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A Brief History of the Hidden Champions

“Why are German companies so successful at exporting?”

Harvard Professor Theodore Levitt asked me that question at a meeting in
Dusseldorf in 1987. The previous year, Germany had become the world
export champion for the first time, a spectacular success that he wanted to
understand. He was very interested in the competitiveness of countries and
companies and had recently popularized the term “globalization” through a
highly regarded article in the Harvard Business Review [1].

The quest to answer his question evolved into a decades-long wave of
research that led to the coining of another popular management term: Hidden
Champions. If you search “Hidden Champions” on Google you get 1.75 mil-
lion results [2].

The term did not exist in 1987 when Levitt asked me about the reasons
behind Germany’s export success. At that time, most people associated the
German export performance primarily with large corporations such as Bayer,
Siemens, Daimler, Volkswagen, Bosch, or E. Merck. These giants were already
very successful exporters in the twentieth century. Like many other large
German companies, they had been building international distribution net-
works since the nineteenth century. Bayer had entered the US market as early
as 1864, and Bosch achieved more than half of its sales abroad before World
War I. Siemens has been active in China since 1872. By comparison, small-
and medium-sized enterprises (SMEs) were only beginning to international-
ize in the 1980s.

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2022 3
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Mittelstand

It is interesting to look at Professor Levitt’s assessment of the prospects for the
Mirtelstand (the German phrase to describe the SMEs). At the conference in
1987, journalist Peter Hanser from the magazine Absatzwirtschaft interviewed
Levitt and me and asked: “One problem of German industry is the large
number of mid-sized companies with a high export share. Is global marketing
a strategy for these companies?”

Levitt replied: “All companies started small. It is primarily the larger ones
that have survived. The smaller family businesses, on the other hand, are
struggling to survive” [3]. He was skeptical about the globalization opportu-
nities for SMEs and saw large companies as the clear winners in the intensify-
ing worldwide competition. Some 80% of all German companies belong to
the Mittelstand, including craftsmen or the bakery on the corner. Most of

them do not export. At the time, no one was thinking about the phenomenon
of Hidden Champions.

The Discovery

While wrestling with Levitt’s question, I noticed that a considerable number
of Mittelstand companies were rapidly growing world market leaders whose
contribution to German exports was steadily increasing. Could these SME
market leaders explain Germany’s extraordinary export performance? How
many of these market leaders existed in Germany? How crucial were they to
Germany’s export success? And what were their strategies?

With questions like this in mind, I invited Daniel Klapper to write a mas-
ter’s thesis on the topic in 1989 [4]. He was a student at the University of
Bielefeld and is now a professor at Humboldt University in Berlin. I tasked
him with tracking down mid-sized world market leaders and collecting basic
data on them.

Klapper identified 39 of these global market leaders. The results surprised
me and inspired further research. These mid-sized companies were growing
strong, had numerous international subsidiaries, and were successful even in
a challenging market like Japan. Trumpf, the current global leader in laser
machines, had expanded into the Japanese market in 1964. Karl Mayer, world
market leader for warp knitting machines with a global market share of 75
percent, sold more of its products in Japan than in Germany. Lenze, a manu-
facturer of small gearboxes, had been cooperating closely with a Japanese
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company for many years. Such companies were real champions, but apart
from a few specialists nobody knew them.

What would be a good name for these mid-sized global market leaders? The
term “Hidden Champions” turned out to be a stroke of luck, not least because
of the inherent contradiction of the two words. Champions are usually well-
known. You don’t expect them to be concealed or “hidden.” The term gener-
ated curiosity and interest after I used it for the first time in a publication in
September 1990 entitled “Hidden Champions—Spearheading the German
Economy” [5] and shortly thereafter in an article in the Harvard Business
Review [6]. In these early publications, it was still unclear how much these
companies contributed to German exports as a whole and how many Hidden
Champions there were in Germany.

Fast forward 30 years to 2021, and the roster of German Hidden Champions
now contains 1573 companies that is 46.2% of all Hidden Champions iden-
tified in the world. Search for global market leaders in specific US cities on
Google and you will almost always find more results for German companies
than for American ones. This attests to the German Hidden Champions’
impressive global presence. All these mid-sized German companies had an
office, a branch, or a factory in the American cities we looked at.

The Global Dimension

The Hidden Champions concept has transcended its German origins to
become a globally accepted strategy and management concept. I have identi-
fied thousands of them around the world and have personally met hundreds
of the entrepreneurs behind them. The most astonishing insight for me has
been that these hidden champions share remarkable similarities across national
and cultural boundaries. This is true for their ambitions, their strategies, their
leaders, and their corporate cultures.

Publications

Harvard Business School Press published my first book on the subject in 1996
under the title Hidden Champions—Lessons from 500 of the World’s Best
Unknown Companies [7]. Twelve years later, I published the second, com-
pletely rewritten, edition called Hidden Champions of the 21st Century [8].
The third edition from 2012—Hidden Champions—Departure towards
Globalia—analyzed not only Hidden Champions from Germany but also
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from Austria and Switzerland [9]. In the meantime, my Hidden Champions
books have been published in 26 countries. More than one million Hidden
Champions books have been sold in China alone.

This is one of many indications that we are living in the Chinese century, a
period in which China develops into an economic powerhouse. Beyond the
continually strong growth rates for more than a generation, Chinese compa-
nies are now shoring up their historic relative weaknesses in areas such as
quality, branding, marketing, and breakthrough innovations. I will cite many
examples on how Chinese companies are making a concerted effort to imple-
ment the Hidden Champions concept. Some have already achieved impres-
sive successes through shifts in strategy, organic growth, and key acquisitions.

References

1. Levite, T. (1983, May/June). The globalization of markets. Harvard Business
Review, pp. 92-102. The term “globalization” first appeared in 1917, but did not
become common until 1983.
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Hidden Champions and Export Success

Ted Levitt’s question about the roots of the spectacular German export success
was not easy to answer. But one fact is indisputable: Germany has sustained
its exceptional export performance for more than three decades since he posed
his question. Figure 2.1 shows the total exports of the 10 largest exporting
countries for the period 2010-2019.!

China succeeded Germany as the world’s export champion in 2009 and has
held the top position ever since. The United States is likewise ahead of
Germany in terms of absolute exports. However, the economies of those two
countries are many times larger than Germany’s. The dominant export perfor-
mance of German companies clearly stands out in the per capita comparison
shown in Fig. 2.2.

In terms of per capita exports, Germany is an extreme outlier among major
countries, particularly compared with its European neighbors. One would
expect that France, Italy, the UK, and Spain would have higher per capita
exports than Germany, because countries with smaller populations typically
have higher per capita exports than larger countries. In Germany’s case, the
opposite is true. German per capita exports tend to be at least twice as high of
those of its large European neighbors, even though they are all roughly the
same geographical distance away from important markets such as the USA or
China. What explains these enormous discrepancies? There is no simple expla-
nation, but the number of Hidden Champions in a country may well play an
important role.

'T deliberately chose the 10 years up to 2019 as the 2020 numbers are heavily distorted by COVID-19.

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2022 7
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Country Total exports 2010-2019 in $bn
China

20917

USA 15420

13934

Germany

Japan

7082
Korea 5 689

France 5590

Italy

4916

United Kingdom

4540

Russia 4293

Spain

3018
Fig. 2.1 Total exports of the largest exporting countries, 2010-2019

Country Total per capita exports 2010-2019in $

Germany

168 594

Korea

112219

France 86 943

Italy 81130

United Kingdom

69 746

Spain 65 047

55 889

Japan

USA

47 383

Russia

15039

20939

China

Fig. 2.2 Per capita exports of the largest exporting countries, 2010-2019

Large Companies or SMEs?

We can thank Harvard professor Marc Melitz for the rather obvious insight
that national export statistics are an artifact [1]. Companies—not countries—
are the real exporters, and, according to Melitz, “only the best can handle
business with foreign countries” [2]. Only the best are able to produce inter-
nationally competitive products and sell them at profitable prices. As Levitts
answer in the 1987 interview revealed, the large, globally active corporations



2 Hidden Champions and Export Success 9

Exports 2019 in $bn
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0
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Fortune Global 500 companies (2019)

Fig. 2.3 Number of Fortune Global 500 companies and exports, by country

like those in the Fortune Global 500 are more likely than mid-sized compa-
nies to have these abilities. Does this mean that the number of large firms in
a country can explain its export performance?

Figure 2.3 attempts to answer this question. The horizontal axis shows the
number of Fortune Global 500 companies in each country.” These are the 500
largest firms in the world. The vertical axis shows the respective country’s
exports.

The hypothesis that large companies determine a country’s export perfor-
mance is true for most countries. There is an almost linear relationship between
the number of large corporations and export performance for the USA, Japan,
France, Korea, the UK, Italy, and Spain. Only China and Germany deviate
from this pattern—precisely the two countries that are number one in abso-
lute and in per capita exports, respectively. China and Germany are very dif-
ferent in so many ways, so what do they have in common? In China, about
two-thirds of all exports come from mid-sized companies, and the export share

2Cf. Fortune, August—September 2020, S. F1-F22. Number of companies and export figures for 2019.



10 H. Simon

of SMEs in Germany is similar.’ Not every SME exports, which means there
is a high probability that the Hidden Champions are a major driver behind
Germany’s impressive export success. The Hidden Champions Fund from
Singapore supports this diagnosis: “The Hidden Champions form the back-
bone of Germany’s resilient export-driven economy. They have their roots in
the esprit de corps of Germany’s Mittelstand” [3].

Hidden Champions and Germany’s Image

Although the Hidden Champions are not well-known individually, they play
an important role collectively in how the rest of the world perceives Germany.
In international business and economics rankings, Germany is usually among
the top 10 in the world. A study by U.S. News and World Report ranked
Germany fourth [4]. The Wharton School even ranked Germany as the “best
country in the world.” Still more surprisingly, when it came to entrepreneur-
ship, the study’s author, Professor David Reibstein, saw Germany at the top:
“The top nation for entrepreneurs isn’t the United States. It’s Germany” [5].

In recent books by foreign authors, Germany is increasingly portrayed in a
positive light. They explicitly mention and recognize the Mittelstand and
especially the Hidden Champions. The British author John Kampfer writes:
“Most of all, it is the smaller firms that set Germany apart. Hermann Simon
has coined the term Hidden Champions. These are success stories of global-
ization and free trade. Half of them come from Germany. The USA, Japan,
and China follow, a long way behind. Other European countries are nowhere
in sight” [6].

Germans’ own perception of their country tends to be more skeptical, but
even very critical authors emphasize the positive role of small- and mid-sized
enterprises and the Hidden Champions. Gabor Steingart, a well-known jour-
nalist, writes: “With inventiveness and tenacity, courage and modesty, the
Hidden Champions work the global markets” [7]. The Hidden Champions
make a decisive contribution to Germany’s image and reputation. They are
“the secret force of Germany.”

3The Economist reported already in 2009 that 68% of Chinese exports come from companies with less
than 2000 employees (cf. 2009. “Small Fish in a Big Pond,” 7he Economist, September 10). Our estimate
is that this share remains unchanged if you look at companies with less 4000 employees.
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Hidden Champions: The Definition

To be classified as a Hidden Champion, a company must meet three criteria:

1. It must be among the top 3 in the world in its market, or number 1 on its
continent.

2. Its revenue must be less than €5 billion.

3. It must have a low level of awareness among the general public.

With the exception of the revenue ceiling, I have applied these criteria con-
sistently since the 1990s.

Market Position

The market position of Hidden Champions is usually defined by market
share, which in most cases is based on the companies’ own assessments. It is
impossible to verify data on market positions for thousands of companies. In
addition, market positions and market shares depend on the definition of the
market, which is necessarily subjective and open to debate. In fragmented
markets, one cannot always quantify market shares precisely. It is often easier
to estimate relative market positions, i.e., whether a company ranks first, sec-
ond, or third. Some Hidden Champions describe themselves as “one of the
market leaders” without being able to express their market share or market
position in exact numbers. I have personally checked the data for all German
Hidden Champions covered in my study. Nonetheless, some subjective assess-
ments are inevitable.

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2022 13
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Revenue

The revenue criterion is the only one that has changed. In the first Hidden
Champions book, the revenue ceiling was $1 billion (the € did not exist in
1996). In 2007, I raised the upper limit to €3 billion and finally to €5 billion
in 2012. These caps reflect the strong growth of Hidden Champions in recent
decades. For this book, I had considered raising the upper limit to €10 billion,
but ultimately refrained from doing so, because only a few companies from
my original list exceed the €5 billion limit. Now, €5 billion of revenue may
seem high as an upper limit for a mid-sized company. This figure must be seen
in a global context, especially in comparison with the largest corporations.
The Fortune Global 500 averaged $66.6 billion in revenue in 2019, and even
the smallest of them generated $25.4 billion.! The maximum revenue of
Hidden Champions is therefore less than one-tenth of the average of the
Fortune Global 500, or one-fifth of the smallest company. By global stan-
dards, a company with €2 or €3 billion in sales is a mid-sized company, not a
large one. The average revenue of the German Hidden Champions is €467
million. I do not set a lower revenue limit because in the age of modern com-
munication and logistics even small enterprises can serve customers all over
the world and achieve globally leading market positions. That’s a fundamental
difference from the times when worldwide marketing was rare and not very
realistic for small companies. However, companies with sales of less than €10
million account for only 2% of the German Hidden Champions.

Name Awareness

The third criterion is a low level of awareness among the general public. I
refrained from quantifying this criterion in precise numbers. I excluded some
companies which fulfill the first two criteria, but have a high brand awareness.
Examples are Haribo (gummi bears), Jigermeister (liqueurs), and Melitta
(coffee filters). I am sure that almost all of the Hidden Champions in my list
are not known to the general public on a global scale.

! Fortune, August/September 2020.
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Standard Definition

The definition with a global or continental market-leading position, the upper
revenue limit of €5 billion, and the low level of name awareness have become
established in the literature. A survey of 94 academic articles on the Hidden
Champions, the most comprehensive of its kind to date, states: “Simon’s defi-
nition has become firmly established in the research field. 88 of the 94 publi-
cations follow Simon’s definition of Hidden Champions” [1]. If more than
90% of academic researchers dealing with the subject adopt the definition,
one can justifiably call it a standard.

Reference

1. Julian Schenkenhofer, J. (2020). Hidden champions: A review of the literature and
future research avenues. Working Paper Series 06-20, Chair of Management and
Organization, University of Augsburg, p. 9.
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Why Are There Hidden Champions?

In light of the fact that we have tracked down several thousand Hidden
Champions around the world, it seems odd to ask why Hidden Champions
even exist at all. If we look back 200 years, there were essentially no mid-sized
companies that were also global market leaders. A typical mid-sized company
in those days was limited to its home country or, at best, neighboring
small states.

The rare exceptions included trading companies such as the Fugger dynasty,
which was already doing business throughout Europe in the fifteenth century
and was Europe’s number one in copper. Fugger would have qualified as a
Hidden Champion according to our definition. Later, companies such Estado
da India (Portugal), Dutch East India Company (Holland), and the East
India Company (England) expanded their businesses to Asia. England’s East
India Company accounted for half of world trade, making it the world mar-
ket leader. Of course, these companies were not only economic, but also polit-
ical heavyweights and hardly “hidden.” The East India Company at times had
260,000 soldiers under contract, twice as many as the British army.

Why is this fundamentally different today? What has contributed to the
emergence of the large number of mid-sized, little-known global market lead-
ers? Not surprisingly, this development does not have a single origin, but
rather a mix of several causes.

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2022 17
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Division of Labor

Adam Smith first recognized and popularized the advantages of the division
of labor in his famous work, “An Inquiry into the Nature and Causes of the
Wealth of Nations,” published in 1776 [1]. Increasing division of labor means
that generalists who manufacture an entire product give way to specialists
who manufacture only individual components, which are then assembled by
a final product manufacturer, a so-called OEM (original equipment manufac-
turer). Huge productivity gains result from specializing in making individual
components. However, division of labor and specialization only work if a
market is sufficiently large. According to Adam Smith, “The division of labor
is limited by the size of the market” [2]. That explains why small towns only
have general grocers with a limited assortment, while big cities will have spe-
cialty stores.

Increasing Market Size

To take advantage of the opportunities offered by the division of labor, one
must enlarge the market areas served by specialists. This enlargement can
occur in a variety of ways. For example, previously separate markets can merge
and remove barriers to trade. Examples include the formation of the German
Empire from many small states in the nineteenth century, the European
Union and its predecessors, and the abolition of tariffs through free trade
agreements. Market expansion can also emerge after peace agreements, such
as the transformation of the Franco-German “hereditary enmity” into a
friendship between the two countries, or the fall of the Iron Curtain, which
freed the Austrian economy from its border location. In larger markets, a spe-
cialist serving only a small niche can grow to considerable size. This is pre-
cisely the strategy of Hidden Champions when they expand the limited
market potential of the local or national niche through internationalization to
the point of globalization.

Standardization of Markets

The standardization or homogenization of markets is not the same as enlarge-
ment. The difference between the United States and the European Union
demonstrates this. Both markets are similar in size, but while the USA forms
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one largely homogeneous market, the EU still comprises 27 individual mar-
kets. The disparity between the EU countries derives from numerous factors
such as language, currency (only 15 countries have the euro), standards, trade
structures, and consumer habits. This has grave consequences for business
expansion.

Uber tested its system in San Francisco for a few years and was then able to
roll it out in New York and other major American cities without major modi-
fications. In Europe, a similar expansion requires overcoming language, cul-
tural, and bureaucratic barriers. This increases both costs and the time
required. Modern, so-called “born global” markets such as smartphones, soft-
ware, and the Internet are standardized from the outset so that international-
ization costs less, can proceed faster, and thus promotes the emergence of
Hidden Champions. One important component is the standardization of
language. With English, it is now possible to do business virtually anywhere
in the world, although mastery of English still varies greatly from region to
region. Adjusting to consumers’ habits is still necessary in many markets.

Deepening of the Value Chain

Modern value chains are characterized by tremendous depth, an aspect closely
related to specialization and the division of labor. Numerous suppliers con-
tribute to a product as simple as a T-shirt, e.g., the sewing shop in Bangladesh,
chemical manufacturers, cotton growers, machine builders, logistics compa-
nies, retailers, and other service providers. The supply chains are much more
complex for car manufacturers, who directly or indirectly use parts and ser-
vices from several thousand suppliers, who in turn obtain parts from sub-
vendors. The supply chains in the electronics industry are similarly complex.
Apple has 767 suppliers in Germany alone [3]. The individual parts of cars,
computers, or smartphones come from many countries. Global value chains
typically comprise numerous stages. It is doubtful whether so-called Supply
Chain Acts, meant to sanction companies for supplier misconduct, take this
enormous complexity into account. Michael Stietz, head of purchasing at the
Korber Group, which includes several Hidden Champions, says: “If we are to
be held accountable for the entire supply chain, including the suppliers of our
suppliers, then we quickly arrive at a six-digit number, i.e., more than 100,000
different companies scattered all over the world, about which we have to col-
lect and evaluate data” [4]. That is clearly an unmanageable burden, especially
for mid-sized companies and globally active Hidden Champions.
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Product Diversity

If you ask people on the street what “the economy” is, they usually name large
industries and companies whose products and services they know from their
own experience, such as the automotive industry, telecommunications, retail-
ers, banks, and Internet companies like Google or Facebook. These visible
industries and companies are only parts of the economy. No one knows
exactly how many discrete markets there are in the world, but the number is
certainly very high. Amazon alone carries 229 million items [5]. Perhaps only
2% of all markets are large markets, and the remaining 98% are medium,
small, and niche markets. Many of these markets have traditionally been local,
and many will remain so, but the number of globalizing markets is growing
all the time. Sectors such as fast food, cafés, drugstores, catering, and scientific
publishing are already well advanced in this respect. Sectors that are still highly
regulated today, such as transport or pharmacies, are likely to follow a similar
path in the future.

Little Things

There are countless small everyday things that people take for granted without
thinking about the fact that someone has to produce and distribute them.
Each of these markets of “little things” offers the opportunity to build up a
Hidden Champion position. The market potential becomes attractive and rel-
evant for mid-sized companies when they can operate such businesses world-
wide. There are numerous Hidden Champions that produce such tiny everyday
things. Most of the companies listed in Table 4.1 are global market leaders.
While the value of the individual item is low, the unit volumes are enormous.
M + C Schiffer produces 1.3 million toothbrushes per day. Lined up in a row,
the annual production would cover a distance of 760,000 km, or 19 times the
circumference of the earth. At Schott, the unit prices for pharmaceutical
packaging made of glass are between 3 and 10 cents, and the average price is
5 cents. However, 11 billion units for this product category alone add up to a
remarkable €550 million in sales [6]. The world is full of business opportuni-
ties, even with little things. Hidden Champions have often seized these oppor-
tunities as pioneers and achieved leading market positions worldwide.
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Table 4.1 Hidden Champions in markets with small products but large unit volumes

Hidden Champion

Product

Number of units

Kalle

Heitkamp & Thumann

Anton Haring

Spies Kunststoffe

Schott

OKE Group
Sanner
Reline Europe
Gottschalk
Lubke & Vogt
Rohi

Alupak
Bericap

Ludo Fact
Utsch

BHS Tabletop
Job

LTS Lohmann

Sausage casings

Battery cans

Precision turned parts
1-substance packaging
Pharmaceutical packaging
Profile extrusion

Desiccants for packaging
Sewer rehabilitation

Staples

Molded rubber parts

Fabric covers for aircraft seats
Nespresso capsules

Closures for beverage bottles
Board games

License plates

Hotel China

Thermo bulbs/sprinkler triggers
Transdermal therapy

850 million/year
10 billion/year
2.5 million/day
1.2 billion/year
11 billion/year
80,000 km/year
2 billion/year
700,000 m/year
12 million/day
1.5 billion/year
7,000,000 m/year
9 billion/year

86 billion/year
70,000/day
Hundreds of millions/year
40 million/year
1.2 billion/year
770 million/year

Rhenoflex Caps for shoes 1 billion/year
Aenova Tablets, capsules 28 billion/year
M+C Schiffer Toothbrushes 1.3 million/day
Hello Fresh Cooking boxes 280 million/year
Prym Snap fasteners 15 million/day

Communication and Logistics

Exploiting the opportunities of expanded markets requires the ability to com-
municate with business partners in the whole world and to get one’s goods to
them easily and cost-effectively. Modern information technology and globally
functioning logistics systems are very recent developments that play an impor-
tant role in the emergence of Hidden Champions. Some 22% of German
Hidden Champions have annual sales of less than €50 million. In the past,
this was not a revenue category with which to be globally active, but today
these small Hidden Champions sell their products and services all over the
world. The “global village” predicted by Canadian communications scientist
Marshal McLuhan has become a reality [7].

Logistics in this context refers not only to the transportation of goods, but
also to the people who are constantly traveling around the world to keep their
global businesses running. They include salespeople, planning engineers, ser-
vice technicians, and assemblers. A small company like Klais, based in Bonn,
Germany, has only 65 employees, but builds top-quality pipe organs in New
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Zealand, Japan, China, the United States, Argentina, Israel, and other coun-
tries. This is only possible with state-of-the-art communications and efficient
logistics systems for products and personnel.
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Reception of the Hidden Champions
Concept

From the beginning, the Hidden Champions concept has experienced broad
and sustained interest in politics, business, the press, education, and academic
research. The huge number of 1.75 million “Hidden Champions” entries in
Google shows that this strong reception is worldwide and not confined to
German-speaking countries.'

Politics

In 2017, the concept made it into the contract of the grand coalition that
formed the German government: “Many small and mid-sized enterprises are
innovation leaders worldwide. This is demonstrated by the German ‘Hidden
Champions” with their top position in certain technology fields” [1]. The
Internet portal of North Rhine-Westphalia, the largest state in Germany, says:
“Hidden Champions are extremely successful and make a major contribution
to NRW’s good image abroad. One in four German world market leaders is
based in North Rhine-Westphalia!” [2, 3].

Numerous regional business initiatives and chambers of industry and com-
merce publish brochures with portraits of Hidden Champions from their
region [4]. The German state Hesse offers a Hidden Champions Award for
leading SMEs. In 2019, the Association of German Hidden Champions was

! Accessed on February 16, 2021. This number varies from day to day.
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established.? Several large-scale Hidden Champions competitions have been
held in Taiwan [5].

The Hidden Champions concept draws its strongest interest in China. At
the beginning of 2021, the Chinese government launched an ambitious pro-
gram to create 1000 Hidden Champions and acknowledged that the concept
was first proposed by “the German management mastermind Hermann
Simon” [6, 7]. It has allocated a budget of $1.3 billion for this program and
formulated a detailed implementation plan [8]. Only three weeks after the
official launch, a contact in Shandong province informed me that detailed
directives had arrived at the local level. The China International Investment
Promotion Agency (CIIPA) has organized dozens of Hidden Champions con-

ferences in China.

Business

The Berlin-based company Avesco Financial Services operates a Sustainable
Hidden Champions Equity Fund [9]. Singapore also has a Hidden Champions
Fund that invests in mid-sized market leaders in the Asia—Pacific region [10].
In Zurich, James Breiding has launched a Hidden Champions Fund that
focuses on eight small countries. He calls these countries the “S8” and has
published a book on their outstanding performance [11]. The Zurich-based
private bank Vontobel distributes a Hidden Champions Europe Ex-UK
Ex-CH Share Basket, which contains a broad European selection of 36
Hidden Champions, including 12 from Germany.

Throughout the world, numerous companies have applied the Hidden
Champions strategy. The example of one textile machinery manufacturer,
who does not wish to be named, is typical: “With the help of the Hidden
Champions strategy, we have become the world market leader. Today, our
world market share is 70 percent, up from 40 percent ten years ago.” The
Chinese entrepreneur Yang Shuren learned about the concept in 2002 and
applied it rigorously by radically trimming his sprawling product portfolio
and globalizing his activities. His company, Shandong Moris Technologies,
Ltd., is now the global market leader in three specialty chemicals.

*Initiators of the “Verband Deutscher Hidden Champions e.V.” (VDHC), as the association is called in
German, are Dieter Boening, Dieter Beste and Georg Tiirk.
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Press and Literature

The Hidden Champions concept has enjoyed an enduring global presence in
the media. The number of articles in newspapers and magazines runs into the

thousands.
In the United States, Business Week devoted a cover story to the Hidden
Champions in January 2004. Figure 5.1 shows Nerio Alessandri, CEO of the

INSIDE PARMALAT | DAVOS A CHANGEIN A THE EURO MORE
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Fig. 5.1 Hidden Champions on the cover of Business Week
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Italian Hidden Champion Technogym.? Then, in 2019, Forbes ran a feature
entitled “The Leadership Secrets of the Hidden Champions” [12].

The German TV station n-tv awards Hidden Champions prizes annually. A
Hidden Champions lecture broadcast by Chinese state television CCTV and
Tencent on various channels reached 20 million viewers [13]. Amazon lists
more than 20 books (not counting my own) from various countries that have
the term Hidden Champions in the title [14-16]. Recent books on Germany
regularly portray Hidden Champions as pillars not only of the German econ-
omy, but of society as a whole. This applies equally to foreign and domestic
authors [14, 15, 17-19].

Education

The European School of Management and Technology (ESMT) in Berlin has
established the world’s first Hidden Champions Institute (HCI) [20]. South
Korea, meanwhile, boasts a Hidden Champions Management Institute [21].
In 2021, Zhejiang University in Hangzhou established the International
Research Center for Hidden Champions and invited me to be an honorary
director.* A new business school established in Shouguang, Shandong prov-
ince, is dedicated to training according to the Hidden Champions concept.
Figure 5.2 shows the building of the new school, which is named after me.

Academic Research

Over the years, I have received countless inquiries from undergraduate and
graduate students who are working on topics related to Hidden Champions.
Julian Schenkenhofer from the University of Augsburg writes, “I have been
working on Hidden Champions for four years and have now assigned and
supervised hundreds of seminar papers, bachelor’s and master’s theses on the
subject. The students are crazy about this topic!™

The research focus on Hidden Champions has increased sharply in recent
years and I expect the trend to continue. Schenkenhofer presented a
comprehensive and in-depth survey of academic Hidden Champions articles
[22]. He analyzed 94 scientific publications and assigned them to four research

3 Business Week, January 26, 2004.
“Invitation by the Dean, Faculty of Social Sciences, Zhejiang University, February 27, 2021.
> Personal E-Mail from Julian Schenkenhofer, July 30, 2020.
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Fig. 5.2 Hermann Simon Business School in Shouguang, China

directions: internationalization, research and development/innovation, global
distribution of Hidden Champions, and others. Over 80% of these research
articles were written after 2010. The academic research has largely confirmed
my own findings, most of which stem from my personal experience. One
example is from Schenkenhofer’s analysis: “Employees in Hidden Champions
are more involved in the innovation process than in other companies, creating
an organizational climate that particularly encourages innovation” [22].
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Hidden Champions Worldwide

I have been collecting the names of Hidden Champions worldwide since
1989. In some countries, local researchers have systematically recorded and
researched these mid-sized market leaders.! There are also cross-national stud-
ies in which numerous researchers have participated [1, 2]. In other countries,
however, the coverage is incomplete because the collection has been less
systematic.

Hidden Champions by Country

Research has so far identified 3406 Hidden Champions that meet the three
criteria mentioned in Chap. 3. These firms come from 59 countries. Table 6.1
shows the numbers of Hidden Champions—in absolute terms and per mil-
lion inhabitants—for countries with at least 20 Hidden Champions.

The numbers clearly show that Hidden Champions are primarily a phe-
nomenon of German-speaking countries. Germany, Austria, and Switzerland
are the only countries in which these mid-sized global market leaders exist in
large numbers on a per capita basis, with each having roughly 18 per million
inhabitants. The next closest are the Scandinavian countries, the Netherlands,
and Japan. In all other countries, Hidden Champions are rare relative to pop-
ulation size. This is true for the large European countries and even more so for
large economies such as the USA and China.

'In Japan Stefan Lippert, in China Deng Di and Jan Yang, in Korea Pil H. Yoo, in Poland Marek Dietl,
in Ttaly Danilo Zatta, in France Stephan Guinchard, in the Netherlands Onno Oldeman.
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Table 6.1 Hidden Champions by country—absolute and per million inhabitants

Hidden
Number of Hidden Champions/million
Country Champions Population inhabitants
Germany 1573 83,166,711 18.91
USA 350 330,104,197 1.06
Japan 283 125,960,000 2.25
Austria 171 8,910,696 19.19
Switzerland 171 8,619,259 19.84
France 111 67,098,000 1.65
Italy 102 60,244,639 1.69
China 97 1,403,917,760 0.07
UK 74 66,796,807 1.1
Netherlands 38 17,496,531 2.17
Poland 37 38,356,000 0.96
Russia 29 146,748,590 0.20
Finland 28 5,498,827 5.09
Sweden 24 10,348,730 2.32
Canada 23 38,131,154 0.60
South Korea 22 51,780,579 0.42
Belgium 20 11,528,375 1.73
Denmark 20 5,824,857 3.43
Spain 20 47,329,981 0.42

The reasons for the low numbers are numerous. In America, only 20% of
all companies” export. Among these, the largest 10% account for more than
90% of American exports [3]. American SMEs confine themselves mostly to
their huge domestic market. Some authors criticize that “the U.S. is leaving
midsize companies behind” [4]. In France, large companies dominate, while
small- and mid-sized enterprises play only a minor role. In Chap. 2, we said
that about two-thirds of all Chinese exports come from mid-sized companies.
The number of Chinese mid-sized exporters is high, but only few of them are
Hidden Champions. While low in absolute terms, the number of Chinese
Hidden Champions has grown strongly in recent years. I expect this trend to
continue, yielding a significantly higher number of Chinese Hidden
Champions in 10-20 years. Nevertheless, the per capita density in China is
likely to remain small due to the large population.

The 19 countries with at least 20 companies account for 93.7% of all
Hidden Champions I have found. The German-speaking region accounts for
the largest share of this, at 56.2%. If Luxembourg and Liechtenstein are
included, 56.9% of all Hidden Champions come from German-speaking

countries.
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Structures

The structures of Hidden Champions differ by country. The American Hidden
Champions are broadly diversified in terms of sectors, with the proportion of
Internet-related companies increasing sharply in recent years. This is another
trend that is likely to continue. The Hidden Champions in Japan often do not
have their own global presence, but achieve their global market leadership
indirectly as suppliers to large corporations. They are predominantly suppliers
to major Japanese companies in the electronics sector, which are themselves
world market leaders in their markets. Italian Hidden Champions come
almost exclusively from northern Italy and have a similar industry structure to
their German-speaking counterparts. Sectors such as machinery, engineering,
infrastructure, and construction technology play a major role. Italy as well as
France also has concentrations of suppliers to the fashion and luxury goods
industries. Some other French Hidden Champions belong to the high-tech
sectors, such as Dassault Systemes, the world market leader in computer-
aided design (CAD). The UK has many technology and research-intensive
Hidden Champions, such as ARM, the world market leader in RISC proces-
sors used in most smartphones and tablet computers. In the Netherlands,
service providers, plant breeders, and related suppliers play an important role.

Emerging Countries

It is interesting to ask whether Hidden Champions are found in emerging
countries, and if so, in which industries. Not surprisingly, their overall num-
bers in these countries are small. Most Hidden Champions there exist in sec-
tors in which the respective country has competitive advantages or special
resources. These include citrus fruits in the case of Brazil, natural rubber in
Malaysia, jute in Bangladesh, and mango in Egypt. Two typical examples of
Hidden Champions in a raw materials sector are the Egyptian company
Nakhla, the world market leader in shisha tobacco, and the Russian company
VSMPO-AVISMA, the world market leader in titanium.

Emerging countries and their companies would be well advised not to limit
themselves to the production and export of raw materials and primary goods.
Rather, they should deepen their value chains, process the raw materials, and
sell them as semi-finished or finished products at higher prices. Malaysia pro-
vides an example of such an extension of the value chain. The country is the
third largest producer of natural rubber, but has become the most important
supplier of disposable gloves [5]. Around 70% of all rubber gloves come from
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Fig. 6.1 Internationalization of a Hidden Champion from emerging countries:
Employees of the Malaysian global market leader Top Glove at a trade show in China

Malaysia [5, 6]. The world market leader is Top Glove with a global market
share of 25%, and several other manufacturers are active worldwide and have
established global brands. Figure 6.1 shows three employees of Top Glove at a
trade fair in China.

In Brazil, Hidden Champions such as the Fischer Group (world leader in
fruit concentrates), Cutrale (world leader in citrus fruits), or Sadia (world
leader in frozen meat) prove that deepening the value chain is a feasible path
to world market leadership. In a similar manner, Middle Eastern countries are
acquiring petrochemical processing firms to gain a larger share of the oil-
based value chain.

Ultimately, companies in these countries should have bolder and broader
ambitions in terms of becoming world-class manufacturers. Countries such as
Taiwan and South Korea have gone through this process and achieved spectacu-
lar successes. Brazil provides convincing evidence of this strategy with Hidden
Champions such as Embraer, the world’s leading manufacturer of regional air-
craft, and Embraco, a leading producer of compressors. The same applies to
India with Hidden Champions such as Essel Propack, the world market leader
for toothpaste tubes, or the Serum Institute of India, the world’s largest
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manufacturer of vaccines. These examples show that SMEs from emerging mar-
kets can become globally competitive not only in commodity-related upstream
markets, but also in downstream markets with higher added value.

The Question of Global Validity

The fact that more than half (56%) of the identified Hidden Champions
come from German-speaking countries raises several important questions.
First, can the concept claim global validity, or is it limited to a specific region
that offers particularly favorable conditions? Second, can companies from
other regions learn from the successes of German-speaking Hidden
Champions? Finally, do insights derived largely from the Germans have rele-
vance for SMEs in other countries?

The answer to all three questions—in my view—is a resounding “yes.”

I have personally met hundreds of Hidden Champions in countries on all
continents and have always been amazed at their pronounced similarities to
the German pioneers. Hidden Champions can emerge in any country, and
they do indeed exist in almost all countries. All my findings suggest that the
key success factors of German-speaking Hidden Champions apply in some
way to other countries and continents.

In this book, I aim to provide lessons for ambitious SMEs from all over the
world. While these lessons rely predominantly on success strategies of
German-speaking Hidden Champions, I am convinced that the Hidden
Champions concept can claim a high degree of global validity.
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German Hidden Champions

The current list of German Hidden Champions contains 1573 companies
that meet the criteria presented in Chap. 3. Figure 7.1 shows the number of
German Hidden Champions identified and recorded in the various surveys
since research began in 1989.

It should be noted that Fig. 7.1 does not express the increase of the actual
number of Hidden Champions; it merely shows those recorded in the sur-
veys. The increase can be explained by both broader and more systematic
research and the emergence of new or previously undiscovered Hidden
Champions. On the other hand, some companies lost their Hidden Champion
status due to declines in market share, insolvencies, mergers, or takeovers. Of
the 1307 Hidden Champions in 2012, around 70 no longer meet the criteria
and have disappeared from the list. I estimate that, over the long term, about
1% of Hidden Champions lose their status each year.

Market Position

A good third of German Hidden Champions (35.2%) claim to be the global
number one in their market, while 41.7% say they are one of the world mar-
ket leaders, and 23.1% that they are number 1 in the European market.
Precise market shares are only available for a selection of the German Hidden
Champions. On average, the median market share for the respective market
(world or Europe) is 40%, but this figure should be considered indicative, not

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2022 37
H. Simon, Hidden Champions in the Chinese Century,
https://doi.org/10.1007/978-3-030-92597-0_7


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-92597-0_7&domain=pdf
https://doi.org/10.1007/978-3-030-92597-0_7#DOI

38 H. Simon

1600 4, Number of Hidden

Champions in Germany 1573
1200
800
400
0 Year of survey
1989 1996 2007 2012 2020

Fig. 7.1 Number of German Hidden Champion identified, 1989-2020

representative.' It does correspond with a large-scale study that found a mean
market share of 34% for the Hidden Champions [1].

Revenue

The average revenue (arithmetic mean) of the 1573 German Hidden
Champions is €467 million.? The smallest Hidden Champion has a revenue
of €1 million, while the largest generates €4.966 billion. Figure 7.2 shows the
distribution of revenues of the German Hidden Champions.

The median, which removes the influence of outliers, is more meaningful
than the arithmetic mean with respect to the typical size of Hidden Champions.
The median revenue is €150 million, meaning that half of them have sales
above that level and the other half below it.

Today, the average German Hidden Champion’s revenue is around five
times larger today than it was 25 years ago, when the 1995 survey revealed an
average revenue of €95 million across 457 Hidden Champions. This factor

'On the one hand, some companies do not report their market shares; on the other hand, companies
with “impressive” market shares may be more likely to report them than companies with less strong
positions.
2Revenue figures are available for about 90.8% of the German Hidden Champions, mostly for 2018/19,
in some cases for other years. Smaller companies and partnerships are not required to publish their
revenues.
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Fig. 7.2 Distribution of revenues of German Hidden Champions

corresponds to an annual growth rate of just under 7%, which is quite spec-
tacular for such a long period of time. The German Hidden Champions can
look back on a quarter of a century of unbridled growth, an era of ascent
characterized by continuity rather than erratic leaps and shifts. We will explore
this aspect in greater depth later for individual companies and discuss whether
companies can expect similar growth patterns in the future.

Employment

The German Hidden Champions have an average workforce of 2252 employ-
ees.’ The smallest company in the survey has 16 employees, the largest 79,000.
Note that the German Hidden Champions have more employees abroad than
in their home market. Figure 7.3 presents the distribution of employee num-
bers of German Hidden Champions.

The 457 Hidden Champions in the 1995 survey had 735 employees on
average. Since then, the average number of employees has grown by a factor
of 3.1, corresponding to an annual growth rate of just under 5%. The Hidden

*Employee figures are available for 93.2% of the Hidden Champions in the study, mostly for 2018/19,
in some cases for other years.
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Fig. 7.3 Distribution of employee numbers of German Hidden Champions

Champions have created a large number of new jobs. The 457 Hidden
Champions of 1995 employed a total of 335,895 people; the 1573 companies
on the current list have 3.55 million employees. I estimate that 1.5-2 million
new jobs were created in these 25 years, about one-third in German locations
and two-thirds outside Germany.

Revenue per employee has increased by almost 30% in the last 10 years, to
€207,371 from €160,039 in 2010.* This corresponds to annual productivity
growth of 2.9%. An assessment by Harvard professors—that Hidden
Champions are “obsessed with productivity”—seems to reflect reality.”

Age

Hidden Champions are not young companies. The median age is 71 years.®
One in nine Hidden Champions is even older than 100 years. In 1995, the
average age was 67. The fact that 25 years have passed since then, yet the

#Not taking into account inflation, which was low in those years.

> Personal communication from Professor Nitin Nohria, Dean of Harvard Business School, April 3, 2019.
See Chap. 8 for more details.

¢In this case, the median is a valid measure to exclude the influence of some very old companies.
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average age has only risen by 12 years, is explained by the inclusion of younger
and new Hidden Champions.

