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EXECUTIVE SUMMARY
China continues to progress at a lower rate of growth yet at a higher productivity level. This enables the 
country to produce at least the same amount of economic output as it did during its period of double-digit 
growth rate. The new Chinese government is gradually shifting focus from an investment-led growth to 
growing through structural changes and domestic consumption. 

China is also investing significantly more overseas. The Outbound non-financial Direct Investment (ODI:s) 
jumped 36.1 percent to USD 34.97bn in the first four months of 2015. Africa has in recent years become 
one of the leading recipients of Chinese investments in exchange for highly needed natural resources 
and other commodities. China has an ambitious and substantial investment program aiming at not only 
providing infrastructure but also financing the investments in many other parts of the world, including 
Sweden. So far the success rate of this program is more or less unknown but it is deemed to be influential.

The Association of Swedish Engineering Industries has in partnership with Mr. Meysam Sadegh, the 
author of the Association’s previous two reports on China put forward an update for 2015. This report 
completes a trilogy coverage between 2005 and 2015 on how Swedish industrial manufacturing companies 
expand in China and what it means to the Swedish operations and Sweden as a whole. 

At present, the interviewed companies keep cementing strong business footholds across China. Compared 
to 2010 and more importantly to the 2005 observations, the interviewed companies maintain today a highly 
capable ”total-organization” in China with a sophisticated ecosystem of local sourcing, manufacturing, 
sales and after-market service operations as well as R&D. There are significant investments made in in-
house training, recruitment of local talent, university and collage collaborations to entertain students from 
grass root levels while offering competitive career roadmaps as well as attractive remuneration schemes. 

Swedish industrial manufacturing companies represent today directly and indirectly about 25 percent of 
Sweden’s annual GDP. Expanding business operations in China has proven to support the overall growth 
of Swedish company revenues and profits and thus as per our earlier conclusions, China has not threa-
tened Swedish companies’ operations in Sweden. On the contrary, we firmly believe that Sweden needs 
China more than China may need Sweden today and in the future. 

In order to compete, we also believe that Sweden needs a solid leadership to design and execute preventive 
and proactive national strategies over corrective and reactive responses to a rapidly changing global market 
environment. Although the black swans by definition are unpredictable, we refer back to a question we 
raised in the 2010 report: how is Sweden, its government and its prominent business leaders, leveraging 
the accumulating knowledge and innovation base across various industrial sectors and academia in 
Sweden ultimately to better prepare for the future?

Anders Rune                                
Chief Economist
Association of Swedish Engineering Industries 

 
Note: The contents in this report, other than reported statistics and interviewee responses, in addition to the analysis and conclusions, are 
strictly those of the authors and do not necessarily reflect the views of the interviewees of the studied companies.
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INTRODUCTION:  
WHAT WE LEARNED FROM 
CHINA IN 2005 AND 2010
In the 2005 report, we found that expanding Swedish manufacturing companies in China benefited 
the Swedish economy. We also found that capturing a larger volume of sales in China would not 
only increase export sales to China, it would also help Swedish companies source less value-added 
and labor intensive manufacturing from China back to Sweden which thereby could increase the 
overall output productivity.

As the Chinese economy kept sophisticating and expand at a double-digit GDP-growth, the appetite 
to establish more manufacturing assembly capabilities in China would enable Swedish companies 
to reduce costs but to respond faster to a mammoth market demand via local presence. The more 
business the companies captured in China, the more business activities took place in Sweden. 
Indirect manufacturing activities such as local research and development to customize Swedish 
products to Chinese standards would help increase exports from Sweden to China. It would equally 
inspire China to climb the experience curve.1 

The 2010 report took a more qualitative approach. The study found that Swedish companies were 
still expanding in China and investing in a wider scope of manufacturing capabilities. We also 
found that the companies in the study were inclined to reduce rotating semi-finished goods from 
overseas but rather placed higher emphasis on sourcing and production inside China.2

With a greater legacy of Swedish companies in China and an ever evolving manufacturing base 
in China confirms the perception that China is an irrevocably significant economic partner to 
Sweden. In addition, a greater commitment to protect intellectual property rights and introduce 
enforceable labor laws while modernizing the financial markets and fiscal policies, the 2010 study 
concluded that China, with its immens scale, will remain a crucial market in which Sweden needs 
persistent footprint ahead. 

The following chapters offers an updated view on how the selected Swedish companies have achived, 
how the state of affairs in China has progressed and what we can learn going forward.3

 

1) Studied Companies in 2005: ABB Group, Alfa Laval, Atlas Copco, Autoliv Inc, Car-O-Liner, Electrolux, Ericsson, Flexlink, 
Flextronics, Haldex, Lesjöfors, Munters, Sandvik, Sapa Group, Scania, SKF, Tradex as well as Volvo Truck, Volvo Construction 
Equipment and Volvo Penta.
2) Studied Companies in 2010: ABB, Alfa Laval, Atlas Copco, Autoliv, Electrolux, Ericsson, Haldex, Munters, Sandvik, Scania, SKF 
and Volvo AB.
3) Studied companies in 2015: Alfa Laval, Atlas Copco, Assa Abloy, Sandvik, Scania, Volvo cars and Volvo Penta.



8

View from the Shanghai Tower, Pudong, Shanghai



9

REBALANCING  
CHINA’S ECONOMY 
Although China’s nominal share of world GDP is already 12 percent and is expected to reach 20 
percent by 20234, the country has from 2015 onward cut its growth target to 7 percent. However, 
for Q1 2015, sources express the real GPD output to hit below 6 percent, which relative the 6.6 per-
cent in Q1 2009, represent the lowest rate of percentage growth in a decade.5 This will be China’s  
slowest economic expansion in more than two decades and much lower than the 9.4 percent average 
growth rate for the period of 1998 to 2013.6 

According to the law of large numbers (LLN)7 which applies to both companies and countries, the 
larger an economic domain gets, the harder it is to maintain a fast rate growth. With improved 
productivity levels, however, an estimated future growth rate of 7 percent would generate more 
additional output than a 14 percent pace did in 2007.8 Thus, the 7.4 percent growth rate in 2014 
was the lowest in decades but it equally added USD 800bn to China’s output last year which is the 
same amount as when the economy was growing at a 10 percent rate five years ago.9 

In principal, economic growth is a function of changes in industry fundamentals such as labor, 
capital injections and increased productivity. When all three increase, growth rates remain out-
standing. For China however, these economic drivers are as a result of unbalanced market forces, 
slowing down consumption and financial markets uncertainty. Equally, government measures to 
crack down on corruption within the leadership of Sovereign Owned Enterprises (SOEs) as well as 
at cleaning up corruptions laterally at provincial and central bodies add more caution into decision 
makings. Therefore, the revised argument on GDP-growth will in the near future permanently 
correct itself and gradually harmonize. 

FIGURE 1: CHINA REAL GDP GROWTH 2000-2015

  

4) The Chinese Economy is Rebalancing, Brookings Institute, 2 Oct 2013
5) China’s Q1 GDP growth slows to 7.0% on-year: govt, AFP, 15 Apr 2015 
6) Why China’s economy is slowing, The Economist, 11 Mar 2015 
7) ”The Law of Large Numbers is a theorem in statistics. It states that as the number of identically distributed, randomly generated 
variables increases, their mean also approaches their theoretical mean. Banking and Finance, Taking The Mystery out of Money, 
Duignan B. et al (2013) 
8) Why China’s economy is slowing, The Economist, 11 Mar 2015 
9) Davos 2015: China to avoid hard landing with ‘entrepreneurship’ Financial Times, 21 Jan 2015  

Sources: IMF, National Statistics, Thomson Reuters (2015) 
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Moreover, the crux of China’s economic deceleration in recent years lies in the ongoing changes 
in both the external environment and internal market conditions. While many commodity-based 
economies have, in recent years, risen alongside China through significant soil excavation exports, 
the faltering global recovery since the 2008 financial crisis, the resiliently bumpy road to rebalancing 
and a notably slow global market expansion suggest altogether an increasingly tighter environment 
for China’s economic development and hence a forthcoming deceleration.10 

These movements thus define a shift in China’s thriving dominance as a world power. As coined 
by China’s president Xi Jinping, the country is moving toward a ”New Normal”11 economic pattern 
which will be based more on large structural changes and government spending than investment-
led economic expansion through exports. China also plans in 2015 to run its largest budget deficit 
since the global financial crisis12 stressing the need to put its economy on a more sustainable footing 
after three decades of breakneck growth. 

