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German Drivetrain

g

Known for their engineering excellence, German businesses
are employing that precision in a range of other sectors, from
chemicals to logistics.

By Sheila Wong

n the last few decades Germany and

China have developed a trade relation-

ship that has been more cooperative

than competitive. This has been despite

the struggles that Germany has under-
gone as it further matures as an economy
that once dominated as a major manu-
facturing centre and continues to rely on
exports, two areas where China has gained
in strength. Trade volume between the two
sides grew over 20 per cent in 2007 from the
previous year, amounting to USD94.1bn,
according to Chinese statistics.

“Germany is by far China’s biggest trad-
ing partner in Europe, and since 2002,
China is Germany’s second most important

Albrecht von der Heyden, Consul
General of Germany in Shanghai

export market after the United States,” said
Albrecht von der Heyden, Consul General of
Germany in Shanghai. Two official visits to
China in two years by German Chancellor
Angela Merkel as well as a visit last year by
Federal President Horst Koehler highlight
China’s importance for Germany.

The recent visits have not only boosted
dialogue and business deals between the
two sides, but also reinforced existing
cooperation and agreements. “Many Ger-
man companies at all levels from MNCs to
SMEs cooperate with those in China, but
we also cooperate on a state level in many
fields such as IPR,” said von der Heyden.
“Over the last 25 years about 500 experts
from China have been trained in Germany
in IPR issues.”

Export-Driven Economy

Following several years of economic reforms,
the German economy is springing back. In
2007, GDP growth reached 2.5 per cent, the
second consecutive year it rose above the
two-per cent level. Although that rate may
pale in comparison to China’s much younger
yet more robust 11 per cent, it is far better
than the negative growth of prior years.

Like China, Germany is an export-driven
economy. The country’s exports grew by
8.3 per cent last year and accounted for
more than half of the GDP growth, or 1.4
percent. Domestic stimuli (mostly driven
by company investment in equipment)
grew by 8.4 per cent, contributing to an-

other percentage of GDP
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Consul General von der Heyden notes
that accumulated direct investments from
Germany into China in 2006 (the most re-
cent figures available) reached USD14.1bn,
with roughly USD11.4bn originating from
the area under his jurisdiction, namely
Shanghai and the provinces of lJiangsu,
Zhejiang and Anhui.

He adds that there are about 800 Ger-
man enterprises in the region, a figure he
believes is closer to 1,000 judging from the
membership level at the German Chamber
of Commerce. “There are likely more than
this because there are enterprises that are
not members of the chamber, but all told,
there are about 2,600 German enterprises
in all of China,” said von der Heyden.

Formidable Presence

A number of German companies trace their
initial presence in China to over 100 years
ago. Deutsche Bank, BASF, ThyssenKrupp
and Siemens are among those that have
returned in recent decades to invest in and
develop their business here. They are just a
few of Germany’s biggest and best known
companies that are operating in China, includ-
ing industry leaders in auto manufacturing,
industrials, chemicals, pharmaceuticals, and
manufacturing engineering.

g

While many of Germany’s biggest compa-
nies also stand among the world’s leaders,
an estimated 3.4 million SMEs comprise
the backbone of the country’s economy. A
growing legion of those smaller companies
are making their way to China, either in
support of existing customers or in search
of new ones.

One of Germany’s best known com-
panies among Chinese consumers and
businesses alike is Siemens. Its principal
business areas include Industry, Energy
and Healthcare. As one of China’s biggest
foreign employers, Siemens Ltd. China
has a total of 50,000 employees in this
market, with more than 7,000 joining its
forces in 2007. It currently operates 90
companies and 60 regional offices across
the country. In 2007, sales and new or-
ders for Siemens China increased by 21
per cent to RMB53.3bn and RMB60.7bn,
respectively.

In a recent press conference, Dr. Richard
Hausmann president and CEO of Siemens
China said, “We will further expand our
portfolio in environmentally friendly tech-
nologies to reach 50 per cent of our sales
in this field by 2010.” The company plans
to invest an additional RMB10bn into
its China operations in the mid-term and

Survey Points to Success

According to the results of a recent
German Delegation of Industry and
Commerce’s (GIC) survey, German busi-
nesses are prospering in this market. In
the largest survey of German enterprises
in China, about 80 per cent of respondents
reached their earning targets or exceeded
them while 93 per cent said they planned
to expand their local operations, says
Bernd Reitmeier, GIC’s deputy managing
director. A total of 273 German operations
across the country, including representa-
tive ofpces, WOFEs and JVs, took part in
the GIC survey.

