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Abstract 
 

With homogeneous competition and the devaluation of product price, PC enterprises have 
to compete with each other in meager profit. The profitability of PC industry is weakened, 
even the famous brands, like Dell and HP, have to face the bottleneck of development. 
Compared with multinational IT enterprises, local Chinese ones face the bottleneck in capital 
and R&D as they grow. Meanwhile, they are often frustrated in the course of diversification, 
so they will be in a harder situation of competition. However, there are some opportunities in 
PC industry, and the sustainable development can be achieved, if we consider the problem 
from a new angle. In this paper, we undertake to explain the source of sustained growth in the 
developing countries like China, and seek to find out a proper way for PC enterprises to 
further develop. Based on the Blue-Sea strategy theory, Corporate Social Responsibility (CSR) 
theory and Organization Learning theory, we design a strategic plan for developing PC market 
in mainland China. The strategic plan, integrating the strategic move of channel 
differentiation, product diversification, and market development, is designed to strengthen the 
sustained development of PC industry.  
 

Introduction 

Because of homogeneous competition and the devaluation of product price, the PC 
enterprises can only pursuit for a low profit. Only a few famous brands, such as Dell, HP, 
Acer, and Lenovo, can maintain profitability. Certainly, diversification may be a solution to 
the problem. However, there are still fewer success cases in reality, for the PC enterprises are 
often frustrated in the course of changing. Differentiation strategy can be the key to solve the 
problem. Unfortunately, the related researches, which can integrate the theory and reality 
perfectly, are not very common. How to find a proper differentiation way to solve the problem? 
Based on the theory of strategy, marketing, organization learning and CSR (corporate social 
responsibility), the paper analyses the PC market in mainland China, and tries to design a 
strategic plan for the further development of PC industry, which integrates the strategic move 
of channel differentiation, product diversification, and market development. 

Theoretical Background 
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Economist Gregory Chow (1967) studied the relationship between computer demand and 
technological change. He found that the demand for computers follows a “saturation curve”, 
which means that the computer demand grows rapidly, although it grows small at first, until 
finally nearly everyone has bought a product, whereby the market becomes saturated. The 
value of having a computer increase when more users own computers, and the network 
externality has a positive influence on computer demand. Chow also described the chief 
influencing factors of computer demand. With the rapid development of technology, the 
market, or some submarkets, is becoming saturated in Chow’s opinion.  

 
In his famous book of <The Fifth Discipline >, Peter Senge (1990) put emphasis on System 

Thinking. He believes that business and other human endeavors are systems. They are bound 
by invisible fabrics of interrelated actions. We cannot find a proper solution to the deepest 
problems, if we intend to focus on snapshots of isolated parts of the system. System thinking 
is a conceptual framework, a body of knowledge and tools to make the full patterns clear, and 
to help us see how to change them effectively.  

 
With the surging of information technology, it becomes more and more difficult for a 

company to keep sustainable competitive advantage for a long time. In strategy field, many 
new theories and ideas, such as opportunity creation and exploitation, innovation thinking and 
blue ocean strategy, are provided to solve the problem. W. Chan Kim and Renée Mauborgne 
(2003）believed that the enterprises could achieve the strategy goals of cutting costs and 
growing revenue simultaneously by the way of value innovation thinking. They built their 
research on the analysis of strategic move other than company or industry. In their opinions, 
the blue ocean represents “untapped market space” and the “opportunity for highly profitable 
growth”.  

 
Michael Porter and Mark Kramer（2002）studied competitive advantage in Corporate Social 

Responsibility (CSR) perspective. They suggested that CSR can help enterprise earn 
differentiation competitive advantage. C.K. Parahalad (2002) insisted that it is necessary and 
profitable for a company to seek the fortune at the bottom of Pyramid (BOP), which means to 
develop the low-income market. 

 
Based on the former theory research, we rethink the strategic development problem of PC 

market and design the solution plan from a new integrated angle.  

