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China has become a global giant in terms 
of investment in transport infrastructure. 
Three of the world’s top-five container 
ports are located in China. In addition, this 
fast-growing nation has the world’s largest 
network of toll roads and high-speed trains.

Between 2012 and 2016, emerging 
markets will have added an average of 
$1.2 trillion of consumer spending to the 
global economy every year. In the 
meantime, developed markets are 
expected to end up with a relatively smaller 
portion of $700 billion per year.

Driven by strict emission standards in 
Europe, worldwide production of plug-in 
electric vehicles will increase by 67% this 
year. The Europe, Middle East and Africa 
region will account for the largest shares 
of production at more than 40%, with the 
Americas and Asia-Pacific each increasing 
about 30%.

Fixed asset investment is one of the main 
measurements of government spending on 
infrastructure. In China, the year-to-date 
growth in fixed asset investment activity 
declined to 17.25% in April this year, the 
lowest level since 2002. 

Modi to Boost india's 
ManufaCturing

India’s new prime minister, Narendra Modi, 
is expected to focus on reviving the 
country’s economic growth, placing top 
priority on manufacturing and infrastructure. 
India and China are quite similar in terms of 
total population, but India’s manufacturing 
level is way behind that of China. 

thE WorLd’s BusiEst 
ContainEr ports arE 

LoCatEd in China

China sLoWs doWn 
invEstMEnt in 

infrastruCturE



Special Interview

GoinG 
Glocal

Global corporations,
           local lessons

More global? Or more local? 
The more diverse markets 
multinational companies enter, the 
more difficult it becomes to find a 
fine line between globalization and 
localization. The answer is likely  
“Global Local” or “Glocal.” 
However, it’s not easy to define 
exactly what that is. We asked six 
CEOs of Multinational Indian 
branches what they think about this 
challenging but critical task. 

1  GooGle 
      Prime mission: Digitize inDia
2  PePsi 
      Balancing gloBal & local
3  lG 
      We are 95% local
4   Vodafone 
      mastering an “UnhearD of” market scale
5  abbott 
      We’re in 90% of theraPy areas
6  ibM 
      emBracing Big anD small innovation
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Google has taken to India, and vice-ver-
sa, like nobody has in the Internet world. 
There is the search engine, there is Gmail, 
there is YouTube and there is Google Maps. 
Not to forget the mobile OS Android that 
has captured over 80% of the handset mar-
ket, thanks to a worthy partner in Samsung 
Mobile. The challenge is to keep it going. So, 
it is deepening its roots in India in ingenious 
ways, not all of which are paying instant 
dividends. Google India’s VP and managing 
director Rajan Anandan explained how it is 
following the classic Google philosophy in 
India too—get people onto the network, 

and monetization will follow.

To what extent does Google glocalize?
A fair bit, but it is very focused. By the 

end of this year, the Internet in India will be 
bigger than the Internet in the US in terms 
of the number of users. What is interesting 
is that about 150 million Indians are profi-
cient in English—they read, write, speak 
English. Beyond that number, they don’t. So 
the most important thing is that the 
Internet product (should) work extremely 
well in local languages. Today, if you look at 
what we call the “Indic” Web, it is at a very 

Going Glocal

Google India’s chief says 
enabling access and local 
language content will drive 
the company forward.
By Rajeev Dubey  
Photo by Ritesh Sharma

Prime 
mission: 
DiGiTize 
inDia

early stage and there are serious bottle-
necks to it. Then comes the real challenge—
access. The current keyboards in Hindi or 
Tamil or Kannada are basically not usable. 
Voice or speech recognition in local lan-
guages does not work. So access, the first 
step to Internet usage, is a challenge. We 
are working on a number of things like how 
do we improve our keyboards and how do 
we get speech right in local languages. 
Then, we do a whole lot of things around 
getting local language content on the 
Internet. India doesn’t have a shortage of 
local language content, but it is not on the 

Rajan Anandan,
VP and managing 

director
Google India.
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Internet. Finally, advertising today on the 
Internet is largely in English. We have to 
develop an ad ecosystem.

and the ecosystem is...?
In India, we take a lot more first-to-the-

world initiatives. Take, for instance, 
“Helping Women Get Online.” We launched 
this three months ago to double the num-
ber of women on the Indian Internet. In 
most markets—US, China, Brazil and 
Russia—the number of women and men on 
the Internet is roughly equal. In India, only 
30 percent users are women. On a percent-
age basis, India has fewer women than the 
Middle East. We launched this initiative to 
address access, awareness and partner 
with the ecosystem to double the number 
of women on the Indian Internet. Then, 
India has 47 million small businesses. Two 
and a half years ago only a hundred thou-
sand small businesses had a website. You 
can’t build an Internet economy if less than 
0.2 percent of businesses have a Web pres-
ence. We launched the initiative to get 

Going Glocal

tech companies per year. We have between 
100 and 150. China has about 5,000. The 
US has 15,000. And, we will soon become 
the second-largest Internet market. Clearly, 
left to itself, the startup ecosystem was not 
developing. It is the most ambitious startup 
program in the world. Last year, 80 compa-
nies got funded. This year, we will double 
the Internet ecosystem.

other than indiagetonline, most of these 
are initiatives to expand the pie. What 
about monetization?

From the monetization point of view, we 
are doing fine. India is the fastest-growing 
big market in the world for Google. We have 
ads, we have enterprise products, we are 
the largest cloud services company in terms 
of the number of businesses on our cloud 
platform. And, over time, we have had 
direct consumer pay—Google Play. Among 
ads, we have search ads and traditional dis-
plays (Google Display Network with 50,000 
websites). We also have video ads on 
YouTube—the masthead; the first box when 

Indian businesses online. We have 400,000 
businesses online today. That is 1 percent. 
Now, the question is how to get to 5 and 10 
percent. It is a huge investment for us. 
Third, is the partnership we have with 
Nasscom for 10,000 startups over the next 
decade. This, in a market where if you fast-
forward 4-5 years, with half a billion on the 
Internet and 350 million unable to read, 
write or speak English. It will be local lan-
guage apps. Those ideas are never going to 
be built by Google. They are going to come 
from entrepreneurs from those markets 
that are going to start companies, build 
apps and products.

But innovation hasn’t been happening. 
India has 3 million IT professionals. Israel 
has 4 million people. Yet, it has 800 funded 

The most important thing 
is that the Internet product 

(should) work extremely well 
in local languages.



EmErging markEts insight   7 

gies on accelerating the smartphone mar-
ket by partnering with original equipment 
manufacturers, making sure Android works 
well. We are keen to see India have a sub-
$85 high-quality smartphone. The other big 
priority is that in the “Mobile First” world, all 
our products need to work seamlessly on 
mobile—search, mail, video and maps. 
Third, making sure that there is a lot of 
mobile innovation. You will see us do a lot of 
hackathons encouraging the ecosystem to 
build new mobile-first products.

How much leeway does HQ provide to 
experiment fearlessly and what’s the price 
of failure?

At Google, we love innovation and experi-
mentation. Failure is accepted. Our found-

you are watching the video; instream, when 
you are 7-8 minutes into the video; and one 
on the side. Then, we have mobile. It is our 
fastest-growing business in India—mobile 
search, mobile display, in-app advertising, 
all kinds of formats. One of the innovations 
is introducing ads in local languages. If you 
look at the print industry, there is $3 billion 
in ad spend—$1.5 billion in English, $1.5 bil-
lion in vernacular. Vernacular is growing, 
English is not. Today, all the ads on the Web 
are in English. Soon, you will see vernacular 
ads. If you want to build a $1 billion compa-
ny in India, solve voice recognition in Indian 
languages. Our overarching mission is to 
digitize India. It has three pillars—get con-
sumers online, get content online, and get 
local businesses online.

What are the mobile-specific initiatives?
First, it is Android. In 2011, we had about 

15 million connected smartphones. In 2013, 
India had 70 million. By the end of 2014, 
the number will double. Android is our big-
gest bet. We said, let’s spend all our ener-

ers have this thing called moonshot think-
ing—10x, not 10 percent. When you try to 
do that there will be times when things 
don’t work. But we do have a philosophy: 
Fail Fast. If it’s not working, move on. 
Products that Google launches should pass 
the toothbrush test: They should touch 
your life every day.

are businesses becoming more global or 
more local?

That we can have a truly global business, 
consistent products, consistent operating 
models and consistent business models cut 
and pasted in every market is by and large 
history. At the same time, this idea that 
every market is different and we are going 
to let every market do its own thing, is also 
history. What the more successful compa-
nies are trying to do is find the right bal-
ance.

How are you tapping the phenomenal 
opportunity in education?

Recently, NPTEL (National Programme on 
Technology Enhanced Learning) launched 
India’s first public MOOC (Massive Open 
Online Course) with the Indian Institute of 
Technology (ITTs) as a part of it. The idea of 
four million engineering students having 
access to IIT quality education will change 
higher education. The best way to do that is 
through technology. On the NPTEL channel 
on YouTube, every single class being taught 
at the IITs can be viewed for free. There 
are 100 million video views of the NPTEL 
channel. It is more popular than the most 
popular Bollywood channels. We are start-
ing with higher education and, over time, 
will scale up.

is there an opportunity for which you 
don’t have the technology yet?

Each problem is an opportunity. For 
example, India is a country of narrow band-
width. I would love to see a technology that 
would make high-definition video work on 
256 kbps networks.

Products that Google 
launches should pass the 

toothbrush test: They should 
touch your life every day.

Going Glocal



EmErging markEts insight   8 

Today, it may seem unimaginable that it 
took more than 20 debates in Parliament 
and 25 years before PepsiCo was allowed 
entry into India in 1988 as a joint venture 
partner (36.89%) with Tata group’s Voltas 
(36.11%) and Punjab Agro Industrial 
Corporation (24%). The opposition to a 
“foreign” brand meant PepsiCo had to 
append a prefix “Lehar” to its name to com-
ply with the law.

Today, its suite of brands includes house-
hold names such as Pepsi, Kurkure, Lehar, 
Tropicana and Mountain Dew, giving the 
company an edge in local revenues over 

Going Glocal

PepsiCo India believes in building 
powerful master brands which it 
then localizes for specific market 
needs, desires and wants.
By Rajeev Dubey
Photo by Ritesh Sharma

Balancing 
gloBal & local

beverage-focused archrival, Coca-Cola 
India. Pepsi India’s newly appointed chair-
man and CEO D. Shivakumar discussed the 
company’s focus.

How do multinational companies (Mnc) 
decide between global and local strate-
gies?

MNCs go global when they have exhaust-
ed their local markets. If you go back in 
time, one of the earliest MNCs was the East 
India Company. It was listed on the London 
Stock Exchange. Its only source of revenue 
was taxes. Every year it presented a budget 

D. Shivakumar, 
chairman and CEO
Pepsi India.
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and ensured that the taxes went up
The other reason why MNCs were born 

was the Second World War. Even today, you 
will find a great correlation between 
American naval bases and American 
brands. The third key reason is the whole 
concept of globalization, especially global-
ization of media—starting with the 1991 
Iraq war, which was telecast globally by 
CNN. 

Now, you have the spread of social and 
digital media. As the world has become one, 
either because of media or cell phones and 
Internet, all these things have enabled the 
spread of brands and culture.

MNCs tend to win when they find a happy 
combination of leveraging global assets 
while localizing to suit the needs of the 
country.

Fast-moving consumer goods (FMcg) 
and food companies make the most of 
opportunities when they glocalize. What 
about Pepsi?

Most multinational FMCG companies have 
more than 30 percent of sales coming from 
developing markets. This number is expect-
ed to grow in the coming years. FMCG 
products, especially food products, are 
about the local palate. Take something like 
a Tropicana juice, which is a global product. 
In India, we have flavors such as coconut 
and litchi.

In the PepsiCo range in India, Kurkure is 
a local brand, built by local talent, and so is 
the whole range of Lehar. Quaker products 
such as Poha and Upma, are local, too. Our 
products in the Nourishco (a joint venture 
with Tata) family—Tata Gluco+ and Tata 
Zinc Water are also local. We have a history 
of building a lot of localization into our global 
brands and properties.

