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CHAPTER 2

INNOVATION AND INSIGHTS



“How is innovation defined in China?

To answer that question, we conducted

research across different city tiers and found
that there are two axes that are very impor-
tant to the Chinese. The first dimension is

relevance, meaning it is a customer-centric

innovation. The other axis is what we call

‘the breakthrough’, meaning it brings a

completely hew experience to consumers
that can change the mindset or lifestyle of
people. We find that products from western

companies typically reside high on the

breakthrough axis before reaching more

people- and local brands are on the opposite|
dimension of relevance, before offering a

new experience to consumers.”

-LAWRENCE HE, PHILIPS
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Four great inventions to one million pat-
ents
SYNOPSIS

When a Haier call center received a complaint from

a customer in Sichuan about dirt reappearing in his

washing machine after each cycle, it appeared to be another

routine after-sales service checkup. Making the trek to a small 4
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Sichuan village, the Haier technician was shown a load of freshly
harvested and washed potatoes in the washing machine by the

farmer who had made the call.

The Chinese consumer electronics and home appliances gi-
ant didn’t dismiss the case, however. Rather than informing the
farmer of his misusage of the product, Haier asked, “Who else is
using our machines for this purpose, and how can we adapt our

products to accommodate for unexpected usage cases like this?”

A long history of innovation shows that good design is not
about staying within predefined bounds. It’s about borrowing
ideas across categories, improvising solutions out of a set of pre-
existing conditions, and taking calculated risks based on pressing
constraints or a fresh insight. The seed idea for an innovation
can come from anywhere, but it takes a keen sense of observa-
tion to pick up on the opportunity. And that’s exactly the ap-
proach Haier took when they developed a washing machine that
could handle not only dirty laundry, but also freshly harvested

produce.

That’s the kind of open mentality that brands in China
today must embrace to get to the bottom of consumer needs
and desires before their competition or even consumers them-
selves do. Just as the Chinese define innovation differently from
people from other parts of the world, Chinese consumer wants
and needs are also much different from those of a consumer in
the US or a consumer in India. While the recent buzz around
crowd-sourced products indicates that listening to customer
feedback is the key to unlocking groundbreaking ideas, Haier’s
example indicates that ordinary occasions for consumer behav-
1or observation can take you further than meets the eye and can

help you to unlock deeper insights.

Despite the bad rap China gets for its counterfeit culture
and a supposed lack of creative prowess, China is no stranger

to innovation. Home to the Four Great Inventions — the com-
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pass, printing, gunpow-
der, and papermaking
— China was a major
player in the innovation
game beginning in an-
cient history. Fast for-
ward to today and the
middle kingdom now
sits on an inventory of
more than one million
patents, which some
pundits like to point

to as an indication of
China’s growing capac-
ity for innovation.'? But
has China caught up
enough to live up to

its old glory days and

claim a modern day

Four Great Inventions?
Perhaps no — at
least not yet. But to
understand the long
journey of China’s in-
ventive tradition, there
are a few fundamental
factors underlying the
country’s unique envi-
ronment for cultivating

nnovation.
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Sowing Seeds of Innovation in the Mainland

Up till now, China’s relaxed policy towards intellectual prop-
erty standards has stemmed not only from a desire to drive im-
mediate economic growth, but also from a cultural dissonance
with the concept of IP in itself. Economically speaking, there
are strong incentives for China to ignore intellectual property
rights. By imitating internationally successful products and busi-
ness practices, developing nations such as China can gain a com-
petitive advantage. What many Silicon Valley enthusiasts often
forget is that Japan and Korea also blazed the path from imita-
tion to innovation, giving rise to brands such as Samsung and
Toyota. On the cultural front, while the West often prizes inno-
vation as an individual act born out of the creative genius of one
inventor, forms of imitation have been respected as a learning
tool in collective societies like China. In the short run, this has
proven to be a fairly beneficial strategy—the Chinese economy
has been growing exponentially, with counterfeits accounting for
15%-20% of all products made in China and for 8% of China’s
annual GDP.

On the flipside, China’s lack of intellectual property rights
has not only threatened to compel foreign businesses to reduce
the amount of business they do both in and with China, but
it has also reduced the incentive for domestic innovation since
innovators are not guaranteed to profit from the fruits of their
developments. With many businesses contending that poor IP
protection stands as one of the most significant challenges for
doing business in China, China’s leadership is looking to bolster

innovation in the country.

As a part of China’s latest Five Year Plan, shifting China to
an innovation-based economy — from ‘Made in China’ to ‘De-
signed in China’ — has become a top priority. With heighten-
ing intellectual property standards and 2.5% of China’s GDP
to be allocated toward R&D by 2020, China is taking measures



CHiva Cvo 99

to be an innovation superpower once again.” Currently, China
falls only second place to the US in terms of R&D expenditure,
with the US spending USD 405.3 billion (2.7% of GDP), China
spending USD 296.8 billion (1.97% GDP), and Japan spend-
ing USD 160.3 billion (3.67% of GDP) on R&D."* China’s digi-
tal and technology spaces are a good indication of the break-
through developments anticipated, with the last decade seeing
the birth of the high speed train and new ground covered in
mobile commerce by online shopping platform Taobao."” And
now, there are more than 1,500 R&D centers owned by leading
overseas companies such as General Electric, Proctor & Gamble,
and PepsiCo for the purpose of creating products for both the

Chinese and international markets.'®

So how can your brand be on the frontlines of China’s inno-

vation platform and pick up on opportunities before others do?

Have a relentless brand purpose

When it comes to identifying the right opportunities, some
brands in China pursue everything they perceive to be ‘the next
big thing’. However, being able to tune out the noise and iden-
tify the opportunities which strike the right chord with both the

brand and the consumer is key.

Allowing your core brand values to drive opportunity iden-
tification begins with understanding your brand’s hierarchy of
needs. Prioritizing what’s important allows companies to narrow
down the selection process and maintain sharp focus, which is

vital to keeping afloat in this market.

Marie Han Silloway of Starbucks shares, “There’s a lot of

13 hetp://www.booz.com/media/uploads/BoozCo_2012-China-Innovation-

Survey.pdf
" htep://www.stats.gov.cn/tjgb/ndtjgb/qgndtjgb/t20130221_402874525.htm

IS http://www.ft.com/intl/cms/s/0/3d97c42e-7200-11e2-886¢-00144feab49a.
html#axzz2Mlkhvyp5

1¢ htep://www.chinadaily.com.cn/business/2013-02/21/content_16244025.htm
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