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Abstract 

This paper explores and argues for the increasingly complex drivers and capabilities of Chi-

nese multinational enterprises (CMNEs) to innovate and achieve sustainable growth. More 

specifically this paper analyzes the disruptiveness potential of CMNEs and argues for disrup-

tive innovation (DI) as a tool for late-coming CMNEs to catch up with and potentially leap-

frog incumbents. By doing so, this paper responds to the demand for a better understanding 

of emerging market multinational enterprises (EMNEs) and the adaption of approaches and 

frameworks from developed countries to developing countries (Gugler / Boil, 2008; Hobday, 

2005; Li, 2003; Li, 2007). In general, this paper follows an exploitation of extant theories 

from the West towards a local CMNE context with global implications, and therefore aims to 

integrate and transform prevailing theories to be more context-specific and –sensitive. First, 

the transformation of CMNEs towards being a pivotal actor in the global marketplace with 

increasing technological ambition is analyzed based on socio-economic and firm-level trajec-

tories. After developing consistent working definitions of DI and related terms, DI is estab-

lished as a strategic tool for CMNEs to improve on competitiveness. A critical review chal-

lenges the prevailing academic and practical perception about the composition and potential 

of CMNE competitiveness with innovation as a core capability, and complements the 

groundwork for establishing a framework to analyze the disruptiveness potential. The frame-

work itself is developed from a strategic intent perspective (SIP) and connects dynamic capa-

bilities (DCs) with DI as the vehicle to achieve market disruption, to dynamically capture the 

parallel improvement in competitiveness of CMNEs. Last, the framework is validated and put 

into practice with a case study on a CMNE in the wind energy industry. In bridging innova-

tion, technology and strategy research, this paper enhances the discussed around CMNE 

competitiveness beyond the established cost- and institutional-based advantages. The paper 

illustrates how CMNEs strategically utilize DI to sense and seize opportunities and develop 

and upgrade capabilities, which together elucidates into the potential for disruptiveness. By 

that, the paper not only advances disruptive theory towards competitive advantage. The ap-

plied dynamic and holistic approach also aims to establish itself as a paradigm for CMNE 

research beyond the obvious, as well as for a more forward-looking than static view on global 

competitiveness by practitioners. 
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1 Introduction: the advance of China’s emerging dragons 

Study the past if you would define the future. - Confucius 

(Malkiel / Taylor, 2008) 

 

The introductory chapter aims to explore the transformation of CMNEs towards being a piv-

otal actor in the global market. Chapter 1.1 highlights the increasingly maturing and evolving 

role of CMNEs, based on economic and firm-level trajectories. Chapter 1.2 then outlines and 

critically reviews China’s ambitions in technology and innovation, before Chapter 1.3 argues 

for a more holistic understanding of CMNEs’ vast potential in competitiveness and their im-

pact on the global marketplace.  

 

 

1.1 Chinese MNEs and their pivotal role for research 

In their Delphi study on emerging themes in international business research Griffith et al 

(2008) call for a better understanding of EMNEs in general. To frame an integrated argument 

for CMNEs as the scope of multinational enterprise (MNE) innovation research, the follow-

ing two sub-chapters holistically explain the unique role of CMNEs from a socio-economic 

and firm-level perspective. 

 

 

1.1.1 China and the shift from output to productivity 

Since the end of the Second World War, academics and practitioners likewise place increas-

ing attention on economic growth and development of Asia’s emerging markets (EM) and 

their increasing role and importance in the global marketplace (e.g. Akamatsu, 1962; Page, 

1994; Gammeltoft, 2008). The success stories of Asia’s newly industrialized economies 

(NIEs, also known as tigers or dragons)
1
 narrowing the development gap in terms of income 

per capita to OECD standards is one of the most prominent developments of the global econ-

omy (Kokko, 2002)
2
. Page (1994) attributes this development to the increasing proportion of 

manufacturing output that is internationally traded, and, as a consequence, initiates the shift 

of production locations from developed to developing countries. This shift in production is 

regarded as the first step of a much larger structural change of increasing shares of manufac-

                                                 

1 In particular Japan and the first-generation tigers Hong Kong, Singapore, South-Korea and Taiwan back in the 1950s and 

1960s, and more recently Indonesia, Malaysia, Thailand and China, 
2 For an overview and broader discussion of the (East) Asian development, see Page (1994). 
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turing value added (MVA) in the respective countries’ gross domestic product (GDP) and is 

further bound to develop into growth in productivity and efficiency (Akamatsu, 1962). From 

an economic viewpoint Akamatsu (1962) framed this historical development pattern of de-

veloping countries compared to developing countries the flying-geese-pattern
3
. 

 

Under this macroeconomic light, the People’s Republic of China (PRC) is heralded for its 

exceptional development, which distinguishes the PRC from the rest of the Asian NIEs 

(UNIDO, 2009). The fact that the PRC overtook the United States (US) as the world’s largest 

manufacturer, accounting for 19.8% of the world’s factory output, and is expected to become 

the biggest economy by 2020 in terms of nominal GDP, is a well-known assumption in public 

media (e.g. The Economist, 2011a). This fact also gave the PRC the wide-spread title “the 

world’s workbench”, referring to the country’s preeminent role in global manufacturing pro-

cesses and its development from manufacturing simple items towards more complex items. 

Yet truly unique is how consistent the PRC managed to grow since the proclamation of eco-

nomic reforms and open-door policies (gaige kaifang) under Deng Xiaoping
4
 in 1978 until 

now: from 1979 to 2008 the PRC grew by 9.9% annually in terms of real GDP, real GDP per 

capita increased by the factor of eleven from 1980 to 2008 and both indicators followed an 

upward trend even during the two major economic declines in the Asian region in 1990 to 

19991 and 1998 to 1999 (Dekkers, 2009; Hoshino, 2011; Morrison, 2009). Behind that suc-

cess lies, similar to other Asian NIEs, a mix of vast investment and the promotion of export-

led manufacturing, paired with a stepwise decentralization of economic decision making 

within the PRC
5
 (Chien, 2007; Naughton, 2007). 

 

While the scale of the PRC’s 1.3 billion strong population is regarded the vehicle for its re-

markable output, the country’s productivity is related to the intensity of its economy. Distin-

guishing between scale and intensity also has important implications for evaluating the PRC’s 

success so far in catching up in productivity to industrialized countries. While China’s total 

factor productivity compared to the US only increased from 14% in 1960 to 23% in 2000 

(UNIDO, 2005), the (scale-adjusted) labor augmented productivity
6
 (LAP) better depicts 

                                                 

3 Akamatsu (1962) defines the flying-geese-pattern as a process for a late-starting economy to establish a new industry 

through imports, which grows in production and exports while improving productivity and cost position. 
4 Chinese names are written in the text according to Chinese custom as surname followed by given name. 
5 It has to be noted that the decentralization argument is seen critical by some authors, like Cai / Treisman (2006), who argue 

that growth should instead be attributed to competition between conservative and pro-market factions in Beijing. 
6 Dividing a country’s GDP to the total amount of working hours for a given year, the LAP represents a more accurate meas-

ure of a country’s productivity. 



Chapter 1   Introduction: the advance of China’s emerging dragons 

Maximilian Hinz  Page 11 of 99 

China’s catching-up, after accounting for investment specific technology and human capital: 

the US LAP ratio dropped from 21 times that of China in before 1979 to 5.12 by 2009 (Luck-

stead et al, 2011).This distinction changes the perspective from macroeconomic advancement 

to firm level improvement, which is also reflected in the literature. While most prominent 

scholars during the 1980s and 1990s focused on economic growth aspects when covering 

EMs (e.g. Page, 1994; Stiglitz, 1996), their attention now increasingly turns to the EMNEs 

and CMNEs more specifically in regards to the PRC as the heartbeat of growth and develop-

ment (most prominently e.g. Ghemawat / Hout, 2008; Nguyen et al., 2010; Zeng / William-

son, 2003).  

 

 

1.1.2 Chinese MNEs & the shift in valuation: from Wall Street to the Great Wall 

Since the high-growth times of the Japanese economy in the 1950s and 1960s, EMNEs in 

general are characterized by the contrast between popular hype and skepticism and realistic 

prospects (Krugman, 1994). In regards to CMNEs there seems to be at least cautious consen-

sus on consistent growth by scholars (cf. Bernitz / Murphree, 2011; Ghemawat / Hout, 2008; 

Hout / Ghemawat, 2010; Nguyen et al., 2010; Tse, 2010). Practitioners tend to challenge the 

increasing success of CMNEs, highlighting that the obvious competitive advantages of 

CMNEs in terms of the vast supply of cheap labor and the large domestic market are a shal-

low and fragile foundation for sustainable growth. However the market view in terms of 

companies’ financial evaluation significantly changed over the years: while Chinese compa-

nies
7
 have historically been traded at a 30 percent discount

8
 across sectors compared to their 

US and European counterparts, in 2010 their price to earnings (P/E) ratios in the industrial, 

consumer goods and financial sector were significantly higher
9
 than those of their US coun-

terparts (Cogman / Wang, 2011). However the companies’ return in invested capital in 2010 

was 13 percent to 14 percent below their US counterparts – a significant gap both in terms of 

productivity and efficient capital use. Certainly state ownership decreases economic incen-

tives of productivity gains. To justify the premium valuation, growth expectations not only 

need to be significantly higher for Chinese companies than for US companies, but they also 

have to offset the significant gap in operational performance. This not only refers to and con-

                                                 

7 In Cogman / Wang (2011) defined as Hong Kong-listed mainland Chinese companies. 
8 In Cogman / Wang (2011) measured as trailing price / earnings (PE) multiples 
9 Chinese companies’ P/E ratio in the industrial, consumer goods and financial sector were 38 percent, 58 percent and 6 

percent respectively higher than those of their US counterparts. 
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solidates institutional and market demand for and academic attention on operational perfor-

mance and productivity of Chinese companies as a make-or-break issue for sustainable 

growth. It also serves as a powerful argument for certain, yet undisclosed, market believes in 

the potential of Chinese companies for extraordinary performance in the future, and implies 

that China’s sustainable growth and the success of China’s MNEs are mutually dependent. 

 

 

1.2 China’s enforced shift towards a technology superpower 

Both Western and Chinese scholars increasingly argue that a shift from being the world’s 

workbench to becoming more involved and independent in technology is essential for Chi-

na’s sustainable growth (e.g. Cao, 2004; Steinfeld, 2007). The motives are less economic but 

much more visionary in nature, underlining the ambition being defined as a global superpow-

er that not only follows and enables markets, but drives and creates them. It is self-

explanatory that the requirements for CMNEs to compete with their western counterparts 

through creation rather than imitation are quite different. The following subchapter presents 

and critically analyzes both policy and firm level developments that frame the paradigm shift. 

 

 

1.2.1 Euphoric applause 

In 2006 the PRC’s government began addressing the issue of transforming the PRC into a 

“technology superpower” by initiating a national science and technology (S&T) strategy 

(Jakobson, 2007; MOST, 2006). To achieve that, the government has been introducing a wide 

array of policies to foster zizhu chuangxin, a three-dimensional goal: genuinely original inno-

vations, integration of existing technology and improvement of imported technology (Jacob-

son, 2007). Special attention is placed on the autonomy of innovation through the encour-

agement of locally generated intellectual capital. The plan was repeatedly presented in public 

speeches (e.g. People’s Daily, 2006, 2010) and, most recently, renewed and further refined in 

the 12
th

 Five-year plan in 2011 (e.g. KPMG, 2011). Government mechanisms include tax 

incentives for technology-based startups, increased spending in 17 areas of domestic technol-

ogies, procurement policies to favor indigenously developed technologies and technology 

transfer rules for MNE joint ventures (Hout / Ghemawat, 2010). In fact, the plain data looks 

promising. R&D expenditures relatively to China’s GDP already grew with a compound an-

nual growth rate (CAGR) of 23 percent since 2000 and are now at a level of roughly 1.5 per-
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cent of GDP, only slightly under the OECD average (Goldman Sachs, 2010)
10

. This increase 

in R&D investment and stature is also supported by the most recent Battelle (2011: 4) report 

which also points out the various initiatives to increase the share of high-skilled workers in 

the workforce through heavy state support of selected universities (Batelle, 2011: 28). Also 

driven by China joining the WTO in 2001, the share of high-tech products in exports grew 

with a CAGR of 33 percent from 1995 to 2008, surpassing the EU-27, Japan and the US, and 

was accounting for 29 percent in 2010 (Yang, 2011). The number of patent applications in 

the PRC grew at a rate of 26.1 percent from 2003 to 2009 and China is set to surpass Japan 

and the US by 2011 (Zhou / Stembridge, 2010). Furthermore, China is now second in terms 

of research publications with a share of 10.2 percent in 2008 from 4.4 percent in 2004, and is 

expected to be ahead of the US by 2013 (Royal Society, 2011). Although this quantitative 

observation might distort reality, these numbers still underline the serious and efforts of the 

PRC to become a leading location for science and innovation. 

 

 

1.2.2 Tenacious doubt 

However a closer look at the data reveals significant deficits which overstate the impact of 

China’s policies. Mass was never and will never be equivalent to quality. Chinese patent ap-

plications indeed increased significantly, and also the share of granted applications grew by 

40 percent in 2009 to 40 percent (SIPO, 2011). However, the statistics also reveal that five 

out of six applications are design or utility patents that do not experience substantive exami-

nation, as opposed to invention patents (SIPO, 2011). Furthermore Yueh (2009) eloquently 

points out the various flaws of China’s patent laws and intellectual property rights, in particu-

lar their poor enforcement. Also Breznitz and Murphree (2011) state that imperfect enforce-

ment could significantly harm long-term innovation on a nation level, as companies are 

forced to focus on short-term gains due to unstable incentive policies. Heavy state support of 

academia also fails to translate into an increase of university-industry linkage and technology 

transfer, as 16% of national patent applications are contributed by academia – compared to 

1% in Japan and 4% in the US (Batelle, 2011: 28). Regarding research publications the data 

reveal a similar pattern. The number of publications grew significantly, yet in terms of cita-

tions of the publications by other researchers China still only ranks 11
th

 (Royal Society, 

2011). The biggest problem is the lack of impact of policies on the highly fragmented land-

                                                 

10 For the sake of accuracy it has to be noted that the numbers vary due to difficulties in measurement (Battelle, 2011). 
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scape of Chinese firms: while the overall share of high-tech goods in exports indeed in-

creased, the contribution of Chinese firms to those exports fell from 26.3 percent in 1998 to 

14.8 percent in 2008 – meaning that high-tech is mainly (and increasingly) driven by foreign 

invested firms (Xing, 2010). An often cited case for China’s significance in high-tech is the 

assembly of Apple’s iPhone by the Taiwanese-owned company Foxconn in China, but In-

stead, the case demonstrates the flaws in China’s high-tech export statistics: while China ex-

ported a total of 25.7 million iPhones in 2009, valued and reported in the export statistics at 

US$ 4.6 billion, only 3.6% of the total was the actual value added by Chinese workers (Xing / 

Detert, 2010)
11

. Furthermore, China still lacks diversity in high-technology, as 94.9 percent 

of high-tech exports in 2007 could be classified as IT hardware (Breznitz / Murphree, 2011). 

More fundamental, a prevalent criticism of the sustainability of China’s shift towards tech-

nology is limited role the market itself plays for fostering innovation. It is widely acknowl-

edged that innovation is market-based, yet critics argue that in China it is foremost govern-

ment-driven (Badawy, 2009). The argument continues that the innovative performance is 

therefore “a policy-driven effort to catch up rather than the inventive dynamism of local 

companies” (de la Tour et al., 2011).  

 

 

1.2.3 The Chinese effect – a challenge for research 

Nonetheless scholars, practitioners and the widespread media agree on the fact that it is not a 

question on whether Chinese firms will be able to catch to their Western counterparts, but 

much more a matter of time until they offset existing innovation-based competitive ad-

vantages (Simon, 2007). On a state-level critics increasingly acknowledge the PRC’s devel-

opment from ad-hoc policy-making to increased institutionalization on both a national and 

regional level, resulting in a more predictable incentive and hands-on policy system (Breznitz 

/ Murphree, 2011; Tse, 2010). It is a valid argument that the focus on economic prosperity, 

the nation-wide increase in R&D expenditures and policies that foster patent applications are 

rather unsighted and less fitted for company-specific needs to enhance innovation capabili-

ties. However research indicates that contextual factors and large-scale R&D spending are 

indeed triggering innovation (Yueh, 2009). 

 

                                                 

11 For a better understanding on what is regarded as a CMNE please refer to the definitions in chapter 3.4. 
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In exploring the transformation of CMNEs and their competitiveness from a bird’s eye per-

spective, the introductory chapter identifies two central issues: 

 

1) China’s sustainable economic growth and the advancement and increasing maturity 

of CMNEs are mutually dependent and have a vast impact on global competition 

2) In that sense China’s technological shift are evident but requires firm-level ambition 

and strategic commitment to manifest itself in innovation success    

 

This interplay of contextual setting and firm-level competitiveness can be paraphrased by The 

Chinese effect. While the trajectory of the contextual setting is by all means supporting inno-

vation, but it is a fool’s errand to assume that success will manifest itself in selective product 

innovation, disregarding integration and improvement of external technology as inferior goals 

within zizhu chuangxin. Exactly in this obsession with independent innovation lies the danger 

for Western firms of being blindsided for much larger transformation. What the numbers 

demonstrate much more is that scale, the unique contextual setting and ambition are the driv-

ing forces towards a fundamental shift of competition: CMNEs will change “the nature of the 

game” (Tse, 2010: 213). The Shenzen-based company BYD was able to emerge as a manu-

facturer of cars and solar panels next to its initial activities in mobile-phone batteries, and by 

that created a credible and highly competitive platform to compete in the emerging industry 

of electric cars (The Economist, 2011b). Goldwind, a wind turbine manufacturer based in 

Urumqi, is holding a leading position in the global wind industry and competes with a maver-

ick direct-drive technology which the company acquired from a now integrated German tech 

start-up, and utilizes the vast domestic market and increasing technology integration to facili-

tate internationalization (New York Times, 2010). Those companies do not represent single 

innovations, but much more the creation of business models that cause large-scale market 

disruption by creating markets where there have been none before. 

