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Competitive Advantage

e Direct attack on relevance of conventional economics:

— “Why do some nations succeed and others fail in international
competition?

— Yet ... it is the wrong question... We must focus instead on
another, much narrower one...

— why does a nation become the home base for successful
international competitors in an industry?...

— why is one nation often the home for so many of an industry’s
world leaders?
 How can we explain why Germany is the home base for so many of
the world’s leading makers of printing presses, luxury cars, &
chemicals?
« Why is tiny Switzerland the home base for international leaders in
pharmaceuticals, chocolate...?”
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Competitive Advantage

« Focus not on “natural endowment” (comparative
advantage) & broadly defined industries (labour-
intensive, capital intensive) but

— Innovation & very specific industries
» Luxury cars (Germany)

« Ski boots (ltaly)
» Mobile phones (Finland!)

« Porter’s theory aware of recent economic trends:

— “The long-dominant paradigm ... is inadequate...

 the rise of the multinational corporation ... [has] weakened the
traditional explanations of why and where a nation exports...” (2)

* Porter instead “seeks to isolate ... the national attributes
that foster competitive advantage in an industry...”
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Competitive Advantage

« Dismisses other conventional explanations for trade

— Good macroeconomic policies?

« “Nations have enjoyed rapidly rising living standards despite budget
deficits (Japan, Italy & Korea), appreciating currencies (Germany &
Switzerland), and high interest rates (ltaly & Korea)...”

— Cheap labour?

* “The ability to compete despite paying high wages would seem to
represent a far more desirable national target.”

— Natural resources?

« Even “within nations such as Korea, the United Kingdom, and
Germany, it is the resource-poor regions that are prospering relative
to the resource-rich ones”

— Government intervention?

 “has occurred only in a subset of industries, and is far from
universally successful even in Japan and Korea.”
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Competitive Advantage

- Management style?

— “What is celebrated as good management practice in one
industry would be disastrous in another.”

e Labour relations?

— “Unions are very powerful in Germany and Sweden, with
representation by law in management (Germany) and on boards
of directors (Sweden)... both nations ... contain some of the
most internationally preeminent firms and industries of any

country.”
« Rejects characterisation of nations as competitive

— “We must abandon the whole notion of a ‘competitive nation’...”

— And focus instead on “specific industries and industry
segments...”
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The background of Porter’s theory

Michael Porter departs from studies of firm strategies, particularly the
question of how individual firms can compete internationally

In the 1980s he started to study what makes a nation’s firms and
industries competitive in global markets. This research led to the theary
of clusters, first national Clusters (1990), then regional clusters (1998)

The central idea behind the cluster theory is:

ag_ that the national (or re_%lional) environment is of central importance in
stimulating firms” competitiveness (‘Competitive advantage is created
and sustained through a highly localized process’),

b) that the environment influences the ability to succeed in particular
industries or industry segments (nations become the Aome base for
competitive firms in some particular industries, and most important is
competitiveness in sophisticated industries),

c) that the international successful firms in an industry constitute
systems or clusters of firms, and

d) that firms and industries become competitive by continually
up ratd_ln and /nnovation (and by developing new and sophisticated
industries
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Factor endowments: nation’s position in factors of
production such as skilled labor or infrastructure
necessary to compete in a given industry.

Demand conditions: the nature of home demand for
the industry’s product or service.

Related and supporting industries: the presence or
absence in a nation of supplier industries or related
industries that are nationally competitive.

Firm strategy, structure and rivalry: the
conditions in the nation governing how
companies are created, organized, and managed
and the nature of domestic rivalry.
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Factor conditions

« Factor endowment (competitive advantage depends on
how efficiently and effectively they are deployed)

— Human resources

— Physical resources

— Knowledge resources
— Capital resources

— Infrastructure
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Factor conditions ...

 Hierarchy among factors
— Basic factors

— Advanced factors

« The most significant ones for
competitive advantage

— Generalized factors
— Specialized factors
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Factor conditions...

Factors matter but may enhance competitive advantage
through their absence:

— “an abundance of factors may undermine instead of
enhance competitive advantage. Selective
disadvantages in factors, through influencing strategy
and innovation, often contribute to sustained
competitive success.”

» Opposite of economic theory belief

— Gives example of Holland’s advantage in flowers “despite its
cold, grey climate”...

 Positive role of selective disadvantage in stimulating
innovation
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Demand conditions

 Characteristics of composition of home demand
— Segment structure of demand
« Sweden: high voltage distribution equipment
— Sophisticating and demanding buyers
« Japan: consumers of audio equipment

— Anticipatory buyer needs
« Japanese vs Americans in energy efficiency
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Demand conditions...

Size of home demand

Number of independent buyers

Rate of growth of home demand

Early home demand

Early saturation

Internationalization of domestic demand
— Mobile or multinational local buyers
— Influences on foreign needs
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Related and supporting industries...

— Suppliers assist “process of innovation and
upgrading...

— Suppliers help firms perceive new methods and
opportunities to apply new technology.”

— The full pattern of interlinking industries is very

OITDIC X
TABLE 3-1 Internationally Competitive Related Industries

Nation Industry Related Industry
Denmark Dairy products, brewing Industrial enzymes
Germany Chemicals Printing ink

Italy Lighting Furniture

Japan Cameras Copiers

Korea VCRs Videotape
Singapore Port services Ship repair
Sweden Automobiles Trucks
Switzerland Pharmaceuticals Flavorings

United Kingdom Engines Lubricants, antiknock preparations

United States Electronic test and measuring [ Patient monitoring equipment
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Firm strategy, structure and rivarly

« Goals
— Company goals
— Goals of individuals
— Influence of national prestige/priority on goals
— Importance of sustained commitment
« Domestic rivalry
— New business formation
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The role of chance

« Chance events: occurrences that have little to do with
circumstances in a nation and are often largely outside
the power of firms (and often national government) to

influence
— Technological discontinuity
— Significant shifts in world financial markets

— Political decisions by foreign governments
— Wars
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The role of government

« Government can influence (and be influenced by) each of
the four determinants either positively or negatively
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Influences on factor creation

FIRM STRATEGY,
STRUCTURE, AND
RIVARLY

A cluster of
domestic rivals
stimulates factor

creation Perceived national
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factor creation influences priorities
Y 4 for factor creating 4
investments
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CONDITIONS CONDITIONS
Related and supportin
» 9

industries create or
stimulate the creation
of transferable factors

RELATED AND
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INDUSTRIES

IInyn: M.Porter, 1990, p.127.
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Influences on demand condition and
size
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STRUCTURE, AND
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4 RELATED AND Internationally successful industries

SUPPORTING producing complementary products
INDUSTRIES pull through foreign demand for the
industry’s product

IInyn: M.Porter, 1990, p.127.
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Influences on the development of
related and supporting industries
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IInyn: M.Porter, 1990, p.127.
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Influences on domestic rivalry
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IInyn: M.Porter, 1990, p.127.
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