Acknowledgements – Group Report of BSM Tianjin 2009

BUSINESS AND CULTURAL ANALYSIS OF PHONAK’S LATE ENTRY INTO CHINESE HEARING AID RETAIL MARKET.

LOU YUQIAO LIM WEI YUEN WAYNE SIMMENGKHUAN WOLFGANG KOEPPL

NANYANG BUSINESS SCHOOL 2009

Acknowledgements – Group Report of BSM Tianjin 2009

BUSINESS AND CULTURAL ANALYSIS OF PHONAK’S LATE ENTRY INTO CHINESE HEARING AID RETAIL MARKET.

Submitted by:

LOU YUQIAO LIM WEI YUEN WAYNE SIMMENGKHUAN WOLFGANG KOEPPL

Supervisor: ASSOCIATE PROFESSOR OLEXANDER CHERNYSHENKO

MBA DISSERTATION THROUGH BUSINESS STUDY MISSION Submitted in partial fulfillment of the requirements for the degree of Master of Business Administration in the Nanyang Business School Nanyang Technological University 2009

Acknowledgements – Group Report of BSM Tianjin 2009

ACKNOWLEDGEMENTS We would like to take this opportunity to express our sincere gratitude to our thesis supervisor, Associate Professor Olexander Chernyshenko, for his valuable guidance, advice and support throughout the course of Business Study Mission to Tianjin & Caofeidian, China.

We would also like to thank Mr Marc Roth, Mr Neil Wang and Ms Li Xueli from Phonak/i-Hear, for giving us an opportunity to visit i-Hear shop in Tianjin and to share with us much detailed information pertaining to the business operation of Phonak/i-Hear in China.

We would also like to extend our gratitude to all academic staff thatwere involved in this course, especially to the course coordinator, Associate Professor Ng Kok Yee. Their informative

lectures and experienced thoughts provide us great helps in developing our cultural intelligence.

Last but not least, we would like to thank Professor Chen Shaoxiang, Associate Professor Wu Yuan and Ms Lindsay Tan, for their great efforts and comprehensive logistics arrangement. Without them, the Business Study Mission to Tianjin & Caofeidian, China would not be so successful.

Contents – Group Report of BSM Tianjin 2009 CONTENTS 1 1.1 1.2 2 2.1 2.1.1 2.1.2 2.1.3 2.1.4 2.1.5 2.2 2.2.1 2.2.2 2.3 2.3.1 2.3.2 2.3.3 2.3.4 2.3.5 3 3.1 3.2 3.3 4 4.1 4.2 4.2.1 4.2.2 5 5.1 6 7 CHAPTER 1: INTRODUCTION Objective of Study Motivation of Study CHAPTER 2: BACKGROUND ON CHINA Cultural Universals The Economic System The Marriage and Family System The Educational System The Social Control System (Legal & Political) The Supernatural Belief System Communication Verbal Language Non-Verbal Language Cultural Values The Individual-Collective Dimension The Equality-Hierarchy Dimension The Tough-Tender Dimension The Uncertainty-Avoidance Dimension The Time Dimension CHAPTER 3: PHONAK: SECONDARY CASE ANALYSIS Background Anticipated Business & Cultural Challenges for Phonak in Tianjin Strategies CHAPTER 4: PHONAK: PRIMARY CASE ANALYSIS Interview Strategy Findings Verification of Challenges and Strategies New Challenges and Strategies CHAPTER 5: LESSONS LEARNED AND RECOMMENDATIONS Lessons Learned & Recommendations REFERENCES APPENDICES Appendix A: BSM Proposal Appendix B: Search Assignment Appendix C: Interview Protocol & Transcripts Appendix D:

BSM Trip Presentation Slides

3 3 3 6 6 6 8 9 10 11 12 12 14 15 16 16 17 18 19 20 20 23 28 32 32 35 35 39 42 42 48

1

Abstract – Group Report of BSM Tianjin 2009 ABSTRACT In the past decade, we have seen China grow from an inconsequential trading partner into a financial behemoth, now threatening to dominate the global economy for the next decade. Many companies have bled red from investments into China, even global household names Volvo and Dell. So how can companies succeed in China?

In this paper, we will examine Phonak, a latecomer to the hearing aid market in China, but also one of the top three hearing aid companies in the world. We will interview the former retail director, a senior manager in China, and branch staff in Tianjin, alongside information from secondary research to understand how Phonak has performed in China.

Phonak’s business in China is its only business amongst 88 countries that is making a loss. It faces many challenges, such as a poor business and marketing strategy, and has to close down many of its shops to stem its losses. Its decision to distribute products at lower margins through dealers has probably resulted in the sacrifice of its chain of i-Hear shops, in an effort to stem the losses. Human resource, cultural and other issues have not helped its cause.

In the final part of the paper, we will describe the positive steps, which have already been taken, and also our recommendations to turn the business around. We have found that as much as relationships or ‘guanxi’ is important,

it is even more critical that business fundamentals are important to succeed in China and finding the right product for the right market needs careful consideration especially when the demographics are so different, across a wide expanse of land we call China.
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1 CHAPTER 1: INTRODUCTION

CHAPTER 1 INTRODUCTION 1.1 Objective of Study The main purpose of this business study mission is to analyse business operations of a foreign company operating in Tianjin, China. (For our group, the target company is Phonak/i-Hear retail shop in Tianjin). In doing so, we would pay particular attention to the challenges that foreign businesses face and the strategies they enact to overcome them. The field visits and on-site interviews could provide us the first-hand experiences to feel and understand the current development and challenges in China. The direct interaction with local Chinese during the trip could also help us to practice and verify the knowledge and theories about culture intelligence learned in class so that to further improve our CQ.

The huge market and the abundant talents are the two main reasons drive thousands of foreign companies to go into China. However, successful marketing strategies and HR management policies adopted in other countries may not necessarily work in China because of cultural differences. Therefore, the key issues that our group chooses to explore are as follows: i) How can a foreign company market their products/services in China successfully? ii)

How can a foreign company manage the local Chinese employees efficiently and effectively?

1.2 Motivation of Study There are three tiers of motivations encourage us to embark on this business study
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Chapter 1 – Group Report of BSM Tianjin 2009 mission to Tianjin, China. Firstly, China has shown tremendous growth over 30 years of reform and opening and is rapidly becoming one of major economic powers in the world. Getting a first hand experience with a foreign business operating in China would be very important and valuable to any MBA student, as it is hard to imagine that a business of the future that does not have an exposure to China.

Tianjin, a municipality directly under China Central Government, located at the frontier of Bohai economic circle, provides us an excellent window to observe and study the modern China as well as the foreign businesses operating there. It is even more encouraging for Singaporean students by considering the recent agreement signed between China and Singapore government to develop an eco-city in Tianjin. Therefore, we should take the opportunity of this BSM to make us be well prepared and be ready to capture any possible business opportunities there in the near future.

