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DIGITAL BUSINESSDIGITAL BUSINESSDIGITAL BUSINESSDIGITAL BUSINESS

DESIGN IN ASIADESIGN IN ASIADESIGN IN ASIADESIGN IN ASIA

ASIA’S DIGITAL READINESSASIA’S DIGITAL READINESSASIA’S DIGITAL READINESSASIA’S DIGITAL READINESS

The companies profiled in earlier chapters are Western-based, with their origins in North America.

While global, they developed their digital business designs in their home countries. How transferable

are these new digital business designs, and the concept itself, to a continent as vast and diverse

as Asia?

Some of the differences between Asia and North America are stark. The sheer number of

countries, cultural differences, and languages make it difficult for any company to succeed by rolling

out the same strategy for all of Asia. Usage patterns for some of the critical digital technologies,

moreover, lag far behind North America. By the end of 2000, Internet users as a percent of the

population reach 46 percent in the United States, whereas Internet penetration in Asia averages a

dismal 2 percent.

But managers must also look deeper than these broad-brush figures, because digital readiness varies

greatly across Asia. Internet penetration by the end of 2000 ranges from 23 percent in Japan to a high

of 34 percent in Singapore. Korea, Japan, Taiwan, Hong Kong, and Singapore (in this island-nation

PC household penetration now exceeds that of the United States) are all projected to see Internet

usage increase to within 10 percentage points of the United States by 2005. In less developed

economies with large populations such as India, Indonesia, Vietnam, and the Philippines, these same

penetration rates are under 1 percent. By some accounts, China now boasts 16 million Internet users,

but this amounts to a penetration rate of less than 2 percent.

In the use of other enabling technologies, however, Asia leads other parts of the world.

Mobile phone penetration in Hong Kong and Taiwan exceeds 70 percent of the population. Japan is

the world leader with over 15 million mobile data service subscribers. China boasts the second largest

mobile phone market with almost 70 million users, and is projected to surpass the United States

within a year.
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These underlying differences between countries led us to examine how innovative Western

companies adapt their business designs in Asia, and whether any Asian companies have started to

develop innovative digital business designs from which others can learn.   

IDENTIFYING THE WINNERSIDENTIFYING THE WINNERSIDENTIFYING THE WINNERSIDENTIFYING THE WINNERS

Cisco Systems, Schwab, Dell Computer, and Cemex are global companies, and all have

operations in Asia. So do GE and IBM, and Yahoo! and AOL. In this chapter, we examine the Asian

operations of the true digital innovators. We also look at Asia-based examples of incumbents and

dot-coms trying to move to the northeast quadrant. The analysis proceeds through these questions:

� How applicable are the business designs of Western Digital Innovators in Asia?  We will

briefly describe what Cisco, Schwab, Dell, and Cemex are doing to replicate their digital

success in Asia. We will look at their successes and the challenges they have faced. While

each has brought its digital business design to Asia, each has had to adapt its design to

conditions unique to Asia.

� What are the best Asian examples of digital business design?  True leaders in this area are

as scarce as in North America. Two companies, however, Tsutaya in Japan and TSMC in

Taiwan, are “incumbents on the move.” Like their U.S. counterparts, IBM and GE, each

thinks in terms of customers first and technology second, and each is using digital business

design to enhance its strategic options for serving customers. We also found a surprising

example in the Singapore Government, a world-class progressive digital enterprise. Its

business design, bit engine, and digital applications are truly world class among governments.

While each of these entities face significant challenges, all are committed to the development

of digital business designs that will satisfy customers and differentiate these enterprises from

their competitors in the coming years.

� Are any Asian dot-coms on the move?  We found fewer compelling examples here; the

market is less mature, and most Asian dot-coms are privately held. As in the United States,

few Asian dot-coms have learned that true digital business design requires the integration of

digital technology with sound business design. However, in Japan, NTT DoCoMo’s i-mode

business is a compelling dot-com on the move. I-mode receives stellar marks for both solid

business design and the use of digital technology. It leverages wireless technology, rather

than the Internet, to capture the minds and wallets of its customers.

Many more Asian companies will become winners in digital business design within the next

few years. Our research has already identified several companies deserving of honorable mentions,
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whose leaders have recognized the need to migrate to the northeast quadrant (Figure 16-1), and each

of these companies has taken important steps toward digitizing their business designs.

FIGURE 16-1 The Digital Business Design Matrix: Asia

DIGITAL INNOVATOR IN ASIA: CISCO SYSTEMSDIGITAL INNOVATOR IN ASIA: CISCO SYSTEMSDIGITAL INNOVATOR IN ASIA: CISCO SYSTEMSDIGITAL INNOVATOR IN ASIA: CISCO SYSTEMS

Cisco entered Asia in 1990, just two years after going public, and its efforts to gain ground

have been resolute. When Asia’s 1997-1998 financial crisis forced other companies to scale back,

Cisco pushed forward, investing over US$400 million. Cisco viewed that crisis as an opportunity to

strengthen its market position.

One way to build strength during a recession is to invest or acquire at bargain prices.
Cisco pursued this strategy in Asia in the late 1990’s.
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Cisco has grown in Asia at 50 percent per year for nearly a decade, and from 1997 through

2000, its profit margins there were comparable to those at home. This success would not have been

possible without a conscious effort to leverage the company’s core business design strengths:

customer-driven partnering and acquisitions, an unbeatable value proposition for talent, and proven

bit engines such as Choiceboards and electronic links with customers and suppliers. Nor would it

have enjoyed that success had it not made business design modifications to meet local needs.

CHINA: USING BIT ENGINES TO EDUCATE AND SELLCHINA: USING BIT ENGINES TO EDUCATE AND SELLCHINA: USING BIT ENGINES TO EDUCATE AND SELLCHINA: USING BIT ENGINES TO EDUCATE AND SELL

Because Cisco provides the solutions that power the Internet, the growth of the Internet is a

key driver of Cisco’s business. That growth potential is greatest in Asia, which generally lags far

behind Western Europe and North America in Internet readiness and use. The company is

addressing these factors, particularly in China, which has arguably the greatest potential for growth.

Many Chinese business and government leaders are uncomfortable with computers and

information technology, not to mention the transparency and information sharing that technology

makes possible. The difficulty of entering Chinese characters via keyboard also contributes to the

current low level of computer and Internet adoption. Recognizing these challenges, Cisco’s

overarching goal in China is to “evangelize the advantages of using the Internet to connect

nationwide operations of an enterprise or organization,” says Duh Jia-Bin, Cisco Systems China’s

General Manager. To further that end, Cisco sponsors conferences for key customers, suppliers,

partners, prospects, and hundreds of other industry leaders. At the Beijing Networkers Conference in

September 2000, for example, at least 1,000 participants received Cisco certification at the fourth

annual staging of this event.

The company has also funded fifteen branches of its global Networking Academy program

within Chinese universities. The Academy offers training and certification in the design,

development, and maintenance of computer networks. For individuals who lack technical experience,

the Academy offers a crash course in how Internet and networking technology can increase business

productivity. Cisco leverages its experience in digital training to ensure the Academy’s success,

modifying content and curriculum to local languages and local business requirements as needed.

CHINA: SALES AND SERVICECHINA: SALES AND SERVICECHINA: SALES AND SERVICECHINA: SALES AND SERVICE

Thanks in part to its educational efforts, Cisco has made a number of high-profile sales to

the Civil Aviation Administration of China, China Telecom, China's National Financial Network, and

to several local and national network providers. All of these sales are transacted through the Internet

itself, either directly with customers or via the company’s system of Chinese dealers.



Digital Business Design in Asia

6

As in the rest of the world, Cisco provides unparalleled digitally enabled service to its

Chinese customers, in this case through its Beijing Technical Assistance Center (TAC), which is an

offshoot of Cisco’s main Asia-Pacific support center in Sydney, Australia. Beijing’s TAC is a

clearinghouse for customer support in China, and it leverages a worldwide TAC system to gain real-

time access to the information required to solve customer problems. This information ranges from

advice on troubleshooting a networking problem to the status of orders and projects. Callers to the

TAC are connected to an expert on their issue any time of the day or night.

ASIAASIAASIAASIA

Asia needs training and education in networking and Internet related technologies. To serve

this need—and thus encourage Internet expansion—Cisco has established over 100 Networking

Academies, primarily in the more developed economies, and is making unprecedented investments in

less developed countries. Through a jointly sponsored initiative with the UN Development Program,

Cisco is starting Network Academies in nine developing countries – Bangladesh, Bhutan, Cambodia,

India, Mongolia, Nepal, Fiji, Papua New Guinea, and Sri Lanka. This program represents a massive

commitment to expanding the Internet in regions where the telephone remains a luxury. It aims to

develop demand and a talent pool to serve it – both of which will benefit Cisco in the long run.

Networking talent is also being developed through the Cisco Academy Training Center in Singapore,

which will “train the trainers” for that region.

Asia Pacific has been Cisco’s fastest growing source of revenues, accounting for nearly 10

percent of the company’s worldwide sales in 2000. More important, these sales were digitally driven.

In 1999, 90 percent of Asia Pacific sales were online, compared to 87 percent globally – a marked

success in Cisco’s attempt to leverage its bit engines and digital business design across borders.

Furthermore, those sales were very profitable: Gross margins in the Asia Pacific region were 71-79

percent compared to 72-74 percent in the Americas (Figure 16-2). The region’s high growth in

networking and Internet adoption indicates that its share of Cisco’s business will increase over time.

Being the first to educate your talent can be an opportunity as well as a challenge, as
Cisco’s experience attests.
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FIGURE 16-2 Cisco’s Revenue and Profit Growth: 1998-2000

Source: Company annual reports

CHALLENGES AHEADCHALLENGES AHEADCHALLENGES AHEADCHALLENGES AHEAD

Many of the business issues Cisco faces in the United States are even more pronounced in

Asia. Small businesses play a larger role in many Asian economies than in the United States, and

Cisco must determine how to serve them profitably. Meanwhile, local competitors such as China’s

Huawei Technologies can produce products (although not necessarily solutions – yet) similar to

Cisco’s at much lower costs. To meet these challenges, Cisco must stay one step ahead with next

generation technology and a unique digital business design.

