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Abstract 

More and more German family-owned companies of the “Mittelstand” are looking into 

investing into startups and to acquire more innovation and knowledge by participating 

and supporting startups. This step is urged by the stronger disruption and the need to stay 

ahead of the competition to stay global leader in their individual market niches. The 

participation in startups, being a way of how external innovation acquisition, does not 

only cover an equity stake, but also cooperation and participating in the local knowledge 

network in clusters.  The importance of networks of corporations, universities and 

participants in supporting startups, offer a unique setting for any company to gain insight 

and new ideas for products. 

The Chinese clusters are now gaining in recognition and German companies have the 

potential to enter these clusters and join the networks to enter a new source of external 

innovation and potential new unicorns. 

This thesis researches the motivation and barriers of German corporate venture capital 

arms of these more traditional based companies and builds a general frame on how the 

strategy towards entering the market can be build and established to help organize and 

plan a smooth entry into the market. The biggest and most well-known clusters are 

introduced and recommendations based on political, cultural and juristically changes are 

given. 

Keywords: Corporate venture capital, German Mittelstand, innovation management, 

strategic management, startups 
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1. Introduction 

“Chinese start-ups accounted for 47 per cent of the world’s venture capital funding in the 

second quarter of the year, the first time the country has surpassed North America in 

fundraising.” (Yang, 2018) The Chinese startup market has officially surpassed the US 

when it comes to venture capital fundraising.  The trend towards investing into startups, 

may it be by venture capital or corporate venture capital, is growing. 

More and more companies are starting their own corporate venture capital divisions, to 

actively support their company and to stay ahead in the constant battle for innovation. 

The ability to compete with the growing speed of the market as well as the acceleration 

of the innovation speed in modern times, has become an important factor in today’s 

economy. 

The startup clusters are developing fast and offer a brand new market to enter. Potential 

unicorns or startups with a valuation of over one billion dollar, offer unique insight as 

well as endanger niche markets of established companies all over the world. A way to 

adapt to these changes to use the support and local knowledge of the startups clusters to 

better adapt to cultural or economic differences.  

New companies are appearing and startups, that used to be unknown a couple of years 

ago, now dominate the news. Uber, XiaoMi or Huawei are not small companies anymore 

and slowly dominate the market of established and more traditional firms like Samsung 

or Apple. 

The German “Mittelstand” is entering the corporate venture capital market to be able to 

compete with others in terms of innovation management and for hidden champions to 

remain leaders in their markets. Hidden champions are small and medium sized 

companies, mostly unknown to the general public, who dominate their niche of the market 

with their very specialized products. They are global market leaders in their segments. 

Entering the Chinese market is nothing new for the mostly family-owned German 

companies. Many companies tried moving their production into China or even started 

joint ventures to use the advantages of the biggest market and “factory” of the world. The 

risks connected to these ventures of having the products plagiarized or copied, which 

made many companies start to struggle with China or regret their move into entering the 

market, are still in the minds of today’s managers. 

The impact of working together with startups as well as the potential new knowledge 

sources and therefore potential advantages are more relevant than ever in today’s rapidly 

changing digitalized world. 
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The question here is, whether cultural and regional differences impact the entry of the 

startup clusters and which factors play a large role when participating in this new market. 

The companies, mostly being considered hidden champions or niche players as well as 

globally well-known companies, will have to decide or find a way to adapt to this new 

trend of acquiring and sharing knowledge. 

 

With this thesis, an insight into this problematic will be given. The thesis will introduce 

the research surrounding the topics of the German SMEs and how the “Mittelstand” 

differs from ordinary SMEs. It will introduce Open Innovation and Corporate Venture 

capital as sources for external innovation and how disruption is affecting German SMEs. 

After this China’s clusters with their market advantages and market barriers will be 

introduced. 

All of this will be used to create a framework to compare with the view of today’s 

managers in corporate venture capital departments. The result of this comparison will be 

matched with the advantages of the Chinese clusters, to see if there is a possible 

preference for German CVCs entering the Chinese market. 

The methodology and the process of the data collection will be explained and discuss the 

survey which was handed out to ten German SMEs with corporate venture capital arms. 

Finally the results of the survey will be introduced and analyzed, before drawing a 

conclusion with a short strategic recommendations, based on the results from the survey. 
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1.1 Problem statement and research question 

This thesis will research the different factors, which motivate German Corporate Venture 

capital companies into moving into the growing Chinese startup market and which 

expectations the managers of these divisions have towards the clusters and China as a 

market itself. 

The decision and the strategy to move into these clusters and how these factors influence 

the reconsideration of participating in this regional network of startup clusters as a 

German company.  

One of the problems surrounding this topic is the lack of empirical research and data. 

Corporate Venture Capital, shortened to CVC, is still a rather new construct for German 

companies and the regional clusters in Asia have not been on the radar of many of the 

companies, compared to Silicon Valley. The lack of data surrounding Corporate Venture 

Capital is not really a global phenomenon, but rather focused on the German market, due 

to the strong research focus on the Anglo-American market. (Weber & Weber, 2003)  

Many German companies, still family-owned, offer a unique setting to conduct this 

research. Stuck between keeping traditional family values and keeping their position in a 

highly competitive environment, by trying to slowly supporting innovative and less 

traditional approaches. Many of the companies have tried entering or entered the Chinese 

market and are now considering how potential startups could benefit their company. 

The thesis is based on the following research questions: 

1. Which factors motivate German family-owned CVC to enter a startup cluster in 

China? 

2. Where are the entry barriers surrounding this strategic move? 
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2. Literature review 

In many companies, innovation management has become a new focus, which first had to 

be managed and sorted into the company’s strategy and how this new style of 

management improves the company as a whole. Topic such as internet of things, artificial 

intelligence, smart homes and industry 4.0 make traditional family owned companies in 

Germany slowly move towards new innovative technologies and solutions to pick up on 

this new trend.  

Innovation or product labs are created to further boost internal innovation processes and 

R&D inside the companies. Corporate venture capital also comes into focus and is used 

as one of the tools, aside from networks and partnerships in form of open innovation, to 

introduce innovation through external sources. Smaller companies face a challenge 

though due to a different approach in R&D and innovation management as a whole and 

scale of funding for R&D. 

In this thesis, the internal process of innovation, in terms of taking R&D onto the next 

level takes a step back and the possibilities to further improve innovation by using 

external sources is highlighted. Two possibilities to acquire external sources are open 

innovation on the one side and by turning towards corporate venture capital on the other. 

2.1. German Small and Medium sized companies 

The Mittelstand has been the new driving force behind the economic recovery of 

Germany after world war two and made Germany recover rather quickly from the 

resulting destruction. In the year 2016 over 99% of all companies in Germany were 

small and medium sized companies. (Statista, 2018) Hence any structural problems 

being seen by this part of the German economy will affect the whole economy and 

cause macroeconomic problems. (Hommel & Schneider, 2003) 

Many call the German SMEs the motor of the German economy.  One special kind of 

companies in the economy are “Hidden Champions”. These companies are either global 

market leaders or top three for their product. They are rather of a lower level of 

awareness and active in a niche market. These companies have less than 5 Billion € 

revenue a year and are mostly family-owned. The products and business of these 

companies is often Business-to-business (B2B). (Herrmann, 2012) 

An example would be the Bavarian robot construction company KUKA. They are 

mostly unknown to the general public, yet their robots are used by some of the most 
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well-known car manufacturers in Germany. Their robots assemble products on a large 

scale and are known for their bright orange color. 

 

2.2.  Open Innovation 

The pace of the economy and the growing speed of digitalization has made it essential 

for companies around the globe to try and extend their sources for innovation, but not 

only looking for new ideas themselves but to also work together with other participants 

in the market. One way of achieving this is with open innovation. “Open innovation 

(OI) refers to leveraging external knowledge flows to accelerate internal innovation and 

commercialization opportunities across corporate boundaries.” (Chesbrough & Bogers, 

2014) This can be done through a cognitive framework by using new influences and the 

possibility to further speed up processes and therefore guarantee the ability to compete, 

which might have not been possible by using the company’s own knowledge. 

 

This new movement forced many companies to rethink their strategic approach. Open 

innovation challenges traditional business strategies. Things such as ownership, entry 

barriers, switching costs and industry rivalry lose importance and are replaced by 

attracting participation of individual volunteers, the role of community participation and 

the construction of innovation networks as important factors in strategic approaches. 

This away from traditional business strategies, to further adapt to a more innovative 

friendly environment. (Appleyard & Chesbrough, 2007) 

 

An example would be that a producer of goods starts to work together with competitors, 

vendors, customers and research institution with the goal of improving the ability to 

commercialize inventions and to catch up with competition in the market. By 

collaborating with so many different partners, companies gain access to valuable new 

knowledge and assets, to further boost their innovative performance. (Cano-Kollmann, 

Awate, Hannigan, & Mudambi, 2018) These new networks between participants do not 

replace in-house research and development work, but rather highlights the importance 

of absorbing and making use of external knowledge. (Cohen & Levinthal, 1990) 

 

An example where OI is used in the business model is Linux. Linux is an open source 

operating system for computers which is further developed by a large global 

community. Through this model, the company is heavy reliant on their community, yet 
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the resulting operating system is praised for its superiority over the competition such as 

Microsoft or Mac OS in terms of security, configurability and reliability. (Dello, 2004) 

 

2.2.1. Open Innovation in Small and Medium sized Enterprises 

Small and mediums sized enterprises (SME) in Germany play an important role in the 

innovation and economic power in Germany. The German small and medium sized 

enterprises earned approximately 55 % of the net value of the German economy. 

