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Abstract  After joining the WT'O, Chinese government has gradually fulfilled various promises, such as cancellation of restrictions on foreign

capital share ratio, and opening up of foreign investment areas. There are new changes in foreign merchants’ direct investment in China, and it

shifts from '

"green investment" featured by high risk and long period of return on investment to cross-border M&A. Since Coca-Cola failed to

complete M&A of Huiyuan Juice in 2009, people have paid close attention to foreign capital M&A of domestic agribusiness. New changes and

features appear in both scale and industrial areas, and M&A incidents have mushroomed in the industries of meat processing, wine, dairy and

beverage, and the related industries have become the hot areas of cross-border M&A. Through the study of M&A incidents in China’s agricul-

ture-related areas in recent years, this paper aims to offer an overview of current foreign capital M&A of China’s agribusiness in terms of scale

and industry.
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1 Introduction

After joining the WTO, Chinese government has gradually fulfilled
various promises, such as cancellation of restrictions on foreign
capital share ratio, and opening up of foreign investment areas.
There are new changes in foreign merchants’ direct investment in
China. Foreign direct investment in China has two forms: one is
the so-called " green investment" , namely directly investing in set-
ting up factories in China; the other is the acquisition or merger of
existing domestic companies, in order to obtain control over the
companies. " Green investment" has a high risk and long period of
return on investment, while the second way has the advantages of
reducing capital investment, spreading risk, rapidly expanding
scale, and rapidly gaining dominance over competitors. Based on
this, now the cross-border M&A has replaced green investment to
become the most important way of foreign direct investment for

. 1
cross-border companies'" .

2 Definition of related concepts

2.1 Foreign M&A M&A includes mergers and acquisitions,
and foreign scholars generally combine the two together and abbre-
viate them as M&A. M&A is a general term that refers to the con-
solidation of companies or assets. While there are several types of
transactions classified under the notion of M&A , a merger means a
combination of two companies to form a new company, while an
acquisition is the purchase of one company by another in which no
new company is formed. It is generally believed that foreign cap-
ital M&A means that based on some purposes, the foreign compa-
nies have some or complete de facto control over the management
of Chinese enterprises by taking all or part of the assets or shares
of Chinese enterprises. Foreign capital M&A is usually divided in-
to horizontal M&A , vertical M&A and conglomerate M&A. Hori-
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zontal M&A refers to the mergers and acquisitions between two or
among many competitive independent legal entities. Vertical M&A
refers to the mergers and acquisitions between the upstream and
downstream parts of the same industry. Vertical M&A is a busi-
ness model aimed at optimizing the allocation of resources, expan-
ding the scale of entities and achieving full industrial chain. Con-
glomerate M&A refers to the cross-industry mergers and acquisi-
tions carried out by investors to spread management risk, expand
industry coverage and seek economies of scale.

2.2 Agribusiness
cept, and Dr. Zhong Qi from CASS believes that the agribusiness,

as a unit of social production, has the right to determine specified

The agribusiness is a relatively broad con-

land for productive purpose, and to achieve this purpose, it can
determine the purchase of production materials, land and labor
distribution, and the final processing and sale of agricultural prod-
ucts. With the economic development, the boundaries and the di-
vision of labor between industries have gradually blurred. There-
fore , in the process of modernization, agricultural enterprise is ac-
tually a concept combining characteristics of agriculture and com-
monness of modern enterprises, and we can define agribusiness as
the business that is active in farming, forestry, animal husbandry
and fishery, and engages in the production, processing, market-
ing, research and development, service and other activities con-
cerning farm produce and agricultural production materials. It typ-
ically includes four types: (i) the agricultural productive means
enterprise which provides production materials and services for ag-
ricultural production; (ii) the agricultural production enterprise;
(ii1) the agricultural processing enterprise; (iv) the agricultural

circulation enterprisem .

3 Change in the scale of foreign capital M&A of
China’s agribusiness
In fact, the agricultural sector is an area for the earliest opening to

foreign capital. China is a large agricultural country, and a major

country introducing FDI, so China’s agriculture is conspicuously
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attractive to international capital. Foreign investment in China’s
agriculture is expanding each year. During 2006 —2012, the actu-
al foreign capital for China’s agriculture was about $ 10 billion.
In 2012, there were 882 foreign-funded agricultural projects, and
the actual amount of investment was $ 2.06 billion, an increase
of 2% and 2.7% , respectively, accounting for 3.5% and 1.8%
of total foreign investment, respectively.

