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Introduction 

The paper presented here will serve as a framework for a 

discussion of the competitiveness of Latin America's capital 

goods industry. Experts from several countries will discuss 

this paper and contribute to an examination of the subject (25 

- 27 March 1992 in Sao Paulo). 

The points covered in this paper and the results of the 

discussion will then be incorporated into a background paper, 

which will be presented at the GAEX-meetin9 in November in 

Caracas. 

The objective of this paper is to investigat~ how 

competitiveness is influenced in a 

support existing efforts to increase 

Latin America's capital goods indu3try. 

changing world and to 

the competitiveness ~f. 
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COMPETITIVENESS: THE KEY REQOIREMEHT FOR 

PROFITABILITY 
SUSTAIRABLE 

Competitiveness may be measured in different ways: market 

share, productivity, or by some factor which indicates a 

preference to buy one product or service over another. 

Whichever method is chosen, a comparison with competitors 

is always necessary and it is, therefore, critical to 

identify the relevant competitors. 

A sustainable profitability is the primary objective for 

every firm, and the basic requirement for this condition 

is a sustainable competitive advantage. Competitive 

advantages 

be derived 

are based on customers' values, which have to 

from the relevant success factors in the 

respective market segment. The better customers' values 

are matched (the greater their benefit), the higher the 

relative price or market share and the more profitable 

the firm. 

1.1 Market Definition 

The first step to competitive advantage is to target 

specific markets. The target market(s) must be analyzed 

and its approach must be planned: marketing expenses, 

sales forces, distribution networks, advertising, etc. 

must all be considered. This market may be defined 

geographically or according to criteria such as target 

groups or p~oduct functions. Further, a particular 

product may be produced at differ~nt levels of quality, 

directed to different segments of the market. 
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The definition of the market is a management decision 

with large implications for profitability. The smaller 

the market segment, the higher the specialization and the 

smaller the market volume. In the automobile industry, 

for example, there are producers of luxury cars (Rolls 

Royce), sports cars (Ferrari or Porsche), expensive 

limousines (Mercedes Benz or Jaguar), or recreational 

vehicles anc small cars (Jeep or Hyundai). 

These different markets demand different products, use 

different marketing approaches, have different production 

tools, different main functions and, therefore, different 

competitors. 

Competitors are relevant within the same market and the 

same market segment, and to identify the relevant 

competitors it is necessary to define the target market. 

But the target market cannot be defined just by looking 

at the market side. Only the combination of a 

product/market segment shows the relevant determinants of 

that segment. This strategic approach is the first st~p 

towards a consistent business strategy. 

1.2 Building up Strategic Business Units (SBU) 

The strategic business unit is an independently 

manageable business which consists of a relatively 

homogeneous product/market segment. A firm can have one 

or more SBU's, allowing an autonomous planning process 

and plausible cost and investment allocation. The 

strategies and activities of one SBU can, therefore, be 

considered independently of other SBU's. 
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The strategic business unit is the -organization to 

compete with not a single organizational function. 

Competitiveness consists of a group of supporting and 

operating activities with very different ranking in order 

t9 best fulfill the customers values. That means that the 

whole organization has to be directed toward a defined 

product/market segment and that all activities within the 

value chain affect competitiveness. Optimizing business 

processes is more relevant to competitiveness than 

optimizing single factors. 

The SBU gives the basic determinants for the judgement of 

competitiveness the definition of a product/market 

combination within which comparisons with competitors can 

be made. The question now is: Which firm serves it best, 

and why? 

1.3 Awareness of Relevant Success Factors 

There are no standard success factors, but there are 

important groups into which factors can be classified 

(quality or price, for example). There is a ranking of 

the success factors, and this ranking, or the factors 

themselves, can change in time within a market segment 

into evident single success factors. 

A success factor is not an independent single function 

but is the result of interrelated activities within an 

SBU on specific issues. 
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The following table shows an example of _how such success 

factors can be defined and ranked: 

Product/Market Segment: Middle class car 

O.W.. position 
Relevant Today's egl!!inst !rendencycf Slrategy 
S• JCCHI factors i'rportanee CClrl"petitors ----· pi::rities 

, 2 3 2 
_, 

0 +1 +2 , ~ ~ 41 ~ 
wakmenship 

Q.iality 
ccnstance of aul!litv 
~ ....... 
d.ration of ife 
saesPrice I 
dseounb I 

Frie• 
I 

meintene.nee costs i 
resale criee I 

Tme defrvervtime 
model rn1des 
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Success factors can, for instance, be found by a market 

survey, as we have done with a big capital goods producer 

in Switzerland. 

It is very important to have actual data, and results of 

such a survey may be used_ as criteria for new 

product/market segmentations. ~s an example, a special 

vacuum pump was used in laboratories or in packaging 

machines. The customers' needs were completely different 

and led to completely different market approaches for the 

same basic product. It was found that in only one of the 

two segments had the company a real competitive 

upgrading advar.tage, and should rather concentrate on 

these advantages rather than split their forces. 

1.4 Definition of Competitiveness 

Competitiveness shows the position of a firm relative to 

defined competitors and is based on the relevant and 

rated success factors of a defined and actively-served 

product/market segment (SBU). 
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2. MARKET CHANGES AND GLOBAL CHALLENGES 

Competition has become global in more and more industries 

and there has been a dramatic change in c0mpetition. 

The classical theories of ~dam Smith and David Ricardo 

rely on the influence of the so-called factors of 

production: natur.tl resources, labour, land, and capital, 

which influence predominantly the flow of international 

trade. A nation will export those goods of which it has ~ 

comparative advantage over other nations. 

These differences in factor ~osts played an influential 

role in industries which were emerging at the beginning 

of the industrial age, but they are no longer sufficient 

to explain today's trade flows. The assumptions upon 

which those theories were based- increased gain through 

economies of scale, an unlimited availability of 

technologies, and the immobility of capital and labour

are no longer entirely valid. The market place has become 

more complex and can no longer be explained by the 

classical theories. 

