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Pattems of international trade and competition have been changing
dramatically in recent decades, with serious consequences for busi-
ness strategy. With change has come increasing complexity, and inter-
national managers today find themselves dealing with new issues
ranging from cross-border alliances to responding to competitors
backed by powerful governments. Standard economic textbooks are of
little use in this context, and traditional business strategy casebooks
all too often ignore the richness of international competition. This
book aims to fill this gap by introducing readers to a practical yet so-
phisticated framework for managing international competition.

THE CHANGING GLOBAL ENVIRONMENT

The past fifteen years have seen dramatic shifts in the structure of inter-
national trade and competition. First, international trade has become
more volatile. It grew every year from the late 1950s until 1975, at a rate
(7 percent per annum) that exceeded the growth of world GNP. Since
then, its growth has fluctuated widely, and in most years trade grew
less than world GNP. Second, the composition of trade has changed. It
was dominated by raw materials and agricultural products during the
last two centuries, but in the past twenty years, growth in manufactur-
ing exports outpaced the growth in raw material shipments. Third, the
geographic pattern of trade has been changing. Since 1984, trade across
the Pacific has exceeded trade across the Atlantic.

These shifts have been accompanied by changes in the international
competitive environment, and in the positions of individual firms.

xiii
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Dominant American firms are being challenged increasingly by Asian
and European companies. In aerospace, for example, Airbus captured
over 30 percent of the world market by 1992, up from zero in the early
1970s; in semiconductors, Japanese firms accounted for almost 45 per-
cent of the world market. As a result, U.S. firms have been forced to
deal with new competitors at home and abroad. Often, the strategies
of these new entrants differed from those of traditional competitors,
and many of them benefited from advantages rooted in their home-
country environments.

The role of government policy has also grown. In the 1960s and
early 1970s, trade negotiations sponsored by the General Agreement
on Tariffs and Trade (GATT) reduced tariff barriers to their lowest
level in the postwar period. Since then, however, nontariff barriers,
such as quotas and orderly marketing agreements, have become com-
mon in industries ranging from steel and textiles to telecommunica-
tions and semiconductors. In addition, government policies are creat-
ing new regional economic blocs. Europe is scheduled to reduce all
trade barriers within the European Community by the end of this
year, and the United States, Canada, and Mexico are exploring the fea-
sibility of a North American Free Trade Area.

Managing the challenges of international competition has always
been important for European and Japanese firms, but has only recent-
ly become so for American firms. While trade was still a minor activi-
ty, few American executives had to be concerned with the internation-
al competitiveness of their products. In the 1980s, the U.S. trade
deficits raised their attention to this issue. Suddenly, American firms
realized that they needed to exploit their competitive advantages
abroad, manage competition with imports, and deal with foreign gov-
ernment policies. And the world did not become any simpler for the
non-American firms—they, too, had to learn new ways of competing
in the new global environment.

PURPOSE AND CONTENT OF THIS BOOK

This casebook was written to address these issues primarily from the
perspective of general managers. The focus here differs from that of
existing case- or textbooks in international business, which usually
concentrate either on -the management of the multinational enter-
prise, or on theories of international economics. This book seeks to
blend theories of international trade and political economy with prac-
tical, managerial issues. As such it provides a framework for under-
standing and managing the impact of international competition on
business strategy.

The material for this book grew out of a popular second-year elec-
tive course at Harvard Business School entitled “Managing Interna-
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tional Trade and Competition.” David B. Yoffie created the course in
1987, and Benjamin Gomes-Casseres developed it further between
1990 and 1993. The course, like this book, has three primary objec-
tives:

1. To develop a conceptual framework for managers that will improve
their ability to compete internationally;

2. To explore the critical sources of international competitive advan-
tage available to firms—country environments, government poli-
cies, and firm capabilities; and

3. To provide an understanding of key institutions and regulations
of international commerce, such as the GATT and U.S. trade
law.