The age structure demonstrates the high survival rate of the Hidden
Champions. They probably even outshine large companies in this respect. In
2018, General Electric was the last company to disappear from the original
Dow Jones Index, which was founded in 1897.7 In the German DAX index
of 30 companies, which was founded on July 1, 1988, only 12 companies are
left from the original list [2].

Since I only cover the survivors, it is unclear how many of the Hidden
Champions that existed 100 years ago have disappeared. The period from
1915 to 1945 constitutes three lost decades for the development of interna-
tional trade and the world economy, due to two world wars and the Great
Depression. Extremely few new companies were founded in that period. The
great era of German Hidden Champions came after World War II, during the
so-called German economic miracle, when German entrepreneurs laid the
foundations for the ongoing success of globalization. Four decades passed
between the end of World War II and Germany’s emergence as the world’s
leading exporter in 1986.

The rise of a company to Hidden Champion status is not a short-term
project. Around half of today’s German Hidden Champions were created in
that era after World War II. Young Hidden Champions, on the other hand,
are rare. Only around 5% are younger than 25 years, and those companies are
primarily from the digital sector. This low figure is a sign of Germany’s rela-
tively weak presence in new markets.

Regional Distribution

The Hidden Champions are not only little known per se; their locations are
also not generally well known. Table 7.1 shows the numbers of German
Hidden Champions by federal state, ranked by absolute number.

North Rhine-Westphalia has the most Hidden Champions, closely fol-
lowed by Baden-Wuerttemberg, and Bavaria follows in third place. More than
two-thirds (68.7%) of all German Hidden Champions are based in these
three states. The East German states have the lowest numbers, with a total of
54 Hidden Champions. This figure can be interpreted as a great success if you
consider that in my first survey in 1995, shortly after the reunification of
Germany, I found only three Hidden Champions in the former communist

’GE Drops Out of the Dow after More than a Century, The Wall Street Journal, June 19, 2018.
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Table 7.1 German Hidden Champions by federal state: absolute numbers, number per
million inhabitants, and shares

Hidden Champions

Federal state Number By million inhabitants Share in %
North Rhine-Westphalia 410 22.8 26.1
Baden-Wuerttemberg 367 33.1 23.3
Bavaria 303 23.1 19.3
Hesse 126 20.0 8.1
Lower Saxony 87 10.9 5.5
Rhineland-Palatinate 76 18.6 43
Schleswig-Holstein 47 16.2 3.0
Hamburg 39 21.1 2.5
Berlin 37 10.1 24
Saxony 23 5.6 1.5
Bremen 17 25.0 1.1
Thuringia 15 7.0 1.0
Saarland 10 10.1 0.6
Brandenburg 6 2.4 0.4
Mecklenburg-Western Pomerania 5 3.1 0.3
Saxony-Anhalt 5 2.3 0.3

East Germany. Per million inhabitants, Baden-Wuerttemberg is in first place
with 33.1 Hidden Champions. The city state of Bremen is second in the per
capita figure. Most Western German states have around 20 Hidden Champions
per million inhabitants. The East German states still lag well behind in terms
of Hidden Champion density.

In Fig. 7.4, the locations of the 1573 German Hidden Champions are
illustrated by dots.

This figure provides important insights. First of all, it shows that Hidden
Champions are scattered throughout Germany. These mid-sized market lead-
ers are virtually everywhere. The Hidden Champions are a constituent ele-
ment of Germany’s decentralized structure. Nevertheless, there are strong
concentrations, especially in Baden-Wuerttemberg, Bavaria, and North
Rhine-Westphalia. This contrasts with regions in which there are compara-
tively few Hidden Champions. These include not only the East German
states, but also areas in the west. In Chap. 16 “Business ecosystems,” we will
analyze further regional aspects.
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Fig. 7.4 Regional distribution of Hidden Champions in Germany
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Austrian and Swiss Hidden Champions

As we learned in Chap. 6, Germany, Austria, and Switzerland have very simi-
lar per capita figures of Hidden Champions. The number per million inhabit-
ants is around 19 in all three countries.

Austrian Hidden Champions

There are currently 171 Austrian companies in the list of Hidden Champions,
an increase of 47% since 2012, which outpaced the growth in the number of
German Hidden Champions. One reason for the sharp increase is that the
earlier research in Austria was less complete than in Germany. Of course,
there are also Austrian companies that did not meet the Hidden Champion
criteria in 2012, but do so now. A good two-thirds (69%) of Austrian Hidden
Champions claim global market leadership, a significantly higher percentage
than in Germany and Switzerland. Austrian Hidden Champions have an
average revenue of €372 million, 21% less than Germany’s. The median, on
the other hand, is slightly higher at €163 million. The average number of
employees is 20306, resulting in an average revenue per employee of €182,711.

Table 8.1 summarizes the most important data of the Austrian Hidden
Champions.

Opverall, the structures of Austrian and German Hidden Champions are
very similar. Austrian Hidden Champions are on average somewhat smaller in
terms of revenue, but not in terms of employees.
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Table 8.1 Data on the Austrian Hidden Champions

Average revenue €372 million
Median revenue €163 million
Average number of employees 2036
Median number of employees 900
Revenue <€50 million 21%
Revenue €51-100 million 15%
Revenue €101-500 million 43%
Revenue €501-1000 million 11%
Revenue >€1000 million 10%

Li »
o oo dhe ) - “"’?_-
. ) -
°

i Ko |
o ® ® g0 3
#safzburg _ )
LY L
’ = s . « &5 o, . '
Innsb $ il ° G
> . ; nns'"JCJ" _ LI X * . e
L \ _ Graz‘

; Q J'

Kiganfurt ) ® °
i

Fig. 8.1 Regional distribution of Hidden Champions in Austria

Regional Distribution

The regional distribution of Austrian Hidden Champions is shown in Fig. 8.1.

Austrian Hidden Champions are as unevenly distributed as the German
ones. We observe strong concentrations around Vienna, Graz, Linz, and
Bregenz. In contrast, large parts of the country are without Hidden Champions.
Table 8.2 details the picture for the Austrian states.

Four of the nine federal states—Upper Austria, Styria, Vienna, and Lower
Austria—account for almost three quarters of all Austrian Hidden Champions.
Vorarlberg has three times as many Hidden Champions per million inhabit-
ants as Carinthia and Burgenland.
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Table 8.2 Austrian Hidden Champions by federal state—absolute number and per mil-
lion inhabitants

Hidden Million Hidden Champions per one

Region Champions inhabitants million inhabitants
Vorarlberg 13 0.39 33.0
Upper 43 1.48 29.1

Austria
Salzburg 11 0.56 19.8
Styria 24 1.24 19.3
Vienna 32 1.90 16.9
Lower 27 1.68 16.1

Austria
Tyrol 12 0.75 15.9
Carinthia 6 0.56 10.7
Burgenland 3 0.29 10.2

Table 8.3 Data on the Swiss Hidden Champions

Average revenue €933 million
Median revenue €389 million
Average number of employees 3765
Median number of employees 1304
Revenue <50 million € 14%
Revenue 51-100 million € 1%
Revenue 101-500 million € 32%
Revenue 501-1000 million € 13%
Revenue >1000 million € 30%

Swiss Hidden Champions

The Swiss list includes 171 Hidden Champions, an increase of 55% from 110
companies in 2012. Some 44% of the Swiss Hidden Champions are number
1 in their global market. With average revenue of €933 million, they are sig-
nificantly larger than their German and Austrian counterparts. They employ
an average of 3765 people. These figures translate into revenue of €247,808
per employee. Revenues per employee differ considerably between Switzerland,
Germany (€207,371), and Austria (€182,711). Table 8.3 summarizes the most
important structural data of the Swiss Hidden Champions:

Regional Distribution

The regional distribution of the Swiss Hidden Champions is shown in Fig. 8.2.
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Fig. 8.2 Regional distribution of Hidden Champions in Switzerland

Table 8.4 Five Swiss cantons with the highest Hidden Champion density

Hidden Million Hidden Champions per one million
Region Champions inhabitants inhabitants
Basel 10 0.29 33.0
District
St. Gallen 14 0.51 28.3
Zurich 38 1.54 19.8
Bern 16 1.04 19.3
Aargau 10 0.69 16.9

The figure shows a very uneven regional distribution. Similar to Germany’s
and Austria’s, the Swiss Hidden Champions are concentrated in a small num-
ber of regional clusters. The differences become even more striking when
viewed at the level of the 26 Swiss cantons. Four Swiss cantons have no
Hidden Champions, while five cantons have more than ten Hidden
Champions (see Table 8.4).

Noteworthy is that all five cantons are located in the German-speaking part
of Switzerland, and they account for 53% of the Swiss Hidden Champions. It
is also interesting to note that across the three countries, the adjacent regions
of Basel District (33), Vorarlberg (33), and Baden-Wuerttemberg (32.7) have
almost identical per capita numbers of Hidden Champions. The outstanding
performance of Swiss hidden champions is acknowledged in the book
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Masterpieces of Swiss Entrepreneurship: Swiss SMEs Competing in Global

Markets, which examines 36 Swiss companies, including numerous hidden

champions, in depth [1].
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Decades of Ascent

We will now explore how the Hidden Champions in the three largest German-
speaking countries achieved their status and success. It is instructive to look at
the growth of specific firms rather than a region or country as a whole. This
chapter will describe four case studies for companies of different size categories.

From Hidden Champion to Fortune Global 500

Figure 9.1 shows the growth of three companies who ascended from Hidden
Champion status (revenues between €1 and €5 billion) to Fortune Global
500 prominence in the period from 1995 to 2019. The revenue of Fresenius
grew by a factor of 40, while SAP’s grew by a factor of 20 and ZF Group’s by
more than 10. Hearing about such growth factors regularly causes great aston-
ishment among my listeners both at home and at abroad. This kind of spec-
tacular growth is expected from companies in Silicon Valley or China, but not
from stuffy German firms.

These cases help to explain the emergence of large and mega-companies.
The “big champions” simply emerge from mid-sized companies that grow
continuously over long periods of time. However, in all three cases, the cur-
rent size was not achieved exclusively through organic growth. Acquisitions
also played a significant role.
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Fig. 9.2 Former Hidden Champions beyond the revenue threshold of €5 billion

Beyond €5 billion

Figure 9.2 shows the growth of three former Hidden Champions whose rev-
enues now exceed the €5 billion threshold. All three had revenues of less than
€1 billion 25 years ago.

Brose is the world market leader for automotive door and window systems.
Dachser is number 1 in Europe for systems logistics. Bechtle is one of Europe’s
leading IT services providers. Numerous other Hidden Champions have
achieved similar growth multiples since 1995. These include Enercon in wind
turbines with a multiple of 29, Leoni in automotive cable systems with a
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multiple of 16, Exyte' in cleanroom systems with a multiple of 12, and
Trumpf in laser machines with a growth multiple of 8.

My list contains 190 German Hidden Champions with revenues between
€1 and €5 billion. Their aggregate revenue is €399 billion, or €2.10 billion on
average. Austria has 18 Hidden Champions with revenues of more than €1
billion, and they average €2.06 billion. In Switzerland, 37 Hidden Champions
exceed 1 billion Swiss francs in revenue and achieve an average revenue of
2.43 billion Swiss francs.

Approaching the €1-billion Threshold

Many smaller Hidden Champions have achieved similarly strong growth.
Figure 9.3 shows three companies that had revenues of less than €100 million
in 1995, but are now approaching the revenue threshold of €1 billion.

Rational is the world market leader in professional appliances for commer-
cial kitchens, with a global market share of more than 50%. Igus is the world’s
number 1 supplier of plastic bearings and also holds a high market share in
so-called energy chains. Birkenstock has become a generic term for comfort-
able shoes for health-conscious consumers. Birkenstocks are just as well
known in the USA as they are in Germany, so “hidden” only applies to a
limited extent.?
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Fig. 9.3 Formerly small companies, today close to the €1 billion mark

! Former name was M+W Zander.

*In 2021, Birkenstock was acquired by Bernard Arnault, majority owner of the French luxury goods
group LVMH.
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From Dwarf to Hidden Champion

Finally, we find numerous companies that have gone from dwarves to Hidden
Champions. Figure 9.4 shows three such cases.

Formel D is a global market leader in specialized automotive services.
Simon-Kucher is the global number one in price consulting. The Rofa Group
is the European leader in industrial automation.

In 1995, the revenues of each of these companies were less than €10 mil-
lion, but over the last 25 years, their revenues have increased at least 41-fold,
a tremendous rise turning these “dwarfs” into successful Hidden Champions.
A large proportion of the 527 Hidden Champions in the revenue range of
€100 to €500 million show similar growth performances.

What Drives This Ascent?

The first and foremost driver is globalization. In a sample of larger Hidden
Champions, the average number of foreign subsidiaries has more than dou-
bled in the last decade, from 40 to 84. Acquisitions also play a significant role,
especially for Hidden Champions that have grown faster than average.
Innovations and product range extensions, deeper value chains, and expanded
services are further growth drivers. Diversification, in contrast, has been less
important for their growth.

Opverall, the Hidden Champions have experienced spectacular decades of
ascent since the 1990s. Many of them—regardless of size—have seen their
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Fig. 9.4 From Dwarf to Hidden Champion
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sales grow by more than tenfold. The question is whether the Hidden
Champions of German-speaking countries will succeed in maintaining those
high growth rates in the coming decades. I have no conclusive answer, but I
can say that if the Hidden Champions want to continue their growth trajec-
tory, they need to undergo a transformation that takes into account the
numerous emerging growth opportunities as well as the barriers to growth.
Fulfilling unmet basic needs—clean water, hygiene, transportation, or
health—create vast opportunities in emerging countries. At the same time,
factors such as the environment, climate, energy consumption, consumer atti-
tudes, trade frictions, and political tensions may create new barriers to growth.
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Why Are There So Many Hidden
Champions in Germany?

The Hidden Champions are the phenomenon that most clearly sets apart
Germany and the German-speaking region from the rest of the world. The
German “world market share” is higher for Hidden Champions than in any
other field—be it art, science, or sports—as Table 10.1 shows.

Comparisons to other countries lead to the question: “why is Germany
home to so many Hidden Champions?” The prevalence of Hidden Champions
in Germany results from a complex bundle of interacting causes and cannot
be traced back to a single root. Many of these causes are difficult for other
countries to imitate, because they are deeply anchored in history, traditions,
and value systems. A number of these contributing factors also apply to
Austria and Switzerland.

No Nation State

Countries like France or Japan formed into nation states relatively early in the
modern era. The German-speaking areas of Europe, meanwhile, continued
much longer as a patchwork of hundreds of small states. Germany did not
become a nation state until the end of the nineteenth century. Today, it is still
organized decentrally, as are Austria and Switzerland. In past centuries, entrepre-
neurs from the German-speaking regions who wanted their businesses to grow
had to expand their activities beyond the narrow boundaries of their tiny states.
They were forced to start internationalizing earlier than entrepreneurs in other
countries and over time the urge to operate outside the borders of their home
country has become part of the DNA of German-speaking entrepreneurs.
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Table 10.1 German “global market shares” in various fields of society

German “global market

Area Criterion share” in percent

Mittelstand Number of Hidden Champions 46.2%

Artists Fame barometer of the top 100 29.0%

Formula 1 World champions 16.1%

Soccer World champions 15.8%

Science Nobel Prizes 12.5%

Universities Times University Ranking 2018 (top  10.0%
100)

Sports Olympic gold medals 1896-2016 9.3%

Large Number of Fortune Global 500 5.4%

corporations companies 2019

Tennis World rankings, men 5.5%

Wikipedia Entries (2.5 million out of 53.9 4.6%
million)

Society Time: 100 most influential 3.3%
personalities 2009-2011

Population Population 1.2%

Land area Square kilometers 0.2%

Decentralization

In most countries, knowledge and creativity are concentrated in one place,
which is usually the capital. This applies to Paris, London, Tokyo, and Seoul.
Few countries have such decentralized structures as Germany, Austria, or
Switzerland, where world-class companies can be found throughout the coun-
try. As far as the development of an entrepreneurial spirit is concerned, the
regional dispersion of knowledge and creativity represents an enormous
advantage over centrally organized countries. One example is East Germany,
where 54 Hidden Champions have emerged since the centralized Communist
system ended 30 years ago.

Dual Vocational Training

One pillar of Germany’s competitive strength is its unique dual vocational
training system. Dual vocational training means that the programs combine
practical and theoretical training. The apprentices work in a company 3 days
a week and attend a vocational training school for 2 days. While other coun-
tries have higher rates of college and university graduates, the German dual
vocational training system produces the best-qualified skilled workers in the
world. Some countries are trying to establish dual vocational education sys-
tems, but it turns out to be a complicated and lengthy process.
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Manufacturing Base

Unlike the UK or the USA, Germany has not abandoned its manufacturing
base. That may make the structure of the German economy look old-
fashioned, but it is the basis for the country’s successful performance. The
correlation between a country’s manufacturing base and its trade balance, i.e.,
the difference between exports and imports,' is close to 80%. This under-
scores the historical importance of manufacturing. Today, about a quarter of
Germany’s gross domestic product (GDP) still comes from the manufactur-
ing sector, whereas in other highly developed countries, this share has fallen to
less than 15%.

Germany has often been criticized for failing to manage the transition from
an industrial to a service society, especially before the Great Recession of 2008.
Since then, this view has changed. Countries with service-dominated econo-
mies such as the USA, the UK, or France are making great efforts to rebuild
their manufacturing base. During the COVID-19 crisis, Germany faced criti-
cism for its strong dependence on exports, but I feel that criticism is mis-
guided. An economy that diversifies its markets instead of depending
unilaterally on domestic demand actually enjoys an advantage, especially in
times of crisis. The industries affected by the COVID-19 pandemic would
probably have suffered even greater sales declines if their only focus had been
on German customers.

Productivity

Not too long ago, a group of professors from the Harvard Business School
came to Europe to visit German Hidden Champions. The professors unani-
mously gave me the feedback that these companies are “obsessed with produc-
tivity.” Steadily increasing productivity leads to lower unit labor costs, from
which the Hidden Champions benefit, especially relative to their European
neighbors. The Harvard professors also observed that “the Hidden Champions
try to do something better every day.” Michael Porter pointed out the close
relationship between fierce internal competition and sustained international
competitiveness [1]. One-third of the Hidden Champions say that their fierc-
est competitors are in Germany, often in regional proximity. This close

"The trade balance is the difference between exports and imports. The more a country produces inter-
nally, the more it can export, and the less it needs to import.
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competition drives productivity and contributes to the export and competi-
tive strength of the German Hidden Champions.

Regional Ecosystems

Many German regions have centuries-old competencies that still endure and
even thrive in today’s markets. In today’s management parlance, they are
industrial or business ecosystems. Clocks have always been made in the Black
Forest, and clockmaking is considered “the key machine of the modern indus-
trial age” [2]. This tradition has given rise to more than 500 medical technol-
ogy companies in the Black Forest region.

Or take the university town of Goettingen in northern Germany. Why
does this small town have 39 manufacturers of measurement technology? The
explanation lies in the university’s department of mathematics, which has
been world class for centuries. Most of the 39 companies in Goettingen trace
their roots to principles discovered by Carl Friedrich Gauss and other famous
mathematicians. Former Siemens board member Edward Krubasik noted that
“Germany is using the technology base that goes back to the Middle Ages to
succeed in the 21st century.”

Central Location

Even in a globalized world, distances and time zones retain their importance.
Under geostrategic aspects, the German-speaking countries have an ideal
location. Communication with Japan and California is possible within nor-
mal office hours, and travel times to the world’s most important business
centers are shorter than those that Asians or Americans have to live with. Even
within Europe, the German-speaking region is centrally located. These are
enormous advantages in a globalized world.

Mental Internationalization

International business requires a wide cultural horizon. This starts with lan-
guage. “The best language is the language of the customer,” said Anton Fugger
in the late Middle Ages. In the English Proficiency Index, which covers 100
countries, the Netherlands ranks first, followed by other small countries such
as Sweden and Singapore [3]. Among the countries with a population of more
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than 50 million, Germany is leading with an overall rank of 10, far ahead of
France (rank 31), Spain (35), Italy (36), Russia (48), and Japan (53) [3].

The “Global Connectedness Index” compiled by DHL confirms this pic-
ture. The Netherlands, Singapore, and Switzerland occupy the top three
places. Among the major countries, only the United Kingdom, in ninth place,
is ahead of Germany in tenth place, with France (15th), Spain (21st), and
Italy (26th) falling well behind [4]. Hidden Champions are “mentally global.”
Rational, the world market leader for commercial kitchen machines, presents
its information in 59 languages.

Made in Germany

The label “Made in Germany” has become a first-class seal of quality that has
massively helped German Hidden Champions in their globalization process.
“Made in Switzerland” or “Swiss Made” has practically the same value [5].

Yet few people know the origins of the phrase “Made in Germany.” The
British originally imposed it in 1887 as a sign of inferior quality of German
products!

Almost 150 years later, “Made in Germany” leads the international Made-in
ranking with 100 points, closely followed by “Made in Switzerland” with 99

points. “Made in Austria” at 72 points still has some improvement potential [5].
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On Rough Roads to Globalia

The title of my 2012 book is Hidden Champions—Departure towards Globalia.
What has happened to Globalia since then? Since the end of the Great
Recession in 2010, globalization has not progressed as smoothly as in the
decades before. Fundamental changes left globalization “on rough roads” and
the COVID-19 crisis has made those roads even bumpier.

In this chapter, I look at the development of globalization in the recent
past. Whether these trends and changes will remain permanent or even inten-

sify is the subject of the following chapter, “Quo Vadis Globalia?”

Global Per Capita Exports

World trade and exports are generally considered the most relevant indicators
of globalization. Figure 11.1 displays a very long-term view of global per cap-
ita exports.

This long-term retrospective illustrates the breathtaking dynamics of the
global economy. The trends since the beginning of the twentieth century sug-
gest extremely favorable expectations for globalization.

In 1900, per capita exports were close to zero, at $6. Due to the two world
wars, it took 50 years for that figure to rise to a modest $23. Over the next
30 years, per capita exports increased 20-fold to $437. Despite the higher
level, they then more than doubled from 1980 to 2000 and more than dou-
bled again until 2019. One should remember that these are per capita figures.
In 1900, the world had a population of 1.6 billion; today the global
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H. Simon, Hidden Champions in the Chinese Century,
https://doi.org/10.1007/978-3-030-92597-0_11


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-92597-0_11&domain=pdf
https://doi.org/10.1007/978-3-030-92597-0_11#DOI

66 H. Simon

2 461
985
437
1900 1950 1980 2000 2019

Fig. 11.1 Development of global per capita exports since 1900 (in US dollars)

population is 7.8 billion. In absolute dollar terms, global exports today are
nearly 2000 times what they were just over a century ago.'

Global Exports since 1990

Figure 11.2 provides a shorter-term view, which shows global exports since
1990 [1].

Exports have grown by a factor of 5.4 over the three decades since 1990.
This corresponds to an annual growth rate of 6.0%. Figure 11.2 reveals two
clearly distinguishable phases: From 1990 to 2008, the year in which the
Great Recession began, the annual growth rate stood at a robust 9.4%. In the
11 years from 2008 to 2019, total growth was only 17%, which corresponds
to an annual growth rate of merely 1.6%. In the eight years between 2011 and
2019, annual export growth came close to a virtual standstill, with an annual
growth rate of 0.4%.

Complementing this picture, Fig. 11.3 shows how the growth rates of
global exports evolved relative to the growth rates of global GDP. The ratio of
two percentages—in this case, the two growth rates—is called an elasticity.

!Exactly 1974 times as high as in 1900.
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Fig. 11.2 Development of global exports since 1990

Figure 11.3 shows the trade elasticity, which is the change in global exports
relative to the change in global GDP?

Looking at the average values of the trade elasticity is very illuminating.
From 1990 to 1999, the trade elasticity exceeded 2, meaning that exports
grew more than twice as fast as GDP. From 2000 to 2009, the trade elasticity
fell to around 1.5, meaning that world trade grew 50% faster than world
GDP. The development in the years 1990 to 2010 is aptly described as “hyper-
globalization” [2]. Since 2010, however, the growth rates of the two variables
have been roughly equal. Since 2014, the trade elasticity has even remained
well below 1.

The bottom line is that the globalization engine has stalled. Global exports
have been growing at a slower rate than global GDP for several years. Although
we cannot speak of deglobalization in absolute terms, we can certainly speak
of “relative deglobalization.” This is a dramatic development, especially for
strongly export-oriented countries such as Germany, Austria, and Switzerland,
as well as the Hidden Champions. It is a development that started several
years before Trump, Brexit, tariff increases, tightened sanctions, and the col-
lapse of global supply chains due to COVID-19.

?German Federal Ministry for Economic Affairs and Energy (2019). “Weltwirtschaft im Wandel—Wie
die Digitalisierung, Handelskonflikte und Chinas Aufstieg globale Handelsverflechtungen verindern,”
online version, December 5.
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Fig. 11.3 Ratio of global export growth to global GDP growth (trade elasticity)

If these or similar trends continue, they will hamper world trade and may
cause growth rates to remain permanently below the rates seen in the hyper-
globalization phase. They could even lead to shrinking trade volumes.

The framework of international trade is highly dynamic and difficult to
predict. It seems advisable to speak of “framework processes” and not of a
fixed framework. Hidden Champions must align their global strategies with
these rapidly changing framework processes and undergo a transformation. In
Chap. 13, we will discuss how these framework processes will shape future
exports.

Global Service Exports

The picture of globalization remains incomplete if we look only at exports of
goods. In 2018, the United States led the way in service exports with €549
billion, followed by the United Kingdom with €312 billion. Germany was
third with €245 billion, followed by China with €147 billion [3]. Figure 11.4
shows the development of global service exports since 1990 [4].

Since 1990, global service exports have increased by a factor of 6.91. The
annual growth rate of 6.9% exceeds the rate for goods exports by about 1%
point. In 1990, service exports accounted for 25.6% of total exports; by 2019,
this percentage had risen to 32.5%. The value of exported goods is thus still
more than double that of exported services.

The share of service exports relative to the GDP has almost doubled since
1990, from 7.7 to 13.3% in 2019. It has also increased over the past decade,
rising from 11.6 to 13.3%. For the period of 1990 to 2019, the elasticity of
service exports growth relative to GDP growth was 1.5, which means that the
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Fig. 11.4 Global service exports in absolute terms and as a percentage of the
global GDP

growth rate of service exports was 50% higher than the growth rate of the
GDP during this period. Also, for the last 5 years the trade elasticity of service
exports—unlike that of goods exports—is 1.67, significantly greater than 1.
This means that service exports are growing faster than goods exports
and GDPs.

It should be noted that service exports cannot be viewed as fully indepen-
dent of goods exports. On the one hand, goods exports include considerable
service components such as planning, assembly, transport, insurance, or train-
ing. The German Ministry of Economics puts the share at 39.3% [3]. In addi-
tion, exports of goods trigger demand for exports of services. According to
Eurostat, the percentage is between 25 and 30% and trending upward [5]. In
the case of Hidden Champions, the share is likely to be even higher due to the
extent of the know-how embedded in their products. In addition, many of
these market leaders aim to enrich their offerings with services. Digitalization
supports these efforts.
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Foreign Direct Investments

A third, increasingly important route of globalization is foreign direct invest-
ment (FDI). Figure 11.5 shows the development of global FDI since 1990 [6].

FDI was an enormously important driver of globalization in the 17 years
from 1990 to 2007. At its peak in 2007, the value of global FDI had increased
10.8-fold to $3.197 trillion from $278 billion in 1990. This represents an
annual growth rate of 16.0%, which far exceeds the growth rates of goods and
service exports. The elasticity of direct investment relative to GDP during this
period was 2.56, meaning that direct investment grew about 2.5 times as
fast as GDP.

Since the onset of the Great Recession in 2008, FDI has exhibited an
erratic, downward sloping trajectory. After two maxima in 2011 and 2015 of
around $2.2 trillion each, FDI fell back to $1.1 trillion in 2019. From 2007
to 2019, the investment elasticity was -2.47, meaning that for every percent
GDP growth, FDI growth has declined by 2.47%, a dramatic negative trend.
We can indeed speak of deglobalization during this period. However, we
should not forget that annual direct investment is a flow variable that increases
the respective FDI stock. This stock almost doubled between 2007 from
$18.6 trillion to $34.6 trillion in 2019 [7]. This observation, which is

Global direct foreign investments in $bn
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Fig. 11.5 Global Foreign Direct Investments since 1990
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ultimately more relevant than annual figures, suggests that globalization has
made considerable progress in terms of direct investment. However, this prog-
ress is running along rough roads. In Chap. 13, we will return to the question
of the role that direct investment can play for the future of globalization and
the Hidden Champions.
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Quo Vadis Globalia: Population
and Economy

In the previous chapter, we looked back to analyze where Globalia stands at
the beginning of the 2020s and how it got to that point. We now turn to the
future in order to try to understand how the global population and economy
will develop in the coming decades.

I say “try” because there are no certain answers to the question, “Quo vadis
Globalia?” Despite countless publications, no one can say how the aftereffects
of COVID-19 will play out. Extreme scenarios are conceivable. In a worst-
case scenario, there are multiple waves as the virus mutates further and plunges
the global economy into years of depression. In the optimistic scenario, there
are no further waves of infection, the vaccination campaigns have a lasting
effect, and the virus is contained. With this outcome, the COVID-19 crisis
could prove to be a temporary blip without any longer-term impact on the
global economy.

This chapter looks at the longer-term demographic (population) and eco-
nomic trends. While COVID-19 may have accelerated, amplified, or weak-
ened these trends, I doubt that they will have been fundamentally altered by
the pandemic in the long run. Globalia continues to grow strongly in terms
of both population and economic power. The important insight and the
essence of this chapter are that there will be large discrepancies between popu-
lation growth and economic growth.

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2022 73
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Population Dynamics

Population dynamics have significant effects on the economic growth and
strength of a region or country. At present, the world population is growing
by 83 million a year. According to UN forecasts, there will be 8.6 billion
people on earth in 2030 and 9.7 billion in 2050. This corresponds to an
annual growth rate of 0.75%. Figure 12.1 shows the latest UN projection of
population numbers by 2050 for selected regions and countries.'

In 2050, 55% of all people will live in Asia—Pacific and 26% in Africa. You
have to let that sink in. More than four-fifths of humanity will be living in
Asia—Pacific and Africa. Europe will account for only 7.3% of the world’s
population, and North and South America together will account for 12.2%.
India will be the most populous country with 1.6 billion people, surpassing
China by 242 million or 17%. Africa will experience by far the strongest
growth, with its population almost doubling from the current 1.34 billion to
2.49 billion in 2050. Other regions will grow more moderately or shrink in
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Fig. 12.1 Global population by 2050

! United Nations World Population Prospects 2019.
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comparison. Japan is expected to experience the steepest decline of 20 million
or 16%. The UN forecast presented in Fig. 12.1 is the so-called “medium vari-
ant,” which UN experts consider the most likely. These figures are an impor-
tant planning basis for politicians, business, and individual companies,
including of course the Hidden Champions.

Although population forecasts are considered to be relatively reliable, some
experts are increasingly skeptical of the UN projections. In their book Empzy
planet—The shock of global population decline, authors Bicker and Ibbitson
consider a low variant scenario to be much more likely [1]. Charles Goodhart
and Monaj Pradhan argue along the same lines in their book 7he great demo-
graphic reversal: Ageing societies, waning inequality, and an inflation revival [2].
The reasoning in these books that urbanization and better education of
women lead to massive reductions in births per woman sounds convincing to
me. The low variant scenario assumes that women have 0.5 fewer children
than in the medium variant forecast. This means that in 2050 the world pop-
ulation would reach 8.5 billion rather than 9.7 billion and then decline. In
China, this decline is likely to be dramatic. Bicker and Ibbitson state: “The
Chinese population will fall to around 754 million by 2100. China’s popula-
tion could decline by almost half this century” [3]. I also question the UN
forecast for Germany. In my opinion, Germany will have 93 million people in
2050, not the 80 million projected by the UN. Since 2014, the population
has increased by two million. If the annual increase continues at 300,000 due
to immigration, Germany will end up with 93 million people in 2050 [4].

In any case, the world population will grow and the center of gravity will
continue to shift toward Africa and Asia. Individual regions and countries will
develop very differently. The strategies of the Hidden Champions must adapt
to these changes.

Economic Power and Growth

Population growth does not automatically mean increased economic power. A
30-year forecast of economic growth and GDP levels based solely on popula-
tion predictions would be extremely speculative. We limit our economic pro-
jection to the next 10 years, i.e., up to 2030, which is also a realistic planning
horizon for many companies. Figure 12.2 shows the World Bank’s GDP pro-
jections for selected regions and countries in 2030.* The GDP values for 2030

*Sources: World Bank World Development Indicators, International Financial Statistics of the
International Monetary Fund (IMF), IHS Global Insight, and Oxford Economic Forecasting, as well as
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Fig. 12.2 GDPs and their growth by 2030

are shown on the vertical axis, and absolute GDP growth from 2019 to 2030
is on the horizontal axis.

World GDP grows by 34.7% from $84.0 trillion in 2019 to $113.2 trillion
in 2030. That growth of $29.2 trillion in absolute terms means that the global
economy expands by the equivalent of one and a half USAs over the next
decade. The USA will continue to be number 1 in GDP in 2030, while China
will lead in growth by a wide margin. Economic power and growth will con-
tinue to be concentrated in a few regions. The “first global league,” which
includes the United States, China, and the European Union, will generate
54.4% of the world GDP in 2030. The first league’s share of the growth is
almost identical at 53.5%, with more than half of that coming from China.’

In 2030, the “second global league”—which includes the UK, Japan, Brazil,
India, Russia, Africa, and the Middle East (Iran, Iraq, Saudi Arabia, and
Turkey)—will account for 26.9% of the global GDP. Its share in world GDP
growth is almost identical at 27.0%. The growth of the second league is not as
high as expected for a variety of reasons. Japan and the UK start from a high
GDP level, but have low growth. The remaining countries have higher growth

estimated and projected values developed by USDA, Economic Research Service all converted to a 2010
base year. The data were updated on March 20, 2020.

3If you include the UK and Switzerland in Europe, it is even 58.4%.
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rates, but the starting level is low. Russia has the weakest growth in absolute
terms with $415 billion (+23.7%). Africa is growing by 47.5%, but in abso-
lute terms the growth is only $1.201 trillion due to the low starting base. This
is a mere 13% of the growth of China or 29.7% of the growth of the
United States.

The Population-Economy-Divide

So what is the answer to the question “Quo vadis Globalia?” in terms of popu-
lation and economy? Whether population size or purchasing power is more
important for a company depends on the product(s) it sells. If a company sells
low-priced smartphones, it can be guided by population size. Even in poorer
countries, virtually every consumer buys a cell phone. If, on the other hand,
GDP is more likely to be the relevant indicator of market attractiveness if a
company operates a business with sophisticated medical technology.
Ultimately, the business and growth opportunities offered by a country arise
from the size and the growth of its GDD, not from the sheer size of its popula-
tion. Although Africa’s population will almost double by 2050, its share of
global GDP will increase only minimally from 3.0 to 3.3% over the next
10 years. Economic power will remain concentrated in the first global league,
both in terms of level and—from a social perspective—unfortunately also in
terms of growth.

COVID-19 may exacerbate this discrepancy. In a survey of economists in
the United States, 62% believe the pandemic will be detrimental to develop-
ing countries [5]. Whether you like it or not, the battlefield for global market
leadership, which for many Hidden Champions is part of their identity, will
be the first global league: the USA, China, and the EU. One does not become
or remain a Hidden Champion without a strong market position in the first
global league. It is difficult for success in the second league to offset weakness
in the first-league markets. The first aim of Hidden Champions, or companies
that want to become one, must therefore be to shine in the first global league.
Staying in this first division poses major challenges for Hidden Champions in
terms of global organization, market presence, innovation, and, last but not
least, digitalization. The need for transformation is obvious.
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Quo Vadis Globalia: Dynamic Framework

While the previous chapter described the broad lines of population and eco-
nomic development in Globalia, we now take a more detailed look at the
political, legal, and cultural frameworks that directly affect business. In the
next ten years, global businesses will be operating under constantly changing
conditions, leading to greater uncertainty and volatility. In this context, a
natural strength of the Hidden Champions—agility—will become even more
relevant.

Winners of Globalization

There is no doubt that globalization has brought massive prosperity to the
world, but the benefits are very unevenly distributed. The Globalization
Report 2020 quantifies the wealth gains resulting from globalization in the
years from 1990 to 2018 for 45 countries [1]. Table 13.1 shows the cumula-
tive income gains for the twelve countries that have benefited most from glo-
balization, led by Japan with a cumulative per capita income gain of €50,044.

Table 13.2 shows the other side of the coin, the countries with the smallest
benefits from globalization.

Let us look at the third column first. The fact that the USA is not among
the primary beneficiaries of globalization is less surprising than China’s seem-
ingly weak performance. However, with China, as with India, one must keep
in mind that these numbers are per capita. Because of their large populations,
these countries regularly show low values in per capita comparisons (for exam-
ple, in exports and patents). The fourth column, however, shows that in
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Table 13.1 Cumulative per capita income gains from increasing globalization from
1990 to 2018

Cumulative income gain per capita

Rank Country since 1990 in €
1 Japan 50,044
2 Ireland 45,060
3 Switzerland 44,329
4 Finland 37,618
5 Israel 35,711
6 Netherlands 32,684
7 Germany 31,133
8 Denmark 29,988
9 Slovenia 27,685
10 South Korea 25,039
11 Greece 24,365
12 Austria 24,356

Table 13.2 Countries that have benefited less per capita from globalization

Cumulative income gain per  Cumulative income gain as a

Rank Country capita since 1990 in € percentage of GDP per capita 1990
26 USA 12,650 52
39 Brazil 3,806 85
41 Russia 3,213 92
42 China 2,658 835
45 India 671 174

relative terms China is an outstanding winner of globalization. The cumula-
tive income gain from globalization is 8.35 times China’s per capita gross
domestic product of 1990,' compared with only 1.74 times in India. This
relative measure also shows that the USA has indeed benefited the least from
globalization. This may explain the critical attitude of many Americans toward
global trade.

Despite the massive prosperity gain, globalization currently faces increasing
skepticism. In a recent study among economists, 86% believe it is necessary
to rethink globalization. One author speaks of a “retreat from hyper-
globalization” [2]. A study by one bank states: “Globalization has come to an
end” [3].

Hastily drawn under the impression of the COVID-19 crisis, such conclu-
sions seem premature. One expert on historical crises states: “The fact that the
world will no longer be the same after 2020, as is often claimed, represents a
factual simplification which is due to a perception hardly clear from a

"For the development of gross national products, see: https://de.wikipedia.org/wiki/
Liste_der_L%C3%A4nder_nach_historischer_Entwicklung_des_Bruttoinlandsprodukts_pro_Kopf.
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scientific point of view” [4]. Based on an evaluation of several studies, the
Financial Times comes to a more succinct conclusion, “Reports of globaliza-
tion’s death are greatly exaggerated” [5].

The future of globalization is by no means clear. It is an open question
whether the conflict between the USA and China, which has led to massive
tariff increases and trade conflicts, will intensify further or be mitigated by
new treaties. The same applies to sanctions against countries such as Russia
and Iran. Some plans for free trade agreements have failed entirely (e.g., the
agreement between the EU and the USA) or partially (the Trans-Pacific
Agreement after the withdrawal of the USA). However, the latter agreement,
called the Regional Comprehensive Economic Partnership (RCEP), was com-
pleted between 15 Pacific Rim countries. There have been free trade agree-
ments between the EU and Canada, the EU and Japan, and the UK and
Japan. Even during President Trump’s term, Chinese government bonds were
included in the FTSE Russell and other major global indices by JP Morgan
and Bloomberg Barclays. An influx of $140 billion is expected in the coming
years [6]. One of the first acts of President Biden was to reverse his predeces-
sor’s withdrawal of the USA from the World Trade Organization (WTO).

Trade barriers are among the many reasons why it may become more
advantageous for global companies to have regional production capabilities.
The following examples show how trade barriers sometimes lead to absurd
consequences. A Hidden Champion with factories in Europe and China used
its Chinese plant to supply the Chinese and American markets. When the
higher tariffs, initiated by President Trump, made exports from China to the
USA unprofitable, the company had no choice but to supply the USA from
Europe and to fill the resulting supply gaps in Europe with imports from
China. Because this led to a massive increase in logistics costs, the company is
now setting up long overdue manufacturing capacity in the USA. Another
example: After the outbreak of African swine fever in Germany, China banned
imports of pork and gelatin of German origin. Gelita, the world leader in
gelatin, responded by shipping goods from its U.S. plants to China.

More Globalization?