(Bundesministerium für Wirtschaft und Energie, 2018) Many of these companies are 

traditionally family-owned companies and therefore fall into the aspect of this thesis. 

Innovation plays a big role for the companies to stay ahead of their competition. 

Innovative business models use large R&D funds, so they are better matched with larger 

corporations.  

Due to their small size and resource constraints, they cannot cover all activities required 

to successfully realize innovation. (Brunswicker & Vanhaverbeke, 2015) Open 

Innovation works with networks and alliance to work towards a common goal of new 

found innovation or products. SMEs struggle with making external relationships in 

terms on innovation. (Van de Vrande, de Jong, Vanhaverbeke, & de Rochemont, 2009)  

Due to the constraints in resources of SMEs, research indicates that SMEs prefer 

nonmonetary activities such as networking and informal knowledge sourcing over 

complex and transaction based activities including acquisitions and in-licensing. Is it 

recommended in the literature to “purposive external knowledge sourcing as 

nonpecuniary inbound is an important strategic dimension of openness in SMEs.” 

(Brunswicker & Vanhaverbeke, 2015)  

Brunswicker and Vanherbeke recommend in their paper that SMEs use interaction with 

customers, suppliers, university and research organizations and experts of intellectual 

property rights. These measures are only mend to last on a short term scale and long-

term innovation investments are more connected to financial assets. These assets 

influence the strategy and the innovation tactics on a larger scale and create projects 

whose focus is on long-term success rather than smaller short term innovation.  

Due to the bigger impact of these monetary influenced actions towards innovation 

management and strategy, using corporate venture capital as a source of external 

knowledge can only be done by Germany companies of a certain size and funding. This 

shows the importance of having a proper network for keeping innovative power 

flowing. 
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Figure 1- Chesbrough different investment strategies 

2.3. Corporate Venture Capital  

Corporate Venture Capital in the classical sense “involves an investing firm taking a 

minority equity stake in a private entrepreneurial company.” (Gompers & Lerner, 1997) 

Even though such minority stakes are connected with higher transaction costs and risks, 

the corporation gains a right to control and influence decisions inside the startups or to 

later consider acquiring the startup after their product is completely developed.  

The startups gain next to the financial support access to the corporation’s resources, 

market channels, marketing power as well as knowledge and R&D. The startups need to 

consider though how much of an equity stake they sell for the funding, since the 

decisions or influence power of the corporations could influence the direction of the 

startup. (Orrick, Herrington & Sutcliff LLP, 2017) 

The advantages of gaining access to the resources of the participating corporations are 

more important than the risk of losing control of business decisions of the startups. That 

is why many startups are searching for the advantages of working together with a 

technological and also market relevant partner with their product. 

 

There are four different strategies to assess potential investments proposed by 

Chesbrough for investing companies: 

 

 

 

 

 

 

 

 

 

 

 

He classifies these as driving, enabling, emergent and passive investments. 

Driving investments are “characterized by their strategic rational and tight connection 

between the startups and the investing company.” (Chesbrough H. W., Making Sense of 

Corporate Venture Capital, 2002) An example would be a CVC department investing into 
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key growth sectors, as seen by the company itself. The close connection these two 

companies have, show that they will be able to support the current business strategy of 

the corporation.  The startups will unlikely support any disruptive strategy or help identify 

any new trends or opportunities for the company. 

Enabling investments are investments for strategic motives, but are not as tightly 

connected into the operations of the corporations. “The theory is that the investment will 

enable the company’s own business to benefit but that a strong operational link between 

the start-up and the company isn’t necessary to realize that benefit.” (Chesbrough H. W., 

Making Sense of Corporate Venture Capital, 2002) This strategy only works if the 

products of both companies are complementary.  An example here is the German 

company, Merck. They support startups, which could support or promote their own 

products. 

Emergent investments are similar to driving investments, yet offer little to promote the 

strategy of the corporate’s own strategy. For example: A company wants to explore new 

market opportunities or establish a new niche. To not carry the full risk as a larger 

corporation, an investment into a startup willing to enter this market can be done. 

A passive investment is done when the product is only loosely linked to the corporation’s 

operational capabilities. This makes the investment only attractive from a financial 

perceptive. An example here would be a new interesting business model or platform 

model which have been quite successful in the German market. 

The biggest differences here are the aspects of the incentive, monitoring of the 

investments, the time frame of the investment, the scale of the investments and the 

retention of learning from the investments. CVC monitor the startups from the inside and 

don’t seek a large financial return from their investments. The investment is seen as a tool 

to acquire insight and knowledge to further develop their innovation strategy.  

2.3.1. Example of the stages of a startup and the connected funding cycles 

The process of investing into a startup follows the cycle of three major phases: Early, 

expansion and late phase. Each phase covers a different progress level of the startup 

towards its IPO or the exit of the venture partners.  
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Figure 2- Stages of funding and the development of a startup; Self-made based on Lau (2018) 

The early stage: 

In the early stages, the startup is normally in the “Pre-Seed” or “Seed” stage. The Pre-

Seed is financed through investors close to the family, meaning “Family, Friends and 

Fools” (FFF) or by business angels, meaning people who invest into good ideas of 

startups and accelerators. This first phase is made to work towards creating a pre-

product and the founders further developing their idea to the Seed stage. 

In the Seed stage, the startups acquire their first bigger funding from their investors. The 

funding is used to acquire more team members surrounding the founders and to fund the 

product development. These phase is connected to the development of a prototype as 

well as a forecast for market readiness and a product fit, which is normally further 

developed by later fundraising. The investors of this stage are business angels, early 

stage- VCs as well as accelerators. The break-even point is reached here. 

Expansion stage: 

In the expansion stage, the startup acquires investors in multiple investment rounds who 

are named after the letters of the alphabet. These rounds are connected to further 

developing the product/market fit and showing significant revenue growth from newly 

earned customers. Marketing and sales aspects earn importance to further acquire new 

channels. (Law, 2017) At this stages VCs are the main source of investment. 

Late stage: 

The late stage is reached, when the company has successfully entered the market and has 

shown revenue as well as a stable market and product fit. The startup are often sold to 

potential buyers at this point and the investors “exit” the startup. 

Early

• Pre-Seed & 
Seed

• Investors: 
FFF & 
Angels;(VC)

Expansion

• Series A,B,C

• Investors:

• VCs

Late

• IPO

• Exit of 
investors
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An example on how to show a cycle of an investment to an exit for a corporate venture 

capital company is the investment Kärcher had into Contorion and how the startup was 

later sold to Hoffmann, a medium sized company known for producing tools. 

Contorion is a B2B online marketplace for maintenance, repair and operations products 

founded 2014 in Berlin by two former McKinsey employees. They received their Seed 

Investment from Project-A, an international venture capital firm from Berlin.  90% of 

their investments are into Seed or Series-A staged startups in digital or online based 

startups. (Project- A, 2018)  

The startup has not published any information about their Series- A funding itself, just 

the Series- B. In this round they received funding in the two- digit millions from 

Kloeckner VC, Project- A, Endeit Capital, Bauer Venture Partners as well as the CVC 

arm of Kärcher. (Crunchbase, 2018) (Schlenk, 2016) 

The German family-owned producer of the famous yellow and black high-pressure water 

cleaners, Kärcher took their first step into being a CVC in the German startup market. 

The company is one of the most well-known companies worldwide through their window 

vacuum cleaner as well as their high pressure water cleaning technologies for the private 

household as well as for professional cleaning. 

Contorion announced their exit in June 2017, after being sold to the tool producer 

Hoffmann. The exact price is not published, but prices between 100-130 Million are being 

mentioned. (Hüfner, 2017) 

The development of the startup and the investment by the VCs can be seen as a success, 

since there was a definite win not only monetary wise but also knowledge wise for 

Kärcher. 
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2.4. Disruption as a form of change for German family-owned companies 

For family-owned companies in Germany, the more and more disruptive market that is 

changing due to technological and innovative new solutions, is slowly turning into a 

problem.  Many of these companies are, by far global leader or hidden champion for their 

own products, but startups and other players are slowly entering these markets with new 

radical and more unconventional ideas. These ideas disrupt the market and therefore make 

the situation difficult for more traditional companies. 

Two of the biggest problems here are the concentration of leadership and governance with 

the family members and board of directors as well as the lack of flexibility due to this as 

well as the lack of employees being able to adapt fast enough to the changing disruptive 

environments. (Deloitte, 2017) 

These challenge are more internal than external matters, as they do not affect the business. 

