case study research is the choice of case studies and informers in particular. 

All German companies were defined as having been acquired by a Chinese investor if the 

owner held a share greater than 50 percent, thus gaining decision-making control of the 

business. Furthermore, a focus on firms from the manufacturing sector was chosen, 

because most Chinese investments are conducted in this sector (compare chapter 2.2). The 

chosen selection thus represents typical Chinese M&A in Germany. Furthermore, having a 

homogeneous sample eases the cross-comparability between cases.  

The sampling strategy was aimed at gaining access to informers at the management level 

of the German subsidiaries or representatives of the Chinese parent firm in Germany, 

because in all likelihood these persons will be most aware of the acquisition process at all 

stages. Given that many of the identified firms are comparatively small, it can be assumed 

that the management is also well informed about processes at the operational level. 

In order to create a comprehensive analysis of Chinese-German mergers and acquisitions, 

the data collection was conducted in three stages. First, intermediaries were interviewed, 

then the previously mentioned managers and lastly Chinese-German institutional brokers 

within the firms.  



Chapter 3 – Methodological Considerations  

 

 
12 

There were two main reasons for choosing intermediaries (e.g. consultants, regional 

development agents; see chapter 6 for a definition) as a primary source of data. First, 

intermediaries provide an external view of the acquisition process and the following post-

merger integration. They often have intense contact with both the subsidiary and parent 

firm, but are not biased, which could lead to an overly positive account. Additionally, they 

have encountered and supported several Chinese-German M&A and can thus compare 

cases. Of course, these accounts are still subjective. Intermediaries are thus important for 

triangulation of the data.  

Secondly, they possess a gatekeeper function for the main research subject. Gatekeepers 

can provide admission to networks, which are otherwise hard to access (Gould & 

Fernandez, 1989). It is often part of an intermediary’s work to connect different actors 

(business networks, economic development agencies) and it was aimed for to be 

recommended within these networks. Other intermediaries such as lawyers and consultants 

are bound by client confidentiality and were primarily interviewed for the first reason.  

Intermediaries were identified through an online search. In the case of public actors like 

state agencies, actors in all German Länder (states) were contacted. With regard to private 

intermediaries, the focus was on actors who primarily engage with Chinese investors. 

These were contacted by e-mail, telephone and/or by post, which resulted in 33 interviews 

with 35 intermediaries between March and May 2016 (see chapter 6 for more details). 

At the same time, Chinese-German M&A were identified using several databases. 

Unfortunately, there is no comprehensive account of Chinese investments in Germany. 

Data was thus amalgamated from Bureau van Dijk’s Zephyr database (data retrieval: 13 

June 2016) and a list of investments by the Chinese Ministry of Commerce (MOFCOM) 

(see Amighini, Cozza, Rabellotti, and Sanfilippo (2014) for a critical discussion of 

MOFCOM data) with additional sources of information (Ernst & Young, 2015, 2016, 

2017; Hanemann & Huotari, 2015; Jungbluth, 2013). The Zephyr database contains 

detailed information on the financial indicators, shareholder and subsidiary information as 

well as M&A rumours. With regard to the latter, media reports were checked to determine 

whether the investment had since become reality and the relevant cases were added to the 

sample. 

The identified firms were contacted in order to first gain the personal contact information 

of the targeted informants, persons at the managerial level, and subsequently interview 
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requests were sent. These informed the addressee of the aims of the project and main 

research questions as well as a short description of institutional distances. If the potential 

interview partners requested additional information or the interview guide, a list 

summarising the topics was sent. Hence, the interview partners could prepare for the 

interviews without being induced to pre-compose answers to the questions.  

Table 1 shows details of the firm cases conducted. A total of 19 managers were 

interviewed in 18 interviews on 23 Chinese acquisitions, since some interviewed parent 

firms had carried out several acquisitions in Germany. In these cases, they were questioned 

on all executed mergers and acquisitions. The interviews were done between April and 

July 2016 and lasted between 27 minutes and 79 minutes. Most interviews were conducted 

in German, since both the interviewee and interviewer spoke German fluently, but 

whenever necessary the interviews were done in English. For publication, passages and 

quotes have been translated into English. Except for four, all the interviews were held in 

person. All interviews were recorded and subsequently transcribed, unless requested 

otherwise. For ethical reasons and to increase the participation rate, confidentiality was 

ensured to the interview partners and therefore all interviews anonymised. Interviews with 

intermediaries are thus denoted with IN, interviews with firms UN. 

The third group of actors, Chinese-German institutional brokers, was identified as an 

interesting additional venue of research during the initial data collection phase. As this 

category of individuals was not clearly defined in the beginning, actors were sought to be 

identified through recommendations by the already interviewed managers. This resulted in 

two cases, in addition to several of the original interviewees, who were reassigned (see 

chapter 7 for an extensive description). The interviews were implemented congruently to 

the scheme previously described and anonymised as SP. 

Because the key sources to this research are three very distinct groups of actors, who are in 

themselves quite heterogeneous, semi-structured interviews were used to collect data. The 

interview guidelines consisted of open-ended questions to account for the difference in 

experiences interviewees might have had and to encourage them to recount their 

experiences freely (see the interview guidelines included as Appendix 1-3). 

The guideline for intermediary interviews consisted of five sections. The first section 

addressed the professional qualifications of the intermediaries such as their reason for 

working primarily with Chinese investors or their workload. For the pre-merger phase,  
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Table 1 Case Details of Interviewed Companies 



Chapter 3 – Methodological Considerations  

 

 
15 

 

intermediaries were asked for the typical project process and contact with their customers, 

both German and Chinese. It was inquired as to whether they could describe the 

transaction phase and knew of examples where a merger failed during this phase. With 

regard to the post-merger phase, the focus was put on problems and possible solutions, 

which occur during the integration, and what helping role the intermediaries themselves 

could play. The guideline finished with a section of questions on regional networks, with 

an emphasis on the work of intermediaries concerning the connectedness of the subsidiary 

and the parent firm.  

The guideline related to companies was similar, but differed in several points. It was 

structured in three sections with regard to the three phases of a merger (pre-merger, 

transaction and post-merger integration) as well as an additional section on knowledge 

exchange and one on regional networks. For the pre-merger phase, questions revolved 

around the relationship between the target and the investor before the M&A, the initial 

situations and the motives. Subsequently, questions on the negotiation and planning of 

future cooperation between the subsidiary and parent firm were raised during the 

transaction phase. Additionally, as a means of cross-checking, managers were asked 

whether use had been made of the services of intermediaries. The third section, on the 

post-merger phase, revolved primarily around the integration process. Changes and 

challenges as well as advantages in daily business were inquired about. The section on 

knowledge transfer covered several theoretical and practical aspects of the concept. The 

last section consisted of questions about business networks, changes in the relation to 

customers and suppliers and if objectives had been met.  

Lastly, the guideline for institutional brokers mainly focused on their biographical features 

and characteristics. It started with a section on their previous experiences and how these 

had helped them gain their specific position within the companies. Thereafter, questions 

were asked about their work as a mediator between subsidiary and parent firm, putting 

emphasis on the differences in assorted levels of the company. Again, the last section 

focused on regional connectedness, in this case with a focus on the agency of institutional 

brokers to potentially increase networking.  

The analysis of the collected material was first conducted within-case, both deductively 

and inductively. Deductive categories were derived from the respective theoretical 

frameworks such as institutional pillars, levels of analysis or the relationship between 
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actors, as detailed in the subsequent chapters. During cross-case analysis further codings 

were derived inductively by compiling passages based on the first-order codes and treating 

them as suggested by Kuckartz’ (2014) qualitative content analysis. The resulting sub-

categories differ depending on the research questions and focus and are thus described in 

the respective empirical chapters. 

Lastly, a focus group discussion was organised in June 2017 and all interviewees were 

invited to attend. On this occasion, preliminary results were presented and discussed with 

the 21 participants. These were made up of intermediaries as well as corporate 

representatives. The outcomes of this workshop were recorded by hand and fed into the 

following critical reflection of the research results. 



Chapter 4 – Institutional Distances in the Context of M&A  

 

 
 17 

4 INSTITUTIONAL DISTANCES IN THE CONTEXT OF M&A: AN 

EXPLORATORY ANALYSIS OF CHINESE INVESTMENTS IN GERMANY 

Abstract 

Germany has become one of the most attractive destinations for Chinese investments as 

shown by the rise in the number and volume of Chinese mergers and acquisitions of 

German firms. Chinese investors perceive M&A as an opportunity to access strategic 

resources necessary to compete internationally. However, multinationals from developing 

countries face liabilities due to differences in the institutional environment between their 

home and host countries. In this exploratory chapter, Chinese M&A are analysed from an 

institutional perspective, highlighting the institutional agency of the subsidiary. Even 

though institutional research has gained importance in international business studies, most 

conceptions are based on quantitative measures. This chapter seeks to add to the existing 

literature by proposing a conception of institutional distances based on Scott’s three pillars 

on an organisational level. To that end, this chapter uses semi-structured qualitative 

interviews to evaluate the effects of institutional distances on M&A and the regional 

impacts of the subsidiaries involved. Furthermore, the results are used to derive 

implications for public policy as German firms have a positive assessment of the feasibility 

of bridging institutional distances.  

Keywords: Institutional Distance, Chinese OFDI, Subsidiary Development 
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4.1 Introduction 

Chinese investors have drawn attention, both in the media and the academic community, as 

the volume of mergers and acquisitions with European firms has risen drastically. 

Germany and especially the German Mittelstand has become one of the most attractive 

destinations for Chinese outward foreign direct investments, with M&A providing a quick 

mode of entry. Stemming from the fact that emerging multinational enterprises do not fit 

the established theories of internationalisation, several new theoretical perspectives have 

been explored (DiMaggio & Powell, 1983; Johanson & Vahlne, 1977). A focus of research 

has been the investment motive, which according to international business studies research 

is overcoming latecomer disadvantages (Luo & Tung, 2007). As such, most Chinese 

outward foreign direct investments in developed countries are asset- or resource-seeking 

(Buckley et al., 2007; Chaminade, 2015) as well as aimed at cultivating high-quality 

human resources (Di Minin, Zhang, & Gammeltoft, 2012) in order to become 

internationally competitive. 

Despite the apparent success of Chinese OFDI, Chinese investors face liabilities of 

foreignness when investing in developed countries such as Germany. Cantwell, Dunning, 

and Lundan (2010) among others highlight that MNEs have to engage in multiple 

institutional environments. The degree of resemblance between the institutional systems of 

two countries or regions, their institutional distance (Kostova & Zaheer, 1999), can 

influence the integration process during and after an investment (Clark & Geppert, 2011). 

It is assumed that while institutions guide social interaction, they are also replicated and 

maintained by the behaviour of social actors (Yeung, 2007), connecting them intrinsically 

to certain territories (Bathelt & Glückler, 2014). Due to their differing cultures and 

political systems, the institutional structure of China and Germany are likely to be quite 

distinct. 

This chapter draws on Scott’s (2014, p. 56) concept of institutions as the “regulative, 

normative, and cultural-cognitive element that together with associated activities and 

resources, provide stability and meaning to social life”, to investigate institutional 

distances during Chinese M&A with German companies on the company level. To answer 

the question as to what specific forms of institutional distance occur between Chinese 

investors and German subsidiaries, Scott’s institutional framework is newly 

operationalised as displayed in firm practices. Mergers and acquisitions provide a 

particularly interesting framework for such an analysis because the instability created 
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through the process enables institutional change (Faulconbridge & Muzio, 2015; 

Schneiberg & Clemens, 2016). Furthermore, the differences between the institutional 

systems of the investor and the target are expected to be distinct due to the subsidiary 

having a fully developed organisational structure (Rosenzweig & Singh, 1991). 

Most research focuses on the multinational enterprises’ headquarters as dominant actors. 

The second aim of this chapter is to establish the abilities of the German subsidiaries as 

institutional actors, drawing from research on subsidiary development. Answering the call 

for more agency in institutional studies (Gertler, 2009; Lawrence & Suddaby, 2006), this 

chapter investigates the mechanisms through which institutional distances can be bridged 

by the subsidiaries. 

To this end, first the existing theory is examined with a focus on the adaptation of 

institutions in international business studies and the conclusions that can be drawn from the 

subsidiary management literature. Subsequently, the methodology and data set are 

explained, followed by an analysis that focuses first on institutional distances at the 

international and intra-firm level, and then secondly on the role of subsidiary development. 

These results are discussed with the extant literature in mind. 

4.2 Institutions in the Context of MNEs 

Research on the effects of liabilities of foreignness or institutions on the 

internationalisation of emerging multinationals often conceptualises institutional 

differences as the differences between two countries. However, institutional distances are 

defined by Kostova and Zaheer (1999) as the differences and similarities between two 

institutional systems, which, while they might correspond to national borders, are not 

necessarily congruent to nations.  

This chapter argues there are three levels on which institutional distances can occur. The 

first two are the institutional distances between a parent company and a subsidiary (1), as 

well as the subsidiary and its regional economic environment (2). In the international 

business literature, this differentiation is commonly known as the dual pressure within an 

MNE (Meyer, Mudambi, & Narula, 2011, 236; Rosenzweig & Singh, 1991). The dual 

pressure constitutes a trade-off for larger MNEs, which increases with the differences in 

institutional environment between the home and host country (Meyer et al., 2011, p. 237).  

While compliance with the institutional context does not necessarily lead to success within 

the regional host economy, it can create legitimacy in the eyes of local actors (Kostova 
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& Zaheer, 1999). Even though in theory the distinction between these two forms of 

institutional distance is evident, differences on the national level are often emphasised by 

comparing MNEs with subsidiaries in multiple countries. The regional embeddedness of 

these subsidiaries is frequently neglected. Hence, empirical research has been unable to 

clearly distinguish the first two levels of institutional distance.  

A third level of analysis, which has been overlooked thus far, is institutional distances 

within the subsidiary. A common occurrence with Chinese-German M&A is the 

installation of Chinese personnel in the acquired German company. Kostova and Roth 

(2002, p. 218) point out that “even if a subsidiary is relatively disconnected from its host 

environment by ownership or otherwise, it is still subject to institutional influences through 

its employees who are carriers of institutions”. It can, hence, be assumed that institutional 

distances on the intra-firm level exist. A likely hypothesis is therefore that bridging 

distances within the subsidiary is decisive for the post-merger integration and functioning 

of the subsidiary (see Figure 1). In the following analysis a focus will be put on the inter- 

and intra-firm level. The analysis of institutional distances between the subsidiary and its 

regional environment will be analysed as part of chapter 5. 

Figure 1 Conceptual Model of Institutional Distance 

 

Source: own figure 

4.2.1 Operationalisation of Institutions 

One of the reasons for the lack of empirical research on intra-regional and intra-firm 

institutional distances is the operationalisation of the institutions chosen. In this thesis the 

conception of institutions is based on Scott’s (2014) three pillars: regulative, normative and 
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cultural-cognitive institutions. Scott’s division provides a framework that, on the one hand, 

classifies hard to grasp institutions, but, on the other hand, also allows enough freedom to 

analyse a variety of contexts. While usage of Scott’s definition of institutions is not 

uncommon in academic literature, research has tended to adopt a “thin view” of institutions 

by operationalising them using summary indicators (Jackson & Deeg, 2008). 

There are two main reasons in favour of a detailed analysis of institutions on an intra-firm 

level. First, regional- and also subject-specific differences in culture exist. Chatzkel and Ng 

(2013), for example, found Chinese business culture to be influenced by several Chinese 

cultural strands such as Taoism or legalism. Likewise, Gertler (2001, p. 21) established 

that small and medium-sized German firms “typically take on a characteristic set of 

practices that are strongly shaped by the distinctive institutional contours of many of 

Germany’s Länder”. These regional distinctions are only recognisable at a sub-national 

level of analysis. Second, a recent line of knowledge transfer research has found 

“microlevel governance mechanisms” to be particularly relevant in aiding knowledge 

flows to overcome obstacles (Meyer et al., 2011, p. 248). The same is likely to be true for 

institutional research, and specifically the processes of bridging institutional distances. 

Notably, Scott (2014, p. 95) himself wrote that institutions are transmitted by carriers: 

“symbolic systems, relational systems, activities, and artifacts”. Consequently, in this 

dissertation institutions are operationalised in the form of business practices. 

Regulative institutions govern social life through rules and sanctions. In research they are 

most often framed as explicit regulatory processes such as laws (Scott, 2014). As such 

regulative institutions most closely resemble North’s (1991) definition of institutions, 

which focuses on constraints and formal rules that reduce uncertainty in exchanges and 

thus structural interactions. This definition of institutions is often applied in works based 

on transaction cost theory and those that are largely quantitative in nature. For the sake of 

this thesis, however, regulative institutions are operationalised as the setting, monitoring 

and enforcement of rules, such as intellectual property rights or labour laws (see Table 2) 

(Xu & Shenkar, 2002; Y. Yang, Yang, & Doyle, 2013). The focus is thereby not put on the 

differences in the laws themselves, but on the interpretation of these rules by the actors 

involved.  

Unlike regulative institutions, normative institutions are advocated through morals rather 

than sanctions (Scott, 2014). Normative institutions guide social interactions through a 

sense of appropriateness. In business context they can be equated with conceptions of fair  
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Table 2 Operationalisation of Institutions 

business practice or economic goals and the means to achieve these (Xu & Shenkar, 2002). 

Even though normative institutions can be formalised within corporate goals or as 

corporate social responsibility standards, they are far less easily incorporated into empirical 

research. One of the few studies that does so successfully is Y. Zhang, Zhong, Wen, and 

Jiang’s (2014) analysis, which uses cooperation, moral obligations and standards of 

business conduct as proxies. In this thesis, their operationalisation is extended to include 

participation in business associations as well as human resource management and similar 

practices as routines that embody normative institutions. 

Cultural-cognitive institutions, which are described as “frames through which meaning is 

made” (Scott, 2014, p. 67), are mostly addressed by anthropologists and sociologists. Xu 

and Shenkar (2002) equate cultural-cognitive distance with cultural orthodoxy. This term 

indicates that the actors share common cultural traits, which influence their judgment of 

certain behaviours’ rightfulness. As can be gathered from this description, cultural-

cognitive distances are the least formalised. During early studies on institutional distance, 

Hofstede’s (1994) cultural dimensions were used to indicate cultural institutions in 

quantitative models (Mezias et al., 2002). This operationalisation, however, is quite 

generalised and does not allow for regional differences as it analyses culture on the basis of 

only six dimensions on a national scale. Si and Liefner’s (2014) work on Chinese M&A in 

three German metropolitan regions is one of the few studies that emphasises cultural-

cognitive distances. Their analysis, however, focuses on cognitive distance as a spectrum 

on which Chinese firms need to manoeuvre (Si & Liefner, 2014). For this study cultural-

cognitive institutions are among other things equated with social interactions and work 

ethics, which convey underlying institutional frameworks. 

 Regulative Institutions Normative Institutions Cultural-Cognitive  
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 Source: own figure after Scott (2014) 
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Of course, the examples in Table 2 are not comprehensive but merely an indication of a 

number of practices through which institutions become visible in an economic context. 

Furthermore, institutions are not a static concept. The existing institutional system is 

reproduced consistently through individuals or firms and their place-based activities 

(Gammeltoft, Barnard, & Madhok, 2010). Bathelt and Glückler (2014, p. 344) point out: 

“[institutions] emerge from and are co-constituted through the social embedding of 

economic interaction”. Theoretically, given time, institutions become more homogenous 

(DiMaggio & Powell, 1983) when new actors adapt to pre-existing institutions and a 

standard of social interactions disseminates. That being said the institutional literature has 

been criticised for the ease with which the adaptation to different institutional contexts is 

framed, since it is dependent on knowledge and experience in dealing with multiple 

institutional environments (Gertler, 2001). Especially in the case of Chinese multinationals 

the necessary resources and experience required to bridge institutional distances with the 

German environment might be lacking. As such, it is sensible to assume that Chinese firms 

which have conducted more than one M&A in Germany will be more adapt at bridging 

institutional distances than those, who have made only one investment. 

4.2.2 Subsidiary Development 

A second stream of research of importance for the analysis of Chinese-German M&A is 

the literature on subsidiary development. As has been argued before, institutions are co-

dependent on the actors that enforce them. Hence, it is necessary for the following work to 

take agency into account. Subsidiary management studies have traditionally assumed that 

the subsidiary is assigned a role by headquarters; however, works on subsidiary 

development have gained in importance (see Cavanagh, Freeman, Kalfadellis, and Herbert 

(2017) for a comprehensive overview). This literature argues that subsidiaries’ 

development paths are significantly influenced by them themselves rather than the 

headquarters and analyses how subsidiaries increase their role within the MNEs through 

autonomous management decisions.  

Given that multinationals nowadays represent a complex network of relations (Wrigley, 

Coe, & Currah, 2005), the role of subsidiaries can vary quite dramatically depending on 

their place in the value chains (Rugman, Verbeke, & Yuan, 2011; Wood, Coe, & Wrigley, 

2016). Subsidiaries are often highly specialised in their activities, which provides the 

opportunity for initiative within the MNEs’ structure (Birkinshaw, Hood, & Jonsson, 

1998). Transferring these assumptions about autonomy to the field of institutional studies, 
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it is likely that subsidiaries can drive institutional change in order to bridge institutional 

distances, thus functioning in a similar capacity to the Chinese headquarters. 

Birkinshaw and Hood (1997) themselves doubt the applicability of their subsidiary 

evolution model in the context of mergers and acquisitions, but this thesis argues that it is 

possible in the case of Chinese-German M&A. Their argument is based on the assumption 

that in the case of mergers and acquisitions the headquarters strongly drive investment 

decisions, hence depleting the subsidiary of resources and making it unable to develop 

autonomously (Birkinshaw & Hood, 1997). In general, most of the literature on subsidiary 

development implies that the subsidiary assumes autonomy despite or without the efforts 

of the headquarters. A small stream of research (Sandvik, 2010) which has largely been 

neglected poses the hypothesis that in some cases the MNE will intentionally provide its 

subsidiary with sufficient resources and subsequent autonomous subsidiary actions are thus 

sanctioned (Cavanagh et al., 2017). Taking the motivations of Chinese MNEs to acquire 

German firms into consideration, the following hypothesis can be formulated:  

Hypothesis 1: Chinese multinational firms support their German subsidiaries in 

their autonomy in order to develop and access their strategic assets.  

Indeed, recent studies on EMNEs’ subsidiaries have shown how much they stray from the 

beaten track. Giuliani, Gorgoni, Günther, and Rabellotti (2014), for example, analysed 

EMNEs’ investments in Germany and Italy. They categorised the subsidiaries, finding that 

EMNEs in general tend to display predatory behaviour, meaning they combine knowledge 

transfers with low regional embeddedness. However, MNEs from China were mainly 

categorised as dual, which Giuliani et al. describe as a combination of bottom-up 

knowledge transfer and high local embeddedness.  

This finding is in line with that of Barnard (2010), namely that subsidiaries of EMNEs are 

more likely to conduct research and development in developed host countries, profiting 

from the host countries’ knowledge advantage. Similarly, Clark and Geppert (2011) have 

found that, given that Chinese M&A are generally characterised as strategic resource 

driven, they are likely to see the subsidiary as a strategic partner, meaning the headquarters 

allow the subsidiary relative freedom as far as management and product decisions are 

concerned. Concurrently, an interesting study by Knoerich (2010) from the perspective of a 

German company sold to Chinese investors concludes that since their interests align, the 

German targets also appreciate their investors as strategic partners. Y. Liu and Woywode 
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(2013, p. 477), who stressed that “most of the Chinese companies keep the existing 

management of the German company after the acquisition”, call this behavior the light-

touch integration. It can thus be derived that Chinese headquarters are unlikely to deplete 

their German subsidiaries of their resources. On the contrary, the literature suggests that 

the subsidiaries generally have a high level of autonomy to influence their development 

path.  

Returning to the field of institutional studies, a notable consensus among experts is the 

importance of power that enables the actors to conduct institutional work. Ferner, Edwards, 

and Tempel (2012) for example have argued for stronger incorporation of power as a 

variable of institutional analysis, because in their opinion dominance has been a missing 

element in many studies. Similarly, Lawrence and Suddaby (2006) have highlighted that 

owning strategic resources or power is a necessary requirement in order to engage in 

institutional work. Regnér and Edman (2014) is one of the few institutional studies that 

focuses on MNEs’ subunits as empowered actors. They analyse how subunits of American 

and Swedish MNEs approach institutions in their host market, identifying several 

mechanisms of institutional work. While Regnér and Edman’s work focuses on MNEs 

from developed countries, it is reasonable to transfer their results to the context of Chinese-

German M&A. Taking into account the argument above and the relative inexperience of 

some of the Chinese investors (Johanson & Vahlne, 2009), the second hypothesis reads as 

follows:  

Hypothesis 2: German subsidiaries are endowed with a relatively high autonomy 

and hence the power to engage in self-determined action with regard to bridging 

institutional distances. 

Additionally, individual factors are likely to play a role in how institutional distances are 

assessed and dealt with by subsidiaries. The development paths of subsidiaries are highly 

dependent on historical and geographical factors that form their capabilities (Birkinshaw & 

Hood, 1998). Hence, as Clark and Geppert (2011) highlight, investors as well as the 

subsidiary firm have individual identities that shape the way in which the post-merger 

integration takes place. The study by Clark and Geppert mirrors the sentiment by Gertler 

(2004, p. 8), that individual agency will “produce a variety of responses within the same 

sector, region, and nation-state.”  
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In terms of specific actors, Birkinshaw and Hood (1997) identify three drivers of 

subsidiary development: subsidiary management, parent company management and host 

country policy makers. Likewise, senior managers have been recognised as key actors in 

institutional work, which can influence the MNE headquarters and the subsidiary through 

strategic decision-making (Hoskisson, Eden, Lau, & Wright, 2000; Millar & Chong, 2008). 

Clark and Geppert (2011) categorise senior managers into four types based on two criteria 

– whether their orientation is local or cosmopolitan as well as whether they are perceived 

as strategic partners or as dependents of the parent company. While senior managers are 

undoubtedly important institutional actors, the polarisation between the locally-oriented 

and the cosmopolitan might be too severe. Therefore, in the following analysis, the 

potential of subsidiaries to engage with institutional distances will be assessed based on 

interviews with subsidiaries’ managers. 

4.3 Methodology 

As this chapter aims to cover all of Scott’s three pillars and is exploratory in character, a 

qualitative approach was chosen. When empirical research is conducted a case can be 

made for either using quantitative measures with which the breadth of a subject can be 

covered versus qualitative methods, which provide an in-depth view and the necessary 

degree of detail (Gertler, 2009; Wood et al., 2016). This is especially relevant in the case of 

institutional research because, as has been discussed in the literature review, some forms of 

institutions are hard to operationalise using quantitative methods. Furthermore, key events 

such as M&A are highly suitable for the observation of institutions because they represent 

a “breach” (Schneiberg & Clemens, 2016) that can raise awareness of institutions which 

are normally invisible or implicitly assumed. During the M&A process the actors involved 

are confronted by “foreign” practices and thereby engage in a higher degree of self-

reflection than would be the case during normal business matters. It is thus sensible to 

adopt qualitative semi-structured interviews as a method to best understand the insights 

and experiences gathered by actors involved in Chinese-German M&A, and thereby 

identify relevant institutional distances. 

4.3.1 Data Collection  

There is no comprehensive database that registers Chinese investments in Germany. The 

primary source for the identification of relevant companies was the Zephyr database by 

Bureau van Dijk, which registers M&A deals as well as rumours of deals. First, all deals 

by Chinese investors in Germany were identified. Second, the list of M&A deals from the 
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Zephyr database was matched with a list from the Chinese Ministry of Commerce 

(MOFCOM), to assess whether any M&A had been missed. Similarly, media reports were 

checked for any M&A not included in the two databases above. The list was then checked 

case by case, to validate the correct source country as well as the percentage of the German 

company bought, since mistakes can occur due to offshore accounting. Only the mergers 

and acquisitions where a majority stake of 50% or more had been acquired remained. 

Additionally, checks were made to establish whether rumours had turned into deals. The 

identified firms were contacted by e-mail as well as by phone. 

A total of 18 company interviews with 19 interviewees were conducted between April and 

July 2016 throughout Germany. They lasted between 27 and 79 minutes and were mostly 

conducted in German as the interviewees were predominantly Germans or well versed in 

the language. Whenever requested, interviews were done in English. The interviews were 

stroved to be conducted in person; however, phone interviews were arranged if necessary. 

All interviews were recorded and subsequently transcribed. For publication, sections and 

quotes of the transcripts have been translated into English.  

Table 3 Details of Interviewed Firms [shortened] 

UN Industry Year Region Type Target/Investor 

1 Automotive 2011, 
2014, 

2015, 

2016 

Bavaria POE Investor 

2 Mechnical engineering  2012 Baden-Wuerttemberg POE Investor 

3a&b Mechnical engineering  2013 Rhineland-Palatinate SOE Target & Investor 

4 Mechnical engineering  2005, 

2013, 

2013 

North Rhine-Westphalia SOE Target & Investor 

5 Mechnical engineering  2009 North Rhine-Westphalia POE Target 

6 Automotive 2011 Saxony SOE Target 

7 Automotive 2012 North Rhine-Westphalia SOE Target 

8 Automotive 2012 North Rhine-Westphalia SOE Target 

9 Mechnical engineering  2013 North Rhine-Westphalia POE Target 

10 Mechnical engineering  2013 North Rhine-Westphalia POE Target 

11 Mechnical engineering  2013 North Rhine-Westphalia SOE Target 

12 Renewable Energy 2014 Baden-Wuerttemberg POE Target 

13 Aviation 2013 Saxony SOE Target 

14 Mechnical engineering  2014 Baden-Wuerttemberg SOE Target 

15 Automotive 2014 Saxony SOE Target 

16 Mechnical engineering  2015 Berlin POE Target 

17 Mechnical engineering  2016 Baden-Wuerttemberg POE Target 

18 Mechnical engineering 2016 Bavaria SOE Target 

Source: own survey 
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Table 4 Interview Structure – Firm Interviews 

 

Most of the firms most were located in North Rhine-Westphalia, Baden-Wuerttemberg and 

Bavaria. This reflects, on the one hand, the huge popularity of places with thriving Chinese 

communities (e.g. Dusseldorf), which function as a multiplier for further investments. On 

the other hand, regions such as Baden-Wuerttemberg are known for their successful 

economy based on close networks of Mittelstand firms from the machinery sector. The 

sample also reflects the large increases in investments since the financial crisis in 2010, 

which gave Chinese investors the opportunity to acquire financially stricken businesses. 

