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You can’t Fool your Customers
by Peter Oertli and ThomasWach

Abraham Lincolnwasright with hisoften quoted
pronouncement “you may fool all the people
some of the time; you can even fool some of
the people all the time; but you can't fool all
of the peopleall thetime”. Thisistruein politics
aswell asin business. Inthe Google age of the
21 century, customers in emerging markets -
particularly inIndia- arewell informed about the
scopeof productsand servicesof your company
and those of your competitors, their prices, their
strengthsand their weaknesses. Their executives
have often graduated from 1IMs, 11 TS, someeven
fromETH, MIT or Harvard, and havelong been
familiar with the textbook theories of strategic
management. What ismore, they know very well
what they really need, what they want, and what
they don’t want. Thesameistruefor middleclass
consumers. They arevery clear intheir mindsas
to the quality, the level of sophistication, the
productivity (for capital goods), and the cost of
products and servicesthey want to buy fromyou
or indeed from your competitors.

Think Global, Act L ocal: the past paradigm
for the 20" century

Thiswastheclassica approach for largeMNCs
and SMEsfrom OECD countrieswho designed
their products according to the needs of their
clientsin OECD countries, i.e. mainly inthetriad
USA —EU —Jgpan. “ Globd thinking” inthesense
of globd top-down Strategy, R& D and marketing
were centralized in their headquarters, like
Houston, Manchester, Essen, or Tokyo.
Customersin Emerging Marketshad to adapt to
the supply under the motto: “ Takeit or leaveit”.
A casein point is, for instance, the car Ford
M ondeo: - oneglobal strategy, one product and
onebrand. This“world car” fromthe USA did
not live up to expectations, becauseit smply was
not competitivein many of thelocal markets.
Another classica example, showingushow this
approachin effect misfiredisCoca-Cola. Inthe
1990ies Coke'sHQ inthe USA had worked out
astrategy to reenter the Indian market, having

officialy withdrawn in the 60ies after refusal to
dilutetheir equity. Their strategic approach was
simplebut ineffective: Just buy the Indian Cola
brand leader “ ThumsUp” with amarket share
of 60%*for 100 million USD only, replacetheloca
concentrate and brand name by “Coca-Cola’,
centralizethehighly decentralized bottling plants
and wait for niceprofits.

Coke completely neglected that thendiansloved
not only their customary brand namebut alsothe
dightly different taste of their wonderful “ Thums
Up: | want my thunder”. The Indian consumers
rejected Coca-Cola. As a result Pepsi Cola
benefited from increased sales and managed to
raiseitsmarket share. Thewholeaftermath of re-
introducing the popular brand “ ThumsUp” by
meansof ahuge TV and advertising campaigns,
and re-optimizing the bottling plant network in
Indiacost Coca-Colaatotal sum of 800 million
USD (not Rupees). After this Hindustani re-
incarnation, “ ThumsUp” turned out to bethemost
powerful brand of Coca-Cola in South Asia.
Interesting details about this case can be read
in(2).

TheL ogo of ThumsUp®
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Act Global, Think Local: thenew paradigm
for the 21% century

Timesarechangingfadt. Itisnow for thesuppliers
from the OECD countries to adapt to the real
needsof the Emerging Marketsin an extremely
competitiveenvironment. Thenew mottois: “ You
supply it or forget it”. The shift of growth of
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globa economy towardsthe Emerging Markets,
mainly inAdaand Lain America should motivate
thesuppliersfrom OECD countriesto comply with
thereal requirementsof hundreds of millions of
consumers, making up thegrowing middleclass
populationintheseareas. Thisdoesnot apply to
consumer goods alone, it also goes for
commoditiesand capitad goodsinthewholesupply
chan. Thisnew paradigmdid not Sart just recently
nor has the old paradigm become completely
obsolete. However, thereisagradual but steady
shiftinmostindustries Whilst early moversgtarted
withthisdecentraized bottom-up, locally adapted
approach long ago (Nestlé), late movers have
done so under pressure(Coca-Cola). Thegenerd
trend world-wide, however, isirreversible: With
increasing globdization therdativeimportance of
thedasscd OECD countrieswill gradudly dedline.
Inarecent research of Stefan Bergheimregarding
globa growth centres for the next 15 years,
Deutsche Bank (DB) forecast thefollowing top
fivegrowth centresuntil 2020, derived from four
so called growth drivers. population growth, the
investment ratio, human capital, and trade
openness(2). Wewould even congder thesefigures
of DB as being on the conservative side, if
compared with UBSfigurespublished in 2004 (3):

