
6 
Agenda for Enhancing Competitiveness 

A coheren t an d supportiv e policy agenda i s essential for smal l states to adjust t o global -
isation. The new manufacturing contex t unde r globalisation exposes enterprises to more 
intense internationa l competitio n tha n eve r before , whil e simultaneousl y providin g 
access to new markets and global resources (technologies, skills, information an d capital). 
Enterprises face the significant challeng e of improving their export capabilities and reap-
ing th e benefit s o f new globa l market s an d resources , whil e copin g wit h th e rigour s o f 
open marke t conditions . The exten t o f factor marke t development , a s well as past pub-
lic policies an d institutiona l support , strongl y influenc e th e proces s o f capability build -
ing a t fir m level . There ar e usuall y bot h positiv e an d negativ e aspect s t o eac h o f thes e 
elements an d a  new policy agend a ca n hel p t o overcom e constraints . This chapte r set s 
out som e o f th e principle s whic h shoul d underli e a  competitivenes s polic y agend a i n 
small states , provide s a n illustrativ e agend a an d roa d ma p fo r it s implementation , an d 
outlines the necessary conditions fo r success . 

6.1 Principles Underlying an Agenda 

It is common practice in development economics to draw on available theory and empir -
ical evidenc e t o deriv e insight s fo r othe r economies . Buildin g o n th e analytica l frame -
work se t ou t i n Chapte r 2  and th e experience s o f Mauritiu s an d Trinida d an d Tobago , 
some broad principles can be put forward t o guide the development o f an effective long -
term competitiveness agend a i n smal l states. Six such principles ar e suggested : 

• Focu s on evolving comparative advantage ; 

• Tailo r t o national circumstances ; 

• Lin k with regiona l market s and institutions ; 

• Combin e incentive s an d supply-side measures ; 

• Involv e al l major stakeholders ; an d 

• Prioritis e intervention s an d actions . 

6.1.1 Focus on Evolving Comparative Advantage 
The la w of comparative advantag e should guide agendas for enhancing competitivenes s 
in small states. For policy purposes i t is useful t o make a distinction between current an d 
near futur e comparativ e advantage . Curren t comparativ e advantag e suggest s specialisa -
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tion in the production an d expor t of goods in which a  country has a relative cost advan -
tage ove r others . Near futur e comparativ e advantag e refer s t o th e expor t o f new good s 
within a  realistic time framework (3- 5 years ) throug h th e developmen t o f new compet -
itive advantages . 

The experienc e o f successful smal l states suggest s tha t radica l shift s fro m on e indus -
try to another within a  short time span are the exception rather than the rule. Typically, 
comparative advantag e graduall y change s ove r tim e an d supportiv e competitivenes s 
policies can help thi s process of evolution. Successfu l smal l state s have tende d initiall y 
to concentrat e o n activitie s arisin g fro m natura l resourc e advantage s (fo r exampl e fis h 
processing, othe r foo d products , beverages , touris m relate d industries , petroleu m an d 
related industries ) an d labour cost advantages (fo r example textiles and clothing). Onc e 
the expor t momentu m i s sustained i n a  core industr y (suc h a s textiles an d clothin g i n 
Mauritius), emphasi s shift s t o ne w activitie s tha t hav e a  realisti c chanc e o f becomin g 
competitive i n the nea r future. Othe r natura l resource based or labour cost based indus -
tries may be appropriate a t this stage of export development. Over time, industries based 
on skil l an d technologica l advantag e may  com e withi n th e reac h o f some o f th e mor e 
industrially advance d smal l states . Whil e i t i s impossibl e t o predic t futur e pattern s o f 
structural change with certainty , i t i s likely tha t thes e patterns wil l be repeated i n othe r 
industrial late-comers . 

6.1.2 Tailor to National Circumstances 
The experience s o f more advance d smal l state s an d developin g countrie s ca n offe r use -
ful lesson s on what works and what does not, an d so inform th e design of a late-comer' s 
strategy. However , wholesal e copyin g o f anothe r country' s strateg y o r relyin g o n a 
generic one-size-fits-al l approac h i s likel y t o hav e a  limite d effec t o n improvin g com -
petitiveness i n a given small state. Instead, a  competitiveness agend a must be tailored t o 
the circumstance s o f individua l smal l state s an d enterprise s withi n them . I n particular , 
it shoul d tak e int o accoun t factor s suc h a s geographica l location , stag e o f economi c 
development, macroeconomi c an d politica l conditions , th e intensit y o f liberalisatio n 
and polic y reform , th e siz e an d dynamis m o f th e enterpris e base , qualit y o f entrepre -
neurship an d industria l skills , an d th e government' s abilit y t o implemen t policy . Suc h 
tailoring i s particularly appropriat e fo r micro-states , which may  face eve n mor e particu -
lar circumstance s an d restricte d resource s an d capabilitie s tha n thei r large r smal l stat e 
neighbours. 

