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Competitiveness can be defined in a number of ways. We can think of it as of a successful performance
of a company or organization; or we may talk about competitiveness in a macro context such as a
favourable exchange rate of a national currency. Can we also talk about competitiveness of a nation?
What is it and how can it be evaluated?

There does not seem to be a common definition of what the international competitiveness of
nations is. Some feel that the very notion of international competitiveness of nations is unfair and
unacceptable. They argue that the nations themselves do not compete, their enterprises do. For ot-
hers the notion of international competitiveness of nations is fair. They believe that creating approp-
riate measures of international competitiveness is central for tracking and understanding the sources
of competitiveness of countries.

In this paper | classify and compare the measures developed by various authors. | suggest that the
studies on the measurement of competitiveness can be classified into five groups:

1. Particular sector studies.

2. Competitiveness studies at the regional / country level.

3. Particular competitiveness indicator studies.

4. Competitiveness studies at an international level.

5. Cross-country economic policy studies.

Since the competitiveness studies serve a different audience and purpose, we cannot discuss which
is best without first asking: best at what?
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1. Introduction N
sally accepted definition as well as a broad con-

The notion of the competitiveness of nations
is controversial and complex. Some scholars
deny the importance of this concept, others
emphasize its impracticality in economic poli-
cy analysis. Even if it is considered important,
the concept of competitiveness lacks a univer-

sensus on the appropriate empirical measures.

Analysis of the development of the concept
revealed that until early 1980s the concept of
national competitiveness had usually been ap-
plied in a narrow sense, capturing the coun-
tries’ ability to sell their products in world mar-
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kets. The indicators of cost-price competitive-
ness reflected a conventional understanding of
international competitiveness for economists.
In this context, competitiveness was usually dis-
cussed in terms of cost, price and productivity
differentials. This perception changed when,
threatened by the competition from Japan, the
United States became concerned with the is-
sues of competitiveness. At that time the ways
of increasing international competitiveness be-
came an important topic of discussions in Ame-
rican industrial, political and academic circles.
The acute national economic development
concerns were reflected in competitiveness
proposals that emphasized:

1. Industrial infrastructure development.

2. Support for critical industries.

3. Changes in laws and regulations to en-
courage cooperative business ventures
and alliances.

4. Changes in economic and tax policies
to encourage personal savings and so
free money for investment in research
and development and capital equip-
ment.

5. Product development and production
concerns through technology commer-
cialisation.

6. Government sponsorship of generic re-
search.

7. The use of national laboratories and re-
search universities to advance techno-
logy.

8. Total quality management.

9. Worker training.

Various institutions such as President’s
Commission on Industrial Competitiveness
and Council of Competitiveness were estab-
lished on the governmental level to evaluate,
analyse and monitor the state of international
competitiveness of the U.S. In 1985 US Presi-
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dent’s Council on Industrial Competitiveness
proposed the following definition of interna-
tional competitiveness: “competitiveness for a
nation is the degree to which it can, under free
and fair market conditions, produce goods and
services that meet the test of international mar-
kets while simultaneously maintaining and ex-
panding the real incomes of its citizens”.! One
of the elements of the definition - the real in-
come of people — broadened the perception
of what the countries are competing in. For
OECD, international competitiveness became
“the ability to produce goods and services that
meet the test of foreign competition while si-
multaneously maintaining and expanding do-
mestic real income”.2

Influenced by this thinking the World Eco-
nomic Forum (WEF) defined national com-
petitiveness as the ability of a country to achie-
ve sustained high rates of growth in GDP per
capita.

International Institute for Management
Development (IMD) went even further by sug-
gesting that national competitiveness cannot
be reduced to the mere notions of GDP, be-
cause firms must cope with the political, cul-
tural, and educational dimensions of countries,
as well as their economies. Therefore, accor-
ding to IMD, it is in providing firms with an
environment that has the most efficient struc-
ture, institutions and policies that nations com-
pete with each other.

The above definitions were coined in 1980s
and 90s, and in fact they made no break-
throughs in economic thinking, but only rein-

1 President’s Commision on Industrial Competitive-
ness (1985) The publication is often called “Young Re-
port”, because it was prepared by a group of people led
by the Chairman of Hewlett-Packard Co. J.A. Young.

2 See OECD/TEP (1992), p. 237.



terpreted the findings produced by a debate
on economic growth, which has a long history.
The term of “economic growth” was simply re-
placed with “economic competitiveness”.

An example of different emphasis in the
debate on national competitiveness is a work
by Solow (1988). He saw technological inno-
vations and increased know-how as being cru-
cial to national competitiveness. He also stres-
sed the importance of the intangible factors,
which drive a modern economy. Such factors
include how competitiveness is perceived and
the important role that the perception plays in
assessing a nation’s performance. It is based
on an unquestionable fact that ultimately eco-
nomic decisions are made by human beings
whose individual perceptions crucially influen-
ce the final decision.?

Even though supporters of the validity of
the concept suggest that “we can talk about
the competitiveness of a nation, in the sense
of its aggregate competitive success in all mar-
kets”,* some prominent scholars argue that
such a notion of competitiveness is unfair and
unacceptable. The most famous criticism has
been expressed by Krugman (1994) who argu-
ed that the doctrine of competitiveness is flat-
ly wrong, because the world’s leading nations
are not, to any important degree, in economic
competition with each other. According to
Krugman, the nations themselves do not com-
pete, their enterprises do and competitiveness
is a seductive idea promising easy answers to

3 These ideas of Solow are related to the behavioral
theory of economic decision-making, which stresses the
central importance of the individual and is based on a
psychoanalytical approach to competitiveness (e.g., so-
me countries or regions offer the most comprehensive
[i incentive sch in the world, but they re-
ceive little investment because of negative perceptions
about them).

4 See Meredith et al. (1999), p. 34.

complex problems. The result of this obsession,
according to Krugman, is misallocated resour-
ces, trade frictions and bad domestic economic
policies. He finally suggests that “competitive-
ness is a meaningless word when applied to na-
tional economies and the obsession with com-
petitiveness is both wrong and dangerous.”

Porter (1991) also comes close to the posi-
tion that the term competitiveness of a nation
makes no sense, stressing that it cannot be that
a country is competitive in all industries. Por-
ter arrives at this view after dismissing diffe-
rent concepts of competitiveness: &

e amacroeconomic phenomenon, driven
by variables such as exchange rates, in-
terest rates, and governmental deficits;

e a function of cheap and abundant la-
bour, connected with bountiful natural
resources;

e a phenomenon driven by government
policy: targeting, protection, import
promotion, and subsidies;

* aphenomenon determined by differen-
ces in management practices.

