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The case of French carmakers in China is interresting because they were 
the firsts with Volkswagen to invest in China, but they are on the contrary 
of Volkswagen the lasts to succeed. Renault had taken over American 
Motors Company in 1980. American Motors Company was the first foreign 
carmaker in 1983 to create a joint-venture : the Beijing Jeep Corporation, 
with a Chinese auto producer : Beijing Automotive Works. PSA Peugeot 
Citroën created also in 1985, one year after Volkswagen, a joint venture 
with Guangzhou Automobile Manufactory, the Guangzhou Peugeot 
Automobile Company.  

By selling American Motors Company in 1986, Renault renounced 
finally to produce in China until now. PSA is always present, but the 
Guangzhou Peugeot Automobile Company was deleted and the new joint 
venture of PSA, the Dongfeng Peugeot Citroën, is only the ninth cars 
producer today. On the contrary, Volkswagen (with its two joint ventures : 
Shanghaï-VW and First Automobile Works-VW) is now the second, just 
behind General Motors, a very surprising lastcomer (Figure 1). The 
research question of this article aims to understand these divergent 
trajectories in China. 
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Figure 1: Production of Renault-AMC, PSA, Volkswagen, General Motors 
and Nissan in China, 1984-2007 

 

 
 

 
Generally the French explanations insist on the cultural differences, the 

bureaucratic slowness, the inappropriated localisation and the variations of 
the Chinese economic policy. Eric Harwitt, which wrote the first specific 
study about the automobile joint ventures in China until the beginning of 
the nineties, emphasizes the importance of politic leaders at national and 
local level and of their relations with the foreign car companies (Harvitt, 
1995) Certainly these factors took place, but probably in a secondary 
manner. As a matter of fact, the constraints were for Volkswagen often the 
same. When they were different, they were as important as for PSA or 
Renault. So we must find other and clearer explanations to understand the 
difference of the results of these companies in China. 

One can observe the customary explanations presuppose that the three 
European carmakers were in the same internal and contextual conditions to 
face the difficulties. Yet it wasn’t the case. We propose to take in account 
the global trajectory of each carmaker and its profit strategy to better 
understand its successful or unsuccessful joint-venture in China. 
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The three European carmakers pursued at the beginning of the eighties      
the same “profit strategy”. Renault implemented the strategy we called 
“volume and diversity” since the fifties. But it encountered a lot of 
difficulties to continue in the same way after the second oil crisis. PSA and 
VW have adopted this profit strategy for the first time in the seventies. But 
PSA failed to develop it until the nineties. On the contrary VW succeed to 
do it immediately (Freyssenet, Mair, Shimizu, Volpato, 1998). Why so 
different capabilities? 

As well as, each one of the other six profit strategies we have identified 
in all the history of automobile industry (Boyer, Freyssenet, 2002), the 
« volume and diversity » strategy requires some macro and micro-
conditions to be profitable.  This strategy privileges and combines two 
sources of profit: economies of scale for non-visible components and 
economies of scope for visible components. The other sources of profit  are 
exploited also of course, but secondarly: quality, innovation, flexibility and 
permanent cost reduction (Table 1). 

The « volume and diversity » strategy, to be effectively profitable,      
needs a demand constantly increasing and moderatly hierarchized.  It is the 
case when the national income distribution is « nationaly coordinated and 
moderatly hierarchized ». When the market is mature and so increases 
slowly, the economies of scale can be obtained nevertheless by sharing the 
platforms of more car models and brands. That was necessary after the oil 
shocks in Europe. 

The two countries, France and Germany, had in the seventies the same 
national income distribution: nationaly coordinated and moderatly 
hierarchized, which is, as it is written before, a macro-condition favourable 
to the « volume and diversity » strategy. But the growth of France was 
consumer-oriented and Germany’s export-oriented. So after the oil shocks, 
France was obliged to increase strongly its exportations. But its products 
were often ordinary products and they weren’t sufficiently competitive on 
the international market.  On the contrary, the export products of Germany 
were specialized and highly profitable. France knew an economic crisis. In 
Germany, the impact of oil shocks was much less strong. France ought to 
begin to change its distribution mode of national income in a way that we 
qualified more « competitive ». Germany could preserve its moderatly 
hierarchised distribution. The demand slowed in France and became more 
heterogenous. It was much less the case in Germany. So the easiness to 
implement profitably the « volume and diversity » strategy became 
different in the two countries. 
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To find the necessary supplementary volume of which it needed,      
Renault took over American Motors Company in 1980, and decided to 
compete with the Big Three in USA on their own market, proposing 
compact cars sparing with gasoline. But the oil counter-shock in the mid of 
eighties and the dereglementation of the wages oriented an increasing part 
of the US auto demand to social conspicuous and oil greedy lights trucks :      
Sport Utility Vehicle and other off road vehicles to drive in the cities. 
Above all, Renault had purchased AMC by loan. The strong augmentation 
of the share rates pushed heavely Renault in debt. So Renault was obliged 
to sale AMC in 1986 and to try to find a new profit strategy.  