In addition, ~~~ actual international 

shows above all in the capital 

market 

goods 

situation 

industry 

saturated markets and overcapacities. This situation is 

linkeJ to the high indebtedness of nations, firms and 

private households. This tendency toward debl 

accumulation is copied by entrepreneurs, resulting in big 

challenges to defining a firm's right strategy. 
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2.1 Decreasing Importance of Traditional Production Factors 

Governments and industries have influenced in the past, 

and still influence, single production factors to improve 

their competitive position in an internatio~al 

environment. Labour costs are fixed, interest rates are 

politically 

to become 

subsidies in 

influenced, and trade barriers are introduced 

or stay competiti~e. There are also direct 

many forms, promoted by industries and their 

pressure groups. 

Does all this tampering with factors help a nation become 

more competitive in an international environment? 

We can diagnose a trend towards the globalization of 

markets where capital and qualified labour have become 

very mobile, knowing no borders. While immobile factors 

must concentrate on the best possibility within a 

country, mobile factors look for the most attractive 

locations on an international basis. 

Single factors, like the cost of capital or labour, are 

very vulnerable because they 

relation 

advantage 

to other 

of an 

countries. 

industry 

therefore, be highly unstable. 

can chan~e quickly in 

Basing 

on those 

a comparative 

factors wol.lld, 

On the other hand, there are globally-competitive 

industries, like the Swiss chocolate industry, which rely 

neither on cheap labour nor on natural resources. Other 

explanations have to be sought to explain the 

competitiveness of such industn.es. The Swiss chocolate 

industry, for examplP., emerged through the know-how 

imported from northern Italy but above all through 

process innovations made by Swiss producers. 
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Today, th~ importance of knowledge -and skill have 

increased dramatically to match quality requirements. 

2.2 Saturated Markets and Overcapacities 

Many markets sh0w signs of saturation (for 

Italian automobile market). This market 

instance, the 

was already 

saturated by well over 90% in the mid-eighties and future 

growth will, therefore, be very limited. The automobile 

industry is a major industry and has a great impact on 

the economy as a whole. We notice today the same 

saturation in the automob~le market in other European 

countries and an overcapacity in that production sector. 

Overcapacities have always created a high pressure to 

rationalize and increase productivity, as well as 

pressure to lower prices. Entrepreneurs normally first 

try to reduce costs and to push up productivity on 

existing planl~ rather than look for innovations and new 

products. 

Since today's situation is similar in all industrial 

countries there is no possibility to substitute losses in 

one market by gains in another. Of course, there are not 

saturated markets in developing countries but, due to the 

lack of finance, these countries cannot relieve the 

problem. 

History shows that every fifty to 

technologies fundamental to the industries 

sixty years, 

of developed 

nations undergo a drastic change. One example of this 

phenomena would be the progression of wood, coal, oil, 

and gas as the primary energy source in the US. 
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Jn the early forties. crude oil emerged; -strongly linked 

with other industries like the automobile or chemical 

industry and now 

The same trend 

gas is becoming more and more important. 

can be shown in shipbuilding, where 

sailing boats have been substituted by steamers and now 

motorships are substituting steamboats. 

New forms of technology are usually known a 1'.:mg time 

before they become dominant, or even reach a market share 

of 50%. 

Most entrepreneurs are 

technologies in use and 

attached to well-known 

are unwilling to invest at an 

early stage in new technologies. Once the market is 

saturated, prices come under pressure and the 

uncertainity of the market places an addit~onal obstacle 

to investments in new technologies. Furthermore, 

entrepreneurs are of ten unwilling to accept a structural 

decline of a well-known and broadly-accepted technology, 

extrapolating more or less the growth rates of the past. 

In a situation of saturated markets and structural 

unemployment due to rationalization, a minor recession is 

all that would be necessary to produce a deep crisis. It 

is often in such situations where ent~epreneurs take 

their last chance to invest in innovations and start a 

new trend. In such a development, investments are 

necessary. The availability of necessary finances are 

vital for new potential, whereas availability of new 

technology is of secondary concern. 
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2.3 High Indebtedness of Nations, Firms and Private 

Househo1ds 

Never before have the debts of nations been as high as at 

present. And if we are talking of indebtedness we are not 

concentrating only on developing _countries but on the 

industrialized world. In spite of the good economic 

situation, the indebtedness of most western countries has 

increased significantly. Even in countries where the 

government has tried to realize a restrictive household 

policy (for instance, Germany), the interest share has 

increased from 9% of GNP in 1982 to 11% in 1989. The 

expected share fGr 1992 is 12.8%. 

The consequence of high indebtedness of nations is a lack 

of investments necessary for its future prosperity. In 

times of high inflation rates, high interest rates, and 

declining consumption, investments are difficult to 

justify. 

Not only nations, but firms and even private households, 

have increased their indebtedness. Whether we look at the 

saving and loan banks in the United States, or at the 

degree of bankrupty in Switzerland, both are indications 

of problems in the global economy. A comparison of the 

liquidity of big us r.ompanies between 1929 ana 1987 shows 

a dramatic difference. 



- 14 -

Liquidity of US companies 1929 and 1987 

(in \ of s~ort term liabilities) 

300 

252 
250 

200 

- 1929 150 
- 1987 

100 

50 

0 
General Motors EnonGeneral ElectrlcAT&T KomOlnlerr 

Private households show a similar situation, because in 

the 80's it was cheap and easy to get credit for 

consumption. 

In such an economic situation, competition and the rule~ 

of the market place in the nineties will no longer be 

those of the previous years. 

