Why not China?
If you don’t go
to China, Then
you’ll never know
if it’s for you
Liz Qiao
Richard Youngman
On November 3-8 2013 Cleantech Group’s
3rd annual tour to China will take place – a
week of meetings, seminars and networking
to help a select group of young western
clean technology companies and investors
with relevant portfolio companies (1)
significantly increase their understanding
of the China challenge and the China
opportunity; (2) meaningfully progress their
“go to China” market entry and investment
strategy; (3) accelerate their acquisition
of valuable contacts and insights; and
(4) expose their companies to a group of
Chinese industrials, entrepreneurs and
investors (collectively best thought of as
“China Cleantech insiders”)
In recent years, the need to proactively
develop a workable China Strategy has
risen up the list of critical success factors
for CEOs and the management teams of
western technology cleantech start-up and
growth companies.
This white paper provides both our own
observations on why, and how. It draws off
multiple past conversations refreshed by
some recent interviews of China Cleantech
insiders, as well as secondary materials. And
it provides you with a few “in progress” case
studies of western technology companies
who have gone to China.
It all adds up to a conclusion that while the
process is no easy feat, it can be done, and
indeed must be tackled and ends with a
call for action – consider joining our 2013
tour group to come see, hear and learn for
yourself, through leveraging our network
built from more than 5 years of networkbuilding with an ecosystem we refer to as
“China Cleantech Inc.”.

There is always something more pressing closer to home. There is always a practical
excuse why people keep delaying to even start the process or why they underinvest in the process and the time needed to work out what the Chinese Cleantech
ecosystem (what we think of as “China Cleantech Inc.”) could mean for their cleantech
business. And then there is the reality of how hard it all sounds (and is!), along with the
clichés (with strong truth, of course) about the dangers of IP loss and China market
entry being a fast road to ruin.

Why China?
China’s interest in clean technologies and its compunction and capacity to act could
not be in much starker contrast to Europe and North America. Here is a country
whose industrial policy and capital availability for the right projects and companies
could offer you any combination of the following: speed-to-pilot and proof of concept;
speed-to-scale and competitive costs; sizeable market deployment; a base for
exports; and a financing platform to accelerate your global growth plans. In today’s
environment, some companies we have spoken to consider China a strategic must
and believe they have little to lose, relative to the alternative probability (for some) of
slow death in the West.

How China?
There’s no perfect off-the-shelf solution and what is right for now may not be right for,
say, five years’ time; what worked for one company is no template for another. And,
yes, China clearly isn’t for everyone and every business. What we are confident in
saying is that, for many Western cleantech companies, if you do not invest the
time into first considering and then getting to know China by visiting and by
networking hard, by investing in the building of relationships on the ground, you
are potentially letting yourself and your shareholders down.

Why now?
For Western companies that have considered ‘going into’ China, the list of reasons to do
so is growing.
Cleantech-focused policy, strong government support - China is under two major
mandates that essentially translate into cordial invitations for some western technology
companies to come: first, a government mandate, which has delineated aggressive clean
energy investment targets and marked certain technology areas as nationally strategic.
Right now, at least, Chinese government policy is open to foreign technology companies
helping address domestic technology gaps and is actively encouraging outbound
investment from Chinese companies; this policy may not last forever. Beyond policy,
China has a ‘natural’ mandate from the environment where air pollution, water shortages,
and food safety concerns are so severe that the government must find (and be seen to
find) technological solutions.
Faster, shorter technology cycles – For western companies, with the right strategic
technologies who find the right partners, things can happen very fast. This addresses
one of the primary frustrations that companies face back home where the route to
commercialization is much slower and companies are under pressure from investors to
advance along faster. See the case studies at the end of this paper.
Financing capacity for clean technologies - Many State-Owned Enterprises (SOE’s)
in China have the capacity in their balance sheets to finance capital-intensive projects,
especially where they fit overall government industrial policy. In some cases, some
companies also have close ties with Chinese State banks that can provide project debt.

