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Foreword

China is certainly doing its best to keep the world mesmerized by its eco-
nomic achievements. The Chinese economic growth story that begun 30
years ago has in terms of dynamics and duration long since surpassed all
those “economic miracles” which have brought Germany, Japan, and the
South East Asian Tigers into the top—league of the industrialized world.
The rapid expansion of the Chinese economy has gone along with a full-
fledged re-integration of China into the global economic system. In the
course of the last 30 years China has become a major player in the global
economy and today is on a trajectory towards even greater prominence.

In recent years, the Chinese economy seems to have reached an impor-
tant threshold line of economic development and global integration. In the
first quarter century of reform and global opening, Chinese enterprises
have been largely confined to a ‘passive’ role in the global division of la-
bor. Foreign enterprises as the proprietors of greatly superior business
models, production technologies, management models as well as very
competitively established brands have been integrating Chinese players in
their value chains and global operations. Lacking the necessary production
technologies, products as well as marketing knowledge to successfully ad-
dress OECD-consumers, Chinese enterprises have been hardly able to en-
ter the global markets without such guidance. Now, this constellation is
changing. An increasing number of Chinese enterprises has already ac-
quired a critical mass of production and management know-how and is
venturing out on the global markets in order to directly cater to the cus-
tomers of the OECD markets and gain a larger share in the profit pools un-
til recently monopolized by the established brand owners of the triad
economies.

The study presented here by Sandra Bell is dealing with these new Chi-
nese ‘global players’. Focussing on the Chinese household appliances and
consumer electronics industry she is taking a very detailed look at the
brand management of China’s new ‘multinationals’. The establishment of
strong brands in the OECD markets will be of fundamental importance for
a successful market entry by Chinese enterprises. But the successful
placement of new brands is known to be a very complex and resource con-
suming exercise, requiring very advanced management skills. However,
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the mere concepts of ‘marketing’ or even more so ‘branding’ have only re-
cently become common features in China’s transition economy: Are Chi-
nese players already in a position to deliver on the challenge of interna-
tional brand positioning? How successful are they? What strategies do they
employ, and to go one step further, is there something like a ‘Chinese way’
of going global and conducting international branding?

Sandra Bell provides answers to all of these questions. Founded on thor-
ough field research in China she presents a highly enlightening analysis of
how Chinese enterprises have ventured out in order to conquer the global
markets. By doing so she provides us with highly valuable insights in the
realities of brand management in China’s new corporate elite. With enor-
mous detail Sandra Bell dissects the international branding activities of
some of the most prominent Chinese enterprises and provides the reader
with an insider perspective not to be found elsewhere. Obviously most
Chinese enterprises are still in an early stage of their pro-active globaliza-
tion and are still paying a high price for learning from the markets. How-
ever, the learning curves seem to be steep and it does not appear to be too
far fetched to assume that Chinese brands will be soon a regular feature of
the European and American consumer markets.

Duisburg, November 30", 2007

Univ.-Prof. Dr. Markus Taube
University of Duisburg-Essen
Mercator School of Management
East Asian Economics / China



Preface

Sun Tzu says: One who knows the enemy and knows himself will not be in danger
in a hundred battles. One who does not know the enemy but knows himself will
sometimes win, sometimes lose. One who does not know the enemy and does not
know himself will be in danger in every battle

(“The Art of War”, chap 3).

The motivation for this doctoral thesis has its origin in my childhood,
when my father invited Chinese colleagues to our home in Germany, and I,
then ten years old, became fascinated by their Chinese difference in ap-
pearance and culture. I therefore owe my father, Dr. Wolfgang Steinwarz,
not only thanks for his great support during the thesis itself, but finally my
education path as well. I would not have studied Sinology and the Chinese
language, and would not have chosen a China-related topic without him.

I would also like to express my gratitude to my sponsor Jirgen-
Manchot-Stiftung, who constantly supported my research, living and trav-
elling with generous funding in both Germany and China. Special thanks
also due to the DAAD and the Chinese Scholarship Council who enabled
my research period at Shanghai Fudan University.

I am also extremely indebted to the representatives of the participating
Chinese companies, namely Haier, TCL, Hisense and Lenovo, for volun-
teering their time into my in-depth interviews. Special thanks to Haier for a
fantastic exhibition tour. I would also like to especially thank Valinna,
Simon Zhao, Guillaume de Lavallade, Ying Zhang and Wei Ke, who en-
abled these interviews. The study could not have been completed without
the contributors and interviewees: Liu Zhenyu, Liu Zhanjie, Wang Ruiji,
Stacey Sun, Meng Yutian, Zhang Ying, Roland Gerke, Dr. Steffen
Stremme, Prof. Lu Xiongwen, Prof. Zhou Dongsheng, Prof. Allan K. K.
Chan, Prof. Hang Zhonghe, Riidiger Burkat, Isabelle Gras, Prof. Sven
Mintel, Dr. Michael Meyer, Holger Gottstein, Jim Hemerling, David C.
Michael, Collins Qian, Joseph Wan, Paul French, Laurie Underwood,
Benedikt Sobotka, Dr. Marc Bieling, Dr. Christian Schmidkonz, Dr. Mat-
thias Schramm, Ponpon Zhan, Dunja Saleh-Zaki, Andreas Giinther and
Laurence Bagot. Also invaluable was everyone who filled in the online
survey.



VIII  Preface

Very special thanks are due to The Boston Consulting Group who en-
abled my thesis by a supportive leave of absence and strong global net-
works. I am especially grateful to Heidi Huang and Jacqueline Joliet who
have always served my research requests, regardless how strange and chal-
lenging they were, during their spare time.

I also owe large debts to Prof. Dr. Markus Taube, my doctoral father,
with whom I have discussed many of the ideas in this thesis and whose in-
fluence should be apparent. I would like to express special thanks for his
encouragement and invaluable comments throughout the research process.
I thank my friend Anja Wollschldger for her great support, since she was
never tired off sending me literature from German libraries to my home in
Shanghai.

Finally, I owe a great deal and ultimately my sanity to my family and
husband John Daniel Bell who have supported me during all stages of my
thesis. I thank John for his never-ending overwhelming support, encour-
agement, inspiration, and editorial contribution. Thank you for moving
with me to Shanghai. The thesis is dedicated to you.

Shanghai, February 10™, 2008

Sandra Bell

For any feedback and comments feel free to email to the author at
bell.sandra@bcg.com.
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1 Introduction

1.1 Problem statement

1.1.1 Chinese companies in changing business environments

For years the People’s Republic of China'is the largest growing market in
the world. The gross domestic product (GDP) increased on average 8.4%
between 1984 and 2005 (EIU 2006). This is faster than the US and Japan
grew during their early stages of economic development, and China’s rapid
growth is projected to continue through the next decade and beyond
(Xinhua 2005). Besides rapid economic growth, China also means an
enormous market size. 1.3bn inhabitants or one-fifth of the world’s entire
population live in China. They are not only considered a low cost labour
force, but also an attractive customer base (Zeng/Williamson 2004;
McGregor 2005; French 2006). No global corporation therefore dares
strategise without taking the country into consideration (Grant 2006). As a
result, China has attracted hundreds of world’s largest companies and in-
vestors, and has obtained immense amounts of foreign direct investments
(FDI). In 2004, contractual value of foreign fund was US$153.5bn, up by
33.38% compared to 2003, and actual utilised foreign fund value was
US$60.6bn (MOFCOM 2006¢).

But, not only foreign companies have been attracted by the large Chi-
nese market place, also domestic Chinese companies have benefited from
the Chinese open door policy and increased market-economy environ-
ments since 1978 (Chai 1997, 2000; Zhang 2003). They have achieved
leading positions in the domestic markets and have become the world’s
second largest exporter after the USA with an export volume of US$593bn
in 2004 (EIU 2006). However, at least since China joined the World Trade
Organisation (WTO) in the end of 2001 the competition with foreign com-
panies has increased dramatically. Chinese companies are forced to organ-

I The People’s Republic of China is hereinafter replaced and equally used by the
expression of ‘China’. According to usual practice (e.g., MOFCOM, UNCTAD
reports), the regions of Hong Kong and Taiwan are excluded if not explicitly
indicated otherwise.
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ise their businesses according to more free-market principles in order to
survive. They are also encouraged by the Chinese government to enter for-
eign, international markets to strengthen their positions in the home mar-
ket, and to access new, profitable markets and strategic assets. Karl P.
Sauvant, Director of the investment division of the United Nations Confer-
ence on Trade and Development (UNCTAD) even said that “Chinese en-
terprises are on the threshold of becoming major foreign direct investors in
Asia and beyond” (UNCTAD 2003: 2). Fig. 1-1 shows the development of
China’s outward FDI (stock) according to UNCTAD reports. In 2004
China accumulated US$38.8bn and is forecasted by Bain to have a stock of
more than US$81bn outward investments by 2015.2

In bn
us$ China’s outward FDI (stock) 1979-2004 Bain-forecast 2004-2015 >
80

70 -
60 -
50 -
40 -
30 4

‘80 '8 '90 '95 '00 '01 02 03 '04 '05 '06 '07 '08 '09 10 "1 "2 "3 14 '15

Fig. 1-1. China’s outward FDI (stock) 1979-2015 (UNCTAD 2003: 2; Bain 2004;
UNCTAD 2006)

Whereas in the eighties and nineties Chinese outward investments par-
ticularly came from state-owned companies like the China International
Trust and Investment Corporation (CITIC), Shougang and Sinochem in or-
der to seek natural resources for the growing Chinese economy (Cai 1999;
Zhang 2003) and partly to boost the confidence of foreign investors in
China’s open door policy (Zhang/Bulcke 1996: 417), the 21* century
seems to be more dominated by transnational operations because of indi-
vidual corporate business goals. One major business goal is the strengthen-
ing of Chinese brand names in developed markets (UNCTAD 2003: 2).
For example, TCL Corporation, a television manufacturer from Huizhou,
purchased the traditional German brand Schneider in 2002, and is co-

2 Forecast based on 2003 exchange rates. See appendix 1 for applied exchange
rates.
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operating with French Thomson since November 2003. Shanghai Automo-
tive Industry Corp (SAIC) bought the design rights of MG Rover and plans
to launch its first self-branded family car by end of 2006 (Jing 2006).

Lenovo Group purchased the IBM Personal Computer (PC) division for
US$1.25bn in 2005, and caused excitement not only in the global com-
puter industry (Lenovo Deutschland 2005). The new Lenovo Group is now
the third largest manufacturer of PCs in the world and enjoys global brand
awareness through the brands of ThinkPad, ThinkCentre, and IBM, and
through Lenovo’s own brand popularity in China (fig. 1-2).

lenovo ixiH

' R

ThinkPad

Fig. 1-2. Lenovo Group acquires IBM ThinkPad (own illustration)

Taking these recent developments of Chinese companies into account,
are brand acquisitions thus the successful market entry strategy into devel-
oped markets? Do we have to expect more cross-border acquisitions in fu-
ture? Will the notebook /IBM ThinkPad be re-branded into Lenovo Think-
Pad? Will IBM customers and employees accept the new Chinese
ownership? Haier Group, China’s largest manufacturer of household appli-
ances, however, decided against brand acquisitions, and has already dem-
onstrated reasonable success in the US-market by self-branded products.
What can developed markets finally expect from Chinese brands and their
global brand management? What are the challenges facing these Chinese
branded companies going global? And, what strategies and operational ca-
pabilities do they have in place to succeed?

These and other questions are very new and pose a great challenge for
both the established multinational companies and the scientific brand man-
agement research. They may change the overall look of the developed and
worldwide markets, and therefore, it is worth to investigate what is behind
the emerging Chinese branded companies and their ambitions of taking
their home brands global. Before starting the investigation, however, the
next sections will shortly introduce the general role of a brand when a firm
goes international and gives reasons why there has been insufficient re-
search about Chinese brands on global markets so far. The introductive
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section will close with the outline of the research approach, including its
limits, aims, theoretical and empirical access, and the structure of the
study.

1.1.2 Role of brand management when going-international

Relevance of brands

The last decades have seen growing market saturations in US and WE
markets, a huge variety of similar products, globalisation processes and an
accelerating speed of innovations (Langner 2003: 6-12; Esch 2004: 27-59).
As a result companies have been forced to differentiate their products from
competitors in order to remain competitive, attract customers, and finally
to secure future profitability. A Delphi-survey among company managers
identified that the brand is regarded as one of the central value drivers
within corporations (Kricsfalussy/Semlitsch 2000: 28). The brand value
can be up to 82% of a company’s stock market price, as found for the Ko-
dak brand in 2004 (Esch et al. 2004: 1).

Whereas commodity and non-branded products promise functional qual-
ity and are primary purchased on the basis of price and availability, brands
typically embody emotional benefits beyond functionality. They can create
prestige, status and social acknowledgement, and can guarantee long-term
product quality and market orientation. A brand can therefore be defined
as a psychological construct of images and relationships in the mind of a
consumer which is responsible for product identification and product dif-
ferentiation, and which influences customers’ purchase decisions (Esch
2004: 23).°

Although one could argue that a brand is a psychological phenomenon
and its emotional benefits are intangible, the relevance of brands has al-
ready been proven as real and checkable in the market (Meffert et al.
2003). For instance, in an empirical study Chernatony and McDonald
(2003: 14-15) asked several test persons to compare Diet Coke and Diet
Pepsi firstly in a blind test scenario and secondly in an open test scenario.
The results show that Diet Coke obtained a higher consumer preference
score, although the pure taste was considered less attractive than Diet
Pepsi’s taste (fig. 1-3). The power of a brand can have impact on cus-
tomer’s purchase frequency, willingness to pay and thus directly on corpo-

3 Other authors stress the means of brand visualisation within their definitions of
a brand. They say a brand is a name, a symbol or even a coherent marketing
approach that is added to a functional product offer. Berndt (2005: 37-38) listed
up brand definitions of several known marketing experts.
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rate profits and return on sales. For instance, Miele is the market leader in
terms of price and volume in washing machines in Germany, although
their washers are up to 70% more expensive than equivalent competitive
goods (Biel 2001: 64; Esch 2004: 11-12).

Blind test Open test
In% 80 (Brand names were concealed) In% 80 (Brand names were revealed)
65
60 60
51
44
40 40
23

20 20

12

5
0 T T 0 T T
Diet Coke Diet Pepsi Equal/ cannot Diet Coke Diet Pepsi Equal/ cannot
say say

Fig. 1-3. Comparison of Diet Coke and Diet Pepsi in a blind and open test sce-
nario (Chernatony/McDonald 2003: 14-15)

Even though brand building sounds promising for a company, young
and new brands have to face strong difficulties particularly in developed
markets. Customers are swamped with information and promotional com-
munication. They take little notice of advertisements, and even at the point
of sale they take little time to deal with products (Langner 2003: 10-11).4
A company thus has to design and manage its brands very carefully:
Which units and products shall become brands? Which company-
objectives shall they fulfil? How are they named and communicated to the
consumers? (Chernatony/McDonald 2003: 53-54; Berndt 2005: 131-132).

Brands on international markets

The management of brands gets an additional dimension when adding the
international perspective. On the one hand customers in other country
markets may have different preferences and tastes than in the home market
(e.g., Remmerbach/Walters 1994: 658; Meffert/Bolz 1998: 186-188). Na-
tionally successful brand massages thus may not be appropriate there.

4 Kroeber-Riel and Esch (2004: 141-149) found out that an one-page advertise-
ment is often looked at less than 2 seconds. Experiments from Russo and Le-
clerc (1994) showed that in a supermarket customers screen a 16 brand-sizes
shelf of consumer nondurable goods on average 3.44 seconds.
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Moreover, different product and advertising regulations may demand
brand adaptations (Quelch/Hoff 1986; Kelz 1989; Baumgarth 2001: 331).
On the other hand, there is evidence that customer habits seem to homoge-
nise worldwide through modern information technology and individual
mobility (Bukhari 1999: 17-20; Keller 2003: 684). The ongoing liberalisa-
tion and deregulation of many industries and changed political-legal condi-
tions have also resulted in a more joint and globalised market place
(Kotler/Bliemel 2001: 259-260).

In the last years, the penetration of multinational brands in domestic
markets has caused increasing competition and crowding-outs. For domes-
tic companies it has often been a case of Hobson's choice: Whether they
liked it or not, they had to enter global markets by themselves in order to
survive the market in the long-term (Sattler 2001: 109). On the other hand,
to go international is typically complex and challenging, since it has direct
impact on the firm’s brand strategies and organisational processes in the
home market (Meffert/Bolz 1998: 22-23; Backhaus et al. 2003a: 98-99). It
may also require a new management skill set (Meffert/Bolz 1998: 175),
since companies have to deal with so far unknown country markets and in-
complete information about social-cultural conditions, consumer behaviour
and their respective information sources (Backhaus et al. 2003a: 50-51).

Chinese brands on the international stage

Discussing the presence of Chinese brands in the global markets, one can
say that they have just started to go international. The communist system
and social market environments had forbidden trading with foreign coun-
tries such as the US and Western Europe until 1978 (Harding 1987; Bell
1993; Chai 1997; Qian 2000). However, as table 1-1 indicates, a couple of
Chinese companies already became visible in some world markets and
have made Western players listen attentively to them. Further, companies
such as Lenovo, Haier and TCL recently demonstrated some commitment
to a global brand building (e.g., Business Week 2004). But what is their
long-term brand potential? Which other brands in PR China have interna-
tional ambitions? What defines a Chinese brand? Professor Zhou Dong-
sheng from the China Europe International Business School (CEIBS) in
Shanghai (2005) said that the expression of Chinese brands refers to two
criteria. Firstly, Chinese brands are manufactured and owned by a Chinese
company. And secondly, Chinese brands have grown and are known in
China. Zhou explained that it is thereby not important where the brand is
manufactured, in or outside China, as many international brands are manu-
factured in China for years, but are still regarded as US- or European
brands.
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Company Product market Country market Market share in 2002
BYD Battery Rechargeable batteries Worldwide 72%
for mobile phones

ghlna_lnternatlonal Marine Reefer containers Worldwide 50%

ontainers
Galanz Microwaves Europe 40%
Haier Group Small fridges USA 50%
Huawei Technologies Routers Worldwide 3%
Lenovo Group Motherboards Worldwide 20%
Pearl River Piano Pianos USA 10%
Shanghal Zhenhua Port Quayside container cranes Worldwide 35%
Machinery
Sichuan Changhong Electric Projector TV sets USA 10%

Group

Table 1-1. Selected Chinese companies with remarkable global market shares
(according to Zeng/Williamson 2004: 40-43)

As there is evidence that a couple of Chinese brands will ‘attack’ devel-
oped markets in the US and Western Europe within the next years, the
global marketing and branding society is already excited and argues that
Chinese companies are going to develop their brands even faster than
Japanese and Korean companies did. Ogilvy & Mather chairman and CEO
Shelly Lazarus said in an interview: “I think they're going to do it faster.
They understand what they're trying to do. They're committed to brand-
building. They’re smarter and more pragmatic when it comes to brand-
building. Indian consumers already have a preference for Chinese brands
over Korean brands” (Business Week Online 2004; similar Weiland 2004).

As the next section will show, though the topic is relevant, scientific re-
search into the going international of Chinese branded companies has been
rare so far.

1.1.3 Insufficient research

The going global of Chinese companies — a new field of research

Initiated by the process of China’s open door policy in 1978, size and dy-
namics of the Chinese market have increasingly attracted multinationals
and academic researchers from worldwide. Though international organisa-
tions such as the UNCTAD (2003) had already pointed out some years ago
that there are increasing ambitions to go international from ‘the other way
round’, studies about Chinese companies and their going-international into
Western markets are very limited.
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There are three main reasons for the lack of research in this area. Firstly,
within the last ten years academic research in business management has
highly focused on the phenomenon of Western multinationals going China.
In line with their economic ambitions, a huge amount of studies evaluated
Chinese market environments and derived strategies how to ‘grab the larg-
est piece of the cake’. There are all types of works about entering and im-
proving established China operations. For marketing topics see, e.g.,
Feldmann and BBDO (2005), Chen and Penhirin (2004), Dong and Helms
(2001), Temporal (2000); for intercultural management, e.g., Guan (2004),
Peill-Schoeller (1994); for operational improvements, e.g., BCG (2003);
and for general business guidelines, e.g., Ambler (2004) and Luo (2000a;
2000b).

Secondly, instead of business management researchers, economic re-
searchers have so far investigated China’s going-international from a
macro-economic and political perspective. This includes works about
state-owned companies, which entered global markets in order to secure
raw materials and to demonstrate China’s political and financial power
(e.g., Zhang/Bulcke 1996). There are also works about the development of
China’s foreign direct investments interlinked to the political develop-
ments of China’s open door policy (e.g., Choosin 1996; Chai 1997; Cai
1999; Brahm 2001; Rui 2005) and to China’s entry into the WTO in 2001
(e.g., Drysdale/Song 2000; Lardy 2002).

Thirdly, although the number of Chinese companies which are managed
according to free-market economy principles is increasing, the going-
international of these firms is a pretty young phenomenon. Market entries
into developed countries such as the US and Western Europe can only be
traced back into the end 1990s (e.g., UNCTAD 2003; Zhang 2003). For in-
stance, Seeger (2001) and Schlevogt (1999) did some research about Chi-
nese private and privatised companies, but did not touch international ac-
tivities. Xu (2000) investigated corporate decision making of innovation
management, Zhu (2005) focused on human resource management, and
Alon (2003) investigated the Chinese corporate culture and traditional
concepts.

Although academic research on ‘Chinese companies entering developed
markets’ is still rare, the topic is currently dominating articles of daily
newspapers, scientific and non-scientific business press (Publicis Sasserath
2006: 8). They are motivated by the recent actions of Lenovo, Haier,
CNOOC (China National Offshore Oil Corporation) in the US markets’

5 CNOOC tried to acquire US-Unocal, a Californian oil rival, for US$18.5bn in
2005. Since the US society was shocked that a Chinese state-owned company
grabbed for American strategic assets, political opposition forced CNOOC to
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and by several acquisitions of ailing medium sized businesses in Germany
and elsewhere. Whereas some articles play with fear and danger of Chi-
nese companies for Western home economies (e.g., Wirtschaftswoche
2003; Rosenbush 2005), others describe the Chinese companies and their
international ambitions more precisely (e.g., Goodman 2004; Blume 2005;
Economist 2005b). At least, the wave of press articles underlines that there
is high public interest into the going-international of Chinese branded
companies and that academic research should be done.

Choice and multidisciplinarity of the research topic

The topic of the study demands the integration of three different research
fields: brand management, going-international and Chinese companies.
Academic research about brand management and going-international is al-
ready sophisticated and manifold. Same is true for the integrated field of
‘strategic marketing’ and ‘international brand management’.® In contrast,
the topic of Chinese companies and the analysis of their global brand man-
agement are, as noticed above, a very new field of research.

Since there is such a lack of research on the going-international of Chi-
nese companies, why does the research topic concentrates on the small
section of international brand management? There is one major reason:
According to Meffert (2000; 2005) marketing and brand management is
defined as an overall corporate management approach which has impact on
all corporate decisions, forms of corporate culture and corporate leader-
ship, and is implemented under the care of the top management team. The
investigation of international brand management in Chinese companies
thus offers the opportunity to derive an understanding of Chinese corporate
decision making and leadership with respect to corporate culture, tradi-
tional values and international markets. As a result, this study also touches
the research fields of ‘intercultural marketing’, ‘country-of-origin’,
‘China’s open-door policy’, and ‘China’s philosophy’ amongst others.

withdraw its bid (Economist 2005b) For Haier, see case study as presented in
chapter 5.2.1.

¢ An overview about the status quo of brand management research gives Keller
(2001); major literature about brand management includes works of Meffert
(2005); Esch (2004); Haedrich/Tomczak (2003); Keller (2003);
Aaker/Joachimsthaler (2000); Kapferer (1992); for international marketing and
international branding see Bicling/Wiechers (2004), Berndt et al. (2003); Back-
haus et al. (2003a); Gregory/Wiechmann (2002); Usunier (2000) and Mef-
fert/Bolz (1998), amongst others.
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Author Year Type of work Research focus
Biers, Dan 2001 Article in Far Eastern Presentation of Haier Group’s business
Economic Review success and Haier brand in the USA
Gao, Paul 2003 Article in McKinsey Status analysis of Chinese brands with
Woetzel, Jonathan R. Quarterly respect to OEM business; general
Wu Yibing international brand strategies
Gilmore, Fiona 2003 Case studies Brand success stories of 15 selected Chinese
Dumont, Serge companies in their domestic markets; global
brand management is a minor issue
Ling Liu 2005 Book based on PhD Role and impact of Chinese national and
thesis local industrial policies on the domestic
appliance industry including cases of Haier,
Hisense and Aucma; brand management is
a minor subject
Liu Hong 2002 Article in European The going-international of Haier company;
Li Kequan Management Journal brand management is a minor issue
Quelch, John 2006 Harvard Business The global brand building of Lenovo
Knoop, Carin-Isabel Case company after the acquisition of IBM PCs
Roll, Martin 2006 Textbook incl. General insights into Asian brands; little

selected cases

sophistication regarding China-related

specifics; China represented by Li-Ning brand

Yi, Jeannie Jinsheng 2003 Book
Ye Shawu Xian

Company history of Haier Group, including
Haier brand and international strategy

Table 1-2. Overview of works on ‘international brand management of Chinese
companies’ (own research)

Table 1-2 lists already published works in English literature touching
the topic of ‘international brand management of Chinese companies’.” As
the table shows, works are rare, and brand management mostly a minor
topic. In addition, some experts are arguing that the already published case
studies on Chinese branded companies lack context information and an ob-
jective commentary along with the cases (e.g., the review of 'Brand Warri-
ors China' by Cohen 2004). Both aspects are expressly addressed aims of
this study, as presented in the next chapter.

1.2 Limits and aims of the study

The pretty unknown area of Chinese companies is the major challenge of
the topic of ‘international brand management of Chinese companies’.
While a detailed investigation on Chinese branded companies as a whole is

7 Not included are short and non-scientific articles published in newspapers and
specialised press, as well as academic works dealing exclusively with going-
international processes of Chinese companies or exclusively with marketing
and branding issues in the domestic market.
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beyond the scope of this study, Chinese branded companies will be exem-
plified by the Chinese household appliances and consumer electronics in-
dustry due to three reasons:

First, the industry itself involves the necessity of international brand
management activities, as it is regarded as a global industry (Porter 1999:
350-351; BCG 2005). Meffert and Bolz (1998: 64, 183) identified a gener-
ally high level of standardisation and thus a general basis for a global
brand building. Known global brand names include Whirlpool, Electrolux,
Siemens, Sony, Samsung, LG, IBM and Dell. Second reason is that custom-
ers are worldwide highly involved in the purchase of household appliances
and consumer electronics goods. Buying decisions are therefore not only
made on the basis of price and availability, but also on brand preferences
and added-values (fig. 1-4, Meffert et al. 2003: 17-18). Last but not least,
the Chinese household appliances and consumer electronics industry was
chosen with respect to number, availability and potential of Chinese corpo-
rate cases. By 2006 the industry is considered China’s cutting edge in
terms of going-international (Gao et al. 2003; Ling Liu 2005: xiii), em-
bodying also the most advanced brand management organisations among
Chinese firms (BCG 2006c¢: 13; Zhang 2006).

Durables with high brand awareness, 2004

% 100 -
of total
market 80 4
Consumers unaware
60 |:| of the brands they
purchase
40 |
Consumers aware
20 4 [ of brands they
purchase
0 T |

Home appliances Audio and video Power tools

Fig. 1-4. Durables with high brand awareness in 2004 (figure taken from BCG
2005: 4)3

The goal of the study is to investigate selected real business cases of the
Chinese household appliances and consumer electronics industry, and to

8 Durables are consumer goods which intend to last more than a few years. They
are particularly to be differentiated from fast moving consumer goods (FMCG)
such as food, cosmetics, and clothes, amongst others. According to the study,
the category ‘power tools’ includes air compressors, band saws, circular saws,
grinders, orbital sanders, power drills power miter saws, radial-arm saws,
routers, scroll saws, and table saws.
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describe and identify their way of international brand management. It is
the aim of the study to include all aspects and events that in some way
have influenced the corporate decision-making regarding going-
international and global brand building.® Since the developed markets in
the US and Western Europe (WE) are considered the most difficult and
most brand sophisticated markets in the world, market entries into US and
WE markets are chosen as the focus of analysis."” As it would be beyond
the scope of the study, the investigation does not cover details on interna-
tional target grouping, business segment definitions, decisions on timing,
or on optimal international pricing strategies. The study assumes that these
decisions have already been made or are made at the same time independ-
ently. Although it simplifies reality, this limitation is necessary in order to
fully concentrate on brand-related issues (Wohe 1996: 36-37). Overall, the
research question of the study can thus be formulated as follows:

How and why do Chinese branded companies of the household appliances
and consumer electronics industry decide on certain brand management
elements when entering developed markets in the US and Western Europe?

The research question involves four sub-questions which are investigated
in the process of the study. First, what are general brand management op-
tions when a firm enters global markets? Second, who are the Chinese
branded companies? When and how did Chinese brands fist emerged?
Where are they coming from? Where are they heading for? What are their
strengths and weakness? Third, when thinking about an appropriate global
brand approach for those Chinese branded companies, how they should en-
ter the developed markets in the US and Western Europe? Can they learn
from Japanese and South Korean companies such as Sony and Samsung?
And fourth, after having analysed selected Chinese branded companies, to
what extend have they followed the recommended brand approach. What
did they decide differently? Can we identify a Chinese way of international

° Bauer (2002: 28-29) and Bjorkman (1989: 59) define the requirements for the
presentation of case narratives and their influencing factors by five criteria: a)
relevance; all the data needed for the specific research aim is integrated; irrele-
vant data has been omitted; b) completeness; all the data that has been used for
the analysis is presented; c) topicality, all the data that are recent and new is not
missed; d) accuracy, all the data that are focus of study is described as close as
possible; ¢) comparability, all the data is consistent across all case studies.

10 The Japanese market is excluded, as a deep investigation of the Japanese mar-
ket would require Japanese language skills which the author of the study cannot
contribute in an appropriate manner. Western Europe i.e. includes Germany,
France, Italy, Spain, Benelux and the UK.
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brand management? Are there dominating decision factors, typical rela-
tionship structures, or cause-and-effect chains? Finally, in order to sum all
those questions and answers, the aim of the study is to integrate all find-
ings in a descriptive model''. It tries to explain the Chinese way of interna-
tional brand management in the investigated companies and gives first ru-
diments to generalise it across and beyond the chosen household
appliances and consumer electronics companies industry. See next sections
for details on the theoretical and empirical access into the research ques-
tion.

1.3 Theoretical und empirical access

1.3.1 The basic theoretical framework

The decision on the adequate theoretical access into the research question
has to address the described lacks of research and aims of study. Whereas
the research in the going-international of Chinese companies does not pro-
vide a satisfying theoretical basis, the Western theory of international
brand management offers a reliable and comprehensive framework. From
a corporation’s point of view, the internal organisation of brand manage-
ment is defined as planning, realisation and control, involving responsibil-
ity, competence and delegation of all types of brand management activities
(Meffert/Bolz 1998: 175; Bieling/Wiechers 2004: 4; Esch et al. 2004). The
study assumes that Chinese branded companies in principle use the same
range of alternative international brand management elements as Western
companies do. Thus, if one understands international brand management as
a set of corporate decisions, it is adequate to choose the decision making
approach of the brand as the underlying theoretical framework.!?

The decision making approach of the brand originally comes from the
research field called ‘the decision making theory’, involving logical and
empirical analysis of human behaviour. Precondition of the theory is that

11" See for definitions and details chapter 1.3.2.

12 Baumgarth (2001: 21-25) distinguishes six different approaches of brand man-
agement: the functional-orientated, the decision making, the behavioural scien-
tific, the strategic, the identity-orientated and the approach of information
economy. The theoretical directions are not contrary to each other. They rather
emphasise different brand aspects and investigate them from different research
perspectives.

13 For a good overview and more details about the decision making theory see for
example Bamberg/Coenenberg (2004), Laux (2003), Meyer (1999).
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the human being heads for optimisation of individual aims and thus de-
cides on the most promising alternatives (Wohe 1996: 78-79; Bam-
berg/Coenenberg 2004: 1). According to Meffert (1994) and Baumann
(2001: 22), the ideal structure of the decision making approach of a brand
consist of four phases: a) brand aims; b) strategic brand decisions; c¢) op-
erative brand decisions; and d) decisions on brand control and brand adap-
tations. The approach is well established in the scientific brand research
and has already seen various applications (e.g., Baumgarth 2001; Esch
2004). Besides the structure of phases, the decision making approach of
the brand also includes comprehensive evaluations of alternatives and thus
the integration of internal and external influencing factors (Baumgarth
2001: 22). Consequently, the theoretical framework also satisfies the
study’s aim of discussing not only final results of decisions, but also the
decision- making processes behind. The ‘blank structure’ will be filled
with content in the course of the study, including specific options of the
Western international brand management theory as well as Chinese cases
on international brand management.

1.3.2 Development of hypotheses

Main objective of the study is to derive insights into the Chinese way of
international brand management. Since the research field is not yet investi-
gated in depth, several hypotheses are the study’s main outcomes. Hy-
potheses can generally be developed by analogy, induction and deduction,
or a combination of all three methods (Kopp 1972: 66-70).'* The latter of-
fers the opportunity to reduce disadvantages of single methods to a mini-
mum (Brockdorff 2003: 22). In this study, hypotheses are derived in two
steps: first, within a referential system and second, within a descriptive
model.

A referential system is a theoretical aid which enables the researcher to
structure complex real phenomena and to formulate questions by analysing
a sufficient number of empirical data points over time (Kubicek 1976: 17-
19; Kirsch 1997: 563). The hypotheses of the study’s referential system are
particularly developed by deduction and analogy. Basis for the deductive
approach is a deep analysis of given brand literature and given material

14 Analogy: Structural similarities are basis to conclude from one case to another;
induction: single experiences are linked and extended onto superior and non-
observable facts; and deduction derives specific hypotheses from pretty basic
and global assumptions (for more details about scientific methods and require-
ments on the development of hypotheses see e.g., Kopp 1972: 67-69; Schneider
1978: 28-34).
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about origin, experiences and competences of Chinese branded companies.
Some analogue aspects are added with respect to international brand ex-
periences of Japanese and Korean branded companies and how they had
entered the developed markets in the US and Western Europe. Kubicek
(1976: 20) recommended that “a referential system should have the ten-
dency to be pluralistic and eclectic [...] Inconsistencies between single as-
sumptions seem to be heuristically particularly fruitful.”

In a second step, the formulated hypotheses of the referential system are
tested by an empirical qualitative study. The goal is to improve, concretise
and generalise the assumptions into a descriptive model. Compared to a
referential system, a descriptive model includes more proven hypotheses,
and assertions instead of questions. It explains how Chinese companies de-
cide on global brand management elements in reality and what their rea-
sons are behind. It includes the discovery and explanation of empirical re-
lationships with respect to the Western brand management theory (Wdohe
1996: 156-157; Bamberg/Coenenberg 2004: 4-5). The descriptive model
finally formulates first principles and cause-and-effect chains on the Chi-
nese way of international brand management. The hypotheses are derived
by comparative analysis'® across cases and with the referential system
(Glaser/Strauss 1967: 101-105). Analogies between different business
cases as well as inductive developed hypotheses were used to describe the
empirical findings. The referential system was always used to verify and
confirm the inductive developed generalisations (similar approach Bjork-
man 1989: 63).

1.3.3 Why case studies?

Case studies are most likely the preferred research method, when the re-
search field deals with complex phenomena and ‘how’ and ‘why’-
questions (Yin 1994: 1). This is the case when the research field is not yet
investigated in depth; and it is reasonable to choose research methods of a
qualitative and explorative nature (e.g., Tomczak 1992). Borrowing the
words of Glaser and Strauss (1967), case studies are a valuable approach,
when a work is more interested in the “context of discovery” than in the
validity of existing theories, the “context of justification”.

The research method of case studies is characterised as communicative,
naturalistic, authentic and open (Lamnek 1995b: 8). This implies that it can

15 Comparative analysis is one way of content analysis. The content analysis is
defined as a systematic analysis of documented communication with respect to
a theoretical framework (for more details see Mayring 2003).



16 1 Introduction

integrate investigations of contemporary and recent events, e.g., the merger
between Lenovo and IBM, as well as contextual conditions, in this work
e.g., China’s open door policy or Chinese brand management experience
(Yin 1994: 13). In addition, the method of cases studies do not require ma-
nipulation of relevant behaviours, like some experiments would do (Yin
1994: 6). The reader gets the opportunity to reinterpret the cases and draw
conclusions by himself.

The most frequent concern about case studies is the lack of rigor: “the
researcher’s preconception of the phenomena influences his/her results”
(Bjorkman 1989: 49); “[the] investigator has been sloppy and has allowed
equivocal evidence [...] to influence the direction of the findings and con-
clusions” (Yin 1994: 9). In this work, this concern was taken into consid-
eration in three ways. Firstly, the complaint of preconception is reduced to
a minimum level by analysing the research question from two starting po-
sitions: the examination of theoretical brand management options and the
examination of origin, experiences and competences of Chinese branded
companies. In addition, the findings are challenged with experiences from
Japanese and Korean branded companies, and real Chinese business cases.
Secondly, the reader gets the opportunity to interpret and conclude him-
self, as the examinations and case studies include frequent citations and
original comments from market experts and organisational members.
However, which aspects are included in the case studies and which not, the
researcher had to decide beforehand. Bjorkman (1989: 50) admitted “that
the case narratives are to some extend already pre-analysed”. Thirdly,
feedback and suggestions from market experts and organisational members
were used at any time to improve case narratives and final findings.

Besides lack of rigor, adversaries of cases studies argue that case studies
do not satisfy the scientific interest of generalisation. However, as Yin
(1994: 10) explained, a set of case studies does not have the claim to be a
representative sample. It rather consists of a limited number of cases,
which are chosen by the researcher by “theoretical sampling”
(Glaser/Strauss 1967). Single cases are not unimportant, exchangeable ob-
jects as in quantitative works (Lamnek 1995b: 6-7), but they are regarded
as relevant as long as they are typical, extreme, differentiating or promis-
ing with respect to the study’s aims. Mayring (2003: 104) explained, the
sample is completed when the “theoretical” saturation of a category or re-
search object is achieved; this means nothing new is expected from an ad-
ditional case. Case studies most likely result in a sophisticated description
of interlinked factors, painting a holistic and most typical picture of the re-
search object (Fuchs-Heinritz et al. 1995: 162). Analogously to the way
scientists generalise from experimental results to a theory, case studies are
used to generalise findings into a descriptive model (Yin 1994: 37).
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1.3.4 Choice of data gathering methods

The study design involves data gathering on several topics. The establish-
ment of the referential system requires, besides a theoretical international
brand management basis, a deep investigation on origin, experiences and
competences of Chinese branded companies as well as on major experi-
ences of Japanese and Korean branded companies. The descriptive model
additionally demands several different qualitative data sources in order to
develop detailed case narratives (Lamnek 1995b: 5). Generally, there are
the data gathering methods of field observations, group discussions, archi-
val data and interviews, amongst others (Bjorkman 1989: 53; Lamnek
1995b: 7). Whereas field observations and group discussions are not ap-
propriate in the context of this study, archival data and interviews are
promising data sources.'¢

In this study, archival data are scientific papers, industry, market and
company reports, consumer surveys, internal company material, business
press articles and prior case descriptions of specific Chinese, Japanese and
Korean companies. Archival data always involves the danger of incom-
plete information and manipulation (Bjorkman 1989: 53). For instance, the
researcher has only limited access to internal transcripts of meetings and
telephone calls; many decision making activities might also have taken
place outside formal meetings and are thus not documented properly. Ar-
chival data from Chinese statistic offices and organisations have to be han-
dled with care, because there has already been manifold evidence of ma-
nipulation (Bauer 2002: 152). This does not mean that these data points
could not be use, but they have to be validated by other multiple sources of
evidence (e.g., Lamnek 1995a: 245-257).

Besides archival data, the study relies on expert interviews. In an expert
interview, the researcher is in direct contact with the test person and asks
him/her questions verbally. In this study, the interviews are face-to-face
and of an open-ended nature (Yin 1994: 81; Fuchs-Heinritz et al. 1995:
315-316). Face-to-face is an essential requirement in China, as surveys
would highly depend on official approvals and are thus risky and very
time-consuming. Open-ended nature means that interviewees can chose

16 Field observations are out of question, as they demand real-time studies which
would limit the number of research cases to one or maximal two cases, ruling
out “the possibility of discerning patterns of between-case similarities and dif-
ferences” (Bjorkman 1989: 52). The method of group discussions is generally a
valuable approach of brand related research (Bauer 2002: 268-270), but, as this
study focus on internal processes and corporate decision making, it is most
likely respondents might not say the truth in front of colleagues, or would pro-
vide only shallow information.
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relevant questions and aspects by themselves and can prioritise them by
different detail levels. Moreover the researcher can be responsive to the in-
terviewees, increasing their willingness of disclosure and spontaneity, and
thus the plurality of answers (Bauer 2002: 265). The interview, though of
an explorative character (Lamnek 1995b: 74), is conducted with respect to
the study’s research question. All conducted interviews thus include same
question categories. They were individually adapted towards the inter-
viewee’s main field of expertise. See fig. 1-5 for question categories and
appendix 2 for an exemplary interview guideline.

Brands in the Chinese market
. Origin of Chinese brands
. Customer brand behaviour
. Corporate aims

Corporate brand building
. Major brand building elements (e.g., advertising)
. Role of the Olympic Games in Beijing 2008
. Role of R&D and intellectual property

Brand management organisation
. Corporate structure and responsibilities
. Role of corporate origin and ownership
. Integration of international markets

Going international
. Market entry approach
. Governmental incentives
. Best practices (e.g., Samsung)

Fig. 1-5. Question categories of expert interviews

It is noted that all expert interviews were conducted in the respondent’s
native or fluent language — English, Chinese, or German, in order to reduce
potential communication problems during the interviews. The interviews
in Chinese language were supported by a professional translator; and in
case of ambiguous statements and issues that were not fully understood,
additional questions followed up in order to avoid misunderstandings
(Bjorkman 1989: 56).
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1.3.5 Chosen research objects

The focus of the study is the Chinese household appliances and consumer
electronics industry. In total four research cases of this industry had been
selected: Lenovo HEAH, Haier /K, TCL, and Hisense #f{5. Within the
theoretical sampling, two sample criteria had been applied: a) functional
brand management experience, and b) international market experience.
Both sample criteria refer to O’Donnell and Jeong (2000: 22-23) who
found that functional and international experience are the two key manage-
rial characteristics with impact on organisation’s international marketing
strategy. ‘Functional brand management experience’ defines that the se-
lected company owns at least one well-established brand in China. This
means that the brands obtained revenues of more than US$1bn in 2004
(Beebe et al. 2006: 3); and consumer surveys, national statistics or other
market reports confirm the company a remarkable brand success in the
Chinese market place. The criterion ‘international market experience’ re-
quires a certain amount of corporate FDI in the US and WE markets. Con-
cretely, this includes at least the ownership of one production site, distribu-
tion & sales facility, or R&D centre in a US or WE market (BCG 2006c)."”
In addition, the company has to promote own Chinese brands in these for-
eign country markets, indicating that international brand building is a key
corporate aim. Besides the two managerial characteristics, differentiating,
typical and extreme cases had been selected. Moreover, feasible access to
archival data, contact persons and interviews had been taken into consid-
eration (Brockdorff 2003: 30).

The target interview partners of the study had been company representa-
tives of the four selected cases as well as external company and market ex-
perts. They all held medium to top management positions in their respec-
tive organisations, including professorships at leading universities in Asia.
Table 1-3 sums up 16 experts and their kind of contribution. In addition,
the study was influenced by many informal talks with market observers
who are not mentioned here.'s One interviewee asked for confident infor-
mation handling and is anonymously quoted as ‘Brand Agency’ in the
course of the study. 10 of 13 interviews were face-to-face interviews; the
interviews with Roland Gerke, Dr. Steffen Stremme, and Meng Yutian
were telephone interviews. All interviews took between 1 to 2.5 hours. The
interviews conducted with case representatives were recorded by a re-

17 Production facilities can be located in Eastern Europe, as long as they serve
Western markets.
18 See section ‘acknowledgements’.
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cording machine'?; the other interviews were truthfully recorded by the re-

searcher.

Name Institution Position Contribution
Rudiger Burkat Portelet AG Member of the Board Interview
‘Brand Agency’ ?g::j?nzu:;éizs CEO Interview
Allan K.K. Chan Hong Kong Baptist University ~ Professor of Marketing Interview
Roland Gerke Bosc_h and Siemens Home President of Jiangsu BSH Interview

Appliances Group Sales Co., Ltd.
Paul French Access Asia Founder Presentation

Hang Zhonghe

Dr. Steffen Stremme

Liu Zhanjie

Liu Zhenyu

Lu Xiongwen

Meng Yutian

Stacey Sun

Laurie Underwood

Wang Ruiji

Zhang Ying

Zhou Dongsheng

Shanghai Fudan University,
Management School

Media-Saturn-Holding GmbH

Haier Group

Haier Group

Shanghai Fudan University,
Management School

Lenovo Group

TCL Group

American Chamber of
Commerce Shanghai

Hisense Group

OgilvyOne Worldwide

CEIBS Shanghai

Professor of Marketing

Managing Director

Director of Medical and
Laboratory Instruments

R&D Director
Professor of Marketing,
Associate Dean of School

of Management

Senior Supervisor
Brand Management

TTE Communication
Director

Director of Communications
and Publications

General Brand Manager

Group Account Director
Beijing

Professor of Marketing

Table 1-3. Overview about study’s interviewees and contribution

19 Sony Stereo Recording & MP3 Playback ICD-SX46.

University course

Interview

Interview

Interview

Interview;
university course

Interview

Interview

Presentation

Interview

Interview

Interview
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1.4 Structure of study

The study is composed of seven chapters. After the introduction in chapter
1, chapter 2 deals with theoretical foundations and alternative options of
international brand management. Along the decision making approach of
the brand, the chapter discusses general brand aims of going-international,
followed by strategic and operative brand management options. Chapter 3
deals with the origin, experiences and competences of Chinese branded
companies. It discusses relevant context information of Chinese branded
companies along the influencing factors functional brand management ex-
perience and international market experience. The chapter closes with a
brief evaluation of both areas of experiences.

Chapter 1: Introduction and research question
How and why do Chinese branded companies of the household appliances and consumer electronics industry
decide on certain brand management elements when entering developed markets in the US and WE?

Chapter 2: Theoretical framework
Western theory of international brand management

Chapter 3: Chinese branded companies
Origin, experiences and competences

Chapter 4: Referential system
Hypotheses on a global brand approach for Chinese branded companies entering US and WE markets

poTenes on 2 genar e approsen fr Ghinese branded companies enterng PR end P meer

Chapter 5: Empirical study

Industry overview (5.1)
Household appliances and consumer electronics industry

Case narratives (5.2)

Haier /K Hisense {5 Lenovo A8

_

Chapter 6: Analysis and descriptive model
The Chinese way of international brand management

e Chmesewsyolinemetoralbrand management ]

Chapter 7: Summary and future research

Fig. 1-6. Structure of the study

In chapter 4 the findings of both previous chapters are integrated in the
referential system. It includes the hypotheses on a global brand approach
for Chinese branded companies entering US and WE markets, and is struc-
tured in the same way as the theoretical chapter was. The hypotheses of the
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referential system are tested in chapter 5 and 6. Chapter 5 presents the em-
pirical study of the Chinese household appliances and consumer electron-
ics companies. It starts with a brief introduction into the global household
appliances and consumer electronics industry, and is followed by the four
case narratives of Haier, TCL, Hisense, Lenovo. Chapter 6 includes the
analysis of the cases and the test of hypotheses. Further, it includes the de-
velopment of the descriptive model, presenting first principles and cause-
and-effect chains, and identifying first rudiments of the Chinese way of in-
ternational brand management. Chapter 7 sums up the major results of the
study and formulates starting points for future research. Fig. 1-6 illustrates
the described structure of the study.
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The overall focus of the study is to investigate selected Chinese branded
companies of the household appliances and consumer electronics industry.
It is the aim to describe and identify their way of international brand man-
agement when they enter developed markets in the US and Western
Europe. However, before focusing on these Chinese companies, this chap-
ter reviews the major basic concepts of the Western international brand
management theory. Which brand options do Chinese branded companies
in general have when they want to enter developed markets? Do the op-
tions require certain corporate competences or given market conditions?
To answer these questions, the chapter is structured along the decision
making approach of the brand, starting with the review of possible aims of
global brand building. It is followed by general strategic and operative
brand options when a firm goes international, and closes with the section
of control & adaptation of brand decisions.

2.1 Aims of global brand building

The long-term overall goal of each market-orientated firm is to secure and
increase revenues, profits and thus profitability and corporate value (Hahn
1985: 13). Several studies and successful non-domestic brands, such as
Coca-Cola, IBM, Siemens, and Sony, have already proved that brands are a
crucial driver in this area (Kapferer 1992: 285). For instance, Swander &
Pace (1997) found that the profitability on sales of branded fast moving
consumer goods (FMCG) had developed by double the speed in compari-
son to unbranded FMCG products from 1990 to 1995, although sales had
grown by similar growth rates. A study of McKinsey showed that stronger
brands generated a 1.9% higher total return on shareholder compared to
industry average and that weaker brands lag behind the average by 3.1%
(Court et al. 1999). Consequently, one can conclude that firms with strong
brands are more efficient, more competitive and more successful than
other firms. They are quite protected against hostile takeovers and more
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likely attract high potentials, investors, sales partners and suppliers
(Brockdorff 2003: 5-7; Chernatony/McDonald 2003: 18; Esch 2004: 61).

The success of strong brands basically refers to two variables: price
premium and volume premium. See also figure 2-1. The price premium is
the higher price per unit a strong brand realises compared to low-price
players. The volume premium is the additional unit volume a strong brand
realises compared to the average volume of major players (Joas/Offerhaus
2001: 9). Whereas some companies target either price premium or volume
premium, there are others trying to realise both at the same time. Luxury
brands such as Porsche and Luis Vuitton head for price premiums,
whereas, for instance A/di, Germany’s branded food discounter, heads for
volume premiums. Germany’s brand for washing machines Miele is a
prominent example of realising both premiums at the same time. Miele is
market leader in Germany in terms of volume, although its prices are
around 70% above market average (Absatzwirtschaft 2000).2

Price
/unit
($tunit A
Price-
Price premium volume
Price of premium
lowest
price
player
Volume
premium
>
Average volume of Annual
major players unit volume

Fig. 2-1. Price and volume premium of a strong brand (own illustration)

Besides encouragement from successful brands and their premiums, a
number of other forces have also contributed to a firm’s motives in global
brand building. Keller (2003: 683) particularly stressed five rationales: I)
perception of slow growth and increase competition in domestic markets;
IT) belief in enhanced overseas growth and profit opportunities; III) desire
to reduce costs from economies of scale, IV) need to diversify risk; and V)
recognition of mobility of consumers (also Berndt et al. 2003: 93-94).2' In
addition, in more and more product categories the ability to establish a
global profile is becoming virtually a prerequisite for success (Thomas et
al. 1995). For instance, as in the US-liquor industry the US-consumption

20 See same example in chapter 1.
21 See also following chapters.
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rate had constantly been decreasing, US-firms such as Jim Bean, Jack
Daniels and Southern Comfort had been forced taking their brands into
overseas markets. A market observer stated: “Spirits companies now view
themselves as global marketers. If you want to be a player, you have to be
in America, Europe and Far East. You must have world-class brands, a
long-term perspective, and deep pockets” (quoted in Keller 2003: 683).

Beyond economic brand aims, it is to note that global brand building
can also be initiated in order to increase personal power and prestige. Posi-
tive corporate brand images can, for instance, enhance the reputation of the
firm’s top management and CEO (Papendick 2002: 232; Berndt et al.
2003:94; Esch 2004: 4).

2.2 Strategic brand decisions when going-international

Ideally, the going-international of a brand would consist of the same brand
values, the same product formulation, the same packing design, the same
advertising program and so on as in the domestic market. It would be the
firm’s most efficient way for each and every country in which the brand is
going to be sold. “Unfortunately, such a uniformly optimal strategy is
rarely possible” stated Keller (2003: 683). This chapter gives reasons and
shows which options generally exist to adjust the brand strategy towards
global environments. This particularly includes alternatives in brand posi-
tioning and mode of market entry (Keegan 1999: 285-305).

2.2.1 Brand positioning

For existing brands, it is assumed that they know who they are, what they
stand for and what makes them so unique in their home market. They have
a brand identity — specified facets of the brand’s uniqueness and values —
as well as a brand positioning, meaning that the firm is used to actively
emphasise the brand’s distinctive characteristics that make it different from
its local competitors and appealing to the national public in order to grow
in market share (Esch 2004: 86; Kapferer 2004: 95-99; Kroeber-Riel/Esch
2004).22 1t is further assumed that the brands enjoy a certain brand image

22 Brand identity is considered the starting point of all brand building. It is the
self-image of a brand which has to be implemented and communicated to the
public (consumers, employees, other third parties) by brand positioning and
marketing mix elements. See Esch (2004: 89-120) for an overview about rele-
vant concepts of brand identity building. See Haedrich and Tomczak (2003: 46-
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among their local consumers which is ideally inline with the firm’s brand
positioning.? For instance, Sony stands for technology, Rolex for luxury,
Alessi for design, Miele for quality, Dallmeyer for tradition (Baumgarth
2001: 124). When going-international and taking the home brands to for-
eign markets, the firm has in principle two alternatives: copying the na-
tional brand positioning as much as possible under the assumption that all
markets are alike and the brands will thus become similar successful in the
foreign markets, or adjusting the brand positioning to foreign market needs
as far as it will not significantly damage the national brand success (e.g.,
Keegan/Green 2005: 347).

Brand differentiation or brand standardisation?

In the literature, the discussion of both alternatives is known as “the fun-
damental question of brand standardisation and brand differentiation”
(Levitt 1983). It refers to two extreme scenarios. Brand differentiation
means full product and brand adaptation to local needs up to and including
separated local brands. In contrast, brand standardisation means a world-
wide totally identical brand approach across all country markets (e.g., Mef-
fert 1986).2* Both scenarios comprise numbers of advantages and disadvan-
tages which are exactly the opposite of each other. Figure 2-2 maps the
major pros and cons from the standardised, global brand perspective.

Advantages of a global brand approach Disadvantages of a global brand approach
@ Economies of scale @ Ignorance of consumer and culture differences
» R&D, production, distribution and » Consumer needs and product usage
communication + Response to marketing mix elements

@ Power and economies of scope + Administrative procedures (local HR, ...)

@ Non-flexible adaptation to local market

@ Consistency in brand image )
environments

@ Ability to leverage good ideas quickly and * Market players
efficiently « Market niches, stage of product life cycle
@ Reduction of complexity and coordination © Negative spillover effects across countries

Fig. 2-2. Major pros & cons of a global brand approach (based on Keller 2003:
683-686; Schuiling/Kapferer 2004)

57) or Kroeber-Riel and Esch (2004: 51-67) for an introduction in the concept
of brand positioning.

23 Compare to chapter 2.4.1 for brand equity measurements.

24 Synonyms of brand standardisation are global brand strategy (Keller 2003: 683-
721; Meffert et al. 2005: 193-195) or world brand strategy (Kelz 1989).
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It is widely agreed that the primary advantage of a global brand ap-
proach is cost efficiency by lower unit costs that derive from a larger scale
of sales. According to Meffert (1986: 698), it is the goal to achieve a cost
leadership by exploiting the experience curves in R&D, production, or-
ganisation, distribution and communication (Schiele 1997: 117-118; Sat-
tler 2001: 111-112). This includes, for example, standardised global adver-
tising campaigns and sponsorships brand presence at international
communication channels, famous film and sports stars as testimonials of
the brand, and fewer R&D staff, brand managers and sales partners per
brand unit worldwide (Kreutzer 1989: 570-571; Kapferer 1992: 234;
Schiele 1997: 118-199).%

A second advantage of the global brand approach is enhanced power
and scope in both foreign and domestic markets. “A global brand profile
may communicate credibility to the consumer. [...] The fact that the brand
is widely available may signal that the product is high quality and conven-
ient to use” (Keller 2003: 684). This is, as the economies of scope are
theoretically grounded in information costs (Nayyar 1990). As it is costly
for customers to acquire information about products, they likely seek to
buy multiple products from the same vendor or manufacturer (Nayyar
1990: 516). The same is valid for financial investors and other third parties
(e.g., Knudsen et al. 1997: 189; Zimmermann et al. 2002: 6).2

The consistency of the brand image is another advantage of the global
brand approach. The consideration becomes particularly important when
there is high consumer mobility and large cross-country media communi-
cation promoting the brand (Keller 2003: 684). Kapferer (1992: 239) noted
that a global brand image is also able to address specific global consumer
groups. He found, for instance, French workers and French managers less
similar in consumer behaviour than French managers and German manag-
ers. Wagnleiter (2000) even found that the “colonisation” of US brands
and proclaimed trends of the television channel M7V have built up an own
global consumer generation of young people with same wants and needs
(see also 'pub-culture', 'coffee culture' etc. in Keegan/Green 2005: 119-
120).

In addition, the global brand approach comprises the ability to leverage
good ideas quickly and efficiently through the organisation. In terms of
corporate intelligence and international division of labour, this can be a
competitive advantage of a firm. Finally, a standardised global brand ap-
proach can also reduce coordination and complexity within a company. A
control of the brand performance measures could more easily be imple-

2> Compare to chapter 2.3.2.
26 Compare to chapter 2.1: ‘aims of global brand building’.
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mented and tracked in those countries, in which the brand is marketed
(Keller 2003: 685).

On the other hand, a global brand approach also raises a number of po-
tential disadvantages which a firm has to take in consideration. The most
significant criticism is that a standardised brand ignores fundamental dif-
ferences across consumers, countries and cultures. Critics argue, though a
global brand is the most efficient approach, it is rather the least effective
(Keller 2003: 685). Because of different cultural values, different income
and price structures, economic development and other factors, consumer
behaviour can likely be totally different across country markets (e.g.,
Remmerbach/Walters 1994: 658; Meffert/Bolz 1998: 186-188).27 For ex-
ample, marketing research at one time revealed that the French ate 4 times
more yoghurt than the British, the British consumed 8 times more choco-
late than the Italians, and Americans drunk 11 times more soft drinks than
consumers abroad (Barwise/Robertson 1992; Sellers 1994). In addition,
Keegan and Green (2005: 333) found that “growing national pride can re-
sult in a social backslash that favours local products and brands” (Arnold
1992: 315-316; Baumgarth 2001: 328-329; Schuiling/Kapferer 2004: 103).

Besides, consumers in foreign market can also response to marketing
mix elements very differently. This is particularly a different understand-
ing of symbols, names and colours as well as role of advertising, price
promotions and usage of humour.”® For instance, a comparative study of
brand purchase intensions of Korean and US-consumers conducted by Lee
and Green (1991) revealed that Americans’ intensions were primarily af-
fected by own brand and product beliefs, whereas Koreans’ intensions
were mainly affected by social normative beliefs and worries about what
others would think of their decisions.

Similar cultural differences in behaviour are also true for administrative
procedures and local employees. Keller (2003: 689) concluded that “in
practice, it might be difficult to achieve the control necessary to implement
a standardised global marketing program. Local offices may resist having
their autonomy threatened.” Moreover, a standardised brand approach dis-
ables a firm to act and react on market changes, local competition, sales
and marketing institutions in an appropriate flexible way. Promising brand
positions and niche markets cannot be targeted. Different stages of product
life cycles cannot be addressed. Finally, potential brand failures in one

27 E.g., Keegan and Green (2005: 117-146) gave a good overview and back-
ground information about different consumer behaviour in different countries,
cultures and social environments.

28 See also chapter ‘Brand translations’.
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country market could have immediate impact on the branded business in
the home and other country markets (e.g., Schiele 1997: 142-145).

In practice, different degrees of standardisation

The pros and cons of both scenarios showed that brand differentiation pri-
mary means effectiveness, and brand standardisation primary means effi-
ciency. In practice however, a firm does likely not choose either or, but
targets an optimal degree of both criteria (Sattler 2001: 116-117; Backhaus
et al. 2003a: 273). This means that a firm adapts its brand positioning to
the needs of the foreign market in terms of ‘how a brand looks like’
(branding: brand name, brand symbol, etc.) and in terms of ‘what the brand
promises’ (core brand values). Figure 2-3 distinguishes four typical de-
grees of international brand standardisation (Berndt et al. 1997: 133; simi-
lar Keegan/Green 2005: 347-348).

Branding
Standardised Differentiated
Strategy | Strategy |l
Standardised BMW, Marlboro, Langnese/Eskimo,
Core Coca-Cola Vauxhall/Opel
brand
values Strategy lll Strategy IV
Differentiated Ford Fiesta, Ariel/Tide (P&G),
Nivea (Nestlé)

Fig. 2-3. Four typical degrees of international brand standardisation (based on
Berndt et al. 1997: 133)

Strategy [ is the approach of maximal brand standardisation and is illus-
trated by the corporate brand BMW and the product brands Marlboro and
Coca-Cola. BMW promises dynamics, challenge and aesthetics under its
corporate mission ‘Sheer driving pleasure’. Consumers worldwide per-
ceive brand values such as sportiness, fancy design and German quality
(Baumgarth 2001: 42; Esch 2004: 93). Marlboro on the other hand stands
for freedom and adventure, and Coca-Cola for fun, freshness and friend-
ship. Although all three brands appear totally standardised having same
branding and same brand values across all country markets, “closer exami-
nation reveals that the product is often far from standardised” (Kapferer
2005: 321). Marlboro, for instance, has to face different advertising regula-
tions on cigarettes. Coca-Cola has to adapt colours and tastes according to
national food regulations (Quelch/Hoff 1986; Kelz 1989; Baumgarth 2001:
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331). BMW offers varying car models at different quality and price levels,
e.g. in emerging markets. All three brands also have to translate advertis-
ing campaigns in local languages and according to local cultural values
(Kreutzer 1989: 569; Arnold 1992: 315; Sattler 2001: 109).

Whereas in strategy I brand adaptation is very small, in strategy Il major
branding elements such as the brand name differs across country markets,
though it promises same product and brand values. A famous example is
the ice-cream of Unilever which is known as Langnese in Germany and
which has been named Ola, Frigo Algida, and Eskimo in other countries
(Berndt et al. 1997: 133; Baumgarth 2001: 331; Backhaus et al. 2003a:
215). Whereas Unilever’s brand approach originates in M&A histories
(compare to Sattler 2001: 110), the automobile Vauxhall in the UK is
named Opel in Europe because of juridical trademark rights. The name
was already owned by a competitor when entering the market (Kapferer
2005: 323).»

While strategy I and II comprise standardised brand values, strategy II1
offers varying brand values under the same brand name across countries.
The approach is quite risky, since it can lead to unclear brand images, con-
sumer confusion and thus to brand dilution and loss of brand credibility
(Bieling/Wiechers 2004: 10). However, in practice, Kapferer (2005: 323)
named cars as a product category that likely follow this brand approach:
“The Ford Fiesta is a small car for the German market, but it is seen as a
family car in Portugal”. Market experts recommend a family brand ap-
proach in the case of such heterogenic product portfolios and brand values
as long as they can be pooled into homogenous product lines (Berndt et al.
1997: 130-135; Esch 2004: 271-272, 406-407; Esch et al. 2004: 132-133).
Under a family brand all products profit from same brand awareness and
brand images without suffering brand dilution. Known examples are Nivea
of Beiersdorf, Kinder of Ferroro or Du darfst of Unilever. Nivea, for in-
stance, is worldwide associated with blue colour, silky skin care and fam-
ily orientation, although they sell self-bronzer in Europe and promote skin
whitener in Asia.?

Finally strategy IV is the approach of maximal brand differentiation: lo-
cal brands for local markets. The brand is most likely a product brand,
whose parent company behind it, is hidden (e.g., Aaker/Joachimsthaler
2000: 105; Baumgarth 2001: 138). Traditionally, US companies follow
this brand approach, probably the most famous parent company is Procter
& Gamble (P&G). Another example of such a parent company is Swiss

2 See also the following chapter ‘External factors’.
30 See e.g., Esch (2004: 265-277) for details on family brands versus product and
corporate brands.
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Nestlé (Riischen 1984: 47; Baumgarth 2001: 133). In Germany, P&G
names their detergents Arie/ which are similar to detergents named 7ide in
the USA and China. (Sattler 2001: 111; Kapferer 2005: 321) The brands
are maximally orientated to local consumer needs and local competitors.
They vary in product formulation, pricing schemes and brand values. Ide-
ally, the products are perceived as local brands in the respective country
markets, while they can still exploit cost efficiencies in terms of global
R&D, production, supply chain, distribution and marketing power. (Keller
2003: 690-694)

Keegan and Green (2005: 351-354) noted that the four brand approaches
of pure “brand extension and brand adaptation are effective for many but
not for all country markets”. They introduced the fifth strategy “product
invention”, arguing that to win global competition, companies have to
think outside the box and create innovative new products that offer supe-
rior value worldwide. This includes inventions which address the market
opportunity in low-income countries at lower price points, such as the
hand-cranked radio of an English inventor, which generates energy by a
short cranking session, instead of electricity and replacement batteries.
These are inventions of emerging countries which raise their product de-
sign up to world-class standards in order to succeed in high-income coun-
tries. An example is the Indian Thermax, which has become world’s larg-
est maker for small boilers (Keegan/Green 2005: 352). Besides, product
invention can also build up firm’s global competitive advantage and
unique selling proposition.’' Gary (1990) identified Motorola, Canon,
Merck, Microsoft, Intel and Toyota as such global companies which excel
at new product development in fierce markets.*

2.2.2 Mode of market entry

Three alternatives

Besides the optimal degree of brand standardisation, a firm has also to de-
cide on the optimal mode of market entry, when taking brands into global
markets. Barwise and Robertson (1992) identified three alternative modes
of market entry: a) exporting existing brands of the firm into the new mar-
ket (geographic extension); b) acquiring existing brands already sold in the
new market but not owned by the firm (brand acquisition); and c) creating

31 Compare to Backhaus et al. (2003b: 35-37).

32 For more details on global product development and global product launches
see Czinkota and Ronkainen (1999: 540-551). See also Haedrich and Tomczak
(2003: 95-113) and Keegan and Green (2005: 355-359) for brand innovations.
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some form of brand alliance with another firm (brand alliance). All three
alternatives comprise several advantages and disadvantages in terms of
speed, control and investment. Barwise and Roberson evaluated them as
seen in figure 2-5 and concluded that no one option dominates:

Geographic extension Brand acquisition Brand alliance
Control High Medium Low
Speed Slow Fast Moderate
Investment Moderate High Low

Fig. 2-4. Trade-off in modes of market entry (Barwise/Robertson 1992: 279)

For example, the major problem of the geographical extension is speed.
Unless the firm is already a major global player both willing and able to
roll out the brand from its home country to a large number of foreign coun-
tries simultaneously, globally expansion can be time-consuming slow and
a market-by-market process. In a world of fast competition, the firm may
no longer have the luxury time of rolling a brand sequentially into one
country market after another (Barwise/Robertson 1992: 280). Brand acqui-
sitions on the other hand, although they promise faster market entries, can
be more expensive and difficult to control than it is typically assumed
(Barwise/Robertson 1992: 280). The acquired brands are to be integrated
in the firm’s brand portfolio in terms of brand aims, branding and brand
values (Brockdorff/Kernstock 2001: 55-56; Bieling/Wiechers 2004: 14).%
In addition, internal brand management related units and departments have
to be restructured and integrated into one organisation, most of the time
under limitations of time, and financials and human resources (Brockdorff
2003: 3). M&A practices have shown that they often struggle and fail;
studies estimated rates of failure of up to 85% (Jansen 2000: 223-226).
70% of all cross-country-mergers fail in the first three years
(Miiller/Gelbrich 2004: 737). M&As are considered failed if corporate and
shareholder value is destroyed on the long run (Homburg et al. 2000: 6).
Reasons of failure are often: not fitting company cultures, resistance of
employees, different understandings of markets and consumer behaviour
as well as personal ambitions of former top management teams
(Brockdorff 2003: 60-62; Miiller/Gelbrich 2004: 734-739; Keegan/Green
2005: 304). Cross-country-mergers are consequently the more successful,
the more the acquiring company can rely on international acquisition ex-

33 See chapter ‘Brand transfers’ for integrative opportunities.
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periences, and the more it has thoroughly planned the acquisition in ad-
vance. It is also supportive, if the acquired brand contributes a strong eco-
nomic market position as a basis for future growth, and if the firms’ cul-
tures, product portfolios, international scopes and company sizes are quite
comparable (Link 1997; Miiller/Gelbrich 2004: 739).

Finally, there is the third mode of market entry, brand alliances. They
generally involve even less control than brand acquisitions, although they
are likely much less costly (Barwise/Robertson 1992: 280-281). Esch
(2004: 353-354) defined brand alliances (synonym: co-branding) as joint
marketing of at least two existing brands in order to transfer brand images
and to enhance brand success (similar Keller 2003: 360; Redler 2003: 16-
21; Kapferer 2004: 91). In contrast to Barwise and Robertson (1992), the
definition also includes alliances to brands of the same company. Gener-
ally, five types of brand alliances can be distinguished with respect to time
of collaboration and degree of brand integration: I) co-promotions, joint
communication of two brands for a short time period, e.g., joint promotion
of McDonald’s and Disney, or joint adverting of Ariel and Whirlpool; 11)
dual-branding, two brands are horizontally integrated in a new product,
e.g., the ice-cream of Hdiagen-Dazs and Baileys, or the high-tech interac-
tive toys of Compag and Mattel; 111) ingredient branding, two brands are
vertically integrated in a new product; e.g., Intel chips inside /BM com-
puters, Lycra inside Falke; IV) mega-brands, a bunch of brands are organ-
ised under one branded roof, e.g., Star Alliance promoting Lufthansa, Aus-
trian Airlines, etc.; and V) joint ventures, shared ownership of at least two
brands of a newly created business entity, e.g., Moet Hennessey and
Guiness set up a sales and marketing joint venture that enabled Guiness to
use Moet Hennessey’s established global distribution networks
(Blackett/Russell 1999; Keller 2003: 363-364; Redler 2003: 12-14; Esch
2004: 352-354, 705; Kapferer 2004: 91-92).

Although brand alliances are widely viewed as a strategic enabler to en-
ter new markets and consumer segments (they borrow needed market ex-
pertise, leverage equity the firm does not have, reduce costs of production
launch, etc. (Sattler 2001: 106; Keller 2003: 361; Esch 2004: 358)), they
have to be executed carefully. As Keller (2003: 362) described: “Funda-
mentally, there must be the right kind of fit in values, capabilities, and
goals in addition to an appropriate balance of brand-equity. Executionally,
there must be detailed plans to legalise contracts, make financial arrange-
ments, and coordinate marketing programs. [...] The financial arrange-
ments between brands may vary, although one common approach involves
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a licensing fee and royalty from the brand that is more involved in the pro-
duction process.”*

Ideally, the decision on the mode of market entry supports the chosen
degree of brand standardisation. It is likely that geographical extension
goes along with a high degree of brand standardisation, whereas brand ac-
quisition and brand alliances likely involve some more differentiating
brand elements, at least in initial stages.

Separation from institutional entry modes

All three modes of market entry: geographical extension, brand acquisition
and brand alliance, have to be distinguished from the institutional modes
of market entry. Institutional modes are most likely discussed with respect
to the firm’s degree of involvement in overseas production capacities (e.g.,
Root 1994; Weiss 1996: 5-8; Oelsnitz 2000a; Keegan/Green 2005: 294).
Basic institutional modes of market entry are export, contractual coopera-
tion and foreign direct investment; addressing different levels of ownership
and control (Keegan 1999: 288).3

Export is generally considered the first phase of corporate internation-
alisation. It is characterised by cross-border transportations, since the
product is manufactured in another country than it is sold (Pausenberger
1994: 2; Perlitz/Seger 2000: 94). In the case that the product is sold
through local sales agents and distributors, the export is indirect. This is in
contrast to direct export where the product is directly sold to the end-
consumer or marketed by company-owned subsidiaries (Keegan 1999:
288; Perlitz/Seger 2000: 94-96). In the case of indirect export, one has to
decide whether to focus on a one-way distribution or to rely on several al-
ternative channels in parallel (Meffert/Bolz 1998: 223).

Secondly, there is the ‘contractual cooperation’. This especially includes
the sub-variants ‘licensing’ and ‘international franchising’.’” In the case of
licensing, a foreign independent company gets the permission to manufac-
ture the firm’s product in the local market for license fees. Contracts can
vary, although they mostly include technology transfers in terms of pat-

3% See for more details Esch (2004: 359-364), and Esch and Redler (2002).

35 See chapter ‘Brand transfers’ and chapter 2.4.2 for details.

3 See e.g., Perlitzer and Seger (2000), Root (1994), Pausenberger (1994) and the
compendium of Oelsnitz (2000b) for more details and sub-variants of institu-
tional modes of market entry. Systematic classifications are offered by Back-
haus et al. (2003a: 175-197), Weiss (1996: 7) and Helm (1997: 36).

37 In some works contract manufacturing, management contract and cross-border
leasing are also discussed under contractual cooperation. See e.g., Perlitzer and
Seger (2000: 102-105).
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ents, employee trainings and other technical know-how from the licenser
(Pausenberger 1994: 5). International franchising in contrast means a ver-
tical licensing cooperation where foreign companies get the permission to
use a certain kind of business concept for licensing fees.’® Most famous
franchisers are probably fast food chains such as McDonald’s or retailers
such as Body Shop (Meffert/Bolz 1998: 225; Keegan/Green 2005: 298).

Finally, there is foreign direct investment (FDI). It is often synonym for
production in overseas markets (e.g., Pausenberger 1994: 8; Keegan 1999:
289). According to UNCTAD definition (2004: 345), FDI involves a long-
term relationship and reflects a lasting interest and control by the foreign
direct investor in an enterprise resident in an economy other than that of
the foreign direct investor. FDI implies that the investor exerts a significant
degree of influence on the management of the enterprise which is by op-
erational definition an ownership of 20% and more (Keegan 1999: 294).

Dependent on the design of contractual cooperation and FDI, institu-
tional modes of market entry may become difficult to be differentiated
from brand-related modes of market entry. Heineken, for example, first en-
ters a new market by exporting in order to build up brand awareness and
image. If the market response is deemed satisfactory, the company will
then license its brands to a local brewer in hopes of expanding volume. If
that relationship is successful, Heineken may then take an equity stake or
forge a joint venture (Keller 2003: 706). Ford motor company, on the
other side, decided on the market entry mode of M&A in 1989 and ac-
quired Jaguar PLC of Coventry, England in order to tap the luxury car
market. Ford lacked a high-end luxury model for both the US and Euro-
pean markets, and the company was betting it could take a nameplate
highly valued for exclusivity and sell it to more people by launching a
new, less expensive line of Jaguars (Keegan 1999: 299). However, as the
Ford history reveal, a firm has to make such market entry decisions very
carefully. Since Ford name was synonymous with “bread and butter”, it
has since been a challenge to extend the Jaguar brand to less expensive
segments without damaging the Jaguar’s reputation (Keegan 1999: 299).
By 2006, Ford shareholder are thus arguing to sell the luxury Jaguar brand
(Financial Times Deutschland 2006).

2.2.3 Decision influencing factors

As the previous chapters reveal, strategic brand decisions have to be made
carefully. They involve a multitude of different influencing factors that

3 See e.g., Perlitzer (1997: 447) for different forms of international franchising.
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may have to be considered: historical experiences, company internals, fi-
nancial and strategic market opportunities, external market conditions etc.
(Remmerbach/Walters 1994: 668; Doherty 2000: 237; O'Donnell/Jeong
2000: 20-21; Kapferer 2004: 412).

External decision influencing factors Internal decision influencing factors

Product category Production factors: real assets, financial assets,
human resources
Possibility of internationalising brands
Existing brand portfolio
Role of domestic government
Core competence
Degree of consumer homogenisation
Functional and international experience of the

Brand images of competitive products management team
Degree of globalisation of sales partners Market experience of the firm (corporate history)
Image of the country-of-origin Company culture and leadership

Fig. 2-5. External and internal influencing factors when taking brands on interna-
tional markets (own illustration)

Even the same firms often use alternative options to enter new markets
over the time (e.g., Alexander/Doherty 2004: 15). Figure 2-5 sums up the
main internal and external brand management factors. Because of the
number of individual situations the figure cannot qualify for guaranteeing
completeness.*

External factors

First of all, there is the product category. Industrial goods and durable con-
sumer goods likely have a higher potential of brand standardisation than
FMCG. Durable consumer are particularly cultural-free and high-tech-
products such as computer hardware, machine tools and consumer elec-
tronics (Sandler/Shani 1992: 28; Meffert/Bolz 1998: 183). As competition
globalises, these product categories also often require a global perspective
as a kind of prerequisite to survive the market (Thomas et al. 1995).4 In
contrast, product categories of high national identity, e.g., alcoholics, toilet
articles, print media, and food are likely not qualified for successful brand
standardisation (Meffert/Bolz 1998: 183; also O'Donnell/Jeong 2000: 21).

3 1t is explicitly stressed that the figure focuses on brand relevant factors. See
Berndt et al. (2003) and Backhaus et al. (2003a) for an overview on more gen-
eral factors such as macro-economic, political, socio-cultural and geographical
factors. Compare also to chapter 1 ‘limits of study’.

40 Compare to chapter 2.1: ‘brand aims’.
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One reason is that they likely lack the ability of product transportation,
durableness and trade (Remmerbach 1988: 149-160).

A second factor is the “possibility of internationalising brands”
(Bieling/Wiechers 2004: 11). This includes political and juridical regula-
tions, technological product requirements as well as the possibility to pro-
tect brands in the respective countries. For instance, the German detergent
Persil had to be renamed into Le Chat in France, as the brand name was al-
ready owned by a competitor (Seidler 1998: 12). Moreover, despite of pro-
gress in world trade organisations (WTO, EU, NAFTA and ASEAN), there
are still trade barriers preventing the spread of global brands: unsure brand
protection rights and brand counterfeiting in China (e.g., Sattler 2001: 113;
Backhaus et al. 2003a: 129-144), anti-dumping taxes and import quota in
US and European markets (e.g., Pausenberger 1994: 4; Pinzler 2006), limi-
tations for foreign companies to have majority stakes into joint ventures,
e.g., in China (e.g., Keegan 1999: 295).

Besides protectionism of foreign governments, the role of the domestic
government can also play a crucial role in the firm’s strategic brand deci-
sions. Rautsola (1988: 93-96) found that a state has a multitude of possi-
bilities to assist and enhance corporate competitiveness in direct and indi-
rect ways. This includes export promotion, economy policy, and industrial
policy in terms of subsidies and tax benefits. Rautsola (1988: 104-105)
stressed the example of the European consortium Airbus that got large sub-
sidies from the French and German governments in order to build up a
European aircraft industry as a counterbalance to US-Boeing.

Last but not least, a firm has to evaluate the target country with respect
to market players. There are local consumers and their degree of consumer
homogenisation to national consumers, including local preferences, role of
brands and size of consumer segments. The more similar consumers are
across country markets, and the more the values of the established national
brand suit them, the better can brands be standardised (Backhaus et al.
2003a: 201; Keegan/Green 2005: 338). In addition, the brand images of
competitive products play an important role for the firm’s own potential
brand success in a foreign market. Whether a brand is perceived as inde-
pendent and superior to competitive brands, it primarily based on consum-
ers’ associations with the competitive established brands in the market
(Langner 2003: 22). Since brand values like price-value, innovation and
trustworthiness are, though attractive for consumers, already pretty com-
mon and little differentiating in most markets, the implementation of the
brand values gets increasingly crucial. For instance, the German insurance
brand Wiirtembergische distinguished itself by the emotional key illustra-
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tion and slogan ‘firm as a rock’ (original: ‘Fels in der Brandung’)
(Thometzek 1995: 24-25).4!

Besides consumers and competitors, there are also sales partners and
their degree of globalisation that have impact on a firm’s brand strategy.
Large retail chains such as IKEA, Wal-Mart, Carrefour, and Metro run
sales outlets worldwide and likely require standardised brands in each shop
at a competitive price point (Schiele 1997: 146-147; Euromonitor 2006).
Unilever, for instance, reduced its brands from 1,600 mainly national
brands towards 400 more regional and global brands in order to meet the
increasing pricing pressure. On the other hand, localised brands offer the
opportunity to limit black market activities and re-imports (Sattler 2001:
112; Kapferer 2004: 406; Schuiling/Kapferer 2004: 98).

Finally, the firm’s country-of-origin (COO) is another decision influenc-
ing factor when taking brands into foreign markets (Lampert/Jaffe 1996).
Synonym is country image (Baumgarth 2001: 188).# Perceptions and as-
sociations about a country can be positive or negative (Keegan/Green
2005: 341). On the positive side, ‘German’ stands for quality engineering,
‘Italian’ for stylish and ‘French’ is synonym for chic (Milbank 1994). As
industries globalise, COO becomes more complex. Whereas studies re-
vealed that consumers likely do not pay attention to country-of-assembly
and ‘made in’ labels (e.g., Gilmore/Dumont 2003: xvi-xvii), country-of-
design and brand ownership is an important purchase decision factor
(Papadopoulos 1993; Ahmed/d'Astous 1995).# Country stereotypes can
consequently become a competitive disadvantage, if consumers show sig-
nificant bias or the country image does not fit to the firm’s brand values in
terms of quality, price and benefits. On the other hand, in some product
categories foreign products are just favoured because of their “foreign-
ness” (Keegan/Green 2005: 343). Baumgarth (2001: 188-191) proposed to
actively utilise the country image for global brand building, if it is posi-
tively differentiating from other regional images. If the brand belongs to a
product category a country is known for (e.g., Germany: cars, Italy: shoes;
Switzerland: watches), or if the image supports key brand values. It is

4 Compare to operative chapters in 2.3.

4 Nagashima (1970: 68; emphasis added by Amine et al. 2005: 120) defined
country image “as the picture, the reputation, the stereotype that businessmen
and consumers attach to products of a specific country. This image is created
by such variables as representative products, national characteristics, economic
and political background, history, and traditions”.

4 See, for instance, Ahmed and d'Astous (1995) for definitions and more details
on country-of-design and country-of-assembly. See Usunier (2000: 318) for an
overview about country, company and brand-related product images.
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noted that COO effects are not absolute for a given country. They can vary
across product categories, country markets and time (Amine et al. 2005;
Keegan/Green 2005: 342-343).

Internal factors

In addition to external influencing factors, firms also differ in resources,
capabilities and willingness to identify and implement optimal brand
strategies (Keegan/Green 2005: 353). From the perspective of classical
economy, corporate resources are the limited production factors: real as-
sets, financial assets and human resources. After being allocated they can-
not be used in alternative ways without causing extra costs (e.g., Agar-
wal/Ramaswami 1992: 3; Helm 1997: 43). With respect to going-
international, these are particularly products, financial assets, technological
know-how, and management capacities (Helm 1997: 44). It is likely, the
larger the company size, production capacity, overall profitability and ac-
cess to global financial markets, the larger the resources to support interna-
tional brand ambitions (Remmerbach 1988: 167-172).

A specific kind of internal resource is the existing brand portfolio of a
firm. A brand portfolio (synonym: brand architecture) is defined as the to-
tal of all existing brands in a company, including scope, roles and interre-
lationships of portfolio brands and co-brands with other firms (Kapferer
1992; Aaker/Joachimsthaler 2000: 134; Brockdorff 2003: 7; Aaker 2004:
13-17). There are two extreme architectures: the “house of brands” and the
“branded house” (Aaker/Joachimsthaler 2000: 105). As the name indicates
the house of brands refers to a company which operates through well-
known product brands but remains itself discreet if not hidden. P&G is
such a company or Mars that offers chocolates as well as dog food (Esch
et al. 2004: 135). The branded house is the inverse case. A company itself
is the one and single brand, acting as a banner and umbrella brand
(Kapferer 2004: 319). Vodafone, BMW, Siemens and Virgin are such
branded houses. Siemens, for instance, sells household appliances, tele-
communication, medical engineering as well as power plants under its cor-
porate brand name (Aaker/Joachimsthaler 2000: 105; Baumgarth 2001:
136; Esch 2004: 419; Esch et al. 2004: 135).* Between both extremes,
Aaker and Joachimsthaler (2000: 105) found further types of brand archi-
tectures where either the corporate brand (“sub-brands™) or the product
brand (“endorsed brands”) dominates, e.g., ‘Courtyard by Marriott’ is an
example for a “strong endorsement”, 3M (Henkel) is a “token endorse-

# See for more details i.e. Aaker and Joachimsthaler (2000), Kapferer (2004:
292-327), Baumgarth (2001: 127-141), and Laforet and Saunders (1994: 68).
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ment”, Gillette Sensor a “co-driver” or a dual-brand. In principle, the more
the brand architecture is alike a branded house, the larger synergies among
the portfolio brands (Esch 2004: 420-422). Kapferer (2004: 321-324; also
Schuiling/Kapferer 2004: 98) argued that when going-international, a firm
does not have to copy its national brand portfolio in each country. As the
competitive status of brands can vary across countries and a brand might
explicitly have been purchased for getting access into a market, a global
brand portfolio should rather be managed in a flexible way (similar Aaker
2004; Esch et al. 2004).