While the study directs its attention towards the German producing sector, a variety of 

experiences could be expected due to differences in industry, region and type of Chinese 

investor. By using a semi-structured interview design, interviewees were encouraged to 

retell their experiences. Through this approach, temporal aspects of the M&A process 

could be addressed without being able to observe the process personally. Furthermore, 

using a semi-structured design ensured comparability among interviews with a different 

range of actors and knowledge. It is important to note, however, that this chapter does not 

claim to provide a comprehensive analysis of institutional distances between China and 

Germany in general, but instead attempts to explore the effects of institutional distances on 

the German subsidiary and its local environment. The interview structure, furthermore, 

included questions on the experience of the interviewees in order to better contextualise 

their assessments (see Table 4, full interview guide in Appendix 2). Lastly, interviewees 

were asked for their regional network as these could potentially help to mitigate the 

negative effects of institutional distances. 

 

 

Sections General Topics 

Expertise Previous experience with China/Chinese investors 

Pre-Merger Phase Involvement before the acquisition process  
 Previous situation 

Merger Phase  Integration and cooperation planning during the merger phase 

Post-Merger Phase Course of the integration process  
 Changes to the firm organisation and operation 
 Problems/challenges and solution finding process 
 Advantages from integration process 
 Changes in corporate culture 

Regional networks Changes in the relationship with suppliers, customers and other shareholders 
 Participation in Chinese-German networks or business associations 
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4.3.2 Data Coding and Analysis 

The coding followed a two-step process with first-order codes being deductively derived 

from Scott’s three pillars as well as the merger phases. Using this framework attention can 

be drawn to specific practices correlating with each of the three pillars that create 

institutional distances (Faulconbridge & Muzio, 2015). As Faulconbridge and Muzio 

furthermore stress, it also allows for the identification of institutions that were adapted or 

maintained throughout the encounter with foreign elements, with these in this case being 

the Chinese investors. A second layer of first-order codes marked whether the institutional 

distances identified were primarily displayed at the international, regional or intra-firm 

level. Additionally, to be able to analyse the information, contextual information was taken 

into account. Passages were coded Attitude if they gave information about the personal 

attitude and experiences of the interview partner that might influence their judgment of the 

M&A and institutional distances. Environment on the other hand covers generalised 

statements, developments or trends which might have influenced the transaction. Similarly, 

Solution was the code for any passage mentioning actions to overcome institutional 

distances, both by firm-internal as well as firm-external actors.  

Following the first iteration, second order coding was done inductively following 

Kuckartz’ (2014) content analysis. Through an intensive phase of analysis several specific 

practices were identified that represent institutional distances in the companies’ daily 

business. In the following section these practices will be discussed, taking note of several 

case-specific variables such as the degree of business internationalisation and previous 

experience with mergers and acquisitions, as well as the personal attitude of the managers 

interviewed. Similarly, any instances that related to the autonomy of the subsidiary and the 

relationship between the subsidiary and the Chinese MNE’s headquarters were filtered out 

in this way. 

4.4 Results 

The following chapter presents the results of the analysis relating to the occurrence of 

institutional distances in the case of Chinese-German mergers and acquisitions and, at the 

same time, evaluates the applicability of the chosen operationalisation. Subsequently, the 

results are analysed with regard to the subsidiary development literature. 

4.4.1 Institutional Distances at the International Level 

Among the most mentioned institutional distances at the international level are those that 

the interviewees connect to difference of state versus free market ideology. These 
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differences are reflected in a number of practices that span the spectrum of all three pillars 

and are highly interconnected.  

With regard to the regulatory sphere the underlying ideology is most evident in the 

different bureaucratic systems. It is, for example, uncommon in Chinese state-owned 

companies to permanently post employees to a foreign subsidiary. The necessary processes 

and guidelines do not exist because in many cases migration was discouraged by politics 

for years. But even in cases of experienced firms, bureaucratic hurdles can impede 

processes, especially if approval by government authorities is necessary. This practice 

contrasts starkly with the German subsidiaries, where decision-making power lies firmly 

with the respective management team. These distances are particularly evident if the firms 

are internationally inexperienced, because then the awareness of possible distances and 

how to deal with them is limited. Regulative distances become especially apparent during 

the due diligence process and with regard to international property rights. However, as a 

German manager emphasised when talking about transgressions of laws and regulations: 

“It is clear that the Chinese have different laws and regulations than in Germany or 

Europe. These topics can be found everywhere. But I would not put it in the category that 

there is a different expectation, but rather in the category of ignorance. Likewise, we 

disregard one thing or the other in China, or we do not do it, even though we could, 

because we just do not know or are not used to it.” (UN15) 

The quote, furthermore, highlights that these insecurities are not one-sided. Although most 

literature focuses on Chinese firms as newcomers to internationalisation, the German 

subsidiaries, too, are sometimes unaccustomed to dealing with international regulatory 

frameworks. Similarly, while the analysis shows that the differences are more pronounced 

at Chinese state-owned companies, the same principle applies to Chinese private investors.  

Some normative institutional distances at the international level are also related to the 

dynamism between state and free market economy. Especially Chinese state-owned 

enterprises have several characteristics and practices that are assessed as uncommon and, 

in some cases, even problematic by the German subsidiaries. These include, for example, 

the reliance on the state for new projects. One account by the manager of a German 

machinery subsidiary with regard to human capital management stresses the contrast 

between the leadership style of Chinese managers and that of the German management: 
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“In state enterprises the thinking prevails "The state will provide us with orders, and if not, 

the state will grant us money." Now, that clashes with Western management thinking, 

where only as many people can be employed as we can sell products. We cannot just feed a 

few hundred people.” (UN18) 

The depicted practise of Chinese state-owned companies is thus at odds with the lean 

business model of many small- and medium-sized German subsidiaries. The question 

remains, however, as to whether this behaviour is typical not just for Chinese but state-

owned enterprises in general. In consideration of the data, no definite answer can be given. 

However, UN7 (automotive industry) implied that the company culture in Germany differs 

depending on the ownership, too, but that the distinct behaviour of state-owned enterprises 

is exaggerated by Chinese characteristics. 

Initially, after the merger and acquisition common business goals have to be defined by the 

German subsidiary and the Chinese investor for future cooperation. Finding common 

business goals is a process that necessitates consolidating different management opinions 

and occasionally results in disagreements. Due to the high growth rate of the Chinese 

market, goals set by the German subsidiary might seem unambitious to the Chinese 

headquarters and, similarly, they need to get accustomed to the production and 

management strategies. As the Chinese general manager of a German machinery 

subsidiary emphasises, the two approaches can be complementary and the differences are 

seen to contribute to a new perspective:  

“If the issue is very important, impacts many aspects of the business or involves many 

participants, you probably need to think very carefully like the Germans. [...] When we try 

to think about things in depth, we sometimes think a little bit too much. I know it is difficult 

to say for this type of issues. It is hard to say, one way is better than the other. But overall I 

think this gave us some opportunities to look at something in another way and approach 

issues differently.” (UN2) 

This also applies to business decisions at the operational level, where the way projects are 

planned differs greatly. Whereas projects are addressed in an orderly fashion in Germany 

with clearly defined milestones, Chinese project management only has a specified start and 

endpoint which frame a corridor of possible actions, which thus allows for problems to be 

tackled flexibly. Both practices have advantages and are once again founded in their 

respective institutional environments. The high rate of changes in the Chinese economic 

environment has led to a system of planning that is adaptable to disturbances and new 
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developments. In comparison, the German institutional system is much more stable, hence 

providing a higher planning security. As a result, the institutional distances create 

challenges for projects that are executed internationally.  

One interviewee gave anecdotal evidence that exemplifies this. He described a situation 

where a Chinese salesman had assured the development team that he had landed an order, 

only to take back his statement three days later to the annoyance of his German colleagues. 

The situation is in no way intentional, UN15 emphasised, but rather a cultural 

misunderstanding, because a Chinese team is used to reacting flexibly in such cases, 

whereas the German team members expected to only be given work orders that are 100% 

ensured. In this situation, the institutional distances became starkly apparent. At the same 

time, if overcome and synchronised, the differences can be effectively utilised to maximise 

individual potentials by dividing project work among the partners. However, as UN10 

says,  

“[The project coordination] is very time intensive, we do it internally. We also have 

projects, which we are doing alone [at the subsidiary] and differently. [...] That is, the 

mutual expectations are very interesting to watch. The project durations are almost twice 

as long as they were before.” (UN10) 

UN10, nevertheless, believes common projects are important and sees the described 

problems with interest and in good humour, because when working together a common 

understanding of norms and values can be created. 

A last block of international institutional distances that should be emphasised is normative 

and cultural-cognitive distances related to hierarchy and communication. Strong 

hierarchical structures are very common in China. They are represented in the organisation 

of the firm, projects and decision making, but also provide information about the 

underlying values and routines. Typically, this reflects in a reluctance of Chinese 

employees to expose themselves to criticism. Accordingly, decisions at the operational 

level are made collectively. In contrast, German employees work more individualistically. 

At a project level, individual workers are likely to take responsibility for certain work steps 

“like gears in a clockwork” to use a common metaphor. This difference represents a 

distance of both norms (e.g. the “proper way” work needs to be organised) and corporate 

culture. The latter is founded in distances at the national level, because it mirrors on the 

one hand a society in which socialism has been the prevalent doctrine for many years and 

people are driven to work towards a collective goal and, on the other hand, a society where 
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individual entrepreneurship is held in high regard and where firms strive for innovative and 

unique products.  

These distances pose no direct problem, but need to be taken into account, for example, in 

the case of communication structures or decision-making processes. As such, these 

distances are not necessarily seen as challenges per se. On the contrary, as UN7 advocates, 

the two different viewpoints might be mutually beneficial and a starting point for joint 

learning processes: 

“It starts with things like: how do you attend a dinner. There you eat at a round table. You 

do not eat a one-plate meal, but you share, make, do, drink schnapps, you are happy. 

During dinner hierarchy boundaries fall. You can really learn something [from this 

practice] in my eyes. Team Spirit! Europeans are all egoists, here everyone is fighting for 

themselves. The Chinese always fight as a team.” (UN7) 

In summary, a number of institutional distances between the Chinese headquarters and the 

German subsidiary could be observed. At this level of analysis, regulatory and normative 

distances are the most prevalent. Regulatory distances at the international level are 

unsurprising, because most laws and regulations are implemented on this scale. This 

observation is in line with previous research works, which have focussed their analysis of 

institutions on a national level on regulatory issues. A reason for the high frequency of 

normative institutional distances on this scale of analysis might be the shallow level of 

integration that Y. Liu and Woywode (2013) propose, which is mostly tied to interaction at 

the management level. Thus, awareness of institutional distances that are primarily 

embedded in practices concerned with management standards will be the most noticeable. 

In the following section institutional distances at the intra-firm level will be related. 

4.4.2 Institutional Distances at the Intra-firm Level 

At the other end of the analytical spectrum, institutional distances at the intra-firm level are 

similarly abundant. Due to the frequency of references, the analysis showed that managers 

view issues concerning the German works council as a central factor that influences a good 

collaboration with the Chinese investors. Initial reservations of the works council are 

frequent and several interviewees have emphasised the importance of overcoming these. 

The following quote highlights the underlying challenge: 

“If he [Chinese manager] was here and came to the works council without prior 

preparation... they come from two different planets. A manager from China and a freelance 
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works council, if you do not moderate that, and I mean that in a positive sense, then there 

are difficulties.” (UN17) 

As is suggested, some subsidiary managers have developed a way in which they mediate 

meetings. This includes preparing sessions by providing a reduced agenda of only a few 

carefully chosen topics and if necessary additional information on specific laws and norms. 

During the meeting itself the managers mediate actively and in the case of UN9, a 

communications officer, also by translating selectively so as to convey the necessary 

meaning rather than the specific words. Using this strategy, initial reservations on both 

sides were removed and a new habitus introduced. It was also mentioned that this type of 

solution was disseminated among other German subsidiaries in the case of UN17. 

Closely related is the topic of workers’ rights and hiring schemes that are in large part 

influenced by both regulatory and normative institutions. Due to their highly volatile 

market, Chinese companies have a high fluctuation of employees. This can result in the 

total turn-over of project teams within a three year period on the operational level. As a 

consequence for joint projects, advanced training methods need to be adapted accordingly. 

In comparison, the traditional business model of many German small and medium-sized 

companies assumes that employees are trained in-house and work within the same firm 

until retirement. While this has been changing over time towards a more flexible career 

model, the German institutional system still favours long-term employment, which is also 

supported by normative authorities such as the works council. As a result, some of the 

examined firms would hire experts under the umbrella of performing every work step in-

house, for example software engineers, even though the order volume was insufficient and 

they were unable to compete on the job market for the most qualified applicants. Hence, 

they could not acquire the most qualified personnel. After the change of investors, a 

cultural change was initiated with a new hiring scheme that allows for the engagement of 

freelancers on a project basis. Similar effects can be seen with small preparatory steps in 

the machinery process such as casting moulds, which were outsourced after the takeover. 

At the same time, none of the German subsidiaries experienced a reduction in employee 

numbers, unless they had serious financial instability prior to the merger. 

Further institutional distances at the intra-firm level were primarily related to the cultural-

cognitive pillar. Foremost among these are challenges related to communication. While 

simple language barriers due to lack of language skills are common because most Chinese 

employees do not speak German and vice versa and because English skills vary largely 
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among both groups, an underlying problem is more interesting for the sake of this research. 

That is: understanding the meaning intended by speech, as exemplified by the following 

quote:  

“But more important is the cultural distance. We need to support communication, not in 

the sense of conveying something but understanding. The German way and the Chinese 

way are different. We have to make sure that the message is communicated in the right way 

that the meaning is understood by both sides.” (UN2)  

Instances were mentioned by interviewees for both the management as well as the 

operative level of cooperation. UN4, the manager of a machinery subsidiary, gives an 

example that is typical for high-level communication between the headquarters and the 

subsidiary: 

“Many ideas, strategies, visions come from China. It can also happen once a week that the 

terms are confused: what is a strategy and what is a tactic? Or what is a vision?” (UN4) 

The quote both highlights problems related to inexperience with international business 

norms (e.g. usage of terminology), but also a distance in cultural-cognitive institutions. 

Whilst German businesses build on a strategy that enforces endurance and is thus 

represented in corporate ideologies and visions, the Chinese headquarters’ behaviour 

reflects an ideology that stipulates catching-up and overtaking and hence a greater 

likelihood of changing corporate strategies. Another related example is the way in which 

reporting has changed in Chinese-German subsidiaries, namely reports are shortened to a 

few concise paragraphs, rather than a full 20-page report. This also reflects a fast-paced 

environment.  

Likewise, communication barriers exist at the operational level. UN9 gave anecdotal 

evidence, whereby workers on a construction site were discussing a technical problem. 

Even though they were looking at the same materials, a misunderstanding occurred 

because of the different underlying values the work goals contained. While the Chinese 

employee wanted to customise a solution for the buyer, the German engineer focused on 

maintaining a high level of quality. Additionally, conversational styles differ. Often 

Germans will start with the main argument and justify it subsequently, whereas Chinese 

people tend to approach a topic slowly and eventually mention the main message. These 

nuanced differences can heavily influence the cooperation of workers both internationally 

and at the intra-firm level and are thus addressed by the involved firms. In most cases 
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translators are employed to mediate direct language barriers. But as the examples have 

shown, a better understanding of underlying institutional foundations is necessary, so 

subsidiaries have in some cases hired external and internal experts to educate employees. 

Furthermore, changes were made to work routines in order to actively address the 

differences, for example, by introducing small-scale mixed project teams.  

Other cultural-cognitive institutional distances become apparent during joint projects, too. 

First there are issues related to work coordination within projects. When starting a new 

project, the German partners want to know why something might be relevant before 

progressing. This is a reflection of routines and the drive for problems to be addressed in a 

coordinated manner throughout the project. 

“The Chinese way is sometimes based on trying. If this doesn't work, we try something else. 

If it is not fast enough for example. By the time, you [the German partners] have figured it 

out, maybe we have already found the solution. This is a reflection of the culture.” (UN2) 

Problems are likely to occur due to the previously mentioned individualistic versus 

collective approach. Whereas in Germany it is common to have one person who is 

responsible for a project and who checks the work progress independently and makes 

decisions on resource allocation, these kinds of problems are tackled collectively in 

Chinese project teams. Combined with the different strategies for work coordination, 

institutional distances might lead to barriers in this case. As UN18 remarked, this Chinese 

way might be slightly chaotic to the eyes of German engineers, but while there is very little 

planning (or existing plans are not observed) it is also characterised by pragmatism.  

Even though the two approaches are dissimilar, they have the potential to be mutually 

stimulating. Pairing the “forward thinking of the Chinese” (UN15) with the experience of 

German employees can create positive effects: 

“If we have more insight into the local processes and realise that it does not always have 

to be the 100% perfect solution, but the 95% solution is sufficient, which then perhaps 

makes up the 10% in cost, then we learn.” (UN18) 

A unique example of overcoming institutional distances on the intra-firm level was 

reported by UN17. The German subsidiary has introduced the practice that 20% of the 

yearly results will be distributed to employees as monetary benefits according to Chinese 

values, such as their willingness to work overtime. This new practice has a cultural 

component, namely in the values the practice represents, but also a normative institutional 
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background due to the legitimisation of business norms in the new context. In order to gain 

such legitimisation a close cooperation between the Chinese manager, the German 

subsidiary management and the German workers council was necessary. The negotiation of 

values, too, was fraught with difficulties, because it necessitated a discursive examination 

of certain established routines. Among the elements examined was the fact that in the 

German understanding, it is not the fault of an employee if they are unable to work due to 

an extended illness, but for the Chinese involved, this was not understandable in the first 

place. Hence coming up with a key for the distribution of revenues, which on the one hand 

guarantees everyone receives a share of the profits but also reflects Chinese values, was a 

time-intensive process. To the author’s knowledge, this is a unique example. Whether the 

new practice will be accepted in the long-term or even spreads to other subsidiaries, cannot 

be assessed as of yet. Nevertheless, it is an interesting case that illustrates both major 

institutional shifts and that the introduction of new institutions to the host system is 

possible. 

In comparison to institutional distances at the international level, cultural-cognitive 

distances are more prevalent at the intra-firm level, though normative distances also occur 

frequently. As expected, the observation of institutions at the intra-firm level allows for the 

analysis of distances that are closely related to routines and habits, which relate to 

interpersonal connections and are hardly detectable using quantitative measures.  

4.4.3 Agency by Subsidiaries 

With regard to the light-touch approach and the literature on subsidiary development, the 

next section describes the assessment of the German subsidiaries’ development after the 

merger and acquisition. Emphasis will be put on the types of reactions to institutional 

distances observed, as well as the role of individual agents.  

As discussed in the theoretical section, Y. Liu and Woywode (2013, p. 471) argue for the 

so-called light-touch integration approach, “which maintains the domestic management 

team and provides a high degree of decision-making autonomy” to the subsidiaries after a 

Chinese merger and acquisition. Indeed evidence was found in the sample that supports Y. 

Liu and Woywode’s (2013) assessment and the related first hypothesis that “Chinese 

multinational firms support their German subsidiaries in their autonomy”. 

In the illustrative case of UN2 (Chinese manager at a machinery subsidiary) “[CN parent 

firm] announced that [DE Target] will remain a German company, independently managed 
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and operated by the German management team, that there would be no lay-offs because of 

the merger.” This practice was very common among the subsidiaries interviewed. 

Interestingly, the positioning of Chinese employees within the subsidiaries varied strongly. 

In some cases, Chinese managers were positioned to support the German management, as 

proposed by Y. Liu and Woywode (2013). In most of these cases the German management 

stressed that there were no Chinese employees at the operational level and that job 

numbers had not declined. Staff exchanges were common, but often limited to short 

durations. This can be interpreted as a countermeasure to the fear of a hostile take-over and 

the hollowing out of bought businesses, which is commonly promoted by stereotypes. The 

light-touch approach can therefore be seen as a strategy to avoid latent fears of drastic 

institutional distances and their expected effects on the business. However, there were also 

cases in which the German management was left intact and Chinese employees were 

installed as clerks.  

“The Chinese employees here are not in management positions, but rather in 

administrative positions. In any case, it is interesting to see the different leadership styles 

of the cultures. There are certainly things that help us, too. You have to get rid of the idea 

that you only have to copy and bring your product to the front in China. You can learn a lot 

in China.” (UN6) 

This approach is more active because German workers beyond the management are 

confronted with potential institutional distances. At the same time, closer cooperation is 

possible, which can lead to positive subsidiary development. Despite the prevailing 

negative connotation of institutional distances, the analysis revealed several instances 

where the institutional distance between Chinese and German employees created positive 

effects. Foremost among them, while sometimes causing uncertainty, different patterns of 

thinking about innovation in addition to differences in project work directly lead to product 

innovations, especially in the case of those German subsidiaries that had previously 

focused primarily on the German market. This finding is consistent with observations by 

Regnér and Edman (2014), who remarked that different institutional settings can provide 

unique opportunities for creating a competitive advantage. 

To understand the development of the German subsidiaries, their situations beforehand 

have to be taken into account. In most cases, one of two starting situations was prevalent: 

either the subsidiary had been financially unstable or their previous owner was a private 

equity firm (Table 1). In any case, the new Chinese investors were perceived as strategic 
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and mostly beneficial for the business of the subsidiaries. Several times monetary 

investments were mentioned, which had been impossible during the previous ownership. 

These included commitments to the production location and facilities in Germany that on 

the one hand created trust between the Chinese headquarters and the subsidiary, but also 

constituted long-term investments into the positioning of the subsidiaries in the national 

and international market. Most of these investments were initiated by the subsidiary 

managers, who were surprised at the autonomy given to them in terms of deciding which 

investments were the most sensible. This in part reflects the Chinese investment motive of 

market access. Nevertheless, as many firms were sold due to financial instability, it was 

sometimes necessary for the Chinese headquarters to interfere. However, as UN7 

emphasises, this is not peculiar to Chinese investors: 

“There are companies that were bought and suddenly wrote red numbers. Of course, the 

shareholder starts to intervene and contribute. But even there my thesis is, if I may say it 

directly: a Chinese person behaves no differently than anyone else. If things are going 

badly, you have to get involved, and if you are doing well, you can keep a long leash. We 

had the long leash so far.” (UN7) 

Of course, there is also the possibility that management changes are necessitated due to 

incompatibility of the management ideas; however, this was only mentioned once:  

“In the [DE Target] team there is some change. Not so much because of the merger, but 

because through these ideas the management team realised that they cannot act like they 

did in the past, before the crisis.” (UN2)  

In general, the subsidiary managers assess the physical distance to the Chinese MNE as 

positive. In several instances, it was mentioned that the increased physical distances 

contributed to the subsidiary’s autonomy. Among other things subsidiary managers 

appreciated being able to closely monitor the communication with the headquarters. On the 

one hand, the physical distance creates a time lag that can be used to think carefully about 

what to communicate. On the other hand, because of the different languages an additional 

translation filter is in place, which can be exploited. UN15 also highlights the advantages 

in comparison to their previous private equity investor:  

“The Private Equity was based in Germany, and in addition to the board meetings, we 

repeatedly had telephone calls or discussed individual topics. The freedom of choice was 

also narrower in the decision-making framework of the private equity structure than it is 

now with the Chinese.” (UN15) 
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As could be seen from the previous analysis of institutional distances, bridging them takes 

close cooperation between the Chinese and the German side. The way in which this 

collaboration happens can vary strongly between the individual cases. From the previously 

mentioned meetings and workshops for the management to forming an advisory board “for 

the right way to manage”, the process of change needs to be addressed together:  

“[...] so far we have managed very well to do that together with the Chinese. This is a very 

important process that should not be ignored.” (UN6) 

However, from the analysis it also emerged that most change and bridging processes are 

initiated by the German subsidiary, rather than the Chinese headquarters. This is illustrated 

by the previously discussed example of initial reservations on the part of the German 

works council, which were overcome through regular meetings with the Chinese investor. 

The following quote shows clearly that the German managers were essential in addressing 

the institutional distance:  

“I also see to it when they are here, though rarely, that we always take time to meet the 

works council. That's not his [Chinese manager] dream idea, he does not really want to 

talk to the works council, but he does it for me as a favour. It's about a quarter of an hour. 

I prepare this with the works council.” (UN17)  

It is likely that the German manager was more exposed to the problem and thus initiated 

the practice, whereas the Chinese manager involved was unaware of the potential barrier, 

together with reluctance towards the concept of a works council that is founded in 

established norms. Similarly though, German subsidiaries also assume leadership in 

bridging institutional distances at the international level. UN7, a subsidiary from the 

automotive industry, for example, actively provides its Chinese headquarters with courses 

on management standards and practices, whose underlying institutional basis is unfamiliar 

within the Chinese context of a state-owned enterprise. Interestingly, the subsidiaries are 

not always aware of engaging in institutional work. They thereby prove a theoretical shift 

that was postulated by Leca, Suddaby, and Lawrence (2009, p. 11) that the initial 

assumption that institutional work always results from “purposive action” “belie[s] a 

significant complexity”. 

Hypothesis 2 “German subsidiaries are endowed with a relatively high autonomy and 

hence the power to engage in self-determined action with regard to bridging institutional 

distances” is thus supported by the presented evidence. It is closely related to the autonomy 
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level German subsidiaries are given by the Chinese headquarters and the related shallow 

integration with the Chinese parent firm. Additionally, physical distance plays a role, 

because managers of the German subsidiary are naturally more aware of institutional 

distances, particularly at the intra-firm level. A supplementary reasoning could be that the 

lack of internationalisation experience prohibits Chinese investors from purposively 

engaging in institutional work. However, from the evidence gathered it is more likely they 

would allow the German subsidiary to remain autonomous so as not to “change a winning 

horse”.  

To close this chapter on empirical results, it has to be mentioned that in some cases, the 

limited interference by the Chinese headquarter is seen as a barrier for the success of the 

subsidiaries. The distance that is felt between the subsidiary and headquarters hinders 

decision-making, but also the integration of the firms. This applies mostly at the 

managerial level, where one interviewee emphasises his uncertainty as follows:  

“It has been my experience that they do not tell us exactly what they want in China. Maybe 

they do not want to offend us or anything like that, but when we make a suggestion about 

how to better build up the organisation, they answer, "Very interesting." That does not 

mean no, we do not want to do that. [...] But I am not sure if that is really what the Chinese 

investors want.” (UN16) 

In this particular case, UN16 expressed a positive attitude towards the change from the 

previous investor, how more investments were being made and that the role of the 

subsidiary within the MNE had increased, but ultimately, uncertainty about future 

developments persisted. This sentiment was mirrored by UN7, whose M&A had been 

several years ago, and who emphasised the integration process could have moved along 

further if the Chinese headquarters had become more strongly involved and had done so 

earlier.  

4.5 Discussion 

The primary contribution of this chapter is to show that a synthesis of the institutional 

distance perspective and the subsidiary development perspective can be beneficial for a 

deeper analysis of Chinese-German mergers and acquisitions. In part, the observed 

German subsidiaries expanded their sphere of influence as predicted in the subsidiary 

literature. But there was also evidence for Chinese headquarters leaving a wider margin for 

action for their German subsidiaries. This adheres to Sandvik’s (2010) theory, but also 

confirms Giuliani et al.’s (2014) categorisation of Chinese subsidiaries as dual. Indeed, the 
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subsidiaries retained their autonomy and at the same time knowledge transfer was enabled 

as can be expected from a strategic-asset seeking investment. 

Additionally, the evidence proved that actions to bridge institutional distances were mostly 

driven by the subsidiaries, whereas the Chinese investors only engage in such actions in a 

fairly limited fashion. It might be due to this leeway that the German subsidiaries primarily 

acted on apparent institutional distances, but several other reasons could also have played a 

role. As the analysis was focused on international and intra-firm institutional distances it 

might simply be the case that the shorter physical distances makes subsidiary managers 

more aware of potential problems, since these appear “in their backyard”. It might also be 

the case that the Chinese investors are less sensitive to potential threats because of their 

relative newness to internationalisation. Indeed, the evidence presented indicates that the 

awareness of institutional distances was heightened in subsidiaries of Chinese parent firms 

with multiple investments and potential solutions were diffused in their networks.  

Interestingly, the analysis showed that institutional distances are not necessarily barriers. 

Instead they were sometimes used as a springboard for the introduction of changes such as 

the reimbursement system presented. The cognitive distances thus proved to have potential 

value for the future development of the Chinese MNE. This leads to the question whether 

institutional distances necessarily need to be bridged and the answer is a clear “it depends”. 

Whereas the same institutional distance might be harmful for the cooperation between 

subsidiary and parent firm in one case, it might be stimulating in other firms. One of the 

key variables is the specific actors involved. 

Concerning the agency of subsidiary managers: differences could be observed as to the 

extent to which they use their “new found” independence. While some are happy to 

introduce new practices, others see the limited interference of the parent firm as a barrier in 

itself. In these cases, the decision-making autonomy is perceived in terms of uncertainty as 

to the expectations of the Chinese investor. In a few cases this led to pressing matters being 

addressed, but long-term investments being stopped until a definite vision was presented 

by the investor. In these instances the apparent advantage of the Chinese investors’ limited 

involvement turned into a disadvantage. 

Reflecting on the interviews with the subsidiary and parent firm managers, Clark and 

Geppert’s (2011) categorisation into four types of managers appears too rash. Most 

German managers exhibited characteristics of both the local patriot type as well as the 
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global cosmopolitan. It is indeed the case that many German Mittelstand firms are firmly 

rooted in their regional environment and the respective managers are committed to their 

traditional identity. At the same time, many of the firms analysed were world leaders in 

their product sector. The managers were thus aware of the need to find strategic alliances, 

which included facilitating the post-merger integration. An important result of this work is 

therefore the realisation that it is necessary to sort individual informants depending on their 

general attitude in order to appropriately interpret their actions.  

A further contribution made by this study is the introduction of a new operationalisation of 

institutions and thereby institutional distances. Through the chosen methodology, it was 

possible to identify regulatory, normative as well as cultural-cognitive distances in the 

context of international mergers and acquisitions. It became apparent that institutional 

reasoning for emerging problems sometimes overlaps with the limits of formal 

categorisation. Cultural-cognitive distances, for example, are often linked with normative 

institutional distances and vice versa. The chosen operationalisation enabled the 

microanalysis of such connections, which would otherwise have stayed unobserved. While 

its applicability was only tested on Chinese-German M&A, the operationalisation is thus 

open enough to allow for adaptation to different conditions, while at the same time 

allowing a detailed analysis of institutions on various levels.  

4.6 Conclusion 

This chapter had two tasks as its aim: first, to identify the forms of institutional distance 

which occur between a Chinese multinational enterprise and its German subsidiary. To this 

end, a novel operationalisation of institutional distances has been introduced that has 

proven to be an effective measure. The results of this study show institutional distances are 

present at both the international and intra-firm level. The range of issues covers all 

institutional pillars, in some cases even more than one type of institution at the same time. 