The more sensible solution in the current situation is more globalization, not
less. Two numerical examples support this position. German per capita exports
in 2019 were $18,018, compared with $1,797 in China and $240 per capita
in India. In other words, China’s per capita exports are only 10% of Germany’s,
and India’s are a mere 1.3%. What does this comparison mean? India needs to
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export far more in order to acquire the purchasing power for the infrastruc-
ture goods, machinery, aircraft, etc., it needs from industrialized countries to
“get on its feet.” The same is true for Africa. In 2019, German companies
exported goods worth €24.9 billion to Sweden. In the same year, the sum of
German exports to all countries in Africa reached a value of €23.7 billion, and
German imports from Africa were at a similar level of €24.4 billion. Africa has
120 times as many inhabitants as Sweden, whose population stands at 10.2
million. It is obvious that Africa must export much more in order to be able
to import more from Germany in order to “get on its feet.”

Leading economists share the observation that the world needs more glo-
balization. Lars Feld, chairman of the German Council of Economic Experts,
says: “In my view, we need more rather than less globalization in order to have
a cushion against future crises” [7]. Policymakers should work to develop the
framework necessary to foster further globalization and to prevent the con-
tinuation of the decoupling tendencies of recent years. It is important that
freedom of trade is flanked by social measures. As Harvard economist Dani
Rodrik states: “The expansion of the welfare state enabled the political sup-
port of the population for economic openness” [8]. The Hidden Champions
need free global trade to realize their full potential. Their relatively small size
might actually be an advantage. Large companies are in the public and politi-
cal spotlight, while Hidden Champions can operate below the radar of public
attention due to their low profile. In this vein, globalization expert Pankaj
Ghemawat surmises: “The backlash against globalization is a backlash against

big business” [9].

Transforming Globalization

Despite my plea for freedom of trade, I expect a transformation of globaliza-
tion in the sense that the exports of goods will increasingly be replaced by
exports of services and by direct investments. As reported in the previous
chapter, service exports have already grown faster than goods exports in recent
years. Foreign direct investments, however, have followed a more erratic trend,
strongly influenced by the capital markets. In the short term, the COVID-19
crisis has caused a strong outflow of capital from developing countries [2].
The influence of the capital markets on foreign direct investments will not
disappear, but it will also not prevent their growth in the long term. As a
result, the share of exports in the sales of Hidden Champions, which is cur-
rently at 60%, will tend to decline and the share of sales generated within
foreign countries will rise accordingly [10]. The German Hidden Champions
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have already been employing more workers abroad than in Germany
since 2010.

Today, many Hidden Champions derive more than 90% of their sales from
exports [11]. I do not believe that this will remain the case. There are many
arguments in favor of substituting direct investment for some exports.
Increasing customs duties and trade barriers are the most obvious reason. The
COVID-19 crisis has exposed the considerable risks of complex global supply
chains. Driven primarily by opportunities for lower cost and greater efficiency,
companies may have underestimated the risks induced by supply chain com-
plexity. As the head of a German Hidden Champion asked: “Does it actually
make sense to have 200 components manufactured in China, transport them
to Germany and then assemble the final product here?”

Increased inventories can mitigate the risks of such a supply chain, but they
generate higher costs and are not a universal cure in times of prolonged crises.
It may make more sense to move final assembly to China, to manufacture
more components in Germany, or to buy more inputs locally. One expert
notes: “Globalization is partly turning into regionalization; the complete flow
of goods is then organized within one market” [12]. Harvard professor Willy
C. Shih formulates the challenge as follows: “The challenge for companies will
be to make their supply chain more resilient without weakening their com-
petitiveness” [13].

Environmental concerns are becoming increasingly important in this con-
text. Why do so many products need to be transported around the world in
such quantities? Evian water from France can be found in the minibars of
better hotels all over the world. I was served Gerolsteiner, Germany’s leading
brand of sparkling water, on a ship in Halong Bay in northern Vietnam. The
prices of these international brands can easily exceed the prices of local min-
eral waters by a factor of 10. I sincerely doubt anyone would be able to tell
them apart blindfolded. So why does this phenomenon exist? The explanation
is simple: Marketing and branding create an added value that is higher than
the transport costs. However, it is doubtful whether transportation costs fully
capture environmental damage, the so-called externalities.

The COVID-19 crisis has shown the dangerous risks in the global value
chain for health and safety products. India accounts for a very high global
share of production for some pharmaceutical substances. The world’s largest
vaccine manufacturer is the Serum Institute of India, a Hidden Champion.
Around 80% of antibiotic components are produced in China. The reluc-
tance to deal with Chinese telecommunications providers Huawei and ZTE
highlights the limits of globalization. Global cooperation is likely to be scaled
back in areas where systemic risks exist.
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The COVID-19 crisis does not mean the end of globalization. An increase
of inbound investments may actually strengthen the USA and Europe [14].
According to one survey, two-thirds of top European managers expect
COVID-19 to benefit Europe as a manufacturing location [15]. The same is
likely to apply to the USA.

Declining Transport Costs

The steady decline of transport costs can hardly be overestimated as a driver of
globalization. As Fig. 13.1 shows, the real costs of shipping cargo, passenger
flights, and international telephony have fallen to small fractions of their for-
mer values [16]. These costs have hit rock bottom and cannot fall much fur-
ther. In fact, the costs of shipping and air transportation are more likely to rise
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again, meaning that the globalization stimulus from falling logistics costs will
no longer hold, at least as far as material goods are concerned.

Dematerialization

Dematerialization is another reason why the physical volumes of exports are
likely to grow less quickly in the future. In the past, a transatlantic cable
required 120,000 tons of copper. Today, a few hundred kilograms of the metal
are enough to achieve the same performance via satellite. Smartphones weigh-
ing less than seven ounces replace a whole range of products such as cameras,
computers, radios, and navigation devices. 3D printing will have a similar
effect. Instead of manufacturing products in one country and exporting them
to the target market, companies will send the data to the target market and
use additive manufacturing processes to make the finished goods. MIT
researcher Andrew McAfee provides a comprehensive analysis of dematerial-
ization in his book More from Less [17]. In the USA, consumption of almost
all raw materials has been declining or stagnating for years, even though the
economy continues to grow. McAfee sees digitalization and capitalism as the
key drivers of dematerialization. The role of digitalization is obvious. Capitalist
competition also plays a central role because it requires constant cost-cutting
and material savings. The most effective way to do this is to replace physical
raw materials or their transport with bits.

Location-Competence Assimilation

Companies tend to be rooted in locations, countries, and cultures where they
originate. Such ties are weaker in some multinational corporations than in
traditional, less internationalized companies. One advantage of abandoning
national ties is the freedom to carry out certain activities in locations where
the conditions for those activities are optimal. I call this location-competence
assimilation. Siemens CEO Roland Busch speaks of “glocalization” in a simi-
lar sense [18]. The necessity to carry out any activity where that activity can
be done best is by no means confined to large multinationals. Any company
exposed to global competition must apply location-competence assimilation.
Hidden Champions must not close their minds to this necessity.

The trend is clearly toward serving a market from the respective region.
Many German Hidden Champions already practice this. Webasto, the global

market leader in sunroofs for cars, produces “in the market for the market”
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[19]. Giinter Frélich, CEO of Tristone Flowtech Group, a Hidden Champion
for fluid applications, said: “We produce in China only for the Chinese mar-
ket, we supply the European market only from European factories, and we
supply the North American market only from factories in Mexico and the
USA” [20].

Of course, each individual case must take the relationship between econo-
mies of scale and transport costs into account. Christian Diemer, CEO of
Heitkamp & Thumann, global market leader in battery cans, remarks: “It is
insanely cheap to transport a container from one end of the world to the
other. Ideally, the external costs of the environmental impact of ocean ship-
ping would have to be added on to the container freight. Since this is a global
business, the question is: “Who is going to do it?” There is no world govern-
ment. Therefore, these shipments are likely to continue at these prices. The
business question is how much value of goods can fit into a container, and
thus how high the transport costs are as a percentage of the product’s value.
For simple steel, transport is expensive relative to value. An example is our
battery cans. They are difficult to transport, so the cost of logistics is high,
making local production more economical, but we make similar cans for
asthma sprays. They have a higher value because of the special materials we
use and the requirements of the pharmaceutical industry. A lot more value fits
in a container than with battery cans, and economies of scale tip the balance
in favor of manufacturing in Europe”.?

The logic for decisions on locations must extend further. If China—for
whatever reasons, and not just its market—offers the best conditions for man-
ufacturing a product or for a research and development activity, then a glob-
ally active company is well advised to carry out this activity there. If, on the
other hand, you see more favorable conditions in Silicon Valley or India, then
you should become active there. In this sense, Westerners must become Asians
and Asians must become Westerners. Or, as Stefan Oschmann, CEO of
E. Merck, Germany puts it, “We should become more Asian” [21]. The reverse
is also true. If Germany offers optimal conditions, then the Chinese,
Americans, or Indians should locate their operations in Germany. This is
exactly what the Chinese are doing with car design centers and what Tesla is
doing at the gigafactory in Griinheide, close to Berlin. At a meeting of 100
Chinese auto suppliers, many expressed the intention to invest and produce
in Germany in order to supply German automakers. I expect a strong increase
in foreign direct investment in all directions in the coming years. This process

2Personal communication with Christian Diener, September 21, 2020.
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will take various forms such as greenfield plants, acquisitions, and joint
ventures.

Travel or Zoom?

Travel, especially international air travel, came to a virtual standstill during
the COVID-19 crisis. Yet surprisingly, global business did not totally collapse.
International trade in goods continued, albeit at reduced levels, even though
planners, engineers, salespeople, consultants, and service technicians could no
longer travel and communicate with their customers personally.

Communication is communication, and businesspeople will always find a
way. Virtual communication quickly replaced in-person communication.
Zoom and similar software experienced a boom that would have previously
been unimaginable. At Simon-Kucher alone, we had 415,000 Zoom sessions
in 2020.

Does this mean that the “Zoom globalization” will supplant “travel global-
ization?” There are many reasons for at least a partial but permanent shift:
time savings, reduction of physical and mental stress, and last but not least,
the environmental aspects. Is it reasonable to fly from Germany to Shanghai
or Beijing for a short lecture, as I often have? Such a trip pollutes the air with
two tons of CO,. You are underway for at least 48 h and come back exhausted.
During the COVID-19 crisis, I did such lectures from the comfort of my
home via Zoom. If the lecture needed to be more professional, a camera team
came to record my presentation. Time, costs, and the environment are only
one side of the coin. The other side concerns the impact or, more generally,
the benefit or value of communication. First, there is a quantitative benefit.
In-person conferences in China reach a maximum of a few thousand listeners,
whereas one of my virtual speeches reached 20 million people there. A digital
interview in India reached 14,000. Expressing the qualitative dimension
defies such straightforward quantification. What is the value of communica-
tion with a physical presence versus one with only a virtual presence? How
does this difference change the value of communication in consulting or sales
conversations, in meetings, in conferences, or in lectures?

In a recent study, Harvard researchers concluded that 17% of global eco-
nomic output is at risk if business travel is permanently eliminated [22].
Business travel is indispensable for the dissemination of knowledge and know-
how. Complex knowledge can be transferred most effectively in personal
trainings by experts onsite. According to the study, the most frequent destina-
tion for business trips is the company’s own subsidiaries. The more often
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employees of a car manufacturer travel to foreign factories, the more produc-
tive those facilities subsequently become. The researchers were able to prove
that this relationship is not only causal, but also endures for several years.

When it comes to the outflow or dissemination of know-how via business
trips, Germany was ranked first, ahead of Canada, the USA, the UK, South
Korea, France, and Japan. India was ranked 12th, Brazil 15th, and China only
17th. Austria, Ireland, Switzerland, Denmark, Belgium, Hong Kong, and
Singapore benefited the most as recipients of that know-how. No developing
country ranked in the top 25.

Ricardo Hausmann, the study’s lead author, concludes: “Our research
implies that the world will pay a significant price for the shutdown of business
travel, which will become apparent through lower post-crisis productivity
growth, employment, and output” [23]. This study suggests that only a por-
tion of business travel and communication in Globalia should be replaced by
digital communication. The progress of globalization will continue to depend
critically on the international mobility and presence of people.
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Target Market America

Size and growth define the attractiveness of markets. For the Hidden
Champions of German-speaking countries, this puts the USA and China at
the top of their priority list, alongside their home market of Europe. A leading
role in the global market requires a strong position in the home market. More
than half of German exports (58.6%) go to the European Union. But the
largest single national market for German companies is the USA, with 8.9%
of German exports. If we include Canada and Mexico, North America
accounts for 11%, while China accounts for 7.2% of German exports.

Size and growth will continue to make the USA and China extremely
important target markets for Hidden Champions over the next decade. As
mentioned in Chap. 12, the USA will still have the largest GDP in 2030.
China, meanwhile, is the market with by far the biggest GDP growth
through 2030.

America vs. China

Which future target market is more important for German companies and
Hidden Champions: the USA or China? This is an interesting question with
no easy answer. There is no doubt that Europeans feel politically, historically,
and culturally closer to the USA than to China. This subjective proximity
affects the perceived geographical distance. The USA seems closer in terms of
travel time, but in reality, the proximity of both countries in terms of flight
times is about the same. The flight time from Frankfurt to New York is 8 h
and 40 min, while to Beijing it is 9 h and 15 min. The same applies to the
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more distant cities. The travel times to Los Angeles (11:35) and Hong Kong
(11:30) are almost identical. Central Europe lies halfway between America
and China, an ideal position for tapping into both giant markets.

So how successful are German companies and Hidden Champions in these
target markets? In terms of German exports, the USA (€119 billion) is well
ahead of China (€96 billion). But if we instead measure market penetration,
i.e., the share of German exports relative to the GDP of the target market,
German companies are stronger in China with a “market share” of 0.76%
than in the USA with 0.62%.' This applies to an even greater extent to the
German automotive industry. Volkswagen has a market share of around 15%
in China, compared with only 3.8% in the USA.

For the German Hidden Champions, both markets are indispensable.
German politics and business must do everything in their power to avoid get-
ting caught between the millstones of a potential U.S.—China conflict.
Deutsche Bank CEO Christian Sewing says that “in case of doubt, Atlantic
Bridge must go before Silk Road” [1], but one can only hope that such a deci-
sion will never become necessary and that Germany and Europe will be able
to continue their cooperation with both sides. The German government for-
mulates this principle in its guidelines for the Indo-Pacific region: “No coun-
try should be forced—as during the Cold War—to make the choice between
two sides” [2]. America and China are equally important to the Hidden
Champions. Together with the European Union, they account for around
60% of future world market potential and 75% of Germany’s exports. In
order to become and remain a Hidden Champion, a company has to focus on
these three regions.

Transatlantica: A Failed Dream?

The idea that America and Europe were growing into one economic unit was
widespread in the 1990s. The most striking symbol was the DaimlerChrysler
merger of November 17, 1998. As a member of the award jury of Manager
Magazin, Germany’s leading business monthly, I voted for Jiirgen Schrempp,
who forged that merger, as “Manager of the Year.” The magazine wrote: “The
experts praised Jiirgen Schrempp for his courageous and visionary approach
and drew attention to his spectacular Chrysler deal. Although still unfinished
and by no means immune to failure, the merger was an exemplary

"This relative figure only serves as an indicator and does not make much sense in itself, as the gross
domestic product is the sum of value creation, whereas exports are the sum of revenues.
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forward-looking decision” [3]. I enthusiastically shared the vision of an
American—European economic zone and coined the term “Transatlantica”
[4]. A well-known supporter of this vision was John Kornblum, the
U.S. ambassador to Germany at the time. He commented: “We must do
more to adapt the best practices of the various regions in our community if
our common organism, ‘Transatlantica—a term coined by management con-
sultant Hermann Simon—is to prosper” [5].

Transatlantica turned out to be an illusion. Symptomatic of this was the
selection of Jirgen Schrempp as “Worst Manager of the Year” by Business
Week only a few years later [6] as well as the subsequent dissolution of
DaimlerChrysler. Nevertheless, the vision of a future Transatlantica should
not be abandoned.

Challenge USA

The American market was, is, and will remain a difficult challenge for German
and European companies. This is true for large companies as well as for mid-
sized enterprises, including the Hidden Champions. Large companies such as
Deutsche Post DHL, Tengelmann, RWE, and Thyssen Krupp were unsuc-
cessful in the American market and have partially or completely withdrawn.
Adidas did not have much luck with its takeover of Reebok. For some compa-
nies, misguided U.S. commitments even brought about their demise. These
include Hoechst AG, which was the world’s largest pharmaceutical manufac-
turer in the 1980s, and the Gerling Group, a large insurer, which collapsed as
a result of the hasty acquisition of the American reinsurer Constitution Re.
Others are on a bumpy road, such as Bayer after its acquisition of Monsanto.

Nor did things always go well in the opposite direction. Walmart threw in
the towel after just a few years in Germany. Following years of heavy losses,
General Motors sold Opel to France’s PSA, which is now Stellantis. In 2018,
only three years after the acquisition of the German department store chain
Galeria Kauthof, the Canadian Hudson’s Bay Company admitted defeat and
handed the chain over to Signa Group.

Other German companies, however, are very successful in North America.
Fresenius Medical Care AG generates 70% of its revenue there, and Deutsche
Telekom generates half. The U.S./North American market accounts for 35%
of Infineon’s revenue and 33% of SAP’s. The shares of revenue for German
automakers in that market are 26% for Daimler, 19% for BMW, and 17% for
Volkswagen.
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Other German companies generate significant revenue in North America,
but even more in Asia—Pacific. These include E. Merck (26% and 35%,
respectively) and Adidas (23% and 34%). There are also large German com-
panies that do little business in the USA. Allianz, the world’s second largest
insurance company, generates only 8.6% of its premium revenue in America.
At Deutsche Bank, only 10.7% of receivables from lending business can be
attributed to the USA. Other DAX companies such as Deutsche Bérse or
Vonovia, a large real estate company, are practically not active in the USA atall.

It is difficult to get an overall idea of the Hidden Champions’ performance
in North America, as many of them do not report regional sales. The U.S. share
of sales at Karl Storz, global market leader in endoscopy, is 44%. Leanix, a
provider of enterprise architecture software that was only founded in 2012,
generates 39% of its sales in the United States. At laboratory equipment sup-
plier Sartorius, the figure is 34%, at Simon-Kucher 27%.

The Freudenberg Group, which includes several Hidden Champions, gen-
erates 26% of its revenue in the USA. The specialty adhesives manufacturer
Delo reports a significantly lower share of 11%. Some Hidden Champions
achieve sales shares of less than 10% in the USA or have no significant busi-
ness there. Others, for various reasons, deliberately decided against entering
the U.S. market. These include the leading wind turbine manufacturer
Enercon, which is only now planning to push ahead with its U.S. market
entry [7]. Service providers have a harder time in the American market than
product manufacturers, so their share of sales in the USA is low. TOV
Rheinland, one of the world’s leading inspection and certification companies,
generates only 8.6% of its sales in the U.S. market. German trade fair compa-
nies—which are global market leaders in many segments—attract just 3.1%
of their millions of visitors in the USA.

Higher Priority for the US Market

The extreme importance of North America is by no means limited to exports.
Operating in Transatlantica requires a European rather than a purely German
perspective. In 2019, the USA imported $515 billion worth of goods from
the EU, while the EU imported $337 billion from the USA.? This amounts to
an American deficit of $178 billion in the trade of goods, but the situation is

2Source for this and the following figures: Hamilton, D. S. & Quinland, J. P. (2020). 7he Transatlantic
Economy 2020, Annual Survey of Jobs, Trade and Investment between the United States and Europe,
Baltimore: Johns Hopkins University, Paul H. Nitze School for Advanced International Studies.
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reversed for services. EU exports of services to the USA were $236 billion,
while $312 billion worth of services flowed from the USA to the European
Union, leaving the USA a surplus of $76 billion. In total, the transatlantic
exchange of services amounts to $548 billion. The corresponding figure for
China is only $72.8 billion. This comparison shows that the transatlantic
integration in services is far stronger than between Europe and China.

The transatlantic figures for direct investment are even more impressive.
Some 61% of U.S. foreign investment flows to the European Union.
Conversely, 50% of U.S. foreign investment comes from the EU. American
companies employ 4.9 million people in Europe, while 4.7 million people
work in the USA for European companies.

There has also been a strong uptick in acquisitions of American companies
by German firms. Bertelsmann acquired publisher Simon & Schuster ($1.9
billion), Siemens Healthineers acquired rival Varian ($16 billion), Daimler
acquired truck manufacturer Navistar ($3.7 billion), and Compugroup
Medical acquired the Physician Information System ($240 million). “The
United States is the most important target market for German companies in
cross-border acquisitions,” says Christian Kames, head of JP Morgan’s German
investment banking operations [8].

Digitalization puts additional pressure on transatlantic integration. The
transatlantic data flow is 55% higher than the transpacific one. About three-
quarters of the world’s digital content is generated in Transatlantica, and
transatlantic relations are particularly important as drivers of innovation. EU
companies spend $44 billion a year on research and development in the USA,
compared with $33 billion the other way around. A strong R&D presence in
the USA is indispensable for companies that want to keep up in Globalia,
because a large amount of global innovative thinking and research continues
to originate in America. Despite the siren songs of deglobalization and decou-
pling, the USA and Europe will remain deeply intertwined. The U.S. market
deserves a much higher priority from a German and European perspective.

There is a need to catch up. This even applies to the Hidden Champions.

Overcoming Barriers

Why has the U.S. market been relatively neglected in the past? And what are
the lessons for the future? One obvious answer is that for many companies,
market development in China has consumed considerable resources over the
past 20 years. It is usually easier to capture market share in a new, rapidly
growing market than to penetrate an established market and take market
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share from competitors. Competition in the American market is extremely
tough. The established players are mostly companies with strong financial
power and market positions. The huge size of the U.S. market creates barriers
to entry that can only be overcome with massive investments and great
perseverance.

Companies often underestimate the differences between European and
American consumers, because they assume that both belong to Western cul-
ture and thus want the same things. A German supplier of interior design
products had major problems with the color preferences of American con-
sumers. A manufacturer of components for air-conditioning systems found
that the low noise level of its products was a disadvantage in America, because
Americans want to “hear” their air-conditioning. The American retail market
is even more concentrated in large chains than Europe’s. If one wants to reach
the end consumer, a listing in chains such as Walmart is a necessity. For little-
known mid-sized companies like the Hidden Champions, these listings pose
a high barrier.

The American legal system also acts as a deterrent, especially with regard to
liability issues. Great care and caution are required here. As everywhere, prod-
ucts and services that are genuinely new to the US market have the best
chances. Simon-Kucher, for example, succeeded in entering the market rela-
tively quickly because price consulting was an innovation even in the USA.

Finally, a key success factor is the ability to attract qualified employees. The
best graduates in the USA have essentially been pre-screened by the elite uni-
versities they attended. Competition for this elite is fierce. On the other hand,
it is difficult to find skilled workers who meet German standards. Miele had
great problems attracting technicians who could maintain and repair Miele
machines. Often, the only solution in such cases is in-house training.

Capital Market USA

New York will continue to be the world’s most important financial center for
the foreseeable future. The valuations achieved on the New York stock
exchanges, especially at NASDAQ), are inconceivable in Europe. A presence in
New York is indispensable for companies with high capital requirements and
for banks that want to play a global role. This is equally true for Hidden
Champions in certain industries such as biotechnology and high-tech.

It is not surprising that the German companies BioNTech and Curevac,
which attracted a great deal of attention with their COVID-19 vaccines, did
not go public on the German stock exchange in Frankfurt, but rather on
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NASDAQ in New York. BioNTech’s IPO took place in October 2019. In
early 2021, its market capitalization reached $25.7 billion. CureVac went
public in August 2020, reaching a market capitalization of $18.3 billion half
a year later. These valuations would have been unimaginable on the German
stock exchange. Other German biotech companies such as Centogene and
Immatics are also listed on NASDAQ.

The high importance and attractiveness of the US market will persist. The
Hidden Champions will have to devote significantly greater resources to pen-
etrating this market. They must not underestimate the barriers to entering
this market and establishing a strong market position, but I know from my
own experience with Simon-Kucher that the effort is worth it.
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Target Market China

If a company wants to grow and remain competitive globally, it has to do
business in China.

China has 18% of the world’s population and generates 19% of global
economic output. Its per capita income is currently slightly below the global
average, but high growth rates will likely change this soon. By 2030, China
alone will account for 31% of global economic growth. The global shares of
China for individual products and services are even higher. China’s share of
global pork consumption, for example, is 54%. Growth has been China’s
main attraction over the last few decades and that will remain true for a long
time to come.

In short, China, along with the United States, is vitally important for the
Hidden Champions, both in terms of size and in terms of growth. While the
political systems are fundamentally different in these two giant countries, the
conditions for market development show some similarities. These include one
national territory, one common national language (English and Mandarin),
national regulations and standards, integrated transport and logistics systems,
and national distribution systems. On the other hand, the sheer size of China’s
population poses massive challenges to companies of all sizes. Even Toyota
needed 15 years to build up a nationwide dealer network there. For mid-sized
companies, this task is much more difficult, especially with regard to the
establishment of service networks.
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Pioneers in the Chinese Market

Large German companies entered the Chinese market as early as the nine-
teenth century. Siemens has been active in China since 1872, and Bayer began
selling dyes there in 1882. The Chinese city of Qingdao was part of the
German Empire from 1898 to 1914 and the location of numerous Hanseatic
trading companies.

Carl Zeiss established a Chinese branch in 1975, several years before China
was opened by Deng Xiao Ping. After the opening, Liebherr entered into a
cooperation with what was then the Qingdao Refrigerator Plant. The Chinese
pronounce Liebherr as “Libo-haier.” This gave rise to the name Haier—today
the world’s largest household appliance manufacturer [1].

Volkswagen took on a pioneering role by setting up production in Shanghai
in 1984. In 2020, the German automotive groups Daimler, BMW, and
Volkswagen sold a total of 5.41 million cars in China, 38.2% of their com-
bined sales.! The Volkswagen investment attracted a convoy of medium-sized
suppliers, among them many Hidden Champions. The largest concentration
of German companies can be found in the city of Taicang, about an hour
from Shanghai. The first German Hidden Champion to settle in Taicang in
1993 was Kern-Liebers, the global number one in seat belt springs with a
world market share of 80%. Since then, this pioneer has been followed by
more than 300 German companies, including 52 Hidden Champions.
Taicang describes itself as the “second home” of the Germans and offers an
ecosystem tailored to the needs of German SMEs, including schools, cultural
centers, and service providers. Numerous other cities in China, including
many newly established industrial parks, imitate this model and engage in
attracting investments from German Hidden Champions. Simon-Kucher
supported several industrial parks in these activities.

German Hidden Champions in China

Today, around 8500 German companies are active in China. They operate
more than 2000 factories, most of which were established as greenfield proj-
ects. More than half of all German Hidden Champions (53%) have their own
companies in China, and around 60% of these operate manufacturing plants
there [2]. Sales and service companies account for the remaining 40% [2].

! China Table, January 25, 2021.
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The number of employees underscores the importance of the Hidden
Champions” subsidiaries in China. The global market leader in car lighting
systems, the Hidden Champion Hella, has been in China since 1982 and
employs 5200 people there, or 14% of its total workforce. Webasto, world
market leader in sunroofs, has 3500 employees in China (25%), Carl Zeiss has
3200 (10%), Heraeus 2750 (18%), the measuring technology champion Jumo
450 (19%), and the textile machine manufacturer Karl Mayer 800 (25%).
Arno Girtner, CEO of the Karl Mayer Group, says that “Karl Mayer’s success
over the past 15 years has been largely determined by Karl Mayer China” [3].

These and similar pioneers benefited from their early market entry in two
ways. First, China has become the most important sales market for many of
these companies. Aixtron, the world leader in compound semiconductor
manufacturing equipment, generates 46% of its sales in China, while
Webasto’s share of sales from China (35%) is almost double its share from the
USA (18%). Secondly, as a major manufacturing location, China has contrib-
uted to the global market leadership of the Hidden Champions.

Where China Is Tops

As we said earlier, a company is well-advised to do things where they can be
done best. So what are the things that can be done best in China? The ques-
tion applies equally to mature industries and to the emerging industries of the
future. An example of a mature industry is coal mining. In Germany, there
has been no hard coal mining since 2018, and the era of lignite mining is
coming to an end. If a mining supplier has no more customers in Germany,
the location becomes problematic. But coal mining plays a very important
role in China. Consequently, Schenck Process, a global market leader in the
field of measurement and process technology for coal plants, has relocated its
mining division to Beijing. SMT Scharf, the global number one in monorails
for underground mining, was able to compensate for the decline of its
European business with strong growth in China and is represented there by
three companies.

What are the future industries in China where the Hidden Champions
should do business as suppliers or cooperation partners? Oliver Hermes,
Chairman & CEO of the Hidden Champion Wilo, global market leader in
pumps, is convinced that Asia will lead the way in digital marketing.
Consequently, Wilo has relocated its competence center for digital marketing
to Shanghai. Another answer to this question is provided by the “Made in
China 2025 initiative. It lists ten priority sectors in which China is striving
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to become the leader: (1) agricultural machinery, (2) shipbuilding and marine
technology, (3) energy conservation and electromobility, (4) new-generation
information and communication technologies, (5) high-end controlled
machine tool systems and robotics technology, (6) electricity equipment, (7)
aerospace equipment, (8) new materials, (9) advanced rail transportation
equipment, and (10) biomedicine and high-performance medical equipment.

The USA and Europe have the strength and desire to defend their domi-
nance in many of these sectors. Nonetheless, China is already a leader in some
sectors. Half of all electric cars are driven in China, which produces 80% of
all car batteries as well as 70% of all solar panels [4]. China is highly advanced
in parts of information and communications technologies (e.g., artificial
intelligence). The China Railway Corporation operates by far the largest and
most modern high-speed system in the world. In aerospace, the process of
catching up is ongoing.

Innovation from China

In China, more than one million patents are filed per year, including so-called
utility patents. However, the Chinese patent standard is not comparable with
that of highly developed industrialized countries, so a direct comparison of
patent numbers makes little sense. More significant are the patent applica-
tions of Chinese origin in Europe and the USA, as shown in Figs. 15.1
and 15.2.

In both regions, the growth in Chinese patent applications has been spec-
tacular. The Chinese are clearly making huge progress in terms of innovation.
To participate in this enormous increase of expertise, companies must inte-
grate themselves into the Chinese ecosystems. This requires not only produc-
tion, but also research and development onsite in China, as well as cooperation
with Chinese universities. It is the only way to remain world class.

China as Test Market

One feature of the Chinese market that has received too little attention to
date is its role as a test market for innovations. Chinese consumers are consid-
ered to be particularly keen on innovation. They adopt new products more
quickly than consumers in other countries. This is particularly true for digital
services such as banking and e-commerce. An article in the Harvard Business
Review says: “It’s time to acknowledge that China’s greatest asset in the
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Fig. 15.2 Chinese patent applications in the USA since 1999

innovation arms race may be its uniquely adoptive and adaptive population.
If the rest of us can recognize and learn from that, we can make China’s new
advantage our own” [5]. In line with our principle that a company should
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choose the best location in the world for any activity, this could mean intro-
ducing some innovations in China first so that one can quickly test how they
are received by consumers. However, this approach could also entail the risk
of rapid imitation by Chinese competitors.

Chinese Hidden Champions

Chinese companies are likely to become fierce competitors of the German
Hidden Champions. Today, however, their number is still small. In our most
recent survey, we were able to identify 94 Chinese Hidden Champions [6].
Examples include global market leaders such as DJI in drones, CIMC in con-
tainers, Bitmain in Bitcoin mining hardware, Jack in sewing machines, Soton
in drinking straws, and Weixing in buttons. Among Chinese entrepreneurs,
the ambition to become a Hidden Champion is very pronounced. When I ask
entrepreneurs at presentations in China who would like to become a Hidden
Champion, 50% usually raise their hand. In Germany, the figure is 5-10%.
“Many Chinese entrepreneurs want to show the world how great and success-
ful they are,” a Chinese SME expert told me. When Chinese entrepreneurs
internationalize, it raises their status in the peer group considerably.

In terms of strategy, 1 observe marked differences between German and
Chinese Hidden Champions [7, 8]. The most striking features of each strat-
egy are shown in Table 15.1.

Measured by the number of their own subsidiaries, the German Hidden
Champions have a stronger global presence. Table 15.2 illustrates this with
selected examples.

Typically, Chinese Hidden Champions have fewer than ten foreign subsid-
iaries, while German Hidden Champions have more than 50. These figures
show that Chinese firms are at an early stage of globalization. The German
Hidden Champions have also built global brands in their segments. This does
not contradict the aspect “hidden,” as these brands are only known in the
respective target groups, but not by the general public. The Chinese Hidden

Table 15.1 Strategy differences between German and Chinese Hidden Champions

German Hidden Champions Chinese Hidden Champions
Global presence High Low
Global brands Strong Weak
Growth rate Medium, gradual High
IPO Rather not Very early

R&D employees Few Many
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Table 15.2 International presence (number of subsidiaries) of selected German and
Chinese Hidden Champions

German Hidden Champions Chinese Hidden Champions
Company Product Countries Company Product Countries
Hillebrand Logistics for 62 Goldwind Wind energy 4
alcoholic
beverages
Kéarcher High-pressure 129 Hailide Industrial 2
cleaners resins
Germanischer  Ship inspection 130 Han’s Lasers 13
Lloyd Laser
Krones Bottling plants 20 Hikvision  Surveillance 28
Ottobock Prosthetics 52 Lens Electronics 3
Sartorius Laboratory 60 Mindray  Medical 42
equipment technology
Busch Vacuum pumps 61 Ringpu Veterinary only
medicine agents

Champions are only beginning to build global brands. Brand building not
only requires resources, but also a lot of time.

The Chinese Hidden Champions are growing much faster than their
German counterparts [9]. The size of the Chinese market promotes faster
growth. Another key difference is financing. By going public early, the Chinese
Hidden Champions raise large amounts of capital. German family-owned
companies prefer financing from their own cash flow and shy away from
going public.

Another consequence of better capitalization is that the Chinese Hidden
Champions can afford larger research and development departments.
Table 15.3 shows a comparison between selected German and Chinese
Hidden Champions.

I estimate that Chinese Hidden Champions have about three to five times
as many R&D employees as German ones. This ratio is a serious threat. Even
the high level of training and competence of German engineers and research-
ers will not be able to compensate it in the long run. I recall a presentation by
Huawei in New Delhi in 2010. At that time, Huawei employed 51,000 peo-
ple, or 46% of its workforce, in research and development. I also remember a
visit to Nokia in 2004, where Nokia executives expressed that they thought
they were unbeatable with their huge R&D team of 19,000 employees.
Everybody knows how that game ended.

The huge R&D capacities support the preference for diversification of
many Chinese entrepreneurs. Encouraged by the multiple growth opportuni-
ties in their home market, successful entrepreneurs in China have a tendency
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Table 15.3 R&D employee numbers of selected German and Chinese Hidden Champions

German Hidden Champions Chinese Hidden Champions
R&D- R&D-
Company Product employees Company Product employees
KWS Seeds 2053 Goldwind Wind energy 1200
Norma Connectivity 365 Hailide Industrial 270
technology resins
DMG Mori Mechanical 581 Han’s Lasers 3000
cutting Laser
instruments
ElringKlinger Sealing 611 Hikvision  Security 9300
technology cameras
Carl Zeiss Optical products 3100 Lens Electronics 8700
Trumpf Industrial lasers 2087 Mindray  Medical 2000
technology
Schott Glass technology 800 Ringpu Veterinary 300
medicine

to enter new business areas [10]. In the process, they often lose the Hidden
Champions’ characteristic focus on a singular product or service. The R&D
employees then research all sorts of things, even things that are only remotely
related to the core business. This may generate growth, but often turns out to
be unsustainable. One example is the failed entry of home appliance manu-
facturer Haier into mobile telephony.

I have personally convinced a few Chinese entrepreneurs to stay focused on
their core competencies. One who remained focused is Yang Shuren, CEO of
Moris Technologies, today the global market leader in three specialty chemi-
cals. Entrepreneur Yongfu He, owner of Hangzhou Zhijiang Silicone
Chemicals, also followed my advice to stay focused instead of entering other
industries. Instead of diversifying the company internationalized and became
a Hidden Champion.

It is high time to German Hidden Champions to reconsider some of their
attitudes. They face very serious threats from Chinese companies, due to their
faster growth, their greater financial power from going public, and their inten-
sive R&D efforts. As indicated in earlier chapters, this involves the advice that
“Germans must become Chinese.” Activities that can best be done in China
should be done there, as Schenck and SMT Scharf have demonstrated. It is
obvious that this requires high investments not only in sales, but also in man-
ufacturing and R&D capacities.
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Chinese Hidden Champions in Germany

About 4,000 Chinese companies are active in Germany, most of them still
with small sales and service offices. The locations with the most Chinese cor-
porate presences are Frankfurt and Diisseldorf. The first acquisition of a
German Hidden Champion occurred in 2005, when Shang Gong Group
from Shanghai took over Diitkopp Adler, the global market leader for indus-
trial sewing machines. Since then, Diirkopp Adler’s revenue has increased
from €128 million to €188 million, a remarkable performance in a mature
industry. Impressive for a machine builder are the net returns on sales of
12.2% in 2017 and 6.8% in 2018 [11]. The automotive supplier Preh, which
manufactures BMW’s iDrive, was acquired by Ningbo-based Joyson
Electronics in 2011. The Chinese Hidden Champion CIMC from Shenzhen,
global market leader in containers and in passenger boarding bridges, bought
the fire truck manufacturer Ziegler in 2014. All of these early takeovers can be
considered successful.

As shown in Fig. 15.3, total Chinese direct investment in Germany
remained at a very low level until 2010, but went up in the following years,
reaching a peak of €11 billion in 2016.

The figure also shows German direct investments in China. With the excep-
tion of 2016, they are higher each year than the Chinese commitments in
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Germany. This makes it difficult to understand the agitation and the political
moves to oppose Chinese takeovers in Germany since then. These reactions
are likely due to the fact that some acquisitions have attracted a lot of atten-
tion. This is particularly true of the Chinese company Midea’s acquisition of
the robotics Hidden Champion Kuka. Other acquisitions have made the
German public and politicians uneasy. These include the construction
machinery manufacturer Sany’s acquisition of Putzmeister, the global market
leader in concrete pumps; Weichai Power’s acquisition of Kion, the global No.
2 in forklifts; and Sinochem’s purchase of Krauss-Maffei, the global market
leader in plastics injection machinery. Political intervention has prevented
Chinese companies from acquiring Aixtron, the global market leader in vac-
uum coating systems for chips, and Leifeld Metal Spinning, one of the market
leaders in chipless metal forming. Surprisingly, Leifeld was acquired by the
Japanese company Nihon Spindle Manufacturing in 2020 [12].

Figure 15.4 shows the number of acquisitions (M&A deals) in Germany
with Chinese participation [13, 14].

A total of 300 acquisitions of German firms by Chinese companies took
place in these seven years, compared with only about 60 acquisitions of
Chinese firms by German companies in the same period. Based on my impres-
sion from numerous meetings and conversations with executives of acquired
companies, Chinese-German acquisitions have mostly performed well, in
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many cases even better than takeovers of German companies by US compa-
nies. According to one study, three quarters of Chinese companies that have
invested in Europe in the past five years say they are very satisfied or satisfied
with their investment [15].

Chinese acquirers generally intervene less than American ones, at least as
long as things are going satisfactorily. They are also more hesitant to impose
their own corporate structure on the acquired company. Unlike typical
American private equity investors, the Chinese inject their own money instead
of burdening the companies with higher debt. In quite a few cases, having the
new Chinese owner’s support turned into a special advantage for mid-sized
companies, because it helped them develop the Chinese market. This kind of
support helped Preh, the Hidden Champion acquired by Joyson Electronics
in 2011, increase its sales from €352 million in 2010 to €1.51 billion in 2019.
Prel’s number of employees rose from 2471 to 7162, though admittedly,
Joyson integrated subsequent acquisitions (IMA Automation and Technisat)
into Preh.

One study examines the motives of Chinese companies for their engage-
ment in Germany. The results indicate that Chinese SMEs “not only pursue
market- and strategic asset-seeking motives, but also efficiency- and resource-
seeking goals” [16]. Integration in global value chains is another important
motive, in line with our interpretation of the new game in globalization.

Greenfield Plants

While there are more than 2,000 German greenfield factories in China, the
reverse development is just beginning. The first Chinese greenfield plant in
Germany was built by the construction equipment manufacturer Sany in
2011, but it never went into operation. Sany took over Putzmeister at the
beginning of 2012 and no longer needed the new capacity. Currently, only a
few Chinese greenfield factories operate in Germany: Greatview Aseptic
Packaging in the state of Saxony Anhalt, construction equipment manufac-
turer XCMG in North Rhine-Westphalia, and BM Bioscience Technology in
Mecklenburg-Western Pomerania. The €1.87 billion investment by Chinese
battery manufacturer CATL in Thuringia has a much larger dimension. On
the Chinese side, there is considerable demand for more greenfield capacity,
and I expect many more Chinese greenfield plants to be built in Germany in
the next ten years. Chinese companies that want to become Hidden
Champions must be strong in Europe. In addition to greenfield plants,
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Chinese investments in German research and development centers already
play an important role and will continue to do so.

