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Executive Summary
Huawei was founded in 1987 and has grown to become the world’s second largest manufacturer of smart phones and the largest supplier of telecommunication equipment. It has been banned in a number of countries, mainly through pressure from the United Stated. Moreover, some of its suppliers have been urged not to do business with it, dealing it a technical blow, especially with the loss of Google’s Android operating system from its new smartphones. An analysis of its external environment using PESTLE analysis reveal a company beset with political problems, caught in the cross hairs of the US/China trade dispute. Using Porter’s five force analysis showed a lucrative industry highly favourable to established players and hostile to new entrants. A SWOT analysis revealed what is arguable its biggest threat, its soured relationship with the United States.

Analysing competitive strategy in Huawei using Porter’s (1980) generic strategies and the strategic clock, it was discovered Huawei has positioned itself as a hybrid and inching towards differentiation without price premium. Ansoff’s matrix was then used to analyse corporate strategy in Huawei, which revealed it to be full diversification. Vertical integration was then discussed in terms of weaning itself from technological dependence, future proofing itself and giving it a competitive advantage. It was then recommended that it pursues vertical integration for the reasons cited above.
1.0 Introduction

Throughout this report, Huawei Technologies Co. Ltd will be refereed to as Huawei or the company. It is a privately held and independent firm that provides information and communication technology (ICT). Huawei was founded in 1987 in China and has grown to become the world’s second largest manufacturer of smart phones and the largest supplier of telecommunication equipment (Huawei, 2019a). The company serves three main types of consumers worlwide (Huawei, 2019a):
“Telecom operators that provide the internet, broadband, wireless, plus fixed and mobile phone services.
Organisations, enterprises, institutions, government and public utilities as well as industries: energy, finance, manufacturing and transportation.
Consumers who buy the company’s smartphones, laptop computers, smart watches and other devices” (Huawei, 2019a).
It employs 180,000 people in more than 170 countries and has more than 3 billion of the worlds’ population using its products (Huawei, 2019a).
1.1 Vision and mission
“Huawei’s vision is to bring digital to every person, home and organisation for a fully connected, intelligent world” (Huawei, 2019a).
Mission
· Provide ubiquitous connectivity to give everyone equal access to connections.
· Provide pervasive intelligence to drive business forward.

· Build digital platforms to help all industries and organisations become more efficient, vibrant and agile.

· Deliver a personalised experience to all.
A quick analysis of Huawei’s vision and mission reveal a certain theme, and it is of an organisation that want to reach everyone, everywhere. And its mission contains phrases like ‘ubiquitous connectivity to give everyone’, ‘personalised experience to all’ and ‘help all industries’. It has not restricted it self to one country or a geographic region. This suggests it has pursued a growth model. But there is a problem, and it is one of trust and Huawei’s relationship with the Unites States (US). In order to achieve its vision and mission, it is a matter of critical concern that it addresses this escalating situation of trust spearheaded by the US.
1.2 Situation

The following have been recent developments involving Huawei extracted from Huawei (2018);
· A number of universities have suspended their relationship with Huawei.

· German has so far resisted pressure from the US to ban Huawei.

· New Zealand Prime minister Jacinda Ardern stated that Huawei will not be banned from the country’s 5G network.

· Italy:  ministry of Economic Development of Italy has said it does not intend to ban Huawei from the country’s 5G roll out.

· Poland: An employee of Huawei was arrested for spying activities
· Canada: It has not restricted use of Huawei’s technology but has arrested Meng Wanzhou, daughter of the company’s founder.

