Directly selling to Chinese customers
can be a big investment for Swiss
companies, but it is getting easier.
The Bridge speaks to Alfonso Troisi,
Country Manager of Nespresso,
about its experience of bringing
premium coffee to Chinese
consumers.

by Mark Andrews
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Can you give a brief rundown of Nespresso’s history in
the Chinese market?

Nespresso began as a Swiss company in 1986. Very early on we
tested the concept in Japan and then rolled it out in a variety of
European markets. The idea was to offer the same coffee bar
quality of experience at home.

Nespresso entered mainland China in 2007 with plans for
boutiques in Beijing and Chengdu - the first one opened in
Chengdu a few months earlier than the one in Beijing. The plan
was to have a footprint in different city tiers, not only in Beijing
or Shanghai.

We then continued our expansion in Beijing and Shanghai
by leveraging our unique direct-to-consumer business model.
Over the past decade, we have opened seven boutiques in three
different cities and we have around 100 points of sale in 18 cities.
Its physical presence is complemented by a strong 24 hour
customer hotline and online presence. In September 2016,
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Nespresso launched its official
E-Boutique with a full line of products
on Alibaba’s Tmall. The partnership
with China’s e-commerce giant marked
Nespresso’s worldwide debut on a third-
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increased the brand presence in 2nd
and 3rd tier cities. Another important
development was the 2013 shift of our
head office from Beijing to Shanghai.

[0 consumers

The main reason was that Shanghai is a NeSpreSSO IEé — /]\ 'ﬁt }:DE‘; EI‘] B']_( 'T't lIII:IIII Hi.,i '

more cosmopolitan city, leading a lot of
the country’s retail lifestyle and food
trends so we wanted to be at the centre
of this living city.

Nespresso largely use a direct sales method for its China
investment. Why did you choose this method and what
benefits do you believe this brings?

As an international premium brand, Nespresso aims to deliver
consistent service and experience to consumers. Obviously,
Chinese e-commerce is huge, it's growing very fast and the
structure and behaviour of Chinese consumers is very different
from other markets. Although Nespresso in China always had
an online business, what we've developed in the past three years
are different solutions. Initially we just had the desktop version
of nespresso.com, so we created a mobile version and then the
app. But most important maybe is the launch on Tmall. It is a
marketplace where brands can engage directly with their
consumers and they can keep the best customer service, best
brand experience with this consumer.

Would Nespresso do things differently if entering the
market today?

Ten years ago e-commerce was still very small. What's changed
is the size of the e-commerce market and the infrastructure
behind it which allows many brands to jump a few steps in
development and access markets within Chinese cities with a
much stronger proposition in terms of customer service when
it comes to delivery and the supply chain. So I think what was
done by Nespresso back then is not necessarily what Nespresso
would doif we opened in 2017. We could do a much faster market
entry and penetration, but that’s because not only the
e-commerce market has changed but also the coffee market has
changed. In 2007 there was a relatively small coffee market and
it was mainly in home consumption. Now there are many coffee
categories and out-of-home consumption is very big and growing
much faster than in home.

How difficult is it for a company to undertake such large
scale direct investment in China?

The key is to have a clear focus in terms of geographies and the
type of customers in order not to spread resources too thinly,
especially in the beginning. Soyou will notice that our geographic
expansion at least in terms of retail network has been quite
careful. With the development of e-commerce we can very
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effectively and efficiently reach a lot of customers in other cities
without having to open boutiques. E-commerce allows you to
directly engage with consumers for both sales and
communications without having a heavy capital investment
upfront.

You need to be smart about what's most efficient in areas such
as customer service and supply chain. For example, we have a
good balance of in-house and outsourcing services. We take
good care of our partner companies in terms of training and
coaching for interactions and delivery. By having our own team
and our own standards we ensure that what the consumer gets
is different from the average experience they get from other
brands, and the same holds for customer service.

Nespresso uses as a similar model in all countries. Is it
more difficult or easier to enter the Chinese market
compared with some of those other markets?

There’s a fundamental difference between most markets and
China which is the size and complexity of the market. The key
is not to be over ambitious and try to penetrate the Chinese
market by being in 10 or 20 cities at the same time from the
beginning because every city has its specificities. [t would be like
entering Europe by launching in 20 markets simultaneously a
retail network and supply chain. China is not only large, but it’s
also diversified. So the way we would work with our partners in
the trade or in engaging with consumers may be a little bit
different in Guangzhou to Shanghai. Thereare also regional taste
preferences.

[ think also that there is a deliberate effort now from
authorities to protect consumers especially in the areas of food
and home appliances, which involves us because of our coffee
machines. Potentially standards will be higher than in many
mature markets for these categories, but it is for good reason
and we welcome that. On the other hand, the retail environment
is much more efficient and effective than it was probably 10 to
15 years ago when there were severe logistical challenges. China
is today famous for having an amazing logistics infrastructure
onaglobal scale. It’s considered one of the best markets despite
thesizeand the complexity. So there’s beena huge transformation
in this area and what would have been a nightmare in terms of
reaching consumers for example in Sichuan from Beijing or
Shanghai, today is very easy.

What do you think are the medium to long term prospects
for premium fast moving consumer good type products in
China?

[ think the Chinese market is still a very promising market for
most premium categories. It is certainly the case in coffee where
we see that coffee is not considered a commodity and it’s not a
product consumed very frequently in daily life. So I think there’s
a very bright future for premium products as long as there’s a
good mix between the product and the service and there is a real
value in the proposition. However, brands will need to be honest.
Chinese consumers travel more and more and they will recognize
whether a brand is positioned as ‘premium’ in China, but is, in
fact considered lower elsewhere. This has already happened with
some brands. o
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