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ABSTRACT  

This case study focuses on the international joint venture formation process of family busi-

nesses. The reasoning behind Danfoss’ decision to cooperate with two competing family 

businesses in Japan and China will be analyzed. In-depth qualitative interviews reveal the 

driving forces on both sides and show how the psychic distance can be reduced between the 

different parent firms including the joint venture (JV) child.  The purpose of this study is to 

investigate equal split or equity JV of family firms regarding the formation process including 

competences and cultures. The study indicates which core competences of a family business 

matter when cooperating in equal split JV.  
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1. Background of Danfoss 

History of Danfoss 

Danfoss, which is the largest industrial company in Denmark, was founded in 1933 at the is-

land Als in Southern Jutland by an engineer Mads Clausen under the name Dansk Kø-

leautomatik- og Apparat-Fabrik. The company produced valves and the first refrigeration 

valves were soon supplemented with an automatic version of the valves. During the Great 

Depression in the 1930s, Mads Clausen sold the automatic valves for refrigeration plants in 

Denmark. At this time, these valves were being imported into Denmark from the United 

States. 

In the first decade of the company history a series of new products were introduced – auto-

matic spring valves, ball float valves, thermostats, pressure-controlled valves, diaphragm 

valves, suction valves, room thermostats, constant-pressure valves and drying filters.  
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During the same year Danfoss launched automatic control systems for oil burners. The cold 

winters boosted the interest for Danfoss’ products and in 1948 trials of thermostatic radiator 

valves were stepped up and a prototype sent for market testing. 

In 1949 the first Danfoss company outside Denmark is established in Argentina. In the be-

ginning of the 1950s piecework was introduced at the factory and license production of com-

pressors for refrigerators was launched together with the production of a thermostatic radiator 

valve. A few years later a flame monitoring technology using photo-electric cells was patent-

ed and in 1962 the company established its own research department. Five years later the re-

search department demonstrated a static frequency converter for controlling the speed of elec-

tric motors. 

The founder, Mads Clausen, died in 1966. In 1971 his widow, Bitten Clausen, became 

Chairman for a newly established fund that received a majority holding of ordinary shares. In 

the beginning of the 1970s the company sales turnover reached 1 billion Danish kroner 

(DKK) and the number of employees exceeded 11,000. 

In the next years, flowmeters, automatic control, systems for natural gas, oil pre-heaters, new 

radiator thermostats and TWIN compressors for heat pumps were introduced in the company 

product portfolio.  

The company continued its expansion during the great stagflation in the 1970s despite the 

difficult economic situation in Denmark in the 1980s thanks to its international activities.  

In the beginning of the 1990s the factory receives ISO 9001 certification and Danfoss com-

mitted to complete voluntary environmental approval. The first environmental statement is 

presented with the 1994 Annual Report. In the same period the Group’s “Nessie®” water hy-

draulics system generated great interest. 
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In 1996 Jørgen M. Clausen, the eldest son of Mads Clausen, was appointed as President and 

CEO for the Danfoss Group. Sales turnover exceeded 12 billion Danish kroner. One year lat-

er the foundation stone of the first Danfoss factory in China was laid, ready to mark the 20th 

anniversary of Chinas policy of economic reforms. 

In the following decade Danfoss expanded through a series of acquisitions buying companies 

in Denmark, Germany, Norway, France and South Africa. Danfoss acquired JJ Sampson & 

Son in Ireland, Bauer Antriebstechnik GmbH in Germany, Woodley Electronics Group in 

Great Britain and Energy Controls International (ECI) headquartered in Baltimore, USA and 

established sales companies in Estonia, Lithuania, Greece, Morocco and India and acquired 

an agent in Iceland. The acquisitions of Woodley and ECI strengthen Danfoss’ worldwide 

leadership in electronic solutions for control and monitoring of supermarket RA systems. 

Continuing this strategy Danfoss acquired the district heating division of IWK GmbH in 

Stutensee (Germany) IWT Power Electronics (Karlsruhe Germany) JiP Kugleventiler 

(Glamsbjerg Denmark), a Compressor factory in Zlaté Moravce (Slovakia), Aircool 

b.v.(Rotterdam Holland), UNITEK (South Korea), PentaCom (Denmark) Danfoss Marine 

Systems (South Korea (from 50% to 100%)), DEVI A/S (Denmark), Desbordes (France), 

51% of AS Proekspert (Estonia), LPM (Finland) and  Redan A/S (Denmark).  This process of 

worldwide acquisitions continued the following years. 

