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CASE 1-1:TCL’s New Industry Entry Strategy

At the beginning of 1990s, there was fierce competition in China’s color TV market. But
TCL, which was famous for telephone production, took a bold step to enter the color TV indus-
try. In 1996, it jumped to the third position in color TV industry, and ninth position in China
electronics industry. Besides, it’s production and sales volume of telephone took the first place.
TCL’s achievements attract people’s attention.

1. Cheice of industry: success and failure are equal

Regarding resource correlation between telephone and color TV, there is low correlation in
technology and production resource, medium correlation in brand resource, and high correlation in
sales resource.

Regarding attraction of the industries, the attraction of China color TV industry is not so
great at the beginning of 1990s:

(1) Supply was more than demand. From May 1989, sales of color TV slumped, and the
market was overstocked. In 1991, the domestic production volume of color TV was 12.05 million
sets, the sales volume was 5.42 million sets, and the export volume was 2.6 million sets. So 4
million sets are overstocked.

(2) Market competition was fierce. 180 TV product lines had already been introduced into
China and total product capability was over 30 million sets.

(3) Under the state policy of restraining import, a passel of foreign color TV producers made
an upsurge of joint ventures in China, and had a share in the China market competition.

(4) In August 1989, Chang Hong declared price cut of its color TV products, which led to
the plunge of color TV price. But cost went up due to inflation. The profitability of color TV in-
dustry had a downward trend.

(5) With the deregulation of color TV price and canceling of special consumption tax in April
1992, color TV industry entered market competition era.

Though the industry attraction was not so great, by conducting wide and thorough market
investigation, TCL found a more attractive segment market: large screen color TV. This was the
first factor for TCL’s success: market-product choice strategy.

At that time, the segmentation of China color TV market was as follows:

(1) Most domestically produced color TVs were 21 inches or under 21 inches. The market of
large screen TVs of 25 inches and above was almost monopolized by foreign producers.

(2) The price of imported large screen color TV was about RMB ¥ 14, 000, and the im-
ported products had some useless equipments and functions for the China market.

(3) The quality of domestic large screen color TV was not good.

Under this circumstance, taking into consideration the development trend of overseas color
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TV production, TCL decided to choose 29 inches color TV as the first product when it entered
color TV industry. In developing the new product, TCL tried to meet the needs of the China
market and analyzed the strengths and weaknesses of domestic and foreign products of the same
type. It decided to take a special design path:

(1) Compared with imported products, TCL products would deduct some useless and expen-
sive equipments and functions for China market, thus lower the price to a large extent.

(2) Compared with domestic products, TCL products would focus on circuit design, outer
shell style, multi-mode, and all-function remote control, which would improve product quality.

2. Entry mode: taking advantage of strengths and making up for weaknesses

In 1992, the resource that TCL could transfer to color TV production included the TCL
brand and sales channels scattered in more than 50 major cities. This was TCL’s strength. But
TCL had deficiencies in technology and production resource for color TV production. This was its
weakness. How to make up for the weaknesses and to which degree can it make up for the weak-
nesses are decisive factors for success.

TCL did not choose the traditional way of building its own factory, but rented workshops and
production line. In 1992 it produced the first batch of 29 inches TCL color TV sets. But this
mode could not build up large scale. To solve this problem, TCL decided to adopt joint venture
pattern. The key point was choice of partner. With investigation and analysis, TCL chose Hong
Kong Great Wall Electronics Corporation as its partner. It was a listed company in Hong Kong
color TV industry and it had the following features:

(1) It had sales network in Hong Kong and overseas market;

(2) It did not have its own brand in China mainland;

(3) It lacked of market expansion capability in China mainland;

(4) It had a color TV factory with fairly large scale in the mainland.

These features made it an ideal partner for TCL because it could make up for TCL’s deficien-
cies.

After cooperation with Great Wall Electronics Corporation, TCL launched large screen color
TV products to the domestic market in 1993. With the process of “planned promotion” strategy .,
its market share went up steadily. Especially at the end of 1993, TCL Communications Equip-
ment Corporation was listed in Shenzhen Stock Exchange. Coupled with the effect of the adver-
tisement featuring the famous movie star Liu Xiaoging, TCL became a well-known brand in Chi-
na. In 1994, it produced 550,000 sets of color TVs, half of which were exported. In the next
year, sales volume of TCL exceeded 2 billion yuan, and production volume of telephone reached
5.54 million sets, maintaining the first place in the domestic market.

3. M&A in the south and north of China: consolidation of its market position

TCL successfully entered the large screen color TV market and allured many other domestic
manufactures to participate in the market competition. On March 26, 1996, Chang Hong Group,
the leader of China color TV industry, took the lead in cutting price, pushing the color TV indus-

try into the stage of scale competition.
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In order to consolidate and promote its market position, TCL merged color TV project of
Hong Kong Lu Shi Industry Group in Hong Kong in June 1996, and built a joint venture with
Meile Electronics Group in He Nan province in June 1997, naming it “TCL Meile Electronics
Co., Ltd.”. These TCL M&A moves received intensive academic discussion and media coverage
and were called “TCL M&A Model”.

