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The challenges for Chinese FDI in Europe 

by 
Louis Brennan* 

 
As the motives driving China’s outward foreign direct investment (OFDI) have 
expanded from resource-seeking to asset- and market-seeking, Chinese FDI in Europe 
has grown rapidly. Although Europe, with its advanced technologies and know-how, 
brands and sophisticated markets, represents an attractive destination for asset-
seeking and market-seeking Chinese FDI, it has also posed challenges for Chinese 
investors. They arise for a number of reasons: the divergent characteristics of the host 
region, home country liability of origin, as well as China’s OFDI regulation and the 
capabilities of the investing enterprises.  
 
The magnitude of the psychic distance between Europe and China intensifies the 
challenge for Chinese enterprises in overcoming the liability of foreignness. This 
challenge is all the greater given the myriad of investment-related agencies that 
operate in the host region and sometimes even within individual countries. Chinese 
enterprises investing in Europe also have to navigate the visa system in many 
European countries, which can be arduous and complex. The fragmented nature of the 
European response to Chinese FDI is also a factor that has beset Chinese FDI in 
Europe.1 European countries have had varied responses to investment from China, 
ranging from keenly seeking such investment (e.g., the UK), to apprehension or 
outright resistance (e.g., some southern European countries). However, in the midst of 
the European economic crisis, countries that were previously opposed to Chinese 
investment have become more receptive.  
 
The vexed issue of liability of origin also creates challenges for Chinese FDI in 
Europe. Some European states have been reluctant to accept Chinese enterprises as 
legitimate since they are perceived as opaque in their governance, as being unfairly 
subsidized by the government and as serving the interests of the Chinese state rather 
than being commercially driven. This reluctance has been reinforced by a perception 
that China has failed to adhere to, and enforce, adequate minimum standards related 
to employment law, health and safety and the environment. Coming from a home 
country environment in which there is little history or necessity to engage in public 
relations, Chinese enterprises have not been adept at managing their image and 
reputational issues and have struggled to adjust to the exigencies of the host region. 
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Home country regulations and the hierarchical systems that operate in relation to 
OFDI in China have also served at times to militate against Chinese FDI in Europe. 
This is especially the case in relation to acquisitions, where the freedom to respond 
quickly in a bidding scenario can be critical to a successful outcome. However 
China’s regulatory framework dealing with OFDI is undergoing significant change as 
a result of the reforms signalled by Xi Jinping, with now only deals valued at more 
than $1 billion requiring full review by the National Development and Reform 
Commission as compared to the previous threshold of $100 million, thus largely 
removing one stage of the approval process for such investments. Nonetheless, there 
is still some way to go in terms of simplification of the system regulating OFDI. 
 

Perhaps the greatest challenge facing Chinese enterprises in Europe is adjusting their 

style of organizing and of managing their operations from their traditional hierarchical 

mode of organization, as well as the command-and-control based approach to 

management, to one that is more compatible with the more autonomous work culture 

prevalent in Europe. Chinese acquirers that tend to be more successful in Europe have 

largely adopted a hands-off approach to the acquired entity; those that have not 

adjusted their style of management tend to face challenges, such as the loss of key 

human capital,2 as well as related reputational capital. Navigating the very different 

cultural and institutional environment in Europe and operating according to local 

norms and practices requires preparation and training for Chinese managers. In that 

respect there has been a recent call 3  for the European Union (EU) to engage in 

training programs (similar to ERASMUS) for emerging market managers, such as 

those from China, to ensure that the positive impact of investments in the EU are 

realized. An additional challenge for Chinese investors in Europe relates to their need 

to develop their absorptive capacities if they are to fully reap the benefits from the 

know-how and capabilities of the acquired entities. 

 

Looking ahead, there are reasons for supposing that Chinese FDI in Europe will 

surmount the challenges that it has hitherto faced. A noteworthy feature of Chinese 

enterprises is that they tend to be fast learners and hence have the potential to rapidly 

develop the capacity to adapt to the requirements of the European environment. 

Furthermore, the recently initiated negotiations of a EU-China bilateral investment 

treaty hold the promise of addressing some of the factors that have created challenges 

for Chinese FDI in the past. 
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