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Executive Summary

Executive Summary

The aim of this research is to propose the co-opetition strategy between

Taiwan and Mainland China’s power electronics industries. To formulate the

strategy, the research takes the following steps:

First, analyzes the market structures and competitive environment of three
major power electronics products — UPS, inverters and SPS industries;
Second, analyzes the market structure and competitive environment of the
power semiconductors industry — the key components of power
electronics products.

Third, summarizes the major characteristics of Taiwan and Mainland
China’s power electronics industries.

Fourth, compares the strengths and weaknesses of Taiwan and Mainland
China’s power electronics industries.

Fifth, formulates the co-opetition strategy between Taiwan and Mainland

China’s power electronics industries.

The following gives a summary of Taiwan and Mainland China’s power

electronics industries, and then presents major conclusions and recommend

ations of this research.

I. Current Situation of Taiwan & Mainland China’s Power Electronics
Industries

A. UPS Industry

The sales revenue of Mainland China’s UPS market was RMB 2.037 billion in
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2003, approximately 5% of the global sales. The market is expected to grow at a
compound annual growth rate (CAGR) of 8% in terms of revenues over the next
five years. In 2003, Mainland China imported 83,700 units of UPS systems, while
exported 7.5 million units. The export figure indicates that China is currently
supplying over 60% of the world UPS systems. Foreign brands dominate the
domestic Chinese market. The top five brands are APC, Santak, MGE, Powerware
and Liebert, occupying a total 74% of the market in terms of revenues in 2003. If
listed by the unit sales figures, Santak, a brand owned by the Taiwanese UPS
maker “Phoenixtec”, stands at the top. A number of domestic Chinese players have
emerged during the recent years, among which Kstar is the biggest and most
competitive one.

The Taiwanese UPS market is valued at about NT$ 1.2-1.4 billion. The market
is mature and stable, leaving little room for growth. The number of manufacturers
has declined from 30 in 1996 to 15 at present. Most of the Taiwanese players
operate by supplying low-power ODM/OEM products for international brands. But
since the intense competition from Mainland manufacturers has greatly eroded the
profit margin of the low-power segment, most Taiwanese makers are actively
upgrading their capabilities to develop middle to high-power systems. Phoenixtec,
Delta and APC are the market leaders in Taiwan, with a total market share of 85%
in 2003. Phoenixtec, the biggest Taiwanese UPS manufacturer, is also one of the

top five global suppliers.

B. Inverters Industry

In 2003, Mainland China’s inverters market amounted to RMB 5.56 billion,

RRHEFRA » BAEILLSE vi



Executive Summary

about 11% of the global market. Since the use of inverters enhances energy
consumption efficiency, and therefore is greatly encouraged by the national
government, the inverters market is expected to grow at a CAGR of 10% over the
next five years. The low to middle-power products (< 75kW) take about 67% of the
total market revenues, and the middle to high-power products (> 90kW) take the
other 33%. There are around 100 inverter brands in the Chinese market, but the big
ten are entirely foreign owned. The top five players include Siemens, Fuji Electric,
ABB, Mitsubishi and Yaskawa, with a total market share of 55.3% in 2003. The
Taiwanese company Delta takes the eighth. The local Chinese brands occupy 9.6%
of the market, with major products below 75kW.

The size of the Taiwanese inverters market is about NT$ 2 billion. As the oil
price increases and the government pays more attention to energy efficiency, the
market is expected to grow at 5% over the next five years. There are about 50
industry players, 74% of them are small and medium-sized enterprises. The
Taiwanese manufacturers are most competitive in the small-power products <
7.5kW). Delta is the Taiwanese market leader, taking 24% of the market in 2003.
Its main products are below 75kW. The second to fourth positions are taken by the

Japanese brands — Yaskawa, Mitsubishi and Fuji Electric.

