CDG: Managing in China’s Economic
Transformation

Late on a cold Friday evening in the autumn of 2008, as Roc Yang, the cofounder and CEO of
China Data Group (CDG) waited for his flight w take off from a Shanghai runway toward Bedjing and
CDGC's headquarters, he found his phone finally quiet after a day of urgent conversations with CDG's
exectitive members. That morning, CDGs executive team had exploded in an argiment over CDG's
policy for acquiring, developing, and malntaining client relationships.  Ming Chen, CDG's VP of
sales, was the company’s integral lead in building strong, personal relationships with clients and had
recently used company funds to buy a cell phone for a potential client. This gestire was an effort 1o
help CDG win a bd for the client’s project, valued at over USS]T million, While some sentor CDG
executives felt Chen should be promoted for taking the initiative to win this important deal, others
felt such actlons had hurt CDG's reputation as a company grounded (n professtonal quallty service

Yang knew that Chen's contributions and the key clients with whom Chen was associated had
been critical to CDG's success. The local Chinese way of building relationships that Chen subscribed
to had Initally been necessary to gatn traction in CDG" tarpet market in mainland China, but these
same practices might now be hurting the professional culture Yang wanted to build at CDG. Yang
had hoped the company's fast growth would provide allernatives for Chen in his conduct as clent
relaionship manager; yet as debate catalyzed by the cell phone incident escalated among CDG
executives, Yang knew he had to come to a decision quickly—where and how should he draw the
line between bullding & company culture based on professionallsm and quality service and the
deeply rooted local practices of relying on personal relationships to do business.

The Cell Phone Gift Incident

Yang's cell phone rang unusually early that Friday moming. Samson Yuen, CING's chief
operating officer, was on the other end.  Yuen had just learned that Chen's team had given a cell
phone to the manager of a potential client firm over dinner for the manager’s personal use. Yuen was
direct with Yang:

| absolutely de not understand why Chen is dolng this, CDG is the market leader and we
can win clients through our quality and brand. Such actions seriously risk our reputation.

Moreover, as a VI of the company, Chen is a role model.  You must see that compromising
CDEs professional qualities sets a harmiul precedent for CDC employess,

Yang was taken aback. Although uncertaln about Yoen's conclusion, Yang was surprised to hear
this report of Chen's latest actons. In CDG's early days, Yang had constantly reminded Chen of
CDGs priovites, selling him to always put the company’s reputation first

Yang called Chen immediately after Yuen's phone call. Chen was surprised that the cell phone
gift was an issue and strongly defended his team’s actions:

This was for a milllon-dollar deal and you know It Is the largest one ever in our company.
We have bought small gifts for dients or treated them o dinner. It is very common in the
industry and our market especially. Yes, | should have reported 1o you earlier but it was
simply not a blg deal tome. My job s w0 get the deal done and 1 did i by paying a very small
price compared to what we will get in return. Moreover, this cell phone is nothing compared to
what our key competitors offered. In fact, it would have been offensive net 10 give something,

Yang knew Chen was right.  Although CDC management had repeatedly emphasized to all
employees that such behavior was not permitted, there was no formal written policy forbidding it
and this was not the firse Htme CDG had bought cllents gifts. Moreover, the practioe was not unusual
in the local Chinese market and in the business-process outsourcing (BPO) industry in which CDG
operated. CDG's five main local competitors often used relatonships and gifting actcs o acquire
deals. Nevertheless, Yang was uncertaln if it was Hme to draw the boundary for CDG and, I so0,
where the boundary should be. Twelve months ago, this incident could perhaps have been smoothed
over, but particularly when the company was approaching a new stage in its growth toward global
markets (targeting the United States and Japan as a start), the issue had to be addressed. Yang called
his CDG co-founder, Lel Wang,

Wang recounted the deliberations the two founders had gone through that afternoon and evening:

Chen's great connections and relatonship-building skills were particularly invaluable
when we were starting a new company. He was a hero. Chen not only inftiated discussions
with potentlal clients but also helped the company learn hme to do business with our target
state-owned clents, who expected us o engage in traditional Chinese business and
relationship-building practices. Since then, however, we may have reached the point where
clients are coming o us not because of personal connections but because they truly value our
services. Going forward, we can and should upheld our founding principles to completely
ground CDG on professtonalism and quality rather than personal connections, Chen and his
team’'s established method of approaching client relationships conflicts with that goal.

