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1. Introduction

China provides foreign businesses – as well as Danish small and medium-sized enterprises (SMEs)
– tremendous opportunities. China also provides
foreign businesses tremendous challenges and complexity that even many of the world’s leading multinational
corporations (MNCs) have had, and continue to have, a
tough time handling successfully – that is the China reality.
This China feasibility report is specifically tailored and
targeted towards the needs and considerations of Danish SMEs that are either considering making the leap
to enter the China market or to those that already have
a presence in China. More precisely, the content of this
report is tailored in relevance to:
1. The robotics industry
2. The wind energy industry
3. The food manufacturing equipment industry

The report provides insights and guidance on key issues
that are not only relevant for these sectors but are also
relevant to all Danish SMEs aiming to enter or already
operating in China in business-to-business (B2B) and business-to-government (B2G) sectors (the report is not a
market report on these three industries).
1. The robotics industry is a strategic industry in China
and a key element in China’s ambitious “2025 Made in
China” plan. China is the world’s biggest robotics market
and has the highest annual anticipated growth rate in
2017–2019 of any major global economy of 20 percent
by 2019, 40 percent of the annual global supply of robots
will be sold to China.
2. The wind energy industry is also a strategic industry
in China and has for the past many years already been
the world’s biggest market and will remain the world’s
biggest market both on an annual installed basis as well
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as a cumulative basis for at least until 2050. China accounts for 30–45 percent of the annually installed wind
energy capacity.
3. The agriculture industry and the entire food sector
is a major priority in both the current (13th) and coming
(14th) Five-Year Plan (FYP). This has already and will continue to provide huge market opportunities for manufacturers of equipment for food manufacturing.
This report consists of three main sections:
•

China context, dynamics, and update

• China wind energy as a case illustration of how China
develops and supports strategic industries
• Guidance and advice on key issues that Danish SMEs
must relate to and deal with in China
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While some readers may be tempted to skip the more
abstract and complex first main section, this cannot be
recommended. The fact of the matter is that most businesses – Danish and other foreign – fail or perform below their potential in China precisely because they do
not sufficiently understand the China context and its
dynamics. The Danish and international companies that
perform well in China typically have a very comprehensive understanding of precisely these aspects.

2. China Context, Dynamics and Update

Despite China’s long and established demand for
high-technology products, many foreign businesses – including many of the world’s leading global
companies – have become increasingly cautious about
operating in the Chinese market. They see unfair competitive practices, discriminatory regulation, and intellectual property theft — all seemingly condoned by the
government — as part of the Chinese experience.
Today, foreign businesses regularly complain that in exchange for market access, they are “actively encouraged” to transfer technology to Chinese competitors. And
once done, they — in collusion with the government —
will strive to capture market share not just in China but
also in other emerging markets and even in advanced industrial markets. While not all such claims are accurate,
some of these claims are valid.

After all, the Chinese government openly acknowledges
its desire to establish companies that are market leaders
and to do so, at least in part, through technology
transfer. So, why even bother with the Chinese market
to begin with?
Yes, the Chinese market – varying depending on the industry – can at times be unfair and have a hostile competitive environment; however, there is also a different side
to China, one that requires foreign companies to remain
actively engaged.

Not only is China the World’s largest
market in many industries ... there are also
unique and cutting-edge forms of China-based
technology innovation taking place
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Not only is China the world’s largest market in many industries – and will remain so for decades to come – there
are also unique and cutting-edge forms of China-based
technology innovation taking place, of which mastering
is becoming increasingly critical for companies that are
already internationally successful or has the ambition of
succeeding in China and other international markets.
China will continue to encourage foreign companies and
foreign direct investment (FDI) in China, and in many industries foreign companies will be warmly welcome.
China understands that it gains a great deal from foreign
companies’ presence in China – in fact, MNCs contribute
rather substantially to China. A number of highlights are
detailed below.

MNCs’ contribution and what China needs

• MNCs are tremendously important to China, accounting for nearly 60 percent of exports.
• MNCs account for 20 percent of industrial employment
- and a significant share of corporate tax receipts.
• MNCs are also key providers and inducers of productivity-enhancing innovation and skills - not to mention
quality investment, employment, corporate citizenship,
and more. The very things China needs most desperately
at this juncture.
• If enterprise reforms materialize and Chinese entities
are left to compete in real markets, MNCs will necessarily enjoy a considerable advantage in navigating through
China’s transition. It is also plausible that non-market
supports for domestic enterprises are likely to diminish
as the resources of the State become stressed.

Understanding China’s increasing demands
on foreign companies

Consider this: Many of your key Chinese stakeholders
(including some of your customers) view foreign companies primarily as instruments or tools of China’s development. They are using foreign companies to develop
the country – with the opportunity to profit in exchange.
Simultaneously, these same stakeholders increasingly
consider foreign companies as impediments or obstacles
04

to the further development and progress of China and
Chinese companies in certain aspects. If you are a Danish SME, the aforementioned does not normally apply
to you, unless you have products and patents that China
has a strategic interest in gaining – in which case you will
need to proceed with caution and understand how and
why your company (products and patents) are of particular Chinese interest.
During the past five years, Chinese leaders have been
putting foreign investments and operations under an
increasingly powerful microscope, carefully scrutinizing
and re-evaluating the role of foreign direct investment
(FDI) and perceived market dominance by some foreign
companies.
They are looking closely at foreign companies’ participation in the Chinese market in general as part of an
overarching re-evaluation and recalibration of China’s
development model to achieve a range of goals – including China’s highly ambitious “2025 Made in China” plan
boosting the competitiveness of local companies and
transforming the very structure of China’s economy by
moving up the value chain and competing more directly
with foreign companies in many industries.
It is essential for Danish SMEs either already in China or
considering entering China that they thoroughly understand the competing and often conflicting and contradictory views on foreign companies held by their Chinese
stakeholders, and importantly too, it is important to understand the ways in which those views shape decisions
that influence the business environment and competitive context.

It is essential for Danish SME’s ... that they
thoroughly understand the competing and
often conflicting and contradictory views on foreign
companies held by their Chinese stakeholders

The Chinese business environment

The Chinese business environment today requires
foreign companies operating in or wanting to operate
in China to be much more thorough and professional
than was the case five to ten years ago. Because of the
government’s pervasiveness in many industries (from
energy, pharmaceuticals, telecommunications, cleantech, transportation, etc.), the government is essentially
your customer, competitor, supplier, regulatory, approval
authority, media, and your partner. During the past five
to ten years, we have even witnessed in many situations
the phenomena known in China as the “state advances,
the private sector retreats” – whereby government and
state-owned enterprises (SOEs) have taken a stronger
role in certain industries. At the same time, we have
seen more and more privately owned Chinese companies become increasingly advanced (Huawei, Lenovo, Xiaomi, Sany, Haier, etc.) – some of these being now global,
industry-leading companies.