Parallel to this Danfoss initiated a series of new activities: Assembly of stop valves and filters 

in São Paulo (Brazil) a new JV company and Danfoss-Saginomiya (Poland). 

In March 2008 the Danfoss Group aquired  17.5% of the shares of Sauer-Danfoss Inc. from 

Sauer Holding GmbH, a company owned by the Murmann family. Upon the closing of the 

transaction, Danfoss became the majority shareholder in Sauer-Danfoss., with 55.4% of the 

shares (see Figure 1 below). The agreement between the parties included also an option to 
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transfer the remaining portion of the Murmann family's shares in Sauer-Danfoss, consisting 

of approximately 20% of the outstanding shares, to the Danfoss Group within the next five 

years. 

In the latest years Danfoss has significantly increased its activities in China. New factories 

were built and an international purchasing office was established in Wuqing. Danfoss in-

creased its ownership share of ANSHAN Controls Company Ltd. to 75%. Danfoss acquired 

the remaining shares of Danfoss (Tianjin) Limited and in 2005 it acquired Zhejiang Haili 

Electronic Technology Company Limited (also known as Holip). Holip was a Chinese manu-

facturer of low cost frequency converters. 

On 1st October 2008 Jørgen M. Clausen retired and his successor, Niels B. Christiansen, as-

sumed this position. Christiansen joined the company in 2004 as its chief operating officer 

and a member of its executive committee. In May of 2007, he earned a promotion to the posi-

tion of vice-CEO.  

Jørgen M. Clausen is now chairman of the company after Danfoss’ Annual General Meeting 

in the spring 2009.  Niels B. Christiansen is heading the company’s Executive Committee, 

which consists of the Executive Vice President Kim Fausing, Chief Operations Officer and 

Nis Storgaard, Chief Development Officer (Nis Storgaard has replaced Frederik Lotz, who 

has left Danfoss) (Figure 1). 
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Figure 1: The Danfoss Group 

 

Source: www.danfoss.com 
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Internationalization of production and sales: 

The production sites for the blue, red and green divisions are placed all over the world, as 

seen in the following map (Figure 2): 

Figure 2: Danfoss production sites 

 

Source: www.danfoss.com 

After the Second World War Mads Clausen’s company established a network of dealers in 

Belgium, Norway, Finland, Spain, Sweden, the Netherlands and England. In 1946 the com-

pany opened a new office Copenhagen. In 1949 the first Danfoss Company outside Denmark 

is established in Argentina.  

Danfoss has developed a recipe for entering new markets, which have great similarities with 

the international market establishment chain as outlined in the Uppsala approach (see Hol-

lensen, 2007), where typically exports (done by agents and distributors) are followed by es-
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tablishment of own sales subsidiaries, which again are followed by investments in production 

facilities when markets are adequately developed and have the sufficient size to justify local 

production. In some low-cost countries, like China, the establishment of Danfoss production 

facilities has been motivated by both Chinese markets demands and need for worldwide 

sourcing of low-cost products. In future, there is also a need to go to the next step in the es-

tablishment chain, that is, for developing products for China in China.   

Table 1: Danfoss’ global production- and sales sites 

 

Figure 3: Danfoss worldwide sales sites 

 

Source: www.danfoss.com 
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Financial Information: 

The following section will present some overall financial information regarding the Danfoss 

group and its main divisions. In the latest perspectives the Danfoss group top management 

has declared that the main objectives for the coming years toward 2011 will be to reach EBIT 

10 (earnings before interest and taxes). This was before defined as operating profit. 

Financial highlights for the refrigeration and air conditioning (RA) division can be seen from 

Table 2 below. RA is by far the largest division both in terms of turnover and number of em-

ployees.  

Table 2: Danfoss Refrigeration and Air-conditioning Division 

 2003 2004 2005 2006 2007 2008  

Net Sales (mill. DKK) 8133 8583 8351 9782 11187 10783  

EBIT (mill. DKK) 393 615 449 761 856 334  

Net Assets (mill. DKK) 3307 3449 4005 5636 5774 5734  

Employees 9021 9006 9093 10787 11116 10757  

EBIT margin (%) 4.8 7.2 5.4 7.8 7.7 3.1  

Source: Danfoss Annual Reports 

 

Danfoss heating division is the second largest in terms of turnover and number of employees 

and as can be seen from Table 3 below. Unlike RA the heating division has consistently per-

formed above the EBIT 10 target during the last years since 2003, except for 2008. 
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Table 3: Danfoss Heating Division 

 2003 2004 2005 2006 2007 2008 

Net Sales (mill. DKK) 3672 4192 4640 5664 6238 6797 

EBIT (mill. DKK) 472 449 505 726 632 602 

Net Assets (mill. DKK) 1906 2109 3014 3683 4533 4662 

Employees 3864 4143 4437 5088 5870 5925 

EBIT margin (%) 12.8 10.7 10.9 12.8 10.1 8.9 

Source: Danfoss Annual Reports 

Motion controls (MC) is the smallest division in the group with a little less than 6000 em-

ployees.  MC is operating comfortably, but like the other divisions the EBIT target must be 

considered a stretch target for the MC division too (see Table 4). 