Secondly, the reason that we choose Phonak/i-Hear in China is because that it is an interesting case to study in the context of the course that is focused on Cultural Intelligence. Phonak is a world leading Swiss company in its industry and it has been operating for a long time in China. However, according to Phonak’s

former retail director Mr. Marc Roth as well as the retail country manager Mr. Neil Wang, among Phonak’s global operations, China is the only unprofitable one, though the market share of Phonak’s products in China has been increasing in recent years. The company has encountered an array of challenges, such as high staff turnover rates, ineffective incentive policies, difficulties in adoption of special marketing strategy to suit local Chinese market, etc. Some of these problems are actually quite common and typical for foreign companies having businesses in China, yet others are specific to Phonak as
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Chapter 1 – Group Report of BSM Tianjin 2009 it has a strong corporate culture. Understanding these issues in depth and providing some constructive recommendations for improvements is one of the main goals of this study mission.

Lastly, this overseas study mission provides us a good opportunity to enhance our cultural intelligence thru direct interaction with local Chinese as well as foreigners whom are working in China. During the site visits and network dinners, we would apply and verify the CQ-knowledge learned through talking to people with different cultural background. The field interview at Phonak/i-Hear shop in Tianjin also gives us a chance to practice many CQ-strategies learned in-class (e.g., planning and checking). Furthermore, the whole experience of this study trip would increase our CQ-drive/motivation and improve our CQ-behaviour, and we truly believe that all these personal development will benefit us

significantly in future.

This paper first outlines the cultural specifics of China and the business environment there. It then analyzes the economic and competitive environment of our research company Phonak and details the company’s main challenges as determined by secondary research. Chapter 4 then reports the results of our interviews and verifies, whether the challenges anticipated are truly important for Phonak. The paper then concludes by outlining our recommendations for Phonak in its retail business in China.
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2 CHAPTER 2: BACKGROUND ON CHINA

CHAPTER 2 BACKGROUND ON CHINA 2.1 Cultural Universals It is not surprising for a country inhabiting 1.335 billion people and covering an area of 9,561,000 square kilometres to have much diversity in any respect. While 55 minority ethnical groups exist, we will in the following concentrate on the culture of the largest ethnic group worldwide, the Han Chinese as they represent around 91.5% (Central Intelligence Agency, 2009)of the population and are dominating the Bohai area, where we are doing our study. Cultural beliefs and habits of this group have been largely influence by Confucianism (Lin, SiMA, & GU, 1938), Taoism (Tzu & Lau, 1963)Marxism (Engels, 1848)and recently also Capitalism.

2.1.1 The Economic System China is a very interesting and special economic case as it does consist of two economic systems. The special administrative regions Hong Kong and Macauare capitalist economies, while the rest of China is “Socialism

with Chinese Characteristics”. Mainland China. Our focus on the second type as Phonak is active mostly in

In a major turn of policy, the then leader Deng Xiaoping opened up the country from 1978 and thus also laid the base for the current economic system (Xiaoping, 1979, 1984). While Marxist ideals as equal distribution are still the basic intention of the ruling Communist Party, it uses pragmatic policies to achieve the intended increase in productivity. Within China, there are many different economic areas with Special Economic zones being the ones with the most open economies. Tianjin, home
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Chapter 2 – Group Report of BSM Tianjin 2009 of the shop we are going to visit, has been opened for foreign investments in 1984 and soon afterwards the whole area around has been promoted to an open economic zone. This meant an introduction of tax incentives for investments and a wider freedom of international trade. Tianjin however did not develop as fast as other areas like Shanghai. The currently ongoing major transformation process was pushed by the last five-year plan of China, which named the Bohai region as the focus area regarding economic development (Minglin, 2009).

Although involvement has been reduced in recent years, the state is still playing a dominant role as an active player and regulator in many industries. Investments in the country can usually not been made without cooperation with the administration. This enables the political leaders to steer the country and they have in the last two decades been

very successful in generating growth, preventing overheating of the economy and providing stimulus in challenging times.

Going forward, China intends to continue its growth, to reduce its reliance on producing industry by pushing research intensive industries and services and to further encourage private initiative by providing a liberal market environment (Jintao 2007).

Phonak has also a strong need for dealing with government agencies as many governmental organizations like hospitals are customers or at least referrers. Success for a shop is thus much dependent on successful adjustment to local market conditions, which has been successfully done in Tianjin. It is one of the largest and most successful shops in China.
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Chapter 2 – Group Report of BSM Tianjin 2009 2.1.2 The Marriage and Family System Same as most of the countries, China is practicing monogamy as well. In general, “Men Dang Hu Dui” (in Chinese), means to be well marched in social and economic status, is an important principle followed by the most of Chinese people when looking for partner for marriage. However, female normally prefers to marry a male whom has better education and higher income than she has. Compare to the married women in the most of Asian counties, wives in China have a higher status and more rights in their families. Of course, China is big; the situations may vary significantly. There is a huge difference between urban area and rural area. Poorer the area, lower the family status females have.

The family plays a core role in

China, traditionally being more important than the state (Jrank, 2009). Confucianism is the most important influence to the marriage and family system. It defines a clear hierarchy within the family. Though modern Chinese may not perceive this, Confucianism is still the foundation of Chinese culture and affects people’s behaviour in all aspects. Communist Policies, the urbanization of the population and increased wealth have modified by not eliminated the traditional family system (Tsui, 1992). The single most important policy is the “Family Planning” (Information Office of the State Council Of the People's Republic of China, 1995)which was started in 1979. Faced with a population explosion, China encouraged to have only one child and punished families with more children unless one of the exceptions applied. The policy was successful in preventing further population explosion but also changed the family system. The single child often receives all the attention of the parents and has now often a more powerful position than in traditional large Chinese families.
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Having a growing silver generation in China, the market potential for hearing aids (Phonak’s main product) is increasing dramatically. However, traditional Chinese elderly normally think that hearing loss is a natural thing when people are getting old and they do not really perceive that the hearing aids are necessary. Also in general, the elder generation in China have very limited income after retirement, so that

expensive hearing aids sold by Phonak may not be affordable to them. Interestingly, it is their grown children who normally the ones buying hearing aids for them. But after having a one-child policy for over 30 years, increasingly in China, two married adults have to take care of parents of both sides so the amount of disposable income is greatly reduced.

2.1.3 The Educational System Education in China is currently secured by the state, with 9 years being compulsory for every child. The enrolment ratio for primary school has risen to around 99 % in recent years (Department of Planning Ministry of Education, 2003). While primary school (6 to 12 years) and middle school (12 to 15 years) are compulsory and free, tuition fee needs to be paid for high school education as well as university education. A wide range of scholarships are however available for excellent students. A nationwide selection exam ranks the candidates and enables only the top-ranked to go to the prestigious universities. In total, over 2000 universities teaching 6 million students are currently present in China. In order to push technology and other knowledge services, China is currently heavily extending its higher education offers. (Broitman, 2003) Tianjin has three national and sixteen municipal universities. The most prestigious is “Tianjin University”, ranked number nine within China by
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Chapter 2 – Group Report of BSM Tianjin 2009 Asiaweek(Asiaweek, 2000). It has been together with the “Tianjin Medical University” also been selected for the Chinese

211 project, which aims to internationally establish an elite set of around 100 universities.