Besides resources, a second important internal decision factor is corpo-
rate capabilities. One capability is the firm’s core competence which com-
prises the relative competitive advantage of a firm that results in a positive
consumer preference towards the firm’s product and brand (Backhaus et al.
2003b: 43). Generally, a firm could achieve competitive advantages in all
steps along the value chain. Nike, for instance, is reckoned to have its core
competence in branding & consumer insights, whereas e.g., Toyota is
known for organisational effectiveness and Dell for supply chain and dis-
tribution. As a result, a specific core competence can be the basis for the
brand’s unique selling proposition and brand positioning. The brand strat-
egy of product invention is the more promising, the more core compe-
tences the firm has in technology and design (Keegan/Green 2005: 351-
354).

Another capability of firms is experience. O’Donnell and Jeong (2000:
22) found that especially functional and international experience of the
management team are crucial for international strategies. They understood
functional experience as experience in marketing and brand management,
and interpreted international experience as a proxy for the ability of a firm
to reduce uncertainty, accumulate cultural knowledge, and internationalise
the firm’s management according to globalisation pressure (Sambharya
1996). They concluded that the greater the marketing experience of the
employed subsidiary and country managers, the stronger the positive rela-
tionship between firm’s standardisation and firm’s performance (Quelch
1992; O'Donnell/Jeong 2000: 28-29).4

Other studies proved that the market experience of the firm itself (cor-
porate history) also has an impact on brand strategies. Less internationally
experienced firms, for instance, were found to choose overseas involve-
ments of higher control than more experienced firms (e.g., Helm 1997: 85-
88). The EPRG-concept of Perlmutter und Heenan (1974: 121-123; 1979:
17-22) showed that a firm tends to focus on domestic markets in the first

4 See for international experience and perceived risk also Miiller and Gelbrich
(2004: 724-729).
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phase of going-international (Ethnocentric). International sales are consid-
ered as adjunct to domestic business and as a source of quick profits. In a
second phase (Polycentric), the firm expand its scope on local, most likely
product brands in foreign markets. The local brands are grouped into re-
gional brands across several country markets such as Europe in a third
phase (Regional-centric). In the most experienced phase (Geocentric), the
firm finally recognises the world as one relevant market and focuses on
global brands.* As international company behaviour has revealed, the eth-
nocentric phase likely takes longer if the home market, in terms of con-
sumer potential and market size, is larger. For example, US-companies
tended to internationalise later in corporate history than companies from
smaller countries such as from Switzerland and the Netherlands
(Czinkota/Ronkainen 1999: 4). Further, Japanese companies typically
skipped the polycentric and regional phases, and internationalised immedi-
ately towards a geocentric view (Meffert 1986: 690).

Interlinked to corporate experience is the decision factor of company
culture and corporate leadership. For instance, companies with centralised
power and an autocratic management style often tend to decide on majority
or full control when going-international (Tse et al. 1997; Pan/Tse 2000;
Mayrhofer 2004: 82). A promising basis for building brands across country
markets is often seen in ‘enlightened leaders’. Hewlett Packard CEO,
Carly Fiorina said: “Leadership is not about hierarchy or title or status:
[...] it is about empowering others to decide for themselves” (quoted in
Keegan/Green 2005: 531). Leaders of organisations with international
marketing focus, the CEO or top management team, are expected to be
able to articulate values, policies and geographic scope of firm’s activities,
to know to actively leverage human resources and their ideas and com-
plaints, to rely on globally experienced managers, to demand exposure to
different languages and cultures, and to continuously rethink the compa-
nies goals from a global perspective (Aaker/Joachimsthaler 2000: 7-13;
O'Donnell/Jeong 2000: 23; Keegan/Green 2005: 531-535; Van Gelder
2005). Keegan and Green (2005: 533) concluded that “the best person for
top management or the board position is not necessarily someone born in
the home market”. Aaker and Joachimsthaler (2000: 8) added: “For or-
ganizations where there is marketing talent at the top, the brand manager
can be and often is the CEO.”

4 See also Meffert (1986: 690), Meffert and Burmann (1996: 23), and Meissner
(1994: 677).
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2.3 Operative brand decisions when going-international

After a firm has decided on its adequate level of brand standardisation and
mode of market entry, the firm has to implement these strategic decisions
by operative brand measures in the respective foreign country markets.
These are particularly decisions on branding, brand communication, brand
distribution and brand organisation. Dependent on the choice of the strate-
gic brand alternatives, corporate competences and given market condi-
tions, design, role and relevance of the operative measures can vary across
foreign markets and decision settings.

2.3.1 Branding

Brand translations

Branding is defined as the integrated brand design of brand name, brand il-
lustrations (logo, symbols, key image, slogan, jingle etc.) and brand pack-
aging, also including elements such as form, colour, taste, smell and mate-
rial of the product (Kroeber-Riel 1993: 58-60; Baumgarth 2001: 160;
Langner 2003: 4-6, 25-26; Esch 2004: 169-171). In general, nonverbal
elements such as logos and symbols have to directly transfer into foreign
country markets, as they do not require translations into another language
(Keller 2003: 718; Kapferer 2004: 413). Famous examples for non-verbal
brand elements are the red Nike swoosh, the green Lacoste crocodile, the
design of the purple Milka cow or the Marlboro cowboy. However, as ta-
ble 2-1 indicates, nonverbal elements such as brand colours can sometimes
encounter translation problems, too. Whereas Chinese consumers likely
associate red colour with festive and enjoyable brands, US consumers
likely associate red with cheapness (Yang 2005: 119-120).4” Brand sym-
bols such as animals can also have different cultural meanings: Whereas
the pig stands for happiness and wealth in Korea, Jews and Moslems con-
sider the pig as unclean (Schiele 1997: 133-134; Miiller/Gelbrich 2004:
343-344).

In contrast to nonverbal brand elements, the translation of the brand
name, slogan and jingle is always highly challenging and critical for the
success of a product in a foreign market (Usunier 2000: 331; Dong/Helms
2001: 99-100). The precondition is that the brand name has to be easily
pronounceable. Backhaus et al. (similar Usunier 2000: 331; 2003a: 210)
advised against local language specifics such as German umlaut, Slavic

47 See also detailed works of Miiller and Gelbrich (2004: 346-353), Jacobs et al.
(1991), Grimes and Doole (1998) and Aslam (2006).
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queues of consonants or French accents. Naturally, complicated brand
names are difficult to memorise for most consumers in many countries,
and are thus likely to be less preferred (Robertson 1987). Difficult brand
names can also emerge as a serious obstacle when dealing with sales part-
ners and other third parties in foreign countries, since they can create con-
fusion particularly on the phone (Usunier 2000: 331-332).

China USA Japan Korea
Gre chea| valuable, chea| chea
4 p top-quality P P
Blue top-quality sincere, reliable sincere, reliable top-quallty,
reliable
immaculate, tasteful, immaculate, immaculate,
Green . h
sincere adventurous tasteful sincere
Red enjoy:_:\ble, cheap, love enjoyable, top-quality,
festive adventurous love
wealth & glory, welfare, wealth & glory, welfare,
Yellow . "
lucky immaculate welfare reliable
Purple valuab_le, cheap_, cheap cheap, love
mystic aggressive
Brown top-quality cheap cheap cheap
valuable, powerful, powerful, powerful,
Black
funeral valuable valuable valuable
White ) elegant, top-quality ) elegant, new & fre_sh,
immaculate immaculate top-quality

Table 2-1. Different understanding of brand colours across countries (own transla-
tion of Yang 2005: 119)

In addition to pronunciation difficulties, brand names activate various
meanings and associations of the consumers’ memories which can be posi-
tive or negative (Francis et al. 2002: 99). Backhaus et al. (2003a: 210-211)
gave the example of car model Chevy Nova which was launched in Spain
in the 1980s by US-Chevrolet. The brand, although considered a promising
name because easily to pronounce in Spanish and of positive connotations:
nova meaning new, did not sell well. The reason was that Chevrolet over-
looked that Chevy Nova phonetically sounds like ‘Chevy no va’ — Chevy
does not go/function (also Schiele 1997: 132-133; Usunier 2000: 336).

There is evidence that the more the language system and cultural back-
ground differ from the home country, the more brand names are translated
into the new language and not kept in the original tone. A study of Francis
et al. (2002: 108-109) revealed that the majority of US-brand names had
adapted to the Chinese market, although they are likely known for English
originals (Kapferer 2004: 419). In principle, there are three modes of trans-
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lation: free translation, literal translation and creative translation
(Dong/Helms 2001: 107-110; Francis et al. 2002: 102). Free translation is
based on semantic equivalence and is the transfer of the original meaning
in another language. Example is the US-hair care product Silkience of Gil-
lette that is sold in France under the brand name Soyance and in Italy un-
der Sientel (Usunier 2000: 332). Literal translation (synonym: translitera-
tion) in contrast is based on phonetic equivalence and is the transfer of the
original sound into another language. Examples are Coca Cola that
isf] 1A )R ‘kekou kele’ and Chrysler which is 731 #)) ‘kelai sile’ in
Chinese (Dong/Helms 2001: 107-108).* Finally, there is creative transla-
tion which is based on neither original meaning nor its sound, but intends
to create a brand name that has the most desired meaning in the new cul-
ture and language. Dong and Helm (2001: 109) found the German car
brand BMW as an example. Since Chinese consumers traditionally favour
the image of ‘horse’, BMW is translated in £ (‘baoma’) meaning ‘pre-
cious horse’ implying that it runs fast and runs for a long time.*

With respect to corporate names, Usunier (2000: 331) noted that it is
symbolically difficult to change and translate such brand names, in the
case they are closely associated with corporate history and related to the
founder’s name. Siemens, Bosch and P&G are such corporate brand names
(Usunier 2000: 331; Esch et al. 2004: 132). In China, for example, Sie-
mens thus uses the translated brand name P4[] ¥ (‘ximenzi’) attached to
the original brand name Siemens. Brand name translations are even more
challenging if there is a link between the brand name and the brand sym-
bol. Kapferer (2004: 419) gave the example of the French cheese La Vache
Qui Rit which means the laughing cow. The brand symbol is a cow’s head.
In the case the brand name is not correctly translated and understood by
the consumer, the cow can appear stupid and mad instead of smiling.

To circumvent translation difficulties, brand experts propose emphasis-
ing brand symbols and brand illustrations instead of the brand name itself
when going-international (Kroeber-Riel 1993; Usunier 2000: 334; Kroe-
ber-Riel/Esch 2004). For instance, the imagery of the IBM logo and its al-
ternate slats of coloured bands are considered to be translinguistic. How-
ever, trademark legislation varies around the world. In some countries
trademarks can only be composed of letters and their designs must be
separately registered under the design and pattern law. In the US, for in-

4 Whereas the translation of Chrysler does not comprise any meaning in Chinese,
Coca-Cola got a meaning attached through the process of translation: “tastes
good and make you happy”.

4 See Usunier (2000: 335) for linguistic details at creative translation such as
phonetic, orthographic, morphological, and semantic devices.
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stance, there is no such need for additional protection of the design
(Usunier 2000: 334), but brand names have to meet a hierarchy of registra-
tion eligibility: “fanciful (Kodak), arbitrary (Camel), suggestive
(Eveready), descriptive (I/vory), and generic (aspirin), the last being unpro-
tectable” (Onkvisit/Shaw 1989: 30).%

Besides brand names, the verbal elements brand slogan and jingle can
encounter similar difficulties. Slogans are short phrases which communi-
cate descriptive and emotional information about the brand during its ad-
vertising (Baumgarth 2001: 170; Keller 2003: 204-206). They can and
cannot include the brand name itself, examples from Germany are:
‘Haribo macht Kinder froh und Erwachsene ebenso’, or ‘Geiz ist geil’
(Saturn). Jingles are musical brand elements which often supports the slo-
gan by a certain melody, rhythm or tone. For example, the sail-away mel-
ody of Becks beer or the melody of Bacardi-feeling is famous in Germany
(Baumgarth 2001: 170). Dependent on language system and cultural back-
ground, on has to evaluate whether free translation, transliteration or the
creation of a totally new brand slogan and jingle is appropriate for the new
country market. Coca-Cola, for instance, is considered to promote same
slogans and jingles worldwide (Quelch/Hoff 1986; Kelz 1989; Baumgarth
2001: 331).

Brand transfers

Because of the desire to standardise globally, many firms attempt to uni-
form their branding across all foreign markets and reorganise their multi-
brand portfolios when going-international (Kapferer 2004: 356). Accord-
ing to Kapferer (2004: 419), this is especially changes in brand names,
since worldwide standardised names are often seen as “the ultimate sym-
bol of successful globalisation”. Firms thus reduce the number of brands in
the portfolio as well as the number of products under one brand name. Ex-
amples are Raider-Twix, Anderson-Accenture, Pal-Pedigree, as well as the
creation of large groups such as Novartis and Vodafone (e.g., Kapferer
1992: 256; Esch et al. 2004: 130-132; Kapferer 2004: 355-356). Brand
transfers (synonym: brand migrations) occur, if “products under brands
due to disappear will have to be transferred to one of the remaining
brands” (Kapferer 2004: 14). Brockdorff (Brockdorff/Kernstock 2001: 57-

30 See Schiele (1997: 127-135) for details on international brand registration
processes. He distinguished between application of a brand on the basis of na-
tional protection rights and international registration on the basis of cross-
country protection agreements. Compare also to previous chapter ‘Brand trans-
lations’ for obstacles in brand protection.
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58; 2003: 127) advanced the definition to “brand integration”, also includ-
ing brand transfers to newly created brand names such as e.on (former
Viag and Veba) and brand combinations such as DaimlerChrysler or As-
traZeneca.”

The approach of abandoning an existing brand and transferring it to a
different brand is risky, since the market lose one of its benchmarks,
choices or and consumers’ favourites (Kapferer 2004: 353). On the com-
pany side, many examples have shown that besides pure name changes,
brand transfers can also involve changes in marketing mix, product formu-
lation, and organisational structure. The firm has to convince loyal cus-
tomers, employees, and suppliers of the new brand name, and has to avoid
brand damages which could lead to decreases in market shares (Kapferer
1992: 220-229; also Esch et al. 2004: 131; Kapferer 2004: 353). In princi-
ple, such risks varie whether it is a corporate brand name, a family brand
name or a product brand name that is transferred, and whether it is a strong
and valuable brand name or not (Bieling/Wiechers 2004: 17).5

In the literature, three alternative ways of brand transfers are distin-
guished with respect to speed and amount of information provided to cus-
tomers (Kapferer 1992: 257-258; Liedtke 1994): a) progressive migration;
b) information supported disruption; and c) clean break. The progressive
migration involves a transition phase where the existing and the future
brand are promoted together. The customer is introduced to the new brand
name, while the old brand name serves as an anchor of recognition and
guarantee. Positive brand images and brand values are ideally transferred
and extended. Over the time, the old brand name is gradually eliminated
and the new brand name starts dominating the brand (Kapferer 1992: 257).
One has to note that progressive migration is likely more successful if the
consumer is not aware of the transfer itself (Liedtke 1994: 806-807). Fig-
ure 2-6 shows the example of the brand transfer of Créola and Chamby
(Kapferer 1992: 221-229): In 1985 Nestlé bought the product line La
Roche-aux-Fées from Unilever. The product line offered the same range of
products as Nestlé¢’s family brand Chambourcy and had equivalent market
shares of 11% in France. To reduce complexity, Nestl¢ decided to transfer
all products to the family brand Chambourcy. Brand symbols, annexes and
package design supported the re-branding.

51 In the following, the terms ‘brand transfer’, ‘brand migration’ and ‘brand inte-
gration’ are semantically equally used in the sense of brand transfers.

52 See Bieling and Wiechers (2004: 17) for details on risk evaluation methods and
criteria.
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2 children
~
before M&A
1. phase
La Roche - aux - Fée:
2. phase

Fig. 2-6. Example of merging two brand names (taken from Kapferer 1992: 225)

Another possibility to implement progressive migration is inverting the
hierarchical significance of the old and new brand. Graphically the size of
the old brand name is reduced and finally eliminated, while the size and
dominance of the new brand name increase. Figure 2-7 shows the example
of Vodafone (Bieling/Wiechers 2004: 39-45). A third solution is to add
same pre- or suffix to each brand. Later the brand names are eliminated
and the pre- or suffix becomes the future brand name. Alcatel transferred
its brands to the same corporate brand name in this way. Telic-Alcatel,
Opus-Alcatel etc. (Kapferer 1992: 227). Many other steps and brand com-
binations are also possible within the transition phase. The more steps the
transition phase include, however, the more expensive, the more complex
and time consuming the transfer will be (e.g., Bieling/Wiechers 2004: 23).

The method of ‘information supported disruption’ involves not such a
transition phase, but a phase of announcing the up-coming brand transfer
to the public. Kapferer (1992: 257-258) mentioned the example of Night &
Day, a decaffeinated coffee brand of Jacobs. The product was originally
launched as Nuit et Jour in France and later internationalised in several
country markets by free brand translation: 7ag & Nacht in Germany, Aus-
tria and the Switzerland; Night & Day in the US and Canada. In 1987, Ja-
cobs decided to build up a global brand name called Jacobs. In France they
announced the brand transfer by etiquettes on product packages and the ra-
dio: ‘Nuit et Jour is going to be called Night & Day soon’.
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[ 1999 > 2000 > 2001 > 2002 >
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Fig. 2-7. Example of inverting hierarchical significance (based on Bieling/
Wiechers 2004: 41-46)

The third method of brand transfer is the ‘clean break’. In contrast to
both first methods, the consumer is not informed or introduced into the
new brand name, but is confronted by a new name over night. The regional
US-airline Allegheny, for instance, changed its name to USAir on the 28
October 1979. In December 1986 the sweets Treets were eliminated and
M&M'’s was quasi launched as a new product brand, only using same slo-
gans and jingles (Kapferer 1992: 228, 258). The option of clean break is
considered risky and likely conducted if the old name has negative or zero
brand images, or if the loss of the old brand value is consciously taken into
account in order to achieve higher scores by the new brand name (Liedtke
1994: 805; Voeth/Wagemann 2004). However, there are also many bad
experiences: The washing-up liquid named Fairy in Germany was sud-
denly renamed into the US existing brand name Dawn in 2000. As a result
of confused consumers, the company lost revenues of around 50%. In
2002, the re-branding was therefore reversed to the old name Fuairy.
(Meffert 2002: 119; Bieling/Wiechers 2004: 20-21)

Whereas most of the mentioned brand transfers migrated to existing
brands, it is noticeable that there are also companies that have internation-
alised their corporate brand names by brand abbreviations or creation of
new brand names. Known examples of brand abbreviations are US-
telecommunication firm A7&7 (‘American Telephone and Telegraph’),
Germany’s car maker BWM (‘Bayrische Motorenwerke AG’) or Korean’s
electronics company LG (Lucky Goldstar) (Keegan/Green 2005: 338). To-
day’s Danone implemented a reverse strategy. They replaced its corporate
abbreviation BSN by the newly created brand name Danone, because they
have not seen chances to establish a basis for global recognition with an
acronym (Kapferer 2004: 356). Overall, one can conclude that brand trans-
fers require more thought of preparation and explanation to consumers,
employees and other parties when the brand transfers are more radical
(Kapferer 1992: 228-229). Also, transfers to brand abbreviations and
meaningless fantasy names are likely more challenging and less successful
than to existing brand names, as they cannot be connected to product cate-
gories and are thus more difficult to memorise (Endmark 2001; Backhaus
et al. 2003a: 211; Esch 2004: 177-179).
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2.3.2 Brand communication

Beyond brand names, a firm has also to decide on an adequate brand
communication plan when it enters a new foreign market. Brand commu-
nication is defined as the appropriate placing of a brand into a market in
order to positively influence the customers’ buying behaviour towards the
brand (Meffert/Bolz 1998: 189). The central communication aims are
building brand awareness, and building and enhancing brand image (Esch
2004: 230). Brand awareness “refers to the strength of a brand’s presence
in the consumer’s mind” (Aaker 2002: 10). Does the customer know and
recognise the brand? Is the brand among the customer’s top-of-mind alter-
natives? Brand image, in contrast, is the total of all memorised and learned
brand associations in the consumer’s mind (Aaker 2002: 25). What does
the customer associate with a brand? Which pictures, which colours? Since
brand communication can become very expensive and brand-intensive
companies such as L’Oréal spend typically more than 30% of their global
revenues on advertising and promotion each year (corporate websites),
Keller (2003: 696) argued that when going-international a company first
has to develop a hierarchy of brand associations. This defines the associa-
tions which are supposed to be held by consumers in all countries and
which only in certain countries. In a second step, the company then has to
establish some brand awareness before launching these brand associations
in the new market.*

When deciding on appropriate communication channels, creativity has
no limits; in principle any promotional carrier is possible including naked
bodies or manholes.** To structure major brand communication channels,
there are different possibilities provided in the literature (e.g., Bruhn 1995:
36; Rossiter/Percy 2001; Esch 2004: 236-237). Figure 2-8 differentiates
between classical and non-classical communication. Non-classical is char-
acterised by a high degree of newness in the market and direct communi-
cation to end-consumers (Baumgarth 2001: 194).

33 See for brand awareness and brand image also chapter 2.4.1: brand controlling.
The decision on key brand illustrations is interlinked to the decision on the op-
timal degree of brand standardisation as described in chapter 2.1.2.

3+ See e.g., Esch (2004: 239) for a list of criteria on how to choose the most ap-
propriate channel.
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Classical communication channels

Non-classical communication channels

Advertising (TV, radio, newspapers,
magazines, billboards, cinema)
Sales promotion (price reduction, sampling,

Events
Customer clubs
Product placement

couponing, etc.)

Public relation

Sponsoring (sport, culture, social)
Trade fairs and exhibitions

Internet presence

Testimonials

Road-Shows

Customer magazines
Telephone hotlines

Direct mailing

Mobile marketing

Ambient Media (e.g., postcards)

Fig. 2-8. Overview about major classical and non-classical communication chan-
nels (based on Baumgarth 2001: 194; Esch 2004: 237)

Across international markets the optimal choice and communication mix
can heavily differ from the approach in the home market because of differ-
ent media regulations and role of channels (Meffert/Bolz 1998: 200-211;
Keegan/Green 2005: 477-499).5 However, some communication rules are
true for all markets: Advertising can faster reach larger numbers of poten-
tial consumers and is less expensive compared to direct communications in
terms of costs per contact (Rossiter/Percy 2001; Esch 2004: 231). The
more the consumer is involved in a product, the less repetitions of advertis-
ing are required (Kroeber-Riel/Esch 2004: 158). And, if more similar
channels are broadcasted on, sold and used across countries (e.g., Time,
Newsweek, CNN, Eurosport, etc.), the brand can profit from “cost-free”
spillover effects (Meffert/Bolz 1998: 203).

In the case that a firm has decided on a standardised global brand ap-
proach, particularly those brand communication channels become interest-
ing, which can push brand building activities across all country markets in
a simultaneous way. These are especially: sponsoring, product placement,
testimonials, and trade-fairs (Meffert/Bolz 1998: 216; Gould et al. 2000;
Keegan/Green 2005: 495-498).5

55 Compare to previous chapters.

56 Compare to advantages of global brand approach as presented in chapter
‘Brand differentiation or brand standardisation?’. Notice that the selection does
not involve an evaluation which communication channels are the best in order
to go international. For instance, classical advertising can be of course a valu-
able option in each market; but it is likely conducted on a country-by-country
basis and involves little interrelationships with home and other foreign markets.
For more details on the other communication channels see works of
Keegan/Green (2005), Esch (2004), Bruhn (2003) and Meffert/Bolz (1998).
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Sponsoring

Sponsoring means that a company pays a fee or provides goods, services
and know-how to have its name associated with a particular event, team,
association or facility in the area of sports, culture and social welfare
(Baumgarth 2001: 186; Keegan/Green 2005: 495). Sponsorships, particu-
larly large scale events, ensure that a brand name will draw considerable
media attention and will be mentioned numerous times on-air. For in-
stance, an Olympic Game or World Cup soccer sponsorship can help a
company reach global audiences (Alonzo 1994; Keegan/Green 2005: 495).
For more than 20 years, Coca-Cola has been the official soft drink sponsor
of the World Cup soccer. For one year sponsorship, they pay around
US$35m to the FIFA (International Federation of Football Association)
plus an equivalent amount on promotion; broadcasted football matches
reach around 44 billion viewers in more than 200 countries (Keegan/Green
2005: 495).57 For sponsors of 2006 World Cup soccer figure 2-9.

Official Partners of the
2006 FIFA World Cup Germany™

www.adidas.com

Apdessson Bsch Thocd

www. budweiser.com

fifaworldcup.avaya.com

Ceatly

www.coca-cola.com

FIFA WORLD CuP

GERMANY
2006

vrww, deutschetelekom com

Fly Emirates

www.emirates.com

www.yahoo.com

adidas UJIFILM

ﬁ

home. fujifilm. com

%

www. gillette. com

@ HYLUNDOAI
hyundai-motor.com

:

wetst MasterCard
www.mastercard.com

f\mMmcDonald's
www.mcdonalds.com

:

www philips.com

TOSHIBA

www.toshiba.co.jp

Fig. 2-9. Sponsors of 2006 World Cup soccer (taken from FIFA websites)

57 Compare to the story of MasterCard presented in Aaker and Joachimsthaler
(2000: 198-203) or examples mentioned in Alonzo (1994).
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Besides brand awareness, sponsored events also offer publicity for
product launch or technology showcases that represent key associations of
a corporate brand: For instance, Panasonic installed the largest video dis-
play in a US stadium at the Atlanta Olympics in 1996
(Aaker/Joachimsthaler 2000: 206); Sony became an official US-sponsor of
the National Basketball Association with a signing of a US$10m per year
deal in order to get priority air-time for Sony Music labelled musicians
such as Pearl Jam and Mariah Carey during the games (Keegan/Green
2005: 495).

Similar to brand alliances, it is crucial for successful brand sponsorships
how well the brand and the sponsored object fit together. Baumgarth
(2001: 186-187) distinguished between the fit in performance (Adidas &
sports), target group (Krombacher beer & football), image (sport sponsor-
ing & dynamic, young, powerful) and regional focus (Bayer & football
team Leverkusen). Moreover, small numbers of sponsors and some base
amount of brand awareness are crucial to make the sponsorship be realised
by target groups (Aaker/Joachimsthaler 2000: 222-227; d'Astous et al.
2000; Hermanns 2004).

Product placement

A special kind of cultural sponsoring is product placement. It involves the
purposeful placement of the brand as a requisite in the story line of a
movie, popular television program, and other types of performances
(Meffert/Bolz 1998: 214). Particularly blockbuster movies are considered a
popular entertaining medium which can equal worldwide audiences of tens
of millions of people (Keegan/Green 2005: 496). For companies of a stan-
dardised brand approach, product placement then offers the opportunity to
communicate a brand image which is “frozen” and will be seen without
any adaptation everywhere in the world (Gould et al. 2000). In general,
product placement fees are paid by financial assets. However, company
practice has shown that product placement can also be accomplished by
real assets, marketing and promotion support of the new production, or
merchandising rights (Meffert/Bolz 1998: 214; Keegan/Green 2005:
496).% Fees are variable and usually depend on the relative exposure of the
product in the movie. Most famous product placements have taken place

8 Fees are the reason why product placement is not equivalent to surreptitious
advertising. This occurs when promotional media is used free of charge and
without approval, which is forbidden in many countries (Meffert/Bolz 1998:
214). See for further ethical and regulatory issues also Gupta and Gold (1997)
and Gould et al. (2000).
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with high profile projects such as James Bond films. There is research evi-
dence that such placements are more effective than classical ads
(Gupta/Gould 1997: 37).

As movies get more expensive, studios are increasingly looking for
partnerships. The recent James Bond Die Another Day cost nearly
US$100m to produce plus further US$20-30m on marketing spendings. In
1995 BMW launched its newly sportive car Z3 and placed it in Golden Eye
(Keegan/Green 2005: 497). A market observer commented: “BMW has
shaken, not just stirred, the auto industry with unprecedented media expo-
sure and awareness for the Z3 and BMW in the US” (Rappoport 1996; also
Burt 2002). In the following-up film Tomorrow Never Dies overall product
placements have been estimated to US$100m: Ericsson, Heineken, Omega,
Brioni, and Visa International have all showed up. BMW was replaced by
an Aston-Martin (Keegan/Green 2005: 497), but came back with the Z8
model in The world is not enough in 1999. See figure 2-10.

Fig. 2-10. Product placement of BMW Z8 in James Bond The world is not enough
(taken from www.jamesbond.de)

Testimonials

A testimonial (synonym: presenter, spokesperson, celebrity) is a known,
not anonymous person among the target group who presents and recom-
mends a brand during communication activities (Haase 2000: 56;
Baumgarth 2001: 184). In most cases a testimonial is visualised on adver-
tisements and on TV. Famous examples are Pelé¢ for MasterCard, Boris
Becker for Nutella and AOL, Claudia Schiffer for L’Oréal and OTTO, and
Heidi Klum for McDonalds. Generally a testimonial can fulfil three func-
tions (Haase 2000: 256; Koeppler 2000: 218; Baumgarth 2001: 184): a)
guarding consumers’ attention towards the communication channel; b)
transferring image attributes from the testimonial to the brand; and c) in-
tensifying the brand positioning by trustworthy guarantee. Similar to pre-
vious communication channels, the success of testimonials is highly de-
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pendent on the fit between the prominent person and the brand. This is
most likely evaluated by the endorser’s trustworthiness. A endorser is con-
sidered trustworthy if people perceive him to be honest and sincere,
whereas an untrustworthy endorser is one, about which people feel scepti-
cism and suspicion (Priester/Petty 2003: 408).

To estimate the degree of trustworthiness, consumers unconsciously
evaluate the celebrity’s know-how and experience with the brand and
his/her overall reliability with respect to status, life attitudes and social be-
haviour (Baumgarth 2001: 184). Empirical research has shown that con-
sumers’ attitude to the brand’s advertising can change and their perceived
trustworthiness shrinks the more different brands a prominent person pro-
motes at the same time (Tripp/Jensen 1994). It also shrinks, if the promi-
nent person makes negative headlines. For instance, the report about Boris
Becker’s divorce and affair with a Russian beauty has not fit to the brand
positioning of AOL towards happy families (Baumgarth 2001: 184). On the
other hand, studies have also proven that in some occasions bad headlines
and untrustworthy testimonials can also support brand awareness building,
since bad headlines are sometimes more powerful than no headlines
(Priester/Petty 2003: 408). Finally, research has shown that attractiveness
of testimonials might be desirable with respect to ‘sex sells’ (Haase 2000:
58), but that pure beauty is not sufficient to enhance brand image in any
case. For example, Solomon and Ashmore (1992) found that a sex-
promising beauty fits to the magazine Cosmopolitan, whereas in contrast a
classic-feminine beauty fits to the brand Chanel (similar Koeppler 2000:
224-227).

Trade-fairs

Trade-fairs are periodical events with a character of a market where sev-
eral manufactures offer their products and brands in a competitive envi-
ronment. From the customers’ point of view, trade fairs reduce transaction
costs, since they provide several kinds of information at a single place
(Roth 1981; FlieB 1994; Selinski/Sperling 1995). This includes an over-
view about the market situation, company information, product orientation,
price-performance comparisons, and contact to manufactures and vendors
(Backhaus 2003: 448-449).

Dependent on the type of trade fair, the scope of information can vary.
Typically, four types of trade fairs are distinguished: all-purpose exhibi-
tions, multi-industry fairs, specialised fairs and virtual fairs
(Selinski/Sperling 1995: 104; Backhaus 2003: 449). All-purpose exhibi-
tions likely include one or more industries and their major products. Pri-
mary aim is often to represent the company towards a broad audience of
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visitors (Roth 1981: 64). Multi-industry fairs, in contrast, generally offer
broad ranges of products of a limited number of industries. Visitors are
likely professionals or interested parties who intend to compare products,
prices and performances on a more detailed level (Beuermann 1976;
Backhaus 2003: 453) Specialised fairs focus on one industry and address
professionals and interested parties searching for detailed information for
specific purchase decisions. Specialised fairs thus limit scattering losses of
target audiences and can lead to immediate sales or orders (Backhaus
2003: 449). Known specialised fairs for consumer electronics are, for in-
stance, the Internationale Funkausstellung (IFA) in Berlin or the Consumer
Electronics Show (CES) in Las Vegas. Virtual fairs in the internet can
complete traditional trade fairs and are not limited by space and time
(Backhaus 2003: 449).

Although trade fairs are considered a crucial communication channel,
particularly when a firm starts its going-international (Institut fiir Market-
ing 1996: 86), the choice to participate in a certain trade fair has to be de-
cided with care and respect to company aims. A one-time attendance has
probably not much power to influence brand awareness and brand image in
a positive way (Meffert/Bolz 1998: 217). Moreover, participation is very
challenging, since a number of different target audiences are likely to at-
tend a trade fair (local and international sales partners, end-consumers and
competitors) and additional capabilities on sale promotion, advertising and
direct selling are required as well (Meffert/Bolz 1998: 216; Backhaus
2003: 449). Klein-Bolting (1989: 21) thus summed up the main decision
criteria as follows: type of trade fair, quality and quantity of exhibitors,
quality and quantity of visitors, costs of transportation and participance, in-
frastructure of fair grounds, political situation in the country, and eco-
nomic potential of the local and regional markets.

2.3.3 Brand distribution

In addition to branding and brand communication, a firm has also to de-
termine how the branded product is distributed to the customer into the
new foreign market. Brand distribution thereby includes both the choice of
the distribution channel as well as the physical distribution of the branded
product (Meffert/Bolz 1998: 221). Distribution channels are generally se-
lected due to potential of sales volume and market share, distribution costs
and sales margin, market coverage, possibility of cooperation (e.g. brand
alliances), speed and flexibility of market cultivation, influence and control
of distributional activities, as well as image transfers from the distribution
channel to the brand (Ahlert 1981: 46-47; Specht 1992: 144; Ahlert 1996:
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174). The decision on the adequate distribution channels involves two se-
lections: vertical selection and horizontal selection. Vertical selection is
the choice between distribution channels (direct sale, retail, wholesale, ex-
porter/ importer) and determines the length in terms of number and types
of distribution layers.** Horizontal selection is the choice of sales partners
within a channel. It determines scope and depth of distribution, and thus
the intensity of distribution into the market (Meffert/Bolz 1998: 224).
Ahlert (1996: 157-160) distinguished three degrees of intensity: a) inten-
sive distribution or high market coverage, distribution of the brand through
all possible channels, examples are daily goods such as cigarettes; b) selec-
tive distribution, selection of distribution channels along qualitative criteria
such as contractible sales volume, environment (size of shop, service qual-
ity, geographical location, etc.) and brand building support (image of the
channel, possibility of promotional cooperation, price level and promo-
tions); and c) exclusive distribution, additional limitation of channels by
quantitative criteria, in order to closely control all brand building activities
and motivate sales partner for higher sales.

In reality however, a branded company can seldom decide on distribu-
tion channels on its own. As shelf space is limited and brands manifold, a
listening and promising placement in the shop means likely tough negotia-
tions. It is to convince the retailer that the brand increases the attractive-
ness of the store and achieves higher profit margins than competitive prod-
ucts do (Esch 2004: 469). Generally, a firm can stimulate brand
attractiveness by three categories: pull, push, and cooperative stimuli. Pull
effects base on end-consumers and their preferences of a brand. It is the
more positive and established the brand is among end-consumers, the more
end-consumers demand the brand in the store. Pull effects are typically
built up by brand communication activities and ensure retailers higher fre-
quencies of consumers in the stores, enhanced store-brand-images and
therefore increased sales. Push stimuli, in contrast, address the retailers di-
rectly. They likely involve arguments in terms of price reductions, bonus
payments, improved cost structures, and add-on services such as merchan-
dising, shelf care, and paid sales promotions. Cooperative stimuli go be-
yond such push-strategies and include partnerships between the manufac-
turer and the retailer in order to generate synergies along the supply chain
(Tomczak et al. 2001: 921-925; Esch 2004: 471).

An increasing cooperation is the “dual strategy” (Sattler 2001; Esch
2004: 479). Dual strategy means that the brand owner manufactures retail
or private labels in addition to its own brands. From the brand owner’s

% For market entry decisions such as export versus own subsidiaries compare to
chapter 2.2.2.
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perspective, dual strategies likely intensify the relationship to the retailer
and improve to operate at full capacities. On the other hand, they comprise
the risk of cannibalising own products in the store and damaging own
brand images (Sattler 2001: 130). Known retail brands are JA4/, Salto and
Ehrlenhof in the German food sector and 7CM (Tchibo) for consumer
goods (Meffert 2000: 869-871) According to a grocery retail study con-
ducted by Feige (1996: 201), consumer-pull effects have been the key suc-
cess factor of convincing retailers. They contributed to the success 66%.
Cooperative stimuli explained 19% and push-effects had only minor rele-
vance. Tomczak et al. (2001: 930) confirmed these findings. Pure push-
strategies and strategies without any over-proportional incentives are likely
not successful, whereas a “cooperative pull-strategy” which combines co-
operative and pull stimuli is found the most promising strategy.

BE= \val-Mart ]

I I Carrefour ]
m=== Royal Ahold
—_—

E= Home Depot

I Tesco [T
EfZ Tesco

E= Kroger
N Aldi
B \Vetro

B Schwarz Group

E= Sears, Roebuck & Co.

0 50.000 100.000 150.000 200.000 250.000
(in mio. US$)

Fig. 2-11. World’s top 10 leading retailers by turnover in 2003 (Euromonitor
20006)

Meftfert and Bolz (1998: 227-228) added that in foreign markets the se-
lection of adequate distribution channels is also determined by availability.
When a country market becomes more advanced, the distribution layers
and the number and different formats of channels in the market also in-
crease. Additionally, the more advanced the country market becomes, the
smaller the number of small stores and the larger the size per store. In
Western European markets 70-90% of the revenues are made by the top
five largest retailers (M+M Planet Retail 2006). These are particularly
large-scale multiple food retailers such as Wal-Mart and Carrefour which
are present in many countries and increasingly undermine the position of
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local specialist shops (Euromonitor 2006). Compare to figure 2-11. Since
international retailers likely favour global standardised brands because of
volume-orientated price advantages and standardised product ranges across
markets, they are considered a valuable distribution channel for a fast and
comprehensive going-international of brands (Schiele 1997: 146-147).%

2.3.4 Brand organisation

Since the implementation and success of the previous discussed brand de-
cisions largely depends on the people in charge (Schaffer/Rhee 2005: 59),
the brand organisation itself is another crucial operative brand decision. To
maximise the brand’s efficiency and effectiveness across all respective
markets and countries, the brand approach has to be hierarchically and or-
ganisationally anchored by adequate organisational structures and systems
(e.g., Macharzina/Oesterle 1995: 311; Aaker/Joachimsthaler 2000: 7-13;
Meffert 2000; Meffert et al. 2005). This in particular includes the decisions
on the optimal type of company organisation structure, the degree of cen-
tralisation and the origin of local management teams.

Types of organisation structures

The company organisation structure separates and clarifies corporate tasks
and responsibilities (Macharzina/Oesterle 1995: 310; Meffert/Bolz 1998:
257). Dependent on the amount and stage of international business, com-
panies most likely adapt responsibilities according to the following path
(Welge 1980; Macharzina 1992; Meffert/Bolz 1998: 257)°': In the early
beginning of a firm’s going-international, international sales are typically
made under an “unspecific organisation”: overseas exports are little and
seldom, varying managers of varying national departments are responsible
in informal and sporadic way. Over the time, when overseas business in-
creases and extends beyond the scope of a single person, companies then
separate domestic from overseas activities. They implement differentiated
(synonym: segregated) organisation structures which probably involve
separated export departments, international divisions or holding structures.
The executive in charge typically has a direct reporting relationship to the
top management team or CEO (Macharzina/Oesterle 1995: 312-313;
Keegan/Green 2005: 539). In the final stage of globalisation, firms then

% Compare to external factors as presented in chapter 2.2.3.
1 Compare to the EPRG-concept as presented in chapter 2.2.3.
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typically reorganise themselves towards integrated structures.® Integrated
structures do not involve organisational separations between domestic and
overseas markets in the parent company. Same managers are rather in
charge of one specific function (R&D, production, sales) or object (prod-
ucts, consumer groups, regions) across all markets.®

Differentiated structure Integrated structure

| Top management (CEO) | Top management (CEO) |
I I

I 1 I I I
. Overseas Domestic . .
R&D | | Production marketing | | marketing D Production Marketing D
I

I [ —]
[ I I ]
Market

Customer Market research | [Communication Sales Customer services
research ICommunication| | Sales services domestic & domestic & domestic & domestic &
overseas overseas overseas overseas

Fig, 2-12. Functional brand organisations (based on Berndt et al. 2003: 273)

Dependent on this overall business organisation, the functional areas of
marketing and brand management are ideally integrated and organised in a
corresponding way (Terpstra 1983: 597; Macharzina/Oesterle 1995: 312).
Generally, functional and object-orientated brand structures are distin-
guished (Berndt 1995: 156-160; Berndt et al. 2003: 272). See figures 2-12
and 2-13.% Functional brand organisations refer to a separation of respon-
sibilities according to different brand and marketing tasks such as market
research, brand communication, sales & distribution, services etc. Object-
orientated brand organisations refer to a separation of responsibilities with
respect to products or brands, consumer groups (synonym: key accounts)
or homogenous regions and country markets (e.g., Western Europe, South
East Asia, Benelux, USA). The respective object manager is likely in
charge of all activities (planning, implementation, control) which are re-
lated to the object (Berndt et al. 2003: 275-276). In the case that a firm can

92 A study of Daniels et al. (1984) proved the opposite development among US
companies. They had internationalised from integrated product structures into
international divisional structures. See for discussions about these findings, i.c.
Macharzina and Oesterle (1995: 313).

6 As it is beyond the scope of the study, see for more details on overall business
organisations e.g., Keegan and Green (2005: 539-544), Macharzina and Oest-
erle (1995: 312-326), Meffert and Bolz (1998: 257-267), Czinkota and Ron-
kainen (1999: 516-538), and Backhaus et al. (2003a: 62-65).

% In both figures, the first organisational layer is exemplified by functional inte-
gration or functional differentiation. In figure 2-12, the second layer of object-
orientated marketing is exemplified by product-orientation. It is assumed that
sales and service activities are separately management from pure marketing.
(Compare to Berndt et al. 2003: 276)
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group its brands, products and services into categories or topics, brand re-
sponsibilities can also be organised by category management structures
(Kohler 1995: 1642; Baumgarth 2001: 207; Berndt et al. 2003: 277).

Functional brand organisations are likely used in firms of homogenous
brand portfolios and industries of low market dynamics. They involve low
coordination efforts because of structure-immanent high degrees of cen-
tralisation, but on the other hand, they typically lack market orientation,
innovation ability and flexibility (Koéhler 1993: 203; Berndt et al. 2003:
273-274). In contrast, product-orientated brand organisations have very of-
ten been implemented in consumer goods industries and in companies with
heterogeneous product and brand portfolios (Berndt 1995: 158-162; Berndt
et al. 2003: 277). In extreme scenarios, each brand in each country market
has its own brand manager who is in charge of adapting strategies to local
market needs and whose goal is to make the brand win, even if winning
comes at the expense of other brands within the company
(Aaker/Joachimsthaler 2000: 6).

Differentiated structure Integrated structure

Top management (CEO) | Top management (CEO) |
I I

I I I I I
. Overseas Domestic ) .
R&D | | Production marketing | | marketing D R&D| | Production | | Marketing D
— I
[ ]
Product Product Product manager 1 Product manager 2
manager 1 manager 2 domestic & overseas domestic & overseas

Marketing 1 Sales 1 Marketing 2 Sales 2
Marketing 1| [Sales 1| |Marketing 2| |Sales 2 domestic & | | domestic & domestic & | |domestic &
overseas overseas overseas overseas
Fig. 2-13. Product-orientated brand organisations (based on Berndt et al. 2003:
273)

As worldwide markets are heterogeneous, regional brand organisations
are sometimes also a promising option, since they group countries by ho-
mogenous consumer needs. Regional and country managers are typically
in the local markets and are often in charge of the firm’s local subsidiary.
The biggest challenge of a regional orientation is the coordination of local
business aims with global brand aims and corporate management decisions
(Berndt et al. 2003: 277-278). As figure 2-14 on the right-hand side shows,
mixed strategies between regional and product-orientated organisations are
common as well. They typically include local sales offices while keeping
the marketing activities (market research, brand communication, etc.) in
the parent company (Berndt et al. 2003: 278).
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Integrated structure Integrated mixture

Top management (CEO) | | Top management (CEO) |
I

I
[ I I [ I I
R&D Production Marketing R&D Production Marketing

I I l |

. . . Marketing

Marketing Marketing Marketing domestic & overseas Sales

Europe North America Asia I

— — — ' : '

Market _— .

Communication | | Service

Mktg. || Sales | | Mktg. || Sales | | Mktg. || Sales research
I I ]
Sales Sales Sales
Europe North America Asia

Fig. 2-14. Regional brand organisations (based on Berndt et al. 2003: 278-279)

Besides the traditional brand organisation structures, there are also many
further company organisation structures in place: virtual brand organisa-
tions, marketing departments as matrix- or tensor organisations, hybrid or-
ganisations, and project and team structures.®® Since re-organisation of a
firm is expensive, time-consuming and typically leads to constitutive
changes of employees’ working places and company cultures, one has to
note that continuous adaptations of organisation structures should be small
and aligned to long-term corporate aims (Macharzina/Oesterle 1995: 310-
311).

Degree of centralisation

Strongly interrelated to the decision on the appropriate company organisa-
tion structure is the decision on decentralisation versus centralisation
(Meffert/Bolz 1998: 267). The degree of centralisation is defined by the
number of tasks and responsibilities which are concentrated in one or few
centres (Schanz 1994: 213-214). It determines the level and scope of auto-
nomic decision-making in local market subsidiaries and the directive
power of the parent centre (Hill et al. 1981: 275; Kieser/Kubicek 1992:
155). In practice, the power of centre can be designed in several ways: ‘lit-
tle power’ implemented by continuous information exchanges and con-
vincing communication up to ‘strong power’ implemented by rigid ap-
proval systems, strict guidelines and continuous control of activities
(Quelch/Hoft 1986: 111-113).

% See for details Berndt et al. (2003: 281-288), Baumgarth (2001: 208), and Mef-
fert and Bolz (1998: 264-267).
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It is possible to say that the stricter the guidelines from the centre are,
the more likely local brand and country managers are demoralised, since
their competences are shortened to pure execution of sales and distribution.
On the other hand, globally standardised brand approaches require tight
coordination implemented by centralised structures across all country mar-
kets, because otherwise the company will suffer from inconsistent brand
images and low spillover effects across markets (Quelch/Hoff 1986: 112-
113; Macharzina/Oesterle 1995: 328; Meffert/Bolz 1998: 267-268). As a
result, market research has shown that many companies have centralised
brand elements such as product design, brand name, brand positioning, and
brand control. Whereas responsibilities of sales promotion, sales agents,
consumer focus and communication channels are likely decentralised and
localised (Quelch/Hoff 1986: 115; Bolz 1992: 148; Meffert/Bolz 1998:
268; Marketing Leadership Council 2000: 5). With respect to going-
international, one can state that a firm incidentally decentralises more if
the decisions involved become more complex, and if the foreign market is
unknown, fast decisions are required, communication is time-consuming
between the subsidiaries and the centre, the employees in the local markets
are qualified, and if the engagement in the foreign market is very intensive
(Welge 1989: 1532-1534).

To overcome the disadvantages of centralisation and to integrate local
subsidies to some extend into the global brand decision-making, the litera-
ture provides several coordinating instruments. These are particularly stra-
tegic working groups, international committees and the lead-country con-
cept (Meffert/Bolz 1998: 273; Marketing Leadership Council 2000).
Strategic working groups typically consist of representatives of the local
subsidiaries as well as of the centre. The intension is to transfer market
know-how and brand ideas across country markets, to create jointly ac-
cepted brand guidelines, and to implement standardised processes e.g., in
brand control and market research. Potential working groups are for in-
stance ‘strategic planning’, ‘creative R&D’, and ‘creative communication’.
International committees function similar to the strategic working groups.
Beyond of formulating ideas and guidelines, however, they typically are
also empowered to implement and control these issues in the respective lo-
cal markets and report to the top management team or CEO (Quelch/Hoff
1986: 116; Macharzina/Oesterle 1995: 330-334).

A specific type of international committees is the lead-country concept
(Kreutzer/Raffée 1986: 16; Kreutzer 1987). The base idea is to transfer the
responsibility of designing and coordinating a regional or global brand ap-
proach to a specific corporate entity which can be a local subsidiary or the
parent centre. The leading function likely refers to a certain product or
product category and does not involve the whole firm’s brand portfolio.
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The developed brand approach is typically valid for all global markets and
implemented in a standardised way. The allocation of the leading position
likely depends on decision criteria such as the entity’s competence in
brand building and marketing, the strategic role of the country market, type
of  respective  products and legal market  environments
(Macharzina/Oesterle 1995: 331-332; Meffert/Bolz 1998: 273-274). Be-
sides the integration of the local subsidiaries into the corporate organisa-
tion, the lead-country concept typically also enhances the competition
among the firm’s entities in order to become a lead country and a country
with authority, and thus the entities’ overall performance. However, the
firm has to ensure that the local brand managers are not punished for failed
brand activities which have been implemented by the lead-country concept
and have thus been beyond their responsibilities (Macharzina/Oesterle
1995: 332).

Origin of management teams

While both previous sections have explained the options of the overall
corporate organisation structures, this section now focus on the employees
themselves. Who should become the local manager in the new foreign
country market? Should it be an in-country national or a parent-country na-
tional from the headquarters? The parent-country national is also know as
an expatriate or expat, implying that he/she is sent from the home country
to work in the foreign country market (Keegan/Green 2005: 480). Since
the availability and choice of qualified managers and workers for the for-
eign market may be limited, the decision can become business crucial
(Toh/DeNisi 2005: 133). Previous research has shown that poor staffing
choices can lead to damages in brand image and relationships with cus-
tomers, suppliers, and employees, whereas appropriate staffing can greatly
enhance the firm’s international competitiveness, profit basis and reputa-
tion (Valikiotis et al. 1994; Schaffer/Rhee 2005: 59-60; Lee/Liu 2006:
308). As corporate practice revealed, it is likely that firms following an
ethnocentric approach fill important management positions with expatri-
ates in their local subsidiaries, while polycentric organisations tend to hire
in-country national managers (Deresky 1997; Cullen 1999; Schaffer/Rhee
2005: 61).% There are several advantages and disadvantages:

Expatriate assignments typically facilitate the communication between
foreign subsidiaries and the parent company, since they are familiar with
corporate policies, goals, brands and product lines, unique technologies

% See the EPRG-concept of chapter 2.2.3 for details on ethnocentric and polycen-
tric perspectives.
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and key decision makers (Deresky 1997; Schaffer/Rhee 2005: 60-61). In
addition, expatriates are also considered an aid in order to form lasting
linkages with host-country governments, domestic lobbyists, and other in-
terest groups that may enhance the firm’s overall position and competi-
tiveness in the market. In return, expatriate managers gain international
experience and market knowledge which they can transfer back into the
parent company when their local assignment had run out (Lee/Liu 2006:
305-306).

On the negative side, it is likely that expatriates lack the ability to de-
velop corporate loyalty among the in-country employees and cannot moti-
vate them for corporate goals. This is because they often do not quickly as-
similate into the foreign culture with respect to language, working
environment and social bonds, and do not understand the very different lo-
cal values, norms, and expectations (Adler 2002). Consequently they often
wonder that policies and procedures he or she had set up to control the
subsidiary may cause difficulties that can result in lower productivity,
higher absenteeism, or other labour problems (Miiller/Gelbrich 2004: 793-
801; Schaffer/Rhee 2005: 60-61). Moreover, experiences from host coun-
tries like China have shown that there is also often much discontent among
local staff and resentment towards expatriates because they often feel
treated like second class citizens (inferior compensation, benefits, and de-
velopmental opportunities). This is especially so when expatriates do not
have a clear advantage over the local employees in terms of work qualifi-
cations, expertise, or experience (Toh/DeNisi 2005: 133).

In-country national managers, in contrast, are familiar with the local cul-
ture, language, and business practices, and can often rely on local contacts
and business relationships. A study of Volkmar (2003) also stressed that
local managers can generally promise more control to the parent company
than expatriates can, in situations where cultural asymmetries between the
headquarters country and the host country are high and the operating envi-
ronment is risky. However, employing in-country managers most times
comprises disadvantages in terms of poor coordination between the parent
company and the foreign subsidiary, which often involves conflicting loy-
alties of the local management team (Adler 2002; Schaffer/Rhee 2005: 61).

Finally, one should note that in the case that a company international-
ises, in order to take advantage of certain corporate knowledge advantages
and core competences, such as advanced technologies, there is often no
other way than sending expatriates into the country. Since in-country man-
ager miss this certain knowledge they cannot replace the expatriate
(Rugman 1980; Schaffer/Rhee 2005: 61). Consequently, one can conclude
that there is not ‘the right choice’ of the origin for local managers for all
cases. Rather, the goal should be to combine both strengths in a multi-



2.4 Control and adaptation of brand decisions 65

national team, and to choose the best person for each situation, optimising
effectiveness and maximising performance of the entire organisation
(Lee/Liu 2006: 309).” Moreover, one has to develop and anchor both
manager types in career paths and bonus payment systems which recognise
excellent performance and long-term brand building in the host entities
(e.g., Baumgarth 2001: 209-210).

2.4 Control and adaptation of brand decisions

As the previous chapters show, brand management options are manifold,
strongly interlinked with each other and complex. For a firm, the decision
on the optimal set of brand options can therefore become very challenging,
expensive and crucial to business. As a result, firms tend to be very much
concerned about their brand management decisions and want to control
whether they meet the formulated targets or not. The next section reviews
these options of brand control, and finally gives reasons why a chosen op-
timal brand approach might become suboptimal in the long-term run.

2.4.1 Brand control

Brand control includes all gathering, evaluation and distribution of all
relevant brand data that support to control and coordinate international
brand management decisions across the operating foreign markets. It ide-
ally involves a comprehensive system of economic and psychological
brand data, ex-ante and ex-post analysis, quantitative and qualitative as
well as internal and external brand evaluations (Baumgarth 2001: 216;
Meftert/Koers 2002: 406-409; Esch 2004: 481-483).

A common indicator of successful international brand management is
the brand value approach. Brand values are estimated by numbers of mar-
ket research and brand consulting companies each year (e.g., Bekmeier-
Feuerhahn 1998: 62). The probably most accepted estimate and gold stan-
dard worldwide is the brand value annually awarded by US-market re-
search company Interbrand. See table 2-2. The brand value is defined as a
cash equivalent of all future surpluses of payments which the owner of a
brand will earn compared to owners of non-name products (Kaas 1990:

7 See also Tye and Chen (2005) for decision-making models on the ‘right’ choice
of expatriates.
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48).% In other words, the brand value reflects the monetary brand recovery
costs, future profit expectations and the long-term price-volume-premium
(Kapferer 1992: 298-321).

Brand Country pf Brland lvlalue 2005 Brland lv_alue 2004 Percent

ownership in million US$ in million US$ change
Coca-Cola USA 67,525 67,394 0%
Microsoft USA 59,941 61,372 -2%
IBM USA 53,376 53,791 -1%
GE USA 46,996 44,111 +7%
Intel USA 35,588 33,499 +6%
Nokia Finland 26,452 24,041 +10%
Disney USA 26,441 27,113 +2%
McDonald’s USA 26,014 25,001 +4%
Toyota. Japan 24,837 22,673 +10%
Marlboro USA 21,389 22,128 +4%

Table 2-2. The world’s ten most valuable brands in 2005 (Interbrand 2005)

Originally, brand values have been estimated in order to specify prices
for brand acquisitions, brand licensing, accounting of brands, or assess-
ment of brand claims because of brand piracy (Mussler/Mussler 1995: 135;
Drees 1999: 14; Esch 2004: 63). Nowadays, a strong brand value also re-
flects brand’s superiority towards competitors, consumers, employees, and
other third parties (= brand flagship value). It also serves to measure the
brand’s potential to expand to other markets, countries and industries (=
optional brand value) (The Boston Consulting Group, Aaker 2002: 9).

Brand value rankings typically favour corporate brands of large con-
glomerates and long histories, and indicate whether such brands develop
better or worse compared to competitive brands and industry trends. They
are likely not an appropriate controlling tool for young, niche market or
product brands, and do not provide any information about why a brand is
successful (Kapferer 1992: 291; Aaker/Joachimsthaler 2000: 16; Esch
2004: 408-415, 528-529). For the daily work of a brand manager, more
significant and qualitative controlling tools are thus necessary. Tools
which specify the brand equity (synonym: brand strength) in the mind of
the customer and in the mind of other target groups (Keller 1993; Aaker

% See Interbrand (2005) and e.g. Esch (2004: 547-571) for details on Interbrand
calculation method.
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1995; Bekmeier-Feuerhahn 1998; Aaker 2002). Aaker and Joachimsthaler
(2000: 17) defined brand equity as “the brand assets (or liabilities) linked
to a brand’s name or symbol that add to (or subtract from) a product or
service.” Although there are numbers of methods to measure brand equity
in the market, they all base on similar brand assets such as brand aware-
ness, perceived quality, brand associations and brand loyalty (e.g., Aaker
1991; Keller 1993; Bekmeier-Feuerhahn 1998; Meffert/Koers 2002).%

Brand awareness likely affects the perception and taste of a brand. One
can say that people like the familiar and are prepared to ascribe all sorts of
good attitudes to items that are familiar to them. Brand awareness is typi-
cally measured by brand recall tests (synonym: active or unaided brand
awareness: What brands of this product category can you recall?) and
brand recognition tests (passive or aided brand awareness: Have you been
exposed to this brand before?) (e.g., Aaker 2002: 10, 16-17; Esch 2004:
230).

Perceived quality likely refers to the reasons why consumers buy a
brand, to what extent they are satisfied with the brand, and whether they
are going to advocate the brand to other people (Meffert et al. 2003: 36-
37). Sources of market research can be consumer questionnaires or focus
group experiments (e.g., Baumgarth 2001: 216-271; Aaker 2002: 8-9).

Brand associations are indicators for consumers’ perceived brand image,
brand personality and brand know-how. Long-term memorised brand asso-
ciations can be visualised by mind-maps (Buzan/Buzan 2002). The more
detailed and unique the brand associations show up, the better the con-
sumer knows the brand and differentiates it from other products
(Baumgarth 2001: 251-256; Esch 2004: 504-506). Other known methods
of visualising brand associations are image profiles where consumers indi-
cate on a scale from 1 to 5 to what extend certain attributes are fulfilled by
a brand or not (e.g., Esch 2004: 494-497).

Brand loyalty is considered the heart of brand equity because a high rate
of loyalty indicates a stable customer base and directly leads to assured fu-
ture profits. A brand with a small but intensely loyal customer base can
thus also have significant brand equity. Loyal customers typically are con-
vinced of the brand, have a positive brand image and are immune against
product and price offers launched by competitors. Moreover, keeping cus-
tomers loyal is much cheaper for a company than acquiring new ones. This
is one reason why frequent-buyer programs and customer clubs have in-

% As it is beyond the scope of the study to detail all possible brand equity meth-
ods, see for an overview about different concepts e.g., Esch (2004: 528-542)
and Baumgarth (2001: 244-300). In the following process of the chapter, only
some common methods are selected and presented.
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creasingly emerged over the last decades (Aaker 2002: 21-26). Brand loy-
alty can, for instance, be measured by analysis of purchase-order, brand
market share of total purchases, re-purchasing rates, or consumer’s will-
ingness to switch (see i.e., Baumgarth 2001: 272-281).

Advertising tracking in November 2000

Arnold Schwarzenegger: Active brand awareness 93
Mix it, baby!

Passive brand awareness 66

Advertising impact on financials in 2001

Advertising spends

2001 in mio. US$ 199
New consumer revenues 06
20011 in mio. US$ :
Number of new consumers appx. 1,100

Advertising spends appx. US$18,100
per new consumer

(1) €50 per monthly bill and consumer estimated

Fig. 2-15. Brand control of e.on’s campaign Mix it, baby! (Spiegel online
12.02.2002)

Though the brand assets are measured by separated instruments, it is
necessary to analyse a brand’s equity across all categories and with respect
to long-term brand aims. As figure 2-17 shows, the market observer
Spiegel online criticised the brand campaign “Mix it, baby!” of Germany’s
largest energy provider e.on very strongly, because they found that the ad-
vertising expenditure of the first year had not been paid back by new con-
sumers in the same year (also Meffert et al. 2003: 16). However, as the
scores of brand awareness are pretty high and consumers are considered
reluctant concerning the switching of energy providers, the calculation
does not show whether the marketing campaign might even have enhanced
e.on’s long-term brand equity aims.”

70 For more promising and professional integrative brand evaluation tools see, for
example, the iceberg model of Icon Consult, the brand potential index (BPI) of
GfK, or the brand asset valuator of Young & Rubicam. Details are provided by
Esch (2004: 531-542), Drees (1999), Esch and Andresen (1997), Andresen and
Esch (2001).
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2.4.2 Brand adaptation

In the case the brand controls signal that all targets of the global brand ap-
proach are going to be met in all markets they targeted to be, it might be
assumed that no further decision-making and brand coordination is neces-
sary. The firm continues with its defined brand strategy, and becomes an
advanced player in the foreign market. The firm switches from a situation
of going-international to a situation of which is called by Backhaus et al.
(2003a: 303) “being-international”. However, even though all brand tar-
gets are according to the global brand strategy, the strategy of being-
international does only theoretically resemble the strategy of going-
international. Since the respective country markets are dynamic and
change in a permanent way, permanent brand adaptations are constantly
necessary as well. Changes can generally occur in institutional environ-
ments, consumer behaviour, competitor landscape, and company internal
factors (Sabel/Weiser 2000; Backhaus et al. 2003a: 303-304). This in-
cludes that countries become more homogenous (e.g., the expansion of the
EU) or heterogeneous (e.g., the disintegration of the former Yugoslavia).
Consumer behaviour changes, e.g. because of improved income levels, or
new technologies such as the Worldwide Web. The competitive landscape
develops due to advancement of technologies and unexpected players en-
tering a market.”! Alternatively the firm itself revises overall corporate
strategies which effect the defined brand approach. For instance, many
firms started favouring corporate brands instead of product brands over the
last years, since they are considered to meet shareholder value require-
ments and top brand value rankings in worldwide comparisons in a better
way (Esch 2004: 408-415; Esch et al. 2004).

Dependent on the origin of the change, size of coordination needs, and
possible choice of decision-making, a firm might only adjust some brand
positioning aspects, but might also be forced to revise the whole brand ar-
chitecture, the brand communication approaches or other strategic and op-
erative brand measures across markets. These decisions should, similar to
those of the going-international, follow the ten key commandments of
global branding, summed up in figure 2-19 (Keller 2003: 697):

"t See for more details e.g., Backhaus et al. (2003a: 304-334).
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Understand similarities and differences in the global branding landscape
Don’t take shortcuts in brand building

Establish marketing infrastructure

Embrace integrated marketing communications

Cultivate brand partnerships

Balance standardisation and customisation

Balance global and local control

Establish operable guidelines

Implement a global brand equity measurement system

2 © ® N gk wDb =

0. Leverage brand elements

Fig. 2-16. The ten key commandments of global brand building (taken from Keller
2003: 697)
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As the last chapter shows, there are theoretically many different options
when a company goes international with respect to brand management de-
cisions. Some of these options require certain market conditions; others re-
quire certain corporate experiences of the internationalising firm. Which of
these theoretical brand options are thus appropriate for Chinese branded
companies to enter developed markets? What are their corporate experi-
ences in the domestic market? Who are they? What are their strengths and
weaknesses in terms of brand management competences? Why do they
want to internationalise now? Which role does the Chinese government
play in this decision? Are the Chinese branded companies ready to enter
developed markets? Are their actions examples for best practice?

To seek answers to the above questions, this chapter is structured in
three parts. Part one aims to examine all aspects relevant to China’s do-
mestic brand management experience, including the origin and competitive
evolution of Chinese brands since 1978, China’s top brands in 2005/2006,
as well China’s overall consumer and organisational behaviour towards
brands. Part two investigates the experiences of Chinese branded compa-
nies with developed markets. This includes China’s close relationships to
foreign multinationals in terms of original equipment manufacturer (OEM)
and retailing, and China’s growing outward investments and global brand
aims. It also includes China’s country-of-origin, especially among German
customers. The chapter closes with part three and a brief evaluation of both
areas of experience.

3.1 Domestic brand management experiences

3.1.1 Landscape of Chinese brands
Origin and competitive evolution

The history of precious Chinese brands goes back to Chinese silk and Chi-
nese porcelain about 2000 years ago. Both products have been unique,
premium priced, and mesmerised Europeans for centuries. Qualities such
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as craftsmanship, creativity and innovation made Chinese silk, jade and
porcelain the earliest brands worldwide (Buckley Ebrey/Liu 1996; Gil-
more/Dumont 2003; Staiger et al. 2003). Due to political ideologies and in-
ternal wars, however, China secluded itself over the last five hundred years
and has not been considered back in the world economy until the economic
reforms, which had been initiated in 1978 by Deng Xiaoping. He shifted
the emphasis away from socialist ideology and gave priority to economic
modernisation over the building of socialism (Harding 1987; Bell 1993;
Chai 1997; Qian 2000).

At this time China functioned as a rigid, centralised planned economy,
modelled on the Soviet system.”? Under this system, state-owned enter-
prises played the dominant role, leaving some room for collective enter-
prises™ but virtually excluded private firms (e.g., Schurmann 1971; Tung
1982; Child 1994; Bettignies 1996; Chai 1997, 2000). Equipment and
technologies lagged behind world standards 20 to 30 years, and the use of
resources was rather inefficient and provoked serious shortages of trans-
port facilities, energy, and industrial and construction material (e.g., Hard-
ing 1987: 33; Chai 1997: 3-4). Marketing and its efficacy were explicitly
denied (Marx 1970), as commercial advertising was seen negatively as
manipulating consumers to buy goods they do not need and thus as a mis-
allocation of resources within a society. Since China had lower income
levels and lower living standards than the other Chinese societies in Tai-
wan, Hong Kong and Singapore, and Chinese managers were rewarded by
fulfilling their state plan rather than for taking risks in R&D or profit
growth, there was also little incentive for the development of marketing
activities (Deng/Dart 1995). All fundamental marketing decisions, as un-
derstood by Western brand management theories, concerning product
lines, pricing and distribution channels were made by government offi-
cials. They set production targets for each company, assigned employees,
allocated supplies and equipment, distributed their products, and retained
all profits and covered all losses (e.g., Dembinski/Cook 1991; Chai 2000).
Except for very limited discretion over product design, the Chinese man-

2 Note that at the height of central planning in China, the system, however, was
less centralised compared to that found in the Soviet Union or Eastern Europe
(Shirk 1993).

73 Formally, collective enterprises are owned by the urban or rural community in
whose sphere they are active, while local authorities appoint and control the
management. However, there is broad consensus that a large number of collec-
tive enterprises, especially those of the township-village enterprises (TVEs) in
the rural area, can be expected to operate almost as independently as private en-
terprises (Opper 1999; Tian 2000; Chen 2004).
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ager had little, if any, control over decisions involving the marketing mix
(Holten 1985; Mahatoo 1990; Deng/Dart 1999).

In the first stage of reforms (1978-84), only partial reforms were carried
out. They were primarily focused on institutional changes in the agricul-
tural sector through the decentralisation of property rights and the upward
adjustment of agricultural purchase prices (Ash 1993). Externally, the open
door policy was initiated with the intention to increase foreign trade and to
attract foreign investments, but both, the foreign trade and the foreign in-
vestment policy, were still heavily regulated (e.g., Chai 1997). As a result,
the situation for marketing and brand management did not change signifi-
cantly. Consumer goods were still rare, and Chinese customers had to
queue for coupons and purchase allowances for items such as television
sets at governmental offices. Each product, even of very low quality, was
directly sold to the dictated customer (Dembinski/Cook 1991; Ding/Zheng
2005; Zhou 2005).

In the second stage of economic reform (1985-1991), the focus of re-
forms shifted to the urban sector, and comprehensive reform programme
was launched. The official goal was to change China’s economic system
so that resource allocation would be done by markets and the government
would exercise control only indirectly through the market (Chai 1997).
This included the reduction in the scope of planning, the strengthening of
enterprise autonomy and accountability, the liberalisation of product and
factor prices, the creation of both product and factor markets, and the lib-
eralisation of foreign economic relations. Many consumer markets were
opened up and a wide range of foreign products and brands were the first
time imported into the Chinese market place (Melewar et al. 2004: 452;
Ding/Zheng 2005: 72). Moreover, first Sino-foreign joint ventures were es-
tablished which often introduced Western capital, technology and man-
agement skills into the Chinese economy. It is said that Chinese consumers
were stunned by the fact that almost all foreign brands were superior to the
local Chinese offerings (Pan et al. 2003: 5). As a result, some Chinese
firms began developing a consciousness for the power of brands. It was
becoming common to copy foreign intellectual property, and to produce
faked foreign brands. Many of today’s Chinese brand names were also
launched during these days (Ding/Zheng 2005).

The comprehensive reforms of stage two were, however, briefly inter-
rupted by the Tiananmen Square tragedy in mid-1989,7 before they accel-
erated dramatically after the southern tour of Deng Xiaoping and his proc-
lamation to open up China further to the West in 1992. The 14" Party
Congress finally agreed to replace China’s centrally planned economy with

7 See for additional reasons of the reform crisis e.g., Taube (2003b: 7-8).
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a “socialist market economy” (Jiang 1992). As a result of these policy
changes, the economy prospered by on average 8.4% between 1984 and
2005 (EIU 2006). Product supply as well as disposable income raised, and
Chinese consumers began to demand better quality products and services,
and thus initiated the shift from a seller to a buyer market since the mid
1990s (Pan et al. 2003; Ding/Zheng 2005: 73; Zhou 2005). Since many
consumer industries suddenly suffered from overcapacities and functional
similarities, price wars broke out and competition became so intense that
even top producers struggled to make profit (e.g., Liu/Li 2002: 701). Since
the majority of Chinese consumers were also preferring foreign brands
over local offerings, as they were considered to provide better quality,
fashionable designs and greater convenience, many local companies very
quickly lost out or were forced to re-think their corporate strategy. Market
and customer orientation became more important; technology, service and
production quality was developed and caught up with foreign brands (Pan
et al. 2003; Melewar et al. 2004: 451-452). In 2000, first Chinese product
and company names finally got visible as recognised brands and begun to
differentiate themselves as understood by Western brand management the-
ory (figure 3-1, Wang 2005; Zhou 2005).

2000-
today:
Brands

/ 1999: Technology\
/ 1998: Services \
/ 1997: Sales promotion \
/ 1996: Product price \
/ 1994-1995: Product features \
/ 1990-1993: Product form \

Focus of competition

Fig. 3-1. The competitive pyramid of the colour television industry in China 1990-
2005 (own translation of Yang 2005: 16)

When China entered the WTO in November 2001, the competition in
China became even fiercer. On the one hand, the accession required a fur-
ther liberalisation of the Chinese market, larger transparency and uniform-
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ity in trade policies, stronger protection of intellectual property rights
(IPR), and a stronger retreat from administrative and protective measures
in favour of market measures in the management of trade. Most of the im-
port tariffs were removed or reduced which made large-scale imports of
foreign brands more likely and more usual (e.g., Drysdale 2000: 103-105;
Goldman Sachs 2003: 23-24).7
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Fig. 3-2. Accelerating competition between Chinese and foreign brands in China,
exemplified by the mobile phone industry in % market share 1999-2005 (own
translation of Schramm/Spiller 2006: 25)

On the other hand, besides the larger availability of foreign brands, Chi-
nese brands have become more popular among Chinese consumers. Com-
pared to foreign brands, they typically provide a similar product quality at
lower prices, often better addressed to local needs, and satisfy the desire of
nationalism and cultural pride (Ewing et al. 2002; Melewar et al. 2004;
Nan/Belk 2004; Schramm/Spiller 2006). As a result, many consumer mar-
kets in China are today very competitive, and both foreign and Chinese
brands are considered equal rivals (figure 3-2). In the next section, it is

5 See the references as presented in chapter 1 for further details on China’s WTO
accession.



76 3 The who is who of Chinese branded companies

thus the concern to present and characterise the most successful Chinese
brands in more detail.

Top Chinese brands in 2005/2006

In Western societies a company or a product is likely to be named a
‘brand’, if it enjoys certain brand strengths or brand values in national or
international rankings.” Similar to the international rating company Inter-
brand, ‘Beijing Famous Brand Evaluation’ evaluates Chinese brands in
China each year since 1995 by monetary brand values (Wang 2005). As
table 3-1 and figure 3-3 show, the national brand champion since 2002 is
Haier #/K household appliances (US$7.34bn in 2004), followed by
Hongtashan 2135111 cigarettes (US$5.67bn), and Lenovo HEAL
(‘lianxiang”) computers (US$3.71bn) (Beijing Famous Brand Evaluation
2004; Wang 2005).7

Brand value 2004

Brand name Company of ownership Major products in bn US$
Haier /K Haier Group Household appliances 7.45
Hongtashan £ #5111 Hongta Tobacco Group Cigarettes 5.67
Lenovo IAH Lenovo Group Computers 3.71
Wuliangye R Yibin Wuliangye Group Liquors 3.71
FAW 55 —7{% China FAW Group Automobiles 3.71
TCL TCL Corporation TV sets, mobile 3.70

phones
Changhong KT Chonghong Electronics Group TV sets 3.27
. . . Electrical fans, air-
Midea 31 Midea Holding Company cons, microwaves 243
KONKA itk KONKA Group Company TV sets, mobile phones 1.37
Tsingtao & & Tsingtao Brewery Beer 1.36

Table 3-1. The top ten Chinese brands by brand value in bn US$ in China in 2004
(own translation of Wang 2005: 116)

76 See chapter 2.

77 Tt is to note that the brand values measured by Beijing Famous Brand Evalua-
tion are calculated by a different approach than Interbrand measures the world’s
top 100 brands every year. The Chinese method generally scores higher brand
values. Otherwise, all Chinese brands starting with Haier brand (rank 1:
US$7.45bn) to Midea brand (rank 8: US$2.43bn) would have made it among
the top 100 world’s most valuable brands in 2005 (Interbrand 2005). See on In-
terbrand also chapter 2.4.1.
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CAGR
Brand values of China’s top 10 brands 1995-2004 1995-2004

inbn Haier 35 %
uss$ 7,24

6,2
Hongtashan 4%

5,2 4
Lenovo (yellow) 34 %
Wauliangye (blue) 29 %
FAW (green) 19 %
TCL (brown) 32%

4,2

32 4 Changhong 13 %

Midea 26 %
2,24

KONKA 20 %
(turquoise) 18 %
Tsingtao

(dark green)

A

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Fig. 3-3. Brand values of the top ten Chinese brands in bn US$ in China 1995-
2004 (own illustration of Wang 2005: 130-131)

Other surveys confirmed Haier as China’s leading brand. ‘Worldbrand’,
another national brand rating company, annually awards the ‘Chinese
Brand Oscars’ and ranked Haier first in 2005, followed by Lenovo (Yu
2006: 428). The ‘Chinese University Students Career Guide’ published by
the Ministry of Education in 2005 Haier Group was recommended the
most attractive employer for Chinese university graduates, followed by
Microsoft, P&G, IBM and China Mobile (Haier Group 2006b).”® Market-
ing professor Zhou Dongsheng (2005) of the CEIBS in Shanghai evaluated
Haier as a strong brand because it is the leader of its product category, in
all media, widely known and well-respected across entire China. A world-
wide survey amongst readers of the Financial Times also ranked Haier as
the most known Chinese brand in 2005, followed by Lenovo which inter-
nationally got famous by its acquisition of the IBM PC division including
the ThinkPad brand in 2004 (Dyer 2005; Hirn 2005: 118-120).

8 See also the survey of the newspaper Economics Daily in Ballhaus (2005: 32),
the survey of the newspaper Beijing Youth in Yi/Ye (2003: 37), the survey of
the magazine Fortune China mentioned in Haier Group (2006b), the evaluation
of Zeng/Williamson (2004: 40-43) in the Harvard Business Manager, the rank-
ing of the Blue Book of China’s enterprises competitiveness (Jin 2004: 355),
and the brand awareness scores of McEwen (2005a).
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Besides Haier and Lenovo, it becomes evident that most of the top ten
Chinese brands are also brands of the consumer electronics and household
appliances industry (table 3-1). This is 7CL (TV sets, mobile phones),
Changhong KHAL (TV sets), Midea 1] (‘meidi’) (electrical fans, air-
conditioners, microwaves) and KONKAJEE: (‘kangjia’) (TV sets, mobile
phones). Even though they all hold top rankings in 2004, they have devel-
oped very differently since 1995 (figure 3-3). Haier, for instance, could
rapidly increase its brand value by 35% a year, while Changhong is strug-
gling with stagnation since 1998. Since the household appliances and con-
sumer electronics industry is highly competitive in China, Changhong has
probably suffered from fierce price wars and thus lost market shares.”

A brand which is also relatively loosing brand value, but is still a very
powerful brand in China is Hongtashan 41.351l1. Hongtashan is China’s
leading cigarette brand and China’s second most valuable brand in 2004,
although it was ranked at the top position till 2002 (figure 3-3). Hongta-
shan enjoys loyal customers throughout the country and at all levels of so-
cieties. It is famous for its typical taste and considered a status symbol
among Chinese smokers. So far Hongtashan has also successfully com-
peted against foreign global brands such as Marlboro at the higher end of
the market (Access Asia Ltd. 2002: 3-10; French 2006). Similar successful
are the Chinese alcoholic brands Tsingdao T beer and Wuliangye
Tikd¥liquors. Both brands enjoy strong domestic brand recognition re-
sulting in high levels of consumer loyalty. Tsingdao’s success factor is
said to be its nationwide expansion strategy of acquiring smaller regional
breweries and its strong overseas sales mainly through Chinese restaurants.
Wuliangye’s best-selling product is the Wuliangye Spirit which consumers
call ‘pre-eminent’ or ‘empress-like’ (Access Asia Ltd. 2002: 3, 28-29).

According to Beijing Famous Brand Evaluation, China’s leading brand
of the automotive industry is First Automotive Works (FAW) —¥R%-
(“diyi qiche’). FAW is China’s first company to produce automobiles in
1953, and got famous though the joint venture with German Volkswagen
(VW) since 1991. Main models are VW Jetta, VW Bora and Audi A6
(Goldman Sachs 2003: 36). Over the last years, however, FAW is chal-
lenged by national rivals such as Shanghai Automotive Industry Company
(SAIC). SAIC has two large joint ventures with VW (VW Santana,
Santana 2000, Passat and Polo) and American General Motors (GM)
(Buick G, GLS, Buick Sail Compact). Moreover, SAIC has international

7 See chapter 5 for details on the household appliances and consumer electronics
industry. For Midea see also chapter 3.2.1.
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ambitions and wants to become one of the world’s six largest automakers
by 2020 (Taylor/Dahong 2004).

Since none of these top Chinese brands have been chosen for the
world’s top 100 most valuable brands evaluated by Interbrand so far
(Swystun 2006; Yu 2006: 382-383), they are widely considered as not
globally important (e.g., Publicis Sasserath 2006: 15). However, the mar-
keting research firm ‘Millward Brown Optimor’ (2006) very recently re-
leased a new ranking of the world’s most powerful brands called
BRANDZ, which ranked China’s biggest wireless telecommunication op-
erator, China Mobile'}' [E1#4 81815 (‘zhongguo yidong tongxin’), as the
world’s fourth powerful brand. China Mobile’s brand value was estimated
US$39,168m and was only topped by the brands Microsoft (US$62,039m),
General Electrics (GE) (US$55,834m) and Coca-Cola (US$41,406m) (ta-
ble 3-2). Apparently it is the first time a Chinese brand is listed in a global
brand ranking. However, Millward Brown Opitmor admitted that China
Mobile was not chosen because of its international relevance, but because
of its immense domestic market power over 240 million customers and 4
million new customers each month in China (Hirn 2005: 115;
CRIENGLISH.com 2006, company websites). In comparison, Vodafone,
world’s second largest mobile phone operator has 171 million customers
across 26 country markets (company websites).

Brand Country gf Br_andlv_alue 2006
ownership in million US$

Microsoft USA 62,039
GE USA 55,834
Coca-Cola USA 41,406
China Mobile PR China 39,168
Marlboro USA 38,510
Wal-Mart USA 37,567
Google USA 37,445
IBM USA 36,084
Citibank USA 31,028
Toyota Japan 30,201

Table 3-2. BRANDZ’s top ten most powerful brands in the world in US$ in 2006
(Millward Brown Optimor 2006)

Finally, beyond these Chinese brands listed in national and international
rankings, which are all corporate brands of large conglomerates, there are
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also new aspiring Chinese consumer brands that are as well noticeable.
Their origin is likely a private or privatised enterprise that started with a
great idea and one or two employees during the 1990s. They are typically
led by a charismatic manager who was often the founder of the same firm
(Hirn 2005: 115). These Chinese brands are in particular Li-Ning 25T
sportswear, Yue-Sai PIE® cosmetics, Mengniu 5% dairy, Wahaha
MG TS beverages, GOME 532 (‘guomei’) consumer electronics, Blocko
5 (‘baogao’) toys, Alibaba [T § LI online market places and Huawei
Technologies "} i K (‘huawei jishu’) (Gilmore/Dumont 2003; Roberts
et al. 2004; Ballhaus 2005; Ding/Zheng 2005; Janke/Weiland 2005; Un-
derwood/Wong 2005; Zhou 2005; Blume 2006; Roll 2006;
Schramm/Spiller 2006; Yu 2006). As figure 3-4 exemplifies, these brands
hold strong market positions and brand strength among Chinese consum-
ers. Li-Ning, for instance, successfully competes against global brands
such as Nike and Adidas in China (also box 3-1).%!

To understand why and when Chinese consumers prefer local brands
over foreign brands, and which underlying consumer concepts drive Chi-
nese customers when purchasing brands, the next section will examine the
Chinese consumer behaviour towards brands in more details.

Unaided brand awareness Brand loyalty
Li-Ning Li-Ning 55%
Nike Nike <40%
i Adidas <409
Adidas [SEZER % i 2003
Source: Gallup Poll Source: Horizontkey.com

Fig. 3-4. Brand strength scores of the top three sports brands in China in % in
2003/2004 (McEwen 2005a; Schramm/Spiller 2006: 16)

80 In Mandarin PP is pronounced as ‘yuxi’, in Cantonese ‘yuesai’.
81 For more information about these brands see also the following chapters and
appendix 3.
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Li-Ning is China’s most famous brand name for shoes, sportswear and sports accesso-
ries, and is also considered one of the most successful Chinese companies since the end-
1990s. Particularly over the last years Li-Ning has rapidly grown by 47% on sales each
year, resulting in total revenues of US$226.9 million, which is around 9% market share.
They have 2,800 independent brand stores in 2004.

The brand’s identity bases on the personality and charisma of its founder Li Ning, who
was the star gymnast and the most honoured athlete of the Olympic Games at Los Ange-
les in 1984. Li Ning founded the company in the early 1990s and started with copying
Nike. Over the years, he emancipated the brand from Nike and developed own designs
and brand images. By 2006 the Li-Ning brand is able to compete successfully against the
global brands Nike, Adidas and Reebok, especially, by price-value propositions which
provide shoes of quality on a par with those of Nike, but at half the price of Nike and simi-
lar brands. Moreover, Li Ning’s own popularity helped the brand to generate high levels of
awareness, acceptance and loyalty from his targeted markets. Li Ning was also able to
establish a strong distribution network not only in the major Chinese cities but also across
many of the rural Chinese cities. Over the years, Li-Ning company has also sponsored
several key sports events involving Chinese sports stars like the national Chinese Olym-
pic team. It is also marketing partner of the Chinese National Basketball Association since
January 2005.