6.13 Link With Regional Markets and Institutions 
Small states' competitiveness agenda s should lin k with regional markets where possible . 
Regional market s i n othe r developin g countrie s o r smal l state s ar e likel y t o b e les s 
demanding (i n thei r price , qualit y an d deliver y requirements ) tha n internationa l mar -
kets i n develope d countries . B y focusin g o n regiona l market s t o begi n with , ne w 
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exporters from smal l states can accumulat e valuabl e experienc e o f producing fo r expor t 
and the n graduall y attemp t t o brea k int o mor e demandin g internationa l markets . 
Furthermore, suc h market s may  offe r othe r synergie s suc h a s foreign direc t investment , 
technology transfe r an d information . O f course, established exporters , which are already 
exporting t o mor e demandin g internationa l markets , shoul d b e encourage d t o improv e 
their marke t penetration an d mov e on t o new markets . 

Similarly, because the y lac k thei r ow n institution s an d resources , smal l states shoul d 
take advantag e o f regional institution s t o enhanc e thei r competitiveness . O f particula r 
relevance t o competitivenes s ar e developmen t bank s t o provid e financ e fo r enterpris e 
development; standard s institution s t o provid e testing , metrolog y an d qualit y manage -
ment services; universities to supply tertiary-level technical , managerial and professiona l 
skills; and trad e negotiatio n organisation s t o provide negotiatio n capabilitie s t o ensur e 
market access . Again , thi s i s particularly tru e fo r micro-states , whic h canno t affor d t o 
duplicate al l the necessary institution s themselves . 

6.1.4 Combine Incentives and Supply-side Measures 
The detail s o f the propose d agend a wil l be se t ou t i n Sectio n 6.2 . Suffice i t t o sa y here 
that i n th e pas t effort s t o foste r enterpris e developmen t wer e ofte n rathe r narrowl y 
defined i n term s o f ensurin g macroeconomi c stability , ope n market s an d ad  hoc initia -
tives t o hel p SMEs , suc h a s establishin g a n industria l estat e o r a  concessionar y credi t 
window. Development experienc e suggests that thi s limited approach was insufficient t o 
foster internationall y competitive enterprises in small states. It is certainly inadequate t o 
stimulate th e start-u p an d expansio n o f export-oriented enterprise s unde r today' s ope n 
and demandin g internationa l tradin g conditions . Thus , a  much mor e comple x strateg y 
is required t o suppor t expor t developmen t -  involvin g a  mix o f incentive policies , sup-
ply-side measure s an d cluste r policie s -  t o addres s th e differen t adjustmen t need s o f 
enterprises. 

6.1.5 Involve All Major Stakeholders 
Several stakeholders should be closely involved i n formulating a n agenda for improvin g 
competitiveness. A t a  minimum , fiv e stakeholde r categorie s shoul d b e involve d i n a 
competitiveness strategy : enterprises , busines s associations , trad e unions , governmen t 
and international aid donors. The importance of inclusiveness is largely self-explanatory . 
The successfu l preparatio n o f an y se t o f economi c policies , includin g competitivenes s 
strategy, needs a consensus on challenges, goal and broad policy direction among the key 
social partners affecte d b y those policies . 

Each o f th e fiv e stakeholde r group s ha s valuabl e input s -  information , experience , 
finance an d mandat e -  t o contribute t o competitiveness strategy : 

• Enterprise s hav e first-han d experienc e o f th e problem s affectin g busines s start-up , 
operation and exporting, and viewpoints on their desired policy and support needs in 
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regard t o expor t incentives , finance an d non-financia l suppor t services . 

• Busines s associations ca n offe r additiona l insight s o n thes e issue s i n relation t o par -
ticular industria l and service sectors, as well as articulate th e specia l needs of vulner-
able groups of enterprises (fo r exampl e gender , ethni c minoritie s o r young people) . 

• Trad e union s represen t th e interes t o f labou r an d hel p wit h awarenes s raisin g an d 
skills upgrading during enterprise restructuring . 

• I t i s usually the responsibilit y o f government t o design an d implemen t a  strategy fo r 
improving competitiveness i n consultation wit h othe r actors . 

• Dono r agencie s ca n suppor t thes e initiative s b y providing technica l assistance , bes t 
practice experienc e an d foreign aid . 

