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Abstract

The industrial personal computer (IPC) market is characterized by low volumes, concentrated production, and high profitability. With rapid growth, especially in Asia, companies in Taiwan are leaders in the manufacturing of IPCs. However, as China industrializes rapidly, IPC manufacturers are confronted with both marketing opportunities as well as competitive threats. It is within this setting that AAEON Technology, Taiwan’s sixth-largest IPC manufacturer finds itself.  A company that has its roots in its major competitor and industry leader, Advantech, AAEON Technology faces obstacles to it expansion and competitiveness. However, in 2004 the company added Dr. I.J. Lee as their Chief Executive Officer (CEO), a 30-year veteran and former CEO of Advantech. With extensive knowledge of the industry to be prophetic, he also holds thorough knowledge of the company to be pragmatic towards it future as well, AAEON believed it had the leadership to help guide it through this challenging period and onto future greatness. 

A Look at the IPC Industry

The industrial personal computer (IPC) industry can be distinguished by the types of computers manufactured, the uses for IPCs which tend to be narrower in focus, and the types of customers manufacturers of IPCs focus their sales and marketing strategies upon. Unlike the personal computer market, which focuses on common end users, business users in the office or large-scale product made well known by companies such as Dell, Hewlett-Packard (HP), and IBM, IPCs configured in a variety of central process units (CPUs), displays, and input/output (I/O) interfaces, are intended for use on factory floors and use in other harsh environments, for specific industries such as the medical industry where panel PCs are more commonplace, gaming and entertainment purposes such as use in kiosks, or in other more manufacturing focused purposes, such as control systems (GlobalSpec.com). 
It is the nature then of the customer and the purposes of the IPC that dictate the organization and strategy of many of the IPC manufacturers around the world. More often, manufacturers will work with system integrators (SI) that will take their manufactured products and implement them for the customer. Some IPC manufacturers may also act as an SI for the customer, but usually as manufacturing and service markets can place very different pressures on what are for the most part smaller companies, most IPC manufacturers will only played limited or supportive roles with a given SI.

Overall, the IPC industry is experiencing rapid growth in the past few years. This can be attributed to advances in computing systems that allow them to be more rugged and also more universally used by their manufacturing customers, a greater acceptance by companies to invest in computing solutions to boost their productivity in their organization – especially in the manufacturing industry, the global economic recovery that has occurred in the past several years, and most importantly, the rapid industrial expansion by China, where nearly double-digit economic growth there has been fueled by large increases in industrial output and exporting. In 2003 alone, China industrial production growth rate soared to 30.4%, more than doubling from the previous year’s 13.5% (CIA World Factbook: 2005). Recognized globally as the world’s factory, IPC manufacturers see China not in terms of its large 1.3 billion consumer population, but instead in terms of the thousands of factors in need of modernized computers to improve manufacturing efficiency and output.

Therefore, to better understand the company in focus, AAEON Technology, a Taiwanese IPC manufacturer and which will be discussed in depth later in this report, it is important to understand the IPC industry as it exists in Asia, where many of the world’s IPC manufacturers are located and where many of the competitive challenges and opportunities in the future exist for them. 

The IPC Industry in Asia

In Asia, the IPC industry grew in excess of 30% during 2004, driven largely by an emphasis on capital expenditures as most companies around the region geared up for the global economic recovery. This can be compared to growth rates world-wide of around 11% annually between 2003 and 2005 (Global Sources: 2004).

Within the region, Taiwan is a major leader in the IPC industry and is home to more than 100 companies, of which ten are public, as listed in Table 1 (Apple Daily News: December 30, 2005). Most of the companies in Taiwan, much like their consumer-good manufacturing counterparts, focused on exports and less on the domestic market. This has grown especially true as the Taiwan market moves more to a service-oriented rather than an export-oriented economy. Companies produce a variety of different IPCs in Taiwan, ranging from single board computer (SBC) boards, embedded cards, panel PCs, industrial workstations, IPC chassis, rack-mount servers, point-of-information (POI) terminals, kiosks, automated teller machines (ATMs) and point-of-sale (POS) systems (Global Sources: 2004). A ranking of the top IPC companies in Taiwan can be found in Table 1 below. 