Table 4: Danfoss Motion Controls Division 

 2003 2004 2005 2006 2007 2008  

Net Sales (mill. DKK) 3372 3208 3211 3759 4371 4755  

EBIT (mill. DKK) 193 354 252 342 322 352  

Net Assets (mill. DKK) 1041 871 991 1002 1336 1539  

Employees 3071 2816 3176 3387 3854 3976  

EBIT margin (%) 5.7 11.0 7.9 9.1 7.4 7.4  

Source: Danfoss Annual Reports 
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Besides the above-mentioned three divisions, Danfoss is also now the major shareholder in 

Sauer-Danfoss. In July 2008, the competition authorities approved Danfoss’ acquisition of an 

additional 17.4% of share capital in Sauer-Danfoss Inc. Danfoss A/S now owns 55.4% of 

Sauer-Danfoss Inc. and the company is fully consolidated into the accounts of the Danfoss 

Group, with effect from July 1 2008.  

Table 5 below presents aggregated financial data for the three divisions RA, Heating and MC. 

In 2007 the three divisions taking together had a workforce of almost 21,000 employees pro-

ducing net sales well above 21 billion DKK. In terms of the future targets, there is certainly 

still room for improvement and due to the prospects of a relatively deep and long lasting 

global recession the Danfoss group like all other companies are facing huge challenges.  

 

Table 5: Aggregated data for the three divisions 

 2003 2004 2005 2006 2007 2008  

Net Sales (mill. DKK) 15177 15983 16202 19205 21796 22335  

EBIT (mill. DKK)  1058 1418 1206 1829 1810 1288  

Net Assets (mill. DKK) 6254 6429 8010 10321 11643 11935  

Employees 15956 15965 16706 19262 20840 20658  

EBIT margin (%) 7.2 6.6 5.8 8.2 7.3 5.8  

Source: Danfoss Annual Reports 
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2. Formation of the Danfoss-Sanhua JV 

The Danfoss China strategy 

Danfoss has been an active exporter to China since 1991 and it had a small share in the Chi-

nese radiator thermostat market. The Danfoss brand is well-known among buyers of radiator 

thermostats and globally they have a leading market positions in the market for thermostats 

and expansion valves. In the early 1990s, the Japanese economy suffered from a severe eco-

nomic crisis. This made many manufacturers, including Danfoss’ customers for air-

conditioning shift focus to China. The Danfoss board learned that the air conditioning and 

refrigeration markets in China were experiencing a high growth. Furthermore, China offered 

huge cost advantages in form of availability of labor and land. Moreover, the European and 

US customers of Danfoss were putting pressure on the company to decrease the prices of ex-

pansion valves.  

Like many other companies Danfoss established a sales subsidiary in 1994 in the wake of in-

creasingly business friendly political statements in China in the early 1990s. In May 1994, the 

business and political relations between China and Denmark were fast improving, and 

Danfoss was given a business license to establish a wholly owned subsidiary in China. This 

was not in the line with Chinese regulations, but Danfoss was looked upon as a special case. 

In 1994, Danfoss Nordborg (parent company) set up Danfoss Industries Limited (HK) in 

Hong Kong, for the marketing and sales of products in China. In the same year Danfoss In-

dustries Limited (HK) opened its representative office in Beijing.  

When Danfoss decided to enter the Chinese market it was for both political and strategic rea-

sons. The initiative for investing further into China was initiated from two different interests 

in the Danfoss Group. Danfoss divisions wanted to strengthen their position in the Chinese 

market. Politically, Danfoss also saw the possibility to influence the Chinese government on 
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their legislation on heat supply facilities. From earlier activities in Poland Danfoss learned 

that in order to influence local governments regarding their building directives, it is important 

to signal market commitment in the form of real investments. Danfoss realized that a sales 

office is not sufficiently convincing if you want access to political decision-making process-

es. They had to invest in Chinese production facilities. Danfoss selected Wuqing as its manu-

facturing facility as it presented many benefits such as easy availability of cheap labor and 

land, near to the Chinese capital and also favorable local authorities. However, before allow-

ing it to start operations, the government wanted Danfoss to buy 50,000 square meters of land 

in Wuqing immediately. It could use this land for building its manufacturing plant at some 

time in the future. Danfoss agreed to this, and registered its subsidiary Danfoss (Tianjin) Lim-

ited in September 1995 (see also Figure 4). The company started production of thermostats 

and expansion valves at a leased plant in 1996. 