One of the few growth points in the Cleantech start-up world right now is the
number of western companies looking to bring their technologies to China, and
the number of member firms of “China Cleantech Inc.” (SOE’s, investors, and
private entrepreneurial companies) interested in helping them, be that through
acquisition or partnership.
This trend is only strengthening.
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The Five Year Plan Sets the Prevailing Context…

Advice for Western
Companies . . .
“It’s not that hard. Pay some
visits to China, find companies
and investors active in your
industry, go talk to them - the
cost is very minimal. I definitely
recommend that companies who
are looking into China visit more
often than they tend to.”
Eric Tao, Partner, Keytone Ventures

“Once you get the first one
[partnership], the other ones
are easy. It is important to
be in China and I absolutely
encourage people to explore
the region.”
Jennifer Holmgren, CEO Lanzatech in an
interview about entering the market in China

“You need to do homework. You
need to be there, you need to be
patient. Don’t over-expect and
plan for short-term payoffs.”
European CEO (currently in the process of
planning market entry)

“My research shows that going
to China or India has similarities
to lessons European technology
companies have learned about
going to the US. Get a local
investor. Get a key strategic
corporate relationship. And look,
smell and hire local.”
Dr. Martin Haemmig (CETIM – Centre for
Technology and Innovation Management)
speaking at a venturing conference in
Europe in May 2013)

The 12th Five-Year Plan (2011-2015) is by far the most “cleantech-friendly” such plan
to date. This central government master plan includes the following areas as “Strategic
Emerging Initiatives“: next generation IT, high-end equipment manufacturing, new energy
(nuclear, biomass, solar, wind), clean-energy vehicles (PHENVs and electric cars), and
energy-saving, environmental protection technologies (air pollution monitoring, wastewater
and sludge treatment, water-use efficiency equipment, water-quality monitoring). The latest
plan also emphasizes targets for growth in energy efficiency, smart grid applications, and
electric vehicles (EV) within the next decade.
…but it is key to keep informed on the nuances and where the puck is heading…
This is where visiting often and having a strong China network—plugged into what is
happening locally, regionally and nationally—is so important. Firstly, whilst it is easy from
afar to know whether your technology area is strategic, it is much harder to know how
on-track China is with regards to achieving the targets it has set out in the Five Year Plan
(5YP) and how that breaks down regionally. The potential for such gaps can have much
impact on what is hot and in demand in any given year. In EVs, for example, the gap
is widening, thereby creating opportunity. The government has targets to install 2,000
charging stations, 400,000 electric vehicle chargers in 20 pilot cities by 2020. In 2012,
only 11,375 electric cars were sold to Chinese consumers, likely due to an undeveloped
recharging infrastructure and insufficiently-attractive government incentive programs. But,
as the government has made EVs an important agenda item, one insider’s read is that
this policy may be refined to create stronger subsidies for hybrids as a transition policy.
Another China-based VC firm believes that China may even bypass hybrids and head
directly for EVs, arguing the case that coupled with the expected stronger subsidies and
‘enough demand’ from consumers—particularly the environment-conscious and brandconscious middle class—EVs will be successful. Furthermore, State Owned Enterprises
(SOE’s) have the resources to build infrastructure.
Secondly, there is emerging industrial policy – changes of priorities within the Plan
as well as areas that might become highly strategic in the next 5YP as driven by real
environmental needs. An example of the latter might be one interviewee’s observation
that, with regards to municipal waste, China is ‘running out of land’ and, therefore, will in
the future see a huge migration from landfill to environment-friendly processes including
chemical processes.
An example of the former is seen in the shift away from sectors like solar and wind since
the country has already invested heavily in these domestically and has aimed to shift from
quantity to quality installations since the release of the 12th Five-Year Plan. One Chinabased VC firm we recently spoke with does not see solar or wind picking up and believes
that even though the government will continue to allocate capital to solar and onshore
wind, growth in these sectors will be limited. A knock-on effect of this has been recent
evidence showing Chinese solar companies starting to look overseas for technology that
would facilitate diversification.
An additional illustration of the changing priorities can be found in the unconventional oil
and gas sector. A China-based investor recently made the argument that this industry
is poised for significant and rapid growth once China makes the proper mechanical
equipment and so can overcome the geographical and technical hurdles it currently faces
in exploration and drilling.

