
DIGITAL TRANSFORMATION OF MIDEA 


Executive Summary
Organizations work hard to maintain their operations in step with the rapidly changing environment since the global business environment is changing and evolving today. Organizations now regularly undergo change to ensure their existence and development (Ackoff, et al., 2006).
In this report, the digital transformation experience of Midea will be examined from the standpoint of change management. This report begins by introducing change management, the digital economy, digital transformation and the Midea Group. The external environment that Midea is currently dealing with prior to the reform is then analyzed using PEST. And the force field analysis and Lewin’s three-step model are adopted to show more detailed information about the digital transformation process. Brief recommendations are made for the next digital transformation of Midea after evaluating the effects of this change and drawing lessons from the prior analysis.
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1. Introduction
1.1 Change Management
Due to the importance of organisational change, its management is becoming a highly required managerial skill (Senior, 2002). Change management can be defined as a continuous process to renew an organization’s ability to serve the need of internal and external customers (Moran & Brightman, 2001). 
Organizational change is a common and natural reaction to internal and external circumstances (Okumus & Hemmington, 1998), and this continuous state of change can be seen as normal in and of itself (Luecke, 2003). Therefore, it is believed that effective change management is is accepted as a necessity in order to survive and succeed in today’s fiercely competitive and continuously evolving environment.
1.2 The Digital Economy
The Digital Economy: Promise and Risk in the Intellectually Connected Age by Don Tapscott, published in 1996, was the first book to discuss the digital economy. Under the rapid development of society, the digital economy is a new form of expression, which can be defined as "a part of the economic output derived entirely or primarily from digital technologies, with a business model based on digital goods or services" – making up the digital sector plus emerging digital and platform services (Bukht& Heeks, 2017) According to the WEF, digital technology will account for 70% of the global economy during the next ten years (beginning in 2020). The pandemic and people's proclivity for using the internet have hastened this tendency (Bank, 2023).
1.3 Digital transformation
The application of digital technologies, such as the Internet of Things, big data, and artificial intelligence, in the innovation of processes, products, and services, as well as the application of these technologies in order to support the reconstruction and reform of the production mode of enterprises, constitutes the digital transformation of enterprises (Ilvonen, et al., 2018). Applying practical digital technologies can improve collaboration between various stakeholders inside and outside of the company (Vial G, 2019), lowering production costs and increasing production and operational efficiency (Loebbeckec, 2015).
Companies must therefore discover new methods to innovate by creating "strategies that embrace the impact of digital transformation and drive better operational performance." (Hess et al., 2016:123).
1.4 The Midea Group 
The Midea Group, which was established in 1968, is the biggest producer of large and home appliances worldwide. With more than 166,000 employees and operations in over 195 countries, Midea’s products touch the lives of millions of people and families through air treatment, refrigeration, laundry, small and large kitchen appliances, water appliances, floor care, and lighting. Midea has one of the most diverse product portfolios, ranging from mass-market to premium items. 
Midea's brand promises "surprise friendly solutions for those who cherish their time at home" and has a new motto: " Midea - make yourself at home"(Midea, 2023). Midea is implementing its digital transformation strategy and has seen some success, with the aspiration for consistent growth that is characteristic of a world class business.
Analysis of Environment
Environmental changes trigger organizational change. As a result, this section introduces the external environment that Midea is currently experiencing, which consists of four parts: politics, economy, society, and technology, in order to identify the justifications for encouraging Midea's digital transformation.
2.1 Political Factors
Elections, referendums, and treaty renewal are all crucial political concerns that have an impact on the economy, particularly for multinational corporations. Therefore, it is imperative to carry out in-depth research and analysis of the political landscape in each nation where the company conducts business.
Chinese policies have an impact on Midea. The term "digital economy" was first defined in China's government Work report in 2017. Following that, the Chinese government released a number of pertinent policies to support the growth of "Internet Plus," which sped up the pace of Chinese businesses' digital transformation. As a major producer of home appliances, Midea selects digital transformation as a key strategy for its growth under the direction of pertinent policies.
Additionally, China's political relationships with other nations will have some influence on the global market of Midea. The development of Chinese businesses into global markets has been negatively impacted by the Sino-US trade war (Iqbal, et al., 2019). In order to preserve the performance growth that has been ongoing, Midea decided to implement digital transformation.
2.2 Economic Factors
One of the key elements influencing how businesses make strategic decisions is the economic environment. Companies must remain alert to changes in the external economic environment and promptly adapt.