The opposite is true for companies in China, however, where most companies focus on domestic buyers. This is due to the greater need by companies, both local and foreign, who have set up manufacturing facilities within China. This is beginning to change, however, as some of the approximately 30 companies in China (Global Sources: 2004) are getting more involved in exports of their IPCs. However, much of the export sales volume coming out of China still is attributed to Taiwanese companies which have established factories and sales offices, especially around Beijing. In terms of product range, China manufacturers are more limited to IPC chassis, with a few factories also manufacturing entry-level panel PCs. Geographically, companies are found in major growth or industrial areas such as Beijing, Shanghai and Guangdong. 

To compare, Shenzhen EVOC Intelligent Technology Co. is the largest Chinese manufacturer with 2003 revenue totaling US$25 million (Global Sources: 2004). 

A final characteristic of the IPC industry that should be mentioned is there concern for the sharp increase in the cost of raw materials, such as steel. This is especially affecting those in China, where raw material costs such as steel increased in double digits in the final quarter of 2003 alone (Global Sources: 2004). 
Roots: Advantech
In 1992, Huang Yu-min helped found the company which this case study focuses on: AAEON Technology. However, nearly a decade earlier, he himself had previously founded another IPC manufacturer, Advantech. As an ePlatform service provider, Advantech developed into a market leader and as an innovator in the development and manufacturing of high-quality, high-performance ePlatform services in the industrial computing and automation markets.  
With a clearly stronger brand name compared to most of its competitors in the IPC industry, Advantech has global awareness from its more than 30 branch offices in 16 countries, supported further by its more than 60 authorized distributors (Advantech Corporate Website).  In terms of product focus, Advantech continued to refine its ePlatform services, offering comprehensive system integration hardware, software, customer-driven service, global logistics support, and by playing an industry-leading front as well as back office e-business infrastructure provider. More than simple product lines, Advantech has three separate regional business units which are embedded and applied computing, eAutomation, and industrial and network computing. Financially, in 2004 Advantech reported revenue of US$338 million and ranked as the number one IPC provider in terms of the sales volume (Advantech Corporate Web Site). 

Strategic Alliance: Advantech and ASUSTek

Despite being a market leader, Advantech realized that industry changes were in store for it and most other IPC manufacturers. As factory floors grew cleaner and less inhospitable to computers, companies that manufactured consumer PCs would increasingly likely to soon be able to woo factory owners away from traditional IPC manufacturers. Not only did Advantech see this, but other IPC companies did, too. From managers such as Ralph Damato, of American IPC manufacturer Xycome Automation, this competition was no longer solely from other IPC manufacturers but from more well-know, mass-production companies. “Compaq is probably the biggest industrial supplier," quipped Damato (Paul: 2002).
With that, Advantech sought to partner with a company with whom it could learn how to boost quality, R & D and most importantly cost control when producing computers in high volume amounts. The result was a strategic alliance between itself and ASUSTek, a Taiwan PC manufacturer that had built a strong reputation for motherboards and increasing strong in brand-building. With a partnership created from a swap of shares, the new company Advansus is set to begin operations in 2006, helping improve the manufacturing capability of both companies, further adding pressure to other IPC companies in the industry (Reed Business Information: 2005).

Given its success and growth, a number of employees from Advantech were able to gain strong knowledge of the IPC industry and moved on to positions in other IPC companies, such as AAEON, further linking it to companies throughout the industry. The movement of talent has helped other companies to both gain knowledge of what can be considered industry-leading practices, while at the same time giving them an opportunity to know where it can differentiate from Advantech. More than most of the other companies in Taiwan’s IPC industry, AAEON – born out of Advantech – typifies this model and competitor relationship with the market leader from which it was spun off of in 1986. 