The key takeaway is that China is growing more open to in-source strategic
technologies, but this is an ever-moving trend, with differences at a local,
regional and national level.
What are key concerns Western companies face when looking into China?
While China is becoming more market-driven—making the deal environment increasingly
favorable—foreign companies, especially small ones, need to go in with reasonable and
managed expectations. Aside from the classic legal, political, and regulatory risks which exist
with all international market entry, discrimination, local bias, and business challenges (often
cultural challenges) are not to be underestimated. While IP protection may be improving due
to increasing government attention, intellectual property risks and political risks are very real.
The general view we have consistently heard from those who are living the realities these
past years is that these risks are best mitigated by Western companies choosing the right
partners and structuring well-aligned and incentivized relationships. This view is corroborated
by a recent mini-poll of 15 cleantech start-ups conducted during the time of writing this
paper by Matthew Nordan and George Miller1.
1
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“The Chinese market moves
fairly fast. So what might be
a five-year adoption cycle in
Europe will be a three-year
adoption cycle in China at most.”
Dan Squiller, CEO of PowerGenix

“My research shows that the
cheapest way to go to a new
market is “with” a corporate
(who already has a piece of that
market).”
Dr. Martin Haemmig (CETIM – Centre for
Technology and Innovation Management)
speaking at a venturing conference in
May 2013)

“In this environment, a cleantech
start-up can either play defense
at the barrel of a financial gun or
play offense, entering China on
its terms and timeline.”
Matthew Nordan, 5 lessons learned
from bringing Cleantech to China –
www.mnordan.com

On IP
specifically . . .
“The chance to get to scale
outweighed the risk of IP loss.”
Jennifer Holmgren, CEO Lanzatech in an
interview about entering the market in China

One bed, one dream: The supreme importance of partnerships
The question then logically follows: what makes the ‘right partnership?’ For a start,
Western companies need to realize the value in taking time to understand, sometimes
to a painstaking extent, what incentivizes their Chinese partner. This diligent ‘research’
in dissecting local information and understanding local needs is time-consuming, but
mandatory if you wish to optimally structure investor or JV partnerships and de-risk
the potential for a misalignment of objectives. We cannot over-emphasize how often we
have heard the importance of this point referenced by members of “China Cleantech
Inc.” using the Chinese saying, ‘One bed two dreams’ to illustrate the point. You can be
sleeping together, but do you want the same things?
In partner-hunting, Westerners should take extra care to assess whether the partner
wields a solid local network, track record, or ‘guan xi’ whether with customers or
the government since the right connections could make navigating around Chinese
bureaucracy easier and cleaner. For some, this ‘research’ may in the end lead to the
hiring of a local general manager. However, Westerners cite that one of their primary
concerns about setting up operations in China is a lack of loyalty in the workforce and,
consequently, a high rate of staff turnover. A possible answer to this is to tap into the more
entrepreneurial local talent pool. Retaining them may mean strongly incentivizing them,
giving them some degree of ‘freedom’ or ‘control’ to build and shape a local sizeable
business in China. China’s innovation talent may be more limited on the technological side
relative to the West today, but it is world-class when it comes to adapting and creating
models that work in China and in driving costs to globally-competitive levels. Giving
freedom to this innovation and allowing for, and indeed incentivizing, the potential for two
future exits (one of the parent company and one of the Chinese business) looks like a
sound strategy.
Carpe Diem. Time to look at China differently, and Act on it?
Entering China could be considered largely an exercise in risk management. What are
the consequences of not properly looking at the potential of China to enhance your
technology company? What other options do you have to achieve the scale, pace of
growth, and cost-competitiveness in local and global markets? All of these elements are
essential to success. What are your competitors doing? You may retain IP purity, but at
what cost?
Significant challenges still remain, of course, for those interested in entering China. But
then going to the US for a European company or coming to Europe for a US company is
hardly a walk in the park either. In our assessment of the global Cleantech world today,
and the potential risks and rewards China represents, we encourage more companies to
more seriously explore China at this time than currently are.

For concluding thoughts, we believe the following represents the consensus viewpoints
today of trusted contacts within “China Cleantech Inc.” and among those companies (like
those in our case studies that follow) who are already engaged and active in China:
• That conditions in the world, not just in China, right now strengthen the case
		 for exploring the potential and the opportunity that China might represent to
		 you and your shareholders
• That, when conducting business in China, the key is to focus on building
		 relationships as these are pre-requisites to doing deals. Business is heavily
		 relationship-driven, can often occur anywhere but in a formal office setting;
		 and Western companies need to be mindful of cultural sensitivities like ‘saving
face,’ and avoid embarrassing or directly challenging potential Chinese partners.
		

“I am not so concerned about
the IP. As it would take 3-5 years
to figure out and duplicate.”

