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DO YOU KNOW?

1. Why do countries differ in their overall competitiveness in
the global marketplace?

2. Why is a country’s competitiveness more salient in 
some industries? For example, why do Swiss watches or
pharmaceuticals dominate the world market, as do German
upscale cars or Italian gold and silver jewelry?

3. What roles should firms and individuals play in shaping
country competitiveness? For example, can Japanese firms’ total
quality management improve their country’s competitiveness?

4. How does a foreign country’s competitiveness influence the
strategies and decisions of MNEs (multinational enterprises)?

OPENING CASE

Singapore’s Competitive Advantage
in the Hard Disk Drive Industry

S ingapore is known as one of the most competitive nations
in the world. Between 1995 and 2001, the country 
ranked second in the national competitiveness scoreboard

released by Swiss-based IMD (International Institute for
Management Development). Hard disk drive (HDD) production 
in Singapore reached about $10 billion and accounted for
approximately 70% of the world’s production of HDDs in 1999.

HDDs are highly standardized and easily transportable.
Demand is primarily driven by their technical and operating
characteristics. This allows manufacturing to be located in
distant locations away from consumers. Many world MNEs
(multinational enterprises) and domestic companies use
Singapore as their platform of HDD manufacturing and as the
gateway to international markets, particularly to other Asian
countries. Seagate, a world leader in the industry and the
largest industrial employer in Singapore, has built a $130
million facility there for assembling disk drives and making
printed circuit boards.

Singapore’s workforce was rated the best in the world by
Business Environment Risk Intelligence (BERI), based on such
factors as relative productivity, worker attitude, technical skills,
and legal framework. Although not rich in natural resources,
Singapore is situated in a strategic location on a major trading
route across continents and is a focal point for Southeast
Asian shipping routes. Singapore is also a thriving financial
center served by 149 commercial banks, 77 merchant banks,
and eight international money brokers. Additionally, Singapore
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Photo 5.1 The Raffles Statue was officially unveiled on June 27,
1887, to commemorate the founder of modern Singapore.
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has first-class infrastructure in telecommunications and 
communications. The National Science and Technology 
Board (NSTB) was established in Singapore in 1991 to 
promote R&D through a financial assistance program, 
coordinating with several research institutions such as the
Institute of Microelectronics (IME) and the Institute of
Manufacturing Technology (IMF).

To promote growth and productivity in the electronics
industry, the Singaporean government established several
major agencies. Apart from the NSTB, the Economic
Development Board (EDB) devises incentives to attract 
competitive companies into the nation’s electronics sector. In
addition, the National Computer Board (NCB) was created to

drive Singapore to excel in the information age and to exploit
the information technology (IT) niche. The NCB spearheads the
implementation of Singapore’s national IT master 
plan—IT2000. The government also initiated eight large-scale
industrial parks in China, Indonesia, India, and Vietnam. These
flagship projects, each of which is geographically concentrated
in the same area, are positioned as premier investment 
locations, not only for Singaporean investors but also for other
foreign firms and local enterprises. Singapore is increasingly
dependent on the value-added edge that a highly skilled 
workforce brings. Therefore, through research aid and program
development, the government assists higher-education 
institutions in providing a skilled workforce.
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The preceding chapters
explained that MNEs are a

dominant force in today’s international business activities (Chapter 4) and that
activities such as trade and FDI are largely determined by comparative advan-
tages of nations (Chapters 2 and 3). So how are MNEs and comparative advan-
tages of nations linked? How do national advantages in a foreign country
influence MNE strategies? If these advantages are important to national wealth,
social welfare, and business operations, then how are these advantages deter-
mined, established, and maintained? We explain these issues from a country
competitiveness perspective.

Competitiveness is the relative strength that one needs to win in competition
against rivals. Country competitiveness is the extent to which a country is
capable of generating more wealth than its competitors do in world markets. It
measures and compares the effectiveness of countries in providing firms with 
an environment that sustains the domestic and international competitiveness of
those firms. In the opening case, the Singaporean government created several
institutions and offshore zones to help local businesses excel in international
competition in the information industry. The core of country competitiveness
centers on productivity. Productivity is the value of the output produced by a
unit of labor or capital. It is the prime determinant of a nation’s long-term stan-
dard of living and is the root source of national per capita income. The level of
productivity depends on both the quality and features of products and services
and the efficiency with which they are produced or provided. As such, increas-
ing productivity is key to enhancing country competitiveness. Many factors
(such as a nation’s educational and scientific strengths) influence productivity,
which in turn determines a country’s capabilities.

Country competitiveness is associated with, but different from, country com-
parative advantages. As introduced in Chapter 2, conventional wisdom suggests
that comparative advantages of nations are based on factor endowment condi-
tions (abundance and costs of production factors such as labor, land, natural
resources, and capital). The resultant conclusion is that a nation’s competitive-
ness is high if it possesses an abundance of labor, capital, and or natural resources
at low prices.1 This theory falls short of explaining the reality that we see today:
There are many countries with abundant resources that are characterized by poor
economies, and vice versa. Germany, Switzerland, and Sweden have prospered,
despite having high wages and labor shortages. Similarly, Japan, South Korea, and
Singapore have limited natural resources but are very successful in maintaining
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their high competitiveness. In today’s world where raw materials, capital, and
even labor move across national borders, endowed resources can influence, but
in and of themselves do not fully determine, a nation’s competitiveness. Country
comparative advantages (e.g., cheap land and labor in developing countries) may
influence the level of competitiveness in industries that are labor-intensive or
cost sensitive. However, a nation’s comparative advantage in production factors
alone is far from sufficient in determining its international competitiveness—
that is, its competitive advantage in the global marketplace.

International trade and investment can both improve a nation’s competi-
tiveness and threaten it. They increase national productivity by allowing a
nation to specialize in industries in which its companies are more productive
and to import where its companies are less productive. No nation can be com-
petitive in everything. The ideal is to deploy the nation’s limited human and
other resources into their most productive use. Yet, international trade and FDI
are likely to threaten productivity growth because they can expose a nation’s
industries to the test of international productivity standards. A country’s indus-
try will suffer if its productivity is not sufficiently higher than a foreign rival’s
productivity. If a nation loses the ability to compete in a range of high-produc-
tivity industries, its standard of living is threatened. In several industrialized
countries, the rapid development of information technology has led to
increased productivity and higher economic growth. Meanwhile, large dispari-
ties in the global economy continue to exist. Of major concern to international
managers is why such national disparities exist and how companies should
respond to them.

1. Country competitiveness measures and compares how effective countries are
in providing firms with an environment that sustains the domestic and
international competitiveness of those firms. Productivity is the core of
country competitiveness.

2. Country competitiveness is associated with, but different from, country
comparative advantages. Germany, Switzerland, and Sweden have all pros-
pered, despite having high wages and labor shortages.

In a world of increasing
global competition, nations

have become more, rather than less, influential in international business opera-
tions. Differences in national values, culture, economic structures, institutions,
and histories all contribute to competitive success. The national environment
influences national competitiveness through the development of particular pro-
files of resources and capabilities (e.g., Italian footwear and textiles or Japanese
semiconductors and electronics). The national environment also influences
national competitiveness through its impact on the conditions for innovation.
For example, as concern for product safety has grown in many industrialized
countries, Volvo, originally based in Sweden, has succeeded by anticipating the
market opportunities in this area. The impacts of country competitiveness on
MNEs are fourfold.

