MARCH 2, 2021 (REPORTING PERIOD: FEBRUARY 1-28)

MERICS China
Industries Briefing

Anna Holzmann, Caroline Meinhardt, Gregor Sebastian

CONTENTS

MERICS Top 5 2
1. MIIT accelerates Industrial Internet applications and standard setting
in traditional manufacturing 2
2. New blueprint gives China’s medical equipment industry a high-tech boost 3
3. The government attaches strategic value to the tech-upgrade
of transportation

T

4. Beijing's

RS

Two Zones” Construction Plan seeks to attract foreign investors
5. Chinese tech giants invest in home-made semiconductors as the industry
continues to suffer from US sanctions

Worth noting
Policy news

N NN o

Corporate news

The MERICS China Industries Briefing is a monthly roundup of key developments in
China’s industrial policy landscape and innovation system. It features brief analyses of
the government’s industrial strategies, technology plans and policy guidelines that
shape China’s industrial upgrading and economic trajectory. The briefing also captures
corporate activities that are driving cooperation and competition between Chinese
entities and their European counterparts.

MERICS

Mercator Institute for China Studies



MERICS TOP 5

1. MIIT accelerates Industrial Internet applications and standard setting in
traditional manufacturing

Policy name: Interpretation of the “Industrial Internet Innovation Development
Action Plan (2021-2023)”

( (DA EEMAIFARITEIITXR (2021-2023 £4£) ) #7i%) (Link)

Issuing body: MIIT

Date: February 18, 2021

At a glance: The Ministry of Industry and Information Technology (MIIT) has
published a detailed explanation of a three-year Industrial Internet action plan it

issued in January. The plan aims to fast track the application of information
technology in traditional manufacturing sectors such as automotive, machinery, and
consumer goods. It outlines several goals for 2023, including:

m Advance the application of 5G-connected factories in manufacturing
m Create a standard system for the Industrial Internet

m Increase the productivity of key enterprises (as identified by provincial
authorities) by at least 20 percent

m Establish an Industrial Internet exchange and cooperation mechanism with
the EU and countries covered by the Belt and Road Initiative

MERICS comment: The action plan is part of Beijing’s push to utilize technology and
new infrastructure as drivers of growth. The plan’s predecessor (covering 2018-

2020) led to Industrial Internet pilots and CNY 70 billion in investments in digital
infrastructure. The plan is also part of the government’s agenda to use foreign
companies as levers to advance China’s position as a manufacturing superpower and
set Chinese standards internationally.

The MIIT encourages Chinese companies to cooperate with foreign enterprises in
standard setting, exploring new business models and allocating resources. This ties in
with other efforts by the Chinese government to standardize industrial production: In
January, the MIIT circulated a draft that calls for the creation of more than 30 “Internet

of Things”-standards by 2025. Companies may also receive local government support
for implementing the plan, as has previously happened in Guangdong, for instance.
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http://www.gov.cn/zhengce/2021-02/18/content_5587565.htm
http://www.gov.cn/zhengce/zhengceku/2021-01/13/content_5579519.htm
https://www.miit.gov.cn/zwgk/zcwj/wjfb/zh/art/2020/art_3feeff24ae854421b06134a9efd73753.html
https://www.miit.gov.cn/gzcy/yjzj/art/2021/art_de99ecee64884ecda932604c32631b76.html
http://www.gd.gov.cn/gkmlpt/content/0/146/post_146713.html#7

2. New blueprint gives China's medical equipment industry a high-tech boost

Policy name: Medical Equipment Industry Development Plan (2021-2025)
(Draft for Comments) (Efrfc& =& RMXI (2021-2025 ) (GEKREMF) (Link)
Issuing body: MIIT

Date: February 9, 2021

At a glance: The MIIT issued a new draft plan for public comments to accelerate the
high-quality development of the medical equipment industry over the next five years.
The blueprint outlines several goals for 2025, including:

m Achieve major breakthroughs in high-end medical equipment (e.g., diagnostic
testing equipment), as well as key components and materials

m Ensure the safety and reliability of high-end medical equipment

m Improve China’s innovation leadership in medical equipment, e.g., by
elevating 6-8 Chinese companies to the global top 50 medical device
companies

m Develop new forms of healthcare, e.g., telemedicine, smart medical care and
precision medicine

By 2030, China is to become a global hub for high-end medical equipment R&D,
manufacturing and application. The plan also highlights the goal of promoting the
integration of traditional medical equipment with new technologies such as 5G, Al,
and the Industrial Internet, including improving hospital information infrastructure.