This once again highlights the specific nature of institutional distances depending on their 

context, but also their temporality. 

Secondly, the subsidiaries’ role in bridging institutional distances was to be established. 

Drawing on subsidiary development research, two hypotheses were posed and 

subsequently confirmed by the empirical results. This chapter demonstrated that Chinese 

multinational enterprises support their German subsidiaries in their autonomy, which is 

reflected in their limited presence at the German sites and restricted interference in 

management decisions. As a result, the subsidiaries were the primary actors in bridging 
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institutional distances and displayed high levels of self-determination in the way 

institutional distances were addressed. Whereas some subsidiary managers assessed this 

autonomy positively, negative perceptions were also observed. 

This study thus contributes to the current literature on emerging multinationals by focusing 

on and establishing the importance that needs to be assigned to subsidiaries, rather than the 

prevailing focus on the headquarters. Especially concerning matters with explicit regional 

effects such as institutional distances, most existing studies have assumed the parent 

company would assume leadership; however, the results of this study have shown that in 

the case of emerging multinationals subsidiaries play decisive roles. Even more so, 

individual managers are highly influential in the way institutional distances are bridged. 

Though not the only reason, one factor for this lack of involvement by the Chinese 

investors is their relative inexperience concerning mergers and acquisitions in developed 

countries. It remains to be seen whether this approach will change in the future as the 

experience of Chinese multinational enterprises increases. Though it is not likely that 

investors will radically intervene in the German management since most observed 

investments were made due to the motive of strategic asset seeking, it can realistically be 

assumed that Chinese parent firms will engage more actively in day-to-day business 

decisions. This could in turn create new institutional distances or influence the ways in 

which they are tackled. Thus, while this study provided evidence on the agency of 

subsidiaries, a dual view of Chinese-German mergers and acquisitions is likely to be most 

fruitful for future research. 
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5 EMBEDDEDNESS IN THE CASE OF CHINESE-GERMAN M&A – THE 

EFFECTS OF INSTITUTIONAL DISTANCES  

Abstract 

Chinese multinational enterprises invest in Germany with the goal of accessing strategic 

resources. Economic geography research suggests that multinational firms need to be 

embedded in order to gain access to such resources. The Chinese investors mostly choose the 

mode of mergers and acquisitions, thereby acquiring a fully embedded subsidiary. The 

literature on institutional distances however suggests that the distances between the 

headquarters and subsidiary will narrow with time, which implies that distances between the 

subsidiary and its regional environment might increase (Kostova & Zaheer, 1999). This 

chapter analyses the effects of institutional distances on the embeddedness of the subsidiary. 

The embeddedness is assessed using the division into societal, territorial and network 

embeddedness proposed by Hess (2004). The analysis is based on interviews with the 

involved firms and intermediaries, to assess the extent to which institutional distances 

influence each dimension of embeddedness in turn. The results contribute to a better 

understanding of factors that impact local and regional development in a globalised world. 

Keywords: Embeddedness, Chinese OFDI, Institutional Distance 
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5.1 Introduction 

The choices of location made by multinational enterprises and specifically those from 

emerging countries have been studied extensively in economic geography as they represent 

manifestations of global production networks and resource flows with varying effects on 

regional development (Cooke, 2005; Crescenzi & Iammarino, 2017; Kramer & Revilla 

Diez, 2012; Yeung, 1994, 2009). The location choices are closely linked to the different 

investment motives. These have been studied in detail in international business studies, 

ranging from overcoming latecomer disadvantages (Luo and Tung, (2007) to asset or 

resource-seeking (Buckley et al., 2007; Chaminade, 2015) as well as cultivating high-

quality human resources (Di Minin et al., 2012).  

In recent years, Chinese outward foreign direct investments have targeted developed 

countries such as the United States or the EU member states. These investments aim to get 

access to highly developed resources in order to become internationally more competitive 

(Buckley et al., 2007; Chaminade, 2015). However, this location choice argumentation 

implicitly assumes that once a multinational is located in a specific region, they will 

automatically have access to the local resource pool, which in reality is often not the case 

(Mattes, 2013, p. 434). Nonetheless strategic location is an important aspect to 

multinationals (Coe & Lee, 2013; Wrigley et al., 2005), but local embeddedness of the 

individual subsidiaries defines the degree to which multinationals can draw on local 

resources. Additionally, multinationals not only need to be “externally embedded”, but 

internally embedded as well, meaning they need to make sure the distance between the 

headquarters and the subsidiaries do not become too extensive (Meyer et al., 2011, p. 236).  

Definitions of embeddedness vary greatly. Halaszovich and Lundan (2016), for example, 

assess embeddedness in the context of investments in developed countries in the sense of 

local sourcing and sales. The focus of economic geography research has been on regionally 

embedded systems of production (Cooke, 2005). Generally, most studies highlight the 

networking aspects of embeddedness such as links to local business contacts through 

which knowledge is exchanged (Anderson & Sutherland, 2015; Crescenzi & Iammarino, 

2017). Accordingly, embeddedness has also been a focal point of innovation studies 

(Kramer & Revilla Diez, 2012; Malecki, 2010). From an institutional perspective however, 

embeddedness encompasses more than just network relations. In particular social aspects 

such as interpersonal relationships can be influential factors for embeddedness that are 

often overlooked. Critiquing the, until that point, increasingly fuzzy conception of 



Chapter 5 – Effects of Institutional Distances on Subsidiary Embeddedness  

 

 
47 

embeddedness, Hess (2004) proposed three conceptual dimensions: societal, network and 

territorial embeddedness. This chapter draws on Hess’ conceptualisation to analyse 

embeddedness in the case of Chinese multinational enterprises in Germany.  

Whereas most research highlights the importance of embeddedness for multinational 

enterprises, to the author’s knowledge few studies focus specifically on M&A as a mode of 

investment and therefore analyse cases where the subsidiary is already embedded in the 

host context prior to the investment. Thus, this chapter aims to add to the extant literature 

by analysing the effects of Chinese-German mergers and acquisitions on the embeddedness 

of the German subsidiaries. Drawing on Scott’s (2014) three pillars of institutions, this 

chapter examines how institutional distances influence the different dimensions of 

embeddedness. It can be expected that the effects vary largely depending on the dimension 

observed. The results of this research contribute to a better understanding of the regional 

effects of Chinese investments in developed countries.  

To this end, first, the existing literature on embeddedness of multinational firms is 

examined, followed by a brief discussion of multiple embeddedness and institutional 

distances in the case of Chinese multinational enterprises. The subsequent analysis is 

structured according to the three dimensions of embeddedness, focussing on societal, 

network and territorial aspects in turn. These results will be discussed with reference to 

regional networks and the potential implications for economic development, taking into 

account the relevant literature. 

5.2 Embeddedness of Multinational Firms  

The local and regional embeddedness of economic actors and networks has been a topic of 

extensive research; however, even though the term is applied in the fields of geography, 

international business studies and other disciplines the conceptualisation varies greatly. 

Polanyi (1944) in his book The Great Transformation first introduced the notion of 

embeddedness by suggesting that prior to the modern market economy, all exchanges were 

based on social relationships with underlying shared rules and norms. Price-based market 

economies are, in his opinion, disembedded from the social and cultural elements of 

society (Hess, 2004; Polanyi, 1944). However, he did later revise his opinion conceding 

that even liberal markets are, to some extent, based on social systems. His central argument 

is thus that markets are socially constructed. It has to be noted that this conception did not 

feature a specific geographical element. The level of analysis was based on social systems 

regardless of their spatiality. 
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A second early strand of research that had a great influence on today’s notion of 

embeddedness is Granovetter’s (1973, 1985) research on individual actors and networks of 

interpersonal relationships. In his view, “there is evidence all around us of the extent to 

which business relations are mixed up with social ones” (Granovetter, 1985, p. 495). 

Embeddedness then constitutes two dimensions: relational embeddedness, which denotes 

the quality of a relationship, and structural embeddedness, which describes the network 

structure (Granovetter, 1992). Again, while these actors inhabit a certain region, this notion 

of embeddedness is not spatial in itself.  

Granovetter’s conception has subsequently been extended. One of the best known works 

by Zukin and DiMaggio (1990) adds the dimensions of cognitive, cultural and political 

embeddedness. These are the ideal of bounded rationality, “shared collective 

understanding” and the institutional framework, respectively (Hess, 2004, p. 171). While 

Hess (2004) notes the advantages of this extension for analytical purposes, he criticises its 

contribution to the concept’s fuzziness due to the indistinct categories. Halinen and 

Törnroos (1998), in turn, suggest six types of embeddedness: temporal, spatial, social, 

political, market and technological as well as a vertical and horizontal perspective and 

three levels of analysis in their examination of business networks. To them, “the variety of 

network structures in which business actors are embedded should be considered, if we are 

to improve our understanding of network dynamics” (Halinen & Törnroos, 1998, p. 191). 

This strand of literature contributed to the state of knowledge by highlighting the role of 

relationships and network relations for the embeddedness of actors (Grabher, 1993b, 

1993a). However, it should be stressed once more: the conceptual distinction of the 

individual types of embeddedness can be criticised even though they do highlight the 

complexity of embeddedness.  

Embeddedness made its way into a larger range of economic geography literature with the 

new regionalism of the 1990s, which emphasised the local and regional embeddedness of 

economic actors (Cooke, 2005; Dicken & Thrift, 1992; Storper, 2006). The reasoning was 

that local embeddedness is important because of the localisation of production systems, 

regional cultures and trust-based business relations (Amin & Thrift, 1992; Hess, 2004). 

Hess (2004), building on this plethora of conceptualisations, proposed his own model of 

embeddedness, which he defines as “[signifying] the social relationships between both 

economic and non-economic actors (individuals as well as aggregate groups of individuals, 

i.e., organisations), and economic action is grounded in 'societal' structures” (Hess, 2004, 
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p. 176). He defines three dimensions, which he believes answer the question of “who is 

embedded in what” (Figure 2).  

Societal embeddedness refers to the societal background of an actor, which influences their 

action. As such, the history and experiences of an actor also shapes their future actions. It 

encompasses the cultural and political elements of the social system, which makes up the 

“local/regional/national ‘culture’” (Hess, 2004, p. 180). Additionally, it is equivalent to the 

institutional and regulatory framework such as mentioned by Zukin and DiMaggio (1990). 

Network embeddedness “describes the network of actors a person or organisation is 

involved in, i.e., the structure of relationships among a set of individuals and organisations 

regardless of their country of origin or local anchoring in particular places” (Hess, 2004, 

p. 177). Networks in this conception consist of both business and non-business actors such 

as governmental or non-governmental agents and are dynamic in the sense that actors can 

be embedded and disembedded, Lastly, Hess denotes territorial embeddedness as the 

extent to which an actor is bound to a certain locality.  

“Economic actors become embedded there in the sense that they absorb, and in some cases 

become constrained by, the economic activities and social dynamics that already exist in 

those places.” (Hess, 2004, p. 177) 

The territoriality thus describes the physical manifestation of the networks, whereas the 

network embeddedness indicates the connections between actors. These three dimensions 

overlap to a degree and form the context of socio-economic activity (Figure 2).  

Source: adapted from Hess (2004) 

Embeddedness has played a central role in research on multinational enterprises. In itself 

multinational enterprises constitute large business networks, with each subsidiary 

representing access to specific resources (Andersson & Forsgren, 1996). These could 

include natural resources, but perhaps even more importantly, access to customers, 

Figure 2 Hess' Categories of Embeddedness 
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suppliers and other economic actors. Business studies, in particular, frame resources as the 

opportunities arising from embeddedness, whereas institutions are the constraints (Buckley 

& Munjal, 2017). Increasing embeddedness in specific regions can thus be seen as a 

strategy to “enhance global competitiveness built on integration into specific local contexts 

offering accumulated knowledge, skill and expertise [...]” (Kramer & Revilla Diez, 2012, 

pp. 1305–1306).  

In the case of mergers and acquisitions by Chinese investors in Germany, strategic 

resources can be assumed to be especially valuable, in the sense that the subsidiaries bring 

previous networks and contracts as well as knowledge into the fusion (Halinen 

& Törnroos, 1998). For this access to resources both internal, and even more so in the case 

of external resources, a firm is assumed to need full embeddedness (Malecki, 2010). 

Indeed, especially business literature focuses on the network aspect of embeddedness 

(Andersson & Forsgren, 1996; Halinen & Törnroos, 1998). As highlighted by Mattes 

(2013), network embeddedness enables access to collective goods and competences. L. 

Lin, Wang, and Si (2017) propose that Chinese investors utilize strategic partners to “get 

embedded into the existing networks” in order to achieve their goal of technological catch-

up. However, as previous studies have shown, the challenge for multinational enterprises is 

the multiple embeddedness both within the corporate framework as well as the external 

embeddedness of the subsidiaries (Wood et al., 2016). In economic terms, it constitutes a 

trade-off , “since each subsidiary must reconcile the interests of its parent with those of its 

local business interests” (Meyer et al., 2011, p. 237).  

The other side of the coin is the effects that embedded multinational enterprises supposedly 

have on the regional economy. A common model is that regional development competes 

for foreign direct investments, which if embedded locally, will stimulate economic growth 

by creating jobs and capital investments. While this is true in some regions, contrary 

evidence also exists. A study by Wei (2013) on foreign direct investments in Suzhou, 

China, analysed exactly this case. He found that while foreign firms networked among 

themselves, they only sought a weak local embeddedness. Perkmann’s (2006) research 

suggests that, firstly, regions are able to thrive economically even though their foreign 

investments are not well embedded, and secondly, that the need to be territorially 

embedded is dependent on the function being fulfilled by the subsidiaries. 

This study analyses German subsidiaries of Chinese multinationals enterprises belonging 

to the manufacturing sector. These companies are innovative and while not always large in 
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size, have highly specific knowledge sources at their disposal. It is therefore no question 

that most of the subsidiaries were acquired for strategic resources as well as access to the 

European market by the Chinese investors. As such, the latter are likely to seek to maintain 

high levels of external embeddedness, while at the same time increasing internal corporate 

embeddedness. 

5.3 The Effects of Institutional Distances on Embeddedness  

Multiple embeddedness is quite similar to the concept of institutional distance and dual 

pressure as described by the institutional literature. Institutions are the guidelines of social 

interactions, but they also need social actors to maintain institutions (Gammeltoft, Barnard 

et al., 2010; Yeung, 2007). Through these actors, institutions are inherently connected to a 

certain spatial territory (Bathelt & Glückler, 2014). The differences between two 

institutional systems is their institutional distance (Kostova & Zaheer, 1999). While it is 

often conceptualised as the difference between two countries, this is not necessarily 

correct, because only some institutions are congruent with state borders. Nevertheless, 

multinational enterprises have dealings in multiple institutional environments (Cantwell et 

al., 2010), which can pose barriers for their regional embeddedness, for example, by 

influencing the integration process during and after an investment (Clark & Geppert, 

2011). China and Germany have quite distinct cultural and political systems, making it 

likely that their respective institutional systems differ as well. 

Similar to embeddedness, the term institutions has various conceptualisations. Due to its 

advantages for analytical purposes, being adaptable to different contexts as well as 

providing a clear structuring, Scott’s (2014) institutional model is being used in this study. 

He differentiates between three pillars: regulative, normative and cultural-cognitive 

institutions. Regulative institutions are rules and sanctions as mirrored in regulatory 

processes such as laws. Because of their high degree of formalisation and similarity to 

North’s (1991) concept of institutions, regulatory institutions are most frequently analysed. 

These are also the type of institutions, for which the allocation of a spatial context is 

easiest. In this study, regulatory institutions are operationalised as the interpretation of 

rules such as intellectual property rights (Table 2, chapter 4; Xu & Shenkar, 2002; Y. Yang 

et al., 2013).  

Normative institutions, in comparison, are less formalised and based on morals and a sense 

of appropriateness as enforcement. In line with previous studies, they are operationalised 

as corporate goals, cooperation, human resource management and the like (Xu & Shenkar, 
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2002; Y. Zhang et al., 2014). Lastly, cultural-cognitive institutions are the most informal. 

They can be equated with shared cultural traits through which meaning is assigned and 

social behaviour is judged. Many works from business studies and economic geography 

disregard this type of institution due to the complexity of the operationalisation. One proxy 

for quantitative studies are Hofstede’s (1984) cultural dimensions, which are however ill-

equipped for research at a regional level. As such, this study measures cultural-cognitive 

institutions as social interactions and work ethics that convey underlying institutional 

frameworks.  

What emerges from this conceptualisation is the notion that institutions are transmitted by 

practices, and are thus dependent on the actors that enforce them (Scott, 2014). Using 

Bathelt and Glückler’s (2014, p. 344) words, “[institutions] emerge from and are co-

constituted through the social embedding of economic interaction”. The conceptualisation 

of institutions is thus closely linked to the concept of embeddedness as described above. 

Institutions make up the societal genetic code of a region and one could argue that they are 

therefore most closely related to the concept of societal embeddedness. However, they can 

also influence the other dimensions of embeddedness. Membership in a network, for 

example, implies the compliance with specific institutions, same as the territorial 

embeddedness within a certain region or locality. Conversely, this means that non-

compliance with institutional norms can inhibit regional embeddedness.  

In line with the previous chapter, institutional distances are assumed to occur at three 

analytical levels. These are the institutional distances between the parent company and the 

subsidiary (1), the subsidiary and its regional environment (2) as well as intra-firm 

distances in the subsidiary (3) (compare chapter 4.2). The first two are commonly 

addressed by international business studies as the dual pressure to adhere to both the 

corporate and the host country institutions (Meyer et al., 2011, 236; Rosenzweig & Singh, 

1991). It is assumed that a trade-off exists, which increases with the extent of institutional 

distance present (Meyer et al., 2011, p. 237). Even though it is an often-discussed topic, 

most studies from business studies emphasise differences on the national level by 

comparing MNEs’ subsidiaries in multiple countries. Economic geography, in comparison, 

has focused more intensively on regional distances (e.g. Revilla Diez, Schiller, & 

Zvirgzde, 2016); however, often the analysis is limited by methodological considerations.  
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Figure 3 Institutional Distances and Embeddedness 

 

Source: own figure 

Whereas institutional distances between the subsidiary and its regional environment might 

be assumed to be the most relevant for regional embeddedness, all three levels of 

institutional distance are likely to have effects on the embeddedness of the subsidiary. 

Figure 3 illustrates the linkage between institutional distances and embeddedness 

schematically. Institutional distances between the parent and subsidiary firm are likely to 

primarily influence the network embeddedness of the subsidiary, because new venues for 

interaction will be opened. According to the “global pipeline” literature (Bathelt, 

Malmberg, & Maskell, 2016), international institutional distances might even have a 

positive effect on the subsidiary due to the inflow of new ideas and impulses. At the same 

time, Andersson and Forsgren (1996) argue that the corporate influence on the subsidiary 

increases with rising network embeddedness. Thus, the conflict between external and 

internal embeddedness might be accelerated. Additionally, because access to the European 

market is one of the Chinese investment motives it is likely that the subsidiaries’ hub 

function will be expanded. Taking these considerations into account, the first hypothesis 

thus reads as follows:  

Hypothesis 1: The network embeddedness of the subsidiary will be positively 

influenced by the M&A and institutional distances. 

Similarly, due to the motives of market access and access to strategic resources, Chinese 

investors are likely to seek to minimise their effect on territorial embeddedness in order to 

ensure the subsidiaries have access to external resources. Taking into account the trade-off 

between internal and external fit, institutional distances might balance out such effects. 

However, the relevant literature suggests that an important variable which needs to be 

taken into consideration is the industry and the function a subsidiary fulfils, “for instance, 
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manufacturing sites may be integrated into global value chains but rely on locally 

embedded relationships in other realms” (Perkmann, 2006, p. 426). The second hypothesis 

is therefore: 

Hypothesis 2: The effects of institutional distances on territorial embeddedness 

will be close to non-existent, depending on their function within the multinational 

enterprise. 

Lastly, the effects in terms of societal embeddedness are likely to be the most far-reaching 

and negative. Previous research has shown that cultural differences challenge multiple 

embeddedness (Buckley & Munjal, 2017, p. 384). Indeed, if it is being assumed that 

Chinese personnel is introduced at the subsidiary, intra-firm institutional distances will 

likely occur, which might in turn influence regional embeddedness. Furthermore, even if 

there are no employee exchanges, the need to establish common practices between the 

parent and subsidiary firms might lead to conflicts:  

Hypothesis 3: The M&A and subsequent institutional distances negatively impact 

the societal embeddedness of the subsidiary. 

In conclusion, the effects of the merger and acquisition and institutional distances, 

respectively, are assumed to have quite distinctive and diverging effects on regional 

embeddedness. Of course, it has to be taken into account that the various impacts might 

influence each other in turn. With regard to the impact on the economic development of the 

German host region, the following analysis will show whether the summed effects cancel 

each other out or whether specific institutional distances are of particular relevance for the 

regional embeddedness of the subsidiaries. 

5.4 Methodology 

Whereas the two theoretical foundations of this chapter are established within their 

respective fields, their combination in the context of Chinese investments in an 

industrialised country constitutes a new venue of research. In light of the still nascent field 

of research a qualitative methodology was chosen (Edmondson & McManus, 2007). Using 

qualitative methodology enables the provision of an in-depth view into the merger and 

acquisition’s effects on the embeddedness of the subsidiary (Gertler, 2009; Wood et al., 

2016). As discussed in the previous section, some forms of institutions are hard to 

operationalise using quantitative methods. The necessity to cover all dimensions of 
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institutions as well as embeddedness, including the social aspects, hence inevitably leads to 

the use of a qualitative approach.  

Key events such as M&A are especially suitable for the analysis of institutions (Schneiberg 

& Clemens, 2016), because these events create instability through which shifts in the 

institutional landscape become observable. Even though institutions need to be maintained 

by actors, these actors are not always aware of doing so. The key event thus provides 

opportunities for old institutions to become visible and questioned and new institutions to 

be established, thereby influencing the embeddedness of the subsidiary. Birkinshaw and 

Hood (1997, p. 341) argue that the three main actors of multinational mergers and 

acquisition are the parent firm, the subsidiary and “host-country policy-makers” due to 

them having their own stake in the success of an investment. 

Thus, interviews were conducted in two phases. First, intermediaries were contacted – a 

category that includes host-country policy makers such as regional development agencies, 

as well as consultants and lawyers. In a second phase, the German subsidiaries were 

contacted directly. While efforts were made to connect with representatives of the Chinese 

parent firms, as Y. Liu and Woywode (2013) highlight, the engagement with the 

subsidiaries is often restrained, including only a limited presence of Chinese nationals at 

the German location. As the number of M&A by Chinese investors has only started to rise 

significantly since 2011, the number of intermediaries that work with and specialise in 

Chinese investors is relatively small. First, an internet-based search was conducted, which 

focused on actors that engage with Chinese investors, such as regional development or 

investment agencies, but also consultancies, tax advisors and other service providers with a 

China Desk.  

Similarly, there is no comprehensive database that registers Chinese investments in 

Germany. The Zephyr database by Bureau van Dijk, which registers M&A deals as well as 

rumours of deals, was used to identify relevant companies. Additionally, the results were 

matched with a list of Chinese investments from the Chinese Ministry of Commerce as 

well as media reports that were checked for any M&A not included in the two databases 

mentioned above. The list was then examined case by case, to validate the correct source 

country as well as the percentage of the German company bought, since mistakes occur 

due to offshore accounting. Only those mergers and acquisitions remained in the sample 

where a majority stake of 50% or more had been acquired.  
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A total of 33 interviews with 35 intermediaries were conducted between March and May 

2016 throughout Germany, lasting between 30 and 90 minutes. The interviewees’ names 

have been anonymised as IN1 to IN35 respectively for this study (details are depicted in 

Table 5 & Table 6, chapter 6). Additionally, 18 interviews with firms were conducted 

between April and July 2016 throughout Germany. They, too, lasted between 27 and 79 

minutes and were anonymised as UN1 to UN18 (see Table 3, chapter 4). Out of these firms 

most were located in the economically strong regions North Rhine-Westphalia, Baden-

Wuerttemberg and Bavaria. The sample also reflects the large increases in investments 

since the financial crisis in 2010, which gave Chinese investors the opportunity to acquire 

financially stricken businesses. Most interviews were done in German, except when 

requested otherwise. All interviews were recorded and subsequently transcribed. For 

publication, sections and quotes of the transcripts have been translated into English. 

Inconsistencies were checked for through comparison with secondary sources. 

Using a semi-structured interview design encouraged the interviewees to recount their 

experiences (Table 4, Appendix 1 & 2), hence providing a solid basis for analysis. As Olie 

(1994, p. 381) points out, studies that give a detailed description of the merger process are 

rare. He furthermore calls attention to the fact that studies of failed mergers are even less 

common, although they would provide valuable information on the barriers to success. 

Unfortunately, this study is unable to provide specific information on failed mergers, as 

they are hard to identify if the M&A failed very early in the process, furthermore, the firms 

may not exist anymore or the people involved may refuse to be interviewed.  

At the same time, the semi-structured interview design is flexible enough to accommodate 

for different types of interviewees. As such, comparability among interviews with a 

different range of actors, who have distinctive functions and knowledge bases, is given. It 

is important to note, however, that this chapter does not claim to provide a comprehensive 

analysis of institutional distances between China and Germany in general, but instead 

attempts to explore the effects of institutional distances on the German subsidiary and its 

local environment. 

The coding process consisted of two steps. First-order codes were derived deductively 

from the theoretical framework. Hence using Scott’s three pillars, the three merger phases 

as well as the three levels of analysis as a basis, a distinct matrix of codes could be 

constructed and attention could be paid to practices and their spatial effects (Faulconbridge 

& Muzio, 2015). The first-order codes included Attitude, which described the interviewees’ 
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position towards the merger, and Environment, in reference to contextual information on 

the Chinese and German market in general. As this chapter aims to describe the effects of 

institutional distances on the embeddedness of the subsidiaries, all statements reflecting 

regional networks and connections were coded Network and further distinguished by the 

types of embeddedness that were described in the theory section.  

Following this first iteration, second-order coding was done inductively using Kuckartz’ 

(2012) qualitative content analysis. This included cross-case comparison to establish 

common themes throughout the sample, and noteworthy distinctions. Through an intensive 

phase of analysis several specific practices were identified that represent institutional 

distances in the companies’ daily business. Subsequently, these practices will be discussed, 

and their effect on embeddedness assessed. 

5.5 Results  

In the following section, the effects of M&A on the embeddedness of the acquired 

subsidiaries will be analysed. There is a specific focus on the influence of institutional 

distances. However, to forestall a conclusion: institutional barriers are only one cog in a 

number of interlocking processes which occur in connection with Chinese-German 

mergers. This section is structured according to the dimensions of embeddedness as 

discussed before. 

5.5.1 Societal Embeddedness 

The societal embeddedness of a subsidiary is largely dependent on the employees that 

make up the firm and their social heritage, which influences the behaviour of the individual 

and the company as a whole. Prior to the mergers and acquisitions, uncertainty among the 

employees is a common phenomenon. Although this dissertation only focuses on Chinese 

investors, this phenomenon is likely to be the same regardless of the investor’s nationality. 

However, initial failed acquisitions, media-driven fear of knowledge theft as well as 

cultural differences as evaluated by the employees all increase their objections towards the 

new investors. As such, the fear of institutional distances rather than the actual institutional 

distances characterises the pre-merger, merger and early post-merger phases. The assumed 

institutional coercion includes topics such as the reduction of paid vacations in line with a 

perceived heightened working moral of the Chinese or the contrast to traditional 

Mittelstand values such as the company as a family that looks out for each other. These 

perceptions are reinforced by rumours and negative experiences that spread as soon as 

initial talks between sellers and Chinese investors are launched. It must be stressed that it is 
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the assumed rather than the actual institutional distance or information thereof that 

negatively affects societal embeddedness at the early merger stages. 

In most observed cases, the Chinese investors choose a very limited engagement with the 

subsidiary as described by Y. Liu and Woywode (2013). The concrete institutional 

distances are thus far less extensive than could be expected. Early communication is used 

as a pre-emptive measure. This includes visits to production sites by the Chinese chairman 

and German CEO. UN16 describes communicating the imminent acquisition by the 

Chinese enterprise and subsequent integration to the German employees as follows: 

“I presented the matter myself, because I found that the official communication through the 

central corporate departments was worthless. No one believed what was going on. As a 

person affected, I had to say, "Everything's fine, we're fully supporting this, and it is the 

best thing that could happen to us. Everything is going to continue as in the past." (UN16) 

Generally, preserving a feeling of home for employees is of importance to decision-

makers, because societal disembeddedness hinders deeper networking and the realisation 

of potential. While the presence of Chinese employees is often limited, in some cases 

German- and English-speaking Chinese trainees worked at the subsidiary. They thereby 

contributed to the cultural exchange and corporate integration of the subsidiary in the 

multinational enterprise. However, the extent is limited, thus the institutional distances are 

less severe than could be expected from a theoretical perspective. 

In those cases where several subsidiaries had been successfully acquired by the same 

investor, these acquisitions were utilised as positive examples for the technological, but 

also the personal integration of the businesses. Specifically, German personnel were used 

as messengers to ensure the confidentiality and earnestness of the exchanged information. 

These meetings between representatives from already acquired firms and potential sellers 

were conducted without Chinese presence. In general, such interpersonal connections were 

employed by the investors to learn about German institutions and by the subsidiaries for 

information about solutions to institutional barriers.  

Congruently, networks outside the corporate framework are created as well. One manager 

emphasised having sought business advice, but then the subsidiary itself turned out to be a 

role model and now the interviewee engages in a personal capacity. This is not an isolated 

case. Many, though not all subsidiaries, took part in Chinese-German associations or 

networks to seek assistance in dealing with the new situation. Additionally, this behaviour 
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implies that the dual nationality had become part of their acknowledged identity. Similarly, 

the Chamber of Industry and Commerce and industry associations were utilized as 

information providers and knowledge sources. 

In one case, the interviewed CEO even proactively collaborated with a private for profit 

intermediary in order to establish a round table for Chinese-German subsidiaries. 

Interestingly, even though national networks exist, the primary activity of subsidiaries has 

been at the local and regional level. Nevertheless, no subsidiary relied specifically on these 

networks. They are a source of cultural and societal exchange and thereby a subliminal 

organisational tool of normative practice dissemination as well as cumulative learning 

processes.  