Top5Growth Centres  GDP growth 2006-2020

in% p.a
1. India 55 (UBS.6.2-7.1)
2.Mdaysa 54
3.China 5.2 (UBS.5.2-6.2)
4. Thailand 4.5
5. Turkey 4.1

Thefollowing exampleswill show how someof
OECD'’sleading companiesfrom all sectorsof
industry have managed their transition towards
globally acting groups, who havelearnt to think
locally, i.e. to adapt to different cultures and
customs, to different level sof purchasing power
and product sophistication. Thisdoesnot mean
that cheap low quality products are being
propagated. Onthe contrary, smplified but high
quality productswith locally adapted technology
at lowest possblepricesarerequired. Thesuccess
formulaisto develop adifferentiated strategy with
apositioning in multiplemarkets, what wecal a

“multiple market positioning strategy”
(MMP):

NestléSA. istheworld slargest most diversified
and decentralized food company. Only 2 % of
itssdesturnover ismadeinitshome country. For
many decades aready Nestlé has been adapting
thetastes and the composition of itsproductsto
requirements of local consumers. If you travel
around theworld and drink Nescaféin different
countries, youwill tastethedifference. Nestléa so
adaptsitsbrand nameto suit loca expectations.
The popular brand namein Europe of “Nescafé
Gold” was changed in the USA into “ Taster’s
Choice” and was successful. Also Nestlénever
imposethelr brand on acquired companies, why
should they? Since decades Nestlé always
maintained and cultivated good brand names of
firmsthey had acquired such asMaggi, Buitoni
and San Pellegrino.

Swatch Group istheworld slargest manufacturer
of wrist watcheswith aval ue share of 25% of the
world' smarket, equaling total salesof morethan
4hillion CHFin 2004.

Inthe 1970iestheclassicd Swisswatchindustry
withitshighly-priced mechanica watchescame
increasingly under attack from good quality low-
cost dectronicwatches“Madein Jgpan”. Thetwo
large Swiss watch groups SSIH and ASUAG
were on theverge of bankruptcy. Thankstothe
initiative and creativity of NicholasG. Hayek in
1983 SSIH and ASUAG merged into SMH. An
innovative product, the* Swatch”, waslaunched,
alow cost watch of highest qudlity, reliability and
atidicfeatures, cregting an emationd-added vdue
intheform of awatch with adesignto pleaseits
wearer. Since then Swiss watch industry has
experienced an actual re-incarnation and has
regained itstraditiona role. Thefourfold market
positioning of the Swatch Group isnow:

¢ Luxury Segment with brandssuch asBreguet,
Blancpain, Glashitte, and Omega

¢ Upper Market Segment: Longines, Radoand
Union

¢ Middle Market Segment: Tissot, Calvin
Klein, Bamain, Hamilton, Certina, Mido

¢ Entry Level Segment with just two brands:
Swatch and Flik Fak.

Information Bulletin Swiss-Indian Chamber of Commerce



Since 1985 the SMH (now Swatch Group) has
established severd factoriesfor watch components
and assemblies in countries like Thailand,
Mdaysia, China, and Brazil.

