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Executive Summary 

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

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

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

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

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

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

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

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

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

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

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

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

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

• A  focu s o n evolvin g comparative advantage ; 

• Tailorin g policy to national circumstances ; 

• Linkage s with regiona l market s and institutions ; 

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

• Involvemen t o f all major stakeholders ; 

• Prioritisatio n o f interventions an d actions . 

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

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

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

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

• Inves t i n human resources ; 

• Ensur e adequat e technologica l support ; 

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

• Improv e privat e secto r associations ; 

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

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

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

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

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

Small states face many challenges in the global economy, and size is definitely a  con-
straint. However , despit e thes e challenges , ther e ar e succes s storie s amon g th e smal l 
states. Rather than concentrating purely on vulnerability, many small states would bene-
fit fro m a  mor e proactiv e approac h t o improvin g competitivenes s throug h concerte d 
policy action . Ther e ar e n o magi c wand s i n economi c development , an d achievin g 
success will  tak e year s o f hard work , bu t smal l state s tha t tackl e th e constraint s identi -
fied an d desig n an d implemen t a  coherent competitivenes s strateg y appea r t o have th e 
best chance o f long-term success . 
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1 
Introduction 

1.1 Context and Purpose of the Study 

This stud y deal s wit h a  pressin g economi c polic y questio n facin g th e world' s smalles t 
economies: how can smal l states enhance thei r industria l competitivenes s an d alleviat e 
the economi c vulnerabilitie s associate d wit h smal l countr y size ? There i s a  widesprea d 
perception tha t smal l siz e (i.e . economie s wit h 1. 5 millio n peopl e o r less ) hinder s th e 
achievement o f industria l competitiveness . Thi s stud y seek s t o addres s thi s issue . Th e 
transition fro m vulnerabilit y t o competitiveness i s at th e forefron t o f current economi c 
policy debate s i n smal l states . T o dat e ther e i s littl e sig n o f consensu s abou t th e wa y 
forward. 

These debate s centr e o n th e economi c consequence s o f rapid globalisatio n (see , fo r 
instance, Bernal , 2001 ; Matsis , 2001 ; Treebhoohun, 2001) . Interestingly , th e positiv e 
aspects o f globalisation -  notably , acces s t o ne w technologie s an d market s -  appea r t o 
receive relatively little attention. Instead , policy-makers are deeply concerned abou t th e 
decline o f domesti c enterprise s an d eve n industria l marginalisatio n i n a n open , 
integrated worl d economy . Prominen t to o ar e worrie s abou t risin g unemployment , 
poverty, crim e an d relate d socia l problems . Globalisation i s associated wit h demandin g 
international markets , falling trade barriers, increasing technological progress, inflows of 
foreign investmen t an d movement o f people. Many smal l states have adopted economi c 
reform programme s t o enabl e enterprise s t o adjus t t o th e ne w internationa l environ -
ment. However , th e limite d supply  respons e fro m domesti c enterprise s ha s le d t o dis -
illusionment wit h economi c refor m an d has fuelled fear s o f industria l marginalisation . 

A searc h fo r polic y option s t o dea l wit h globalisatio n ha s als o begun i n som e smal l 
states. Attempt s t o revers e globalisatio n throug h ne w barrier s t o import s an d foreig n 
investment ar e largel y rule d out . A s a  result , ther e i s growin g interes t i n policie s t o 
improve industria l competitivenes s withi n a n open econom y paradigm . 

This stud y i s based o n th e premis e tha t globalisatio n i s irreversibl e an d tha t whil e 
country size may be a  constraint, i t i s not a n insurmountabl e barrie r t o improving com -
petitiveness. Smal l state s hav e t o adop t appropriat e measure s t o realis e th e gain s fro m 
international integration , reduce it s negative effects an d address  issues related t o countr y 
size. Accordingly, small states will need to put i n place coherent competitiveness policie s 
to suppor t industria l restructuring ; thi s stud y seek s to contribut e t o thei r development . 
With internationa l developmen t experienc e pointin g t o the limite d valu e o f a  one-size-
fits-all competitivenes s polic y regime , th e stud y underline s th e nee d t o tailo r measure s 
to the individual national circumstances of small states and the nature of the enterprise s 
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Box 1.1: What is a Small State? 

There are many ways (for example GDP and population) to define a small state. 
Following the Commonwealth Secretariat (1997), this study defines a small state as an 
economy with 1.5 million people or less. Accordingly, in this study 47 Commonwealth 
and non-Commonwealth countries are considered to be small states, along with four 
somewhat larger states which share many of the physical and economic 
characteristics of small states in their respective regions (see Table 1.1 for population 
data). This group also includes a subset of economies (with a population of 200,000 
or less) that can be considered micro-states. Such economies face many of the same 
problems that affect larger small states as well as additional problems arising from 
their tiny size. 

The 47 small state sample is presented below by geographical region and 
Commonwealth membership (Commonwealth members are shown in italics and 
the four countries with populations of over 1.5 million are shown in bold type). 

Small States by Geographical Region 

AFRICA: Botswana, Cape Verde, Comoros, Djibouti, Equatorial Guinea, Gabon, The 
Gambia, Guinea-Bissau, Lesotho, Namibia, São Tomé and Príncipe, Swaziland (12) 

CARIBBEAN: Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica, Grenada, 
Guyana, Jamaica, St Kitts and Nevis, St Lucia, St Vincent and the Grenadines, Suriname, 
Trinidad and Tobago (13) 

PACIFIC: Federated States of Micronesia, Fiji Islands, Kiribati, Marshall Islands, Nauru, 
Patau, Papua New Guinea, Samoa, Solomon Islands, Tonga, Tuvalu, Vanuatu (12) 

INDIAN OCEAN: Maldives, Mauritius, Seychelles (3) 

OTHER ASIA: Bahrain, Bhutan, Brunei, Qatar (4) 

EUROPE AND MEDITERRANEAN: Cyprus, Estonia, Malta (3) 

Small States by Commonwealth Membership 

COMMONWEALTH STATES: Botswana, The Gambia, Lesotho, Namibia, Swaziland, 
Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, 
Jamaica, St Kitts and Nevis, St Lucia, St Vincent and the Grenadines, Trinidad and 
Tobago, Fiji Islands, Kiribati, Nauru, Papua New Guinea, Samoa, Solomon Islands, 
Tonga, Tuvalu, Vanuatu, Maldives, Mauritius, Seychelles, Brunei, Cyprus Malta (32) 

NON-COMMONWEALTH STATES: Cape Verde, Comoros, Djibouti, Equatorial Guinea, 
Gabon, Guinea-Bissau, São Tomé and Príncipe, Suriname, Federated States of 
Micronesia, Marshall Islands, Palau, Bahrain, Bhutan, Qatar, Estonia (15) 
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within them . However , preparatio n o f a  detaile d diagnosti c analysi s o f th e industria l 
competitiveness record , relevan t determinant s an d specifi c recommendation s fo r indi -
vidual small states is beyond the scope of this exercise.1 Those with specific national an d 
sectoral expertis e may  more meaningfully d o thi s task a t country level . 

The presen t stud y has a more limite d goal : to provide insight s int o what works (an d 
what doe s not) i n term s o f industria l competitivenes s polic y fo r smal l states by synthe-
sising conceptual work , availabl e empirica l evidenc e an d lesson s drawn from successfu l 
cases. Apart from stocktaking , i t sets the stage for thinking about a  more comprehensiv e 
competitiveness polic y framewor k fo r smal l state s tha n traditiona l economi c refor m 
programmes. Thi s framework  may  b e mor e appropriat e t o competitivenes s becaus e i t 
derives from micro-leve l theories of technical change and enterprise restructuring rathe r 
than macroeconomic s per  se.  I t als o highlight s additiona l polic y measure s t o thos e o f 
standard economi c reform programmes , a s well as roles for key public and private secto r 
actors in policy formulation an d implementation. Hence , the study may be a useful inpu t 
into bot h nationa l competitivenes s polic y exercise s i n smal l state s an d internationa l 
policy dialogue s wit h bilatera l ai d donor s an d multilatera l agencies . I t ma y als o b e o f 
interest t o researcher s an d student s concerne d wit h competitiveness , privat e secto r 
development an d post-adjustment strateg y issue s in smal l states . 

The stud y addresses four inter-relate d questions : 

• Wha t i s the meanin g o f competitivenes s i n relatio n t o a  smal l stat e an d it s enter -
prises? 

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

• Wha t kind s o f enterpris e strategies , policie s an d institution s hav e bee n adopte d b y 
successful smal l states? 

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

1.2 The New Policy Focus: Competitiveness as well as Vulnerability 

This study of competitiveness i n smal l states comes a t a  time when th e curren t focu s of 
research and policy attention i s on the economic vulnerability o f small states. For many 
years small states, as part of larger developing country groupings, have enjoyed preferen -
tial marke t access , high level s o f grant-based foreig n aid , longe r adjustmen t period s t o 
international agreement s an d othe r specia l polic y measures . However , i n recen t year s 
globalisation has reduced this preferential treatment , with Uruguay Round liberalisatio n 
eroding th e coverag e o f trade preferences availabl e t o smal l states an d foreign ai d flows 
to smal l state s declining . Develope d countrie s hav e becom e increasingl y focuse d o n 
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countries with high abject poverty , and preoccupied with their own interests such as the 
war o n terroris m an d domesti c economi c problems . I f curren t trend s continue , smal l 
states are likely to receive reduced foreign ai d and les s effective marke t acces s than eve r 
before. Th e preferentia l treatmen t tha t i s stil l availabl e i s often limite d t o leas t devel -
oped countries (LDCs ) with high levels of abject poverty , a category for which few small 
states qualify . 

In respons e t o this , recen t wor k ha s trie d t o sho w tha t smal l state s d o fac e specifi c 
problems an d tha t thei r smal l siz e ca n specificall y constrai n economi c development . 
Several studie s highligh t th e existenc e o f a n invers e relationshi p betwee n countr y siz e 
and susceptibilit y t o economic , politica l an d environmenta l risk s an d threat s 
(Commonwealth Consultativ e Group , 1985 ; Commonwealt h Secretariat , 1997 ; 
Streeten, 1993 ; Briguglio, 1995 ; Atkins et  al., 2001; Grynberg, 2001 ; Collier an d Dollar , 
2001; Winters an d Martins , 2003). 2 This literatur e conclude s tha t smal l states are mor e 
vulnerable tha n large r economies for th e following reasons . 

1. The y hav e highe r exposur e t o externa l shock s becaus e o f highe r trad e opennes s 
which cause s short-term instabilit y i n expor t earning s an d domesti c demand . 

2. The y hav e les s acces s t o internationa l financia l market s an d concessionar y financ e 
due t o a  lack of creditworthiness . 

3. Thei r transpor t cost s ar e highe r pe r uni t valu e o f good s transporte d du e t o thei r 
remoteness an d th e relativel y smal l values of cargoes carried . 

4. The y ar e at a  disadvantage i n attracting foreign investmen t becaus e they are rated t o 
be significantly mor e risky . 

5. The y ar e dependen t o n a  single produc t an d fac e reduction s i n preferentia l marke t 
access due t o trade liberalisatio n unde r internationa l trad e agreements . 

6. The y ar e more exposed t o serious environmental risk s (fo r exampl e natura l disasters , 
rises i n sea-leve l an d marin e pollution ) du e t o thei r geographica l locatio n an d fac e 
large environmental bills . 

In a n effor t t o redres s th e curren t erosio n o f preference s an d specia l treatment , 
arguments base d o n vulnerabilit y hav e bee n take n u p with grea t vigou r by small states ' 
representatives i n internationa l forum s suc h a s th e WTO , th e E U an d th e Common -
wealth. Call s hav e bee n mad e t o inser t clause s int o curren t an d futur e trad e an d ai d 
agreements to highlight the special circumstances of small states, and to provide for special 
treatment tha t woul d redres s the curren t erosio n o f preferences. However , th e outcom e 
of such efforts t o date - an d the prospects for future succes s - i s at best limited , and eve n 
if it were to improv e significantly , th e underlyin g trend s o f globalisation ar e unlikely t o 
change. Realistically, small states will increasingly have to compete on world markets for 
exports an d foreign investment , an d will  receive les s in aid and specia l treatment . 
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This realistic, if slightly pessimistic, prediction has many macro- and microeconomi c 
implications fo r smal l states , not al l of which ca n be covered here . This study therefor e 
focuses on the concept tha t i n addition to looking at vulnerability, much more attentio n 
needs t o be devoted t o improvin g competitivenes s i n smal l states , so that the y ar e i n a 
better positio n t o fac e thi s ne w economi c environmen t -  irrespectiv e o f preferentia l 
treatment. Suc h a n argumen t i s not intende d t o replac e th e vulnerabilit y issue , whic h 
still needs t o b e pursued , particularl y i n micro-states , bu t rathe r t o tak e a  two-pronge d 
approach to dealing with small states' development problems. As such it focuses on prac-
tical issue s for policy-maker s i n smal l states tha t ca n b e pursued independentl y an d ar e 
not relian t o n th e result s of lobbying and advocacy . 