MERICS comment: Chinese efforts to upgrade, and specifically digitalize, the
healthcare industry are by no means new. High-performance medical equipment was
one of ten strategic industries identified for industrial upgrading in the "Made in China
2025” initiative, and the government has long pushed for the integration of Internet
technologies with traditional medical devices and services as part of its “Internet +
Healthcare” initiative. However, the COVID-19 crisis has accelerated the adoption of
digital healthcare solutions such as online doctor’s consultations and smart medical
assistants and added a sense of urgency.

Though still in draft format and light on specifics, the plan indicates continued
government support for innovative companies in the field. Much of this support will
likely go to Chinese companies. But given the expertise of leading European
companies in the MedTech space, especially in the premium segment, foreign
companies may also benefit from the renewed focus on upgrading China’s domestic
medical equipment industry.
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https://www.miit.gov.cn/jgsj/zbys/jxgy/art/2021/art_0403ab82aff946138d1be9600f589fbd.html
https://merics.org/en/report/evolving-made-china-2025
https://merics.org/en/report/evolving-made-china-2025

3. The government attaches strategic value to the tech-upgrade of
transportation

Policy name: Notice on Organizing and Launching the Declaration of the 2021
Transportation Industry Key Technology Project List

(RTHERF R 2021 FERZBBHTIESREINEFRBRRAVE) (Link)
Issuing body: MOT

Date: February 5, 2021

At a glance: The Ministry of Transport (MOT) has made its fourth annual call for the
submission of key technology projects for the transportation industry. Eligible
projects should be highly innovative, help to promote real-life tech applications, or
entail international science and technology (S&T) cooperation. The submission
guidelines list several R&D priorities, including:

m Transportation infrastructure construction and maintenance, e.g., smart
perception tech

m Digital transformation and upgrading tech, e.g., autonomous driving in port
areas

m Applied research on China’s Beidou navigation system, e.g., for public
transport

Two other aspects that feature prominently in the document are to make China’s
transportation industry more environmentally friendly and to achieve technological
breakthroughs in transportation equipment and services.

MERICS comment: Beijing attaches great strategic value to the modernization of
China’s transportation industry. By making progress in the listed technologies, China
wants to enter the next phase of its transformation into a “transportation
superpower” (3Zi@ 58 [E) by 2050. The suggested focus on applying IT, such as
artificial intelligence and 5G, to transportation is in line with the expansion of “new
infrastructure” construction as a key pillar of China’s post-pandemic economic
recovery. The MOT also expects the transportation sector, including related services,
to help upgrade domestic consumption and invigorate China’s new “dual circulation”

development pattern.

China’s efforts to expand and upgrade the domestic transportation infrastructure
have focused on (sub)urban areas and their interconnectedness. Remarkable
progress has been made in high-speed railway and maglev-train technologies that are

even applied abroad. China’s high-tech modernization drive certainly fuels
international competition. However, it may also open more avenues for foreign
participation in transportation - a sector traditionally dominated by large state-
owned enterprises (SOEs).
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http://xxgk.mot.gov.cn/2020/jigou/kjs/202102/t20210205_3523401.html
https://merics.org/en/analysis/china-bets-new-infrastructure-pull-economy-out-post-covid-doldrums
https://merics.org/en/analysis/china-bets-new-infrastructure-pull-economy-out-post-covid-doldrums
http://xxgk.mot.gov.cn/2020/jigou/zhghs/202101/t20210129_3520611.html
https://www.railway-technology.com/news/china-new-high-speed-train-cross-border-operations/
https://www.scmp.com/news/china/science/article/3117620/chinese-prototype-shape-maglev-train-tech-come