What percentage of the total revenue 
comes from locally made or developed 
products? 

Almost all, except Pepsi, original 
Tropicana and Quaker Oats. The bulk of our 

Going Glocal

very small, developing something will be 
unprofitable. By 2020, there will be 13 
countries with a population of more than 
100 million. In 2040, there will be 16. Of the 
13, only three are developed countries. If 
you really want to localize, you need a cer-
tain population cut-off if your product cate-
gory appeals to the mass of the market. 
That could be the cut-off for FMCG.

There are global brands with the same 
positioning, same retailing, same product, 
finish, etc. They are the high-end brands, 
like a Hermes, Ferragamo or Prada.

What’s the learning-sharing process in 
Pepsi between global and local?

It happens in meetings and in guide 
books on why a certain brand did well in 
some markets. For instance, the learnings 
from Mountain Dew, one of the fastest-
growing brands across the Pepsi portfolio, 
are huge in India, Pakistan and across the 
world. The core of the learning is that the 
youth have a certain fear to overcome, for 

portfolio is tailored for local needs. Lay’s 
Magic Masala and 7Up Nimbooz are local-
ized products. All our brand names are 
local. Most of our positioning of brands is 
global. Only in a few cases is our advertising 
global—Aquafina and Diet Pepsi. But most 
other campaigns are completely local. So, 
the totality of it is that Pepsi may be a global 
brand with a global position targeting youth, 
but it is quintessentially local in its formula-
tion, product and communication.

Does that hold true for Pepsi around the 
world? or, is it a very indian and chinese 
phenomenon? 

It will, by and large, be local. We take 
care of global guidelines. We derive enor-
mous advantage from our global supply 
chain. Most local brands don’t have that 
benefit. They have narrow learnings. A 
global corporation picks up learnings from 
everywhere.

The scale of the market determines how 
local or global you can go. If a market is 
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straddle many categories—shampoo, skin 
care, etc.

obviously, global or master brands will 
have to find a way to tap into opportunities. 
if there was no Haldiram bhujia [an indian 
prepared-food company], would there be a 
Kurkure [a brand of cheese puffs in india 
designed by Pepsico] at all?

Serving needs, wants and desires is what 
a brand does best. Consumers don’t see if a 
brand is foreign or local. They look at a 
brand as one that solves, appeals to or han-
dles their needs, wants and desires. 
Whichever does it best, they go for that. 
Very rarely will a consumer be able to tell 
you the origin of a brand. As MNCs have 
grown, they have grown organically and 
with acquisitions. Over a period of time, 
people don’t know what is what.

Where do you draw the line between 
global standardization and local customi-
zation?

Every business has a tipping point. If you 
become too local, you won’t get scale. And, 
if you become too global, you won’t get 
local relevance. Where that fine tipping 

which they need courage. The brand 
addresses that. Around the world, the mes-
sage is the same—Darr ke agey jeet hai 
[beyond fear lies victory]—in various rendi-
tions. It is a $167 million brand in India.

in a fast-globalizing world, will there be 
far more global and far fewer local prod-
ucts and brands?

Some brands sell because of the 
American-ness in them, some for the 
German-ness, some for the Italian-ness 
and some, like brands of champagne, for 
the French in them. There is a certain 
expertise that people tap into for the gold 
standard. The world cannot be served by 
just those propositions. It will be served by 
many more propositions.

The job for most MNCs is to build big, 
powerful and global master brands. You will 
not have a brand in every category as much 
as you will have a master brand that will 

point is, is a judgment to make. Similarly, if 
you have too many variants either globally 
or locally, it’s confusing. Most of our brands 
are global. But the way they are distributed 
and advertised is very local. The formula-
tion, packaging, look and positioning of 
Mountain Dew is global, but advertising and 
distribution is completely local.

Do you tinker with the formulation for 
local markets? 

In a general sense, you will try and adjust 
a product for the best taste palate of the 
local country. Local ingredients might 
determine it. But, by and large, big brands 
will standardize formulation and localize 
delivery and proposition.

How many of your products have gone 
out of india and become international?

Kurkure is in Canada and the Middle East. 
And Slice [a fruit-drink line] is being dis-
cussed.

Have indians from Pepsi gone to the 
global organization? 

Over a hundred Indians are in the Pepsi 
fold. We have more than 20 CEOs from the 
Pepsi Leadership University who are now 
CEOs in India.

if trade between countries is growing 
and trade costs are falling, will they make 
“local” a minority?

Business evolves on common interests. 
In some countries, local is a minority. Hong 
Kong, Singapore and Dubai have only a few 
local brands.

How local is Pepsi’s research and devel-
opment? 

You want to leverage research in as 
many places as possible. When you start 
R&D in a country, you quickly want to work 
with other countries with similar needs, 
wants and desires. Pepsi Atom [a cola 
drink] was developed by our global and 
Indian R&D.

The scale of the market 
determines how local 
or global you can go.

Going Glocal
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How does LG India marry global with 
local?

In India, the width of the segments is 
large. Rural areas need small single-door 
refrigerators. In urbanized areas, a lot of 
customers are looking for bigger, twin-door 
refrigerators. Your success depends on how 
you can include these insights into your 
product development and channel strategy. 
We have been working hard on this. In 
product categories such as TVs, cellphones, 
washing machines and air-conditioners, 
India may have the maximum variety as a 
country. Localization of manpower, manu-
facturing and research and development 
(R&D) are very important. We are 95 per-

Going Glocal

cent local in all our products. We also devel-
op products here. We sell about 400 differ-
ent models of LG products. About 90 per-
cent of our refrigerators, washing machines 
and air-conditioners are designed here. In 
TVs, about 50 percent is local. We also have 
a 100 percent-owned lab that focuses on 
future product developments.

Tense relations with China have forced 
many Japanese and Korean companies to 
balance India with China. What’s LG’s strat-
egy?

Our initial plan was to set up facilities 
wherever there is market potential. Of 
course, we try to balance between coun-

LG India’s managing director 
extols the virtues of localizing 
product development to 
meet the varied needs 
and budgets of different 
segments of the population.
By Rajeev Dubey  
Photo by Ritesh Sharma

We Are
95 
perCenT
LoCAL

Soon Kwon,
managing director LG India.

How the unpopular “Lucky Goldstar” of 
the early 90s reentered India as “LG” in 
1997 and—together with archrival 
Samsung—drove out most of the American 
and European brands as well as wiping out 
some of the domestic brands from the 
Indian market is a story that is told over 
and over at business schools. But LG India 
managing director Soon Kwon said there is 
more to the company than just its success 
as a brand in India. In the 17th year of its 
India reentry, the South Korean multina-
tional, which is present in over 80 countries, 
is attempting to penetrate deeper into India 
and use it as a springboard to other mar-
kets.  Re
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tries such as China, India, Russia and Brazil. 
We do have some strategic allocation of 
resources. India is one of those countries 
where we have decided to put in more 
resources. Recently, the Chinese govern-
ment has put lots of restrictions on foreign 
companies. But India is a very attractive 
market for any foreign company.

How o f ten do you have produc ts 
designed and made in India going to inter-
national markets? 

We export products such as refrigerators 
and washing machines, designed and man-
ufactured in India, to Africa, the Middle East 
and other Asian countries. About 10 percent 
of our revenue is from exports.

About two years ago, it appeared that LG 
was not interested in the mobile phone and 
computer business. What has changed 
now?

Everywhere in the world, LG is coming 
back in the mobile segment. In the comput-

Going Glocal

duced a refrigerator—Power Cut Evercool. 
More than 50 percent of Indian households 
have frequent power cuts. Tamil Nadu suf-
fers for 12-13 hours a day. So, we designed 
a product that keeps food cool for a maxi-
mum of 10 hours.

Any India-specific distribution or mar-
keting initiative?

Rural, upcountry distributors and small 
sub-dealers are big contributors to our busi-
ness. To strengthen our reach in rural areas, 
we have put in extra resources. Providing 
customer service in those areas has always 
been a challenge. We are going to have 
franchisees in most rural areas of India. So, 
LG will be servicing those Indian customers.

Where do you draw the line between 
global standardization and local customi-
zation?

We import some global products here. 
We would like to introduce some global plat-
form products to Indian customers, many 

er and laptop segment, we are doing well in 
some countries, but in others, we have 
decided to exit. We do not do laptops in 
India, but (sell) computer peripherals such 
as monitors and CD-ROM drives. The laptop 
business is very competitive and not brand-
centric. So, we do not think it is viable in 
India. LG’s biggest strength is not IT or lap-
tops. We would like to focus on mobile 
phones and other consumer durables. In 
the mobile business, the life cycle is short.

What’s the strategy most unique to LG 
India?

In the consumer durables segment, in 
some products, around 80 percent of the 
business comes from rural and upcountry 
areas. We spend more time on product 
development than on designing marketing 
campaigns. This year, too, we have intro-
duced a few India-specific products. We 
have an air-conditioner that repels mosqui-
toes through ultrasonic waves. It’s a very 
sophisticated product. Last year, we intro-

For India … industrialization is probably 
the most important development agenda for 

at least two decades.
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of their manufacturing in India, the depen-
dence on imported raw material is very 
high. Infrastructure has not been set up. 
The rupee’s value has come down by about 
35-40 percent in two and a half years. 
That’s a formidable challenge.

What’s your internal assessment of 
when the market sentiment will improve?

We don’t see the consumer sentiment 
coming back soon. The government should 
put more focus on developing infrastruc-
ture. Business seems to be moving towards 
the service industry too quickly. From agri-
culture, it should move into industrializa-
tion. But somehow it’s lacking there. For 
India to emerge as a more dynamic player 
in the global market, industrialization is 
probably the most important development 
agenda for at least two decades.

of whom are very tech-savvy. We try a 
mixed strategy of Indian and global prod-
ucts. On the operations side, we try hard to 
run the Indian subsidiary with 99 percent 
Indians. We have about 4,000 employees 
here, only about 40 of them are Korean 
expats.

Where do Indians stand in LG’s global 
hierarchy? 

Most key stakeholders and position hold-
ers are already well known globally. Any 
time there is a need, we can send them to 
other subsidiaries. So far, we have not sent 
anyone.

Customer preferences are converging 
and diverging at the same time. How does 
LG deal with that?

We have an R&D hub here that deals with 
local insights. The local teams have fre-
quent interactions with our corporate R&D 
laboratory in Korea. We send many of the 
R&D engineers to Korea and let them work 
together. Seamless interaction between 
them is extremely important in understand-
ing what is happening on the other side of 
the world and how we implement all that in 
our products.

Is there any Indian strategy adapted by 
LG globally?

There are many. Our trade partners in 
Africa came here and tried to learn how we 
have set up our customer service. It is one 
area in which other markets would like to 
set us as the benchmark. Our success story 
in terms of branding and market-share 
development is also a subject for them. In 
most consumer durable categories in India, 
LG has the largest market share—37 per-
cent in refrigerators, 37 percent in washing 
machines, 25 percent in TVs and air condi-
tioners.

What is the biggest challenge you still 
face as an MnC in India?

For those who have almost 100 percent 

What’s preventing your vendors from 
setting up those facilities in India?

Scale. For anyone who sets up large 
semiconductor or panel units, there is an 
opportunity. But look at China and how 
much effort its government has put in. 
Without a plan for it at the central govern-
ment level, it cannot happen. They will 
need lots of tax subsidies at the initial 
stage.

What is LG’s assessment of tax policies?
The tax policies are a little outside of 

global practices. They [the government] 
know that. But because of the fiscal deficit, 
they have to collect taxes.

Have you cut production in your plants 
because of the slowdown?

I don’t think we have cut production at 
any plant. We took a strategic decision to 
get out of the CRT TV business. But that 
was said at the beginning of last year. LCD 
is completely gone. Other consumer dura-
bles (refrigerators, washing machines, etc.) 
have been stagnant.

In most consumer durable 
categories in India, LG has the 

largest market share.

