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ABSTRACT

Competition and cooperation are the two equally important and com-
mon aspects in the economic activities of the human, and form the main
power pushing the advancement of the human society and economic de-
velopment together. Because of the existence of economic transactions,
both competition and cooperation take place between enterprises, so the
choice between them has been a popular title studied in the field of eco-
nomics. To some extent, cooperation is in more accordance with the final
value of the human, but since Adam Smith, competition has been the
main stream in the system of both economics and management dominated
by western culture, which reflects that in the last hundreds of years, the
development strategy of the enterprises in the western countries is “ com-
petition strategy” . Not until the end of the twentieth century did a radi-
cal change take place to this strategy model with the popularity of joint
venture, M&A, Strategic Alliance and Outsourcing. “ Competition
Strategy” has been substituted by “Co-opetition Strategy” gradually.

In the recent years, this change of strategy was also displayed com-
prehensively in the field of FDI, from confront competition to lenient
competition, and then to cooperative competition, which reflects not on-
ly the springing up of cooperative behavior in which MNEs play an impor-
tant role in the global field but also the development path along which for-

eign investors turned from stubbornness to rationality and then to ripe-
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ness. This book will focus on the Chinese market, begin with the cooper-
ation between foreign investors in China, and probe into the counter-
measures that Chinese government and enterprises should take.

I. On the Subject

The reason why this book chooses to begin with the cooperative be-
haviors between foreign investors in the Chinese market is mainly owing
to the consideration of innovation, which consequently constitutes the
first point of innovation in this book. As everyone comes into light, each
economic theory observes and studies the economic activities of the hu-
man from different points of view, therefore concludes the different theo-
retical explanation, then the division among different theories arises.
Therefore, no more than supplement and consummation to the existing
theory are available if we choose a traditional point of view. On the con-
trary, a new one can bring out the new discovery and then new theoreti-
cal creation. Specifically in the cooperation of FDI, it can be classified
into two types according to the principal, that is, the cooperation be-
tween foreign investors and cooperation between domestic enterprises and
foreign investors. The reasons why this book begins with the latter are as
follows :

1. Subject to the trend of future development. The cooperation be-
tween enterprises is not a new phenomenon, nor is the cooperation be-
tween foreign investors and domestic enterprises. But the consistent esca-
lation of cooperation between foreign investors in China is indeed a new
phenomenon and a new tendency. Of course, the cooperation between
foreign investors accounts for only a small proportion in the present mar-
ket of China, which can’t be mentioned in the same breath with the pro-
portion of the cooperation between foreign investor and domestic enterpri-
ses. But we have to acknowledge that with the China’s joining WTO and

the further liberalization of the foreign investment policy, this proportion
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will surely go on increasing following the strategic adjustment of foreign
investors, thereby a development trend we’ve never studied before will be
formed.

2. Subject to the status quo of research. It’s concluded from the pres-
ent situation of research that most literatures focus on the cooperation be-
tween foreign investor and domestic enterprises in the market of the host
country and hardly involve the cooperation between foreign investors. In
abroad the formal analysis on this subject began in 1996 when Yigang
Pan and David K. Tse publicized “Cooperative strategies between foreign
investors in an overseas market” in the Journal of International Business
Study, in which they carried out primarily creative study on this sub-
ject. A loss may turn out to be a gain, although only a little relevant ma-
terial is available, the difficulty of choosing this subject is just the begin-
ning for further innovation.

3. Subject to the consideration of countermeasures. Under the condi-
tion that the competition in the international market is increasingly fierce,
and especially more and more foreign investors are carrying out coopera-
tion, the formation and development of domestic enterprise groups and
strategic alliances in China make the relationships between monopoly and
competition much more distinct; the domestic monopoly is just for
strengthening the competition with foreign investors, and the foreign
competition needs domestic alliances to produce moderate monopoly. That
is to say, both Sino-Sino competition and Sino-foreign cooperation are ef-
fective measures for resistance against foreign-foreign cooperation.

