
Executive Summary 

Globalisation i s a powerful influenc e o n the future competitivenes s o f enterprises i n th e 
world's smallest economies . On th e on e hand , i t offers smal l states ' enterprises acces s t o 
new technologies , ne w skills , ne w markets , ne w financia l source s an d henc e bette r 
outward-oriented growt h prospect s tha n eve r before . Bu t o n th e othe r hand , i t expose s 
them t o intensiv e competitio n fro m imports , foreign investmen t an d low-cos t develop -
ing countr y enterprises . Ther e i s a  rea l prospec t tha t ther e wil l b e winner s an d loser s 
among small states and the enterprises within them . The double-edged natur e o f global-
isation seems somewhat daunting, both to policy-makers and to enterprises in small states. 

Against thi s background , thi s stud y deal s wit h a  pressing economi c polic y questio n 
facing th e world' s smalles t economies : ho w ca n smal l state s enhanc e industria l com -
petitiveness an d alleviat e economi c vulnerabilitie s associate d wit h smal l countr y size ? 
There i s a widespread perception tha t smal l country size (i.e. economies with 1. 5 millio n 
people o r less ) hinder s th e achievemen t o f industria l competitiveness . Thi s stud y seek s 
to address this issue . The transitio n fro m vulnerabilit y t o competitiveness i s at the fore -
front o f current economi c policy debate s i n smal l states . There i s still littl e sig n of con-
sensus about th e way forward . 

In an attempt to shed some light on these important policy issues, this study addresses 
four inter-relate d questions : 

• Wha t i s the meaning of competitiveness in relation to small states and their enterprises? 

• Wha t i s the recen t industria l competitiveness experienc e o f small states with global -
isation an d what factor s determin e success  at a  cross-country level ? 

• Wha t kind s o f enterpris e strategies , policie s an d institution s hav e bee n adopte d b y 
small states which have succeeded ? 

• Wha t principles , actor s an d measure s migh t underpi n th e developmen t o f futur e 
industrial competitivenes s policie s for othe r smal l states? 

Competitiveness i s often a  difficul t concep t t o understand , analys e an d apply , eve n i n 
the contex t o f developed economies , wit h full y develope d institutions , limite d marke t 
failures an d extensiv e data . Thes e problem s ar e exacerbate d whe n dealin g wit h smal l 
states, whic h typicall y hav e underdevelope d institution s an d lac k availabl e data . 
Therefore, i n order t o analyse industria l competitivenes s i n smal l states a  simple frame -
work ha s bee n develope d (Chapte r 2) . Thi s draw s o n recen t literatur e o n technolog y 
and innovatio n i n developin g countries , an d underline s th e dynami c link s betwee n 
technology, firms , industries , policies and institution s i n developing competitivenes s i n 
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small states . I t emphasise s tha t competitivenes s arise s a t th e leve l o f th e firm , bu t als o 
stresses the importanc e o f national-level factor s lik e a  supportive polic y framework an d 
the qualit y o f institutions . 

To explor e th e recen t performanc e o f smal l state s i n relatio n t o competitiveness , a 
Small States Manufactured Expor t Competitiveness Index (SSMECI ) has been developed 
to benchmark industria l competitiveness (Chapte r 3). To the best of our knowledge, thi s 
represents th e firs t attemp t t o provid e a  comprehensive pictur e o f th e competitivenes s 
performance o f small states . I t found tha t th e performanc e o f small states varies signifi -
cantly acros s geographical regions , income group s and countr y siz e classes, and rea l per -
formance pattern s ca n b e observed . Unsurprisingly , Europ e wa s th e bes t performin g 
region, wit h Malt a an d Estoni a occupyin g th e to p tw o position s i n th e index . Smal l 
states i n souther n Afric a wer e th e nex t mos t successful , wit h Mauritiu s an d th e fou r 
BLNS states (Botswana, Lesotho, Namibia and Swaziland) al l in the top 1 1 of the index , 
but performanc e i n th e Pacifi c an d Wes t Afric a wa s poor. Eve n withi n th e smal l state s 
sample, siz e was found t o b e important , wit h large r smal l state s performin g bette r tha n 
micro-states o n average . I n orde r t o interpre t th e underlyin g determinant s o f competi -
tiveness performanc e i n smal l states , statistica l analysi s wa s used t o se e whic h determ -
inants have a n influenc e o n SSMEC I rankings . This showe d tha t macr o fundamentals , 
such a s interes t rates , were positive factors , a s were externa l influence s suc h a s foreig n 
direct investmen t (FDI) . Diversification o f exports was important t o good performance , 
as was a strong base of human capital . 

