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ABSTRACT

Lenovo as a new star in the PC industry gained the leading position in just a few years. This
so admirable achievement, on the one hand dues to the rapid growth of IT industry and
favorable domestic political&economic environment, on the other hand more attributes to
company’s timely, successful business strategy and continuously improvement of its
competitiveness. However, in today’s worldwide unstable macro-environment, declining
industry trends, change requirements of technical bottlenecks and intensified competition in
the entire value chain, no any company can rest on its current achievement, neither Lenovo.
Therefore, in order to gain the future market and obtained sustainable development, Lenovo
must overcome a variety of difficulties, obstacles in the present and in the future, seize market
opportunities, and continuously improve their competitive advantages.

Based on the elaboration on theories and methods of strategic management, this diploma work
conducted lots of qualitative and quantitative analysis by using various research methods and
analytical tools, such as DEPEST, Porter's Five Force Model, Value Chain model, EFE
Matrix, IFE Matrix and Smile Curve to scan the internal and external environment that
Lenovo operates today. The aim is to dig out the favorable and unfavorable factors in the
external environment, the competitive advantages and disadvantages of Lenovo internal
resources and the gap between Lenovo and its mainly competitors. At last, strategic
alternatives are explored. The suggestions are constructed into three scenarios: 1. Innovation
on the whole value chain to gain sustainable competitiveness.2.Key markets penetration to
improve market position in U.S. & Europe, and prepare for increasingly demand on women
and new generation. 3. Concentric diversification to seize the opportunity of future

technology and industry trend in mobile, storage and cloud services.

Key Words: Lenovo Group, International business, Strategic Management Process,

Driving forces, Strategic choices.



ABSTRAKT

Spoloc¢nost’ Lenovo, ako nova hviezda v pocitacovom priemysle, nadobudla vedicu poziciu

uz v priebehu niekol’kych rokov. Na jednej strane je tento podivuhodny uspech vysledkom

prudkého narastu v oblasti informacnych technoldgii, ako aj priaznivého domaceho

politickéno a ekonomického prostredia. Na druhej strane, je to vd’aka viacerym atributom

aktualnosti danej spoloCnosti, uspesnej podnikatel'skej stratégii, ako aj nepretrzitému

zdokonal'ovaniu svojej konkurencieschopnosti. Napriek tomu, ziadna spolo¢nost sa

v dnesnom medzin&aodnom makro prostred ¥ pri zostupnom trende priemyselnych tendenci ¥
zmien poziadaviek technickych prekazok a ziskavaniu konkuren¢nych vyhod v hodnotovom

ret’azci, nesmie spoliehat’ na svoj aktualny uspech. Inak to nie je ani so spolo¢nostou Lenovo.

Préve preto, na dosiahnutie perspektwnosti na trhu a na docielenie vhodnéno rozvoja mus t
Lenovo prekondvat’ réznorodé uskalia a prekazky teraz iV buducnosti. Musi sa chopit’

potencialnej trhovej prilezitosti a postupne zdokonal'ovat’ vyhody konkurencieschopnosti.

Tato diplomovéa praca, zalozend na spracovani teorie a metdd strategického manazmentu sa

zaobera mnozstvom kvalitativnych a kvantitat ¥nych analyz s vyuzitim réznych vyskumnych

metd&l a analytickych technk ako s DEPEST, Porterov model piatich konkurenénych sil,

Model hodnotového retazca, EFE Matrix, IFE Matrix and Smile Curve na skumanie

interného a externého prostredia, v ktorom Lenovo funguje.

Cielom tejto prace je zdoraznit' priaznivé a nepriaznivé faktory v externom prostred ¥
kompetit ¥ne vyhody a nevyhody internych zdrojov spolo¢nosti Lenovo, ako aj rozdiel medzi

touto spolo¢nostou a jej hlavnymi konkurentmi. V neposlednom rade, pr&a sa zaobera
strategickymi alternat wvami. N&rhy su zostavené do troch scen&ov: 1.Inov&ia celéno

rebricka hodnot na ziskanie vhodnej konkurencieschopnosti. 2. KI'i¢ova trhova infiltracia na

zlepSenie pozicie trhu v Spojenych Stitoch Americkych a Eurdpe, pripravenie s na

poziadavky budutcnosti na zeny a nova generaciu. 3. SUstrednadiverzifik&ia na z vkanie

prilezitosti perspektwnej technol@ie apriemyselnych trendov aj v oblasti mobilnych

telef&nov a tloznych priestorov.

Kracové slova: spolocnost Lenovo, Medzinarodny obchod, Proces strategického

manazmentu, Hnacie sily, Strategické vol'by
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Introduction

In the wartime roaring with fire and guns, strategy determined the outcome of a battle, the
death of a military and the success or failure of the entire war. In the peacetime, business
world is also like a battlefield, in which the strategy affects the waste of a product, the rise
and fall of a business, even the survival of an enterprise. As Michael Porter, the tenured
professor at Harvard Business School once said: "The strategy is a key to success.” The
corporate resources, capabilities can be like an atomic bomb, playing its power only based
on the future competitive strategies of enterprises. Due to the high importance of the
strategies of corporate, strategies are usually derived by the top executives of the company
and presented to the board of directors in order to ensure it is parallel with the expectations
of stakeholders of the company. Also the high importance is the implications of the
selected strategy, which is illustrated through achieving high levels of strategic alignment
and consistency, both relative to the external and internal environment. In this way, a good
strategy enables the company to maximize internal efficiency while capturing the highest
potential of opportunities in the external environment. The aim of this diploma work is
thus to shed more light on the influence of context, including the internal resources, the
industrial context, and the role of external social interaction in strategic making.

To introduce the research topic and the underlying theoretical concepts, the introduction
starts with background and challenges that the corporate is facing in the process of strategy

making in the international context.

Globalization and Competition

Today, globalization as a political, economic, social, and technological force appears
everywhere and unstoppable. The ever-faster flow of information across the globe has
made people easily to know about the tastes, preferences, and lifestyles of citizens in any
other countries. Also we are fully enjoying the benefits of the process of globalization. We
drink Coca-Cola and Nescafe, eat McDonald’s hamburgers and Japanese Sushi, wear Zara
clothes and Nike sneakers, drive BMWs and Toyotas, work with an HP or Lenovo
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computer, communicate with an Apple or Samsung mobile phones. Therefore, to a certain
extent we are all becoming—at varying speeds and at least in economic terms—global
citizens. The traces of globalization appear in everywhere in our lives. In other words, this
is also equal true from the business perspective, where the companies take great
opportunities along with the deepening of globalization. The shrinking of business distance
makes it much easier to access markets in far flung parts of the world. Fast Internet
connection developed by companies enables the shrinking of communication time bringing
together buyers and sellers on opposite sides of the globe within seconds. Global marketing
and advertising enables the development of global brands and the communication of global
messages .The world has provided such an opportunity to sell as many goods to as many
people everywhere. There are no longer defined in political or geographic terms in market
boundaries for companies.

However, international competition increases intensively as a result of the globalization
process. On the one hand, just as the globalization of customers compels companies to
consider globalizing their business model, the globalization of one or more major
competitors also force companies constantly improve and innovate their business strategy
to create sustainable competitiveness. A competitor who globalizes early may have a
first-mover advantage in emerging markets, greater opportunity to create economies of
scale and scope, as well as an ability to cross-subsidize competitive battles, thereby posing
a greater threat in the home market. On the other hand, the global competition stimulates
the industrial globalization and monopoly. Through overseas factories and decentralized
production, the division or transfer of the whole industry between countries prevailed in
the past decade is replaced by the sets of value chain segmentation and effective
combination between countries .Thus, modern production division is no longer integrated
at the national level division , but deepened to the specialization level in sections and
enterprises. This division of labor is between different countries, forming a system of
international production networks. Therefore, the enterprise's different departments,
factories, workshops, even steps, processes and so on are organized on an international
scale. For example, the Boeing 747 has 4 million parts, distributed in 65 countries

co-produced by the 1500 large enterprises and more than 15,000 middle&small businesses.
2



Such an industrial structure and morphology associated not only change the traditional
pattern of international division of labor, bring the great challenge to the traditional model
of industrial development and competition, but also form the oligopoly. Thus,
multinationals continue to expend to new markets to maximize the reduction of costs and
enhance the competitiveness on the global market.Merger and acquisition (M&A) has
become more and more popularity in the selection of international corporate strategies.
According to 2013 Fortune 500 report published in American magazine "Fortune”, the
output value of the global top 500 enterprises has accounted for 45% of world output, their
internal and inter-trade accounts for over 60% of the total, their investment has accounted
for 90% of total FDI. Their turnover in last year was up to $ 12.696 trillion which is twice
of the world's middle-income countries' domestic revenue.* Multinational companies have
become one the most active actors in the world's economy, and one of the main organizers

in the world economic activities.

Challenges in managing strategy successfully in Globalization

Foreign capital, cheaper labor and increased resources have prompted more companies to
focus on globalization. However, formulating and implementing an international strategy
can be one of the most complex and significant issues that any firm can undertake. The
worldwide competition, global information system, the quality service revolution and the
global organizational environment, all these are forcing management to totally rethink their
approach to both operation and human resources, which requires the new organizations
must be more responsible to both their internal and external environments. Thus, the
strategy is no longer merely a static analysis of the problem, but a dynamic, constantly
evolving demand for value creation, which becomes a dynamic tool guiding long-term
development of companies. As W. Chan Kim and René Mauborgne, the author of the
book “Blue Ocean Strategy” presents, Value Innovation is the cornerstone of Blue Ocean
Strategy. Value Innovation challenges the traditional competition-based strategies,

encourage companies to integrate innovation, effectiveness, price and cost as a whole; Not

' Global Fortune 500 List. Available
at:<http://www.fortunechina.com/fortune500/c/2013-07/08/2013G500.htm>



only catches up with rivals according to existing industry best practices, but also changes
the industry landscape frame and reconfigure the rules of the game; Not only targets the
existing market at "high” or "low end" customers, but also looks into the mass potential
demand of the buyer; Not only blindly pursues market segments to meet customer
preferences, but also combines market segments and integrate requirements.? Therefore,
how to break the routine in international competition, and actively respond to changes and
challenges, grasp opportunities, continuously create and re-create the value for the
corporate existence and development become the most important mission and tough topic

for all the CEOs while making the corporate and business strategy in the world.

2 W. Chan Kim and René Mauborgne .2005.Blue Ocean Strategy. 1 Edition .Beijing, China,

Commercial Press ,2005,p14-21.1SBN 7-100-04452-9


http://en.wikipedia.org/wiki/W._Chan_Kim
http://en.wikipedia.org/w/index.php?title=Ren%C3%A9e_Mauborgne&action=edit&redlink=1

1 Overview of literature and theoretical background
1.1 The nature of strategy

1.1.1 What is strategy?

Strategy is a term that can be traced back to the ancient Greek “Strategos”, which
means “General” , used to mean a chief magistrate or military commander-in-chief.?
The generalized explanation of strategy refers to “a plan of action designed to achieve a
long-term or overall aim.” From the original military perspective, the strategy refers to
the planning and command in overall view of the war that is based on the military, politics ,
economy , geography and other factors of each sides, and complied with the laws of war ,
taking into account all aspects of the war to formulate the guidelines , policies and methods
for the war . After these concepts of military strategy, strategy was applied to the enterprise
which has become the guidance and method directing enterprises to determine the business
objectives, critical resource allocation, organization of various activities according to the
operating environment and their own strength.

In the area of business management, there is no unified definition of strategy. Different
scholars and managers define strategy with different meanings. Early in 1947, Scholar John
von Neumann and Oskar Morgenstern defined strategy in the book “Theory of games and
economic behaviour” as a series of actions by a firm that are decided on according to the
particular situation®. Later in 1962, American management expert Alfred E.Chandler
published the book "Strategy and Structure", which firstly applies “strategy-the military
term” in the company’s management that opened the start of company's strategy. In the
book, Chandler defined a corporate strategy is the determinant of the basic long-term goals

of an enterprise, and the adoption of courses of action and the allocation of resources

% Rich Horwath.2006. The origin of strategy .Published by The Strategic Thinking Institute.
2006.Page.1 Available at:< http://www.strategyskills.com/Articles_Samples/origin_strategy.pdf>

* Oxford Dictionaries. Available at:<
http://www.oxforddictionaries.com/definition/english/strategy>

> John von Neumann and Oskar Morgenstern.1953.Theory of games and economic behavior, Third
Edition. Printed in the United States of America by Princeton University

Press.1953.page.79-84.Available at:< https://archive.org/details/theoryofgamesand030098mbp>
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necessary for carrying out these goals.® H.igor Ansoff (1918-2002) who is well known as
the pioneer and father of Strategic Management defined that strategy is a rule for making
decisions determined by product/market scope, growth vector, competitive advantage, and
synergy, which is simply said that strategy is to make the company "adapt" to their
environment.” All these definitions are the classical interpretation that recognized strategy
as a rationally intended package of measures in order to achieve long-term goals. In 1998,
Professor Mintzberg of McGill University in Canada developed the definition of strategy
in a much broader spectrum. He did not offer one single definition of strategy, but argued

that strategy “requires a number of definitions, five in particular®

, Which defined strategy
as a Plan, a ploy, a pattern, a position and a perspective. These five interrelated definitions
help executives and researchers to better understand the facets of the term strategy from
different perspectives. From the perspective of future development of enterprises, a
strategic plan is a carefully crafted set of steps that a firm intends to follow to be successful.
A strategic ploy is a specific move designed to outwit or trick competitors which involves
using creativity to enhance success; From the perspective of past development process of
the business, strategy is manifested as a pattern, which emphasizes that strategy is the
consistency in behaviour over time, whether or not intended. Therefore, strategy can be
divided into two Kkinds- intended strategy and emergent strategy. Compared with intended
strategy, emergent strategy results from coincidental behaviour and can only be realized
ex-post, as “patterns in streams of actions, not decisions™®; From the point of view of
industrial level , strategy is expressed as a position that an organization places in the

industry relative to its competitors; And from the corporate-level perspective, strategy

reflects the values of the corporate strategic decision makers (Perspective) and how

® Alfred E.Chandler.2003.Strategy and structure: Chapters in the history of American industrial
enterprise, Washington, D.C. Reprinted by Beard Books.2003.page.13.ISBN
1-58798-198-X.Available at:<
http://books.google.sk/books?id=mKfjhPZTkB8C&printsec=frontcover&source=ghs_ge_summa
ry_r&cad=0#v=onepage&q&f=false >

” H.lgor Ansoff Corporate strategy.1965.Available at:<
http://wiki.mbalib.com/wiki/%E5%AE%89%E7%BB%8D%E5%A4%AB >

8 Article The strategy concept I:Five Ps for Strategy. In California Management Review. Fall
1987.ABI/INFORM lobal published Page 11.

’ H.Mintzberg and J.A. Waters Of strategies, Deliberate and Emergent 1985,Published in Strategic

Management Journal. page.257
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executives interpret the competitive landscape around them.

According to all these definitions of strategy, we can find out the characteristics of

corporate business strategy as followed:

1. Strategy is the long term direction of an organisation;

2. Strategy aims to gain advantage over competitors;

3. Strategy lists the scope of an organizations activities, which will affect operational
decision and require an integrated approach both inside and outside the organization;

4. Strategy builds on resources and competences(capabilities);

5. Strategy addresses changes in the business environment, which is likely to be complex
in nature and involves considerable changes;

6. Strategy expresses the values and expectations of the corporate stakeholders;

1.1.2 The comprehensive strategic-management model

Strategic management can be defined as the art and science of formulating, implementing,
and evaluating cross-functional decisions that enable an organization to achieve its
objectives™.Therefore it is a systematic approach to identify and make the necessary
changes to achieve organizational success and to measure the organization’s performance
as it moves toward its vision. According to this definition, The strategic-management
process can be best studied and applied using Fred R.David ’s “The comprehensive
strategic-management model ”, which includes 7 steps: (1)Develop vision and mission
statement; (2)Perform external and internal audit; (3)Establish Long-term objectives; (4)
Generate, evaluate and select strategies; (5)Implement strategies on solving management
issues; (6)Implement strategies on managing marketing, finance, accounting, R&D, and

MIS issues; (7)Measure and evaluate performance.

' Fred R.David 2009 Strategic Management Concepts and Cases Thirteen Edition. New Jersey.
Pearson Education,Inc.2009. Page 6. ISBN 13:978-0-13-612098-8



Figure 1.1.2.1 A Comprehensive Strategic-Management Model
v ! v v v
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Source: Fred R.David 2009 Strategic Management Concepts and Cases Thirteen Edition. New
Jersey. Pearson Education,Inc.2009. Page 6. ISBN 13:978-0-13-612098-8

This model does not guarantee success, but it does represent a clear and practical approach
for formulating, implementing, and evaluating strategies. And it helps to answer the critical
questions that the MNEs’ usually faced, typically like where are we now? Where do we
want to go? And how are we going to get there? Therefore, the answers to these questions
require using the dynamic and continuous thinking to identify the changes in any one of
the major components in the model. And the activities should be also performed on a

continual basis, not just at the end of the year or semiannually.

