[image: ]
APPENDIX GA36d

	LEVEL 7 ASSESSMENT SPECIFICATION 



	Student name:
	CHAK, Suet Ching
	Student ID number:
	2124403

	Programme:
	DBA

	Module:
	Strategic Change and Organisations

	Module code:
	HKBM7016
	Contribution to Overall Module Assessment (%):
	100%

	Lecturer:
	Prof. Peter Fong
	Internal Verifier:
	

	Assignment Title:
	Business Report
	Word count (or equivalent):
	7500 words (maximum)

	Submission deadline:
	18 April 2022
	Return date of provisional marks & written feedback:
	24 May 2022

	Submission method:
	All written assessments, where practical and possible, must be submitted via Turnitin unless otherwise instructed by the Lecturer. (Please DO NOT put this assessment specification into Turnitin or it will match many similarities with other students’ submissions.)
Alternative submission method (if applicable): 
Late submission of the assessment will result in a late penalty mark.  Penalties for late submission: Up to one week late, maximum mark of 50%.  Over one week late, 0%.  Only the Extenuating Circumstances Panel may approve a change to submission dates.

	Academic honesty / referencing:
	Academic honesty is required. In the main body of your submission you must give credit to authors on whose research and ideas your work is based. Append to your submission a reference list that indicates the books, articles, etc. that you have used, cited or quoted in order to complete this assessment.  












The Business Report - Study the Strategies adopted by 
Qingdao Haier Smart Home, PRC 

It was written for submission to University of Wales Trinty Saint David
For the Programme of Doctor of Business Administration
A Joint Programme with
The Hong Kong Management Association

Presented to
Professor Peter Fong
Leader of HKBM 7016: Strategic Change and Organizlations
Terms: March 2022


Prepared by
CHAK, Suet Ching
Student No. 2124403
Email: 2124403@student.uwtsd.ac.uk



18 April 2022


A Business Report - Studying on the Strategies adopted by Qingdao Smart Home, PRC
An Executive Summary
The purpose of this report to conduct an empirical analysis on Haier Smart Home, a multinational enterprise based in China.  The scope of study is on its mission of globalization, strategies of overseas expansion plus brand building for its products.    The source of data comes from the annual report 2022, Haier’s website, and securities analysis provided by securities companies.
Qingdao Haier is engaged in home and kitchen appliance since formation in 1984.  It started from a joint-venture with a German-based company.  Haier has spent almost 40 years to achieve globalization in the aspects of manufacturing, marketing, R&D, design as well as brand building.
From the analysis of Porter’s five forces, I found that the entrepreneur in appliance industry is weak in all areas as there are a high number of companies engaged in this business.  The method to gain higher bargaining power to consumers is keeping on tracking the IT development in the US leaders and creating new product models to the domestic consumers.   The PEST analysis reflects that the political risk is relatively high that has direct impacts on the economy, social life and technological level operated in China.
The strategies of Haier’s stretching out including building manufacturing plants, marketing, display rooms and management offices in the major areas. Haier adopts the strategies of firm-specific and country-specific to achieve its goals of marketing, cost-saving and technological advancements. However, Haier paid high price premium to acquire the well-known but low-end appliance section of GE and other business in Italy and New Zealand.  It may be the cause of high-debt ratio of 60% at end of 2021.
One of the key objectives of acquiring well-known foreign business is getting the ownership of their brands that is assumed to generate more business and sell products at a higher price.   Some of the overseas operations are taken over by Haier and some controlled by its original team, like GE Appliance.   The foreign subsidiaries seem not succeed to gain higher market shares after acquisition in their local markets.  On the other hand, Haier develops different brands for different target customers, “Casarte” towards the well-off households and “Leader” towards young generations in China.  I like the strategy of product differentials using differential brands.
As the gross profit is very difficult to exceed 30% even Haier has adopted automation and digital supply-chain systems, Haier should consider to shift some funds to modernized industries like bio-medical and health-care.  
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A Business Report
The study of Haier Smart Home’s Globalization Strategy
1 Introduction
The aim of this report is to study the strategies and style of operations of a Chinese-based company, Haier Smart Home (海爾智家股份有限公司 https://smart-home .haier.com/cn).  Haier is listed in the stock exchange of Shanghai (A-shares stock code 600690), Hong Kong (H-shares stock code 6690) and Frankfurt (D-shares stock code 690D) using a short name “Qingdao Haier”, it registered address is situated in Haier Industrial Park, Qingdao City, Shandong Province, PRC.
    There are a few characteristics found in Haier.  It is engaged in manufacturing and sale of home and kitchen appliances and better to have a brand name for easy memorized by consumers, so the first Haier CEO, Mr. Zhang, adopted “Haier”, the name of its joint-venture German partner during 1980s.   Later on, it developed a new brand “Casarte 卞薩帝” for moving to the high-end market in China since 2006, “Three-winged Birds 三翼鳥” for promoting the scenario-based solutions to the young consumers in China.  In addition, it aims to grow big by stretching out to overseas markets by means of acquisition, so its brand name in overseas markets come from the acquired, for examples, “AQUA” used in Japan and South-eastern Asia, “GE GE” used in the US, Euro and China, “CANDY” used in Italy and South Asia. “FISHER & PAYKEL” used in New Zealand and Australia, etc.  Most multinational corporations (MNC) would like a single brand name both in the domestic and overaseas markets, but Haier implements multiple brand names,a variety of R&D laboratories and design centers scattered in the areas all over the word.  There is no single answer for a brand name, acceptable by the target consumers is the principle.  
    In addition to the globalization of brand names, Qingdao Haier also builds manafucturing plants in the areas that has low wages but have high sales potential in the nearby towns or cities.  This would be an ideal supply chain management to the bulky white products in terms of delivery time, packing and cargo costs.  