AAEON: The Birth and Development of a Spin-off

AAEON Technology Incorporated was first established in 1986 as a subsidiary firm of Advantech Company Limited. During the early years of the company, AAEON focused on manufacturing single board computers in the automation industry. Soon after the birth of AAEON, however, Advantech also saw the potential opportunity in the same market and decided to enter the competition.  

Moving forward, AAEON identified the need for developing and manufacturing different products to meet various market demands. Hence, it separated from Advantech to become an independent firm in 1992. AAEON’s product range soon widened to what it currently offers, which can be classified in four main lines: embedded single board computers, fanless embedded computers, panel appliance solutions, and industrial system solutions (AAEON Corporate Website).  This includes products that it has seen grow in importance, especially panel PCs, and Internet Appliances (IA). These main product lines serve a variety of customers in industries ranging from manufacturing, the medical field, gaming and banking. 

Strategically, the firm has continued to move away from being a simple hardware provider to a system manufacturer. Additionally, it continued to develop its global network needed to service its customers worldwide. The Internet and ecommerce correspondingly grew in importance for AAEON as it placed increasing importance on its web-based systems to manage it operations and communicate with its customers.

AAEON considers its core competence as product innovation, market focus, research and development (R&D) strengths, design capability, and manufacturing capability (AAEON: 2004). As AAEON sees innovation the key point for improving the quality of its products, the R&D Department was set up in 1994, and its R&D expense accounted for 8.5% of annual revenues each year (Ministry of Economic Affairs: 2004).

As the company developed its product lines and core competencies, its pool of talent grew accordingly. It surpassed the 100-employee mark four years after its official founding, and by 2004 had over 350 employees, both in Taiwan and around the world (AAEON Corporate Website).  Globally, AAEON’s draws its revenue from three main geographic regions, namely the United States and Europe, which each account for 40% of its business, and Asia, which makes up the remaining 20%, as shown in Table 3.  Each market differs somewhat in how it positions it products, how it deals with its customers and how it handles it distributors, however.

Milestones in the company’s development included obtaining ISO-9001 certification in 1994, followed five years later with its listing as an OTC (Over the Counter) public company, with a market earning per share (EPS) of NT$2.36 (AAEON Corporate Website).

Growth came not only from within, but externally as well, however. In 2002, AAEON acquired Astech Inc, a leading panel PC manufacturer, as it hoped to extend its product line to industrial workstations and other related areas. Then, in 2005, AAEON bought Atech Technology, a power supplier manufacturer for niche products such as global positioning systems (GPS) and personal digital assistant (PDA), as handheld and mobile computing devices grew in importance for it and most other IPC manufacturers (AAEON Corporate Website).

To view how AAEON services it customers in which it is involved, the company mapped out it “Industry Computing” Service Chain, as illustrated in Figure 2.

AAEON’s Global Marketing Strategy
As mentioned, the United States and Europe are AAEON’s major markets where each account for 40% each of AAEON’s total sales, with rest of the 20% coming from the Asia region.  Each region has its own special characteristic and requires distinctive tactics to handle the needs of its customers, distributors and product range.  For example, in the US region, AAEON needs to focus on logistics and mainly deal with system integrators (SI), as distances are longer are greater, making direct service between AAEON and customers more challenging. Here, AAEON therefore touts a “one-stop shopping” concept for its customers.

Europe, with many countries and languages yet largely stable markets, is still considered by AAEON as both a challenging yet also one of its more profitable regions. Unlike the USA, Europe requires a more diversified marketing strategy amongst the three regions of Central, Southern and Northern Europe. For example, in the Northern European region, AAEON’s second largest market, business is conducted through two main channels and three SIs. Moreover, as Northern Europe is characterized by more numerous, smaller countries, mutual trust and respect play important roles when dealing with clients. For Europe, then, AAEON pursues a concept which is characterized by a “local touch, global branding, one-stop shopping, but non-stop service”.