Inside China, one emerging challenge is the higher price of labor, which makes China less compe-
titive as a manufacturing hub. Imbalances in income distribution puts more pressure on China as 
per capita GDP of the eastern region is above $10,000, while that for western provinces is just over 
$4,000.13 Moreover, a potential over-establishment of manufacturing capabilities could equally 
indicate that China has reached the optimum of the inverse U-curve described by Kuznets14. Alt-
hough this curve is often used to hypothetically present the ratio between population inequality and 
income per capita, the attempt here is to portray how manufacturing output reaches an optimum 
as a result of over-establishment, especially of machinery parks requiring significant yet relatively 
inexpensive labor force. When a steadily steep demand falls, over-investment in manufacturing 
and production could generate an oversupply of outputs followed by idling systems. In essence, 
the slowdown of world demand for Chinese goods has accelerated the need for readjusting the 
Chinese manufacturing sector.15 

Therefore, innovative injections, whether organic or through acquisitions, in manufacturing could 
thus help redesign more flexible manufacturing processes and correct supply optimums for a more 
volatile future domestic or international demand. One such measure is China’s recent program to 
increase industrial robotization for a more agile demand adjustments while reducing human labor 
dependencies. Surprisingly, the reducing human labor in manufacturing in China is not as a result 
of labor costs but because the need to even out future labor shortage and capacity adjustments.  

10) China’s Economic and Financial Outlook, Annual Report 2015, Bank of China Institute of International Finance, 2 Dec 2014
11) Emergence of a ‘new normal’ for China’s economy, China Outlook 2015, KPMG Global China Practice, Spring 2015
12) China signals ’new normal’ with higher spending, lower growth target, Reuters, 5 Mar 2015
13) Vice-premier pushes entrepreneurship and innovation at CDF 2015, People’s Daily, 22 Mar 2015 
14) The richer is greener, NY Times, 20 Apr 2009
15) A New Normal, but with Robust Growth: China’s Growth Prospects in the Next 10 Years, Brookings Institute, Oct 2014
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In addition, the aging demographics and reduced labor participation will in the future limit the 
total workforce pool. In some industries and in particular provinces, protective labor laws are 
predicated so that migrant workers to the eastern hubs in China experience marginal monetary 
benefits because provincial salaries are competitive. Therefore remaining in the province close to the 
core family makes more economic sense. A final challenge is slower investment growth in China, 
of which two thirds of GDP have historically been evenly allocated in real estate and infrastructure 
projects, which now are slowing down. 

Even with less rosy economic indicators ahead, China has chugged along against all predictions, 
lifting hundreds of millions of people above the poverty line. The rapid economic expansion 
between 2001 -2008 brought roughly 200 million people out of agriculture16 and engineered the 
longest high-growth episode that any world economy has ever seen.17

In effect, more people in China can today consume more and invest as well as the country produces 
the highest number of dollar millionaires per year. China had 2,378,000 millionaire households 
in 2013, a rise of 82% from the previous year and almost double the 1,240,000 millionaire hous-
eholds in Japan.18 Even with the ongoing economic corrections and long term stabilization efforts, 
China remains a vibrant marketplace to yet more prudently compete head-on and win a larger 
market footprint. The following sections will shed further light on a select number of macro- and 
socioeconomic drivers to lend a few on how capable China is today, what can be expected to be 
in store in the future and what it could imply to Swedish industrial companies present in China. 

SUBSCRIBING TO DEBT
China’s total debt (including government, household and corporate) has climbed to about 250 
percent of GDP, up 100 percentage points since 2008.19 According to Caixin, a credible local news-
paper, the local government debt could be as large as 40 trillion Yuan20 or 6.5 trillion US dollars. 
This amount equals 68 percent of China’s GDP, which in 2013 stood at 9.2 trillion US dollars. A 
third source from McKinsey Global Institute states that China’s total debt including Government, 
Financial Institutions, Non-Financial Corporation and Households reached in Q2 2014 to 283 
percent of GDP, which is still relatively less than the 309 percent for Sweden. 

16) Ibid
17) China’s increase in debt is massive and unstable, Washington Post, 11 Feb 2015
18) The Boston Consulting Group Global Wealth 2014 Report, 2 Jun 2015
19) Why China’s economy is slowing, The Economist, 11 Mar 2015 
20) Managing China’s debt mountain, Business Spectator, 3 Mar 2015
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FIGURE 2: COUNTRY DEBT CONSTITUENTS AS PERCENTAGE OF GDP (Q2 2014) 

 

Sources: McKinsey Global Institute, Riksgälden, Konjunktursinstitutet, SCB (Retrieved 26 Mar 2015)

Although such a mammoth debt injection enabled China to maneuver through the global 2008 
financial crisis, it has left the country with a hefty burden to service the cost of its piling debt.  With 
much credit injected into real-estate developers, a sector that has in the recent past accounted for 
15 percent of the economic growth, the unsold inventory of homes is at a record high, which could 
predict an outright future contraction if not a serious housing burst. 

It should however be noted that 70 percent of the government’s investments are generating returns, 
which implies that the service cost of debt can be accounted for, provided that there is a balanced 
currency exposure in both the debt and the return generating investment positions. 

With the forthcoming structural reforms, the government has also hinted at the prospect of al-
lowing selective default on debts, ending the government’s policy of preventing bankruptcies at 
all costs.21 In the past, the government and local banks have worked closely to prevent companies 
from defaulting. There have thus been instances of isolated financial risk, but no danger of systemic 
risk. China will later this year also introduce a bank deposit insurance scheme to ensure higher 
financial stability while it will clean local government financing vehicles. 

On domestic consumption and by 2022, a McKinsey & Company research suggests, more than 75 
percent of China’s urban consumers will earn 60,000 to 229,000 RMB (USD 9,000 to USD 34,000) 
a year.  By 2015, barring unforeseen events, more than one-third of the money spent around the 
world on high-end bags, shoes, watches, jewelry, and ready-to-wear clothing will come from Chi-
nese consumers in the domestic market or outside the mainland. In the decade ahead, the middle 
class’ continued expansion will be powered by labor-market and policy initiatives that push wages 
up, financial reforms that stimulate employment and income growth, and the rising role of private 
enterprise, which should encourage productivity and help more income accrue to households. 
Should all this play out as expected, urban-household income will at least double by 2022. 
  

21) Beijing hints at allowing selective defaults, Business Spectator, 16 Mar 2015
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Armed with better information, companies can begin tailoring their product portfolios to the 
needs of increasingly sophisticated consumers and revising brand architectures to differentiate 
offerings and attract younger consumers eager for fresh buying experiences. There will be not 
only challenges but also plenty of opportunities for companies whose strategies reflect China’s 
new constellation of rising incomes, shifting urban landscapes, and generational change. For the 
Swedish engineering companies, only less than a handful will continue enjoying great revenues 
and profits from ever increasing and wealthier Chinese consumers.  

THE FUTURE ROLE OF MANUFACTURING IN CHINA 
China not only overtook the United States in 2011 to become the world’s largest producer of ma-
nufactured goods, but also used its huge manufacturing engine to boost domestic living standards 
by doubling the country’s GDP per capita over the last decade. In contrast, that achievement took 
the United Kingdom 150 years. However, manufacturing growth in China is slowing more quickly 
than the aggregate economic growth. 

Pressure on manufacturing is rising; the inevitable decline in the relative role of manufacturing 
in China as it gets richer. Evidence suggests that the country is already losing some new factory 
investments to lower-cost locations, such as Vietnam, sparking concern about China’s manu-
facturing competitiveness.22 Manufacturing wages are up fourfold in dollar terms over the past 
decade. In recent years, private-sector enterprises have had to agree to annual wage increases three 
to four percentage points higher than state-owned enterprises in order to narrow the significant 
pay differential that had developed by 2010.23 With the governments reforms to quasi privatize the 
existing SOEs, salary inflations could equally be accelerated at even a higher pace. 