1.1 Background of Haier Smart Home, China
The management of Haier determines to make Qingdao Haier become a well-known MNC.  It was formally founded in Qingdao (Traditional name: Tsingdao).  Looking back to 1920s, it was a factory built in Qingdao for manufacturing and sale of refrigerators in the domestic market.  After the second world war, the factory was taken over by the Qingdao municipal government.  Poor management, poor quality control and old machinery made the factory fell into huge debt of over RMB1.4 million by the early 1980s. 
    After the open-door policy implemented by Mr. Deng SP since 1978, Tsingdao’s German background attracted the Germany refrigerator company “Lieherr”.  A joint-venture “Qingdao Refrigerator Company” was established in 1984.  The German partner brought in technology and equipment, that was what the Chinese government wanted at that moment, accomplished with quality control and formal management control and procedure.  Refrigerators were manufactured and sold under the name of Qingdao-Liebherr,  this was the first brand name created to its products.  The joint-venture quickly achieved profit making in two years after formation.  The revenue of Qingdao Refrigerator has reached billions before year 2000.  
    Mr. Zhang Ruimin was appointed as the managing director of the factory in 1984 by the Qingdao municipal government.  He thought that he learnt a lot from the German partner especially in western management system and employee disciplines.   On one hand, Mr. Zhang said he respected to employee’s contribution and let them develop their talent, but at the same time, he implemented tight control to stop workers’ stolen behavior that happened commonly in the state-owned enterprise.
    The success of the joint-venture made the Qingdao municipal government ask Haier to takeover other stated-owned factories who were also engaged in the same industry including microwares, washing machine, and air-conditioners since 1988.   The series of acquisitions enlarged the product types of Haier but maybe not the German partner wanted to see. 
The company changed its name to “Qingdao Haier Group” in 1991 and simplified it to its current “Haier” in 1992.  After the business of electrical appliance has become mater with decreasing profit, its management decided to step forward to a higher technical level.  They perceived that households expected multiple functions but smaller sized home appliance at that moment.
In 2015, Haier began research how the Internet of things (IoT) integrated with its existing product lines.   Haier was not familiar in electronics, so they invited Cogobuy Group (科通芯城) as their technical partner to develop IoT.  Haier integrated Cogobuy’s IngDan into their home and kitchen products and launched the concept of “smart solution” by installing the remote-control device. 
    It seems growing big became one mission of the group by innovation development and building operations in the overseas markets.

1.2 Purpose of Study
The purpose of a business report is generally to assist business managers and practitioners in decision making.  This report is focus on the strategies of business expansion and globalization of brand names adopted by an enterprise come from the developing economy.   As a result of this report, my readers will know more the strategies of expansion by foreign direct investments and by acquisitions, and the strategies of using multi-brand names in overseas markets with different culture and practice of consumers.

1.3 Scope of the study
Qingdao Haier, a Chinese-based enterprise was selected as a target to study strategies of business expansion and brand building.   A well-recognized brand is important for the home and kitchen appliances.   These are durable products for a useful life of three to fives years.  In case of malfunction, the repair charge is high for common families, it also causes caused trouble to the users.  However, consumers do not have a trial before purchase but rely on word-of-mouth from friends or social medias.  Brand names and pricing become the two criteria before making decision to buy a home appliance.  This study will focus on the strategies implemented by Qingdao Haier who has established for almost 40 years.  Her practical experience is worth to be studied.

1.4 Sources of Information
Qingdao Haier is a good sample to be studied its strategies of business expansion and globalization.   More important, Haier Group’s subsidiary, Haier Smart Home, is listed in the stock market.  The source of information of this business report comes from Haier’s annual reports.  Furthermore, there are a lot of stock-price analytic reports produced by the profession securities analysts.  We can get information about Haier from Internets


2.  Industry Analysis
Industry analysis refers to the analysis of an industry’s external environments that guides the business owners to survive and grow in a competitive market.  By investigating its competitors, customers, suppliers and other related stakeholders, the analyst will produce a business report that helps an entrepreneur to understand its own strength and weakness more and gain competitive edge in the future by adopting the appropriate strategies.   After reviewed the surrounded environmental factors, the entrepreneur can write a comprehensive strategic plan or revising its existing strategies to achieve a better future and reduce the systematic risks existed in the environments and its industry. 

Potential Benefits of Industry Analysis
    Conducting an industry analysis requires recruiting of business experts in the industry, cooperation of employees, and out-of-pockets costs, etc.  Therefore, the entrepreneur would expect to get benefits higher than its financial and non-financial costs.  
    An important aim of a business is using effective marketing strategies to generate more revenue and profit and to maintain sustainable development in the long-term.  An industrial analysis is conducted to (i) understand the purchasing power and behavior of its customers, (ii) investigate the competitive strategies adopted by its rivalries, (iii) predict demand trend and pricing under different seasons or situations, (iv) explore more sources of supplies and distribution channels, (v) discover untapped opportunities in the industry, and (vi) highlight the strength and weakness of a business.   
    For achieving a bigger picture in the industry, an enterprise should concentrate its efforts to attract valuable customers by integrating strategies in innovation, technology, corporate culture, data analytics and information systems, etc.  This should be supported by appropriate organizational structure, internal control, degree of delegation and decentralizations etc.   We can see all these from Haier. 
    In addition, we should aware the imitations of an industry analysis.  For instances, bias or incorrect interpretation of data collected, the subjective judgement of the analyst, misunderstanding by report users, and highly unpredictable external environments that reduce the report’s value, etc.  
    In this report, we focus on discussion on the expansion and marketing sides of Haier.   Haier has high amounts of receivables, payable and debts, these need to be handled by professional.  Actually, the annual report of Haier Smart Home indicated that it also involved in financial derivatives, issue of bond and borrowing, it has subsidiaries or participating in banking and wealth management companies.   This report ignores the financial activities of Haier that would more or less affect the discussion on acquisition costs paid for overseas famous business. 