To a lesser degree, societal embeddedness is sought through political support. Especially in 

North Rhine-Westphalia, where a number of Mittelstand firms have been acquired, the 

awareness of Chinese acquisitions is high. Subsidiaries’ CEOs and Chinese investors often 

meet with regional politicians and mayors to ensure good cooperation. In several cases, the 

subsidiaries are connected to the regional economic senate and reassurances were 

necessary. Similarly, regional customers were assured that there would only be limited 

changes to the corporate identity and the like. One interviewee emphasised that due to the 

size of the industry branch, all actors had already been well connected and as such, the 

merger had little societal impact. In fact, this is likely to be similar for many German 

subsidiaries, because they are often highly specialised in their respective fields. 

Only few occasions were mentioned when institutional distance had explicit regional 

effects. One case is quite exemplary, where a Chinese investor wanted to meet all the 

suppliers and sent delegations that visited and filmed factories. Of course, this kind of 

behaviour did not adhere to the average normative rules and thus spread insecurities and 

distrust among business partners. In general, Chinese visits with the objective of gaining 

understanding of German processes are common. However, as in the previously mentioned 

case, direct communication has proven to be an effective tool to prevent unnecessary 

institutional effects. In summary, though the theory suggests that institutional distances 

negatively affect societal embeddedness, reported instances of this actually occurring 

remain fairly limited. It is the fear of institutional distances which negatively affects the 

subsidiaries embeddedness, rather than barriers that actually exist. 
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5.5.2 Network Embeddedness 

As is apparent from the previous section, the different dimensions of embeddedness 

overlap. In the described setting, networks perform functions of societal embeddedness. In 

this section, the focus is put on the network embeddedness of the subsidiaries themselves 

by highlighting the changes in relations with different groups of actors.  

Taking into account the fear of Chinese investors stealing knowledge or dumping 

inadequate products on the market, it could be expected that customers react hesitantly to 

the new owners of their suppliers. In fact, only few cases were reported where customers 

decided against maintaining their previous relationship with the German subsidiary. Far 

more commonly, no changes could be observed. In part this is due to the already quite 

globalised dealings of the German firms, in part talks with main customers were held 

during the pre-merger phase to ensure they would support the sales decision. During these 

occasions, it had been communicated that the subsidiaries would continue as independent 

operations and thus no changes would be made. As a matter of fact, a number of 

interviewees reported the relation with their customers had improved. One reason for the 

improvement was the subsidiaries’ amended financial situation, which enabled them to 

supply customers more flexibly. It has to be kept in mind that many German businesses 

were acquired by Chinese investors due to insolvency or from private equity investors. In 

one anecdotal case, the change in ownership resulted in a higher network density, because 

the customers had greater trust in a global enterprise than they had in the previous investor, 

who was a competitor of most of the customers.  

Akin to the customer-related reasoning, one could expect supplier networks to change due 

to price competitiveness, because of improved access to the Chinese market. This is in fact 

true for a share of the interviewed subsidiaries. In these cases it was emphasised that best 

country and price competitive sourcing had been an established concept and were common 

in the respective industries irrespective of the investors’ nationality. Only in one case did a 

supplier decide to terminate business relations with the subsidiary, because they didn’t 

want to engage with a Chinese enterprise. However, the possibility had been anticipated 

and thus had limited effects on the subsidiary. In general, most industries are quite 

globalised with suppliers and customers being distributed widely. Hence, according to an 

interviewee resentments towards Chinese investors were without basis:  
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“As such, the industry we serve is facing relocations on the customer side. I have told many 

people, "Why are you getting upset? You only have a 150-person model factory in [German 

city] and produce in Romania and Vietnam." (UN4) 

In most of the observed sample, no changes occurred and regional networks remained 

intact. Occasionally, the Chinese parent firm had already been a customer itself, which 

simplified the transition. In conclusion, the merger and acquisition did have negative 

effects on the subsidiaries’ supplier networks; however, not due to institutional distances 

but rather to market mechanisms. 

However, in part of the sample, the opposite was the case and Chinese investors enlarged 

the subsidiaries networks. The added liquidity of the subsidiaries increased their worth as a 

business partner for suppliers, too. Furthermore, networking with the Chinese parent firms’ 

suppliers in Europe and information exchanges about projects increased the subsidiaries’ 

market knowledge. Moreover, parent firm connections could be utilised to acquire raw 

materials. Similarly, whereas the German firms had often already entered the Chinese 

market prior to the merger, a glass ceiling existed that barred them from becoming highly 

successful. Specifically, the subsidiaries did not possess the resources to build the 

necessary network. As a result of the mergers and acquisitions the Chinese investors’ 

networks could be accessed to create synergies. Especially in the case of state-owned or 

partly state-owned companies, the effects are profound. 

In turn, the German subsidiaries can function as a managerial bridgehead for the European 

market. One interviewee explicitly mentioned having a worldwide sales network at their 

disposal, which the Chinese parent did not possess before. This subsidiary thus started to 

perform the function of a sales hub in the corporate network. From the perspective of 

network embeddedness they became a node and their importance grew. In some cases, this 

increase in responsibilities led to a sense of excessive demand, because in previous 

structures these tasks had been handled at a higher corporate level. In other cases the 

opportunities of cooperation had not been fully exploited, according to the interviewed 

managers. For example, a sales or engineering hub function could have been achieved by 

the point in time when the interview took place in one case (three years after the 

acquisition). However, according to the source, the subsidiary was still reluctant to connect 

more closely with the Chinese investor for the following reason: 
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“You can certainly imagine why we are reluctant. Of course, we say: if you are asking for 

help, then you are sending the signal "we cannot do it so well" at the same time. [...] The 

know-it-all is very well-developed in Germany.”(UN7) 

Accordingly, whereas the potential for increased network embeddedness is given and in 

the majority of cases realised to some extent, cognitive barriers can inhibit the full 

realisation of opportunities.  

5.5.3 Territorial Embeddedness 

Many of the previously mentioned factors embed the subsidiaries within their regional 

context such as the specific territoriality of their networks or the employees. This is why 

this chapter addresses territorial embeddedness as the last focus of the evaluation.  

As mentioned before, the political relations of the subsidiaries are a factor for societal 

embeddedness. These connections have an inherent territorial element as the respective 

political actors mostly operate at the regional or local level. Another aspect in this 

connection is the role of the subsidiary for regional development through the trade tax, 

which is paid to the local district authorities, as well as the employment generated within 

the region. Regarding this point, in many cases the added liquidity and new connections 

led to increased investments in production facilities including the creation of new jobs. 

Some Chinese investors sought to show their commitment to the region through buying 

land on which factories were built. Similarly, in a number of cases continued employment 

of the existing personnel was assured and legally recorded in the M&A contract. However, 

these developments cannot be generalised, because bearing in mind the previous financial 

situation of some of the subsidiaries, restructuring was sometimes necessary. 

While these are examples of increased territorial embeddedness, in the majority of cases no 

influence by the Chinese investors or the situation itself was noticeable. UN10 summarises 

the situation quite candidly, when asked about whether the M&A had given them incentive 

to become members of Chinese-German networks:  

“There is no need. We already cultivate our relationships here in the region with our 

competitors in the industry. We meet. Otherwise, it is the IHK [Chamber of Industry and 

Commerce], the state governments - with or without the Chinese. Nothing - one has to say - 

has changed.” (UN10) 

Generally, the analysis showed that rather than institutional distances, industry differences 

played a major role for the territorial embeddedness. For some machinery producers, local 
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connections were far less important than global trends and competitiveness, and apart from 

their labour force they have limited territorial embeddedness with little to no regional 

business contacts. Similarly, for the producer of renewable energy technology territorial 

embeddedness didn’t play a role at all, because the industry is highly globalised. They did, 

however, admit this situation could change in the future depending on the market and state 

interventions: 

“Now, we are trying to build something reliable in Germany regardless of government 

subsidies. Then it may be the case that local networking will become more important again 

[...].” (UN12) 

Another reason for limited territorial embeddedness mentioned was the industry life cycle. 

The respective branch of the machinery industry had been in decline in Germany for a 

number of years, whereas the technology was still quite relevant in China. Hence, when the 

firm’s financial situation declined, they were glad to find a Chinese investor to whom the 

business constituted a viable opportunity for advancement. The complete opposite is the 

case for the automotive industry, where approval by customers and suppliers is imperative 

in order to be competitive. A newcomer has little chance to enter the market, which is the 

reason why strongly regionally embedded established firms are bought. In summary, the 

impact of the mergers and acquisitions on the territorial embeddedness is very limited. 

Rather than the change of ownership, the affiliation to a certain industry influences the 

subsidiaries’ embeddedness.  

5.6 Discussion 

The previous section highlighted the various effects of Chinese-German mergers and 

acquisitions on the subsidiaries’ regional embeddedness. It was thereby possible, for the 

most part, to confirm Hypothesis 1, which stated that the network embeddedness would be 

positively influenced. This has proven true, though the type of business partner in 

consideration is relevant. Whereas customer networks tended to expand, supplier relations 

changed quite drastically in some cases. In most of these cases the utilization of the 

Chinese headquarters’ affiliation leads to the extension of networks. The results are thus 

congruent with Knoerich’s (2010), who assessed that German sellers seek access to the 

Chinese market through the merger. Figure 4 was adapted accordingly to represent the 

increase of network embeddedness. Similarly, the results highlighted the potential for the 

subsidiary to take on a hub role within the corporate network, though this potential had not 

been realised in many cases.  
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Figure 4 Changes to the Embeddedness after the M&A 

 
Source: own figure 

With regard to the second hypothesis, namely, that the effects of institutional distances on 

territorial embeddedness are non-existent, the results show there is a limited influence. The 

subsidiaries’ initial situation was such that most already displayed a high level of regional 

embeddedness. However, Perkmann’s (2006) reasoning was also confirmed, arguing that 

the need to be territorially embedded depends on the subsidiaries’ functions. The 

automotive industry and renewable energy technology sector are especially illustrative and 

contrasting examples to this end. Taking into account that the territorial embeddedness is 

also the spatial representation of the companies’ networks and the changes observed, one 

might argue that the German region has lost importance in comparison to international 

markets. However, the Chinese investors did in many cases display a strong commitment 

to the business location, both through investments and political support. 

This leads to the third hypothesis, that institutional distances have a negative effect on 

societal embeddedness, which is only partly correct. The analysis showed that it was 

rumours and assumed information about institutional distances rather than actual barriers, 

which influence societal embeddedness. In reality, the level of integration is quite shallow 

as suggested by Y. Liu and Woywode (2013). The primary tool for bridging the occurring 

distances to the regional environment are communicative measures, which are both used in 

an offensive and defensive manner to overcome barriers. 

Hence, in summary, the distances between the subsidiaries and their regional environments 

are limited. The interrelations between these dimensions are highly complex. A higher 

network embeddedness in terms of business relations can, for example, lead to a 
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diminution of territorial embeddedness, whereas an increase in network embeddedness 

with non-economic actors, such as Chinese-German associations, might increase territorial 

embeddedness. Taking into account the various positive and negative correlations, one 

could surmise that the effects balance out; however, this would be an oversimplification.  

For regional development this represents a challenge. Generally, the Chinese mergers and 

acquisitions can be rated as positive, because the investments often save the German 

company from having to reduce its staff or even help them avoid bankruptcy due to 

financial problems. Nonetheless, traditional theory suggests foreign direct investments 

need to be embedded to contribute to the regional economy. As discussed before, the 

research by Perkmann (2006) and Wei (2013) suggests that regional embeddedness is not a 

necessity for positive regional development. In certain cases this might be true, but for 

most of the sample discussed here this is only partly the case. The reason for this is that the 

kinds of economic systems found in large parts of Baden-Wuerttemberg, North Rhine-

Westphalia or Hesse are built on a high network density. However, at the same time, these 

companies were already reliant on international production channels beforehand.  

The current approach of limited interventions by Chinese investors thus seems to be a 

viable strategy. Nevertheless, from the perspective of a regional development agency or 

similar actors, it should be assured that societal embeddedness in particular is ensured. As 

the analysis showed, it is mostly fear and misinformation that leads to uncertainty. While 

state actors can, of course, not become involved in a company’s internal policies, they 

should provide support, for example, in the form of semi-formal exchanges for companies 

in similar situations, as these have proven to be an effective tool for knowledge exchanges.  

5.7 Conclusion 

The results of this chapter contribute to the field of economic geography by highlighting 

the issues of international investments for regional development in the case of mergers and 

acquisitions specifically. The effects were found to be quite diverging. Interestingly, 

institutional distances had rather limited impacts overall at the regional level. Instead, the 

industry affiliation, lifecycle and similar factors influenced the embeddedness. 

Unsurprisingly, the societal embeddedness of the subsidiaries was most affected, since it 

highlights the cultural and social values of a region as transmitted by local actors and thus 

largely coincides with the conceptualisation of institutions adopted in this study.  
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Nonetheless, regional embeddedness remains an interesting topic for academic research, 

even though the necessity of embeddedness for regional development can be debated. In 

the cases presented in this chapter, it does play a vital role because the acquired 

subsidiaries are acquired to perform a leading role in terms of product development and 

strategic resources, which includes specialized labour within the corporate structure. In 

order to fulfil this role a certain level of embeddedness is necessary. The limited 

involvement of the Chinese investors plays a role in the low extent of institutional 

distances observed. It remains to be seen whether more invasive strategies will be applied 

in the future, potentially leading to a stronger effect on the subsidiaries’ embeddedness.  

Similarly, though the sample was sufficient to draw conclusions on the influence on 

embeddedness in general, no distinction could be made between different regions in 

Germany, even though it is likely that institutional differences and the embeddedness will 

differ due to factors such as the number of already established Chinese subsidiaries. Future 

research may be able to make more specific assertions using a larger sample size. Whilst 

the selection of interviewed companies reflects the general characteristics of Chinese 

mergers and acquisitions in Germany, only few are located in the new German Länder, 

which might differ from Chinese hotspots such as North Rhine-Westphalia, where support 

for subsidiaries and investors is more common. 
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6 THE ROLE OF INTERMEDIARIES IN CHINESE M&A IN GERMANY 

Abstract 

Chinese multinationals face liabilities due to differences between the institutional 

environments in their home country and in Germany. Previous research has focused on 

institutions as an environmental factor; less attention has been paid to mechanisms of 

bridging institutional distances and the actors involved. In this chapter, Chinese M&A are 

analysed from an institutional perspective and intermediaries are introduced as institutional 

agents. Intermediaries are defined as state and private actors that support investors and 

targets before, during and/or after the merger process. Semi-structured qualitative 

interviews are used to study intermediaries’ attitudes and engagement during the 

acquisition process in order to assess their contribution to mediating institutional distances. 

Intermediaries display large differences in the scope and intensity of their ability to engage 

in institutional agency depending on their type as well as the temporal aspects of their 

involvement. 

Key words: Intermediaries, Institutional Distance, M&A, Shaping Institutional 

Trajectories 
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6.1 Introduction 

Due to their engagement in multiple business environments, multinational enterprises are a 

form of organisation with a higher degree of complexity than uninational firms (Cantwell 

et al., 2010; Kostova & Zaheer, 1999). The ability to bridge institutional distances, the 

differences between the institutional systems of two countries or regions, can thus 

influence the success of MNEs. In the literature it is often assumed that this barrier is 

higher for emerging MNEs because of their relative inexperience compared to MNEs from 

advanced economies. The ability to bridge institutional distances becomes especially 

relevant in the case of mergers and acquisitions, where two firms merge that already have 

fully developed institutional frameworks and are well embedded within their own home 

regions (Klossek et al., 2012). In this chapter, institutions are interpreted using Scott’s 

(2014, p. 56) definition of “regulative, normative, and cultural-cognitive elements that, 

together with associated activities and resources, provide stability and meaning to social 

and economic life”. Regulative and normative institutions (Regnér & Edman, 2014) as well 

as cognitive institutions (Phelps, Mackinnon, Stone, & Braidford, 2003; Si & Liefner, 

2014) have been subject to research in the context of Chinese mergers and acquisitions in 

Germany before, but they are often solely conceptualised as barriers to success.  

Recently, the process of changing existing institutions and thereby overcoming 

institutional distances has been emphasised. Reviewing articles on what they call 

institutional work, Lawrence and Suddaby (2006) defined various mechanisms by which 

institutions are created, maintained and disrupted. An important aspect of institutional 

work is of course the practitioner. Intermediaries, such as consultants or investment 

promotion agencies, have so far played a minor role in institutional research, even though 

research on global production networks (Phelps & Wood, 2017) and innovations has 

established their potentially enabling function (J. R. L. Howells, Karata-Ozkan, Yavuz, & 

Atiq, 2014; Xuefeng Liu, Shou, & Xie, 2013; McEvily & Zaheer, 1999). As such, this 

chapter is explorative in nature. Recent studies have furthermore highlighted the potential 

of intermediaries in location consulting (Phelps & Wood, 2017) and professional service 

industries (Beaverstock, Faulconbridge, & Hall, 2010; Faulconbridge & Muzio, 2015). For 

the purpose of this chapter, intermediaries are defined as actors, which are a first point of 

contact for potential investors and targets, perform a bridging function between them or 

their environment and enable the M&A including the post-merger integration. Before 

analysing their ability to engage in institutional work, the research focus must be on the 

intermediaries’ awareness of institutional distances. Some studies frame an institution as a 
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cultural context which is “taken for granted” and which actors automatically navigate. But 

in order to be able to engage with institutions through actions, the actors need to show 

awareness and cultural consciousness (Lawrence, Leca, & Zilber, 2013, p. 1029; Lawrence 

& Suddaby, 2006). The first research question is thus:  

1. How aware are intermediaries of the different forms of institutional distance? 

a. Depending on the stages of an M&A? 

b. Depending on the types of intermediaries? 

After having established this prerequisite, a second research question follows: 

2. In what ways do intermediaries engage in institutional work?  

By adapting the mechanisms of institutional work to the context of intermediaries, this 

chapter aims to establish intermediaries as institutional actors. Because the definition of 

intermediaries is quite broad, results are expected to vary depending on the specific field of 

work the intermediaries are engaged in and associated factors such as their involvement 

during the different stages of an M&A. A contribution to institutional studies is made 

through this research by highlighting the specific context of emerging multinationals and 

the mechanisms through which institutional work is possible within this context. At the 

same time, a contribution to geographical research was made by exploring the importance 

of institutional factors as a variable for regional embeddedness and development.  

The remainder of this chapter is structured as follows: the next section begins by 

delineating the conceptualisation of institutions and institutional distances, before 

discussing mechanisms of institutional work as described in the relevant literature. 

Subsequently, the methodology section elaborates on the specific design, sample and 

coding procedures of the qualitative design chosen. The findings are examined thereafter, 

focusing firstly on the institutional distances as perceived by the different types of 

intermediaries and then secondly, on instances of institutional work by intermediaries. The 

results are then discussed, bearing in mind potential implications for further research and 

practitioners. 

6.2 Theoretical Background  

6.2.1 Institutional Distance and its Consequences for MNEs 

While there is a general consensus that institutions govern social life and influence 

economic interactions by embedding them into a social context (Bathelt & Glückler, 2014), 
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definitions of institutions still vary greatly. In this chapter the conception of institutions is 

based on Scott’s (2014) breakdown into three pillars: regulative, normative and cultural-

cognitive institutions. Often scholars focus on explicit regulatory mechanisms such as laws 

or sanctions as these are most easily formalised (Scott, 2014). Furthermore, prominent 

scholars such as Douglas North (1991) have emphasised the regulatory aspects through the 

use of the terminology “rules of the game”. In this chapter, institutions are operationalised 

through the inter- and intra-firm practices that embody them. As such, the regulative pillar, 

for example, is sought through business law, e.g. worker protection and intellectual 

property protection (Lee, Hemmert, & Kim, 2014; Z. Yang, Su, & Fam, 2012).  

Normative institutions address the sense of appropriateness through values or norms. 

While they are not legally sanctioned, they are governed by moral and illustrated through 

accreditation (Scott, 2014). This chapter operationalises normative institutions as 

management standards, represented and enforced through business associations, corporate 

objectives or management style. It thereby follows the example of Y. Zhang et al. (2014, 

p. 781) who have defined normative institutions in a business context as “norms of 

cooperation among business actors, societal-level trust, association intensity, a moral 

obligation to provide quality products and services, and standards of business conduct.”  

Cultural-cognitive institutions are the least formalised. According to Scott (2014, p. 67) 

they are the “shared conceptions that constitute the nature of social reality and create the 

frames through which meaning is made.” Most often cultural-cognitive institutions are 

empirically represented by cultural indicators (Hofstede, 1984) or liabilities of foreignness 

(Li, 2003; Zaheer, 1995), but both of these conceptions have disadvantages. Hofstede’s 

cultural indicators are too limited in their applicability, because they focus on differences 

on the national scale. Liabilities of foreignness, on the other hand, only develop their full 

analytical potential when applied to a comparison between foreign and domestic firms in 

the same circumstances (Zaheer & Mosakowski, 1997), which is not the focus of this 

work. Hence, for this study cultural-cognitive institutions were framed as business culture, 

e.g. work attitude and ideologies. Si and Liefner (2014) have investigated cognitive 

institutions in the context of Chinese-German M&A and found that cognitive distance can 

have a negative effect on their success as increasing embeddedness in the host economy 

can lead to alienation from the headquarters. In contrast to Si and Liefner (2014), this 

chapter takes a more distinctive view of institutions in order to investigate differences (J. 

R. L. Howells et al., 2014) in the magnitude of effects from specific institutions. 
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While institutions have been described as rather distinctive up to this point, in most cases a 

number of institutional elements are interacting. Taking corporate social responsibility as 

an example: CSR is mostly normative in nature as it implies certain standards of business 

conduct without being legally binding. But CSR becomes most effective if the practice is 

embodied by all employees, and is therefore a cultural-cognitive institution as well as a 

normative one. What this example also illustrates is that institutions enable actors such as 

firms to gain legitimacy in a social, but also economic context (Kostova & Zaheer, 1999). 

Given time, new actors thus tend to adapt to local institutions, because they can eliminate 

the element of uncertainty in interactions with other actors (Martin, 2003). As a result, 

previous research found that over time institutions tend to become more homogeneous on a 

regional level (DiMaggio & Powell, 1983). Institutional change occurs because institutions 

not only guide how people behave; they are also formed by people. As such, actors are 

rule-takers as much as rule-makers (Jackson, 2010). This leads institutions “to evolve 

incrementally in a self-reproducing and continuity-preserving way” (Martin, 2003, p. 80).  

This furthermore causes institutions to develop within a spatial nexus, because the actors, 

who influence institutions are spatially bound. Given the process of institutional change 

just described, territorial entities can develop highly specific institutional systems over 

time, not only on the scale of nation states, but also regionally (i.a. different levels of 

government) (Dicken & Malmberg, 2001; Mackinnon, 2009). National and regional laws 

are an obvious example of regulatory institutions with a territorial basis. Less obvious but 

not less important are regional variations of normative and cultural-cognitive institutions 

such as the local business culture. Hence, formal as well as informal institutions tend to be 

regionally specific (Revilla Diez et al., 2016).  

Because the target of an M&A is often fully embedded within the institutional system of its 

local economy, institutional distances become a central problem in the case of M&A 

(Klossek et al., 2012). It is assumed that, in order to be economically successful, MNEs’ 

subsidiaries need to be embedded in their regional environment (Phelps et al., 2003). 

Hence, the subsidiaries are faced with the demands of adapting to the dual pressure from 

the local economy as well as the organisational environment within the MNE (Kostova 

& Zaheer, 1999; Rosenzweig & Singh, 1991) (Figure 5). Furthermore, employee transfers 

between the headquarters and subsidiaries are common in the case of M&A, thus, the 

mixture of employees within the subsidiary can create localised institutional distances; a 

context that is often disregarded.  
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Figure 5 Adapted Mechanisms of Institutional Work 

 

Source: own figure 

As Filippov (2012) notes in his study of European investment promotion agencies, China 

and Germany have particularly large institutional distances. This is likely to be intensified 

by Chinese firms’ liabilities of newness (Zaheer, 1995), or, in other words, their 

inexperience with international M&A. Even though some of the intermediaries interviewed 

for this study have said that Chinese investors have become more professional over the last 

15 years, they also stressed that a lot of new investors are taking the stage, not all of whom 

have had previous international experience. The challenge of bridging institutional 

distances can thus be assumed to be especially relevant, and it is logical to expect that 

investors as well as M&A targets might seek help in the form of intermediaries. 

6.2.2 Intermediaries as Institutional Actors 

While all of the articles mentioned above make valuable contributions to research on 

institutional distances, they only focus on the companies involved as actors. In reality, at 

various stages of the M&A process there is a number of actors involved that might 

influence the behaviour of the investor and the subsidiary. One group of actors is 

intermediaries, who have aroused increasing interest in the economic geographical 

community recently, though the research is still partly exploratory (Phelps & Wood, 2017).  

Most work on intermediaries originates in either research on investment promotion 

agencies or intermediaries’ agency in innovation promotion. Filippov (2012) highlights the 

importance of investment promotion agencies while stressing there is still too little 

research on regional governments’ responses to MNEs’ investments. Analysing the online 
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representation of 27 European investment promotion websites, he finds that while the 

psychic distance between China and Germany is high, the investment potential justifies 

strong promotion efforts. Filippov’s chapter mostly focuses on the attraction of investors, 

but also touches lightly on other functions such as matching investors and targets, which is 

highly important for the success of M&A. Zanatta, Costa, and Filippov (2006) in contrast 

stress the importance of the follow-up of investment attraction, namely striving for 

functional upgrading. Binding an investor permanently makes overcoming institutional 

distances necessary. Loewendahl’s (2001) research adds monitoring as an important 

activity of investment promotion agencies. Most recently, Phelps and Wood (2017) have 

highlighted the work of location consultants in facilitating FDI. While this research 

provides an interesting basis for the purpose of this chapter, it only covers one potential 

group of intermediaries: state actors such as investment promotion agencies or state 

agencies. As Jeremy Howells (2006) describes, the depiction of intermediaries in 

innovation studies is much more varied: from independent consultants to private and state 

organisations. However, he criticises that the focus on specific mechanisms leads to a lack 

of cross-fertilisation in innovation studies and therefore lacks a comprehensive view of 

intermediaries.  

While this chapter does not analyse innovation as such, it responds to Howells’ call for an 

extensive depiction of intermediaries. In the following analysis, a distinction is made 

between state, private for profit and private non-profit intermediaries; it is assumed that 

their capabilities and levels of involvement during the pre-merger, merger and post-merger 

phase differ. State intermediaries are, for example, local and regional development 

agencies or state departments (e.g. department for economics). As Figure 6 shows, 

theoretically these actors are most likely to be involved in the pre-merger phase, where 

they support potential investors and sellers in finding fitting counterparts and in spreading 

information about the investment target Germany in general. Furthermore, part of their 

objective is portfolio management in the context of which state intermediaries could 

potentially engage in institutional work.  

Private for profit intermediaries are, for instance, lawyers, business consultants or auditors. 

This type of intermediary is potentially mostly involved during the pre-merger and merger 

phase due to participation in the due diligence. Afterwards, it is possible that private for 

profit intermediaries prolong their work relationships with the involved companies,  
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Figure 6 Schematic of Intermediaries’ Involvement during the M&A Phases 

 

Source: own figure 

especially in the case of support during the post-merger integration. Affirming this 

assumption, Y. Liu and Woywode (2013) mention intermediaries in their study of seven 

Chinese-German M&A, remarking that service providers are involved during the 

transaction, but often leave after the deal is signed.  

Lastly, Chinese-German business or industry associations were classified as private non-

profit intermediaries. While not involved in the merger itself, they offer services and 

capabilities, which range from the pre-merger to the post-merger phase. Due to the wide 

extent of offers their awareness of institutional distances could be the highest among all 

types of intermediaries. As such, it can be expected that their engagement in institutional 

work is similarly considerable, should the first assumption hold true. This model of 

intermediary involvement thus suggests that the ability to engage in institutional work is 

largely dependent of the type of intermediary. Similarly, the forms of institutional 

distances intermediaries are aware of will differ, as particular institutional distances might 

only prevail during specific phases of the M&A.  

6.2.3 Institutional Work by Intermediaries 

As has been discussed above, institutional distances during Chinese-German M&A are 

particularly extreme, which raises the question how institutional distances are overcome by 

the Chinese investors and German targets. Initial results by Y. Liu and Woywode (2013) 

indicate that Chinese investors in Germany tend towards what they call a light-touch 

approach. They thereby describe the fact that Chinese investors tend to leave the German 

management in place and only permanently install a few Chinese employees. Regnér and 

Edman (2014), in comparison, have analysed strategic responses by MNEs’ subsidiaries to 

host country institutions using the example of Swedish and U.S. American MNEs. They 

were able to identify four types of mechanisms: innovation, arbitrage, circumvention, and 
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adaptation. As they describe, host country institutions are not necessarily only constraints, 

but can be used by subsidiaries in a strategic manner. Arbitrage, as an example, is the 

practice of exploiting differences between host and home country institutions to the 

advantage of the subsidiary. While Si and Liefner (2014) pose that increasing adaptation to 

the subsidiaries’ cognitive institutions can negatively affect success, they also highlight 

that cultural distances can be overcome by individuals’ learning processes and employment 

of staff familiar with both cultures. It is thus sensible to assume that it is both possible and 

in the interest of the subsidiaries to bridge institutional distances. 

Jeremy Howells’ (2006) literature review further summarises additional functions that 

intermediaries perform in the innovation process. These include “linking persons having 

complementary interests, transferring information, and otherwise facilitating the interests 

of persons not directly connected to one another” (McEvily & Zaheer, 1999, p. 1140). In 

the words of Xuefeng Liu et al. (2013, p. 54): intermediaries can provide an “external 

brain” to investors and targets alike. As Sapsed, Grantham, and DeFillippi (2007) put it, 

intermediaries can bridge structural gaps in a system. Still, a lack of familiarity with 

intermediaries in their home country can hinder investors using intermediaries in the host 

country to their full advantage (Pattnaik, Choe, & Singh, 2015). Given the description 

above, it is likely that the functions performed by institutional intermediaries are similar to 

those of innovation intermediaries. As a next step, it is necessary to analyse how the 

performance of these intermediaries, or in the case of this chapter institutional work, 

translates into overcoming institutional distances. 

Lawrence and Suddaby (2006, p. 215) provide a classification of institutional work, which 

they define as “the purposive action of individuals and organisations aimed at creating, 

maintaining and disrupting institutions”. Reviewing the relevant literature, they found 

several specific mechanisms for each of these three categories. In this chapter, Lawrence 

and Suddaby’s (2006) classification is used as a reference for the analysis of overcoming 

institutional distances. As such, it follows the appeal by Leca et al. (2009) as well as 

Gertler (2009) for more agency in institutional analysis, especially in the case of 

endogenous processes of institutional change. While it might not be the primary intention 

of the intermediaries, by assisting the investors and targets intermediaries automatically 

engage in some forms of institutional work.  