Entrepreneurial Cooperation

The economic basis for long-term fruitful Chinese-German cooperation
seems to be in place, because the two countries have commonalities that are
conducive to cooperation. Like Germany, China has a decentralized structure,
not with respect to the political system, but to the distribution of companies
throughout the country. The 124 Chinese companies in the Fortune Global
500 are located in 35 different cities, while such large companies in countries
like France or Japan are concentrated in the capital.? This distribution across
the vast country is even more true for Chinese mid-sized companies.

In their attitude toward work, Chinese and Germans are considered indus-
trious. I once told a British colleague somewhat flippantly that Germans actu-
ally work during working hours. With the typical British dry sense of humor,
the colleague replied that it was precisely this behavior that constituted unfair
competition and that the Chinese were probably imitating the Germans in
this regard. Both China and Germany are also characterized by an “engineer-
ing culture.” Despite all the other cultural differences, such commonalities
contribute to the fact that the integration of acquired companies usually runs
without much friction.

The Political Dimension

There is a striking difference between my discussions with Chinese and with
non-Chinese. When talking about China with non-Chinese people, politics
are almost always involved. Politics, on the other hand, is virtually non-
existent in conversations with Chinese. I never initiate political discussions in
encounters with Chinese individuals. Things are the way they are. China has
a different system. The Communist party has the power and determines the
rules of the game. Companies have the freedom to decide whether they want
to do business in China. If they decide to do so, they cannot avoid accepting
the rules of the Chinese market. I do not see any realistic chance of changing
them, not for large companies, and certainly not for mid-sized enterprises.

2 Fortune, August/September 2020, pp. F16-F17.
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Inevitably, there are realities of the Chinese market that one does not like.
Simon-Kucher itself was the victim of a copycat scam. A Chinese consultant
copied our name, logo, and homepage and posed to German clients in China
as the China office of Simon-Kucher. We had to go to court in Beijing to get
the matter settled.

At dinners in China, I am often seated next to party secretaries. The local
or regional party secretaries are the ones who have the last word, i.e., the
power, and not the mayors or the provincial governors. The secretaries come
across more as competent and educated managers than as politicians. When I
asked one of them about his career, he said that he had studied religion for
ten years. Now he is secretary general of the party in a city of eight mil-
lion people.

In the realm of big politics, of course, everything must be done to achieve
a “level playing field.” There has been progress in this regard, most recently
with the Comprehensive Agreement on Investment (CAI) between China
and the European Union [17]. But tensions will remain. I conclude by quot-
ing the President of Germany’s leading economic institute, Professor Clemens
Fuest: “The most important factor in avoiding blackmail is mutual depen-
dence. For China, too, access to the European market is very important, and
many important products are imported from Europe”.? China is indispens-
able for European Hidden Champions, and Europe is just as indispensable for
Chinese Hidden Champions. The same is true for the relationship between
the USA and China. These three will remain the first global league for decades
to come. Being a Hidden Champion demands strong performances in
that league.
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Business Ecosystems

Besides globalization, there are other important developments that determine
the current transformation of the global economy. The four most important
ones are ecosystems, digitalization, sustainability, and innovation. They are
causing drastic and rapid changes in how to do business. In this and the next
three chapters, we will try to understand how companies, especially the
Hidden Champions, are affected by these developments and how they should
adjust their strategies in order to remain successful.

Originating in biology, the term ecosystem was extended to business in
1993 by James E Moore, who said that “[a] business ecosystem, like its bio-
logical counterpart, evolves from a random collection of elements into a more
structured whole. Business ecosystems condense from the swirl of capital, cus-
tomer needs and talent created by an innovation” [1, 2].

The term “business ecosystems” is one of the most commonly used terms
in current strategy discussions. The book Ecosystems Inc.—Understanding,
Harnessing and Developing Organizational Ecosystems, published by the
Thinkers50 Initiative, provides an up-to-date and multifaceted overview with
articles by 23 authors from various disciplines [3].

The Hidden Champion Celonis, global market leader in process mining sys-
tems, has appointed a Chief Ecosystem Officer, whose task it is to “accelerate
Celonis” expansion and further develop the company’s ecosystem strategy. In a
modern, connected world, a strong and efficient partner and customer ecosys-
tem is critical for growth” [4]. Companies bundle their capabilities in a business
ecosystem for several reasons: to face other competitors, to bring new products
to market, to better satisfy customer needs, and to accelerate innovations.

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2022 115
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The term ecosystem spontaneously brings to mind the start-up scenes in
the Silicon Valley, Shenzhen, Berlin, and Israel, or digital platforms like Apple,
Amazon, or Alibaba. Ecosystem is a new term for what used to be called stra-
tegic alliances, cooperations, industry clusters, virtual organizations, or net-
works. Swedish researchers have been studying industrial networks for a long
time and have classified them as essential characteristics of modern econo-
mies. They argue that marketing’s classic two-dimensional supplier-customer
view is too narrow and that modern business is much more dependent on
complex network structures. Gummesson speaks of a “new dominant logic in
the value-creating network economy” [5]. This view is very close to the con-
cept of the business ecosystem or modern platform economies.

The question of whether certain activities should be done within a com-
pany or by external parties has occupied generations of economists. Ronald
Coase determined as early as 1935 that the internal option has advantages
when information asymmetry exists. Digitalization is rapidly transforming
communication. It has made the exchange of information easier, faster, less
costly, and more comprehensive. Blockchain technology will further acceler-
ate these developments. As a result, we will see value creation shift more
toward external contributions, which increases the importance of business
ecosystems [0].

For Hidden Champions, business ecosystems are extremely important.
Many of these companies have emerged from ecosystems and owe their con-
tinuing success to them. There can be little doubt that ecosystems will con-
tinue to gain in importance for several reasons. It is increasingly difficult for a
single company to manage the growing complexity of products and services
on its own. Examples include modern manufacturing systems, electromobil-
ity, and the transformation of the energy supply. In addition, change is occur-
ring faster. There is not enough time to build up in-house capacities and
competencies. This cause alone puts the traditional “do-it-yourself” culture of
Hidden Champions to the test and will force a rethinking. Last but not least,
digitalization facilitates the integration of value chains. It is increasingly nec-
essary and at the same time increasingly uncomplicated for companies to
cooperate in their efforts to remain globally competitive.

Industry Clusters as Business Ecosystems

Numerous industrial clusters with hundreds of Hidden Champions have
existed for a long time in Germany and in German-speaking countries. Some
of these traditional clusters have roots that are centuries old. These include
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cutlery in Solingen, roller bearings in Schweinfurt, locking technology around
Disseldorf, and the pencil cluster in the Nuremberg area. Others are of more
recent origin, such as the fan cluster in Hohenlohe, the interface cluster in
East Westphalia, the microelectronics cluster in the southwest, the wind
energy cluster in northern Germany, and the e-commerce cluster in Berlin.
After the reunification, clusters have “resurrected” from old traditions in the
former East Germany. Examples are the optics cluster in Jena and the watch
cluster in Glashiitte. There are a large number of such concentrations of com-
petencies and capacities all over the German-speaking countries.

Table 16.1 provides an overview of selected clusters, many of whose mem-
bers are Hidden Champions. In modern terminology, these clusters can be
called business ecosystems.

Some of the traditional clusters have survived into the twenty-first century.
The knife—scissors—blades cluster comprises more than 150 companies in
Solingen, which claims to be the world’s only city whose name is trademarked,
in the form of “Made in Solingen.” Other traditional clusters have disap-
peared, such as the shoe cluster around Pirmasens or the textile cluster in
Wuppertal. Still others have transferred their traditional competencies to new
industries. These include the ecosystems for medical technology in the
Tuttlingen area and for photonics in Jena.

The Tuttlingen Medical Technology Ecosystem

There are around 500 medical technology companies in and around Tuttlingen,
a city of 35,000 in southwest Germany. The city alone is home to more than
400 of these companies. Among them are numerous Hidden Champions
such as Aesculap (surgical instruments), Karl Storz (endoscopy), KLS Martin
(operative surgery), Binder (simulation cabinets), or Hettich (laboratory cen-
trifuges). One study concludes that “more than 100,000 different medical
technology products are manufactured in Tuttlingen” [7]. The focus is on
surgical instruments and implants. In some market segments, the Tuttlingen
ecosystem achieves a global market share of 50% or more. But this ecosystem
is not confined to manufacturers. The local university offers medical technol-
ogy degree programs. The College of Engineering teaches surgical instrument
and implant technology. Since most manufacturers have fewer than 20
employees, they cannot organize global marketing activities themselves.
Gebriidder Martin bundles the worldwide marketing and distribution for
numerous manufacturers. ACIG Medical features products from more than
100 companies in its showroom and organizes specialist conferences and
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Table 16.1 Business ecosystems with many Hidden Champions

Companies/Hidden

Ecosystem/cluster Region Champions
Traditional Pencils Nuremberg Faber Castell, Schwan-

Stabilo, Staedtler-
Mars, Lyra

Locking systems Velbert/Heiligenhaus Kiekert, Huf Hulsbeck &
Farst, BKS, Witte
Automotive, Jul.
Niederdrenk

Cutlery Solingen Zwilling Henckels,
Pfeilring, Boker und
20 others

Watch valley Swiss Jura Swatch, Rolex, Omega,
Longines, Nivarox,
Universo

Rolling bearings Schweinfurt/ SKF, Schaeffler, CSC +

Franconia 20 companies

Retail Muelheim/Essen Aldi, Tengelmann,
Deichmann, Medion

Chemical/ Basel Novartis, Hoffmann-La

pharmaceutical Roche, Syngenta,
Clariant-Lonza
Mature Chicken valley Vechta/Lower Saxony PHW, Big Dutchman,

Sheet metal bending
Surgical instruments
Plastics

Medicinal plants

Compressors

Packaging valley

Fan valley

Materials valley

Measurement valley

Siegen/Haiger
Tuttlingen
Rhine-Sieg
Luellingen/Geldern

Germany

Schwaebisch Hall

Hohenlohe

Rhine-Main

Goettingen

Deutsche Frihstucksei

Schafer-Werke, Rittal,
Siegenia-Aubi, Hailo

Aesculap, Karl Storz
+500 companies

Lemo, Reifenhauser,
Kuhne

approx. 1500
companies

Kaeser, Boge, Sauer,
Bauer, MAN, and
many more

Optima, Schubert,
Bausch & Strobel,
Groninger, Weiss,
Syntegon

EBM-Papst, Ziehl-
Abegg,
Nicotra-Gebhardt

Heraeus, Schott, Merck,
Umicore

39 companies/
organizations

(continued)
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Ecosystem/cluster

Region

Companies/Hidden
Champions

Young

Sensor technology

Wind energy

Nanotechnology

Industrial vision

Geothermal energy
Energy from biomass

Laser

Water technology

Optics/photonics

Waste sorting/
recycling

Robot valley

Internet node

UVC/LED disinfection

Electronic interfaces

3D printing/additive
manufacturing

Southwest Germany
North Germany,

Denmark
Germany

Germany

Germany
Germany

Germany

Germany/Austria

Jena

Germany

Dresden

Frankfurt

Germany

East Westphalia

Germany

Pepperl & Fuchs, Sick,
Endress & Hauser,
Balluf, Testo

Vestas, Enercon,
Nordex, Siemens
Wind Power

Omicron, Nanogate,
Nano-X, ItN
Nanovation, lontof

Basler, Vitronic,
Geutebruck, Isra
Vision

Herrenknecht, Ochsner,
Anger

CropEnergies, Verbio,
Loick, Envitec, Saria

Trumpf, Rofin-Sinar/
Coherent, Laserline,
Foba, LPKF

BWT, Brita/lonox,
Grlinbeck, Antech-
Gutling, Wedeco

Zeiss, Jenoptik, Schott,
Analytik Jena und 170
companies/
organizations

Remondis, Saria,
Grlner Punkt, Stadler,
Unisensor, Hammel,
UNTHA, Kahl, Scholz,
Cronimet

Wandelbots, ADG
Automatisierung, EKF
Robotic Systems,
Revobotik, Coboworx,
Center for Tactile
Internet, 5G Lab
Germany

DE-CIX, Interxion,
Equinix, Itenos,
Keppel, Maincubes

Heraeus, Osram Opto
Semiconductor, Binz,
Fraunhofer I0SB

Phoenix Contact,
Harting, Weidmduller,
Wago

EQS, SLM Solutions,
Voxeljet, FIT, Concept
Laser, and many more
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worldwide trade fairs for more than 170 firms. The World Center for Medical
Technology Internet portal provides a comprehensive overview of manufac-
turers and several hundred service providers focused on medical technology.

The Jena Photonics Ecosystem

Jena calls itself “The City of Light.” The region is home to more than 170 com-
panies and institutions in the field of optical and photonic technologies such as
lasers and laser systems, laser scanning microscopes, light as a tool, optoelec-
tronic components, and optical measurement systems. This ecosystem includes
sizeable Hidden Champions like Zeiss, Jenoptik, Schott, but also smaller com-
panies such as Analytik Jena, Laser Imaging Systems, and Optikron. The Jena-
based association OptoNet has several hundred members [8].

The Jena ecosystem also includes ten research institutes with 1300 scientists
and engineers. The Fraunhofer Society operates the Institute for Applied
Optics and Precision Engineering (IOF). The Leibniz Association runs three
institutes: the Institute for Photonic Technologies (IPHT), which researches
biophotonic methods and technologies; the Institute for Natural Product
Research and Infection Biology Hans Knoll Insticute (HKI), which researches
communication between microorganisms; and the Center for Photonics in
Infection Research (LPI). The Helmholtz Association conducts research in
high-power lasers and particle acceleration. The Abbe School of Photonics, a
public—private partnership of the University of Jena, pursues the mission “to
offer the most ambitious and motivated students an educational program in
photonics at the highest international level” [9]. At Jena’s vocational training
schools, more than 200 trainees earn opto-photonics qualifications each year.
Specialized service providers such as the engineering company Ferchau Jena
and the advertising agency Timespin round out the ecosystem.

Regional Importance of Ecosystems

Regional business ecosystems such as those in Tuttlingen and Jena offer ideal
conditions for Hidden Champions, both established companies and start-
ups. One important advantage is that complex ecosystems are difficult to imi-
tate anywhere else. This makes them an effective barrier to entry against new
competitors who do not have access to comparable support networks.

For their locations and regions, Hidden Champions and their ecosystems
are of outstanding importance in terms of jobs, income levels, education, and
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society at large. This is especially true for smaller cities and towns, and here
again most strongly for those in remote regions. The Leibniz Institute for
Regional Geography in Leipzig used three case studies to investigate the eco-
nomic and social relevance of Hidden Champions for small towns and how
they shape urban development in their regions [10]. The following Hidden

Champions were the subject of the case studies:

* EJOT: global market leader for fastening solutions in construction, with
3,000 employees, based in Bad Berleburg in the Siegerland region (popula-
tion 20,500)

* Holmer: the global leader for self-propelled sugar beet harvesters, with 400
employees, based in Markt Schierling in the Upper Palatinate (pop. 8,200)

* Kjellberg Finsterwalde: technology and market leader for plasma cutting
technology, with 450 employees, based in Finsterwalde in southern

Brandenburg (pop. 16,000)

The Leibniz researchers found that the economic situation of small towns
with Hidden Champions is significantly better compared with those without
Hidden Champions. Hidden Champions have a positive impact on their
environment in a variety of ways, through their business activities and through
their local and regional initiatives. They are committed to securing skilled
workers, to developing young talent, and to supporting educational activities
that benefit their own workforce and the region, including commitment in
culture, sports, and social affairs. The case studies show that the Hidden
Champions themselves create ecosystems which contribute very effectively to
Germany’s decentralization—a major strength by international standards.

Entrepreneurial Business Ecosystems

As emphasized at the beginning of this chapter, business ecosystems are not
fundamentally new. The dividing line between traditional supplier—customer
relationships and networks is rather fluid. The following two case studies on
Hidden Champion ecosystems, one larger and one smaller, illustrate the high
value of these networks when technologies are very complex.
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The ASML-Trumpf-Zeiss SMT Ecosystem

Lithography systems for the semiconductor industry are highly complex. The
advance of extreme ultraviolet lithography (EUV), which allows further min-
iaturization of integrated circuits and microchips, has driven this complex-
ity to new heights. The Dutch Hidden Champion ASML is currently the
world’s only manufacturer of EUV lithography machines. It has more than
80% of all chip manufacturers as customers, as well as a global market share
of 65% for lithography systems. The world-class expertise behind these lead-
ership positions is not ASMLs alone. The business ecosystem of three Hidden
Champions—ASML, Trumpf, and Zeiss SMT—is the basis of the global suc-
cess. As an integrator, ASML designs the architecture of the overall system.
Trumpf lasers, which contain 450,000 parts, provide the EUV light source,
while Zeiss SMT provides the optical system. (SMT stands for Semiconductor
Manufacturing Technology.) The whole ecosystem shown in Fig. 16.1 is an
interwoven structure of three independent companies that, through their very
close cooperation, can offer a product that none of the three would be able to
make on their own.

ASML sells its lithography systems to foundries and integrated device man-
ufacturers (IDMs). The largest foundries are the Taiwanese companies TSMC
and UMC, and Global Foundries from the United States. The leading IDMs

are Samsung Electronics and SK Hynix from South Korea, and Intel and

Customers
Foundries
Integrated Device Manufacturers (IDM)

f

ASML
Extreme ultravio-
let lithography
sytems

Zeiss
Trum
Laserpf %pTcI

Fig. 16.1 Business ecosystem for extreme ultraviolet lithography (EUV) systems with
ASML, Trumpf, and Zeiss SMT
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Micron Technology from the USA. Each of these customers invests billions in
new chip plants with ASML lithography systems at the core. Both supplier
relationships in this ecosystem are exclusive. Trumpf is owned by the Leibinger
family, while the parent company of Zeiss SMT is a foundation. ASML owns
24.9% of Zeiss SMT. Peter Leibinger, Trumpf’s vice president in charge of
rescarch and development, says that the collaboration “feels like one
company”.! The ASML-Trumpf-Zeiss SMT ecosystem is one of the most
successful in the world. But even for smaller Hidden Champions, business
ecosystems open up great potential that they cannot take advantage of on
their own, as the following case illustrates.

The MK Technology Ecosystem

MK Technology is a Hidden Champion which manufactures investment cast-
ing systems and special equipment used in extremely complex factory auto-
mation processes. A small company such as MK cannot provide all the
know-how needed for such highly sophisticated products. Therefore, MK
Technology has built a global business ecosystem with partners from China,
Germany, Russia, and France. Figure 16.2 shows this ecosystem.

The partners in the ecosystem provide know-how and components on the
various competencies that go into investment casting systems: rapid prototyp-
ing, fast casting, 3D printing, manufacturing processes, and materials science.
Such an ecosystem only works with intensive communication based on trust.
Central to this is Michael Kiigelen, the CEO of MK. He is the “spider in the
web” who has won over the partners and keeps the network alive. It would
have been impossible for a company of the size of MK Technology to achieve
the kind of world-class know-how within the ecosystem. MK’s client list
reflects this level of expertise. The best-known and most demanding customer
is Elon MusK’s rocket company SpaceX. Another important customer is
Precision Castparts Corporation (PCC). Owned by Warren Buffett’s Berkshire
Hathaway, PCC is the global market leader in turbines for jet engines and
gas-fired power plants. MK supplies them the world’s largest steam autoclave,
capable of processing turbine blades up to three meters in size. So, cum grano
salis, one can say that Warren Buffett and Elon Musk are customers of MK.

! Handelsblatt, September 18, 2019.
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Customers
SpaceX, PCC,
Doncasters, General Electric

T

MK Technology
Investment
/ casting systems
Guimbal
France h?:ﬁitnaan
Manufacturing, :
materials Rapid proto-
AB typing
Universal Mei Mei
Russia Voxeljet China
Market Germany Fast casting
contacts 3D-printing

Fig. 16.2 MK Technology’s global business ecosystem

On the Future of Business Ecosystems

There is little doubt that business ecosystems will continue to grow in impor-
tance. In a McKinsey study of 522 German SMEs, 51% of respondents expect
to become more involved in ecosystems in the future [11]. The more complex
products become, and the more that know-how from different areas flows
into them, the faster the environment and technology will change. That will
make it even more important to cooperate with partners in order to expand
one’s own limited capabilities. Several other factors are driving the move to
ecosystems: digitalization, the blurring of boundaries between products and
services, and demands for greater agility and resilience [12].2

Traditionally, many if not most Hidden Champions did as much as possi-
ble on their own and thus had a high degree of vertical integration (more on
this in Chap. 22). Such attitudes can become impediments to joining a busi-
ness ecosystem. Today, one often reads statements such as “firm and industry
are no longer relevant units of analysis” or “the value of a firm is no longer
found in its own assets, but in a network of relationships” [13]. While I do not

2We will deal more closely with ecosystems in the chapter on digitalization.
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share these extreme views, it is clear that many Hidden Champions must
become more open to cooperation within business ecosystems.
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Digitalization

Digitalization, alongside globalization, is currently the strongest driver of
transformation. Hardly anyone will disagree with the statement of Ayla Busch,
co-CEO of the vacuum pump Hidden Champion Busch: “Digitalization has
the potential to undermine, in a short period of time, previous business mod-
els that have evolved over decades.”

Attitudes toward digitalization differ widely. Many people still see it as a
relatively new development, although it is already a few decades old. Amazon
was founded in 1994 and Google followed just three years later. Born in 2007,
even the iPhone is already a teenager. On the other hand, the digital penetra-
tion of our lives is still in its infancy. Innovations and new apps enter the
market almost daily. There is no telling where artificial intelligence, autono-
mous driving, augmented reality, robotization, brain scanning, and similar
technologies will take us.

Radical or Incremental?

Digitalization poses enormous challenges for the Hidden Champions. One
question is whether companies should “completely reset,” “fundamentally
reorganize their business model,” “make a radical U-turn,” or digitalize their
business incrementally?

The incremental approach is probably more appropriate for most Hidden
Champions, although the answer depends on the industry, type of product,

! Personal communication of November 29, 2020.
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sales system, and the customer type. Software configuration and implementa-
tion should be tailored as closely as possible to a company’s requirements.
Turning everything upside down all at once might cause major disruptions.
Deutsche Bank’s chief information officer Bernd Leukert, an SAP veteran,
recommends: “Major projects take five to ten years. And in the middle of it,
you realize that you're heading in the wrong direction, that the requirements
have further evolved. This is where the proverbial ‘salami tactic’ is called for.
Better to develop small, stand-alone applications slice by slice” [1]. Peter
Diedrich, head of marketing at Swiss process automation Hidden Champion
Endress+Hauser, makes a similar argument: “Due to a lack of interoperability
and consistency, the implementation of Industry 4.0 concepts is often com-
plex. To date, 97 percent of data from the field is not used” [2].

But there are other voices. Daniel Wittenstein of the eponymous mecha-
tronic Hidden Champion sees the incremental approach as a potential obsta-
cle to digitalization, because “it could create limitations in terms of scaling
digital innovations” [3]. One empirical study identifies high complexity and
silo mentality as barriers to digitalization [4].

The situation is different for startups. They can fully exploit the potential
of digitalization, because they have the opportunity to design their systems
from scratch. Even a completely new business should not underestimate the
task of optimally coordinating customer needs and digital infrastructure. That
is precisely where many startups fail. The number of digital startups among
the Hidden Champions of the German-speaking world is low. In a broad
study of digital readiness and dynamic capabilities, Wittenstein compares 116
Hidden Champions with a control group of companies of similar size and
structure thatare not Hidden Championsand concludes: “Hidden Champions
are better prepared for the digital transformation than non-HCs, and firms of
similar size, age, and industry characteristics” [3]. The question is whether this
comparison with German non-Hidden Champions makes much sense. A
comparison of Hidden Champions with digitalization leaders from other
countries might be more revealing.

B2C vs. B2B

One needs to distinguish between B2C and B2B markets when looking at the
Hidden Champions and digitalization. With a few exceptions such as Skype
and Spotify, digital B2C markets are dominated by American and Chinese
companies, leaving almost no room for new competitors. An analysis of the
internet traffic of 16,000 consumers over a 3-month period measured the



17 Digitalization 129

so-called Gini coefficient [5]. If one provider accounted for all Internet traffic,
the Gini coefficient would be 1. The result for the 16,000 users in the study
was 0.988. A very small number of American providers accounted for close to
99% of traffic. So the ship has probably sailed for German providers as far as
global penetration of digital consumer markets is concerned. Catching up or
even overtaking the Americans or the Chinese in China seems hopeless.

Prospects look much more promising in the industrial sector. Digital indus-
trial markets are generally niche markets with a global sales potential of a few
100 million or a few billion dollars and therefore not attractive for the Internet
giants. With sales of $260 billion, it makes little sense for Apple to fight for a
market of $500 million. Moreover, industrial processes are far more complex
than consumer processes. In an assembly plant, every part has to be in the
right place at exactly the right moment, whereas for Amazon it is not really a
problem if a delivery arrives an hour or even a day later than planned. The
very specialized know-how required for industrial processes is not easily avail-
able on the market; it is in the heads of the employees of the companies that
are experts in such processes. These conditions create excellent opportunities
for Hidden Champions who traditionally operate in niche markets and can
use their deep know-how to digitalize their competencies. Their pronounced
closeness to the customers, and the resulting in-depth knowledge of custom-
ers’ value creation processes, are massive competitive advantages in B2B digi-
talization. The barriers to entry in B2B digitalization are high. This will
become clearer when we next take a look at digital products, digital industrial
processes, and digital industrial services.

Digital Products

Every owner of an electric car knows that long battery-charging times are a
nightmare. Phoenix Contact, a Hidden Champion in the German electronics
interface cluster, has developed a battery-charging system called “High Power
Charging.” It is significantly faster than any other system and can charge elec-
tric car batteries in 3—5 min for 100 km of range, more or less the time it takes
to refuel for an internal combustion engine.

The Hidden Champion ARRI from Munich used to be the global market
leader in professional cinema cameras. Many famous films were recorded with
ARRI cameras on conventional 35-millimeter film. Digitalization posed an
existential threat to this traditional technology and to ARRI. In cooperation
with the Fraunhofer Institute for Integrated Circuits, which also invented the
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MP3 system, ARRI developed a digital professional film camera and success-
fully defended its global market leadership.

BHS Tabletop, the global market leader in premium chinaware for restau-
rants, has introduced “intelligent tableware.” The plates contain a microchip
that automatically regulates payment and saves customers from having to wait
for the bill.

Ubimax develops software for so-called wearable computing used in intra-
logistics, in combination with mixed reality glasses such as Google Glass or
Hololens from Microsoft. Via a menu displayed in the glasses, the voice-
controlled program guides employees through a warehouse while they assem-
ble the items of an order. After Coca-Cola introduced this combination of
glasses and the Ubimax software, the error rate fell to almost zero. The acquisi-
tion of Ubimax by Teamviewer holds vast potential, because a combination of
the Ubimax and Teamviewer systems enables remote access to systems,
devices, and machines.

Companies like Waymo, GM Cruise, Argo Al, and Aurora are leaders in
the highly promising future market of autonomous cars. All of them are
American, but German companies developed a lot of the digital technology
incorporated in their systems. No other country has more patents in autono-
mous driving technology. Around 40% of the sector’s 9900 patents registered
worldwide in the last decade originated there [6]. The highly specialized com-
petencies required for autonomous driving are ideal niches for Hidden
Champions. Munich-based Terraloupe is the global market leader in aerial
image data analysis, which is essential for autonomous driving. With the help
of artificial intelligence, the software reliably recognizes buildings, signs, etc.,
from aerial images.

Most users of digital assistants such as Siri (Apple), Alexa (Amazon), or
Google Translate do not know what the software is behind them. All these
systems use the long short-term memory (LSTM) developed by Professor
Jurgen Schmidhuber from the Technical University of Munich. The LSTM
software is installed on more than three billion smartphones worldwide. It is
by no means Hidden Champions’ only contribution to smartphones. When
asked how much Germany is involved in the iPhone, Apple CEO Tim Cook
replied: “Germany plays in the very top group. The air is pretty thin up there.
We have hundreds of suppliers in Germany. The culture of precision here is
unique.”* Apple cites the incredible number of 767 suppliers with German
production sites, eight of which are among Apple’s 200 largest suppliers. More
than 260,000 jobs in Germany are said to be directly or indirectly linked to

2 Frankfurter Allgemeine Zeitung, October 2, 2019, p. 26.
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the Apple ecosystem [7]. Apple suppliers include Hidden Champions such as
Varta (micro batteries), Tesa (adhesives), Wickeder Westfalenstahl (special
steel that distributes heat in the iPhone and thus prevents overheating), Manz
(high-tech machinery), and Dialog Semiconductor (chips for the iPhone’s
power supply). Large companies such as Infineon and Henkel are also suppli-
ers to Apple. The glass for the Apple headquarters, including the largest curved
piece of glass in the world, also comes from Germany, from the Hidden
Champion Seele.

The situation in digitalization mirrors the old situation in the “analog”
world. German companies tend to be weak globally in consumer markets,
except for cars. German strengths traditionally lie in B2B markets, and this
pattern continues with digital products. There is often a massive amount of
German technology concealed within the visible end products, which often
come from American or Chinese companies.

Digital Industrial Processes

Digitalization has transformed industrial processes even more than products.
German Hidden Champions also excel in that area. Customers of Kircher,
the global market leader in high-pressure cleaners, demand a large product
variety for a wide range of applications. This makes production and process
flexibility a crucial competitive factor. On its latest production line, Kircher
can manufacture 40,000 different product variants in 24 hours. The extremely
high level of flexibility allows Kircher to meet the numerous individual cus-
tomer requirements accurately and very quickly. This is only possible with
fully digitalized processes.

The building materials producer Knauf has reduced its response time from
three hours to one when there are unplanned material shortages at large con-
struction sites. Such drastic improvements can only work with a fully digital
supply chain. Knauf’s customers prize this innovation, because their savings are
substantial when construction sites stop work for only one hour instead of three.

RAUH-Hydraulik from Bamberg has adopted the principle of Amazon’s
Dash Button in its own business. Customers can trigger orders with just one
push of the RAUH Reorder Button, which is placed directly on the custom-
er’s shelf. This minimizes the ordering process, ensures product availability,
and avoids errors in the replenishment process [8].

The flagship combine harvester from Claas, the Lexion 700 model, costs
€650,000, a big investment for farmers. In return, they get not only excellent
performance, but also quick and flexible digital service. When a hurricane hit
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Florida, Claas gave all machines with a 60-k'W release a free upgrade to 75-kW
battery capacity. This gave the machines a longer operating time and helped
mitigate the effects of the hurricane [9].

Customers of Trumpf, the global leader in laser machines for metalworking,
need customized tools. In the pre-digital world, customers sent in a drawing
which Trumpf used to manufacture the part. That process took four days. Today,
customers supply a file online, and the entire production process and subsequent
logistics run digitally. The process now takes only four hours. The customer gets
the tool much faster, saves on warehousing, and increases its own agility.

At the port of Hamburg, Al-based software increases the productivity of
automated block storage by accurately predicting the collection of a container.
When containers are placed in storage, it is often unclear when they will be
picked up. In some cases, restacking becomes necessary. Using an algorithm
based on historical data, the computer calculates the expected storage time of
a container in the terminal warehouse. The algorithm also continuously opti-
mizes itself through state-of-the-art machine learning. A second algorithm
can predict very accurately whether a container will be loaded onto a truck,
rail, or ship.

Customers of Kérber, the global market leader in equipment for the tobacco
industry and packaging systems for other industries, no longer have to travel
to the Korber plant to accept new installations. The process is now digital, as
Korber transmits test runs to the customers. All steps in the process are metic-
ulously logged. The process of digitized test runs will probably remain in use
even after COVID-19.

MAN Energy Solutions digitally commissioned a fertilizer plant in
Uzbekistan during the COVID-19 crisis. This process of remote commission-
ing is also expected to outlast COVID-19. Zeiss is using virtual reality soft-
ware developed by the startup Realworld One to train service staff for highly
complex electron microscopes. Until now, these employees had to travel from
all over the world to the Zeiss headquarters. Now, like in a computer game,
they slip into an avatar and learn from their offices.

These examples illustrate that digital processes lead to strong efficiency
improvements. These processes take place in the back offices of industry, mak-
ing them largely invisible to the public. Their importance will continue to
grow. Michael Marhofer, CEO of the automation Hidden Champion ifm
electronic, says: “By 2030, we expect a further, even more significant shift
from components to systems and from hardware to software” [10]. Systems
solutions require an ever-increasing degree of digitalization.
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Digital Services

Digitalization has spawned numerous new Hidden Champions that offer
industrial services using digital methods, but do not manufacture products.
Teamviewer, the global market leader in remote screen sharing, facilitates
decentralized work and home offices. Its software is installed on more than
two billion devices worldwide. Anyone who has problems with a computer
can have them resolved, regardless of where they are. The computer user con-
tacts the expert and explains the problem, and the expert fixes the issue from
a remote location. This saves hassle, time, and costs. I have benefited from the
Teamviewer software many times, whether on vacation or on lecture tour in
China. Most of the time, the I'T experts solved the problem within a few min-
utes without leaving their office. In September 2019, Teamviewer went pub-
lic. Similar to Zoom, the COVID-19 crisis spurred both company growth
and stock price. In early 2021, its market capitalization was €9 billion.

One of the impressive phenomena of digitalization is asset-free or asset-
light companies such as Uber and Airbnb. Flixmobility, the parent company
of Flixbus, is such a purely digital company that does not own a single bus.
Instead, it organizes a network. Flixbus now serves 2500 destinations in 30
countries and entered the U.S. marketin 2019. Strictly speaking, Flixmobility’s
business is not passenger transport, which is provided by the bus operators,
but the operation of a digital system.

Construction projects are extremely complex and have a tendency to get
out of control. The Hidden Champion RIB Software aims to transform con-
struction into one of the most advanced industries in the twenty-first century
by means of cloud computing, digital supply chain management, and artifi-
cial intelligence. RIB is the global market leader in cloud-based platforms for
building and information modeling (BIM) and operates in 25 countries with
2,700 employees.

Many companies have no comprehensive overview of the software programs
they use, which can often number in hundreds. Leanix, founded in 2012,
solves this problem with enterprise architecture software. CEO André Christ
explains this software-as-a-service (SaaS) solution: “Leanix is like Google Maps
for the IT landscape in the company. We provide the relevant information
about where a company stands in terms of what software is used in what con-
text, and plan the future journey from there” [11]. Leanix has more than 300
international customers, including Volkswagen, Vodafone, Adidas, Santander,
Zalando, and Dropbox. Goldman Sachs has invested €80 million in Leanix.
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Munich-based Celonis is a pioneer and global market leader in process
mining software, which uses artificial intelligence to improve industrial pro-
cesses. 'The Celonis system “understands” the real processes, uncovers fric-
tions, and makes suggestions for process automation. Valued at $11 billion,
Celonis has been showered with honors and is listed in Forbes’ “Cloud 100
companies” [12, 13]. Customers of Celonis include 3M, Airbus, Dell, COréal,
Lufthansa, Siemens, and Uber.

For insurance companies, the traditional method of handling motor vehi-
cle claims is labor-intensive, costly, and time-consuming. They have to assess
damages, deploy experts, and uncover fraud. The Hidden Champion Control
Expert has addressed this problem by using artificial intelligence to automate
claims and determine damages. What used to take several weeks now takes
just a few hours, thus massively reducing costs and customers’ waiting times.
Control Expert is already active in 17 countries and processes over ten million
claims each year. The database contains more than 50 million cases.

Global supply chains are one of the great achievements of globalization,
but they also involve enormous risks. An individual company is only one link
in such a chain and can hardly keep track of what happens along the entire
chain. This is where the Hidden Champion Riskmethods steps in. Riskmethods
uses big data and artificial intelligence to capture and analyze global supply
chains. It can detect disruptions 1.5 days faster than before, making early
warnings and precautions much easier to deliver and act on.

One of the best, if not the best, translation programs is DeepL.com from
Cologne. It offers translations between 24 languages, including Japanese and
Chinese. DeepLs neural networks have been trained with over a billion high-
quality translated sentences provided by the translation search engine Linguee.
The DeepL computer, located in Iceland, can translate a million words in less
than a second.

DeepL has been rated clearly superior by professional translators in tests
against the translation engines of Google, Microsoft, and Facebook [14]. One
comparative study concludes that DeepLs translations “are truly remarkable!”
[15] The online portal Tech Crunch says: “Tech giants Google, Microsoft,
and Facebook are all applying the lessons of machine learning to translation,
but a small company called DeepL has outdone them all and raised the bar for
the field” [16].

DeepL.com offers the software in a freemium model. The basic version is
free and professional versions cost between $5.99 and $39.99 in monthly
subscriptions. Despite DeepLs qualitative superiority, challenges remain. Will
this Hidden Champion hold its own against the internet giants in the long
term? Or will it be bought by one of them?
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Digital Ecosystems

In the context of digitalization, ecosystems are becoming increasingly impor-
tant. When traditional companies lack competencies they need, many of
them attempt to establish an ecosystem with companies that have these com-
petencies, usually startups or research institutes. Figure 17.1 shows such a
digital ecosystem of the Hidden Champion Beumer Group. Beumer is active
in 70 countries with 4,500 employees and is one of the global market leaders
in intralogistics.

The Beumer digital ecosystem includes collaborations with institutes in
nearby Dortmund and the Beam Berlin incubator. Its CEO Robert Bach says:
“My main task will be to find [business] founders with ideas for the Beumer
Group” [17]. EBM Papst, one of the global market leaders for ventilation
fans, has founded its own startup in Dortmund called EBM Papst Neo.
Together with the local university, two Fraunhofer institutes, and two other
startups, EBM Papst Neo is working on innovations for room ventilation.
Beumer and EBM Papst are not isolated cases. A recent survey by the German
engineering association reported that 71% of companies cooperate with start-
ups. Three out of five companies describe this cooperation as “sustainably
successful” [18].

One prerequisite for success is greater openness on the part of the Hidden
Champions. Given their traditional secrecy, this requires nothing less than a
cultural transformation. Hubertus Breier, the head of technology at sensor
Hidden Champion Balluf, says: “We don't set up external startups. While
those involve fewer hurdles and risks, know-how and corporate culture remain
separated. We prefer internal startups, where employees breathe our
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Fig. 17.1 Digital ecosystem of the Beumer Group
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resourcefulness and entrepreneurship right away. Our employees become
multipliers when co-working with our own startups” [19].

Hidden Champions ultimately want to achieve and retain control over
results, which is not always compatible with what startup founders want. This
can lead to culture clashes. One alternative is to spin off units to deal with
digitalization tasks. The Hidden Champion Mapal, which manufactures pre-
cision tools for milling and cutting (C-parts), took that route. The employees
of a spin-off called C-Com are developing an electronic platform for the pro-
curement of C-parts. The name Mapal does not appear, and the intention is
for C-Com to develop its own digital culture.

Monetization

Providing and selling digital products and services is a first step, but the mon-
etization of digital offerings remains a major challenge, even if this task is
mastered.” Many Hidden Champions report disappointing results. One
empirical study found that “many manufacturers are dissatisfied with the sales
performance of these systems” and, especially when it comes to software,
“most of them are far from satisfied with their sales performance” [20]. This
impression is confirmed in a study by the German engineering association:
“Currently, the share of sales for digital platforms and value-added services is
only around 0.7 percent of total sales in the European mechanical engineering
sector” [21]. Platforms are also falling well short of expectations.

Presumably, there is a multitude of causes behind these disappointing
results. Of the platforms mentioned in the study, 60% attribute the results to
inadequate business models or a lack of common standards. Some 57% cited
a lack of strategic relevance. Another possibility, perhaps more decisive, is that
quite a few of the applications offer no real customer benefit. Consequently,
there is little willingness to pay for them. That accurately describes more than
90% of the millions of apps in the consumer sector. The same result can occur
when a very innovative app addresses previously unsatisfied customer needs,
but customers find it difficult to assess. The app offers a benefit, but the cus-
tomer does not perceive it. In those cases, a freemium model may overcome
the initial acceptance barrier.

3For monetization see Ramanujam, M. & Tacke, G. (2016). Monetizing Innovation, Hoboken: Wiley
2016; and VDMA (2020), “Maschinenbau: Nach der digitalen Produktion kommen jetzt die digitalen
Mehrwertdienste,” VDMA, September 18.
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In B2B applications, customers often expect service to be included in the
overall offering. This problem is by no means limited to digitalization. It
applies equally to traditional services. The question then is whether to con-
tinue with the bundled offer that includes the digital component. Peter
Diedrich, the marketing manager of Endress+Hauser, offers this advice:
“Ideally, digital services are an integral part of the core products and not a
separate business” [22]. An alternative is to practice unbundling and offer the
digital component at a separate price. In other cases, it may be advisable to
outsource the digital service to a third party.

Sales force qualifications represent a major challenge. One study notes that
classic “hardware salespeople” are not suited to sell software and digital prod-
ucts. The authors propose a blended sales force of hardware and software
experts [20].