3.1 Great interannual fluctuations in the foreign capital
M&A cases

eign merchants made exploratory investment in China’s agricul-

In the early period of reform and opening up, for-

ture, and the direct investment scale was small. Then foreign bus-
inesses began to merge and acquire China’s agribusiness on a small
scale, but the number was small. Before 2000, there were a total
of 27 incidents of foreign capital M&A of listed companies in Chi-
na, but few of M&A activities occurred in the agricultural sector.
In December 6, 2000, Danone Asia Co. , Ltd. invested about 1.8
billion yuan in acquisition of 50% of share in Shanghai Meiling
Drinking Water Co. , Ltd. and 10% of share in Zhengguanghe
Online Shopping Co. , Ltd. , which broke the M&A deadlock in
the agricultural sector, and kicked off the foreign capital M&A in
agriculture. In recent years, China’s agriculture has become a hot
area that multinational corporations fiercely compete for, and there
are a growing number of M&A incidents involving wine, dairy,
food processing and beverage. Even the leading agricultural enter-
prises are continuously targeted. From 2006 to the second quarter
of 2015, there were great interannual fluctuations in the number of
foreign capital M&A cases about agribusiness approved by the Chi-
nese government ; the number was largest in 2007, reaching 21,
while the number was only 2 in 2013. The main reason is related
to the adjustment of foreign investment in China and change in
China’s international political and economic status.

Table 1 Change in the number of China’s agribusiness merged and ac-

quired by foreign merchants

Number of Average M&A
Time the approved M&A transactiozl tranfaction
M&A amount/// 8 10t/ § 10°
2006 18 5.74 0.32
2007 21 31.68 1.51
2008 20 28.37 1.42
2009 19 25.32 1.33
2010 3 988.90 329.63
2011 9 127.00 14.11
2012 3 317.61 105.87
2013 2 735.25 367.63
2014 1 42.57 42.57
2015Q2 5 63.20 12.64

Data source; Foreign capital statistics of the Ministry of Commerce ; ChinaVen-
ture China Statistical Report on M&A Transaction.

3.2 Growing capital in agribusiness M&A cases Before
2009, the average capital scale in foreign capital M&A of China’s
agribusiness was less than $ 30 million, but after 2010, it rose to

about $ 380 million. In 2013, the average capital scale was lar-

gest, reaching $ 367 million”’. During 2006 — 2009, the M&A
number of China’s agribusiness was large, but the capital scale
was small. After 2010, foreign capital M&A of China’s agribusi-
ness slowed down, but the capital involved showed an increasing
trend. The sum (up to $ 988 million) involved was largest in
three M&A cases occurring in China’s food and beverage process-
ing industry in 2010. Japan’s Asahi Breweries Ltd. invested 43.5
billion yen in acquiring 6. 5% of share in Tingyi Holding Group;
Denmark’s Carlsberg Brewery invested $ 350 million in buying
12.5% of share in Chongqing Brewery Co. , Ltd. ; US Heinz in-
vested US $§ 165 million in acquisition of Fuda Food Company, a
company producing soy sauce and fermented bean curd in China.
In 2011, the number of cases of agribusiness M&A approved in
China rose to 9, and the sum involved was $ 127 million, mainly
concentrated in the food and beverage industry. Swiss Nestle ac-
quired 60% of share in Yinlu Food Company and Hsu Fu Chi In-
ternational Group. After 2012, there was an economic slump over-
seas, the business operating conditions declined, and the quantity
and scale about acquisition of Chinese enterprises began to de-
cline. But in general, the overall capital scale in M&A of China’s
agribusiness tended to increase.

3.3 Foreign capital M&A of China’s agribusiness by US-led
countries According to the statistical report of China’s Ministry
of Commerce on foreign investment, from 2010 to the second quar-
ter of 2015, in terms of stock, the countries using capital to merge
and acquire China’s agribusiness were mainly distributed in Eu-
rope, Asia and North America. It was led by the US which inves-
ted capital stock of about $ 2 billion in China’s agribusiness,
which was inextricably related to its international status as a super-
power of FDI outflow and cross-border expansion strategies. It was
followed by Denmark, Japan, France, South Korea and Switzer-
land, with M&A sum of $ 1367 million, $ 835 million, $ 604
million, $ 348 million and $ 318 million.

