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Abstract

It is becoming paramount for firms to understand how to strategize to maintain sus
tainable competitiveness in automotive industry. The aim of this paper is to un der stand 
what firms in German automobile industry must do to remain in business or even 
ahead in its domestic and international business arena over time. In doing so, Michael 
Porter’s model of competitive advantage was used to analyse homebuilt competitive 
advantage of the German automotive industry and its links to global competitiveness. 
The results point to the fact that there are links between the German automotive indus
try’s domestic and global competitiveness. 

Keywords: competitiveness, decentralization, strategic position, automotive industry, 
sustainability

Introduction 

Competitive advantage is a term that has become central in the discussions on the 
critical reasons why firms both in the domestic and global market remain ahead of 
competitors. As simple as the term may look, it encompasses many variables which one 
must consider to be able to grasp how to sustain competitive advantage. The classical 
trade theories point to operational effectiveness as key for business success. But since 
the advent of globalisation, the market is no longer isolated (as barriers to national 
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boundaries are falling apart). The consumer has many product options to choose from, 
the number of competitors are on the increase, innovation is at a faster rate, values are 
changing, and national business conditions are changing to meet the main modern 
trends. The question that readily comes to mind is: how can a firm sustain competitive 
advantage? Although many firms in the industry where rapid change is driving the 
market have adopted some measures such as outsourcing, gig economy and sharing 
economy in the bide to ensure survival, the following question cannot be ignored: Is 
achieving operation effectiveness at home the only factor that will guarantee the sus
tainability of competitive advantage abroad?

Operational effectiveness although important, cannot be the only factor a firm con
siders sustaining its presence in the playing field (especially in an industry where rapid 
change in technology is predominant). The ability of the firm to adapt to these changes 
result in innovation which is key to remaining in the consumer shopping list. Under
standing and even anticipating the drivers of consumer choices such as values, person
ality, and environmental awareness ensures that whatever product is directed to the 
consumer, it expresses the values and personality of the consumer. Therefore, it is high
ly significant that a firm considers its strategic position. In order to understand how  
a firm can sustain competitive advantage, this paper objectively examines the German 
automotive industry, primarily through the review of existing literature and scientific 
research reports using Michael Porter’s diamond model as framework.

Literature Review

Relevant economic theories 

One will not review economic and trade theories without being drawn to arguments 
posed by early economists. The first is mercantilism, a trade theory which holds that 
a government can improve the exports and stifle imports to accumulate wealth in the 
form of precious metals (Rugman–Collinson 2012). The world has advanced beyond 
this theory as it does not explain the kind of trade that is prevalent in the world today. 
It is then valuable to recognise the work of Adam Smith, who concluded that a coun
try has full advantages if it can specialise in the production of goods with which it has 
full advantages, which in turn will result in a positive export turnover. On the other 
hand, the country should import goods with which it has absolute disadvantage as this 
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measure will result in gaining prosperity and enhancing the supply of goods (Mtigwe, 
2006). Similarly, David Ricardo threw more light to the theory of absolute advantage by 
introducing the theory of comparative advantage, which recognises that market forces 
will allocate a nation’s resources to those industries where it is relatively most produc
tive (Costinot–Donaldson 2012). These theories underscore the importance of cost ad
vantages. As a result, one can agree that it is still essential in describing international 
firms. But these theories failed in their underlying assumptions which cannot be used 
to explain in its entirety the trade patterns in modern times. 

Relevant management theories

It is still not astonishing today to see managers who still nurse the idea that their job is 
to pilot the affairs of a firm in such a manner as to be the best among the firms, produce 
the best products, and employ the best professionals. The question that comes to mind 
is, whether this is the right strategy in the face of the current economic and business 
reality? If Henri Fayol’s conclusion that the functions of management were common 
to all businesses (Robbins–Coulter 2012) hold water, can such a firm survive in the 
modern business world? In this context, Weber’s bureaucracy which is the model pic
ture of an ideal organisation, can be recalled (Robbins–Coulter 2012). But the reality 
today entails an organisation which is more flexible and allows more creativity at all 
levels of management. If one agrees that creativity is an integral part of modernday 
organisations and management, then one will lean towards the behavioural approach  
in general. In this vein human resource becomes the most critical asset of the orga ni
sation, and invariably, should be appropriately managed to create the necessary sen
sitivity to the changing reality in modern times, which needs a rapid response (Rob
bins–Coul ter 2012). 