For Asia, AAEON found that the Japanese market was more difficult to penetrate, and as a response it focused on service, gaming, and ATM banking where it faced less competition. Direct selling, catalogues and mail ordering were used as tactics in Japan. For the home market, as manufacturing has shifted to China due to higher labor costs in Taiwan, AAEON gradually saw China as growing in importance, setting up a sales office in 1998 and a full AAEON office in Suzhou three years later. While its relationship to the China market will be discussed in following sections of this case study, to understand AAEON’s strategy there, geographically it set Suzhou as its manufacturing center, viewed as its “箭”(jian), or arrow, with three branch offices in Beijing, Shanghai and Shenzhen to create the company’s “弓”(gong), or bow, with which it hoped to attack this market. 

With heavy emphasis on R&D, AAEON has had quite a few key accomplishments in the various regions, including the first IPC company to launch Restriction on Hazardous Substance (RoHS) products in April, 2005 and it holds the leading position for embedded single-board computers (SBCs), the main product for which it originally focused on when it spun away from Advantech. However, with its special strategies and tactics for different regions – with its need to maintain different regional approaches – what kind of pressure it has placed on a small- to medium-sized company like AAEON and its limited resources also needs to be considered. 
A Fish Swims with the Shark
When looking at AAEON in comparison with Advantech, it can argued that in some ways, it as if a fish is trying to swim with the shark in the sea, with the approximately 350-person AAEON as the fish and the much larger, market-leading Advantech as the shark. It is an image that any business leader can grasp, whereby most will understand that the fish needs to be extremely careful and consider pure survival. However, what happens when a fish wants a bigger home for itself in the sea? What are the concerns it has consider, especially when there is a huge shark in the area in which it wants to swim? If it tries to encroach on the shark’s territory, will it fear that the shark will eat it up and therefore should simply head home? Or, does it try finding where it can swim near the shark and try finding ways in which it can co-exist and yet not confront its massive predator head-on? AAEON seems to be trapped in such a situation currently, confused with its future; just as the renowned poet Robert Frost once said, as if “two roads divulged in a yellow wood”. It seems as if AAEON is at that part of the junction of the road where it has to make a decision on which road in which it wants travel.

A Battleground Across the Strait: AAEON, Advantech and China 

The role of China as a location for companies to reduce their production costs is the same for most companies, whether in the IPC industry or most others. However, as a potential market, the reasons for the IPC industry to view China as important and a key for future growth differs greatly from many other consumer-oriented industries. China’s market importance exists not because of its 1.3 billion consumers, but rather due to its role as the world’s factory. This role translates for IPC companies as a growing pool of corporate customers whose factories need increasing amounts of computers to manage their production lines more efficiently. 
At the same time, China presents reasons for companies in the IPC industry to consider carefully before entering into it. Issues such as poor protection of intellectual property rights, unclear rules and procedures for sales and marketing of products and services which vary greatly from province to province, a poor understanding by customers of the importance of brand and quality in favor of seeking products that are the lowest in cost, and government intervention and corruption which often boosts the costs of doing business, and frequent defaulting on payments by customers all make the market in China a challenging one.

It is against this backdrop that AAEON is confronted not only with opportunity as well as challenges that exist from China and its competitors who seek to move into it. 