The economi c imperativ e fo r adoptin g a  new strategi c focu s o n competitivenes s i n 
small state s i s reinforced b y a  growing body o f literatur e o n thi s subjec t whic h suggest s 
that curren t performanc e i s weak i n smal l states . Cross-country an d individua l countr y 
studies highlight th e following findings : 

• The  relative  importance  of small states in world exports has declined since the 1950s.  Th e 
combined shar e of the tota l exports of 35 small states in total world exports fell fro m 
1.2 pe r cen t t o 0. 4 pe r cen t i n th e perio d fro m th e mid-1950 s t o 200 0 (Razzaque , 
2002). If the oil-rich small states are excluded, the decline i s from 0. 7 per cent t o 0.2 
per cent ove r the sam e period . 

• Small  states  have had  weaker  manufactured  export  growth rates and have  more limited 
export sectors than  large states.  An examinatio n o f 1 8 small state s an d 2 3 large state s 
showed tha t onl y thre e smal l state s (Mauritius , Trinida d an d Tobago , an d th e 
Bahamas) achieve d a  respectable manufacture d expor t growt h rat e o f abov e 1 0 per 
cent pe r yea r durin g 1980-199 3 an d ha d a  manufacture d expor t bas e o f ove r $0. 5 
billion (Wignaraja , 1997:37) . Jamaic a an d Malt a ha d manufacture d expor t base s 
worth ove r $0.5 billion (1993 ) bu t recorde d slowe r export growth rates . 

• Unfavourable  external factors arising from the  international economic environment - out-
side the influence of small  states - help  to explain some of  their  competitive weaknesses. 
Many o f thes e ar e wel l know n i n debate s o n smal l states . The y includ e declinin g 
terms of trade for primary products relative to manufactures; fluctuating  internationa l 
demand; rising protectionism through non-tariff measure s in export markets; and new 
WTO rule s which rais e market acces s requirements (Harris , 1997 ; Razzaque, 2002) . 

• Fa r mor e importan t t o competitiveness , accordin g t o cas e studies , ar e factors arising 
from the  nature of the policy environment and other country-level conditions. The case s of 
Jamaica and Mauritius highlight contrasting experiences . Jamaica's lagging manufac -
tured expor t growt h rat e i s i n par t attribute d t o unfavourabl e macroeconomi c an d 
political conditions, including high nominal interes t rates , insufficient depreciatio n o f 
the rea l exchang e rat e an d gap s i n expor t incentive s (Harris , 1997 ; Wint , 2003) . 
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Meanwhile, Mauritius' s succes s i s attribute d t o inflow s o f export-oriente d foreig n 
investment, attracte d b y competitive investmen t incentives , cheap an d literat e labour , 
a relativel y cost-competitiv e infrastructur e an d preferentia l marke t acces s t o th e 
European Union (Worl d Bank , 1994 ; Lall and Wignaraja , 1998) . 

• Furthermore , i t i s argued tha t small  firms in small economies are at a major disadvantage 
compared to large firms in taking advantage of the new export and investment opportunities 
provided by globalisation  (Bernal, 2001) . Smal l firm s ar e sai d t o fin d i t difficul t t o 
attain interna l economie s o f scal e (wher e th e uni t cos t i s influenced b y th e siz e of 
firm) an d externa l economie s o f scal e (wher e uni t cos t depend s o n th e siz e o f th e 
industry but not necessarily the size of the firm). They are also said to find i t difficul t 
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Box 1.2: Economic Benefits from Enhancing Competitiveness in 
Small States 

Competitiveness is by no means a development panacea for small economies but 
it can significantly contribute to economic development. Several potential economic 
benefits are associated with improving the competitiveness of enterprises in small 
economies. These include the following: 

1. Increased exports. Firms with improved technological and marketing capabilities 
tend to export more of their output than less dynamic firms. This leads to 
increased exports and higher foreign exchange earnings. 

2. Faster growth and higher per capita income. Improved export performance feeds 
through into faster economic growth via standard multiplier effects, improved 
resource allocation and dynamic effects of exporting. In turn, faster growth raises 
per capita income. 

3. More foreign investment. Small economies with a strong base of internationally 
competitive domestic firms indicate a better policy environment for the private 
sector and a good base of suppliers. These conditions reduce the risks associated 
with foreign investment in small economies, which in turn helps to sustain 
competitiveness through access to markets, technologies and skills. 

4. Higher employment. As they export and grow, competitive enterprises tend to 
increase their demand for labour. This increases employment and helps to reduce 
the persistent unemployment problems that affect many small states. 

5. Better education and health services. An internationally competitive enterprise 
sector implies a high level of tax revenue (via corporation and personal income 
tax) and hence more resources for investment in schools, hospitals and other 
public services. 
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to attai n economie s o f scop e (i.e . economie s obtaine d b y a  fir m usin g it s existin g 
resources, skills and technologie s t o create new products and/o r service s for export) . 

Given thi s poor performance , a n effor t t o focu s o n competitivenes s a s well a s vulnera -
bility would be particularly pertinent , an d would need t o concentrate o n enhancing th e 
capacity o f domesti c enterprises , ensurin g a  supportiv e competitivenes s polic y frame -
work an d attractin g foreig n investment . Th e overal l benefit s o f increase d competitive -
ness to smal l states are highlighted i n Box 1.2 . 

13 Outline of the Study 

The remainde r o f the stud y i s organised a s follows. 
Chapter 2  provides a  simpl e framewor k fo r analysin g industria l competitivenes s i n 

small states i n a  rapidly globalising internationa l economy , drawing on recen t literatur e 
on technolog y an d innovatio n i n developin g countries . This framework  underline s th e 
dynamic link s betwee n technology , firms , industries , policie s an d institution s i n devel -
oping competitivenes s i n smal l states . I t emphasise s tha t competitivenes s arise s a t th e 
level of the firm . The costl y investmen t proces s involve d i n the absorptio n o f importe d 
technologies at the level of the firm and the effects o f firms' collective learning on indus-
trial competitiveness are highlighted. So too are the importance of national-level factor s 
like a  supportive polic y framework an d th e qualit y o f institutions . 

Chapter 3  examine s th e industria l competitivenes s experienc e o f individua l smal l 
states, as well as of geographical regions, income groups and country size classes. It bench-
marks th e industria l competitivenes s o f thes e categorie s usin g a  Smal l State s 
Manufactured Expor t Competitiveness Inde x an d examines some determinants throug h 
statistical analysis . T o th e bes t o f ou r knowledge , th e SSMEC I represent s th e firs t 
attempt to provide a comprehensive picture of the competitiveness performance o f small 
states. Comparison s o f ou r result s wit h thos e o f othe r competitivenes s indice s b y th e 
World Economi c Foru m (WEF) , th e Internationa l Institut e fo r Managemen t 
Development (IMD ) an d th e U N Industria l Developmen t Organisatio n (UNIDO ) 
suggest tha t internationa l effort s hav e concentrate d o n larg e state s an d littl e attentio n 
has been paid t o smal l ones . 

Chapters 4 and 5 deal with national and enterprise leve l competitiveness experience s 
in selecte d smal l states . Throug h cas e studie s o f Mauritiu s an d Trinida d an d Tobago , 
these chapter s examin e th e importanc e o f initia l conditions , policies , institutiona l 
support an d firm-leve l strategie s i n enhancin g competitivenes s i n smal l states . Bot h 
economies are widely regarded as outliers in their respective regions, having achieved a n 
impressive competitivenes s performance . Thi s perceptio n i s als o confirme d b y thei r 
relatively high SSMEC I rankings . 

Chapter 6  conclude s wit h suggestion s fo r enhancin g th e futur e competitivenes s o f 
small states. The emphasis is on the formulation o f a proactive national competitivenes s 
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approach t o dealing with th e process o f globalisation. Th e suggestion s focus o n th e ke y 
roles t o b e playe d b y enterprise s themselves , a s wel l a s b y government s an d busines s 
associations. 

Table 1.1: Basic Profile of Small States, Most Recent Estimates 

Country Population GDP per capita GDP per capita HDI HDI Value 
(2001) (current US$ 2001) (PPP US$ 2001) Rank Index 

(2003)a (2003) 

Antigua and Barbuda 
Bahamas 
Bahrain 
Barbados 
Belize 
Bhutan 
Botswana 
Brunei 
Cape Verde 
Comoros 
Cyprus 
Djibouti 
Dominica 
Equatorial Guinea 
Estonia 
Fiji Islands 
Gabon 
Gambia, The 
Grenada 
Guinea-Bissau 
Guyana 
Jamaica 
Kiribati 
Lesotho 
Maldives 
Malta 
Marshall Islands 
Mauritius 
Micronesia, Federated States of 
Namibia 
Nauru 
Palau 
Papua New Guinea 
Qatar 
Samoa 
São Tomé & Príncipe 
Seychelles 
Solomon Islands 
St Kitts and Nevis 

68,490 
309,840 
651,000 
268,190 
247,110 
828,040 

1,695,000 
344,000 
446,400 
571,890 
760,650 
644,330 

71,870 
469,090 

1,364,000 
817,000 

1,260,790 
1,340,770 

100,410 
1,225,620 

766,260 
2,590,000 

92,810 
2,061,730 

280,320 
395,000 

52,500 
1,200,000 

f 120,230 
1,792,060 

10,000 
19,500 

5,252,530 
597,550 
174,000 
151,100 
82,420 

430,760 
45,050 

9,961 
15,550 
12,189 
10,281 
3,258 

637 
3,066 

14,088 
1,264 

386 
12,004 

894 
3,607 
3,935 
4,051 
2,062 
3,437 

291 
3,965 

162 
912 

3,005 
430 
386 

2,229 
9,150 
1,937 
3,771 
1,914 
1,730 

-
6,280 

552 
27,536 

1,404 
311 

6,912 
683 

7,609 

10,170 
16,270 
16,060 
15,560 

5,690 
1,833 
7,820 

19,210 
5,570 
1,870 

21,190 
2,370 
5,520 

15,073 
10,170 
4,850 
5,990 
2,050 
6,740 

970 
4,690 
3,720 

2,420 
4,798 

13,160 

9,860 

7,120 

2,570 
19,844 
6,180 
1,317 

17,030 
1,910 

11,300 

56 
49 
37 
27 
67 

136 
125 
31 

103 
134 
25 

153 
68 

116 
41 
81 

118 
151 
93 

166 
92 
78 
-

137 
86 
33 
-

62 
-

124 
-
-

132 
44 
70 

122 
36 

123 
51 

0.798 
0.812 
0.839 
0.888 
0.776 
0.511 
0.614 
0.872 
0.727 
0.528 
0.891 
0.462 
0.776 
0.664 
0.833 
0.754 
0.653 
0.463 
0.738 
0.373 
0.740 
0.757 

-
0.510 
0.751 
0.856 

-
0.779 

-
0.627 

-
-

0.548 
0.826 
0.775 
0.639 
0.840 
0.632 
0.808 

8 SMALL STATES IN TRANSITION: FROM VULNERABILITY TO COMPETITIVENESS 



Table 1.1 (continued) 

Country Population GDP per capita GDP per capita HDI HDI Value 
(2001) (current US$ 2001) (PPP US$ 2001) Rank Index 

(2003)a (2003) 

St Lucia 
St Vincent and the Grenadines 
Suriname 
Swaziland 
Tonga 
Trinidad and Tobago 
Tuvalu 
Vanuatu 

156,700 
115,880 
419,660 

1,067,940 
100,720 

1,309,610 
10,000 

201,190 

4,222 
3,007 
1,803 
1,175 
1,371 
6,983 

-
1,096 

5,260 
5,330 
4,599 
4,330 

9,100 

3,190 

71 
80 
77 

133 
-

54 
-

128 

0.775 
0.755 
0.762 
0.547 

-
0.802 

-
0.568 

Source: UNDP, Human Development Report 2003; World Bank, World Development Indicators 2003 
aRank out of 175 countries in Human Development Index. 
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2 

Understanding Competitiveness 
in a Global World 

This chapter set s out the framework an d contex t withi n which we explore competitive -
ness in small states. It looks at the importance of knowledge i n the new globalised world , 
and the challenge to small states to harness this. The role of policies and institutions ar e 
explored, includin g th e potentia l fo r a  National Innovatio n System . 