2.4 Changing Competition 

Some of the traditional factor costs can shift from one 

nation to another:, the impc-ctance o~ labour has declined 

in favour of knowledge and skill, and nat~ral resources 

have partly been substituted by new materials. Of course 

natural resources remain important for industries 

depending on it but in many industries - above all in 

those demanding highly skilled employees and 

sophisticated technology - the position of traditional 

factor costs has weakened significantly. 
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Competition is no longer based solely- -on traditional 

factors which are 

but also between 

nations. 

similar only among advanced nations, 

advanced nations and many developing 

Competition has also changed because firms compete more 

on an international basis, buying and selling outside 

their own markets and forming alliances with firms in 

other countries to st~engthen their export position. The 

access to comparative advantages of other nations has 

been lowered. By forming free trade areas, market entry 

barriers have been lowered. 

Under these circumstances, can we deny an influence of a 

nation on the competitive position of a firm? Our 

competitive advantages are surely the result of a firm 

strategy? 

If we are looking ~t certain ir.dustries or certain 

product/market segments, we can state that some leading 

industries are concentrated in specific nations and for 

years defend their competitive advantages out of that 

environment. There must be an explanation why Japan is a 

leading producer of copiers, Switzerland dominates the 

market of vitamins, and the United States is number one 

in commercial airplanes. To answer that question, Porter 

has designed four groups of determinants at an industry 

level which result in the so-called "diamond" of 

competitive advantage. 
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competitive advantages cannot be 

the consequences of traditional 

production factors, that competition is a dynamic 

evolutionary process, that innovation is a main source of 

competitiveness, that national conditions allow the 

strategic positioning of activities on different sites, 

and that firms do not adapt themselves just on given 

conditions, but play an active role in building up 

competitive advantages. 
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3. THE "DIAMOHD" OF IRTERHATIONAL COMPETITIVENESS 

3.1 Determinants of Coapetitiveness 

Much of what follows will rely heavily on material from 

the book "The Competitive Advantage of Mations", by 

Michael E. Porter, Professor of Harvard Business School. 

Porter has developed a new paradigm of competitive 

advantage, based on industries and related to the 

national environment on one hand, and the firm's strategy 

on the other. 

Porter identified four major attributes which create the 

context for competitive advantage in an industry. This 

context is considered to be a national one (for instance 

currency, laws) but could also be a local or regional 

basis. These four determinants are: 

(1) Factor Conditions: 

the availability of labour and its level of skill, 

infrastructure, etc. for a given industry 

(2) Demand Conditions: 

demand for the industry's product or service 

(3) Related and Supporting Industry: 

presence/absence of related and supporting industries 

that are internationally competitive 
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(4) Strategy, Structure and Rivalry: 

the nature in which companies are created, organized, 

and managed, and the nature of domestic rivalry. 

Those four attributes may be placed as shown below, to 

form the determinant "diamond". 

FACTOR 
cormmONs 

ARM STRA'TEGY. 
SlllUCTURE.. AND 

RJVAUlY 

R.ElA TED AND 
SUPPORTING 
INDUSTRlES 

DE.~ 

CONDmONS 

The Ddmninants or National Advantage 
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Each of the four determinants has ari influence on 

competitiveness and all reinforce each other. Every 

competitive advantage based only on one or two of these 

determinants often proves unsustainable, because 

international competitors can circumvent it. On the other 

hand, it is not necessary to achieve advantages in every 

determinant. The interplay of advantages in different 

determinants causes benefits which are hard to overcome 

by foreign competitors. 

Beside these 

influence an 

four determinants, chance and government 

indusrry's competitiveness. Chance is 

outside the control of industries 

technological breakthroughs, the influence 

and includes 

of conflicts, 

or a change in behaviour on the part of customers. 

The government can influence the different determinants 

by regulations, investments, purchases, or supports in 

different ways. Only a planned influence of the 

government, however, will likely support the national 

diamond. 

In the following, we shall explain the differe~t 

determinants a~ single influence factors and as a whole 

system. 

3.2 Factor Conditions 

Factor conditions refer to the presence of the 

traditional production factors such as human resources, 

natural resources, capital and infrastructure. It is 

further useful to make a distinction between basic and 

advanced factors. 
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Basic factors: natural resources, 

location, and capital, among others. 

unsKilled labour, 

Advanced factors: highly-trained human resources, 

sophisticated communication networks, and research 

fa~ilities, among others. 

In the capital goods industry, basic factors tend to be 

less important for competitive advantage than advanced 

factors. Advanced factors, on the contrary, require large 

and sustained investments to develop and are, therefore, 

much harder to copy. As a result, such advantages are 

more sustainable and more important for competitive 

advantage. Advanced factors have to be continually 

upgraded to maintain such advantages. 

3.3 Demand Conditions 

Demand conditions have 

activities and Porter 

attributes: 

a strong influence 

distinguishes three 

on a firm's 

significant 

(1) The composition of demand in the company's home 

country. 

This composition influences a firm in three ways: 

- by demanding particular varieties of a product 

- by anticipating buyer needs 

- by pressuring firms to meet certain standards and 

to innovate constantly 
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(2) The size and pattern of growth in the-whole market. 

(3) The mechanisms by which a preferences of the home 

country are transmitted to f?reign markets. 

If local buyers are sophisticated and demanding, they 

will pressure companies to have high standards and to 

continually improve their products. Ask~.ng for the best 

quality encourages firms to match these objectives. 

Beside, if home buyers anticipate needs in other 

countries, home firms may get the jump on foreign 

competitors. If, on the other hand, home buyers are slow 

to accept new ideas, firms may, in fact, be at a 

disadvantage in such a market segment. 

The particular needs of a nation may promote and 

encourage certain industries. Finland is, for instance, a 

world leader in the market segment of ice breakers but 

does not compete in the world market for other ships. 

