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Haier Group headquarters in Qingdao, China
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HAIER'S
WIN-WIN VALUE ADDED
APPROACH

Haier Group headquarters in Qingdao, China

In the past five years, Haier Group, headquartered in Qingdao, China, has had great
success transforming itself from a traditional manufacturing model to a customer
relationship model consisting of "microenterprises” run by self-governing employee

entrepreneurs. To support this transformation, Haier developed the Win-Win Value

Added (\WWVA) statement.



The WWVA statement is designed to evaluate micro-business units from five perspectives: user resources, sharing
of profits, revenues, costs, and marginal income. It combines financial and nonfinancial business data to monitor
and drive value added by the enterprise and its users. The WWVA statement is user-centric, driven by a new open
Internet of Things (loT) "ecosystem" linked to other companies' products and services and participated in by

users.

It has helped Haier transform its prior top-down management control system into a microbusiness-unit value-
creation system. Haier's goal is to create a "win-win" platform that includes all users, stakeholders, and other
companies' resources. This article describes the purpose behind the WWVA statement, how it works at Haier, and

how it can contribute to fostering innovation and creating value for customers.

THE PURPOSE BEHIND THE WIN-WIN VALUE ADDED STATEMENT

Haier Group is the world's largest appliance manufacturer, specializing in refrigerators, dishwashers, water heaters,
air conditioners, televisions, washing machines, smart home appliances, customized products, and more. It has 29
worldwide manufacturing bases, 10 research and development centers, and more than 76,000 employees. Haier
Group owns Haier, Casarte, GE Appliances, Fisher & Paykel, Leader, and AQUA as its smart home appliances
brands. At the recent 2018-2019 Global Top Brands awards ceremony sponsored by International Data Group (IDG)
and held concurrently with the Consumer Electronics Show (CES), it received "2018-2019 Global Smart Appliances
Brands Top 10" and "2018-2019 Global CE Brands Top 50" awards.

Haier's new organizational focus exploits three features of the loT era: zero distance, decentralization, and
distributive networking. Zero distance refers to the relationship between the enterprise and its customers, referred
to as "users," who can participate in the whole process of manufacturing their appliance, thus enabling mass
customization. Decentralization means everyone in the organization shares the responsibility for developing new
product ideas. The goal is to achieve this by connecting every employee and entrepreneurial team with customers
and resources throughout the world via the internet on open shared platforms. Distributive networking entails
flattening the organization and distributing resources throughout the organization rather than consolidating

control over them at headquarters.

Haier's business model transformation helped drive its microenterprises to deal with users directly through
the open shared platforms, resulting in several shifts. Strategically, it shifted from a "production-push" model,
which motivated channel stuffing and overproduction to increase short-term profitability, to a retail sales model.

Organizationally, it was a shift from being company-centric to user-centric (i.e., zero distance).



The company now provides entrepreneurial training and resources for its employees to turn them into owners of
their own microenterprises. Virtually any Haier employees with an idea can form a microenterprise, but the team
must develop a specific business plan and go through a competitive approval process to ultimately become
functioning. They also must continue to meet expected targets to remain in operation. Ultimately, they may spin
off as a separate enterprise with Haier as one of its investors. Operationally, instead of a price war, there's now

a "value war" to compete on value provided to users. Finally, performance management changed from using a
traditional income statement to a WWVA statement to motivate the whole company to focus on meeting user

needs, with advancing value provided to the user as the common goal.

Haier's WWVA statement combines financial and nonfinancial data to evaluate the value of the enterprise and
users and dynamically monitor and drive value creation. The purpose is to continually measure the value added by

the company, users, and service providers throughout the user engagement process.

The WWVA statement helps Haier take advantage of the loT to partner with other service providers by creating an
"eco-platform" where customers have continuing access to a network of resources. An example is shown in Figure

1, which illustrates an eco-platform for a Xinchu smart refrigerator.