DIGITAL INNOVATOR IN ASIA: CHARLES SCHWABDIGITAL INNOVATOR IN ASIA: CHARLES SCHWABDIGITAL INNOVATOR IN ASIA: CHARLES SCHWABDIGITAL INNOVATOR IN ASIA: CHARLES SCHWAB

Schwab has been serving Asian-American customers for many years, and has used

technology to support that effort. “Ethnic Chinese, especially overseas Chinese in America, Canada,

and Greater China, are our fastest growing group of customers,” said Christina Hui, Schwab’s

regional GM for Asia. This is not surprising since the average Asian client trades four times as heavily

as the average Schwab customer does.

Schwab recognized the value of ethnic Asian customers, and in the United States moved as

early as 1994 to provide live and automated phone support and trading in Mandarin and Cantonese,

an industry first. In 1998, it scored another first with its Chinese language Web site. In 2000 it

launched the industry’s first online Chinese language news service focused on U.S. financial markets.

These initiatives positioned the company to enter offshore Asian markets.
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TAKING DIRECT CHANNELS TO HONG KONGTAKING DIRECT CHANNELS TO HONG KONGTAKING DIRECT CHANNELS TO HONG KONGTAKING DIRECT CHANNELS TO HONG KONG

Charles Schwab entered Hong Kong in late 1997, providing customers there with the ability

to trade U.S. stocks and mutual funds via telephone, the Internet, and through a small retail branch.

Schwab was one of the first to enter this market, which now has over 250 online brokerage firms.

Not all of these firms provide U.S. stock trading, but the proportion is increasing.

Schwab’s Asian operation has largely replicated the business design it perfected in the United

States, with a few local modifications—a narrower customer selection being one of the most

important. The firm’s offer in Asia is tailored to individuals with high net worth and assets of at least

US$150,000. Minimum balance requirements are used to discourage smaller, less profitable investors.

The company’s value proposition makes heavy use of the choice, information, and tools

facilitated by its bit engine. Customers have access to “full service advice” including analyst reports,

quotes, and fund finders. The bit engine is supplemented by a telephone service center staffed by

employees trained to handle local financial and cultural needs. These customer service reps provide

24-hour service in English and in a number of Chinese dialects.

Pricing is also different in Hong Kong, where Schwab’s trading commissions are 2-4 times

those in the United States. As Schwab’s product and service portfolio continues to expand, it will

begin to differentiate its pricing based on varying service levels.

Recognizing the value that Hong Kong residents place on personal, face-to-face interaction,

Schwab is evolving into a hybrid, clicks-and-mortar company with walk-in service centers. The

flagship of these centers boasts electronic trading terminals, slick flat-panel quote screens, and many

well-trained service reps who open accounts, give investment advice, and provide tips on electronic

trading. Nevertheless, Schwab maintains its focus on other channels, and is expanding its call center

operations to support them.

Schwab’s Hong Kong entry has been well received. The customer base is doubling every

year, and average trading volume per customer is higher there than in the United States. Over 70

percent of trades were performed online by the end of the first year of operation, and this figure rose

to 90 percent by late 2000, compared to just 54 percent in the United States.

Before entering a new market, Schwab tests its value proposition with customers in
existing markets. It perfects its understanding of different language, cultural, and buying
habits rather than rolling out a substandard “one-size-fits-all” offer.
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CHALLENGES IN CHALLENGES IN CHALLENGES IN CHALLENGES IN HONG KONG AND ASIAHONG KONG AND ASIAHONG KONG AND ASIAHONG KONG AND ASIA

With 250 online brokerages, over 200 banks, and hundreds of traditional brokers, Hong

Kong is a crowded marketplace. Schwab has an established customer base and wide brand

recognition, but local entrants such as Boom.com and CASH are making inroads with much lower

commissions. Schwab appears determined to hold the high ground, as it has successfully done in the

United States, but may one day have to reduce its commission rates, particularly as global giants such

as TD Waterhouse vie for higher value customers. Schwab will have to reinvent its digital business

design yet again if it intends to protect what it has so successfully built.

While Schwab’s Hong Kong strategy has been successful so far, Hong Kong is only one

market. To date, the company has demonstrated flexibility in its efforts to expand more broadly in

Asia, where each market poses unique competitive, regulatory, and cultural challenges. To enter

Japan’s insular market, for example, Schwab joined forces with a local partner, Tokio Marine. Schwab

is a 50 percent owner of Charles Schwab Tokio Marine (CSTM), Tokio Fire and Marine owns 30

percent, and members of the Mitsubishi Keiretsu own the rest.

CSTM’s bit engine and value proposition is similar to that of Schwab’s Hong Kong

operation. However, recognizing the importance of face-to-face contact in Japan, CSTM is moving

immediately into branch offices, hoping to have 10 in Tokyo by 2003. The recent deregulation of the

securities trading industry in Japan raises the stakes for CSTM. As new competitors emerge with

different pricing and service levels, CSTM will have to reinvent its digital business design yet again to

stay a step ahead.

DIGITAL INNOVATOR IN ASIA: DELL COMPUTERDIGITAL INNOVATOR IN ASIA: DELL COMPUTERDIGITAL INNOVATOR IN ASIA: DELL COMPUTERDIGITAL INNOVATOR IN ASIA: DELL COMPUTER

Dell Computer has enjoyed tremendous success in the United States, and has replicated that

success in Europe. It faced a host of issues when it moved into Asia. As an online business, could it

succeed where Internet penetration was low and payment over the Internet was practically non-

existent? Most Asians value face-to-face interaction. Would they accept Dell’s automated customer

interface? Dell’s business model, which allows customers to configure their own products, assumes

some customer familiarity with PC features. Would that model work in markets where the average

buyer is far less sophisticated?

When it was not feasible to test different language, cultural, and buying habits in
an existing market, Schwab partnered with a company that understood these factors.
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Many observers thought the U.S. titan would stumble, but Dell has proven them wrong.

Though it had to make some changes to its customer interface, the core of its digital business design

-- build-to-order model -- works as well in Asia as in other markets.

Dell began selling products in Asia in the early 1990s through local distributors. It first made

investments in facilities and personnel in 1993, and opened a manufacturing plant in 1996 in Penang,

Malaysia. Within four years, Dell had captured 4 percent of the Asian Pacific PC market. By 2000, its

manufacturing and service capability had expanded to China, and Asia-Pacific sales were growing at

the remarkable rate of 50 percent per year.

CUSTOMER SELECTIONCUSTOMER SELECTIONCUSTOMER SELECTIONCUSTOMER SELECTION

Dell’s initial strategy in Asia was to focus on large corporations, usually multinationals, many

of which it served in other parts of the world. Since these sophisticated customers did not have to be

educated, Dell could focus its resources on building local expertise and improving efficiency.

As in North America and Europe, Dell’s Asian business design allows customers to custom-

design their desktop and notebook computers, workstations and network servers, which are then

built to specification. Orders are usually finished and shipped within a week. A multi-lingual service

center staff provides technical and sales support throughout Asia with remarkable efficiency: 80

percent of queries are answered within 10 minutes.

With its sales to multinationals established, Dell attacked other market segments within Asia:

first, large institutions and governments, and then smaller entities and individuals. This strategy

paralleled the company’s U.S. experience. As one Dell salesman commented, “We don’t have to

change the formula. It will work in the United States, India, China or even in space.”

CHINACHINACHINACHINA

The Chinese PC market is huge and growing. In 1999, it was the world’s fifth largest market

for PCs, and many predict that it will climb to the number three spot by 2002.

Dell entered the Chinese market through local distributors in 1995, and in 1998 announced

plans to sell direct. Following its pattern elsewhere, large corporations were the initial targets. To

these larger purchasers, Dell stressed the price advantage of eliminating the middlemen upon whom

other American PC makers in China relied for sales and distribution.

In China, Dell acquired many multinational customers--Motorola, Ford, and Nortel being

prominent examples. But Dell also made inroads into state-owned enterprises, and by 1999, two-

thirds of Dell’s China sales were to these customers.
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Departing from its tried-and-true formula, Dell has had to modify its traditional interface

with some customers, particularly with those who are less Internet-ready. In China, Dell does much

more face-to-face selling than in the United States, and thus has opened sales offices in most of the

major cities. Sales are also handled over the telephone through toll-free hotlines. Dell also has made

allowance for the many customers who do not have a credit card, or feel uneasy about using cards

over the Internet. One customer, a manager in a small professional services firm in Beijing, describes

his experience of choosing a Dell computer:

Dell built the computer I designed. Dell faxed me the information about how to make the
payment direct via bank transfer from my bank to their bank account. It was very easy and
worked well. The computer arrived a week later, and within half an hour, two Dell engineers
arrived in my office and installed it. While they were here, they also debugged other
equipment in the office, regardless of who had manufactured it. And guess what? My
colleague bought a Dell computer the next day!

While Dell had to alter the customer interface, it has been able to replicate its build-to-order

model in China without change. This represents the company’s key source of competitive advantage.

Dell opened its manufacturing facility and service center in Xiamen, China in August 1998. There, as

elsewhere, Dell operates on thin inventories--roughly six days worth of supply, whereas some of their

competitors in China operate with 40-day inventories.

Dell’s China plan was successful from the outset. By the end of its first year of full

operations (1998), its market share had tripled to 1.2 percent, while Compaq’s had fallen from 3.5

percent to 2.7 percent. Since then revenues have continued to rise, with more than 30 percent

quarterly growth, and Dell is now ranked fifth among mainland China PC vendors. The company’s

China operation became profitable in 1999, ahead of schedule. Seeing a great future in China, Dell is

on track to quadruple the capacity of its Xiamen plant by the end of 2000.

ASIA RESULTSASIA RESULTSASIA RESULTSASIA RESULTS

By late 2000, Dell had operations in twelve Asian countries, and customers in many more.

Annual revenues had grown to just under US$2 billion. This represents only 4 percent of the total

market, but Dell has always been more interested in profits than in market share. Net profits from

the region are growing and are expected to be just short of US$100 million for 2000. And though

profit margins lag behind other regions in which the company operated, the gap is narrowing (

Figure 16-3).