2.1  Competitive Model of Porter’s Five Forces
Porter’s five forces include five aspects around the business to be studied: (i) the treat caused by potential entrants, (ii) industry rivalry, (iii) bargaining power of suppliers, (iv) bargaining power of the buyer, and (v) the treat of substitute of products or services.

(i) Potential Entrants arising from Imported Well-known Branded Products
    Qingdao is engaged in manufacturing and sale of home and appliance products.  The capital requirements to setup the manufacturing plant seems not high, and there is no regulations or specific license required by the government, from this perspective, the treat caused by potential entrants is high.  However, Haier would not be worried by the entrants of small investors who has no brand name to support the reliability of the product.   
    More important, the treat comes from the imported goods including Whirlpool, Siemens, LG, Samsung, Panasonic, Miele etc.  Most consumers in China prefer to buy the imported appliance and do not mind paying more. 

(ii) Strong Rivalries Giving Challenges to Haier
 Based on Hurun China Top 10 most valuable electrical appliances companies 2020 list, Qingdao was ranked the third in the appliance industry.  The top “Midea”, is well-known in air-conditioners, robotics and control systems.  The second “Gree” is in supplies of air-conditioners, fridge and freezers.  The fourth is “Supor” is focus on cookware and kitchen appliance.
    Moving on to the era of 5G,  Haier is ranked the third of IoT providers, while the top is Xiami, the second is Midea. 
    It seems the competitors of Haier are quite strong and seems very difficult to exceed them in the near future.  Xiami announced that they had excess cash to buy back some shares from the stock markets while Haier has a high debt ratio of 60% in 2022.  Media has ability to spend more on R&D expenditure. 

(iii) Bargaining Power of Haier
The major raw material used in the appliance products are metal, cooper, aluminium plus plastic etc and own over 80% of its product cost.  It is no doubt that Maier can be a big buyer in the domestic upstream market and should have high bargaining power over its domestic suppliers if it adopts centralized purchase.  But centralized purchase will have the problem of storage and delivery to manufacturing plants situated in different areas in the big China.   The annual report of Haier reported that the major five suppliers do not own higher than 20% of its total purchase.  This means Haier may select regional suppliers located closer to different manufacturing plants and may even ask for the delivery mode of just-in-time.  Just-in-time suppliers will usually ask for higher price to cover the cost of frequent delivery of goods.
    The bargaining power of Haier is uncertain if Haier’s selects regional suppliers.  The purchase practice and credit terms asked for by the overseas subsidiaries may not be controllable by the head office.   Furthermore, the lengthy payment days that is around 75 to 90 days is likely to cause the suppliers asking for a higher price cover this.

(iv)  Bargaining Power of Buyers in the Appliance products
There is a wide choice of home and appliance products shown online or in the display room all over the world.  It is no doubt that the bargaining power of buyers is high.  The power will become higher to the well-off consumers during declining economy.

(v)  Low Substitute to the Appliance Products
There is no substitute to the washing machine, kettle, cookers and refrigerators.  Higher unemployment will delay replacement and purchase the high-end products unless they are offered at a low price.  

2.2  SWOT Analysis
Strength and Weakness are two situations existed in an organization while Opportunity and Treat come from the external environments.   We are going to discuss how these factors affecting Qingdao Haier.
(i) Strength of Haier
(a) Diversification of Business
    Well-diversification of home appliance is one of the key strength of the management.  Haier got manufacturing plant, R&D centers, design centers and sales teams in most of the important cities in the world.  Each region has its brand and management team.   In addition, it also participates in other business to support Haier.  Some MNEs setup a financial corporation for centralized handling the finance issue for better use of money and lower interest rate.  Haier participates in “Qubgdai Banks” and “China International Capital Corporation Limited”.  Furthermore, Haier also follows the biomedical trend and invested in the listed companies, “Haier Biomedical” and “Yingkang Life Technology Co. Ltd”.  
(b) Strong R&D Personel   
     Strong R& D Personnel:  Total number of R&D personnel is above 22,000, around 21% of its total employee, among them 64% reached bachelor or above degrees, and 56% between age 30 to 50, this group are thought to have sufficient working experience, updated technical knowledge and aware of advancements of external technologies.
© Huge Expenditure on R& D Activities
    The total R&D expenditure reached a record high of RMB 8966.6 million in 2021, almost 4% of its operating revenue.  In fact, Haier was ranked on as the 11th R&D investors among the top 100 MNEs from developing economies 2017 based on World Investment Report 2019.  At the same period, its competitor, Midea Group, was listed as the 9th by spending US1218 million, more than Haier’s US739 million.  Similarly, Simens AG, another Haier’s competitor in refrigerators in the Chinese market, spent US6400 million in R&D in 2018.  Simens’s R&D intensity was 6.7 (2018), much higher than Haier’s 2.7 (2017).  Investments in R&D may be the key reason of success in industrial sector. 
(ii)  Weakness of Haier
   After review Haier Smart Home’s annual report 2022, a few items are identified including (i) higher material cost and low gross margin, (ii) high inventory level, and (iii) high debt ratio.  These will be discussed in the “3.0 Financial and Non-financial Analysis”
(iii)  Opportunities in the Appliance Market
          The domestic market of Haier
Assume the Chinese government continue the policies of urbanization, improving residents’ income and upgrading the technological level in all over China, the purchasing power and consumption willingness of the domestic residents grow strong.  Haier’s Smart Home will be benefit from this upside potential in two areas.  First, continuous upgrade of home appliance and sell them as a solution package to well-off families, the sales in well-developed cities will have high growth opportunities.  For the products such as small kitchen appliances and microwaves (below 60% households). There is still high growth opportunity in the rural areas for modernized home appliances.
(iv) Threats Encountered by Haier
The demand for home appliance is greatly affected by the social and economic factors.  The risks encountered by Haier come from sales, manufacturing, finance, community and government regulations etc.
a. Sales-related risks:  
Risk of decreasing demand due to slowdown in new household growth
The white goods are durable and subject to user’s income level. According to the national statistics of China 2021, the necessity home and kitchen appliance have reached 100% or even high in most households in China, the air-conditioner has reached to 150% in 2020. The sale of products come from replacements and new households. However, the number of new households is getting slowdown since 2017 and stayed at 13.5 million.  In addition, the average wages increased to RMB57,727 in 2020 but the CPI (Consumer Price Index) dropped by 3%.  A slowdown in economic growth and real estate markets would have a negative impact on the sales quantity of Haier’s products.
b. Risk of price competition: 
The white goods industry is highly competitive because it is not difficult for new entrants in terms of manufacturing setup and technology.  The product differential is not high as well.   Price competition may start from the small manufacturers while Haier cannot really follow suit for maintaining the brand.  However, Haier’s distributors / wholesalers would place pressure to Haier for offer higher discount to its old models to reducing the inventory.  The size of washing machines and refrigerators are big that requires high storage cost and out-dated costs. 
c. Credit risk
Credit risks arise from sales between business (b2b).  In 2020, the amount of Haier’s trade receivable increased by 17%, it made the debt collection days increased from 49 to 55 days. Long collection days increase of the risk of bad debts and violate cash planning. 
d. Risk from Raw Material Supplies
The risk arising from non-related suppliers include unexpected price increase, shortage of supply volume, delay delivery and uncontrollable interruption from international cargo boat.  
e.  Risk of Unpredictability of Inventory Level.
 The inventory value was above 18% of Haier’s total assets and amounted to RMB39,863 million. There are a few problems caused by high level of inventory: (i) short-product life cycle and ease of imitation cause the lower market price of slow-moving inventory, (ii) higher amount of inventory means lower cash in hand.  On the contrary, if shortage of inventory occurs, it will lead to loss of sales opportunity if the customers are located far away from its warehouse.
f.  Risk of exchange rate fluctuations
The risks related to exchange rate come from two sources: (i) Higher than half of the revenue generated from overseas markets,  transaction risks will come out if the actual amount received or paid different from its book records on receivable, payables and foreign-currency borrowing,  (ii) The overseas operations and subsidiaries produce a report denominated in their local currency, they have to be translated into RMB when doing the consolidated financial statement using the exchange rate of the year-end date, translation risks will come out when the RMB vale is different from the book record using historical exchange rate. The risk may be negative or positive.  The translation exchange gain/loss is just an accounting figure that does not involve real cash.   However, the unrealized exchange gain/loss will affect the figures shown on the financial statement.
In summary, Some risks come from the external environments are not easy to be controlled by the enterprise but can be reduced by better management.