In terms of the gradual build-up of China’s robotization, at present, there are 31 listed companies 
with a market capitalization of CNY 190bn which are involved in designing industrial robots. The 
density of industrial robots in China is however far lower than the global average, especially com-
pared to Japan, South Korea or Germany. In China, the robot density is only 21 per 10,000 persons 
which is less than half of the international average level of 55 robots per 10,000. This makes the 
industrial robot application in China to account for 6 percent.24 

So naturally, China has a short while to go when it comes to repackaging its industrial base to 
replace labor intensive base work with robots. Not only is China giving priority to advancing its 
manufacturing base, the strategy to robotize manufacturing base can help fend off future labor 
shortages as a result of declining labor participation which ultimately has manifested by the legacy 
issue of China’s one-child policy. 

China is also putting forth a new manufacturing strategy called ”Made in China 2025”. The pro-
gram is viewed by Chinese economists and industry leaders as the nation’s answer to “Industry 
4.0”, a concept about the future of the industry that was first featured in a German government 
high-tech strategy in 2013. The Made In China 2025 Strategy is a greener, and a more intelligent 

22) A new era for manufacturing in China, McKinsey Global Institute, Jun 2013
23) What could happen in China in 2015? McKinsey Global Institute, Dec 2014
24) China Industrial Robot Market Research & Development Prospects 2015-2020, Business Wire, 25 May 2015
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approach to manufacturing, with an emphasis on quality and adaptation to the trend of being 
increasingly integrated with the Internet. 

However, even though the Made in China 2025 strategy is not short on highly specific, measurable 
goals - featuring a table with 2015, 2020 and 2025 projected targets - the mechanisms for achieving 
these goals are lacking, and it is not clear which specific agencies are responsible for achieving 
the goals. The main challenge facing China in this vein is related to its capacity to create an envi-
ronment conducive to innovation, since this is connected to the creation of an open system with 
all the political implications that this entails. Whether the program gets airborne, analysts argue 
that while the country can make significant progress towards this goal over the next decade, the 
process of transforming China’s manufacturing sector towards higher value-adding will only be 
partially completed within ten years.25 

Furthermore, even if there are today significant technology gap in China compared to its superior 
peers in western nations, the highly dynamic development in China can push industrial innovation 
at a faster pace than its peers have witnessed. China will thus be well prepared to make cutting-
edge innovations in the future and to produce technology design and products that can equally 
compete with leading technology-providers. This brings further competition to the marketplace 
which put together increases pressure on for example Swedish engineering manufacturers to en-
hance existing innovation structures to compete on price, quality, product and service offerings 
as well as wider sales of solutions.  

PARTNERING AS A GLOBAL INVESTOR 
There is a an steady trend where Chinese companies realize that overseas investments are an ef-
fective means to further curate national interests, transform as global investors and become a more 
competitive global peer. In 2014, total investments relative to GDP peaked at 49 percent, which is a 
ratio not many other countries have witnessed during their industrial expansion. China’s Outward 
Direct Investment (ODI:s) overtook inward foreign direct investment (FDI:s) in 2014 by a narrow 
margin, making the country a net capital exporter for the first time in history. 

FIGURE 3: CHINESE FDI:S VS ODI:S (2000-2014)

 

25) ’Made in China 2025 – The next stage of China’s economic rise?’, dw.com, 12 Jun 2015

Source: Center for China & Globalization, National Bureau of Statistics, (Retrieved 22 Mar 2015)
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China’s overseas finance is becoming increasingly influential globally. Between 2004 and 2013, 
China’s overseas investments increased 13.7 times, from USD 45bn to USD 613bn. China’s Ministry 
of Commerce estimates that the total ODI volume for 2014 stood at around USD 120bn, a 10 percent 
increase from US$108 billion in 2013.26 In effect, China is catching up as a global investor as it foresees 
the need to partner up in acquiring strategic assets. There has also been a global shift from 2004 
to the recent years where China is distributing its investments beyond Asia to new destinations 
including Europe, the United States and Africa. As one premier example, in November 2014 China 
Railway Construction Corp signed China’s largest-ever overseas investment deal, agreeing to build 
a 1 400 kilometer railway along the coast of Nigeria, Africa’s largest economy.

FIGURE 4: EVOLUTION OF ODI:S BY DESTINATION (2004-2013) 

 

Source: World Resource Institute (accessed 30 May 2015) 
Note: OFCs represent Offshore Financial Centers

By the end of 2014, 90 percent of China’s ODI:s were invested in six sectors — leasing and business 
services (33 percent), finance (18 percent), mining (14 percent), wholesale and retail trade (13 per-
cent), transportation and storage (6 percent) and manufacturing (6 percent).27 

26) Emergence of a ‘new normal’ for China’s economy, China Outlook 2015, KPMG Global China Practice, Jan 2015
27) Ministry of Commerce of the People’s Republic of China, National Bureau of Statistics of the People’s Republic of China, State 
Administration of Foreign Exchange, 2014 (Accessed 23 Apr 2015)
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FIGURE 5: CHINA’S OUTWARD DIRECT INVESTMENT STOCK IN AFRICA 2004-2013 (US BN)

  

Source: World Resource Institute (accessed 30 May 2015)

FIGURE 6: CHINA’S INVESTMENTS IN AFRICA BY INDUSTRY SECTOR (2013)
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In addition, China is Africa’s largest trading partner. Bilateral trade is expected to surpass USD 200 
bn in 2014. The growth in Chinese demand for commodities is slowing and prices of many raw 
materials are falling. That said, China’s hunger for agricultural goods, and perhaps for farm land, 
may grow as China’s population expands and the middle class becomes richer. Thus, China’s road 
to growth could equally be driven by a higher pace of overseas investments to expand trade and 
particularly in the underdeveloped yet emerging frontier markets such as those in Africa, which 
in contrast to China offers the potential of ‘catch-up’ growth and a growing young pool of low-cost 
labor, alongside plentiful natural resources.
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Because the hollowing-out effect may cause industries and labor force to contract in developed eco-
nomies in favor of emerging economies, it helps developed economies to pivot and re-industrialize 
into new industry sectors, develop new technologies and invest in more efficient and innovation 
intensive strategies. China’s recent move to invest overseas thus comes as one example to diversity 
and China is capable in doing so because of the accumulated wealth amassed over the past decades. 

What we can learn from China in this chapter is perhaps the appetite China has to pursue invest-
ment opportunities in new markets that can serve the homelands in an exemplary way not many 
other countries have pursued in recent decades. While the code of conduct for business making 
may be debated and differ from Western government’s long term strategies, China is all about 
business with a long term view on security of supply particularly through its commodity-driven 
investments in Africa. One main question for Swedish companies could be to investigate how to 
access Africa through Chinese investments. 

SHIFTING DEMOGRAPHICS AND LABOR PARTICIPATION  
The mainland’s total population stood at 1.37 bn at the end of 2014 which, according to the National 
Bureau of Statistics, is an increase of 7.1 mn from the previous year. The working-age population, 
between 16 and 59, however fell to 915.8 mn last year, down 3.7 mn from the end of 2013.28 While 
urbanization is proceeding at an average of 2-3 percent per year, the working age population al-
ready peaked in 2012 and is expected to decline by 2016.29 With the one-child policy which began 
in 1979, the first wave of this population group is now 39 years old and thus about halfway through 
their working years. 

FIGURE 7: CHINA WORKING AGE 15-64

 

Source: United Nations World Population Prospects (Retrieved 25 Mar 2015)

28) China’s workforce shrinks by nearly 4 million amid greying population, SCMP, 20 Jan 2015
29) China, HSCB Global Connection, Sep 2014
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Additionally, China’s retirement age is low by any world standard. Female workers can retire at 
the age of 50 and male workers at the age of 55. The labor force participation rate is thus barely 
above 60 percent in the whole population.30 Moreover, by the age of 52, half of the women leave the 
work force and by the age of 58 do, half of the men. It is widely accepted in China that the current 
retirement age should be raised, but no clear guidelines have yet been established. An increased 
retirement age could contribute to the retention of labor in the workforce reducing imbalances in 
a future labor shortage.

FIGURE 8: CHINA LABOR PARTICIPATION PROSPECTS 

 

Source: ILO (Retrieved 12 Mar 2015)

The perpetual increase of base wages at an annual average rate between 4 and 10 percent31 depending 
on industry sector, has caused a loss of some of the substantial cost advantage to place operations 
in China. Equally, talent acquisition is becoming a challenge for local and international industrial 
employers in China. The shortage of young hard working staff is becoming a big issue in China 
especially in the manufacturing space. Provincial labor laws with increased minimum wages make 
a move into the eastern hubs of less or marginal economic sense. With increasing labor costs and 
progressive income tax up to 45 percent income and employer social security tax contribution of 
20-40 percent32 puts a higher burden on the cost mix for manufacturers, especially when some 
producers hit over capacity with declining customer demand and over-staffed businesses. The in-
terviewed companies however expressed to pay up to 44 percent in social contribution including 
labor union fees allocation to health insurance benefits and housing allowance.