6.1.6 Prioritise Interventions and Actions 
Given th e limite d resource s availabl e t o man y smal l states , i t i s vita l tha t th e imple -
mentation o f an y competitivenes s strateg y i s properly prioritise d t o ensur e maximu m 
returns an d t o preven t refor m fatigu e settin g i n before  crucia l change s ar e made . Thi s 
should be done in line with the particular circumstances of the country involved , takin g 
into account both political and economic characteristics and the realities on the ground . 
Guidance fo r suc h prioritisatio n shoul d com e fro m th e typ e o f diagnostic stud y se t ou t 
in Section 6. 3 below . 

6.2 An Illustrative Agenda 

Using the six principles set out i n Section 6.1 , an illustrative long-term competitivenes s 
agenda can be formulated fo r a  typical small state.34 This task may appear difficult a t firs t 
because o f a  myriad o f possible policy instrument s an d suppor t measure s tha t ar e avail -
able a t national , secto r an d firm leve l to address the competitivenes s challenge . 

6.2.1 Types of Policy Instrument and Support Measures 
To ai d analysis , th e variou s polic y instrument s an d suppor t measure s ca n b e groupe d 
under thre e distinc t headings: 35 

Incentive policies tha t seek to remove economic distortions created by past governmen t 
policies which discouraged enterprise growth and competitiveness. Incentive policies are 
often equate d wit h liberalisatio n an d stabilisatio n measure s propose d b y internationa l 
financial institution s an d associate d wit h economi c refor m programmes . Measure s fo r 
controlling inflatio n an d ensurin g macroeconomi c stability , eliminatio n o f quantitativ e 
restrictions, tariff reform, ta x incentives, a competitive real exchange rate, export incen -
tives and promotion , streamlinin g o f bureaucratic procedure s o n enterpris e activit y an d 
exporting an d privatisation o f public enterprises al l fall under thi s heading . 
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Supply-side policies geare d to overcome systems failures, which impede collective learn -
ing processe s an d th e creatio n o f ne w competitiv e advantage s b y enterprises - Thes e 
include a  variety o f suppor t fo r enterprise s includin g investment s i n huma n resources , 
fostering smal l and medium enterprises , technological support , attracting foreign invest -
ment and facilitating technolog y transfer from abroad , promotion of e-commerce, ensur -
ing access to industria l finance, strengthenin g privat e secto r associations and improvin g 
infrastructure. Thi s heading involve s largely non-sector specifi c measures . 

Cluster policies, whic h emphasis e detaile d action s t o improv e th e competitivenes s o f 
specific industria l cluster s (involvin g SME s an d othe r firms ) i n a  smal l state . 
Intervention i s directed towards acquiring technological capabilities , promoting upgrad -
ing and improvin g links between different part s of the cluster . Policies might range fro m 
industry-specific ta x measures to the provision of specialised institutiona l suppor t facili-
ties fo r a  particular cluster . Join t action s (fo r exampl e settin g u p a  specialised trainin g 
school) betwee n a  business association i n the cluste r an d a n aid donor o r a governmen t 
agency are also commonplace . 

The desig n an d implementatio n o f effectiv e cluste r policie s require s sophisticate d 
government capabilitie s t o collec t information , desig n appropriat e micro-leve l inter -
ventions, work closely with th e privat e secto r t o implemen t suc h policies , and monito r 
and evaluat e th e results . Smal l states , whic h ofte n lac k thes e governmen t capabilitie s 
due t o thei r smal l size , fac e a  hig h ris k o f governmen t failur e i n th e sens e o f poorl y 
designed an d implemente d cluste r policies . Given thi s risk of wasting limited resources , 
until such time as government capabilitie s have been built up to appropriate levels , clus-
ter policies should be used sparingly i n small states and th e focus o f intervention shoul d 
be on incentiv e an d supply-sid e measures . 

6.2.2 Example Agenda 
Table 6. 1 contain s a  polic y agend a fo r smal l state s whic h set s ou t ke y objective s an d 
illustrative examples of incentive policies and supply-side measures. Many of these meas-
ures have been adapte d t o the economic needs of small states. For instance , emphasis is 
given to promotion o f e-commerce an d the development o f infrastructure t o remedy th e 
geographical isolatio n o f some smal l state s from oversea s markets . The developmen t o f 
linkages with regional institution s (fo r exampl e trad e negotiations , educatio n an d stan -
dards) i s highlighted t o maximise regional synergies and externalities . Significant atten -
tion i s given t o the promotio n o f small and mediu m enterprises , which form th e indus -
trial backbone of many small states. Human development i s fundamental, a s an educated 
and creativ e labou r forc e i s th e mai n resourc e o f smal l state s an d thei r enterprises . 
Attracting foreig n investmen t an d providin g adequat e technologica l suppor t ar e essen -
tial i n a  world o f rapidly changin g technologies . Stron g privat e secto r association s an d 
regular public-private sector dialogues assist the formulation o f policies geared to private 
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sector needs and long-ru n policy coherence . 
All th e suggestion s fo r th e polic y agend a se t ou t i n Tabl e 6. 1 ar e consisten t wit h a 