2.3  Broad Factors Analysis – PEST Analysis
The broad factors analysis includes political, economic, social and technological factors occurred in the environment.  
    The political risk in China is getting higher since the trade war initiated by the US previous president, Mr. Donald Trump.  The situation is worse after the battle between Russia and Ukraine has broken out.  This would affect the imported of aluminium from Australia, the import duties charged by the countries of import and exports.
    Haier is negatively affected by the pandemic.  The political decision of zero-virus causes lockdown that stops both consumption and production for a short period.   Furthermore, the block of seaports also disrupts international shipments of cargo accomplishing with increasing transportation cost.
      Haier’s globalization of business operation and foreign direct investment would reduce the impacts on international transportation.   However, the political decision made by the Chinese government will no doubt affect all aspects in the domestic markets including the economy, social communities and the automation adopted by private- and state-owned enterprises.
    There are two advantages enjoyed by Haier resulting from political decisions by the Chinese governments.  One is the tax treaty.  China has signed tax treaties with more than one hundred countries in the world, this will help Haier avoid double taxation charged by both the governments of the foreign operations and the Chinese tax authority.  Another is the international trade policies, that that provide convenience in the cross-border procedure between China, ASEAN, one-belt-one-road countries etc.
 
3  Financial and Non-financial Ratio Analysis
   3.1 Profitability Analysis
Profitability analysis helps us understand the effectiveness of strategies whether they can achieve the expected results.  The analysis is based on the product type and sales regions.  Percentage are calculated to help the readers interpret the operation situations in its domestic and overseas markets in 2021.
Table 2.4a presented the key figures taken from Haier’s income statement 2021.
The sales growth of 2021 was 8.5% that was a bit higher than that of 2020’s 4.5%.  The Chinese security analyst, Sinolink predicted an average sales growth of 8% to 11% in the coming three years between 2022 to 2025.   Under these predictions, the gross margin will slightly increase to 32% and the earnings per share increase to 2.16 Yuen. 
    High raw material cost caused low gross margin of the appliance.  The material cost was 85.7%  of product cost in 2021, higher than 2020’s83.2%.  This reflects that the increase in raw materials could not pass on to consumer of appliance products. 
    Haier gains three advantages by spending high amounts on R&D: (i) raising its technological level of manufacturing and product quality, (ii) obtaining additional tax deduction that is 175% of amount expenses, and (iii) enjoying the lower income tax rate 15% (Standard tax rate 25%). It resulted that Haier got a tax saving of RMB 2550 million in the year of 2021 calculated by the writer of this report.
   