Lawrence and Suddaby’s (2006) concept is based on the study of practices in social and 

organisational literature, from which they derive specific forms of institutional work. The 
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economic context varies slightly, because of which the conception of institutional work 

was adapted for this chapter. Instead of using the original division of creating, maintaining 

and disrupting institutions, institutional work is categorised into translating, aligning and 

negotiating institutions. This change was made because, while it might lead to the creation 

or destruction of institutions, the main goal of institutional work during M&A is to adjust 

the institutions from two separate national contexts in order to create an enabling work 

environment. With the term ‘translating’ what is being described is the process whereby 

neither the German nor the Chinese institutions are changed, but awareness is raised to 

ensure successful adaptation. Aligning encompasses a shift of both German and Chinese 

institutions toward each other; while in the case of negotiating major changes are 

introduced, including the establishment of new institutions in the regional context. The 

mechanisms defined by Lawrence and Suddaby (2006) have been re-assigned accordingly 

(Table 5). Valorising and demonising, for example, is a likely form of institutional work 

that can be used to translate Chinese institutions for German recipients and vice versa. 

 

Table 5 Adapted Mechanisms of Institutional Work 

Translating Institutions 

Valorising and  

demonising 

Providing positive and negative examples for public consumption that 

illustrate the normative foundations of an institution 

Embedding and  

routinising 

Actively infusing the normative foundations of an institution into the  

participants’ day to day routines and organisational practices 

Educating The education of actors in skills and knowledge necessary to support the new 

institution 

Policing Ensuring compliance through enforcement, auditing and monitoring 

Deterring Establishing coercive barriers to institutional change 

Aligning Institutions 

Constructing identities Defining the relationship between an actor and the field in which that actor 
operates 

Changing normative  

associations 

Re-making the connections between sets of practices and the moral and  

cultural foundations for those practices  

Constructing normative 

networks 

Constructing of inter-organisational connections through which practices  

become normatively sanctioned and which form the relevant peer group with 

respect to compliance, monitoring and evaluation 

Embedding and  

routinising 

Actively infusing the normative foundations of an institution into the 

participants’ day to day routines and organisational practices 

Enabling work The creation of rules that facilitate, supplement and support institutions, such 

as the creation of authorising agents or diverting resources 

Negotiating Institutions 

Undermining beliefs and 

assumptions  

Decreasing the perceived risks of innovation and differentiation by  

undermining core assumptions and beliefs 
Mimicry Associating new practices with existing sets of taken-for-granted practices, 

technologies and rules in order to ease adoption 

Advocacy The mobilisation of political and regulatory support through direct and 

deliberate techniques of social suasion 

Source: Modified after Lawrence and Suddaby (2006, p. 221; 230; 235) 
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Additionally, some forms of institutional work have been omitted because they do not 

apply in the context of multinational enterprises and M&A specifically. One such example 

is theorising, which Lawrence and Suddaby (2006, p. 221) describe as “[the] development 

and specification of abstract categories and the elaboration of chains of cause and effect.” 

This classification is not meant to be binding, but rather a guide for the following analysis.  

6.3 Methodology 

As the number of M&A by Chinese investors has only started to rise significantly since 

2011, the number of intermediaries that work with and specialise in Chinese investors is 

relatively small. A quantitative approach would have been unlikely to produce significant 

results given the circumstances. Furthermore, regulative, normative and cultural-cognitive 

institutions have different degrees of formalisation. While regulatory institutions are fairly 

easy to observe due to their degree of formalisation in laws, guides and the like (Kostova 

& Zaheer, 1999) cultural-cognitive institutions are harder to gauge (DiMaggio & Powell, 

1983). As this study is mostly concerned with the processes of identifying and overcoming 

institutional distances, and given its explorative nature due to economic geographic 

research on intermediaries still being scarce (Phelps & Wood, 2017), a qualitative 

approach was chosen.  

6.3.1 Data Collection 

First, an internet-based search was conducted, which focused on actors who engage with 

Chinese investors such as investment or regional development agencies, but also 

consultancies, tax advisors and other service providers with a China Desk. The search was 

initially limited to actors involved with M&A, but it became apparent early on that many 

state-funded agencies only provide their services for greenfield investments and investors 

from Germany investing in China. Given the limited number of intermediaries, these actors 

were added nevertheless and the interview questions adjusted respectively. This trade-off 

was also considered during coding and analysis. Additionally, at the end of the interviews, 

intermediaries were asked to provide recommendations for further interview partners in 

order to reach wider circles of actors. Interviews were conducted personally and via 

telephone, recorded and transcribed. For the most part, interviews were conducted in 

German. In those cases where the intermediary was not sufficiently proficient in German, 

the interviews were done in English. Sections of the transcripts have been translated into 

English for publication.  
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In total, 33 interviews with 35 interviewees were carried out between March and May 2016 

throughout Germany, lasting between 30 and 90 minutes. The interviewees’ names have 

been anonymised as IN1 to IN35 respectively for this chapter. A limitation to the study is 

that intermediaries from only six of Germany’s 16 states were interviewed (Table 6). 

Intermediaries from the other states declined interview requests, citing limited experience 

with Chinese investors. Especially state-funded intermediaries such as regional 

development agencies rejected participation, as their mission is to focus on greenfield 

investments and not M&A. Hence, the sample has an overrepresentation of private for 

profit intermediaries (Table 7). The data collection for private for profit was stopped once 

saturation became apparent. Furthermore, Lower Saxony is slightly over-represented in the 

sample. The reason for this is that interview partner acquisition through recommendation 

by previous interviewees was more successful in Lower Saxony than in other states. 

As has been argued before, institutions are inheritably path-dependent and thus change 

over time. However, Schneiberg and Clemens (2016) highlight that key events such as 

M&A are particularly suited for the observation of institutional adaptation. By using a 

semi-structured interview design, intermediaries were encouraged to retell their 

experiences. Hence, an attempt was made to cover temporal aspects of the M&A process 

without being able to observe them personally. Furthermore, using the semi-structured 

design ensured comparability among interviews with a different range of actors and 

knowledge. The interview structure consisted of five sections (Table 8, full interview guide 

in Appendix 1). First, intermediaries were asked about their previous experience with 

China and Chinese investors specifically, as well as how frequently they deal with them. 

By asking this question, it was hoped that it would be possible to gauge intermediaries’ 

awareness of institutional distances and how closely they identified with both cultures. The 

next three sections followed the chronological structure of an M&A process. By 

structuring the interviews like this, the diverging nature of intermediaries was addressed 

and the interview could be adjusted to the respective expertise. 

Table 6 Regional Distribution of Interviewed Intermediaries 

State Number 

Hesse 11 

Lower-Saxony  8 

North Rhine-Westphalia 8 

Bavaria 5 

Baden-Wuerttemberg 2 

Brandenburg 1 

 Source: own survey 
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Table 7 Types of Intermediaries 

Table 8 Interview Structure - Intermediaries 

 

6.3.2 Data Coding and Analysis 

The coding was executed in a two-step process. A mixture of deductive and inductive 

coding was found to be most appropriate. First-order codes followed the deductive logic of 

structural coding, for which two main categories were chosen: Environment and 

Intermediary. Passages that referred to general statements about Chinese investors and 

German targets, as well as developments or trends were coded as Environment. The further 

analysis of these coded phrases using qualitative content analysis functioned as a 

background to the analysis of intermediary behaviour. The second main category, 

Intermediary, has been used to code all passages related to the intermediaries themselves 

and consists of several sub-categories that describe characteristics of the intermediaries 

such as their attitude, self-proclaimed main functions or main involvement during M&A 

phases. By further analysis assertions could be made about the intermediaries’ 

opportunities and willingness to bridge institutional distances. Given this chapter’s main 

focus, namely to analyse how intermediaries actively engage with institutional distances 

and to identify their awareness of them, passages describing intermediaries’ actions 

concerning Chinese investors and German targets alike were coded. In a second step, the 

passages coded structurally were further analysed inductively using Kuckartz’s (2014) 

approach to qualitative content analysis. Hence, the passages coded with the same 

structural codes were compared, paraphrased and summarised continuously until general 

Type Name Examples Number 

 A State Local and regional development agencies,  

states departments 

5 

 
 

  

 B Private for profit Business consultancies, accountants, auditors, lawyers, banks 20 
 

   
 

 C Private non-profit Chinese-German associations 10 

 Source: own survey 

Sections General Topics 

Expertise Previous experience with China/Chinese investors  
Current work and frequency of involvement with Chinese M&A 

Pre-Merger Phase Involvement in acquisition process    
Contact with Chinese investors  
Contact with German targets 

Merger-Phase  Involvement in negotiations  
Observations and experiences during negotiations 

Post-Merger-Phase Involvement in integration process   
Problems occurring during negotiations and solution finding  
Learning process while working with Chinese investors 
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themes could be identified. The interpretation of specific aspects took into account 

contextual information such as the general attitude towards Chinese M&A. 

6.4 Results 

The following section presents the findings of the qualitative content analysis, starting with 

the awareness of institutional distances in the order of a typical M&A process and 

proceeding with the role intermediaries are playing in bridging the institutional distances.  

6.4.1 Awareness of Institutional Distances 

In many cases the first point of contact for intermediaries is inquiries by the potential 

investor looking for assistance in their search for a target. Especially intermediaries of 

Type B (private for profit) and C (private non-profit) are involved in target matching. 

These inquiries are often unstructured with little information on the type of target the 

investors are interested in. One intermediary mentioned that out of every 10 inquiries 9 

have to be refused due to their unprofessional appearance. Often the potential investors in 

these cases were inexperienced and hence unaware of the international standards expected. 

It was noted that more experienced investors tend not to hire intermediaries, instead 

opening an office in Germany to get acquainted with as well as scan the German market. 

Interestingly, when referring to the increasing professionalisation of Chinese investors 

during the pre-merger and merger phase, what intermediaries most often meant was not 

increasing conformity with normative institutions such as international standards, but 

rather the usage of professional help during this stage of the process as the following quote 

by a lawyer illustrates:  

“It is interesting how the professionalisation progresses. How they work together with 

international investment banks, with international lawyers, so there is already a certain 

degree of professionalism.” (IN34, Type B) 

Generally, private for profit intermediaries believe the pre-merger and merger phase have 

become standardised to the extent that they pose less of a problem for Chinese investors. 

As has been assumed before, the interviews confirm private for profit intermediaries are 

primarily involved in these phases providing services such as due diligence. Now due 

diligence is an established part of the merger process and usually follows set rules. In the 

past, however, many Chinese investors tried to cut down on due diligence costs with 

negative results. The previously mentioned lack of international experience also results in 

Chinese investors being slow to trust intermediaries and often unwilling to conform to the 
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German practice of paying private for profit intermediaries’ hourly wages for their services 

during the due diligence. Once the monetary investment in a full due diligence is made, 

however, Chinese investors expect full disclosure of all available information beyond the 

ordinary scope.  

A cultural-cognitive institutional distance during the merger phase noticed by private for 

profit intermediaries is that representatives that have no decision-making powers are sent 

to the negotiations. This is especially prevalent with SOEs. Sending a person without 

decision-making powers can cause prolongations, which might seem unnecessary to the 

potential target and thereby endanger the closure. The target often being represented by the 

management can make decisions on the spot as observed by intermediaries. What the 

German side in these cases fails to realise is that SOEs’ representatives do not want to 

make promises they cannot keep and thereby lose their face. As IN21 (Type B) phrases it: 

„Someone has to be responsible and account for the decision. When changes are triggered, 

you have to take responsibility and no one wants to be that somebody, especially in state-

owned enterprises.” (IN21, Type B) 

Regulatory distances during pre-merger and merger phases are less commonly observed by 

private for profit intermediaries. This is in part the case because Type A (state) and private 

non-profit intermediaries provide potential Chinese investors with information on 

important topics during trainings and investor events. The topics include frequently 

requested issues such as labour laws or controlling. The re-negotiation of contracts, 

however, is the unusual case of a semi-formal regulatory institutional distance between 

Chinese investors and German targets that occurs frequently as assessed from the German 

perspective. Contracts are legally binding and even though it is not forbidden by law, re-

negotiations half way through a process are very uncommon. From the Chinese perspective 

on the other hand, re-negotiations are a cultural-cognitive institution, because in Chinese 

mentality a contract is part of a process and not final. Re-negotiations are hence common 

in China, while in Germany they are seen as unprofessional. As one intermediary (IN25, 

Type B) observed, this can be very frustrating for the German target: “Germans are 

different […]. They nail the Chinese down on it and then they are annoyed”. The re-

negotiations are furthermore linked to the limited decision-making powers of Chinese 

representatives during negotiations, compelling Chinese actors to revise concessions they 

made before. 
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The involvement of most private for profit intermediaries ends with the M&A’s closure. 

Only few private for profit intermediaries continue to support the investors and targets in 

their post-merger. However, post-merger integration is a topic of increasing interest to 

investors as IN14 illustrates:  

“In the past, few people knew what an M&A in Germany involves. Today everyone knows 

that post-merger is an important topic und the Chinese know that dangers are related to it. 

During every deal when we discuss with clients, this topic is raised.” (IN14, Type B) 

Many Chinese investors follow a strategy, which Liu and Woywode (2013) call light-touch 

integration, whereby the German management is kept in place, while individual Chinese 

managers such as a chief financial officer are added. This has the advantage of limited 

institutional distances within the German subsidiary, because, for the most part, the daily 

business continues as before. The intermediaries interviewed were, however, of the opinion 

that the light-touch integration is not a question of strategy, but rather whether or not the 

Chinese investors have any other options. Limiting factors are a lack of international 

experience and a lack of qualified personnel, making it necessary for the Chinese investors 

to keep the old management in place. As such the light-touch approach could be argued to 

be a strategy to avert institutional distances due to the investors’ and targets’ inability to 

bridge them on their own. 

Furthermore, an intermediary hypothesised the light-touch integration is a consequence of 

Chinese investors not being able to fully trust outsiders. To Chinese investors trust is an 

important pre-requisite for a successful M&A. Often M&A fail at the very beginning 

because the parties involved cannot overcome distrust. In the best case, the Chinese 

investor is able to trust the German management fully, but in most cases trust has to be 

built first. Once it has been established, the Chinese management will rely on its German 

counterpart far more than their job description requires. Building trust is not as easy for the 

employees as it is for the management, but, for example, investments in assets such as 

production facilities by the new shareholders can send a positive signal.  

Communication itself is one of the most often quoted problems during the post-merger 

phase, covering several institutional aspects. Generally, problems occur if Chinese 

investors communicate too little, which leaves German employees ill-informed. Most often 

the higher in the hierarchy the employees are, the better informed they are about the M&A. 

Employees on a lower level are left especially vulnerable, in most cases having a negative 
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image of Chinese investors. Negative press reinforces these clichés even though inter-

mediaries agree that a smaller number of M&A fail now than in the past. In this process 

positive voices are often ignored as the following quote by a representative of a Chinese 

German network illustrates: 

“I feel like I am doing missionary work. Promoting that the Mittelstand should not simply 

regurgitate what they read somewhere, what someone wrote, what someone said.” (IN18, 

Type C) 

Even though there are increasingly positive reports on Chinese investors, the negative 

experiences persist, creating a barrier the Chinese investors have to overcome first. 

Additionally, even if good experiences are made, negative ideas re-emerge quickly. Basic 

concerns can, however, be addressed by good corporate communication. Furthermore, 

communication problems can contain normative elements, such as complicated 

communication structures as well as cultural-cognitive elements such as Chinese tradition 

prohibiting employees from communicating mistakes or not understanding an instruction 

as mentioned by IN32 (Type C):  

„If Chinese people say „No problem, no problem“, the German automatically thinks 

everything is running fine. But for the Chinese it is nothing else but an empty phrase 

meaning “work in progress.” (IN32, Type C) 

Communication problems can stem from the German side, too, as intermediaries observed. 

The German way of communicating is very direct and might irritate the Chinese partners, 

especially in cases where the subtle nuances of communication cannot be delivered (Si 

& Liefner, 2014).  

Barriers due to regulative distances during the post-merger phase are likely to occur in 

cases where regulative and normative aspects overlap. Long-term planning is such a case. 

The German management style typically includes planning ahead, to create a sense of 

security, in China however spontaneity is much more valued. Additionally, long-term 

planning has legal consequences in Germany as noted by a lawyer, but is primarily 

normative in China. Furthermore, bottom-up planning is much more common in Germany 

than in China, where work is rather hierarchically oriented. In the experience of 

intermediaries, these highly different leadership styles can cause problems, but in most 

cases the limited involvement of Chinese investors in the daily business prevents larger 

differences.  
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Human resource management is a crucial topic during the post-merger phase. It can be 

split up into two main aspects as intermediaries emphasise: retaining the old staff and 

recruiting new employees. Retaining the old staff is a question of ensuring the institutional 

environment of the firm remains largely familiar, in order to make the staff feel assured in 

their positions. In the case of the management monetary incentives are often used to "buy" 

trust, but in the case of other employees communication measures and assurances through 

capital investments are much more common. Recruiting new personnel, on the other hand, 

is a very difficult process for Chinese investors and German management alike, because 

the new staff should preferably have both cultural backgrounds. Hiring such people 

potentially speeds up bridging institutional distances, because they can work as 

institutional brokers within the firm. Finding qualified staff that has knowledge of both 

cultures and is technically suited as well is, however, not easy. Increasingly Chinese 

students that studied in Germany or Germans that studied in China are hired, but the pool 

of eligible candidates remains limited.  

Exceptions to the previously mentioned observations are distressed firms, where an 

evaluation of the reasons for the distress is needed and in some cases restructuring 

becomes necessary. In these cases, the initial situation for Chinese investors can potentially 

be difficult. Especially if lay-offs are necessary, trust in the new investors will be limited. 

On the other hand, restructuring offers the opportunity to naturally adjust normative 

institutions such as corporate objectives or organisational structures within the process so 

that they fit both sides.  

This section provided a summary of the most important institutional distances 

intermediaries are aware of. It became apparent that institutional distances influence all 

phases of the M&A process, but they are most prominent during the pre- and post-merger 

phase. Similarly, bearing in mind the assumptions which were proposed in the theoretical 

section, an important result is that there are indeed variations between the awareness of the 

different types of intermediaries present. Due to their engagement during the pre-merger 

phase, private for profit intermediaries are primarily aware of institutional distances during 

that phase. Correspondingly, private non-profit intermediaries are mostly aware of 

institutional distances during the post-merger phase. Furthermore, institutional distances 

that can be attributed to all three of Scott’s institutional pillars were represented. The 

following section now focuses on the engagement of intermediaries in bridging some of 

the institutional distances described above. 



Chapter 6 – The Role of Intermediaries in Chinese M&A in Germany 

 

 
85 

6.4.2 Engagement in Institutional Work 

In the theoretical section it was suggested intermediaries should be able to assist the 

Chinese investor and the German target in bridging the described institutional distances. 

This section uses selected examples to explain some of the institutional work 

intermediaries were found to perform. 

Institutional work during the pre-merger and merger phase 

The first institutional distance mentioned was the unstructured inquiries for target searches 

which intermediaries received due to the investors’ limited international experience. As 

previously mentioned such requests are fairly standardised. In requesting additional 

information from prospective investors, intermediaries unconsciously embed and routinise 

the inquiry process, actively infusing the normative standard into their organisational 

practices. Should the investor decide to inquire again, they will be more likely to provide 

the necessary information unprompted. In cases where unprofessional behaviour prevails, 

namely, where investors fail to comply with the norms; intermediaries can police or even 

deter prospective investors by refusing their services. As such they establish a coercive 

barrier which compels investors to establish the standard behaviour, in this case: providing 

a certain amount of necessary information during a request for target matching. In other 

words, they take on the role of a filter, sorting out unprofessional investors. Similarly, 

private for profit intermediaries such as lawyers or consultants are in a position to routinise 

international normative standards of due diligence.  

Closely connected is the institutional work of educating, a mechanism most intermediaries 

are familiar with. Educating is the process whereby actors are trained in a skill or 

knowledge necessary for them to support the institution that is new to them. In the case of 

the described standards of inquiries or due diligence the investor first needs to learn about 

these standards before they can embed them in their own institutional system. Educating is 

the main institutional work state and private non-profit intermediaries engage in. Using 

information events for delegations, but also targeted management training to name but a 

few examples, enables the intermediary to translate institutions into the respective cultural 

context. For instance, several of the interviewed intermediaries provide a certified training 

course for German managers to become a so-called “China Manager”. This course is 

designed to teach participants about the most important Chinese business institutions, 

hence also preparing them for future cooperation. Examples of institutional distances that 

can be bridged through educating in the pre-merger and merger phase are normative 
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differences in decision-making powers, regulatory distances concerning labour laws and 

controlling, but also normative and cultural-cognitive distances such as the re-negotiation 

of contracts. At the same time, management training can help to change normative 

associations by altering the normative or cultural-cognitive foundations practices are 

founded on. An example is given by IN32 (Type C):  

„ [Germany] is very fact-oriented. […] [Engineers] say ‘The turbine functions the same 

way in China as it does in Germany and the water also flows downhill, not uphill.’ Then I 

have to explain that that might be true, but the people building the water pipes function 

differently.” (IN32, Type C) 

Post-merger institutional engagement 

Another type of Educating, especially common during the post-merger phase, includes 

intercultural training courses, which are primarily carried out by private non-profit 

intermediaries and target cultural-cognitive norms such as differing work ethics or 

ideologies. A typical content of the training would be the importance of a cultural-

cognitive institution, for example the Chinese “losing one’s face”, its meaning and how to 

handle it. Intermediaries observed that intercultural aspects are frequently deemed of little 

importance in the early post-merger stages, but this assessment changes as the following 

quote highlights: 

„Of course both try to adjust. Often the Germans come to me and say, ‘We need an 

intercultural seminar after all.’ The statement is ‘We could have saved ourselves a lot of 

trouble, if we had done it two years earlier.’” (IN32, Type C) 

At the same time, intercultural training can function as another mechanism, namely by 

constructing a common identity as an international business. For example, once employees 

perceive themselves as employees of a multinational rather than a German company, they 

are more likely to face their Chinese colleagues with an open mind. However, it is not 

enough for just one side to partake in such training; ideally both the German and Chinese 

sides engage with this together. Unfortunately, according to an intermediary, “among 

middle-sized companies, especially Chinese ones, I don’t know a single one that used 

intercultural training” (IN26, Type B). 

In this context, valorising and demonising is a type of institutional work that can be 

embedded in educational or networking mechanisms. It describes the practice whereby an 

actor uses “positive or negative examples to illustrate the normative foundations of an 
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institution” (Lawrence & Suddaby, 2006, p. 221), thereby aligning the new institution with 

the pre-existing institutional system. Some private non-profit intermediaries interviewed 

mentioned using this technique actively in their intercultural or management trainings, but 

it was also used unconsciously by intermediaries when they circulated positive experiences 

with Chinese investors within their networks.  

Institutional work of the types described is only possible for actors with the necessary 

legitimacy in their field (Lawrence & Suddaby, 2006). Most intermediaries interviewed 

have been working with Chinese investors for years or had a personal connection to China 

and its culture (i.e. being of Chinese-German nationality, having a Chinese spouse, having 

studied and/or lived in China for a while). These personal experiences have equipped the 

intermediaries with the necessary sensitivity to institutional distances, but also credibility 

in the eyes of the investors and targets, as the intermediaries themselves have experienced 

the problems they are currently having. 

An important issue that has not been touched on until now is language barriers. Si and 

Liefner (2014) identified language barriers and the lack of bi-cultural employees as one of 

the most important problems to resolving institutional distances. Indeed, these issues were 

raised several times by the intermediaries interviewed. However, intermediaries are not 

necessarily in a position to bridge this type of institutional distances. Of course, 

intermediaries can provide the language classes or translations and stress the importance of 

establishing a common basis of communication, but ultimately the responsibility lies with 

the investors and targets alike to tackle language problems. Similarly, as far as hiring staff 

with dual cultural backgrounds is concerned, intermediaries only have the ability to 

recommend qualified people through their networks, but this is not active institutional 

work to them. Hence, the ability of intermediaries to bridge this specific institutional 

distance has its limits. 

To conclude this section, it can be stated that the analysis provided a number of examples 

of institutional work the intermediaries engaged in. Some types, such as intercultural 

training courses, are performed deliberately; while others like the embedding and 

routinising of normative standards are rather unconsciously done. Nevertheless, this 

chapter proved the agency of local actors involved in bridging institutional distances 

during Chinese M&A in Germany and thereby answered Gertler’s (2009) call to research 

endogenous processes of institutional change. In the following section, intermediaries’ 
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abilities to bridge institutional distances will be discussed, taking into consideration the 

previously established theoretical context. 

6.5 Discussion 

Reviewing the types of institutional work observed it becomes apparent that intermediaries 

primarily engage in those types of institutional work associated with translating and 

aligning institutions. Two interesting conclusions can be derived: on the one hand, 

individual practices by intermediaries can encapsulate several forms of institutional work. 

The elucidated example is management training courses, which at the same time 

encompass incidents of educating, valorising and demonising as well as changing 

normative associations. The last of which can be categorised as a stronger form of 

institutional work, because it does not merely entail informing the actors of institutional 

distances (translating), but also re-establishing connections between practices and their 

cultural foundations and thereby aligning the institutions in an intercultural context.  

On the other hand, it emerged that intermediaries are often unaware of the institutional 

work they perform. During the instances of policing and deterring during the pre-merger 

phase described above, the involved intermediaries were unwittingly reinforcing 

institutional standards. From the observations, mechanisms of aligning institutions are 

similarly inherent. By having the German and Chinese actors engage with each other and 

confront their respective institutional distances, they automatically engage in constructing 

a common identity. Interestingly, in the case of intermediaries as well as the firms involved 

the resulting identity is not called being Chinese-German, but rather being international. 

This reflects the fact that while some of the German firms were already doing business 

internationally, they still perceived themselves and built up the reputation of being 

traditional German firms. The label “international” thus constitutes a new identity for the 

company. Furthermore, this framing helps to ease the fears of employees in the German 

subsidiary, who would not feel comfortable identifying as Chinese because of pre-existing 

bias. Even though it is part of the process of constructing a new identity to overcome such 

prejudice and creating a common foundation, initial reluctance is to be expected.  

A contribution of this research is the finding that big differences between the 

intermediaries persist. State intermediaries such as regional development agencies 

occasionally receive M&A inquiries; however, as previously mentioned it is not their 

mission to aid M&A. This is mostly due to a strong focus of state intermediaries on 

creating new jobs, which in the opinion of state intermediaries is mostly possible through 
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greenfield investments. The interviews showed that similar to Filippov’s (2012) findings 

German investment promotion agencies already focus on Chinese greenfield investments, 

for example by translating their website into Chinese. This could provide a well-developed 

base for aiding Chinese M&A as well. What state intermediaries do not recognise is “the 

reality that [M&A] have replaced greenfield investments as the dominant form of FDI” 

(Chapman, 2003, p. 321). The analysis shows that the way state-funded intermediaries deal 

with such inquiries strongly depend on their regional context. In regions with limited 

previous exposure to Chinese investors, inquiries are often refused from the outset. This 

can create a barrier for potential investors. State intermediaries from regions with a higher 

international exposure, on the other hand, tend to be more open-minded and while they 

might not be able to handle the inquiry themselves, they pass it along in their regional 

network of private intermediaries. Similarly, intermediaries provided access to German 

industrial networks when prompted. 

Such networks consisting of different types of intermediaries can aid in normatively 

sanctioning practices. Analogous to the previously illustrated examples, creating networks 

is the fundamental objective of some of the private non-profit intermediaries such as 

Chinese-German or industry associations. The intermediaries’ key contribution lies in 

uniting “formerly loose coalitions of somewhat diverse actors [to] construct normative 

networks which effect new institutions” (Lawrence & Suddaby, 2006, p. 225) that form the 

relevant peer group. The fact that they thereby create a platform for the dissemination of 

information on practices that embed foreign institutional foundations is in part a side 

effect. For firms involved in future M&A these networks will provide a formal structure 

alongside as well as replacing state structures, which, as previously mentioned, are lacking. 

 

Figure 7 Revised Schematic of Intermediaries’ Involvement during the M&A Phases 

 

Source: own figure 
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Due to these findings, it becomes apparent that the initial assumptions on the involvement 

of intermediaries during the M&A process need to be reassessed (Figure 7). As the results 

of the analysis have shown and as was discussed above, it was false to presume public 

intermediaries are involved in the pre- and post-merger phase. Instead their engagement is 

limited in scale and mostly occurs during the pre-merger phase in the form of translating 

institutions. Similarly, private for profit intermediaries were less involved in the post-

merger phase than expected, although this seems to be gradually changing. Private non-

profit intermediaries, on the other hand, mostly behaved as predicted.  

Additionally, it has to be emphasised that engaging with institutions is a constant learning 

process. Even intermediaries that are very committed and experienced can be surprised by 

the shifting institutional environment as summarised strikingly by IN23, a lawyer with 

eight years of experience with Chinese investors:  

„I notice time and again, I expect a certain reaction or contemplate what could possibly 

happen, and then things turn out surprisingly different.” (IN23, Type B) 

On the one hand, institutions are continuously developing as explained in the theoretical 

section; on the other hand, institutions can vary on a firm level. While, for example, 

German companies tend to have a flatter hierarchy than Chinese firms, the exact extent is 

likely to differ from company to company. In summary, while intermediaries play an 

important role in bridging institutions, continuous adaption and the willingness to engage 

with individual cases is necessary for the long-term success of their institutional work.  

6.6 Conclusion 

This chapter’s main contribution is the introduction of intermediaries as institutional actors 

relevant to the M&A process. Using an institutional perspective, the research focused on 

the extent to which intermediaries are able to assist Chinese investors and German targets 

in bridging institutional distances. The assumption that the intermediaries’ awareness of 

institutions depends on their involvement in the merger process was confirmed by the 

analysis. Furthermore, adapting mechanisms of institutional work to the context of Chinese 

M&A in Germany, it was proven that intermediaries actively, but not always consciously 

engage in bridging institutional distances. The analysis, however, also revealed that the 

extent to which intermediaries are able to influence the process is dependent on their mind 

set to help as well as their skill set.  
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Intermediaries have different abilities in terms of addressing institutions. In order to 

improve the success of M&A it would be necessary for intermediaries to work together 

more closely to ensure investors and targets alike can find help in all stages of the process. 

In several regions of Germany intermediaries are already well-connected and able to 

recommend other intermediaries in cases where they cannot help. However, a large number 

of intermediaries are not connected yet. It would be necessary for them to become more 

aware of their own role. Especially state intermediaries would be well advised to consider 

tending more to M&A, even though it is their indifference that creates gaps in the public 

support systems, which in turn can be filled by private for profit and non-profit 

intermediaries that, in the words of Sapsed et al. (2007), function as bridging organisations. 