1.2 Levels of strategy

Strategies exist at a number of levels in an organisation. Generally, in the large and
medium-sized enterprises, strategy can be divided into three major levels: corporate-level
strategy, business-level strategy and functional-level strategy.

Corporate-level strategy defines the scope of the firm in terms of industries and markets in

which it competes. In other words, Corporate strategy answers the fundamental question :
WHICH IINDUSTRIES SHOULD WE BE IN ?Therefore, the corporate strategy is

heavily influenced by investors and acts to guide strategic decision-making throughout the



business. The decisions include investment in diversification, vertical integration,
acquisitions, and new ventures; the allocation of resources between the different businesses
of the firm; and divestments.

Business-level strategy defines the way a firm creates customer value compared to its

competitors within a particular industry or market. Thus, it implies strategic decision about
choice of products, meeting needs of customers, gaining advantage over competitors,
creating or exploiting new business opportunities.

Functional-level strategy are the elaboration and implementation of business strategies

through individual functions such as production, R&D, marketing, human resources and
finance. They are primarily the responsibility of the functional departments. The
functional-level strategy supports the business strategy and competitive approach, in the
mean while creates a managerial roadmap for achieving functional area performance

objectives.

1.3 Formulating business strategy

The strategic management starts from formulating process,also known as the strategic
plan,which helps the company to identify the keys to sucess,the facts of failures and the

objectives of what do we want to become.

1.3.1 Develop vision,mission,goals

“Good business leaders create a vision, articulate the vision, passionately own the vision,
and relentlessly drive it to completion.”
- Jack Welch, Former CEO of General Electric
Many skills and abilities separate effective strategic leaders like Jack Welch from poor
strategic leaders. One of them is the ability to inspire employees to work hard to improve
their organization’s performance.As the quote from Jack Welch suggests, a vision is one
key tool available to executives to inspire the people in an organization through clearly
describing what the organization hopes to become in the future.Effective strategic leaders

are able to convince employees to embrace lofty ambitions and move the organization



forward.

While a vision looks to the future, a mission is another important tool that captures the key
elements of the organization’s past and present through disclosing an organization’s
identity and provide answers to the fundamental question “Who are we?” A mission
statement explain to stakeholders why they should support the organization by making
clear what important role or purpose the organization plays in society.

An organization’s vision and mission offer a broad, overall sense of the organization’s
direction. To work toward achieving these overall aspirations, organizations also need to
create goals—narrower aims that should provide clear and tangible guidance to employees
as they perform their work on a daily basis. The most effective goals are those that are
specific, measurable, aggressive, realistic, and time-bound,which is known as SMART
rule.

Aclearly well-stated vision,mission and goals ensure unanimity of purpose within the
organization,establish a general tone or organizational climate,provide a basis for
allocating organizational resources, facilitate the translation of objectives into the work

structures.

1.3.2 Perform external and internal Analysis

Any business survives and develops in a certain environment. Developments and changes
in the environment provide both the opportunities and threats to the enterprise's survival
and development. Therefore, the starting point for the strategies’ formulating of the
company is the analysis of its strategic environment. The so-called strategic environment is
the sum of the business-related internal factors and external factors, which is showed in the
followed graph-the layers of business environment (Figure 1.3.2.1). External factors
include the outside three layers of macro-environment, industry business environment and
markets & competitors. Among of them, the competition conditions are the most
immediate and critical element that impact the business development and strategic decision
making. Internal factors include the company's resources and capabilities inside the
organization that showed as the central layer determines the company’s competency and

competitive position. The purpose of the analysis is to identify the strategic environment
10



that allows businesses to benefit from the limited opportunities and/or advantages and
threats and/or disadvantages enterprises should be avoided.

Figurel. 3.2.1  Layers of business environment

e .mad.:rl:!-en'h'lr(;qr;,.-,.,enr
\“dus‘l'? (or sech.q
oompeti%

The

Organisation

\Mar_kets/

Source: Gerry Johnson, Kevan Scholes, Richard Whittington 2005 Exploring Corporate Strategy
Seventh Edition New Jersey. Pearson Education,Inc.2005. Page 101. ISBN 13:0-273-68734-4

External Analysis

® Macro-Environment Analysis

Macro-environment refers to those factors that have strategic impact on the development of
enterprises. These environmental factors include political and legal environment, economic
environment, social and cultural environment, technological environment, natural
environment. These factors on the one hand have a certain degree of variability and are not
controllable, on the other hand, they also have a certain regularity. Therefore, only when
enterprises can comprehensively, accurately, timely obtain and analyze these factors, then,
it can develop the correct and effective business strategy.

The method of analyzing macro environment for enterprise is called PEST (Political,
Economic, Social and Technological analysis) analysis. It describes a framework of
macro-environmental factors used in the environmental scanning component of strategic
management. The model has recently been further extended to DEPEST, adding
Environmental and Demographic factors.**

Political factors are basically to what degree the government intervenes in the economy.

! http://en.wikipedia.org/wiki/PEST _analysis
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Specifically, political factors include areas such as tax policy, labor law, environmental law,
trade restrictions, tariffs, and political stability.

Economic factors include economic growth, interest rates, exchange rates and the inflation
rate. These factors have major impacts on how businesses operate and make decisions.
Social factors include the cultural aspects and include health consciousness, population
growth rate, age distribution, career attitudes and emphasis on safety. Trends in social
factors affect the demand for a company's products and how that company operates.
Technological factors include technological aspects such as R&D activity, automation,
technology incentives and the rate of technological change. They can determine barriers to
entry, minimum efficient production level and influence outsourcing decisions.
Furthermore, technological shifts can affect costs, quality, and lead to innovation.
Environmental factors include ecological and environmental aspects such as weather,
climate, and climate change, which may especially affect industries such as tourism,
farming, and insurance. Furthermore, growing awareness of the potential impacts of
climate change is affecting how companies operate and the products they offer, both
creating new markets and diminishing or destroying existing ones.

Demographic factors include gender, age, knowledge of languages, disabilities, mobility,
home ownership, employment status, religious belief or practice and income level.

The outcome of DEPEST is an understanding of the overall picture surrounding the
company. By using this strategic tool the company can understand market growth or

decline, business position, potential and direction for operations.

® Industry Analysis
Companies compete within industries,meaning that industries are the main competitive

areas of a company’s business activities.To formulate effective strategies,managers must
understand their industries well,such like the driving forces of the industry,the economic
charateristics,the competitions and the custormers, buisness partners. Porter’s Five-Forces
Model of competitive analysis is one of the most popular techniques that help a
multinational manager understand the major forces in the industry and the degree of the

industry’s attractiveness.
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Industry competitive analysis-Five forces model
According to Porter’s view, the nature of competitiveness in a given industry can be

viewed as a composite of five forces(Figure 1.3.2.2):(1) Rivalry among competing firms;(2)
Potential new entrants; (3)Threat of substitute products;(4)Bargaining power of suppliers;
(5)Bargaining power of consumers.

Figure 1. 3.2.2 Porter’s five forces model
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The interaction and mutual restraint between these five competitive forces form the the
industry’s competitive structure, determine the intensity of competition in the industry and
the ultimate profit potential. By analyzing the competitive structure of the industry, we can
understand the competitive position, competitive advantages and disadvantages of the
enterprises in the industry which become the basis of developing strategies to overcome all
kinds of competitive forces. For example, by deeply analyzing the major competitors and
intensity of competitive rivalry, the firm can carry out retaliatory countermoves to gain
competitive advantage, such as lowering prices, enhancing quality, adding features,
providing services, extending warranties, and increasing advertising. By analyzing the
threats of potential entrants, enterprises can better understand the characteristics of the
industry, product differentiation, resource conditions and sales channels. Analyzing the
threats of substitute products encourage enterprises to pursue continuous product
innovation, quality improvement, cost control and high quality customer-oriented services.
Analysis of bargaining power of suppliers set the foundation for selecting quality suppliers,

establishing a good partnership, obtaining the advantages of resources allocation. Through
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the analysis of consumer information, purchasing power, consumption characteristics and
important level facilitate enterprise to develop accurate and efficient marketing strategies

according to the characteristics of different customers and customer segments.

Internal Analysis

External environment brings some opportunities and threats, with forming the outside
condition of enterprise’s present status and influencing the enterprise’s future development.
In the meanwhile, internal environment is the significant conditions that company's
internal strengths and weaknesses lies. Enterprise's internal environment consists of three
parts, organizational structure, culture and resources which involves marketing, finance,
production operations, research and development and other functional areas. The main
purpose of the internal environment analysis is to analyze all these factors, summarize a
number of key strategic elements that would influence the future development of enterprise,
namely the advantages and disadvantages of the enterprise.

One of the classical internal elements assessment approach is “Value Chain” analysis
(Figure 1.3.2.3), which was designed by Michael Porter in 1985 as a systematic way to
examine how competitive advantage develops and to identify where value is added in an
organization. According to Michael Porter, “value chain” represents all the activities that a
firm uses to “design, produce, market, deliver and support its product”.*?> Thus, he divided
value chain into two layers activities: Inbound Logistics, Operations, Outbound Logistics,
Marketing and Sales and Service are categorized as primary activities. Procurement,
Human Resource management, Technological Development and Infrastructure are the
secondary activities. Through value chain analysis, the firm can examine its costs and
performance in each value-creating activity and look for ways to improve it. Also by
estimate its competitors’ costs and performances as benchmarks against its own data
examined over time, value chain analysis can enable a firm to better identify its own

strengths and weaknesses.

12 Porter, Michael E. 1985.Competitive Advantage: Creating and Sustaining Superior Performance,

New York.: Simon and Schuster. Retrieved 9 September 2013.page.11-15
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Figurel. 3.2.3: The value chain within an organisation
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Source: Porter, Michael E. 1985.Competitive Advantage: Creating and Sustaining Superior
Performance, New York.: Simon and Schuster. Retrieved 9 September 2013.page.11-15

1.3.3  Strategy making according to SWOT analysis

Except the external and internal audit, SWOT Matrix (Figure 1.3.3.1) is the most common
tool for a company situation analysis for identifying the strengths, weaknesses,
opportunities and threats of an organization. The method of SWOT analysis is to take the
information from an environmental analysis and separate it into internal (strengths and
weaknesses) and external issues (opportunities and threats).

Strengths are distinctive capabilities, resources, skills or other advantages of an
organization relative to its competitors. Weaknesses are any competitive disadvantages of a
company relative to its competitors. Opportunities are favorable conditions in a firm’s
environments. Threats are the unfavorable conditions that come from any changes
challenging a company’s position in its industry. Once SWOT analysis is completed, it
determines what may assist the firm in accomplishing its objectives, and what obstacles

must be overcome or minimized to achieve desired results.
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Figure 1.3.3.1 SWOT Matrix
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1.4 Strategic alternatives and strategic choice

After performing the external and internal analysis with identifying the
strengths,weaknesses,opportunities and threats that the enterprise faces,the management

starts to create the strategic alternatives and select the best one as the final choice.

1.4.1 Business-level strategy:Gerneric business strategy

From the business level stand point,there are several generic approaches to the business
strategies which were proved to be suitable and validity in majority of cases.First is
Porter’s generic competitive strategies that company could use to gain competitive
advantages.These are: ‘overall cost leadership’, ‘differentiation” and ‘focus’. The cost
leadership strategy advocates gaining competitive advantage due to the lowest cost of
production of a product or service. Lowest cost need not mean lowest price. Costs are
removed from every link of the value chain- including production, marketing, and
wastages and so on. The product could still be priced at competitive parity (same prices as
others), but because of the lower cost of production, the company would be able to sustain
itself even through lean times and invest more into the business all throughout. The
'differentiation’ strategy involves creation of differentiated products for different segments.

A variety of products, each branded and promoted differently with levels of function,

16



allows a company to 'desensitize’ prices, and on the basis of being different, charge
premium or higher prices. This strategy also provides a hedge against different markets and
product life cycles, allowing cash flow to come in even if a few products decline, while
others grow or mature. The 'focus' strategy involves focusing on a narrow, defined segment
of the market, also called a 'niche’ segment. A company in a niche market has customers
who understand, appreciate and can pay a premium for their indulgence. Competitive
advantage — either by cost or differentiation- is created specially for the niche. But the
risks are that the niche may not grow, or it may disappear with time and change.

Strategy Clock (Figure 1.4.1.1) is another model used in marketing to analyse the
competitive position of a company in comparison to the offerings of competitors that was
developed by Cliff Bowman and David Faulkner as an elaboration of the three Porter
generic strategies. The diagram allows businesses to travel eight directions in an effort to
determine what they offer to customers. This includes:

Position 1:No frills (low price/low added value).lt is focussed on a price-sensitive market
segment. Such products tend to be commodity-like, and customers do not value differences
in the offerings from different suppliers. Price is the key competitive issue.

Position 2:Low price.Companies competing in this category are the low cost leaders. They
drive prices down to bare minimums, and balance very low margins with very high
volume.

Position 3: Hybrid (moderate price/moderate differentiation).This strategy seeks to
simultaneously achieve differentiation, and a price lower than that of competitors. Position
4:Differentiation.This strategy aims to achieve competitive advantage by offering better
products/services at the same price or by enhancing margins with slightly higher pricing.
Position 5:Focused differentiation.This strategy seeks to provide high perceived benefits,
justifying a substantial price premium, usually to a niche market.

Position 6:Increased price/standard value — a failure strategy.It will get higher margins if
competitors do not follow ,however it has very high risk of losing market share.

Position 7:Increased price/low value — a failure strategy.lt is only feasible in a monopoly
situation.

Position 8:Low value/standard price — a failure strategy.It will result in ultimate loss of
17



market share.

Figure 1.4.1.1 The strategy clock: competitive strategy options
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Source: Gerry Johnson, Kevan Scholes, Richard Whittington 2005 Exploring Corporate Strategy
Seventh Edition New Jersey. Pearson Education,Inc.2005. Page 280. ISBN 13:0-273-68734-4

Except Porter’s Generic Competitive Strategy,Strategy Clock,there are also some modles
that can be used in the strategic alternatives in business level.Such like Hall’s
competitiveness model,Minzberg’s strategy typology,Nelson’s strategy typology, which
covers the integration strategies(Upward/Downward integration), differenciation
strategies,low cost strategies, product/market penetration strategies, defensive/offensive

strategies and so on.

1.4.2 Corporate-levelstrategy:Growth strategy

From the corporate level stand point, as business-level strategy concerns with how value
might be created as business units interact with customers in their markets,the
corporate-level strategy deals with the issues arising from cross-market operation that
management faces in the MNEs.Therefore, Corporate-level strategy concerns: The scope of
the markets and industries the firm competes in;How the firm manages their portfolio of
businesses;Mode of entry into new businesses;Acquisitions/merger, joint venture/strategic
alliance;Level and type of diversification;Capturing synergies between business
units;Allocating corporate resources.

There are three kinds of corporate level strategies,that the management of MNEs should
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take into accout according the exact situation of the firms.

® \/ertical Integration Strategies

It allows firm to gain control over distributors, suppliers, and/or competitors.It includes
forward integration strategy,backward integration strategy and horizontal integration
strategy.’* Forward integration involves gaining ownership or increased control over
distributors or retailers. An effective means of implementing forward integration is
franchising. Backward integration is a strategy of seeking ownership or increased control
of a firm’s suppliers.This strategy can be especially appropriate when a firm’s current
suppliers are unreliable,too costly, or cannot meet the firm’s needs. Horizontal integration
refers to a strategy of seeking ownership or increased control over a firm’s competitors.
One of the most significant trends in strategic management today is the increased use of
horizontal integration as a growth strategy. Mergers, acquisitions,and takeovers among
competitors allow for increased economies of scale and enhanced transfer of resources and

competencies.

® Diversification Strategies

Diversification strategies include related and unrelated diversification two types.
Businesses are said to be related when their value chains posses competitively valuable
cross-business strategic fits; businesses are said to be unrelated when their value chains are
so dissimilar that no competitively valuable cross-business relationships exist.**Most
companies favor related diversification strategies in order to capitalize on synergies,such as
transferring competitively valuable expertise, technological know-how, or other
capabilities from one business to another; Combining the related activities of separate
businesses into a single operation to achieve lower costs;Exploiting common use of a
well-known brand name; Cross-business collaboration to create competitively valuable

resource strengths and capabilities.

