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I.I INTRODUCTION

Huawei is now China’s most prominent multinational company. In
2018, Huawei achieved sales of USD 105.2 billion and operated in over
170 countries around the world, employing around 188,000 people.
Forty-five percent of all employees are focused on R&D (Huawei,
2019), giving the firm strong technological capabilities. Huawei has
now even surpassed Ericsson and Nokia to become the largest tele-
communication infrastructure equipment company in the world. It is
also the second largest maker of smart phones.

Not surprisingly, academics, business leaders, and policy
makers have become very interested in understanding how Huawei
has been able to rise from its humble beginnings in Shenzhen as an
importer of analog telephone switches to a globally operating infor-
mation technology manufacturing and service firm. Huawei is now
frequently featured on the cover of international business magazines
(Economist, 2012) or as a case study in Western business schools (Hitt,
Ireland, and Hoskisson, 2008; Peng, 2010) because it has accomplished
something that is still rare for a Chinese company: turning itself into a

world-leading company and R&D powerhouse.
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To date, writing an academic-quality book on Huawei has
almost been impossible given that it has been a secretive private
company. Until 2010, Huawei did not even publish its governance
structure, let alone any information that would make it possible to get
deeper insights into how the company operates. Realizing that this
secrecy was hurting Huawei’s ability to further expand in key inter-
national markets, the firm began to open itself up more. Ren Zheng-
fei, the founder and key leader, started to give interviews to Western
journalists (Economist, 2014a; Pullar-Strecker, 2013).

More importantly, the firm granted Tian Tao, a Chinese busi-
ness journalist and long-time advisor to Huawei, along with Chunbo
Wu, an academic from Renmin University of China, access to internal
company documents. Huawei also gave them permission to interview
hundreds of current and former Huawei managers. Based on their
research, Tian and Wu published The Huawei Story (2015), first in
Chinese and a few year later in English. The book provides the most
comprehensive account of the development of Huawei since its
founding in 1987. It lays out in detail the management philosophy
and values that have guided the firm’s development as it struggled to
overcome its weak financial and organizational capabilities and
become an international leader in the information and communica-
tion technology industries (ICT). An expanded version of the book was
published recently (Tian, De Cremer, and Wu, 2017).

With the help of Tian Tao, Zhejiang University School of Man-
agement has set up the Ruihua Institute for Innovation Management
to further academic research and teaching on how and why Huawei
has been able to outcompete so many domestic and international
rivals. Earlier explanations for the success of Huawei emphasize
Chinese cost advantages, stronger customer centricity, a strategy of
first entering peripheral markets before competing in core markets,
and the gradual buildup of ever more sophisticated technological cap-
abilities that made Huawei a leader in the next-generation technology
of 5G mobile telephony (Fu, 2015; Z.-X. Zhang and Zhong, 2016). As
the research at the Ruihua Institute progressed, however, it became
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clear that at the center of Huawei’s success lies an organizational
capability to continuously transform itself.

For this reason, we made the decision to write a book entirely
focused on Huawei’s transformation since its beginning in 1987.
We believe that scholars interested in organizational change or
more specifically change in Chinese firms will benefit the most
from learning about Huawei’s transformation capabilities. Because
we realized that the development of new and the breaking of old
routines is central to Huawei’s transformation, we decided to use as
our overarching analytic lens the theory of routines-based organiza-
tional capabilities (Becker, Lazaric, Nelson, and Winter, 2005; Mur-
mann, 2003; Nelson and Winter, 1982; Nigam, Huising, and Golden,
2016; Parmigiani and Howard-Grenville, 2011; Szulanski and Jensen,
2008; Winter, 2003)."! We follow here in the tradition of Robert Burgel-
man, whose studies of Intel have helped advance our understanding
the evolutionary processes underpinning corporate transformations
(Burgelman, 1991, 2002; Burgelman and Grove, 2007). To be sure,
there is a large literature on organizational change, and our book is
not novel in terms of focusing on organizational change. What makes
Huawei interesting is its rate of growth and the level of detail in which
we can observe not only the creating of routines but also the breaking
of routines across most of the major functions of the firm. This makes
Huawei an ideal case to advance the theory of routines and dynamic
capabilities to change routines (Pisano, 2017; Teece, 2007; Teece,
Pisano, and Shuen, 1997). Our book will be particularly appealing to
academics in the field of strategy, management, and business history.

In December 2018, Huawei was in the headlines all over West-
ern world when its chief financial officer was arrested in Canada on
the request of the US government for allegedly violating US trade
sanctions. This event is taking place against the larger backdrop of

! For an excellent review of the routines literature see Parmigiani and Howard-
Grenville (2011). For a more recent review, see the special issue in Organization
Science on routine dynamics (Feldman et al., 2016).
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the US government stepping up its campaign to limit Chinese tele-
com participation in building 5G networks in Western countries
because of national security considerations (Woo, 2018). To avoid
false expectations, we would like to be explicit at the outset that the
geopolitical struggles over who builds, runs, and effectively controls
national telecommunications infrastructures is a topic we will not be
dealing with in this book. We are focused solely on the management
transformation of Huawei. This transformation by itself is worthy of a
scholarly investigation. In the conclusion chapter we offer, however,
a short appraisal of Huawei’s future growth challenges, and in this
context we will briefly detail the geopolitical challenges Huawei
currently faces as it tries to commercialize its leading technological
position in 5G mobile technology.

Our book should not be seen as an official history of Huawei or a
mouthpiece for current and former executives. The research team
has been entirely independent of Huawei. The views expressed in this
book are ours alone. We benefited immensely, however, from our
interviews with many former Huawei executives, access to the firm’s
internal newspapers, and the presentations of many former executives
at the quarterly Huawei forum of the Ruihua Institute for Innovation
Management. In Appendix B, we list the names of the presenters and
the title of the presentations at Ruihua Institute. In Appendix C we
provide a list of the interviews we conducted, the persons inter-
viewed, and the various positions they had held within Huawei. But
we have also drawn extensively on external information, as will
become evident in each of the chapters. All information sources are

referenced throughout the book.

I.2 A BRIEF HISTORY OF HUAWEI

Huawei was founded in 1987 by Ren Zhengfei in Shenzhen, where the
Chinese government had set up the first special economic zone in
May 1980 to experiment with private initiative and foreign invest-
ment in what was otherwise a centrally controlled and collectively

owned economy (For a sympathetic biography of Ren, see Li, 2017). It
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is not a coincidence that the first special enterprise zone was set up
right across the border from Hong Kong. Deng Xiaoping, the key
political leader in China at the time, became eager to reform the
Chinese economy partly because he noticed how much better capital-
ist Hong Kong had developed than communist mainland China in the
previous three decades (Vogel, 2013).

The rise of Huawei parallels in large part the development of
Shenzhen as a commercial hub in China. Shenzhen’s population
increased from around 300,000 inhabitants in 1980 to over 15 million
today, making it the most densely populated city in China (Shenzhen
Standard, 2014). Ren Zhengfei, who previously had worked as a civil
engineer in the Chinese military corps of engineers, started Huawei
just as the Chinese government started a strong push to upgrade the
telecommunications infrastructure across the country. In 1978, China
had only 2 million telephone subscribers and a total capacity of
4 million lines (Tian and Wu, 2015, p. xviii). In 2015, there were over
1.3 billion mobile phone users (Statista, 2016a). In one generation,
having a telephone went from a luxury to what is perceived as a
necessity of daily life. Visit any large Chinese city today and you will
notice that all people have smart phones in their hands. To get the
entire Chinese population connected with mobile phones, the invest-
ments that had to be made in telecommunications infrastructure
were massive.

A key element of Huawei’s history is that it faced fierce compe-
tition from the beginning both from domestic and international
players. In light of how successful Huawei has become, it is easy to
fall into the trap of thinking that the firm’s success was foreordained
and that the rise to the top was easy and smooth. When Huawei
entered the Chinese market in 1987 as a mere importer of telephone
switches, the technologically sophisticated Western firms — Ericsson,
Alcatel, Siemens, AT&T (later called Lucent Technologies), Northern
Telecom (later called Nortel), Fujitsu, and NEC from Japan — were all
competing for orders in China (Tian and Wu, 2015, p. xxiv). What is
more, in the mid-1980s there were many Chinese entrepreneurs and
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managers of state-owned local companies who regarded the growth
prospects of the telecommunications equipment market as attractive.
According to Tian and Wu (2015, p. xxv) at least 400 firms entered the
market in this period, creating strong competition also at the lower
technological end of the market.

For anyone who has studied the development of industries in
other countries, the magnitude of entries into Chinese markets that
were opened to new entrants is typically by an order of magnitude
larger than in other countries. Klepper (2015) provides extensive data
on US industries and Murmann (2013) for other countries, demon-
strating this fact. As part of their research on the textile color industry
in China, Jiang and Murmann (2012), for example, encountered at
least 800 Chinese start-ups in the 1980s and 1990s. Turning to a more
contemporary example, in addition to the well-known Chinese smart
phone brands Huawei, Lenovo, HTC, and Xiaomi, at least 445 other
firms manufactured smart phones in China in 2015 (Ibisworld, 2015).
No other country comes anywhere close to this large a number of
firms competing in the same market. One reason for this is clearly
that the Chinese population of 1.3 billion people is four times larger
than that of the United States, which is the largest market among the
Western countries.

Huawei faced strong competition from the beginning, and com-
petition in the industry continued to be fierce over the next three
decades even though the global telecommunications equipment
market increased from 119 billion USD in 1993 (U.S. International
Trade Commission, 1998) to 354 billion USD in 2011 (Statista, 2016b).
Especially when the internet bubble burst in 2001, many ICT firms
struggled with overcapacities. Since then, many of the key players
have merged because they could no longer compete successfully as
standalone companies. Between 2006 and 2016, the telephone equip-
ment businesses of Nokia, Siemens, Alcatel, and Lucent successively
merged in the hopes of being able to better compete with Huawei and
now operate under the Nokia name (Nokia, 2016). By 2013, Huawei

became the largest telephone network equipment supplier in the
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FIGURE 1.1 Sales growth of Huawei, ZTE, Cisco, and Ericsson since 1987
(in million USD)
Source: Company Annual Reports

world and over the years moved from simply making equipment to
offering turnkey solutions.

To make sense of the rise of Huawei graphically, we have
created Figure 1.1. It compares the growth of Huawei since its foun-
dation in 1987 to three other firms: Ericsson, its chief international
competitor in the telecommunication industry, ZTE, its chief domes-
tic rival in that industry, and finally Cisco, a chief rival in the net-
working and switching business.

Figure 1.1 nicely illustrates how Huawei’s higher growth rates
have left all competitors behind. Huawei’s sales surpassed those of
Ericsson in 2012 and those of Cisco in 2015.

As Huawei overtook Western rivals, taking further market share

away from these players became strategically unviable. Governments
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across the world would not have allowed Huawei to become a monop-
olist. This is one reason why Huawei sought further growth in related
industries. In 2002, it started to make handsets and related consumer
goods as a contract white goods manufacturer, and since 2009 Huawei
has sold smart phones under its own brand using the market leading
Android OS (Gedda, 2009). The smart phone business has been Hua-
weli’s fastest-growing segment since 2009, turning Huawei into the
second best-known Chinese consumer brand in the Western countries
behind Lenovo. In 2015, Huawei became the third largest manufac-
turer of smart phones in the world after Samsung and Apple, shipping
76 million units and gaining 8.7 percent market share (IDC, 2016).
Huawei also entered the enterprise ICT equipment sector, producing
everything from corporate networks, storage and security system,
routers, IP telephony and video conferencing systems, to cloud solu-
tions and other ICT services (Huawei, 2016b). Here, Cisco is one of the
main competitors (Reckoner, 2013). In terms of the relative sizes,
consumer sales (largely smart phones) is Huawei’s largest segment
with 48.4 percent of sales, followed telecommunication network
equipment and services sales to operators (carriers) with 40.8 percent,
and the enterprise sector accounting for 10.3 percent of sales (Huawei,
2019).

Huawei’s remarkable growth history is visible in Figure 1.2,
which tracks the number of employees and total sales over time. The
figure makes it plain that looking back over the past three decades,
Huawei grew at moderate rates before 1995, subsequently growth rates
accelerated until around 2003, and then there was another dramatic
jump in growth rates. (Appendix A presents the exact numbers for each
year.] These growth rates cannot simply be explained pointing to
favorable market conditions that would have allowed all competitors
to grow. Many Western competitors mentioned earlier declined over
the past fifteen years, and Huawei undoubtedly became stronger as an
organization at the expense of its Western competitors.

The chapters that follow analyze in detail aspects of Huawei’s

transformation. To set the stage, it is useful to discuss a number of
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key features of Huawei that are in the background of all these trans-
formation initiatives.

