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The Global Laptop Industry

Industry Overview and Analysis

A | aptop computer is a small, portable comp
[1]. While the personal computer (PC)i ndustry began iwasnotumdl9iar | y 1
that the first commercial portable computer - Osborne 1 - became available [2]. The next big
event in the history of laptops came in the summer of 1995, after which Microsoft and Intel
became the standard for the software (Windows) and hardware (Intel processors) used in laptops.
Over the past fifteen years, the increasing price-performance ratio, consumer preferences for
mobility as well as increased hardware life has resulted in higher growth of laptops than desktops
since 2004 (Figure 1). Datamonitor forecasts that the global PC industry is projected to grow at a
compound annual growth rate (CAGR) of 5.4% in market value during 2007-2012 (Figure 2,
Figure 3) [3], with laptops (a sub-segment) being the major contributor to its growth. This
growth is down from the 7.6% CAGR for 2003-2007 [3], in part due to the slowing economy. In
addition to the economy, the laptop segment is expected to face increased competition from both
new devices and technologies. Smart phones (iPhone, Blackberry, Palm Pre) and Mobile Internet
Devices (Nokia N800 Tablet) are starting to compete with laptops due to features such as
gaming, internet access and enterprise applications.

Changes in demand and new technologies will continue to alter the outlook for the laptop
industry in the coming years. New demand for low cost ultraportable laptops — called netbooks —
has created new competitors like ASUSTek as well as forced companies to change their business
models to succeed. New technologies such as cloud computing [4] and hosted virtual desktops
(HVDs) [5] may change the requirements of the laptop industry, from powerful stand-alone
laptops to less-powerful wirelessly networked laptops. This will likely affect the profitability of
existing manufacturers.

The focus in this analysis is therefore on the macro- and micro- factors affecting the global
laptop PC manufacturers. Since the laptop industry represents a segment of the broader personal
computer (PC) market, data regarding the PC industry is also relevant in the analysis of the
laptop industry.

PEST Analysis:

Political Factors:

The laptop and PC industry is expected to grow at a faster rate in developing countries
compared to the developed countries. Therefore, changes in government policies in developing
countries like India and China can affect the potential growth rates in their markets. For instance,
the removal of import duties on laptops in India in 2005 was one of the factors that resulted in a
growth of 94% in laptop sales in 2005 [6].

Increasing focus on the environmental impact of high-tech trash has lead to more stringent
environmental regulations on the electronics industry such as the RoHS (Restriction of
Hazardous Substances) and WEEE (Waste Electrical and Electronic Equipment) Directive. The
additional testing and certification involved directly affect the supply chains for laptop and PC
manufacturers, resulting in increased costs. For instance, in Canada, the enforcement of the
WEEE Directive will increase the cost of computers by $15 [7]. The increase either affects the
consumer or reduces profitability for manufacturers.

Economic Factors:

The global economy influences various different factors that affect the growth of the PC
industry. Since early 2008, the slowing global economy is one of the reasons for the decrease in
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business capital spending for small and large corporations, resulting in reduced demand for PCs.
Gartner, Inc. forecasts a decline of 3.8% in global IT spending, of which computing hardware
spending is expected to decrease by 14.9% in 2009[8]. Though this decline in IT spending is
likely to recover slowly during 2010 [8], the global PC market is expected to face declining
growth rates in terms of market value, from an expected 5.4% growth in 2009 to 4.1% in 2012
[3]

Most laptop (and PC) manufacturers such as Dell, HP, Acer, Lenovo, and Apple generate
sales throughout the world and therefore currency exchange rates are an important factor as well.
The strength (or weakness) of the US dollar versus other currencies can directly affect a
company’ s [HdG.t om | i ne

The economies in developing countries such as China, India, Brazil, and Latin America are
growing at a much faster rate than developed countries and therefore provide better growth
opportunities for computer manufacturers, since developed countries like the US and Japan have
become saturated. This trend is reflected in the slower single digit growth in the last few years as
opposed to the consistent double digit growth in the developing markets [9].

Social:

Social factors such as education, preferences, income levels, and other cultural factors
influence demand patterns in the different regions and therefore affect how a company operates
in each region. The education and income level of users affects the brand perception of the
computer manufacturers. As shown in Figure 5, households with higher income have higher
percentages of Apple computers. Such households are also more likely able to afford (and want)
Apple computers [11]. This has allowed Apple to continue its strategy of premium pricing and
performance compared to Windows PCs, while at the same time increasing its market share of
the total laptop and PC market [12].

At the other end of the education spectrum, new devices such as the rugged and
ultraportable OLPC (One Laptop Per Child) have been developed for underprivileged users in
developing countries like Africa. Thus, education levels affect both product demand as well as
preference.

Cultural aspects of different regions affect the occurrence of seasonal sales, which
significantly affect the performance of the computer industry as a whole [9]. For instance, in the
U.S., the periods from November-December (Thanksgiving / Christmas) and August (back-to-
school) are significant earnings period.