CharmillesTechnologiesS.A. wastraditionaly
one of thefew world leadersin Manufacturing
Technology, producing high-end Electrical
Discharge Machines (EDM) at highest
technological standards. Similarly tothewatch
industry, Char millesand her Swiss competitor
AGIE S.A. were attacked by Japanese
competitors. The Japanese offered less
sophisticated but “good enough” standard type
EDMs at far lower prices. In 1990 Charmilles
wasin adeep crisisand her share of theworld
market had dropped to below 10%. Charmilles
CEO André Richoz then took a courageous
decison—againg stronginterna opposition—to
introduce standard type EDMsin additiontotheir
high end products. As a result, after 3 years,
Charmillesregained her 26% share of theworld
market. Thisencouraged Charmillesto go one
step further and produce entry-type simple but
good qudity EDMsinAga After that Charmilles
parent company +GF+ bought AGIE (still inthe
high-end segment). The merged AGIE-
Charmilles Group then achieved a global
leadership positionwith ajoint vauemarket share
of over 40%. Today thisimportant capital goods
group hasathreefold market positioning:
* High-End Machinery Segment with
manufacturing basesin Genevaand L osone
e Standard Machinery Segment with
manufacturing basesin Genevaand Losone
* Entry-type Machinery Segment with
manufacturing basesin Brazil and China.
All thesecompanieshavemaintained their origina
Swiss, Brazilian and Chinese brand names.

WP - Example Charmilles Trohnodpgies 54

The Evolution from Single v Trigle Market Positosing
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Nokia Group in March 2004 launched the
Nokia 1100 “Made for India’, an entry level
product specially designed for the Indian market.
It has several features that were incorporated,
based on extend ve consumer research conducted
inIndia It hasabuilt-intorchlight that isuseful,
giventheuncertain power supply Stuationinindia
It hasadust resistant keypad, adapted to certain
environmental conditionsinIndia, aswell asan
anti-dip grip that isdesigned for hot and humid
weather. The Nokia 1100 is compact, reliable,
easy to use, and suitableto everyday lifestylein
Indig, giving it anedgeover itsriva products.
Surprisingly the Nokia 1100 was not the |least
expensive phoneintheNokiarange. It waseven
priced at asignificant premium over entry level
phones of the competition. However, it quickly
becameby far thebest sdlling phoneinthe country
and Nokiagained 5 market share pointswithin9
months. At the same time Nokia's brand
preference shot up from 66% to 77%, refuting
themyththat Indiaisa“price sensitive” market
and reinforcing Nokia's belief that the Indian
consumer isa*“vaueconscious’ buyer.
Localization of Nokia'sproductsto createvaue
intheIndian market haslong been acornerstone
of their strategy. Initial efforts started by small
seps.
¢ 1998: The Nokia5110 wasthefirst phone
withanlIndianringingtone, whichwashugdy
gppreciated by theIndian consumers” Saare
Jahaan SeAcchhaa*”
¢ 2000: The Nokia 3210 wasthefirst phone
withaHindi user interfaceor menu
¢ 2002: The Nokia 3610 wasthefirst phone
with Hindi text input for SMS.

The conclusionto bedrawnfromtheNokiastory
isthat companieswill requireaholistic approach
to the Indian market, focusing on a thorough
understanding of customer needs, cultural
differences and the distribution landscape to
develop ardevant and differentiated offer that will
resultin market success(4).

Why do some Swiss missthe bliss?

Some peoplemay arguethat thesefindingsabout
MultipleMarket Positioning may very well gofor
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Multi National Corporations(MNCs) having
large financial resources and management
capacity, but that there is probably no way to
realizethisapproach for aSmall and Medium
sized Enterprise (SME), strugglingtoredizeits
daily tasksin business operations. They should
bear in mind that back in 1989 Charmilleswas
an SME, fighting hard to get moreorders. Their
products then were too sophisticated and too
expensvefor most of the prospects. Not all their
clientsneeded all the complex functionality and
frillsof their machines. A number of top notch
Swiss companies in various industries were
driven out of the market inthelast 15 years. -
Why? Many of theselargely technology driven
companieswere run by engineers, focusing on
technology rather than economy.