2.1 The Importance of Knowledge in Globalisation 

Accelerating globalisatio n i s th e internationa l landscap e withi n whic h strategie s fo r 
improving competitiveness in small states need to be developed. The process of world econ-
omic integratio n ove r th e las t tw o decades has involve d a  merging o f national market s 
for goods, services and factors o f production (labour , capita l and technology ) int o world 
markets (see Crafts, 2000 ; Ghose, 2003; Stiglitz, 2003). The outcome i s an internationa l 
market tha t seem s indifferent t o national boarder s and state regulation. Globalisation i s 
being drive n b y powerful factors : fallin g trad e barrier s (throug h th e implementatio n o f 
the Urugua y Roun d an d economi c liberalisation) , increasin g technologica l advance s 
(for exampl e ICT , biotechnology , robotic s an d automatio n technologies) , declinin g 
communication an d transpor t costs , migration o f technical an d professiona l manpowe r 
and highly mobile multinational corporations seeking out new investments . The proces s 
has profound implication s for smal l states and enterprise s within them . 

From th e viewpoin t o f smal l state s competitiveness , on e featur e o f globalisatio n i s 
particularly relevant : knowledg e an d technologica l progres s hav e becom e mor e impor -
tant t o the realisatio n o f economic prosperit y withi n a n integrate d worl d economy (se e 
UNIDO, 2002 ; ADB, 2003) . I t shoul d b e note d tha t thi s i s true fo r al l sector s o f th e 
economy, an d tha t i t applie s equally t o manufacturing an d th e service s sector . I n man y 
small states significant focu s ha s been give n t o th e opportunitie s tha t globalisatio n an d 
the knowledg e econom y wil l bring t o th e service s sector , fo r exampl e th e promotio n o f 
the idea of back office centre s to attract investmen t i n areas such as call centres and data 
processing. However , globalisatio n an d th e knowledg e econom y i s als o exertin g a 
profound influenc e o n th e behaviou r o f manufacturing enterprises an d th e environmen t 
around the m b y altering productio n processes , new produc t introduction , supply-chai n 
relationships betwee n firms , demand condition s an d regulation s (Bo x 2.1) . 
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Box 2.1: The Knowledge-driven Global Economy and Small States 

Globalisation is radically altering the nature of industrialisation and enterprises in 
small states. Knowledge and technological progress have become central to economic 
prosperity in an integrated world economy. This has led to the term 'knowledge-
driven economy' to describe an economy in which the generation and exploitation of 
knowledge has come to play the predominant part in the creation of wealth. The 
term refers to the exploitation and use of knowledge in all production and service 
activities and not just those sometimes classified as high tech or knowledge intensive. 
Knowledge and technology have always been important but five mutually reinforcing 
processes are increasing its importance for economic prosperity in small states: 

1. Revolutionary changes in ICT are transforming every stage of manufacturing (for 
example finding new technology, management of supply-chain relationships and 
accessing distant markets) and creating entirely new products (for example digital 
televisions) and new services such as software services). Enterprises need to develop 
efficient manufacturing capabilities (via engineering and research and development) 
to cope with rapid technological progress. 

2. The rise of globally integrated value chains, driven by multinational corporations 
(MNCs), are creating 'first mover' advantages for enterprises that manage to insert 
themselves early into subcontracting relationships. Over time, such enterprises can 
learn and improve their competitiveness by accessing the new technologies, 
managerial practices, technical skills and marketing connections of MNCs. 

3. New rules of the game (introduced through the WTO and by foreign buyers of 
output) mean that enterprises have to comply with higher technical, environmental 
and labour standards in export markets such as ISO 9000 and ISO 14000, technical 
barriers to trade (TBT) and sanitary and phytosanitary measures (SPS). 

4. Changing consumer demand (associated with rising incomes and changing tastes) 
for more sophisticated, customised and environmentally friendly products places new 
demands on enterprises. This means that there is a premium on accessing up-to-date 
market information and ensuring that production processes and product designs are 
more flexible and closely adapted to changing markets. 

5. Increasing global competition associated with falling trade barriers and transport 
costs require enterprises to add more value in production processes to compete 
against lower-cost rivals. 

These processes are revolutionising the way in which enterprises and governments in 
small states need to operate. They call for a renewed focus on knowledge as a means 
of improving firm-level competitiveness and on coherent policies to support industrial 
restructuring. Close interactions between business associations and governments are 
also increasingly important to implement a coherent policy framework for 
competitiveness and to ensure that national obstacles (for example cumbersome 
bureaucratic procedures and inefficiencies in infrastructure) are swiftly dealt with. 

Source: Based on UNIDO (2002) 
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This ne w manufacturin g context , base d o n knowledg e an d technologica l progress , pro-
vides unparalleled ne w opportunitie s an d pose s new risks for enterprise s i n smal l states . 
On th e one hand, i t has the potential t o offer enterprise s i n small states with access to a 
virtually unlimite d poo l o f globa l assets . These asset s includ e no t onl y ne w market s i n 
both develope d an d developing countries , but perhaps more importantl y resource s suc h 
as new technologies, information , skill s and capital. A lac k of resources and small markets 
at nationa l leve l wil l pose les s of a  constraint t o industria l growt h an d structura l trans -
formation a s enterprises link up with foreign buyers and multinationals and draw on vast 
global resource s an d markets . Hence , th e dynamic s o f globalisatio n ca n prope l faste r 
industrial growth , export s an d greate r economi c prosperit y i n smal l state s tha n eve r 
before. 

On th e othe r hand , worl d economi c integratio n bring s abou t a  sudden , marke d 
increase i n competition fo r enterprises i n domestic markets - fro m imports , the entr y of 
new foreign investor s and expanding large domestic firms. There i s also likely to be more 
intense competition within the developing world for export markets, foreign investmen t 
and resources . Man y smal l state s hav e underestimate d th e intensit y o f global competi -
tion an d it s effects o n thei r enterprises . Accordingly, adjustin g t o increase d globa l com-
petition ha s place d unprecedente d demand s o n th e capacitie s o f enterprises , busines s 
associations, suppor t institution s an d governments . I n general , ol d structures , institu -
tions, behavioura l pattern s an d publi c policie s see m ill-adapte d t o dea l wit h th e chal -
lenge o f globa l competition . Ther e i s an imperativ e t o loo k outsid e familia r paradigm s 
for innovativ e policy and enterprise solutions , and to examine how the competitivenes s 
of the system as a whole can be increased . 

2.2 Diverse Perspectives on Competitiveness 

Competitiveness i s regularly mentione d i n newspaper s an d popula r discussion s o f eco -
nomic issues in small states but a  common definition i s not used. 3 This makes i t difficul t 
to interpre t som e o f the view s an d proposals . Close r analysi s suggest s tha t tw o distinc t 
perspectives underli e mos t discussions. 4 Each ha s a  different definitio n o f competitive -
ness and proposes a  different solution . 

One i s embedded i n standard macroeconomic theor y and i s concerned wit h simulta -
neously ensurin g interna l (i.e . ful l employment ) an d externa l balanc e (i.e . curren t 
account equilibrium ) i n th e shor t run . Thi s perspectiv e highlight s link s betwee n 
changes i n th e balanc e o f payments , movement s i n th e rea l exchang e rate , shift s i n 
resource allocatio n betwee n sector s an d change s i n competitiveness . Emphasisin g th e 
behaviour o f the rea l exchange rate a s the mechanism fo r adjustment , i t implicitly asso-
ciates i t wit h short-ru n competitiveness . Hence , a  country i s deemed t o b e mor e com -
petitive i f it s real exchang e rat e depreciate s an d les s competitive i f i t appreciates . Rea l 
exchange rate management i s widely used by central banks in small states to track short -
run competitiveness an d mak e adjustment s a s required. 
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A secon d perspectiv e ha s micro-leve l origin s an d i s associate d wit h busines s an d 
entrepreneurship studies . I t seem s t o reduc e competitivenes s t o a  matte r o f entrepre -
neurship in the sense of having a sufficient numbe r of individuals with the initiative an d 
discipline to establish and operate a business for exports. This has somewhat broader policy 
implications tha n th e firs t perspective . In it s simplest version, i t holds that entrepreneur -
led firm s nee d acces s t o ne w marke t information , stabl e macroeconomi c conditions , 
market-driven signals and the supply of human capital . Some variants of this perspective 
also emphasise the role of foreign investmen t i n transferring technolog y and stimulatin g 
local entrepreneur-led firms . 

Box 2.2: Defining Industrial Competitiveness in Small Developing 
States 

A concise definition of micro- and macro-level competitiveness from a technology 
and innovation perspective can be found in OECD (1992): 

In microeconomics, competitiveness refers to the capacity of firms to compete, to increase 
their profits and to grow. It is based on costs and prices, but more vitally on the capacity 
of firms to use technology and the quality and performance of products. At the 
macroeconomic level, competitiveness is the ability of a country to make products that 
meet the test of international competition while expanding domestic real income 
(adapted from OECD, 1992:237). 

The OECD definition of industrial competitiveness is simple and internally consistent. 
It highlights the relevance of price and non-price factors at the micro-level and 
emphasises that technological and marketing considerations are the paramount 
drivers of enterprise success. It translates these ideas to the national level by 
suggesting that industrial outputs (i.e. goods and services) have to meet the price, 
quality and delivery standards of increasingly open, domestic and international 
markets. This is particularly pertinent in today's progressively integrated world 
economy with falling trade barriers, accelerating technological progress and 
increasing MNC activity. The definition also links the performance of a country's 
industries to rising living standards, thereby adhering to the empirically observed 
relationship between exports and economic growth. This last point is particularly 
important for policy purposes and the UK Government White Papers on 
competitiveness and the US Competitiveness Policy Council have followed the 
OECD in viewing competitiveness as the ability to raise living standards. 

Macroeconomic an d entrepreneurshi p factor s ar e necessary conditions fo r th e competi -
tiveness o f smal l states . Fe w woul d b e abl e t o creat e competitivenes s withou t a  stabl e 
macroeconomic environmen t an d dedicate d entrepreneurs . I t i s increasingl y believed , 
however, tha t thes e factor s o n thei r ow n may  b e insufficien t t o ensur e a  continuou s 
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process o f competitivenes s a t enterpris e leve l i n smal l states . The recen t literatur e o n 
technological capabilitie s an d th e relate d literatur e o n nationa l innovation s system s 
stresses th e difficul t firm-specifi c processe s tha t ar e involve d i n buildin g technologica l 
and othe r critica l expor t capabilitie s (fo r exampl e marketin g an d huma n resources ) i n 
developing countries. 5 Thi s approach , terme d th e technolog y an d innovatio n perspec -
tive o n competitiveness , ca n b e readil y adapte d i n thi s stud y t o th e circumstance s o f 
small states . 

The technolog y an d innovatio n perspectiv e recognise s tha t smal l states have acces s 
to a  globa l poo l o f technologie s an d ar e typicall y user s o f importe d technolog y rathe r 
than producers . It focuses on manufacturing enterprise s as the main actors in the process 
of accumulating technologica l an d other expor t capabilities (fo r example marketing an d 
human resources). It emphasises the notion that enterprises have to undertake consciou s 
investments t o conver t importe d technologie s int o productiv e use . New technologie s 
have a  large taci t elemen t (i.e . person-embodied informatio n whic h i s difficult t o artic -
ulate i n hardware or written instructions ) tha t ca n only be acquired throug h experienc e 
and deliberat e investment s i n training , informatio n search , engineerin g activitie s an d 
even researc h an d development . Thi s directl y lead s t o th e issu e o f defining th e notio n 
of industria l competitivenes s an d makin g th e lin k betwee n th e enterpris e an d nationa l 
levels (se e Box 2.2) . 

2 3 Enterprise-level Learning and Competitiveness 

Figure 2. 1 shows a  simple representation o f the learnin g process a t enterpris e leve l i n a 
typical smal l state . Th e diagra m link s fou r critica l element s o f thi s process : importe d 
technology, firm-level effort , input s into enterprise learnin g and phases of technologica l 
development. 