 

The increasing curiosity about innovation capabilities of CMNEs and their influence on glob-

al competition is therefore framed more holistically and from a different perspective in this 

paper. This paper aims to develop a practitioner-oriented, yet theoretically grounded ap-

proach to assess the potential of CMNEs for disruptiveness of the global marketplace, taking 

into account the unique context of CMNEs: 
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1) The approach needs to treat business model innovation as competitive advantage 

2) The approach needs to reflect the unique contextual setting of CMNEs 

3) Third, CMNEs need to be grasped as emerging game changers who strategically 

utilize and develop their innovation capabilities by choice and not by chance 

 

By that, the paper not only adds to the research stream on disruptive theory by enhancing and 

adapting the construct to fit an assessment of large-scale market disruptiveness by CMNEs. It 

also develops and validates a hands-on framework for practitioners, bridging business strate-

gy, innovation and technology theory. The remaining of the paper follows the following 

structure. Chapter 2 illustrates the methodology that guides the research of this paper. Chap-

ter 3 provides hands-on definitions of the most commonly used terms in this paper, advanced 

by chapter 4 which establishes disruptive innovation as a tool for late-coming CMNEs to 

catch up with global competition. In this regard, chapter 5 reveals and elaborates on percep-

tion gaps. Chapter 6 then builds on the insights of the previous chapters to develop a frame-

work for the disruptiveness of CMNEs, which is discussed and taken into practice by apply-

ing it to a case study in chapter 7. Chapter 8 concludes the paper by presenting implications 

for practitioners, limitations and directions for further research. 
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2 Methodology 

As became already apparent in the introductory chapter the topic relates to a plethora of re-

search fields, and the CMNE setting requires an unbiased and pragmatic adaptation and utili-

zation of existing theories. The broad scope of the topic requires the paper to take a rather 

exploratory than confirmatory analysis approach. The paper thereby follows and comple-

ments Christensen (2006: 39) in his understanding of “theory as a body of understanding re-

searchers build cumulatively”. 

 

 

2.1 Research perspectives 

As mentioned, the theory building around the potential of CMNEs as disruptors is a frag-

mented and, above all, growing stream of research. As an underlying research paradigm, this 

paper adopts a qualitative research approach to emphasize two key points: first, to explore the 

meanings occurring around the disruptiveness of CMNEs as the phenomenon in question 

(Denzin / Lincoln, 2000: 8). Second, it emphasizes holistic observations of phenomena that 

are linked to a broad set of variables (Gephart, 2004). Further, following Li (2011b: 16), in-

ductive and qualitative research is more appropriate when theory is developed rather than 

confirmed, while deductive and analytical methods should be used at a later stage. 

 

It is important to point out that qualitative research does not constrain the importance of rigor 

and transparency in data analysis. As data is analyzed at the same time it is collected, it re-

quires “highly contextualized individual judgements” (Gephart, 2004: 455). Within the field 

of qualitative research, this paper combines both postpositivism and critical postmodernism, 

as distinguished by Gephart (2004), as the methodological perspectives. From a postpositiv-

ism perspective this paper analyzes and compares facts out of an objective reality to an exist-

ing (theoretical) knowledge base, but takes a less drastic stance by avoiding early falsification 

of theory for the sake of an interpretive adaption. From a critical postmodernism perspective 

this paper aims to identify anomalies that derive from structural insights and create hidden 

interests and meanings. The paper represents both perspectives, as it aims to reveal contradic-

tions and hidden interests within a variety of views (critical postmodernism) as well as aims 

for explanation within the existing knowledge base (postpositivism) (cf. Gephart, 2004).  
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2.2 Research design 

Both perspectives require a methodological focus on interpretation and open and unbiased 

elaboration of extant theory, which is reflected in grounded theory as a middle ground be-

tween empiricism and relativism (Suddaby, 2006). By that the theory building process is 

strongly related, but not to be equalized with indigenous research, as defined by Li (2011b): 

the paper follows the argument around context-specific theory-building by enhancing West-

ern theory to fit the requirements of the phenomena observed around the disruptiveness of 

CMNEs (etic-to-emic approach) but explicitly does not create a unique local theory to dis-

place Western theory
12

. It follows an exploitation of extant theories from the West towards a 

local CMNE context with global implications, and therefore aims to integrate and transform 

prevailing theories to be more context-specific and –sensitive. By that, the paper takes a spe-

cial position between theory building and utilizing of existing (Western) theory, as developed 

by Carlile and Christensen (2005), and indigenous theory building to explain unique Chinese 

management phenomena, as developed by Cheng et al (2009). However, the author does not 

regard the two as opposing ideas, but much more, in a yin-yang perspective, as two sides of 

the same coin. To reflect this, the paper follows a hybrid theory-building process: 

 

Step 1: discovery & observation. Discovering the phenomena through careful observa-

tion is the necessary foundation for future enhancement and utilization. Step 1 mainly 

refers to chapter 1 which explored the duality between innovation and competitiveness. 

 

Step 2: categorization. In a second step the phenomena are classified and connected to 

existing theory to highlight consequential and causal relationships, as well as to identify 

anomalies between existing categorizations around disruptiveness and DI and the con-

textual and firm-level setting of CMNEs. The categorization step is carried out in chap-

ters 3, 4 and 5. 

 

Step 3: theorization. Chapter 6 ultimately develops a framework that connects novel 

phenomena and categorizations from the previous steps with established theory. By 

that, step 3 makes the novel familiar and ensures novelty of the developed theory at the 

same time.  

                                                 

12 Li (2011b: 3) defines indigenous research “as any study on a unique local phenomenon or a unique element of any local 

phenomenon from a novel local perspective”. 
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Step 4: examination & validation. In the sense of Carlile and Christensen (2006) step 4 

builds the bridge from descriptive to normative theory building and applies the causali-

ty statements and framework propositions on a selected case study. Following Li 

(2011b) this paper explicitly refrains from using quantitative methods in the premature 

state of the theory, as the case study provides greater comprehensibility and insights 

around the very practitioner-oriented phenomenon. 

 

Step 5: critical review. Applying the theory to real-life cases may result in reflection on 

and revision of the theory. The framework might fail to adequately explain certain 

events or incorporate strategic rationales and causal relationships might be more com-

plicated (Cheng et al., 2011). The subsequent discussion of implications in chapter 8 

adheres to this notion. 

 

 

2.3 Logical configuration behind the framework 

Complementing the basic research design this paper follows a distinct logical configuration to 

meet both academic and practical claims for relevance and tangibility. Challenges arise based 

on the fact that a comprehensive observation spans over three intellectual fields, namely In-

ternational Business (IB), International Management (IM) and International Strategy (IS), 

with each being nested within the latter (Eden et al., 2010)
13

. By drawing insights from all 

three intellectual fields, a more holistic approach can be undertaken, as each field allows 

framing and analyzing the research questions from a unique perspective. To tap the rich po-

tential, the author initially developed a pattern of thought that provides the casual links be-

tween the various necessary elements of the analysis and thereby coherently connects and 

utilizes the three research disciplines. The paper thereby utilizes the strong linkage of the 

three fields (cf. Eden et al., 2010) to analyze a problem which is equally spread across disci-

plines. Figure 1 illustrates the logical configuration and also depicts how the paper utilizes 

IB, IM and IS along the analysis: 

 

                                                 

13 Following Eden et al. (2010), the term international implies “crossing the borders between nation-states” (2010: 58). IB 

includes the business, its cross-border activities and interactions in general (2010: 58). IM contains the “process of planning, 

organizing, directing and controlling” those cross-border activities and interactions to achieve the “organization’s goals” 

(2010: 56). IS contains the “set of commitments, decisions and actions” taken that constitute the firm’s processes to “gain 

competitiveness internationally” (2010: 61). 
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Figure 1: Logical configuration for analyzing the disruptiveness of CMNEs 

 

The contextual setting and, dependently, the CMNE setting together create a business poten-

tial for CMNEs unique to the global marketplace. The CMNE potential itself in its nature 

relates to DI as the mode of choice for CMNEs to catch up with and disrupt the marketplace. 

While it strongly amplifies the initial potential of CMNEs by being a playing field for capa-

bility development, DI ultimately leads to disruptiveness as the outcome. The logic model 

attempts to facilitate the development of the framework for assessing the disruptiveness. 

 

 

2.4 Case study validation 

In contrast to the case study method as presented by Eisenhardt (1989) the theoretic frame-

work is not developed through the case study, this paper utilizes the case study method to test 

and validate theory. The intent is to ensure that theoretical development meets the pragmatic 

demands of practice. Although the author acknowledges the value of multiple-case studies 

(Yin, 1994), the number of cases has been limited to one to ensure a sound derivation of the 

framework within the page limitations of this paper. The case itself was selected based on 

industry criteria that adhere to the theoretical background on disruptiveness and competitive-

ness, and firm-level criteria that secured the characterization of CMNEs
14

. The wind industry 

was selected based on its attributes of being maturing and therefore highly transformative in 

                                                 

14 An introduction to both the industry and case company is given in chapter 7.1 and 7.2 at the beginning of the case study. 
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nature, increasingly globalizing with CMNEs playing an increasingly eminent role, and com-

petitive rather based on technological factors than on brand attributes. To avoid a self-

fulfilling prophecy in the case study the case company was chosen based on its technologic 

and competitive ambition in its initial stage, and its fit towards CMNE characteristics. Re-

garding the data collection the author placed great importance on the fact that all data neces-

sary for applying the framework to the case must be publicly available and deliberately re-

frained from interviews as a data source. By that, the author wants to ensure the usefulness, 

practicality and transparency in a practitioner-oriented context. Data was collected from cor-

porate annual reports, published case studies and newspaper articles on the firm, peer-

reviewed and industry-specific journals, (patent) databases and various analyst reports on the 

industry and the company.  Together, over 1.800 pages of material have been analyzed to 

ensure academic rigor and comprehensiveness. 

 

 

2.5 Known bias and validity 

First, it is necessary to state that a framework as a theoretical construct abstracts from reality. 

It simplifies the set of influencing factors to identify and clarify the most relevant variables, 

their interrelationships and their impact on outcome measures. Further, as the research is 

conducted by a single investigator, it is limited by nature to the perceptions and introspection 

of one, and may therefore be more subjective in nature. Therefore the case study method is 

used both to validate the theory as well as to improve the overall objectiveness of the research 

(Eisenhardt / Graebner, 2007). Further, Christensen’s initial argumentation caused discussion 

and skepticism on the question whether the model can be used as a predictive tool on tech-

nology and firm level (Danneels, 2004). Concerns are raised about the fact that Christensen 

developed the model based on ex post observations. However consensus has been reached 

that ex post measures of disruptiveness and antecedents of innovation in general indeed allow 

ex ante predictions and a relative assessment of the likelihood of firms to be disruptive 

(Christensen, 2006; Govindarajan / Kopalle, 2006). 
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3 Key definitions 

This chapter defines and distinguishes the most commonly used terms in this paper with 

working descriptions in a practical and hands-on manner. Following, chapter 4 then estab-

lishes disruptive innovation (DI) as the tool of choice around which to build the framework.  

 

 

3.1 Innovation 

To start with the basics, the first subchapter intends to define the central term innovation at its 

core. The Oslo Manual regards innovation as a “continuous process” (OECD, 2005: 15) of 

implementing a “new or significantly improved product (good or service), or process, a new 

marketing method, or a new organizational method” (OECD, 2005: 46). For the remainder of 

this paper, and in particular for the context of CMNEs, three points need to be emphasized. 

First, in contrast to the term invention, innovation is brought to the market (product and pro-

cess innovations), respectively brought to use in the firm’s operations (organizational and 

marketing innovations) (OECD, 2005: 47). Second, new or significantly improved is to be 

understood as the innovation being new to the firm contrary to new to the market. Third, the 

definition clearly shows the multiplicity of innovation areas beyond new products and pro-

cesses, although the theory is still characterized by a plethora of models, frameworks and 

classifications (see Rowley et al, 2011 for an academic review; Sawhney et al, 2006 for a 

more practitioner-oriented overview). 

 

To answer the question why firms should be innovative at all, it is necessary to place innova-

tion into the equation of competitive strategy. Porter (1991) states a firm’s sustainable com-

petitive advantage is an outcome of its discrete activities within its value chain. Therefore, 

Porter characterizes those firms successful which improve and innovate in a way which is 

valued by consumers and outperforms their rivals (Castro / Desender, 2010). In turn, innova-

tion is acknowledged as a major differentiator at the core of competition as it reaps substan-

tial economic, technological and preemptive benefits for the firm that brings it to market 

ahead of the competition (Roberts, 2007). 
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3.2 Disruptiveness 

As implied in the title, disruptiveness is the core concept of this paper. However the concept 

remains rather elusive despite an extensive stream of research and its definition is therefore 

given more attention in this chapter. The first subchapter illustrates the basic understanding of 

disruptiveness, before the second subchapter refines disruptiveness for the CMNE context.  

 

 

3.2.1 The basic understanding of disruptiveness 

Since the introduction of the model of disruption by Christensen (1997), which originated in 

Christensen’s (1993) and Christensen’s and Bower’s (1996) observation of six generations of 

the disk-drive industry, the concept is much debated and its definition and normative applica-

tion is fragmented (Yu / Hang, 2010). In its transition from a descriptive to a normative theo-

ry, several prominent scholars have over time refined and enhanced the definition, causality 

and categorization of the concept. However the validity and strength of the initial idea at the 

very core of disruptiveness, as populated by Christensen (1997), is unchallenged: incumbent 

firms tentatively lose market leadership to firms entering the market as they tend to be blind-

sided to (technological) market transitions and emerging growth platforms and market link-

ages (cf. Yu / Hang 2010). 

 

In Christensen’s initial publications (1993; 1997) the cause for incumbents to be disrupted 

was labeled disruptive technology due to the phenomenon’s strong correlation with emerging 

technologies in the observed semiconductor and computer industries. Christensen and Bower 

(1996) defined disruptive technology as a technological development that changes established 

performance development paths. This rather shortsighted and narrow connotation however 

failed to capture business models as the main activator and vehicle for a successful shift to 

disruption. Recognizing the importance of business models (cf. Christensen, 2006) the cause 

of disruptiveness was later labeled disruptive innovation and comprises product, process, 

organizational and marketing innovations, enabled by the respective firm’s business model. 

 

 

3.2.2 Extending and clarifying the notion of disruptiveness 

The previous subchapter provided a basic working definition of disruptiveness as the phe-

nomenon of incumbent firms losing market leadership to firms entering the market with dis-
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ruptive innovations. While some criticism and suggestions rather increased confusion than 

clarity and were dismissed (e.g. Christensen, 2006), it is fair to argue that, in line with theory 

building, the discussion of anomalies led to a scope enhancement and definition refinement of 

the concept. Following the sophisticated theory building and to better fit the requirements 

needed to assess the disruptiveness potential of CMNEs, this chapter aims to clarify the orig-

inal concept. Two distinct enhancements of the concept disruptiveness as defined in the pre-

vious subchapter need to be emphasized:  

 

1. The scope of disruptiveness: Disruptiveness is an outcome variable initiated by an in-

novation but embedded within, driven and brought to life by the associated business 

model of the respective firm. 

2. The nature of disruptiveness: Disruptiveness is a bottom-up process-based outcome 

variable and has to be holistically observed over a firm- and / or industry-specific 

timeframe rather than at a certain point in time. 

 

As outlined in the previous subchapter, disruptiveness is caused much more by business 

models than by mere technological innovations. Within a multiplicity of definitions, Teece 

(2010: 173) defines a business model as “the organizational and financial architecture of a 

business”
15

. Given that, the enhancement marks an important remark for the definition em-

ployed in this paper: that disruptiveness is enabled by innovation activities across the inter-

play of value creation and value delivery of business models, both internally and externally of 

the firm. In addition to technological products, that entails product, service and process inno-

vations, well as innovations in a firm’s cost structure, human resources, organizational cul-

ture and structure, resource allocation, customer orientation and technology strategies, which 

were previously disregarded by Christensen (cf. Yu / Hang, 2010). Recognizing disruptive-

ness as “a business model problem, not a technology problem” (Christensen, 2006) is a mutu-

al necessity, as “technological innovation often needs to be matched with business model 

innovation if the innovator is to capture value” (Teece, 2010). 

 

Further, it is important to grasp the evolutionary and transformative nature of disruptiveness. 

According to Christensen (1997) and Christensen and Raynor (2003) disruptiveness happens 

in a process, which is also unchallenged in recent research (cf. Yu / Hang, 2010). Therefore, 

                                                 

15 However Teece (2010) acknowledges that the concept itself lacks a theoretical foundation within economics and business 

studies. 
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it is less the initial disruptive innovation, but much more the aspect of changing performance 

over time which causes disruptiveness. Disruptiveness as a continuous variable occurs, when 

subsequent performance increases provided by firms reaches a level demanded by the main-

stream market (Christensen, 1997; Christensen / Raynor, 2003). Given that, disruptiveness 

therefore is a market-based dimension, which is the most distinctive differentiation of mar-

ket-based disruptiveness to technology-based radicalness. With the purpose of assessing the 

potential for disruptiveness of CMNEs, the comprehension of disruptiveness as a process is 

key: it puts the focus on the rich and dynamic antecedents of disruptiveness, in particular the 

development of firm capabilities inductive for disruptiveness.  

 

 

3.3 Developing a consistent definition of disruptive innovation 

Falling back to chapter 3.2, in its core DI explains the incumbent’s blindness for market tran-

sitions. As disruptive innovation is the central concept, it is essential to develop the definition 

with detailed care. Further, as disruptiveness and DI are likely to gain more academic atten-

tion in the context of EMs, a common and undisputed understanding of DI adds coherence 

and integrity and serves as an important contribution for further research around DI. In de-

veloping a consistent definition, this paper distinguishes between 

 

1) DI mechanics as the levers available to firms enable disruptiveness, 

2) DI characteristics as the criteria necessary for an innovation to be disruptive, and 

3) DI types as the innovation strategies which ultimately cause disruptiveness 

 

The three parts are closely interrelated and will frame the development of the definition. To 

find consistency within the myriad of definitions (also by Christensen himself) the best ap-

proach is to start with the undisputed basics. It is important to state first, that “disruption is a 

relative phenomenon” (Yu / Hang, 2010: 439) which relates to three DI mechanics: perfor-

mance and price relative to competitive offerings currently on the market, and time, as DI 

attack incumbents gradually instead of at a certain point in time (Christensen / Raynor, 2003). 

The essential characteristic of DI that causes incumbents to fail is its value duality: DI attracts 

certain customer segments based on the perceived value proposition or utility (as a set of fea-

tures, performance and price), and discourages incumbents based on their expected low value 
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for the firm. The value duality therefore relates to the attractiveness as perceived by the cus-

tomer and the incumbent. 