PSA purchased successively Citroën and Chrysler Europe in the 
seventies to implement explicitely the « volume and diversity » strategy.      
But it was unable to obtain rapidly a sufficient share of the platforms of all 
these brands Peugeot, Citroën and Talbot of which the importance was the 
same.  Strongly in debt also, PSA was obliged to reduce its costs drasticaly 
during many years. On the contrary, VW was able to create immediatly 
common platforms, first in seventies with Audi, constitued by little German 
carmakers it had purchased,  after in the eighties with Seat and Skoda.  

As the following Figures 2, 3 and 4 shows it (Boyer, Freyssenet, 1999, 
2006), VW achieved good scores on the six sources of profit, near the ideal 
profile of « volume and strategy » strategy, reprensented in grey on the 
figure, specially during the five years periods : 1985-1989 and 1990-1995; 
on the contrary, PSA, lacked volume and was obliged to reduce costs at 
constant volume; as for Renault, it changed the profit strategy after 1985, 
privileging “innovation and flexibility”. 

So VW was constantly profitable. Renault and PSA had losses several 
times as one can see in the Figure 5. 

The three European carmakers were not in the same capabilities to 
respond to the requirements of their Chinese partners. VW was able to 
accept many of them and even to make losses mainwhile the developement 
of the Chinese demand. On the contrary Renault and PSA was not afford it, 
because of their global situation. So they were less flexible, less easy-
going,  more restrictive than VW during the negociations with their 
Chinese partners. 
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Figure 2: Performances of Volkswagen 
 
 

 
 
Figure 3: Performaces of PSA 
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Figure 4: Performances of Renault 
 

 

 
 
Figure 5: Profitability of PSA, Renault and Volkswagen 
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What were the requirements of the Chinese government and 
manufacturers? They wanted to create quickly a car industry with the help 
of the foreign carmakers, as the South Koreans were able to do. The aim 
was to reduce the importations and to impulse a strong industrial 
devlopment. But China was short of capital and above all of foreign 
currencies. So the requirements were  
- to invest significantly for important capacities in assembly and 
mechanical plants,  
- to engage at least for twenty years,  
- to obtain avantageous loans from the government of foreign carmakers,  
- to adapt the car models and to create specific models,  
- to supply quickly with local parts and  
- to export an increasing percentage of produced cars.  
The counterparts for the foreign companies were the perspective of Chinese 
market and the preference for thus will invest first. 

Generally foreign carmakers considered that the forecasted plant 
capacities were irrealistic, being given the uncertainties concerning the 
level of the demand in the future. They evaluated the local suppliers unable 
to produce parts respecting quality and delay. In those conditions, the cars 
could not be produced at the international standard 

Foreign carmakers estimated necessary to extend the capacities only 
according to the effective increase of the demand  and to import CKD, until 
the local suppliers would be able to obtain the required quality. Moreover 
the investments in China were risky from their point of view. The 
automobile policy wasn’t completely clear at the time. The evolution of the 
reglementation was uncertain.  So they required a minimum of sure outlets.  
They did not want to be in direct competition with other foreign and local 
carmakers. Implicitely to fulfil those conditions, the local partner in the 
joint venture would do not create joint ventures with other foreign 
carmakers and not produce its own cars. 

But after the positions of each one of the companies diverged during the 
negociations with the Chinese partners according to their financial means. 

By selling AMC in 1986, Renault lost a big opportunity, first in the 
American market,  later in China. American Motors produced the famous 
Jeep. Renault had contributed to design the new Jeep Cherokee, that began 
to be a best selling light trucks in the American market in the mid of 
eighties. With the help of AMC-Renault, Beijing Jeep Corporation 
improved the Chinese model Jipu 212 and assemblied CKD of the four 
wheels drive Jeep Cherokee and the Comanche pick-up. In both cases, the 
perspectives were very promissing. But Renault must imperatively delete 
immediately its debts. It achieved to sold American Motors to Chrysler for 
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a good price. Ironically, one year after this selling, Renault knew a big 
recovery (Figure 5) because of the world economic boom at the end of 
eighties, that would permit to Renault to keep American Motors in its 
perimeter and to contribute to the Chinese automobile developemment.  

As it was said before, the second sino-foreign joint venture was created 
in 1984 between Volkswagen and Shanghaï Automobile & Tractors 
Industries Corporation (SATIC) at 50/50. Shanghaï Volkswagen (SVW) 
produced fleet of taxis with an old model of VW : the Santana.      
Volkswagen accepted to augment the assembly plant capacities that 
increased from 30.000 to 70.000 in 1989, with forecasted extensions to 
300.000 in 1995. But the production was only of 18.537 vehicles in 1990 
and 160.070 in 1995. Volkswagen accepted also to buy a part of produced 
the engines for its own needs.  But Volkswagen could be patient.  

Peugot signed in 1985 with Guangzhou Automobile manufactory a joint 
venture contract at 22/78. The Guangzhou Peugeot Automobile Company      
produced pick-up and sedan cars. In thiat period, PSA tried to avoid the 
failure and in the same time to find new markets. It could do both only 
being very restrictive on its investments and being sure of their rentability. 
So the Guangzhou Peugeot Automobile Company (GPAC) choosed to 
assemble the old pick-up Peugeot 504 and the sedan 505, very famous in 
Africa, but those models were not adaptated for the Chinese needs in that 
period. The joint venture was finalely deleted in 1998. 