The above is just a snapshot of Huawei’s current situation which looks very troubling. The company’s current problems is not one of bad business management, but one of trust, and frankly of political pressure from the US. Whilst the situation may look bleak, there is a glimmer of hope as can be seen from the bullet points. Some country’s have resisted pressure from the US and are keeping an open mind about doing business with Huawei.
1.3 The case for strategic management at Huawei
If there was ever a time that strategic management was very crucial in the history of Huawei then it is now. According to Johnson et al. (2011), strategy is the direction and scope of an organisation over the long term, which achieves advantage in a changing environment through configuration of resources and competences with the aim of fulfilling stakeholder expectations. Johnson et al. (2011, p11) are of the view that “Strategic management is concerned with complexity arising out of ambiguous and non-routine situations with organisation wide rather than operation specific task”.  Huawei’s problems are not going to go away anytime soon and it needs to direct it’s resources over the long term to address its current issues, especially that of trust. As stated previously, the company is the world’s second largest manufacturer of smart phones and the largest supplier of telecommunication equipment (Huawei, 2019a), and its founder has conceded that it will lose USD 30 billion in sales over the next two years (CNN, 2019). 
Relevant academic literature and theory that will underpin an in-depth strategic analysis strategic management within Huawei will include PESTLE, SWOT, Ansoff’s Growth Matrix and vertical integration. 
2.0 Situational Analysis
To build a picture and gain a better understanding of Huawei’s situation, both the macro and micro conditions need to be understood. A PESTEL analysis has been conducted to identify all the external factors. Porter’s five force analysis has been used to gain insight into the micro conditions, that is the industry in which Huawei operates. The PESTEL and Porter’s five force analysis would then form the basis of the SWOT analysis.
2.1 PESTLE framework
According to Johnson et al. (2011, p55), “The PESTLE framework provides a comprehensive list of influences on the possible success or failure of particular strategies”. PESTLE stands for Political, Economic, Social, Technological, Legal and Environmental (Thomas, 2007). Below is a summary of a summary of a PESTEL analysis of Huawei.
	P
	Increasing oversight by governments amid concerns related to security and privacy. Trade war between the US and China. Ban of Huawei products in the US and other countries. Arrest of Huawei CFO in Canada. Accusations of spying for the US government. Pressure from US to other countries to boycott Huawei. A number of universities have suspended their relationship with Huawei. Pressure on US businesses, especially technology firms, to stop doing business with it.

	E
	World economy bounced back after the 2008 recession, with strong growth in 2017 and early 2018 (IMF, 2019). Global economic growth slowed down in the second half of 2018. Despite this slow down, the company recorded a revenue of USD 105 billion. Global economic grown is now projected to slow from 3.6% in 2018 to 3.3% in 2019 before returning to 3.6% in 2020 (IMF, 2019). The slow down of the global economy in addition to political uncertainties presents challenges for Huawei. The companies competitive pricing strategy should offset some of these challenges. In addition, the Chinese economy has seen healthy growth this decade and this has boosted sales. 

	S
	Internet penetration is increasing worldwide due to lower cost and accessibility. Its growing use, along with social media in most corners of the world affect how businesses market their products, including Huawei. Social trends affect the demand for certain products, and this is no different in developing countries where Huawei has performed well. The increasing use of social media in particular has been a driver of purchase of products such as mobile phones, tablet, wearables and other lifestyle products. 

	T
	Whilst the growth and proliferation of internet technology has aided the growth of Huawei, there is intense competition. Huawei’s strategy is to out-innovate the rest to create greater value for customers (Huawei, 2017). Huawei has a big advantage over its competitors in 5G innovation. Huawei’s clout in the design of 5G stems partly from its massive research and development Budget. But the company has one big disadvantage as Google has excluded its android operating system from all new Huawei phones. Huawei is developing its own operating system but it is unclear how it’ll be received by consumers.

	L
	All over the world, data breaches and security have meant an increased in government oversight and hefty fines (Pratap, 2019). Huawei is facing criminal charges in the US for espionage and the stealing of sensitive information (Huawei, 2019a). Its CFO has been arrested in Canada and the company is in a legal dispute over her extradition to the US. Not only could these prove very costly for the company, but it will most certainly be detrimental to the brand. 

	E
	Climate change is arguably one of the most urgent problem globally and organisations are trying hard to reduce their carbon footprint and operate in an environmentally sustainable manner, not just as a matter of choice but as a result of regulation by most governments. Huawei is committed to deliver innovative technology that will make the world greener (Huawei, 2019b). Being environmentally friendly could go a long way to win Huawei some trust with its customers.


