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Abstract

The competitiveness concept has a
particular importance with expansion
of world trade, rapidly changes in
consumption and demand patterns, the
revolution in information technology and
the increase in the number and quality of
local and international competitors in the
past two decades. This paper introduces
the basic concepts of competitiveness and
also Porter’s Diamond Model which is one
of the presented theories in the context of
competitiveness. This model classifies and
interprets the various affecting factors on
competitiveness. In addition, it reviews
some raised criticisms about this model are
concern.

Keywords: competitiveness, Porter’s
Diamond Model.

1. Introduction

Nowadays firms and industries are faced
with challenges in the field of trade and
economic activities such as globalization, the
emergence of the World Trade Organization
and integration of global markets, rapidly
and fundamental technological advances,
new developments in information
technology, changes in consumption
and demand patterns, explanation of
environmental pollution control and energy
conservation, resources scarcity and high
their costs. Their survival depends on
correct and timely decision making in the
face of these changes. In the meantime, the
process of globalization and the expansion
of consume markets and increasing the
number of competitors and the intensity of
competition are the reason of importance of

concepts such as competitiveness. This has
caused the firms, industries and countries in
order to enhance their competitiveness try
to identify and reinforce the effective factors
on competitiveness. Many researchers
in order to explain and interpretation of
competitiveness and its influencing factors
have been introduced some theories and
models and are presented several models.
These theories and models have high
diversity but Porter’s Diamond Model has
great importance. So, after introducing
the initial concept of competitiveness, this
paper discusses about this model.

2. The Concept of Competitiveness

A review of theoretical study of
scholars and researchers shows that there
isn’t single interpretation and definition
of competitiveness. But in overall,
competitiveness is the capabilities and
abilities of a business, industry, region,
countries which can be possess them and
they can maintain the high returns rates
in production factors on international
competition a and create high position for
their human resources. In other words,
competitiveness is the ability to increase
the share in market, profitability, growth
in value added and remain in the fair and
international competition for a long period.
Competitiveness caused by a combination
of assets and processes. Assets are as
blessing (e.g. natural resources) or built by
humans (e.g. infrastructure) and the process
convert assets to economic benefits from
sales to customers and finally create the
competitiveness. We can show the global
competitiveness formula as figure 1:
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Figure 1: the global competitiveness formula

We can look to competitiveness from the
resources vision. Sources of competitiveness
can be divided to three categories as
technology, organization and human
resources. Created competitive advantage
by human resources has greater durability
and stability than other advantages and
competitors need to long time to simulate
of it.

3. Porter’s Diamond Model

Michael Porter in his books that
entitled “Competitive Strategy (1980)” and
“competitive advantage (1985)” presented
some new subjects on competitiveness
field. In the released book that entitled “The
Competitive Advantage of Nations (1990)”
he has been introduced the “Diamond
Model” about competitiveness. Michael
Porter, by an economic perspective implies
that “Competitiveness is synonymous with
the rate of productivity of use a nation from
their production factors”. (Porter, 1985) He
introduced four series of perspectives on
competition. These include: the Mercantilist;
the Classicist; the Strategist; and the Realist.

- Mercantilist has no problem with
the term competitiveness and understands
the competitive advantage issues and
believes that the purpose of trade is to
increase exports and so create jobs.

- The Classicist says a business model
that is based on the ideas of Ricardo and
John Stuart Mill. They believe that the goal
of trade is being about imports rather than
exports. In this idea, exports are simply a
means to an end - effective, if indirect,
method of production and imports. The
standard model of classical economics
taught in universities around the world.

- According to strategists, all kinds
of markets have imperfections, which
provide an opportunity for the government
to exploit. Strategist argues that the
government should actively support the
internal companies, even where they may
be a gain to monopoly benefit in future or
which accrues several benefits to the their
respective firms and companies.

- The realists acknowledge that
markets are incomplete, but there are
doubts about the potential benefits of trying
to exploit market imperfections. Statements
of realists are a lot as classicists, but the
classical model cannot be quite the whole
story.

His «diamond of national
competitiveness» includes four ‘facets’ that
determine the competitive strengths and
weaknesses of countries and their major
sectors. In addition, both the external factors
as government and unforeseen events have
indirect effects on the four major factors
!(Porter, Michael E, 1990). These include:

« Internal Factor conditions:
The efficiency, quality and specialization
of a series of affecting factors on the
production of goods or services such as
raw materials, natural, human and capital
resources, productivity, creativity and
innovation, research and development or
R&D, infrastructure, technological issues,
and managerial capabilities and advantages
which is essential to compete in the
competitive markets. Table 1 shows the
classification of internal factors.

1 Porter, Michael E (1990)
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Table 1: Classification of Internal Factors

Factors Including

Desired feature

Human Resources Unskilled and specialisl

Quality, skill and cost

Physical Resources .
climate

Land, water, mineral resources and

Abundance, quality, availability

Knowledge Re-

sources market

Scientific and technical knowledge,

The number and quality of Universities, research
centers, Resources and scientific journals and
statistical and information centers

Capital Resources

Characteristics of capital resources
and methods of their development

The amount (savings rate, capital flow) and its
cosls

Infrastructures

Transportation systems, telecommu-
nications, healthcare, money trans-
fer and payment systems and etc.