Conclusion

Making a general assessment of digitalization among Hidden Champions is
difficult. The current list of German Hidden Champions contains only a few
digital startups. Only 14% of patents filed by German companies relate to
digitalization, compared to 41% in Finland, for example.* German Hidden
Champions do not play a significant role in the global digital consumer mar-
ket, but this is not necessarily due to a lack of know-how. Other reasons
include the fundamental difficulty of implementing a system or even a plat-
form in global mass markets from a relatively small market such as Germany;
barriers to internationalization even within Europe (e.g., regulations, lan-
guage); an underdeveloped venture capital scene; and a media landscape with
only national reach. As a result, Germany is missing out on gigantic opportu-
nities for growth and profit. The really big profits are made in the mass mar-
kets by Apple, Google, Facebook, Alibaba, etc., and these profits translate into
huge market capitalizations. Apple alone is worth more than the combined
value of all 30 corporations in Germany’s lead index DAX.

For the Hidden Champions, the situation is more favorable in digital B2B
markets. The niche character and the high complexity of these markets fit
their competencies. Moreover, Germany’s technical universities and research
organizations have a strong base in academia and science. Professor Jiirgen
Schmidhuber of the Technical University of Munich supports this assessment

“Die Wirtschaft wird von zwei Seiten in die Zange genommen, Frankfurter Allgemeine Zeitung, March
5, 2020, p. V2.
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when he says: “Almost all fundamental work on artificial intelligence and
deep learning comes from Europeans. Europe is a leader in mechanical engi-
neering and robotics. And it’s the combination of robotics and Deep Learning
that will reshape the world of production and work in the near future” [23].
Hidden Champions play a key role in translating scientific findings into mar-
ket success. The administrative frameworks in Germany and in Europe are of
crucial importance for the future of digitalization and the competitiveness of
the Hidden Champions. The “Automating Society Report” published by the
Bertelsmann Foundation and the organization Algorithm Watch provides an
up-to-date overview of the situation in Germany and Europe [24].
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Sustainability

Sustainability has recently gained enormous importance as a driver of transfor-
mation [1]. In a survey, 66% of the responding managers saw sustainability as
an increasingly important topic that no company can avoid. Only 29% classi-
fied sustainability as a mere PR and marketing fad or as a passing trend [2].

In 2020, 7he Wall Street Journal presented its first ranking of the 100 Most
Sustainably Managed Companies in the World. They focused on the ability of
companies to create long-term shareholder value [3]. Based on specifications
from the Sustainability Accounting Standards Board (SASB), the ranking
used up to 165 indicators of sustainability and screened a total of 5500 com-
panies. The influential American Business Roundtable, which includes the
CEOs of 200 major corporations, has also spoken out in favor of a carbon tax
and a massive reduction of emissions [4]. There are even voices postulating
that “sustainable is the next digital” [5].

Sustainability is not a fundamentally new issue. Many Hidden Champions
have long been active in this field. Harting, a market leader in electronic inter-
faces, awarded its first in-house environmental prize back in 1989. Hager SE,
one of the market leaders in electrical installation systems, introduced an
Ethics Charter in 2012. The document addresses all conceivable facets of sus-
tainability and might be seen as a role model [6]. The 39 members of the
German “Climate Protection Association” include Hidden Champions such
as Harting, Viessmann (heating technology), EBM-Papst (fans), K\WS (seeds),
Phoenix Contact (connection technology), and Weidmiiller (connection
technology) [7]. Sustainability has traditionally been closely linked to envi-
ronmental protection, a view that is increasingly being replaced by a broader
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perspective including environmental and social aspects as well as corporate
governance, abbreviated as ESG (Environmental, Social, Governance).

Sustainability as a Major Transformation

Sustainability has the potential to trigger a transformation as drastic as digita-
lization. In discussions of what responsible management means, keywords
and phrases such as the conflict between economy and ecology, excessive com-
plexity, unintended consequences, risks, obstacles, and stathing problems
come up again and again. At the product level, sustainability affects the entire
value chain from development to procurement, including production, distri-
bution, marketing, service, and recycling. “CO2 neutrality must become the
goal. All our investment decisions today are based on this principle,” says Dr.
Franz Josef Konert, CEO of Gelita, the global market leader in gelatin. The
necessary transformation requires new competencies, new employees with
different qualifications, and targeted training of existing employees. Customers
also need to be re-educated to accept new technologies and processes and to
agree to pay for more sustainable solutions. The implementation of sustain-
ability is made more difficult by the fact that there is only incomplete data on
Life Cycle Assessments (LCAs). Even for electric cars, there is no LCA that
includes all impacts from raw material extraction to how to deal with dis-
carded components like batteries.

The Role of Consumers

The widespread tendency to equate sustainability solely with environmental
issues is too narrow. Of course, the desire to avoid environmental damage and
risks plays a major role, but events such as the diesel scandals of car manufac-
turers, problems with pesticides, or the involvement of major banks in dubi-
ous transactions show that the issue is a larger one. Consumer interest in
sustainability is also growing. Consumers not only punish violations through
boycotts, but also reward good performance through greater willingness to
buy and to pay. Of course, some consumer demands regarding sustainability
may be mere lip service without a willingness to pay higher prices. But values
are shifting toward more consistent behavior, especially among younger people.

Sustainability will transform from a hygiene factor into one that suppliers
can use to differentiate themselves. This transformation brings interesting
opportunities for repositioning and upgrading brands. In principle, this is
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also not new. The Volvo brand has stood for distinctive automotive safety for
decades, and the Miele brand has always been associated with exceptional reli-

ability and durability.

Drivers of Sustainability

There are numerous other drivers of sustainability, in addition to consumer
demand. Governments are enacting ever more stringent regulations concern-
ing environmental protection, worker protection (e.g., the so-called Supply
Chain Act), and corporate governance (such as quotas for female participa-
tion in boards). Scandals, particularly in the financial sector, have caused
stricter monitoring. A strong push comes from retailers striving to enhance
their own sustainability image by demanding sustainable products and pro-
cesses from their industrial suppliers. For their part, end-product manufactur-
ers are exerting pressure on their own suppliers. For example, producers of
personal care products are demanding the replacement of plastic containers
with those made from biodegradable materials.

Investors as Drivers

Less obvious but increasingly significant is the influence of investors and
finance intermediaries. The Harvard Business Review speaks of an “Investor
Revolution” and that “Shareholders are Getting Serious about Sustainability”
[8]. Respondents in a global study by the French bank BNP Paribas said they
plan to invest at least 50% of their assets in businesses that take ESG criteria
into account [9]. Blackrock, the world’s largest asset manager, is also actively
committed to sustainability. German stock exchange Deutsche Borse AG is
showing its commitment to sustainability by acquiring Institutional
Shareholder Services (ISS), whose recommendations to institutional investors
place great emphasis on ESG criteria. Banks pay increasing attention to com-
pliance with ESG criteria when granting loans and reward better ratings with
lower interest rates [10]. A good ESG rating is seen as an indicator of resil-
ience and resistance to crises [11]. COVID-19 has further contributed to the
growing importance of sustainability.



144 H. Simon
ESG Ratings

An extensive business ecosystem has developed around the topic of sustain-
ability. Investment funds such as the “Sustainable Hidden Champions Equity
Fund” or the “European Sustainable Equity Fund” use sustainability as their
primary positioning attribute. Some rating agencies specializing in ESG, such
as Sustainalytics, MSCI, ISS-oekom, or Vigeo Eiris, are actually Hidden
Champions themselves. General rating agencies like the Berlin-based Scope
Group also provide ESG ratings. Deutsche Bank CEO Christian Sewing says:
“I personally believe that in five years ESG ratings will become as important
as credit ratings.”!

However, ESG ratings are at an early stage in terms of standardization and
comparability. In finance, ratings from different rating agencies have a corre-
lation of 0.99, but the corresponding figure for ESG ratings is only 0.61 [12].
One expert comments: “ESG ratings are controversial in practice. One reason
is that ratings from various providers sometimes differ significantly” [13]. A
crucial question for investors is whether sustainability pays off. Some observ-
ers qualify the statement “sustainability costs returns” as a myth that has long
ceased to apply. The Hidden Champion Saria, whose activities range from
food additives and animal feed to the disposal of food and animal by-products,
says: “We do not regard economy and ecology as opposites. Combining them
in the best possible way is a central part of our entrepreneurial activities” [14].
Indeed, empirical research shows that sustainable investments perform better
over the long term. A study comparing stocks with high and low sustainability
ratings over 18 years concludes: “Stocks of sustainable companies tend to
significantly outperform their less sustainable counterparts” [15]. Another
study confirms this finding: “From 2014 to 2017, ESG investing outper-
formed other forms of investment in Europe and North America” [16]. This
study also found that stocks with the highest ESG ratings benefited the most.

Sustainability and the Long Term

Sustainability is a result of long-term strategy rather than of short-term mea-
sures. Thus, sustainability and long-term orientation are closely related. The
Hidden Champions are characterized by a long-term orientation in their lead-
ership. In several surveys, the average tenure of the chief executives was

! Frankfurter Allgemeine Zeitung, September 29, 2020, p. 23.
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repeatedly found to be over 20 years,” while the average tenure of CEOs in
large companies is only about 6 years.? Although it cannot be statistically
proven, the considerably longer tenure of Hidden Champion CEOs is likely
to lead to more sustainable conduct. A CEO with only a few more years in
office will be less inclined to make investments that will only bear fruit in ten
or twelve years. The fact that the vast majority of Hidden Champions are fam-
ily businesses and thus not subject to the short-term pressures of capital mar-
kets can also be seen as conducive to sustainability.

The sustainability discussion has brought forth completely new ideas, such
as the so-called responsible ownership model where assets remain tied to the
company, profits are not distributed, and the company cannot be sold.
Control lies with people who have long-term ties to the company [17].
Hidden Champions testing this concept include Alnatura, Voss, and Elobau.
The concept is similar to the foundation model that some companies like

Bosch, Zeiss, and ZF have had for a long time.

Sustainable Products and Processes

Most shirts are made of cotton. One cotton shirt requires an average of
2,700 L of water and 6 m* of cultivated land. A quarter of all pesticides applied
in agriculture worldwide is related to cotton production. As the world’s popu-
lation grows, water and land become increasingly scarce while species extinc-
tion threatens the very existence of mankind. The Austrian Hidden Champion
Lenzing, global market leader for cellulose fibers made from wood, is bucking
this trend. Making one shirt of Lycocel requires only 180 L of water, 0.6 m?
of land, and no pesticides are used in the forestry certified by the Forest
Stewardship Council (FSC). Fashion retailer Zara already sells such shirts.
With this innovation and the world’s largest pulp mill, Lenzing is securing its
ecological lead for years to come.

Golden Compound produces compostable coffee capsules and similar
products from sunflower husks that decompose in nature within 100 days
without leaving any residue. The sunflower hulls are a waste product from the
processing of sunflower seeds, so they do not require extra land for cultiva-
tion. They also have massive price advantages over petroleum-based plastics.

Golden Compound was awarded the PSI Sustainability Award for this

21995: 20.6 years, 2012: 20 years.
3Cf. 6.9 years in hteps://www.kornferry.com/insights/articles/where-have-all-the-long-tenured-ceos-gone;

6.6 years in https://www.strategyand.pwc.com/de/de/ceo-success.html.
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innovation. One can also speak of a business ecosystem. The strategic partner
in this is the world’s largest sunflower seed processor, Cargill. Other partners
in the ecosystem are the Golden Mill from Germany and one of the most
modern hulling mills in the world, the First May JSC in Bulgaria.

A foundry is not normally associated with high-tech, innovation, or sus-
tainability. But this is a misperception. Hiittenes-Albertus, a world-leading
chemical supplier to foundries, has developed the inorganic binder system,
called Cordis, which replaces thousands of tons of oil-based binders. Cordis is
superior to existing binders in terms of emissions reduction, turnaround
times, manual effort, as well as energy use, and eliminates the need for special
equipment to clean up emissions.

Many people are switching to vegan diets. Companies such as the Hidden
Champion Taifun-Tofu, the European market leader for tofu, are capitalizing
on this trend. Tofu is made from soybeans, which normally could not be
grown in Germany. After 10 years of breeding research in cooperation with
the Agricultural University of Hohenheim, Taifun developed its own soy vari-
ety that is ideally suited to cultivation in the German climate. Now approved
for use, this innovation will make it possible to create a local raw material base
for tofu.*

Sustainability can only be implemented consistently if all those involved in
the material cycle work together. The Recyclat Initiative, which is also an eco-
system, brings together the detergent manufacturer Werner & Mertz; the
expert for the collection and reuse of sales packages, Der Griine Punkt; the
Austrian packaging Hidden Champion Alpla; the environmental organiza-
tion NABU; the retailer REWE; and Unisensor Sensorsysteme. Werner &
Mertz was a pioneer in ecological household cleaners. Recently, the first eco-
logical shower gel was launched. Sustainability must include the packaging,
not just the product. Werner & Mertz makes all of its packages from recycled
plastic.

A huge waste of resources comes from the disposal of usable clothing. An
obvious solution is the second-hand clothing market. In fact, this market has
doubled globally to $28 billion in the last 5 years and is expected to grow to
$64 billion in the next five [18]. Globetrotter, a European market leader in
outdoor clothing, actively embraces this trend by selling returned and used
items from all relevant outdoor brands. Aiko Bode, chief sustainability officer
at Globetrotter, says: “The aim is to promote the sustainable and long-term
use of existing resources. While in many cases vast quantities of undamaged
products are disposed of, we have decided to take a different approach.

4 Frankfurter Allgemeine Zeitung, September 3, 2020, p. 20.
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Hangtags on the products provide information about their origin, age, and
previous repairs. The reuse of high-quality second-hand products does not
have a bargain image for us. It is an expression of a conscious, ecologically
sustainable lifestyle” [19].

Momox is the European market leader in so-called re-commerce and oper-
ates the second-hand online store Ubup for used clothing. Momox employs
1900 people and grew by 61% in 2019. Classic fashion brands such as Tommy
Hilfiger, Boss, and Polo Ralph Lauren are doing particularly well. The com-
pany is fighting the fast-fashion trend and thus helps to reduce the burden on
the environment.

KWS, the global market leader in seeds for sugar beet, silage corn, and
hybrid rye, invests 18.5% of its sales in research and development—a percent-
age that is otherwise found only in pharmaceutical or software companies.
Behind this are 2,053 R&D employees, 37% of the workforce. Every year,
countless incremental innovations from KWS help improve plant resistance
to diseases and pests, foster the efficient use of fertilizers and crop protection
products, and increase the stress tolerance of plants to climate-change effects
such as drought.

Insulating buildings is one of the most effective methods to reduce energy
consumption, but many insulation materials are ecologically problematic.
The Hidden Champion Steico, European market leader in wood-fiber insula-
tion materials, consistently focuses on sustainability and recyclability. Steico
offers a comprehensive system of natural materials and so-called blow-in insu-
lation for buildings and floors. Steico’s systems solution includes training and
guidance for tradesmen. Steico has received numerous awards for its contribu-
tions to sustainability and also provides proof that sustainability and profit-
ability do not have to be at odds. Steico’s net return on sales of 8.9% is
excellent for a building materials supplier.

Sonnen GmbH, the global market leader in intelligent battery storage,
offers not just a product, but a comprehensive systems solution for power
management. In cooperation with the grid operator Tennet and with IBM,
Sonnen uses blockchain technology to integrate thousands of batteries into
so-called redispatch systems. Sonnen has attracted international attention and
received numerous awards, including the $1.5 million Zayed Future Energy
Prize. The Massachusetts Institute of Technology named Sonnen one of the
world’s most innovative companies, along with Amazon, Facebook, and Apple.

A large part of expired or incorrectly packaged food ends up as organic
waste. The Hidden Champion Baader, global market leader in fish processing
systems, has developed a depackaging solution for recycling food. This
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machine separates the packaging from the foods, which can then be processed
further, e.g., for animal feed.

Terracycle aims to introduce a comprehensive circular economy without
waste and is active in 22 countries. The company pursues a radical approach
by completely eliminating landfill and incineration solutions. Instead, it
directs waste to higher recycling stages. The basis is the classification of waste
into five recycling stages: landfill, incineration, recycling, upcycling, and
reuse. Upcycling turns plastic bottles into backpacks and cereal bags into
shower curtains. Tom Szaky, the founder of Terracycle, is referred to as the
“Green Zuckerberg.”

Social Sustainability

Uzin Utz, a global full-service provider of flooring systems, focuses its entire
product range “on sustainable, low-emission and environmentally friendly
products” [20]. Uzin Utz publishes an annual comprehensive sustainability
report that addresses all ESG criteria and includes all its subsidiaries. “The
strategic goal is to live and increase sustainability in all facets along the value
chain, i.e., in product development and manufacturing, in the supply chain,
and last but not least with regard to employees” [21].

The Voss Group, a Hidden Champion in automotive fluid line systems
with 5,100 employees, provides an exemplary sustainability report that covers
not only energy and resource consumption, but also aspects such as compli-
ance, accident rates, occupational safety, age structure, proportions of female
employees, and training [22].

Sustainability can also come about indirectly. Visiconsult X-Ray Systems &
Solutions is the global market leader in systems for materials inspection with
X-rays. Visiconsult systems inspect railroad wheels and aircraft wings. Where
is the link to sustainability here? Visiconsult’s equipment effectively contrib-
utes to making our lives safer or as Professor Thorsten Buzug, head of the
Institute for Medical Technology at the University of Liineburg, explains it:
“The non-destructive material testing saves more lives than radiology in the
hospital” [23].

Two characteristics of the Hidden Champions are important from the
standpoint of social sustainability. First, the extremely low employee turnover
rate of 2.7% per year is not only a loyalty indicator, but can be seen as a valid
expression of high employee satisfaction. Whenever possible, Hidden
Champions avoid laying their employees off. This approach earned them
international attention and helped spur Germany’s rapid recovery after the
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Great Recession of 2008-2010. Second, the Hidden Champions emphasize
education activities. They have 50% more of their workforce in apprentice-
ship programs than the average German company (9% vs. 6%).

The chapter on business ecosystems already acknowledged the contribu-
tions of Hidden Champions to the development of their local and regional
environments [24]. Hidden Champions are not only taxpayers, but also make
many contributions to the sustainability of communities and society in areas
such as culture, sports, and social affairs.

Sustainability is not a task that will ever reach a final conclusion. It will
push the Hidden Champions to transform their products and processes. In
this sense, it resembles innovation, the transformation driver which is the
focus of the next chapter.
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Innovation

No company becomes a Hidden Champion through imitation, only through
innovation. Also, no company remains a Hidden Champion by focusing solely
on product innovation. Defending market leadership requires continuous
innovation across all stages of the value chain and all aspects of customer ben-
efits. It permeates processes, costs, services, marketing, and human resources.

The innovation activities of the Hidden Champions are clearly well above
the industry average. According to an innovation report for SMEs, the inno-
vator rate—i.e., the percentage of companies which introduced at least one
innovation in the last three years—has declined for years and recently dropped
to only 19% [1]. For SMEs with more than 50 employees, which includes
virtually all Hidden Champions, the rate is significantly higher at 49%.
According to this study, product and process innovations roughly balance
each other out. A study by the Center for European Economic Research qual-
ifies 80% of all Hidden Champions as innovators [2].

Patents

It is difficult to measure innovativeness quantitatively. At the product level,
patents are among the most valid and widely available measures of innovative
capabilities. Their importance varies greatly across industries, but they are
highest in technical areas, where many Hidden Champions are active.

First, we take a look at how individual countries perform in this respect,
using the number of European patents per million inhabitants in the period
2010-2019. This is the most international database on patents (Fig. 19.1).
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Country Number of patents per million inhabitants 2010-2019

Switzerland I 3 860
Sweden [N 2 238
Germany I 1923

Netherlands [N 1 442

Austria [N 1 256
Japan [N 1 152
France [N 910
Belgium [N 530
South Korea [N 612
usa I 602
Italy [N 454
United Kingdom [N 391
Spain [l 128
Portugal I 49
Greece | 31
China | 16
Russia &

Fig. 19.1 European patents per million inhabitants by country 2010-2019

Switzerland leads by a wide margin. One reason is that Switzerland has a
positive immigration balance of around 18,000 patent-active inventors from
2001 to 2010, while Germany has a negative balance of 7000 in the same
period.! Switzerland’s low taxes attract patent applications and contribute to
its top position. Sweden, Germany, the Netherlands, and Austria follow at
considerable distance from each other.

The performance of the other European countries, especially those in
southern Europe, is noticeably weaker. The innovative capacity of companies
in the German-speaking countries and in Northern Europe is one reason for
the number and strength of the Hidden Champions located there.

Consistent with the strong performance in European patents is Germany’s
ranking as number one in the Bloomberg Innovation Index [3]. In this study,
Germany’s greatest strengths are manufacturing value-added, high-tech den-
sity, and patent activity. Switzerland ranked fourth, with particular strengths
in R&D intensity and researcher concentration, and Austria was 11th.

World-Class Patents

Not all patents are equal. The Bertelsmann Foundation examined “world-
class patents” [4], which are defined as “the 10 percent of all patents that are
most significant.” The foundation’s study is based on an approach developed

"hteps:/fwww.wipo.int/edocs/pubdocs/en/wipo_pub_941_2013-sectionl.pdf. With 184,000, the USA
has the highest positive balance. China has the highest negative balance with about -50,000.
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by Ernst and Omland, which includes the market coverage, citations in other
patent applications, and similar criteria [5]. It looked at a total of 58 future
technology fields, including wind power, functional food, Internet of Things
(IoT), blockchain, carbon and graphene, drones, and rational drug design.

Wind power is a good case to show the discrepancy between all patents and
world-class patents. A total of 40,011 wind power patents had been registered
worldwide as of September 2019. Of these, 42% are of Chinese origin, but
only 300 of them are considered world-class. The study states “Of China’s
impressively high number, 16,740 wind power patents are negligible. By
comparison, Germany comes in at 958 world-class patents in wind power.”?

Nevertheless, the study reveals a comparatively weak overall position for
Europe and for Germany. The USA remains the undisputed “patent super-
power,” with East Asia rapidly catching up. Europe occupies the top positions
only in wind power and functional food. Germany remains the strongest
European patent power, but is gradually falling behind worldwide. In 2010,
Germany was among the top three nations with the most world-class patents
in 47 of the 58 technology fields. As of 2019, this share included only 22
technology fields, a decline of more than half.

Europe’s and Germany’s weakness is not research, but commercialization.
The USA and China are often faster in turning new ideas into successful prod-
ucts and companies. The study reflects the fact that German and European
companies are too weakly represented in the markets of the future.
Unfortunately, this even applies to quite a few Hidden Champions. There are
very few young companies that are as innovative in the markets of the future
as the traditional Hidden Champions have been historically in their more
mature markets.

Patents in Germany

The 50 companies with the most patent applications at the German Patent
Ofhice include 31 German and 19 foreign companies [6]. Of the German
companies, 11 or 35% are Hidden Champions. Four Hidden Champions—
Carl Zeiss SMT, Phoenix Contact, Krones, and Voith—account for an
impressive number of 1060 patents, which is almost identical to the 1059
patents filed by all German universities and the Fraunhofer Society combined.
The patent activity of the Hidden Champions extends far beyond their rela-
tive size. This is confirmed by the figures for patents per 1000 employees.

*Ibid. pp. 9.
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Hidden Champions have 31 patents per 1000 employees, while the corre-
sponding figure for large companies is six.

The Gartner Hype Cycle

Before discussing incremental and breakthrough innovations, I would like to
briefly introduce a concept that has attracted a lot of attention, the so-called
“Hype Cycle” from the market research firm Gartner [7]. This is a graphical
representation of the diffusion of innovations. In the classic view, this diffu-
sion follows an S-curve. After a slow and flat start-up phase demand acceler-
ates and grows more strongly, eventually transitioning to saturation. The hype
cycle concept postulates that the expectations in the early phase of a technol-
ogy are exaggerated. This exaggeration superimposes a bell-shaped curve on
the longer-term S-curve. Figure 19.2 shows the Gartner Hype Cycle for
emerging technologies.

The concept helps to assess the diffusion of innovations more realistically.
An innovation in the hype stage can easily be interpreted as a breakthrough,
although the longer-term potential may be limited. The Hype Cycle is a use-

ful tool for a sober assessment of innovations.

The Hype Cycle
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Fig. 19.2 Gartner Hype Cycle for Emerging Technologies [8]
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Incremental Innovations

The vast majority of innovations are incremental, meaning they are improve-
ments to existing products. This assessment also applies to the Hidden
Champions. Stihl, the global market leader in chainsaws, introduced 42 inno-
vations to its main product in a single year. Hako, a Hidden Champion for
professional cleaning machines, aptly describes the culture of incremental
innovations with its motto, “A little bit better every day.” Such a strategy
works well in mature markets, where the focus is on perfecting products rather
than on fundamentally new approaches. Ted Levitt put it this way:
“Continuous success is mainly a matter of focusing regularly on the right
things and pushing through numerous unspectacular, small improvements
every day” [9]. A study of 885 family-owned companies listed at European
stock exchanges concludes “Permanently working on the smallest improve-
ments is a crucial long-term success factor” [10].

Most Hidden Champion CEOs would agree with these statements. But
there are opposing views. The Bertelsmann Innovation Atlas sees the domi-
nance of incremental innovations as “one of the decisive weaknesses of the
German innovation landscape” [11]. In a very long-term analysis going back
to 1871, Wim Naudé and Paula Nagler come to a similar conclusion. They
see “an innovation system locked in incremental innovation” as a cause of the
long-term decline in Germany’s innovation capability [12].

I do not share this view. I think it is a misperception to assume a need for
disruptive innovations in almost all fields. The vast majority of products and
services evolve incrementally. However, incremental innovations carry two
risks for existing products: the risk of being displaced by a disruptive innova-
tion and the risk of diminishing marginal utility. Approaching a state of per-
fection means that the innovative effort increases while the additional marginal
benefit for customers decreases. Eventually, this process reaches a point where
a leap to a new technology becomes inevitable. Missing this point can be a

major risk for Hidden Champions.

Breakthrough Innovations

Breakthrough or disruptive innovations are rare, but attract a very high share
of media attention. The former CEO of Trumpf once said that they only hap-
pen every 15 years. Still, many Hidden Champions have emerged through
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completely new solutions to problems. That has not changed to this day. Here
are some impressive breakthrough innovations.

KSB Additive Manufacturing

The Hidden Champion KSB, one of the global market leaders in pump tech-
nology, was the first company worldwide to receive certification for the addi-
tive manufacturing of materials and semi-finished products for pressure
equipment. Its oil cooler, manufactured by 3D printing, has a cooling capac-
ity per weight that is 3.57 times higher than a conventionally manufactured
cooler (65% lighter combined with 25% better performance) [13]. The
impact of 3D printing on manufacturing and logistics remains exciting.
Amazon has filed a patent on how products can be produced by means of 3D
printing inside the trucks that can deliver them immediately.’

Volocopter

Volocopter is the world’s first electric helicopter. This flying machine is clearly
more than a classic electromechanical product. It is an autonomous air cab
system, but by no means a futuristic dream. In December 2020, Volocopter
signed a contract with Singapore for an air taxi service scheduled to operate
by 2023. Negotiations are also underway with Dubai. It is remarkable that
Volocopter prevailed against the significantly lower-priced Chinese competi-
tor Ehang. This case shows that even in the most advanced fields, German
Hidden Champions are by no means without a chance against their Chinese
competitors.

Lilium

No less ambitious than the Volocopter is the project of the Munich-based
company Lilium, which is developing a vertical take-off and landing electric
aircraft. Its maiden flight took place in 2020. Lilium’s focus market will be
intercity shuttle flights. In 2021, Lilium went public at the NASDAQ stock
exchange in New York.

3U.S. Patent No. 9,898,776, Washington, DC: U.S. Patent and Trademark Office 2018.
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Torgeedo

On Lake Starnberg in the Bavarian Alps, there is a strict restriction on com-
bustion engines for boats. This gave Christoph Ballin and Friedrich Bobel the
idea of developing electric motors for boats. They hit upon a real void in the
market. Today, Torqeedo is the global market leader for electric outboard
motors. In the James Bond film “Spectre,” the title character rides in a boat
powered by a Torqeedo motor.

Hydrogen Train iLint

The maiden voyage of the world’s first hydrogen-powered train took place on
September 18, 2018. Since then, this innovative train, named Coradia iLint,
has been running regular services between four cities in Northern Germany.
The iLint is quiet and emits only steam and water. It was developed at the
Competence Center for Regional Trains in Salzgitter for use on non-electrified
lines and makes clean, sustainable train operations possible. The range of a
tank filling is 1,000 kilometers. In the first two years, the hydrogen was deliv-
ered by trucks, but since 2021, the world’s first hydrogen refueling station for
trains is in operation.

Ottobock Orthobionics

There are groundbreaking innovations at the interface between man and
machine. The products of Ottobock, the global market leader in prosthetics
and orthotics, detect nerve signals on amputated limbs and translate them
into mechanical movements of the prosthetics. This massively improves the
quality of life of the users. Ottobock CEO Hans-Georg Nader writes
“Ottobock is located at the central interface between man and machine, arti-
ficial intelligence, cyborgs, and robotics. At this interface, completely new
markets and new business models will emerge for us in the near future. This
is what I call ‘FUTURING’.”* A huge challenge is the integration of very dif-
ferent fields of knowledge and research, with medicine and technology gradu-
ally merging. Hans-Georg Nider says: “In the future, we'll be sailing on much
larger oceans, but first we'll have to discover and map them out.” Ottobock is

4Personal communication, December 7, 2020.
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part of an ecosystem, in which the local university offers the only study pro-
gram in orthobionics worldwide.

Disinfection with UV-C LED

Disinfection is one of the major problems in modern healthcare. In three years
of research, the ambulance supplier Binz and the Fraunhofer Institute for
Optronics, System Technologies and Image Exploitation have developed a
system for disinfecting ambulances and rescue vehicles. This system is consid-
ered a “quantum leap in disinfection” [15]. Within a very short time, clean
room conditions are established in the ambulance so that even operations
could be performed in it. Heraeus and Osram Opto Semiconductor have
introduced technologies in which LED light is used for disinfection, includ-
ing a device that allows consumers to disinfect their environment. Heraeus
Noblelight equips buses with UV-C lamps, known as “light swords,” which
render 99.9% of all viruses harmless [16]. The market for UV-C is expected

to quadruple in the next five years.

Va-Q-Tec Thermoboxes

Pharmaceuticals, vaccines, but also electronic devices or works of art have to
be transported at constant, often very low temperatures. The first COVID-19
vaccine required temperatures of =70 °C. Va-Q-Tec has invented a completely
new technology for thermoboxes that insulates ten times better than Styrofoam
and keeps packed goods at a constant temperature for days or weeks without
any further energy supply. The company has more than 180 patents. During
the COVID-19 epidemic, huge numbers of test kits and vaccine vials requir-
ing extreme low-temperature storage were shipped in Va-Q-Tec boxes. The
customer list reads like a Who's Who of the pharmaceutical and biotech
industries. The market for frozen foods that must be transported at -18°
promises further growth.

Graforce

Organic and inorganic compounds in industrial wastewater, slurry, plastics,
or gases hold huge potential as energy sources. Graforce applies a process
known as plasmalysis to produce green hydrogen and other valuable
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industrial gases from these residuals. The production of hydrogen by plas-
malysis requires much less energy and is therefore significantly cheaper than
the classic electrolysis process. While the cost in conventional processes is

€6-8 per kg of hydrogen, it is only €1.50-3.00 in the plasmalysis process.

Magnetically Levitated Train TSB

The magnetically levitated train TSB (Transport System Bogl) was developed
by the Hidden Champion Max Bogl and certified by the German Federal
Railway Authority (EBA) in the fall of 2020. Bogl was involved in the con-
struction of the Transrapid in Shanghai in 2002, which runs at 450 km/h.
After Thyssen and Siemens abandoned the Transrapid project, Bogl took over
the development of its own maglev train.

The EBA certification allows this future-oriented transport system to be
marketed. Unlike the Transrapid, which was designed for long distances and
maximum speeds of 500 km/h, TSB is aimed at short-distance routes and
travel speeds of up to 160 km/h. In China, which may have the greatest mar-
ket opportunities, Bogl is cooperating with Xinzhu, which operates a 3.5 km
test track in Chengdu. TSB is “currently the most modern solution for local
public transport. The system floats quietly and contact-free on a slim track on
elevated, ground-level, or underground rails” [17]. Bogl offers a complete
solution from a single source, from planning, to manufacturing, to operations.

Vectoflow

Vectoflow builds flow and dynamic pressure probes with 3D printing. Such
additive manufacturing can achieve miniaturization, high precision, flexibil-
ity, and customization on an unprecedented scale. Co-founded in 2015 by
mechanical engineer Katharina Kreitz, Vectoflow already boasts an impressive
customer list including Siemens, Airbus, Tesla, Raytheon, Safran, General
Electric, BMW, and Toyota.

Twaice Battery Analytics

Batteries are at the heart of mobility and energy systems. In the near future,
they will not only power millions of vehicles but will also serve as a buffer
between the generation and the consumption of electric power. At the same
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time, batteries have all sorts of quirks with respect to charging, lifetime, power
output, and similar processes. Identifying these quirks is Twaice’s business.
This start-up analyzes batteries in terms of every conceivable parameter.
Customer benefits are significant in terms of maintenance, charging processes,
and replacement.

Combustion Chambers for SpaceX Rockets

Where does Elon Musk buy the machines that make the combustion cham-
bers and other high-stress parts for SpaceX’s Mars rockets? From the Hidden
Champion MK Technologies! MK produces systems for investment casting,
an alternative to 3D printing, which allows the production of extremely com-
plex shapes. MK has supplied SpaceX with several production lines for invest-
ment casting, on which the combustion chambers are manufactured. SpaceX
is highly satisfied with the results. SpaceX would have needed 1000 large 3D
printers to achieve the same output. Other parts of the rockets continue to be
manufactured with 3D printers, namely those from the German Hidden

Champion EOS, global market leader in this field.

Flying Dogs, Smart Birds, and Chameleons

Festo, the global market leader in pneumatics, repeatedly delivers impressive
breakthrough innovations by technically replicating role models from nature.
Some of these are demonstration objects that illustrate Festo’s technological
expertise and technical prowess. The videos with the bionic flying dogs and
smart birds are amazing and truly worth watching [18]. Festo technicians
have not only succeeded in deciphering bird flight but in technically replicat-
ing it. The bionic approach leads to highly practical solutions. One example
is the Flex Shape Gripper, which replicates the tongue of a chameleon and can
pick up and place small objects of any shape. Again, the video is more than
impressive [19]. During my visits to China, I saw for myself that these unusual
skills are of practical use in ordinary markets. I asked in dozens of factories
whether they are using Festo products and the answer was always “yes.”
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Quantum Sensor

Hidden Champions are venturing into frontier technologies. Sick, a Hidden
Champion in sensors, is cooperating with the laser specialist Trumpf to launch
a sensor based on quantum technology. Sick CEO Robert Bauer explains,
“The quantum sensor can measure particles one-fifth of a micrometer small,
which is 200 times thinner than a human hair” [20]. Potential applications
for this futuristic technology are emerging in semiconductor production, the
pharmaceutical industry, and the environmental sector.

Innovation Processes

The innovation processes of Hidden Champions have numerous special fea-
tures. A study by the Center for European Economic Research concludes
“Hidden Champions have excellent innovation process management” [21].
Innovation begins with investment in research and development. The R&D
intensity, i.e., the ratio of R&D investment to revenue, is at 6% for the
Hidden Champions, twice as high as the average for German industrial com-
panies. The 35 publicly traded German companies with the highest R&D
intensity achieve 4.8% [22]. For KWS, a Hidden Champion in seed produc-
tion, the ratio is 18.5%. Note that KWS is not a start-up, but was founded
in 1856.

As already mentioned, Hidden Champions have 31 patents per 1000
employees while large companies have only six. The costs per patent differ by
a factor of five. For large companies, they are €2.7 million, while for the
Hidden Champions the cost per patent is €529,000. This divergence suggests
that the innovation processes differ significantly.

According to the Institute of the German Economy, the average patent
exploitation rate, i.e., the actual use of patents in products, is only 15% in
Germany. Another source quotes only 5-7% [23]. These low rates refer to
both large companies and independent inventors [24]. For the Hidden
Champions, the rate reaches around 75%, meaning that they use three out of
four patents in products. The reasons lie in the Hidden Champions’ focus and
the closeness to customer. They avoid developing features, products, or ser-
vices that customers ultimately do not accept.

Innovations are a top priority for Hidden Champions, and top manage-
ment acts as both an active initiator and an enforcer. Herbert Schein, CEO of
Varta, the global market leader for microbatteries, is committed to this
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mandate: “We need a culture of innovation. For me, one of the most impor-
tant tasks is to create this culture of innovation. Trust and agility are impor-
tant. We decide on something and implement it immediately” [25]. This
approach can only work when focus and depth come together and the leaders
are sufficiently involved in the details to drive innovation effectively. A strat-
egy accepted by everyone involved—as well as smooth collaboration between
functions—facilitates and accelerates the innovation process and leads to bet-
ter results, especially in process innovations. Heads and competencies are
more important than budgets for innovation success. “Employees in Hidden
Champions are more involved in the innovation process than in other com-
panies, creating an organizational climate that particularly encourages innova-
tion,” writes Julian Schenkenhofer [25].

Continuity is essential for achieving constant improvements and ultimately
perfection. The customers are a very important source of ideas for the Hidden
Champions and are deeply involved in their innovation processes [26]. This
requires relationships based on trust. Despite their limited personnel and
financial resources, the Hidden Champions prove to be outstanding innova-
tors, not least because they design their innovation processes differently. As a
result, their innovativeness is several times higher than that of large companies.

References

1. Kreditanstalt fiir Wiederaufbau. (2020). KfW-Innovationsbericht 2019. Frankfurt.
2. Rammer, C., & Spielkamp, A. (2015). Hidden Champions—Driven by Innovation,
Empirische Befunde auf Basis des Mannheimer Innovationspanels. Mannheim: ZEW.

3. Retrieved ~ from  https://www.bloomberg.com/news/articles/2020-01-18/
germany-breaks-korea-s-six-year-streak-as-most-innovative-nation.

4. Breitinger, J. C., Dierks, B., & Rausch, T. (2020). Weltklassepatente in
Zukunfistechnologien—Die Innovationskraft Ostasiens, Nordamerikas und Europas.
Guetersloh: Bertelsmann Stiftung.

5. Ernst, H., & Omland, N. (2010). The patent asset index—A new approach to
benchmark patent portfolios. World Patent Information, 33, 34—41.

6. Retrieved from https://www.dpma.de/dpma/veroeffentlichungen/statistiken/csv-
statistiken/index.html.

7. Retrieved from hetps://www.gartner.com/smarterwithgartner/5-trends-drive-the-
gartner-hype-cycle-for-emerging-technologies-2020/.

8. Blosch, M., & Fenn, J. (2021). Understanding Gartner’s hype cycles. Garneer.
com, September 23; with permission by Gartner June 24, 2021.

9. Levitt, T. (1988), Editorial. Harvard Business Review, p. 9.


https://www.bloomberg.com/news/articles/2020-01-18/germany-breaks-korea-s-six-year-streak-as-most-innovative-nation
https://www.bloomberg.com/news/articles/2020-01-18/germany-breaks-korea-s-six-year-streak-as-most-innovative-nation
https://www.dpma.de/dpma/veroeffentlichungen/statistiken/csv-statistiken/index.html
https://www.dpma.de/dpma/veroeffentlichungen/statistiken/csv-statistiken/index.html
https://www.gartner.com/smarterwithgartner/5-trends-drive-the-gartner-hype-cycle-for-emerging-technologies-2020/
https://www.gartner.com/smarterwithgartner/5-trends-drive-the-gartner-hype-cycle-for-emerging-technologies-2020/
http://garnter.com
http://garnter.com

10.

11.

12.

13.

14.

15.

16.

17.

18.
19.

20.

21.
22.

23.
24.

25.

206.

19 Innovation 163

Conren. (2020). Studie zu borsengelisteten Familienunternehmen in Europa.
Heidelberg and Zurich, p. 9.

Pohl, P, & Kempermann, H. (2019). Innovative Milieus—Die Innovationsfihigkeit
deutscher Unternehmen (p. 30). Guetersloh: Bertelsmann Stiftung, October.
Naudé, W., & Nagler, 2. (2021, March 2021). The rise and fall of German inno-
vation. Discussion Paper 14154, IZA Institute of Labor Economics, Bonn.
Stieler, M., & Munk, A. (2020). Die additive Fertigung bei KSB. Marketing
Review St. Gallen, 60, 46-53.

Retrieved  from  hteps://binz-automotive.com/viren-bekaempfung-mit-led-
licht-aus-ilmenau/.

N.A. (2020, November 7). Ein Lichtschwert gegen Viren. Frankfurter Allgemeine
Zeitung, p. 28.

Retrieved from https://transportsystemboegl.com/gruenes-licht-vom-eisenbahn-
bundesamt-fuer-das-tsb/.