This show how importance of agile business opportunities and the importance of CVC 

departments recognizing the chances startup have. They need to analyze the market 

potential of startups globally and to have insight into the new clusters showing potential 

outside of Silicone Valley, Berlin or Tel Aviv. 

CVC in Germany is a new construct in German SMEs companies and the regional clusters 

in Asia have not been on the radar, compared to Silicon Valley. The whole movement is 

still in development and therefore literature is none existing. The lack of literature is not 

really a global phenomenon, but the focus is bigger on the American market. (Weber & 

Weber, 2003)  

The most family-owned German companies offer a unique setting, stuck between keeping 

traditional family values and setting foot into a highly competitive environment, 

supporting a more open innovation approach or opening to innovation sources from the 

outside, offers a unique insight into this situation and shows a potential step into a 

framework or strategy for these companies. 

Many of the companies tried to use China as a production country for parts or as a 

distribution market and either succeeded or failed, due to the difference in culture, 

political, juridical or political matters. The potential of the startup market will first have 

to the analyzed and seen. Startups all around the globe are created in the proximity of 

clusters and their participants. The specific advantages of these cluster play an important 

role to CVC, since they offer all network participants in one geographic area. 
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2.5. Clusters 

In the rise of globalizations and the possibility of conducting business globally by using 

the internet, the importance of location of businesses and corporations still play a role. 

Geographical locations have always played a role in economy, even more in the rise of 

startups. Certain industries or businesses and their partners form agglomerations or 

clusters in certain areas to extend their network and to use the advantage of location 

factors of areas.  

Clusters are a “geographical concentrations of interconnected companies, specialized 

suppliers, service providers, firms in related industries, associated institutions (for 

example universities, standards agencies, and trade associations) in particular fields that 

compete but also cooperate.” (Porter, 1998) 

Or in a more general sense, they are a agglomeration of people, firms, institutions and 

other economic actors working in a similar industry in a the same region. (Boroughs, 

2015) Many clusters focus on high-tech or IT related topics, as well as biotechnology 

and pharmaceuticals or communication technology. 

Clusters can even become global centers for certain industries, such as fashion in Milan 

or financial services in London. Another example was the trend to moving call centers 

or IT software production into Bangalore in India or the cluster of automotive 

companies surrounding Stuttgart in Germany. One of the most well-known high-tech 

and startup cluster in Silicon Valley in the US. 

Startup clusters are referred to as areas with the specific purpose of bringing 

universities, incubators, corporations and entrepreneurs together to realize new ideas 

and to support and foster new startups to enter the markets. 

Many government have tried to create or copy the success of Silicon Valley, yet have 

never had a lot of success. The question is, how clusters succeeded in becoming so 

successful and important for companies. Many companies possess connections to 

universities or have brilliant employees and their own R&D to further develop ideas. 

The importance of the clusters is the connection and network, which would have never 

been created without the geographical proximity. (Boroughs, 2015) 

When looking at Silicon Valley as an example, it is made out of several components: 

 Universities 

 Governmental support 

 Entrepreneurs 

 Venture capital 
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 Mature corporations 

 Industrial research center 

 Service provider  

Each participant played a key component in the success of Silicon Valley as a whole. 

Universities act as sources of new technologies, ideas and inventions. The also 

commercialized the establishment of startups by offering education, incubators, seed 

funding and a pool of talents. 

Governmental support is needed to establish the regional entrepreneurial hotspots in 

terms of transparent laws and property rights and an established infrastructure.  

Additional contracts and funding by offering research for military or other government 

agencies also served as a good source of income. 

Entrepreneurs are people willing to give into big risks to achieve their goals. They 

search for outside equity capital to finance their ideas and try to require early public 

offering to provide appropriate returns to their investors. They see startup as a cultural 

item and can be differentiated from original business owners by the lack of dependency 

on outside risk capital or trying to radically push towards value creation and market 

realization of their product. 

Venture Capital provide the fund through pension funds and endowment to startups for 

further developing ideas fitting into their investment portfolio. They provide structures 

through fixed fund lives, help management investor risk and offer staged financing to 

startups. 

Mature corporations offer collaboration with startups and disruptive technologies in 

terms of open innovation, to require skillful management and information. The mature 

companies in clusters do not try to avoid radical and disruptive innovations.  

Industrial research center are an outlet for scientist to commercialize technologies. 

These institutes can be backed by companies, universities or the government. 

Service providers offer special service focusing on matching the needs of startups. 

These can be in the area of design, finance or in form of lawyers. They offer flexible fee 

arrangements to match their customers. (Engel, 2015) 

Not just the participants, but also their interaction is important. Due to the high rate of 

movement in this industry, meaning that startups succeed, die or are created, the 

industry is always in motion. This makes entrepreneurs seek out opportunities which 

scale rapidly and where liquidity is achieved within a ten year period. This is tried by 
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seeking to open new markets, where the need is compelling and higher margins can be 

realized. (Engel, 2015) 

These show that a certain framework was given in one of today’s most successful 

startup clusters. The question here is, if a framework like this can be given in China, to 

offer the same success and amount of new ideas and innovations to corporations. 

 

2.6. Cluster in China 

China has several larger industrial clusters in the east coast of the nation, who have been 

the focus of foreign companies entering the Chinese market, due to the higher rates in 

income and population in this part of China. The focus will be on these clusters, since 

they are large in size as well as established enough to be able to form a strategy onto 

entering them. 

 

Figure 3- Map of China with the Tier 1 & Tier 2 Cluster 

 

The biggest startup clusters in Mainland China are Beijing, Shanghai and Shenzhen, as 

well as Hangzhou and Chengdu. Beijing, Shanghai and Shenzhen are considered Tier 1 

clusters, whereas Hangzhou and Chengdu are considered Tier 2. 

These Tier 1 cluster are highly populated areas with large middle class representation, 

mature markets and suitable to not offer too much risk of uncertainty when entering the 

market, yet connected with higher operational costs and competition.   
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When looking at Tier 2 cities, the possibility of entering the market there with lower set 

up and operating costs as well as an increased spending power due to rapid growth in 

the area sound tempting. 

 

2.6.1. Tier 1 Cluster in China 

Beijing 

Beijing is the capital of China and is a hotspot for AI, Big data, Block chain as well as 

Edtech. (Startup Genome LLC, 2018) AI, Big Data and Analytics is currently one of the 

prioritized sectors of startups for the Chinese government and China plans to become 

the global in this startups field.  

Over 90 Million Chinese use internet education to broaden their horizons. The market 

for this is expected to grow into 240 Million Users by 2021. (Research and Market, 

2017)The three big startups, Baidu, Alibaba Group Holding and Tencent have all 

invested heavily into this sector. 

The block chain sector in China, has issued more than half of the world’s block chain 

related patents in 2017. (Startup Genome LLC, 2018) 

 

Due to also being the center of political power, the city also harbor many of the 

headquarters of state owned corporations. The capital offers top infrastructure with 

several airports and connection to express and high speed railways.  

The most well-known cluster here is the Zhongguancun Science Park. To further 

develop the entrepreneurial enterprises in the cluster, policies have been passed to 

further boost startups. Companies such as Lenovo and Baidu also have their 

headquarters in this industrial park. Beijing is home of two of the best universities in 

China: the Tsinghua and Renmin University. This offers a very talented pool of 

employees and entrepreneurs, who are also willing to try entrepreneurship and ventures 

while attending university. (B&B Advisor Shanghai, 2017) 

 

Some of the most well-known startups from Beijing are Xiaomi, a smartphone 

manufacturer as well as Meituan-Dianping, a portal offering goods and services as well 

as Didi-Kuaidi the biggest competition to Uber. Beijing hosts more than 40 unicorns, 

making it the second most successful startup environment in the world next to Silicon 

Valley.  The Beijing startup cluster is one of the most developed and the largest cluster 

in China, also offering up to 15% Tax discount to key companies who settle in this area. 
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This advantage makes it attractive for larger companies, searching for a new high-tech 

cluster market. (XinHua Net, 2018) 

When comparing the given participants of this cluster and comparing it to the 

mentioned participants of Silicon Valley, the two clusters share similar infrastructure: 

 Universities 

 Governmental support 

 Entrepreneurs 

 Venture capital 

 Mature corporations 

 Industrial research center 

 Service provider  

Beijing has top universities and being the capital of the country and political support 

from the government are offered in these special science and technology zones made for 

research. The city has been promoting entrepreneurs and attracted venture capital 

companies. The more successful firms such as Baidu or Lenovo are still established and 

prominent in the startup clusters and offer support to the new companies. Many 

companies have established to help with services such as accelerator spaces and 

supporting these startups with advice.  

The similarities to Silicon Valley cannot be unseen from this point of view. 

 

Shanghai 

Shanghai has been China’s financial center since the 19th century and is considered one 

of the most tolerant cities towards global business and foreign talents. (B&B Advisor 

Shanghai, 2017) The city has been working on making the city more attractive for 

startups by wanting to make the requirements for Visas more flexible. Whereas Beijing 

has one big area where startups are found, Shanghai has to development zones. 