Technological:

Technological advances over the past decade, such as increased processing power with
reduced power consumption and reduced cost, or the standardization of Windows and Intel in
laptops, are one of the main reasons for the increase in market share of the laptop segment
compared to the overall PC industry. For instance,the net book category’ s av
(ASP) of $300 was made possible by the low cost Intel Atom microprocessor, released in 2008.

New technologies, such as hosted virtual desktops (HVD), threaten to completely change the
industry dynamic, due to the possibility of cheaper computers along with lower software costs
[13]. HVDs involve centralized computing in which the processing is done on servers instead of
individual clients. Gartner, Inc. estimates that the HVD market will grow in revenue from $1.3
billion in 2008 to $65.7 billion in 2013.
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Porterds Five Forces Analysis

Competitive Rivalry from within the Industry

As a matured industry, the laptop industry is seeing a price downtrend in the long term,
indicating that aggressive pricing will bring more consolidation in the industry to reduce
development costs. Many forecasters suggest the concentration ratios for PCs (desktop &
laptops) of (70)s in the future from (50)s, (53)s and (57.2)s in 2006, 2007 and 2008 respectively
[9].

Due to standardization among Windows PCs, switching costs are low and therefore
competition is driven by pricing instead of product differentiation. Apple, on the other hand,
competes on product differentiation by promoting premium products rather than low prices.

Bargaining Power of Suppliers

The suppliers for all competitors are quite limited in terms of bargaining power due to
increased commoditization of hardware components. Intel and AMD, the two major
microprocessor suppliers, compete for increased market share. However, their power is limited
due to their need for product promotion among consumers. For hardware such as hard drives
(Samsung, Western Digital, Seagate, etc.) or motherboards (Intel, MSI, ASUSTek, etc.) there is
very limited bargaining power due to their lack of branding on the finished product. Most
manufacturers use different suppliers for the same component, by sourcing their requirements
from whoever is cheaper at that time. Thus, if the prices are not competitive, the suppliers risk
losing out to their rivals.

On the software side, Microsoft dominates with its Windows line of Operating Systems
(OS) and therefore exerts considerable power over PC manufacturers.

Bargaining Power of Customers

Customers have large bargaining power over manufacturers, since a major part of the total
PC sales is made up of large volume buying from businesses. In addition, consumers also have
bargaining power in terms of dictating demand and buying preferences.

Consumer preference for mobility and wireless connectivity at low cost resulted in the
growth of the laptop market compared to desktops. In addition, continued demand for cheaper
costs lead to aggressive pricing as well as the creation of new categories such as netbooks. The
power of customers is reflected in the change in buying behavior (Figure 6) [14]. In addition,

customertsdyi ng behavior in developing markets

retail stores as well.

Threat of New Entrants

Due to aggressive pricing and reducing profit margins, there is a high barrier to entry for
new companies. Since large companies are able to invest more in R&D and more easily hire top
management talent, there is greater possibility for more innovation in the products. This further

r

increases the barrier to entry for smaller companies. However, ASUSTek '’ s i ntroduc

netbooks in late 2007 [Figure 9] is an example of identifying consumer demand that was not
recognized by any of the top industry players and becoming a new competitor. Consequently,
ASUSTek had a growth rate of 103% in 2008 since it was the only netbook producer at that time
[9].

Threat of Substitutes

The laptop industry faces a significant threat from new trends such as cloud computing,
which potentially will reduce the need for high computing power in portable laptops. Moreover,
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advances in computing power and as well as communication technologies (3G, WiMax, etc.)
have enabled devices such as smartphones (iPhone, Blackberry, etc.) to compete with laptops by
providing similar capabilities. For instance, iPhone apps reduce the need for laptops by providing
similar functionality.

Competitors and Industry Key Factors

The global PC market, including the laptop (portable) segment, is dominated mainly by the
five top competitors: Hewlett-Packard (HP), Dell, Acer, Lenovo and Toshiba in descending
order [15], and together they constitute approximately 60% of the total market share (based on
units shipped). In the top 10, Apple has been gaining market share compared to Windows PCs
and laptops, mainly due to its positive brand reputation. In terms of global PC volume, HP is the
leader (18.9%, 2008) followed by Dell (15.5%, 2008). Due to the netbook segment, Taiwanese
companies such as ASUSTek and MSI have increased their market share tremendously over the
past two years [16]. In order to remain competitive, all of the top manufacturers share certain
characteristics, or key success factors (KSF).

Efficient production and distribution capability is one of these key success factors. Due to
the reduction in ASPs of laptops (and PCs), the industry is becoming more commoditized.
Therefore the primary means to reduce production costs lies in process improvement from
procurement to production and supply chain. This is possible by exploiting the benefits from
mass production: more bargaining with suppliers, better global distribution networks, cheaper
production facilities in foreign countries, etc.

Innovation and the ability to identi f y consumer s’ needs dlre key
Moreover, the effect of these success factors has led to a consolidation in the computer industry,
with the largest firms becoming bigger. For instance, the top five firms which represented 50%
of the market share in 2007 now account for 60% in 2008. (Figure 8) [9].