Xinchu is a Casarte refrigerator brand and one of Haier's earliest microenterprises. Launched in 2015, the
interconnected refrigerator comes with a touchscreen that enables customers to become users who can access a
variety of online resources, such as entertainment media, decoration services, online e-commerce platforms, and

an interactive food community network.



FIGURE 1: EXAMPLE OF HOME APPLIANCE ECO-PLATFORM
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WHAT'S UNIQUE ABOUTTHE WWVA STATEMENT?

Figure 2 compares a traditional Profit and Loss (P&L) statement with the WWVA statement. The traditional P&L
statement is enterprise-centric and based on the onetime sale of an appliance to a customer, booking the
revenue and cost of the sale. The process is closed (one-off sales transactions) with no recognition of any ongoing
relationship between the buyer and producer. In contrast, the WWVA statement is user-centric. The idea is to have
multiple sources of value being created, including not only hardware but also from the ecosystem (other service

providers) and from the users themselves.

So what's unique about the WWVA statement? First, it measures value added to the company through different

measures of value provided to customers (users) and how the profits are shared among the users, partner firms,



FIGURE2: TRADITIONAL P&LVS. WIN-WIN VALUE ADDED STATEMENT
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the microenterprise leaders, and Haier Group. The main purpose is motivating each microenterprise to build its
ecosystems/services to generate ongoing user business beyond just an appliance sale. Unlike a traditional P&L
statement, the WWVA includes value created and shared by network users. Second, it includes key common
nonfinancial metrics, such as interactive users, active users, user interactions, and lifetime users, which help tell the
story of how the microenterprise is doing. The WWVA statement may be an effective tool for companies trying to

encourage innovation within the business and willing to share profits with internal entrepreneurs.

Table 1 compares the WWVA statement with two other approaches commonly used to help find and implement

ways to increase value provided to customers.

Each method has a different focus, scope, and purpose. Value-chain analysis/supply chain costing is enterprise-
centric, has an industry scope, and is used to optimize the value a company provides its customers by focusing on
what it does best and letting other companies provide the rest. It measures a company's competitive advantage
in relation to other companies. Customer lifetime value focuses on specific customers or customer segments

and is used to increase profits by classifying customers based on the estimated net profit of their entire future

relationship with the company. The goal is to identify and keep profitable customers or segments (e.g., lower fees,



TABLE 1: COMPARISON OF VALUE-CHAIN ANALYSIS, CUSTOMER LIFETIME VALUE ANALYSIS,

AND WWVA STATEMENT
VALUE-CHAIN ANALYSIS/
SUPPLY CHAIN COSTING CUSTOMER LIFETIME VALUE WWVA STATEMENT
FOCUS Enterprise-centric customer-centric User-centric
SCOPE Industry customer Microenterprise Ecosystem
PURPOSE Identify ways to increase profits by Increase profits by identifying and Motivate and reward micro-units for
optimizing firm's value provided to managing most/least profitable maximizing value provided to customers
customers and let other companies customers or segments via ecosystem
provide the rest
MEASURES Competitive advantage in relation to Net profit of entire future relationship Nonfinancial and financial measures of
other companies with individual customers (or customer value provided to customers by micro-
segments) units
BENEFITS o Better understand the company's o Helps keep profitable customers (e.g., o Facilitates decentralized decision
competitive advantage and do what it is lower fees, extra services) making within an expected range of
best at © Helps turn unprofitable customers performance
o |dentify where value to customers can or segments into profitable ones or e Encourages converting customers from
be increased (or costs reduced) encourage them to go to competitors onetime purchasers to ongoing users
o Better understand the company's (higher fees) * Motivates and tracks new product and
linkages with suppliers, competitors, o Forces company to consider multiple service ideas, including those from
and customers marketing approaches other companies
© Helps operationalize the competitive
strategy
LOWER o Nonfinancial measures of value added o value added by other service providers o Company-wide performance
EMPHASIS o Individual customer profitability o Nonfinancial measures of value added o Individual customer profitability

® Microenterprise ecosystems

o Company-wide performance
 Microenterprise ecosystems

provide extra services) and turn unprofitable customers into profitable ones or offload them to competitors via

higher fees, fewer services provided, and the like.