4. Beijing's “Two Zones” construction plan seeks to attract foreign investors

Policy name: Work Plan for the Construction of "Two Zones" in the Field of Digital
Economy (#F& %8s “MX” #igT1EHR) (Link)

Issuing body: Beijing Municipal Economic and Information Bureau

Date: February 18, 2021

At a glance: The Beijing municipal government has published a plan to build Beijing
into a digital economy pilot area. Backed by an annual budget of CNY 10 billion, the
plan calls for the yearly introduction of at least 20 new industrial projects and
platforms with a high degree of innovation, foreign investment and capital-intensity.
The proposed key measures include:

m Accelerate the construction of digital infrastructure, e.g., 5G and satellite
networks

m Promote the construction of an autonomous driving demonstration zone, e.g.,
with less stringent testing restrictions

m Open up the domestic internet virtual private network (VPN) business to
foreign investors (up to 50 percent) and abolish restrictions on foreign
shareholders for app stores

m Promote cross-border data flow projects in Zhongguancun Software Park,
Jinzhan International Cooperation Service Zone and Daxing Airport Area

MERICS comment: The “Two Zones” (F[X) refer to the National Service Industry
Expansion and Opening Comprehensive Demonstration Zone ([EZZAR 253 A FF i
224 7~3E[X) and Beijing’s Pilot Free Trade Zone (dt & B H % 5150 [X). The State

Council first announced these zones in September 2020, and the Beijing municipal

government has now fleshed out the details. Beijing also released plans for the “Two
Zones” that focus on measures to boost consumption and the use of the digital Yuan.
Taken together, they seek to put Beijing at the forefront of China’s digital innovation
drive.

To achieve this, Beijing not only intends to improve the city’s digital infrastructure,
but also proposes to cut investment restrictions and red tape in order to attract
international companies. Lowered costs and regulatory hurdles will allow foreign and
Chinese companies to accelerate their autonomous vehicle development. Such policy
support is in line with national efforts to expand autonomous vehicle testing spaces.

Beijing also intends to address concerns that are particularly pressing for foreign
firms. Opening up the domestic VPN business to foreign telecom firms could bolster
investment activity as well as increase foreign companies’ confidence that their local
data is handled responsibly.
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http://open.beijing.gov.cn/html/bjzc/2021/2/1613618999972.html
http://www.gov.cn/zhengce/content/2020-09/07/content_5541291.htm
http://www.gov.cn/zhengce/content/2020-09/07/content_5541291.htm
http://www.gov.cn/zhengce/content/2020-09/21/content_5544926.htm
https://merics.org/en/briefings/merics-china-industries-briefing-september-2020
http://open.beijing.gov.cn/front/listIndex.do?nodeid=33
https://www.miit.gov.cn/jgsj/zbys/qcgy/art/2021/art_729754f35bb4429f92be987c0cc196e3.html

5. Chinese tech giants invest in home-made semiconductors as the industry
continues to suffer from US sanctions

At a glance: February saw another series of high-profile investments by China’s tech
giants in the domestic semiconductor industry, including:

m February 7: Huawei’s wholly-owned venture capital (VC) arm Hubble invests
in electronic design automation (EDA) software company Rainbow Simulation
Technologies (Fc 5 $iEE F15 2 AR/ E]). This is Hubble’s 28th
semiconductor investment since April 2019

m February 10: Media reporting finds that Baidu is in talks with VC firms to raise

money for a new subsidiary that would be a stand-alone Al chip company
majority owned by Baidu

The investments coincided with the release of two draft policy documents that detail
the conditions and procedures for Chinese IC companies (engaged in design,

equipment, materials, packaging and testing) and software companies to qualify for
government support policies announced last year, including tax benefits.