Issues of international trade have traditionally been taught in
economics departments rather than in business schools. Trade was
considered important mostly for national economies and govern-
ment policies. In this view, firms were more concerned with market-
ing and investment. This division of labor between international
business and international economics is changing. Economic theory
has begun to incorporate firm strategy in its models, and business
research is now drawing on economic and political science concepts.
This book is based firmly on this multidisciplinary foundation. It
starts from the premise that the strategic problems and opportuni-
ties of international competition merit serious and explicit manageri-
al attention.

ORGANIZATION OF THIS BOOK

Strategies for international competition are both complex and distinct
from those of domestic enterprises. All firms—in both domestic and
international competition—compete partly on the basis of their dis-
tinctive capabilities. But international managers can draw competitive
advantages from two additional sources that are often irrelevant in
purely domestic competition: their firm's country base and their gov-
ernment’s policies. The book examines in depth how to manage these
three sources of advantage.

Part 1 provides an introduction to the most relevant economic theo-
ries about international trade and competition. This body of thought
evolved over time. It started from the basic notion that comparative
advantage was based on fixed country factors, e.g., relative factor
costs and productivity. These determined who exported what to
whom. But modern concepts of dynamic comparative advantage have

come to recognize the important roles of firm strategies and govern-
ment policies in shaping these trade patterns. The cases in the rest of
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the book focus on how managers can use this new perspective in for-
mulating international strategy.

In the framework of this book, the role of countries is still impor-
tant in international competition. A firm’s home country typically pro-
vides it with some advantages over foreign competitors, but may also
saddle it with disadvantages. Managers must leverage their firm’s
country assets while neutralizing or overcoming its liabilities. These
subjects are addressed in the cases in Parts 2 and 3, which examine the
role of country factors in the evolution of global competition, and in
the design of firm strategy. The cases show that country factors are not
passive determinants of firm performance—they can and ought to be
managed explicitly.

Aside from country factors, international competition is influenced
by a host of firm-specific factors. These are not tied to countries or de-
pendent on country conditions, but are rooted in the firm’s own strate-
gy and structure. They depend, for example, on the firm'’s organization-
al network, its technical capabilities, and its managerial know-how.
International managers have to understand how to build such firm-
specific advantages and exploit them abroad. Parts 4 and 5 examine
two situations in which firm strategies are critical-—trade intermedia-
tion and cross-border alliances. The latter have become particularly
popular in recent years; the cases here allow a comprehensive and criti-
cal analysis of alliance strategies.

Country factors and firm strategies are often enhanced by public
policies. Parts 6, 7, and 8 therefore focus on the role of governments in
international competition. Government policies can protect home mar-
kets, and help firms gain access to foreign markets, acquire foreign
technology, and overcome economic barriers to entry. The cases exam-
ine the political and economic forces that drive the making of trade
policies, the implications of such policies for firm strategies, and the
role of industrial policies in international competition.

NEW PARTS IN THE SECOND EDITION

The core concepts in this second edition are, for the most part, the
same as in the first edition of this book. But half of the cases are
brand new, and many of the others have been revised. These new
cases address such current topics as the emergence of global competi-
tion, the role of cross-border alliances, the rise of regional free-trade
areas, and the impact of industrial policy. Only Parts 1 and 4, which
address classic issues, have remained unchanged. But Parts 2, 5, and
8 are new, and Parts 3, 6, and 7 have been revised and expanded.
These revisions strengthen the basic message of the book. They
allow students to delve more deeply into how international competi-
tive advantage can be managed. They also represent a richer set of ac-
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tors. There are more non-American firms represented in these cases
than in the first edition, and the material on foreign-country condi-
tions and government policies is more detailed. Almost all the teach-
ing notes in the instructor’s manual have been improved, and new
ones added; all are based on several years of teaching the material in
both MBA and executive programs. Finally, we have developed a se-
ries of videotapes complementing these cases, which are available
from Harvard Business School.
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