In orde r t o explor e th e kind s o f enterpris e strategies , policie s an d institution s tha t 
have bee n adopte d b y successfu l smal l states , tw o countrie s wer e selecte d fo r furthe r 
study. Both i n the to p five o f the SSMECI , Mauritius (fourth ) an d Trinidad an d Tobag o 
(fifth) ar e examples of small states that have been successful , despit e significantly differ -
ent initia l conditions an d paths t o success . 

Mauritius (Chapte r 4 ) i s one o f the few smal l states to have successfully broke n int o 
the production o f manufactures fo r expor t (mainl y textile s and garments ) an d i s furthe r 
attempting t o diversif y int o service s exports . I n th e las t 3 0 years , thi s smal l stat e wen t 
from bein g a  poo r monocro p produce r t o a n aspirin g newl y industrialisin g economy . 
Traditional economi c sector s lik e sugar exports an d up-marke t touris m lai d th e founda -
tions for modern Mauritian industria l development by providing a surplus for investmen t 
and a n internationa l countr y reputatio n fo r producin g qualit y good s an d services . Th e 
real engin e o f growth , however , wa s export-oriente d FD I i n expor t processin g zone s 
(EPZs), particularly i n textile s an d garments . Severa l factor s see m t o explai n wh y FD I 
came t o Mauritius . Thes e includ e a n outward-lookin g trad e an d investmen t strategy ; 
preferential marke t acces s to the EU; cheap an d bilingua l labour ; investmen t i n huma n 
capital; politica l an d macroeconomi c stability ; relativel y efficien t government ; an d 
comprehensive institutiona l support . It s outward-looking trad e an d investmen t strateg y 
emphasised th e establishmen t o f public and private EPZs , investment incentives , acces s 
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to duty-free ra w materials and investo r facilitation. Wit h a  recent slowin g down o f FDI, 
Mauritius has developed a  new competitiveness strateg y i n order t o sustain it s competi -
tiveness and diversify it s economic base away from a  dependence on textiles and garments. 
Among othe r things , i t i s attemptin g t o bette r targe t foreig n investmen t int o th e 
services sector , promot e smal l an d mediu m enterpris e (SME ) development , upgrad e 
tertiary level technical skills and improve it s infrastructure, particularl y information an d 
communications technology (ICT) . Mauritius' competitiveness experience offers valuabl e 
lessons for othe r smal l economies . 

Trinidad an d Tobag o (Chapte r 5 ) i s today th e mos t industrialise d o f the Caribbea n 
small states and the highest ranking i n the SSMECI inde x i n the Caribbean region . To a 
large degree thi s reflect s it s endowment o f natural resources , and th e significan t oi l an d 
natural gas downstream industrie s that have developed from thi s resource. However, th e 
reasons fo r succes s ru n deepe r tha n this , an d al l smal l state s ca n lear n lesson s fro m 
Trinidad's experienc e o f providin g a  polic y environmen t whic h support s competitiv e 
growth, o f managing natura l resource s wel l (whethe r the y b e petroleu m base d o r not) , 
and o f leveragin g fro m thi s t o diversif y th e industria l base . Afte r a  crisi s i n th e earl y 
1980s cause d b y over-relianc e o n oil , a  stable , wel l though t ou t polic y ha s bee n th e 
cornerstone o f Trinidad' s recen t success . The macroeconomi c fundamenta l condition s 
have been well managed. Focus has been put on an outward-orientated trad e and invest -
ment strateg y with well-focused expor t incentiv e policie s an d institution s develope d t o 
support enterpris e growt h an d expor t development , suc h a s the Touris m an d Industria l 
Development Company (TIDCO) . Trinidad an d Tobago has also made conscious effort s 
to develop it s human resourc e base and it s infrastructure . A  cas e study o f an enterpris e 
success story in Trinidad show s that a n SME in a  non-oil relate d secto r (beverages ) ca n 
become a  world player and b e globally competitive i n the spac e of 20 years, despite th e 
'handicap' o f it s small state origins . 