MERICS comment: Pressured by US export controls, China’s tech industry is doing all
it can to protect itself from further disruptions. For companies like Huawei in
particular, VC investments in the domestic semiconductor industry are part of a
survival strategy. In 2020, Huawei’s semiconductor spending decreased 23.5 percent

due to its inability to purchase American chips. Instead, investing in domestic chip
firms helps the company try to ensure supply chain security in the long term. Other
tech giants are also hoping to secure future growth by boosting existing or acquiring
new chip capabilities. Beyond Baidu, companies like Tencent and Xiaomi are also

jumping on the bandwagon, capitalizing on policy support for locally-made chips.

Meanwhile, the Chinese semiconductor companies themselves are about to start
reaping the benefits of the IC and software support policies announced by the State
Council in August 2020. Yet, even with huge amounts of capital investment and policy
support available, Chinese IC companies alone will not be able to meet China’s
demand for chips. In 2020, China only produced around 6percent of the chips it used.
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https://www.leiphone.com/news/202102/RllrCTzD6Gk3xvbK.html
https://www.cnbc.com/2021/02/10/baidu-in-talks-to-raise-money-for-a-standalone-ai-chip-company-.html
https://www.miit.gov.cn/gzcy/yjzj/art/2021/art_978834d1e73e424fb1f41f79d1aa6bbe.html
https://www.ndrc.gov.cn/hdjl/yjzq/202102/t20210207_1267047.html
https://www.gartner.com/en/newsroom/press-releases/2021-02-09-gartner-says-apple-and-samsung-extended-their-lead-as
https://www.yicaiglobal.com/news/ai-chip-startup-enflame-technology-wraps-up-usd2785-million-series-c
https://mp.weixin.qq.com/s/JE-G42COKG2cbeB4JfJkFA
http://www.gov.cn/zhengce/content/2020-08/04/content_5532370.htm
http://www.gov.cn/zhengce/content/2020-08/04/content_5532370.htm
https://technode.com/2021/02/19/china-made-6-of-chips-it-used-in-2020-report/

WORTH NOTING

Policy news

m February 2: The Ministry of Science and Technology (MOST) publishes an
action plan for the establishment of national high-tech zones for green
development, focusing on environment-friendly manufacturing (MOST plan

(CN))

m February 3: The MIIT issues a notice with measures for telecommunication
companies to improve the quality of 5G services (MIIT notice (CN))

m February 5: The National Energy Administration (NEA) circulates an internal
draft policy that proposes a 40 percent target for China’s share of renewable
power by 2030 (NEA letter (CN); Reuters article (EN))

m February 7: The State Administration for Market Regulation (SAMR) publishes
the final version of its anti-monopoly guidelines for the platform economy,
first released as a draft on November 10, 2020 (SAMR guidelines (CN); Caixin

article (EN))
m February 21: The State Council and the Central Committee of the CCP issue the

first central policy document for 2021 which calls for the modernization of
China’s agriculture sector (State Council document (CN); CGTN article (EN))

m February 22: The State Council issues guiding opinions on speeding up the
establishment of a green low-carbon circular economy (State Council opinions
(CN); State Council article (EN))

m February 24: The State Council and the Central Committee of the CCP release a
plan to build out China’s transportation network over the next 15 years (State
Council notice (CN); Xinhua article (EN))

Corporate news

m February 2: The German Chamber of Commerce in China publishes a survey
that shows, amongst others, 96 percent of German businesses in China have
no plans to retreat from the country (China AHK report (EN))

m February 3: Ford Motor terminates its plans to launch an EV joint venture with
Chinese auto company Zotye (Yicai article (CN); Reuters article (EN))

m February 9: Autonomous vehicle startup WeRide becomes first company in
China to obtain a license to provide self-driving ride-hailing services
(Leiphone article (CN); Caixin article (EN))

m February 18: Chinese auto maker Geely receives approval for a plant in Taizhou
to produce satellites (Sina article (CN); China News Service article (EN))

m February 19: Chinese battery maker SVOLT signs an agreement with the
government of Huzhou to build a new battery base with an annual capacity of
20 GWh (Gasgoo article (CN); Gasgoo article (EN))