The city itself is also a center for Fintech as well as Gaming startups, offering 21 

unicorns in their cluster. In the years 2012 until 2017 26.5% of all local VC investments 

went into Fintech startups. (Startup Genome LLC, 2018) China harbors the highest 

amount of gamers worldwide, with over 600 Million. (Lanxon, 2017) This subsector 

covered 5.4% of all local VC investments in 2017. (Startup Genome LLC, 2018) The 

financial center yet also homes a good infrastructure of VC and funding possibilities for 

startups, making the large city a good startups cluster. The city is home to the Jiao 

Tong, Tongji and Fudan Universities, which also belong to the top universities in China. 
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Just like Beijing, Shanghai offers a very established infrastructure and a very large 

number of Venture capital companies as well as accelerators. 

Shanghai also shares many of the success factors of Silicon Valley. Important and 

prominent universities, a large community of venture capital corporations due to the city 

being the financial center of the nation, government support by setting up two science 

parks for the corporations as well as many incubators and accelerators.  

 

Shenzhen 

Shenzhen is a larger town close to Hong Kong and one of the first special economic 

zones in China, is sometimes called the Silicon Valley of Hardware. Taiwanese and 

companies from Hong Kong used Shenzhen as their manufacturing hub, making this 

city a cluster of OEM hub for technological and consumer products.  

The availability of large and well-known hardware producers in cooperation with the 

government are now trying to make this cluster more attractive for startups. Many 

crowdfunding platforms were founded in Shenzhen and form a network of support for 

newly formed startups. The city is at a disadvantage when it comes to finding skilled 

employees. The city is known as a manufacturing hub and lacks larger well-known 

universities. (Forbes, 2016) 

All in all, Shenzhen is slowly moving to being a well-established Tier 1 cluster. 

Yet is still lacks good universities, proper government support in forms of more 

programs to incubate entrepreneurs and startups. Venture capital is more established in 

Hong Kong than in Shenzhen. Mature companies such as Foxcomm could play a 

supportive role. 

 

2.6.2. Tier 2 Cluster in China 

Hangzhou 

Hangzhou is the capital of Zhejiang and located 170 kilometers away from Shanghai. It 

is well-known for harboring Alibaba, China’s competition to Amazon. The city focuses 

on e-commerce financing, online to offline (o2o) and social network sectors of startups. 

The city itself has about 120 co-working spaces in the city for startups. (B&B Advisor 

Shanghai, 2017) 

The Zhejiang Universities belongs to the top 10 universities in China and offers a well-

educated pool of employees to startups. The city itself is only 170 km away from 
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Shanghai, meaning the cluster and reach towards also participating in this cluster is not 

impossible.  

When looking at the success factors of Silicon Valley, this city has the possibility to 

become a Tier 1 cluster. The close distance to Shanghai means that Venture capital and 

support programs are not far away, while the local university offers a large talent pool 

of young entrepreneurs. Alibaba supports local startups and therefore takes on the role 

of a mature corporation. Government support is also given in terms of supporting 

innovative corporations, yet the exact role and programs are unknown. 

 

Chengdu 

Chengdu is the capital of the Sichuan region in West China, offering lower wages and 

costs than other clusters mentioned. Foxconn, one of the manufacturers for Apple and 

Intel has a large production site here, which attracted a lot of companies into the city. 

Due to the young age of this cluster, it still has to be seen if this cluster develops into 

the size and importance of a Tier 1 cluster. Yet the support of mature companies and the 

low wages might attract entrepreneurs and could be used alongside with local 

government support to attract startups who benefit from being close to large 

manufacturing sights of startups. 

 

Guangzhou 

Guangzhou is the capital of Guangdong in the South of China. It is gaining recognition 

from startups due to the local government supporting the VR/AR industry and the 

proximity to Hong Kong and Shenzhen. This Tier 2 cluster has a unique advantage with 

its position so close to Shenzhen and Hong Kong. Hong Kong offers a good educational 

background as well as many venture capital firms and an own very well established 

startup cluster. Support by the local government and the possibility to cover most of the 

success factors of Silicon Valley could turn this tier 2 cluster into another hot spot for 

Chinese startups. 
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2.7. Chinese Incubator programs 

In the Chinese startup world, the difference between incubators and accelerators are less 

clear than in the West, when comparing the primary functions and their service. 

Incubator offer office space, shared services such as online communities, and a digital 

platform for the members and to develop their minimum viable products. Accelerators 

mentor, train and help startups in connecting with their market and customers, partners 

and capital. In the Chinese startups clusters, we can differentiate between two kinds of 

incubator programs: Internal and external incubators. 

Internal incubators refer to larger corporations or CVC that invest into startups to extend 

their product line, knowledge or to support their R&D units, whereas external 

incubators are venture capital firms, see or business angels, which only seek to make 

profit an financial returns. 

All in all, the Chinese cluster can be differentiated by size, access, connected costs as 

well as focused industries for startups. Where this might play a role for German family-

owned companies will have to be determined. 

 

2.8.  China as a market 

The Chinese market is not one single large homogenous market but rather split into a 

number of smaller sub-markets. These are differentiated by language, culture and 

economic development. (Prahalad & Lieberthal, 1998) Whereas all people read and 

write Mandarin or Putonghua, there are many other dialects in this country such as 

Cantonese or Hokkien. In the South, there are eight special economic zones: Hong 

Kong, Macau, Guangdong, Shenzhen, Zhuhai, Shantou, Xiamen and Hainan. These 

were the first economic zones to be more openly orientated in China and the gate into 

the Chinese market for foreign companies. 

The ties to the local government can be essential not only in general for doing business 

but also under the aspect of receiving information first hand and being able to have 

advantages in procuring resources only available to the local or national government in 

China, meaning larger loans as well as land. These ties also help to form a good public 

image, which can lead to a positive effect towards gaining more business and more trust 

or loyalty with Chinese people as well as with the own stakeholders. (Li, Shen, Ma, & 

Zhang, 2016)  
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Since the government plays such a big role when doing business, innovation policies 

that are currently related also need to be considered. The most important are: 

 Torch Program 

 National Medium- and Long-Term Program for Science and Technology 

Development (2006-2020) (MLP) 

 11th Five- Year-Plan (2006-2010) 

 12th Five- Year-Plan (2011-2015) 

 13th Five- Year-Plan (2016-2020) 

 

The Torch program is a Chinese government initiative to help stimulate spin-off 

enterprises from R&D institutes and universities in China, whereas the MLP is a 

program which is supposed to make China the world power house of science and 

technological innovations of the world, by creating indigenous innovations. 

 

The torch program is a state approved guidance program for new and high tech 

industries in China. The purpose of this program is to implement the strategy to promote 

the development of new innovation and to further promote education. It is also to “carry 

out the general policy of reform and opening to the outside world, bring into full play 

the advantages and potential of China’ scientific and technological forces. (…)” 

(Embassy of the People's Republic of China in Ireland, 2018) 

The main content of the program are: 

1. To create a proper environment for the development of the new industries 

2. To Establish industrial development tones and service centers 

3. To establish projects to promote new inventions 

4. To internationalize the new industries 

5. To train the new talents 

These goals are implemented by building innovation clusters, technology business 

incubator, Seed funding through the “Innofund” and a Venture Guiding Fund. (Blank, 

2013) 

Torch created innovation cluster by opening science and technology industrial parks all 

over China. China has set up 54 parks so far, the most famous one being Zhongguancun 

Science Park in Beijing. The clusters specialize in a certain industry, for example 

Zhangjiang Science and Technology Park in Shanghai which focuses on integrated 

circuits and pharmaceuticals. 
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Technology Business Incubators are designated areas in the newly founded innovation 

clusters where startups are offered office space and access to knowledge databases from 

universities. 

The Innofund offers funding to startups which are focusing on high-tech R&D, have 

less than 500 people and where at least 30 percent of employees and technology is 

owned by Chinese citizens. So far it has given out close to 1 Billion USD. (Blank, 2013) 

The venture guiding fund was established 2007 to focus VCs into channeling more VC 

money into growing start-ups. The fund invest directly into VC funds. 

Every five years, the Chinese government introduces new goals the government would 

like China to work towards to. The last three five-year-plans mention the development 

and growth of innovation in the country, showing how startups and therefore the 

clusters are gaining recognition and importance in the country. (Van Someren & Van 

Someren-Wang, 2013) 

In the current plan, emerging industries such as energy conservation, environmental 

protection, bio and information technology, intelligent manufacturing as well as high-

end equipment will be given new “development opportunities”. (Beijing Review, 2016) 

 

2.9.  Entry barriers of the Chinese market 

Entering the Chinese market as a Western company can be difficult, since the economy 

and the way of doing business is different. The economic infrastructure plays a big role 

and shows significant barrier due to corporations adopting a mostly uniform strategy for 

the Chinese market. (Batra, 1997) 

 

China is such a large market, that the market itself is not homogenous. The regions are 

differentiated between uneven growth rates, different per capital GDP, average income, 

spending habits, educational levels and literacy rates. (B&B Advisor Shanghai, 2017) 

Due to the fact that there is no research completed yet on the entrance barriers of 

entering the Chinese startup market, this thesis will focus on market entry barriers given 

to companies, who move their R&D into the Chinese market, by using a paper from 
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Gassmann and Han (2004).