 

 

3.3.1 Disruptive innovation characteristics 

First, the attractiveness characteristics are presented, before, in a second step, two types of DI 

are explained and critiqued against the defining criteria. Within the numerous definitions (see 

e.g. Schmidt / Druehl, 2008 for a confrontation of various definitions) the following DI char-

acteristics target the attractiveness of the offers as perceived by customers and can be regard-

ed as well-established and relatively unchallenged
16

: 

 

 

Table 1.1: DI characteristics behind the value duality as perceived by customers 

 

Characteristics 1 and 3 are compulsory and together with characteristic 2a and / or 2b point 

out the dichotomy of attractiveness between the mainstream market and other customer seg-

ments. Bottom-up refers to the notion that DI attacks the mainstream market based on less-

demanding or more price-sensitive customer segments. Referring back to the value duality, 

two general DI characteristics point out the (lack of) attractiveness of DI for the incumbent: 

 

 

Table 1.2: DI characteristics behind the value duality as perceived by the incumbent 

 

                                                 

16 The following development of a consistent definition is based on a number of publications to identify overarching charac-

teristics. The publications include e.g. (but not exclusively) Anthony (2005), Christensen (1997), Christensen / Raynor 

(2003), Christensen et. al. (2000), Schmidt / Druehl (2008), Yu / Chang (2010). 

DI attractiveness as perceived by customers Performance Price Time

1 DI is unattractive for the mainstream market x

2a DI is highly attractive for a previously over-served customer segment x x

2b DI is highly attractive for a previously un-served customer segment x (x)

3 DI becomes attractive for the mainstream market over time in a bottom-up process x x

Correlated DI mechanics

DI attractiveness as perceived by the incumbent Performance Price Time

4 DI is not attractive for the incumbent to pursue x x

5 DI fosters a market transition w hich the incumbent is unable to observe x x

Correlated DI mechanics
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Characteristics 4 and 5 together sum up that DI is unattractive for an incumbent to pursue 

initially, as well as incumbents don’t have economic or competitive incentives to defend and 

react during the disruption. Both characteristics are compulsory. 

 

 

3.3.2 Disruptive innovation types 

Having defined the outlining characteristics for DI related to the perceived attractiveness, the 

second step now presents two types of DI that fulfill the characteristics. To advance the focus 

the validity is further explained and discussed based on the five characteristics in appendix 1. 

Deviating from Christensen’s initial publication (1997) and further refinements (e.g. Chris-

tensen et al., 2000) Christensen and Raynor (2003) identify two forms of DI: 

 

Low-end DI: DI offers inferior performance in attributes traditionally valued by the 

mainstream market at a lower price. 

 

New-market DI: DI introduces a new performance trajectory or emphasizes perfor-

mance attributes not valued by the mainstream market. 

 

As pointed out before, it is more the perceived value as a set of performance, features and 

price that leads to the varying attractiveness of DI across customer segments. To put low-end 

DI in a more practical sense, low-end DI offers a “down-graded” set of features that makes 

the innovation unattractive for the mainstream market, but is still or even more attractive for 

the over-served low-end market, which perceives the innovation to be good enough: the 

down-stripped DI caters more fitting to the low-end customer segment’s needs and does so at 

a lower price (based on fewer features): it therefore offers higher utility than existing offers in 

the market. In contrast, new-market DI enters the market not (necessarily) with a down-

graded set of features, but by emphasizing a different set of features, which is not valued by 

the mainstream market, but is attractive for a new customer segment that was previously not 

served by the market. 

 

It is important to note that there is an ongoing discussion on the classification of distinct 

forms of DI. Where they strongly deviate from one another is to whether they regard higher-

priced innovations with lower or different performance attributes as DI or not (see e.g. Chris-
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tensen, 2006; Li, 2011; Schmidt / Druehl, 2008; Utterback / Acee, 2005; Yu / Chang, 2010). 

Responding to the ongoing discussion, this paper follows the belief that one should not rein-

vent the wheel and instead focus on the core of DI: the incumbent’s blindness for market 

transitions based on the value duality, as outlined earlier. The criteria to confront DI classifi-

cations with should therefore not be narrowed down to price as one of the three DI mechanics 

(performance, price and time), but broadened up to the DI characteristics that explain disrup-

tiveness. Indeed, Christensen and Raynor (2003) did not precisely define their proposed DI 

types, in particular new-market DI (Danneels, 2004), e.g. by avoiding to explicitly point out 

the performance and price characteristics of new-market DI. However, this paper argues that 

they did so for a simple reason: the aim was to find those underlying DI types on firm level 

along the DI mechanics that fulfill the DI characteristics with minimum constraints to be as 

exhaustive for future research and observations of the phenomenon as possible. Given the 

fact that this paper aims to assess specifically the disruptiveness potential of CMNEs a more 

general classification is justified and better suited to be adapted for the specific context of the 

paper to provide richer insights. 

 

 

3.4 Chinese multinational enterprises 

As the CMNE is the focal point of this paper, it is more than self-evident to briefly define the 

term to avoid confusions. Since the term MNE was introduced in 1960 by Stephen Hymer it 

found widespread use in International Business research with particular interest in the inter-

nationalization of the firm
17

. Today’s research in general regards the MNE as a firm with 

cross-national business activities (Pitelis / Sudgen, 2000: 72), which may involve foreign 

sourcing, production, distribution and knowledge acquisition (Cantwell et al., 2010). A more 

refined definition is given by Dunning and Lundan (2008) who view the MNE as a network 

and the sum of value-creating activities across borders. The CMNE is defined as a MNE with 

its origin in mainland China (therefore excluding the vastly different regions Hong Kong and 

Macau). The reason to focus on MNEs in distinction to enterprises which are merely active in 

the PRC is self-evident: cross-border business activities are necessary to assess and illustrate 

the disruptive impact of CMNEs on the global competitive landscape, allow the assessment 

of the industry instead of a certain market and by that generate greater practical relevance in 

                                                 

17 For a detailed discussion of the development and antecedents of the term, please refer to Safarian (2003). 
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an increasingly global business environment. Further, the definition explicitly includes con-

tractual modes and joint ventures with foreign entities and subsequent innovation capabilities. 

 

 

3.5 Latecomers 

Following Li and Kozhikode (2008: 430) CMNEs can further be classified as late-coming 

firms or latecomers: from a macro perspective they are embedded in an emerging economy 

and, on firm level, they are expanding and diversifying their business activities into the cross-

border context of industries with established firms – therewith entering the game later. By 

comparison to incumbents, latecomers from emerging markets differentiate themselves in 

two ways: first, latecomers develop in a different institutional
18

 (Li / Kozhikode, 2008), mar-

ket and industry environment (Xie / White, 2006a); second, in their initial phase they are sig-

nificantly behind the technological frontier in terms of knowledge and technological capabili-

ties and are therefore need to engage in capability-accumulation and learning (Figueiredo, 

2002; 2003). Consolidated, Mathews (2002) characterizes latecomers based on (1) industry 

entry (later by necessity); (2) resources (lack thereof in terms of technology and market); (3) 

strategic intent
19

 (to catch up); (4) competitive position (initial advantages to utilize). Techno-

logical capabilities and the accumulation thereof are an essential element of latecomer theory 

and should therefore be explained in greater detail. 

 

 

3.6 Technological capabilities 

Two types of perspectives have shaped the definition of and research on firms’ technological 

capabilities: the capacity-based view and the knowledge-based view. While the capacity-

based view argues about the necessary components and the development of a firm’s techno-

logical capability, the knowledge-based view focuses on technological capability as a dynam-

ic aggregation of knowledge from internal and external sources (Wei et al., 2005). The latter 

highlights the individual growth trajectory and identifies capabilities unique to the firm. In-

stead the capacity-based view postulates a set of one-size-fits-all requirements to develop and 

enhance technological capability. In that perspective, the knowledge-based view connects and 

advances Dosi’s (1982) much cited paradigm on technological trajectories and innovation, as 

                                                 

18 Li and Kozhikode (2008) distinguish between regulative, normative and cognitive institutions in emerging economies, and 

by that offer a more refined classification than using policy environment as an overarching construct (e.g. Xie / White, 2006). 
19 The notion of strategic intent is discussed in greater detail in line with the framework development in chapter 5.3. 
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it underlines the firm-level context, as well as its sociological decision- and learning-based 

activities. Although both the capacity- and knowledge-based view are observing the catching-

up of latecomers, the knowledge-based view is regarded as less limited on technology trans-

fer from developed to developing countries and captures the actual firm-level processes more 

holistically - again much in line with Dosi’s early work. For a working definition consensus 

has been reached in using technological capabilities interchangeably with the term absorptive 

capacity
20

 (cf. Cohen / Levinthal, 1990): the firm’s capability to create and utilize knowledge 

from internal and external sources, comprising acquisition, assimilation, transformation and 

exploitation. Thereby, from a more practical viewpoint, technological capabilities relate to 

learning capabilities (assimilation of knowledge) and problem solving capabilities (the crea-

tion of knowledge) (Wu et al., 2009). 

 

 

3.7 Catching-up and leapfrogging 

Following Chen and Li-Hua (2011), catching-up refers to a continuous advancing and surpas-

sing in terms of market share and / or technological capabilities by the latecomer, while leap-

frogging implies a non-continuous advancing mode. Research on Korean and Taiwanese 

firms as latecomers identified advancing strategies as either be path-following, path-creating 

or path-skipping in relation to the forerunning firms, whereas the latter two can be interpreted 

as leapfrogging (Lee / Lim, 2001). Correspondingly to the fact that technological capabilities 

as an aggregation of internal and external knowledge enhance in the process of advancing, 

also catching-up is characterized by a certain growth trajectory and two approaches are com-

mon in literature: first, in a more dynamic perspective, three stages from technological assim-

ilation over incremental to RI capability (Garud / Nayyar, 1994), and from a more static angle 

as a product platform development process, increasing in complexity and necessary capabili-

ties (for a more detailed discussion please refer to Wei et al., 2005). With regards to CMNEs, 

path-based catching-up strategies are often equated with the graduate shift from imitation 

amplified by cost structure advantages in labor and production towards innovation (e.g. 

Ouyang, 2010; Xie / White, 2006b). Yet in that regard, leapfrogging offers a more dynamic 

and flexible perspective than catching-up models, as it refers to firm-level heterogeneities and 

                                                 

20 Absorptive capacity itself is a one of the central concepts in management and has a rich body of underlying theories (see 

e.g. Volberda et al., 2010 for a recent bibliometric review on related fields). To achieve a more practical focus though, this 

paper sticks with the basic idea, a firm’s ability to create and leverage internal and external knowledge. 
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firms’ possibility to adapt capability enhancement according to their respective technological 

and competitive positioning and context (Chen / Li-Hua, 2011). 

 

The concepts presented in this chapter will be used throughout the remainder of this paper. 

The reader should keep in mind that this chapter presented merely working definitions, which 

should more serve as common ground for further refinement and enhancement. 
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4 Towards the disruptiveness of Chinese multinational enterprises 

Chapter 1 raises the point that CMNEs’ capabilities to innovate are increasingly posing pres-

sure on the competitiveness of the Western counterparts. Further the chapter illustrates the 

unique context of the PRC as a breeding ground for multifaceted growth in which CMNEs 

are advancing. Building on the definitions given in chapter 3, this chapter now aims to posi-

tion DI as a significant tool of CMNEs to catch up with and leapfrog global competition and 

advances the argument towards the disruptiveness of CMNEs. In doing so, the paper re-

sponds to Li (2011a: 34) who underscores the “great opportunity of rich cross-fertilization 

between globalization and innovation” that can be leveraged by closely observe and adjust 

innovation constructs to the specific context – here the CMNE. First, from a theoretical per-

spective DI is distinguished from radical innovation (RI) and pure endogenous innovation as 

the innovation construct of choice, before the second subchapter illustrates the competitive 

threat for the global marketplace stemming from DI in a CMNE context. 

 

 

4.1 Establishing disruptive innovation as a tool for late-coming CMNEs to catch up 

As outlined in chapter 1.2.3 the obsession with independent innovation holds the danger of 

overlooking and undervaluing the most promising innovation trajectories of CMNEs. In that 

argument RI, most commonly defined as innovations that provide substantially higher cus-

tomer benefits relative to previous products in the industry (Chandy / Tellis, 2000: p. 2), is 

often seen as more powerful means to transform a market compared to DI (Utterback / Acee, 

2004). However the distinction between DI and RI, and therefore the exclusion of top-down 

innovation trajectories, is of utter importance to point out the unique potential of market dis-

ruptiveness for CMNEs by bottom-up innovation trajectories. The essential factors inducing 

CMNEs towards DI can be identified following Ruttan’s (2001) drivers of induced technical 

change, namely demand, relative price and firm specific innovation patterns. 

 

Kaplinsky (2009: 199) states that demand affects both the pace and direction of innovation. 

Significant market growth and market size are positively correlated to innovation activity: 

market size fosters the development and employment of economies of scale and thereby in-

creasing rents and the overall attractiveness of innovation activity, while market growth in-

creases market volatility and technological change. In turn, Christensen (1997) describes DI 

to be most likely to impact competition in highly volatile and dynamic market environments. 
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The Chinese market is distinctive in the criteria mentioned above. Although high-income 

customer segments present the highest growth rates, the lowest to low-income households are 

dominant in size and shows significant growth rates (Kaplinsky, 2009). The large share of 

low-income consumers in the PRC has significant implications on the direction of innovation: 

customer needs are rather met with innovations that offer a lower performance but a higher 

utility (as outlined before based on features and price) and approach the market from the bot-

tom-up. The market in which the firms operate much more rewards and defines utility in 

terms of low cost of accessibility and usability (convenience, so to speak) for the low-end 

than it rewards high performance for the high-end segment. 

 

The second factor, relative price, underlines both the significance of bottom-up as well as 

new market DI, contrary to top-down RI. Relative price steers firms into economizing and 

adapting the employment of relatively expensive factors in the value chain, or at the other 

side of the coin focus on leveraging relatively cheap input factors in the value chain that can 

increase competitiveness. Originally termed around the choice of firms to displace labor-

intensive activities with innovation (Ruttan, 2001), in the context of CMNEs relative cost 

much more fosters an increasingly efficient utilization of relatively cheap labor in labor-

intensive activities by redefining processes and restructuring the value network in which the 

firms are embedded. A classic example is the previously cited manufacturer Foxconn who 

gained his preeminent role by focusing on vast numbers of employees (Focus Taiwan, 2010) 

before responding to rising wages with the introduction of automated manufacturing (Xinhua 

News, 2011). 

 

The third factor, firm specific innovation patterns regards the improvement trajectories and 

again touches Dosi’s (1982) argument on the importance of path dependencies and contextual 

factors for innovation and technical change. In essence firms are leveraging their value net-

work as sources for improvement but and in that rely on their own routines and development 

paths. Thus, the distinctive feature of CMNEs is the utilization of mostly externally acquired 

knowledge and technology as the initial spark, which gets accelerated foothold in the global 

market by adjustments based on the low-end market characteristics of the Chinese market as 

outlined before. This combination of external technology and low-end market characteristics 

as improvement patterns is unique to CMNEs and builds the bridge between catching-up am-

bitions and DI as the strategy of choice.  
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Together CMNEs act in an environment which is characterized as a very fertile ground for DI 

mostly because of the market attractiveness for low-end innovations, much in line with prac-

titioner-oriented publications which characterize emerging markets at large as generators for 

disruptive business models (e.g. Eyring et al, 2011; The Economist, 2010). The interplay of 

market demand, technological and firm capabilities in which CMNEs develop provides 

unique advantages across industries relative to global competition. Further, as the inductive 

drivers of innovation in the PRC are often the reverse as in established markets, they seem to 

be under the radar for Western incumbents to pursue, which gives CMNEs ample opportunity 

to grow and develop –the essence of the innovator’s dilemma. 

 

 

4.2 The unique disruptiveness potential of CMNEs 

The argument that a successful shift from imitation to innovation is only characterized by 

endogenous product development rather than by a broad spectrum of innovation outcomes 

stems from earlier economic growth models and latecomer theory that has been popularized 

in particular in regards to Asia’s NIEs, especially Taiwan and South-Korea as well as Japan 

(e.g. Hong, 2008), which were leading the development in lean thinking as the last industry 

disruption from Asia. This argument postulates that CMNEs are bound to follow the same 

development path from focusing on imitation and economies of scale before they can develop 

superior innovation capabilities. Yet this argument is flawed, mostly because CMNEs follow 

significantly different growth patterns mostly through acquisition compared to their Japanese 

and Korean counterparts, who grew organically in the 80s and 90s. However in particular the 

differences between CMNEs and their Asian counterparts point towards a much larger impact 

in depth and breadth of disruptiveness. Extending the differences in growth trajectories the 

Economist (2010) argues that notably 

 the inorganic growth of CMNEs due to vast financial resources, 

 the large variety of industries fueling economic growth across the vast domestic market, 

 the resulting volume and economies of scale, and 

 the fact that Western incumbents are already tapping and enhancing the potential by in-

creasing FDI 

are increasing the speed, impact and likelihood of disruptiveness. 
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As outlined, CMNEs have the unique potential to utilize DI as a strategic tool, which again 

distinguishes CMNEs from other late-coming MNEs. Revisiting the cost advantage argument 

from a disruptive perspective, the common denominator of CMNEs behind is clearly identi-

fied as a beneficial cost structure paired with low-cost manufacturing and delivery expertise 

on the supply side. The result is a high value-to-cost-ratio on the demand side that therefore 

creates a tremendous competitive advantage in the vast domestic market characterized by 

resource constraints. This meets exactly the definition of disruptive innovation: "good-

enough", low-end products that meet consumers' basic needs at a relatively low cost, as out-

lined in chapter 3.3. On the other hand for incumbents that argument imposes Christensen’s 

and Raynor’s (2003) innovator’s dilemma: underestimating new entrant’s innovation capabil-

ities being able to surpass the incumbent. In the broader sense there exists a growing list of 

examples of disruptive CMNEs: a set of privately owned motorcycle manufacturers in 

Chongqing, who significantly improved costs, time to market and quality through unique 

supplier-driven process networks (Brown / Hagel, 2005); the China International Marine 

Containers Group that is now dominating the global market of shipping containers through a 

series of well-planned and technological-asset-driven acquisitions (Zeng / Williamson, 2007: 

3); the appliances manufacturer Galanz, who developed its domestic leadership position to a 

global market share of 40 percent in 2007 by developing and improving “good-enough” en-

ergy-efficient products for global consumers (Hang et al., 2010). 

 

In a nutshell, CMNEs have a set of distinct capabilities and the unique potential to strategical-

ly utilize DI for large-scale and high-impact market disruptiveness. 
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5 Perception gaps and the opportunity for a holistic approach 

Following the methodology presented in chapter 2, the following chapter now further estab-

lishes the groundwork for the framework development, by reviewing research specifically 

related to CMNEs as innovators and disruptors. Three main research fields are identified: 

first, the acknowledgement of innovation capabilities as integral drivers of competitiveness of 

CMNEs; second, the enhancement of innovation capabilities by CMNEs; and third, the sig-

nificance of CMNE innovation capabilities for global industry value chains. The identified 

gaps will be taken into account in developing a holistic framework for assessing the potential 

for disruptiveness of CMNEs to ensure a consistent theoretical basis. 