 Fred R.David 2009 Strategic Management Concepts and Cases Thirteen Edition. New Jersey.
Pearson Education,Inc.2009. Page 139-141. ISBN 13:978-0-13-612098-8
4 Arthur Thompson Jr., A. J. Strickland 111, and John Gamble. 2005.Crafting and Executing
Strategy: Text and Readings .14 Edition.New York: McGraw-Hill/lrwin, 2005.page 241.
ISBN:0072884444
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® Portfolio Strategies

Portfolio strategies resovle how should managers make decisions about which businesses,
markets or geographies to invest in and which to avoid, harvest or sell?and how could
make a portfolio grow in value?A number of tools have been developed to help managers
choose what business units to have in a portfolio.For instance, The growth share (or BCG)
matrix,Parenting matrix,GE matrix,Product life cycle matrix.Each tool gives more or less
focus on one of three criteria:(1) the balance of the portfolio, e.g. in relation to its markets
and the needs of the corporation;(2) the attractiveness (profitability) of the business units in
the portfolio;(3) the degree of ‘fit’ that the business units have with each other in terms of
potential synergies or the extent to which the corporate parent will be good at looking after

them.®

1.4.3 Strategic Selection and Strategic Choice

Why some strategies might succeed better than others?Which strategy should be selected
to guarantee the sucess?How to make the final strategic choice?There are three main
success criteria which strategic options can be judged'®.First is suitability that is concerned
with whether a strategy addresses the circumstances in which an organisation is
operating.Second is acceptability that is concerned with the expected performance
outcomes (such as the return or risk) of a strategy and the extent to which these would be
in line with the expectations of stakeholders.Third is feasibility. It is concerned with
whether a strategy could be made to work in practice. Therefore,the strategy which has
gone ghrough all those processes of logical, analytical,rational,formal planning and
evaluation, as well as best meets these criterias and is most likely to achieve the specified
objectives is then chosen.Except that,the strategy making managers also use some
techniques such like Sensitivity analysis,Scenario playing, Option theory, Game theory,

Strategy workshops to evaluate on the risks,imagin the uncertain future,against potentially

> Gerry Johnson, Kevan Scholes, Richard Whittington 2005 Exploring Corporate Strategy
Seventh Edition New Jersey. Pearson Education,Inc.2005. Page 351-352. ISBN
13:0-273-68734-4

1 Gerry Johnson, Kevan Scholes, Richard Whittington 2005 Exploring Corporate Strategy

Seventh Edition New Jersey. Pearson Education,Inc.2005. Page 394. ISBN 13:0-273-68734-4
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challenging of the competitors’ strategy. Also,behavioral,cultural, and political aspects of

strategy generation and selection are always important to consider and manage.

1.5 International diversity and international strategy

1.5.1 Motives for international diversity

As we have disscussed at the beginning,driven by the development of economic and
technology,the geographic segmentation has not been able to hinder the pace of
globalization. Today, it is increasingly importance of multinational operations in the
strategic management of large companies.Forced by the global competition,more and more
companies go intermational at the attempt of lowering cost,accessing to new markets,
obtaining new  customers,diversifying business risks,exploiting  strategic
capabilities,accessing&developing resources,developing know-how and stabiling earnings
across markets. Therefore, internationlization has become the most common approach that

the companies used to gain competitive position in the world market.

1.5.2 Market selection and entry mode

The process of market entry requires an organisation to select attractive and profitable
national markets and to identify the appropriate entry mode. The selection of national
markets involves considerations at the macro level and in terms of competitive and market
conditions already discussed. Some factors that require particular attention in comparing
the attractiveness of national markets,for instance,macro-economic conditions reflected in
indicators such as the GDP,CPI(Consumer Price Index),PPI(Producer Price Index),political
and legal environment(favored or unfavored policies,laws),infrastructure of national
markets (existing transport and communication infrastructure; tariff and non-tariff barriers
to trade), the similarity of cultural norms and social structures.

Once a particular national market has been selected for entry, an organisation needs to
choose which, if any, value-adding activities are to be located in that market. Entry modes

differ in the degree of resource commitment to a particular market and the extent to which
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an organisation is operationally involved in a particular location. The key entry mode types
are: exporting, contractual arrangement through licensing and franchising, joint ventures,
strategic alliances,merger and acquisition.

(1) Exporting is the easiest and cheapest participation strategy,although it may not always
be most profitable.And it is most common way to begin to internationalization or to test
new markets due to its advantage of no operational facilities needed in the host country.In
the meanwhile the company can get the economies of scale through exploiting in the new
market.However the exporting incurs transportation costs,expose to import duties,does not
allow the firm to benefit from the location advantages of the host nation,and the company
has limits opportunities to gain knowledge of local market and competitors,thus can not

respond quickly to the local customer demands.

(2) Licensing and Franchising are often appealing business models for a company
looking to expand. In a franchising model, the franchisee uses another firm's successful
business model and brand name to operate an independent branch of the company.
The franchiser maintains a considerable degree of control over the operations and
processes used by the franchisee, but also helps with things like branding and marketing
support that aid the franchise. Under a licensing model, a company sells licenses to
other (typically smaller) companies to use intellectual property (IP), brand, design or
business programs. These licenses are usually non-exclusive, which means they can be
sold to multiple competing companies serving the same market. In this arrangement, the
licensing company may exercise control over how its IP is used but does not control the
business operations of the licensee.The advantages of licensing and franchasing are that
there is a contractually agreed income that can be guaranteed,as well as a limited
economic and financial exposure.However,they also have the disadvantage of limited
benefits from the locational advantages of host nation.And it may lose control and create

a new competitor to a certain extent.

(3) Joint Venture & Strategic Alliance allow companies with complementary skills to
benefit from one another's strengths. They are common in technology, manufacturing and

commercial real estate development, and whenever a company wants to expand its sales or
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operations into a foreign country. In a joint venture, the companies start and invest in a
new company that's jointly owned by both of the parent companies. A strategic alliance is
a legal agreement between two or more companies to share access to their technology,
trademarks or other assets and it does not create a new company.

Because Joint Venture and Strategic Alliance are fast and flexible ways to gain
complementary resources,they are increasingly among the most popular strategies that
companies use to develop new product and expand into new geographic
areas.However,Joint Venture and Strategic Alliance are inherently unstable and many will
fail due to select the wrong partner,can not trust and provide attitudinal commitment’ that
both sides are willing to dedicate resources and effort and to face risks to make the things
work,or due to limited ability to integrate and coordinate in integrating the
culture,processes and other operations in cross national boundaries.

(4) Foreign Direct Investment means that a multimational company owns,in part or in
whole,an operation in another country.Unlike the international Joint Venture,a new firm is
not created by parent companies. FDI reflects the highest stage of
internationalization.There are two type of FDlone is Merger and
Acquisitions(M&As),another is Greenfields investment. Merger& Aquisitions have been
playing a very important and active role in the external growth of a number of leading
company a world over.According to the World Investment Report,cross-border M&As are
a major driving force affecting FDI,which rose 53 per cent in 2011.* M&As deal with the
buying, selling, dividing and combining of different companies and similar entities that can
help an enterprise grow rapidly in its sector or location of origin, or a new field or new
location, without creating a subsidiary, other child entity or using a joint
venture.’®A merger occurs when two organizations of about equal size unite to form one
enterprise. An acquisition occurs when a large organization purchases (acquires) a smaller

firm, or vice versa. Greenfiled investment happens while a parent company starts a new

" K. Praveen Parboteeah,.John Brooks Cullen.2010. Strategic International Management.5
Edition South-Western Cengage Learning, 2010. Page 250.ISBN: 053845296X, 9780538452960
8 UNCTAD, based on UNCTAD cross-border M&A database and information from Financial
Times Ltd, FDI Markets .Available at:<www.fDimarkets.com>.
¥ http://en.wikipedia.org/wiki/Mergers_and_acquisitions
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venture in a foreign country by constructing new operational facilities from the ground up.
In addition to building new facilities, most parent companies also create new long-term
jobs in the foreign country by hiring new employees.FDI has the advantages of full control
of resources and capabilities,rapid entry in the new market,lowering the cost,gaining the
economy of scale,facilitating the support from the host government.In the meanwhile,it
leads to the problems of integration and coordination, staff turnover,customer losing,

especially the difficulty in the culture conflict.

1.6 Conclusion

The success of any good enterprise is based on the measures that are laid out by the various
stakeholders. In commerce, business strategy is important for the achievement of the
objectives set around making lots and lots of profits, growing and expanding, and most
importantly, diversifying. And various strategies and strategy-formulation tools described
above can significantly enhance the quality of strategic decisions. However, the process of
designing the international strategies is a very complex one that has to consider the
difficulty of its implementation and coordination in the different subsidiaries of the
multinational firm, located in different parts of the world. Therefore,any corporate strategy
needs to be reviewed on a regular basis, not only to ensure it is still relevant but also to
ensure that the original strategy has not become blurred by misconceived operational
responses to threats and opportunities that are not in keeping with the original
strategy.Once effectively elaborated and implemented, the international strategy offers the
opportunity of exploiting some advantages that are not available for the national firms,
such like the global efficiencies, the multinational flexibility and the world-wide learning

process.
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2

Objectives

The main objective of this diploma work is to deeply analyze how to make the strategic

choices for an IT company in order to successfully compete in an intensely competitive

global market, and what the key elements that influent the company to make its business

strategies. By deeply analyzing the internal and external environment of the PC industry,

the diploma work explores how effectively the organizational capabilities and external

opportunities are exploited and how a Chinese IT firm executes its strategic management

in order to lead in the global market. Through discussion on the possible scenarios of

future potential threats and opportunities, the diploma work aims to identify the

improvement way for long term success and sustainability.

Based on the above objectives, we should focus on the following main topics:

How to perform the strategic-environment analysis by implementing the standard
analysis tools?

What are the characteristics of the external and internal determinants and how could
them influent the international strategy formulation for a Chinese IT company in the
international context?

How could the existing capabilities be managed to create new knowledge, added value
and sustainable competitive advantages?

What are the strategic choices that a Chinese IT company selects in the international
intensive competition market?

What are the impacts of the adoption of international strategies have on the company’s
performance?

How to keep the position for long-term success and sustainability?
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3 Research Methodology

The Diploma work is based on a qualitative&quantitative research methods. The research
contains both theoretical and specific pratical parts. Literature reviews provided the
theoretical framework needed for the Diploma work. Case company specific qualitative
data collection was carried out by interviews. Also observations and experiences of my
own were used in the data collection and analysis.

In order to keep the accuracy of this research, different approaches have been used
to gather the data:

Study of international literature related to the research topics.
Study of the annual reports of Lenovo Group and other published materials.
Interview with manager in Lenovo Slovakia and Lenovo China.

Information from Lenovo official website, newspaper and magazine.

Information from the website of professional market research companies.

To achieve the sets of objectives, the diploma work uses variety of strategic analysis tools
and methods such as macro environment analysis, Porter's five forces model analysis,
value chain analysis, External factor evaluation (EFE) matrix analysis, internal factor
evaluation (IFE) matrix analysis, SWOT matrix, benchmarking method and so on to deeply
analysis and study on the strategic choice of international operation of Lenovo Group. Also
some of them use the mathematical model to demonstrate the feasibility of Lenovo’s
strategies through the analysis of the technical strength, market strength, innovative
strength and management strength of Lenovo, which in turn enhances the reliability and
adequacy of the analysis and provides more substantial theoretical basis and feasible

protection for the strategic choice of Lenovo Group in the international context.
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4 Result of the diploma work

PC industry is a rapidly changing industry, it is subjected to the changes of political,
economic and social environment, as well as dependent on changes in the information
technology and the competition between enterprises.Therefore, enterprises want to seek
survival and development, they must firstly accurately analyze the current situation of
environment and future trends, seize opportunities conducive to its development.The
second is to continuously enhance their competitiveness advantages, avoid the short-boards
in order to win in the fierce competition.In this section, the substantial results of this study
have been generalized. They are analyzed by applying the theoretical knowledge and tools
concerning basis of strategic management. The primary aim is to identify what are the
main driving forces of PC industry and what are the specific competitive advantages and
disadvantages Lenovo has through detailed analyzing the internal and external enviroment

that Lenovo has.

4.1 Introduction of Lenovo Group

Lenovo Group Ltd. is a US$34 billion Chinese multinational personal technology company
with headquarters in Beijing, China, and Morrisville, North Carolina, United States.
Formed by Lenovo Group’s acquisition of the former IBM Personal Computing Division,
the Company develops, manufactures and markets reliable, high-quality, secure and
easy-to-use technology products and services. Its product lines include legendary
Think-branded commercial PCs and Lenovo-branded consumer PCs, as well as servers,
workstations, and a family of mobile internet devices, including tablets, smartphones and
smart TVs. As the largest PC company in the world, the company’s business covers 166

countries in the world with more than 33,000 employees worldwide today.

4.1.1 Company origin and development
In 1984, Lenovo Group was founded in Beijing, China by 11 scientists with 200,000RMB
investment of Institute of Computing Technology, Chinese Academy of Sciences. The

original name is Legend Group Ltd. In 1994, under the transition of China’s economy —
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from planed economy to market economy, Lenovo group was changed from originally
100% state-owned company to a shareholder enterprise. And in 2000, Legend Group was
spin-offs to Legend Group Ltd and Digital China Ltd which under the control of mother
corporation “Legend holdings”. Legend Group changed its name to Lenovo in 2004, and in
2005, acquired the former Personal Computer Division of IBM. Since 1997, Lenovo has
led the domestic Chinese market in sales every year and also ranks #1 in the Asia-Pacific
market. From 2010 Lenovo has been the fastest growing major PC Company for more than
4 years that outgrew the worldwide PC market as a whole. And in 2013 the company
became the #1 PC company in the world for large business and the public sector. In two
years (2012-2014), Lenovo built a Smartphone business from scratch and reached #4 in the
world, also become the #3 in the world in what IDC calls "Smart Connected Devices,"
which combines PCs, Smartphone and tablets. As a global Fortune 500 company, Lenovo
has developed its research centers in Yokohama, Japan; Beijing, Shanghai, Wuhan,
Shenzhen, China; Morrisville; and developed its manufacturing around the world from

Greensboro, North Carolina and Monterrey, Mexico to India, China and Brazil.

4.1.2 Evolution of Lenovo's business strategy

® Initial stage (1984-1989)

Lenovo created two main business units in this period, one is independent
Research&Development, production of Legend’s Chinese-character card and computer
board, the other is selling the product of AST and HP as the dealer of these two companies
in China. In this period Lenovo's main strategies are technological innovation and leading
product. In 1986, the first Legend’s Chinese-character card was born. Through continuous
improvement, the card was developed to eight software version, six models and widely
used in six areas. In 1988, Legend’s Chinese-character card received the highest National
Science-Technology Progress Award in China”®. Meanwhile, the company wanted to
quickly achieve product leadership in the market through high-quality & low-priced
products strategy. They used the most advanced design ideas, the latest international

standard components to produce superior products with the mass production in the

2% http://www.lenovo.com/lenovo/uk/en/history.html
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low-cost mainland in China to lower prices and win market share.

® Market development period (1990-1999)

In the 1990s, based on technological innovation and product leadership strategy, Lenovo
began to focus on marketing and overseas development strategy. In 1990, the first “Legend
PC” was launched in the market?. Lenovo changed its role from an agent for imported
computer products into a producer and seller of its own branded computer products. By the
end of 1993, Lenovo had developed its R&D center in Silicon Valley, Hong Kong,
Shenzhen and Beijing, China. For the marketing strategy, a major strategic adjustment is
copying the business model of its competitor-HP. Lenovo abolished its direct sales system,
and established a thorough distribution system at the attempt of extending its sales to every
corner of the country. In 1996, Lenovo became the market share leader in China for the
first time.

® Diversified development period ( 2000-2003 )

In 2000, the U.S. stock market crashing affected the global economy, the internet bubble
busted. Almost all Internet and IT companies suffered setback. Being the number one in
the domestic market, Lenovo withdrawn its overseas development strategy and began to
implement diversification strategy in domestic market. From 2001 to 2002, the company
started a wave of mergers and acquisitions” with the intention of developing mobile
communications services, IT services, software outsourcing, network products and
software integration system. In June, 2001, Lenovo set up a joint venture "Legend Ao
Dragon™ with America Online, Holding 51% share. In February, 2002, Lenovo set up a
joint venture "Legend Xiahua mobile communications company” with Xia Hua mobile
communications company, Holding 60% share. In March 2002, Lenovo acquired Han
Consulting Ltd with holding 51% share and entering the consulting industry. In April 2002,
Lenovo set up joint venture “Legend Chi Soft Computer Technology Co., Ltd” with a
domestic insurance IT company Guangzhou Chi soft Co., Ltd, holdings 70% share. In

December 2002, Lenovo purchased Chinaweal Business Machinery Co., Ltd, with holding

2 http://www.lenovo.com/lenovo/uk/en/history.html
#2 Xiaoping Zhang.2011.The World Is Thinking—Lenovo, First Edition Beijing, China. China

Machine Press. 2011.12. Page 56-p57.1ISBN:978-7-111-36469-6
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90% share, and entering into the system service industry. However, the diversification
strategy was failed finally. In 2003, under the rapid recession of the Internet industry,
Lenovo diversification strategy lastly ended in failure. Nearly all diversified business were
closed and sold before 2004. Mainly PC business was decreased in revenue, profit, lost 2%
in market share. And the company laid- off 600 employees.