Although Li-Ning brand enjoys remarkable success in China, market observers are
arguing that it still has to go a long way to become a long-term brand as understood by
Western branding societies. They recommend to revise the brand image back from patrio-
tism and national pride onto a clearer brand positioning of excitement, lifestyle and cool-
ness, especially attractive for the younger Chinese customers. Otherwise, the future of Li-
Ning would become difficult. In 2005, for instance, Li-Ning lost the market leadership to
Nike in China and lost the sponsorship for the Beijing Olympic Games 2008 to Adidas.

Box 3-1. Li-Ning sports brand (own summary of Roll 2006: 169-176;
Schramm/Spiller 2006: 15-16, company websites)

3.1.2 Chinese consumer behaviour towards brands

The Chinese consumer behaviour towards brands is highly influenced by
both traditional concepts and the recent economic growth through China’s
30 years of modernisation. Accordingly, the section first reviews general
social consumer concepts in China with respect to brands, and will then
segment and characterise China’s current major consumer groups by their
respective needs and purchase behaviour.

Social consumer concepts

In Western societies, the ownership of brands is nowadays seen as an ex-
pression of individualism, personal style and differentiation. When living
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standards improved in the West in the 1950s and product quality became
reliable, consumers began to seek for emotional stimulations when pur-
chasing products (Karmasin 1993; Kroeber-Riel 1993; Esch 2004). In
China and other Asian societies, however, brands function in a different
way. Schiitte (1998) explained that this goes back to the different underly-
ing traditions and social concepts between Western and Asian societies
which can be described by Maslow’s hierarchy of needs. Maslow (1964)
hypothesised that people’s desires can be arranged into a hierarchy of five
needs (figure 3-5). As an individual fulfils needs at each level, he or she
progresses to higher levels. At the most basic levels of human existence,
physiological and safety, Westerners and Asians search for same needs
like food, shelter and clothing. At the three highest levels, however, Asians
target  different personal desires. While Westerners desire self-
actualisation, Asians typically favour status, admiration and affiliation
(Schiitte 1998). Affiliation needs in Asia are satisfied when an individual
has been accepted by a group. Admiration can be satisfied through acts
that command respect within a group. At the top of Asian needs is status,
which is the esteem of the society as a whole. It likely involves luxury
symbols (Schmitt et al. 1994), so that nearly the half of the US$35bn
global luxury goods market occurs in Japan (20%) and the rest of the
Asian Pacific region (22%) (Keegan/Green 2005: 341).

Upper level /\
needs Self-actualisation

/\ //\

External and internal esteem
Social Affiliation
/ Safety Safety \
/ Physiological \ / Physiological \
Lower level
needs West Asia

Fig. 3-5. Maslow’s hierarchy of needs and the Asian equivalent (Maslow 1964;
Schiitte 1998: 23)

The Asian equivalent of Maslow’s hierarchy reveals that Asians place
much more emphasis on interpersonal relationships and social interactions
than Westerns do, and consider autonomy and individuality not as crucial
as in the West. Social psychologists name this behaviour also collective-
ness, group orientation, or in-group versus out-group concepts (Hofstede
1980; Melewar et al. 2004: 451-452; Roll 2006: 48). In-group thereby re-
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fers to family members, co-workers, friends and the community around.
The concept’s idea is to live in harmony and to respect and support mem-
bers of the same in-group (Markus/Kitayama 1998: 224-253). In China, a
corresponding concept is named J<F (‘guanxi’) (personal relationships).
Guanxi is an integral part of the Chinese culture and resilient over a very
long history (e.g., Fried 1953; Gold 1985; Hwang 1987; King 1991; Yang
1994). The essence of guanxi is that an in-group member “can capitalise
on reciprocal obligation and trust implicit in strong social ties to facilitate
the exchange of favours and informal influences outside the domain of the
original social ties” (Chang/Tam 2004: 24).8> Trustworthiness, social sta-
bility and security are almost taken for granted unless proven otherwise
(Davies et al. 2003: 43-45). Closely interlinked to the concept of guanxi is
that of face [fil ¥ ‘mianzi’. “Face corresponds to either a personal’s image
or the respect in which they are held” (Davies et al. 2003: 44). Face is
thought to be more important in China than in Western societies. It is a
function of social control, and may be gained, lost, given or taken. Group
pressure is used to ensure conformity through eliciting shame (“loss of
face”), while an individual, who does a favour for another one, gains face.
Overall, a good stock of face may be required to develop useful personal
connections (Lockett 1988; Redding/Ng 1992).

While one can argue that individual success and more independent life-
styles are slowly getting more important in China due to 30 years of mod-
ernisation, there is evidence that the individual is still highly concerned
about meeting collective expectations of family, friends, and the public in
general (Leung 1996; Tse 1996; Melewar et al. 2004; Schaffmeis-
ter/Ziegler 2005). Furthermore, the speed of which China went from com-
munism and social ideologies to an embracing capitalism has transformed
the country in terms of material values. It has created a society of haves
and have-nots (McGregor 2005: 18). As a result, many Chinese people
nowadays place their complete trust in money, and regard the ownership of
brands as one part of it. Luxury brands reflect scarcity, status, admiration
and distance to the other lower income parts (Roll 2006: 51; Schramm et
al. 2006: 122). Whereas in Germany or Scandinavian countries symbols of
status are viewed as suspicious or negative, Chinese people like to show
off what they have achieved (Worm 1997: 116-117; Brand Agency 2006).

Thus, the general price category of a brand is often one of the main pur-
chase decision factors. Within a price category there is evidence that Chi-
nese consumers do not decide on brand likes or dislikes, but tend to choose

8 See for guanxi in terms of “social capital” also the literature review of
Schlevogt (1999: 2-9). For a corporate perspective see chapter ‘Chinese corpo-
rate culture and decision-making’.
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the favourite brand of their corresponding social class in order to minimise
the risk to loose face (Zhou 2005). Word-of-mouth is thus critical to brand
success in China (Melewar et al. 2004: 452). A market observer found that
a Chinese luxury consumer typically decide on a Louis Vuitton branded
bag rather than, for instance, on a Bree branded bag of the same price
group because all other Chinese luxury consumers had decided on a Louis
Vuitton bag already (Brand Agency 2006). The trend towards these brand
preferences in China, he explained, is thereby strongly influenced by the
shopping patterns in Japan and South Korea.

| purchase Chinese brands ...

2 -1 -2

... because | trust Chinese brands
more than foreign brands

... because Chinese brands provide higher
quality levels than foreign brands

... because Chinese consumers should
only buy Chinese brands

... because Chinese brands are cheaper
than foreign brands
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supports the domestic industry

+
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|
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+2 = Strongly agree -2 = Strongly disagree

Fig. 3-6. Chinese consumer reasons for purchasing Chinese brands in 2005 (own
translation of Schramm/Spiller 2006: 28)

Beyond luxury brands, which are preliminary provided by foreign
brands and associated with status and cutting edge, Chinese consumers are
also highly aware of Chinese brands and their social attributes (Ballhaus
2005: 32; McEwen 2005a). As figure 3-6 shows, Chinese brands are asso-
ciated with good quality and an excellent price-performance ratio, and are
often perceived as more trustworthy than foreign brands (Schramm/Taube
2006: 16). Another factor which is growing in influence on purchase deci-
sions is the nationalism with the combination of a lingering anti-American
sentiment. Most of the Chinese consumers feel obliged to buy local Chi-
nese brands in order to support the national economy and local employ-
ment (Nan/Belk 2004: 63-64; Schramm et al. 2006: 122-123). Supported
by governmental propaganda, Mingniu dairy, for instance, leveraged this
tendency and sponsored the national ‘Super-Girl” contest on TV and the
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Chinese astronauts when they went into the space the first time in China’s
history (ABN-AMRO 2005: 16-17).

Probably motivated by the last years’ achievements, it is notable that
Chinese consumers are also ranked the most optimistic inhabitants in the
world besides India. They feel “confident of an even brighter future ahead”
(ACNielsen 2005), and are leading in the Asia Pacific region and consid-
ered very early adopters of shopping out-of-home-entertainment, new
clothes and new technologies such as mobile phones (McEwen 2005b;
Brand Agency 2006). In comparison, Western Europe was indicated to
have the most pessimistic consumers (ACNielsen 2005).

Although these categorisations and concepts give first hints about Chi-
nese consumer behaviour towards brands, the real picture is more compli-
cated. The next section thus aims to segment the Chinese population of
1.3bn consumers in more homogenous consumer groups.

Chinese consumer segments

China is a large country, and against the general assumptions very hetero-
geneous. It includes 1.3bn inhabitants (one-fifth of the world’s entire
population), 31 provinces, 56 ethic groups, 80 languages, and various lev-
els of education, income and beliefs. As figure 3-7 reveals, the consumer
consumption levels also differ largely across China, particularly between
the Eastern coast and the Western regions. Thus, although China has en-
joyed 30 years of economic growth, only a fraction of the 1.3bn potential
consumers have experienced the purchase of branded goods so far (Pan et
al. 2003; Taube 2003a; French 2006). The average private consumption
per head was US$548 in 2004 and is still alike a developing country’s con-
sumption. In comparison, in 2004 the average US-American consumed
US$27,979, the Japanese US$20,686, the Western European US$16,440
and the Eastern European US$3,860 (EIU 2006). However, the private
consumption along China’s Eastern coast in the tier 1% cities Beijing,
Shanghai and Guangzhou is considered as already quiet advanced. For in-
stance, 65% of the consumers there are willed to pay more for their favour-
ite brand, and feel already overstrained by masses of various product offer-
ings (Ballhaus 2005; Zhou 2005; Schramm et al. 2006: 117).

8 Due to their economy, consumption power and economic influence, the cities
of Shanghai, Beijing and Guangzhou are usually labelled tier 1 cities; some-
times also the cities of Chengdu and Chongqing can belong to this category.
Tier 2 cities are likely provincial capitals and developed coastal cities such as
Xiamen, Shenzhen, Wuxi, and Suzhou. Tier 3 refers to prefecture-level cities
and big country-level cities (The Boston Consulting Group).
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Fig. 3-7. Per capita consumption by province in US$ in 2004 (own illustration of
Guojia Tongji Ju [National Bureau of Statistics] 2005: 68)

The gap between haves and have-nots becomes also evident when com-
paring rural and urban areas in China (figure 3-8). Whereas the per capita
urban consumption reached US$1,101 and increased by 5.8% each year
between 1989 and 2004, rural households only consumed a third of it
(US$317) and grew by 3.6% each year. There are two main reasons for
this growing gap. First, the rural areas have mainly been excluded from
China’s economic growth, although there have been reform policies since
the 1980s. And second, the country’s immense economic growth has heav-
ily relied on governmental investments, foreign direct investments and ex-
ports rather than on domestic demand (China Daily 2005a).

Overall, around 60% of the entire Chinese population are rural residents
by 2006.%* They are usually farmers or workers in town-village enterprises,
have low incomes, and have only very basic education. They tend to be
very price-sensitive, and little informed and sophisticated about brands. On
the one hand, they might slightly favour local brands as considered less

8 China currently undergoes immense urbanisation processes, particularly in the
West. According to the National Bureau of Statistics, more than 40% of the
Chinese population is already urbanised, which is up from 28% about a decade
before (see for details also Zhang 2005).
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expensive than foreign brands (Dong/Helms 2001: 106; Zhou 2005), but
on the other hand, they could often not distinguish local brands from for-
eign brands, since both foreign and Chinese brands use Western stylish
names and sound alike (Lu 2005). A study of Deutsche Bank additionally
pointed out that China’s rural population has often been refused access to
brands, since they are not reachable in a cost efficient way due to poor
physical infrastructure, week distribution systems and wide geographic
dispersion (Shaw et al. 2003: 36; French 2006). As a result, though there
are few global and national brand champions like Haier and Lenovo avail-
able across the entire country, each region is most likely dominated by its
local manufacturers (Ayala/Lai 1996; Shaw et al. 2003: 46; Chen/Penhirin
2004; Credit Suisse 2006). For instance, there are more than 260 television
makers in China, including foreign and overseas Chinese funded enter-
prises in 2004 (Huatongren Shichang Xinxiu [All China Marketing Re-
search] 2004: 820).

CAGR
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InUS$ 1500
per 1,277 7.6%
capita
1000 1,101 5.8%
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Rural consumption
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Fig. 3-8. Urban and rural per capita consumption versus GDP per head in US$
1989-2004 (own illustration of Guojia Tongji Ju [National Bureau of Statistics]
2005: 53, 68)

While rural residents typically show simple shopping patterns due to
very limited pockets, the around 525 million Chinese consumers living in
urban cities can be separated into five different consumer segments (table
3-3, Dong/Helms 2001: 106): ‘new riche’ entrepreneurs, college graduates,
urban middle class, little emperors, and urban underprivileged class.
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Share of
Characteristics population
‘New riche’ » Extremely rich, either from cities or countryside Minimal to
entrepreneurs » Not necessarily with high education, thus little knowledge of English small
« Favour foreign, expensive brands to demonstrate social status
Urban + Traditionally employees in government organisations and companies Medium to
middle class » Moderate education/income, little international and English knowledge large
* Value-orientated buyers, who tend to local brands and generic goods
» Well-educated and well-paying jobs in multinational companies Small to
College A L . : ’
graduates » Moderate English knowledge, few with international experience medium
» Open-minded and sophisticated buyers of foreign and Chinese brands
- » No own income, but sponsored by parents and grandparents Small to
Little ) ) ) N )
emperors + High level of education and good English, when getting older medium
+ Favour foreign brands, as considered more fashionable
Urban * Low income; mostly low education; narrow knowledge of English Very large
underprivileged « Very price sensitive, but with larger brand exposure and brand knowledge
class * Price-orientated buyers of regional and local products
Rural residents * Low ingome; m9§tly low edgcz?tion; narrow knowlledge of English Very large
& farmers « Very price sensitive and of limited product experience
« Price-orientated buyers likely of regional and local products

Table 3-3. Six major customer segments in China (based on Dong/Helms 2001:
106)

‘New riche’ entrepreneurs are originally either from the city or the
countryside (Dong/Helms 2001: 107), and caught a business opportunity
during the Chinese transition process to become extremely rich (Zhou
2005). They do not necessarily have a higher education and knowledge of
the English language, international markets and brands. They usually look
for the most expensive brand in order to demonstrate their status, rather
than reflect a certain lifestyle through their purchase behaviour
(Think!Desk 2005; Zhou 2005: 4). Some of them thus may favour foreign
luxury and premium brands, while some others may have problems re-
membering foreign-sounding brand names (Dong/Helms 2001: 107). Ac-
cording to a study of McKinsey, their corresponding consumer segment,
which they call “economic elite”, is estimated less than 10 million con-
sumers in 2004 and shall reach 50 million till 2010. The individual shall
have a purchase power of more than US$25,000 a year (McKinsey in
Shaw et al. 2003: 36; Ballhaus 2005: 31). See also official consumer seg-
ments and consumption levels as shown in figure 3-9.

The segment of the urban middle class is much larger then that of the
new riche, and is developing fast. BBDO Consulting estimated 50 million
households in 2005 and annual earnings between US$2,500 and US$5,000
(Schaffmeister/Ziegler 2005: 59). It is expected to rise by 15% each year
and to obtain 45% consumer share by the year 2020 (Ernst & Young in
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Wharton School 2005¢c). Members of this segment are traditionally em-
ployees in state-owned organisations and companies in big cities. They
have moderate incomes with regularly paid jobs, moderate education (usu-
ally high school) and have little knowledge of English. They slightly fa-
vour foreign brands, but are not likely to pay a higher price for them. They
usually evaluate and compare products carefully and decide on the overall
provided product value rather than on the brand name and country-of-
origin alone (Dong/Helms 2001: 106; Pan et al. 2003; Melewar et al. 2004:
452; Wharton School 2005¢).
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Fig. 3-9. Urban consumer segments by average per capita consumption in US$ in
2004 (own illustration of Guojia Tongji Ju [National Bureau of Statistics] 2005;
Shanghai Tongji Ju [Shanghai Bureau of Statistics] 2005)%

Over the last years, an increasing part of the urban middle class is the
college graduates. They are typically well-educated (often university de-
grees, very few with studies abroad in the US or Europe), have moderate
levels of English knowledge and tend to have well-paying jobs in multina-
tional companies. They often have chances to travel and have access to the

8 Note that figures given by the mentioned different sources cannot be compared
without care. They can refer to different reporting years, use different segmen-
tation criteria and underlying definitions such as purchase power,
(net/disposable) income, and consumption expenditures, amongst others.
Moreover, the data given by the China Statistical Yearbook and Shanghai Sta-
tistical Yearbook might be adjusted due to political reasons (Bauer 2002: 152).
Even though the absolute values might be difficult to compare, one can gener-
ally admit to different income levels as expressed through the figure.
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internet and to other cross-country media. As a result, they are considered
open-minded, fashion-conscious, and more sophisticated. They are usually
well-informed about foreign and domestic brands, and also do not mind to
pay a higher price for their favourite brand label (Tam/Tai 1998;
Dong/Helms 2001: 106; Zhou 2005).

Since the Chinese government has launched strict rules of birth control
in terms of the one-child policy in 1980, Chinese consumer markets are
also increasingly influenced by the decision power of the so-called “little
emperors” (Wharton School 2005¢). The expression refers to the fact that a
child may be supported by its parents and two sets of grandparents. While
it has to meet the entire family’s ambitions regarding school education,
sports, and music, it is likely compensated by various consumer products
and own disposable income. When the little emperors become college stu-
dents, they typically have access to the internet and a good knowledge of
the English language (Dong/Helms 2001: 107). They usually have a fa-
vourable feeling for the Western lifestyle and think it is fashionable to buy
foreign global brands instead of local ones (Witkowski et al. 2003). Spon-
sored by parents and grandparents they are also willed to pay a higher
price for their favourite brand (Brand Agency 2006; Schramm et al. 2006:
123).

The final consumer segment is the urban underprivileged class. Their
consumer behaviour does not differ very much from those of the rural
residents and farmers. They also have very low incomes and very basic
education levels, and are very price-sensitive. However, in contrast to the
rural areas, the urban underprivileged class has larger exposure to branded
goods and can watch other people purchasing them. Thus, though they
may have not purchased any branded good by themselves, they can be
highly informed about brands and consumer trends.

It is to note that beyond these simple consumer categories, more specific
brand preferences and loyalty patterns are rarely known in China so far.
One reason is that China is still a transitional economy where tens of mil-
lions are continuously moving up the social ladder, changing their atti-
tudes, preferences and living expenditures (Schramm/Taube 2006: 12).
Another reason is that comprehensive market research has seldom been
done in China so far (Think!Desk 2005: 2-3; Schramm et al. 2006: 115).
However, figure 3-10 shows a first attempt of a more sophisticated con-
sumer segmentation developed by the market research company Sinomoni-
tor International in 2003 (Ma 2003: 1-17).%¢ But, why is market research so

8 Life orientation bases on factors such as family-, achievement-, and fashion-
orientation, and basic personalities (independent, impulsive, price-conscious).
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seldom in China? Which other means do Chinese branded companies use
instead, to conduct their brand management decisions? These questions
will be clarified in the next section on Chinese organisational behaviour
towards brands.

Social Privileged traditionalists Privile i
ged moderates Achievers Fashion leaders
grades 2.5% 3.4% 3.5% 1.7%
Middle Class

traditionalists
13.0%

Underprivileged

traditionalists
14.1%

Middle Class
moderates
15.1%

Underprivileged
moderates
12.2%

Social climbers
12.0%

Strivers

Fashion followers
8.3%

Fashion
imaginators

8.1% 6.1%

Tradition Moderate Achievement Fashion

Life orientation

Fig. 3-10. 12er segmentation of urban Chinese consumers in 2003 (Ma 2003: 9)

3.1.3 Chinese organisational behaviour towards brands

The real picture of Chinese organisational behaviour is complex, and in-
fluences can be traced back to ancient times. In order to gain a profound
basis of understanding of today’s decision-making and organisational be-
haviour towards brands, this chapter first reviews ancient traditions of
Confucian protocols, the era of Mao and the circumstances during the time
of planned economy. In a second section, today’s brand approaches of
Chinese branded companies are then examined, and compared to Western
organisational behaviour towards brands.

Chinese corporate culture and decision-making

As researchers stated that, more than any other countries, “in China culture
pervades” (Hall/Xu 1990: 574), the doctrine of Confucius, apart from other
factors and religions such as Buddhism and Taoism, is regarded as the un-

Social grades refer to education level, house size, income and ownership of
durables.
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derlying cultural concept of Chinese social relations and corporate culture
over the last two thousand five hundred years (e.g., Yang 1961; Yau 1988;
Fukuyama 1995; Lu 2003; Yu et al. 2003; Zhu 2003).

Management writers such as Lockett (1988), Xing (1995), Child and Lu
(1996: 4) and Lu (2003), emphasised that Confucianism with its personal
ethic principles was, besides from its social functions, also used in politics
in order to build hierarchical organisation in China. So far there is little
empirical evidence testing its importance for organisations (Lockett 1988:
486; Schlevogt 1999: 2-6), while in theoretical terms, Confucian authority
patterns and legitimisation strategies may explain Chinese organisational
structure (Hamilton/Biggart 1988; Lu 2003). More specifically, they tend
to lead to organisations with a relatively high degree of centralisation and
top-down command structures, since Confucian protocols place high value
on social control and personal power (e.g., Child 1994: 31; Lu 2003: 33).
According to Confucius, the king is the master of the minister; the husband
is the master of the wife; and the father is the master of the son. Therefore,
when the king gave an order, the minister could at best give some advice,
and if the king insisted, the minister could do nothing but obey. Confucius
also said that common people can be made to follow, but they cannot be
made to understand (Confucius 1998: 9 book eight).

In addition, Confucianism doctrines emphasise ties of kinship and group
loyalty (Wilson 1970: 20). The individual exist for the benefit of the
group. Thus, Lu (2003: 28) explained that the leader of an enterprise does
not only hold an administrative function, but also plays a morale role. If
the leader is both, administrative efficient and morally ‘good’, it is thought
that the employees refer to him as their ‘parent leader’ whom they are will-
ing to trust in every sense, and regard the enterprise as their family (Lu
2003: 37). Social needs of employees in the workplace might thus be per-
ceived more important than autonomy and self-actualisation needs (Xing
1995: 17). The aspect of group orientation may also be confirmed by
China’s old tradition of learning from good examples. Confucius said:
“When three people are together, there must be one whom one can learn
from” (Confucius 1998: 21 book seven). As a result, Chinese employees
are typically considered to learn quickly by imitating, following role mod-
els and absorbing prescribed solutions for given problems (McGregor
2005: 260). Although there is little empirical evidence so far, Lu (2003:
32) stressed that this Confucianism principle may also be the reason why
Chinese businessmen do not find it wrong to imitate what others do, and to
produce imitated products and to violate intellectual property rights.

Although it is widely discussed whether Confucian cultural values were
condemned during the Cultural Revolution (1967-76) led by Communist
Mao Zedong, or are still vivid in today’s Chinese society (e.g., Yau 1988;
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Schlevogt 1999; Lu 2003; Yu et al. 2003; Zhu 2003), the extent of the con-
sequences of the Cultural Revolution on the management elite and corpo-
rate decision-making is not imaginable (Wehrfritz 1996; Economist 2006).
So far only few management authors has discussed its impact (amongst
them, Laaksonen 1984; Walder 1986; Laaksonen 1988). Mao’s era was es-
sentially characterised by distrust, fear and terror. All power was central-
ised and concentrated in Mao’s personality and ambitions. In order to im-
munise China against ‘bourgeois and capitalist restoration’, he called on
millions of patriotic youth to form the Red Guards with the mission to
clean the Chinese society from old culture and higher education. The
cleansing included much plunder, robbery and destruction of cultural
property such as books, paintings, music instruments, opera costumes, and
historical monuments. It also meant denunciation, torture and murder of
millions of intellectuals, artists and oppositional party officials. China’s
schools and universities were closed and millions of educated youth and
professors were sent to the countryside to learn from the peasants and to do
physical work (e.g., Wehrfritz 1996; Shapiro 2001).

At firm-level, Mao collectivised the enterprise management, replaced
former ‘capitalist’ managers, and got people in leading positions ideologi-
cally trained up to 12 hours a week within the firm (Laaksonen 1977: 78).
Moreover, efforts were made to prevent personal managing power from
becoming too strong e.g., by multifaceted systems of self-criticism, by
revolutionary committees, and by forcing top managers to work part of
their time alongside their subordinates, doing the same tasks, often includ-
ing physical exercise. Since the top managers often performed these un-
skilled tasks poorly, they lost face, and thus power, self-esteem and respect
among colleagues and subordinates (Laaksonen 1984: 6).

After the death of Mao in 1976, the new Communist party leaders aban-
doned the structures created by the Cultural Revolution, shifted away from
ideological to economic aims, one-man management systems, and exten-
sive governmental control though rigid central planned systems
(Laaksonen 1984: 20; Chai 1997).% Firm-level decision-making was pri-
marily focused on aligning with central administrative bodies, regulatory
bureaus and, in some cases, local governments (Tung 1982; Child 1994).
Main source of power and the highest organ in the country became the
Central Committee of the Communist Party which controls the resources
partly by themselves or through state organs and partly through top man-
agers, who have been elected or approved by the Party through the so-
called “nomenklatura system” (Burns 1987). Nomenclature is a list which
includes the important positions in the political, economic and social sys-

87 See also chapter ‘Origin and competitive evolution’.
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tem and the persons occupying them or persons who have been selected as
potential ‘crown princes’ for them in the future. The top managers of the
largest and strategically most important enterprises were usually also high
Party officials who represented the power of the Party, implemented Party
decisions, and kept personnel and organisational decisions in their hands in
the first place to ensure that the Party keeps a tight hold on power
(Schurmann 1971). As a consequence, middle managers often did not dare
to make decisions independently, but rather waited for the decisions to be
made by the top management levels. Hence decisions often had to wait and
caused large inefficiencies (Laaksonen 1984: 17; Chou 2005: 43).

Since the reforms started in 1978, it has been the plan to separate the
power of the Communist Party from the enterprise management, to down-
size bureaucracy and to let employees elect the top management in order to
give more independence to the firm (e.g., Laaksonen 1988; Burns 2001).
On the one hand, there are official statistics indicating that the contribution
of state-owned enterprises to the economy has decreased while private
contribution is growing (figure 3-11). Further, more than 40% of the capi-
tal invested in China was raised at capital markets in 2004 (McKinsey
2005). Capital markets typically demand transparency and independent
management in order to satisfy shareholder interests. On the other hand,
there is wide consensus among China experts that the public sector and es-
pecially the government “remains as strong as ever” (Burns 2001: 420).
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Fig. 3-11. Share of GDP hold by state-owned industry 1980-2003 (Guojia Tongji
Ju [National Bureau of Statistics] 1998; 2004; 2005)%8

8 China Statistical Yearbook changed its reporting system of GDP data for the
category ‘state-owned industry’ twice in 1996 and 2004. In order to show com-
parable data, figure 1 focuses on ‘state-owned companies’, a category which
was phased out in 2004, and neglected ‘state-holding enterprises’. The category
‘state-owned and state-holding enterprises” would let jump up the state influ-
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There are at least three reasons. First, the economic and enterprise re-
forms have been planned in details by an elite group of Communist Party
technocrats and bureaucrats similar to the five-year plans that coordinate
the Chinese overall economy (McGregor 2005: 227-228). Major indus-
tries, amongst them transport, telecommunication, energy, and banking are
thus still dominated by state-controlled companies and are strongly sup-
ported by the government, partly to increase their power at the global level
(e.g., Burns 2001: 424; UNCTAD 2003).* Second, the controlling share-
holder, even of the publicly-listed Chinese companies are in most cases
owned by a government entity (Lanzeni/Hansakul 2004: 13). This leads to
the fact that many Chinese companies still focus on manufacture volume
and sales growth rather than on individual profit strategies and modern
management principles because this government entity finally covers all
potential business losses ("soft budget constraints", Shaw et al. 2003: 13;
Yang 2005: 8; Burkat 2006). And third, it is widely agreed that there is the
informal policy of the Central Committee of the Party that assigns top
management and CEO positions in state-controlled companies either to
loyal party officials who worked their way up in the bureaucracy, or to
children of senior party leaders who are expected to live and work in China
(e.g., McGregor 2005: chap 2).

Overall, one may thus conclude that despite of 30 years of modernisa-
tion and reform, traditional Confucian principles as well as planned eco-
nomic management systems are still widely in use in most of the Chinese
companies, and determine Chinese decision-making. Market experts such
as Deng and Dart (1999), Tan and Litschert (1994) and Yang (2005: 8)
thus concluded that so far Chinese companies would lack substantial re-
alignments in corporate governance and policies plus the development of
organisational skills, especially those related to marketing and brand man-
agement functions. “The contribution of marketing in boosting China’s
once ailing economy has not yet become clear” (Deng/Dart 1999: 632).
McGregor (2005: 261) added that organisational behaviour that is not dic-
tatorship, treats others as equals, accepts responsibility for mistakes, shares
information and rewards creativity and customer orientation, includes
qualities which are still rare to find in Chinese corporations so far (similar
Lu 2005).

enced GDP share onto 36% in 1996 and 50% in 1998 (Guojia Tongjiju [Na-
tional Bureau of Statistics]).
8 Compare to chapter 3.2.2.
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Domestic Chinese brand approaches

Due to the described lack of own corporate marketing and brand manage-
ment culture, how do Chinese branded companies then perform their brand
management? It is said that Chinese managers regard brand management
as an unknown intangible area (Lu 2005; Brand Agency 2006). Although
they appreciate its power and success, they have typically denied to start
dealing with it because they feel incalculable personal and economical
risks (McGregor 2005: 260). There were no Chinese role models, no Chi-
nese prescribed solutions and no Chinese brands to imitate at least until
2000.% Thus, if there were Chinese managers who had the heart to adven-
ture into brand management, they took foreign brands operating in China
as an example, and aimed to absorb their marketing strategies (Zhu 2003;
Zhou 2005). Particularly Asian brands such as Samsung (South Korea) and
Sony (Japan) has been taken as role models (e.g., Gao et al. 2003; Roll
2006).”"

As a consequence, many Chinese companies have been accused to copy
their way of business by providing imitations of foreign brands at lower-
price levels (e.g., Carter 1996; Kong 2005; Sokianos 2006). Figure 3-12
shows three accused examples: Li-Ning 4*‘J* sportswear appears very
similar to Nike (Economist 2003b; Schramm/Spiller 2006: 15-16); Wan-
danu J71X1 resembles Adidas; and the Shanghai Xingbake Coffee Bar
b2 L NEEYE (‘Shanghai xingbake kafei guan’) uses similar colours
and the same Chinese brand name as the Starbucks which is /& 7g
(‘xingbake’) in Chinese characters (Miiller 2006; Mure et al. 2006). Over-
all, the Chinese government estimated the damage of piracy to US$25bn in
2003 (Blume 2006: 17). The US Chamber of Commerce estimated the
costs to 15-20% of total US sales in China (Shaw et al. 2003: 31), while
software companies like Microsoft and Adobe would even suffer from
US$250bn a year (Fischer et al. 2004: 47; Zhu 2006). Main counterfeit
product categories are fashion and design, computer software, DVD-
movies and music, industrial parts and machines, Western drugs and food.
Many fakes are said to be so good nowadays that even company execu-
tives say that it takes a forensic scientist to distinguish them from the
original. Chinese counterfeiters are considered “extremely ingenious, in-
ventive, and scientifically oriented” (Balfour et al. 2005).

% Although one could argue that Chinese companies may have taken brands from
Hong Kong, Taiwan and Singapore as their role models, there is not yet empiri-
cal evidence, since they typically also lack globally successful brands (Roll
2006).

1" See also case studies in chapter 5.2.
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Criginal: Nike Copy: Li-Ning

“Just do it' H “Anything is possible”
— B T RE (yiqie jie you keneng')

Original: Adidas Copy: Wandanu

Original: Starbucks Copy: Shanghai Xingbake

SLARBUCKS COFFEE

Fig. 3-12. Brand originals and Chinese copies (all photos taken on Shanghai Nan-
jing Road in September 2006)

Beyond pure imitations, however, there are also a couple of Chinese
companies which have already “risked” to emancipate themselves and ad-
vanced the sole copies by own ideas and intellectual property. Blocko 5
(,baogao’), for example, makes toys in the same category as Lego and is
considered a significant competitor. While in the 1990s Blocko founder



98 3 The who is who of Chinese branded companies

David Cheng started with pure copies of Lego toys, the company is today
proud to rely on own unique designs with international patent rights and
global distribution through Wal-Mart and Toys’R’Us retail stores (Blume
2006, company websites). Another example is China’s e-commerce leader
Alibaba.com [FTHL ™[, The online marketplace operator was launched in
1999 by Jack Ma and basically relies on the same business concept as
Ebay, but was adapted to local needs by a special online paying system
which avoids payments by credit cards (Underwood/Wong 2005; Blume
2006). Today, the company includes three divisions — Alibaba Interna-
tional, Alibaba China (both b2b marketplaces) and Taobao.com& & (c2c),
employs 2,400 people and has registered members in over 200 countries
and regions. In 2005 Alibaba also acquired Yahoo China, an underper-
forming division of the US web-media giant Yahoo (Underwood/Wong
2005).

Beyond such entrepreneurships, some other Chinese companies started
professionalising the know-how transfer from foreign brand professionals
into their companies, and developed more independent brand approaches
since. They work together with international advertising and consulting
companies (Madden 2001), and hire experienced brand managers or inter-
national designers from foreign multinationals (Huang/Du 2005; Zhou
2005). Li-Ning, for instance, is known to employ a former brand manager
of P&G since 2004 (Madden 2004). Lenovo is known to get advice from
McKinsey and JWT, China Mobile from Ogilvy, and GOME from BCG
(Branigan 2005). In addition, Chinese companies increasingly tap the pool
of native-born executives working abroad (BCG 2006¢c: 23), or that of
Chinese students who were taught in marketing and brand management by
international professors through American MBA programs at Chinese uni-
versities or abroad at elite universities such as Harvard and Stanford
(McGregor 2005: chap 8).

Although there is therefore evidence that some Chinese companies have
made progress in brand management over the last years, market observers
still admit that the majority of firms have little adopted to the new market
needs so far, and that well-educated and experienced personal remains a
bottleneck (e.g., Yang 2005: 8). In most cases, brand management deci-
sions are thus still made by the top manager or CEO, who is typically an
engineer rather than a marketing expert, and who is used to base decisions
on own strong beliefs rather than on market research or professional advice
(McGregor 2005: 269-270). As a result, specialised marketing and brand
management departments are usually seldom; and even though few com-
panies have a marketing unit, it is said that the unit is typically focusing on
short-term sales and promotional activities rather than on long-term mar-
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keting strategies and brand value building (Lu 2005; Zhou 2005; Brand
Agency 2006). The cutting edge in brand management organisations in
China is said to be Haier, Lenovo and TCL (Zhang Ying 2006). Figure 3-
13 shows Haier’s department of corporate values & communication
NVIME M S — At (‘qiye jiazhi guantong yichu’) which is in charge of
the group’s domestic brand management including corporate values, ad-
vertising and public relation.”
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Fig. 3-13. Haier’s department of corporate values & communication (own transla-
tion of OgilvyOne Worldwide 2006: 6)

As the Haier example confirms, one of the most important brand build-
ing channels used by the leading Chinese branded companies is classical
advertising (Huang/Du 2005: 118; Yang 2005: 9). The annual survey of
the Blue Book of China’s Advertisers found that companies in China, both
local and foreign branded companies, thus spent on advertising an average
41.4% of their marketing budgets (Huang/Du 2005: 119) which was on
average 16.6% of total sales in 2005 (Huang/Du 2005: 117).” Marketing
professor Lu Xiongwen from Fudan Management School in Shanghai
(2005) gave reasons why leading Chinese brands tend to invest in advertis-

%2 For more details see Haier case study in chapter 5.

% According to the survey, the average marketing budget increased compared to
previous years which was 12.9% in 2003 and 16.4% in 2004 (Huang/Du 2005:
117), while the share spent on advertising decreased from 45.1% in 2003 and
44.6% in 2004.
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ing so heavily. He said that even leading Chinese managers would often
understand brand building as equal to being “loud in the market” and
would just push them in the market because they have the general belief
that brands immediately mean larger sales (also Gao et al. 2003; Miiller
2006). This may also be the same reason why most of the Chinese compa-
nies favour corporate brand names instead of product names. Most Chinese
brands are currently stretching their name across as many product catego-
ries, regional territories and distribution channels as possible (Yuan/Dawar
2001: 3-4; Huang/Du 2005: 93; Zhou 2005). Major advertising channels in
China are thus also channels with broad scope and large consumer reach.
The top three advertising channels in 2005 were television (38.7% in
2005), newspapers (22.1%) and outdoor placements (13.0%) (Huang/Du
2005: 58; similar Shenzhen Daily 2005a). In total the advertising spending
in China was more than US$15.3bn in 2004 (Fan 2005: 111). Table 3-4
maps the leading Chinese brands and their advertising expenditures. Al-
though Chinese branded companies may put strong emphasis on advertis-
ing to communicate their brands, largest advertiser in China was however
the US-multinational P&G in 2004. They spent US$572m on the cosmetic
brand Olay £ %3l (‘yulan you’), which is double as much than the ex-
penditures of Chinese China Mobile (Huang/Du 2005: 436).

Brand Industries of major ad spends 2004 in mio. US$

1 E#3)i# {5 China Mobile  Telecommunication 261.3
G Wahaha Beverages 1145
TRV Wuliangye Liquors 81.4
{2 GOME Retail 57.0
/R Haier Household appliances 50.3
TCL Household appliances, telecommunication 43.9
(48 Lenovo Computer 29.7
%1 Midea Household appliances 17.7
23111 Hongtashan Cigarettes 121

255 Li-Ning Sports wear 9.6

Table 3-4. Advertising expenditures of selected Chinese brands in 2004 (own il-
lustration of Huang/Du 2005: 428-436)

In terms of advertising content, a study of Cheng and Schweitzer (1996)
found that Chinese branded companies utilise a “melting pot” of Chinese
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and Western cultural values to promote their products in the mid-1990s.
These values were particularly related to family, technology, tradition,
modernity and youth. Moreover, the study stressed that Chinese adver-
tisements were especially used to promote the functional “newness” of a
product and to address governmental policies with respect to socialist
modernisation and economic growth, while US advertisements focused on
individual product benefits and emotional brand values. Although one
could argue that the study is already ten years old and thus out-dated, mar-
ket observers agreed that particularly Chinese symbolic values such as
family and tradition still play a leading role in Chinese marketing. It is as-
sumed that these are probably the only brand characteristic which are not
copied from foreign brands, but are intrinsic for Chinese marketing.
Marketing professor Allan K.K. Chan (2006) of the Baptist University
in Hong Kong confirmed that Chinese traditional and symbolic values re-
main particularly crucial when a company has to choose its Chinese brand
name. Similar to the traditional choice of human names, Chinese people
are very superstitious about brand names and regard them as the essence of
the product and a symbol for their success (Schmitt 1995; Zhou 2005).
Unlike other languages that use letters as components of words, the basic
unit of the Chinese written language is the character. A character is an ar-
rangement of strokes that form a syllabic unit. One character can have dif-
ferent meanings and multiple pronunciations. One phonetic sound can also
have multiple written characters. Of the approximately 70,000 characters,
3,500 are in daily use (Dong/Helms 2001: 105). According to prior studies,
the typical Chinese brand name is short, simple and restricted to the inven-
tory of the 3,500 frequently used characters (Chan/Huang 2001, 2003). It
is likely compounded of two characters (Chan/Huang 1997), a form which
is alike to most of the usual Chinese vocabulary, and therefore easy for
Chinese consumers to pronounce and to remember. For instance, computer
FLJX (‘diannao’) is compounded by electricity Hi (‘dian’) and brain [l
(‘nao’). Typically, the second character (/i) is a noun and the first charac-
ter (F) a modifier of the noun. In terms of brand names, the noun likely
indicates the product category, while the modifier adds to the name seman-
tically positive attributes with respect to Chinese traditional values or
symbols of beauty and significance. For example, the name of the TV
brand Changhong HI means ‘long rainbow’ (Huang/Chan 2002). De-
pendent on the product category, special Chinese characters and com-
pounds are most likely. Bicycle brands, for instance, chose characters
symbolising reliability and speed, such as 7K (‘yong’, forever), A (‘jiv’, a
long time), 4 (‘jin’, gold), & (‘fei’, flying). Known Chinese bicycle
names are therefore 7K A (‘always and forever’), K73 (‘feige’, flying pi-
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geon) and & (‘jinshi’, golden lion) (Huang/Chan 1997; Chan/Huang
2001; Huang/Chan 2002).

It is to note that according to Chinese official regulations, Chinese and
foreign companies are not required to choose a brand name in Chinese
written language when operating in China. Although they have to register
their enterprise by a Chinese corporate name, the brand name itself in ad-
vertising and on packages can be a pure English name (Brand Agency
2006). However, very few Chinese companies have abandoned their Chi-
nese written names so far. As Marketing Professor Hang Zhonghe (2006)
from Fudan University in Shanghai explained, most Chinese branded
companies would chose a combination of both, English and Chinese writ-
ten names in order to gain maximum brand building results. The English
part is thereby used to enhance the brand image, as associated with fash-
ionable, innovative, quality and probably a foreign country-of-origin,
while the Chinese part is essential for the brand’s recognition because most
of the Chinese consumers have difficulties to pronounce and remember a
sole English name (Brand Agency 2006).

In this chapter it has been shown that Chinese branded companies have
a short history of brand management. However, they took foreign brands
operating in China as their examples and have learnt quickly since. By
2005/2006, China has produced some powerful brand names in China.
They combine Chinese traditional values with modern Western brand
management concepts, and are very successful in their domestic markets.
Since most Chinese consumer markets are very competitive, and increas-
ing numbers of foreign brands are attracted by the large consumer poten-
tial, Chinese branded companies cannot take their market shares as
granted. The next chapter will thus investigate whether and why some of
these Chinese branded companies have already gone abroad to expand
their markets, and what they have experienced particularly in developed
markets so far.

3.2 Experiences with developed markets

Having examined the brand management experiences of Chinese branded
companies in their domestic markets, the rationale of this chapter is now to
investigate the experiences of Chinese branded companies with overseas
markets, and there, especially with developed markets. There are two sec-
tions. The first section addresses international experiences and learnings
that Chinese branded companies have gained though collaborations with
multinationals through original equipment manufacturer (OEM, see next
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section) and retailing in China. The second section then examines China’s
presence in developed markets. This starts with a short review on China’s
government policies since 1978 concerning Chinese outward investments
and global brand building, followed by a short study on general consumer
attitudes and images towards China’s country-of-origin among German
customers.

3.2.1 Learnings from multinationals in China

Sino-foreign joint ventures and OEM

First contacts of contemporary Chinese companies with foreign multina-
tionals and international market places occurred in the process of the open
door policy in the late 1980s and accelerated after Deng Xiaoping’s South-
ern tour in 1992.°4 Based on the examples of Taiwan, Singapore and Hong
Kong, the Chinese government has employed foreign direct investments
(FDI) as a key element in China’s development strategy (Shi 2001). The
aim has been to obtain foreign technology and capital that could then be
turned toward export production in order to earn foreign exchange for
China and to provide jobs for the Chinese people. In return for providing
technology and capital, foreign companies were then allowed access to the
Chinese market (e.g., Roehrig 1994; Naughton 1995; Lardy 2002; Buckley
et al. 2004). In the early years of China’s modernisation, however, this ac-
cess was heavily restricted. Foreign companies were only allowed to set up
offices in the special economic zones along the Eastern coast. The Chinese
government intended that these zones could serve as study centres for Chi-
nese companies to learn from the foreigners and to absorb techniques that
would enable them to supply China’s industry needs and to create the
country’s own brands and consumer products (e.g., Roehrig 1994; Yan
2000; McGregor 2005: 35). Moreover, foreign companies were, as a rule,
unable to invest except via international joint-ventures with a Chinese
partner. The Chinese partner was either imposed by the Chinese govern-
ment, or freely chosen and then approved by the government. Additionally,
local content requirements of 80% and constraints on importing compo-
nents pressured the foreign companies to transfer their knowledge to China
and to locally owned firms controlled by the Chinese government (Roehrig
1994; Luo 2000; Buckley et al. 2004: 34-35). Since the foreign companies
were keen to establish factories in China in order to tap the immense mar-
ket and to utilise the low labour costs for their international sales, hundreds
of the world’s largest companies accepted the Chinese restrictions, and es-

% Compare to chapter ‘Origin and competitive evolution’.
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tablished Sino-foreign joint ventures and representative offices in China.
In 1993, for example, China signed nearly 85,000 contracts with foreign
investors representing US$111bn investment (McGregor 2005: 37).

Although the intention of most of the foreign companies has been to
copy the blueprints of their foreign parent firms into the Sino-foreign joint
ventures, including all relevant technologies (product design, manufactur-
ing process, product testing, and quality control), management skills (mar-
keting, accounting and finance, planning, purchasing and supply, stock
control) and product ranges, they typically started in a “from-easy-to-
difficult” sequence (Buckley et al. 2004: 54). Since ‘easy’ likely meant as-
sembling, testing and later production, Chinese managers and engineers
learnt lessons particularly in sourcing and manufacturing (Buckley et al.
2004: 53-58). In addition, they were taught in foreign corporate cultures,
organisational structures, technologies and consumer requirements related
to global brands. They could also often improve their English language
ability and gain international experience by stays abroad in the foreign
partner’s headquarters or even by sponsored American university degrees
(Gao et al. 2003; Buckley et al. 2004: 46-52).

Over the years, Western companies started to outsource their manufac-
turing operations more aggressively into China (Yuan/Dawar 2001: 8; Roll
2006: 3). Many joint ventures contracts came to an end and Chinese com-
panies began to buy out their foreign partners (BCG 2006b: 9). In addition,
Chinese managers left the joint ventures and created own factories using
the manufacturing and management know-how they have learnt from the
foreigners (McGregor 2005: 255). As a result, China became the world’s
largest manufacturing country and second largest exporter in the world.
37% of China’s GDP was export in 2005 (EIU 2006; MOFCOM 2006c).
40% of toys in the world are made in China, 50% of all shoes and 40% of
all personal computers (Wang/Yin 2005).

At the same time, Chinese companies mostly became an original
equipment manufacturer (OEM) for other foreign companies and global
brands, ranging from toys and televisions to industrial machinery and fash-
ion labels. The idea of OEM is basically to utilise each country’s compara-
tive advantage. The Chinese part provides low labour costs and economies
of scale due to large volume manufacturing, and the Western part provides
technologies, R&D, marketing and brand management (Gao et al. 2003). A
known Chinese OEM is Galanz %=1 (‘gelanshi’), that produces 30-
50% of all microwave ovens in the world for more than 200 brands and re-
tail private labels (Zeng/Williamson 2004: 42; Wang/Yin 2005). In 2004
they sold 18 million microwave ovens, of which 13 million were sold
overseas. Galanz was founded in 1978 and started making microwaves in
1992, which it soon began manufacturing for OEM customers (Gao et al.
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2003). Another known Chinese OEM is Midea /1] (‘meidi’). Midea was
founded in 1968 and is today the world’s largest manufacturer of electrical
fans (50% world market share), making also air-conditioners and micro-
waves for brands such as SMC in Hong Kong, and Danby and Kenmore®
in Canada and the US (Yuan/Dawar 2001: 1). In 2004 Midea Group had
revenues of US$3.8bn, 30% thereof abroad (company websites). Both
firms have primarily targeted foreign companies which were keen on the
low labour cost advantages, but were not yet ready to set up own opera-
tions in China themselves (Gao et al. 2003).

From the Chinese perspective, the key success factors in the OEM
model are cost and quality leadership, the ability to support a number of
global customers at the same time, and to acquire the needed technology
and capabilities. The low costs, which are necessary to secure the initial
contracts, must then be accompanied by excellent skills in supply chain
management and sourcing. A number of customers are required to mini-
mise dependence on any one of them and to gain scale. But while OEM
seems to demand the lowest level of additional skills from the Chinese
companies, it also offers the lowest upside from the market. Returns can
only come through expanding scale to achieve a global dominating posi-
tion in components and assembly (Gao et al. 2003; Roll 2006: 3-4). See as
an example figure 3-14 that exemplifies a consumer goods industry. The
brand margin in percent of the end-consumer retail price is in the example
more than twice as high as the OEM margin.
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& tradespend advertising

Fig. 3-14. OEM versus brand margins of an exemplified consumer good industry
(based on Roll 2006: 3-4, and several expert and company inputs)

% Kenmore is a brand owned by Sears.
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So far, many Chinese companies have been satisfied with the OEM ap-
proach. But, since the market conditions have gotten more competitive and
price wars started to decrease margins,” many of these companies were
forced to look for additional measures to survive and grow their business.
Attracted by the large margins of their branded customers in international
markets, these Chinese companies thus recently started to want to keep the
margins for themselves (Yuan/Dawar 2001: 12-13; Lu 2005). But how
shall they perform a brand approach without any know-how in R&D, tech-
nologies and innovation which is likely considered the basis for creating
brands?

Despite the fact that China is the world’s largest country by population,
the world’s sixth largest economy and the world’s second largest exporter,
the UNCTAD innovation capability index ranked China only at world’s
74™ position in 2001, two ranks behind its position of 1995, and behind
developing countries such as Brazil, Malaysia, and Mongolia (UNCTAD
2005b: 114). China’s R&D expenditures, though they increased from
0.6% to 1.23% of GDP between 1996 and 2004, are still small in compari-
son to Japan’s and South Korea’s 3% of GDP or America’s 2.7% (Roll
2006: 6; Shanghai Daily 2006). At firm level, statistics show a similar pic-
ture. From 1991 to 2003, large and middle-sized Chinese companies in-
vested between 0.4% and 0.8% of their revenues on R&D, while compa-
nies in developed countries usually spent 3% (Yi/Ye 2003: 58; UNCTAD
2005b: 120; China-Embassy 2006). As a result, Chinese companies lack
international patents. According to a study of BCG (2006a), China does
not rank in the top 15 patent holders in any major market in the world. Al-
though China recently increased its patent filings in the US, Europe and
Japan, statistics showed that China patent applications represent far less
than 1% of patents filed in those countries in 2004 (also Wang/Yin 2005).

Due to this immense lack of Chinese companies in R&D, innovation
and international patents, some market observers are arguing that Chinese
companies may take the same path as in manufacturing, and will postpone
their brand ambitions. Since recently hundreds of foreign companies are
setting up R&D facilities in China at an accelerating rate (e.g., UNCTAD
2005b: 127-143; China-Embassy 2006) and the share of high-tech products
of China’s total exports has increased from 14% to 28% between 2000 and
2005 (MOFCOM 2006c), they assumed that the multinational research
centres may again train thousands of Chinese researchers and designers,
who may then leave the company and form their own R&D operations and
technology companies based on their learnt foreign research skills (e.g.,
McGregor 2005: 255).

% See also chapter 3.1.1.



3.2 Experiences with developed markets 107

Huawei Technologies #£4 4K is China's most known B2B-brand and China’s largest
manufacturer of telecommunication equipment. Huawei is competing globally with other
telecom equipment manufactures Cisco, Lucent, Alcatel and Ericsson and is to date
world’s number one manufacturer in switching and next generation network, number two
in DSLAM and number three in integrated access and optical network. Huawei contracted
sales in 2004 reached US$ 5.58 billion, an increase of 45% year on year, among which
US$ 2.28 billion came from international sales. Its global network covers 90 countries and
regions, serving 22 of the world’s top 50 operators.

Key success factor and image builder is Huawei’s excellence in R&D. Huawei invests
over 10% of its revenue in R&D each year, holding 1,400 patents and cooperating with
global players like Tl, Motorola, IBM, Oracle and Intel both at home and overseas. They
run international R&D centres in India, Russia, Sweden and the US. Their strength is said
to be in tailor-made solutions that satisfy customers’ specific requirements. Moreover,
Huawei has created several digital technologies that are going to link PCs, TVs, stereos,
and other devices to the Internet and among each other within the approach of a digital
home. Besides innovation, Huawei profits from a distribution partnership with IBM and a
good price-value-offer in the market. “When we first saw Huawei we couldn’t believe a
Chinese company could match on occidental one — we were wrong. Their technology was
better and they were 30% cheaper”, said Francois Paulus, head of the network division at
Neuf Telecom in an interview with the Economist, using Huawei’s optical transmission
equipment to sell voice data and video services.

In future however, Huawei has to prove that critics like those of Hong Lu, CEO of
UTStarcom, one of Huawei's biggest competitors in China, who said that "they are
followers, not innovators. In the past, they have always done things that others have
already done. [...] Real innovation will come from foreign companies opening their own
research facilities on the mainland.”

Up to now Huawei is a total B2B-brand which functions in a different way than the
consumer brands Haier and Lenovo. However, some experts are already predicting that
Huawei could emerge as a consumer brand as well. They have already started in
developing third generation (3G) mobile phones and set top boxes for TV. In 2005 Huawei
also won the licence to produce and sell mobile phones to consumers in China.

ﬁ\\\wflfé “Craving conn?ctivity?

N ) We hear you.’
Huawei Technoloaies

Box 3-2. B2B brand Huawei Technologies (Einhorn et al. 2004; Roberts et al.
2004; Economist 2005a; Janke/Weiland 2005, and company websites)

However, it is to note that not all Chinese branded companies will take
this path. There are already few Chinese companies that have proactively
invested in own R&D facilities in order to be independent from foreign IP
(Business Week 2004). Best R&D practice among Chinese companies is
considered Huawei Technologies %2R which invests around 10% of
its total revenues on R&D and has already set up international R&D facili-
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ties in India, Russia, Sweden and the US (box 3-2, Roberts et al. 2004;
BCG 2006c: 13-14; China-Embassy 2006). Moreover, it is to note that
most of the typical OEM suppliers such as Midea and Galanz, though lack-
ing own international IP, can already rely on own strong brands estab-
lished in the domestic markets. As a reminder, Midea was ranked among
the top 10 most valuable Chinese brands in 2004 by Beijing Famous Brand
Evaluation.”” As the next section shows, these brands have thus not only
learnt about developed markets through Sino-foreign joint ventures and
OEM arrangements, but could also already demonstrate their own brand
power towards global retailers operating in China.

Global retailers

At the same time, when Chinese companies have learnt about international
manufacture standards and Western basic consumer needs though Sino-
foreign joint ventures and OEM arrangements, many of the same compa-
nies also got in touch with foreign sales culture and modern retail formats
like hypermarkets, supermarkets and convenience stores in China. While
prior to China’s WTO ascension, the Chinese government had primarily
owned and managed all distribution channels, and private wholesale and
retailing had been marginal (Shaw et al. 2003: 45-46), global retailers such
as Carrefour (France), Wal-Mart (USA) and Metro-Group (Germany) have
opened up retail outlets at an accelerate pace since. It is said that they have
grown by up to 50% a year (Hemerling et al. 2004: 1; Murphy 2005). Car-
refour, for instance, was the first international retailer to establish presence
in Asia. They began their experience in Taiwan in 1989 and started opera-
tion in China in 1995 by their first retail store in Beijing. In July 2006,
Carrefour is China's leading foreign retailer running 79 hypermarkets in
more than 20 cities and 242 hard discount stores, including franchisers and
partners. In 2004, Carrefour had revenues of US$1,753m (table 3-5, com-
pany websites). The company expects that its sales in China will continue
to grow by 25% to 30% each year at least till 2010 (Child 2006). Wal-
Mart, the world’s largest retailer, gained revenues of US$822m in China in
2004 and runs 51 supercentres, 3 Sam’s Clubs and 2 neighbourhood mar-
kets by 2006 (annual report 2006). Metro Group has 30 cash & carry out-
lets and US$677m revenues in 2004 (company websites).”® Other interna-

97 See chapter ‘Top Chinese brands in 2005/2006°.

% Cash & carry are superstores particularly selling its grocery and non-grocery
items to resellers and commercials. Hypermarkets typically sell broad ranges of
grocery and non-grocery items by sales area above 5,000m” per store; they are
typically located outside city centres. Supermarkets likely have 400 to 2,500m”
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tional retailers operating in China are IKEA (Sweden), Auchan (France),
Ito-Yokado (Japan), OBI (Germany), Tesco and B&Q (both UK) (Dickens
2004; European Retail Digest 2006).%

Typically, the global retailers, among them Carrefour and Wal-Mart, are
used to work with Chinese branded companies on OEM basis for their pri-
vate labels that are sold in their international markets (e.g., Gao et al.
2003). Carrefour, for instance, created up 2,000 food and non-food prod-
ucts with different OEM-brand labels: Carrefour, Carrefour Quality Line,
Firstline, Frenchtouch, and Bang (Carrefour websites). In China, however,
the picture is different. Since Chinese consumers often prefer Chinese
brands over foreign labels due to patriotism, trustworthiness and their
competitive price-value-ratio,'® Carrefour offers a modern retail format in
China that is a mixed with local tastes as seen in figure 3-15:

Fig. 3-15. Food and electronics sections in Carrefour Shanghai Wuning store in
October 2006 (own photos)

In the fresh-food sections there are tanks of live fish, eels, bullfrogs, and
turtles, while vacuum-packed strips of bacon and slices of pepperoni lie in
refrigerated cases a short distance away (Child 2006). In the electronics
section Chinese brands including Lenovo, Haier, TCL, Hisense, Skyworth,
Konka, Changhong, Midea and Galanz are dominating the shelves, while
global brands like Philips, Nokia and Sharp complete the product portfolio
(own store checks). Since the markets differ a lot across China’s provinces,

sales area per store and offer broad ranges of non- and grocery items. Discount-
ers typically offer limited grocery items and varying non-grocery items as pro-
motion. They usually have simple store designs and sales areas of 400 to
1,000m? per store (M+M Planet Retail 2006).

% Compare to chapter 2 ‘brand distribution’.

100 Compare to previous chapters.



110 3 The who is who of Chinese branded companies

in a hypermarket store in Shanghai, for example, 50% of the televisions
would be flat-screen TVs, whereas in the middle and western China it
would be only 10% because today’s flat screens are too advanced and too
expensive for those areas (Child 2006).

Although the relevance of global retailers for Chinese brands seems to
increase in line with the growth of the retailers in China, it is to note that
the total market share of foreign retail companies only added up to less
than 2.6% of the entire market in 2004 (Schramm/Taube 2006: 23-24). The
top three retailers Carrefour, Wal-Mart, and Metro-Group only accounted
for total revenues of US$3,253m, which is not even half of the total reve-
nue of China’s retail giant Shanghai Bailian 7% (table 3-5).

Ranking by Chain store Rgvenges 2004 Revenue growth
revenues in mio. US$ 2003/04 in %
1 Shanghai Bailian 7267 22.5
2 GOME Electrical Applaince 2563 34.3
3 Dalian Dashang Group 2479 27.0
4 Suning Applaince 2382 79.6
5 Carrefour (China) 1753 20.9
7 China Resources Suguo Supermarket 1487 44.9
15 China Resources Vanguard Supermarket 1270 6.7
20 Wal-Mart China 822 30.5
23 Metro Group 677 13.2

Table 3-5. Revenue of selected chain store companies in mio. US$ in China in
2004 (taken from Schramm/Taube 2006: 23)

Bailian is specialised in supermarkets and department stores and in-
cludes four companies: Shanghai No. 1 Department Store, Shanghai
Huanlian Co. Ltd., Shanghai Friendship Co. Ltd., and Shanghai Materials
and Logistics Co. Ltd. (Jiang 2004). With respect to electrical appliances,
the Chinese retailers Gome [E/52and Suning #5‘7* play also a growing role.
Between 2002 and 2004, the privately-run chains more than doubled their
combined stores and count now to over 500 (CCFA 2005). Moreover, tra-
ditional Chinese trade channel formats like traditional street markets and
small, local department stores are still very important (Lo et al. 2001; He-
merling et al. 2004: 1). They accounted for more than 70% of the total re-
tail sales in China in 2004 (table 3-6, Schramm/Taube 2006: 22).
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Modern trade channels  Traditional trade channels

Categor

gory Example Market share in % Market share in %
Personal care Shampoo 50 50
products
Durables TV sets, microwave ovens 30-35 65-70
Home care Laundry detergent 30 70
products
Ready-to-drink Carbonate soft drinks 25 75
beverages
Snacks Rice crackers 15 85

Table 3-6. Role of traditional and modern trade channels by product category in
market share % in China 2004 (Hemerling et al. 2004: 1)

In order to maximise their own revenues, Chinese brand companies
have thus often established a broad and sophisticated sales and distribution
network, covering not only larger cities but also smaller cities and the
fragmented rural areas. Midea, for instance, is said to run 24 regional of-
fices and over 1,000 service locations, cooperating with small regional dis-
tributors to get access to the smaller cities, and with national and global re-
tailers to strengthen its presence in the larger cities (Yuan/Dawar 2001: 4,
company websites). But, what are the reasons that after more than 10 years
of presence and growth in China, the relevance of global retailers is still so
small?

One reason is that Chinese consumers still prefer Chinese retailers and
acknowledge them a better image. Even though many foreign stores have
adjusted their product range to Chinese buying habits, Chinese stores still
enjoy perceived advantages concerning product range, freshness of prod-
ucts and pricing (Schramm/Taube 2006: 23). IKEA, for instance, struggles
with its brand positioning in China, since they have just rolled out their
usual global store blueprints and are now perceived as comparatively ex-
pensive (Dickens 2004). Another reason is that modern retail formats are
not yet widespread across entire China, but rather concentrated in a small
number of metropolitan areas. As prior research found out, global retailers
would typically follow the expansion of China’s purchase power, and
would thus still be essentially non-existent in rural areas due to prohibi-
tively high costs of set-up (Shaw et al. 2003: 46; Hemerling et al. 2004: 1;
Schramm/Taube 2006: 22). Other market observers remarked that many
foreign retailers suffer from central government regulations and market re-
strictions. While some global retailers, Carrefour among them, are reported
to be bypassing them to open illegal stores by doing deals with local gov-
ernments, other stores groups, such as Tesco, B&Q, and OBI, have entered
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the market through acquisition and joint ventures with local retail partners
(Dickens 2004; Underwood 2006).

All in all, however, though global retailers may have difficulties to ex-
pand their market shares in China, it is safe to conclude that at least the
Chinese branded companies have benefited form their presence in the Chi-
nese markets. They could establish relationships to the global retailers’
management, get to know their internal organisation structure, their per-
spectives on consumer satisfaction and branded sales culture, including
product quality, design, pricing, merchandising, after-sales-service as well
as storage, inventory and chill techniques (Shaw et al. 2003: 46). More-
over, Chinese branded companies could demonstrate their own brand
power towards the global retailers and prove them that they are able to sat-
isfy the needs of several different trade channels at the same time.

Since one could assume that Chinese branded companies are going to
use their learnt competences and established relationships to enter the de-
veloped markets by their own brands, the next section aims to examine
whether and to what extent Chinese branded companies are already present
in developed markets.

3.2.2 China’s presence in developed markets

The presence of Chinese branded companies in developed markets can
generally be investigated from two perspectives: the Chinese organisa-
tional perceptive or the Western consumer perspective. Accordingly, the
first section gives a short review on China’s government policies since
1978 concerning China’s outward investment and global brand building.
The second section then examines China’s country-of-origin in developed
markets, exemplified by German consumer attitudes and associations with
China, Chinese products and brands.

Government policies of outward investment and global brand
building

Transnational operations of Chinese state-owned enterprises started long
before 1978 in the areas of ocean shipping, financial service and trading,
amongst them, the Chinese-Polish Joint Stock Shipping Company known
as CHIPOLBROK that was established in June 1951 with each govern-
ment holding 50% shares, and the China Merchants Steam Navigation
Company, China Travel Ltd., and the Bank of China Hong Kong Branch
that all had been established and state-owned in Hong Kong well before
the establishment of the PRC in 1949 (Shi 1989: 450; Zhang 2003: 82-87).
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However, it was after the Chinese government initiated its open door
policy in 1978 that Chinese outward investment begun to develop
(Choosin 1996: 91; Cai 1999: 859). Even in the first decade of China’s
open door policy, China’s outward FDI was insignificant as a foreign eco-
nomic activity (figure 1-1). The Chinese government felt rather ambivalent
towards China’s outward investment (Zhang 2003: 92), and gave priority
to the nation’s domestic economic restructuring by attracting inward FDI
into the Chinese economy. Both market and capital conditions were con-
sidered not yet necessitate a strategy of investing abroad (Cai 1999: 859;
Zhang 2003: 90-91). The few investment projects were in industries such
as engineering, construction and finance/insurance (Choosin 1996: 91; Cai
1999: 859), mainly conducted by centrally controlled state-owned compa-
nies and purposely built multinational corporations (Zhang 2003: 88).'°" It
is argued that most of these early investments were to a great extent moti-
vated by governmental rather than by commercial interests, for example, to
boost the confidence of foreign investors in the open door policy
(Zhang/Bulcke 1996: 417).

Starting in the mid-1980s, however, there was a big jump in China’s
outward FDI. From 1985 to 1990, a total of 577 Chinese foreign non-
trading affiliates were established, a figure which was over three times that
for the period 1979-1985 (Choosin 1996: 91). The affiliates covered more
than 90 countries and a wider range of industries such as metal-
lurgy/minerals, petrochemicals/chemicals, electronics/light industry, trans-
portation, finance/insurance, medicine and tourism (Cai 1999: 860-861).
Affected by China’s bid for the General Agreement on Tariffs and Trade
(GATT) and WTO membership, first submitted in 1986, and the sanctions
imposed on China by major economic powers in the wake of the govern-
ment crackdown in Beijing in 1989, the transnationalisation of Chinese
firms through outward investment was finally incorporated in the overall
economic development strategy at the 14™ National Congress of the Com-
munist Party in 1992 (Jiang 1992; Zhang 2003: 80).

Since then, China outward FDI experienced a large booming develop-
ment with a number of large outward investments, making China to one of
the top FDI exporters among developing countries since (UNCTAD

101 This includes the China State Construction Engineering Co. Ltd., the China
Civil Engineering and Construction Cooperation, the China Road and Bridge
Engineering Co. Ltd., the China Complete Set Equipment Import and Export
Co. Ltd., and the China International Trust and Investment Corporation
(CITIC). The Bank of China, for example, opened up a branch in Luxembourg
in 1979. COSCO, China’s national ocean shipping company started operation
in 1979, first in Hong Kong and then in the UK.
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2005b). The annual average of China’s FDI outflow substantially in-
creased from US$54m in 1984-89 to US$2,764m in 2001-2004. By 2004,
China has accumulated an FDI outward stock of US$38.8bn according to
UNCTAD country fact sheet (Cai 1999: 861; UNCTAD 2005a).'> Accord-
ing to statistics of the Ministry of Commerce of the People’s Republic of
China (MOFCOM) (2006c¢), China’s non-financial direct overseas invest-
ment was US$6.92bn in 2005. At the same time, China began also to seek
to list parts of its state-owned companies on the international equity mar-
kets in order to rise funding for cross-border mergers and acquisitions. For
example, in 1997 the sale of China Telecom (Hong Kong) raised US$4bn.
In 2000, the three large oil giants China National Petroleum Corporation
(CNPC), Sinopec and China National Offshore Oil Corporation (CNOOC)
plus China’s telecom giant, China Unicom, listed subsidiaries in Hong
Kong and New York and raised a total of US$15bn (Zhang 2003: 101).

Assets in mio. US$ in 2003

Ranking
by foreign . .
assets Corporation Industry Foreign Total
1 Hutchison Whampoa Ltd. Diversified 59,141 80,340
7 China Ocean Shipping (Group) Company Transport, storage 8,457 18,007
10 Jardine Matheson Holdings Ltd. Diversified 6,159 8,949
13 China National Petroleum Corporation e)l?;;:glf?/lcjjﬁgtr. 4,060 97,653
16 Shangri-La Asia Ltd. Hotels, motels 3,672 4,743
17 CITIC Pacific Ltd. Diversified 3,574 7,167
18 CLP Holdings Blectricity, 3,564 9,780
gas, water

19 China State Construction Engineering Corp. Construction 3,417 9,677
26 China Resources Enterprises efg };g?/léfi‘rs\tr' 2,364 4,034
3 First Pacific Company Ltd. B e o™ 1,910 2,074
38 China National Offshore Oil Corp. Petroleum, natural gas 1,467 14,479
46 China Minmetals Corporation metals mining & 1,150 5,352

processing

Table 3-7. The TNCs headquartered in China and Hong Kong among the top 50
non-financial TNCs from developing countries, ranked by foreign assets in US$ in
2003 (UNCTAD 2005b: 271-272)

As a result, an increasing number of Chinese firms are now among the
top 50 largest transnational corporations (TNCs) from developing coun-

12 Note that all UNCTAD FDI figures exclude cross-border M&As.
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tries. While in 1994 there were only seven companies from China and
Hong Kong, in 2003 there were already twelve companies, not including
corporations from Taiwan (table 3-7). Hong Kong conglomerate Hutchison
Whampoa is also ranked 16™ among the world’s top 100 non-financial
TNCs by foreign assets in 2003 (UNCTAD 2005b: 268-271). Among the
world’s top 50 financial TNCs 2003, there are three Chinese financial in-
stitutions, namely the Industrial and Commercial Bank of China (ranked
23), Bank of China (ranked 34) and China Construction Bank (ranked 39)
(UNCTAD 2005b: 273). However, by global standards, China’s outward
FDI and cross-border M&A is still tiny. In 2004, China accounted for only
0.25% of the global FDI, ranking 28" among all countries (UNCTAD
2005b). Moreover, market-orientated outward investments into developed
countries such as Western Europe and the USA, are also tiny so far (Zhang
2003: 108). Major recipient of China’s outward FDI is Hong Kong which
concentrates heavily on the service sector, and is partly influenced by geo-
cultural affinity and strategic reasons such as raising funds in the capital
market there, or using Hong Kong as a springboard for exploring other in-
ternational markets (UNCTAD 2003: 4; Ke 2005). Other major investment
recipients are natural resource-seeking projects which are basically situ-
ated in Australia, New Zealand, North America, Kazakhstan and Africa
(Zhang/Bulcke 1996: 403, 410; BCG 2006b: 11; Grill 2006).

However, since 2000, there is some indication that Chinese manufactur-
ing firms have also made aggressive investments overseas, in order to ex-
pand their market presence, to circumvent protectionism and to escape the
sluggish domestic demand and overcapacities (UNCTAD 2003). One of
their key market expansion regions is South Asia (Zhang 2003: 109), but
Chinese FDI into developed countries is also rising. According to a EIU
survey among 176 Chinese companies, 17% target Asia, 12% Europe and
Russia, and 11% North America for future outward investments (EIU
2005: 14). The motives for investments in developed markets include ac-
cess to new growth markets, advanced technology, global brand names,
distribution networks and foreign management skills (UNCTAD 2003: 6;
EIU 2005: 42-43; Beebe et al. 2006: 4-5).

With growing financial reserves, Chinese TNCs have in particular be-
gun to focus on mergers and acquisitions abroad (UNCTAD 2003: 6; EIU
2005: 19). BCG (2006b: 8) estimated that from 1986 to 2005, they have
invested some US$27.6bn in non-Chinese companies abroad, nearly a third
of it in 2004 and 2005. According to MOFCOM, M&A also accounted for
over 80% of Chinese companies’ total outward investment in the first
seven months in 2006 (Jiang 2005). In 2005, this includes Lenovo’s pur-
chase of the IBM PC division for US$1.25bn (Lenovo Deutschland 2005),
SAIC’s 50.6% acquisition of South Korea’s Ssangyong and purchase of
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the design rights of MG Rover 25 and 75 for US$116m (Taube 2005: 4;
Jing 2006), and CNPC’s acquisition of PetroKazakhstan for US$4.2bn
(Beebe et al. 2006: 1). Accessing foreign technology also takes the form of
establishing R&D centres in developed countries. For instance, Huawei
Technologies and ZTE Corporation have each established an R&D centre
in Sweden, Konka an R&D facility in Silicon Valley, and Kelon a design
centre in Japan (UNCTAD 2003: 6).

Aside from market factors, the Chinese government is becoming more
supportive for Chinese companies to expand and invest globally, since
they have acknowledged that being the cheapest assembly line in the world
has limited future potential (Wu 2005; Miiller/Turner 2006; Yu 2006: 377-
393). Thus, over the past few years, various government agencies such as
the National Development and Reform Commission (NDRC), the Ministry
of Finance, the Ministry of Commerce (MOFCOM) and the State Admini-
stration of Foreign Exchange (SAFE) have all developed policies encour-
aging Chinese companies to expand overseas. Chinese firms are sanc-
tioned by easier access to foreign exchange, to financing and insurance
services from commercial banks and the Export-Import Bank of China,
and to preferential policies such as corporate income tax exemptions
(UNCTAD 2003: 9; China Daily 2004b; Beebe et al. 2006: 6). "The Chi-
nese government has been preparing the top 100 to 150 companies to go
overseas and expand," said Jack Huang, a chairman of the Chinba practice
at the law firm Jones Day. "The government wants to use this as a testing
ground, to see how well the companies stand up to international competi-
tion” (quoted in Barboza 2005). As a result, dozen of Chinese companies
stand in waiting and already sixteen corporations from China and Hong
Kong were ranked among the Fortune Global 500 companies in 2005,
most of them from national monopoly industries such as electric power,
petroleum and banking (table 3-8).

However, as the Fortune 500 reveals Chinese global brands are rather
few (Wu 2005).' Therefore, the Chinese government has recently begun
encouraging Chinese firms to build Chinese global brand names (Wu
2005). Premier Wen Jiabao said that brands made in China would repre-
sent the image of a nation, its economic strength, its result of scientific de-
velopment and the solemn commitment to consumers (MOFCOM 2006b).
In 2001, the Chinese government thus launched its so-called “brand strat-
egy” (China Daily 2005c), and established the China Brand Name Promo-
tion Committee, organised by the General Administration of Quality Su-
pervision, Inspection  and Quarantine of the People’s Republic of China
(AQSIQ) (People's Daily Online 2001). As reported, the committee should

103 Compare to chapter ‘Top Chinese brands in 2005/2006°.
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support Chinese companies to appraise, manage, advertise, and create
China's brand-name products in order to make them influential and com-
petitive on global markets, and to increase their technological innovation
and quality to enhance the brand image of ‘made in China’ (People's Daily
Online 2001; China Daily 2005¢; AQSIQ 2006).

Rank Company Country Rgvenyes 2004 Erofi't s 2004
in mio. US$ in mio. US$
1 Wal-Mart USA 287,989.0 10,267.0
2 BP UK 285,059.0 15,371.0
3 ExxonMobil USA 270,772.0 25,330.0
4 Royal Dutch/ Shell Group NL 268,690.0 18,183.0
5 GM USA 193,517.0 2,805.0
20 IBM USA 96,293.0 8,430.0
21 Siemens Germany 91,493.2 4,144.6
23 Hitachi Japan 83,993.9 479.2
25 Matsushita Electric Industrial Japan 81,077.7 544 1
31 Sinopec China 75,076.7 1,268.9
39 Samsung Electronics South Korea 71,555.9 9,419.5
40 State Grid China 71,290.2 694.0
46 China National Petroleum China 67,723.8 8,757.1
47 Sony Japan 66,618.0 1,524.5
115 LG Electronics South Korea 37,757.5 1,403.8
212 China Life Insurance China 24,980.6 74.3
224 China Mobile Communications China 23,957.6 4077.9
229 Industrial & Commercial Bank of China China 23,4446 279.2
262 China Telecommunications China 21,561.8 2,422.0
287 Sinochem China 21,561.8 229.7
309 Shanghai Baosteel Group China 19,543.3 1,637
315 China Construction Bank China 19,047.9 5,846.2
316 China South Power Grid China 18,928.8 231.4
339 Bank of China China 17,960.4 2,529.0
347 Hutchison Whampoa Hong Kong 17,280.8 2,070.7
397 Agricultural Bank of China China 15,284.6 242.0
434 COFCO China 14,189.4 1214
448 China First Automotive Works China 13,825.4 293.4
500 Masco USA 12,4311 893.0

Table 3-8. Selected Fortune Global 500 companies by US$ in 2005 (Fortune
2005)
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In the 11™ Five-Year Plan (2006-2010), the Communist Party also an-
nounced the establishment of Chinese global brands as a plan target: “By
the end of 2010, China will have a group of enterprises that have strong in-
ternational competitiveness, proprietary intellectual property rights and
famous brands” (Xinhua 2005). As a part of the plan, the Chinese govern-
ment adopted “a market-orientated technology strategy” (Wang/Yin 2005).
This includes a national R&D budget of 2.5% of GDP till 2020 and respec-
tive R&D spending of China’s large enterprises (Shanghai Daily 2006).
Moreover, the Ministry of Commerce plans to build 100 export bases for
“its creative and high-tech industries” and to support 100 big group com-
panies and 1,000 others with strong R&D capability to build their own
brands (Chen 2006). The aim is that China’s reliance on foreign technol-
ogy shall decline and the number of patents granted to Chinese nationals
shall rank among the world’s top five countries by 2020, including cutting-
edge technologies in biology, information industry, materials technologies,
and advanced manufacturing.

To support China’s brand building, the Chinese government will also
improve its intellectual property rights system, create a legal environment
in which intellectual property is protected, increase awareness of IPR pro-
tection and crack down on IPR infringement (Roth 2005; Shanghai Daily
2006; Zhu 2006). Probably surprising for foreign companies is the fact that
Chinese branded companies likely suffer more than three times more from
China’s widespread piracy than foreign multinationals (Balfour et al. 2005;
Schramm 2005; Zhou 2005). A study of the Chinese Ministry of Informa-
tion Industry even stated that 37% of the Chinese software industry was
struggling with piracy in 2005 (Roth 2005). To advocate brand awareness
and to inspire innovation and IPR in China, the Ministry of Commerce
very recently also initiated its so-called "Brand Promotion Activity" in
June 2006 (MOFCOM 2006a), which includes a brand promotion tour on
5 routes across entire China, “which are promotion of open brand in east-
ern area, promotion of brand rising in central area, promotion of brand de-
velopment in western area, promotion of brand revitalization in northeast
area and promotion of Chinese brand ‘going abroad’”(MOFCOM 2006b,
2006a).

At firm level, a study of BCG (2006c: 13) forecasted eighteen Chinese
companies with potential to take their domestic brands global. As table 3-9
indicates, these are particularly companies of the industries of home appli-
ances, consumer electronics, computers and IT components, and automo-
tive equipment. The going-international of the Chinese branded companies
Haier, TCL, Hisense and Lenovo will also be investigated in chapter 5 in
more detail.
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Ranking by Revenues 2004
revenues Company Industry in mio. US$
1 China FAW Group Corporation Automotive equipment 15,088
2 Haier Group Home appliances 12,244
3 (S;Zer‘;grg?iioAnu(?r rg:;i\(/g K;gl;sw Automotive equipment 12,056
4 Lenovo Group Computers and IT components 12,000
5 Dongfeng Motor Company Automotive equipment 11,800
6 SVA Group Company Consumer electronics 5,100
7 TCL Corporation Consumer electronics 5,071
8 Midea Holding Company Home appliances 3,620
9 Hisense Corporation Consumer electronics 3,288
10 g?(')?iap 'éit:gg?; t';)ena(véll\? I_L'l Itij;—rUCk Automotive equipment 2,818
11 Gree Electric Appliances Home appliances 2,642
12 Chunlan Group Corporation Home appliances 2,373
13 Konka Group Company Consumer electronics 1,610
14 ?;Igynmoarg; Multimedia International Consumer electronics 1,490
15 Nanjing Automobile Group Automotive equipment 1,339
16 Galanz Group Company Home appliances 1,245
17 Tsingtao Brewery Food and beverages 907
18 Erdos Group Textiles 378

Table 3-9. Chinese firms with potential to take their brands global, ranked by
revenues in US$ in 2004 (own illustration of BCG 2006¢)

China’s country-of-origin

As the last chapter shows, the Chinese government has great global brand
ambitions, and few Chinese brands have already started to conquer devel-
oped markets. But, what is the feedback from the developed markets so
far? What do Western consumers associate with Chinese brands? Do they
know, like and purchase Chinese brands? Since China lags far behind de-
veloped countries in Western Europe and the US in terms of economic de-
velopment, it is said that Western consumers usually have many prejudices
against Chinese products, as they are unconvinced that a Chinese brand
could manufacture and support products of a sufficient quality and reliabil-
ity to match their needs (Gilmore/Dumont 2003; Amine et al. 2005: 140).
In addition, because China is, despite of its 30 years of modernisation, still
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considered a Communist system with a different understanding of human
and individual rights, there are many Westerners who feel animosity
against China and Chinese products (Klein et al. 1998: 90; Amine et al.
2005: 124-126).

When you think of the country China, what are your first five associations and thoughts?

Characteristics & qualities Values & attributes
» World’s largest population * Dynamic
 Fast economic growth * Powerful

* Impressing country size
* Ancient history & culture
* Low labour costs

» Fakes & imitations « Strange & exotic
* Large environmental pollution * Optimistic

« Capitalist communism * Pragmatic

* Large urban-rural income gaps . )
° gap Look & symbols Ruthless & inhuman

* Hard-working
* Undemocratic & collective
« Fascinating

* Great Wall

» Dragons

» Shanghai

* Mao

* Red

* Tasty food

« Alternative medicine/
acupuncture

Online survey in October 2006, n = 84 Germans

Fig. 3-16. Qualitative summary of the key associations with the country China in
October 2006 (own research, similar Publicis Sasserath 2006: 37)

An unrepresentative online survey conducted in October 2006 among 84
Germans between 25 and 60 years old, mainly high-educated (university
degree) and partly with previous China experiences, thus aims to detail at-
titudes and associations of Western consumers with China, Chinese prod-
ucts and brands.'™ As figure 3-16 shows, the surveyed German consumers
associated with the country China sophisticated attributes which can be
considered as partly positive and partly negative. On the positive side,
there are the ancient Chinese culture & tradition, symbolised by the Great

104 Publicis Sasserath, a brand consultancy in Germany, conducted a similar online
survey with n = 64 in September 2005, although with a different focus. They
did not differentiate associations with the country China from associations with
Chinese products, and in particular asked Likert-scaled questions in order to
compare ‘Made-in-Germany’ versus ‘Made-in-China’ images. However, the
presentation of the survey results as seen as in figure 3-16 appears similar to
their report’s presentation (Publicis Sasserath 2006: 37).
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Wall, dragons, tasty food and alternative medicine/ acupuncture, as well
typical qualities of a developing country such as low labour costs (similar
Publicis Sasserath 2006: 37). In addition, it becomes evident that the Ger-
man consumers acknowledged China’s modernisation progress from a de-
veloping country to a world powerhouse. Almost half of all respondents
characterised China by its large population, more than every third respon-
dent named China’s economic growth as his/her key association. More
than every seventh called China already a world power. Most often used
adjectives were dynamic, powerful, hard-working, optimistic and prag-
matic. The city Shanghai was indicated as China’s symbol of the present,
and was described as glamorous and with a large number of huge sky-
scrapers.

On the negative side, however, the survey confirmed that Westerners
likely show an ambivalent feeling towards the Chinese government. The
respondents criticised the government as inhuman and ruthless, since they
would follow their economic modernisation process by all means, and
would even behave more capitalistic and egoistic than the Westerners
would do. Since individual freedom is self-evident and guaranteed in the
West, the Germans named the Chinese system as collective, undemocratic
and illiberal, in particular evaluating the situation of China’s human rights,
press liberty and security of intellectual property as very poor. They also
negatively associated with China large environmental pollution and grow-
ing income differences between rural and urban areas, and seem to be
partly scared of China due to its enormous population, immense country
size and dynamic growth.

Whereas the associations with the country of China among the surveyed
Germans may be evaluated as quiet sophisticated, the image of Chinese
products is driven by typical prejudices and scepticism rather than by own
product and brand experiences (figure 3-17, Frank 2005: 3; Swystun et al.
2005: 3; Publicis Sasserath 2006: 33). More than 70% of all respondents
named Chinese products as cheap; almost every second criticised them as
pure copies and fakes of Western originals, and perceived the product
quality and design as poor, low-tech and made of plastic. The respondents
also indicated that Chinese products have in their eyes poor serviceability
and are more junk goods & trash rather than reliable consumer goods. Tex-
tiles, shoes, consumer electronics and IT hardware were typically associ-
ated Chinese product categories (similar Publicis Sasserath 2006: 20).
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When you think of Chinese products, what are your first five associations and thoughts?