Chinais an increasingly attractive destina-
tion for German SMEs. Of those companies
present in China for more than 10 years,
20 per cent are SMEs, while those here

for four years or less amount to 53 per
cent. Another trend that emerged from
the survey includes the increase of trade
and service companies. The percentage
of such companies present less than two
years amounted to 45 per cent while those
in China between six to ten years repre-
sented 19 per cent of respondents.

About every second production company
intends to increase its in-house activities
in the area of production (44 per cent),
sourcing (48 per cent) and R&D (56 per
cent). Almost a third will do so in the
areas of marketing (29 per cent) and after-
sales (30 per cent). Ninety-pve per cent
of respondents will maintain their level
of business activities in China between
2008 to 2010.

RMB17.3bn in the long-term. Half of the
initial RMB10bn will go toward innovative,
energy-saving and environmentally friendly
technologies.

Another German giant that enjoys high
recognition among the Chinese public
is Volkswagen. lIts restructuring plan,
implemented in 2005 to end the downward
spiral of its once commanding lead in the
world’s second-largest market, is largely
considered successful.

After centralising its sourcing opera-
tions, cutting its prices and introducing
new models — six last year and more are
expected this year including the Cross Polo
— Volkswagen surpassed its target and
annual production capacity of 900,000 in
2007. Sales reached 910,491, an increase
of 30.2 per cent from 2005. The growth
has prompted China’s biggest foreign au-
tomaker to consider reversing its earlier
decision not to build any more production
plants in China.

Zhang Suixin, general manager of
Volkswagen China Investment Co. Ltd.,
and Chief Representative of Volkswagen
(Beijing), highlighted the importance
in the company’s R&D efforts in clean
vehicle technologies. “[We] have just be-
gun [our] powertrain strategy to reduce
consumption and emissions by more than
20 per cent by 2010, across a whole fleet
of models produced at FAW-Volkswagen
and Shanghai Volkswagen,” he said, in
an earlier interview with Shanghai Busi-
ness Review.

Energy efficiency and environmentally
friendly goals are a reoccurring theme
among German companies in China, and
it is an area that has grown in priority
particularly among companies with a long-
term view of the market.

Driving Force Industry

The auto industry accounts for 40 per
cent of all Germany’s exports with lead-
ing manufacturers such as Volkswagen,
Audi, BMW, DaimlerChrysler, and Porsche.
Global sales for DaimlerChrysler reached
EUR147bn in 2007, the third largest car-
maker in the world. VW is Europe’s largest
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car maker with global sales of EUR105bn
in 2006, the latest available figures.

In China, BMW saw 2007 sales grow by 42
per cent, a total of 51,588 units, including
49,388 BMWs and 2,200 Mini brands. The
company plans to increase its production
in China by 45 per cent to 44,000 units in
the coming months. Current production in
its Shenyang plant with Brilliance China
Automotive Holdings is 30,000 BMW 3- and
5-Series annually. The company recently
opened a new auto parts distribution centre
in Shanghai, its second in the country. It is
expected to store an inventory of 15,000
spare parts and deliver a total of 290,000
components annually.

| sau
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Mercedes-Benz, part of DaimlerChrysler,
also saw its fortunes rise last year as
sales in China including Hong Kong and
Macau reached 30,600 units, an increase
of nearly 50 per cent from 2006. The flag-
ship S-Class reached sales of 11,500 units,
making it the best selling luxury sedan in
this market. Demand for SUVs also showed
strength, with sales reaching 3,000 units,
an increase of 90 per cent from the previ-
ous year.

Mercedes-Benz (China) first entered the
market in 1986 via Hong Kong before
moving its headquarters to Beijing. It now
has over 90 franchised sales and service
centres in this market. It locally manufac-

tures the E-Class sedan with the Beijing
Auto Industry Company. The company is
expected to open a centre in Beijing later
this year that will offer services for specific
product lines for existing customers and
potential buyers. There will be a display
area, coffee area, children’s entertainment
area and a service workshop.

Business among German auto suppliers
is also booming. Bosch, one of the world’s
largest automotive suppliers in terms of
sales, currently has 14 WOFEs, seven JVs
and six trading companies in China all
operating under the group’s various busi-
ness sectors that, in addition to auto parts,
includes consumer goods such as power
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Backbone of Economy

Mercedes, Lufthansa and Siemens
are yagship names for German business
worldwide, but the nationis SMEs play an
equally, perhaps even more, signipcant
role in its economy. Germany is home to an
estimated 3.4 million SMEs, categorised as
companies with fewer than 500 employees
and annual sales below EUR50m. All told,
they employ close to 70 per cent of the
country’s workforce.