 

Introduction to China’s PC Market 

. According to < China Statistical Yearbook (2006)>, the index of per 100 urban households 
annual average possession of home computers in urban is 41.52 computers, and in rural 
market, the number is 2.1. Even in the urban market, there are still large gaps between the 
high income groups and the low income ones. When grouped by disposable income, the index 
of per 100 highest income households (10%) have 85.09 computers, and the lowest income 
households (10%) only have 7.34. For the reason of the regional economic disparities, the 
number of PC possession in east China is much larger than that in west China.  
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From the above data, we notice that there are three large gaps in China’s PC market, 

between eastern and western China, urban and rural submarket, and high income groups and 
low income ones. According to the traditional marketing theory, the target customers must be 
focused on the high income groups in urban market of eastern China, because the submarket 
is profitable to develop. However, it is becoming saturated, for many people even have more 
than one computer at present, so the marginal demand of the customers are decreasing. 
Therefore, if we can bridge the gaps, it means to develop the untouched submarket in rural or 
low income groups, or connect the different sub-markets by a creative plan, we can develop 
the PC industry and enlarge the market volume in China effectively.  
 

Strategic Choice of China’ PC Market 

Generally speaking, PC enterprises apply different strategies in different submarkets. 
According to the Ansoff’s product/market matrix (see Fig.1), there are four types of strategies: 
market penetration, product development, market development, and diversification. For PC 
enterprises, the common strategies adopted are market penetration and product development. 
They occupy the high-end market by upgraded products with high price, and develop the 
low-end market by penetration strategy, mainly in the form of price promotion. Certainly, 
some enterprises began to use market development to enter the rural market by low-end 
products. However, it is still a kind of supplementary strategy, because it cannot earn a high 
profit in the next 2 or 3 years.  
 
     
 
 
 
 
 

However, the strategy mixture is not effective, for it does not really match the demand of 
target submarket. For example, in rural market, because of dispersal of residents, low income, 
and lack of computer essential operation skill, the customers will not spend money on 
purchasing computer. On the other side, in urban market, the customers, including enterprises 
and high-income individuals, will not intend to pay high price for a product which will 
depreciate so quickly, because there are so many similar products in the markets. Compared 
with their lost in the future, the customers are still not satisfied with the quality of the product 
and service; even they buy them in a “reasonable” price in the eyes of enterprises. Therefore, 
the PC companies find it difficult to earn high profit even by providing the new products as 
soon as possible. 

According to the research made by Crawford and Mathews (2001), the key dimensions of 
any consumer products or services company are price, product, access, service, and 
experience. The key lesson is to pick one area to outperform everyone else, one area to be 
strength, and not to fall below industry par everywhere else. In the common customer’s view, 
branded PC enterprises should have dominant advantage in service, access, experience or 

Present Product New Product

Present Market 

New Market 

Product Development Market Penetration 

Market Development Diversification 

Fig.1 Ansoff’s Product/Market Matrix 
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product compared with DIY PC. Only when the customer demands were satisfied, customers 
will glad to pay a higher price for the product or service. Therefore, a different focus on 
developing market should be considered by each PC company. 

Influence Factor Analysis of PC Demand 

In economic view, the purchase behavior is affected by the customer demand and the ability 
to pay. Actually, the two factors, in PC market, are both decided by the customer’s 
understanding in computer knowledge and technology. If a customer could know how to 
operate computers skillfully, he/she will give a high evaluation on the value of computers, and 
the probability of purchasing will be promoted (see Fig. 2). Certainly, if a person already had 
a computer, the purchasing probability will be decreased than one who has no computer. 

 
 

   
 
 
 
 
 
 
 
 
 
 

With the rapid development of IT, many people are marginalized by the digital divide. 
They will not buy PCs, because they do not understand how to operate them. Even if they 
own PC occasionally, they will not accept the value of the product, because PC devaluate too 
fast with the updating of technology. Therefore, the part of customers will refuse or postpone 
the purchasing behavior, and in my opinion, it is the chief , if not most important, barrier of 
PC market.  

One point should be noticed, if a buyer masters the computer knowledge and technology to 
some degree as expert, he/she will choose DIY computers other than branded ones, for they 
don’t accept the added value of service provided by the branded computers, and they think 
they can do it better by themselves and purchase PC at a lower price.  

Now, the PC companies focus on the gap between the total sales volume of computers and 
branded computers. They compete for the volume of DIY market by price war. We defined it 
the Strategy I just as shown in the Figure 2. However, the profitability of the strategy is 
questionable, for the marginal earning is lower and lower. 