 

Figure 4- Entry barriers by Gassmann and Han (2004) 

 

 

 

2.9.1. Human resource management 

- Language difficulties and the cultural gap 

Most foreign R&D put expatriates into the positions of their upper management. This 

can lead to problems, since the management might not be staffed in dealing with local 

cultural and language differences. Even though most Chinese researchers are capable of 

speaking good English, some of the engineers only have limited or good capabilities. 

Another difference is the “keeping face” culture that is prominent in China.  

“A message is delivered with nonverbal signals (e.g. tone of voice, use of silence, facial 

Cues, and body language), unspoken assumptions, and the context or environment 

surrounding the conversation. People from high context culture assume that the receiver 

of the message is intelligent enough to understand its true connotation. Lack of 

awareness and proper handling of interference between high and low context 

communication styles can eventually lead to misunderstanding, confusion and 

ineffectiveness.” (Gassmann & Han, 2004) 

 

2.9.2. Diversity in R&D staff 

The R&D groups are made out of three groups of people: Locals, expatriates as well as 

“global Chinese”. Global Chinese are mainland Chinese who returned from studying 

Human 
Resource 
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uncertainty in legal 

changes 
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Property 
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abroad, Chinese from Greater China such as Macau, Hong Kong or Taiwan as well as 

overseas-born Chinese. They share the same background yet have differences in 

cultural, educational, working style and perception. (Gassmann & Han, 2004) 

 

2.9.3. Low individual initiative and innovative mindset 

“The majority of local R&D staff are recruited from China’s leading universities. 

During the interviews, most of the managers shared the opinion that Chinese graduates 

have a solid education and are highly skilled in solving certain well defined tasks. But 

there is an awareness of a lack of practical experience and individual initiative, which is 

to a degree in line with the findings of Walsh (2003, p.96) 

 

2.9.4. High employee turnover rates and lack of loyalty 

Many corporations and R&D facilities have a high turnover rate of employees in large 

cities such as Beijing or Shanghai due to the large amount of opportunities. Walsh 

(2003) mentions three main causes for turnovers in China: Better wages in other 

companies, going abroad to study or they leave their position to start their own startups.  

 

2.9.5. Bureaucracy and uncertain in legal changes  

Bureaucratic hurdles as well as constant changes in the tax system or local visa system 

can make working in China more difficult. Gassmann and Han (2003) mention in their 

work the importing of test materials and transferring people from Beijing to Shanghai 

requiring permits. The lack of transparency in industrial, political, legal and technology 

policies makes this quite difficult. This shows the importance of Guanxi or good 

connections to the government. 

 

2.9.6. Intellectual property rights 

“Although, China has made progress in protecting IPR and has ratified different 

international treaties and conventions to show the world that it strives to be in step with 

international IP standards, piracy of intellectual property (IP) remains rampant in China. 

This is an area in which foreign enterprises have serious concerns.” (Gassmann & Han, 

2004) 

Entrepreneurs when entering the market are forced to establish good ties to local 

businesses as well as governments to be able to do business in this country. These 

terms, may they be governmental or business ties are called “Guanxi”.  Having good 
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ties to locals, can be crucial to any success of the business endeavors. (Li, Shen, Ma, & 

Zhang, 2016) 

 

2.10. Motivation for entering the Chinese market for R&D 

Gassmann and Han (2014) write in their paper on motivations for establishing R&D in 

China and therefore decentralizing the knowledge acquisition into the Chinese market. 

 

Input-orientated motivations Performance-orientated motivations 

 Availability of high qualified 
personnel 

 Tapping informal networks and 

knowledge source 

 Local pocket-of-innovation 

 Customer and market specific 
development 

 Shorter R&D cycles and adaption 

to local production processes 

 Cost advantages 

Business-ecological motivations 

 Governmental policy 

 Continuing economic growth and unique market size 

 Peer pressure 
Table 1- Motivation factors by Gassmann and Han (2014) 

 

They divide these into three categories: 

 Input-orientated motivations 

 Performance-orientated motivations 

 Business-ecological motivations 

 

2.10.1. Input orientated motivations 

Availability of qualified personnel 

China has a population of over 1 Million people and belongs to the largest countries in 

the world. This shows the potential of human resource in this country. 6.8 Million 

People graduated university in China in 2016. (Statista, 2018) In a country with over 

3000 universities and colleges, the pool for potential new employees is large. But not 

only do local graduates offer to be potential top employees: Many students leave China 

to study abroad and return back to Mainland China after graduating. “In 2016, 544,500 

Chinese students went abroad while 432,500 returned from overseas study.” (ICEF 

Monitor, 2018) These students bring a unique insight having seen Western and Eastern 

ways of doing business and offer an insight for companies entering the Chinese market. 

 



UNIVERSITY OF REYKJAVIK FREDERICKE KUTZ 30.09.2018 

31 

 

Tapping informal networks and knowledge 

Guanxi is not only a barrier but can also be a motivation into entering the local market. 

These ties build networks, which establish and maintain ties to universities and help 

establish strategic partnerships with local companies as well as long lasting ties with 

human resources. These ties also help maintain the changing juristically and political 

changes, which occur frequently in China and help maintain a competitive position in 

the market. 

 

Local pocket-of-innovation 

Due to the policy makers wanting to raise the local levels of innovation by establishing 

science parks, clusters or pockets of innovation are established. Gassmann and Han call 

these “pocket-of-innovation” and mentioned Zhongguancun in Beijing as an example. 

 

2.10.2. Performance-orientated motivations 

Customer and market specific development 

One of the many reasons for R&D bases to be developed in China is to research and 

develop locally adapted products specifically for the Chinese market. The necessity to 

adapt to this market and paying attention to the special needs of this customer group is 

one of the essentials when wanting to succeed. This way of developing products also 

gives R&D the chance to view products from another angle and to form new ideas to 

adapt to it. 

 

Cost advantages 

China still has a lower wage and cost level than in the western part of the country. 

Running a R&D facility can cost about 1/10 of what it would cost in the US. (Li & 

Zhong, 2003) The policy makers in China also made the important of R&D equipment 

more attractive to foreign R&D centers by making the “duty free”. 

 

Shorter R&D cycles and adaption to local production processes 

Localized R&D offers the unique advantage of shorter production cycles for specific 

customer and market accommodations. Due to being closer to local production sites, 

changes in design or packaging as well as the reduction of costs or increase in 

production can be done more easily. 
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2.10.3. Business-ecological motivations 

Governmental policy 

“Chinese policy makers believe that an effective way to bridge the gap to the 

international technology level is to intensify the linkage to the international R&D 

community. One important means is the establishment of high-tech parks combined 

with incentives such as free rent, low tenancy costs, favorable lease terms, and tax 

relief.” (Gassmann & Han, 2004) The change can also be seen in the constant mentions 

of creating more innovation in the previous and current five-year plans. 

 

Continuing economic growth and unique market size 

The Chinese economy has constantly been growing, whereas western markets are 

slowly stagnating over the years. Many western companies such as Siemens or SAP 

moved their R&D facilities into the market as a response to the growing demand in their 

industries. 

 

Peer pressure 

Due to the move of many R&D facilities of large corporations, sheer peer pressure can 

also be seen as a motivation, to remove the advantage of the competition. 

 

All in all China offers unique possibility to build up R&D inside the market with a large 

potential of advantages. The advantages from acquiring innovation through R&D can be 

comparable to acquiring external innovation through the network clusters. That is the 

reason the motivation and barriers of R&D were used and mentioned to be able to build 

a framework to which the German CVC managers were questioned and to see how they 

relate to the given examples. 
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3. Conceptual framework 

The literature review shows, how the need for innovation is deeply rooted inside the 

German corporations to be able to stay ahead in their niche markets and to be able to 

further compete on a global scale. The Chinese market offers the perfect and therefore is 

a good strategic goal. The question is, in which form this market will be entered and if 

there is a basic motivation to enter it by German CVC.  

Open Innovation shows how a network is necessary and cooperating together with all 

participants of a market. The information exchange and the gained knowledge lead to 

advantages. These networks are also used in corporate venture capital. CVC shows a 

way of gaining information through the acquisition of knowledge through equity and 

insight from startups can benefit more mature corporations and also the value of this 

network. Clusters offer these networks by regionally focusing the participants and 

offering the unique possibility of working together and building a regional and 

infrastructural place for these networks to establish and to be based at. Regional and 

cultural specifics also make every cluster unique. 

The way disruption has been working against corporations show, the fast pace of the 

market and how fast companies have the need to adapt to this process. The Chinese 

market offers a higher speed than other markets due to the high pressure from 

competition by the sheer amount of people. It also offers a unique way of opening a new 

market of acquiring products, knowledge and insight through the support of Chinese 

startups and how this support could also benefit the company itself in China. 

The market entry barriers as well as motivations when it comes to R&D are similar to 

seeking knowledge or innovation through investing into startups, meaning that the main 

factors here should be compared to see if managers in German CVC also have these on 

their mind and how relevant they are to them.  