Find ways to leverage the benefits of your digital business design even if you
need to alter some of the technologies you have used in other geographies.
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FIGURE 16-3 DELL’s Profit Margins

Source: Company annual reports

Dell has succeeded in bringing its digital business design to Asia despite the region’s low

Internet penetration. Over time, the percentage of orders placed online has grown. That is an

important metric as online orders are significantly less costly to process. By late 2000, the company

operated sixteen country-specific Web sites, using English, Chinese and Japanese. By the end of

2000, Dell expected 50 percent of sales in Asia-Pacific region to come from the Internet, a

percentage almost identical to the company’s experience elsewhere in the world.

FUTURE CHALLENGESFUTURE CHALLENGESFUTURE CHALLENGESFUTURE CHALLENGES

Asia is likely to be the fastest growing PC market in the world, certainly through 2006. The

challenge for Dell is to capture the most value from this opportunity. Potentially lucrative segments

would be the small businesses and individuals who currently represent 60 percent of the market.

These segments have less pricing clout than large corporations. Should Dell bring these customers

into its Internet interface, it would serve them extremely profitably.

Another potential challenge would be the emergence of capable Asian competitors with

business designs similar to Dell’s. It may not be long before one or more of these manufacturers,

who already operate with low cost bases, learn to replicate Dell’s powerful digital business design and

create build-to-order systems of their own.
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DIGITAL INNOVATOR IN ASIA: CEMEXDIGITAL INNOVATOR IN ASIA: CEMEXDIGITAL INNOVATOR IN ASIA: CEMEXDIGITAL INNOVATOR IN ASIA: CEMEX

MOVING INTO ASIA AT THE RIGHT TIMEMOVING INTO ASIA AT THE RIGHT TIMEMOVING INTO ASIA AT THE RIGHT TIMEMOVING INTO ASIA AT THE RIGHT TIME

By the mid-1990s, Cemex was poised to enter Asian cement markets, particularly those of

China, Indonesia, Malaysia, and the Philippines. But with sky high market valuations and demand for

cement at its peak, the company decided to play a waiting game. Cemex did not have to wait long,

however. The Asian economic crisis, which hit in late 1997, provided the opening it needed. Then,

like Cisco, it moved quickly to build its Asian presence.

Cemex’s first targets were the Philippines and Indonesia, two of Southeast Asia’s largest

cement markets. It entered both markets through acquisitions, since the economic crisis provided an

opportunity to acquire assets at reasonable prices. “Cemex bought these two companies at half the

price it would have had to pay two years ago,” said World Reporter in January 1999.

ENTERING THE PHILIPPINES: A WINNING APPROACHENTERING THE PHILIPPINES: A WINNING APPROACHENTERING THE PHILIPPINES: A WINNING APPROACHENTERING THE PHILIPPINES: A WINNING APPROACH

Cemex made its first move in the Philippines in October 1997 with the acquisition of a 30

percent stake in Rizal Cement, which at the time accounted for 16 percent of all Philippine cement

production capacity. The Mexico-based company successfully expanded Rizal’s market share from

under 14 percent to over 20 percent within one year. But Cemex didn’t stop there. In January 1999, it

acquired an additional 40 percent stake in Rizal, and in the same month completed an acquisition of

APO Cement. In combination, these assets made Cemex the second largest cement producer in the

Philippines, controlling over 22 percent of the country’s total production capacity.

Having gained a majority stake in both companies, Cemex began reshaping them with

elements of the business design that accounted for so much of its success in the Europe and the

Americas: tools, systems, and technologies. It also sent in a post-merger integration team of experts

from Colombia, Mexico, Spain, and Venezuela to speed the integration process.

Although the general use of digital technologies in the Philippines lagged that of other

markets in which the company operated, Cemex did not hesitate in implementing its technology and

communication platform, CEMEXNet, there. That platform gave the company’s Manila employees

access the powerful databases and tools used by Cemex employees elsewhere in the world. Likewise,

the company’s Philippines sales personnel were equipped with laptop computers, giving them access

to information and productivity tools. Working together, technologies and information helped Rizal

Transferring a business design requires not only the implementation of the
necessary technologies and tools, but also the establishment of the right
processes and putting in place the right people.
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Cement to achieve cost savings of US$29 million, equivalent to nearly 15 percent of total sales, in its

first year of operation. Cemex did not, however, implement all components of its business design in

its Philippine operation. For example, its Dynamic Synchronization of Operations (DSO) system--a

GPS system installed in delivery trucks for real-time dispatch and status tracking--was judged

inappropriate to install for local market conditions.

As of early 2001, the ready-mix market for concrete in the Philippines remained small and

immature; most of the cement used in that nation continued to be mixed on-site. Cemex was, in fact,

the first major cement manufacturer in the market to invest in a ready-mix plant and to deliver a

ready-mixed product to its customers. Once this market becomes more established, Cemex will no

doubt support it with the powerful DSO technology. As Bradley John, Cemex Investor Relations

Asia, explained, “We face the same problem in Asia as in our home market in Mexico – uncertain

demand and poor road infrastructure. The DSO system will certainly help in the Philippines market.”

By streamlining its operations and implementing various productivity improvement tools,

Cemex’s performance surpassed all of its key Philippine competitors in 1999 (see Figure 5-1). Its

margin was also superior, being the only one of the major cement producers with a positive operating

margin. (That margin improved dramatically in 2000, expanding from 2.1 percent in 1999 to 8.6

percent). Cemex expected its operating margin to increase even further in 2001 as cost savings and

productivity improvements continued.

Figure 16-4: Cemex Philippines 1999 Sales and Operating Margin

Source: Cemex Annual Reports

ENTERING INDONESIA: THE JURY IS STILL OUTENTERING INDONESIA: THE JURY IS STILL OUTENTERING INDONESIA: THE JURY IS STILL OUTENTERING INDONESIA: THE JURY IS STILL OUT

Indonesia has proven to be a bumpier road than the Philippines, and Cemex’s results there

to date are mixed. As in the Philippines, the company gained entry through an acquisition—in this

case, a 14 percent interest in the of the government-owned cement manufacturer, PT Semen Gresik.

That transaction occurred in September 1998. Within a year Cemex had increased its ownership to

25 percent.
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new technology, it must be on Cemex’s radar screen. Given the company’s difficulties in Indonesia

through early 2001, however, Cemex is unlikely to pursue minority ownership positions in China --
or other Asia countries. The lesson of the Philippines and Indonesia is clear: a piecemeal approach to

digital business design implementation will produce mediocre results.

INCUMBENT ON THE MOVE: INCUMBENT ON THE MOVE: INCUMBENT ON THE MOVE: INCUMBENT ON THE MOVE: TSUTAYATSUTAYATSUTAYATSUTAYA

Perhaps no company knows more about Japanese buying habits than Tsutaya, the country’s

largest chain of video, book, and CD stores. Once a traditional retailer, it has evolved into a modern

clicks-and-mortar company and a global leader in the development and use of customer databases.

CREATING A BIT ENGINECREATING A BIT ENGINECREATING A BIT ENGINECREATING A BIT ENGINE

Tsutaya’s video rental business (whose franchise headquarters is one of the businesses

owned by Culture Convenience Club) was founded in 1985 by the charismatic Muneaki Masuda. CD

and book sales were added in 1993 and 1994, respectively, and by the end of 1995, Tsutaya was a

widely recognized brand with over 750 retail outlets.

Masuda was not content with what was essentially a “me-too” business. He wanted to create

value by collecting and using consumer information, and his membership-based video rental business

gave him the means to pursue that vision. Well before “customer relationship management” entered

the vocabulary of business, Masuda had begun amassing a database of information on

Japanese consumers.

The video rental business lends itself to the profitable use of extensive information. To

become a member, a customer fills out a simple form with name, age, address, occupation, gender,

and so forth. But data collection is the easy part. Understanding consumer behavior is more difficult,

and requires the aid of a powerful bit engine. Masuda took the first step in that direction when he

invested ¥100 million in a sophisticated point-of-sale (POS) computer system, which could capture

information on movies rented and items purchased. Over the next 10 years, Masuda oversaw the

development of a centralized customer database with direct links to his POS system. Every time a

customer made a purchase or rented a video, the customer ID number and details of the purchase

were entered into the POS system and transmitted back to the customer database. Today, that

database holds not only customer demographic information, but also tracks details on customer

spending behavior. Analysis of this data tells Tsutaya a great deal about customers’ lifestyles

and interests.
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By 1994, Tsutaya had one of Asia’s most sophisticated customer databases, and Masuda

could justifiably say, “This is not a video franchising company. It's a planning company. We deal in

lifestyle information."

The company uses its bit engine to:

� Increase the frequency of visits and customer loyalty. Its information system allows

Tsutaya to determine which products appeal to which sets of customers. This knowledge

helps shape targeted marketing campaigns. For example, based on past rental or purchase

history, Tsutaya can notify members when new movies starring their favorite actors are

released. It can also send birthday cards with enclosed coupons or an announcement that a

free gift awaits them at their local Tsutaya store.

� Generate licensing fees from marketing partners.  Tsutaya also sells specific information

to third parties. Operating through its subsidiary, Advanced Direct Marketing System, it sells

data to a variety of marketing partners, which both leverages the data for the partners’

benefit and increases patronage at Tsutaya’s stores. For example, the free gifts mentioned

above might in many cases come from a joint marketing partner, such as a sample bottle of

perfume from Mandom. The company’s marketing partners generated over ¥2 billion in

“direct” revenue in 1998, and undoubtedly provided significant upside to Tsutaya’s

core business through increased store traffic. “direct” revenue in 1998, and undoubtedly

provided significant upside to Tsutaya’s core business through increased

store traffic.

USING THE BIT ENGINE TO INCREASE EFFICIENCYUSING THE BIT ENGINE TO INCREASE EFFICIENCYUSING THE BIT ENGINE TO INCREASE EFFICIENCYUSING THE BIT ENGINE TO INCREASE EFFICIENCY

The computer system links Tsutaya headquarters with each of its franchises. It shows real-

time inventory levels and allows stores to track the performance of each rental title. Tsutaya uses the

same information to aggressively manage inventory. For example, it keeps a careful eye on which

titles are dropping in popularity; once a title falls below a certain rental threshold, it is removed from

the stores and sold as a used video.

