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MSM overview of the Chinese economy

GIANT EMERGING 
ECONOMY

STRONGER
CURRENCY

� GDP (purchasing power parity) - 6,992 Bln USD (2007 est.) - Rank No. 2 

� GDP 2007 (official exchange rate)  3,251 Bln USD 

� GDP per Cap.:  2,454 USD ----- With the largest population 1.3Bln

� Regime: Managed Exchange-Rate System

� RMB has appreciated 15% against U.S. Dollar since July 2005

� Spot Rate: 7.05 RMB/USD 10.99 RMB/Euro (20 Mar. 2008)

MAJOR PLAYER IN 
GLOBAL TRADE 

� Trade Surplus: 262 Bln USD 

� Export: 1,218 Bln USD -----Share in world 2006: 8.02%, Rank: No.3

� Import: 956 Bln USD ----- Share in world 2006: 6.38%, Rank: No.3

� FDI: 82.7 Bln USD, Total Reserve: 1,530 Bln USD

FAST GROWING
OUTPUT

� GDP real growth: 11.4%  ----- Compared to world: 5.2% in 2007 est.

� Real domestic demand growth ----- 9.5% in 2007

MSM – Your strategic partner for China
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China’s strong economic growth will continue

Unit：RMB Bln.
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… with increasing influence on the world economy
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Market-oriented reform has been progressing steadily

GDP per capita 
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… achieving higher level of industrialization and urbanization
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… and profound progress in ownership diversification and SOE reform
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China’s demographic trend changes and will challenge future growth

The percentage of Age 35-54 group  in population

Baby boomers 
entering “golden 

age”

Baby boomers 
retiring
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Environmental challenges of China’s economic development

China’s environmental performance 2007-2008
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Electricity demand in China keeps rising rapidly along with  accelerating 
industrialization and strong economic growth 

China has become the second largest electricity consumer in the world 

Source: China Statistical Yearbook,CEIC

� In the past two decades 

China’s electricity 

demand has increased at 

a 10% CAGR due to 

more than five decades of 

economic development, 

esp. under the 

accelerating economic 

growth and industriali-

zation since adoption of 

the reform and opening 

policy. Electricity growth 

has outpaced GDP 

growth, making China the 

world’s second largest 

electricity consumer after 

the US. In 2007, China’s 

total power consumption 

reached 3.2 trillion KwH, 

only 400bn less than the 

US

0

500,000

1,000,000

1,500,000

2,000,000

2,500,000

3,000,000

3,500,000

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007

0%

3%

6%

9%

12%

15%

18%

Electricity End Use Grow th Rate

Domestic electricity demand mainly comes from industrial sectors, esp. the 
four power-consuming sectors

others

11.1%

Other Industry

20.5%

Electricity Industry

14.8%

Minning&

5.0%

Chemical Industry

8.5%
Primary Industry

3.5%

Non-ferrous metal

Industry

10.2%

Non-metallic products

Industry

5.6%
Ferrous Metal Industry

5.9% Textile

3.6%

Residential

11.3%

1987-2007 CAGR 10%



MSM MANDARIN STRATEGY MANAGEMENT CONSULTING 12

2

Sustained FAI and capacity growth in the power sector to meet rapid 
demand growth

Rising FAI  in the power sector

Source: China Statistical Yearbook,CEIC

� FAI in the power sector 

surged in 2005 due to a 

sharp increase in power 

generation investment

� Total installed capacity in 

China’s power sector 

reached 710mnKw in 

2007, the second highest 

in the world after the US 

Sustained growth off China’s total installed power generation capacity
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Major participants and competition in the power sector 

State Grid

81%

China

Southern

Pow er
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19%

Relevant authorities 

Energy Bureau of NDRC 
Draft policy formulation and 
planning 

SERC

（Policy implementation )

Power 

producers

Power 
transmission 
and 
distribution 
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owned
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and Guodian) 

Other IPPs State 
owned

IPPs Investors 
owned
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State owned