[t was a particularly sensitive and uncomioriable discussion because Yang and Wang viewed
Chen as their dlose partner. He had been an early and key player In bullding CDG and was also a
close friend.

Yang sought feedback from other colleagues, When he asked another executive about the latest
bid and the cell phone gifting, she was surprised it was even an issue:

Chen should be promoted or at least receive a large bonus for this! [ cannot believe how
challenging it was for us &0 win this client! They have five different departments involved (n
decision-making and all the persons in charge were very difficult to deal with. I was amazed,
on speaking with our sales team, by how Chen was able 10 make everyone happy.

Another VP agreed:



I have heard from a friend that our competitors for this bid also have people in charge of
client relatonships but none of them are as effective as Chen. In a market like this, we would
be shooting curselves in the foot without someone in Chen's role. To have someone even half
as good as Chen is a fortune.

Mot everyone agreed. One VI polnted out, “We are hoping to move into global markets in the
next three years. If we intend to expand CDC globally, we cannot have any behavior that can be
interpreted ambiguously. Chen has done an impeccable job so far, but in this next step of CIDG's
growth, things have to change.”

Tony Lin, another CDC executive, was adamant:

['ve seen the way Chen's team has done business. Yes, it's highly effectve in the short
tarm, but it doesn’t outwieigh the downside. Mixing too much of the personal and ‘casual” into
business only leads people to mistrust the basis of our company’s success. We are
undermining ourselves.  If we compromise our professional principles, how can our
international clients be sure we aren’t compromising on our quality? Chen needs to change his
tactics.

Yang was not sure whether this was the right Hme to give Chen's team a new role or even to
remove the team completely. Although CDG had successfully built a reputation in the industry,
Chen was sill the main person in charge of most of CDGs key cliemt reladonships. When clienes
necded to talk to someone in CEG, the first person they would call was Chen, In addition, Yang
knew that many competitors had been trying hard to recruit Chen from CDCG. In China, it was not
unusual 1 lose clients just because the key manager of those client relationships left.

Did prioritizing  professionalism necessarily mean puttng lmits on establishing  personal
relationships with clients? With his executives disagreeing, Yang could not also help but wonder how
much of his discomfort with Chen's actions was objective and how much was due to Yang's own
attachment to the international perspectives and values pained from his past experience.

Roc Yang

Yang studied ar the University of Inernatonal Business and Economics in Befjing.  Upon
graduating In 1990, he started his first job as a professional English translator in the Chinese
government’s Ministry of Commerce. This position, which required travel toover 50 countries in four
years, exposed Yang 1o the economic gaps between his home country and the developed world. It
ultimately stirred him to want to learn more about how business was conducted in global contexts. In
1994, Yang left China for Australia to pursue an MBA at the University of New South Wales. When
he graduated, Yang accepted a postton as management consultant for PriceWaterhouseCoopers in
Philadelphia to gain firsthand knowledge of best practices among global companies and to obtain
international work experience.

In 2000, Yang returned to China to cofound a technology startup. Through this experlence, Yang
learned a lot about the needs, weaknesses, and strengths of the Chinese market. Importanitly, he had
also witnessed firsthand how personal networks played an integral role in Chinese business and
foresaw the danger of overdependence on these relationships as Chinese businesses expanded into
the global context and quality becams more important. 1t was at that tme that Yang reconmnectecd
with his past colleague and friend from the Mintstry of Commerce, Wang,

Wang had also moved into business entrepreneurship and had started a company called
CyberSky Technologles, providing systems-integration solutions.  Although the company was

successful, Wang shared Yang's feeling that the relationship-dependent model would not be
sustainable in the long run, Combining Yang's overseas experience and Wang's local know-how, the
twor friends decided to collaborate on a new business area within Wang's company, ong that would
ultimately win and keep clients because of brand equity, professionalism, and service quality rather
than solely because of personal relationships,

Founding and Growth of China Data Group

In 2003, Yang and Wang put together their first research and development team to establish a new
business area within CyberSky Technologies. This business area would provide integrated services
for Chinese banks interested in using more sophistcated 1T systems without having to hire a large
mumber of employees for basic data input and processing. At that time, CDG was a pioneer in the
Chinese BPO industry. Its Beijing-based research and development team worked 80-hour weeks 1o
develop processes and system solutions that would fit the specific needs of Chinese clients.