The WWVA statement, on the other hand, focuses on the users of a particular microenterprise ecosystem. Its

primary purpose is to motivate and reward micro-units for maximizing the value they provide to users by reporting

financial and nonfinancial measures of the value provided via the micro-units' ecosystem. The main benefits are

facilitating decentralized decision making within an expected range of performance, encouraging the conversion

of customers from onetime purchasers to ongoing users, and motivating new product and service ideas for users.

Compared to the other methods, there's less emphasis on company-wide performance (as in value-chain analysis)

or individual customer profitability (as in customer lifetime value).



HOW THE WWVA STATEMENT WORKS AT HAIER

There's a separate five-part WWVA statement for each microenterprise within the company. Table 2 provides
an example of the WWVA statement for Haier's retail sales model for Xinchu, the networked refrigerator

microenterprise, and provides definitions for each line item.

1. User resources. User resources is more specific than overall user traffic. This section includes interactive users,
active users, and lifetime users. Interactive users are those who proactively participate in the design of their
appliance product. Active users are those who have transactions in the ecosystem. Lifetime users are active
users who become so "converted" to the community/ecosystem that they participate in the platform evolution
to continually improve the ecosystem experience. One way they do this is via the online user community

established by the microenterprise team.

2. Sharing of profits. This section reports the profit of the microenterprise and how it was shared among different
players. It distinguishes between profit from hardware (appliance) sales and profit from ecosystem sales. It then
shows how the profits were distributed to lifetime users, investors, enterprise team members, and other service

providers.

3. Revenues. This section separates revenue from the different sources, including hardware, services, and

ecosystem.

4. Cost. This section includes all costs traceable to the micro-unit, including production, salaries, the corporation's
equity investment obligation, and typically a risk provision required by corporate against failure to meet future
targets. It also shows the marginal cost of hardware and ecosystem computed by dividing the total cost of each
by the number of active users. The goal is to decrease the marginal cost of each as the number of active users

increases.

5. Marginal income per user. This section reports the average marginal income per active user, broken down
into marginal income from hardware and from the ecosystem. The goal is to see marginal income per user

increasing as the ecosystem expands and users buy more services.

IS AWWVA STATEMENT FOR YOU?

A WWVA statement is designed for companies that want to convert from traditional sales models (one-off sales
transactions) to a user retail sales model where customers become ongoing users of services through open shared

platforms, including services provided by other suppliers. Organizationally, it's for companies that want (or need)



TABLE 2: EXAMPLE OF WIN-WIN VALUE ADDED STATEMENT: XINCHU (NETWORKED REFRIGERATOR)

per active user

Target Target
Items in2016 in 2017 Definition
1. User resources Users who fully participate in the ecosystem and assist in its design. Achieve the
common goal of user experience iteration.

a. Interactive users 300,000 10,000,000  Users who take partin whole design iteration process.

b. Active users 100,000 1,000,000 Total number of users who make reservations and presales via interactions.

¢. Lifetime users 66 2,650 Users that continuously participate in platform interaction, transaction, and co-
creation with continuous iteration of platform evolution.

d. User maker 100 50,000 Volume of user customization interactions.

2. Sharing of profits (RMB 10,000) Added value capable of overturning profitability of traditional industries.

a. Profit from hardware 1,537 23,070 Profit from selling networked appliances (3a-4a)

b. Profit from ecology 4,340 148,040 Differential profit from ecosystem (3b-4b)

¢. Total profit 5,877 171,110 2a+2b

d. Sharing ecosystem to 1,899 61,792 The proceeds shared to all the players on the platform from the total ecological

ecosystem active users value created together via platform implementation.

e. Sharing to capital investors 1,140 38,887 The capital investors receive the proceeds based on the invested shares.