Porter stresses that the whole notion of a
“competitive nation” should be abandoned as
a term having much meaning for economic pro-
sperity. According to Porter, the principle go-
al of a nation is to produce a high and rising
standard of living for its citizens. The ability to
do so depends not on the amorphous notion
of competitiveness but on the productivity with
which the nation’s resources (labour and capi-
tal) are employed. Porter suggests that “the ra-
te of productivity is the only meaningful con-
cept of competitiveness at the national level”.

5 See Krugman (1994), p. 44.

6 He pointed out that “none of these explanations is
fully satisfactory...cach contains some truth; but a broa-
der, more complex set of forces seems to be at work”. See
Porter (1991), p. 166.

7 See Porter (1990), p. 2.
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2. Measurement
of National Competitivenes

There have been numerous attempts to mea-
sure national competitiveness. Various institu-
tions have developed sets of competitiveness
indicators, which measure the state of compe-
titiveness on various levels (industry, region,
country, international). I suggest that the stu-
dies can be classified as follows:

1. Particular Sector Studies:

e Diamond approach (Michael Porter);

o Global Capital Access Index (Milken
Institute).

2. Competitiveness studies at the regional
/ country level:

¢ Index of the Massachusetts Innovation
Economy (Massachusetts Technology
Collaborative);

e Competitiveness Indicators of UK (De-
partment of Trade and Industry of the
UK).

3. Particular competitiveness indicator stu-
dies:

e Price competitiveness studies: trade,
productivity and exchange rate related
indicators (OECD and others);

¢ Non-price competitiveness studies: pro-
duct specification and reliability related
indicators (OECD and others).

4. Competitiveness studies at the interna-
tional level:

e World Competitiveness Yearbook (In-
ternational Institute for Management
Development);

® Global competitiveness report (World
Economic Forum);

e Database of competitiveness indicators
(World Bank).

5. Cross-country economic policy studies:

¢ Economic freedom of the world (Fra-
zer Institute);
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¢ Index of economic freedom (Heritage
Foundation);
e Freedom in the world (Freedom House).

2.1 Particular Sector Studies

To evaluate competitiveness at the industry le-
vel, Porter (1990) offered an approach which
takes as its key a “diamond” of factors, which
makes industries in some nations more com-
petitive than in others. The four parts of this
diamond are:

1. Factor conditions: the nation’s position
in factors of production necessary to
compete in particular industry.

2. Demand conditions: the nature of ho-
me demand for the industry’s product
or service and how discriminating it is.

3. Related and supporting industries: the
presence or absence of supplier indust-
ries and related industries that are in-
ternationally competitive.

4. Company strategy, structure and rival-
ry: the conditions governing how firms
are created, organized and managed, as
well as nature of domestic rivalry.

Companies gain competitive advantage

outside their home markets, Porter argues,
when their countries provide a dynamic com-
petitive environment characterized by an ac-
cumulation of specialized assets and skills, and
a constant stimulus to upgrade and improve
their products and processes. Concerning spe-
cific government policies to promote the crea-
tion of competitive advantage, Porter suggests
that a government should:

1. Focus on specialized factor creation en-
couraging specialized apprenticeship
programs, universities’ research connec-
ted with specific industry, trade associa-
tion activities, private investments of
companies.



. Avoid intervening in factor and curren-
cy markets.

. Enforce strict product, safety, and en-
vironmental standards (strict standards
must be combined with a rapid and stre-
amlined regulatory process that does
not absorb resources and cause delays)
and encourage improving quality; up-
grading technology; responding to con-
sumer and social demands.

. Sharply limit direct cooperation among
industry rivals: cooperative projects
should be only in areas of basic product
and process research; cooperative rese-
arch should be only indirect, channel-
led through independent organizations
(universities’ laboratories, centres of ex-
cellence); a number of industries should
be involved in one project and substan-
tial R&D investments must be required.
. Promote goals that lead to sustained in-
vestment encouraging sustained invest-
ment in human skills, innovation and
physical assets (through various tax in-
centives).

. Deregulation and privatisation must be
combined with vigorous domestic rivalry.
. Enforce strong domestic antitrust poli-
cies: disallow mergers, acquisitions, al-
liances that involve industry leaders; the
same standards should be applied to
both domestic and foreign companies;
favour internal entry over acquisition;
allow big companies to acquire small
companies in related industries since it
is not a damaging competition.

. Reject managed trade: pursue open
market access in every foreign nation;
imports and exports should not be re-
gulated; utilize compensatory tariffs rat-
her than market quotas.

Attempts to analyse competitiveness of par-
ticular industries were continued by Milken
Institute.? The institute has developed the Glo-
bal Capital Access Index, which is a quantita-
tive tool measuring how well national finan-
cial institutions put resources into the hands
of talented and industrious entrepreneurs. The
index is based on the premise that the wealth
of nations largely depends on entrepreneurs
and their ability to bring new ideas to life. The
index ranks countries in three categories de-
signed to measure the extent to which capital
has been democratised. A country’s final rank
is determined by its performance across three
categories:

1. Quantitative performance (e.g., equity
market, taxation, government spen-
ding,).

2. Risk performance (e.g., interest rates,
currency volatility, stock market volati-
lity).

3. Qualitative performance (e.g., foreign
investment protection, banking system,
rule of law).

According to the Milken Institute, the in-
dex reveals that the countries whose financial
systems create best access to finance ideas that
generate jobs, income, and wealth show the
greatest promise for economic growth. How
to do this best is the critical issue in today’s
global capital markets. The Milken Institute
emphasizes “the efficiency of today’s markets”,
suggesting the following:

1. The democratisation of capital - the ex-
tent to which capital markets and finan-
cial institutions can be mobilized to fi-
nance new ideas that generate new jobs
and capital - plays a critical role in fu-
elling economic expansion.

8 See Yago et al. (1999).
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2. Global financial integration leads to
more active, liquid, and efficient domes-
tic financial markets. The increased
depth and breadth of those markets en-
courage faster growth and more rapid-
ly rising living standards.

3. The foreign direct investment leads to
economic growti-Domestic firms learn
from successful foreign investment en-
terprises. The overall effect is positive
for countries with an educated labour
force that can take advantage of invest-
ment spillovers in export growth and ad-
ditionally triggered domestic invest-
ment.

4. Open-market economies tend to out-
perform those economies with higher
degrees of government intervention and
control, giving credence to the efficien-
cy of today’s markets.

Results of the evaluation reflect the con-
viction of the Milken Institute that open-mar-
ket economies tend to outperform those eco-
nomies with higher degrees of government in-
tervention and control, giving credence to the
efficiency of today’s markets.