Starting a t th e to p lef t o f the diagram , enterprise s begi n by importing technolog y i n 
embodied form s (foreig n direc t investment , licensing , equipmen t an d copying) . The n 
they inves t i n buildin g thei r abilitie s t o maste r th e taci t element s o f th e technology . 
They dra w upo n a  variet y o f interna l input s (huma n resources , technologica l effort , 
management effor t an d organisation effort ) an d external input s (othe r firms, technolog y 
support, skills, finance an d infrastructure) t o build up their capabilities. The process starts 
with capabilitie s neede d t o maste r th e technolog y fo r productio n purpose s an d may 
deepen ove r tim e int o improvin g th e technolog y an d creatin g ne w technology . Thes e 
concepts are illustrated i n Box 2.3 by examples of learning in African smal l and mediu m 
enterprises i n Kenya an d Ghana . Thes e example s were selected becaus e o f the similari -
ties with enterprise s i n smal l states . Kenya an d Ghan a ar e no t smal l states . Chapters 4 
and 5  on Mauritius and Trinidad an d Tobago provide case  studies of enterprises i n smal l 
states. 
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Figure 2.1: The Enterprise-level Learning Process 

16 SMALL STATES IN TRANSITION: FROM VULNERABILITY TO COMPETITIVENESS 

Box 2 3 : Building Competitive Capabilities in African SMEs 

Buyer-Seller Relationships for Competitiveness in a Kenyan Garment SME 
Bedi Investments Ltd. is unique in Kenya - a local SME which began in the local 
market and then moved into exports. Bedi was established in 1975 by a Kenyan 
entrepreneur as a small family-run garment firm, producing for the local market. The 
entrepreneur was not content with remaining small and localised, and developed a 
business strategy for Bedi's future growth. Over the years, the firm integrated 
backwards into making fabrics and yarns and emerged as one of the most modern 
integrated textile-garment plants in the country. The firm is currently managed by 
the founder's three sons, all UK engineering or business graduates. The firm has a 
good base of technical manpower by local standards (2 per cent of employees are 
engineers and technicians) and by the mid-1990s was spending 1 per cent of sales 
on training. Bedi gradually moved into exports and was wholly export-oriented by 
the mid-1990s, exporting goods to the value of US$4 million. 

Bedi's move into exports was greatly assisted by a long-term stable marketing 
arrangement with a foreign buyer. Bedi made contact with the foreign buyer at an 
overseas trade fair and began exporting on a small scale. The foreign buyer soon 
became impressed with the price of Bedi's products and their timely delivery and 
decided to assist with quality improvement. The foreign buyer encouraged the 



Box 2.3 (continued) 

adoption of ISO 9000, providing Bedi with information about the ISO programme and 
helping with implementation. Initially, the buyer arranged for an audit by a qualified 
consultant from abroad and subsidised its cost. It then helped Bedi to implement 
the post-audit changes in the process, including the purchase of new equipment, 
metrological tests, training workers and quality personnel, and a detailed monitoring 
system. Finally it helped Bedi with the process of verification and certification by an 
independent accredited agency. In 1994, Bedi had a 26-strong quality control 
department (7.3 per cent of employees) and its internal reject rate was under 1 per 
cent. The implementation of the ISO 9000 system doubled Bedi's labour productivity 
growth to 6 per cent per year (between 1984-89 and 1989-94), and enabled it to 
expand further into exports by attracting two more foreign buyers. 

Bedi's technological capabilities have improved significantly over time. It has a good 
capacity to search and negotiate terms for imported technology; one of the best 
production capabilities in the Kenyan garment industry (a strong emphasis on quality 
control and low reject rates, well maintained equipment and negligible equipment 
breakdown rates, and frequent changes in plant layout); and good technological 
linkages with foreign buyers and equipment suppliers. However, it lacks independent 
design capabilities and relies heavily on foreign buyers for product designs. This is a 
common characteristic of firms in the early stages of export development. The 
improvement in technological capabilities is due to a strong base of human capital, 
investment in training, long experience in production and technology transfer from 
buyers. 

Learning to Compete in a Ghanaian Food-processing SME 
With 80 staff, Astek Fruit Processing was one of Ghana's leading SMEs in the early-
1990s. Using high quality local pineapples, the firm produced an orange pineapple 
drink as well fresh fruit juices and concentrates on the domestic market. Its volume of 
sales grew at 15-20 per cent per year between the late 1980s and the early 1990s. In 
the same period, its capacity utilisation rate doubled to 40 per cent and was expected 
to reach 80 per cent by the mid-1990s. 

The firm made a good initial choice of technology. New equipment was purchased on 
a turnkey basis from Italy. The Italian equipment was cheaper and more suited to the 
smaller scale of production of the local market than rival sources of technology. The 
Italian equipment supplier sent two engineers to Ghana for two weeks to install the 
equipment and to train the workers. Prior to this, the Ghanaian production manager 
spent a month at the equipment suppliers' factory in Italy. The two Italians did the 
layout and provided the necessary engineering services but the Ghanaian production 
manager and other local technical staff also participated in designing the layout of 
the plant and positioning and wiring the equipment. Local technical staff worked 
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Five features o f the proces s o f building technologica l an d othe r expor t capabilitie s (fo r 
example marketin g an d huma n resources ) i n enterprise s i n smal l state s ar e particularl y 
relevant here: 6 

1. The  process  of acquiring  capabilities  is  unpredictable.  Investments i n capabilities , lik e 
financial investments , carr y considerabl e ris k an d th e outcom e i s uncertain . Firm s 
face technica l difficultie s an d financial uncertaintie s especiall y i n research activities . 
Moreover, firm s ca n rarely insur e agains t failur e i n capability building . The implica -
tions o f fundamental uncertaint y ar e clear : the realit y canno t b e fully modelle d an d 
the direction o f change neve r achieve s equilibrium . 

2. Capability  building is an incremental and cumulative process. Enterprises canno t instan -
taneously develo p th e capabilitie s neede d t o handle ne w technologies ; nor ca n the y 
make jump s int o completel y ne w area s o f competence . Instead , the y procee d i n a n 
incremental manne r buildin g o n pas t investment s i n technologica l capabilitie s an d 
other expor t capabilitie s an d moving from simpl e to more complex activities. 7 

3. Capability  building involves close co-operation between  organisations.  Smal l firm s rarel y 
acquire capabilitie s i n isolation . When attemptin g t o absor b importe d technologies , 
they interac t an d exchang e technica l input s with othe r firms (competitors , supplier s 
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alongside foreign engineers in a subsequent investment in a Tetra Pack technology 
(which sought to substitute paper packing for cans to reduce costs). 

Learning about the technology during the start-up and expansion had a significant 
influence on Astek's acquisition of plant operation capabilities. The firm had a 
comprehensive quality control system and a laboratory, with trained scientists, that 
performed checks on the fruit, the process and the final products. The equipment was 
well maintained by a full-time maintenance team headed by a graduate engineer. 
Moreover, it developed its main product, the orange pineapple drink, through in-
house efforts and experimentation with different formulations. 

Two factors underlie the strong local market and technological performance of this 
SME. It is owned and managed by a highly educated scientist, who has a Ph.D in 
chemistry from London University and previously worked for the Ghana Standards 
Board) and his two sons, who have degrees in business studies and mechanical 
engineering. It has also developed close relationships with technology centres and 
banks in Ghana and had ready access to technological services and finance. 

Source: Bedi - based on Wignaraja and Ikiara, 1999; Astek - based on Lall et al., 1994 



and buyers of output) an d support institutions (technolog y institutions , training bodies 
and SME service providers) i n a  national innovatio n system . Hence, interactio n an d 
interdependence betwee n organisation s (i.e . collective learning ) i n a  national inno -
vation system  i s a fundamental characteristi c o f capability building . 

4. Success  in acquiring  firm-level capabilities  can  spill  over into comparative  advantage and 
export success.  Differences i n th e efficienc y wit h whic h micro-leve l capabilitie s i n 
enterprises ar e create d ar e themselve s a  majo r sourc e o f difference s i n comparativ e 
advantage betwee n countries . Smal l state s wit h relativel y efficien t firm-leve l learn -
ing processe s wil l witnes s rapi d expor t growt h an d upgradin g whil e wea k learnin g 
processes i n others wil l be associated with poor expor t performance . 

5. Capability  building is affected by a host  of national policy and institutional factors. Firm -
level learning can be stimulated b y the trade , industria l an d macroeconomic regime , 
as well a s supported b y institution s providin g industria l finance , trainin g an d infor -
mation an d technologica l support . I n general , macroeconomi c stability , outward -
oriented trade and investmen t policies , ample supplies of general and technica l man -
power, ready access to industrial finance an d comprehensive suppor t from technolog y 
institutions ar e conducive t o rapid capabilit y building . 

2.4 Role of Policies and Institutions 

Perhaps the bes t way to analyse the influence s o n capabilit y building i n firms i s to view 
them a s being a  part o f a system of interconnected element s tha t ar e al l geared toward s 
collective learnin g i n firm s and , hence , attainmen t o f competitiveness . Thi s scheme , 
termed the national innovation system (NIS) i s shown in Figure 2.2.8 The NIS approac h 
emphasises tha t innovatio n an d learnin g ar e a  process tha t involve s mor e tha n firms , 
support institutions , government s an d othe r actor s becaus e o f synergie s an d system s 
effects. I t als o suggests tha t th e innovatio n an d learnin g proces s hinges on th e interna l 
interactions betwee n th e actor s i n the system  and th e externa l link s of the system . 

Three level s can b e envisage d i n a  NIS i n a  small state . The firs t i s made u p o f th e 
industnal clusters  within a  country . Thi s contain s al l th e firm s (producers , buyer s an d 
suppliers) engage d i n a  given industry . I n turn , nationa l industria l cluster s are linked t o 
various player s (fo r exampl e foreig n buyer s o f outpu t an d multinationals ) i n globa l 
industrial cluster s (represente d b y globa l knowledg e i n Figur e 2.2) . A s the y provid e 
access t o importe d technologies , skill s an d internationa l markets , thes e externa l link s 
are crucia l t o loca l technologica l developmen t an d competitiveness . O f course , link s 
with regiona l industria l cluster s (i.e . regiona l buyer s o f outpu t an d regionally-base d 
multinational firms ) may  b e mor e relevan t t o som e smal l states , particularl y micro -
states, than globa l ones . 

The secon d leve l i s the se t o f institutions  and factor markets  which suppor t learnin g 
processes i n industria l clusters . Ther e i s a  stron g emphasi s o n processe s o f interactiv e 
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learning, i.e . th e exchang e o f knowledg e an d informatio n betwee n organisation s 
involved in the development of capabilities. These institutions and factor market s include 
education, finance , technologica l suppor t an d physical infrastructure . Som e smal l states 
may rely more on regional institutions and factor market s than national ones . Examples 
may includ e airline s an d commercia l bank s base d i n large r smal l state s whic h hav e 
expanded int o the regional market, a s well as regional technology institution s and univ -
ersities which ar e mandated t o service the region . 

Figure 2.2: National I 

The thir d leve l i s the set  of policies tha t stimulat e th e learnin g processes between indus -
trial cluster s an d institutions . A  rang e o f policies tha t influenc e technologica l activit y 
fall unde r thi s heading , includin g th e politica l an d macroeconomi c environment , th e 
trade an d competitio n regime , busines s an d transaction s costs , th e ta x regim e an d th e 
legal system. Clearly regional trade and investment policies will also influence enterpris e 
learning within give n smal l states . 

There ar e significan t difference s betwee n nationa l innovatio n system s acros s smal l 
states due to the following underlyin g factors : 

• Th e leve l of technological an d othe r capabilitie s o f enterprises which ar e containe d 
in industria l clusters ; 

• Th e effectivenes s o f institution s an d facto r market s whic h provid e education , 
finance, technologica l suppor t an d physica l infrastructur e t o enterprises ; 
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• Th e efficienc y o f collective learnin g processes involving enterprises and institutions ; 

• Th e supportiv e natur e o f the policy framework ; 

• System s effects ; 

• Th e intensit y o f external links . 

Not surprisingly , a  few mor e efficien t system s wil l witnes s mor e sustaine d competitive -
ness tha n others . These system s ar e characterise d b y a  good bas e o f capable firms , effi -
cient institutions , significan t collectiv e learning , stron g system s effect s an d well-devel -
oped extensiv e externa l link s with foreign source s of knowledge. Furthermore, efficien t 
systems adopt business-friendly polic y frameworks (i.e . those tha t encourage exposure t o 
competitive pressure s an d lo w transaction s costs) , whic h stimulat e collectiv e learnin g 
processes between firm s an d institutions . Efficien t system s witness smoothe r transition s 
to higher levels of national capability development from collective acquisition of techno-
logies to collective improvement and eventually to collective innovation. Higher nationa l 
capability development i s in turn associated with better industrialisation , technologicall y 
advanced productio n an d competitiveness . 

Most NI S i n smal l states , however , ar e deficien t i n thes e aspect s an d i n thei r com -
petitiveness relative to industria l leaders . Weaknesses i n NIS in small states arising fro m 
missed markets , deficiencie s i n ke y institutions , poo r qualit y an d intensit y o f interna l 
interactions and weak external links are generally referred t o as systems failures. Box 2.4 
shows a  schem e fo r classifyin g system s failure s fo r developin g countrie s develope d b y 
UNIDO whic h i s also relevant t o small states. Since systems failures directly affec t ho w 
enterprises respon d t o globalisation , remedyin g the m i s the principa l ai m of a  coheren t 
policy framework t o promote competitivenes s i n smal l states . 
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Box 2.4: Gaps in NIS in Small States and All Developing Countries 

There are pervasive weaknesses in NIS in small states, and developing countries 
generally, which inhibit collective learning processes and the development of 
industrial competitiveness. UNIDO (2002) advocates a linking, leveraging and learning 
(LLL) industrial learning strategy to transform NIS in developing countries and 
classifies these weaknesses under three broad headings as follows: 

1. Those that relate to the ability of national industries to link with global industrial 
clusters: 

• Firms and clusters may lack strategic intelligence about the organisation and 
dynamics of global industrial clusters (for example evolution of technologies, 
markets and MNC behaviour) and are unable to diagnose their relative strengths 
and weaknesses; 
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Box 2.4 (continued) 

• Business associations and trade promotion organisations may lack information 
about global industrial clusters and be unable to provide services to forge links 
with foreign partners; 

• Policy-induced barriers (high and variable effective protection and controls on 
MNCs) or geographical isolation may hamper the entry of foreign partners (foreign 
buyers and multinationals) and imports. 