Table 2.4a Income Statement (Extract) (RMB million)
	
	2019
	2020
	2021
	2021

	Revenue   (million)
	200,762
	209,726
	227,556
	100.0%

	Cost of sales
	(140,868)
	(147,475)
	(156,483)
	68.8%

	Gross margin
	59,894
	62,251
	71,073
	31.2%

	Selling and distribution expenses
	(33,682)
	(33,642)
	(36,554)
	16.1%

	Administration expenses
	(10,113)
	(10,053)
	(10,444)
	4.6%

	R&D expenses
	(6,267)
	(6,860)
	(8,357)
	3.7%

	Finance expenses
	(893)
	(1,196)
	(686)
	0.3%

	Profit before tax
	14,631
	13,554
	15,916
	7.0%

	Profit after tax
	12,334
	11,323
	13,217
	5.8%

	Earnings per share (Yuen)
	1.25 
	0.98
	1.39
	


Source of data: Haier Smart Home Annual Report 2021

Table 2.4b shows analysis on product types.
Refrigerator (Internet of Food) and washing machine (Internet of Clothing) are the top two profitability products,  the gross margin of washing machine was higher coming from the luxury brand “Carsate” which has been developed by Haier since 2014.  
    Since the breakout of coronavirus, the demand for high-quality air-conditioning solutions and big-size refrigerators increases in the domestic and overseas markets.   Haier puts more marketing efforts to build the scenario-based display rooms online and in the big cities to promote the healthy and smart experience by installing the smart solutions.  In addition, Haier also enlarge its marketing channels to the interior designers and real-estate developers for the high-end products. In addition, Haier also send more sales representatives to the households in the rural areas in China.  This would help to sell their old models and reduce the inventory pressure.

Table 2.4b Percentage Analysis by Product Type by Haier in the year of 2021
	
	Air-conditioner
	Refrigerator
	Kitchen appliances
	Water appliances
	Washing machine
	Parts and services

	Revenue / total revenue
	16.6%
	31.6%
	15.6%
	5.5%
	24.2%
	6.6%

	Gross margin of product
	27.9%
	31.7%
	32.65%
	45.8%
	33.7%
	9.9%


Source of data: Haier Smart Home Annual Report 2022, analysis calculated by SC Chak

Table 2.4c indicates that the profit margin on regional basis.
The operating revenue generated from the overseas market was slightly higher than that of the domestic markets by 1.2%.   Haier’s strategies on overseas business are combination of manufacturing and sales in the same region.  This strategy is appropriate for delivery of the bucky and heavy white products  However, the higher cost occurred in the overseas operations may be caused by higher labor wages and price level in the western countries.

Table 2.4c Analysis by Region Segments of Haier in the year of 2021
	
	Operating revenue
RMB million
	Gross margin
RMB million
	Region’s 
Gross margin

	China
	111,851        49.4%
	37,975      54.0%
	33.9%

	Overseas
	114,726        50.6%
	32,364      46.0%
	28.2%

	  Total
	 226,577    100.0%      
	70,339    100.0%
	


    Source of data: Haier Smart Home Annual Report 2022, analysis calculated by SC Chak

Table 2.4d presented segmental analysis about sales mode in the domestic and overseas markets.  
 It is no surprise to see that higher than 90% of sales through distributions.  As the target markets of Haier are expanding to a wide range of areas in domestic and overseas markets, it seems more effective to collaborate with the local wholesalers, franchisors, business partners and e-commerce platforms.  The disadvantage is that some of the gross profit has to be shared by these business partners.

Table 2.4d Analysis of Sales Mode of Haier in the year of 2021
	
	Operating revenue
RMB million
	Gross margin
RMB million
	Region’s 
Gross margin

	China – Direct sale to customers
	 10,850       4.8%
	 4,513       6.4%
	41.6%

	China – Distribution & others
	101,002    44.6%
	33,462     47.6%
	33.1%

	Overseas – Sale to customers
	   3,946       1.7%
	  335         0.5%
	 8.5%

	Overseas – trading companies
	110,779     48.9%
	32,029      45.5%
	28.9%

	  Total
	 226,577    100.0%      
	70,339    100.0%
	


Source of data: Haier Smart Home Annual Report 2022, percentage calculated by SC Chak



3.2 Measure on Management Efficiency
The ratio to measure management efficiency include asset utilization, inventory turnover, debts collection days and suppliers’ payment days.  We will provide some key ratios that helps to understand the operations more.
    It is very uncommon that the amount of fixed assets is lower than inventory, receivable and payable.   It may be the results of the political decision that gives tax deduction if an enterprise buys or imports the hi-tech equipment.  We can prove this from the low proportion of labor costs and production overhead. 
       The phenomenon of increasing inventory reflects that the sales volume was lower than expected, and the purchase of raw material was higher than necessary.  The supply-chain information system could help this.  
    However, the length period of receivable and payable may increase the credit risk.  Late payment to suppliers may also affect the reputation of Haier.
	
	2020
	2021

	
	RMB million
	RMB million

	Revenue 
	209,726
	227,556

	Cost of sales
	147,475
	156,483

	Fixed assets 
	24,492
	26,490

	Inventory 
	29,447
	39,863

	Receivables
	31,784
	29,941

	Payable
	74,595
	84,892

	
	   Ratio
	Ratio

	Fixed asset turnover rate (Revenue / Fixed assets)
	8.56
	8.59

	Average days of inventory staying in warehouses
	71 days
	81 days

	Receivable turnover
	23 days
	24 days

	Payable turnover
	87 days
	91 days



3.3 Measure on Debts
High debt ratio
    The ratio of total liabilities to total assets stayed above 60%, this will cause higher borrowing cost and lower credit abilities.   It was worse that most of the external debts was under the section of current liabilities.  