® Strategic change and internationalization ( 2004-2008 )

The failure of diversification strategy has brought great strike. Lenovo began to shrink the
front. They formulated the new strategies, one was re-establishing their core business - PC
and related products, and another is internationalization and branding strategy. Firstly, the
company changed its logo to a more a more international style logo from “Legend” to
“Lenovo”, which means the implication of the new standard for innovative Lenovo. "Le" is
on behalf of the original “Legend”. "Novo" is an old Latin root that is on behalf of
“innovation"?*. Secondly, the company implemented its great plan of acquiring IBM PC
business in 2004. After this acquisition, Lenovo became the world's third largest PC vendor
and have the leading brand, high-quality of IBM Think products, as well as the broad
IBM’s sales channels. Meanwhile, three overseas private investment institutions invested
$ 350 million into the new Lenovo. So far, Lenovo quickly achieve its internationalization
strategy in terms of product, marketing network, ownership structure and financing.
Lenovo’s brand awareness in China reached a new peak.

In domestic PC business, in response to the great threat came from Dell’s direct sales in the
commercial market, Lenovo implemented an important strategic change — changing its
pure distribution business model to dual business model to fit to the characteristic of
different customers in domestic market. On the one hand, Lenovo optimized its existing
distribution model, expended its 4 regions to 18 sub-regions, 108 network, forming a dense
network to cover the whole market. On the other hand, Lenovo rapidly established the key
account model by creating telemarketing and account manager business unit to face and

deal with enterprise and other large customer directly. Under the dual- mode system,

2 Zhijun Ling .2005.The Lenovo Affair:The Growth of China’s Computer Giant and Its Take Over
of IBM-PC. First Edition. Beijing, China. Citic Press Group.2005.Page
374.1SBN:7-5086-0162-9/F 834
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product development, marketing, sales, supply chain and service, all aspects are split to
two modes to form the end-to end value chain .One year after, dual-mode achieved a
strategic success , Lenovo significantly increased its market share. Its market share in
commercial market increased from 17% to 22%, which was quite closed to Dell’s market
share (24%).%*

® International development maturity (2009 - present)

Under the macroeconomic environment of world economic crisis, the market downturn,
Lenovo suffered a serious decline in performance in the history, net profit fell 78.1 percent
in the second quarter, and revenue fell 20%, a net loss of $ 79 million in the third quarter.
In 2009,the board of directors of Lenovo reorganized the top management team, redefined
the business strategy. The “Protect&Attack™ strategy was officially announced in the
company’s annual strategic plan. In the “Protect&Attack” strategy, the world market was
divided into emerging and mature markets, customers were divided into commercial and
consumer customers, product group was divided into Think Group and Idea Group. In
emerging market include China, Lenovo focused on aggressive channel expansion and
market penetration to increase the market share and brand awareness. In mature market,
Lenovo made full use of the high brand awareness and the existing commercial customer
relationships of Think business to protect and stable profits and market growth. Through
fast and efficient implementation of the new strategy, Lenovo reversed the situation of
three consecutive quarters’ losses. In the second quarter of 2009,the net profit reached
$ 53.08 million. And in 2010 the sales of Lenovo grew by 42% (market average 17%) ,
becoming the fastest growing vendor in the industry .

2013 Lenovo successfully defeated all its competitors, becoming NO.1 in global PC
market. In 2014, based on the “Protect&Attack” strategy, Lenovo proposed PC + strategy
of developing mobile Internet, servers’ storage and cloud services to adapt to future

changes in the industry and customer needs.

2 Xiaoping Zhang.2011.The World s Thinking—Lenovo, First Edition Beijing, China. China

Machine Press. 2011.12. Page 72.ISBN:978-7-111-36469-6
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4.1.3 Vision, Mission, Goals

Vision, Mission, Goals are the foundation of a corporate strategy making. The success of
Lenovo can be tracked to its excellent vision&mission direction. “We will create personal
devices that more people are inspired to own, a culture that more people aspire to join and
an enduring, trusted business that is well respected around the world.”* This vision guides
the company in pursuit of its mission to become one of the world's great personal
technology companies.

In order to accomplish these vision and mission, the company sets its goals from 4 aspects
of business running. Firstly, from market position stand point, the company intends to lead
the PC&PC+industry with a high respected innovative and qualitative product; Secondly,
from financial target, the company intends to increase profit through developing high profit
business and more innovative product. Thirdly, the company sets its human resources goals
of developing global winning team, consistent culture and to be recognized as one of the
best, most trusted and most well-respected companies to work for and do business with are.
Also its intention of becoming a top-tier environment-friendly enterprise is highly

implanted into its product innovation, production and business operation.

4.2 Analysis of external environment

4.2.1 Analysis of Macro-environment

Macro environment factors are uncontrollable external forces that affect how a business
operates. They are largely out of the control of the business, and often require changes in
operating, management, production, and marketing. In order to dig out how the macro
environment influence the PC industry, the diploma work will use DEPEST model to break
down each external factors.

Politics:

From 2008 to 2013, the Chinese government implemented Fiscal policy of home

appliances subsidy program to fight the rapid decline of the export demand of the

% http://www.lenovo.com/lenovo/us/en/our_culture.html
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consumer electronics products caused by the global financial crisis, and to activate the
purchasing power of the rural consumers, expending domestic market. The program
covered televisions, refrigerators, air conditioners, water heaters, mobile phones,
computers and other appliance and electronic products. The rural consumers in China who
buy those specified product can get 13% subsidies of the product price from the
government. “*The introduction of the policy, no doubt provides a great opportunity for the
enterprise to break into the rural market segments in this biggest agricultural country which
farmers are more than half of the population. And more important is that the demand for
computer products in the city basically saturated, the rural market is almost untapped.
Therefore, with the economic growth and the government's policy’s promotion, this market
will become the most significant growth highlights in Chinese market. In addition to this
policy, a number of economic stimulus policies issued by the Chinese government while
the global economic crisis seriously hit China's export trade. Such like a $ 583.9 billion ( 4
trillion Yuan ) economic stimulus package, dedicated to infrastructure and public facilities;
Top ten industrial revitalization plan, which aims to revitalize the company, particularly in
the manufacturing sector enterprise ; A variety of small consumer subsidy programs and
tax cuts plan. These policies continuously drive the purchase and consumption of IT
products and services in China. According to the report of global technology research and
advisory firm Gartner written in 2010, from 2009 to 2013 , these economic policies will
directly promote China 's IT spending to reach $ 38.9 billion , of which the hardware
( mainly includes computer classes and related peripheral equipment ) overall expenditure
will reach $ 13 billion . ¥

Since joining the WTO, China established a large number of bilateral international trade

cooperation and alliances, laying the cornerstone for the international development for

%% Ministry of Finance of the People’s Republic of China ,Ministry of Commerce of the People’s
Republic of China, Ministry of Industry and Information Technology of the People’s Republic of
China. 2009 Notice on intensifying the implementation of the policy of home appliances going to
the countryside .Published in Information Management System of home appliances going to the
countryside. Available at:<
http://jdxx.zhs.mofcom.gov.cn/admin/news.do?method=view&id=42161362 >

2" Gartner Newsroom January 28,2013. China's Economic Stimulus Policies Will Drive $39 Billion
in IT Spending Through 2013. Gartner Press Release . Available

at:<http://www.gartner.com/newsroom/id/1290614>
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Chinese enterprises. Lenovo also benefit from them. However, as for the specific business
development and operations abroad, as a local Chinese enterprise, Lenovo faced with the
greater challenge than other competitors from US, Europe and Japan. Completely different
tax policy, consumer policy , various labor law, different trade restriction, all these affect
the company’s strategy formulation , implementation and business operation in each
country . Also the political stable problems, such as the war of Middle East and North
Africa, the recent riots in Ukraine, significantly increased the investment risk, the credit
risk of countries and companies, influenced the daily business operation and management.
With the rapid development of China and the reverse effect of the world financial crisis,
trade protectionism in some countries brings the potential threat to the international
development of Chinese enterprises.

Economics:

Economic depression has been lasting for five years since the world financial crisis in 2008.
According to the latest IMF World Economic Outlook Report, the world economy is seems
to start to be recovery now .Firstly, in 2013, Economic activity in the major developed
economies begins to accelerate sluggish economic growth. The U.S. economy has been
maintained growth for 10 consecutive quarters by the end of 2013.Eurozone economy
starts to bottom out, and gradually be out of recession. Japanese stimulation policies
received some success, increasing confidence of the people. Secondly, the global growth is
projected to increase from 3 percent in 2013 to 3.7 percent in 2014 and 3.9 percent in 2015
(Figure4.2.1.1)%®. However, the coexistence of developed countries’ low growth, high
unemployment, high deficits and high debt has no fundamental improvement which results
in the shortage of an increasing power, and economic growth remains below potential
levels.

In the mean while, after the high growth of the emerging economies since the financial
crisis, it started to slow down. However, in 2014, 2015 ,the growth of the emerging

economies was still estimated to be more than 5% , especially in China and India, which

% International Monetary Fund,January,2014.1s the Tide Rising? IMF World Economic Outlook
Update . Washington D.C. International Monetary Fund .January 21,2014.Page 1-3.Availabe at:<

http://www.imf.org/external/pubs/ft/weo/2014/update/01/pdf/0114.pdf >
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benefit from the high growth in investment and export. Therefore, how to take use of the
growth trend of the economy, and how to control or eliminate the potential risks are the big
topics while company makes their strategies in different countries and areas.

Figure 4.2.1.1 Overview of the World Economic Outlook Projections

Overview of the World Economic Outlook Projections

(Percent change )

Region/Country 2012 2013 2014 2015
World output 3.1 3.0 3.7 3.9
Advanced economies 1.4 1.3 2.2 2.3
United States 2.8 1.9 2.8 3.0
Euro Area -0.7 -04 1.0 14
Japen 14 1.7 1.7 1.0
United Kindom 0.3 1.7 2.4 2.2
Canada 1.7 1.7 2.2 2.4
Emerglng Market and Developing 49 47 51 5.4
Economies

Central and Eastern Europe 1.4 2.5 2.8 3.1
Russia 3.4 15 2.0 2.5
Developing Asia 6.4 6.5 6.7 6.8
China 7.7 7.7 75 7.3
India 3.2 4.4 54 6.4
Latin America and the Caribbean 3.0 2.6 3.0 3.3
Brazil 1.0 2.3 2.3 2.0
Mexico 3.7 3.2 1.0 3.5

Middle East, North Africa, Afghanistan,
and Pakistan

Sub-Saharan Africa 4.8 5.1 6.1 5.8
South Africa 2.5 1.8 2.8 3.3

Source: International Monetary Fund,January,2014.1s the Tide Rising? IMF World Economic
Outlook Update. Washington D.C..January 21,2014.Page 1-3.

4.1 2.4 32 4.8

Technology:

From 1990s, the information technology entered into high-speed development period. With
the development of modern information technology in microelectronics, computer
hardware and software technology, information network technology, system integration
technology, information industry has become the leading industry of the era of knowledge
economy. There are several technological features that influence the industry. First,
technology is growing at a rapid rate, if you look at the past 10, 15, 20 years and look at
how far technology has come, it is remarkable. Second, A wave of new technological
innovations are emerging. With the growing awareness of the individual needs of
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computing devices, IT industry develops toward the direction of intelligent, personalized
Internet. According to the report of future IT market forecast in China which is released by
global technology research and advisory firm Gartner in 2013, cloud computing& cloud
service, mobile Internet, virtualization, tablet PCs, smart devices will become an engine of
the new technology growth.

Social culture:

The information technology industry is one that thrives off people’s need to have the latest
and most up to date gadgets. People like to be seen with the latest and greatest in
information technology to look as though they are ahead of the game. They are seen as
being cool and a trend setter if they have the newest computer or tablet. It seems to be a
generational wide trend to be on the technology bandwagon. From the time this industry
began that housed computers took up entire rooms to today’s computers that can be made
to fit in your hand, there has definitely been a trend to downsize things. Therefore the
laptop computers comprised not only of businesspeople, but also college students and high
school students. Also the rise of the tablet PC market affects the children quickly getting
familiar with the use of computers at a very young age. The brand image of a computer and
lifestyle trends become the main decisive for the purchasing decision.

Environment:

It is pretty obvious in today’s society that most people are trying to be more
environmentally friendly. It has been shown that these resources we have are limited and
are not going to be around forever. Not only does it take up resources to create computers,
but once they go outdated, which could happen overnight, there needs to be a way to
dispose of them. The actual manufacturing of computers is very material intensive. The
total amount of fossil fuels to make one computer is equal to almost ten times what the
actual computer ends up weighing. Computer manufactures are now trying to make
computers that last longer and can just be updated with the latest software periodically to
reduce the amount of waste.

Demographics:

It turns out that a lot of tech companies are missing their most important markets.

According to recent studies if you are a male between the ages of 18 and 35 you used to be
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the key target in the tech industry, however women are now in the forefront of many of the
most recent and popular technology offerings such as Internet usage, Mobile phone voice
usage, Text messaging, Skype ,E-readers, Health-care devices and so on. Women also are
the caretakers of the up-and-coming, pre-teenage and teenage technology markets,
therefore being the ultimate decision maker for the products which they purchase Studies
also show that more than half of the world’s population is under 30-years-old. Therefore,
except the function, other characteristics of computer, such like color, weight, port, fast,

and interface are growing need for attention.

4.2.2 Analysis of industry environment

4.2.2.1 Industry characteristics-the current situation and future trend

As we mentioned above, computer industry is one of the fastest growing industry in the
world. On one hand industry technology upgrades day to day, on the other hand, the
intensified competition increasingly stimulates various manufacturers continue to pursue
innovative technologies and products. The industry environment can be characterized as
followed:

® Decline trend and intensive competition in global PC market

After experienced the explosive growth in 1990s and the beginning years of the 2000s, the
PC market started to be downward under the impact of the global financial crisis.
According to International Data Corporation (IDC) Worldwide Quarterly PC Tracker
(Figure 4.2.2.1.1), Global PC shipments fell 10% last year which is the worst-ever sales
slump for the industry. Interest in PCs has remained limited, leading to little indication of
positive growth beyond replacement of existing systems. Total shipments are expected to
decline by an additional -3.8% in 2014 before turning slightly positive in the longer term.
At these rates, total PC shipments will remain just above 300 million during the forecast —
barely ahead of 2008 volumes. Even in emerging markets — a primary growth engine of the
PC market — shipments are projected to decline in 2014 and recover by only a few percent
during the forecast. According to IDC research, one reason is that more devices become

available, and despite industry efforts, PC usage has not moved significantly beyond
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consumption and productivity tasks to differentiate PCs from other devices, such like
Smartphone or tablets. Another chief concern for future PC demand is a lack of reasons to
replace an older system.

While the industry is seriously hurted by the declined consumption,there is a increasingly
intensified trend of competition between the world Top PC vendors. According to the latest
statistics of IDC Q4 2013 data®® (Figure 4.2.2.1.2), we can see the Top five PC vendors
Lenovo, HP, Dell ASUS, Acer monopolized 61% market in 2013 Q4.And the market share
among these companies are tightly followed with each other. Lenovo and HP as the largest
two companies fierce compete for the first position. In 2013,Lenovo and HP nearly had the
same market share around 17% during quarter 1 to quarter 3.And in quarter 4,after
continuously growing for 3 quarter, Lenovo climbed up to its highest performance in the
year with the market share 18.1%,1.7% higher than HP, while HP decreased a lot from
Quarter 3 to quarter 4.

Figure 4.2.2.1.1 WW PC Forecast by Form Factor,2012-2015

WW PC Forecast by Form Factor, 2012 - 2015
(Units in Millions and YoY Growth)
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Source: International Data Corporation December 2,2013.Press Release, IDC Forecasts PC
Shipments to Fall by Double Digits In 2013;Volumes Are Expected To Stabiliza Above 300 Million
Units Per Year,But With No Significant Recovery.December 2, 2013 .Available at :
<http://www.idc.com/getdoc.jsp?containerld=prUS24466513>

2 International Data Corporation December 2,2013.Press Release, IDC Forecasts PC Shipments to
Fall by Double Digits In 2013;Volumes Are Expected To Stabiliza Above 300 Million Units Per
Year,But With No Significant Recovery.December 2, 2013 .Available at :
<http://www.idc.com/getdoc.jsp?containerld=pruS24466513>
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Figure 4.2.2.1.2 Top 5 Worldwide PC Vendors share ,4Q 2013

Teop 5 Worldwide PC Vendors, 4Q 2013
(Share in Units)
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Source: Lenovo internal table. IDC WW PC Tracker, 2013Q4 Final Top10, Feb 06

® Day to day innovation shorten the product life cycle

Today, IT industry has become the fastest changes industry in the world. Every year there
will be constantly updated in terms of hardware, software, applications, appearance and so
on. In order to be the “first” in the market, PC manufacturers release a new product even
per quarter, which in the meanwhile dramatically shorten the product life cycle. Therefore
the company without technology and innovation ability will not be able to survive and
succeed in IT industry. Also how to efficiently design and manage product roadmap,
product life cycle, product liabilities becomes one of the major challenges to improve
business operation.