Being recognized in a defined market segment makes it 

harder for competito=s to overcome this advantage. Home 

market size is important as a starting point for 

establishing an international reputation, based on R & D 

expenses, production and process technologies, or high 

frequencies cf innovation. Even more important than the 

size is the growth rate of the home market. A hi3h growth 

rate stimulates investments and innovations. 
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3.4 Re1ated and Supporti1ag Industries 

Industries tenq to succeed, not in isolation, but in 

groups of related and supporting industries called 

clusters. A group of supplier industries, for example, 

competing with one another, provides efficient, rapid and 

convenient access to their produces. Buyers, in turn, are 

attracted by these advantages and stimulate the 

suppliers. This relationship of mutual stimulation helps 

all companies in the cluster: the efficiency of supply 

channels are dramatically increased; access to 

information, ideas, and innovations is quick and 

convenient; and markets gained by one firm often make it 

easier for another to enter (for example, the success of 

the computer hardware industry was closely followed by 

computer software industry). The coordination between 

industries raises efficiency and spreads the results of 

research faster. R & D in one industry, for example, 

usually benefits others and, by being part of a cluster, 

this process is quicker and more efficient. The bottom 

line is that clusters improve the process of innovating 

and upgrading, giving competitive advantage. The 

following page shows an example of a cluster. 
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3.5 Firm Strategy, Structure and Rivalry 

The strategy and structure of a company are determined by 

the people within that company and, hence, by their goals 

and b~ the society which formed them. In other words, the 

structure of industries within a nation will be affected 

by the values of that nation's society: attitudes toward 

authority and education, for example, or the prestige of 

certain professions. 

Nationally prestigous professions always attract the 

highest quality human resources. Attaching prestige to 

science and engineering is the best way to upgrade 

industry, because these professions provide the greatest 

boost to innovation. 

Rivalry is also an important boost to innovation. 

Industries are pressured to upgrade and develop new 

products. A wider range of products and processes is, 

therefore, available to other industries at the lowest 

available costs and highest quality. 

3.6 Interrelations Among Determinants 

All determinants influence each other but not necessarily 

to the same degree. Domestic rivalry, in fact, seems to 

have the largest impact on the other three determinants: 

it stimulates development of human resources and 

technologies (factor creation), continual product 

development (creating sophisticated purchase~ demands), 

and provides a wide range of products and technical 

support to related and supporting industries. 
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The influences of the other three upon each other are not 

as great. 3upporting and rel~ted industries stimulate new 

products and ideas (factor creation), create inroads for 

demand (i.e. - Swiss watchmakers provided a reputation 

that improved demand for Swiss precision mechanical 

goods), and stimulate competition._ In fact, related and 

supporting ind~stries often enter certa~~ markets and 

increa5e rivalry in these markets. 

Factor conditions usually stiraulate the other three by 

factor creation mechanisms. Universities, for example, 

attract students who later use products and techniques 

with which they are familiar (demand), and also 

knowledge and technology (supporting and 

industry). 

develop 

related 

Demand draws resources into factor creation, creates 

competition, and supports many related industries. 
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4. BUILDING OP SUCCESSFUL CLUSTERS FOR THE - CAPITAL GOODS 

INDUSTRIES OF LATIN AMERICA 

4.1 Basic Requirements for Sustained C.:.petitiveness 

The fundamental requirements for sustained 

competitiveness are: 

basing the strategy on actual and relevant success 

factors; 

continual improvement, innovation, and change; 

including the entire value chain; 

upgrading and defending advantage sources; and 

having an international approach to strategy. 

If these 

advantage 

requirements are not present, competitive 

will not be sustained. Identifying the relevant 

success factors is crucial to a strategy. 

Continual innovation must be applied to every activity in 

the value chain: marketing, production, training, 

organization, etc., not just the adaption of new 

technologies. 

Involving the entire value system means close contact 

with suppliers and channels. Competitive advantage arises 

through the reconfiguration and management of the entire 

value system. Modifications must be continually made 

within an overall strategic context. Additionally, 

advantage sources must be upgraded. Basic factor costs, 

such as labour costs, are not long-lasting advantages. 
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Advantages can only be maintained by upgrading (by using 

newer processes or producing higher quality goods, 

advantages that cannot be so easily copied). Finally, an 

international approach to strategy must be taken. Merely 

operating internationally is not an international 

strategy. Rather, having an international strategy refers 

to international sales, having activities in other 

nations, and coordinating activities on an international 

basis. 

4.2 Identification of Competitive Clusters 

The home nation of a firm has a strong influence on how 

it pursues. A nation, 

market for a certain 

firms an advantage in 

product. Other ways in 

which the home nation affects an industry include the 

the firm operates and the markets 

for example, may have cl large 

product, thereby giving local 

industries built around such a 

presence or absence of sophisticated suppliers and 

buyers, research facilitjes, and relevant factor costs. 

Nations with low cost advantages will be home to 

industries built around natural resources or which are 

not capital-intensive. Nations with a large pool of 

specialized human resources. sophisticated local buyers, 

and world-class sup~lier industries will be home to 

high-technology industries which produce high-quality 

goods and services. Identifying the benefits of a nation, 

and thus the industries its environment favours, may be 

as~isted by answP: •. :ing the 

following page. It should be 

questions should be answered 

~ather than past, co~ditions. 

questions posed on the 

kept in min~ that those 

with an eye to future, 
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Choosing Industries aacl 5qlMDfS ror Wbicb the NaaMn Is a 
FaYOnble Home Dase 

FIRM STRATEGY, STRUCTURE, 
AND RIVALRY 

• Does lbe style or mamgcmea1 IDd 
prevailing types of orpnizarinnal 
strucmres in lhe nalioa ...... industry 
needs? 

• Whal types of Slr3fegies exploit mfioml 
norms or orpnizalion? 

• Does lhe indus1Jy anrxt oursamdiag 
~ ia lhe mtion? 