First, country competitiveness affects an MNE’s selection of its global operations loca-
tion. Nike, for example, utilizes China as one of its major offshore production cen-
ters to benefit from cheap labor, abundant materials, and large market demand.
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Second, country competitiveness affects an MNE’s industry selection. For diver-
sified MNEs, it is important to choose a foreign industry that will fit with the
firm’s global product portfolio and benefit from industry structure differences
between home and host countries. A country’s competitiveness is industry spe-
cific, meaning that no nation can, nor should, maintain high competitiveness
in every industry. Japan, for example, while very competitive in motor vehicles,
has large sectors of its economy (e.g., aircraft, chemicals, and banking) that lag
far behind the world’s leading competitors. Thus, a more important question
that concerns international managers is which industry of the target country is
superior in terms of environment and competitiveness.

Third, country competitiveness affects an MNE’s innovation and capability build-
ing. Trade and FDI patterns often reflect the sectors favored by a country’s orga-
nizing and technological strengths (e.g., Japan’s VCRs and Singapore’s hard disk
drives), and these patterns promote further expansion and investment in these
capabilities. The variations in country competitiveness pertain to differences in
organizational and institutional capabilities. By investing and operating in a
country with superior organizing and technological strengths, MNEs can learn
more from local partners and the business community.

Finally, country competitiveness affects an MNE’s global strategy. A country’s
competitiveness is reflected in different elements, including rich resources,
strong market demand, efficient governmental administration, and superior
infrastructure for innovation. This diversity enables MNEs to globally differenti-
ate their dispersed functions and businesses to leverage the advantages of vari-
ous countries’ competitiveness. Several Taiwanese companies (e.g., Acer) have
greatly benefited from this differentiated process, in which R&D is located in
Taiwan and the United States, products are manufactured in Mainland China,
financing is obtained in Hong Kong, and worldwide distribution is channeled
through Singapore or Hong Kong.

1. Country competitiveness affects an MNE’s location selection and industry
selection. For example, Nike chose China because it benefits from cheap
labor and abundant resources needed for its production.

2. Country competitiveness affects an MNE’s capability building and global strat-
egy. For example, India has lured many software MNEs because it offers a favor-
able environment for developing software, which is then marketed globally.

Country competitiveness improves via
increased productivity, which is driven

by a large array of country-level, industry-level, firm-level, and individual-level fac-
tors. Sustained productivity growth requires that an economy continually
upgrade itself. International managers search for those decisive characteristics of
a nation that allow its companies to create and sustain competitive advantage
in particular fields (industries or sectors). Country competitiveness necessitates
competitive strength across all these four levels (see Exhibit 5.1).

Economic growth and stability cannot be sustained without political and
social stability, a well-constructed and -enforced legal system, and sound macro-
economic conditions. This chapter emphasizes economic essentials required for
country competitiveness and leaves the discussion of the importance of the
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social and cultural and political and legal environments to the next two
chapters. Economic fundamentals have long been considered the cornerstone
for economic development. As summarized in Exhibit 5.2, these country-level
fundamentals include (a) science, education, and innovation; (b) economic
soundness; (c) finance; and (d) internationalization.
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Science, Education, and Innovation

Technological innovation has long been seen in all economies as central to the
process of raising productivity and thus improving country competitiveness. By
increasing the range of choices with respect to new products and production
processes, technological progress raises the potential for economic expansion
and, in general, fosters human and economic development. Conversely, techno-
logical deficiencies are one of the major reasons for low incomes in some devel-
oping countries. To build and maintain a strong record of innovation, a country
has to develop and promote science and education. Technological innovation
and diffusion is a complex process, requiring support from a set of institutions.
The United States, for example, has developed a rich set of institutions in both
the public and private sectors to support a high level of technological inno-
vation. Innovation depends on a complex interplay between basic science and
new technologies and on commercialization of those technologies in new prod-
ucts and production processes. Basic science is not exclusively a market-driven
activity, because it is difficult to ensure payoff. Thus, nonmarket institutions
usually carry out most projects in basic science. Examples include government
laboratories (such as the National Institutes of Health in the United States) and
academic centers such as universities. Some corporations sponsor basic scientific
research in their laboratories as well.

The level of technological innovation depends largely on the commercializa-
tion of new products and processes. Several developing countries, most notably
Russia, China, and India, have a large number of world-class scientists in basic
science. However, because they lack a developed commercialization system, the
competitiveness of these countries remains low. An effective commercialization
process requires several ingredients:

1. There must be a close interface between basic scientists and R&D man-
agers in the corporate world. In the United States, the education system
has allowed scientific faculty to participate in private-sector R&D under-
takings and has allowed universities to own patents for products devel-
oped by their faculty. This pattern of close business–university linkage is
quite distinct from the situation in Poland or Ukraine, for instance, in
which universities belong to state institutions and have minimal contact
with industry sectors.

2. There must be strong support for developing intellectual property rights
to encourage enterprises to make large outlays in R&D activities before a
product is introduced to market. About 1% of the U.S. GDP is provided
as the seed money for basic science in many crucial areas such as infor-
mation technology, biotechnology, and material sciences.

3. The economy must be flexible enough to support the rapid adoption and
diffusion of new technologies. For example, venture capital funds should
be available to innovative firms to commercialize new technologies.

Apart from commercialization, technological innovation can also be
improved by adopting and assimilating technology from foreign countries. There
are several channels through which this can be done. First, a country can attract
investments from MNEs, thereby bringing advanced technological innovation
into its economy. For example, Mexico has dramatically upgraded its production
technology through the rapid inflow of U.S. investments in key sectors such as
motor vehicles, electronics, textiles, and pharmaceuticals. International joint
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ventures with MNEs (discussed in Chapter 12) are a quick and effective means for
the host country to acquire foreign technologies and innovation expertise.
Second, technology (e.g., robots) can be bought from a foreign country or licensed
from a foreign patent holder for use in the borrowing country. In fact, interna-
tional trade in technology via licensing, franchising, export, or lease has been
growing since the early 1990s. Finally, the technology can be engineered by an
adopting country and suitably modified by local engineers for domestic produc-
tion and use. Generally, knowledge acquisition from foreign firms is a better strat-
egy for relatively small but newly industrialized countries, since they usually lack
the scientific and technological base to innovate on their own, yet they still have
the ability to absorb technologies introduced in advanced countries. The compet-
itiveness growth of the four mini-dragons—namely, Singapore, South Korea,
Taiwan, and Hong Kong—largely subscribes to this strategy.

It is difficult to think about competitiveness and technological innovation
without considering education. Education has become the prerequisite for entry
into the knowledge-based economy, while technology has become the prerequi-
site for bringing education to society. The excellence in basic skills required in a
good primary and secondary school system is important but by itself is not very
helpful in pushing countries up the ladder of country competitiveness if it is 
not matched by superior higher education in technology and management.
Vietnam, for example, is one of the top-ranking countries with regard to the
math skills exhibited by its elementary and high school students. Its weakness
in higher education, however, hampers the nation’s competitiveness. The exec-
utives of the 21st century require not only business savvy, but also strong tech-
nical, communication, project-management, and human resource management
skills. This is the new formula for grooming leaders who can handle the business
world’s increasingly complex problems.