The fact that the SOEs are still dominating in many Chinese industries should not make you hesitate with regards
to your China ambitions. However, what you must do is
understand the consequence of that – selling to a company owned by the Chinese state is obviously not the
same as selling to a private customer, and therefore you
need to develop the capabilities required to successfully
deal with SOEs. Most foreign companies neglect doing
so completely, either because they do not realize or understand the importance of this or because they do not
know how to do so or are unwilling to make the required
investment in terms of time and resources to build up
such capabilities – after all, this is unfamiliar territory for
most Western business people, who are already working
extremely hard.
There are many excuses for why many foreign companies do not get this done, but ignoring a capability that
is critical for achieving market success in the short-term
as well as the long-term is hardly the way to position
your company for success in China. At the same time,
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your Chinese privately owned competitors are becoming
more and more advanced and you will – if not already –
start to find them operating internationally.
Even if you – rightly or wrongly – consider their products
and solutions far from comparable with what your company has to offer, they learn fast, they adapt fast, and
they are often willing to operate with razor-thin profit
margins, at least until they have gained a decent market share and a scale that provides them with a cost advantage that most foreign companies find it very hard to
compete with.

Even if you – rightly or wrongly – consider
their products and solutions far from comparable with what your company has to offer, they
learn fast, they adapt fast, and they are often willing
to operate with razor-thin profit margins

In most industries, China is fiercely competitive with its
mix of SOEs, domestic private competitors, and at the
same time most if not all the leading international competitors from Europe, the US, Japan, Korea, Taiwan, and
India. However, it also provides you with a huge market,
and if you can become competitive in China, you are well
positioned to increase your international competitiveness considerably in other emerging markets as well as
in advanced industrial markets – in the end, strengthening your company
Even in other industries where government is less pervasive, such as in the agriculture and food industries, there
has been a significant increase in government involvement in recent years. This is due to issues such as public
food safety concerns and a wish to protect local industry.
Food safety is a huge issue for Chinese consumers, who
have discovered the power of social media to voice their
concerns and highlight problems, which in turn drives
traditional media and the government to be more vigilant.

Another key factor impacting the dynamic for foreign
companies is increasing nationalism. China has become
more and more assertive and confident driven in part by
a sense of pride in its achievements and an awareness
of its growing strength – and also by the perceived need
to secure supplies of energy and resources to fuel its
continued growth. In some ways, the situation is more
challenging because a younger generation – raised on a
historical narrative emphasizing China’s humiliation by
the West and Japan – are demanding that their leader’s
take a tougher stand. This nationalism has the potential
to spill over into direct consequences for foreign companies.

Reality check: How strong is your company’s
China strategy?

To give your company an initial reality check with regard
to how well you are dealing with the demands and complexities of your China business strategy and operations,
consider the issues raised above as well as the bullets
listed below.
Consider the following list, which is far from exhaustive,
of key issues relating to market opportunity (and success)
for foreign companies in many of China’s industries:
• Government policies governing market access for
foreign companies and foreign investment
• Government policies and actions directly and
indirectly supporting local companies
• Government policies supporting overall industry
development and driving demand for products and
services in specific industries
• China’s goals to develop specific industries and
technologies to enhance overall global
competitiveness and reduce reliance on foreign
technology/companies
• Competitive landscape – both in terms of local
and international competitors
• Local partnerships and alliances (for foreign
companies)
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• Differentiation of products and services
(e.g. technology and quality)
• China’s level of reliance on foreign technology
and projected technology development – market
and operational presence (of foreign companies)
• Corporate reputation and brand strength
(of foreign companies)
• Bilateral relations between China and another
country (e.g. human rights issues, political disputes,
trade relations/friction, etc.)
• China management team effectiveness
• Global management’s understanding of China
• Foreign companies’ business models and
organizational structure and its durability in dealing
with the challenges stemming from the Chinese
market dynamics

More than ever, any business leader wanting their companies to play a leading role in China must have an advanced understanding of China’s ever more complex business and public policy environment.
There is no simplistic recipe for addressing the “what”
and “how” of how you should deal with this. Nonetheless, the following three points below will at least
point you in the right direction:
• Foreign business leaders must remember that
China’s development (agenda and goals) is a
constantly evolving, multi-layered and multidimensional process that involves a wide array of
factors and phases – some seemingly conflicting
with others.
• Foreign business leaders must understand China’s
development struggle as unique to her own culture
at this particular historical moment.
• Foreign business leaders must develop
comprehensive insights into the geographic,
demographic, macro-economic, political,
and geo-political challenges that China is facing.

Xi’s eight new working styles
• Cut spending, banquets, and the number of escorts for leaders on official domestic and overseas visits
• Reduce bureaucratic meetings
• No empty words and ostentatious reports
• Reduce or restrict airport welcoming and seeing off ceremonies for visiting leaders
• Reduce traffic controls arranged for leaders’ trips
• Reduce media coverage of members of the Politburo
• No publications and greetings in one’s own name
• Strictly execute regulations on vehicle and house allocation for government officials
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For foreign business leaders, one of the greatest pitfalls
is to give in to the temptation of oversimplifying your
China focus, irrespective of whether you are based at
HQ or in your China operations. As demanding as it can
be, you must thoroughly understand the complex set
of challenges China is facing and be able to accurately
translate what that means for your business in order to
become part of the solution and achieve market success
in China.

For foreign business leaders, one of the greatest pitfalls is to give in to the temptation
of oversimplifying your China focus, irrespective of
whether you are based at HQ or in your China
operations.
For most business leaders who are used to focusing
strictly on “normal” business issues, this is far from both
their skillset and their comfort zone, and therefore most
of the time it gets played down or outright ignored. With
luck this will at best lead to mediocre results – in the
hyper competitive Chinese market, what is more likely is
that it will lead to those companies performing substantially below their potential.
In conclusion, companies seen as supportive or instruments in enabling China to achieve her development
goals and objectives stand to win in the China market,
while companies that are considered to be impediments
to that same end will suffer the consequences in the
China market, it can be brutal, but it is the reality that
you have to come to terms with in steering your company towards success on the China market.
Now let us take a closer look at what is on China’s agenda, since it is crucial for you to understand and relate to
this.

What is on the boss’ (Xi Jinping) agenda?

In order to understand China’s President Xi Jinping’s priorities for China, it is essential to provide a little context
first.
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When China’s President Xi Jinping took office in 2013, he
inherited a country that had achieved unprecedented
rapid economic growth and increasing prosperity during
the previous 25 years with its unique blend of “market
economy with Chinese characteristics”.
While growth rates already started to slow down moderately in 2011, China still enjoyed extremely high annual
growth rates and was – and still is – on track to overtake
the US as the worlds’ largest economy in the foreseeable
future, and thus China’s confidence has grown accordingly. And while China does not openly characterize
itself as a de facto superpower, China is a superpower
and is set to remain a superpower for at least the next
many decades. The Chinese political elite are well aware
of this fact and expect to be treated as such in international relations and by foreign companies that have been
“granted access” to the lucrative Chinese market.
Government is involved, often significantly, in most industries in China, and it is therefore essential to understand
the practical implications of this for businesses.
When Mr. Xi took office, China faced the challenges of
extreme pollution and was a country challenged by endemic corruption. Mr. Xi recognized that he had to address both of these challenges with perseverance and
tenacity if he was to lead China forward on a continued path of prosperity, sustainable growth, and indeed
to ensure that the government and above all else the
party retain their legitimacy in the eyes of the Chinese
people. At the same time, he had to continue pressing
ahead with the modernization and transformation of the
Chinese economy, identifying where the future growth
would have to come from.