The current system provides fair chances for most Chinese. Some limitations however are notable. First, many remote areas are not well enough equipped yet with middle and high education institute. Second, many of the older generation have not taken advantage of a good education system and frequently are illiterate(United Nations Development Programm, 2008). This is particularly relevant for Phonak when dealing with older people, who might not be able to read instruction materials.

2.1.4 The Social Control System (Legal & Political) The Chinese Social Control System is based on the principle of the protection of the society and not the individual. Traditionally, the social control system emphasizes self-discipline and subordination to the family and to the State. Believing that humans are basically good, law was only there for the few negative outliers. The Society is defining standards; members learn them and behave as expected.

Families or other social groups steer individual behaviour. Wrongdoers feel shame rather guilt like in western societies. Various forces influence the creation of core values for the society. Some claim that the central government and the Communist party is a major one of them (Shaw, 1996).

The legal system of China is a mix of Traditional Chinese, Western (particularly German) and Soviet influences. A hierarchical system of over 3,000 People’s courts
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Tianjin 2009 and over 20,000 people’s tribunals are responsible for judgement. A strong police force helps implementing the law (Guo, 2002). Although China has been criticised for inconsistencies within the jurisdiction and political influence in the decisions, its general legal environment has been clearly improving (Munro, 2006).

2.1.5 The Supernatural Belief System As in most other countries, religion is playing an important role in China. Outlawed during the Cultural Revolution in 1966, it is now permitted. Taoism and Buddhism are the major religions, which are also seen as part of the Chinese culture by the government. Islam, Christianity and Hinduism are the three additionally permitted religions (Embassy of the Peoples Republic of China in the United States of America, 1997). Officially declaring to be part of these minority religious groups can however be disadvantageous when applying for government positions and a hindrance when intending to join the Communist Party.

Apart from religion, Chinese have supernatural beliefs and superstitions. Black colour is for example seen negatively and should not be worn at joyful occasions. Red is on contrary the colour of luck. Watches and books should not be given as presents. Chinese usually favours even numbers, with 8 being the luckiest number. Presents are often given in even numbers, particular frequently pairs of goods. The exception to this rule is the number 4, which is associated with death (BBC Online, 2004). The Chinese horoscope also plays an important role. 12 animals

combined with Yin or Yang and the element form the profile for a person. The horoscope has particular importance for evaluating the fit before marriages and in family planning with an apparent increase in birth rates in favourable years.
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All these specialities are important particularly for the expatriates designing core strategies and also marketing campaigns. Special offers should for example bundle two products and not three.

Much business is decided by governmental organizations. As we have heart in the guest lecture from Mr. Keh Chang NGOH, building “guanxi” with the important persons there and offering small presents is essential for managers in China. Knowing these believes help selecting the right number of proper items.

2.2 Communication Various concepts play a role in verbal and non-verbal communication, the concept of “lian” (face) being the strongest and most powerful one (Gao, 2006). One can give lian for example by flattering in public and save face by not formulating criticism in public. Embarrassing somebody or inappropriate body language however damages both the face of the opposite person as well as the one who behaved inappropriately. This often disrupts relations permanently to an extent that no working business relation is possible anymore. This is also a major source in miscommunication as many Western managers have a very direct style.

2.2.1 Verbal Language As expected for a populous country like China, many different languages, dialects

and accents exist. While Tibetan, Mongolian and other minority languages are spoken by a significant number of inhabitants, dialects part of the “Chinese language” family vastly dominate. Chinese utilizes a pictogram based script language. This single
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Chapter 2 – Group Report of BSM Tianjin 2009 writing system (Simplified Chinese) enables Phonak to create uniform printed material. The spoken language however differs strongly.

The officially spoken language in most parts of China is Putonghua, also often called Mandarin. It is the native dialect of around 715 million Chinese and also called “Northern” as it is the dialect spoken there (DeFrancis, 1984). Jiangsu-Zhejiang (Wu) is the language of the area around Phonak’s Chinese headquarter in Shanghai and is spoken by around 85 million. Cantonese (Yue), the dialect around Hong Kong and Shenzhen is native to 50 million inhabitants, closely followed by Hunan (Xiang). Hakka, Northern and Southern Min and Jiangxi (Gan) are four dialects of Southeast China and account together for around 100 million speakers.

While the classification dialect is frequently used, Western observers would rather classify it as languages. People native to different dialects are not able to communicate verbally. Many non-native Putonghua speakers however learn it as a second language. It is also mostly used when communicating between the various Phonak shops.

Besides Chinese, English is playing an important role since being introduced in college entrance exams in 1980. More Chinese people

learn English than native English speakers exist worldwide. In communication with its employees however, Phonak cannot rely on English only as verbal abilities are often lacking (Shaobin, 2002). While the Economist argued in 2007 that learning Chinese is not necessary for Western managers (The Economist, 2007), we disagree and see some Chinese knowledge to be essential for the Swiss people in China. It is however challenging as various dialects and accents are spoken in the cities with Phonak shops. Knowing
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Chapter 2 – Group Report of BSM Tianjin 2009 some basics shows respect, impresses Chinese people and also enables one to understand the Chinese culture better. This also enhanced understanding in English as Chinese communication patterns get known. “No” is for example hardly used as it is considered rude and damages the face of the counterpart. This is one of many clear indications of a high-context characteristic of the Chinese culture. Chinese is often spoken quite emotionally and loud, therefore restaurants often have separate rooms for accommodating groups.

Chinese are very polite and avoid controversies. While indirect in controversial conversations, they are surprisingly direct in other topics like salary or the price of a gift. Salary negotiations at Phonak are for example discussed more directly than in many Western offices.

Chinese also have good sense of humour and usually like to joke. They are hard to understand for foreigners however as Chinese jokes are often playing with the language. Proverbs

are important and many are written on signs or used in texts. Wise man like Confucius are often quoted and could be also utilized in the communication materials of Phonak. Topic-wise, Chinese are usually very open and discuss family and other private topics when chitchatting with business partners. However talking about politics is sensitive and criticizing a culture or a political movement a taboo unless you have a close relationship. The Western managers of Phonak should respect these barriers.

2.2.2 Non-Verbal Language
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Chapter 2 – Group Report of BSM Tianjin 2009 Chinese usually greet by shaking hands and/or a slight bow but without intimate contact. The Swiss representatives should therefore refrain from greeting with three kisses, as it is common in their home country. Business cards are handed over using two hands already right in the beginning of a meeting. Building “guanxi” (good personal relation) is essential for any contact in China. The strength of the “guanxi” also decides on the physical distance Chinese kept (Cadsby et al., 2008). Generally the personal and social distances are closer compared to Western countries. Foreigners might thus interpret social distance as personal distance.

Eye contact is common in China, tough starring is uncommon. Permanent eye contact is not expected in conversations. Besides having these conventions in mind, Western Phonak managers should also refrain from pointing with the index finger but use the whole hand. Misunderstanding between Chinese and Western employees

has been appearing frequently, often because of non-verbal behaviour.