2.2. Competitiveness Studies at the
Regional | Country Level

An attempt to measure competitiveness at the
regional level has been made by a public-pri-
vate economic development organization - the
Massachusetts Technology Collaborative,
which developed the Index of the Massachu-
setts Innovation Economy.® The index is ba-
sed on a dynamic conceptual framework that
links resources to economic results through an
innovation process. The framework measures
“Massachusetts’ progress in leveraging its re-

9 See Preston et al. (1997).
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sources through innovation to create higher le-
vels of economic performance”. 10 It has three
interrelated and interactive components and
33 indicators:

1. Results: outcomes for people and busi-
ness — job growth, rising average wages,
and export sales (8 indicators).

2. Innovation process: dynamic interac-
tions that translate resources into results
- idea generation, commercialisation,
entrepreneurship, and business innova-
tion (9 indicators).

3. Resources: critical public and private in-
puts to the Innovation Economy — hu-
man, technology, and investment re-
sources, plus infrastructure (16 indica-
tors).

According to the Massachusetts Technolo-
gy Collaborative, economic competitiveness,
which is reflected by economic growth® is no
longer limited by capital or labour but is su-
stained by people’s ability to generate new ide-
as and translate them into highly valued, mar-
ketable products and services. Innovation - the
continuous process of generating and apply-
ing new ideas to the creation and upgrading of
products, processes, and services — has beco-
me the primary source of wealth creation in
the information age and continues to be es-
sential for the resilience needed to weather
economic cycles”.11

Department of Trade and Industry of the
United Kingdom (UK) proposed to develop a
set of competitiveness indicators to measure
the UK’s progress.!? It suggested a possible
structure of four components, based loosely on

10 Ibid.,, p. 3.
U Ibid., p. 4.
12 For an analytical report, see Mandelson (1998).



a model adopted in Massachusetts. The
structure includes indicators of:

1. The business environment: measures of
macroeconomic stability, progress on
supply side reforms and business per-
ceptions of the UK.

2. Resource indicators: measures of hu-
man and physical capital, technology
and R&D.

3. Innovation process indicators: measu-
res of commercial exploitation of scien-
ce and technology, entrepreneurship,
diffusion of knowledge across borders
and among firms.

4. Results: GDP per capita, productivity,
employment, incomes, and measures of
sustainable development.

According to the Department of Trade and
Industry of the UK, “knowledge should be se-
en as the driver of prosperity”.1* The British
Cabinet Committee on Productivity and Com-
petitiveness made a commitment to review the
UK’s performance against the indicators each
year and decide what further policies are re-
quired to keep the UK on track.

2.3. Particular Competitiveness
Indicator Studies

A distinction is often made between price and
non-price competitiveness, the first represen-
ting a firm’s or industry’s capacity to succeed
in price competition (for a given product qua-
lity), while non-price competitiveness encom-
passes a host of other factors that may account
for a firm’s or industry’s success such as pro-
duct quality, diversity, novelty or after-sales
services. Both dimensions are important, but
the cost dimension is easier to measure and it

13 Ibid., p.29.

is more often at the centre of policy discus-
sions, as cost competitiveness is directly influ-
enced by macro-economic factors such as ex-
change rate shifts.

By definition, any measure of cost compe-
titiveness is a relative one, relating one coun-
try’s costs (or prices) in a particular industry
or sector to those of its competitors. A distinc-
tion must be drawn between absolute measu-
res of cost differences and the comparison of
rates of change over time. Most empirical me-
asures of cost competitiveness are confined to
comparisons of movements in relative costs
and do not allow absolute comparisons. This
is essentially due to measurement problems:
the most important impediment is the absen-
ce of adequate relative prices to convert mea-
sures of industry output or productivity into
one common currency. The use of exchange
rates or expenditure-related economy-wide
purchasing power parities (PPPs) is problema-
tic as these measures reflect neither industry
differences nor necessarily relative producer
prices.!* Although some empirical studies ha-
ve taken on the issue and developed industry-
level PPPs, they are still at an early stage and
typically cover only a limited set of industries
and/or countries.!s

Given these difficulties, indicators are usu-
ally confined to showing relative changes of
cost competitiveness.!5 Various publications

14 For the presentation of the indicator of trade-weigh-
ted unit labour cost disaggregated by detailed manufac-
turing industry, see Lepron and Schreyer (1998) The in-
dicator constitutes an addition to the OECD set of main
industrial indicators.

15 For estil for
vice sectors, see Pilat (1996).

16 While this constitutes a drawback, if the task is to
rank countries by their cost competitiveness at a particu-
lar point in time, it is not a major disadvantage for other
purposes, in particular for the use of these indicators to
analyze trade trends.

uring and d ser-
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concentrate on selected sets of indicators,
which can be related to productivity, exchan-
ge rate and trade.

Table 1. Indi s of international competiti
Area Indicators of
International
Competitiveness
Trade- Revealed comparative
related advantage

Exports share

Trade balance

Revealed international
competitiveness
Coefficient of international
competitiveness

Share in world trade of
manufactured goods

Productivity- Labor productivity

related Unit labor cost
Multi-factor productivity
Exchange Equilibrium exchange rate

rate-related

Measuring price competitiveness the indi-
cators usually draw on the analytical frame-
works used by the OECD in its INTERLINK
model, by the United States Bureau of Labour
Statistics and by the International Monetary
Fund. In addition to questions of data availa-
bility, there are methodological issues that are
still under discussion, including the techniqu-
es to apply for multilateral comparisons.

2.4. Competitiveness Studies at the
International Level

Two most prominent global competitiveness
studies published annually are “The World
Competitiveness Yearbook” of International
Institute for Management Development (Swit-
zerland) and “The Global Competitiveness Re-
port” of the World Economic Forum (Switzer-
land). The competitiveness studies are mostly
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concerned with finding out where market
growth is likely to be strongest or where pro-
ductive facilities might be located most advan-
tageously. They are helpful most to business
community. Both studies are based on the da-
ta available only for either developed or lar-
ger economies.

The Indicators of Competitiveness develo-
ped by the World Bank rank the relative stan-
ding of a much larger set of countries with an
emphasis on less developed countries. These
indicators reveal the aspects of particular coun-
tries that might be of interest for the potential
investors to the economies of developing coun-
tries.

2.4.1. International Institute for Management
Development

International Institute for Management De-
velopment (IMD) has been publishing the
World Competitiveness Yearbook (WCY) sin-
ce 1987.17 IMD measures how national envi-
ronments sustain the domestic and global com-
petitiveness of the firms that operate in the
countries covered.

The yearbook is based on a belief that a
country’s competitiveness cannot be reduced
to the mere notions of GDP and productivity,
and it is in providing firms with an environ-
ment that has the most efficient structure, ins-
titutions and policies that nations compete with
each other.

The WCY is a more than 500-page refe-
rence tool. In its analysis of competitiveness
IMD has been relying on 2/3 hard data (com-
petitiveness measured — quantifiable informa-

17Until 1995, it was published in cooperation with the
World Economic Forum (WEF). Then the WEF decided
to have a separate report while IMD preserved an initial
approach.



tion) and 1/3 survey (competitiveness percei-
ved — qualitative information). Competitiveness
is evaluated from eight different perspectives
called Competitiveness Input Factors (Input
Factors), which are divided into sub-factors to
provide the underlying structure of a factor.
Each sub-factor has its criteria (a total of 293):

1L
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Domestic economy (7 sub-factors).
Internationalization (8 sub-factors).
Government (6 sub-factors).