I.3 KEY FEATURES OF HUAWEI'S MANAGEMENT
PHILOSOPHY AND CULTURE

When a company becomes as successful as Huawei and when it seems
to have as strong as culture as Huawei has today, it is easy to fall into
the trap of concluding that the firm possessed the values underpin-
ning the culture from day one. Even if one can show that the founders
already possessed these values at the beginning of the venture, it is a
mistake to conclude that all employees who joined the firm would
automatically embrace the same values. Huawei experienced signifi-
cant organizational problems as the firm grew from 20 employees
in 1991 to 6,000 employees in 1997 precisely because this 100-fold
increase in staff numbers undermined the shared culture and philoso-
phy that the founding team may have had. Our book details many
initiatives whose clear aim was to create and then maintain a shared
culture and esprit de corps as so many new employees were joining
the firm every year.

Peter Williamson is one of the best-informed Western scholars
of Chinese firms (Wan, Williamson, and Yin, 2015; Williamson, 2010).
When asked to characterize strategy formulation at internationally
known Chinese firms such as Alibaba and Tencent, Williamson
explains: “Leaders of private Chinese firms simply made it up as they
went along” (Williamson, 2015). Unlike firms in the West, a blueprint
that the first private companies in China could follow in the high
uncertainties in the Chinese environment did not exist. While China
recognized the legitimacy of the private sector already in the
1988 revision of its constitution, property rights in the Western sense
of the word were not as secure as they are in West from interference
from the state (M. Zhang, 2008). Legally speaking, the Chinese consti-
tution did not formally recognize the legality of private property until
2004 (Nee and Opper, 2012; M. Zhang, 2008) and its institutional
environment makes it more difficult than in the West to predict what
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policies the government will enact five years later (Lewin, Kenney,
and Murmann, 2016). Williamson’s description of Chinese strategy-
making at what now have become leading private companies is
reminiscent of Deng Xiaoping’s often invoked aphorism “that
he groped for the stepping stones as he crossed the river” (Vogel,
2013, p. 2). He used this aphorism to articulate his incremental
approach to transforming the centrally planned economy into one
that extensively used market mechanisms to allocate resources.
Hence any well-read executive living China during the 1980s and
1990s would likely have come across this idea of approaching major
changes incrementally.

There is strong evidence that Huawei’s cofounder and long-time
CEO Ren Zhengfei also “made up” the strategy as Huawei developed
from a small importer of telephone exchanges to a globally operating
multinational. And just as in the case of Deng, Ren came to adopt the
general philosophy that one needs to proceed incrementally in an
environment where so many things change. While by no means a
dominant view in Western academic writing on firm strategy, build-
ing on the work of the political theorist Lindbloom (1959), James Brian
Quinn (1980) has termed this approach as “logical incrementalism.”
Ren admitted, “I am half-literate about technologies, corporate man-
agement, and financial affairs. I am trying to pick up and learn about
these things along the way. So I must gather a number of people
and let them play their own parts so that the company may move
forward. Personally, I must remain modest, and depend on the collect-
ive power” (Tian and Wu, 2015, p. 114).

We will return later to the question of when and to what extent
Ren used collective decision making during the first twenty years of
Huawei’s existence. Tian and Wu (2015, p. 71) report that ever since
Ren cofounded Huawei in 1987, he has been reading widely on history,
economy, politics, society, humanity, literature, and the arts to find
good ideas for how to improve the way Huawei is managed. He also
has been talking to many different leaders both in China and in the

West to refine his thinking about best management practices for the
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different stages of the firm’s development (Tian and Wu, 2015, p. 122).
Conversations in 1997 with CEOs of leading of US tech firms such as
IBM, Lucent (Bell Labs), and HP, for example, solidified his conviction
that Huawei needed a radical transformation of its operating proced-
ures to continue its growth and catch up in efficiency with global
leaders. To bring some precision to the discussion of how Huawei’s
management philosophy developed, it is useful to trace the key man-
agement ideas Ren articulated for Huawei over time, where he likely
got the ideas from, and when — during the thirty years of Huawei’s
existence —these ideas became central in the way the firm was
managed.

Since 1997 —ten years after the start of the firm - the two central
management principles that the leadership of Huawei has believed
to be key for being successful in the telecommunications industry
are customer centricity and dedication of all employees to the corpor-
ate goals of Huawei (De Cremer and Tian, 2015). Ren leaves out
no opportunity to communicate that customer centricity is the most
important principle. In a recent interview with the Forbes China
correspondent L. Yang (2015), Ren explained:

Our culture is very simple: staying customer-centric and inspiring
dedication. In this world, our customers treat us best, so we need
to devote ourselves to serving them. As we want to earn money
from our customers, we must treat our customers well, and make
them willing to give us their money. In this way, we establish
good relationships with them. How can we serve our customers

well? By working hard despite all the hardships we might encounter.

It is useful here to recall that corporate management always involves
a complex tradeoff between different goals and stakeholder groups
who to some extent have incompatible objectives. This is what makes
top management always challenging and also explains why computers
have not yet replaced CEOs. Consider one simple tradeoff: If you want
to give employees a 30 percent increase in salary to increase their job

satisfaction, you typically will not achieve the same profits that you
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would have made before the pay raise. Even if employees are more
motivated, they are very unlikely to be 30 percent more efficient. This
means that every company explicitly or implicitly has to trade off the
different stakeholders —be they employees, shareholders, customers,
government, or society at large.

However, to provide direction to employees regarding what
goals they should focus on and prioritize when in doubt how to
resolve conflicting goals, companies frequently elevate one stake-
holder group to be the most important one. Under the leadership of
Herb Kelleher (1981-2001), for example, Southwest Airlines told all
managers that their top priority was to provide value to employees
in the form of a superior and more fun work environment allowing
the firm to attract a high-quality work force even though it only
paid industry average wages (Hallowell, 1996). Kelleher and his team
believed that happy employees treat customers well, and happy cus-
tomers in turn come back very often, filling the planes of the airline,
which in turn allows the company to make very good returns for its
shareholders (Gittell, 2003).

By contrast, inspired by economists such as Milton Friedman
(1970) who argued that firms should be focused on increasing profits
for shareholders, many American CEOs between the 1980s and the
financial crisis in 2008 elevated the goal of increasing shareholder
value to be the most important goal of their corporations. The logic
in this approach goes like this: To make consistent profits, companies
need to offer products and services that provide value to customers.
If not, customers will abandon the firm and no profits will be made.
Similarly, companies need to pay a fair wage to employees if they
want to keep good human resources that allow them to provide
products and services that are valued by customers. But without
having profits for shareholders as the most important goal —so the
argument goes — firms waste valuable resources and society is worse
off. Having business organizations focus on shareholder value is seen
as optimal for society. Fairly or not, Jack Welsh, who was the CEO of
GE from 1981 to 2001 and under whose leadership the value of GE
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increased by 4,000 percent, was held up as the best example of this
focus on shareholder value. In the case of Huawei, the focus is once
again different: All employees since 1997 have been systematically
told to prioritize customers over all other stakeholders.

Peter Drucker (1974) is the management writer who popularized
the idea that companies should center their efforts on satisfying cus-
tomers. The logic of this view runs like this: Customers are the ones
who are paying all bills. Without them, no benefits can be distributed
among employees, shareholders, and the tax office. So the primary task
of any company that wants to flourish should be to focus on continu-
ously providing value to customers. If managers figure this out, every-
thing else seen as relatively straightforward.

The first time a focus on customer centricity is mentioned in
any of Huawei’s printed communications is in the context of drafting
a constitution for the firm —the so-called Huawei Basic Law. The
drafting process started in 1996 and was completed in 1998. (We have
translated the Huawei Basic Law document from Chinese and provide
the full text of it in Appendix D). The goal of the constitution was to
apply the same principles of management to all different parts of the
growing firm. There is no evidence that Ren got the idea of focusing
the firm on customer centricity directly from Peter Drucker.
According to C. Li (2006), Ren learned the concept from Louis Gerst-
ner, whom Ren visited in 1997 and who received worldwide fame in
management circles when he saved IBM from collapsing by undertak-
ing one of the most dramatic corporate transformations in the 1990s.
Gerstner later described his change management approach in the
book Who Says Elephants Can’t Dance!: How I Turned Around IBM
(Gerstner, 2003). Given that Huawei was started as a trading company
and not a manufacturing firm, it is possible that from inception
Huawei’s founders had a strong sense that to sell in a competitive
market, it is necessary to have products that appeal to customers.
There is some evidence that Huawei initially made up for its inferior
products with excellent customer service (Tian and Wu, 2015, p. 3).

But it is quite clear that only when Huawei expanded rapidly between
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1994 and 1998 did it ensure that all employees would embrace cus-
tomers as an explicit management goal.

As is clear from the earlier Ren quote, the second most import-
ant value that Huawei has been trying to instill in all employees is
dedication to their job at Huawei. Start-ups typically have to work
hard just to stay alive. This was certainly the case at Huawei. Huawei
outcompeted many Western firms by encouraging particularly the
people in the customer service area to go the extra mile. Ren acknow-
ledges that he has no hobbies other than reading and contemplating
(Tian and Wu, 2015, p. xxxv). He is clearly the living example of full
dedication to Huawei. Tian and Wu report that “from the age of 44 to
68, Ren Zhengfei has kept his mobile phone on 24/7 and has spent one
third of his time on business trips” (Tian and Wu, 2015, p. xxxv). But
as a firm grows and becomes more bureaucratic and successful, main-
taining dedication to hard work among all employees typically
becomes a challenge. Starting in 1997, as we are describing in detail
in Chapter 6, Huawei implemented with the help of the Hay group
and other consultants HR routines that would reward and promote
those individuals who worked the hardest. Similar to GE, where until
2016 the worst 10 percent of all employees would be removed, Hua-
wei started to systematically manage out people. Huawei developed a
reputation that it would require employees to work such long hours
that they would routinely spend the night sleeping under their desks.
In the early days, Huawei handed out blankets and sleeping pads to
take naps but employees would often also use them to sleep overnight
(Tian and Wu, 2015, p. xxxv). When in 2008 a few Huawei employees
committed suicide, Huawei found itself in the middle of a public
media storm for its alleged “mattress culture” that required employ-
ees to work so hard they may crack under the pressure (Tian and Wu,
2015, p. 34). Huawei tried to explain to the public that a company like
it that wants to be able compete with the best multinational com-
panies in the world needs employees who work as hard as the best
athletes in the country (L. Yang, 2015). Huawei continues to be able to

recruit top talent because the hard work that employees put in is
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rewarded through higher salaries, benefits, bonuses, and employee
stocks. Anyone who has worked for Huawei for at least eight years
and is forty-five years old can retire and keep their stocks in the
employee-owned firm. However, anyone who leaves the company or
wants to work for another company after retirement must give up
their shares (Tian and Wu, 2015, p. 229). Apparently, employees who
no longer show “dedication” need to give up their shares as well. It is
important to point out here that this approach of requiring employees
to work much harder than at the average firm by definition cannot be
imitated by every firm in the economy. Firms need to think carefully
if they can offer employees sufficient rewards. Huawei can demand
hard work because it has now become the leader of the industry and is
attractive to new recruits. Those people who want a more balanced
lifestyle simply leave.

One other special feature of Huawei is that, notwithstanding its
size, it is not listed on the stock exchange but is a fully employee-
owned company. While many listed companies in the United
States give some stock to their employees, leaving aside professional
law and accounting firms, there were only 2000 fully or in the major-
ity employee-owned companies in the United States in 1990 (Hyde,
1991) out of roughly 5 million enterprises (U.S. Census Bureau, 1992).
And none of them are as large as Huawei. In general, large employee-
owned firms are a very rare species in Western economies and rarely
seem to work well even though one can easily develop a rationale for
why employees who own the company would be more motivated to
work hard because all gains would go to them as owners. Observing
that fully employee-owned companies rarely work, Western scholars
have constructed elaborate arguments why they would not work. The
simplest one is that employees would prefer to give themselves higher
wages rather than invest back into the company, making the company
not competitive over time (Ginglinger, Megginson, and Waxin, 2011).
Another one is that when employees have a large stake in the com-
pany, decision making becomes too complex, as managers constantly

have to trade off between different groups of stakeholders (Fama and
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Jensen, 1983; Jensen and Meckling, 1976). In the case of Huawei, full
employee ownership has worked very well, and as we argue in the
chapters that follow, there are good reasons to believe that Huawei’s
transformation capabilities have been helped rather than hurt by the
collective ownership of the firm. As we describe in Chapter 6 on the
transformation of its financial accounting system, Huawei has been
able to raise a large amount of capital from its employees to fund
growth. Yet is also clear that Ren did not fully foresee the benefits of

this arrangement:

I designed the employee shareholding scheme soon after I founded
Huawei. I had intended to knit all my colleagues together by a
certain means of benefit sharing. At that time, I had no idea about
stock options. I did not know that this had been a popular form of
incentive for employees in the West, and there are a lot of
variations. The frustrations in my life made me feel that I had to
share both responsibilities and benefits with my colleagues.