2.3 Cultural Values Confucius once said, “Human beings draw close to one another by their common nature, but habits and customers keep them apart”. With the development of globalization, and China’s growing economic strength, intercultural contact between the rest of the world and China is becoming increasingly pervasive, however the values and behaviours of the Chinese people may not be easily understandable or acceptable in another culture. A brief background on the Chinese culture based on five different dimensions in terms of Individual-Collective, Equality-Hierarchy, Tough-Tender, Uncertainty-Avoidance and Time is described to give a quick feel of
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Chapter 2 – Group Report of BSM Tianjin 2009 the values and behaviour of the Chinese people and how these would affect Phonak in China.

2.3.1 The Individual-Collective Dimension In general, the Chinese are a collective society with a need for group affiliation, whether to their family, school, work group, or country. In order to maintain a sense of harmony, they will act with decorum at all times and will not do anything to cause someone else public embarrassment. They are willing to subjugate their own feelings for the good of the group. This is often observed by the use of silence in very structured meetings. If someone disagrees with what another person says, rather than disagree publicly, the person will remain quiet. This gives face to the other person, while speaking up would make both 

parties lose face.

Also, being members of a collectivistic culture, Chinese employees would tend to focus on the needs of various group they belong to which is make them more willing to share what know with other member of the same group while they might stay away from sharing knowledge with someone considered to be part of an out-group. As good communications culture is essential in ensuring smooth information flow between the various levels of divisions or departments in Phonak, the management needs to be wary of possible in-groups within the company and would try to minimise any adverse effects of such in-groups on the communication of information.

2.3.2 The Equality-Hierarchy Dimension The Chinese people pursue equality while acknowledging hierarchy. Confucius stressed “distributing wealth equally”, but he also emphasized that if there is a society,
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Chapter 2 – Group Report of BSM Tianjin 2009 there must be a hierarchy. The Chinese people believe that for a society to function properly, there must be various social roles with different social responsibilities and duties, and occupying different social positions. For example, in a meeting, Chinese would enter the meeting room in hierarchical order. In the Chinese eyes, there is big difference between young and older business people. Chinese do treat older people or people who had a higher position in society with more respect and it is also appropriate to seat their partners across from someone of a similar level. With this understanding, Phonak would be able

to implement the concept of intercultural communication in their business strategies while dealing with the Chinese, and avoids any unnecessary misunderstanding of being seen as disrespectful if a junior Phonak employee was actually asked to discuss issues with external people who happened to be more elderly.

2.3.3 The Tough-Tender Dimension China has made enormous progress towards gender equality. China has achieved greater female participation in the workplace than have many other countries. Women currently comprise 46% of the total workforce, up from 44% in 1982 (Zuckerman, et al., 2000) Chinese women received 80% of the pay Chinese men received in the rural industrial sector and 88% of men’s pay in the state sector. It is now legitimate for women to undertake careers in virtually all walks of life. Most indicators – economic status, health, education, and political participation – show that women’s status has for the most part increased. The transition to a market economy in China is adding new complexities to the process of liberating Chinese women. Encouraging signs include the growing engagement of civil society in the public debate, as well the fact that woman comprise about 40% of the newly self-employed and more than a third of
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opportunities to take charge of their economic and social lives, Phonak would adopt a HR policy that is in line with this rising trend, avoiding discrimination

against female Chinese employees.

2.3.4 The Uncertainty-Avoidance Dimension The Chinese people are traditionally moderate scoring in uncertainty avoidance (Hofstede, 2005), which means they have moderate tolerance for uncertainty and ambiguity. For example, this characteristic could be seen in terms how the Chinese view job security. The Chinese people generally fear losing their job, and hence the term “iron rice bowl” commonly used by Chinese to mean they could never lose the job because the job is just like iron; can never be easily broken. Hence Phonak needs to understand that due to the fear of losing their job, Chinese people would work hard and obey the company’s rule and pay attention to relationships within peers, promote peace and loathe unnecessary disputes. As the Chinese core principle is to restrict escalation of dispute issues, most Phonak Chinese employees would likely be reluctant to increase the conflict with the management. On the flip side, Phonak management may have to be wary of Chinese employees’ tendency to appear busy working in order to ensure their job security and would not constructively raise or highlight important issues that are worth bringing to the attention of the management.

On the other hand, Chinese people have shown their curiosity about new ideas and improving their quality of life, opening to learn about new products and using new marketing channels. China’s dramatic development in the last 30 years has opened up the Western world and incorporated Western concepts of living and 

working. Hence,
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Chapter 2 – Group Report of BSM Tianjin 2009 in learning new products, the Chinese would have a low uncertainty avoidance compared to the job security aspect. Hence, if Phonak was able to implement the concept of intercultural communication in their marketing strategies, then the company would be able to send understandable message to the Chinese consumers, achieving better brand awareness, higher brand loyalty and ultimately an increase in Phonak’s sales.

2.3.5 The Time Dimension The time dimension for Chinese has two orientations: past-time orientation and continuity. This implies that for Chinese, once a relation is established it is hard to break and once a relation is broken, it is very difficult to re-establish.

Continuity indicates that Chinese people are long-term oriented. Once “guanxi” is established, both parties will try their best to keep this relationship by reciprocating benefits. Compromise is found to be the preferred solution by Chinese to an unsettled conflict. Future business opportunities are strongly dependent on such business

relationship. As relationships have been regarded as one of the pillars of Chinese management styles, Phonak would reap the benefits of establishing a long-term relationship with its suppliers and buyers. Phonak needs to put emphasis on such long-term relationships, and essentially develop trust, which is considered as a critical component of network in China.
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3 CHAPTER 3: PHONAK: SECONDARY CASE

ANALYSIS

CHAPTER 3 PHONAK: SECONDARY CASE ANALYSIS 3.1 Background Located in Stafa Switzerland, the Phonak Group was founded in 1961 by a French and Belgian group of investors. It specializes in the design, development, production and worldwide distribution of technologically advanced wireless and hearing systems. The company renamed to Sonova in 2007 and is listed under this name in the Swiss stock exchange. Products are still branded with Phonak and “Sonova” is usually not visible to the customer. Operating in 95 countries, Sonova employs 5300 people worldwide and had revenue of CHF 1.25 billion (SGD 1.68b) in 2008/09. This makes it one of top three manufacturers of hearing aid systems in the world with an estimated market share of over 20% (Sonova, 2008, 2009a). As the name “Sonova” is not visible on the Chinese market, we are utilizing “Phonak” throughout the rest of the paper when referring to the company.

The Hearing Aid Market The hearing aid market is one with a high pace. As shown in FIGURE 3-1, nearly two thirds of Phonak’s products sold are based on platforms not older than two years.
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Chapter 3 – Group Report of BSM Tianjin 2009 FIGURE3-1 Age of Device Platforms in Percentage of Sales 08/09

38% 

34% 

 2years 

Data from Sonova Annual Report 08/09 (Sonova, 2009a) Hearing aids advocates also forecast much change in the demand and high market growth. Hearing Central LLC claimed in 2008 (Kotchkin, 2008), that approximately 10% of all people would require hearing aids, out of which only 25% actually

use it. The main reasons for the relatively low usage are lack of knowledge, high costs and stigma associated with using the devices. According to the Semi-Annual Hearing Aid Market Survey in 2008 by Dr. Sergei Kotchkin (Kotchkin, 2008), the market for hearing aids in the USA set to grow steadily as “Baby Boomers with prior loud listening habits and subsequent hearing loss will accelerate this market by 2010”, and concludes that there will be a market for about 60 million new users by 2015. Despite these optimistic projections, the current actual growth of the global market is only around 2% (Sonova, 2009a). In 2008, some countries even experience a declining trend (US: -6.8%) but others high growth (China: +20 %). These inconsistencies are probably caused by the recent economic crisis, which greatly diminished purchasing power of many elderly around the world.

