
3 

Measuring the Performance of Small States 

3.1 Introduction 

This chapte r measure s th e industria l competitivenes s performanc e o f smal l state s i n 
quantitative term s and benchmarks the m agains t each other. Benchmarking exercise s of 
this type allow governments t o assess their country' s performance i n relation to : 

• Countrie s a t a  similar leve l of development, o r of similar characteristics , which the y 
would lik e to outperform; an d 

• Countrie s a t a higher level of development, whose performance the y wish to emulate, 
and whose policy strategies they could lear n from i n order t o do so. 

With thi s i n mind , thi s chapte r develop s th e Smal l State s Manufacturin g Expor t 
Competitiveness Inde x t o benchmark competitivenes s performanc e acros s smal l states . 
Section 3.2 explores other recent efforts t o benchmark competitiveness and highlights th e 
lack o f coverage o f small economie s i n thes e exercises . Section 3. 3 attempt s t o remed y 
this ga p b y constructin g th e SSMEC I an d present s th e results . Sectio n 3. 4 provide s 
possible explanation s fo r th e competitivenes s recor d i n smal l state s throug h simpl e 
statistical analysi s of the SSMECI . 

3.2 Current Benchmarking Initiatives and Their Appropriateness for 
Small States 

Benchmarking o f th e typ e bein g undertake n her e o n competitivenes s performanc e 
across countries has been the focus of increasing interes t i n recent years. Current bench -
marking initiative s includ e th e following : 

• Th e Worl d Economi c Forum's (WEF ) Global  Competitiveness Report; 

• Th e Internationa l Institut e for Management Development' s (IMD ) World Competitive-
ness Yearbook; 

• UNIDO' s World  Industrial Development Report; 

• Wignaraj a an d Taylor (2003) . 

Table 3.1 summarise s the key features o f these four initiatives . 
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The wor k o f the WE F an d th e IMD , both base d i n Switzerland , ha s largel y dominate d 
the global competitiveness benchmarkin g industry . Annual rankings of competitivenes s 
in develope d an d developin g countrie s hav e bee n produce d fo r 2 4 year s b y th e WEF' s 
Global Competitiveness  Report  an d fo r 1 3 year s b y th e IMD' s World  Competitiveness 
Yearbook, Both indice s focu s o n th e micro-leve l busines s perspectiv e an d examin e th e 
extent t o which nation s provid e a n environmen t i n which enterprise s ca n compete . I n 
line wit h this , rathe r tha n focusing  o n tryin g t o calculat e a  measure o f actual  competi-
tive performance, both adopt an approach of looking at a wide range of factors that could 
affect national competitiveness . To this end the y us e a  large basket o f variables (16 0 fo r 
WEF and 321 for IMD in 2003), which includ e both 'hard ' published statistic s and 'soft ' 
data from survey s of businessmen. The sampl e siz e of these survey s i s rapidly increasin g 
with 7,74 1 response s t o th e WE F 'Executiv e Opinio n Survey ' i n 2003 , compare d wit h 
4,600 i n 2001. 

Both indices are widely used and have attracted considerabl e attention i n the media . 
They have also generated a  wealth of empirical data. So what light can they shed on th e 
competitiveness o f small states? Unfortunately, th e answer i s very little. Despite increas -
ing it s coverage from 8 0 to 10 2 countries, th e WEF index onl y include s eigh t countrie s 
of the 47 small states in our study. The situation with the IMD index i s even worse, with 
no smal l state s amon g th e 5 9 countrie s tha t i t covers . The precis e reason s for thi s lac k 
of coverag e ar e unknown , an d withou t discussio n wit h th e institution s involve d an y 
attempts t o determin e suc h reason s remai n simpl e guesses . However , on e o f th e mos t 
significant factor s i s likely to be that th e very complexity of both th e indices means tha t 
the data requirements simply cannot be met by small states. With smal l populations an d 
often underdevelope d institution s small states simply do not have the capacity to collect 
the dat a required . 

The specifi c issue s of small states may also mean tha t th e genera l theory o f competi-
tiveness espouse d b y both th e WE F an d IM D i s inappropriat e fo r th e measuremen t o f 
competitiveness i n th e smal l state s context . I n small , developin g economies , focu s o n 
the basi c economi c fundamental s (macroeconomi c stability , outward-oriente d trad e 
policies, high levels of human capital and efficient infrastructure ) i s perhaps more appro-
priate tha n worryin g abou t th e 20 0 sub-complexitie s foun d i n th e sophisticate d multi -
sectoral economies o f the develope d world . 

Quite apar t from th e lack of attention give n to small states, the WEF and IMD com-
petitiveness indice s have attracted criticism on technical grounds. Lall (2001b) provide s 
a comprehensive analysi s of the WEF index for 200 0 and finds flaws in it s definition o f 
competitiveness, model specification, choic e of variables, identification o f casual relations 
and use of data. He goes on t o offer som e insight s int o the constructio n o f competitive-
ness indices, and although he i s not writing with small states in mind, his comments ar e 
perhaps particularly relevan t i n the contex t o f small states : 
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To be analytically acceptable , however , al l such efforts shoul d be more limite d i n 
coverage, focusing o n particular sector s rather tha n economie s a s a whole an d usin g 
a smaller number o f critical variables rather tha n putting i n everything th e econom -
ics, management , strateg y an d othe r discipline s suggest . The y shoul d als o b e mor e 
modest in claiming to quantify competitiveness : the phenomenon i s too multifacete d 
and comple x t o permit eas y measurement. Lal l (2001b) , p. 1520 

Wignaraja an d Taylor (2003) also offer a  critique of the theory and methodology used by 
the WEF and IMD , including a  detailed exploratio n o f the IM D index of 2001. I n sum-
mary they find tha t th e IM D rankings have : 

• A n ambiguous  theoretical basis:  The theoretica l linkage s betwee n th e inpu t determi -
nants an d nationa l competitivenes s ar e weak . The 'fundamentals ' o f the IM D 200 1 
index (pp . 43-49), which detai l the 'four fundamental force s o f competitiveness', ar e 
more o f a schema tha n a  theory . 

• Problems  of  index construction: The justificatio n fo r th e weighting s give n t o eac h o f 
the indicator s i s sometimes weak an d ofte n non-transparent . Ther e als o seems to be 
a lack of distinction betwee n variable s tha t indicat e competitivenes s an d thos e tha t 
determine it , with both type s used. These lead to problems in interpreting th e result s 
and i n applying lesson s to other countries . 

• A d hoc data and proliferation of components: The use of survey data can be problemati c 
in tha t th e perception s o f businessmen i n on e countr y canno t b e directly compare d 
with th e view s of businessmen i n anothe r countr y withou t som e kind o f mediation . 
The justification fo r the recent proliferation o f indicators is also weak, with no expla-
nation a s to what i s being gained b y adding more indicators . 

Building o n thi s critique , an d o n th e argumen t tha t suc h indice s need t o be les s ambi -
tious and analytically simpler , recent work by UNIDO (2002 ) an d Wignaraja an d Taylor 
(2003) ha s emphasised th e industria l competitivenes s performanc e o f developing coun -
tries.9 Thi s i s a  departur e fro m th e somewha t broade r (an d mor e vague ) concep t o f 
national competitiveness implici t in the WEF and IMD work. The two new indices were 
not developed from a  small states-specific perspective , but come closer to the methodo -
logy appropriate fo r thi s study, and th e contex t o f data-sparse smal l states. 

The UNIDO Competitive Industrial Performance Inde x focuses on the national ability 
to produce manufactures competitivel y an d i s constructed fro m fou r basi c indicators . 