Macroeconomic Soundness

Economic soundness is the key economic foundation and a major source of
country competitiveness. It occupies an important place in the assessment of
country competitiveness because it influences an economy’s capacity to grow,
the health of the trade sector, the balance of payments, and the attractiveness of
investment by foreign businesses. Economic soundness can be defined as the
extent to which an economy has been equipped with all the economic prereq-
uisites for sustained economic growth. Macroeconomic soundness concerns
both economic growth and economic stability, which are two distinct, but not
mutually exclusive, fundamentals of the macroeconomic environment. An
economy may be stable, but the policies that are in place may not be conducive
to growth. Long-term growth and sustained competitiveness can be accom-
plished only if economic stability is maintained. Generally, economic stability is
reflected in a low rate of inflation. In high-inflation situations, the loss of com-
petitiveness and the emergence of balance-of-payments difficulties may inter-
rupt economic growth. Rising public expenditures and the resultant budget
deficits are often a principal cause of inflation. Expansionary public policies may
initially stimulate economic growth, but as capacity limits are reached, output
fails to keep up with rising expenditures, which eventually results in increased
difficulty in financing the deficits.

Specific elements of economic soundness include investment, consumption,
real income level, economic sectors’ performance, and infrastructure development.
First, investment by domestic firms and foreign businesses plays an important
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role in stimulating economic growth. Investment does not just augment a factor
of production; it is also the means by which new technologies are put into prac-
tice. In addition, investment in one sector stimulates investment in others and
encourages technological progress. When an economy slows down, investments
from public or private sectors are important forces driving economic growth. 
In the late 1990s, for example, the United States, Japan, and most European
nations employed a more favorable policy toward such investments.

Second, real income per capita and consumption per capita levels are also
important because an economy’s sustained growth depends partly on its citizens’
final consumption. “Real” means that inflation has been subtracted from this
indicator. The real interest rate is a key component linking the real income and
consumption levels because this rate acts to adjust consumption relative to sav-
ings. The Federal Reserve, the central bank of the United States, for example, cut
this rate several times in 2001 in an effort to stimulate domestic consumption.

Third, the performance of economic sectors, including both the manufactur-
ing and service sectors, is a driving force for country competitiveness because 
it represents the strength of economic development. This performance consists of
many facets such as innovativeness, efficiency, profitability, stability, and quality
of products and service. The reason that the competitiveness of many developing
countries (especially those in Africa) is relatively low is that their manufacturing
and service sectors have not yet been developed, nor are they performing well.

Finally, the development levels of basic infrastructure (e.g., transportation,
utility, and energy) and technological infrastructure (e.g., telecommunications
and university graduates in science and engineering) influence country compet-
itiveness because they are key segments of the external environment in which
businesses operate. The supportiveness of these infrastructures affects production
and business operations. The high growth rate of the Chinese economy in the
1990s, for example, was supported by its infrastructure improvement. Foreign
investors there previously complained about an inadequacy of electric power and
freight transportation, but today these infrastructure elements have expanded to
a point where capacities are actually underutilized in some provinces.

Building on the preceding criteria, the World Competitiveness Yearbook,
prepared and published by the International Institute for Management
Development (IMD), based in Lausanne, Switzerland, reported the country rank-
ings in terms of economic soundness between 2002 and 2006 (see Exhibit 5.3).

Finance

Finance is an important macroeconomic fundamental affecting economic stabil-
ity and growth, and thus country competitiveness. Specific finance indicators
that affect competitiveness include currency valuation, solvency of the banking sys-
tem, and short-term external debt. First, currency valuation concerns the extent
to which a country’s home currency is valued or priced properly to reflect the
situation of market supply and demand pertaining to this currency. The price
level in one country naturally rises along with this country’s income. A country
with a price level exceeding its income level is said to have an overvalued currency.
A country with an income level exceeding its price level is said to have an under-
valued currency. High overvaluation or undervaluation can be a source of insta-
bility and is unhealthy for long-term economic growth (see Chapter 9 for
details). One of the factors leading to the collapse of the Thai baht and the
Korean won in 1997 involved overvaluation of their currencies.

Second, a weak banking system can be a source of instability as well. The
nature of banking itself—borrowing short and lending long—always leaves
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banks vulnerable to abrupt and unanticipated losses on deposits. This can hap-
pen internationally just as it can happen domestically. If the creditors of the
bank happen to be foreign, then perceptions of exchange rate vulnerability can
interact with perceived banking vulnerability to produce a particularly volatile
mixture. While the Netherlands, Luxembourg, and Australia are considered to
have the most solvent banks, banks in Indonesia and Thailand are considered
the most vulnerable, which is one of the major causes of the banking crisis that
began in the region in 1997 (see Chapter 9 for details).2

The last indicator of financial vulnerability is a high amount of short debt
in relation to the hard currency reserves of a country’s central bank. This indi-
cator is more relevant for a country defending its fixed exchange rate. If foreign
creditors discover that a country does not have enough hard currency to meet
its short-term liabilities, then the country is at risk of a bank-run situation,
where each creditor wishes to get its money out before the hard currency runs
out. Taiwan, for example, was not considered high risk during the Asian finan-
cial crisis because its central bank had enough hard currency reserves to cover
these liabilities. Hong Kong, although recognized as one of the world’s most
expensive cities, still remains competitive thanks to its solid financial system, its
advanced financial markets, and its position as one of the largest financial cen-
ters in the world. Hong Kong also enjoys very high foreign exchange reserves
and also benefits from the high reserves held by Mainland China.
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Country 2002 2003 2004 2005 2006

United States 1 1 1 1 1

Luxembourg 2 2 3 2 2

China Mainland 4 3 2 3 3

Singapore 18 7 5 5 4

Hong Kong 22 29 11 4 5

Iceland 14 20 15 17 6

India 17 22 12 12 7

United Kingdom 6 9 14 14 8

Ireland 8 8 6 6 9

Zhejiang (China) – 12 10 13 10

Malaysia 29 25 16 8 11

Estonia 24 21 29 16 12

Canada 13 11 8 11 13

Australia 16 23 19 22 14

Japan 28 28 17 21 15

Chile 36 42 35 24 16

France 9 10 13 9 17

Netherlands 7 5 7 10 18

Maharashtra (India) – 34 30 28 19

Norway 10 16 26 27 20

Exhibit 5.3 Macroeconomic Strength of Domestic
Economy, 2002–2006 (Top 20 Ranking)

SOURCE: The International Institute for Management Development (IMD). The World Competitiveness Yearbook, 2006,
p. 54. Lausanne, Switzerland: IMD. Reprinted with permission.
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Internationalization