The Chinese Market Comparing to Western countries, the Asian market and in particular the Chinese one 21

Chapter 3 – Group Report of BSM Tianjin 2009 are highly underdeveloped. The current market for hearing aids in whole Asia has been named by Phonak as being only 1.3 million units. Around 240,000 units have been sold in China in 2008. Sonova CEO Chapero expects much growth and considers the “Chinese hearing aids market as brutally underdeveloped” (Einhorn, 2007). The Chinese market is currently split in accordance to product cost: high-end products (over RMB 5,000), mid-range products (around RMB 3,000), low-end products (around RMB 1,000) and Budget Class

(often only RMB 200). Competitive Situation in the Hearing Aid Market Phonak is one of the Top 3 players in the hearing aid market worldwide. The other two are Danish William Demant and the German industry giant Siemens. Other players with more than 5% global market share are Danish GN Resound, US based Starkey and Danish Witex(Vaidya, 2008). Phonak’s Situation in China Phonak’s entry into China began in 2003 with the founding of Unitron Hearing (Suzhou) Co., Ltd. This was a very late market entry compared to its global competitors Siemens and GN Resound. A variety of local players also existed already, some of them selling own brands, some imitations of the global brands.

Phonak has been targeting the top ends of the markets and competing there against its global competitors. Siemens and GN Resound have however been also targeting low-end products. Budget class is provided by local competition only. Not only Phonak, but also all its global competitors are putting much hope into the Chinese market. So far it is Siemens, who leads in the market.
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Chapter 3 – Group Report of BSM Tianjin 2009 Due to the late entry, Phonak tried to expand fast and started selling through various agents. In April 2004, Phonak acquired the former agents of Phonak and Unitron in China, and merged the 2 businesses together in the same year. This led to a two-fold distribution strategy: First through various independent agents and second through own shops (These shops were named “i-Hear”). Unfortunately, this twodistribution strategy did not

work well. Prices given to independent agents were much lower than those at i-Hear shops, which severely impacted retail shops’ revenue and margins. On the other hand, i-Hear has been also selling products of the competitor GN Resound, effectively diluting the main Phonak brand. As a consequence, China operations incurred losses and, at that time, was the only non-performing for Phonak operations. Drastic measures have been then introduced to limit loses and 19 of the 25 i-Hear outlets were shut down. Out of the six shops left, the Tianjin shop is one of the most successful and, thus, presents an excellent case study value.

Note that Phonak has also a production facility in Suzhou, which produces around 30% of all worldwide sold products. In this dissertation, however, we focus mainly on its struggling retailing business as it provides valuable insights to other companies targeting Chinese market. 3.2 Anticipated Business & Cultural Challenges for Phonak in Tianjin Phonak is a prime example of a Western company that has been attracted by the hugemarket potential of China. It has succeeded in its production business, but faced major obstacles on the retail side. We anticipate that the challenges are very similar to the ones stated by the Chinese Business Solutions Ltd in 2006(China Business Solutions, 2006). First we assume arising language and culture barriers between Swiss and Chinese. Second, we think the relatively weak protection of Intellectual Property
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for a high tech enterprise like Phonak, with copycats threatening the ability to charge a sufficient margin on the market. Third, the competition from domestic competitors is intense. Fourth, dealing with the Chinese administration might pose significant challenges. Fifth, the challenge to recruit and retain talent is likely to be a core issue for the retail shops of Phonak. Language and Cultural barriers From our own personal experiences, people from China tend to be more comfortable using the Chinese language (Putonghua) and they do use Putonghua to communicate at all levels, whether socially or in business. Systems, client data, names, etc. are all in Mandarin and there is sometimes no English translation for names. The people in Switzerland and foreigners who wish to communicate with the staff in China will need to understand that and adapt accordingly.

Contrasting the culture between the Swiss and Chinese culture, people from both cultures tend to remain quiet in the presence of authority and even when they disagree with the decisions made by people more senior to them. This probably reflects the similarity in the Individual-Collective dimension as well as the Equality-Hierarchy dimension. You will find that both groups of people tend use lunchtime as a social period to build relationships and take a break at the same time. Yet, this is where similarities seem to end and the difference listed below present great challenges for retail operations managed by Swiss but operated by Chinese.

In Swiss culture, it is a norm

for people to express themselves in a direct and open way. People often start their sentence with “From my perspective…” On the contrary, in Chinese culture, people tend to express themselves in a more indirect way. People
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Chapter 3 – Group Report of BSM Tianjin 2009 use sentences like “I think my opinion is not completely correct but maybe…” This doesn’t mean that Chinese people are not sure what they are talking about. It means that they welcome different points or view. Chinese tend to use the words ‘I think’ and maybe a lot sometimes to indicate disagreement and an alternative point of view. This could lead to misunderstanding and inability to detect dissonance in an environment, if not understood completely. This is a relative difference in uncertainty avoidance dimension between both cultures.

There is a famous saying in Chinese: “Talk less, do more.” This well reflects the appreciated value in Chinese culture, especially in a working enjoinment. Even when you don’t know about something or not sure about something, you try to figure things our first yourself before you approach other people for help. But in Swiss culture, asking when not knowing is common practice. Knowing when to ask, how to ask are very important. This helps a lot in dealing with different aspects of business and working in China.

In the working environment and in society there is a marked difference in working style. The Swiss tend to be rule based and work within generally accepted principles and procedures. The Chinese on the other

hand, tend to be quite happy with a general understanding of the rules and principles and work outside of it. There is a larger grey area that the Chinese work within and allow to co-exist with the rules and procedures.

As mentioned in earlier sections, building ‘guanxi’ is essential to doing business in China. This is different from Swiss culture where business dealings are more transparent and rule-based. Often, you need the right contacts, relationships and
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Chapter 3 – Group Report of BSM Tianjin 2009 favours to do well in China. It must be distinguished that ‘guanxi’ when practiced in a negative way, could be related to corruption as we will discuss further down, but ‘guanxi’ when practiced positively can mean long lasting and loyal business relationships as espoused by Professor Hong Hai during his East Asian Cultural and Management practices lectures.

An example would be Robert Kuok, where it is believed that Malaysian tycoon who helped China with funding without expectation for any sort of return of favour in the 70s. The strength of the relationships he built when helping China subsequently came in useful where he coincidentally got choice plots of land for his Shangri-la chain of hotels in China. Of course, none of that is documented in any form, nor is there any evidence to prove the relationship. Weak Intellectual Property Rights Environment The US Department of Commerce does describe the Intellectual Property Protection in China as follows(International Trade Administration, 2003) stronger statutory

protection, China continues to be a haven for counterfeiters and pirates. According to one copyright industry association, the piracy rate remains one of the highest in the world (over 90 percent) and U.S. companies lose over one billion dollar in legitimate business each year to piracy.”