As this research is explorative in character, the results cannot be generalised. It remains an 

interesting question, whether further research can confirm the observations made or if 

intermediaries in other countries, for example, behave differently, including the question as 

to whether these intermediaries are confronted with different institutional distances to 

bridge. Some institutional distances, such as limited compliance with normative standards, 

are likely to be transferable to other contexts than the German one. Other settings such as 

the distinctive make-up of different types of intermediaries might be less applicable in 

different national contexts. 

Additionally, as this chapter focused on the self-portrayal of intermediaries in their actions, 

further research will be needed to assess the investors’ and targets’ view of intermediaries. 

The results of this research are limited as those intermediaries that agreed to participate in 

the research are likely to be more motivated and committed to their work than 

intermediaries that refused. Hence, researching investors’ and targets’ perception of 

intermediaries will be an important way of checking the results presented in this chapter. 
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7 WORK OF INSTITUTIONAL BROKERS IN CHINESE-GERMAN M&A – 

INSTITUTIONAL BRIDGING AND BONDING  

Abstract 

Despite initial failings, recent mergers and acquisitions between Chinese and German firms 

have been performing well, implying the ability to bridge initial institutional differences. 

Taking an individualistic perspective of institutional work, this chapter proposes 

institutional brokers – employees with Chinese-German experiences – as important actors, 

affecting institutional change. Using qualitative interviews, distinguishing features of 

institutional brokers are assessed and the question as to which characteristics principally 

enable them to perform institutional work is raised. The findings in this chapter contribute 

to a better understanding of the variables of successful institutional work in the context of 

international mergers as well as the interpersonal regional networks of transnational 

individuals. 

Keywords: Institutional Theory, Cross-Border M&A, Shaping Institutional Trajectories, 

Transnationals 
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7.1 Introduction 

Although the analysis of institutional factors affecting the behaviour and choices of 

multinational enterprises is growing, research on how MNEs deal with institutional 

distances is still limited. Often the institutional environment is framed as an exogenous 

variable, which MNEs navigate by choosing locations similar to their own institutional 

environment (Cantwell & Mudambi, 2005; Johanson & Vahlne, 1977). In the cases of 

mergers and acquisitions between an emerging economy MNE and a firm from a 

developed country these differences are assumed to be especially pronounced. On the one 

hand, MNEs from emerging countries are expected to face liabilities of foreignness and 

newness (Barnard, 2010; Denk, Kaufmann, & Roesch, 2012; Luo & Mezias, 2002) due to 

their limited experience with internationalisation. On the other hand, both the investors as 

well as the targets have fully developed institutional systems and practices in place that are 

rooted within their management and business practices. Overcoming institutional distances 

between the home and host country in this situation encompasses both knowledge of the 

specific institutions as well as the ability to adapt to the new context (Lyles, Li, & Yan, 

2014, p. 420).  

Previous research has found that Chinese investments are strongly predicted by the 

existence of a Chinese diaspora in a given location (Kelley et al., 2013). At the same time, 

international business study research has been criticised for the limited role migration has 

played in research on outward foreign investments so far (Gao et al., 2013). Nonetheless, it 

has been argued that Chinese migrants have played a leading role in the extent of the rapid 

development of Chinese OFDI  within the recent decade (Kelley et al., 2013; Zweig, Fung, 

& Han, 2008). The migrant networks can for example enable access to strategic 

information, such as information on the institutional environment of targets (Karreman et 

al., 2017). As Chen and Fang (2016) propose in their study on Chinese returnees in the 

high-tech sector, Chinese migrants might have unique capabilities with regard to 

knowledge gaps in regulative as well as cultural contexts. As such, Chinese migrants 

(Benton & Gomez, 2001), diaspora (Lakshman, 2013; Xiaohui Liu, Gao, Lu, & Wei, 2015) 

or returnees (Sternberg, 2010) have been mentioned as enabling Chinese 

internationalisation efforts by assisting in bridging institutional distances. However, overall 

there has been no research that looks at the specific mechanisms by which these actors are 

able to do so.  
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In this chapter, the focus is thus on key persons within the firms who function as 

institutional brokers that engage in institutional work within the context of Chinese-

German M&A. These institutional brokers are defined as employees with Chinese-German 

experience and thus embed the research in the field of organisational institutionalism 

(DiMaggio & Powell, 1983; Scott, 2014). The research was guided by three main 

questions. The first objective was to find out what distinguishes key persons from other 

personnel in the involved firms. The research is thereby anchored within the growing field 

of studies on Chinese diaspora, but at the same time, the possibility of host country 

nationals as institutional brokers is also highlighted. Caprar (2011), for example, has found 

that host-country nationals can display a variety of cultural profiles in his ethnographic 

analysis of American MNCs’ subsidiaries in Romania. Subsequently, the second research 

question is which characteristics like their cultural-historic background or involvement in 

social networks principally enable these persons to become engaged in institutional work. 

And lastly, building on the categorisation by Lawrence and Suddaby (2006), it is analysed 

in what ways institutional brokers engage in institutional work. The findings of this chapter 

contribute to a better understanding of how MNEs are able to align institutions between the 

headquarters and their international subsidiaries. Specifically, the findings shall enhance 

the knowledge about the effects on this process of informal institutional structures as well 

as interpersonal regional networks of transnational individuals.  

In the following chapter, institutional distance in the context of Chinese MNEs is discussed 

to briefly explore the theoretical model of institutional distances adopted for the analysis. 

The extant literature on Chinese transnationals as well as institutional work is reviewed to 

derive the necessary context. The analysis is structured according to the research questions 

and will start with a discussion on the distinguishing features, enabling characteristics and 

lastly their engagement in bridging and bonding institutional distances. These results will 

be considered with reference to regional networks and the political perspective. The 

findings show institutional brokers can be distinguished into several types, which has 

implications for future M&A with regard to developments such as the increasing flow of 

Chinese migration and regional integration. 

7.2 Chinese Overseas Communities and Networks 

The development of Chinese foreign direct investments is very much a story of changing 

policies. While initially outward FDI was strictly regulated, since the initiation of the 

“going out” or “zŏu chū qū” policy investments have soared both in number and volume 
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(Child & Rodrigues, 2005, p. 404). Closely related, but often not connected is the 

development of political discourse on Chinese migrants. Zweig et al.’s (2008) analysis of 

the political perspective of Chinese migration and changing paradigms of the Chinese 

national party shows that while initially the outflow of talented migrants caused alarm, 

with time a new policy of ‘serving the country’ developed. The success of Taiwan and 

other economies had proven that globalised migration can provide valuable inputs to the 

home economy. Chinese politicians thus recognised the possibility “to strengthen the 

country through human capital (rencai qiang guo)” (Zweig et al., 2008, p. 10). Therefore, it 

can be argued that to some extent Chinese migration and Chinese firms going abroad have 

become mutually reinforced. 

Social capital is defined as the “access to and use of resources embedded in social 

networks” (Davidsson & Honig, 2003; N. Lin, 1999, p. 30). Its advantages are connected 

to receiving insider knowledge on foreign markets which can reduce transaction costs or 

increase trust (Wang, Zweig, & Lin, 2011; Zhou, Wu, & Luo, 2007, p. 673). In the case of 

international mergers and acquisitions these interpersonal networks might include 

members of the home country or the host region. Similarly, they can connect personal or 

informal networks with professional networks (Laursen, Masciarelli, & Prencipe, 2012, 

p. 784).  

The combination of both is of particular interest, for instance in the case of guanxi 

networks. These are described as “informal interpersonal connections that are influenced 

by hierarchical Chinese cultural values and bonded with reciprocal expectations” (Zhou et 

al., 2007, p. 676). Guanxi networks have been argued to be an important part of Chinese 

capitalism together with modern management tactics (L. Lin et al., 2017). However, L. Lin 

et al. (2017) also warn of overestimating the concept because their interviewees view 

guanxi as an encouragement, but not a sufficient factor for making business decisions. 

Nevertheless, they did show guanxi can influence managerial choices, for example 

concerning investment locations, particularly in the case of small firms (see also Karreman 

et al. 2017). Similarly, Luk et al. (2008) were able to prove empirically that guanxi with 

other managers positively influences the innovative capabilities of a firm, because these 

informal ties complement formal institutional systems. Concurrently, the more uncertainty 

that prevails in a specific environment, the more Chinese managers rely on guanxi with 

other managers (Peng & Luo, 2000). Leaving guanxi networks aside, connections 
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established by Chinese migrants can play a bridging role between the Chinese firm and 

their host country’s regional environment.  

In particular Chinese students studying abroad can play a role in this development (Wang 

et al., 2011, p. 414). While gaining technical knowledge and language skills, they also 

learn about the institutions of their chosen home. Employment of Chinese students or 

Chinese migrants in the host country thus reduces information asymmetries for the 

investing MNE (Karreman et al., 2017, p. 136). Indeed, research by Wang et al. (2011) has 

proven many MNEs have hired returning Chinese students into high managerial positions 

both in China as drivers for internationalisation, as well as to lead companies abroad. 

Several other studies have emphasised the positive effect of migrating individuals, too. 

Lakshman (2013), for example, has linked bicultural individuals with higher levels of 

cognitive complexity, while Gao et al. (2013) suggested well-educated Chinese migrants 

with Western education are highly sought after in foreign locations because of the specific 

skill set they embody.  

In the case of Chinese MNEs’ German subsidiaries, previous studies have found that there 

are local ethnic Chinese present, who work as cultural and social bridges (Klossek et al., 

2012, p. 41; Si & Liefner, 2014). Similarly, Klossek et al. (2012) mention in their study of 

Chinese greenfield investments in Germany that there was often a “German female team 

assistant who closely worked with the Chinese general manager”. Thus, on the one hand, 

there could be Chinese returnees, who take up managerial positions, as well as Chinese 

students that are recruited into the target firm. On the other hand, there is also the 

possibility of Germans with high cultural knowhow to be employed in such a position. 

This implies that there might be several types of institutional brokers present in the case of 

Chinese-German MNEs. As Karreman et al. (2017) emphasise however, rather than the 

nationality of the actors, their embeddedness in networks might be an even more important 

determinant. 

7.3 Institutional Distance in the Context of Chinese MNEs 

Despite the apparent success of Chinese outward foreign investments, Chinese investors 

face liabilities when investing in developed countries such as Germany. Cantwell et al. 

(2010) among others highlight that MNEs have to engage in multiple institutional 

environments, which the MNEs from emerging economies are unaccustomed to. The 

degree of disparity between the institutional systems of two countries or regions, their 

institutional distance (Kostova & Zaheer, 1999), can, however, influence the integration 
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process during and after an investment (Clark & Geppert, 2011). Furthermore, key events 

such as M&A are highly suitable to observe institutions according to Schneiberg and 

Clemens (2016), because they represent a “breach” that can raise awareness of institutions, 

which are normally invisible or implicitly assumed. During the M&A process the actors 

involved are confronted by “foreign” practices and thereby engage in a higher degree of 

self-reflection than would be the case during normal business matters. 

Research on the institutional context of international mergers and acquisitions often 

conceptualises institutional differences at the country level due to empirical constrictions. 

However, institutional distances are defined by Kostova and Zaheer (1999) as the 

differences and similarities between two institutional systems. These might correspond to 

national borders, but are not necessarily congruent to nations. In the chosen 

conceptualisation the focus is on three levels at which institutional distances potentially 

occur. The institutional distances between parent company and subsidiary as well as 

between the subsidiary and its regional environment are commonly known from 

international business studies and particularly the work of Rosenzweig and Singh (1991). 

Meyer et al. (2011) have stated that this “dual pressure” to minimise both dimensions of 

institutional distances constitutes a trade-off for larger MNEs, which increases the more 

the host and home country’s institutional systems differ. Because compliance with the 

regional host economy builds up legitimacy (Kostova & Zaheer, 1999), MNEs have logical 

reasons to comply with the host environment. A third level of analysis, which has been 

introduced in chapter 4, are the institutional distances between individuals in the company 

– the intra-firm level. For the sake of this chapter it is likely that the institutional distances 

between the parent company and the subsidiary as well as the intra-firm distances will be 

the most relevant ones because of the positioning of institutional brokers within the 

subsidiary. Referring to the previous assumption that there are likely to be several types of 

institutional brokers in Chinese-German subsidiaries (e.g. managers), the logical 

conclusion can be drawn that the ability to engage in bridging and bonding measures is 

dependent on the type.  

7.3.1 Institutional Work in Multinational Enterprises 

Research from different disciplines has focused on the ability of actors to influence 

institutions intentionally. While early research on institutions framed them as “taken-for-

granted” environmental factors (Hirsch & Lounsbury, 1997), recent studies “highlight the 

awareness, skill and reflexivity of individual and collective actors” (Lawrence & Suddaby, 
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2006, p. 219). MNEs, in particular, are likely to display agency by creating new 

institutions, because they are confronted with several changing contexts to which they have 

to adapt (Cantwell et al., 2010). Regnér and Edman (2014), for example, found US 

American MNEs’ subsidiaries in Sweden use different strategies to respond to their host 

country’s institutional environment. They thereby extend Cantwell et al.’s (2010) 

theoretical discussion. Not only did they empirically validate the assumption that MNEs 

can create institutions, but they were also a testament to MNEs’ ability to circumvent or 

adapt institutions. That is to say, taking institutions “for granted” is also a viable corporate 

strategy to manage institutions. Leca et al. (2009) categorise this type of institutional work 

as maintaining institutions. Based on a literature review, they provide us with a 

classification which further distinguishes between measures that create and deter 

institutions. 

While the cited studies provide interesting insights, they mostly focus on the headquarters 

as actors. However, it is the premise of this chapter to provide an intra-firm analysis of 

bridging capacities. Generally, being able to harness strategic resources is the key to 

MNEs’ ability to react strategically to differing institutional environments (Lawrence 

& Suddaby, 2006). Employees with Chinese-German backgrounds can be one specific 

kind of strategic resource. On the one hand, they are a source of social and cultural 

knowledge on both their home and host country. They thus contribute to the subsidiaries 

knowledge stock on home-host country institutions (Caprar, 2011; Xiaohui Liu et al., 

2015). On the other hand, they might be able to leverage social and business networks 

respectively as an additional resource to bridge and broker institutional distances 

(Karreman et al., 2017; Laursen et al., 2012). Evaluating the extant literature on Chinese 

overseas communities and networks with respect to their potential for institutional work 

provides two hypotheses regarding the ability of institutional brokers to engage in 

institutional work:  

Hypothesis 1: The unique characteristics (e.g. social capital) of institutional 

brokers enable them to bridge and bond institutional distances within the Chinese-

German subsidiary. 

Hypothesis 2: Institutional brokers’ awareness of institutional distances and their 

ability of to bridge and bond them is dependent on their function within the 

subsidiary. 
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7.3.2 Institutional Distances on the Subsidiary Level  

Even though the concept of institutions has been established for decades in different fields 

of research, the operationalisation still varies greatly. According to Sartor and Beamish 

(2014) the most common implementations range between two extremes: on the one hand, 

there is the use of summary indicators such as Hofstede’s (1984) cultural markers to 

delineate informal institutions or more generally institutions on a national level. On the 

other hand, some studies adopt narrow indicators that allow little generalisation (Sartor 

& Beamish, 2014). Like the previous chapters, this chapter builds on Scott’s (2014, p. 56) 

division of institutions into three “pillars”: regulative, normative and cultural-cognitive 

institutions “that, together with associated activities and resources, provide stability and 

meaning to social life.” This organisational view of institutions is highly adaptable to 

various circumstances and thus modifiable to detect national, subnational and intra-firm 

effects. As He and Lyles (2008) and Regnér and Edman (2014) highlight, MNE-specific 

differences primarily occur at the sub-national or subunit level. The chosen 

operationalisation focuses on institutions as embedded in business practices, like as has 

been suggested by Kostova (1999).  

The regulative pillar describes institutions related to legal aspects and is most closely 

related to North’s (1991) concept of institutions as formal rules that constrain social 

interactions. Regulatory institutions are the most commonly represented type of institutions 

in studies, because of their formalised nature. Examples include H. Zhang and Van Den 

Bulcke’s (2014) study on obstacles to Chinese FDI in Europe, where they find that 

investors regularly struggle with the EU’s regulations, e.g. permits or labour laws. 

Similarly, Si (2014) was able to ascertain how Chinese formal institutions developed 

parallel to the evolution of Chinese OFDI, hence facilitating it. Regulative institutions at 

the intra-firm level have been measured as “aspects related to issues such as intellectual 

property protection, arbitration, auditing and reporting and corporate governance” by Lee 

et al. (2014, p. 202). And congruently with Y. Zhang et al. (2014), who use managers’ 

perceptions of these variables as an approximation of regulative distances, this study, too, 

operationalises regulative institutions in this way. With regard to the work of Chinese 

brokers, regulatory distances might have little relevance. Unless the institutional brokers 

are engaged in a relevant position, they will have little to do with regulatory distances, 

except during due diligence. 
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Normative and cultural-cognitive institutions have a higher degree of informality and as a 

result are less commonly addressed. The former are defined by Scott (2014, p. 64) as 

“goals or objectives (e.g., winning the game, making a profit) but also designate 

appropriate ways to pursue them”. In essence, they can be treated as managerial standards 

or organisational routines (Lee et al., 2014) present in the headquarters and the subsidiary. 

Analogous to their treatment of regulative institutions, Y. Zhang et al. (2014) measure 

normative institutions through managers’ recollections of practices, e.g. cooperation, 

human resource management or corporate goals. This conceptualisation is closer to 

realistic conditions than the assessment of institutions through cumulative determinants. 

Other than the advantage that practitioners can grasp this concept of institutions easily, it 

also allows for an examination of regionally or firm-specific institutional distances. In 

comparison to regulatory institutions, institutional brokers are likely to have higher 

relevance in bridging normative distances. Again, the positioning within the subsidiary will 

be a determinant, but especially if actors have a certain degree of decision-making power, 

this will enable them to engage in institutional work. 

Cultural-cognitive institutions, on the other hand, are often disregarded entirely. 

Furthermore, in studies that focus on this type of institution, the operationalisation varies 

greatly. Buckley et al. (2007), for example, find that cultural proximity has a highly 

significant positive effect on Chinese OFDI, as measured by the size of the local Chinese 

diaspora. Likewise, Lee et al. (2014) analyse the effects of several forms of distance on the 

percentage of ownership shares during Chinese MNEs’ expansion and find that increasing 

cultural distance measured using Hofstede’s (1984) cultural dimensions correlates with 

lower equity shares. Si and Liefner (2014), in comparison, focus in their qualitative study 

of informal institutions on cognitive distances, which they define as the differences in the 

knowledge base of different actors. A more classical adaptation of Scott’s definition is 

adhered to by operationalising cultural-cognitive institutions through elements of the 

corporate culture like work ethics and communication practices. A practice that has 

primary roots in regulative institutions might for example become normative/cultural-

cognitive or vice versa (Scott, 2014). Congruently to normative institutions, the analysis of 

institutional brokers’ ability in terms of cultural-cognitive institutions might bear 

interesting results. Informal institutions are the hardest to bridge and institutional brokers 

are in a unique position to do so. 
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7.4 Methodology 

Because this chapter addresses questions of how and why, a qualitative and explorative 

approach to the research was chosen. The nature of institutions can be both explicit and 

implicit. In order to cover all potential instances of institutional work by institutional 

brokers within the company context this approach thus seems most appropriate, 

particularly when taking into account that implicit institutional distances are likely to pose 

a bigger problem for Chinese-German M&A, but are at the same time harder to grasp 

quantitatively. For the purpose of this research, institutional brokers were interviewed 

personally in order to provide for an in-depth analysis of brokers and the necessary degree 

of detail to extrapolate information on actors’ characteristics and mechanisms of 

institutional work (Gertler, 2009; Wood et al., 2016). As it could be assumed that the 

involved actors would differ greatly, even though they might share some common 

characteristics, qualitative semi-structured interviews were used to provide the required 

adaptability.  

As it was not always possible to immediately identify the potential research subjects, a 

two-phase process was conducted. Since no comprehensive database of Chinese-German 

M&A exists, the Zephyr database by Bureau van Dijk, which registers M&A deals as well 

as rumours of deals, was used to identify relevant firms. The resulting list was then 

matched to corresponding data by the Ministry of Commerce (MOFCOM) and cross-

checked with media reports. The relevant firms were contacted and, where possible, 

spokespersons on the managerial level were interviewed. 18 interviews with Chinese 

investors and German firms from the producing sector involved in mergers and 

acquisitions (UN 4-10, 12-18, Table 10) were thus conducted, four of which were with the 

primary target’s institutional brokers: three Chinese (SP 1, SP 2 and SP3, Table 9) and two 

German (SP4 and SP5, Table 9). During these interviews, recommendations to Chinese-

German institutional brokers within the firms were requested.  
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Table 9 Details of Interviewed Institutional Brokers 

SP Industry Year Job title Type Affiliation Nationality 

11 Automotive 2011 
Assistant to general 
manager 

Private Investor Chinese 

21 Machine  2012 Deputy general manager Private Investor Chinese 

31,2 Machine 2014 CEO State Investor Chinese 

41 Machine 2013 
Corporate communication 

and integration manager  
Private Target German 

51 Machine 2013 CEO State Target German 

6 Machine 2013 CEO State Target Chinese 

7 Machine 2015 Marketing manager  Private Target Chinese 

 Source: own survey 

Table 10 Details of Interviewed Firms [adapted] 

UN Industry Year Region Type Affiliation 

3a Machine 2014 Rhineland-Palatinate State Target  

4 Machine 2005 North Rhine-Westphalia State Target 

5 Optics 2009 North Rhine-Westphalia Private Target 

6 Automotive 2011 Saxony State Target 

7 Automotive 2012 North Rhine-Westphalia State Target 

8 Automotive 2012 North Rhine-Westphalia State Target 

10 Machine 2013 North Rhine-Westphalia Private Target 

12 Renewable Energy 2014 Baden-Wuerttemberg Private Target 

13 Aviation 2013 Saxony State Target 

14 Machine 2014 Baden-Wuerttemberg State Target 

15 Automotive 2014 Saxony State  Target 

16 Machine 2015 Berlin Private Target 

17 Machine 2016 Baden-Wuerttemberg Private Target 

18 Machine/Automotive 2016 Bavaria State Target 

Source: own survey 

Table 11 Interview Structure – Institutional Broker Interviews 

 

This tactic provided us with two further interviews (SP6 and SP7, Table 9). SP5 and SP6 

work at the same Chinese-German subsidiary and are co-managers of said firm. SP7 is a 

marketing manager in the subsidiary managed by UN16. Other interview partners 

                                                
1 SP1-5 correspond to UN1-3b, 9 & 11 in previous tables and are renamed for a clearer understanding and 

distinction in this chapter. 
2 SP3 and UN3a are managers of the same firm and were interviewed together 

Sections Topics 

Education and Expertise 
Previous experience with China/Germany  

Previous working experience with Chinese investor/German target 

Role as Broker  Role of experience/cultural sensitivity for work 

 

Interface between investor/target 

Potential sources of conflict and possible solutions (key example) 

Challenges and solutions on the managerial level 

Challenges and solutions on the operational level 

Role of communication 

Success of measures  

Regional networks Participation in Chinese-German networks or business associations 
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mentioned Chinese employees at their respective subsidiaries; however, they declined to 

participate in this study. Sections of the interview transcripts relating to these people were 

examined and the results were included in the following analysis. 

At the same time, interviews with intermediaries were conducted, defined as actors 

engaged in assisting the involved firms before, during and after the M&A, limited to 

intermediaries specialised in dealing with Chinese investors. The resulting 33 interviews 

with 35 intermediaries provide an external view of institutional brokers and supply 

important contextual information as well as insights into practices the key research subjects 

might implement unintentionally. This thereby followed the example of Caprar (2011), 

who, among others, calls for multiple sources of data. Additionally, all interviewees were 

invited to a focus group meeting, where initial results were presented. These were then 

reflected on and discussed, which provided important additional input. The exchange was 

recorded by hand.  

While this research focuses its attention on the German producing sector, a variety of 

experiences could be expected due to differences in the industry, region and type of 

interviewees. By using a semi-structured interview design, interviewees were encouraged 

to retell their experiences. Furthermore, using a semi-structured design ensured 

comparability among interviews with a different range of actors and knowledge. For the 

purpose of this chapter, the previous experiences with the Chinese or German institutional 

context are essential. The interviewees were thus asked about their experience with the 

other country in general and in their respective companies specifically. The interview 

structure (see Table 11, full interview guide in Appendix 3), moreover, included questions 

on the role of the institutional brokers within their firms. Lastly, interviewees were asked 

for their regional networks as these could potentially help to mitigate negative effects of 

institutional distances.  

The coding of the interviews with institutional brokers followed a two-step process. First-

order codes were deductively derived from Scott’s three pillars to identify institutional 

distances the interviewees were potentially confronted with. Using this framework, 

attention can be drawn to specific practices correlating with each of the three pillars that 

create institutional distances (Faulconbridge & Muzio, 2015). As Faulconbridge and Muzio 

furthermore stress, it also allows for the identification of institutions that were adapted or 

maintained throughout the encounter with foreign elements, in this case the Chinese 

investors. Additional first-order codes included Skills, which highlighted instances were 
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interviewees mentioned specific skill sets that they acquired during previous work and that 

enable their current job. Work denotes any passages related to institutional work being 

performed. Interview sections mentioning problems which occur during the interviewee’s 

work were coded Challenges. Lastly, the first-order code Bio marked details regarding 

biographical information, which might be related to the institutional brokers’ abilities.  

Following the first iteration, second order coding was done inductively following 

Kuckartz’ (2014) qualitative content analysis. Additionally, any passages from interviews 

with managers (UN) or intermediaries (IN), which had been coded Key Person in previous 

iterations, were added to the analysis and treated as equally important. 

Through an intensive phase of analysis several factors were identified that characterise 

institutional brokers and distinguishes them from other firm employees. In the following 

section these elements will be discussed, taking note of several specific variables such as 

their skill set, personality features and regional networks. An analysis of the institutional 

brokers’ ability to bridge and broker institutional distances follows thereafter. 

7.5 Analysis of the Abilities of Key Persons in Institutional Work 

7.5.1 Distinguishing Features of Institutional Brokers  

The definition of institutional brokers chosen for this chapter was intentionally formulated 

broadly, to ensure that no institutional actors were overlooked. At the beginning of this 

analysis common and distinguishing features which the identified institutional brokers 

share were thus defined.  

First, the positioning of agents within the German subsidiary is looked at. During the 

interviews with intermediaries, it was mentioned several times that the Chinese investors 

tend to install Chinese chief financial officers (CFO) or controllers at their newly acquired 

subsidiaries. While there are some cases in which this is reality (e.g. SP4’s firm), the firm 

interviews showed that it was more common to find a solitary Chinese manager at the 

executive level. Interestingly, although some did indeed hold the official title CEO (SP3, 

SP5, SP6), the institutional brokers interviewed almost always stressed that they were not 

official managers (SP2, UN4, UN17) or just there to support the German executive (SP1). 

SP6 specifically said: “[SP5] is the spokesman of the management even though we hold 

the same position. I would like to see [SP5] as being a little higher in the hierarchy and I let 

[them] play the main role.” This is partly a reflection of the intention of Chinese investors 

to keep their German subsidiaries fairly independent as part of a strategic investment 
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technique. It might also indicate a strategy to reduce fear and reluctance among German 

employees after the shareholder change. Although these identified key persons emphasised 

their partial disengagement in management execution, they are likely to hold some 

decision-making power or at the least the option to veto. 

At the same time, bicultural people were hired to fill positions at the middle-management 

level, such as marketing (SP7), communication (SP4), quality management (UN16) or at 

the General China office (UN8). In comparison to the previously mentioned institutional 

brokers, these actors are more strongly connected to the operational level of the company 

and hold limited decision-making power. Interestingly, whereas in most cases key persons 

at the executive level were hired by the Chinese headquarters, the second group was either 

engaged by the investor or the subsidiary. Several subsidiary managers mentioned during 

the firm interviews that they had specifically searched for a Chinese-German broker to 

bridge potential problems occurring in everyday business. 

A second factor of interest in this analysis is how long the institutional brokers had been 

working for the Chinese parent firm or German subsidiary, respectively. In most cases, the 

actors were hired at the time of the merger and acquisition. However, often the key persons 

had previously known or been working for one of the firms. SP2, for example, had been 

employed at the parent firm first and had stayed at the subsidiary since its take-over in 

2012:  

“I was involved from the very beginning of the [DE Target]/[CN parent firm] relationship. 

[...], I was there as an interpreter and I got to know [DE Target CEO]. I got to know him 

and I also became part of the process, because this is highly confidential. For sure not 

many people got involved.” (SP2) 

Due to his intimate knowledge of the early merger phases, but also the people involved, 

SP2 was hired and is now in a privileged position to fulfil their current role. Similarly, SP3 

had been working for the parent firm and was later transferred to the German subsidiary. In 

other cases, such as SP4, SP6 and SP7, the institutional broker was already known to the 

Chinese investor before the merger but only hired recently. Congruently, SP5 had been an 

employee of the German subsidiary before its takeover and was hired three years after the 

M&A to fill a vacant position in the management. In the case of most other institutional 

brokers, such as the ones at the middle-management level, they had been at the subsidiaries 

for fairly short periods (e.g. UN8, UN17). 
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7.5.2 Characteristics Enabling the Performance of Institutional Work 

In the next part of the analysis, the focus is on characteristics of institutional brokers, 

which enable the performance of institutional work. First, specific intercultural and 

professional skills will be examined. Not unlike in other professions, technical expertise is 

an important factor for institutional brokers. While they specifically engage in institutional 

work, professional expertise supplies the necessary legitimacy to influence others in their 

behaviour. 

The Big Three 

In the case of the Chinese institutional brokers, all had studied subjects related to their 

current work in Germany. SP1, for example, who is the assistant to the general 

management and primarily tasked with all issues relating to the post-merger integration, 

had been in Germany for almost ten years and studied business studies there, before 

working at a consultancy. Especially the last aspect of this biography facilitates SP1’s 

current work in counselling the managers of several subsidiaries bought by their Chinese 

employer. Similarly, SP7 had been in Germany for over a decade, first to learn the 

language, then to study, and subsequently to work in the same industry as their current 

employer for a decade, which also resulted in contact with the parent firm prior to being 

hired. In some cases, such as that of SP6, the stay in Germany was interrupted by returning 

to China, but generally the pattern is quite similar (e.g. UN17). As suggested by the 

discussed literature, previous contact with the investor not only ensures a certain amount of 

professional expertise, but also social contacts within the firm: 

“I have known the [Chinese] investor for a number of years. The Chinese investor won’t 

just hire a person from outside the industry for an important position. Trust needs to be 

there as a prerequisite.” (SP6) 

Congruently, the same is true for the German institutional broker. Due to previous 

involvement with both the subsidiary as well as the parent firm, SP5 is assessed by SP6 as 

being especially suitable for his current work: 

“What I find very positive about SP5: [German target] is his first job. […] He was also 

managing director for the [Chinese investor] with [other German target]. He is actually 

the specialist manager in this area. He has a lot of skills and knowledge in this area and he 

also has a financial background, because he has studied business administration. I think 

that's very good.” (SP6) 
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Accordingly, when it comes to hiring new personnel, consensus among the interviewees 

persisted that optimal candidates would be Chinese persons who had studied engineering 

or something similar in Germany or likewise German individuals with experience in 

China. As SP7 emphasised, this is necessary for the Chinese-German subsidiaries to 

increase the integration between the subsidiary and parent firm. Additionally, Chinese 

students have the reputation of being highly motivated and efficient (UN8, IN interviews). 