In 1997, TCL Group set the strategy goal for its “second round of entrepreneurism” that by
2000, it will become a diversified and internationalized comprehensive conglomerate who produces
a serious of electronic communication products; and that the total annual sales amount to 15 bil-
lion yuan. In 1997, the total sales was 5.4 billion yuan. In order to realize its strategic goal, the
annual growth rate of sales should be over 40% . But in 1997, the growth rate was only 20% . It

seems that it is a hard task for TCL to realize its goal.

alysk

When TCL Group takes the first position in the national telephone market, it is not blindly
optimistic but takes the chance to march into large screen color TV industry. It has made a smart
move. Though there are many major risks in implementing this strategy, such as the already sat-
urated color TV market, fierce competition and deficient resources and technology, TCL select its
own target market through market segmentation. It makes sensible product positioning and
promptly launches products meeting market demand through integration of technologies and re-
sources. It becomes a black horse of the color TV market and builds a strong base for its “second
round of entrepreneurism”. TCL successfully adopts the expansion strategy in entering into the

color TV market.
uestions’ !
1. When making strategic transfer, how did TCL Group analyze the color TV market?

2. What risks did TCL Group have when it marched into the color TV market?

3. Why can we say that “TCL successfully adopts the expansion strategy in entering into the

color TV market”?
4. In adjusting its product structure, how did TCL take advantage of its strengths and avoid

its weaknesses?
1-1: TCL B #T1T e i3k N\ KR Bt

mﬁﬁmﬂﬂﬁm*@%%ﬁ%ﬁ%ﬁmoui?%%ﬂﬁ@%ﬂl%ﬁﬂkﬁﬂﬁ
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CASE 1-2:Why Enron Was Not Safe?

The Natural Gas Company of Houston is Enron Corp. s predecessor, whose operation was
very good, and had a very important position in Texas.

But in 1985, Enron’s former CEO Ken decided to merge Inter North who was stronger than
Enron, which took Enron into debt.

In the whole 1980s, Enron was gasping for breath due to those debts, and it was always at-
tempting to cut down debts by transferring some stock rights but failed. Later, Ken's right-hand
man Jeff invented the well-known Leverage expansion method, which solved Enron’s crisis and
took it on the way to aggressive expansion. In fact this method didn’t solve Enron’s debt prob-
lem at all, but Corp. s sharp expansion undoubtedly covered the debt problem. By 1992, with
Enron becoming a MNC, people seemed to have forgotten its debt problem. In that year, Enron
expanded its business to Europe, South America and Russia, then to India and China. It not only
did its old business — natural gas, it also expanded into electricity generation, pipeline and other
numerous fields, and thus started its story of expansion which was outwardly strong but inwardly
weak.

If it had operated those businesses well, Enron could still guarantee company’s sound devel-
opment. But these expansions didn’t produce any profit for Enron as it had claimed. Enron in-
vested $ 7.5 billion abroad successively, but the repayment was thin. Two most typical commer-
cial faulty strokes were: Dabhol hydropower station in India and Azurix water treatment project
in Britain.

The Dabhol project met many difficulties. Before it started to work, trouble came forth. As-
serting that it was not economically feasible, the World Bank refused to offer loan for this project
in 1993. As a result, Enron invested $ 1.2 billion by itself. Later, because India’s political par-
ties always changed, the project annulled again. Through negotiation of more than one year, it
could be resumed at last. Enron took pains to wait until the first aircrew of MW 740 generating
electricity by way of merging two or more grid systems when the only user, Kazakhstan Ma
thought that the charge was too high, and refused to pay the fees. This dispute was not solved
quickly, and Enron had to stop the operation of the hydropower station in 2001. For the same
reason, the second MW 1444 unit stopped work too in June 2001, when 90% of the project had
already been finished.

At the Azurix item, Enron’s loss was heavier. The company invested a huge sum of $2.8

billion dollars in 1998 in buying Britain Essex, a water treatment company. They hoped to use



8 Classic Management Cases

the company as the platform to manage water treatment, and named it as Azurix. After the
project stepped into the market in June 1999, it was often defeated in bids by the rivals who were
more experienced and skilled. Enron Corp. had to offer high price to compete for business. But
the only result of getting the orders in that way was that it would get economic losses. Even
worse, England reduced its water price at that moment, which influenced company’s income and
made the company’s stock price reduce sharply by 40% . Among the $ 1.01 billion loss that En-
ron Company announced in the third quarter of 1999, Azurix accounted for a large portion.

