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Reverse Knowledge Transfer in Cross-border Acquisitions:
Evidence from M&A of China Engineering Mechanical Enterprises
ZHAO Jian-bo, LV Tie
(Institute of Industrial Economics of CASS, Beijing, 100836, China)

Abstract ; In recent years, With Chinese economy developing rapidly, Chinese manufacturing enterprises have
been expanding continuously in global scope. In response to the new trend of “international competition domestical-
ly,and domestic competition internationally” ,a large number of Chinese manufacturing firms have gone across the
boundary or are planning to go out for acquiring foreign companies , especially those with strategic resource such as
technology.

The knowledge seeking acquisition by Chinese enterprises in the developed countries has shown a surging
trend. This paper focused on the phenomenon of reverse knowledge transfer during cross-border acquisition by Chi-
nese Engineering Mechanical enterprises including Zoomlion,SANY as well as XCMG. Based on the characteristics
of latecomer firms in China, this paper proposed a research framework to analyze the mechanism of reverse knowl-
edge transfer based on absorptive capacity during the cross-border acquisition. In the paper, we define Reverse
knowledge transfer in international M&As , argue that there are three contextual dimensions,knowledge base , knowl-
edge congruity and market or technical paradigm will moderate the impact of absorptive capacity on reverse knowl-
edge transfer,and finally on innovation performance in acquisitions. We develop specific hypotheses concerning the
nature of these effects,and test our hypotheses by multi-case study on China’ s MNC acquisition in engineering me-
chanical industry ,which generally plays an important role in the national economy.

Innovation is critical for 7 rms to adapt to turbulent environments and achieve a sustainable competitive advan-
tage. Acquiring equipment and technology in M&A is not equal to founding innovative capacity. Regarding reverse
absorptive capacity, it refers, after identifying potentially useful knowledge, the firm must transfer that knowledge
from the M&A objectives and edit it to make it understandable to itself. Then,the ? rm must use and transform the
knowledge into speci? ¢ product or architectural design that constitutes product innovation.

The research performed show that knowledge base and congruity provides great potential for knowledge transfer
and absorptive capacity in international acquisitions. As latecomers, China firms could utilize innovation opportuni-
ties of “following” from market trajectory to achieve greater and more barrier breakthrough. According to market
trajectory , innovative products or service within market trajectory could essentially acquire the opportunities of ero-
ding place which starts from the emergence of a new market and ends with the substitution or disruption of the exist-
ing market.

The research shows that Chinese enterprises with latecomer advantage can get urgently needed know-how
through acquisitions of enterprises or their business departments of developed countries. However, it is far from e-
nough to acquire the advanced technology and knowledge of acquired firms just by capital , strong absorptive capacity
is also essential to this process. Absorptive capacity can play a very important role in acquiring implicit knowledge ,
while implicit knowledge is the basis of enterprises’ innovative capability. Regarding to M&A integration ,the paper
concludes that the firms can improve the overall technological capabilities by knowledge transfer based on absorptive
capacity , which refers to effective post integration and establishment of mutual technological learning and knowledge
sharing mechanism.

Finally ,the theoretical implication and managerial practice are discussed. The course of china firm’ s interna-
tionalization is still in the stage of exploration and learning,only few success and focus on segmented market. China
is a developing country,the gap of industrial base and hi-tech with developed country are huge. For the goal of inno-
vation and development,china firms need to go to international market for strategic resources and new market. But,
the experience following the analysis of this paper is, choosing the objective according to the standard of knowledge
congruity ,and then building the innovative capacity by reverse absorption,finally improving overall competitive ad-
vantage in global market.
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