Clearly, protection standards of Western countries are not yet achieved in China. We assume that this poses a substantial threat for Phonak. Much research is the base for its success. Many local players are taking the products of the global players as templates. Phonak is not able to succeed against copies of its own products and thus the challenge lies in preventing copying as much as possible.
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Intense Competition from Domestic Competitors Many Chinese are experienced in manufacturing even very sophisticated technical products. We know from conversation with Phonak that many local players exist in the hearing aid market. Most local players are covering the lower end of the market, so they have very low development and manufacturing costs. While separate budget players are relatively harmless for Phonak, imitation products and fake ones are an issue. They put pressure on Phonak’s prices. As they are usually of less quality, they also may damage its reputation if the customers are unable to distinguish between the original and the fake product. The challenge for Phonak is to distinguish from its local competitors in a way so that its margin is satisfying.

Administration & Red-tape,

Corruption Minxin Pei, Director at Carnegie Endowment, a think-tank advocating international peace, created a report on the corruption in China and states that corruption is the number one political challenge and social problem. We also assume that bribes are regularly asked from Phonak in exchange for improvement for its business environment (i.e., lease of prime retail space).

Besides the criminal side of the administration, there is also a very important ethical one. As the administration is often largely involved in business, having good contacts is essential. This is particularly true for Phonak as it is selling in the medical sector, one with much governmental regulation and influence.

Difficulty to Recruit and Retain Quality Local Staff In 2006, Antal International, a recruitment firm, wrote about the key issues for the war
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The results does not surprise us as China is starting from a low base and its GDP per capita has been rising very quickly in the last decade, doubling in a short time frame from 2001 to 2006 (Chinability, 2008). Talent development however is largely not able to catch up with the economic developments.

Also, the well-documented growth in the number of firms going into

China was always going to require a lot more senior and middle level managers than there was in the market. As a result, we believe companies have little choice but to hire less than qualified (less experienced) people. Phonak requires good managers, who are able to deal with both, the Chinese and the Western culture. Furthermore, sales people in the shops also need to be well trained and customer focused. Finding and retaining those people is, we assume, a true challenge for Phonak.

3.3 Strategies As we have found through our discussions with the senior management from Switzerland, various strategies have already been implemented to overcome above listed challenges. The management team is comprisedof both Swiss and Chinese. In the concrete case of the i-Hear shops, the country manager of Phonak is Swiss, the shop manager and its team is Chinese. The key person in between is the i-Hear country manager Neil Wang, who is Chinese, but has a very good grasp of English
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Some of the strategies did not work. In a real case mentioned to us by the company, it became increasingly difficult to motivate the sales staff when the Swiss management removed the commission

element of compensation and switched to a higher base rate pay. The Chinese would not be motivated to sell more, even though that strategy worked well in Switzerland and other European countries.

We feel from our preliminary research and talk that Phonak should also give more autonomy to the local management team to allow more deviation from Phonak’s corporate cultures and style of management. As long as it did not interfere with the overall objectives of the company, this should not be a major issue. This would enable the development of a strong local Phonak culture, which would mostly help the firm to retain and motivate staff.

Dealing with the Intellectual Property Issues is a tough challenge for Phonak. It requires keeping technology novelties secret until they areintroduced in the market. While we did not get concrete information on that, we suspect much effort is already put into this. Phonak focuses much introducing innovations. Current features include for example “DuoPhone”, a system that automatically transmits the audio signal of telephones to both ears. Current high-end devices include a total of up to six
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Being fast in developing further features and improving the hearing experience can in our opinion help to stay ahead of potential copycats. As they would try to imitate the product of Phonak, the company is already introducing its next intervention. Being

faster and innovative is thus crucial particularly in protecting the premium in the highend market. This strategy however won’t be as successful for lower-end products, as their innovation density is lower and the product lifecycle longer.

The domestic competitors of Phonak are mostly covering the Budget class and the low end of the market. While they enjoy an advantage in the cost structure, they do not have the technological abilities to innovate in a fast pace. We would therefore favour the strategy for Phonak to focus on the mid-range and high-end of the market only. While they have been using this strategy in the past, we have learned from the discussions with Phonak that they are tempted to also serve the lower sectors of the market as the sheer number of sold products there is large. We fear that abrand extension downwards does damage the reputation of Phonak of delivering the most innovative and high-quality products.

Dealing with the administration is in our opinion best done by hiring wellconnected local management. As this is a very sensitive topic, we were not able to determine the current status of Phonak’s connections. As it is reportedly successful in bidding for governmental hearing aid buying programs, we assume that good connections have been established at least in some ways already.
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Recruiting good people whoare experienced in the hearing aid market is probably impossible in China. Phonak therefore must put a lot of effort in teaching the technical

knowledge as well as sales know-how. Phonak management indicated that while getting people is less of a challenge, retaining them is. We are not sure if Phonak conducts exit surveys to determine why some employees stay retaining will most likely remain a challenge, as talents are hard to find.
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CHAPTER 4 PHONAK: PRIMARY CASE ANALYSIS 4.1 Interview Strategy Our initial interview started with Mr. Marc Roth, the former retail director of Phonak, China, through emails and teleconferences before the actual trip to China. Mr. Roth not only helped us to arrange the field visit to Phonak/i-Hear shop in Tianjin, but also furnished us lots of background information about the business operation of Phonak in China. During the field visit, our group interviewed i-Hear shop manager, Ms. Li Xueli and two shop assistants, Mr. Wang Xin and Ms. Li Xiaojiao. This gave us great insight on how hearing aid retailing is done in China (impressions see figures 4-1, 4-2 and 4-3). FIGURE 4-1 Field Interview at Tianjin Shop; The Shop Manager Ms. Li Xueli with her two Shop Assistants together with Professor Chernyshenko and our Team
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FIGURE 4-3 Promotion Material focused on the two Main User Groups: Elderly People and People Born with Hearing Defects

After the site visit, we had a tele-conference with Mr. Neil Wang, the regional manager of Phonak/i-Hear,

China. All these individuals allowed us to collect

information across the following three dimensions:

Vertical Dimension
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Chapter 4 – Group Report of BSM Tianjin 2009 Mr. Marc, Mr. Neil and shop staff represents the top management, middle management and employees of Phonak/i-Hear respectively. Hence, the information collected would represent perspectives on the same issue from different levels of organizational hierarchy.

Horizontal Dimension i-Hear Tianjin is one of successful retail shops in China. The interview with shop manager and her assistants helps us to learn about intricacies involved in operating the front end of the business. On the other hand, as a regional manager, in-charge of 6 iHear retail shops countrywide, Mr. Neil provides an overall picture about the current situation of Phonak/i-Hear’s operations in China. The comparison of these two sets of information/feedbacks may help us to figure out the way to extend the success from a single point to a wider range.

Time Dimension It is also interesting to know how the challenges of Phonak/i-Hear have evolved over time. The inputs from Mr. Marc reflect problems encountered a few years ago when he was setting up Chinese operations (he worked as a director of Phonak in China). The information we gathered from Mr. Neil and the staff of i-Hear shop in Tianjin shows the current challenges they are facing. It could be useful to compare the situation at different age and study the reasons behind the changes.