Product categories & qualities Values & attributes

» Fakes & imitations » Cheap

* Bulk and low quality goods * Unreliable

* Textiles & shoes * Plastic & low tech

» Consumer electronics & IT Chinese * Colourful

» Junk goods & trash products » Bad _design & poor usability
« Low production costs * Inevitable & everywhere

< Exploitation of labour * Improving & fast

Brands & symbols

* Made-in-China
* Faked labels
* No brands

Online survey in October 2006, n = 84 Germans

Fig. 3-17. Qualitative summary of the key associations of Germans with Chinese
products in October 2006 (own research)

Across all industries and product categories, which Chinese brand names do you know?
(maximal 5 brand names)

Lenovo | 29%

Haier | 27%

Landwind 14%

Tsingdao. [T 14%

TCL 7%

Bank of China :| 6%

Not known any Chinese brand name | 39%

% of respondents

Fig. 3-18. Unaided brand awareness of Chinese brand names in October 2006
(own research)

However, as the study also reveals, almost 40% of the same respondents
were not able to remember one Chinese brand name at all (figure 3-18).
Those respondents, who have known a Chinese brand name, partly admit-
ted that they would not know the brands from own product experiences but
only from media reports. Lenovo and Haier were the most known brands.
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Surprisingly, the brand Landwind scored also relatively high in brand
awareness. Landwind is a cross-county vehicle created by the Chinese car
maker Jiangling Motors which was introduced as the first Chinese car in
the German market for the price of €15,000 during the IAA (International
Automobil-Ausstellung) in Frankfurt in September 2005. In a crash-test
conducted by the German automobile club ADAC, however, it failed to
measure up to the European safety standards (ADAC 2005; Spiegel online
2005). Jiangling Motors, though having rejected the critics, finally can-
celled the car launch into the German market (Sedan 2006). Although this
market failure is already one year ago, the surveyed Germans kept the
Landwind brand in their minds, probably because Germans are generally
highly informed and involved in automobiles, and the poor performance
combined with a cheap price has confirmed their general prejudice against
Chinese products.

Imagine you have bought a Chinese electrical product (TV set, refrigerator, computer, mobile
phone, etc.), what was the main reason of purchase?

The cheap price ] 51%

The convincing price-value-ratio ] 23%

The product quality []1%

The product design |0%

The technological innovation []1%

The brand |0%

Ignorance. If | had known that it is i
Chinese, | would not have bought it 1%

Cannot imagine. | do not buy
Chinese products by principal 1%

% of respondents

Fig. 3-19. Chinese electrical products - main reasons of purchase in October 2006
(own research)

This prejudice can also be confirmed in the electronics sector. Figure 3-
19 reveals that the main reasons of purchasing a Chinese electrical product
among German consumers are a cheap price (51%) and a convincing price-
value-ratio (23%). 24% of all respondents even indicated that they want to
prevent buying a Chinese electrical product by all means.

However, on the positive side, the survey revealed that many respon-
dents already acknowledged the fast progress of Chinese products and
their improvements in quality, design, and technology over the last few
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years (figure 3-17). Some Germans already associate with Chinese prod-
ucts “high quality”, “innovation”, and “good design” (similar Publicis
Sasserath 2006: 19). Since Chinese companies would constantly shift their
production focus towards high-tech goods such as IT, computers and mo-
bile phones and would increase own R&D and innovations, already 6% of
all respondents already believe that Chinese products will get ahead of
Western products in near future.

To enhance and accelerate this “new* image of China and Chinese
products and brands, the Olympic Games hold in Beijing in 2008 may
help. Publicis Sasserath (2006: 26) expects that the local Chinese sponsors
of the Olympic Games will strengthen their brand image, relevance and
trustworthiness of Chinese products in the world. The Beijing Organizing
Committee (BOCOG) expects that “the Olympic Games provide an hon-
ourable opportunity to enhance their image and demonstrate their strengths
in key technologies, products and services while gaining recognition for
their commitment to China’s national quest for professional excellence and
in all realms of business” (BOCOG 2006). As figure 3-20 shows, these
Chinese brands are amongst others Lenovo (Worldwide Olympic Partner),
China Mobile, Bank of China, Air China (all Beijing 2008 Partners), Haier
and Tsingdao (Beijing 2008 Sponsors).

Worldwide 0lympic Partners Beijing 2008 Partners Beijing 2008 Sponsors
L. Aros ® @ Haiel dwismse 2.8 .5
Calily. “Sign | yswe  DDS ®.8
K #ﬂm &' n'-vy::-im‘; EiRE

At

@GE Kodak = (E)mans

cNPC Beijing 2008 Exclusive Suppliers

A Ciwn® EIF E3 o
N M e I @B R &
lenovo [ Manulife @w& @
mEns

Q gnl’lsnmuﬁnf\u:on Beijing 2008 Suppliers
OMEGA ddidas Wt erprat o
an—...... A T 5,
) ) Bjing 2002

Fig. 3-20. Partners and sponsors of Beijing 2008 Olympic Games, as announced
by October 2006 (BOCOG 2006)

China’s capital Beijing was awarded the right to host the 2008 Olympic
Games in 2001 and since then the Chinese government and the BOCOG
begun “to invite the world in and introduce China to the world” (BOCOG
2006). They chose the slogan “One world One dream, [i]—/Mth 5t
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W] — M54, the five mascots called “Friendlies” (figure 3-21), and
started promoting the Games in and outside China by thousands of posters,
merchandising articles, media announcements, and several impressive con-
struction sites in Beijing (host city) and its co-host cities in Shanghai,
Tianjin, Shenyang, Qinhuangdao (all football), Qingdao (sailing) and
Hong Kong (equestrian) (Schmidkonz 2005; BOCOG 2006; Yu 2006:
330-346).

2B%F Sriendlies

WENR WHE R AR e fdig R
Beibed m | - Congreny Nini

Fig. 3-21. The five Olympic Mascots “Friendlies” (BOCOG 2006)

3.3 Brief evaluation of both areas of experience

In the previous chapters many different aspects about China and Chinese
branded companies with respect to their domestic brand management ex-
periences and experiences with developed markets were discussed. This
section now aims to sum up the key issues of both areas of experience and
to briefly evaluate the major strengths and weaknesses of Chinese branded
companies by 2006.

As China’s history and modernisation since 1978 reveal, Chinese brands
and Chinese branded companies, as understood by Western marketing so-
cieties, did not emerge until 2000. Since then, however, they made rapid
progress in domestic brand management through primarily copying West-
ern marketing approaches and learning from multinational brands operat-
ing in China. As a result, by 2005/2006, China has produced some power-
ful Chinese brand names, amongst them the conglomerates Haier and
Lenovo as well as few aspiring consumer brands like Li-Ning, Mengniu,
and GOME, which all held leading positions in their respective local mar-
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kets. Compared to foreign brands operating in China, Chinese brands
thereby typically provide similar product qualities at lower price levels,
address local needs in a better way, and satisfy the desire of nationalism,
traditional values and cultural pride. For instance, Chinese branded com-
panies take the role of brand names very seriously and decide on names
which are a combination of both a Chinese written name with traditional
positive connotations and an English name with associations of fashion
and innovation. Moreover, in contrast to most foreign brands, leading Chi-
nese branded companies are also well established in China’s rural areas
and across all distribution channels in China. However, since increasing
numbers of foreign brands are attracted by the large potential of 1.3bn cus-
tomers particularly since China’s WTO accession in 2001, Chinese brands’
success is not granted, but challenged by fierce competition through over-
capacities, price wars and low profitability every day.

As a result, as the previous sections show, a few Chinese branded com-
panies have already started seeking additional market opportunities in
overseas markets since 2000. Based on the fact that China is the world’s
second largest exporter and the world’s largest manufacturing site, Chinese
branded companies can typically rely on an efficient supply chain, fast
production-cycles and competitive prices. In addition, the large presence of
multinationals in China has taught Chinese branded companies lessons in
manufacturing competences, foreign sales cultures and basic Western con-
sumer needs, and has enabled them to establish relationships to global dis-
tribution partners. While before the early 1990s, China’s outward invest-
ments were restricted to natural resource seeking projects and to boost the
confidence of foreign investors in the open door policy, the Chinese gov-
ernment now supports the going-international of Chinese brands by all
means. They offer funding and tax-reductions, established the China Brand
Name Promotion Committee, improve China’s IPR, and won the right to
host the 2008 Olympic Games, amongst others.

However, despite of China’s rapid development and global brand ambi-
tions, the previous sections also reveal that Chinese branded companies
still lack some of those corporate competences which are considered cru-
cial for long-term brand success by Western marketing societies. Even
though most of the Chinese companies have already acknowledged the
power and relevance of brands, most of them are still lost when it comes to
the creation and implementation of effective brand approaches. Chinese
branded companies typically lack own R&D, innovations and patents.
Chinese managers, particularly those of state-run enterprises, are often bu-
reaucrats and high party-officials who are used to fulfil governmental or-
ders and are not willed to venture into new management concepts and
long-term profit strategies such as marketing and branding. As a conse-
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quence, brand management is widely understood in China as equal to be-
ing ‘loud in the market’ and as another opportunity to push products in the
market and to make larger sales in a shorter time frame. Chinese branded
companies thus also lack organisational structures such as marketing de-
partments and market research, and regard broad advertising as its major
communication channel. Most advertising messages only promote func-
tional product benefits and a mixture of Chinese and Western values or
just governmental propaganda messages.

Since most of the Chinese consumers are not yet very sophisticated on
brands due to limited pockets and group-orientations, Chinese branded
companies have been very successful in China despite of these weaknesses
so far. However, as the study on China’s country-of-origin among German
customers indicates, these weaknesses may become a bottleneck for Chi-
nese branded companies when entering developed markets. Western con-
sumers have large prejudices against Chinese products and are uncon-
vinced that a Chinese brand could manufacture and support products of a
sufficient quality and reliability to fit their needs. How can Chinese
branded companies thus be successful in the USA and Western Europe?
Are there possible brand strategies? To address these questions, the next
chapter’s rationale is to discuss and formulate hypotheses on an appropri-
ate global brand approach for Chinese branded companies entering devel-
oped markets in the USA and Western Europe.
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The last chapter introduced Chinese branded companies and their overall
strengths and weaknesses with respect to domestic brand management and
international market experience. Along the theoretical brand options as
presented in chapter 2, the rationale of this chapter now is to hypothesise a
global brand approach for these Chinese branded companies when they
want to enter developed markets in the USA and Western Europe (WE).
The aim of this chapter is to discuss and choose from all theoretical brand
options, the option, which is considered the most appropriate choice for
Chinese branded companies and their areas of experience, and which
promises them the largest brand success in terms of long-term revenues
and profits in the US and WE markets. Best practices of Japanese (Sony,
Toshiba) and South Korean (Samsung) companies are used to support the
hypotheses.

Since global markets change fast and Chinese branded companies learn
quickly, the following hypotheses refer to the situation of Chinese branded
companies as described in chapter 3 and assume market entries by October
2006. According to the theoretical framework, the chapter starts with hy-
potheses on global brand aims, followed by hypotheses on strategic and
operative brand decisions, including, if relevant, aspects on brand control
& adaptation. All hypotheses are going to be tested in chapter 5 by real
Chinese case examples.

4.1 Aims of global brand building

HI1: Under the current conditions, Chinese branded companies have two
main motives of global brand building and entering US and WE markets.
First, they aim to use brand building as an additional channel to increase
their sales by entering new growth markets. And second, they aim to
enlarge their corporate size to fulfil the target, set by the Chinese govern-
ment, to establish Chinese brands as significant global players as a prove
of China’s economic and political power in the world economy.
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As chapter 3 shows, Chinese branded companies have competitive advan-
tages in manufacturing, sourcing and pricing. They benefit from China’s
low labour cost advantages and can typically realise economies of scales
due to large volume productions (Gao et al. 2003; Buckley et al. 2004).
Though one can argue that China’s OEM experiences has demonstrated
and taught Chinese branded companies that global brands are likely to
achieve higher profit margins because of larger brand price premiums and
higher general price levels in developed markets (Lu 2005), there is evi-
dence to hypothesise that Chinese branded companies regard global brand
building only as an additional channel to increase their sales basis rather
than their profits:

In China many consumer markets are characterised by fierce competi-
tion, price wars and overcapacities. To survive the market and to gain
critical size, many leading Chinese branded companies are thus extending
their brands to as many related and non-related industries as possible
(Huang/Du 2005: 93; Zhou 2005). To extend the brands onto new markets
in US and WE would therefore continue their growth strategy. In addition,
most of the brands lack own R&D, innovations and experienced brand
managers (UNCTAD 2005b: 114; BCG 2006a). Many of the top managers
are party officials who are used to fulfil governmental output targets, and
regard brand management as an unknown intangible area (Lu 2005; Brand
Agency 2006). Even if these companies attempted to target brand price
premiums instead of brand volume premiums in the US and WE, they
would be possibly not yet ready to compete with the existing brands. They
would lack outstanding designs, innovations and appealing brand images.

Since larger brand volumes would also immediately result in larger cor-
porate sizes, which can be proven by national and international statistics
such as the ranking of the Fortune Global 500 (figure 3-16), it is also hy-
pothesised that the Chinese government favours brand volume premiums
over brand price premiums. It is supposed that the Chinese government
demands successful market entries of Chinese brands in US and WE mar-
kets to demonstrate China’s economic and political power towards the
world economy (compare to MOFCOM'’s brand building efforts and the
establishment of the Brand Promotion Committee).

4.2 Strategic brand decisions when going-international

H2: Under the given conditions and not interfered by legal brand regula-
tions, Chinese branded companies decide on a global standardised brand
approach and a brand architecture of a branded house with very limited
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adaptations in branding and brand values across all operating country
markets.

A global standardised brand approach involves per definition a high degree
of consistency in visual, verbal, sonic and tactile brand identity across all
country markets and assumes that all markets are alike (e.g., Meffert
1986). It is the goal of the approach to achieve cost leadership by lower
unit costs that derive from larger volumes (Sattler 2001: 111-112). Taking
in account that Chinese branded companies already hold the cost leader-
ship in manufacturing, brand standardisation is hypothesised to be optimal.
This hypothesis is also supported by the fact that Chinese branded compa-
nies typically conduct a brand architecture of a branded house in China,
most times with the company itself as the one and single brand (Huang/Du
2005: 93; Zhou 2005). The geographical extension of the identical home
brand onto developed markets would therefore continue the existing brand
portfolio and would reduce complexity and coordination need.

In addition, Chinese branded companies have little experience in global
markets (Zhang 2003; Wu 2005), a fact that categorises them as ethnocen-
tric. They can also be characterised by autocratic management styles, cen-
tralised power, and large involvement of the Chinese government (e.g.,
Tse et al. 1997). According to the brand management theory, a global
standardised brand approach, in the sense that it is conducted as a copy of
the home brand with high control from the headquarters, would usually
suit these company characteristics best (Helm 1997: 85-88).

Although one can argue that the underlying assumption that all markets
are alike is incorrect when comparing Chinese markets with those in the
US and WE, Japanese companies have demonstrated international similari-
ties and the potential of brand standardisation by their success of world-
wide standardised, reliable products to competitive prices since the
1980/90s (Arnold 1992: 314). As competition globalises, these products
also often requires a global perspective as a kind of prerequisite to survive
the market (Thomas et al. 1995). Moreover, a high degree of brand stan-
dardisation enables Chinese brands to maximise their marketing spillover
effects across countries and to utilise global marketing efforts (Swystun et
al. 2005).

Furthermore, as most Chinese consumers in China are not yet sophisti-
cated when purchasing brands, Chinese branded companies have still large
room and flexibility to adapt the home brand approach in a way that suits
all local and foreign markets appropriately. However, as differences in in-
come and economic power are large across entire China, Chinese branded
companies may be required to offer cheaper and more low-tech products
under the same brand for China’s lower income classes. Since many lead-
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ing global brands also offer different products at different price levels un-
der the same corporate brand (Berndt et al. 2003; Esch 2004), it is assumed
that this necessity should not impact the overall brand approach.

H3: Given that Chinese branded companies lack own innovations, ad-
vanced technologies and international patents, they promote their brands
globally as ‘clever brands’, positioning them as a brand of quality, me-too
technology and low price, while being perceived advanced to pure dis-
count goods.

Chinese branded companies typically lack own innovations, advanced
technologies and international patents (BCG 2006a). When creating a
promising standardised brand approach for all operating markets in China,
the US and WE, they can consequently seldom compete on unique tech-
nologies and extraordinary designs. Brand promises such as Sony’s ‘Go
create” would be unrealistic and not reliable. However, despite of this lack,
it is hypothesised that Chinese branded companies can develop a unique
brand positioning, which is called “clever brands” (Publicis Sasserath
2006: 22): Clever brands would combine characteristics of classical brands
such as quality, after-sales service, trustworthiness and modernity with the
consumer need for low prices. Since Chinese branded companies have
comparative advantages in low price manufacture and in fast cycles of
product imitations, Publicis Sasserath (2006: 19), a leading brand consul-
tancy in Germany, recently acknowledged that Chinese brands democratise
many product categories and innovations for lower income levels and
make the newest technologies and status symbols affordable for a larger
group of consumers.

As many Western consumers are currently captured in ambivalent con-
sumer behaviour, Chinese clever brands could become an attractive option
(Publicis Sasserath 2006: 16). While in the past Western consumers have
purchased luxury articles and status symbols such as an old Cadillac to
show that they have class, the same consumers now drive a Mercedes-
Benz and shop commodity goods at a discounter to show that they are
smart. Today cheap is good (“Geiz ist geil”), and consumers who are trad-
ing up are also trading down to good quality at low prices (BCG 2006d).

However, as one can argue that the brand positioning itself is not new,
and can easily be copied by companies from other emerging countries,
speed in product imitations and in production cycles combined with a
powerful unique brand execution is crucial to the success of the Chinese
brand approach. Moreover, a good product and service quality must be en-
sured at all times in order to prevent that Western customers would find
any proof of China’s general poor country-of-origin (COO), as experi-
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enced in the market failure of Landwind in Germany in 2005 (chap 3.2.2.2,
ADAC 2005). Chinese branded companies are therefore supposed to estab-
lish sophisticated quality controls that approve their products according to
all relevant Western official and consumer-related quality standards.

H4: Given that own innovations and own international IP are regarded as
crucial for a long-term brand success globally, Chinese branded compa-
nies invest heavily in R&D in order to catch up with the global market
players (dependent on the industry, a R&D budget of at least 7-8% of total
revenues may become necessary to catch up).

A unique brand positioning as clever brands is supposed to be a short- and
mid-term approach for Chinese branded companies entering US and WE
markets. For the long-term run it is hypothesised that they need to advance
their products by own innovations and designs to gain own international 1P
in order to become more proactive and more independent from foreign
technologies and licensing agreements. Further, own IP may also enable
Chinese branded companies to shift their brand aims from pure brand vol-
ume premiums to brand price premiums. In general, innovation can be
conducted with respect to product, process, or business model (McGregor
20006).

As a recent study of BCG (2006a) explained, lack in international IP can
imply several crucial business risks for Chinese branded companies. They
may be excluded from key export markets due to IP barriers. They may be
relegated to the ‘low-end’ of product and technology markets because of a
lack of international IP assets. And they may be forced to pay an increas-
ing portion of their profits to foreign companies through royalties for high
technology access, which under certain circumstances may reverse China’s
low cost advantages to cost disadvantages, and make them uncompetitive
on the world market as clever brands. For example, analysts estimate that
the total cost of IP licensing for 3" Generation (3G) cellular phone manu-
facturers who do not own 3G patents may be as high as 25-35% of the fi-
nal selling price.

As the fact of lacking international IP that China is facing today is not
new, but was already overcome by Japan and South Korea in recent dec-
ades Chinese branded companies are supposed to learn from these experi-
ences and decide on similar solutions. According to BCG (2006a), Japan
especially took the path of IP orientated M&A. They completed at least
450 acquisitions of US companies with valuable intellectual property in
the computer, biotechnology, advanced materials, chemicals, electronics,
semiconductor and other high-tech industries in their IP seeking phase.
South Korean company Samsung has also invested in IP orientated part-
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nerships and joint ventures to develop an own IP portfolio over the years
(BCG 2006a). While in 1990, Samsung was granted 60 US patents and
was nowhere near ranking in the top 100 companies awarded US patents,
Samsung had increased its position all the way to number 5 on the US Pat-
ent & Trademark Office’s (USPTO) annual list of patent grantees with
1,641 patents by 2005. According to the company’s annual report in 2005,
Samsung has set a goal for itself to reach number three on the USPTO’s
list by 2007. Samsung was also ranked the twelfth most innovative com-
pany in the world in 2006 by BCG and Business Week for excellence in
product and process innovation (McGregor 2006).

To catch up with the leading global players, BCG (2006a) estimated that
Chinese branded companies have to overcome a relevant patent portfolio
of their competitors that has an advance of probably five to ten years, and
would require a 30 times increase of their current international IP invest-
ments. In terms of general R&D investments, the required increase may
depend on the industry. Since Samsung has a R&D budget of 6-7% and
Sony of 7-8% of total revenues (annual reports), it is hypothesised that
Chinese branded companies operating in similar industries require at least
a budget of 7-8% to catch up. This would mean a 10 times increase of the
average Chinese R&D budget as given for 2003 (Yi/Ye 2003: 58). Since
many Chinese branded companies suffer from low profitability and may be
reluctant to invest in R&D due to China’s poor IPR, it is assumed that the
Chinese government will ensure the funding as a part of their “market-
orientated technology strategy” for the most promising branded companies
(Wang/Yin 2005).

H5: Given that Chinese branded companies target a global standardised
brand approach in all stages of their going-international in US and WE
markets, they decide on geographical brand extension as their mode of
market entry. Given that there are external market forces, unplanned mar-
ket opportunities, or political reasons which are considered more crucial
to business, Chinese branded companies decide on brand acquisitions
combined with brand transfers at a later stage.

In general, the mode of geographical brand extension suits companies that
favour higher control, lower costs and lower financial risk of investment
when going-international (Barwise/Robertson 1992). As already described,
Chinese branded companies are typically very centralised, autocratic, in-
experienced in international markets and thus reluctant against financial
risks (McGregor 2005; Zhou 2005). Therefore, if Chinese branded compa-
nies could choose freely, not interfered by any external market forces, it is
hypothesised that they would decide on geographical brand extension as
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their mode of market entry in US and WE markets. In addition, they are
supposed to seek for a powerful brand alliance to already well-established
Western brands to accelerate the market entry and to profit from their
brand equity. However, since brand alliances always need two parties to
sign a contract, Chinese branded companies may have difficulties to find a
promising Western brand that is willing to join a partnership. Chinese
brands suffer from a poor COO and may thus be considered a risk for the
partner’s own brand equity. On the other hand, Chinese branded compa-
nies may attract Western brands for an alliance, in which they expect to get
a better access to the Chinese market in return. Since Chinese markets are
already very competitive, one has to question whether this kind of alliance
would suit the interests of the Chinese branded company and those of the
Chinese government.

In industries of strong competition, Chinese branded companies may no
longer have the time for geographical brand extension (Barboza 2005).
Brand acquisitions may therefore become an option of market entry. How-
ever, promising M&A objects are rare and difficult to identify. Despite of
deep investigations and advanced planning, M&As remain risky
(Miiller/Gelbrich 2004: 737), can hardly be controlled, and require brand
transfers at later stages, if targeting a global standardised brand approach.
Since Chinese and Western corporate cultures are supposed to be ex-
tremely different, and Chinese branded companies lack experience in
cross-border M&As and brand transfers, it is hypothesised that they decide
on brand acquisitions only due to external market forces, unplanned mar-
ket opportunities or political reasons partly triggered by the Chinese gov-
ernment to demonstrate economical and political power to the West.

4.3 Operative brand decisions when going-international

H6: Given HI-H5, Chinese brand companies introduce their global stan-
dardised brand approach in the US and WE markets by a unique and pow-
erful, but cost-clever brand execution, including excellence in branding,
brand communication and brand distribution (dependent on the industry
and foreign market, a marketing budget of around 20% of total revenues
may become necessary in the first three years).

The idea of the brand positioning of “clever brands” implies that Chinese
brands shall be perceived as brands of quality, me-too technologies and
low price, and not only as pure discount offers. To ensure the superiority
towards no-name discount goods, a unique and powerful brand execution
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with excellence in branding, brand communication and brand distribution
is hypothesised to be crucial. The brand execution has to ensure to build
both brand awareness and to create a brand image and a brand preference.
Since a brand is not a brand in Western countries unless it competes along
emotional dimensions (Swystun et al. 2005), Chinese branded companies
decide on a hierarchy of unique and emotional brand associations that are
supposed to symbolise the brand promise of clever brands, and appeal to
their consumers worldwide.

Since Chinese brands are typically unknown in US and WE markets and
can quickly be hurt by China’s general poor COQ, it is hypothesised that a
market entry in US and WE markets is expensive (Dolan/Hardy 2002). Ro-
land Gerke (2006), president of Bosch-Siemens Home Appliances in
China, assumed that dependent on the industry and foreign market a mar-
keting budget of around 20% of total revenues would be necessary in the
first three years of market entry. He assumed that the marketing budget
may be reduced to 4-5% in year four, if some brand awareness is estab-
lished and the Western consumers are persuaded by the brand’s quality and
trustworthiness. Among market experts Samsung is considered best prac-
tice for a successful repositioning of a brand from a poor COO manufac-
turer to a brand of class and quality (e.g., Keegan/Green 2005: 328-329;
Roll 2006: 153). Samsung won several marketing prices, amongst the 2004
Gold Award winner for best international consumer promotion by invest-
ing around US$3bn a year in an integrated marketing approach, including
mass media advertising, sports sponsoring, and product placement
amongst others (Keegan/Green 2005: 497, annual report 2005). Samsung’s
brand slogans were ‘Challenge the Limits’ and ‘Everyone’s Invited” (Roll
2006: 155-156).

Whereas Samsung is one of the most profitable companies in the world
by 2006 (Roll 2006: 152), Chinese branded companies likely suffer from
low profitability. They are supposed to have limited marketing budgets
that can probably not afford the Samsung path. Though market observers
argue that funding is not an issue for Chinese companies due to soft budget
constraints (e.g., Burkat 2006), it is hypothesised that they are required to
develop a “clever” brand approach that maximises the brand approach’s
effectiveness by a given smaller amount of funding. The “clever” brand
approach should satisfy at least the following three conditions in terms of
branding (H6a), brand communication (H6b) and brand distribution (H6c):

Ho6a: Chinese branded companies choose a global standardised brand
name that does not sound Chinese and does not include Chinese charac-
ters in the US and WE markets.
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Since China’s COO is poor in Western markets and Chinese names are
supposed to be difficult to pronounce and remember for Western consum-
ers, it is hypothesised that Chinese branded companies choose a brand
name that does not sound Chinese or is associated with a Chinese country
of origin. Though Marketing Professor Allan K. K. Chan (2006) recom-
mends that Chinese branded companies should not try to hide their COO
or even fool Western consumers that they come from another country, it
should probably not be actively communicated by the brand name either
(Baumgarth 2001).

Japan’s Sony, for instance, decided on a global brand name which does
not include any “Japanese-ness” as a part of their going-international strat-
egy (Hang 2006). In 1955, they registered SONY as an official trademark
and re-branded their corporate brand name from Tokyo Tsushin Kogyo into
Sony Corporation three years later. At this time the re-branding was con-
sidered an innovative step. It was highly unusual for a Japanese company
to spell its name in Roman letters (or, when Sony is written in Japanese, in
phonetic script rather than in Chinese characters). Though Tokyo Tsushin
Kogyo held a brand awareness of 91% in Japan (Hang 2006), the manage-
ment knew that the name was not readily understood overseas. According
to Sony, they had tried translating the name as Tokyo Teletech or Tokyo
Telecommunications in the past, but this had not worked. The name Sony
is easy to pronounce and read in any language. Moreover, it has a short
lively ring, which is said to match the corporate values of spirit of freedom
and open-mindedness. According to Sony, the name Sony was neither de-
rived from anything connected with the electronics industry, nor from the
names of the company's two founders. At the time it was introduced, the
name was considered by many Japanese to be quite strange (Sony 2006).

Ho6b: Chinese branded companies decide on one or two sponsorships in
large scale events, amongst them the 2008 Beijing Olympic Games, in or-
der to establish global brand awareness and to build brand image in US
and WE markets.

With the aim to become a global standardised brand, Chinese branded
companies have to communicate to a global audience. It is hypothesised
that they decide on sponsoring large scale and international sporting
events, amongst them 2008 Beijing Olympic Games, to achieve global
brand awareness and to build brand image, similar to the way Samsung
started their global brand building in the end-1980s (e.g., Park 1995; Hang
2006):

Samsung started its debut on the international stage in 1988, when the
Olympic Games were hold in Seoul, South Korea, and Samsung became a
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major local sponsor of the Games. In 1998 Samsung extended its sponsor-
ship in the Games and is a Worldwide Official Partner since. Samsung has
also been the chief sponsor of the Asian Games since 1986, main sponsor
of the Samsung Nations Cup (equestrian) since 1988, official sponsor of
the Asian Football Confederation and the official club sponsor of Chelsea
FC since 2005. Besides financials, Samsung has contributed to each event
through its products and technologies, and was able to successfully show-
case its brand performance to a worldwide audience (Samsung 2006). As a
result of their sponsoring efforts, Samsung was ranked the 20™ most valu-
able brand in the world by Interbrand in 2005 and the third biggest brand
winner with a 19% growth rate of their brand value (Interbrand 2005).

As Chinese branded companies are supposed to have smaller marketing
budgets compared to that of Samsung, it is hypothesised that they decide
on only one or two key global sponsorships and may reduce the spending
for brand communication activities such as trade fairs and advertising to a
necessary minimum in US and WE markets. A sponsorship in the 2008
Beijing Olympic Games is considered crucial, as it is a unique platform to
promote Chinese brands as a part of modern China and to demonstrate
corporate governance.

Hé6c: Chinese branded companies decide on distribution channels of large
consumer reach and brand fit. In the area of electrical appliances, they
therefore decide to take the electronics chains MediaMarkt and Saturn for
WE markets. Given that speed of market entry is more crucial to business,
they chose Carrefour and Wal-Mart as their favourite initial distribution
partners in US and WE markets.

The brand approach of “clever brands” implies that Chinese brands are
perceived as superior to pure discount goods. Thus, hard discounters (in
Germany: e.g., Aldi, Lidl) and cheap image stores (e.g., do-it-yourself
stores) should be excluded as distribution channels at any times (Stremme
2005). Instead, Chinese branded companies are hypothesised to choose
distribution partners which provide a brand image that fits to the brand po-
sitioning of “clever brands”, including a reliable after-sales service and a
permanent product portfolio, combined with the opportunity to advance
the product portfolio by own innovations in the long-term run.

For Chinese electrical brands large surface area electrical chains, such
as MediaMarkt and Saturn in Germany, are hypothesised to be reasonable
partners for US and WE markets.'> MediaMarkt made revenues of

105 Best Buy may be the respective large surface electrical chain in the US. Best
Buy is North America’s largest specialty retailer of consumer electronics, PCs,
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US$5.9bn in 2004 and runs more than 420 stores in thirteen European
countries thereof 215 in Germany by June 2006.'% MediaMarkt offers a
product portfolio of 45,000 items in telecommunication, computer, photo,
hi-fi, and electrical appliances. Saturn offers a similar product portfolio,
runs 161 stores in Europe thereof 116 in Germany by June 2006 and
gained revenues of US$2.4bn in 2003.'” Both chain stores target the same
ambivalent customer, who wants to buy qualitative brands for smart prices,
as the brand approach of Chinese clever brands does. MediaMarkt’s slogan
is “I am not stupid” (original: “Ich bin doch nicht bl6d*), Saturn’s slogan
is “cheap is good” (original: “Geiz ist geil”) (BCG 2006d; Wikipedia
2000).

Chinese branded companies are supposed to win these distribution part-
ners by an initial product that convinces with a very competitive price-
value-ratio and can be pushed in the market to gain large market shares.
Over the time, when the Chinese brand has built up some brand awareness
and could advance their products and technologies by own international IP,
they may ad more advanced and expensive products, and may finally be
able to offer a complete product portfolio of several different prices and
quality offers. Toshiba, a Japanese computer brand, took this path and is
now selling 6-8 different computer models between €799 and €3,000 at
MediaMarkt and Saturn stores in Germany in 2005 (Stremme 2005).

Furthermore, MediaMarkt and Saturn are hypothesised to be promising
distribution partners because they both belong to the German Metro
Group. Many Chinese branded companies have already worked with
Metro Group in China and have established valuable relationships that
might help to gain a foothold in the Western chain stores and to speed up
negotiations. However, since each MediaMarkt and Saturn store is run as a
single enterprise where the manager can decide on its own product portfo-
lio and prices (Wikipedia 2006), the prior relationships may not be con-
vincing enough. Given that competition in many industries runs fast, Chi-
nese branded companies may thus be forced to find faster distribution
solutions. Carrefour and Wal-Mart are then hypothesised to be reasonable
choices. Both retailers are known by Chinese branded companies from op-

entertainment software and appliances. Best Buy ran 742 stores in the US in
2006, and estimated revenues at US$2.27bn. Further, Best Buy was represented
in China by its electrical chain ‘Five Star’, which ran 131 outlets in China in
2006 (Best Buy 2006).

106 Germany, Austria, Switzerland, Hungary, Poland, Spain, Portugal, the Nether-
lands, Belgium, Italy, France (Hypermédia), Greece and Sweden.

107 In addition, 10 stores in Austria, 2 stores in Spain, 3 in Poland, 23 in France
(Planete Saturn), 5 in Italy and 2 in Hungary.
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erations in China and are considered to sell more globally standardised
product portfolios (Euromonitor 2006). According to Dr. Steffen Stremme
(2005), managing director of Media-Saturn-Holding in Germany, global
retailers such as Carrefour would also not prevent building brand aware-
ness and brand image nor would they immediately exclude later partner-
ships with Saturn and MediaMarkt. Brands such as Philips, Toshiba,
Sharp, Acer etc. are all sold in Carrefour, MediaMarket and Saturn stores.
However, he admitted that both chain stores would require the same low
price as Carrefour gets when deciding on a listing of Chinese brands.

H7: Given HI-H6, Chinese branded companies establish a corporate
brand department which is in charge of aligning, steering and controlling
all brand management decisions across all world markets. Given that
Western and Chinese markets demand different marketing qualities, sales
& marketing of the region “US and WE markets” is organisationally sepa-
rated from the region “China”.

To ensure a global standardised brand approach with excellence in brand-
ing, brand communication and brand distribution across all operating and
target markets, it is hypothesised that Chinese branded companies establish
a corporate brand department which is in charge of aligning, steering and
controlling all brand management decisions. This in particular includes the
responsibility for corporate brand growth, cross-brand perspective and in-
sight, resource allocation, branding standards and guidelines, and global
marketing strategy. The corporate brand department is also in charge of
advertising, sponsoring events, market research, new product development,
major promotions, and relationships to global distribution partners such as
Carrefour, Wal-Mart and Metro Group (Marketing Leadership Council
2000).

While Chinese branded companies are supposed to enjoy large brand
equities and leading market positions in China and can rely on a profound
customer understanding and strong distribution networks, they may lack
these advantages in US and WE markets. While in China marketing and
brand activities may thus aim to retain and enhance the well-established
brand, marketing in US and WE markets may aim to build up brand equity
from scratch. Given this scenario, one can assume that both regional mar-
kets may also require totally different marketing and personnel qualities,
and promotion plans. Given that US and WE consumer markets are con-
sidered quite homogenous and alike, Chinese branded companies organisa-
tionally separate the sales & marketing unit “China” from the sales & mar-
keting unit “US and WE markets”. The latter might be detailed further, if
the company has increased its overseas sales and generated larger volumes



4.3 Operative brand decisions when going-international 141

in each developed market (Berndt et al. 2003: 278-279). The sales & mar-
keting activities of both units are supposed to be aligned, coordinated and
approved through the guidelines of the corporate brand department.

HS: Given that Chinese branded companies lack Western market knowl-
edge and experienced brand managers, they seek for external support to
run the corporate brand department and the sales & marketing unit “US
and WE markets”.

As Chinese branded companies typically lack experienced marketing per-
sonnel and brand managers to be assigned to leading positions in the brand
management organisation, they are hypothesised to seek for external brand
support (e.g., Ballhaus 2005: 31; Yang 2005: 8). It is assumed that the
head of the corporate brand department may be a former experienced
brand manager of a Western multinational (Aaker/Joachimsthaler 2001). It
is also imaginable that external brand consultancies may support a Chi-
nese, less experienced brand manager to establish the department and to
set up a global brand and marketing strategy. Further, as the Chinese staff
often lacks experiences and insights into Western consumer markets, it is
assumed that Chinese branded companies decide on in-country nationals
and local market experts to run the sales & marketing unit “US and WE
markets”. Once established, they would also run the local subsidiaries in
these markets (Quelch 1992; O'Donnell/Jeong 2000: 28-29). Since most
Chinese branded companies are very ethnocentrically orientated and auto-
cratically managed, one can assume that the company leaders would typi-
cally not agree to trust foreigners in a pure in-country national marketing
team, of whom probably none can speak any Chinese. Instead, it is there-
fore hypothesised that Chinese branded companies will employ Chinese
expats and in-country nationals in a Sino-foreign managing team, similar
to the way Samsung started their global business in the 1980s:

Samsung established their first overseas subsidy in Portugal in the 1980s
by a majority joint venture with two other partners. One partner was a Por-
tuguese manufacturer which was an OEM contractor of Samsung in Portu-
gal, and the other partner was an English marketing company and importer
to the UK market. Samsung and its 7 Korean managers were in charge of
the corporate management, financials, technology, sourcing, and marketing
into Western markets except UK. The chairman of the joint venture was a
Portuguese, who was in charge of production, domestic marketing, and
human resources that were in total 200 local Portuguese at this time. The
English marketing company was in charge of sales & marketing into the
UK, overall market research, consumer insights and local designs. To en-
sure productivity and strong relationships with the headquarters, Samsung
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established training courses at and job rotations with the production sites in
South Korea for the Portuguese workers (Choi 1991: 110-111; Park 1994:

403).



5 Empirical study

After an appropriate global brand approach for Chinese branded compa-
nies entering US and WE markets have been hypothesised in the last chap-
ter, the approach is now going to be tested by real case examples. Four
case studies of the Chinese household appliances and consumer electronics
industry have been chosen as the study’s objects of research. These are
namely Haier, TCL, Hisense and Lenovo. Before presenting the company
cases, however, the chapter takes a closer look at the global household ap-
pliances and consumer electronics industry by benchmarking China
against the US and Western European markets.

5.1 The global household appliances & consumer
electronics industry

The household appliances and consumer electronics industry is one of the
world’s largest consumer goods industries in the world (Euromonitor
2006). Since there is not a uniformed industry definition, for the purpose
of this research, it includes large kitchen appliances (synonym: white
goods), TV & video (synonym: black goods), and personal computers
(PCs). The section aims to give a short overview about all three industries,
including market sectors, major players, brands and consumer behaviour,
and to benchmark China against the markets in the US and Western
Europe (WE). Besides a look at the global level, regional focus is thus
USA, WE and China.

Large kitchen appliances

According to Euromonitor (2006), the world market for large kitchen ap-
pliances made up a value at US$132bn in 2005. The major market sectors
are refrigeration, home laundry (i.e. washing machines), large cooking ap-
pliances and microwaves. As table 5-1 and table 5-2 indicate, Western
Europe is the most lucrative regional market and accounted for around
32% of the global market in 2005, while China is relatively small and ac-
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counted for around 7%. The largest single sector in terms of value was
worldwide refrigeration with around 33% market share, although it was
topped in Western Europe by large cooking appliances.

Retail value in US$ mio. in 2005

World USA WE China

Total 132.477 25.941 42,612 9.508
Refrigeration 43.455 7.583 11.610 3.173
Home laundry appliances 37.426 6.357 11.474 2.901

(Washing machines) (24.415) (3.828) (8.447) (2.520)

Large cooking appliances 32.823 5.529 12.546 2.683
Microwaves 8.654 3.173 1.966 577

Table 5-1. Global white goods market and its major market sectors at retail value
in US$ mio. in 2005 (Euromonitor 2006)

CAGR CAPU
2001 2002 2003 2004 2005 01-05 2005

World ‘000 301,921 311,521 329,202 349,413 364,226 3.8%
US$ mio. 95,832 98,142 110,968 123,592 132,477 6.7% $363.72

USA ‘000 57,011 60,449 63,924 68,337 68,540 3.8%

US$ mio. 21,391 22,599 23,508 25,429 25,941 3.9% $378.47
WE ‘000 79,437 79,330 82,208 84,196 85,210 1.4%

US$ mio. 28,710 29,836 36,241 40,553 42,612 8.2% $500.08
China ‘000 45,764 49,064 52,102 56,595 61,044 5.9%

US$ mio. 7,111 7,632 8,127 8,806 9,508 6.0% $155.76

Table 5-2. Global large kitchen appliances at retail volume (‘000 units) and retail
value (US$ mio.) 2001-2005 (based on Euromonitor 2006)!%%

Global market leaders in large kitchen appliances are Whirlpool Corp,
Electrolux AB and Bosch-Siemens Hausgerite (BSH). All three companies
accounted for 21% volume share in 2003 (table 5-3), and have long tradi-
tions and a number of well-established global, regional and specialised
brands. Since large kitchen appliances are capital intensive in manufactur-
ing, assembling and distribution, the realisation of economies of scale and
economies of scope are considered business crucial. Large industry con-

108 China retail value 2001-2005 at 2005 exchange rates. See appendix 1 for the
exchange rate.
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solidation has therefore taken place since the 1980s in the US and WE
markets (Ling 2005: 62), and the today’s leading manufactures begun to
ensure their strong market positions by additional performance factors
such as branding, product innovation, relationship building to retailers and
after-sales service (Ling 2005: 59).

Global retail volume in %

Company (brands) 2001 2002 2003

B= \Whirlpool Corp 8.6 8.2 7.9
(Whirlpool) (5.5) (5.7) (5.7)

B == Electrolux AB 7.2 7.0 6.8
(Electrolux) (1.9) (1.8) (2.0)

(Frigidaire) (1.3) (1.4) (1.3)

EER Bosch-Siemens Haushaltsgerate GmbH 6.0 57 55
(Bosch) (2.8) (2.8) (2.8)

(Siemens) (1.7) (1.6) (1.6)

E= General Electric Co (GE) 4.4 47 47
(GE) (3.7) (3.9) (4.0)

Haier Group 3.1 3.9 3.9
(Haier) (3.1) (3.7) (3.6)

LG Group 3.2 37 3.9
(LG) (3.0) (3.5) (3.6)

I || Merloni Elettrodomestici SpA 3.4 34 3.6
(Ariston) (1,1) (1.1) (1.2)
(Indesit) (0.9) (0.9) (1.0)

E= Maytag Corp. 3.0 3.1 3.1
(Maytag) (2.3) (2.3) (2.3)

[[@ ] Matsushita Electric Industrial Co. Ltd. 27 2.8 27
(National) (1.7) (1.8) (1.7)

Samsung Electronics 21 2.2 2.4
(Samsung) (2.1) (2.2) (2.3)

Table 5-3. World’s top 10 largest manufacturers of large kitchen appliances and
their brands in % of retail volume 2001-2003 (Euromonitor 2006)'%

However, over the last few years, companies from Asia like Haier
Group, LG Group, and Samsung Electronics have made strong advances at
the global level, as their Asian home markets are growing fast (table 5-2),
and they have become more active in marketing their products and were
more successful or more willing to compete on the price. Price discounting
and thus a substantial pressure on operating margins has been a conse-

109 Note that Haier is the world’s forth largest appliance maker, including OEM
since 2004; and since August 2005, Maytag brand belongs to Whirlpool Corp.
See case study Haier Group for details.
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quence of increasing competition in the whole industry, with the result that
many Western companies currently tend to shift their production facilities
into lower labour cost counties such as Eastern Europe (Euromonitor 2006;
Gehrmann 20006).

In terms of consumer demand for large kitchen appliances, the markets
in the US and Western Europe are sluggish and mainly driven by the re-
placement cycle (table-5-2). The product penetration is high and close to
100% for certain product types like refrigerators and washing machines.
Moreover, the overall product life expectancy is relatively long, on aver-
age 10-15 years. Thus, innovation is considered important both to comply
with environmental legislation and to stimulate consumer demand by pro-
viding more sophisticated appliances. This may include the production of
novel versions of old products with advanced technologies such as elec-
tronic control for washing processes, the introduction of new product cate-
gories, or the development of ‘connected’ appliances (Datamonitor
2005b).

Even though one could expect that US and WE consumers would have
similar product demands and brand preferences, the markets have re-
mained relatively isolated from the others. While, for instance, US con-
sumers traditionally prefer top-loading washing machines and large free-
standing refrigerators, consumers in Germany favour front-loading
washers and built-in appliances. As a result, each market is much domi-
nated by its local, traditional brands, though not all are in local ownership
(Stremme 2005). In the US, the leading brands are Kenmore (Sears, Roe-
buck & Co.), GE, Whirlpool, Maytag and Frigidaire. In Germany, there is
Bosch, Siemens, AEG (Electrolux AB), Bauknecht (Whirlpool Corp.),
Liebherr (Liebherr-International AG), Miele (Miele & Cie. KG). France is
dominated by Whirlpool, Brandt (ElcoBrandt Group), Ariston, Bosch,
Scholtes (Merloni Electroménager SA); and UK is dominated by Hotpoint
(Indesit Co UK), Bosch, Whirlpool, and Zanussi (Electrolux AB). Cus-
tomer brand loyalty is likely to be high, although, white goods are not con-
sidered as status symbols, as they are neither portable (in contrast to mo-
bile phones and notebooks) nor considered as decorative for living rooms
(in contrast to televisions). Share of voice in terms of advertising is there-
fore also low, while product experience, durability, and reliable after-sales
service are regarded as key purchasing criteria (Stremme 2005).

Despite of different brand preferences, in both US and WE markets
there is recently a trend towards high quality, better designed and techno-
logically more advanced appliances. In the US, for instance, each large ap-
pliance brand has therefore made major investments in premium products,
with brands such as Kenmore's Elite, GE's Profile and Monogram, and
Maytag's Jenn-Air all well-known to many consumers (Euromonitor
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2006). In Western Europe, a similar trend may be confirmed by its impres-
sive value performance: 8.2% growth in 2001-2005, and a calculated aver-
age price per unit (CAPU) at US$500 in 2005 (table 5-2). At the same
time, however, also price-aggressive distribution formats such as large sur-
face area electrical chains (e.g., MediaMarkt, Saturn), hypermarkets and
online discounters including eBay, have grown rapidly over the last few
years. As, for instance, in Germany the rate of unemployment is high and
people feel economically unstable, they often postpone replacements,
while the importance of price as a purchasing criterion increases
(Euromonitor 2006).!1°

Washing Black &
Bicycle machine  Refrigerator Dishwasher ~ Colour TV white TV Computer
Urban 140.2 959 90.2 0.6 133.4 n/a 33.1
Rural 118.2 37.3 17.8 n/a 751 37.9 n/a
Twelve
Western 74.8 259 7.7 n/a 62.6 37.2 n/a
provinces

Table 5-4. Ownership of selected durables goods in China 2004, per 100 urban
and rural households (Guojia Tongji Ju [National Bureau of Statistics] 2005)

While US and WE markets are quite mature, in China, the market of
large kitchen appliances is growing rapidly in both volume and value, on
average 6% each year in 2001-2005 (table 2-3), together with China’s
growing middle class and growing incomes. Chinese consumer demand is
thus not stimulated by replacement cycles, although washing machines and
refrigerators already have nearly 100% penetration in urban households.
Besides, there is a large urban-rural polarisation of consumption patterns in
China (table 5-4), with low-cost models favoured in rural areas. Overall
prices are thus very low, on average at US$156 per appliance in 2005 (ta-
ble 5-3). Due to their strong distribution networks, which also extend into
the rural areas, the top three leading brands of large kitchen appliances in
China are local brands, namely Haier, Midea (GD Midea Holding Co.
Ltd.) and Shuaikang (Zhejiang Shuaikang Co. Ltd.). They accounted to-
gether for more than 36% volume share in 2005 (Euromonitor 2006).

While overall competition may be on price, China is planning laws on
electrical equipment recycling and other environmental issues similar in
scope to those of the EU. These are likely to be introduced in the next cou-
ple of years, and will add to the costs of foreign and domestic companies.

110 See for this ambivalent consumer behaviour also chapter 4, hypothesis 3.
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According to Datamonitor (2005¢), the Chinese market will become one of
the world’s largest appliance markets in terms of retail value by 2009.

TV & video

According to Euromonitor (2006), the global market for TV & video has a
similar market size as the market of large kitchen appliances and ac-
counted for US$118bn in 2003.""" Its major market sectors are televisions,
television combinations, video cassette recorders, DVD/DVDR players,
camcorders, and digital cameras. As table 5-5 indicates, Western Europe
and USA accounted for almost 50% of the global market in 2003, while
China is relatively small and accounted for around 8%. The largest single
sector in terms of value was worldwide televisions with around 59% mar-
ket share, followed by DVD/DVDR players with 14% market share.

Retail value in US$ mio. in 2003

World USA WE China
Total 118.066 24.126 31.920 9.922
Televisions 69.258 12.601 14.881 7.596
Television combinations 3.265 888 628 -
Video cassette recorders 4.180 570 2.065 211
DVD/DVDR players 16.563 4.585 6.665 1.374
Camcorders 9.823 2.263 3.090 389
Digital cameras 14.976 3.219 4.590 352

Table 5-5. Global TV & video market and its major market sectors at retail value
in US$ mio. in 2003 (Euromonitor 2006)

As table 5-6 shows, the global market is predominated by Asian-based
multinationals and their brands. According to Datamonitor (2005d), the
reasons for their pre-eminence in the market are several. They can make
use of production facilities in countries selected for optimal labour and
transport costs. They can negotiate favourable prices from suppliers be-
cause of their purchasing power. And they can afford those sizeable in-
vestments in research which are vital if new technologies, and the products
based on them, are to be developed. The leading global brand is Sony with
around 10% market share, followed by Matsushita’s brands Panasonic and
JVC, and Philips and Samsung. Despite of minor loss of market share in

' More recent data not yet published by Euromonitor. Instead Datamonitor pro-
vides 2004 market data on the global TV & video industry, but lacks a country
split into USA, WE and China, and company and brand market shares.
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2003, Sony is acknowledged as an upmarket, high-margin and innovative
brand.

Global retail volume in %

Rank Company (brands) 2002 2003
1 : Sony Corp 101 9.8
(Sony) (10.0) (9.7)

2 [ @ ] Matsushita Electric Industrial Co. Ltd. 10.1 9.5
(Panasonic) (6.5) (6.1)
(JVC) (3.3) (3.2)

3 Samsung Electronics 4.4 4.9
(Samsung) (4.4) (4.9)

4 === Koninklijke Philips Electronics NV 4.8 47
(Philips) (3.4) (3.6)
(Magnavox) (1.4) (1.2)

5 [ @ ] Toshiba Corp. 3.2 3.1
(Toshiba) (3.1) (3.1)

6 LG Group 25 26
(LG) (2.5) (2.6)

7 | | Thomson SA 23 2.0
(RCA) (1,1) (1.0)

10 Konka Group Co. Ltd. 1.5 1.9
(Konka) (1.5) (1.9)

11 Ell Sichuan Changhong Electronics Group 1.9 1.6
(Changhong) (1.9) (1.6)

13 TCL Group 15 15
(TCL) (1.5) (1.5)

16 Shenzhen Skyworth-RGB Electric Co. Ltd. 1.1 12
(Skyworth) (1.1) (1.2)

20 Bl Qingdao Hisense Co. Ltd. 1.2 1.0
(Hisense) (1.2) (1.0)

Table 5-6. World’s leading TV & video manufacturers and their brands in % of
retail volume 2002-2003 (Euromonitor 2006)''2

Based on strong leadership positions in their home markets in Asia-
Pacific, Sony was ranked amongst the top three brands in all US and WE
markets. In the USA, Sony was ranked first in 2003, followed by Pana-
sonic and Apex (Apex Digital Inc). In the UK, Sony was ranked first, fol-

112 Since 2004, TCL and RCA brand are marketed by TCL-Thomson-Electronics
(TTE), a wholly-owned corporation of TCL Multimedia Group (e.g., TMC
2006a). See also case study TCL Group.
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lowed by Philips, Panasonic, Samsung and JVC. In Germany, JVC was
ranked first, followed by Sony, Philips, Samsung and Panasonic. And in
France, Samsung led the market, followed by Philips, Sony and Thomson
(Thomson SA). Although the expansion of lower priced brands, such as
Konka and Samsung, particularly in televisions, may have undermined
Sony Corp's wider share in video products, it becomes evident that in con-
trast to large kitchen appliances, the industry of TV & video is much more
globally standardised and dominated by global corporate brands.

CAGR CAPU

1999 2000 2001 2002 2003 99-03 2003

World ‘000 142,284 144,739 140,270 149,682 156,692 1.9%

US$ mio. 63,181 62,433 59,172 63,724 69,258 1.9% $442.00
USA ‘000 18,345 18,706 16,920 18,861 19,941 1.7%

US$ mio. 9,009 9,777 9,989 11,647 12,601 6.9% $531.91
WE ‘000 27,342 28,096 27,727 28,018 28,563 0.9%

US$ mio. 12,369 11,546 11,005 12,215 14,881 3.8% $521.01
China ‘000 32,097 31,690 31,765 35,016 37,198 3.0%

US$ mio. 9,111 7,687 6,991 7,615 7,596 -3.6% $204.20

Table 5-7. Global televisions market at retail volume (‘000 units) and retail value
(US$ mio.) 2001-2005 (based on Euromonitor 2006)'!3

Meanwhile, however, Sony Corp. has already withdrawn its televisions
form the Chinese market by 2005 due to shrinking profit margins
(Underwood 2006). The Chinese market is very price competitive. In
terms of value, the market decreased by 3.6% each year in 1999-2003, re-
sulting in an average price of US$204 per television (table 5-7). As a con-
sequence of low price levels, combined with strong distribution networks,
the top five leading brands in China are locals, namely Konka, Changhong,
TCL, Skyworth and Hisense. They accounted together for more than 42%
volume share in 2003."* In terms of volume, the Chinese market is grow-
ing healthily by 3.0% each year in 1999-2003, since numbers of prosper-
ous Chinese middle class citizens can enjoy television (table 5-4, Data-
monitor 2005d). According to Euromonitor (2006), colour television sets
accounted for over three-quarter of the total TV & video sales in 2003.

113 China retail value 1999-2003 at 2003 exchange rates. See appendix 1 for the
exchange rate.

14 In 2005, TCL is China’s leading TV brand and accounted for 18% market share
(Huang/Du 2005).
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Due to a high penetration rate of over 130% (table 5-4), colour televisions
in urban areas become almost a mature product and consumers begin to
replace old versions or to buy additional TV sets. For upgrading, Chinese
consumers tend to buy larger screens, better picture quality and more styl-
ish models. Large-sized, flat screen Cathode Ray Tube (CRT)-based tele-
visions are the best selling items in 2003. Interestingly, the share of foreign
brands in this category increased significantly. The four leading foreign
brands had more than 30% market share of CRT television sales in 2003
(Euromonitor 2006).

In contrast to the Chinese market, table 5-7 reveals that the markets in
the USA and Western Europe are very sluggish in terms of volumes, but
growing in terms of values. Although in both regions the price levels are
also nearly en par at around US$525 per television, consumer behaviour is
not identical in each country market. In Germany, for example, the market
for traditional CRT televisions is generally saturated, as every German
household owns at least one television set. Due to the general low con-
sumer confidence, existing sets are generally only purchased out of neces-
sity. This hampers the sales of innovations and pushes demand down to the
replacement rate. In the USA, in contrast, technological innovation can
stimulate consumer demand: higher priced digital formats and flat screen
TVs using LCD or plasma displays are such developments, and the combi-
nation of slim profiles and large screens make them popular among con-
sumers. Further, American households usually hold several sets, some-
times more than one for each member, while Europeans traditionally have
fewer TV sets. Since both digital and high definition (HDTV) television
sets are still few in volumes, their sales can only be expected to have an
impact on the mass market once digital broadcasting becomes the norm
and product replacement starts to occur. Digital broadcasting is planned to
become standard in the USA by 2007, in the UK and Germany by 2010
(Euromonitor 2006).

Besides, the high price points of most digital TVs have so far kept most
consumers away, but this is beginning to change as prices drop, because
competition is becoming fiercer in the category. New companies such as
Dell and Gateway have introduced lower priced plasma TVs to a number
of major markets, while most existing TV manufacturers, such as Sony,
Samsung, Panasonic and Philips, greatly expanded their product lines dur-
ing 2003. In the US, for example, average digital projection TV prices
have fallen from highs in 1999 of US$2,650 to just over US$1,300 in
2003. Similarly, plasma TVs have nearly halved in average price since
their introduction in 2001, according to the Consumer Electronics Associa-
tion, falling to under US$4,000 in 2003 (Euromonitor 2006). The flood of
new products, compounded with large price drops, has thus made the digi-
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tal TV category much more viable. As Datamonitor (2005d) concluded,
those manufacturers who have increased production capacity appropriately
will be able to profit from the changeover to digital televisions in future.

Personal Computer (PC)

The third industry that belongs to the study’s definition of the household
appliance and consumer electronics industry is the global PC market. Ac-
cording to IDC (2006), the global PC market accounted for US$218bn in
2005. In general, PCs can be classified in terms of users and distribution
channels, and in terms of hardware types. In terms of PC users, the prod-
ucts fall into three categories: home users, small & medium enterprises
(SME), and large enterprises. Interlinked to these categories, PCs can also
be split up by distribution channels into sales through retail channels, in-
cluding internet and mail order, and sales at business-to-business (B2B)
(Stremme 2005). In terms of hardware types, PCs fall into three categories:
desktops, portables (i.e. notebooks), and servers (x86 servers). As table 5-8
shows, the largest regional market is the USA that accounted for almost
30% value share in 2005, while the Chinese market is relatively small and
accounted for around 6% market share. The largest single sector in terms
of value was desktop computers, though the sales of portables were al-
ready almost en par in the USA and Western Europe.

Value of PC shipments in US$ mio. in 2005

World USA WE China("

Total 217,742 63,570 58,807 14,099
Desktops 109,159 29,491 27,109 8,087
Portables 68,378 23,240 25,356 4,673

(Notebooks) (59,851) (20,107) (23,829) (3,923)
x86 servers 26,545 10,389 6,342 1,339

(1) Calculated by IDC growth rate 2005 as provided for Asia/Pacific excluding Japan, and
China 2004 market sizes as given by Datamonitor (2005), PCs in China

Table 5-8. Global PC market and its major market sectors, at value of PC ship-
ments in US$ mio. in 2005 (IDC 2006)

The global market leader in PCs is the American Dell Inc. that held al-
most 19% market share in the first quarter of 2005, followed by two other
American vendors Hewlett-Packard (HP) (15%) and IBM (5%) (table 5-9).
Since May 2005, however, when Chinese Lenovo acquired the IBM PC di-
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vision, Lenovo is the third largest PC vendor in the world (Lenovo Group
2005b).!15

Branded PC shipments in % volume share

Vendor 1Q 2004 4Q 2004 1Q 2005
E= Dell 18.4 16.8 18.5
5 Hewlett-Packard (HP) 15.4 15.8 15.1
E= BMm 55 57 5.0
E- Fujitsu/Fujitsu Siemens 4.5 3.9 4.5
Acer 33 43 4.0
[® ] Toshiba 33 3.3 36
[®] NEC 2.9 2.7 3.2
E= Apple 1.8 2.0 2.3
Lenovo 1.9 24 2.1
E= Gateway 1.1 2.3 2.0

Table 5-9. Global branded PC shipments by top ten vendors in 1Q 2004-1Q 2005
in % volume share (IDC 2005)

Whereas Dell and HP were ranked first and second in both sectors desk-
tops and portables, there are other vendors that are specialised in one sec-
tor. For example, Toshiba consciously focuses on portables, and was
ranked third in this category with 11.8% market share in the first quarter of
2005 (IDC 2005). In contrast, Lenovo and Gateway, offer both portables
and desktops, but are only among the world’s top ten leading vendors in
desktops. According to Datamonitor (2005a), PC vendors may be success-
ful and gain strong market shares if they can use brand leverage, have
large advertising budgets and the ability to build and maintain consumer
trust. As a consequence, the world’s leading vendors primary focus on
marketing their PCs by a global standardised and corporate brand, partly
combined with product line names such as Dell Optiplex and HP Pavilion,
although some product lines have already emerged as quite independent
brands such as IBM ThinkPad (portables), IBM ThinkCentre (desktops)
and the iMac from Apple (Quelch/Knoop 2006).

115 For details see case study Lenovo in chapter 5.2.
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As table 5-10 shows, the global PC market is dynamic with a peak in
2005 and is forecast to remain so until 2007. The US market remains the
world’s largest in terms of both volume and value, while China overtook
Japan in 2004 to become the largest volume market in Asia-Pacific and the
world’s second largest, after the US (Datamonitor 2005¢). In terms of av-
erage price per PC, Western Europe is the most lucrative market with
US$1,211 per PC. Interestingly, in contrast to the industries of large
kitchen appliances and TV & video, the overall price level of PCs in China
(US$810) is relatively high and not as much lower than the US price level
(US$995).

CAGR CAPU
2003 2004 2005 €2006 2007 03-07 2005

World ‘000 155,667 179,218 207,804 229,735 257,366 10.6%
US$ mio. 181,338 199,901 217,742 226,224 241,520 5.9% $1047.82

USA ‘000 52,699 58,285 63,874 67,840 73,915 7.0%

US$ mio. 57,045 59,417 63,874 65,632 69,849 4.1% $995.24
WE ‘000 35.964 41,790 48,551 51,428 56,399 9.4%

US$ mio. 51,197 57,085 58,807 56,794 57,964 2.5% $1,211.24
China(® ‘000 13,000 14,900 17,403 20,553 23,842 12.9%

US$ mio. 11,100 12,600 14,099 15,975 17,656 9.6% $810,16

(1) 2003-2004 taken from Datamonitor (2005), PCs in China;
2005-2007 calculated by IDC growth rates provided for Asia/Pacific excluding Japan

Table 5-10. Global PC market at PC shipments (‘000 units) and at value of ship-
ments (US$ mio.) 2003-2007 (based on IDC 2006).

According to IDC (2006), a key driver for the global market growth un-
til 2007 is the portable PC adaptation. Although desktop PCs remain a
mass-market product in many markets, particularly the growth in devel-
oped markets is determined by portables. Besides a home user trend to
portables, also many small & medium businesses replace and advance their
systems by portables. Besides, consumer demand in US and WE markets is
stimulated by falling PC prices, attractive digital bundles and the decline
of broadband prices. However, PC penetration rates differ heavily across
the WE markets. Datamonitor (2005a) stated that the fact is partly a reflec-
tion of differing internet penetration rates. Southern Europe has low inter-
net usage and PC ownership rates, Italy and Spain are amongst the lowest.

High internet penetration rates, combined with the development of le-
galised music and film download sites, are thus considered crucial to mar-
ket high specification, multimedia PCs, and premium-price systems to
gamers and other demanding users, that can create higher margins to PC
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vendors. At the meantime, mass-markets and price conscious consumers
can benefit from the rapid pace of development in the market, that leads to
the quick obsolescence of products, and thus to dropping prices towards
the budget end of the price spectrum. Particularly, Dell’s popularity dem-
onstrates the willingness of consumers to embrace the internet as a distri-
bution channel in order to save money and to gather information about the
product before the purchase. Dell operates solely through the internet and
mail order channels, a business model that has considerable consequences
for common retailers, whose higher overheads and maintenance costs in-
hibit their ability to price competitively. Point of sale displays and packag-
ing have also become less important in the face of internet retail competi-
tion (Datamonitor 2005h).

Although price levels are not significantly lower and price droppings not
larger in China than in all US and WE countries, the market is dominated
by local firms, with the major exceptions of Dell and HP. Lenovo holds
almost a third of the total market since 1999 (IDC), and have gained addi-
tional ground at home and abroad with their recent purchase of IBM’s PC
division. Other leading players include domestic firms such as Founder
Electronics and Great Wall Group. While the US and WE market are quite
mature, Chinese consumer demand has mainly been stimulated by expan-
sion of both business-to-business and business-to-consumer sectors. Due to
China’s open door policy, there has been a large influx of multinational
companies within the country, and together with the modernisation proc-
esses of Chinese firms that lead to a demand of commercial PCs. More-
over, the home user market has seen rapid growth, as the consumers’ dis-
posable income has grown, particularly in the urban areas. Because in
terms of numbers PCs are still few in China (table 5-4), market growth is
forecasted to be healthy in the next couple of years (Datamonitor 2005g).
In 2003, John Antone, Intel general manager Asia Pacific has forecasted
that China would equal if not exceed the US as consumer consumption PC
market by 2010 (Daily Times 2003).

Conclusion

The overview about the household appliances and consumer electronics
industry shows that the market in China compared to the markets in the US
and Western Europe may demand different brand approaches from a com-
pany. Whereas in China, it may be sufficient to attract Chinese consumers
by competitive price offers and simple brand promises, consumers in the
US and WE are supposed to expect more sophistication, as penetration
rates are high and purchases are likely made due to replacement cycles. In
addition, the overview reveals that the three sectors of large kitchen appli-
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ances, TV & video, and PC may require different brand approaches in or-
der to gain strong market shares. In large kitchen appliances, a key success
factor may be a local, well-established brand, combined with a reliable af-
ter-sales service and strong relationships to retailers. In TV & video and
PCs, a global standardised brand may be crucial, combined with large ad-
vertising budgets, and speed in innovation. While large kitchen appliances
and PCs are mainly dominated by Western companies, Chinese branded
companies might benefit from the overall Asian dominance in TV &
video, in terms of positive spillover effects on the brand image. On the
other hand, they may have the opportunity to gain a foothold in the PC
market, as products are not yet considered commodity. Whether these sup-
positions and the hypotheses of chapter 4 can be confirmed by brand reali-
ties in Chinese branded companies, the next sections and the following
four case studies will show.

5.2 The case studies

For the purpose of this research, four case studies of the household appli-
ances and consumer electronics industry have been chosen. These are
namely Haier Group (i.e. large kitchen appliances), TCL Corporation,
Hisense Group (both i.e. TV & video), and Lenovo Group (i.e. personal
computers). The aim of the case narratives has been to include all aspects
and events that in some way may have influenced the companies’ brand
decisions concerning their market entries into US and WE markets, and are
thus considered necessary to test the formulated hypotheses, and to iden-
tify a Chinese way of international brand management. Own comments on
certain brand decisions are explicitly indicated.

Each case study is separated in the three sections: ‘aims of global brand
building’, ‘strategic brand decisions when going-international’ and ‘opera-
tive brand decisions when going-international’. The section ‘aims of global
branding’ includes a short company overview and the firm’s motives of
global brand building. The section ‘strategic brand decisions when going-
international’ presents the company’s mode of market entry, brand posi-
tioning, and brand innovations.''® The section ‘operative brand decisions
when going-international’ presents the company’s branding, brand com-
munication, brand distribution, and brand organisation. Each case study
closes with a short summary of all nine sub-sections.

116 Due to story telling reasons of the cases, the section ‘market entry’ is discussed
ahead the section ‘brand positioning’. Compare to brand theory as presented in
chapter 2.
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5.2.1 Case study 1: ¥ /R4 4] Haier Group

Aims of global brand building

Company overview

/R4 Haier Group was incorporated in Qingdao in
1984 as a collective-owned enterprise producing refrigera-
tors. Based on a joint venture with German Liebherr, they
advanced their refrigeration quality and have grown rapidly
since (box 5-1), on average 35% each year in 1998-2004
(figure 5-1). Since the 1990s, Haier Group has differentiated into many re-
lated white and black goods, and non-manufacturing industries. Today,
Haier Group is China’s market leader in large kitchen appliances (i.e. in
refrigeration and laundry), and China’s most valuable brand. Haier Group
accounted for 17.4% volume shares in 2005 (Euromonitor 2006), and
gained, according to own data, revenues of US$12.29bn of which 8.3%
were made abroad.

Due to the fact that Haier Group is also the world’s forth largest appli-
ance and world’s largest refrigeration maker including OEM (Haier Group
2005a), Haier has also been considered China’s most global and prominent
company (e.g., Hirn 2005: 122; Ling 2005: 125). Since Lenovo purchased
IBM PCs in 2005 and became the world’s third largest PC vendor, Haier’s
title may however be challenged. Haier Group is particularly quite success-
ful in US-niche markets, competing there against Whirlpool, Electrolux,
Bosch-Siemens and LG, and gaining market leadership and 50% market
shares in wine cellars and small refrigerators by sales of US$229.7m in
2004 (Dolan 2004; Hoover's online 2006). Although Haier Group is also
relatively known in Western Europe (figure 3-19), they still struggle with
difficulties in launching their product portfolio there (e.g., Wurm 2005).""7
Haier Group obtained revenues of US$136m in Europe including OEM,
thereof US$5.5m in Germany (Weiland 2004).

Since Haier Group considers its corporate strengths in customer-tailored
product designs and innovation speed, they are strongly convinced to en-
hance their performance in near future (Liu 2005; BCG 2006c¢). Haier
manager Liu Zhanjie evaluated Haier Group’s corporate strengths com-
pared to world-class level as seen in figure 5-2.

7 Haier Group itself claims market shares of 10% in the European air-
conditioning market (Ling 2005: 100; China Economic Review 2006: 39).
Since this significant number could not be confirmed in any major WE market
by external market sources, the reliability of this market share has to be ques-
tioned. Compare to section ‘brand positioning’ and table 5-2.
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Haier Group's worldwide revenues 1998-2004
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Fig. 5-1. Haier’s worldwide revenues in bn US$ 1998-2004 (company data)''

Industry/ supply chain
Technology/ innovation Distribution/ trade
— Haier
Capabilities development and Branding and customer #— World-class
organisational effectiveness insights

Fig. 5-2. Haier Group’s perceived core competences on a scale from 1 (basic in-
dustry level) to 5 (world-class level) (estimation of Liu 2005)

118 Data base on annual reports 2000-2004 of Qingdao Haier Co., Ltd. and Haier
Electronics Group, as well as on Yi/Ye (2003: 237-240) and Haier Group
(2006b). See appendix 1 for exchange rates. Since only 18% of Haier Group’s
revenues are publicly-listed, treat overall revenue data with care.

19 Compare to Yi/Ye (2003), Gilmore/Dumont (2003), Gu (2002), Ling Liu
(2005), Ding/Zheng (2005: i.e. 45), Liu/Li (2002: 704), Haier Group (2006b)
and Hoover’s Online(2006). See Haier case as given by Harvard Business
School for the acquisition of Red Star (Paine 2001a, 2001b, 2001c¢).



5.2 The case studies 159

Although officially incorporated in 1984, Haier had its origin in 1955 when a group of peo-
ple formed a handicraft-producers’ cooperative. In 1979, it was named into ‘Qingdao Ho-
me Appliance Factory’ manufacturing washing machines. Though the company switched
to the more profitable refrigerator business in 1984 and was renamed into ‘Qingdao Gene-
ral Refrigerator Factory’ with the approval of Qingdao Economic Committee, the factory,
employing about 800 people, was almost bankrupt by end of 1984.

Zhang Ruimin, a former bureaucrat in the municipal government, was appointed direc-
tor by the Qingdao Municipal Governmental Household Appliance Division and turned a-
round the money losing business. He focused exclusively on refrigerators and decided to
develop a national brand, addressing product and service quality as the top aims of corpo-
rate mission. In a pretty known event in 1985, at a time when refrigerators were in high
demand and sold at prices of two years workers’ salaries, he ordered the destruction of
seventy-six defective refrigerators with a sledgehammer in order to bring awareness of
quality and discipline to the workers. In addition, Zhang concluded a seven-year licence
contract with German appliance maker Liebherr in order to profit from their advanced refri-
gerator production line. When the joint venture contract ran out in 1991, the ‘Qindao-Lieb-
herr Refrigerator’ was a known product name in China.

In accordance with guidelines from the central government, Qingdao General Refrige-
rator Factory was merged with several local freezer and air-conditioner companies to form
‘Qingdao Haier Group’ in 1991. In 1993, the today’s ‘Haier Group’ was formed and Zhang
Ruimin became the president of the group. To fund the construction of the new Haier In-
dustrial Park in Qingdao, which was completed by 1995, Haier went public on the Shang-
hai Stock Exchange Market in 1993. In the same year, Haier diversified into the washing
machine sector by forming a joint venture with Italian company Merloni Elettrodomestici
and acquiring ‘Qingdao Red Star Electric Appliance Company’. Red Star, also a collective
enterprise, is said Haier’'s most critical acquisition, since they had debts in seize of Haier's
total profit at this time. It was given to Haier free of charge by an arrangement of municipal
government officials to cure business and to keep the 3,240 workers in employment.

Inline with governmental encouragements, Zhang made a ‘ten-year-plan’ aiming at ex-
pansion through further diversification and cross-provincial acquisitions of troubled manu-
factures, entering the Fortune 500 before 2010. By 1997, Haier was merged with eighteen
factories and entered the air-conditioner, TV and computer market. In 1999, Haier got the
approval to produce mobile phones. To acquire the technology they entered into a joint
venture with China Construction Telecommunication Company (CCT) in Hong Kong and
build up a production plant in Qingdao in 2000. In 2003 Haier mobile phones went IPO in
Hong Kong and were renamed into Haier Electronics Group in 2005. To diversify risk and
fully utilise the value of the established Haier brand in China, Haier has also expand to
industries other than appliances, such as medicine, real state, financial and travel service.
In 2002, Haier also invested in the retailing sector by forming joint ventures with OBI,
Germany’s largest Do-it-yourself retailer, and with Chinese Suning Appliance Chains. By
2006, Haier is looking into further overseas stock market listings such as in New York.

Box 5-1. Haier’s corporate history and domestic growth (own summary)'"”
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By end of 2005, Haier Group is still a quite traditional Chinese collec-
tive-owned enterprise, although they run two publicly-listed entities to
fund corporate growth: Haier Electronics Group is listed at Hong Kong
stock market and includes Haier mobile phones and since January 2005
one of Haier Group’s core businesses, washing machines.'”” Qingdao
Haier, Ltd. is listed at Shanghai stock market and includes Haier refrigera-
tion covering refrigerators, freezer and air-conditioners. Since only 18% of
Haier Group revenues are listed till end of 2004, overall figures on profit-
ability can only be estimated. An industry observer named them flat
(Bremner/Roberts 2005); president of Jiangsu Bosch and Siemens Home
Appliances Roland Gerke (2006) estimated the profit margin to less than
3-4% by 2005. Although national and local governments may ensure Haier
Group’s overall profitability, this margin defines the bottom line compared
to competitors such as Whirlpool who has around 6-8% profit margin.'?!

Haier Group has set up 15 manufacturing complexes, 30 overseas facto-
ries including industrial parks in the USA and a factory plant in Italy, eight
design centres outside China and 58,800 sales agents worldwide. Haier
Group has a workforce of 50,000 thereof 320 in the USA (Haier Group
2006b, 2006a). Haier Group’s corporate goals for the future are to become
a global top 3 white goods giant, a member of Fortune 500 before 2010,
and a world-famous brand name such as GE, Sony or Nike (Haier Electron-
ics Group 2005a: 2; Haier Group 2005b; Ling 2005: 94; Liu 2005).'> In
2002 Haier USA president Jemal announced "We're looking to build a
brand [...] We'll do it faster than Panasonic did” (quoted in Dolan/Hardy
2002).

Motives of global brand building

It is told that Haier Group’s international brand strategy was born in the
mid-1990s, when former group president and today’s CEO Zhang Ruimin
was disappointed with the market conditions in China. Price wars had led
to shrinking profit margins in the home appliance industry. Haier’s net
profit margins dropped from 8.8% in 2000 to 5.4% in 2001, to 3.5% in the
first six months of 2002 (Yi/Ye 2003: 149, 229; Haier Wenhua Zhongxin
[Haier Cultural Centre] 2005: 57; Ling 2005: 99). In addition, Zhang had
considered that China’s entry into the WTO in 2001 would be more a chal-

120 Haier washing machines had not been publicly-listed until end of 2004; thus it
still belongs to ‘other business segments’ in figure 5-1.

21 Due to restructuring processes, Electrolux, world’s number two appliance
maker, has currently a pretty weak profit margin of 4% which will likely be
improved in near future (Gerke 2006).

122 Target for 2005 has been to gain US sales of US$1 billion, probably including
OEM (China View 2003; Ling 2005: 100).
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lenge than an opportunity for Haier. He expected that profit margins would
get worse, because of stronger competition from foreign multinationals in
the domestic markets and critical anti-dumping regulations and non-trade
barriers on the global markets (Yi/Ye 2003: 233). Zhang thought that the
multinationals would have the same advantages of low cost as Chinese
companies have in addition to their existing superior technology, as soon
as they have established themselves in China (Gilmore/Dumont 2003: 75).
To overcome these difficulties, Haier has thus targeted to establish interna-
tional sources of innovation and R&D, overseas manufacturing facilities
and the creation of a global brand: “If not developing a brand now, it could
only become more difficult in future”, Zhang concluded, “[...] in order to
meet the challenge of the multinationals, Haier must become a multina-
tional itself” (Yi/Ye 2003: 174; Haier Wenhua Zhongxin [Haier Cultural
Centre] 2005: 57; also Ling 2005: 115). After being asked if Haier does
not worry about the Chinese image of ‘being cheap and low tech’ in devel-
oped markets, CEO Zhang answered that Haier Group have chosen to en-
ter international markets with its own brand exactly for the purpose to
change the negative image of ‘Made in China’ products (Yi/Ye 2003:
198). “We have a dream. China should have world-famous brands on its
own ... letting the people of China hold their heads high in the world”
(Haier slogan quoted in Ling 2005: 110).

Zhang’s international initiative has also strongly been encouraged by the
Chinese central and local governments. They has announced Haier as a
“national champion” (Nolan 2001) and supported it by “priority access to
capital, including interest-free loans and stock market flotation; export
subsidies and political status; preferential policies including allocation of
land and tax exemption” (Ling 2005: 56, 89). In 2001, Haier also got the
approval to enter the domestic market for financial services, on condition
that its going-international would be actively pursued (Liu/Li 2002: 701,
705). Since Haier is a collective enterprise, it has typically received more
benefits from the local than from the national government. For instance,
Qingdao city took pains in 2001 to receive the approval to organise an an-
nual China International Electronics and Electrical Appliances Exhibitions
(Ling 2005: 56).

To transfer the ambitions of an international brand into a market strat-
egy, CEO Zhang announced a balanced country portfolio: one third manu-
factured and distributed in China, one third manufactured in China and dis-
tributed overseas, and one third manufactured and distributed in foreign
countries (Gilmore/Dumont 2003: 63-64; Liu 2005). In the domestic mar-
ket Haier considered a 25-30% market share for all types of home appli-
ances as maximal target (Liu/Li 2002: 702). Whereas domestic sales and
sales in emerging markets will primary involve Haier branded products,
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there is strong evidence that sales into developed markets are most likely
dominated by OEM so far (compare to Ling 2005: 100). Reason is that
Haier is still manufacturing a large amount of parts and appliances for
global brands such as Whirlpool, Sanyo, LG, and Samsung by end of
2005. See also Haier’s OEM product range at http://haiermarket.manufac-
turer.globalsources.com.

Strategic brand decisions when going-international

Market entry mode

Prior to mid-1990, Haier Group’s international business was very small. In
1989 export sales were under US$700.000 (Ling 2005: 97). When compe-
tition in the domestic markets became fiercer, Haier accelerated exports
and particularly sold OEM into developed markets (Yi/Ye 2003: 205). Ac-
cording to “market first, profit second”, CEO Zhang found gaining large
market share and cash flow much more important than the corporation’s
net profit margin at any stage (Yi/Ye 2003: 11, 104). In 1994, when Haier
got suddenly the offer to sell refrigerators under own Haier brand name
into the US market, Zhang took his chance to sell branded products besides
OEM labels in overseas markets. Michael Jemal, at this time vice president
of the import company ‘Welbit Appliances’ based in New York, was
searching for a supplier of major appliances. As it is told, he found Haier
by coincidence by a large billboard in a Chinese airport. Zhang and Jemal
agreed to start with 150,000 compact refrigerators in the US market. In the
end of 1994, Jemal sold 165,000 units and gained a market share of over
10%. Zhang rewarded him and granted exclusivity and the promise of a
long-term relationship (Yi/Ye 2003: 205-209).

Based on the initial success in US, Haier Group formulated three phases
to achieve its balanced country portfolio: phase one ‘seeding’, focus on
revenues, but also first brand building activities through local sales agen-
cies in foreign countries; phase two: ‘rooting’, increase of market shares
and establishment of own manufacture plants in foreign countries; and
phase three: ‘harvesting’, establishment of own local sales and R&D facili-
ties in foreign countries in order to leverage the full range of local re-
sources and brand building elements (Liu 2005; Haier Group 2006a). By
Zhang’s words “difficult things first, easier steps later” (Yi/Ye 2003: 90),
he had planned to enter developed countries in the first place and emerging
countries in the second place. He had the idea that once having established
a competitive position in the difficult markets and having developed
world-class technology and management skills, it would be pretty easy to
conquer developing countries (Yi/Ye 2003: 188; Ling 2005: 98).
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As table 5-11 reveals, Haier did not follow this strategy immediately.
After the initial step into the US, Haier firstly set up ‘Haier Middle East’ to
penetrate some emerging markets before investing further into the US and
European markets in the end 1990s (similar Liu/Li 2002: 702).

Year Country Brand mode Institutional mode Name Initial products
1992 Indonesia OEM JV manufacturing plant with RF
Sapporo Company
1994 USA Own brand Sales alliance Welbit Appliances, New York RF
1997  Philippines  Own brand/OEM JV manufacturing plant with RF, AIC
LKG Electric Company
1997 Malaysia ~ Own brand/OEM JV Haier manufacturing plant RF, AIC
1997 D, NL, | Own brand Export External sales agencies RF
1999  United Arab Own brand Greenfield Haier Middle East Trading RF, AIC, WM
Emirates
1999 USA Own brand JVv Haier America Trading RF, FR, AIC, W/C
1999 USA Own brand Greenfield Haier Industrial Park Camden RF
2000 Europe Own brand Greenfield Haier Europe Trading, Italy RF, A/IC
2000 Bangladesh Own brand/OEM JV manufacturing plant with AIC, RF
Hayes Bangladesh Company
2000 Iran Own brand/OEM Jv Haier manufacturing plant RF, A/C, WM
2000 Vietnam Own brand/OEM n/a Haier manufacturing plant RF
2001 Pakistan Own brand/OEM Greenfield Haier Industrial Par k Pakistan WM
2001 Italy Own brand/OEM M&A RF plant of Meneghetti Equipment RF
2001 USA Own brand Purchase New HQs for Haier America RF, FR, AIC, W/C
2002 Japan Brand alliance Jv Sanyo Electric Compan: WM, RF
(trading, manufacturing
2002 Taiwan Brand alliance Alliance Sampo Electric Company TV, RF, AIC, WM
(trading, manufacturing)
2002 Italy Own brand Greenfield Haier A/C Trading ltaly AIC
2002 Spain Own brand Greenfield Haier A/C Trading Spain AIC
2003 Germany Brand alliance Alliance Distribution through OBI RF, FR
2003 UK Own brand Greenfield Haier A/C Trading UK AIC
2004 F,D,I,E Own brand Greenfield Regional sales offices TV, MP
of Haier Europe Trading
2004 Italy, Own brand Greenfield Sales office Haier Electronics TV, MP
Germany Europe, Italy
2004 Australia Own brand Greenfield ~ Sales office Haier Australia — HAEC WM, RF, A/C, TV
2005 Russia Own brand Greenfield Haier Russia Trading TV, MP, AIC
2005 Nz Own brand Greenfield Sales office Haier Appliances WM, RF, A/C, TV
New Zealand
RF - refrigerator FR - freezer MP - mobile phone
AIC - air-conditoner WM - washing machine W/C - wine cellar

Table 5-11. Haier’s mode of market entry (own illustration of major steps)'?’

In 1999, Haier and US-distributor Jemal intensified activities in the US.
They formed the joint venture ‘Haier America Trading’ in New York for

123 Table refers to proven FDIs. It does not include countries which have been en-
tered by pure export business. It is assumed that OEM is conducted in each of
Haier’s overseas factories, probably besides the Camden industrial park, USA.
Compare illustration to Du (2003: 261).
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US$1m and invested US$40m to build up a wholly-owned manufacturing
facility in Camden, South Carolina, making Haier branded compact refrig-
erators. Reasons for the local factory are said to be reduction of costs, cir-
cumvention of anti-dumping laws and shipping from China, as well as the
opportunity of selling Haier products under ‘made in U.S.A.” stickers. In
2001, ‘Haier America Trading’ expanded and purchased for US$14.5m
headquarters at 1356 Broadway, New York. There has been evidence that
demonstration of corporate power and national pride had been major mo-
tives of this investment (Yi/Ye 2003: 216-217, 221; Economist 2004; also
Gerke 2006).