Figure 4: Danfoss production and sales sites in China  

 

Source: Internal Danfoss material 
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The early days - Sourcing in China 

The Danfoss group had a keen interest in developing Danfoss’ presence in Asia, notably Chi-

na. The commitment from the top management level meant that the Danfoss divisions, be-

sides marketing their products, were meant to explore possibilities for production and sourc-

ing in China in the medium-term. For this purpose Danfoss top management had initiated a 

cross-divisional sourcing team, which was investigating possibilities for enhancing current 

sourcing practices.  

In the initial years of its establishment (it started up with the Blue Division) the Chinese pro-

duction facility was a repacking station. Units made in Danfoss Nordborg (DK) were un-

packed and then repacked for the Chinese market. Later on, as Danfoss managers, initiated by 

top management in Nordborg started to explore the market for potential suppliers, they 

learned that production was feasible with a considerable cost advantage. This suited well with 

the expectations of the top level managers of Danfoss. Hence, despite that the Chinese ven-

ture was a costly investment which at this time had shown no signs of paying off; top man-

agement in Danfoss Denmark planned to invest further into China. In 1995 to 1996 the pro-

duction facilities were developed and Danfoss China started to produce an expansion valve 

for the local industrial refrigeration market. Simultaneously, Danfoss China started to devel-

op their own local sourcing activities finding, selecting and contracting with local subcontrac-

tors as a way to bring down production costs and make the investment more feasible.  

Although they were skeptical in the beginning regarding the initiation of large-scale sourcing 

and production it soon became clear also to the Danfoss division managers that there was an 

interesting potential in expanding the sourcing activities in China. The turning point was an 

order received from an American customer, because Danfoss was able to make a customized 

product to a very competitive price.  
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Danfoss had a tough start. Though the manufacturing facility was inaugurated in July 1997, 

the company had to continue its operations in the leased plant until 2001. Danfoss also had 

problems with its suppliers and its employees and therefore had to focus entirely on its daily 

operations. Danfoss could not find suitable suppliers in China and had to source most com-

ponents from suppliers in Europe. Language acted as a major barrier, and its many technical 

specifications led to much confusion among Chinese suppliers. This resulted in the rejection 

of many products during testing phase. 

Danfoss also had difficulties in dealing with the Chinese employees. The management fol-

lowed the western style of openness and cooperation, which was new to the Chinese employ-

ees, who were not used to working in groups. The Danfoss management thought that the Chi-

nese employees were reluctant to cooperate and discuss difficult issues. They did the job as 

they were told, even if they knew it was wrong and that they could do better.   

From the market perspective the radiator thermostats were not growing as fast as expected, 

while the expansion valves were promising. Many Chinese buyers were unfamiliar with the 

brand name Danfoss. Many Chinese customers knew of big companies such as Ericsson or 

ABB but they had never heard about Danfoss. However, Danfoss was confident that its high 

quality products would do well in China. 

In 1998 the production of expansion valve was relocated from Denmark to China. This trans-

fer was a success, cutting 40% of the production costs while maintaining acceptable quality 

levels. In 2000, the line components for RA (oil separators, shut-off valves, check valves, fil-

ters and strainers) were also transferred from Denmark to China. 

 

 

 



 16 

Danfoss China:  2000 - 2008 

During the early 2000s Danfoss was registering about 35% growth in revenues in China, but 

was not yet profitable. As imported goods were not allowed to be sold in China, the company 

was still importing a number of products through its Hong Kong division.  

After 2001 things changed rapidly. The new factory began production in December 2002. In 

addition, the factory was also equipped to produce RA products. In the air conditioning busi-

ness, the Wuqing plant exported most of its air conditioning products produced in the first 

year of production as the air conditioners market had not picked up in China. However, by 

2004, its export came down by 40% of the total production. There were several reasons for 

that. The company was able to form alliances with local sub-suppliers, which increased local 

sourcing to up to about 60-70%. These helped in manufacturing quality products at much 

lower cost and sell these sub supplies at much lower prices to local manufacturers such as 

Gree, China’s largest producer of air conditioners. Danfoss also gained good orders at global 

players (OEMs) such as Carrier or York. 