The research questions mentioned before will have to be adapted to suit a comparison 

between Gossmann and Han (2003)’s aspects as well as the research questions of this 

thesis to be able to draw a comparison and to see which aspect plays a bigger 

importance. This will offer the unique possibility to see if there is any expectations 

towards the clusters and to see if there are any preferences to the companies. 
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4. Methodology 

This thesis will take a more interpretivist approach and work with the experience of the 

CVC managers of the German CVC. Some CVC departments have had first experiences 

in Chinese startup cluster and other have only started planning and structuring their 

strategy towards this matter. Since their approaches are all different and there is no given 

perfect strategy or research method on how to work towards this goal.  

Gassmann and Han used interviews with R&D managers in their approach and this 

method. I will be doing something less time intensive and work with a survey with open 

question. The questions will be given to 20 different managers in CVC departments, who 

have all been asked ahead of time. The amount of participants was chosen to saturate the 

amount of questions partially, since the research question cover the wider problem and 

not one specific motivation. The participants were chosen based on their profession and 

position inside the corporate venture capital arm of their companies. This sampling of the 

participants is the only way to have a broader way of acquiring information about this 

still rather unknown topic, when it comes to motivation and joining startup clusters in 

China.  

The managers all work in German companies who are family-owned or still have shares 

held by the family members. This was done, since the inside view of the cooperation 

alongside the tradition remains similar in many German companies and therefore offer 

potential similar views on this topic. To ensure their full cooperation, the survey will be 

answered anonymously. Since the move towards the Chinese clusters is still a strategic 

topic for most companies, this was done to ensure honest and full cooperation.  

The results will later be introduced and compared in the analysis.  Later, a strategy will 

be given as well as comparing the expectations with the advantages each cluster has in 

China. The advantages will be made based on locational factors, meaning the political 

and legal advantages as well as the proximity to educational, accelerator and incubators 

and other unknown factors until now. 
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4.1. Introduction of the contacted corporations 

The ten companies were chosen on the criteria of being established companies in the 

German “Mittelstand” with a corporate venture capital arm. The CVC arm is either a 

subsidiary or still integrated into the cooperation. The companies are not all hidden 

champions, but have all established a global position with their products for their specific 

niche markets.  

All CVC arms have multiple offices in Europe, Israel and the US, but none of them have 

a real actual established base in China or in one of the startup cluster. The associate office 

of Robert Bosch Venture Capital is not seen as a real office here, since it is run as affiliate 

office. All of these characteristics are important to ensure potentially similar interest for 

the clusters as well as a similar base level of information regarding them. 

A short introduction of these companies, their products as well as their CVC arms and 

strategy is below. 

4.1.1. Alfred Kärcher GmbH & Co KG 

Kärcher is the leading provider of cleaning technology worldwide. The company 

achieved a turnover of 2.5 Billion Euros in 2017. (Kärcher, 2018) From their globally 

known high pressure water cleaners and their window vacuums, Kärcher’s company 

colors of yellow and black are sold in 67 countries worldwide. Kärcher employs 12,300 

employees in more than 110 companies.  

Kärcher has a corporate venture division, which focuses on cleaning technologies, 

connected or smart cleaning, automatization or robotics or new attractive business models. 

They focus on early to Series B investment in the frame of 0.5-10 mEUR, wanting to have 

5-25% stake for their investment. Kärcher is looking to invest globally into startups. They 

have offices in Winnenden, Stuttgart, Berlin, Campinas (Brasil) and Sunnyvale (USA). 

(Kärcher, 2018) 

4.1.2. Trumpf 

Trumpf was founded in 1923 and is one of the leading companies for machine tools and 

laser technologies. They are also known for their electronics for industrial applications. 

The company has 70 subsidiaries around the globe with a turnover of 3.1 Billion Euros 

last year. The company has 11,883 employees worldwide. (Trumpf, 2018) 

The corporate venture capital division of Trumpf is focusing onto inviting in the early 

stage as a lead or co-investor, preferable as part of venture capital funds or groups. Trumpf 
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Venture moves towards acquiring 5-25% of startups. They are looking to invest into 

startups in the high-tech industry for example photonics and laser technology, 

manufacturing technology, sensors and automation, connectivity and industrial software 

systems, which cover their own portfolio or offer a new innovative business model. They 

also mention a successful manage team as well as preferably a well-established business 

plan as one of the investment criteria. (Trumpf Group, 2018) 

4.1.3. Wieland 

Wieland is a global acting company which specialized on copper and copper alloy. The 

company founded in 1820 as a bell manufacturer made a revenue of 3 Billion Euro last 

year. The company has 7000 employees worldwide. The products of this company can 

be found in the automotive, e-mobility, electronics and engineering, construction and 

installation, machines and plant technology and refrigeration and air conditioning. 

(Wieland, 2018) 

Wieland Ventures does not name specific investment amount or in which level they invest 

into companies. They are looking to invest into recycling, e-mobility, energy and data 

transfer as well as temperature and climate technologies startups. (Wieland Ventures, 

2018) 

4.1.4. Bilfinger 

Bilfinger is one of the leading industrial service providers, by offering consulting, 

engineering, manufacturing, assembly, maintenance, plant expansion, as well as 

environmental services and digital applications for this industry. The company has 36.000 

employees worldwide and had a revenue of 4.044 Billion Euro in 2017. (Bilfinger, 2018) 

Bilfinger Ventures has a regional focus on Germany, Europe, Israel and the US. The 

corporation is looking to invest into startups in the timeframe of 4-5 years, meaning the 

startups need to reach maturity until then. They invest in the early and growth stages of 

startups with 1- 2.5 mEUR as a minority shareholder. Bilfinger searches for startups 

which cover their own industry and services. Their offices for CVC are in Mannheim. 

(Bilfinger, 2018) 

4.1.5. Diehl 

The Diel Group is a 17.173 strong corporation, which is divided into the Metal, Controls, 

Defense, Aviation and Metering sectors. The company had 3.7 Billion Euros in sales in 
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2017. (Diehl Group, 2018) The family-owned corporation is known for its drive, 

extrusion, casting, assembling, sensor and radio frequency technology. 

Diehl founded their corporate venture capital arm in December 2015 to search for startups 

in the five industries: Metals, controls, aero systems, defense and metering. They are 

currently supporting startups with products and services in material and production 

technologies, energy storage and conversion, internet of things, man- machine interaction, 

data analysis, cyber security, blockchain, aircraft cabin, and platform-based business 

models. (Diehl Ventures, 2018) 

4.1.6. Vorwerk 

The Germany family company Vorwerk was founded 1833 in Wuppertal as a carpet 

producer. Today, the company is mostly known for its high quality kitchen utensils. The 

Thermomix is the company’s most well-known product worldwide. The company has 

over 645.000 consultants which work in selling Vorwerk products to consumers and 

12.000 own employees. The company had a revenue of 2.9 Billion Euros last year. 

(Vorwerk, 2018) 

Vorwerk Direct Selling Ventures or Vorwerk Ventures was founded 2017 to gather more 

knowledge about direct selling. The CVC invest between 1-10 mEUR as a minority 

stakeholder. The focus is on business models focusing on direct-to-consumer products 

and services. They invest out of an Evergreen Fonds, meaning they invest longterm 

towards exits out of startups. (Vorwerk Ventures, 2018) 

4.1.7. Hella 

The Hella Group is one of the biggest producers of lighting and electronics for the 

automotive market in Germany. The company had 7 Billion Euro in sales in 2017. The 

Company, which employs around 40.000 people is one of the lesser known companies of 

the top 100 industrial corporations in Germany. (Hella Group, 2018) 

Hella Ventures is the investing arm of the Hella Group, searching for global mobility 

solutions, by partnering up with startups. Their investment areas are autonomous driving, 

electrification, lighting technologies, connected car technologies, digital solutions and 

software and services. They offer between 150K – 2 M USD per investment. Their main 

offices are in Silicon Valley and Berlin. (Hella Ventures, 2018) 
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4.1.8. Bosch 

Bosch is one of the most well-known German companies worldwide with about 440 

subsidiaries in 60 countries. The company has roughly 400.000 employees and associates 

worldwide and generated 78.1 Billion Euros in revenue in 2017. The product portfolio of 

Bosch focuses on Mobility solution, industrial technology, consumer goods, energy 

building technology as well as solutions of Internet of things. (Bosch Group, 2018) 

Robert Bosch Venture Capital as founded as the investment arm of Bosch. They invest 

into seed, early and late stage venture capital rounds in amounts between 0.5 -5 mEUR 

in first investments and up to 10-15 mEUR in total. The company does 6-10 investments 

average a year and demands 10-25% equity stake in the invested startups. They focus on 

the AI/Deep learning industries, internet of things, autonomous driving, analytics, and 

architecture, AR/VR and mobility solutions. Robert Bosch Venture Capital also focuses 

on solutions in the energy efficiency, healthcare, automation and electrification as well 

as services and business models sectors. The CVC arm of Bosch has offices in Stuttgart, 

Frankfurt, Tel Aviv, Sunnyvale (US) and an affiliate office Shanghai. (Robert Bosch 

Venture Capital, 2018) 

 

4.1.9. Continental 

Continental, also called Conti is a manufacturer for car components. The company is 

specialized on tires, brakes, interior electronics, powertrain, chassis and automotive safety. 