I discussed this with my father who had learned economics in the
1930s. He was very supportive. But no one had expected that this
shareholding scheme, which came into being by chance more than
by design, would have played such a big role in making the

company a success.
(as quoted in Tian and Wu, 2015, pp. 44-45)

Over the years, Ren reduced his own stock ownership to 1.4 percent
(Huawei, 2015, p. 112; 2017, p. 99) but he continues to hold veto
power of major corporate decisions. The rest of stock is owned by
employees through a company called the Union of Huawei Invest-
ment and Holding Co. A few years ago, 81,144 of 180,000 employees
held some stock in the “Union” (Huawei, 2017, p. 99). Stock is
granted to employees based on their level of performance rather than
on the egalitarian notion that every employee should receive some or
even the same amount of stock. Unlike many of other practices that
were imported from the West with the help of consulting companies,

the way the employee ownership plan is set up and managed is clearly
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a homegrown development. Precisely how and why in the case of
Huawei full employee ownership has worked while it has not worked
well for large companies in Western countries is a fascinating topic
that deserves to be investigated in more detail in a separate study.
We can only offer some speculations: Perhaps the more collectivist
Chinese context plays a role? Perhaps the strong meritocracy where
higher performing individuals receive a lot more shares is key?
Perhaps the fact the founder Ren Zhengfei is still around plays a key
role because his special status prevents infighting among the different
employee owner groups? Remember that Deng Xiaoping continued to
be the most powerful Chinese leader even after he gave up his formal
role. This would be unthinkable in a Western country. What is clear,
however, is under the leadership of the founder who has reduced his
ownership over the years and a team of longtime Huawei leaders and
co-owners, Huawei has been able to make dramatic changes to the
way it operates.

Another key part of Huawei’s culture is its long-term orienta-
tion. The goal of Ren has been to build an organization that would last
for a very long time. One of the reasons why Ren has rejected going
public has been because markets would not allow the firm to be
managed for the long term (L. Yang, 2015). Organizational changes
are easier if a firm can wait five to ten years before the full benefits of
the change are achieved. A few years ago, Michael Dell decided to take
Dell computer private again because he came to the conclusion that
the stock market would not allow him to make losses in the short
term to finance the investments required to transform the company
from mainly a PC maker into a cloud computing and service enterprise
(Sherr, Benoit, and Thurm, 2013). Many of the transformation initia-
tives at Huawei that we analyze in this book took more than five years
before most benefits were realized. A good example is the integrated
product development (IPD) initiative, whose goal was to make new
product development much more efficient and faster. This initiative
ushered in a large cultural change and gave Huawei the confidence to
carry out the subsequent major transformation. As Chapter 3 describes
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in detail, Huawei, after recruiting IBM to help with the initiative in
1999, spent the next three years in the preparatory stages to roll out
the approach across the company. The first integrated portfolio man-
agement team (IPMT) was established in 2003 and subsequently the
new routines for product development were spread throughout the
company. Consistent with the philosophy and practices advocated by
the total quality management movement in the United States in the
1990s (S. G. Winter, 1994), Huawei has continued to refine and opti-
mize the system of routines behind the integrated products develop-
ment approach. Fifteen years after the start of the initiative, one of the
measures to track improvement in product development still did not
score at the target level set by the company, triggering another round
of changes. When it comes to innovation, many companies in China —
because of the environmental uncertainties — invest in projects whose
benefits can be realized in the short term (Breznitz and Murphree,
2011; Chi-Yue Chiu, Liou, and Kwan, 2016).Testifying to its long-
term orientation, Huawei has invested since 2012 in basic research
initiatives whose benefits will take many years to come to fruition, as
we know from the basic research efforts at Western companies such as
Google and Microsoft, which all have units dedicated to basic R&D.
The changes to the way Huawei has organized its R&D efforts are
described in detail in Chapter 7.

Openness to ideas and learning from around the world is
another central feature of the corporate culture that Ren and his
leadership team have been trying to instill in the company. We men-
tioned earlier that Ren was picking up ideas from his wide-ranging
reading and conversations with other leaders. Before Huawei entered
international markets after 2000, a development we describe in detail
in Chapter 9 on internationalization, the firm imported best practices
from Western firms. Huawei today can be aptly described as mixture
of practices coming from the East and the West. Ren may have
picked up lessons from Mao Zedong about first conquering the coun-
tryside before the cities and ideas about incrementalism from Deng

Xiaoping. But present-day Huawei, unlike many other Chinese firms,
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is unimaginable without Western management know-how regarding
how to create best in class organizational routines and structures.
Deng Xiaoping initiated a program to send students to the United
States to learn advanced technology so that China could catch up
with the West (Vogel, 2013). When Ren and his leadership team
visited top American firms including IBM, HP, and Bell Labs (Lucent),
he realized how far Huawei was behind in best practices. Locking
themselves up for the three days in a hotel room in Silicon Valley
on Christmas Eve, they produced a 100-page document outlining
the key learnings (Tian and Wu, 2015, p. 53). Inspired by the trans-
formation of IBM between 1991 and 1996 under Louis Gerstner, he
then hired IBM consulting to help Huawei transform major aspects
of its operation starting with the aforementioned integrated product
development (IPD) initiative launched in 1999, the integrated supply
chain initiative in 1999, and the integrated financial services initia-
tive launched in 2007. IBM also provided materials for courses at
Huawei University to train employees. Huawei in subsequent years
also hired other Western consulting firms — the Hay Group, Price-
WaterhouseCoopers, Mercer, Accenture, Fraunhofer — to help it
develop best in class routines for its own customer-driven processes,
human resources management, financial management, marketing
management, and quality assurance (Tian and Wu, 2015, pp. 118,
160). After World War II, many European firms hired American con-
sulting firms to learn how to adopt American management ideas such
as the multidivisional form (Kipping and Westerhuis, 2012; McKenna,
2012). But the extent to which Huawei used Western management
consultants to upgrade its routines and structures stands out.
Another feature of Huawei’s openness that makes it special
among Chinese firms is its alliances with Western firms. Starting in
1997, Huawei also created product and technology partnerships with
many Western firms including Texas Instruments, Microsoft, 3Com,
Qualcomm, Siemens, HP, Symantec, and more (Y. Zhang, 2009). We
should point out that the industry Huawei is competing in, telecom-

munications, requires a large degree of cooperation in the setting of
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standards that enable all phone users around the world to call anyone
else. Without agreed-upon international standards, this would not be
possible. This clearly mattered for the intellectual property rights
strategy that Huawei developed over the years, which we describe in
more detail in Chapter 9.

Before Ren founded Huawei, he studied civil engineering. Then
from 1974 to 1983, he worked in that capacity in the military’s corps
of engineers until the corps was disbanded in 1983 (Huawei, 2016a).
Tian and Wu (2015, p. 78) come to the conclusion that “Ren had
transplanted military tenets into the corporate culture of Huawei,
including discipline, order, obedience, aggressiveness, unwavering
courage, uniform will, and team spirit.” It is equally plausible that
as avid reader and student of history, he learned the ideas about
courage, obedience, discipline, and mass mobilization from Mao and
the Chinese Communist Party (CCP), which he joined in 1978 (Pullar-
Strecker, 2013). In fact, Tian and Wu (2015, p. 62) report that, “Thirty
years ago, [Ren] won the title of Model Learner of Chairman Mao’s
Works, and the writings have certainly inspired him ever since.”* And
they also report that Ren acknowledges having learned a lot from the
CCP (p. 139). But let us not forget that, without ever having been a
member of the military, many business executives use military lan-
guage (creating a sales force, rallying the troops, fighting a battle,
killing the competition, etc.), and that the entire field of strategy has
its origins in writings about military strategy. Hence the evidence that
Ren was deeply influenced by military culture is rather thin. There is
no question that in early years Ren and the other leaders encouraged

everyone at Huawei to be aggressive in trying to win customers and

2 Tian and Wu (2015, p. 62) continue to note that, “Some critics are saying that
Huawei’s management philosophy has clear Maoist features. This is true, but it is
totally wrong that Ren Zhengfei is running the company with the thoughts of Mao
Zedong.” We agree with this assessment. Ren has been influenced by many
people, as noted earlier. If anything he is more influenced by Deng Xiaoping, as we
alluded to earlier, who emphasized openness and reform in China. But, as we discuss
later, he has been imitating Mao’s ideas about how to mobilize people and rally them
behind an important goal.
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that Huawei often uses military language. Even much later, Ren said,
“We don’t expect the manager we select through the competency
review process to be a perfect person. A perfect person is a saint, or a
Buddha, or a priest. We would rather pick strong fighters who can
form an army” (Tian and Wu, 2015, p. 101). Early Huawei had to be
aggressive if it wanted to survive the competitive landscape of China
of the late 1980s and early 1990s. Unlike in the case of Chinese
telephone network operators, where the Chinese government created
a tight oligopoly for state-owned companies (e.g., China Telecom) and
prevented entry of private or foreign companies, the government had
the opposite policy in the telecommunications equipment market
until 1996 (C. Li, 2006). There it encouraged foreign firms to create
joint ventures in China and virtually all big Western equipment firms
came to China and competed fiercely. Furthermore, as mentioned
before, the industry also saw hundreds of local Chinese start-up firms,
which made the industry even more competitive.

But the history of the company reveals the competitive pres-
sures in the early years of Huawei did not lead to the creation of a
tightly centralized chain of command where every member of the
organization would follow routines approved by the hierarchy. If any-
thing, the organization resembled — to use military language —a loose
organization of guerrilla fighters who improvised as they encountered
different obstacles. As a result, different managers implemented quite
different practices in whatever part of the organization they were
responsible for. Perhaps the most revealing statement by Ren about
the early period of Huawei from 1987 to 1997 is this:

In Huawei’s early years, I had left our “guerrilla commanders”
alone in managing business operations. As a matter of fact, I didn’t
really have the ability to lead them. During the first decade, we
rarely had any operational meetings. I flew to different parts of the
country to hear their reports, tried to understand their situations,
and give them the “go ahead.” I listened to the brainstorming of the
R&D staff. R&D was a mess at the time. We hardly had a clear
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direction, hopping around like a ball in the pinball machine. As
soon as we heard customers who demanded improvement, we
would exert great energy to meet the demand. Financial
management was an even bigger challenge because I had not the
least idea of finance. In the end, I had not got the relationship with
finance staff right, and, to my regret, promotions for them had been
rare. Maybe because I was not capable, I had set the hands of most
people in the company free, who have therefore brought so much
success to Huawei. I was then called a “hands-off boss.” I had
wanted to be “hands on,” but I didn’t know how. Around 1997,
different groups had emerged with their own leaders and agendas;
hence alternative ideas and thoughts existed. No one could tell the

direction of the company.
(Tian and Wu, 2015, p. 112, we changed the wording in the second
last sentence in the quote to capture better the meaning of the

Chinese original)

In 1997, Huawei organizationally was a mess. But Ren did not turn to
consultants from the CCP or the Chinese military to bring better
organizational practices and routines to Huawei. Instead, as men-
tioned earlier, he and other top managers visited US firms to gain ideas
on how to fix the ever-increasing organizational problems. And he
turned to American consulting firms, chief among them IBM, which
before long had seventy consultants working at Huawei (Tian and Wu,
2015, p. 164). What sets Huawei apart from most other Chinese com-
panies is that the company married its Chinese origin with the most
advanced Western routines and practices.

A year before Ren and senior leaders went to America, Huawei
also started an effort to counter the increasingly diverse practices that
the various managers had created. Through a collective process,
Huawei began to formulate a “constitution” for the firm that would
be binding for everyone working there. A professor from Renmin
University at the time was helping the marketing department, and
some of his Renmin colleagues were recruited to help draft this

constitution that often is referred to the Basic Law or charter of
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Huawei (Huang, 2002).> The process of creating the Basic Law took
three years from 1996 to 1998. John Kotter (1996), the Western expert
on change management, would have been impressed with the way
Huawei’s top management created a sense of urgency for the process
and created a guiding coalition and vision for the change that was then
systematically implemented over many years. We will describe the
contents of the Huawei Basic Law in the next section because it is a
crucial piece of evidence for the central argument of our book that
Huawei has a special ability to create routines and break routines
when they no longer serve the strategic goals of the company.

One way in which Ren got the organization to accept change
was to start emphasizing the need for organizational “criticism”
and “self-criticism.” Here, Ren took a chapter straight out of the
playbook of Mao campaigns to unify the party members behind his
plans (Dittmer, 1973). Tian and Wu (2015) explain:

In 1997, ... Ren Zhengfei started to advocate self-criticism more
often, and its meetings of criticism and self-criticism, the so-called
“democratic meetings” which had lasted 10 years, were
institutionalized and extended to every level and part of the
organization. This is a typical CPC practice for organizational
development and has helped Huawei in developing its own

managers and teams.