In order to improve the skills of its local employees, HR personnel at Danfoss China con-

ducted a series of training sessions with personality development seminars. Since trade un-

ions were not allowed in China, Danfoss arranged an alternative platform where employees 

were encouraged to talk to management regarding issues like working conditions. 

Conditions for the China operations of multinationals improved. Also Danfoss benefited a lot 

from China’s entry into the World Trade Organization (WTO) in December 2001, which 

permitted businesses to sell imported products directly into the Chinese market. This reduced 

the cost of importing products to China as the imports did not need to come through Hong 

Kong anymore. It increased the number of potential Danfoss customers (OEM manufacturers 
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in RA) and established their manufacturing bases in China which in turn also increased the 

sales of Danfoss products. 

Around 2003 Danfoss became increasingly aware of the fact, that the yearly growth rates of 

most Danfoss related industries were higher than the growth in the annual Danfoss sales for 

the different products. This meant actually that Danfoss was losing market shares. One of the 

main reasons for that was that Danfoss products were mainly aimed at the high-end market 

segments, totally ignoring the so-called Good-Enough-Market (GEM).  

The Danfoss management generally believes that China will emerge as a huge future market, 

especially in the refrigeration and freezing appliances business. This growth is further trig-

gered by the Chinese government, which plans to build a ‘cold food chain’ with the aim of 

improving the way food is stored and transported in the country. In China, 80% of food is 

stored and transported without temperature control, resulting in 10-20% of food getting 

spoilt.  

 

China as Danfoss' second home market  

In 2005 Anette and Jørgen Mads Clausen visited different places along the Chinese Silk 

Road. They came from Kazakhstan and entered China, which they found was far more devel-

oped than you would expect in that part of the country. They realized that China has a homo-

geneous population and culture, but it also has a common language. Together with free 

movement of labor, capital and goods inside China it has all the characteristics of what we 

have constructed in the European Union as an answer to the free and competitive market in 

USA and Japan. Furthermore the drivers of homogeneity and language are not present in the 

same degree, neither in the United States, nor in Europe. China has all the characteristics of 

becoming the next powerful trading bloc, where Danfoss could get major market shares be-
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fore it would be dominated by local Chinese companies.   

Anette and Jørgen M. Clausen's trip to China in 2005 was the initial step towards the devel-

opment, that resulted in the ambitious Danfoss plan for China, which was termed Danfoss 

'second home market' after Europe. By home market they mean one where Danfoss wants to 

be market share leader in the market segments, where it operates. Their reasoning is: If they 

are not on the first places in their markets they will be in trouble later when the industry con-

solidates, and they will not have the volumes to compete with the local Chinese incumbents.  

After launching it 'second home' concept, Danfoss felt a change in the attitude of its local 

employees and customers as they acquired a more positive attitude towards the company. 

Jørgen M. Clausen always told his employees and customers, that only he was Danish, 

whereas the products and technology they bought were all Chinese. He said that they could 

contribute to generation of employment in China by buying Danfoss products. 

Over the years Danfoss has been careful in maintaining healthy relations with Chinese gov-

ernment. Chinese officials were invited to visit its factories in Denmark and China. On occa-

sions such as the opening of a manufacturing facility, officials from Danfoss top management 

made it a point to meet Chinese government officials. Furthermore, Danfoss also used occa-

sions when the Danish Prime Minister visited China.  For example, in February 2004, 

Danfoss CEO Jørgen M. Clausen meets with Chinese Premier Minister Wen Jiabao in Beijing  

According to Danfoss, occasions like these indicated to the local people and businesses that 

the government supported the company and its products. 

 

Sanhua 

In 1978 the People's Republic of China (PRC) has moved away from the Soviet form of 

planned economy towards a liberal market economy. The Chinese economy has since then 
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witnessed a partial liberalization of its markets, foreign trade, prices, financial systems and 

economic regulation. This ‘opening’ made it possible for family businesses to evolve.  

The Sanhua Group was founded in 1984 as Xinchang Refrigeration Components Factory in 

the province Zhejiang south of Hangzhou. Under the direction of Zhang Daocai, the factory 

gained market share and achieved economic growth especially with the main product the so-

lenoid valve. Simple products were developed into high-tech products, laying a solid founda-

tion for the following decade. After 1994 the Zhejiang Sanhua Group created a ‘refrigeration 

and air conditioning components empire’ which achieved renown in China and abroad. In 

addition to the main business in climate and appliances controls Sanhua sells components for 

the automobile industry and is involved in real estate and other industries. Among Sanhua's 

products series, the solenoid valve as well as the service and reversing valve for home appli-

ances, air conditioning took on a primary position in the international market.  