2. Those that relate to the ability of national industries which are already linked to 
global industrial clusters to leverage technology from them: 

• Firms may not be able to devise favourable contracts with foreign partners, which 
provide for extensive transfers of technology, skills and marketing expertise; 

• Leveraging institutions (such as investment promotion organisations, SME 
promotion agencies and regional development agencies) may not be able to 
provide a range of services to firms to leverage resources because they are top-
down, bureaucratic and lack technical manpower. 

3. Those that relate to the ability of national industries which are already linked to 
global industrial clusters and leveraging resources to initiate collective learning 
processes: 

• Firms may not be aware of the need for learning and lack basic manufacturing 
capabilities; 

• Producers, suppliers and buyers in an industrial cluster may not connect with each 
other or form clusters; 

• Firms and other actors may be unable to organise collective learning processes to 
reap systems effects; 

• Institutions providing training, technological support, industrial finance and 
physical infrastructure may be weak or fragmented and unable to provide high 
quality support services to firms; 

• The incentive and regulatory framework may not be conducive to innovation and 
learning because of residual import protection, overvalued exchange rates, high 
corporate taxes, poor enforcement of patent laws, excessive rules on MNC 
operations and weak enforcement of competition laws. 

Source: Adapted from UNIDO (2002) 



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 
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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 , 
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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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4 

Mauritius 

The Mauritius experience of creating industrial competitiveness i s analysed in this chap-
ter. I t examine s initia l conditions , industria l achievements , explanations , institutiona l 
support for private secto r competitiveness , futur e challenge s and , mos t importantly , les -
sons for othe r smal l states . 

4.1 Initial Conditions and Industrial Achievements 

There i s considerable interes t i n the Mauritius experience i n academic, policy and busi-
ness circle s i n smal l states , a s wel l a s i n larg e developin g countries. 19 Ove r th e las t 3 0 
years, few sub-Saharan Africa n countrie s have mad e th e transitio n t o the production o f 
manufactures fo r export , alon g wit h hig h pe r capit a income s an d livin g standard s fo r 
their population . Som e Africa n economie s hav e begu n producin g manufacture s fo r 
export but , sadly , thei r manufacture d expor t growt h rate s hav e rarel y bee n sustained. 20 

Furthermore, they have yet to establish a significant internationa l market presence eve n 
in a  relatively simple , labour-intensive industr y lik e textile s an d garments . Mauritius i s 
an exception i n tha t i t has turned i n an impressiv e industria l performance . O f a  sample 
of 4 0 smal l states , Mauritiu s i s als o th e fourt h bes t performe r i n term s o f it s overal l 
SSMECI rankin g (Tabl e 3.5) . 

Yet a  glanc e a t it s initia l condition s a t independenc e fro m Britis h rul e i n th e lat e 
1960s indicated tha t th e odds were heavily stacked agains t i t achieving future industria l 
success. Mauritius wa s a poor, smal l developing stat e bac k i n th e 1960 s with a  dualisti c 
economy consistin g o f a high productivity suga r plantation econom y an d a  low produc-
tivity subsistenc e agricultura l sector . I n commo n wit h man y othe r smal l developin g 
states, i t had a  catalogue o f unfavourable initia l conditions : 

• Economi c dependence o n a  single primary commodity, sugar , and proneness to term s 
of trade shocks as well as natural disaster s such a s hurricanes; 

• A  remote islan d location i n the south-western India n Ocean, far from majo r market s 
and supplier s i n th e develope d worl d an d neighbourin g a  relativel y wea k Africa n 
market an d supplie r base ; 

• A  ver y smal l domesti c marke t o f wel l under 1  million relativel y poo r peopl e (GD P 
per capita was $270 in 1970) , indicating limite d domesti c demand ; 

• A n absenc e o f raw materials an d othe r natura l resource s (suc h a s oil or minerals) ; 
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• Limite d industria l experienc e an d skill s i n th e privat e secto r outsid e a  fe w suga r 
factories; 

• A  shortag e o f capital an d a n absenc e o f financial institution s an d intermediaries ; 

• A  multi-ethni c populatio n (Indians , Creoles , Frenc h an d Chinese ) an d sign s o f 
rising ethnic tension s i n a n environmen t o f high unemploymen t an d a  scramble fo r 
jobs. 

Table 4.1: Selected Indicators, 1970, and Most Recent Estimates (MRE) 

Indicators 

Share of Manufacturing in GDP 
Share of Manufactured Exports in Total Exports 
Manufactured Exports per head 
Total EPZ Firms 
Total EPZ Employment 
GDP per Capita (current US$) 
Life Expectancy at Birth (years) 
Population 
Infant Mortality Rate per Thousand 
Land Area (sq km) 

1970 

11.5% 
14.5% 
$10.4(1976) 
85(1976) 
17,171 (1976) 
$270 
62.5 
826,000 
60 

MRE 

20.1% (2002) 
74.8% (2001) 
$936.1 (2001) 
506 (2002) 
87,204 (2002) 
$3,771 
71 (1999) 
1.2 million 
19(1999) 
2,040 

Source: African Development Bank, African Development Report 1996, Abidjan; Treebhoohun, 2001; 
IMF, 2002; Mauritius: Selected Issues and Statistical Appendix, Africa Department, Central Statistical 
Office, 2003; National Accounts Estimates (2000-2003), Issue No. 418, June 2003, Ministry of Economic 
Development, Financial Services and Corporate Affairs, Mauritius; Bank of Mauritius (2002), Annual 
Report year ended 30 June 2002 

The industria l accomplishment s o f Mauritiu s hav e defie d expectations . Tabl e 4. 1 
provides selected economi c indicator s for 197 0 and 2001/200 2 t o summarise it s remark-
able transformation fro m a  mono-crop suga r producer t o one o f the leadin g exporters of 
manufactures i n Africa wit h an emerging services sector. It has built up a significant bas e 
of export-related skills , information an d institution s far ahead o f neighbouring countrie s 
in Africa. The share of manufacturing i n GDP nearly doubled from 11. 5 to 20.1 per cent . 
The engin e o f growth wa s manufactured export s whose shar e i n tota l export s increase d 
five-fold fro m 14. 5 t o 74. 8 pe r cent . B y 2001 , th e country' s valu e o f manufacture d 
exports per head ($936 ) wa s the highes t i n Africa. Th e rapi d growth o f the textile s an d 
clothing industr y underlie s muc h o f th e dynamis m i n Mauritia n manufacture d export s 
during the las t three decades (se e Box 4.1). In the sample of 40 small states in this study, 
Mauritius i s one o f a  handful t o have develope d a  significant , internationall y competi -
tive textil e an d clothin g industry . It s textile an d clothin g industr y i s perhaps th e oldes t 
and mos t advance d (i n term s o f type s o f good s produced ) o f an y amon g th e sampl e 
economies. 
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The creation of an internationally competitiv e industria l base has been accompanied by 
an improvemen t i n economi c welfare . Spurre d b y th e expansio n o f manufacture d 
exports, real GDP grew on average by 5.9 per cent compared with 2.4 per cent i n Afric a 
between 1973-1999. 21 Furthermore , i t achieve d relativel y hig h livin g standard s fo r it s 
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Box 4.1: The Importance of the Textile and Clothing Industry in 
Mauritius 

In popular discourse the textile and clothing industry is often referred to as a single, 
homogeneous industry. However, this is an over-simplification and it would be more 
accurate to view this global industry as a value chain consisting of five main activities: 

(a) Treatment of raw materials, i.e. the preparation or production of textile fibres and 
the manufacture of yarns, for example through spinning; 

(b) Production of knitted and woven fabrics (i.e. knitting and weaving); 

(c) Finishing activities for various fabrics such as bleaching, printing, dyeing, 
impregnating, coating, plasticising; 

(d) Transformation of fabrics into final goods, including clothing, knitted and woven 
items, carpets and other textile floor coverings, home textiles (bed linen and 
curtains) and industrial textiles; 

(e) Distribution of final goods, both fabrics and clothing. 

Being a relative industrial late-comer, Mauritius does not have a strong presence in all 
the above activities in the global textile and clothing value chain. Clothing, the 
technologically simplest activity with low entry barriers, dominates its textile and 
clothing industry. For instance, in 2002 there were 43 textile firms and 274 clothing 
firms. The textile firms employed 7,995 workers, while the clothing firms employed 
69,982 workers. The textile and clothing industry thus contributed 26.5 per cent of 
total employment in the Mauritian economy (up from 9.6 per cent in 1980). The 
textile and clothing industry also contributes significantly to Mauritius's GDP and total 
exports — 113 per cent of GDP and 56 per cent of total exports in 2002. Most of this 
GDP and export contribution is due to clothing rather than textiles. Textile and 
clothing exports are highly concentrated in the US and EU markets, with the US 
accounting for 31 per cent, France for 25 per cent, the United Kingdom for 20 per 
cent, Germany for 5 per cent and Italy for 5 per cent. Mauritius seems to have 
established a significant presence in the medium to high-end garment trade. Among 
other achievements, the country is reputed to be the world's second largest fully 
fashioned knitwear producer, the third largest exporter of pure new wool products 
and Europe's fourth largest supplier of T-shirts. 

Source: Based on Mauritius Employers Federation (2003) 



population i n relatio n t o it s pe r capit a income . Th e lif e expectanc y o f a n averag e 
Mauritian wa s an impressiv e 7 1 years (u p from 62. 5 years in 1970 ) an d infan t mortalit y 
rates wer e 1 9 pe r thousan d birth s (dow n fro m 6 0 i n 1970) . A  pe r capit a incom e o f 
$3,771 place s i t within th e Worl d Bank' s categor y o f upper middle-incom e economies . 
This performance ha s led some analysts to describe Mauritius as 'an economic miracle i n 
paradise' (ILO , 1999) . 

4.2 Explaining Industrial Success 

The Mauritia n econom y i s base d o n thre e mai n economi c sector s -  manufacture d 
exports (primaril y textile s an d clothing) , up-marke t touris m an d sugar . The countr y i s 
also tryin g t o develo p ne w comparativ e advantage s i n services , particularly i n offshor e 
financial service s an d informatio n technology . Onl y tim e wil l tel l whethe r Mauritiu s 
will be able to diversify int o such services successfully. It s development path i n sugar and 
tourism ha s bee n fashione d b y factor s includin g it s resourc e endowment , locatio n an d 
policy decisions. The continuation of the sugar quota arrangement with the EU has been 
a majo r influenc e o n th e suga r industry . Sugar , followe d mor e recentl y b y tourism, lai d 
the foundations fo r modern Mauritian economic development by providing a  surplus for 
investment, a  poo l o f manageria l skills , employmen t an d a n internationa l countr y 
reputation fo r producing qualit y goods and services. 22 

Table 4.2: Inflows of Total FDI in Selected Economies, 1985-95 ($ million and 
percentage of Gross Domestic Investment) 

Mauritius Singapore Taiwan Malaysia Sri Lanka 

Average annual inflows 
1984-89 1 6 223 9 69 1 79 8 3 6 
1990-95 22. 5 4785. 2 120 7 4444. 7 128. 3 

Average annual inflows 
(percentage of GDI) 

1984-89 4. 3 28. 3 3. 3 8. 8 2. 3 
1990-94 2. 5 28. 4 3  22. 4 4. 6 

Source: UN World Investment Report, 1996 

While th e economic contribution o f sugar and tourism should no t be underestimated, i t 
is widely recognised tha t FDI in export processing zones has been the major drive r of the 
export-oriented industrialisatio n o f Mauritiu s (Dubarry , 2001) . Foreig n investmen t 
brought i n ne w capita l an d acces s t o oversea s markets . More importantl y perhaps , FD I 
also resulte d i n significan t technology , skil l an d informatio n transfer s fro m abroad . 
Accurate data on FDI inflows int o Mauritius in the 1970 s is difficult t o obtain but infor -
mation i s availabl e fo r th e 1980 s an d 1990s . According t o UNCTA D data , tota l FD I 
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inflows (includin g manufacturing ) average d $1 6 millio n pe r yea r i n 1984-8 9 an d 
increased t o a n averag e o f $22. 5 millio n i n 1990-9 5 (Tabl e 4.2) . I n relatio n t o gros s 
domestic investment , Mauritius' s reliance on FDI (2. 5 per cent i n 1990-94 ) i s compara-
ble t o Asian economie s lik e Taiwan ( 3 per cent ) an d Sr i Lanka (4. 6 per cent) , bu t les s 
than larg e investo r destinations lik e Malaysia an d Singapore . 

