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Outline

 Competitiveness 
 A “dangerous obsession” ?A dangerous obsession  ?

 Firms, industries and the macro-level

 Sectoral growth

 Performance
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 Drivers

 Industrial policy

Competitiveness 
“A dangerous obsession”?

 Paul Krugman (MIT Press, 1996) 
 “So let’s start telling the truth: competitiveness is a g p

meaningless word when applied to national 
economies. And the obsession with competitiveness is 
both wrong and dangerous”

 Valid arguments
 Illusion of conflict; trade is no zero-sum-game 

D ti di h l i t th ti
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 Domestic spending has larger impact than negative 
terms of trade effects

 Wages rise with productivity: low factor prices 
indicate low competitiveness!



Competitiveness  
Natural concern

 Competition arises from scarcity, e.g. of
 Resources (capital, labour/skills, raw materials)
 Access to markets (EU integration; international trade 

agreements; transport)
 Knowledge & competences (seeking rents from 

high-value production)

 Do these scarcities matter only for individual firms?
 Sure enterprises are at the core but e g
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 Sure, enterprises are at the core, but e.g.
 relative abundance of inputs affect industrial location
 differences in productivity and industrial structure affect 

aggregate income and the standards of living!

Competitiveness  
Refined view

 Forget about country rankings !

 Openness: the very notion of “competitiveness” Openness: the very notion of competitiveness  
implies the willingness and ability to face competition, 
being domestic or from abroad

 Focus on productivity: the objective is to raise 
incomes, not lower wages !

 Policy must define the preferences and constraints to
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 Policy must define the preferences and constraints to 
account for interdependencies with other goals of 
society, e.g.
 Social cohesion 
 Sustainable environment



Competitiveness 
Definitions (ECR 2010)

 “Competitiveness refers to the overall economic 
performance of a nation measured in terms of its 
ability to provide its citizens with growing livingability to provide its citizens with growing living 
standards on a sustainable basis and broad access 
to jobs”

 “... refers to the institutional and policy arrangements 
that create the conditions under which productivity
can grow sustainably”
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 “external competitiveness refers to the ability to 
export goods and services in order to afford 
imports”

Competitiveness 
Firms

Inputs Processes Outcomes

- Labour & skills

- Capital

- Intermediates

R t i l

Inputs Processes Outcomes

- Entrepreneurship

- Management

- Organisation

h l

- Productivity
- Survival
- Profits 
- Growth 
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- Raw materials
(incl. energy)

- Technology - Market shares



Competitiveness 
Industries

Inputs Processes OutcomesInputs Processes Outcomes

Industrial 
Organisation, e.g.
 Competition

 Value chains

T h l i l

- Productivity

- Growth

- International
market shares

Industrial 
Location, e.g.
 Firm entry

 Foreign Direct
Investment
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 Technological
Regimes - Profitability

Investment

 Advanced
customer base

Competitiveness
Countries & regions

Inputs Processes OutcomesInputs Processes Outcomes

Locational
Advantages, e.g.

- Relative prices &  
abundance of inputs
- Infrastructure

Regulation & 
institutions , e.g.
- Efficiency of factor
markets

- Administrative  
b d

- Productivity

- Factor incomes

- Employment
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- Market access
burden

- National systems
of innovation

- Growth



Competitiveness
An integrated puzzle

s

Inputs Processes Outcomes

Fi
rm

s

Firm-level
inputs

Firm-level
drivers

Firm 
performance

Industrial
Location

Industrial 
Organisation

Industrial 
performance

In
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st
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s
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Locational
advantages

Regulation & 
institutions

Macro-
performance

I
Co

un
tr
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s/

Re
gi

on
s

Sectoral performance
Estimated interdependencies

Value added growth 

+ + 

-

Growth of export 
market shares (EMS) 

Net profit margin 
 

Multifactor 
productivity growth

Employment growth Labour productivity 
growth (LPI) 

LPI 1995 

+ 
+ 

+ + 

+ 
+ 

_ 
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p y g

Inward FDI ratio (to 
value added) 

Growth of Revealed 
compar. advantage 

(RCA)

NPM 1995 

RCA1995 

EMS 1995 

_ 

+ 
+ + 

+ 

+ 
_ 



Sectoral growth drivers 
Summary characteristics (a)
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Sectoral growth drivers 
Summary characteristics (b)
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Sectoral growth drivers 
Industrial policy

 Study provides much detail by sector on what the 
most important determinants are !

 Differential impact of various growth drivers on 
heterogeneous sectors substantiates the case for the 
New Industrial Policy approach  

 Get over the dichotomy between vertical and 
horizontal policies (state activism vs. laissez-faire)
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 Start from horizontal measures, then adjust and 
fine-tune the meso-environment of particular 
sectors

Thank you for your attention!
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