	
	2019.12.31
RMB million
	2020.12.31
RMB million
	2021.12.31
RMB million

	Total of cash and trade receivable
	63 310
	 78 245
	 75 798 

	Liabilities pay within one year
	95 610
	109 393
	124 797

	    Short of Cash to meet immediate debt
	(32,200)
	(31,148)
	(48,999)


    Source of data: Haier Annual Report 2022

4.  The Strategies of Business Globalization Implemented by Qingdao Haier
We would understand more about Haier’s global mission from looking back its history and geographical location.  Tsingtao, the green island, is located at the north-eastern coast of Mainland China.  Its’ unique location attracted attention of the foreigners.  The Qing dynasty was forced to lease Qingdao to Germany during 1898 to 1914.  After taking control of this island, the Germans started to build infrastructure following their Germany style, the old fishing village was turned into a well-organized district with wide streets, solid houses, railway, ports, equipped with tap-water and electricity supplies, and the sewer systems.  The Germania Brewery was also established in 1903 to meet the desire to German-taste beer.  Tsingdao, not only full of German culture and building structure, more important, it become a major seaport and a naval base for the German government and a modern business and finance center in the far East district at that period.   The mission of collaboration with foreigners has been built in the early stage of Qingdao Haier.  The open-policy of the Chinese government is the political impact to encourage making investment in overseas countries.  We will discuss this strategy of expansion below including objectives, selection criteria, benefits and costs of globalization.

4.1  The objective of Foreign Direct Investment (FDI) outwards
When an entrepreneur seeks for new markets, new resources and new technology from abroad, it is quicker to achieve these by means of acquisition rather than newly setup a business if they can afford to buy one.  
Dunning (1993) identified four purposes of FDI: (i) resource-seeking, (ii) marketing seeking, (iii) efficiency-seeking, and (4) strategic asset seeking. The resource-seeking FDO’s aim to enhance sources of supplies to gain competitive advantage.  Market-seeking FDI’s aim to explore new markets to they tend to look for overseas countries that people have high income and high price level.  Efficiency-seeking and strategic asset-seeking FDIs search external operations that help them to achieve long-term strategic goals of competitive advantage from the rest of the world.  Dunning’s efficiency-seeking and strategic-asset seeing motives look similar to Banney’s sustained of competitive advantage to acquirer. (Barney. 1991)
4.2 Matching between Acquirer and Acquired Firms
The trade treaties and political decisions would play an important role to FDI outflows. Cai (1999) and Krug and Hendrischke (2007) think most of the Chinese FDI outflows are made by state-owned enterprises who have strong institutional support from the government and have specific motives on acquiring the target firms.  Rugman and Li (2007) paid more attention on country-specific advantages than firm-specific advantages. 
    Mathews (2006) proposes some criteria that the acquirer would consider themselves before making decision of acquisition: (i) learning liabilities of the acquirer, (ii) its’ linkage in business networks, (iii) the degree of leverage depends on the firm’s abilities to combine learning and linkages. Child and Rodrigues (2005) think the theories applicable on the western corporation may not reflect the Chines investors’ thinking and patterns. Hung and Tseng (2017) think that the latecomers are not passive observers or recipients, they would be able to leverage their institutional linkages to acquire resources and learn from foreign associates in the aspects of management and innovation skills. By observed Acer from 1976 to 2014, Hung and Tseng (2017) conclude that this Taiwan-based young enterprise was a success example of FDI outflows.  The firm with strong growth-desire from developing economy prepares to learn and respond to the advanced markets. 
4.3  Selection of Acquired Targets based on Location
    To achieve the strategic asset-asset seeking goal, Strom and Nakamiura (2014) think the private Chinese enterprise with growth ambitions would select a specific target on location base for gaining firm-specific advantage and country-specific advantages.  They found that Chinese enterprises’ acquisition activities in Japan are carefully considered beforehand to meet the strategic-asset seeking goal. 
Some investors make decision based on the closeness on geographic, cultural and languages between the countries (Alvtam Strom & Yoshineo, 2009),  The investors may be market-oriented, cost-oriented or both.  
4.4   Acquisition Cost
Making decision of merger & acquisition (M&A) in a foreign country is a corporation action for meeting the strategy of expansion in overseas countries.  This has become a popular strategy that helps a firm to grow and compete in an international business landscape (Yin and Shanley, 2008)  However, paying a lump sum to somebody is still risky so the investor will consider the reputation or brand name of the acquired firm.  Krishnam et al., (2007) identified the acquired firm built in the advanced economies are more able to attract attentions of the acquirer coming from the developing country.  Arsyad and Hwang (2014) found that the investors from developing countries have become mor active in outward FDI in recent years.   For instances, Zhejiang Geely bought Volvo for US$1.8 billion from Ford in 2010, Lenovo Group bought the personal computer section of IBM in 2005 and its low-end server business in 2014.   Did they pay a high premium even exceed 50% of the real value of the targeted business.  Hayward and Hambrick (1997) think the high premium is paid for the strategies of synergistic and value-creating after acquisition. 
GE Appliance Acquired by Haier in 2016
Haier paid a record high of US$5.4 billion to GE to complete the acquisition in June 2016.  It reflects that Haier’s top managers were extremely eager to buy GE Appliance.  GE’s management had started to sell the low-tech appliance section in 2014 by private auction.  This is a mean to sell something at a higher price based on the game theory.    GE had reached an agreement with a Sweden company at a price of US$3.3 billion.  The deal was rejected by the US court on the reason of anti-trust.   GE is a smart player in the M&A activity.  It was listed in World Investment report 2019 as the top MNC who attracted the highest amount of acquisition accumulated to US90 billion between 2010 and 2018. 
What is the response from the investors of Haier?  Haier’s stock price of A share dropped from RMB32 to RMB10 in 2016.  It climbed up to RMB24 in April 2022.  

