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The China brand

Not content with tiny `made in China' stickers, Chinese firms are learning from experts how to market their products using their own names

By David Greising
Tribune chief business correspondent

October 2, 2005

BEIJING -- It's a long way from here to a castle in France, but that was an early stop--a pilgrimage of sorts--for a group of senior Chinese executives intent on taking the next great leap in capitalism. At Chateau Touffou, the Chinese huddled with representatives from the ad agency Ogilvy & Mather to plot a global branding strategy. Ever since advertising visionary David Ogilvy bought it, the agency has used the castle to woo big clients like Motorola and American Express. This time it was Brand China.

If Chinese companies ever become household names--if Lenovo computers and Haier refrigerators and Chery automobiles ever rival Dell and GE and GM--Brand China can trace its roots to the meetings last October in France where Ogilvy taught the Chinese the secrets of Brand Marketing 101.

"The Chinese going outside is still a very new thing. It's very experimental at this stage," said Joseph Wang, chairman of Ogilvy's southern China business, who attended the meeting run by Ogilvy Chief Executive Shelly Lazarus. "I can't point to a super success yet. But you've got to remember this one thing: Chinese companies are very quick learners."

Walk the aisles of a local Wal-Mart, Target or Best Buy, and the words Made in China are stamped on everything from sweat socks to cell phones. But those products still carry all-American brand names like Fruit of the Loom or Motorola.

China won't stay Brand C forever, though.

Chinese companies are not satisfied just slapping someone else's name on their products. Some Chinese companies want to buy established Western brands, others will build from scratch. They all share a common urge to own brand names they can export worldwide--and import the profits back to China.

Consumer electronics company TCL of China bought Thomson Electronics, maker of RCA televisions. China's Shanghai Automotive Industry Corp. was seeking a Western brand when it offered to rescue Britain's failed MG Rover early this year.

Go-it-alone strategies seem likely to be the favored strategy, though.

China's Haier Group tried to buy instant credibility last spring with its bid for Maytag Corp. But when Whirlpool Corp. nabbed Maytag, Haier opted to go solo.

Haier is known for the mini refrigerators it sells in Wal-Marts and Targets across the U.S., where it competes exclusively on price. But its strategy calls for a push into higher-end products and bigger profits to Haier.

To pull it off, Haier is building a research and design center near its U.S. production plant in Camden, S.C. There it will collect intelligence about American tastes and market trends. Back in China, designers will use the information to dream up new products that will sell in the U.S. In Europe Haier is building market share on an aggressive push into high-style, high-end products.

Think U.S. competitors don't take China's new branding effort seriously? They do.

The sales of China's Chery Automobile Co. may amount to no more than a rounding error compared to General Motors Corp.'s $193 billion in annual sales. But when Chery announced a daunting plan to enter the crowded U.S. market by 2007, amid hints that its advertising budget might reach $225 million a year, GM took note. The auto giant threatened to sue, claiming Chery sounds too much like GM's Chevy. Chery in late September agreed to use a different nameplate when it comes to the U.S.

Chery may not make it. But a long list of Chinese carmakers may be ready to step in: Great Wall, Dong Feng, Guizho and others.

Nowhere is the push to push product more pronounced than at Lenovo Group, China's biggest maker of personal computers. A close look inside Lenovo's business shows how China's brand-name giants plan to take on the wider world. Combining leading edge technology, low-cost production, top-flight management methods and cutting edge marketing, they hope to get the job done.

Lenovo took two bold steps designed to put it on a world-class stage. Last year, it ponied up an estimated $75 million to become a top Olympic sponsor, on the same level as such giants as Visa, Coca-Cola and McDonald's. Then in May it paid $1.75 billion to buy the ThinkPad brand and the rest of the personal computer business from IBM Corp.

"China's brand history is very short," acknowledges Yang Yuanqing, who engineered the IBM deal late last year. "Maybe we need time to have several famous brands worldwide. Maybe Lenovo is the beginning of the trend."