Without question, the extensive organizational transformation of
Huawei during the period from 1997 to 2005 led to a massive central-
ization of power. Ren achieved a similarly powerful position to
the one that Bill Gates possessed at Microsoft in the 1990s. The
hands of Ren were clearly on the wheel as he brought in foreign

consultants and insisted that Huawei follow the advice of the

3 The Renmin academics who, according to Huang (2002) helped draft the Huawei
Basic Law, were Wu Chunbo, Sun Jianmin, Huang Weiwei, Peng Jianfeng, Bao Zheng,
and Yang Du.
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consultants and copy exactly Western practices unless the consult-
ants themselves approved modifications for the Chinese context. Ren
explained:

In this process, we don’t want any skeptical people or those who
believe they are wiser than the IBM advisors. We must guarantee
that there’s proper understanding and consensus, and there

must be active involvement. We must eliminate those who
think they are smarter than IBM and smarter than anyone else

in the world.
(as quoted in Tian and Wu, 2015, p. 185)

As part of the change campaigns, 100 mid-level and senior managers
left the company or were demoted, or removed when they became a
roadblock in the direction Huawei wanted to move. Yet in the process
of becoming the indispensable leader, Ren became clearly overbur-
dened. Having his mobile phone on 24/7, ready to troubleshoot issues
that might flare up in a globally expanding firm, he came to suffer
from severe physical and mental health issues. Tian and Wu (1995,
p. 154) report that Ren between 1999 and 2006 developed “hyperten-
sion, diabetes, two cancer operations, and depression.”

A true sharing of power at Huawei started only around 2004 with
the creation of an executive management team. Chapter 2, which
covers transformation of the top management team, provides many
details on how Huawei created new routines and practices to become
less dependent on the founder. Perhaps the most the interesting one
is the system of rotating acting CEOs that was instituted in 2011. Ren
comments:

In recent years, we have instituted democracy first among senior
management, and then the whole organization has become
democratic. Decisions are now made collectively. The process is
slower, but we have made fewer mistakes. Any idea must be
marinated and communicated gradually throughout the company,

and we do not expect any change overnight. It will produce great

https://doi.org/10.1017/9781108550987.002 Published online by Cambridge University Press

25


https://doi.org/10.1017/9781108550987.002

26 JOHANN PETER MURMANN

power if it is implemented after being accepted by all in the
company.
(as quoted in Tian and Wu, 2015, p. 211)

By 2005, more than 50 percent of Huawei’s sales came from inter-
national markets. Huawei’s corporate routines and practices at this
point needed to be able to accommodate employees in many foreign
companies around the world. At that time, Ren started to stress the
value of tolerance. For over ten years now, Huawei has added toler-
ance for people who have other ideas as another key pillar of its
corporate culture. Here is one of the many statements Ren has made

to communicate the important of tolerance:

People are born different. To be tolerant means to accept differences.
A manager must show enough tolerance to draw together people
with different characters, skills, and preferences in order to create
synergy, and therefore, fulfill the mission of the organization. ... To
be tolerant is a sign of strength; not weakness. Tolerance, as part of a
plan, means the ability to take a step back in order to reach a certain
goal but still hold on to the initiative. Of course, it is not tolerance if

one has no other choice and is forced to do so.
(as quoted in Tian and Wu, 2015, p. 109)

Since Huawei is now operating in 170 countries, being inclusive of
different national cultures is important to motivate employees who
are not Chinese. But Ren also connects tolerance of other people as a
key ingredient for stimulating innovativeness, as Huawei has tried to

become a leader in innovation in recent years:

China still has no soil for another Steve Jobs. We are not tolerant
enough, and we do not protect intellectual properties well enough.
Millions of Chinese mourned the death of Steve Jobs, but we
wonder why we cannot tolerate Chinese business people?
Innovations are only possible on the ground of tolerance. So are

great business people.
(as quoted in Tian and Wu, 2015, p. 110)
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For a Western audience, it may appear strange that tolerance is ele-
vated to an important corporate value since Western societies have
worked on institutionalizing tolerance for hundreds of years. The
quote makes clear that Ren believes that in the Chinese cultural
context, a company needs to stress tolerance to get managers to pay
attention to all good ideas no matter where they come from.

One important way in which Huawei has tried in recent years to
encourage tolerance of other people’s views is by institutionalizing
oppositional voices. Under the strategy development committee,
Huawei has set up a “Blue Army” department. The “Red Army”*
are the managers who officially are in charge of the company.
The Blue Army role is to review the strategy plans of the Red Army
from a different perspective. Furthermore, the department is supposed
to organize debates and simulations that seek disruptive technology
alternatives (Tian and Wu, 2015, p. 213). More recently, the Blue
Army department has been asked to help push the practice beyond
the corporate level strategy process to the business units by helping
the business units set up their own Blue Army teams.

We offered this review of Huawei’s management philosophy and
culture to set the context for our book. Furthermore, instead of
depicting the firm as always having the same values, we wanted to
show that some values changed over time as the firm faced different
strategic problems. Perhaps the most dramatic change concerned
decision making at the firm. After a pronounced period of centraliza-
tion and concentration of power in the hands of Ren during the period
from 1997 to 2003, Huawei has decentralized power and set up a
process where strategic questions are debated rather than decided by
the CEO.

4 The choice of “Red Army” is not meant to designate the army of the communist
state. Both the Chinese and US militaries use the red army and blue army
labels to designate opposing armies in war simulation games. For China see
www.popsci.com/great-stride-forward-chinas-best-troop-take-realistic-training. For
the United States see www.rense.com/general29/soubts.htm. There are also several
computer games that use the label. See www.roblox.com/games/127905671/War-
Game-Red-Army-vs-Blue-Army-Battle. All links accessed on September 1, 2016.
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I.4 CREATING ROUTINES AND BREAKING
ROUTINES

“We don’t rely on individuals to lead the company. We use the
certainty of rules to deal with the uncertainty of results.”

—Ren Zhengfei, 2015, as quoted in Yang (2015).

The central argument we are making in this book is that Huawei has
developed a transformation capability through dynamically creating
routines and through breaking routines when they no longer work
well as the company grows to a different scale and faces a different
strategic context.

The term “routine” is used in an expansive way in this book.
We do recognize that “organizational routines” are highly diverse in
their origins and functions, and in an organization the size of Huawei
this potential variety is likely going to be well represented. It is a
serious mistake to try to squeeze the variety into a single, small
conceptual box. However, the important task of pointing out key
distinctions among cases is best left to the discussion of the cases
themselves. What deserves emphasis here is the unifying theme that
justifies the use of a single term across a wide range of phenomena,
and that theme can be summarized as follows: At any given time, a
very large proportion of an organization’s knowledge of how to do
concrete things is stored in its routines. The information thus stored
is the fruit of experience, and is analogous to habit or skill at the
individual level. Situations where the organization lacks an applicable
routine for a task it confronts are marked by groups of people standing
around talking, discussing around a conference table or otherwise
communicating about how to address the task. They have to do that
because there is no obvious answer available. The advantage of
developing a routine then can be called upon every single time the
same how question arises to the extent that it makes those inter-
actions unnecessary. Developing such a routine that solves the prob-
lem at hand requires effort, and initial solutions may not be that good

and require modifications until it works sufficiently well.
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But as time goes by, it becomes increasingly likely that, for one
reason or another, the existing answer falls short of alternatives that
could be discovered. In that case, the routine should change; those
conversations that have been efficiently avoided for a long time
will have to take place. That is the process of change, the process of
breaking routines and creating new ones. It is a very different thing
from the exercise of established routines. Of course, there can be
habits, skills, rules, and attitudes that shape the change process itself,
and this, too, is an important part of the Huawei story. One very
simple example from our research serves to illustrate this theme.
When a new employee comes aboard in an organization, it is neces-
sary to adjust the record-keeping to reflect that the individual is now
an employee. A part of that process is providing an ID number for the
employee. There are many ways to do that; there are relevant criteria,
and it is clear that it would not be reasonable to have a thorough
discussion of all the possibilities every time there is a new employee
to deal with. A routine is needed, but what should it be? Huawei’s
early practice was to assign numbers based on the time of hiring. This
seems sensible, but it has an important consequence, quite possibly
unintended: An individual’s seniority in the company can be inferred
from his or her employee number. The pros and cons of making the
seniority information so readily available are something that can be
discussed. In the Huawei discussion, the “cons” won on the basis of
the argument that the established routine for employee numbers
gave an unintended boost to the company’s hierarchical culture — so
the company switched to a routine based on random assignment of
employee numbers.

The most elaborate example of creating routines to standardize
practices across the different managers of the firm is the formulation
of a firm constitution, the Huawei Basic Law, from 1996 to 1998.
Huawei attempted something similar to what Ernst Abbe did in
1896 when he wrote the foundation statutes for the Zeiss Company,
which continues to be a leading optics company that produces scien-

tific microscopes and nowadays camera lenses for smart phones. Abbe
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wanted to lay down clear rules for how the company was supposed to
be managed in the future and also provide the reasoning and inten-
tions behind the rules (see Buenstorf and Murmann (2005) for details
on the Zeiss document). The difference was that Abbe wanted to lay
down rules for the period after he was dead, and he codified mainly
existing practices. Abbe wrote the document himself, as he owned
100 percent of the shares of Zeiss that he transferred into a founda-
tion. In the case of Huawei, the purpose of the three-year collective
process was to bring agreement about how the firm was going to
reduce the diversity of practices and develop a common approach.
Several drafts were published for comments from members of the
organization, and as previously mentioned a team of six Renmin
University academics helped to draft the document (S. Yang, 2016).°
Ideas that the Huawei leadership team acquired during their 1997 US
trip may have shaped the wording of the final document a bit.

For those who will find it beneficial to examine the details of
Huawei’s Basic Laws, we have translated the 9000-word, 103-article
document and offer it for the first time in English in Appendix D. Here
we want to give a brief overview of key ideas in the document and
provide a sense of how the Huawei Basic Law was a tool to help bring
standardized routines and practices across the rapidly growing firm.

Part I (Articles 1 through 20) sets out the vision of becoming a
world-class equipment supplier, describes values for Huawei —many
of which we already described earlier — and it identifies some key
intermediate goals, for example, to develop independent intellectual
property. Throughout the articles that follow, the document not only
sets out routines to be followed, but frequently aspirations for the
various functions of Huawei are articulated and the rationale for them
is also sketched. Every top- and middle-level manager was supposed to
read and master the Basic Law so they would have a shared under-

standing of where Huawei wanted to go and what methods of getting

5 In chapter 6 of his book The Huawei Way, Yang (2016) provides many details of how
Ren recruited the Renmin professors and how he interacted with them.
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there would be condoned and what methods would clearly be in
violation of the Basic Law.

Part II (Articles 21-25) sets forth basic operating principles.
Article 25, for example, articulates that “customer satisfaction”
should be the yardstick to value all work. Notice that the idea of
customer centricity only appears in Article 25 and not Article 1,
highlighting that this principle was elevated later to be the most
important principle of Huawei. Article 26 articulates a key resource
allocation rule and differentiates Huawei from many other local firms
in the telecommunication industry. It guarantees that at least 10 per-
cent of sales are allocated to R&D. Huawei has implemented this rule
consistently. In 2018, 14.1 percent of sales were allocated to R&D.
Article 27 sets forth the organizational structure for R&D, which we
will describe in detail in Chapter 8. Article 37 sets forth a clear rule
that the company will not engage in unrelated diversification, a
principle that the firm has followed since 1998.

Part III (Articles 39-54) articulates key features of the organiza-
tion structure and it sets up aspirations for the level of competence to
be achieved in the different functions of the firm. What comes out
very strongly in these articles is the attempt to centralize control and
not to allow individuals to run their own fiefdoms.

Part IV (Articles 55-73) articulates human resources aspirations
and policies. After announcing that development of superior human
resources is key for the success of the firm, the articles in this section
focus on how to create a fair and transparent human resources system.
We describe in Chapter 6 in detail how Huawei went about achieving
this. Here we simply want to highlight one important routine in
Article 72. It stipulates a job rotation policy for senior executives to
give them broader experience.

Part V (Articles 74-99) sets forth principles for the management
control system of the company. The key idea behind the rules is to
strengthen the control of the center of the entire organization. The
25 articles touch on the areas where the firm needs to make real

improvements and articulates principles that should be followed to
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make it happen. One way to interpret this section is that it articulates
a collective agreement for the various transformation initiatives that
were started in 1998 including the IPD, integrated supply change
management and HR system initiatives that we analyze in this book.
Article 78 sets the goal of engaging in total quality management and
stipulates that the routines that Huawei will establish for this purpose
will comply with ISO-9001 requirements. Article 79, among other
things, sets a specific goal, namely that a product on average will
run 2,000 days without fault.