Retrieved from https://www.festo.com/group/en/cms/13130.htm und hetps://
www.festo.com/group/de/cms/10238.htm.

Retrieved from https://www.youtube.com/watch?v=m71-87r400Y.

Preuf$, S. (2021, November 6). Deutscher Sensor der Superlative. Frankfurter
Allgemeine Zeitung, p. 21.

Rammer, C., & Spielkamp, A. (2015). Hidden champions—Driven by innovation.
Mannheim: ZEW.

EY. (2019). Top 500 F&E: Wer investiert am meisten in Innovationen. Vienna: EY.
Retrieved from hteps://idw-online.de/de/news445856; and https://uol.de/filead-
min/user_upload/forschung/download/Transfer/Patente/PatFi-PVA-Kap5.pdf.
Retrieved from heeps://www.dpma.de/docs/dpma/veroeffentlichungen/1/dpma-.
N.A. (2020, September 1). Ich will tiberall Innnovationen sehen. Interview with
Herbert Schein, Frankfurter Allgemeine Zeitung, p. 22.

Schenkenhofer, J. (2020). Hidden champions: A review of the literature and
future research avenues. Working Paper Series 06-20, Lehrstuhl fiir Management
und Organisation, Universitit Augsburg, p. 17.

Retrieved 2019, from https://www.juliusraabstiftung.at/publikationen/studie-
innovation-und-resilienz-bei-familiengefuehrten-kmus/.


https://binz-automotive.com/viren-bekaempfung-mit-led-licht-aus-ilmenau/
https://binz-automotive.com/viren-bekaempfung-mit-led-licht-aus-ilmenau/
https://transportsystemboegl.com/gruenes-licht-vom-eisenbahn-bundesamt-fuer-das-tsb/
https://transportsystemboegl.com/gruenes-licht-vom-eisenbahn-bundesamt-fuer-das-tsb/
https://www.festo.com/group/en/cms/13130.htm
https://www.festo.com/group/de/cms/10238.htm
https://www.festo.com/group/de/cms/10238.htm
https://www.youtube.com/watch?v=m7l-87r4oOY
https://idw-online.de/de/news445856;
https://uol.de/fileadmin/user_upload/forschung/download/Transfer/Patente/PatFi-PVA-Kap5.pdf
https://uol.de/fileadmin/user_upload/forschung/download/Transfer/Patente/PatFi-PVA-Kap5.pdf
https://www.dpma.de/docs/dpma/veroeffentlichungen/1/dpma-
https://www.juliusraabstiftung.at/publikationen/studie-innovation-und-resilienz-bei-familiengefuehrten-kmus/
https://www.juliusraabstiftung.at/publikationen/studie-innovation-und-resilienz-bei-familiengefuehrten-kmus/

Part V

The New Game of Strategy



®

Check for
updates

20

Ambition

How does a company become a Hidden Champion? No Hidden Champion
stumbled into global market leadership by chance. They all got there because
of the ambitions and goals of the company founders and their successors,
driven by the will to be the best in their business, ideally in the global market.
The drive to excel fuels strong motivation, regardless of whether the scope is
local, national, or global. The legendary founders of established Hidden
Champions were driven by this kind of ambition. Does this apply to the
younger generation of Hidden Champion leaders and entrepreneurs? The
answer is a resounding “yes,” as the following quotes show.

Frank Blase, CEO of Hidden Champion Igus, reports: “At 16, we were
asked at school what we wanted to achieve in life professionally. I said, ‘do
something where I am the best in the world’.”! Today, his company Igus is the
global market leader in so-called motion plastics. Nikolas Stihl, chairman of
Stihl, the global market leader in chainsaws, says: “Either we're the best, or we
don’t do it.” This statement refers not only to Stihl’s classic gasoline-powered
products but also applies to the new generation of battery-powered devices.
These devices have opened up completely new perspectives for Stihl and
required a real transformation of the company. Michael Kiigelgen, CEO of
investment casting Hidden Champion MK Technologies, states: “We have to
build the best machines in the world.” Hiittenes-Albertus, one of the leading
suppliers for foundries, formulates no less ambitiously: “We have set our

! Personal communication, October 20, 2020.
? Private Wealth-Magazine, December 2019, p. 20.

?Personal communication, May 23, 2020.
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sights on being the most innovative company and the preferred supplier for
the foundry industry worldwide” [1].

EWM, one of the global market leaders in the field of welding technology,
expresses its ambitions as follows: “Our goal is to be first and best when it
comes to technology, quality, and customer benefits” [2]. Herbert Schein,
CEO of Varta, global market leader in microbatteries, formulates a similar
claim: “We have the will to be number one in every process step” [3]. His
majority shareholder, the Austrian investor Michael Tojner, agrees: “We want
to become the Apple of battery manufacturing” [4]. These statements high-
light the important aspect that every performance feature and every process
step opens up new opportunities and fields in which it is possible to succeed
and to be the best.

Not only established Hidden Champions compete to be the best. Young
Hidden Champions have similar ambitions. The translation service Deepl.
com confidently states: “We outperform all other translation systems. The
DeepL translator delivers the best translations worldwide. In Europe and
America, DeepL is already known as the world’s best Al translation provider”
[5]. Mackevision, global market leader in computer-generated imagery (CGI),
formulates no less ambitiously: “Our claim is to offer solutions and products
at the highest level and at the same time to be the absolute number one world-
wide” [6]. Perfection is also the goal of Sennheiser, one of the global market
leaders in microphones and headphones: “We strive for the perfect sound” [7].

Market Leadership

In many cases, the ambitions of Hidden Champions explicitly relate to mar-
ket leadership. The claim to be the best in one’s market and the achievement
of a market-leading position are closely related. Those who are and remain the
best have a good chance to become market leaders. The company Sick, one of
the global market leaders in sensor technology, says: “Market leadership means
becoming the standard of excellence against which others measure themselves.
We set the benchmarks worldwide.” Max-Ferdinand Krawinkel, head of
PWM, the global market leader in electronic price displays at gas stations,
puts it this way: “Our goal is to become the market leader in all countries in
which we are active.”* PWM has a market share of about 90% in Germany
and is also number one in the US market.

4 Frankfurter Allgemeine Zeitung, July 2, 2020, p. 21.
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More than one-third of the German Hidden Champions see themselves as
the global number one. For most of them, the goal of market leadership tran-
scends having the highest market share. The goal forges their identity. They
pursue the more comprehensive claim to be the best in their market, which
means to lead all market participants—customers, suppliers, and competi-
tors—in terms of technology, quality, and reputation. Revenue and unit sales
are the results and the indicators of the leadership position, but not the pri-
mary objectives.

The claim to lead the market is explicitly formulated and communicated
early on in the development of these companies, in many cases from the start.
The ambition to be the best and to become the market leader is an important
driver of employee motivation. Hidden Champions “earn” their market-
leading positions and their market shares through superior performance, not
through low, margin-ruining prices. They command “good” market shares
with high profit margins. The market share mania typical of mass markets
where “bad,” low-profit market share is acquired through aggressive pricing
without regard to profit is alien to the Hidden Champions. Only a market
leader who has achieved his position by superior performance will be accepted
by the other market participants.

will

Announcing that one wants to be the best or the market leader is easy. Actually
achieving these goals is hard and requires willpower and competence.
Willpower is a complex phenomenon that economists and business experts
avoid. I am aware of only two management books with the term “will” in the
title, and both are by Marvin Bower, the co-founder of McKinsey. After the
early death of James McKinsey, Bower shaped this firm according to his ideas
and led it to world leadership in strategy consulting. His first book, 7he Will
to Manage, was published in 1966, and at the age of 94, he published a second
book, 7he Will to Lead [8, 9]. One is reminded of the famous concept “The
Will to Power” by Friedrich Nietzsche.” The term “will” is otherwise extremely
rare in management literature, although will is a crucial element of leadership
and management. The corporate culture of McKinsey—as originally

> “The Will to Power” is not an independent work of Friedrich Nietzsche, but an idea introduced by him
in Die frohliche Wissenschaft and the following work Also sprach Zarathustra and mentioned at least in
passing in all subsequent books.
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established by Bower—continues to reflect his influence. Seneca’s words come
to mind: “Will cannot be learned.”

I know hundreds of Hidden Champion entrepreneurs, and almost all of
them are characterized by an irrepressible will to be the best in their market
and to become the market leader. In his autobiography, Hidden Champion
founder Albert Blum speaks of the, “unconditional will to bring innovation to
the world” [10]. This will must remain strong for a long time. After all, achiev-
ing these ambitious goals is a long-distance race that can take decades.

Competence

Will alone, however, is not sufficient to achieve the noble goal. It is a necessary
condition, but not a sufficient one. The necessary competencies are just as
important. One must not only want to do it, but also be able to do it.

My encounters with hundreds of Hidden Champion entrepreneurs sup-
port the notion that a long process of learning-by-doing, not innate superior-
ity or talent, is the basis of superior performance and market leadership. The
typical Hidden Champion entrepreneur is not born with the requisite skills.
Only very few of them were the best in their field worldwide or mastered the
necessary skills early in their lives. Talent helps, but superior competencies are
typically developed through continuous practice over time.

“If you practice one skill for 10,000 hours, you'll have a good chance at
becoming an expert at it,” is how Malcom Gladwell describes the phenome-
non in his bestseller Outliers— The Story of Success [11]. The idea that perfec-
tion is achieved through sustained practice was already put forward in a 1993
article by Anderson, Krampe, and Tesch-Romer, who explained expert perfor-
mance as “the end result of individuals’ prolonged efforts to improve perfor-
mance. In most domains of expertise, individuals begin in their childhood a
regimen of effortful activities (deliberate practice) designed to optimize
improvement. Individual differences, even among elite performers, are closely
related to assessed amounts of deliberate practice. Many characteristics once
believed to reflect innate talent are actually the result of intense practice
extended for a minimum of ten years” [12].
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There is another facet that drives up the chance to achieve the ambitious goals
to be the best or the market leader. As discussed in Chap. 4, there is a multi-
tude of markets, possibly millions of them. Each of these markets, or more
broadly, each market segment, opens up the opportunity to be the best in that
segment. Within each of these many markets, every competitive parameter
opens yet more chances to be the best at something. In a specific market, you
can be the best in product quality or design or price or brand or service, etc.
Delivering superior performance in one or a few parameters can create new,
separate markets or segments in which a company can be the market leader.

The New Game: Ambition

What is new in the game with respect to ambition? Aiming to be the best in
a market is not fundamentally changing, but its importance is likely to
increase. The reason is that more and more ambition is penetrating the mar-
kets, primarily from Chinese and other Asian competitors, but also from
Eastern European and Israel. If you interpret the ratio “own ambition/total
ambition in the market” as an indicator of the probability of success, it is clear
that the numerator must increase with the denominator if the probability of
success is to remain the same. On the other hand, increasing market fragmen-
tation can alleviate the pressure.

If the race for best-in-class and market-leading positions is fought at higher
speeds in the future—which seems likely—there is less time to realize ambi-
tions. More agility and faster implementation are necessary in the New Game,
within limits to avoid mistakes. Learning through practice takes time. Another
change will be the need to recruit more talent internationally to ensure the
required level of competencies.
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Focus

Only focus leads to world class. Frank Gotthardt, the founder of Compugroup
Medical, a Hidden Champion in software for medical practices, succinctly
advises: “Focus on what you do best!” This has turned out to be a good idea,
as the Compugroup’s market capitalization stands at €4.4 billion.'

Most Hidden Champions define their markets narrowly and stay true to
their focus as they grow. Many of them do not accept the standard industry
definition of markets or segments. Instead, they see the definition of their
market as a strategic parameter they determine independently. Defining the
market and the focus differently from the competition or industry tradition
can in itself be an innovation [1].

Some Hidden Champions are ultra-niche players, which means that they
operate in tiny markets, but command global market shares of 70-100%. The
Hidden Champions Bauer Comp and Sauer are both compressor manufac-
turers, but leaders in different submarkets. Sauer has a global market share of
75% for compressors for naval vessels, and Bauer Comp has an equally high
global market share for breathing air compressors. Such a narrow focus may
limit growth, but it also creates high barriers to market entry.

Because of their focus, the fate of Hidden Champions depends on their
core markets, for better or worse. At the same time, their customers depend
on them as the only providers of a superior product or service. While the
dependence on one market increases the market risk, the full concentration of
the Hidden Champions’ resources makes it hard for other companies to com-
pete, which reduces the competitive risk. It is up to each company to find the

!January 27, 2021.
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right balance between the two types of risks. Once the Hidden Champions
have selected a market, they show a strong and long-term commitment to it.
Fundamental redefinitions of the market occur as rarely as technology break-
throughs, only about every 10-15 years.

Product Focus

Manfred Bogdahn commits to focus on one product: “We will only do one
thing—but we will do it brilliantly!” His company Flexi produces nothing
but retractable dog leashes and commands 70% of the world market.
Competitors from China and many other countries have tried to imitate Flexi
products hundreds of times, without ever succeeding. The total focus on this
seemingly simple product is the reason for Flexi’s continued success.

Nils Meyer-Pries, CEO of the Fuchs Group, the world’s No. 2 in spices,
takes a similar view: “Only do what you can do really well, then do it properly
and thoroughly. The courage to specialize and to focus on small markets sus-
tains our global development.” Franz-Josef Konert, CEO of Gelita, the global
market leader for gelatin, formulates unequivocally: “Our focus: production
of animal proteins.”? Gelitas products go to customers in many different
industries, but are based on one raw material, so the product focus makes sense.

These statements show that product quality is at the core of the value-to-
customer. Product focus can also be found among Hidden Champions in the
high-tech sector and not just in traditional industries. Wago, one of the mar-
ket leaders in electronic connectivity, says: “We focus our thoughts and actions
on what we do best: We create the right connections and ensure their reliabil-
ity in the long term.” Jaroslaw Kutylowski, CEO of Deepl.com, was asked in
an interview: “Is focus on a single product the recipe for success?” His answer
was “Focus is a valid point, and also a vision of the company. I think it’s the

only way startups can compete against the big companies.”

Customer Focus

Hidden Champions that predominantly serve customers from one industry
naturally ascribe great importance to customer focus. Uhlmann, the global
market leader in packaging systems for the pharmaceutical industry, says “We

2 Gelita Strategy 2020.

3 hteps://www.gruenderszene.de/technologie/deepl-ceo-jaroslaw-kutylowski
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always had one customer and will only have one customer in the future: the
pharmaceutical industry. We only do one thing, but we do it right.” Uhlmann
could certainly produce systems for food packaging or electronic gadgets, but
its priority is to defend its top position in the pharmaceutical industry by
focusing fully on that sector.

Customer focus can also be found in digital sectors. The Hidden Champion
Nemetschek is the world’s leading software vendor for architects, engineers,
and the construction industry (AEC), with over six million users in 142 coun-
tries. A statement from the company says: “Focus on one thing and be the
best in the world. Nemetschek is the only global vendor focused exclusively

on the AEC industry.”

Focus and Investors

The example of the startup MOWEA, a manufacturer of modular wind tur-
bines based on the Lego principle, shows that focus can play an important
role in attracting investors and raising capital: “The possible applications of
our turbines are very diverse. But that is not necessarily an advantage when it
comes to acquiring investors. They want to see that you have found your
niche and are successful in it. So it’s better not to meddle in five different
areas, but to choose one and really get going there” [2]. Smart investors make
sure that startups are focused and do not lose their way. Scarce finances make
focus even more important.

Multidimensional Focus

It is not always possible to draw a sharp distinction between product focus
and customer focus. Teamviewer, the global market leader in remote screen
sharing, incorporates both: “TeamViewer focuses on cloud-based technolo-
gies that enable online collaboration and remote support for users worldwide.”

Focus can include other dimensions such as technology, processes, or even
broader capabilities. Tesla Grohmann Engineering is an example of this. They
used to supply specialized systems for microelectronic assembly. For a long
time, Intel was their most important customer. After a while, Grohmann
started to offer solutions for difficult tasks in the automotive industry, for
example assembling door seals. When Elon Musk became aware of Grohmann
in the context of battery manufacturing, he was so impressed by their compe-
tencies that he bought the company. Most recently, Tesla Grohmann
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Engineering has attracted attention as a supplier of manufacturing equipment
for COVID-19 vaccines. Tesla Grohmann’s focus is not defined by a specific
product or customer group. It sees its expertise in solving difficult problems in
industrial production. In 2021, Elon Musk dropped the name Grohmann
and renamed the company Tesla Automation.

The roots of Rhein-Nadel Automation (RNA) go back to seventeenth-
century needle production. If RNA had stuck with this product focus, the
company would have disappeared long ago, the fate suffered by seven other
needle manufacturers in its region. Instead, RNA underwent a fundamental
transformation of focus and is now the global market leader in feeding sys-
tems for small parts such as razor blades, roll-on deodorants, or shampoo lids.
“We deal with the feeding of small parts. We do it for almost all industries.
We create order out of a chaotic mass of parts. Half the parts in a home go
through our systems,” says Rhine Needle CEO Christopher Pavel [3]. The
systems that RNA produces are one of a kind. The focus is on process
know-how.

Loss of Focus

Some successful entrepreneurs struggle with focus. Their success in one mar-
ket can lead them to overestimate their abilities and believe they are similarly
competent in other markets. This attitude creates the danger of losing focus
and direction. Regardless of how ambitious and competent entrepreneurs are
in their accustomed field, it is unlikely that they can become the best in mul-
tiple markets. Only one person, Marie Curie, ever won the Nobel Prize in two
scientific fields (chemistry and physics).* The maxim “cobbler, stick to your
last” is difficult for quite a few entrepreneurs to accept. Their success in one
market tempts them to prove themselves to the world in other areas. This
almost always goes wrong. I have seen dozens of such cases, which out of
consideration I will refrain from naming. Anyone who has the ambition to
become and—above all—to remain a Hidden Champion is well advised to
focus and stay focused on one market.

#Besides Marie Curie, three other scientists received two Nobel Prizes: Linus Carl Pauling (Chemistry
1954, Peace 1962), John Bardeen (Physics 1956, 1972), and Frederick Sanger (Chemistry 1958, 1980).
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The New Game: Focus

Rhein-Nadel Automation (RNA) is an outstanding example for the successful
transformation of focus, from the product “needle” to the process “feeding
small parts.” Every company has to ask itself from time to time whether its
focus needs to be readjusted. Traditionally, this used to happen only at longer
intervals, but the rapid changes driven by globalization, digitalization, the
advance of ecosystems, and sustainability requirements will mean that the
New Game will change more often. Increased complexity of business systems
and breakthrough innovations may also require a change of focus.
Manufacturers of automotive drivetrains, for example, must find a new focus
as electromobility advances. Defining market and focus correctly is a difficult
task. Hidden Champions have become market leaders by defining their mar-
kets and their focus narrowly.

Focus is not diminishing in importance and may even become more deci-
sive. You become world class by sustained concentration, not by spreading
your resources thinly. The danger of specializing too much may be smaller
than the risk of dissipating one’s talents and energies. The specialist often
beats the generalist [4].
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Depth

Depth touches the core and heart of many Hidden Champions. In manage-
ment, depth usually comes up in connection with terms such as the value
chain or integration. In the value chain, depth can be directed toward the
customer (downstream) or toward the supplier (upstream). In the same sense,
we speak of forward integration or backward integration. One can also use
depth to describe knowledge, insight, analysis, or immersive engagement with
a problem. The spatial concept of depth fits the Hidden Champions in several
respects. In the book 7ime and Freedom [1], the French philosopher Henri
Bergson explains that we assign spatial terms to abstract content because only
space is accessible to our perception.

Depth of the Value Chain

Hidden Champions often cover several stages in the value chain with a deep
range of services in their narrowly defined markets. The depth of value added
by the Hidden Champions is 42% of revenue, significantly higher than the
industry average. This is even more pronounced for the value added in manu-
facturing, which reaches 50% for the Hidden Champions versus the industry
average of less than 30%.

Some Hidden Champions are fanatical do-it-yourselfers, with a manufac-
turing value added of 70% or more. Wanzl, the global market leader in shop-
ping carts and airport luggage carts, says: “We have a very deep vertical
integration. We produce almost all parts and components ourselves according
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to self-defined quality standards. With our own electroplating facilities, Wanzl
products receive their unsurpassed surface finish.”

Vertical integration sometimes extends all the way to the raw materials.
Faber-Castell, the global market leader in pencils, grows its own wood for the
pencils, operating plantations in Brazil covering an area of 100 square kilome-
ters. When I asked the CEO, the late Anton-Wolfgang Graf von Faber-Castell
[2], why he didn’t buy the wood on the market, he replied: “My father used
to buy the wood. When I took over, I noticed that we weren't getting the same
consistent quality every year. Therefore, I decided to grow our own wood.”

High-tech Hidden Champions show similar preferences. Herbert Schein,
the CEO of Varta, says: “Although I was always advised otherwise, we have
kept all stages of the value chain within the company. Today, we design and
build the most important machines ourselves, the ones that make the differ-
ence. We take care of the tooling, the material finishing, the production, and
the packaging” [3]. The statement from sensor technology Hidden Champion
Pepper]l & Fuchs echoes Schein’s statement: “We do everything ourselves,
especially in research and development.” Hasenkamp, a shipping company
specializing in art transport, says: “We don’t let anything out of our hands. We
take full responsibility. That’s what makes us qualitatively superior to large
shipping companies that do art transports on the side and outsource a lot.”
The commitment of many Hidden Champions to do-it-yourself does not
seem to have weakened. Most Hidden Champions are very reluctant to out-
source core competencies to third-party suppliers.

Non-core Competencies

The do-it-yourself attitude is restricted primarily to core competencies. In
contrast, Hidden Champions are more willing to outsource activities related
to non-core competencies. Their highest priority is to offer top performance
in product features that are important to the customer, such as quality, user-
friendliness, or the degree of innovation. They consider this the only way to
create and secure competitive advantages. Non-core competencies, on the
other hand, are viewed as less important to the customer. Specialized external
service providers, especially in areas such as legal or tax advice, design, or
advertising, can often perform these tasks better. If outsiders can do a job bet-
ter, it makes sense to delegate the task.
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Uniqueness

The most obvious of depth’s many facets is total quality control. A company
has a better chance of achieving perfection when it controls all important
steps of the value chain than when parts come from many different suppliers.
After all, competitors can also buy the same materials on the open market
unless one agrees to exclusivity, as ASML, Trumpf, and Zeiss do within the
framework of the business ecosystem described in Chap. 16.

Deep value chains are the basis of the uniqueness and superiority of the
Hidden Champions’ products. Uniqueness and superiority can only be cre-
ated internally.

Know-How Protection

Another advantage of vertical integration and the secrecy it confers, is effec-
tive protection against know-how outflow, copycatting by imitators, and
industrial espionage. The Hidden Champions tend to be very secretive in
research and development. For some Hidden Champions, depth means that
they either develop and build their own machines to manufacture their prod-
ucts, or they modify standard machines for their specific purposes. Max-
Ferdinand Krawinkel, CEO of PWM, the world leader in electronic price
displays at gas stations, says: “If no one has the same machines, no one can
imitate our products and our quality” [4]. Jiirgen Nussbaum, a member of the
board of Sachtler, the global market leader for professional camera tripods,
cxpressed a similar view: “In some countries, competitors are trying to imitate
our products but fail because they dont have the same tools. We make our
own machines; they can’t be bought on the market.”

Depth and Growth

Efforts to deepen the value chain have contributed significantly to the growth
of many Hidden Champions. Acquisitions of upstream and downstream sup-
pliers played a major role in this. Krones, now the global market leader in
beverage filling lines, started out with labeling machines, a small part of the
value chain. Today, Krones offers complete filling lines. Vossloh, global mar-
ket leader in rail fasteners and switches, became an integrated systems pro-
vider for railroad operators through both in-house developments and
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acquisitions. It offers its customers not only rails, but also maintenance ser-
vices such as calibration, milling, and high-speed grinding. The story of
Wirtgen is similar. It began with road milling machines and is still the global
market leader in this field. Over the years, it has acquired Vogele (road pav-
ers), Hamm (steamrollers), Benninghoven (asphalt mixers), and Kleemann
(crushing and screening plants for recycling). Today, the Wirtgen Group, now
part of John Deere, can cover the entire value chain in road maintenance and
construction.

Depth as a Millstone

Depth also has downsides. Among them are higher capital intensity, risks due
to uneven utilization of individual capacities along the value chain, and tech-
nical reasons. Enercon, one of the market leaders in wind technology, always
emphasized its extremely high vertical integration, which even included its
own railroad and ships. However, with the crisis in wind energy, its complex
value chain turned into a disadvantage. A deeper value chain usually means
higher fixed costs. Another example are luxury goods manufacturers who pen-
etrated the retail level by opening their own stores in order to capture trade
margin. In times of crisis, though, traffic at their stores dries up and the ongo-
ing fixed costs turn into millstones. I expect that companies will now exercise
greater caution with these types of vertical integration.

New Competencies

Digitalization and innovation confront Hidden Champions with difficult
challenges. A traditionalist preference for doing everything yourself can be
dangerous if a company does not have the necessary competencies or cannot
develop them quickly enough.

“It’s never a solution to close yourself off,” says Hans-Georg Nider, CEO
of Ottobock, the world leader in prosthetics and orthotics. In this situation,
many Hidden Champions made the correct decision to open up and cooper-
ate with startups and experts within the framework of a business ecosystem.
The ecosystem of the Beumer Group described in Chap. 17 exemplifies this.

The Hidden Champion Wiirth Elektronik, with sales of just under €1 bil-
lion and about 8000 employees, practices a similar model by cooperating with
seven software startups. It holds minority stakes and acts as mentor to the
founders of the startups. Overall, the picture remains mixed. In principle,
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there is a greater readiness to cooperate, but rather with “neutral” organiza-
tions such as universities and institutes than with private startups, who could
end up being potential competitors. A research study confirms: “We find
Hidden Champions to engage more frequently in cooperation with external
partners. The largest difference is found in their cooperation with universities
and research institutes. When developing new products, however, Hidden
Champions rely more often on their own capacity and are less engaged in
joint development” [5].

Technology and Depth

Technological breakthroughs can present both opportunities and threats. In
the cases of Krones and Wirtgen, the deepening of the value chain stayed
within the companies mechanical engineering competence. Hidden
Champion BEGA, the global market leader for outdoor architectural light-
ing, took a different route. BEGA historically limited itself to the mechanical
parts of the luminaires and bought the electronic components and the light
sources from big suppliers such as Osram, Philips, or General Electric. When
the LED technology broke up this traditional value chain for the entire light-
ing industry, BEGA seized the opportunity to become an integrated lumi-
naire manufacturer with a deeper and more sophisticated value chain. It
entered into the development and production of its own LED modules. It
also supplemented the mechanical processing and assembly plant with a man-
ufacturing plant typical of the semiconductor industry, featuring highly auto-
mated machines to manufacture LED modules as well as completely new
processes of an electronics manufacturer.

LED technology is not only transforming manufacturing, but also opens
up completely new possibilities for product design and sustainability. Such a
transformation requires high investments in human and physical capital.
That's why every company facing such upheavals must carefully consider
whether it can finance and develop the necessary competencies quickly
enough in-house. If that is not the case, companies should refrain from deep-
ening their value chains and give preference to outsourcing. A similar trans-
formation of the value chain will become necessary when electric drives
replace internal combustion engines. Stihl, the global market leader in chain-
saws, went a step further and started its own battery production. With a very
deep value chain, Stihl now offers a whole range of battery-powered tools for
gardening and landscaping.
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The New Game: Depth

A deep value chain is a double-edged sword for Hidden Champions.
Traditionally, they consider deep vertical integration as the most important
source of uniqueness and competitive superiority. The associated secrecy,
especially in R&D, safeguards their know-how. But the advance of new tech-
nologies, first and foremost digitalization, forces them to decide whether they
can develop the required competencies quickly enough with on-board
resources. The more complex the knowledge gets, and the more it departs
from previous competencies, the more likely the answer to this question is
negative. At that point, it may be wise to follow new rules: open up and find
new models of value creation. This often requires greater outsourcing, coop-
eration with external experts, and recourse to cloud-based services. Agility
plays an important role in this high-speed game. Relinquishing some auton-
omy is not easy for the Hidden Champions, but under the new rules of the
game, a transformation in the direction of greater openness is strongly
recommended.

References

1. Bergson, H. (1910). Time and free will. London/New York: S. Sonnenschein &
co., Itd., The Macmillan co.

2. Simon, H. (2013, February 27). Laudatory speech for Anton Wolfgang Graf
Faber-Castell at the occasion of the G-E-M Award 2013 of Gesellschaft zur
Erforschung des Markenwesens, Berlin, Graf Faber-Castell died in 2017.

3. N.A. (2020, September 1). Ich will iiberall Innovationen schen. Interview with
Herbert Schein, Frankfurter Allgemeine Zeitung, p. 22.

4. Freitag, L., & Schmidt, K. (2019, February 1). Einsame Spitze.
Wirtschafiswoche, p. 22.

5. Rammer, C., & Spielkamp, A. (2019). The distinct features of hidden champions
in Germany: A dynamic capabilities view. ZEW Discussion Papers, No. 19-012,
ZEW-Leibniz-Zentrum fiir Europdische Wirtschaftsforschung, Mannheim,
Germany.



Check for
updates

23

Customers

Closeness-to-customer forms a central element of Hidden Champions’ strate-
gies. Their products are often complex and require intensive customer interac-
tion. These requirements are best met by direct sales, which more than three
quarters of all Hidden Champions practice.

Closeness-to-customer is second nature to the Hidden Champions, because
of their smaller size and the less pronounced division of labor. When neces-
sary, they deploy employees from production or R&D in customer service.
Compared with large companies, the percentage of employees with regular
customer contact is about five times higher.

In addition, many Hidden Champions favor decentralized structures.
Foreign subsidiaries have greater autonomy than they typically would in large
companies. Top management places high value on regular, direct customer
contact. This has positive side effects, because management gets more and
better information on customer issues, and because employees are more
motivated.

Martin Kannegiesser, head of the eponymous global market leader for
laundry systems, is personally present at the Texcare trade fair, because “the
Americans and French who roam the company’s stand want to see the boss”
[1]. One Hidden Champion CEO told me: “I know and have visited every
one of our customers in the world. The direct relationships built through
these visits are invaluable.” Dr. Wolfgang Willmann and Joachim Pein, found-
ers of Dent-A-Pharm, the global market leader in light-curing composites for
dental laboratories, emphasize: “We think it’s important that customers can
meet us in person. That's why we are present at all the big trade fairs, includ-
ing Dubai, Sao Paulo, and Singapore.”
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I once read in a newspaper in the US Midwest about trouble at the paint
shop of a local car plant. The hair spray that some workers used contained
metal particles which had a tendency to settle on the paint. I cut out the
article and sent it to Reinhard Schmidt, then CEO of Diirr AG, global market
leader for automotive paint shops. He replied “I know this problem because
P've been to this plant. The current paint shop is run by a competitor who
can't handle the metal particle problem. We have a solution. 'm optimistic
that we'll get the go-ahead next time.” This is exemplary closeness-to-customer
on the part of top management. Not only does the CEO of a billion-dollar
company in Stuttgart, Germany, know exactly what’s causing problems at a
customer’s paint shop somewhere in America, but he has been there in person
and has a solution, even though the current plant is from the competition.

“In mid-sized companies, brand and trust-building are always the boss’s
job,” says an article on closeness-to-customer of mid-sized companies [2]. On
the one hand, these insights and recommendations are common sense, yet
their implementation in practice is anything but simple. Customer relations
and closeness-to-customer delineate the greatest differences between mid-
sized and large companies, as well as the greatest differences between strong
and weak companies. Thanks to their manageable size and flexibility, the
Hidden Champions can shape customer relationships in a mutually beneficial
way. They are great role models when it comes to closeness-to-customer.

Top Performance

Hidden Champions offer top performance and consistently align their offer-
ings to the needs of their customers. They are always mindful to meet all
expectations regarding product quality and service. Their products feature a
high-technological sophistication combined with reliability.

Rosen Group, global market leader in pipeline inspection systems, says
“We go far beyond current customer requirements by anticipating future
market needs.” Cerobear, the world’s number one in ceramic ball bearings, has
a similar claim: “We exceed our customers” expectations and deliver top qual-
ity in every respect” [3]. Flexi, the world leader in retractable dog leashes, also
makes no compromises when it comes to quality. Its products must pass more
than 100 quality tests.
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Service

Service is becoming more and more important for the Hidden Champions.
Customers increasingly expect comprehensive service packages, training,
global presence, and networking. Herrenknecht, global market leader in tun-
nel boring machines, says “With the experience of thousands of completed
projects, we are the only supplier worldwide to support our customers with
premium services over the entire project duration, from the initial project idea
to dismantling and reconditioning.” Festo, the global market leader in pneu-
matics, has formed a separate training company, Festo Didactic SE, which is
now the world’s leading provider of technical education.

Some Hidden Champions have transformed from industrial to service
companies. Many, especially the younger ones, use network economies and
offer services whose benefits increase through global presence. This type of
comprehensive service is increasingly expected by customers who operate
globally. Setting up a global service network is a major organizational and
financial challenge for a mid-sized company.

Systems Integration

A prominent trend in services is systems integration. Systems solutions
improve customer benefits and raise the barriers to entry. “Our customers
expect systems competence: powerful, simple, unique, reliable,” is how Dr.
Jochen Schaible, from the Swiss Hidden Champion Hoerbiger, sums it up.
The market leader seems predestined to be a systems integrator. However, the
transition to systems offerings multiplies the organizational complexity and
can jeopardize the focus of the Hidden Champions.

Brand

In their narrow markets, the Hidden Champions have strong brands. Many
of them have succeeded in building global brands, while others are still work-
ing on it. In order to secure their high market shares or to cover several price
segments, some employ multi-brand strategies. Ingredient branding is gain-
ing in importance, because many Hidden Champions are suppliers whose
parts disappear in the end product [4].
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Price

As a rule, Hidden Champions do not compete on price. In line with the top
performance they offer, their prices are often ten to 15% above the market
average. However, competitors from emerging markets, especially from China,
are catching up in terms of performance and are threatening existing price dif-
ferentials. In addition, the ultra-low-price segment—which Hidden Champions
historically do not serve—is emerging in less-developed countries. Serving cus-
tomers in this segment requires fundamentally different strategies in terms of
product, research and development, production, and marketing. Hidden
Champions tend to struggle in the ultra-low-price segment [4]. The Indian
low-cost car Tata Nano featured products from nine German suppliers, but
their expectations were not fulfilled. Experiments with second brands or the
acquisition of low-cost brands have also produced mixed results. Nevertheless,
it remains risky to totally neglect the ultra-low-price segment [5].

Focus on Top Customers

To become or remain the market leader, a company should win, permanently
satisfy, and retain top customers. Many Hidden Champions therefore focus
their efforts on top customers. This has several advantages. Sales to top cus-
tomers are usually well above average, which reduces transaction costs. Top
customers also act as drivers of performance because they demand outstanding
quality from their suppliers. Last but not least, serving top customers boosts a
company’s reputation. Market leaders are typically suppliers to top customers.

Klaus Grohmann, founder of the Hidden Champion that is now Tesla
Automation, pointed this out to me. He said that top customers make demands
that seem almost impossible to meet. They keep on pressing and are never fully
satisfied. But in this way, they constantly drive their suppliers to higher perfor-
mance. Grohmann has always aimed to be a supplier to the world’s top cus-
tomers in his target industries, regardless of their locations. He said that proving
that you satisfy the most demanding customers in the world through a lasting
supplier relationship makes it easier to access the rest of the market. Grohmann
used to focus on the electronics industry, supplying virtually all the leading
companies there. It is one of the few European companies that repeatedly won
Intel’s Continuous Quality Improvement Award. Ultimately, Elon Musk, who
is certainly not known for his low expectations, became aware of Grohmann
and was so impressed that he acquired the company.
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The input that drives performance improvement does not come from the
easy customers. It comes from the unpleasant ones who are never completely
satisfied and always demand better performance. Top customers are particu-
larly important innovation partners. One Hidden Champion CEO described
these customers as follows: “We don’t love them, but we know that they con-
stantly drive us to higher performance and that’s why we owe our market
leadership to them.” Consciously using customers as performance drivers is a
very effective strategy. True, it is easier to supply the less demanding custom-
ers, but that path does not lead to world class.

A few top customers often account for a high proportion of sales. This is
risky, because losing even one customer leaves a void that is difficult to fill, but
this risk is usually not one-sided. Even the top customers would have a hard
time finding substitutes for high-performance suppliers. In markets with few
customers, the strong market position of the Hidden Champions creates
mutual dependencies that encourage long-term loyalty. Both sides know that
they will continue to depend on each other in the future. One can speak of a
symbiosis or of a business ecosystem.

Customers as a Source of Innovation

Customers can be an extremely valuable source of ideas for innovations. I'm
reminded of MIT professor Eric von Hippel’s lecture and his mantra: “Listen
carefully to what your customers want and then respond with new products
that meet or exceed their needs” [6, 7]. For many Hidden Champions, joint
development with their customers is extremely important. In sectors such as
plant engineering or industrial components, practically every new project
involves joint development activities. A high level of trust based on long-
standing close relationships is indispensable for such close cooperation. This
is not only beneficial for the supplier but also for the customers, as the quality
of its end products improves and development times shorten. Siltronic, the
global market leader for hyperpure silicon wafers, states “In the development
of new products we interact closely with our customers right from the start.
The close cooperation continues right through to the serial production of the
wafers.” Swiss Hidden Champion Diametal invites its customers to “knock
on the door” at the earliest possible stage of development. Diametal is the
technology leader for the highly precise cutting tools used to manufacture
gear drives for watches. The early involvement allows Diametal to suggest
innovative solutions for the watch’s construction, design, or production pro-
cess. In these cases, Diametal even assumes process responsibility for cycle
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times and tool life. Givaudan, global market leader in flavors and fragrances,
formulates as its vision, “to be our customers’ essential partner in developing
sustainable fragrance and flavor creations by engaging with our customers in
collaborative dialogues during the development, creation, and refinement of
their products.”

The Austrian Hidden Champion Pottinger, global number one in hay wag-
ons with a 60% market share, says “We are fully committed to closeness-to-
customer and involve our customers in development.” Many Pottinger
employees have farms themselves, so in a sense the customer is constantly
present [8]. Deutsche Mechatronics, which develops modules or entire assem-
blies for mechanical engineering, promises its customers, “We’ll get your ideas
to prototype and series production quickly.” A key factor is the integration of
development and production, which requires extremely close cooperation
between supplier and customer.

Schott is the global market leader for ceramic hotplates with its Ceran
brand. Ceran is available in several thousand variants. A Schott R&D team is
continuously working on improvements with manufacturers of electric house-
hold appliances, of cooking pots, and of cleaning agents, as well as with
designers. The history of Ceran is an unbroken chain of innovations to which
everyone involved has contributed.

No “No"” Without the Boss

Many Hidden Champions use rules and principles specifically geared toward
closeness-to-customer and customer satisfaction. Igus, global market leader in
motion plastics, has a “No ‘no’ without the boss” rule. This rule prohibits say-
ing “no” to the customer without the approval of a supervisor. A typical every-
day situation illustrates its application: A customer calls and orders an item,
combined with a request for an extremely short delivery time that cannot be
met by the existing production schedule. The normal reaction of an employee
who is taking the order would be to tell the customer that the product cannot
be available that quickly: a “no” for the requested delivery time. At Igus,
employees are not allowed to give such a negative response. Instead, they must
consult their supervisor. The employees are allowed to tell the customer “no”
only when the supervisor confirms the negative response.

According to Frank Blase, the managing partner, 80% of the customer
requests that employees would have declined can be satisfied by superiors after

! Givaudan.com, Vision, May 18, 2012.
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all. My assumption is that the rule alone creates a greater willingness among
employees to solve problems themselves and not to consult their supervisors
in the first place. This is how to achieve true customer orientation.

At Arnold AG, a specialist for custom-made metalworks, the company
motto is “Not the product, but the customer is the measure of all things.”
Arnold makes design components, metal sculptures, architectural projects,
and spectacular constructions made of metal, which are set up in high-rise
buildings, airports, and trade fairs. Every project is unique. That is where
uncompromising customer orientation comes in.

Stefan Soiné, managing partner of IREKS, one of the global market leaders
in baking ingredients, requires his employees to “focus all their energy on
maintaining our customer relationships and feel good about it.” Of course,
what matters is not whether the corresponding motto sounds good (it does in
many companies), but whether the employees really live and practice closeness-
to-customer in everyday life.

Employee-Customers

In order to achieve the greatest possible proximity to customers, some Hidden
Champions prefer to hire employees from customers™ industries. The cus-
tomer becomes an employee, so to speak. At Rational, the global market
leader for hot food preparation in commercial kitchens, 500 of the 2200
employees are trained cooks. They ensure that customer needs are understood
and met with precision. Winterhalter, the global market leader for commer-
cial dishwashing systems, employs sales staff with experience in the restaurant
and hotel industry. These salespeople are very familiar with their customers’
problems and can offer solutions that meet their needs. At IREKS, 500 sales
representatives from 30 countries (out of a total of 2900 employees) have
backgrounds as master bakers or confectioners and, consequently, a high
affinity to their customers.