Finance (4 sub-factors).
Infrastructure (5 sub-factors).
Management (5 sub-factors).

Science & technology (5 sub-factors).
. People (7 sub-factors).

The IMD outlines ten golden rules of world
competitiveness:

1.

Assets and processes are the two main
facets of competitiveness.

. Assuccessful transformation process en-

hances wealth and therefore creates
new assets for future generations (e.g.,
the Industrial Revolution in Europe).

. It is possible to be “wealthy” and not

competitive, for example, by relying ex-
clusively on existing assets (natural re-
sources, established industries, etc.).

. A “poor” country, which has few accu-

mulated assets, can become competiti-
ve, however, through a very efficient
transformation process (e.g., Japan, Sin-
gapore, etc.).

“Poor” countries can thus be more com-
petitive than “rich” countries.
Internationalisation can be based on at-
tractiveness, on aggressiveness, or on
both, For example, Ireland is attractive
(for foreign investments, etc.) but not
very aggressive, Korea is aggressive (in
world markets) but not very attractive,
and the US is both attractive and ag-
gressive.

. Competitiveness can be divided into

“hard criteria” (generally measurable)
such as productivity and growth, and
“soft criteria” (generally less measurab-
le) such as education and attitudes.

. Hard criteria usually have shorter cyc-

les (months, years) than soft data (de-
cades, generations).

. The more a country becomes economi-

cally developed, the more it relies on
soft criteria (e.g., moving from cheap la-
bour to educated labour).

10. Competitiveness is sustainable in the

long term.

The IMD attitude to the role of govern-
ment in an economy can be summarized as fol-

lows:
1.

The state intervention into business ac-
tivities should be minimized apart from
creating competitive conditions for en-
terprises.

Government should, however, provide
macroeconomic and social conditions
that are predictable and thus minimize
the external risks for economic enter-
prise.

Government should be flexible in adap-
ting its economic policies to a changing
international environment.

Concerning other sub-factors the IMD sug-
gests the following:

1

Domestic economy:

Productivity reflects the value-added in
a shortterm.

Long-term competitiveness requires ca-
pital formation.

Prosperity of a country reflects its past
economic performance.

Competition governed by market for-
ces improves the economic performan-
ce of a country.
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The more competition there is in the
domestic economy, the more competi-
tive the domestic firms are likely to be
abroad.

Internationalisation:

A country’s success in international tra-
de reflects competitiveness of its domes-
tic economy (provided there are no tra-
de barriers).

Openness for international economic
activities increases a country’s economic
performance.

International investment allocates eco-
nomic resources more efficiently world-
wide.

Export-led competitiveness often is as-
sociated with growth-orientation in the
domestic economy.

Maintaining a high living standard re-
quires integration with the internatio-
nal economy.

Finance:

Finance facilitates value-added activity.
Awell-developed, internationally integ-
rated financial sector in a country sup-
ports its international competitiveness.

. Infrastructure:

A well-developed infrastructure inclu-
ding the availability of natural resour-
ces and functional business systems sup-
ports economic activity.

The state must care for infrastructure
if no private arrangement exists.

. Management:

A competitive price/quality ratio of pro-
ducts reflects managerial ability in a
country.

Long-term orientation of management
increases competitiveness over time.
Efficiency in economic activity together
with ability to adapt to changes in the
competitive environment are manage-

rial attributes crucial for enterprise
competitiveness.

* Entrepreneurship is crucial for econo-
mic activity in its start-up phase.

¢ In more mature business, corporate ma-
nagement requires skill for integration
and differentiation of business activities.

6. Science & technology:

o Competitive advantage can be built on
an efficient and innovative application
of existing technologies.

* Investment in basic research and inno-
vative activity creating new knowledge
is crucial for a country in a more matu-
re stage of economic development.

o Long-term investment in R&D is likely
to increase the competitiveness of a
firm.

¢ Non-defense private/business invest-
ment in R&D is likely to increase the
competitiveness of a country more than
public investment in defense R&D.

7. People:

« Attitude of the workforce affects the
competitiveness of a country.

» Competitiveness tends to increase the
level of expectations for the quality of
life.

The World Competitiveness Scoreboard is

calculated with all the criteria included in the
Yearbook.

2.4.2. The World Economic Forum

The World Economic Forum (WEF) develo-
ped a methodology for “The Global Competi-
tiveness Report” in 1996.18 From 1998,
M. E. Porter has been contributing to the pub-

18 It coincided with Jeffrey Sachs of the Harvard Ins-
titute for International Development becoming the co-
chairman of the Advisory Board.



lication his articles on the microeconomic
foundations of economic development and
competitiveness.

The rankings of countries in the Global
Competitiveness Report are based on a defi-
nition of competitiveness as the ability of a
country to achieve sustained high rates of
growth in GDP per capita. The competitive-
ness index is designed to assess which coun-
tries have the best prospect for economic
growth over the next five to ten years - on the
basis of each country’s current economic con-
ditions and institutions. It is an index of eco-
nomic indicators that “have proven to be cor-
related with medium to long term economic
growth”.19

Intuitions of the business community are
extremely important in determining the com-
petitiveness of a country by WEF. The World
Economic Forum relies extensively (about 2/
3) on soft data (the opinion of business com-
munity) and on 1/3 of hard data (quantifiable
statistical data). The assembled data, both qu-
antitative and survey, are classified and distri-
buted to eight factors® determining competi-
tiveness: openness; government; finance; in-
frastructure; technology; management; labor;
institutions.

The WEF suggests that there is strong evi-
dence for a relationship between a country’s
economic competitiveness and the role of the
state in the economy (this includes the overall
burden of government expenditures, fiscal de-
ficits, rates of public saving, marginal tax rates
and overall competence of the civil service).
The WEF argues that national economic com-
petitiveness is also related to the following:

19 See Schwab et al. (1999), p. 78.
20 There are also two supplementary data sets: major

economic indicators and y questions.

PP

1. Openness: openness to foreign trade

and investment, openness to foreign di-
rect investment and financial flows, li-
beral exchange rate policy and ease of
exporting.

. Finance: how efficiently the financial in-

termediaries channel savings into pro-
ductive investment, the level of compe-
tition in financial markets, the percei-
ved stability and solvency of key finan-
cial institutions, levels of national saving
and investment, and credit ratings given
by outside observers.

. Infrastructure: the quality of roads, rail-

ways, ports, telecommunications, cost of
air transportation and overall infrastruc-
ture investment.