Summary of PESTLE analysis of Huawei
2.2 Porter’s Five Force Analysis
Porter’s five force framework was originally developed as a way of assessing the attractiveness of different industries (Christensen, 2001). Porter (1980) suggested that five main forces shape competition at the strategic business units. The five forces are the threat of entry, the threat of substitutes, the power of buyers, the power of suppliers and the extent of rivalry (Johnson, Whittington and Scholes, 2011). Where the five forces are high, then the industry is not attractive. Below is an analysis of the technology industry using Porter’s five forces.
Threat of entry: There is a very high entry barrier in this industry, and threat of entry is deemed to be very low. This is because the technology industry requires huge capital investments, highly skilled and specialist employees, and a long time to be fully established and operational. Once operational, new entrants have to compete against industry giants such as Samsung, Huawei, Apple among others who have achieved product differentiation, brand loyalty and marketing power.
Bargaining power of buyers: The bargaining power of customers is high. This is because similar products on the low end are offered by rivals such as Lenovo, Xiaomi, Tecno Mobile amongst others that have similar price ranges. Switching costs are thus low. Branding and product differentiation make it difficult for some customers to purchase the company’s products (Vilner, 2017). In addition to this, there is the perception that products of Chinese businesses are inferior (Uyar, 2018) and this could affect their willingness to buy Huawei products
Bargaining power of suppliers: Suppliers in this sector tend to be large companies. Because there are few of them specialising in high-tech components and parts, they have a high bargaining power. The Trump administration has backlisted Huawei and urged US companies not to do business with it. Chipmakers including Qualcomm Inc., Intel Corp., Broadcom Inc. and Xilinx Inc. have stated that they will not supply Huawei until further notice (King et al., 2019). The few remaining companies that supply Huawei may increase the price of their products. One solution to this is vertical integration which is discussed later in this report.
Threat of substitute: There are few substitutes for Huawei products such as tablet, PC and smartphones. These include telephones and satellite phones. They do not have the capabilities of smartphones for example, such as internet connectivity, email, video calling, camera, diaries, games, banking and other applications, and many more features. These devices have become an essential part of everyday life. As such, threat of substitute is low.
Competitive rivalry: Being a low-cost smart phone vendor, Huawei faces stiff competition from major competitors such as Xiomi, OPPO, Lenovo among others, which compete with it on the low-end (Ming, 2017). For example, Lenovo launched a line of affordable smartphones with the cheapest priced at USD 73 (Ming, 2017). Huawei has also launched a line of smartphones, such as the foldable Mate X, that puts it in direct competition with Apple and Samsung, but it has relatively low capital compared to Apple Inc., for example which has USD 250 billion as reserve (Titcomb,2019). Huawei also lacks brick and mortar stores. Apple on the other hand has 506 Apple stores worldwide (Apple, 2019).
Porter’s five forces, together with the PESTLE analysis, will now form the basis of the SWOT analysis of Huawei.
2.3 SWOT Analysis
“SWOT analysis is a simple but powerful tool for sizing up an organisation’s resources capabilities and deficiencies, its market opportunities, and the external threats to its future” (Thomson et al., 2007, p97). The acronym SWOT stands for strength, weakness, opportunities and threats. It consists of two dimensions: External and internal. External dimensions include environmental factors, also opportunities and threats, Internal dimensios include organisations factors, also strengths and weaknesses, (Gürel, 2017). Both dimensions can be derived from the PESTLE and Porter’s five forces already analysed. Below is a summary of Huawei’s SWOT analysis.
SWOT analysis of Huawei (Summary)
	Strength
5G technology, massive research and development, 87805 patents granted worldwide, competitive pricing, innovation (eg foldable phone), high quality/low cost devices
	Weakness
Comparatively low capital reserve, weak brand, lack of product differentiation, lack of own operating system for smart phones, lack of brick and mortar stores

	Opportunities
High and growing internet penetration, strong Chinese economy, steady and healthy global economy, some large economies are against the USA’s pressure to boycott the brand, the technology industry is favourable towards established brands with high barriers of entry
	Threats
US China trade war, high competition, criminal charges in the US, increasing government oversight, reputational damage, boycott by suppliers, 