• Manufacturin g valu e added (MVA ) pe r capita ; 

• Manufacture d export s per capita ; 

• Shar e o f medium an d high-tech activitie s i n MVA ; 

• Shar e o f medium an d high-tech product s i n manufactured exports . 
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The UNID O inde x provides valuable insight s int o the industria l record o f the develop -
ing world. Unfortunately, o f 87 countries liste d i n th e index , only three ar e small state s 
as defined i n our study . Again, th e reason s ar e unclear , bu t perhap s eve n suc h a  simpli-
fied inde x stil l poses data availabilit y problems . 

Wignaraja an d Taylo r use similar analytica l underpinnin g t o UNIDO an d construc t 
a Manufactured Expor t Competitiveness Index (MECI ) of 80 developing countries using 
three variables : 

• Manufacturin g export s per capita (1999) ; 

• Averag e manufactured expor t growt h per annum (1980-99) ; 

• Technology-intensiv e export s a s percentage o f total merchandis e export s (1998). 10 

Of the 80 countries in the MECI, 1 1 are small states. The result s for these economies are 
shown in Table 3.2 below. The top and bottom three results in the overall MECI are also 
shown i n order t o give context t o the dat a an d inde x values for smal l states . 

Table 3.2: Summary of Results from MECI 

Source: Wignaraja and Taylor, 2003 

The 1 1 small states are fairly evenly spread through th e middle section of the index , bu t 
even th e highes t performer s hav e MEC I value s substantiall y belo w thos e o f th e eas t 
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Overall 
Rank 

1 
2 
3 
15 
24 
26 
30 
38 
45 
50 
55 
58 
61 
67 
78 
79 
80 

Country 

Singapore 
Malaysia 
Taiwan 
Trinidad and Tobago 
Mauritius 
Cyprus 
Bahrain 
Dominica 
Jamaica 
St Kitts and Nevis 
Grenada 
Belize 
Guyana 
Tonga 
Congo, DR 
Nigeria 
Yemen, Republic of 

MECI 
Index 
Value 

0.93 
0.82 
0.79 
0.52 
0.45 
0.45 
0.42 
0.38 
0.35 
0.33 
0.31 
0.29 
0.27 
0.24 
0.15 
0.13 
0.00 

Manufactured 
Exports per 

Capita ,1999 
(current $US) 

Rank 

1 
5 
3 

16 
12 
15 
13 
21 
22 
26 
52 
41 
53 
72 
76 
80 
78 

Value 

25,039 
2,988 
5,477 

645 
984 
684 
953 
393 
377 
300 
45 
86 
37 

6 
1 
1 
1 

Average Technology Intensive 
Manufactured 

Export 
Growth 

% per year 
(1980-1999) 

Rank Value 

13 13.4 
3 19.2 

31 9.4 
37 7.7 
15 12.8 
62 3.1 
19 11.6 
34 9.2 
64 2.8 
57 3.8 
42 7.2 
69 0.4 
67 0.9 
50 5.9 
74 -2.1 
71 -1.2 
80 -18.0 

Exports 
(% of Total 

Merchandise 
Exports), 

1998 

Rank 

1 
4 
3 

14 
43 
23 
65 
65 
43 
65 
65 
49 
43 
65 
58 
58 
65 

Value 

70 
55 
58 
23 

3 
17 
0 
0 
3 
0 
0 
2 
3 
0 
1 
1 
0 



Asian tige r economies (suc h as Singapore, Malaysia and Taiwan) a t the top of the rank -
ings, which put s th e performanc e o f smal l state s i n perspective . One o f the reason s fo r 
this i s perhaps th e universall y lo w leve l o f high technolog y export s i n th e smal l state s 
(whether du e t o lac k o f productiv e capacit y o r lac k o f data) . Whil e th e shar e o f hig h 
technology export s was an appropriate variabl e for the study of 80 developing countries , 
its applicability for work which focuses on small states exclusively is called into question , 
as it i s either unavailabl e o r not distinctiv e enoug h amon g a  small states sample . 

Significant difference s i n th e performanc e o f individua l smal l state s ar e visible . 
Trinidad an d Tobago , Mauritiu s an d Cypru s stan d ou t amon g th e sampl e o f 1 1 smal l 
states in the MECI rankings . Explanations for the impressiv e industria l competitivenes s 
record o f Trinidad an d Tobag o an d Mauritiu s ar e discusse d i n Chapter s 4  an d 5  of thi s 
study. I n contrast , smalle r Caribbea n economies , suc h a s St Kitt s an d Nevis , Grenada , 
Belize an d Guyana , an d Tong a i n th e Pacifi c hav e performe d poorl y compare d t o th e 
three leadin g smal l states. 

3 3 A Small States Specific Competitiveness Index 

Bearing in mind th e limite d coverag e of small states in the mainstream competitivenes s 
literature an d th e specifi c issue s surrounding measuremen t o f thei r performance , effort s 
to benchmark th e expor t performance o f small states require a  new smal l states specifi c 
index. A s man y o f th e existin g methodologie s ar e inappropriat e fo r smal l states , th e 
design of such an index and the interpretation o f its results need to be handled with care. 
Building on th e analytica l framework  fo r competitivenes s i n Chapter 2  and th e empiri -
cal wor k o f Wignaraj a an d Taylo r (2003) , a  simple , transparen t Smal l Stat e 
Manufactured Expor t Competitivenes s Inde x wa s developed . Th e ke y feature s o f thi s 
index ar e highlighte d i n Bo x 3. 1 whil e th e res t o f th e sectio n present s th e result s b y 
country an d aggregat e categories . 

3.3.1 Country-level Findings 
Country-level ranking s o f competitivenes s generat e considerabl e interes t i n academi c 
and polic y circles . Of particula r interes t ar e th e to p performers . Befor e considerin g th e 
composite SSMECI rankings , it is useful t o start with a brief look at the component vari -
ables. Table 3.3 show s the to p ten performers fo r each of the thre e componen t variable s 
in th e SSMECI . I t i s noticeable tha t ther e i s considerable differenc e i n th e rankin g o f 
the thre e tables , an d tha t to p performer s i n on e componen t ar e no t necessaril y to p i n 
others. However , som e countrie s ran k consistentl y high , fo r exampl e Estonia , whic h 
ranks third , thir d an d fourt h respectively . Th e Seychelle s als o figures i n al l thre e lists , 
albeit a t the bottom end . Some countries which figure highly in two of the components , 
such as Mauritius i n per capita manufactured export s and manufacturin g valu e added as 
a percentag e o f GDP , d o no t figur e wel l i n th e thir d component , averag e growth , an d 
this ultimately lead s to a  lower overal l ranking i n overall SSMECI . At th e same time, a 
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Box 3.1: Small States Manufactured Export Competitiveness Index 

The SSMECI emphasises the ability to produce manufactures competitively in the 
world's smallest economies. It has been designed in light of the problems with data 
availability in some small states and the need to build in realistic data requirements in 
order to make the country coverage of the index as wide as possible. The SSMECI is 
composed of only three variables, each of which captures a different aspect of 
industrial competitiveness and which combine to create a simple but effective snapshot 
of the economy's overall international competitiveness in this area. They are: 

• Current performance in world export markets scaled by size; 

• The dynamism of this performance over time, i.e. growth rates; 

• The size of the manufacturing base in the structure of the wider economy. 

The first factor captures an economy's actual record of competing in international 
markets rather than simply its ability to be competitive. The second captures how 
dynamic this performance is, and whether the economy is on an upward or downward 
trend. The third looks at more structural issues, recognising that in a small state where 
economies of scale are such an issue, a larger manufacturing base is likely to reflect an 
advantage in achieving competitiveness. To reflect these three concepts and in light of 
the data issues, three specific variables were selected for the small states index: 

• Manufactured export value per capita in 2001 (US$); 

• Average manufactured export growth per annum 1990-2001; 

• Manufacturing value added as a percentage of GDP in 1999. 