. Technology: computer usage, the spre-

ad of new technologies, the ability of the
economy to absorb new technologies
and the level and quality of research and
development.

. Management: overall management qu-

ality, marketing, staff training and mo-
tivation practices, efficiency of compen-
sation schemes and the quality of inter-
nal financial control systems.

. Labour: the efficiency and competitive-

ness of the domestic labour market (this
combines a measure of the level of a
country’s labour costs relative to inter-
national norms, together with measu-
res of labour market efficiency (e.g.,
obstacles to hiring and firing of wor-
kers), the level of basic education and
skills, and the extent of distortionary la-
bour taxes).

. Institutions: the extent of business com-

petition, the quality of legal institutions
and practices; the extent of corruption
and vulnerability to organized crime.
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The WEF believes that the four factors rep-
resenting openness, government, finance and
labor should be “given greater weight than the
other factors.”?! The factor indices are given
the following weights to create the overall com-
petitiveness index (see Table 2):

Table 2. Weights of factor indexes

Factor index Weight'
Openness 1/6
Government 1/6
Finance 1/6
Infrastructure 1/9
Technology 19
Management /18
Labour 1/6
Institutions 1/18

Source: Schwab et al. (1998), p. 80.

The WEF suggests that the factors of ma-
nagement and institutions are least important
for international competitiveness. “This is be-
cause the effects of...management and civil so-
ciety on growth are harder to measure, and per-
haps operate with longer lags”.2

The Competitiveness Index is every year
constructed on the same general principles.
The guiding principle is to construct an index
that is correlated with economic growth. Coun-
tries that score high on the competitiveness
measure should show a higher rate of econo-
mic growth than countries that score low on
the measure. Competitiveness rankings by the
WEF’s Competitiveness Index are intended to
show that competitive countries are those that
have the highest capacity for medium-term
economic growth.

Sachs, Zinnes, and Eilat (1999) construc-

2t Ibid,, p. 78
2 The weights’ sum is equal to 1.
2 Ibid,, p. 81.
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ted a measure of competitiveness of transition
economies? based on the methodology of the
WEEF. The indicator contains seven sub-indi-
cators. These are (with their weights in parent-
heses) openness (3/17), good government
(3/17), financial sector (3/17), infrastructure
(2/17), technology (1/17), management and la-
bour quality (2/17), and rule-of-law institutions
(3/17). To construct the competitiveness indi-
cator, the authors first standardize each sub-
indicator, multiply it by its weight, add them
all up, and then standardize again. They stress
that it is the synergies among firms and betwe-
en firms, markets, and government that are the
key to economic competitiveness. The authors
relate competitiveness to the cumulative
growth in per capita GDP over the transition
period. They show that the more competitive
the country by the indicator, the higher was its
growth in per capita GDP. Turning to foreign
direct investment reveals a similar picture, this
time from the point of view of the investor.
More competitive countries attract more fo-
reign direct investment.

2.4.3. The World Bank

The Database of Competitiveness Indicators
developed by the World Bank is a collection
of 49 indicators to assess economic performan-
ce and the environment for competitive busi-
ness development in a large number of coun-
tries.? These indicators reveal the aspects of
competitiveness or the conditions for achieving
competitiveness for firms and industries in va-

2 The authors developed a heuristic framework to
help understand the current level of international com-
petitiveness of countries in transition as a result of their
first decade of what Sachs (1996) calls systemic transfor-
mation.

25 The number of countries varies depending on the
availability of data for an indicator.



rious countries.? The purpose of the databa-
se was to identify constraints to competitive-
ness and to map the steps for policy reform
and institutional strengthening. The indicators
are organized in five broad categories:

1. Overall performance.

2. Macro and market dynamism.

3. Financial dynamism.

4. Infrastructure and investment climate.

5. Human resources.

According to the World Bank, the founda-
tions of a competitive economy are built on
four pillars:

1. Developing competitive markets with
sound macro incentives in place, an ap-
propriate competition policy and effi-
cient markets in products, labour, and
capital.

2. Developing efficient transactions with
well-defined property rights, effective
and clear enforcement of contractual
obligations, and an efficient system in
place for the resolution of disputes.

3. Establishing effective public administ-
rations focusing on mechanisms and
processes for ensuring good governan-
ce, efficient institutions and processes
for customs and taxation, and transpa-
rent and effective privatisations.

4. Building the efficient and sustainable in-
frastructure in terms of the social sec-
tors (health, education, pensions, etc.),
physical infrastructure such as trans-
port, energy, telecommunications, etc.
and developing the critical technologi-
cal and informational base on which
much of the globalisation phenomenon
is based.

2 They have been compiled by the Business Environ-
ment Group in the Private Sector Development Depart-
ment of the World Bank.

Most indicators are ranked in ascending or
descending order to allow for a quick compa-
rison of relative performance across countries.
But for some indicators, performance cannot
be easily assessed by a simple ranking. In such
instances, countries are listed alphabetically.

The World Bank does not provide a com-
petitiveness scoreboard. However, there are
rankings of countries by most of the indica-
tors.

2.5. Economic Policy Studies

While in the competitiveness studies the emp-
hasis is on an economy as a whole, in the eco-
nomic policy studies it is on government poli-
cies. According to the economic policy studies,
economic competitiveness is the direct outco-
me of the government policymaking.
Freedom (economic policy) studies by Fra-
zer Institute, Heritage Foundation and Free-
dom House are intended for the government
leaders and scholars. They provide informa-
tion on the necessary preconditions for eco-
nomic growth and the ways to enhance the eco-
nomic welfare of people. The three studies of
freedom rank more than 100 countries. Thus,
they have the advantage of providing an infor-
mation about the economies of smaller and less
developed countries. The studies are based on
variables thought to be necessary conditions
for economic growth. They suggest that in de-
vising an economic development strategy the
emphasis should be put on creation of right
institutions rather than on resource inputs.

2.5.1. Frazer Institute

The Fraser Institute (Canada) has developed
the Index of Economic Freedom. According
to the institute, the central elements of econo-
mic freedom are personal choice, freedom of
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exchange, and protection of private property.
When economic freedom is present, individu-
als are free to make economic choices such as
how to use their time and other resources, what
goods to consume, and what business and in-
vestment alternatives to pursue.

The Index of Economic Freedom compri-
ses 23 components designed to identify the
consistency of institutional arrangements and
policies with economic freedom in seven ma-
jor areas:

1. Size of government: consumption,

transfers, and subsidies.

2. Economic structure and use of markets:
production and allocation via govern-
ment and political mandates rather than
private enterprises and markets.