30) A New Normal, but with Robust Growth: China’s Growth Prospects in the Next 10 Years, Brookings Institute, Oct 2013
31) Company interviews, May 2015 
32) Taxation and Investment in China 2014, Deloitte (Accessed 2 Jun 2015)
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Beyond above however, costs are still lower in China, especially for labor-intensive manufacturers. 
China’s technological gap with developed economies is smaller now, which implies that expected 
productivity growth will also be slower. Put together, the compelling promise of China and its 
roadmap to growth, as many observers and companies have seen, seems to be less rosy. However, 
these movements create new opportunities to dissect and improve productivity across all aspect 
of a business organization, in order to maintain margins. For Western and particularly Swedish 
companies with long experience to operate in tax-heavy markets, they are equally well prepared to 
at least implement operational strategies to maintain healthy margins, provided that the taxation 
and legal structure in China remain stable.  

CORRUPTION AND REFORMS  
In 2014 and according to Transparency International’s annual survey of 175 countries’ public sector 
corruption, in 2014 China ranked as the 100th most corrupt country in the world. Sweden ranked 
the 4th least corrupt, preceded by Finland, New Zealand and Denmark.33

China’s government aspires to standardize more of its approaches to decision making with business 
and regulatory issues, using the precedent of cases heard. For example, reviews of acquisitions 
should be faster, with clearer conclusions. The government is also going to leverage technology 
more to monitor, audit, and impose sanctions on bad behavior, from tax evasion to overly aggres-
sive entertainment of government officials, including corporate access. 

Several new economic reforms have been introduced to China. The following section summarizes 
highlights of the reforms in addition to implications of expected or passed reforms. 

LABOR LAWS AND UNION RELATIONS 
Effective 1 January 2008, the Labor Contract Law was adopted, which aims at enhancing employee 
conditions, particularly for formerly alien migrant workers. It should be noted that in spite of the 
Labor Contract Law, many migrant workers are employed without formalized employment cont-
racts, and regardless of the new law’s protective measures in non-contractual work conditions, 
migrants workers could still be at the risk for unequal treatment due to other policies adopted by 
local governments.34 

In early 2014, The Ministry of Human Resources and Social Security also issued a new law where 
only 10 percent of company employees are to be dispatched, i.e. on-demand.35 Employers are also 
asked maintain and retain occupational health records in addition to work related healthcare 
provisions.36   

33) Corruption Perceptions Index 2014, Transparency International 2014
34) International Labor and Working-Class History No. 73, Spring 2008
35) China Employment Law Update, Baker & McKenzie, Feb 2014
36) Chinese Labor Law 2014 Year in Review, Society for Human Resource Management, 19 Jan 2015



20

On unions, China has one single trade union, the All China Federation of Trade Unions (ACFTU). 
Since many international companies in China are built upon joint ventures (JV), Chinese national 
law requires a JV to permit the formation of unions; in many areas, local regulations require the 
unionization of JV workers. Aforementioned changes will apply to JV:s and union relations.37

While investigate reports on labor violations are present38, China is gradually moving closer to 
higher level of transparency when it comes to establishing worker-employer relationships  that puts 
higher responsibility of employers to deploy equal and non-discriminatory relationships to workers. 

RELAXING THE ONE-CHILD POLICY
The decades-old one-child policy has created a substantial gender imbalance, with many more males 
than females. The sex ratio at birth has risen over the past few decades from a natural 103 males 
for every 100 female infants to a peak of 121 boys per 100 girls in 2005. Some estimates predict that 
there will be 55 mn more males than females by 2020.39 Other sources claim that there are today 
37 mn more men living in China today than women.40 

In the fall of 2013, the Chinese government announced reforms to its one-child policy as a way 
of partially rectifying the male-female gender gap. While nothing substantial has happened with 
this reform, the argument is whether there needs to be a reform or just a clear revoking of such an 
antiquated policy. What remains is that China will need to pragmatically resolve its population 
imbalance and preventively establish a healthy population growth, not only for it to move from an 
investment-led economy to become more consumption-led, but also to cater for its aging population. 

Revised Financial Reforms and mixed SOE-ownership
China’s Sovereign Owned Enterprises (SOE:s) have indeed played a significant role in the country’s 
remarkable speed of economic growth, through which a number of key infrastructure projects 
were completed across the country. Since 2009 and as shown in above chart, non-SOE:s appear to 
have overtaken the SOE performance. During the third plenary session of the central committee of 
China’s Communist Party in November 2013, China introduced the concept of mixed ownership 
to its SOE:s. As presented in the below figured, non-SOEs are also showing a higher performance 
than those government controlled companies. 

37) Labor Contract Law of the People’s Republic of China, The State Council, PRC, 23 Aug 2014
38) Two Years of Broken Promises, Green America and China Labor Watch, 4 Sep 2014
39) The “Missing Girls” From China: Reforms Are Too Little, Too Late, Harvard International Review, 8 Jan 2015 
40) Is China going to abandon the One Child Policy? Of course not. 17 Mar 2015
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FIGURE 9: NON-SOE (SOVEREIGN OWNED ENTERPRISES) PERFORMANCE (2008-2013) 

 

Sources: Hang Seng China Enterprises Index (HSCEI)  

This reform will involve “cross holding by, and mutual fusion between, state-owned capital, col-
lective capital and non-public capital”.41 This privatization reform has already led to USD 50bn US 
worth of assets to change hands through assets sales of Sinopec, a retail group, to 25 domestic 
investors and Citic Group, a finance company, transferring shares to a Hong Kong company.42 

Further reforms are expected to be announced during the first quarter of 2015. These reforms 
should provide encouragement for the private sector and solicit further investment into key SOE-
dominated industries, such as telecommunications and infrastructure.

THE CHINESE GENESIS OF ENTREPRENEURSHIP 
Most observers believe that China’s remarkable economic performance over the past three decades is 
due primarily to large, state-owned companies. While those organizations are, indeed, key players, 
the country’s entrepreneurs have long been overlooked. According to the Global Entrepreneurship 
Monitor, nearly 25 percent of the adult population is entrepreneurs, twice as many as in the U.S..

In retrospect, entrepreneurship in China has taken several evolutionary forms in the past decades 
with identified varieties. Through the 80’s, the first group consisted of very small-scale activities 
in retail and services such as street vendors, businesses known as getihu. A better connotation of 
this group which was excluded from the system is self-employed rather than entrepreneurs, often 
of low social status, criminals and illegal migrants, and having a low education level. Some would 
achieve success, but for most, business was a means of subsistence. Two sub groups of entrepre-
neurial activities also emerged in the 1980s and 1990s. The first was export–oriented, determining 
what other countries needed and making those goods cheaper. The second involved bringing goods 
already popular in developed nations to the Chinese market.43 

SOE                              

Non-SOE                              

56,9                          

81,7

41) China’s SOE reform, financierworldwide.com, Feb 2015
42) China SOE reform no fee bonanza for bankers, 17 Sep 2014
43) Not Exactly Silicon Valley: China’s Distinct Brand of Entrepreneurship, Knowledge@Wharton, University of Pennsylvania,  
20 Dec 2013 
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In tandem, a new group emerged in the late 1980s, with more highly educated individuals, often 
engineers or SOE managers, operating on a larger scale out of choice rather than necessity. These 
businesses, known as siying qiye, operated in all sectors, ranging from restaurants to transporta-
tion to manufacturing, especially the production of inputs for SOEs.  The third type are the foreign 
entrants, predominantly western-educated Chinese who return to China to start businesses. This 
type of entrepreneurship has been evident recently in the flourishing Internet sector.44 Each of these 
types of entrepreneurs operates in a somewhat different environment, under different constraints 
and has distinctive characteristics. 