Tsutaya’s information system has produced phenomenal benefits. The company increased

revenues by more than 50 percent between 1997 and 1999 with only a 5 percent net increase in

stores. Existing stores become more productive, and inventory turns improved. Inventories increased

only 5 percent between 1998 and 1999, but sales increased 15 percent. While some of this improved

Tsutaya’s experience shows that customer relationship management is not simply about
building databases, it is about making money.
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efficiency stems from greater product range and mix, the company’s ability to improve the mix has

depended heavily on the information supplied by its powerful bit engine.

TSUTAYA ONLINETSUTAYA ONLINETSUTAYA ONLINETSUTAYA ONLINE

Tsutaya management recognized Internet opportunities earlier than most Japanese

companies, and launched Tsutaya Online (TOL) in July 1999 to capture them. A month later,

anticipating the potential of the “wireless Internet,” it followed with its own mobile phone site

through DoCoMo’s i-mode platform, soon extended to J-Sky. The site provides registered online

members with news about video and CD releases, enables product and inventory searches, supplies

store details, and offers online shopping.

TOL is more than a Web/i-mode site. It is a marketing channel to stimulate sales in

Tsutaya’s existing stores. TOL promotes new releases, sends personalized emails and discount

coupons based on preferences identified through the POS/customer bit engine. It will even send, via

imode-mail, a digital “phone to” button which links to a phone number playing new releases for

consumers to sample. By using many phone numbers for many songs, the mails can be tailored to

alert customers to new music from artists for whom the customer has shown past preferences.

The results of the company’s online initiatives have been impressive:

� Customers with online membership spend 4 –14 percent more than those without.

� Rentals are 2-5 times higher among recipients of an emailed movie review than among the

general customer base.

� CD purchases are higher among TOL members who receive “phone to” mails for music

samples via i-mode.

� Traffic at Tsutaya stores has increased due to TOL’s influence. A recent trial promotion

resulted in a 22 percent higher visit frequency from online members compared to

general members.

Collecting more customer information
Using TOL, Tsutaya can collect more information from customers; it can track both the

video titles customers are renting and the titles they are searching for and asking about. These

information helps Tsutaya to plan inventory and understand customer habits.

A sophisticated recommendation system, launched in January 2001, will make it possible for

customers to request movie recommendations that suit their particular moods (“want to laugh”, “feel

like crying”, “adrenaline rush”, etc.). Tsutaya plans to cross-reference the mood of its customers with

their personal rental history.
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Customer service and employee productivity
Using Tsutaya Online, members can check whether the latest video rental has been released and can

see which stores have it in stock. They can also reserve newly released videos, books, and CDs for

purchase at particular stores. These features save wasted visits and phone calls and free up store staff

for more important service tasks, building a better value proposition for both customers

and employees.

Advertising revenue
TOL is one of i-mode’s most popular entertainment sites and among the top 10 sites overall in

Japan. Recognizing an opportunity, TOL started an experiment in September 2000 to create revenue

through banner ad sales. TOL’s large, mostly young customer base holds great appeal to a variety of

advertisers from Disney to Panasonic. This experiment now appears to be a profitable undertaking,

at least in the near term. Moreover, i-mode site advertising rates are currently significantly higher than

those for PC sites in Japan, due to ten-fold higher click-through rates.

To attract sustainable advertising revenues, Internet sites must appeal either to a mass

audience in large numbers or to a niche audience. Tsutaya Online may do both. Its large and growing

membership attracts advertisers for the mass audience. It can also use its database to precisely target

niche audiences with tailored advertisements. As Masuda explains, "In the future, we will use

storefront customer data for marketing and advertisements. For example, we can place a fishing

banner for TOL members who have rented more than three fishing videos, or a recreational vehicle

ad if they're interested in that kind of car."

RESULTSRESULTSRESULTSRESULTS

TOL membership reached 700,000 by mid-2000 and the company expects that number to reach 1.5

million by March 2001. Average visits per customer stand at an impressive eleven visits per month,

dwarfing figures for many large American Internet sites such as amazon.com (books, music CDs

etc.), cdnow.com (music CDs) and dell.com (PCs). Time spent per visit is also higher, with 12

minutes for TOL compared to 8 minutes for amazon.com and 7 minutes for cdnow.com.

Early results and better than expected advertising revenues suggest that Tsutaya Online may

turn a profit as early as 2002. The overall impact on company operations has undoubtedly been

positive, by creating increased store traffic and sales, and adding to the richness of the

customer database.

Real-time information can make customers happier, and can get them to take
on some of the rote work your employees are currently doing.
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In terms of overall results, all signs point to continued profitable growth for Tsutaya’s store-

based business. Tsutaya has grown to be the leading player in the Japanese video rental market with

nearly 1,000 franchises and 29 company-owned stores. It enjoys an impressive 27 percent market

share in video rental; it ranks third in book sales and second in CD sales.

Tsutaya’s bit engine and digital business design (Table 16-1) have been the foundations of

tremendous growth, with franchise revenue hitting ¥78 billion in the year ending March 2000. Its

three-year annual growth rate of 23 percent is even more astonishing when compared to the relatively

flat performance of Japan’s economy overall. This revenue growth has not come at the expense of

operating profits, which have grown at an even more impressive 30 percent per year over this period.

TABLE 16-1 Tsutaya’s Digital Business Design

Customer Selection � Young customers with high disposable income
� All consumers with preference for entertainment goods

Unique Value Proposition for
Customers

� Wide selection and availability
� Personalized product recommendations and notifications
� Online coupon service
� Sample music listening service via mobile phone
� Online inventory advice saves time and effort in bricks-and-mortar

shopping
Unique Value Proposition for
Talent

� Customers perform own inventory searches, freeing up sales staff to
focus on higher value tasks

� TOL employees work with cutting-edge technology
Value Capture / Profit Model � In-store sales and rental fees

� Franchise fees/profit sharing
� Sales uplift at stores from online promotions
� Sales of online products
� Sale of customer information to third parties
� More effective marketing through Web-customer research
� Advertisement revenue from i-mode banners
� Reduced working capital and inventory by using customer database

Strategic Control /
Differentiation

� Deep understanding of customer preferences
� Increased brand awareness through Web site and i-mode

Scope � Hybrid model (stores, PC, i-mode channels)
Organizational Systems � Separate organization structure allows TOL to recruit top technical talent,

but leverage results across Tsutaya and TOL, a fully owned subsidiary
Bit Engine � Customer Database of 13+ million members

� POS database tracks 2.2 million merchandise items, plus rental and
purchase data (1.2 million per day)

� Web site www.tsutaya.co.jp for PCs and mobile phones with content;
linked to main database to allow access to records, inventory etc.

Boldface = digitally enabled

By February 2000, membership had reached 13 million, or 10 percent of the Japanese

population, and a survey conducted by Nikkei business in early 2000 ranked Tsutaya third among all

retail brands in Japan when consumers were asked, “What store would you most like to see opened

in your neighborhood?”

http://www.tsutaya.co.jp)/
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THE NEXT PHASE: REINVENTIONTHE NEXT PHASE: REINVENTIONTHE NEXT PHASE: REINVENTIONTHE NEXT PHASE: REINVENTION

Tsutaya already has a vision for a dramatically different business design, and its bit engines

will surely help make any future implementation of that vision more successful. Its vision includes a

chain of stores that will be:

� Digitally powered:  The customer database, with enhanced data on customer preferences,

will allow the company to precisely micro-segment the market at the neighborhood, or even

block level.

� Small and highly tailored:  Tsutaya envisions smaller stores at which all of a store’s inventory

will be relevant to customers in the immediate neighborhood, providing better choice with

higher throughput and lower inventory and rental costs.

� Ubiquitous:  A digital “hub and spoke” system – with the powerful bit engine as its hub and

thousands of small but efficient stores as its spokes – will enable a tripling of Tsutaya’s network

in short order. Each Tsutaya store will be located, on average, less than ten minutes’ walk from

every home in Tokyo.

The road to this future, however, may not be smooth. Tsutaya seems well positioned for the near

term, but new competitors will appear as technology alters the appeal of the basic product – physical

entertainment goods. Customers around the world can already download books, movies, and music

in digital format, and this practice is bound to spread. For Tsutaya to succeed in the long run, it must

successfully confront the challenges and opportunities of digital content delivery.

INCUMBENT ON THE MOVE: TAIWAN SEMICONDUCTOR MANUFACTURINGINCUMBENT ON THE MOVE: TAIWAN SEMICONDUCTOR MANUFACTURINGINCUMBENT ON THE MOVE: TAIWAN SEMICONDUCTOR MANUFACTURINGINCUMBENT ON THE MOVE: TAIWAN SEMICONDUCTOR MANUFACTURING

COMPANY LTD. (TSMC)COMPANY LTD. (TSMC)COMPANY LTD. (TSMC)COMPANY LTD. (TSMC)

Many best practices outlined in earlier chapters have been applied by TSMC since its

inception. TSMC, one of Taiwan’s most successful and innovative semiconductor companies, has

always been customer-focused and has always built products to order. Strong business design and

effective management have helped it become a semiconductor giant in little more than a decade.

Recently, however, TSMC has begun to realize the power of using technology to become an

indispensable, "virtual" part of its customers’ organizations, and to link itself to customer operations

in ways that improved their productivity.
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TSMC was founded in 1987 by Dr. Morris Chang, a successful executive who had spent 25

years with Texas Instruments. Chang identified a new market within the semiconductor industry:

companies that wanted to design and produce high-tech products without having to own chip-

making foundries. This new breed of “fabless” semiconductor companies needed trustworthy

integrated circuit (IC) suppliers who were dedicated to their needs.

Chang wrote a company charter that prevented TSMC from manufacturing chips under its

own brand name, making his company the world’s first dedicated IC foundry company. His strategy

was to work closely with customers on chip design and then manufacture the chips for them--a

classic build-to-order model. This business design worked well, as fabless customers benefited from

the scale advantages and best-in-class technology. TSMC also began to serve established integrated

chip makers such as Intel and Motorola, which saw the advantages of outsourcing some of their

manufacturing. By 1996, TSMC had revenues of TWD39.4 billion and a market capitalization of

TWD150 billion (approximately US$5 billion).

THE NEED FOR BUSINESS DESIGN EVOLUTIONTHE NEED FOR BUSINESS DESIGN EVOLUTIONTHE NEED FOR BUSINESS DESIGN EVOLUTIONTHE NEED FOR BUSINESS DESIGN EVOLUTION

Though it was growing fast, TSMC faced two major challenges:

� Business cycles:  TSMC was exposed to the cyclical nature of its customers’ business. Profit

growth started to slow in 1996 and went negative in 1997 and 1998 (Figure 16-4), a period during

which over capacity and reduced demand squeezed margins throughout the industry.