President Xi’s political priorities

As a result of the above-mentioned issues and challenges, Mr. Xi’s top political priorities during this first five
years in office have therefore been:
• Complete building a moderately prosperous
society by 2020
• Enhance the party’s sense of discipline and tackle
corruption – fighting corruption is a top priority

• To take responsibility for the people
• Focus on public interests, to create better
education, more stable jobs, better income,
more reliable social security, medical care of
a higher standard, more comfortable living
conditions, and a more beautiful environmement
• Insist on reform and opening up – execute the
economic reform game plan
• Shift the rule of law from Confucianism to legalism
• An increasingly confident approach to foreign
relationships and protecting China’s core interest
Many Western China observers are skeptical of Mr. Xi’s
heavy-handed approach towards anyone or anything
that is opposed to or is seen to be opposed to the official
party line (as defined by Mr. Xi). And the fact that the
economic reform game plan has not been executed, as
hoped by foreign observers, has led many foreign
business people to adopt a more cautious and even more
negative view of China and the prospect of the Chinese
market (many of those so-called foreign “China experts”
have repeatedly been claiming that financial turmoil and
crisis in China was imminent for the past ten years).
Whether they will be proven right or wrong remains to
be seen and certainly depends not only on what happens internally in China but also what takes place on the
geopolitical scene over the next two years.
However, it is important to understand that what Mr. Xi
understands all too well is that without China successfully fighting corruption (and by extension any form
of real or perceived dissent that could be interpreted
as weakness by the leadership if not dealt with firmly
and swiftly), it will be impossible in the medium to long
run for China to continue on its path towards becoming
a modern state in the twenty-first century and – seen
from a Chinese perspective – reclaiming its rightful position in the international order. In other words, if the fight
against corruption fails, the likelihood of social unrest
and upheaval on a large scale becomes more likely, in the
end posing a very real threat to both China’s prosperity
and to the Party itself.

With widespread corruption also follows excessive and
extravagant behavior and displays of consumption,
which is why one of the early actions of Mr. Xi was to
send a clear signal to both party members and government officials – as well as letting ordinary citizens know
– that this type of blatantly excessive behavior would no
longer be tolerated, and this is why Mr. Xi’s eight new
working styles (see above) were published.
The escalated fight against corruption has led to numerous high-ranking and high-profiled officials being caught
in the web of corruption, including:
• Higher level (even retired) officials being
investigated and prosecuted
• Over 122 vice ministers/governors, over
24 ministers/governors, and five state-level officials
being involved
• The fight against corruption and Party discipline
likely continuing even after the 19th Party Congress
in 2017

China today: Mr. Xi’s policy focus for 2017
and beyond (2017–2021)

The National People’s Congress (NPC), China’s legislative body, and the Chinese People’s Political Consultative
Conference (CPPCC), a top political advisory body, held
their annual sessions in Beijing from March 3–15, 2017.
This annual high-level event – referred to as the “lianghui” (Two Sessions) – gathered thousands of delegates
from around the country to discuss policy, review the
government work plan, and approve the national budget
for the coming year.
While major decisions and policies are largely guided by
the Communist Party in China’s system of governance,
the sessions provided important opportunities to understand the political atmosphere and shape major policy
discussions.
This year’s sessions were significant as they were the
final meetings before the upcoming leadership transitions. There was an emphasis on stability, continuity, and
a gradual adjustment of the growth model.
Premier Li Keqiang pledged to deepen reforms, restructure the economy, and improve people’s well-being.
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This was again largely in line with the themes set out in
the Third Plenum of the 18th Communist Party Congress
in 2013.
The 2017 Government Work Report sets out details of
the government’s objectives in 2017 and beyond that
focus on economic development, supply-side structural
reform, environmental protection, and China’s opening
up to the world.
The main development targets for 2017 are as follows:
• GDP growth at around 6,5 percent
• CPI increase kept at around three percent
• Over 11 million new urban jobs and a recorded
urban unemployment rate within 4.5 percent
• A steady rise in import and export volumes, and
a basic balance in international payments
• Increases in personal income basically in line
with economic growth
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• A reduction of at least 3.4 percent in energy
consumption per unit of GDP and continued
reductions in the release of major pollutants

Key takeaways

Key takeaways from the two sessions include:
• In 2016, China’s GDP reached CNY 74.4 trillion,
representing 6.7 percent growth, outpacing most
other economies and indicating a robust opening
for the 13th Five-Year Plan.
• China has adjusted its 2017 GDP growth target to
“around 6.5 percent”.
• This (GDP growth rate) is in line with the
strategy to make structural adjustments that are
aimed at enabling China to achieve its stated goal
of becoming a “moderately prosperous society in
all respects” – with a better balance of economic,
environmental, and societal progress – by 2020.

This is with an eye to the more ambitious goal of
becoming an advanced innovation superpower by
2049 (the 100-year anniversary of the creation of
“new China” under the Communist Party).
• China indicated that it will do more to unleash the
potential of domestic demand in 2017 and strengt
hen domestic demand’s role in sustaining growth –
and supply-side structural reforms will be given hig
her priority.
Focus areas from China’s 2017 work plan for China going
forward include:
The purpose of this section is to provide the reader with
an understanding and impression of how thorough,
comprehensive and ambitious China is with driving itself
forward and modernizing as a nation. From poverty elimination, to making the average citizen’s life better and
more convenient, to building the next generation industries and protecting China’s core interests (the below
section is to a large degree an excerpt from the official
report).

Artificial intelligence & 5G mobile communications:

Accelerate R&D on and the commercialization of new
materials, artificial intelligence, integrated circuits,
bio-pharmacy, 5G mobile communications, and other
technologies, and develop industrial clusters in these
fields.

Digital economy:

• Push forward with the Internet Plus action plan
and speed up the development of the digital
economy
• Increase broadband speed and lower rates for
Internet services
• Cancel mobile rates for domestic roaming and
long-distance calls
• Slash rates for broadband services for small and
medium enterprises

• Lower rates for international calls
• Cities with high flooding risk (Sponge Cities):
• A three-year initiative will be launched to
remove the risk of flooding in highly vulnerable
urban areas; and further progress will be made in
the development of sponge cities. These efforts aim
to make the cities more attractive and better
functioning.