In June 2005, Haier Group placed a bid for US appliance giant Maytag,
firstly of US$1.28bn, later of US$2.25bn. Intention had been to make
Haier Group to the third largest appliance maker in the world and the
owner of an American brand. Haier finally withdrew the bid “because of
the intervention of the US government” said Haier R&D director Liu
Zhenyu (2005). The bid had made waves across all American society and
politicians, fearing the sell-off of American assets and know-how, after
Chinese Lenovo had already taken IBM’s PC business. Finally, American
Whirlpool, world’s largest home appliance maker, acquired Maytag for
US$2.7bn in  August 2005 (Bremner/Roberts 2005; Dyer 2005;
Giesen/Vougioukas 2005: 20). Roland Gerke (2006), president of Jiangsu
Bosch and Siemens Home Appliances, commented that Haier’s bid had
probably mainly been driven by political rather than by business reasons.
He assumed that Haier Group enjoyed the public attention as a kind of in-
ternational promotional event, and has not intended to carry out a real take
over at any stage. By end of 2005, Haier is planning to expand the manu-
facturing capacity in the Camden factory by organic growth. The aim is to
invest into side-by-side refrigerators, large-capacity freezers and central-
air-conditioning units in the USA within the next few years (Haier Group
2006a).

In Western Europe, Haier started launching its own brand name in 1997.
Since they could not rely on a Haier loyal distributor such as Michael Je-
mal in the US, they had to find local sales agents on own initiatives. They
finally started selling refrigerators in Germany, the Netherlands and Italy
(Yi/Ye 2003: 198). In 2000, Haier expanded its European activities by
founding ‘Haier Europe Trading’ with headquarters in Varese, Italy. In-
stead of the prior external sales agents, ‘Haier Europe Trading’ became in
charge of distributing Haier branded white goods; they extended their fo-
cus onto seventeen European countries (Yi/Ye 2003: 199; Haier Europe
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2006).12* One year later, in 2001, Haier Group spent US$8m to purchase
the Italian refrigerator plant belonging to Meneghetti Equipment Com-
pany, which was later renamed into ‘Haier (Italy) Appliances’. The factory
produces built-in refrigerators and freezers under ‘Made in Italy’ sticker
primary for European markets (Liu/Li 2002: 702). There is evidence that
besides Haier branded products the factory also makes OEM items.

Whereas in the US, Haier has expanded its product portfolio under the
organisation of ‘Haier America Trading’, Haier established additional re-
gional ‘Haier Air-Conditioning (A/C) Trading’ subsidiaries in Italy and
Spain in 2002, and in the UK in 2003. In addition, Haier entered the Ger-
man kitchen furniture and appliance market by a brand alliance with OBI,
Germany’s largest retail chain in the Do-it-yourself sector in 2003. Haier
already knows OBI from a sales partnership in China: OBI and Haier
Group had jointly entered the Chinese retail market in 2002 (Haier Group
2006b). In 2004, Haier Europe Trading extended its structure of white
goods’ distribution and opened up national offices in the major countries
France, Germany, Italy and Spain (Haier Europe 2006). In addition to
white goods and air-conditioners, Haier has been going to launch A/V
businesses and mobile phones through Western Europe since 2004. They
established a new European sales subsidiary with ‘Haier Electronics
Europe’ headquartered in Vimercate, Italy and two sales offices in Ger-
many and Italy (Haier Group 2006b).'>s By 2006 it is reported that Haier
Group is negotiating with Eastern European countries and potential joint
venture partners to set up a new factory for refrigerators and kitchen appli-
ances in Eastern Europe which should also provide Western European
markets with products (Mysan.de 2005).

After more than ten years of branded business activities in developed
markets such as the USA, Haier Group’s market entry mode can be charac-
terised as follows: Haier has primarily entered US and WE markets by its
own Haier brand and organic growth. In order to overcome lacks in market
know-how, Haier has searched for partnerships and alliances with locally
established distributors and retail brands (compare to conclusions of Liu/Li
2002: 703). For the US market, Haier has relied on the market expert Mi-
chael Jemal and his established distribution networks. In Western Europe,
Haier started leveraging its relationship to Germany’s OBI/. In future, how-
ever, it is also possible that Haier will place a second bid for a leading

124 The seventeen European countries are UK, Ireland, Germany, the Netherlands,
Belgium, France, Luxembourg, Greece, Spain, Portugal, Switzerland, Austria,
Italy, Denmark, Norway, Finland and Sweden.

125 See for an overview about Haier subsidiaries and offices in Western Europe
also section ‘brand organisation’.
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brand such as Maytag to grow faster and to meet the industry requirement
of a well-established local brand.

Brand positioning

In the domestic market, ##§/K Haier is China’s most valuable and leading
consumer brand. It is known for innovative, personalised and high-quality
product designs and a reliable after-sales service (e.g., Gilmore/Dumont
2003: 67; Ling 2005: 109; Yang 2005: 134). Haier Group primary posi-
tions themselves as an internationally leading brand of Chinese origin as
seen in the advertisements of figure 5-3 (also Gerke 2006). Haier Group’s
president Yang Mianmian summed up: “Haier brand evolution is like that:
refrigerator brand — household appliance brand — Chinese brand — global
brand. The message of the change is: high product quality — good service —
individuality — high speed” (own translation of Haier Wenhua Zhongxin
[Haier Cultural Centre] 2005: 108).
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Fig. 5-3. National advertising promoting Haier’s going-international in 2005
(OgilvyOne Worldwide 2006: 15-16)

Whereas Chinese consumers believe in Haier Group’s international
competence, its presence in the US and WE markets is not such strong so
far. Despite of more than 10 years of market experience, Haier brand is
mainly known for niche markets and low priced refrigerators in the US so
far. When having entered both US and WE markets in the mid-1990s,
Haier intended to focus on one product at a time, the same way Haier had
started in its early Chinese days. But in contrast to the Chinese market,
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CEO Zhang tried to begin with niche markets and categories in which lo-
cal competitors would be pretty weak (Yi/Ye 2003: 214). The goal has
been to address local market needs and being perceived as a local brand.
Similar to the domestic market, Zhang’s long-term approach has been to
develop Haier into a brand of high-quality and a leader for market and
consumer trends (Gilmore/Dumont 2003: 63-64). Haier R&D director Liu
Zhenyu (2005) further specified Haier’s overall brand positioning and
stressed that customers like the new and hate the old. He proudly explained
that Haier would address this overall customer psychology, since they are
more innovative and more personalised than their competitors: “We have
the smallest washing machine, the smallest freezer and the most stylish
wine cellars” (own translation). Price should thus not be the selling argu-
ment of Haier branded products in national and overseas markets (Yi/Ye
2003: 188, 203).

In the US market, Haier carried out its strategy of niche markets and of
continuous expansion of the product portfolio. In 1994 Haier started with
the distribution of three models of compact refrigerators. They have been
positioned for student apartments and offices, as being smaller and less
expensive than standard-sized refrigerators (Biers 2001: 52). The total
market for that type of appliances was less than 1.5 million units at this
time and the target was to achieve 10% market share. As expected from
Zhang, Haier’s US competitors did not pay much attention to the segment
of compact refrigerators and left the business to Haier Group. Based on the
success in compact refrigerators, Haier Group expanded its product portfo-
lio onto wine cellars, freezers and domestic air-conditioners in 1999
(Yi/Ye 2003: 206, 214-215).

Although almost the full Haier product range is available in the US by
2006, compact refrigerators and wine-cellars still make up the major part
of Haier US-revenues. They are market leaders and hold about 50% vol-
ume shares in both markets (Dolan 2004; Haier America 2006). In contrast
to both niche markets, global competition is huge in the US-standard white
goods and consumer electronics segments. Although Haier Group insists
that they are going to win market shares by innovative designs, and reli-
able services and quality, the factor ‘price’ is a key selling argument
against the global and well-established competitors from the US and
Europe (Yi/Ye 2003: 210-211; Zeng/Williamson 2004: 41; Euromonitor
2006). An US store manager confirmed that Haier Group is “a company
that largely competes on price” (Biers 2001: 53). See also figure 5-4:

126 Including large-size refrigerators, washing machines, audio-video and mobile
phones; only Haier laptops and desktop computers are not yet launched by be-
ginning of 2006.
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Fig. 5-4. Haier brand’s price position in comparison to three US-brands in the US
refrigerator market in US$ in February 2006 (company websites)!'?

Haier Whirlpool Frigidaire Maytag

986

Within the low price segment, however, general manager of Haier
Group’s factory in Camden Tymkiw expected competitive advantages be-
cause of Haier’s ‘Made in U.S.A.” stickers: “[...] the label of origin is still
an important factor for some U.S. consumers choosing between products
of similar product and price. For consumers now, I think ‘Made in the
U.S.A.” is a tie-breaker” (Biers 2001: 54). In 2005 Haier brand achieved
1.2% volume share in large kitchen appliances, and 6.5% market share in
refrigeration in 2003 (table 5-12).

In contrast to the US market and overall strategy, Haier entered the
Western European markets not by niche markets, but by highly competi-
tive and more standard business segments. For instance, in France, Italy,
Spain and the UK, Haier first launched its air conditioners. In Germany,
Haier started with standard-sized refrigerators (Liu/Li 2002: 703). As mar-
ket shares in the German refrigerator market are settled and dominated by
domestic players such as Bosch-Siemens, managing director of MediaSat-
urn Holding Dr. Steffen Stremme (2005) had to confirm that Haier Group
is still heavily struggling in the market. They are forced to offer its
branded appliances at low prices, and have not yet built strong brand
awareness (chap 3.2.2.2, Gerke 2006). See also table 5-12 as an indicator.

Haier Group’s consumer electronics are in a similar situation in Western
Europe. Even though officially started in 2004, Haier Group delayed
launching their TV sets, for instance, in Germany several times and
skipped the launching of mobile phones in 2005 completely (Wurm 2005).

127 Refrigerator prices were taken from USA company websites in the internet on
23" February 2006; Haier refrigerators prices are taken from Wal-Mart (US-
prices), as Wal-Mart is Haier Group’s most important distribution channel
(Yi/Ye 2003: 212-213; Euromonitor 2006).
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As president of Jiangsu Bosch and Siemens Home Appliance, Roland
Gerke, commented (2006), Haier Group has difficulties to meet the Euro-
pean product regulations such as the environmental protection laws (also
Ling 2005: 83). Despite of the delays, Haier Electronics Europe however
remains confident. In 2005 they announced to become a top 3 brand name
of LCD and plasma flat screens in Europe till 2008 (Heise.de 2005).

Large Dish Microwave Washing  Domestic

kitchen Cooking Cooling washers Freezers ovens machines  air-cons
Germany@  0.002 0.001 0.602 0.042 1.099 0.083 0.002 n/a
France <0.2 n/a n/a n/a n/a n/a n/a n/a
Italy 0.6 narrow®  narrow®  narrow®  narrow®  narrow®  narrow®  narrow®
Spain <0.1 narrow®  narrow®  narrow®  narrow®  narrow®  narrow(®) 1.8303)
UK 1.1 narrow(®) 1.8 narrow(®) 1.8 narrow®  narrow(®) n/a
USA 1.2 narrow(®) 6.5(1 narrow(®) 6.5(1 narrow®  narrow(®) n/a

2003; one figure for cooling and freezers (=refrigeration)

Share of retail value 2005 , source: GFK panel for major domestic appliances Feb 2005 — Nov 2005
Share of retail value 2005, source: Alimarket

Haier not among top 12 brands in April 2006, source: Altroconsumo

1
2
3
4
5 Haier not among Euromonitor’s listed brand names

Table 5-12. Haier brand presence in white goods and air-conditioning in US and
WE markets in % of retail volume in 2005 (Euromonitor 2006)

Brand innovations

Liu Zhenyu (2005), head of Haier Group R&D department, pointed out in
an interview that Haier Group believes that a strong brand is mainly cre-
ated by customer satisfaction. Thus, he said, Haier has concentrated most
corporate efforts on product quality, customer understanding, and innova-
tion speed. For instance, Haier Group has improved its production proc-
esses by introducing modern management systems like Japan’s ‘zero toler-
ance error’ and ‘Six Sigma’ over the years as well as CEO Zhang’s own
management concept of OEC (overall every day control) which shall en-
sure quality and employees’ commitment (Yi/Ye 2003: 29, 39). However,
Roland Gerke (2006), questioned how advanced Haier Group really is.
Though Haier set up a Consulting and Certification Centre devoted to get-
ting various quality certifications to access international markets such as
the ISO 9001, ISO 14001, the American Underwriters Laboratories, the
French CSA, and the European GS, VDE and EMC (Yi/Ye 2003: 33-34,
202, 237; Ling 2005: 99), he said that Haier has still difficulties to pass
European requirements of recycling and has, for instance, not yet dealt
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with cost efficiency measures such as combinable assembly or platform
manufacturing.'?

Whereas one can argue about Haier Group’s performance in the organi-
sation of production processes, Haier’s strength of customer-tailored prod-
uct innovations is widely recognised (e.g., Gerke 2006). They gather con-
sumer needs in 45 domestic information centres and regular feedback
processes with sales managers, after-sales services and dealers along slo-
gans like ‘Never say no to a market’ or ‘“Watch the market and create supe-
rior quality’. Haier R&D division also sends out their own designers into
the market to learn from consumer expectations directly (Gilmore/Dumont
2003: 66; also Ling 2005: 110; Liu 2005). Though Haier has a deep
knowledge of Chinese customer needs, they had only a limited understand-
ing for local needs when they entered the US and Western European mar-
kets in the mid-1990s. For instance in the US, they heavily relied on the
experience and research input of Haier America president Michael Jemal.
In Western Europe, Haier had mainly been dependent on information from
their local dealers and sales agents (Liu 2005). By end of 2005 however,
Haier R&D director Liu Zhenyu (2005) is quite confident that Haier Group
has developed deep insights into Western European and US customers too.
Haier established 16 information centres around the world and a global
analysis centre for receiving and evaluating customer, competitor and
market information. Haier also established eight design centres in the
USA, Canada, Japan (2), South Korea, France, the Netherlands and Ger-
many, and decided on regular market visits of their designers, similar to
the approach in China.

As a consequence of going-international, increasing competition and
fast changing market needs, Liu Zhenyu (2005) explained that Haier
Group has also continuously raised its R&D spends onto 6% of its global
revenues till 2005, resulting in 5469 domestic patents or on average 1.2
new products and 2.3 patents every day (Liu/Li 2002: 704; Liu 2005). See
also figure 5-5. Haier has also invested in close connections with more
than 120 domestic universities and research institutions to overcome the
shortage of own talent available (Ling 2005: 118). Liu Zhenyu (2005) gave
reasons and explained that innovations have two sides of the same coin: If
Haier is innovative, they risk to be imitated by Chinese piracies, but they
are more competitive against global players. If Haier were not innovative,
their international competitors would fear that Haier could copy them, and
as a pirate, Haier would not be allowed to enter developed markets due to
patent rights. He stressed that in the case Haier has own patents, their
global competitors have to be careful not to violate Chinese patent rights

128 Compare to section ‘brand positioning’.
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when entering the Chinese market. However, despite of increasing R&D
efforts, Haier is still lacking technology patents in the developed markets.
Liu and Li (2002: 704) thus concluded that Haier “has remained highly
dependent on foreign key components and technologies. These include
high-performance electro-motors, compressors, controllers, magnetrons,
and sensors”.

Haier Group's R&D spends 1997-2005
In mio. 800 7% In % of
Us$ 200 6.0% 6.0% 7371 6.0% Haier Group's
T T 6% worldwide
584.8 6.0% revenues
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Fig. 5-5. Haier Group’s R&D expenditure 1997-2005 (based on Liu/Li 2002: 704;
Liu 2005)"**

As Haier Group has fully been aware of this weakness from early days
onwards, they have continuously formed partnerships to absorb advanced
technologies from global players. In the high-tech sectors, these are par-
ticularly partnerships with Microsoft (computer software), CCT (mobile
phones), LG and Philips (digital television), Toshiba, Lucent Technologies
and Ericsson (Bluetooth and GSM technologies), Fujitsu and Hitachi
(plasma television) (Yi/Ye 2003: 201; Ling 2005: 95, 118; Haier Group
2006a; Hoover's online 2006). “First we observe and digest the new meth-
ods, then we imitate them. In the end, we understand them well enough to
design them independently” (Haier quoted in Ling 2005: 115). In addition
to partnerships, CEO Zhang concluded that Haier can only compete
against multinationals’ superior technology by higher speed in product de-
velopment and a quicker innovation-to-market time. It is told that the re-
invention of the chest freezer for the American market is a prominent ex-
ample for Haier’s fast product development. According to own figures,
Haier only needed seventeen hours from the blueprinted variant, created by

129 R&D spends 1997-2000 base on Liu/Li (2002: 704), 2002 on Yi/Ye (2003: 58),
2005 on Haier interview. (Liu 2005) Figures for 2001 and 2004 are extrapola-
tions.
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America’s president Michael Jemal, to the prototype product (Yi/Ye 2003:
215-216; similar Ling 2005: 109).130

Though Haier’s inventions are manifold and widely recognised, it is to
question, if Haier can manage its manufacturing complexity of product
variants in the long-term run efficiently (compare to "lack of focus" in
Economist 2004; Economist 2005a). Moreover, it might be difficult to re-
main competitive in the developed markets without own advanced tech-
nology patents. License fees might increase and certain cutting-age tech-
nologies might not to be licensed at all.

Operative brand decisions when going-international

Branding

Haier Group decided on the brand name /K Haier in 1992. The joint
venture contract with German Liebherr had run out in 1991 and CEO
Zhang was not satisfied with the corporate name *£ 7 5 /K ‘Qindao
Qingdao Haier Group’ which they had established between 1991 and
1992.131 At this time, Haier’s international activities were few and under
OEM model. Although some experts believe that international market as-
pects had already been included in the brand name decision (Yi/Ye 2003:
32-33), this could be questioned. There is evidence that ¥} /K Haier corpo-
rate name was more likely chosen by the following four reasons: First,
Haier #§/K brand name kept some brand awareness and brand reputation
of the prior refrigerator product name %= & F|%i#5 /K ‘Qindao-Liebherr *
which was quite popular among consumers in China at that time. Second,
the corporate brand name was simpler and more user-friendly than
F T H/K ‘Qindao Qingdao Haier Group’, and offered a platform for
blanket family names under the corporate Haier umbrella. CEO Zhang
said Haier had modelled its brand architecture on other multinational ap-
pliance companies such as GE or Siemens. Third, the Chinese characters
/K had positive connotations in terms of Chinese traditional values.
#/K means ‘like a sea’, endless and living. Same pronunciation ‘haier’,
but written %)L, means ‘brothers’ and ‘lots of sons‘. And fourth, /K
Haier corporate name was chosen to demonstrate its independence as a
Chinese appliance maker from its German bonds (Yi/Ye 2003: 32-33; also
Ding/Zheng 2005: 63; Liu 2005).

130 Instead of the traditional style of chest freezer providing an uneasy access to
frozen items at the bottom, Haier freezer’s top half can be accessed through a
conventional top-opening lid and the lower half by a pull-out drawer.

131 Qindao is the ancient name of today’s city Qingdao.
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When Haier Group then started using its brand name in the US in 1994
and formulated its international brand strategy in the end 1990s, Haier was
probably very pleased that Haier brand name also suits international mar-
kets. As Haier is pronounced like ‘higher’ in English language, they only
had to eliminate the Chinese characters from logos and packages. A Haier
employee proudly explained that Haier does not sound Chinese (Yi/Ye
2003: 9) which is confirmed by the following episode: “Somewhere in [...
an] American wholesale store, [...] we asked about [Haier] origin, and
were told by a young salesperson, a student [...] that Haier was a brand the
store has recently started to carry. ‘Maybe a German brand?’ the salesper-
son offered” (Yi/Ye 2003: 2). By May 2006, Haier brand name is regis-
tered in China, Germany, France and Russia, but interestingly not in the
USA so far (WIPO 2006). Figure 5-6 sums up Haier’s path to a global
brand name:

19'85

1 9]91 1 9l92 19?4
T T T

/ 7 » time
W Qindao-Liebherr
product Refrigerator
name 3 AU R
Qindao Qingdao
Local Qingdao General Haier Group
name Refrigerator Factory }
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cpnese :ﬂ b
name w® Haier
Global
brand Ha ier
name

Fig. 5-6. Haier’s path to a global brand name 1985-early 2006 (own illustration)

Besides the brand name, which is written in bold letters of red, pink, or
purple colour, Haier branding also includes a brand visual as seen in figure
5-7. Haier has introduced the two little “Haier Brothers” in the mid-1980s.
The Haier brothers are two boys - one Chinese and one German, symbolis-
ing the fact that Haier started business with technology investment from
the German company Liebherr and symbolising the meaning of ‘hai er’ in
terms of ‘brothers’. They typically held an ice-cream between them, again
symbolising the fact that Haier started business with manufacturing refrig-
erators. To enhance brand image, the two little brothers has been used to
explain each other the values of Haier products during advertising spots on
Chinese TV (Gilmore/Dumont 2003: 72; Yi/Ye 2003: 32; Liu 2005).
Later, Haier created a cartoon series telling mystical adventures around the
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Haier brothers and their friends, which have made them famous in China.
As Access Asia (2002: 18-19) reported, “the cartoon series has not only
been a commercial success in its own right, but has done wonders for the
credibility of the Group’s brand and corporate image. This has been one of
the most shining examples of creative marketing to have come out of
China in recent years, and is indicative of the creativity of the Group’s
management.”

Fig. 5-7. Haier brand visual “The Haier Brothers” in 2006 (own photos)

Brand communication

In the domestic market, Haier has promoted its corporate identity and
brand values since 1984. Besides ‘The Haier Brothers’ and advertisements
on Haier’s going-international, Haier has built its brand image by the slo-
gan HLURF/KZE ‘zhencheng dao yongyuan® (‘Sincere and forever’), ad-
dressing customers’ endless demand and Haier’s trustworthiness (Yang
2005: 134). According to own figures, Haier Group spends on average 5%
of its worldwide revenues on marketing; this would have been US$614.3m
in 2004. Haier R&D director Liu Zhenyu (2005) explained that the budget
is much higher in international markets as Haier brand is not much known
in Western Europe and the US. According to Yi/Ye (2003: 213), the over-
all US-advertising budget had been 6% of American sales or less than
US$10m in 2001.

In the beginning, when Haier Group had just entered the US market,
they had concentrated brand communication on trade buyers and distribu-
tors. Haier attended several trade shows, such as the Consumer Electronics
Show (CES) in Las Vegas, the House Wares Show, and the Kitchen/Bath
Industry Show. End-consumer marketing was little and low-budgeted. For
instance, Haier started advertising on the luggage carts at New York’s JFK
airport. Rent and design cost about US$200,000 a year (Yi/Ye 2003: 213).
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Since 2001, however, Haier America has increased its end-customer mar-
keting. In Arkansas, where Wal-Mart is located, and in South Carolina,
where Haier has a factory, Haier put up billboards. In 2001, a TV spot
promoting a Michael Jordan film was also tied up with Haier’s new DVD
players (Biers 2001: 53). The current slogan of Haier advertisements in the
US is ‘What the world comes home to’. It is assumed that Haier may in-
tend to address its large product portfolio and increasing integration into
US-households by this slogan (Haier Group 2006a). According to Gil-
more/Dumont (2003: 72), Haier Group had also plans in 2003 to debut the
carton series ‘The Haier brothers’ on a US TV channel, after it was suc-
cessfully televised to a test audience of American children in cooperation
with AOL-Time Warner Co.’s cartoon network, the largest cartoon chan-
nel in the US (Access Asia 2002: 18).

Similar to the US market, Haier started communication into Western
Europe with selected trade shows and fairs. Haier firstly participated in the
Cologne Appliance Exhibition 1997 and 1999. Haier has then intensified
presence since 2000, and attended the Cologne Appliance Exhibition
(2001, 2004), the HomeTech exhibition in Berlin, Milan’s ExpoComfort
Fair, the Electrical Retailing Show in UK, Germany’s MOW Fair, and the
Exhibition for Hotel Consumables and Daily Necessities Britain in London
in 2003. In contrast to the US market, however, Haier has already spent a
certain amount of money in several end-consumer marketing activities
from the beginning onwards. According to Yi/Ye (2003: 200) Haier
launched a corporate-image campaign promoting Haier’s high-quality and
design in the UK in 2000. Additionally, Haier has set up eye-catching
pink-cube displays in retail outlets throughout Europe. At the Cologne Ap-
pliance Exhibition in 2001, Haier also invested in advertising to be posi-
tioned side-by-side to the German brand Miele at the entrance door. In
Paris, Haier established neon advertising on the top of a building and in
Milan Haier erected an advertisement billboard by the expressway near
Malpensa Airport (Yi/Ye 2003: 200; Haier Group 2006b).

Even though Yi/Ye (2003: 200) announced that Haier doubled the
European budget for advertising and promotion in 2002,'32 it is to comment
that a clear communication strategy has not yet become apparent. Haier
has rather invested sporadically and in many different end-consumer ac-
tivities across several Western European countries. For instance, Haier
started promotions into the French market by the ‘Haier Train’. The Haier
train was established in collaboration with the Chinese embassy and Chi-
nese Tourist Agency in order to introduce Haier products and the Chinese

132 There are no details about Haier’s current European marketing budget avail-
able.
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culture to French citizens. The train was composed of seven wagons and
toured around France for 20 days. It started in Paris and stopped at 11 large
and medium-sized cities such as Lille, Strasbourg, Lyon and Marseille, for
one to three days. Final station was Rennes. At each stop, visitors could
win prizes like a tour to China or a Haier appliance (Yi/Ye 2003: 202). In
2005, Haier also increased activities in Spain. Haier erected an advertise-
ment billboard at the Santiago Bernabeu stadium in Madrid, the home
football field of Real Madrid and one of the ‘holy palaces’ of football
games in Europe (Haier Group 2006a). By 2006, brand messages of Haier
advertisements in Western Europe are ‘Haier and Higher’, ‘Head held
high’ and most recently ‘Haier. Believe it (DTK Computer 2006; Haier
Group 2006b, 2006a), playing with the word game Haier and higher.

Due to Haier’s sporadic brand communication, market experts typically
consider its impact on end-consumers in WE markets as marginal (e.g.,
Frank 2005: 4; Gerke 2006). On the other hand, the unrepresentative
online survey among 82 Germans acknowledged Haier a score of 27% un-
aided brand awareness in 2006 (chap 3, figure 3-19), a score which is quite
significant. Given that this brand awareness is not a result of own brand
building activities, it may then come from the fact that currently China and
Chinese companies are subject in many media in Western Europe, and are
discussed with respect to production shifts and low labour cost advantages.

Another reason may be that Haier has also made efforts at the global
marketing level. Since January 2004, Haier sponsors the Australian bas-
ketball team ‘Melbourne (Haier) Tigers’. The sponsorship is reported to be
the first foreign sports event that a Chinese company has ever undertaken
(Haier Group 2006b; Hoover's online 2006). In addition, Haier Group was
elected by the Olympic committee as an official Beijing 2008 Sponsor in
the category of white goods for the 2008 Beijing Olympic Games in Au-
gust 2005 (Haier Group 2005¢). Though one can argue, if a national spon-
sorship which is restricted to domestic activities only and is therefore infe-
rior to the category of Worldwide Olympic Partners (figure 3-21), can
contribute to building a global famous brand (China Economic Review
2006: 39), Haier R&D director Liu Zhenyu is optimistic. He expects that
the sponsorship will increase the national and worldwide brand awareness
and will enhance the Haier brand image: “First, we have the chance to
prove the world that we are both a Chinese brand and a global brand. And
second, we can demonstrate public welfare and corporate governance”
(own translation of Liu 2005). Concretely, the sponsorship allows Haier to
immediately promote and sell products in China until the end of the Games
in 2008 under the Haier-Beijing Olympic label as seen in figure 5-8.
Moreover, Haier may receive special promotional opportunities during the
Games on TV and within sport arenas.
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Fig. 5-8. Haier Olympic logo on a billboard in Shanghai in 2005 (own photo)

Brand distribution

Haier Group generally described the access into foreign distribution net-
works as the most challenging aspect of its going-international (e.g., Liu
2005). Whereas in China Haier products are sold in all major cities and
appliances chains, and Haier can even force its customers to prepay for
their customised orders (Yi/Ye 2003: 118-119; Liu 2005), Haier is a new-
comer in the US and WE markets. Yi/Ye (2003: 224) explained that Haier
had the negative example of Taiwan’s Acer in mind when they defined
their own distribution strategy for the US market in 1999. Acer is Taiwan’s
leading PC vendor and a well established brand in many parts of Asia.
Acer entered the US market in the 1980s. At its peak, the company’s US
share was 5.4% in late 1995, but in 2001, Acer had to retreat from the US
market because of dwindling sales and weak distribution networks at both
the retail chain and mass outlet levels. To learn from them, Haier thus de-
cided on an intensive distribution approach through large volume retailers
that would get the products “into as many markets as possible, and expand
distribution channels, especially in the chains, where sales were considered
significant” (Yi/Ye 2003: 209; Ling 2005: 99).

Although the strategy was clear, Haier Group admitted that it has been
quite hard to achieve. It is reported that besides competitive prices and
product differentiation, in particular patience and perseverance were
needed to convince US retail stores to put Haier brands on their shelves.
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The most famous retailer that Haier could convince is American Wal-Mart.
According to Haier America’s president Jemal, it was nothing but regular
phone calls, even though “it took us a whole year just to get an appoint-
ment”.'3 Finally in July 1999, Haier Group got an appointment to show
their room air-conditioners. After quality checks and a visit of Wal-Mart
managers at Haier manufacturing facilities in Qingdao, Wal-Mart placed
an initial order of 50,000 air-conditioners. In the following year Wal-Mart
doubled the order and in 2002 the total already increased to 400,000 units,
including compact refrigerators, washing machines and air-conditioners
(Yi/Ye 2003: 212-213). By 2002, Haier products were also sold by
Lowe’s, Best Buy, Home Depot, Office Depot, Target, Fortunoff,
Menards, Bed bath & Beyond, BJ’s, Fry’s, ABC, BrandsMart and by over
7,000 independent stores. By 2006, Haier products are distributed by nine
of the top 10 chain stores in the US (Yi/Ye 2003: 223; Haier Group
2006a). Due to the fact that Haier only enjoys a volume share of 1.2% in
the US market in 2005 (Euromonitor 2006), there is evidence that the re-
tailers, except Wal-Mart, are mainly selling Haier manufactured OEM la-
bels instead of Haier branded products.

In Western Europe, Haier’s distribution approach was probably the
same as the approach in the US, targeting mass markets and large volume
retailers. One of Haier manager Liu Zhanjie (2005) explained that Haier
had a lot of trouble in the beginning to find local sales companies. Finally,
they started with twelve import agents in the countries Germany, the Neth-
erlands and Italy in 1997. Haier CEO Zhang had set the following direc-
tive: “Our goal is to build a global brand name. Any distributor who shares
our goals and promotes our brand-name products along that line is eligi-
ble” (quoted in Yi/Ye 2003: 198). Haier planned to attract potential retail-
ers by an additional profit margin. Among the developed markets, Haier
described Germany as the toughest market, as the distributors were arguing
whether a Chinese brand would actually be accepted into the German mar-
ket, since the Japanese refrigerators had not yet been successful (Yi/Ye
2003: 189). Haier requested a blind test in order to prove quality towards
the German distributors. It is reported that the result was a 9" which would
have placed Haier products on the same high quality level as other major
brands in Germany. Although Haier R&D director Liu Zhenyu (2005)
commented that after the test Haier refrigerators have gradually been ac-

133 There are lot of rumours about Haier’s access into Wal-Mart in the yellow
press. In the conducted interviews, it could not be confirmed that Haier got in
contact with Wal-Mart by putting a large neon billboard directly in front of the
office window of Wal-Mart’s chief buyer. According to the rumour, the buyer
was impressed by the billboard and asked for the unknown company behind it.
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cepted in the market, it is to note that market shares remain narrow in
Germany in 2005 (table 5-12).

In contrast to the set distribution approach and probably a reason for the
narrow market shares, Haier-branded products are mainly sold by several
independent specialist retailers in WE markets so far. Managing director of
Haier Europe Casilli tried to find reasons and explained in 2002: “In big
stores we would simply be one of the many products available, whereas in
small outlets, the specialist staff are able to underline our unique character-
istics” (Yi/Ye 2003: 203). The assumption that Haier had probably tried to
also obtain listings in Europe’s large volume retail stores at all stages is
also supported by Gottgens (2005). He found that some Haier refrigerators
were sold in few German electronic discounters in 2006 and that Haier
kitchen equipment started cooperating with Germany’s do-it-yourself
chain, OBI. Managing director of Germany’s leading electronic retailer
MediaSaturn Holding, Dr. Steffen Stremme (2005) also confirmed Haier’s
ambitions: “We have sold some promotional offers of Haier-branded
washing machines, but we have not planned any permanent listings so far”
(own translation).

Brand organisation

Haier Group’s organisation has originated with Haier Group CEO Zhang
Ruimin, an economic engineer and former bureaucrat of the Qingdao mu-
nicipal government (China View 2003; Ling 2005: 108). In the early days,
Zhang was mainly influenced and inspired by Confucius’ and Sun Tzu’s
principles.'* In the 1990s, he studied Western management styles of lead-
ing CEOs as those of the General Electric’s CEO Jack Welsh
(Gilmore/Dumont 2003: 73). It is reported that Zhang has led his employ-
ees by strong guidance and self-discipline and a mixture of fear and re-
ward: “The manager must lead by example, while the employee must fol-
low and excel” (Yi/Ye 2003: 94); “any Haier manager who is not head
over heels in love with Zhang’s thinking risks being marginalized or rele-
gated” (Yi/Ye 2003: 128). It is said that despite of constant government
involvement in the Haier collective, Zhang has enjoyed a high level of

134 The name of Sun Tzu is known due to the work of ‘The Art of War’, covering
sophisticated treatise on philosophy, logistics, espionage, strategy and tactics.
The core text was probably written during a time of expanding feudal conflicts
early in the Warring States period (¢.453-221 B.C.). This work has deeply in-
fluenced Chinese, Vietnamese, and Japanese military thinking and has enjoyed
growing popularity among businessmen. It stresses the unpredictability of bat-
tle, the importance of deception and surprise, the close relationship between
politics and military policy, and the high costs of war. The best battle, Sun Tzu
says, is the battle that is won without being fought (Columbia Encyclopaedia).
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managerial independence and has utilised government resources according
to his needs: “In fact, the more successful Haier has become, the more po-
litical status could obtain higher levels of governments, and the more inde-
pendence it receives from the municipal government” (Ling 2005: 114).

Facing the challenges brought by electronic commerce and China's entry
into the WTO, Zhang decided to modernise Haier Group and introduced a
management restructuring program in 1998 (Haier Group 2006b). The big
goal has been to achieve consistent profitability across all operations,
while transforming the organisation from a domestic manufacturing com-
pany into an international service provider (Ling 2005: 103). Zhang
launched the Haier ‘Market-Chain System Practice’ in order to minimise
costs and inventory by resource integration and just-in-time-concepts (ap-
pendix 4). The concept intended to reinforce individual accountability and
market focus. Moreover, the re-organisation has involved centralisation of
management responsibility, and a switch from a profit centre organisation
to a more functional organisation structure. Zhang set up four Promoting
General Business departments (overseas, transport, products, capital) in
order to separate the sectors finance, purchases and sales from the pure
production and R&D processes (Ling 2005: 106-107; Haier Group
2006b).'3

By end of 2005, Haier Group is a complex, diversified conglomerate.
Complicated ownership structures, non-transparent relationships to differ-
ent governmental entities and hundreds of different subsidies make it diffi-
cult to understand (Ling 2005: 122-123).% Figure 5-9 is therefore a simpli-
fication of reality and focuses on brand related structures with respect to
US and Western European markets.!??

135 See for details about Haier’s reorganisation Yi/Ye (2003: 139-162), Ling Liu
(2005: 102-108), Gu (2002: 61-102) and Denison (2001).

136 In 2004, main sharcholders of the listed entity ‘Qingdao Haier Ltd.” were the
Qingdao Haier Investment and Development Co. Ltd. (29.945%), Haier Group
Corporation (12.00%), Qingdao Collective Industry Association, a non-
governmental organisation (1.651%), and several Chinese banks such as the
China Construction Bank, Developing Bank and Industrial Bank (Qingdao
Haier Dian Bingxiang [Qingdao Haier Refrigeration] 2006: 8-9). Main share-
holders of ‘Haier Electronics Group’ were Qingdao Haier Collective Asset
Management Association, Haier Group Corporation, Qingdao Haier Investment
and Development Co. Ltd., Qingdao Haier Group Holdings (BVI) Ltd. and
CCT Telecom Holdings Ltd. (Haier Electronics Group 2005b: 31).

137 [1lustration bases on Haier interviews, company material and secondary litera-
ture. It does not present ownership structures, full range of Haier departments,
corporate functions and sales departments of other overseas markets except
USA and Western Europe.
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Fig. 5-9. Haier global brand organisation in December 2005 (own illustration)

The department )NV EM S —4b (‘corporate values & communica-
tion’) is in charge of execution and control of any corporate values, and the
internal and external voice of the group. This includes PR activities as well
as corporate and product advertising. In weekly meetings, Haier Group’s
chairman, president and vice presidents define and adapt communication
guidelines, including strict and identical brand guidelines, and brand con-
trol mechanisms for all domestic sales. OgilvyOne Worldwide Group ac-
count director from Beijing Zhang Ying (2006) said that this brand man-
agement structure is said to be one of the best in class practices among
Chinese companies. Only Lenovo and TCL would have similar sophisti-
cated organisation structures.
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Fig. 5-10. Haier’s localised company websites in February 2006 (own screen-
shots)

Whereas domestic brand management may be sophisticated and con-
ducted at the top management level, Haier manager Liu Zhanjie (2005)
admitted that in international markets, the Haier brand approach can vary,
since Haier overseas sales centres could manage the brand, and adequate
distribution channels and marketing execution very independently. He said
that they typically align their brand approach towards their specific market
requirements such as local competitors and local consumers. He stressed
that they do not have to report every detail to CEO Zhang; he would care
about the performance rather than about the method. As a consequence of
decentralisation, Haier Group nowadays has a pretty differentiated and lo-
calised brand appearance across the markets in the US, WE and China.
Whereas the Haier logo remains nearly identical, corporate colours and de-
signs are not standardised, as seen in figure 5-10."% With the sponsorship
of the 2008 Beijing Olympic Games, it may however become necessary to
align and standardise the brand approach at least in terms of brand visuals

138 See also sections ‘brand communication’ and ‘brand distribution’ for localised
marketing activities.
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and slogans, in order to create global spillover effects instead of consumer
confusion and brand dilution.'®

In addition, it is to note that figure 5-9 reveals a pretty complex sales
and marketing organisation within the region Western Europe. Whereas in
the US the unit ‘Haier America’ is responsible for all functions and sells
the full product portfolio under one roof, Haier had established a bunch of
different sales offices in Western Europe: Haier Europe Trading is based in
Italy, has four regional offices in Italy, Germany, France and Spain and
sells Haier white goods into Europe. Haier Electronics Europe is in charge
for Haier audio-video and mobile phones and set up regional offices in
Germany and Italy (Wurm 2005). Haier A/C Trading sells Haier air-
conditioners through separate subsidiaries in Spain, Italy and the UK
(Haier Europe 2006). As a result, it remains non-transparent which sub-
sidiary, for instance, is responsible for supra-regional distribution channels
and potential cross-border brand communication activities. It is assumed
that ‘Haier European Trading’ may be in charge of such key-accounts and
brand building activities, since the unit was Haier’s first office and is thus
probably considered its main office in Western Europe. Another possibility
would be that its sales offices in the countries are in charge for those key-
accounts that are headquartered in the same home country, e.g. France for
Carrefour, and Germany for Metro Group.

To discuss reasons for such a complex organisation structure in Western
Europe, one possible reason might be the lack of experienced Haier man-
agers and loyal sales partners, as Haier had found in Michael Jemal for the
US market. Jemal is considered a Haier role model: energetic, reliable and,
as loyal to CEO Zhang, with significant management autonomy. It is told
that Jemal started the Haier office in the US with seventeen people “in an
almost all-American team, with only the accountant being sent from
China” in the 1990s (Yi/Ye 2003: 209; similar Ling 2005: 99). When
asked, if he [Jemal] does not suffer from communication problems to
Zhang because of language barriers, he answered: “I can honestly say that,
even though I do not speak Chinese, there is no such language barrier. We
both [Zhang and me] want the same for one another, and that is to make
Haier company and the Haier brand grow” (Jemal quoted in Yi/Ye 2003:
208).

Based on the experience with Jemal, CEO Zhang has also tried to hire
local managers for the local markets in Western Europe (e.g., Yi/Ye 2003:
12, 190). For instance, Italian Frams Jamry became the first general man-

139 Starting in December 2006, Haier seems to implement the suggested approach
and aligns websites. Haier Electronics Europe since appears in a more similar
design to Haier Group.
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ager of Haier Europe Trading (Yi/Ye 2003: 199), and Italian Paolo
Mainardi leads Haier Electronics Europe since 2004 (HBI Online Press
Center 2004). But, CEO Zhang still seems to worry about putting Haier’s
European business in fully local hands. By end of 2005, he still relies on
Chinese employees in key positions: Chinese Sun Shubao, for instance, is
marketing manager of the European Division at Haier Europe Trading and
contact person for Germany’s MediaSaturn Holding (Stremme 2005).
Maybe, the new general manager of Sales & Marketing at Haier Europe
Trading, the German Kurt Weiss, who has been appointed in 2005 (HBI
Online Press Center 2005), will be able to win full credit of CEO Zhang?
Figure 5-11 sums up Haier’s way of international brand management
across all discussed nine sub-sections:
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« China’s leading white goods brand (FY05 MS 17.1%)

2 « World’s largest refrigerator & 4th largest appliance maker (incl. OEM)

% Company overview ) * Revenues FY04: US$12.2bn (8.3% abroad); 35% annual growth in 1998-2004
kS ﬂ « Low profitability of maximal 3-4%; soft budget constraints
é E « Collective since 1984, FY04 18% listed at Shanghai & Hong Kong stock markets
< o

E ) « Exploiting new sales pools and escaping home market commoditisation

o Motives Of_ gl_obal « Enhancing home market brand image

= brand building - L T .

« Fulfilling government policies and utilising incentives

« Exporting the existing home brand Haier into foreign markets

« Occasional M&A attempts (Maytag), sales partnerships and brand alliances (OBI)

» Organic growth initially through non-branded (OEM) business, later also branded
business: emerging markets (1992) - USA (1994) - Italy/Europe (1997) >
world (2000)

« USA with a leading role of Haier’s going-international and brand building

Mode of
market entry

« Branded house architecture, with brand differentiation through localised and
customer-tailored product designs

« Target positioning: Local brand of high quality and innovative designs

« Product range: refrigeration, washing machines, audio-video and mobile phones

« Perceived positioning: cheap, niche market brand, stylish wine cellars

* 4% global branded volume share in white goods (USA, UK, ltaly)

Brand
positioning(")

Strategic brand decisions
when going-international

* Global R&D budget 1998-2004: 4-6% of worldwide revenues
« Many national patents and inventions, but large dependency on foreign IP
« FY04: 8 R&D centres abroad (amongst USA, Germany, France, the Netherlands)

Brand innovations

» Chinese and English brand names (2 Chinese characters, 5 Latin letters)

« Chinese name with origin in JV partner Liebherr; positive traditional connotations
« English name through literal translation, pronounced as ‘higher’

« Brand colours: blue, pink, purple; additional brand visual “The Haier Brothers”

Branding

« Regional marketing budget of 5-6% of regional revenues
= Channels: Initially many trade fairs; later also several end-consumer marketing

_é T Brand activities per country market

2 '% communication(") « Slogans: USA: ‘What the world comes home to’; Europe: ‘Haier and higher’

3 g « Since 2004, national sponsor of the 2008 Beijing Olympic Games; and sponsor of
('é“ ‘; the Australian basketball team ‘Melbourne (Haier) Tigers’

5 O

E -g Brand . Intepsive distribution via reta?ling: dugl strategy with large-scale multiple food

s g’ distribution( retailers, large surface electrical chains, such as Wal-Mart and Best Buy in the US
’gz_é « In contrast in Europe via independent specialist retailers; mass-outlets just started
o

« Strong overall reliance on CEO Zhang Ruimin and Michael Jemal in the US
« Brand decentralisation & lax brand guidelines in terms of brand visuals, slogans
Brand « Lack of internationally experienced managers and brand management experts
organisation() » Mainly local teaming in the US; in Europe also Chinese managers in key positions
« Differentiated structure with local sales organisations in the US, Italy, Germany,
France and Spain; particularly in Europe lack of organisational transparency

(1) US and WE markets only

Fig. 5-11. Haier’s way of international brand management (own summary)
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5.2.2 Case study 2: TCL ££[4] Corporation

Aims of global brand building

Company overview
TCL %4l Corporation was founded with headquarters in Huizhou,
Guangdong province in 1981 as a state-owned company making audio-
tapes. Based on the establishment of two Sino-
Tc L foreign joint ventures with Hong Kong investors,
TCL Cooperation first became famous in China for
its fixed-line telephones since 1989, and later for its televisions and mobile
phones (box 5-2). By 2006, TCL Cooperation is one of China’s most well-
known conglomerates, and 7CL is one of China’s top leading brands, of-
fering also a broad range of other audio-video (A/V) products, white
goods, PCs and electrical equipment. In particular since the end 1990s,
TCL Corporation has rapidly grown by 36% each year (figure 5-12). Ac-
cording to own figures, they achieved worldwide revenues of US$6.69bn
in 2004 thereof 15% abroad, and a market share of 21%'° for TV sets in
China in 2005 (Sun 2006)."' TCL Corporation has two companies each
listed in Shenzhen and Hong Kong stock exchange market. They cover
TCL Corporation’s both core segments and 62% of worldwide revenues in
2004. TCL Multimedia Corporation Holdings Ltd. includes the core seg-
ment television, plus PC and other A/V businesses. TCL Communication
Technology Holdings Ltd. includes the core segment mobile phones.

TCL Corporation has also expanded largely into overseas markets. They
ranked among the top three brands in emerging markets such as Vietnam,
the Philippines, Chile and Argentina with double-digit market share in
2004 (TMC 2005b: 15). After joint ventures with French Thomson for TV
sets (TCL-Thomson-Electronics ‘TTE’) and French Alcatel for mobile
phones (TCL-Alcatel Mobile Phones ‘TAMP”) in 2004, TCL Corporation
is since present with sales facilities in more than 50 countries. They also
run 14 TV plants (e.g., in Poland, Vietnam, Mexico) and six R&D centres
(e.g., in the USA, Germany, France), employing about 40,000 people
worldwide. Moreover, the joint venture ‘TTE’ made TCL Corporation to
the world’s largest manufacturer of TV sets, competing globally with
Sony, Panasonic, Samsung, Philips and LG. According to own figures,
TTE achieved a global market share of 9.15% in 2005 (company data as

140 TCL and Rowa brand. See also section ‘brand positioning’ for details.

141 Although both core segments and the majority of TCL Corporation’s revenues
are publicly-listed, treat overall data with care; they are “based on statistical cri-
teria” (TCL Corporation 2006).
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given by Sun 2006).'*> TTE corporate communication director Stacey Sun
evaluated TCL Corporation’s overall core competences. She particularly
underlined TTE’s customer insights into the Chinese television market and
TTE’s efficient global supply chain management (figure 5-13).

TCL Corporation‘s worldwide revenues 1998-2004

Inbn 8
us$
4 6.69
6 4
5 CAGR 1998-2004 475
36%
44 3.86
1 255
2.15
21 160 B rcaav
1.06 D Mobile phones
" |:| TV sets
0 T . . . . : Al other segments
1998 1999 2000 2001 2002 2003 2004

Note: 2004 exchange rate applied for all years

Fig. 5-12. TCL Corporation’s worldwide revenues in bn US$ 1998-2004 (com-
pany data)'®

Industry/ supply chain

Technology/ innovation Distribution/ trade

— TCL

—&— World-class

Capabilities development and Branding and custonmer
organisational effctiveness insights

Fig. 5-13. TCL Corporation’s perceived core competences on a scale from 1 (ba-
sic industry level) to 5 (world-class level) (estimation of Sun 2006)

142 Figure seems to be realistic, if comparing and extrapolating it with Euromonitor
data as given for 2003 (Euromonitor 2006). See also chapter 5.1 section TV &
video.
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TCL was established in 1981 manufacturing audiotapes with headquarters in Huizhou,
Guangdong province. In 1982, the joint venture ‘TTK Household Electronic Appliance Co.
Ltd.” was founded with investors from Hong Kong, and Li Dongsheng, today’s chairman
and president of TCL Group, joint the company. After some success, a second sino-
foreign joint venture ‘Telephone Co. Ltd.” was founded in 1985, starting manufacturing
fixed-line telephones. Since 1989 TCL telephones got famous and rank first among tele-
phone makers in terms of sales volume in China establishing TCL as a recognised brand
name. An audio R&D department was launched in 1992, focusing on product develop-
ment and production efficiencies. Around the same time TCL began to develop a national
distribution system, with the first branch in Shanghai and later on also in Harbin, Xian,
Wuhan and Chengdu. As the Chinese government had stopped issuing manufacturing
permits, TCL encountered difficulties to enter the promising TV business in the beginning
1990s. TCL was forced to search for strategic partners and finally acquired a company
that already owned a TV manufacturing permit. In 1992, TCL launched its first TCL-
branded big-screen colour TV sets and has grown rapidly since.

From 1993-1997, TCL diversified business onto further consumer electronics and
electrical components. In 1993, TCL went IPO at Shenzhen stock market. TCL was listed
at one of the 300 key state-owned enterprises ratified by the state Economy and Trade
Commission and the People’s Bank of China. In 1996, Li Dongsheng became chairman
and president of TCL Group. From 1997-2001, TCL entered several fields of the
information technology. They established TCL-GVC Computer Technology Co. Ltd. with
Taiwan GVC Computer Company, launched Ejiajia.net on the internet and build up the
mobile phone business as TCL’s second core segment by 2001. To support expansion
plans, TCL went IPO at Hong Kong stock exchange market in 1999, and Li announced
the aim to create a world-class Chinese enterprise.

In 2001, price competition broke out among TV makers and TCL intensified overseas
business. Besides, TCL began to focus diversification onto household appliances such as
air-cons, refrigerators, washing machines and small appliances. In 2003, TCL also
acquired ROWA TV brand and set up Guangzhou Digital ROWA Technology Company.
Since then, TCL is addressing the domestic TV market by a two-brand strategy, TCL
brand for the mid-to high end and ROWA as the second tier brand name.

Box 5-2. TCL’s corporate history and domestic growth (own summary)!#

The short-term corporate aim of TCL Corporation is to fully complete
their post-merger integrations with the former parts of Thomson and Al-
catel. The goal is to turn around the money loosing mobile phone segment,
and to achieve full profitability in each regional TV market by end of

143 Figures base on company data as given by Stacey Sun and by TCL corporate
investor relation websites (TCT, TMC). See appendix 5 for original data, and
appendix 1 for exchange rates.

144 Compare to corporate websites and Harvard Case Study on TCL Multimedia
(Khanna et al. 2005). For Rowa acquisition see Lehua caidian [Rowa] (2006).
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2006.'4 In the long-term run, TCL Corporation targets to close the gap to
the world-class level by becoming itself a globally known and internation-
ally competitive 7CL brand for televisions and mobile phones (TCL Cor-
poration 2002; Sun 2006; TMC 2006a: 16). TCL international CFO Yan
announced in November 2003: “We are determined to become the Chinese
Sony or Samsung" (in Einhorn et al. 2003; similar in Economist 2005a).

Motives of global brand building

TCL Corporation’s chairman and president Li Dongsheng explained in an
interview in 2002 that TCL had started thinking of brand building the first
time during the Asian financial crisis in the end of 1990s. “At this point”,
he explained, “we had an opportunity to build our competitive advantage
at a time when the Chinese economy was still financially stable and grow-
ing amidst the turmoil that was affecting the rest of Asia. Branding was an
essential part of building our competitive advantage. [...] It becomes a rea-
son why your product is chosen over another company’s product. [...] We
became one of the first companies to engage an advertising consultancy in
China to advise us on branding concepts, to give training courses to man-
agement on branding and to redesign our logo” (Li quoted in Gil-
more/Dumont 2003: 91-92).

The impulse to an international brand was then given in 2000, when Li
after having participated in Shanghai Fortune Forum, an event attended by
CEOs from all over the world, realised that TCL would only survive the
market if becoming a world-class enterprise with a significant role on the
international business platform (Gilmore/Dumont 2003: 91-92). At this
time, a price competition among domestic TV makers broke out and indus-
try profit margins had been shrinking rapidly; TCL Multimedia had a de-
crease of 16% in net profit in 2000 and of 32% in 2001 (TMC 2001: 12;
TMC 2002: 4). As a consequence, TCL Corporation formulated a new
competitive strategy called “developing the best products, providing the
best services and creating the best brand name” and set up a working team
for “strengthening international competitiveness” (TCL Corporation 2006).
TTE communication director Stacey Sun (2006) stressed that the main mo-
tive of TCL’s going-international has been to explore new sales pools in
order to develop themselves. She said that TCL has already been every-
where in China and is in contrast to multinational competitors also very
familiar with the Chinese tier 2, tier 3 and farer rural areas from early days
on. In addition, she underlined that TCL has been among the top 5 players
for TV sets, mobile phones, and computer business for several years.

4 TMC and TCT with negative profitability, overall profitability thus assumed as
quite narrow (TCT 2006a; TMC 2006a).
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When in 2002 German Schneider Electronics announced bankruptcy,
TCL took the opportunity and accelerate its entry into Western European
markets. Similar to that, when French Thomson and Alcatel offered parts
of their business for a good price in 2004, TCL bought them. "The chance
to purchase a truly global colour-television company just doesn't come
along every day," president Li said (quoted in Chandler et al. 2004), "we
looked at the risks, but it seemed to me that this was a unique opportunity."
Stacey Sun (2006) added that TCL could buy the Thomson TV part for a
good price because it had loosing money for many years and Thomson was
going to spin it off: “A good developing brand would have had cost a huge
amount of money.” The Chinese government had strongly supported the
overseas acquisitions with bank loans, deduction of taxes and other special
policies, said Stacey Sun, “showing that a Chinese company getting
stronger in the world market, this is good for them, too” (see also TMC
2006b: year 2004). An industry observer even argued that the Thomson
acquisition was mainly driven by political reasons, rather than by business
economics; the Chinese government could show national pride and presi-
dent Li could enhance his reputation by leading an international instead of
a national firm (personal communication).

Whereas TCL Corporation is up to now promoting its own 7CL brand in
domestic and emerging markets, Stacey Sun (2006) said that they plan to
expand the TCL brand in the matured markets in the long-term run, too:
“Today, TTE promotes three major brands. Three brands in different mar-
kets are not easy and cannot be a permanent way. The TCL brand is the
only brand we own ourselves, we do not have to pay fees to our own
brand. [...] Thus, TCL brand will be our own global future brand.” TCL
Corporation currently exploits developed markets primary by licensing the
overseas brands Thomson, RCA and Alcatel. The aim is to profit and learn
from the already established brands, their distribution networks and local
market experience. They should build a valuable basis when TCL will start
launching its TCL brand within the next years in the developed markets.
Stacey Sun (2006) explained that TCL plans to start with the two big busi-
nesses: TV sets and mobile phones, and will launch the other products in a
second phase. Manager Yuan (quoted in Khanna et al. 2005: 11) summed
up TCL Corporation’s motives of a global brand building: “We want to
create value in consumer products, sell high margin products at the high
end, reduce costs by increasing sales volume and run an efficient supply
chain.”
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Strategic brand decisions when going-international

Market entry mode

According to TCL Corporation’s memory, overseas business was initiated
in 1998, when “the package agreement on authorized export seller’s credit
line of RMB2bn [US$242m] was signed between [the] Import and Export
Bank of China and TCL, which provided TCL with great financial support
in exploring the overseas market and enhancing its competitiveness” (TCL
Corporation 2006). In the beginning, TCL focused sales into emerging
markets in Asia and to some OEM business in South Africa, Russia and
Middle East (Khanna et al. 2005: 8). Compare to table 5-13:

Year Country Brand mode  Institutional mode Name Initial products
1993 Hong Kong Own brand Greenfield TCL Electronics Hong Kong Ltd. Telephones, TV
1996 Hong Kong Own brand M&A Hong Kong Luk’s Enterprise TV
1998 Vietnam Own brand M&A Hong Kong Luk’s Enterprise TV
2001 Malaysia Own brand Majority JV Sales Office TV
2001 Indonesia Own brand Majority JV Sales Office TV
2001 Middle East Owggﬁnd, Majority JV Middle East Sales Office TV
2001 Russia Own brand, Greenfield Sales Office Y
OEM (Alliance)
2001 USA, Japan, OEM Greenfield Strategic OEM Business Unit, TV
Korea Jv) Great Wall Cybertech
2002 Germany Brand M&A Schneider Electronics TV
acquisition
2002 USA Brand M&A Go.Video Corporation TV, DVD, MP3
acquisition
2004 Europe, Brand licence Majority JV TCL-Thomson-Electronics vV
North America
2004 Worldwide Brand licence Majority JV TCL-Alcatel Mobile phones
2006 F,1LE,B Brand alliance Greenfield Distribution through Carrefour TV

Table 5-13. TCL’s mode of market entry until 2006 (own illustration of major
steps)!4¢

In 2001, TCL managers then began talking to potential partners in Ko-
rea, Japan and the USA (Khanna et al. 2005: 8-9). They decided to enter
the US market by OEM business: “TCL managers were aware that Konka
had ‘failed miserably’ in its attempts to sell directly into the United States,
selling as an OEM was both a way to enter the US market and a way to
upgrade TCL skills through forced compliance with legal and consumer
protection measures” (Khanna et al. 2005: 9). In Europe, TCL and its low
cost manufactures run against the anti-dumping laws. Shi Wanwen, TCL

146 Table refers to proven FDIs. It does not include countries which have been en-
tered by pure export business. See Schiitte et al. (2004: 142-150) for details
about TCL entering Vietnam.
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Multimedia president, remembered: “We tried to enter the European mar-
ket in 1989, but antidumping policies basically kept us out. [...] We did try
to sell through agents there, but had no brand name or price advantage.
[...] We chose to go around these barriers through mergers and acquisi-
tions” (quoted in Khanna et al. 2005: 9).

TCL’s first acquisitions was in 2002, when they suddenly got the offer
to purchase the bankrupt Schneider electronic company, Germany’s sev-
enth largest TV maker, for US$8m from the German company's insolvency
administrator. Since the local government did not want the plants to close
and to create unemployment, TCL considered the price low. Moreover,
they expected to profit from Schneider’s assets and brands in the market
(Khanna et al. 2005: 9). The acquisition included Schneider brand names
Schneider and Dual, their technology patents, distribution networks, inven-
tory, and three production lines in Tiirkheim, Germany. Shortly afterwards
the new subsidiary started making TCL televisions under Schneider brand
label. Even though most parts had been manufactured in China in advance,
they could be labelled by ‘Made in Germany’ stickers (Bartsch 2005; TMC
2006b: year 2002). President Li named the Schneider acquisition a big step
forward, similar to the Japanese CE makers decades ago, when, for in-
stance, Sanyo bought US hi-fi icon Fisher (Consumer Electronics 2002).

Based on the Schneider acquisition Li revised TCL’s overseas expan-
sion strategy and set further M&As as a central corporate target (TMC
2003: 17; BCG/Wharton School 2005: 16). “What I try to ensure, first, is
that these investor companies are leading players in their industries. Sec-
ond, they should have a similar corporate culture to ours at TCL so as to
minimize culture clashes and other problems that will arise from working
together. And third, I try to ensure that these partners can somehow add
value to TCL, whether in terms of products, technology or markets. [...]
Co-operating with multinational firms will bring synergies and integrate
our resources. It will be a win-win for both parties” (Li in Gil-
more/Dumont 2003: 98; similar in EIU 2005: 19). In 2003, TCL invested
US$5m and acquired Go.Video, an American distributor for video prod-
ucts with annual sales of US$200m, starting selling TCL-manufactured TV
sets under Go.Video brand name in the US market shortly afterwards.
(Khanna et al. 2005: 9) Anh, former CEO of Go.Video and managing di-
rector of TCL Overseas Holdings Ltd., gave reasons and said that for TCL
it has been too late to introduce a new brand into the US market. He esti-
mated it would have cost US$300m a year to promote a new brand name
(Einhorn et al. 2003).

Nowadays, about 4 years later, TTE communication director Stacey Sun
(2006) tries to avoid talking about Schneider and Go.Video, both rather
seem to be eliminated from corporate memory: “Schneider was a try. It
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was some years ago. Schneider was TCL’s first move. I cannot say it has
been successful. It was shutting down and business stopped. But the brand
still exists. The Thomson acquisition in 2004 was the real move on global-
isation.” Discussing reasons why the Schneider deal failed, experts agree
that TCL had made false estimations. Though they had been able to im-
prove the manufacturing site by a better cost efficiency, they had to realise
quickly that the brand itself was already old-fashioned and did not sell well
(Sun 2006). In addition, industry observers found TCL Corporation’s
overall weak German market know-how, non-transparent corporate busi-
ness organisations and their replacements of local managers by Chinese
managers as major reasons of failure (Schumacher/Schaudwet 2004;
Bartsch 2005: 53-54). See also box 5-3:

Professor Zhou Dongsheng from Shanghai CEIBS commented TCL's business failure
with Schneider in an interview as follows: “There is one story about TCL and Li
Dongsheng. Although Schneider became bankrupt in May 2002, Li Dongsheng was
impressed by the factory’s cleanliness and the discipline of staff. He agreed on the
acquisition and decided to keep all employees and the German manager in duty. Then,
some weeks later, it is said that he tried to call the German manager on a Saturday
afternoon and could not reach him, as Germans are not used to work on weekends. ‘How
does it come that my manager is not 24 hours on duty? When | have a problem, | would
like to talk to him immediately!” Li Dongsheng had argued. As a consequence, he
replaced the German manager by a loyal Chinese who is available 24 hours. In the end,
the Schneider operation failed. If you ask me, the exchange of management was the
major reason. It is necessary to localise the business according the slogan ‘In Rome you

have to do it like the Romans do’.

Box 5-3. Professor Zhou’s comment on the Schneider failure (Zhou 2005)

However, despite of the unsatisfying Schneider experience TCL Corpo-
ration has continued its international expansion strategy by acquiring
money loosing business. In 2004, TCL invested US$560m and found a TV
and DVD joint venture with French Thomson and shortly afterwards for
US$65m a joint venture with French Alcatel for mobile phones (Chandler
et al. 2004; Taube 2005: 4). Both brands are considered world leaders, but
were not able to manufacture the respective business segments in a profit-
able way. Thomson, for instance, lost US$§56m on TV sets in 2003
(Economist 2003a). The establishment of TCL-Thomson-Electronics Cor-
poration (TTE) with headquarters in Shenzhen made TCL the owner of the
world's largest TV manufacture (Frankfurter Allgemeine Zeitung 2003).
President Li said, “We are very excited about our strategic alliance with
Thomson. The merger is a major initiative in our global business expan-
sion that brings TCL to a new era. This strategic alliance fulfils our objec-
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tive of being one of the top five players in multimedia electronic devices in
the global marketplace, setting solid foundations in competing with inter-
national rivals. Thomson is an ideal partner for us. The rapid growth of our
TV business in emerging markets together with Thomson’s state-of-the-art
technologies and unrivalled R&D capabilities will enhance our product
mix, increase the market share of our products in the high-end segments,
raise resource allocation efficiency, and sharpen our competitive edge in
the international marketplace” (TTE 2003: 2). The new company has ca-
pacity to ship more than 18 million TV sets, 6 million more than anyone
else (Chandler et al. 2004). Thomson Corporation initially got a stake of
33%, but after some organisational restructuring TTE became a wholly-
owned subsidiary of TCL Multimedia and Thomson a minority share-
holder of the group (e.g., TMC 2006a: 3)

The acquisition of the Thomson part included TV manufacturing sites in
Mexico, Thailand and Poland, R&D centres in Germany, Singapore and
the USA, sales and marketing networks and about 9,000 employees around
the world. In contrast to the Schneider acquisition, it is to note that the
Thomson acquisition does not involve ownership transfers of the estab-
lished Thomson brands (7#omson in Europe and RCA in North America).
They are still owned by Thomson Corporation (TTE 2003: 4; BCG 2006b:
16). Stacey Sun (2006) explained that TCL Corporation has signed a 20
years agreement with Thomson Cooperation including two main aspects.
Firstly, TCL has to pay licence fees whenever certain products sales are
made under Thomson brand label. And secondly, TCL is bound to conduct
some advertising and promotion activities on the marketing side. After the
20 years, Stacey Sun explained, there are not yet any arrangements be-
tween TCL Corporation and Thomson Corporation.

A same contract is valid with Alcatel Corporation. Whenever there are
sales on Alcatel branded mobile phones, TCL has to pay license fees dur-
ing the next 20 years. Initially, TCL-Alcatel Mobile Phones (TAMP) was
set up as a joint venture with TCL holding 55% and Alcatel 45% shares.
The joint venture had the right to use Alcatel's global GSM/GPRS handset
business, 600 Alcatel researchers, their patents and distribution networks
in 50 countries (TCT 2004a: 4). When end of 2004, the joint venture had
not been able to turnaround the business and made further losses of
US$36.6m, selling around 6 million handsets instead of the envisioned 20
million, Alcatel Corporation decided to leave the joint venture and fully
sold it to TCL Corporation in exchange for a 5% stake in TCL Communi-
cation. In addition, Alcatel paid US$27m as a kind of compensation, since
the new wholly-owned subsidiary ‘T&A’ is not more allowed using former
Alcatel patents (Bremner/Roberts 2005; EIU 2005: 21; Mobile2day 2005).
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Whereas the Economist (2003a) had reported in 2003 that “Mr. Li be-
lieves he is creating something new: ‘the first Chinese consumer multina-
tional with significant presence in all major markets’. And he promises
confidently that the [Thomson] joint venture will make a profit in its first
year”, Li could not make true his promises. By beginning of 2006, both
acquisitions televisions and mobile phones are still struggling profitability.
The target is delayed to end of 2006. TTE made operating loss of
US$103m in the European and North American markets, T&A a total op-
erating loss of US$207m in 2005 (TCT 2006a: 8; TMC 2006a: 12). Lan-
guage barriers, the lack of incentive mechanisms and enormous operating
costs in the European factories are named as the areas of improvements
(Feng 2005). It is also argued that TCL Corporation may have misjudged
its power to turnaround the losses of the businesses they had acquired
(Financial Times 2005: 22).

TTE communication director Stacey Sun (2006) however remains opti-
mistic and is confident that the combination of both strengths of TCL and
Thomson will finally result in a significant business success. Asking her if
TCL Corporation would conduct same difficult acquisitions again, she said
that for a traditional Chinese company like TCL which do not have much
experience in the global markets, M&A is the favourite approach. It is
faster than building an own brand: “We do not have to start with zero. We
have a very good beginning; we can start with a complete team and net-
work and a famous brand in the market. And then eventually, we are going
to have a lot of experience and we gain a lot of insights from our team, and
eventually we get our own brand in the world market” (similar president Li
in BCG/Wharton School 2005: 16).

Maybe faster than even Stacey Sun herself had expected, TCL Corpora-
tion has leveraged its European experience and went on their second step
of globalisation in March 2006, when TCL signed an agreement with Car-
refour, the number one retailer in Europe and 2nd largest retailer in the
world, to sell TCL-branded TV sets in Carrefour stores in France, Italy,
Spain and Belgium (TTE 2006). As the decision to launch TCL brand in
developed markets is a very recent move, it is not yet clear to what extend
it will affect the whole TCL expansion strategy and thus strategic and op-
erative brand management decisions. However, it can most likely be as-
sumed that Carrefour is a first try, like Schneider had been for the phase of
M&A, and will carefully be regarded by TCL’s management before taking
on further steps.

It is also to note that though TCL Corporation is expanding branded
business in Europe and in the US, and though president Li insisted that
TCL is not an OEM enterprise (Gilmore/Dumont 2003: 95), TCL also tar-
gets emerging markets and new customers by OEM business for both TV
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sets and mobile phones. By end of 2005, the segment emerging mar-
kets/OEM made up around 16% of TCL’s worldwide TV revenues,
Europe/North America made up 46% and the home market China 38%
(see also TCT 2005b; TMC 2006a: 7).

Brand positioning

TCL Corporation is present in the market with a variety of different brands
and brand positioning due to its M&A histories. Figure 5-14 gives a short
overview about TCL’s worldwide brand portfolio. As shown, TCL Corpo-
ration uses its corporate brand name 7TCL for selling products in China and
into emerging markets. TCL brand is positioned in the mid to high-end
market and enjoys an image of trust and reliability particularly in the home
market China (Ding/Zheng 2005: 124; Sun 2006). Although Li argued in
2003 that he perceives TCL’s brand image too much product-focused and
that it is necessary to develop a brand of more people- and human-related
image similar to those of Samsung’s ‘Everyone is invited’ or Sony’s ‘Go
create’, which can support a clear brand character across the whole product
range from TV sets, mobile phones and refrigerators (Gilmore/Dumont
2003: 96-97), TCL may have come closer to this goal by 2006. The corpo-
rate slogan is ‘Digital Delights. 37 pd, PIRJGHR’, and the brand
leads the Chinese TV market with 18% market share (Huang/Du 2005: 15,
company material).'4’

In addition to 7CL brand, TCL Corporation sells TV sets under ROWA
brand in China. ROWA had been acquired by TCL in 2003 and is TCL’s
second tier brand name. It is mainly marketed in rural areas as a mid-
quality television label enjoying 3% market share in 2005. The acquired
American Go.Video is available in the Chinese and in the US market.
Whereas Go.Video achieved 2.2% volume shares in video products in the
USA, it does not play a certain role in China so far (Euromonitor 2006).
TCL particularly sells MP3 and MP4 players under Go.Video brand name
(Sun 2006, corporate websites). See table 5-14 for volume shares.

147 See section ‘brand communication’.
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Fig. 5-14. TCL Group’s brand portfolio in April 2006 (own illustration)
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Germany France Spain Italy UK USA
Thomson 4.2 11.2 <1.0 <1.0 <1.0 -
Schneider <1.0 <1.0 <1.0 <1.0 <1.0 -
RCA - - - - - 45
Go.Video - - - - - 2.2

Table 5-14. TCL Corporation’s brand shares in TV & video in the USh and West-
ern Europe in % of retail volume in 2003 (Euromonitor 2006)

In contrast to the domestic and emerging markets, where TCL functions
as an umbrella brand across the total product portfolio, TCL Corporation
follows a multi-product-brand strategy in the developed markets so far
(Wirtschaftswoche 2004): Licensed Alcatel brand is a standardised global
mobile phone brand across all operating country markets. As Alcatel brand
has not been profitable for years, it is mainly known for niche products and
achieved less than 5% global market share in 2005 (e.g., Bloomberg.com
2005). In the TV industry, TCL Corporation markets three different brand
labels. First, there is the Thomson brand. It is particularly respected among
French consumers for its good quality products at even more competitive
prices (table 5-14, Euromonitor 2006), and enjoys a stable market share of
around 5.3% in Europe (Sun 2006). The second brand label is Schneider.
In contrast to Thomson brand, Schneider brand cannot rely on a strong cus-
tomer base. Originally a German-imaged TV brand, it is rather perceived
as outdated nowadays and does not sell well. TCL thus markets Schneider
as the second tier brand name to Thomson in Europe by 2006.

TCL’s third TV brand is RCA which is mainly market in the USA. Sta-
cey Sun (2006) explained that RCA, the abbreviation of Radio Corporation
of America, is a former US-brand which had glorious histories in the
1960s, as they had manufactured world’s first colour TV sets (see also
Khanna et al. 2005: 1). RCA is therefore perceived as quite old-fashioned
and is mainly bought by older and traditional Americans with long-term
product experience. As Vincent Yan, CFO of TCL Thomson Electronics,
put it: “We thought we could sell RCA as a premium brand, but in fact it
had already deteriorated into pretty much a low-end brand” (Yan quoted in
EIU 2005: 21). Since RCA however obtains stable market shares of around
9% in North America according to own figures,'** TCL announced a mar-

148 Compare to table 5-4. The market share of 9% refers to the year 2005, includes
Canada and exclusively focuses on TV sets. Moreover, it is also a value market
share instead of a volume share as given in table 5-4. The market share of 9%
may thus be realistic.
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keting revitalisation programme in 2005. By promoting a younger and
more stylish brand design for RCA, it is the aim to keep the brand vivid
and to shift the brand image in order to establish brand attractiveness for
younger and new customer segments (TMC 2005c: 12).

In the long-term run, Stacey Sun (2006) explained that TCL is heading
for a lean brand architecture with 7CL as the one and only brand name for
all its mobile phones and televisions. The goal is to establish a brand im-
age of quality and high-end. As already started in March 2006 with prod-
uct launches in selected Carrefour stores in Western Europe, the local TV
brands Thomson, RCA and Schneider shall be challenged and later re-
placed by the TCL brand (Sun 2006). Whereas it sounds like a promising
strategy in the first place, it is not yet estimated to what extend such brand
transfers might cause cannibalisation effects, brand value disruptions and
overall reductions of TCL market shares in Western Europe and in the US.
Particularly due to the recent RCA brand revitalisation program, it is as-
sumed that a brand transfer of RCA to TCL brand will be started later than
sooner. In Western Europe, however, brand migrations from 7homson and
Schneider brand towards 7CL brand are more likely in the next years. First
and small co-brandings to 7CL and TTE are already in place and could be
considered a first transition step. However, it remains unclear why 7hom-
son brand is co-branded with TTE instead of 7CL. TTE has not yet func-
tioned as a brand name so far; and 7CL is announced to become the future
global brand and not TTE. Moreover, since Stacey Sun (2006) insisted that
European consumers do not know that Thomson brand is operated by a
Chinese company TTE or TCL, theoretical spill-over effects of brand
awareness and brand images from 7Thomson to TTE or TCL brand are as-
sumed narrow. Prerequisite of such brand transfers would be the creation
of some brand awareness for the 7CL brand and to explain the European
consumers what 7CL brand is and stands for.'#

Brand innovations

TTE communication director Stacey Sun (2006) explained that in contrast
to Western consumers, Chinese consumers are keener on new product
models and would base confidence in a brand on the number of new re-
leases provided into the market. TCL has thus constantly invested in con-
sumer insights and product developments (similar Li in Gilmore/Dumont
2003: 93). For instance in 2005, TCL launched 51 TCL branded mobile
phone models and 15 Alcatel branded models (TCT 2006a: 15). TCL's
biggest customer highlight had been a mobile phone model encrusted with
jewels which became an immediate best-seller. Guo, vice-president for

1499 Compare to section ‘brand communication’.
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corporate strategy, explained that in China handsets are more and more
about fashion and style, since everyone's quality is good and comparable
(Einhorn et al. 2003).

TCL Corporation has six R&D centres around the world by 2006,
namely in Shenzhen, Wuxi, Singapore, France, Germany and the US. The
centres work globally and develop new products for all TCL brands in-
cluding TCL, ROWA, Thomson, RCA, Schneider and Alcatel brand. De-
pending on the local customer needs, R&D results can be country-specific,
but there are also innovations which are marketed identically across all
countries under different TCL brand names, such as the flat screen panel
LCD (Sun 2006). However, Stacey Sun had to admit that technology and
innovation itself are not the strengths of TCL Corporation: “Most technol-
ogy is coming from Western sites. We are trying to learn from the multina-
tional companies. We are just followers.” In the last 20 years, she ex-
plained, Chinese companies had realised that R&D is important, but they
need time to catch up. Within the traditional technologies like televisions
the Chinese level is relatively poor: “We are already backwards. We have
many national patents, but not yet patens in overseas markets”. She sees
particular chances for Chinese branded companies in the new technologies
such as in mobile phones, IT and computers.

Since standard consumer electronic technology such as LCD is quiet
open to everyone and can be licensed from the patent holding company,
TCL perceives the own technology lack not as business critical so far.
They have rather focused on improving their manufacturing and their sup-
ply chain management. Li explained: “Compared to some players, TCL is
not the leader in brand and technology, so how can we achieve a big mar-
ket share? Our great advantage lies in production efficiency -- the speed
and the cost at which we can make products. Our products have a good
price-performance ratio, which is a big advantage for our manufacturing
capability. We should make full use of our manufacturing and supply-
chain advantage to gain a position in the market” (in BCG/Wharton School
2005: 15-16). Besides, TCL has also set up several partnerships with for-
eign leading firms in order to absorb promising technology and know-how
over the years. By 2006, TCL is collaborating with LG.Philips for flat
panel technology, with Texas Instruments for chips and with Microsoft,
Sun, Qualcomm, Intel and Motorola Freescale for telecommunication
technology. Since end of 2004 TCL has also established a memorandum of
understanding with Toshiba for refrigerators and washing machines (TCT
2004b: 16; TCL Corporation 2006; TMC 2006b).

However, for the long-term run, TCL Corporation has already realised
that own intellectual property may be a necessary basis for a successful
global brand building. Vincent Yan, managing director of TCL Multimedia
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said: “No Chinese company is ready to build a global brand. You need
technology and products. Just spending money on ads without good prod-
ucts doesn't make sense” (quoted in Economist 2005a). Absorbing patents,
technology and know-how has thus been one reason of TCL’s takeovers of
Alcatel and Thomson. For instance, the Alcatel merger has included 600
advanced R&D professionals (TCT 2004b: 10). See also table 5-15:

2001 2002 2003 2004 2005

#R&D

46 191 322 522 850
employees

Table 5-15. R&D employees at TCT 2001-2005 (TCT 2004b: 9; TCT 2005a:
12)

Due to post-merger integrations and profit losses, investments in R&D
have however been limited (Gilmore/Dumont 2003: 95-96; Sun 2006). In
2003 TCL spent around 3% of their worldwide sales on R&D, till 2008 the
budget shall be increased to 5% (Einhorn et al. 2003; also Sun 2006). As a
result of small budgets, for instance, TCL Communication Technology
(TCT) found a R&D joint venture ‘JDRC’ with two other industry players
which focus on mobile phones and other electronic, telecommunication
and information technology. According to Fei, CEO of TCL Communica-
tion Technology, it is the aim to pool R&D expertise and to share capital
resources in order to create a balance of both strengthening product devel-
opments and managing costs. In April 2006, TCT increased its share in the
joint venture to 46% (TCT 2006b).

Operative brand decisions when going-international

Branding

TCL’s corporate brand name can be traced back to TCL’s early days, when
they set up a Sino-foreign joint venture with Hong Kong investors to
manufacture fixed-line telephones in 1985. The name of the joint venture
was ‘Telephone Communication Limited’ and TCL its abbreviation
(Gilmore/Dumont 2003: 89-90; Sun 2006). As TCL got famous with the
fixed-line telephones and has been number one in this category in China
for more than 10 years, it was worth to keep the name (Sun 2006). As a re-
sult, T7CL was registered as the Corporation’s trademark in 1986 (TCL
Corporation 2006). TCL’s brand colours include red, white and black, and
the name is written in bold capitalised letters. As the name TCL is short,
easy to pronounce also in the West and thus regarded as easy to remember,
TCL Corporation has also used the name when they entered foreign mar-
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kets, combined with a logo visual as seen in figure 5-15. Since 1999, TCL
trademark is therefore also registered in the US, Japan and several emerg-
ing markets. In Western Europe, however, it seems to be unprotected so far
(WIPO 2006). When asking Stacey Sun, if TCL Corporation had never
thought of a Chinese brand name instead of or in addition to the three
Latin letters, she replied that in China a name does not have to be Chinese,
as long as it is easy to remember. However, she had to admit that in rural
areas, tier 3 and below cities, TCL is using the brand name TCL T J#
‘wangpai’ (‘King Brand’) instead, “as the farmers cannot remember TCL
alone” (Sun 2006). TCL % was originally launched as a sub-brand for
TCL’s high-end TV sets in 1992, before the brand has developed itself and
established itself as TCLFJ# for the full product range in the countryside
(Sun 2006). Figure 5-15 sums up TCL’s path to a global brand name:

1 9|85 1 9|86 1 9|92
| 1 1

Telephone
JVv N
name Communication
Limited

Chinese
TCL
brand TCL FrE
name > v

Global
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» time

name

Fig. 5-15. TCL’s path to a global brand name 1985-2006 (own illustration)

Brand communication

In China, TCL Corporation has strongly promoted its 7CL brand across all
communication and distribution channels since the early 1990s. President
Li explained that TCL Corporation is an atypical state-controlled enter-
prise, since no state capital has been invested in the company, nor TCL has
had state-assigned projects for the market. He said that they have rather
conducted its own research and market exploration instead, and has there-
fore made own plans how to promote and sell the products into the market
(Gilmore/Dumont 2003: 92). The brand communication has included clas-
sical advertising and sales promotions as well as sponsoring and direct-
marketing (Sun 2006). The marketing budget has thereby been quite dif-
ferent over the years. TTE communication director Stacey Sun (2006) ex-
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plained that in China TCL has invested more in the beginning to establish
the brand, whereas they could rely on a leading market position and sig-
nificant brand equity nowadays. The national marketing spending has
however increased over the last one to two years due to accelerating media
channel prices. She estimated an overall average marketing budget of 3-
5% of TCL’s worldwide revenues, although the budget is adjusted in the
overseas markets to their respective country needs. Besides these local
needs, Stacey Sun underlined that TCL also has to take in account their
current situation of operating losses when planning marketing budgets:
“We have to invest, although we are on critical business due to post-
merger integrations. We have to move on. If we do not invest a reasonable
amount, we won’t survive the market. However, we cannot spend millions
as the Samsungs and Sonys did when they have entered the overseas mar-
kets.”

As aresult, TCL brand enjoys almost narrow brand awareness and brand
image among end-consumers in Europe and in the US so far. TCL has par-
ticipated in several fairs and retailer shows such as the IFA in Berlin and
the Consumer Electronics Show (CES) in Las Vegas, but end-consumers
have rather exclusively been addressed by the local product brands 7hom-
son, RCA, Schneider and Alcatel. Stacey Sun gave reasons and said that
consumers generally do not care and want to know who is manufacturing a
brand. They would rather choose the brand if it is trustworthy and if they
are aware of the brand during the purchase decision process. Since 2004,
however, TCL Corporation has revised its approach. They seem to prepare
the launch of their own TCL brand in the global markets and started spon-
soring the golf tournament at Sanya on Hainan Island, China. TCL has
been sponsoring the tournament the third year in row by 2006 (figure 5-
16).

When asking Stacey Sun (2006) why TCL had decided on a golf spon-
sorship, she explained that the image of golf perfectly fits to the brand im-
age of TCL. Though golf is a quite new sport in the Chinese market and
not yet popular, it refers to the high-end class and high-income consumers.
In addition, she said, the sponsorship helps to build up the TCL brand on
the global markets, since the tournament belongs to the European tour and
has been a live broadcast in Europe and in the US. When asking Stacey
Sun if TCL had also thought about a sponsorship into the Olympic Games
2008, she said: “I think TCL’s branding centre is working on it since a
long time. TCL will be involved in a certain part. But I am not yet sure
what they will do.” As the sponsorships for audio-video is already occu-
pied by the Panasonic brand and Samsung is sponsoring wireless commu-
nication and Lenovo computer IT equipment, it is to be doubted if there is
still space left to position 7CL brand in the front light of the Olympic
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Games, particularly, as TCL Corporation’s budget is limited due to critical
business reasons. Maybe the Chinese government will support promoting
the Chinese brand 7CL during the Games instead?

BusinessWeek
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TCL TCL TCL

Fig. 5-16. TCL’s golf sponsorship in 2006 (pictures taken from corporate web-
sites)

Brand distribution

According to TTE communication director Stacey Sun (2006), TCL Cor-
poration is proud to have the most effective and extensive marketing net-
work in China and also wide market coverage globally. According to own
figures, TCL Corporation enjoys country coverage of 80% through 23'5
local sales offices in Europe and 10,000 point of sales in North America.
See also appendix 7. TCL organises its distribution very locally due to
M&A histories and their established local relationship networks. Common
distribution partners of the local brands Thomson, RCA, Schneider and Al-
catel are Carrefour, Wal-Mart and several professional consumer electron-
ics chain stores. Although Stacey Sun said that the distribution channels

150 France, Portugal, Spain, Italy, Belgium, Luxembourg, the Netherlands, Ger-
many, Czech Republic, Austria, Slovakia, Hungary, Greece, Bulgaria, Roma-
nia, Moldova, Ukraine, Poland, Belarus, Denmark, Sweden, Finland, and Nor-
way.
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are quite different across the European country markets, as the region is
complex and performance challenging, it may be apparent that TCL targets
mass-markets and thus chose an intensive distribution approach through
large volume retailers.