Using these variables, the SSMECI was constructed for 40 small states in the Common-
wealth and IMF-defined sample set. This sample size is sufficient to be representative 
and to permit basic statistical analysis of determinants. Calculations were performed to 
give each country a value between 0 and 1 for each of the three variables, and these 
were then weighted to produce a final index figure for each country, which could then 
be ranked. Higher values in the SSMECI indicate greater levels of competitiveness, thus 
for example, Malta, with a SSMECI of 0.72 is perceived to be more competitive than 
Djibouti with a SSMECI of 0.22 in Table 3.3. 

In interpreting the findings, readers should be aware of the sensitivity of results in 
small states. When the overall production base is so small, the establishment or closure 
of a single factory can substantially affect the overall figures for that year. The 
quality/reliability of the data obtained can also often be poor, due to underdeveloped/ 
understaffed statistics institutions in small states. To a degree, such factors may have 
influenced the overall rankings and led to marginally higher or lower placement than 
would be expected. This needs to be taken into account when interpreting the results, 
though it is unlikely to change the basic patterns. 

Full details of data sources, definitions, and methodology for constructing the SSMECI 
are given in Appendix 3.1. 
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particularly hig h rankin g o n a  singl e variabl e ca n pus h u p a  countr y o n th e overal l 

SSMECI rankings . Swaziland , which come s top o f share o f manufacturing i n GDP, i s a 

case in point, 11 

Table 33: Country Rankings for the Three Separate Variables 

Manufactured Exports per Average Manufactured Export Manufacturing Value Added 
Capita (current $US) Growth % per year (1990-2001) as % of GDP (1999) 

Rank 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Country 

Malta 
Botswana 
Estonia 
Trinidad & Tobago 
Qatar 
Bahrain 
Mauritius 
Brunei 
Cyprus 
Seychelles 

Value 

4469 
2891 
2203 
1666 
1331 
1080 
940 
773 
605 
576 

Rank 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Country 

Brunei 
Maldives 
Estonia 
Lesotho 
Trinidad & Tobago 
Bahamas 
Fiji Islands 
Grenada 
Seychelles 
Suriname 

Value 

19.50 
17.07 
16.86 
15.70 
13.25 
12.89 
12.75 
12.48 
11.19 
10.36 

Rank 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Country 

Swaziland 
Mauritius 
Namibia 
Estonia 
Lesotho 
Belize 
Fiji Islands 
Jamaica 
Seychelles 
Malta 

Value 

31.69 
24.56 
15.45 
15.43 
15.13 
14.81 
14.11 
13.93 
13.73 
12.03 

Source: See Table 3.4 for a full description of sources 

Table 3.4 show s th e ful l SSMEC I rankin g fo r th e 4 0 smal l states , with th e componen t 

indices, the ranking i n each individua l variable an d th e underlyin g data values . 

Table 3.4: Overall SSMECI Ranking 

Manufactured 
MECI Exports per 

Overall Index Capita, 2001* 
Rank Country Value (current $US) 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 

Malta 
Estonia 
Swaziland 
Mauritius 
Trinidad & Tobago 
Brunei 
Seychelles 
Lesotho 
Botswana 
Fiji Islands 
Namibia 
Bahrain 
Qatar 
Guyana 
Grenada 
Maldives 

0.72 
0.71 
0.69 
0.65 
0.59 
0.58 
0.57 
0.56 
0.55 
0.55 
0.51 
0.51 
0.49 
0.49 
0.49 
0.49 

Rank 

1 
3 

17 
7 
4 
8 

10 
24 

2 
18 
14 
6 
5 

19 
16 
23 

Value 

4,469 
2,203 

299 
940 

1,666 
773 
576 
113 

2,891 
266 
398 

1,080 
1,331 

207 
319 
116 

Rank 

16 
3 

12 
22 

5 
1 
9 
4 

25 
7 

26 
21 
28 
11 
8 
2 

Value 

5.36 
16.86 
7.10 
3.14 

13.25 
19.50 
11.19 
15.70 
2.25 

12.75 
2.15 
3.25 
1.73 

10.02 
12.48 
17.07 

Rank 

10 
4 
1 
2 

22 
19 
9 
5 

34 
7 
3 

15 
23 
14 
24 
26 

Value 

12.03 
15.43 
31.69 
24.56 

7.99 
8.42 

13.73 
15.13 
4.97 

14.11 
15.45 
9.88 
7.30 

10.15 
7.26 
6.46 

30 SMALL STATES IN TRANSITION: FROM VULNERABILITY TO COMPETITIVENESS 

Average Manufacturing 
Manufactured Value Added as 

Export Growth % % of GDP 
(1990-2001)** (1999)+ 



Table 3.4 (continued) 

Overall 
Rank 

17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Country 

St Kitts and Nevis 
Jamaica 
Bahamas 
Barbados 
Belize 
Bhutan 
Cyprus 
Dominica 
Suriname 

MECI 
Index 
Value 

0.48 
0.48 
0.47 
0.46 
0.46 
0.46 
0.46 
0.45 
0.43 

St Vincent/Grenadines 0.41 
Gabon 
Solomon Islands 
Samoa 
Vanuatu 
Papua New Guinea 
Tonga 
St Lucia 
Cape Verde 

0.39 
0.39 
0.37 
0.34 
0.32 
0.31 
0.31 
0.30 

Antigua and Barbuda 0.27 
São Tomé & Príncipe 
Djibouti 
Gambia, The 
Comoros 
Kiribati 

0.24 
0.22 
0.20 
0.13 
0.00 

Manufactured 
Exports per 

Capita, 2001* 
(current $US) 

Rank 

11 
26 
12 
13 
22 
28 

9 
15 
30 
25 
29 
21 
34 
33 
32 
35 
27 
31 
20 
39 
37 
36 
38 
40 

Value 

514 
105 
508 
468 
122 

59 
605 
357 
21 

111 
48 

148 
9 
9 

10 
4 

83 
21 

197 
0 
2 
2 
1 
0 

Average 
Manufactured 

Export Growth % 
(1990-2001)** 

Rank 

20 
18 
6 

23 
30 
14 
31 
19 
10 
17 
13 
27 
15 
29 
33 
24 
34 
36 
37 
32 
35 
38 
39 
40 

Value 

3.82 
4.51 

12.89 
2.82 
0.00 
6.86 

-1.68 
3.94 

10.36 
5.16 
6.89 
1.89 
5.53 
0.53 

-5.37 
2.33 

-9.79 
-10.96 
-13.97 

-3.65 
-10.90 
-16.74 
-26.09 
-29.07 

Manufacturing 
Value Added as 

% of GDP 
(1999)+ 

Rank 

13 
8 

38 
16 
6 

11 
12 
17 
21 
25 
32 
33 
28 
27 
20 
36 
29 
18 
39 
35 
37 
30 
31 
40 

Value 

10.33 
13.93 
3.20 
9.32 

14.81 
11.56 
10.54 
8.48 
8.12 
6.54 
5.16 
5.12 
6.02 
6.35 
8.28 
3.89 
5.96 
8.45 
2.25 
4.52 
3.60 
5.60 
5.43 
0.99 

Source: Data primarily from ITC, using COMTRADE Database, World Bank, World Development 
Indicators (2001, 2002, 2003), and other regional and national sources. See Appendix 3.1 for full 
details of data sources and methodology. 
*ln some cases where data from 2001 were not available, 2000 or 1999 data were used. See Appendix 
3.1 for full details 
**Where data were not available for 1990 or 2001, the nearest available year was used. Growth rates 
were calculated using a compound method, adjusting for length of time period as appropriate. See 
Appendix 3.1 for full details. 
†where 1999 data were not available, 1998 or 2000 data were used. See Appendix 3.1 for details. 

As might be expected, tw o European countries , Malta an d Estonia , occupy the firs t tw o 
places in the ranking , perhaps reflecting bot h greate r access to markets and th e positiv e 
effect o f sustained competitive pressure from thei r large European neighbours.12 The res t 
of th e to p te n i s mad e u p o f som e o f th e traditiona l smal l stat e powerhouse s o f th e 
various regions, such as Mauritius from th e Indian Ocean, Trinidad and Tobago from th e 
Caribbean an d Fij i from th e Pacific . 