SWOT analysis is a useful tool in strategic management, but it is not without disadvantages or limitations. For example, Gürel (2017) is of the view that SWOT analysis gives a one shot view of a moving target, and thus is a primarily static assessment. It focusses too much of an organisation’s attention on one moment in time. In the case of Huawei, this time is crucial to its survival and in my view, this criticism though fair, can be seen as an advantage. SWOT analysis must not be seen as an end in itself but should lead to the kind of action steps necessary to enact strategic change (Dess et al., 1997:78; Koch, 2000). It has much to offer, but should be seen as an important starting point (Gürel, 2017) to determine the strategic direction of Huawei.
3.0 Strategic direction
The situational factors identified set the context for the competitive strategy of Huawei.  According to Johnson et al. (2011), three levels of strategy exist within an organisation, arranged from lowest to highest, they are operational, business and corporate level strategies. Operational strategy is the day to day decisions taken at the lowest level which contribute to the overall strategy (Slack and Lewis, 2011). It is common to see corporations that have distinct business units and compete in a specified market. As states earlier on, Huawei has several distinct business units, for example the smartphone division. Business decisions these units should take in other to compete in their specified markets is referred to as business level strategy (Johnson et al., 2011). Since it involves decisions that enable the business units to compete directly with competitors, its is sometimes called competitive strategy. But a company such as Huawei should have an overarching long-tern direction for all its business units. Afterall, it is one company and not separate entities. Corporate strategy is in essence how the corporate head office set the overall strategy for a company, usually with multiple business units, and how it can add value to them (Johnson et al., 2011).
3.1 Competitive Strategy 
At the business unit, how to compete effectively in the marketplace is key. It is widely accepted that the primary purpose of any business is to make profit. This cannot be achieved without being able to compete successfully in the market. Business units can achieve this, and have a competitive advantage over its competitors by making use of competitive strategy (Johnson et al., 2011). Three generic strategies have been proposed by Porter (1985) by which organisations can have a competitive advantage. They are overall cost leadership, differentiation and focus. Huawei has achieved competitive advantage in many of its business units by using competitive strategies. 

3.1.1 Strategic Clock
Huawei is currently the second biggest smartphone manufacturer and in 2018, its consumer business accounted for 48.4% of its USD 105 billion revenue (Huawei, 2018). It has been able to achieve this through one of Porter’s generic strategies.Business units are in essence competing for the same customers with other business units. Johnson et al. (2011) state that what determines which product or service a customer will buy are based on the following; the combination of perceived product/service benefits and its price, and on perception of value for money. But different customers require different things, and how each customer perceive value for money is different. For example, Apple sells relatively expensive products but have a cult following because their customers believe they get great value for money. This strategy works well for Apple, might be a disaster for other technology companies. The different positions in a market with customer requirements are represented on the strategic clock. The strategies associated with these positions include a ‘no frills’ strategy, low price strategy, differentiation, hybrid, and a focussed differentiation strategy (Johnson et al., 2011). A summary of what each means can be found on exhibit 3.1.
Exhibit 3.1
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Huawei’s strategic position has not been static. Evidence point to the fact that it started out as a low-cost leader using a low-price strategy. From all indications, it is now using a hybrid strategy with the release of some of its high-end smartphones. A hybrid strategy seeks simultaneous to achieve differentiation and low price relative to competitors (Johnson et al., 2011). It can be argued its true position on the strategic clock is inching more and more towards a differentiation without price premium. 
3.1.2 limitations of generic strategies