The impact of the global pandemic
It must be noted that a variety of industries and business models have been impacted by the pandemic problem, both directly and indirectly. The corporation has been pushed off balance by fundamental changes in consumer behavior, supplier networks, and distribution channels.
Consumer demand for home appliances has surged as a result of the epidemic, which has also slowed or stopped the flow of raw materials and finished goods (Harapko, 2023). 
Companies are unable to create and export items due to shortages in global supply networks. As a result, many businesses are either consciously or inadvertently engaged in digital transformation during the epidemic, such as online development.
Fierce competition in the industry
The number of household appliances is growing along with the population, and the rivalry in the household appliances market is getting more and more intense. There are many current rivals in the household appliance industry, and the market competition is getting more intense. Undoubtedly, the household appliance company is facing new opportunities and challenges as a result of the rapid development and use of digital technology. The overall appliances market is still expanding, and in 2023, retail sales are predicted to surpass $500 billion (Thormundsson, 2023).

Selected leading home appliances manufacturers worldwide ranked by revenue in 2021(in billion U.S. dollars)
2.3 Social Factors
On Midea, a variety of social factors will play a role. The business should take into account cultural values, such as social practices and beliefs, as well as demographic details like social class, regional distribution, and level of education.
People's consumption demands have recently been evolving along with the continual development in living standards. Smart home appliances are increasingly gaining favor with consumers as opposed to the old high quality and low price appliances that were in high demand (James, 2022). Additionally, consumers are becoming more accustomed to online shopping as they switch from offline to online consumption (Aryani, et al., 2021). Additionally, consumers are gradually embracing the idea of living a healthy lifestyle and extending this appeal to the world of home appliances.
In such a competitive market, Midea must actively pursue digital transformation, commit to product technological innovation, design new channels for consumer consumption, and address the wants and needs of consumers. 
2.4 Technological Factors
With advances in science and technology, societal norms have undergone seismic shifts as a result of the development of digital technologies like the IoT, big data, cloud computing, and blockchain. The development of mobile terminals like smartphones, the acceptance of mobile payments, and the expansion of online shopping malls have opened up several prospects for business production and operation. According to Loebbecke et al. (2015), one of the key justifications for businesses undergoing digital transformation is the advancement of digital technologies. The most important aspect of an enterprise's competitiveness in the market for manufacturing home appliances is its utilization of technology. As a result, Midea Group must face the challenges presented by information technology, build a skilled technical team, create a digital platform that is in line with its own development, conduct cutting-edge product research and development, and actively plan the new era of digital transformation's business development strategy.
3. Force field analysis
The driving force and resistance of Midea's digital transformation can be analyzed using field theory:

Organizations require some models and theories to direct systematic, beneficial change, to reduce disruptive change obstacles, and to manage the effects of change (Al-Haddad & Kotnour). Lewin (1951)'s force field analysis model can assist organizations in analyzing change factors and identifying forces that promote or inhibit change. According to Lewin, an organization is a dynamic system that must balance the opposing forces of driving and restraining forces. If change is to happen, the driving forces must always outweigh the restraining forces (Cameron and Green 2019). Field theory will promote more realistic expectations for organizational change since it can be used to control dynamic change rather than only map static situations (Swanson & Creed).
3.1 Driving Forces of Change
1) Improve supply chain efficiency
Supply chain logistics is an indicator for e-business enterprises’ competitiveness (Rutner et al., 2003). The Internet creates new direct online channels (Al-Abdallah, et al., 2014), and an increasing number of people prefer to shop online. Traditional distribution methods are less effective at generating sales, which will negatively impact the company's revenues.
Utilizing network technology and starting with customer orders, Midea created the "T+3" supply chain model. This model converts traditional production and sales into a multi-batch, small-batch flexible production mode that is broken down into four steps: collecting customer orders and delivering to the factory (T); factory purchase of raw materials (T+1); production (T+2); and door-to-door delivery (T+3).
CEO transformational leadership
The performance of businesses is greatly influenced by their capacity to quickly adjust to uncertain conditions (Levinthal & March, 1993). As a result, in an economy that is becoming more unpredictable, corporate leaders, especially CEOs, must promote change and quick responses to erratic market forces (Jansen, et al., 2009). Employees that work with transformational leaders are inspired to work in ways that result in substantive change. In the 1970s, James McGregor Burns developed the concept. These transformative leaders inspire employees to actively pursue the organization's vision rather than acting only in their own self-interest (Bass and Avolio, 1994).