The parent company, CyberSky Technologies, had limited cash flow to invest in the new business
arca and could only afford a very small room for its data center, This did not help convinee potential
clients, large financial institutions, that the fledgling business could meet their massive process needs.
Wang found a partial solution by negodating with their landlords, w0 whom Yang and Wang's new
business was but a minor lessee, to allow them o hang thelr business logo at the entrance of the
corporate building when potential clients came to visit.

[t became pardcularly challenging in the first year when, with the new business already struggling,
to meet rent payments, some of the original internal investors pulled out their money. Even at the
toughest times, however, the business did not compromise its principles of product and service
quality.

“Oir team believed in the vision we created and, although the opportunity existed to lower our
product standards o push out services for financial reasons, our team didn’t give in. We wanted to
butld a culture that emphastzed integrity and professtonalism, This was a key reason we survived,”

Financially, the new business made it through its challenging start with help from Yang and
Wang's social networks. Yang's family wok out thelr savings and invested in the yet unproven
business. Some early clients, with whom Wang or Yang had strong relationships, also helped the new
business get through by making early pavments.

As the business pushed past its early obstacles, its financial situation became more viable and fis
client base began to grow. Seeing the feasibility and growth potental, Yang and Wang decided to
spin off the business from CyberSky Technologies. In late 2005, CDG was founded as an independent
company and Wang sold CyberSky Technologles to wholly focus on CDG with Yang,

Business outsourcing had been growing very quickly globally since the 1970s. With the significant
gap in labor costs beaween developed and developing countries, many companies chose 10 oulsource
thelr non-core servioes, often categorized as back-offloe outsourcing, abroad. Indla had been a global
leader in the offshore outsourcing business with its large IT-savvy workforce and language
advantage. Unlike Indian compantes, that mainly served compandes in North America and Europe,
Chinese companies such as CDG chose to target domestic banks for their outsourcing services.
Although CDG could not provide direce labor-cost advaniages for its domestic clients, s business
strategy was b create value for clients by improving thelr back-oftice etficlency and changing thedr
cost structire.




In 2006, CDG closed its first round of external financing with China DingHui Investment, a
leading Chinese private equity firm. Between 2006 and 2008, CDG's second- and  third-roumnd
financings were completed. As the first Chinese BPO company to recefve external funding, CDG wias
able to strengthen its first-mover advantages over its competitors and speed its national expansion.

Within three yvears, CDG was among the fastest-growing companies in China, with annual
revenues 100 times higher than at its vear of inception, and had expanded from Bedjing to cover all
major cities in China, inclisding Shanghai, Guangzhou, and Kunshan. By 2008, CDG was the clear
B market leader! in the insurance and healthcare, credit card, and corporate banking sectors,
providing services ranging from data entry and customer-care calls 1o insurance-claims processing
and credit-card-application processing (see Exhibir 1), CDOG employed ovier 3,500 employees and
served over 30 clients (see Exhibits 2 and 3). In 2008, CDG was recognized as the number-one China
BPObrand by ChingSourcing, a prominent BPO online portal, and since then, consistently ranked top-
of-class in many influential industry media outlets. In 2009, CDG won the “Best Call Center Service
Award” accorded by the China Call Center Service Outsourcing Association.

To cope with rapid growth, Yang and Wang set goals for CDCG o apply more discipline and
control over its daily operatons. As a result, quite a few senlor executives came on board with many
years of internatdonal experience and overseas education. Among them was Yuen, an industry
veteran born in the United Kingdom and educated in Australia. In his mid-40s, Yuen had held many
executive positions with many multinational companies in Australia, Hong Kong, and mainland
China. He had also been a senior manager with one of the largest Indian outsourcing companies
before jolning CDG as chief operating officer. Yang and Wang believed Yuen's professionalism and
global industry experience would be a great addition to the ream.