Of course, there are those entrepreneurial wonders such as Jack Ma, the founder the e-commerce 
giant Alibaba. Ma remained in China with a burning desire to learn English by conversing with 
western tourists at hotel nearby his home town of Hangzhou, China, where Alibaba is headquarte-
red. After repeatedly failing the university entrance exam,45 Ma graduated with a degree in English 
in 1998 and went on to build websites for Chinese companies. About 17 years later, he would list 
Alibaba on the New York Stock Exchange,46 which makes Ma China’s 18th richest billionaire with 
a net worth of USD 29.7bn47, an amount on par with Swedish telco company Ericsson and its 2014 
year-end revenues.48 

Today, the number of Silicon Valley–based investors visiting China to learn about Internet-enabled 
businesses is now remarkable. Beyond the Internet, hundreds of midsize companies in the Chinese 
industrial sector are creating their own version of the German Mittelstand, providing more serious 
competition to Fortune 1,000 competitors. 

No longer were there complaints about the low quality of Chinese industrial goods; instead, there 
were compliments about their remarkably high quality. Biotech, pharmaceutical, consumer elec-
tronics, medical tech, drones, graphene, and telecommunications equipment are just some of the 
sectors where aggressive Chinese midsize companies lead the way in their field, often privately 
owned by a founding chairman or CEO who has a true passion to become a global leader.

In addition, while a certain level of risk aversion and conservative attitude to invest in steady growth 
assets prevailed in Chinese investors, recent years have presented a different narrative. Investment 
in Chinese technology startups is thanks in part to the soaring stock price of established players 
like Tencent, and the imminent listing of Alibaba. The rejuvenation of China’s startup investment 
scene comes even as the economy is still pulling out of a downward slump that recently led to the 
nation’s worst economic performance in 24 years.49

These shifting attitudes can be explained with a few different reasons. The appetite toward high 
growth and high risk businesses have changed because of successful results in numerous Chinese 
startups. With a slowing economy, investors also seek a wider scope in their investment portfolio 
and a risk mitigating diversification strategy even if the risk per se may not be lower as a result of 
investing in tech companies that may become future listed technology stocks. 

44) The Development of Modern Entrepreneurship in China, Stanford Journal of East Asian Affairs, Spring 2011
45) Person of the year: Jack Ma, Financial Times, 12 Dec 2013 
46) NYSE’s Bell-Ringing an Earful for Nasdaq With Alibaba Record IPO, Bloomberg Business, 18 Sep 2014
47) Ma Says Alibaba Shareholders Should Feel Love, Not No. 3, Bloomberg News, 10 Nov 2014
48) Ericsson 2014 Annual Report, Retrieved 26 Mar 2015
49) VCs Say “Ni Hao” To Chinese Startups, techcrunch.com, 9 Jun 2014 
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FIGURE 10: VENTURE CAPITAL INVESTMENTS IN CHINA 2010 - Q2 2014

 

Sources: CrunchBase in partnership with CTQuan, Retrieved 26 Mar 2015

With the rise of Alibaba, China has become the world’s second-largest e-tail market with an 
estimated USD 210 bn industry in 2012 and a compound annual growth rate of 120 percent since 
200350. By 2022, our research suggests, more than 75 percent of China’s urban consumers will earn 
USD 9,000 to USD 34,000 a year.51 

ENVIRONMENTAL HURDLES
With the increased spending commitment of the government, the Chinese government is also 
addressing the increased importance of enforcing more stringent anti-corruption laws as well as 
fighting pollution. The costs of environmental and natural-resource degradation, according to the 
World Bank, are the equivalent of 9 percent of GDP, an enormous amount which is dragging down 
the long-term growth rate.52  

FIGURE 11: CHINA’S RISING CO
2
 POLLUTION VS THE UNITED STATES (1990-2011) 

 

Source: IMF Projections, CDIAC, Friedingstein et al (2014) 

50) China’s e-tail revolution, McKinsey & Company, Mar 2013
51) Mapping China’s middle class, McKinsey Quarterly, Jun 2013
52) China and the environment; the easy grey, The Economist, 10 Aug 2013 
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Formerly a state secret, a fifth of China’s farmland is polluted. According to this official report, 
the main causes of soil pollution are industry and over cultivation. Cadmium, nickel and arsenic 
are the top three pollutants found.53 

FIGURE 12: CHINA’S DECLINING ARABLE LAND 

 

Source: China National Bureau of Statistics, Ministry of Land and Resources of China (2012)

These pollutants clearly affect farmland quality, yields and range of crops which can be grown and 
hence reduce arable land. Thus, China’s air pollution problems have for some time made headlines 
worldwide. However soil pollution is less visible and has thus received little attention. 

Effective 1 January 2015 however, the Chinese government has made several amendments to the 
long overdue Environmental Protection Law (EPL) that had remained intact since 1989. In broad 
terms, revisions to the EPL include improved monitoring of both the environment and health, 
improved survey and risk assessment mechanisms, and more severe punishments for polluting. 

One major outcome of the changed EPL is the removal of upper caps on fines for polluters. China’s 
Ministry of Environmental Protection can now implement cumulative daily fines that would be 
more costly than to run the safe environmental practices the government requires. Polluters could 
even face prison time, although the maximum sentence is currently set at a mere 15 days and would 
only come after the company ignores a warning. In line with the country’s slower economic pace 
and a shift toward structural changes, China appears also to be taking a bolder move to combat its 
environmental challenges to ultimately enhance living standards and general population health. 

CHALLENGES AHEAD AND CONCLUDING REMARKS
In summary, the Chinese government has, in a relatively short timeframe, navigated an economy 
that may soon surpass the United States, the world largest economy in absolute terms. By enforcing 
expansive policies, China has actively promoted and protected its government-led enterprises to 
deliver on growth while injecting mammoth sums to build infrastructure and cities. Equally, the 
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53) One fifth of China’s farmland polluted, The Guardian, 18 Apr 2014
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country has lifted a large chunk of its population out of poverty, while widening the scope and 
size of income distribution. 

Investments in China, measured in gross capital formation, has in the past years remained at a 
huge 50 percent of GDP. The same ratios for Sweden and the United States has been around one 
fifth of GDP.  

Household consumption, i.e. the market value of all goods and services, including durable products, 
was in early 2014 at 34.1 percent for China, 46.7 percent for Sweden and 68.1 percent for the United 
States. As observed earlier, Outward Direct Investments (ODI:s) in 2014 surpassed the inflows of 
investments. Thus, to drive consumption at home, China will need to continuously capture in-
vestments in commodities and imports to cater for an extensive range of goods and services which 
will be consumed domestically. 

After decades of establishing a strong capital formation, with an increasing income per capita as 
well as gradually widening the scope of income distribution, rebalancing the economy to consume 
more is thus nothing out of the ordinary. It is a balancing act which has been witnessed in deve-
loped economies. In addition, such impressive growth has come at a cost: a higher deterioration 
of the environment, higher pace of depleting raw material resources and exhausting select groups 
of the Chinese population. 

Today, China is moving from an investor-led expansive economy to growth through higher domes-
tic consumption. The New Normal pointed out earlier could thus be an attitude China’s govern-
ment wants its population to adopt, in order to build prosperity while being better at managing 
expectations. At the macroeconomic level, China faces a set of challenges that will remain in the 
foreseeable future: the burden of a piling debt carried by local governments and corporates, an 
excess industrial capacity with increasing wages, a rapidly cooling real estate sector and declining 
labor participation. Of these challenges, the debt is arguably the most serious with the potential 
to destabilize the country’s financial system.

In spite of growing domestic consumption, inefficiencies resulting from legacy legislation such as 
the dated one-child policy represents a major irrevocable element against continuous growth and 
a forthcoming socioeconomic challenge in China. One question herein is how the population will 
affect a consumption-led economic growth? 

More imminently, the aging population, which already peaked in 2012 and fuelled by a relatively 
low retirement age at 52 for women and 58 for men, puts new burdens on how to procure the work 
force. Equally, socio-cultural expectations and family traditions to care for one’s elders puts new 
pressure on how to divide time between work, manage family and aging parents. This could lead 
China to become old before it gets rich.

With a higher life expectancy and cost of living in China, new pressures are also put on how to 
manage a living as a whole. In 2014, China set a new record in having migrant workers and ex-
patriate professionals leaving the country. Even with a stab at social engineering to relax the one-
child policy, the gender preference for boys at birth introduces potential future social imbalances 
and division of labor. 
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Because China is so vast, there will presumably be significant room to drive the domestic con-
sumption anticipated by the government. However, policy makers need to tackle how to preserve 
increased consumption on the back of a forthcoming labor shortage and the overall cost to con-
sume and live. However, one historically proven method is to invite a higher degree of immigrant 
workers across relevant sectors that can offset a probable labor shortfall. 