Internationalization associated with country competitiveness refers to the
extent to which the country participates in international trade and investment.
(As you may recall from Chapter 1, this participation is one of the key indicators
on the Globalization Index). This internationalization is influenced by a nation’s
strength in the following areas: (a) exports (both goods and services) and related
current account balance (see Chapter 9), (b) exchange rate systems, (c) foreign
investment (both FDI and portfolio investment), (d) foreign exchange reserves,
and (e) openness of the economy. A high degree of competitiveness requires a
high degree of internationalization of an economy, because competitiveness
measures a nation’s competitive advantage in an international marketplace com-
pared with other countries. A strong domestic economy may or may not trans-
late into a strong international competitiveness; it depends on the economy’s
openness and strength of foreign trade and investment as reflected in its current
account and foreign exchange reserves. This openness is in turn dependent on a
nation’s economic soundness as well as the government’s policies pertaining to
foreign trade, investment, and exchange rate. A country’s openness refers to the
extent to which its national economy is linked to world economies through the
flow of resources, goods, services, people, technologies, information, and capital.
In a competitive nation, this flow means both inflow and outflow. The inflow of
goods, capital, services, and the like is determined not only by an economy’s
attractiveness but also by the extent of its national protectionism. National pro-
tectionism reflects the level of barriers that foreign goods, capital, services, and
other inputs of production are confronted with when moving into the focal
country. As introduced in Chapter 2, examples of these barriers include import
tariffs, quotas, voluntary export restraint, and commodity inspection standards,
among others. For developing countries in which economic foundations and sys-
tems are underdeveloped, a certain degree of protectionism during an early stage
of economic development is necessary for ensuring trade balance and economic
stability. For this reason, the World Trade Organization (WTO) permits a few
developing country members—for example, Poland, Hungary, and the Czech
Republic—to have a higher bar against foreign imports.

1. Country competitiveness is determined by four levels of factors: country
level, industry level, firm level, and individual level. They affect competitive-
ness individually as well as jointly.

2. Country-level determinants include (a) science, education, and innovation;
(b) macroeconomic soundness; (c) finance; and (d) internationalization.

3. Macroeconomic soundness is determined by investment, consumption, real
income level, economic sectors’ performance, and infrastructure development.

Sound country-level foundations such
as macroeconomic fundamentals and

science and innovation are necessary for enhancing country competitiveness.
However, they are not sufficient to ensure a prosperous economy. Although
country-level determinants influence overall competitiveness of a nation and are
important to improving national productivity, no country can build and maintain
high competitiveness in every industry. Within a country, different industries are
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not the same in terms of comparative advantages. Economically, it is neither nec-
essary nor realistic to expect high competitiveness in every industry of the econ-
omy. This industry-specific perspective is especially important for international
managers because it is often a target country’s industrial, rather than national,
environment that directly impacts firm decisions and operations. Of course, for a
nation’s government, the more industries with high international competitive-
ness, the greater the overall country competitiveness. Governments should devote
more resources to improving infrastructures of those industries (or sub-industries)
in which their nations are potentially already competitive.

When you look closely at any national economy, you will see enormous dif-
ferences among a nation’s industries in the area of competitive success.
International advantage is often concentrated in particular industry sectors or
segments within a given economy. For example, U.S. commercial aircraft and
defense industries have dominated the world market, while Japanese semicon-
ductors and VCRs have led as well. In the automobile industry, German exports
are heavily skewed toward high-performance cars, whereas Korean exports are
clustered at the low end of the market. The assessment of country competitive-
ness therefore is about competitive advantage of a nation in particular industries
or industry segments. To help assess this competitiveness, classical theory
explains the successes of nations in certain industries based on production 
factors (or inputs) such as land, labor, and natural resources. A nation gains com-
parative advantages in industries that make intensive use of the factors it pos-
sesses in abundance. This classical view, however, has been overshadowed in
advanced industries and economies by the globalization of competition and the
power of technology. A new perspective called the “diamond framework,” devel-
oped by Michael E. Porter, offers an analytical tool for international managers to
appraise a country’s competitive advantage in particular fields.3

According to Porter’s diamond framework, there are four broad attributes,
which individually and collectively constitute the diamond of national advan-
tage in particular fields:

1. Factor Conditions. This concerns the nation’s position in factors of produc-
tion, including basic factors such as labor, capital, land, and natural resources and
sophisticated factors such as skilled workforce, scientific base, infrastructure, and
information. Each country may be abundant in certain factors while lacking in
others. For example, Hungary’s optical instrument industry is abundant in skilled
workers but lacks a well-developed supplier infrastructure. The same is true for
China’s copy-machine industry. Low design costs and growing market demand
for copier machines are also major considerations luring foreign companies such
as Xerox to invest there. Country competitiveness is likely to be higher in indus-
tries in which the country has superior factors of production. Basic factors are
generally important in obtaining competitive advantage in labor-intensive indus-
tries but do not constitute an advantage in knowledge-intensive industries that
require sophisticated factors of production. The contribution of factor conditions
to country competitiveness changes over time. The stock of factors that a nation
enjoys at a particular time is less important than the rate and efficiency with
which it creates, upgrades, and deploys them in particular industries.

2. Demand Conditions. This involves the nature of market demand for the
industry’s product or service. International companies often enter a foreign mar-
ket because of promising opportunities arising from strong market demand.
Strong market demand drives an economy’s gross domestic product (GDP) upward
and facilitates the improvement of productivity in a competitive environment. In
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addition to the size of market demand, the character of demand is also critical.
Nations can gain competitive advantage in industries where the market demand
gives their companies a clearer or earlier picture of emerging buyer needs as well
as where demanding buyers pressure companies to innovate faster and achieve
more sophisticated competitive advantages than their foreign rivals. If domestic
buyers are the world’s most sophisticated and demanding buyers, then a nation’s
companies in this sector are more likely to gain competitive advantage through
constantly improving and upgrading their products or services. As an example,
Japanese firms have pioneered compact, quiet air-conditioning units powered by
energy-saving rotary compressors. This is largely because the firms have responded
to the needs of Japanese consumers, most of whom live in small, crowded homes
in a country where humid summers are the norm.

3. Related and Supporting Industries. This refers to the presence and support
level of a nation’s suppliers or other related industries. For foreign investors, the
availability and supportiveness of local suppliers as well as other related indus-
tries such as banking, foreign exchange services, and infrastructure services are
fundamental to their routine operations. For the country itself, the competitive-
ness of related industries provides benefits of information flow and technical
interchange among related industries, which in turn speeds up the rate of inno-
vation and upgrading. For example, Switzerland’s success in pharmaceuticals
evolved from previous international success in the dye industry. Having home-
based suppliers that are internationally competitive can create advantages in
downstream industries. Italian gold and silver jewelry companies lead the world
in part because other Italian companies supply two-thirds of the world’s jewelry-
making and precious-metal recycling machinery. In addition, suppliers and end
users located near each other can take advantage of short lines of communica-
tion, quick and constant flow of information, and an ongoing exchange of ideas
and innovations. Through close working relationships, companies have the
opportunity to influence their suppliers’ technical efforts and can serve as test
sites for R&D work, accelerating the pace of innovation. When suppliers, man-
ufacturers, and even distributors are located near each other or concentrated in
the same area (a city or part of a city), we call this geographical concentration a
cluster. Examples include Silicon Valley in California for the semiconductor and
software industry, Milan in Italy for fashion garments, Hamamatsu in Japan for
motorcycles and musical instruments, Pusan in South Korea for footwear prod-
ucts, and Zhongguanchun in Beijing for electronics.