• Do in'JeStDI' goals fil lbe cornpetUM 
needs or me indusuy? 

• Arc lhcte apable domestic rivals? 
f ACTOR CONDmONS DEM.AND CONDmONS 

• Docs lhe mtion have panicularty 
advallced or appropriarc faclorS or 
pRDJaion? Ia wbal segments? For wh3r 
Slrllegies? 

• Does lhe nation have superior factor 
crca1ion mech"Ulisms in lhe indusuy (for 
example, sp::cialimf univasity ~ 
programs, outsranding educa1iomJ insti
tutions)? 

• Arc selective factor disadvancages in lhe 
nation leading indicalors of foreign 
circumstances? 

• Arc lhe aalion's buyers for lbe indusby's 
produces the most sopbislicarcd or 
demanding? la wbal scgmenrs? 

• Docs lbe aaboa ba'IC anusua1 accds in 
lbe iadusuy lbat are significant bu< will 
hl•ely be ignored elscwhcre? 

• Do buyer needs in lhe nation anticip:lle 
diose of other aatioas? 

• Arc lhe dislnllution channels in <he narion 
sophistic:afcd. and do Ibey fc:eshadc.>w 
illltrm1ional ftnds? 

RELATED AND SUPPORTING 
INDUSTRIES 

• Does lhe nation have world-class supplier 
industries? For what segments? 

• Arc lb= suong posi1ions in importan< 
related industries'? 
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4.3 Support of Associations and Government to-rndustry 

Industry is supported in many ways: education and 

training, science and technology, infrastructure, 

information, and government subsidies. Governments play a 

role in all kinds of supports. For the most part, 

however, government's role should be kept indirect, 

mainly as a stimulus and support for industry activities. 

Education and training is one aspect of industrial 

support in which governments play a leading role. To 

attain more sophisticated (sustainable) advantages, human 

resources must be continually upgraded, standards of 

training must be high, training must be promoted (i.e. -

apprenticeship programs), and there must be close contact 

between industry and research centers or universities. 

Science and technology must also be promoted. Because 

pay-offs on investment on R & D do not come soon, 

government encouragement is vital. An effective science 

and technology policy would include the following: 

(1) A good match between the nation's competitive 

advantages and its efforts in science and technology. If 

a nation's world-class industries are in the optics 

sector, research related to optics would be more 

productive than research in waste management. 

(2) Emphasis should be placed on research universities 

rather than government laboratories. In this manner, new 

graduates have been exposed to the latest developments. 

Also, the more casual atmosphere of the university allows 

information to be diffused more readily. 
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(3) Resear~h within firms should be promoted. They know 

the industry's needs best and are better able to direct 

innovations. 

Good transpor;ation and communication are prerequisites 

for competitiveness. Of more importance is the presence 

of an adequate supply of low cost capital for upgrading 

investm~nts. In addition, this capital must be directed 

to investments with the highest ~roductivity. At the same 

time, information identifies opportunities and threats. 

It takes many forms, technical publications, conferences, 

government statistics, and allows trends to be recognized 

and firms to react. 

Finally, subsidies are generally harmful to competitive 

advantage. Adjustment and innovation are usually delayed 

rather than promoted. And subsidies usually come with 

conditions (i.e. plar.t location). Conse~uently, 

flexibility is limited and inno·1ation dampened. 
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S. STRATEGIC APPROACHES FOR SUSTADUNG COMPETrnvERESS 

Balance sheets and profit/loss statements are the most 

popular means of judging the financial performance of a 

firm. But a firm's financial standing gives no idea as to 

its strategic position. They generally reflect past 

performance, whereas strategic position should give an 

indication of how competitive the firm will be in the 

future. 

Being under the pressure of daily operations, managers do 

not devote enough attention to planning strategies to 

secure their firm's future. Strategic management, 

therefore, needs time, commitment, and reliable, relevant 

information. 

Strategically-relevant information is of ten not 

systematically collected and analyzed. A survey in 

Switzerland shows a substantial information deficit 

regarding markets and new technologies. 

Most firms know their direct competitors quite well but 

are not aware of technological developments outside their 

markets and their industries. Here, industry associations 

can help ~Y providing reliable and relevant information. 

In the following, we concentrate on firms' strategies and 

deal with methods for strategic thinking. 
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5.1 Guidelines for Strategic Management 

There are well-recognized guidelines to follow in 

planning and implementing strategic management. These 

guidelines do not depend on specific methods of strategic 

planning but are valuable generally and are valid 

independent of what method is used. 

Strategic management is different from 

inflexible long range planning which extrapolates 

trends of the past into the future. 

uniform and so-called "fair" dispersion of finances 

to all activities of a firm. 

Strategic management bases on 

an accurate judgement of the situation and 

development in the relevant product/market segments 

and the firm's environment {for instance, market 

growth, technological trends, competitor situation, 

and so on}. 

a market-oriented judgement of strengths and 

weaknesses based en knowl~dge of the relevant success 

factors. 

a realistic judgement of future expectations in the 

different product/market segments (SBU's), and a 

timely recognition of new chances and risks. 



------------------------
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Strategic 11a11a.9ement concentrates forces 

- to determine so-called "points of crystallization" 

which are crucial for the development of a firm. 

to recognize declining product/market segments with 

unattractive profit potential from which the firm must 

divest. 

- to identify new product/market segments with attractive 

growth rates and profit potential. 

Strategic 

guidelines 

aanagement gives product/market-oriented 

- for an active adjustment of the firm and their products 

and services to the changing markets. 

- for the concentration of activities toward a common 

goal. 

- for a dynamic operative management. 