Methodology

The theory of competitive advantage by Michael Porter linked all the above mentioned 
economic, management and consumer behaviour theories based on strategic manage
ment, international economics and innovation to develop national and international 
competitiveness and its sustenance. It links the four factors of the diamond and the two 
external factors of a firm shown in Porter’ wellknown illustration. Porter presented  
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a coherent and concise framework for understanding the relationship between the el
ements. Also, Porter concluded that all factors of the diamond include all assets and 
skills vital for an industry’s competitive advantage and information which create the 
opportunities and answers how available assets and abilities are managed (Porter 1990). 
The next section will look at this factor and its determining variables.

Porter identified factors that have an impact on the competitive advantage of a na
tion under the socalled diamond figure. The factor condition, demand condition, the 
firm’s strategy, structure and rivalry, and related supplier industries remain very close 
to the firms and internal operations. On the other hand, government and luck are  
external to the firms (Rugman–Collinson 2012). The competitiveness of the industry 
depends on the level of interaction between these.  At this juncture, it is important to 
look at each of the above factors in more details and see how it relates to the German 
automobile industry. 

Result / Result analysis 

Factor conditions 

Human resources: The dual education system in Germany has enhanced the quality 
of labour force available to the automotive industry. The system combines classroom 
and training approach to produce highly trained personnel that meets industrial re
quirements (GTAI 2016/2017). In 2015, the German automotive industry employed 
over 792,500 personnel, 100,000 of them were engaged in R&D (GTAI 2016/2017). The 
number of skilled labour force has increased over time. 84 percent of the population 
has university entrance qualification, 30 percent of the graduates have basic knowledge 
in natural science or engineering, and an increasing number of students are apply
ing for courses which are directly related to mechatronics and automobile engineering 
(GTAI 2016/2017) (GTAI 2014). These and labourrelated incentives such as train
ing supports, recruitment support, and wage subsidies are the key variable that create 
home operation effectiveness and sustain the competitive advantage of the German 
automotive industry through strategic positioning.

Material/physical resources: Germany is a key country in Europe regarding auto
mo tive industry.  Germany has the largest concentration of OEM (original equipment 
manufacturer) plants in Europe and modern research and development facilities. It is 
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estimated that Germany has over 41 OEM plants and 21 of the world automotive OEM 
suppliers are in Germany (GTAI 2014). This high concentration of automotive related 
R&D design, supply, manufacturing, and assembly facilities are vital to sustain com
petitive advantage as it is important in collaboration for research activities with leading 
automotive research institutions for the development of new technology and processes 
(GTAI 2016/2017). Also, the German roads, airports, railroads, seaports, communica
tion and energy infrastructure have been rated world class (GTAI 2014).

Demand condition

The German home market has been known to be one of the world’s most complex mar
kets. The nature of the consumers in the home market becomes a key factor that drives 
the firms to meet some specific requirements to compete favourably in the home mar
ket (Porter 1990). But for a rapidly changing business reality and environment, a firm’s 
strategy and ability to respond to this change are paramount if the firm wants to remain 
competitive. Understanding the consumption pattern of consumer and market reali
ties of the home country, and aligning management, industry, and business strategy 
are keys that result into successful cost advantage. Therefore, the firms in the German 
automotive industry are conducting constant research to understand how consumers 
purchase, use, and dispose off products, services, ideas or experiences in the process of 
satisfying their needs (which is known as consumer behaviour) (Solomon 2011). One 
of the reasons the German automotive industry has grown over the past century is the 
nature of its home demand. The German home market is more of a free market with 
less government intervention over the years. It implies that traditionally the survival of 
a firm depends on the ability of the firm to identify the absolute, comparative, and cost 
advantages, as this will enhance innovation to meet the market demand of high quality, 
reliable, durable, efficient and safe products (Porter 1990). The players in this industry 
anticipate the future and innovate to remain the pillar of the nation’s industry.  It is 
of importance to gain competitive advantage at home and globally (Porter 1990). No 
wonder the German car is in high demand all over the world. This high demand can be 
attributed to the home market’s developed product attribute such as quality, reliability, 
durability, efficiency, design, innovations and safety (GTAI 2016/2017). The increasing 
environmental awareness and sustainability issues are now part of the above attributes. 
The consumer is becoming more ethical. The consumer can use their purchasing power 