 

 

5.1 Innovation as a an integral driver of competitiveness 

As mentioned in the introduction, scholars increasingly realize that with the emergence and 

rising importance of EMNEs in general and CMNEs in particular in the global marketplace, 

there is also a growing need for creating a more holistic understanding. Innovation as a capa-

bility of CMNEs is increasingly regarded as a scope of research, starting with authors who 

assess the overall degree of innovativeness of certain industries (e.g. Chen et al., 2011; Lu / 

Yu, 2010; Yeh, 2006) or industry clusters (e.g. Yeh, 2006), mostly based on different sets of 

qualitative and quantitative criteria adapted for the CMNE context (e.g. Lu et al., 2007). 

However practical insights and strategic recommendations on firm level are almost nonexist-

ent. Acknowledging the pivotal role of innovation for competitiveness that is already estab-

lished in Western management thinking, some researchers are advancing the field by evaluat-

ing the effect of certain innovation capabilities on performance indicators. Appendix 2 pro-

vides an overview of studies to date, although the number is scant. 

 

This missing link between innovation and competitiveness is also evident on the other side of 

the coin: the discussion on competitive advantages of CMNEs often gets limited to location-

specific (industry- or cluster-specific) advantages without regarding firm-specific advantages 

(Ketchen et al, 2004). In that line researchers regard cost advantages in production, based on 

manufacturing scale and a vast supply of relatively cheap labor, especially in their initial and 

growth stages as preeminently important (e.g. Li / Qian, 2009; Luo, 2008; Sun, 2005). From 

an academic and practitioner perspective, that view is shortsighted, static and utterly danger-

ous, not only because of first signs of rising labor wages in heavy industries in the PRC 



Chapter 5  Perception gaps and the opportunity for a holistic approach 

Maximilian Hinz  Page 37 of 99 

(Aminpour / Woetzel, 2006). Cost advantage is an outcome and not a cause (Porter, 1991), 

based on a strategic combination and utilization of both contextual and firm-level capabili-

ties. For both researchers and practitioners it would be more fruitful to holistically incorpo-

rate firms’ capabilities responsible in gaining cost advantages into their view, instead of 

simply focusing on cost advantage as the outcome. On a country economics level insights 

could be gained why countries with similar national cost advantage structures as the PRC, 

like Thailand, Vietnam or Indonesia, fail to imitate China’s development path to economic 

prosperity (Li / Qian, 2009). On firm-level a greater emphasis on the antecedents can reveal 

both ex post and ex ante criteria for evaluating differences in various firms’ potential for suc-

cess. Even more importantly, given the developments outlined in chapter one, it seems to be 

self-explanatory that innovation within CMNEs is recognized as an essential source of com-

petitive advantage instead of merely the means to growth. Zeng and Williamson (2007) stress 

that argument by presenting the concept of cost innovation instead of cost advantages as the 

preeminent success driver for CMNEs: the ability to leverage location-specific cost ad-

vantages in a way to offer consumers significantly more value for less cost – accentuating the 

underlying firm activities and the importance of innovation capabilities to enhance exploita-

tion of cost advantages throughout the value chain. 

 

 

5.2 Catching-up patterns of technological capability 

As chapter 3.5 to 3.7 pointed out, CMNEs are regarded as latecomers in both market and 

technological terms and the development of technological capabilities is essential for catch-

ing-up with or leapfrog incumbent companies. The chapters also pointed out the strong inter-

relation between technological and market-catching up (cf. Lee / Lim, 2001). Despite the 

plethora of research based on observations throughout a diverse set of EMs and NIEs, exist-

ing approaches need to be utilized with care. 

 

This paper identifies three major drawbacks of existing firm-level frameworks, mentioned in 

chapter 3.7, in relation to CMNEs. First, both capability enhancing and catching-up con-

structs mention internal and external dimensions, but fail to systematically identify and in-

corporate contextual drivers and advantages. In that, they underestimate the interplay be-

tween contextual advantages and internal motivations and unique capabilities as vision, lead-

ership and ingenuity. Second, the mentioned theories are more descriptive than exploratory in 
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nature and therefore are not suitable to be used without adaption for deviation of concrete 

recommendations. Third, the models imply the existence of a best-practice model for late-

comers to catch up with their established counterparts – yet, as Hobday (2005) eloquently 

outlines, “this is a highly dubious implication”. Patterns are useful guidelines for both analyt-

ic observations and the development of company strategies, but in no way should narrow 

down the option space for research and strategy execution. Patterns should be defined in an 

open and flexible manner to avoid constraints of insights. The use of innovation and catch-

ing-up patterns should instead shift from “searching for the holy grail” towards using patterns 

and firms’ positioning within the respective patterns to further refine observations and rec-

ommendations. Together the three key points outline an opportunity for both academics and 

practitioners to analyze and assess the development and enhancement of technological capa-

bility in a more holistic, flexible and dynamic way. 

 

 

5.3 Significance within fragmented production and R&D value chains 

With increasing attention on CMNEs’ innovation capabilities and their enhancement, as out-

lined in chapters 5.1 and 5.2, the task at hand is to analyze and comprehend the significance 

of CMNEs for innovation arbitrage: to what extent and in what stages of the value chain can 

innovations from CMNEs have significance for the global market? 

 

CMNEs’ relevance in production and distribution within global value chains is based on the 

emergence of global production networks (GPNs), in its basic form networks of inter- and 

intra-firm relationships with increasing global spread (Dicken, 2006: 15ff.), and China as a 

manufacturing powerhouse for electronics and communication goods: CMNEs offer relative-

ly lower fixed costs, break-even points and higher returns on investment for resource-

intensive industries (Ghemawat, 2007: 187; BCG, 2005). Building on that, the globalization 

of markets for technology and knowledge workers since the mid-1990s and changes in corpo-

rate innovation management brought rise global innovation networks, the disaggregation in-

novation processes across a network of external partners (EIU, 2007: 2; Ernst, 2006). The 

resulting emergence of R&D activities within EMs is repeatedly and foremost analyzed from 

the perspective of Western MNEs and their potential and options to benefit from a global 

innovation landscape (Gorodnichenko et al., 2008; Kao, 2009; Patel / Vega, 1999). Within 

that research in particular China is seen as an innovation hub much more because of the vast 
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size of its domestic market than because of the quality of its R&D workforce – R&D invest-

ments by incumbents are therefore more demand- than supply-based (EIU, 2004).  

 

On a firm level, the significance of CMNEs stems from specializing and advancing in low-

level parts of the value chain. Indeed, from a practical perspective, decomposing the value 

chain of today’s prominent examples of assembled products like the iPhone as mentioned in 

chapter one, points towards the specialization of CMNEs on low-value-adding functions and 

a rather limited integration of CMNEs in high-value-adding activities. Furthermore, the clas-

sification of patent applications, as mentioned in chapter one, underlines CMNEs’ current 

specialization on improving or extending product and manufacturing process innovation. The 

possibility of CMNEs climbing up the value ladder seems distant for most observers. Yet 

following the economic perspective of Loasby (2002: 67), specialization is dynamically the 

foundation for promoting and developing new capabilities for further innovation, much more 

than statically being a competitive advantage itself. Climbing up the value ladder entails a 

second important notion, namely what innovation types actually enable a successful shift 

towards increasing significance for global innovation. Breznitz and Murphree (2011: 3) point 

out that both policy makers and academics alike conceive the success of innovation merely 

consisting of developing genuinely new products. With their research of the Chinese IT in-

dustry they however illustrate China’s leadership position in second-generation innovation, 

more specifically organizational and process innovation, and therefore eloquently underline 

the plurality of successful innovations beyond new products – a novel perception in regards 

to CMNEs. In that line, successful innovation is much more a combination of various innova-

tion types. For policy makers as well as CMNEs it is therefore a fool’s errand to rely on 

breakthrough product innovations as the “Holy Grail” for fostering innovation. 

 

In conclusion, this subchapter points out two limitations of current observations: first, the 

significance of CMNEs within GINs is limited on low-end innovations within low-value-

adding functions along manufacturing and delivering; second, policy makers and academics 

tend to focus on indigenous and endogenous product innovation as the make-or-break issue, 

disregarding (combinations of) other innovation dimensions along the value chain to have 

even bigger competitive and transformative impact. Together, both arguments are running the 

risk of overlooking subtle developments from a research perspective, and, from an incum-

bent’s point of view, being outpaced by CMNEs.  
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5.4 Necessary framework characteristics 

Overall, the following key points are striking. First, for EMNEs innovation is rarely consid-

ered as an integral driver of competitive advantage. Second, observations of capability en-

hancement by late coming CMNEs are often merely descriptive and constrained by the en-

forced identification of patterns. Third, practitioners and academics alike tend to focus on 

unique product innovations at the expense of a plurality of innovations and performance im-

provement over time. With GE increasingly exploring the Chinese market to “disrupt itself” 

by reverse innovation (Immelt et al., 2009) and John Seely Brown and John Hagel (2005) 

contemplating a “blowback” of incumbents by more innovative companies from Asian EMs, 

one might argue that a clear recognition of CMNEs’ disruptive force is established at least in 

popular management literature. Yet, as Li (2011a) points out, the definition of DI, being de-

veloped in the context of developed markets, falls short to holistically capture contextual fac-

tors of EMs and the yet to be explored potential of EMNEs.  

 

It seems coherent to conclude that academic and economic insights on innovation capabilities 

of CMNEs are rather fragmented, static and narrow. Having described the trajectories of in-

novation in the context of CMNEs and gaps in research from several perspectives, this paper 

discovers a prevailing need for a holistic approach that captures the revolutionary nature of 

the development in question and is unbiased about possible outcomes. In the following chap-

ter this paper therefore takes on the task of developing a framework that  

 

 captures the transformative nature of disruptiveness on markets and industries, 

 places emphasis on the integral role of DI as the rational strategic choice of CMNEs,  

 and takes into account the multiplicity of contextual and firm level enablers 

 

to holistically assess the potential of disruptiveness by CMNEs. 
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6 Framework development from a strategic intent perspective 

Playing by the industry leader’s rule is competitive suicide. 

(Hamel / Prahalad, 1989) 

 

The following chapter draws on the foundation laid out in the previous chapters, the socio-

economic drivers behind CMNE innovation research, the working definitions and research 

gaps within related concepts, to develop a coherent and holistic framework to assess the po-

tential for disruptiveness of CMNEs. It intends to drive forward research on disruptiveness by 

evaluating, synthesizing and consolidating research and reasoning towards a cumulatively 

improved framework. External incentives and internal drivers are assessed using a strategic 

intent perspective (SIP) to argue for DI as a rational tool of CMNEs. Further, external incen-

tives and internal drivers are clustered according to dynamic capabilities (DC) of the firm, to 

acknowledge the dynamism and competitiveness within disruptiveness. Despite the compre-

hensive theoretical reasoning, the framework is geared towards practitioners and thereby fo-

cuses on factors that are easy to observe to be distilled into actionable advice. 

 

 

6.1 Justifying the need for a more holistic framework composition 

This chapter aims to clarify the purpose, the proceedings and the general structure of the 

framework. The majority of current research streams around disruptiveness have mostly 

framed and conceptualized disruption by answering two questions: first, why do incumbent 

firms fail; and second, how can a certain technology with inferior performance capture the 

market.  (e.g. Christensen / Raynor, 2003; Gilbert, 2003; Henderson, 2006). Within their re-

flective review of DI theory Yu and Hang (2010) identify four literature streams of what ena-

bles disruptiveness: the internal perspective of the firm, the contextual perspective, the mar-

keting perspective and the technology perspective. On the one hand, this myriad of angles to 

look at disruptiveness shows the scholarly interest and practical relevance, as well as the di-

versity of related constructs of that topic. On the other hand, it exemplifies the fragmentation 

in research and therefore the urgent need for consolidation of research streams on common 

ground. 

 

A small number of researchers have made first practitioner-focused, but incomplete attempts 

to create such a framework for ex ante prediction of disruptiveness (see appendix 3). The 
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majority of existing approaches follows the disruptiveness process and / or disruptive trajec-

tories in identifying the potential of disruptiveness. Only one of the existing approaches fo-

cuses on an assessment on individual firm level instead of the more theoretical industry ob-

servation. None of the approaches is geared towards EMNEs to capture the unique setting, 

development and impact. Rightfully that stream of research stems on the plethora of reviews 

on what constitutes to firm innovation success in general (mostly RI and incremental innova-

tion) but yet still has failed to combine the two elementary findings:  

 

1) The increasingly open, geographically dispersed and fast-paced business environment 

makes fundamentally new demands on firms within the global marketplace. 

2) It is less the individual innovation that secures superior enterprise performance, but 

much more the ability of firms to innovate within (create and continuously reconfig-

ure) their business model. 

 

Both findings have been raised as issues in chapter 5. DI as a highly dynamic type of business 

model innovation is convincingly positioned between these two findings. Responding to these 

findings requires including both descriptive (why DI occurs) and normative (how DI pro-

ceeds within organizations) frameworks to dynamically capture external incentives and op-

portunities as well as internal intentions and capabilities. Given that, up to this point there 

exists no framework that holistically captures the potential of disruptiveness and DI as a tool 

for late-coming CMNEs. In that understanding, disruptiveness and DI are much more two 

sides of the same coin. To close this gap this paper aims to assess the disruptiveness potential 

following a SIP to reflect the strategic dimension and therefore enhancing existing approach-

es in the following way: 

 

a. Consolidating existing theories on disruptiveness on common ground, to define dis-

ruptiveness as an outcome of superior firm performance, enabled by DI as a tool for 

late-coming CMNEs 

b. Building up a framework from a SIP containing both inductive and enabling factors, 

both external and internal, of DI and disruptiveness 

c. Adding an operationalization of disruptiveness to demonstrate the industry impact and 

validate the framework itself 
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6.2 Illustrating the general framework structure 

Using a SIP this paper postulates that CMNEs employ DI as a strategic tool to catch up and 

leapfrog competitors. Further this paper argues that DI allows CMNEs to leverage both mar-

ket-based and institutional opportunities, while achieving competitive goals on firm and in-

dustry level, ranging from the buildup of knowledge and value chain capabilities to interna-

tionalization. By that, DI by CMNEs is shaped by the firm’s external context but more im-

portantly reflects a strategic goal based on rational decisions. Overall the framework has the 

intention of presenting DI in a different light and point out various roles of DI for late-coming 

CMNEs beyond the obvious, yet still revolutionary good-enough innovation. The framework 

is presented in figure 2. 

 

 

Figure 2: Framework structure 

 

The SIP offers a unique research platform in regards to DI as a latecomer strategy, as it great-

ly acknowledges competitive advantage as a dynamic goal beyond internal capabilities and 

resources. Strategic intent was first introduced by Hamel and Prahalad (1989) as a firm’s fo-

cus and commitment to a long-term strategic objective. At the core of the SIP is the motiva-

tion of a firm to perform beyond its current capabilities. It affects and steers the vertical and 

horizontal build-up of capabilities and advantage building, and serves as a stable strategic 

target over time. In the authors view the fact that the ultimate target goes well beyond more 

static feasibility studies and competitor analysis constituted an important element of the rise 

of Japanese firms over the West. A similar approach has been chosen by Rui and Yip (2008), 
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who in that way positioned M&A activities by CMNEs as a strategic tool. By that, the SIP 

fits well as a paradigm to assess the disruptiveness of CMNEs based on three arguments: 

 

1) CMNEs engage in DI based on rational and strategic choices rather than on capabil-

ity constraints or merely institutional opportunity 

2) CMNEs leverage DI within their context to offset capability disadvantages, thus gain-

ing competitive advantage over time 

3) DI serves as the tool to achieve the strategic intent as it tends to be overlooked by in-

cumbents. 

 

The SIP makes the essential transition from a static to a dynamic view of a firm’s competi-

tiveness, as it postulates that competitive advantage can be build up over time. The SIP is 

thereby an early predecessor of dynamic capabilities (DC) (cf. Teece et al., 1997) that re-

placed the more static resource-based view (RBV) (cf. Barney, 1991) as the key concept for 

competitive advantage. While the RBV focuses on a firm’s resources to be valuable, rare, and 

impossible to imitate and substitute (Barney, 1991), the DC view explains organizational rou-

tines, or the firm’s ability to sense and seize opportunities and to create, deploy, protect and 

reconfigure assets that secure superior business performance in the long run (Teece, 2007). 

Although the RBV recognizes the importance of capability building (Teece et al., 1997) the 

DC view goes further and regards business model innovation as DC and as essential for supe-

rior enterprise performance in a rapidly changing business environment (Teece, 2010). There-

fore DI serves as a platform for DC of CMNEs, and, arguing from a SIP, is used strategically 

to gain competitive advantage. Combined,  the following DC, as outlined by Teece (2007) are 

mutually enforcing with DI as business model innovation: the sensing and seizing of oppor-

tunities (more externally), the development of technological capabilities through technology 

transfer, the upgrading of processes further along the value chain and, outside of the DC view 

but to underline the global impact, the internationalization of CMNEs. 

 

 

6.3 Framework development 

The following criteria draw largely on implications from chapter 3 and 4, and are therefore 

mentioned briefly, to avoid repetition. They are further enhanced from a SIP. The chapter 

explicitly does not provide an exhaustive list of attributes behind the various DC factors but 
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places greater focus on outlining their relationship towards DI and disruptiveness from a 

birds-eye perspective. For better practicability and conciseness, a summarized list of specific 

attributes can be found at the end of each DC subchapter, and chapter 7 approves the practi-

tioner-orientation of the framework by applying it on a selected case study. 

 

 

6.3.1 Opportunity sensing and seizing 

The importance of external conditions for competitive and technological change has been 

repeatedly remarked. Chesbrough (1999) assessed the external environment to explain the 

performance variance between disrupted incumbents in his comparative study of the Europe-

an, Japanese and US hard disk drive industry. Also Tellis et al. (2009) put emphasis on the 

external context while at the same time underlining the interplay between the firm and its 

context as drivers for RI across nations. The view first turns to the institutional environment 

of CMNEs to engage in DI before assessing the market environment. 