The experienc e o f Malta i s discussed i n Bo x 3. 2 
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Box 3.2: Some Determinants of Malta's Success 

Malta has the highest SSMECI ranking of the 40 small states in this study and it is 
interesting to highlight aspects of its performance, determinants and public policies. 
Malta is a small densely populated island in Southern Europe of just over 316 square 
kilometres with a population of around 400,000 inhabitants. Its GDP for 2003 was 
estimated to be slightly in excess of US$10,000 per capita and is growing at around 
3.4 per cent per annum. 

Export-led industry in Malta started to develop in the late 1960s and early 1970s. 
Until Malta's independence from Britain in 1964, the entire economy revolved 
around the servicing of the British naval forces based on the island. When the British 
forces in Malta downsized in the 1950s and 1960s, there was high unemployment and 
emigration as a result of the very painful restructuring of the economy. It was perhaps 
these pressures that forced a newly independent Malta to restructure its economy by 
developing a local manufacturing base, attracting foreign direct investment and 
encouraging the growth of a vibrant tourism and leisure industry. Significant progress 
was made in developing the infrastructure required to support manufacturing and 
tourism. Attractive investment incentives coupled with low wages, attracted 
significant foreign direct investment. 

Trade Policy 
Malta, like Trinidad and Tobago and many other small states, initially pursued a 
protectionist policy based on import substitution. In the 1960s and 1970s the 
government pursued an import substitution policy which gave indigenous firms 
an opportunity to benefit from some of the same operating and fiscal incentives 
accorded to exporting firms, particularly foreign direct investors. 

The globalisation of trade and business generally during the last decade saw a 
multitude of markets reducing tariff and non-tariff barriers and opening up their 
economies. Malta's insularity, coupled with the micro size of its home market, meant 
that its only option was to forge even closer relations with the nearest economic 
block, the European Union. 

Greater Access to Markets 
Until recently Malta's relations with the EU were governed by Malta's Association 
Agreement with the European Community which dates back to the early 1970s. By 
virtue of this agreement, much of what Malta produced was able to enter the EU duty 
free, provided that certain rules of origin were met. As mentioned above, Malta's high 
ranking on the SSMECI reflects both access to markets and the positive effect of 
sustained competitive pressure from its large European neighbours. 

As of May 2004, Malta is a full member of the European Union. 



BOX 3.2 (continued) 

Institutional Support 
In 2002, three key organisations comprised the institutional support system in Malta: 
• The Malta Development Corporation (MDC) - Malta's national agency to promote 

and attract foreign direct investment. Established in 1967. 
• The Malta External Trade Corporation (METCO) - Malta's national trade promotion 

organisation. Established in 1989. 
• The Institute for the Promotion of Small Enterprise (IPSE) - national agency for the 

promotion of SMEs and industrial restructuring. Established in 1998. 

By 2004 these three organisations were amalgamated into a newly established 
corporation, Malta Enterprise, whose mission is: 'to enable enterprise to maximise 
Malta's strategic resources and capabilities to successfully compete in uniquely 
targeted niches'. Malta Enterprise now acts as a national one-stop shop combining 
trade promotion, investment promotion and enterprise support functions. 

The decision to establish Malta Enterprise stems from the government's desire to 
improve the overall effectiveness of its trade support network, as well as to enhance 
synergies between the trade, investment and enterprise functions. The establishment 
of this one-stop shop is thus a strategic response on the part of government to 
counter ever increasing competition in international markets for both trade and 
inward investment. 

Recent Competitiveness Initiative 
As a small state, Malta is a peripheral economy with a high degree of vulnerability, no 
natural resources (other than its people) and an almost total reliance on international 
trade for its economic survival. 

Malta has a strong industrial sector based primarily on export manufacturing which 
today accounts for some 70 per cent of GDP, while its export of services, primarily in 
the form of tourism, accounts for around 30 per cent of GDP. In recent years, there 
have been significant developments in Malta's potential in three particular services 
areas: financial and related services (for example back-office services); maritime 
services (for example ship registration and cruise liners; and distribution and 
transhipment services (Malta Freeport). 

The Government of Malta takes the view that there is untapped potential in these and 
other service sectors. So far, Malta Enterprise has responded to the needs of a growing 
number of clients and users by focusing on the services sector. This focus is predicated 
on the belief that a strategy specifically designed to promote and further develop the 
services sector is now required. In line with this, the Commonwealth Fund for 
Technical Co-operation (CFTC) has initiated a strategic programme to assist Malta in 
improving its competitiveness in the services sector. 
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Box 3.2 (continued) 

Because Malta is a small state, the government believes that the planned, structured 
development of its services sector is a strategic necessity for various reasons. First, it 
will help reduce Malta's dependence on manufacturing. Second, it will allow Malta to 
better utilise its highly skilled, trained and multilingual workforce. Third, it will 
heighten Malta's potential to sell these services on a regional basis and thus strengthen 
its position as a hub for international business. Fourth, the local value added component 
in the services sector could be significantly higher than that in manufacturing as most 
materials, inputs and semi-manufactured goods are imported. Fifth, Malta's increasing 
standard of living and attendant increases in the cost of labour and other local inputs 
means that Malta must move away from the more labour-intensive manufacturing 
industries to activities that are more skilled and knowledge-based. 

The performanc e o f th e BLN S state s that , togethe r wit h Sout h Africa , mak e u p th e 
Southern Africa n Custom s Unio n (SACU ) i s also of interest . Al l fou r countrie s scor e 
high: Swazilan d i s third, Lesoth o eighth , Botswan a nint h an d Namibi a eleventh . Thi s 
high performance may  again be due i n part t o proximity t o large markets, and th e trad e 
and investmen t stimulu s tha t a n agreemen t suc h as SACU produce s for it s 'satellites' . 

Some countrie s d o no t perfor m a s well a s might b e expected . Fo r example , Cyprus , 
ranked 23, did not perform a s well as the other European countries in the sample. Whilst 
it score d fairl y hig h i n term s o f pe r capit a export s an d manufacture d valu e added , 
manufactured export s have actually fallen over the last ten years, possibly reflecting a  fall 
in comparative competitiveness , and thi s negative average growth brings down it s over-
all SSMECI score . 

3.3.2 Findings by Region, Income Group and Country Size 
In a n attemp t t o establis h pattern s o f performance an d provid e analytica l insights , th e 
40 small states have been grouped int o various categories a s follows: 

• Geographica l regio n to facilitate comparison s acros s regions; 

• Incom e per head t o permit analysi s of different incom e groups ; 

• Populatio n t o enable analysi s by country size . 

In each case, the group values for each of the three variables have been calculated usin g 
weighted averages , whic h hav e the n bee n indexed , usin g th e sam e methodolog y a s 
before. Simple averages are also shown for each grouping, calculated using average inde x 
values for each country i n the group . 

Table 3.5 aggregate s the result s according to geography, allowing the regiona l break -
down of the result s to be analysed . 
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The hig h performanc e o f th e Europea n regio n i s probably t o b e expected , a s discusse d 
above. I n comparison , th e relativel y hig h performanc e o f th e Africa n regio n i s mor e 
surprising, an d close r inspectio n show s tha t ther e ar e i n fac t tw o tier s o f performanc e 
within th e region . A t th e to p level , th e fou r BLN S countries , Mauritiu s an d th e 
Seychelles are al l in the to p 1 1 of the SSMECI rankings . At th e othe r end , a  number of 
African countries , particularly in West Africa, occup y the bottom ten positions. Overall, 
the contribution s o f th e to p tie r performer s ar e enoug h t o obtai n a  high averag e i n com -
parison t o th e othe r regions . Als o o f not e i s th e particularl y poo r performanc e o f th e 
Pacific region , whic h wa s not stron g i n an y o f the thre e variable s an d wa s significantl y 
lower i n th e SSMEC I rankings. 13 Apart fro m Fij i a t tent h place , th e othe r countrie s o f 
the Pacifi c wer e al l i n the botto m 15 . 