Going Glocal
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Going Glocal

Vodafone CEO says 
positioning of the Vodafone 
brand, its marketing and 
distribution, are determined 
by local conditions. But the 
look and feel remain global.
By Rajeev Dubey
Photo by Umesh Goswami

Mastering
an Unheard
of Market
scale

Marten Pieters,
managing director 

and CEO 
Vodafone India.  Re
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Vodafone India is now the second-largest 
MNC in the country by revenues. India is 
also its largest subscriber base accounting 
for 38% of its total global subscribers. The 
company has continued to expand; it even 
bid aggressively in the recent spectrum 
auctions despite being embroiled in a $3.4 
billion tax dispute with the government of 
India. Fresh out of the spectrum auctions, 
Vodafone India managing director and CEO 
Marten Pieters explained recently how 
Vodafone has gained from glocalizing in the 
country. 

When you enter a market, where do you 
draw the line on whether the offerings 
should be more global or local?

In India, the scale you can achieve is 
unheard of, with the exception of China. At 
the same time, consumers in India are 
more price sensitive than in most parts of 
the world. Pricing is far more essential than 
it would be in the US or Europe. So, com-
bining the best of the two worlds is what 
Vodafone tries to do. Don’t underestimate 
the power of a (global) portfolio. It gives the 
opportunity to seed your investment. For 
Vodafone, Europe is the more mature mar-
ket. The cash flows are coming from there. 
Now, it can use the cash flows to invest in a 
country like India.

Where it makes sense, we centralize 
things. For example, machine-to-machine 
development is a new technology. It comes 
with sophisticated IT platforms. It is an area 
difficult for one operator to develop. Such 
developments are being done centrally at 
Vodafone. Maybe we have to “Indianize” 
them a bit but they save on costs.

how much are the brand, marketing and 
distribution localized?

Brand is determined centrally by look and 
feel. But positioning is very much a local 
issue. Marketing and distribution are com-
pletely local because the markets are very 
different here in Asia than they are in the 
US or Japan or Europe. The biggest differ-

Going Glocal

brand. We want to give the best connectivi-
ty to the customer. We want to be afford-
able. But affordable in Japan means some-
thing else. In the US, the market is moving 
towards family packages wherein operators 
bundle voice and data for 3-4 family mem-
bers. And families easily spend over $100 
per month on these bundles. In India, ARPU 
(average revenue per unit) is very low. We 
have to make it affordable. I have 160 mil-
lion customers. You can create a lot of effi-
ciencies because you have so many cus-
tomers.

in the domestic market, what has been 
the most unique innovation?

We have done several things over the 
years. Around 4-5 years ago, we found that 
the cheapest terminals in the market were 
stuck at $34. That was before the real mass 
market had developed with about 300 mil-
lion customers. We introduced “Magic Box” 

ence is that most markets, especially the 
US, subsidize terminals (handheld phones, 
tablets) when they acquire a customer. So 
the whole business model is different. It is a 
high-churn model here. People come here, 
buy a connection but they just as easily 
throw it away and buy another. In Europe, 
typically, you choose the device in the oper-
ator’s shop and then enter into a 24- or 
36-month contract at a minimum payment 
per month—paying for the connection and 
also the handset. In Europe, these opera-
tors have become like banks for handset 
suppliers.

What determines the extent to which you 
localize when positioning the brand?

If you position the brand here the way 
you would in Japan, then it will not connect 
with as many Indian customers. It is a bit of 
a balancing act. Being an MNC, you want 
some form of a global look and feel for the 

The basic need of people to communicate, to find information 
and be entertained is what drives our industry.



EmErging markEts insight   16 

data here to process. That limits us, for 
example, in setting up central systems, 
maybe based in Germany, which other 
countries can tap into. But we cannot do 
that. We have to mirror the system in India.

if cost of global trade is shrinking, do you 
see glocal surviving at all?

India has 19 main languages and some 
dialects. People in Maharashtra will not sud-
denly talk in English. As an MNC, you will 
always have to adapt yourself to the local 
(needs). The basic needs of people are the 
same. But local culture has a huge impact 
on how you do things and what you do. The 

with a basic Vodafone handset sold at $20 
or $22 depending on features. Over time, 
the market went down to below $17. The 
Nokias of the world also introduced $17 
handsets. We stopped that business after 
2-3 years.

how does Vodafone source from india?
Vodafone has set up service centers in 

India with a few thousand people. We do 
financial services from India. Also, IT servic-
es are coming here; even sophisticated ser-
vices like revenue assurance where you 
have to watch very carefully what is hap-
pening in your networks.

are there any strategies developed in 
india that have been adopted abroad?

In India, we developed a pretty sophisti-
cated system to collect all data from mobile 
towers and transform it into commercial 
information ... and act on that information. 
We can see, for instance, on a tower basis, 
not just our traffic but also that of competi-
tors. You can see your market share in 
these regions if you club these towers. 
There is a lot of commercial information 
coming from that, all based on technical 
information. That system (Olympus) has 
been copied by six markets, including South 
Africa, New Zealand, the UK and Egypt. 
Even our “Vodafone Delight” campaign was 
copied in Italy. Zoozoos [Vodaphone’s ani-
mated advertisement characters] have 
been taken to many countries because 
there is no language. The same clips have 
gone to Qatar, New Zealand and other 
countries.

how much of the glocal strategy is 
because of regulatory diktats [harsh rules]?

In India, it is all driven by regulation. 
There are a lot of things we could do more 
centrally but we do not because Indian tele-
com regulations do not allow them. We can-
not take customer data out of this country 
which is really funny in my view because 
the rest of the world brings its customer 

gy and Corporate Social Responsibility 
completely seamless. Last year, we started 
a volunteer program called “Raise Your 
Hand” where we go to schools to teach chil-
dren about traffic safety. Traffic casualties 
in India are twice that of China. We try to 
teach these kids what to do in traffic via 
zoozoo characters in a playful way. We have 
already touched 25,000 kids and we will go 
up to 100,000 kids. The other one, “Worth 
of Difference,” is done by Vodafone in all 
the countries that we are in. We release 
staff for eight weeks to work with an NGO 
[non-government volunteer organization] 
on an IT problem, a financial problem, mar-
keting problem, etc. Our employees come 
back with a lot of information about what is 
happening in places you normally do not go 
to.

It is useful to see how that market is 
developing, how our consumers are think-
ing. We have put in 15,000 hours in NGOs. 
About 33 employees are working with 29 
NGOs right now.

is local talent going into the global 
Vodafone system?

There is more demand than we can per-
haps supply. One of our Indian colleagues is 
now the CEO in the Czech Republic. At the 
senior level, 21 have gone in the last three 
years. 

is there something you do only in india?
The 1.6 million outlets we have is unique. 

The number of towers, the scale of busi-
ness, combined with the very dense FMCG 
[Fast Moving Consumer Goods] type of dis-
tribution is really special.

What is the most unique product to 
india?

The chhota recharge, the sachet type, is 
unique to India and was picked up by other 
countries. The chhota credit was unique. 
We gave a customer up to 17 cents of cred-
it, and we assumed he would pay it back in 
the next top-up.

We were the first to produce 
the Sustainability Report in our 

industry in India.

Going Glocal

basic need of people to communicate, to 
find information and be entertained is what 
drives our industry. Those basic things are 
the same everywhere but it does not mean 
that the movie that someone in Bihar is 
watching is the same as someone in 
London.

how much of a local flavor does your 
sustainability initiative have?

Almost entirely. We were the first to pro-
duce the Sustainability Report in our indus-
try in India. The use of energy has been 
reduced considerably over the years in 
cooperation with equipment manufacturers.

In India, we have chosen to make strate-
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The $760 million Abbott India may have 
been in the country since 1910, but for over 
a hundred years it operated on the fringes 
of the Indian pharma industry. This was 
until 2010, when the $3.8 billion acquisition 
of Piramal’s pharmaceutical business pro-
pelled it to the No. 1 spot in the Indian mar-
ket—overtaking Ranbaxy and Cipla in one 
shot. Its exclusive focus on branded gener-
ics (it has no generic generic in its portfolio) 
makes it an ideal fit for India, a branded 
generics market. Bhasker Iyer, divisional 
vice-president and head of Abbott’s phar-
maceuticals business (Abbott India, Abbott 

Healthcare and Abbott Truecare) spoke 
recently about the firm’s India focus and 
how it has been marrying international 
standards with local needs.

How is the glocal business model work-
ing for Abbott?

It works well for Abbott in each of its 
markets, including India. We symbolize glo-
calization. We have launched products that 
treat diseases unique to emerging markets 
like India. We have the global Abbott and 
Solvay brands in our portfolio. In Abbott’s 
pharmaceutical operations in India, the 

Going Glocal

Abbott India has customized 
a global business model of 
branded generics to unique 
Indian requirements.
By Rajeev Dubey
Photo by Umesh Goswami

We’re In
90% Of
THerApy
AreAs

whole business model across the three legal 
entities is customized to unique Indian 
requirements. We are present in 90 percent 
of therapy areas. And, most importantly, we 
operate at price points that are affordable. 
It helps access. One of our entities, 
Truecare, is unique from a multinational in 
terms of distribution and marketing pene-
tration in extra-urban India.

On innovation, we operate across the 
spectrum. We have an R&D facility in col-
laboration with Syngene in Bangalore, 
where our global nutritional portfolio is 
adapted to India on texture, flavor and 

Bhasker Iyer,
vice-president and 

head of Abbott’s 
pharmaceuticals 

business.
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taste. In pharma, we have an R&D facility in 
Mumbai working on differentiated technolo-
gy, platform technologies, extended release 
and packaging innovation. In distribution, 
we follow all the global processes and sys-
tems. We partner with 5,000 stockists, cov-
ering over 400 cities and 500,000 pharma-
cies across India. We also have a distribu-
tion cold chain.

Have you had to weed out products that 
don’t align with your international strate-
gy?

Not in recent times. We may have pruned 
products keeping in mind profitability or 
operating in a segment that is sluggish with 
low brand and molecule growth. Largely, we 
operate in the branded generics domain 
with a large, diversified portfolio.

What was the strategy behind the 
piramal pharma business acquisition and 
how does it fit into your plans?

India is a very important and strategic 
country for Abbott, as well as a large 

Going Glocal

in—very strong processes and a very sound 
cost-optimization mindset. The breadth and 
depth of the portfolio and the unique capa-
bilities that came along have helped us 
become the dominant No. 1. Talking of 
global scale in pharma, in the established 
products division (EPD), we prioritize on 14 
emerging markets and seven developed 
markets. In the 14 emerging markets, the 
BRIC (Brazil, Russia, India and China) coun-
tries will be more important and achieving a 
dominant leadership position in them will 
also help us globally.

How local will your product introduction 
strategy be from here onwards? Are you 
looking at other acquisitions?

On an average, the industry grows by 
about 12 percent. New products have gen-
erally contributed 3 percent of that. It’s an 
important lever to keep strengthening your 
portfolio. We would be quite OK with 
launching fewer brands—only those with a 
compelling logic and sound financial sense 
that fill a strategic gap in the portfolio. Our 

emerging market. It is about investment 
and growth. The Piramal acquisition had to 
do with that. Based on the information 
management system, Piramal’s legacy 
portfolio is about 50 percent of our total 
India revenues. Today, we have a large 
footprint in the Indian market and we oper-
ate in 90 percent of all therapy areas thanks 
to it. We’re number 1 in four therapy areas, 
and intend to be in the top 3 in the six 
important therapy areas we operate in. We 
are already in the top 3 with eight special-
ists (cardiologists, endocrinologists, etc.) 
and we have a clear plan to be in the top 3 
with 10 specialists.

There are other capabilities that came 

More important than taking 
on local brands is the need to 
adapt to the market conditions 

in which you operate.
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country is in a different stage in terms of 
socioeconomic development; the disease 
profile is different, as are awareness, preva-
lence and diagnosis.

Where do you draw the line between 
global standardization and local customi-
zation?