® High integration of PC supply chain

PC supply chain is divided into two camps, one is the assembly manufactures, represented
by Foxconn, Quanta, Compag, Wistron, Pegatron and Inventec, who highly concentrate
even monopolize the global assembly and manufacture of computer. Another camp is
composed by Microsoft, Intel, AMD, Seagate, Western Digital, Toshiba, and Samsung.
They control all the supply of processor, hard drive, graphics, memory and other key parts
of the laptop. For example, Intel provides 80% chipset in the computer market. Almost all
computer operating systems are installed Microsoft.

® High degree of product homogeneity increase transparency in the price

The PC product becomes more and more homogenous with having the same technology,

39



same components, same function, same characteristic, similar appearance and similar
customer experience. Therefore, the price of PC has become more and more transparency
than before. PC Vendor or end users thus are quite easy to compare the product and price
between various brands, which significantly increases the price competition between

manufacturers

4.2.2.2 Analysis of the competitive structure of the industry

So far we have thoroughly analyzed the macro environment and characteristics of the
computer industry, so now it is time to switch gears a little and start to talk about the
specific factors that shape the computer industry's competition. Porter's Five Forces model
(Figure 4.2.2.2.1) breaks down the computer industry's structural conditions to analyze the
competition within that industry. This model demonstrates how attractive an industry is for
new entrants and incumbents.

Figure 4.2.2.2.1 Porter’s Five Force Model

Threat
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® Rivalry among existing players:

The PC industry is highly competitive and is characterized by aggressive pricing practices,
downward pressure on gross margins, frequent introduction of new products, short product
life cycles, continuous improvement in product price/performance characteristics, price
sensitivity on the part of consumers, and a large number of competitors. Over the past
several years, price competition in the market has been particularly intense. The PC
companies have aggressively cut prices and lowered their product margins in order to gain
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or maintain market share in response to the weakness of the demand. In the mean while
integration become more and more popular for PC companies at the attempt of pursuing
lower cost, complementary product, specific technology, expansion of markets and
economies of scale.

In domestic PC market, the international giant such like Lenovo, HP, Dell, Acer, Asus have
already monopolized the whole Chinese market. Therefore some low-end manufactures
without cost advantage started to be out of the market. In the meanwhile, the existing PC
companies implemented the intensive channel&price competition. HP adjusted its
commercial channel strategy, strengthened distribution channels and retail shop building,
penetrated to the low level of market. After the failure of its direct sales model in China,
Dell also began to strengthen channel construction to cover China's huge market for SMEs
and individual users. Meanwhile, after the privatization, Dell positioned itself on
end-to-end solution provider in China which highlighted channel development and
management to the strategic level. Asus, benefitted from the good reputation of its
professional and technical motherboard brand, quickly entered into the campus and student
groups, and got a great success in China. And Acer treats Lenovo as its most important
competitors in the Chinese market, implements the targeted price war and Marketing
promotion.

In international market, Lenovo has a surprisingly wonderful performance. As the followed
graph(figure 4.2.2.2.2 and figure 4.2.2.2.3)shows, Lenovo was the only one that built the
consecutive growth in PC industry from 2006 to 2013,especially in 2012 and 2013,even
though the market started to present negative growth, Lenovo still kept the highest positive
growth compared to its main competitors HP and Dell. And its market share grew to the
number 1 of 17.1% while the company only had 7% with the ranking of number 4 in the
world in 2006. However from the graph we also found that HP is the longest one that
controlled the Number 1 market position from 2006 to 2012, and its performance is
relatively stable. And even though Lenovo achieved number 1 market position in 2013 in
the global market, they still cannot compete well in EMEA (Europe, Middle East and
Africa) and North America(NA).As showed in graph below(Figure 4.2.2.2.4),in NA

Lenovo only had 8.8% share and ranked in number 4.In EMEA, Lenovo had 10.7% market
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share and ranked in number 3 in the market. In the meanwhile, HP and Dell have very
strong market position (HP: number 1; Dell: number 2) with more than 20% market share
in these two markets. Therefore if Lenovo want to keep its great performance of number 1
position in the industry, they must put great effort in these two markets, in the mean while
continuously improve its global competitive advantage from the whole value chain stand
point.

Figure 4.2.2.2.2 Global PC Market Share by units

Global PC Market Share by Units, Top 5 Vendors (2006-2013)
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Source: Wikipedia.Market share of personal computer vendors. Available at:<
http://en.wikipedia.org/wiki/Market_share_of personal_computer_vendors >

Figure 4.2.2.2.3 Global PC Top 5 Vendors Unit Shipment Growth Rate

Global PC Top 5 Vendors Unit Shipment Growth Rate (2006-2013)
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http://en.wikipedia.org/wiki/Market_share_of personal_computer_vendors >
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Figure 4.2.2.2.4  Lenovo Market Share by GEOs(%0)

Lenovo PC Share by GEOs(%) FY2012/13
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Source: Lenovo FY 2012/13 Annual Report. Page 17-19.Available at:
<http://www.lenovo.com/ww/lenovo/annual_interim_report.html>

® Threat of new entrants:

The IT industry is relatively attractive to newcomers because of its rapid growth and
appealing customer base. At the same time, the industry is unattractive to newcomers
because of the cost advantage large-scale incumbents possess, the significant amount of
capital a new firm would need, and the major established brands already in the industry.
Any newcomer in this industry can expect a strong retaliation from existing players, which
Is @ major reason this industry is not too attractive. The best way for a new entrant in this
field to be successful would be if they had a brand new idea for a product or service; the
lack of differentiation in the industry is one thing a newcomer could exploit.

® Threat from substitutes:

There haven’t been a completely replacement product for computer. But you can find all
kinds of functional-substitute of the PC section. The document processing of Smartphone
and player function of mobile entertainment video all have some features of PC products.
And the recent PC functionality alternative product is Tablet product which many features
are identical to the traditional PC. It can be said as a condensed version of the traditional
PC. Due to its light-weight and easy-to-carry, it triggers a new round of consumer climax.
According to IDC statistics, in 2013, worldwide tablet shipments totaled 217.1 million
units, which is up from 144.2 million units for the year 2012 and represents a
year-over-year growth rate of 50.6%.And IDC forecasts that tablet shipments will exceed

total PC shipments on an annual basis by the end of 2015. And, Smartphone will be the
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biggest contributors to worldwide shipments of all smart devices, exceeding 1.4 billion
shipped units in 2015(Figure 4.2.2.2.5). However, some researchers also demonstrate that
nothing can really replace all that computers do for us as a society.

Figure 4.2.2.2.5 Smart Connected Device Market share 2013 &2017 Shipment in

Million

2013 Unit 2013 Market
Shipments Share

2017 Unit
Shipments

2017 Market 2013—2017
Share Growth

Product
Category

134.4 8.60% 123.11 5% -8.40%
180.9 11.60% 196.6 8% 8.70%
227.3 14.60% 406.8 16.50% 78.90%
1,013.20 65.10% 1,733.90 70.50% 71.10%
1,556 100% 2,460.50 100% 58.10%

Source: International Data Corporation (IDC), 11 Sep 2013, Tablet Shipments Forecast to Top Total
PC Shipments in the Fourth Quarter of 2013 and Annually by 2015, According to IDC, Press
Release in IDC Official Home Page. [online] 11 Sep 2013 Available at:
<http://www.idc.com/getdoc.jsp?containerld=pruUS24314413>

® Bargaining power of suppliers:

As the analysis above, one of the characteristics in IT industry is highly integration supply
chain. Nearly all the main parts OEM suppliers, such like Intel(CPU),Microsoft(Software),
Samsung (HDD, Memory, Display) have a strong influence on the market. These
enterprises have been in the international market for a long period in the PC industry value
chain, and living in a monopoly position. They have mastered the core technology of the
industry, conducted strong product pricing. With the rapid expansion of Lenovo in
worldwide market, the overall size of its bargaining power between the suppliers has been
enhanced than before. However, in order to achieve a lower purchase price than
competitors, it is necessary to continuously enhance the competitive position and
strengthen strategic cooperation with upstream suppliers

® Bargaining power of buyers:

According to the size, PC industry customers are divided into large enterprise, small and
medium enterprise, consumer customers. Large corporate customers, such as government,
education, banking, insurance clients are usually have large amount of purchase with high
profit, having strong affect of the procurement of other industrial customers. Facing with

the choice of many PC vendors in the IT market, they have greater bargaining power. They
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generally use bidding, decide on the best PC suppliers, who has the best product quality,
the best service but with the lowest price. SME customers usually are the scale of less than
1,000 enterprises. Such enterprises have broad market base, scattered locations, limited
funding, and fragmented procurement. In recent years, small and medium enterprises as a
backbone of the economy have sprung up everywhere, each country gave varying degrees
of support policies, PC manufacturers are also conducting strategic plan for SME
customers, such as designing specific product line and services. Therefore, SMEs start to
show much more bargaining power than before. The consumer customer market is the
largest and most diversified characteristics groups. They are the fastest information
capturing predictors. The intensive competition in the industry and high degree of product
homogeneity dramatically increased the awareness and abilities of consumer customers in
the product comparison and price bargaining. So many choices and minimal switching
costs enable the customers not to be typically "locked in" to one firm. Therefore how to
make a suitable product and price strategy according to different customer segment is a

critical challenge for the companies’ managers.

4.2.3 External Factors Evaluation Matrix

According to the external environment analysis above, we can draw the External Factors
Evaluation Matrix*°(Figure 4.2.3.1) to deeply analyze the quantitative difference of the
major external opportunities and threads that Lenovo faced together with its main
competitors HP& Dell, which can provide a more reliable quantitative basis for future

strategic choices for Lenovo’s international operations.

% Fred R. David.2013.Strategic Management: A Competitive Advantage Approach,Concepts and
Cases. 14 Edition, New Jersey. Pearson Education,Inc.2009. Page 80. ISBN 13: 9780132664233
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Figure 4.2.3.1 Lenovo External Factors Evaluation Matrix

Lenovo HP Dell

Keyfacts Weight

Weighted Weighted Weighted
Score T Score Y Score e
1.The economy of developed country starts
to be recovery from the global financial 0.05 3 0.15 4 0.2 4 0.2
crisis
2.Developing country still have relative
highergrowth rate of economy

0.07 4 0.28 3 0.21 3 0.21

«w .FavorablePoliciesin China Market 0.06 4 0.24 3 0.18 3 0.18
-]
E 4.Strong competitive position in industry 0.15 4 0.6 4 0.6 3 0.45
E 5.Diversified consumer preferences 0.08 4 0.32 4 0.32 4 0.32
[=3 "
8_ ﬁ.MobHeproduct{tablgt, 0.12 4 0.48 3 0.36 2 0.24
smartphone)demandincrease
7.E-commerce opportunity 0.06 3 0.18 3 0.18 4 0.24
8.Women and Yong generation 0.04 4 0.16 4 0.16 4 0.16
eighted pre 0.0 i
1.Industry decline trend 0.15 1 0.15 1 0.15 1 0.15
2.intensive competition and price war 0.10 2 0.2 2 0.2 2 0.2
3.58trong bargaining power ofconsumer 0.03 2 0.06 2 0.06 2 0.06
E 4 High integration of supply chain 0.03 2 0.06 2 0.06 1 0.03
E 5.prodqcthomogenenyandthreatof 0.06 2 0.12 1 0.06 1 0.06
~ jalternatives

poor(1),belowaverage (2),average(3),superior(4)
TotalScore

As can be seen from External Factor Evaluation Matrix, the greatest opportunities for
Lenovo will be exist in mobile product, diversified consumer preference and developing
country and its domestic policy. Therefore Lenovo must take full use of these opportunities
to improve their competitiveness in product innovation, break through mobile business to

lead in the future market.

4.3 Analysis of internal environment

4.3.1 Competitiveness of value chain analysis

A value chain constitution of corporate status and its position in the value chain of industry
are the key factors of identifying whether a company has strong competitiveness. If a
company's main activities in the value chain required to invest a minimum of support
activities under the premise and it can still get huge profits, or if the company's core
business is in the highest stage ( in the industry upstream suppliers) of the industrial value

chain, it can be said that the company is more competitive than the other competitors.
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Therefore, the analysis of the Lenovo Group corporate value chain and its position in the
industry value chain in the international competition can clearly help to identify which
activities are the most valuable to the firm and which ones could be improved to provide
competitive advantage. In other words, by looking into internal activities, the analysis
reveals where a firm’s competitive advantages or disadvantages are.

® PC Industry Value Chain Overview

According to Porter’s Value Chain Model, the primary activities of the value chain of the
PC industry can be comprised of five key stages: Resource input, Design& Branding,
Manufacturing& Distribution, Market&Sales, After-Sales Services (See figure 4.3.1.1).
Firstly, from the upward suppliers, PC companies buy the key components (CPU, Display,
Graphics, Hard Disk Driver, Memory and etc.).Secondly, according to the latest key parts
specification, PC companies design their own product features, colors, competitive
variables to create product roadmap and brand the new product for going to the market.
Thirdly manufacturing and distribution, which include the key activities of scheduling the
production, producing, quality control, order fulfillment, on time delivery, inventory
management and transition management. Fourth is marketing and sales. The key activities
include account management, product pricing, promotion, invoicing and credit
management. PC companies usually use three kinds of business model (direct sales,
distribution, and retail) to cover different customer segments (Enterprises, Small and
Middle Enterprises, Personal consumers).Last stage is after-sales service. In this process,
companies mainly deal with the customer claim and solve the product quality or services’
problems. Therefore the value chain of PC companies connects with the value chain of

suppliers, distributors, customers and forms the whole industry value chain.
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Figure 4.3.1.1 PC Industry Value Chain Overview

PC Industry Value Chain Overview
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In general, except identifying the core business, an industry value chain analysis should

also consider the value-adding potentials of different components of the value chain and

the companies’ capabilities to match it. According to “A Smiling Curve” *(figure 4.3.1.2)

which is proposed by Stan Shih, the founder of Acer in 1992, in the personal computer

industry, both ends of the value chain command higher values added to the product than

the middle part of the value chain. It means R&D, Branding, Design, Distribution,

Marketing&sales, Service are the high value added activities to the company’s

performance in PC industry. On the contrary, assembly line production is the minimum

value stage.

Figure 4.3.1.2 PC Industry Smile Curve
HEHER THE STAN SHIH SMILE CURVE

CONCEPT/R&D SALES/AFTER SERVICE

BRANDING MARKETING

DESIGN DISTRIBUTION
MANUFACTURING

= <—— VALUE ADDED ——>

Under this
model manufacturing
is the lowest value input

PRODUCTION CHAIN ~ mue

31 Smiling Curve. Available at:<http://en.wikipedia.org/wiki/Smiling_curve>
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® Top 5 PC Companies Value Chain Comparison
If we go deeply to the primary activities of value chain of the world top 5 PC companies
we can see how the companies make the computer product and sell it to the customers and
how difference they are doing. What are the competitive advantages and disadvantages of
Lenovo compared to its competitors in their primary value chain activities.
As the followed graphs (figure 4.3.1.3) show, firstly, for hardware, all PC companies
directly purchase key components such like CUP, HDD, Memory from OEM (Original
Equipment Manufacturer).For software, all PC companies have the similar software as
well as face the same customers. Therefore, the competitive advantages or disadvantages
are focusing on platform design, manufacturing control and marketing&sales. Some PC
companies, such like HP, DELL, ACER, usually outsourcing their product design to ODM
(Original Design Manufacturer) .For the new product, PC Companies provide the general
design framework. Then, ODM is responsible for detailed design and production. For the
traditional upgraded product or middle-low-end product, the ODM will design and produce
directly without any input from the PC companies. Therefore, nearly 90 percent of global
notebook computers more or less are handled through the hands of these foundries.
However, as more and more consumers turn to Smartphone and tablet PCs, the global PC
industry is experiencing the most severe winter for decades. Notebook homogeneity —the
same design and functionality brings a great resistance to selling PC products. From
Apple's success, we can see that self-designed products will largely farewell
homogenization, realize a real innovation. Among the TOP 5 PC companies, Lenovo,
ASUS has a strong R & D capabilities, and a large portion of their products are
independently developed. Through independent design and development, on the one hand
they can better control the R & D, engineer, develop a specific, market-leading star product,
on the other hand through the in-house self-manufacturing, they can better control product
quality and ensure on-time delivery.
Secondly, in the marketing and sales aspects, at present, there are two main business
models are widely used in the global PC market: Direct sales model and Distribution
model. The core characteristic of distribution model is that product delivered to the end

user through several distribution ties. Distribution has the widest sales web and service
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web to cover the customer everywhere. The most advantage of this model is that the PC
company can easily enter into the new markets and get the broadest customer base through
different channels. Direct sales model also known as the low cost model. The main features
are: sales accept orders via telephone and internet, assembly workers are assembled
according to the needs of end users, and sent directly to the users. This model establishes
direct contact with customers. Two models both have advantages and disadvantages.
Among top 5 PC companies, Dell is well known by its direct sales model and mainly
covers enterprises and SME customers. Acer, Asus mainly focus on consumer market.
Lenovo is well known by its specific dual business model in the industry. The company
divided its business into two models—relationship business model and transaction business
model. Relationship model covers the large enterprise customers (such as government,
education, banking, insurance clients).Transaction modal covers the small&medium
enterprise and consumer customers. The organization structures and core business
processes are also divided according to these two modal. For example, the
marketing&sales, the product division and GSC (Global Supply Chain) are all divided into
Relationship unit and Transaction unit to provide these two model with specific sales,
product line and GSC support. Therefore they can penetrate into the different
market&customer niches with providing the best product and service. Lenovo’s dual
business model sets its products, services and business process around customer needs and
market segmentation. This tightly integrated, end to end model allows the Group to quickly
react to market dynamics and changes in the back-end. It has been showed as a quite
successful model during 2004 that competed with Dell and other competitors in Chinese
market. Thus, from 2009 Lenovo started to duplicate this model all over the world.