The other brand of PSA, Citroën, after many abortive projects, was 
selected in 1988 to create a joint venture with Dongfeng. One reason of the 
selection of Citroën was that for the first time a foreign carmaker proposed 
to launch a new model, simultaneously in Europe and in China, the ZX in 
the middle segment of the market. Doing that, Citroën thought to compete 
easely the old Santana of Volkswagen. But the CEO of PSA wasn’t in 
hurry to sign the agreement as much as the « irrealistic » clauses weren’t 
deleted in the contract, specially the capacities of the assembly plant of 
Wuhan that must be 150.000 vehicles by year in a first step, and 300.000 
later. PSA could not afford to take the risk of doing that, because the 
company was just leaving a very deep crisis. Although it knew a happy 
ricovery as Renault, thank to the speculative bubble of the end of 
seventties, PSA remained very cautious and required to devide by five the 
plant capacities at the succesive steps. Moreover, the financial relations 
between France and China were postponed after Tienanmen events      
during one year and half.  

Because of these slownesses, the Chinese government choiced First 
Automobile Works and Volkswagen to build the first big car factory. A 
second JV was created in 1989 :  FAW-VW (60/40) to produce sedan cars 
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in the middle segment: Audi 100, Jetta, Golf, Bora…, using the machinery 
transplanted from the US plant of Westmoreland. The initial capacity was 
150.000 vehicles by year and the forecasted capacity 500.000. 

Finally the contract between Citroën and Dongfeng was signed in 1992. 
Thank a great financial French goverment contribution, the joint venture 
Dongfeng Citroën Automobile Company (DCAC) build an assembly plant 
and a mechanical plant of which the capacity was 40.000 vehicles, whit 
grounds reserved for possible extensions to 150.000 vehicles, according to 
the evolution of the market.  

DCAC launched at the end of 1995 the ZX, named Fukang. But the ZX 
was a 5-door hatchback and not a 4-door sedan more adapted for the 
Chinese market. The other launched Citroën models were likely 
indadapted. In 2000, the production was only 54.000 vehicles.  PSA missed 
the beginning of the Chinese market boom in 2001. Since, Peugeot joined 
DCAC, transformed in DPCAC,  that produces now more appropriated car 
models. The sales achieve more than 200.000 vehicles in 2007, but PSA is 
feld from second carmaker to the ninth. 

After 1998, PSA achieved to impose common platforms to its two 
brands. It multiplied punctual cooperations with other carmakers to obtain 
new economies of scale and to complete his car models offer. The financial 
results improved durably (Figure 5). It began to have financial means to 
invest much more strongly in the emergings markets. Brazil and China 
were choised, but Brazil before China. So PSA, through DPCAC, wasn’t 
completely ready at the beginning of Chinese market boom. DPCAC 
lacked capacities. But now, PSA have decided to accelerate and rises its 
volume of production. 

After several trials and errors, Renault choiced to launch innovative cars      
and so doing that to change its profit strategy. The evolution in several 
European countries to a « competitive » mode of national income 
distributions was favourable to the developement of a demand of new types 
of vehicles and of socially distinctive cars. The big success of some 
innovative cars of Renault  have permitted it to take over Nissan, Dacia and 
Samsung,  after the so-called Asian crisis in 1997. Whitin the Renault-
Nissan Alliance, Nissan has the priority to develop its activities in China.      
Renault seems to wait to have attractive and distinctive products to decide 
an useful and profitable come back. 

Volkswagen harvested the fruits of its patience. With large capacities,      
FAW-VW and SVW were able to provide the car demand when it boomed 
in 2003. But its offer wasn’t renewed in time. So it lost the first position in 
China market, passing by General Motors, a lastcomer. 
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In conclusion, one can say before to propose cultural and political 
explanations of the development differences of the sino-foreign joint 
ventures,  it sems necessary to examine them in the global profit building 
process of each carmaker. After that, one can find out secondary factors to 
understand the forms and the content of the decision. 

And now, what are the perspectives? The double emergence: the launch 
of alternative engines and cars and the boom of BRIC (Brazil, Russia, 
India, China) automobile market (Figure 6 and 7), are preparing probably a 
« second automobile revolution » (Freyssenet, 2009). The history shows 
that a technical and economical revolution is often caracterised by a new 
standard of product boosted by increasing markets and by an alliance 
between new actors to impose the standard universally.  The BRIC can not 
continue their automobilisation with the oil engine cars, because of the 
increasing costs of oil, of the insecuriy of the provides of this source of 
energy, and of the pollution. So they can be major actors for the second 
automobile revolution. 

What will be the alliance between new industrial actors and 
automobilized countries to impose a new universal standard of car? The 
battle for this have began. New opportunities of cooperation can be jumped 
at. 
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Figure 6: The automobile production by continent and for some countries: 
BRIC and China : 1898-2007 
 

 
Figure 7: Automobile production in China: 1959-2007 
 

 


