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“Hidden Champion Winning the world

St. Ellen is on its way to becoming a “Hidden Champion” . Hidden
Champions are small and mid — sized companies who hold a position of global
market leader, of ten with market shares of 60 to 90 percent. Simon Kucher &
Partners (SKP) has conducted many projects in developing global strategies for
Hidden Champions. From our experience their strategic traits can be character-
ized by the following:

®  Ambitious goals to be No. 1

® Focus

®  Global selling and marketing

®  Customer — oriented innovation

®  (lear competitive advantages

®  Strong leadership

When I met Mr. Liang, CEO of St. Ellen, for the first time I was deeply im-
pressed. St. Ellen is a global market leader in nail clippers. We discussed
whether and how the strategy of the Hidden Champions could be applied to Chi-
nese companies and to St. Ellen in particular. Is the “Hidden Champion” concept
typically Western or does it hold worldwide? Indeed, there are many examples of
Hidden Champions in Western countries. Only taking account of Germany, my
home country , there are more than 1,000 of these global market leaders.

We find Asian companies of a similar stature. Japanese companies have
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successfully covered many niche markets. Chefs all over the world use knives
manufactured by Japanese companies specializing in premium cut-
lery. Japanese companies hold a large share of the global market of woodwork-
ing tools. Shimano is the global leader in bicycle gears. Even in China we have
already found Hidden Champions. China International Marine Containers holds
46% of the global market shares for standard containers. Shanghai Zhenhua
Port Machinery has a global market shares of 35% in harbor cranes. BYD Bat-
teries is the global leader in mobile phone batteries. The “Hidden Champi-
on” strategy seems to be a very interesting route for Chinese firms.

This strategy requires, however, some reorientation of the way many
Chinese managers and entrepreneurs think. The success of St. Ellen, which is
now the No. 1 producer of nail clippers in China, provides interesting clues.

The main reason that has prevented Asian, and especially Japanese compa-
nies, from more widely adopting “Hidden Champion” strategies lies in common
management thinking, There are two beliefs popularwith Asian managers. Oneisthe
common notion that a successful business requires high production volume in order
to realize low costs through economies of scale. The other is the urge to diversify.

Let me start with the first management paradigm, which is high volume
production. According to this thought pattern, the safest road to success is to
produce high numbers of merchandise, ideally more than any of the competi-
tors. In order to push these high volumes into the market, even innovative
products are usually priced aggressively. This has been the typical strategy of
many Japanese companies for decades. Even today, Japanese management
thinking still follows a similar pattern. Competitiveness is all about being able
to offer a product at low prices with the help of sophisticated production tech-
nology and high production volumes. In Western countries the rationale for this

strategy was based on the so — called experience curve where accumulated pro-
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duction volume is a measure of “experience” . But the general validity of this
curve has been increasingly questioned since the 1980s.

A typical Hidden Champion turns this view around and defines competi-
tiveness as being able to charge high prices. This ability stems from USPs — u-
nique selling propositions — or clear competitive advantages, be it superior
production technology, be it close tie to the customers through excellent ser-
vices, be it a more valuable brand. With any Hidden Champion you will find
at least one aspect — typically indeed several aspects — which make their
business stand out from their competitors. Their global market leadership is
usually not based on lower costs, but on higher value - to — customer.

I find it fascinating that Mr. Liang and St. Ellen have found ways to make
something special out of the product “nail clippers” . Most people thinking
about nail clippers would probably categorize this product as low — tech without
much room for differentiation. This perception would almost inevitably lead to
the recommendation to strive for cost leadership through high volume produc-
tion. Of course, nail clippers have to be produced at low costs to be success-
ful. But this is not enough. Mr. Liang did not leave it at that. He took the qual-
ity aspect very seriously and invested in R&D. He identified children as buyers
of nail clippers and found that nail clippers would sell more easily if cartoons
were printed on the products. Mr. Liang realized that even an everyday pfoduct
as nail clippers offers opportunities for successful marketing. As with the Hid-
den Champions I admire the optimism which simply says “give me something
ordinary and I will make something very extraordinary out of it” . It is this sort
of optimism that makes great entrepreneurs and global market leaders.

The second management paradigm often to be found in Asia and China is
what I call the urge to diversify. Many Asian companies do not focus on one

product category. The current situation in China provides strong cases to prove
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the point. Having experienced some success on the international markets,
large Chinese consumer electronics companies do not stick to their core com-
petencies, but rather diversify into “promising” business opportunities. Of
course, many of these markets are growing and seem to provide interesting op-
portunities. But global markets and the consumers behind them are extremely
demanding. You will only conquer them with the best product you can possibly
come up with. This performance requires tremendous focus. If you are good in
personal computers it does not mean that you make it in mobile phones or TV
sets. World class, as in sports, is only achieved by focus and concentration. I
believe that it is this urge to diversify that has prevented the emergence of more
Chinese champions so far. The Chinese companies have the potential and the
home market but they have to stay focused to become world class contenders.
The “Hidden Champion” strategy is purely about focus. Again, I think
that St. Ellen is on the right path. The global market for nail clippers is a lot to
work on for a relatively small company such as St. Ellen. I know many compa-
nies with global market shares of 70% and above. There is still a lot of leeway
to grow for St. Ellen in its core nail clipper business. Innovation and creativity
are prerequisites for any successful business, and St. Ellen is no exception. In
the not too distant future there might be another “St. Ellen” , maybe from
India, maybe from Vietnam, which would be able to produce nail clippers at
even lower costs. Business history shows that cost advantages do not persist for-
ever. Low production costs may get a business going, but they will fail to keep a
company on track in the long run. The long — term strategy must be to stay on top
of the business in terms of innovation, product quality, cost control, marketing
and branding. This is the road that St. Ellen has taken so far and that it should

continue to pursue. [ wish Mr. Liang and St. Ellen good luck on this journey.

Hermann Simon
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