One of the main reasons that Lenovo’s dual-model can work well is that they have the
absolute advantage of the distribution network in the world. In domestic market, Lenovo
has the largest number of the highest quality distributors and the largest number of retail
stores on the best position which covers all cities and rural market in China. In
international market, based on the original IBM distribution web, Lenovo rapidly expanded

their business to more than 200 countries.
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Figure 4.3.1.3 PC Value Chain Comparison
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Asus Value Chain
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® PC Value Chain Economics

PC as high-tech electronic products leads to the social progress. In the eyes of many

consumers it was once considered to be high consumption, high-margin products. Then,

after analyzing the value chain above, we clearly found in the high value-added patent /

technology stage, PC manufacturers do not have the advantage, and they are more

dependent on the upstream OEM manufacturers’ technology, development and downstream

channel’s marketing and sales. So this largely squeezes the profit margins of PC makers.

As the followed chart(figure 4.3.1.4), the upstream Wintel CPU, operating system account

for 50% of the profits, the other component accounts for 25% of the profits, and there need

to be left at least 15% of the profits to the distribution and retail channels. So, PC makers

only have 10% left.
Figure 4.3.1.4 PC Value Chain Economics
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Currently Lenovo's PC business has covered the upstream, middle stream and downstream
of the industry, but on the distribution of the ratio, the association's business Also mainly in
the middle and downstream of the industry. Therefore, in order to get more international
competitive advantages and increase profitability of their PC products, it must, on one
hand closely connection between production control, technology development, marketing
& sales, on the other hand ,strengthen research and development of core technologies

making Lenovo develop toward a higher value chain.

4.3.2 Resources Analysis

® Financial Resources:

From the followed graph (Figure 4.3.2.1 to Figure 4.3.2.3) of Lenovo 5 years income
statement which is showed in the company’s FY2012/13 annual report, we can know that
Lenovo has a consistently strong growth in revenue, profit, earning per share after
2009.And For the fiscal year ended March 31, 2013, the Group’s consolidated revenue
increased by 15 percent year-on year to record-high US$33,873 million. Under personal
technology products and services, revenue of the Group’s PC and related business were
US$29,749 million, representing a year-on-year increase of 9 percent; whilst the revenue
of MIDH (Mobile, Internet, Digital&Home ) business, which was largely from
Smartphone revenue in China, increased 105 percent year on-year to US$3,039 million.*
The company’s MIDH business just started in the global market, there will be a great
market in the future.

Lenovo has been controlling the domestic market for more than 10 years and 43% of the
whole group revenue comes from China. North America and EMEA (Europe, Middle East
and Africa) are still its shortcoming that NA only contribute 15% of the group revenue and
20% of the group revenue comes from EMEA.

In the meanwhile HP, as the strongest competitors of Lenovo, falls into great difficulties in

recent years. Its financial performance is much worse than Lenovo. HP continuously lost

%2 Lenovo FY 2012/13 Annual Report. Available at:

http://www.lenovo.com/ww/lenovo/annual_interim_report.html
54



its business from 2011**(Figure 4.3.2.4and Figure 4.3.2.5).And in 2012 HP entered into the
worst years in its history. Sales declining, merger and acquisition failing, asset
written-down, and the fair value of HP fell from more than $100 billion in 2010 to historic
lows of $23.5 billion. Many critical businesses are impacted by the competitors. The new
CEO Meg Whitman implemented a series of restructuring measures in 2012 and by the end
of 2013, the cash situation of HP is improved that net operating cash flow increase $ 1.6
billion. However, under the decline of the industry climate and the intensive competition, it
is not easy for HP to be completely out of the wood.

Figure 4.3.2.1 Lenovo Five-Year Financial Summary (2008-2012)
FY2013 FY2012 FY2011 FY2010 FY2009

US% in millions.except per share ammounts

Revenune 331,873 29574 21,594 16.604 14.900
Profit/(Loss)before taxation 801 582 57 176 (187)
Taxation (169) (107) (84) (46) (38)
Profit/(Loss)for the vear 631 475 273 129 (226)
Profit/(Loss)attribute to:
Equity holders of the Company 635 472 273 129 (226)
Non-controlling interests (3) 2 - - -
631 475 273 129 (226)
Earnings/(Loss)per share - =
Basic(US cents) 6.16 4.6 2.84 1.42 (2.56)
Diluted(US cents) 6.07 4.57 2.73 1.33 (2.56)

Source: Lenovo FY 2012/13 Annual Report. Page 184.Available at:
<http://www.lenovo.com/ww/lenovo/annual_interim_report.html>

Figure 4.3.2.2 Lenovo Financial Performance, Growth Rate (2009-2012)

Lenovo Financial Performance,Growth Rate 2009-2012
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Source: Lenovo FY 2012/13 Annual Report. Page 184.Available at:
<http://www.lenovo.com/ww/lenovo/annual_interim_report.html>

% HP 2013 Annual Report. Available at

<http://h30261.www3.hp.com/phoenix.zhtml?c=71087&p=irol-reportsannual>
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Figure 4.3.2.3 Lenovo Revenue Analysis by Geos and Product Segmentation

Revenue Analysis by Product Segmentation
FY 2012/13
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Source: Lenovo FY 2012/13 Annual Report. Page 17-19.Available at:
<http://www.lenovo.com/ww/lenovo/annual_interim_report.html>

Figure 4.3.2.4 HP Selected Financial Data,(2008-2012)

FY2013 FY2012 FY2011 FY2010
USS$ in millions,except per share ammounts
Revenue 112,298 120357 127.245 126,033 114.552
Earnings/(Loss)from operations 7.131 (11.057) 9.677 11.479 10,136
Net earnings(Loss) 5,113 (12,650) 7.074 8.761 7.660
Net earnings(Loss) per share:
Basic 2.64 (6.41) 3.38 3.78 321
Diluted(US cents) 2.62 (6.41) 3.32 3.69 314
Cash dividends declared per sharsg 0.55 0.50 0.40 0.32 0.32
At vear-end:
Total assets 105,676 108.768 129517 124,503 114.799
Long-term debt 16.608 21.789 22.551 15258 13,980
Total debt 22,587 28.436 30,634 22,304 15,830
Source: HP 2013 Annual Report. Page 39 Available at
<http://h30261.www3.hp.com/phoenix.zhtml?c=71087&p=irol-reportsannual>
Figure 4.3.2.5 HP Stock Performance Graph and Cumulative Total Return
$250
$200
$150
$100
$50
s0 . . . . . .
10/08 10/09 10/10 10/11 1012 10/13
| —l- Hewlett-Packard Company —A— S&P 500 Index —O— S&P Information Technology Index
10/08 10/09 10710 1011 112 1013
Hewlett-Packard Company ... .............. 100.00  125.14 111.62 71.55 38.11 68.95
S&P S00 Index . ..., ... e 100.00  109.79 127.92 138.26 159.27 202.54
S&P Information Technology Index. . . .. ... ... 100.00  131.50 15547 169.10 187.21 22449

Source: HP 2013 Annual Report. Page 38 .Available at
http://h30261.www3.hp.com/phoenix.zhtml?c=71087&p=irol-reportsannual>
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® Technology and innovation:

As the leading company in industry, Lenovo puts technology and innovation as one of its
most important core value of the company. It owns the greatest track record for innovation
in the PC industry and remains committed to innovation in its products and technology.
Lenovo operates 46 world-class labs, including research centers in Yokohama, Japan;
Beijing, Shanghai, Wuhan and Shenzhen, China; and Morrisville, North Carolina, U.S.
Lenovo's innovation strategy is based on a two-tiered approach to solving real-world
customer problems:1)Focus the majority of development on ideas that can be brought to
market within 24 months.2)Invest longer term in research targeting "game changing" big
plays. Through the work of its world-class researchers, Lenovo has won hundreds of
technological and design awards and more than 6,500 globally recognized patents. In 2009
and 2010, Lenovo was selected by Bloomberg Businessweek as one of the 50 most
innovative companies in the world and was twice selected by the World Brand Lab as one
of the “Top 500 global brands”. In 2013 CES show, Lenovo's innovative products obtained
53 CES Innovation Award, and was awarded as “the year's most innovative enterprise of
CES” by obi-legeeks. Even more, as the market has changed, Lenovo has also transformed
itself for the PC+ era. For example, Lenovo was the clear leader in defining the new
“convertible” PC space. Products like Yoga showcased innovation in combining the best of
PC and tablet form factors to capitalize on the launch of Windows 8, which provide a
flip-and-fold design to perform a 360 degree rotation with their unique dual-hinge. Also
Lenovo created a new category with Horizon table PC, which not only captured attention
and many prestigious awards, but also demonstrates the company’s ability to drive
significant innovation in PCs and create new markets where they can generate growth and
establish a leadership position.

However, the competition on technology and innovation will be never end. Lenovo is still
far away from those most high innovation companies in the world. From the followed “The

Top 20 R&D Spenders” **(Figure 4.3.2.6) we can see the most famous companies in all

3 Barry Jaruzelski, John Loehr, and Richard Holman ,October 22, 2013. The Global Innovation
1000: Navigating the Digital Future .In Strtegy+Business [online]. October 22, 2013.Available

at:<http://www.strategy-business.com/article/00221?pg=all>
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kinds industries are focusing on R&D as well. The correlated companies with Lenovo,
such like Samsung, Intel, Microsoft, IBM, Sony, their R&D investment account for 6% to
19% of the revenue in 2013. While, if we look at the spending of Lenovo, HP, Dell (figure
4.3.2.7), we can find that compared with HP and Dell, Lenovo only spent USD 624 million
which is account for 1.8% of revenue in 2012, less than HP and Dell. Therefore Lenovo
still need to invest more on its R&D development in the future.

Figure 4.3.2.6 Top 20 R&D Spenders in The World

Company

As a % of

UssEBillion

Revenue

1 Volkswagen 511.4 4.6% Auto

) Samsung 510.4 S5.8% Computing and Electronics

3 Roche Holding 510.2 21.0% Healthcare

4 Intel 510.1 19.0%¢ Computing and Electronics

5 Microsoft S0.8 13.3% Software and Internet

(1] Tovota 50.5 3.7% Auto

7 Novartis 50.3 16.5% Healthcare

8 Merck 58.2 17.3% Healthcare

o Pflizer 57.9 13.3% Healthcare

10 Johnson& Johnson 57.7 11.4% Healthcare

11 Gerneral Motors 57.4 4.8% Auto

12 Google 56.8 13.5% Software and Internet

13 Honda 56.8 5.7% Auto

14 Daimler S06.0 4.5% Auto

15 Sanofi 56.3 14.1% Healthcare

16 IBM 56.3 6.0%% Computing and Electronics

17 GlaxoSmithkline 56.3 15.0%% Healthcare

18 Nokia S6.1 15.8%0 Computing and Electronics

19 Panasonic 56.1 §.9%¢ Computing and Electronics

20 Sony 55.7 7.0%% Computing and Electronics
Source: Barry Jaruzelski, John Loehr, and Richard Holman ,October 22, 2013. The Global

Innovation 1000: Navigating the Digital Future .In Strtegy+Business [online]. October 22,
2013.Available at:<http://www.strategy-business.com/article/00221?pg=all>

Figure 4.3.2.7 Lenovo,HP Dell R&D Expense in 2012

2012 2011
Companies R&D R R&D/ R&D R&D/ 2012 R&D
LD expense  Revenue Revenue growth rate
(in million) (in million) Revenue expense Revenue
Lenovo 624 33,873 1.8%0 453 29,574 1.5% 38%
HP 3,399 120,357 2.8% 3,254 127,245 2.6% 4%
Dell 1,072 56,940 1.9% 856 62,071 1.4% 25%|Sourc

Source: HP 2013 Annual Report. Consolidated Statement of Earning. Page 88 .Lenovo FY 2012/13
Annual Report.Consolidated Income Statement. Page 112.

® Brand:

In domestic market, Lenovo as the biggest local PC company is well-known and has got

the greatest reputation by all customer. In global market, Think product as the IBM PC
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product before is highly recognized as well. But there is still one significant problem that
stopped the company’s growth outside China. That is, Think product is recognized and
widely purchased in the commercial markets for its high-profile, high stability, high price.
And it cannot well satisfy the consumer customers which are more attracted by the fashion
style, portable and low price. Therefore the image of Think product is more positioned as a
commercial product. In the mean while, the company’s consumer product line Lenovo
brand which is widely accepted in China still has low-awareness in other countries. Thus,
how to get growth on Lenovo brand outside China is a great challenge for the company’s

next growth.
® Human Resources:
Lenovo in China is well known in its excellent management philosophy of “decide the

strategy, take team, lead team” which was created by its founder Chuanzhi Liu. To attract,
develop, and cultivate talent is one of the core value and strategy of the company. Through
a series successful mergers&acquisitions, Lenovo obtains lots of executive managers and
professional talents that have international experience and leading technology. For example,
in 2005,Lenovo acquired former IBM PC division, all employees, including management
team and R&D department were transferred and maintained in Lenovo, In 2013, Lenovo
completed several key M&A activities: CCE in Brazil, for consumer technology products;
EMC in the U.S. in servers and storage; Stoneware in the U.S. in cloud computing; IBM
X86 Server business; Motorola Mobility. All these transactions contribute great for
Lenovo’s human resources development. Today, Lenovo has more than 3,200 engineers,
researchers and scientists. And in company’s top management team, 50% are the original
Lenovo’s executive managers and 50% are the most excellent people that come from IBM,
Dell, Acer. Also all these successful transactions show the great strategic investments and
strategic partnerships capability of Lenovo’s management team. For example, in the case
of acquiring IBM PC division, IBM purchased $ 600 million of Lenovo shares; in the case
of acquiring IBM X86 server business, IBM purchased $ 182 million of Lenovo shares; in
the case of acquiring Motorola Mobility, Google purchased $ 750 million of Lenovo shares.
All these cases showed the great confidence of Lenovo’s partnership, also proved the

capability of Lenovo’s management team.
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® Organizational resources:
As an innovative enterprise, organizational structure changing timely is also one of

Lenovo's core competitiveness. Since 2004, every strategic change is accompanied with
organizational adjustments. For example, in 2009, Lenovo divided its business into two
groups—mature&emerging markets. In January,2012,Lenovo restructured it organization
into four global business region , namely China market , North America , EMEA market
( Europe, Middle East and Africa ) and Asia-Pacific - Latin American(APLA) markets . In
April 1, 2013, Lenovo established two new end-to- end product groups: Lenovo product
group and Think product group, which undertake the tasks of R&D, production, business
model design, and building competitiveness in all steps of value chain. In January, 2014,
Lenovo announced two major mergers and acquisitions, one is picked up IBM's server
business for $ 2.3 billion, and another one is purchasing Motorola Mobility from Google
for $ 2.91 billion. Shortly after, Lenovo announced a new organizational structure
adjustment of changing two product groups into four new relatively independent business
groups: 1.PC Business Group (including the Lenovo brand and Think brand); 2.Mobile
Business Group (Smartphones, Tablets, Smart TVs); 3.Enterprise business group
(including servers and storage); 4.Cloud services business group (including Android and
Windows software opportunity). The new organizational structure fully reflects the future
strategic development intention on MIDH business, server’s storage and cloud services of
Lenovo.
® Culture:
Culture integration is a big problem for a global company especially for a Chinese
company. How to apply Lenovo’s Chinese culture to fit the different culture and different
situation in every other country? In the road of globalization, Lenovo took culture
development as one of the most important strategy. It has developed its culture for several
times after acquiring IBM PC division in order to fit the new situation. Today its special
Lenovo culture which is named as “Lenovo way” use a simple “5P” directions influent all
employees in the company. They are:

V' “We PLAN before we pledge;

v We PERFORM as we promise;
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v" We PRIORITIZE the company first;

v" We PRACTICE improving everyday;

v" We PIONEER new ideas”.
This 5P is centered around a simple but powerful value of “We do what we say. We own
what we do”. These values resulted in an enterprise wide set of behaviors that has built a
culture of accountability, commitment, trust and excellence. It has created a cohesive and
consistent approach to its work, its company, its products, its marketplace and its people

and has become a cornerstone of its success.