The company founded 1871 has a revenue of 44.5 Billion Euros in 2017 with about 

235.00 employees worldwide. (Continental Group, 2018) 

Continental introduced their CVC arm alongside an internal incubator program and a co-

operation program to develop ideas together with Continental’s own R&D and support 

the startups to develop their own market ready solutions. No real information based on 

investment strategy is given until this point. (Continental, 2018) 

4.1.10. Fresenius 

Fresenius is a globally active healthcare group offering medical products and services. 

The company has over 270.000 employees in 100 countries. Fresenius is one of the 

leading healthcare companies with annual sales over 30 Billion Euros. (Fresenius Group, 

2018) 
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Fresenius Medical Care Ventures focuses on products and technologies surrounding 

medical devices, patient monitoring, eHealth solutions, regenerative medicine and 

pharmaceuticals. The CVC pays attention to technologies to help with chronic kidney 

disease and dialysis, intensive care medicine, cardiovascular disease, diabetes and 

extracorporeal therapies. The company does not publishes openly their investment frame 

as well as strategy. (Fresenius Medical Care, 2018) 

 

4.2. Method of contact 

All corporations were contacted beforehand and informed through email about the survey. 

Every company received the survey one week before the deadline, as a link in an email 

with a short description from the author of the thesis. The managers contacted were either 

directly contacted through the emails given in the company webpages or through the 

network the author acquired through an internship and therefore the emails not publicly 

given out through their homepages. Most of the managers are also the head of these 

divisions, since CVC is still rather a small arm in the companies. 

The managers all agreed to answer the survey in the given short time frame. 

 

4.3. Survey 

A survey with partially open answer was the perfect choice for this method of acquiring 

information, since it gives the questions a framework, yet asking for more reasons to 

avoid or join Chinese cluster are of course given. The survey was kept very short on 

purpose, to not make the participant grow impatient or discourage the recipient from 

answering the open questions as well. 

The whole survey was conducted in German, the mother tongue of all of the managers to 

give underline a more familiar feeling. The experience of using the mother tongue or a 

more familiar language than English has shown that recipients of questions are more 

willing to talk more than answering questions in a second or third language. 

The platform which hosted the survey was a free and open portal, which made and 

construction of the survey itself rather simple as well as the distribution of the link. 
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5. Overview of the results 

The survey itself is made out of seven questions, from which two are Yes/No questions, 

three multiple answer questions and two open questions, connected to questions related 

with motivation and barriers. All questions were answered by 20 participants. 

 

The first question covers the basic question, to confirm that all participants are in a CVC 

department or subsidiary. 90% of the participants voted for yes, where as 10% voted for 

no. 

Q1: Do you work for a CVC department? 

 

Figure 5- Results of Question 1 of the survey 

 

The second question covers the basic interest of establishing an office in the PR China. 

Here we have 75% of the participants wanting to enter the cluster whereas 25% would 

rather not open an office. 

 

Q2: Are you planning on establishing an office in the PR China? 

 

Figure 6- Results of Question 2 of the survey 
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The third questions offers multiple answers, since it asks for which specific clusters the 

managers would be willing to join. Here the participants were able to pick one of the Tier 

1 and Tier 2 cities. The result shows, that both Tier 1 cities, Beijing and Shanghai were 

the most preferable choice by the managers. Beijing was chosen 50% of the time, 

Shanghai 70% of the time. Shenzhen and Hangzhou, both tier 2 clusters were chosen once 

and twice. None of the participating managers chose Guangzhou or Chengdu. 

 

Q3: In which cluster or in which city of the PR China would you open an office? 

 

Figure 7- Results of Question 3 of the survey 

 

 

The fourth question covers a multiple answer question about motivation and advantages 

of entering a startup cluster in the PR China. The biggest motivation for CVCs to enter a 

cluster are with 95% of the participants voting for a new network of corporations in the 

clusters. The given knowledge network is also important collecting 80%. The support 

programs for startups made by the Chinese government were seen by 60% of the 

participants as important as well as the customer and market specific innovation and 

products by 55% of the participants. Saving costs by establishing an office in a Chinese 

cluster was seen by 45% participants as important. The amount of high qualified 

employees are important to 35% of participants. 

Only 10% participants saw the short development and research cycles given through the 

highly competitive market as relevant. 
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Q4: In this question, some of the motivations and advantages are given for entering the 

Chinese market. To which of the answers would you agree? 

 

Figure 8- Results of Question 4 of the survey 

 

The fifth question was a question with an open answer possibility. Here only two 

participants answered with additional information aside from the proposed answers from 

the question before about motivation and advantages. 

Q5: Were there any advantages not mentioned in the given answer above? 

“New cooperation with Chinese partners, new product ideas, new scouting possibilities 

for startups.” 

“A Presence in the market and the implementation of the own corporation. Access to 

know-how of the economics and cultural experience in the market.” 

 

The sixth question covers the problems or disadvantages of entering the market. Every 

participant of the survey sees the influence of the local government as a problem. The 

second biggest barrier or problem is the cultural difference with 90% from participants. 

The constantly changing law system is also seen as a problem with 85% of the participants. 

The Chinese language is seen by 75% of participants as a hurdle. The high fluctuation of 

employees is seen by 40% of participants as a barrier, the characteristics of the market 

was seen as a problem by 25% and regional differences by 20% participants. 
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Q6: In this question, some of the motivations and advantages are given for entering the 

Chinese market. To which of the answers would you agree? 

 

Figure 9- Results of Question 6 of the survey 

 

The last question is the second open answer question. Here it was skipped by 19 out of 

the 20 participants.  

Q7: Were there any disadvantages not mentioned in the given answer above? 

“The reliability of the partners are not guaranteed. The abuse and distribution of the own 

know-how. Data security.” 
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6. Analysis of empirical data 

Question 1- CVC 

The answers for this questions were unexpectedly different from the expectation of the 

author. Due to the anonymity, it is also difficult to determine which participants answered 

not being in a corporate venture capital department of a company. The question whether 

to way this answer was chosen, would have to be further analyzed through more in depth 

interviews. Since the question could be interpreted in German as asking if they are in a 

side arm CVC department only and not their own corporation. 

 

Question 2- Office in China 

Out of the 15 participants, 5 managers were against the move of taking an office into the 

PR of China. This answer is not surprising, since Robert Bosch Venture Capital does have 

an affiliate office and could see this as enough of market penetration. This way they are 

partially in the coven, yet without leaving a real impression to the colleagues. 

Another possibility could be the focus on other clusters. Bilfinger Venture wrote in their 

description of the strategy how they are in specific regions of the world. Germany, Israel, 

Europe and the US are the complete other side of the world, compared to the Chinese 

market. This could be part of the strategy to first establish a more prominent position there 

and then move towards other markets. The size and the potential of the Chinese market, 

being bigger than Silicon Valley, show that this decision might be questionable. 

Another reason could be the negative impression some of the German companies have 

from entering the Chinese markets in form of Joint Ventures or the fact of counterfeited 

products who copy their own technology or branding. This is still a dominant impression 

in the Chinese market and left a bad impression for many German companies. 

 

Question 3- Chinese cluster 

The trend towards choosing Tier 1 cities over Tier 2 cities shows a trend towards 

developed clusters. Beijing and Shanghai offer top universities and host some of China’s 

most well-known and most successful companies. The proximity of being close to the 

countries capital also could be seen as an advantage. 

Shanghai is the country’s financial center and many companies have their offices here as 

well. The familiarity definitely plays a role in this question. Since the question was asked 

without offering any of the advantages each cluster has, to have a neutral view from the 
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manager’s perspective, it could also show that the Tier 2 cluster are lesser known to the 

managers and that is why they were not selected. 

 

Question 4- Motivation and advantages 

This question works with one of the goals of this thesis. Determining the motivation of 

joining Chinese clusters and which advantages can be seen. The exemplary answers were 

taken from Gassmann and Han (2014) who did in depth interviews with managers about 

the topic of moving R&D centers into the Chinese mainland, as it is done by many larger 

corporations. 

 

The exemplary answers were chosen for this question, since the need for innovation and 

the interest of doing this in the Chinese market are similar to the interest of acquiring a 

business network by entering a startup cluster. The need for this network, as mentioned 

in the chapter of the literature review, show how essential the information exchange it. 

The top two answers from the managers, show the interest and importance of these 

networks. All managers would enter the cluster market to participate in the local startup 

network. These networks are also a necessity to be entered, due to the nature of the 

Chinese way of doing business. Guanxi plays a big role here and with the proper ties to 

local government and business, the network can be the key to the success of any business 

endeavor in China. 

 

Government programs also were of interest to the managers. The government not only 

supports innovation through the Five-Year plans, which give the course of the country 

for the country, but also through the Torch Program and offering for example tax 

reductions when joining the Zhongguancun Science and Technology Park.  