China’s key challenges in 2017 (as identified
by the Chinese government):
• Internal forces driving economic growth need to
be strengthened
• Overcapacity poses a serious challenge in some
areas
• Economic prospects for some regions are divergent
• Environmental concerns remain grave:
strengthening steps to combat pollution needed
• Room for improvement in government
performance. According to the Government Work
Report 2017, China’s economy has registered a
slower but stable performance, with good
momentum for growth. Key issues for the
government in 2017 and beyond include:

Supply-side structural reform:

• Give priority to improving supply-side structure,
meaning streamlining administration, reducing
taxes, further expanding market access,
encouraging, innovation and keeping small
business entities energized, reducing ineffective
supply while expanding effective supply, and better
adapting to and guiding demand.
• The process of transformation and upgrading is
filled with promise but is also accompanied by
great pain.
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• Control over exhaust fumes emitted by vehicles;
strengthen research on smog

Poverty elimination:

• Effectively enforce the system for ensuring
responsibility for poverty elimination
• See that the results of poverty elimination
earn the approval of the people and stand the
test of time

Streamline administration:

Workmanship:

• See greater numbers of Chinese workers
exemplify workmanship

• Delegate powers and improve regulation and
services

•

See more Chinese brands enjoy international
recognition

• Cut red tape and level the playing field

•

Usher in an era of quality for economic
development in China

• Provide greater convenience to the people

Opening up:

• Actively expanding China’s opening-up to the
world, further refine the strategic plan, work faster
to build new systems for an open economy, and
drive China toward both deeper and higher-level
opening-up
• Make major moves to improve the environment
for foreign investors – revise the catalog of
industries open to foreign investment and make
service industries, manufacturing, and mining more
open to foreign investment
• Treat foreign firms the same as domestic firms
when it comes to license applications, standardssetting, and government procurement, with the
same preferential policies under the Made in China
2025 initiative
• Promote the liberalization and facilitation of
international trade and investment

Environment:

• Address pollution caused by coal burning
• Upgrade coal-fired power stations
• Tackle sources of pollution
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• Enforce environmental regulations strictly

Employment:

• Focus on facilitating employment
• See that people can create wealth and
realize their full potential
• Create over 11 million new urban jobs in 2017

Innovation economy:

• Accelerate R&D on and the commercialization
of new materials, artificial intelligence, integrated
circuits, bio-pharmacy, 5G mobile communications,
and other technologies
• Develop industrial clusters in these fields
• Collaborate with international players and
integrate with the global innovation system
• Leverage innovation as a driving force to move up
the value chain and achieve various interlinking
development objectives

SOE reform:

• Complete the introduction of corporate
systems into SOEs
• Deepen reform to establish mixed ownership
systems

• Make substantive progress in industries including
electric power, petroleum, natural gas, railways,
civil aviation, telecommunications, and defense

Investment:

• Invest CNY 800 billion in railway construction and
CNY 1.8 trillion in highway and waterway projects

Consumption:

• Help communities and rural areas to gain better
access to e-commerce and express delivery services
• Produce more products sold domestically on the
same production lines, with the same standards,
and of the same quality as products for export in
order to better satisfy the needs of upgrading
consumption (a more balanced and sustainable
consumption pattern)

Healthcare:

• Accelerate the building of a nationwide
information network for basic health insurance so
that healthcare costs can be settled directly where
incurred

Supply-side structural reform

In 2017, key policies related to supply-side
structural
reform elaborated by Premier Li and officials from
relevant ministries include:

For more information
about the “Made in China
2025” plan
The Diplomat: China’s Master Plan to Become a
’World Manufacturing Power:
https://thediplomat.com/2015/05/chinas-master-planto-become-a-world-manufacturing-power/

China Perspectives - Striding Forward in China’s “New
Era”:
http://www.burson-marsteller.com/wp-content/
uploads/2017/11/Striding-Into-a-New-Era-Burson-Marsteller-China-Perspectives.pdf
Center for Strategic & International Studies: Made in
China 2025:
https://www.csis.org/analysis/made-china-2025

Official website of the State Council of The People’s
Republic of China:
http://english.gov.cn/2016special/madeinchina2025/

Cut overcapacity:

• Cut overcapacity in bloated sectors, with targets
to slash steel production capacity by around 50
million tons and coal by at least 150 million tons
this year

For more information

The Diplomat: Who Will Satisfy China’s Thirst for
Industrial Robots?:
https://thediplomat.com/2017/05/who-will-satisfychinas-thirst-for-industrial-robots/

Report on the Work of the Government delivered by
Premier Li Keqiang at the Fifth Session of the 12th
National People’s Congress on March 5, 2017:
http://news.xinhuanet.com/english/china/201703/16/c_136134017.htm
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Zombie enterprises eradication:

• Zombie enterprises refers to those loss-making,
debt-laden, state-owned enterprises (SOEs).
One key initiative in reducing excess capacity, as
part of the deepening of the supply-side structural
reform, is to shut down those companies without
productive operations that feast on government
subsidies or bank loans.

Neutral monetary policy:

• China is carrying out a prudent and neutral
monetary policy. A neutral policy stance will help
China’s supply-side structural reform, according to
Zhou Xiaochuan, governor of the People’s Bank of
China (PBC). Zhou Xiaochuan said that too much
liquidity will be harmful for the economy due to
possible high inflation and runaway asset prices.

Agricultural supply-side structural reform:

• With regard to agricultural supply-side structural
reform, China’s Minister of Agriculture Han Changfu
said that more efforts will be made in 2017 to
reduce theexcess corn stocks, with the ministry
setting a planting target of 40 million mu (2.7
million hectares).
• The ongoing reform will focus on the improvement
of the supply–demand relationship and the
industrial transformation of the agricultural sector,
and on ensuring the quality and efficiency of
agricultural activities to increase farmers’ income.

Taxes and administrative fees:

China will cut taxes and administrative fees by CNY 550
billion (USD 79.7 billion) this year to further reduce the
corporate burden and will roll out favorable tax policies
to support small innovative and technology companies.

Tax reduction and exemption:

• Improve the pilot project to replace business tax
with value-added tax
• Companies with annual taxable income lower
than CNY 500,000 will have a 50 percemt tax cut
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• Reform of personal income tax
• More tax cuts concerning family livelihood

Administrative fees cancellation or exemption:
• Standardize and regulate government-managed
funds

• Cancel or exempt a number of administrative fees

Civil law reform and individual rights:

• “General Principles of Civil Law” was passed on
March 15, 2017, setting the stage for the
development of a unified civil code that would
serve as an overarching law governing legal
disputes beyond criminal cases.
• The development of a general code to govern
increasingly complex legal cases was initiated
in 2014, with a goal of being finalized by 2020.
These general principles provide guidelines for
developing the final code.
• An expansion of a 1986 code, it broadens
the scope to cover everything from individual rights
and statute of limitations to the definitions of a
corporation.
• It States that individuals have a right to privacy
(previously mentioned in the 2009 tort bill, but its
positioning in new General Principles preamble
gives it more authority).
• Defines a company as “a legal entity established
for the purposes of making profits.”
• “Civil law is the fundamental doctrine for a
country’s legal system, the source of its basic
essence.... A foundational civil (law) system is an
important sign of whether a country’s legal system
is mature.” (Liang Ying, head of the NPC Legislative
Affairs Research institute).