 

 

6.3.1.1 DI as a mode to leverage the institutional environment 

China’s institutional setting is a rich basis for CMNE’s strategic choices. Following Li and 

Kozhikode (2008) the institutional context of CMNEs is defined by regulative, normative and 

cognitive institutions. It is not adequate to illustrate a comprehensive institutional setting, as 

the role of institutions in China varies across regions and areas (Luo, 2007) and across firm 

development from start-up state to a mature state of the CMNE (Tzeng et al., 2011). Yet on a 

general level it can be carefully argued that regulatory institutions are interventionist, sup-

portive and protective of key industries, affecting property rights, capital markets, cost struc-

tures, infrastructure and other aspects, but intend to move towards a more deregulatory and 

open regime. Further, the government participates actively in the market by owning enter-

prises and business projects. In relation, the normative and cognitive institutions play a less 

visible, yet equally important role through business and political ties based on the CMNE 

environment’s cultural tradition (Sheng et al., 2011). The notion of guanxi in Chinese society 

entails political and business ties with various market players, and goes further than the emi-

nent believe of the importance of political connections: business networks now have a greater 

importance with the transition of the government’s role from guiding to facilitating economic 

activities (Sheng et al., 2011). Therefore normative and cognitive institutions are strongly 
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correlated to the regulatory environment. In relation to DI guanxi leverages (and eases) ac-

cess to state-supported research, strategic autonomy despite state involvement to dynamically 

respond to market needs, shortcuts to state-owned scarce (natural) resources and support to 

build up capabilities and performance over time through protectionist measures (Sheng et al., 

2011). However, the low-cost resources and incentives through institutions discourage in-

vestment in rather uncertain R&D investments (Tellis et al., 2009) and regulatory reliance 

reduces the willingness to innovate (Sheng et al., 2011). Further, lacking intellectual property 

rights discourages firms from R&D (Biediger et al., 2005), and in turn initially leads to a 

preference of imitation over indigenous innovation in the first place (Li / Kozhikode, 2008: 

432). 

 

Proposition 1:  CMNEs engage in and use DI as a risk-avoiding mode to leverage the insti-

tutional environment, characterized by the support and protection of key 

industries with low-cost resources and incentives. 

 

 

6.3.1.2 DI as a mode to leverage the market environment 

As outlined in detail in chapter 3.3 DI gains traction at the low-end market and gradually 

shifts into the mainstream segment. What to look out for is initially an opportunity in the 

marketplace, characterized by a previously unprofitable customer segment of customers 

without the necessary financial resources or access (Rafi / Kampas, 2002: 116), respectively 

an over- or unserved market segment, as outlined in chapter 3.3. The market context of 

CMNEs is distinctive and characterized by the majority of consuming units coming from the 

lowest to low-income households, as outlined in chapter 4, which is positively correlated to 

price consciousness within the respective customer group. Further, the ease of diffusion is 

affected by the level of (cultural) disparity between customers in the market, which ultimately 

affects the prospective market size. From a very general viewpoint the market context of 

CMNEs is characterized by its scale, as the customer base is relatively coherent for its size, as 

well as its economic intensity, and driven by the institutional environment (Tse, 2010: 7f.). 

Drastic growth rates and changes in demand also drive technological change, creating a mar-

ket environment of high technological turbulence (Sheng et al., 2011). From a SIP late-

coming CMNEs strategically leverage customer asymmetries between the emerging domestic 

and the established global market to gain an initial foothold. 
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Proposition 2:  CMNEs engage in and use DI as a mode to leverage the market environ-

ment, namely the large untapped lower-end market and customer prefer-

ences for offers with a higher value-to-cost ratio. 

 

 

6.3.1.3 DI as a mode to leverage firm-specific advantages 

Though late-coming CMNEs lack particular ownership advantages they do not seek to offset 

their competitive disadvantage by engaging in DI. This paper argues that disadvantages are 

overshadowed and become irrelevant at first, as DI much more allows CMNEs to leverage 

their firm-specific advantages and, in line with the SIP, stretch current capabilities beyond the 

status quo. Zeng and Williamson (2003) similarly postulate that internationalization by 

CMNEs is a means to leverage their competitive advantage. Following Rui and Yip (2008) 

chapter 4 pointed out several CMNE-specific advantages, stemming from their high produc-

tivity-to-cost ratio and specialization in labor-intensive manufacturing. Further the supportive 

regulatory environment, as pointed out in chapter 6.3.1.2, provides low cost of finance for 

scaling-up existing production lines
21

, (knowledge) asset acquisition and international expan-

sion. To tap those advantages DI is a rational innovation choice as it starts at the lower per-

formance end, e.g. by stripping down existing technology, is therefore less research-intensive 

but much more gains power through its scalability and has a faster go-to-market time. By that 

it enables CMNEs to focus on short-term gains and leverage financing economies of scale. 

 

Proposition 3:  CMNEs engage in and use DI as a mode to leverage firm-specific ad-

vantages, which mainly provide them with low cost of production, finance 

and scale. 

 

 

6.3.1.4 Contributing factors of opportunity sensing and seizing 

As stated in the introduction of chapter 6.3 a (non-exhaustive) list of contributing factors be-

hind the respective DC areas concludes the respective subchapter. Table 2 provides a sum-

                                                 

21 As recently pointed out by Bloomberg (2011), China Development Bank agreed to offer a $30 billion credit line to 

Huawei customers. This low cost of financing is mainly used as an incentive for international customers. 
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mary of contributing factors behind the institutional and market environment and firm-

specific advantages:  

 

 

Table 2: Contributing factors behind opportunity sensing and seizing 

Cluster Contributing factors Association with DI

Business and governmental ties

e.g. state involvement / ownership, existing ties through former 

firm structure

Provides preferred access to suppliers and favorable supply 

contracts, (financial) resources and customers

Declared long-term commitment to industry build-up

e.g. linking industry development to national goals

Enables the CMNE to focus on long-term ambitions instead of 

short-term gains

Financial resource allocations / subsidies into industry

e.g. creating infrastructure through state involvement

Opens a "window of opportunity" by providing (financial) 

resources to support the (resource-limited) CMNE in a variety 

of ways

Financial support for technology acquisition

e.g. financial support, business relations

Enables the CMNE to skip initial research and provides a fast 

time-to-market

Market entry barriers for incumbents

e.g. local content requirements, preference for local / state-

owned suppliers

Provides a "breeding ground" for CMNEs to improve on 

performance and corporate maturity over time

Policies for demand security

e.g. customer rewards, mandatory demand

Guarantees stable revenue stream and initiates industry 

(company) growth despite performance gaps

Policies for end consumer price decreases

e.g. subsidies, tax deductions / incentives

Further amplifies the cost advantage of DI and thereby 

increases the overall utility for end consumers

Cluster Contributing factors Association with DI

Domestic market size

e.g. absolute number of customers, large key customers, state as 

a customer

Provides the CMNE with the opportunity for economies of scale

(Potential) Excess functionality of incumbent products

e.g. performance above market needs

Illustrates market demand for stripped-down, low-end 

products

High demand asymetry between domestic and incumbent 

customer groups

e.g. cost vs. quality value propositions, tastes and preferences

Similar to market entry barriers customer asymetries initially 

detain the incumbent to enter the market

High demand symetry between domestic customer groups

e.g. same value proposition & preferences

Allows the CMNE to focus on and improve within a limited set 

of customer needs before diversifying and broadenng the 

product portfolio

Previously unprofitable customer segments

e.g. market in its infancy, no value propositions except cost

Related to the existence of a low-end market, where the 

margin squeeze provides potential for low-end products

High price conscience

e.g. large share of low-end customers, low willingness / ability 

to pay

Provides the CMNE to enter the market from the low end

Enables the CMNE to leveragethe contextual and firm-specific 

low-cost structure

Cluster Contributing factors Association with DI

Access to existing sales channels

e.g. customer relations, state as a customer

Accelerates go-to-market time by providing an initial project 

pipeline

Access to existing supply chain

e.g. locational proximity of suppliers through industry cluster
Accelerates go-to-market time by leveraging existing resources

Leverage of low-cost resource pool

e.g. availability of low-cost resources, pivotal role of low-cost 

resources

Enables the CMNE to profitably compete in low-margin 

segments

Low cost of finance / need for large capital investments

e.g. access to government capital, preferential credit lines with 

banks

Enables the initial start for larger-scale manufacturing and 

supports the (resource-limited) low-end market with financing 

solutions

Scaleability of production

e.g. manufacturing experience, available resources

Provides potential for economies of scale to profitably 

compete in low-margin segments

Opportunity sensing and seizing

Institutional environment

What regulateive, 

normative and cognitive 

institutions are in place that 

initially enable / push the 

incumbent towards DI?

Market environment

How favorable is the market 

environment for the DI-

pursuing CMNE despite 

performance gaps?

Firm-specific advantages

What firm-specific 

advantages can be 

leveraged to gain 

competitiveness in the 

unique environment?
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6.3.2 Internal capability development and upgrading conditions 

Having described how DI enables CMNEs to sense and seize external and internal opportuni-

ties to gain competitive advantage over time, the focus now turns towards DI as an initiator of 

internal capability development and upgrading, as late-coming firms CMNEs are pressured 

by global competition to acquire, develop and upgrade a range of capabilities (Deng, 2004; 

Rui / Yip, 2008). The two central capabilities to develop with DI are technological and pro-

cess capabilities, while internationalization takes a supportive role within the framework. 

 

 

6.3.2.1 DI as an initiator of the build-up of technological capabilities 

As outlined before CMNEs as latecomers are significantly behind the technological frontier 

in terms of their technological capabilities as an internal and external aggregation of 

knowledge over time, as outlined in chapter 3.5 and chapter 3.6. Furthermore, they are initial-

ly discouraged from investing in R&D as external acquisition of knowledge provides a fast 

and efficient boost for business (Luo / Tung, 2007), further amplified by low cost of finance, 

as discussed previously. As DI requires incremental improvements to sustain and capture the 

market, it enables the CMNE to upgrade technological and innovation capabilities rather over 

time than instantly, combining acquisitions of knowledge and entities through external alli-

ances with the development of in-house capabilities (cf. Christensen / Overdorf, 2000; Fan, 

2006). Although the development of in-house R&D, and thereby innovation capability, is a 

key driver of competitiveness for late-coming CMNES (Fan, 2006), in a dynamic DC per-

spective it only takes the second place. Reaching back to chapter 3.6 Wei et al. (2005) point 

out that technological capabilities evolve from the ability to monitor, acquire and assimilate 

knowledge to gradual process innovation and, over time, indigenous technological innova-

tion. In that line DI tends to increase a firm’s absorptive capacity
22

, or the firm’s ability to 

deal with external knowledge (cf. Cohen / Levinthal, 1990), and by that accelerate a firm’s 

technological capabilities along the trajectories. By that, technological capabilities refer to 

both disruptive and latecomer theory: from a disruptive theory perspective, they refer to dis-

ruptiveness as a continuous variable, fostering continuous improvement over time to reach 

                                                 

22 Absorptive capacity itself is a one of the central concepts in management and has a rich body of underlying theories (see 

e.g. Volberda et al., 2010 for a recent review on related fields). To achieve a more practical focus though, this paper takes 

the basic idea, a firm’s ability to leverage external knowledge, and its tangible factors that are easy to observe from outside 

the organization. 
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the mainstream market (see chapter 3.2.1 and Tushman, 1997); from a latecomer perspective, 

technological capabilities are related to the late coming firm’s necessity to update or recon-

figure its knowledge base and processes (Li / Kozhikode, 2008). DI enables the firm to learn 

while putting monitored or acquired knowledge into new use and reconfiguring its business 

model around and according to the improving knowledge base. 

 

Proposition 4: For CMNEs the bottom-up performance trajectory of DI initiates a devel-

opment of technological capabilities and an improvement of the firms rela-

tive knowledge position over time. 

 

 

6.3.2.2 DI as an initiator of the build-up of value-chain capabilities 

As mentioned in chapter 5.3 CMNEs initially specialize on certain (low-value-adding) parts 

of the value chain, namely production and delivery, as a rational decision to leverage their 

relative cost advantage. Yet naturally CMNEs aim for develop capabilities further along the 

value chain, both upstream by developing better monitoring and R&D, and downstream by 

gaining experience in (international) customer support and marketing (e.g. Khavul et al., 

2010). Christensen and Overdorf (2002) termed this development capability migration as 

firms shift from competing on different stages to competing on the same stages over time. 

This also goes along with a deeper integration in GPNs and GINs as their current portfolio of 

(non)-cooperation is limited to make-or-buy-decisions (Wei et al., 2005; Xie / White, 2006: 

239). While from a competition point of view incumbents would aggressively respond to ca-

pability migration, the fact that CMNEs are devoting their resources towards DI tends to 

blind incumbents for the increasingly fierce competition, following the same reasoning as 

behind the innovator’s dilemma. 

 

Proposition 5: For CMNEs the pursuit of DI enables and requires deeper integration 

and capability migration within the value chain, both upstream and downstream over 

time. 
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6.3.2.3 DI as an initiator of internationalization capabilities 

The internationalization of EMNEs in general can be traced back to a multiplicity of motiva-

tions and drivers, but is usually explained by acquiring strategic resources and reduce institu-

tional constraints from their domestic market (cf. Luo / Tung, 2007), and in regards to the 

CMNE environment the desire to gain entrepreneurial and management freedom as a cultural 

trait (Child / Rodrigues, 2005). From a latecomer and SIP perspective, internationalization 

serves as an offsetting of disadvantages and requires significant development and upgrading 

of DC, and therefore the business model (Khavul et al., 2010). The connection of internation-

alization and DI is multi-facetted, with internationalization being more the corollary towards 

global disruptiveness. First, for external technology transfer or acquisition of critical assets in 

the initial stages of the firm’s DI, as mentioned before, CMNEs are often bound to engage in 

outward investment (Luo / Tung, 2007). Second, following the disruptiveness performance 

trajectory, disruptive CMNEs gain access to mainstream customer segments beyond the do-

mestic market. It therefore can be postulated that, coming from the undervalued and over-

looked low-end segment, disruptive CMNEs enjoy lower entry barriers from a customer per-

spective, compared to CMNEs competing directly with foreign incumbents. Internationaliza-

tion fulfills “global ambitions” (Rui / Yip, 2008: 221) and increases the firms knowledge base 

– killing two birds with one stone. In this context the question after the egg preceding the 

chicken is appropriate, yet it shall be argued that from a SIP disruptiveness and international-

ization are mutually enforcing developments. 

 

Proposition 6: For CMNEs the pursuit of DI serves as an initiator and enabler for and 

/ or often goes along with internationalization activities of the firm. 

 

 

6.3.2.4 Contributing factors of capability development and upgrading 

Following chapter 6.3, Table 3 presents a summary of contributing factors behind capability 

development and upgrading and their respective relation to DI. 
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Table 3: Contributing factors behind capability development and upgrading 

 

 

 

 

 

 

 

Cluster Contributing factors Association with DI

Build-up of independent R&D

e.g. increase in R&D spendings, increase in R&D staff

Platform for performance improvement and independent 

product development

Customer and market diversification

e.g. high-end technology development, learning from 

established markets

Illustrates the strategic intent to grow beyond the domestic 

market and low-end customer segments

Focus on intellectual property rights

e.g. increasing applications of protective patents

Stepwise development of indigenous research and improved 

focus to internalize technological values

Human resource development

e.g. corporate training programs, build-up of support staff

Enables employees to grow and mature with the CMNE, 

support staff increases knowledge of externally acquired 

technology

Product introductions / improvements

e.g. increased performance, quality, applicability

Illustrates performance improvement and ambition to grow 

beyond the initial DI

Technological partnerships

e.g. horizontal integration, acquisition of former license 

partners

Shifts the strategic attention from simply using to acquiring, 

owning and jointly developing technology as a platform for 

performance improvement

Cluster Contributing factors Association with DI

Capacity enhancement

e.g. build-up of production capacity, increase in sales employees

Illustrates CMNEs long-term commitment, market acceptance 

and establishes economies of scale

Increased share of in-house capabilities

e.g. in-house manufacturing of formerly licensed core products

Illustrates company maturity and shift from deploying to 

generating and owning knowledge

Increased upstream and downstream market proximity

e.g. development of service and marketing entities, supplier 

relationships

Illustrates company development and strategic importance of 

learning

Interdepartmental cooperation

e.g. market-based product development, sourcing cooperations
Fosters performance improvement

Strategic sourcing decisions

e.g. vertical upstream integration

Lowers investment risk and improves the CMNE's position in 

the value chain

Cluster Contributing factors Association with DI

Attractive product portfolio

e.g. market-specific product development, performance 

increase

Illustrates CMNE's increased knowledge position and 

increased mainstream attractiveness of the initial DI

Initial foothold in established markets

e.g. sales representatives, project pipeline

Illustrates company and product maturity and serves as a 

platform to globalize capabilities

Internationalizing of staff and production

e.g. share of foreign (non-Chinese) employees, share of global 

production

Illustrates performance development towards acceptance in 

global markets

Stepwise development into adjecent markets

e.g. supplier agreements, capacity set-up

Leverages the attractiveness of DI for other adjacent low-end 

markets and serves as a platform for initial 

internationalization experience

Value-chain capabilities

How does the CMNE 

increase and deploy internal 

and external capabilities 

along the value chain?

Internationalization 

capabilities

What drives and enables 

CMNEs to grow outside their 

domestic market?

Technological capabilities

How does the CMNE's 

technological ambition 

translate into an increase in 

technological capabilities?

Capability development and upgrading
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6.4 Operationalizing and validating disruptiveness 

Having outlined the various antecedents and DC in regards to DI and CMNEs this paper now 

elaborates on disruptiveness as the outcome of DI. Danneels (2004) states that to fully under-

stand and grasp the phenomenon of disruptiveness one needs to operationalize the construct. 

There have been efforts to assess disruptiveness from a technological viewpoint, but those 

studies focus on disruptive technology and aim to answer the question, when and if a certain 

technology is disruptive, instead of assessing disruptiveness as an outcome of firm capabili-

ties, activities and its context (e.g. Adner, 2002; Ganguly et al., 2010; Schmidt / Druehl, 

2008; ). A plausible solution is to avoid narrow conceptualization of disruptiveness but to 

identify a set of dependent variables, rooted in the respective firm’s business model. This 

paper argues that disruptiveness is a multidimensional construct of the relative competitive 

position of the respective firm. The increasing competitiveness of the firm through DI is cap-

tured in (1) economic terms by outperforming incumbents and (2) technological terms by 

catching up to incumbents in technological capability and focus, with the second notion being 

more specific to late-coming CMNEs with innovation ambition. This paper therefore propos-

es to operationalize disruptiveness by using two defining outcomes of disruptive innovation: 

the change in a firm’s competitive economic position and its competitive knowledge position 

relative to a reference set of one specific incumbent or the industry. To increase practical rel-

evance for both the insurgent and incumbent firm, both constructs are hands-on and easily 

assessable from the outside.  