It differs by function and the different 
elements of the business model. Quality 
systems will have global standards. Portfolio 
choices and product offerings are a different 
ball game. We could locally customize 
75-80%.

Is the glocal model essential to take on 
local brands, and how much of it is dictated 
by regulatory norms?

More important than taking on local 
brands is the need to adapt to the market 
conditions in which you operate. The main 
purpose of glocal is to leverage growth 
opportunities. How do you adapt your port-
folio? How do you address unique diseases? 
How do you operate at affordable price 
points? These help you compete more 
favorably with local competition, but that’s 
a fringe benefit.

What are the products most unique to 
India?

From the erstwhile Piramal division, we 

R&D facility and scientists make a big differ-
ence to bringing in differentiated products 
and packaging innovations to differentiate 
our brands. The R&D team is also working 
on technologies for global requirements. So 
it works both ways. There are product ideas 
we generate that get into the global system 
for different markets, and we also have 
access to databases of new product ideas 
other centers are working on and, there-
fore, strengthen our portfolio here.

We also have a clear in-licensing strategy, 
both for within India and globally. In one 
case, it’s a patented product we are co-
marketing with Novartis. Of the products 
we are looking at, not all are patented, but 
they are original global products, with a 
very high brand equity and fill gaps in our 
portfolio. Lastly, India is an investment des-
tination for Abbott, and we are going to look 
for brand acquisitions.

How much does Abbott glocalize in other 
markets?

A lot. One of the key priorities for some 
time has been strengthening the breadth 
and depth of our portfolio. Therefore, oper-
ating more strongly in the branded generics 
space is a global focus.

Is there any Indian strategy or product 
that has gone into the international portfo-
lio?

There is concrete R&D work happening 
here to develop technology and products 
for global EPD [Environmental Product 
Declarations) requirements. In the months 
and years to come, I am aware that our 
Indian plant will be manufacturing for global 
EPD needs. Whether it’s R&D or manufac-
turing, India will be a source for global 
requirements.

Can glocal remain relevant in a fast glo-
balizing world? After all, pharma products 
are all global.

For quite some time, it will remain rele-
vant. Even within emerging markets, each 

have 23 textbook brands. They are fea-
tured by trademark in medical books. The 
medical fraternity grows up reading about 
them—such as Digene and Brufen.

What’s the one thing you do only in 
India?

Elements of our social responsibility are 
unique. We have a public-private partner-
ship with Puducherry, where every individu-
al above the age of 30 is checked. 

We are focusing on non-communicable 
diseases (hypertension, diabetes and thy-
roid disorders) that are quite a challenge. 
We use the primary health centers. What 
Abbott brings to the table is capability-
building by training nurses and doctors. In a 
three-year time frame, we have depend-
able data on the disease burden. It’s a pilot 
that we may scale up. 

There is zero ulterior motive. The data is 
with the government. We don’t even have 
plants in Puducherry. It was a progressive 
government and the population is small, so 
we went there.

In India, on sustainability we have 
already delivered on our commitment for 
2015 and we are currently working on met-
rics and key performance indicators [KPI] 
for 2020. These are about water, energy, 
waste reduction and reduction in carbon 
emissions.

Going Glocal
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Going Glocal

With half its talent pool 
in India, IBM generates 
solutions for the world that 
have passed the “local” test.
By Rajeev Dubey
Photo by Bivash Banerjee

Embracing
big and
Small
innovation

Vanitha Narayanan, 
managing director
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The biggest IT multinational operating in 
India—the $3.3 billion IBM India—is also the 
first to employ over 100,000 employees 
here, dwarfing several other Indian firms. 
Since its return to India in 1992 (the IT 
giant had exited India during the George 
Fernandes-led attack on American firms), 
IBM has furiously absorbed Indian IT talent 
to enhance its own cost and capability. As it 
continues its run as the world’s biggest pat-
ent filer for the 19th year in a row, IBM 
India’s managing director Vanitha 
Narayanan explained why glocal is central 
to the firm’s India plans. 

the big break for ibm india came with 
airtel’s outsourcing deal. How much of 
those learnings have been exported?

It is one of those watershed moments. It 
was the first of its kind—a local company 
forming a relationship with a multinational 
for IT services and in as comprehensive a 
way as Airtel did. Nowhere in the world had 
we scaled a set of systems to support that 
many subscribers at a given point in time. 
These are things that we started to do here 
and then exported.

When we first sensed that at some point 
in time Airtel would scale 100 million sub-
scribers, it was not something anyone had 
envisioned. We had a team of distinguished 
engineers from the IBM Academy of 
Technology to scale up IT services when it 
started to get close to that level. So, we 
applied our “global” mind to some “local” 
problems to support the architecture. We 
now work with Idea, Vodafone and Reliance 
Jio in different ways.

In the early days you import learning. As 
you go along, you share learning. Then, as 
you leapfrog to a certain level, you export 
learning.

ibm is strong in package implementation 
and oil and gas. that pool has been built in 
india. is that to do with cost or are there 
other capabilities involved? after all, oil 
and gas aren’t one of india’s strengths.

Going Glocal

part of a global pool. They tend to be free 
flowing, not geography bound. Our current 
chairman [Virginia M. Rometty] has been 
very focused on not just recognizing social 
as a trend, but making us a social organiza-
tion.

as per roc [registrar of companies] fil-
ings, your revenue has grown, but profit 
has fallen this year. is it just market eco-
nomics or does it have something to do 
with a change in strategy vis-a-vis india?

We do not comment on numbers at the 
country level, both in terms of employees 
as well as earnings. For us, numbers are not 
key performance indicators [KPI]. They are 
a means to an end. They will be driven by 
client requirement. In our history, the num-
ber has fluctuated. When you look at big 
data, you are not looking at employing hun-
dreds of thousands of people to collect data.

the complexity of problems has grown. 
is the talent pool up to meeting that com-
plexity?

IBM has forever been a learning-focused 
company, starting with our chairman. She 

Certain processes can be cost-based. But 
you have to come back to a talent pool 
because over a period of time, cost arbi-
trage will be nullified. You will either have 
technology changes or there will always be 
markets where things will come faster at a 
lower cost. So, cost arbitrage on any given 
day is an element, but not the sole element. 
Analytics is foundational to the products we 
are building, the acquisitions we are making 
and the people we are training.

In our global centers of excellence, on 
any given day we have close to 9,000-
10,000 people for analytics. Around half of 
them are in India. How you do analytics for 
risk in banking is different from using ana-
lytics to tell how a wind farm should be 
maintained, or how a supply chain can be 
optimized. In the center of excellence, 
some may be from oil and gas, some from 
telcos, some from banking, but they are 

When you solve some of 
these problems in India, they 

immediately become exportable.
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We signed a long-term contract with a cli-
ent called Bharat Light & Power last year. 
IBM has a tremendous archive of weather 
information. So, if it is the Christmas season 
and you know that the next 60 days are 
going to be windy, then I cannot afford to 
schedule maintenance.

How much leeway does the local organi-
zation get in terms of product develop-
ment, planning and strategizing?

As a company, we invest about $6 billion 
in research. If we don’t take advantage of 
that, it is a shame. On the other hand, our 
India research lab held a public session 
recently with an education and mobility 
focus. What we see as insight in the mar-
ket, we feed it back. Then, in terms of prod-

started “Think Friday” last year. This is 
where you can be global and local at the 
same time because there is a topic that she 
discusses with some of the experts in the 
world in our headquarters in Armonk, N.Y., 
in the US. That is on a massive open online 
course (MOOC) platform available to every 
IBMer around the world at the same time. 
You log in and you can hear the discussion 
and type in questions too. It does two 
things. It does not create the time lag for 
things to filter. So, you have your chairman, 
your senior-most leadership as well as the 
junior-most person that we might have 
hired last week accessing learning at the 
same time. Last year, there was another 
thing she launched: every one of us was to 
commit to about 40 hours of learning this 
year, something new that is very client-rele-
vant.

From ibm’s perspective, how has the 
relationship with india evolved?

What makes India so interesting is the 
fact that it gives us some of the most chal-
lenging problems to solve. We not only have 
to solve it, but at price points that are locally 
relevant. When you solve some of these 
problems in India, they immediately 
become exportable. As long as you have 
exciting customer problems to work on, you 
have got a talent pool that is rich.

can a big data platform like what you 
have with vodafone be transposed to retail 
or insurance industries or do you need to 
have industry-specific platforms?

Sometimes. Today when you look at 
retail, Vodafone has a clear retail presence 
and ambition; banks have very strong retail 
arms. Whether it is a bank or a retail or a 
telecom company, you have retail. So, 
when people are looking at customer ana-
lytics, taking advantage of presence in a 
mall or location-based things they want to 
do, merchandising, real-time analytics, 
retail becomes horizontal. Some of those 
learnings can be used across sectors.

things about being a very data-driven com-
pany is that as long as you have data as 
opposed to anecdotes, you can persuade 
people.

is there a module that has evolved here 
and been adopted by ibm globally?

There are so many things. You see social 
mobile cloud analytics every place you go. 
Outside the US, the first development unit 
for IBM’s Watson was announced in India. 
One of its first products, the Watson 
Engagement Advisor, was built in India. In 
BlueMix (IBM’s easy-to-use developer plat-
form for mobility), we have a very big soft-
ware development environment here, and 
by 2017 India will have the largest develop-
er community in the world. In analytics, 
one of the first things we did with telecom 
tower companies was in India. That solu-
tion has been adopted in other parts of the 
world. On mobile, we launched “Mobile 
First” a year ago. Everything we do as a 
company, we are going to look at mobile 
first. That development is happening here. 
The team in the West was thinking smart-
phones. Here you have got to have a push 
notification feature that is SMS based. One 
of our buildings here has a solar data cen-
ter. The roof is all solar panels and our sys-
tems are all fueled by solar power.

Talking about smarter cities and traffic, in 
Sweden we have done a city metering sys-
tem. How do you bring that to India? Our 
India research lab said it is going to be quite 
long before we have that kind of CCTV cov-
erage and lane discipline, so why don’t we 
understand traffic patterns using mobile 
tower congestion? You start using proxies.

When opportunity meets capability, you 
have all these wonderful inventions and 
innovations that come up. It happens every 
day. My mantra to the team is that those 
big innovations are fantastic. We need to 
think about sachet-style innovation 
because most of our Indian customers will 
be able to consume the sachets more than 
the big innovations.

Going Glocal

ucts, research and technology develop-
ment, both “what” and “where” are guided 
by opportunity, talent and timing. In terms 
of execution, we have got to have a local 
strategy.

do you get to experiment fearlessly? 
What’s the price of failure?

You get to experiment, but you are 
always accountable. At the end of the day, I 
have to deliver a P&L [profit and loss]. Price 
of failure: I’m still here ... 26 years in the 
company. If you never fail, then you have 
never been aggressive.

When the HQ has a view different from 
the india unit, do you get to stick your neck 
out or does HQ prevail?

Not always. It’s about how persuasive 
your logic and facts are. One of the good 

When opportunity meets 
capability, you have all these 

wonderful inventions and 
innovations that come up.
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Before the National Summit of the National 
Committee of the Chinese People’s Political 

Consultative Conference and the National Summit 
of People’s Representatives, the domestic real 

estate industry was in a state of uproar: Banks were 
stopping lending, real estate stocks had hit bottom, 

house prices were heading down, and property sites 
being destroyed. The real estate industry and banks 

that had been partners over the previous 10 years 
are now sharply separating from each other as the 

deadline for certain regulations by the China Banking 
Regulatory Commission (CBRC) approaches.

By Wang Fangjie

Chinese Banking
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As the CBRC deadline of 2018 approach-
es, Industrial Bank Co. Ltd. has become the 
first to abandon the real estate industry.

At the end of February, news of Industrial 
Bank suspending part of its real estate 
financing business spread through the mar-
ket, producing a chain reaction.

It is well known that a series of exciting, 
addictive, abnormally high returns is unsus-
tainable. Industrial Bank has just begun 
making adjustments in its real estate 
financing business with more harsh moves 
to come. Then news broke that the bank 
had sent investigators to different locations 
and that further adjustment policies were 
expected to be adopted before the end of 
March. 