Made in China 2025:

“Made in China 2025” is an ambitious government priority and has been stressed as a priority for the past three
years. In 2017, China has been intensifying efforts to implement the Made in China 2025 initiative, promoting
the accelerated application of big data, AI, cloud computing, and the Internet of things (IoT) and uses new
technologies, new forms of business, and new models
to bring about transformation in the production, management, and marketing models of traditional industries.

Overview

Made in China 2025 was first introduced by Premier Li
Keqing in the government work report in 2015 as a roadmap to build China into a quality and higher value-adding manufacturing power. Mr. Li encouraged the integration of Made in China 2025 with initiatives such as
Internet Plus, mass entrepreneurship, and innovation,
with an emphasis on a craftsmanship spirit.
Made in China 2025 is to enhance the quality of products, better meet consumers’ demands, and constitutes an important part of the supply-side structural reform. Minister of Industry and Information Technology
Miao Wei recently stated that the Made in China 2025
strategy and its related policies are applicable to all businesses in China, be they domestic or foreign.
Made in China 2025 key topics include:
• International awareness of Chinese brands
• Cross-Strait industrial cooperation
• The development of industrial robots
• The cancellation of roaming charges
• Technological breakthroughs of new materials
• Financial support for small and micro businesses

Conclusion

A key question is the extent to which the policy priorities
outlined above will be realized in practice. There is a consensus that, over the past 3 years, stability and control
were prioritized over reform and market liberalization –
leading to significant gaps between stated intentions and
the ensuing reality in a range of areas.
However, despite a myriad of challenges, China has continued to make very visible progress in many areas and
to grow well above the rate at which other major countries are growing. China is continuing on a path that will
see it become the world’s largest economy and potentially one of the most advanced.
For foreign companies operating in China, there are
grounds for cautious optimism, given the messages
being sent by China’s leaders about openness to their
participation in China’s economy (partially a response
to concerns voiced by the international business community about unfair treatment). Meanwhile, a rational
calculation of China’s interests and needs will as always
help in assessing how far China is likely to go in specific
areas
One thing is for certain, with the increasingly complex
domestic and international environment, foreign companies in China – large or small – have an ever-growing
need for being able to actively follow, understand, and
relate to China’s evolving policy priorities and adapt their
strategy, risk, and operations accordingly.
This can be a daunting task even for large, well-resourced MNCs; therefore, if you are a Danish SME about to
enter China or already in China, you will have to make
considerable changes to your current or intended China
strategy and operations – that is of course unless you are
comfortable with navigating China blind-folded. Far too
many foreign SMEs (and MNCs) in China throw caution
to the wind and do not place their focus and attention on
this critically important element of their China business,
much to their own peril.
Key questions to consider and reflect on regarding what
will have an impact on the business environment for
foreign business operating in or contemplating entering
China:
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• Will President Xi have consolidated his power to
the extent he feels confident to push forward
reforms more aggressively?

• Will China open up more to foreign companies
and play a more active role in championing global
economic integration?

• Will more concrete steps be taken to realize the
bold vision communicated at the Third Plenum of
the 18th Party Congress?

• How will China react to the moves by the US and
other international actors in this period of global
transformation?

• How will China address the tension between its
ambition to become an innovation superpower and
the continuous focus on political control and the
involvement of the state in the economy?
• How will China calibrate its approach to utilizing
foreign investment in view of its innovation agenda
and evolving geopolitical considerations?

• Will China accept or seek a more assertive global
leadership role?
• How will the situation for global companies in
China be affected by all of these factors?

3. China Wind Energy Study Case

The purpose of this section is to illustrate – using
the wind energy industry as a case example – how
China addresses and deals with industries and sectors that China has evaluated to be of particular strategic importance to its own development.
China is very systematic and thorough in its evaluation
and selection of industries and sectors when identifying
a strategic priority, and once an industry/sector has been
approved as a strategic industry/sector it moves towards
execution mode finalizing its comprehensive, detailed,
short, medium and long-term planning (long term means detailed targets and plans all the way to 2050 and
sometimes beyond).
After that China moves into execution mode and this is
when things move really, really fast and typically this is
the stage with foreign companies lose market share fast,
in some cases almost overnight. This despite the fact that
China normally publishes its plans ahead of the execution phase and it is therefore possible to extrapolate from

the publicly available information how the market is likely
to develop and what it takes to remain competitive.
For the robotics industry and the food equipment manufacturing industry this is very instructive in helping
them understand what is likely to happen in their respective industries. Importantly it is possible within both these two industries to dissect how their industry is likely to
develop, what it will take to build, stay, or remain competitive in China. The below wind energy case should also
be a warning of what happens to foreign companies that
do not manage to adapt to the rapidly changing market
dynamics.

Magnitude of China’s Energy Challenge – Demand side

When you look at the magnitude of China’s energy challenge (see graph below), it is easy to understand why China
has made wind energy a strategic industry – China simply
needs all the energy sources it can develop or acquire.
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Evolution of China-US Energy Consumption
1980 – 2035.1

Wind energy in China and market and competitive dynamics

Wind energy became a strategic priority industry already back in 2005 given China’s energy resource scarcity
and widespread concerns about climate change. Until
the mid-2000s, the center of gravity of activity for both
the supply and demand of wind energy was Europe and
North America. Today, however, China is the world’s largest market for wind power technology, accounting for
30–45 percent of annual installed capacity globally.
Moreover, Chinese manufacturers such as Goldwind,
Guodian United Power, Ming Yang, Sinovel, Dongfang
Electric, and Shanghai Electric have become major players in China and some of them have successfully expanded abroad. A prime example being Goldwind, which is
now a leading supplier of wind turbines.

And when you take a close look at the demand–supply
balance in the graph below, it becomes even clearer as to
why China has been making such an aggressive push in
building up its wind energy industry. And while on-shore
wind energy has been the first priority for the past 12
years, China is about to enter an offshore wind energy
boom in the coming years as well.
Oil Balance in China (1990 – 2035)2

But what explains this dramatic shift? The role of Chinese government policy provides a significant part of the
answer; however, there are also other important factors
at work, including decisions by Chinese companies to develop products for the low end of the market, to form
partnerships with other companies rather than developing a full range of capabilities on their own, to localize
their supply chains, and to treat time to market and cost
out as essential.

Magnitude of China’s Energy Challenge – Demand/Supply Balance

Market entry by Chinese wind energy companies by creating products for the low end
of the market

When Chinese demand for wind turbines began to boom,
the most lucrative markets in North America and Europe
were also booming, with all the leading suppliers selling
every single wind turbine their manufacturing plants
could produce. International leading companies such as
Vestas and Gamesa, who had built large production facilities in China, were hesitant in their responses to local
demand from Chinese customers and did not feel threatened by their new Chinese competitors.