By having educational and/or professional experience, the person is likely to display 

proficient technical skills, but also the necessary language skills. In the cases of SP4, SP5 

and SP6, communication skills were said to be especially important to mediate between 

different parties, such as the board of directors and department heads, but also at the 

operational level. This in part includes learning Chinese/German, but can also pertain to 

awareness of cultural norms related to communication. 

Lastly, as expected, the interviewed institutional brokers displayed a heightened cultural 

awareness due to their long exposure to both institutional systems. As SP6 emphasises, 

even if they do not speak German, they understand German business life. In order to create 

a productive atmosphere, it is necessary to send someone who can successfully engage 

with their counterparts and who displays sensitivity towards cultural differences (SP7, 

UN17). This does not mean a fully comprehensive knowledge of the foreign norms and 

values, but grasping nuances and what they could potentially signify. To this end SP6 

describes SP5’s strengths: “SP5 has previously worked in China and is familiar with 

Chinese culture, he is international and is interested in different cultures“. Similarly, SP1 

adds: “If we want to add a person to the top management, we concentrate on their personal 

and cultural background.” It can thus be preliminarily concluded that certain characteristics 

like a high technical knowledge, language skills and institutional affinity are important for 

institutional brokers and sought after attributes in potential new employees. 

Soft factor 

However, other than these hard factors, the data implies soft characteristics like personality 

traits might be equally valuable for conducting institutional work. Specifically, two 

distinctly opposite profiles became noticeable with regard to Chinese institutional brokers. 

On the one hand, SP7 recounted that they were consciously chosen because of their 

“unusually direct nature for a Chinese person”. They themselves described this behaviour 

as addressing topics directly as opposed to a diplomatic approach. In their own words they 
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are “not a typical Chinese person”. On the other hand, SP6 characterises themselves quite 

differently:  

“The Chinese culture is not as aggressive. One prefers to be a little reserved in the 

beginning, listens first, stays in harmony and so on. [...] My leadership style, yes, maybe I 

am a typical Chinese. I am not as aggressive. Of course I like to define tasks. [...] But in 

principle I am always friendly.” (SP6) 

 

Yet, SP6 also emphasises that it is not easy to define what being Chinese or German 

means. To them, it is the culmination of certain practices such as the management style and 

neither is inherently superior. In the cases of SP6 and SP7, the institutional brokers were 

well embedded in their companies and successful in their jobs, as far as could be 

ascertained. Whereas both persons had ties with the parent firm, SP7 never returned to 

China. This might be an indication that they feel more closely aligned with the German 

institutional context. For the sake of bridging institutional distances, institutional brokers 

who do not view themselves as “typically Chinese” might be especially effective at the 

operational or mid-management level, because the German employees of the subsidiary 

might more easily relate to them. 

Additionally, personality plays a crucial role for cooperation among the management as 

well. Whereas the previous chapters have shown that in most cases the German 

management remains with the subsidiary, the interview with SP6 provided us with an 

inside view in cases where changes were implemented. Indeed, SP5 has been the fifth 

German manager within four years. The reasons had been manifold, such as consolidations 

or the acquisition of subsequent subsidiaries, but SP6 mentioned the personality of their 

German counterpart played a role, too: 

“There were different reasons, certainly not always the bad cooperation with me. Of 

course, this can happen. That's logical. If the investors send someone here, with whom the 

German executive cannot work well, then one has to go.” (SP6) 

SP5 confirms that whereas many CEOs of the Chinese parent company do not strongly 

engage with the subsidiary, it might still be necessary to adapt one’s behaviour, especially 

if they have a strong personality. 

 

 



Chapter 7 – The Work of Institutional Brokers in Chinese-German M&A 

 

 
110 

Personal and professional networks 

As became apparent during the literature review, personal and professional networks are 

likely to play an important role for institutional brokers. It was thus analysed in which 

ways networks were utilised by the interviewed key persons. Indeed, the findings show 

that networks played a role in several contexts. For Chinese institutional brokers 

especially, networking with the managers at the Chinese parent firm has been mentioned as 

being crucial.  

“I am not involved in business decisions, but I was able to build my trust relation with the 

CEOs, the other managers.” (SP2) 

What this quote emphasises is, on the one hand, the extent to which relationships go 

beyond pure functions such as the transfer of knowledge and, on the other hand, the 

importance attached to networking and trust in particular. In this context, SP6 established 

quite clearly that close relations matters strongly for the Chinese parent firm: 

“On the side of Chinese investors, it is important to send someone into the acquisition 

object to understand the actual business. This is one of the measures to control or manage 

from the investor side. [...] I do not like to use the term control, but it's about how to work 

together very well. Certainly the German subsidiary is a very important strategic step for 

Chinese investors.” (SP6) 

In order to execute this management control and learning process, the Chinese parent firms 

need to establish personnel at the subsidiary that exhibit all previously described traits, but 

also enjoy a high level of confidence. Due to the high strategic importance the Chinese 

investors assign to their German business, this process is likely to be much more deliberate 

than for an investment based on other motivational grounds. In the case of SP1, they were 

advised to switch to the Chinese parent firm and apply for their current position. A similar 

process was the case with SP6, who had previously worked in the same industry, but 

neither dealt with the parent nor the subsidiary. This implies unofficial networks are being 

employed to search for an appropriate candidate. 

Additionally, regional networks in Germany are used by some of the Chinese key persons 

to utilise social capital. Many of the Chinese investors in Germany are connected because 

they “have a similar background, similar problems and responsibilities in Germany, but 

[they] come from different industries” (SP6). Within this network the Chinese management 

diaspora shares information on their companies, the development, but also on the type of 
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problems that Chinese investors encounter. However, not all key persons are this well 

connected. SP7 specifically mentioned knowing only a few other Chinese people in 

Germany and not participating in any networks. Whether this is due to their “un-Chinese” 

personality cannot be ascertained. Congruently, the German institutional broker SP5 did 

not partake in any specific networks focusing on Chinese-owned German companies. But 

they stated that German employees in China are more likely to stay if they have a local 

Chinese relation. It can thus be assumed the conclusions drawn from the Chinese diaspora 

in Germany can to some extent be transferred to the German diaspora in China. 

Furthermore, networking activities at the subsidiary level are being promoted by the 

institutional brokers, connecting the Chinese firm in the local German context (SP4). This 

includes general industry networks which the Chinese parent firms want to engage in, but 

also specifically German-Chinese networks. None of the interviewed key persons 

mentioned the Chinese student diaspora as particularly important except as a labour pool, 

though it was repeatedly referred to by the intermediaries. The latter proposed that the 

closely knit community of Chinese students in Germany might influence the future 

development of Chinese-German subsidiaries if there is increased hiring of those students 

(e.g. IN5). 

7.5.3 Bridging and Brokering Institutional Distances 

In the following section, the institutional work by institutional key persons is analysed in 

detail. Initial examinations revealed three major topics which institutional brokers can 

address: communication, operational issues at the management and project level and 

enabling institutional exchanges. 

Communication 

As became apparent during the previous analysis (chapter 4 and 6), communication issues 

are among the most prominent problems in the Chinese-German M&A context, which 

reflect cultural and normative institutional distances. Communication and language in 

particular are, however, fundamental carriers of institutions and necessary for the bridging 

and brokering of institutional distances: 

“Language is basic because all institutions involve social interaction and interpretation of 

some kind. Accordingly, all institutions involve at least rudimentary interpretative rules.” 

(Hodgson, 2006, p. 13) 
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The primary function of many institutional brokers is thus to coordinate and mediate 

communication between the two institutional contexts and thereby to bridge institutional 

distances. In the cases of SP4 and SP7 it is or was their main function in the subsidiary, 

whereas the other key persons performed related institutional work indirectly through their 

regular work. SP7, who has been employed as a marketing manager to improve the 

marketing of the subsidiary’s products on the Chinese market, said that they had primarily 

been responsible for general communication in the initial integration phase. This was due 

to the limited previous knowledge of Chinese culture among German employees, which 

made mediators necessary in all areas of the company. They were known as a contact 

person, who could help in case of issues ranging from concrete problems such as customs 

declarations to latent cultural-cognitive discrepancies. Especially with the latter, the 

institutional work transcends pure translation of words and serves to educate about the 

underlying institutional system.  

Whereas institutional distances embedded in communication practices might occur 

especially severely and frequently during the early integration stage, they also exist at later 

phases. As such, SP4 is employed as a full time communication and integration manager to 

deal with issues of communication between the headquarters and the subsidiary but also 

within the subsidiary. Using the much discussed example of meetings between the Chinese 

CEO and the German works council, SP4 highlighted what SP7 also emphasised, namely 

that verbatim translations do not constitute the full spectrum of institutional work:  

“The preparation was very important and I also translated conversations. That is 

important, because I have also partially summarised where I know that he does not 

understand German law. That was very helpful. I do not commit myself to being an 

objective translator. I'm more of a mediator.” (SP4) 

What this quote underlines is the additional work SP4 puts into educating about existing 

institutional distances, but also “actively infusing the normative foundations of an 

institution into the participants’ […] organisational practices” (Lawrence & Suddaby, 

2006, p. 221) to embed new practices into the existing frameworks.  

Similarly, other institutional brokers also describe managing communication, especially 

between the parent firm and the subsidiary. The importance of communicating issues 

correctly was emphasised strongly; stressing the fact that miscommunication can easily 

lead to misunderstandings and negatively affect business development, especially, if the 

relevant information is transferred between the Chinese and the German management. 
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Again, the institutional brokers were not merely translators, but rather actively controlled 

and steered the way communication was conducted. As SP2 puts it:  

“There is something involving communicating with the board or whatever. They come to 

me and talk to me and I will suggest what would be the best way to communicate. When 

they got something from the board that is difficult to understand for example.” (SP2) 

Due to their characteristics, such as their familiarity with both communication modes, 

institutional brokers are better suited to address these kinds of problems than most other 

firm employees. But the quote also shows that institutional brokers do not always actively 

engage in the communication themselves. Rather it is implied that routinising the relevant 

practices in the subsidiary context might be enough to overcome some of the low-barrier 

institutional distances. However, in most cases the institutional brokers are still involved in 

the communicative process. As such, the example of UN17, who hired what they call a 

“dispatcher” is the more common practice and consistent with the action of most 

interviewed institutional brokers. The dispatcher in UN17’s case is a Chinese national who 

had already been employed by the German subsidiary prior to the merger, and who 

functions as a sort of data hub, through whom all information to and from China runs.  

An additional form of communication-focused institutional work is the cultural corner, 

which SP4 established in their firm. By this they refer to a weekly meeting with 

employees, where questions that are founded in institutional distances can be raised and 

answered. Conversational style is a topic of particular interest to many German employees. 

It elucidates how theoretical knowledge of differences can be helpful, but in practice 

details which can be better related through direct contact become important. Interestingly, 

what SP4 concludes from their work is the following:  

“In fact, it is often very basic things. I can perhaps call this as an early conclusion. There 

are often basic things to work on. It's what you do not even think about.” (SP4) 

Operational issues 

Informal norms and values heavily influence how practices develop and how work is being 

conducted in the two different institutional firm environments. The fact that these 

institutions are not immediately apparent can, to the eyes of unfamiliar outsiders, leave 

corresponding practices seem to be without substantiation. As such, it comes as no surprise 

that the different mentalities of Chinese and German employees are noticed by institutional 

brokers on both the managerial and operational firm level.  
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These differences become apparent in the way management is conducted, for example. 

Whereas Chinese businesses have a strong hierarchy and commands are common, German 

management often uses praise as motivation for employees. SP7 sees one of the reasons for 

these different practices in the diverging labour supply and subsequent education system of 

both origin countries. Due to the higher availability of labour in China, performance-based 

assessment is common, because underperforming employees can be substituted more 

easily, whereas in Germany a system is in place where firms heavily invest in the training 

and education of their employees and hence prefer to retain them. These differences can 

lead to strong disagreements in the management if not mediated, even though distances are 

not as pronounced as could be expected due to the shallow level of integration of most 

subsidiaries. An interesting exception here is SP5 and SP6’s multinational enterprise, about 

whose CEO SP5 said:  

“He has implemented strict structures in the course of his activity. We know exactly what 

we are allowed to do and what we are not allowed to do. He sets the strategies and also 

makes sure that we stick to them.” (SP5) 

At the level of the subsidiary, however, German management practices persist. Only in 

selected cases were Chinese practises transferred to the German context, such as the 

adaptation of a Chinese performance-based assessment in subsidiaries. The institutional 

brokers are important in this case to be able to change normative associations that connect 

a set of practices and the cultural foundations they rest on in the subsidiaries (Lawrence 

& Suddaby, 2006). At the same time, the Chinese parent companies can also strive to 

change values and norms, for example, to implement quality, industriousness and 

professionalism, which were perceived as positive German attributes. In turn, introducing 

these values in a foreign environment necessitates changing normative associations, but 

also the embedding and routinising of the new practices.  

Corresponding with distances at the management level, differences in mentality also persist 

at the operational level, in particular, differences during project work and sales that are 

related to the values which are striven for through these activities. These include quality 

but also customer orientation and stability as opposed to flexibility. While the above 

mentioned values are not always strictly contradictory, their prioritisation during common 

work can cause disruptions in the teamwork of mixed nationality teams. SP6 exemplifies 

this as follows: 
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“The cost awareness is stronger in China, but for the German colleagues here quality is 

very important. You have to find a balance point and maybe even use different things for 

different markets. That can also be a measure. Solutions can always be found.” (SP6) 

Similarly SP4 highlights the mentality at the operational level is different, such as a focus 

on quality or purchasing, but congruent with SP6 they emphasise a balance point can be 

found. Finding this balance point requires an in-depth examination of the institutional 

foundations and a mediation between the two parties involved. Depending on their 

placement within the firm, some of the interviewed institutional brokers were directly 

involved in this process (e.g. SP4 and SP7), whereas in other cases, contact persons are 

engaged for specific projects to answer questions (SP2, SP6). One such problem is 

described by SP4:  

“They were discussing the same problem, showing it on the computer, but in the end the 

German engineer was talking about quality and the Chinese engineer about customising 

the machine.” (SP4) 

Educating pre-emptively about this type of institutional distance is fairly easy. Most 

institutional brokers have the necessary technical education to negotiate between 

engineers; however, mediating within the concrete situation can be challenging and the 

setting calls for an institutional broker to be present at the location, which might not always 

be possible with key persons in central functions. In other cases, this might not be 

necessary such as when revising the reporting system to find a common norm (SP7), but in 

teams where close collaboration between Chinese and German employees is required, the 

attendance of a mediator can be justified. Due to the variety of activities in manufacturing 

firms, the types of institutional distances that can occur also vary widely. For a single 

institutional broker this might pose problems, which is why employee exchanges were 

promoted in most interviewed firms. Whilst their primary objective is to enable technical 

knowledge exchange, they also foster the mutual education about institutional systems and 

distances. 

Enabling institutional exchange 

Several types of employee exchanges are common in German-Chinese subsidiaries and 

their effects depend on the extent of the integration. Often there are initial management 

seminars after the takeover. On the one hand, these workshops provide an opportunity to 

valorise foreign institutions and educate about differences. On the other hand, they are 
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opportunities for the German managers to get a feeling of who the Chinese investor is and 

to build a trust relationship similar to the one between Chinese managers. The workshops 

could thus be called an attempt to tie subsidiary management into a guanxi network. 

Often long-term postings of Chinese workers in Germany are not possible due to 

regulatory reasons, however, short exchanges, for example for the duration of a project, are 

common and a popular measure to increase integration. According to all interviewees, 

German employees struggle with the uncertainty associated with the merger and 

acquisition and specifically the perceived distances to the Chinese parent firm. Similarly, 

reservations exist on the Chinese side, as the following quote exemplifies: 

“But on the other side the [CN parent firm] people may think: “Oh, we have been doing so 

well in China, we are a much bigger company and we bought you.” On this side they say: 

“We are from the great German hidden champion. We are overall on a much higher level 

of technology.” The barrier is from both sides. We need to somehow overcome this type of 

barrier. I think the way to do this is to establish some common projects.” (SP2) 

One effect of employee postings is thus to establish projects in which German and Chinese 

workers engage with each other and thereby diminish mutual scepticism. Secondly, the 

stated intention is to learn about the respective cultures through collaboration. Institutional 

brokers can play a significant role in mediating during these exchanges similar to what was 

described earlier. A measure to ensure this effect is to repeatedly send the same persons, so 

as to increase trust between the project partners and reduce the necessary institutional work 

by brokers over time.  

Often the sought after effect is not limited to the subsidiary location, but it is expected that 

the employees involved may disseminate their experience and knowledge when returning 

home. In one case, the plan was mentioned to hire Chinese nationals who have studied 

mechanical engineering or mechatronics in Germany and who could contribute to the 

correct professional technical communication, so as to then send them to China after 2-3 

years to take on a role in service or as production managers. Additionally, German 

employees are posted to China as well, though the period of time is often up to three years. 

During this longer-term posting in comparison to the project-length postings of Chinese 

workers in Germany the familiarisation with the foreign institutional system is likely to be 

more profound.  
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Source: own figure  

However, interviewees mentioned that only employees are posted who are already highly 

broad-minded from the start. Whether these people might be called institutional brokers in 

their own right cannot be discerned. If it is assumed that they develop a deeper 

understanding of the respective institutional systems and use this to educate or counsel 

their fellow workers in situations of institutional ambiguity, they would fall under the 

proposed definition of an institutional broker. However, the available data does not allow 

for a closer analysis. 

7.6 Discussion 

The analysis presented in this chapter was focused on key persons’ characteristics and 

related abilities to engage in institutional work. With regard to the hypotheses established 

earlier, there are diverging results. Hypothesis 1 stated that the unique characteristics of 

institutional brokers enable them to bridge and bond institutional distances within the 

Chinese-German subsidiary. Indeed the findings show that three characteristics were of 

particular relevance to the conduct of institutional work. These were technical or business 

knowledge, communicative skills in both languages and a heightened cultural awareness 

(Figure 8). These characteristics ensure institutional brokers are aware of institutional 

pitfalls in the first place because in all likelihood they have previously encountered them 

themselves. The characteristics additionally lend legitimacy to the key persons, which is an 

important pre-requisite for institutional work. Other characteristics like personality features 

seem to be of less importance. While it might be possible that German subsidiary workers 

find it easier to work with an intermediary such as SP7, the evidence is too limited to be 

able to draw solid conclusions. 

Figure 8 Enabling Characteristics of an Institutional Broker 
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Table 12 Typology of Institutional Brokers 

Type Affiliation Power 
Primary 

function 
Exemplary quotes e.g. 

Monitor closer to 

parent firm 

 observe “He [Chairman of mother firm] has placed at 

least one of his employees at every site […]. 

This guarantees that we stick to what we agreed 

on.“ (SP6) 

SP3 

Supervisor closer to 

parent firm 

x control “You need to establish someone at the object, to 

understand the specific business. That is part of 

the control measures.” (SP5) 

SP1

SP6 

Arbitrator either 

affiliation 

x mediate “I think we have to somehow make the people 

feel that they are working together – instead of 

thinking: I am trying to steal your job.” (SP2) 

SP2

SP5 

Bridger closer to 

subsidiary 

 commu-

nicate 

“Reporting in Germany is more detailed; in 

China it is short and precise. Initially I needed 

to restructure the reports.“ (SP4) 

SP4

SP7 

 

Interestingly, personal and professional networks only play an indirect role in key persons’ 

institutional work abilities. First, the social capital of guanxi networks is used to identify 

possible institutional brokers. As such, these networks become relevant for the sourcing of 

specialised labour. Secondly, personal and business networks present a resource for most 

key persons for the exchange of information on effective institutional work measures. It 

could be argued that these networks thus constitute normative networks through which 

practices become normatively sanctioned and are disseminated in the relevant community.  

The second hypothesis posed made the assumption that the ability of institutional brokers 

to conduct institutional work and their awareness of it is dependent on their function within 

the subsidiary. This hypothesis, again, was partly confirmed. Whereas all institutional 

brokers engaged in communication-themed institutional work of some kind, a few of the 

interviewees were specialised in this type of practice. Congruently, while almost all 

institutional key persons conducted work concerning operational issues, the level at which 

they were most prominently engaged, depended on their own placement within the 

subsidiary. Furthermore, whereas some institutional brokers primarily educated about 

institutional differences and their underlying values, thus conducting institutional work 

categorised as translating institutions, others used measures to actively change institutions 

in the Chinese-German context. This was mostly related to whether the institutional 

brokers possessed the “power” to execute such changes. Additionally, firm-specific factors 

need to be taken into account. In the case of SP7, for example, there is no Chinese manager 

at the subsidiary and as the company is relatively small, SP7 was engaged in translatory 

institutional work in various sections of the company. 
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Nevertheless, four general types of institutional brokers can be derived from the analysis if 

the theoretical discussion is taken into consideration (Table 12). Relevant variables include 

the affiliation, whether they hold a position of power and their primary function. What is 

called Monitor was mentioned repeatedly by intermediaries and also managers during the 

focus group discussion. This type of key person is clearly aligned with the Chinese parent 

firm and employed by the investor company, even though they work at the subsidiary. 

They often are not noticeable beyond their regular work and observe the German 

environment. They mostly engage in light forms of institutional work. SP3 was the only 

observed case. Attentive readers will have noticed that SP3 has not been quoted, which is 

due to the fact that they mostly listened on the interview, rather than having actively 

participated. This behaviour seems typical for Monitors. Supervisors, in comparison, 

engage more palpably in controlling measures. They are situated among the subsidiary 

management and are thus enabled to conduct disruptive forms of institutional work. They 

originate with the parent firm or have strong ties with the Chinese corporate management. 

Set side by side, Supervisor and Arbitrator are similarly endowed with capabilities; 

however, Arbitrators do not necessarily feel obliged to the Chinese parent firm. Their 

primary motivation is to enable a deeper integration and conductive working environment 

regardless of allegiance. Lastly, there are Bridgers, who are often employed by the 

subsidiary and mostly positioned at a lower managerial level. Their institutional work is 

often limited to less intrusive measures.  

7.7 Conclusion 

Fuelled by the literature on Chinese communities and networks, this chapter aimed to 

examine Chinese-German institutional brokers regarding their characteristics and ability to 

engage in institutional work. The analysis showed that technological or business 

knowledge, cultural awareness and language skills are necessary characteristics of the key 

persons. Additionally, as was suggested by the literature, networks play an enabling role, 

though mostly indirectly. Furthermore, the hypothesis that the ability of institutional 

brokers to engage in institutional work is dependent on their positioning within the firm 

has largely been confirmed, and four types of institutional brokers have been derived. 

While neither of these types is inherently positive or negative, knowing what kind of 

institutional key persons are present at a firm might have effects on the cooperation in 

Chinese-German subsidiaries. Because of their differing capabilities it seems reasonable to 

assume that a mixture of different types of institutional brokers is most likely to assist in 
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bridging institutional distances at all levels of the enterprise. From the analysis it became 

apparent that German subsidiaries are actively looking to engage more Chinese-German 

institutional brokers. Together with a generational shift in the German employer base and 

the interest in transferring knowledge between the parent company and subsidiary, hiring 

patterns are likely to adjust in the future. What significance this will have for the German 

subsidiaries remains to be seen. While the typology constitutes an interesting tool for 

analysis and an assistance to actors involved in Chinese-German mergers and acquisitions, 

it is likely that additional types of institutional key persons might exist. 

As the sample size is comparatively low, the results are exploratory and need to be tested 

in future research. While the sample included two German institutional brokers, the 

common narrative and perception of the actors involved is primarily focussed on Chinese 

nationals. Nonetheless, the analysis showed that German employees can play an equally 

important role in bridging institutional distances. Additionally, due to their nature and role 

in the subsidiary certain types of institutional brokers were harder to observe than others, 

especially the so-called Monitors. Even though future studies will likely encounter similar 

barriers, assessing these brokers’ abilities more closely would make a great contribution to 

the existing literature. Furthermore, as employee postings have been shown to constitute 

one of the most important tools to enable integration, future research should also consider 

German key persons in China, which was not possible within the scope of this work.  

Chinese-German subsidiaries are looking to hire additional institutional brokers, and 

Chinese students studying in Germany are a large potential labour pool. Whereas most 

interviewed key persons had years of experience in the Chinese or German business 

context, these “new” brokers will likely lack equal endowments. Similarly, some of their 

characteristics and almost certainly their involvement in regional networks will differ from 

those observed in the sample. If this will limit their effectiveness in bridging institutional 

distances remains to be seen and constitutes an additional venue for future research. 
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8 CONCLUSION 

This study aimed to analyse the effects of institutional distances on Chinese-German 

mergers and acquisitions. The following chapter will first synthesise the results of the 

individual chapters to answer the overarching research questions posed at the beginning of 

this thesis. Secondly, implications for theory and practice will be discussed, followed by an 

elaboration on the limitations of the research. Lastly, possible avenues for future research 

will be highlighted. 

8.1 Summary and Synthesis of Research Results 

This thesis has substantially contributed to the knowledge on Chinese investments in 

Germany, focussing on the discrepancies of the institutional systems as a highly relevant 

variable determining the M&A process.  

Chapter 4 investigated the research question what specific forms of institutional distances 

occur between Chinese investors and German subsidiaries. To this end, first a new 

operationalisation of institutions in the business context has been devised based on Scott’s 

(2014) institutional framework as well as previous research (Xu & Shenkar, 2002; Y. Yang 

et al., 2013; Y. Zhang et al., 2014). Additionally, this chapter established intra-firm 

distances as a relevant level of analysis next to the common cross-national analysis of 

institutional distances (Kostova, 1999; Meyer et al., 2011). Futhermore, whereas most 

research assumes the multinational enterprises’ headquarters to initiate all integration 

processes, chapter 4 focused on the subsidiaries as dominant actors (Birkinshaw, 1996; 

Birkinshaw & Hood, 1998). The analysis showed institutional distances are present at the 

international and intra-firm level and span all institutional types. The German subsidiaries 

primarily contribute to the bridging of institutional distances. However, the relative 

autonomy left to the German managers by the Chinese headquarters leads to mixed 

reactions from the German interviewees.  

Chapter 5 answered the research question what effects institutional distances have on the 

regional embeddedness of the subsidiaries in the course of Chinese-German mergers and 

acquisitions. To that end, Hess’ (2004) model of embeddedness was discussed to establish 

potential impacts, as most literature assumes that subsidiaries are newly established and do 

not possess previous embeddedness (Andersson & Forsgren, 1996; Coe & Lee, 2013; 

Wrigley et al., 2005). The results showed that institutional distances have differing effects 

on the three dimensions of embeddedness. Societal embeddedness is slightly negatively 
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affected, but by fear of institutional distances rather than actual ones. Network 

embeddedness is positively influenced by the connection to the investors’ networks and 

inflow of novel cognitive sources; however, the potential is often not fully exploited. 

Lastly, territorial embeddedness remains mainly the same. Interestingly, in some cases the 

effect of industry affiliation is higher than that of institutional distances.  

Chapter 6 focused on intermediaries as institutional actors and sought to answer the 

question how aware intermediaries are of institutional distances and in what ways they 

engage in institutional work. In research on global production networks (Phelps & Wood, 

2017) and innovation studies (J. R. L. Howells et al., 2014; Xuefeng Liu et al., 2013) 

intermediaries have been shown to enable different processes, but their role during 

international M&A had not been analyzed. The chapter thus initially elaborated on 

intermediaries’ potential role as institutional actors, before Lawrence and Suddaby’s 

(2006) mechanisms of institutional work were adapted to fit the context of Chinese-

German M&A. The analysis showed that the three different types of intermediaries (state, 

private for profit, private non-profit) have a very diverging awareness of institutional 

distances due to their distinct temporal involvement in the merger process and expertise. 

This in turn affects their engagement in institutional work. However, generally 

intermediaries are found to be a relevant group of actors, who consciously and 

unconsciously aid in bridging institutional distances. 

Chapter 7 highlighted a second group of institutional actors: institutional brokers. Based on 

literature on Chinese networks and diaspora (Davidsson & Honig, 2003; N. Lin, 1999; 

Wang et al., 2011; Zhou et al., 2007), three questions were raised: what distinguishes 

institutional brokers from other personnel, which characteristics enable them to bridge 

institutional distances and lastly, in what ways do they do so. Several relevant key persons 

at the subsidiaries were identified and subsequently interviewed, most of them of Chinese 

nationality. The institutional brokers are shown to share common characteristics, namely 

their professional experience in the industry, high levels of cultural awareness and 

language skills. This together with their personal and professional networks enables them 

to engage in institutional work. However, the results also reveal that different types of 

institutional brokers exist, whose involvement in bridging institutional distances is highly 

diverging.  

After summarizing the main individual findings of this thesis, several overarching 

questions posed at the beginning of this study can finally be answered.  
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How are institutional distances perceived and bridged in the context of Chinese 

multinational enterprises investing in Germany? 

Results from all four analytical chapters of this dissertation show that the various actors 

involved in the process of Chinese-German mergers and acquisitions are aware of 

institutional distances; however, the extent varies with their involvement. As anticipated, 

subsidiary managers are most closely involved and therefore perceive institutional 

distances strongly. In general, institutional distances of all pillars and at all analytical 

levels can be identified. The analysis also indicates that not all institutional distances result 

in serious barriers to integration and need to be bridged. The translation of underlying 

values, norms and rules is the most common form of institutional work applied to ensure 

good cooperation on the intra- and inter-firm level. This is especially the case with 

informal cultural-cognitive institutions concerning operational issues. Regulatory and 

normative institutional distances during the pre-merger phase can even have a filtering 

effect on Chinese investors, if enforced through policing and deterring by institutional 

actors. In general, more intrusive forms of institutional work are less common. 