39%

IPPs

Investors

owned

6%

State owned

IPPs ranked

6 to 10

19%

Other IPPs

State owned

36%

Competitive landscape in power generation 
market based on  installed capacity 

Competitive landscape in power transmission 
and distribution market based on sales 

Tow  big Grid groups  
State owned

（State Grid and China 
Southern Power Grid ）

Review and approval of power sector FAI; verification and

approval of on-grid and selling electricity tariffs
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China’s installed power generation capacity is mainly thermal plants -
diversification efforts are underway

Coal still represents the majority of China’s primary energy consumption (2006)

Source: China Statistical Yearbook 2007 

� In China’s power 

generation sector, 

installed capacity of 

thermal power generation 

plants is the largest, 

accounting for about 78% 

total. Hydropower 

generation capacity 

utilization is limited. 

Hence, more than 80% 

total power supply comes 

from thermal power plants

� A key reason for the 

above situation is that 

coal represents the 

majority of energy 

consumption in China

Power generation in China is mainly coal-based; efforts are underway to 
substitute traditional energy with new energy sources
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Power sector earnings are improving

Revenue and profits of the power sector keep rising rapidly 

Source: China Statistical Yearbook 2007 

� China’s power generation 

industry is growing along 

with market expansion. 

Its operating capability 

has been improving 

continuously with 

relatively stable ROA
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Overview of China’s city utility sector 

Source: China Statistical Yearbook,CEIC

� Under supervision and 

management by the Ministry of 

Construction, China’s city 

utilities are constructed and 

operated by local governments

� China initiated market-oriented 

utility reform in the late 1990s. 

The government issued a 

document in 2002 ( Opinions 

on the Acceleration of Market-

oriented Utility Reform 

Progress), encouraging social 

and foreign capital to invest in 

the public utility sector

� China’s city utility sector has 

been developing fast in recent 

years by attracting social 

capital and introducing 

management technologies 

under BOT, TOT, BOO and 

PPP models

City Utility 

� At present, market-oriented water reform has received much 
attention given its numerous projects in many cities. Foreign 
enterprises, SOEs and private enterprises have been obtaining 
some market share on the back of their respective advantages

� The water industry has bright growth prospects as it needs 
huge capex in “11th Five-Year Plan” period

Water

� Other utilities include public 
transport and gardening

� At present, urban public 
transport has no successful 
experiences in market-
oriented reform despite its 
tentative reform for many 
years. Qingdao and other 
cities’ experience needs 
additional tests. The 
gardening sector is waiting for 
the right timing to initiate 
market-oriented reform

Others

Waste Management

Gas

� City gas is the first city utility sub-
sector to introduce a market-
oriented operating mechanism. 
Social capital helps improve 
operating efficiency in the city gas 
sub-sector. Gas access rate has 
reached 79.1% in 2007 from 
59.7% in 2001. Urban residents 
benefits from market-oriented gas 
reform markedly

� In the city gas sector, market 
opportunities can still be found in 
the transportation segment, which 
links upstream suppliers and 

downstream operators.

� Waste management has become one of top priorities in 
municipal construction as China attaches increasing 
importance to environmental issues

� Thanks to its clearly established property right ownership, the 
solid waste burning project enjoys apparent advantage, and 
may become the next hot sub-sector for market-oriented utility 
reform
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Gas: market-oriented reform pioneer project becomes increasingly mature

Gas Access Rate

Source: CICC Research

� City gas is one of the first city 

utility sub-sectors that 

introduced market-oriented 

operation mechanism. The 

reform succeeded due to its 

simple industrial chain and 

clear accountability. Social 

capital helps promote 

enterprises’ operating 

efficiency and improve city gas 

service. Urban residents 

benefit the from market-

oriented reform markedly

� A relatively stable competitive 

pattern has taken shape in city 

gas operation sector. Market 

opportunities can be found in 

the gas transportation segment, 

especially branch network 

construction, since 

transportation has been long 

operated by upstream 

suppliers

Major players in City Gas Sector

Natural Gas Consumption
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Typical players: Beijing Gas, Shenzhen Gas