Based on the key success factor analysis, the weighted competitive strength assessment
shows that the future market will be dominated by HP, Dell and Acer (Table 1). All of the top
firms in the table are pretty similar in strength, except for Apple. The lack of a netbook category,
premium pricing, small global share, and different operating system results in Apple having the
lowest score. The top Windows laptops have similar scores, due to the commoditization of the
industry.

In the future, netbooks are forecasted to grow to a market share of 30% of the global laptop
industry by 2012 [17]. Netbooks have affected the industry in two ways: a price reduction across
all laptop categories and a change in consumer preference [15]. Consequently, ASPs for laptops
decreased by 6.8% in 2007, 8% in 2008, and is forecasted to decrease by 12% in 2009 [18],[9].
In addition, Gartner, Inc. estimates global PC unit growth of 10% but only 4% growth in dollar
value for 2009 [9]. Thus, the continuing long-term trend of decreasing profits in spite of
increased sales volume has forced companies to adjust their business models to maintain
profitability. For instance, Acer has announced a new line of netbooks and thin notebooks to
maintain and increase profits in spite of decreased PC demand [19].

Thus, PC manufacturers will continue to have increased growth in the laptop segment, in
part due to the international market and netbooks, but will be faced with decreasing profit
margins [13]. It is not clear whether the future demand for netbooks is sustainable [20] and
therefore, in the long term manufacturers will have to adapt by increasing the focus on the
services segment [21].
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Table 1. Weighted Competitive Strength Assessment

KSF / Strength Measure Weight HP Dell Acer Lenovo | ASUSTek Apple
Financial Resources 0.15 7/1.05 8/1.20 5/0.75 5/0.75 | 6/0.90 9/1.35
Reputation and image 0.15 717/1.05 8/1.20 6/0.90 5/0.75 5/0.75 10/1.50
Technological Skills 0.15 8/1.20 8/1.20 6/090 | 6/0.90 | 8/1.20 | 10/1.50
Global Distribution Network 0.15 6/0.90 5/0.75 8/120 | 7/1.05 | 6/0.90 3/0.45
Netbook segment 0.2 6/1.20 4/0.80 | 10/2.00 | 4/0.80 | 9/1.80 0/0.00
Global Market share 0.2 8/1.60 7171.40 6/120 | 5/1.00 | 5/1.00 3/0.60
Sum of weights 1.00
Overall strength rating 7 6.55 6.95 5.25 6.55 5.4

Rating Scale: 1 = Very Weak; 10 = Very Strong
Theweights and values are based on the
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Figure 1. Growth of Laptops is higher than desktops (In millions of units) [9]
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Table 2. Worldwide IT Spending Forecast (Billions of US Dollars) [8]

2008 Spending| 2008 Growth (%) 2009 Spending 2009 Growth (%)
Computing Hardware 381 2.8 324.3 -14.9
Software 221.9 10.3 222.6 0.3
IT Services 809.5 7.6 796.1 -1.7
Telecom 1,948.00 5.6 1,891.20 -2.9
AllIT 3,360.30 6.1 3,234.00 -3.8
Year $ billion % Growth
2007 183.5 9.30%
2008 196.1 6.90%
2009 206.7 5.40%
2010 217.9 5.40%
2011 2292 5.20%
2012 238.7 4.10%
CAGR, 2007-2012: 5.4%
Source: Datamonitor DATAMONITOR
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Figure 2. Global PC Market Value Forecast: $ billion, 2007-2012 [3]
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Figure 3. Global PCs Market Volume Forecast: Units millions, 2007-2012 [3]
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Apple Customers Have Higher Income

100%
26% 25%
e | 1%
8 28%
g 28% 0$100,000 and over
S 50% £ $60,000$99,999
% B $35 000-$50,999
® e | _BUpio $34.999
“ -

All PC Households Apple Households  Non-Apple Households

MetaFacts - Apple Profile Report 2008

Figure 5. Distribution of PC and Apple users based on income level [11]
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Figure 6. Installed Base is Increasingly Mobile [14]
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Figure 7. Asia-Pacific Market Share, by Value, is increasing, 2007 [3, 23]
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Computers 3
SIC: 3571; NAICS: 334111
Low-Cost Laptop Market Worldwide
2007 k-

Global shipments of laptops costing less than
expected to increase from 430,000 in 2007 to .
lion in 2012. Asus manufactures 81% of these apto
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Source: USA TODAY, May 14, 2008, p. 3B.
Figure 9. Low Cost Laptop Market

Table 3. Worldwide PC Shipments Forecast by Region [9]

10



Aditya Shah, Abhinav Dalal April 13, 2009

Table 4. Netbook PC Volume and Market Share, Q3-2008 [16]

Netbook PC Brand \ Volume (millions) Market Share \
Acer 2.15 38.30%
Asus 1.7 30.30%
HP 0.33 5.80%
MSI 0.32 5.70%
Dell 0.16 2.80%
OLPC (One Laptop Per Child) 0.13 2.30%
Medion 0.13 2.30%
Kohjinsha 0.06 1.00%
Intel (Classmate Reference Design) 0.06 1.00%
Lenovo 0.04 0.70%
Toshiba 0.03 0.50%
All Others 0.51 9.10%
Total 5.61 100.00%
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