Table 3.6 shows the performance b y income grouping, which reveals some very inter -
esting results . Rather tha n runnin g fro m hig h incom e dow n t o lo w incom e i n a  linea r 
fashion, th e performanc e o f th e fou r group s i s mor e erratic . High-incom e countrie s 
perform onl y thir d bes t ou t o f the four , wit h th e lowes t averag e growt h rate s i n manu -
facturing export s an d th e lowes t manufacturin g valu e adde d a s a  percentag e o f GDP . 
They d o have th e secon d highes t manufacture d export s pe r capit a though , whic h pre -
vents the m fro m bein g belo w th e low-incom e countries . Thi s patter n o f result s coul d 
reflect 'mature ' economie s tha t hav e develope d a  manufacturing expor t base , a s shown 
in th e hig h pe r capit a figures , bu t have the n diversifie d thei r economie s int o othe r sec -
tors such as services, particularly financia l service s and high-end tourism . I n such cases , 
manufacturing export s per capita woul d stil l be relatively high , bu t growt h i n manufac -
turing export s woul d slow , an d valu e adde d i n manufacturin g a s a  shar e o f tota l GD P 
would fall . 

Table 3.7 show s the SSMEC I performanc e groupe d b y population size . This distinc -
tion i s particularly importan t t o capture th e record o f micro-states compared with large r 
small states. In the absenc e of a universally accepted definitio n o f sub-categories by size, 
the sampl e wa s divided int o countrie s wit h population s unde r 250,00 0 (micro-states) , 
between 250,00 0 an d 1  million, an d ove r 1  million. 

The strikin g finding i s that th e micro-state s recor d a  particularly wea k competitive -
ness performance. Thi s suggest s that eve n within th e world' s smallest economies , coun -
try siz e matter s fo r industria l competitiveness . Perhap s unsurprisingly , th e performanc e 
of the large r states was better tha n th e tw o smaller categories , though th e magnitud e o f 
this i s perhaps unexpected . Man y factors probabl y explain th e gap in industria l compet -
itiveness performanc e betwee n large r smal l state s an d micro-states . Thes e includ e th e 
fact tha t large r small states have somewhat bigge r markets than smalle r ones; access to a 
larger pool of technical an d manageria l skills ; being more attractive t o inflows o f foreign 
direct investment ; bein g bette r abl e t o finance costl y infrastructur e project s (fo r exam -
ple setting up a national airline) ; and, possibly, being less susceptible t o natural disasters . 
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3.3.3 Comparison with Results from Other Indices 
As stated above , one o f the reason s for developin g th e SSMEC I i s the lac k o f coverag e 
of small states in the existing literature. The IMD index contains none of the small states 
in the SSMECI , an d s o comparison o f results i s not possible . The WE F index, however , 
has eigh t commo n countrie s an d th e MEC I o f Wignaraj a an d Taylo r (2003 ) ha s 1 1 
similarities. A compariso n o f the resultin g rankings i s given i n Table 3.8 . 

Table 3.8: Comparison of Results from SSMECI, MECI and WEF Indices 

Country 

Malta 
Estonia 
Mauritius 
Trinidad and Tobago 
Botswana 
Namibia 
Bahrain 
Guyana 
Grenada 
St Kitts and Nevis 
Jamaica 
Belize 
Cyprus 
Dominica 
Tonga 
Gambia, The 

SSMECI Ranking 

1 
2 
4 
5 
9 

11 
12 
14 
15 
17 
18 
21 
23 
24 
32 
38 

MECI (Wignaraja and 
Taylor, 2003) 

-
-

24 
15 
-
-

30 
61 
55 
50 
45 
58 
26 
38 
67 
-

WEF Growth 
Competitiveness 

Ranking 2003 

19 
22 
46 
49 
36 
52 
-
-
-
-

67 
-
-
-
-

55 

Source: WEF (2003) and author's calculations 

Only thre e countrie s appea r i n al l three indices , and s o comparison acros s them i s diffi -
cult. However , i f the SSMEC I i s compared individuall y wit h eac h o f th e othe r indice s 
in turn , th e results , whil e no t identical , sho w som e correlation . Agains t th e WEF , th e 
results are broadly similar , and while Botswana an d th e Gambia do slightly better i n th e 
WEF ranking s tha n i n th e SSMECI , th e ranking s ar e otherwis e fairl y similar . Th e 
correlation with the MECI is , somewhat surprisingly , les s strong, with a  number o f coun-
tries having significantly differen t rankings . However, i f these outliers, including Guyana , 
Cyprus and Dominica , ar e excluded, th e overal l pattern o f correlation i s again visible . 

3.4 Explaining Industrial Competitiveness Performance 

Ranking inter-countr y pattern s o f competitiveness performanc e i s only th e firs t ste p i n 
analysing competitiveness. A second and more interesting step is to investigate what factor s 
led to high or low performance. What ar e the determinants of industrial competitivenes s 
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in smal l states and wha t lesson s can be learn t fo r future polic y development ? 
The framework presente d i n Chapter 2  suggests that determinants fall into two broad 

categories: 

1. Incentiv e factor s an d policie s mad e u p o f issue s lik e macroeconomi c conditions , 
import liberalisatio n an d domesti c regulations ; 

2. Suppl y side factors an d policies, such as human capital , infrastructure , foreig n invest -
ment an d technology . 

The former frames the competitive environment for business and sends the specific price 
signals fo r firm-leve l expor t activity ; th e latte r provide s input s an d suppor t fo r thi s 
process. Successful industria l competitivenes s performanc e i s a result o f the interactio n 
of these tw o sets of determinants . 

To fully explor e thes e determinant s an d t o answe r th e polic y question s inheren t i n 
them, two kinds of statistical testing , a  simple t-test an d regression analysis , were under -
taken. Give n th e issue s o f dat a availabilit y an d dat a qualit y highlighte d above , thi s i s 
problematic fo r smal l states, but th e following section s attempt t o provide some prelim-
inary analysis . 

3.4.1 T-Test and Variables 
A two-sampl e t-tes t o f the variabl e mean s i s a simple but usefu l tes t t o analyse determi -
nants of competitiveness i n small states.14 It analyses whether th e two sample means are 
equal, and thus whether th e two groups are distinct i n statistical terms. By using the to p 
20 an d botto m 2 0 performer s i n th e SSMEC I a s ou r tw o sample s w e ca n determin e 
whether th e mea n fo r a  particula r determinan t i s differen t i n th e tw o groups . If , fo r 
example, the mea n value for a  particular determinan t (fo r exampl e FDI stock) i s higher 
in the top 20 sample to a level that i s statistically significant , thi s would imply  that hig h 
stocks o f foreig n investmen t ar e associate d wit h hig h SSMEC I performance , whic h 
implies that i t has an impac t o n competitiveness. 15 

Tests of this nature were conducted on 25 separate variables to see which factors were 
statistically significant . Variable s wer e utilised fro m bot h th e incentiv e an d suppl y sid e 
categories detailed abov e an d wer e divided int o eigh t sub-categories : 

• Macro-environment:  A stabl e an d predictabl e macroeconomi c environment , charac -
terised b y low inflatio n an d interes t rates , sustained GD P growt h an d hig h level s of 
saving an d investment , i s widely accepte d a s a  fundamenta l conditio n fo r busines s 
activity. Fiv e variable s ar e use d i n thi s category , coverin g a  wid e scop e o f macro -
economic variables . 