 

Design of Sustainable Development Strategy of China’s PC Industry 

Based on the above analysis, we design the PC strategy plan from a new angel. If we can 
move the curve of total sales volume of computers upward, it means enlarge the volume of PC 
market, we can enlarge the volume of branded computers simultaneously. For the high-end 
market and low-market, we design different method to develop the market. We define them 
Strategy Ⅱa for high-end market and Strategy Ⅱb for low-end market. 

 For high-end market, strategy Ⅱa can be divided in two parts: Channel Differentiation, 
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Fig.2 Schematic diagrams of PC sales volume 
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which means specialty shop model may be an effective differentiation channel, is the key of 
differentiation strategy, and Personal Projector, which can match the need of channel 
differentiation, is the ideal product for diversification strategy. 

For low-end market, strategy Ⅱb provides the plan of exchanging the old for the new, and 
we believe it is the catalyzer to activate the low-end market, and it is also the bridge 
connecting the high-end and low-end submarket,. 

StrategyⅡa :Channel Differentiation  

Because the product and promotion of PC industry are becoming homogeneous, and the 
price effect is weakened, the break point of differentiation strategy should choose channel 
differentiation. In China, the success PC enterprises, such as Lenovo (Legend) and Dell, are 
the good examples of channel differentiation. Lenovo (Legend), as the typical PC distribution 
enterprise, built the unique brand image in China market by “Legend 1+1 Home PC Specialty 
Shop”. Dell, as the typical PC direct selling enterprise, defeated other competitors in the three 
golden Dell rules- 1) Disdain inventory, 2) Always listen to the customer, and 3) Never sell 
indirect. Dell successfully built the brand image of buying PC in high quality and reasonable 
price in customer’s heart. 

 
When facing the challenge from the direct selling of Dell, many Chinese local PC 

enterprises began to change the distribution model. The common dealing is to sell PC direct to 
the great client, and replaced specialty shop by large-scale supermarket to lower distribution 
cost. Actually, the channel is becoming homogeneous, and it does not improve the 
competitive situation of local PC enterprises.  

 
In China, the sale of PC must be bound with the training of computer skill, because there 

are still many people who do not know the basic operation skill. Meanwhile, the competition 
in computer training market is in chaos, because the information asymmetry is significant and 
there still not exists an industry standard. Few brands can earn advantage in the market. 
Likewise, the maintenance market is in need of integration by famous brand. Therefore, 
specialty shop model is still available in China by providing the value-added service like 
training and maintenance. 

Strategy Ⅱa: Personal Projector Plan 

The local PC enterprises also could consider he channel problem from product characters 
view. The kind of product suitable for direct selling mode has three characters (See Fig. 3): 

1) Manufacture in mass customization.  
2) Technology devaluate rapidly. 
3) Purchase based on past experience.  

 
 
 
 
 
 

Never sell indirect 

Manufacture in mass 
customization 

Technology devaluate rapidly 

Product Characters

Purchase based on past experience 

Three Golden Dell Rules 

Disdain inventory 
Always listen to 
the customer 

Fig.3 Relation between Three Golden Dell Rules and Product Characters 
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The character of PC is suitable for the three points, so Dell could beat other competitors in 
short time by high level management and direct selling model. In addition, why Dell chose 
direct selling model is he noticed that the distributor earned high profit without do anything, 
and the distributors built their added value on the information asymmetry between them and 
customer. Therefore, the distribution model has its unique value, if Chinese local PC 
enterprises could provide the value-added service for customer and produce some proper 
products which are suitable for distribution not for direct selling.  

 
For commercial users, PC enterprises have a set of complete service solution; while for 

personal users, it is not convenient for them to enjoy the after-sale service. PC enterprises can 
change the function of specialty shop to community service center. Specialty shop, as the core 
of terminal channel, integrated the function of selling, repairing, training and collecting 
information. By building a two-way communication channel with customers, the PC 
enterprises can understand the market demand better and make response as soon as possible.  

 
The projector industry is in the fast-growing period. According to IDC predicated, the total 

selling volume of projector would be 3,500,000 and worth 70 billion dollars in 2006. In China, 
the selling volume of projector was 300,000(2005) with a growth rate over 40%. About 55% 
users came from education industry, and the commercial users ranked second with 35%. At 
present, there are over 60 brands in the market and no brand can possess over 15% market 
share. The personal user market is still minor part, but with a high growth rate.  