� Speed and complexity:  Customers required more and more high-quality, complex chips, faster

design cycles, and faster time-to-market.

FIGURE 16-5  TSMC ‘s Net Profits

Source: Company annual reports
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Digital business design concepts helped the company address both challenges, as

Chang initiated a number of changes. To meet customer needs and to limit exposure to the IC

industry cycles, TSMC began evolving from being a simple manufacturer into a provider of value

added services.

By putting themselves in customers’ shoes and asking “What do customers want and how

can we help them with their whole process?” TSMC managers decided to provide services that would

make customers view TSMC as an extension of their own businesses: a “virtual fab.” The company’s

President explained it this way: “The term ‘virtual fab’ implies that we offer our customers services

that are so seamless that they feel as if our facilities are located next to theirs. Our intent is to make

our foundry services as transparent as possible, so that they can run their operations as if they did, in

fact, have their own dedicated fabs.” The ultimate goal was to be “infinitely more flexible in meeting

customers’ information needs.” Dr. Chang realized that to achieve this goal the company would have

to digitize its processes.

TOTAL ORDER MANAGEMENT SYSTEMTOTAL ORDER MANAGEMENT SYSTEMTOTAL ORDER MANAGEMENT SYSTEMTOTAL ORDER MANAGEMENT SYSTEM

The first concrete move toward the Virtual Fab was made in September 1996 with the

launch of the Total Order Management system (TOM), which aimed to speed up the order and

delivery process. After installing TOM software on their systems, customers were able to check

product availability, quantity, and date, track production and shipping schedules, and modify their

orders. This gave customers greater flexibility and control in meeting their production requirements;

for its part, TSMC was better able to reduce cycle times, allocate its own capacity better, and also

enhance its relationships with customers.

eeeeFOUNDRYFOUNDRYFOUNDRYFOUNDRY

TSMC managers realized that greater integration with customers could make TSMC

indispensable, which would be a powerful point of strategic control. To do this effectively, TSMC

needed to be linked to customers at all stages in their value chains--from design, through ordering,

engineering, manufacturing, and logistics. So TSMC developed a suite of digital tools, collectively

known as eFoundry, the central plank of which is TSMC Online, a Web site launched in 1999.
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DESIGN COLLABORATIONDESIGN COLLABORATIONDESIGN COLLABORATIONDESIGN COLLABORATION
Thanks to TSMC Online, customers can access a range of documents and technical data

needed for product design, including foundry service manuals, technology roadmaps, design service

documents, and design rules.

Another service, TSMC Internet Layout Viewer, makes it possible for customers and TSMC

design engineers to work together simultaneously on the Internet. Prior to its availability, the design

process was complex and iterative, involving many e-mails of updated versions. Internet Layout

Viewer helped eliminate time-wasting iterations.

Under a recently unveiled initiative, customers can access TSMC-approved, third-party

design houses and chip libraries through TSMC Online. These partners (known as the Design Service

Alliance) can link customers directly with library documents, intellectual property and design services

tailored specifically to TSMC’s foundries. This initiative will reduce design cycles as well as

improve accuracy.

ENGINEERING COLLABORATIONENGINEERING COLLABORATIONENGINEERING COLLABORATIONENGINEERING COLLABORATION

TSMC Online and TSMC Direct (a system-to-system solution) give customers access to data during

production, quality testing, and production runs. One customer noted: “As product life-cycles

shorten, we must be able to change production plans as market demands dictate. TSMC On-Line

allows us to do that in real-time. In addition, it is incredibly easy to use and does not require any

training on our side.”

Foundry yield is one piece of information that customers watch as a performance metric.

Some check it daily basis. In the past, these checks added to TSMC’s workload since each

information request had to be handled manually. Today, a new application called TSMC YES (Yield

Enhancement Solution) allows customers to access production data directly and perform analyses to

help improve yields.

LOGISTICS COLLABORATIONLOGISTICS COLLABORATIONLOGISTICS COLLABORATIONLOGISTICS COLLABORATION

Careful management of logistics and accurate planning of cycle times and delivery is also

critical for TSMC’s customers, both fabless and integrated. Since many fabless customers outsource

product assembly, they need to know, to the nearest day, when wafers will be delivered so that they

can reserve capacity at an assembly plant. Likewise, integrated companies need up-to-date and

accurate logistics information to manage capacity at their own plants.
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TSMC Online and TSMC Direct allow customers to make orders, book parts, track work-in-

progress and receive shipping reports. Customers place such a high value on the visibility of work-in-

progress that TSMC reckons it has won new customers on the strength of this service alone.

RESULTS FOR CUSTOMERS AND COMPANYRESULTS FOR CUSTOMERS AND COMPANYRESULTS FOR CUSTOMERS AND COMPANYRESULTS FOR CUSTOMERS AND COMPANY

The virtual fab concept and eFoundry initiatives have had a profound impact on customers. Nearly

all active customers use TSMC Online, and one customer has 90 people using the service. Customers

benefit enormously from reduced design times, higher yields (TSMC now has the highest yields in

the industry), reduced production time and higher visibility of production and delivery. Adaptec, a

manufacturer of network adapters, estimates that within three years of installing TSMC Direct it had

cut cycle times by 50 percent and reduced inventory by 25 percent.

TSMC executives measure the results of its digital initiatives in terms of increased customer

satisfaction. They believe that satisfied customers lead to:

� Enhanced customer acquisition.  The customer benefits of TSMC On-Line and eFoundry

make it easier to win new business.

� Increased customer retention.   By seamlessly integrating itself into its customers’ processes,

TSMC creates ties that are hard to break. This should significantly increase TSMC’s customer

retention over time.

� Premium pricing.  TSMC does not charge for its online services. However, as Dr. Quincy Lin,

TSMC’s CIO, puts it, “We enjoy a price premium because of our good technology and

customer service.”
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TSMC’S DIGITAL BUSINESS DESIGNTSMC’S DIGITAL BUSINESS DESIGNTSMC’S DIGITAL BUSINESS DESIGNTSMC’S DIGITAL BUSINESS DESIGN

The following table summarizes this company’s digital design.

TABLE 16-2  TSMC ‘s Digital Business Design

Customer Selection � Fabless IC companies requiring best-in-class manufacturing capability
� Large integrated IC manufacturers

Unique Value
Proposition for
Customers

� High-quality product made with the latest technology
� Collaboration on product design and engineering
� On-line access to engineering data and logistical information

Unique Value
Proposition for Talent

� Customers do more of their own routine servicing, leaving time for TSMC
employees to focus on more interesting, value-added tasks

Value Capture/Profit
Model

� Added value of products and services permits premium pricing
� Increased customer acquisition and retention
� Increased efficiency because customers can do some work for themselves

Strategic Control /
Differentiation

� Global market leader
� Customer relationship; integration in customer value chain

Scope � Contract IC foundry for IC companies
� Does not manufacture under its own name

Organizational Systems � Digital initiatives are fully integrated into TSMC
Bit Engine � Web-based eFoundry allows customers to access a wide variety of

information and to communicate clearly and efficiently with TSMC
� System-to-system TSMC Direct links customers with TSMC’s supply chain

Boldface = digitally enabled

CUSTOMERS DOING IT FOR THEMSELVESCUSTOMERS DOING IT FOR THEMSELVESCUSTOMERS DOING IT FOR THEMSELVESCUSTOMERS DOING IT FOR THEMSELVES

Like other companies profiled in the book, TSMC has benefited from handing over some of

its tasks to its customers. For example, because customers are now able to access documents and

production data online, account managers, engineers, and R&D personnel spend considerably less

time searching through archives and sending out material. As Dr. Quincy Lin, the company’s Senior

Vice President and CIO, explains, “Customers now do it for themselves. Account managers can pay

attention to more value-added tasks rather than serving as clerks. They can focus on building

relationships and thinking about what their customers’ future needs may be.” Thanks to this change

in focus, the average revenue each account manager brings in has increased measurably.

TSMC’s stronger customer relationships and increased efficiency have not gone unnoticed

by the capital markets. And though the share price is driven to a fair extent by the vagaries of the

demand cycle, TSMC has recently been pulling away from the crowd (Figure 16-5).
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FIGURE 16-6  TSMC’s Share Price Performance

Source: Worldscope, 9/2000

NEW CHALLENGESNEW CHALLENGESNEW CHALLENGESNEW CHALLENGES

By mid 2000, TSMC was running at full capacity. This will not last forever. Maintaining

performance through the next industry downturn will be the company’s most severe test. It will also

have to contend with other foundry companies as they adopt TSMC’s winning business design, as

United Microelectronics Corporation has already begun to do. To blunt the efforts of these rivals,

TSMC must continually improve its customer offering. TSMC is enhancing its virtual fab and

launched TSMC On-Line 2.0 in mid-2000 with improvements that the company hopes will enhance

the brand and further cement customer loyalty. Already, work has begun on TSMC On-Line 3.0.

INCUMBENT ON THE MOVE: THE SINGAPORE GOVERNMENTINCUMBENT ON THE MOVE: THE SINGAPORE GOVERNMENTINCUMBENT ON THE MOVE: THE SINGAPORE GOVERNMENTINCUMBENT ON THE MOVE: THE SINGAPORE GOVERNMENT

Like a successful business, the Singapore Government is known worldwide for its

outstanding “business design.” While the transferability of that design is debatable, there is no

question about its success. The island has transformed itself from a Third World to a First World

country in little more than 30 years, and Singapore’s economy has ranked in the top five freest

economies of the world, according to the Wall Street Journal’s Index of Economic Freedom. In

Going digital isn’t just about automation. As TSMC demonstrates, a supplier can
“virtually” integrate its operations into those of the customer’s organization.
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analyzing the transformations of the past three decades, it is apparent that Singapore has not only

developed a successful business design, it has also continuously modified that design with the goal of

positioning the country to catch the next wave of growth.

Singapore, moreover, is a true innovator among governments in the use of digital “bit

engines.” Indeed, information technology has been a key plank of its strategy since the 1980s. This

digital aspect of its design is certainly portable to other countries and thus holds lessons for other

governments and even many businesses.