When TCL launched for the first time its TCL-branded TV sets into
Europe in March 2006, they decided on the distribution channel Carrefour.
Fei, vice president of TTE Europe Business Centre and Strategic OEM
Business Centre, explained the decision. He said that a sales partnership
with Carrefour is the best way for TCL brand to enter an increasingly
competitive European market, as the European TV market is not only
highly competitive, but also very mature and saturated with major pres-
ences of every leading television company. Moreover, he considered Car-
refour the right partner due to its large sales network and customer profile
which he believes is a good match for TCL’s product line: “Thus, for a
company like TCL which never had its own branded TVs sold in Europe, a
sales partnership is not only a new innovation, but also a necessity, for en-
tering Europe” (quoted in TTE 2006).

As TCL Corporation aims to build a worldwide high-end, classical 7CL
brand, it has however to be questioned if the decision on the distribution
channel Carrefour is able to support this long-term goal. Carrefour is a
hypermarket offering grocery and non-grocery items. It is generally known
for its own private labels and mass-marketing good quality by reasonable
prices. A true high-end brand image might be better implemented by vol-
ume-orientated but professional electronic chains such as MediaMarket or
Saturn in Germany. They typically comprise a trade-off between sales vol-
ume, speed, market coverage and brand building. Especially with TCL’s
backing through Thomson brand’s relationships into these distribution
channels (own store checks, Stremme 2005), one have to pose the question
if TCL Corporation has not yet talked to these chains, or if they have dis-
agreed with a listing for some reasons.

Brand organisation

TCL corporate history and their brand organisation are strongly interlinked
with Li Dongsheng who was one of TCL’s founders in 1982 and has led
TCL Cooperation since 1997 (Gilmore/Dumont 2003: 89; Khanna et al.
2005: 3). Industry observers characterised him as very ambitious and dy-
namic person. He is known for aggressive marketing, a relentless focus on
cost control, and quick decision-making (Einhorn et al. 2003; Chandler et
al. 2004). Li himself explained that he has mainly learnt his leadership
abilities on the job and learning by doing. He admitted that Chinese entre-
preneurs in his position primarily have to rely on own experiences rather
than on knowledge that they have acquired at school or in some other
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places before they came to work (BCG/Wharton School 2005: 15). Li’s
personality is thus also the reason why TCL Cooperation, though officially
a state-owned company, is said to be far more entrepreneurial than other
Chinese companies with global ambitions. Ho, president and CEO of
Sampo Group, a Taiwanese consumer-electronics maker and a TCL rival
said: “Li may have heavy government backing — the city of Huizhou is the
biggest shareholder in TCL — but he still runs the company more like a
start-up” (Einhorn et al. 2003). Li persuaded Chinese authorities to let him
re-invent TCL Corporation with respect to more market-orientation, and
Khanna et al. (2005: 5) concluded TCL had become “privatised” in 1997.

By end of 2004, 62% of TCL’s worldwide revenues were publicly-listed
at stock markets and the Huizhou government's stake in TCL Multimedia
went down to 25.22%."5' (Khanna et al. 2005: 5) Kroeber, editor of the
Beijing-based China Economic Quarterly, commented that TCL is the first
large and competitive Chinese corporation in which the national govern-
ment has allowed state ownership to fall below 50%. He called TCL a lab
rat in an experiment in what he calls “stealth privatization”. If Li can prove
his claim that smaller state ownership means faster growth and fatter prof-
its, he argued, government “regulators may cut other Chinese companies
loose as well” (quoted in Chandler et al. 2004; similar Ling 2005: 145).

By 2006, TCL’s corporate structure is complex. They operate seven
business units: TV sets (TTE), mobile phones (TCT), digital, home appli-
ances, electric, electronics & components and others. Figure 5-17 is thus a
simplification of reality and focuses on brand related structures with re-
spect to US and Western European markets.'s? Brand management particu-
larly takes place in the ‘Corporate brand management centre’ and in the
units TTE and TCT (Sun 2006). TTE has five regional business centres
(RBC): China, North America, emerging markets, Europe and strategic
OEM. In China, TTE is equivalent with TCL, and TTE therefore has to
coordinate marketing and promotional activities strongly with the corpo-
rate centre. The corporate centre is in charge of all branding and PR issues
which are related to the corporate image. This includes key brand mes-
sages, print & TV advertising, and guidelines of visual identity (colours,
logo) etc. In contrast, brand issues of Thomson and RCA brand have to be

151 Besides, the general public owns 38.45%, managers and staff 25.01% and stra-
tegic partners such as Philips and Toshiba 11.32% of TCL Multimedia.
(Khanna et al. 2005: 5)

152 [1lustration bases on interview with Stacey Sun, company data, and corporate
websites. It does not present ownership structures, full range of TCL depart-
ments, corporate functions and sales departments of other overseas markets ex-
cept USA and Western Europe. See also appendix 6 and 7.
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aligned with Thomson Corporation. Same is true for 4A/cate/ branded mo-
bile phones. The parent companies still own the brands and are thus in
charge of any branding decisions such as brand positioning, slogans and
brand visuals: “We do only the marketing side” (Sun 2006). As a result,
the local TCL brands appear very differently. See figure 5-18 for the web-
sites of the product brands as an example. Since the Schneider brand is
managed by TCL themselves, its website is optically already pretty close
to TCL T-H. In 2004 Schneider brand activities were re-defined and inte-
grated in the RBC Europe. Schneider and Thomson branded TV sets are
since then both manufactured in the Poland plant (TMC 2005b: 10; Sun

2006).
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Fig. 5-17. TCL Corp.’s global brand organisation in April 2006 (own illustration)

Besides post-merger integrations in terms of operative brand manage-
ment issues (Khanna et al. 2005: 12), TTE as well as TCT are also still
working on the integration of the former management teams. By 2006,
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TCL-Thomson Electronics is managed by an international, multi-cultural
team, led by executives coming from both partners. The CEO had been
nominated by TCL, while the president was from Thomson (TTE 2003: 3).
Further, in 2005 Robert Hu became executive chairman, and Didier Trutt
and Alastair Campbell became directors of TCL Multimedia (TMC 2005a:
4).
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Fig. 5-18. Websites of TCL’s product brands in April 2006 (own screenshots)

In contrast, TCT is particularly led by a Chinese management team; Li
is chairman of the group and Dr. Liu Fei is appointed CEO since 2005.
Whereas, for instance, the Financial Times (2005: 22) wrote that TCL and
Thomson are rumoured to be struggling to get along and the co-operation
may be hindered by disagreements within the management team, TCL
considers these disagreements as typical for post-merger integrations: “We
do not deny that cultural differences exist between the two but these dif-
ferences do not affect our business operations. Everyone is committed to
improving the profitability of TTE and in particular to enhancing the prof-
itability of the North American and European business.”

Though some difficulties may be in place, it is to note that particularly
TTE seems to work on an effective communication mechanism and a
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company of international culture. All management levels are required to
learn English and to use English as corporate language. Even though other
market sources criticised their language capabilities (e.g., Feng 2005), own
personal communication confirmed positive results for TTE. Probably, the
personal of TCT may be farer behind. Much more interesting than “usual”
post-merger integration problems, may be to ask how TCL is going to
adapt its global brand organisation in near future, when they sell both TCL
branded and foreign branded TV sets into the global markets. Who will be
in charge of the local brand building and how are they going to be coordi-
nated with domestic targets in China? As TCL started with branded televi-
sions in Carrefour stores in France, Italy, Spain and Belgium in March
2006 already (TTE 20006), it is expected that TTE’s marketing and promo-
tion department of the RBC Europe will get the responsibility in order to
leverage local market know-how and brand management expertise. On the
other hand, the department may then have to adjust its priorities from a
one-brand to a two-brand strategy with single ownership, and may there-
fore need to renegotiate with Thomson Corporation. Who is served first
Thomson or TCL brand? Since the employees of RBC Europe are mainly
former Thomson employees, the employees may be reluctant to support a
brand transfer from Thomson to TCL brand, and may need support from
China to learn about TCL brand values and brand positioning.

Figure 5-19 sums up TCL Corporation’s style of international brand
management across the discussed nine sub-sections.
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« China’s leading brand for TV sets (MS 18%), also known for mobile phones
« TTE world’s largest TV maker, incl. OEM (estimate 8% of revenues)
Company overview ) * Revenues FY04: US$6.69bn (15% abroad); 36% annual growth in 1998-2004
« Negative profitability in the core businesses of TV sets and mobile phones
- State-owned since 1981, 62% of revenues listed at Shenzhen, HK stock markets

Aims of
global brand building

« Exploiting new sales pools and escaping home market commoditisation
« Increasing profit margins, brand management and technology competences
« Leveraging governmental ambitions and CEO Li Dongsheng'’s reputation

Motives of global
brand building

« Initially OEM in USA; later brand acquisitions and licensing in USA and Europe;
since March 2006 launch of own TCL brand into Europe

« Focus on majority JVs and acquisitions of money loosing businesses including
manufacturing plants, sales and R&D facilities, IP, brand rights and employees

« Hong Kong (1993)-> emerging markets (1998)> USA (2001) - Europe (2002) >
world (2004)

Mode of
market entry

« Brand architecture of a house of brands due to M&A histories; long-term aim is a
branded house of TCL; brand transfers in very initial phases

« In total, 9.15% of global brand volume share in televisions, product brands are:
-ROWA (China): National 2nd tier TV brand for rural areas (3% MS)
-Thomson (WE): French, mid-quality TV brand name (5% MS)
-Schneider (WE): Old-fashioned German TV brand name (narrow sales)
-RCA (North America, Mexico): Traditional US TV brand name (9% MS)
-Alcatel (Worldwide): Global mobile phone brand name for niche products

Brand
positioning(")

Strategic brand decisions
when going-international

« Limited global R&D budget of around 3% of worldwide revenues
« Many national patents and inventions; despite of M&A histories still no own IP
« FY04: 4 R&D centres abroad (Singapore, USA, France, Germany)

Brand innovations

« Worldwide identical brand name TCL, originally without any Chinese characters

« Abbreviation of the former company name ‘Telephone Company Limited’

« Evolution of a Chinese written name in rural areas: Wangpai (prior product name)
« Brand colours: red, black and white

Branding

« Limited global marketing budget of 3-5% of worldwide revenues

« Local product brand marketing to end-customers in the US and Europe

« TCL brand visible at trade fairs and through TCL’s sponsorship of the annual
European golf tournament at Hainan Island since 2004

« European & US-consumers not aware of local brands operated by Chinese TCL

Brand
communication

« Intensive distribution via retailing; local product brands listed in all major US and
European distribution channels: mass markets, professional retail chains, etc.
« In March 2006, launch of TCL-branded TV sets in Carrefour stores in F, |, B, E

Brand
distribution(

Operative brand decisions
when going-international

« Brand management decisions by parent brands: Thomson (Thomson, RCA brand)
and Alcatel; TCL in charge of marketing and promotion along brand guidelines
Brand « Coordination of TCL branded activities in Europe just started
organisation(!) » Multi-national management teams in localised, regional business centres
« TV and mobile phone organisation still in process of post-merger integrations
« Strong reliance on personal leadership of CEO Li Dongsheng (engineer)

(1) US and WE markets only

Fig. 5-19. TCL’s way of international brand management (own summary)
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5.2.3 Case study 3: #{54 4] Hisense Group

Aims of global brand building

Company overview
#{54%E M Hisense Group’s predecessor was
Hisense founded in 1969 by Qingdao city governmental au-
thorities. Initial order was to manufacture radio re-
ceivers and to develop black & white TV sets for the Chinese market
(Hisense Group 2003). Over the years Hisense Group has advanced its
technologies and become a large conglomerate (see box 5-4). Hisense
Group grew on average 22% each year between 1998 and 2004 (figure 5-
20) and became China’s number four in televisions (5.5% market share in
2003), number seven in air-conditioners with a market leadership in in-
verter air-conditioners (around 60% market share in 2004) (Huatongren
Shichang Xinxiu [All China Marketing Research] 2004; Euromonitor
2006). According to own figures, Hisense Group gained worldwide reve-
nues of US$3.3bn in 2004 of which more than 15% were made abroad
(BCG 2006¢: 13; Hisense Group 2006¢).'s* In 2005, Hisense ##{5 brand
was also awarded as the ‘Most Favoured China Brand’ by CCTV, and in
2006 Hisense was honoured the “2006 Export brand” by China Chamber
of Commerce for Import and Export of Machinery and Electronic Products
(CCCME) (Hisense Group 2006a). According to Hisense (2006b), its cor-
porate strengths in the domestic market are technology, equipment, qual-
ity, and branding. Hisense brand manager Wang Ruiji evaluated Hisense
Group’s strengths compared to the world-class level as seen in figure 5-21.
Hisense Group is considered a typical state-owned company with a list-
ing at the Shanghai stock exchange market to fund growth. The publicly-
listed entity is ‘Hisense Electric Co., Ltd’ and includes the core segment
TV sets and since 2001 also digital refrigerators. The entity achieved reve-
nues of US$907m and a net profit margin of 2.43% in 2004 (Qingdao
Haixin Dianqi [Hisense Electric] 2005)."** Since only 28% of Hisense
Group revenues are listed till end of 2004, overall figures on profitability

153 Treat figures with care; only 28% of total revenues are publicly-listed at
Shanghai stock market.

154 In 2005 Hisense Electric gained revenues of US$1.26bn. This is an increase of
36% compared to year 2004. Net profit margin also improved to 4.01%
(Qingdao Haixin Dianqi [Hisense Electric] 2006). Since 2005 figures for
Hisense as a whole are not yet available, it cannot be confirmed whether other
Hisense industries met the target of 24% annual growth till 2010 as well or not.
Compare to figure 5-50. Treat figures with care; Shanghai stock exchange is
said to not require strict publication rules (e.g., Hirn 2005: 129-130).
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can only be estimated. It is safe to assume that Hisense Group’s overall
profitability is lower than the published figure of the entity (Gerke 2006).
It is also safe to assume that in case of difficulties, Hisense will receive
strong backing from the local government in Qingdao in terms of soft
budget constraints (Ling 2005: 139).

Hisense Group’s worldwide revenues 1998-2010

In bn

uss -
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CAGR
2004-2010
24%
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I:‘ Refrigeration
|:| TV sets

[ PR U ey L

. All other segments
1998 1999 2000 2001 2002 2003 2004 2010
Note: 2004 exchange rate applied for all years

Fig. 5-20. Hisense’s worldwide revenues in bn US$ 1998-2010 (company data)'>

Industry/ supply chain

Technology/ innovation Distribution/ trade

= Hisense

—&— World-class

Capabilities development and Branding and custonmer
organisational effctiveness insights

Fig. 5-21. Hisense Group’s perceived core competences on a scale from 1 (basic
industry level) to 5 (world-class level) (estimation of Wang 2005)



5.2 The case studies 213

Hisense’s history can be traced back to 1969. At this time Qingdao governmental autho-
rities found the state-owned ‘Number Two Radio Factory’ with thirty employees and a faci-
lity area of 1,000 square metres. Initial order was to manufacture radio receivers and to
develop black & white TV sets for the Chinese market. First output was a 14inch vacuum
tube television in the early 1970s and the technical innovation from manual to mechanical
production. By 1975 Hisense developed the transistor television and became a designa-
ted TV maker by the Ministry of Machinery and Electronics and the Electronic Industrial
Bureau of Shandong Province. In 1979, Qingdao municipal government merged Number
Two Radio Factory with three other local factories and established ‘Qingdao General Te-
levision Factory’. It became one of the largest TV makers in Shandong province. Encou-
raged by the industrial policy of import substitution as well as being granted more autono-
my, Qingdao General Television Factory addressed the demand for colour televisions in
the 1980s and agreed with Japan’s Matsushita (Panasonic brand) to receive a transfer of
equipment and technology. The developed ‘Qingdao Brand Colour Television’ became
popular shortly afterwards.

In 1992, Li Dezhen, then General Manager of Hisense, was appointed to the Electronic
Instrument Bureau of Qingdao City as chief director. Zhou Houjian, 35-years-old, became
Hisense’s new president. Zhou implemented large management reforms and launched
the diversification approach of “developing without solely relying on television and enga-
ging in, but not being confined by electronics”. The company merged with several provin-
cial companies, was reshuffled across different administrative regions by transfer of state-
owned assets and conversions into shareholding ownerships, and purchased further tech-
nology from Matsushita to produce wide-screen colour televisions. Finally in 1994, the
new organisation was renamed into ‘Hisense Group’.

In 1995, Hisense became a world class state-level technology centre for large screen
colour TV sets and was selected by the Shandong government as one of the twelve big
groups it would support in 1997. In April 1997 Hisense Electric Co., Ltd. went IPO at
Shanghai stock exchange market and raised US$50.5m. In 1997 Hisense also found its
first trans-provincial operation, a joint-venture with Huari Company Guiyang, in order to
distribute Hisense branded products more quickly into Chinese South-Western provinces.
Until 1998 Hisense acquired ten loss-making companies with total assets of US$362m.

In 2000 Zhou Houjian retired from the presidency and became chairman of Hisense
Group. Yu Shuming became new president. Hisense moved its Qingdao headquarters in
the new Hisense Tower and got the official license to manufacture mobile phones in 2005.
As a result of Zhou'’s diversification strategy, the group has broadened its product portfolio
into air-conditioners, refrigerators, computers and several non-manufacturing markets
such as real estate and retailing. In September 2005, Hisense Air-conditioners bought a
26.43% stake in the crisis-ridden Chinese electronic company Kelon for US$111m and
became largest shareholder. The reason of investment seems to be, besides a strengthe-
ning in Hisense’s position in South China and white goods, the support from Kelon’s
listing at the Hong Kong stock market for an own overseas IPO until 2009.

Box 5-4. Hisense’s corporate history and domestic growth (own summary)'*®
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In the world market, Hisense Group is primary presented in emerging
markets and through OEM business by 2006. It has 20 subsidiaries (one in
the USA and one in Europe), employing more than 10,000 people world-
wide. They have 13 global production bases with local sites in South Af-
rica, Hungary, Algeria, Iran and Pakistan and sell more than 10 million TV
sets and 3 million air-conditioners each year in more than 40 countries
(BCG 2006c: 13). Though Hisense is still considered in the fledging stages
in the developed markets, Hisense was honoured with the ‘2006 Brand
Export” award by the China Chamber of Commerce for Import and Export
of Machinery and Electronic Products in April 2006. Hisense also attracts
global attention due to its strong government support, rapid growth and fu-
ture ambitions: “We will make Hisense a famous brand in one hundred
years” (chairman Zhou quoted in Ling 2005: 140). Besides an international
brand name, Hisense also aims for a giant in the world’s electronic and in-
formation industry and total revenues of RMB100bn by 2010 which is
around US$12bn according to 2004 exchange rates. Key segments shall be
flat panel TV sets and 3C digital industry.'”” The share of computers and
mobile phones shall account for one-third of total revenues; revenues of
3C industry shall reach RMBS5bn or US$600m by 2007. In order to fund its
ambitions, Hisense plans to go IPO at an overseas stock market before
2009 (see particularly "Longhu Plan' in Hisense Group 2004; Ling 2005:
134; Hisense Group 2006b: 13; Shenzhen Daily 2006).

Motives of global brand building

Hisense Group’s decision to target overseas markets and to develop
Hisense into an international brand name is described in Hisense’s chroni-
cle as follows: “In October 1996, a price war broke out between China's
television enterprises, which reduced product prices to unreasonably low
levels in order to win the fierce competition. Facing the situation, then
Hisense president, Zhou, solemnly announced in the People's Hall of
Qingdao that Hisense would not follow suit. Rather, he said, Hisense
would win the market by its high technology, fine-quality products and ex-
cellent service to the customers. The company was aiming to be an interna-
tionally recognized brand on the world market as well as its domestic mar-
ket” (Hisense Group 2003).

155 Figures base on Hisense Electric Co., Ltd. annual reports 2000-2004 and
Hisense Group internet websites (2003; 2006b). See appendix 1 for exchange
rates. Treat figures with care.

156 Summary bases on Ling (2005), Shenzhen Daily (2005b; 2006) and corporate
websites.

1573C stands for Consumer electronics and domestic appliances, Computers, and
Communications.
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Prices of colour TV sets fell by over 80% from 1996 to 2001 (Ling
2005: 134). According to Yi/Ye (2003: 229), Hisense’s net profit margin
was around 0.47% at this time. Chang Kaixun, president of Hisense Coop-
eration, confirmed that it has been a question of survival. If Hisense could
not be strong overseas, they would die. There has been no choice, but to
try (Goodman 2004). CEO Zhou also mentioned the increasing competi-
tion from multinational companies in China as a motive of going-
international. He said that Chinese firms must take advantage of the oppor-
tunity to grow while there is still space for them to do so. China’s low la-
bour costs would be a Chinese company advantage only for a limited time,
since multinationals producing in China will enjoy the same advantages
soon (Zhishi Jingji [Knowledge Economy] 2002). General brand manager
Wang Ruiji (2003: 4-6; 2005) added that the development of a strong
brand also gets necessary when a firm likes to promote its own technology.
Hisense Group said “through [our] promotion of LCD and PDP TV,
Hisense is already a flagship among China’s home appliance brands and
will thoroughly rip off the negative image of Chinese brand featuring low
price and bad quality. Hisense will step into the world arena with a new
image” (Hisense Group 2006c¢).

With respect to developed markets in the US and Western Europe,
Wang Ruiji explained that Hisense intends to establish its brand in order to
increase corporate profits and competitiveness, while growing the group’s
worldwide sales volume and scale by traditional OEM (similar Goodman
2004). Major OEM-clients are US-based computer and printer giant Hew-
lett-Packard, Japan’s NEC, and French Carrefour (Shenzhen Daily 2006).
Wang Ruiji said that in different country markets the role of OEM sales
compared to Hisense branded sales can vary a lot. Hisense Group an-
nounced Europe, USA, Middle East, South Africa and ASEAN as its
prime target markets. For instance, Hisense’s long-term sales pattern for
Hisense branded refrigerators should be 50% of revenues achieved in the
domestic markets and 50% in overseas markets (Hisense Group 2006¢).

Besides it is to note that government intervention has been a constant
factor in Hisense’s decision-making of going-international and global
brand building. By global brands such as Hisense, the government may in-
tend to demonstrate China’s national power and pride towards developed
markets such as the US and Western Europe (Gerke 2006). The dispute on
Hisense’s brand name registration in Germany can be taken as an indica-
tor. (See section ‘brand name’ for details.) In addition, Ling (2005: 138-
139) found that Hisense has got “favourable terms for the purchase of in-
dustrial land, technical assistance, import and export quotas, various subsi-
dies in the forms of low-interest or interest-free loans, reduced taxation
and even giveaways”. Hisense also runs one of the dedicated world class
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state-level research centres in order to develop global R&D know-how for
the Chinese society: “’Creating Perfection, Serving the Society’ is our
commitment and our paramount goal for all business activities. We have
strong sense of social responsibilities. Rejuvenating national industries and
serving the society is a way that we repay the society. [...] An enterprise
can only grow larger and stronger and find its value and significance of ex-
istence by serving the society” (Hisense Group 2006b).

Strategic brand decisions when going-international

Market entry mode

In 1991 Hisense Group founded Hisense Export & Import Co. Ltd. in
Qingdao. The entity got the task to explore the overseas markets and to in-
troduce advanced foreign technologies, production and testing equipment
into Hisense Group (Hisense Group 2006¢). Some OEM partnerships were
established and foreign technology imported into China.'®® When in 1996
Hisense president Zhou announced Hisense’s going-international as the
new overall corporate strategy, it is said that he realised that the developed
markets in the US and Western Europe have extremely high entry barriers,
and that Chinese companies such as Changhong had struggled to compete
in these markets so far. As a result, he decided against these markets to
start with and shifted his attention to emerging markets, namely South
America and South Africa (Goodman 2004; Ling 2005: 143). See also ta-
ble 5-16.

When Korea’s Daewoo was willed to sell its factory in Johannesburg for
US$2.3m as a consequences of the Asian crises in 1997, Hisense took its
chance and founded its first overseas subsidiary in South Africa as a
“bridgehead” for entering foreign markets (Hisense Group 2003). The sub-
sidiary was a 60-40 joint venture with the South African bank NED and
was named ‘Hisense South Africa Development Enterprise (Pty) Ltd.’
(Hisense Group 2006¢). The factory started producing Hisense branded
TV sets in the same year (Hisense Group 2003), while OEM has not been
an issue there (Wang 2005). In 2004, Hisense expanded the production
base into a capacity of 200,000 colour and black & white TVs, 50,000
DVDs & VCDs and 10,000 hi-fi home theatres for US$4m. Besides manu-
facture, Hisense South Africa has also become in charge of sales distribu-
tion into local African markets and local R&D activities. However, it is
said that due to unfamiliarity with the local market and local culture, the
business performance in South Africa was disappointing, and Hisense per-
ceived their investment under risk because of deteriorating economic envi-

138 See section ‘brand innovations’.
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ronment and political uncertainty (Ling 2005: 143). As a consequence and
due to the fact that the market in China was stagnating, Hisense was hence
pressured to pick up speed for entering further foreign markets such as the
markets in the US and WE.

Year Country Brand mode  Institutional mode Name Initial products
1996  South Africa Own brand JV ‘Hisense South Africa TV
Development Enterprise’
1997 Hong Kong Own brand Greenfield Sales office ‘Hisense Hong Kong’ TV
1999 Brazil Own brand Greenfield Sales office ‘Hisense Do Brazil’ TV
2000 USA OEM Greenfield Sales office ‘Hisense USA TV
(own brand) Cooperation’
2001 Italy OEM Greenfield ‘Italy Branch Office’ v
(own brand)
2001 Indonesia Own brand Greenfield Sales office ‘Hisense Indonesia’ TV
2002 Japan OEM Vv Sales office ‘Hisense Sumisho TV
(own brand?) (Japan) Co. Ltd.
2003 Australia Own brand Greenfield Sales office ‘Hisense Australia’ TV
2003  Saudi Arabia Own brand Greenfield ‘Saudi Arabia Branch Office’ TV
2004 Hungary OEM Vv Manufacturing plant with TV
(own brand) Singapore Flextronics
2004 France, Italy, OEM WV Sales agreement with Singapore
UK (own brand) Flextronics v
2004 Pakistan Own brand JV Manufacturing plant with TV, AIC
Pakistan AAA Company
2004  South Africa Own brand Greenfield Expansion of production base DVD/VCD, Hifi, TV
2005 Australia Own brand Alliance Sales partner TAAC Household TV, AIC
Appliance’
2006 Germany Own brand Alliance Distribution through TV

Saturn electronic chain

Table 5-16. Hisense’s mode of market entry until 2006 (own illustration of major
steps) !>’

In 2000 Hisense Group invested in the US and founded ‘Hisense USA
Cooperation’ in Los Angeles. The plan has been to sell Hisense branded
products into the market in the first place and to establish OEM co-
operations in the second place (Wang 2005). Since the newspaper
Shenzhen Daily recently reported that “[Hisense] scored a small victory
last year [2005] when US retailer Best Buy agreed to sell Hisense brand
TV sets in addition to Hisense models bearing its own [Best Buy] brand
name” (Shenzhen Daily 2006), it is assumed that contrary to their own
strategy, Hisense had very likely started US activities with OEM instead of
own branded products. By end of 2005, Hisense USA Corporation also
runs a R&D facility that works in collaboration with Qingdao research
centre (Hisense USA 2006).

159 Table refers to proven FDIs. Markets entered by pure export business are not
included. Information about role and volume of OEM in these markets were not
available; it is assumed that the developed markets in the USA, Western Europe
and Japan have mainly been penetrated by OEM labels.
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Shortly after the establishment of Hisense USA Corporation, Hisense
also opened up a trading office in Italy in 2001, in order to explore the
Western European markets. It is said that Hisense’s branded business
started with its participation in the IFA in Berlin, Germany in 2003
(Hisense Group 2005b). In the same year, Hisense Group also assigned an
international brand consulting agency to develop a market entry strategy
for Hisense branded TV sets in the German market (anonymous interview
with the CEO of the agency). The agency found a German TV brand,
which enjoyed popularity and an image of quality and innovation, though
it struggled with profitability at this time. As Hisense brand was unknown
in Germany and lacked own distribution networks, the agency recom-
mended Hisense Group to acquire this German firm. The plan was to use
the German brand as the TV’s external body and Hisense Group’s technol-
ogy and manufacturing capabilities for the interior. According to the
agency, Hisense Group denied the proposal, as they did not understand the
concept and purpose of this brand strategy: “Hisense decided to establish
its own factory in Hungary instead. They keep on making television sets
under OEM label and focus on volume, volume, volume. Unfortunately,
they cancelled the idea of establishing their own brand in Europe” (own
translation). General brand manager Wang Ruiji (2005) explained that
there had been two reasons: First, Hisense Group’s strategy is defined to
enter foreign markets on organic growth rather than through M&As. He
said that Hisense has realised that it is too difficult to integrate companies
in Europe, as from his point of view, TCL Corporation primary brought
themselves into a difficult position, when they acquired French Thomson.
Second, after he had researched the German market and some affordable
German television brands such as Grundig by himself, he found their pro-
duction lines, technology and brand status as quite old-fashioned and infe-
rior to Hisense’s own offerings.

Finally, Hisense Group decided to invest in an own colour TV factory in
April 2004. They chose Sarvar in Hungary and the joint venture partner
Flextronics, who was already running an industrial park there. Flextronics
is a Singapore firm that makes products for international electronic brands,
which Hisense has already hired to make mobile phones at a plant in
Shenzhen (Goodman 2004). The new factory employs 150 people and has
a capacity of one million units per year (Hisense Group 2006b). Flextron-
ics and Hisense agreed to target France, Italy and the UK in the first place.
As expected by the international brand consulting agency, Hisense branded
products play a minor role in the manufacture: only 150,000 of the one
million units are planned to be branded under Hisense label in 2005
(Goodman 2004; China Daily 2006). Hisense brand manager Wang Ruiji
(2005) admitted that OEM business had always played an important role in
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Western Europe and other developed markets. However, he is not willed to
provide more details. In 2005 Hisense Group announced that they are go-
ing to open up a second TV factory in France soon (Hisense Group 2005c),
probably as well with focus on OEM?

While one can argue if an acquisition of an established brand name —
old-fashioned or not — is the right market entry strategy for Hisense Group
in Western Europe and the US, their decision on the no-brand strategy
OEM is probably further away from their goal of establishing Hisense as a
global brand of high quality and innovation.'®® However, recently in Au-
gust 2006, first few Hisense branded LCD televisions have been intro-
duced into the German market through the electronic chain Saturn which
belongs to the German Metro Group (own store checks). Did Hisense thus
finally utilise its relationships to Metro Group from the Chinese market to
win a listing in their Western European chain stores? Is Hisense now going
to switch to the market entry mode of brand alliances to enter US and WE
markets? It is assumed that both brand alliances with foreign brands and
M&A would possibly satisfy Hisense Group’s brand aims in a better way
than pure OEM, and would also overcome the lack in foreign distribution
networks and the risk of false investments (compare to comments of Ling
2005: 143-145).

Brand positioning

In China, Hisense intends to position itself in the high-quality segments of
standard and flat panel TV, mobile phones and other consumer electronics
markets. They claim a strategy of “developing high technology, producing
high-quality products, providing high-level services” (Ling 2005: 141).
However, compared to the leading global TV brands such as Sony, Sam-
sung, Philips and LG, Hisense may is perceived as a mid-quality brand and
a local player rather than a worldwide competitor. In their Chinese home
province Shandong, Hisense brand enjoys a market share of more than
40% in colour TV sets and air-conditioners, while already in the
neighbouring province Jiangsu they only achieved a market share of 8.5%
in 2004 (Ling 2005: 138; Nanjing Caijing Daxue Pinpai Yanjiu Zhongxin
[Nanjing Finance and Economics University Brand Research Center]
2005). In total China they achieved a volume share of 5.5% and worldwide
a volume share of 1.0% in 2003 (Euromonitor 2006).

Even though Hisense may still is considered a middle-sized player and
local Chinese brand by 2006, Hisense Group seems very ambitious. Brand
manager Wang Ruiji (2005) explained that they care much about brand
identity and brand positioning. He himself already wrote a theoretical text

160 See section ‘brand positioning’ for details.
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book about the interactions between corporate and product brand identi-
ties. He focused his theses on the Chinese market and described Hisense’s
overall brand identity by the slogan “f5 %, FHHANH! «© (,With love,
technology carries emotion!”) (own translation of Wang et al. 2003: 4). He
wrote that Hisense Group had implemented this corporate brand identity
by single product values: refrigerators are digital, televisions protect the
environment, air-conditioners are convertible, and mobile phones base on
CDMA technology (Wang et al. 2003: 3-24, 189).

While one can argue if these attributes are brand values from a Western
marketing perspective, Hisense Group has also used the famous Chinese
TV star and master of ceremonies 1F X (‘Xu Gehui’) as a testimonial to
enhance brand awareness and brand image in China. Xu Gehui is one of
the most favoured masters of ceremonies on the Chinese TV since the mid-
1990s and moderated shows such as “In front of stars” (original:
Z NI, In 2005, Xu Gehui became Hisense’s spokesperson and
promoted their products by the slogan ‘% NE4 . BRI (‘Fa-
mous people choose famous products. The world of Hisense’) (own trans-
lations of Haixin [Hisense] 2005: 1). See the advertisement in figure 5-22
left-hand side as an example.
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Fig. 5-22. Advertisements of Hisense brand in China in 2005-2006 (taken from
Haixin [Hisense] 2005: 18, Chinese commercial magazines)
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Very recently, in October 2006, Hisense Group also begun to promote
its global competence to the Chinese consumers, similar as Haier Group is
used to do. Hisense advertisements now include symbols of international
cities such as the Paris Eiffel Tour, and the certificate that Hisense Group
was awarded “Best of China CE products” by American TWICE (This
Week In Consumer Electronics). TWICE is a business-trade newspaper for
retailers of consumer electronics, computers, telephones, software, and
similar products (company websites). See advertisement in figure 5-22
right-hand side.

Despite of these domestic marketing campaigns, Wang Ruiji (2005)
however admitted that in China Hisense’s unique selling proposition to-
wards foreign brands rather bases on a combination of both: stronger ser-
vice and distribution networks across all Chinese provinces, and similar
product offerings in terms of qualities, product features and technologies.
Outside China, he explained, particularly in the US and WE markets,
Hisense Group cannot rely on such distribution advantages. The Boston
Consulting Group (2006c: 13) therefore certified Hisense an image of
“stylish consumer products, which provide very good value for an afford-
able price”. An US-customer having evaluated Hisense TV sets confirmed:
"For the price, this was the best TV we could find and really love it!"
(Hisense Group 2006b). A sales person of the German electronic chain
Saturn added in August 2006 that the Hisense LCD televisions, which they
recently started carrying on their shelves, cost between €900 and €1,200,
and are thus the cheapest LCD offers in the store (own store check). The
fact that Hisense may compete on price in the US and WE markets may
also be confirmed by the following statement of Wang Ruiji (2005). He
said that Hisense Group does not adapt their branded products with respect
to local consumer needs for the US and WE markets, except the local mar-
ket requirements such as different voltages. A reason may be that Hisense
Group aims to fully utilise their large scale and low-cost manufacturing
bases, and their networks to high volume and low-cost components suppli-
ers, in order to achieve leadership position in price (BCG 2006¢: 13).

In terms of available Hisense branded products in the developed mar-
kets, Hisense started with a full line of television sets ranging from stan-
dard colour sets to both Flat Screen and Plasma Display Panels in the US
in 2000. In 2004 Hisense launched their digital cable televisions and also
their CDMA handsets, while announcing to expand to refrigerators and air-
conditioners in the near future too (Hisense Group 2006¢; Hisense USA
2006). Though quite present in the market, market research reveals that
Hisense brand has less than 0.1% market share for video products in the
USA in 2003 (Euromonitor 2006). In Western Europe, an industry ob-
server published that from 2002 to 2003 Hisense sold 2,300 TV sets under
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OEM label (Goodman 2004) and branded business has not started before
2003 (Hisense Group 2005c). Managing director of Germany’s leading
consumer electronics chain MediaSaturn Holding Steffen Stremme (2005)
confirmed that Hisense brand is not yet playing a role in the German and
Western European market so far. However, The Boston Consulting Group
(2006¢: 13) published in a report that “Hisense has the best-selling brand
of flat-panel TV sets in France, where its products are being distributed
through major retail chains such as Carrefour.” Though a strong statement,
it could not be confirmed through other sources in France and Europe so
far.

Brand innovations

Hisense brand manager Wang Ruiji (2005) explained that Hisense’s brand
approach has been to win customers by quality and innovation. He said:
“The English word ‘brand’ only consists of one word, whereas in Chinese
‘brand’ means /il ‘pinpai’. i addresses the product and its quality. J#
symbolises its reputation and impression in the market. Hisense is going to
use the ffi to get the ' (own translation). As a result Hisense Group has
concentrated on improving quality, customer understanding and technol-
ogy over the years (Ling 2005: 140). In 1995 and 1998 Hisense Electronic,
Hisense Computer and Hisense Air-conditioner passed the ISO9001 and
launched a zero-complaint production process (Hisense Group 2003). To
gather information about customer needs, Wang Ruiji named three sources
in China: First, there is Hisense’s own experience in the market; some en-
gineers had been working for Hisense more than 10 years. Second,
Hisense’s relationship and distribution networks would provide customer
requirements directly out of the market. And third, Hisense would receive
market statistics from third parties, particularly from the National Statistic
Bureau. When asking him, how Hisense knows what consumers in the US
and Western European markets require, he answered that Hisense Group
primarily relies on their distribution partners and their experiences in the
market. Moreover, Hisense regularly gets statistics from the market re-
search agency GfK indicating which products Hisense had sold in which
regions and countries.

In terms of technology, Hisense Group has much been guided by the
Qingdao municipal government: In the 1970s they ordered radio receivers
and black & white televisions, in the 1980s they demanded colour TV sets
and, since Hisense was announced one of the world class state-level tech-
nology centres in China in 1995, the development of large screen colour
TV sets became priority (Hisense Group 2003). Ling (2005: 134-135, 140)
found that Hisense had spent nearly 5% of its total revenues on R&D from
1993 to 1998, and has pursued an ’80:20 strategy’ under which 80 per cent
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of the company’s capital and technological resources are used in high-end
products such as digital TV and the remainder in low-end products. Wang
Ruiji (2005) added that the R&D budget was around 4% in 2005. Probably
the largest investment over the years has been the CDMA mobile phone
technology. It is said that the first-phase construction alone had cost
US$48.3m and the purchase of the advanced technology equipment and
production site from Hitachi and Qualcomm further US$9.7m (Ling 2005:
137). By end of 2005, the state-level technology centre integrates all
Hisense R&D facilities of its different entities, including TV, digital re-
frigerators, computers, and mobile phones. The centre enjoys a good repu-
tation as a “special zone” where 140 postgraduates and other talents enjoy
favourable treatment (Ling 2005: 141). Besides the centre in Qingdao,
Hisense also runs R&D facilities in the USA and South Africa (Hisense
USA 20006).

With respect to government and customer requirements, Hisense is
known for a continuous stream of new products to the marketplace (Ling
2005: 135). In 2002 for example, they produced their first 42 inch 16:9
PDP, which can receive high-definition digital signals. However, chairman
Zhou admitted in 2004: “We are at least ten years behind Japanese compa-
nies in terms of technology, production processes and organisational capa-
bility. Our existing technical resources are far from being able to support
our long-term development. To catch up, we must make significant efforts
in technical processes; after all, technology is the determinant factor in the
competition” (Zhou quoted in Jingji Cankao Bao [Economic Reference]
2004; translation of Ling 2005: 141). Since Hisense Group has been aware
of their inferior technology, they have historically purchased technology
from global players. These are Matsushita (standard colour and wide-
screen colour televisions), NEC (colour televisions), Toshiba (wide-screen
colour televisions), Sanyo (conversion air-conditioning), Lucent (large-
scale program exchangers), and Hitachi and Qualcomm (CDMA mobile
phone) (Ling 2005: 135-140; Hisense Group 2006b).

In the summer of 2005, however, Hisense Group celebrated its own
technology peak. For the first time they achieved a Chinese intellectual
property by inventing a digital media processing chip called ‘HiView’ for
colour TV sets (Xin yingxiao [New Marketing] 2005). Hisense Group
(2006b) announced “that they cracked the core technology barrier embar-
rassing China colour TV industry for years [...] structure design and key
arithmetic of the chip had reached world advanced level. [...] it will serve
as a replacement of the foreign counterparts [...] the national chip will
make its debut in China’s colour TV industry with 75m annual output.”
The Qingdao government awarded the R&D team with US$250,000 and
several senior Chinese officials including Wen Jiabao, Zeng Qinghong,
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Huangju, Wu Guanzheng, Li Changchun made their congratulations
(Hisense Group 2006b).

Even though government authorities honoured the new possession of
Chinese intellectual property, it is to comment that Hisense Group has
done a catch up with global TV standards rather than created something
new or unique. Furthermore, Hisense still remains very dependent on other
foreign advanced technologies. For instance, Hisense is still collaborating
with Lucent, Intel and Ligent Photonics to integrate the 3C digital indus-
tries which they had announced as one of their future core businesses (see
'Longhu Plan' in Hisense Group 2006b: 13). Finally, it is noted that a R&D
budget of 4-5% is quite low compared to a global industry standard of
around 7-8% and might not be sufficient to catch up further in the future.'!

Operative brand decisions when going-international

Branding

{5 (‘haixin’) Hisense brand name was chosen in 1993, shortly after
Zhou Houjian was appointed chief director of ‘Qingdao General Televi-
sion Factory’ and revised the corporate strategy. Up to this time all state-
owned companies were named after their local city or region like Qingdao
(Wang 2005). Since the government had required to internationalise and to
modernise the enterprise, it is said that Zhou had changed the brand name
to Hisense in order to establish a basis for nationwide instead of provincial
consumer awareness (Ling 2005: 129). Hisense brand manager Wang Ruiji
(2005) said that a general engineer proposed the English name Hisense be-
cause of its positive connotations. Hisense combines the two words ‘high’
and ‘sense’, symbolising that Hisense stands for ‘high quality’ and ‘high
consciousness of technology’ (also Hisense Group 2005a). After having
decided on the Hisense name, they had translated it into Chinese and came
up with the two characters ##{5 (pronounced ‘haixin’). i} means “hun-
dreds of rivers to the sea” and broadened mind. {5 reflects “unlimited
trust” and trustworthiness (Hisense Group 2005a).

Hisense Group finally registered both, the Chinese name ;i and the
English name Hisense, as its official corporate names and decided to use it
as the umbrella brand name for its products (Hisense Group 2003). Wang
Ruiji guessed that the Chinese characters will likely disappear in 10 to 15
years and that the English Hisense will become the only global brand name
of Hisense Group. Hisense trademark is written in turquoise-green bold

161 The global industry standard bases on the R&D budget of the two major players
Samsung (6.82%) and Sony (7.6%) (annual reports 2005). See also hypotheses
in chapter 4.
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letters, partly combined with yellow-orange colours, and black Chinese let-
ters, as seen in the logo in figure 5-23.

1969 1979 1994 2010/2020 .
: : : : > time
Local Number Two . .
name Radio Factory>> Qindao Television Factory >
Chinese Hi- . e
brand sen- rlisense;:Bfl=
name se
Global
brand Hisense
name

Figure 5-23. Hisense’s path to a global brand name 1985-2020 (own illustration)

Although having registered the English Hisense brand name in the do-
mestic market in the 1990s, Hisense Group faced strong intellectual prop-
erty barriers when trying to for register the name in the European markets
in 2002. Hisense had to find out that the trademark was already owned by
German Bosch-Siemens Home Appliances Group (BSH), being different
from the Chinese Hisense only by the capital ‘S’ (China Daily 2004a).
Siemens had registered a bunch of ‘Hi-xx’ trademarks in Germany and in
the European Union since 1985, including ‘HiCom’, ‘HiGraph’, ‘HiCor’,
‘HiConect’, ‘HiNet” and in 1999 also ‘HiSense’ as a sub-brand for their
automatic dishwashers (Gerke 2006; WIPO 2006). Jiangsu Bosch and
Siemens Home Appliances president Roland Gerke (2006) explained that
BSH felt up to terminate the sub-brand and offered Hisense to purchase
‘HiSense’ trademark for US$12.6m in September 2003 (China Daily
2004a). As Hisense Group was not showing interest in the offer, BSH
raised the price to US$54.6m in February 2004. Since Hisense still denied
the offer, they temporarily started using the newly registered trademark
‘Hsense’ for entering the European markets (Liu 2005: 35). When in 2004
Hisense Group participated in the IFA in Berlin and promoted its products
under ‘Hisense’ brand name, the conflict accelerated. BSH sued Hisense
Group for violation of its ‘HiSense’ trademark and the case was heading
for trial in Cologne.

The dispute was exaggerated all across Chinese media and was a subject
at “every inappropriate meeting” with German, US and European political
representatives at this time (Gerke 2006). BSH was accused to fear compe-
tition from China, violating Chinese intellectual property rights and having
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set the trade barriers consciously. For instance, the Chinese Beijing Re-
view reported in 2005: “Hisense countered with claims that Bosch-
Siemens had unfairly appropriated its time-honoured name and sought to
appeal to German authorities to invalidate Siemens’ claim” (EMFIS online
2005; Liu 2005: 34; Wang 2005). Roland Gerke (2006) commented that in
the end BSH was neither willed to risk their Chinese business and their
good brand reputation because of a minor sub-brand nor willed to be sub-
ject to the Chinese government and their political power. In March 2005,
after about four years of dispute, both parties signed a joint-statement in
Beijing that BSH would withdraw its lawsuit in Germany, while Hisense
Group would withdraw its application for ‘Bosch’ trademark in China.'¢?
According to Beijing Review, BSH had also agreed to sell the trademark
rights on ‘HiSense’ to Hisense Group for less than US$670,000 (EMFIS
online 2005). By 2006 Hisense Group has protected Hisense brand name
not only in Germany and across Europe, but learnt their lessons and regis-
tered the trademark also in 40 further countries worldwide (WIPO 2006).

Brand communication

Hisense brand manager Wang Ruiji (2005) explained that Hisense Group
is very conservative in terms of advertising spending, since they do not
want to bother their customers. Hisense rather intends to convince custom-
ers by high product quality and customer service. Consequently, the do-
mestic marketing budget is quite low and estimated to 2.5-4.0% of
Hisense’s total revenues. Whereas in China the budget is primary used for
corporate advertising, media spending and channel promotion, Wang Ruiji
explained that the budget is primarily used to establish distribution net-
works and to convince sales partners in overseas markets. The interna-
tional marketing budget is estimated to 1.5-3.0% of Hisense’s total reve-
nues. Major overseas sales events are so far the annual participation in
Germany’s IFA exhibition in Berlin since 2003 and the Consumer Elec-
tronics Show in Las Vegas, USA in 2006 (Hisense Group 2005c;
Shenzhen Daily 2006).

Wang Ruiji emphasised that there has been no Hisense branded end-
consumer advertising in the USA and Western Europe. As a result,
Hisense scored an unaided brand awareness of 1% in the consumer survey
as conducted in October 2006 in Germany (chap 3). However, Hisense
runs English corporate internet websites which promote Hisense Group by

192 Tt was not possible to clarify when, why and how Hisense Group had applied
for ‘Boschftitt’> trademark in China. It is assumed that they had applied for a
product category in which BSH is not interested in, as it is beyond their brand
approach, e.g., TV sets and mobile phones.
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the slogan “Technology with love, innovate your life” in November 2005.
See figure 5-24 left-hand side. The website of Hisense USA, in contrast,
uses the slogan “High Quality, High Style ... Hisense” in October 2006. In
addition, Hisense Group launched a global brand communication approach
called ‘Hisense Anyview’ in 2004 in order “to give its high quality and in-
novative PDP and flat screen TV an own characteristic and personality
worldwide” (Wang 2005; Hisense Group 2006b). See figure 5-24 right-
hand side. Sales partners, domestic consumers and OEM clients are as-
sumed to be the major target audiences of both brand building activities.

When asking Wang Ruiji for reasons, why Hisense is not a sponsor in
the 2008 Beijing Olympic Games, particularly, since the Olympic sailing
competition takes place in Hisense Group’s hometown Qingdao, he an-
swered: “Even though we are not going to participate in an official spon-
sorship, the Qingdao government is eager to promote us during the sailing
competitions. [...] We think that after all Hisense will be capable to estab-
lish some worldwide brand awareness during the Games” (own transla-
tion).

Fisense Anyvieo
nse Internationl Flat TV Syn
a=ES Bk

(N & A

Figure 5-24. Hisense’s global brand communication in November 2005 (pictures
taken from corporate websites)

Brand distribution

In China, Hisense branded products are widely distributed through 35,000
retail stores and through more than 20,000 independent and exclusive
dealers (Wang 2005). In developed markets Hisense is also going to target
mass-market consumers and planned to approach an intensive distribution
through large volume retailers. Hisense general brand manager Wang Ruiji
(2005) explained that distribution channels and sales partners however
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have to be managed differently than in China due to their dual strategy of
both: OEM and Hisense branded business in US and WE markets. When
asked where a consumer could buy Hisense branded products in Western
Europe, he declared Carrefour as one of the most important points of sale:
“Where Carrefour is, there are also Hisense products” (own translation).
Whereas it did not become explicit, if he had meant Hisense branded prod-
ucts or Hisense manufactured products (OEM) by ‘Hisense products’, he
said that the most difficult part of going-international is to convince sales
partners of either ways: “Crucial is that the sales partners recognise
Hisense as a top brand and that we can make money together” (own trans-
lation). Wang Ruiji thus described the relationship to Carrefour as a “profit
cooperation”. They would not do any co-branding activities. Hisense sim-
ply provides information material about its products and Carrefour pro-
motes the products in all stores. A similar arrangement is assumed with
German electronic chain Safurn which sold as a promotional offer around
five Hisense branded LCD television sets per store in August 2006 (own
store checks).

US retallers of Hisense branded goods Hisense branded gocds at Tiger Direct
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Fig. 5-25. Hisense branded goods in the US market in February 2006 (own
screenshots from corporate websites)

In the US, Hisense offered its branded products via three distribution
channels by February 2006 (Hisense USA 2006): First, Hisense branded
products are sold in the retail stores Micro Centre, Kohl’s, Shopko and
since 2005 in BestBuy (Shenzhen Daily 2006); second, they are sold via
television shopping on the TV-show ‘Shop at home’; and third, they can be
purchased online in the internet at the consumer electronics shop Tiger Di-
rect. When searching for Hisense products at www.tigerdirect.com on 21
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February 2006, one Hisense 43 plasma TV set and two types of wall
mounts had been available as seen as in figure 5-25.

In order to win more global retailers such as Carrefour, Saturn and Best
Buy, Hisense invited 100 international dealers to a global customer confer-
ence to Qingdao in 2003 titled “Our Hisense. Common Future.” In 2004,
Hisense repeated the event during the festivals of Hisense’s 35™ anniver-
sary. According to own figures, 600 dealers from 30 countries and regions
participated in the conference (Hisense Group 2006b). However, when
evaluating Hisense’s OEM business and their sales at Carrefour, Saturn,
BestBuy and Tiger Direct, one can conclude that Hisense’s branded busi-
ness is still in its very fledging stages in the US and Western Europe. It
will be interesting, if and to what extent Hisense will be increase its
branded share in future.

Brand organisation

Hisense Group is a state-owned company. Though reorganised by then
president and today’s chairman of the group Zhou Houjian along the slo-
gan “the capital market should be viewed in the eyes of capitalists” in 1992
and partly listed at Shanghai stock market since 1997 (Hisense Group
2003), Hisense brand manager Wang Ruiji (2005) admitted that contribu-
tions to the Chinese economy and the local government have mainly
driven the organisation and behaviour of the Group (similar Ling 2005:
144). He said that the government supports Hisense by funding, land and
international relationship networks; in return they expect healthy corporate
growth, corporate governance and money for the country. Ling (2005:
139) found that in Qingdao, Hisense is thus characterised as less aggres-
sive and more conservative compared to the also Qingdao-based company
Haier Group. Hisense typically avoids investment and financial risks, and
is against fighting for market shares at the expense of efficiency.'* The at-
titude is stressed by corporate slogans like ‘Safety before profitability’,
‘Never damage the credit structure for higher profit’, ‘Never overstock
even if it means missing market opportunities’, ‘Never over-invest even if
it means missing investment opportunities’, and it is also the reason why
Ling (2005: 140) found that financial targets account for 80% of the over-
all evaluation of every Hisense manager, including annual pay, bonus and
promotion. It is said that to control these targets and to implement the
overall conservative attitude in Hisense Group, Zhou Houjian and Yu
Shuming have led the company with a strong hand (Goodman 2004). Since

163 Compare to the remarks in the section ‘brand positioning’: Hisense does not
adapt their products to local consumer needs in the US and WE markets in or-
der to fully utilise their large-scale and low cost manufacture advantages.
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2000 Zhou is chairman of the group and focuses on Hisense Group’s long-
term strategies, while Yu is president and manages the daily business
(Hisense Group 2003; Ling 2005: 133).

By end of 2005, Hisense Group is a complex conglomerate including
more than eight industries organised along a functional structure. Figure 5-
26 is thus a simplification of reality and focuses on brand related structures
with respect to US and Western European markets: !¢

{54 H1 Hisense Group
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Fig. 5-26. Hisense’s global brand organisation in end of 2005 (own illustration)

Brand management particularly takes place in the department ‘Corpo-
rate brand management’ which directly reports to the president of the
group. Chief of this department is Wang Ruiji. He (2005) explained that
his department includes in total 18 employees. Besides overall develop-
ment and control of Hisense brand guidelines in terms of brand logo, brand
colours and advertising execution (see examples in figure 5-27), the de-

164 [1lustration bases on interview with Wang Ruiji, company data, and corporate
websites. It does not present ownership structures, full range of Hisense de-
partments, corporate functions and sales departments of other overseas markets
except USA and Western Europe.
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partment has three subdivisions ‘Advertising & media’, ‘Product & media
planning’ and ‘Promotional material’. Wang Ruiji said that they usually
get information input from the industry entities and give back instructions
for promotions to the sales department. He said that they also work to-
gether with the global branding team in order to align marketing activities
and brand positioning.

| Hisense
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Fig. 5-27. Hisense’s guidelines on brand logo and colours in 2005 (Haixin
[Hisense] 2005: 3-4)

The global branding team works under the division ‘Overseas markets’.
They are in charge for the whole international business, including import
& export, OEM and branded Hisense goods (Wang 2005). Whereas in the
US ‘Hisense USA Corporation’ is in charge of OEM and branded sales, it
is not clear how responsibilities are shared between the European sales of-
fice in Italy, the manufacturing and sales base in Hungary and the division
‘Import & Export Worldwide’. Since OEM production is huge in Hungary,
it is assumed that Hisense branded goods are most likely managed by the
office in Italy. In addition, it is assumed that the division ‘Import & Export
Worldwide’ is not in charge of Western European markets, but of sales
into foreign markets which are not covered by own local sales offices.

Wang Rujin (2005) explained that most employees dealing with over-
seas markets are based in Qingdao. For the US and Italian sales offices he
estimated a workforce of maximal 20 employees each. When asked, if
Chinese or local people are working in these offices, he answered: “Of
course Chinese! [...] But we also employ some local people. They are nec-
essary in order to provide local market knowledge” (own translation). In
practice, the Chinese employees may primarily be in charge of transferring
and communicating local needs into the research centre in Qingdao, while
the host-country employees deal with local distributors and clients.
Hisense Group’s preference for Chinese managers in local subsidiaries is
also confirmed by the story published in the Washington Post as seen in
box 5-5.

Figure 5-28 sums up Hisense Group’s style of international brand man-
agement across the discussed nine sub-sections.
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“Wu Yongliang arrived in April with a suitcase full of instant noodles, a bad case of jet lag
and a mind overwhelmed by his mission -- to somehow turn Hisense, a Chinese television
maker still owned by the Communist Party government, into a brand as recognized as
Samsung or Sony. Other than a week-long trip to Korea, he had never been outside
China. He spoke no Hungarian and minimal English. He could not pronounce the name of
the village where he was to live, its entrance sign looming like a daily taunt — Ostffyass-
zonya. The thought of transforming an empty factory into Hisense's first European
beachhead filled him with anxiety. ‘I thought: Here, there is nothing. We need everything,’
he said. ‘There is only darkness, emptiness. We don't know how to do this.’ [...]

Wou, 34, was raised in the northern Chinese province of Shandong. Fresh out of
graduate school, Hisense dispatched him to the remote northwestern province of Gansu,
one of China's poorest areas, and a new venue for the company. In less than two years,
Wu locked up one-fourth of the market, prove of his ability to build a new business in
frontier conditions. Hisense then dispatched him to one of its most lucrative markets,
Zhejiang province, a fast developing coastal region south of Shanghai. He revelled in his
life in the provincial capital, Hangzhou, famed for its lake dotted with pagodas. When the
chairman tapped him for the Hungary post, he demurred. He had a wife and a 2-year-old
son and preferred to stay home. But in China today, career ambitions usually trump family
concerns. Wu ultimately travelled to Sarvar alone and resides here in a three-story manor
house with four Hisense technicians and two company sales agents. Despite the tennis
court, the crystal chandelier and the marble bird bath in the garden, their lifestyle seems
more frat boy than corporate titan. Empty beer bottles line the kitchen walls. Laundry dries
on racks in the sun porch. Wu's bedroom is bare save for four flat-panel televisions and
pants flopped over the door of a wardrobe. His office is set up in the foyer, naked
telephone wires and printer cables snaking along red carpet. Wu still struggles with his
alien surroundings, his Hungarian vocabulary now expanded to three compact phrases:
‘thank you,” ‘no’ and ‘The bill, please.” He is flummoxed by the paprika and potatoes in the
local diet. He dislikes bread. ‘We prefer to buy rice and cook ourselves,’ he said. [...] ' We
are famous in Europe now’ , perhaps getting ahead of himself. ‘Our customers know us.™

Box 5-5. Indicator of Hisense Group’s management philosophy in overseas mar-
kets (transcript from Goodman 2004)
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« China’s market leader in inverter air-cons (60% MS) and 4th TV brand (11% MS)
* Worldwide sales of 10m TV sets and 3m air-cons; strong reliance on OEM

» Revenues FY04: US$3.3bn (15% abroad); 22% annual growth in 1998-2004

» Low net profit margin of < 2.5% (estimate); soft budget constraints

- State-owned since 1969, 28% of revenues listed at Shanghai stock market

- « Exploiting new sales pools and escaping home market commoditisation
Motives of.glpbal « Establishing basis for promoting own technology inventions
brand building . L
« Following governmental ambitions and orders
* Mainly OEM in USA and Europe; additional branded sales initiated
< Organic growth with reliance on established sales partners
« Brand acquisitions considered, but finally denied

« Branded sales started in South Africa/emerging markets (1996) - Hong Kong
(1997) > USA (2000) - Italy/Europe (2003) - worldwide (2003)

Company overview

Aims of
global brand building

Mode of
market entry

« Branded house architecture with maximal standardisation across markets

« Target positioning: Global brand of competitive prices, innovation and quality

« Product range: televisions, mobile phones; announced are air-cons, refrigerators
« Perceived positioning: cheap, good price-value ration

* 1% global branded share in televisions (France?)

Brand
positioning™

Strategic brand decisions
when going-international

 Global R&D budget of 4-5% of worldwide revenues; additional benefits due to the
status of a world class state-level R&D centre

Brand innovations « Many domestic inventions: first Chinese TV chip ‘HiView’ in 2005; but still large
dependency on foreign advanced technologies/ partnerships (3C digital industry)

« FY04: 2 R&D centres abroad (USA, South Africa)

« English and Chinese brand names ( 2 Chinese characters, 7 Latin letters)

« Newly invented in 1993 due to company modernisation processes (first English
Branding brand name, later literal translation in Chinese)

« Until mid-2005 brand name registration difficulties in Germany (Europe)

« Brand colours: turquoise-green, orange, yellow, black

« International marketing budget of around 1.5-3.0% of worldwide revenues

« Channels: selected trade fairs and relationship marketing in USA and Europe;
new campaign ‘Anyview’ for promoting Hisense’s flat panel TV sets

« International slogan: Technology with love, innovate your life

« No Olympic sponsorship, but expectation to enhance brand equity during
the Olympic sailing competitions which will be held in Qingdao in 2008

Brand
communication(

« intensive distribution via retailing and dual strategy

« In WE brand presence in France via Carrefour stores, in Germany via Saturn

« USA: three-channel-approach: discounters (Best Buy, Micro Centre, Kohl's,
Shopko); TV shopping (Shop at home); online shopping (Tiger Direct)

Brand
distribution(

Operative brand decisions
when going-international

« Strong impact of governmental authorities through appointed CEO Zhou

« Division ‘Corporate brand mgmt.” in charge of brand guidelines in collaboration
with the division ‘overseas markets\global branding’; transfer in local subsidiaries

« Local sales organisations in USA, ltaly (and Hungary); primary Chinese managers

« Lack of internationally experienced managers and brand management experts

Brand
organisation(")

(1) US and WE markets only

Fig. 5-28. Hisense’s way of international brand management (own summary)
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5.2.4 Case study 4: Lenovo GroupExi8£EH]

Aims of global brand building

Company overview

Lenovo Group’s predecessor was founded in Beijing in 1984 by Liu

Chuanzhi and ten other computer scientists as an enterprise of the Comput-
ing Institute of the Chinese Academy of Sciences

Tenowo (CAS) (Lu 2000: 64-65).' In the first years Lenovo

was a small distributor of imported foreign-branded
computers, then the company started producing its self-branded desktops
in 1990 and since then evolved into China’s leading computer firm (box 5-
6). In 1997 the brand J(AH (‘lianxiang’) became China’s top selling PC
desktop brand. By 2006 the brand holds the market leadership and over
25% market share in China for more than eight consecutive years plus
some brand presence in Asia, competing against brands such as Dell, HP
and Toshiba (IDC sources). Over the years Lenovo has also diversified
into other PC products such as portables, workstations, and servers, as well
as into mobile phones and digital entertainment products (Lenovo Group
2006c¢).

Due to the fact that Lenovo spun off its foreign-branded distribution
business, which accounted for a third of their revenues, as a new listed
company at Hong Kong Stock Exchange in 2001, annual growth rates
were moderate with 12% in 1998-2004 (figure 5-29). Lenovo Group itself
is already listed at Hong Kong Stock Exchange since 1994, and gained to-
tal revenues of US$2.9bn in 2004, over 90% thereof in China
(Quelch/Knoop 2006: 18). In 2000 Lenovo Group announced to aim at a
total revenue of US$10bn by 2005 and to become one of Fortune Global
500 companies by 2010 at latest. Since 2003 they have also wanted to be-
come a global leading brand and to generate 25% of their revenues in
overseas markets by 2006 (Chen et al. 2001; Khermouch et al. 2003; Pan
2005).

In May 2005 Lenovo already came closer to these goals, when they ac-
quired IBM’s PC Division for US$1.75bn, including their global brands
ThinkPad (portables) and ThinkCentre (desktops) (Lenovo Group 2005b).
The acquisition made the Lenovo Group into the world’s third largest PC
vendor, with around US$13bn in annual revenue, 60% thereof abroad, and
products serving enterprises and consumers in more than 160 countries
(appendix 8 and 9). Lenovo’s new executive headquarters moved from

165 See section ‘market entry’ and ‘brand organisation’ for ownership and organi-
sation models. Lenovo has been neither a typical state-owned enterprise nor a
collective or private enterprise.
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Beijing to Purchase, New York with principal operations in Beijing and
Raleigh, North Carolina, and an enterprise sales organisation worldwide,
including sales headquarters in New York, Paris, Beijing and Sydney. The
company operates six manufacturing sites in China and India, and runs
nine R&D centres in different countries, employing more than 19,000 peo-
ple (Lenovo Group 2006c¢).

Lenovo's worldwide revenues 1998-2005(1)
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(1) FY ended March 31; this means 2005 = FY2005/06 with the ending in March 31, 2006
(2) Original company data in HK$; 2005 exchange rate applied for all years

Fig. 5-29. Lenovo Group’s worldwide revenues 1998-2005 in US$bn (own illus-
tration of Legend 2002; Lenovo Group 2005a, 2006d)

According to Meng Yutian (2006), Lenovo Group’s senior supervisor of
brand management in Beijing, the new group’s advantages lie in technol-
ogy innovation and a strong combination of both consumer PC retailing
and b2b-client handling. She evaluated Lenovo’s corporate strengths com-
pared to world-class level as seen in figure 5-30. She admitted that Dell
has a more efficient supply-chain which is to be challenged by their ongo-
ing post-merger integrations with IBM PCs. Lenovo is also implementing
a new global brand strategy to match its new worldwide reach. Lenovo’s
priority is to maintain and extend the brand equities of the brands Lenovo,
ThinkPad, ThinkCentre, and Lianxiang in all major markets worldwide
(Lenovo Group 2006d, 2006e; Meng 2006; Zhang 2006).
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In 1984 Liu Chuanzhi, a computer scientist who became an administrative manager in the
Computing Institute of the Chinese Academy of Sciences (CAS) in Beijing, was given
US$24,000 to found a company, in order to commercialise the Institute’s research results
and to fund their ongoing research costs. Liu and ten like-minded colleagues founded the
New Technology Development Company (NTD) based on the principle ‘state-owned, but
not government-run’. They started operations in a small bungalow given by the Institute
for free. In the first two years, NTD was a pure distributor of computer and non-computer
products, by acquiring them from large domestic distributors and state-owned importing
companies, and selling them to government agencies and large SOEs.

Since almost all PC operating systems were in English at this time, and only few Chi-
nese people could speak English, Liu realised that the language barrier was the bottle-
neck of PC development in China and decided to start his own product development by
translating the English into a Chinese operating system. In 1985, the NTD invented the
‘Lianxiang Chinese Character Card’, which was designed to be inserted in PC mother-
boards. The technology was successfully rolled out in1987 by bundling with the imported
PCs from AST and HP. A year later the Card was famous in China and accounted for one
third of the company’s total revenues. The invention was also awarded with the highest
National Science-Technology Progress Award by the Chinese government in 1988.

In 1990 the company formed the new ‘Legend Group Company’ with Liu as their pre-
sident, and started to introduce self-branded computers into China. By 1992 Legend was
a designated computer manufacturing base of the Chinese government, and decided to
consolidate all PC-related business in a new PC business unit. Liu appointed Yang Yuan-
ging, then 29 years old, as the unit's general manager. To fund further growth, Legend
went IPO at the Hong Kong Stock Exchange in 1994. Three years later Legend became
China’s top selling PC brand, partly because of their competitive price, partly by PC per-
sonalistion. They also started expanding on portables, workstations, servers, and later
digital entertainment products. In 1999, China’s Ministry of Information Industries placed
Legend at the top of its annual list of China’s top 100 electronics companies.

In 2000, Legend became a constituent stock of the Hang Seng Index in Hong Kong,
and decided to fully focus on their self-branded business. Though their third-party distribu-
tion business still accounted for a third of Legend’s total revenues in 2000, they spun it off
as a new listed company ‘China Digital’ in Hong Kong in 2001. At the meantime, Liu esta-
blished a new unit, the ‘Venture Capital Investment Unit’, to provide start-up financing and
management experience for high-tech companies operating in Beijing’s Zhongguancun
area. Liu stepped down as president and became chairman to devote more time to the
new unit. He promoted Yang Yuanging as the new president and CEO of Legend Group.
As a part of their 3C-approach, Legend diversified into mobile phones in 2002.

In 2003, Legend announced their international ambitions and building of a global brand.
They changed their name from Legend to Lenovo in 2003/04. Lenovo became an Olympic
Worldwide Partner in 2004, and a few months later Lenovo and IBM announced an agree-
ment by which Lenovo would acquire IBM’s PC Division. The M&A closed on May 1, 2005,
and Liu stepped aside. William J. Amelio was appointed CEO and president of the new
Lenovo Group. Yang Yuanging became chairman.

Box 5-6. Lenovo’s corporate history and domestic growth (own summary)'®®
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Figure 5-30. Lenovo Group’s perceived core competences on a scale from 1 (ba-
sic industry level) to 5 (world-class level) (estimation of Meng 2006)

Motives of global brand building

It has been reported that Lenovo’s predecessor, Legend, has considered a
global brand building in 2000 for the first time, when they announced the
aim to become a Fortune Global 500 by 2010 at latest and to increase
revenues from US$3bn to US$10bn until 2005 (Chen et al. 2001: 9). At
this time founder and then Legend’s president, Liu Chuanzhi, worried
about two external threats that might oust Legend from its leadership in the
Chinese market. The internet was reshaping the world, forcing old econ-
omy companies to rethink their business models. Rapidly growing internet
portals and business-to-business e-commerce start-ups were attracting
large venture capital funding and going-public. Although China lagged a
few years behind developed countries in terms of internet usage, it was
forecasted that by 2003, 34 million Mainland Chinese were expected to
have access to the internet (Forrester research quoted in Chen et al. 2001:
1). Even traditionally slow, bureaucratic Chinese government agencies
were also moving online, accelerated by a highly publicised campaign by
the central government. In addition, China’s accession into the WTO in
2001 was close, and Liu expected increased global competition. Legend
could not longer count on local player advantages such as government im-
posed tariffs and quotas on imports, or restrictions on foreign companies’
ownership rights, investments and, access to distribution channels (Chen et
al. 2001: 12). Legend also had to deal with the rise of other Chinese manu-

166 Based on Lu (2000), Chen et al. (2001), Gold et al. (2001), Access Asia (2002),
Gilmore and Dumont (2003), Chuanzi and Chandler (2004), Pan (2005), Whar-
ton School (2005b), Zhu (2005), and Lenovo Group (2006c).
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facturing giants, such as the appliance maker Haier, introducing their own
branded PCs (Quelch/Knoop 2006: 4).

Given Legend’s extraordinary performance in the past few years, “Liu
wondered whether now was the appropriate time for radical changes”
(Chen et al. 2001: 1). To actively address both threats, he saw two diver-
gent strategies: globalisation or localisation (Wharton School 2004). If
Legend chose globalisation, they would specialise in one or several prod-
uct categories in order to develop a global brand like the American IT gi-
ants: Intel, Microsoft, Cisco and Dell. If they chose the path of localisation,
they would widen their national business scope and would expand from
one product line to multiple product lines, and from PC manufacturing to-
wards service, in order to become China’s most famous brand not only for
computers but also for IT services. Reflecting the Chinese market situation
in 2000, Legend management decided on localisation and to stay in China
for the next three to five years (Chen et al. 2001: 9). They concluded that
they were not strong enough to deploy resources overseas in order to be-
come a global brand. Although their market share of 30% outdistanced
their nearest domestic rival’s 10% market share (IDC sources), they as-
sumed that both threats, the internet and China’s WTO accession, would
require Legend’s full efforts in their home market. Of particular concern
was Dell’s introduction of their direct-selling business model in China,
which allowed customers to place their orders over the internet and by
phone (Quelch/Knoop 2006: 4). In the words of Mary Ma, the group’s
CFO: “The biggest challenge we face is competition that includes brands
from overseas and here in China” (quoted in Huang 2001). Instead of go-
ing-international, they decided on the clear objective to dominate not only
the domestic PC market but to diversify within China (Wharton School
2004).

Despite of these market initiatives, Legend faced increased competition
in China in 2003 (Pan 2005: 11-12). Dell’s market share rose to 6.9% as
reported by Gartner, which meant that in relative terms Dell was growing
faster than Legend, and that Dell was successfully implementing their di-
rect-sales model in China, as they had already done elsewhere in the
world. In addition, the PC market in China’s larger cities showed signs of
saturation, and Legend was forced to seek additional business opportuni-
ties in smaller and medium cities, in non-PC segments, and in international
markets. CEO Yang Yuanqing explained: “Although our business focus is
still on China, expanding into the international market is an inevitable path
with the globalization of the IT industry and for Legend’s self-
development. That is why we must take a proactive action in our prepara-
tion” (quoted in Legend 2003b). The Economist (2001) reported “Ulti-
mately, Mr Liu concedes that even the Chinese market will have limits.
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Then Legend will have to become a true multinational and a global brand”
(similar Chuanzhi/Chandler 2004).167

Strategic brand decisions when going-international

Market entry mode

Although CEO Yang announced Legend’s going-international and global
brand aims in 2003, the company had already been in touch with foreign
markets many years ago. This happened when in the late 1980s Legend’s
predecessor, the New Technology Development Company (NTD), had the
ultimate company goal “to develop, manufacture, and market its own
computer systems” (Lu 2000: 75). Because the NTD was not directly
owned by the Ministry of Electronic Industries (MEI), which regulated the
electronics industry and owned most of the larger electronics companies in
China, they were not granted a PC manufacturing license, and could only
distribute foreign-branded PCs instead (Chen et al. 2001: 3). Not giving up
their initial aim, they finally decided to go abroad and chose Hong Kong as
their base of operation. Hong Kong had been under British rules since the
19™ century and was used by many foreign multinationals as a springboard
to tap the growing Chinese market. In addition, Hong Kong was a major
financial centre in Asia with well-developed financial markets and many
large lending institutions (Chen et al. 2001: 3). The management designed
a three-step and multi-year overseas expansion plan (Lu 2000: 75): First,
the NTD would form a trading company in Hong Kong. Second, it would
build an industrial base that integrated R&D, manufacturing and market-
ing. And third, it would establish itself as a major company by going-
public on the Hong Kong Exchange Market.

According to the plan, in 1988, the NTD formed the equity joint venture
TSI ‘Legend Hong Kong Technology Inc.” with Daw, a small Hong
Kong based trading company, and China Technology Transfer Company
(CITC), which was jointly owned by the Bank of China, China Resources,
and two other well-connected mainland firms (Lu 2000: 76; Chen et al.
2001: 3). Liu Chuanzhi, then NTD’s general manager, described the joint
venture as “the Blind carrying the Lame” (quoted in Chen et al. 2001: 3),
meaning that the NTD had strong R&D capabilities but was blind to the in-
ternational market place due to lack of experience. Daw, though their per-
sonnel was very experienced in international marketing, fluent in English
and familiar with local customs and culture, did not have any R&D capa-

167 Note that brand aims that were formulated after the IBM deal in 2005 are dis-
cussed within the section ‘brand positioning’ due to story telling reasons of the
case.
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bility and lacked financial resources. However, it is reported that Daw was
one of the first authorised distributors for IBM PCs in Hong Kong and
China, and the NTD had been doing business with Daw for two years at
this time (Lu 2000: 76). CITC was brought on board due to its deep finan-
cial pockets and international legal expertise. Further, Liu had personal
connections within the company. Liu’s father was chairman and general
manager of one of the major shareholders of CITC, the China Patent Agent
(H.K.) Ltd., who would also guarantee the joint venture’s initial transac-
tions with loans. In the first year of operation, more than 60% of total
revenues were generated from the Chinese Mainland market, mainly
through the distribution channels of the NTD (Lu 2000: 77-78).

While the trading and distribution business grew quickly and became
very profitable, Legend Hong Kong continued to look for opportunities to
expand into computer manufacturing as their second step of overseas ex-
pansion. In 1988, just four months after their founding, they acquired 80%
of a small owner-managed motherboard manufacturing company in Hong
Kong, Quantum Design International (QDI) (Lu 2000: 78).1% A market ob-
server thus concluded: “the company [Legend] had combined the two steps
of globalisation and industrialisation (backward integration into manufac-
turing) in one stroke” (Lu 2000: 64). In 1989, the company sent its first
self-made products to the CeBit in Hannover, Germany, one of the largest
computer shows in Europe. Legend aggressively marketed their QDI-
branded motherboards by a low price strategy. Liu compared this price
strategy to “selling Mao-tai [the premier white liquor in China] at the price
of Er-guo-tou [a bargain liquor]” (quoted in Chen et al. 2001: 4). The
products’ high performance and low price immediately won orders for
several thousand units per months. But back at home, the company had to
realise that QDI’s existing plant capabilities were insufficient to fulfil the
orders, and that “the market was lost” (Lu 2000: 80). After some breath-
taking crises, the company finally managed to ship a steady volume of
3,500 motherboards a month by end of 1989 (Lu 2000: 81).

In 1990 they incorporated ‘Legend Group Company’, and formed a sec-
ond R&D centre in Hong Kong, besides that in Beijing (Lu 2000: 84). In
1993, in order to keep up with the latest trends in the PC technology, they
also opened up a R&D centre in California’s Silicon Valley (Pan 2005: 6).
Even though the participation in the CeBit learnt Legend some interna-
tional market lessons, their products, in particular their first self-developed

168 The motherboard is the heart of a computer system. Once a motherboard and
other add-on cards are developed, system integration is the next step. Inline
with its complexity, motherboards and add-on cards are low-margin products,
whereas computer systems promise high margins.
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PC based on an Intel 80286 microprocessor, made an impression on the
Chinese government and the MEI, who finally awarded Legend with a na-
tional PC manufacturing license (Chen et al. 2001: 4). The group started to
introduce its own Legend-branded computers in China in 1990. Although
Legend Hong Kong had initially developed the PC for international mar-
kets, they found that it was too difficult to establish a new brand into the
international consumer market. They continued to focus on marketing
ODI-branded motherboards and add-on cards instead (Lu 2000: 88), and
established 21 sales offices throughout the world according to own figures
(Legend 1995; QDI 2004).'® In 1994, Legend fulfilled their third step of
overseas expansion and went [PO at the Hong Kong Stock Exchange (Lu
2000: 92).'7° They also bought 70% of the shares of the Hong Kong-based
‘Valence Holding’ in order to enter the semiconductor business (Lu 2000:
99).17

Despite of those Hong Kong businesses, Legend kept it focus on the
Chinese market. Due to falling QDI-motherboard sales, revenues from
overseas also remained relatively small and accounted for 5-7% of its out-
put by 2003/2004 (Khermouch et al. 2003; Zhu 2005: 159, appendix 10).
As a consequence, market observers reported that Legend prepared for its
‘real’ international expansion with the announcement to transfer their Eng-
lish brand name from Legend to Lenovo in 2003 (e.g., Meng 2006;
Quelch/Knoop 2006: 5). In 2004 they also re-branded their English corpo-
rate name to ‘Lenovo Group Limited’, while the Chinese names remained
unchanged.'”? Although the new Lenovo brand was unknown to all mar-
kets, it has rapidly made headlines around the world since. In 2004,
Lenovo Group became an Olympic Worldwide Partner for the 2006 Torino
Winter Games and 2008 Beijing Summer Games.'” A few months later in
December 2004, Lenovo and IBM announced an agreement by which
Lenovo Group would acquire IBM’s PC Division. Despite of interventions
of the US congress initiated by a trio of high-ranking Republican members
of the House of Representatives, fearing “the deal could threaten the US

169 These were located in USA (5), Canada (3), UK, France, Germany, the Nether-
lands, Denmark, Spain, Austria, Sweden, Australia (2), Singapore, Malaysia,
and Taiwan.

170 Initial shareholders after IPO were as follows: Beijing Legend Group (38.8%),
CITC (2.2), Daw, divided into its individual owners Lui Tam Ping (12.0), Ng
Lai Yick (12.0), Cheung Nap Kai (4.2), Cheng Kwok (2.6), and other individu-
als (1.2), Feng Ming Investment (2.0), and the public (25.0) (Lu 2000: 93).

171 By 2004, around 4% of Legend’s total revenues were generated by contracted
manufacturing, tendency decreasing (Datamonitor 2005f: 14).

172 See section ‘branding’ for details on this brand transfer.

173 See section ‘brand communication’ for details on this sponsorship.
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security interests and help the transfer of US military-related technologies
to China” (Chan/Guo 2005), the M&A deal was finally closed on May 1,
2005. The new Lenovo became the third largest computing company in the
world after Dell and HP, and thus a new international IT competitor
(Lenovo Group 2006c¢). Further, the acquisition allowed Lenovo to move
quickly into the international marketplace: the expanded firm claimed cus-
tomers and businesses in more than 160 countries (Quelch/Knoop 2006:
6). Yang Yuanqing, then chairman of the new Lenovo, stated “[...] the
transaction [...] constitutes a new era of the international PC industry”
(Lenovo Group 2005b).

Lenovo paid US$1.75bn for the acquisition, US$650m thereof in cash,
up to US$600m in common stock, and an assumed US$500m in IBM li-
abilities (Lenovo Group 2005b). As a part of the agreement, IBM contin-
ued to own a share of the new Lenovo Group of 18.9%. The Chinese gov-
ernment owned 46% of the new entity through Legend Holdings. In 2005
private investors (mostly private equity firms, including Texas Pacific
Group, General Atlantic LLC and Newbridge Capital LLC) took about
10%, leaving IBM with 13.2%, the original founders with 14.7%, and the
public with 34.7%. The Chinese Academy of Sciences held a 27.3% share
as passive investor with no board seats (Lenovo Group 2005b, 2006¢;
Quelch/Knoop 2006: 5).

For IBM, this deal was considered an opportunity to shed an unprofit-
able operation and concentrate on consulting services and middleware so-
lutions, as historically the division has frequently dipped into the red. For
instance, in 2003, IBM lost over US$100m in this division (Datamonitor
2005f: 19). Deepak Advani, an IBM veteran who became Lenovo’s chief
marketing officer (CMO), explained the IBM rationale: “We had to decide
what the right long-term play for IBM was. PCs were more and more at the
fringe, with IBM moving more and more into services. A potential acquisi-
tion by Lenovo was an option, as was spinning out the division to a private
equity firm. IBM and Lenovo decided to do the deal.” Three years prior,
Liu Chuanzhi explained, IBM had approached Lenovo for a potential simi-
lar transaction, which Lenovo had declined as “there was too much risk”
(quoted in Chuanzhi/Chandler 2004). But then, he said, about a year ago,
“we made a firm commitment to go global, [...] and we came to see the
IBM’s offer in a different light”. Lenovo management forecast synergies
of US$200m, particularly to be realised in supply-chain management and
manufacturing (Hamm 2005). Since they worried about loosing customers,
they worked out an agreement that would allow Lenovo to continue the
IBM brand, to keep the IBM salespeople, and even to keep the top execu-
tive of IBM as CEO. “IBM has all the things we need. This deal brings us
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market share, management know-how, technology, and international
reach” (Liu quoted in Chuanzhi/Chandler 2004).

More specifically, the deal involved the purchase of IBM’s well-
established product brands ThinkPad (portables) and ThinkCentre (desk-
tops), and gained the right to use the /BM brand on these products for up to
five years (Lenovo Group 2005b). A fair estimate for the purchased brand
value may be considered at US$415m, an amount which is equal to the
brand value /BM lost in 2005 according to Interbrand statistics (2005:
90).'7* In return, Lenovo promised not to compete with IBM’s services and
consulting groups. IBM would continue to provide global support for the
computers for five years, including warranty services, leasing and financ-
ing arrangements (Lenovo Group 2006¢). Moreover, Lenovo took owner-
ship of IBM’s R&D centres in Japan and North Carolina and its ThinkPad
factory in Shenzhen, and thus became the employer of 10,000 former IBM
employees (Lenovo Group 2005a: 7; BCG 2006b: 17). Of that number,
over 40% already worked in China and fewer than 25% worked in the US.
Some 2,000 were members of sales teams. Lenovo also had access to
IBM’s 30,000-member enterprise sales team and ongoing support from
partner and channel management programs. The new Lenovo headquarters
moved from Beijing, China to Purchase, New York, not far from IBM’s
corporate headquarters (FAZ.net 2004; Lenovo Group 2006c).

Though announced as a “strategic alliance” (Lenovo Group 2006¢), a JP
Morgan analyst said about the Lenovo-IBM PC division merger: “The
market consensus is quite negative about the deal as the major problem
with the PC market is tight margins and cutthroat competition” (quoted in
Chan/Guo 2005). Others argued that Lenovo had paid too much: “IBM’s
business was $680.2 million at the end of last June. This looks worst when
compared to the $1.75 billion Lenovo paid for it” (Feng 2005). Michael
Dell was even more categorical: “It won’t work™ (quoted in London 2005);
“When was the last time you saw a successful acquisition or merger in the
computer industry?” (quoted in Hamm/Engardia 2004). In the first half of
2006, Lenovo had the debut of their first Lenovo-branded computers out-
side of China into the US, Europe and India (Liu 2006). The product
launch and the fact that the group managed to ensure operational profit-
ability already in the first year might be taken as a first indicator for a

174 Roll (2006: 20-21) estimated the added brand value at US$488m. This higher
value is due to a different calculation approach and calculation inaccuracies.
Roll based his estimate on IBM’s brand contribution of 39% to the overall mar-
ket capitalisation in 2002. Since the acquisition took place in 2004, he mixed up
annual data from 2002 and 2004, and ignored that the IBM brand had made
own developments during that years.
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smooth transition (Lenovo Group 2006d: 18; Meng 2006, appendix 11).
However, their global market shares have been struggling throughout 2005
and 2006, and also Chairman Yang Yuanqing admitted in September 2006
that it would take at least three years to return to strong profitability
(Reuters 20006).

