CEO 5%

SkEREEC: P65 . Q1% 5 GIRIEAR

Zhang Ruimin: Driving Haier’s Innovation
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On August 23, Chairman and CEO
of Haier Group Zhang Ruimin shared his
thoughts on “Management Innovation
in the Internet Era” during a CEIBS 20th
anniversary Masters Class. Here’s an

edited version of his presentation and
the Q&A that followed.

BeANRIR A, AT Al



CEO TALK




CEO 5%

[ER4: = welbe g M E A T

il

R E BB R, N A O m B P oA
il BARZ A ABE - HE. "N BRT,"#&"2H
PINERESDANME" AP NME" EEER, EIERE sk
B, TR AB R L TR, 4 7 S LBV IRIE T AERKa A 55 A
R, RSB AIE MM A PR ED? £SFHEAEME, R
TERMERMEBRANEERDNER, KR TRk, LS
PRIMPEFIECHBR,, TREILE, BTN TS RER
XHE.

BT, BRAERKET IE KR KIEEX
KERBEUHBEERK, HER TN EFE " ERMEENEH
ki, REMR T —PMELHAR X NHAR—HENA, BCHEH
A5 TTRNBL, AR AR R A0, 1E kK T &=
EFNXENHE, X T HEE—ENRN, ZRTeZTM T —D
sl ERNERBRR T BRN—E1E, "B A3
&, BE BN E"

IEN

FERHAAL, sz, E—TEEKN . ER0RE. T
—HEEEZAENRBALKRET Tz, BB IE, B
BNRBHEER P R GIE. EHEEER PR,
TERMNF B E, B AP ZHHE] H SRR 5 897 5t 24
PR T ERLTR T T80, B DU R A X T MERTT
T MURGER P B R D LHEH &, BAREMA6 R RE
B AESHEIE, "WRIRI TR — K7 R R
HIRONE, AR IZREE RS RBE T

B

FHMAEZT,BAEREVH—IEMNEH—FHE
A, RS T T 8 E B, B8O B A 6 2on " w4
RPER" BER EF— R —FF, W SV ME”, BT
{81 & < F 2 PG mME i L2, A0 WENME" -
SE— M, IE b2 —RMR5, R
VENHERAR AP UAE, BRRIkE
CARER S AR EETE

HERZRI DI BT H Ax

BRERVERH PO BEFREM4? gEdl
FE RISEL BN,

W EERRREMGE CVURTRMES, M)
RKBEZVER? &V, RANEPE, —MHERT
BREEAPE, TVthE—#, SRBFEKR,BLHEX
BARMN, SDITENKRER S BEAM? WFRATITT .
BMEz, WRRMEFEE, 5E T B2, I F
BB R 2R TRE T LA Ao

RIBIBAERTL? EREEH 2 EH
( Chris Anderson JZE( 812 . BT TV 4y )P 69, 6%
MM EREFUNE S L, AMTEREE—R
TOIEE X, B2 IMEF B BB, sy o LB o Fr X
FEiILRTHE TR AR,

AP RENB P ERTERH, B 7&E
T, BALRBIRE? ME, #FABNNR, FEWEEA
T 5 T( Chuck Martin JZEQRBEFS &35 )EFFIR
8 N ElY, A" EWH”, rd LgER
WA B, RERGF D ESWITE, BABEHEY
B — N ZE T DA A £ R L 3 E E B R
ZhWVEAXEE, M RHEELTIMNEX, D LT
BT HAEXHEX, uRAFPEEHER, BELAE
To

&G, BB AREN—E, " ARBH, MIET x
B KRR, TR H ANE, BT 8 A% T,
AIR, BANAESHEBEN.H
—RBAERRMEY, BAREIR,
RAMIRAH 2 B EH WAL
BEE R Kk, EXNX N2
A MREHENOXAEER—HE,
BARRE—HF, §DOALBHLEEI
B S HMNME, WRRIEMALSRT
B EEFEA LN —TEY, X
BB NMERNWABIELEZN, WR
PRI SEB B, KILME B 5 &M%
B, B ARE BRE T AT,




“scientific management” based on behavioural studies; the German Max
Weber came up with the theory of bureaucracy, that’s the well-known
pyramid-shaped organisation; and Frenchman Henri Fayol pointed
out the “Five Management Functions” of the organisation (planning,
organising, directing, coordinating, and controlling). But in the Internet
era, the theories of these pioneers have all been challenged.

First, the Internet has [closed the distance between suppliers and
users], which forces us to shift our focus from the company to our
users, and each user has his own needs. Taylor’s concept of scientific
management is based on mass production, but today we have shifted
our focus from mass-production to mass-customisation.

Second, there is the trend of decentralisation. Who leads your
employee? Not his supervisor, but his customers; he has to report
directly to them, which breaks Max Weber’s bureaucracy theory. In the
Internet era, a company shouldn’t have red tape.

Third, there is distribution. Resources are not kept inside a
company, but distributed across the globe; so “the entire globe is
your R&D department.” This contradicts Fayol’s general theories of
management.

In a nutshell, it’s impossible to still cling to traditional practices, as

the times drive you to change.
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Trial & error in business model
innovation

Strategy

For Haier, strategic transformation is very
important. This is how we changed from being
company-focused to user-orientated, and we call
this the strategy of “win-win between person and
order”. “Person” refers to our employees, while
“order” represents user value. It’s not always easy
to clearly link each employee with the value he can
bring to the organisation and help him define his
strategy. In organisations that have a bureaucratic
structure, employees take orders from their
supervisors, but Haier is now pushing forward to
ensure that employees are given some amount of
leeway. They can thereby become entrepreneurs
and identify resources from outside the company
for their business initiatives.