4 Industrial change in foreign capital M&A of Chi-
na’s agribusiness

Now China’s agriculture is opening, and it is gradually forming a
multi-level opening pattern. Since 2000, with the development
and advance of China’s industrialization of agriculture, as well as
rising profit margins, foreign capital has entered into many agri-
cultural areas in China, and the capital has been found in all as-
pects of the industry chain. The industrial distribution also shows
new features and trends. Currently, the M&A purpose of multina-
tional companies has been more than simply seeking to maximize
short-term profits, and they want to include China’s important ag-
ricultural sector into their global agricultural industry chain from
the production, cultivation to the final sale, in order to have great
influence on China’s agriculture. Table 2 shows the industrial
change in foreign capital M&A of China’s agribusiness over the
past decade. From the foreign capital M&A or holding of China’s
agribusiness over the past decade, we can see that there are signif-

icant changes in the strategic layout of foreign capital into China’s
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agriculture.

Table 2 Foreign capital M&A or holding of China’s agribusiness over the past decade

M&A parties or stockowners Acquired companies M&A patterns M&A industries M&A time
US ADM, Wilmar Singapore Fulinmen, Luhua Equity participation Grain and oil processing industry 2005
Bunge Rizhao Sanwei 100% stake Grain and oil processing industry 2005
Morgan, CDH Mengniu 31.1% stake Dairy 2005
Goldman Sachs, CDH Shuanghui 100% stake Meat processing industry 2006
Danone Asia Bright 20% stake Dairy 2006
AgFeed Baishiteng, Huijie 100% stake Animal feed 2008
Carlsberg Brewery Chongqing Brewery 12.5% stake Food and beverage processing industry 2010
Nestle Group Yinlu Food 60% stake Food and beverage processing industry 2011
Arla Foods Mengniu 5.9% stake Dairy 2012

Carlsberg Brewery Chongqing Brewery

Diana Naturals Jianfeng Natural Product

30.3% stake
54.5% stake

Food and beverage processing industry 2013
Food processing industry 2014

4.1 Extending from the basic processing and planting indus-
try at the front end of industry chain to important food pro-
cessing industry and retail trade Since 2000, the foreign cap-
ital M&A of China’s agribusiness has been mainly concentrated in
the basic raw material cultivation and processing industries at the
front end of industry chain. China’s grain and oil processing indus-
try is the most typical example. Soy is the earliest China’s agricul-
tural product opening to the outside world. Since 2000, through
the strategy of investment in building factories combined with mer-
ger, the foreign companies have achieved the goal of controlling
China’s soy industry. However, with the development of agricul-
tural economy and rising level of agricultural industrialization, the
agricultural raw material cultivation and processing markets have
been gradually saturated, and foreign companies get less and less
profit margins from it. Therefore, the foreign capital flows from the
traditional , basic agricultural processing industry to food and bev-
erage, agro-processing industries. The foreign capital M&A is tar-
geted at the monopolized industries or the industries with promis-
ing market*). Tt particularly favors the juice beverage industry
with few constraints, low barriers and obvious scale effect. From
this, we can see that there have been significant changes in the
strategic layout of foreign capital M&A of China’s agribusiness,
from the initial food areas that affect the basic livelihood to the
current everyday consumption.

4.2 Increasing market concentration of agro-industries mer-
ged and acquired by foreign companies The foreign capital
M&A patterns mainly include horizontal M&A , vertical M&A and
conglomerate M&A , and currently, horizontal M&A and vertical
M&A are common in China’s market. The horizontal M&A in agri-
culture means the M&A for the competitors in the same industry
increasing market share and pursuing economies of scale by reduc-
ing the number of competitors. The vertical M&A means that en-
terprises extend up and down the industry chain, and integrate the
upstream and downstream research, development, production,
processing and marketing resources to enhance the bargaining pow-
er and build closed-loop trade barriers. A typical example is that

the transnational capital, led by four major grain merchants-" AB-

CD", continues to merge and acquire many time-honored grain
and oil companies in China, and inexorably squeeze their living
space.