Strategic management focuses on the relevant success 

factors of the strategic business units and dedicates 

high attention to the continual monitoring of these 

factoL""s. 
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strategic llanage.-.ent uses state-of-the-art strategic 

planning aetbocls. For instance 

- learning curve and portfolio method 

- PIMS concept (Profit Impact on Market Strategies) 

- generic Strategies and analysis of the value chain 

(Porter) 

- Time-based competition 

- "Diamond" of Competitive Advantages 

In the following, we concentrate on the basics of the 

above-mentioned strategic methods. It will be one of the 

tasks of the round of talks of experts to determine 

further work to be done in relation to the available 

strategic methods. 

5.2 Methods for Strategic Thinking 

5.21 Generic Strategies of Porter 

In his book "Competitive Advantage" (1985), Porter relies 

on the so-called "generic competitive strategies". These 

strategies consist of a matrix based on "competttive 

scope" and "competitive advantage". Porter sees two basic 

types of competitive advantage, relying on either cost 

advantages or on differentiation. All the relevant 

success factors ultim~tely have an impact on cost or 

differentiation. 
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These two basic functions are combined with the scope of 

activities, which can be broad or narrow. Broad or narrow 

scope is equal to a broad or narrow definition of the 

market. A narrow target will be a specific product/market 

segment whereas the broad target will be an overall 

market (which ultimately must be properly defined as 

well). A narrow target will result in a focus strategy, 

either on cost or differentiation. 

The following matrix shows the position of the three 

generic strategies: 

CO~PETITIVE AD\"A~IACE 

LowcrCOSl Diffcrcntia1ioa 

Broad I. C OSI Ladcnbip 1. Difl'crmlialion 
Taren 

CO'.\IPETITI\'E 
SCOPE 

I' arrow lA.Cosafocus 
JB. Diffum1ia1ion 

Targe1 Focus 

Three Generic Straccgics 

Due to the specific actions to be taken to follow a 

generic strategy, actions vary widely between industries. 

The message of this model is that a choice must be made 

between concentrating on 

yuality. 

costs or concentrating on 

These two basic strategies demand different company 

cultures and, therefore, a mix of the two is not 

recommended. 
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To have cost and differentiation advantages at the same 

time is inconsistant. It all comes down to a definition 

of the target aarket and the influence of other 

activities along the value chain. A company can have a 

cost advantage but lose that advantage through higher 

marketing costs in specific markets or higher 

infrastructure costs in other markets. The generic value 

chain can be structured 

activities: 

in support 

SUPPORT 
ACTIVmES 

ARM INFRASTRUCTURE 

I I 
HUMAN RESOURCE MANAGEME!loT 

I I 
I I 

TECHNOl.OGY DEVELOPMENT 
I I 
I I 
I PROCUREME!loT1 

INBOUND 
LOGISTICS 

OPERATIONS OUTBOUND MARKETING 
l.OGISTICS Ir: SALES 

PRIMARY ACTIVll"IES 

The Generic Value Chain 

and primary 
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The basis of a value chain is the strategic business 

unit. Within airline services there are big differences 

between, for instance, a national carrier and a charter 

company. The difference between competitors is the main 

source of competitive adva~tage. The following table 

shows alternative value chains for airlines: 

T1cic:i:r 
Coul"fl:a GATF. A111caA1-T ON-lloA•u DACGAGE Tic1t1;1 

OrERATIONS OrliaA·nclf'IS OrloaAllONS Si:av1ci; HANULING OH-lC-ES ----------------------- ---------------------------
Fun Sd'Yitt FuU seni..x r .... -t.a.: - Full scnio..-.: Free bcaep1c T id:d ollio:s 

Sa:ancbry :air
r<W1s :and lcr
min;ab 

N<> 1idc1 
cuunlcr (w 

cbccL:-in only) 

Pun:hasc 1i..-kc1s 
Oii bn;anl lbc 
air.:r..fc « 
frcim m""bincs 

No in1crlinc: lick-
els 

Fc:w f;:arc: u111ic..s 

Sa.-.-bry :airpwts 
...... 1cnnieub 

l'inr OllllC,. 'RI 

scrval saline 

Nn 1ickc1in1 "' 
l"ICS 

ain.-r.afl 

Uaiun plolls 

U..:d :aircr:af1 

lhch..Jcmi1y 
~•i .. , 

N••Hnic,.. plub 

S.:...lkr .:rcws 
:md more Ry-
illc hours per 
cby 

Nnnunican Rii;hl 
allcndanls 

S.....:L: ••ly nr 
nu 111c:ols 

a ... rsc for fonJ 
"nJ Jriuk 
sc:rYCJ 

~-ltia1 in d.Jwn
lown loa
tic•Hs 

Prnnlc arry
an .,--.: 

a ... rcc fur 
cha;L:cd 
b;aapi;c: 

No inlcrlinc: 
11..apsc 

Ncanc 

In analyzing cost advantages, the dynamism of the cost 

factors have t.o be taken into account. So the size and 

growth of the related activities have to be analyzed, 

including the cost behaviour of the activity. 

In addition, it is useful to analyze the typ~s of costs 

and to identify the development of fixed and variable 

costs. 

A differentiation strategy depends first on identifying 

the buyer and the relevant success factors. The 

purchasing criteria of the buyer should be linked with 

the possible influences in t~e value chain. Then existing 

and potential sources of differentiation can be 

identified and the configuration of value activities 

which creates the most value for the buyer can be chosen. 
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5.22 Experience curve and portfo1io ana1ysis 

By the end of the sixties, the Boston Consulting Group 

had developed the so-called "Boston effect" which is 

based on a learning curve. The learning curve has an 

influence on all value-added activities and today - after 

a lot of further investigation - it is generally agreed 

that each doubling of production leads to a cost 

reduction of about 15% in the value added. 

The effect of that learning curve can be applied to an 

industry as a whole or to a single firm. 

The Boston Consulting Group identified two influence 

factors on a learning curve: the growth rate of a product 

and the market share. 