MERICS China Industries Briefing March 2, 2021 (Reporting Period: February 1- 28) 17


http://www.gov.cn/zhengce/zhengceku/2021-02/02/content_5584347.htm
http://www.gov.cn/zhengce/zhengceku/2021-02/02/content_5584347.htm
https://www.miit.gov.cn/zwgk/zcwj/wjfb/txy/art/2021/art_e635e6a130284ace8089e2cd331d07f2.html
http://chuneng.bjx.com.cn/news/20210210/1135946.shtml
https://www.reuters.com/article/us-china-climatechange-renewables/china-plans-to-raise-minimum-renewable-power-purchase-to-40-by-2030-government-document-idUSKBN2AA0BA
http://gkml.samr.gov.cn/nsjg/fldj/202102/t20210207_325967.html
https://www.caixinglobal.com/2021-02-08/in-depth-china-fine-tunes-anti-monopoly-guidelines-to-tackle-abusive-platforms-101662069.html
https://www.caixinglobal.com/2021-02-08/in-depth-china-fine-tunes-anti-monopoly-guidelines-to-tackle-abusive-platforms-101662069.html
http://www.gov.cn/zhengce/2021-02/21/content_5588098.htm?mc_cid=1ec91ced66&mc_eid=2a1ec643bb
https://news.cgtn.com/news/2021-02-23/-No-1-central-document-advances-China-s-agricultural-development-Y6KNyUFYwo/index.html
http://www.gov.cn/zhengce/content/2021-02/22/content_5588274.htm
http://www.gov.cn/zhengce/content/2021-02/22/content_5588274.htm
http://english.www.gov.cn/policies/latestreleases/202102/22/content_WS6033af98c6d0719374af946b.html
http://www.gov.cn/zhengce/2021-02/24/content_5588654.htm
http://www.gov.cn/zhengce/2021-02/24/content_5588654.htm
http://www.xinhuanet.com/english/2021-02/24/c_139764340.htm
https://china.ahk.de/news/news-details/business-confidence-survey-2020-2021
https://www.yicai.com/news/100939845.html
https://www.reuters.com/article/us-fordmotor-china-zotye/ford-motor-terminates-electric-vehicle-plans-with-chinas-zotye-idUSKBN2A409A
https://www.leiphone.com/news/202102/pDA5tSYEd3VJ1jiC.html
https://www.caixinglobal.com/2021-02-11/weride-wins-chinas-first-license-for-self-driving-ride-hailing-service-101663190.html
https://finance.sina.com.cn/tech/2021-02-18/doc-ikftpnny7269795.shtml
http://www.ecns.cn/news/2021-02-19/detail-ihahvyux8631963.shtml
https://auto.gasgoo.com/news/202102/20I70242435C501.shtml
http://autonews.gasgoo.com/new_energy/70018008.html

m February 22: SAIC Motor announces it will use processors and software from
domestic chipmaking startup Horizon Robotics for its self-driving cars
(Horizon Robotics announcement (CN); Technode article (EN)

m February 23: A global industry trade body estimates that Chinese mobile
network operators will invest almost USD 190 billion in 5G connections over
the next five years (Yicai article (CN); Yicai article (EN))

m February 24: Chinese ride-hailing giant Didi reportedly plans to roll out its
ride-hailing services in Western European countries such as Germany, France
and the UK by the first half of 2021 (Bloomberg article (EN))
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https://mp.weixin.qq.com/s/Ns3GW3SXM9cVBhuZqzRfEQ
https://technode.com/2021/02/23/saic-taps-chinese-chip-startup-for-self-driving-cars/
https://www.yicai.com/news/100956702.html
https://www.yicaiglobal.com/news/china-carriers-to-invest-usd189-billion-in-5g-networks-over-five-years-trade-body-says
https://www.bloomberg.com/news/articles/2021-02-24/chinese-ride-sharing-giant-didi-plans-entry-into-western-europe
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