Part VI (Articles 100-103) outlines that Huawei needs to balance
using routines with introducing new routines. It also makes stipula-
tions for who should succeed current managers, how they should be
trained, and finally when and how the Basic Law is to be revised.
Article 100 articulates the need to proceed incrementally with
changes, emphasizing, “We must develop and inherit.” The final
article (103) stipulates that the Basic Law is supposed to be revised
every ten years. Here again the document is different from the Zeiss
foundation statutes, which only allowed changes under exceptional
circumstances (Buenstorf and Murmann, 2005). Huawei’s Basic Law
sees itself as a short- and medium-term articulation of the organiza-
tional vision and key routines. The Huawei document is explicit that
to achieve the vision of becoming a leading telecommunications
company, the company needs to change its routines whenever this
is deemed necessary.

In fact, what makes the Huawei philosophy different from Zeiss
foundation statutes is that it much more explicitly sees the need to
constantly break routines in parts of the organization to remain able
to adapt to new circumstances. Reflecting on the history of Huawei,
Ren notes:

We have been alternating from stability to instability, from

equilibrium to non-equilibrium, from certainty to uncertainty.

We are doing this over and over again to maintain the

company'’s vitality.

(as quoted in Tian and Wu, 2015, p. 134)
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As far as we can tell, Huawei never published an updated Basic Law
document. Instead it created separate manuals for the different func-
tions of Huawei where some parts of Basic Law reappear but some old
routines are clearly broken and replaced by new principles and
routines.

The chapters in this book provide many striking examples of
such de-routinization of existing practices (Edmondson, Bohmer, and
Pisano, 2001). At the level of the top management, Huawei central-
ized more power around its founder and CEO in the period from
1999 to 2003. As is described in Chapter 2, this pattern was broken
in 2003. With the help of the consulting firm Mercer, Huawei
developed new routines for how the highest level of the firm operated.
It allocated more decision-making power to an eight-member execu-
tive management team, which had the responsibility for strategic
decision making and worked together with the CEO to lead the firm.
The chair of the member committee rotated every six months and
the chair functioned at the same time as the chief operating officer
(COQ). This arrangement lasted from 2004 until 2010. In 2011 it was
replaced by a different decision-making structure. Huawei created a
thirteen-member board of directors and the CEO and the founder
became one of four deputy chairmen of the board of Huawei. To transfer
even more power from the founder, a rotating acting CEO arrangement
was created. Three senior executives started to take turns being the
acting CEQ, rotating in and out of the acting CEO position every six
months. The three rotating acting CEOs and four executive directors
(one of them was Ren) from then on formed the executive committee,
which replaced the executive management team at the corporate level.

Every start-up that manages to survive the early years learns
quickly that to scale operations, learning routine ways of dealing
with particular tasks is typically the only effective way of proceeding
(Rao and Sutton, 2014; Szulanski and Jensen, 2008; S. Winter and
Szulanski, 2001). Often the initial routines come about through
experimentation or they are imported from other firms where some

of the founders had experienced certain routines. Huawei developed
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routines in the first eight years that focused on coordinating work
more within the business functions, procurement, R&D, sales, pro-
duction, etc., than across the business functions. As the firm grew
from 1,200 people and CNY 885.21 million (106 million USD) sales in
1995 to 8,000 people and CNY 5,960.95 million (720 million USD)
million in sales in 1998, the existing routines were no longer effective,
as product development times increased, development costs soared
because many products failed, and customers frequently did not
receive products on time.

As mentioned earlier, the top management then embarked on a
process to import from the West best practice routines for product
development and supply chain management. In both cases, the new
routines that were introduced into these two functions broke with
existing routines that coordinated mainly within the specific func-
tion. The newly created routines coordinated much more extensively
across functions. In the case of the integrated product development
(IPD) initiative, the CEO insisted that Huawei employees copy
exactly the routine templates that IBM consultants provided to
Huawei. Unlike the “copy exact” strategy of Intel where the firm
insisted that a second factory making a particular generation of chips
copy exactly the design of the first factory (Winter, 2010), IBM con-
sultants made a few changes to the IPD templates copied from IBM’s
practices to accommodate the context of Huawei in China. But Hua-
wei’s leadership insisted employees had to copy exactly what the IBM
consultant told them. To overcome resistance to the change, the CEO
repeatedly told employees that Huawei “cut its feet to fit in the
shoes” (Yu, 2013) of the IBM templates. The resistance to the pro-
posed new routines was grounded in the fact that Huawei’s gradually
grown routines would be broken by the new system.

Before IPD product development followed serial routines.
Marketing and Sales sent requests for new products, R&D next would
develop technological solutions that were handed to manufacturing
and logistics would organize shipping to customers. Frequently, the
products did not work as promised, because there was no back and

https://doi.org/10.1017/9781108550987.002 Published online by Cambridge University Press


https://doi.org/10.1017/9781108550987.002

THE MANAGEMENT TRANSFORMATION OF HUAWEI 3§

forth between functions to ensure the technology worked well for
customers. What is more, the same kinds of products were developed
over and over again because different sales and marketing groups sent
requests for similar products to R&D, which treated them as inde-
pendent products. In 1997, there were over 1,000 version numbers of
often similar products (Liu, 2015). As a result, product development
costs increased dramatically and were out of line with international
competitors. The new IPD routines required that cross-functional
teams were formed to interact frequently during the product develop-
ment phase and to prioritize what products were to be developed to
avoid duplication. Marketing had misgivings about this change in
routines, because under the old routines when a product failed,
marketing could simply blame R&D as marketing was not involved
in the product design phase. In the new IPD system, marketing was
deeply involved in the design stage and could no longer pass the blame
to R&D. The breaking of old routines initially caused product devel-
opment to be even slower, but before long the new more coordinated
approach to product development increased efficiency significantly.
The average time to market for a new product decreased from
74 weeks in 1999 to 48 weeks in 2003 (L. Zhang, 2012).

A similar lack of coordination across the different business
functions existed between sales, procurement, product, and delivery
before Huawei hired IBM consulting to help it bring its supply chain
practices up to world-class standards starting in 1999. The integrated
supply chain (ISC) initiative broke existing routines that focused on
coordinating within functions rather than across. Before 1999, the
sales function took orders from customers without considering
whether plants had the capacity to make the product in time. This
often led the sales department to promise delivery dates that could
not be kept by production and outbound logistics. The production
department in turn had no sophisticated way to predict demand, and
hence it was difficult to plan production much in advance. The pro-
curement department signed up suppliers without having good fore-

casts on how many parts of a given type were needed. This led some
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parts to be oversupplied and some parts to be undersupplied. As a
result of this weak coordination, the ratio of timely delivery at
Huawei was only 50 percent, whereas the average level for telecom
equipment manufacturers worldwide was 94 percent (Chapter 4 pro-
vides details). The ISC initiative replaced functional silos with many
cross-functional routines to improve the efficiency of the supply
chain. Just as product development was greatly improved through
the deployment of state-of-the-art information technologies, the vari-
ous functions of Huawei involved in supply chain were also much
better coordinated through the introduction of much more sophisti-
cated IT tools for customer relationship management, resource plan-
ning and procurement tools that helped break the functional silos.
Consistent with the routinization goals articulated in its Basic
Law, Huawei rolled out between 1998 and 2007 under the name of
“Four Standardizations” uniform financial accounting principles. This
was done first across its offices in China and then across the world.
Following a competitive selection process, KPMG consultancy was
hired in 2000 to help with this process. By 2007, there was a strong
perception that some of Huawei’s routines connected with financial
accounting had become too rigid. Huawei had been moving more and
more from selling equipment to selling turnkey solutions all around
the world. The pricing routines that worked relatively well for selling
equipment did a rather poor job in predicting with accuracy what
projects would make money and what projects would not. Under
previous routines, sales people would develop contracts with little
input from the finance department. Furthermore, as competition in
the global telecommunications industry increased, becoming more
efficient in the management of cash flows became a key goal for
Huawei. There was a strong perception that this could only be achieved
by creating businesses practices that integrated financial analysis more
deeply into the various business departments such as marketing, sales,
supply chain management, and so on. Again IBM consultants were
hired in 2007 to help with a multi-year program of replacing existing

financial planning routines with coordinated routines that allowed
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Huawei to know better what projects would be profitable, how to
contain risks and how to reduce working capital requirements.

Huawei also developed and refined its HR routines well beyond
what was articulated in the 1998 Basic Law. In a drive to continuously
upgrade its human resources, HR practices were later codified in
training manuals (Huang, 2016) and in courses given in its in-house
training facility, Huawei University. In the process of creating new
routines, Huawei also broke with old routines. As previously alluded
to example make this point well: To help counter the hierarchical
culture of Huawei, the company stopped assigning employees numbers
based on the time of hiring. Instead it randomly assigned employee
numbers so that it would not be longer possible to see who was more
senior simply by knowing someone’s employee number. Even more
significantly, to allow foreign employees to get similar rewards as
Chinese employees could through the employee ownership scheme,
Huawei changed the routines for sharing profits across its employees.
Chinese law restricted employee ownership to Chinese nationals, and
for this reason a different mechanism entitled time unit plan (TUP)
had to be developed to share profits with an ever-growing number of
international employees (details of these changes are described both in
Chapter 5 and 6).

Organizational structures are formal ways to coordinate the
actions of individual employees in the firm, and they shape routines
to a considerable extent. Any significant change in the organizational
structures entails the breaking of existing routines. As Huawei
expanded from 50 to 150,000 employees, the organizational structures
for achieving its R&D function were changed significantly, disrupting
existing routines. When Huawei initially started to develop its own
products in 1992, this R&D was carried out as part the manufacturing
division. Soon Huawei noticed that with the rise of mobile phones,
transmission was increasingly moving from analog to digital technol-
ogy. Hence it decided to create a special R&D division in 1993 to
focus on digital technology outside the manufacturing department.
The digital unit formed a separate department reporting directly to
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the CEO. As the scale of R&D efforts increased, Huawei broke this
structure in 1995 and created a central R&D department that coordin-
ated all R&D efforts. This structure was again broken with the intro-
duction of the integrated product development routines (see Chapter 8
for details on all major structural changes to the R&D function).

The Basic Law expressed the clear goal of developing independ-
ent technology and independent intellectual property (IP). Before
1995, Huawei filed no patents at all. In 2015, Huawei was the fifth
largest filer of patents in Europe (European Patent Office, 2015) and in
terms of number of patents granted in the USA held position No. 50
(IPO, 2015). But creating the organizational capability to file and
receive so many patents proved rocky. Huawei initially formed an IP
function in 1995 as part of the newly formed Central R&D depart-
ment. Four years later, when Huawei created a Legal Affairs Office at
the corporate level, the IP function was moved out of central R&D to
become a unit of the Legal Affairs Office. Two years later, the IP unit
was split again and was moved back to Central R&D. Across all these
moves, it was difficult for the leaders of the IP department to change
the routines of researchers at Huawei who were not used to keeping
written notes of their works and filing patent applications. Huawei
also could not make up its mind how it was going to implement its IP
strategy until it was sued in 2003 by Cisco in the United States for
patent infringements. The case was later settled without admitting
guilt. This event clearly served as a wake-up call for the entire organ-
ization that it needed to take the filing of IP and the recognition of
other firms’ IP much more seriously.® Huawei has been paying large
amounts of licensing fees to Western tech companies ever since. The
CEO then set much more specific five-year plans for how many

¢ As we describe in Chapter 9, in January 2019, the US Department of Justice
announced that it brought criminal charges against Huawei for allegedly stealing
trade secrets from T-Mobile USA from 2012 to 2014 and obstructing justice when
T-Mobile threatened to sue Huawei in the US District Court in Seattle. It may be
necessary for Huawei to further develop among all employees a strong culture of
respecting other firms’ IP.
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patents Huawei should file to build up its own IP portfolio and help it
negotiate more favorable deals with holders of other IP that Huawei’s
products build on. With the support from top management, the
routines of R&D process were modified to make it easier to obtain
patents. Filling patents became KPI for all research teams and embed-
ded in the performance appraisal routines of individual researchers.
Similarly, every new product development project would now have a
routine investigation of what IP was owned by other firms. As the
scale of patent filings and patent analyses increased, the IP depart-
ment once again was moved back from Central R&D to the Legal
Affairs department. As this short history of Huawei’s IP office makes
plain, only by 2003 did Huawei make a clear commitment to disrupt-
ing existing routines in the R&D function so that the firm would
become a very large holder of IP in the telecommunications sector.
In the telecommunications equipment business, all leading
players during the past few decades have sold their products all over
the world not just in their home country. Ren had determined by
1994 that Huawei needed to become a global player to survive. Inter-
nationalization was seen as strategic necessity. Ren formulated the
clear goal that “[iln 10 years, Huawei will be a top-three player in
the global telecom market” (Tian and Wu, 2015, p. 227). To become
an international player, Huawei needed to de-routinize many prac-
tices that were no longer effective when the firm expanded operations
from China to 170 countries all over the world. In addition to the
aforementioned changes to how employees would participate in the
profit-sharing plan, Huawei changed its staffing routines for inter-
national operations. Initially, Huawei sent Chinese managers who
had proven their business skills in China abroad even though they
spoke very little English. Like so many other Western companies
before, Huawei learned to be successful in a foreign market it needed
to rely mainly on local talent instead of Chinese expatriate staff. To
communicate with non-Chinese employees, Huawei HQ needed to
change how it communicated with international offices. Even though

this proved difficult for many staff, Huawei forced HQ to answer
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emails in English rather than send them to a translation department,
which would cause several days of delay. In 2008, a number of pos-
itions in the company were required to do all their email and reports
in English. By 2014, Huawei had adopted English as the second official
business language and it expects its higher management talent to be
skilled in English (Economist, 2014b).

