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Upgrading-oriented Reverse Acquisitions by OEM Firms:
A Case Study of Lacquer Craft Group and Wanxiang Group
LI Tian LIU Yang-chun MAO Yun-shi
( Business School Sun Yat-sen University Guangzhou Guangdong 510275 China)

Abstract: With the development of global economic integration in the new century especially after the financial
crisis Chinese enterprises have accelerated overseas mergers and acquisitions with a substantial increase in cases of
acquired businesses from developed countries. In particular some of the early groups of OEM firms have achieved
OBM upgrade through overseas acquisitions. OEM business is a special product of China’s opening up into the global
manufacturing system taking up a large proportion of China’s total economy. However its operational activities are at
the lower end of the global value chain. In recent years it is obvious that a lot of things are on the rise: raw material
prices and labor costs energy supply RMB appreciation export tax rebates environmental costs and many other fac—
tors. With the lack of independent branding and core technology OEM companies face increasingly competitive pres—
sure urgently in need of upgrades to change their competitive position in the global value chain.

However there is a lack of attention and even a gap in the research of the OEM companies in the emerging econ—
omies who have obtained strategic assets through reverse acquisition and achieved upgrading by enhancing their abili—
ties. Existing researches on OEM business mostly focus on the path of OEM to ODM and further to OBM and bear the
endogenous perspective of their incremental upgrade by enhancing independent innovation capability or the creating
their own brands. It is still an untouched research subject that OEM firms while facing the foreign markets acquire o—
verseas strategic assets through the acquisition and thus achieve a leapfrog upgrade. Most existing research in the theory
of foreign direct investment only focuses on enterprises especially brand enterprises in developed countries and develo—
ping countries. The theoretical analysis is insufficient in the study of OEM firms situated in emerging economies.

In practice many OEM firms in Asia’ s emerging economies as the products of industrial globalization are in—
ternational enterprises from birth since almost all the goods are exported abroad. As part of the global industrial
chain by participating the global production system of the international companies from developed countries OEM
enterprise have gradually mastered some specialized technology and skills which are enhanced as the international
division of labor deepens. When the international and domestic economic situations change these enterprises always
take advantages of the resource capacity gained in the longtime association with international companies and their u—
nique role of labor division in global industries and thus develop into multinational operations. On this basis an ex—
pansion towards upstream and downstream global industrial value train is made to compensate for the disadvantages
and meanwhile achieve more competitive advantages. In view of the realistic and theoretical basis it is necessary to
conduct a further and systemic theoretical research in the issue of OEM firms’ upgrading by obtaining strategic as—
sets through reverse acquisitions.

This study will systematically analyze and summarize the antecedents processes and performance of reverse ac—
quisition by OEM firms. By synthesizing perspectives of internationalization and firms’ upgrading the author used
nested comparative case study method based on theories of global value chain resource foundation and dynamic ca—
pability. The study chose several typical cases of reverse acquisition rooted in the Lacquer Craft Group and the
Wanxiang Group for examination utilizing standard coding program. As a result the research discovered the follow—
ing six core factors and the logical relationship among themi “strategic asset gap’  “internationalization experi—
enceé  ‘“environmental factors and changes’ ‘entrepreneurial spirit” strategic asset seeking reverse acquisi—
tion” and “terms’ upgrade”. Furthermore the study built a series of analytical framework of “OEM firms reverse
acquisition based on firm upgrading”. The framework includes: the factors determining strategic options by OEM
firms reverse acquisition the process of OEM firms reverse acquisition and the upgrade of OEM firms resulting from
reverse acquisition. The following contents are indicated by the research:

Firstly the main factors affecting “OEM firm reverse acquisition” are: strategic assel gap international experi—
ence environmental factors and changes and entrepreneurial spirit. OEM firms usually achieve upgrading through
the following mechanism: OEM firms took the opportunities of reverse acquisition by merging poorly managed senior
enterprises in developed countries accumulating their resources by the internationalization and internal growth with
the motivation of entrepreneurial spirit and the emphasis on strategic insufficiency.

Secondly over the course of reverse acquisition OEM firms carry out a range of activities involving strategic as—
sets. These activities are specified in two stages: identification and acquisition of the strategic assets and transfer and
restructure of the strategic assets. In the first stage OEM firms perceive and capture available opportunities evaluate
acquisition targets and adopt a flexible means of identifying and acquiring strategic assets. In the second stage OEM
firms transfer and reconstruct strategic assets acquired by reverse acquisition according to the features of merged
firms. The assets being transferred and reconstructed include manufacturing research & development branding mar—
keting etc.

Thirdly strategic asset-seeking reverse acquisition is an effective approach toward the completion of upgrading by
the OEM firms. OEM firms’ reverse acquisition enables firms to acquire fresh strategic assets externally leading to an
escalation. With the growth of their recourses and the upgrade of their power OEM firms successfully achieved their
goals of product upgrading functional upgradging process upgrading and even inter-sectoral upgrading,

Key Words: upgrading; reverse acquisitions; OEM; strategic assets
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