4.5  Haier’ Roadmap of Globalization
The following is a summary of overseas expansion including in the form of acquisition and setting up operations in foreign countries:
(a) Haier in Asia 
Haier established production facilities in Indonesia in 1996 and in the Philippines in 1997.  Haier made sizable investments in the important areas in India.   There are more than thirty operation units in India for manufacturing and marketing since 2004.  It is assumed to meet the strategical goals  of market-oriented and cost-oriented. 
(b) Haiyer in Japan
In 2002, Haier setup a joint-venture with Sanyo Electric called “Sanyo-Haier”.  The aim of Haier was for promoting Haier’ brand name and products in Japan.  The joint-venture became the biggest manufacturing plant for producing sizable air-conditioning machine.  Sanyo was the major shareholder and took in-charge of the management.  In 2007, the joint-venture business was disbanded.  Haier took over the business in Japan by its own subsidiary.  The purposes of firm-specific, country-specific acquisition and brand-building were completed in 2011 after Haier placed its last order to buy Sanyo’s home appliance AQUA.
AQUA refrigerators’ market share in Japan maintains at 11%, and Haier around 7.7%.   Hitachi, Panasonic and Toshiba are the biggest three sellers with market share between 20% to 30% during 2015-2020.
Haier washing machine’s market share in Japan maintains around 13% to 14% while AQUA around 9% to 10% during 2015 to 2020.  The best three sellers include Panasonic, Hitachi and Mitsubishi.
(c) Haier in the emerging and less-developed countries: 
Since 2002, Haier built more production plants and sales networks in Pakistan, Jordan, Turnisa, Nigeria, Egypt, Algeria, South Africa, Venezuela. In 2001, Haier built plants in Pakistan that became the second largest manufacturing units in Haier’s world record.  
(d) Haier in New Zealand
Haier Group acquired the appliance section from the well-known Fisher & Paykel in 2018.
(e) Haier in Europe: 
Haier acquired Italy based Candy Group’s appliance business in 2016.  Haiyer’s strategy is promoting its brand name and selling its consumer products in the European retail markets.
(f) Haier in the US
In 1999, Haier entered the US market by supplying the full-sized refrigerators in North American.   However, bulky products would cause increase in transportation cost and delivery troublesome.   Haier’s mangers would like to step forward from export to building production facilities in the US.
In 2000, Haier built its production plant at Camden, South Carolina. 
In 2002, Haier moved its regional head quarter to the midtown Manhattan, New York. 
In 2015, Haier cooperated with private funds to bid for a listed US company, Maytag Corporation. The acquisition was failed.  Haier’s bid was for US$1.28 billion while Whirlpool paid a total of US$2.7 billion, with $1.7 billion in cash the remaining to takeover Maytag’s debt.  This failure may cause Haier offering a huge price to acquire GE Appliance in 2016.
GE Appliance sells more in kitchen appliance and washing machine in the US with a market share around 27% and 23% respectively.  Whirlpool maintains its top position in the appliance industry in the US, around 20% to 40% during 2015 to 2020.
(g)  Haier in Italy
In 2019, Haier paid Euro475 million to acquire CANDY with target at the wide public consumers in Euro and South Asia.  
The above lists reflect that the strategies of Haier’s FDI outwards are market-oriented and resource-orient.   All the overseas operations are engaged in appliance industry.  It helps expanding the markets to the main cities and towns all over the world.   When consider the size, weight of the white products, it is better for Haier to build manufacturing plant there for delivery to customers.
    More important, the local electricity-supply mechanism, customer preference, natural environment and regulations of pollutions of each country are unique, Haier has to build the R&D center and design unit there to make the whole supply chain completed from source of raw materials, manufacturing and to the end users.  

5.  The Strategies of Building Brands adopted by Haier
Brand is extremely for the appliance product.  From UN’s Handbook of Statistics 2021, we found the FDI outflows dropped a lot in 2020  to US$740 billion.  However,  FDI outflows from developing economies (Asia and Oceania) increased from 30% to 52% for the same year.   It is likely that they wish to raise their global brand in the developed or western countries.  
    We are going to discuss about the effect of acquisition on the brands of host and home countries and to find out consumer responses to brands after acquisition as part of evaluating the effectiveness of cross-border acquisition.  The relationship between acquirer and acquired firms can be shown below:
                                                                 Host market (Acquired)
· Consumers’ response
· Brand position
Home country (Acquirer)
· Consumers’ response
· Brand position

                                                                      FDI outflow
                                                                                      


5.1  Brand Combination Concepts - Brand image of acquirer and acquired brand
Concept combination includes three modes: brand expansion, brand alliance and a new brand image coming out.  
Consumers’ concepts to the brands of two parties, acquired and acquirers, may change after acquisition or M&A.  Lee et at. (2011) suggests that the acquirer firm’s brand would significantly enhance after acquiring a well-known global brand.  Conception combination theory indicates that individual consumers combine two or more existing schemas (or concepts) and form a new schema (Wisniewski, 1997).  The schema who has a stronger image dominates the combined one.  Investigation by scholars has consistently found a strong dominance effect for the acquirer’s brand in brand alliance (Li and He, 2011), brand expansion (Jo, 2007), and a new product concept (Gill and Dub, 2007 
Li and He (2011) indicate that the effect of brand alliance depends on the relative power of the two brands.  They also find that the brand image strategy brand value after acquisition.  If a low-brand firm acquiring a high Japanese brand or a medium Mainland Chinese brand, it would result in great improvement.  Similarly, Fang and Wang (2018) argue that the Chinese brand will serve as the dominant header and the acquired global brand as the modifier in case of a Chinese FDI outflow.

5.2 Consumer Attitude to Cross-border Acquisition and Brand Image.
Jaju et at. (2006) investigated the response from customers after acquisition, they focus on two factors: brand similarity and perceived fit between two related firms, this is affected by the corporate brand redeployment strategies of the acquirer. They found that consumer shows negative responses if the merged brands have dissimilar brand attitudes and low fit.  Johnson and Tian (2016) also indicate that this cause confusion to consumers who wish to pay a low price but get a product with good brand.  Their study finds that a lack of fit between brand origin and country of manufacture can reduce consumer’s evaluation on the same product carrying a revised brand name.    
Lee (2014) conducted a research to exam how the country-of-origin (COO) image and brand name redeployment strategies affect acquirer’ brand value after acquisition, they found the brand value of a low COO brand greatly increased after it acquired a high COO brand than acquired a medium COO brand.  Thorbjornsen and Dahlen (2011) investigated consumer reactions toward acquirer-dominant M&As from the consumers of host country.  They found that consumers tend to show negative attitude to the acquisition and even changed to other brands.  
The above discussions reflect that the expectation on raising brand image is uncertain if it is conducted by acquiring famous foreign brands.  Some domestic consumers may perceive a better image on Haier after a series of overseas acquisition. Can Haier raise the selling price in the domestic markets? 
  