• Country  size:  Recent literatur e ha s show n tha t countr y siz e i s inversel y correlate d 
with susceptibility t o economic, political and environmenta l risks . Traditional econ -
omic theory would als o suggest tha t large r country siz e may allow greater economie s 
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of scal e an d scope . Populatio n i s use d a s a  prox y fo r countr y siz e a s thi s ha s bee n 
shown t o hav e th e sam e resul t a s more comple x indice s base d o n variable s suc h a s 
total GNP, population an d tota l arabl e land. 16 

• Trade  and investment regime: A n ope n trad e an d investmen t regim e exposes the busi -
ness sector to overseas competition, encourages economies of scale through increase d 
market acces s an d facilitate s technologica l transfer . Thre e proxie s o f opennes s ar e 
used as well as inward FD I stock . 

• Vulnerability:  'Vulnerability', whether i n the form of susceptibility t o natural disaster s 
or over-reliance o n on e commodit y may  hamper th e competitivenes s o f economies . 
Five variables are used to test thi s hypothesis, including both singula r and composit e 
measures of vulnerability . 

• Structural:  The overal l structur e o f economi c activit y may  impac t o n competitive -
ness, wit h a  mov e awa y fro m low-value-addin g agricultur e int o manufacturin g an d 
services, freein g labou r an d benefitin g th e overal l competitivenes s o f th e economy . 
However, at the opposite extreme, a lack of agricultural and mineral activity may pre-
vent exploitatio n o f potential fo r value-adde d industrie s base d o n natura l resources . 
Two basic measures of economic structur e ar e used . 

• Infrastructure:  Efficient an d cost competitive physical infrastructure allow s businesses 
to compete i n th e globa l marke t withou t constrain t an d fo r smal l states particularly , 
modern IC T infrastructur e create s th e possibilit y o f escapin g th e 'tyrann y o f dis -
tance', an d stayin g abreas t o f th e lates t technologica l innovatio n an d productio n 
techniques. Three variable s o f modern IC T infrastructur e ar e used . 

• Human  capital:  A  stron g base of productive human capita l i s recognised a s being th e 
basis for industria l innovatio n an d competitiveness . Educatio n an d trainin g provid e 
productive numerat e worker s wit h th e skill s t o compet e successfully . Fou r variable s 
are used covering enrolmen t rate s a t different stage s of education an d adul t literacy . 

• 'Development':  Whils t no t strictl y a  'determinant ' o f competitiveness , a  country' s 
level o f developmen t woul d b e expecte d t o correlat e wit h it s leve l o f competitive -
ness, eve n i f the directio n o f causality i s complicated. Thre e variable s ar e used  a s a 
proxy for overal l 'development' . 

3.4.2 The T-Test Results 
Table 3.9 shows the result s of the t -tests o n th e means of the variables for high perform -
ing sampl e countrie s (to p 20 ) an d th e lo w performer s (botto m 20) . Dat a availabilit y 
determined th e sample size for a  given t-test . In some cases the sample size would ideall y 
be larger , bu t i n al l cases i t i s big enough t o have statistica l relevanc e an d i t i s not lo w 
by cross-national statistica l analysi s standards . 
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Table 3.9: T-Tests to Examine the Significance of Determinants 

aWorld Bank, World Development Indicators 2003; bCommonwealth Secretariat, Small States, Economic 
Review and Basic Statistics, Volume 7, 2002; CIMF, Various Country Reports; dUNCTAD, World 
Investment Report 2002; eAtkins and Easter, 2002; fUNCTAD, Handbook of Statistics 2002; gUNDP, 
Human Development Report 2003. 
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Determinants 

Macro Fundamentals 
Inflation % (average 1996-2000)b 

GDP Growth % (average 1990-1999)b 

Interest Rate %(1999)bc 

Gross Domestic Saving as % of GDP (1999)b 

Gross Capital Formation as % of GDP (1999)a 

Country Size 
Population (2001)a 

Population (excluding PNG)a 

Trade and Investment Regime 
FDI Inward Stock % of GDP (2000)d 

Imports as % of GDP (1999)b 

Exports as % of GDP (1999)b 

Imports/Exports as % of GDP (1999)b 

Vulnerability 
Vulnerability to Natural Disasterse 

Composite Vulnerability lndexe 

UNCTAD Diversification Index (2000*)f 

UNCTAD Concentration Index (2000*)f 

Number of Commodities Exported (2000*)f 

Structural 
Agriculture Value Added % GDP (1999)b 

Services Value Added % GDP (1999)b 

Infrastructure 
Telephones/Mobiles per 1000 pop. (2000)a 

Internet Users (2001)a 

Personal Computers per 1000 pop. (2001)a 

Human Capital 
Adult Literacy as % of population (1999)a 

Secondary Enrolment (2000)a 

Tertiary Enrolment (2000)a 

Development 
GDP per Capita 2001 (current US$)a 

GDP per Capita 2001 (PPP US$)g 

HDI Index Value 2003g 

High Performers Low Performers Significant 
Top 20 

Mean Observa 

4.4 
5.6 

13.1 
20.8 
26.4 

886,869 
886,869 

75.4 
62.5 
51.4 

111.3 

127 
7.55 
0.77 
0.46 
81.9 

7.9 
59.4 

379 
46,000 

87.2 

88.6 
66.2 
14.9 

6,833 
10,203 

0.76 

tions 

20 
17 
17 
16 
16 

20 
20 

18 
20 
19 
20 

17 
17 
15 
16 
16 

18 
18 

20 
20 
17 

18 
13 
13 

20 
20 
20 

Mean 

12.0 
3.5 

16.8 
12.8 
25.9 

666,785 
425,429 

42.8 
66.1 
30.9 
97.0 

170 
7.41 
0.69 
0.51 
25.3 

18.4 
58.9 

220 
33,974 

79.4 

71.5 
57.8 
11.5 

2,531 
5,145 
0.67 

Bottom 20 
Observa-

tions 

20 
19 
15 
16 
16 

20 
19 

18 
20 
20 
20 

20 
20 
13 
14 
14 

19 
18 

17 
19 
16 

13 
11 
10 

20 
18 
18 

f-stat 

-1.10 
1.75 

-1.75 
2.14 
0.15 

0.73 
2.49 

1.86 
-0.31 

2.10 
0.92 

-0.72 
0.21 
1.97 

-0.76 
3.62 

-3.28 
0.09 

1.90 
0.50 
0.33 

3.07 
0.90 
0.62 

2.62 
3.07 
2.34 

at 5% 
falso 
at 1% 
level) 

• 
• 
• 

• * 

• 

• 

• 

• * 

• * 

• 

• * 

• * 
• * 
• 



The mai n findings ar e as follows: 

• Macro-environment:  The higher performing sampl e countries had significantly highe r 
average saving s ratio s an d lowe r interes t rate s (bot h a t th e 5  pe r cen t confidenc e 
level). Thi s may  sugges t tha t cos t an d availabilit y o f capita l i s a driver o f SSMEC I 
performance. Th e means of GDP growth of the two samples are statistically differen t 
at th e 5  pe r cen t leve l (5. 6 pe r cen t compare d t o 3. 5 pe r cen t betwee n 1990-99) . 
Whilst th e hig h performin g sampl e countrie s d o hav e a  lowe r mea n inflatio n rate , 
the difference i s not statistically significant a t the 1 0 per cent level . Nor was the gross 
capital formation ratio . 

• Country  size:  Using the ful l datase t th e difference i n the means of population siz e for 
the tw o samples were not statisticall y significant . However , i f Papua New Guine a i s 
not include d i n th e sampl e (a t 5.2 5 million , i t i s somethin g o f a n outlie r i n th e 
group), then the means are highly significant t o the 1  pe r cent confidence level . This 
backs up th e theor y tha t size , even withi n th e smal l state s grouping , i s a significan t 
factor i n SSMECI performance . 

