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Vertical ownership arrangement of foreign capital and chain profit

distribution of local enterprise
ZHAO Weiguang LI Kai

( School of Business Administration Northeastern University Shenyang 110169 China)

Abstract: In recent years foreign capital has gradually formed a full industrial chain layout from core component
manufacturing to final product assembly in China through equity investment and establishment of vertical ownership of
subsidiaries. This is easy to lead to the strategic synergy between upstream and downstream companies controlled by foreign
investors and affect the performance of Chinese{funded companies. Based on the micro data of Chinese passenger vehicle
market this paper analyzes the impact of the vertical ownership arrangement of foreign capital on the profit distribution of
Chinese enterprises”industrial chain by constructing a “longitudinal Nash bargaining” model between core component companies
and vehicle manufacturers. The study shows that: on one hand foreign capital can effectively increase the bargaining power of
the integrated components enterprises relative to the downstream enterprises through controlling upstream core components. This
kind of bargaining advantage formed around the vertical ownership arrangement leads to high price of components and profit
transfer from the industrial chain to the core component companies. On the other hand under such a special vertical structure
the downstream Chinese-funded vehicle companies and related anti-monopoly penalties cant effectively offset the effect of profit
distribution. The enhancement of R&D capabilities of local enterprises is not only conducive to the growth of the companys own
profits but also promotes the overall profit of the industry chain. China can achieve mutual benefit and win-win between
Chinese and foreign companies in the process of jumping to the high end of the global value chain.

Key words: vertical ownership arrangement; bargaining power; profit distribution; new empirical industrial organization

( NEIO) ; passenger vehicle market