4. Rivalry and Business Practice. This entails the nature of domestic rivalry in
addition to the conditions governing how businesses are organized, managed,
and operated in a nation. International investors may select a country in which
local rivalry is low. However, in terms of competitiveness, the presence of strong
local rivals is a powerful stimulus to the creation and persistence of national
competitive advantage. This is especially true for small countries such as
Switzerland, where the rivalries among its pharmaceutical companies—Ciba-Geigy,
Sandoz, and Hoffman-La Roche—contribute to global leadership. Domestic
rivalries exert pressure on companies to innovate and improve. Local rivals force
each other to lower costs, improve quality and service, and create new products
and processes. Domestic rivals compete not only for market share but also for
people, for technical excellence, and more important, for product quality, cus-
tomer responsiveness, and innovation. Business and management practice is rel-
evant to country competitiveness because competitiveness in a specific industry
results from convergence of management and business policy with the sources
of competitive advantage in the industry. In industries where Italian companies
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are among the world’s leaders—such as lighting, furniture, footwear, woolen fab-
rics, and packaging machines—a company strategy that emphasizes customized
products, niche marketing, rapid adaptation, and great flexibility fits well, both
with the dynamics of the industry and with the character of the Italian manage-
ment system. Successful Italian international competitors also tend to be small
or medium-sized companies (SMEs) that are privately owned and operated like
extended families. In Germany, companies tend to be hierarchical in organiza-
tion and management practices, and top managers usually have technical back-
grounds. This system works well in technical or engineering-oriented industries
(e.g., optics, chemicals) in which complex products demand precision manufac-
turing as well as a highly disciplined management. Germany’s success, however,
is quite limited in consumer goods and services in which image marketing and
product innovation are important to competition. In the greater China region,
including the P.R.C., Taiwan, Hong Kong, Macao, and Singapore, successful
companies are technologically innovative as well as skillful in cultivating and
developing personal ties with government officials and with top managers of
other firms. Personal relations (or guanxi, in Mandarin) may be conducive to
improving competitiveness in such industries where the regulatory environ-
ment is highly unpredictable.

Exhibit 5.4 highlights the diamond framework of national competitive advan-
tage. The four determinants in this framework create the national environment into
which companies are born and in which they learn to compete. Each point on the
diamond—as well as the diamond itself as a system—produces essential ingredi-
ents for achieving international competitive success. In general, companies gain a
competitive advantage when a national environment (a) permits and supports the
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Exhibit 5.4 Industry-Level Determinants of Country Competitiveness

Factor
Conditions

Rivalry and
Business Policy

Related and
Supporting Industries

Demand
Conditions

Country
Competitiveness

Productivity

Microeconomic
Business

Environment

SOURCE: Adapted from M. E. Porter. “The competitive advantage of nations.” Harvard Business Review, March–April 1990:
pp. 73–93.
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Economy 2001 Rank 2003 Rank 2005 Rank

United States 2 2 1

Finland 1 1 2

Germany 4 5 3

Denmark 8 4 4

Singapore 9 8 5

United Kingdom 7 6 6

Switzerland 5 7 7

Japan 10 13 8

Netherlands 3 9 9

Austria 11 17 10

France 13 10 11

Sweden 6 3 12

Canada 12 12 13

Taiwan 21 16 14

Australia 14 11 15

Belgium 15 15 16

Iceland 16 14 17

New Zealand 20 18 18

Ireland 22 21 19

Hong Kong 18 19 20

Exhibit 5.5 The Microeconomic Competitiveness Scoreboard (Top 20)

SOURCE: M. E. Porter. “Building the microeconomic foundations of prosperity.” In The Global Competitiveness Report
2005–2006, p. 52. Geneva, Switzerland: World Economic Forum.

most rapid accumulation of specialized assets and skills, (b) affords better ongoing
information and insight into product and process needs, and (c) pressures compa-
nies to innovate and invest. It is also important to note that the diamond factors cre-
ate an environment that may promote competitiveness of other related industries.
Japan’s strength in consumer electronics, for example, drove its success in semicon-
ductors toward the memory chips and integrated circuits these products use.

The four diamond attributes together serve as the microeconomic business
environment that affects country competitiveness. Exhibit 5.5 lists the top 20
countries in terms of the strength of their microeconomic business environ-
ments from 2001 to 2005, appraised using the preceding diamond framework.
Unless there is appropriate improvement at the microeconomic environment,
the country-level determinants (i.e., macroeconomic business environment) as
discussed earlier will not bear full fruit.4 National productivity is ultimately set
by the productivity of a nation’s companies. Companies need appropriate con-
ditions for rapid and sustained productivity growth. The country-level deter-
minants create the potential for improving national prosperity, but wealth is
actually created at the microeconomic (industrial) level—in the ability of firms
to create valuable goods and services productively. A country’s economy cannot
be competitive unless the companies operating within it are competitive, whether
they are domestic or foreign company subsidiaries. To conclude, the improvement
of country competitiveness is a process of successive upgrading, in which a
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Interim Summary

1. It is neither possible nor necessary to expect every industry in a country to be
competitive. Industry-level fundamentals determine a country’s microeco-
nomic business environment.

2. The “diamond framework” is often used to assess country competitiveness in
particular industries or fields. This framework consists of four factors—factor
conditions, demand conditions, related and supporting industries, and
rivalry and business practice.

3. A cluster is a geographical concentration in which suppliers, manufacturers,
and even distributors are located near each other. Clusters can help improve
country competitiveness.

An economy’s product competitiveness stems
from companies within that nation. Firms

produce products and provide services. Thus, country competitiveness is also asso-
ciated with firm-level factors that can characterize country-unique organizational,
innovational, and operational strategies employed by most firms of that nation.
These strategies, principles, or approaches should differentiate one country’s firms

nation’s business environment evolves to support and encourage increas-
ingly sophisticated and productive ways of competing and innovating. This
chapter’s Industry Box illustrates how e-business may shape country competi-
tiveness in the future. Chapter 18 provides more detailed information on global
e-commerce.
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INDUSTRY BOX
E-commerce capabilities can help boost
a country’s competitiveness in many
ways. First, the Internet is a global
network, enabling people and businesses to connect to the
rest of the world. Second, the Internet provides easy access
to the global market, matching buyers and sellers across
national boundaries. Third, the Internet is an efficient dis-
tribution tool, saving transaction costs. Fourth, the
Internet lets small businesses play in the big business
arena. Finally, the Internet shortens a company’s time to
market.

However, many countries lag behind in the e-business
race, and in many cases, the e-business laggards are at the
bottom of the competitive rankings. The reasons are three-
fold: language, education, and technical infrastructure. But
many governments are taking steps to address these
issues because they understand that the Internet presents

developing nations the opportunity to
bolster their competitiveness and econ-
omy. Asia-Pacific Economic Cooperation

Forum (APEC) leaders, for instance, acknowledged during
their meetings in Vancouver on November 25, 1997, the
need to promote Asian economies to construct and utilize a
global information infrastructure. For governments, adequate
regulations and supervision also need to be in place to
ensure that private enterprises are playing their part in inno-
vating and implementing the global systems and needed
infrastructure. International companies such as GE Capital
and Infotech Global have made investments in emerging
markets. For example, both companies have announced
expansion of their services in India.

SOURCE: Adapted from E. Sprano and A. Zakak. “E-commerce capable:
Competitive advantage for countries in the new world e-economy.”
Competitiveness Review, 2000, 10, 2: pp. 114–131.