Those SMEs looking for opportunities in
China can turn to a number of support
networks, comprised of, for example,
incubators like the German Centre and
organisations such as ICSME, the Inter-
national Centre for SMEs which opened
its doors last year. ICSME specialises in
assisting manufacturers with facilities
and service support such as market-entry
consultancy, business administration,
sourcing, among others.

The GIC offers a number of services that
include investment advice, business set-
up, trade fair service, recruitment, and
assistance in working with authorities and
recruitment, among others. Given its mem-
bership growth — 1,000 last year compared
to 800 in 2006 0 the ofpce has added 25
to 30 new people last year with a total of
135 in Shanghai and pve in Ningbo, says
Bernd Reitmeier, GIC’s deputy managing

director. 0Weire growing not only staff;
we’ve added new departments working on
environmental issues and building parts,
and we have a lot of investment projects.”

One key concern among newly arriving
companies is cost, and this has driven up
interest in neighbouring Jiangsu Province.
“Apparently there are more German compa-
nies in Jiangsu than there are in Shanghai,o
he added. According to the GIC, China is
currently home to 4,500 companies and a
majority of those, 2,700, are in the region of
Shanghai and Zhejiang, Jiangsu and Anhui
provinces. Another notable trend shows
companies switching from direct sales to
indirect sales, which, in his view, is a natural
progression to the next step in the market.

Working alongside the GIC, the German
Chamber of Commerce currently

has 1,003 members belonging
to over 850 companies,

says Kristen Robin- s
sen, the chamber’s
publications man-
ager. She agrees
that the biggest
growth area is taking
place in Jiangsu and
Zhejiang provinces, judg-
ing just by membership.
The chamber represents the

interests of German industry around the
world; in China, it has ofpces in Shanghai,
Beijing and Guangzhou. Although the Bei-
jing ofpce is authorised to work with the
central government in collaboration with
German institutions, the Shanghai ofpce is
the largest by membership in China.

0We have three kinds of events: the
chamber meetings, workshops and social
events,” said Robinsen. The workshops
are largely divided by industry and typical-
ly host 20 to 40 people while the meetings
attract anywhere from 100 to 200 attendees
and address more general issues.

The chamber also distributes a number of
publications such as GC Ticker, amember-
based magazine, BusinessForum China, a
bi-monthly business magazine, and Info-
Guide Shanghai, a German-language book
for expats living and working in
Shanghai. In addition to
providing a forum for
L communication, the
&' GCC also organises
3 ' meetings in neigh-
/ bouring provinces to
/' convey the latest devel-
" opments on topics such
as human relations, taxes,
laws, marketing and quality
control, among others.
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German

As one of Germany's largesl conlraclors
working i buildng consinucion and  chl
enginesring, Ed. Ziblin AG has become a
name, both in Germany and abroad, assod-
alad with ke, innovalive products. Mana than
a cenfury af hislory and growsh have alowed
the company o [ake advanlage of s size in
selling up its cwn permanent faciones thal
produca concrda pipes and other
glements. It also offers high-lech products in
the form of custom-madea machinery, envinn-
mental fechnologies and Ruly  awiomaled
matenal fiow systems.

in 3005 Zubln increased s Ewopean
featprnl by becoming par of STRABAG 5E
Ausiria's kargest construction fiem, which now
ranks a5 Ewope's fifth largest

Regaeding Ziblin's cora business, consiruc-
lion, @ has been benefiling from the recend
Bounee i nol only the Gemman sconomy, b
alsn in ameeging markets. Since it starled e
inteational operalions in 1953, it has
peraled in over 50 counties; in 1999, a
subsidiary, Zibdn Intemational GmbH, was
created o manage projects Abmoad. The ks

Expertise in China’s
Construction Sector

anrual repor defals sucoesses n Eastern
Eunopa, Chile, the Middle E==t and China.

Wealth of China Experience

Ferw foreign companies hae worked in China
sinca fhe mid-1970s, while Ziblin's first project
in the PRC was for Wuhan Sieel in 1974,
fioflowed in 1573 by work for Bacshan Sieel.
The 150805 saw the company working on a
number of maer infrasiruciuee propects, such
a8 Guangzhow Harbouwr and 2, 000m of séwags
jpiping under Shanghai

Sinca the mid-1900s Ziblin has developed a
decadi-long relabionship with i3 joint venlure
pariner, and in 2004 Shanghai Changjiang-
Ziibin Corsinuction and Enginesering Co. was
certified a5 a Calegory || Conrachor, pasmified
i consinuc] industrial, municipal, harbouwr, and
ftunmeling projects, In 2003, a projaci manage-
mend rm was established o vaden the range
of services on offer.

