Expanding 'Chinese Style' Business to the Global Market

May 9, 2002 (TOKYO) -- Seiko Epson Corp. has captured the majority of China's market for ink-jet printers. 

In addition to expanding its production bases in China, Seiko Epson has used Chinese employees for key positions at its sales bases in an attempt to localize its operations to conduct business in China. BizTech interviewed Yuji Yamazaki, executive vice-president of Seiko Epson, on China's current business conditions and the company's plans.

Yamazaki said that the company would expand the printer business and also wants to build up a foothold for the solution business in China.

BizTech: Please brief us on Seiko Epson's current business conditions in China.

Yamazaki: We began doing business in China in 1976. First, we established a production firm -- Epson Engineering Ltd., which was the predecessor of Epson Precision Hong Kong Ltd. (EPH) -- in Hong Kong. In 1985, we set up Epson Engineering Shenzen Ltd. (ESL) in Shenzen and gradually transferred our operations from Hong Kong to Shenzen.

We hardly produce anything in Hong Kong now. Production has been taken over by ESL, which manufactures a wide range of products, including printers, mini-printers, watches, liquid crystals and electronic devices. ESL is the largest production base we have in China.

In 1989, we formed Tianjin Epson Co., Ltd. (TEL) in Tianjin. This was a joint venture with Tianjin Zhonghuan Electronic Computer Corp. It began with producing head dots for mini-printers and it recently started making ink cartridges.

Furthermore, in 1995, Seiko Epson established in Shanghai a joint venture -- Shanghai Epson Magnetics Co., Ltd. -- with Shanghai Precision & Scientific Instrument Co., Ltd. to produce precision devices such as magnets for HDDs.

In 1996, in Suzhou, we set up an affiliate, Suzhou Epson Co., Ltd. (SZE), which produces crystal and liquid crystal devices. Seiko Epson also has production bases for making tapes for dot printers in other areas.

Q: What about your sales bases?

A: An affiliate, Epson China Co., Ltd. (ECC), established in 1998 in Beijing is the headquarters of our businesses in China. In addition to Beijing, we also have sales bases in Dalian, Shanghai, Guangzhou, Xian, Chengdu and Wuhan. We have a total of 13 bases across China, if after-sales service bases are included.

Q: To whom do you supply parts?

A: As concerns electronic parts, we supply them to international mobile phone makers, which have increased their presence rapidly in China since about two years ago.
The Chinese government has also instructed makers to procure as many parts as possible from within China. Some devices are exported to Japan. All finished printers are for exports, but they are imported to China again. China's entry to the World Trade Organization (WTO) is likely to raise the sales ratio of finished products made in China.

Q: What requires particular attention when you are doing business in China?

A: It is important to promote business step by step to local people. It is evidenced by the credit given to us by municipal governments for our production lines and sales bases in their areas. We try our best to build up good relations with local people to do business.

In particular, in order to promote communications between Japanese staff members and local employees, we pay close attention to the welfare of local employees as well as to business operations. As a result, there have never been troubles between Japanese staff members and local employees. The labor-management relationship is very good.

Also, we place a priority on using Chinese employees as managers. Japanese staff members are in charge of production, but we try to put as many Chinese employees as possible in manager positions for our sales bases.

This is a traditional method we have used since we established a company in 1968 in Singapore. We can transfer technology to local production lines, but sales will not succeed unless local people are in charge.

Seiko Epson is using this method to expand businesses in China. Because we also have to deal with Chinese government officials, Japanese staff members cannot do it. This is why we actively use Chinese employees as managers.

Q: How many Chinese employees do you have now?

A: We have about 70,000 employees on a consolidated basis. The number of Chinese employees is between 25,000 and 30,000, accounting for more than a third of the worldwide work force.

Q: What do you expect from business in China?

A: There are several goals. One of them is to increase our printer market share. According to a survey by International Data Corp. (IDC) on ink-jet printers, our share in China in the fourth quarter of 2001 stood at 33.1 percent. We are the frontrunner, but we want to further increase the share.

Another goal is to increase demand from government and public organizations and companies. We have just begun doing business in these fields, but we have succeeded in some cases. For example, we won the contract to provide the system for issuing subway coupons in Hong Kong. We also won the contracts to provide solution to the system for issuing lottery tickets in Beijing and Shanghai.

In the future, we will expand our printer business and the solution business. This kind of business is possible in China. 

In China, people take many photos at wedding ceremonies and distribute them to relatives and friends who attended the ceremonies. Recently, an increasing number of people use digital cameras to take photos and use the data to print out photos at mini labs. Our printers are being used at such mini laboratories. We hope that individuals and businesses will also use our products of this kind.

The Chinese market is growing rapidly and technologies are making great strides. The era of exporting Japan-made products to China has ended. We want to make finished products in China and use the products as solution businesses to secure a solid position in China.

Seiko Epson has high hopes for China because its market is huge. Also, we want to expand Chinese-style business, such as the use of printers at mini labs, to the global market.

Out of Class Assignment for May 31, 2002

Read the above article and answer the following questions:

1. Refer to the earlier handout in class “Multinational Corporate Evolution.”  Which phase best describes Seiko Epson’s operations in China?  Why?

2. How do Seiko Epson’s management practices differ from past Japanese multinational practices for companies located abroad?

3. What might be some long-term implications of Seiko Epson China joint ventures and management practices on the Japanese economy?