4.3.3 Internal Factors Evaluation (IFE) Matrix

According to the internal environment analysis above, we can draw the Internal Factors
Evaluation Matrix®*® (Figure 4.3.3.1) to deeply analyze the quantitative difference of the
major internal strengths and internal weaknesses between Lenovo and its main competitors
HP and Dell, which can provide a more reliable quantitative basis for future strategic

choice for Lenovo international operations.

% Fred R. David.2013.Strategic Management: A Competitive Advantage Approach,Concepts and

Cases. 14 Edition, New Jersey. Pearson Education,Inc.2009. Page 122. ISBN 13: 94047404740474
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Figure 4.3.3.1 Lenovo Internal Factors Evaluation(IFE) Matrix

Lenovo HP Dell
Weigh . Weight Weight
REVIRES t Score Welghte Score ed Score ed
d Score
Score Score
1.Good Financial situation 1 0.07 4 0.28 1 0.07 3 0.21
2 2.High R&D capability 0.10 4 0.4 0.4 4 0.4
> 3.Product Diversification 0.18 4 0.72 4 0.72 3 0.54
‘g‘ 4.Variable& experienced
= management team and 0.10 4 0.4 4 04 4 0.4
< technique talents
5.Good brand reputation 0.06 3 0.18 4 0.24 3 0.18
6.Service capability | 0.05 4 0.2 4 0.2 3 0.15
7.Excellent business model
to cover all customer in 0.10 4 0.4 3 0.3 3 0.3
different geography
eighted Score 0.66 258 2.33 2.18
;.j, 1.Lack of core technology 0.12 1 0.12 1 0.12 1 0.12
b 2.High dependence on
c
g traditional PC products 0.10 1 01 2 0.2 1 04
- 3.Not sufficient investment in R&D | 0.12 1 0.12 1 0.12 1 0.12
a sighted Score D D 0.44 D
major weakness(1),minor (2),minor strength(3),major strength(4)

As can be seen from Internal Factor Evaluation Matrix, Lenovo has the highest weighted
score of 2.92 which imply that the company has a very strong competitive advantage in the
industry, especially in current financial situation, which is due to its continuous
performance growth. In the meanwhile, in order to maintain its leading position in the
industry, Lenovo must break through the shortcoming in technology, innovation, product

and business diversification.

4.4 Conclusion

From the analysis of this section, we can see that Lenovo as a new star in the PC industry
gained the leading position in just a few years. This so admirable achievement, on the one
hand dues to the rapid growth of IT industry and favorable domestic political&economic
environment, on the other hand more attributes to company’s timely, successful business
strategy and continuously improvement of its competitiveness. However, this doesn’t mean
that Lenovo can rest on its current achievement. Unstable world’s macro-environment,
declining industry trends, change requirements of technical bottlenecks and intensified
competition in the entire value chain, the existence of all these uncertain risk factors are
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always challenging its leading position in the industry. Therefore, how could Lenovo get
out of its technical bottlenecks, overcome these important risk factors, access to continuous

development and growth will be an important direction of their future business strategy.
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5 Discussion & Recommendation

Strategic thinking must be based on the deeply understanding of external and internal
environment that the enterprise exists. Therefore this chapter will according to the results
above and the principle of compliance with corporate vision and mission to extract the
main opportunities&threats, strengths&weaknesses that Lenovo has, then, characterize the
decision-making process and discuss the strategic scenarios for the next five years for
Lenovo to provide valuable strategic options and recommendations for the sustainable

development and growth in the future.

5.1 Review of Vision&Mission

By considering the vision statement of Lenovo, there are three main points that the
company wants to reach. First is designing and producing the best product in the world.
Second is having the “best” culture to attract more talent people. Third focuses on building
to last and respectable business in the world. As for the first point, Lenovo has the higher
quality and maximum sales product in PC industry. However, it doesn’t mean it has the
best computer product in the world. Lenovo still cannot escape from the dilemma of
product homogeneity. Compared to Apple, Samsung, Google such well-known companies
for their technology and innovation, Lenovo is facing with great challenges of breaking
through technological and thinking box. From cultural stand point, highly integrated,
strong executed corporate culture becomes an important tool for Lenovo to be out of the
woods in the past. However, facing with a series new mergers and acquisitions, diversified
development, we are not able to accurate predict what and how much challenges on its
current culture Lenovo will meet in the future. From corporate sustainability and reputation
point of view, a good financial situation, the strongest competitive ability, excellent
strategic and operational management are the core elements to achieve this goal. Today,
Lenovo has relative competitive advantages in these areas, but the downward trend in the
industry and the lower profit margins challenge Lenovo to find the new growth points in

order to maintain its market position and sustainability.
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5.2 SWOT Analysis

By considering the opportunities, threats, strengths, weaknesses and the detailed qualitative
and quantitative analysis of the Lenovo internal and external environment above ,we can
summarize the SWOT matrix of Lenovo, which consequently can lead us to formulate
more targeted strategic options for Lenovo’s future success.

Strengths

As the largest and leading PC manufacturers in the world Lenovo benefits a lot from its
strong market position, especially in Asia-Pacific region, such like lower cost, good
company reputation, well-known Think product brand, high R&D capability. Except these,
Lenovo has a very strong business model which has been proved to be a fundamental and
one of most important sword that help its business better cover all the customers in most of
the regions. Also its good financial situation and variable experienced management team,
as well as the technique talents contribute a lot for the future strategic development,
including the business expending, vertical integration, and diversification.

Weaknesses

Today, there are two most important shortcomings that Lenovo struggles, one is heavily
dependent on traditional PC manufacturing which has low margin and in the decreasing
trend of PC prices. Compared to its competitors HP and Dell, that both have lots of other
diversified business, like service, software, IT infrastructure, it is a very critical risk for
Lenovo while facing with downward trend of PC product. Therefore, lacking of core
technology, less investment on R&D, weakness in its mobile business could be very urgent
points that Lenovo need improve. Another shortcoming exists in its traditional PC business.
There are still lots of place Lenovo can be better. For example, Lenovo is still behind its
rivals of HP&Dell in US&European regions; Its Lenovo-brand which covers the consumer
market is still not well-known and accepted by the consumer in developed economies.
Opportunities

Compared to the last five years, the new economic forecast shows the recovery trend for
the future. It is a good message that could improve the confidence of consumer, as well as

enterprises. Also the continuous changing on customer demands, such like mobile product
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preference, E-commerce rising, women&new generation demand, all these provide the
great opportunities for Lenovo’s future development.

Threats

With the downward trend in the industry, the competition will become more and more
intensive. Continuous price war threatens to further erode the Lenovo’s margins and reduce
its market share, stronger bargaining power of customers and suppliers require the
company to must be the strongest. Also the product imitation and alternatives are an

endless topic and threat that Lenovo must face in this rapidly changing industry.

The summarized SWOT information is showed as the followed graph (Figure 5.2.1):
Figure 5.2.1 Lenovo SWOT Matrix

SO Strategi WO Strategi

1.Take use of the self- 1.Penetrate into U.S.&Europe
competitiveness of strong market market by seizing the

position and Think brand opportunity of economic
awareness to grasp the conomic growth;(W5SW601)

and political opportunities. 2.Inovation on technology and
(S1S284S6S7010203) marketing(W1W2W3W4W5

2 Explore potential market W604050607)

opportunity through high R&D

capability and based on good

financial situation;
(S3S504050607)

T Strategi WT Strategi

1.Innovation on the whole value  1.Inovation on technology and
chain to lower cost and marketing

strengthen the competitiveness. (WIW2W3W4W5SW6TI1T2T3
(S5S6S7TIT2T3T4TSTO6) T4T5T6)

2 .Concentric diversification 2.2 Concentric diversification

(SST5T6) (WIW2W3W4TIT2T3T4TST

6)
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This SWOT matrix clearly summarized the analysis of external and internal environments
we performed in the “result” section, also the Strengths-Opportunities strategies,
Weaknesses-Strengths  strategies, Strengths-Treats strategies, and Weakness-Treats
strategies can be drawn from the opportunities, threats, strengths and weakness listed

above, which will deeply described as the proposal of future strategic alternatives.

5.3 Proposal of Future Strategic Alternatives

This section aimed to formulate some valuable business strategies at the attempt of
improving Lenovo’s current situation and reach the target of sustainable development.
Based on the environment scanning and SWOT analysis above we can propose three
strategic business alternatives.

Strategy 1: Innovation on the whole value chain

In the situation of intense competition and serious homogenization of PC industry, product
innovation has become one of the most important goals that all manufacturers pursuit and
compete. While relying solely on the product innovation is not enough, if a company wants
to improve the international competitiveness and achieve long-term development. It must
proceed innovation on the overall situation- innovate on product, technology, service,
marketing, operations, management and all other stages of value chain to form a
differentiated customer value that bring exceeded expectation of product value for the
customer. Meanwhile, it can form company’s unique ‘innovation capability’
competitiveness.

® Technological innovation to break through the core technology:

Today, PC companies are in a troubled dilemma of innovation. All the companies release
some of the so-called ‘new’ product every quarter, and even every month. However, when
you closely study on the features of this ‘new’ product, you will find that they are only
‘adjusted one’ of the existing products, such as changing 2G memory to 4G, 500G hard
drive to 1TB. While all the core technologies, such as appearance, function, application do
not be changed or upgraded at all. This is the root of the homogeneity of PC product.

Therefore, Lenovo must focus on breaking through the core technology that could be a
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unique design with a refreshing change, or a super application integrated multiple
functions. Just as Apple uses an approach that allows each new product at first to be a
flash-in-the-pan, but then remain average to high sales by using incremental innovation,
such as with the iPhone, iPod, and iPad (each has its initial ‘wow’impact, but then users
keep buying as they innovate annually.

® Marketing innovation to improve brand value:

To achieve penetration in various markets around the world, the brand awareness is one of
the most important factors. Therefore marketing innovation is the essential strategy that
Lenovo must consider. Firstly, the marketing strategy must be the combination of
unification and diversification which means the marketing information around product
features, technical concepts must be unified and regional promotion on product marketing
and sales should carry out in an appropriate manner with considering regional
characteristics, local culture, social customs to achieve a local process for a worldwide
brand. Secondly, in addition to traditional advertising, star marketing, sales promotion
activities, marketing innovation can use services-marketing, experiential marketing,
knowledge marketing, emotional marketing, network marketing, green marketing and
hunger marketing to achieve the promotion from a product, a brand to a social values.

® Operational innovation to create the perfect supply chain:

Dell's direct sales model brings its efficient Just-in-time supply chain management and low
inventory, low-cost advantages. In the current dual-mode operation, the operational
innovation of Lenovo can be proceeded from channel intelligent, processes visualization,
real-time response, simplest interface, operational processes clarity, standardized channel
behavior, personalized customer care, value-added services and so on. For example,
building more efficient global IT management systems, moving logistics and
manufacturing places closely to suppliers, docking with channels and suppliers’
information systems.

@® Service innovation to create an excellent service system:

The famous management expert Tom Peters said: "Only when company put the service in
the first place, it can get a steady stream of profits.” Service innovation means new ideas,

new techniques are changed into new or improved service. So we can start to think about
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the customer needs& expectations, product design, manufacturing, logistics, marketing and
all other aspects of the value chain with considering the value-added point to the customer
service. Through innovative technology, improved system provides differently elastic
service for different customers, thus to create an excellent service system.

® Management innovation to gather industry elite, build efficient management

team and management modes:

Whether is a company able to develop a superior strategy, and successfully implement the
strategy depends crucially on whether it has a high-level management team. And
management innovation is the most effective, also essential way that attracts all kinds of
elite in the world. Therefore, in order to build a perfect management team and management
modes in the industry, Lenovo must implement management innovation as
followed:1.Managerial conceptual innovation - actively learn the most advanced theories,
methods and most excellent management experience; 2.Cultural innovation — create a
doubt, problem-solving culture, seek analogies and examples from different environments
to create a superior "multi-win™ culture; 3 Organizational innovation — timely restructure
the organization according to the changes in the external&internal environment to build
efficient operation; 4 Managerial tools’ innovation - create a new management policy,

introduce a new management system, apply a variety of management methods.

Strategy 2: Key market penetration strategy

From the SWOT analysis above we know a very critical issue affecting the performance of
Lenovo is that Lenovo is still lagging behind its main rivals HP and Dell in U.S. and
European countries. However, as the origin of the PC industry, these two regions attract
most people’s attention. In the macroeconomic environment of recovery on national
economy in U.S. and European markets, Lenovo must seize this opportunity to rapidly
penetrate to these two big markets to improve the overall performance of the group. For the
strategies in these two markets, on the one hand Lenovo can focus on product and
technological innovation to enhance brand awareness there, on the other hand, the
company should ally with the advantages and strengths of its strategic partners to find out

the breakthrough point. For example through the acquisition of IBM PC, IBM X86 Server,
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Motorola Mobility, Lenovo have formed a strategic alliance with IBM, Google. Lenovo
should deeply think about the future cooperation and development opportunity, such like
the technical development cooperation, channel cooperation. In addition, cross-industry
marketing cooperation is also a very effective marketing method, such as joint-activities
with car, real estate companies which can strengthen the influence on marketing and
promotion in the U.S. and European markets.

Furthermore, in terms of the customer markets, Lenovo should innovate on specific
product design and marketing activities for targeted women and new generation to detect
the depth of these market, prepare for the future demand. For example, learn from Apple,
Samsung’s mobile products, stress on flexibility, light, bright color, and enter into the new

generation’s living environment, implement campus marketing, network marketing, etc.

Strategy 3: Concentric diversification

Mobile, storage, and cloud services are predicted to be the future trend of the IT industry.
Lenovo has started to diversify its business on mobile internet and digital home (MIDH)
fields. In 2013-2014, Lenovo has implemented a series of merger &acquisitions in mobile
and server business. However, whether these acquisitions can really help Lenovo achieve
takeoff in the mobile, storage, and cloud services business is still not certainty. For
example, in the recent two large-scale acquisitions, before Lenovo acquired Motorola's
mobile business, Motorola Mobile has lost $ 1 billion and earnings hopeless, which is one
of the main reasons why Google wanted to sell it. The similar situation happened in
another case of Lenovo acquiring IBM X86 server in 2014.In the overall server market ,
the low-end servers like X86 has relatively lower profit, and IBM's X86 server business
has been declining in profit for consecutive seven quarters. So how can Lenovo rapidly
develop these new businesses to be profitable, at the same time keep its PC performance, is
the biggest challenge over the next five years for Lenovo. According to the characteristics
of historical development of Lenovo and the SWOT situation above, we can propose the
following implementing strategies: 1.Use Chinese and Asian markets as a jumping off
point with best Lenovo brand awareness, PC monopoly position and channel advantages to
quickly arrive at number one market position in mobile, storage and services businesses;
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2.Study characteristics and developing trend of mobile, storage and cloud service business
in developed countries. Apply the strategy of stabilization of IBM and Motorola's existing
channels, customers, and market share at the early stage; 3.After realizing steps 1 and 2,
Lenovo can penetrate into U.S., Europe and other developed markets and achieve the

global development on its new businesses.
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Conclusion

The aim of this chapter is to present our final conclusion through review the whole content
of this diploma work, at the same time state recommendation for Lenovo Group. Also,
some limitations in the research process were discussed and the areas that were not
investigated in depth in our study are highlighted as the implications of future research at

the end of this chapter.

Conclusion of the diploma work

The theme of this diploma work is to deeply analyze how to make the strategic choices for
an IT company in order to successfully compete in an intensely competitive global market,
and what are the key elements that influent the company to make its business strategies. In
order to reach this goal, the relevant theoretical framework is applied in the analytical
framework, in which the assessment utilized a formal strategy formulation process of Fred
R. David’s comprehensive strategic management model suggestion are considered. This
diploma work concentrates on assessing the current competitive position of Lenovo Group
in the international context and presenting strategic choices and opportunities for the future
improvement.

Relevant literature reviews are performed within Chapter 1. They construct the theoretical
background for the whole research. In this part, we tried to dig out the essence of strategy,
through discussing on all kinds of different definitions of strategy, and the main
characteristics of strategy. Including corporate strategy, business strategy, and functional
strategy, three levels of strategies were introduced. Then, the most critical part of Fred R.
David’s comprehensive strategic management model, especially the strategy formulating
process was dismantled and clearly explained step by step. Also, in the theoretical part we
tried to provide lots of analytical framework, such like DEPEST model, Porter's Five Force
Model, Value Chain model, SWOT Matrix, Strategy Clock, that could be used in the
auditing of internal and external environment for the practical implementation.