C. SPS Industry

The size of Mainland China’s SPS market was about RMB 7.5 billion in 2003.
The number of manufacturers has skyrocketed from around 100 in 1997 to 700 in
2003. Telecommunications is the biggest end user market of Mainland China’s SPS

industry, taking around 48% of the total sales revenue in 2003. IT industry comes

vii RAEFTE - BIENAE
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the next with a share of 21%, and consumer electronics takes the third by 16%.
European SPS makers grab the highest market share in the telecommunications and
industrial segments. Taiwanese players dominate the IT-related SPS market. U.S.
and local Chinese SPS makers have comparative advantages in the consumer
electronics area.

Thanks to a prosperous IT market in Taiwan, the SPS industry also flourishes.
Taiwan used to be the largest production site of IT-related SPS, with over 300
manufacturers at the peak time. Delta and Lite-On Electronics are the world’s top
two suppliers of Desktop/Notebook/Server SPS. However, since the IT-related SPS
is not technically intensive, price constitutes the major competition factor.
Currently over 90% of the production capabilities have been shifted to Mainland
China. And the number of manufacturers has decreased to around 120. IT industry
is the biggest end user of the Taiwanese SPS industry, constituting 48% of the SPS
sales revenue in 2003. Telecommunications products take the next with a share of
42%. Delta, Lite-On and Acbel are the top three market leaders, with market shares

of 46%, 16% and 15% respectively in 2003.

D. Key Components — Power Semiconductors Industry

The new generation of power semiconductors, represented by MOSFET,
IGBT and IPM, are the key components of the power electronics products. The
main suppliers are the European, U.S. and Japanese semiconductor giants. At
present, both Taiwan and Mainland China’s power electronics product-makers
solely depend on the global semiconductor companies for the supply of power

semiconductors.
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II. Conclusions & Recommendations

A.Main characteristics of Taiwan and Mainland China’s power electronics
industries:

1. Taiwan’s power electronics industry has entered the maturity stage, but in
Mainland China, the power electronics industry is still rapidly growing.

2. Since the key components — power semiconductors are solely supplied by
only a few global semiconductor companies, both Taiwan and Mainland
China’s power electronics manufacturers are exposed to the risks of
uncertain delivery time and exchange rate fluctuations.

3. Without international brands and distribution channels, both Taiwan and
Mainland China’s players sell to the overseas market through ODM/OEM
channel, but establish own brands in the domestic market.

4. Both Taiwan and Mainland China’s players focus on low to middle-power
products. However, the two markets have different structures: Taiwanese
market has a limited demand for high power products, but Mainland

China’s is the opposite.

B. Strengths and Weaknesses:

If judged by the “smiling curve” theory, both Taiwan and Mainland China’s
power electronics industries are currently located at the bottom of the curve, i.e. the
manufacturing part with little added value. Since the labor cost in Taiwan increases,
it is no longer competitive to manufacture in Taiwan. Most of the power electronics

manufacturers have invested in Mainland China. So to compare the strengths and
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weaknesses between these two regions’ industries is actually to compare the
competitiveness between the Taiwanese players in Mainland China and the local

Chinese players. The table below shows the brief comparison result:

R&D Manufacture Sales channel
Attract Raw . . | Overseas | Sales
Product Labor . . |Economies|Quality Brand
Item local R&D materials customers|channel in| .
R&D cost of scale |control image |Capital
personnel cost channel |Mainland
Taiwanese
f t |e| - t f t Lot
Players
Mainland
Chinese
! ! A = ! /! 4 i ! !
Players

Note: “1”stands for “strong”, ““|” stands for “weak”, “«<>” stands for “no major difference”

C. The co-opetition strategy
Based on the strengths and weaknesses of Taiwan and Mainland China’s
power electronics players, the report proposes the following three points of
co-opetition strategy:
1. Fully utilize Mainland China’s labor advantages to increase the Taiwanese
players’ global market share of low-power products.
2.Combine Taiwan and Mainland China’s R&D strengths, solidify the
technical advantages of Taiwanese players over Mainland Chinese
competitors.
3. Form strategic alliances with local Chinese companies in order to utilize

their channels to enter the middle to high-power market in Mainland China.
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