With a young and professional management team and modern management methods, Sanhua 

wants to ensure a high product quality to satisfy customer needs. The enterprise culture is 

represented by the spirit of continually improving and self-exceeding as well as pursuing ex-

cellence. With quick responses and immediate action they strive to improve the company's 

core competitiveness. Using advanced quality management systems the process of control is 

linked to quality management and will continuously progress towards zero-defect. The 

sources of Sanhua’s development are talented people, globally recruited with an open mind, 

improved in practice and trusted in decision-making. Currently Sanhua employs 580 tech-

nical engineers, among whom 260 are specialized in the R & D of new products. R & D is 

centered on its key products in the field of climate and appliance control, gradually expand-

ing to automobile and photo electricity industries  

The JVF process started in the late 1980s, when Sanhua approached Danfoss. At that time 

Danfoss refused to cooperate, because they were concerned about technology transfer to Chi-
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na. Chairman Daocai had the vision of Sanhua becoming the ‘Eastern Danfoss’. The Danfoss 

owner realized that they were actually losing market share, because the growth rates in China 

of 40% lay well below the growth rates of 80% in the entire market. The JV agreement was 

finalized in 2007. The two partners’ main interest in setting up the JV was to utilize each oth-

er’s competences: Sanhua has access to the Chinese market and knowledge about mass pro-

duction, whereas Danfoss has a global distribution network and R&D as well as general 

know-how regarding systems and processes. 

 

The Danfoss-Sanhua JV 

On November 3, 2006, Danfoss A/S and Sanhua Holding Group Co., Ltd., signed an agree-

ment, confirming both parties’ closer cooperation in order to form a new JV company togeth-

er in Hangzhou, China. The deal was closed at the end of January, 2007.  

The purpose of establishing the new company, which will supply a new product to the RA 

market, is to strengthen both companies on the RA market. As the scope of the new company 

will be limited to a product (Micro Channel Heat Exchanger = MCHX) that is new to both 

companies. Furthermore, in principle no competition will exist between Saginomiya, 

Danfoss’ Japanese partner on the RA market, and the Danfoss-Sanhua JV. 

 

"The establishment of the new company, owned by Danfoss and Sanhua, is in line with 

Danfoss' ambitions to expand in China and to further strengthen its presence in the country. 

We believe there is a strong synergy between Sanhua and Danfoss, which will benefit the new 

company," said Jørgen M. Clausen, CEO of the Danfoss Group. He attended the signing cer-

emony, together with Mr. Shen Jian, Vice Mayor of Hangzhou, other senior local government 

officials and the senior Sanhua management.  
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At the signing ceremony, Mr. Zhang Daocai, Chairman of the Sanhua Group, commented:  

“We are delighted to embrace this unique opportunity to form a new company together with 

Danfoss, a leading brand providing solutions for RA markets around the world.”  

In the JV Danfoss-Sanhua there are currently 200 employees and by the end of 2007, the 

brand new 40,000 square meters factory and laboratory will be ready to run and the produc-

tion capacity will reach 1 million units of heat exchangers by the end of 2008. 

The MCHX is a highly efficient and new developed heat exchanger being made of aluminum 

alloy and mainly applicable for residential AC, light commercial AC and refrigeration and 

chiller market. Comparing with conventional T&F heat exchanger, MCHX has higher effi-

ciency; more environmental friendly advantages as the same time could reduce the customer 

total cost down. With the micro channel heat exchangers it is possible to build systems that 

reduce refrigerant charges by as much as 40%. Also the high efficiency makes it possible to 

achieve the same effect in a smaller system, and thereby reduce total system costs. 

The two companies are not competitors but supplement each other: Sanhua is mainly in-

volved with mass-production of components for residential areas (valves etc.), whereas 

Danfoss is more specialized in the commercial sector, and has a lot of system know-how. 

Danfoss knows how AC systems are working and how the different products in the system 

are related. 

At Danfoss in Denmark, there is a fundamental and key R&D team, sharing the Danfoss 

global technical network and resource. In China, the R&D department is close to the custom-

ers, market and production. 