POST-INDEPENDENCEPOST-INDEPENDENCEPOST-INDEPENDENCEPOST-INDEPENDENCE

When Singapore gained its independence in 1965, it had few advantages. It was small, had

no natural resources, and its people were relatively uneducated and poor. Yet the new Prime

Minister, Lee Kuan Yew, had a vision. Besides maintaining a high degree of state ownership and

control of industry, Lee believed that the key to creating jobs and prosperity lay in attracting multi-

national corporations (MNCs). He reckoned that MNCs would be able to provide capital to build

factories, bring in technology and expertise, and create global markets for goods made in Singapore.

The nation set to work building the transportation and communications infrastructure

needed to attract these global companies. Education programs were also improved, with a particular

emphasis on technology.

Lee’s strategy was successful. MNCs moved to Singapore, and as they did, created a virtuous

circle: Increasing prosperity and know-how led to the formation of local companies, which further

enhanced the attraction of Singapore as a manufacturing and service center. Within 15 years,

Singapore had a thriving mixture of local and international business, with full employment and a five-

fold increase in per-capita GDP.

GOING DIGITALGOING DIGITALGOING DIGITALGOING DIGITAL

The next phase of development began during the 1980s, when Singapore decided to play in

the emerging field of information technology. Recognizing that it did not have the capacity to grow

much further from a traditional manufacturing base, it reasoned that its “strategic control” should

come from knowledge-related industries.

In 1981, the National Computer Board (NCB) was established with the mission of driving

Singapore into the information age. To further that mission, the NCB launched the ambitious Civil

Service Computerization Project, which set out to computerize government departments.

One of the first areas examined by the Project was the Port of Singapore Authority (PSA).

Singapore’s port was a crucial component of its economic health, but greater regional competition
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meant that the port would have to improve if it hoped to retain customers and attract new ones.

Shipment handling was a laborious, manual process in the early 1980s, requiring vast amounts of

paperwork. Ships took days to clear the port. In 1986, the NCB aimed to streamline and computerize

all aspects of these processes with the launch of TradeNet, an EDI system that linked shippers,

shipping companies, freight forwarders, banks, insurance companies, and government departments.

In short, it facilitated quick and easy communication between all participants in the shipping process.   

TradeNet’s results were impressive. Document processing time was slashed from 1-2 days to

15 minutes; ships were able to clear the port in 10 hours, as opposed to 2-4 days in competing ports.

Most important, customers were happy, because doing business in Singapore grew easier.

DIGITAL CONVERGENCEDIGITAL CONVERGENCEDIGITAL CONVERGENCEDIGITAL CONVERGENCE

By 1992, the government recognized that future business opportunities were changing once

again. It foresaw the importance of the “convergence of the 3 C’s – computers, communications and

content” and vowed to succeed in this new environment. Accordingly, the National Computer Board

(now Infocomm Development Agency, or IDA) launched its IT2000 Masterplan with the aim of

transforming Singapore into an “Intelligent Island” where IT would be pervasive.

As the IDA now explains, “The 3Cs was a leap of faith for us - that the digital future would

see convergence between what is now called the Internet, telecommunications and media, and that

the delivery of data would be interactive, broadband and multimedia.” That leap of faith paid off.

The Internet soon entered the consciousness of IDA and other officials. Singapore’s

government recognized early how the Internet could help transform the economy yet again. In

particular, it emphasized the need to:

� Attract e-business:  Observing the importance of Internet-related businesses in the United

States, the government determined that Singapore should become an Asian hub for the new

economy. To this end, it is advertising heavily to convince companies to base their operations in

Singapore, or at least to use Singapore as their Asian hub. It also set up a US$1 billion

technology investment fund to finance early-stage high-tech companies and to forge

relationships with global venture capital funds.

� Help both businesses and individuals adapt:  Believing that traditional businesses would have

to stay abreast of the new economy if they hoped to remain competitive on the world stage, the

Digital business designs are not just for companies. Governments can also achieve 10X
productivity improvements  from going digital.
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government aimed to have 50 percent of Singapore businesses in e-commerce by 2003. To

achieve this target it realized that it would need to help educate its businesses and citizens.

� Transform how services are provided to its customers:  This saves time for customers,

and reduces administrative costs.

CITIZENS AND BUSINESSES AS CUSTOMERSCITIZENS AND BUSINESSES AS CUSTOMERSCITIZENS AND BUSINESSES AS CUSTOMERSCITIZENS AND BUSINESSES AS CUSTOMERS

Governments rarely think of the individuals and groups with whom they deal as customers.

Singapore is an exception. Lee Kuan Yew’s writings indicate an early recognition of the need to meet

the distinct needs of different segments of the country’s diverse population, including Chinese,

Malays and Indians.

The government has also demonstrated a remarkable ability to identify and meet the needs

of different business customer groups: multi-national corporations, local manufacturing companies,

service companies, small companies, and shipping companies to name a few. It is not surprising,

then, that one of its objectives has been to reduce the time and cost incurred by these groups in

dealing with government.

The Singapore Government offers each customer group a different value proposition.

CITIZENSCITIZENSCITIZENSCITIZENS

In order to serve the needs of ordinary citizens, the government launched a portal in 1999

called eCitizen, which offers a wide range of government service and transaction capabilities.

Singaporeans can log on to eCitizen to obtain information or to conduct transactions related to birth

registrations, college applications, military service applications, job applications, retirement, and other

services.

eCitizen is attracting worldwide attention. A recent U.S. General Services Administration

survey concluded that “Singapore’s eCitizen center is the most developed example of integrated

service delivery in the world.” The key to Singapore’s government-to-citizen online service is its

citizen-centered organization. The portal is organized to appeal to users, in a way that is not always

coincident with the government’s internal organization.

Upon entering the portal, the user is greeted with a schematic picture of a journey through

life, from birth through education, national service, career and retirement. He or she can stop at

Governments need to identify their customers and think about how they can
meet the needs of all the different constituencies.
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various “towns” along the way, which represent various aspects of life. There are currently nine

towns covering education, defense, family, housing, transportation, business, health, law and order,

and employment. So, for example, a Singaporean couple who want to buy a Housing Development

Board flat can click on the housing icon and choose “Buy an HDB Flat.” Various options allow them

to check availability and inquire about specific flats. They can find out more about the area and even

search for local schools. Once they’ve identified a suitable flat, they can register their interest on-line.

They can also calculate their monthly loan payments. When the time comes to move to the new

home, the couple can access a package called “Move House,” which contains electronic application

forms for key services such as utilities, telephone, and television. Change of address messages can be

sent to relevant government agencies and the postal service. In the “Family town,” users can register

a birth, obtain information about getting married and register for a license, or obtain a package on

“Care for the Elderly.”

Although the services offered in these examples come from many different government

departments (e.g. Ministry of Health, Ministry of Community, Ministry of Education etc.), they

appear seamless to users. This reflects the government’s foresight in requiring all departments to

adopt a common infrastructure and conform to common standards.

eCitizen has clear time-saving benefits for Singaporeans. What once involved visits to

different government offices, endless waits in queues, and form filling can be done in a matter of

minutes.  These automated processes also save time and money for the government, which estimates

that every “bricks-and-mortar” government transaction that it moves to the Internet saves the

government between US$40 and US$400. In 1999, US$600,000 in administrative costs were saved

from Web-based tax filings alone. As an added benefit, the government hopes that eCitizen will

contribute to its long-term aim of making Singaporeans more “net savvy,” furthering Singapore’s

ambition to grow and attract high-tech business. As one government spokesman put it: “It will make

the public more familiar and comfortable with IT, which has become a critical component in the

knowledge economy. Our people’s openness to and skill with IT can offer a distinctive competitive

edge to Singapore.”

BUSINESSESBUSINESSESBUSINESSESBUSINESSES

Singapore offers businesses three value propositions: a superior infrastructure, administrative

help (for small businesses in particular) and a B2B portal to aid interaction with the government.

� Superior infrastructure:   Singapore One, the national broadband network, is the core of the

strategy to attract and serve businesses. Singapore One allows businesses, citizens and

government departments to send and receive huge amounts of data at high speed, using a variety
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of broadband applications. Initiated in 1992 by the IDA, the network had reached 99 percent of

the island, including most schools and libraries, by 2000.

� Administrative help for small businesses:   Benefits for small businesses are offered through

the eCitizen portal. Its users can find out how to set up a business, apply for a trademark or

patent, request a technology grant, and rent office space. This saves companies time, as one small

business owner describes:
I decided to open a small convenience store last year, but it was taking a long time to complete all

the paperwork that the government requires. I wasted a lot of time waiting in queues to register for

planning permission, and that was just the start of it. But then I took a look at eCitizen. It was so

easy to use and answered many of my questions. From then on all my dealings with the government

were over the ‘net. I got all the permits I needed, registered employees and have now started

thinking about buying some of my stock via the Internet.

� B2B portal for the government suppliers:   The government is improving its dealings with

business through e-procurement. GeBiz, an Internet-enabled procurement system, allows

potential trading partners to find on-line information about sourcing needs, invitations to tender,

bidding on contracts, submitting invoices, and checking payment status. As with other B2B

exchanges, advantages flow to both parties, with the government getting access to a wider range

of suppliers and reducing administrative costs, while suppliers have faster access to critical

government information.
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DIGITAL BUSINESS DESIGNDIGITAL BUSINESS DESIGNDIGITAL BUSINESS DESIGNDIGITAL BUSINESS DESIGN

TABLE 16-3 Singapore Government’s Digital Business Design

Customer Selection � Businesses (e.g. MNCs, local manufacturers, government suppliers)

� Citizens (e.g. Chinese, Malays, Indians)

Unique Value

Proposition for

Customers

� One-stop, round-the-clock center for government/business dealings

� One-stop, round-the-clock center for most common government

services for citizens

� Easy access to information and fast procedural processes in

conducting businesses

Unique Value

Proposition for Talent

� Encourages best students to become engineers and to participate in the

government’s IT projects

� Financial support for government employees to study abroad

Value Capture / Profit

Model

� Savings on administrative costs

� Competitive bidding, easy access to suppliers, time saved through

online processing of orders and automated data collection

� Job creation by hosting businesses in Singapore

Strategic Control /

Differentiation

� Pool of high-quality talent

� First-class infrastructure (utility, transportation, and IT)

Scope � Work closely with private sector to lay down the infrastructure,

which helps businesses to set up, apply for patents, receive technical

support, and rent space

� Online transaction of birth registrations, college applications,

military service applications

Organizational Systems � Different departments work together to provide integrated service

Bit Engine � eCitizen web site offer information and range of transaction capabilities

� GeBiz e-procurement system links government with suppliers

� Singapore One, national broadband network

Boldface = digitally enabled

NEW CHALLENGESNEW CHALLENGESNEW CHALLENGESNEW CHALLENGES

Despite clear progress, Singapore has much more to do. The government’s digital

penetration of services is reportedly only 20 percent. However, ambitious plans are in the works to

move even more services online. The long-term goal is to transform Singapore into a “vibrant and
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dynamic global ICT (information communications technology) capital with a thriving and prosperous

net economy by the year 2010.”

