
Chapter 5 
 
POLICY AND WIND DEVELOPMENT 
COMPANY STRATEGY IN CHINA 

 
“The cake is so big that I could afford an office made out of gold…there will be orders for everyone.” 

 –Unnamed senior official from top turbine maker talking about the Chinese market 
 

“Around the mid-21st century, wind power is very likely to take the place of hydropower as the 
second-largest source of electric power generation after coal.” 

–Wang Weicheng, energy professor at Tsinghua University in Beijing 
 

 
The Chinese windpower market is taking off very quickly.  There are currently 10 GW 

worth of projects either planned or developed.34  A recent report of the NDRC states that 

if current trends continue, it is likely that China will triple its 2020 goal of 30 GW.  This 

type of development may make China the world’s largest producer of renewable energy.   

Unlike the Taiwanese fixed tariff system, the Chinese tendering tariff system does 

not require windfarm developers to find their own sites for windfarms, giving the 

responsibility of finding viable sites to the government.  The windfarm developers are 

therefore only concerned with winning the bidding process.  The bids are won on the 

basis of several factors:  (1) the extent to which the wind turbines are manufactured in 

China; (2) whether or not there are joint ventures in place; and (3) the price charged per 

kilowatt hour.  The price is the most important of these factors because even if bidders 

have the advantage in the other two factors, they must match the lowest price in order to 

win the auction.  Theoretically, this puts pressure on wind developers to lower their 

                                                 
34 China Business  “China suggests capping wind power on-grid tariffs, may hurt foreign investors”  
(June 2007)  



costs while still producing functional windfarms. 

The bidding is done at two levels, federal and local (although it has been said that 

there has been confusion over whether local governments should use the bidding system 

or not).  Auctions for windfarms with less than 50 MW are presided over by local 

governments.  Windfarms of more than 50 MW are bid for in national auctions hosted in 

Beijing by the NDRC.  Recently, the NDRC has stated that federal projects in the future 

would all be 100 MW or more.  Currently, the amount of bidding in the local projects is 

much larger than the federal.  However, inside sources say that this may not always be 

the case because the federal system has only been around for four years and it is just 

beginning to grow large. 

China does not have a pure tendering tariff system.  A fixed quota is set for the five 

power producers and two grid corporations that used to form the CSPC.   

 

5.1 Strategy for the Tendering Tariff 
 
Because the primary factor in winning bids is price, cost reduction should be of prime 

concern to the parties involved.  When considering methods for reducing windfarm 

development costs, it is important to know how much various costs come into play.  The 

European Wind Energy Association (2003) gives rough estimates of what the relative 

costs of windfarms can be.  However, from the table below, it is clear that the costs can 

vary considerably. 

 

 

 



Table 9  Relative Costs of Windfarm Construction 
Turbine 74-82% 

Foundation 1-6% 

Grid Connection 1-9% 

Consultancy 1-3% 

Land 1-3% 

Financial Costs 1-5% 

Road Construction 1-5% 

Source:  European Wind Energy Association 
 
 
 

Windfarm developers have used numerous methods to lower the cost of their windfarms, 

but since wind turbines can account for 74-82% of the costs of a wind farm, purchasing 

lower priced wind turbines is an obvious choice.  This may work in the favor of Chinese 

manufacturers because their turbines are reported to be 15% less expensive than the 

cheapest foreign manufacturer.35 

However, the purchase of inferior wind turbines can increase maintenance costs.  

Cao Hua, Chinese sales manager with India's Suzlon Energy Ltd., one of the world's top 

wind turbine manufacturers shared his opinion about the bidding policy’s effect on wind 

turbine quality. 

 
“This is a bad influence…the turbine manufacturers have to select cheaper parts.  The 
parts manufacturers have to pick cheaper materials.”36 
 

An alternative strategy is to save money during the operational phase by the reduction of 

                                                 
35 Reuters  “China joins wind turbine business - But lack of engineers could hurt supply”  (2007) 
36 Reuters  “ANALYSIS - China Wind Power Boom May Bust Without Policy Change”  (2006) 



maintenance costs.  As shown in the case of InfraVest in Taiwan, human resources are 

essential to achieving this strategy.  These costs can also be significantly reduced with 

the purchase of high quality turbines.  However, with the 70% local parts minimum and 

the lack of experience in China’s newly emerging turbine parts manufacturing industry, 

finding quality turbines becomes difficult. 

 

5.2 The Influence of the Fixed Quota on Federal 
Auctions 

 
The RPS or fixed quota system has received mixed reviews, being called “very 

complicated”37 by some industry insiders.  However, in China it works out to be much 

less complicated. 