•
		
		
		
		

That the process of forming well-aligned JV and investor partnerships is a
critical pre-requisite to having a chance, with the added suggestion of “it’s
never too early to start building the knowledge and the network” to identify
the possible candidates. This, like finding a spouse, is not a process to be
done under time pressure!

US CEO (currently in the process of
planning market entry)

•
		
		
		

That you need the courage to set up strongly-incentivized local teams to
operate locally in China (and to give them freedom to design their own go-tomarket and growth strategy, which could be quite different from your overall
corporate strategy).

And, finally, that if you don’t go, you will never know.
cleantech.com/upcoming-events/china-tour-2013
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Case Studies:
Western clean technology with “in progress” China market entry strategies

Pre-China entry
After proving its process at minor-scale in New Zealand,
LanzaTech needed to commercialize its technology with a
partner that had the resources, contacts, and finances to fund
a demonstration plant. We recently interviewed both Jennifer
Holmgren, Lanzatech CEO and Chivas Lam of Qiming Venture
Partners, their China-based VC, to hear their thoughts on
LanzaTech’s China market entry. In the past, we have also talked
to BaoSteel about it.
China entry
In China, LanzaTech found its first key global strategic
partner
As part of its strategy for global growth, LanzaTech started
to explore China for partnerships which eventually led to its
joint venture with China’s biggest steel producer BaoSteel to
help commercialize LanzaTech’s technologies for producing
fuel ethanol from steel mill flue gases. They started talking
in 2010 and before the end of 2012 the demo had not only
been approved and planned, but completed. During March
of 2011, construction of the facility began and a year later,
LanzaTech declared that its pre-commercial facility in Shanghai
had exceeded productivity expectations, hitting milestones in
advance of commercialization. Successful demo plants funded
by Chinese partners have given LanzaTech the green light to
move towards full-scale commercialization in Shanghai.

China has been critical to accelerating LanzaTech’s global
growth
This pace of progress is unimaginable happening in the West.
And at a cost of probably 3-4 times less than it would have
been in, say, Europe. Three years ago, entering China was only
a concept. Today, the waste-to-energy company, by proving
out its technology, has been able to not only enter into new
Chinese partnerships but also, this has had the knock-on effect
of accelerating growth and key partnerships elsewhere (e.g.
Malaysia and PETRONAS) and unlocking VC investments and
setting it on a path towards a probable future IPO of the parent
company.
Lessons and observations
Too early to declare victory, but LanzaTech’s case speaks to
the idea that, with a large-enough partner and a high degree
of visibility, successful deals can be structured and trust built
between a young foreign technology company and an SOE
in China. In LanzaTech’s case, the company took the view on
the IP issue that “the chance to get to scale outweighed the
possibility of IP loss” and indeed has commented that “the
risks to your IP are not unique to China” and are part of doing
business in today’s global growth markets. As an industry
leader that cared to uphold its public image and with a mission
to reduce its carbon emissions, BaoSteel’s incentives aligned
closely with those of LanzaTech, creating ideal conditions for
a mutually beneficial deal. Perhaps one of the main takeaways
from LanzaTech’s example is best represented by a quote from
co-founder Sean Simpson: “It’s not a quick thing. One dinner
is not going to do it. It’s more about time rather than throwing
money at it. Relationships built over time are important.”

GreatPoint’s breakthrough move arrived with the securing
of a mega investment from China’s Wanxiang Holdings

Pre-China entry
Though GreatPoint Energy had raised approximately $150
million from a syndicate of top-notch US investors to develop
its technology at a pilot scale, the coal-to-natural gas company
reached a point where it simply lacked the financing to build at
the commercial scale.
China entry
At this realization point, GreatPoint Energy started to search for
a strategic partner with the access to financial and commodity
resources needed for the construction of large-scale coal
gasification plants. It turned to China in search of partners to
finance the construction of such a plant.