An economically meriting view on how to manage the aging population (which could be far fet-
ched considering the social and cultural norms in China) is to promote a cross-country establish-
ment of retirement hospitality and house nursing sectors. The latter could not only help drive the 
economy in terms of employment and increases in the service sector GDP, it could also alleviate 
socioeconomic pressures. 

On industrial manufacturing, which is the core purpose of this report, China is today the world’s 
largest factory. Historically, only a few countries of small populations and extensive natural re-
source reservoirs have been able to achieve economic prosperity without going the manufacturing. 
Lacking such resources, China has laid out a strong industrial manufacturing foundation. 

Yet, China will no longer be able to compete as aggressively on price because the country is 
prospering fast. Instead, China will need to upgrade its existing manufacturing base with grea-
ter technological advancements in order to keep pace with a legacy of advanced manufacturing 
capabilities in developed economies. 

In addition, as manufacturing wages are up fourfold in dollar terms over the past decade and 
that labor-substituting technologies are becoming even cheaper, the two components only sup-
port productivity gains and automation steps in manufacturing that can eliminate laborious and 
costly sectors. 

As service production preconditions manufacturing, services will be an integral sector in China. 
With exploding online consumerism, China is a well-leveled leader in developing its digital com-
mercial domain and driving the service sector. 

Conclusively, China bears today no resemblance to ten years ago. A relatively higher industrial 
productivity could at least produce the same amount of economic output even at lower annual 
economic growth rates. Capital intensive Chinese industrial manufacturing organizations are more 
on par with those in developed economies. China is not only becoming world’s economic power, 
it is also likely to drive world economic growth and actively overtake its western peers in offering 
similar if not better products and services. The next chapter will take a fresh look at the Swedish 
manufacturing companies that we followed in 2005 and 2010. 
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SWEDISH INDUSTRIAL 
MANUFACTURING 
COMPANIES IN CHINA  
– THE 2015 UPDATE  
Since 2010, Swedish engineering companies have kept an expansive strategy in China either or-
ganically or inorganically. The business activities are however taking a rather varied view. While 
some of the interviewed companies manufacture and sell to local Chinese customers, others are 
expanding exports sales to elsewhere in Asia or to Western markets. 

Equally, beyond introducing a wider selection of products and services to China, inorganic acqui-
sitions of local or international subsidiaries in China has helped Swedish manufacturers to access 
revenues and wider customer market segments. The companies thus seek a decentralized leadership 
with free mandate to grow in China by selling similar products and service schemes that match 
the company’s overall offerings worldwide. In the 2010 report, we presented a sentiment analysis 
(Figure 13) on which areas the interviewed companies should invest in China. We learned that the 
majority of the companies would like to see more investment decisions in R&D, manufacturing, 
sales and distribution. 

FIGURE 13: THE 2010 INVESTMENT SENTIMENTS IN CHINA BY SELECTED CAPABILITIES  

 

Source: Company Interviews (May 2010)

Quality Assurance and
Standards

Legal and Intellectual
Property 

Centre of Excellence &

Headquarters 

Strongly Disagree Disagree Somewhat
Agree Somewhat Strongly Agree



28

In our 2015 survey, it becomes more obvious that much of the investments in these  areas already 
seem to be in place, and not so much expansive investments seem to be required anymore. Figure 
14 shows that surveyed companies in 2015 clearly need less  investments in manufacturing relatively 
more attention should be given to Sales & Distribution as well as Local Education and Training. 

FIGURE 14: 2015 INVESTMENT SENTIMENTS IN CHINA BY SELECTED CAPABILITIES

 

Source: Company Interviews (May 2015)

This shift could signify that many companies are reaching a  mature  stage in terms of growing 
their installed manufacturing base in  China. Equally, the priorities to increase a stronger legal 
presence and enable a greater footprint for centers of excellence in China, education and training 
as well as enabling closer proximity of decisions through relocating staff from headquarters in 
China, seem altogether to be of higher priority in 2015 and onward. Comparing the two diagrams 
from 2010 and 2015, the companies seem thus to have  reached a more stable level in 2015. Almost 
exclusively, the majority of the companies perform on  par with expectations in 2015, and a few 
of the respondents see some pockets to exceed growth expectations by 2020. In addition, the 2015 
interviewees also indicate  more intensified competition in China than they saw in 2010. Clearly 
however, the companies are showing a higher level of stability in terms of growth and perseverance 
in 2015 than they did in 2010, while local rivalry seem more evident now than in 2010.
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FIGURES 15.1 AND 15.2: BUSINESS PERFORMANCE IN CHINA 2015 RELATIVE TO 2010

 

Source: Company Interviews (May 2010 and May 2015)

On manufacturing outputs, some of the surveyed companies maintain steady investments in 
advanced machinery and equipment in China, where others deliberately choose not to ”over-
automate” but instead facilitate more manpower in production while achieving the very same 
quality of production outputs as in their Western manufacturing plants.

Across the board and compared to the 2010 and more importantly the 2005 observations, the inter-
viewed companies today maintain highly capable total-organizations in China with a sophisticated 
ecosystem of manufacturing, sales and after-market service operations as well as R&D. There is 
significant in-house training of staff, increased local hires, university and collage collaborations 
to entertain and recruit students from grass-root levels while offering competitive career roadmap 
as well as remuneration. 

In terms of sourcing, most of the interviewed companies have established up to 90 percent of com-
ponent flows through local suppliers inside China. Some keep in-sourcing of high-end components 
from Sweden or other non-Chinese suppliers, justifying this strategy in that the opportunity costs 
to replicate the production in China would make less economic sense as a result of high capital, 
operational expenditures and low volumes.
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One company maintained over 80 percent of its R&D in China, with a couple of hundred employ-
ees in the Chinese organization to drive the next generation innovation funnel, while consistently 
customizing production design to fit customer applications in China. Whereas some knowledge 
intensive products are still maintained in Sweden, the companies’ R&D organization is cementing 
stronger footholds in China, generating a higher degree of influence and collaboration with the 
companies’ global or Sweden-centric R&D organizations. 

Employee turnover remains low. Swedish industrial companies have introduced strong elements of 
leadership, creating a healthy corporate culture, and caretaking of local employees across the orga-
nizational hierarchy. Interviewed companies report, in aggregate, an employee turnover of between 
2-10 percent per annum. One major driver for the so-called ”employee stickiness” in the Swedish 
companies in China comes as a result of competitive pay vertically among blue and white-collar 
workers,  progressive on the job training with a clear career roadmap, and social security benefits 
including paid vacations, pensions and union contributions. What drives the employee turnover 
however has been salary increments, a steeper learning curve and simply vertical opportunities.    

SWEDISH TRADE OF ENGINEERING GOODS WITH CHINA
While the trade of non-engineering goods is summarized in Appendix 3, the trade surplus in 
engineering54 goods is similar to that for non-engineering goods. The trade deficit which in 2014 
hit a new low of SEK -5.7bn since the inception of trade with China. 

FIGURE 17: BALANCE OF TRADE IN ENGINEERING GOODS WITH CHINA 2004 - 2014 

 

Sources: EuroStat & Author’s Estimates
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Taking a closer look at the product groups by sub-category of economic classifications, the statistics 
clearly show that consumer goods have, between 2004 and 2014, a negative trend in trade evolution; 
Sweden import much more domestic appliances from China than it did in the past. The trade deficit 
is biggest in communication equipment. One major explanation here is that in 2012 the privately 
owned Shenzhen based telecom company Huawei overtook Sweden’s Ericsson as the world’s top-
selling telecoms equipment maker.55 By and large, Huwaei was able to overtake domestic sales of 
telecom products and systems in domestic China; a market share Ericsson previously dominated. 
In 2013, Huawei reached revenues of USD 39bn vs Ericsson’s 2014 year end revenues of USD 29bn.56   

FIGURE 18: BALANCE OF TRADE IN ENGINEERING GOODS WITH CHINA 2004 VS. 2014 SEK BN

 

Sources: EuroStat & Author’s Estimates
Statistical Classifications – see Appendix 2

Fundamentally, the trade figures herein confirm one strategy for sales of engineering goods to 
China; that the consumer goods segment is more affordable to produce in China a at presuma-
bly higher margins including transportation costs than in Sweden. Thus Chinese imports either 
Swedish manufactured goods or similar alternatives again prove to be of higher shareholder value 
than if manufactured in Sweden.  The more progressive trends in terms of a positive balance of 
trade are found in Sweden’s exports of transportation vehicles and various machinery equipment. 