Yuen's misston was to bulld a professional operations team o help CDG incorporate international
best practices. The aim was o help Yang and Wang achieve their vision of making CDC a world-
class BPO provider. At CDG, where process and discipline were critical 1o ensure the stability and
consistency of service delivery, Yuen placed very high emphasis on the professional integrity and
conduct of all of CDG's managers. He soon established himself as a respected role model within the
company, working long hours and, above all, enacting the company’s founding principles of quality
and professionalism.

Guanxi in China

Although Yang and Wang had a clear vision of building CDG as a professional BPO company in
China, educating and convincing target clients through prodessionalism and service quality was more
challenging than they had thought. Although CDG was able to receive support through Yang and
Wang's personal and professional connections, the business had o work hard o win new clients.
CDGs early target clients were all large state-owned banks without experience in outsourcing their
brusiness operations and the many levels of hierarchy within these companies resulted in a decision-
making process that took months, In addition, the complexity among functons and  levels of
management within different companies made CDNG's sales process difficult g0 control or anticipate.
Oftentimes, COC could not even find the right key people o alk w.

“Because many Chinese banks were not yvet famillar with the cutsourcing concept,” Wang
recouimted, “they were doubtful about the outsourcing model we were selling. In particular, many
strong concerns arose when they heard thar outsourcing meant existing jobs would be cut 1o save

cost. Moreover, the data we were proposing to process for clients were highly personal and sensitive,
ranging from people’s financial informaton in credit-card applications 10 medical information in
Insurance claims. Under this sttuation, (& was difficult 0o persuade clients about the benefits of our
services. We realized that we must first build trust with the key persons in charge.”

“We trled to bulld into our company various indications of our trustworthiness, even If it was
symbolic. For example, even today, the windows of our buildings are frosted to symbolize how
serionsly we take the confidentality of the information we are entrusted with. But first and foremaost,
what we reallzed In the carly stages of CDOG was that we needed to be cllents” friends befone
becoming their business partners.”

Yang and Wang also faced a unique local business culiure that demanded emphasis on sirong,
personal reladonships. These personal Hes, commonly known in Mandarin Chinese as guanxi® were
comstdered necessary for the competitiveness and survival of companies in China.

Yang commented on the role guanzd played in China: “People trust friends they have known for a
long tme. These relationships are built on a day-to-day basis where you “hang out” together and
became familiar with each other gradually. In contrast 1o Western culture, where people often
embrace each other upon first meeting, Chinese people are more cautious and conservative at first
On the other hand, once the relationship s built, it remains very close and supportive for a long
period of tme.”

An example of the quality of supportiveness common in guanxi relatonships was demonstrated
when CDG was stll under CyberSky Technologles and facing financlal difficulies, At one podnt, the
business strugeled even to meet payroll costs. Immediately upon hearing of CDOG's financial
dilemma, a friend and contact of one of CDG's early clients offered to personally lend Yang and Wang
the money 1 help them through, Wang explained that, although he and Yang eventually managed
without accepting the generous offer, “Such a genuine indication of emotional, financial, and
personal support was very moving for us in such a tme and, while deeply appreciated each time by
the reciplent, such gestures are symptomatic of guanyd networks where the lines between soclal,
personal, and professional relatonships are blurred. Chinese people see these relationships as
intertwined and inseparable.”

Among the most important guanxd soclal actvites In the business context were dining and
drinking. It was not unusual for people to discuss important business deals and even to sign
comtracts during dinners, These dinners and other business soclal events regularly involved heavy
drinking. In contrast to social drinking in Western business contexts, Chinese businesspeople often
encouraged each other to drink as much as possible. “People like the relaxing and informal
environment. And they believe you become more real and sincere after getting drunk. The more you
drink with your business partner, the closer your relationship becomes,” said Wang,

Gifts were also common in gugrxd networks. At holidays or milestones, it was common 1 give or
recedve gifts, Cifts were an indication of good will, of grattude, or of a growing relationship,  In
closing business deals, gifts were particularly common, but these were not the only ways to win
deals. Oftentimes, deals could be closed simply because clients were persuaded that CDG offerad the
best service in the industry.