Take Haier’s “Smart Waterbox” for example:
its function is to monitor and improve the quality
of tap water. It was created by our employees
after their “liberation” from the “pyramid”, and
they finally evolved into an entrepreneurial
team. Five of them invested RMB 450,000 into
shares of the project — of course Haier is the
majority shareholder. What's more, they attracted
British and American investors who also became
shareholders, and in this way the project turned

into a totally independent enterprise.

Organisation
In the past we learned from the Japanese who

produced products that were impeccably perfect,
but they took a long time in making them. That
would not do nowadays. You must present your
product as quickly as possible according to user
demand, and make improvements on the first

eedback. As the SaYing
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Haier’s objectives in business innovation

What are Haier’s objectives in its business model
innovation? They are “company as platform, employee
as maker, and user as individual”

“Company as platform” is the general trend and it
simply means utilising global resources. If a company
isn’t a platform, what’s the point of making it bigger?
In the retail industry, even a huge retail chain can be
crushed by e-commerce’s relentless onslaught. It’s the
same for industries: even if you are a very big company
today, you cannot tell what will come tomorrow. What if
3-D printing becomes the norm? Maybe your company
will fade away. If you do not build your company into a
platform, it will not survive.

Our second goal is “employee as maker”. What
is a maker? According to Chris Anderson’s book,
Makers: The New Industrial Revolution, a maker is the
combination of individualisation and digitisation. In
the past, it was extremely difficult for people to create
something. Now, with the help of the Internet, it’s easier
to do that. So we shall turn all our employees into
makers.

The third goal is customer individualisation. Today
we face different demands from customers, and they
keep changing all the time. So how do we keep up with
their needs? As Chuck Martin notes in his book Mobile
Influence: the new power of the consumer, people
don’t just “go shopping” anymore, in today’s Internet
era they “are always shopping”. So the company has
to interact with them nonstop. When the interaction
isn’t good enough the company will be beaten, because
anything that goes wrong in mobile shopping can
easily become the object of a live world-wide newscast.
Many companies have been ruined this way: with just
a complaint posted on the Internet, they were crushed.
On the other hand, of course, if customers are all happy;,
that would be amazing.

There’s a well-known saying by Kant, “Treat people
as an end, never as a means to an end”. No one should
ever treat themselves or others as mere tools to be used

to achieve a goal. Once when I spoke in Europe, I was
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asked about my opinion on the theory that the biggest

problem transnational mergers and acquisitions face
is the cultural blending that accompanies the process.
I said it was a pseudo-proposition. Different countries
in the world definitely have different cultures, but they
are essentially the same in their philosophies toward
the value of mankind: everyone wants to realize his
own value. If you treat people like tools, like small parts
on assembly lines, they will be unhappy no matter
which country they live in; if you treat them as an end
in themselves, and help them realize their value, then

many dreams will come true.
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Read on for the Q&A between CEIBS Associate Professor of
Strategy Chen Weiru and Zhang Ruimin:

Chen:

We see that you are building the organisation into a win-win
ecosystem where employees are treated as very important
stakeholders within the structure. In this process of building
the company into a platform, everyone becomes CEO and
maker, so innovation is no longer the sole responsibility of the
boss. But, will this lead to a situation where everyone is pulling
in different directions? Would a platform-type company need

a clear strategic orientation? Or would there be chaos?

Zhang: This is a question we often think about. The traditional

bureaucracy requires that each procedure goes with approvals,
and there are regulations everywhere in the system, which
seems very orderly. Now were having “zero-signature”, so will
there be chaos without upper-level approvals? We got rid of
the bureaucracy so our employees can have direct contact
with customers.

Now we have three kinds of people at Haier: platform owners, SME
(small and micro enterprise) owners and SME members. Platform
owners establish platforms to do two things: first, reshuffle the
traditional organisation and procedures into one based on the
Internet’s structure; second, ensure that the best resources flow in
without obstacles and there is maximisation of the various parties’
interests. When you have that layer of platform owners, that

prevents the entire system from falling apart.
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Chen:

Zhang:

Chen:

Zhang:

Chen:

Zhang:

SME owners are individual entrepreneurial team leaders,
who can start a business with external resources and capital.
The rest are SME members; they’re not appointed, but totally

market-oriented, and they’re a highly mobilised crowd.

As a leader of a platform, how can you adequately control so
many SME organisations? How can a platform leader manage
so huge and complex an enterprise?

First, you shouldn’t control and manage, because that means
you will merely have others go in the direction that you point.
Besides, you cannot control and manage, because only makers
themselves know users’ needs and how these needs change
over time. You don't have the traditional power of controlling
and managing, so what kind of power do you have now? The
only power you have now is your duty to help SMEs evolve in

the right direction.

Haier encourages its employees to innovate and engage in
business initiation, but employees may have only certain
resources — such as those in technology or R&D. How does
the company help entrepreneurs find the market, information
and other resources that they need?

This is a very big problem that we often have. Some employees
come to Haier for the steady salary and a feeling of security,
and they don’t want to start new adventures. Some employees
are highly specialised in training, and don’t have the skills to
launch a business. These two situations are very common.
Now, we first need to get our employees to change their mind-
set. You do not necessarily have to have any great talent, but
you must become a “connector”. In the same way, if you are
a developer you many not necessarily be able to develop the
world’s greatest product, but you can change yourself to become
a “connector”. This way you can tap into first class global

resources, and in this way you can develop world class products.

Haier is a leading white appliances manufacturer worldwide.
What does the future hold for the company?

I hope Haier will no longer be a traditional enterprise. It
should be a platform, an ecosystem. I hope that everyone
has ample room to give their talents full play, not just listen
to their supervisors. As Peter Drucker says, everyone should

become his own CEO.
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