EE--CCOOMMMMEERRCCEE  AASS  AANN  EELLEEMMEENNTT
OOFF  CCOOUUNNTTRRYY  CCOOMMPPEETTIITTIIVVEENNEESSSS

FIRM-LEVEL DETERMINANTS
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from those of other countries and, more important, create competitive advantages
for both the nation and firms to which they belong. For example, most Japanese
firms have obtained their competitive advantages vis-à-vis American and
European companies through superior process innovations, quality control sys-
tems, and unique manager–employee relationships. These firm-level policies have
become Japan’s national standards and have been widely applied by most
Japanese firms. Country competitiveness can thus be partly explained by differ-
ences in country capabilities in terms of technologies and organizing principles.
These technologies and organizing principles diffuse more slowly across borders
than within a nation. In other words, these unique firm-level factors are virtually
embedded in Japanese firms. This embeddedness helps Japan maintain strong
country competitiveness.

Organizing principles of technological innovation and production are partic-
ularly important because they are not easily diffused across nations. National eco-
nomic leadership of a country is not driven by technological investments alone
but also by the efficiency of a country’s dominant organizing principles.5 The
superiority of U.S. competitiveness in relation to that of European countries is
attributable not only to the country’s creation of technologies (as measured by
patents) but also to its adoption of new methods of management. Although the
basic research skills of Japanese firms are generally inferior to those of U.S. firms,
organizing principles such as lean flexible production, total quality management,
just-in-time manufacturing, and multi-sourcing strategy used by Japanese firms
add substantial value to the international competitiveness of Japanese products.

The contribution of technologies and organizing principles to creating com-
petitive advantages for both firms and the country cannot last forever. Technol-
ogy, and even organizing principles, are inevitably diffused across nations and
eventually imitated by foreign rivals. Through technology transfer, foreign direct
investment, and global strategic alliances, one nation’s firms can learn both tech-
nologies and organizing principles that were developed and employed by coun-
terparts in another nation. This suggests that firms ought to continuously
upgrade their technological skills and organizing approaches if they wish to sus-
tain competitive advantages that help maintain their country’s competitiveness
in the long run. Constant and rapid technological progress, rather than one sin-
gle innovation, is the secret to retaining competitive advantage.

Firms can also influence the environment that impacts country competitive-
ness. Companies do not simply accept the status quo of factor development in
the nation but instead seek to upgrade it. For example, Italian industry associa-
tions invest in marketing information, process technology, and common infra-
structure in such industries as woolens, ceramic tiles, and lighting equipment.
Swiss and German firms widely participate in apprenticeship programs. In Britain,
successful industries such as chemicals and pharmaceuticals are characterized by
close ties with universities and government research institutes. Firms can, and
must, invest directly in factor creation through their own training, research, and
infrastructure building. Internal efforts at factor creation lead to the most spe-
cialized, and often most important, factors. Competitive firms often have well-
developed internal training programs and, compared with their rivals, set aside
higher amounts of resources for R&D. Large U.S. and Japanese companies usu-
ally have their own universities or schools. Yamaha, for example, faced a short-
age of skilled piano technicians in Japan, so it founded its own educational
program for acoustics training that is now highly regarded internationally. The
benefits flow to Yamaha as well as to the entire Japanese industry.

Firms can also join with, or participate in, the efforts of governmental
entities, educational institutions, and local communities to influence factor

144 PART II: ENDOWMENTS AND ENVIRONMENTS OF INTERNATIONAL BUSINESS

05-Shenkar-45427.qxd  11/12/2007  4:53 PM  Page 144



creation or improvement. Nestlé, for example, founded and supports Geneva-
based IMI, which has become a leading European business school. Nestlé has
benefited from a steady flow of talented management as well as ongoing man-
agement training. German chemical companies have established relationships
with all of the major German universities and also sponsor institutes devoted to
chemical research, contributing to advancements in the industry. In addition,
they sponsor students or their staff to study at the universities. They also play
an active role in helping institutions identify the needs of the industry by assist-
ing with planning curriculum, placing graduates, and providing financial sup-
port for facilities and scholarships. Exhibit 5.6 outlines the firm-level
determinants of country competitiveness.
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Exhibit 5.6 Firm-Level Determinants of Country Competitiveness

Technological
Innovation

Organizing
Principles

Influencing
Factor Creation

Country
Competitiveness

Productivity

Country Capability
Through Firms

1. It is firms that directly create national wealth, and thus the productivity of
firms is central to country competitiveness.

2. Technologies and organizing principles (e.g., process innovation and quality-
control systems) are two firm-level fundamentals. When unique and produc-
tive organizing principles and technological skills become national standards
or permeate throughout the nation, they will substantially heighten country
competitiveness.

Individual-level determinants are
people or human resources associ-

ated with country competitiveness. They include workers, entrepreneurs, pro-
fessional managers, designers and engineers, educators and intellectuals, and
politicians and government officials (see Exhibit 5.7). Human resources affect
productivity (the core of country competitiveness) by shaping the environment

Interim Summary
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for developing competitiveness and by combining and arranging the
preceding physical competitiveness determinants at both the country and
industry levels.
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Exhibit 5.7 Individual-Level Determinants of Country
Competitiveness

Workers ManagersEntrepreneurs

Politicians EducatorsEngineers

Country
Competitiveness

Productivity

Human Resources

Workers: Workers’ productivity affects country productivity. For example, skillful
and diligent workers in Singapore are an important force in improving that nation’s
country-level productivity. In addition to the wage level and the size of the labor
pool, other important factors associated with worker productivity include educa-
tional level, loyalty to organizations, passion for work, self-motivation, learning
skills, and discipline. In Denmark, Finland, and Sweden, superior education and
passion for work are important reasons for the superior productivity of workers.
In Japan, workers’ loyalty to organizations and learning skills are partly respon-
sible for their employers’ competitiveness.

Entrepreneurs: Entrepreneurs venture into new businesses despite a high
degree of risk arising from uncertainty about the future. They are a special group
of businesspeople taking risks in the development of new products, new mar-
kets, or new technologies. They create new businesses, stimulating a nation’s
economic development. A nation’s competitiveness is strengthened in the
course of its entrepreneurs’ efforts and commitments to take high risks and max-
imize returns. Singapore’s high level of competitiveness can in large part be
attributed to the high percentage of entrepreneurs in its total population.

Managers: Experienced and skillful managers in various enterprises, whether
public, private, or state-owned, play an important role in increasing country
competitiveness. Production and operation processes are becoming increasingly
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complex and interrelated among different value-chain activities (e.g., from
inbound logistics and operations to outbound logistics, marketing, and service;
or from human resource management to technological development and pro-
curement). As a result, a country with a large pool of educated and experienced
managers who are well versed in production, operation, and organization will
have a much better chance of creating and sustaining high competitiveness.
Several newly industrialized economies such as South Korea and Taiwan have
successfully secured and retained a large number of Western-educated and expe-
rienced managers. This greatly helps to raise the level of national competitive-
ness in these countries.

Engineers: Engineers and designers stand at the forefront of country competi-
tiveness. They are key players in improving a nation’s productivity because they
create value through production innovation and process innovation. A country’s
expertise in these two types of innovations is a crucial element for elevating its
competitiveness. Because international competitiveness involves worldwide
consumers, it is important for engineers and designers to have a global vision.
Engineers in Switzerland and the Netherlands have a strong educational back-
ground, industrial experience, and global vision, which in turn help stimulate
the competitiveness of these nations.

