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Decomposing FDI 
 
Considering FDI as a broad category obscures the fact that, according to Brakman et al 
(2008), most FDI is in the form of cross-border M&As.  Given the close linkage between 
cross-border M&A activity and FDI, it is worthwhile to delineate the relationship between 
the two.  Cross-border M&A is considered a subset of FDI, ranging from 50-90%, 
depending on the data source.5  The remaining proportion is generally considered as 
Greenfield investment, or organic growth.  Even as early as 1997, according to UN data, 
cross-border deals involved $236 billion of an overall $1.6 trillion in global M&A activity, 
but represented nearly 60 percent of all FDI flows.  Figure 3 shows a decomposition of 
global FDI.  It is clear that M&A activity constitutes the bulk of FDI globally, whereas 
Greenfield investment is considerably less important.  The main difference between these 
two forms of investment is that M&A activity transfers the “control of assets and 
operations…from a local to a foreign company” (UNCTAD, 2000).   
 

 
 
The literature empirically identifies and theoretically supports the traditional drivers of 
FDI flows, and because FDI flows are mostly comprised of M&A activity,  a natural 
assumption would be that these drivers are at play with M&A as well.  However, M&A 
outflows for the Greater China region make up a much smaller proportion of FDI than 
elsewhere.  Indeed, the composition of FDI for Greater Chinese economies varies largely 
from the often-presented stylization that most FDI is primarily comprised of M&A activity, 
and thus warrants deeper study.   

                                                 
5 Hijzen, Alexander, Holger Görg, Miriam Manchin (2006), “Cross-Border Mergers & Acquisitions and the Role of 

Trade Costs,” Globalisation, Productivity and Technology Research Paper Series, University of Nottingham. 
Research Paper 2005/17. 



 
Anecdotally, many Greater Chinese firms are in a good position to make impacts on the 
global M&A market.  For the $US 26 billion in international investments announced by 
Chinese firms in Q1 2008, almost 27 percent was from cross-border M&A.  Two mergers 
that recently attracted substantial international attention were Taiwanese BenQ 
Corporation’s takeover of Siemens AG’s mobile phone division and mainland Chinese 
Lenovo’s purchase of IBM’s PC division.   
 