1
2
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Source: IEA
Source: IEA/BP

Chinese customers seemed to want low-end, low-quality, and low-margin products and delivery on short notice,
and local suppliers were eager to comply to get a foot
in the door of a growing market, in a market segment

that Western suppliers did not find attractive. Early on,
Chinese companies leveraged their engineering expertise to redefine the entry-level product — the mid-size,
onshore turbine — for customers looking for something
simpler and less expensive than what multinational players were offering.
The Chinese producers developed turbines that were
significantly cheaper (20–30 percent) and were, according to their own figures, only approximately 10 percent
less reliable – while in reality this often turned out not to
be accurate, it won them the market. What the Chinese
players understood was that agility and price competitiveness mattered more in building market share and getting a foothold on the Chinese market than long delivery
times and long contract negotiation times with US-style
contractual rigidity. As the leading purchasing manager
of one of China’s biggest wind energy utilities told one of
the leading Western wind energy companies:
“I have to purchase more than two GW this year, when I
negotiate with you it takes six to eight weeks to negotiate a single 50 or 100 MW deal, with your main international competitor it takes three to four weeks, with your
Chinese competitors it takes two to three days, even if I
wanted to buy everything from you it simply would not
be possible to finish the contract negotiations.”
What the leading international wind energy companies
failed to relate to was something as simple as looking at,
analyzing, understanding, and adapting their commercial operations to the market dynamics of the market they
were in.
Over time, the reliability gap between the internationally leading players and the leading Chinese players diminished greatly. As a result, not only were these products
attractive to buyers in China, they also met the demand
criteria for customers in other emerging markets.

Teaming up with partners

Chinese suppliers have generally approached the market
in a different way than global incumbents. Rather than
taking many years to develop in-house capabilities, they
chose early on to work with outside partners to piece
together production capabilities. Goldwind acquired
turbine designs by partnering with, and later acquiring,

Vensys, a wind turbine company based in Germany. This
approach allowed Goldwind and other companies to
quickly gain a meaningful foothold in the market.

Localizing the supply chain

Chinese turbine producers have differentiated themselves in other ways as well. They have been aggressive
about localizing supply chains to China as a way to reduce cost. While competitors at multinational companies
have attempted to play catch-up in this area, their efforts have typically been slower and more incremental.
By the time foreign players understood what their Chinese competitors were doing and how they could respond,
they had already lost substantial market share.

Emphasize time (speed) to market and cost
out

Chinese turbine makers have embraced speed to market
and cost reduction as managerial imperatives that take
precedence over everything, including quality. Thus,
some companies have intentionally released products
before they were fully developed and tested, on the understanding that few customers were willing to pay for
perfection and glitches could generally be addressed on
the back end. Such companies have relentlessly pursued high-volume production, often capturing substantial
market share in the world’s fastest-growing markets.

China style innovation

In many industries, it seems that market leadership is
becoming increasingly contingent on the ability to absorb and master the type of innovation-related capabilities found in the Chinese business ecosystem. This is
certainly true in emerging markets and lower-end products, where cost competitiveness is critical. But even
in markets for high-end products, companies that turn a
blind eye to excessive costs or avoidable product development delays do so at their peril. If Chinese start-ups do
not identify ways to beat them, their global counterparts
surely will.
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When China categorizes an industry as a
“strategic industry”

When China categorizes an industry as a “strategic industry”, such as the wind energy industry, a massive
push from the regulators is initiated with the purpose
of achieving the strategic goals set forth. It is important
to understand that this is not done in secret, quite the
contrary. China communicates and announces its intentions well in advance of pushing the “go button” on an
industry; in other words, the industries and sectors that
China prioritizes strategically are completely transparent
and knowledge of this is readily accessible for foreign
companies as well. Below, you will find a short overview
of why China prioritized wind energy and how China stimulated and guided the market through its regulatory
actions and initiatives.
In order to understand what is likely to take place in the
industry you operate in it is instructive to look at the
overall development goals that China has both in general and more importantly within the industry/sector
that you are operating in.

It is critical to start by looking at and understanding
China’s overarching development goals and agenda and
from there move – using the funnel principle – further
down to look at your industry and sub-section of you industry in order to be able to develop a strategy that will
enable your company to succeed in China.
The vast majority of foreign companies start by looking
at their industry in isolation and will at best conduct classic market research, if you do that you run the risk of
missing completely what it may take to become successful in your industry in China. It is essential to thoroughly
analyze and understand how your industry/sector fits
into the overall picture of what China’s is moving towards and trying to accomplish.
The below section will describe and illustrate starting
from the macro perspective moving futher and futher
into the details of what China did within the wind energy
industry in China.

New parameters (2007–2012 and 2013–
2017)
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China’s scientific development

• From made in China to create in China
• Globalization of Chinese companies
• Develop the West
• Harmonious society
• Healthy and sustainable development
• Indigenous innovation
• Market for technology

New goals for 2007–2020 (and 2020–2050)
Creating a wind energy superpower
• 15 percent renewable energy in 2020
• 200 GW+ of wind energy
• USD 265 billion support scheme
• Three to five “domestic champions” dominating
the Chinese market
• Two to three “global brand” enterprises
producing low-cost turbines for export3

How China’s government supported wind
energy?
1. Long-term energy targets
• Government wants 200 GW installed wind
capacity by 2020

• 40–45 percent reduction in energy intensity by
2020
• 15 percent of energy consumption from
non-fossil sources by 2020

3 Team analysis (Beltoft & Company), National Energy Administration (NEA),
National Development and Reform Commission (NDRC)
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2. Pressure on power producers (utilities)
• Renewable Portfolio Standards: Power producers
with more than five GW installed capacity must
raise the proportion of renewable energy sources in
their total installed capacities from three persent in
2010 to eight percent by 2020
• To fulfill requirements, wind is the most
economically attractive
3. Create economic incentives for developers
• National feed-in tariffs: The tariffs per kilowatt
hour are set at CNY 0.51 (USD 0.075/GBP 0.05),
CNY 0.54, CNY 0.58, and CNY 0.61. These represent
a significant premium on the average rate of CNY
0.34 per kilowatt hour paid to coal-fired electricity
generators.
• With the right equipment, the right site, and the
right conditions, wind plant development is profi
table
• Low-interest loans and financing from state-ow
ned banks4
Having looked at how China has supported wind energy, next we will look at what it means from a regulatory
perspective when China has deemed an industry to be of
strategic importance for its national development goals
and agenda.
A “strategic industry” means that the regulatory framework and mechanisms are increasingly used as a tool
to nurture and stimulate domestic companies

Strategic Industry Means Regulatory
Framework Increasingly Used as a Tool to
Nurture Domestic Wind Power Industry

A Wind Power Superpower in the making:
• Government focused on building leading wind
power brands to challenge established
companies on a global scale

4 Team analysis (Beltoft & Company), National Energy Administration (NEA),
National Development and Reform Commission (NDRC)