Table 5-17 sums up Lenovo’s major market entry steps into interna-
tional markets. See the next section for Lenovo’s new brand positioning
and recent market shares.

Year Country Brand mode Institutional mode Name Initial products

1988 Hong Kong  Foreign brands JV Legend Hong Kong PCs

1988 Hong Kong Brand M&A Quantum Design International Motherboards

acquisition

1990 Hong Kong Own brand Greenfield R&D centre, Hong Kong PC products

1993 USA Own brand Greenfield R&D centre, Silicon Valley PC products

1994  HongKong  Not-branded Majority JV Valence Semiconductor Design ~ PC Sglf_gigogtfsfucmr
V]

until Worldwide Own brand Greenfield 21 sales offices Motherboards

1997 (14 countries) (QDI)

2005 _ Worldwide Brand M&A IBM PC division PCs

(160 countries)  acquisition
2006  Worldwide Own brand Greenfield Distribution of Lenovo 3000 PCs
(lenovo) series

Table 5-17. Lenovo’s mode of market entry until 2006 (own illustration of major
steps)'”

Brand positioning

Meng Yutian (2006), senior supervisor of brand management department
in Beijing, explained that the brand positioning of today’s Lenovo is not as
simple as probably expected. As the figure 5-31 shows, Lenovo deals with
several different brands by 2006: Lenovo, Lianxiang, ODI, and after the
acquisition of IBM PCs also the brands ThinkPad, ThinkCentre, IBM and
Lenovo 3000 series. They all comprise different brand equities across dif-
ferent regional markets.

In China, Lenovo is particularly known by its Chinese brand name 48
(‘lianxiang’). Lianxiang is China’s leading PC brand. It accounted for
more than one-third of the Chinese PC market in 2005 as reported by IDC,
and enjoys high brand awareness of more than 90% (Sino.com.cn 2003Db).
In contrast, the English name Lenovo has gained little brand recognition
among Chinese end-consumers so far. If it has gained any brand recogni-

17> Major steps focus on Lenovo’s FDIs; they do not include branding and brand
communication activities. For reference see in particular Lu (2000), Chen et al.
(2001), Pan (2005), Quelch and Knoop (2006).
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tion, then among consumers of China’s tier 1 and tier 2 cities, and among
IT decision makers (Meng 2006; Momentum Market Intelligence 2006).
Lianxiang PCs are known for their user-friendly, tailor-made designs and
customised solutions for various customer needs, mainly targeting home
users and SMEs. ‘Lenovo Lianxiang’ also features a broad and expanding
product line including mobile phones, servers, peripherals and digital en-
tertainment products for the Chinese market (Lenovo Group 2006¢). In ad-
dition to Lianxiang, Lenovo also markets its well-established QDI mother-
board brand into China and into other world markets through its subsidiary
in Hong Kong. While Lianxiang is an end-consumer brand, QDI may be
known among PC makers as a b2b-brand. By 2004 QDI-brand is one of
the world’s largest and leading motherboard brands, accounting for 10-
15% of the global market share according to own figures (Legend 1995;
QDI 2004).

Corporate

| tenove |
Product Mother-
brands(") Consumer and SME PCs Large Enterprise PCs boards

ThinkPad
ThinkCentre

ThinkPad
ThinkCentre

__________

'
1
Worldwide !
except 1 Lenovo 3000 series|
1
1
'
'

China

PR China

2%

LoD1L

(1) Size of logo reflect current brand equity and consumer perception before portfolio adaptations and brand transfers

Fig. 5-31. Lenovo Group’s brand portfolio in January 2006 (own illustration)!’®

Beyond the QDI brand, Lenovo was little known outside Asia, when
they acquired IBM PCs in May 2005. The new enlarged company there-
fore had the opportunity and challenge to build an international brand from
scratch, while making the most out of the well-established global brands
ThinkPad and ThinkCentre and the right to use /BM logo on these products
for up to five years (Lenovo Group 2005b; Quelch/Knoop 2006). The only
major overlap of Lenovo and IBM brands, though a welcome one, was seen
in their underlying brand value propositions. CMO Advani said: “The two
companies had similar values with a focus on meritocracy. [...] Since
Lenovo had in part modelled itself after HP and IBM. Customer focus, in-

176 [llustration refers to the brand equities as given at the time of IBM acquisition,
and after launch of Lenovo 3000 series. See section ‘branding’ for details on
the brand transfers as part of the merger.
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novation and trustworthiness were shared values” (quoted in
Quelch/Knoop 2006: 7). The new Lenovo brand should therefore focus on
selling product innovation at a premium level. Market share should matter
less than providing innovation and customer service to those customers
who appreciated it and were prepared to pay for it (Li 2005). To differenti-
ate Lenovo from other competitors such as Sony and 4pple who focus on
innovation too, Advani explained: “We have a very efficient base in China,
along with a 5% after-tax profit and global infrastructure. Unlike the com-
petition we feel we have the ability to combine efficiency and innovation.
That is what Lenovo is all about and it’s what we’ve set down in our mis-
sion statement: We put more innovation in the hands of more people so
they can do more amazing things” (quoted in Quelch/Knoop 2006: 10).

Beyond innovation, the complementary offers of Lenovo and IBM
brands should become a key message to deliver to customers. A Lenovo
executive explained: “What Lenovo brings to the table is the best from
East and West. From the original Lenovo we have the understanding of
emerging markets, excellent efficiency and a focus on long-term strategy.
From IBM we have deep insights into worldwide markets and best prac-
tices from western companies. So we view Lenovo as a new world type of
company, the kind Friedman talks about in his book The World is Flat”
(quoted in Quelch/Knoop 2006: 8). In addition, Lenovo’s focus had been
on SME and home users through retail channel management, whereas IBM
had long targeted large enterprise customers on a b2b-basis (table 5-18).
“On paper this was pretty much a match made in heaven,” Advani re-
called. “We had complementary products and client bases, and practically
no channel conflict. We could use the broad product portfolio we sell in
China and use global distribution and take products around the world”
(quoted in Quelch/Knoop 2006: 6-7).177

Lenovo (% sales) IBM (% sales)
Product type 85% desktop 60% portable
Client base 80% small business 57% large enterprise
and consumers and mid-market
Coverage Mostly China Strong around the world,

but relatively weak in China

Table 5-18. Lenovo and IBM complementarities (taken from Quelch/Knoop 2006:
7)

177 See also appendix 8 for a before and after comparison of the product and reve-
nue mix.
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A major issue of the new brand positioning was the necessity to deal
with ThinkPad, which was such considered a great sub-brand that Lenovo
was reluctant to lose it. Besides, it was central to the value of the IBM deal
with US$10bn in annual revenue and around 5% market share in each ma-
jor market around the globe (IDC sources). The ThinkPad was consistently
ranked as the undisputed premium-brand leader in the global PC industry,
and synonym for an ultimate and indestructible business tool empowering
success and prestige (Quelch/Knoop 2006: 23).

There was uncertainty about how ThinkPad’s existing customers, who
typically demand the highest quality products and services, would react to
the new Chinese ownership arrangement and possible brand transfers.
Since IBM is one of the most trusted brands around the world and has a se-
ries of strategic relationships that the new company could build on, Advani
underlined: “we had a priceless gem of a brand. We also had the right to
use the IBM logo for five years. We wanted to leverage that asset. Having
the IBM stamp of approval on the notebook is serving as a very good
bridge, because they’re thinking that IBM trusts this company enough with
its logo and if IBM is doing systems support, then I’'m going to give these
guys a shot” (Quelch/Knoop 2006: 8). In addition, Advani confirmed that
Lenovo would not use the Think-family brands on existing Lenovo prod-
ucts. He said: “Some executives argued, ‘Let’s take the retail products
Lenovo sells in China, label them ThinkPad and take them around the
world,” and I said absolutely not. I am not going to take a product that has
not been built from the ground up as a ThinkPad, put the ThinkPad name
on it, and sell it as ThinkPad. That would be the best way to destroy the
ThinkPad franchise. You don’t build great brands simply through advertis-
ing and marketing, but by understanding your brand essence and value
proposition and communicating it in a clear and compelling way. If you
communicate something that is not authentic, it will backfire. [...] We
have been very disciplined about everything that goes into the ThinkPad to
make sure that it fits that essence” (Quelch/Knoop 2006: 10).

Finally, after having evaluated several scenarios for Lenovo’s future
brand architecture, Lenovo decided on a “synergy approach”, a hybrid
model whereby Lenovo will be marketed as the corporate umbrella and
parent brand, and Think as the “hero” sub-brand (Quelch/Knoop 2006: 9).
The corporate brand approach was attractive, since companies using it
were moving up on the annual brand ranking as conducted by Interbrand.
For example, Samsung had recently overtaken Sony, a clear sign in
Lenovo’s mind that corporate brands could be used to rapidly build brand
equity (Quelch/Knoop 2006: 9). The rationale behind the hero sub-brand
was that the Think should enhance Lenovo with some positive brand spill-
over effects and its brand personality (Meng 2006). The brand architecture
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would require combined and balanced investments to build both the
Lenovo and Think brands.

In addition, Lenovo expected that during the transition period their PC
competitors would surely try to dislodge their loyal customers. A particular
concern for the Western markets was China’s quite poor image of country
of origin and its negative connotations of the Chinese government
(Quelch/Knoop 2006: 7-9). As a part of the strategy to disprove this image,
Lenovo developed the new branded product line ‘Lenovo 3000 series’ and
debut them into the world markets in February 2006. The series featured
new desktop and portable models specifically designed to provide worry-
free computing to the SME market segment. They are also planned to tar-
get PC home users in future (Bartsch 2005; Lenovo Group 2006c).
‘Lenovo 3000’ is positioned “as a smart lifestyle choice” (Quelch/Knoop
2006: 23), including brand value propositions like great price-value ratio,
stylish design, and worry-free multimedia excitement. While ThinkPad
and ThinkCentre products were priced at a slight premium to the competi-
tion, the 3000 would be priced equal to rival products from brands such as
Dell, HP, Acer, Gateway, and Fujitsu-Siemens (Bartsch 2005;
Quelch/Knoop 2006: 12).'” For instance in Germany, the ’Lenovo 3000 J°
desktops was launched at a price of €555 in April 2006, while the Think-
Centre A60 cost €599." By November 2006, Lenovo offered three note-
book lines in Germany, the 3000 C (€600-800), the 3000 N (€800-1,000),
and the 3000 V (€1,400). Though the ThinkPad R series was available for
€700-800, other ThinkPad series were priced at €1,300-1,800 (Lenovo
websites; German ads).

While it is not yet clear by the end of 2006, if and to what extent
Lenovo 3000 has been accepted in the markets as Lenovo’s second product
line brand, Lenovo conducted a brand-related survey in January 2006 in
order to gather first data on Lenovo’s overall brand equity. The survey was
conducted among IT decision makers in China, the US, Germany, Japan
and India, half ThinkPad-customers, half non-customers (Momentum
Market Intelligence 2006, appendix 12). The results showed that the IT de-
cision makers in China, Japan and India had greater awareness of the
Lenovo/IBM deal than those in the US and Germany. In the US, Japan and
China ThinkPad customers were significantly more likely aware of the fact
than non-customers. With respect to Lenovo brand, brand familiarity was
low in all surveyed countries except China. 75% of IT decision makers in
Germany reported that they were unfamiliar with Lenovo brand. However,
in October 2006, an unrepresentative online survey certified Lenovo an un-

178 See section ‘brand innovations’ for further details on Lenovo 3000 series.
179 Both came with 512 MB memory, 160 GB hard drive.
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aided brand awareness of 29% among 82 Germans. Therewith they be-
came the best known Chinese brand in Germany, ahead of the ‘oldies’
Haier and Tsingdao brand (own research, chap ‘China’s country-of-
origin’).

But, in terms of market shares, it is to note that Lenovo lost significant
shares throughout 2005 and 2006 (table 5-19, Reuters 2006). While before
the IBM acquisition the combined share was 8.1%, Lenovo only obtained
6.4% in Q1 2006. To make and retain Lenovo successful will therefore
largely depend on the extent global PC users will trust into the new Lenovo
and Think brands in future, and to what extent new Lenovo can satisfy
their brand value propositions.

1Q 4Q 1Q 2Q 3Q Q1
2004 2004 2005 2005 2005 2006

Lenovo global,

. 7.4% 8.1% 71% 7.5% 7.7% 6.4%
combined shares

Lenovo global,
before acquisition

IBM global,
before acquisition

1.9% 2.4% 2.1%

5.5% 5.7% 5.0%

Lenovo China 28.8% 32.1% 29.6% 33.8% 34.5% 31.3%

Table 5-19. Lenovo and IBM market shares before and after acquisition Q1 2004-
Q1 2006 in % PC shipments (based on IDC sources)

Brand innovations

While IBM is considered one of the most innovative companies in the
world in terms of PC technologies and designs (e.g., McGregor 2000),
Lenovo’s market success in China primarily based on strong customer ori-
entation and computer personalisation. Li Qin, executive vice president of
Legend, once explained: “Our differentiating strategy was reflected in both
product positioning and product design. In the product positioning area, we
tried to differentiate our products based on functions, instead of core tech-
nology, since there was really no significance in the core technology for
PCs by the late 1990’s. As for product design, our engineers tried very
hard to take ergonomics and local consumer preferences into considera-
tion” (Chen et al. 2001: 7). In addition, Legend was known in China for
their extensive service networks including 6 regional technical service cen-
tres and 500 maintenance outlets, a 24-hour hotline and on-site service.
Further, they were the first computer manufacturer to commit to a 3-year
service guarantee in China (Access Asia 2002: 41).



250 5 Empirical study

In terms of product inventions, they became known in the 1985/86 by
the ‘Lianxiang Chinese Character Card’, which translated the computer’s
English operating system into Chinese language and therewith empowered
China to benefit from computing systems. Although state-owned compa-
nies such as ‘Founder Electronics’ were explicitly founded in 1986 in or-
der to carry out the government’s “Chinese Character Processing” project,
the Lianxiang Card set the industry standard. As the technology was hard-
ware-based and the Card was inserted into PC motherboards, it did not oc-
cupy much of the then costly hard-disc space and was not that easy to pi-
rate in comparison to software-based Chinese language solutions (Chen et
al. 2001). In 1990 Legend developed their first PC based on an Intel 80286
microprocessor, and pioneered the fast growing segment of home users
and small enterprise users by the ‘Legend 1+1” home PCs in 1992 (Lenovo
Group 2006¢). Legend 1+1° was sold at a retail price of RMB 3,000,
which was a very competitive price, since at this time most of the PCs
were sold to corporate enterprises at an average price of RMB 10,000 (Pan
2005: 6). Another example for Legend’s customer orientation was their
internet solutions and internet PCs. In 1997 Lenovo agreed with Microsoft
to manufacture the set top boxes for Microsoft’s Venus Project in China.
The boxes allowed for access to the internet via TV sets and bypassed the
lack of home-owned PCs in China. In 1999 Legend launched their Tianxi
PC which included a specially designed keyboard that offered a ‘one-
touch-to-the-net’ access to user specified internet sites, e-mail, and service
and support menus. To promote the PC, Legend was offering a full year of
free internet access in cooperation with China Telecom. The Tianxi also
came with a handwriting pad that enabled users to enter Chinese language
characters when composing emails (Access Asia 2002: 34-35; Lenovo
Group 2006c). As different users have different needs in surfing the net,
Legend later launched four product series, namely Tianhui, Future Pioneer,
Tianlu and Tianle. Tianhui is specially designed for children; Future Pio-
neer for high school students; Tianlu for adult and Tianle for middle-aged
and elderly (Access Asia 2002: 45-46). In 2002 Legend marked their be-
ginning in the 3C era. As a part of their strategy, they entered the mobile
phone segment and initiated the IGRS Working Group, in cooperation with
a few large companies and the Chinese Ministry of the Information Indus-
try, to promote the formation of the industrial standard (Lenovo Group
2006c¢).

Despite of these achievements, it is to note that Lenovo was criticised
by some market observers to lack a detailed development blueprint and to
be too short-sighted (e.g., Beijing Review 2006). Larry H.P. Lang, econo-
mist with the Chinese University of Hong Kong, explained that Lenovo’s
internet operation lost over US$25m after the failure of the one-year coop-
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eration with ‘Yestock Information Technology’. Moreover, their joint ven-
ture with America Online closed with a loss after two years due to respec-
tive internal problems. Lenovo’s IT service business, though growing,
profitable and attractive in terms of brand image building, was suddenly
stopped and sold to ‘Asialnfo Holdings’ in July 2004 for US$36m because
of their inability to reach their preset goals in a short-time frame.

In addition, there is evidence that Lenovo was reluctant to invest in
R&D. They usually spent around 1-2% of their revenues on R&D, in their
financial year 2000/2001 even only 0.09% (Access Asia 2002: 40), an
amount which can be considered very low and unusual for a high-tech
company. In comparison, IBM and HP spend around 5-6% of their revenue
on R&D. However Dell used to be short on R&D spending too and spent
around 2% in 2003 (Park/Burrows 2003). Lang commented: “Lenovo took
research and development lightly. It believed marketing was the priority
and underestimated the importance of technology. This mentality didn’t
change until 2004, when it put 200 million yuan [US$24m] into R&D, but
that still accounted for less than 1.2 percent of the total turnover that year.
Compared with Huawei Technologies and Haier Group, Lenovo’s R&D
assets fell far behind. Huawei pours no less than 10 percent of its total
turnover each year into R&D, while Haier spends no less than 5 percent”
(quoted in Beijing Review 2006). Finally, Access Asia (2002: 40) reported
that Legend closed several co-operations with international computer ven-
dors to obtain the most advanced technology.

However, when Legend decided to enter overseas markets in 2003, it is
reported that the management considered the needs of foreign markets
quite different to those in China and that they could not simply transfer
their products sold in China (Pan 2005: 10). Lenovo’s CFO Mary Ma said
that the group had therefore approved a plan to spend at least one billion
RMB (US$121m) a year on product development (Perez 2003). In FY
2003/2004, this would have been 4.1% of Lenovo’s total revenues. Given
this lack in R&D, one can also argue that the acquisition of IBM PCs in
2005 was in particular attractive to Lenovo due to their R&D capabilities
(Liu 2006). Lenovo took ownership not only of the IBM research centres
in Yamato near Tokyo, Japan and Raleigh, North Carolina, USA but also
of 2,000 international patents and of hundreds of IBM experienced scien-
tists and researchers, who have produced some of the world's most impor-
tant advances in PC technology (BCG 2006b; Lenovo Group 2006c). In
November 2006, Lenovo had 1,700 scientists and engineers, of which
1,200 are in Beijing, China, and the rest in Japan and the US. According to
Richard Cheston, executive director of Lenovo’s research facility in Ra-
leigh, the three teams are highly complementary. The US team is special-
ised in software and architecture design, the team in Japan is strong in
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hardware and notebooks, and the Chinese team includes experts in design-
ing personalised consumer products (Liu 2006).

In 2005, the first product created by combined efforts of the three R&D
teams was launched into the market, the new wide screen ThinkPad Z60.
As reported by Quelch and Knoop (2006: 11), “the product team was chal-
lenged to make something appealing that anyone who owned a ThinkPad
would want to upgrade to” and that would in particular disprove some cus-
tomers’ worries that Lenovo would “mess up the ThinkPad”. Though a
significant risk, the design team finally chose a titanium cover, which is a
major departure from the traditional black of the ThinkPad. “Titanium de-
livered a real benefit to customers— protection. And it looked beautiful,”
CMO Advani explained. “That’s the way it was received in the market-
place. Fortune magazine did a story that said, ‘All told, Lenovo’s steward-
ship of this brand is off to a good start, with perhaps the best ThinkPad
yet.”” Fortune also acknowledged that Lenovo made the “legendary” key-
board even better (Lewis 2005). Lenovo took the media credit as a com-
pliment: “We made clear we’re not going to mess it up—we showed we
could make products that were true to the ThinkPad brand essence and
even improve upon it,” Advani said (quoted in Quelch/Knoop 2006: 11).

In February 2006, Lenovo also made the debut of their first Lenovo-
branded computers into the international market place, the ‘Lenovo 3000
series’, including several models of desktops and portables (Lenovo Group
2006d: 18). To create the product line, Lenovo did extensive market re-
search in the first place. Lenovo staff talked to over 4,000 customers face-
to-face and surfaced three main concerns towards the global PC market
(Quelch/Knoop 2006: 9): innovation would slow down, quality would suf-
fer, and service and support would be outsourced overseas. To address and
neutralise the last point, it is reported that Lenovo structured the original
deal to include ongoing worldwide service and support from IBM via its
existing global service infrastructure. Regarding the first two concerns,
Lenovo hoped to reassure customers that innovation and quality would not
decrease but might actually increase because the new firm would be solely
PC focused. In terms of branding, it is reported that some managers
wanted to give these new products a sub-brand name like other PC sub-
brands such as Presario or Vario (Quelch/Knoop 2006: 12). A number was
finally chosen so as to not detract from the Lenovo name.

The new ‘Lenovo 3000 family’ was targeted at the small business mar-
ket. Lenovo research among SMEs in Germany, Japan, the UK and the US
revealed that these customers perceived quality, reliability, and durability
as key. Due to small staffs, they also valued simplicity and easy, open
dealings with PC vendors, and a competitive price. CMO Advani ex-
plained that price as the selling factor was not an option, since any percep-
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tion of Lenovo as a company from China providing cheap products
(US$359-499) might devalue the Lenovo corporate brand, and could also
damage the premium ThinkPad brand by negative spillover effects. To ad-
dress the other consumer needs, Lenovo planned to ensure that the 3000
series had a unique, distinctive and attractive design to build brand aware-
ness. Each PC also came with a set of tools called “LenovoCare” providing
“worry-free computing.” The marketing campaign for Lenovo 3000 rein-
forced the notion that small business owners wanted to “worry about
[their] business, not [their] PC” (Quelch/Knoop 2006: 12-13). See also
section ‘brand communication’ for ad samples.

Operative brand decisions when going-international

Branding

The origin of Lenovo’s Chinese brand namel(4H (‘lianxiang’) can be
traced back to 1985, when the NTD invented the “Lianxiang Chinese
Character Card”, in Chinese B30 K (‘lianxiang shihan ka’) (Lenovo
Group 2006¢). An important feature of this technology was EAR
(‘lianxiang”) which means ‘association’. The association feature enabled
the PC system to prompt Chinese characters which could be used to form
expressions and phrases with the character input. Chen (2001: 2) ex-
plained, when a user wanted to write "} [F ‘zhongguo’ (China) and typed
the character 1 ‘zhong’ (centre), the system would immediately offer
‘guo’ (country), amongst others, each with its own number, which the user
could type to complete the input of the whole expression. The feature of-
fered associations for most everyday phrases and saved tremendous Chi-
nese character input time. Due to its comfort, the Lianxiang Card became
famous in China within one year, and was awarded with the highest Na-
tional Science-Technology Progress Award by the Chinese government in
1988 (Lenovo Group 2006c¢).

To capitalise on the brand recognition generated by the Lianxiang Card,
the NTD decided onléAE ‘Lianxiang’ as their Chinese brand name in June
1988, when they opened up FHsHLAH ‘Lianxiang Hong Kong’. In 1989
the NTD also changed their corporate name in China to Jt 5T H¢AH ‘Beijing
Lianxiang’ and later tolf)iAH4E[4] ‘Lianxiang Group® in 1990 (Chen et al.
2001: 2; Lenovo Group 2006¢). As a part of their Hong Kong strategy they
also chose Legend as their English corporate name which is a direct trans-
literation of ‘Lianxiang’ (Zhu 2005: 166, annual reports). According to
market observers, the English name Legend became not known among
Chinese consumers, rather they referred to the ‘Lianxiang’ brand only (Lu
2000; Sino.com.cn 2003a).
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When in 2003 the group started preparing the brand for a worldwide
launch, they abandoned the English brand name Legend and re-named it
into Lenovo. CEO Yang explained: “To further develop our brand and
make it more consistent with our long-term strategic vision, last year we
initiated a comprehensive reassessment of our brand strategy, eventually
deciding to adopt a single brand structure. Since our original English brand
name ‘Legend’ has already been registered by businesses in many coun-
tries, we started to change our logo from ‘Legend’ to ‘lenovo’ from April
this year” (Legend 2003a: 7). Legend manager Zhang Guisen added (in an
interview with Sino.com.cn 2003b) that they had also evaluated a brand
transfer to the QDI brand. But, as the brand is only known for mother-
boards, they found the brand is not promising for computers and mobile
phones. He explained that they finally developed the English name Lenovo
together with a foreign brand agency. The name was considered easy to
pronounce in many languages and available for brand registration in all
major markets in America, Europe and South East Asia (Sino.com.cn
2003b; Quelch/Knoop 2006: 5).
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Fig. 5-32. Lenovo’s path to a global brand name 1984-2006 (own illustration)

Lenovo was derived from ‘Le-’ for Legend and ‘-novo’, the Latin word
for ‘new’, reflecting the spirit of innovation as the company’s core compe-
tence. As CEO Yang expressed, the new Lenovo brand was designed to
represent “an innovative Legend” (Legend 2003a: 7). In terms of brand
colours, the new brand logo ‘Lenovo H(AH kept the blue Legend colour
and is written in blue bold italic letters. A year later in 2004, the company
adopted ‘Lenovo Group’ also as the group’s official English name
(Lenovo Group 2006¢). Starting in 2005 when Lenovo became a World-
wide Olympic Partner and announced to acquire IBM PCs, they finally
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abandoned the two Chinese characters B4t as a part of their global brand
name (Lenovo Group 2005a). As a result of this branding history, market
observers nowadays distinguish three periods: the computer technology
period, the Legend period and the Lenovo period (e.g., Sino.com.cn 2003a;
Yu 2006: 52-54). See also the illustration in figure 5-32.

With the acquisition of the IBM PC division in May 2005 probably a
fourth branding period of Lenovo has just started. Since the acquisition al-
lows them to use the /BM logo for up to five years on the Think-family
products, they recently implemented a global brand transfer of /BM Think-
Pad and IBM ThinkCentre. “The research showed that in many customers’
minds the IBM and ThinkPad brands were hard to separate,” Mark
McNeilly, Lenovo’s director for branding and marketing strategy ex-
plained. “They really were linked together” (quoted in Quelch/Knoop
2006: 6). In Western countries the challenge would therefore be to elimi-
nate the /BM logo from the Think-family brands while retaining their brand
equity and market shares. Meng Yutian (2006) said the challenge would be
different in China and in some other emerging markets. She explained that
Chinese consumers would not be aware of the product brand ThinkPad but
of the corporate brand /BM, and would typically name their computer “the
IBM notebook™ or “my IBM”. Therefore, the goal in China and similar
countries would rather be to build a new ThinkPad brand by transferring
IBM’s brand equities and interlinking it to Lenovo brand: “We cannot get
rid off it [the IBM brand] immediately. We have to leverage it.” According
to Meng Yutian (2006), the ultimate branding for all markets would finally
be an independent ThinkPad and ThinkCentre logo with a tagline to the
corporate brand Lenovo.

| 1 | 1 1 | |
1 1 I 1 1 1 1
May 05 May 06 Nov06 May 07 May 08 May 09 May 10

Phase 1 Phase 2 Phase 3
Current Branding (18 mos) Lenovo, Think & IBM (40 mos) Lenovo, Think & IBM

=IBM must be Ies; prominentand  =IBM is more like an ingredient
separate from ThinkPad or brand or endorsement brand
ThinkCentre

=A prominent Lenovo mark is
required

Fig. 5-33. Brand transfer schedule of IBM Think-family brands 2005-2010
(company material as taken from Quelch/Knoop 2006: 17)

In terms of time schedule, Lenovo management set up the brand transfer
as shown in figure 5-33. In the first phase till November 2006, all branding



256 5 Empirical study

should remain unchanged. In phase two, from November 2006 till end of
2008, IBM’s prominence should be reduced with the pace Lenovo’s
prominence would increase. In phase three starting in 2009, IBM branding
should become small and should function as an endorsement or ingredient
brand (see also Beijing Ribao [Beijing Daily Newspaper] 2005).

In terms of product branding, Lenovo successfully stepped into phase
two in October 2006, as seen in figure 5-34 left-hand side, when they put a
small Lenovo logo on the ThinkPad T60 notebook (IT.com.cn 2006). In
terms of brand advertising, it is note that Lenovo already started communi-
cating the tagline ‘ThinkPad. A product of Lenovo’ in June 2005 in Ger-
many, within the TV spot promoting ThinkPad’s ‘bionic finger’ (German
TV channels, Dickie et al. 2005). Figure 5-34 right-hand side shows that
the tagline ‘ThinkPad. A product of Lenovo’ is also used in the Chinese
market place. See also next section for Lenovo’s brand communication in-
cluding ad samples.

ThinkPad. | Think=Gentre.

2 product of Lenovo

<« O

www._thinkpad.com/cn

ThinkPad | ThinkCentre

Fig. 5-34. Examples of Lenovo’s brand transfer of ThinkPad brand (taken from
IT.com.cn 2006 and Lenovo websites)

Brand communication

Prior to Lenovo’s going-international, it is reported that Lenovo’s prede-
cessor, Legend, started to invest in advertising and other brand communi-
cation activities in 2001, when competition became fiercer in China. Ac-
cording to an estimate given by Pan (2005: 9), Legend spent a total of
US$12.2m on advertising in 2002, US$6.8m thereof on the home PC seg-
ment. Many famous stars, amongst them, Zhang Ziyi served as spokesper-
sons. Given no other advertising spending, this would have equal to a
share of 0.47% of total revenue in FY 2002/03. In comparison, competitor
Dell spent about double the amount on advertising in China in the same
year. In 2003 and 2004, Lenovo have increased their budgets and have
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spent around 1.0-1.2% of their total revenue on advertising (Huang/Du
2005: 429). Although one can consider the budget as quite low for a com-
pany who perceives their values as customer orientation and marketing, it
is to note that besides advertising, Legend has also built their brand
through online offers, strong distribution networks and product promotions
such as the PC including an one-year free internet access (Meng 2006). In
addition, the group was regularly present at the world’s largest computer
fairs since 1990, and was engaged in several national sports sponsorships.
Among others, the company sponsored the Chinese national women's soc-
cer team in 1999, and two years later Beijing's successful bid to host the
2008 Olympic Games. Known slogans in China were ‘Every day, we are
improving’ and ‘As legend becomes closer to you, technology comes
closer to you’ (Gilmore/Dumont 2003: 147; Yang 2005: 133).

Thinking globally, Lenovo also became the first Chinese company to
join the Olympic Partner Program in March 2004, the International Olym-
pic Committee’s (IOC) highest marketing programme. ‘Engaging the
world” was the slogan Lenovo used at its signing ceremony
(Quelch/Knoop 2006: 5). As a worldwide sponsor with the IOC, the group
will be the exclusive supplier of computing equipment and services, such
as desktops, portables, servers and desktop printers, and will be funding in
support of the 2006 Winter Games in Torino, Italy and the 2008 Summer
Games in Beijing, China (Lenovo Group 2006¢; Meng 2006). Lenovo paid
a price of admission of US$80m which was considered a significant in-
vestment for a company with sales of around $US3bn at this time
(Quelch/Knoop 2006: 5). Although Lenovo will be able to benefit from us-
ing the Olympic logo for marketing and promotions and have access to ex-
clusive worldwide marketing opportunities, Quelch and Knoop (2006: 5)
noted that the company would have to spend at least twice the amount of
the sponsorship cost on advertising to leverage the investment. These ad-
vertising expenses would be spread over five years, and the company ex-
pected that about half of the sponsorship costs are to be paid back through
products and services.

In 2005, Lenovo spent a total of US$250m on worldwide marketing,
with over 80% of it on television and print advertising, and the remainder
being allocated to the internet, outdoor and other media (Quelch/Knoop
2006: 12). In the US, Dell’s marketing spending reached US$460m (nearly
20 times more than Lenovo), followed by HP with US$130m. In Japan,
Dell spent US$110m (nearly 10 times more than Lenovo) followed by
NEC at US$26m. Dell also led in spending on advertising in the UK and
Germany, while HP dominated in France, Brazil, India, and Mexico. Ac-
cording to Quelch and Knoop (2006: 12), in many major markets Lenovo’s
gap to their key competitors in share of voice was at least 1:3. Taking this
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weakness into account, Lenovo planned a US$100m campaign to factor in
Lenovo’s sponsorship of the 2006 Winter Olympic Games and the Sum-
mer Olympic Games in Beijing. The campaign was orchestrated by IBM’s
former advertising team at Ogilvy & Mather. The initial plan incorporated
online ads, television, and print (Quelch/Knoop 2006: 12). The overall slo-
gan was “New World. New Thinking”, addressing Lenovo as a supplier of
innovation and as a new world enterprise (Lenovo Group 2006¢: 41).

Lenovo i-lounge Lenovo product placement on CCTVS

o —

Lenovo product partnership with Visa Lenovo official Olympic logo

lenovo

e

WORLDWIDE PARTNER

ELECTRON

Fig. 5-35. Impressions from Lenovo at 2006 Torino Olympic Winter Games (own
illustration)

While originally Lenovo targeted the Olympic sponsorship to help to in-
troduce the Lenovo brand around the globe (Lenovo Group 2006c; Meng
20006), the 2006 Torino Winter Games became a crucial platform to show-
case their capabilities after the IBM deal. Furthermore, the deal itself had
brought Lenovo considerable public visibility and brand awareness
(Quelch/Knoop 2006: 8). In terms of product supply, the new Lenovo sup-
ported the Winter Games in Torino with 5,000 desktop PCs, 350 servers
and 1,000 notebook computers. Lenovo also hosted seven internet
i.lounges for use by Olympic athletes, visitors, and journalists (Lenovo
Group 2006f). In terms of brand communication, a number of product
marketing activities in China were centred on the Olympic Games by join-



5.2 The case studies 259

ing in with other Olympic sponsors like Visa International and Coca-Cola
(Li 2005; Lenovo Group 2006d: 19). See figure 5-35 for impressions on
Lenovo’s Olympic sponsorship.

In addition, Lenovo set up a three phase plan which embodied the
Olympic Games as a milestone. Phase one was planned to establish trust
and continuity, phase two to strengthen ThinkPad and establish Lenovo,
and phase three to accelerate Lenovo brand (Lenovo Group 2006b: 19). As
part of phase one, the company ran a global advertising campaign from
May to September 2005, where every ad signed off with the product brand
ThinkPad instead of IBM or Lenovo. The objective was to maintain Think-
Pad sales momentum, which meant reassuring customers that little had
changed since the acquisition (Saal 2005; Quelch/Knoop 2006: 10). The
second phase included the campaign “ThinkPad Unleashed”. It was sched-
uled to run on TV during the Torino Olympics Opening Ceremony on Feb-
ruary 10, 2006. The message was that Lenovo was not just maintaining the
status quo but making the ThinkPad even better, doing things that IBM
could not have done or would never have done (Quelch/Knoop 2006: 10).
Phase two also included ads to debut the Lenovo logo and the ‘Lenovo
3000 series’ as seen in figure 5-36.

Beyond global marketing initiatives, CMO Advani explained that
Lenovo also tried to find creative ways to address consumers in their re-
spective country markets. For instance, in India, they placed a Lenovo
monitor on a very popular game show on television, India’s version of
‘Who wants to be a Millionaire’. The show ran at prime time three times a
week for six months and was hosted by one of the top Indian movie stars.
A 50,000 rupees question on the show asked players to name the company
that is formed out the combination of the English word ‘legend’ and the
Latin word ‘new’ (Quelch/Knoop 2006: 12).

Another example was the marketing campaign surrounding the Football
World Cup in Germany in June 2006 (figure 5-37). Lenovo’s campaign
was endorsed by the footballer of the year Ronaldinho and was run in 20
countries, including Europe, Latin America and China (Lenovo Group
2006a: 7). For the US market, Lenovo also became Official PC Partner of
the National Basketball Association (NBA) in 2006 (Lenovo Group 2006b:
19-20)

Although all these marketing activities have definitively resulted in
some brand awareness building for Lenovo brand, CMO Advani admitted
that a more difficult part would now be ahead with phase three: “The next
step is to give the brand meaning and have it stand for something unique
that customers care about. Moving consumers to consider and prefer the
brand is what we need to work on next” (quoted in Quelch/Knoop 2006:
12).
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Lenavo empfiehlt Windows® XP Professional.

ICH HABE MICH SELBSTANDIG GEMACHT,
UM ZU SEHEN, WAS IN MIR STECKT.

NICHT, WAS IN COMPUTERN STECKT.

Wir verstehen, was Sie wallen;
PCs sollen Ihnen bei der Arbeit helfen,
aber keine Arbeit machen.

/ So wie die neue Lenovo 3000 Produkt-
familie mit innovativen Extras — und
zwar alle inklusive.

Mit Sytemwartung und —wiederherstellung

per Knopfdruck.

Mit Software, die sich selbst updatet.

Mit einer Tastatur, nach der man sich alle

zehn Finger leckt.

Und mit einem Telefon-Support, der wirklich hilft.
Ab € 5557, im ausgesuchten Fachhandel.

Neue Computer. Fur eine neue Welt.
New world. New thinking. ™

lenovo.com/3000/de

Viruses are the scourge of email

% business.
S0 how about a PC that can help
"}/ bring you back to life?
1 HAD A PLAN TO REVOLUTIONIZE THE . N
ENTIRE PHARMACEUTICAL INDUSTRY. l“tf"d“‘“‘g the Lenovo 3000C
series

BUT 1 GOT AVIRUS. It has a virus recovery button.

It updates its own software,

It has live phone support in less
than a minute.

It's got Intel® Centrino® Mobile
Technology.

It's a new kind of computer.
It's a new kind of world.

New World. New Thinking.

Fig. 5-36. ‘Lenovo 3000’ print ads as debuted in 2006 (German version taken
from Die Zeit, 23.03.2006, US-version from Quelch/Knoop 2006: 26)
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Ronaldinha.

q Fufball - neu erfunden.

R HHOE

URREE A ST TR 2
e

Lanava smiens Weiows® XP Protessiors

ICH MUSS MOBIL SEIN.
ICH MUSS SCHNELL SEIN.
UND IMMER ERREICHBAR.
GENAU WIE SIE.

lenovo.

Fir viele kleine Unternehmen zahlt vor allem eines:
hochste Performance beim mobilen Einsatz! Hier kommt
das Lenovo 3000 N Serie Notebook mit Intel@Centrino®
Duo Mobiltechnologie ins Spiel: Damit bleiben Sie immer
und Uberall am Ball = fUr |hr Team, fUr |hr Unternehmen,
fur lhren Erfolg!

New World, New Thinking™™.

Fig. 5-37. Ronaldinho as Lenovo’s spokesperson during 2006 Football World Cup
hosted in Germany (Chinese version taken from The Economic Observer,
10.07.2006; German version from Die Zeit, 01.06.2006)

Brand distribution

With the acquisition of IBM PCs in May 2005, Lenovo Group became pre-
sent in more than 160 countries by their 7hink-family brands. They are
mainly distributed by certified sales agencies and distribution partners
(Meng 2006). CEO Amelio explained in 2006: “We are absolutely com-
mitted to our channel partners for serving our transaction customers and
for fulfilment of our large enterprise customers. At the same time, we will
continue to provide end-users who prefer to buy directly with the means to
do so” (Lenovo Group 2006d: 15). According to Lenovo websites, this in-
cluded Think direct-sales at Lenovo internet websites and direct-sales via
business partner’s online shops.

In contrast to Think-family brands, the key distribution channels of
Lenovo-branded computers are retail stores and internet online-sales
(Meng 2006). In China, Lenovo targets large volume sales through its in-
tegrated distribution strategy which combines retail, channel distribution
and direct-to-customer models (online and telephone sales), and allows
Lenovo to cover various consumer segments (Pan 2005: 5; Lenovo Group
2006c). The strategy includes an extensive network with 18 sales regions,
comprising 108 grids and more than 4,000 retail shops across the country,
penetrating also deeply into the township villages. They also ran more than
130 Lenovo “1+1 Specialty Shops” (Access Asia 2002: 40). For the inter-
national markets, it may be the goal to copy the national distribution model



262 5 Empirical study

over the next couple of years (Lenovo Group 2006d; Meng 2006). So far,
Lenovo-branded products are available in the US, Europe and India (Liu
20006). To align with their brand positioning, they started with contracting
computer specialised resellers to target the focused segment of SMEs. In
March of 2006, Lenovo also launched their ‘Lenovo Partner Network’,
their new business partner program. The Network shall position Lenovo
partners as the primary route to market Lenovo-branded computers to
SMEs worldwide. In addition, it shall provide them with new tools and so-
lutions to address the unique requirements of the SME market. In the US,
in addition to close relationships with specialised resellers, Lenovo is
reaching out to the SME audience at selected Office Depot and Best Buy
stores in 2006 (Lenovo Group 2006d: 13). In all targeted markets Lenovo-
branded PCs are also available online, e.g., at www.buylenovo.de. Similar
to the Dell approach, the online channel seems to emerge as a major
Lenovo channel to reach several consumer segments and several geo-
graphic markets worldwide by relatively low investments. However, stor-
age, delivery, after-sales and b2b-services for Think-family products will
still remain business-crucial. How Lenovo therefore is going to distribute
their products after the IBM crew of 30,000 salespersons have left in May
2010 remains challenging. See also next section ‘brand organisation’ for
current bonds to IBM Corporation.

Brand organisation

Prior to the IBM deal, the founder Liu Chuanzhi and follower Yang Yuan-
qing have built up the organisation structure of the company. Although the
NTD was official founded as a state-owned enterprise in 1984, Liu en-
joyed large autonomy from the Chinese government starting from the
founding of the company. In the 1990s, Legend described their organisa-
tional form as “a new type of state-owned enterprise that emerged from
China economic reform, particularly the reform of the science and tech-
nology system” (Lu 2000: 63). More specifically, they adopted an organi-
sation that based on the principle of ‘state-owned, non government run’,
with a balance of state ownership on the one hand and managerial autono-
mies in finance, personnel, planning and management on the other hand.
The organisational model was also compared to ‘one academy, two sys-
tems’, which is addressing the symbiosis between the system of scientific
research and technology commercialisation under one organisational roof
of the Chinese Academy of Sciences (Lu 2000: 64). Beyond this organisa-
tional model, Liu had a simple approach. Since Legend has been listed at
Hong Kong Stock Exchange in 1994, he acted with the basis that “Legend
is accountable only to shareholders, with the transparency that this would
suggest” (Economist 2001). Distributing HP-branded computers into
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China for more than a decade, Liu also took HP as his teacher and role
model in the PC business. An employee described that Liu had a very
strong entrepreneurial and innovative spirit, and that this spirit became an
important part of the company’s corporate culture (Gilmore/Dumont 2003:
139).

The era of Yang Yuanqing started in 1994 when Legend consolidated
all PC-related segments in one PC business unit, and Yang, then 29 years
old, became the unit’s general manager. Yang joined Legend in 1988 after
obtaining a master degree in computer science from the elite University of
Science and Technology. Recalling his appointment as a “risky decision”,
Liu later noted, “I did not really have any other choice. Most of the senior
managers of the company were older than 50 and did not have much ex-
perience working in a market environment, not to mention a rapidly chang-
ing industry like the PC industry” (Chen et al. 2001: 5). Under the new
structure Yang was responsible for purchasing, manufacturing and market-
ing of all PC products, and was granted flexibility in determining new
product launches, channel selection, and pricing strategies based on market
conditions.

As Access Asia (2002: 42) reported, Legend removed the label of ‘state-
owned’ in January 2000, when they became a joint-stock holding com-
pany. Legend was the second enterprise in Beijing’s Zhongguancun
(China’s Silicon Valley) to undergo this kind of property right restructur-
ing. The first was the ‘Stone Company’, another of China’s leading IT
firms at the time, which reorganised through a management buyout. Under
the equity-restructuring plan, a 35% equity share of Legend was distrib-
uted to Legend employees. Of that amount, Legend’s original founders got
35%, the around 100 employees who had worked at Legend since 1988 got
a 20% share, and the remainder of 45% were distributed among key play-
ers in China’s computer and software industry. The equity holding were
freely traded in order to avoid the possibility of a hostile takeover. In 2001
with the termination of Legend’s foreign-branded distribution business,
Liu stepped aside as president and became chairman of Legend Group. He
appointed Yang as the new president and CEO of the group. To better fit to
the competitive and fast changing market environments and to prepare for
Legend’s going-international, Yang finally simplified the organisation
structure with respect to core businesses and efficiency targets in 2003.'50
Pan (2005: 10) commented that “the top management at Legend really un-
derstood that the road to capturing the international markets was an uphill

2

one .

180 See appendix 13 for Lenovo Group’s organisation structure 2003-2005. See
Chen et al. (2001: 23-26) for prior organisation structures.
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With the acquisition of IBM PCs in May 2005 and starting post-merger
integrations, the management team changed. While it is reported that in the
beginning Chinese Lenovo wanted to keep the leadership (Bartsch 2005),
Liu, then in his 60s, finally left the operational business and became non-
executive director. Yang, 40 years old, stepped aside as president and be-
came chairman of new Lenovo Group. Instead, half of the company’s top
jobs went to executives of American, Australian, European, and Indian
origin (London 2005). Amongst them, Steve Ward from IBM became the
first president and CEO of the new Lenovo Group. He was replaced by
Bill Amelio from Dell in December 2005 (Quelch/Knoop 2006: 7). More-
over, English became the company’s working language, and the headquar-
ters were moved to New York, USA, which may have disappointed many
Chinese people. Marc Fischer, chief of Lenovo Germany, explained that
Lenovo wanted to be perceived as an international company not as a Chi-
nese company (Bartsch 2005). Finally, Chinese executives only kept the
responsibility for finance, technology, the Chinese market, and mobile
phones (see appendix 14 for an illustration of the whole management
team).

For Lenovo brand management, Deepak Advani from India became
chief marketing officer (CMO). Previously, Advani worked with IBM for
12 years and in the end was the vice president of marketing for IBM’s PC
division. Advani holds a master degree in computer engineering and an
MBA from the Wharton School of the University in Pennsylvania (Lenovo
Group 2006c¢). In comparison to prior brand organisations and to other
Chinese branded companies (Gilmore/Dumont 2003), it is to note that the
establishment of a CMO can be considered a unique move. It may reflect
IBM’s strong influence within the organisation on the one hand, and the
importance of brand management for new Lenovo’s business success on
the other hand. CMO Advani recalled: “[...] one of the first questions I
asked Yang was, ‘As chief marketing officer, do you have some ideas on a
preferred branding strategy or am I free to start with a clean slate and craft
a new branding strategy based on market research and our best judgment?’
And I will always remember this. He said, ‘You are the CMO and you do
the market research, and we as a company will do what you recommend,’
which was terrific” (Wharton School 2005a; Quelch/Knoop 2006: 8).



5.2 The case studies 265

Lenovo Group

Marketing America i
R&D Notebooks (New York) Finance
Global team
USA New York) [¢========== >
Japan Lenovo/Think-family Greater
China Desktops ! b brand positioning, China HR
1 brand guidelines, ... (Beijing)
1
1 Global brand initiatives,
SCuh‘;‘?:? ! incl. advertising, sponsoring
Mobile 1 Global brand research, EMEA
v tracking, ... -
phones \ 4 (Paris)
3
) Raleigh
eijing Asia Pacific
¢ ————————— M
L ER e

L_|[ Asia Pacific
Sydne

Local marketing,

Operational Business consumer research, ... Management
platform segments Local country offices Regional units platform
A
1
®. \ Rl
N ’
~ ’

N .

“wa IBM Corporation »

(Until May 2010)

Reporting organisation

- --- Additional brand coordination IBM logo on Think-family products

Partner channel program, financing,
warranty service, ...

{ 30,000 member sales team

Fig. 5-38. Lenovo’s international brand management organisation after IBM ac-
quisition (own illustration of first findings)'®!

Asking Zhang Ying (2006), part of Lenovo’s Ogilvy & Mather team in
Beijing, further details on Lenovo Group’s new brand organisation, she re-
vealed that Lenovo’s marketing would be organised by regions, similar to
the approach of the overall company organisation (figure 5-38). Greater
China would thereby be separated from the other markets due to the unbal-
anced brand equities of Lenovo brand. CMO Advani added that there were
global marketing teams in New York and Raleigh (Wharton School
2005a). The teams are supposed to be responsible for global brand and
marketing activities such as global research, definition and control of
brand value propositions, brand guidelines, brand and ad tracking, and
global marketing initiatives, including the Olympic sponsorship and the

181 The illustration is a simplification of reality and focuses on brand-related units.
Due to ongoing post-merger integrations, the author can also not guarantee cor-
rectness in all details.
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World Cup.'®? In addition, Advani said that he also could rely on marketing
teams in the EMEA headquarters (Europe, the Middle East, and Africa) in
Paris, France, in the Asian headquarters in Sydney, Australia and Beijing,
China. There are also localised marketing teams at country level. Advani
explained: “These teams work to understand what the trends are in a given
country, what the real met and unmet needs are of the target customer and
what the best way is for us to communicate our value proposition. [...]
Though old Lenovo did not have a lot of international experience [...]
there are many lessons we can apply from China and the other emerging
markets” (quoted in Wharton School 2005a). In addition, Lenovo’s adver-
tising company, Ogilvy & Mather, supports Lenovo at the global and
country level. The company also planned to set up an Indian headquarter in
October 2005 (Liu 2005).

Although Lenovo’s new organisation may appear promising, market ob-
servers remained concerned that the potential for cultural and operational
clashes between IBM veterans and Chinese nationals might still be present
(Feng 2005; Quelch/Knoop 2006: 7). Lenovo, they argued, would still re-
semble a Chinese state-owned enterprise in terms of company culture. The
new organisation would also be more complex and need to serve many
more geographical markets. For instance, the 12-hour time difference be-
tween Beijing and the US east coast caused some strain and demanded
working via conference calls around the clock, while the original Lenovo
team was used to meeting together to solve problems. However, Meng
Yutian (2006) was satisfied and said that the integration went smoothly so
far. CMO Advani gave reasons and recalled a meeting, where Yang de-
manded the top executives to work together: “The key message was to
trust the other person. Because we all came from different backgrounds,
we had to respect each other’s position. Always remember that the real
competitor is outside. And be ready to compromise. Even if you think that
your decision is grounded in ‘better business’ logic or facts, you should be
willing to compromise if that makes more sense” (quoted in Quelch/Knoop
2006: 7).

Figure 5-39 sums up Lenovo’s way of international brand management
across all discussed nine sub-sections. Since Lenovo/IBM post-merger in-
tegrations are still ongoing and many activities were therefore confidential
or in a transition process, it is emphasised that the summary is due to ac-
cessible data by November 2006.

182 Assumption base on details of section ‘brand communication’ and on details
given Zhang Ying (2006), and by Quelch and Knoop (2006).
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Fig. 5-39. Lenovo’s way of international brand management (own summary)



6 The Chinese way of international brand
management

Having presented the way of international brand management for each in-
dividual company, Haier, TCL, Hisense and Lenovo, separately, the ra-
tionale of the following chapter is now to identify similarities and differ-
ences among these four cases and to test them against the formulated
hypotheses of chapter 4. To what extent can the hypotheses be confirmed
by the four cases? What are reasons why a hypothesis may or may not be
confirmed? What did these Chinese branded companies decide differently
in comparison to companies from Japan and South Korea? Can we identify
a Chinese way of international brand management among the four cases?
To what extent may this way be generalised across and beyond the indus-
try? To answer these questions, the chapter starts with cross-case compari-
sons of the four investigated cases, structured in the same sub-sections as
applied in the individual case narratives. In the second section the findings
are tested against the formulated hypotheses. The chapter closes with the
integration of all prior findings in the descriptive model, presenting the
Chinese way of international brand management.

6.1 Cross-case comparisons

6.1.1 Aims of global brand building

Company overview

Before analysing Haier, TCL, Hisense and Lenovo with respect to interna-
tional brand management issues, table 6-1 starts with a comparison of the
companies’ key financials. They are considered the basis of any interna-
tional brand strategy, and enable a short overview about the four firms’
status quo. As the table shows, in 2004, Haier was the largest company in
terms of revenue with US$12.3bn, while TCL gained US$6.7bn, Hisense
US$3.3bn and Lenovo US$2.9bn. All had double-digit annual growth rates
in 1998-2004, although Lenovo grew quite moderate by 12% per year.
Since all four companies were founded in the early 1980s, except for
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Hisense, which was founded in 1969, the reason for Lenovo’s ‘underper-
formance’ cannot refer to an unequal starting point, but lies in the fact that
Lenovo refocused themselves towards their core competence of ‘PCs’ and
terminated their foreign-branded distribution business in 2003/04. In con-
trast, Haier, TCL and Hisense continued to diversify in many related and
non-related industries, and besides grew through self-branded business as
well as through foreign-branded OEM. In particular Haier grew largely
through OEM and emerged as a large conglomerate covering white goods,
black goods, PCs, mobile phones, retailing, real estate, financials, travel
service, and medicine. Although Hisense seems to have followed a similar
growth path as Haier, they are said to be less aggressive and more conser-
vative with respect to investments, financial risks and fighting for market
shares at the expense of efficiency (Ling 2005: 139). Since all four compa-
nies gained relatively small revenue shares abroad until 2004, TCL and
Hisense both 15%, Haier 8%, and Lenovo under 5%, one can further con-
clude that corporate growth was mainly based on the Chinese growing
market at this time.

Haier TCL Hisense Lenovo
i';"f&’gg‘;is FY04 (FY05) 12.3 6.7 33 2.9 (13.4)
(CZ/ZSE 21 (?095*3'2004 35% 36% 22%  12% (365%)
:;%z%ugjgjrgz%ged 8.3% 15% 15%  <5% (>60%)
Profitability compared low negative low moderate

to industry pears

Table 6-1. Comparison of key financials of Haier, TCL, Hisense and Lenovo in
2004/2005 (details as presented in case narratives)

Moreover, in all cases profitability was quite low and seemed not to be a
major corporate issue by 2004. Probably due to soft budget constraints
guaranteed by the Chinese government, particularly the state-owned com-
pany Hisense did not have to worry about profitability. Also Haier, a col-
lective-owned enterprise, could enjoy strong support from the Qingdao
municipal government. Maybe only TCL and Lenovo, who were officially
founded as state-owned enterprises, but were considered privatised by the
end 1990s, were not able to rely on government funding in a broader sense.
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TCL was considered a governmental experiment of “stealth privatization”
(Chandler et al. 2004), and is still struggling with post-merger integrations
with Alcatel and Thomson. Lenovo may not have been perceived as im-
portant as a Haier, TCL, or as a Founder Electronics, who was the state-
owned rival of Lenovo in the Chinese PC market. Although Lenovo ac-
quired IBM PCs, they managed to do so with continued operational profit-
ability.

The role of the government for the respective companies may also be
indicated by the publicly-listed revenue share: The higher the revenue
share, the lower the supposed impact of the government on the company.
By 2004 Haier was supposed to be highly impacted by the government, as
only 18% were listed in Hong Kong stock exchange. Hisense, although
public with 28% of total revenue, was listed at Shanghai stock exchange
which is said to be not so strict with its publication rules compared to
overseas exchange markets (e.g., Hirn 2005: 129-130). In contrast, TCL
and Lenovo seemed to be quite independent from the government by 2004.
TCL was publicly-listed with 62% at Shenzhen and Hong Kong, and
Lenovo was entirely listed at the Hong Kong stock exchange.

While it is assumed that Haier, TCL and Hisense developed similar to
previous years throughout 2005, Lenovo did a huge jump of 365% revenue
growth by acquiring IBM PCs in May 2005. Lenovo has grown to a com-
pany of a similar size to Haier Group, although they are much more fo-
cused in terms of product portfolio (self-branded PC products and mobile
phones only), relatively independent from the Chinese government (100%
publicly listed and headquartered in New York), and with a large presence
in the international market place (7 times as much as Haier, and 4 times as
much as TCL and Hisense in terms of revenue share gained abroad). How-
ever, despite of the IBM PC deal, Lenovo is still small in comparison to
Fortune Global 500 companies, such as IBM, Dell, Sony and Samsung,
and was not amongst the 2005 ranking (Fortune 2005).

Regarding their perceived core competences, figure 6-1 reveals that the
four investigated companies Haier, TCL, Hisense and Lenovo evaluated
themselves quite differently. While Haier and Lenovo named innovation in
terms of customer-tailored product designs and efficiency as their core
competence and estimated their firm’s overall level close to world-class,
TCL and Hisense acknowledged both strengths and weaknesses. TCL per-
ceived themselves strong in consumer insights especially in the Chinese
TV market, but admitted that they would lack own core technologies in
terms of international patents and organisational effectiveness due to ongo-
ing post-merger integrations. In contrast, Hisense evaluated its internal or-
ganisation as a core competence, but perceived distribution/trade, technol-
ogy/innovation and their supply chain as quite weak. Taking into account
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the details of the case narratives, one could argue about the respective core
competences and if company externals would have estimated them in a
similar way. Especially in the case of Haier, one might argue that it is
overrated, since they only play a global role in the industry of white goods.
And in this industry they can be considered second or third tier due to
some deficits in advanced production processes, quality standards and own
technology competences.

Industry/ supply chain

Haier

Technology/ innovation Distribution/ trade —TCL

Hisense

Lenovo

—&— World-class

Capabilities development and Branding and custonmer
organisational effctiveness insights

Fig. 6-1. Comparison of perceived core competences as estimated by company
representatives in 2005/2006 on a scale from 1 (basic industry level) to 5 (world-
class level) (details as presented in case narratives)

Motives of global brand building
Comparing the four companies with respect to their future corporate aims,
they all announced to want to become a leading giant in their respective
industry and a global brand name. Haier and Lenovo were most precise.
Both aim to become a Fortune Global 500 before 2010 and a globally fa-
mous brand. TCL aims to become profitable and an internationally known
brand for televisions and mobile phones. Hisense aims to become a giant
in the world’s electronic and information industry and to gain revenues of
US$12bn by 2010, which will not make them to a Fortune Global 500.
The motives behind these corporate aims also appear quite similar (table
6-2). All four companies started planning to enter foreign markets and to
build a global brand at the end of the 1990s and early 2000s. At this time,
they all suffered from decreasing profit margins due to price wars and in-
creased domestic competition. Moreover, all four companies perceived
China’s entry into the WTO in 2001 as a close event that would accelerate
global competition in China. In addition, Haier and Hisense feared that
their low-cost advantages would be limited in time and would be negated
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by multinationals producing in China in near future. Lenovo also perceived
that additional global competition arrived through the direct-sales models
via the internet.

Haier TCL Hisense Lenovo
Corporate aims * Fortune Global 500 -+ Internationally * Giant in the world’s * Fortune Global 500
* Global famous known brand for electronic and * Global famous
brand televisions and information brand
mobile phones; industry
« Profitability
Motives of global « Exploiting new « Exploiting new * Exploiting new « Exploiting new
brand building sales pools sales pools sales pools sales pools
» Escaping home « Escaping home » Escaping home « Escaping home
market commoditi- market commoditi- market commoditi-  market commaoditi-
sation sation sation sation
» Enhancing brand « Enhancing brand « Establishing basis  « Following a pre-
image in China management and for promoting own condition of the PC
« Fulfilling govern- technology technology industry due to in-
ment policies and competences inventions creasing competition
utilising incentives  « Increasing profit « Following govern- in China
margins ment orders and

« Leveraging govern-  ambitions
ment and personal
CEO ambitions

Brand role GE, Sony Sony, Haier HP, Dell

models Samsung
Table 6-2. Comparison of corporate aims and motives of global brand building of
Haier, TCL, Hisense and Lenovo (details base on case narratives)

Since all four companies were also very well known brands in China
and enjoyed strong market leadership positions in their respective indus-
tries across both urban and rural areas, they did not perceive enough room
for further growth in China. They wanted to exploit new sales pools in
overseas markets in order to escape the home market commoditisation.
Haier is China’s white good leader with around 17% market share, TCL is
China’s TV leader with 18% market share, Lenovo is the undisputed mar-
ket leader in PCs with more than 30% market share, and even Hisense is
number four in China’s television market (5.5% market share) and number
one in inverter air-conditioners with 60% market shares. TCL and Hisense
additionally aimed at increasing their competitiveness by reducing costs
due to larger volumes, by a more efficient supply-chain and, though a mi-
nor goal, by gaining higher profit margins in overseas markets. Lenovo
even regarded global presence and a global brand as a precondition to sur-
vive the PC market on the long run. Hisense also found a strong brand
name crucial as a platform to promote own technology. Further, it becomes
evident that all four companies have followed certain brand role models.
Haier referred to GE, Sony and Nike. TCL explicitly named to follow
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Sony and Samsung. Lenovo took HP and Dell as their role model. In the
case of Hisense, one could think that they took Haier as their brand role
model, since many brand details appeared quite alike. For instance, they
just started to use their going-international to enhance Hisense brand in the
Chinese market.

Beyond the economic reasons, it becomes evident that the more gov-
ernment-impacted companies Haier, TCL and Hisense also aimed for a
global brand building because of national and political motives. In particu-
lar Haier’s international initiatives were largely supported by Chinese local
and central governments. It was said that Haier has placed the bid for ac-
quiring US-Maytag mainly to gain international attention. One could also
argue that Haier has primarily used their status of a ‘national champion’
and ‘China’s most global and prominent brand’ to enhance brand equity
among Chinese consumers in the home market. It was also said that TCL
has decided on the mergers with French Thomson and Alcatel in order to
demonstrate China’s national power towards the West, and to satisfy TCL
CEO’s personal ambitions. Since TCL is still struggling with the acquisi-
tions in terms of business economics, the accusations may be justified. A
similar thing is true for Hisense, where local and central Chinese govern-
ments had pressured Bosch-Siemens to sell their registered brand name
‘HiSense’. In contrast, Lenovo seemed not to be accused for political mo-
tives. Possibly, CEO Yang had also followed personal reasons when hav-
ing acquired IBM PCs, but, as the management team changed towards a
foreign leadership and the headquarters were moved to New York, the
Chinese government might struggle to sell the deal in terms of an increase
of national pride towards the West. However, in terms of establishing a
global brand in the world’s marketplace and to increase the number of
Chinese firms among the ranking of Fortune Global 500, Lenovo may
now be the closest candidate and ahead of the national champion Haier.

6.1.2 Strategic brand decisions when going-international

Market entry mode

Although all four companies, Haier, TCL, Hisense and Lenovo, announced
that they wanted to go international and to build a global brand in the late
1990s and early 2000s, they already got in touch with international mar-
kets a decade earlier. As the figure 6-2 reveals, Haier started their interna-
tional path with OEM into emerging markets, while Lenovo was somehow
forced into Hong Kong to integrate backwards from distributing foreign-
branded PCs into self-branded PC manufacturing. In contrast, TCL and
Hisense immediately started with branded business into emerging markets.
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Hong Kong seemed to play quite a role in their early days, although it is
not emphasised in their company histories. They probably had, similar to
Lenovo, some personal relationships and government backing for a market
entry into Hong Kong.

Emerging Western

ina(" (2)
China Hong Kong markets USA Europe World
Haier Haier brand OEM Haier brand Haier brand Haier brand
(1992) (1992) (1994) (1997) (2000)
Haier brand OEM
(1997) (2001)
TCL TCL brand TCL brand TCL brand OEM Brand acquisition Brand license
(1986) (1993) (1 998) (2001) (2002) (2004)
OEM Brand license
(2001) (2004)

TCL brand
(2006)
Hisense Hisense brand OEM H OEM H OEM |
(1993) (1996) (2000) (2001) (2002)
v v v
Hisense brand
(1997)

Hisense brand

| Hisense brand

| Hisense brand

(2000) (2003) (2003)
Lenovo Distr. foreign Distr. foreign Brand acquisition
brands (1984) brands (1988) | (2005)

Lianxiang brand Lenovo brand
(1989) (2006)
A 4

Brand acquisition R QDI brand
(1988) 7 (1989)

(1) Year ‘China’ refers to the creation of the brand name as given in the case section ‘branding’; all other years refer to first market entry
(2) or remaining markets

Fig. 6-2. Comparison of the brand mode of market entry until 2005/06 (details as
presented in case narratives and proven by FDI)

In addition, the figure shows that Haier, TCL and Hisense geographi-
cally expanded by a step-by-step approach, starting with emerging markets
particularly in the region of South East Asia, entering then the US market,
followed by Western Europe and finally by the remaining markets, such as
emerging markets in Eastern Europe or Japan or Australia. On average
they entered a new market region every two years, and thereby took advan-
tage of both OEM and self-branded business. However, particularly for
Haier it becomes evident that the US market played an exceptional role
(also Liu/Li 2002). Haier explicitly excluded OEM investments there, as
they got brand advice from their distributor and US-national Michael Je-
mal. Within Western Europe all four companies show a tendency to have
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entered the region through the countries of Italy and France,'s* while the
German market was often entered at later stage, as it is considered very
competitive and challenging.

Further, it is to remark that TCL switched their brand mode of market
entry in 2000. Since the geographical expansion of the own brand took
very much time, they speeded up the market entries into Western Europe
and the US with respect to televisions through brand acquisitions (Schnei-
der, Go.Video) and brand licenses (Thomson, RCA). TCL also entered the
global mobile phone market by licensing Alcatel brand. TCL planned to
fully transfer the acquired brands into their own brand 7CL at a later stage,
and started with launching TCL-branded televisions into Western Europe
in 2006. In contrast to Haier, TCL and Hisense, Lenovo focused their core
business PCs much longer on the Chinese markets and entered the world
markets by a quite sudden and impressive cue in 2005, when the acquired
IBM PCs including the worldwide well-established brands, /BM ThinkPad
and /BM ThinkCentre. Prior to the deal, Lenovo only gained some interna-
tional experience by their lower prioritised QDI-branded motherboard
segment, which they had also acquired by brand acquisition. In addition to
the Think-family brands, Lenovo entered the world markets with their
Lenovo-branded PCs in 2006, starting with the markets of the USA,
Europe and India.

It is to note that both TCL and Lenovo acquired branded companies to
enter the US and Western European markets which had struggled with op-
erational profitability. More precisely, although market observers argued
that Lenovo paid too much for IBM PCs (Feng 2005), there is evidence
that the foreign companies approached the Chinese counterparts and of-
fered the respective units at a lower price level in order to get rid off them.
TCL conducted four M&As and paid an initial total of US$626m, includ-
ing established sales organisations, R&D and manufacturing facilities, ex-
perienced employees, and some brand ownership rights. In contrast,
Lenovo only conducted one M&A and paid an initial price of US$1.75bn,
including similar benefits and full brand ownership rights and 2,000 inter-
national patents.'* Comparing both totals, Lenovo’s investment was 2.8

183 Haier started with Germany, the Netherlands and Italy, but finally set up their
European sales office in Italy and purchased a manufacturing facility there.
Hisense started with Italy by founding a sales office. TCL, although they
started with Germany, later focused on France and Italy. And finally, even
Lenovo, who entered all major markets at the same time, chose Paris for their
headquarters in Europe.

184 The acquisition of QDI motherboards is not counted as a second M&A because
it was not acquired to accelerate market entries into the US and WE markets,
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times higher than those of TCL. One could therefore conclude that Lenovo
bought a company of a better shape, more valuable facilities, and more
powerful intangible assets such as the international patents, employees’
know-how, client databases, and the brands’ equity.

Brand positioning

Based on the different modes of market entry, the brand architectures and
the degree of international brand standardisation are quite different among
the four cases, Haier, TCL, Hisense and Lenovo in the US and WE mar-
kets by early 2006. While Haier and Hisense conducted a corporate brand
approach (‘branded house’), TCL followed a multi-product-brand strategy
(‘house of brands’), and Lenovo marketed its corporate brand in addition
to the acquired family-brand Think (‘branded house with hero sub-brand’).
Both Lenovo brands as well as the Hisense brand seem to be marketed
with maximal brand standardisation in order to realise economies of scales
and global spillover effects. Due to their corporate brand aims, TCL also
planned to target a branded house with maximal standardisation as their fu-
ture brand scenario. For Hisense, TCL and Lenovo, whose key industries
are TV & audio and PCs, a standardised global brand approach seems to
be the right decision, as competition globalises and a global brand name is
often considered an industry prerequisite. In contrast, in the case of Haier,
whose core industry is white goods, it is to note that industry peers and
competitive rivals, amongst them Electrolux and Whirlpool, typically do
not follow the approach of maximal brand standardisation, but market sev-
eral localised and regional brands instead. As Haier seems to have realised
this industry character, they planned to market their Haier brand as a local
brand in every country market by customer-made product designs and lo-
calised marketing initiatives, while keeping the branding identical. Further,
Haier placed a bid to acquire US-brand Maytag in 2005, an attempt that
would also have switched Haier’s brand architecture to a more multi-
product-brand portfolio at this time.

In terms of brand value propositions, all four companies were reported
to rely on strong distribution networks, reliable after-sales services and a
brand image of innovative product personalisation and trustworthiness in
China. Probably only Hisense’s brand image was limited to Shandong
province. Accordingly, when starting entering US and WE markets, all
four companies targeted to establish a similar brand image abroad (table 6-
3).

but was conducted to enable the company to start with PC manufacturing for
the Chinese market.
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Further, all four companies announced that they wanted to negate
China’s poor country image and wanted to prevent their corporate brands
from being marketed at a cheap price. However, as the case narratives re-
veal, Haier, Hisense, and probably also the recently launched 7CL brand
are all sold at lower price levels, and mainly perceived as cheap buys, pos-
sibly also associated with low quality and cheap technology. The only ex-
ception so far seems to be Lenovo. Lenovo actively markets their self-
branded desktops and portables as “a smart life-style choice” comprising a
competitive price-value ratio and stylish designs combined with emotional
values of worry-free computing, multimedia excitement and good cus-
tomer service, including warranties and financing (Quelch/Knoop 2006).
Due to their current marketing efforts, Lenovo may become the first Chi-
nese corporate brand name that is able to achieve their set brand value
propositions and a sophisticated brand image.

Haier TCL Hisense Lenovo

Brand architecture Branded house = House of brands Branded house Branded house
with hero sub-brand

Q Degree of international Product Full product Maximal Maximal

5| brand standardisation differentiation differentiation standardisation standardisation

(5]

Q

g Targeted positioning Local brand of Global brand of Global brand of “The smart life-

_g- of the corporate brand ~ high quality and  quality, high-end competitive prices, style choice”

5 in US and WE markets innovative, and classic quality and

& customer-tailored innovation

@ product designs

% Offered product Refrigerators, Televisions, Televisions, PCs

| portfolio in US and washing machines, mobile phones mobile phones,

WE markets audio-video, air-conditioners(?,
mobile phones refrigerators@
Perceived positioning Cheap, niche n/a Cheap, good n/a

2| of the corporate brand market brand, (assumption: price-value ratio (assumption:

S| inUSand WE markets stylish wine cheap) clever brand)

3 cellars

4

g Global branded volume White goods: Televisions: Televisions: PCs:

g share of core business 4% 9% 1% 6-8%

% Major markets of USA, France, France®@ USA,

OE) branded sales UK, ltaly Germany, USA, Germany, UK,

5 Canada Japan, India, ...
(worldwide)

(1) 2003 (2) Announced

Table 6-3. Comparison of the internal and external brand perspective of Haier,
TCL, Hisense and Lenovo in US and WE markets in 2005/2006 (details as pre-
sented in case narratives)
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The fact that price must not be the only selling argument is also con-
firmed by the brands’ market shares in US and WE markets, especially as
given in volume shares. While 7CL and Lenovo brands are too young in
these markets to show any results as launched in 2006, Hisense and Haier
brand struggle with visibility. Hisense brand holds narrow market shares in
the US and WE markets, and if any, then at Carrefour retails stores in
France. Due to stronger market positions in several emerging markets,
Hisense accounts in total for around 1% global volume shares in branded
televisions. The case of Haier might be considered worse. Despite of more
than 10 years of market presence in the US, Haier brand holds around 1%
volume share in large kitchen appliances and 6.5% in refrigeration. Haier
brand is particularly known for niche products and low priced standard-
sized refrigerators. In Western Europe, Haier brand enjoys some brand
awareness and holds minor volume shares in Italy and the UK, where they
account for around 1% in large kitchen appliances. Worldwide, due to their
leading market position in China, Haier brand however holds a volume
share of around 4%. Besides the value proposition ‘price’, another reason
for this relatively poor performance may also lie in the product portfolio it-
self. Both Haier and Hisense started with their core industries, respectively
refrigerators and televisions, but with increasing speed, they also started
launching their other product categories: white goods, black goods, mobile
phones, and air-conditioners. Probably, they should have focused on build-
ing some brand equity for one product category first?

In contrast, TCL postponed the product launch labelled by their own
brand, and started with marketing their acquired brands in the US and WE
markets. Those had the advantage to already enjoy some brand equity, al-
though not always favourable. Thomson brand enjoys 11% market share in
TV & audio in France and 4% in Germany. RCA brand holds 5% market
share and Go.Video 2% in the US. Schneider brand is perceived poorly in
all markets and holds narrow market share. Further, TCL became the larg-
est manufacturer of TV sets due this M&A history and jumped to more
than 9% of the global volume share in branded televisions. Similar to
Haier and Hisense, TCL also did not focus on one product category when
entering US and WE markets. Shortly after the merger with Thomson tele-
visions, TCL acquired Alcatel mobile phones and started marketing its
second product category into the world markets since. Alcatel is perceived
as a niche-market brand which is not ranked amongst the world’s top 5
mobile phone vendors.

In contrast to TCL, Lenovo acquired only one foreign brand so far, the
brand family Think, and focused on PCs only. Similar to Alcatel brand,
Think is already present in all major world markets, but in contrast, it is a
significant market player with around 5% global PC volume share, and is
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considered the premium brand for enterprise customers. Moreover, Lenovo
can use IBM’s logo, sales agents and customer service for the Think prod-
ucts for five years, which will provide them some credibility. Finally and
again in contrast to TCL, Lenovo also did not wait to launch their self-
branded computers into the same world markets. Instead, Lenovo lever-
aged the public visibility and brand awareness that the IBM deal had
brought, and started their Lenovo-branded computers within less than one
year. The IBM deal made Lenovo to the world’s third largest PC vendor
with a global branded volume share of 6-8%.

Overall, in terms of brand positioning, Lenovo therefore appears to own
the strongest and most promising brands compared to the brand portfolio
of Haier, Hisense and TCL. The underlying factors might be the high de-
gree of international brand standardisation and its distinct brand value
proposition. However, this statement might be argued about, as prior to the
IBM deal Haier was usually named the most known Chinese brand.
Lenovo has not yet emancipated itself from IBM and struggles with de-
creasing market shares. Moreover, TCL may be considered first, as they
account for a slightly higher global market share when adding up all indi-
vidual brand shares (table 6-3). On the other hand, TCL does not own the
more promising brands themselves, but is licensing them, and thus planned
to transfer them towards the 7CL brand in future. This might diminish
some of the current brand equity.

Brand innovations

According to their brand positioning in China, it becomes evident that all
four companies, Haier, TCL, Hisense and Lenovo, focused their R&D ef-
forts on personalised product innovations for the Chinese consumer mar-
ket. Haier is proud to develop 1.2 new products every day and to offer the
smallest freezer and a set of different stylish wine-cellars. TCL launched
more than 50 different TCL-branded mobile phones into the Chinese mar-
ket in 2005, amongst them, a mobile phone model encrusted with jewels.
Hisense is known for a continuous stream of new products in the Chinese
market, primarily developed due to the orders of the Qingdao municipal
government. And Lenovo served different Chinese consumer groups with
localised and personalised product inventions that empowered them to ac-
cess computer systems and the internet. As a result, Haier, TCL and
Hisense, those backgrounds lie in manufacturing, perceive their advantage
in terms of brand innovations in innovation speed, supply chain manage-
ment and manufacturing efficiency. In contrast, Lenovo, who has origins
in distributing foreign branded PCs, perceives their advantages in market-
ing of their custom-tailored product designs.
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Acknowledging that foreign consumers may demand different products
and designs than Chinese consumers, all four companies established R&D
centres in major overseas markets. As table 6-4 shows, all four companies
run R&D centres in the US, a move that can be evaluated as aligned with
their mode of market entry, where the USA plays a significant role as well.
In addition to these, Haier and TCL have R&D centres in Western Europe,
particularly in Germany and France. Hisense also runs a R&D centre in
South Africa to research consumer needs of emerging markets, and
Lenovo used to run a R&D centre in Hong Kong. Haier’s leading position
in terms of numbers of centres may be due to Haier’s brand positioning
and due the fact that the industry of white goods requires more local adap-
tations.

Haier TCL Hisense Lenovo(")
R&D 1998-2004 4-6% ~3% 4-5% 1-2%
in % of revenue
R&D centres abroad USA, Canada, Singapore, USA, USA,
FY2004 Japan (2), USA, France, South Africa Hong Kong
South Korea, Germany

France, Germany,
the Netherlands

(1) Before IBM deal

Table 6-4. Comparison of key R&D data of Haier, TCL, Hisense and Lenovo in
2004/2005 (details as presented in case narratives)

As a consequence of the focus on customer-orientated product inven-
tions, all four companies were used to lack own core technologies awarded
with international patents. When starting to enter markets in the US and
Western Europe, they therefore were forced to buy or license those from
foreign companies. Moreover, all four companies, though pretending to be
high-tech firms, seemed to have limited internal R&D budgets to catch up
with foreign rivals. Lenovo spent 1-2% of their revenues on R&D in 1998-
2004, TCL 3%, Hisense 4-5% and Haier 4-6% (table 6-4). On the one
hand one could argue that Haier’s R&D share is not low in comparison to
industry peers of the white goods industry. For instance, Electrolux only
spends around 2% of total revenues on R&D (company websites). On the
other hand, one has to remark that Haier is a large conglomerate that also
serves R&D efforts in black goods, PCs and mobile phones. In these in-
dustries Haier’s spending appears quite low. Samsung and Sony spend
around 7-8% of total revenues on R&D, and IBM and HP spend around 5-
6% (Park/Burrows 2003, company websites). Comparing the four Chinese
R&D budgets with each other, it may be surprising that the more govern-
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ment-impacted enterprises, Haier and Hisense, spent relatively more on
R&D than the more privately run companies, TCL and Lenovo. A reason
may be that Haier and Hisense enjoyed external incentives from the Chi-
nese government in terms of funding, fixed assets and access to well-
educated researchers that had increased the internal share too.

Despite of the R&D initiatives by the government, all four companies
admitted that they also tried to address the lack of own technologies
though external partnerships with foreign leading firms. Haier originated
through a joint venture with German Liebherr, where they absorbed ad-
vanced technologies and know-how in refrigeration. Haier also runs a set
of partnerships in the high-tech sector, including Microsoft, LG, Philips,
Toshiba, Lucent Technologies, Ericsson, Fujitsu and Hitachi. Hisense col-
laborates with Lucent, Intel and Ligent Photonics to integrate 3C digital
industries. In addition to partnerships, the more privately run companies
TCL and Lenovo recently accelerated their speed towards the ownership of
international patents through M&As. TCL acquired the R&D capacities
and some hundred researchers of Thomson televisions and Alcatel mobile
phones. Lenovo acquired IBM PCs, including 2,000 international patents,
hundreds of scientists and engineers, and research facilities in the US and
Japan.

Since TCL admitted not to have gained international patents through the
M&As (Sun 2006), Lenovo seems to be the only company with interna-
tional patents among the investigated four Chinese firms by early 2006.
Moreover, Lenovo’s latest brand innovations of ‘Lenovo 3000’ and the
new ‘ThinkPad Z60’ seem to have potential to compete successfully
against its industry peers Dell and HP at the global stage. On the other
hand, Haier is well-prepared to continue competing in the global industry
of white goods due to their customised product designs. They should
probably focus more on this industry, and skip R&D investments in televi-
sions, PCs and mobile phones, where global competitors may be too far
ahead.

6.1.3 Operative brand decisions when going-international

Branding

Comparing the four cases, Haier, TCL, Hisense and Lenovo with respect
to branding, the most evident similarity is that they all distinguish brand
naming in China from brand naming in foreign markets, while keeping
their brand visuals quite identical. In China they all use a brand name writ-
ten in Chinese characters, whereas in foreign markets the brand name
sounds English and is composed of Latin letters. Haier is #§/K (‘haier’),
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TCL is Th% ("wangpai’), Hisense is #f{5 ("haixin’), and Lenovo is HEAH
(’lianxiang’). Typically, all four Chinese brand names are composed of
two Chinese characters. In terms of translations, Haier and Hisense brand
names sound in the Chinese and in the English version quite alike and are
literal translations, while TCL and Lenovo use completely different names.

Interestingly and unusual for the traditional Chinese way of name seek-
ing, TCL is an abbreviation of the former company name ‘Telephone
Company Limited’. Since it implies no meaning, it is not surprising that in
China Wangpai later emerged as TCL’s Chinese standard brand name,
even though it was originally a product name. In contrast to the abbrevia-
tion TCL, Wangpai is composed of Chinese characters and means ‘King
brand’. Contrary to TCL and Wangpai, Lenovo is quite a young name,
while the Chinese version of Lianxiang is already more than 15 years in
place. Lianxiang means ‘association’, a meaning which has positive con-
notations and which, similar to Wangpai, also originated with a product
name, the ‘Lianxiang Chinese Character Card’. The English name Lenovo
comprises also a meaning, but a different one and was therefore chosen by
creative translation. ‘Le’ refers to Lenovo’s former English name ‘Leg-
end’, and ‘novo’ shall associate with new and innovation.

In contrast to Lenovo and TCL, Haier and Hisense seem to have fol-
lowed the rules of traditional Chinese name seeking in more detail. The
two Chinese characters of ‘haier’ have positive connotations in both pro-
nunciation and writing. The written Chinese name means ‘a lot of sons’,
and spoken it can also mean ‘brothers’. Both meanings are associated with
happiness, family, and wealth according to Chinese traditions. However,
the brand name was not freely chosen, but has origins in Haier’s histories.
It refers to Haier’s initial joint venture partner Liebherr from Germany,
whose name is written in Chinese H|%)Jif# /K (‘Libohaier’). Haier’s English
name is a literal translation of the pinyin-transcription and is supposed to
associate with ‘higher’. In the case of Hisense, it is reported that they first
chose the English name Hisense, and later literally translated it into Haixin
Chinese characters (Wang 2005b). The Chinese characters mean ‘unlim-
ited trust’. The English name is composed of ‘high’ and ‘sense’ and shall
symbolise that Hisense stands for ‘high quality’ and ‘high consciousness
of technology’. In contrast to the Haier, TCL and Lenovo brand names,
neither Hisense’s English nor Chinese name seem to have origins in
Hisense’s company history. See also table 6-5.

When starting to enter US and WE markets in the 2000s, Hisense and
Lenovo had difficulties to launch their English name, while TCL and Haier
proceed smoothly. The reason was that both names Hisense and Lenovo’s
former brand name Legend were already registered by other companies in
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many major markets. While Lenovo accepted the fact and changed the
name from Legend to Lenovo, a transfer that probably also led to a more
appealing brand name, Hisense did not want to switch its name. Supported
by the Chinese government they finally pressured Siemens-Bosch, who
owned the name at this time, to sell the brand rights to Hisense. Despite of
these learnings, it is surprising that Haier and TCL brand names are still
not yet registered in all major markets. Probably, since intellectual prop-
erty rights were not as strict in China as in Western markets, the four in-
vestigated companies may not have been used to brand registration proc-
esses, and have not yet realised that the availability of the brand name for
registration is a prerequisite for a brand’s going-international.

Haier TCL Hisense Lenovo
English name Haier TCL Hisense Lenovo
Chinese name R I T I AR

(‘haier’) (‘wangpai’) (‘haixin’) (‘lianxiang’)
Reasons of « Origin in JV « Origin in a former  « English name * Chinese name
name choice partner Liebherr company’s name associates with refers to a product

« Positive meaning
of ‘lots of sons’

abbreviation: TCL
» Chinese name

‘high’ and ‘sense’

« Chinese name

name: ‘association’
« English name

and ‘brothers’
» English name

through literal

translation

refers to a product
name

* Positive meaning
of ‘king brand’

through literal
translation

« Positive meaning
of ‘unlimited trust’

through creative
translation

« Associates with the
firm’s former name
and ‘new/innovation’

Table 6-5. Comparison of Haier’s, TCL’s, Hisense’s and Lenovo’s corporate
brand naming (details as presented in case narratives)

Evaluating the choice of the four English brand names from a Western
perspective, Haier, TCL, Hisense and Lenovo sound all quite non-Chinese.
The TCL brand name may have difficulties in consumer recognition simi-
lar to the Chinese market, since it is an abbreviation without a distinctive
meaning towards the product category or brand value proposition. In terms
of brand colours, the four investigated companies do not reveal a prefer-
ence, if one, then towards the colour of blue which has positive connota-
tions in both Chinese and Western societies according to brand theory.
Blue is said to be associated with high quality and sincerity (Yang 2005:
119). Haier’s brand colours include blue, pink and purple. TCL’s brand
colours are red, white and black. Hisense’s main colour is a turquoise-
green, partly combined with yellow-orange colours, and black Chinese let-
ters on the brand logo. Lenovo’s brand colour is blue. Except Haier, none
of the other three companies seem to leverage brand visuals besides their
brand logo. Haier launched their ‘Haier Brothers’ in the mid-1980s in
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China and later also into the overseas markets. The Haier Brothers are
visible as a symbol on the front of all Haier-branded products. The brand
visual comprises two boys, a German and a Chinese boy, symbolising the
fact that Haier started their business in cooperation with the German com-
pany Liebherr. Moreover, it transports the meaning of the brand name in
the sense of ‘brothers’.