3. Monetary policy and price stability: pro-
tection of money as a store of value and
medium of exchange.

4. Freedom to use alternative currencies:
freedom of access to alternative curren-
cies.

5. Legal structure and property rights: se-
curity of property rights and viability of
contracts.

6. International exchange: freedom to tra-
de with foreigners.

7. Freedom of exchange in capital and fi-
nancial markets.

Principal component analysis was used to
determine the weight given to each component
in the construction of the area index. Areas 1
and 2 contain indicators of reliance on mar-
kets rather than the political process to alloca-

te resources and determine the distribution of
income. Areas 3 and 4 reflect the availability
of sound money. Area 5 focuses on the legal
security of property rights and the enforcement
of contracts. Area 6 indicates the consistency
of policies with free trade. Area 7 is a measure
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of the degree to which markets are used to al-
locate capital.
According to the Frazer Institute, the use
of government — whether directed by a mo-
narch or a democratic process —to decide what
(and how) goods will be produced and who will
consume them violates personal economic fre-
edom and has a negative impact on economic
competitiveness. In an economically free so-
ciety, the fundamental function of government
is the protection of private property and the
provision of a stable infrastructure for a vo-
luntary exchange system. When a government
fails to protect private property, takes proper-
ty itself without full compensation, or establis-
hes restrictions (and follows policies) that li-
mit voluntary exchange, it violates the econo-
mic freedom of its citizens and impairs the
country’s international competitiveness. The
Frazer Institute argues that reliance on mar-
kets, sound money, legal protection of property
rights, free trade, and market allocation of ca-
pital are important elements of international
competitiveness.
Economic policy suggestions of the Frazer
Institute can be summarized as follows:
1. Size of Government: Consumption,
Transfers, and Subsidies

e As government consumption increases
relative to total consumption (private
plus government), politics supplants
personal choice and voluntary exchan-
ge. Larger government consumption
means less private consumption and less
economic freedom. When governments
focus on core functions that involve the
protection of persons and property, and
the provision of public goods (things li-
ke national defense that are difficult to
provide via markets), they may enhan-
ce economic freedom. Frazer’s research



on this topic indicates that the core func-
tions, defined very liberally, can be pro-
vided with approximately 10% of
GDP.# Regardless of whether financed
by taxes or borrowing, government
spending beyond the minimal core le-
vel reduces economic freedom and the
security of property rights is eroded.

o Transfers and subsidies violate the fre-
edom of individuals to keep the value
of their productivity. When govern-
ments tax income from one person in
order to transfer it to another, usually
in an effort to “buy” votes, they are vio-
lating the property rights of individuals.
Such taking of property (including la-
bour services) without compensation
conflicts with economic freedom. The
ratio of transfers and subsidies to GDP
is a measure of the degree to which go-
vernments engage in such activities. The
higher the ratio the less economic free-
dom.

2. Structure of the Economy and Use of
Markets:

o State-operated enterprises (SOEs) in-
volve the substitution of political for
market decision-making. They are fun-
damentally different from private busi-
nesses. The investment choices of SO-
Es need not pass the market test. Sub-
sidies, favourable tax treatment, and re-
gulations are often used to protect them
from private competitors. Thus, SOEs
often continue to survive even when
they are inefficient and produce little

27 However, there is no assurance that governments
spending a small amount will focus their expenditures on
core functions that are, at least potentially, consistent with
economic freedom. For the discussion, see Gwartney et
al. (1999).

of value. By way of contrast, bankrup-
tcy would bring such activities to a halt
in the market sector. Countries with re-
latively few SOEs and small government
investment as a share of the total are
considered more economically free.
Price controls interfere with the free-
dom of buyers and sellers to undertake
exchanges. In addition, they often re-
duce the value of assets and thereby ta-
ke property from rightful owners. Both
restraints on exchange and the taking
of property are violations of economic
freedom. Countries that use price con-
trols more extensively are considered
less free.

High marginal tax rates discriminate
against productive citizens and deny
them income that they have rightfully
earned. Countries are decreasing their
economic freedom as they impose hig-
her marginal tax rates that take effect
at lower income thresholds.
Conscription denies draftees the pro-
perty right to their labour services.
Countries should rely on market forces
to obtain military personnel.

3. Monetary Policy and Price Stability:

Slow growth of the money supply (rela-
tive to the economy’s long-run real
growth) is indicative of monetary poli-
cy consistent with price stability. In con-
trast, rapid monetary expansion will le-
ad to high rates of inflation and uncer-
tainty with regard to the future value of
the monetary unit. Thus, countries with
low rates of monetary growth relative
to real GDP are considered more eco-
nomically free.

Instability in the general level of prices
also generates uncertainty. When the in-
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flation rate changes in an unpredictab-
le manner (for example, when it is 10%
one year, 40% the next, and 20% the
year after that), it is extremely difficult
for individuals and businesses to plan
for the future. Unpredictable changes
in the rate of inflation undermine the
efficacy of money. Countries with the
more stable and, therefore, more easily
predictable rates of inflation are freer.

4. Freedom to Use Alternative Currencies:

o Money offered by other monetary aut-
horities is a substitute for money issued
by the government of a given country.?
When residents are free to maintain
bank accounts in foreign currencies, it
is easier for them to avoid the uncer-
tainties accompanying an unstable do-
mestic monetary regime. Each of the
three components in this area is binary,
indicating that the condition is either
present or absent (either legal or ille-
gal). Countries should permit their citi-
zens to maintain domestic bank ac-
counts in other currencies freely.

e Ownership of a bank account abroad
provides another alternative method of
storing the purchasing power for futu-
re use. From a security standpoint, this
option may be preferable to the domes-
tic ownership of a foreign currency ac-
count, because an account abroad is less
vulnerable to confiscation by one’s own

28 If the purchasing power of the domestic currency is
relatively stable and people have confidence that this will
continue in the future, the freedom to use other curren-
cies is generally less significant. However, when these con-
ditions are absent, the freedom to use other currencies,
maintain foreign currency bank accounts, and convert the
domestic currency to other forms of money is extremely
important. For further information, see Gwartney et al.
(1999).
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government. Thus, countries should
permit their citizens to maintain bank
accounts abroad.

¢ Acitizen’s ability to use alternative cur-
rencies in exchange and as a store of va-
lue is reduced substantially if the domes-
tic currency is not freely convertible to
other currencies. A currency is’ consi-
dered to be freely convertible if citizens
are allowed to conduct both current and
capital account foreign exchange tran-
sactions without having to obtain spe-
cial permission from government aut-
horities. Countries should have freely
convertible currencies.