Enron took the similar blind actions at home. The project of broad band was an example. In
1997, Enron bought a small company — General Electronics of Portland and then announced that
it would build its own broad band all over the country and provide Internet service. Enron ac-
knowledged that it would take some time for the project to earn money, but it believed that that
field had a huge potential and, sooner or later, it would become pillar business just as the natural
gas business. So Enron invested $ 1 billion in building 180,000 miles long optical fiber network
and buying lots of servers and routers. But the fact proved that this item didn’ t bring any profits,
so the company made a tremendous mistake again.

Now people even began to doubt that its main business was not a profit machine as claimed
by Enron. Macro Robert, the analyst in Portland thought that there was evidence indicating that
Enron magnified price of electricity in long-run electricity selling contracts and made a false report
on income. The point of view seemed to be verified. Ubswarburg just bought Enron’s electric
power project at the price of net asset. If that was the best price that Enron was able to get, it
would be shown that Enron’s main business did not earn money.

Jim, the president of Kynikos Associates in New York, declared that during their investiga-
tion of the energy resources providers in the autumn of 2000, they found that Enron’s ROE was
obviously low and even if the company was at the summit of its power, its ROE was only 6% ,
while that of the similar companies was triple that percentage.

The failure of Enron was not an occasion. In fact its failure was embedded in its corporate
culture. The way in which Enron rewards outstanding performance was puzzling. When a manag-
er finished one trade, the company decided on the reward according to the forecast performance
instead of the real profit brought by the project. Namely, if the project forecast to bring 30%
ROE on the day of signing the agreement, Enron would give the manager bonus according to that
number.

One anonymous former vice chairman of the board said that this method often allured manag-
ers to make tricks on project planning to make it look profitable. The managers often made quick
decisions to get bonus. They felt that everything was well and didn’t care whether the project
would be profitable later.

The current accounting principle widely applied in the U.S. trading industry also helped the
contagion that Enron’s manager subscribed project contracts in haste. According to that princi-
ple, when the company subscribed a long-run contract, it could register the future income in the

books. If the real performance didn’t agree with the forecast, it would be treated as a loss.
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Enron’s problem didn’t exist for one day or two days. To our great pity, it didn’t raise the
awareness of people and media in Wall Street. Lai Ken, the former CEO of Enron hit the mark
with a single comment. It was because Enron always discussed the “new hotspot” and often creat-
ed new things to make investors and analysts interested in that made them look forward not back-
ward. Even if Andersen, JP Morgan and the friends from political circles didn’t deliberately give
Enron the chance to fake, Enron’s strategy of “looking forward” indeed made it difficult for peo-

ple to doubt about the real situation of the company.

Source: International Finance newspaper,2002-02-01

Houston Natural Gas Company, the predecessor of Enron, had ever been an influential com-
pany with good management in Texas. However it was not safe anymore and the Enron edifice
broke down suddenly. What lessons can we learn from that case?

First, the enterprise shouldn’t be eager for quick success and instant benefit and pursue
“great fortune overnight”. Enron’s pursuit of sudden huge profits made it become the sacrifice
lamb of technology bubble. During the later period of 1990s American economy grew strong. The
stock market rose steeply and many science and technology company developed quickly, which
made many enterprisers forget the rule of the normal development of an enterprise. They all
wanted to become the overlord of industry. But the huge technology bubble was dashed to the
ground. Not only did small and medium-sized companies break down, but also many large famous
companies broke down. Enron became the world’s biggest energy trader within 15 years, but it
created the biggest bankruptcy case in the American history within two months. Its success and
decline can be called “Internet speed”.

Second, there were too many mistakes in Enron’s decision making and it overdrew too much
credit, which led to the result that it failed the whole game when it failed in one spot. Enron and
Global Crossing are two models that anted in technology and became stars depending on “the fu-
ture”, so it is not difficult to understand their dramatic decline when meeting economic difficul-
ties.

Third, Enron didn’t obey the rule of business. It failed to forecast the “American economic
climate”, and lost anti-risk ability. So it was doomed to bankruptcy. Several years ago, American
economy ran well and Enron and Global Crossing were very popular among Wall Street investors.
At that time it seemed that even if they blundered, they would be safe. However, with the de-
cline of economy and slumping market demand, those companies had no hope to make profit. Not
only did creditors come to claim their money, but also millions of stockholders abandoned them

ruthlessly. It is a kick in their gallop when they wanted to get over the difficulty.

1. What are the main reasons for Enron bankruptcy?

2. What mistakes did Enron make in its important decisions?
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3. What negative aftereffects will be brought if the companies are eager for quick success and
instant benefit and pursue “great fortune overnight”?
4. Taking the case into account, please explain the main measures and strategies of enter-

prise expansion.
1-2: RARAMARLR"?
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