As mentioned in our objective of

study, the following two key areas were covered during our interviews:
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Chapter 4 – Group Report of BSM Tianjin 2009 Marketing strategy A company’s marketing strategy determines the success of its business. In order to find out the possible reasons that Phonak/i-Hear is losing money in China, our group needs to explore in more details about its marketing strategy, including: How Phonak/i-Hear positions itself in the market? Who are the major competitors? What distribution channels Phonak has? Any government cooperation Phonak is seeking? And how Phonak/i-Hear identifies the buying decision maker of its products?

HR strategy HR strategy is another important factor affects the performance of a company. Successful businesses are always linked with a group of suitable and capable people. We knew that Phonak/i-Hear shop in Tianjin was quite successful; therefore, our group wants to study its HR strategy to find out how the employees there are motivated and retained?

4.2 Findings Through the field interview conducted with Mr. Neil as well as shop staff, the group is able to confirm some of the practices, which the group had concluded from the secondary search findings and synthesis. Our group’s findings in terms of verification of the Phonak’s challenges and strategies and as well as the revelation of new challenges and strategies through the primary research in Tianjin are summarized in the following sections.

4.2.1 Verification of Challenges and Strategies Language and culture barriers
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Report of BSM Tianjin 2009 From the secondary search, the group anticipated that language would likely be a barrier from the fact the Phonak being Swiss would have difficulty communicating with the Chinese, who prefer to use Putonghua. Surprisingly, when the group was in Tianjin, any issue with language was in fact minute, as the regional manager, Mr. Neil speaks very good English and Putonghua, and hence acts as a good communication bridge between the Phonak Swiss management and the local staff. Nevertheless, the group discovered a cultural difference in terms of the reporting requirements demanded from the shop staff. The Tianjin local staff at the ground level being focused in serving the customers, always busy putting efforts to meet the customers’ needs, would certainly not appreciate the huge amount of time consuming paper work reporting required by the top levels. They shared with our group that they given their feedback to the top and had even suggested simplifying the reports, but all efforts seems in vain.

Another finding that had revealed the difference between the group’s assumption and actual China situation was in the area of Phonak web-based consumer membership marketing strategy. From secondary research, the group had expected the web-based club membership strategy would have being well received in China, but the group later learnt that this was not to be. The local consumers were majority elderly who were not so highly educated, and few of them had learnt how to work on the computer, least understanding how

to surf the Internet and joined as club membership.

Weak IPR protection environment
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Chapter 4 – Group Report of BSM Tianjin 2009 Based on intuition as well as China’s infamously weak IPR protection environment, it would not be reasonable to deduce that Phonak would probably face IPR protection issues in China. The group expected Phonak’s challenge would be to fend off cheap replicates of its own model of hearing aid, but from the secondary search the group discovered that this is not the case. Cheap replicates hearing aid were indeed available in the market. However, the quality of such replicates were not of high standards, and accordingly to the Tianjin local staff, those consumers who bought such replicate hearing devices would likely be dissatisfied and frustrated with the performance, in terms of improvement in their hearing ability, would subsequently visit the i-Hear shop to purchase the genuine Phonak hearing aids.

Intense competition from high-cost competitors Phonak being a latecomer in China was expected to face intense competition from competitors like Siemens, whose brand name was not only widely heard but also enjoyed top product quality ‘halo-effect’ from its other products, such as telephones and home appliances. From the interview with Mr. Neil in Tianjin, this was indeed confirmed by him.

However, Mr Neil also revealed that the main competition was not from Siemens, but was from the dealers which Phonak had business connections. The dealers not only had been able to squeeze Phonak to supply

to them at huge discounts, they had been also effective in keeping their distribution and marketing cost low. As a result, the retail pricing offered by the dealers was too competitive for Phonak i-Hear retail shop.
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Chapter 4 – Group Report of BSM Tianjin 2009 Administration and red-tape corruption Contrary to common belief that administration and red-tape corruption would be present in China, the group do not find any reliable evidence leading to support or even suggest this belief. Accordingly to the local staff, they do have business

connections with the local hospitals, whereby the doctors would recommend to their patients to patronize specific brand of hearing aids, or to allow Phonak i-Hear staff to visit the hospital to promote and provide education program on hearing health matters. However, such hospital arrangements were understood to be not very frequent and that those customers who visited the Tianjin i-Hear shop, and were recommended by the hospital doctors were not many in numbers. In fact, most first-time customers who came to the Tianjin shop were largely recommended by Phonak existing customers who had experience the quality performance of Phonak hearing aid devices.

Difficulty to recruit and retain quality local staff It is confirmed in the primary research that Phonak does face difficulty in recruiting and retain quality local staff. Phonak recognises that by providing continuous training and skills upgrading to the local Chinese staff onnew technologies and latest innovation in hearing aids

products is an important effort for retaining quality people. Phonak organises training seminars once or twice a year, having a team of specialist trainers travelling to locations worldwide to provide training to group company colleagues who then pass on their newly acquired knowledge to the hearing instrument acoustic specialists in the various distribution retail shops. If the local staff knows that they would be continuously kept up-to-date with skills required to match with the fast moving technology, they will be much more willing to stay within the company.
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From the interview, the group also learnt that the shop staff was not given much autonomy and empowerment to run the shop the way they see fit. They were simply carrying out the management directions without much questioning on the objectives. No major decision making with regards to the retail business is required from them.

The group discovered another important aspect of being a quality staff is actually to have the genuine willingness, motivation and enthusiasm to serve the customers. After all, a customer who has hearing problems is truly considered to be “patient”, and a good i-Hear staff is one who put service to the patient as top priority rather than product sales target, and to ensure the patient experiences better quality life with an improved hearing ability. Naturally when the customers were comfortable with the service, their trusts would be earned and they would revisit the shop whenever they 

need good service, and most likely they would recommend their friends or relatives to the shop. It is evident why the Tianjin shop is successful as the staff were all very much service and customer focused in the response to the group’s interview questions.

4.2.2 New Challenges and Strategies One new challenge discovered is that the income level of the Tianjin locals is relatively low compared to the price of the Phonak hearing products. With a low earning power, the locals prefer to purchase Phonak’s competitor products which are more affordable, and in most cases much easier to use since these relatively cheaper products come with fewer fanciful features. Also, when compared to purchasing health products like hearing aids, the local elderly in China buying behaviours differ significantly from those elderly consumers in Europe, such as Switzerland and
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Chapter 4 – Group Report of BSM Tianjin 2009 Belgium. The difference lies in that the local elderly do not deems it as a necessity to enhance their hearing ability, rather they seems to take it as a natural process of aging. Also, they do not view it as important to improve their living quality in terms of hearing when they are already not part of the workforce, and that they are just staying at home passing their leisure time. To purchase a costly hearing aid device, probably equivalently worth a few months of an average worker’s income would absolutely make no justifiable sense to them.