Ag domestic consiruction companiss improve
at a dizrying rate, foresgn companies continig-
ally nesd B innovale 16 win projects, “The
Chinsga only noed support with the lalest

fechnologies, which means thal foreign compa-
ries have ko focus on this markel,” says Harakd
Kuhn, General Manager of Ziblin China

Projects in Infrastructure and Industry

Zikdin has & long kst of significant infrastnac-
bure propscts under s bell In 1991, i
complebsd the Xrsha Tarminal of the Huangou
Port — the construction of which was the first in
China fo use the underwaler casson method
for the foendafion of the quay It was also
behind the work dona on e Ting Kau Bridoa,
a 1.200mdong  struchue  thal connects
Kiowioon fa the New Terilocies. Mora recently,
in 2002, it mada an impression with the
coenplehon of hie Xiaclangdi Dam. Localed in
Henan Province, this dam has nearly nine
kikomstres of unnets, some up o 20m wide.
2iibdn is curendly working on a cutting-adge
propect in norhem China, whins it i supenis-
ing e |aying down of railway Facks capabla of
taking high-speed trains. [t 5 Gemman technol-
ogy, and M makes sense for a German
company o ba involved.

An ever increasing focus has been on bulding
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manufachoing plants for mulinaional compa:
nies. e acouine some piojects because we
have @ long expenience in Chinal and we gel
som because ihe comparty i vry well known
i Germany,” says Kuhno “50 our clents kniow
thal they ane oy 1o ool siandards of & high
qually.” hs chients incude a rangs of wel- known
German compankes — Haidenhain, Skemens
Medical Equipment, and INA Schaeflen I name
just @ hew Repaal business i imporand as
safished cusiomers retum for addifons bo feir
plart: for example, Zibin has recently finished
fhar third phase of fwiling's Shanghai plant.

Ziiiblin has offices in Shanghai and Baijng, but
its reach across China is nod limited o bwo
ciligs. |0 e a0 couple ol years i has

designed and built plants i Oingdaa, Wuhan
and Jin. The compary's cument projects ae
iocated &5 far &% Shenyang on the northeast
am oo, running all the way down o Guang-
dong Province,

Full Range of Sarvices

Baing able jo offer bofh general coniraciing and
project managament puts Ziibin in the posiion
io help its chents theough every stage of the
constnection process. Mot every diant neads
help al every stage, butfor those that nesd it, the
Wil pACKEgE & dvalabie. TYhen worng &5 8
general confracios, we ke on e whole nespan-
sibdity " says Kuhn, “Upon the compietion of &
proect, we include Rl afiersales Suppor,
induding a warranty, which i
" based as much on e good
relabonship we have wilh our
o s chents as il is on o contrachusl
agreaments.”
= The process starls with the
| degign prociss which  [akes
into account the cliants require-
ments, leading 1o a detalled

+ &

thees-dmensional design. “We can guaranbss
that it looks [ke the design, not just Fom the
culsade, righl down 0 B Bechnical delads,
such as thes, swilches and pumps,” says Kuhn
Once he design & seltthed, Zobin will liaie
with the govermmend on behalf of the client. i
dso makes the difficull choios of contracion
and subsaquently manages them fomake sura
that the project is completed on schedule,
within [l ofiginal budgel and, most Enpod
tantly, in the safes?! manner possible. Theess
gecades of experienca in China has given
Zublin's redationships with key officials and the
besi contraclors Bhe chance fo grow o
maturity. It & these establshed relatonships
with all e Aghl people in China that helps
stenghen ha paramouni  relationshin
betwean Zibln and its cents. O

Contacl person: Mr. Haraid Kuhn, Goneval
Managar. Aodress: D37 Crasf Willa, Mo 87,
Songlin Road, Shanghai 20020, PR. Ching
T #86-71-538318816, Fax: +86-71-58316368
E-Mait haratd kufmBzublin com.cn
Homeapaga: waw Fublin com.cn
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tools and industrial technology. Auto sup-
ply represents of over 55 per cent of the
company’s sales in China, which reached
EUR1.3bn in 2006, an increase of 30 per
cent from the previous year.