 

Gasmann and Han (2014) also mention the advantage of developing market and customer 

specific innovation. This is of course easier done when participating in the market itself, 

since the demands are easily seen through this method. This can also be one by 

cooperating together with local startups, since the niche for specific inventions and 

business models can be easier met. 
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When comparing the costs of living and wages in China to Europe or the US, the costs 

are still lower to comparable clusters. This makes the office in China a way of saving 

costs when it comes to establishing a position in the network. 

 

Universities in China belong to the top universities worldwide. Both Tier 1 clusters offer 

multiple elite universities in China. With the large amount of 6.8 Million students 

graduating the universities alone in 2016 (Statista, 2018), this is a large pool of employees.  

More than half of the managers see this as a motivation to join the clusters and use the 

localized amount of qualified people.  

 

The advantage of shorter R&D play no significant role to the managers, since the pace of 

the product development is more of an advantage for startups themselves. The CVC 

managers see this as the least interesting advantage. 

 

All in all, the motivation and advantages are closely connected to what is said in the 

literature surrounding the acquisition of knowledge through external factors, which show 

that the direction of the motivation is in sync with the direction of innovation research in 

general.  

 

Question 5- Additional motivation and advantages 

The lack of participation and patience to complete the open questions show, that either 

the participants where saturated or satisfied with the given answers in the questions before 

and therefore had no new ideas or that the survey was the wrong approach as a method. 

The two answers given out of the 20 managers asked, show that the importance of the 

network and the acquisition of new ideas for the market are of importance. 
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Question 6- Problems and barriers 

The entry of a market is also connected to barriers which are caused by a difference in 

culture, language or doing business. The managers were given, just as the motivations, 

the barriers seen by Gassmann and Han (2014) from their research on R&D entering the 

Chinese market. All managers agreed, that the influence of the government on doing 

business in China and the market can be seen as a problem or barrier. Seen as China does 

not have a free and open market policies, this is understandable and the large role it plays 

with the programs supporting and encouraging innovation.  

The second biggest hurdle are cultural difference. The Chinese are very different in doing 

business, negotiating and of course in the way they mean things. Keeping “face” is a large 

part of the culture as well as their loyalty towards their government and their country. 

Doing business is different in Germany where a word means a word and there is no big 

event surrounding these things. In China, many smaller steps are made before a deal can 

be signed. This big difference can play a big role on how successful deals are and of 

course how successful a position in a cluster is. Without any experience and cultural 

understand with China, no proper access to the cluster can be made. 

China changes its regulations for Visa as well as taxation or laws in general quite often, 

making this a big hassle for foreign companies who are at the mercy of this. This lack of 

transparency shows how important good ties to the government are, to avoid having any 

issues in case of larger regulatory changes in policies. 

The participants of the survey also named the language as the third most difficult barrier 

or problem. Most of the time, Chinese are not always comfortable or capable of speaking 

English. Highly educated staff for example has barely any problems speaking and 

understanding English, whereas engineers or other staff might not have the ability to do 

so. Being able to comprehend and speak Mandarin at a good level is essential and also 

part of the cultural difference towards making business deals in China.  

Eight of the twenty managers see the high fluctuations of staff as a problem in China. The 

turnover in staff is extremely high in Beijing and Shanghai since the supply of staff is 

very high and good opportunities to earn better wages, having the chance to go abroad or 

to use the opportunity to start their own companies are applied often. 

The least voted for results were the attributes or difference of the market as well as the 

regional differences in China. These two play less of an influence in Tier 1 clusters in 

large cities, since the companies are less affected by the less homogenous market of a 

large country such as China as well as regional differences in the markets as well.  
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Question 7- Additional problems and barriers 

Only one manager mentions additions additional barriers not listed as answer: 

7. Intellectual property rights 

8. The abuse of knowledge 

9. The lack of data security 

Intellectual property rights are mentioned by Gassmann and Han (2014) mentioned them 

as a barrier, but the author of the thesis did not put them into the survey, seeing as the IPR 

play less of a role when it comes to investing into startups. The surprise of seeing this as 

a concern shows the role this barrier plays for German companies. China has made 

progress in this aspect yet the laws regarding this issues are still rather rampant. 

The abuse of knowledge can be interpreted to the fear of using company knowledge and 

know-how to establish an own company and selling products which compete with the 

original ideas. Seeing as startups work together with larger corporations and gain partial 

access to product specific knowledge, this risk is justified in the large counterfeiting 

business of the Chinese market. 

When it comes to the security of data as well as the ownership of information accessible 

through servers, local law can impact and make it possible for governmental parties to 

access this information. The policies and laws regarding this would have to be 

reconsidered and reassessed by the CVC. 
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6. Discussion  

When looking at the entry motivation and barriers on entering the Chinese market, not a 

lot has changed in comparison to moving R&D or entering the market in general. Cultural 

and language based difficulties have always been there when cultures of different nations 

do business and personal is now being educated on these differences as well as shown 

what not to do when entering the negotiations with Chinese people. Special consultants 

have the possibility to help establish common ground or work towards educating 

managers before moving into China in terms of succeeding in the local culture. 

The clusters in the market offer the same success factors as Silicon Valley does and 

Beijing has even collected more funding by VC than the US in the last year. When looking 

at the Tier 1 clusters and the fast developing tier 2 clusters introduced before, companies 

have the chance to acquire unique and extensive in these networks, even considering the 

disadvantages the mention. 

The People’s Republic of China is still in the process of further opening itself to outside 

and foreign companies, so the influence of the government will never disappear, but the 

companies will have to find to adapt to this instance. The government in return does offer 

good projects and programs for startups and therefore can be seen as a potential door 

opening towards startups. 

To avoid any kind of abuse of knowledge or loss of know-how, equal terms should be 

negotiated with partners of the network and therefore offer some security to German 

companies. Patents and the condition with intellectual property right will have the applied 

for soon and well-protected. If the problems are too large with this specific problem, 

maybe a more financially supporting role will be a better role for the German CVC. 

When looking at how the more tradition German companies, the internal conflicts and 

decision done in the foreign clusters also need to be considered. The CVC departments 

will need a certain level of autonomy to act according to strategy and to be able to make 

decision in a short time frame, in a highly competitive market such as China. 

The possible turn to creating a subsidiary for venture capital activity might be a solution 

to the problem here. 
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7. Conclusion and recommendations 

After looking at the results of the survey and comparing it to the information given by the 

literature, a basic strategy for entering the Chinese startup cluster can be given. 

When looking at which factors motivate German CVC arms to enter the startup cluster in 

China, the biggest one is the possibility of entering a new knowledge and corporation 

network in a regional cluster. The possibility of acquiring information and innovation 

through a network in the frame of open innovation is seen as a fundamental source of 

innovation for these companies. 

Other factors which motivate these corporations are: 

- Cost reduction 

- Market and customer specific innovations 

- The high amount of skilled employees 

- Government programs supporting start ups 

- Cost reduction by moving an office into a country with lower living costs 

The second research question covers the entry barriers surrounding the entry of the barrier. 

Here the thesis concludes that the biggest barrier is the influence of the government on 

the economy. Other entry barriers are: 

- Constant changes in laws and policies 

- High fluctuation of employees 

- Regional differences 

- Properties of the market 

- Chinese language 

- Cultural differences 

The Chinese market has been growing continuously and surpassed Silicon Valley in 

received funding, making the region very important in today’s startup world and as a 

potential network of information and corporations. No other country than China has had 

this many unicorns and has the potential to build up even more startup cluster supporting 

startups and local knowledge hubs. 
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The question is, if the German CVC arms want to use the potential of knowledge and 

amount of startups over the risk of dealing and being affected by some of the barriers that 

come with entering the Chinese market. The thesis itself cannot give the perfect strategy 

to enter the market, but the result has given a broad overview of the motivation and the 

barriers seen by the managers. 

Based on the results of the research and literature of the thesis the following 

recommendations can be given to maximize the positive effects of entering the Chinese 

market by also minimizing and measuring risks: 

Educate managers in local culture, political and language to make the entry into the 

network easier and to cause less misunderstanding. An approach would be to have mixed 

teams of locally sourced employees and expats will have difficulties due to the different 

background but offer a good combination of dealing with all kinds of clients and networks. 

The local political situation needs to be closely monitored and paid attention to, to avoid 

any kind of stress with the government. Good relations with the local government should 

be considered to avoid any hassle and to stay informed in case of any changes in policies 

concerning the corporation. 

Traditional values versus open innovative approaches will have to be integrated into the 

business strategy of the family owned companies and a proper approach which is accepted 

by all levels has to be established 

The needs and demands towards the clusters need to be researched and constructed to 

know towards which cluster the company wants to move towards to. If a well-established 

infrastructure is wanted, Tier 1 clusters offer these, with their own hot spots for different 

industries. If a more cost effective and lesser known market might be of interest, Tier 2 

clusters are growing fast and might offer unique knowledge and networks. 

When looking at the given information, each company should consider all options and 

form a solid strategy for entering the market. This thesis does not offer a “one fits all” 

solution for entering the market, but highlights potential barriers and advantages of 

entering the market.  
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