The fixed quota system is normally similar to that of the fixed tariff in that 

developers search for land on their own.  In this environment, a “pull” is created by 

large power producers or grid operators because of a wind energy quota that they must 

achieve.  Thus, the amount of development that occurs is dictated by the demand 

(market price for renewable energy or “green certificates”).   

In China, the pace of development is already controlled by the use of auctions.  The 

government (central or local) can speed up or slow down development by the number of 

projects up for bid.  This raises the question of why a quota system is needed.  Some 

sources have questioned the seriousness with which these large power producers take 

wind energy.  The policy may be the government’s way of assuring that the newly 

formed power companies keep pace with the market’s change from traditional forms of 
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generation to renewable.   

Lema and Ruby (2007) speak of the domination of the federal auctions large (over 

50 MW) concession projects by the “big five” (former CSPC) companies: 

 
One of the first two concessions was won by a joint venture, Hua Rui. But with this 
exception, all of the winners were subsidiaries of the five major power groups that 
emerged from the 2002 power sector reform. Spanish and German developers also 
participated in the first two auctions. But their prices were 50–70% higher than the 
winning bids of the SOEs and in total; only one out of the ten concessions was won by a 
developer that is not state-controlled. 
 

It is made clear in the Renewable Energy Law of 2006 that penalties will be enforced if 

these “big five” companies fail to meet their quotas.  This is important when considering 

that the federal auctions are their main source of site acquisition and the amount of 

projects planned or awarded from these auctions in the past four years only total about 

40% of the intended goal for 2010 (5 GW) and less than 10% of the 2020 goal (30 

GW).38   
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Figure 10  Comparison of Goals and Federal Auctions  
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Data taken from Lema et al. (2007) and NDRC Statistics39 
 
 
Thus it becomes clear that these companies must either win these auctions or search for 

opportunities in the local markets.  Thus far they have chosen the former option.  

Reasons for this have been cited as their lack of concern about wind energy. 

 
“Deep-pocketed state-owned power companies have…targets to fulfill. Such companies 
tend to submit uneconomic bids in order to win the project, and then leave the wind farm 
either undeveloped or equipped with low-quality equipment in order to cut costs.”40 
 

However, it may actually be tax cuts which are allowing their dominance of the market.   

The “big five” power companies, which are registered as joint ventures, benefited from 

some preferential tax policies, helping them get refunds of 0.1 yuan (1.2 US cents) per 

kilowatt-hour.  From that perspective, the de facto price of their wind-power project is 

very reasonable.  Li Junfeng comments that this policy is “not fair to other investors, 

                                                 
39 NDRC Report not yet released in English.  Data taken from:  China Business  “China suggests 
capping wind power on-grid tariffs, may hurt foreign investors”  June 21, 2007 
40 China Business  June 21, 2007  
 



especially small, private ones.”41   

 

5.3  Local Markets 
 
80% of China’s planned or developed projects are done through local governments.  

This means a whopping 8 GW capacity.  If they were already developed, just these 

projects would give China status as having the fourth largest capacity in the world.  So it 

is not surprising that an article from the Worldwatch Institute describes many local 

government officials as “enthusiastic” about promoting renewable energy projects. 

Their motives vary from securing a lucrative source of government tax revenues, to 

building up a “green” government image, to adding a “bright spot” to their work 

performance records.  Factors such as “the embrace of new energy technologies” now 

bear considerable weight in an official's promotion.42 

Li Yingling, program manager at Worldwatch, is cynical about the mechanism 

through which this “enthusiasm” is achieved. 

 
“Regional leaders are trying to please the government.  It's not like a market 
mechanism, it's more like a command mechanism.”43 
 

An example of the rapid growth of wind projects by local governments is seen in 

InnerMongolia, where the installed capacity of wind-power projects approved through 

bidding by the NDRC was only 1 GW while that sourced by local governments was over 

                                                 
41 China Daily  “Policy takes the wind out of investors’ sails”  (June 2006)   
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2006) 
43 CNNMoney.com  “Wind power blows through China:  The central government's heavy hand helps 
spark opportunities for Chinese and international players to green up the coal-fired country”  (February  
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3 GW. 

 

5.4  Land Acquisition and the Guangdong Massacre 
 
As was previously mentioned, in the tendering tariff system the government is 

responsible for finding land.  Although an industry insider has said that finding land is 

not a problem, often times there are issues with private owners about the use of their land.  

Wind development companies must become well adept to deal with such issues.  

However, government officials may not take as much care when requisitioning land.   