The cross-country analysis and the case studies of Mauritius and Trinidad and Tobago 
suggested tha t a  coherent competitivenes s strateg y i s an importan t ingredien t o f success 
in a  small state. Six importan t principle s underli e th e formulation o f such a  strategy: 

• A  focu s o n evolvin g comparative advantage ; 

• Tailorin g policy to national circumstances ; 

• Linkage s with regiona l market s and institutions ; 

• Combinin g incentive s an d supply-side measures ; 

• Involvemen t o f all major stakeholders ; 

• Prioritisatio n o f interventions an d actions . 

A wid e range o f policy instrument s an d suppor t measure s can be include d i n a  compet -
itiveness strategy in a small state. An exampl e agenda, with 47 initiatives, i s provided i n 
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the stud y fo r a  typica l smal l stat e (Chapte r 6) . Whil e detaile d measure s an d suppor t 
measures need to be country specific, the main strategic thrusts can be identified a s follows: 

• Maintai n credibl e macroeconomic policie s and exchang e rat e flexibility; 

• Persis t with outward-oriente d trad e policies ; 

• Foste r smal l business start-up an d growth ; 

• Inves t i n human resources ; 

• Ensur e adequat e technologica l support ; 

• Encourag e an d increas e inflow s o f foreign direc t investment ; 

• Improv e privat e secto r associations ; 

• Strengthe n public-privat e secto r dialogue an d partnerships ; 

• Promot e e-commerc e an d e-government ; 

• Improv e th e qualit y an d coverag e o f infrastructure . 

The process of tailoring competitiveness strateg y to a  given smal l state can be guided by 
a simple road map. An exampl e of a road map is provided i n Chapter 6  consisting of four 
phases, eac h buildin g o n previou s efforts : inceptio n review , assessin g competitiveness , 
designing strategy an d sustainin g competitiveness . 

A coheren t competitivenes s strategy , together with a  good implementatio n plan , i s a 
necessary bu t no t sufficien t conditio n fo r long-ru n expor t succes s i n smal l states . Th e 
economic developmen t recor d o f small states suggest s tha t othe r factor s ar e required t o 
support even the best-designed competitivenes s strategies . These includ e external factor s 
which originat e outsid e a n econom y (suc h a s financia l crises , natura l disaster s an d 
terrorism) whic h ar e largel y outsid e th e scop e o f policy-making . Anothe r categor y o f 
factors are internal to a small economy and can be influenced b y national policy-making . 
Many of these issues (political stability, government capabilitie s and the development of 
a polic y consensu s wit h th e privat e secto r an d othe r intereste d parties ) fal l unde r th e 
heading o f governance, which i s a separate topi c tha t require s further analysi s for smal l 
states. 

Small states face many challenges in the global economy, and size is definitely a  con-
straint. However , despit e thes e challenges , ther e ar e succes s storie s amon g th e smal l 
states. Rather than concentrating purely on vulnerability, many small states would bene-
fit fro m a  mor e proactiv e approac h t o improvin g competitivenes s throug h concerte d 
policy action . Ther e ar e n o magi c wand s i n economi c development , an d achievin g 
success will  tak e year s o f hard work , bu t smal l state s tha t tackl e th e constraint s identi -
fied an d desig n an d implemen t a  coherent competitivenes s strateg y appea r t o have th e 
best chance o f long-term success . 

xii SMALL STATES IN TRANSITION: FROM VULNERABILITY TO COMPETITIVENESS 


	Executive Summary