The impac t of the relatively small inflows of FDI on the growth of the Mauritian EPZs 
is quite strikin g i n term s o f number o f firms , employmen t an d export s sinc e th e 1970 s 
(Table 4.1) . Th e numbe r o f EP Z enterprise s increase d sixfol d fro m 8 5 t o 50 6 i n 
1976-2002 an d tota l employmen t i n EPZ s increase d fro m 17,17 1 t o 87,20 4 durin g th e 
same period . Furthermore , virtuall y al l th e country' s manufacture d export s cam e fro m 
the EPZs . The textil e an d garmen t industr y receive d mos t o f these FD I inflow s an d it s 
exports gre w rapidl y (Bo x 4.1) . Hon g Kon g an d Frenc h firm s wer e th e firs t oversea s 
investors, and Britis h and German firm s followed suit . FDI in the textile s and garment s 
industry i n th e EPZ s had a  knock-on effec t o n domesti c investment . Som e larg e loca l 
business house s engage d i n th e suga r an d touris m sector s diversifie d b y investin g i n 
garment operations . Throug h internationa l sub-contractin g relationship s wit h foreig n 
buyers an d som e join t venture s wit h foreign-owne d firms , larg e loca l firm s benefite d 
from technology transfer an d access to markets. Large local firms gradually became majo r 
exporters o f textiles an d garments from th e EPZ s alongside foreign-owned firms . 

Several advantages appear to explain why foreign companie s invested in Mauritius i n 
the 1970 s and 1980 s rather tha n i n other location s i n Africa. Thes e include: 23 

• An  outward-looking  trade and investment  strategy.  Mauritiu s wa s probabl y th e firs t 
African econom y t o adop t a n appropriat e developmen t strateg y tha t centre d o n 
attracting export-oriente d foreig n investment . Initiate d wit h th e passin g o f th e 
Export Processing Zone Act i n 1970 , this strategy emphasised attracting FDI throug h 
the establishmen t o f EPZs, duty-free acces s to raw materials and a  package of invest -
ment incentive s (se e Box 4.2). The Mauritiu s strateg y i s interesting an d offer s valu -
able lessons for othe r smal l economies intereste d i n attracting export-oriente d FDI . 

• Preferential  market access. Mauritius has been proactive i n fostering marke t acces s for 
firms producing i n th e country . It s links with th e E U have bee n vita l t o it s drive fo r 
export-oriented industrialisatio n ove r th e las t 3 0 years . As a  signatory o f th e Lom é 
Convention originall y launched i n 197 5 (an d it s successor, the Cotonou Agreemen t 
signed i n 2000) , i t develope d preferentia l trad e an d ai d link s wit h th e EU . I t ha s 
probably been the most successful AC P economy i n exploiting these links . Duty an d 
quota-free acces s to the EU market, coupled with aggressive marketing of this advan-
tage, ha s attracte d E U firm s t o relocat e t o Mauritiu s a s wel l a s encouragin g Hon g 
Kong firms to use Mauritius as a production base. Estimates by EPZ firms suggest tha t 
preferential marke t acces s unde r th e Lom é Conventio n provide d a  15-2 0 pe r cen t 
cost advantag e t o firm s producin g there . Mauritiu s wa s als o a  founding membe r o f 
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Box 4.2: Mauritius's Outward-looking Trade and Investment Strategy 

The outward-looking trade and investment strategy of Mauritius has many interesting 
features. Unlike many African developing economies, Mauritius did not subscribe to 
the orthodoxy of inward-oriented, state-dominated development strategies of the 
1960s and 1970s that emphasised import substitution coupled with heavy state 
intervention in the economy. Instead, starting in 1970, Mauritius followed a mixed 
trade policy of import substitution coupled with export incentives through the EPZs. 

These two trade regimes co-existed, influencing enterprises producing for the small 
home market and those producing for export. Mauritius began trade liberalisation in 
1983 as a part of its 1981 structural adjustment loan agreement with the World Bank. 
Gradual trade liberalisation has resulted in a regime that is much more liberal than in 
the past and one of the most open in Africa. Quantitative restrictions have been 
virtually eliminated; there are few import bans and no local content requirements. 
Nominal tariffs have fallen; the average tariff for manufacturing was about 20 per cent 
in 2003 compared with 30.1 per cent in 1994 and 86.2 per cent in 1980. 

In an attempt to reduce anti-export bias, Mauritius began promoting exports early and 
has maintained steady support. The Export Processing Zone Act of 1970 put in place a 
package of incentives which is available to both foreign and local investors. Mauritius's 
EPZ programme was based on those in East Asia. The main incentives offered are: 
duty-free access to raw materials for exports; low corporation tax rates (typically 10-15 
per cent); no tax on dividends and capital gains; free repatriation of capital, profits 
and dividends; and permanent residence permits. EPZ incentives are not automatically 
available to all potential investors. In order to qualify for EPZ incentives, foreign 
investors are subject to a detailed screening processes by an investment committee. In 
practice, however, FDI approvals processes are relatively good by African standards and 
most are approved in a matter of a few weeks. In 1985, a public trade and investment 
promotion agency, the Mauritius Export Development and Investment Authority 
(MEDIA) was established to attract FDI, promote exports and manage industrial estates. 
In 2001, foreign investment promotion became the sole responsibility of a new, 
powerful Board of Investment (BOI). 

Mauritius put in place infrastructure to reduce the capital and operating costs of 
exporting enterprises by providing developed physical facilities and reasonably 
efficient infrastructure facilities. The first industrial estate, at Plaine Lauzun, was 
initiated in 1968. Enterprises are typically scattered throughout the island in small or 
individual industrial estates. In fact, the whole country serves as an EPZ. Another 
feature is the mixture of public and private provision of estates since the early 1970s. 

The EPZ incentive package, coupled with preferential market access, low-cost literate 
labour and political stability, have made Mauritius attractive to export-oriented foreign 
investment. In addition, image building and investor facilitation by MEDIA has helped 
to translate general investor interest into actual investments in plant and equipment. 

SMALL STATES IN TRANSITION: FROM VULNERABILITY TO COMPETITIVENESS 54 



the Preferentia l Trad e Are a fo r Easter n an d Souther n Africa n State s (PTA) , whic h 
transformed itsel f int o COMES A i n 1994 . Thi s an d th e Souther n Africa n Develop -
ment Communit y (SADC ) Treat y provid e fo r preferentia l marke t acces s t o th e 
African regiona l market . 

• Availability  of cheap, literate, bilingual labour. Mauritiu s i s justifiably prou d of its record 
on educatio n an d i n th e African contex t i t has a  good base of schooling. Through a 
high leve l of expenditure o n educatio n sinc e independence , i t has ensured universa l 
primary education for the whole population an d a  secondary enrolment rat e of about 
60 per cent o f the relevant ag e group. The schoo l curriculum i s fairly up-to-date , ha s 
a reasonabl e socia l scienc e an d math s conten t an d give s considerabl e emphasi s t o 
languages (bot h English and French). Sustained investment s i n primary and second -
ary education hav e translate d int o a  literate, trainable an d bilingua l labou r force fo r 
the EPZs . Through th e Industria l and Vocational Training Boar d (IVTB) , i t has also 
created supplie s o f vocationally educate d manpowe r (fo r exampl e plan t supervisors , 
quality management technicians, equipment repair technicians and clothing designers) 
for th e EPZs . The IVT B i s discussed i n mor e detai l i n Sectio n 4.3.  Hig h unemploy -
ment i n th e 1970 s meant tha t tha t wage s for sho p floor  employee s an d technician s 
were relatively low. An educate d bu t relatively lo w cost labour force thu s has been a 
major dra w for inwar d investmen t int o the EPZs . 

• Political  stability. Compare d with many other African economie s and small states, the 
country ha s a  political environmen t tha t i s conducive t o foreign investor s an d thei r 
families. There i s a virtual absence of civil conflict an d violent crime , which i s note-
worthy fo r a  multi-ethni c societ y mad e u p o f Indians , Chinese , peopl e o f Frenc h 
descent an d Creoles . Furthermore , ther e i s respect fo r th e rul e o f law , a  reasonabl y 
efficient judicia l system , stron g adherenc e t o democrati c tradition s an d a  free press . 
Added to this is a pleasant expatriate living environment wit h good housing, schools 
and leisure facilities. This is one of the country's foremost advantage s and means tha t 
foreign investor s ca n se t u p an d operat e thei r businesse s withou t worryin g abou t 
political shocks and th e safet y o f their property o r their families . 

• Prudent  macroeconomic  management. Mauritiu s ha s ha d a  well-manage d economy . 
Fiscal an d monetar y polic y ha s bee n carefull y used  t o ensur e reasonabl e macro -
economic stabilit y i n term s o f lo w inflation , a  competitive rea l exchang e rate , rea -
sonable rea l interes t rate s an d goo d futur e economi c growt h prospects. 24 Thi s ha s 
ensured a  stable , predictabl e polic y regime , whic h i s highl y conduciv e t o foreig n 
investment an d exports . 

• Relatively  efficient  government.  A t a  microeconomi c leve l th e governmen t i s pro -
business. Busines s association s ar e regularl y consulte d o n economi c polic y matter s 
and business interest s ar e usually taken int o accoun t i n shaping policy. Governmen t 
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officials ar e typically keen to get things done and there i s a relatively lo w level of red 
tape an d corruption . Thes e issue s hav e ensure d relativel y lo w transactio n cost s t o 
business and mad e Mauritius attractiv e t o FDI. 

• Comprehensive  institutional support I n order to learn and become internationall y com -
petitive, foreig n an d loca l firm s dra w o n a  variet y o f technical , training , financial , 
marketing an d informatio n sources . Ye t anothe r importan t advantag e o f Mauritiu s 
was the presence of a reasonably comprehensive institutiona l suppor t system to assist 
the attainmen t an d improvemen t o f enterprise competitiveness . 

4.3 Institutional Support 

Five key public institutions comprise the institutiona l suppor t system of Mauritius. They 
are th e Mauritiu s Expor t Developmen t an d Investmen t Authorit y (MEDIA ) which , 
through attractin g foreig n investment , provide s oversea s marketin g suppor t an d run s 
industrial estates; the Export Processing Zone Development Authority (EPZDA) , which 
provides consultancy, training and informatio n service s for EPZ firms; the Industria l an d 
Vocational Trainin g Board , which provide s trainin g services ; the Developmen t Ban k of 
Mauritius (DBM) , whic h provide s concessionar y finance ; an d th e Smal l an d Mediu m 
Industry Developmen t Organisation , whic h provide s extension service s t o SMEs.25 

Table 4. 3 provide s th e availabl e informatio n o n th e fiv e publi c secto r institution s 
which provide services to enterprises (includin g thei r objectives, major services , number 
of staf f an d budget) . Th e fiv e institution s var y considerabl y i n purpose , ag e an d size , 
measured b y the numbe r o f staff an d financia l resourc e base : 

• I n existenc e sinc e th e 1970s , DB M i s probabl y th e oldes t o f th e fiv e institutions . 
MEDIA, founded next , i s nearly 1 5 years old. SMIDO, EPZDA and IVTB are all less 
than eigh t year s old . 

• Th e Ban k o f Mauritiu s regulate s th e DB M bu t th e othe r organisation s com e unde r 
the Ministr y o f Industr y an d Commerc e (MOIC) . Functionin g unde r th e strategi c 
guidance o f the MOIC , th e agencie s have som e autonomy i n day-to-day matters . 

• Onl y SMIDO deals exclusively with SMEs and offers information , trainin g and othe r 
services. Th e othe r fou r organisation s assis t bot h smal l an d larg e enterprises , an d 
each has a different entr y point t o service delivery such as consultancy an d informa -
tion fo r EPZDA ; trainin g fo r IVTB ; concessionar y financ e fo r DBM ; oversea s 
marketing suppor t an d industria l estate s for MEDIA . 

