Briefly discuss Porter’s theory of national competitive advantage, and explain the implications and benefits of his theory with respect to an international firm deciding where to locate the firm’s foreign productive facilities.
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Porter did research and published it in 1990 in his book “The Competitive Advantage of Nations. This research was about why some nations are successful in global competitive situations and others not.

He felt that competitiveness are driven and sustained by innovations. He based that on four attributes of a nation that creates the environment for innovation and competitive advantage. 
Porter also felt that success of nations and their individual businesses were closely linked and originates from successful international organisations, their innovativeness and continuous improvements. 
The four broad attributes called Porter’s diamond of national competitive advantage:
1. Factor conditions

2. Demand conditions

3. Related and supporting industries

4. Firm strategies, structures and rivalry
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3.8.1 Factor Conditions
Here we talk about production factors e.g. Skilled labour and Developed Infrastructure.

He highlighted two factors:
Basic factors that comprise natural resources, climate conditions and basic skills in the workforce.

Advanced factors include high-level skills in labour force, infrastructure and advanced technologies. Porter says a country like Japan has minimal basic factors and largely relies on improving existing advanced factors, e.g. automobiles, robotics and consumer electronics to stay nationally competitive.

3.8.2 Demand conditions
This is the degree of health and competition the firm has in the local market.

National competitive advantage is also supported by a sophisticated strong local demand for industries’ goods and services. This competitiveness, innovation and quality improvement supports the basic drivers in the domestic market as an springboard to expand internationally.
3.8.3 Related and Supporting Industries.

Related and supporting industries relates to the presence or absence of supplier and related industries that is locally and globally competitive.

Related and supporting industries that are internationally competitive can help firms to get more competitive through innovation and quality improvement.
Normally it will be service industries or suppliers of components that are located close to producers and able to provide inputs at lower costs compared to distant suppliers.

3.8.4 Organisation strategy, structure and rivalry

The firm’s strategy, structure and rivalry in the home industry supports or hinder the ability of domestic or international rivalry.

Porter’s research found that nations that do well, are aligned to the industries sources of competitive advantage.

Porter also highlights the role of governments and chance events as attributes that could affect national competitive advantage, e.g. restrictive laws or tsunamis.

To get the ideal business climate these four attributes have to be positive and supportive.
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