broad outward-oriented , market-friendl y developmen t strategy . I t i s worth underlinin g 
that i t is the interaction  of incentive and supply-side measures (a s well as cluster policies) 
that determine competitiveness in small states, rather than a  single category of measures. 
It should als o be noted tha t th e policy agenda i s only illustrative an d wil l not b e appro-
priate fo r th e specifi c situatio n o f every smal l state . Section 6. 3 detail s how th e agend a 
can be developed t o fi t th e circumstance s an d needs of a given smal l state . 

63 An Implementation Road Map 

Clearly al l the measure s contained i n th e illustrativ e agend a i n Table 6.1 ar e not appli -
cable t o th e specifi c situatio n o f every smal l state . Fo r instance , som e smal l state s may 
have alread y implemente d som e of these measures , some measures may  not b e relevan t 
to som e smal l state s an d ne w measure s may  b e require d whic h ar e no t show n i n th e 
table. Hence, there i s a need to develop an agenda that fits the circumstances and need s 
of a  given smal l state . This requiremen t wil l be particularl y pertinen t fo r micro-states , 
which ma y have eve n more specific need s and constraints . 
This proces s o f tailorin g competitivenes s strateg y t o th e individua l smal l stat e ca n b e 
guided b y a  simpl e roa d map . Th e roa d ma p se t ou t i n Figur e 6. 1 i s mad e u p o f fou r 
phases, eac h buildin g o n previou s efforts : inceptio n review , assessin g competitiveness , 
designing strateg y an d sustainin g competitiveness . Thes e step s an d th e issu e o f a  co -
ordinating departmen t ar e discussed furthe r below : 

Inception: In order to fully understan d th e specific challenge s and problems likely to be 
encountered i n th e exercise , i t i s necessary t o undertake severa l inceptio n tasks . These 
include a preliminary stocktaking of past reports and policy initiatives; undertaking con -
sultations with relevant stakeholders (fo r example key government departments , privat e 
sector organisations , trad e union s an d ai d donors) ; allocatin g financ e an d settin g a 
budget fo r th e project ; developin g detaile d term s o f referenc e fo r activities ; assignin g 
responsibilities; engagin g consultant s a s required ; assignin g governmen t counterparts ; 
and developing a  timetable for implementation . The outpu t o f this phase will be a short 
inception study. A workshop of key stakeholders should be held to discuss the report an d 
chart th e way forward . 

Assessing competitiveness : Th e basi s fo r designin g a n overarchin g competitivenes s 
agenda for improvin g performance i n a  given smal l state i s a comprehensive assessmen t 
of competitivenes s pattern s an d policies . Th e assessmen t woul d mak e us e o f existin g 
studies, a s wel l a s commissione d enterpris e surveys , institutiona l review s an d polic y 
analysis. 
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Figure 6.1: Competitiveness Strategy Implementation - A Road Map 

A variet y of quantitative an d qualitative technique s should b e employed t o analyse th e 
information. Th e assessmen t would attempt t o do the following : 

• Identif y trend s i n industria l competitiveness a t sector and product level ; 

• Ma p ou t i n ke y sector s firm-leve l technological , marketin g an d othe r expor t capa -
bilities relative t o internationa l an d developing country bes t practice ; 
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• Th e stabilit y o f th e macroeconomi c environment, , includin g growth , inflatio n an d 
the rea l exchange rate ; 

• Asses s policy and regulatory impact s includin g simulation analysis ; 

• Evaluat e trad e agreement s an d patterns o f foreign investment ; 

• Th e availabilit y an d qualit y o f human resources , particularl y skil l gaps , an d labou r 
market conditions , includin g wages and productivity ; 

• Sources , terms and acces s to industria l finance ; 

• Th e adequac y o f services and suppor t provided b y technology institutions ; 

• Th e qualit y an d cos t competitiveness o f physical infrastructure ; 

• Th e capacit y o f the lea d ministry t o undertake polic y co-ordination . 

The outpu t o f this phase wil l be a  detailed competitivenes s stud y which shoul d contai n 
broad policy suggestions. Another worksho p of key stakeholders should be conducted t o 
analyse the curren t situation , debat e policy options an d formulat e a n agree d agenda . 