. On the logics

In order to explain the subject clearly, the writing of this paper

mainly keeps to the following logical framework step by step:
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Case-study for “What” the cooperation

between foreign investors is.

Phenomenon Perspective !

!

[ Theoretical Analysis |

v

[ Modes Selection

!

rEfﬁciency Comparison [

Summarization of viewpoints for “Why”

the foreign investors cooperate.

I Modes introduction for “How”

the foreign investors cooperate

Efficiency comparison for “Which”
mode is more efficient.

Countermeasures for government and
| Countermeasure Study ' R .
enterprises respectively

Specifically, the content of this book is divided into six chapters,
which covers the relevant innovation :

Chapter One aims at the case study on the subject of this
book. Globally, from quantities of relevant data we can find that the mar-
ket cooperative behavior between MNEs is rising in the whole world, the
symbol of which is the increase of cooperative agreements and the innova-
tion of cooperative means. Domestically, we can also get the same con-
clusion and generalize the specific motives of the cooperation between for-
eign investors in China into strategy-oriented, market-oriented, scale-
oriented, technique-oriented, competition-oriented, and security-orien-
ted. Exactly in accordance with what Michael Port said in his “ State
Competitive Advantage”, “the target of alliance has extended from sim-
ple market requirement to more functional requirements” . In order to
verify this conclusion, we quote the multiple regressive model from Yi-
gang Pan and David K. Tse who made originally innovative study on this
subject and offer the latest data for sufficient affirmation and certification.

Chapter Two aims at summarization of relevant viewpoints for the
subject of this book. Although until now no single economic theory spe-

cialized in studying the cooperative motives of foreign investors is availa-
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ble, the theories about business cooperation can also be expanded and
adopted. Among them, the Marxist Political Economics starts with the
most basic working collaboration of the human and then expands to the
development and evolvement of the organization of enterprises. The core
content is that the M&A and alliance between enterprises are both the
outcome of the development of working collaboration. But if arranged ac-
cording to the clue of time, the outcome related with this subject from
the Economics and Management refers to transaction cost, management
organization, resource, value chain, organization study, network profit
as well as many other aspects. And the characteristics that Economics and
Management keep pace with each other and evolve together arise con-
stantly.

Chapter Three, on one hand, states the following important judg-
ment. According to the traditional view of industrial organization, M&A,
price and advertisement are the three market competitive behaviors. But
after looking back at the fifth tide of M&A in the world, we will find that
“Power-Power Alliance” is the most attractive feature. The alliance be-
tween powers is not limited to merging the other party, but more is for
collaboration and cooperation. Therefore this paper creatively brings M&A
into the framework of markets cooperative behavior for consideration,
and the combination of traditional price coordination, public and legal
M&A, strategic alliance and outsourcing into market cooperative behav-
ior, which supplement the content of the market behavior of foreign in-
vestors. This is the second point of innovation. On the other hand, just
like the evolvement of industrial organizations, the cooperative modes
between foreign investors also experienced the process of self-renewing
and moving forward to a more advanced level, constantly transforming
from traditional price coordination to modern M&A , strategic alliance as

well as outsourcing etc. Respectively, although traditional price coordina-
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tion still exists, it is difficult to increase internationally with more and
more countries enacting and implementing Anti-trust Law. With the rising
of the fifth tide of M&A in the 1990", quite a lot of M&A behaviors are
no longer obvious competitive behavior but moving closer to the character-
istics of cooperative behaviors, which becomes the particular part of co-
operative behaviors as well as the supplement of the other cooperative be-
haviors. Based on the comparison of strategic alliance with international
cartel, joint venture, business group, M&A as well as other cooperative
behaviors, this chapter offers the further statement of its main forms and
the development tendency, and emphasizes the new position of strategic
alliance. Outsourcing refers to that overseas professional enterprises assist
foreign investors to accomplish its non-kernel business, and has devel-
oped rapidly since the 1990, escalating to be the most characteristic
business behavior.