Type, quality and cosls of using them for users

Porter is divided internal factors in two
categories:

«  General Factors: it includes things
like raw materials, energy and labor force
without special skills.

+  Specialized Factors: such as skilled

and advanced labor force, advanced
technical knowledge and advanced
technology.

Specialized factors create a more

sustainable competitive advantage in
comparison with the general factors. (Table 1)

«  Related and supporting
industries: Related and supporting
industries is include: the suppliers of
raw materials or equipment and tools,
Distributors and resellers, systems, product
distribution systems, research institutes,
financial services such as banks and the
Stock Exchange of Securities, transportation
systems, universities, research centers and
institutes and institutes that use from a kind
of technology, raw materials and laboratory.
Communication and cooperation with the
industry is effective on the development
and improvement of their products and
services and the promotion of competition.

+  Demand conditions: Domestic
demand conditions define the nature
of demand in domestic markets for the
products of a specific industry. The size
and growth of demand are effective on
industrial competitiveness. Porter believes

Source: Porter, Michael E (1990)

that the existence of a large and growing
domestic market is a factor to encourage
investors to develop the technology and
improvements the productivity. It is
considered as a competitive advantage for
the nation. Against, small domestic markets
with low growth conduct of companies
and industries to export opportunities.
Domestic demand has both qualitative and
quantitative aspects of the market. The
amounts of domestic demand determine
the minimum economic scale of domestic
firms’ activities and enable them to enjoy a
stable demand. But it should be noted that
the main benefits of domestic demand in
the competitiveness is a quality perspective
(Kim, C., 2002). Customer expectations of
quality products and services can be an
incentive to increase the competitiveness
of a business and as a powerful incentive to
develop and promote the competitiveness
of firms and even national competitiveness.

«  Context for firm strategy and
rivalry: The conditions which control the
nature of competition at the macro level
of society and the way that businesses
and organizations are founded, organized
and managed has a considerable impact on
competitiveness. Therefore, structures and
strategies those prepare and implement for
the firm’s management has a direct impact
on its performance and competitiveness.
Porter to create competitive advantages
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is suggested general strategies. According
to these strategies, a business can create
competitive advantage for itself and improve
its competitive position in two ways:

1- Cost advantage: provide goods or
services at a lower cost

2- Differentiation advantage: offering
different goods and services with distinctive
features

Each of these strategies can be applied by
firms or cover only part of it. Also, each of
these strategies creates a special competitive
position for the firm (Man, Thomas W.Y.
and et al,2002). Additionally, Porter stated
that the nature and extent of competition
in the each industrial environment depends
on a set of five different forces which have
been determined Table 1.

Porter believes that increasing the
number of competitors and the level of
competition among these five forces will
increase national competitiveness. This may
be due to the mutual effort of competitors
to improve the quality or reduce the costs
of products or services which ultimately
leads to an increase in living standards and
customer satisfaction.

. Government: Government as
a major force always is effective on
competitiveness by regulations and

intervention in the political, economic and
social affairs. Monetary, fiscal and trade
policies, tax laws, supportive policies,
administrative and organizational policies,

laws regarding the export and import,
exchange rates, money supply and interest
rates, inflation, government expenditure, the
level of microeconomic and macroeconomic
decisions, formal and informal agreements
of political authorities, the establishment
or development of commercial or political
relations or disconnect the economic and
trade relationship with other countries are
the most significant influencing factors
on the competitiveness. These factors
are directly related with governments.
(Thompson, J.L, 2001)
Unforeseen events: Events and
issues that have positive or negative effect
on competitiveness but those are randomly
and outside the control of businesses and
governments. Disasters, wars, economic
sanctions, oil shocks, political and economic
crises or profound technological innovations
are the example of unanticipated events.
Porter believes that competitiveness is
defined as the set of institutions, policies
and factors that determines the productivity
of countries. The level of productivity, in
turn, reflects the level of available welfare
in different countries. In other words,
the economic that benefits of higher
productivity levels is more competitive.
This means that achieve a higher level
of income provide more welfare for the
people. Described Porter model is specified
in the Figure 2 as following:

Related and
supporting industries

Demand conditions 1

<
N

|

\

A

Context for firm
strategy and rivalry

Unforeseen
events

Figure 2: Porter's Diamond Model
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4. Criticism on Porter’s Diamond Model

Although Porter’s Diamond Model is one
of the most successful models in the context
of competitiveness and many researchers
have been established on the basis of this
model, but in this model, the affecting
factors on competitiveness is limited only
to the internal environmental of a country.
This model doesn’t attention to the mobility
of factors of resources such as capital,
human resources, technology, technical
knowledge, research and development in
global and international level especially by
foreign direct investment and multinational

The threat of new
competitors’ entry

corporations. Moreover, international
transformations in economic and political
conditions affect country’s international
competitiveness. On the other hand, In
addition to internal demand conditions of
a country, global markets, international
demand and potential for export are also
effective on competitiveness. This is
especially important with the expansion of
world trade. In addition, governments have
very important role in competitiveness in
small and underdeveloped countries where
a large part of the economic activities is
available to government.