This does not mean that one dimensional cost
cutting programmes should be propagated. Both
parameters, technology and economics,
should bewell balanced. The point isthat our
SMEsshould aso adjust their innovationsto the
needs of the fast growing BRIC**-markets,
rather than to the needs of low growth OECD-
countries.

Somekiller phrasesyou often hear are:

If we introduce entry-line products we will
competewith our high-level products.

If weintroducelow cost productswe shdl reduce
our profitability and ROI.

If we collaborate with Asian companiesmany of
our peoplewill losetheir jobs.

If we"“snk” toentry level product lines, weshdl
loseour high quality image.

If wediver Sfy to severd linesof smilar products
weshall lose our focus.

Wejust do not have the management capacity
to start such kind of projects.

Therearemorethanadozen smilar killer phrases
that are common in our country. Some Swiss
bdieveitwill beeaser towait for thenext business
cycle uplift in the OECD countries instead of
acting proactively and accepting thelong-term
structura changesthat arehappeningintheworld.
They missthe bliss of entering a new world
of opportunities.

Arguments and Remedies to Reanimate
European Industry

The nasty side of killer phrasesisthat thereis
practicaly alwaysaspark of truth in them, but
they rarely stand for thewholetruth.

In order to refute some of the prejudices and
misundergandings, let uscomment onthesix killer
phrases mentioned above:

Internal Competition: Itistruethat different
product levels can compete with each other. But
they will also compete with your competitors
products. Internal competition strengthens
external competitiveness. a proven law in
macro- and microeconomics(5). Theprobability
that you can precisely fulfill your prospects
requirementswith MM Pisthreetimeshigher than
without. Thusthelong-term customer satisfaction
will incresse.

Profitability: It is wrong to assume that
profitability will decreaseby introducing MMPIn
thesensethat “what islow costislow marginand
low profit”. Inthe case of capital goodstheexact
oppositeistrue: Itisfar moredifficult to sall few
pieces of high cost equipment for, say, 1 million
CHF each at an attractive margin (in %), than to
sdll alarge series of entry-line productsfor, say,
CHF 50" 000 each at aprofit. Economiesof scale
and standardization of al kindsof processeshave
clearly shown higher profits(in %) for entry-type
products. Thiswasa so proveninour case study
of Charmilles.

Creating Jobsis one of the key chalengesin
Europe. At first sight, collaborating with Asian
industriesby outsourcing or offshoringlookslike
exporting jobsto Asiain ahuge win-lose zero
sum game. Whilst thismay beright inthe short-
term, inthemediumandlong-termjust theopposite
is true, in microeconomics, as well in
macroeconomics, as was proven by Nobel
Laureatein Economy, LawrenceKlen, in 2004.
In fact there is awin-win non zero sum game,
where a so the partnersin the OECD countries
benefit through higher profits, thusenabling them
toinvest moreinR& D, inproduct innovationand
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inbecoming morecompetitive. Thiswill not only
preserve existing but most probably create new
jobs. As opposed to that we can foresee that
protectionism and attemptsto preserveexisting
jobsat dl costsaswell asevading thechallenges
of globdizationwill endinalose-losebelow zero
sumgamefor OECD economies.

Your High Quality Image isimportant to be
competitive, but it must becredible. Indifferent
partsof theworld cussomershavedifferent views
and expectationsabout “ quality”. Intheold days
good quality wasidentica with good technical
performanceand highreiability only. Intoday’s
complex world wedistinguish 32 different quaity
criteria(16 each for product quality and service
quality) which differ from customer to custome.
Just three out of these 32 criteria are: cost of
investment, productivity and cost-value ratio.
Depending on therequirementsof your customer,
hewill prefer ahigh-end, astandard or an entry-
type solution. If you can offer all three, you are
better positioned than your competitor who may
be ableto offer only one or two solutions. Your
“quality” reduced to these three criteriaonly —
ceterisparibus—will be better, thusgivingyoua
competitive edge. Asaresult you will not lose
your high quality image but enhanceit.

