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Teaching notes

AAEON: Pragmatic or Prophetic?

Synopsis

AAEON Technology, a Taiwan manufacturer of industrial personal computers (IPCs) and components was originally established in 1986 as a subsidiary under Advantech, the market leader in the industry and also headquartered in Taiwan.  During its early years, AAEON manufactured single board computers for customers in the automation industry. Later on, Advantech saw the potential opportunity in the same market and decided to enter the competition with its own single board computers. Thus, in 1992, AAEON was spun off from Advantech and began to diversify its product portfolio with other IPC products, such as embedded systems and panel PCs to sell to customers in other areas of the IPC industry. 

In 2004, Dr. I.J. Lee joined AAEON and sought to aggressively transform AAEON from a hardware provider to an industrial system solutions provider. Lee had vast knowledge of the industry from having worked in it for over 30 years as well as from having holding high-level management positions, particularly as CEO of AAEON’s competitor, Advantech. After joining AAEON, Lee made some fundamental resolutions to improve cost control and boost quality by revamping the company-wide IT infrastructure, including designing and implementing a Customer Relationship Management System (CRM) system. This system standardized all of the company processes into a web-based tool, detailed to include quotations to cash cycle, kinds of financial analyses, business forecasting, maintaining the customer database and even monitoring each individual worker’s daily participation.

OEM/ODM services were major parts of AAEON's production over the last 10 years, and it would continue to play a vital role for the company in the future. However, Lee believed that building AAEON’s own brand would be the right direction, heading away from strategies that resulted in simple price competition, a problem which companies in a similar industry, the personal PC manufacturing, were now facing. However, was AAEON ready, after only a one-year transformation, to directly compete with market leaders like Advantech? Moreover, was the strategy that Lee proposed for AAEON going to help them to a better, branded future?
Background Reading

Depending on students’ familiarity with such a niche market as the IPC industry, instructors of this case study may wish to have them do some prior research readings to better understand IPC products, their possible extended solution packages, marketing strategies, types of customers, and operation-related issues in this industry. 

While the IPC industry is a fairly specialized industry with companies that are not as well known as consumer PC companies like Dell, Hewlett-Packard or Toshiba, some publications offer information from both an insider and customer perspective can be found from the following sources to better understand the industry:

“About Industrial Computers”. Global Spec. http://www.globaspec.com 
Control Engineering (http:// www.manufacturing.net) 


Articles: 

Johnson, Dick. “Single-board Computers Widely Applied”, Control Engineering. September 1, 2003

http://www.manufacturing.net/ctl/article/CA321056?text=advantech
Managing Automation (http://www.managingautomation.com) 

Articles: 


Paul, Lauren Gibbons. “When Price is King”, Managing Automation. May, 2002. http://www.managingautomation.com/maonline/magazine/read/2806
Industrial PCs: China Sourcing Report. Global Sources. June, 2004.

IPCNet (http://ipcnet.it4profit.com) 

Articles:

IPC makers migrate to lead-free production upon customers requests

http://ipcnet.it4profit.com/info/news/50318093942803029.html
Teaching Purpose

The case introduction presented a dilemma related to remaining the company’s OEM/ODM service, its traditional role as a market follower, and its hope in trying to build its own brand with the vision to beat Advantech as a market leader in the IPC industry. Issues such as how leaders of companies which face limited resources amid growing competition and rapidly changing markets is another focus of the study. Finally, the case provides mid-level managers tools to help them evaluate their own company strategy in such conditions, and how to create alternatives to improve competitiveness.

Assignment Questions

1. Why is it difficult for companies to ignore some markets like China?

2. What happens in the near-, medium- and long-term if they do or they don’t?

3. To become market leaders, companies often need to be aggressive and have a vision. What may happen, however, when the leader of a non-market leader company is practical rather than bold and prophetic?