In summary, what sets Huawei apart is that the firm was
repeatedly willing de-routinize existing practices and replace them
with new, frequently more coordinated routines. One can speak about
Huawei developing meta-routines that constituted dynamic capabil-
ities (Winter, 2003) to transform itself continuously. These meta-
routines involved (1) bench-marking with the best firms in the world;
(2) hiring leading Western consultancy firms, which would help close
the capability gap with the best foreign firms by transferring tem-
plates for best practices; (3) initially copying foreign routines as faith-
fully as possible; (4) having the CEO and the other top managers
deeply involved governing the change. (We will provide more details
on the meta-routine in Section 10.4 of the concluding Chapter 10.)

Between 1998 (when the Basic Law was finished) and 2008,
Huawei grew from 15,000 to 81,000 people. Tian and Wu (2015,
p. 223) report that Ren already in 2006 “started to think about how
to disrupt the balance and address the ills of large corporations.” At
that moment, the massive centralization of power that was started in
1996 became a problem for Huawei. Fast forwarding to a few years

ago, Ren came out with radical statement. He said that,

The Huawei basic law has become obsolete. The management

expertise of IBM is not totally fit for Huawei.
(As quoted in Tian and Wu, 2015, p. 231)

This is a clear declaration that Huawei, which now is also making
consumer products such as smart phones and is very active in cloud
services, needs to develop new routines and practices. In contrast to
Zeiss, Huawei has been willing to revise its Basic Law dramatically.

From a Western perspective, one is struck by this willingness to
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embrace this need for stability and change at the same time. As
scholars have discussed extensively in the journal Management and
Organization Review under the heading of Yin and Yang balancing
(see for example, Fang, 2012; P. P. Li, 2014, 2015; X. Li, 2014), Chinese
culture may be more able to embrace two contradictory goals such as
stability and change. Many of the statements that Ren makes call for

the balancing of opposing forces. For example, Ren says:

You are destroying yourself if you embrace innovation, but if you

reject innovation, you will be destroyed by others.
(as quoted in Tian and Wu, 2015, p. 235)

If one reads all the management pronouncements that Ren has made
over the past thirty years, it is clear that he does not believe that
management can be boiled down to simple formulas. What consti-
tutes effective management in his view depends on the situation, and
it changes dramatically as an organization grows and as it becomes a

multinational company.

I.§ THE CHAPTERS IN THIS BOOK

Previous books and articles on Huawei (e.g., De Cremer and Tian,
2015; Tian and Wu, 2015) already presented good accounts of
Huawei’s management philosophy and culture. If one wants to learn
about how to run a company and grow on ideas similar to Huawei,
learning about key principles such as customer centricity, dedication,
employee ownership, long-term orientation, openness, and learning
from around the world, collective decision making and tolerance is
useful. But these principles are not sufficient to lead an organization.
James March (March and Weil, 2009) poignantly remarked that
leadership involves both poetry and plumbing. The poetry part is
about creating a vision and defining an organization’s culture. The
plumbing part is what is typically called management, and it involves
the creation and modification of a set of organizational routines
that collectively lead to an implementation of the grand vision for

an enterprise.
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Our goal in the chapters that follow is to reveal important
aspects of Huawei’s “plumbing,” particularly in regard to how
Huawei’s transformation initiatives were carried out. As theorists of
organizational change have emphasized (Kotter, 1996; Tushman and
O’Reilly, 1997), major organizational change requires top manage-
ment involvement. Hence Chapter 2 examines the role of top man-
agement at Huawei in its transformation efforts and describes how the
routines and process of the top management have changed over the
almost thirty-year history of Huawei. Next we present chapters that
analyze the most important transformation initiatives of Huawei.
Figure 1.3 presents a timeline of major events and transformation
initiatives.

The first major transformation Huawei tackled was to create an
integrated product development (IPD) process. Chapter 3 analyzes
the problems Huawei faced in its product development process. As
Figure 1.4 illustrates, to achieve the full benefits from the system of
product development routines that were imported from Western firms
with the help of IBM consultants, this initiative required involvement
and/or changes in all functions of Huawei.

Chapter 4 presents a similar analysis for Huawei’s integrated
supply chain (ISC) initiative that started in 1999, and Chapter 5 ana-
lyzes the transformation of the financial accounting routines (the IFS
initiative) that was begun in 2007. Next, we present an analysis of the
changes Huawei made in the course of its history to its human resource
management system (Chapter 6). Chapter 7 shows how Huawei needed
to change its existing routines and develop new routines as it started to
internationalize from 1996 onward, and over time came to be a true
multinational corporation operating in 170 countries. The next two
chapters analyze the changes of the R&D organization (Chapter 8) and
the strategy and organization for Intellectual Property Management
(Chapter 9). Chapter 10 offers some conclusions from the study.

We realized that we could make this book even more valuable
to readers by soliciting commentaries on the various chapters from

other scholars who are experts on the topic discussed in a particular
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FIGURE 1.4 Functional interdependence in transformation initiatives

chapter. We asked the commentators four questions to stimulate their
reflections.

i. To what extent are the Huawei practices described in the chapter special
or very common in China (or in the world)?

ii. Given your knowledge of Huawei, what is missing from the chapter? We
suspect there is plenty of room to make different interpretation of what
the facts mean from the one offered in the chapter. If you have different
interpretations, this would be clearly something valuable for a reader
to know.

iii. Somewhat related to point 2, what would you like to know more about
having read the chapter?

iv. If you could do additional research on the topic, what other questions
would you think are worthy to pursue? Should one study those questions
by trying to find out additional evidence from Huawei or should one study
other firms instead?

As you will see after various chapters, the commentators have
put Huawei into a larger context. We build on this in the final chapter,
where we offer “Concluding Thoughts from a Comparative Perspec-
tive.” Our goal for this book is to provide the reader a unique tour of
how a Chinese entrepreneurial start-up has transformed itself into a
leading global player. We hope that the reader will agree at the end of
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this book that we achieved this goal even though we certainly have
not provided the final word on Huawei.
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Commentary on Chapter 1

Arie Y. Lewin

Duke University

Liisa Vilikangas

Danish Technical University & Hanken School of Economics
Ying Zhang

Rotterdam School of Management

AI.I INTRODUCTION

This book is unique on several dimensions. It describes the evolution of the
Huawei Company from founding in Shenzhen in 1987 selling telecom
switches to becoming a 105.191 billion USD company in 2018 and the
number one provider of networking equipment (the backbone of
telecommunication networks) and major global player in Android-based
smart phones. It is unique in its contribution to the extant organization
design literature by focusing on the dynamic evolution of organizational and
decision-making routines involving successive periods of experimentation,
consolidation and routinization, breakup, and again experimenting and
enacting new routines always in response to new operational challenges or
changes in strategy (e.g., Zhang, 2009, 2014). Third throughout the book the
leadership of the cofounder Mr. Ren Zhengfei emerges as the major driver,
thought leader and strategist behind the successive twist and turns in the
early years and the subsequent growth story of this non-governmental
affiliated private Chinese Company.

AI.2 CORPORATE HISTORIES FROM FOUNDING

In the annals of corporate histories from founding to becoming iconoclastic
success stories Huawei is not unique. In 1917, Konosuke Matsushita left
Osaka Electric Light Company and founded, without capital, or a formal
education, or experience in manufacturing, the Matsushita Industrial
Company that today is known as the Panasonic company. In 1959 Dr. Kazuo
Inamori founded the Kyocera company in Kyoto Japan. Dr. Inamori developed
and managed the company based on his Amoeba Management (2006) system

that institutionalized principles of flexibility, adaptation, and self-organizing
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critical for survival in the early years of the company. In 1976 Stan Shih Chen
Jung and a few friends, with an initial investment of $25,000, founded
“Multitech International,” which became Acer, which in the early years
designed and marketed hand-held electronic games and later went on to
distribute semi-conductors imported at lower costs from developing countries.
In its early years Stan Shih directed attention to the necessity of being adaptive
and flexible and following any opportunity short of “selling their wives.” In
1984 Zhang Ruimin became the founding general manager (later CEO) of the
failing Qingdao Refrigerator Company, which he transformed into the Haier
Company, the largest global white goods company (Lewin et al., 2017). On
November 1, 1984 Liu Chuanzhi and ten engineers left the Chinese National
Academy of Sciences and founded the Legend Company in Beijing with
200,000 yuan (25,000 USD). Legend evolves to become Lenovo a national
champion, and a global player in the PC, server, and smart phone sectors.

Although the odds of success for start-ups are notoriously slim to none,
successful survivors share several attributes. At founding the companies share
severe vulnerabilities of no financial resources, and no proprietary products,
manufacturing, or technologies. However, in all of the above cases the role of
the leader strategic IQ (Levine, Bernard, and Nagel, 2017) as thought leader and
strategist are common to all documented stories of successful start-up
companies. However, very few examples can be cited of detailed accounts of
these start-ups’ early periods of survival and growth or of the role of the founder
or of the critical handoff from founder to successor CEO. Most of the accounts
can be gleaned from Harvard Business School teaching cases (e.g., Matsushita
and ACER), from founder self-accounts (e.g., Inamori (2012); Matsushita (1991),
or a few research studies and cases (e.g., Burgelman accounts of Intel, and Tian
and Wu, 2015, Lewin et al., 2017; Zhang, 2017). This book is unique in its
detailed accounts of the early period of trial and error, guerrilla strategies of
finding small neglected unexploited market opportunities, surviving on small
margins, dedication to discovering and satisfying the customer, and the
subsequent organizational and strategic transformations through the lens of
the evolving organizational routines (the iterative process of recognizing need
for formalization, trial and error in creating routines, legitimization and
formalization, experiencing failure, problemistic search to adjust routine, total
breakup, and implementing new routines).

However, transparency requires that we remind readers that case

studies and books on start-up companies that discuss the successful surviving
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companies are criticized for left censoring. The analysis does not include start-
up companies who failed. In other words, perhaps the companies who failed
engaged in very similar strategies as the successful organizations. Therefore,
from the perspective of academic research such studies make interesting case
studies but do not satisfy criteria of falsifiability, data transparency, and
replication. Nevertheless, we find the book very compelling in its
contributions to management knowledge on self-renewal through the lens of
organizational routines, and to the growing literature on founder CEOs.

In the commentary that follows we focus on the early period of trial and
error strategy and opportunism, Ren Zhengfei’s leadership early selection as
national champion, and Ren Zhengfei almost single-minded focus on
maximizing the commitment and contributions of employees to the
company, as well as some thoughts on the challenge of managing the
handover from founder to next generation of professional managers.

Figure Al.1 serves as the framework for our observations on the book.

The figure should be thought of as evolving over time and provides the
basis for analyses of founder — CEO strategic IQ (Levine, 2017) and actions at
different stages of company evolution as well as of organization changes (such
as routines) and strategies. Because of space limitations, we chose to focus our
observations on founding conditions during the early years and on how the
founder Ren Zhengfei manages requisite variety, achieves unprecedent
employee commitment, leverages the company’s domestic success, and
ultimately becomes a global competitor in IT networks infrastructure, smart
phones, and a technology innovator. Lastly, we explore the challenge of the
handover from the founder to the successor CEO.