12 Ikenna Ajaegbu: Sustainable competitive advantage of german automobiles 

to support the firms who are acting in a way that agrees with the consumer’s value. 
Therefore, the market demand for made in Germany vehicle with optimised environ
mental friendly features has increased worldwide.

The industry has achieved a high advantage in respect to the attributes (efficien
cy, durability, reliability, quality, safety, and innovation) that meet the market need to 
move towards more clean products that are sustainable based on the value attached to 
the environment by both the domestic and international consumers. This clearly point 
to understanding industry positioning and strategic business position (Porter 1990).

Related and supporting industry

Related and supporting industry is one of the main advantages at the disposal of the 
German automotive industry. There are successful firms linked vertically (to create 
high quality) and horizontally connected firms (to create competitive firms that de
velop values which support the automotive industry and remain competitive). Decen
tralization of the automotive industry encouraged the springing up of small, medium 
and largescale autorelated R&D, design, supply, manufacturing and assembling firms 
in Germany (GTAI 2016/2017). Building a local supplier base, creates an enhanced 
supply network and boost capacity. It is necessary because the innovations will need 
the value that suppliers bring to the German automotive industry. The supplier input 
has become key to value added to products in technical advancement in the German 
automotive industry. Firms can develop most aspects of their businesses such as work
ing capital, research and development, specific purpose and personnel, using finan
cial incentives provided by both private and government financial institutions. Grants, 
loans, guarantees, equity capital and Mezzanine capital are geared towards meeting the 
needs of diverse economic activities of firms in Germany at different stages of their 
investment process (GTAI 2016/2017).

Firm strategy, structure and rivalry

The firms in the German automotive industry compete with differentiation strategy 
which is founded on high quality and reliability, high performance and fast delivery. 
They mostly compete in the premium brand and as such get the premium price com
pared to their competitors internationally (GTAI 2014). German OEMs international 
focus is evident in the number of the exported vehicle from the German home pro
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duction and foreign profit. And the massive domestic and international investment in 
R&D is a proof of the ability of German OEMs to compete more on performance and 
not price, which is a more important priority of the home consumers.  

The Role of chance/government 

Germany has remained economically and politically stable over some decades. There 
have not been any significant economic or political setbacks that had impacted on the 
business environment adversely. The legal system in Germany is also world class; as  
a democratic nation, contractual agreement and patents are ensured. The German 
government has continually improved the tax system and has put in place a reliable 
infrastructure such as road network, sea ports, rail lines, communication and energy 
facilities which are key to the favourable business environment.

Conclusions

Although Germany is rich with basic and advanced factors of a production, the com
petitive advantage of the automotive industry comes from the advanced and special
ised nature of these resources. The anticipation of changes in the key drivers of con
sumer values, personality, and environmental awareness kept the German automakers 
on edge and enhanced their high investment in research and development resulting in 
a high level of innovation. It is the key driver of sustained competitive advantage.

Secondly, the German market in principle is a market where entry and exit are 
free. This results in the decentralisation of the automotive industry creating room 
for small, medium and largescale firms to compete. Again, solid economic, politi
cal, and business environment have ensured sustained strategy and growth in the 
industry. Sustainability of competitiveness has not been achieved in isolation by the 
German automotive industry. German firms have remained sustainable and has con
sidered both the internal and external environments.  They are ready to adapt to 
changes as soon as possible.
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