In a breakthrough move, GreatPoint Energy secured a $1.25
billion megadeal in the beginning of 2012 with Chinese
Wanxiang Holdings, one of the largest private companies in
China. The partnership would entail a Series D investment of
$420 million and a project equity partnership of $830 million
to fund the first large-scale plant for converting coal to natural
gas in China using GreatPoint Energy’s Bluegas Technology.
While the first phase of the plant is scheduled to be completed
by 2015, Wanxiang and GreatPoint Energy already have plans
to develop facilities at other natural gas regions that would use
the Bluegas technology. These potential areas for development
include Japan, South Korea, and India. The deal would also
give Wanxiang access to environment-responsible technology
to allow it to leverage coal reserves in the Xinjiang province.
Meanwhile, China Petroleum and Chemical Corp. (Sinopec) has
formed an agreement with GreatPoint Energy to purchase the
natural gas generated from the plant.
Note: Wanxiang Holdings picked up A123 Systems at a fire-sale price
and, at the time of writing, was rumoured to be part of a consortium that
has tabled an offer for Fisker.
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Case Studies:
Western clean technology with “in progress” China market entry strategies

The Pre-China entry
As one of the most highly-funded, venture-backed, water
technology companies, NanoH2O secured $40 million of
funding in 2012 in a growth equity round led by new strategic
investors, BASF and Total, and new financial investor, Chinabased Keytone Ventures. We have recently conducted
interviews with Keytone and NanoH20 to learn more about their
approach on China and found out the following.
For NanoH2O, choosing the right commercial partner is a
primary concern
Since NanoH2O is developing a product based on a process
that is chemistry-based and more difficult to reverse engineer,
the company does not regard intellectual property risk in
China as its primary concern. Choosing the right commercial
partners is. And NanoH2O is concerned with how to pick the
right distributor in the Chinese market, especially while its
competitors are doing the same.

cleantech.com/upcoming-events/china-tour-2013

Keytone Ventures is seen as critical to NanoH2O’s growth
After speaking with both NanoH2O and Keytone Ventures, it
was clear that the investor is deeply committed to providing
NanoH2O the support that the company needs in China. Both
parties concluded that Keytone Ventures will prove critical to
accelerating NanoH2O’s business growth and in particular, the
company’s expansion into China. Both Keytone and NanoH2O
recognize that China is poised to become one of the world’s
largest desalination markets and that NanoH2O can serve
the increasing demand for alternative treatment technologies
needed to solve urgent water supply challenges. Specifically,
NanoH2O anticipates that relations with the China-based VCfirm will pave the way for key local contacts and resources.
While NanoH2O is still in the midst of developing its product
line, the company is simultaneously leading efforts to explore
China to better understand the market landscape and explore
possible partnerships. The company imagines that by the
time it has completed the current development of its product
line, it will be well-positioned and ready to partner with a
Chinese distributor. This underscores the idea that while some
companies may not be entirely ‘ready’ to enter China, they
recognize the value in building a network in China early and
investing in the research needed to find potential partnerships.
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Find out more.
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Get in touch with the
Tour Leader.

Apply for a place online. Tour places

Richard Youngman,

are being allocated on a rolling basis,

Managing Director,

so we do not advise waiting to

Europe & Asia

http://www.cleantech.com/

make a no-obligations application,
even though July 31 is the

Chinatour@cleantech.com

published deadline.

or + 44 20 7554 0733

About Cleantech Group
Cleantech Group helps clients find, connect with, and embed innovation. The company’s i3 platform allows
subscribers to discover companies and explore cleantech trends strategically with proprietary real-time
data. Cleantech Forums bring together thought leaders and innovators in the cleantech and sustainability
ecosystem. The company’s advisory services leverage expertise in designing and executing corporate
strategies for sustainable growth and innovation sourcing. Visit http://www.cleantech.com

The Definitive Source for Insight into Innovation
Why i3?
■

■

■

Sectors

Discover investors and
innovative cleantech companies
across the globe
Stay up-to-date on industry
trends and new deals by getting
daily investments & partnership
announcements delivered to your
inbox
Find sector and
geographic-specific data for
companies, investments,
relationships and revenue
and M&A

■

Identify future customers and
partners and connect with key
executives

■

Explore 20,000+ companies
across 18 sectors including
Biofuels, Energy Efficiency, Smart
Grid, Conventional Fuels, Solar
and Water

Get started today:
cleantech.com/testdrive
info@cleantech.com
+1 415-233-9700
+44 (0) 20 7554 0733
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Maps

Insights

■

18 sectors with
breakdown by
technologies and
market

■

Definitions,
investment amount,
and sector trends

■

Proprietary taxonomy
enhances company
discovery

■

Visual map of clusters
of cleantech
companies worldwide

■

Zoom to see
companies within a
city or county

■

Plan business trips or
company discovery in
your area

■

Proprietary
information entered
by the company and
cultivated by
Cleantech Group

■

Key relationships,
customers, investors
and revenue

■

Your connections to
management team
and board
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