Designing strategy : Drawing o n th e analytica l phase s o f the wor k described abov e an d 
with further consultation s wit h relevan t stakeholders , a  series of tailored policy project s 
will b e developed . Thes e polic y project s shoul d addres s generi c an d specifi c competi -
tiveness issue s that affec t enterprise s an d th e business environment. Example s are given 
in Table 6.1 . A usefu l wa y o f consolidating thes e project s woul d b e t o presen t the m i n 
the form o f an overarching documen t -  a  competitiveness polic y statement. Apar t fro m 
presenting detailed policy suggestions, the statement shoul d also contain headline budg-
ets fo r activities , a  timetabl e fo r implementation , milestone s an d indicator s t o asses s 
progress, and responsibilities for implementing activitie s to given institutions (an d officer s 
within them) . Mor e comple x an d detaile d competitivenes s strategie s sometime s als o 
provide for restructuring plans for selected enterprises , particularly for public enterprises . 
Where thi s i s the case , headline informatio n o n thes e plan s coul d b e include d i n th e 
competitiveness policy statement. Widespread consultations with stakeholders will assist 
in building a  national consensu s on th e objectives o f the statemen t an d the policy proj -
ects. 

Sustaining competitiveness: Next comes the challenge of taking forward th e agreed pol-
icy statement , requirin g determination , har d wor k an d politica l will . A  wid e rang e o f 
activities wil l be involve d i n thi s phase, including : 

• Implementin g restructurin g plan s and policy projects ; 

• Integratin g policy initiative s s o that the y ar e complementary ; 
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• Proposin g and drafting legislatio n t o enact polic y changes ; 

• Trainin g an d capacit y building i n both th e governmen t an d private sector ; 

• Co-ordinatio n an d dissemination o f findings; an d 

• Continuou s monitorin g an d evaluatio n o f progres s an d adaptin g initiative s a s 
required. 

Co-ordinating department : Designin g an d implementin g a  competitivenes s strateg y 
requires closel y integrate d action s b y a  number o f governmen t department s an d agen -
cies. I t i s essential tha t a  single departmen t i s entrusted wit h co-ordinatin g th e proces s 
of competitivenes s strateg y developmen t an d implementation . Withou t som e co-ordi -
nation ther e i s a risk tha t th e proces s may lose momentum. Possibl e candidate s fo r thi s 
co-ordinating rol e include : 

• Th e Ministr y o f Trade and Industry ; 

• Th e Ministr y o f Finance; 

• Th e Prim e Minister' s office . 

With it s mandat e t o formulat e trad e an d industria l policies , specialise d expertis e an d 
close link s wit h th e busines s community , th e Ministr y o f Trade an d Industr y woul d b e 
the obviou s choice . However , i t may  requir e enhance d functions , mor e resource s an d 
capacity building to undertake this role. Where a separate Ministry of Trade and Industr y 
does not exist (o r is deemed to be too weak to be effective), th e Ministry of Finance may 
be more appropriate. In some rare circumstances, the Prime Minister's office ma y be th e 
best candidate . 

6.4 Conditions for Success 

A coheren t competitivenes s strategy , alon g wit h a  goo d 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 eve n th e best-designe d competitivenes s strategies . Som e o f thes e factor s ar e 
illustrated i n Figure 6.2 . 

They fal l int o two categories . 

• Th e firs t ar e external factors tha t originat e outside an economy. External factors ca n 
have a  significan t impac t o n th e outcom e o f a  competitivenes s strateg y i n a  smal l 
state, bu t ar e ofte n outsid e th e direc t scop e o f nationa l policy-making . The y coul d 
include shock s suc h a s financia l crises , natura l disaster s an d terrorism . The y coul d 
also includ e internationa l rule s an d obligation s unde r organisation s suc h a s th e 
WTO o r th e IMF . Whil e suc h agreement s an d rule s ca n b e positiv e o r negativ e 
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depending o n th e circumstances , the y reduc e th e availabl e polic y spac e an d restric t 
government's abilit y t o determin e polic y an d influenc e th e outcom e o f a  competi -
tiveness strateg y 

• Th e secon d ar e factors tha t ar e interna l t o a  small economy an d within th e scop e of 
the influence o f national policy-making. Many of these issues fall within the headin g 
of governance, which i s a separate topic that requires further analysi s for small states. 
Whilst a  ful l examinatio n o f governance i s beyond th e scop e o f thi s study , some o f 
the issue s are discussed briefly below . 