5. Legal Structure and Property Rights:

e Property rights are crucial to the wor-
kings of a market economy and the pro-
tection of personal freedom. Without
well-defined and secure property
rights?® and the rule of law, both the
efficiency of markets and the incentive
for productive behaviour are severely
eroded. The absence of these factors un-
dermines economic freedom. The rule
of law reflects the degree to which the
citizens of a country are willing to ac-
cept the established institutions to ma-

29 How can the security of property rights and the pre-
sence of rule of law be d? The Inter | Coun-
try Risk Guide has tracked the political, ﬁnant:la.l and eco-
nomic risks p yulg i and acti-
vities in various countries since 1982. Their ratings are pub-
lished monthly and marketed to businesses, investors, and
financial analysts. While the ratings cover several areas,
three of them - risk of expropriation, risk of contact vio-
lation, and presence of rule of law - are particularly perti-
nent to legal structure. The risk of confiscation variable
indicates the likelihood that one’s property might be ex-
propriated. The component for risk of contracts reflects
the degree to which “foreign businesses, contractors, and
consultants face the risk of a modification in a contract
taking the form of repudiation, postponement, or scaling
down”. For further information, see Gwartney et al. (1999).




ke and implement laws and adjudicate
disputes.

Nations should have sound political ins-
titutions, a strong courts system, and
provisions for an orderly succession of
power.

6. International Exchange: Freedom to Tra-

de with Foreigners:

Tariffs and taxes on exports drive a wed-
ge between what the seller receives and
what the buyer pays, and thereby limit
both trade and economic freedom. Lar-
ge revenue (from taxes on international
trade) relative to the volume of trade is
indicative of high tariff rates.0 Tariffs, if
any, should be low and uniform. Widely
dispersed tariff rates restrain trade.
Nations should not restrain trade
through the use of quotas, monopoly
grants, and various other types of non-
tariff trade barriers. The share of inter-
national trade covered by non-tariff bar-
riers and the actual size of the trade sec-
tor relative to what would be expected
(given the country’s geographic size, po-
pulation, and location) identify nations
imposing such restrictions.

Exchange rate controls can be a major
obstacle to trade. If people are going to
trade with outsiders, they must be able
to convert their domestic currency to fo-
reign exchange (other currencies). The
black market exchange rate indicates
the degree to which exchange rate con-
trols limit trade with foreigners. The lar-
ger the black market premium, the less
economic freedom.

7. Freedom of Exchange in Capital and Fi-

nancial Markets:

Countries should use market forces rat-
her than political considerations to al-
locate capital. When banks are owned
and operated by the government, poli-
tical considerations are likely to play a
larger role in the allocation of capital.
‘When market forces are used to alloca-
te capital, most of the credit will be ex-
tended to private investors. The larger
the share of total domestic credit allo-
cated to the private sector, the higher a
country’s economic freedom.
Governments should not affect the al-
location of credit through the imposi-
tion of interest rate controls. Interest ra-
te controls coupled with inflationary
monetary policy are particularly dama-
ging. When the inflation rate exceeds
the fixed interest rate, negative real in-
terest rates occur. Capital should be al-
located by a private banking sector to
private investors at interest rates deter-
mined by market forces (including glo-
bal financial markets). Countries that
follow policies resulting in negative re-
al interest rates (and/or wide gaps bet-
ween the borrowing and lending rates)
lack economic freedom.

Countries should not place limitations
on domestic investments by foreigners
and limit the freedom of their citizens
to make investments abroad, or both.
There should be no restrictions on the
mobility of capital.

A higher rating of the Index of Economic
% However, sometimes this figure can be misleading,  Freedom for a country is indicative of institu-

Prohibitive tariffs — that is, exceedingly high tariffs that tions and policies more consistent with econo-
effectively prohibit trade - will raise little or no revenue. .
See Gwartney et al. (1999). mic freedom.
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2.5.2. Heritage Foundation

In 1995, the Heritage Foundation (the USA)
developed the Index of Economic Freedom
(IEF). The IEF reflects the factors that con-
tribute to the institutional setting for econo-
mic growth. It measures the impact of tax laws,
tariffs, business regulations, government inter-
vention in the economy, corruption in the go-
vernment, the judiciary, and the customs ser-
vice along with a host of other economic fac-
tors in most of the world’s countries.

The IEF ranks the relative degree to which
countries achieve economic freedom; in other
words, it indicates the best context (or set of
institutional inputs) for economic growth. It
measures how well countries score on a list of
50 independent criteria (variables) divided in-
to 10 broad economic factors.3! These 50 va-
riables were grouped into 10 economic factors:

1. Trade policy.

2. Taxation.

3. Government intervention in the econo-

my.
4. Monetary policy.
5. Capital flows and foreign investment.
6. Banking.
7. Wage and price controls.
8. Property rights.
9. Regulation.

10. Black market.

The economic policy recommendations of
the Heritage Foundation can be summarized
as follows:

1. Trade policy

Non-tariff barriers represent decreased
economic freedom. Corruption also constitu-
tes a barrier to trade.

31 The higher the score on a factor, the greater the
level of government interference in the economy and the
less economic freedom. See O’Driscol ct al. (1999).
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2. Income and corporate tax

The higher the tax rate and a more cum-
bersome progressive tax system, the less eco-
nomically free a country is. Other taxes, such
as value-added taxes, sales taxes, payroll taxes,
and state and local taxes represent the negati-
ve impact on individual economic freedom.

3. Government intervention

The larger government consumption and
the bigger the size of the state-owned sector,
the larger is government intervention in the
economy. If a country has many state-owned
enterprises, or if the state-owned sector pro-
duces a large portion of its GDP, it signifies
decreased economic freedom.

4. Monetary policy

It is considered that high rates of inflation
reflect a loose monetary policy: the currency
loses its value and individuals are less free to
engage in productive and profitable economic
activities. This means less economic freedom
than in countries with lower inflation rates (a
tighter monetary policy).

5. Capital flows and foreign investment

Restrictions on foreign investment limit the
inflow of capital and thus hamper economic
freedom. By contrast, little or no restriction of
foreign investment maximizes economic free-
dom and thus increases the flow of investments.
The more restrictions a country imposes on fo-
reign investment, the lower the level of eco-
nomic freedom.

6. Banking

The more government controls banks, the
less free they are to engage in their activities.
The consequence of heavy regulation of banks
is restricted economic freedom.



7. Wage and price controls

Itis considered that when governments im-
pose wage and price controls, they restrict eco-
nomic activity and curtail economic freedom.
Therefore, the more a government intervenes
and controls prices and wages, the lower its
level of economic freedom. Government
should not have prices set for any products and
by the government; should not control such
things as utilities; and should not have a mini-
mum wage policy or set other wages.

8. Property rights

The government should protect private
property and keep it safe from expropriation.
The less protection private property receives,
the lower the level of economic freedom.

9. Regulation

It should be easy to open and operate a bu-
siness. The more regulations on business, the
harder it is to open one - the less economic
freedom. There should be no corruption and
regulations should be applied uniformly to all
businesses. A country should not have any sta-
te planning agencies that set production limits
and quotas.

10. Black market evaluation

The larger the black market is in a particu-
lar country, the lower the country’s level of eco-
nomic freedom.