In fact, early this year, the headquarters 
of Industrial Bank offered guidelines to its 
front-line employees, marking the suspen-
sion of its real estate mezzanine financing 
and its real estate supply-chain financing 
business.

In recent years, real estate mezzanine 
financing and the real estate supply-chain 
financing business have become major 
innovative financial products for commercial 
banks. And in China, Industrial Bank has 
always led innovation in the industry by pio-
neering many new domestic banking prod-
ucts and practices.

Following the launch of the “Money 
Shortage” in June 2013, an electronic novel 
titled “Inter-bank Opium” made a timely 
appearance on the Internet. In the novel, 
Lanxing Bank, one of the leading charac-
ters, has a Chinese name similar to that of 
Industrial Bank; the character is decisive 
and ruthless, which is considered by many 
people to be an insinuation against 
Industrial Bank. Probably because Industrial 
Bank took exception to the insinuation, 
when the novel was formally published, 
Lanxing Bank had been renamed Pujiang 
Bank. The President of Industrial Bank, Li 
Renjie, also read this novel and commented 
that it suffered from “excessive imagina-
tion.”

estate can only rise, or the developers are 
dishonest traders taking advantage of con-
sumer interests. In the opinion of the latter, 
however, the price of real estate can only 
fall, or the developers are dishonest traders 
maximizing their profits. Either way, devel-
opers are being defined as dishonest trad-
ers.

One can tell the arrival of autumn from 
the first falling leaf. Real estate prices, 
which have been rising for 10 years, are in a 
subtle situation. For ordinary buyers, a 
decline in the property price may cause a 
loss of tens of thousands of dollars. But for 
banks that have tied their interests to those 
of developers, real estate financing of hun-
dreds of millions of dollars are at stake.

Three days after the property price 
reduction in Hangzhou, news of Industrial 
Bank, China Merchants Bank and China 
Bank of Communications suspending loans 
for the real estate business spread over the 
Internet. Though Industrial Bank confirmed 
its suspension of mezzanine financing and 
supply-chain financing, the other two banks 
made their own clarifications in the news.

Is Industrial Bank in such a precarious 
position that it will be the first to break off 
its alliance with real estate developers?

According to staff from the Capital 
Markets Division of Industrial Bank, neti-
zens are overreacting, because mezzanine 
financing, supply-chain financing, and even 
real estate loans are only a small part of 
Industrial Bank’s real estate history.

no More real estate Loan
Industrial Bank has a long history with 

the real estate industry. At the end of 2007, 
its real estate loans accounted for 41.55% 
of its total loans, earning them the nick-
name of being “half the size of all real estate 
stocks.” In the first half of 2013, Industrial 
Bank experienced a major change in its 
loan structure, with real estate loans 
accounting for only 22.8% of its total loans, 
lower than the industry average.

“Industrial Bank was not taking ‘half the 

Industrial Bank has a long 
history with the real estate 

industry.

On Feb. 19, the temperature in Hangzhou 
dropped sharply after the city had enjoyed 
a warm winter, with a high temperature of 
43 degrees Fahrenheit. But it was extreme-
ly “hot” at the sales office of the real estate 
project Tianhong Xiangxieli. Many property 
owners gathered there, carrying banners 
demanding the developer compensate 
them for their losses; some even caused 
damage to the office out of anger.

The owners explained that they were 

causing trouble because the developer had 
concealed the existence of some high volt-
age lines nearby, but clever people knew 
the real reason was the drop in property 
prices. On the day before, Tianhong 
Xiangxieli announced a sharp price reduc-
tion of $960/square meter. Ordinary 
Chinese are currently divided into two 
groups: those who have bought a property 
and those who want to buy one. In the 
opinion of the former, the price for real 
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made enormous contributions to Industrial 
Bank’s results.

Before 2008, the real estate market had 
been growing for many years. Loans for 
development were considered by banks to 
be high quality assets, and personal hous-
ing mortgage loans were even better assets 
with nearly no risk. As developers often tied 
development loans to personal housing 
mortgage loans, these two types of loans 
became the one and only way for banks to 
expand their assets and ensure profits.

In 2006, the year before Industrial Bank 
went public, its development loans account-
ed for 16.64% of its total loans while per-
sonal housing mortgage loans accounted 
for roughly 16%. In 2007 when Industrial 
Bank went public, the ratio of its develop-
ment loans further increased, bringing the 
bank a very satisfying financial statement. 
In 2007, the ROA and ROE of Industrial 
Bank were ranked among the top six of all 
banks nationwide.

But in 2008, China’s real estate market 
came to a tipping point. There were ques-
tions about Industrial Bank’s real estate 
strategy, thereby completing its historical 
responsibility. In 2008, Industrial Bank 
reduced the ratio of its real estate loans 
from 14.01% to 11.81%. What is worth 

size of all real estate stocks’ a long time 
ago,” a representative at Industrial Bank 
headquarters told a reporter. But is that 
true?

According to estimates by China 
International Capital Corporation (CICC), 
Industrial Bank had total real estate financ-
ing of $80 billion by the first half of 2013. 
This differs from 2007 when real estate 
financial deals were much more focused. 
Industrial Bank had a variety of real estate 
financing models in 2013, with about $32 
billion in financial assets separate from its 
roughly $48 billion in loan assets. So, what 
does the $80 billion figure mean? The finan-
cial statement showed that Industrial Bank 
had a total loan balance of $209 billion in 
the first half of 2013. A loose comparison 
would mean that, if replaced with credits 
recorded in the financial statement, total 
real estate financing would account for 
roughly 33% of the loan balance.

From being “half of all real estate stocks” 
to “one-third of all real estate stocks,” 
Industrial Bank has not greatly changed the 
nature of its asset structure.

From 2007 to 2012, Industrial Bank’s 
assets grew from $136 billion to $520 billion 
and its net profits grew from $1.374 billion 
to $5.5 billion. Here, the real estate industry 

noting here is that development loans are 
long-term in nature, so banks must have a 
process to limit their exposure.

However, since 2009, the real estate 
market has begun to rebound in a retaliato-
ry way, so the banks again want to deal 
with the real estate developers. But this 
time, Industrial Bank has realized that its 
traditional loan business is single-product 
focused, inheriting many restrictions.

First of all, with the rise in house prices, 
new regulations for the real estate industry 
have been implemented, and the authori-
ties have begun to provide front-line guide-
lines for real estate loans. Of course, these 
front-line guidelines can be avoided if the 
real estate loans change their “disguise” in 
some way. Supply-chain financing provides 
one of the main methods for doing so.

Supply-chain financing is a solution 
whereby an industry’s upstream enterpris-
es obtain bank loans for their downstream 
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Industrial Bank has gained a 
reputation as the “king of inter-

bank business.”
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holding companies cannot purchase proper-
ties.

For banks, mezzanine financing is not 
subject to the limit on deposit/loan ratios; 
they can also avoid authorities’ front-line 
guidelines for real estate loans. In actual 
operations, banks often use off-balance 
sheet non-standard assets to provide 
developers with mezzanine financing, 
enabling the business to stay out of any 
direct supervision.

Mezzanine financing has been used by 
many banks. According to statistics from 
CICC, the banking industry increased mez-
zanine financing by $16 billion to $32 billion, 
accounting for 1%-2% of all real estate 
development investment. This model is 
extremely handy for Industrial Bank. In 
2011, the bank purchased Fujian Union 
Trust, which was later renamed Industrial 
Trust. The former Fujian Union Trust is the 
inventor of the domestic mezzanine financ-
ing model. But a bank analyst explained 
that by the first half of 2013, the two busi-
nesses above accounted for only 5% to 
10% of the real estate financing of 
Industrial Bank. Where then did the $32 bil-
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enterprises. Take the real estate industry, 
for example: upstream construction enter-
prises and raw materials suppliers get bank 
loans for real estate enterprises and can 
transfer the loan money to developers, 
even for land purchase or construction.

“If the banks recover money from the 
financed enterprises, these enterprises will 
reply that they have given the money to 
developer,” a bank analyst commented, 
adding that although supply-chain financing 
may not be subject to the front-line guide-
lines for real estate loans, the risks are 
being concentrated in real estate develop-
ment enterprises.

Second, the loan business of a commer-
cial bank is subject to a limit in the deposit/
loan ratio of 75%. Industrial Bank’s deposit/
loan ratio reached 70.82% in 2008 and 
71.9% in 2009. However, mezzanine 
financing is an innovative business that 
avoids the limit in the deposit/loan ratio. 
Mezzanine financing has obvious advantag-
es for real estate projects. The policies state 
that real estate enterprises must purchase 
the land with its own assets instead of bank 
loans. But there is no stipulation that bank 

lion in real estate financing go? Most of it 
was disguised as trust beneficiaries' rights 
and concealed in the inter-bank assets and 
off-balance sheet non-standard assets of 
Industrial Bank.

an extreme Mismatch
In the novel “Inter-Bank Opium,” Pujiang 

Bank is described as being like a “robber 
boss.” Its capital platform was established 
by a joint-stock bank in cooperation with 
small and medium urban commercial 
banks, rural commercial banks and rural 
credit cooperatives for rapid settlement of 
inter-bank assets, which resembles the 
mountain stronghold Shuibo Liangshan 
(“Tales of The Marshes”). Pujiang Bank is 
like the owner of the mountain stronghold, 
leading its fellow brothers to fighting in the 
financial market.

In practical society, Industrial Bank has 
gained a reputation as the “king of inter-
bank business.” This title is not only a reflec-
tion of its influence among small and medi-
um banks, but also praise for its innovations 
in the inter-bank business.

As the real estate market rebounded in 
2009, Industrial Bank began to dramatically 
expand its trust beneficiaries’ assets. 
Although Industrial Bank has never dis-
closed the industrial assets associated with 
its trust beneficiaries’ assets, the real estate 
industry forms a crucial part of these 
assets. The reason is that “only enterprises 
subject to the restrictions of getting loans 
will opt for trust financing. And how many of 
these enterprises can afford the cost of 
trust financing? Apart from the mining 
industry, the next possibility is the real 
estate industry. Lucrative industries are 
insensitive to interest rates.

Another possibility is a local financing 
platform. “Local governments may not 
even have thought about paying the money 
back,” said the bank analyst. At present, 
trust programs often have an annualized 
rate of return of up to 12%.“This part is 
typical shadow banking,” said Ma Weihua, 
former president of the China Merchants 

Single financing tru
st 
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the classic model of purchasing and resell-
ing trust beneficiaries’ rights. For example, 
Bank A has a customer which the bank 
doesn't want to approve a loan to, so Bank 
A looks for a trust company and holds the 
trust beneficiaries’ rights. Then, Bank B 
buys the trust beneficiaries’ rights, and 
Bank A guarantees to purchase back the 
assets at the agreed price before their 
maturity.

Through purchase and resale, the 
reverse repurchasing party’s loan assets 
are transferred to inter-bank assets and 
thus are not subject to the limit of the 
deposit/loan ratio, occupying only a small 
ratio of venture capital. The positive repur-
chase party’s guarantee business may not 

be recorded on the balance sheet.
The above bank analyst said that, as the 

off-balance sheet guarantee business also 
occupies capital, the positive repurchasing 
party can thoroughly solve the problem 
through a “drawer agreement.”

Due to a variety of operational models, 
recording the trust beneficiaries’ rights 
under the items “to be purchased and 
resold” can achieve the recording of a bal-
ance either on or off the balance sheet of 
banks.

The president of a branch of Industrial 
Bank said that, in previous years, due to 
poor regulatory monitoring, many urban 
commercial banks and rural commercial 
banks could use off-balance sheet business 
for purchasing and reselling. Therefore they 
became the “middleman” between banks, 
enabling them to move their assets and lia-
bilities off the balance sheet—“helping big 

banks eliminate [tens of billions of dollars],” 
said the president.