4.3 Leading or high-quality China’s agribusinesses often
chosen as the foreign capital M&A targets  Through the re-
cent cases about foreign capital M&A of China’s agribusiness, it is
found that in the choice of acquisition targets, the cross-border en-
terprises pay close attention to company strengths, technological
content of light industry, trade barriers and experience of coopera-
tion. For example, the Swiss Nestle Group acquired 60% stake in
Yinlu Food Company and Hsu Fu Chi International Limited in
April and July, 2011, respectively. The two transactions are two
foreign capital acquisition cases in China’s food and beverage in-
dustry in recent years. Presently, the " Decapitation Strike "
launched by multinational corporations in China, not only aims to
seize the strategic high ground as soon as possible, but also aims
to gradually take control of the entire chain of agricultural produc-
tion, and implement the vertical integration strategy dominated by
a few developed countries on agricultural industries in other coun-

tries.

5 Conclusions

Agriculture is the basic industry of the national economy, and the
configuration of resources at local, national and world levels has
become a new opportunity for solving the issues concerning agri-
culture, countryside and farmers in China. From the national per-
spective, the foreign investment is actively attracted and used in
recent years to develop China’s agricultural industry. However, as
foreign investment is pouring into the host country, on the one
hand, it makes important contribution to making up for the funding
gap, introducing advanced technology, promoting exports, and
upgrading the industrial structure. On the other hand, along with
increased efforts to attract investment, foreign market share sur-
ges, and the industry security of the host country becomes a poten-

tial risk, posing a threat to some important industries and even the
(To page 26)
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Table 2 Comparison of concentrated distribution and uniform distribution of 4A grade scenic spots in Liaoning Province

Number of 4A

No. City arade scenic % Total Co'nctlentr'.ilted Total 'Un.ifon.n Total
% (A) distribution % (M) distribution % (R)
spots

1 Shenyang 13 25.29 25.49 100 100 7.143 7.143
2 Dalian 10 19.60 45.09 0 100 7.143 14.286
3 Anshan 2 3.92 49.01 0 100 7.143 21.429
4 Fushun 3 5.88 54.89 0 100 7.143 35.715
5 Benxi 4 7.84 62.73 0 100 7.143 57.144
6 Dandong 6 11.76 74.49 0 100 7.143 92.859
7 Jinzhou 4 7.84 82.33 0 100 7.143 150. 003
8 Yingkou 1 1.96 84.29 0 100 7.143 242.826
9 Fuxin 4 7.87 92.16 0 100 7.143 392.865
10 Liaoyang 3 5.88 98.04 0 100 7.143 635.727
11 Panjin 1 1.96 100 0 100 7.143 1 028.592
12 Tieling 0 0 100 0 100 7.143 1 664.319
13 Chaoyang 0 0 100 0 100 7.143 2 692.911
14 Huludao 0 0 100 0 100 7.143 4 387.230
Total 51 100. 00 1068. 52 100 1400 - 7 050. 141

S Conclusions

From the above analysis, we arrive at the following conclusions:
(i) Spatial distribution of resource type scenic spots is agglomera-
tive, and the closest point index R =0. 765 <1. (ii) The distribu-
tion of scenic spots in 14 prefecture-level cities of Liaoning Prov-
ince is relatively concentrated, and the balance degree is relatively
low; the geographical concentration index of fifty one 4A grade re-
source type scenic spots G = 51.361. (iii) Resource type scenic
spots take on concentrated distribution in 14 prefecture-level cities
of Liaoning Province, and the distribution uniformity is relatively
low, while Gini coefficient is up to 0. 80836. (iv) Shenyang,
Dalian, and Dandong cities have higher density of distribution of

resource type scenic spots.

References
[1] HUANG CL. Provincial comparison on the main tourism resources in main-

0@00S00S00S00S00S00S00S00S00S00S00S00S00S00S00S00S00S00S0O0SD

(From page 23)

entire national economy. Based on the cases about foreign capital
M&A of China’s agribusiness in recent years, this paper analyzes
the change and current situation concerning the scale and indus-
trial choice during the foreign capital M&A of China’s agribusi-
ness. There is a need to strengthen the survey and research in
enterprises to obtain first-hand data and enhance reliability and
scientificity of data, and carry out in-depth studies on the follow-
up issues concerning foreign capital M&A of China’s agribusi-

ness.
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