Danfoss is a global professional component and solution provider for RA industries and can 

contribute to the JV with their strength in first class application knowledge, strong R&D ca-

pability and rich market information and resources. Sanhua is a Chinese leading supplier for 
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RA components and has great advantages in advanced manufacturing experience, especially 

for mass production and rich market information and resources in RA market. By taking ad-

vantage of these above mentioned strength from both sides, Danfoss-Sanhua JV believes in 

being a MCHX industrial pioneer. As important player they provide superior products and 

service to customers, meanwhile creating healthy and comfortable living environment for 

human beings. 

 

3. Formation of the Danfoss-Saginomiya JV 

The history of Saginomiya 

As a pioneer in automatic control technology, Saginomiya employs 1,360 people in Japan 

and in overseas offices. Sales networks exist in around 60 countries all over the world. Sagi-

nomiya's history began in 1940 when Shigeru Nishimi founded a research institute for devel-

oping and producing high quality bellows required for automatic controls in the marine and 

aviation industry. The company is now managed by the founder’s son Yuichiro Nishimi . 

The company name of Sagionomiya derives from the small town near Tokyo where these bel-

lows were produced in 1944. Developments of automatic controls in RA caused extensive 

company growth.  

The corporate principle or philosophy is to create happiness for all the employees and all hu-

man beings. Saginomiya believes they have a corporate social responsibility to work on envi-

ronmental issues and received the ISO-14001 standard of environmental management sys-

tems in 2001. They recognized the importance of personal information and its protection 

which is formulated in their privacy policy. 
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The Danfoss-Saginomiya JV 

In the 1960s Nishimi visited Danfoss, but Mads Clausen was not interested in cooperating at 

that time. About 40 years later Jørgen Mads Clausen went to Japan and was reminded of that. 

Sometime later in 2002 they agreed to create a new technology leader and establish an equal 

split production JV in Poland. Then Danfoss started acting as agent for Saginomiya in Europe 

and the US. In 2005 the Danfoss sales organization in Japan, which had been launched in 

1960, was closed down. Saginomiya became Danfoss’ distributor and offered work to 20 of 

67 employees from the sales office.  

The two market leaders in Asia and Europe combined their strengths in RA controls in order 

to solve customer problems with a rich pool of research and development capabilities. The 

company values such as trust, reliability and passion for technology are reflected by the own-

ers of the cooperating family businesses. In an interview Jørgen Mads Clausen stated that the 

JV in Poland was successful, because two family-owned companies joint together. The two 

companies believed each other and kept their promises. He ascertains that if Danfoss makes 

an agreement with a large US corporation listed in the stock-exchange, it only lasts as long as 

that company considers it positive. 

The JV in Poland has witnessed steady progress; from 2005 to 2006 sales growth amounted 

35 %. New products were jointly developed in order to complete the Danfoss product line 

and meet the demand of the Japanese market, eg. light weight, simplicity and energy efficien-

cy. The management of Danfoss-Saginomiya cooperates with their colleagues from Japan for 

example by launching VPM (Value Project Management) with the purpose of shortening 

production lead times by 30%. The JV in Poland has also adapted to Japanese cultures and 

values by introducing a quality control system in the Kaizen mindset. Kaizen meaning ‘im-
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provement’ or ‘change for the better’ is a management philosophy used in Japan and now al-

so internationally in order to improve quality management and manufacturing.  

Internationalization of Danfoss-Saginomiya 

Looking at the sales network of Saginomiya worldwide they use some of Danfoss’ sales out-

lets to serve their customers in Chile, Brazil and the USA. Since 2007 the Middle East is 

served through a cooperation of Danfoss-Saginomiya and Danfoss’ sales office in Dubai. 

This shows a deepening global relationship of Danfoss and Saginomiya as well as the pro-

gress in Japan. 

In 2008 Danfoss-Saginomiya celebrated its 5 years of anniversary of operational activity at 

the JV in Poland. A ceremony was organized at the production facilities in Grodzisk Ma-

zowiecki (see above picture) with many invited guests from Saginomiya and Danfoss, as well 

as all Danfoss-Saginomiya employees.  On this occasion the achievements of the past 5 years 

were praised by the president of Danfoss-Saginomiya and Supervisory Board members. They 

agreed that the cooperation between Saginomiya and Danfoss has developed considerably 

during the last 5 years.  