Financial statements show that Industrial 
Bank’s balance of trust beneficiaries’ rights 
to be purchased and resold was $232 mil-
lion in 2010, only accounting for 0.39% of 
the financial assets to be purchased and 
resold, but this increased to $45.3 billion in 
2011, accounting for 53.73% of the finan-
cial assets to be purchased and resold. 
Industrial Bank’s expansion of the trust 
beneficiaries’ rights to be purchased and 
resold is consistent with its purchase of 
Industrial Trust. It has increased the trust 
beneficiaries’ rights to be purchased and 
resold by the first half of 2013, which 
remained about half of the financial assets 
to be purchased and resold.

Where does the capital for purchasing 
and reselling come from? It comes from 
within the banks. “We absorb inter-bank 
capital to match up with that for purchasing 
and reselling so to make a good income,” 
said Li Renjie.

There were 318 customers on the bank-
to-bank platform of Industrial Bank by the 
end of 2012. These small- and medium-
sized banks often have a low deposit/loan 
ratio due to geographical restrictions and 
have spare cash available for use. According 
to Industrial Bank’s annual reports in past 
years, the inter-bank deposit was increased 
by 76.22%, 50.08% and 42.69% from 
2010 through 2012, respectively.

In other words, Industrial Bank is actually 
granting loans with inter-bank 

deposits. As an inter-bank deposit is a 
short-term business while loans are a long-
term business, Industrial Bank has been 
severely questioned about its mismatching 
of maturities.

new rules Threaten reselling
Staff members of Industrial Bank have 

mixed feelings about their reputation as the 
inter-bank business “king.”

With the release of Document No. 8 and 
Document No. 107 and the upcoming 

Bank, about the banks’ trust beneficiaries’ 
assets at the Two Salons meetings orga-
nized by Chinese Entrepreneurs magazine 
this year.

“The real estate development loans are 
subject to the control of size, the limit of the 
deposit/loan ratio of banks and front-line 
guidelines. But the real estate industry has 
financing needs whereas banks want to 
make profits. Shadow banking has solved 
all these issues,” said Ma Weihua.

For banks, disguising development loans 
as trust beneficiary rights has special 
advantages. Although the size of assets is 
increased, it has little impact on liquidity. 
According to regulations, the risk weight of 
traditional loans is 100%, but the risk 
weight of trust beneficiaries' rights recorded 
under “Inter-bank assets” is only 25%.

In 2008, the trust beneficiaries’ assets of 
Industrial Bank in its balance sheet were 
only $294.8 million, but reached $114.81 
billion in the first half of 2013, accounting 
for nearly 20% of its total assets. The figure 
excluded the trust beneficiaries’ rights 
undertaken by the banks with off-balance 
sheet funds.

For on-balance sheet items alone, trust 
beneficiaries’ rights are recorded under 
“Category III assets.” The trust beneficia-
ries’ rights that banks intend to hold to 
maturity are recorded under “Assets receiv-
ables,” while the trust beneficiaries’ rights 
that banks intend to sell are recorded under 
“Financial assets for sales.” In addition, the 
primary trust beneficiaries’ rights were 
recorded under “Financial assets to be pur-
chased and resold.”

The purchase and resale of trust benefi-
ciaries’ rights is an innovative business 
developed by Industrial Bank. In the past, 
the subject matters for purchase and resale 
were financial assets such as bonds and 
notes, but since 2010, Industrial Bank has 
begun to purchase and resell trust benefi-
ciaries’ assets.

A s t a f f  member f r om the Loan 
Department of Industrial Bank discussed 

Since 2010, Industrial Bank has 
begun to purchase and resell 

trust beneficiaries’ assets.
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Document No. 9 hanging like the sword of 
Damocles over it, the inter-bank business 
has been constantly squeezed.

In March 27, 2013, the CBRC issued the 
Notice on Issues Related to Standardizing 
Financial Business Investment and 
Operat ions o f Commerc ia l Banks 
(Document No. 8), requesting that banks’ 
investment in non-standard claims with 
investment funds should not exceed 35% of 
the balance of the invested products and 
4% of the total assets disclosed in their 
annual audit reports from the previous year. 

Due to the above restriction, many off-
balance sheet non-standard assets have 
been transferred to on-balance sheet 
assets. Many banks’ investments receivable 
and financial assets available for sales have 
sharply increased, dramatically squeezing 
liquidity and becoming one of the important 
reasons behind the “money shortage” of 
June 2013.

Industrial Bank, excelling at playing with 
non-standard assets, was no exception. Its 
trust beneficiaries’ rights under “Invest-
ments receivable” soared from $12.9 billion 
at the end of last year to $35.7 billion at the 
end of June 2013. Its trust beneficiaries’ 
rights under the “Financial assets available 
for sales” jumped from $9.6 billion to $10.8 
billion.

However, early this year, the General 
Office of the State Council issued the Notice 
on Several Issues about Strengthening the 
Business of Shadow Banking (Document 
No. 107) to relevant ministries and provin-
cial governments, proposing a “top-level 
design” for supervision of shadow banking. 
Despite its significance, Document No. 107 
states many rules of principle.

What really makes banks nervous is the 
long-awaited Management Measures for 
Inter-Bank Financing of Commercial Banks 
(Document No. 9). In the version of 
Document No. 9 released over the Internet, 
there are more specific regulations for inter-
bank business, mainly including that inter-
bank financing is incorporated in the banks’ 

unified credit system for calculation of 
capital and provisions; banks are not 
allowed to accept or provide 
“recessive” or “dominant” credit 
guarantees for third-party 
financial institutions; the 
positive repurchasing 
party is not allowed to 
transfer financial assets off 
the balance sheet for the 
inter-bank payment business 
or the purchasing and resell-
ing business. 

“This means that the pur-
chasing and reselling of trust 
beneficiaries’ rights cannot be 
practiced anymore,” said a 
staff member from the Loan 
Development department of 
Industrial Bank. But some 
people from the banking 
industry also think that 
Document No. 9 will not be 
released after the implemen-
tation of Document No. 107.

“Once the relevant docu-
ment is issued, the stock pric-
es of some banks will suddenly 
hit bottom,” said Ma Weima. 
Industrial Bank’s stock price 
hit bottom with increased 
transaction volumes the sec-
ond day following the release 
of Document No. 8.

In fact, the supervision of 
the inter-bank business is not 
the only challenge facing 
Industrial Bank. More risks 
come from the market. Industrial Bank 
escaped the last trough period of the real 
estate industry by squeezing real estate 
loans. How will it escape this time?

We have learned that Industrial Bank has 
intensified efforts to squeeze the off-bal-
ance sheet non-standard real estate busi-
ness this year. In fact, it was aware of the 
risks earlier. “Apart from development 
loans, we have implemented name list-

based management of other 
real estate financing busi-
nesses,” said a staff member 
at Industrial Bank’s head-
quarters.

In September 2013, the 
Hua j i a ch i p r ope r t y i n 
Hangzhou was purchased for 
$2.19 billion. In the project, 
the Hangzhou Branch of 
Industrial Bank cooperated 
with the local Binjiang Group 
to develop a mezzanine 
financing plan of up to $2.33 
billion to help it acquire the 
land. Although the plan had 

been approved by the Zhejiang Banking 
Regulatory Bureau, the bank’s headquar-
ters did not issue the approval document. In 
the end, Binjiang Group allied with Yiwu 
Small Commodity City and purchased only 
one-third of the land.

Looking at it carefully, the Huajiachi proj-
ect is located in Hangzhou, which was the 
first city to cut property prices. Industrial 
Bank really has sharp insights.

76.22%

$80 billion

According to the 
Industrial Bank’s annual 
reports of the past 
few years, the inter-
bank deposit/loan ratio 
increased by 76.22%, 
50.08% and 42.69% 
from 2010 to 2012, 
respectively. 

Industrial Bank had 
total real estate 
financing of $80 
billion by the first half 
of 2013.
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At the Mobile World Congress (MWC), 
Huawei unveiled five models including the 
MATE2 previously launched at the Chinese 
Economist Society (CES). Not long ago, 
Huawei teamed up with China Mobile to 
hold the MATE2 launch conference in China, 
where it released the first medium- and 
high-end 4G cellphone, marking its deter-
mination to forge ahead this year.

However, Huawei’s highest-end D series 
did not make an appearance. Huawei 
launched its D1 and D2 models about the 
same time over the past two years.

There is a story about the D3 which has 

yet to be released. The D3 that exists in the 
product description has an integrated all-
metal, full light-touch control, and seems 
not to have an external antenna because all 
antennas are in the front. “It’s a cool prod-
uct, very cool,” Shao Yang, the vice-presi-
dent of Huawei’s Consumer Business, said 
proudly. But after the product is completed, 
it will hit an awkward phase: The market 
price of the product is expected to be at 
least $800.

“Huawei’s D series is in pursuit of the ulti-
mate technology, so our priority was the 
use of the most advanced technology and 

materials during R&D, and not cost sensi-
tivity,” Shao Yang said. “Only when the 
product is completed will we think about 
how to reduce the cost without affecting its 
performance. Unfortunately, we could not 
find such a way for this product.”

Debate over whether or not to release 
the D3 became an issue for the EMT mem-
bers, the highest management level at 
Huawei. Hu Houkun is one of these mem-
bers. As a firm Apple fan, he is always hop-
ing that Huawei can produce a high-end 
product. “He always says that Huawei cell 
phones are the mainstream type,” said 

Chinese smartphone makers strive to get into the high end market.
By Qin Shan

Chinese Smartphone
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Shao Yang. “So, when he saw this model, 
he was firm to resolute in supporting us. His 
view is that, even if the product doesn’t sell, 
we can give it out with compliments to our 
customers around the world. This is a great 
opportunity to improve Huawei’s brand.” 

This was considered a somewhat radical 
viewpoint by other management members. 
Then, Ren Zhengfei, founder of Huawei, put 
forward several instructions about the 
development of Huawei mobile devices. 
One of them is the management of risks 
and the capability of making profits and 
constantly developing new products. 
“Management’s mainstream opinion about 
this product was that we cannot innovate 
purely for innovation,” Ren Zhengfei said. 
“Bell Labs held so many patents every year, 
but it ended up in bankruptcy. We are not 
only engineers, but engineer businessmen. 
We should focus on commercialization. 
Huawei has not gone public. If the cash flow 
goes wrong, we have small room for 
deployment. So, all of our business should 
focus on profitability,” Ren Zhengfei said.

This practical viewpoint had its appeal 
and the release of the D3 was set aside.

Wall of $400
Domestic brands including Huawei have 

never concealed their desire to enter the 
high-end cell phone market. In recent 
years, ZET, Huawei, Coolpad, Lenovo and 
many smaller brands have made different 
efforts and attempts. Some of the products 
are quite outstanding, but the market 
response has only been mediocre.

High-end cell phones come with immense 
risks. In theory, these phones are more 
lucrative, but accordingly, more channels, 
marketing and display costs are required. 
So, scale is the key to the profitability of 
high-end cell phones; enough sales volume 
can reduce the cost and generate profits. In 
this respect, the world’s cell phone makers 
can only be divided into the markets for 
Apple, Samsung and the others. Apple has 
a huge output of a single model, and 
Samsung has collected huge profits in the 

there is large-scale marketing, these prod-
ucts always end up selling miserably. The 
most extreme case is an instance where the 
sales of one brand’s high-end flagship 
model were said to be less than 10,000 
phones. Shao Yang described Huawei’s 
journey for high-end model phones as 
“scarred” and “ill-fated.”

2014 will be an important turning point 
for the cell phone market. With the coming 
of 4G, a new wave of cell phone replace-
ments may occur. Meanwhile, the hardware 
parameters that domestic manufacturers 
have been obsessed with for a long time 
have begun to lose their relevance. In the 
past few years, attention to parameters 
instead of the market has become a contest 
among manufacturers. (At this MWC, 
Qualcomm unveiled two Cortex A53-based 
64 chips. Xiaolong 615 is Qualcomm’s first 
eight-core chip specially designed for the 
Chinese market; it has similar functions 
with the international four-core 610, which 
indirectly reflects the fierce parameter con-
test in the domestic market). Nowadays, 
manufacturers must have stronger “soft 
strength” to win over consumers. Moreover, 
the cell phone is an important connectable 
device and has to face the growing popular-
ity of Internet automobiles and wearable 
devices. The choices made by manufactur-
ers will be the starting point in their differ-
entiation.