Chapter Four stresses the third point of innovation of this
book. According to the traditional industrial organization theory, coopera-
tion between enterprises is not beneficial. But based on the Chapter
Three, this chapter analyzes their efficiency respectively and gets four
conclusions that are not completely in conformity with the traditional
viewpoint: Firstly, the horizontal price coordination between foreign in-
vestors could reduce the economic efficiency by changing the market
structure. Secondly, the vertical price coordination between foreign in-
vestors could raise the improvement of economic efficiency. And this con-
clusion can be extended to longitudinal integrative alliance. Thirdly,
M&A is obviously binate in efficiency. It may work positively by expan-
ding the scale of enterprises and realizing scale of economy. At the same
time, it may result in social economic abilities moving toward minority of
the economic entities, containing the danger of economic abilities exces-

sively concentrated, forming monopolistic market structure so as to re-
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duce the economic efficiency. Fourthly, the strategic alliance of non-
price cooperation takes the characteristic of economic efficiency improve-
ment, which can be verified either by relevant mathematics verification or
by comparison with non-cooperative innovation. But it is proved from rele-
vant theoretical analysis and practice that the above four conclusion are not
the only foundation for making policies. Both the government and domestic
enterprises should look on the economic efficiency of the cooperation be-
tween foreign investors dialectically so as to take suitable countermeasures.

Chapter Five starts with the relationships between host countries and
domestic enterprises and between host country and foreign investors, ver-
ifies the function of public policies and points out the development trend
of the foreign investment policy of China moving from regulation to dereg-
ulation. Based on the above three lays and also the subject of this book,
this chapter brings forward the view for the public policy of Chinese gov-
ernment, that is, liberalization as premise, Law of Antitrust as kernel
and neutralized policy as guarantee. Among them, the choice of liberal-
ization policy is up to both the trend of the world tide and the requirement
of strengthening competition, and becomes a major premise that cannot
be changed. Concluded from the practice of western countries, coopera-
tive behaviors between foreign investors are mainly solved through the
regulations of government, the kernel of which is Law of Anti-
trust. Therefore by comparing the differences of the Law of Antitrust of
western countries and analyzing their new trend in the recent years, we
can sum up the regulative policies into legal aspect, structure aspect as
well as administrative aspect. The most important is to enact “ Antitrust
Law” as soon as possible, to revise and to adjust the present content of
anti-dishonest competition, and to make the necessary supplement. The
above mentioned neutralized policy is different from the Principle of Na-

tional Treatment, but means that neither discrimination nor preference
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should be offered to the foreign investors. From now on, the host govern-
ment should not intervene the behaviors between foreign investors by ei-
ther “Super National Treatment” or “Inferior National Treatment” , but
create a fair policy environment for either free competition or cooperation
between all kinds of foreign investors.

Chapter Six puts forward that confronting the shock at domestic en-
terprises from the cooperative behaviors between foreign investors, it’s
impossible for government to limit the market entry and take the adminis-
tration. The only way can be to foster domestic leading enterprises and re-
ly on it to compete with foreign investors who have cooperated, then to
achieve the improvement of the market structure and the lasting increase
of output through competition. At present there are three better ways to
foster domestic leading enterprises; The first is to organize business
groups, which will relate to the premise, necessary conditions, M&A
strategies, government selection, economic efficiency and antitrust
etc. The second is to establish strategic alliance, which is the require-
ments for adapting the change of times, fostering competitive superiority
and countering joining the WTO, turning to cooperative game. So the es-
tablishment of strategic alliance needs to consider a series of problems
such as premise conditions, partner selection, types of region and tech-
niques, boundary confirmation, obstacle overcoming and trust creation
in between. The third is to join in outsourcing and deal with such relevant
work as strategic steps and chain selection.

Finally, it is worth mentioning that in the study of this subject of
this book, especially in Chapter One, Four and Six, modern analytical
tools such as multiple regressive model, game theory and mathematics
inference are fully utilized, which stresses the important value of cooper-
ative game, enriches the research method of FDI, and constitutes the

fourth point of innovation of this book.