 

 

6.4.1 Operationalizing the competitive economic position of the CMNE 

To measure the implications of disruptiveness on business performance of the firm, a number 

of metrics can be used for both academic and practical relevance. The metrics have to be rel-

evant from both a disruptiveness and CMNE perspective, capturing both the development of 

the firm and the competitive change in the industry. This paper proposes to measure the im-

pact of disruptiveness on business performance using relative market ratio (RMR). Market 

share is a frequently utilized variable to depict the outperforming of incumbents and to high-

light disruption within an industry (e.g. Spitz / Hunter, 2005: 169; Schmidt / Druehl, 2008: 

361). Increasing market share (within a certain segment) points towards disruptive innova-

tions gaining foothold in the market (segment), and in turn the firm advancing in market 

dominance and competitiveness. Disruptiveness is a relative and process-based construct, as 
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mentioned in chapter 3.2.1 as the incumbent loses market share while the insurgent company 

gains. Therefore relative market ratio covers the spread between the CMNE’s and incum-

bent’s market share over time: 

 

    (    )                             
                    

                         
  

 

Proposition 7:  Disruptiveness occurs when the RMR of the CMNE over a specific 

timeframe is > 1 (meaning the CMNE market share is larger than the in-

cumbent’s market share). The larger the value of the RMR the higher is the 

degree of disruptiveness. 

 

The RMR aims to capture and validate the superior firm performance as a result of disrup-

tiveness. This paper deliberately refrains from using profitability measures: higher margins 

may not ultimately lead to higher profitability as the firm might utilize current profits to in-

vest (Grant, 2005: 211), and therefore don’t necessarily correlate with an increase of the firms 

competitive economic position.  

 

 

6.4.2 Operationalizing the competitive knowledge position of the CMNE 

As elaborated chapter 6.3.2.1 about the buildup of technological capabilities, a firm’s 

knowledge position in the marketplace is its relative ability over time to generate and deploy 

knowledge and refers to the notion of latecomers’ technological deficits, as outlined in chap-

ter 3.5 and 3.6. For a practitioner-focused and hands-on operationalization this paper deliber-

ately refrains from using knowledge variables that are hard to impossible to observe from the 

outside. The insurgent firm’s competitive knowledge position can be regarded as a feature of 

sustainable growth and firm development by utilizing DI as a tool to catch up. The firm’s 

R&D expenditures relative to the firm’s revenue can serve as a straightforward measure of a 

firm’s knowledge position. As mentioned by Li and Kozhikode (2008), R&D investments in 

a broader sense also include acquisitions and investments in business entities related to R&D 

efforts, research partnerships and institutional sponsorships, which gives this measure a quan-

titative and qualitative connotation. Similar the measure is operationalized in relation to the 

respective incumbent as the relative knowledge ratio (RKR) to assess the spread between the 

CMNE and the incumbent: 
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    (    )                            
                                    

                                         
  

 

Proposition 8:  Disruptiveness occurs when the RKR of the CMNE over a specific 

timeframe is > 1 (meaning the CMNE R&D expenditures relative to its rev-

enue are larger than the incumbent’s). The larger the value of the RKR the 

higher is the degree of disruptiveness. 

 

The RKS aims to capture and validate the increased focus on technological capabilities of 

disruptive firms over time, as outlined in the previous subchapters on capability building and 

upgrading. 



Chapter 7  Goldwind: a triple-digit growth story revisited 

Maximilian Hinz  Page 56 of 99 

7 Goldwind: a triple-digit growth story revisited 

When the wind of change blows, some build walls, others build windmills. 

Chinese proverb 

 

Despite the focus on theory building this paper places great value in testing the reliability of 

the framework within a case study. If a framework is not able to reliably explain the phenom-

enon within a certain industry, an exertion to other situations is not possible. Therefore the 

chapter puts the framework into practice, namely the wind industry. Xinjiang Goldwind Sci-

ence & Technology Co., Ltd. (Goldwind) has more than 12 years of wind turbine generator 

(WTG) production business in China, the longest amongst its local peers. This case assesses 

and demonstrates the potential of disruptiveness for the global marketplace as well the role 

that DI plays for Goldwind’s exceptional development to become one of the largest players 

globally. 

 

 

7.1 Industry background 

With rising public and governmental concerns on emissions and their backdrop and effect on 

energy security and demand, governmental support and economic incentives, the global wind 

power industry has demonstrated accelerated growth in recent years, with 38.3 Gigawatt 

(GW) of new wind capacity installed globally in 2010 alone (GWEC, 2011). By that the in-

dustry follows a growth streak of CAGR 27.97 percent from 2000 to 2010 in terms of total 

installed capacity, and is expected to grow further by a CAGR of 18.4 percent globally until 

2015 (GWEC, 2011). Backed up by ambitious government goals and commitment, the Chi-

nese market has successfully emerged to be the leading global investor in the industry, with 

the country’s wind energy capacity doubling every year from 2005 to 2010 (GWEC, 2010) 

and overtook the US in terms of cumulative installed capacity with a 21.8 percent market 

share (GWEC, 2011). Not only is the relatively young and maturing industry a showcase of 

rapid growth and increasing importance of the Chinese market, but also one of pervasive 

changes in technology and market structure, vertical integration and increasing global scope 

of the industry’s original equipment manufacturers (OEMs). From a technical perspective 

uncertainty arise due to a lack of a common model standard, as OEMs are subdivided be-
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tween either pursuing a gearbox or a gearless direct-drive permanent magnet solution
23

. More 

recently another spread exists between onshore and offshore wind turbine suppliers as they 

are faced with vastly different technological challenges and higher installation costs for the 

latter. Market and customer demand, regulatory frameworks and commercial relationships are 

highly differentiated between established (e.g. Europe and the US) and establishing markets 

(e.g. Asia Pacific), (MAKE, 2011a). While the industry was regionally segmented and domi-

nated by a few manufacturers around the incumbent Vestas in the early days, market concen-

tration has decreased significantly over the years
24

. Industrial conglomerates like General 

Electric Samsung and Siemens experienced growth supported by their vast financial and 

technological resources, and also suppliers from emerging economies advanced into the glob-

al marketplace. The latter over time entered and intensified global competition based on pre-

ferred access to a vast domestic market, significantly lower unit cost through technological 

inferiority and a resulting margin squeeze. Their bottom-up development makes them a fit-

ting subject to be assessed via the disruptiveness framework. 

 

 

7.2 Company background 

Goldwind started its WTG manufacturing business as XJ New Wind in 1998, earlier than all 

its peers in China, under majority ownership by the PRC
25

 (Goldwind, 2011). Over the years 

the company developed into the fourth-largest supplier in the world (global market share of 

10 percent) and the second largest supplier in the PRC (market share of 20 percent), in terms 

of newly installed capacity in 2010 (MAKE, 2011a). The steep increase in global market 

share was attended and facilitated by a phase of above average revenue growth: the compa-

ny’s revenue doubled for nine consecutive years from 2000 on (China Daily, 2009). The 

company started WTG manufacturing as a licensee of the German-based Jakobs Energie 

GmbH (Jakobs). Facilitated and reconfirmed by the commercial success of the company’s 

current 1.5 Megawatt (MW) main product and its 750 Kilowatt (kW) predecessor, Goldwind 

completed a 70 percent acquisition of Vensys Energy AG (Vensys) in Q1 2008 (Goldwind, 

2011) and also advanced in gaining corporate maturity on other dimensions: over time the 

                                                 

23 Direct-drive permanent magnet full power rectification technology consists of a wind-driven rotor turning a permanent 

magnet synchronous generator, which does not require a gearbox to operate. The various advantages and disadvantages 

between the rival technologies will be revisited in chapter 7.3.2. 
24 The five-firm concentration ratio (the market share held by the five largest firms in the industry) decreased from 81.9 

percent in 2004 to 52.2 percent in 2010. The calculations can be found in appendix 4. 
25At that time, the company was owned 90% by Xinjiang Wind Power Co., Ltd, which was owned by Xinjiang State-owned 

Assets Supervision and Administration Commission, and 10% by four individuals (Citi, 2010). 
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company streamlined its system integration business model
26

 and increased vertical integra-

tion, completed the design and production of a 2.5 MW direct-drive WTG and further proto-

types, expanded production capacity and from 2007 onwards forayed into wind farm invest-

ment and development which ultimately served as a vehicle for building up an overseas track 

record and diversifying from the domestic market. Underlined by the Hong Kong initial pub-

lic offering (IPO) in October 2010, following the (Chinese) public listing on the Shenzen 

Stock Exchange in 2007, Goldwind was able to develop a solid competitive position (Credit 

Suisse, 2010). Acknowledging the unique role and utilization of the step-wise internalized 

maverick direct-drive technology, this paper now aims to identify the company’s potential for 

disruptiveness, following the framework as presented in chapter 6. 

 

 

7.3 Assessing the disruptiveness of Goldwind 

To assess to what extent Goldwind leverages DI as a strategic tool to catch-up global compe-

tition it is important to clarify the specific DI and its type. The classification is based on the 

five key characteristics and two DI types as outlined in chapter 2.3. However, as DI is the 

puzzle piece that links opportunity sensing and seizing with capability development and up-

grading, and ultimately leads to disruptiveness, the specific DI hat hand will be explained and 

classified throughout the two DC fields. In its analysis the case stems on the contributing fac-

tors behind the DCs as presented in table 2 and 3. 

 

 

7.3.1 Opportunity sensing and seizing 

As previously outlined, DI allows the CMNE to effectively sense and seize the opportunities 

provided by the company’s specific environment. Following the framework, this paper now 

analyzes Goldwind’s situation regarding the institutional and market environment, as well as 

the firm-specific advantages, in particular at the time of the company’s founding, while spe-

cific developments over time are discussed in greater detail in the section on capability de-

velopment and upgrading. 

 

 

                                                 

26 System integration implies the design of own products and then outsourcing the majority of component production to 

ultimately integrate them into entire turbines. 
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7.3.1.1 The institutional environment 

The importance of policy making in renewable energy development from a regulatory view-

point has been outlined by several authors (e.g. Enzensberger et al., 2002; Lema / Ruby, 

2007), as well as its positive effect on establishing international competitive industries by 

supporting the national market (Lewis / Wiser, 2007). In its initial stage Goldwind started its 

commercial activities in the incremental phase of China’s wind energy development, as iden-

tified by Lema and Ruby (2007)
27

. Import exemptions and high prices for wind power were 

directly opposing the idea of developing a manufacturing industry, and 95 percent of all in-

stalled turbines were imported (Lema / Ruby, 2007).  However the window of opportunity 

opened up with the establishment of an RMB 60 million Renewable Energy Fund by the Chi-

nese government to foster renewable energy in general as part of the 9
th

 5-Year Plan, imple-

mented in 1996 (Lema / Ruby, 2007). Goldwind, acknowledging the government’s long-term 

commitment to renewable energy as a whole, leveraged the funding to enter a licensing 

agreement with the Germany-based Jakobs Energie GmbH in 1998 to manufacture the first 

600kW turbine in China
28

, and entered a second agreement with RePower in 2001 for a 

750kW turbine (Jensen, 2008). From a technological perspective both turbines were clearly 

inferior in its rated capacity as the traditional performance parameter compared to Vestas, 

which, by that time, was already offering a 2.0MW turbine (Vestas, 2011). However, trig-

gered by the regulative institutional environment, licensing from a second-tier firm rather 

than a market leader at that point in time was a rational strategic decision. First, (comparable 

to other developing industries of emerging economies) the institutional environment initially 

favored alliances with foreign companies that do not seek or were not able to develop direct 

access to the market based on firm-specific resource and capability constraints, like Jakobs. 

The government aimed to provide a breeding ground for domestic firms without presence of 

incumbents (Jones / Bouamane, 2011). As it was the government’s goal to build up a compet-

itive wind energy industry, foreign direct investment into China was not an option, even in 

case of a technology fit, as in Jakobs’ case. Second, although the supporting schemes by the 

government were not limited to one specific company, Goldwind’s license agreement made it 

the first company which possessed the necessary capabilities to leverage the institutional en-

                                                 

27 Lema and Ruby (2005) identify the initial (1986 – 1993), incremental (1994 – 1999) and coordinated phase (2000 – 2006). 

Please also refer to the authors for a comprehensive summary of the various policies subdivided into the specific phases. 
28 The chairman Wu Gang was recognized by the government as the leading expert in the field of wind energy by that time 

in China, as he was working in wind energy in Denmark since 1987 (HSCB, 2010). 



Chapter 7  Goldwind: a triple-digit growth story revisited 

Maximilian Hinz  Page 60 of 99 

vironment, as, by that time, no other Chinese company was able to develop and ramp up 

WTG manufacturing to a comparable scale (ADD). 

 

With that, Goldwind had a platform to further leverage supportive regulations, which were 

required to build up and expected by the industry. The government’s long-term commitment 

to wind power was manifested in the obligation for state-owned power companies to ensure a 

5 percent wind power share by 2010, and 10 percent by 2020 respectively (China Daily, 

2006).  Together with renewed power purchase agreements the regulatory environment creat-

ed a stable demand structure for both wind energy and turbines (Lema / Ruby, 2007). Further, 

the concession model for wind projects, effectuated by 2003, coordinated the market by in-

troducing share of local content (50 percent in 2003, 70 percent in 2004) and lowest energy 

priced offered, amongst others, as selection criteria for future wind projects (Lema / Ruby, 

2007). From a normative and cognitive point of view, clearly the fact that Goldwind was ma-

jority-owned by the PRC (Jones / Boumane, 2011) made the company a key beneficiary of 

regulatory institutions. Further, the state affiliation provided Goldwind with preferred hori-

zontal and vertical linkages (Mah / Hills, 2011), as outlined in chapter 7.3. Combined with 

the acquired lower-performing technology the institutional environment fostered an array of 

firm-specific advantages, as outlined later. 

 

Proposition 1:  Goldwind’s early access to Jakobs’ technology enabled the company to 

leverage the strongly supportive and protective institutional environment 

from its earliest development stage, which was further amplified by Gold-

wind’s strong governmental connections. 

 

 

7.3.1.2 The market environment 

Next to leveraging the institutional environment and firm-specific advantages (outlined next) 

the market environment was predestined to be targeted via DI. Goldwind entered the Chinese 

wind market when low wind tariffs created a high cost-consciousness as the prevailing cus-

tomer mentality (Liu / Kokko, 2010). Although the regulatory environment created a stable 

demand structure, as mentioned earlier, it further amplified the need for low-cost products on 

the market, often at the expense of energy productivity: wind projects were mainly supplied 

based on the lowest cost per MW produced and Goldwind’s 750kW unit was sold at a lower 
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per MW price than (international) competitors, based on firm-specific advantages as outlined 

next (Citi, 2010). The product fit manifested itself in market dominance: still in 2008, over 70 

percent of cumulative installed capacity was generated by turbines with a capacity lower than 

1.5MW (Liu / Kokko, 2010), which is regarded as the mainstream product in established 

markets since 2003 (Citi, 2010). Reaching back to DI characteristics, the commercial success 

from a market perspective can be linked to the fact that foreign incumbents failed to gain an 

initial foothold based on customer asymmetries: the emerging customer base in China at that 

point did not value the quality and efficiency proposition offered by foreign players, in favor 

of the cost proposition offered by Goldwind and, later, other manufacturers. Additional to 

being rather over-served by product offers from established wind markets, the Chinese mar-

ket was long regarded as not profitable for foreign firms and only recently became a key 

market for international expansion, mostly based on the stark increase in wind energy capaci-

ty from 2005 onwards compared to a rather insignificant amount of installations before 2005 

(ICTSD, 2011)
29

. Despite the strong market arguments for the success of Goldwind it is again 

necessary to accentuate the strong role of the state in generating demand and the preference 

of state-owned utilities for CMNEs, and thereby limiting supply to domestic players. 

 

Proposition 2:  With its initial high-utility product Goldwind managed to leverage the mar-

ket environment early on, which was, compared to established markets, 

characterized by cost-driven and relatively unprofitable customer groups 

with a high preference for local and low(er)-cost offers.  

 

 

7.3.1.3 Firm-specific advantages 

The fact that the initial acquired technology was conforming to DI characteristics as being 

inferior in rated capacity and efficiency as traditional performance measures in established 

markets, highly attractive to the low-end market and not attractive to incumbents from estab-

lished markets, also enabled Goldwind to leverage and further amplify its own firm-specific 

advantages as a CMNE. By leveraging the existing technology platform and initially focusing 

on manufacturing and a strong cost proposition, Goldwind gained a decisive edge in bidding 

for projects with a 20 – 30 percent lower offer compared to international competitors (Nomu-

ra, 2010). The cost advantage in WTG manufacturing as a labor-intensive industry mainly 

                                                 

29 Installed capacity in China totaled to346 MW in 2000, or 0.8 percent of the 42.3 GW installed in 2010 (see appendix 5). 
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stems from the large and low-cost talent pool and cheap metals supply (Chan et al., 2008) and 

although this is valid for other CMNEs in the industry, Goldwind had a first-mover advantage 

in this regard. Further, contrary to deep strategic alliances necessary to access leading-edge 

technology, Goldwind was able to uphold ownership in the majority of turbine components 

and intellectual property rights, while partnering in turbine design (Lewis, 2006). By that, the 

company was able to meet the local content requirements more quickly than western incum-

bents and Chinese counterparts and improved go-to-market time (Liu / Kokko, 2010). Last, 

and linked to the market environment, Goldwind like other CMNEs was better suited to serve 

the Chinese market, as it can be argued that small (and less powerful) turbines in high scale 

better fitted a market characterized by abundant land and resources, than the more efficient 

mainstream turbines from established, and land-wise limited, markets (Liu / Kokko, 2010). 

 

Proposition 3:  Goldwind combined market-based with firm-specific advantages by focus-

ing on cost and scalability propositions and gained market foothold 

through faster time to market compared to local competition.  

 

 

7.3.1.4 Interim findings and DI classification 

Referring back to DI mechanics and characteristics, presented in chapter 3.3, the following 

results can be adhered by now: 

 

 

Table 4: Classification of Goldwind’s DI strategy (1/2)  

Performance Price Time

1
DI is unattractive for the mainstream 

market

The mainstream (= more established) 

wind energy market was favoring higher 

performance (rated capacity) and 

efficiency based on vastly different 

market requirements and contextual 

settings.

n/a n/a

2a
DI is highly attractive for a previously 

over-served customer segment

Goldwind's lower-performance offerings 

met the market requirements to a larger 

extent than offers from incumbents.

Goldwind's offerings wer significantly 

cheaper on a cost / MW basis.
n/a

2b
DI is highly attractive for a previously un-

served customer segment

Together with the Chinese institutional 

setting, Goldwind's offerings initially 

targeted an emerging industry with 

limited demand in the beginning.