• Trade  and investment regime: The high performing sampl e countries have significantl y 
greater mean s fo r FD I stoc k (a t th e 5  per cen t confidenc e level) , which woul d con -
firm th e suggestio n tha t FD I i s a  drive r o f competitiveness , throug h generatio n o f 
export productio n an d technologica l transfer . Unsurprisingly , opennes s a s measure d 
by the exports-to-GD P rati o was significant, bu t imports-to-GD P an d th e combina -
tion o f export s an d imports-to-GD P wer e no t significant . O n th e on e hand , thi s i s 
surprising, but perhaps reflects th e fact tha t al l small states are by nature fairly relian t 
on imports , perhaps even mor e so if they lac k competitiveness . 

• Vulnerability:  Som e measure s o f vulnerabilit y showe d hig h level s o f significance , 
particularly those relating to the structure and diversity of production. The number of 
commodities exporte d wer e significan t a t th e 1  per cen t level , while th e UNCTA D 
diversification measur e wa s significan t a t th e 5  per cen t level . Perhap s surprisingly , 
the recent attempts to produce vulnerability indices were not significant, wit h neithe r 
the Natural Disaster s Vulnerability Inde x or the Composite Vulnerabilit y Inde x pro-
ducing statistically significantl y differen t mean s across the samples . 

• Structural:  The structura l variabl e showe d tha t high-performin g SSMEC I countrie s 
had a  significantly lowe r mean for the share of agricultural value added i n GDP tha n 
the lower performing grou p (a t the 1  per cent confidence level) . Given th e nature of 
the inde x thi s i s perhaps not surprising and represents the traditiona l shif t fro m agri -
cultural production t o manufacturing an d industry . The share of services value adde d 
in GDP was not significan t a t the 1 0 per cen t level . 

• Infrastructure:  In th e are a o f modern infrastructur e th e differenc e i n mean s fo r tele -
phone connection s (fixe d line s an d mobile ) wa s significan t a t th e 5  per cen t level , 

42 SMALL STATES IN TRANSITION: FROM VULNERABILITY TO COMPETITIVENESS 



suggesting tha t communicatio n an d informatio n flow  i s a factor i n competitiveness . 
The numbe r o f interne t connection s an d persona l computer s wa s no t significant , 
however; thi s ma y b e becaus e i t i s too earl y fo r suc h ne w technolog y t o b e feedin g 
through t o the indicator s found i n the SSMECI . 

• Human  capital:  The importanc e o f huma n capita l i n determinin g competitivenes s 
may be suggested by the high significance (a t the 1  per cent confidence level ) i n th e 
difference i n mean s betwee n sample s fo r level s o f adul t literacy . Fo r both secondar y 
and tertiar y leve l educatio n enrolmen t rate s th e highe r performin g SSMEC I coun -
tries had greate r mean s than th e lower , however thi s was not statisticall y significan t 
at the 1 0 per cent level. This lack of significance may  have been affected b y poor data 
availability i n these dataseis . 

• Development:  A s expected , th e relationshi p betwee n overal l developmen t an d per -
formance i n th e SSMEC I wa s strong. Bot h measure s o f GDP pe r capit a ha d signifi -
cantly higher means in the top-performing SSMEC I countries (a t the 1  per cent con -
fidence level) , whils t fo r th e Huma n Developmen t Inde x th e mean s wer e signifi -
cantly differen t a t th e 5  per cen t confidenc e level . 

3A3 Linear Regression Analysis 
Limited linea r regressio n analysi s was also undertaken o n th e whole sampl e o f 40 smal l 
states t o complemen t th e two-sampl e t-test . Regressio n analysi s i s a  mor e powerfu l 
method o f depicting causalit y between variable s tha n th e t-test. 17 

The dependen t variabl e i n the linea r regression analysi s was the SSMEC I an d ther e 
were nine independen t variable s under seve n headings . The independen t variable s an d 
the result s of the linea r regression analysi s are shown i n Table 3.10 . 

Even thoug h th e metho d o f testin g i s different , th e significan t determinant s ar e 
broadly similar using regression analysis , as with the basic t  test s above. This would sug-
gest tha t th e determinant s identifie d a s being differen t betwee n th e hig h an d lo w per -
forming group s do have som e causal relationship wit h SSMEC I performance . 

Three determinant s (numbe r o f commoditie s exported , adul t literac y an d agricul -
tural valu e added ) ar e significan t a t th e 1  per cen t level , an d anothe r fou r a t th e 5  per 
cent leve l (UNCTA D Concentratio n index , Export s a s a  percentag e o f GDP , 
Telephones pe r 100 0 people , an d population) . Fo r som e determinant s th e R-square d 
variable i s fairly high , suggestin g a  good fi t wit h th e inde x considerin g th e natur e an d 
number o f variables. 

More wor k i s neede d t o mor e full y explor e th e causa l relationship s betwee n th e 
determinants an d th e SSMECI , usin g mor e sophisticate d statistica l technique s includ -
ing multipl e regressio n analysi s an d pane l dat a analysis . However , th e limite d datase t 
available o n smal l state s ha s prevente d thi s wor k fro m bein g undertake n a t thi s time . 
Further work i s needed t o secure a  fuller smal l states dataset . 
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Table 3.10: Linear Regression Analysis with Dependent Variable, SSMECI 

Coefficient t-stat p-value R-squared 

Country Size 
Population 

Macro Fundamentals 
Average GDP Growth % 
Trade & Investment Regime 
FDI Inward Stock % of GDP 
Exports as % of GDP 

Vulnerability 
UNCTAD Concentration Index 
Number of Commodities Exported 

Structural 
Agriculture Value Added % GDP 

Infrastructure 
Telephones/Mobiles per 1000 pop 

Human Capital 
Adult Literacy as percentage of population 

0.0000 

0.0091 

0.0008 
0.0019 

-0.4391 
0.0022 

-0.0062 

0.0003 

0.0053 

2.178 

1.397 

1.563 
2.570 

-2.823 
5.460 

-2.966 

2.271 

3.610 

Significance 

0.0358 

0.1709 

0.1273 
0.0143 

0.0087 
0.0000 

0.0054 

0.0289 

0.0011 

Rank 

0.113670 

0.051439 

0.067044 
0.151446 

0.221580 
0.515676 

0.200811 

0.119509 

0.310094 

7 

9 

8 
5 

4 
1 

3 

6 

2 

Source: Table 3.9 and data years 
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Appendix 3.1: Construction of the SSMECI 

This appendix covers the technical detail s of the methodology used to construct the Small State s 
Manufacturing Expor t Competitiveness Index , together with notes on data sources and definitions . 

Data - Definitions and Sources 
Definition of 'Manufacturing' 
The commonl y use d internationa l definitio n o f manufacturin g i s use d throughout , whic h i s 
defined usin g the Standard Internationa l Trad e Classification (SITC ) codes . The manufacturin g 
sector i s represented b y the addition o f the values for SITC cod e level s 5, 6, 7 and 8 minus the 
value of code level 68. The use of such a definition ha s both benefits and costs, but in light of the 
data constraint s posed by small states , was the only realistic option . In order to put together dat a 
for a s many countrie s a s possible, a  variety o f sources had to be used (se e below). The use of an 
international definitio n mad e thi s tas k mor e accurat e i n term s o f commo n definition s acros s 
multiple sources , and more realistic as far as availability i s concerned. 

Ideally, i t woul d hav e bee n usefu l t o defin e manufacturin g t o includ e mor e o f th e foo d 
processing industry, as this is often a  large component of small states' export production. However , 
without acces s to disaggregated data for each country thi s was not possible, and in the interests of 
larger samples , a more standardised definitio n wa s more appropriate . 

Definition of Small States and Countries 
The standar d Commonwealt h definitio n o f small states has been use d throughout thi s paper and 
is used here. Using this classification, 32 Commonwealth membe r countries are small states. They 
include four countries with small state characteristics despite their larger populations (Papu a New 
Guinea, Swaziland , Lesoth o an d Namibia). To increase th e sample siz e slightly, the IMF defini-
tion o f small state s wa s also used ; thi s identifie s 4 3 small states , an d when combine d wit h the 
Commonwealth list , produces a final sampl e of 47 countries . 