In-House Customers

Some Hidden Champions have their customers in-house, i.e., they insource
the customer relationship. One example is Teepack Spezialmaschinen, the
world market leader for tea bag packaging machines with a global market
share of more than 50%. Teepack was created as a spin-off of the tea company
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Teekanne. Teekanne remains an important customer of Teepack. The in-house
experience effectively contributes to continuous improvement.

The situation is similar with the Hidden Champion Bauer, the global mar-
ket leader for specialized foundation engineering equipment. A division of
Bauer also offers the construction services carried out with these machines.
The company’s homepage states: “Bauer benefits greatly from the interlocking
of its business units, and positions itself as an innovative and highly special-
ized provider of products and services for complex foundation engineer-
ing work.”

Customers and Digitalization

As the numerous cases in Chap. 17 demonstrate, the customer interface forms
a “primary battleground” of digitalization. It affects all customer-related,
value-adding activities such as business initiation, sales, offer coordination
and submission, project implementation, transaction, service, training, and
communication.

Digitalization enables companies to address current and potential custom-
ers more precisely, right down to micro-segmentation or the “segment of one.”
This also applies to the transmission of individualized content. However,
because of the Hidden Champions’ preference for direct sales, the importance
of automated communication is not as great in their markets as in consumer
markets [9]. For the typical Hidden Champion, a hybrid model with a case-
specific combination of digital and personal communication is more likely to
prove optimal.

The high complexity of the products is an argument against the maximum
use of digital communication, as the following case illustrates. A company
wanted to develop new software for mid-sized companies and to sell it exclu-
sively online. It created a very simple interface with a menu that allowed
customers to configure their own solution. However, it turned out that the
product was too complex for pure online sales. It required a personal sales
team. In addition, it proved necessary to find local cooperation partners to
help with the migration to the new system. These acceptance barriers made
the original expectations unrealistic because everything cost more and took
longer than planned.

On the other hand, the COVID-19 crisis showed that companies could
superbly execute some activities that were previously thought impossible to
digitize. The CEO of a Hidden Champion in the chemical industry told me
that the crisis hardly affected his company, even though neither salespeople
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nor technicians were able to travel anymore and all office staff worked from
home. “Contrary to our fears, sales and the technical coordination with the
customers worked smoothly,” the CEO said. “This does not mean that we will
do without personal customer visits and contacts in the future, but we will
certainly travel less and communicate more with our customers digitally. We
are, however, keeping an eye on customer retention. We are uncertain how
digitalization will affect us in this regard”.

Customer loyalty is definitely an important point. You are more likely to
become less loyal to a digital contact than to a business partner you meet face
to face. Long-term customer retention is an indispensable foundation of the
Hidden Champions’ success.

The New Game: Customers

Closeness-to-customer is the Hidden Champions’ greatest strength and will
continue to be extremely important. This will not undergo a fundamental
transformation. Despite their growth and increasing size, Hidden Champions
should ensure that their closeness-to-customer does not suffer and that they
do not fall into the “customer-distance trap” that is so typical for large
organizations.

Many Hidden Champion CEOs are aware of this danger and are working
to counter it. Due to increasing systems integration, the customer relation-
ship is becoming more complex and places higher demands on employees
who have customer contact. Decentralization can be a partial answer, includ-
ing making certain functions such as training or service independent within
the organization. The greatest transformation in customer relationships is
coming from digitalization. Numerous customer-related activities can be digi-
talized. The trick will be to find the optimal combination of digital and per-
sonal communication. The Hidden Champions should not confine themselves
to digital customer contacts, but will need hybrid systems due to the complex-
ity of their service offerings.
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Competition

Competition takes place in the strategic triangle “We—Customer—
Competition.” In this triangle, a company should offer the customer a benefit
that is superior to the competition. In other words, the company should cre-
ate at least one competitive advantage. A competitive advantage must meet
three criteria':

1. It must be important to the customer.
2. It must be perceived by the customer.
3. It must be sustainable and hard to imitate.

This means that a competitive advantage is ultimately determined by the
customer’s perception, not by the vendor’s or supplier’s internal view. If the
packaging of a product is unimportant to the customer, a company cannot
build a competitive advantage on it. If the customer does not perceive the
longer lifespan of a product to be valuable, then this feature does not figure in
the customer’s purchase decision and is not a competitive advantage. A com-
pany that lowers prices and sacrifices profit margin in the process will not be
able to maintain the lower prices in the long term. The price advantage is not

"For the concept of competitive advantages cf. Barney, J. B. & Hesterly, W. S. (2014). Strategic
Management and Competitive Advantage, Harlow: Pearson Education. Backhaus and Voeth speak of
“komparativen Konkurrenzvorteil” (comparative competition advantage), cf. Backhaus, K. & Voeth,
M. (2014). Industriegiitermarketing, Munich: Vahlen.
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sustainable.”> Meeting the three criteria of “important—perceived—sustain-
able” simultaneously is a major challenge, even to Hidden Champions.

Competitive Goals

Hidden Champions often set goals explicitly focused on the competition.
Rosen Group, the world leader in pipeline inspection systems, says “Our goal
is to be the most competitive supplier in the world.” Rosen Group actually
achieved this goal by knocking former global market leader, General Electric,
out of first place, an outstanding achievement given the extremely high level
of technology in pipeline inspection systems.

Hima, the global market leader in automation solutions for functional
safety, is also confident about its position vis-a-vis the competition: “The qual-
ity of our products, the special knowledge of our employees, our services, and
the reputation we enjoy with our customers are unmatched by any other com-
petitor.” Hoerbiger, market leader in specialized drive and compressor tech-
nology, emphasizes its greater agility: “Our vision is that of a learning,
innovative, and globally positioned group that anticipates the needs of mar-
kets and customers. That’s why we are able to develop the appropriate solu-
tions to problems faster than other market players.”

Some statements sound rather provocative. “We don't compare ourselves
with the competition, the competition looks at us” says a Hidden Champion
from the sensor sector. Another strikes a similar tone: “The competition is not
our standard. We set our own standards.” One Hidden Champion, a manu-
facturer of extremely complex machinery, has the motto: “Our profit should
always be greater than the revenue of our strongest competitor.” Former
Fraunhofer President Hans-Jiirgen Warnecke praised this attitude: “Once you
get caught in the vicious circle of looking to your competitors instead of your
own company for solutions to problems, you will forever remain second” [1].
Instead of constantly observing the competition, a company had better focus
on its customers.

*For this and further principles of the management of strategic competitive advantages cf. Simon,
H. (2008). Strategy for Competition, New Delhi: B. Jain Publishers.
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Dynamics of Market Structures

Hidden Champions traditionally operate in oligopolistic markets. Most of
them have fewer than 20 relevant competitors worldwide, and often, it is
significantly fewer. Teepack, the global market leader for tea bag packaging
machines, has only one relevant competitor, the Italian Hidden
Champion .LM.A.

Competitors occasionally drop out of the market. After several competitors
left the market for automotive paint shops, the global market leader Diirr “has
virtually no competition left in the segment of high-quality paint shops for
the automotive industry” [2]. Another reason for the low number of competi-
tors is acquisitions, which are often not subject to merger control due to the
small market size.

There is also an opposing trend. Market entry by new competitors, espe-
cially from China, can increase the number of competing firms. The market
for tunneling machines is a telling example. The German Hidden Champion
Herrenknecht currently has a global market share of 70%. But there is new
competition from China, where 18 companies produce around 1,000 tunnel
boring machines a year [3]. The Chinese tunneling market alone accounts for
60% of the world market, and the Chinese machines are not only in use in the
home market and emerging countries, but also in Europe, for example on the
Paris Metro [4].

Not all 18 Chinese manufacturers will survive, but a consolidation process
could give Herrenknecht a hard time. Something similar happened in the
concrete pump market when the construction boom in China gave rise to
new competitors there. At the end of the consolidation process, the Chinese
construction machinery manufacturer Sany took over the former global mar-
ket leader, Germany’s Putzmeister. The former global number two, Germany’s
Schwing, is now owned by the Chinese construction machinery group
XCMG. Mass competition from China poses a serious threat to German
Hidden Champions. The most effective strategy for a company to counteract
the danger in this New Game is to follow the motto “Germans must become
Chinese” by rapidly developing their own activities in China.



198 H. Simon
Intensity of Competition

The low number of competitors in typical Hidden Champions” markets does
not mean that the competition there is not intense. The opposite is true. The
Hidden Champions compete against each other intensely. Windmoller &
Holscher, global market leader in paper bag machines, says “The number of
competitors is small, but the battle for market share is fierce.” In some niche
markets, there is cut-throat competition. Harald Schulz, managing director of
Sauer, the naval compressor Hidden Champion, recounts: “When I started,
there were five competitors in the western world. Now there are only three.
We've been steadily taking market share from our competitors” [5]. Sauer has
a global market share of more than 50% in compressors for ships. There are
two types of competition. Within the group of traditional Hidden Champions,
competition is primarily fought via performance characteristics such as prod-
uct quality, innovativeness, reliability, or service. Price is rarely used as a fight-
ing tool and is actually often a competitive disadvantage. The situation is
different when new competitors, especially from China or other Asian coun-
tries, enter a market. In the absence of product superiority or equivalence,
they deploy price as their main competitive advantage. This resonates with
price-sensitive customers, especially in emerging markets.

Soft Competitive Advantages

The Hidden Champions often hold top positions in hard parameters such as
product quality, precision, or durability, but it is getting more difficult to
maintain the distance to new competitors. At the same time, the importance
of soft or intangible competitive parameters is growing. Figure 24.1 shows
this development for three soft performance parameters: advice, systems inte-
gration, and ease of use.

The concept of the “augmented product” goes back to Ted Levitt [6].
Expanding the range of services beyond the core product plays an increasingly
critical role in competition. This includes know-how transfer, digital services,
software, information, and training. Systems integration is moving in the
same direction. When it comes to sustainability, exceeding minimum stan-
dards opens up opportunities to create new competitive advantages. The fact
that competitive advantages are shifting toward the augmented product does
not mean that core product attributes, such as quality or lifespan, are becom-
ing less important. They remain conditio sine qua non (“must” criteria) for
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Fig. 24.1 Increased importance of soft competitive parameters

customer acceptance. However, intangible parameters offer new opportuni-
ties for differentiation. They are often more difficult to imitate than hard
features that are embedded in the product and can be re-engineered. Soft
advantages can also be more enduring, because they have their roots primarily
in employee qualification and motivation. Competitors need more time to
reduce know-how deficits among their employees than they need to replicate
a product. New intangible competitive advantages in advice, systems integra-
tion, ease of use, and sustainability can raise barriers to entry.

Price as a Competitive Disadvantage

Hidden Champions typically have one competitive weakness: price. They pre-
dominantly pursue premium strategies and do not compete on price.
Nevertheless, there are Hidden Champions that deviate from this strategy. For
example, Igus, a leading supplier of motion plastics, offers a price check: “You
have a choice: low price or performance for high technical requirements” [7].
A higher price is acceptable if it is counterbalanced by performance-related
competitive advantages. The price—performance ratio measures such a bal-
ance. The situation for the Hidden Champions is becoming more difficult in
two respects: It is increasingly hard to maintain the performance gap, and
costs are rising. Therefore, Hidden Champions must constantly work both on
the performance side and on the cost and productivity side. Their goal is not



200 H. Simon

to turn costs and prices into strategic competitive advantages, but to prevent
themselves from being priced out of the market.

New Pricing Models

The Hidden Champions are pioneers for new business and pricing models.
For years, Diirr, the global market leader in paint finishing systems, has been
offering car manufacturers the painting of a car at a fixed price. EnviroFalk, a
specialist in industrial water treatment, provides equipment free of charge,
and customers pay by the cubic meter of purified water. Winterhalter, the
global leader in restaurant dishwashing systems, offers a “pay-per-wash” pro-
gram. “No investment, no risk, no fixed costs, fully flexible, all inclusive,” it
says on its homepage [8]. Trumpf founded a joint venture with Munich Re,
the world’s largest reinsurer, to finance laser machines. Customers no longer
buy the machines. Instead, they pay a predetermined price for each part in a
“pay-per-part” model. This is akin to Michelin’s “pay-per-use” model for truck
tires. Customers are billed according to miles driven.

On the customer side, such models establish a reliable calculation basis and
reduce capital requirements. For the supplier, they provide a predictable cash
flow over time and allow the optimal coordination of equipment and con-
sumables. In addition, they can create a competitive advantage because only
companies or cooperation partners with strong capital bases can make
such offers.

Secondary Brands and LEAs

One reaction to intensified price competition is the introduction of second
brands or so-called less expensive alternatives (LEAs). These have achieved
mixed results so far. A premium supplier of silent timing chains introduced a
cheaper variant under a new brand name. The differences were not primarily
in product quality but rather in the accompanying services. It offered the
cheaper brand to customers in less demanding segments, with modest success.
Customers knew that the second brand came from the well-known manufac-
turer and demanded the usual comprehensive service, requests that were
problematic to reject.
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In another case, the second brand strategy worked well. A world market
leader in specialty chemicals observed that its unique silicon-based products
were losing their competitive edge and coming under increasing attack by
Chinese competitors with lower prices. Instead of meeting these threats head
on by cutting the prices for its primary brand, the Hidden Champion intro-
duced an LEA under a second brand with a price position around 20% below
the main brand. The LEA offered only minimal service, no customization,
and was shipped only by the full tank car load. Customers would need to wait
between seven and 20 days for delivery, giving the manufacturer flexibility to
use free production capacity. After the introduction of the LEA, the company
experienced double-digit growth, and sales doubled within the next four years.
Cannibalization of the main brand remained limited.

An alternative to building a new secondary brand from scratch is to take
over existing low-cost brands. Claas, the market leader in harvesters, acquired
the Chunyu brand of its former joint venture partner in China. This approach
does not guarantee success. The takeover of the Chinese brand Jouyou caused
considerable problems for Grohe, the global market leader in sophisticated
sanitary technology.

Competition and Ecosystems

The advance of ecosystems is changing the nature of competition. Traditionally,
individual companies have been competing against each other. In the case of
business ecosystems like the one of ASML, Trumpf, and Carl Zeiss SMT pre-
sented in Chap. 16, competition takes place between teams of companies.
This is similarly true for the extended ecosystems of medical technology in
Tuttlingen or photonics in Jena. There are two important competitive effects.
First, companies in these ecosystems are often competing against each other,
which is equivalent to permanent high-performance training, a requirement
to reach the top position. Second, the ecosystem supports the competitiveness
of the individual firm by providing skilled workers, suppliers, consultants,
investors, and other service providers. For certain businesses, the highest level
of competitiveness can only be achieved within an appropriate ecosystem [9].
This is just as true for Hidden Champions in German-speaking countries as it
is for those in Silicon Valley or Shenzhen.
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Lighthouse Projects

Being a market leader creates access to lighthouse projects that signal com-
petitive superiority and, ideally, the “one-and-only” position. Hidden
Champions provide countless examples of this communication method,
which is cheap and effective.

When prosthetics Hidden Champion Ottobock supports the Paralympics,
it gets strong press coverage. Top microphones from Neumann, a Sennheiser
subsidiary, are used by Beyoncé, Nena, Sting, Rihanna, and many other celeb-
rities. Lightweight wheels from Carbovision have helped to win numerous
Tour de France and world championship races. Putzmeister concrete pumps
were deployed on the Burj Khalifa, the world’s tallest building, and in the
Chernobyl and Fukujima reactor disasters. Sensors from Sick protect the
Mona Lisa. Mackevision created the visual effects (VFX) in the popular series
“Game of Thrones.” The telescopic film cranes of Hidden Champion
Technocrane have been used in global cinematic franchises such as “James
Bond,” “Harry Potter,” and “Lord of the Rings.” Its inventor won Academy
Awards (“Oscars”) in 2005.

The products of Cerobear, global market leader in ceramic rolling bearings,
are used in space projects. Aco Severin from Biidelsdorf in Schleswig-Holstein,
global market leader in drainage technology, has equipped all Olympic Games
with sports drainage systems since 1972, with the exception of the boycotted
Moscow Games in 1980. Rowa, European market leader for pharmacy dis-
pensing machines, installed its 10,000th system in the Vatican pharmacy. The
Viennese Hidden Champion Frequentis, global market leader for safe com-
munication systems in air traffic control, has NASA (National Aeronautics
and Space Administration) and EASA (European Union Aviation Safety
Agency) as customers.

Even small companies are given a chance to get onto the big stage through
lighthouse projects. Hidden Champion Klais built the organs in Beijing’s
National Theater, in the Petronas Towers Kuala Lumpur, in the World Peace
Church in Hiroshima, in Hamburgs Elbphilharmonie, in the Cologne
Cathedral, in St. Petersburg’s Philharmonic Hall, as well as Asia’s largest organ
in the Taiwanese city of Koahsiung, and the world’s only bamboo organ in the
Philippines. Every organ expert in the world knows Klais. The reference list of
Gerriets, global market leader in large theater curtains, is almost endless and
ranges from La Scala in Milan and the Metropolitan Opera in New York to
Israel, Kuwait, China, and Japan. International awards and world records also
fit into the pattern. Sennheiser has won technical Oscars and Emmy Awards.
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ARRLI, the global market leader for professional film cameras, claims 15 tech-
nical Oscars. Soring, the global market leader in ultrasound surgery, became
world famous in 1989 when it helped surgeons in Malaysia to make the first
successful separation of conjoined twins with one liver. Soring also manufac-
tures the world’s smallest ultrasound dissector for minimally invasive liver
surgery, with an outer diameter of 5.5 mm. In the opposite direction, Voxeljet
has the world’s largest 3D printer. Even larger are the Herrenknecht machines
that helped build the Gotthard Base Tunnel, the longest rail tunnel in
the world.

For some products of the Hidden Champions, the name becomes a generic
term. The Académie Francaise has recognized “karchériser” as an ofhicial verb.
It is derived from Kircher, the global number one in high-pressure cleaners. A
recent generic term is the Mennekes plug for electric cars, which was devel-
oped by Hidden Champion Mennekes and serves as the European standard
plug. It is also used in Tesla cars.

Recognition through lighthouse projects, spectacular achievements, awards,
world records, or generic terms convincingly affirms that one ranks as the best
or sets the standards. Only the best provider wins these high-profile honors.
No one else can use the “No. 1” message. The demonstration of superior per-
formance and the effectiveness of communication form a virtuous circle. One
gains access to prestigious lighthouse projects only on the basis of excellent
performance. These, in turn, reinforce the communication impact and the
perception of competitive superiority. Last but not least, lighthouse projects
fill employees with pride and motivation.

The New Game: Competition

What are the changes in competition that require transformation? What has
not changed is the fundamental role of competitive advantages, which must
remain important, perceived, and enduring. The structure of Hidden
Champion markets remains oligopolistic, but more competitors, especially
from China, are appearing. This can degenerate into temporary mass compe-
tition, which is likely to be followed by consolidation. Hidden Champions
must keep a careful eye on the consolidation process, first of all to survive, but
also to use it as an opportunity for acquisitions and the purchase of second
brands. Hard competitive parameters such as product quality or longevity are
not disappearing, but soft parameters are becoming more important. In the
latter case, digitalization comes into play. Complex products require more
advice, systems integration, ease of use, and sustainability. Heavy investments
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in employee qualifications are necessary to create and maintain competitive
superiority in these areas. Ecosystems play an increasing role for international
competitiveness. The Internet increases the effectiveness of lighthouse projects
with global reach and thus promotes the desired positioning as the
“one-and-only.”
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Organization

“Structure follows strategy” [1].

In other words, the strategy determines the organization, which in turn exerts
a strong influence on implementation, the ability to act, flexibility, agility,
closeness to customer, and costs. Many Hidden Champions are single-
product, single-market companies in which a functional organization works
well. Focused businesses allow for simple organizational structures, and one
should not underestimate this advantage. The Hidden Champions have a less
pronounced division of labor than large corporations. Their employees usu-
ally have multifunctional competencies, and the resulting flexibility allows the
company to distribute workloads more evenly across employees.

Hidden Champions are thinly staffed at the top and practice “lean leader-
ship.” Digitalization enables them to maintain this leanness despite increasing
size. The high level of identification among managers and employees means
that Hidden Champions get by with comparatively little organization.

Functional Organization

The typical Hidden Champion is focused on one product and one narrow
market." Most generate more than 70% of their sales with their main product
in their main market. A study by the Center of European Economic Research
reports a similar share of 67% [2]. About one-third realize more than 90% in

'By “one” market, we mean the market for one product or service. In this sense, a product that is sold to
the same target group in different countries is “one” market.
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their main market, and for more than a quarter, this one market accounts for
100% of sales. The product may well appear in many variants, but these are
based on the same technical and production platform. Hidden Champions
that fit this description include Brasseler (dental drills), Gottschalk (thumb-
tacks), Multivac (thermoforming packaging), Bruns-Pflanzen-Export (nurs-
ery plants), GfK (market research services), Omicron (tunnel scanning
microscopes for nanotechnology), and many others. Almost all single-product,
single-market Hidden Champions have a classic functional organization char-
acterized by a clear assignment of responsibilities. The functional focus keeps
complexity manageable, which is a major advantage. In mid-sized and smaller
companies, the division of functions does not necessarily exist at the highest
management level which often consists of only one or two people. In my
research, one in five respondents was the sole C-level executive. The full-
functional division of labor comes into play at the second management level.
The functional organization is a natural form for single-product, single-market
companies and indicates simplicity, uncomplicated processes, agility, and
organizational clout.

Multifunctionality

In Hidden Champions, particularly in smaller ones, the functional division of
labor is less pronounced and less rigid than in larger companies. Work rules
and job descriptions are less detailed and sophisticated. Employees are trained
to be more broadly deployable and to understand the company’s work beyond
their own narrow functional requirements. One study found that successful
companies practice cross-functional transfers five times more frequently than
less successful companies [3].

Rolf Gottschalk, managing partner of the eponymous global market leader
for thumbrtacks, speaks of his employees as “all-rounders” who can handle a
wide variety of tasks. At Maestro Badenia, a leading manufacturer of high-
quality acoustic systems, employees must be qualified for all manufacturing
tasks. This is an effective way to achieve a balanced workload. It also brings
job enrichment and variety in the daily work, which in turn promotes
employee motivation, according to Thomas Sauer, Maestro’s managing direc-
tor. Winterhalter explicitly requires its employees to be able to perform mul-
tiple functions.

It is not unusual for factory workers of Hidden Champions to help out
when there are bottlenecks in the service department. During the COVID-19
crisis, Vitra, the leading manufacturer of design furniture, used office staff in
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telephone sales. “Some of them discovered they love selling” says Rudolf Piitz,
Vitra’s managing director. Wiirth, the global leader in assembly products, has
proved repeatedly that such flexibility is not only possible, but also effective
during crises. In order to strengthen the sales force during the Great Recession,
Wiirth transferred almost 10% of the staff from office work to field sales.

Foreign Assignments

One specific aspect of multifunctionality is the flexibility and availability of
employees for foreign assignments. Broad international deployability is becom-
ing increasingly important in a globalized economy and is a matter of both
organization and corporate culture. Many Hidden Champions today have a
core of internationally experienced employees who are willing and capable to
work anywhere in the world. Even the smallest companies with global opera-
tions (such as Klais Orgelbau) constantly rely on a workforce that can be sent
to any country in the world and often stay there for months at a time.

Decentralization

The trends and transformations described in earlier chapters affect the organi-
zation of Hidden Champions in many ways. When the number of subsidiar-
ies becomes very large, an additional intermediate regional level in the
hierarchy is necessary. Regional organizational units such as Asia—Pacific,
Americas, or MENA (Middle East North Africa) are standard in large compa-
nies and are often adopted by Hidden Champions when they grow beyond a
certain size. The substitution of exports by foreign direct investments exerts
another strong influence on the organization of the Hidden Champions, as
they relocate larger parts of the value chain to foreign sites. This relocation
includes not only manufacturing, procurement, and sales, but also research
and development and consequently the corresponding management capaci-
ties. In other words, more decentralization is inevitable. The typical patriar-
chal, centrally managed Hidden Champion is transforming into a construct
with multiple centers and higher degrees of freedom for regional and local
managers. Since such constructs carry the risk of centrifugal forces, it is
becoming more important to preserve the cohesion of the whole through a
shared corporate culture with company-wide values.

The Wilo Group, global market leader in high-tech pumps, is implement-
ing these ideas to the letter. New headquarters in Chicago for the Americas
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and in China for the emerging markets will complement the traditional
European headquarters in Dortmund, Germany. These three regional head-
quarters reflect Wilo’s expectation that the three regions of the first global
league will develop more independently.

CEO Oliver Hermes explains: “We are giving these regional management
companies as much autonomy as possible. We are reducing centralization to
what is absolutely necessary. The development will also lead to increased
regionalization of the value chains in these three economic centers. We are
convinced that we are optimally positioned for the future with this structure.”

At Simon-Kucher, we have a similar setup with separate management com-
panies in Europe, the USA, and Singapore. The three companies have the
same shareholders and, to that extent, aligned interests, but they are legally
independent. Operations in other countries are afliliated with these companies.

New Work Organization

Hidden Champions have often been pioneers in introducing new work orga-
nizations. Trumpf and Claas have used work-time accounts for years to achieve
greater adaptability to changing workloads in boom and bust phases. Good
employer—employee relations and the use of digitalization facilitate such
innovations. COVID-19 is expected to increase the move toward hybrid
models, with working time split between company office and home office.
This will result in new requirements for leadership and work organization [4].

I am cautious about making predictions in this regard. My guess is that
many Hidden Champion leaders have a preference for office work. But at the
same time, Hidden Champion employees are highly motivated and identify
with their jobs and companies, which means productivity should not suffer
despite less direct control.

Differences between urban and rural locations may also influence the future
organization of work. In urban areas, home offices may be more attractive and
productive, because commutes tend to be time-consuming and volatile (traf-
fic jams, delays in public transport). Digitalization leads to further changes in
work organization. Increasingly digitalized sales and service save travel time
and personnel and allow for a greater centralization of tasks. In addition, digi-
tal activities can be located outside expensive urban areas or in low-wage
countries. It is hard to say whether Hidden Champions differ from other
companies on how they capitalize on these opportunities, but as a rule they
are faster than large companies in taking advantage of new technologies.
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Divisional Organization

Hidden Champions have a harder time maintaining their biggest competitive
advantage, closeness to customer, in mature markets with multiple segments
differentiated by customer needs. To meet this challenge, many of them are
moving toward a divisional organization. The consistency and speed with
which the Hidden Champions respond to such market dynamics is amazing,.
When they switch from a functional to a divisional organization, they follow
precisely the same criteria they traditionally use to define their markets, i.e.,
they gear the new organizational units either to customer segments or to
applications.

Austrian Semperit Holding, a specialist for rubber products and the global
market leader in several areas, provides an example of a divisional organiza-
tion. Half of all escalator handrails worldwide come from Semperit, and every
second ski and snowboard contain rubber bands made by Semperit. The four
divisions Sempermed, Semperflex, Sempertrans, and Semperform shown in
Fig. 25.1 focus on different customer segments and their requirements.

Saria is another Hidden Champion organized by division. With 11,000
employees and revenue of €2.6 billion, this group is active at 200 locations in
24 countries. The Saria companies deal with the disposal of food and animal
by-products. Figure 25.2 shows its structure.

Saria is organized divisionally to address the different technological
demands of heterogeneous target groups. Several group companies are
European market leaders, and each of the companies can act as a Hidden
Champion in terms of focus, closeness to customer, etc.

Austrian-Swiss Hoerbiger Holding, the global market leader in several areas
of drive and compressor technology, shows how specialized the organization
can and must become. Hoerbiger Holding employs 6600 people and has sales
of €1.22 billion. Hoerbiger has set up a divisional organization to optimally

Fig. 25.1 Structure of the Semperit Holding
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Fig. 25.2 Structure of the Saria Group

Fig. 25.3 Structure of the Hoerbiger Holding

coordinate the small-parts portfolio and the needs of the different customer
groups, as shown in Fig. 25.3.

Numerous Hidden Champions have introduced such target group-oriented
organizations in recent years. Examples are Plansee (high-performance mate-
rials), IBG (welding technology), and Freudenberg (diversified).

Kern-Liebers, the dominant global market leader in its main product,
springs for seat belts, is also pursuing a very pronounced strategy of decentral-
ization. Two out of three automotive seatbelts worldwide are equipped with
springs from Kern-Liebers. It also has strong market positions in sinkers for
knitting machines, where it offers the world’s largest product range and in
lancets for medical applications. Overall, the company has 49 subsidiaries
divided into 23 organizational units known as “competence centers.” They
account for a total turnover of €740 million, which means an average of €32
million per competence center. The small size of the decentralized units ensures
closeness to customer and agility, the main strengths of a Hidden Champion.
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The New Game: Organization

A functional organization will continue to be appropriate for single-product,
single-market Hidden Champions. Multifunctional competencies of employ-
ees are an important prerequisite for the efficiency of internal work processes.

However, divisional organization structures are gradually penetrating the
world of the Hidden Champions, as complexity increases in terms of products
or target groups. Having more foreign subsidiaries requires an intermediate
management level with a higher degree of autonomy. This development is
reinforced by foreign direct investments with a deeper value chain for increased
agility and better adaptability to regional conditions. Should the barriers
between Europe, USA, and Asia/China continue to grow, companies must
delegate more autonomy to regional management companies. In some cases,
these units can morph into three relatively independent regional headquarters
held together only by a holding company, as practiced by the pump Hidden
Champion Wilo. With regard to new forms of work organization, Hidden
Champions have proven to be pioneers in the past and can be expected to
develop innovative solutions in the future.
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Profit and Finance

In the previous chapters, we analyzed aspects of the Hidden Champions strat-
egy such as the ambition to be the best, market leadership, innovation,
closeness-to-customer, competitive advantages, and organization. In this
chapter, we examine the question of whether and how these strengths are
reflected in their profitability.

Finances and profit influence each other. High profits enable self-financing
and keep debt low. Low-interest payments generate high returns on equity.
Hidden Champions tend to finance themselves primarily from cash flow and
have low debt-to-equity ratios. But self-financing can be a constraint that
slows down growth, so we will also look at the option of going public, which
not many Hidden Champions have chosen so far.

Profit

Profit is the most important and ultimately the decisive measure of entrepre-
neurial success. What essentially is profit? For me, there is only one true defi-
nition. Profit is what the entrepreneur (owner, shareholder) can keep after the
company has fulfilled all of its contractual obligations to its employees, sup-
pliers, banks, other creditors, and the various national, state, and local govern-
ments that levy taxes [1]. Only profit after taxes is true profit. All other ratios
such as EBIT (earnings before interest and taxes) or EBITDA (earnings before
interest, taxes, depreciation, and amortization) are not true profit.

To make the following comparisons, I use the net profit margin, which is
defined as profit after tax divided by revenue. It is also called net return on
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sales. From 2003 to 2019, the net return on sales of German companies aver-
aged 3.3%. The 27 large German companies in the 2020 Fortune Global 500
list achieved a median net operating margin of 3.8% in 2019, close to the
median margin of 3.7% for the entire Fortune Global 500."

Profit data can only be calculated for a portion of the Hidden Champions,
because partnerships and smaller corporations are not required to publish
revenue and profit data. The German Hidden Champions for which data are
available achieved a net return on sales of 5.8%, while another study found a
similar figure of 5.54% [2]. The Hidden Champions thus exceed the long-
term German average return by around 70%.

The initial question of this chapter—whether superior market positions
actually translate into higher profits—can be affirmed with conviction.

Profit Stars

Among the Hidden Champions, we find profit stars that can keep up with the
global profit elite. The Fortune Global 500 list includes 30 companies that
achieve a net profit margin of more than 20%, which is extremely high. They
include Apple, Alibaba, and Facebook. The best Hidden Champions have no
reason to fear comparison with these global profit stars. Table 26.1 lists 25
Hidden Champions that have generated a net profit margin of more than 20%.

What is surprising and revealing about this selection is that these profit
stars do not come from just a few sectors where high returns are to be expected,
such as pharmaceuticals or luxury goods. They are broadly spread across
industries. The list includes the kitchen appliance manufacturer Rational, the
electronics companies Puls and Scheubeck Holding (Maschinenfabrik
Reinhausen), the software and Internet providers Teamviewer and Scout24,
and the chemical company Chemetall.?

The Hidden Champions in Table 26.1 prove that it is possible to achieve
high returns in different industries, even in Germany, where profits are

'Cf. Fortune, August—September 2020, pp. F1-F22. We use the median to exclude the influence of
outliers.

2The average of all Fortune Global 500 companies of 5.8% was significantly higher, caused by the
extremely high profits of a few companies.

3'The figures for Chemetall are for the business year 2016. In 2017, the company was acquired by BASF
and integrated into the corporate financial statement. The figures for Eppendorf are for 2016. All other
figures are for 20170r 2018. For EA Elektro-Automatik, the revenue figures for 2019 and the net profit
for 2018 were used.
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Table 26.1 Profit stars among the Hidden Champions

Sales in Net profit Net return
million in million  onsales in
Company Industry Euro Euro percent
Teamviewer Remote screen 157 61.9 39.4
sharing
Dionex Softron Liquid 255 98.4 38.6
chromatography
Blucher Protective suits 54 19.0 35.2
Chemetall Surface treatment 188 59.8 31.8
Lohmann Therapy systems 226 69.3 30.7
Therapiesysteme
Kryolan Professional make-up 25 7.5 30.0
Eppendorf Laboratory 425 120.9 28.4
equipment
Puls DIN rail power 108 28.9 26.8
supplies
Rational Commercial kitchen 491 129.0 26.3
equipment
Pulsion Medical technology 26 6.7 26.2
A. Lange & S6hne Luxury watches 114 28.8 25.3
Verder Scientific/ Sample preparation 73 18.3 25.1
Retsch
European Energy Energy exchange 267 66.0 24.7
Exchange
RIB Software Software for 54 12.7 235
construction
industry
Lamy Writing instruments 112 26.0 23.2
Scout24 Advisory sales 480 110.9 23.1
Buhl-Data-Service Software 85 19.5 22.9
Evotec Pharma development 375 84.1 22.4
Weng Fine Art Art trade 4.4 1.0 22.0
Dr. Falk Pharma Pharma 324 71.4 22.0
Motel One Hotel 487 104.0 21.4
C. Josef Lamy Writing instruments 131 27.5 21.0
Agfa HealthCare Healthcare software 178 36.9 20.7
Horst Brandstatter Toys 642 133.0 20.7
Hldg. (Playmobil)
Scheubeck Holding Electronics 745 151.0 20.3

(Reinhausen)

generally low. To be a competitor in a particular industry is no excuse for poor
profit performance. Ultimately, the profitability depends on the company and

its competencies.
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Financing

By international standards, the equity base of German companies is weak.
This is particularly true of SMEs. Based on a variety of sources, the average
debt-to-equity ratio is around 3, which corresponds to an equity ratio of 25%
[3]. A study by the Bonn Institute for SME Research states: “German SMEs
typically rely on a financing concept with a markedly low equity-ratio. With
an equity ratio of approximately 25% over all companies and a 20% average
equity ratio among SMEs, these figures lie notably below those of interna-
tional counterparts, which have an equity ratio of 50% on average” [4].

With a mean equity ratio of 42%, the Hidden Champions differ signifi-
cantly from the typical SME [5]. A solid equity base is important both to
survive in times of crises and to finance expansion in times of growth. Most
Hidden Champions weathered the Great Recession of 2008-2010 surpris-
ingly well. Creditreform, Germany’s leading credit rating company, reports
that the equity base of most Hidden Champions was little affected by the
Great Recession, and that on the contrary, the trend toward strengthening
equity had “continued in the SME sector despite the Great Recession” [6].
Hopefully the equity strength of the Hidden Champions will prove equally
resilient after the COVID-19 crisis.

Initial Public Offering (IPO)

The Hidden Champions’ preference for high equity ratios and self-financing
from cash flows can restrict growth and rapid expansion. I hear time and again
from the founders of start-ups and the leaders of younger Hidden Champions
that shortage of capital is a bottleneck for them. In Chap. 15, we learned that
Chinese Hidden Champions go public very early. This gives them access to
large amounts of equity to invest into growth and into research and develop-
ment. In Germany, only a few Hidden Champions are listed on a stock
exchange. The Avesco Sustainable Hidden Champions Fund counts 145 listed
Hidden Champions [7]. The CDAX Index, which contains a total of 413
listed corporations from the Prime and General Standards of the German
Stock Exchange (Deutsche Bérse), includes only 99 Hidden Champions [5].
Publicly listed companies account for less than 10% of all Hidden Champions,
even if we include Hidden Champions listed on regional or foreign stock
exchanges.
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There is a lot of untapped potential here. A stock market listing could help
overcome financing bottlenecks. An IPO could also be a solution to succes-
sion problems, but there is a catch. The extreme specialization and small size
of many Hidden Champions can stand in the way of fully exploiting their
potential on the public capital markets. Many investors do not understand
what some of these arcane companies do. Analysts and journalists do not
cover them. Some IPOs have ended in disappointment or a withdrawal from
the stock market.

Nevertheless, it would be desirable if more owners of Hidden Champions
decided to go public rather than to sell to a third party. A public listing would
create a stand-alone firm. It would prevent the company from being swal-
lowed by a larger organization and losing its identity. The IPO would also
avoid an uncertain future in the hands of a private equity investor who is
going to resell the firm after a few years. It is always a pity when a proud
Hidden Champion chooses one of these paths instead of going public as an
independent entity.

Private Equity

When I started researching Hidden Champions 30 years ago, private equity
was virtually non-existent in Germany [8]. Private equity financing emerged
in the United States during the 1980s and spread increasingly in Europe from
2000 onwards. A typical feature of private equity is that the investment is held
only temporarily. As a rule, an exit takes place after five—seven years. Forms of
exit can be an IPO, a sale to a strategic investor, or to another private equity
investor.

The exact number of private equity investments in Hidden Champions is
hard to determine. My estimate is that over the years, around 12% of Hidden
Champions have come into the hands of private equity investors. A consider-
able proportion of these have been passed on to a second, sometimes even a
third PE investor. A recent example is the Hidden Champion Teamviewer,
which was taken public by the private equity firm Permira in September 2019.
Permira had acquired Teamviewer in 2015 for €870 million and raised €2.2
billion in the IPO by selling around 40% of the shares. Teamviewer’s market
capitalization reached €8.5 billion.*

Opinions are divided on the fit between Hidden Champions and private
equity investors. Many owners prefer strategic investors who come from the

“February 26, 2021.
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same industry or who are willing to make a long-term commitment. This
highlights the fundamental tension between family businesses with a longer-
term focus and private equity investors with a shorter-term focus. The poten-
tial for conflict is expressed in the following comment: “Private equity
companies usually have an exit strategy with a duration of five years. This
clashes with the longer-term horizon of family businesses. The dynastic view
in the family business is not compatible with the short-term return expecta-
tion of private equity funds” [9]. Private equity plays a significant role in the
early stages of a company’s development when capital is often the bottleneck
and other investors are not available.

Strategic Investors

Strategic investors either come from the same industry or want to buy into an
industry through the acquisition. They acquire a company with the intention
of holding the stake for the longer term. In recent years, Chinese acquisitions
of Hidden Champions have attracted particular public attention. In total,
there have been 300 Chinese acquisitions from 2014 to 2020, of which
Hidden Champions account for about 15-20% [10]. Examples include
KUKA (robotics), Krauss-Maffei (injection molding machines), and Kion
(forklift trucks). Chinese acquisitions attract a lot of public attention because
they are politically controversial. In contrast, American acquisitions of Hidden
Champions are hardly noticed unless they are very large or spectacular cases,
such as John Deere’s purchase of the Wirtgen Group at a price of €4.4 billion
or Tesla’s purchase of Grohmann Engineering, now Tesla Automation. In real-
ity, far more Hidden Champions are wholly or partially owned by American
companies than by Chinese ones. Exact figures on this are hard to come by,
but I estimate that the number of American strategic investments is four to
five times higher than those of the Chinese. The interest of strategic investors

in the Hidden Champions has been high for years and is likely to increase.

The New Game: Profit and Finance

What will the New Game mean for profit and financing? I think the profit-
able Hidden Champions will be able to defend their profit levels unless they
are in so-called sunset industries (see Chap. 28). The not-so-profitable ones,
of which there are quite a few, will have to greatly improve their returns, as
will the German economy in general. On average, the equity capitalization of



26 Profit and Finance 219

the Hidden Champions is adequate, but there are major differences by indus-
try. Self-financing from cash flow will not be sufhicient against the American
and particularly the Chinese competition, especially in fast-growing indus-
tries. There is a need for greater willingness to go public. Private equity will
probably expand its role further. Strategic investors, especially from other
countries, will show increasing appetite for Hidden Champions in German-
speaking countries.
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Employees and Leaders

Ultimately, the success of the Hidden Champions is not rooted in what hap-
pens externally. The roots of success lie inside the companies, within the employ-
ees and the leaders. What sets these people apart is not one miraculous trait, but
rather a multitude of interacting and mutually enhancing characteristics.