Goldwind's cost advantage made wind 

energy available to customers who 

initially lacked the necessary financial 

resources.

n/a

3

DI becomes attractive for the 

mainstream market over time in a 

bottom-up process

4
DI is not attractive for the incumbent to 

pursue

By that time incumbents in established 

markets were pursuing higher efficiency 

and output per turbine instead of trying 

to increase the product fit for customers 

in emerging markets.

From a market-perspective the lower-

performing DI was only possible in the 

non-profitable (and initially almost non-

existing) Chinese market.

n/a

5
DI fosters a market transition which the 

incumbent is unable to observe

to be discussed in chapter 7.3.2

to be discussed in chapter 7.3.2
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Together the institutional and market environment and firm-specific advantages argue for a 

relatively smooth foothold and main market entry, as illustrated by the vast consecutive 

growth rates of Goldwind. By now it might seem as if the initial licensing agreement with 

Jakobs was the DI and sole driver of Goldwind’s initial success, but one must not disregard 

the business model nature of disruptiveness and DI as a bottom-up process over time, as 

pointed out in chapter 3.2 and 3.3, respectively. Both factors will be discussed and argued for 

in detail in chapter 7.3.2. However this chapter already provided insights on Goldwind’s ini-

tial advantage, based on certain DI characteristics of Goldwind’s offerings.  

 

 

7.3.2 Capability development and upgrading 

Further, DI serves as the platform to develop and enhance specific capabilities not previously 

possessed or leveraged by the CMNE. Again, it is important to point out that the disruptive-

ness of Goldwind must not be assessed by simply regarding the acquired technology in com-

bination with low labor cost, but by assessing Goldwind’s development and enhancement of 

the company’s capabilities over time. Following the framework, the case now illustrates how 

Goldwind enhanced its technological, value chain and internationalization capabilities while 

developing competitive momentum through DI. 

 

 

7.3.2.1 Technological capabilities 

As mentioned in chapter 6.3.2.1, as DI is inferior in performance it pushes and enables the 

company to gradually increase a firm’s absorptive capacity in the sense that it leverages ex-

ternal knowledge to improve on technological capabilities. The necessity for technological 

capabilities is three-folded. From a technological viewpoint, a simple utilization of foreign 

technology provides initial competitive advantage, but Chinese conditions (in particular un-

certain wind patterns and sand erosion) require adaptation and further development for an 

increase in utilization rates (Liu / Kokko, 2010). From a market viewpoint, customer mentali-

ty matured along with the industry as a whole, and customer needs changed from focusing on 

pure cost per MW to the more efficiency-based measure cost per MWhour (Nomura, 2010). 

From a competition viewpoint, foreign incumbents over time started making inroads into the 

increasingly attractive and welcoming Chinese market, in particular since 2005 when growth 
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in installations started to increase significantly driven by effective government policy 

(Worldwatch Institute, 2011). 

 

At any rate, Goldwind was in the spotlight to develop and upgrade technological capabilities 

accordingly. While Goldwind acquired the technology for its 750kW model through licens-

ing, the company aimed to independently develop its MW-level WTGs. Based on extensive 

licensing experience and business relations with Jakobs
30

, Goldwind again applied a flexible 

acquisition method and in 2003 purchased a license from Vensys, a German-based pioneer of 

direct-drive WTG with industry-leading capability in this field, for their 1.2MW and later 

1.5MW model (Goldwind, 2011), and indirectly acquired 70 percent of the company in 2008 

(Jensen, 2008). From a SIP the strategic alliance with long-term commitment is regarded as a 

rational decision on many dimensions. While the company gained manufacturing experience 

with the 750kW model, no significant technological advancements were made by Goldwind 

prior to the Vensys alliance. Acknowledging the fact that it takes up to five years to develop 

in-house R&D capability to prototype stage in the wind industry (Credit Suisse, 2010), 

Goldwind needed to partner up to speed up the process. The new license entailed a switch 

from the previously discussed stall regulated (predecessor of gearbox) to direct-drive tech-

nology, with the latter being regarded as more reliable and efficient, but more expensive and 

riskier based on material supply (Morgan Stanley, 2010). From a mere technological view-

point, the question whether the technology is disruptive is disputed, but also misleading at the 

same time: reaching back to chapter 3.2 and 3.3 it is the company’s business model that ulti-

mately leads to the disruptiveness of a certain technology. The technology itself was inferior 

in capacity compared to established markets but superior in capacity compared to the domes-

tic market and also introduced a new set of performance features as it emphasized efficiency 

over pure productivity. 

 

Starting the build-up of technological capabilities almost from scratch, the timing was per-

fect: unlike the initial two agreements, the two offerings at hand were still in development
31

, 

and Goldwind had the chance to both increase their fit for the Chinese market as well as in-

ternalize proprietary knowledge over time via a joint development agreement. Following 

                                                 

30 Also business relations played a substantial role in acquiring the second license from Vensys, as the agreement was only 

made possible by the fact that Jakobs’ management board jointly came to Vensys and brought with them the necessary inter-

national contacts (Jensen, 2008). 
31 According to Goldwind Australia (2011) the first 1.2MW prototype was errected in 2003 in Germany and in 2005 in 

China, upscaling for the design phase of the 1.5MW turbine was completed in 2004 and the first joint models of the 1.5 were 

erected in China in 2007. 
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Lewis (2011), the agreement was mutually beneficial as the experience of both companies 

was complementary, without concerns for competition: at first the two companies separated 

between scalability of supply chain and manufacturing (Goldwind) and turbine design (Ven-

sys) expertise (Jensen, 2008) before the acquisition of Vensys in 2008 intensified the partner-

ship and over time increased knowledge sharing: the company initiated exchange programs 

between Vensys and Goldwind engineers and increasingly promoted top-notch graduate edu-

cation amongst its employees (Lewis, 2011). With the acquisition Goldwind now had direct 

access to technological capabilities exceeding those of its domestic peers, and Vensys bene-

fitted from Goldwind’s manufacturing capabilities (Citi, 2011). Vensys’ German-based R&D 

center, focusing on turbine design, complemented Goldwind’s two R&D centers in Xinjiang 

and Beijing in China with a staff of 400 R&D and technical workers by 2009 (City, 2010), 

The German-based center ultimately served as a platform for access and ownership of propri-

etary technologies and for joint development of turbine models beyond the 1.5MW, targeting 

both Chinese and international markets. The acquisition also amplified Goldwind’s absorp-

tive capability as it tapped synergy and a better understanding of the European wind technol-

ogy and European market preferences (City, 2010). This is a clear change of direction: initial-

ly Goldwind’s market and R&D strategy was exclusively focused on the domestic market, 

where the affiliation to the government-owned National Engineering Technology Research 

Center in Xianjing enabled Goldwind to build up learning networks with industries and uni-

versities (Mah / Hills, 2011). Driven by the need for product improvement and adaption to-

wards the Chinese market, Goldwind established increased linkages with both suppliers and 

customers to further improve on technological capabilities (Mah / Hills, 2011). The acquisi-

tion provided further access to a global learning network (Lewis, 2011) and underlined the 

company’s recent internationalization activities, as outlined in the internationalization sub-

chapter. 

 

Proposition 4:  With a flexible acquisition method Goldwind over time developed techno-

logical capabilities and significantly increased turbine performance by em-

phasizing knowledge sharing and ownership with its respective strategic 

partners.  
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7.3.2.2 Value-chain capabilities 

Goldwind’s development into a vertically integrated WTG manufacturer started with estab-

lishing China’s first large-scale wind turbine assembly plant in 2002 and completed its manu-

facturing layout in 2010, covering nine manufacturing bases with a capacity of 4.000 1.5MW 

units, also meeting the requirements for 2.5MW models (Goldwind, 2011). However more 

important than the ramp-up in manufacturing capacity is (1) Goldwind’s enhancement in 

manufacturing capabilities to secure and leverage cost competitiveness, and (2) the develop-

ment of capabilities both upstream and downstream of manufacturing. 

 

The enhancing of manufacturing capabilities entails both the improvement of supply chain 

relationships as well as in-house manufacturing of core components, with the ultimate goal of 

cost competitiveness. To stay cost competitive despite overall cost of the direct drive solution 

being 5-10 percent higher than the geared solution (Morgan Stanley, 2010), Goldwind 

acknowledged that a flexible balance between in-house production and outsourcing was 

needed. Selected initiatives include the acquisition of several domestic blade suppliers
32

 to 

initiate the in-house development of blade components, as well as a license agreement with 

Infineon in November 2010 to produce core components that have been supplied since 2007 

(Goldwind, 2011). Concerns on raw material supply, in particular rare earth, were initially 

met by long-term agreements with its two main suppliers, in one of which Goldwind bought a 

34 percent ownership (Credit Suisse, 2011)
 33

. Apart from the improvement of manufacturing 

layout and sourcing, Goldwind made bold moves to establish itself as an integrated WTG 

manufacturer
34

. In April 2007 Goldwind established Tianrun New Energy Investment Co. 

(Tianrun) as an investment holding, and subsequently Tianyuan Science & Creation Wind 

Power Technology Co. Ltd (Tianyuan) as the company’s service and transportation unit 

(Credit Suisse, 2010). Apart from diversifying revenue streams, both newly formed entities 

had a clear connection to the company’s capability development. With Tianrun Goldwind 

was able to offer turnkey solutions instead of turbine-only manufacturing and, supported by a 

US$ 6 billion credit line by the China Development Bank (Goldwind, 2011), to provide fi-

nancing and investment solutions overseas to establish a track record for the domestic-proven 

                                                 

32 Following Goldwind (2011) namely Xiexin Wind Power (Jiangsu) Co., Ltd and Xiexin Wind Power (Xilinhaote) Co. Ltd 
33 It has to be noted that the recent sharp increase in rare-earth prices is not considered in detail, as it significantly accelerated 

only in 2011, and therefore after the proposed timeframe under observation. As Credit Suisse (2011) points out, the supplier 

contracts with Jiangxi Jinli and Zhenghai Magnetic Material are not transparent enough to estimate the impact of the sharp 

rare earth price increase. 
34 Please refer to appendix 6 for an overview of Goldwind’s integrated business model. 
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but internationally untrusted technology. Tianyuan complemented the company’s develop-

ment of R&D capabilities with enhanced customer relationships. Together, Goldwind was 

able to position itself ahead of its domestic competition by providing offerings along the val-

ue chain, ranging from WTG design to manufacturing to wind power investment up to opera-

tion & maintenance service. 

 

In sum with the balance of in-house and outsourcing decisions, Goldwind transformed its 

overall business model towards a deeper integration into the value chain, from merely being a 

manufacturer or pre-designed turbines. By that, the company was able to leverage the in-

creased performance of its direct-drive solution and offset the technology’s disadvantages, 

mostly higher cost and supply risks, with its secured firm-specific advantages. The integrated 

business model, covering multiple aspects of the wind power industry value chain not only 

provided synergies among the business units (as pointed out in vertical relationships with 

customers and suppliers earlier) (City, 2010), but also served as the necessary vehicle for the 

core technology to reach its full market potential.  

 

Proposition 5:  Goldwind managed to develop a business model to strategically leverage 

and over time internalize external knowledge, by enriching the licensed 

technology with proprietary sourcing, manufacturing and marketing capa-

bilities. 

 

 

7.3.2.3 Internationalization capabilities 

Behind the ambition of CMNEs from the wind energy industry to seek opportunities overseas 

lies mainly (1) the increasing overcapacity in the Chinese market as well as (2) price wars in 

the domestic market (MAKE, 2011b). In particular the latter makes them aim for growth in 

markets that provide a higher margin than their domestic market. Reaching back to chapter 

6.3.2.3 Goldwind’s internationalization process was both asset- (technology) and market-

driven, as the acquisition of Vensys in 2008 as the first major internationalization activity 

initiated the development of an R&D and production base with a capacity of 100 MW (Credit 

Suisse, 2010) and enabled access to Vensys existing sales structures in the European market 

(Citi, 2010). To mutually leverage the company’s low-cost business model initial internation-

alization targets are high growth markets like South-East Asia, Australia, South-Africa and 
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the US, where the company is initially able to provide a significantly lower sales price by 

exports than western incumbents (Credit Suisse, 2010). However Goldwind demonstrates 

clear long-term commitment towards becoming a true global player: from 2009 the company 

established offices in the US, Australia, South Africa and Germany (already in 2006), staffed 

with international wind energy experts from the respective markets (Goldwind, 2011). With 

an international export pipeline of 302MW and is regarded as most suited for international 

expansion amongst its domestic peers (MAKE, 2011b). The bottom-up performance upgrade 

of its turbines from 750kW to 2.5MW over time, applying joint development rather than one-

sided technology acquisition, provided the company with an attractive product portfolio for 

both cost-focused emerging and efficiency-focused established markets (according to Citi 

(2010) 81.8 percent of newly installed capacity globally was rated between 1.5MW and 

2.5MW), as well as the ownership rights to pursue global expansion without acquisition re-

strictions (Lewis, 2011)
35

.  

 

Proposition 6:  Goldwind is best positioned for global expansion amongst its peers, based 

on joint development and enhancement of capabilities and bottom-up prod-

uct improvement over time. 

 

 

7.3.2.4 Interim findings and DI classification 

For the final DI classification it is of utmost importance not to treat the two license-based 

750kW and 1.2MW / 1.5MW technologies as two separate entities, but much more as a 

stream of offerings along which Goldwind developed, as well as to put a large emphasis on 

the business model Goldwind developed around the technology, as outlined in the previous 

subchapters. The combination of domestic market knowledge, foreign technology and the 

resulting commercial success of the 750kW model enabled further technological advance-

ments and a smooth transition to larger capacity models as the new main product. Revisiting 

the DI characteristics provides further insights on the disruptive nature of Goldwind’s tech-

nology and business model: 

 

                                                 

35 Although the fact that Vensys licenses to other WTG manufacturers (Vensys, 2011) eventually can result in Goldwind 

bidding for a project against an adapted form of its own technology. 
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Table 5: Classification of Goldwind’s DI strategy (2/2)  

 

Goldwind’s offerings and underlying business model coherently fit the DI characteristics 

presented in chapter 3.3. The classification into the two DI types, new-market and low-end 

DI, however is not straight-forward and rather elusive when observed over a timeframe. Fol-

lowing chapter 3.3, the major distinction between the two types is that new-market DI not 

necessarily enters the market with lower performance, but within a different performance 

trajectory. Given that, Goldwind deployed a “hybrid DI model”:  

 

1) Goldwind’s first flagship product, the 750kW turbine, was clearly inferior in tradi-

tional performance measures and was highly attractive for the Chinese (low-end) 

market. 

2) As domestic competition increased Goldwind already developed its direct-drive 

models which were introducing a new performance set (efficiency-focus) to the 

market, which was not only a non-served market segment domestically but also an 

emerging technology and performance trajectory abroad.  

 

 

7.3.3 Disruptiveness 

Following the framework, the final question arises if the identified potential for disruptive-

ness of Goldwind is now observed on firm level by using the operationalization presented in 

chapter 6.4: does the company outperform the incumbent based on its relative competitive 

economic and knowledge position? The incumbent at hand is the Denmark-based Vestas A/S 

(Vestas) who is recognized as a market pioneer and leader since delivering its first wind tur-

bine in 1979. It is important to note though, that Vestas here is more a proxy for a group of 

incumbents, which is dispersed between established and emerging markets. The focus should 

be placed on Goldwind’s side of the equation, as the relative measures along the competitive 

economic and knowledge position point out the direction and tendency of Goldwind. 

 

Performance Price Time

3

DI becomes attractive for the 

mainstream market over time in a bottom-

up process

The sw itch to direct-drive technology 

introduced a mentality change tow ards 

efficiency in the domestic market and 

improved performance based on both 

technological and market experience.

At f irst, the offered direct-drive solution 

w as inferior in terms of rated capacity, 

but gradually developed performance 

levels of the mainstream market.

5
DI fosters a market transition w hich the 

incumbent is unable to observe

The advancement in performance happened together w ith a tw o-sided industry transition: (for the incumbent 

unobservable) emerging markets w ere gradually moving tow ards higher quality, w hile established markets, based on 

oversupply, became more cost-conscious. At the intersection w ere WTG suppliers w hich managed to provide both low -

cost as w ell as high efficiency.
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7.3.3.1 Competitive economic position 

The RMR analysis speaks a clear language: from 2006, when Goldwind first entered the 

global top 10 list, improved from roughly 3 percent to 10 percent globally, whereas Vestas’ 

share in the global market declined from prominent 28 percent to 12 percent (BTM, 2007; 

MAKE, 2011). The RMR between Goldwind and Vestas therefore increased significantly 

from 0.11 to 0.83, or interpreted differently, Goldwind did catch up in market share at a pace 

of 65.74 percent superior to Vestas every year
36

. The results of the RMSS analysis need to be 

interpreted with care, as they are skewed in favor of Goldwind: the company’s growth in 

global market share relies heavily on the favorable development and size of the domestic 

market, as still over 95 percent of Goldwind’s revenue stem from the PRC, as of Q4 2010 

(Goldwind, 2010). Further, the dominance of Chinese players in their domestic market as the 

biggest market to date is of utmost importance for their rise into global competition in terms 

of market share (Nomura, 2010). To account for the substantial role, adding to the operation-

alization, the RMR is also calculated for the Chinese market: 

 

RMR - CHINA 

Year 2003 2004 2005 2006 2007 2008 2009 2010 

Goldwind 24% 20% 25% 31% 23% 18% 20% 20% 

Vestas 25% 38% 14% 28% 13% 9% 4% 5% 

RMR 0,96 0,53 1,79 1,11 1,77 2,00 5,00 4,00 

         Market share is based on newly installed capacity. 

     Sources: BTM (var.), Jyske Bank (2011) 

       

Table 6: Relative market ratio analysis of Goldwind versus Vestas 

 

Although both companies actually lost market share between 2003 and 2010, the spread be-

tween Goldwind and Vestas is even higher domestically in favor for Goldwind (with a RMR 

of 4.0 and a flatter CAGR of 22.61 percent), underlining the expected stronger effect of 

Goldwind’s competitiveness in the home market. 

 

Proposition 7:  With a RMR of 0.83 globally and 4.0 domestically Goldwind clearly outper-

forms Vestas as the incumbent in terms of market share development. 