Data Sources 
As mentioned above , given the difficulties o f obtaining data in many small states, a number of 
sources were used, as detailed in Table A3.1. 

For th e firs t tw o variable s th e mai n sourc e wa s the Internationa l Trad e Centr e (UNC -
TAD/WTO) wit h data extracted from th e COMTRADE database . This was supplemented usin g 
data fro m th e UNCTA D Handbook  of  Statistics,  ITC' s POTAS , an d th e Worl d Ban k World 
Development Indicators.  National Source s wer e use d wher e ther e wer e gap s i n th e data , o r to 
verify erroneou s values. In certain circumstances, gaps in data have been estimated using standard 
imputation technique s wit h othe r dat a from tha t country . 

Indexing Methodology 
The SSMEC I i s a composite inde x constructe d usin g a  methodology simila r to that use d for the 
UNDP Huma n Developmen t Inde x (HDI). 18 
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Table A3.1: Precise Sources of all Data in SSMECI 

Country 

Antigua and Barbuda 
Bahamas 
Bahrain 
Barbados 
Belize 
Bhutan 
Botswana 
Brunei 
Cape Verde 
Comoros 
Cyprus 
Dj ibout i 
Dominica 
Estonia 
Fiji Islands 
Gabon 
Gambia, The 
Grenada 
Guyana 
Jamaica 
Kiribati 
Lesotho 
Maldives 
Malta 
Maurit ius 
Namibia 
Papua New Guinea 
Qatar 
Samoa 
São Tomé & Príncipe 
Seychelles 
Solomon Islands 
St Kitts and Nevis 
St Lucia 
St Vincent/Grenadines 
Suriname 
Swaziland 
Tonga 
Trinidad and Tobago 
Vanuatu 

Year 

1991* 
1995 
1994 
1990 
1992 
1991 
1991* 
1990 
1995 
1995 
1990 
1990 
1990 
1995 
1988 
1993 
1995 
1990 
1 9 9 1 * 
1990 
1990 
1991 
1995 
1990 
1990 
1991 
1990 
1990 
1990 
1995* 
1990 
1990 
1988 
1990 
1993 
1990 
1990 
1991* 
1990 
1990 

Manufactured Exports 

Source 

WTOa/ITC 
ITCb 

ITC 
ITC 
ITC 
ITC 
ITC/WTO 
ITC 
ITC 
ITC 
ITC 
ITC 
UNCTADC 

ITC 
ITC 
ITC 
ITC 
ITC 
FTAA Webd 

ITC 
ITC 
NATIONALe 

ITC 
UNCTAD 
ITC 
WTO/ITC 
ITC 
ITC 
ITC 
UNCTAD/WTO 
ITC 
WTO-HDIe 

UNCTAD HOS 
ITC 
ITC 
ITC 
WTO-HDI 
ITC/WTO 
ITC 
ITC 

Year 

1999 
2001 
2001 
2001 
2000 
1999 
2001 
1998 
2001 
2000 
2001 
1995* 
2001 
2001 
2000 
2000 
2000 
2001 
1998 
2000 
1999 
2001 
2001 
2001 
2001 
2001 
2000 
2001 
2 0 0 1 * 
2 0 0 1 * 
2 0 0 1 * 
2 0 0 1 * 
2001 
2001 
2000 
2000 
2001 
2000 
2001 
2000 

Source 

ITC 
ITC 
ITC 
ITC 
ITC 
UNCTAD HOS 
ITC 
ITC 
ITC 
ITC 
ITC 
UNCTAD/WTO 
ITC 
ITC 
ITC 
ITC 
PCTAS 
ITC 
FTAA Web 
ITC 
UNCTAD HOS 
NATIONAL 
UNCTAD HOS 
ITC 
UNCTAD HOS 
ITC 
ITC 
ITC 
ITC/WTO 
UNCTAD/WTO 
WTO-ITC 
HDI-WTO 
ITC 
ITC 
ITC 
UNCTAD 
ITC 
UNCTAD HOS 
ITC 
UNCTAD HOS 

Manufactured 
Value Added 
as % of GDPf 

Year 

1999 
1999g 

1997 
1999 
1999 
1998 
1999 
1999g 

1999 
1999 
1999g 

1999g 

1999 
1999 
1999 
1999 
1999 
1999 
1999 
1999 
1998 
1999g 

1998 
1999g 

1999 
1999 
1999 
19998 
1997 
1999 
1999 
19998 
1999 
1999 
1999 
1998 
1999 
1998 
1999 
19998 

*lmputed from figure for alternative reference year (1990 or 2001), using total export figures from the WTO and 
using the assumption that the percentage of manufactured exports in total exports stays the same. 
aWorld Trade Organisation, World Trade Statistics 2002; bInternational Trade Centre using COMTRADE database; 
cUnited Nations Centre for Trade And Development, Handbook of Statistics 2003; dFree Trade Agreement of the 
Americas (FTAA) website; eData from national source, for example Central Bank or Statistical Office; fUnited 
Nations Human Development Indicators 2001; gWorld Development Indicators 2001 unless otherwise specified. 
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Indexing the Variables 
For each of the three variables an index value was calculated using the following genera l formula : 

Index =  Actua l Valu e - Minimu m Valu e 
Maximum Valu e - Minimu m Valu e 

A ke y consideratio n i n suc h a  calculation wa s determining th e minimu m an d maximu m value s 
that wer e appropriate . I n th e absenc e o f a  theoretica l rational e suggestin g definit e alternatives , 
the maximu m an d minimu m value s i n the relevan t sampl e se t were used . 

For example , value adde d fro m manufacturin g a s a percentage o f the GD P o f the Fij i Island s 
was 14.11 per cent i n 1999 , the sample maximum i s 31.69 in Swaziland and the sample minimu m 
1 per cent i n Kiribati. The inde x for Fij i i s therefore : 

MVA Inde x =  14.11- 1 
31.69-1 

= 0.43 

This metho d wa s used fo r th e manufacturin g valu e adde d variable , an d th e growt h o f manufac -
tured export s variable . However , fo r th e manufacture d export s pe r capit a variabl e th e extremel y 
high value s o f some countrie s i n th e sampl e mean t tha t al l excep t thre e countrie s ha d a n inde x 
value of below 0.4. This has the effec t o f introducing a  large bias in the overal l inde x in favour o f 
the to p three countries . In order t o attempt t o discount thes e extreme variables , logarithms wer e 
used i n th e calculations . However , thi s over-compensate d fo r th e bias , and eve n lo w performer s 
were attainin g inde x value s o f above 0.8 . In orde r t o eve n ou t th e effect , a n averag e o f the tw o 
was used , i.e . th e averag e o f th e tw o value s produce d fro m usin g logarithm s an d fro m no t usin g 
them. 

Rank correlation calculations were used to measure the effect o f the use/non-use of logarithms 
on th e SSMEC I order . Th e ran k correlatio n betwee n th e SSMEC I base d o n a  logarithmi c 
approach an d th e 'average ' metho d abov e i s 0.985 , whil e th e ran k correlatio n betwee n th e 
SSMECI base d o n a  non-logarithmi c approac h an d th e 'average ' metho d abov e i s 0.993. Thu s 
while th e averag e metho d refine s th e index , it s overall impac t i s relatively limited . 

Weighting the Indices 
The thre e variable s wer e weighte d 40%:30%:30% , wit h manufacturin g export s pe r capit a gain -
ing the largest 40 per cent weight. This approach has been adopted, rather than the perhaps more 
obvious choice o f equal thirds , given the particula r interes t i n current performance an d th e nee d 
to accoun t fo r th e varyin g sizes of the countrie s involved . 

As above , th e rankin g i s robus t compare d wit h th e us e o f a n equa l weighting , wit h a  ran k 
correlation o f 0.993 between th e result s of the tw o methods . 
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