The growth rate is of importance because, in a saturated 

market with low growth, the doubling of production is 

only possible over a long time period and the respective 

cost reduction is, therefore, less important. The larger 

the market grows, the stronger the influence on cost 

reduction. 

The market share is important because the market leader 

has the advantage to double his production in shorter 

time intervals than his competitors. He has then the 

choice to have higher actual earnings or to invest in 

future market share. 
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The following portfolio shows this relation between 

market growth and market share, and the positioning of 

the four basic positions. These positions we can refer to 

the product life cycle concept, where the question mark 

products are in the phase of market introduction, the 

star products are in a high growth phase like the 

question marks but with the difference of high market 

share. Cash cows rely to saturated markets and are the 

cash producer of a strategic business unit. Dogs are in a 

declining phase and have to be sorted out earlier or 
later. 

Markel 
Growth 

Star 
Question 

mark 

Cash 
Dog 

Coil 

Market Share 

In developing the portfolio method further, the term 

"market growth" has been substituted with "market 

attractivity" and "market share" has been substituted 

with "competitiveness". This substitution implies a 

future-oriented view of a business and also includes a 

dynamic aspect. 
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Market attractivity includes, for instance, market 

growth, market volunae, competitive structure, innovation 

potential of that market, and market entry and exit 

barriers. 

the firm's market share and its Competitiveness includes 

relevant strengths and weaknesses in comparison to 

competitors. These advantages and disadvantages have to 

be judged from the point of view of potential buyers. 

In this portfolio of market attractiveness and 

competitiveness we can now compare different strategic 

business nnits and draw conclusions upon the promotion or 

deletion of strategic business units. 

Market attractiveness 

ngh 1ow 

tigh 

Star 
Q.Jesticn 
mark 

Cor.ipetitiVeness 

Cash Deg 
CoN 
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52.3 PIMS 

The PIMS method has been developed by the Strategic 

Planning Institute and relies on empirical data from a 

large data base. Over the last 20 years, PIMS has 

analyzed the influence of more than 30 basic factors on 

the profitability of firms. 

The P:MS data base shows a close relation between market 

share and return on investment, as can be seen in the 

following graph. 

Return on 30 1--------------~ 
Investment 
(Pretax) 

10 

or Worse #4 #3 #2 

Market Share Rank 

ROI Increases with Market Share Rank 

111 

Reasons for such higher profitability include, for 

instance, market powe=, the economies of scale and the 

lower "personal riRk" of a buyer. A common underlying 

factor could also be the quality of the management which 

is responsible for the result of that high market share. 
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Another strong relation has been found between quality 

a..~d profitability. The higher the relative quality - the 

quality against competitors in a defined product/market 

segment - the ~igher the profitability. This leads to the 

conclusion that differentiation strategies or focus 

differentiation will, for most industries, pay out more 

than cost leadership. The following graph shows generic 

positions within a relative price/relative quality 
matrix: 

Relative 
Price 

Inferior Superior 

Relative Quality 

The following value map shows the relative positions of 

American and Japanese cars in the American market. The US 

auto makers probably wanted to get higher customer 

benefit only by price discounts, a strategy which turned 

out to be not very successful. This result underlines 

again the ri~k of basing a strategy solely on price 
advantage. 

Discounted 
Price 

Value map: June '84 positions 

13~ 

12-

0 20 .tO , 80 IO !CO 

Relative Ouality (percentile) 
lh~<1•'1 ,.,,, "'011Jt:f :iflri~ •• , .. ., ""'''' 
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In the following we show the main inf luerice factors on 

profitability and therefore on competitiveness: 

The eight strategic main factors: 

1. Investment intensity 

Definition: investment/value added 

High investment 

profitability. 

intensity is alway negative for 

The following table shows the capital intensity for 

selected companies, comparing fixed capital to sales 

to working capital to sales. Note how the average ROE 

is highest in industries which are not capital 

intensive. 

F"ssad Capi1al lnlensift lntansift in 9oCll F"lllecl Md 
W~CapiUI 

A..,..lllO!•I'!'. 
A~ollOE • •~ .......... ..!!QI. 

Oona 1.6 ~ ..!C.. - $.2 c:.-... •.1 
""'11C •.7 .._... 1.7 

EMl9Y -· 2.1 
E•1s.m G.1 & ruet 7.1 
Oc:_, .. ~.__ '·' ~· s....c:-......, 11.J Mons.an:o t.t 
TCftftC'::l "J NL ~nc:.s:~1~s z 2 
~ •• ., ;11:e'" 11.5 ,.,.,. .. ~, ... 

P1:er 
lftletM1.oni11 ;lla:)et u 
MUG 5J 
Sc:n t.7 

Tl'l'ec~wft<a:eOfts 
.. a; 10.t 
G~c :z.' 
Ufttr~T ... :-:m 1 .. •. . 

Fiire~ &:! .. , 
Ca:>ital 
10 Sales J5"• I I 

Nol C•Pil•l lnlensiYt Worllin9 C•pilal lnlenai,,. 

..... ~. 11()£ • 1•'!"· A .... ac. aoE • tC ... 

,...... ,_c;..._, llC! ......... .5!. 
~~ ... ............ ~. ll.J 
LMC<yS-1 17J M.,.,..11.,. lftC:.ilL 7.1 
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S..=-.i•G-ai 171 .. .._,_ u 

C:C-"'1~ .._,_ ......... 12.7 
Low 
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2. Productivity 

Definition: Value added per employee 

High productivity is always positive, it is 

absolutely necessary in businesses with high capital 

intensity. 

3. Relative market share 

Definition: The firm's market share compared to the 

market share of its three main competitors 

High relative market share is always an advantage. It 

is especially important in businesses with high 

market expenses, high R & D expenses, or in times of 

recession. 