Cultures take time to mesh

Now Yang and other executives on both sides of the Pacific Ocean must make the IBM merger work. That will mean tackling a challenging cross-cultural merger, keeping production costs low, introducing new technologies and introducing the Lenovo brand outside China--all while dueling for market share with entrenched giants Dell Computer Co. and Hewlett-Packard Co.

Yang notes that compromise will be key to any success.

For Lenovo, that has meant adopting English as the official language and moving the corporate headquarters to Purchase, N.Y., near IBM's corporate offices. Yang, 41, remains chairman of the company, but the chief executive is an American, former IBM sales executive Steve Ward, 50.

Lenovo's operational center of gravity remains at a sprawling campus on the outskirts of Beijing. The main office is a modern building with a large atrium. A large red banner hanging overhead harks to China's communist traditions, though the message is un-Maolike: "Celebrate the Home PC Summer Promotion--Big Win!"

Ward, in for one of his twice-monthly visits, holds a town hall-style meeting in a large auditorium while sales executives from China and the U.S. huddle nearby, discussing the Olympic sponsorship.

To plan the transition, Yang and Ward hired McKinsey & Co. Its survey of employees revealed culture clashes.

Responding to McKinsey, former IBM employees rated "work/life balance" as a key concern. Lenovo employees barely registered that concern.

The Chinese tended to manage many processes by gut and tradition. The IBM veterans place huge emphasis on measurable results.

"Everything is measurable," says Yi Min, director of training and culture, as if committing a new mantra to memory. "We develop a metric on how to do everything. This is very lacking in Chinese organizations."

George He, chief technology officer, said the culture ultimately will blend, to a point.

"They are all energetic," He says of the colleagues who came from IBM. "They want to dominate something. We dominate in China. For the last 10 years, our culture is very aggressive: Go higher, go higher. That won't change."

Indeed, some say Yang's brash and hard-driving management style already seems drawn from an old-school U.S. ethic. In 1993, a huge shortfall in sales threatened the existence of the company, then called Legend Group Ltd. Yang created a network of outside distributors and slashed the sales force to 18 from 100. He introduced performance measurements and publicly upbraided managers who fell short.

Yang treated employees so roughly that his twice-monthly staff meetings earned a derisive nickname: "Going to court."

A sense of demanding dissatisfaction seems to drive Yang even now.

"Our business will become better and better, but certainly, we have lots of things to do to fully integrate," he said.

Executive ranks diverse

Lenovo announced one major step on Friday. The company realigned its business and reflected the multi-ethnic flavor of its executive ranks. Fran O'Sullivan, an American IBM veteran, will run product development; Jun Liu, who is Chinese, will run procurement, and Ravi Marwaha, who is Indian, will run sales.

Results so far have been mixed. Profits rose 6 percent in Lenovo's first quarter as a combined entity, to $46 million, and sales climbed 7 percent. But that is not enough to satisfy CEO Ward.

"That's not the kind of growth we should be getting," Ward said. "The question is not can we get growth. It's can we grow market share?"

The Morgan Stanley brokerage firm in a report predicted profits of $221 million in 2006 on sales of $14 billion next year.

Ultimately, Lenovo's momentum will depend on the company's ability to build a strong marketing plan and, especially, to compete in the U.S.

"What we first need is the clarity of what is the company's strategy," said Deepak Advani, the India-born former IBM executive who now heads Lenovo's marketing. "What is this company all about? What is the essence of this company?"

Advani has a simple answer: "Innovation that matters."

Examples include a fingerprint reading security device in the new IBM ThinkPad, a boxy multimedia desktop computer that appeals to gamers, bloggers and the like, and a high-powered tablet computer. The company may even take fashion statements from China, such as an all-white laptop, and bring them to the U.S.

The marketing challenges will be significant. Lenovo will have to blend an IBM sales force that focused on corporate customers with a Lenovo cohort that sold largely to individuals, small businesses and other "transactional" buyers.

Lenovo will meet mainly with skepticism at first, said Victor Yuan, a Beijing-based marketing consultant. Even one of the apparent crown jewels of the deal, the IBM name, could prove to be a detriment.