 
Compared with PC, the technology of projector is mature, it can not be purchased only by 

the past experience, for it is a new product for most users, and the user involvement is very 
important for the product R&D. As the peripheral equipment of PC, projector has a stronger 
dependency on the traditional distribution channel. In recent years, the LCD display is 
becoming large-sized other than other parts. However, large-size display is expensive and not 
convenient to carry. The personal projector can be an alternative plan to achieve the goal. 

 
By the method of questionnaire research, we qualified the feasibility of the plan. We 

proposed the assumptions as followed: 
1) Because projector is a new product for many people, and its operation is comparatively 

complex, we assume that the potential users have high educational background.  
2) As individualized product, the potential users have high income. 
3) Personal projector is a new concept and has the advantage of convincible and no 

radiation, thus the target customer is young. 
 
We chose MBA students of Tsinghua University as the questionnaire research objects. We 

collected 139 questionnaires, and 135 of them could be analyzed. The average wage of 
research objects is 80,000 Yuan per year, and their average age is 29.  

The result shows, the chief function of using projector is watching movie (43%), 
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commercial usage (21%) and the display of PC (18%). As for the acceptable price, in the 
range of 3000-6000 Yuan, it is 29%, in the range of 6000-9000yuan, it is 28%, and above 
9000yuan, it is only 14%. In channel choice, 59% of the investors chose specialty shop, and 
only18% of the investors chose computer city and other electric supermarkets.  

 
The above data confirmed our assumption. We can conclude that the personal projector 

with the price of 6000 Yuan will be accepted by the potential consumers. The chief function 
of personal projector is to satisfy the recreation demand and the specialty shop will play an 
important role in terminal channel.  

 
Combining the Personal Projector (PP) with PC will promote the differentiation character 

of PC and develop the advantage of channel differentiation. 
 

StrategyⅡb : Exchanging the Old for the New 

As the supplementary way of strategyⅡa , the exchange of the old for the new strategy can 
activate the high-end and low-end market simultaneously. It can also bridge the gaps between 
the rural and low-end market and high-end market. 

 
The old computers can be rented in a low price to the low-end urban market. Because the 

information of second-hand computer are not equal between buyers and sellers, there are 
many problems in second-hand computer market, such as quality and reputation problem. If 
the famous branded PC enterprise can manage the second-hand computer effectively, they can 
develop the low-end market rapidly.  

 
Also, the PC companies can cooperate with charity organizations, endowing the 

second-hand PCs to the school in rural or western China. The PC companies, as 
manufacturers of information transmission terminator, can share the earning of shaping the 
BOP customer’s demand and extend the life time of products. Just as Chow (1967) said, the 
value of having a computer increases when more users own computers. The related research is 
still in action. 

 
Strategy Ⅲ: Redefine the boundary of PC industry 

Today, corporations are expected to give something back to their communities in the form 
of charitable projects, and the public now expects companies to behave according to a higher 
social standard. If the electric product is discarded, it will give pollution the environment. So 
many companies are beginning to undertake the burden of recycling. For example, Dell brings 
forward the slogan “Friendly to the environment, friendly to your wallet”. Dell has launched 
free recycling in several additional markets worldwide. If one buy a new Dell desktop or 
notebook and select the free recycling option at the time of purchase, Dell will recycle the old 
PC and monitor with no charge. In 2004, Dell, Hp and IBM issued a collaboratively 
developed document meant to set standards in the non-technical area of social responsibility. 
 

Actually, China has been already the largest recycling location of electric waste. However, 
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because of the poor recycling technique, the electric wastes pollute the envirnoment seriously. 
If PC companies can invest in the recycling of electric wastes, they maybe explore a new way 
to develop by redefining the industry boundary, because China has the advantage in labor 
cost.  
 
Conclusion 

1. From the above analysis, we can draw the conclusion as followed. 
2. It is necessary for PC enterprises to re-design strategy from the angle of the entire 

industry value chain, to exploit the opportunity and to discover customer demand, 
especially when faced the homogeneous competition. 

3. The channel differentiation can help PC enterprise improve the competitive ability. 
The key is to create value for the customers. 

4. Exchange of the old for the new strategy can be the promotion to present market, and 
the effective way to develop BOP market. It could be feasible and profitable, 
especially in a large developing country like China. 

5. The sustainable competitive advantage depends on the unity of Corporate Economic 
Responsibility and Corporate Social Responsibility. 
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