Figure 6.2: Conditions for Success 

Political stability : Civil conflict , domesti c political violence an d internationa l dispute s 
significantly reduc e a  government' s capacit y t o undertak e competitivenes s strategies . 
Defence expenditur e i s often increase d at the expense of foreign investment , expor t pro-
motion and technology support budgets. Key policy-makers are sometimes switched fro m 
economic managemen t t o crisi s management . Negotiation s wit h arm s dealer s an d ai d 
donors ca n assum e a  higher priorit y tha n a  dialogue wit h th e privat e secto r ove r com -
petitiveness strategy or a focus on policy implementation an d monitoring. Moreover, th e 
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country's reputatio n suffer s a s a  destinatio n fo r foreig n investmen t an d foreig n buyer s 
may seek out more reliable suppliers. Country reputations and internationa l goodwil l are 
'a scarce nationa l resource ' and ca n tak e man y decade s an d man y million s o f dollars i n 
promotion campaign s t o rebuild . 

Sound macroeconomi c performance : Goo d macroeconomi c condition s assis t th e 
implementation o f national competitivenes s strategie s whil e macroeconomi c crise s ar e 
a hindrance . Difficultie s i n containin g inflation , sudde n exchang e rat e devaluatio n o r 
domestic recessio n ofte n contribut e t o reversal s i n certai n aspect s o f competitivenes s 
policies afte r thei r implementation , includin g th e reimpositio n o f exchange control s o r 
import control s an d cut s i n expenditure o n educatio n an d training . 

Strong governmen t capabilities : Whil e ther e i s a  theoretica l case  fo r publi c actio n t o 
enhance competitiveness , i n practic e government s ma y lac k th e requisit e skill s an d 
information t o formulate, implemen t an d monitor such strategies. Undertaking detaile d 
national competitivenes s strategie s (involvin g carefull y designe d foreig n investmen t 
targeting, expor t contests , trainin g programmes an d technolog y developmen t schemes ) 
demands a  hos t o f economic , managemen t engineerin g an d informatio n technolog y 
skills that ar e in short supply in many developing country civi l services. In part thi s may 
be due to civil service recruitment practice s and compensation scheme s which typicall y 
focus o n recruitin g generalist s an d givin g the m on-the-jo b trainin g rathe r tha n hirin g 
specialists with relevant privat e secto r experience . 

Sustained governmen t commitment : Owin g i n par t t o thei r concer n wit h structura l 
issues (for example skills , technology and institutiona l reforms) competitivenes s policie s 
can take time to show results. Inadequate commitment b y government has often limite d 
the seriousnes s o f polic y implementatio n an d backslidin g ha s sometime s affecte d sus -
tainability. Changin g government s an d leaders , an d interna l oppositio n t o change s 
within government , hav e frequently le d to policy reversals . 

Consultative approac h an d policy consensus : Successful implementatio n o f a  compet -
itiveness strateg y wil l requir e th e governmen t t o adop t a  consultativ e approac h an d 
maintain good relations with the private sector, trade unions and wider civil society. The 
political an d economi c histor y o f a country ca n hinde r th e succes s of such a n approac h 
and may  have t o be worked a t t o ensure tha t a n inclusiv e approac h i s adopted an d tha t 
policy consensu s i s reached . Fo r example , a  governmen t wit h a  'socialis t overhang ' i s 
likely t o regar d th e privat e secto r wit h suspicion , particularl y multinationa l affiliates , 
and may  no t see k thei r advic e o n economi c polic y matter s an d implementatio n issues . 
Similarly, countries tha t have had a  long period of inward-looking policie s may be char -
acterised by a tiny private sector with limited industria l experience . Such an 'infan t pri -
vate sector ' i s unlikely t o have th e requisit e technologica l an d marketin g capabilitie s t o 
respond quickl y t o change s i n incentiv e policie s o r t o hav e th e relevan t internationa l 
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exposure t o advise government o n goo d competitiveness policies . 

6.5 A Last Word 

Small state s fac e significan t challenge s i n a n eve r mor e ope n an d globalise d world , 
especially given that they are potentially more vulnerable than other states. However, as 
has been shown throughout thi s report, ther e ar e success stories among the smal l states, 
and rathe r tha n concentratin g purel y on vulnerabilit y man y would benefi t fro m a  more 
proactive approac h t o improvin g competitivenes s throug h concerte d polic y action . 
There ar e n o magi c wand s i n economi c development , an d achievin g succes s will  tak e 
years of hard work, but smal l states that tackl e the constraints identified , an d design and 
implement a  coherent competitivenes s strateg y wil l have th e bes t chanc e o f long-ter m 
success. 
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Notes 
1 Detaile d competitivenes s studie s o n individua l smal l state s include : World Ban k (1994 ) o n Mauritius ; Harri s 

(1997) o n Jamaica; Lall and Wignaraj a (1998)  o n Mauritius ; and Malt a Ministry o f Economic Services (1999 ) 
on Malta . 