In growing CDG, Yang tried to find ways to build guanxi that were outside the usual social or
gliting activides. He hoped o prove CDGs value Dy leveraging it resources and industry
leadership to help clients, “We organized BPOerelated conferences and invited industry experts to
share expertise with our chents,” Yang said of CDG's efforts. “We also worked closely with
government officials to galn their support. This helped increase positive media coverage and public
awareness of the financial-service parks where we were operating.” Yang even co-authored books
and published in industry journals with some clients and government officials, becoming close
friends with his co-authors in the process, These efforts were well received. On their own, however,
these methods were not enough to win clients who were still used to traditional relationship-based
approaches of conducting business. Yang and Wang came o realize thar a strong sales team
composed of industry experts and professional sales representatives was not convincing enough for a
company to gain a foothold in China. Strong client relationships to support company growth had to
b bl at least partially with local guarocd culture inomind.

A Different Type of Sales Team: The “Middle Way”

In the early days of CDG, Yang and Wang evolved their sales team® into one that not only
understood CDG products and services, but was also sophisticated (n using guanxd o handle cllents
still rooted in traditional Chinese business practices. Chen was the significant lead in managing
strong and deep chent reladonships. Especially in the early stages of CDG's development, Chen and
Wang spent a lot of tme soclalizing with clients. Having graduated from a well-known Chiness
university with a major in finance, Chen had worked in several domestic banks before joining CING
and had become well-known in the industry for hds great personal and professional connections.
Yang and Wang believed that Chen, with his background and track record, was the right person to
manage client relationships at CDG.

As Yang described him, “Chen was young, very energetc, and smart, with a particular knack at
bruilding personal relationships. He likes to help people and enjoys social occasions. A great friend.”

As the VP of sales, Chen's role was different from that of customary professional sales, While
CDGs  professtonal sales and  Industry  experts focused  on solutdon development, Chen's
responsibility was solely to take care of client relationships. Each time CDG approached a new
potential client, Chen would be the first person 1o contact key persons on the cient side before the
official Mdding or negotiations. When the relationship had been built, the professional sales team
wold then work with the clients 10 go through the formal process. Meanwhile, Chen continued 1o
maintain a close relationship with clients through regular soclal events, When professtonal sales met
with obstacles, such as difficulties getting in touch with key personnel or collecting overdue
payments, they would turn 10 Chen for help. Chen was able 1o resolve many of these sensitive issues
by talking with clients ina more relaxed soclal environment

The two-approach structure was what Yang called the “Middle Way” of building client
relationshps,  During the day, the professional team worked at cllents” sibes o glive prodoct
presentations, discuss projects, and provide technical support. A key objective of this “day™ team was
o build confidence and a good reputation regarding the reliability and quality of CDGs service, In
the evenings, Chen and a couple of his subordinates would hang out with cllents after work, Chen's
“might” team would invite clients for dinner and drinking regularly, or to social events such as late-
night karaoke or golf weekends. In these casual environmems, Chen was able 1o build close
friendships and rapport with each of the clients.

Eecalling the reasoning behind this model, Yang commented:

Ideally we wanted 10 win cdients based on our brand equity and high-quality services. But
this would not work In the beginning because clients had never heard about our services
before. It was easler for clients to trust Chen because they knew him or had heard about him.
Chen's extensive soclal network gave people the impression that he could eastly get things
done through his friends and social contacts.  Although this was not what we wanted our
clients to come to us for, it wWas a way to get our foot in the door. It greatly reduced our entry
barrier in accessing new clients.

“Interestingly,” noted a CDG executive, “we found that clients behaved differently in offices
compared 10 more casual places. Quite often, Chen would be able 10 receive more candid and direct
feedback on our products during his dinner with clients in contrast to our industry experts who
inreracted with clients in the daytime. He would then share this important informaton with daytime
colleagues to help improve our products and services,”

Qiang Liu, a CDG account manager who worked closely with Chen, described Chen's effect
“Each time when Chen was present, the whole discussion with the client was so much easier. He had
a touch.”