 

Main products and competitors 

2008 was a record year where they had never before produced and sold so many cartridge 

controls (CC). This connector option is part of the wide product range that Danfoss-

Saginomiya offers.  The high quality of the products and the joint delivery with other Danfoss 

products are appreciated by the customers. Danfoss-Saginomiya plans to grow further and 

sees the key to this in continued customer focus. The employees of Danfoss-Saginomiya con-

tributed to this development remarkably. Important was also the close cooperation between 

the Polish employees and the Danfoss and Saginomiya teams.  
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Figure 5: Danfoss-Saginomiya product CC 

        

The CC shown on the picture above produced at Danfoss-Saginomiya can be used for high 

and low pressure safety controls as well as condenser fan controls and other applications 

where a pressure switch is required. The very high standards in the production are supported 

by the use of clean room manufacture, which is not used by competitors. The accuracy and 

tolerance values kept very low to ensure 100% compliance during product lifetime. There is 

also a water proof version of CC with cables. 

 The CC is mainly sold to the automobile and air conditioning and refrigeration industry. 

Hondas is the largest customer in the automobile industry with 60 %, of all purchases, fol-

lowed by Toyota with 15%. Nissan, Suzuki and others amount for the rest of 25% of the 

sales. 

The competition on CC is strong, but Danfoss-Saginomiya has significant advantages: They 

can offer short lead times from Poland, superior quality, a wide product program and flexibil-

ity. The product from Texas Instruments is good but they are not very flexible and do not of-
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fer lifetime tolerances. The Chinese suppliers Chung Heng, Sanhua and Sentrion sell at low 

prices, but are not very experienced in the market and the quality standards are not as high as 

at Danfoss-Saginomiya. 

Regarding the 4-way reversing valves from Saginomiya, Sanhua is a stronger competitor. The 

4-way reversing valves enable operations in heating or cooling mode by changing the direc-

tion of the refrigerant flow in the circuit. Sanhua can offer this product for small and medium 

sizes at lower prices and in good quality. Ranco is especially strong in reversing valves for 

medium to large sizes and offers many product variants. The other Chinese suppliers produce 

direct copies of Saginomiya valves at very low prices but only for small sizes and with doubt-

ful quality. 
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4. Teaching notes  

Figure 4: The five-phase relationship model 
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Source: Hollensen (2007) 

In the above five-phase relationship model a business relationship is compared with a ‘mar-

riage’ between buyer and seller. This process of reducing the psychic distance and increasing 

the interdependency results in shared values and joint investments.  

Looking at the concept of distance, psychic distance can be defined as the individual percep-

tion of the differences between markets. Examples for differences are language, education, 



 28 

business practices, culture and industrial development. National cultural distance as well as 

language, institutional and other forms of exogenous distance can distort the flow of market 

information and increase the individually perceived psychic distance.   

The first question concerning the JVF process is how Danfoss or the other companies became 

aware of each other and what motives exist. In the exploration and expansion phase both 

sides share experiences and try to reduce barriers in interaction. Similar values and trust help 

the partners to enter the commitment phase. Depending on its success in average a JV on av-

erage lasts only for about seven years. Therefore in the last phase or ‘divorce’ according to 

the marriage metaphor, the relationship is terminated by selling or buying out one of the part-

ner firms.  

To indicate what core competences of a family business matter when cooperating in equal 

split joint ventures, the core values mentioned by the owners should be considered. Shared 

characteristics of all three family businesses can be seen in values of social responsibility, 

environmentally friendly innovations and a global mindset.  

 

4. Potential questions 

a. What competences are critical when family businesses cooperate?  

The critical competences that were mentioned by the cooperating family businesses can be 

characterized with in-depth knowledge of the own market and new technologies, which was 

of high value for the JV partner as well as the long-term orientation and attitude on personal 

level. Competences in international partnerships were built by interest in and knowledge of 

the other culture. Not just the owner, but also the management was asked to build up cultural 

knowledge by working and living in another country for a period of years. 
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b. Can the psychic distance be reduced when only family businesses are involved in a 

JV? 

Regarding the question, how to reduce the psychic distance when only family businesses are 

involved, negotiations on an equal base are found to be important. The long JVF process led 

to a global and trustful relationship, because of the owners’ commitment, interest and experi-

ence.  As the Danfoss owner mentioned in an interview family businesses are more interested 

in a continuing cooperation and consider mutual advantage to be most important. 

 

c. What are the driving forces in the internationalization stages of family businesses? 

The driving forces in the internationalization stages of family businesses are related to the 

before mentioned competences. Within the single phases in the JVF process the driving forc-

es at the beginning are based on a personal owner level. Expertise in technology can be seen 

as a prerequisite for the start of negotiations. Within the further process commitment and 

constant exchange of information and employees become more important.  Not short-term 

profit was relevant for the investigated family businesses JVs but shared benefit, commitment 

and a trustful, equal partnership. 
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