• Leveraging on regional advantages, state-
owned gas enterprises have been improving 
their competitiveness through restructuring 
and introduction of new technologies and 
management experiences. SOEs dominate 
major gas consumption cities like Beijing, 
Shanghai, Shenzhen and Chengdu

SOEs Private enterprises

Typical players: Xin’ao Gas, China Gas

� Copying successful operation and 
management experiences, private 
enterprises obtain concession rights to 
operate gas of many Chinese cities on the 
back of its flexible capital operation. Xin’ao
Gas and China Gas have obtained 
concession rights of more than 100 cities 
among 200 with access to gas in China

CAGR=18.3%

Billion M3
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Water: huge investment demand amid market-oriented operation 

Water supply demand driven by growing water-consuming population due to 
accelerating urbanization

Source: China Yearbook, CICC Research

� China’s urbanization rate 

could reach 50% by 2010, 

while waste water disposal 

rate should amount to 70%. 

Higher urbanization rate 

and the importance 

attached by the Chinese 

government to the 

environment are catalysts to 

urban water industry 

development 

� According to the 11th five-

year plan formulated by the 

Ministry of Construction, 

China needs to increase 

daily waste water treatment 

capacity by 50mn cbm and 

the size will reach trillions of 

RMB for the overall water 

market (investment, 

operation and equipment 

manufacturing) 

Waste water treatment demand raised by water supply growth and higher 
waste water treatment criterion

(10,000 
population

)
2005 2010 E Calculation method

Total 130,756 134,726 Annual growth 0.6%

Urban 
population

56,212 67,363 Urbanization rate 50%

City 
population

35,894 43,112 
Ratio between city and 
urban population in 2005

Water-
consuming 
population

32,682 40,957 Water supply ratio 95%

Water-consuming population increase 
82.75mn in 2005~2010

13,726
15,381

2005 Water Supply 2010E Water Supply

� All incremental water supply comes from household water 
consumption of incremental water-consuming population, provided 
that production water consumption remains unchanged

� Daily average water consumption is 200L/(person·day)

Unit: 
10,000 cbm/day Incremental 

daily water 
supply is 

16.55mn cbm

5,126

7,726

2005

Waste Water Disposal

2010E

Waste Water Disposal

15,381

11,037

7,726

2010E

Water Supply

2010E

Waste Water

Discharge

2010E

Waste Water

Disposal

70%×

Unit: 10,000 cbm/day

Increase waste 
water disposal 

capacity of 
26mn cbm
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Waste management: initial market-oriented operation stage, bright 
prospects

Source: China Statistical Yearbook,CEIC

� The State Environmental 

Protection Administration 

estimates that China 

could increase 0.29mn 

tons/day garbage 

disposal capacity the 11th 

Five-Year Plan, which 

needs Rmb70 ~ 90bn 

capex. Besides, the 

garbage disposal facility 

market size could also 

reach Rmb30bn

� The garbage disposal 

sector is still in the initial 

stage of market-oriented 

operation. Among various 

disposal modes, burning 

treatment is the most 

important development 

direction going forward
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China’s vast energy demand is the reason for the rapid growth of the wind-
power industry
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Explosive wind capacity growth in China
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The dynamics of China’s wind-power equipment market
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Key domestic players
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MSM – Your strategic partner for China

Our value proposition is the key to your success

Our value proposition 
is to work as an …

independent management consultancy that …

tackles the strategic challenges from a pragmatic and 
operational point of view …

understands the strategic impact of Asia and China …

brings innovative thinking to work …

has a high industry expertise, and …

works "side by side" to make change happen.