Table 5.1  Product Types under Different Brand Names
	
	Major Products
	Major Markets
	Market Position
	Date of acquisition of developed

	HAIER
	Reg, Air, W&D. Kit, Water, Small
	China, N. America, Euro, AU, NZ, Japan, Asia, Africa etc.
	Common, Low-end
	1984 developed by Qingdao

	Casarte
	Reg, Air, W&D. Kit, Water, Small
	China
	High-end
	2006 developed by Haier

	Leader
	Reg, Air, Wash, Kit, Heat
	China
	Young 
	1998 developed by Hair

	GE
	Reg, Air, Kit, Wash, Dry, Water, Kettle
	US, Euro, China, Middle East, Africa
	Common,
High-end,
Luxury
	2016 by acquisition

	CANDY
	Wash, Dry, Reg, Kit,
	Euro, South Asia
	Common
	2019 by acquisition

	FISHER & PAYKEL
(F&P)
	Kit, Freezers, W&D
	AU, NZ, Euro, China, N America, Japan, Asia
	High-end
	2018 by acquisition

	AQUA
	Wash, Freezers, Small
	Japan, SE Asia
	Common
	2015 by acquisition


Air: air-conditioner, Kit: Kitchen appliance, Reg: Refrigerators and freezers, Small: small home appliance, Wash: Washing machine, W&D: washing machine and dryers, Water: water appliance
Source:  Haier website, Annual reports of Haier

   









    Table 5.2  Deployment of Brands of Haier Smart Home
	
	China
	North American
	Europe
	Australia, New Zealand
	South Asia
East Asia
SE Asia

	Luxury
	FISHER & PAYKEL
	F&P
	F&P
	F&P
	---

	High-end
	GE, CASARTE
	GE
CAFÉ
	Haier
GE
	F&P
	F&P
HAIER

	Common, 
Low-end
	HAIER
LEADER
	HAIER
GE
Hotpoint
	CANDY
	HAIER
	CANDY
AQUA
HAIER



5.3  Haier’s Brand Acquisition and Brand Differentials
There are three brands developed by Qingdao Haier.  Haier is the traditional name since 1984 and used for the products to the common public.   Leader has been developed since 1998 for attracting the young generations.  Casarte has been developed since 2006 for entering into the high-end product.   The major markets of all the self-developed brand products are China.   The brand “HAIER” is also globalized by intensive promotion to be sold in the common markets all over the world.  It is recognized as a high-end in India and other South Asia countries. 
    There is only one brand entering into the luxury market, “FISHER & PAYKEL, F&P”,  a New Zealand- based company.  Actually, Haier had established its own subsidiary in New Zealand in 2002.  Haier acquired 20% of F&P and the sole right in the Chinese market in 2009.  F&P was formally merged into the Qingdao Haier Group in 2018.   

6.  Conclusions and Recommendations
Qingdao Haier is now recognised as a multinational enterprise and has been granted a number of awards on its brand “Haier”.   To achieve the mission of “Expansion of business and globalization of brand”, Haier has done a lot including: (i) built manufacturing plants in the low-cost areas for cost control, India, Pakistan, the Philippines, Indonesia etc,  (ii) develop a new brand for entering into  new market segments in China, for examples, Casarte for high-end product, Leader for young generation in China, R&D and product designs are employed to meet the requirement of these target customers, (iii) Obtain the ownership of some well-known brand by acquisition in the appliance industry.   However, because of low profit margin in the appliance industry, Haier cannot recover its price premium paying to GE and other well-know appliance manufacturers.  
It is recommended not to pay a high price on acquisitions.  Haier should continue to spend on R&D and offers more IoT solutions under the high-end brand “Casarte”.  This task required more technical people on installation at customers’ places.  Some customers also need after-sale service at home.  Haier can think about out-sourcing this task to reliable partners.   In addition, more than 90% of sales through the sales mode of distributors/ wholesales scattered all over the world, these distributors are assigned take over the technical task.   In additional to the existing categories of distributors, Haier can enlarge its contacts to the property developers, interior designers and contractors.  These groups can have a high amount of sales contracts but slimmer profit margin.

7.  Findings and Discussions
In addition to the risk of lower gross margin in the appliance industry, I found that the political risk is relatively high to the operation and sales units in China.   The zero-virus policy made the order of lockdown implemented by regional government, it did happen in the important cities, Shenzhen, Shanghai, Beijing etc.  During the lockdown period, production stops that violate the production schedule, it is worse if it fails to meet the scheduled shipment of international cargo by boat.  At the same time, the plan manger has to arrange employee to have compulsory virus-test and their catering and daily life in the employee hostels.   To avoid this, some local and foreign investors have planned moving outward to Vietnams and other nearby countries.  The problem is it takes time and cost to train employee the technical skills and quality.
In addition, as the relationships between China and western countries are getting uncertain, there are risks arising from fluctuation of foreign currency, international shipments, imported duties and quotas etc.
There is a long list of Haier’s associates and subsidiaries printed on its annual report 2021.  I found that Haier does diversify its business into different industries, some related to its existing operations, for examples, transportation and supply-chain business, technological companies, etc.   In addition, Haier also made investments in biochemical and biomedical companies, similar to Haier itself, these companies are granted the privileged income tax rate and R&D expenditures deductions from the Chinese government.   Haier also tried to develop business in healthcare from its GE subsidiary.  It is worth to discuss further investments in these business, they will probably help Haier moving forward to 5G and the profitable medical industry.
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