As with many companies, China is one
of Bosch’s biggest growth markets. Of the
company’s workforce of 13,800, 3,300
new employs joined in 2006 alone. It re-
established its presence in China in the
mid-1980s and, by 2002, the group had
invested a total of EUR500m, a figure that
has grown to over EUR750m in 2006.

One of Germany’s largest privately owned
industrial companies is the Schaeffler
Group, a leading bearing and automotive
supplier. Last year, it opened one of its
largest production facilities in Taicang in
Jiangsu province. The EUR180m, 110,000
sg. m plant will employ an estimated 1,500
staff and has the capacity to expand a
further 90,000 sqg. m.

Electrical & Mechanical
Engineering

The auto industry is followed by electrical
and mechanical engineering as Germany’s
strongest industries in terms of sales and
number of people employed (EUR152bn,
799,000; EUR142bn, 868,000, respective-
ly, in 2004). From developing high-speed
rail lines to creating manufacturing equip-
ment for specialised production, like for

| sau
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adhesives, hundreds of German compa-
nies have successfully made the leap to
China. Many of them compete with highly
sophisticated technology and top-notch
quality goods.

Chinese residents
could likely be
carrying banknotes
printed by German-
made printing
machines.

A German name behind the Maglev train
in Pudong is ThyssenKrupp, a technology
giant that specialises in steel, capital goods
and services. It considers China its most
important market in Asia. Its revenues here
reached RMB9.98bn in 2006, which rep-
resented about 10 per cent of the group’s
foreign sales. It employs roughly 6,000 in
its offices and production facilities across
China, and around 190,000 worldwide.

Although the name Heidelberg may not be
as widely known among average Chinese
residents as others already mentioned,
they could be carrying around banknotes
printed by its printing machines. In 2006,
the China Banknote Printing and Minting

Olympic Engagement

German companies are lining up along
with the hundreds of other enterprises
hoping to make their mark in the Beijing
Olympic Games as sponsors or in the con-
struction of sites and auxiliary facilities
and services. Siemens’ involve-

ment in the newly unveiled
Aquatic Centre includes
installment of the
. electricity generation
' and water treatment
| systems. It will also
supply systems to
handle the baggage
of the expected 28 to

60 million visitors to Terminal 3 of Beijing
Capital International Airport.

Meanwhile, Adidas will supply sports-
wear for the Chinese Olympic Team, all
staff, volunteers and technical ofpcials
of the Olympic Games as well as those
for the Paralympic Games as the ofpcial
sportswear partner. DHL is sponsoring
China’s national badminton team, while
Volkswagen, as an ofpcial auto partner,
plans to introduce cars powered by al-
ternative fuel in time for the Games and
has already unveiled a series of Olympic-
themed Beetles.

Corp., the world’s largest banknote printer,
purchased 12 Speedmaster presses for its
six printing plants and began printing
banknotes last year.

Also in 2006, the company became the
first German equipment manufacturer in
the print industry to establish an assem-
bly plant in China, located in Shanghai’s
Qingpu District. Although concerns over
copyright infringement run high among
companies specialising in cutting-edge
technology, Heidelberg is banking on big
returns. Given that the average Chinese
consumer spends USD10 a year on print
media while a Western European spends
USD400 and a Japanese spends USD600,
the company considers the potential for
growth phenomenal in this market.

Another German player that deals with
paper products and has invested heav-
ily in China’s future growth is Voith AG.
The company invested EUR50m in the
construction of a planned paper city in
Kunshan, Jiangsu Province, due for com-
pletion in October this year. It will include
three factories and the China headquarters
of Voith’s paper production sector. The site,
measuring over 70,000 sg.km, is one of the
group’s 14 sites in China.

Voith’s global sales rose by 9 per cent
last year from the previous year, surpass-
ing the EUR4bn-mark for the first time,
said CEO Hermut Kormann in a recent
press conference. Business in China ac-
counted for around half of that growth.
“We’re expecting dramatic growth in China
over the next 20 years,” he said. Orders
in China increased 30 per cent last year
over 2006.

Like many other German companies,
Weidmdiller’s products are used in a wide
variety of applications. It is a maker of
connectors, electronic products, terminal
blocks, accessories and tools used in
production, as well as specific customer
assembly line requirements. The company
offers over 35,000 of its products world-
wide, and more than 7,000 are available
in China with over 2,000 made in the
company’s Suzhou plant. In recent years,
Weidmdiller has invested over EUR26m in
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