The IEF treats the 10 factors as equally im-
portant to the level of economic freedom in
any country. With its Index of Economic Free-
dom the Heritage Foundation secks to prove
that countries that have more economic free-
dom also tend to have higher rates of long-term
economic growth and have the higher stan-
dards of living than those that have less eco-
nomic freedom.

2.5.3. Freedom house

The Freedom House was founded in 1941 by
Eleanor Roosevelt, Wendell Willkie and other
Americans. Non-partisan and broad-based,
Freedom House is led by a Board of Trustees
composed of leading Democrats, Republicans,
and independents; business and labor leaders;
former senior government officials; scholars;
writers; and journalists. All are united in the
view that American leadership in internatio-
nal affairs is essential to the cause of human
rights and freedom.

Since its inception in the 1970s, Freedom
House’s Freedom in the World survey has pro-
vided an annual evaluation of political rights
and civil liberties throughout the world. The
Survey attempts to judge all countries and ter-
ritories by a single standard and to emphasize
the importance of democracy and freedom.*

The survey’s understanding of freedom en-
compasses two general sets of characteristics
grouped under political rights and civil liber-
ties:

1. Political rights:

1.1. Freedom and fairness of elections;
1.2. Freedom to organize in different po-
litical units;

1.3. Freedom to be in opposition;

1.4. Freedom from domination by mi-
litary, foreign powers, totalitarian
parties, religious hierarchies, eco-
nomic oligarchies or any other po-
werful group;

1.5. Freedom of cultural, ethnic, reli-
gious and other minority groups to

32 At a minimum, democracy is a political system in
which people choose their authoritative leaders freely from
among competing groups and individuals who werc not
designated by the government. Freedom represents the
opportunity to act spontaneously in a variety of fields out-
side the control of the government and other centers of
potential domination. See Gastil et al. (1999).
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achieve self-determination, self-
government and autonomy.
2. Civil liberties:

2.1. Freedom of expression and belief;

2.2. Association and organizational
rights;

Rule of law and human rights;
Personal autonomy and economic
rights.

According to the Freedom House, politi-
cal rights and civil liberties promote economic
competitiveness, growth and prosperity. Poli-
tical rights enable people to participate freely
in the political process, which is the system by
which the polity chooses authoritative policy
makers and atternpts to make binding decisions
affecting the national, regional, or local com-
munity. In a free society, this represents the
right of all adults to vote and compete for pub-
lic office, and for elected representatives to ha-
ve a decisive vote on public policies. Civil li-
berties include the freedoms to develop views,
institutions, and personal autonomy apart from
the state.

To answer the questions about the routes
to economic prosperity, the Freedom House
considers the extent to which the political sys-
tem offers the voter the chance to make a free
choice among candidates, and to what extent
the candidates are chosen independently of the
state. Freedom House recognizes that formal
electoral procedures are not the only factors
that determine the real distribution of power.3

The question of equality of opportunity al-
so implies a free choice of employment and

2.3.
2.4,

33 In many Latin American countries, for example, the
military retains a significant political role, and in Moroc-
co the king maintains considerable power over the elec-
ted politicians. The more that people suffer under such
domination by unelected forces, the less chance the coun-
try has of receiving credit for sclf-determination in this
survey. See Gastil et al. (1999).
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education. Extreme inequality of opportunity
prevents disadvantaged individuals from en-
joying full exercise of civil liberties. Typically,
poor countries lack both opportunities for eco-
nomic advancement and other liberties. The
question on extreme government indifference
and corruption is very important, because when
governments do not care about the social and
economic welfare of large sectors of the po-
pulation, the human rights of those people suf-
fer. Government corruption can pervert the
political process and hamper the development
of a free economy.

The Survey rates political rights and civil
liberties separately on a seven-category scale,
1 representing the most free and 7 the least
free. A country is assigned to a particular nu-
merical category based on responses to the
checklist and the judgments of the Survey te-
am at Freedom House.

Conclusion

The above analysis reveals that the concept of
national competitiveness is broad, encompas-
sing a large number of both quantitative and
qualitative factors, It is difficult to define the
international competitiveness of nations by any
single definition. Since competitiveness studies
serve a different audience and purpose, we can-
not reasonably discuss which is best without
first asking: best at what?

Particular Sector and Particular Competi-
tiveness Indicator studies focus on the envi-
ronments of particular sectors, capital access,
trade performance, productivity and exchan-
ge rates across countries. They can be helpful
for a comparative study of some specific in-
dustry or an economic indicator. Their major
drawback is the failure to reflect the multi-di-
mensionality of the international competitive-
ness.



Competitiveness studies on regional, coun-
try and international levels as well as cross-
country economic policy studies could be use-
ful for the studies on the macro-level, since they
aggregate data from various industries and eco-
nomic indicators, attempting to incorporate all
of many facets of national competitiveness.
However, they cover the groups of factors,
which are often loosely related to each other
and are hard to measure. Many questions ari-
se concerning the proper weighing of compe-
titiveness factors, since the importance of va-
rious factors may differ across countries. Sin-
ce the studies are extensively based on soft da-
ta (qualitative information), the results of
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EKONOMINIO KONKURENCINGUMO VERTINIMAS

Gediminas Ramanauskas

Santrauka

Ekonominj konkurencinguma galima apibréZti jvai-
riai. [monés ar organizacijos kontekstu ji galima su-
vokti kaip sékmingos veiklos prielaida. Salies lygme-
niu apie jj daZnai kalbama, kai analizuojama nacio-
nalinés valiutos kurso svyravimo jtaka j eksporta/im-
porta orientuoty jmoniy verslo sékmei.

Nors $alies ekonominio konkurencingumo savoka
daZnai vartojama, sutarimo, k3 ji apibréZia, néra. Vieni
autoriai tvirtina, kad tarpusavyje konkuruoja ne 3a-
lys, o jmonés, ir Salies ekonominio konkurencingumo
savoka yra nesusipratimas. Kiti teigia, kad $i savoka
yra prasminga, ir kuria $aliy ekonominio konkuren-
cingumo vertinimo metodikas.

Jteikta 2004 m. birZelio men.
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Straipsnyje autoriaus suklasifikuotos ir lyginamos
jvairiy autoriy metodikos. Suklasifikavus iSskirtos pen-
kios metodiky grupés: ekonomikos sektoriy konku-
rencingumo vertinimai; regiono/3alies lygmens kon-
kurencingumo vertinimai; vertinimai pagal konkuren-
cingumo indikatorius; tarptautinio lygmens konkuren-
cingumo vertinimai; ekonominés politikos jtakos kon-
kurencingumui vertinimai.

Nors §ios metodiky grupés turi skirtumy, naudo-
jamos valstybiy konkurencingumui {vertinti ir paly-
ginti jos duoda panaSius rezultatus. Kadangi kiekvie-
na metodika pabréZia skirtingus dalykus, jos viena
kit praturtina ir papildo.