Educators: Educators and intellectuals represent a prime force for strengthening
education and science. High competitiveness of an economy requires the cre-
ation and dissemination of knowledge needed for improving productivity.
Although intellectuals are the major source of knowledge creation, educators at
various levels (from elementary to higher education) are a prominent source 
for knowledge dissemination. For countries moving to knowledge-based
economies, growth depends heavily on the contributions of educators and intel-
lectuals. A country’s productivity and competitiveness are generally positively
correlated with the salary level or, more broadly, living standards of educators
and intellectuals.

Politicians: The role of politicians and government officials in supporting com-
petitiveness cannot be underestimated simply because government policies 
and administrative efficiency exert a significant effect on other determinants of
country competitiveness. Nations with politicians who select economic devel-
opment as a priority or are willing to give up their political ambitions for their
nations’ economic development tend to create competitiveness. South Korea in
the 1970s is a manifestation of how a national economy can benefit from polit-
ical leaders with a strong commitment to economic growth even under a non-
democratic regime. Government officials apply policies to the economy. Their
role can be compared to that of an automobile’s transmission: The most efficient
transmission would convey the power with minimum loss of power. Officials
who can implement politicians’ policies in the most efficient way can enhance
their nation’s competitiveness.6

Interplay of the Four Levels of Determinants

The preceding four levels of determinants are not exclusive of each other.
Country-level determinants provide an overall national foundation for devel-
oping country competitiveness. This foundation provides a general economic
and technological environment, which can directly or indirectly influence
industrial, organizational, and individual determinants of competitiveness. For
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example, a nation’s education system (a country-level determinant) affects the
qualifications of workers, managers, and engineers (individual-level determi-
nants). Conversely, politicians and officials (individual-level determinants) have
the power to change country-level determinants such as economic policies and
financial systems. Industry-level determinants jointly create a microeconomic
business environment that impacts companies’ productivity. They are a central
force linking a nation’s comparative advantage with firms’ competitive advan-
tages in wealth creation. While country-level and industry-level determinants
together provide a context for improving country competitiveness, firm-level
and individual-level determinants are direct “hands” in creating and improving
this competitiveness. These “hands” can be stronger or weaker, depending on
both country-level and industry-level conditions. This chapter’s Country Box
provides an illustrative case in which Italy’s country competitiveness is jointly
influenced by various determinants at the individual level (e.g., politicians,
entrepreneurs, workers), firm level (e.g., flexibility, cluster, small size), industry
level (competition, factor conditions, related industries), and country level
(infrastructure, education, legal system, economic soundness).
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COUNTRY BOX
Hundreds of thousands of
anxious entrepreneurs voted
on May 13, 2001, for media baron Silvio Berlusconi in the
hope that this new prime minister would carry out his
promise to reverse Italy’s declining competitiveness. The
country’s entrepreneurs survived and even thrived by
remaining small and nimble. In the northern industrial dis-
tricts, manufacturers of the same products, such as textiles
or shoes, clustered together like virtual keiretsu, purchas-
ing supplies jointly, for example, but skirting inflexible
labor laws by employing fewer than 15 workers each. They
bridged the gaps in skills or education with extensive in-
house training. The result has been an army of small and
midsize companies that boast global strength in fashion,
industrial design, machinery, and other niche sectors.

But now, Italy’s stalwart exporters face a series of
obstacles that is proving insurmountable for many of
them. They are caught in the middle of two new forces:

Cheap Asian goods of steadily
improving quality are flooding

global markets, posing competition Italians have never
experienced, and the rest of Europe is leaping ahead into
the digital economy, with companies producing some of
the most sophisticated software and telecom products
in the world. And Italy? Its businesses, by and large, simply
lack the size and research muscle to go against bigger
competitors in these technology-driven industries.

Meanwhile, in Italy, taxes, labor costs, and labor-
market regulation have become even more burdensome
and restrictive over the past 15 years. Aging roads and rail-
roads are obstacles to growth. Half-hearted liberalization
has left markets in the grip of former monopolies. Worst of
all is a serious deterioration in the quality of education at
every level and the power of courts to function properly.

SOURCE: Adapted from G. Edmondson, K. Carlisle, and S. Pierce. “Italy:
Can Berlusconi renew the nation?” Business Week, May 28, 2001: p. 46.

IITTAALLYY::  CCAANN  BBEERRLLUUSSCCOONNII  RREENNEEWW  TTHHEE  NNAATTIIOONN??

1. Individual-level determinants are people or human resources that affect
country competitiveness. They include workers, entrepreneurs, managers,
engineers and designers, educators and intellectuals, and politicians and 
government officials.

2. Human resources affect country competitiveness in such a way that they
determine a country’s expertise, creativity, and efficiency.

3. Multilevel fundamentals also interactively affect country competitiveness.
Country- and industry-level determinants provide an important context in

Interim Summary
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which firms and individuals directly create national wealth. Firms and indi-
viduals are also able to reshape this context so that macro- and microeco-
nomic business environments become more favorable for productivity.

Government plays an important role in shaping
country competitiveness. It can affect all four levels of

determinants outlined previously. Through policy making and intervention, gov-
ernment can impact investment, savings, and trade. Through a combination of
trade liberalization and exchange rate adjustment, government can strengthen the
balance of payments and improve international competitiveness. The experiences
of several newly industrialized nations in the early 1980s suggest that a certain
amount of governmental control over macroeconomic problems is necessary. In
that particular instance, when macroeconomic fundamentals grew seriously out of
line, governments acted promptly to bring the situation under control. They were
also committed to export expansion rather than import substitution as a means of
relieving balance-of-payment constraints.

Governments can also exert influence on the microeconomic business envi-
ronment and on human resource development. Such influence is normally
exerted through a set of industrial policies. Industrial policies can be defined as
all forms of conscious and coordinated government interventions to promote
industrial development. Such forms include, but are not limited to, import pro-
tection, financial subsidies, regulatory changes, and interventions in capital,
labor, technology, and natural resource markets. For example, a government can
shape factor conditions through its training and infrastructure policies. Factor
conditions are also affected through subsidies and policies aimed at the devel-
opment of capital markets. Furthermore, market demand conditions are influ-
enced by regulatory standards and processes, government purchasing, and
openness to imports. Governments are often a major buyer of many products,
including defense goods, telecommunications equipment, and aircraft for a
national airline. Governments can shape the circumstances of related and sup-
porting industries through control of advertising media and also through regu-
lation of supporting services such as banking and foreign exchange. Finally,
government policy also influences competition and business practices through
such means as capital market regulation, tax policy, and antitrust laws.

The effect of government policies on country competitiveness can be posi-
tive (stimulating competitiveness) or negative (obstructing competitiveness).
Too much dependence on direct help or interference from the government may
hurt companies in the long run and only lead to them becoming more depen-
dent. On the other hand, a government that has a hands-off policy may miss
out on the benefits of shaping the macro- and microeconomic business environ-
ment and institutional structure that can stimulate companies to gain competi-
tive advantage. Thus, the appropriate role that a government should play is one
of a catalyst and challenger—it should encourage, or even push, companies to
aspire to higher levels of competitive performance, even though this process
may be difficult. Governments cannot directly create competitive industries;
only companies can do that. Government policies that succeed are those that
create an environment in which companies can gain competitive advantage.