It is important not to underestimate public backlashes against land requisition.  A 

tragic example of this type of backlash was the Guangdong massacre.  Various sources 

say that in 2005, between 20 and 70 villagers were killed by the police during a protest 

about the land requisition issues associated with a new coal fired power plant (and 

perhaps a wind farm) in Shanwei.  If this is true, then this incident would be the largest 

government backlash against protesters since Tiananmen Square.  According to an 

investigative report of the GMRQ (2006): 

 
On the afternoon of December 6, several hundred villagers from nearby Shigongliao 
village went to protest in front of the wind-powered plant to protest land requisitioning 
issues.  Several dozen Dongzhou villagers went there to offer support.  The police 
arrested two of the Dongzhou villagers, so the others went back to the village with the 
news.  Around 4 pm on December 6, in order to prevent the police from taking the 
arrested villagers away and to prevent further attacks against the village by the police, 
the villagers began to set up roadblocks… Around 7 pm, the police began to fire many 
tear gas canisters at the villagers and they pushed forward slowly…When the villagers 
could not resist the gas, they retreated but they would move back up to the road block 
after the tear gas was dispersed…From about 830 pm to 900 pm, the police who were 50 
meters away began to use machine guns and sub-machine guns to spray the villagers who 
were illuminated by searchlights…they fired at the brushes on both sides of the road with 
guns and flamethrowers in case villagers were hiding there… the fire engines washed 
away the blood at the scene.  The sound of gunfire did not stop until midnight. 



 
An article by the New York Times suggests that the Chinese government has done its best 

to maintain silence about this incident.44 

 

5.5 Local Manufacture Policy 
 
There is a policy requiring 70% of the wind turbine parts of turbines used on local 

windfarms to be manufactured inside China.  This policy has succeeded in developing a 

manufacturing base.  More than 30 Chinese firms now offer wind-power generating 

equipment.45  In 2006 the percentage of locally manufactured turbines used in the 

construction of windfarms in China jumped from 20% to more than 40%.  According to 

an article by Worldwatch,46 this is the type of environment which could eventually “push 

down global prices and turn Chinese firms into export powerhouses”.  Paulo Fernando 

Soares, head of the China office of Suzlon Energy, speaks about the mature stage wind 

turbine manufacturing companies in China have reached. 

 
“There is no need now for foreign suppliers in China, because the local companies are 
building up capacity which can take care of growth in the market on their own.”47 
 

Goldwind Science and Technology, China’s main turbine manufacturer is scheduled for 

an IPO later this year.  With its turbine price 15% lower than those of the next lowest 

competitor, China could be in a situation where it could become one of the world’s 
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45 Reuters  “China joins wind turbine business”  (April 2007) 
46 WorldWatch Institute  Y. L. Liu, “Made in China, or Made by China? Chinese Wind Turbine 
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leading suppliers of wind turbines48 at a stage when wind energy is just becoming one of 

the Earth’s major power sources.   

 

5.6  Anticipation of a change in policy 
 
In 2005, after the vague “Renewable Energy Law” was passed many companies were 

anticipating a change in policy.  Insiders and investors in the wind power industry said 

the feed-in-tariff set by the government would be fixed at 0.25 yuan (3.2 US cents) per 

kilowatt-hour more than the coal-fired power price.49   

This would have opened up the Chinese market to new competitors.  Many 

companies and stakeholders were disappointed when the National Development and 

Reform Commission (NDRC) released the law's implementation rules, stating that 

bidding would remain in use just as the policy was taking effect in January 2006. 

A fierce debate on the issue emerged.  In October 2006, Li et al. produced a paper 

which sparked a round of criticism of China's policy by the international media.  The 

reports states: 

 
The present bidding system is likely to result in a limited number of investors and 
economic failures.  Lessons learned in the development stages of atomic or fossil fuel 
power, when income generated by initial projects was enough to finance future plans, 
should be followed in the case of wind power.  To reach this goal, the payback rate for 
wind power investment should not be less than that for fossil fuel power. 
 

Many articles on the issue followed.  Greenpeace, the GWEC, and the CREIA also 

backed a change in policy.  This criticism may have had an effect.  In June of 2006, 
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Chen Deming a vice-chair of the powerful National Development Reform Commission 

(NDRC), took charge of energy issues, replacing Zhang Guobao, seen as a promoter of 

the controversial bidding system. One Chinese official, who declined to be named, 

suggested the importance of this in June of 2006. 

 
“With Zhang Guobao gone, most in the industry are positive that this rule will change, 
possibly as soon as next year.”50 
 

However, another industry insider suggested that this is not necessarily the case.   
 
 
“The current price level was at a sufficient range to bring profit to investors.” 
 