Divergfication ver susfocused strategy: If the
normal approach in your businessisafocused
strategy, MM Pwill not bring you any closertoa
laterd diversficationintodifferent areasof indudtry,
of products, markets and applications, even
though it may appear todo so at first sight. Your
mainfocuson targeted productsand marketswill

remanunatered. What will change, however, will

bethevariety and the scope of possible solutions
within the framework of your targeted area,

creating new levelsof product sophigtication. You
will bein aposition to offer your customers a
larger choiceof solutionswith different levelsof
productivity. Without losing your focus, you will

thusbeinapogtionto sell moredueto additional

differentiation.

M anagement capacity isanimportant point to

be considered, especialy for SMEs. You cannot
introduce an MM P concept without additional
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capacity. Thebest way todoitisviathemeansof
project management, whereyou can hireexternd
specidlists. The five main stages in such an
“Investment Project for the Future” may be
defined asfollows:

1. Preparatory Stage: completing of
checklistsby theclientsand other stake
holders

2. Interview Stage: clarification and
verificationof dl answersgiveninsage 1l

3. Conceptualization: evaluation and
reportingon MM P strategy options

4. Implementation: preparation of final
decigonandimplementation of measures

5. Monitoring Stage: supervision of project
progressand correctiveactions.

Additional benefits: Youmay call these benefits
“crossertilization” or “cross-selling” by getting
an early accessto aparticular customer who will
return later asking for other productsand services
at adifferent level of product sophistication. The
requirementsusualy increasewiththegrowthin
size of the client’'s company in an Emerging
Market. If thecustomer isan SME, hewill usualy
start by buying entry-type products. Later on,
having growntoalarger company, hemay require
standard type or even high-end products,
depending on thetype of industry. On the other
hand, even in OECD-countries some large
companiesmay appreciatethe possibility to buy
not only high-end but al so entry-type products
for applications where appropriate. In the
advanced sageof globdizationinthenext 20years
to come, an intensive “ cross-selling” will take
placeindl areasof industriesworldwide. Those
offering MMP productswill benefit most.

Weare confident that our small and mediumsized
enterprises (SMEs) in Europe and more
particularly in Switzerland will grasp the huge
businesspotentialsof MMPin OECD countries
aswdl asinEmerging Markets. Thereforelet us
terminateby saying: “ Let’sget cracking”.
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Two Phasesof Industrial Globalization

Starting phase

20" century

21% century

Characteristic Trends

Globa development

Global integrationL ocal
differentiation

Paradigm

Think global,act local

Act global think local

Main Parameters:

development & sales

Priority thrust of Strategy Top-down, based on OECD needs, | Bottom-up network based on
devel opment central R& D and production, multiplelocal needsworld-
central HQin OECD countries wide,including a so bigemerging
markets: MMPin BRIC**
Local/ regional/ global Local production, global Decentralized R& D, production

sourcing,export worldwide,
starting offshoring

in severa big offshore-
countries: eg China, India, Brazil

Branding strategy

Single brand

Multiple brands

Organization

Level of centraization

Divisiona global

Mainly centralized,
decentralized input

Global network

Mainly decentralized,
central coordination

Typica examplesof Catholic Mission > 50 Nestlé> 1912 (India)
early & late movers Charmilles> 1952 Charmilles>1995
Swatch/SMH > 1983 Swatch Group > 1985
Coca-Cola>1990 Coca-Cola>2000
Hilti Group > 1950 Hilti Group > 2000
Ford Mondeo > 1993 Ford Ikon >2000 (India)
Rolex Nokia> 1998 (India)

**BRIC = Brazil, Russia, India, China; Research by Goldman Sachs, 10/2003

Source: Research and clients' projects of OEC Oertli Consulting 1995-2005
« Thisarticle represents the personal opinions of the authors and not necessarily the

official view of the SICC
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