2 A n exceptio n i s Easterly an d Kraa y (2001) . Using  cross-countr y regressio n analysis , the y tes t whethe r smal l 
states are any different fro m large states in terms of their income, growth and volatility outcomes. They find tha t 
small states have significantly highe r per capita income s than others and tha t ther e i s no significant differenc e 
in th e growt h performanc e betwee n larg e an d smal l states . Although concedin g tha t smal l state s suffe r fro m 
greater growth volatility and terms of trade shocks due to openness, they argue that the net benefits o f openness 
are positive. They conclude that small states are no different fro m larg e states and so should not receive differen t 
policy advice. 

3 See , for instance , CBD/CAIC (2002)  fo r a  range of popular views on competitiveness i n the Caribbean . 
4 Fo r academic variants of these popular views see Harris (1997) an d Wint (2003) . 
5 Fo r recent surveys of this literature see Kim and Nelson (2000 ) an d Wignaraja (2003) . 
6 Lal l (1992) ; Bel l an d Pavit t (1993) ; Wignaraj a (1998) ; Radosevi c (1999) ; Mytelk a (1999) ; Levy , Berr y an d 

Nugent (1999) . 
7 A  firm's technology strategy will vary according to its own stage of technological development . Mytelka (1999 ) 

distinguishes between thre e strategies : catch-up strategy , keep-up strategy an d get-ahea d strategy , which corre -
spond to the late-comer stage, quick-follower stag e and front-runner stag e of a technological learnin g approach . 
She argues that the three different strategies , each with different objectives , require different type s of knowledge 
for upgrading and different source s of such knowledge. This suggests that i s important for a  learning SME to be 
able t o asses s it s ow n technologica l capabilit y objectivel y an d adop t a  phase d approac h t o technologica l 
development. 

8 Fo r more on NIS see the classic work by Lundvall (1992) . See also Metcalfe (2003) . 
9 Th e UNCTAD/WTO Internationa l Trade Centre also produces a Trade Performance Index , which benchmarks 

across developing countries a t an industry/product leve l (ITC , 2000) . Whilst i t i s not discussed here due to our 
focus on national-level competitiveness , for policy-makers intereste d i n such detail i t can be a useful tool . 

10 Technology intensive exports include electronics, petrochemicals and chemicals, iron and steel, engineering and 
plastics. 

11 Swaziland' s large share of manufacturing i n GDP seems due to the following: (a) 26 garment factories established 
by Taiwanese investor s t o take advantag e o f the Africa n Growt h an d Opportunitie s Ac t whic h provide s ready 
access to th e America n market ; (b)  th e presenc e o f one o f Coca Cola' s five plant s worldwid e whic h produce s 
cola concentrate ; (c ) variou s suga r pulp factories ; an d (d)  othe r ligh t industrie s establishe d b y South Africa n 
investors to take advantage of the South African Custom s Union market . 

12 Calculation s wer e also done includin g Singapore , Taiwan an d Cost a Rica , i n order t o check th e robustnes s of 
the theory , and t o give a context t o the SSMEC I figures . Not surprisingly , thes e countries came out a t th e to p 
of the index . 

13 O f th e 4 7 smal l state s i n ou r definition , seve n countrie s coul d no t b e include d i n th e fina l MEC I fo r dat a 
reasons; five o f thes e wer e i n th e Pacific . A s a  result, th e sampl e fo r th e Pacifi c i s not complet e an d ma y be 
biased. However, lack of data i s often correlate d t o poor performance, an d i t i s unlikely tha t inclusio n of these 
countries, i f data was available, would significantly improv e overall regional performance . 

14 Attempts at statistical analysis of the factors affecting competitivenes s in developing countries include Ul Haque 
(1995); James and Romijn (1997) ; Wignaraja (1999) ; Wignaraja an d Taylor (2003); and Wint (2003) . 

15 An importan t qualificatio n abou t th e testin g procedure shoul d b e noted. Th e simpl e t-tes t show s significantl y 
different mean s between two samples for individual variables. However, it does not indicate causality, and is thus 
less powerful tha n full econometric analysis. That said, it does provide insights into those underlying factors cor-
related with competitive success in comparisons of strong and weak national performance . 

16 'Classificatio n o f Economies by Size', in B. Jalan (1987) . 
17 Wit h regressio n analysis , one ca n analys e ho w a  single dependen t variabl e i s affected b y the value s o f one o r 

more independent variables - fo r example, how a small state's performance i s affected b y such factors as country 
size, export orientation and FDI inflows. Shares in the performance measur e can be apportioned to each of these 
three factors , base d on a  set o f performance data . Simple linea r regressio n wa s used i n Table 3.10 rathe r tha n 
multiple regressio n du e t o th e likelihoo d o f pervasiv e multicolinearit y problem s betwee n th e independen t 
variables. 