Each manufacturer has readjusted its 
architectures. As Chief Strategy Officer and 
Head of Huawei’s Consumer BG Strategy, 
Rui Bin highlighted the independence of its 
Rongyao brand in its strategic plan for 
2014. He believes that the horse-racing cul-
ture suits the company’s current strategic 
layout, which ends the discussion over any 
uncertainty on the issue of access to the 
Internet. Lenovo purchased Motorola to off-
set its defects in patents and branding. ZTE 
directly changed the head of its mobile 
device business. All of the manufacturers 
have made a clear strategy toward the 
Millet Phone, whether it is fighting with it or 
learning from it.

high-end cell phone market. They have 
reaped almost all the profits in the cell 
phone market. And for other cell phone 
makers, their high-end models are more of 
an image project.

High-end cell phones are directly reflect-
ed in their price. Prices at $400 have always 
been a deadly price point for domestic 
brands. When priced below $400, domestic 
brands have more obvious advantages than 
international brands in terms of value vs. 
price, appealing to the price sensitivity of 
consumers. Millet Phones are priced at 
$320, which is in the acceptable price 
range. When the price is above $400, the 

consumers’ sensitivity to price begins to 
drop and other factors such as brand 
awareness often become important consid-
erations.

In the era of non-intelligent cell phones, 
the only domestic brand with a presence in 
this price range is probably OPPO, a small-
brand manufacturer with core competitive-
ness in the areas of professional marketing, 
exquisite appearance and unique distribu-
tion channels. In the era of intelligent cell 
phones, major domestic brands have 
launched the so-called “high-end flagship 
models” of this price range. But most of the 
time, this is just an attitude. Whether or not 

Domestic brands including 
Huawei have never concealed 

their desire to enter the 
high-end cell phone market.
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“Our products must seize the opportunity 
and constantly forge ahead in the medium 
and high-end market,” said Huawei’s con-
sumer BG CEO Yu Chengdong, describing 
what domestic manufacturers’ honest 
ambitions should be. Yang Yuanqing, 
Chairman of the Board of Lenovo, described 
it another way: Lenovo’s business will expe-
rience three stages, a loss, profitable 
growth and then profitability. Obviously, 
after last year’s battle over scaling, how to 
make high-end models while ensuring mar-
ket scale has become a key focus this year.

Beyond samsung
What makes domestic brands confident 

about making high-end cell phones?
Scale is still the foundation. Before profit-

ing from high-end models, cell phone mak-
ers still rely on benefiting from economies 
of scale with smaller profits. Huawei and 
Lenovo are always in intense competition to 
be the No. 3 cell phone brand. Today, with 
its purchase of Motorola, Lenovo has rapidly 
expanded its international market channels. 
Yu Chengdong expressly said that 15% is 
the floor of international market share and 
that Huawei will quickly improve its share 
from 5% within two years. 

Patents are the guarantee. 4G is the big-
gest opportunity following the explosive 
appearance of intelligent cell phones in the 

Huawei discover Hass chips for its high-end 
models whereas the failure of the D2 has 
inspired Huawei to apply metallic materials 
in cell phones. “The success of the P6 built 
on the failure of previous models, and also 
sustained us in realizing products priced at 
$480 and above,” Shao Yang said. 
Compared to Huawei, other manufacturers 

are unsatisfactorily and slowly pro-
gressing. But in 2014, Lenovo which 
acquired Motorola, and ZTE, which 
replaced one of its top executives, 
will definitely stride forward.

Admittedly, how to build up their 
strength in soft power is also an 

obvious challenge for domestic manu-
facturers. Cell phones can be regarded 

as a “hub” to unify many areas such as 
medical services, education, automobiles 
and games, which is a prerequisite for high-
end models. How to weave the interlinks 
with other areas is a challenge for manu-
facturers, including Huawei.

One of the most notable events at MWC 
2014 was Samsung launching its first flag-
ship model of 2014, the Galaxy S5. This 
model has new features including the addi-
tion of a heart rate sensor, fingerprint iden-
tification, and waterproof capability.

The launch conference was held at the 
Barcelona International Convention 
Center and impressively attended by 
thousands of people. Although some for-
eign media commented after the confer-
ence that, as a flagship model, GalaxyS5 
did not bring any surprises, sales are still 
hot. Mike Sievert, Chief Marketing Officer 
for the operator T-Mobile, disclosed on 
Twitter that there were nearly 300,000 
pre-registered buyers for this model. It s 
not hard to envision that Samsung will be 
one of the rulers of the high-end intelli-
gent cellphone market in 2014. This is the 
“kingly existence” that Yu Chengdong 
envies.

Sooner or later, domestic cell phone mak-
ers such as Huawei will launch the D3, but 
it’s probably a long way off for them before 
becoming as successful as Samsung.

Before profiting from high-
end models, cell phone 

makers still rely on benefiting 
from economies of scale.

market. “The cell phone market is evolving 
into a battle of patents,” said Yu Cheng-
dong. The once-prevalent HTC was beaten 
badly by Apple and Samsung in the interna-
tional market due to patent issues. Lenovo’s 
acquisition of Motorola should be under-
stood in light of its authorized patent licens-
ing from Motorola and Google. In the opin-
ion of Yu Chengdong, Huawei, as a commu-
nications manufacturer, has obvious advan-
tages in the accumulation of 4G patents, 
making it possible for Huawei to win time in 
launching its own 4G products.

“The constant improvement of brands is 
crucial. We have to bring up the topic of 
Huawei P6. This flagship model with a 
launch price of $430 has sold over 3 million 
units in China and 1 million units overseas. 
“P6 is a label for Huawei in a sense,” said 
Shao Yang.

“The success of the P6 comes from the 
death of the D series,” said Shao Yang. And, 
accordingly, the failure of the D1 has helped 
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Yu’ebao was the biggest “miracle” in 
money market funds last year. Before the 
launch of Yu’ebao on June 13, 2013, its 
partner, Tianhong Asset Management, was 
ranked 54th among 72 money-market fund 
companies in China. But as of Jan. 15, 
2014, with the net asset value of Yu’ebao 
rapidly growing to $40 billion, Tianhong 
Asset Management miraculously became 
China’s largest fund, overtaking Huaxia 
Fund, which had been ranked number one 
for seven consecutive years. According to 
industry estimates, Yu’ebao has a net asset 
value of over $80 billion and over 81 million 
users.

How can Yu’ebao succeed? A tempting 

return of investment and remarkable ease 
of use are surely key factors, but effective 
risk control is equally important. A distinc-
tive feature of the financial industry is that a 
financial enterprise must have strong risk-
control capabilities, or in a moment it may 
lose everything it has gained over the previ-
ous decades.

In the past several months, Wu Xiaoling, 
former vice president of the People's Bank 
of China, on several occasions mentioned 
that Internet finance has two major risks: 
liquidity and mismatch of maturities. 

In fact, traditional financial enterprises 
have spent over a hundred years’ time 
avoiding these two risks by constantly opti-

One year has passed since Chinese 
e-commerce giant Alibaba launched 
Yu’ebao, which is thriving on the new 
business model based on big data.
By Yi Yong Qing

New Business

“ Big Data” 
SupportS 

  aliBaBa’S 
Yu’eBao
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An ad for Yu'ebao 
which stresses 
a high return on 
investment.
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mizing fund deployment. In 2008 when the 
U.S. financial crisis surfaced, American 
financial companies such as Bear Stearns, 
Lehman Brothers, and American Inter-
national Group (52.49, 0.85, 1.65%) (AIG) 
all suffered high liquidity risks. Today, tradi-
tional financial enterprises are transforming 
themselves from asset holders into asset 
managers. As banks’ short-term loans and 
long-term assets have become a growing 
trend, the mismatch in maturities has 
become an increasingly serious issue. 

Yu’ebao also faces these same two risks. 
For example, as the funds invested in 
Yu’ebao are available for use at any time, 
massive withdrawals are likely to take place 
on occasions such as the annual Double 11 
[online shopping] Festival, causing liquidity 
risks. On the other hand, if Yu’ebao has 
large levels of funds invested or invests too 
much in long-term financial products, it 
may lead to the mismatch in maturities.

So far, at least, Yu’ebao has done a good 
job minimizing these two major risks while 
rapidly expanding, and its weapon in doing 
this has been “big data.” Yu’ebao has, above 
all, developed well-targeted business rules 
to address liquidity risks. It has stipulated 
that individual investment amounts should 
not exceed $160,000. At present, Yu’ebao’s 
average individual investment amount is 
only $640. 

By contrast, as a considerable proportion 
of traditional fund investors have been cor-
porate investors, traditional funds have an 
average individual investment amount far 
exceeding that for Yu’ebao. Similarly, the 
number of investors is far less than that for 
Yu’ebao. With over 100 million investors, 
“big data” can fully exert its power. 

The liquidity management of Yu’ebao 
uses the “big data” amassed by Alipay over 
the nearly 10 past years. Yuan Leiming, 
general manager of the Financial Services 
Division of Ali Small & Micro-Finance Group, 
said, “It’s very difficult to understand and 
predict the behavior of individual investors. 

be matched one-to-one in theory,” said 
Yuan Leiming. Based on the above strategy, 
a sound secondary market can be devel-
oped, enabling financial institutions to have 
good liquidity and mobility in their assets.

“If so, the entire financial market will 
become healthy and prosperous rather than 
panic about some unexpected events,” 
Yuan Leiming believes. “In the Internet 
information era, there is an opportunity to 
change, and financial institutions can shift 
from a B2C model to a C2B one,” Yuan 
Leiming said. To achieve this transforma-
tion, the key lies in the “big data” capabili-
ties of financial institutions. In the opinion of 
Ma Yun, chairman of the Board of Directors 
of Alibaba (Scroll News), Alibaba will estab-
lish three platforms, first an e-commerce 

platform, then a financial 
platform, and finally a 

“big data” platform.
However, a 

But with Alipay’s ten-year data accumula-
tion, it’s less difficult to predict their behav-
ior, especially the trend of a majority of peo-
ple at a certain stage.” Yu’ebao’s forecasted 
deviation of liquidity demand can be esti-
mated even for time periods such as the 
Double 11 Festival and the Spring Festival, 
when investors frequently mobilize no more 
than 5% of their funds.

“Big Data” to the rescue
The mismatch in maturities can also be 

solved through “big data.” Yu’ebao should 
be considered a C2B product. Although dif-
ferent users have different needs for liquidi-
ty, their needs can be integrated using “big 
data” to identify one-to-one matches in 
assets in corresponding periods, thus solv-
ing the problem of mismatching maturi-
ties.

“When the user base and the 
database is large 
enough, any 
needs can 

A “big data” platform cannot 
be developed using the original 
technical infrastructure; instead, 

a cloud platform is needed.
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IOE solution. After the launch of Yu’ebao, 
however, Tianhong quickly moved to 
Alibaba’s cloud platform to support its big 
data applications. A de-IOE data sovereign-
ty movement initiated by Alibaba is in full 
swing. In May 2013, Alibaba Group 
removed the last IBM minicomputer from 
Alipay. On July 10, the Oracle database 
used by Taobao advertising system was 
eliminated. Alibaba will soon complete an 
overall transfer of two of its major systems.

Apart from helping Alibaba support 
Yu’ebao and Tianhong Asset Management, 
big data can also bring more value to 
Alibaba. For data quality, the transaction 
data gathered by Alibaba is undoubtedly 
the closest to being cashed in, or the more 
likely of the two to be commercialized. 
Moreover, most of the several hundred mil-
lion users of Alipay have registered their 
real names and bank card information, a 
large amount of which is transaction data. 