• O f th e fiv e institutions , DB M an d IVT B ar e th e larges t i n term s o f thei r financia l 
resource bas e an d employment . SMID O an d EPZD A (simila r i n term s o f employ -
ment an d financia l resources ) ar e th e smallest . MEDI A fall s i n betwee n thes e 
extremes. 
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MEDIA i s the spearhea d fo r investmen t an d expor t promotion . It s headquarters ar e i n 
Mauritius but i t has global reach through 1 4 small foreign office s i n target investo r mar -
kets in the US, EU and Africa. It s services include organising participation i n trade fair s 
and textil e exhibitions ; facilitating contact s with foreign buyers ; undertaking marketin g 
surveys; providing trad e information ; an d managin g industria l estates . I t ha s a  commit -
ted staf f an d management . Ther e i s a strong privat e secto r representatio n o n MEDIA s 
board (5 0 per cent ) an d man y o f it s professional staf f hav e degree s from foreig n univer -
sities and regularl y go on oversea s trainin g courses . In 2001 , the investmen t promotio n 
function o f MEDIA was removed and vested in a new and powerful Boar d of Investmen t 
(BOI). With 40 staff and an initia l budget of $1.6 million, the BOI has been tasked wit h 
developing a  more targeted approach t o foreign investmen t promotion . MEDIA becam e 
the Mauritiu s Industria l Developmen t Agenc y an d wa s mandate d t o provid e expor t 
marketing assistanc e for SMEs and t o work closely with SMID O o n SME development . 

EPZDAs mandate i s to improv e th e competitivenes s o f EPZ enterprises. As it s prin-
cipal focus i s on the smaller exporter, it s target population overlaps with that o f SMIDO. 
Given th e concentrate d natur e o f th e industria l expor t structur e i n Mauritius , mos t o f 
the firms registered with EPZDA are in the textile and garment industry and, in response 
to their needs, EPZDA has developed a  comprehensive rang e of support services for thi s 
industry, fo r exampl e customise d consultanc y service s fo r individua l firms , a  clothin g 
technology centre , technica l workshop s o n garmen t manufacturing , publications , an d 
exhibitions an d trad e fairs . 

IVTB provide s vocationa l trainin g course s t o complemen t th e trainin g service s o f 
SMIDO an d EPZD A i n relation t o SMEs . The trainin g levy  imposed o n al l enterprise s 
links IVT B t o othe r SM E suppor t institutions . Withi n thi s scheme , enterprise s ar e 
required t o contribut e a  percentage o f thei r wag e cost s t o a  centralised fund . Whe n a n 
enterprise send s an employe e o n a n approve d vocationa l trainin g course , i t can clai m a 
part refun d o f the cours e fee from th e trainin g lev y fund. Approve d trainin g course s are 
run bot h b y th e IVT B (whic h ha s vocationa l trainin g centre s coverin g footwea r an d 
leather, jewellery , textiles , I T an d printing ) an d privat e secto r trainin g institutions . 
IVTB also provides a  library and som e customised in-plan t trainin g services . 

The ai m o f th e state-owne d DB M i s to provid e concessionar y financ e an d busines s 
advice t o loca l enterprises , particularly smal l businesses, which fin d i t difficult t o acces s 
formal source s of industrial finance suc h as commercial banks . Interes t rate s charged o n 
DBM loan s t o SME s ar e typicall y 2- 3 pe r cen t les s tha n tha t charge d b y commercia l 
banks and repaymen t period s ar e somewhat longer . 

SMIDO i s mandated t o provide extensio n service s to loca l firms tha t ar e engaged i n 
manufacturing an d tha t us e productio n equipmen t tha t doe s no t excee d 1 0 millio n 
Mauritian Rupee s (1993) . SME s nee d t o registe r wit h SMID O i n orde r t o acces s it s 
support services . Registratio n wit h SMID O als o trigger s exemptio n fro m paymen t o f 
duties o n importe d productio n equipment . I n th e main , SMID O provide s trainin g o n 
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small busines s start-u p t o ne w entrepreneurs , trainin g o n managemen t an d technica l 
topics, the use of a relatively well-equipped workshop with trained staff , acces s to a doc-
umentation centre , awar d scheme s fo r achievement s i n technolog y an d export s an d a 
match-making servic e to source external consultant s fo r SMEs . 

It i s difficult t o evaluate th e effectivenes s o f this institutiona l suppor t syste m an d t o 
gauge it s specifi c contributio n t o Mauritia n competitiveness . Som e impressions , how -
ever, wer e gathere d fro m ou r interview s wit h suppor t institution s an d enterprises . Ou r 
interviews wit h th e abov e institution s suggeste d tha t ther e wer e positiv e attribute s t o 
the institutiona l suppor t syste m as a whole. In th e main , dedicate d professional s wit h a 
reasonable leve l o f equipmen t an d othe r facilitie s staffe d thes e institutions . Moreover , 
energetic an d experience d director s le d them . The y als o seeme d t o hav e coheren t 
corporate strategie s an d implementatio n plans . Furthermore, ou r interview s with enter -
prises and business associations suggested tha t ther e was a high leve l of awareness abou t 
the institution s an d th e rang e o f services they provided . There als o seemed t o be a  rea-
sonable take-up rate of support services by enterprises and the quality of support service s 
was recognised as being of reasonable quality and fairly well delivered. Thus, we can con-
clude tha t Mauritiu s has a useful institutiona l suppor t system, by African standards , an d 
that thi s has contributed t o the attainmen t o f competitiveness b y it s enterprises . 

4.4 Structural Constraints and Upgrading 

In time , however , thi s earl y expor t succes s vi a th e EP Z ran int o structura l constraints . 
From th e lat e 1980 s onwards , a  significant erosio n occurre d i n th e country' s locationa l 
advantages for FD I and it s competitiveness. I n particular : 

• Labou r cost s ros e significantly , labou r productivit y decline d an d absenteeis m rate s 
increased;26 

• Th e gradua l eliminatio n o f preferentia l acces s t o th e Europea n an d U S market s 
seemed imminen t wit h th e expir y o f th e Lom é Agreemen t an d th e Multi-Fibr e 
Arrangement fo r textiles ; 

• Residua l bureaucrati c procedure s (particularl y o n FD I approvals , wor k permit s fo r 
expatriate staf f an d customs ) wer e perceived t o b e a  significant barrie r t o increase d 
inward investment, which was increasingly focusing on low transactions cost environ-
ments; 

• Ther e wa s a  marke d increase d i n competitio n fro m lowe r cos t producer s i n Afric a 
and Asia which had liberalise d thei r entr y regulations fo r FDI and establishe d EPZs ; 

• Inflatio n ha d begu n t o rise and with i t came relativel y hig h rea l interes t rate s an d a 
tendency fo r rea l exchange rat e appreciation . 

The consequenc e o f thes e structura l constraint s o n FD I inflow s i n Mauritia n EPZ s i s 
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clearly visible. Figure 4.1 provides Bank of Mauritius data on actual FDI inflows int o th e 
manufacturing secto r (i.e . the EP Z sector ) i n Mauritiu s betwee n 1985-2002 . Th e dat a 
show tha t annua l averag e FDI inflow s decline d fro m $12. 8 million pe r year i n 1985-8 9 
to onl y $4. 2 millio n i n 1990-2002 . Som e leadin g Hon g Kon g an d Frenc h investor s i n 
textiles had begun to switch out of Mauritius t o other lo w cost locations lik e China, Sr i 
Lanka an d Bangladesh . I n Africa , Madagasca r ha s bee n a  particula r beneficiar y o f 
Mauritian outward investmen t (du e to its cheap labour and preferential marke t access to 
Europe). B y 2002/2003 , abou t 4 0 Mauritius-base d enterprise s ha d relocate d t o 
Madagascar t o undertake textil e an d garmen t production fo r export . 

Figure 4.1 Manufacturing FDI Inflows (US$ million), 1985-2002 

It i s possible tha t inheren t vulnerabilitie s associate d wit h th e country' s smal l siz e may 
have cause d th e structura l problem s mentione d abov e t o occu r mor e rapidl y tha n i n 
larger states. Mauritius had a  limited base of unskilled labou r and technica l skill s due t o 
its small population. Once the available supply of surplus labour and skills were absorbe d 
in the EP Z sector, wages rose and th e growt h process faltered. Th e absenc e o f a domes-
tic marke t hindere d domestic-marke t seekin g MNC s an d cause d other s t o exi t prema -
turely. It was at a  disadvantage, compared t o large economies, in accessing internationa l 
financial market s an d concessionar y financ e du e a  lac k o f creditworthines s t o financ e 
technological an d skil l upgrading . 

All o f thi s i s reflected i n a  slowdow n i n th e expor t growt h o f manufacture s i n th e 
1990s. Table 4.4 provides data o n manufacture d expor t growt h by sub-periods. I t show s 
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that manufacture d export s gre w rapidl y i n 1980-8 5 an d accelerate d i n 1985-92 . 
However, ther e wa s a  sharp dro p i n growt h rate s i n 1992-9 5 an d 1996-2002 . Som e o f 
the smalle r export s fel l sharpl y an d ther e wa s a  significan t slowin g dow n o f clothin g 
exports. Clothin g ha s continue d t o dominat e exports , accountin g fo r 80. 2 pe r cen t o f 
manufactured export s i n 2002 . Th e slowdow n i n expor t growt h ha s ha d a n advers e 
impact on GDP growth, which fell from 6.2 per cent per year in the 1980 s to 4.9 per cent 
in the 1990s . 

There ar e tw o othe r weaknesse s i n Mauritius' s expor t performance . First , a  heav y 
dependence on a few labour-intensive expor t products renders the country vulnerable t o 
unfavourable nationa l an d internationa l development s i n those activities . Compared t o 
other developing economies, Mauritius is exceptionally vulnerable with its high depend -
ence on on e ite m (clothing ) tha t ha s not decline d ove r time . 

Second i s the virtua l absenc e o f mor e comple x industria l products , eithe r sophisti -
cated consumer or producer goods. Mauritius has 'misse d th e boat' on the semi-conducto r 
assembly boom tha t drov e th e growt h o f Singapore and , later , Malaysi a an d produced a 
variety of related electronic and electrica l exports . The lac k of upgrading i s a significan t 
weakness - i t hinders technologica l spillover s and externalitie s from comple x industrie s 
and th e creation o f new employmen t i n technology-intensive industries . 

Table 4.4: Manufactured Export Growth, 1980-2002 (annual average percentage 
per year) 

Product 

Fish and preparations 
Pearls, precious stones 
Textile yarn, fabrics 
Clothing, accessories* 
Toys, sporting goods 
Gold, jewellery 
Optical instruments 
Watches, clocks 
Other** 
Total 

1980-85 

-
7.0 
-

16.4 
-
9.2 
-

34.2 
-

16.9 

Annual Average Growth Rates (%) 

1985-92 

-
15.3 
30.9 
23.5 
-

34.1 
-

15.0 
-

24.3 

Source: Estimated from Bank of Mauritius database 

1992-96 1996-2002 

21.0 
6.0 

24.1 
7.2 
0.3 

-14.4 
-

-3.5 
-42.4 (a) 

8.6 

10.6 
4.7 

-9.4 
0.5 

-7.4 
12.0 

-11.7 
-10.1 

-
0.7 

Manufactured 
Exports (US$m) 

2002 

73.4 
37.3 
44.6 

931.6 
6.8 

31.4 
5.6 

12.0 
17.7 

1160.1 

*1992-95. 
**lncludes chemicals and machinery. 

4.5 Recen t Competitiveness Initiatives 
Having successfull y becom e a n exporte r o f textile s an d garments , Mauritiu s face s th e 
challenge o f ho w t o sustai n it s expor t growt h int o th e twenty-firs t centur y an d t o 
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broaden and upgrade it s base of competitive advantag e t o cope effectively wit h differen t 
aspects o f rapi d globalisation , includin g fallin g trad e barriers , footloos e foreig n direc t 
investment, rapi d technologica l chang e an d mor e intens e competitio n fro m lo w labou r 
cost producers. In order to respond to these challenges, the government o f Mauritius has 
taken a  number o f steps t o attemp t t o diversify it s expor t bas e an d t o upgrad e it s com -
petitiveness sinc e the 1990s . Some o f the mai n policy initiative s undertaken include : 

• Upgradin g th e quality and technology o f textiles and garments , it s dominant export , 
and attempt s t o develop ne w expor t niche s i n printing an d publishing , informatio n 
technology services , consultancy service s and offshor e financia l services ; 

• Th e establishmen t o f a  Mauritiu s Competitivenes s an d Productivit y Council , wit h 
private secto r participation, t o guide the developmen t o f a national competitivenes s 
strategy and t o improv e firm-leve l productivity ; 

• Creatio n o f a new specialised Boar d o f Investment fo r a n aggressiv e investmen t pro -
motion driv e whic h emphasise s targetin g selecte d activitie s an d investors , cut s 
approval times for foreign investor s and provides high quality post-approval investo r 
services; 

• Streamlinin g bureaucrati c procedure s fo r exporters , particularl y i n relatio n t o cus -
toms procedure s fo r import s an d exports , procedure s fo r ne w busines s start-u p an d 
foreign investmen t approvals ; 

• Improvement s i n human resource s through th e creation o f a new Mauritius Institut e 
for Technolog y t o trai n tertiary-leve l technica l manpowe r fo r ne w expor t industrie s 
and measure s t o encourage greate r enterpris e trainin g vi a tax incentive s an d worke r 
training programmes ; 

• Encouragemen t o f enhance d technologica l activit y i n Mauritia n firm s b y a  publi c 
awareness campaig n o n productivit y an d qualit y management , a s well a s tax incen -
tives for research an d development ; 

• A  greater focus on improving SME export capabilities by a significant increas e in th e 
operational budge t o f th e mai n SM E extensio n service s organisation , SMIDO , an d 
mandating th e restructured MEDI A t o provide greater overseas marketing assistanc e 
for SM E exports ; 

• Privatisatio n o f Mauritius Telecom in order to reduce telecom call charges, and othe r 
measures to boost th e developmen t o f the I T sector i n Mauritius ; 

• Mor e timely an d aggressiv e exchange rat e management t o provide a  stable competi -
tive real exchange rat e for exporters . 