A limitation of Bowman’s (1992) model (the strategic clock) is that it does not allow for the connection of competitive positions to profitability (Safón, 2007). It explains market performance and prescribes competitive strategy, but it does not link these to profitability because it does not consider cost position. The effects of this on Huawei is discussed.
3.2 Corporate strategy
Whilst competitive strategy discussed in 3.1 is concerned with a single business unit making profit which in the case of Huawei was their smartphone division, corporate strategy is concerned with all the strategic business units (SBU) within the organisation and the corporate parent. Huawei has been able to add value to its business units through corporate strategy. 
3.2.1 Ansoff’s Matrix
According to Ansoff, (1988), there are four directions of strategic development that can be pursued, and the matrix provides the alternative ways of achieving growth through any of these four paths. One way of strategic development is to increased penetration of existing markets. Another way is market development, which includes building new markets. The other two are product development, referring to product development and innovation; and then finally diversification, involving a significant broadening of a firm’s scope in terms of both markets and products/services (Johnson et al., 2011). 
Exhibit 3.2 Ansoff’s matrix
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Source: Adapted from H. Ansoff, Corporate Strategy, Penguin, 1988, Chapter 6 (Extracted from Johnson et al., 2011)
Organisations typically begins in the top left box (A), with its existing products and markets. It could decide to stay in box A and penetrate further within its existing sphere, or move to box B by developing new products/services for its existing markets. It could also decide to bring its existing products into completely new markets (box C); or moving into box D through full diversification, with altogether new markets and new products (Johnson et al., 2011). Huawei has gone through all these phases and it’s currently in box D of the matrix. Founded in 1983, Huawei started by providing telephone exchange switches and penetrated the Chinese markets by reselling private branch exchange (PBX). In 1993 it launched its C&C08 program controlled telephone switch (Chang et al., 2009), moving it to box B. Its first foreign expansion was in 1997, when it won contracts to provide fixed line network products to Hutchison Whampoa, a Hong Kong company (Chang et al.,) placing it in box C. Fast forward to 2019 and Huawei has fully diversified and operating in more than 170 countries (Huawei, 2019a), firmly putting it into box D.
A stated previously, the matrix explicitly considers growth options, and though growth is rarely a good end in itself (Johnson, Whittington and Scholes, 2011), Huawei has used it to become a cost leader, enabling it to remain profitable whilst selling at a comparatively low price. A key factor that has contributed to Huawei’s growth and full diversification is vertical integration.
3.2.2 Vertical Integration
Vertical integration is “... the combination of technologically distinct production, distribution, selling and/or other economic processes within the confines of a firm” (Porter, 1980, p300). Johnson et al. (2011), offer a simpler definition as the forward or backward integration into adjacent activities. These activities must be within the value network. There are two types of integration; backward and forward integration. Backward integration is the development into activities concerned with inputs into the company’s current business. For example, smartphone manufacturers that rely on suppliers for chips may decide to produce it themselves. Forward integration is development into activities which are concerned with a company’s outputs. An example is a company building their own brick and mortar stores, like in the case of Apple, to sell their own products. 
Porter (1980) is of the view that many vertical integration decisions are framed in terms of the “make or buy” decision, focussing on the cost of such decisions. But the decision should go beyond cost. Earlier analysis in the report showed that certain US suppliers have been banned from doing business with Huawei. For example, Google have said they would exclude the Android operating system from new Huawei smartphones. This move was estimated by Huawei’s founder to cost it about USD 30 billion in sales over the next two years (CNN, 2019). Huawei is using a backward vertical integration to address this urgent issue. In March 2019, it announced that it was building its own operating system to be used only under “extenuating circumstances” (Kharpal, 2019). Backward vertical integration has been pursued as a strategy in Huawei. It has made a big play in semiconductors and now designs its own chips for its smartphones (Kharpal, 2019). However, not much evidence points to forward vertical integration as a strategy in the company.
Recommendation

Arguably, Huawei’s biggest strategic problem now is the issue of public trust and pressure from the United States for American technology companies to stop doing business with Huawei. As Huawei relies on suppliers for some of its more advanced software and hardware, this is a very serious problem. The biggest challenge is for it is to wean itself from technological dependence. It is therefore recommended that Huawei should pursue a full backward vertical integration strategy, not only to wean itself from technological dependence, but also to future proof itself. Given that it is now competing directly against Samsung and Apple with its high-end phones for example, it should not be at a disadvantage. It is currently at a competitive disadvantage because its main competitors have a forward vertical integration approach, for example brick and mortar stores to sell their own products. It is therefore recommended that forward vertical integration should be considered as a strategy to level the playing field with Apple and Samsung and give it a competitive advantage over other competitors. 
Conclusion
From humble beginnings in China, Huawei against all odds has risen to become the number one technology company in the world and the number two smartphone provider, displacing Apple to number three. This is no mean feat for a company which has a western perception of producing inferior products. Yet, it operates profitable in over 170 countries. Strategic decisions have been key in achieving this. But it now operates in an increasingly volatile, ambiguous, uncertain and complex world. If it is to remain competitive and maintain its coveted position, now is the time for it to make strategy a part of its corporate DNA.
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