AI.3 THE EARLY IMPRINTING YEARS

Founding conditions (Stinchcombe, 1965) have been theorized to imprint
themselves on the functioning of an organization past the start-up stage.
However, it is rare to reconstruct key details of the early start-up period as
described in this book about Huawei. How does such a journey start and
evolve? The first steps taken by Huawei as documented in the book were
characterized by Peter Williamson’s Leaders of Private Chinese Firms Simply
Made It Up As They Went Along (Williamson, 2015; interview by Peter
Murmann on June 3, 2015). Ren Zhengfei is quoted in Chapter 1 that he needs
collective power, or knowledge, to move forward (Tian and Wu, 2015, p. 114).
He humbly admits in another quote (Chapter 1) that he would not have been
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able to lead the different activities even if he had wanted to (“As a matter of
fact, I didn’t really have the ability to lead them”). Rather, he left the front-
line “guerrilla commanders” to opportunistically follow and manage multiple
strategies autonomously, not knowing how to become a more “hands-on
boss,” which he desired eventually to become. “As a result, different managers
implemented quite different practices in whatever part of the organization
they were responsible for” (p. 14). This may also have allowed the business
managers to choose unusual industry strategies and organizational routines
and to serve niches overlooked by competitors.

Reviewing founding conditions serves to examine the heritage on
which Huawei’s strategies, organization, and management practices build on.
Of particular, interest to this commentary is the extent to which the culture of
improvisation and autonomous “guerilla” leaders of business units aligned
with Ashby’s law (1956) of requisite variety and enabled exploitation of
serendipitous opportunities in the business environment. We are particularly
interested in the ways in which requisite variety is initially infused into the
organization. From the description we note that initially, there was a highly
varied culture reminiscent of guerrilla operations where the main goal is
simply to get the mission done - serve the customer — without concern for
conserving efforts, being efficient or having any rule books to go by. The
hardworking culture resembles firefighting, but with a singular focus on
solving customer issues, and like firefighting may have required countless,
and uncounted, working hours and heroic commitment. How such
commitment was created under extremely hardworking conditions —
including employees not returning home and sleeping at the workplace (which
earned Huawei the mocking moniker “mattress company”) is a later topic.
Some competitors even referred to Huawei employees as a “wolfpack” due to
their presumed ferocity and gang-like teams. However, the Huawei “packs”
were highly focused, nevertheless. Customer needs determined the
dedication of limitless effort: “As soon as we heard customers who
demanded improvement, we would exert great energy to meet the demand”
(Chapter 1, p. 14).

As the company grew Ren Zhengfei assumes a more direct leadership
role, in particular directing attention to emerging inflection points regarding
administrative and organizational problems. In essence he insists on learning
from and adopting Western “best management practices” such as supply

chain management and always starting with the spirit of “copy exact.” Such
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attitude required genuine humbleness: “We must eliminate those who think
they are smarter than IBM and smarter than anyone else in the world”
(Chapter 1, p. 15). Although the insistence on learning from and adopting
Western best in class routines must have the undesirable consequence of
decreasing internal requisite variety, it is remarkable that Ren Zhengfei is
openly worried about inertia setting in:

We have been alternating from stability to instability, from
equilibrium to non-equilibrium, from certainty to uncertainty. We are
doing this over and over again to maintain the company’s vitality.
(As quoted in Tian and Wu, 2015, p. 134 and Chapter 1
of this book, p. 19)

Ren Zhengfei also directs an effort to institutionalize “oppositional voices,” or

“Blue Army” department:

[TThe [Blue Army] department is supposed to organize debates and
simulations that seek disruptive technology alternatives (Tian and Wu,
2015, p. 213). More recently, the Blue Army department has been asked
to help push the practice beyond the corporate level strategy process to
the business units by helping the business units set up their own “Blue
Army teams.”

(Chapter 1, p. 17)

Furthermore, routines are also broken with some regularity. To become an
international player, Huawei needed to “de-routinize” many practices that
were no longer effective as the firm expanded operations from China to

170 countries all over the world. For example, the company changed how
employees participate in the profit-sharing plan, adopted new staffing routines
for international operations and English was adopted as the company
language. Ren Zhengfei moved even beyond best Western management
practices. “The Huawei basic law has become obsolete. The management
expertise of IBM is not totally fit for Huawei” (as quoted in Tian and Wu, 2015,
p. 231, chapter 1, p. 24). Table Al.1 summarizes the origin and subsequent
practices that contributed to the development and evolution of requisite
variety capabilities at Huawei. It is evident from the accounts in the book,
that Ren Zhengfei’s strategic IQ, thought leadership and environmental
sensing capability has on many occasions directed attention to emerging

inflection points that underlie resilient organizational capabilities. Ren has
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Table Al.1 Origins of internal requisite variety at Huawei

. Lack of ability to lead complex business

. Autonomous guerrilla style operations

. Limitless dedication to any emergent customer issue

. Business units improvise in their business environments
. Unusual industry strategies (find a neglected niche)

AN U B~ W

. Seek and adopt Western best in class practices and operational
processes

. Spirit of “copy exactly”

. Seeking oppositional voices (e.g., the Blue Army)

o N

9. Moving beyond best practice and developing practices uniquely suited
for Huawei

also helped bring about the socially enabling mechanisms that support
flexibility, adaptivity and change (Lewin et al., 2017).

AI.4 THE EMPLOYMENT RELATIONSHIP
AT HUAWEI

Most commentators on whether China can escape the middle income trap by
2030 and become an innovation economy argue that to accomplish this
national goal China must liberalize its economy and adopt some form of
Western democracy. Lewin et al. (2017) observe that the collective history and
deep-rooted behavior of successive generations of Chinese must be seen as an
outcome of 3,000 years of rule by successive emperor dynasties and that the
average Chinese considers and accepts the rule by the Communist Party
merely as another manifestation of central authoritarian control. This is not
to say that China will never adopt some form of Western democracy.
However, the consequence of not knowing or not having ever experienced a
different socio-political system suggests that the dominant socially enabling
mechanisms of surviving the rule of successive emperors, and since October 1,
1949 the rule of the Communist party, is deeply manifested in the concept of
loyalty and obedience. It underlies family dynamics, superior subordinate
relationships, and acceptance of Communist Party leadership in directing
social change and guiding the country economic development. Organizations
in China, whether governmental, state-owned enterprises, national academies

of science and engineering, private non-government affiliated companies,
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family enterprises etc., expect and rely on a high level of employee
commitment to the organization. This is not to say that Chinese companies
do not experience voluntary turnover. However, compared to liberal
democracies in the West, commitment and loyalty to the enterprise is a
dominant dynamic in China often to the point of voluntary sacrificing self
for the good of the company. In post-World War II Japanese companies
leveraged the promise of lifetime employment into an absolute commitment
by employees to the company. Loyalty and obedience were reinforced by a
seniority-based compensation system and guaranteed retirement income
and benefits.

Consistent with Confucianism, Ren Zhengfei believes in, and expects
total employee commitment and loyalty. However, it seems that Ren
Zhengfei also implemented an employment relationship that reinforces
employee commitment through a very effective Machiavellian bargain that is
reflected in a coercive dimension (resource control) and a pro-social aspect.
The resource control aspect (the coercion) is explicit in the potential financial
rewards (the Employees Share Ownership Plan), policy of laying off weak
performers (bottom 8 percent), and a strict merit-based performance
evaluation system that rewards high performing “strivers.” The prosocial
aspect is reflected in Ren Zhengfei interpretation of the four spheres of living
(Fung Yu-Lan, 1930) especially the moral sphere, and the transcendent sphere
although not articulated in the book but is discussed later in this commentary
(Zhang, 2017).

The bargain has been very effective. The combination of employees
share ownership and allocation of bonuses and dividends based on a strict
merit-based performance evaluation system, rewards high performing
“strivers” with a disproportionate share of annual dividend and bonuses. The
rationale behind this ownership structure is the belief underlying Chinese
transitional management philosophy that “collective vision and collaboration
can only be facilitated when complemented by wealth sharing” ( A Z=Il1#5) and
psychologically, Huawei employees can always hope to become a “rich” high
performing “striver.” As a consequence, employees’ autonomously self-
sacrifice for sake of company success. They work long hours as a striver
“believer” to the point of high burn out and divorce rates. Apparently, the
company earned the public moniker as the “mattress company” because of
the prevalence of employees remaining at their desk and sleeping on blankets

and mattresses provided by the company or supplied by the employees.

https://doi.org/10.1017/9781108550987.002 Published online by Cambridge University Press


https://doi.org/10.1017/9781108550987.002

60 JOHANN PETER MURMANN

Although the PR may have been embarrassing, sleeping on mattresses may
actually somehow enforce togetherness — and it points to the need to compete
harder than the guy on the next mattress. Moreover, following the crucial
meeting in the year 2000 between Prime Minister Zhu Rongji and Ren
Zhengfei in Shenzhen, as a result of which Huawei was unofficially
recognized as a national champion, may have further reinforced employee
identification with the company and may have underlined the importance of
working together toward a higher goal.

Another form of resource control relates to human resources
polices and Ren Zhengfei stated belief that “leaders” must strive to
improve themselves — “Improving personal quality is the concern of leaders
themselves, and Huawei provides a platform for them to improve, but they
had to pay for the training” (Ren Zhengfei, 2011, p. 20, Chapter 6 this volume).
As a result, leaders (and perhaps high-performing strivers), pay for their own
continuing managerial education, simultaneously reflecting both a form of
commitment to the company and as a way to maintaining their
high-performing striver status.

In January 2008 the State Council enacted a new labor law that
protected the rights and interests of employees who had worked in the same
company for more than ten years or had twice signed an employee contract
with the same company. The new labor law conflicted with basic principles of
Huawei flexible HR policies, and Ren Zhengfei became concerned that the
new law could make Huawei inflexible, reducing its ability to respond to
competitive and technological changes. To preserve the basic values of
Huawei, the company required a new round of collective resignations. As in
prior collective resignations, all 7,000 managers who had been employed by
Huawei for over eight years submitted a resignation letter by the end of 2007
(p. 27, Chapter 6).

The strategic reserve work force was another human resource routine
created to give Huawei managers flexibility in managing staff whose positions
become obsolete due to changes in Huawei competitive environment,
strategic reorientation of the company or technological changes (e.g., when
applications of artificial intelligence replace service staff positions in
predicting network break downs). A specific example involves the transfer of
2000 R&D staff to the strategic reserve force in 2016, to be reassigned to
providing product solutions or working in the department of global technology

service (p. 31, Chapter 6).
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However, as employment has grown to 170,000 globally the company is
discovering that outside of China managing employee commitment and
loyalty to company presents new challenges. Confucianism cannot be counted
on for commitment and loyalty to the company outside of China. For
example, in many EU countries laying off employees comes at high
administrative and financial costs. Also legally the original employee
profit sharing plan cannot be extended to non-Chinese Huawei employees.
The need to rethink the original employee share ownership plan and
especially to adjust for employees who have become less committed or burned
out, has led to phasing in the time unit plan (TUP), in 2014 (described in
Chapter 7).

In summary, it is altogether clear, that from the inception of Huawei,
Ren Zhengfei has been resolutely, perhaps single-mindedly, focused on
employee ownership forms of incentives that maximize commitment and
contributions of Huawei human resources. To us it seems, that in his mind,
this is a challenge that requires constant attention, tweaking and
restructuring, in line with Huawei employment growing globally. Most
recently, for example, executives (but not members of the founding team) can
retire at age forty-five if they have worked at least eight years at Huawei and
upon retirement return a portion of their shares to the company.

AI.§ REN ZHENGFEI LEADERSHIP

In his book The Treaties on the Nature of Man, the most respected Chinese
philosopher Professor Fung Yu-Lan (1930) argued that the nature of man is
defined by four spheres of living — the innocent sphere, the utilitarian sphere,
the moral sphere, and the transcendent sphere. The core values of Huawei, as
reflected in many of Ren Zhengfei speeches and numerous comments to
employees are consistent with these four spheres of living. However, the
behavioral implications and strategies are more like an open conversation
through which Ren Zhengfei revisits the manifestation of these spheres at the
inflection point of each stage of Huawei’s evolution.

The innocent sphere is analogous to inception when like children and
primitive people and without being self-conscious or understanding
consequences of actions, individuals engage in trial and error behaviors.
Success is attributable to luck, good fortune, or the gifts of the nature. In
the very early years Ren Zhengfei is quite open and humble about being
“innocent” and not knowing how best to manage or how to discover good
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business opportunities and therefore, his preference for trial and error and
multiple parallel explorations. In the utilitarian stage individual is focused on
maximizing self-benefits. The utilitarian stage is manifested in “each Huawei
person can be striver” and “strivers must be respected and rewarded” and
most importantly “rewards must come from bitter striving effort and a
psychological sense of achievement but assessed strictly based on merit.”