•”Sinovel will become a Chinese Vestas”5
• China will be the biggest wind power country in
the world6
Phase I: Nurturing a Domestic Industry and Developing
Cost Leadership
• Clear strategy to build a strong cost leadership in
wind power industry to give domestic companies a
clear advantage
• This model has been applied with great success in
many other heavy industry areas and will succeed
in the wind power industry as well
Phase II: Scientific Development and Achieving Technology Leadership
• Cost leadership being coupled with a massive
focus on R&D meant to leapfrog R&D capabilities
of Chinese companies - both onshore and offshore.
Some basic features of the strategy (launched in
October 2007)7:

A string of new rules and regulations designed to facilitate Government goals:
The FDI Catalogue
• Promoting JV’s and tech-sharing through the
concept of “market for technology”

High Tech Enterprise Def.
• Companies must now show a percentage of
annual income related to ‘Domestic’ R&D Costs
VAT & Tariff
• Encouraging R&D in domestic wind power
companies
Direct Subsidies
• New circular provides domestic companies
RMB600 per kW

5 Zhang Guobao
6 Zhang Guobao
7 Team analysis (Beltoft & Company)
Quotes: public comments made by former Director (Minster level) Mr. Zhang
GuoBao of the National Energy Administration (NEA) during 2007 and 2008

What we can learn from the above is that China is extremely advanced and efficient at leveraging the full
spectrum of its regulatory variables and options in making a strategic industry moving in the direction that
China wants it to move to.
It is also important to note that while regulations are
used as a tool to stimulate domestic industry growth and
competitiveness, it is not only foreign companies that
are targeted, rather China looks at the totality of what
it will take to move a strategic industry towards its objectives.
In the wind energy case this meant that State-Owned
utilities were forced to take on a certain amount of wind
power otherwise this risked having their operating licenses revoked.
Below you will find an overview of China’s prediction and
ambition of its long term wind energy development in
China.8 Below it is summarized how China became the
world leader in wind energy in just six years time.

China becomes a world leader in just six
years
Stage I: Industry formation (Pre-2005)
• No national level policy support
• Government funded 863 and 973 R&D programs
Stage II: Local Industry Comes to Life (2005 – 2007)
• Renewable Energy Law
• 70 percent localization requirement enacted
• Renewable Portfolio Standards (RPS)
Stage III: Chinese Firms Seize Control of the Market as
Wind Bases Emerges (2007 – 2009)
• MOF production subsidy
• FDI catalogue revised to encourage JVs
8 NDRC ENERGY RESEARCH INSTITUTE, RENEWABLE ENERGY FORUM BEIJING
MAY 12TH, 2009
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• National feed-in-tariffs (FiT) set 10+ GW Wind
energy bases announced
• Indigenous innovation product catalogue drafted
Stage IV: Industry Consolidation, standardization, Improved Quality, Chinese Firms Going International
(2010 – Present)
• Offshore bid
• Localization requirement abolished (substituted
by new regulation)
• Entry standards draft
• Wind turbine (WTG) size requirements
• MOF subsidy ended
• Grid code and standardization9

Unwavering industry support from the
government

China’s market is now transitioning from breakneck installation rates to measured, centrally planned, slower
growth. Below the key market drives and inhibitors are
9 Team analysis (Beltoft & Company)
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listed. While the Chinese wind energy market stills holds
great – unfulfilled – potential for Danish companies, it is
equally clear that even after a ten-year period with rapid
growth the Chinese market is extremely complex and demanding to navigate in.

Key market drivers:

Long-term government support.
• Government targets of 200 GW by 2020
(grid-connected capacity). Renewable energy
production and consumption targets for 2030
being finalized.
Healthy feed-in-tariffs and strong project profitability.
• Four regional onshore FITs established (CNY
0.51–0.61/KWh). Typical three-year zero tax and
three-year half-tax incentives for wind projects.
Projects registered under the Clean Development
Mechanism (CDM) program also sell carbon credits
to developed countries as a revenue stream.
Strong economic and energy demand growth.
• Seven percent + annual GDP growth and energy
diversification support to meet surging demand.

SOE bank backing.
• The vast majority of Chinese
wind farms are financed through loans from
state-owned banks. While NPLs have plagued such
banks in the past, they are currently in fair
financial shape.

important question to ask is, “Is there anything that the
international competitors could have done differently
to get a better outcome (sales, market share, profit,
market position)? And if yes, what?”

Summary of the China wind energy case

Smart grid and UHV transmission build out.
• The national UHV grid network is expected to
largely be in place by 2020.10

The above wind energy case is a good illustration of
how thoroughly and aggressively China moves forward
with industries and sectors that they deem to be of
strategic importance to the future of China.

Key market inhibitors:

There are several things that one can be sure of when
China moves forward with a strategic industry:

Lagging grid connection.
• The grid connection rate has not kept pace with
massive wind expansion in recent years. Only 75
percent of China’s installed turbines are connected
to the grid.
Heavy wind curtailment.
• Inflexible thermal power plants, lack of
coordination, and poor local energy consumption
have pushed curtailment rates in Northeast China
above 20 percent.
Tightened project approval process.
• The centralized approval process has slowed
down new project development. Project delays and
cancelations are possible if planned wind farm
projects do not appear on National Energy Admini
stration (NEA) “white lists”.
Subsidy payment delays.
• China owes Renewable Energy (RE) developers
billions in unpaid RE subsidies due to poor govern
ment planning and insufficient electricity surchar
ges collected to pay for RE FiT premiums.
The subsidy payment mechanism is currently being
reformed, but developers’ net working capital
situation continues to suffer.11
The points below are not an exhaustive summary of
what typically happens within only a few years. A very
10 Team analysis (Beltoft & Company)
11 Team analysis (Beltoft & Company)

The above is a not an exhaustive summary of what typically happens within only a few years. A very important
question to ask is, “Is there anything that the international competitors could have done differently to get
a better outcome (sales, market share, profit, market
position)? And if yes, what?”
In most cases, the answer is a clear and resounding
“YES”. What is required depends on the industry and
the individual company, but if we take the wind energy industry in China as an example, there were many
things that leading foreign players could have done
differently.
What the leading international players struggled with
was adapting their internationally successful business
models and strategies to the market dynamics of China
– a set of market dynamics that were fundamentally
different to what they had been used to; however, this
could have been done. At the most simplistic level, if a
company in any given market (this is particularly true
for large markets) does not adapt their business models
and strategies to the dynamics of the market they are
operating in, they cannot expect to become successful
in that market – it is as simple as that.

Guidance and advice on key issues

Next, we will take a look at the competitive strengths
and weaknesses of Chinese companies in comparison
with international companies, and we will look at some
the key aspects of what we can learn from them.
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Overview of Chinese industries’ level of maturity and global competitiveness12
Learning from the local competitors – Become the cost and price leader
• Always compete with low price and goodenough quality
• Higher wages are leveling the playing field,
but R&D subsidy is increasing
• Local competitors are fully aware of your
structural weaknesses
• Do you have the most effective tax structure?