Hidden Champions have peculiar and idiosyncratic corporate and leader-
ship cultures that cannot be easily replicated. A saying by Ray Kroc, the
founder of McDonald’s, describes this phenomenon: “They may copy my
style and they may imitate me. But they can’t read my mind, and I'll leave
them a mile and a half behind.” Motivation and qualification are the pillars of
employee performance, and the leaders must channel the employees’ energies
into a direction that serves the company’s goal.

Motivation

It is hard to overestimate the importance of soft factors such as corporate cul-
ture, employee identification, and motivation for the performance of a com-
pany. The cultures of the Hidden Champions do not follow the world of
ever-shifting management fads. Instead, they are characterized by conserva-
tive values such as long-standing loyalty and strict selection during employee
probationary periods.

Hidden Champions have “more work than heads.” Leaving employees with
no time for useless activities and idleness has proven to be an extremely effec-
tive productivity driver. Hidden Champions have a culture of high perfor-
mance and intolerance for underachievers. A Hidden Champion CEO told
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me: “I used to work for a large corporation. There, some of the employees read
the newspaper during working hours. That would be unthinkable here.”
Underperformance is noticed more often than in large companies, usually by
the team and colleagues, less by managerial supervision, and there is a virtu-
ous circle. The strong competitive position of the Hidden Champions has a
stimulating effect on the employees. People prefer working for a respected
market leader rather than for a company in decline.

The corporate culture is the basis of high employee motivation. This cul-
ture is shaped by the behavior of the entrepreneurs. Here is one truly exem-
plary case. Busch, a global leader in vacuum pumps, celebrated its 50th
anniversary in 2013. To mark the occasion, the entire Busch family visited all
42 locations around the world: “The celebrations for the company’s anniver-
sary started early in the year at the Busch sites in the Far East. Following the
course of the sun, they reached Busch’s headquarters in Maulburg in southern
Germany in September, to conclude later in the year at the American sites”
[1]. Despite their advanced age, the company founders Karl and Ayhan Busch,
as well as the young generation—daughter Ayla, and sons Sami and Kaya
Busch—joined the visiting team. All five lead the company as a team of equal
managing directors. Busch is probably the only company in the world with
five CEO:s.

The Hidden Champions see the commitment and motivation of their
employees as a major competitive strength, reflected by low sick leave and
turnover rates. Their employee turnover rate of around 2.7% per year is about
one-third of the German average of 7.3%, which is already low by interna-
tional standards. Strategically, low employee turnover is more important than
low sick leave, because it preserves know-how and customer relationships,
reduces costs for training new hires, and makes investments in training and
development profitable. The Internet and the global talent shortage render
employee loyalty ever more important. Young employees want to gain experi-
ence with multiple employers, and social media sites such as LinkedIn are
facilitating the contact between companies and potential candidates. These
trends create problems for the Hidden Champions. Ayla Busch describes the
issue “as a difhcult challenge for the Hidden Champions, who depend on the
specialization, the loyalty, and the passionate focus of their employees.”

! Personal communication, November 29, 2020.
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Qualification

Global competition is increasingly about skills rather than cost alone. The
automation of low-skill activities eliminates many of the traditional cost
advantages of low-wage countries. Products and processes are becoming more
complex and require higher skills. Education is improving in emerging coun-
tries such as China and India, and the highly developed countries must invest
more in skills to keep up.

The Hidden Champions know that employee qualification and training are
necessary conditions for the accumulation of technological knowledge and for
high performance. Companies need to focus on professional education and life-
long training. In the German dual system, apprentices work for three days a
week in a private company and attend a vocational school run by the govern-
ment on the remaining two days, thereby receiving a customized combination
of practical and theoretical knowledge. At the Hidden Champions, 9% of the
workforce is enrolled in these dual programs. The German average is only 6%,
which means that Hidden Champions invest 50% more in the training of
skilled workers. Kessler & Co, a leading manufacturer of axles, has initiated an
innovative revolutionary training model called “High School Plus” (Abitur plus
in German). Starting in the eighth grade, high school students can complete a
dual training program of four years that concludes with a certificate from the
Chamber of Industry and Commerce [2]. Hidden Champions also invest heav-
ily in continuous education. According to one study, they spend 25% more per
employee on training than comparable companies [3].?

The upgrade in qualifications extends to employees with college and uni-
versity degrees. Their share has doubled in the last 25 years from well under
10% to more than 24%. With a mean workforce of 2,252, this means that the
Hidden Champions employ an average of 540 people with a college or uni-
versity degree. That is 5% points or 113 employees more than at the compa-
rable companies. One is inclined to describe the Hidden Champions as
“research laboratories with production attached.” In any case, they are high-
qualification organizations. Consistent with this is the finding that wages at
the Hidden Champions are 11% higher than at the peer companies.

In emerging markets, achieving high skill levels is one of the biggest chal-
lenges for the Hidden Champions. For the most part, local labor markets do
not provide workers with the required qualifications. How do the Hidden
Champions address this challenge? They become pioneers by transplanting

>The Hidden Champions spend 600 Euro per year and employee, compared to 470 Euro of the average
company.
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the German dual training system. They operate their own vocational schools
in foreign countries, often in cooperation with other German companies or
Chambers of Industry and Commerce.

Talent War

The high-qualification requirements make the recruitment of talented young
people indispensable for Hidden Champions. Being “hidden” and the associ-
ated low awareness turn out to be a disadvantage in the war for talent. While
this may be less evident in the immediate vicinity of the Hidden Champion
locations, it is certainly true on a national and even more so on an interna-
tional scale. Ayla Busch thinks “that Hidden Champions can no longer afford
to remain ‘hidden’ in the labor market.”®> On the other hand, Hidden
Champions should not harbor the illusion that they can build up a level of
recognition or attractiveness on a national or global scale that is comparable
to large corporations and famous brands. Both their limited size and the low
visibility of their products preclude this. In terms of recruitment, the rural
locations of many Hidden Champions pose a further problem. Young people
tend to be drawn to urban areas. A rural exodus has been going on for years
in German-speaking countries.

The most sensible response for the Hidden Champions is to focus on
recruiting efforts and employer branding near their home bases. There is tal-
ent in every region. Nils Meyer-Pries, CEO of the Fuchs Group, the world’s
No. 2 in spices, speaks of “hidden talents.” He rightly says that the aim must
be to identify these talents early on and bring them closer to the company.
Hidden Champions have a certain level of recognition in their immediate
vicinity and often even a high employer attractiveness. Relationships with
vocational schools, high schools, and regional universities can build on this.
Targeted offers for internships or student research projects bring talented
individuals to the company. Brita, the global market leader in point-of-use
water filters, maintains intensive relations to the nearby European Business
School (EBS) through lectures by managers, student research projects, case
studies, and internships. As a result, the number of applications from EBS
graduates has increased significantly [4].

In the competition for talent, it is not only the location that counts, but
also the brand and the company name. Grohmann Engineering has always
had problems attracting engineers to its remote location, but applications

3 Personal communication, November 29, 2020.
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have been coming in large numbers since the company became Tesla
Automation. Once the young talent joins, the Hidden Champions can use
job rotation programs, especially assignments to their foreign subsidiaries, to
develop internationally experienced and loyal employees.

With regard to career advancement, one advantage of Hidden Champions
is that young people grow into positions of responsibility more quickly than
in large companies and are also more often deployed internationally. “Hidden
Champions offer employees the best of both worlds: a familiar working atmo-
sphere with a high degree of individual freedom and a dynamic, international
environment. Because of this Hidden Champions attract hidden talent,” says
Nils Meyer-Pries, CEO of the Fuchs Group, a Hidden Champion in spices.

However, I doubt whether this advantage is sufficiently communicated and
perceived by the target group. Hidden Champions could also increase their
attractiveness by introducing new working models, an eminently important
topic for young people. Gelita CEO Dr. Franz Josef Konert points out that
there will no longer be one standard career, but many different career and life
models. The Hidden Champions could become pioneers in this area, just as
they did in work-time flexibility.

Attracting top international talent is an even greater challenge for the
Hidden Champions. In this regard, Germany has a serious deficit thanks to
the language barrier. In a meeting with the presidents of the four large German
research organizations,* I reported that after their examinations a large pro-
portion of the 4,000 graduates of the Indian Institute of Technology (II'T)
each year go to the USA. One of the presidents objected that his society also
receives about 50 applications from II'T graduates. When I asked how many
actually come, his answer was “five.”

More than 2,000 to America, five to Germany ... that says it all about
Germany’s attractiveness to these top talents. Even large internationally
known German corporations have a lot of catching up to do in this respect.
Of course, this is much truer for the Hidden Champions and mid-sized com-
panies in general.

The language barrier plays a key role. Graduates from India can immedi-
ately start in English-speaking countries. In other countries, they may have to
learn the local language first. Patent attorney Klaus Goeken says: “The battle
for the best minds is in full swing, with neither place of birth, social origin,
passports, or religious affiliation playing a dominant role.” One method of the

“There are four large research organizations in Germany, Max-Planck (86 institutes, 24,000 employees),
Fraunhofer (74 institutes, 28,000 employees), Helmholtz (18 centers, 42,000 employees), and Leibniz
(96 research centers, 20,000 employees).
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Hidden Champions is to set up branches in cities that are attractive to top
talent. In Germany, this is often Berlin. In other countries, it can be the
Silicon Valley, Shenzhen, or the Cote d’Azur. For example, Zapier, an Internet
company based in Missouri, a state that is less desirable for top applicants,
reports that its 250 employees are spread across 17 U.S. states and 17 coun-
tries [5]. This is certainly an extreme case, but it points to opportunities and
perhaps even a necessity. If top talent is not willing to come to the company,
the company must go to the top talent. I learned early on at Simon-Kucher
that office locations are often more important in terms of talent acquisition
than they are in terms of customer acquisition.

Diversity and Inclusion

Diversity and inclusion, or D&I, is a topic that has gained tremendous atten-
tion. It is similar to sustainability and can be seen as one aspect of it. D&I
management deals with the diversity and heterogeneity of employees. The
focus is on dimensions such as age, gender, ethnicity, sexual orientation, reli-
gious beliefs, disability, education, experience, and expertise. D&I aims to
take advantage of diversity opportunities and to avoid discrimination, aggres-
sion, and subgroup formation.

Yet the topic is by no means new. In 2004, I gave a presentation to the
German Council of Deutsche Bank in Frankfurt entitled “Diversity:
Opportunities and Challenges for Deutsche Bank.” I presented “examples of
companies that are working intensively on the subject of diversity manage-
ment,” including Ford, Bayer, Deutsche Telekom, and Commerzbank.

Today, D&I’s goals are, in the words of one Hidden Champion’s docu-
ment, “broad, all-encompassing, and far-reaching.” Investors are increasingly
pushing toward D&I, with the investment firm Blackstone seeking to enforce
that every third board member on all majority-owned companies be “diverse”
[6]. Hidden Champions face D&I challenges on many fronts. Globalization
has created workforces that are “multi” in terms of cultures, nationalities, reli-
gions, etc., and require corresponding adjustments. This, too, is not funda-
mentally new. As early as 1987, during a visit to a German plant in Kuala
Lumpur, I was shown prayer rooms for the Muslim employees. In terms of
D&, the Hidden Champions seem to have coped well with globalization so
far. With regard to other attributes, such as the participation of women in top
management, many Hidden Champions face barriers from traditional,
hierarchical-patriarchal corporate cultures, industry habits, and the supply of
certain groups is limited. There are simply not enough female mechanical
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engineers to achieve proportional representation in jobs requiring this qualifi-
cation. In any case, D&l is an area in which the Hidden Champions will need
time to adjust to the rules of the New Game.

The Leaders

The fire that has catapulted their companies into their market-leading posi-
tions burns in the leaders of the Hidden Champions. While they are individu-
als who defy generalization, I nevertheless found certain commonalities. These
include an identity of person and mission, a focused determination, fearless-
ness, perseverance, and the ability to inspire others. For younger leaders, one
could add worldliness and higher academic qualifications.

Leadership Continuity

Characteristics such as consistency, continuity, and long-term orientation are
typical of Hidden Champions and manifest themselves in lasting market lead-
ership, low turnover, rare structural breaks, and unchanging values. The con-
tinuity of a company is based on continuity at the top. Hermut Kormann,
former CEO of Voith, says: “The long-term nature of the strategy is a result of
the constancy of the strategy bearers and the duration of their tenure” [7].
Viewed in isolation, continuity in itself is neither good nor bad. A long tenure
of a weak boss is obviously detrimental. On the other hand, a good business
leader who stays at the helm for a long time is a blessing. Surprisingly, the
topic of continuity is rarely explored in the management literature. One
exception is the book Built to Last, which compares the tenures of CEOs of
so-called “visionary” companies with those of a control group of less success-
ful firms [8]. In the visionary companies, CEOs achieve an average tenure of
17.4 years, compared with only 11.7 years in the mediocre control group. The
average tenure of the Hidden Champions CEOs is 21 years, even higher than
in the visionary companies. At large companies, the average tenure of CEOs
is 6 years [9]. Hidden Champion CEOs stay at the helm more than three
times as long—a strong indication that long-term orientation is taken much
more seriously by these companies.
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Young CEOs

Long tenures and the corresponding high degree of continuity are only pos-
sible if the bosses reach the top position at a relatively young age. The early
appointment to a management position is not only of interest from the point
of view of continuity and long-term orientation, but also with regard to entre-
preneurial energy and dynamism. It is remarkable that many Hidden
Champions founders got their companies off the ground at a very young age.
Reinhold Wiirth was 19 when his father died and he had to take over the
company, which had one employee at the time and now has 83,000. Reinhard
Wirtgen started his company, now the global market leader in road milling
machines, at the age of 18. Not much has changed in this regard except that
many of the younger founders now have university degrees and are a few years
older when they start their companies than the post-war generation. Stefan
Vilsmeier founded Brainlab at the age of 22. Ralf Dommermuth started
United Internet at the age of 25. Founding entrepreneurs are typically young.

Successive generations of CEOs are also appointed at a relatively young
age. Whereas people rarely become CEOs at large companies before they turn
50, the leaders of Hidden Champions sometimes reach the top position in
their twenties, often in their thirties and, at the latest, in their early forties. In
the case of family CEOs, this early appointment is not surprising. Hans Georg
Nider took the helm of the orthobionics specialist Ottobock at the age of 28.
Marc Fielmann became CEO of Fielmann AG at the age of 29. Christopher
Mennekes replaced his father at the industrial connector of the same name at
the age of 32. Hidden Champions also appoint non-family managers to CEOs
when they are still young. Robert Friedmann was 38 when he took over the
management of Wiirth. Hartmut Jenner became head of Kircher at 34.
Similar to continuity, there is of course some ambivalence about a CEO’s age
of arrival. “Younger” means dynamic, energetic, long-term oriented, but also
less experienced, possibly prone to mental overload, or a lack of composure.
The typical strengths of older managers are their greater experience, more
confident leadership, mature personality. It is impossible to make a general
statement about what is better for a company.



27 Employees and Leaders 229
Female CEOs

Equal opportunity for women is a hot topic in the context of diversity and
inclusion. At large companies worldwide, only 5% of CEOs are women. At
the 500 largest U.S. companies, the figure is 3.2%.> Among the 160 largest
publicly traded German companies, the proportion is similar at 3.1% [10].
In contrast, women are more likely to occupy top management positions at
Hidden Champions. Some 13.6% of the 500 largest German family-owned
companies have a woman on their top management board [11]. Well-known
examples of female CEOs of Hidden Champions are Nicola Leibinger-
Kammiiller at Trumpf and Angelique Renkhoff-Miicke at Warema, the
European market leader for sun protection systems. Marie Langer is the CEO
of EOS, one of the leading firms in 3D printing. Petra Baader heads the epony-
mous global market leader in fish processing. Sabine Herold is at the helm of
special adhesives Hidden Champion Delo. Nina Patisson heads Albrecht
Biaumer GmbH, global market leader in foam cutting machines. Eva van Pelt
leads laboratory equipment supplier Eppendorf as co-CEO with Peter
Fruhstorfer. Sybill Storz is the chairwoman of endoscopy market leader Karl
Storz. Ozlem Tiireci at BioNTech and Katharina Kreitz at Vectoflow are found-
ers and co-managing directors. Together with her brothers Kaya and Sami,
Ayla Busch heads the vacuum pump Hidden Champion Busch. Many women
took the helm at Hidden Champions after the death of their husbands and led
the companies to new heights. Examples include WIKA (pressure gauges),
Kircher (high-pressure cleaners), Wirtgen (road construction machines),
Harting (connection technology), Pilz (industrial safety), Sick (sensors), and
Hoerbiger (drive and compressor technology). Unlike the male bosses, the
female top executives are almost exclusively members of the owner family.

Internationalization of Management

Hidden Champions often generate 80 or 90% of their sales and employ the
majority of their staff, outside their home market. Many of them fill the chief
executive positions of their foreign subsidiaries with locals. In terms of these
indicators, they are quite international, or even global. However, foreigners
are much less frequently represented in the top echelons of the parent com-
pany. There are several reasons for this, such as the size and composition of
management teams. Around half of the Hidden Champions are run by family

> Ibidem.
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members. In addition, the top management teams are generally very small.
Such teams are attuned to each other, and their cooperation is based on com-
mon cultural foundations. With such relationships, one cannot expect changes
to be very rapid.

Given the global nature of business, one might be inclined to call for a
more decisive and rapid internationalization of top management, but there
are—as always—two sides of the coin. One should not underestimate the
advantages of a small team of managers who share a common culture, a value
base, and understand each other blindly. The internationalization of business,
employees, and management does not occur simultaneously, but rather with
time lags. Sales internationalizes first, followed by employees, then the
extended management group. Only at the end, with a delay of quite possibly
one or two generations, will the top management positions be filled with
people from different cultures and countries.

Nonetheless, this process could be accelerated and intensified. In the U.S.,
we find dozens of CEOs of Asian descent. Examples include Satya Nadella at
Microsoft, Sundar Pichai at Alphabet (Google), Ajaypal Banga at Mastercard,
Jen-Hsun Huang at Nvidia, and many others. There are also a few examples
in Europe, such as Vasant Narasimhan at Novartis or Sanjay Brahmawar at
Software AG, but they are exceptions. Hidden Champions still face a chal-
lenging transformation to access the global talent pool for top leadership posi-
tions more effectively.

Leadership Styles

Leadership balances the authority of the leaders and the personal responsibil-
ity of the team members. If the leadership style leans strongly toward the
authority of the leader, we speak of a command system or “authoritarian lead-
ership.” Authoritarian leadership can cause demotivation, service by the book,
or resignation. If the leader gives too much free rein and does not set clear
goals, the result is a lack of coordination and, in the worst case, chaos.

The Hidden Champions, as high-performance organizations, favor a mixed
system with clear goal orientation on the one hand, and high employee moti-
vation on the other. Hidden Champion leaders achieve this seemingly contra-
dictory combination by what I call a polarized leadership style, which is a
form of mission-oriented leadership. The leadership is authoritarian with
respect to the principles, values, and goals of the company, with clear lines of
command from the top down and no room for discussion. But when it comes
to implementation and execution of specific tasks, the employees and the
team have a great deal of latitude. Employees of Hidden Champions usually
face fewer rules and regulations than employees in large companies.
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This is exemplified in the principles of Wittenstein SE, one of the market
leaders in mechatronic drive technology: “Subsidiarity: What can and may be
regulated locally (in the sense of decentralized, local) must be regulated there.
The phrase ‘locally’ is to be understood not only geographically (local), but
also organizationally (decentralized). Of course, the principle may only be
applied within the other guardrails (e.g., other corporate principles, rules of
procedure, administrative regulations, competencies). Subsidiarity offers the
following advantages: speed, greater proximity to the task, better decisions.”

Rational, the global leader in professional cooking systems, has a similar
philosophy: “Every employee is encouraged to act as an independent entre-
preneur in the company—working with dedication, responsibility and in the
interest of the entire company. This approach seems to be on point, as 89% of
our employees are proud to be working for Rational” [12].

The typical leadership style among Hidden Champions is authoritarian in
the basic values, but participative in the details of execution. This leadership
style, known in the military as “mission-oriented leadership system,” only
works if freedom in execution is matched by adequate competencies and clear
responsibility for the results [13]. Reinhold Wiirth puts it this way: “The
greater the success, the greater the degrees of freedom.” Decentralization and
accountability/responsibility are inseparable. I found this type of leadership in
many Hidden Champions.

The New Game: Employees and Leaders

The Hidden Champions are characterized by fundamental strengths that
should not be changed: motivation and a high degree of loyalty from the
employees, identification with the mission, focused determination, courage,
and perseverance, and the ability of leaders to inspire. Low turnover rates must
be defended at all costs, as employee retention becomes even more important
due to the talent shortage. Ayla Busch offers an interesting observation from
China, where high turnover is normal and a serious problem: “After Covid-19,
the appreciation and loyalty of the Chinese employees for their employers have
increased significantly, especially for German Hidden Champions.”

The game has changed when it comes to employee qualifications, talent
acquisition, and talent development. Companies must provide higher qualifi-
cation opportunities more consistently and more rapidly in order to keep up
with the accelerated pace of change. This requires greater investments in con-
tinuing education. The Hidden Champions also have to catch up in terms of
diversity and inclusion. They have to attract more international top talent.
Only then can the transition to more internationally staffed and diversified
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management teams succeed. The promotion of women from outside the fam-
ily to the highest executive positions needs to increase. However, the lack of
female graduates in science and engineering is a serious bottleneck.

The mission-oriented leadership system—with clear specifications of the

goals and the basic values, but great scope for execution—is a pronounced
strength of the Hidden Champions. This leadership system should be retained
at all costs, despite the increasing size of the companies. It requires a high level
of qualification and responsibility on the part of the workforce.
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The Future of the Hidden Champions

Rarely has there been an era during which so many disruptive trends occurred
simultaneously. The Great Recession of 2008—2010 and the COVID-19 pan-
demic induced a tremendous expansion of money supply and public debt.
Interest rates, migration, demographic disruption, digitalization and automa-
tion, climate change, electromobility, and sustainability are challenging estab-
lished business models and will influence the rules of the New Game. No one
can predict today what the long-term effects of COVID-19 will be.

These trends conspire to make forecasting difficult, and the future of the
Hidden Champions is no exception. I have been researching them for more
than 30 years. When I started, I could not have imagined the progress these
companies would make in the ensuing three decades. Many of them are now
20 or 30 times larger in terms of revenue and employment. They have become
truly global companies.

Are the Hidden Champions at the end of a spectacular era of growth? Or
will their growth trend continue?

A forecast for another 30 years would take us to 2050 and would lack any
reliable basis. So I will confine myself to a time horizon of 10-15 years in this
chapter. Much remains speculative, though, even for this period.

Nonetheless, rough outlines for the future of the Hidden Champions are
emerging. In contrast to the almost exclusively positive outlook at the end of
my former books, the outlook in this chapter is a more differentiated and
more skeptical one. There are some threatening developments for quite a few
Hidden Champions in certain industry sectors. On the other hand, some of
the new trends open up tremendous opportunities for those Hidden
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Champions who quickly come up with innovative solutions and adapt to the
rules of the New Game.

Sunset Industries

Sunset industries include “any industry that holds little promise of future
development” [1]. A similar definition states “A sunset industry is an industry
in decline, one that has passed its peak or boom periods” [2]. In Germany,
mining, steel, and shipbuilding have long been sunset industries. More recent
developments, such as electromobility and renewable energies, have extended
the sunset industries to fields of German core competencies, where numerous
Hidden Champions are active.

In my former surveys, only 1% of Hidden Champions feared slipping into
the decline phase of their product life cycle [3]. Today, I estimate this percent-
age at 5-10%. What will happen to the companies and employees that are
primarily involved in combustion engines and transmissions? At Mercedes,
around 19,000 people are employed in the development and production of
combustion engines. It is not just large companies, but also smaller firms and
Hidden Champions whose jobs are in danger. The sales of companies such as
Eberspicher (exhaust technology, auxiliary heating, engine management),
Mann + Hummel (filters), Elring Klinger (cylinder-head gaskets), or Mahle
(pistons) are to a high degree linked to the internal combustion engine. Mahle
“is considered a prime example of the threat to an entire industry” [4]. Also
affected are engineering firms with a focus on R&D of combustion engines,
including FEV with 5,800 employees, EDAG with 8,200 employees, Austrian
AVL List with 11,500 employees, and—somewhat less car-dependent—
Ferchau Engineering.

While the combustion technology will not disappear abruptly, its decline
seems inevitable, regardless of whether the longer-term future lies in electric
or hydrogen propulsion. The crucial question is whether the affected Hidden
Champions will succeed in generating growth and jobs in new applications
and industries and in developing the necessary competencies and marketable
innovations. The time aspect is critical. How quickly will markets change?
How expensive is it? How long will it take to adapt? Emese Weissenbacher,
vice chairwoman of Mann + Hummel, a Hidden Champion in filters, calls
the change in the auto industry “too fast and too expensive” [5].

Many of the sunset Hidden Champions have recognized the challenges and
are taking action. Stefan Wolf, CEO of ElringKlinger, the global market
leader in cylinder-head gaskets, sees battery and fuel cell technology as future
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fields for his company. ElringKlinger has already developed products for
hydrogen fuel cells. Its proton-exchange membrane fuel cell stacks have dem-
onstrated outstanding performance and durability in both bench and field
tests. The Ekpo Fuel Cell Technologies joint venture established with the
French automotive supplier Plastic Omnium aims to become the global mar-
ket leader with sales of up to €1 billion by 2030 [6]. ElringKlinger also estab-
lished a joint venture with Airbus for a hydrogen-powered aircraft that is
scheduled to fly in 2035 [7]. Mann + Hummel is also shifting its filtration
expertise to filters for batteries, fuel cells, power generation, and air
purification.

The impact of the automotive transformation is not limited to component
suppliers. It affects the entire value chain. If fewer pistons, crankshafts, and
gears are needed, then fewer machines are needed to manufacture these prod-
ucts. It remains to be seen whether the long-term situation will be similar in
other sectors, such as the aircraft industry. It cannot be ruled out.

Realistically, one must assume that not all Hidden Champions from sunset
industries will be able to manage the change and build a leading position in
the new markets. One observer notes: “It’s called transformation. In fact,
many of Germany’s automotive suppliers are in a fight for survival. Studies
predict that a quarter of jobs in the industry could be eliminated by 2030”
[4]. The number of Hidden Champions in sunset industries will most likely
decrease in the coming years. Since quite a few Hidden Champions from
German-speaking countries are active in such sectors, the share of German
Hidden Champions in the total global number of Hidden Champions is also
likely to decline.

Sunrise Industries

The dynamic between sunset and sunrise industries is nothing new and
remains healthy as long as sunrise industries appear to replace the declining
sectors as creators of jobs and wealth. “A sunrise industry is one that is new or
relatively new, is growing fast, and is expected to become important” [8]. The
question is to what degree firms in sunrise sectors can compensate for the
losses caused by declining Hidden Champions in sunset industries. Will they
be able to take over as drivers of growth and creators of jobs? Are there enough
current and potential Hidden Champions in sunrise industries? As Table 28.1
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Table 28.1 German unicorns

Market capitalization in billion €

Company Business (3/4/2021)
Delivery Hero Food delivery 21.7
Zalando Fashion retailer 21.0
Biontech Individualized cancer 19.0
medication
Curevac Drugs, vaccines 12.7
Celonis Process optimization 11.0
software
Hello Fresh Food delivery 10.5
Auto 1 Online used cars 9.2
Teamviewer Remote control systems 9.0
Scout 24 Digital market platforms 6.4
Trade Republic Online broker 5.0
N 26 Online banking 2.9
Otto Bock Wearable human bionics 2.9
Healthcare
Rocket Internet Digital investments 2.6
Flixbus Long-distance bus network 1.9
NuCom Group Various online platforms 1.8
Get your guide Online marketplace 1.5
Motel One Hotel 1.5
Check 24 Online price comparison 1.5
RIB Software Construction software 1.4
Mambu Banking Software 1.4
Personio HR software 1.4
Xing Career network 1.3
About You Fashion retailer 1.0
Omio Travel comparison 1.0

shows, Germany has a certain number of unicorns, i.e., young companies
worth more than €1 billion.!

Some of the listed companies have achieved amazing market capitaliza-
tions. However, at just over 20, the number of German unicorns is very small
compared with China with 203 unicorns and the USA with 195 [9]. In addi-
tion, many American and Chinese unicorns have much higher market caps.
The world’s ten most valuable unicorns have an average market capitalization
of $38.7 billion. The online bank N26, the most successful fintech unicorn in
Germany, ranks only 19th internationally among unlisted fintechs [10].

While the situation is not hopeless, it does not give cause for great opti-
mism. Germany’s (or Europe’s) limitation lies less in a lack of innovation than
in scaling-up. Hermann Hauser, founder of ARM, the quasi-monopolist in

!Values researched on October 29, 2020. Values may refer to earlier dates as some companies, e.g., Motel
One or Flixbus, may have been affected by Corona.
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the design of smartphone chips with a 95% share of the world market, says:
“In fact, there are more software engineers in Europe than in America and also
more start-ups. Our problem is scaling. We don’t lack talent. We lack the
money and management expertise to grow these companies quickly” [11].
Nooman Hagque, a Silicon Valley venture capitalist, agrees: “Germany has
always had an amazing scene to invent new technologies and therapies, but
the challenge has been scaling due to a poorer venture capital scene compared
to the UK or US” [12].

Europe’s leading role in basic research on artificial intelligence is no secret.
Professor Jiirgen Schmidhuber, who invented the long short-term memory
(LSTM), says: “Almost all fundamental work on artificial intelligence and
deep learning comes from Europeans” [13]. There are massive deficits when it
comes to rapid implementation, and there are very few major market suc-
cesses. A real transformation would be for German and European startups to
scale faster and more strongly in large consumer-oriented digital markets. But
the chances of that happening are low as long as only a few German and
European Hidden Champions emerge in this sector. Market capitalizations in
the higher billion range are unlikely in Europe, above all in consumer markets
of digital products with low marginal costs where scaling is the key value driver.

I am more optimistic about the prospects in industrial B2B businesses.
These are niche businesses where internationalization does not involve gaining
millions of customers in a short time. Many sunrise sectors are actually mature
industries undergoing transformation, and in these sectors, the Hidden
Champions are already entrenched. Examples include tunneling, renovation
or construction of roads and infrastructure, rail systems (classic railroads, but
also new technologies such as maglev or hyperloop), energy renovation and
insulation of buildings, energy transmission (e.g., super-conducting lines),
medical technology, new materials, and many others. Sunrise sectors also
include applications in industrial sectors such as automation, robotics, addi-
tive manufacturing, and artificial intelligence. Prerequisites for future success
in the industrial sunrise sectors are a deep knowledge of customer processes,
innovative ideas, and agilicy—all skills in which the Hidden Champions have
proven their excellence and will hopefully continue to do so.

One area where I see great opportunities for the Hidden Champions is
sustainability. At the end-product level, the success of sustainable products is
driven by government specifications and consumer behavior. The relatively
strict specifications in Europe are forcing European companies into a pioneer-
ing role. Consumers will accept sustainable products if they are superior in
quality and price. Sustainability, as such, is largely determined at the upstream
stages of the value chain, in raw material procurement, the manufacturing
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process, and logistics. Further downstream in the value chain, areas such as
recycling, remanufacturing, and the circular economy play a big role. Again,
these are fields in which the Hidden Champions have high levels of expertise
and thus excellent opportunities for the future.

Preserving Strengths

One question that comes with continuing growth, increasing size, and greater
complexity is whether Hidden Champions can maintain their traditional
strengths such as focus, closeness-to-customer, agility, and employee loyalty.

Ayla Busch, co-CEO of Busch vacuum pumps, muses: “With success and
rapid growth, the question is how to maintain the personal connections with
employees and other stakeholders. How do we preserve the positive and trust-
ing culture? How do we align efficient structures and processes without imme-
diately becoming an anonymous large corporation? How do we stay agile and
close to the pulse of the customer and the markets? How do we stay down-to-
earth and continue to strive for success? These are very difficult questions.
Can a company get too big and does it make sense to grow at the expense of
agility?”? These are the questions that every Hidden Champion and every
mid-sized company must ask themselves as they continue to grow. The answers
are far from simple, but there is a variety of practical guidelines and New
Game rules.

Specialization

There are two key success factors for the future of the Hidden champions. The
first is the continued growth of the markets in which they operate. The second
success factor is their competitiveness in these markets. I see the high degree
of specialization and the depth of expertise as the root of their competitive-
ness. This extremely specific and deep knowledge makes it difficult for new
competitors to enter and succeed in the Hidden Champions’ markets. The
crucial question is whether they can maintain the lead over the competition
in the long term. This depends on R&D investments and on technological
saturation. If a technology reaches a saturation point, R&D effectiveness
declines, and the competition has a chance to catch up. This can be a danger
when a performance increase is overcompensated by a competitor’s price

2Personal communication, November 29, 2020.



28 The Future of the Hidden Champions 239

advantage. If it is not possible to maintain the old performance gap, lower-
cost production must be achieved through relocation or automation. In prin-
ciple, both options are feasible for the Hidden Champions due to their global

presence and technical competencies.

Choice of Location

The choice of location is decisive for the future of the Hidden Champions.
Political frameworks play a major role here. In general, every activity should
be carried out at the location in the world where the best conditions exist for
this activity. This can imply a fundamental transformation, because it means
that a company may have to break away from its regional or national roots.
This need not induce a conflict. Many Hidden Champions are already both
home-grown and global. They demonstrate that these two orientations do not
have to be mutually exclusive and can in fact be compatible. The weight of the
“global” portion will continue to increase and include more parts of the value
chain. In case of an increased “decoupling” of the three large economic zones
(USA, China, and the EU), localization could even mean having three head-
quarters that are not intertwined under company law, as Wilo and Simon-
Kucher already practice.

The future of the Hidden Champions will be determined in the first global
league: the USA, China, and the EU. China deserves utmost attention, both
as a target market and as a source of new competitors. This does not mean that
the rest of Asia, Africa, or Latin America is irrelevant, but these regions will
not determine who is and remains the global market leader. It goes without
saying that a Hidden Champion’s leadership in its home market is a necessary
condition. From a European perspective, strong market positions in the USA
and China are indispensable for market leadership. American and Chinese
Hidden Champions must be strong in the other markets of the first
global league.

By 2030, those Hidden Champions who assert themselves in all of these
markets will be successful. This will depend less on exports than on higher
direct investment. So it is obvious where foreign direct investment will have
to flow in the next decade. I expect and suggest that the regional distribution
of value-added should replace the regional distribution of sales as a measure of
internationalization. The transformation of locational structures need not
have negative consequences for Germany and Europe. On the one hand,
direct investment and thus jobs will move from Germany and Europe to other
continents. On the other hand, direct investment and jobs are flowing from
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the other continents to Europe. Today, American companies employ 4.9 mil-
lion people in Europe, a third more than in 2000 [14]. China is only just
beginning this process. According to the China International Investment
Promotion Agency (CIIPA), 7300 new jobs have been created in Germany
through Chinese greenfield investments in the last two years.> This figure will
rise significantly in the coming years. This is one dimension of the coming
Chinese century.

Capital

Capital and capital markets are becoming increasingly important for the
future of the Hidden Champions. Until recently, the Hidden Champions
have been mostly family-owned companies that financed their expansion pri-
marily from their own cash flow. This is a sensible alternative in markets that
are gradually and continuously growing. But this “slow” financing acts as a
brake on growth and scaling in very fast-growing businesses, where it is man-
datory to occupy the leading market position early on in the life cycle.

Chinese Hidden Champions go public much earlier and raise substantial
capital, which they invest in growth and innovation. Likewise in the USA, the
amount of capital that can be raised for startups and scale-ups through ven-
ture capital or IPOs is far greater than in Europe. This is why many European
companies prefer a listing in New York. Unless Europe can overcome the capi-
tal bottlenecks, many startups will not become Hidden Champions despite
their excellent technical competencies. Skepticism is warranted as to whether
the European capital markets will catch up and whether many owners of
Hidden Champions correctly assess the future importance of the capital mar-
ket. I am afraid that quite a few either do not comprehend the rules of the
capital markets in the New Game or will need too much time to under-
stand them.

Global Citizens

Globalization will change, but it will not stop. The ambition to remain a
global market leader is accompanied by the need to become a global citizen.
All the New Game rules point into this direction. The shift from exports to

*Includes investments into factories, R&D centers, sales offices, and service points. E-Mail by China
International Investment Promotion Agency, Frankfurt, October 22, 2020.
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direct investment means that more workers will be employed outside the
home market. The Hidden Champion of the future will not be led by a large
number of expatriates deployed to a foreign country, but by top executives
from different countries who work together smoothly on the basis of a shared
corporate culture.

Digitalization enables and standardizes communication across spatial,
national, and cultural boundaries. Sustainability involves overcoming national
or racial inequalities and, in terms of climate, can only be achieved globally
anyway. In the long run, the leaders of the Hidden Champions and their
teams must become global citizens. The ambition to be the best in one’s mar-
ket requires attracting and retaining top talent from around the world. Every
top-league club in soccer, basketball, or hockey takes this maxim to heart.
Why should that not apply to top companies?

We discussed the strengths and weaknesses of Hidden Champions in terms
of recruiting. The recommendation to focus regionally can be applied to for-
eign locations as well. A focus on regions or selected educational institutions
seems advisable. I am not worried about the future of companies that succeed
in meeting these requirements. Germany and Europe are becoming more
attractive in the global competition for talent. I hope the Hidden Champions
are wise enough to continue to pursue prudent policies that enhance their
attractiveness.

Money or Fame

Money or fame is a sensitive choice that comes up when succession in a
family-owned company cannot be settled internally. The main alternatives are
selling the company, launching an IPO, or setting up a foundation. The com-
pany can be sold to a strategic investor who holds the shares in perpetuity, or
to a private equity company who sells the shares after a few years or takes the
company public. Selling is often the quickest option that brings in the most
money, but it also means that the company may be headed for an uncertain
future in which it passes through several hands and risks losing its indepen-
dence and identity. In a way, the founder or the following generation will
sacrifice their Hidden Champion on the altar of money. I am not mentioning
any names, but the following story may explain why I find it deeply regretta-
ble whenever that happens. An inventor and founder had worked his way up
from an early age to become the European market leader, employing more
than 1,000 people in six factories in Europe, the USA, Brazil, and China. In
his autobiography, this entrepreneur writes about the very lucrative sale: “The
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highest bidder, a northern European group, won the bid. Synergy effects and
access to a significant market share were the decisive factors for me: the chance
to open up new markets and having sufficient capital available for further
growth and innovations! This win-win situation was very reassuring for me, as
I now saw my life’s work in safe hands.” A few years later, the acquirer itself
was taken over and the former Hidden Champion was passed on to a Central
European group that shut down the original factory six years later. All that
remained of the former Hidden Champion’s identity was a brand.

Twenty years later, the founder wrote to me that selling his company was
the biggest mistake of his life. In his autobiography he says: “Professor
Hermann Simon, who counted me among the German Hidden Champions
in his book, didn’t understand my decision at the time.” I did indeed not
understand how he could part with his life’s work. When I read of the renam-
ing of Grohmann Engineering to Tesla Automation, I tried to put myself in
the founder’s shoes and replicate his possible emotions. For me, the top prior-
ity has always been to keep Simon-Kucher & Partners as an independent
company. I would like to encourage Hidden Champion owners to preserve
the independence and fame of their “child” in the long term instead of pock-
eting the quick money.

The New Game

The picture of the future of the Hidden Champions that I have drawn in this
chapter is more mixed and skeptical than in my earlier publications. The rea-
son for this is not the COVID-19 pandemic. Instead, there are several long-
term determinants which are creating the New Game.

Not all Hidden Champions in sunset industries will manage the required
transformations. Quite a few will lose their market leadership status or even
go under completely. Moreover, in Germany and Europe there are not as
many candidates in sunrise sectors likely to take their place and rise to global
market leadership. This is not primarily due to a lack of innovations or start-
ups, but rather due to a pronounced weakness in scaling-up. This weakness
results from bottlenecks in capital procurement, the fragmentation of
European markets, and entrepreneurial deficits. Established Hidden
Champions, whose businesses are developing into sunrise markets, have good
chances to defend their leading positions and to continue their growth. To
achieve this, they must remain highly innovative and play by the rules of the
New Game described in this book.
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High levels of specialization and deep know-how form effective barriers to

entry against new competitors. However, the performance gap must be main-
tained. If this is impossible, the Hidden Champions must relocate to more
cost-effective locations or use cost-cutting automation. The choice of location
must be free from traditional preferences and favor sites where the activity in
question can best be carried out. The capital market is becoming increasingly
important, especially for very R&D-intensive and rapidly growing businesses.
Family businesses should consider giving up their skepticism with regard to
going public. The new type of globalization demands and encourages that the
leaders and their teams become global citizens.
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