Paul Fang, who took over as chairman of the Midea Group in 2012, stated that "Midea must be completely overhauled and rebuilt if it wants to become an excellent and great company in the future." He was adamant about guiding Midea through a digital transition. Paul Fang shown his tenacity and drive throughout the transformation process to get things along quickly such that every employee was on board and supportive of it totally.
Reduce cost
Traditional household appliance businesses face the risk of being replaced and shut down due to the efficient and quick production and sales modes afforded by digitization. This is due to the fact that businesses operating in the old manner are unable to precisely regulate the production management process and are also lacking in new production technology, which drives up the price of both production and sales. 
Statistics indicate that as of the end of 2016, Midea employed 82,240 production workers, or 85.30% of all employees, and the enormous cost cannot be disregarded. Through digitalization, Midea can introduce cutting-edge production technology and intelligent machinery, increase production capacity and efficiency, lower costs, and improve enterprise development efficiency and effectiveness.
Meet customer needs
People's living standards are rising along with society's development and advancement, and consumption demand is increasing. Instead of merely focusing on hardware capabilities, consumers are becoming more interested in the intelligence of things.
Additionally, market research demonstrates that consumers prefer to shop online, and that both online and offline sales are impacted by digital footprints (Kannan, 2017).Following user data, Midea discovered that consumers' consumption concepts steadily shifted from being primarily concerned with low prices to valuing individuality and intellect. It is clear that by implementing digital transformation, Midea will be able to better match customer needs, appeal to the majority of customers, and increase sales.
Enhance core competitiveness
The foundation of a firm's competitiveness is its core competitiveness, which is defined as " a harmonized combination of multiple resources and skills that distinguish a firm in the marketplace." (Schilling, 2013) Additionally, core competence serves as the catalyst for the creation of essential goods and services (Prahalad & Hamel, 1990).
It is exceedingly challenging for the company to pursue future expansion as the home appliance market has been experiencing a situation of near saturation under the traditional business model. A turning point has been reached for Midea as a result of the continued growth of the digital economy. Midea can sustain its competitive position in the home appliance market by enhancing its core competitiveness through digital transformation.
3.2 Restraining Force of Change 
1) Technological barrier
Many businesses decide to implement digital transformation as a result of the growth of the digital economy. However, studies indicate that up to 90% of digital transformation attempts fail (Ramesh & Delen, 2021). The implementation of many new technology tools is necessary for the digital transformation, and doing so demands certain professional knowledge and skills.
Since the traditional manufacturing mode has permeated every aspect of the enterprise, it takes a lot of time and effort for traditional manufacturing enterprises to adapt to the new digital manufacturing mode. At the same time, the intelligent upgrading and upgrading of goods, which puts forth specific requirements for the degree of R&D technology of companies, is where traditional manufacturing enterprises' reform and innovation are most clearly shown.
2)  Talent shortage and loss
Senior technical staff and senior management with extensive knowledge are required for businesses to succeed in the digital transformation process. For example, according to some estimates, up to 54% of organizations acknowledge that their lack of digital capabilities hinders digital transformation (Buvat et al., 2017).
The initial organizational structure, corporate philosophy, work flow, etc., have changed somewhat during the enterprise transformation process. Some employees may decide to quit during this phase if they are unable to adjust to the organization's changes. Companies will also want workers who can adapt to the digital model after the digital transformation. However, the current human resources available to businesses might not be sufficient to meet the demand for digital professionals.
3)  Investment risks
Companies must make significant capital investments to support market expansion, organizational change, and technical innovation in order to implement digital transformation. The new company model can only be profitable after a specific amount of growth and development, even though some risk considerations will be taken into account before investment. The enterprise's income is not guaranteed at this time, and issues with cash flow turnover could impair the business's regular operations.

4)  The risks of uncertainty
According to Tamilarasu (2012), most people preferred stability in their life because change was always accompanied by a loss and some unknown risks. When faced with change, people typically fight it until they discover its potential benefits.
Digital transformation is a systemic reform initiative embracing the entire business and cross-function of the firm, not just basic informatization or IT transformation. Employee resistance may develop as a result of the fact that working conditions and manners will continue to change.
4.  Lewin’s three-step model
Although change may happen for reasons beyond an organization's control, leaders should protect workers from its harmful consequences by making deliberate plans (Feldmann，2014). Lewin proposes a model to consider the complete process of bringing about change after examining what motivates and impedes change (Cameron & Green, 2019).