After clearly presenting the theories and methods of strategic management, the diploma

72



work conducted lots of qualitative and quantitative environmental analysis for Lenovo by
using various methods and tools provided in the theoretical contents. The external
environment analysis focused on the macro environment with using DEPEST model,
which scanned political, economic, technical, social cultural, environmental and
demographics factors that seriously impact the industry growth rate. The industry
environment analysis is also included in the external environment scanning. For this part,
we investigated on the industry characteristics and competition structure by using Porter’s
five force model. In the internal environment analysis, we used value chain analysis to
describe the PC industry value chain and compared the critical steps of value chain
between Lenovo and its main competitors(HP, Dell, Acer and Asus), which can help us
find out the main competitive advantages of Lenovo in its value chain. Also, we conducted
the analysis on Lenovo’s tangible and intangible resources, including finance resources,
human resources, organizational resources, technology& innovation resources, brand
resources and cultural resources, to see what kinds of capability beneath these resources
and how to extend them, how to make them contribute great to the future’s success of the
company. All these results provide sufficient theoretical and feasible basis for strategic
choice of Lenovo’s international business.

One of the main findings of this diploma work is that with respect to the major competitors
in the PC industry, Lenovo currently has very significant competitive advantages either
from its value chain system or from its internal resources. From value chain system point
of view, the company has the excellent dual-model which is able to cover both commercial
and consumer customers very well. From internal resources point of view, Lenovo hold
more than 30% market share and ranked number 1 position in domestic market for nearly
18 years, also it defeated its main competitors HP&Dell and leaded the worldwide market
in 2013.Except this, the company’s good financial situation, super human resources,
worldwide brand awareness, integrated culture and timely changed organizational
capability strengthen the company’s competitiveness in the world market.

However, there are also some important negative findings generated from the external and
internal scanning which need the company pay more attention and take the immediate

action. We can divide these findings into two aspects. One are the problems existing in its
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current PC business, such like weak market position in U.S. and Europe, weak brand
awareness in Lenovo product, lacking of core and high value-added technology. Another
finding is the threat of the substitute of PC product, such like tablet, smartphone. However,
it also could be a good opportunity for Lenovo to diversify its present business model from
85% relying on PC product to extend to the fields of mobile, storage and cloud services to
capture the future industry trend and step into its future PC + leading position.

In such context, strategic alternatives are explored. The suggestions are constructed into
three scenarios: 1. Innovation on the whole value chain to gain sustainable competitiveness;
2.Key markets penetration to improve market position in U.S. and Europe, prepare for the
future demand on targeted women and new generation; 3. Concentric diversification to
seize the opportunity of future technology and industry trend in mobile, storage and cloud

services.

Limitation of the diploma work

There are some limitations that need to be highlighted in the process of data collection.
Firstly, the exact figures of the sales situation are avoided in the interview. All of the
analysis is concluded from the official website and annual reports. Secondly, some quality
analysis, especially for the competitors’ relative situation, is limited by the interviewees’
knowledge and experiences. Thirdly, it is also important to comment that IT industry is
dynamic and there are various driving forces continue to push the development in this
sector. The study was focused on PC manufacturing but not the whole IT industry.
Therefore, the findings could not be totally the same interest to the companies such like

software, internet, IT consulting and so on.

Future research implications

In our research, we focused on the trends, driving forces and the industry dynamics, which
can very well explain the present situation in this industry segment and enable Lenovo to
understand the present market potential and establish the potential in the years coming.
However, it was good to act as an “eye opener” to both Lenovo and researchers to include
the time perspective and keep watching on the changes of technology and industry trend,

which we didn’t go to deep length due to time factor. Also strategy implementation and
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evaluation as the very important stage of strategic management process were not studied in
this diploma work due to the time limited and to avoid too complexity. However, the
success of a good strategy is guaranteed by efficient implementation. Thus, the next

research could focus on how to successfully implement business strategies.
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Resume

V Case rinCania zbrani, zvolenastrat&gia rozhodovala o vysledku bitky, strate na zivotoch,
a 0 Uspechu alebo zlyhantcelej vojny. V ¢ase pokoja a mieru je svet podnikania tiez
bojiskom, kde stratégia ovplyviiuje to, ¢i bude produkt Ziadany, ale aj vzrast a pokles
obchodu, ba dokonca prezitie celého podniku. Michael Porter, profesor na Harvardskej
obchodnej Skole raz povedal: “Stratégia je kIi¢om k Uspechu.” Podnikové zdroje
a schopnosti vedia byt ako atomova bomba, ktorej sila zalezi na potencidlnej
konkurencieschopnosti a strategi 1 podniku. V sucasnosti, vdaka rozvoju globalizacie
ainternacionaliz&ie, ale aj tvrdej konkurencie, potreba dobréo strategickéno
manazmentu pre spoloCnost’ narastd. Prave preto, vicSina spoloCnosti, najmi tie
medzinarodné, zacali pouzivat uspesné medzinarodné stratégie a efektivne implementovat’
strategicky manazment vo fungovan isvojho podnikania.

Ch&eme tvorbu stratégie ako socialne uskuto¢nent aktivitu, zavisla na kontexte, ktora je
orientovana na dosiahnutie strategickych cielov a ktor& vznika prostredn £tvom akcie
a interakcie viacnasobnych ucastnikov, alebo skup m, distribuovanych cez organiz&iu.
Hlavnym cielom tejto diplomovej prace je analyzovat’ ako spravne vytvorit’ stratégiu pre
¢insku IT spolocnost’, s ispeSnou konkurencieschopnost'ou na celosvetovom trhu. Praca sa
zameriava aj na kl'i€ové zlozky, ktoré ovplyviiujii obchodnl stratégiu danej spolo¢nosti.
Diplomova praca sa poktsa preskumat’ kI"aGové témy, ktoré prispievaju k zaveru a ktorésui
potrebnék ziskaniu poznatkov k hlavnému ciel'u tejto prace. Tieto kI'icové témy su: 1)
Sp&oby kontroly strategickéno prostredia implementovanim $tandardnych analytickych
techn k. 2) Charakteristika a vplyv externych a internych determinantov na medzin&aodnu
stratégiu Cinskej IT spolo¢nosti v medzindrodnom kontexte. 3) Klucové fakty, ze
existujice schopnosti danej spolo¢nosti mézu byt pouzité k novym poznatkom, mdzu
pridat’ hodnotu produktu a tym si udrzat’ vyhody konkurencieschopnosti. 4) Strategicky
vyber ¢inskej spolo¢nosti v medzin&odne silnej trhovej konkurencii. 5) Vplyv osvojenych
medzinarodnych stratégii na ¢innost’ spolocnosti. 6) Spdsoby ako si udrzat’ poziciu
dihodobého Uspechu.
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Diplomovapraa je rozdelenado siedmich kapitol:

1. Uvod

T&o kapitola n& uvalza do problematiky diplomovej prae. Kapitola opisuje kritickrolu
globaliz&ie ajej vplyv na volbu podnikovych strat€yi® v medzin&odnom Kkontexte.
S narastajicim prehlbovanm ekonomiky, priemyslu a globalizacie, so zmierfiovanim
colnych bariér, voI'ného prilivu talentov, globalizacie informac¢nych technolégii na jednej
strane, a konkurencieschopnosti trhu, budovan I medzin&aodnych monopolov, revol(ti T
v technol@i&h, tak aj zmeny v oblasti nakupovania zo strany z&azn Kov na strane druhej,
to vSetko prispieva k rozvoju podnikania a prinasa so sebou nové vyzvy pre terajie, ale aj
budlce strategickeé techniky tychto podnikov. Tieto nové okolnosti nutia manaZment
k prehodnocovaniu svojho pr Btupu k oper&ian, ale aj k l'udskym zdrojom, ¢o si vyzaduje
viac zodpovednosti novych organizacii vo¢i obom typom prostredia, internému, ale aj
externému. Prave preto, stratégia uz nie je len stabilnou analyzou problému, ale
dynamickym, konS$tantne sa rozvijajucim dopytom pre vytvorenie hodnoty, ktord sa stdva

dynamickym prostriedkom k vedeniu k dlhodobému rozvoju spolo¢nosti.

2. Strategicky manazment- Literat(ra a tecria

T&o kapitola sa zameriava na tedrie strategického manazmentu, ktoré vytvaraju teoretické
pozadie nasho vyskumu. V tejto Casti sme sa snazili zdoraznit’ podstatu stratégie, cez popis
ré&nych typov defin Ti tstratégie. Kapitola popisuje tri stupne stratégi ¥ vrdane strat&gie
korpor&ie, obchodnej strat€gie a funk&nej stratégie. Taktiez v tejto kapitole popisujeme
najkritickejSiu Cast’” komplexného modelu strategického manazmentu Freda R. Davida,
konkrétne formulovanie strategického procesu, ktoré tu vysvetlujeme krok za krokom.
V teoretickej Casti sme sa snazili poskytnut’ analyticky ramec, prostrednictvom DEPEST
modelu, Porterovho modelu piatich konkuren¢nych sil, Modelu hodnotového retazca,
SWOT Matrix modelu, a modelu Strategickych hodin, ktoré moézu byt pouzité pre

skontrolovanie internéno a externéno prostredia na realiz&iu v praxi.

3. Ciel
Tato kapitola opisuje zakladny ciel’ prace ako aj hlavné témy, ktorymi sme sa zaoberali.
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Kapitola sa zameriava na zavery, ktoré chce diplomova praca realizovat’.

4. Metodol@ia vyskumu
V tejto kapitole su opisané vSetky pouzité kvantitativne a kvalitatwne metdly, ktoré

prispievajuk logickému sledu vyskumu.

5. Vysledky diplomovej préce

Na zaklade teérii strategického manaZmentu, opisaného v predchalzajlcej kapitole, sa
diplomovapr&a zaoberakvantitat unymi a kvalitat ¥nymi analyzami, s pouzitim réznych
metd&l a techn k. Analyza externého prostredia sa zameriava na analyzu makro prostredia,
s pouzitim DEPEST modelu, ktory skuma politické, ekonomické, technické, kultirne
a demografické faktory, ktorévplyaju na rychlost’ rastu daného priemyslu. V tejto Casti
sme sa zamerali na charakteristiku priemyslu ana S$truktiru konkurencie s pouZzitim
Porterovho modelu piatich konkurenénych sil. Co sa tyka analyzy vnttorného prostredia,
tu sme pouzili Model hodnotového retazca na opisanie pocitacového priemyslu, kde sme
porovnavali kritické kroky hodnotového retazca medzi spolo¢nostou Lenovo a jej
najvacsimi konkurentmi (HP, Dell, Acer a Asus). SnaZili sme sa zistit najhlavnejSie
konkuren¢né vyhody Lenova a ich hodnotovy retazec. Taktiez sme sa snazili analyzovat’
hmotné&a nehmotné zdroje, vratane finanénych zdrojov, l'udskych zdrojov, organiza¢nych
zdrojov, technologickych a inovativnych zdrojov, zna¢iek a kultarnych zdrojov spolo¢nosti
Lenovo, na zistenie sp&obilosti tychto zdrojov a aby sme vedeli ako ich rozsirovat, aby
funkc¢ne prispievali k buducim potencidlnym tspechom spolo¢nosti.

Vysledky nasho vyskumu poskytuju dostatok teoretického zakladu pre strategicky vyber

internacionalneho obchodu spolo¢nosti Lenovo.

6. Diskusia a odporucania

V tejto Casti sa diplomova praca zaobera hlavnymi zisteniami vyskumu. Jednym
z hlavnych zisteni tejto prace je, Ze spolocnost’ Lenovo mé v stcasnosti velmi dolezité
konkurenéné vyhody, ¢i uz vd’aka svojmu hodnotovému retazcu, alebo internym zdrojom.
Z hladiska hodnotového retazca, spolo¢nost ma excelentny dudlny model, ktory je
schopny vel'mi dobre pokryt obchodné naroky, ale aj naroky spotrebitel'a. Co sa tyka
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vndornych zdrojov, Lenovo vlastniviac ako 30% trhovéno podielu aradi sa na prva
poziciu na domacom trhu uz skoro 18 rokov. V roku 2013 porazil svojich najvicsich
konkurentov, HP&Dell, a od tej doby vl&ine celosvetovénu trhu. Okrem toho, dobra
finan¢na situdcia spoloc¢nosti, skvelé I'udské zdroje, celosvetovo zndma znacka, komplexna
kultra aschopnost vCasného prispésobenia sa trhu, to vSetko upeviiuje
konkurencieschopnost’ spolo¢nosti na svetovom trhu.

Napriek tomu, prostrednictvom nasho vyskumu sme zistili dolezité negativne zistenia,
tykajre sa externéno a internéno skUmania na ktorési spolo¢nost’ musi davat’ vacsi pozor
a zacat’ neodkladne konat’. Tieto zistenia mdzeme rozdelit do dvoch skupin. Prva su
problény existujlce v su¢asnom PC odvetvi, ako napriklad slaba pozicia trhu s Spojenych
Statoch Americkych a Eurépe, slabé vnimanie znacky Lenovo, ale aj nedostatok vysiej
hodnoty technol&giT K d’alSiemu zisteniu patri hrozba nahrady pocitatov tabletami
a mobilnymi telefonmi. No aj napriek tomu, toto zistenie by mohlo sluzit' ako nova
prilezitost’ pre spolo¢nost’ Lenovo ako obmenit’ sii¢asné obchodnémodely, ktorésa z 85%
spoliehaju na pocitacové produkty, a tak rozsirit’ svoje zameranie aj na mobilné telefony a
ulozné priestory. Tym by mohla spolo¢nost’ napredovat’ a tak vstupit do buducnosti
pocitacov a zaujat’ iradujlicu poziciu.

Préve v tomto kontexte sa zameriavame na strategick€alternat wy. N&rhy stzostavenédo
troch scen&ov: 1. Inovacia celého rebricka hodnét na z¥Ekanie vhodnej
konkurencieschopnosti, ¢o zahfiia inovaciu produktov, technolégii, sluzieb, marketingu,
operacii, manaZmentu, a vSetkych dalSich stupiov, ktoré prevySuju ocakavania
produktovej hodnoty pre zdkaznika, =zatial Co formuji jedinecnii ,,inovativnu

¢

schopnost™  konkurencieschopnosti spoloc¢nosti. 2. KlPafova trhova infiltracia na
zlepsenie pozicie trhu v Spojenych Statoch Americkych a Eurépe. Lenovo musi uchopit’
moznost’ ekonomického obnovenia trhu v rozvinutyeh krajin&h a o najrychlejsie sa
dostat’ na trh Spojenych Statov Americkych, ako aj na Eurdpsky trh atymto zlepsit
celkovy vykon spolocnosti. Taktiez by mala spolocnost Lenovo zdokonalit’ dizajn
produktu, ako aj marketingové aktivity zamerané na Zeny a novU gener&iu, na zistenie

hibky trhu apripravenie sa na poziadavky budacnosti. 3. Stratégia sUstrednej

diverzifik&ie. T&aO0 stratégia je zaloZzena na ziskani a implementovani IBM X86
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obchodnéno serveru a na znacku mobilnych telefonov- Motorola. Spolo¢nost’ Lenovo sa
musi sustredit’ na to, ako vyuzit' svoje sucasné silné pozitiva a potencidne prileZitosti
perspektwnej  technolGgie apriemyselnyeh  trendov  aj  voblasti  mobilnych
telef&nov, uloznych priestorov a na rychly vywoj tejto novej oblasti podnikania, aby bola

spolo¢nost’ ziskova a zarovein aby pokracovala vo svojej pocitacovej Cinnosti.

7. Zarer

Ciel'om tejto kapitoly je poskytnut’ kone¢ny zaver cez zhodnotenie celého obsahu tejto
diplomovej pr&e a zaroven navrhnit’ odporacanie pre spolo¢nost’ Lenovo. Tato kapitola sa
tiez zaoberd niektorymi obmedzeniami, ako su limitovany marketing & predaj datovych
zdrojov, skisenou kvalitatunou analyzou a pocitatovo orientovanymi limitaciami
v procese vyskumu. Zmeny v technolggi&h a priemyselnom trende, ktoré neboli hilbsie
skUmanésuiv z&vere tejto kapitoly zvyraznen€ako implik&ie pre bud(ci vyskum v tejto

oblasti.

Spolo¢nost’ Lenovo, ako nové hviezda v pocitatovom priemysle, nadobudla vedicu
poziciu uz v priebehu niekol’kych rokov. Stale existuju neistoty a rizika, ktoré ohrozuju a aj
budi ohrozovat’ jej vedicu poziciu. Diafame, Ze prave tento vyskum modze inSpirovat
nasich ¢itatel'ov a vzbudit’ v nich tizbu po produkte Lenovo.

Tento vyskum né& vedie aj k tomu, aby sme si boli vedomi ¢asovej perspektivy a aby sme

stde sledovali zmeny priemyselnéno trendu bud(cnosti.
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