3
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MSM – Your strategic partner for China

Strategy Development Case Example

MSM has successfully developed several China strategies for leading 
European companies 

� China strategy and positioning 

� Organizational redesign with improved performance

� Cooperation structure and partnership options for joint market 
entry / new business/ acquisition / Greenfield approach

� Market potential and competitor 
analysis

� Key success factor evaluation and 
corporate performance assessment

� Business unit strategy and 
corporate portfolio valuation along 
strategic fit and market attractivity

� Development of organizational 
design and business unit alignment 
and transformation

� Development of management
leadership principles

� Process mapping

Results and Benefits

3
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MSM – Your strategic partner for China

Intercultural integration Management

The strong intercultural differences call for a solid and well organized 
integration management system

� Intercultural change

� Performance measurement tools

� Intercultural & internal communication concept

� Train-the-trainer & coaching concepts

� Understanding the key cultural 
challenges

� Change Management
� Internal cultural & communication 

issues
� Identification & selection of foreign 

service employees
� Cultural integration of joint venture 

partners
� Preparation & training measures
� International personnel development 

programs
� Re-integration procedures 

for foreign experts

MSM Approach

What you 
see

What you 
assume

What you 
assume

What you need 
to know

What you need 
to know

Politics, structures, processes

Routines

e.g. incentives mechanism, controlling and 
budgeting regulations, planning process, job 
description, promotion guidelines

e.g. risk attitude, accuracy of planning, cost 
orientation, working mind set

Personal views, mental models, 
estimations

e.g. "younger employees need to learn first 
before promotion; females could not lead unit 
xyz,
"I don't care about budgets"

Results and Benefits

3

Case Example
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MSM – Your strategic partner for China

Gov. Relations & Communication Case Example

MSM’s unique network and experience in government relations & lobbying 
are the key to success for your enterprise in the PR China

� Clear GR & communications Roadmap & Action-plan
� CEO coaching & preparation of key staff
� Communication rules and responsibilities
� China Government Relations and Lobbying strategy
� GR- building & Monitoring system
� Pro-active lobbying & Joint initiatives 

Government Relations

� Understanding the main drivers 

� Building up personal networks

� Set-up Communication strategy and 
action plans

� Monitoring system

� Pro-active Lobbying

� Build up internal attention to GR

Communication Policy

� Control external communication

� Provide aligned internal 
communication 
procedures

Results and Benefits

3



31MSM MANDARIN STRATEGY MANAGEMENT CONSULTING

MSM – Your strategic partner for China

MSM’s M&A support Case Example

MSM supports it’s clients during the whole M&A process from preparation, 
target identification, negotiations, transitional- & post merger integration (PMI)

� Clear and actual information from key experts of the relevant 

Chinese authorities, institutions & industries

� Reliable preparation, support for negotiations

� Trustworthy feasibility study & due diligence

� Understand administrative measures and processes

Wholistic side-by-side approach
� Understand the market/sector
� Understand the demographical, political 

and logistic requirements and 
circumstances

� Screen for potential partners
� Conduct feasibility study and 

commercial due diligence
� Understand administrative measures 

and processes in China
� Identify and negotiate transitional

management and general HR
implications

� Set-up appropriate 
government
relations

� PMI

Results and Benefits

3



32MSM MANDARIN STRATEGY MANAGEMENT CONSULTING

MSM – Your strategic partner for China

MSM has a deep understanding of its clients interests, the Chinese M&A 
environment and broad experiences of the approval process in China

3

MSM’s China in- and out bound M&A expertise

Global best 
practices

As an consulting company  with 
international practice, MSM fully 
implemented and strictly follows 
global best practices. We are 
capable of providing top-quality 
services according to 
international standard s

for our clients. 

In-depth understanding 
of German & Chinese 
business culture
MSM has been providing 
extensive advisory services to 
German and Chinese 
enterprises. MSM has in depth 
understanding of the culture and 
expectations of German and 

Chinese clients, particularly 
large & medium sized 

enterprises.

Advantages in obtaining 
regulatory approvals in 

China 

MSM has accumulated extensive 
experience in obtaining 

domestic regulatory approvals.  
MSM maintains strong  

relationship s with 
administrative bodies 

at all levels.