Bargaining power
of Suppliers

Intensity of
competition among
the current
competitors

Bargaining power
of consumers

Threat of
substitute’s goods

Figure 3: Porter’s five forces model

These cases has caused to Porter Diamond
Model be reform by experts. The result of these
changes was introduction of new models such
as the “Double Diamond Model” and after it
“Generalized Double Diamond Model” (Moon,
H.C and et al, 1998). These models pay more
attention to international issues and the impact
of other countries on the competitiveness of a
country and its industries.

5. Conclusion

Competitiveness is capabilities and
abilities of a business, industry, region and
country that by using it, they create high
returns on production factors in terms of
international competition and place their
human resources on relatively high situation.
Accordingly, some theories and models are
presented in order to explain and illustrate
competitiveness and its classification.
Among these theories, the Porter diamond
model has great importance.

According to this model, the four
main factors as internal factors, domestic
demand conditions, related and supporting
industries and Context for firm strategy
and rivalry have a direct impact on the
competitiveness of countries and industries.
Additionally, both the government and
unforeseen events have indirectly impact
on the competitiveness. Although this
model is the basis of many studies and it
is considered by many scholars but in total
there are some weaknesses such as the
lack of emphasis on international issues
and global markets and also neglecting
the movement of factors of production
by multinational corporations and foreign
direct investment. In addition, the role
of government in developing countries is
more than an indirect effect. Therefore, it
is necessary to be considered these cases in
evaluating the competitiveness.
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PNreENh «UHIUUL» UNELNL UNSNRLUYNRGSUL
SEUUYESLENh YUENUREMN3UL LLLUNMUSNRG3NKLL

Un<uv gt sLhterUdhanpe
Eplouuh wlypwlwn hwdwjuwwpwnh plopbuwghpnigpui b junwywpdwi uwlnipplap, hwignpn

«Upgmuwnipyniuy hwuljugnipniup hwwnnt wywuwynipiniu ntuh hwdwyuwphuwjhu
wnbwnph puyuyudwu gnponid, wpwugnplu hnfuymd § ugqunnqujuu b wwhwuswnyh
uwdnyutipnid, mbintjunywjuu mbfjuuninghwubtiph ninpunmd htmwihnfunipniund b ykpshu
2 mwutwdjuljubtiph pupwugpnyd mnulwu b dhowqquyhu dpguijhgutiph pumuwyh b npuh
wybjugiwu ntypnid: Gju hnnpJwop ubpuyugunid L dpgnivuynipjuu hhduwjuwu hwu-
Jugnipniuubipn b, hhwuplyl, enpptinh «Unuwdwun»-h dnnbgp, npp dpgniuwnipjuu hwdw-
wbipunnid ubipuyugywd mbunipniuutinhg dtyu L: Yu dnnbp nuuwupgnd b dijuuwpw-
unid § dpgniuwnipyjuu ypwu wmqnnn wmwppbp gnpénuutinn:

Pwigh nputhg’ wyu Yapuuwymd § wyu Unnlnh bpupbpyu) pupdpugdwsd putiwnumni -
Pmuutnn:

AHATNZ MO3NLUMN OTHOCUTENBHO NOHATUA "KOHKYPEHTHOCTb”
B MOAENN NMOPTEPA “BPUNIUAHT”

MOXAMA] AJIMAIIIPAPUITYP

Epeganckuii eocydapcmeenHblil yHUgepcumen
Pakxysvmem IKOHOMUKU U MEHEOHCMEHINA, COUCKAeLb

IToHATHE “KOHKYPEHTHOCTH HMeET 0co00€e 3HaUeHHE B BOIIPOCE PACIHIMPEHUS MHUPOBOH TOP-
TOBJIM, OBICTPO MEHAETCS B 00pa3lax CIIpoca U MpejIoKeHus, B cdepe MHGOPMALIMOHHBIX TEXHO-
JIOTHH, 0COGEHHO 3a TOoCJIeIHUE 2 NeCATUICTHS C yIETOM POCTa KOJMYECTBa U Ka4eCTBa MECTHBIX
1 MEXIYHapOIHBIX KOHKYPEHTOB . B cTaTbe Ipe/CTaBIeHbI OCHOBHBIE ITOHATHE KOHKYPEHTHOCTH
U, KOHEYHO, Mojenb [Toprepa “BpryunaHT’ Kak OfHA U3 TEOPHUH, MPEICTaBIECHHBIX B KOHTEKCTE
KOHKYPEHTHOCTH. [JaHHas MOZEJIb KIACCUGHULUUPYET U MOACHAET pa3InYHble paKTOPbI, BIHMAIONIE
Ha KOHKYPEHTHOCTb. KpoMe Toro IepecMaTpUBaeTCsl KPUTHUKA, ITOTHATAas BOKPYT STON MOJEIH.
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