Particularly, AAEON recognizes that its competitor, Advantech, currently is ranked as the number one IPC provider in China market, built up since its relatively early entry into the market in 1991. Advantech, which enjoys what can be considered as having a first mover’s advantage, targeted the automation field from the start and also tried to build a close identity in the minds of its Chinese customers, trying to localize their image. Therefore, Advantech set up and executed a “homeland market strategy”, with Greater China as the domestic market base and being actively involved in China’s marketing development by setting up four R&D centers which were closely connected with its Taiwan Headquarters. The result was Chinese customers who viewed Advantech as a local company.
Advantech also realized early on that, in terms of marketing strategy, direct sales in such a big country like China would be very difficult, challenging and inefficient. So, Advantech worked with local distribution channels instead of trying to build its own, which it viewed as an easier and more effective way to compete. However, and perhaps backed by its initial success in localizing its image, Advantech was able to also build its brand image and try to reduce competing on price alone. Components in this strategy including holding seminars, also called “solution days”, every year to have direct communication with end-users. 
AAEON, however, looked at the Chinese market quite differently. Its CEO, Dr. I.J.Lee, described China as “both the heaven and hell for creativity”.  The market surely provided the newest and cheapest products, but the threat of intellectual property (IP) infringement constituted a more major concern. In terms of doing business, unlike a market leader like Advantech which had bigger budgets to entertain potential customers and thus gain the ever-important guanxi, or relationships, needed often to facilitate business, AAEON was limited in its desire to compete for relationships out of financial and practical necessity. From the other side of that issue, the inability to get some customers to pay further hindered their financial resources at the company’s disposal. As a result, the strategy for the China market began to change from a “bow and arrow” to instead entrance by proxy, with AAEON opting to work with more well-known Japanese partners who the company would assist in developing the market. As the AAEON’s Marketing Manager and former Advantech employee, Hazel Yang, pointed out, “partnering with the Japanese has been a strategic decision on the part of I.J.”, and one which was born perhaps more out of necessity.  

Friend or Foe?

While talent flowed from Advantech to AAEON, as seen in the case of the company’s founding as well in personalities like CEO Lee and other staff, so did the need to compete for greater market share. AAEON was aware of the growing reality that Advantech was more a serious competitor than a model with which it could peacefully co-exist, and the gap between the two in terms of sales and employee numbers were harder to ignore, as shown in Table 4. The desire to compete was evident as Lee professed when discussing goals for important regions such as Europe, “Since I was the former CEO at Advantech, I need to break through in the district I set up before”. Also, AAEON sought to differentiate itself by how it ran its marketing operations. While Advantech seemed to be more market-driven, AAEON’s Marketing Manager could feel the more urgent need in her current employer as opposed to her previous one that more concern was being given to the usage of resources for her team. While at Advantech, more autonomy was given and budget was allocated for marketing efforts. At AAEON, however, approvals for such projects were more commonplace. Conversely, more funding was given to R & D, as Lee believed that long-term brand growth could only come from reliance on building quality products and services. 

Organizationally, AAEON did appear to have a more open culture for discussion amongst its managers, as opposed to Advantech, where managers more often followed closely what the top management told them to do. Meetings were more frequently held, with more discussion on what strategy was better for AAEON. Interestingly, managers noticed that fewer references to the company’s link to Advantech were being mentioned, perhaps signifying an attempt to move in a new direction. All these changes could be partially attributed to the chronological development of AAEON; it also could be attributed to the arrival of its new CEO.

The Entry of IJ Lee and His Vision
On October 27, 2004, Dr. I. J. Lee was named the new CEO of AAEON (AAEON Corporate Press Release: 2004). Although the company in its press release only briefly mentioned which companies he had previously worked for, it was obvious that Lee, who in fact had been the CEO at Advantech, would play an important role in defining both AAEON’s attitude towards Advantech as well as the company’s future direction. Backed by more than thirty years of experience in the IPC industry, much of it while at Advantech, the company knew 2004 marked an important point. 

Lee had not jumped on board immediately, however. Instead, he had worked as consultant for several months for AAEON before his occupying the CEO role and after his departure from Advantech. This probably gave him time to more quietly assess the situation of his new employer, and also to not draw attention to such a prominent figure moving between the two competitors. 

Once appointed as CEO, though, he began to take charge over his new company and try to inject a core spirit for its employees. Definite is his thorough knowledge of the industry and its players, Lee was not afraid to discuss where AAEON could be headed in the future. He clearly had an idea of what would and would not work for his own as well as many in the industry. For example, given his experience at Advantech, where web-based tools were used successfully and often with a high profile, such as when it opened its X86 Design-In Zone web solutions portal (Reed Business Information: 2005), Lee was eager to improve the intranet and customer relationship management (CRM) system at AAEON so he and others could more effectively manage the company, it resources and its keep track of its customers. Although what could be developed at his new employer likely differed than what may have been available to his counterpart at his former employer, Lee nevertheless maximized its usage to demonstrate his ability to analyze and interpret key data on the one hand and his leadership skills by showing his managers the importance of monitoring business performance on the other. 

