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Helping innovation 
theory meet reality By Frank Küber

Managing new risks  
in China By KM Chow

D
oing business in 
China has changed. 
The country is no 
longer just about 

cheap manufacture and low 
labour costs.  As a result of 
international demand, China is 
evolving into a high-end, high-
tech manufacturer. This has 
led inevitably to higher labour 
costs which means that, even 
though still cheaper than the 
West, China is no longer the 
only place for high volume, low 
value goods and manufacture.

Economic growth has resulted 
in a richer, more educated 
population, with a higher 
standard of living. The 
introduction of the New Labour 
Law in 2008 has made Chinese 
labour regulations more 
westernised; manufacturing 
wages have increased by 
around 22% to 27% per 
annum for the last three years, 
suggesting that salaries will 
double every three or four 
years. The Chinese RMB has 
also risen steadily since 2005, 
with an annual appreciation of 
20% against the US dollar.

These higher labour rates 
cannot sustain low-end 
manufacturing. As a result, 
many of the low-end factories 
are closing down or having to 
move to China’s western and 
northern provinces where costs 
are lower. However, inland 
logistics costs to take products 
to the ports on the East coast 
under high oil prices are also 
an increasing concern. To 

survive the Chinese companies 
that remain are having to shift 
to manufacturing medium and 
eventually high-end products. 

The Chinese Government is 
introducing policies to support 
China’s high-tech industry 
and is also funding companies 
struggling to shift to high-
end manufacturing. However, 
in reality, enabling this is 
proving difficult: Government 
is failing to identify 
specific ways to improve 
the manufacturing sector; 
universities are failing to find 
internationally renowned 
professors to raise the standard 
of higher education; and 
business is failing to find the 
internationally recognised 
corporate advisors who can 
help them through this 
transition period. 

Also, when business was 
booming, Chinese enterprise 
under invested in technology 
and failed to retain capable 
engineers. These enterprises 
are now lacking the 
appropriate resources to 
undertake basic research and 
innovation. 

To help maintain political, 
social and economic stability, 
and encourage continued 
growth, China now needs to 
leverage globally available, 
high-level design and 
technology resources. The aim 
should be to merge external 
wisdom and internal strength 
to develop cheaper and faster 

innovative products and 
services for both Western  
and Eastern markets. 

This is an area where Sagentia 
SGAI’s expertise is proving 
effective. We have a wide range 
of proven innovation strategies. 
These, in conjunction with 
our real-life experience of 
both Chinese and Western 
business practice, are proving 
to be valuable tools. We are 
well placed to advise our 
international clients on how 
to work within an evolving 
Chinese economy, while also 
helping our Chinese clients 
understand the demands of 
other economies, also often 
in flux. The ultimate aim is to 
foster partnerships which can 
exploit the best of what ‘East 
and West’ have to offer.
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T
he DACH region 
(Germany, 
Austria, 
Switzerland) 

enjoys a global 
reputation for product 
quality and engineering 
excellence. It would 
be easy to conclude 
that, even in times of 
economic uncertainty, 
DACH’s manufacturing 
base is sufficiently robust 
to survive and prosper. 

Not so. DACH’s high labour 
costs, coupled with the 
growing dominance of BRIC 
(Brazil, Russia, India, China), 
means that businesses in 
the DACH region are under 
huge pressure to innovate to 
differentiate themselves.

Nobody is disputing that there 
is an innovation capability 
in DACH. The issue is that 
this capability is built on an 
engineering base; industry still 
tends to view technology as the 
primary source of innovation, 
not market need. 

At Sagentia we have found 
that many companies in the 
region still view innovation 
in terms of technology push. 
There is often little attempt to 
truly understand and analyse 
market needs, instead they 
rely on a perception of need. 
Consequently, innovations are 
launched into the market that 
more often than not fail due to 
a mismatch in offer and need.

In DACH, engineering has 
high status and a substantial 
manufacturing base in the 
region means that engineers 
continue to be in great 
demand. At present however, 
the fact remains that there is  

a marked shortage of 
engineering talent in the 
region, a shortage that will 
only get worse. The causes 
are partly demographic 
(Germany, for example, has 
one of Europe’s lowest birth 
rates), but also come from a 
lack of supply, as fewer young 
people opt to study science and 
engineering at university, while 
business is increasingly hungry 
for these specific skills.

This means that external 
resources are required. But 
there is a compounding issue 
– that of an underlying culture 
of NIH (Not Invented Here). 
This issue remains a further, 
serious hurdle to progress. 
Many DACH companies 
consider the management of 
external resources as requiring 
too much effort, yet it is often 
only with the help of other 
organisations, from suppliers 
to international consortia, that 
true innovation can be realised.

Other factors which we 
believe are impacting on the 
innovation success rate include 
a lack of pragmatic processes 
to hand over ideas between 
functions, and unclear 
strategic directions to guide 
innovation.

At Sagentia we have gathered 
all of these interrelated factors 
together under the unifying 
term SPROC: strategy, process, 
resources, organisation, and 
culture. The balance between 
these factors is essential if 
innovation is to be successful; 
it is therefore vital to identify 
where the balance is wrong 
and implement strategies to 
put it right.

If DACH industry is to meet the 
challenges it currently faces, it 
must address these barriers to 
innovation and develop its own 
innovation culture, to ensure a 
solid foundation for its future 
survival. The DACH region is 
home to some of the world’s 
most innovative companies, 
but translating this innovation 
into market leading products 
and services is set to become 
one of the biggest future 
challenges of all.
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