4. Growth rate of the served market 

A high growth rate is positive for absolute profit, 

neutral in relation to relative profit, and negative 

in relation to all cashflows. 

5. Relative quality 

Definition: Share of sales for products of superior 

quality minus share of sales for products of inferior 

quality to competitors. 

A high relative quality is positive for all financial 

data and it is compelling in low market share 

businesses. 
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6. Frequency of innovation 

Definition: Share of turnover of products not older 

than three years. 

A positive impact on turnover but usually only in 

high market share businesses. 

7. Vertical integration 

Definition: Value added/sale 

Positive in stable and saturated markets, negative in 

markets with high growth or decline. 

8. Profile of buyers 

Definition: Share of direct buyers which account for 

SO\ of sales 

Depends upon the industry. A small number of buyers 

is generally more profitable, but depending upon 

their bargaining power. 

The PIMS 

strategies 

experiences are a very useful tool 

and to allocate resources for 

to 

the 

define 

higher;t 

possible impact on competitiveness. 

5.24 Time-based competition 

Georges Stalk jr. and 

"Com~~ting Against 

Thomas 

Time", 

Hout 

the 

show 

impact 

in their book, 

of time on 

competitiveness. More and more, time beco~es a decisive 

instrument in competition. 
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This new dimension in strategy includes faster lead times 

and faster time to market with a high flexibility and 

reduced costs. 

The result of time-based competition is shown in the 

following table in a comparison between the lead times of 

two big automobile factories, a Japanese one and a 

western one: 

. The Kew Pace of Competition: World-Class Automobile 
Compam~ 

V alw PrtTUilkd 

Sales, order and 
distn'bution 
Vehicle manufaauring 
New vehicle design and 
introduction 
Median age of produa 
offering 

R9msmlalit~ Ctck Timn 

16-26 days 6-8 days 

5 years 

2-4 days 
21h-3 years 

3 years 

The average age of the models shows that the Japanese are 

much faster in developing new models. The Japanese 

automobile factories need 2 1/2 to 3 years, the western 

ones need 4 - 6 years. The result of such a strategy can 

be easily appreciated by the well known proverb "time is 

money". The development of a new car mod(:l needs an 

intensive cooperation with many suppliers. It is, 

therefore, more and more important to cooperate strongly 

with efficient suppliers and to set standards in terms of 

quality and time. 
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What can be reached by "Just In Time" concepts can be 

shown with a few examples: 

Typical Improvements in Production Flo...- Times 

Japan 
Washing 

machines 
(Matsushita) 

t: oiled Sraccs 
Mororcydcs 

(Harlq-
Da,idson) 

Motor 
conuoUcrs 

E!caric 
components 

i;.adar 
dcccaors 

Btfor~ 

360 hours 

360 days 

56 days 

24 days 

22 days 

.1.ftrr 

2 hours 

< 3 days 

i days 

I day 

3 days 

Ptrcrnt 
R~du.ction 

99 

99 

88 

96 

86 

These results have not been reached just by improvements 

in manufacturing. In a few cases the lead time in 

manufacturing is 

This implies the 

indicates a high 

business. 

less than 10% of the total lead time. 

reduction of total lead time, which 

flexibility in all functions of a 

Faster lead time is, above all in the capital goods 

industry, of growing importance and is not only a 

significant advantage in the market place, but is also a 

significant cost reduction factor. Success in time-based 

compf:ti tion goes to the company which can offer a good 

performance within the least possible time. This leads to 

higher productivity, higher prices (due to additional 

functions), reduced risk, and higher market share. 
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A strategy based on faster lead tiaes needs an 

organization and investaents. Only with an 

structure which could be based on CIM 

adequate 

integrated 

(computer 

integrated manufacturing) is it possible to improve 

significantly the lead times and flexibility at the same 

time. 

A time-oriented competitor has to ~onc~ntrate on buyers, 

which are ready to pay higher prices for faster delivery. 

The advantages against competitors must be significant in 

terms of time, and the ranking of t:me in the chosen 

market segments must be given priority. 
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6. Ideas for Action 

The ideas for action will be the results of the 

discussion at the expert meeting. Relying on the above, 

we have to analyze the existing and emerging industries 

in the capital goods sector in Latin Anaerica and to judge 

their competitiveness on an international level. To do 

this we need the assistance of the respective industry 

associations and the cooperation of entrepreneurs and 

managers. No nation can be internationally competitive in 

all industrial sectors and, therefore, we have to decide 

on what industries we are going to concentrate and 

whether on a national or regional basis. 

The next step could be to implement strategic planning 

processes in individual firms and to assist and support 

managers in making the right decisions. 

The implementation of strategies and the management of 

strategic business units could be another point of 

concern. 

This is not a sequential pl~n to follow but a list of 

.subjects of major concern which should be treated on the 

whole and on different levels. 

In a short form these activities could be defined as 

(1) choosing the right indus~ries 

(2) choosing the right strategies 

(3) implementing and managing sustainable and competitive 

advantage 
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The main target group for all these works is the 

industry. Industry associations have the possibility to 

involve single firms and government in the planning 

process necessary to build up and improve sustainable 

competitive advantages. 

* * * 
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"l'hesis to improve the C<mpetiti veness of · the - capita1 goods 

industry in Latin Aaerica: 

1. Concentrate on co:npetitiv~ industries 

2. Build up and support industry clusters on sustainable 

competitive advantages 

3. Promote segmentation and differentiation strategies on 
the basis of relevant success factors 

4. Put emphasis on high quality and environmental 
requirements 

5. Avoid high investment intensity without very high 
productivity ·gains at the same time 

6. Think in process chains and not in functions 

7. Consider time as a significant competitive· force 

8. Be flexible and organize to manage change 

9. Invest in new technologies and products rather than in 

rationalization of declining technologies 

10. Promote human resource management and interdisciplinary 

team work to improve productivity 
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