Another CDG account manager familiar with Chen's work adds, “Chen somehow knew how to
mingle with all these guys. He knew their jargon, he knew their jokes. He even knew their wives’
names and knew whose children atended which schools, We technical people could mot handle
clients the way Chen did.”

Ab the same ime, however, Yang was concernad about the implications of Chen's role and his
impact on COG's culture. “Chen's style was very different from us, particularly from those who had
een working abroad like me. | was very cautious in attending social events with clients and tried to
manage the relatonship under a professional context only.  Chen was able to be personal friends
with most of them.”

The ension within CDG between relying on guanzd and the company”s founding principles began
tor surface when a partoular incident caused Wang o declde o withdraw from soclal activities in
building client relatonships. At a business dinner in 2007, Wang had to drink 1l midnight with a
new client. He missed the next day’s flight and had w cancel an imporiant meeting with another
client as well as an internal staff meeting with colleagues. This incident triggered Wang to revisit the
starting point from which CDG had been founded. He wrote an email to the entire company
afterwards:

“Dear Colleqiges:

Last Thursday right [ gof very drunk having dinner with a client. As a resulf, | missed my flight the wext
ity v had to cancel tmiportant meetings. | feel extremely upset and guilty. This incident and iS5 coNSEQUPNCES
Furire e me rethink what i means for us to ‘do business.”

In our sales process, it @5 imevitable fo socialize with cliemts. My previous business required Tofs of
socializing and drinking with cliems, If was a case of "wo drinking, no deal,” particularly becanse our products
back then relied little on sophisticated technical competence or knowledge.  However, it uns becanse of being
tired of this relationskip-depemdent model St Yang and | debermined to create CDG a8 a company based on
products and services that trly bring value do clients. In our current industry, our products depend on skills
umd sophisticated techmigues, ond | am so prowd that CDG has beer able o ain cliends by owt-thinking rather
Hhan out-drinking our competitors.



And yet, with the practices | have been engaging in, | wordered whether i was an indication fat we are
goirg back to the old way agein? With more clients, broader seridces, and sophisHeated techwical skills, would
we risk lpsing clients without drinking?*

The email' was a reminder to the company not to lose sight of the founding principles of
professionalism and service quality.

The Challenges Ahead

It was already past midnight on Friday when Yang's flight began its decent Into Beljing alrport
Yang's mind was stll unsettled. During the eight vears since his return t0 China, Yang had seen
many returnee-led business successes and failures. Some returmes-led companies did not succeed
because they tried too hard to imitate local firms” business models and lost the advantage of thedr
international experfence. Other returnee-led companies did not succeed because their founders and
CEOs were unable o relntegrate and learn the relational nuances of the local market after being away
for too long. Returnees were increasingly being labeled as outsiders in their fast-changing home
COUntry.

At the same Hime, however, there were major changes facing the Chinese market, Local companies
were now increasingly aggressive in developing new products, reducing costs, and expanding
globally. As clients began w care more about strengthening their core competencies and became more
similar in thedr business practices w0 thedr forelgn competitors, Yang prediceed  that quality and
professionalism would eventually take precedence over personal relationships in conducting
business. Yang wondered whether this meant thar CDG could finally abandon s “Middle Way”
approach. Yet the current cell phone incident made him wonder: Was it wishful thinking to pursie a
professional service model within a local business culture 50 rooted in practices that emphasize
gruanxi? Where was the line to be drawn? Could 1t be drawn? As I8 was now, he did not see a cear
path forward, bist he knew he needed some answers before his meeting with Chen on Monday.
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Exhibit2 Key CDG Clients
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Exhibit3 CDG's Growth, 2006-09: Employees and Clients
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Answering the following questions in your opinions by reading the article above in 1 %2 to 2 pages (>=600 words).

1. Do you believe the cell phone incident is a big deal? Why or why not?

2. Why is Roc Yang experiencing such a dilemma regarding the cell phone incident? What are the root causes for
his dilemma?

3. How would you handle the cell phone incident and the upcoming meeting with Chen if you were Roc
Yang? Where should he draw the line between upholding CDG's company culture based on professionalism and
quality, and adhering to the local business culture that relies on guanxi? Discuss the risks and consequences of your

decision.