Of course, apart from Alibaba, two addi-
tional giants, Baidu and Tencent, are also 
adding big data resources, though they 

“big data” platform cannot be developed 
using the original technical infrastructure; 
instead, a cloud platform is needed. Alibaba 
Group’s CTO Wang Jian thinks that, though 
traditional fund companies grow linearly, 
Yu’ebao is growing very fast. To build a “big 
data” platform, it must get rid of the exist-
ing technical architecture.

up in the Cloud
Traditional fund companies often use the 

IT infrastructure of traditional American IT 
giants IOE (IBM (190.22, -1.51, -0.79%), 
Oracle and EMC (25.51, -0.40, -1.54%)), 
which are relatively closed and strongly 
coupled, to support the extraordinary 
growth of Yu’ebao and its application of big 
data. As these IT infrastructures lack scal-
ability, however, these issues fundamentally 
cannot be solved. In response, Alibaba is 
committed to creating a cloud cluster. The 
related Flying Program had a single cluster 
of 5,000 servers as of Aug. 15, 2013.

Prior to the launch of Yu’ebao, Tianhong 
Asset Management had also adopted an 

have their shortcomings.
As a search company, Baidu (159.74, 

0.40, 0.25%) has the largest amount of 
data and the most powerful pure big data 
capabilities. But Baidu lacks a strong 
account system, sufficient transaction data 
and a foundation for creating a cloud plat-
form to implement big data analysis. 
Previously, Baidu had initiated a big data-
related “scheme,” but this didn’t seem to 
pan out. Insiders disclosed that this was 
because Baidu did not fully anticipate the 
long-term cost and investment required for 
cloud computing. In 2010, Baidu launched 
the search-based big data program 
“Typhoon,” but was close to giving up on it 
by the end of 2012. Then Yang Zhenkun, 
the head of the program, quit, joining 
Alibaba.

Tencent (534, 1.50, 0.28%, Real-time 
News) also excels at big data and has 
China’s soundest QQ and WeChat account 
systems. Unfortunately, it is not deeply 
involved in the business chain. Tencent has 
been planning to launch the “WeChat 
Store,” a WeChat-based e-commerce prod-
uct, but its launch has been repeatedly 
delayed.

Even for Internet companies excelling at 
data, big data is a temptingly large cake. 
But bites from this cake seemingly take a 
great deal of effort to swallow.

0 ROI of Yu’ebao
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Brazilian 
companies are 
struggling to 
recover from the 
recession.

If businessmen had invested in savings accounts in 2013 rather than in 
productive activity, they would have lost less.
By Daniel Carmona

Will it Be Better 
this Year?

For conservative portfolios, savings 
accounts have not been a very attractive 
investment. In 2013, they yielded 5.8%, 
below the 5.9% inflation rate for the period. 
Despite the low returns, if businessmen had 
invested their capital in savings accounts, 
they would have made more in the year—or 
would have lost less—than they did by 
keeping their money in productive activity.

According to preliminary data from the 
Melhores E Maiores [Biggest and Best] issue 
that Exame published in June, the average 
profitability of the largest companies in the 

country was around 5.4% last year. That 
rate, if confirmed by the survey final fig-
ures, represents a slight increase when 
compared to the return of 2012, which was 
4.1%. But it is still well below the average of 
previous years—less than half the rate that 
companies got a decade ago. “The turtle 
has moved, but sidestepped,” said econo-
mist Fabiano Guasti Lima, Professor at the 
School of Economics and Business of the 
University of São Paulo, when talking about 
the difficulties companies are facing to 
recover profits amid the slow progress of 

Brazilian Enterprise

“The turtle has moved, but 
sidestepped.”

— Fabiano Guasti Lima, 
economist

the economy. To improve returns, compa-
nies have two solutions: increase revenue 
or cut spending. With the country’s econo-
my slipping, the first option becomes less 
likely. The solution, then, is to tighten their 
belts, as did the power distributor AES 
Eletropaulo. With the impact of lowering 
electricity prices—a measure adopted in 
2013 after a hard struggle between the 
government and the energy industry con-
cessionaires—AES ended the year with rev-
enues of $9 billion, nearly $1 billion less 
than the previous year. Still, the company 
earned $198 million, three times more than 
one year before. What contributed to this 
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good performance was the costs decrease 
by transferring, in July 2012, the operations 
of three offices in São Paulo to a single 
building in Barueri, in the metropolitan area. 
The savings on rent and property tax alone 
is $150 million per year. “The current situa-
tion requires us to reduce costs and seek 
efficiency obsessively,” said Gustavo 
Pimenta, CFO of AES. According to its finan-
cial statement, the company closed 2013 
with a return on equity of 11.2%, well 
above the industry average of 3.7%, 
according to a survey with public companies 
conducted by consult ing company 
Economatica.

hedge Magic
In a year in which the US dollar appreci-

ated 15% in comparison to the Brazilian 
Real, to tighten one’s belt may not be 
enough, especially for companies with for-
eign currency debt. With the US dollar 
appreciation, the petrochemical company 
Braskem was doomed to close 2013 with a 
loss of $1 billion. It managed to change the 
scenario by adopting the hedge accounting 
method that allows accounting for export 
future revenue (that takes longer to enter 
the cash amount) to reduce the immediate 
effect of exchange rate variation in the 
amount of debt. The result: Braskem closed 

the year with an accounting profit of $223 
million. The company went from a negative 
return of 11% in 2012 to a positive rate of 
8.6% in 2013.

Alpargatas, from the textile industry, trod 
a similar path by adopting hedge in its 
accounting operations starting from the 
second quarter of last year. The company 
immediately expanded by 5% sales mar-
gins (in dollars) in markets like the U.S. and 
Europe, mitigating the impact of fluctua-
tions in the price of imported raw material 
and released cash for investments in the 
construction of a new plant in Montes 
Claros, Minas Gerais, completed in late 
2013. With spending under control, 
Alpargatas ended the year with a 13.5% 
return. “We strengthened our foundation, 
so that from now on, with a larger produc-
tion volume, the company stabilizes sales 
margins again,” explained Márcio Utsch, 
CEO of Alpargatas. Apparently, with or 
without hedge, that is the expectation of 
some Brazilian companies for 2014.

“The current situation requires 
us to reduce costs and seek 

efficiency obsessively.”
—Gustavo Pimenta, AES

 

RETURNS STOPPED 
DROPPING
Preliminary data point to a slight recovery of 
returns at the largest companies of Brazil in 
2013. However, performance is still below the 
average recorded in previous years
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Progress of return on net equity (in %)
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2004                                                                    2013

(1) Prelminary datum. (2) Public companies. 
Source : Economatica and Melhores E Maiores 2014 
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Consumer industry 
to lead growth in 2014
The global landscape remains clouded, with crises in the Ukraine and Iraq creating a gloomy mood just 
as the developed economies continue to struggle to dig themselves out of recession. 
But on the domestic front, the situation is far more positive with the consumer sector expected to repeat 
last year’s stellar performance. 
By Ardhian Novianto

Fluctuation in exchange rates last year 
hurt many Indonesian companies and the 
international trading community is still 
depressed, but Indonesian consumers don’t 
seem to believe that’s any reason to stop 
spending. 

The confirmation that Jakarta’s former 
governor would stand as the presidential 
nominee for the Indonesian Democratic 
Party of Struggle (PDI-P) helped lift the pub-
lic mood even further. On the stock market, 
the Jakarta Composite Index (JCI) was up 
3.23% on the afternoon of the announce-

ment on March 14. Analysts predicted the 
market could move through the 5,000 mark 
before too long, while at the same time the 
rupiah strengthened. 

For the business community, this was just 
the icing on the cake. While Bank Indonesia 
has dropped its projection for growth in the 
economy this year to between 5.5% and 
5.9%, that still puts other countries’ pros-
pects into deep shade. 

Minister of Industry MS Hidayat said that 
growth in the non-oil and gas sector is 
expected to reach 6.4% this year. “If we can 

maximize efforts, it is possible to reach 
6.8%,” said Hidayat. 

Big spenders 
Indonesia’s demography, dominated by 

young people who like to spend rather than 
older people who already have everything 
they need, is a major boost for the consumer 
sector. Other sectors that thrive on big-
spending youngsters include property, edu-
cation and telecommunications. 

Most analysts expect that stocks of con-
sumer goods industry firms will lead the S
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composite index in the first semester this 
year, driven by increasing purchasing power 
and activities driven by the elections. 

Historically, elections create positive senti-
ment for consumer stocks. In the 2009 elec-
tions, for example, consumer stocks such as 
Gudang Garam, Indofood and Kalbe Farma 
produced the highest returns. Increases in 
share prices in the sector will tend to see 
investors go overweight on consumer stocks 
as valuations are already expensive. Even 
so, most will be happy to put their money 
into the sector in expectation of increasing 
gains. Profits could reach as high as 20%; 
last year, with the JCI suffering a fall of 1%, 
consumer stocks rose by 13.8%.

The optimism is palpable in the corporate 
moves of many consumer-targeted compa-
nies. The Indofood Group is one that is 
expanding. With a new joint venture with 
Asahi Group Holdings Southeast Asia, 
Indofood is targeting sales of non-alcoholic 
beverages to reach $418 million by 2017. 
The joint venture is building a new manufac-
turing facility that will start operation in the 
second semester. 

Indofood corporate secretary Elly Putranti 
is on record as stating that the market for 

non-alcoholic beverages has already reached 
$8 billion. The joint venture with Asahi will 
give Indofood a total of 17 units in the sector, 
including PT Pepsi-Cola Indobeverages. 
Research company Canadean reports that 
the value of soft drink sales rose by more 
than 20% in 2013 alone. 

In line with the growth in the consumer 
industry was the performance of the plastic 
packaging industry. According to Hengky 
Wibawa, executive director of the Federation 
of Packaging Companies, the value of the 
plastic packaging industry will grow 10% this 
year to $5.19 billion, well up from earlier 
estimates of between $4.5 and $4.7 billion. 
Growth will also be driven by election activi-
ties, when campaign rallies will boost sales of 
packaged goods. 

rising middle Class 
Over the past five years, the consumer 

goods business has grown consistently 
above 10%, driven by the high growth in 
both modern retail business and traditional 
markets. Food and beverages are expected 
to dominate this year’s growth. There are 
fewer concerns in the industry over 
exchange rate fluctuations this year, with the 

rupiah strengthening as concern abates over 
the current account deficit. 

Above all, the continuing increase in the 
scale of Indonesia’s middle class will boost 
consumption. Research by AC Nielsen sug-
gests that the middle class will grow by as 
much as 174% between 2012 and 2020. Its 
surveys show that 48% of total purchases of 
fast-moving consumer goods were made by 
the middle class. 

In line with AC Nielsen, Bank Indonesia’s 
consumer confidence surveys show no sign 
of nervousness. Consumer confidence 
remained intact in January, a report from 
Bank Indonesia showed. Its Consumer 
Confidence Index rose to 116.7 in January 
from 116.5 in December. An index reading 
above 100 shows optimism, while a reading 
below 100 means pessimism is dominant. “A 
majority of respondents are confident that 
the business environment, incomes and job 
availability will improve in the next six 
months,” the central bank said in a state-
ment published on its website.

As well as the elections, the approach of the 
annual spending binge at Ramadhan and Idul 
Fitri and the approach of a new school year 
also provide room for optimism on consumer 
spending. As long as the political situation 
remains stable, there is no reason for gloom. 

The Indonesian Association of Retailers 
expects growth in the retail sector this year 
to continue to be dominated by the mush-
rooming of mini-markets in every corner of 
the country. Out of the modern retail mix of 
mini-markets, convenience stores and 
hypermarkets, the mini-markets are grab-
bing the highest growth levels for fast-mov-
ing consumer goods. They grew from taking 
only 5% of market share in 2002 to reach 
21% by 2011. 

The fast growth in mini-market retail sales 
was driven by the Alfamart and Indomaret 
groups, which together control about 88% of 
the market. However, this year regulations 
to limit new expansion of mini-markets will 
challenge the growth trajectory in the mod-
ern retail market.

Modern retail 
business is 

booming as 
domestic 

consumption 
grows.




