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Meso level 

� the direct context of an organization.
� also called: sector.
� sector = the total of similar organizations 

(competitors), who fulfill the needs of the 
same customers with comparable 
technology
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Meso in context
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Figure 1: Different research levels

Porter’s diamond
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Porter’s Diamond (1/7)

� four determinants and two variables
� all influencing each other - a dynamic 

situation
� use model to analyze a sector
� definition of a sector: follow international 

classification 
http://unstats.un.org/unsd/cr/registry/regcst.asp?Cl=17&Lg=1
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Porter’s Diamond (2/7)

� sector definition includes:
� section, division

� class name
� class number

� the sub-classes that are included
� the sub-classes that are excluded

� example: see page 14
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Porter's Diamond (3/7)
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Porter’s Diamond (4/7)

� Demand conditions
� Composition of demand
� Shape and growth

� Market share
� Sales trends + forecasts

� International market 
comparison

� Import and export
� Market position

� Firm strategy, structure

and rivalry
� Market structure
� Product characteristics
� Market 

orientation/goals
� National / international 

competitiveness
� Trends
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Porter’s Diamond (5/7)

� Factor conditions
� Basic factors

� Materials
� Climate
� Geographical position
� Capital availability
� Labor costs
� FDI

� Factor conditions
� Advanced factors

� Infrastructure
� Qualified labor
� Interest rate
� Inflation
� Rate of exchange
� Research Institutes
� R&D expenditures
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Porter’s Diamond (6/7)

� Related and 
supporting industries

� Suppliers and service 
organizations

� Possible clusters/ 
relations

� Government
� International relations
� Collective labor 

agreements
� Protectionism
� Environmental policy

� Chance
� War
� Political changes
� Climate factors
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Porter's Diamond (7/7)
� Useful model to categorise and structure.
� Enables information about quality and potential 

of country’s economy.
� Provides insight in national competitiveness; 

relationships between determinants and 
variables.

� Government is often more powerful in non-
western countries.

� Model assumes free market, which does not 
apply to all countries.
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Example

Automobile industry in China
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Sector definition (1/2)
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Sector definition (2/2)
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History of the industry (1/4)

� 1980s: Knowledge and capital lacking in 
technological industries.
� Adapt foreign knowledge and capital.
� Automobile industry perfect test case.
� 1987: Automobile industry: one of China’s pillars.

� Freedom foreign producers heavily restricted.
� Chinese partners were appointed; protection of local 

producers.
� High import tariffs and non-tariff barriers.
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History of the industry (2/4)
� Creation of big three, little three and tiny two.
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History of the industry (3/4)

� December 2001: China’s entry into WTO.
� A lot of changes for the industry; opportunities.
� High import tariffs are gradually decreased to 25 % in 

2006.
� More focus on global competition and markets.
� Great increase in FDI; 11.4 % increase over 2001.

� New challenges for the industry !
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History of the industry (4/4)

� 2004: 11th Five-Year plan announces reforms:
� Automobile industry major pillar of Chinese economy.
� Aim: 2010 China in top 3 automobile manufacturers of 

the world. 
� Automobile sector will make up 5% of GDP.
� Export value of sector will surpass 50 billion US dollar.
� Import tariffs cut to 25 % mid 2006.
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Demand conditions

� Chinese market has great potential.
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Demand conditions: Sales (1/2)
� Vehicle sales in China 1990-2002.
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Demand conditions: Sales (2/2)
� In 2003: 3.9 million total sales; 20 % growth over 

2003.
� 1.5 million passenger cars
� 1.25 million trucks
� 1.2 million buses

� In 2004: 5.5 million total sales; 40 % growth.
� 2.5 million passenger cars
� 1.7 million trucks
� 1.3 million buses 
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Demand conditions: Sales forecast

� Influence of WTO entry.
� Car sales and forecast over 2006 and 2007.
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Demand conditions: Import
� Import declining, untill WTO entry Dec. 2001.
� After entry large growth: 84 % over 2003.
� Jan-March 2004; 4.093 billion US$ +33.7 % compared to Jan-

March 2003.
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Demand conditions: Export

� Exports 116 million US$ over Jan-March 
2004, +56 % over same period 2003.

� Components exports +73 % to 224 million 
US$ over Jan-March 2004.

� 2010: 40% (70-100 billion US$) of total 
sales will be export.

� Due to progressively reaching international 
price levels.
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Demand conditions: Price
� Comparison of before and after WTO entry.
� Prices of cars dropped 10 % on average in 2003.
� Trying to keep market share.
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Demand conditions: the 
Netherlands!!

� In March 2005 first Chinese automobile on 
Dutch market.

� “Landwind” SUV end of May on the road.
� Cheaper than its Korean competitors.
� Why the Netherlands?

� “The Netherlands does not have an auto-industry of 
its own.”
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Recent developments
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Recent developments

“The world’s big carmakers have unwittingly 
created a new Chinese rival” [Economist 22 Feb 07]

from Rover 75
to Roewe 750
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Recent developments
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Recent developments
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Recent developments
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Recent developments
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Demand on the long term: 
influences

� Environment
� The rise of the number of cars in China leads 

to pollution; could have an impact on industry 
on long term.