Another challenge the group learnt from the interview with Mr. Neil is that 

Phonak is facing a strategy dilemma in terms of their sales structure, whether to put more focus on the dealership strategy or the retail shop strategy. Phonak was able to penetrate quickly into the market as a latecomer through their cooperation with the dealers. However, the flip side was that Phonak had to offer big discounts to the dealers who are buying Phonak products in bulk. While i-Hear shops had high distribution and marketing costs for carrying mainly their own products, most dealers are able to cover their costs by carrying more diverse brands and company products. As a result, the retail pricing subsequently offered by these dealers are simply too competitive for Phonak i-Hear shops to compete.

Lastly, as most successful retail business would emphasis the utmost important factor of having a good location, the same principle applies to Phonak i-Hear shop in Tianjin. From the interview, the group learnt that finding a suitable location for the iHear shop is a challenge faced by Phonak in Tianjin and probably in other cities. Phonak has only one shop in Tianjin compared to a number of competitor shops and the i-Hear Tianjin shop location would not be considered as the ideal location for a
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increasing sharply in recent years.
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CHAPTER 5 LESSONS LEARNED AND RECOMMENDATIONS 5.1 Lessons Learned & Recommendations As discussed in the earlier chapters, we have found that Phonak’s main concern is to return to profitability. To summarize, they have been late to the market, relative to their competitors, and sought a quick entry. It does not help that its largest competitor, Siemens, benefits from a ‘halo effect’ from its other products, such as telephones and home appliances. To speed up the entry process, they appeared to have selected a successful European business model without really understanding both salient and subtle differences in the environment and culture.

Several dubious decisions also contributed to the poor performance. Firstly, they decided to use distributors to market their products at a very low profit margin, which has effectively squeezed their own i-Hear shops out of business. Effectively, they offered consumers the option to use i-Hear shops to test out the products before making final purchases at the retail distributors at a much lower price!

Secondly, fewer product solutions/choices at the lower end of the product range meant that fewer people could afford a Phonak hearing aid, relative to the competition like Siemens and GN Resound. So, the shops were forced to sell competitor products, thus diluting the main brand.

Finally, the choice of the shop locations and marketing strategies appear

to have been poorly thought out. With the shop in Tianjin located in an offbeat location, less people will have heard about the brand and product. Marketing has largely been done
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There are other factors, which do not help the business proposition. For example, the shop manager and staff had to compile daily reports of performance for the head office without being told what they were for, or how it was important to the firm. Their suggestions to improve the process for collecting MIS were also rebuffed without a convincing reason. This takes time away from the actual revenue generating processes like marketing, sales and after-sales. This is typical of global firms, but the staff needs to be bought into the process and some flexibility needs to be provided for the more important key revenue generating activities.

Not everything is bleak though. Phonak’s strongest point is its product quality. Through our discussions and interviews, we can tell that the shop manager and staff are fully bought into their products and are passionate about the quality and value of their product. Phonak also has an advantage in the staff that they have, at least in the Tianjin branch. The staff displayed enthusiasm in their work and were truly passionate about helping people get on with life like normal people. This approach resonates well with the team and we believe that

this could potentially be a strong platform to relaunch Phonak’s business model and succeed in the future.

We also believe that Phonak has taken necessary steps to change their business model. From 25 shops in China, they have decided to scale down their i-Hear shops to just 6 in key cities. This is clearly a step in the right direction, as they will need to get back to profitability. We also understand that Phonak has also decided to expand its

43

Chapter 5 – Group Report of BSM Tianjin 2009 range of lower end products, which will still be of a high quality, but with less features would have appeal to customers with less purchasing power.

In framing our recommendations, we can use the Galbraith’s Five Star Model to assess the other points, which may be pertinent to Phonak.

Strategy Phonak needs to craft a business strategy, which will work in China. The average income has to be considered and that the current price points mean that Phonak has to concentrate on key cities and lower end products, which we think is already being put in place. However, more needs to change including considerations for shop locations and marketing strategy.

A key decision needs to be reached on the use of dealers to distribute its products. Clearly, the margins are not sufficient for this strategy to be profitable, and the strategy has probably contributed a large part, to the closure of a significant number of i-Hear shops. We believe that either the margins for distribution of the products to the dealers need to be increased, 

or sales have to cease through this avenue, or all the iHear shops have to be closed. A study needs to be conducted on the right price points for profitability and also the relevance and strategy for having the i-Hear shops.

We do not believe that word of mouth, small newspaper advertisements and oneoff events are sufficient to make Phonak a household name, synonymous with hearing aids. What probably may work better is to have more trained staffs positioned in department store counters, or mobile teams, which do specific location marketing
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Chapter 5 – Group Report of BSM Tianjin 2009 events. This serves 2 purposes. Firstly, it creates continuous presence and awareness in places where there are higher concentrations of people and potentially the target market. We mentioned that it is usually the children who purchase such devices for their parents. Mobile teams can be targeted at specific segments of the market like schools, hospitals, government departments, large organisations, such as banks, or nursing homes. Secondly, it can be used as a router to bring people into the i-Hear shops for a more complete assessment if necessary.

Structure The current structure of Phonak separates sales from distribution. Hence decisions are sometimes made at the expense of the other. A good example would be the decision to sell products to distributors at a low margin, which destroyed the value of the i-Hear shops. Phonak needs to find a structure that centralizes accountability for sales and distribution to one person, with profitability

the main concern at least in the short term.

Processes As mentioned earlier, processes can sometimes get in the way of making profits. Priorities need to be reset for generating revenue first and then creating the MIS second. The purposes of the processes have to be made clear to the people doing them and they need to be bought into what they are doing for the company. At the moment, they do not see any value in collecting MIS, as they do not know what it is for. There is an education process, which needs to be put in place and then reinforced over time.

At the same time, we have talked about the tendency for Chinese people to do only what is necessary for their own purposes, and ignore important controls to the
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Rewards When we questioned the staff, there did not seem to be any linkage between performance and rewards. The need to incentivise the staff is always there. Performance objectives have to be made clear to all and there has to be positive reinforcement through rewards, and not necessarily monetarily. Awards, letters of commendations, promotions, changes in job scope and business travel/training could all be used as non-monetary reward systems to reinforce behaviour. There is currently no system in place or linkage in place and that could be a detriment in the long run. This

point has been validated by the staff in the process of our interviews as well.

People In our study, we found that the staff we spoke to in the Tianjin shop had the right dynamics for success. Upon further discussions with the Neil, who is the overall regional head for sales, we found that that was indeed a problem for the other i-Hear shops.

We believe that Phonak needs to invest in a methodology to find the right types of people to put in front of customers. Perhaps hiring people from Non-profit or voluntary organisations could be a start, but there needs to be a structured approach to hire the right people. It may be beneficial to hire a HR consulting firm to come up with a competency model for Phonak’s shops in China and, then set up an appropriate
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Last but not least, in order to enhance the chances of success for the shops, the branch managers and staff need to be given the autonomy and empowerment to run the shop the way they see fit, in partnership with head office. By treating them as equal partners, they are bought into the strategy and become more manoeuvrable, as there are bound to be subtle differences in operating environment and client requirements across different provinces, despite them all belonging to the same country. We can see this fact in many countries like United States, United Kingdom, and India.
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