4.1 Stage 1 – Unfreeze
Lewin (1947) discusses about how the first step to change is thawing, which acts as a catalyst to shake off complacency and ingrained habits. When the leadership develops its strength in the desired direction of change and suppresses the forces that oppose change, the process of thawing to generate change is facilitated. At this point, securing the required team members' support depends heavily on effective change communication.
In 2012, Midea experienced declining profits, excessive inventory, and internal conflicts. The original, more dispersed secondary industry group was consolidated into a group the same year that Midea Group went public. The chairman of Midea, Paul Fang, made a significant decision to implement digital transformation in this situation and set the goal of "one Midea, one system, and one standard." Other managers questioned this strategic choice, so Paul Fang organized a training session for executives and staff members to discuss the importance of the digital transformation and lay the groundwork for the subsequent changes to be formally implemented.
4.2 Stage 2 - Change 
This phase deals with putting change into action after the status quo has been upset. Group agreement on the necessity of change and its perceived benefit leads to transformation. Lewin (1947) contends further that emphasizing collective transformation is preferable to attempting to split off individuals in order to promote change. As a result, the leader now needs to inform the team, explain the transition process, dispel misunderstandings, and inspire the group (Hussain et al.，2018).
The digital transformation of the Midea Group has so far gone through four periods:
1)  Digital 1.0 period (2012-2015)
Midea revised the group's technological, management, and operational platforms at this period, as well as integrated and unified the data process and system across the board. Midea has developed a unified management system and acquired significant digital capabilities as a result of this process, which has given rise to a strong foundation for its ongoing digital transformation.
2)  “+Internet” period (2015-2016)
At this period, Midea made significant investments in research and development, hired a sizable research and development workforce, and integrated mobile, big data, intelligent manufacturing, and other technologies into the operation process, significantly increasing the operation efficiency.
3)  Digital 2.0 period (2016-2017)
In this stage, Midea is committed to creating data-driven customer customization and digital marketing. Midea is currently committed to developing data-driven client customization and digital marketing. Midea introduced T+3 customer order mode and C2M flexible customization mode in 2016, changing into a production mode centered on customer order, decreasing intermediary linkages such as transfer, increasing production efficiency, and improving market competitiveness. Midea has strengthened its strategic partnership with Taobao, JD, and other e-commerce platforms in order to develop online marketing channels.
4)  Industrial internet period (2018-)
Midea formally unveiled its "M.I.OT" industrial Internet platform in October 2018. The Cygnet washing machine intelligent manufacturing facility has finished the digitization thanks to the industrial Internet platform from Midea. At this stage, Midea had further developed its digital business, created an industrial cloud ecology, and assisted businesses in numerous industries with their digital transformation.
4.3 Stage 3 - Refreeze 
Refreezing is the last phase before the organizational transformation reaches its optimum condition. Clear shifts in group priorities and objectives are required to create a new balance in order to prevent a return to the former state of affairs (Mullally et al.，2023).
After making slow but steady progress for almost ten years, Midea Group has successfully realized the digitalization of all value chain links, including research and development，procurement, production, and logistics. The company has also successfully built a suitable organizational system to consolidate the reform results, realizing the dynamic and balanced development between the company and its surroundings. 
But, as Paul Fang said: The road is not coming to an end. At the end of last year, Midea declared the goal of its 2025 digital strategy: the whole operation of the entire value chain is 100% digital.
5. Conclusion
There is no denying the success of Midea's digital transformation. After the shift, Midea digitized its management, research and development, purchasing, production, and logistics.
The line graph displays the Midea Group's net profit from 2012 through 2021. It is evident that Midea's profit level is rising as a result of the ongoing expansion of digital transformation. The company's yearly revenue surpassed 300 billion yuan for the first time in 2021.

Net profit of Midea Group from 2012 to 2021(in billion yuan)
In the present, Midea has transformed into a manufacturer of flexible and intelligent digital technology. Other industrial businesses might learn from and refer to Midea's successful digital transformation experience.
6. Recommendation
The environment is changing every day in the current era of rapid economic development, and organizational strategy adjustments will happen more frequently and include a wider variety of issues.  It is impossible to examine Midea's digital transformation from a static vantage point, rather, it must sustain ongoing evaluation and feedback, as well as regular revision and improvement.
On the basis of the above analysis, the following suggestions are put forward for Midea:
Firstly, Midea needs to keep strengthening its capacity for technological innovation in order to increase its share of the market for its products. It should also continue to optimize the value chain system in response to end-user demand.
Second, Midea should focus on cost control in the production of intelligent products in order to maintain a relatively lower cost than rivals, increase operating efficiency and profitability, and better support the development of the company's capacity for value creation.
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