� Transport
� In such large cities as Beijing and Shanghai in 

China, when the quantity of private car has 
risen rapidly, the transportation problem has 
drawn more and more concern.
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Demand on the long term: 
Traffic in Beijing

� One scene in Beijing: 
Some private car 
owner complained that 
although they now 
own private car, it�s 
not as convenient as 
they hoped
 because 
of the frequent traffic-
jam.
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Factor conditions: Geographics
� 3 large automobile 

industry bases
� Bohai area:

� Cap. 1,953,000 units
� 45.2 % of total

� Yangtse river area:
� Cap. 1,983,000 units
� 46.0 % of total

� Southern area:
� Cap. 348,000 units
� 8.8 % of total ���������
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Factor conditions: Labor
� Low labor 

costs.
� But trouble 

getting labor.

� People not 
willing to work 
for low wages 
and bad labor 
circumstances.
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Factor conditions: FDI
� More and more capital coming from foreign investment.

FDI inflows (in US$ billions)
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Factor conditions: Inflation
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Factor conditions: Knowledge institutes
� Research institutes.

� Chinese Academy of Science

� Association for Asia research
� Etc.

� The Chinese government assists in 
research.

406 February 2008 Part 2: Meso Research

Firm strategy, structure & rivalry: players
� Important players and market shares; 1.7 million units output in 2003.
� China ranked 4th in 2003 world automobile production.
� Total of 2.2 million units output in 2003.
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Firm strategy, structure & rivalry: Size
� Size and forecast over 2006 and 2007.
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Firm strategy, structure 
& rivalry: Economic position

� Automobile industry one of the pillars of 
Chinese economy.

� Stated in the 11th five year plan of the 
government.

� A lot of market potential; foreign investors 
very interested.
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Distribution Map of Key Auto Joint -Ventures in Mainland Ch ina 

Firm strategy, structure and rivalry: Joint-Ventures
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Firm strategy, structure & rivalry: issues
� Current problem: overcapacity.

� Due to WTO entrance and market potential.
� More intensive competition.
� Choice for price or better quality.

� Choice very often made for price.
� This is a reason for price falls of Chinese cars.
� Stimulating demand method is weakened.

� Forecasts say: in 2007 undercapacity own 
industry (compare sheets 18 and 27).
� More imports.
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Supporting industries: 
Industries in primary process

� The glass industry; automotive safety 
glass.

� The auto electronics industry.
� Maintenance, service and logistical 

centers.
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Supporting industries: Auto parts (1/4)
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Sales Value in Different Provinces 

in China
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Supporting industries: Auto parts (2/4)
Chinese Auto Parts Enterprises Top 20 in 2001.
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Supporting industries: Auto parts (3/4)
� Foreign-invested auto parts and components companies in China.

� Nearly 500 foreign-funded auto parts and components companies have been established in 
China.
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Supporting industries: Auto parts (4/4)
Foreign Companies that have not established enterprises in China

yet but probably in future.
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Supporting industries: Future

� Plans to develop an auto parts and components 
industry area around Qinhuangdao, in the center 
of the Bohai Circle group.
� All related industries are present in the area.
� Close to car producers.
� Ideally located.

� In Wuhan (Yangtse River group) development of 
auto electronics industry area.
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Related industries

� Share activities in the value chain across 
industries.
� The iron and steel industry.

� The aluminum industry.
� The machinery manufacturing industry
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Government
� Entrance to WTO in December 2001

� Large impact on automobile industry.
� High import tariffs are gradually decreased.
� More focus on global competition and markets.

� Protectionism of government is decreasing, also due to 
WTO entrance.

� Encouragement of private car ownership; remove 
regulatory and financial hurdles.
� Car loans.
� Fuel price.

� Industrial policy: automobile industry remains one of the 
key economic pillars.
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Chance (1/2)
� The high oil price.

� Large demand, especially from China.
� Lack of spare capacity.
� Uncertainty.

� Instability in Iraq.
� Uncertainty about Russian oil.

� High raw materials price; e.g. steel.
� Large demand, especially from China.
� Low inventory (global).
� Falling exports, due to export restrictions of US and 

China.
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Chance (2/2)

� Fixed exchange rate dollar-Yuan.
� China maintaining artificial exchange rate.

� Pressure from WTO.
� Low exchange rate favors Chinese exports 

and foreign capital inflows.
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Conclusions (1/2)

� Strengths
� Huge market and great potential.

� Cheap production and large capacity.
� Government protection.

� Strong supporting industries.
� WTO entry encouraged large exports.
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Conclusions (2/2)

� Weaknesses
� Quality of product relatively low.

� Not much investment in R&D.
� Government restrictions on ventures.
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Discussion
� relative importance of 
strengths & weaknesses as 
well as opportunities & 
threats depends on 
viewpoint

� the development of the 
auto industry: some good, 
some bad
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Assignment

� Make a sector analysis using Porter's 
Diamond.

� Each group analyses a specific sector.
� Use the structure of the handout.
� Find information and only use the relevant 

information.
� Make proper references.
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Structure of Meso research
? Meso research question

Sector A Sector B Sector C

! Sector conclusions

Research areas
F D R G CS F D R G CS F D R G CSF = Factor conditions

D = Demand conditions
S = Firm strategy, structure and rivalry
R = Related and supporting industries
G = Government
C = Chance

(Strengths & weaknesses),
answer to Meso research question

Ac Bc Cc

Comparative Table
Key characteristics of
sector Y in country X
and the Netherlands

Table A Table B Table C
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Time schedule
� …..: Deadline draft version

� …..: Presentation and feedback
� …..: Deadline final version

� Questions: contact the manager

� Good luck !!