German clients’ long-term 
interests are our priority

We place our clients’ long-term 
interests above the outcome of 

any single deal, and unifying our 
interest with the protection of 

clients’ interest 

MSM’s unique 
advantages 
in assisting 

German 
enterprises in 
cross-border 

M&A
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MSM – Your strategic partner for China

Development of  sustainable M&A strategies need to be based on a broad 
understanding 

Custom
M&A 

Strategy

3

The enterprise's strategic 
positioning & the 
need to grow 

Characteristics & long-term growth 
trends of the industry

M&A opportunities & 
competitive landscape

The enterprise’s 
financial strength & financing strategy

Deal execution 
capability of the enterprise

Post-merger integration 
& operation management 

capabilities 
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MSM – Your strategic partner for China

M&A service overview/approach

3

• Macro analysis: The 
country has the 
economic growth 
potential and political 
stability 

• Industry growth 
prospects: The industry 
is in early-stage of 
development and has 
good growth potential.

• Acquisition target: The 
target is in the leading 
or competitive position 
in the local market and 
offer strategic 
value/synergies to the 
acquirer

Target analysis
Deal structure 

design
Valuation Negotiation

Approval/ 
Public Relation
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• Conforms to laws and 
regulations of PRC and 
those in the target’s home 
country

• In line with the strategic 
goal of the deal

• Has certain feasibility and 
gain support from all 
stakeholders

• Advantageous to post-deal 
management

• Value target with international 
convention methods based on 
in-depth due diligence, prudent 
estimate of synergies and 
consideration of all risk factors.  
Avoid over-optimism and avoid 
paying high premium. 

• To avoid overburden of the 
acquirer, an appropriate payment 
method should be chosen based 
on the acquirer's strength, 
financial position and future 
growth plans as well as capital 
market conditions.  

• Clear negotiation 
strategies and objectives

• Appropriate use of 
negotiation strategies 
and tactics to achieve the 
most favorable terms 

• Maintain flexibility as 
necessary based on 
circumstances 

• Thorough 
understanding of 
required approvals and 
the communication 
necessary to obtain 
them.  

• Obtaining supports 
from domestic 
regulators 

• Seek positive response 
from the capital market 
and media

M
S

M
’s

 r
o

le
s

• Systematically form a set 
of target selection 
criteria 

• Assist client to analyze 
and identify potential 
targets

• Design an appropriate deal 
structure
- In line with the client’s 

strategic objectives
- Flexible yet complies with 

laws and regulations 
- Minimize costs
- Conducive to execution 

and post-merger 
integration

• Design an appropriate 
corporate governance 
structure
- Conducive to operation 

management and long-
term growth

• In depth understanding of 
target’s operating conditions 
and environment; properly value 
the target 

• Minimize the gaps of valuation 
methods, assumptions and 
valuation results between two 
parties 

• Use internationally accepted 
valuation methods and prudently 
assess the potential synergies 
between the acquirer and the 
target 

• Offer extensive 
experience in M&A 
negotiation 

• Understand the priorities 
and constraints of the 
other party; assist client 
to formulate negotiation 
strategies

• Explore different 
communication channels 
to assist both parties to 
communicate and drive 
the negotiation progress  

• Obtain endorsement 
from the Chinese 
government and 
regulators and fully 
communicate with 
them on the 
rationale, structure 
and valuation of the 
deal

• Analyze the approval 
process required by 
the target company

• Formulate PR 
strategies to deal 
with the response 
from capital market 
and media 
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MSM – Your strategic partner for China

MSM’s top consultants have extensive experience helping companies enter 
the China market, or conduct China related businesses
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MSM – Your strategic partner for China

MSM 

Mandarin Strategy Management 

Consulting GmbH

Neustraße 39

40213 Düsseldorf, Germany

Phone:   +49 211 569 416 0

Fax:        +49 211 569 416 29

Mobil:    +49 15119 44 55 99

E-Mail: thomas.wu@msmconsulting.de

Thomas Wu Christian Roepke

MSM 

Mandarin Strategy Management

Consulting GmbH

Neuer Jungfernstieg 5

20354 Hamburg, Germany

Phone:   +49 40 4685 6164

Fax:        +49 40 4685 6165

Mobil:    +49 170 3090 999

E-Mail: christian.roepke@msmconsulting.de

MSM contacts