Interestingly, when it comes to the transfer of institutions, the direction is mostly from 

Germany to China, hence from the subsidiary to the headquarters. This effect is closely 

linked to knowledge transfer in general, when information on institutions is understood as 

a form of management knowledge. Hence, the bridging of institutions can be seen not just 

as a necessity to ensure the success of the M&A, but also the general catch-up process of 

Chinese multinational enterprises. Yet, the most interesting observed cases are those, 

where Chinese and German institutions are aligned to create synergies. This demonstrates 

the potential of international mergers and acquisitions between companies from vastly 

different backgrounds and that institutional distances do not necessarily equal barriers. 

Who are key actors that can bridge institutional distances and what are the mechanisms 

involved? 

This thesis highlighted three distinct groups of actors as potential agents in bridging 

institutional distances. In comparison to actors from the Chinese investors, subsidiary 

managers were shown to play a dominant role. However, the analysis drew attention to the 

fact that many institutional distances become apparent at the operational level of the 

company, which necessitates institutional actors at the respective place. As such, having a 

variety of institutional actors at different positions within the companies seems to be more 
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efficient in bridging institutional distances than just one homogenous group of actors. This 

includes subsidiary managers, institutional brokers but also intermediaries, who can 

contribute through their outsider perspective, prior knowledge of comparative cases and 

functionality as a platform for exchange. While chapter 6 primarily focused on the 

intermediaries’ self-perception, the company interviews confirmed that especially private 

for profit and private non-profit intermediaries are utilised by the subsidiaries, even though 

their worth as institutional actors is often not perceived as such. This, however, mirrors the 

observation that intermediaries themselves are often unaware of their institutional work. 

Similarly, state intermediaries were not mentioned as important by corporate 

representatives, which coincides with their limited role in institutional work as described in 

chapter 6.  

As previously mentioned, most observed forms of institutional work consist of translating 

institutional foundations to the other party. Communicational practices are, on the one 

hand, perceived as representing serious institutional distances, but on the other hand, also 

most effective measures concerning the bridging process – such as educating or 

valourising and demonising. This is in part the case, because they can be applied by 

virtually every person with enough experience to legitimate their actions. More intrusive 

measures such as the embedding and routinising or constructing common identities require 

greater legitimisation or power as well as close involvement in the respective companies 

and are primarily conducted by subsidiary and headquarters managers. The construction of 

normative networks, though, is an exception, because it is closely tied to the domain of 

private non-profit intermediaries such as Chinese-German business networks. 

What impact do institutional distances have on the investors’ and subsidiaries’ regional 

anchoring and networking with local players? 

From the analysis of regional embeddedness it became apparent that institutional distances 

only have a limited effect on the subsidiaries’ embeddedness. Instead, concerning the local 

networks and anchoring, even a potential positive effect could be determined. For the 

Chinese investors local anchoring is equally important after the acquisition as it is for the 

subsidiaries, since the investment motives are often narrowly interwoven with local 

resources. It is thus neither in the subsidiaries nor in the Chinese headquarters interest to 

implement drastic changes. Through the utilisation of Chinese-German networks and 

networks of managers of acquired companies as well as of Chinese managers in Germany, 

normative platforms are created, which aid in the process of institutional convergence and 
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the sanctioning of practices. As such, the effect of institutional distances on regional 

development can be assessed as limited. However, the fear of institutionally induced 

changes can create societal disembeddedness, which in turn might prove troublesome if not 

addressed. 

8.2 Implications for Theory and Practise 

The results presented in this dissertation contribute to the geographical literature on foreign 

direct investments by emerging multinational enterprises in several ways. First, this thesis 

answers the call for more agency in studies from an institutional perspective by drawing 

attention to several groups of actors (Gertler, 2009; Lawrence & Suddaby, 2006). 

Especially the assessment of intermediaries as institutional actors is a novelty. To this end, 

different theoretical perspectives from economic geography, international business studies, 

institutional studies and organisational studies were integrated. By comparing the 

capabilities and effectiveness of these various groups, a holistic institutional view of 

Chinese investments in Germany was achieved.  

Correspondingly, this thesis contributes to extend the knowledge on EMNEs’ investments 

by highlighting the effects of institutional distances from a dynamic perspective, rather 

than assuming them to be static barriers. As such, it was possible to demonstrate how 

established norms and values are re-assessed during the merger and acquisition process, 

how they are translated for different recipients or even synthesised to create new 

institutions. M&A can be seen as an external shock to the established institutional system 

of the subsidiaries. Whereas M&A are the most common form of investments by Chinese 

multinationals in Germany, most research on OFDI focuses on greenfield investments or 

does not distinguish between the types of investments. The results of this research, hence, 

detail an important shifting point and emphasise the diverging strategies of companies. 

Most interestingly and in contrast to the common view of institutions as barriers, some 

institutional distances are perceived, but not addressed by purposive action. This implicates 

the advantages of more detailed analyses. 

Furthermore, this thesis provided an empirical contribution by establishing the perspective 

of small- and medium-sized German companies. Due to their limited resources compared 

to large enterprises, SMEs reaction to Chinese investments could be assumed to differ. The 

results indicate that they take a leading role in the post-merger integration and bridging of 

institutions. Some company managers were overwhelmed by the high level of autonomy 
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granted to them. Hence, the light touch approach, while in general perceived as 

advantageous by interviewees, also creates uncertainty among subsidiaries.  

Concerning practical implications the analysis showed that effective bridging of 

institutional distances necessitates stronger interaction between employees of both 

companies. Otherwise, the “other” culture remains part of the unknown, giving rise to 

rumours and uncertainties which have been shown to destabilise corporate societal 

embeddedness. Effectively, the share of Chinese employees in Germany remains very 

limited. In many cases, no more than one or two Chinese nationals were employed by the 

subsidiaries. In order to bridge institutional distances shared projects should be enforced, 

coupled with investments in the competences of human resources. As the analysis 

exhibited, key persons or institutional brokers can play a vital role in bridging institutional 

distances at the operational level. Managers should thus strive for the employment of 

further institutional brokers to mediate between the two sides, but it has to be kept in mind 

that these do not necessarily need to be Chinese nationals.  

As a reaction to the high number of Chinese investments in 2016, a renewed debate on 

tougher regulations on OFDI similar to the US model was discussed by politicians and the 

media (Hanemann & Huotari, 2018). The primary fear is the transfer of firm-specific 

knowledge to China, which in turn could lead to job losses and company closures in 

Germany. The results of this dissertation, however, do not find support for these concerns. 

Instead the long-term commitment of Chinese investors was noted, which both reflects in 

corporate communication as well as investments into the subsidiaries’ facilities and 

machinery. Similarly, only limited effects on the regional embeddedness of subsidiaries 

were measured; hence, fairly high levels of embeddedness were maintained. In 2017, the 

number of Chinese M&As in Germany decreased for the first time in years, perhaps as a 

reaction to the tense atmosphere, but Chinese investments will stay relevant and as such, 

German policymakers should dedicatedly consider their role in the process, whereas 

Chinese investors will need to invest more resources in targeted communicative measures 

and branding. 

Lastly, increased levels of cooperation between the different groups of regional actors and 

specifically the intermediaries would be highly advantageous. Especially smaller firms 

mentioned time constraints as a reason not to participate in regional networks or seek aid. 

Hence, more flexible solutions would be necessary in order for every demander to receive 

the aid in bridging institutional distances needed. Concerning state intermediaries, stronger 
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dealing with the topic of Chinese M&A is highly recommended. As of now, many regional 

development agencies are not aware of the total number of Chinese investments within 

their sphere of influence. There is thus great potential for stronger coordination in order to 

enhance the effects of Chinese investments for the regional economic developments. 

8.3 Critical Review 

While the last sections highlighted the synthesised results and implications of this 

dissertation, it is of course not without limitations. The following paragraphs will elaborate 

critically on the methodology, its application and thereby intrinsically the results of this 

research.  

As this is a geographical thesis, the focus will first be on regional limitations. It has been 

described within the previous chapters that Chinese-German M&A are primarily 

concentrated in North Rhine-Westphalia, Hesse, parts of Baden-Wurttemberg and Bavaria. 

However, comparing the company sample with these locations, a certain deviation can be 

noticed. Firstly, three companies in Saxony were interviewed which amounts to nearly 

17% of interviews. While it might seem surprising at first, the existence of Chinese 

multinationals in the former Eastern states of Germany is attributed to governmental 

subsidies for foreign investors in general, which the Chinese companies profited from. 

Nevertheless, it is an anomaly in the sample. Inversely, the sample only contains two 

companies from Bavaria and none located in Hesse. Interview requests were, among other 

reasons, declined due to the political and media debate at the time of the field research. 

Because of a number of high value Chinese-German M&A, the interest in this type of 

transactions was heightened. Respective companies thus received an increased number of 

interview requests, which is likely to have led to a lower response rate than could have 

been possible. Results could therefore have differed slightly under other circumstances.  

Concerning the intermediaries, similar limitations can be detected. In this case, Lower 

Saxony is heavily overrepresented with over 20% of interviewees. This was due to the fact 

that part of the workgroup was well connected in the area and interview acquisitions 

through recommendation were exceptionally successful. Intermediaries in all German 

Länder were targeted, but especially private for profit intermediaries were heavily 

concentrated in Hesse and North Rhine-Westphalia, whereas state-funded intermediaries 

declined interview requests because of their limited interactions with Chinese investors or 

their focus on greenfield investments. Through arranging the intermediary interviews first, 
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it was hoped that network effects could be utilised and access to companies gained. 

However, this was not possible due to client confidentiality.  

Because of the skewed distribution and the limited sample size, it was not possible to apply 

comparative analysis between the different regions in Germany. This could have 

potentially led to more discerned results, as the business cultures within Germany are 

thought to be distinct and thus the institutional systems likely, too. Likewise, a comparison 

of either Chinese investments to a different country or investments by multinational 

enterprises from a different emerging country could have been beneficial for the depth of 

the analysis. Unfortunately, financial as well as time constraints did not allow for this 

extension of the research.  

Lastly, the selection of interviewees themselves can be criticised. As with all empirical 

research, its quality depends on the data sources. In this case, the sample allowed for in-

depth and first-hand accounts of Chinese-German mergers and acquisitions and interviews 

were conducted until a saturation of material could be determined. Nonetheless, most 

interviewees were German and especially concerning the company interviews, a stronger 

representation of Chinese managers would have been better. Like this, the results mostly 

represent the German viewpoint of the investments. Indeed, initially a multiple informant 

methodology was striven for. However, it became apparent early on that this approach is 

not easily applicable. Due to their companies’ size and familiarity with processes, the 

managers held high levels of expertise and in many cases refused recommending further 

potential interview partners. Through the focus on Chinese-German key persons this 

skewed view has been partly counteracted.  

However, it has to be kept in mind that interviewees might tend to present a beautified 

picture of the investments’ situation in either case because of their involvement in the 

process and companies. This drawback was attempted to be rectified by interviewing 

intermediaries and thereby proving an external view of the M&A. Indeed, their description 

enriched the data, but surprisingly, the German managers tended to be quite honest about 

their problems and dissatisfactions, too. Of course, interviewing cases of failed M&A or 

disinvestments would have provided a valuable data source on the effects of institutional 

distances. Intermediaries were thus asked about their knowledge of such cases. However, 

ultimately no relevant case could be added. Future research will surely be able to reduce 

some of these limitations and constraints.  
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8.4 Outlook and Recommendation for Future Research  

Even if Chinese investments to Germany decreased from 2016 to 2017, investments from 

emerging economies will remain an important topic both for theoretical discussion as well 

as practical considerations. Regardless of the investors’ nationality, German companies 

and thereby also the regional economies will need to flexibly react to changing conditions 

and influences of today’s dynamic globalised world. Due to their strategic resources and 

high international competitiveness, German Mittelstand firms will remain an attractive 

target for international investors. Similarly, the share of emerging multinational enterprises 

is likely to rise in the future. Therefore, analysis of the effect of institutional distances will 

remain relevant in the foreseeable future. 

As described in the last section, some venues for future research remain open. First and 

foremost, analysing Chinese-German investments from the Chinese perspective would 

close an important gap in Western-dominated research. While this thesis sought to 

integrate the Chinese view, interviews with the Chinese headquarters managers in China 

were not possible due to time and financial constraints. Such investigations would surely 

contribute to an even more holistic understanding of the mechanisms of international M&A 

and the role of institutional distances. 

Similarly, the topic of institutional brokers bears potential for further investigations. This 

thesis focused on the effects and processes in Germany and as such, dealings in China were 

left out of the investigation. However, the analysis showed that both short-term as well as 

long-term postings are common measures of knowledge and thereby institutional 

exchange. Hence future research should focus on German institutional brokers in China 

and Chinese employees returning from postings in Germany. Thereby, the institutional 

effects in China could also be analysed. 

Additionally, Chinese migrant communities were shown to provide a promising labour 

pool for German subsidiaries in search of institutional brokers. However, new diaspora like 

Chinese students are likely to possess less technical knowledge and familiarity with the 

German context and use different network connections, because of the comparatively small 

amount of time spent in Germany. As such, their ability to conduct institutional work could 

be radically different and should be further investigated.  

Moreover, adopting a political perspective could bear interesting insights. While this study 

could not determine significant differences between SOEs and POEs, and found little 
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effects of Chinese politics except for the targeted industries and financial support, a 

detailed political analysis of underlying mechanisms could embed the results of this 

dissertation into a wider geopolitical context. In connection with the recommended 

analysis of Chinese managers and Chinese graduates, potential generational discrepancies 

could emerge, which would in turn influence the behaviour of Chinese investors in 

Germany. 

Lastly, institutional mediation is a continuous process and even though evidence of 

numerous changes and adaptations was given, the integration of many of the interviewed 

Chinese-German subsidiaries is far from finished. Only by establishing a long-term panel 

can these developments be effectively tracked. 
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APPENDIX 1: INTERVIEW GUIDE – INTERMEDIARY INTERVIEWS 

Interview partner 

(Name/Position) 

Duration Sending the 

transcript 

Interviewer Place Date 

      

Advance information 

Dear Ms/Mr _________________________ ,  

Thank you for taking the time to support our research project. 

Within the next 60 minutes we would like to talk with you about your experiences regarding Chinese 

investors. In particular, we are interested in the course of events during an acquisition of a German 

enterprise by a Chinese group and potential success factors or difficulties.  

We are interested in your personal assessments and opinions.  

All your statements will be treated confidentially. The interview is purely for scientific purposes. During 

the course of our project, I am going to analyse the interview and all results will be anonymised before 

publication. In order to avoid disturbing the interview by taking notes, I would like record it. Do you 

agree? 

Do you want to receive the interview transcript? 

Do you have any questions before we start? 

I. Introduction Central Questions Further Questions 

Expertise/ 

professional 

qualification 

At first, we would like to find out 

more about your work at 

_____________  

 

Please briefly describe your working 

tasks regarding the investment 

process. 

When did you start working at XY? 

 

How has your personal career led 

you to work with Chinese 

companies? 

What was your previous work? 

In what sense these experiences help you with 

your current job? 

Do you have a personal interest in China? 

In how far are Chinese language skills 

important to your work? 

With how many customers do you 

approximately have contact per year? 

How many inquiries from China do 

you have per year? 

 

 

In how many cases does the contact go beyond 

an initial contact? 

How many projects did you look after that 

actually involved an investment in Germany? 

Are these more likely to be start-ups 

(greenfield investment) or M&A transactions? 

II. Pre-Merger-Phase 

Investment 

process 

We would now like to talk about the 

acquisitions of Chinese investors in 

Germany. 

 

Could you please describe an 

examplatory acquisition process you 

were involved in from the moment 

you made contact until the 

investment was completed? 

How was the first contact made? 

Which channels were used to make contact? 

Who was the initiator? 

What role does your subsidiary in China play? 

What form does the consulting take and to 
what extent do you approach the investor 

individually? 

To what extent can typical investment phases 

be distinguished? 

How long do you accompany an investor on 

average? In which phases? 
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How does the project progress compare to 

other Asian/Western investors? 

Contact with 

Chinese 

investors 

In which information or consulting 

services are potential Chinese 

customers particularly interested? 

 

To what extent do you have insight 

into the processes of Chinese 

companies within the pre-merger 

phase? Can you explain the 

processes to me? 

What is search procedure for potential takeover 

candidates? 

Which criteria are used to assess potential 

takeover candidates? 

To what extent are considerations already 

being made in this phase as to how the object 

of purchase should be integrated or how the 

transfer of knowledge should be organized? 

In what way do you identify 

differences between Chinese and 

Western investors? 

 

From your perspective, what are the 

main motives of Chinese investors 

for taking over a German company? 

What role does access to technology and 

management knowledge play? 

How important is the motive of knowledge 

access compared to other motives? 

To what extent does access to supplier or 

customer networks also constitute an 

investment motive? 

How important is the subject of network 

knowledge compared to other subjects? 

To what extent are the motives of Chinese 

investors changing over time? 

Contact with 

German targets 

Do you also have contact with the 

German companies in the scope of 

your activities, i.e. the takeover 

candidates? 

Do you deal differently with Chinese 

companies and German companies? 

If so, what are the differences? 

What consulting services do you 

provide for German companies? 

 

Can you tell us about cases where 

German companies specifically 

looked for a Chinese buyer? 

What were the main motives of German 

companies? 

Was there a financial emergency? 

Should the new owner improve market access 

to China? 

III. Merger-Phase 

Identification 

and evaluation 

of knowledge 

Can you describe the processes 

during the negotiation phase? 

What information is important for the Chinese 

investor in the due diligence? 

To what extent does the due diligence 
contribute to the identification and assessment 

of knowledge potential? 

To what extent does an assessment of the 

technological capacity, the management 

knowledge, the employee potential and the 

knowledge potential of the network partners 
take place during the due diligence? How does 

the evaluation process work? 

Which aspects are particularly relevant for the 

German company during the negotiation 

phase? 
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Negative 

examples 

Can you describe a case, where the 

acquisition failed during the 

negotiation phase? 

What were the reasons for the failure? (for 

example, cultural differences, leadership styles, 

no agreement on the purchase price, competing 

offer, knowledge of the German company not 

relevant) 

IV. Post-Merger-Phase 

Problems 

during the Post-

Merger-Phase 

In which areas do problems typically 

arise with the integration between the 

German and Chinese company? 

Can you describe an example? 

In your experience, what are the reasons for 

such problems? 

What are the consequences of the different 

legal framework conditions in Germany and 

China? 

What role do cultural differences play in your 

work? 

To what extent do differences in management 

standards, such as leadership style or human 

resource management, influence the success of 

an investment from your perspective? 

 

What contributions can you make to 

solving these problems? 

 

Knowledge 

transfer 

Could you please describe to me, 

what learning processes Chinese 

companies are experiencing through 

the acquisition? 

How is this knowledge transfer visible? (e.g., 

co-developed product)  

What were the business policy implications 

(e.g., entering of nine market segments, higher 

innovation rate, etc.)? 

Which company areas does the learning 

process cover? 

Which measures promote the transfer process? 

What are the obstacles or success factors? 

Are there also learning effects on the part of 

German companies? 

What are the most important 
experiences/learning processes that 

you have made in your work with 

Chinese investment? 

Regarding the behavior of the investor/ 

investment object? 

In terms of your own behavior? 

Economic 

performance 

Can you estimate how the 

performance of companies changed 

as a result of the acquisition? 

 

Negative 

example 

Can you describe a case of a 

disinvestment? 

What were the reasons? 

IV   Regional Networks and Stakeholder Reactions 

Stakeholder 

reactions 

Can you describe how suppliers and 

customers of the German company 

reacted to the acquisition? 

Did they react with uncertainty? 

What triggered the uncertainty? 

What have Chinese companies done to ease the 

uncertainty? 

Are there any other stakeholders involved in 

the acquisition? (e.g., banks, unions) 

How did companies in the region 

respond to the takeover? 

 

Networking How are Chinese investors taking 

initiative to build a network? 

To what extent are companies involved in 

regional associations or initiatives? 

Do companies also take part in regular 

meetings or other social events? 
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How are Chinese investors trying to 

build or intensify supplier 

relationships/ scientific 

collaborations? 

 

What changes do you see in the 

networking of the new Chinese 
companies compared to the previous 

German companies? 

What barriers can you identify that companies 

need to overcome in networking? 

Public opinion How open are German companies 

about belonging to a Chinese 

investor? 

How are you trying to influence this public 

presentation? 

What are the reasons for defensively handling 

the takeover? Image reasons? 

To what extent do Chinese investors 

have problems with negative media 

reporting? 

What prejudices are Chinese companies 

facing? 

What are the companies doing to increase their 

public reputation? 

VI   Conclusion 

Contacts Could you refer us to other 

intermediaries, which might be 

interested in participation in this 

research project? 

Is it possible for you to recommend and 

introduce me to these people? 

Data The data on Chinese investments in 

Germany is limited ans the sources 

differ in their extent. How many are 

there to your knowledge? 

 

Additions We are at the end of the interview. 

Would you like to add any aspects? 
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APPENDIX 2: INTERVIEW GUIDE – COMPANY INTERVIEWS 

Interview partner 

(Name/Position) 

Duration Sending the 

transcript 

Interviewer Place Date 

      

Advance Information  

Dear Ms/Mr _________________________ ,  

Thank you for taking the time to support our research project.  

Within the next 60 to 90 minutes, I would like to talk with you about your company’s acquisition.  
The  interview will address three general topics: the M&A process, knowledge transfer, regional networks 

and stakeholder reactions. 

I am interested in your personal assessments and opinions.  

All your statements will be treated confidentially. The interview is purely for scientific purposes. During 

the course of our project, I am going to analyse the interview and all results will be anonymised before 

publication. In order to avoid disturbing the interview by taking notes, I would like record it. Do you 

agree? 

Do you want to receive the interview transcript? 

Do you have any questions before we start?  

I   Introduction     Central Questions                                                 Further Questions 

Occupation and 

expertise 

Could you please introduce yourself and 

your work? 

How long have you been working for 

this company? 

What are your main tasks? 

II   Pre-Merger-Phase 

Relation in the 

pre-merger-

phase/  

Initial situation 

What was your company’s situation before 

the acquisition? 

Did a private equity investor own your 

company? 

Was your company in financial distress? 

 What was the relationship between the 

parent company and the acquired firm 

before the acquisition? 

Did a business relation between the 

parent company and the target exist? 

(Customer, supplier, joint venture, 

strategic alliance)? 

Were you competitors? 

To what extend did this previous 

relationship help to assess the potential 

of the target/partner? 

Did this pre-existing relationship have 

an impact on the success of the M&A? 

Do the target and the parent company 

belong to the same industry? 

Did external consultants or one of your 

main customers suggest the acquisition? 

Motivation for 

the acquisition 

Why was your company interested in the 

parent company/target? 

What were the motives for the 

acquisition? 

III   Merger-Phase 

Events during 

the merger-

phase 

Could you tell us more about the 

negotiations between the Chinese and the 

German company? 

How did the contact between the two 

firms develop? 

What happened during the due 

diligence? 

Why did your company decide to sell to 

a Chinese investor? 

Why did your company decide to buy 

this German company? 

 



Appendix 2  

 

 
153 

To what extent was the integration of the 

target already planned during the 

negotiations? 

To what extent was collaboration 

between the two companies already 

planned during the negotiations? 

Intermediaries Did you use the services of consultants, 

investment agencies or other service  

contractors? 

 

IV   Post-Merger-Phase 

Integration  

process 

Please tell me about the integration process.  Which role does ____ (DE firm) play 

within the organization of ____ (CN 

firm)? 

Did this role change with time? 

Which divisions were changed most?  

Which managerial positions were staffed 

by Chinese employees? 

How independent of the Chinese 

company can the German subsidiaries 

make decisions? 

How often do you have contact with the 

German subsidiaries and what form does 

it take? 

Are the Chinese employees distributed 

among the various company divisions 

and why? 

Have there been any people that were 

especially important to the integration 

process? (internal/external) 

Which divisions of the two companies 

cooperate? 

Daily business Which challenges for the daily business 
have arisen from the fact that yours is a 

Chinese-German business?  

 

(Possibly detailed questions on specific 

areas of business, depending on the role of 

the German company) 

Are there any legal obstacles?  

How do management styles differ? 

Did the way projects are managed 

change?  

How does the communication between 

the different business units work during 

daily business?  

Are there cultural-related problems in 

everyday business life? 

How do you handle these problems? 

Do these problems have concrete effects 

for the daily business?  

Are there advantages to being a  

Chinese-German business? 

What did you learn from your business 

partners? 

With which measures do you try to 

promote cooperation and trust between 

your Chinese and German employees?  

Do you place value on transparent 

information? 

Do you organize intercultural trainings? 

Are there delegations or dispatches of 

employees or multinational work teams?  

Knowledge 

transfer 

What are the implications of the 

acquisition?  

Did the acquisition lead to an exchange 

of knowledge between the parent 

company and the acquired firm? 
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On which hierarchical levels does 

knowledge transfer occur? 

What is the direction of the knowledge 

transfer? 

Which area of knowledge is particularly 

concerned (managerial or technological 

know-how)? 

With which management actions is 

knowledge transfer promoted? 

What are the obstacles for a successful 

knowledge transfer? 

What does your company do to 

overcome these challenges? 

What are the consequences of the 

knowledge transfer? 

IV   Regional Networks and Stakeholder Reactions 

Access to 

networks as 

motivation 

To what extent was access to customer and 

supplier networks a crucial motive for 

buying the acquisition?  

 

Reaction of 
customers and 

suppliers 

When and how did you inform your most 
important customers or suppliers of the 

shareholder change?  

 

How did the suppliers react? Were reservations expressed about the 

Chinese shareholders?  

What were these reservations based on?  

Was there any price, performance or 

relational uncertainty?  

Did you take measures to counteract 

these reservations/uncertainties? 

How did the customers react? Were reservations expressed about the 

Chinese shareholders?  

What were these reservations based on?  

Was there any price, performance or 

relational uncertainty?  

Did you take measures to counteract 

these reservations? 

Stakeholder 

reactions 

How did stakeholder groups like banks and 

scientific cooperation partners react? 

Which effects did media reports have on 

the reactions? 

Did customers, suppliers or other 

stakeholders like banks or polities try to 

influence the outcome of negotiations? 

 

Networks How did your networking in the region 

change? 

Are these mostly Chinese, German, or 

Chinese-German networks? 

Does your company engage in regional 

organisations or initiatives? 

Do you participate in regular group 

meetings or other events of a more 

social purpose?  

Aims How did the corporate culture change 

through the integration of the two 

companies? 

 

Were you able to reach the goals sought 

through the M&A? 
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V   Conclusion 

Contacts Could you refer us to other companies, 

customers, suppliers or stakeholders, which 

might be interested in participation in this 

research project? 

Is it possible for you to recommend and 

introduce me to these people? 

Additions We are at the end of the interview. Would 

you like to add any aspects? 

 

Acknowledgements 
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APPENDIX 3: INTERVIEW GUIDE – INSTITUTIONAL BROKER 

INTERVIEWS 

Interview partner 

(Name/Position) 

Duration Sending the 

transcript 

Interviewer Place Date 

      

Advance information 

Dear Ms/Mr _________________________ ,  

Thank you for taking the time to support our research project. 

Within the next 60 minutes we would to talk with you about your work experiences.  

We are interested in your personal assessments and opinions.  

All your statements will be treated confidentially. The interview is purely for scientific purposes. During 

the course of our project, I am going to analyze the interview and all results will be anonymised before 

publication. In order to avoid disturbing the interview by taking notes, I would like record it. Do you 

agree? 

Do you want to receive the interview transcript? 

Do you have any questions before we start? 

I    Introduction  Central Questions                                           Further Questions 

Occupation  Could you please introduce yourself and 

your work? 

Are you employed by the Chinese investor 

or the German target? 

II   Expertise 

Cultural 

expertise 

What experiences did you make with the 

Chinese/German culture before the 

investment? 

... in the Asian/European area? 

Do you speak Chinese/German? 

How long have you been in Germany? 

Did you study in Germany/China? 

What role did your previous experience 

play in your recruitment? 

Was there an explicit search for people 

with your cultural profile? 

Did you have a position in the company 

before taking over? 

III Tasks as a key person 

Daily Business How would you define your main tasks in 

the company? 

What role do your previous experiences 

with German/Chinese culture play in the 

performance of your work? 

Have these tasks changed compared to the 

pre-acquisition period? 

What does your work at the interface 

between the Chinese and German context 

involve? 

In which areas do problems or conflicts 

occur? 

Why do these problems/conflicts occur? 

How do you deal with it, when you notice 

or become aware of such problems/ 

conflicts? 

Do employees contact you specifically, 

when they have culturally influenced 

problems? 

Please tell me in as much detail as 

possible about an example of your work 

here in the company. 

Detailed questions depending on the given 

example 

Management 

level 

To what extent du you notice challenges 

in the collaboration of the management? 

How would you describe your leadership 

style compared to that of your 

Chinese/German colleagues? 
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Which challenges did you notice resulting 

from different bureaucratic processes? 

What are the differences in the area of ... 

... corporate planning? 

... human capital management? 

What role do you play in overcoming these 

differences? 

What measures have been taken to 

improve management cooperation? 

Operational 

level 

What are the challenges of cooperation at 

the operational level? 

How have operations changed at the 

operational level? 

What experiences did you have during 

joint project work? 

Does the different cultural background 

matter for how projects are handled? 

What problems arise at the operational 

level? 

Have you been asked for help to overcome 

differences? 

What measures are being taken to facilitate 

this work at the operational level? 

Communication Can you describe how the 

communication between the Chinese 

investor and the German subsidiary takes 

place? 

What effect do different language skills 

have on collaboration? 

Which communication channels exist/ 

should be created? 

In your opinion, what are the biggest 

problems with communication? 

How important do you rate previous 

experience with each other's culture for 

mutual understanding? 

What measures are being taken to 

strengthen communication between parts 

of the company? 

Integration 

measures 

What measures are being used to promote 

cooperation and trust between employees 

from the Chinese and German 

organizations? 

Are there… 

... visits? 

... multinational teams? 

... postings of employees? 

... intercultural trainings? 

How successful would you currently 

assess these measures? 

What measures do you consider useful for 

the future? 

IV   Regional Networks and Stakeholder Reactions 

Networks To what extent have you taken the 

initiative to build your own regional 

network? 

Are you involved in regional associations 

or initiatives? 

Do you participate in round tables or other 

social events? 

Do you have contact with other Chinese in 

Germany? 

Do you share your experiences? 

In what ways did your Chinese investor 

take initiatives to build their own 

network? 

Are your companies involved in regional 

associations or initiatives? 
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V  Conclusion 

Contacts Could you refer us to other persons, who 

perform similar functions at this 

company? 

Is it possible for you to recommend and 

introduce me to these people? 

Could you refer us to other persons, who 

perform similar functions at other 

companies? 

Is it possible for you to recommend and 

introduce me to these people? 

Additions We are at the end of the interview. Would 

you like to add any aspects? 
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