The moral sphere perhaps best embodies Ren Zhengfei’s pro-social
thinking. It assumes that individuals recognize being a member of society and
consistent with Confucianism he believes in acting “for the sake of
righteousness, and not only for the sake of personal benefits.” In other words,
his actions should also benefit the society. Ren Zhengfei’s teaching
emphasized that “... Huawei is a Chinese company, is devoted to its own
country and the company has a responsibility to advance China’s prosperity
beyond just obeying laws and rules.” Starting with assumption that all
Huawei employees are good people who collectively also care for society,
Ren Zhengfei establishes an internal “Huawei morality committee” whose
role is to identify “striving stars” who also care for society. In the transcendent
stage the individual is assumed to understand that he/she is not only a
member of a society, but a citizen of a universe. It is actually not clear from
Ren Zhengfei speeches and his teachings what the transcendent stage means
for Huawei and its employees. He does seem to link earlier teachings that
“Huawei’s success inexorably rests on collaborations with customers,
suppliers and institutional actors” with a responsibility to “contribute to
the world.”

Although there is no direct evidence that Ren Zhengfei is influenced by
the Zhong Yong’s The Doctrine of the Mean (Sheng Dai, Han Dynasty China).
Much of his beliefs seem to reflect the precept of The Doctrine of the Mean,
especially as they apply to the Huawei notion of “gray” management of
avoiding extremes, objectivity, sincerity, honesty, propriety, and perfecting
oneself by learning from others to improve self during the process of
self-cultivation (e.g., via self-education or when company was making
extraordinary R&D investment), self-discipline (i.e., focusing and
concentrating), and self-questioning (improving from problem-solving). In
terms of collaborating with stakeholders (Zhang, 2017), Ren Zhengfei
attitudes reflect very much Zhong Yong advocacy of leniency in the context of
trying to improving partners’, suppliers’, and customers’ capabilities, in

understanding and eliminating concerns, and in exercising forbearance
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especially when it involves Huawei customers (customer-centered strategy)
(Zhang, 2017).

AI.6 THE HANDOVER FROM FOUNDER TO CEO
SUCCESSOR

In recent years the subject of founders and successors has been receiving
renewed attention (Wasserman, 2003). However, with the exception of studies
on succession involving “sons of bosses” of family businesses, the literature is
not well developed with regards to the enormous increase in start-ups,
especially in Silicon Valley. Of particular interest is the case of founder CEOs
who are heavily invested in their firms psychologically, have served the
business for many years, and now face retirement or external pressure to hand
over management to a CEO successor.

Over half of the richest families in Asia, listed in the 2015 ranking of
the Forbes Asia top fifty richest are of Chinese descent. But none of them are
based in mainland China. The list also includes fourteen Indian families. To
qualify, a family’s wealth and participation in building its fortune had to
extend at least three generations, which is the major reason why recently
minted indigenous wealthy Chinese families are not listed. However, the
Forbes 2016 list of richest families in China identifies over 600 families with a
net worth of 1 billion USD or more, of which eighty-two are led by founders
whose age is sixty-two years or above. This suggests that some of these
Chinese wealthy families may have already confronted the handover
challenge from founder to next kin successor or to professional managers who
are not family related.

The analysis of the overseas Chinese family businesses by Gordon
Redding (1993) provides the most cogent account for why founders of overseas
Chinese family businesses end up aspiring building a family dynasty. The
Chinese family business is seen as a “family fortress” and as the means for
accumulating wealth by specific members of the family clan (usually
immediate family members) and will also include a very small number of
outsiders that have clear mutual dependence with the family. The family
business is guarded from any outside influences and most importantly its
internal workings are not observable to outsiders. It is managed on the basis of
benevolent paternalism and control is determined by nepotistic means. The
wealth creating effectiveness is based on intense managerial commitment and

dedication by family members and key middle management staffs, very flat
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organizational structures, and great flexibility and adaptive capabilities.
Continuity is assured by continuing the family dynasty. In the United States the
Mars Company founded in 1922 by Frank C. Mars was ranked by Forbes in 2015,
as the sixth largest privately held company in the United States and is perhaps
the most iconoclastic manifestation of a US family business dynasty that fits
Gordon Redding description of overseas Chinese family business dynasties.

The modern history of private business ownership in China and the rise
of the newly minted super rich Chinese families can be traced to 1978.
Although for the vast majority of wealthy Chinese families or founders the issue
of handing over the business to next generation may not be actual because of
young age, there are at least eighty-two families whose founder age is above
sixty-two and the handover issue could be approaching the moment of decision.

Private family enterprises in China, that are not government affiliated,
may fill a unique institutional void between state-owned enterprises and
collective enterprises at the province or city level by developing and exercising
governance through family ownership (Peng and Yi, 2010). In such a case,
family governance may provide the basis for navigating complex societal
environments based on trust, perceived commitments, and other cultural
factors. In the case of Huawei, it would be important to determine if a family
heir is viewed as a necessary condition for domestic institution maintenance
or perhaps a family heir could complicate navigating the complexities of
Huawei global business.

The company is characterized by a highly competitive culture. Thus,
anyone inheriting the mantle of CEO-ship ought to be seen worthy in terms of
his or her commitment to the company and also in terms of exceptional
performance. An interesting analog perhaps, is the global furniture giant IKEA
where the founder-CEO Ingvar Kamprad evidently thought his three sons were
not suited for running the company after initially giving them more visibility
(Hansegard and Grundberg, 2012) and chose outsiders to run the company
while giving the sons the moral obligation to sustain and continue the
founder’s values. If Ren Zhengfei appoints a family member, a daughter or a
son, how will it impact the credibility of Huawei’s competitive culture?

A more strategic consideration for Ren Zhengfei, who at the time of
this writing is seventy-four years old, is to determine if the CEO-to-be has the
strategic perspective required beyond the obligatory managerial and
administrative abilities for guiding the company over next ten years of global

development. In short has the CEO-to-be demonstrated the vital strategic IQ
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for anticipating and making the next moves? In other words does the CEO-to-
be have the strong strategic intent to drive this global company forward
(Hamel and Prahalad, 1989), and the deep belief in the moral sphere described
in the leadership philosophy of the company?

Lastly, it is not clear whether Ren Zhengfei has built enough of an
institution and ownership control and has the moral privilege of making that
choice in the eyes of Huawei employees, customers, and other key
stakeholders (e.g., the state, which is treating the company as a national
champion) to make the decision by himself. But we find it especially
noteworthy that in 2013, Ren Zhengfei announced in a letter to the employees
of Huawei,! that his son and daughter do not have what it takes to succeed
him, “... they do not have vision, character or ambition to become the next
CEO of the company” and that “Huawei’s successor should not only have
vision, character and ambition, but also a good global perspective and the
acumen to drive the business. ... My family members do not possess these
qualities. Thus, we will never be in the running of the successor race.” This is
a surprising confession in the world of Chinese company founders, who often
make their offspring their heir apparent. This letter makes it clear that Ren
Zhengfei has arrived at a decision that neither should be considered as the
next leader of the company. This letter to employees should signal to the top
echelon of executives at Huawei that the company will commence a process
to select a CEO internally. The race to select a successor that was triggered by
Ren’s letter could actually damage the company and result in an exodus of
some talented senior executives.

Ren Zhengfei’s daughter has significant executive position in the
company, i.e. deputy chair of the board of directors, however, she is not part of
the rotating executives’ group who rotate every six months as acting CEO of
the company. That group includes individuals that are not related to Ren by
blood and include deputy chairmen Ken Hu and Guo Ping, and vice president
Eric Xu and all three are considered as possible successors. Moreover, the
expanded executive policy group has assumed strategic and operational
decision making. The clear impression is that Ren Zhengfei has been
concerned with establishing management continuity following his retirement

from actively leading the company and that he is seeking to hand over

! Chon, G. (2013, April 29). https://qz.com/79280/huawei-ceo-ren-zhengfei-says-his-
son-and-daughter-dont-have-what-it-takes-to-succeed-him/.
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leadership of Huawei to a professional executive successor who will continue
to maintain and lead according to values and management philosophies
espoused by Ren Zhengfei.

These considerations of founder successor are common in many large
companies around the world. Peng and Yi (2010, p. 254) note that family
ownership is more the rule than an exception: “[In] Asia, (continental) Europe,
and Latin America, the vast majority of large, publicly traded firms are family
owned and controlled” (Ahlstrom et al., 2004; Carney and Gedajlovic, 2002;
Claessens et al., 2000; de Miguel et al., 2004; Faccio et al., 2001; Gedajlovic
and Shapiro, 1998, 2002; La Porta et al., 1999; Silva and Majluf, 2008;
Thomsen and Pedersen, 2000).

A final note on a perspective that may be helpful in presuccession
planning is proposed by Chen et al., 2016). It relates to the concept of

stewardship:

Stewardship in the business context refers to the unusual devotion to
the continuity of the company through the assiduous nurturing of a
community of employees and by seeking closer connections with
customers (Miller et al., 2008). Since stewardship places the long-term
interests of a group ahead of an individual’s self-interests (Hernandez,
2008), the founder CEOs of family firms should choose successors who
have a sense of personal responsibility. Founder CEOs can foster
stewardship in their successors, especially professional managers,
through various relational, motivational, and contextually supportive
leadership behaviors.

(p. 5112)

The authors suggest that CEOs as stewards who care deeply “about the
long-term prospects of their business and their family’s fortune, reputation,
and future” (Chen et al., 2016, p. 5112; Miller et al., 2008) are more likely to be
motivated to influence or control the selection of their successor.

Suppose, that this is of importance to Huawei’s founder. Are Huawei and

the family one and the same or two very different paths to unfold?

AI.7 CONCLUSION

In this short commentary, we have sought to combine an analytical
approach with a contextual understanding of the leadership of Ren Zhengfei,
one of the iconic figures in the annals of Chinese corporate world post-1978.
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The overall focus of the book was on the emergence, development, and change
of organizational routines, a largely unexplored theme in strategy and
organization theory. Throughout this original, comprehensive, and insightful
account the role of Ren Zhengfei looms larger than life. We conclude that to
analyze a Chinese national champion company like Huawei, poses the
challenge of fathoming the founding conditions, underlying the early days and
the leadership of Ren Zhengfei, the patriarch CEO who himself evolved to
become the thought leader, teacher, and strategist behind the remarkable
evolution and growth of the company.

Ren Zhengfei’s December 2011 speech? to Huawei employees is highly
revealing of his early difficult childhood experiences (mostly upsets and
traumas), which led him to appreciate that “hero leadership” does not work
for him and that his leadership advantage derives from leveraging collective
power — delegating management and entrepreneurial initiatives to team or
business leaders (guerrilla commanders in the early days) - that became the
basis for accepting and encouraging improvisation and opportunism. He also
candidly acknowledged that, at the time of founding Huawei, he “knew
nothing” (very little) about how to manage a company and how to develop
technology, and therefore, he needed to attract people who could take
initiatives, act opportunistically (guerrilla commanders), and solve operational
independently. That became the basis for advocating the use of best in class
“partners” such as consulting companies, IBM, and Renmin University
professors. In this sense, he leveraged the “collective power” concept as a way
to embed an open innovation mind set to adopt best in class management
practices and ultimately to develop Huawei superior capabilities. Specific
transformative events include, for example, the “IPR battle” with Cisco and
the decision to abide by international IP regimes, but at the same time, the
launch of the huge investment in building Huawei’s own R&D capabilities
that have placed the company on the 5G technology frontier. Throughout the
company evolution Ren Zhengfei has shown a single-minded focus on human
resources policies that were intended to maximize employee commitment
and contributions to the company. He shows a keen understanding of
repeatedly adapting the basic idea of creating a collective vision reinforced

with opportunity to share wealth on the basis of strict merit driven

2 www.fastcompany.com/3048197 /why-purpose-driven-companies-are-often-more-

successful
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performance evaluation (i.e., strict fairness in profit sharing, stock options,
and dividends). Most recently as the company employee base expanded
globally Ren Zhengfei anticipated that the employee stock option plan
policies will have reached the point of diminishing effectiveness and
orchestrated the shift to the time unit plan.

Moreover, the company has been resilient through its entire history
since founding in 1987. Starting from rather modest beginnings of muddling
through, we suggest that the foundation for resilience is perhaps due to
initially creating a serendipitous organizational capacity — stemming from the
early improvisational necessity — to maintain internal requisite variety despite
the focus on growth. Resilience was in our view further reinforced by the
unique leadership philosophy of Ren Zhengfei that imbued the organization
with a sense of something larger than just performance goals, including a
sense of mission to contribute to building China and the strategic importance
living up to extreme expectations of being customer centric. Ren Zhengfei
leadership of articulating the moral sphere may be typical of Chinese
leadership but they are increasingly discussed as purpose-driven business
globally too.® However, it remains to be seen whether the company can
maintain its incredible drive after the founder makes room for the successor
and whether the successor will be able to maintain the company’s ambition of
global growth, transformation, and commitment in particular as the company
is gearing up for the era of 5G and the competition with Qualcomm and
other suppliers for 5G dominate at a time when Huawei is being shut out from
the US market.
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