"It's very hard for anyone to believe that Lenovo, a Chinese company, will provide the same quality as IBM," Yuan said. "Can you prove that IBM computers are as good as before? If you hurt the value of a high-end name, maybe your product will be worse off."

Advice: Drop IBM name fast

One key Lenovo partner, John Edwardson of computer discount retailer CDW Corp., wants Lenovo to emphasize its name as quickly as possible. After all, the deal with IBM requires Lenovo to stop using the IBM name after five years, so it makes little sense to keep building IBM's image.

"It's very important to break with the IBM name and have your own name, to move forward fast," said Edwardson, chairman of the Vernon Hills-based firm.

Edwardson is a new fan of the Lenovo brand. He first visited the company two years ago when it was still called Legend Group. He traveled to China to find a competitor to Dell Computer, which sells directly and does not use resellers such as CDW.

When Edwardson brought several Legend computers back to the U.S. for testing, he learned they were slow and did not have enough memory to compete, even at a cut-rate price.

That all changed when Edwardson returned to China early last winter, just before the renamed Lenovo Group announced its deal with IBM.

"I was amazed at what I saw, not only their main work stations, but the breadth of the line," he said.

CDW has become the world's biggest reseller of Lenovo's computers and has seen no disruptions except a slight downturn immediately after the deal.

One surprise new customer: The U.S. State Department just placed a major order for Lenovo computers, a sure sign that markets can sometimes cross political borders.

Sponsorship cost $75 million

Now Lenovo is on the verge of making a big splash in the U.S. It plans to use the 2006 Winter Olympics in Turin, Italy, to launch its U.S. marketing.

Lenovo took a calculated risk buying an Olympic sponsorship for an estimated $75 million. At the time, the company operated only in China. Plans to move outside of China were known only to Yang and a small circle of close associates.

But there was one clear business imperative: Lenovo needed to buy the sponsorship or risk losing the right to sponsor the 2008 summer games in Beijing.

"If we fail to be a top sponsor and someone else takes the computer category, then we are dead," said Xie Long, an executive in charge of the sponsorship.

But Lenovo had no experience with the Olympics. And its two top Olympic planners, Xie and Philippe Davy, had never worked on such a sponsorship. Xie had never attended the Games before Lenovo bought its sponsorship.

Lenovo has moved quickly to make up for the lack of experience. Davy has signed a deal with Visa to co-promote their sponsorship in 23 countries.

Lenovo also is providing computers to NBC, the Olympics broadcaster, and Davy hopes that might open the door to the network's corporate parent, General Electric.

CDW's Edwardson believes the Olympic sponsorship will be an important U.S. debut for Lenovo.

"A lot of people don't know about Lenovo and what will they do and what will they be," Edwardson said.

The Olympic sponsorship tells corporate customers that "this is a substantial company that we can do business with," he added.

Origins may not matter

Surprisingly enough, the world may be ready to buy from China.

At the Ogilvy chateau last year, the top Chinese executives who attended learned some pleasant news. According to a consumer survey conducted by Millward Brown, a sister company of Ogilvy, consumers in the United Kingdom, the U.S. and France are not put off by Chinese products.

Nearly half of respondents cared little about where products were made. More than half--nearly 75 percent in the U.S.--said a company's brand is the key buying decision. In technology categories, brand trumps country by an even greater margin, the research found.

The Chinese executives gathered at Chateau Touffou seemed ready to respond to consumer sentiment.

Two-thirds said they had a strategy for moving their brands outside of China. More than 60 percent stated plans to establish their brands independently, without acquiring or partnering with a foreign brand.

For most of the executives, the move outside of China was aimed at enhancing their corporate reputations. Revenues were only a secondary consideration, cited as the primary motivation by only 28 percent of respondents.

To Ogilvy's Wang, this low emphasis on revenues shows that Chinese firms face a steep learning curve.

"Chinese companies are building themselves into huge brands," Wang said. "But they still need to understand how a brand is built.

"A brand is what the customer is buying. If customers aren't buying the brand, you don't have a business."
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