CHINA IS SWEDEN’S MANUFACTURING HUB 
Further statistics also indicate that Sweden’s declined share of imports from China leads to less 
supply into manufacturing flows in Sweden. Instead, the manufacturing base in China is expan-
ded for local and regional supply. In essence, this movement can suggest that Swedish companies 
increasingly use China as a base to source and produce locally and export globally. 

55) Top gear: China’s Huawei outmuscles Swedish rival, Reuters, 3 Feb 2012
56) Respective company annual accounts (Retrieved 23 Mar 2015)
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FIGURE 19:  SHARE OF IMPORTS FROM CHINA TO SELECTED COUNTRIES 2000 VS 2013

 

Sources: Association of Swedish Engineering Industries and Author’s Estimates

Declining share of imports from China to Sweden could in the short term further ”correct” the 
required hollowing-out effect and relocate dated manufacturing capabilities. In a new world-order 
with China’s significant manufacturing capabilities, it will be necessary to absorb a wider scale 
and scope of more advanced manufacturing to supply an ever prospering market. 

In the long run, such structural changes can equally correct developed markets to pivot into new 
sectors, or climb the innovation curve to either enter or form new industry sectors. One prime 
example of such movement in Sweden could be seen in the Stockholm-based innovation group 
Serendipity Innovation, which was recently listed on the OMX Nasdaq.57 Housing eight technology 
companies58, Serendipity Innovation aggressively blends innovation management and corporate 
development to monetize on technological disrupters across the materials and life sciences indu-
stry sectors. 

Whether relocation of advanced manufacturing could be cumbersome if not impractical, such a 
structural shift may equally pave way for an advanced economy to unlearn portion of past legacies 
to instead adjust to a new world order of competition. With a premise that a nation can thrive and 
build economic prosperity, such aspiration and particularly the speed in which such shifts take 
place would equally demand a pragmatic governance to adapt national strongholds to stay ahead 
of the competition curve. 
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CONCLUSIONS 
The nature in which Swedish engineering companies maintain their operations in China today 
varies significantly from what was witnessed in our 2010 and 2005 reports. Some interviewed 
companies run their entire China-operations almost independently from Sweden. They source 
parts locally while some high value-added and innovation intensive components arrive from 
Sweden or other Western locations. Other interviewed firms however source significant parts and 
component flows from outside of China while final assembly, sales and distribution systems are 
well established across China. 

In either approach, we believe that Sweden benefits both directly and indirectly from these com-
panies’ expansion strategies in China. Today, China is more capable than ever. It offers not only 
significantly more and higher qualified employees across blue and white-collar spectrums, or a 
gigantic installed base of modern manufacturing facilities, but China is slowly also establishing a 
more transparent legal system with higher influence and intervention from labor unions. Needless 
to say, the country has a vast appetite for consumption and a much savvier customer base today. 

The enhanced local sourcing abilities come as a result of increasingly capable companies that have 
fostered in China. Sticking to quality requirements and standards on products, services and systems 
also help these local suppliers’ ability to compete with their international counterparts. While some 
Swedish suppliers may face significant headwind in the near future, the mid to end-line assemblers 
are well positioned to compete head-on to defend and grow business and margins in China. 

Furthermore, whether some companies choose a ”glocal” strategy; i.e. to establish all aspects of 
the business locally while exporting regionally or even globally, other firms merely serve China 
through a strong local manufacturing base while R&D and innovation activities will still led by 
the Swedish or Western operations. What is clear however, is that exporting complete industrial 
goods from Sweden, be it an excavator, a passenger vehicle or a bus, no longer makes economic 
sense as most of the work can dilligently be done inside China.

On the management of Swedish companies, increasing number of Chinese-born or Chinese retur-
nees are now in leadership positions. They run entire businesses or national sales organizations that 
previously were led by expatriates. Although all interviewees express a cautious optimism toward 
continuous business growth in China, the shifting macroeconomic fundamentals are equally viewed 
as a concern that may hamper expected growth while rivalry too will be intensifying. 

The currently anticipated 7 percent GDP growth could, in absolute dollar terms, be viewed as no 
different from the previous double-digit growth rates because China has experienced significant 
productivity gains. According to the World Bank, between 2010 and 2013 China had an average 
manufacturing sector value-added of 32 percent on a GDP output of USD 9,000bn. (The corresponding 
figure for Sweden was 18 percent on a GDP output of USD 600bn). This means that China, compared 
to Sweden, had a higher pace of which value was added to the economy. However, the Swedish 
manufacturing sector today includes a substantial amount of service activities which are excluded 
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from these figures (in total close to 25 percent). The point of this argument is that with increasing 
productivity, an equal amount of economic output in absolute dollar terms can be injected into 
the system even at lower growth rates. While these figures are widely indicative, better access to 
local and sector-by-sector data variations could help to better understand the direct value-added 
contributions and thereby better project the bilateral comparisons between the Chinese and the 
Swedish engineering sector companies. Even with an expectedly lower growth rate, we believe that 
China is still a vast market for the Swedish manufactures to keep building strongholds.

Even though Chinese manufacturing output is becoming both optically and content-wise more 
comparable to manufactured outputs from Western operations, Chinese labor costs in the overall 
mix is still a strong determinant in appropriating operating profits by producing in China. By 
convention, these proceeds are typically lifted back to the consolidated income statements at the 
Swedish company headquarters upon which future investment decisions and allocations are made.  
Whether such reinvestments are made in Sweden depends on how capable Sweden can remain as a 
competitive nation that offers lasting economic, technical, educational and sociocultural incentives. 
It can also be argued that geographical proximity to growth markets further justifies reinvestments 
outside of Sweden and closer to the end customer market ultimately to reduce overall delivery costs. 

What could make China less competitive in the near to long term, aside from a slower growth, is 
rising costs across all instances of the economy which would further drive business rivalry. With 
the previously described propensity of an over-establishing of manufacturing in China, companies 
will most likely need to bargain for more but in a slower expanding market. Companies will thus 
need to reschedule operations and rationalize costs in order to compete in their overall mission to 
reduce the customer total cost. With a historically heavy taxation scheme in Sweden which drives 
costs of products and services, and yet with a business culture of operational excellence and a 
persistent ambition for new productivity targets, we believe that Swedish engineering companies 
are well equipped to revamp their Chinese operations in order to meet the future. 

In the interim, China has much to offer the Swedish engineering manufacturers. China has enabled 
international producers of engineering goods a sizable market access leading to higher sales volumes 
as well as on application of a higher degree of innovation and R&D-activities. China is today a rich 
consumption state in need of continuous industrialization, albeit at a slower pace. This market 
must be perceived and promoted as an excellent opportunity for Sweden to keep expanding in. 

Even more so, with an average of 25 percent of the Swedish annual GDP represented by Swedish 
Industries, the continued expansion of these firms in China can only support the economic pros-
perity in Sweden. Fundamentally, these global Swedish companies build infrastructure, from 
supplying transportation girds, urbanization infrastructures to various motor vehicles.  But these 
companies’ local legacy will, as witnessed in China, gradually be inspired and shaped through the 
global interplays rather than sole local curation. 

As China keeps climbing the learning and experience curves, Sweden can only perceive China as 
a platform of income and good lessons. We therefore believe that Sweden needs China more than 
China may need Sweden. What thus needs careful attention is the required structural shifts in 
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Sweden to incentivize a solid business climate. Smart tax incentives, industrial companies’ greater 
collaboration with incubators, existence of pragmatic bilateral work authorization programs as well 
as a stronger cross-border collaboration across all facets of innovation and R&D activities with 
non-EU partners can only help cement strong and long-term relationships and a global perseverance. 