There are several principles that governments should embrace in order to
play a supporting role in national competitiveness:

1. They should emphasize competitiveness infrastructure. Governments have crit-
ical responsibilities for developing and improving infrastructure such as
education, science, research, transportation, and information technology.
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2. They should enforce strict product, safety, and environmental standards.
Stringent standards for product performance, product safety, and environ-
mental control pressure companies to improve quality, upgrade technol-
ogy, and provide features that respond to consumer and social demands.

3. They should deregulate competition. Regulation through maintaining a state
monopoly, controlling entry to industry, or fixing prices hampers rivalry
and innovation.

4. They should adopt strong domestic antitrust policies. These policies, espe-
cially when applied to horizontal mergers, alliances, and collusive behav-
ior, are fundamental to innovation. Government policy should generally
favor new entry over acquisition.

5. They should boost goal setting that leads to sustained investment. Governments
can indirectly affect the goals of investors, managers, and employees
though various policies. For instance, the tax rate for long-term capital
gains is a powerful tool for adjusting the rate of sustained investment in
industry as it affects the level of new investment in corporate equity.

This chapter concludes with the World Competitiveness Scoreboard, 1998–2006
(Exhibit 5.8), identified in the World Competitiveness Yearbook. This yearbook ranks
nations’ environments according to their ability to provide an environment in
which enterprises can compete. Similar to the aforementioned determinants at mul-
tiple levels, the yearbook assesses country competitiveness based on eight competi-
tiveness input factors: domestic economy, science and technology, people, firm
management, internationalization, infrastructure, finance, and government. Since
2001, these factors have been regrouped into four main categories, including eco-
nomic performance, government efficiency, business efficiency, and infrastructure.

1. Government is a critical force impacting country competitiveness and can
influence virtually all determinants discussed previously.

2. To improve country competitiveness, governments should be committed to
upgrading competitiveness infrastructures; encouraging competition; enforc-
ing strict product, safety, and environmental standards; and motivating
firms and individuals for better innovation and creativity.
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Interim Summary
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USA 1 1 1 1 1

Hong Kong,

China 5 12 9 6 2

Singapore 2 2 5 2 3

Iceland 18 9 12 5 4

Denmark 10 13 6 7 5

Australia 12 10 14 4 6

Exhibit 5.8 The World Competitiveness Scoreboard, 1998–2006
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1998 2000 2002 2004 2006
Economy Rank Rank Rank Rank Rank

Canada 8 8 8 3 7

Switzerland 9 7 7 14 8

Luxembourg 3 6 3 9 9

Finland 6 4 2 8 10

Ireland 7 5 10 10 11

Norway 11 17 17 17 12

Austria 24 15 13 13 13

Sweden 16 14 11 11 14

Netherlands 4 3 4 15 15

Bavaria 

(Germany) – – – 20 16

Japan 20 24 30 23 17

Taiwan 14 20 24 12 18

China (Mainland) 21 30 31 24 19

Estonia – – 21 28 20

United Kingdom 13 16 16 22 21

New Zealand 17 18 19 18 22

Malaysia 19 27 26 16 23

Chile 27 25 20 26 24

Israel 25 21 25 33 25

Germany 15 11 15 21 26

Belgium 23 19 18 25 27

Ile-de-France

(France) – – – 32 28

India 38 39 42 34 29

Scotland (UK) – – – 36 30

Czech Republic 37 40 29 43 31

Thailand 41 35 34 29 32

Zhejiang (China) – – – 19 33

Catalonia (Spain) – – – 27 34

France 22 22 22 30 35

Spain 26 23 23 31 36

Maharashtra

(India) – – – 38 37

South Korea 36 28 27 35 38

Slovak Republic – – 37 40 39

Colombia 45 45 44 41 40

Hungary 28 26 28 42 41

Greece 33 34 36 44 42

Portugal 29 29 33 39 43

South Africa 42 43 39 49 44

Slovenia – 36 38 45 45

Jordan – – – 48 46

Bulgaria – – – – 47

(Continued)
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1. Country competitiveness is the extent to which
a country is capable of generating more wealth than
its competitors in world markets. The central force
for improving country competitiveness is produc-
tivity. There are four levels of specific determinants
of country competitiveness: country level, industry
level, firm level, and individual level.

2. Country competitiveness can be analyzed by
governments for consummating competitiveness
infrastructures, by local firms for selecting a more
favorable environment in which sustained compet-
itive advantages can be developed, or by MNEs for
electing optimal foreign locations and industries.

3. Country-level determinants of competitiveness
comprise (a) science, education, and innovation;
(b) economic soundness; (c) finance; and (d) inter-
nationalization. These fundamentals are the corner-
stone for economic development and the building

blocks of macroeconomic business environment for
country competitiveness.

4. Industry-level determinants of competitiveness
comprise (a) factor conditions, (b) demand condi-
tions, (c) related and supporting industries, and 
(d) rivalry and business practice. They affect country
competitiveness individually as well as collectively.
MNEs operating in foreign countries are often
impacted more directly by these industry-level
determinants than by country-level determinants.

5. Firm-level determinants are country-unique
organizational, technological, or operational
strategies, policies, and practices employed by
most firms in a particular nation. Country com-
petitiveness can be partly explained by differences
in national capabilities in terms of technologies
and organizing principles (e.g., lean flexible
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1998 2000 2002 2004 2006
Economy Rank Rank Rank Rank Rank

São Paulo (Brazil) – – – 47 48

Philippines 32 37 40 52 49

Lombardy (Italy) – – – 46 50

Turkey 39 42 46 55 51

Brazil 35 31 35 53 52

Mexico 34 33 41 56 53

Russia 43 47 43 50 54

Argentina 30 41 49 59 55

Italy 31 32 32 51 56

Romania – – – 54 57

Poland 44 38 45 57 58

Croatia – – – – 59

Indonesia 40 44 47 58 60

Venezuela 46 46 48 60 61

Exhibit 5.8 (Continued)

SOURCE: The International Institute for Management Development (IMD). The World Competitiveness Yearbook. Lausanne,
Switzerland: IMD. Reprinted with permission.

Note that this source may differ from the Global Competitiveness Report published by World Economic Forum concerning
the above rankings. For instance, the latter ranked the U.S. sixth in world competitiveness in 2006 (first place in 2005)
after taking into account the nation's macroeconomic concerns, such as huge defense and homeland security spending,
long-term potential costs from health care and pensions, low savings rate, and record-high current account deficits. 
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production, total quality management, just-in-
time manufacturing, and multi-sourcing strategy
used by Japanese firms).

6. Individual-level determinants are human resources
that shape the environment for developing competi-
tiveness. Major players include workers, entrepreneurs,
managers, engineers, educators, politicians, and
government officials. Country competitiveness is

positively correlated with the productivity or creativity
of these individuals.

7. Governments significantly shape country com-
petitiveness through industrial policies and the
development of a competitiveness infrastructure.
Governments should serve as catalysts in providing
a stimulating environment for companies to gain a
competitive advantage in international markets.
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