Learning from the local competitors – Get
closer to the consumers
• You cannot run your China business out of
Beijing or Shanghai
• Customer behavior is different in different
part of the country
• Local competitors know the market and
customers better than you do
• Do you know who your end customers are?
Learning from the local competitors –
Uncommon Western business practices
• Do not just reply on research agencies and
market reports
• The customer battle is being fought on the
ground

12 Source: Frontier Strategy Group analysis, Fidelity Asset Management
Research

Chinese companies going global:

• Western and rural China is very different from
the rest of the country
• The rural market has – in many industries – a
large business

27

Chinese companies’ competitiveness
Strengths:

Weaknesses:

• Understanding and access to a large and
extremely competitive home market

• Lack of technical innovation when there is
no “standard”

• Do not have to answer to shareholders
quarterly

• Companies tend to become too large
and vulnerable

• Well-developed supply chain and world
factory in many industries

• Corporate management is relatively weak,
not enough attention to details

• Large technical workforce for speedy
product development

• Inability to build a global company and brand

• Government support in “going-out” strategy

• “Poor” quality image
• Private sector has limited access to capital

Competing with good-enough products - find point of entry by local competitors

• MNC – large or small – tends to focus
onhigh-end market with superior quality
and higher margin
• Afraid of cannibalization of own brand
and margin
• However, this market is becoming
larger globally
• Two questions:
1. How wide is the price and feature gap
with your premium offering?
2. How quickly can you close it with the
resources at
28

• Three approaches to building a more
flexible and low-cost value chain:
1. In-house development
2. Acquiring a local competitor with readily
available offerings and capabilities
3. Joint venture
Note: Suggest to maintain an arm’s length with mother
company in (2) and (3) and requires in-house China M&A
and JV capabilities. Most SMEs do not have that and
should be cautious with options (2) and (3)

Learning from the local competitors – Improve response to market needs
• Leverage the large engineering and
inexpensive pool of resources
• Speedy product development and
customization is key to success
• Local competitors will fully leverage this
competitive edge
• They will use the customer as their test bed
for new products

Outperforming local and global competitors
–Better management and support ecosystem
• Leverage your management system as a
competitive advantage (although more and
more Chinese companies are improving quickly
in this area in recent years)
• Leverage your support ecosystem
• Leverage your advanced quality control
system and your data analytic capabilities

What are the five biggest mistakes made by
many MNCs – large and small – in China?

When I ask Chinese business executives (ranging from
company owners and investors in technology startups to SOE board members and CEOs for Chinese and
international companies) what the three to five biggest
mistakes are that MNCs make in China today, they tell
me the following:
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01

They underestimate the fast-growing sophistication of Chinese competitors, customers, and
consumers

02

They underestimate the strategic significance of the Chinese market. China is or will become the
biggest market for most companies; therefore, the Chinese market needs to have a strategic position in MNCs’ Business strategies, which means more strategic resources should be allocated to the
Chinese market.

03

The implement or impose global or HQ strategy to China, ignoring the uniqueness of China (failing
to relate to Chinese market dynamics). Companies should not impose their HQ strategy for selling to
the Chinese market – it won’t work and will cause heavy investment but poor ROI.

04

They parachute foreign managers in for local management in China who do not truly understand
China. (There are too many examples – the Chinese mentality is quite different from Western one,
customer and consumer behavior, purchasing manager’s criteria and mentality, company culture and
values, etc.).

05

Execution: Operations execution, sales execution, crisis management execution
How do Chinese companies develop market success?
• They gain market reference and share in the vast rural markets
• They use a low-price strategy to enter urban markets – destroy market price
• They say “Yes” to all customer requirements, gain credibility through fast R&D
responsiveness
• They work with the government and customers to alter technical specifications to
gain advantage
• They win R&D subsidies from government
• They swamp the customer with service people – fix it before the problem is reported
•They continue to squeeze margin until foreign companies exit the market
• They improve margin where they have established monopolized market conditions
• They are supported by the Chinese government to expand market share abroad
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Facing off with the global (domestic and
MNCs) in China and how it can prepare
foreign companies for global growth
• Think global but act local
• Initial leverage of technology leadership,
brand equity, and global volume
• Defend your market share
• Do not forget the vast rural market
• Product cost reduction using local
components and materials
• Local services to reduce cost and increase
customer intimacy
• Local development to cope with local
standards and changing customer
requirements.
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Conclusion

Once in China, companies must confront strategic
questions on three distinct levels:
Firstly, Danish SMEs need to assess the extent to which
they are in China to serve the Chinese market and how
well they understand its competitive dynamics and its
particular types of customer preferences. Does their
overall business model or the product line that previously brought them success in other markets apply to
China? If not, does the in-country management team
have the capabilities needed to succeed there and will
headquarters provide the experimental space to develop those capabilities? How ready is the company to learn — and change its practices — to meet the demands
of this market?
Secondly, Danish SMEs must assess how prepared
they are to leverage their knowledge from China to
build competitiveness in other emerging markets. Can
mid-range products developed for China be marketed in
other developing or middle-income nations? Can supply
chains or R&D operations localized for China be redirected to serve global production efforts, including efforts
based in other emerging markets?
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Thirdly, companies must ask how prepared they are to
apply the capabilities developed in China to become
more competitive at home. Is the company ready to
use this knowledge in the most advanced markets? Do
employees involved with the R&D and product development functions back home believe they can learn
from how things work in China? Do executives at Danish
SMEs think competitors intend to leverage knowledge from China to build competitiveness in advanced
industrial markets? And do those executives think that
resourceful companies from China are making plans to
attack those very same advanced markets?
It is problematic if technology-focused SMEs in Denmark shy away from China, whether out of fear or
indifference. The contemporary Chinese innovation
ecosystem is a force to be reckoned with. The real issue
today for Danish SMEs is not what they have to give up
when entering China but what kind of know-how they
can acquire from being there. The decision to operate
in China cannot be undertaken lightly. However, it must
often be undertaken to ensure sustained competitiveness both at home and abroad.

China will continue to use its huge market
potential to attract foreign direct investments and
acquisition of new technologies.

It is hard to walk away from the China
market. Need to be ready to adjust the business
model according to the business dynamics.

The Chinese government will continue to
support local industry developmentment

China will not continue buying from foreign
companies. Need to learn to work with local partners, competitors, and the government.

The Chinese competitors will eventually become your global competitors.

Many MNC’s under-estimated how fast the
Chinese competitors narrowed the technology
gap.

”Not invented here” is a huge internal
challenge in MNC’s

Simple complacency, when China becomes
the world factory in various industries, innovation
will follow.

The China market will prepare MNC’s for compeeting in other emerging markets.

MNC’s need to learn to become a low-cost
competitor in the global market.

Understand the China Five Year Plan and prepare your own China Strategies

The government and state-owned enterpreses’ (SOEs) policies and action become very
predictable.
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