4. What are possible choices AAEON can make? Discuss the pros and cons for each alternative listed below:
· Building a strategic alliance

· Build brand and compete head to head with the market leader
· Focus on improving quality in the long term, less on aggressive brand marketing
5. Will CEO Lee be proven right? Why do you agree or disagree?
6. How can a leader motivate employees, customers and stockholders in this situation?
7. What are the technological trends in this industry which will affect strategy and marketing for IPC manufacturers?
Analysis

There are several areas of management that are related to this case study, ranging from marketing to strategy to leadership. To analyze this case, the instructor may want to have the students consider the following issues, drawing upon what they have learned in other courses that dealt with the issue in question:

Analyzing AAEON’s market position when CEO Lee arrived

AAEON was not a market leader, and was likely therefore following market and technological trends within the industry. After understanding where AAEON was during the first half of 2004, what were some possible strategies that the student may have suggested for AAEON if they were named the in the fall of that year?

Market entry issues or sustaining market share

China has some very real advantages for manufacturers like AAEON, as well as some challenges. What steps should a company take prior to deciding to enter such a market, and if the company is inside it, how can it sustain or even improve its position within the local market?

Strategic management planning in the IPC industry

The IPC industry is the lesser-known relative of the consumer PC industry in many ways. Companies that manufacture IPCs deal in lower volume, higher profits, strong customer relationships based on lack of selection and unclear standards, and still-developing concepts of branding by companies. What are some key components in creating a strategy to manage a company in the IPC industry?

The role of a strong, experienced CEO and internal dissent

CEO Lee was a leader with decades of experience, intimate knowledge of his current company as well as the company’s main competitor, and had definite opinions on what would and would not work in developing the company, its markets and its products. Should an executive in such a changeable, customer-focused industry be so determined in their strategy? What benefits from a more flexible approach to leading and managing the company can be observed? What is the role of internal dissent within such a company and situation? Also, how can a leader measure his performance in such a situation? Two ways to analyze it can be from a hierarchical level or a functional level:

Organization Hierarchy: How does each of these levels view the role of the executive role for this company in this industry?

Top Executive

Upper Management

Middle Management

Employees

Functional Role: What input do each of the “stakeholders” in the organization have in decision-making?

	Engineers
	Distributors
	Customers

	Product Managers
	CEO
	Shareholders

	Technical Support
	Sales
	Marketing


What are the reasons and opportunities for the trends which are occurring in the IPC industry? 

The IPC industry is going through rapid changes – falling prices, more commoditization of their products, entry by lower-cost producers (especially from China), the need for consolidation or strategic alliances, and the need to build brand.

What is the role of brand image in the IPC industry, currently and in the future?

Analysis of brand image, how to build in and what value it adds to a company can help decide how much resources and which approach to take when building a company brand.

How to assess the market stage the company is in? What strategic options does it have in terms of merger and acquisition?

Is the company milking the market and interested only in profits? Should it be placing an emphasis on innovation as opportunities have not extinguished themselves yet? If it is ready to either ally or be acquired by another company, however, how can it position itself in this industry to get the most value for its stockholders, its executives and it employees?

Presentation of the company to employees, customers, distributors and shareholders. 

This company has some clear and obvious challenges. Are the ways that AAEON is meeting the challenges putting it in the best possible light in terms of how the employees, customers, distributors and shareholders view their relationship to the company? What opinions might each of these groups have on how the market is affecting the company?

Teaching suggestions

Several issues are important to consider and ask yourself and the students, including: 

How does the IPC industry differ from other IT-related industries, especially in terms of product development, customer relationship and industry future outlook?

What are the factors and important information to know when considering a strategic alliance? 

When a leader or manager offers some strategic options, what other options should he use to supplement them with so that balance or contingency plans are available? (Have the students provide their options, especially those ideas which are in conflict.) 

Ask the students how they could challenge a strong leader who may have chosen a strategic option they disagree with.

How do you analyze competitors to use them either as benchmarks or as rivals?

Conclusions

This is a good example of how even a seasoned-veteran manager has to face limited options while at the same time not diminishing shareholder, customer or employee expectations. The company in focus has some opportunities both currently and in the future with respect to market development, but is its leader allow the company to take advantage of the right opportunities or has the leader already written off some of them based on his past experience and knowledge of the competitors?

Students can learn either how to lead and manage amid limited options and resources, or can better understand how to deal with strong leaders who may have ideas which do not match the market or current conditions. In this, students can discuss the various options both in how to run the company and how to deal with leaders within the company.
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