18 The Huma n Developmen t Inde x i s produced annuall y b y the UNDP . I t use s a  weighted su m o f three indice s 
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representing life expectancy, educational attainment and adjusted GD P per capita. For each country, each of the 
three variable s i s indexe d t o a  value betwee n 0  an d 1 , an d the n th e thre e indice s ar e combine d wit h equa l 
weights to form th e HDL 

19 Fo r recen t account s se e Worl d Ban k (1994) ; Lal l an d Wignaraj a (1998) ; IL O (1999) ; UNCTA D (2000) ; 
Subramanian an d Roy (2001); Treebhoohun (2001) ; and Wignaraja (2002) . 

20 Se e UNIDO (2003 ) an d Wignaraj a an d Taylo r (2003 ) fo r examination s o f Africa's industria l competitivenes s 
record i n a  comparativ e perspective . Th e bes t performance s includ e Tunisia , Morocco , Sout h Afric a an d 
Mauritius. 

21 Se e Subramanian an d Roy (2001) p . 6. 
22 Fo r a n accoun t o f th e growt h o f th e suga r an d touris m sector s i n Mauritiu s se e Woldekida n (1994 ) an d 

Government o f Mauritius (1997) . 
23 Se e Woldekidan (1994) ; World Bank (1994) ; Lall and Wignaraja (1998) ; Teal (1999) ; and Durbarry (2001) . 
24 Dat a on inflation (Consume r Price Index) confirms Mauritius ' record in macroeconomic management. Inflation 

rates average d 7. 7 per cen t pe r year i n th e perio d 1980-2001 . The perio d averag e mask s more recen t success . 
Inflation rate s fell from 1 3 per cent per year in 1974-198 4 t o 7.4 per cent i n 1985-199 4 an d further t o 6.2 per 
cent per year in 1995-2002 . Source: World Bank, World Development Indicators. 

25 Apar t from the organisations listed here, there is also the Mauritius Standards Bureau which provides metrology, 
standards an d qualit y services ; th e Nationa l Compute r Boar d whic h provide s suppor t t o th e I T industry ; th e 
University o f Mauritiu s whic h conduct s tertiary-leve l education ; an d th e Nationa l Productivit y an d 
Competitiveness Counci l which i s engaged in awareness raising about productivity issues . 

26 A  recen t stud y foun d tha t annua l wage s i n Mauritiu s manufacturin g wen t u p threefol d fro m US$106 3 t o 
US$2998 betwee n 198 5 an d 1993 . The country' s 199 3 wage s wer e fou r time s highe r tha n Sr i Lanka' s an d 
China's, three times higher than Bangladesh' s and twice those of India and Indonesia . The enterprise survey in 
the sam e stud y reporte d tha t 6 1 per cen t o f firms fel t tha t th e declin e i n labou r productivit y wa s a  negativ e 
constraint on competitiveness. See Lall and Wignaraja (1998) . 

27 Th e negativ e effect s o f over-relianc e o n natura l resource s ha s bee n name d 'Dutc h Disease ' followin g Th e 
Netherlands' experience wit h North Se a gas. For a fuller explanatio n o f this see Corden (1984) . 

28 I n constant 199 5 US$. 
29 Carico m Secretaria t Online Statistic s Database - Selecte d Economic Statistics . 
30 Se e www.tradetnt.com for more details. 
31 I n Trinidad an d Tobago, medium-sized enterprise s ar e defined a s those employing 26-5 0 people , with asset s of 

TT$1.5-5 millio n (US$0.25-0.8 million) an d with sales of TT$5-10 million (US$0.8-1. 6 million) . 
32 A  smal l enterpris e i s define d a s a  company  whic h employ s 6-2 5 persons , wit h asset s value d betwee n 

TT$250,000-1.5 million (US$40,000-250,000) an d sales worth TT$250,000-5 million (US$40,000-0.8 million). 
33 Micro-enterprise s ar e define d a s employin g on e t o fiv e persons , wit h les s tha n TT$250,00 0 (US$40,000 ) i n 

assets and less than TT$250,000 (US$40,000 ) i n sales. 
34 Recen t examples include Trinidad and Tobago Ministry of Enterprise Development an d Foreign Affairs (2001) ; 

Malta Ministry of Economic Services (1999) ; Lall and Wignaraja (1998 ) fo r Mauritius ; World Bank (2003 ) fo r 
Jamaica. 

35 Fo r more discussion of these concepts, see Wignaraja (2003a) . 
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