The NDRC recently produced a report stating that with the present system, the 

installment of 90 GW capacity was projected for 2020, but with the reforms 120 GW 

would be expected. 

  

5.7  Emergent Core Competencies 
 
The policies in China have allowed Chinese windfarm developers and manufacturers to 

dominate markets, and therefore given them experience to learn their craft.  However, it 

is uncertain whether these skills can translate into other markets.   

As of yet exports have not been a significant in the Chinese market as seen in the 

table below: 

 

 

                                                                                                                                                 
 



Table 10  Wind Turbine Exports and Imports  
Wind Turbine Market in China   
(est. in millions of US dollars) 
  2003 2004 2005
Total Market Size 61.9 188.6 315.3
Total Local Production 26 79 104.2
Total Exports 0.02 0.4 0.4 
Total Imports 35.9 110 211.5
Source:  ECOWorld 
 

This may be because Chinese wind turbines have not yet achieved a reputation for quality.  

This is illustrated by the expressed opinion of one purchaser. 

 
“There is no way that we would consider Chinese turbines unless foreign ones get 30 to 
40 percent more expensive…If we did, we would only go for the oldest ones with proven 
track records because you are already hearing about so many quality problems. They just 
aren’t working.”51  
 

German and Danish manufacturers have over 30 years of experience developing and 

manufacturing turbines.  The Chinese turbine industry is “playing much-needed 

catch-up.”52 China’s companies will always be dependant on the Chinese policy unless 

they can acquire the technology which it took the European companies so long to 

develop. 

A common method for acquiring technology in recent years has been to purchase 

production licenses from foreign counterparts who are unwilling to go into the market 

themselves.  Wang Wenqi, a senior expert in the wind industry and the former general 

manager of Xinjiang Tianfeng, doesn’t believe that this method will be enough. 

 

                                                                                                                                                 
50 Reuters  “ANALYSIS - China Wind Power Boom May Bust Without Policy Change”  (2006) 
51 Reuters  “China joins wind turbine business”  (April 2007) 
52 WorldWatch Institute  “Made in China, or Made by China? Chinese Wind Turbine Manufacturers 
Struggle to Enter Own Market”  (May 2006) 
 



“This is a dead end. Most of the technology is already 10 to 15 years old…Turbine 
technology is being developed so fast. We would never catch up in this way.”53 
 

He Dexin, president of the Chinese Wind Energy Association believes domestic 

manufacturers should stop trying to obtain core technology from overseas and that core 

technology can only be generated through self-innovation efforts.  

 
“Without your own R&D capability, you will not know what technologies you should 
bring in, and you will not know how to digest them even if you have brought them in, let 
alone make innovations based on them.”54  
 

Another way for China to acquire technology is to set up joint ventures with international 

wind turbine manufacturers with more experience.  Although there are concerns about 

intellectual property, several recent joint ventures between companies like Nordex, 

Acciona, and REPower Systems AG and Chinese companies have shown that this is 

possible. 

 

5.8  Summary 
 
Securing sources of energy for the future is crucial to the development of the Chinese 

economy.  The lengths to which the Chinese government will go to find new viable 

methods of energy generation is perhaps best illustrated by China's manned trips to the 

moon in order to mine helium 3 for fusion reactors planned after 2017.55  In comparison, 

further developing an already viable wind power market does not seem that far fetched.  
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However, choosing the policies that will enable the best means of development is not 

easy. 

 
“China is faced with a great opportunity for developing wind power, but the development 
relies heavily on an enabling pricing system”56 
 

This quote from Steve Sawyer, climate and energy policy advisor for Greenpeace 

International summarizes the situation China's policymakers find themselves in.   

The bidding system has been criticized for slower development, but China’s rapid growth 

has shown this criticism to not always be true.  This is because the factor limiting the 

development of more windfarms is the government’s ability to provide sites for bidding.  

If there are a sufficient number of auctions, then the bidding system should provide an 

easier means of controlling the pace of development.   

However, this puts pressure on the government to find potential sites for the bidding 

process.  The Guangdong massacre illustrates how this can turn into a serious problem.  

Another criticism has to deal with the lack of funds left over to promote innovation.   

There have been loud protests over the tendering tariff policy, and many different 

sources claim that it is driving off investors.  However, the local market accounts for the 

majority of total windfarm capacity and provides a means by which smaller companies 

can make profits.  Li Junfeng states: 

 
“The rest of the projects are granted by local governments, accounting for a very big 
part…The pricing mechanism will gradually be sensible.  The government will make 
some adjustments if the regulation is not rational.”57 
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