Perhaps the most serious threat to this vision is the difficulty in attracting the talent needed

to attain it. The IDA estimates that the need for IT professionals in Singapore is growing by about

10-12 percent, or roughly 10,000 people per year. The government has taken positive action to satisfy

this need by, for example, relaxing some immigration laws. It is also encouraging the teaching of

technology skills in schools. This may produce new talent, but with an increasingly global and

competitive market for IT professionals, a major challenge for Singapore will be to convince its best-

educated citizens to apply their talents at home instead of in Silicon Valley.

“DOT-COM” ON THE MOVE: NTT “DOT-COM” ON THE MOVE: NTT “DOT-COM” ON THE MOVE: NTT “DOT-COM” ON THE MOVE: NTT DDDDooooCCCCooooMMMMoooo

Though the gold rush has slowed down for most traditional dot-coms, many analysts

forecast a promising future for wireless Internet services. With mobile phone penetration exceeding

Internet penetration in most countries, the wireless Internet should provide an effective way to

communicate and to access information. With the exception of Scandinavia, Asian countries such as

Japan and Korea are leading the world in terms of wireless penetration, and Japan is at the forefront

of wireless Internet development.

NTT DoCoMo is leading the way in Japan. DoCoMo was founded in 1991 when Japanese

telephone giant NTT organized its fledgling mobile services into a separate company. Through a

combination of good management, first-mover advantage, and a growing market, mobile revenues

have grown at an exponential rate, reaching ¥3.1 trillion in 1998 with a subscriber base of 20 million.

In the same year, NTT pulled off the largest IPO in history by floating 28 percent of NTT DoCoMo

for a staggering ¥2.1 trillion yen (US$18.4 billion).

FROM TRADITIONAL TO DIGITAL BUSINESS DESIGNFROM TRADITIONAL TO DIGITAL BUSINESS DESIGNFROM TRADITIONAL TO DIGITAL BUSINESS DESIGNFROM TRADITIONAL TO DIGITAL BUSINESS DESIGN

Like many mobile phone carriers elsewhere in the world, DoCoMo’s margins shrank as

mobile phones became more commonplace and penetration levels increased. As DoCoMo’s

president put it: “Mobile-voice communications competition is basically over. When it comes to

coverage, tariff levels, and improved handsets, there is no real differentiation among competitors.”

DoCoMo had to look elsewhere for revenue and profit growth.

DoCoMo found its “profit zone” when it created the Japanese wireless Internet market, a

market that did not yet exist in any country in the world. This was a risky move. Conventional

wisdom argued against wireless Internet in a country where wired Internet penetration at the time

was only 12 percent. However, DoCoMo saw huge opportunities.



Digital Business Design in Asia

35

DoCoMo began work on its wireless Internet strategy in 1997 and launched its “i-mode”

service in early 1999. Using specially designed handsets, subscribers were able to access a broad range

of Internet-like services including entertainment, restaurant bookings, news, and e-mail. The look and

feel of the service was attractive and easy to use, and the connection was always on.

Customer demand for i-mode has been phenomenal. In less than 18 months, the subscriber

base reached 10 million. By late 2000, over 15 million people had joined, and new customers were

signing up at the rate of 40,000 per day.

The number of i-mode sites has also grown exponentially, with 600 official and over 20,000

unofficial sites by year-end 2000. Entertainment makes up 52 percent of downloaded content,

followed by transfers, bill queries, stock trades, hotel bookings, and airline ticketing at 21 percent.

News and information and database information such as recipes, restaurant guides, and city

information make up 14 percent and 13 percent of traffic respectively. A host of magazines and

catalogues devoted to i-mode have also sprung up.

WHAT WHAT WHAT WHAT DDDDooooCCCCooooMMMMoooo DID RIGHT DID RIGHT DID RIGHT DID RIGHT

The concept of “mobile Internet” has attracted worldwide attention, but only DoCoMo has

made a success of it so far. The reason is best explained by examining the elements of DoCoMo’s

digital business design.

Customer selection
One of the first things DoCoMo did right was to understand who its users would be and

what products would suit them. Initially, this group was mostly young people, and predominantly

female (about 60 percent of i-mode users). Armed with this knowledge, DoCoMo set out to make its

mobile service an integral part of youth culture.

Businessmen were the next segment to join the i-mode bandwagon. Again, DoCoMo

recognized the priorities of this new customer segment and signed deals with content providers to

serve those needs.

Unique Value Proposition for Users
From the start, DoCoMo got two crucial aspects of its value proposition right. It anticipated

the content and services that its customers would want, and it made it easy for customers to gain

access to and pay for the content.

� Getting the right content:  DoCoMo realized that the customer’s mobile solutions needs were

vastly different than Internet services obtained from fixed locations. Based on this insight,
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DoCoMo signed up partners who could provide practical solutions for customers on the move:

restaurant and cinema reservations, train and airline schedules, games, and downloadable tunes

and images. Within a short period, DoCoMo had signed up over 200 official content partners,

and DoCoMo continues to sign up providers whose content will appeal to subscribers. Content

providers such as Disney, for their part, are eager to sign on with i-mode, since doing so gives

them access to its huge customer base.

� Making it easy to use (and pay for):  DoCoMo made sure that i-mode was easy to use. The i-

mode infrastructure is packet-switched as opposed to circuit-switched, which means that it is

always on, eliminating the dial-up hassle. DoCoMo has also simplified the customer interface.

Selecting a service is easily accomplished through a series of menus. Customers can use their

messaging service through a set of characters; “a cup of coffee,” for example, signifies that the

sender would like to meet for coffee.                    .

Customers find the pricing structure easy as well, since there is no complex tariff system.

Instead, customers merely pay a subscription fee and charges for downloaded data, and

receive a single bill.  

Unique Value Proposition for Providers
DoCoMo recognized that it needed an attractive value proposition for content providers as

well as for end-users. To ensure the most desirable services to customers, DoCoMo decided (against

the advice of its consultants) not to charge its providers; rather, it would charge its users. This

arrangement created an incentive for providers to develop services. Even today, DoCoMo does not

charge providers for access to its enormous subscriber base.

Customer billing is easy for providers, too. DoCoMo includes the subscription fees and

downloading charges of providers directly on customers’ bills. And while it does not charge

providers for the right to use i-mode, it does charge them a 9 percent commission on all transaction

revenues, thereby sharing in the providers’ success.

DoCoMo has made it easy for providers to do business in other ways. It helped many

official providers build their sites. For unofficial sites, it made its programming language available,

which facilitates the transfer of exciting Internet content onto the i-mode platform. As a result, the

number of unofficial sites has exploded to over 20,000.  

Value Capture and Profit Model
Despite all the hype, i-mode has not changed the fundamental drivers of profitability:

achieving high ARPU (average revenue per user) and achieving low customer churn (the percentage

of customers leaving each month). But, i-mode has simply improved DoCoMo’s performance in

those areas:
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� ARPU gains:   i-mode subscriber makes 15-20 percent more voice calls than the average mobile

phone user. This equates to incremental spending of ¥1000-2000 per month per customer.

ARPU, which had declined steadily prior to the introduction of i-mode, is now back on the

way up.

� Churn rate:   DoCoMo’s customer churn has also reversed itself since i-mode’s introduction

(Figure 16-6). It now stands at 1.6 percent per month, one of the lowest in the world among

mobile operators.

FIGURE 16-7  i-mode is Reducing DoCoMo’s Churning Rate

Source: NTT DoCoMo

Other forms of value capture include subscription fees--end users pay a flat fee of ¥300

(US$2.70) per month --and fees for accessing various information and services, generally in the range

of ¥10-40 per time depending on the amount of data downloaded. And, as mentioned above,

providers pay a 9 percent commission on transactions. So while direct revenue from i-mode is less

than 2 percent of total sales in 2000, it is expected to rise in the future, to 20-30 percent of total sales.

Strategic Control and Differentiation
Other mobile carriers in Japan offer data services, but DoCoMo has built a 67 percent share

of the market and appears unlikely to lose its lead. This high market share of end-users makes

DoCoMo the vendor with whom content and service providers want to work; doing so helps them

reach a large market. As more and more content and new sites are added, i-mode becomes even

more attractive to users.

As the dominant vendor, i-mode’s proprietary standards create another source of strategic

control for DoCoMo. The entire i-mode system, including the look and feel of the content and the
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handset, is controlled by DoCoMo. Companies that want their content read in Japan on i-mode must

present it in a way that DoCoMo accepts. And because the network standards of the three major

operators in Japan are different, customers cannot switch between operators without changing

handsets. This works in favor of DoCoMo, as most users prefer to get access to the network with the

most to offer. As a DoCoMo spokesman commented, "We don't need a killer application; we've got

a killer environment."

FINANCIAL RESULTSFINANCIAL RESULTSFINANCIAL RESULTSFINANCIAL RESULTS

Investors have enthusiastically responded to the success of i-mode, helping to drive

DoCoMo’s share price up seven-fold in 1999. And despite some share-price setbacks in 2000, NTT

DoCoMo remains the most highly capitalized company in the entire Asia-Pacific region.