 

                                                 

36 Calculated as the CAGR between the two RMR values from 2006 and 2010. 
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7.3.3.2 Competitive knowledge position 

While the RMR analysis revealed a clear picture of Goldwind’s market catching-up com-

pared to Vestas, the RKR analysis is not that obvious, also based on the lack of transparent 

and comparable data
37

: 

 

RKR analysis 

Year   2006 2007 2008 2009 2010 

Goldwind 

Revenue in mRMB 1480E 3.089 6.417 10.667 17.475 

R&D exp. in mRMB n/a n/a 79 93 98 

R&D / Rev. n/a n/a 1,2% 0,9% 0,6% 

Vestas 

Revenue in mEUR 4.179 3.828 5.904 5.079 6.920 

R&D exp. in mEUR 125 127 228 249 372 

R&D / Rev. 3,0% 3,3% 3,9% 4,9% 5,4% 

RKR n/a n/a 0,32 0,18 0,10 

       Sources: Citi (2010); Credit Suisse (2011); Vestas (2011); Goldwind (2011). 

   

Table 6: Relative market ratio analysis of Goldwind versus Vestas 

 

Goldwind’s absolute R&D expenditures increased indeed, but not relative to the company’s 

stark revenue growth. While Vestas was able to increase its R&D / revenue ratio steadily over 

time, Goldwind did not ramp up R&D expenditures according to revenue growth, which re-

sults in a declining RKR. Adding to the framework, further evidence for the strength and in-

crease of Goldwind’s technological capabilities is the ownership of 25 patents and 40 pend-

ing patents as of the end of 2009 (Citi, 2010). From 2010 on Goldwind further applied for 19 

patents, which does particularly not include Vensys (Derwent Innovation Index research). In 

comparison, Vestas managed to scale up its number of patent applications over time from 16 

in 2005 (Vestas, 2006) to 227 in 2010 (Vestas, 2011), clearly demonstrating its technological 

leadership. Nonetheless, in favor for Goldwind, the company is aiming for increased intellec-

tual property rights (IPR) protection within a market where IPR enforcement is considered 

rather weak (Lewis, 2007). 

 

Proposition 8:  Goldwind’s economic competitiveness is not correlated with its knowledge 

competitiveness, as Goldwind disruptiveness could not be validated in 

terms of its RKR. 

                                                 

37 The year 2006 was chosen based on the fact that no significant R&D investments have been made prior to the date. 
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7.4 Case conclusion 

Concluding the case, the theory coherently described Goldwind’s development from a minor 

actor in the wind industry into a leading powerhouse by strategically utilizing DI to link ex-

isting and yet to be developed DCs. From a theoretical perspective the case provided three 

central insights. First, opportunity sensing & seizing is of much greater importance for the 

CMNE in its initial / founding phase, while capability development & upgrading steers the 

company further ahead of its development cycle. Second, the operationalization results 

showed that competitive economic and knowledge position do not necessarily go hand in 

hand, when the company only slowly shifts from strategically deploying and enhancing ex-

ternal knowledge to indigenous generation. Third, the case supported the notion stated in 

chapter 3.3 that it is less the classification in certain DI types that define DI but much more 

the underlying characteristics from a market and incumbent perspective. 

 

Applying the theory to a real-life case also revealed three notions for practitioners (in the 

industry). First, the case was indeed able to identify opportunity sensing and seizing and the 

resulting “window of opportunity” as the priming for long-term and sustainable growth, pro-

vided a certain level of strategic commitment and ambition of the CMNE. Second, the case 

exemplified the pivotal role of company and product maturing parallel to its initial customer 

base, thereby “dragging along former low-end customers towards higher-end and higher-

margin products over time. Third, the case disclosed the speed and momentum underlying the 

subtle development of emerging disruptiveness and should therefore serve as an eye opener 

for industry observers to “not judge a book by its cover” – or to assess the potential for mar-

ket disruptiveness in a highly dynamic and holistic way. 
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8 Discussion 

Certainly CMNEs are advancing at superior pace within a unique contextual environment. 

Their competitive edge within the global marketplace is increasing and diversifying into 

technological capabilities, based on and not limited by their initial specialization and refrain-

ing from knowledge creation in favor of knowledge utilization. Bridging the research-practice 

gap (Van De Ven / Johnson, 2006) the phenomenon was described from a practical perspec-

tive and analyzed on established theoretical ground. Based on the extensive derivation of tra-

jectories, perceptions and theoretic groundwork the framework serves as a powerful tool to 

analyze the phenomenon of disruptive CMNEs from a holistic and novel perspective. It fur-

ther makes a contribution to the evolving indigenous research on disruptive theory within a, 

for both academics and practitioners, highly relevant contextual setting.  

 

 

8.1 Practical limitations and implications for practitioners 

In addition to validating the framework propositions the case study also provided insights 

regarding the general practicability of the framework. Critically reviewed, three limitations of 

the framework for practitioners shall be mentioned. First, as a framework by nature abstracts 

from reality it always faces the challenge of integrity, as it has to cluster or disregard influ-

encing factors to place greater emphasis on certain key factors, despite its holistic ambition. 

This relates to the general transferability of results across industries, the second limitation. 

While the holistic framework structure depends on industry-comprehensive contributing fac-

tors, its overall explanatory power can indubitably be increased by complementing industry-

specific factors within the theoretical boundaries. Third, for practitioners the framework does 

not give sufficient credit to the prevalently strong interrelations between the various factors, 

e.g. between the institutional and market environment or the technological and value-chain 

capabilities. 

 

Despite its overarching approach, the framework provides powerful practical implications, in 

particular for industry incumbents. It argues for a more dynamic and forward-looking com-

petitive benchmarking in regards to fast-moving and opportunity-seizing CMNEs, instead of 

backward-oriented status quo assessment. This can be achieved by establishing scenario 

analysis as a planning tool and paying close attention to (expected) changes in the contextual 

environment of the respective firms. In addition, incumbents in technology-heavy industries 
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must not rely on technology leadership and market push, but need to forecast and leverage 

market transitions in order to retaliate against demand dynamics based on appealing and im-

proving lower-cost offers. DI is not a zero-sum game but by accessing and mutually maturing 

with low-end customers much more has the potential of increasing overall market demand. 

 

 

8.2 Theoretical limitations and directions for further research 

From a theoretical perspective this paper was able to demonstrate the applicability of Western 

theory in a novel environment by carefully connecting and enhancing approaches and defini-

tions to serve a more holistic, and yet established understanding of a novel phenomenon. Cer-

tainly this research is not without limitations. First, as the framework aims to support both 

academics and practitioners, the case study was carried out on the basis of publicly available 

data. From a purely research perspective, greater validity could have been achieved by using 

data and research methods reserved for theory (e.g. interviews, company-internal documents 

and observational research within the company). Second, the specified length of this paper 

required to restrict the case study to a sample of one in order to guarantee a sound theoretical 

derivation of the framework. 

 

Further, this paper provides fertile ground for further research. First, linking back to the re-

stricted sample size of the case study, the validity of the framework should be increased by 

applying the framework to a larger sample of industries. Second, the composition of the 

framework might gain integrity by adding a technology-based analysis of the respective DI 

compared to existing market offers, to further stress the pivotal role of DI for the advance-

ment of CMNEs. Further, the author is aware of the fact that the current operationalization 

falls short in comprehensively capturing the widespread trajectory results of disruptiveness. 

However the paper argues for an urgent need of operationalizing disruptiveness, as outcome-

focused research is still highly descriptive in nature, as mentioned in chapter 5. Last, the theo-

ry needs to be refined and further developed in a normative stage by quantitatively testing the 

implied causalities and outcomes across industries. 

 

Adding to implications for practitioners derived from the research, two important improve-

ments in academic perception shall conclude the paper. First and foremost, the framework 

enhanced the discussion around CMNE beyond the established cost- and institutional-based 
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advantages by introducing DI as an innovation tool that is strategically utilized to gain com-

petitiveness over time. Second, the research also enhanced the role of DI beyond the ongoing 

classification discussions towards a pivotal competitive advantage of CMNEs. Together these 

improvements are complementing the introduced dynamic and holistic approach that should 

be established as a general guideline for future research about the often too narrow discussion 

on CMNEs and their advancement in competitiveness.  
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Appendix 1: DI types and their validity as the most fitting classification 

Up to now, the characteristics and underlying reasoning is relatively unchallenged. What 

causes increasing confusion is the classification of the characteristics in distinct forms of DI 

and numerous approaches have been made (e.g. Li, 2011; ADD). What they have in common 

is that they all trace back to the DI characteristics 1 to 5, as outlined above. Further, they all 

relate to the two forms of DI as defined by Christensen and Raynor (2003), in one form or 

another. 

 

First, low-end and new-market as the two DI types are critiqued against the four DI character-

istics related to the attractiveness perceived by customers. Table 2.3 provides an overview 

and supports the validity. Both low-end and new-market DI is unattractive for the mainstream 

market as it offers inferior (low-end DI) and / or different (new-market DI) performance at-

tributes not valued by the mainstream market. They offer attractive solutions based on their 

perceived utility for over-served (low-end DI) or non-served (new-market DI) customer seg-

ments. They gradually shift into the mainstream market by improving on performance attrib-

utes (both low-end and new-market DI). 

 

 

 

In a second step the two DI types are critiqued against the DI characteristics related the (lack 

of) attractiveness for incumbents. Table 2.4 provides an overview and again supports the va-

DI attractiveness as perceived by customers Low-end DI New-market DI

1 DI is unattractive for the mainstream market

True.

DI offers inferior performance in 

attributes traditionally valued by the 

mainstream market.

True.

DI emphasizes different performance 

attributes that are traditionally not valued 

by the mainstream market as they do not 

meet the expected utility.

2a
DI is highly attractive for a previously over-served 

customer segment

True.

DI offers a good-enough solution w ith 

higher utility. Not applicable.

2b
DI is highly attractive for a previously un-served 

customer segment
Not applicable.

True.

DI offers solutions to a new  market 

segment, that w ere previously not 

accessible by that segment.

3
DI becomes attractive for the mainstream market over 

time (1) in a bottom-up process (2)

True.

(1) DI improves on performance 

attributes traditionally valued by the 

mainstream market.

(2) DI catches market share initially from 

the least profitable customer segment 

and gradually moves into more profitable 

customer segments.

True.

(1) DI improves on performance 

attributes traditionally valued by the 

mainstream market.

(2) DI initially targets non-consuming 

segments, then gradually pulls 

customers from existing markets, 

starting w ith the least profitable 

segment.

DI Types
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lidity of low-end and new-market DI. Both types are initially not attractive for the incumbent 

to pursue due to the incumbent’s focus on the not attracted mainstream market (both types), 

the lower expected gross margins based on lower prices and higher price-sensitivity within 

the low-end customer segments (low-end) as well the incumbent’s lack of ability and will-

ingness to shift based on high expected investments (new market). Further down the incum-

bent fails to acknowledge the market transformation as both low-end and new-market DI ful-

fill the characteristic of attacking the mainstream market from the bottom up. Low-end DI 

initially targets the least profitable customer segment and gains market share by gradually 

improving into higher-demanding customer segments, while the incumbent reaps customers 

at the high-end of the market. New-market DI initially targets a customer segment not target-

ed by the incumbent at all and only gradually pulls customers away from existing markets, 

again starting with the least profitable customer segment, overlooked by incumbents. 

 

 

 

Together, the essential value duality of DI holds: the perceived value of DI attracts certain 

customer segments on the one hand, and discourages incumbents on the other hand. Schmidt 

and Druehl (2008) point out that the majority of DI is actually a mixture of both low-end and 

new-market DI as low-end DI usually don’t generate higher utility for low-end customers just 

because of a lower price, but based on a different set of features. This extensive derivation of 

a consistent definition of disruptive innovation also aimed to dodge inconsistencies of Chris-

tensen as pointed out by several authors (most eminently Govindarajan / Kopalle, 2006; 

Schmidt / Druehl, 2008; Yu / Chang, 2010). This paper also explicitly does not disagree with 

authors who identify overlaps in certain key points of DI as characterized and classified by 

DI attractiveness as perceived by the incumbent Low-end DI New-market DI

4 DI is not attractive for the incumbent to pursue

True.

1. DI offers a value proposition not 

valued by the mainstream market

2. DI offers low er margins due to a 

low er selling price and more price-

sensitive customer segments

True.

1. DI offers a value proposition not 

valued by the mainstream market

2. DI requires the change to different 

value netw ork and therefore too high 

investments

5
DI fosters a market transition w hich the incumbent is 

unable to observe

True.

1. DI grow s in market share by targeting 

the least profitable customer segment 

w ithin existing markets

2. DI later grow s in market share by 

gradually meeting utility demands of 

more-demanding customer segments

True.

1. DI at f irst DI grow s in market share by 

targeting new  ustomer segments

2. DI later grow s in market share by 

pulling customers from existing markets, 

starting w ith the least profitable 

segment

DI Tyoes
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Christensen and Raynor (2003) and related innovation constructs like sustaining, incremental 

and radical innovation (RI) (cf. Li, 2011 for a detailed discussion)
38

.  

 

                                                 

38 The differentiation between DI, sustaining, incremental and radical innovation is ultimately based on the perceived value 

by consumers (Christensen / Raynor, 2003: 33f). Sustaining innovations improve a product in ways valued by the main-

stream market (Christensen / Overdorf, 2000: 72), with incremental and radical innovation both referring to the degree of 

change. Incremental innovations offer modest improvements compared to existing offers. Radical innovations are “based on 

a substantially new technology relative to existing practice” (Govindarajan / Kopalle, 2006: 13). The various innovation 

dimensions can further be differentiated from a knowledge, organizational and economic perspective (yet for the sake of 

advancing the argument this paper does not go into more detail regarding the other differentiation measures). 
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Appendix 2: Linking innovation capabilities to CMNE firm performance 

Author(s) Auditing elements Performance indicators Key findings Industry 

Fan, 2011 n/a (descriptive) Market success 

1. Innovation capacity has become essential for domestic biottech firms to 
achieve market success 
2. Instititutional factors have significantly affected innovation decision at the 
firm level 

3 Chinese biotech companies: 
Shenzhen SiBiono, Yantai 
MedGenn, Shanghai Sunway 

Guan / Ma, 2003 

Learning capability 
R&D capability 
Resource allocation capability 
Manufacturing capability 
Marketing capability 
Organising capability 
Strategy planning capability 
Domestic market share 
Size and productivity growth rate 

Export performance 

1. Export growth closely related to total improvement of innovation capability 
dimensions 
2. Productivity growth rate significantly increases export performance rates 
3. Core innovation assets (R&D, manufacturing and marketing) alone cannt 
lead to export growth 
4. Supplementary innovation assets make it possible for a firm to acquire 
international competitiveness 

213 Chinese industrial firms 

Hu et al, 2005 
R&D 
Technology transfer 

Productivity 
1. R&D and technology transfer are a mutually enforcing and not substitutable 
driver of productivity. 

Sample of large and medium size 
enterprises (appr. 10.000 per 
year) 

Ju et al, 2006 
Technical innovation 
Technical innovation strategy 

Firm performance 
1. Technical innovation is a significant source of competitive advantage. 
2. A technical innovation strategy is important to keep sustaining innovation 
for sustainable competitive advantage 

Case study of one textile compa-
ny 

Yam et al., 2004 

Learning capability 
R&D capability 
Resource allocation capability 
Manufacturing capability 
Marketing capability 
Organising capability 
Strategy planning capability 

Innovation rate 
Sales growth 
Product competitiveness 

1. R&D and resource allocation are the two most important TICs 213 Chinese firms in Beijing 
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Appendix 3: Existing research on assessing and predicting disruptiveness 

Author(s) Research Scope 
Individual 
firm focus 

Emerging 
market focus 

Qualitative / 
Quantitative 

Research Scale Criteria 

Ganguly et al.,  2010 Potential disruptiveness of technologies no no 
Qualitative / 
Quantitative 

Depending on the metrics 

1. Comparative target market segment 
2. Maturity level of the incumbent technology 
3. Rate of technology adoption 
4. comparative expected utility metric 

Hang et al., 2011 
Success factors of disruptive innova-
tions 

no no Qualitative 
Yes / No valuation of 
metrics 

1. Market positioning 
2. Technology 
3. Other favorable drivers 
(all 3 with sub-categories) 

Hüsig et al., 2005 
Likelihood of wireless lan technologies 
posing a disruptive threat for incum-
bents 

no no 
Qualitative with 
questionnaires 

Yes / No valuation of 
metrics based on ques-
tionnaire 

Trajectory metrics (industry-specific by questionnare) 
1. initially lower performing & fast improving 
2. performance oversupply 
3. leading customer rejection 
4. lower margins & profits 
5. emerging market success 
6. asymmetrical preference overlap 
7. intersecting trajectories 

Keller / Hüsig, 2009 
Likelihood of web applications posing a 
disruptive threat to incumbents / 
growth opportunity for entrants 

no no Qualitative 
Yes / No valuation of 
metrics 

1. Foothold market entry 
2. Main market entry 
3. Failure of incumbent 

Rafii / Kampas, 2002 
Likelihood of disruptive threat for 
incumbent 

yes no Qualitative 

Seven-point scale: 
(-3) = not disruptive 
(+3) = disruptive 
Overall yes / no valuation 
at each stage 

Following the disruptiveness process: 
1. Foothold market entry 
2. Main market entry 
3. Customer attraction 
4. Customer switching 
5. Incumbent retaliation 
6. Incumbent displacement 
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Appendix 4: 5-firm concentration ratio in the wind industry 2004 vs. 2010 

 
Global Top5 Wind Turbine Manufacturers 2004* 

  
Global Top5 Wind Turbine Manufacturers 2010** 

 
Supplier Market Share 

  
Supplier Market Share 

1 Vestas (DK) 32,7% 
 

1 Vestas (DK) 14,8% 

2 Gamesa (ES) 17,3% 
 

2 Sinovel (PRC) 11,1% 

3 Enercon (GER) 15,1% 
 

3 GE Wind (US) 9,6% 

4 GE Wind (US) 10,8% 
 

4 Goldwind (PRC) 9,5% 

5 Siemens (DE) 6,0% 
 

5 Enercon (GER) 7,2% 

 
5-firm concentration ratio 2004*** 

  
5-firm concentration ratio 2010*** 

 81,9%   52,2% 
   

* Source: BTM, 2005 
     

** Source: BTM, 2011 
     

*** CRm= Σm
i=1 si; the five-firm concentration ratio is the sum of the market shares held by the five largest firms in the industry 
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Appendix 5: Total installed capacity in the PRC 

Total installed capacity in the PRC* 

Year 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

MW 404 470 568 765 1.272 2.559 5.871 12.024 24.828 44.733 

            

 
 

          

           

           

           

           

           

           

           

           

           

           

           

           

           
* Source: GWEC, 2011 

         

404 470 568 765 1.272 
2.559 

5.871 

12.024 

24.828 

44.733 
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Appendix 6: Goldwind’s integrated business model 

 

Source: Goldwind corporate presentation. 

 

 