What Sweden fundamentally needs today and in the near future does not require magic. Sweden 
needs a bold partnership-led collaboration between government, industry and academia to de-
sign preventive, proactive and executable measures that make corrective and reactive responses 
irrelevant,  especially to stay resilient in a rapidly shifting global market environment. Swedish 
engineering companies are, as attested in this report and in our previous papers on China, one 
of the most important pillars that for decades has built Sweden’s economic prosperity. This must 
prevail today and tomorrow.   
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ShanghART Gallery, the coffee shop next door
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APPENDIX

APPENDIX 1 
 
STATISTICAL CLASSIFICATIONS OF  
NON-ENGINEERING GOODS
Statistical Classification of Economic Activities in the European Community, Rev. 2 (2008)
 

7 Mining of metal ores 
8 Other mining and quarrying 

10 Manufacture of food products 
11 Manufacture of beverages 
12 Manufacture of tobacco products 
13 Manufacture of textiles 
14 Manufacture of wearing apparel 
15 Manufacture of leather and related products 
16 Manufacture of wood and of products of wood and cork, except furniture
17 Manufacture of paper and paper products 
18 Printing and reproduction of recorded media 
19 Manufacture of coke and refined petroleum products 
20 Manufacture of chemicals and chemical products 
21 Manufacture of basic pharmaceutical products and pharmaceutical preparations 
22 Manufacture of rubber and plastic products 
23 Manufacture of other non-metallic mineral products 
24 Manufacture of basic metals 
31 Manufacture of furniture 

Sources: EuroStat - RAMON (Reference And Management Of Nomenclatures) goo.gl/Xv4U1I 
(Retrieved 24 Mar 2015)
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APPENDIX 2
 
STATISTICAL CLASSIFICATIONS OF ENGINEERING GOODS

25.1 Manufacutre of structural metal products 
25.2 Manufacutre of tanks, reservoirs and containers of metal 
25.3 Manufacutre of steam generators, except central heating hot water boilers 
25.4 Manufacutre of weapons and ammunition 
25.7 Manufacutre of cutlery, tools and general hardware 
25.9 Manufacutre of other fabricated metal products 
26.1 Manufacutre of electronic components and boards 
26.2 Manufacutre of computers and peripheral equipment 
26.3 Manufacutre of communication equipment 
26.4 Manufacutre of consumer electronics 
26.5 Manufacutre of instruments and appliances for measuring, testing and navigation; watches and clocks 
26.6 Manufacutre of irradiation, electromedical and electrotherapeutic equipment 
26.7 Manufacutre of optical instruments and photographic equipment 
26.8 Manufacutre of magnetic and optical media 
27.1 Manufacutre of electric motors, generators, transformers and electricity distribution and control apparatus 
27.2 Manufacutre of batteries and accumulators 
27.3 Manufacutre of wiring and wiring devices 
27.4 Manufacutre of electric lighting equipment 
27.5 Manufacutre of domestic appliances 
27.9 Manufacutre of other electrical equipment 
28.1 Manufacutre of general-purpose machinery 
28.2 Manufacutre of other general-purpose machinery 
28.3 Manufacutre of agricultural and forestry machinery 
28.4 Manufacutre of metal forming machinery and machine tools 
28.9 Manufacutre of other special-purpose machinery 
29.1 Manufacutre of motor vehicles 
29.2 Manufacutre of bodies (coachwork) for motor vehicles;  trailers and semi-trailers 
29.3 Manufacutre of parts and accessories for motor vehicles 
30.1 Building of ships and boats 
30.2 Manufacutre of railway locomotives and rolling stock 
30.3 Manufacutre of air and spacecraft and related machinery 
30.4 Manufacutre of military fighting vehicles 
30.9 Manufacutre of manufacture of transport equipment 
32.5 Manufacutre of medical and dental instruments and supplies

Sources: EuroStat - RAMON (Reference And Management Of Nomenclatures) goo.gl/Xv4U1I 
(Retrieved 24 Mar 2015)
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APPENDIX 3 
 
TRADE OF NON-ENGINEERING GOODS WITH CHINA
Considering the Swedish total trade of manufactured goods with China excluding the manufac-
turing of engineering goods, the past decade held a stubborn trade deficit. Based on EU standards 
for product classification , the major driver of Sweden’s trade deficit with China has been the 
manufacturing of textiles. Between 2004 and 2014, the deficit of this group rose from SEK -2.4bn 
to SEK -7.2bn. 

FIGURE 1: BALANCE OF TRADE IN NON-INDUSTRIAL GOODS WITH CHINA 2004 - 2014 (SEK BN)

 

Sources: EuroStat & Author’s Estimates

A second product category with persistent negative trade flows with Sweden has been the manu-
facturing of furniture, which for the same sample period rose from SEK -0.9bn to -2.5bn. Even if 
the manufacturing of these two product groups can to a large extent be automated, a certain labor 
intensity of repetitive work is required, which in relative terms is far cheaper and more competitive 
to acquire in China than in Sweden. The relatively miniscule trade surplus in 2013 and from the 
tail of 2009 resulted from an unprecedented increase in sales of metal ores. Such an export surplus 
is driven by scarcity or an undersupply in the destination market, the destination being China.  
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FIGURE 2: TRADE OF SELECTED NON-ENGINEERING GOODS WITH CHINA 2004 VS. 2014 

 

Sources: EuroStat & Author’s Estimates

The uplift in the ongoing trade deficit comes in sales of some goods including pulp and paper, spe-
cialized metals and pharmaceuticals. For the pulp and paper and metals ore sectors, the Swedish 
trade surplus can be explained by China’s limited domestic access to certain commodities as well 
as an undersupply. 

Pharmaceutical exports could however relate to patents, advanced manufacturing requirements 
or market entry of drugs that were earlier not approved or sold to a certain market such as China. 
In summary, it is clear that Sweden maintains a strong surplus in goods that are scarce or require 
a significant R&D workout, regulatory oversight as well as advanced manufacturing systems and 
contracted sales that fluctuates trade.  
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APPENDIX 4 
 
SURVEY QUESTIONNAIRE  
– SWEDISH INDUSTRIAL COMPANIES IN CHINA

SECTION A – Company Meeting Discussion Material 
We are pleased to have the opportunity to discuss with you a selected number of high level topics re-
garding the company’s local business activities in China and the long term implications on the Swedish 
manufacturing capabilities.  

1. Current Status of Operations in China
 Since 2010, what added business capabilities have been introduced to the ongoing operations in China? 

E.g. larger manufacturing capabilities, sales and distribution or higher degree of local R&D? Enhanced 
productivity through local innovation?  

2. Service Operations in China 
 Since 2010, how much more services does the company offer the customers? Is customer service a 

sought-after value add to the overall customer experience or becoming an imperative tool to compete 
and win?  

3. Supply Chain & Sourcing 
 How do company suppliers in China compare to those in e.g. Sweden? Is local increasing in number 

in China outperforming western suppliers?  

4. “Made in China” Sold in China vs. “Made in China” Sold Globally
 How relevant is local production for local supply for your business? Is there a percentage breakdown 

between local, Asia and Global sales? 

5. Challenges with and Opportunities in China
 What are the main three challenges & opportunities with operating in China today?  

6. Future of the Chinese Organization (5 year perspective)
 What are the long-term commitments to China?
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SECTION B - Project East – Survey Questionnaire 
Please provide your perception on the following questions by circling the most appropriate answer. 

1. Historical Performance of Business (2010-Current)
 In your perception, the local business performance compared to internal targets could best ranked 

as follows:
 1 2 3
 Business is  Business Performance Business Performance
 Underperforming is On Par  is Exceeding
   Expectation

Additional Comments:

2. Current and Future Performance of Business (2015-2020)
 In your perception, what will be the overall performance of the China operations in the coming five 

years:
 1 2 3
 Business will  Business will be Business will exceed
 underperform targets   on par  targets
  with targets  

Additional Comments:

3. Competitive Threats
 There is a certain level of increasing threat perceived from competition to the current business which 

needs to be addressed in the short to medium term
 1 2 3
 Strongly Disagree  Healthy Competition Strongly Agree 

Additional Comments:

4. Investment Needs
 In your perception, there would be more investment needs in the company for improved profitability 

and sustained growth. 

 Please highlight your answer with “X” wherever applicable with following ranking scale:  
1 = Strongly Disagree to 5 = Strongly Agree.

Investment Needs In: 1 2 3 4 5
R&D and Innovation 
Manufacturing Capabilities 
Quality Assurance and Standards
Sales & Distribution 
Local Education and Training 
Legal and Intellectual Property 
Centre of Excellence & Support Functions 
Relocation of Selected Headquarters 

Additional Comments:
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