At the same time, Lee was careful to acknowledge the position he played as a top executive to two major companies within the same industry. As such, he chose to delegate authority to subordinates where needed and proper. 

Lee advocated the concept of offering customers one-stop shopping and non-stop service, and this could be realized from the company’s new slogan, “local touch, global branding, one-stop shopping, and non-stop service”. 

Difficult Management Decisions

Lee’s entrance into AAEON came at a critical time in the company’s history. By the end of the 1990s, AAEON was in the top five of IPC manufacturers in Taiwan. However, by 2004, it has fallen to sixth place in terms of sales (see Table 1). The role and also pressure that China was placing on the organization had also grown significantly during that same period. Moreover, the competition was no longer limited to other small- and medium-sized Taiwanese IPC manufacturers, not only from other manufacturers in other regions but also from consumer PC companies as industrial computing needs were becoming more easily filled more computer-friendly environments on the factory floor – which called for less need for rugged IPCs – and greater computing and automation links between the front office and the assembly line (Paul: 2002; Murray: 2001). Indeed, while vast knowledge of the founding and development of the IPC industry were valuable assets for Lee and AAEON, the future would likely require possible creative decisions which perhaps had not been attempted by others in the industry up to now. Moreover, a continual rationalization for some recent strategic choices that were taken by Lee and other managers was the limited resources with which the company had at its disposal, resulting in the desire to milk some markets while foregoing development others. All the while, the challenges faced by AAEON had to be handled by Lee and other top management as they also tried to maintain morale internally amongst its employees as well as externally with its customers and stockholders.

Therefore, what were the strategic and tactical options for CEO Lee and AAEON? Could it rely on a vision that was prophetic and very different than what most were doing, namely foregoing direct expansion into new markets like China? Could AAEON afford to continue finding ways to differentiate from market leaders like Advantech and search for niche markets while the industry appeared ready to enter a period of consolidation so fewer, larger companies could compete more successfully? If so, was AAEON to follow a growing trend a form a strategic alliance of its own, as Advantech had done with ASUSTek? Did AAEON really have the ability to build brand immediately and go head to head with the competition? Or, was a more pragmatic approach that focused on core strengths, gradual improvement in quality to build long-term brand image the safer way to go? 
Tables and Figures

Table 1. Top Ten Publicly listed Industrial PC manufacturers in Taiwan, by Revenue.
	Rank
	Company 
	2005 Sales Revenue

	1
	Advantech
	$12,000

	2
	ICP Electronics
	$2,800

	3
	Portwell
	$1,900

	4
	Adlink Technology
	$,1400 ~ $1,500

	5
	Axiomtek
	$1,400

	6
	AAEON Technology
	$1,100 ~ 1,200

	7
	Ibase Technology
	$1,100 ~ 1,200

	8
	Lanner Electronic
	--

	9
	Boser Technology
	--

	10
	Flytech Technology
	--


Figures in NT$ millions. Source: companies; compiled by Apple Daily News, December 30, 2006
Figure 1: AAEON “Industry Computing” Service Chain


Source: AAEON Corporate Website

Table 2: AAEON’s Sales Revenue (in US$ millions)
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Table 3: AAEON’s Sales by Region
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Figure 2: AAEON’s Sales by Product, 2004
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Table 4: Comparison of AAEON and Advantech by Sales, Employees, 2004 (in NT$ millions) 

	Company
	Advantech
	AAEON

	Sales
	13,383,000,000
	1,611,400,000

	Employees
	2,345
	356


Note: Sales in millions NT$





   

Source: Wright Reports
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