FIGURE 16-8 DoCoMo’s Market Capitalization

Source: Worldscope, 9/2000

THE FUTURETHE FUTURETHE FUTURETHE FUTURE
DoCoMo is working hard to transform itself from a mobile phone company into a multi-media

company. It plans to be the first firm to introduce a third-generation broadband network, in May

2001, with full roll-out by 2003. In theory, speeds will increase 150 times, although these expectations

may not be achieved in practice. Higher speeds will open the door to many more services, such as

streaming media downloaded over mobile phones. DoCoMo’s challenge is to capture enough profits

from its technology investments to earn a decent return.

DoCoMo must also capitalize on its merger with AOL Japan, which was announced in

September 2000. The first move in that strategy will be to make AOL’s instant messenger and e-mail

services available to i-mode subscribers. The real value of the merger will be seen in the future
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perhaps in geographies beyond Japan, and in the provision of new services when 3G has been

implemented.

DoCoMo also sees opportunities for overseas growth. Toward that end, DoCoMo has taken

minority stakes in international markets that include Hong Kong, Taiwan, The Netherlands, the

United Kingdom, Germany, and the United States. A key issue is whether the company can replicate

its phenomenal Japanese success in these other countries.

DIGITAL BUSINESS DESIGNDIGITAL BUSINESS DESIGNDIGITAL BUSINESS DESIGNDIGITAL BUSINESS DESIGN

TABLE 16-4 DoCoMo’s Digital Business Design

Customer Selection � Initial customers are young, and predominately female

� Now targeting business users

Unique Value Proposition for

Customers

� Wide range of content that appeals to users

� Ease of use – phone is always on; surfing i-mode is easy

� End-users charged according to data downloaded

� Providers have access to large customer base

� Programming language easy for providers to use

Unique Value Proposition for

Talent

� Staff have a better employment system than that of the

traditional telecom unit.

Value Capture / Profit

Model

� Increased ARPU and decreased customer churn

� Subscription and usage fees from end-users

� Portal usage fee, bill collection charges, e-commerce

commission, advertising revenues from providers

Strategic Control /

Differentiation

� i-mode can only be accessed through DoCoMo phones

� Virtuous content-creation cycle: providers create content to

reach large base of end-users, users join and stay with i-mode

because of increasing content

Scope � Advanced use of packet network to provide i-mode service

� Upgrading network early to 3G broadband technology

Organizational Systems � i-mode managed through separate DoCoMo organization

Bit Engine � i-mode system

Boldface = digitally enabled
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ASIAN HONORABLE MENTIONS: TAKING STEPSASIAN HONORABLE MENTIONS: TAKING STEPSASIAN HONORABLE MENTIONS: TAKING STEPSASIAN HONORABLE MENTIONS: TAKING STEPS

TOWARD DIGITAL BUSINESS DESIGNSTOWARD DIGITAL BUSINESS DESIGNSTOWARD DIGITAL BUSINESS DESIGNSTOWARD DIGITAL BUSINESS DESIGNS

Only a handful of Asian companies have digitized their business designs in major way, but

many are taking the first important steps. Some are beginning by digitizing their customer and

channel interfaces or their supply chains (e.g., Samsung Electronics, Legend). Others have adopted

the Internet as a major sales channel (e.g., Global Sources, Li & Fung). And, as elsewhere in the

world, dot-com companies have sprung up in many part of Asia. Although its still too early to judge

the success of these companies, some are demonstrating great promise (e.g., Ecnet).

SAMSUNG ELECTRONICSSAMSUNG ELECTRONICSSAMSUNG ELECTRONICSSAMSUNG ELECTRONICS

Although its digital business design is not yet complete, Samsung Electronics’ first steps

toward digitization are beginning to pay off. Samsung Electronics, based in Korea, found itself in a

difficult situation in 1997 and 1998 due to a combination of the Korean economic crisis and a slump

in the global price for its memory chips. Yun Jong-Yong, Samsung Electronics’ Vice Chairman and

CEO, realized that major efficiency improvements were needed if the company hoped to survive.

Samsung Electronics first sought greater efficiency by reorganizing and digitizing its supply

chain. It linked production, marketing and distribution units into a single computer network to speed

the process. That allowed the global supply chain to change from a monthly to a weekly system, and

make-to-stock shifted to make-to-order. By 2000, the company could deliver goods to 95 percent of

its Korean customers within five days of receiving an order. Inventory decreased dramatically, and

cash flow improved.

Bit engines were applied to other operations as well. For example, production planners

began using Samsung’s Layout Planning software to design and test factory layouts for optimal

efficiency. Thanks in part to these digital initiatives, productivity doubled in the 1998 through 2000

period and asset turnover increased by over 50 percent.

At this writing, a number of digital initiatives in customer service are underway. These

include online selling, and an online build-to-order sales facility for key Korean customers. Samsung

Electronics is also using the Internet for customer research (e.g. to gain feedback on new product

design) and to increase customer awareness (e.g. presenting product simulations to prospective

customers over the Internet).
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LEGEND HOLDINGSLEGEND HOLDINGSLEGEND HOLDINGSLEGEND HOLDINGS

Legend Holdings, China’s largest manufacturer and distributor of PCs, is another company

which, after considerable success with a conventional business design, is adapting for the Internet

Age. It has reorganized itself into two companies: Legend Computer, focused on developing and

selling Internet-related products including PCs, and Legend Digital, which is moving the company’s

original distribution business into e-commerce.

Legend is the undisputed leader in China’s PC market, with a 25 percent market share. In

contrast to Dell, which focuses predominantly on the corporate market, Legend’s core customers

have traditionally been individuals and small businesses. It sells to these extremely price-sensitive

segments because of its low-cost position.

China’s PC market is poised to explode (see the section on Dell above), and Internet usage is

expected to soar to approximately 25 million Chinese users by 2003. To capitalize on these

developments, Legend’s management have adopted a two-pronged strategy: push Internet enabled

PCs, and use e-commerce to improve operations. Legend Computer now focuses on providing

“Internet PCs” that give consumers access to the Internet. These must be easy to use and provide

good value for the price. Its first-generation models, the Conet and Tongxi, fulfill both criteria. They

give users access to the Internet with the push of a button, and come with 1 year and 7 months

(respectively) free unlimited Internet service. These Internet PCs have proved very popular, and may

account for 40 percent of Legend’s branded PC sales in 2000. To secure ongoing revenues, Legend

has invited customers to sign up for its own Internet service provider after the free access

period expires.

Legend Digital is pursing the e-commerce part of the strategy, which aims to digitize

Legend’s distribution arm. Legend currently distributes third-party PCs and peripherals through a

network of thousands of distributors. The company’s first digital move was to set up an e-

distribution platform linked to its existing enterprise resource planning system. Distributors will be

able to access a Web site in order to gain product information and place orders. Legend anticipates

that this digitized order and fulfillment process will produce significant efficiency improvements.

GLOBAL SOURCESGLOBAL SOURCESGLOBAL SOURCESGLOBAL SOURCES

Global Sources, a publisher of general merchandise catalogues, has been transforming itself

to an online business, and is one of a handful of Asian companies making profits online. Founded in

1965, the company connects suppliers, often small companies in remote areas, with large overseas

corporate buyers. CEO Merle Hinrichs saw the opportunities of digital commerce and began offering

EDI solutions to large clients in the 1980s. Recognizing the Internet as a major opportunity, Global
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Sources created Asian Sources Online in 1995, the first Internet B2B company in Asia. Subscribing

buyers and sellers can use the site to locate each other and transact business. More than 2 million

sales leads are generated annually for more than 90,000 suppliers through Global Sources Online.

Unlike the traditional offline model, this one is easy for buyers to use, provides immediate links to

many users, and keeps information currents—something that catalogues cannot do.

Global Sources expects that its online business will overtake its offline sales in 2000. The

Company sees an opportunity to participate in the transaction process by offering an end-to-end

solution to facilitate the process. It plans to assist in four areas: trade finance, insurance, logistics and

inspection, by offering a range of services and applications including order management software,

messaging systems, and financial services.

It is too early to know whether Global Sources has benefited from the digitization of its

business design. Revenues have actually come down slightly and losses were expected in 2000. Global

Sources says this is inevitable as it is investing in its new business design, and predicts good results on

the horizon. This may well prove to be the case, but even if growth is not as fast as anticipated, it

does appear that the move to a digital business design was a smart defensive move.

LI & FUNG TRADINGLI & FUNG TRADINGLI & FUNG TRADINGLI & FUNG TRADING

Hong–Kong-based Li & Fung Trading does not own a single plant or employ a single

factory worker. However, it is able to orchestrate the production of apparel, toys, and other

consumer items through a network of 7,500 suppliers with such finesse that it can deliver high-

quality goods to European and North American shops in a matter of weeks. The secret to Li &

Fung’s success lies in its ability to capture and control information (“bits”) about the capabilities and

resources of suppliers and factories throughout Asia.

Once it receives an order, Li & Fung uses its electronic database of supplier information to

co-ordinate the production and distribution process. This use of “bits” to deliver value to customers

is a classic element of digital business design.

Li & Fung is taking advantage of the Internet to further develop its design. For example, it

has created an Internet front end, which includes a state-of-the-art Choiceboard, through which

customers can state their requirements and place and track orders. Thanks to this channel, they are

now able to serve small customers who would not previously have been approached by Li & Fung.

The company thus uses digital technologies to expand its strategic options.
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ECECECECnetnetnetnet

Singapore-based SilkRoute Holdings founded ECnet (then AMO) in December 1995.

Judged to be one of the most promising Internet start-ups in Asia, ECnet was one of the first

companies to start e-supply chain management services in Asia. It aimed to improve efficiency and

save costs in electronics manufacturing. Unlike traditional offerings, which require costly software

installation, ECnet uses a neutral, browser-based system that any PC system can handle. The system

supports the entire purchasing and fulfillment cycle from order placement and acknowledgement, to

demand forecasting, to invoicing and generating statements of account. Customers pay a

combination of subscription, transaction, and success fees for this online transaction service. They

can also purchase professional services such as systems integration from ECnet.

ECnet began serving customers in 1998, specifically targeting electronics OEMs and

contract manufacturers. Its customer base has grown to more than 50 global manufacturers by late

2000, including TSMC, JVC, Motorola, Philips, Sharp and Siemens. ECnet links these customers

with over 1,200 suppliers. Whilst there are a plethora of B2B Internet companies springing up in

Asia, ECnet has a good chance of success owing to its first-mover advantage, impressive list of

customers and partners, industry focus, and customer-friendly product.
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