f. Sharing to enterprise team 23 769 The microenterprise teams share the proceeds based on their investment. The other

members entrepreneurs/makers on the platform participate in the sharing of proceeds.

g. Total sharing of profits 3,062 101,448 2d+2e+2f

3. Revenues (RMS 10,000)

a. Revenue from hardware 25,632 256,325 Revenue from selling networked appliances.

b. Revenue from ecosystem 7,940 152,000 Differential revenue from ecosystem.

c.Total revenues 33,572 408,325 3a+3b

4. Cost and marginal cost (RMB 10,000)

a. Cost of hardware 24,095 233,255 Resource costs invested in user value for networked hardware. Includes variable
costs of 1,800 and 7,000 respectively.

b. Cost of ecosystem 3,600 3,960 Resource costs invested in user value for ecosystem. All variable.

Total cost 27,695 237,215 4a+4b

¢. Marginal cost of hardware 180 70 Variable cost of hardware (4a)+ number of active users (1h) = (1,800 x
10,000)--100,000="180. Shows marginal cost decreasing as number of active
users increases.

d. Marginal cost of ecosystem 360 40 Variable cost of hardware (4b)+ number of active users (1b) = (3,600 x
10,000)--100,000=360. Again, Shows marginal cost decreasing as number of
active users increases.

5. Marginal income per active user (RMB 10,000)
a. Hardware marginal income 2,383 2,493 [Revenue from hardware (3a) - variable cost of hardware (4a)] + number of active
per active user users (1h) =((25,632 - 1,800) x 10,000) + 100,000 = 2,383.
b. Ecosystem marginal income 434 1,480 [Revenue from ecosystem (3b) - variable cost of ecosystem (4b)] + number of active
per active user users (1b) =[(7,940-3,600)x10,000]+ 100,000=434. It shows marginal income
per active user increasing as the ecosystem expands and users buy more services.
¢. Total marginal income 2,817 3,973 5a+5b




to create a more innovative culture and provide an incubator environment for employee ideas to flourish. If this

describes your company, or you would like to propose this model to your company, try the following steps:

Step 1. Identify ways to convert customers into lifetime users via online services. Start small with a pilot study, and
develop an action plan. One way to do this is through an "idea tournament." This is a structured brainstorming
exercise where employees are formed into groups and try to create and develop high-potential ideas. Higher-
level executives serve as judges by asking questions, giving feedback, and evaluating ideas. The format is flexible

depending on the organization.
Step 2. Find outside partners, and make deals to develop a pilot ecosystem.

Step 3. Develop metrics to track user value. Examples include number of "converted" customers, number of user
transactions and average transaction value, costs of providing the shared services, internal costs to foster the new

enterprise, and external costs of creating an ecosystem. Identify metric owners and sources of information.
Step 4. Set targets and action plans for your new service(s)

Step 5. Execute the plans, and monitor the results using your own version of a WWVA statement.

CHANGE IS POSSIBLE

Haier's focus on user needs requires providing products tailored to those needs that will attract more users.
Further, by providing a platform that starts with a home appliance transaction like purchasing a refrigerator, users
on the platform can have access to a whole host of products and services. This ensures there will be continuous

interactions with users and Haier to achieve a win-win situation for all the stakeholders on the platform.

Consistent with this new focus, Haier developed the internal WWVA statement, which combines financial and
nonfinancial business data to monitor and drive value added by a microenterprise and its users. The main purpose
is to motivate and reward micro-units for maximizing the value provided to users via an ecosystem. The WWVA
statement is a user-centric tool at the microenterprise level within a larger company. It differs from traditional

P&L statements by reporting how ecosystem profits are generated and shared among the users, partner firms,

the entrepreneurial team, and the larger corporation. It differs from other value creation tools by focusing on



entrepreneurial microenterprises within the company. Further, it differentiates types of users, including key
nonfinancial metrics of number of interactive users and active users, number of interactions by those users, and

lifetime users who participate in the ongoing development of the ecosystem.
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