Due to M&A histories, one finally has to note that both Lenovo and
TCL have some challenging brand transfers ahead. While Lenovo has al-
ready started to transfer /BM ThinkPad to Lenovo ThinkPad, brand trans-
fers from Schneider, Thomson, RCA or Alcatel brand towards TCL brand
are future scenarios. Since brand transfers are costly and risky, and particu-
larly TCL is not experienced in brand transfers, Haier and Hisense have
the advantage that they can proceed with their branding as usual and can
fully concentrate on other brand building aspects instead.

Brand communication
Another important brand building aspect is brand communication. Com-
paring the marketing budgets of the four companies, Haier, TCL, Hisense
and Lenovo, with respect to overseas markets, it becomes evident that they
are all quite small. Haier deals with a marketing budget of around 5-6% of
the regional sales in the respective regional markets. TCL has a worldwide
budget of 3-5% including the marketing activities in China. Hisense has an
international budget of around 1.5-3.0% of their total revenues. While
Haier, TCL and Hisense, are therefore supposed to deal with tens of mil-
lion of US-dollars in the US and WE markets, Lenovo probably had the
largest global marketing budget of US$250m in 2005. In addition, Lenovo
supplied the 2006 Torino Olympic Games with a large amount of com-
puters. On the other hand, when comparing Lenovo’s marketing spending
with industry peers such as Dell and HP or with company benchmarks
such as South Korea’s Samsung, the budget appears rather small. Dell and
HP spend up to 20 times more on marketing in each major country market.
For instance in the US, Dell spent US$450m on marketing in 2005 which
is almost double the size of Lenovo’s global marketing budget
(Quelch/Knoop 2006). Samsung spends around US$3bn a year on global
marketing, which is 12 times the budget of Lenovo (company websites).
Comparing the brand communication activities the four Chinese compa-
nies usually spend their international budgets, one can identify two main
channels. The first channel addresses distributors and resellers, and played
quite a role to build a basis of brand awareness in the companies’ early
years of going-international. The respective channels were namely world-
wide trade fairs and reseller events organised in their home market in
China. The Consumer Electronics Show (CES) in Las Vegas, USA, and
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the IFA exhibition in Berlin, Germany were the most often attended trade
shows for black goods. In contrast, Lenovo primarily focused on partici-
pating in the computer fair CeBit in Hannover, Germany. While TCL,
Hisense and Lenovo seemed to limit their participation on key fairs, it be-
comes evident that Haier attended a whole set of fairs, varying in terms of
size, industry focus and country scope. For instance, Haier regularly par-
ticipated in the Cologne Appliance Exhibition, Germany, Milan’s Expo-
Comfort Fair, Italy, the Electrical Retailing Show and the Exhibition for
Hotel Consumables and Daily Necessities in London, UK, the House
Wares Show and the Kitchen/Bath Industry Show in the US. Since Haier’s
revenue basis originates with OEM, the participation into these fairs might
also have been a focus to contracting new OEM clients instead of promot-
ing their own branded products to resellers. Similar reasons might be true
for Hisense’s brand communication approach.

The second main channel of brand communication into US and Western
European markets which one can identify among the four cases is sports
sponsoring. As the four cases show, sports sponsoring has in particular
gained importance with the decision to build a global brand in the late
1990s and early 2000s, and with the decision that Beijing will host the
2008 Olympic Summer Games. Since January 2004 Haier sponsors the
Australian basketball team ‘Melbourne (Haier) Tigers’, and in August
2005 Haier became a national sponsor of the 2008 Beijing Olympic Games
in the category of white goods. TCL started sponsoring the annual golf
tournament at Sanya on Hainan Island, China in 2004. The tournament be-
longs to the European golf tour and has a live broadcast in Europe and in
the US.

While Hisense has not invested significantly in sports sponsoring so far,
Lenovo may be the company with the largest investments. Lenovo was en-
gaged in several national sports sponsorships, among them the Chinese na-
tional women's soccer team in 1999 and Beijing's bid to host the 2008
Olympic Games. Further, they became the first Chinese company to join
the Olympic Partner Program in March 2004, the International Olympic
Committee’s (IOC) highest marketing programme. As a worldwide spon-
sor with the IOC, the group would be the exclusive supplier of computing
equipment and services and funding for the 2006 Winter Games in Torino,
Italy and the 2008 Summer Games in Beijing, China. Lenovo ran a mar-
keting campaign featuring the Football World Cup in Germany in 2006
endorsed by the football star Ronaldinho. Lenovo also became an official
partner of the American National Basketball Association (NBA) in 2006.

Interestingly, though TCL and Hisense are in contrast to Haier and
Lenovo no official sponsors of the 2008 Beijing Olympic Games, all four
companies expect positive effects on their global brand building during the
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Games. Since Lenovo is sponsor in the highest IOC category, and was al-
ready a sponsor in Torino, Italy, they may benefit from the Olympic spon-
sorship most. On the other hand, the highest category is also the most ex-
pensive category. In comparison, Haier will spend less money, but will
probably gain less brand building effects, especially at the global stage. Al-
though one can argue whether TCL and Hisense might be able to build any
brand equity during the Games without a sponsorship at all, national brand
effects may be possible under the condition that the Chinese local and cen-
tral governments will promote both brands.

Comparing the four companies and their brand communication activities
in terms of quality and brand impact in the US and WE markets, it is sur-
prising that Haier and Hisense had initially launched their self-branded
goods without creating a momentum at the targeted end-consumers, the
mass-markets. Although one could argue that such marketing would be
expensive, and that at least Haier has conducted some initiatives in differ-
ent European countries after the initial product launch, they seemed to lack
an overall marketing approach in the first place. Haier wanted to do mar-
keting in a localised way, but in Europe all marketing activities had ap-
peared as rather sporadic, uncoordinated and cheap. Maybe in the US,
Haier’s approach had been more advanced, as they decided on fewer, but
cleverer marketing activities such as advertising on luggage carts at New
York’s JFK airport. In contrast, although Hisense-branded goods are avail-
able in the US and in Germany, Hisense has not invested in any mass mar-
keting so far, except some English corporate websites. However, these
websites are out of date and not designed in an appealing style. For in-
stance, when accessing the websites in early 2006 most information was
updated the last time in 2002/2003.

In contrast, TCL and Lenovo decided to start with end-consumer mar-
keting before their initial product launch took place. TCL started sponsor-
ing the golf tournament in 2004, two years in advance to their product
launch in Europe in 2006. Further, TCL runs global websites that are inter-
linked to the websites of the product brands and are partly carrying tag-
lines such as ‘Schneider. Member of the TCL Group’. Lenovo decided on
the Olympic Sponsorship in 2004 and leveraged the media attention that
the Games in Torino in 2006 and the IBM deal in 2005 had brought, to de-
but their Lenovo-branded products. Moreover, Lenovo decided on a more
globalised and integrated marketing approach instead of Haier’s brand lo-
calising. All major Lenovo marketing initiatives, including websites, were
standardised and addressed several regional markets at the same time,
probably generating some positive spillover effects across countries.

As a result, one has to acknowledge that Lenovo became known in all
major markets in quite a short-time frame. For instance in Germany,
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Lenovo became the most famous Chinese brand name with an unaided
brand awareness of 29% according to the consumer survey as conducted in
October 2006 (chap 3). Haier scored a similar high at 27% of unaided
brand awareness. TCL scored 7% and Hisense scored expectedly low at
1% of unaided brand awareness. Taking into account that the relatively
high scores of Haier and TCL brands in the German market may not have
originated with their own marketing initiatives, one has to question which
other external channels might have created this brand attention. There is
only one possibility: public media. This assumption is supported by the
fact that the country of China and Chinese companies were recently often a
subject across the media in Germany, and were regularly discussed with
respect to production shifts and low labour cost advantages. Furthermore,
there is evidence that the company of Haier was often mentioned in the re-
ports with reference to China’s ‘national champion’.

Haier TCL Hisense Lenovo
Global marketing 1 1 1 2
budget in US$ million 50-60% 30-5007 7150 2509
FY 2004
Major communication  « Many trade fairs « Selected trade * Selected trade « Selected trade
channels in US and « Sponsor of the fairs fairs fairs
WE markets® Melbourne Tigers  « Sponsor of the » Worldwide Partner
« National sponsor European golf of Torino 2006
of the Beijing 2008  tournament at and Beijing 2008
Olympics Hainan Island Olympics
+ Several small * Product brand * Spokesperson
and localised promotions Ronaldinho during
initiatives 2006 World Cup
« Sponsor of the NBA
Unaided brand 27% 7% 1% 29%

awareness® in
Germany, Oct 2006

(1) Own estimate: global marketing budget = share of total marketing budget x share of revenues abroad x total revenues
(2) FY2005/06 (3) Corporate brand only

Table 6-6. Comparison of key brand communication data of Haier, TCL, Hisense
and Lenovo until 2006 (details as presented in case narratives)

Despite of this media attention, it remains questionable whether public
media can create favourable brand images too. Actively conducted market-
ing initiatives, as conducted by companies such as Lenovo, may achieve
more sophisticated results that correspond to the targeted brand value
propositions in a better way. However, it is to note that none of the four
investigated corporate brands, including Lenovo brand, have achieved
these brand image or brand loyalty results outside China so far (compare to
table 6-3). All four companies have to address this task in their future
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brand communication initiatives. Table 6-6 sums up the cross-case com-
parison with respect to the companies’ key brand communication data.

Brand distribution

Besides brand communication, the decision on the ‘right’ brand distribu-
tion channels can also have impact on brand equities, such as the unaided
brand awareness. Which channels did the four companies, Haier, TCL,
Hisense and Lenovo choose to enter US and WE markets? Do they fit to
the brands’ value propositions? As table 6-7 shows, one can identify two
contrary tendencies in terms of horizontal channel selection, intensive dis-
tribution and selective distribution. In terms of vertical channel selection,
all four companies decided on retail distribution by early 2006, while
Lenovo and Hisense additional chose some direct-sale business models.

Haier TCL Hisense Lenovo
Target consumer Mass-markets Mass-markets Mass-markets SMEs
segments
Horizontal channel Intensive Intensive Intensive Selective
selection distribution distribution distribution distribution
Vertical channel Retail Retail Retail, Retail,
selection direct-sale direct-sale
Dual strategy Yes Possibly Yes No
Type of key Large-scale Large-scale Large-scale Computer
retailers multiple multiple multiple specialised
food retailer, food retailer food retailer resellers
large surface
electrical chains,
independent
resellers
Key retailers Wal-Mart, Carrefour Carrefour, --
Best Buy Best Buy,

Saturn

Table 6-7. Comparison of distribution approach of Haier, TCL, Hisense and
Lenovo into US and WE markets in early 2006 (details base on case narratives)

Hisense, TCL and Haier belong to the first group of intensive distribu-
tion approach. They target mass-markets and approach retail chains that
support large volume sales and sales of different product categories, such
as white goods, black goods, mobile phones and air-conditioners. Key re-
sellers are large-scale multiple food retailers such as Wal-Mart and Carre-
four, and large surface electrical retailers such as Best Buy and Saturn.
While Haier is not listed at Carrefour, Haier’s most important branded
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sales channel is Wal-Mart for the US. Haier is also available at Lowe’s,
Best Buy, Home Depot, Office Depot, Target, Fortunoff, Menards, Bed
bath & Beyond, BJ’s, Fry’s, ABC, BrandsMart and in over 7,000 inde-
pendent stores, although it remains unclear whether these chains run exclu-
sively Haier-branded goods or also OEM labels (‘dual strategy’). Further,
Haier approached every distributor and reseller to determine whether they
were willing to sell Haier-branded goods into Western Europe. Initially it
seemed that these were especially some specialised resellers, but by early
2006 Haier has also conducted few promotional offers at the large surface
electrical chain, MediaSaturn, and was cooperating with Germany’s do-it-
yourself chain, OBI.

Similar to Haier, Hisense has also approached several volume-orientated
distribution channels at the same time. In Western Europe, Hisense is
listed at Carrefour retail stores, although it remains again unclear whether
they do not conduct a dual strategy. Besides, Hisense ran some promo-
tional offers at the large surface electrical chain, Saturn, in Germany in
2006. In the US, the Hisense brand is sold across three channels: at retail
stores, including Micro Centre, Kohl’s, Shopko and Best Buy, at the TV-
show ‘Shop at home’, and online in the internet at the consumer electron-
ics shop, Tiger Direct. Since TCL-branded goods were recently launched
into Western Europe in 2006 and are not yet available in the US at all, they
are only available at one distribution channel so far, Carrefour. A dual
strategy might be possible due to TCL history.

In contrast, Lenovo-branded computers have neither been available at
Wal-Mart, Carrefour, Best-Buy and Saturn retail stores, nor has Lenovo
performed a dual strategy. Lenovo seemed to be more focused so far, and
has not targeted the mass-markets in the US and Western Europe, but ac-
cording to their announcement, have been targeting the segment of small-
and medium-sized enterprise users (SMEs). Further, Lenovo has aimed to
establish a brand premium by offering consumer services including financ-
ing and a long warranty among others. Since neither the target group buys
computers at large-scale multiple food retailers, nor are these shops able to
support advanced consumer services, these might be the reasons why
Lenovo-branded goods are not available at Wal-Mart or Carrefour. Instead,
Lenovo computers are primarily available in hundreds of specialised com-
puter shops in both, the US and in WE markets. In addition, as the sale is
not exclusive and restricted to their target group, all Lenovo computers are
also available online in the internet for any possible consumer segment.
Similar is true for their Think family PCs. They are available online in the
internet and through certified PC agencies in order to provide large enter-
prises the best consumer service possible.
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As a result, when comparing how the distribution channel fits the
brands’ value propositions and target groups, Lenovo seems to rank first.
On the one hand, Haier and Hisense appear too unfocused. On the other
hand, mass markets, dual strategy and many different channels fit to their
overall volume strategy, but may not be able to transport the targeted brand
image of a brand of quality and innovation. Large-scale multiple food re-
tailers, e.g. Wal-Mart and Carrefour, tend to position the brands as pure
price discount offers, a brand positioning which all four companies explic-
itly wanted to prevent. The same is true for any branded promotional offers
at Best Buy and Saturn, although these chains may be a good choice when
obtaining a permanent listing that allows them to offer several branded
products at different price levels at the same time. In terms of TCL, one
therefore has to ask why TCL had chosen Carrefour to enter the WE mar-
ket and had not leveraged their supposed well-established relationships to
the electrical chains such as Saturn and MediaMarkt. Since TCL is the
only company of the four investigated firms, who already enjoys listings at
these chains due to their acquired product brands Schneider, Thomson,
RCA and Alcatel, it should be significantly easier to get listed with its 7CL
brand there in future too.

Brand organisation

Since every international brand strategy finally starts with the management
team and its organisation creating and implementing it, the last section of
the cross-case analysis investigates the brand organisation of the four
companies, Haier, TCL, Hisense and Lenovo. As the case narratives re-
veal, all four organisations had a strong organisational base with their
founders and with a few company leaders. Typically for Chinese organisa-
tions, none of those had been educated in brand management or marketing,
but used to be technocrats or computer scientists. Haier’s CEO Zhang
Ruimin was originally an economic engineer and a former bureaucrat of
the Qingdao municipal government. TCL’s president and chairman Li
Dongsheng used to be an engineer and was one of TCL’s founders in
1982. Hisense’s chairman Zhou Houjian studied electricity at Shandong
University and joined the company in 1982. Lenovo was founded by Liu
Chuanzhi, a computer scientist, in 1984. He was followed as the com-
pany’s CEO and president by Yang Yuanqing, who also used to be a com-
puter scientist and who had joined the company in 1988.

While Haier and TCL are still led by their initial presidents Zhang and
respectively Li, Hisense is led in its second generation by Yu Shuming as
president. Lenovo is led in its third generation of presidency, after they ac-
quired IBM PCs and established a new management team with US-
American Steve Ward, as their CEO and president. Yang Yuanqing be-
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came chairman of new Lenovo, even though Yang is still quite young in
terms of age. While he is around 40 years old, the three leaders of the other
Chinese companies are already in their 60s or even older.

Yang’s younger age may therefore be taken as a proxy for Lenovo’s or-
ganisational flexibility and openness towards new management principles.
Further, Lenovo seems to be relatively independent from the Chinese gov-
ernment. Combining these aspects, they may be reasons why Lenovo’s or-
ganisation structure and brand management organisation look quite differ-
ent since its third generation of presidency, compared to those of the
companies of Haier, TCL and Hisense. Although all four companies were
running designated corporate brand management units at the time of the
IBM deal, Lenovo additionally moved their headquarters from Beijing to
New York, and changed its organisation structure towards an integrated
structure separated by the regions ‘Greater China’, ‘Americas’, ‘EMEA’,
which is Europe, Middle East and Africa, and ‘Asia Pacific’. Further, due
to their new global brand reach, they established the position of a chief
marketing officer (CMO) who became responsible for all markets, includ-
ing China and the overseas markets. While the regions became in charge of
sales, promotional activities, and local marketing, they also established
global marketing teams in the US to conduct globally standardised product
design, brand positioning, brand communication, brand control, and mar-
ket research. According to brand theory, one can thus categorise Lenovo’s
brand organisation structure as an “integrated mixture” of regional and
product-orientation (Berndt et al. 2003: 278-279).

Taking into account that Lenovo was under 100% Chinese leadership
and gained more than 95% of their sales in the Chinese market before the
IBM deal, the change towards an integrated organisation structure with a
geocentric perspective can be considered quite an innovative and large
move, especially for a Chinese originated company. In the new Lenovo or-
ganisation the region ‘Greater China’ became only one of four regional
markets, though China still remains the largest single country market.

In contrast, Haier and Hisense seem to represent the more typical Chi-
nese organisations. Both are quite ethnocentrically orientated, meaning
that they focus their business on the home market China and tend to regard
international sales as adjunct to the domestic business. By early 2006, both
companies therefore run differentiated organisation structures that separate
the home market ‘China’ from the ‘overseas markets’. Major marketing
and brand management decisions take place in a corporate brand manage-
ment department in the Chinese headquarters, which is responsible for
brand guidelines, advertising, and PR. Whereas Hisense usually runs little
brand communication initiatives in US and WE markets and thus has little
implementation need, Haier targets to localise their brand towards the
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markets specific consumer needs. Further, the US market seems to play a
leading role with respect to Haier’s international sales. Due to these two
aspects, one could argue that Haier’s brand organisation might tend to be
polycentric or regional-centric.

In the case of TCL, the organisation structure may appear as more com-
plex due to their multi-product-brand approach. TCL-branded televisions
are sold in China and emerging markets, Thomson (and Schneider) brand
in Europe, and RCA in North America. Separated from the industry of
televisions, 7CL-brand mobile phones are managed in China and Alcatel
mobile phones in the rest of the world markets. On the one hand, since the
organisation seems to be primarily separated by its products and brands
rather than regions, one could name the organisation structure “a product-
orientated structure” according to brand theory (Berndt et al. 2003: 273).
On the other hand, since TCL’s home market China still accounts for the
major part of their total revenues, and since 7CL brand was very recently
introduced in Western Europe, one could also assume that TCL’s organisa-
tion may be managed in a quite ethnocentric way. The assumption may be
supported by the fact that TCL is also not responsible for the brand man-
agement of its product brands 7Thomson, RCA, and Alcatel, as they are still
owned by the parent companies. While Thomson and Alcatel thus continue
to decide on all brand building elements, TCL focuses on implementing
sales promotions and local marketing initiatives through their local sub-
sidiaries.

Based on these organisation structures, the degree of centralisation is
different among the four companies, as conducted in the US and WE mar-
kets. Haier is strongly decentralised due to their approach to localise brand
value propositions and marketing initiatives. Since the US market and their
country manager Michael Jemal have always been reported as crucial for
Haier’s international sales, it would not be surprising, if the US organisa-
tion, Haier America, and their respective marketing team would emerge as
the designated lead-country for brand management in developed markets.
In contrast, Hisense’s and Lenovo’s brand organisations seem to apply a
much higher degree of international brand standardisation. Although
Hisense’s international branded sales are quite small in volumes compared
to Lenovo’s sales, Hisense has already agreed on strict brand guidelines in
terms of brand colours, brand visuals and brand slogans. Lenovo is also
very strict with respect to brand communication and brand value proposi-
tions. In the case of TCL, the degree of brand standardisation so far re-
mains unclear, since they just recently introduced TCL-branded televisions
in Western Europe. While TCL’s foreign-owned product brands are man-
aged by large decentralisation due their brand license agreements, it is
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supposed that due to TCL’s corporate brand aims the degree of its interna-
tional brand standardisation will be rather high.

Comparing all four companies with respect to the origin and experience
level of their management teams, it becomes evident that Hisense tends to
employ mostly Chinese nationals. They employ them in leading positions
in both markets, in China as in-country nationals and in overseas markets
as expats. There is evidence that these Chinese nationals had also gained
little experience with US and WE markets before they were sent in the
countries. In contrast, Haier and TCL plan to leverage local know-how in
their foreign subsidiaries. Haier America is said to be run by an almost
American team under the leadership of US-American Michael Jemal. Also
in Western Europe several managing positions of the Haier subsidiaries are
held by in-country nationals, although they seemed to be supported by
Chinese managers too. While it seems that Haier initially made positive
experiences with in-country nationals and wanted to extend this approach
onto other markets, it was the other way round in the case of TCL. They
were accused to part from German managers and German staff after their
acquisition of Schneider. Since many experts thought that this was a major
issue of M&A failure, TCL seemed to have learnt from the Schneider ex-
perience and kept hundreds of local managers and employees after the
merger with Thomson and Alcatel. More precisely, the board of TTE, the
television unit of TCL, since then also includes several directors from
France. Also they started using English as their corporate language.

Although one could describe TCL’s management team as more multi-
national and more internationally experienced compared to a typical Chi-
nese company, Lenovo did a much larger step towards an international
team. As a part of the IBM deal, Lenovo kept the former IBM PC senior
executive and US-national Steve Ward, and appointed him to be Lenovo’s
new CEO and president.'® Former president, Chinese Yang Yuanqing,
stepped aside and became chairman of the new Lenovo Group. Further-
more, half of the company’s top jobs went to executives of American,
Australian, European, and Indian origin. All of them previously worked for
IBM PCs or Dell. The position of the CMO went to Deepak Advani from
India who had previously worked with IBM for 12 years and in the end
was vice president of marketing for IBM’s PC division. Finally, English
became the company’s working language, and they had an almost 24 hour
working day due to time differences between New York and Beijing.
There is evidence that at the local level Lenovo also kept the majority of
the former IBM employees and tried to find additional in-country nationals
to support the Lenovo brand building.

185 He was replaced by Bill Amelio from Dell in 2005.
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Haier TCL Hisense Lenovo
Type of organisation Differentiated Product- Differentiated Integrated mixture
structure orientated
Degree of international Ethnocentric Regional- Ethnocentric Geocentric
brand organisation centric
Degree of Low n/a High High
centralisation() (assumption: high)
Origin of local Large share of Large share of Low share of Large share of
management team in-nationals in-nationals in-nationals in-nationals
Origin of top Chinese Chinese Chinese Majority
management team nationals nationals and nationals foreigners

few foreigners

Level of market Moderate Moderate Low High
experience?

(1) Corporate brand only; US and WE markets only ~ (2) US and WE markets only

Table 6-8. Comparison of key brand organisation characteristics of Haier, TCL,
Hisense and Lenovo with focus on US and WE markets by early 2006 (details
base on case narratives)

Overall, in terms of brand organisation, one could therefore conclude
that Lenovo has the most brand-orientated, sophisticated and international-
ised brand organisation and the most experienced management teams with
respect to US and WE markets among the four investigated companies (ta-
ble 6-8). This statement may however be due to the fact that Lenovo’s or-
ganisation is the most transparent organisation, while for instance Haier’s
organisation is very complex and non-transparent. Haier has a bunch of
different subsidiaries in Western Europe where it remains unclear which
tasks are fulfilled by whom in which department and in which country.
Further, all three companies of Haier, Hisense and TCL have the problem
that they are large conglomerates that include several different branded
and non-branded industries, of which only a part is publicly-listed at inter-
national stock exchange markets. The other part typically remains non-
transparent and is thus hard to analyse. Finally, it is to note that, even
though these three do not get best marks within these nine sub-sections of
cross-case analysis, all four brand management organisations can be con-
sidered as advanced in comparison to the typical Chinese state-owned en-
terprise (Zhang 2006). There is evidence that all four companies also use
international consulting and brand agencies to receive external support and
to compensate their potential lack of internal brand building and interna-
tional market know-how.
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6.2 Test of hypotheses

After having identified similarities and differences among the four compa-
nies Haier, TCL, Hisense and Lenovo by cross-case comparisons in the
last chapter, the following chapter will test these findings against the hy-
potheses described in chapter 4. The rational is to investigate if and to
what extent the hypotheses described the way of international brand man-
agement of these four Chinese companies. Further, if a hypothesis can be
not confirmed for a certain company, to determine the specific reasons
why.

6.2.1 Aims of global brand building

HI: Under the current conditions, Chinese branded companies have two
main motives of global brand building and entering US and WE markets.
First, they aim to use brand building as an additional channel to increase
their sales by entering new growth markets. And second, they aim to
enlarge their corporate size to fulfil the target, set by the Chinese govern-
ment, to establish Chinese brands as significant global players as a prove
of China’s economic and political power in the world economy.

As the cross-case comparisons have shown, all four companies, Haier,
TCL, Hisense and Lenovo, named the search for new sales pools in US
and WE markets as their major motive of going-international. Further, they
all aim to become a global famous brand and a giant in their respective in-
dustry. It becomes evident that they particularly refer to sales volume (e.g.,
Fortune Global 500) and global volume shares when describing an indus-
try giant. Profit and higher price levels are minor corporate brand aims.
Unlike Western branded companies, shareholder value also does not seem
to be a key driving motive. However, one can argue that Lenovo is an ex-
ception. On the one hand, Lenovo continued to market the Think-family
brand at a price premium, and announced to target the segment of SME
users with their self-branded PCs, who may be willing to pay a price pre-
mium due to additional consumer services. On the other hand, there is evi-
dence that the Lenovo brand is not priced at a higher level than its major
competitive brands. Rather, it is planned to expand the brand’s scope on
consumer mass-market in the future as well. Overall, one can therefore
conclude that all four cases, including Lenovo, entered the US and WE
markets in order to increase sales in the first place. The first motive is
therewith confirmed for all four companies.
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Regarding the second motive, the analysis has shown that Haier,
Hisense and TCL had been very much impacted by the Chinese govern-
ment at all stages of their going-international. However, in the case of
Lenovo, the analysis could not prove any political motives. The second
motive is therefore only confirmed for Haier, TCL and Hisense, and not
for Lenovo.

6.2.2 Strategic brand decisions when going-international

H2: Under the given conditions and not interfered by legal brand regula-
tions, Chinese branded companies decide on a global standardised brand
approach and a brand architecture of a branded house with very limited
adaptations in branding and brand values across all operating country
markets.

The analysis has shown that all four companies had decided on a brand ar-
chitecture of a branded house. While Haier, Hisense and Lenovo have al-
ready established a branded house, TCL has currently a multi-product-
brand portfolio due to M&A histories, but aims to transfer them into a
branded house in future too. Further, all companies follow a high degree of
brand standardisation when marketing their corporate brand. Their brand
value propositions are quite identical across all country markets. Their
branding only differs in the sense that the Chinese market requires a brand
name written in Chinese characters in addition to the name written in Latin
letters. Although one might argue that Haier is rather differentiated due to
their aim to adapt the Haier brand with respect to local consumer needs,
the analysis has revealed that adaptations in brand value propositions and
branding were rather few. Instead, Haier planned to concentrate its brand
by adapting brand communication initiatives and brand innovations in
terms of personalised product models and localised designs. This hypothe-
sis is therewith confirmed for all four companies.

H3: Given that Chinese branded companies lack own innovations, ad-
vanced technologies and international patents, they promote their brands
globally as ‘clever brands’, positioning them as a brand of quality, me-too
technology and low price, while being perceived advanced to pure dis-
count goods.

The brand positioning of ‘clever brands’ implies that price must not be the
major selling argument, but should enhance other functional and emotional
brand values. As the analysis has revealed, only Lenovo seems to satisfy
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this requirement, since they position themselves as ‘a smart life-style
choice’. Particularly, their consumer service in terms of warranties and fi-
nancing, similar to those of the Think-family brands, might evolve as a real
unique selling proposition. In contrast, Haier, TCL and Hisense seem to
lack a distinguished brand positioning and an integrated brand strategy.
They aim for a brand image of quality and technology, which is rather not
differentiating. Further, the external market perspective among Western
consumers has shown that they are primarily perceived as niche products
and a cheap buy. This hypothesis could therefore not be confirmed for
Haier, TCL and Hisense, but it is confirmed for Lenovo.

H4: Given that own innovations and own international IP are regarded as
crucial for a long-term brand success globally, Chinese branded compa-
nies invest heavily in R&D in order to catch up with the global market
players (dependent on the industry, a R&D budget of at least 7-8% of total
revenues may become necessary to catch up).

The cross-case comparisons have shown that all four companies had origi-
nally lacked own technology innovations and international patents. Ac-
knowledging that own innovations may become crucial in order to ensure
future competitiveness, all four companies have increased their R&D
budgets, invested in R&D partnerships with foreign companies, and started
acquiring foreign capacities and know-how. However, as the analysis has
also revealed, the companies were rather reluctant to increase the budgets
to the hypothesised share. Haier had the largest R&D spending with a
maximum of 6% of its total revenues. Although one could argue that the
more state-impacted companies may have been supported with additional
funding from the government, the R&D efforts seemed not to have re-
sulted in any significant Chinese-owned IP so far. Maybe Lenovo is the
only company, who could enhance their R&D to a globally competitive
level, after they had acquired IBM PCs and had obtained 2,000 interna-
tional patents as a part of the deal. On the other hand, it is to remark that
Haier would not have needed larger R&D budgets, if they had focused
their efforts on the industry of white goods. With a R&D budget of up to
6% they would have been ahead of any major white goods competitor and
should have been able to apply for international patents. Overall, the hy-
pothesis is confirmed for Lenovo. It could not be confirmed for Haier,
TCL and Hisense.

H5: Given that Chinese branded companies target a global standardised
brand approach in all stages of their going-international in US and WE
markets, they decide on geographical brand extension as their mode of
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market entry. Given that there are external market forces, unplanned mar-
ket opportunities, or political reasons which are considered more crucial
to business, Chinese branded companies decide on brand acquisitions
combined with brand transfers at a later stage.

Analysing the market entries of the four companies, Haier, TCL, Hisense
and Lenovo, into the US and WE markets, one could identify two different
paths. Haier and Hisense chose the geographical brand extension as their
mode of market entry, combined with the non-brand approach of OEM
business. They expanded quite slowly in terms of timing and on a market-
by-market process. Moreover, they tried to leverage sales partners with
whom they had already worked together in China. Haier approached Wal-
Mart and OBI; Hisense approached Carrefour. In contrast, TCL and
Lenovo mainly decided on brand acquisitions and brand licensing instead,
in order to speed up and to enter several markets simultaneously. In addi-
tion, the going-international of all four companies revealed a large influ-
ence from unplanned market opportunities, external market forces, and po-
litical motives, rather than a clear international market strategy. Haier
entered the US market, because Michael Jemal convinced the Haier man-
agement. TCL acquired the business-losing companies Schneider, Thom-
son and Alcatel, because they were available at a low price. The Chinese
government seemed to have pushed the deals in order to show national
power towards the West. Hisense initially entered South Africa, since the
former Daewoo factory was suffering from the Asian crisis. In the case of
Lenovo, IBM approached the firm, as they wanted to part from their PC
business which suffered from low profitability. Further, Lenovo admitted
that a global brand presence would be necessary as a prerequisite to sur-
vive the fast changing global PC market. The hypothesis is therewith con-
firmed for all four companies.

6.2.3 Operative brand decisions when going-international

H6: Given HI-H5, Chinese brand companies introduce their global stan-
dardised brand approach in the US and WE markets by a unique and pow-
erful, but cost-clever brand execution, including excellence in branding,
brand communication and brand distribution (dependent on the industry
and foreign market, a marketing budget of around 20% of total revenues
may become necessary in the first three years).

The analysis of the international marketing budgets has shown that Haier,
Hisense and TCL have not yet invested heavily in end-consumer market-
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ing in US and WE markets so far. Their typical budget was at around
US$50m, in the case of Hisense even lower at around US$10m. Moreover,
they were used to split the budget across products in the case of TCL and
across markets in terms of Haier. Although some local marketing initiates
of Haier may be considered as unique, their impact was rather low. In con-
trast, the analysis has proven that Lenovo has decided on a unique and
powerful, but cost-clever brand execution with excellence in all three ar-
eas. They spent US$250m on their international marketing, after they had
acquired IBM PCs. As the analysis has revealed, Lenovo invested in both
global standardised marketing initiatives, such as the Olympic Partnership
Program for the 2006 and 2008 Olympics, as well as in cross-border and
more localised marketing initiatives, such as the product placement at In-
dia’s TV show ‘Who wants to be a Millionaire’. Since the Lenovo budget
is still small compared to their competitors’ spending and Samsung’s
benchmark, one could name Lenovo’s brand approach also ‘cost-clever’.
Overall, the hypothesis is therewith confirmed for Lenovo, while it cannot
be confirmed for Haier, TCL and Hisense.

Hé6a: Chinese branded companies choose a global standardised brand
name that does not sound Chinese and does not include Chinese charac-
ters in the US and WE markets.

Due to their brand aims, all four companies have chosen a global standard-
ised brand name. Haier is Haier, TCL is TCL, Hisense is Hisense and
Lenovo is Lenovo. Although all four companies in addition use Chinese
written brand names in China, none of the four companies use any Chinese
characters as a part of their brand naming abroad. Moreover, one can say
that all four names do not sound Chinese, and could theoretically be origi-
nated with any country besides China. The hypothesis is therewith con-
firmed for all four companies.

Ho6b: Chinese branded companies decide on one or two sponsorships in
large scale events, amongst them the 2008 Beijing Olympic Games, in or-
der to establish global brand awareness and to build brand image in US
and WE markets.

The analysis has revealed that sport sponsoring, and especially those of
larger scale events, is one of the key communication channels among the
three companies, Haier, TCL, and Lenovo. Haier became national sponsor
of the 2008 Beijing Olympic Games. TCL became sponsor of the Euro-
pean golf tournament at Hainan Island, China. And Lenovo became
worldwide partner and exclusive PC sponsor of the 2006 and 2008 Olym-
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pic Games, PC sponsor of the US-NBA, and features the 2006 Football
World Cup in Germany with an international marketing campaign en-
dorsed by the football star Ronaldinho. Only Hisense had not invested in
any large-scale sports sponsoring so far, although they expect that their
brand will benefit from the 2008 Beijing Olympic Games anyway, because
the sailing competition is going to be held in Hisense’s home town Qing-
dao. When arguing about the reasons, one could think that Hisense is a
small company in terms of revenues that have difficulties to afford such an
investment. One could also think that Hisense is in its fledging stages in
terms of branded business and still prioritises non-branded, OEM expan-
sion into US and WE markets. They will probably decide on sports spon-
sorships at a later stage of their going-international. This hypothesis is
therefore confirmed for Haier, TCL and Lenovo.

Hb6c: Chinese branded companies decide on distribution channels of large
consumer reach and brand fit. In the area of electrical appliances, they
therefore decide to take the electronics chains MediaMarkt and Saturn for
WE markets. Given that speed of market entry is more crucial to business,
they chose Carrefour and Wal-Mart as their favourite initial distribution
partners in US and WE markets.

In terms of distribution channel selection the analysis has shown that the
electronics chains MediaMarkt and Saturn seemed not to be the favoured
distribution channels. Instead, Haier, Hisense and TCL, who aimed for in-
tensive distribution and volume sales in the US and WE markets, have
rather decided on large-scale multiple food retailers such as Wal-Mart and
Carrefour in the first place. However, it seemed that Haier and Hisense
also had a few promotional offers at Saturn, although they have not yet ob-
tained a permanent listing. Further, both companies are listed at Best Buy,
which may be considered the American version of MediaMarkt and Saturn
for the US market. It became evident that the issue of brand fit was rather
not a key decision factor when selecting those distribution channels, but
large volumes and large reach were. Since Haier and Hisense have entered
the global markets on a country-by-country approach, and Haier’s negotia-
tions with Wal-Mart appeared quite time-consuming, the aspect of speed
could also have been a key motive to select those channels. Finally, it re-
mains unclear, why at least TCL had not shown more interest in distribu-
tion-related brand fit. They could have had pushed more intensively for a
listing at MediaMarkt and Saturn, as their product brands Schneider,
Thomson and Alcatel were already sold at these stores for years. In con-
trast, in the case of Lenovo, brand fit seemed to have been a key issue, but
they did not decide to take MediaMarkt and Saturn as their key resellers ei-
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ther. Since they target SME users, who are likely not to shop their PCs at
large surface electrical chains, but at computer specialised resellers, they
chose those resellers combined with direct-sale via the internet as their ma-
jor distribution channels. As a result, the hypothesis cannot be confirmed
for all four investigate companies.

H7: Given HI-H6, Chinese branded companies establish a corporate
brand department which is in charge of aligning, steering and controlling
all brand management decisions across all world markets. Given that
Western and Chinese markets demand different marketing qualities, sales
& marketing of the region “US and WE markets” is organisationally sepa-
rated from the region “China”.

The case narratives and the analysis have shown that all four companies
established a designated corporate brand management department. Haier’s
department is called ‘Department of corporate values & communication’,
and is in charge of any Haier-branded advertising, PR and internal com-
munication. TCL runs a corporate brand management department which is
responsible for all branding and PR issues that are related to the corporate
image, including brand messages, print & TV advertising, and guidelines
of visual identity. Hisense has a similar centre which is also in charge of
promotional material and product-media planning. Lenovo established the
position of a chief marketing officer (CMO) as a part of its post-merger in-
tegrations with IBM PCs. The CMO is in charge of all worldwide markets
and is supported by global and local marketing teams. Further, all four
companies seemed to have acknowledged that overseas markets may re-
quire different marketing efforts. Despite of differences in their overall or-
ganisation structure, they all have separated the function of sales & mar-
keting in China from sales & marketing in overseas markets. As the case
narratives have shown, all four companies also distinguish in some way
between sales & marketing in Europe from sales & marketing in the US
market. The hypothesis is therewith confirmed for all four companies.

HS8: Given that Chinese branded companies lack Western market knowl-
edge and experienced brand managers, they seek for external support to
run the corporate brand department and the sales & marketing unit “US
and WE markets”.

As the cross-case comparison has shown, all four companies, Haier, TCL,
Hisense and Lenovo, have received external brand support from interna-
tional consultancies. However, it seems that only Lenovo’s corporate
brand department has been led by a marketing expert and non-Chinese na-
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tional so far. Deepak Advani is from India and became chief marketing of-
ficer (CMO) after Lenovo acquired IBM PCs. Advani is an experienced
marketing veteran from the IBM PC division. In contrast, the corporate
brand department at Haier, TCL and Hisense seemed to be led by a Chi-
nese national whose international marketing experience might be ques-
tioned. With respect to the sales & marketing units in the US and WE mar-
kets, the analysis has shown that Haier, TCL and Lenovo employ a large
share of in-national managers and staff, whereas Hisense mainly relies on
Chinese nationals. Overall, the final hypothesis can therefore be confirmed
for Lenovo, and partly for Haier and TCL. The final hypothesis cannot be
confirmed for Hisense.

6.3 Development of a descriptive model

Summing up the findings of the cross-case comparisons and the test of hy-
potheses, one can identify several brand-related similarities and differences
among the four companies, Haier, TCL, Hisense and Lenovo, entering US
and WE markets.

Similarities
With respect to similarities, all four companies have shown that they un-
derstood global brand building as a tool to generate larger sales. Price
premiums, larger profits and larger shareholder value were minor decision
factors. Further, their global brand building was accelerated by the fact that
China’s accession to the WTO increased global competition in their home
market China. They realised that their low labour cost advantages were not
eternal, and that they have to globalise and to build a powerful brand name
to survive the Chinese market in the long-term run.

Furthermore, the analysis has shown that all four companies decided on
a branded house architecture as their long-term aim. This architecture was
considered attractive, since companies using it were moving up on the an-
nual brand rankings as conducted by Interbrand. Other decision factors
were the possibility to expand the product portfolio onto several different
industries, while enjoying spillover effects and lower marketing costs.
Thus, the four investigated companies also decided on higher degrees of
brand standardisation in corporate branding and brand value propositions,
while addressing different consumer needs by localised product models. It
has become evident that all four companies wanted to address China’s
poor country-of-origin within their corporate brand strategy actively. They
targeted to be perceived as a brand of higher quality, technology, design
and service instead of a pure discount good.
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Since none of the four companies had invented own core technologies,
they all have tried to absorb foreign IP and know-how through partner-
ships, joint-ventures and M&A over the years. Moreover, it could be
proven that they, though increasing their budgets, still tended to invest in
smaller numbers compared to their global competitors by 2004. They also
often missed a clear and focused R&D strategy.

Analysing the mode of market entry, one could also conclude that all
four companies lacked a clear international market plan (China Daily
2005b). Their market entry decisions were strongly impacted by external
market and political factors. One could therefore argue that foreign com-
panies and managers, who had approached the Chinese companies to enter
their foreign markets, were finally responsible for the fact that Chinese
brands had appeared at the global stage. Further, their process of market
entry often relied on established relationships from the Chinese market.
Lenovo chose Hong Kong as their first overseas base partly due to Chinese
family bonds. Hisense invested in a joint venture in Savar, Hungary, be-
cause they had already worked together with the joint venture partner Flex-
tronics in China. Haier, TCL and Hisense also decided to take international
retailers such as Wal-Mart, Carrefour, and the Metro Group as their key
distribution partners, which were already selling their branded goods in
China.

In addition, it became evident that all four companies tended to chose
modes of market entries and brand strategies which implied lower amounts
of investment. On the one hand, TCL and Lenovo acquired branded busi-
ness units which suffered from profitability and were therefore available at
lower price levels. On the other hand, Haier and Hisense decided on
smaller brand communication budgets that were hardly sufficient to create
a momentum for their self-branded goods, and to persuade Western end-
consumers that the brands were of better quality than their prejudice.
However, since China has won the right to host the 2008 Beijing Olympic
Games, one could identify more brand building efforts among all four in-
vestigated companies. For instance, they started investing in different lar-
ger scale sports sponsorships, amongst them the 2008 Beijing Olympic
Games themselves.

Further, the analysis has shown that in terms of brand naming, all four
companies have chosen a non-Chinese sounding brand name to enter over-
seas markets. Since the majority of Chinese consumers still require a brand
name written in Chinese characters, transliteration was the most often ap-
plied method of translation to retain a certain similarity. It became also
evident that all names were either originated with the company history or
due to the Chinese traditional way of name seeking.
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Finally, it seemed that all four companies have acknowledged the im-
portance and role of brand management for their business success within
their organisation structure. They all have established a corporate brand
management department which is in charge of aligning, steering and con-
trolling all corporate brand-related decisions. Further, they all have sepa-
rated sales & marketing in China from sales & marketing in overseas mar-
ket due to unequal brand equity. Admitting that they lack own marketing
and brand management competences, they all have also obtained external
support from international brand consultancies.

Differences

However, discussing differences and which ways of international brand
management may appear alike, one could group the four cases in three
types. Type I would include Lenovo. Type II would consist of the case of
TCL. And type III would include Haier and Hisense. As the analysis has
revealed, there are many good reasons to categorise Lenovo’s global brand
approach as the most advanced, most integrated and most powerful ap-
proach compared to those of the other three companies. Lenovo have set
clear brand aims, which were implemented in a coherent system of strate-
gic and operative brand measures. For instance, Lenovo corporate brand
was positioned close to the recommended approach of a ‘clever brand’ and
was introduced in the overseas market by a powerful momentum, gener-
ated by the IBM deal and its 2006 Olympic sponsorship. With the acquisi-
tion of IBM PCs, Lenovo also established themselves as one of the major
PC players in the world over night, enhancing their brand value through
the premium brand 7hink. Lenovo can today be considered as one of the
world’s leaders in PC brand innovation and PC market experience, em-
ploying globally experienced brand and executive managers at all layers of
their organisation.

While the grouping of Lenovo in a separated type I is therefore well-
defined, the grouping of TCL in type II, and Haier and Hisense into type
III may not be clear. Haier and Hisense appear very alike in their brand
management decisions, because both companies decided to have the same
way of market entry into the US and WE markets. They both chose a
branded house architecture and the mode of geographical brand extension
at all stages of their going-international. Further, they entered the markets
by the same country-by-country path: China — emerging markets — USA —
Western Europe (Italy) — other world markets. While TCL and Lenovo fo-
cused on one or two core industries when entering the US and WE mar-
kets, Haier and Hisense both tried to introduce their complete product port-
folio, including white goods, black goods, mobile phones, computers, and
air-conditioners, within a short-time frame. Besides branded sales, both
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companies also heavily expanded through non-branded OEM business as a
dual strategy. Despite of their international brand ambitions, Haier and
Hisense are also still organised and managed with a strong China-focus.
They both have established a differentiated organisation structure and are
still led by an exclusively Chinese national top management team. Finally,
one could get the impression that both companies have primary utilised
their international market presence to enhance their brand image and mar-
ket position in their home market China.

One could argue that Haier’s international brand position is much more
advanced than those of Hisense, and that Haier should therefore be
grouped with TCL into type II. Haier holds 4% global branded market
share in their core business, TCL around 9% and Hisense only 1%. How-
ever, if analysing the reasons why Haier and TCL are more internationally
present than Hisense, it becomes evident that this is not due to their simi-
larity of brand management decisions, but due to their aggressiveness and
quality of execution of the chosen brand decisions in the market. The cases
of Haier and TCL differ largely with respect to mode of market entry,
brand portfolio and brand organisation. TCL acquired a foreign branded
company and chose a multi-product-brand portfolio as their mid-term
brand strategy. They re-organised their businesses with respect to regions
and its product brands in the regions. Since they target a branded house ar-
chitecture in the long-term, they have challenging brand transfers ahead.
Since Haier and TCL are larger in China with respect to corporate size and
market positions than Hisense, both aspects may be key reasons why they
could outperform Hisense at the global stage. They were supported by lar-
ger funding and were able to choose more powerful strategies, so that they
finally obtained larger market experience and larger branded shares in a
shorter time-frame (Liu/Li 2002: 705).

In summary, in terms of brand management decisions, Haier’s and
Hisense’s way have been very alike (type III). They decided on a strong
corporate brand and the mode of geographical brand extension at all stages
of their going-international. Despite of international ambitions, their busi-
ness focus is their home market China. In contrast, TCL decided on several
licensing agreements of ailing brands, and is regionally orientated (type
IT). Lenovo decided on one powerful brand acquisition and the world as
their total relevant market (type I).

The descriptive model

Comparing the identified types I, Il and III from a broader perspective, one
could think that the underlying and dominating factor of the grouping is
the autonomy from the Chinese government. Since initially all four com-
panies had been state-owned or collective-owned enterprises, their pure
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category of ownership may be not sufficient for a characterisation. A better
proxy of autonomy could be the share of total revenue publicly-listed at in-
ternational stock exchange markets. Another valuable proxy could be prof-
itability and its importance for the company. Or, a proxy could be the in-
tensity of global competition that a company had to deal with in the
Chinese market. The larger the autonomy from the Chinese government,
the less a company could rely on soft budget constraints and government
funding. Instead, the company was forced to reorganise themselves to-
wards free-market principles. They aimed for profitability and a listing at
international stock markets to earn funding. They were also more open to
try out new management principles such as brand building, and opened up
their organisations for foreigners and international experts to absorb ad-
vanced marketing competence. As result, the more autonomy the company
had from the Chinese government, the better the quality of their global
brand management. They achieved larger branded shares in the US and
WE markets and gained significant global brand equity in terms of brand
value, brand image and brand awareness in a shorter time frame.

Testing the cause-and-effect-chain by the three types, one could find the
following supportive arguments:

Type I: Large autonomy and high brand management quality
Although initially a state-owned enterprise, Lenovo enjoyed large auton-
omy since the founding of the company in 1984. Since they had not been
able to obtain a PC manufacturing licence from the Chinese government
until 1990, they were forced to go abroad and entered Hong Kong. Since
1994 Lenovo is fully listed at the Hong Kong stock exchange market and
has tried to be as transparent to their shareholders as possible. Since 2000
Lenovo’s main concern has been Dell’s launch of the direct-sale business
model in the Chinese market. To stay competitive, Lenovo finally chose
the world as their relevant market and internationalised their organisation
by powerful investments. They became a worldwide Olympic partner and
acquired IBM PCs. Their headquarters were moved to New York, an US-
America became their president and CEQO, and they established the posi-
tion of a chief marketing officer. Within one year, Lenovo became a sig-
nificant market player, a recognised brand name and owner of the pre-
mium brand Think. It seems that Lenovo was willing to change towards an
organisation where long-term brand building enjoys priority over short-
term orientated volume targets.

Type II: Middle autonomy and middle brand management quality
TCL, initially a state-owned company, was partly liberalised from the Chi-
nese government by president Li’s personal efforts. TCL has since been
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regarded as an experiment in order to test private company ownership be-
haviour. TCL is listed with two companies in Shenzhen and Hong Kong
stock exchange market, covering 62% of their total revenues. Further, TCL
decided that a global market entry on a country-by-country basis would
take them too long to survive the changing and competitive consumer elec-
tronics market. They acquired several foreign branded business units and
opened up their organisation for foreign influence and free-market princi-
ples. However, their foreign investments were rather moderate and unfo-
cused. They did not include the purchase of premium brands, but brand li-
censing rights of mid-quality brands. They also did not focus on one brand
or one market, but purchased several regional brand names of different in-
dustries. The Chinese government also seemed to have accelerated M&A
due to political motives. As a result, TCL has been struggling with profit-
ability since, and is required to transfer their set of different brands to their
corporate brand in future. Although TCL holds a significant total of
branded volume shares, the fulfilment of their global brand aims are future
scenarios.

Type lll: Low autonomy and low brand management quality

Haier and Hisense are largely impacted by the Chinese government, and
can be considered typical large collective-owned and state-owned enter-
prises. They seemed not to have ever been concerned about profitability
due to soft budget constraints and other government support, particularly
from the municipal government in Qingdao. Further, both companies are
very intransparent and complex, since less than 20% of their revenues are
publicly-listed at an international stock exchange market. In terms of
branded sales, Haier and Hisense strongly rely on their home market
China. Their brand initiatives in US and WE markets could be described as
adjunct to domestic sales, and were supported by very small investments
and a combination of OEM and branded business. Since global brand
management was thus not their priority, its quality was rather poor, al-
though Haier could enhance their marketing in the US by the single efforts
of their country manager Jemal.

Synthesis

Figure 6-3 illustrates the described cause-and-effect chain, which can be
summed up by the phrase of ‘the autonomy from the Chinese government
has impact on the firm’s global brand management quality’. In the figure,
the x-axis therefore presents the autonomy from the Chinese government,
while the y-axis presents the quality of the global brand management. As
the figure reveals, the correlation is not exclusive. There can be company
examples that have low autonomy, but high quality in global brand man-
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agement. There can also be Chinese companies that enjoy high autonomy
from the Chinese government, but perform poorly in global brand man-
agement. One could suppose small private enterprises which have estab-
lished a promising brand name in China, but do not have the critical mass,
funding and personnel to take their brand global.

High
Global brand
management Middle @
quality TCL
Haier
Type lll

Low [ Hisense

Low Middle High

Autonomy from the Chinese government

Fig. 6-3. The autonomy from the Chinese government is correlated with the firm’s
global brand management quality, three company types (own results)

The identified correlation may also be supported by the following train
of thought: The Chinese government had announced Chinese global brand
building as one of their major government aims (chap ‘Government poli-
cies of outward investment and global brand building’). To support the
Chinese companies, they established the China Brand Name Promotion
Committee. Even though one might suppose that the more support a firm
gets from the Committee, the better has to be the firm’s quality of global
brand management, one can in general doubt this effect. It might be that in
China, where government support is generally regarded as positive (e.g.,
Sun 2006), the policies may initiate corporate brand building and may lead
to a priority change towards it. Organisation structures may be reorganised
to get a brand management department, and regular brand value reports
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may be established and discussed on every meeting. This was also the case
at Haier and Hisense. However, though the relevance of brand manage-
ment may be increased by the government policies, there is no evidence
that the quality of brand management itself has automatically improved, at
least in the short-term. The performance of a brand will still be limited by
the managers’ capabilities, experiences and priorities, and by the quality of
the support of the China Brand Name Promotion Committee. It seems that
the changes implemented through these government policies have so far
been fairly superficial, since there has only been a change of organisation
structures and commitment to brand building, but no additional knowledge
about brand management and brand building has been acquired by the
relevant Chinese managers.

China-specifics

Discussing whether the government initiatives are a China-specific or are
conducted in similar ways in other countries too, one probably has to say
that it is a China-specific. Of course, the Japanese and South Korean com-
panies Sony and Samsung had also got support from their governments
when they went abroad, and also US and European governments have al-
ways been supportive if a national company wanted to invest globally.
However, the dimensions and qualities seem to be different in China. The
central Chinese government has enormous reserves of foreign exchange.
One could suppose that, if the government is willing to fund the going-
international of a Chinese branded company and wants to increase its
global brand management quality, they should be able to afford it and will
eventually purchase lacking competences from foreign multinationals. Be-
sides the central government, in China the local governments are also very
important. While the central government follows national interests and ap-
proves large foreign direct investments, the provincial and municipal gov-
ernments care more about single company cases. This might be due to the
fact that the Chinese provinces stay in huge national competition. There
are statistics and rankings that officially prove that Haier and Hisense are
brands from Qingdao, Shandong province, while 7CL brand is from
Guangdong, and Lenovo brand is from Beijing (e.g., Huatongren Shichang
Xinxiu [All China Marketing Research] 2004; Huang/Du 2005; Wang
2005a).

Beyond the government initiatives, another China-specific may be
China’s huge market size. When comparing Chinese companies’ global
brand building with those of the companies from Japan and South Korea, it
becomes evident that Chinese companies were immediately noticed at the
global stage, although they had not yet gained any significant sales in US
and WE markets. For instance, Haier gains its 4% branded market share
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mainly through its branded sales in China and in emerging markets. A
similar thing is true for China Mobile. Although China Mobile was ranked
as the world’s fourth most powerful brand by Millward Brown in 2005,
they obtained this rank not because of its international relevance, but be-
cause of its immense domestic market power of over 240 million subscrib-
ers in China (chap 3.1.1.2, CRIENGLISH.com 2006).

On the other hand, China’s huge market size combined with China’s
open door policy has led to an enormous global competition in China. No
foreign brand and large multinational dares strategise without taking China
into consideration. Therefore, Chinese branded companies had always
been concerned about their home market positions, while the markets in
Japan and South Korea appeared as quite stable. Although all four investi-
gated Chinese companies were market leaders in their respective indus-
tries, they could thus not fully focus on their going-international. Since
Chinese consumers have often regarded foreign brands as superior to Chi-
nese brands, Chinese companies were also forced to go abroad to retain
competitiveness and to satisfy the increasing Chinese consumer demands.
The motives of Japanese and South Korean companies had probably been
different. They mainly went globally in order to achieve a critical volume,
similar to the companies from smaller countries in Western Europe, such
as Switzerland (e.g., Meffert 1986). Further, it is to note that the challenge
for Chinese companies to build a famous brand might have increased these
days. Compared to the time when Sony and Samsung went globally in the
1960s and 1980s, competition nowadays moves faster and is more global-
ised.

Looking in the future, one can assume that Chinese companies will learn
fast and will improve their global brand management quality quickly.
Lenovo, in this study acknowledged with the most advanced quality of
global brand management, might be outperformed in future by a ‘type 0’.
Type 0 would have larger communication budgets, would have developed
own Chinese IP and would enjoy a distinct brand image, similar to those of
Samsung, Sony, Nike or Apple. Since Chinese branded companies just
started to go international, one has to admit that Haier and TCL have been
the Chinese pioneers in the global markets and suffered from many trial &
error. Hisense was less straight-forward and followed the Haier role
model. Lenovo is the most recent Chinese branded company that has en-
tered the global stage. They have definitively benefited and learnt from the
Haier and TCL experiences. The next generation of Chinese branded com-
panies will probably take Lenovo as their benchmark and role model. One
could assume, if Lenovo can prove the Chinese government that more
autonomy pays off, they will reduce their impact on more companies in fu-
ture too (Ling 2005: 145).
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The study has integrated the three topics of Chinese companies, going-
international and brand management, an integration which is a new field of
research. Since China, Chinese companies and Chinese brands gain large
public media attention and are often topic at meetings in US and Western
European companies, thus the findings of the study are relevant for many
different audiences. Because Chinese companies traditionally have a talent
to demonstrate strengths and to hide weaknesses (e.g., Bartsch 2005: 54),
this study wants to contribute to transparency. The study has shown that
there is not one Chinese market and not one way of Chinese brand man-
agement. The study has also shown that it is neither true that Chinese
companies are unable to perform brand management, nor that Chinese
brands will overstock the US and WE markets in the short-term.

The study has identified three different types of Chinese global brand
management. Type I includes companies that are highly independent form
the Chinese government and have demonstrated a high quality in their
brand management in US and WE markets. They prioritise long-term
brand building as a key corporate goal and implement it by a coherent sys-
tem of strategic and operative brand measures. They are willing to support
their global brand building by larger investments and are open for re-
organisations towards a global market orientation and international man-
agement teams. As a result they hold leading global market positions, and
achieve significant brand equity in US and WE markets in a short-time
frame. In this study, type [ is represented by Lenovo.

Companies of type I enjoy moderate autonomy from the Chinese gov-
ernment and have shown a middle quality of brand management in US and
WE markets. Their way of global brand management is characterised by
moderate, but unfocused and uncoordinated investments. Although global
brand building is a major corporate aim and they are willing to re-organise
their company towards modern management principles and global market
orientation, their decisions are often impacted by political motives and
conducted on a basis of trial & error. As a result companies of type II hold
significant branded shares in the global market, but have not yet built
brand equity for their corporate Chinese brand. In this study, type Il is rep-
resented by TCL.
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Finally, companies of type III have little autonomy from the Chinese
government and have shown low quality in brand management in US and
WE markets. They are typical Chinese state-owned or collective-owned
companies. Although they are ranked with branded market shares in global
market statistics, their country focus is on China. They mainly employ
Chinese nationals and are rather reluctant to take the risks of modern man-
agement principles. They regard brand management as an additional way
to increase short-term orientated volume targets in US and WE markets.
They therefore try to expand the brand’s scope onto as many industries and
products as possible, often combining branded sales by dual strategies and
OEM. As a result they enjoy low brand equity in US and WE markets and
typically struggle with China’s poor country image. In this study, type III
is represented by Haier and Hisense.

In addition to these three types of global brand management, the study
has identified the huge size of the Chinese market combined with China’s
open door policy as a China-specific factor. Since China started their mod-
ernisation process in 1978, thousands of foreign multinationals has been
attracted by the potential of 1.3bn customers and has entered the Chinese
market place. Chinese companies were forced to reorganise themselves
towards free-market and modern management principles including brand
building in order to survive the market. While Chinese brands copied
Western marketing approaches in the beginning, nowadays several Chi-
nese brands have emerged as equal competitors. They can enjoy a large
consumer base in China, and are even known in the world markets, al-
though they might not have yet gained any significant market share. How-
ever, as the study has revealed, powerful Chinese branded companies are
so far rare in international markets. Lenovo is probably the first company
which can emerge as an internationally famous brand name.

Taking into account that the research method of case studies implies
some limits, the findings of this study need to be tested and proven by fu-
ture research. The study investigated four different cases, Haier, TCL,
Hisense and Lenovo, which had been chosen by the researcher by “theo-
retical sampling” (Glaser/Strauss 1967). Although there had been strong
indications that allowed integrating the findings in a descriptive model and
identifying three types of global brand management, the results still remain
hypotheses. Future research is necessary to generalise the findings beyond
the four cases. These can be studies on further Chinese household appli-
ances and consumer electronics brands such as SVA, Midea, Gree,
Chunlan, Skyworth, Konka, and Galanz. These can also be studies on other
industries such as automotive (e.g., SAIC, Brilliance, Nanjing Automobile),
beverages and food (e.g., Tsingdao beer), or textiles (e.g., Erdos) (BCG
2006¢; Jing 2006; Sedan 2006). Further, one could argue that the identified
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company differences in mode of market entry, brand architecture and
brand organisation may be system-inherent. Case studies do not aim to be
representative but want to address typical, differentiating and interesting
aspects (Yin 1994). Therefore, future research is also necessary to elimi-
nate this potential source of error.

In addition, it would be interesting to gather more information about the
brand equity of Chinese brands in US and WE markets. While this study
investigated the Chinese brands from a company perspective, a consumer
perspective would be a next logical step. In this study, the researcher al-
ready started with a short online survey among 82 end-consumers in Ger-
many. Since it is not representative, it needs to be extended onto larger
numbers in future. Further, the survey should be extended onto more coun-
try markets in Western Europe and in the US.

Generalising the study’s findings, one can say that on the one hand Chi-
nese branded companies have advantages in low cost manufacturing, sup-
ply chain, and assembling, on the other hand they lack competences in
R&D, IP and advanced marketing techniques. Chinese branded companies
therefore typically rely on fast production-cycles and competitive prices.
They focus on marketing custom-made product designs, while they under-
stand brand management as another opportunity to push products in the
market and to make larger sales in a shorter time frame. They typically
choose a branded house architecture combined with high degrees of brand
standardisation in brand value propositions and branding. They typically
lack thoroughly planned market entry and brand strategies in US and WE
markets, and are reluctant to support their global brand building by larger
investments. If there is any brand communication to end-consumers in US
and WE markets, they tend to decide on larger scale sports sponsorships,
in particular on the 2008 Beijing Olympic Games. Their brand names are
typically globalised and do not sound Chinese. Due to the large presence
of multinationals in China, Chinese branded companies got used to foreign
sales cultures and basic Western consumer needs. They have also been
able to establish relationships to global distribution partners, such as Wal-
Mart and Carrefour. Finally, the Chinese government started to strongly
support Chinese branded companies to take their brands global. Although
the quality of the support could so far be questioned, this will probably
change in future. Chinese people and Chinese companies usually learn
quickly. And since Lenovo has so far succeeded at the global brand stage,
other Chinese branded companies may be as motivated as never before to
follow their path.
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Appendix 1. Applied exchange rates

€/US$| RMB/US$[ HK$/US$
1984 2,79
1985 3,20
1986 3,71
1987 3,72
1988 3,72
1989 4,72
1990 5,23
1991 5,40
1992 5,84
1993 5,81
1994 8,44
1995 8,32
1996 8,33
1997 8,31
1998 8,28 7,7465
1999 8,28 7,7710
2000 8,28 7,7992
2001 1,12867 8,28 7,7968
2002 0,95393 8,28 17,7977
2003 0,79637 8,27 7,7648
2004 0,73292 8,27 7,7760
2005 0,84441 8,07 7,7530

Source: OANDA.com, RMB/US$ 1984-2002 transcript from Yi/Ye 2003: 241
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Appendix 2. Interview guideline — Example TCL Corporation

Sandra Bell, & # 353 7 30 5 502 %, _Eifj 200063, FHl: 13761060233, FLiF: 021-62452377

RESEARCH APPROACH
Doctoral thesis written by Sandra Bell,
University of Duisburg-Essen, Germany; Shanghai Fudan University, Management School

‘Working title of thesis:

International brand management of Chinese companies. Five case studies on the Chinese household
appliances and consumer electronic industry entering US- and European markets.

i 2 A 0 e R R A v [ P9 5TD o 28 L 0 2 2 ) A 0 A 5% P 5 Rt
AR AR

Research question:

How do Chinese branded companies enter developed markets such as the USA and Europe with
respect to brand management decisions?

(What are reasons behind? What does the decision making process look like?)

Objectives and milestones:

+ Understand history and status quo of Chinese brands and Chinese branded companies in the
domestic market.

National brand champions, role of brands for Chinese consumers, brand management
organisation, impact of intellectual property rights ete.

+ Discuss the market entry strategy into developed markets in Europe and the USA of selected
household appliances and consumer electronics companies such as Lenovo, Haier, Hisense,
Konka, and TCL.

Reasons, market entry mode, brand management decisions (e.g., own brand versus OEM)

Research methodology:
+ Interviews with company, market and industry experts

+ Case studies of Lenovo, Haier, TCL, Konka and Hisense with focus on their international brand
management decisions

Guideline of questions — Interview with TCL representatives:
1 CoMPANY AND BRAND OVERVIEW

+ Characterise TCL’s position in domestic and in developed markets such as USA and Europe:
product range, sales figures, market shares, corporate structure, location of production, R&D and
marketing sites, etc.

« Evaluate TCL's following competences on a scale from 1 to 5, with 1 basic industry level and 5
international top level:

o Technology/innovation
o Industry/supply chain
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o Distribution/ trade
o Branding and consumer insights
o Capabilities development and organizational effectiveness
« Describe the development of TCL's international business, including OEM.

2 BRAND BUILDING

« Describe TCL’s historical decisions on corporate names and product names?

s What are TCL brand values? Whar does differentiate TCL from its competitors?

« What are your most important marketing communication channels in China and why?

« How much does TCL spend on marketing/brand building per year, in % of annual sales?
« Do you use same channels and budgets in the USA and Europe?

¢ Why should an US/ European consumer buy a TCL product?

« Did TCL think of sponsoring the Olympic Games Beijing 20087

3 INTERNATIONAL BRAND ORGANISATION
e« How does TCL organise its brand management internally? Who is responsible? Which
departments exist? How does the organisational structure look like?

e Who is in charge of foreign markets like USA and Europe? Especially for marketing/branding
issues?

« How does TCL do market research and satisfy consumer needs of Chinese and overseas
customers?

« Describe the strategy how TCL enters developed markets.

e Describe TCL’s current presence in the developed markets in Europe and the USA: number of
staff, departments, brand awareness scores, market position, distribution channels etc.

4 FUTURE AIMS

* What do you expect from TCL by 20207 Brand position in China and globally?

e What do you expect from Chinese companies and Chinese brands overall? Who will be global
brand by 2010, by 2020?

Guideline of questions — Interview with TCL representatives — Chinese:

1 Zym RIS 52

» EE PG TCL ERAMEAMBLR: RIEHE, WS, WEaE ARdi,
PE AP, BRI TR IR AT

o X T RIULEEHE, S EMTCLEMEETIAMS N, M-SR ES Bt 19 (&
MRy o 5o AHEEERTTIHRARIRE D
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Appendix 3. Details on emerging Chinese consumer brands in 2005/2006

Yue-Sai FIFi cosmetics

Yue-Sai is China’s most famous cosmetic brand with a strong market posi-
tion and around US$47.7m sales in 2003. The brand is sold in around 800
department stores in China’s 240 biggest cities, competing against global
brands such as Shiseido and Lancome. The brand’s identity bases on the
personality of Chinese-American founder Yue-Sai Kan (e.g., Ballhaus
2005: 34), who established the cosmetic company in 1992 as a result of
“[her] frustrations at not being able to find cosmetics that suited her Asian
skin tone and facial features” (Gilmore/Dumont 2003: 195). It is said that
the person Yue-Sai Kan is known by up to 95% of the Chinese population
(Gilmore/Dumont 2003: 196), since she hosted the weekly TV programme
‘One World” on CCTV in 1986 (Rousseau 2000). After a joint venture
with French cosmetics giant Coty in 1996, the Chinese brand Yue-Sai be-
longs to French L’Oréal since January 2004 (L'Oréal 2004).

GOME [E 3£ consumer electronics chain

The founder Huang Guangyu of GOME started from scratch in the begin-
ning of the 1990s. At this time 18 years old, he wanted to make money and
rented “a market stall in Beijing hawking cheap plastic appliances”
(Roberts et al. 2004). By 2006, GOME is China’s top consumer electronics
chain, with US$1.5bn in revenue in 2004 and over 200 stores, planning to
open 800 to 1,000 outlets nationwide till 2008 (Liu 2005). Although
GOME enjoys brand recognition similar to the US-electronic chains Cir-
cuit City or Best Buy in the USA, it continuously has to compete against
the Chinese peers Suning #+7° (US$1.1bn revenues in 2004) and Yongle
7Kk (US$1.0bn) very strongly. The reasons are that customer loyalty is
poor, brand communication is considered similar, and that “in most big
electronics retail outlets, vendors design their own sales counters, display
their own brands and even pay for their own sales staff on the floor”
(China Chain Store & Franchise Association 2005).

Meng Niu 54 dairy

The company Meng Niu %4+ dairy was founded in 1999 by three former
employees of China’s largest state-owned dairy in Inner Mongolia. The
company has grown to China’s largest liquid milk producer within 5 years
and achieved around 26% market share by volume against international gi-
ants like Nestl¢ and the local peers Yili /A4 and Bright Daily Y6 in
2005. It is said that Meng Niu has managed its growth particularly by
strong marketing capabilities, as they have focused most of its resources
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on marketing and promotion from early stages on. For instance, Meng Niu
sponsored the ‘Super-Girl® contest on television or the Chinese astronauts
when they went into the space the first time in Chinese history (ABN-
AMRO 2005: 16-17).

Wahaha &1 beverages

Wahaha is China’s largest soft drink manufacturer. While 20 years ago
Wahaha was a small shop selling stationary goods, ice-cream and bever-
ages to a middle school in Hangzhou, they nowadays emerged to a large
company of total annual revenue at US$1.7bn. The company was founded
by Zong Qinghou who was a retired teacher. Since 1990 the company is
named Wahaha, a name that sounds like children’s laughing. Besides soft
drinks, Wahaha also sells snacks, ice-cream and since 2002 also children’s
clothes. In China Wahaha is as famous as Coca-Cola in the US or in

Europe (Ding/Zheng 2005; Schramm/Spiller 2006; Wirtschaftswoche
2000).

Appendix 4. Haier marketing chain process model v.4 (comp material, 3 pages)

| Haier marketing chain Process Model Version 4 — 19.04.2005
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Appendix 5. TCL Corporation revenues 1998-2004 (company material)

Performance—Revenues (1998 - 2004 )

Revenues in 2004 rose to RMB 55.3 billion
By RMB 100million
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Appendix 6. TCL Corporation organisation structure (company material)

x WX Organization structure

Diaital Home Eloctrc Electronics &
TTE TCT SgBU Appliances SBU Components Others
SBU SBU

“CN  RBC STMC. +Computer Technol | *Alr Conditioner Div. | + Industrial Electrical | + Shenghua *TCL Entertainment

WEU RBC - T&A ogy(Desktop PC & * White Goods, Home Engincering Div. + HF Electronics Div. Co., Ltd
Notebook) Electronic «Consumer Electrica |+ ASIC Co., Ltd.

sNA RBC ; ] L *TCL Property
* Digital Technology Appliances Div. Engincering Div. ~ Battery
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« Electrical Appliances “Highly Stock
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Appendix 7. TCL Corp’s distribution network (company material, 2 pages)

Performance — Extensive Network (International)

Mexico @‘
Panama
@
TCL
3 TCL o
3 Australia
b @ Argentina Q

TCL
New
Zealand

QO Established distribution network in 45 countries around the world.

Extensive Network in China

Electrical:40
representative offices
520 agents
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Appendix 8. IBM and Lenovo revenue distributions before acquisition, early 2004
(company material as taken from Quelch/Knoop 2006: 18)

Propuct Mix SEGMENT
IBM % of Revenue Lenovo % of Revenue IBM % of Revenue Lenovo % of Revenue

Notebook
18%

SB = Small Business MM = Middle Market
LE = Large Enterprise

GEOGRAFPHY
IBM % of Revenue Lenovo % of Revenue

Americas
42%

BEMEA
26%

Appendix 9. IBM and Lenovo revenue distributions after acquisition, spring 2005
(taken from Quelch/Knoop 2006: 18)

High Asia Pacific/China Mix High Notebook Mix
Asia Pacific Others®™
Mobile 2%
Handse
Greater 4%

China
EMEA 40%
19% Desktop

46%

Notebook!
48%

Americas
28%
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Appendix 10. Legend’s operational results 1999-2000 (company data as pub-
lished by Access Asia 2002: 44)

Table 2.11 LEGEND: OPERATIONAL RESULTS, FIRST HALF 1999 - FIRST HALF
2000
HKS million
1999 1999 2000 2000

Turnover Profit (loss) Turnover  Profit (loss)
Product divisions
Legend PC & other access devices 3,618.6 161.5 7,795.9 323.6
Motherboards 440.2 (24.1) 530.8 47.8
Internet services na na 594 (47.0)
Foreign brand distribution 2,503.8 40.7 3.459.7 75.0
Systems integration 542.0 (5.7) 900.4 4.8
Others 228.7 12 3352 344
Geographical markets
People’s Republic of China 6,795.8 186.5 12,4451 370.3
Asia Pacific (excluding PRC) 99.7 (7.9) 208.0 19.2
North America 131.8 25 154.5 24.0
Europe 306.0 (74) 282.7 25.2
TOTAL 7,3334 173.6 13,090.3 438.7

Source: Access Asia from company accounts

Appendix 11. Lenovo operating profit by region, FY 2005/2006 (taken from
Lenovo Group 2006g: 5)

Geography Summary (excluding restructuring charges in 4Q)

Turnover Segment Operating Profit Segment Operating
HKS$ mn HK$ mn Profit Margin
3Q 4Q FY 3Q 41Q FY 3Q 41Q FY
GC 11,453 8,411| 37,998 | 744 402 [( 2,176} 6.5% 4.8% 5.7
Americas| 8,948 7,361| 30,900 | 196 (252) 408| 2.2% (3.4%) 1.3%
EMEA 6,992 5,147 | 21,615 14 (87) (101)} 02% (1.7%) | (0.5%)
an 3,672 3,459| 13,038 | (139) 62 (8)](3.8%) 1.8% ||(0.1%)
(ex GC) ’ ’ : : : \ :
/-‘—___—'\ /-"_‘—-\\
Total 131,066 24,3781103,551 | 815 125 2,476 w 4
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Appendix 12. Lenovo logo evaluation research, January 2006 (Momentum Mar-
ket Intelligence 2006)

Innovation that Matters lenovo

Decision makers in China, Japan and India have greater awareness of the
Lenovo acquisition than those in the US and Germany, with higher
awareness noted among ThinkPad customers

Awareness of Lenovo Acquisition of Think Brand
percent aware of acquisition inkPad Customers vs. Non-customers
100% { f isition) ThinkPad Cust N 1
{percent aware of acquisition)
. 79% 100%
80% T1% 6%
T
80%
60% 70%
’ 6% i
60%
) 49%
40% 1 30%  ag I > 3,
ags, { 385
20% 2 27429%
20%
US  Germany Japan  India  China o
3
= e == il =we T il
e )

In the US, Japan, and China, ThinkPad customers are significantly more likely to be aware of the acquisition
than non-customers.

Cnly in Japan and Germany are |T decision makers significantly more likely than Line of Business managers to
be aware of the acquisition.

*- significartly higher than non-customers for sach country 3t p<0.05.
- US=302: Germany=307: Japan=308; India=302; China=308

Q2% In early 2005, the Lenowo Group, a market leader in China. purchased [BM's PC Division. With that acquisition. Lenovo now owns and manages both the ThinkPad
notebook brand as wel as the ThinkGenire deskiop brands. Befors today, were you aware that this acquistion happened?

Momentum Market Intaliigence Loge Evaluation Ressarch — Jamuary 2006 - Lenove Confidential

Lenova Loga Evaluation

Innovation that Matters lenovo

Familiarity with the Lenovo brand is high in China, but still somewhat
limited in the US, Germany, Japan, and India

Familiarity with the Lenoveo brand (10-point scale)
100%

80%

60%

40%

79%

20%

0% -

us Germany Japan India China
[2iead
= - D — ]

[0 Bottom box (0-4) @ Middle box (5-7) M Top-box (8-10) |

Although familiarity among ThinkPad customers is low in all countries except China, non-customers are
significantly less familiar than customers in US, Germany and Japan.

At least half of IT decision makers in all regions but China report they are unfamiliar with the Lencvo brand
- US (55%), Germany (75%), Japan ( 48%), and India (52%).

n: US=30%; Gemany=307; Japan=30¢; India=302; China=308
Q2: How familiar wers you with tha Lenova brand prior to today?

Momestam Market Inteliigence Logo Evaluation Research - January 2006 - Lenovs Conddential

Lenown Logo Evaluation
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Appendix 13. Lenovo Group’s organisation structure 2003-2005 (taken from
Lenovo Group 2004: 26)

CEO
Yang Yuanqing
' I | I
Marketing A Central
s a ™ Corporate
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Operational Platform mﬁ.p Zh.ijllq mE}ao Sopg Management Platform

Appendix 14. New Lenovo Group’s management team as in place by November
2006 (Lenovo Group 2006¢)

Deepak
ADVANI

Senior Vice
President

und Chief
Markating Cfficer

Rory READ
Sanior Vice
Prasidunt,
Cparations

Christopher J.
ASKEW

Senior Vies
President, Lenovo
Services

David
SCHMDOCK
Sanior Vice
Prasident, Center
of Excallence
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'( be
will m 1.
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Yuanging YANG

Chairman of the [}

Board Prasident und
Chisf Executive
Officer

=
Steven J. Eenneth Milko Van Mary MA David Miller Frances K.
BANDROWCZAK  DIFIETRO DULIL Senior Vice President of Asia  0'SULLIVAN
Senior Vice Senior Vice Senior Vice Prasident und Pacific und Sanior  Senior Vice

i un i 3 B dent der Chiaf Financial Vice Prasidant of President and
Chief Information  Human Resources  Lenocvo Group Officar Lencuo Group OO, Produdt
Officer und President von Group

CHEN Shaopeng

Prasident of
Lenavo Graater
China, Sanior Vice
President of
Lerave Group

Lenovo EMEA

He Zhigiang
Senior Vice
Prasident und
Chief Technology
Oficer

-
Scott D. SMITH Gerry P. SMITH  LUI Zhijun
SHAUGHNESSY Senicr Vice Senior Vice Vice President,
‘Sanior Vice Prasident der President, Global  Mobile Business
Prasident und Lenove Group Supply Chain, of  Unit
Ganaral Counsal und President von Lenovo
Lenovo Americas

James P.




List of abbreviations

3C Consumer electronics and domestic
appliances, Computers, and Communication

3G The third generation

A/C Air-conditioning

A/V Audio and video

ADAC Allgemeiner Deutscher Automobil Club

ASEAN Association of South-East Asian Nations

AQSIQ General Administration of Quality

Supervision, Inspection and Quarantine of the
People’s Republic of China

b2b business to business

BOCOG Beijing Organizing Committee of the
Olympic Games

BCG The Boston Consulting Group

BSH Bosch and Siemens Home Appliances

c2c consumer to consumer

CAGR Compound average growth rate

CAS Chinese Academy of Sciences

CCFA China Chain Store & Franchise Association

CCT China Construction Telecommunication
Company

CCTV China Central Television

CDMA Code division multiple access

CEIBS China European International Business
School (Shanghai)

CEO Chief executive officer

CFO Chief financial officer

CES Consumer Electronics Show (Las Vegas)

CFO Chief financial officer

CITC China Technology Transfer Company

CITIC China International Trust and Investment
Corporation

COGS Costs of goods sold

COO Country-of-origin
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CMO
CNOOC
CNPC
CRT
CSA
EIU
EMC
EMFIS
EPRG

FAW
FDI
FIFA

FMCG
FY
G&A
GATT
GDP
GE
GPRS
GM
GS
GSM
IFA
TIAA

IP

PO

IPR

A%

LCD
MBA
M&A

MEI

MNC
MOFCOM

MS
n/a
NAFTA

Chief marketing officer

China National Offshore Oil Corporation
China National Petroleum Corporation
Cathode ray tube

Conseil Supérieur de I'Audiovisuel
Economist Intelligence Unit
Electromagnetic compatibility
Emphasising Emerging Markets
Ethnocentric, polycentric, regional-centric,
geocentric

First Automotive Works

Foreign Direct Investment
International Federation of Football
Association

Fast moving consumer goods

Financial year

General and administration

General Agreement on Tariffs and Trade
Gross domestic product

General Electrics

General Packet Radio Service

General Motors

Gepriifte Sicherheit

Global system for mobile communication
Internationale Funkausstellung (Berlin)
International Automobil-Ausstellung
(Frankfurt)

International patents

Initial public offering

Intellectual property rights

Joint venture

Liquid Crystal Display

Master of Business Administration
Merger and acquisition

Ministry of Electronic Industries
Multi-national company

Ministry of Commerce of the People’s
Republic of China

Market share

Not announced

North America Free Trade Agreement
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NDRC

NTD
OEM
PDP
P&G
QDI
R&D
RBC
RCA
SAFE
SAIC
SG&A
SME
SBU
T&A
TAMP
TCL
TCT

T™C
TNC

TTE
UNCTAD

VCD
VDE

Vw
WE
WIPO
WTO

National Development and Reform
Commission

New Technology Development Company
Original equipment manufacturer
Plasma display panel

Procter & Gamble

Quantum Design International

Research and development

Regional Business Centre

Radio Corporation of America

State Administration of Foreign Exchange
Shanghai Automotive Industry Company
Selling, general & administration

Small & medium enterprises

Strategic business unit

TCL & Alcatel Corporation
TCL-Alcatel Mobile Phones Corporation
Telephone Communication Limited

TCL Communication Technology
Corporation

TCL Multimedia Corporation
Transnational corporation
TCL-Thomson-Electronics Corporation
United Nations Conference on Trade and
Development

Video Compact Disc

Verband der Elektrotechnik Elektronik
Informationstechnik

Volkswagen

Western Europe

World Intellectual Property Organization
World Trade Organisation



Glossary of Chinese terms

Chinese Pinyin English

P HL L alibaba Alibaba.com

H Mk bailian Shanghai Bailian
e baogao Blocko

A baoma BMW

AL boshi Bosch

K chang Long

S changhong Changhong

T diyi giche First Automotive Works
H dian Electricity

F fii diannao Computer

K fei Flying

Y] feige Flying pigeon

= gelan Galanz

guo Country

e guomei GOME

KA guanxi Personal relationships
hai Sea; a lots of

AT haier Haier

%L haier Child, son, brother
A5 haixin Hisense

T hong Rainbow

gl hongtashan Hongtashan

LY SETWN huawei jishu Huawei Technologies
£E jituan Group, corporation
4 jin Gold

S jinshi Golden lion

A jiu A long time

Rt kangjia Konka



336  Glossary of Chinese terms

Chinese Pinyin English
RPN kekou kele Coca-Cola
B0E 3 ) kelai sile Chrysler
AT lining Li-Ning
I AR lianxiang Association (Lenovo)
I ¥ mianzi Face
) meide Midea
4 mengniu Mengniu
24 NG T mingren mian dui mian Face to face with stars
HNIEA mingren xuan mingpin. Famous people choose
BRI quangiu de haixin famous products. The
world of Hisense
i nao Brain
i pai Plate, shop sign
il pin Product, quality
pi A pinpai Brand
SRR /R gindao libo haier Qindao-Liebherr
T H/K qindao gingdao haier  Qindao Qingdao Haier
ANAYHE M qiye jiashiguan Department of corporate
Gk tongyichu values & communication
iR shanghai xingbake Shanghai Xinbake
W ETE kafei guan Coffee Bar
G AT shuzi jiayuan, Digital home, pleasure
PRERTC IR kuaile wuxian without limits
INT suning Suning
TS taobao Taobao.com
I wahaha Wahaha
JIE wandanu Wandanu
TH wangpai King Brand
TR wuliangye Wuliangye
IR ximenzi Siemens
I xin Trust
R xinbake Starbucks
K% youai, With love,
Bl Hh Bl 17! keji de dongqing! technology carries emotion!
7K yong Forever
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Chinese Pinyin English
/N yongjiu Always and forever
e yulan you Olay
P yuesai (Cantonese) Yue-Sai
h zhong Centre
h zhongguo China
[ 2 5)) zhongguo yidong China Mobile
WA tongxin
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