Mauritius i s likely t o face man y difficultie s i n attemptin g t o upgrade it s export compet -
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itiveness. Groups which have been negatively affecte d b y the exi t o f foreign enterprise s 
are likely to pressure for protection an d subsidies. External shocks (such as a contraction 
in oversea s demand ) ar e likel y t o dampe n expor t growth . Bu t o n th e positiv e side , 
Mauritius ha s recognise d th e urgen t nee d t o upgrad e competitiveness , t o attrac t mor e 
inward investmen t an d t o re-enginee r it s skill s base . Moreover , i t ha s activel y sough t 
technical advice from abroad , attempted to develop a consultative process with the main 
social partner s (th e government , th e privat e secto r an d th e trad e unions ) an d estab -
lished a  strong institutiona l capacit y t o implemen t polic y changes . These bol d action s 
increase it s chances o f success. 

4.6 Lessons from Mauritius 

What lesson s ca n b e draw n fro m th e Mauritiu s competitivenes s experienc e fo r othe r 
small states? The followin g ar e probably th e mos t important : 

• Smal l state s can develop expor t competitivenes s an d mitigat e th e economi c vulner -
abilities associated with smal l country size. 

• Competitivenes s a t firm leve l in small states is closely linked to shifts i n comparativ e 
advantage an d need s t o b e carefull y monitore d b y th e governmen t an d th e privat e 
sector. 

• Th e creatio n o f competitivenes s i n a  singl e productiv e secto r (suc h a s textile s an d 
garments i n Mauritius ) ca n brin g significan t welfar e gain s t o th e populatio n o f a 
small state . 

• Export-oriente d FD I i s a powerful mean s t o facilitating th e entr y o f small states int o 
export market s and creating competitiveness . 

• A  coheren t competitivenes s strateg y i s a  necessar y conditio n fo r th e creatio n an d 
improvement o f enterprise competitivenes s i n smal l states . 

• Man y policie s constitut e a  coheren t competitivenes s strateg y fo r a  smal l state . Th e 
main element s ar e an outward-oriente d trad e an d investmen t strategy ; active effort s 
to negotiate an d maintai n preferentia l marke t access ; prudent macroeconomi c man -
agement; investments i n education and training at all levels; establishment o f a com-
prehensive system of institutional support ; and investment s i n physical infrastructure . 

• Politica l stabilit y an d clos e involvemen t o f th e privat e secto r i n policy-makin g ar e 
also a vital par t o f a national policy programme t o improv e competitiveness . 
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5 

Trinidad and Tobago 

The experienc e o f Trinida d an d Tobag o i s analyse d i n thi s chapte r usin g a  simila r 
approach t o that used  for Mauritius . The chapte r examines initia l conditions an d indus -
trial achievements , enterpris e cases , polic y an d institutiona l factor s and , agai n mos t 
importantly, lesson s for othe r smal l states . 

5.1 Initial Conditions and Industrial Achievements 
Just a s Mauritius i s often cite d a s th e leadin g succes s stor y i n th e Africa n context , s o 
Trinidad an d Tobago i s today th e mos t industrialise d o f the Caribbea n smal l states , an d 
the highes t rankin g i n th e SSMEC I inde x i n th e region . To a  large degre e thi s reflect s 
its natural resources and the large oil and natural gas industries that have developed fro m 
them. Fo r thi s reason , th e cas e o f Trinidad an d Tobag o i s a t firs t sigh t les s relevant t o 
other smal l states tha n tha t o f Mauritius -  i f a  country i s not endowe d wit h a  resourc e 
such as oil, barring a shock discovery thi s will not change . However, while only a  few of 
the smal l state s i n ou r stud y hav e petroleu m resources , man y countrie s hav e natura l 
resources o f a  different bu t potentiall y significan t nature . Al l smal l state s can fro m th e 
Trinidad an d Tobag o experienc e o f providing th e polic y environmen t t o suppor t com -
petitive growth , managin g natura l resource s wel l (whethe r the y ar e petroleum base d o r 
not) an d leveragin g fro m thi s t o diversify th e industria l base . Trinidad an d Tobag o als o 
has success stories in the non-oi l secto r an d i s an exceptio n worth y o f closer attention . 

The initia l condition s o f Trinida d an d Tobag o wer e i n man y way s favourable , an d 
ever sinc e oi l wa s discovere d i n th e nineteent h century , th e countr y wa s se t o n a 
potentially higher development path than many other countries , particularly smal l states. 
While th e oi l industr y onl y reall y go t of f th e groun d afte r 1910 , by th e mid-1930 s th e 
country had become the leading oil producer in the British Empire. However, as in many 
countries tha t have experienced th e so called 'curse ' of oil, this success led to a  compar-
ative neglect of other sectors of the economy, and agriculture and manufacturing suffere d 
a sharp decline . 

Upon independenc e i n 196 2 Trinidad an d Tobago was heavily dependent o n th e oi l 
sector, an d a s a  resul t th e wide r economy , particularl y tradabl e manufactures , suffere d 
from highe r wag e rate s an d unfavourabl e rea l exchang e rates . Couple d wit h this , th e 
country als o suffere d fro m th e constraint s face d b y othe r smal l states , suc h a s a  smal l 
domestic market and limited human resource pool. As such, apart from th e successful oi l 
industry, th e res t of the econom y wa s weak and relativel y uncompetitive . 

In the decade 1973-1983 , world oi l prices rose dramatically an d th e focus o n oi l led 
to rapid growth, with rising incomes, consumption an d investment . However , falling oi l 
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prices thereafter expose d the over-reliance on oil27 and led to contracting output, declin -
ing pe r capit a income , hig h unemployment , risin g exchang e rate s an d los s o f foreig n 
exchange reserves . Wit h littl e els e t o rel y upo n fo r foreig n exchange , th e curren t 
account wen t int o large deficit, reachin g -8.59 per cent o f GDP i n 1986 - In response t o 
this i n 198 8 Trinida d an d Tobag o introduce d a  programm e o f structura l refor m an d 
liberalisation, aimed particularly a t restoring external balance. Reforms continued i n th e 
early 1990s , wit h reduction s i n impor t dutie s an d encouragemen t o f th e rol e o f th e 
private sector . As the reforms too k effect , th e econom y rebounde d an d th e manufactur -
ing sector improved significantly . A s a  result o f this resurgence an d increase d oi l prices, 
the current accoun t cam e back into balance, and while i t i s still subject t o swings in th e 
oil price, in 200 1 i t was positive a t 4.5 per cent o f GDP. 

Table 5. 1 set s ou t som e comparativ e statistic s fo r th e perio d jus t before  structura l 
adjustment an d th e mos t recen t estimates . Nationa l income , measure d b y rea l GDP, 28 

has increase d fro m US$4,94 0 millio n i n 198 8 to US$7,205 millio n i n 2002 , while rea l 
GDP per capita rose from US$4,09 6 i n 198 8 to US$5,466 i n 2002 . While th e manufac -
turing secto r has not grow n an y faste r tha n othe r area s o f the econom y (a s reflected i n 
the constan t 8  per cen t shar e o f manufacturing valu e adde d i n GDP fo r both years) , it s 
share i n tota l export s has dramatically increase d fro m 23. 4 per cen t i n 198 7 to 42.6 pe r 
cent i n 2001 . Accordingly , manufacture d export s pe r hea d i n curren t $U S hav e 
increased fro m US$38 6 t o US$1,655 i n the period 1988-2001 . 

Table 5.1: Comparative Statistics for Trinidad and Tobago - Before Structural 
Adjustment and Most Recent Estimates 

Indicator 

Gross Domestic Product (current US$000) 
Gross Domestic Product (constant 1995 US$000) 
GDP per Capita (current PPP US$) 
GDP per Capita (constant 1995 US$000) 
Manufacturing Value Added as % of GDP 
Manufactured Exports (current US$000) 

Base Year 
1988 

4,496,702 
4,940,584 

5,828 
4,096 

8 
461,300 

Share of Manufactured Exports in Total Goods Exports 23.4 
Manufactured Exports per Head (current US$) 
Openness (Import and Exports as % of GDP) 
Current Account Balance (% of GDP) 
Life Expectancy at Birth 
Population 
Infant Mortality Rate 
Land Area 

382 
66 

-8.59 
70 

1,206,310 
22 

5,130 

Actual 
Year 

1988b 

1988a 

1988a 

1988a 

1987c 

1988c 

1987c 

1988d 

1987b 

1986b 

1987b 

1988b 

1987b 

1988b 

Most Recent 
Estimate 

9,400,000 
7,205,590 

9,114 
5,466 

8 
2,182,265 

42.6 
1,655 

93 
4.5 
72 

1,318,300 
17 

5,130 

Actual 
Year 

2002a 

2002a 

2002a 

2002a 

2001c 

2001c 

2001c 

2001d 

2001a 

2001e 

2002a 

2002a 

2001a 

2002a 

Source: Author's compilation based on data from UNCTAD, Handbook of Statistics 2002 and Central 
Bank of Trinidad and Tobago, Annual Economic Survey 2002 
aWorld Development Indicators 2003; bWorld Development Indicators 2001; cUNCTAD, Online Handbook 
of Statistics 2002; dAuthor's calculation; eCentral Bank of Trinidad and Tobago, Annual Economic 
Survey 2002. 
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Table 5.1 shows the comparative success that Trinidad an d Tobago has enjoyed ove r th e 
last 1 5 years o r s o compared wit h it s ow n earlie r position . Th e SSMEC I develope d i n 
Chapter 3 , where i t i s placed fift h ou t o f the 4 0 countrie s i n th e sample , demonstrate s 
its success compared t o other smal l states . 

5.2 Selected Enterprise Cases 

The succes s o f Trinida d an d Tobag o i n th e las t 1 5 years an d it s ris e t o manufacturin g 
competitiveness i s amply demonstrated b y two enterprise-level case  studies. These sho w 
how firm s hav e use d a  technological an d knowledge-base d approac h t o manufacturing , 
as described i n Chapte r 2 , supported b y th e ne w polic y environmen t an d link s t o th e 
regional market , t o achiev e significan t growth . To demonstrate tha t thi s succes s i s no t 
just i n the petroleum sector , both cas e studies are taken from th e beverages sector . 

The first case study is that of S.M. Jaleel & Co., a soft drinks manufacturer (Bo x 5.1) . 

Box 5.1: Strategy, Technical Innovation and Training the Key To 
Success - Soft Drinks Company S.M. Jaleel & Co. 

S.M. Jaleel, based in Trinidad, is a family-run business that is now the largest soft 
drinks manufacturer in the Caribbean. Dominating the CARICOM market, with leading 
brands in four different sectors, it employs over 1,200 people in various factories and 
distribution points throughout the region. Using this base and franchised factories 
overseas, it exports to 60 countries worldwide and is established in major markets 
such as the US, where in 2003 it sold 6 million cases of drinks through the supermarket 
chain Walmart. 

This success comes from humble beginnings as a small family-run enterprise which, 
despite an 80-year history, has in effect been built from scratch in the last 25 years. 
Established in 1924 by S.M. Jaleel, it enjoyed some early success in Trinidad and 
Tobago, but as the founder grew old, competition increased and equipment became 
obsolete it went into decline. By 1970 it accounted for only 1 per cent of the local 
drinks market. However, in 1980, the founder's grandson, Aleem Mohammed, took 
over, and transformed it into the successful company it is today. 

The reasons for this success are both complex and numerous. Four key factors can be 
identified which provide lessons to other firms both within Trinidad and Tobago and 
in other small states. 

Technological Innovation: Since 1980 the installation of modern technology has 
been a key strategy, and large investments have been made in new plant machinery. 
With a mixture of finance provided by a personal mortgage and seed capital from the 
Development Finance Corporation, a modern factory was built in 1981, and the 
company continues updating its technology, currently spending US$3-5 million on 
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capital investment each year. Today it has a truly first world, state-of-the-art 
integrated production process based on P.E.T. bottling machinery and capable of 
producing up to 40,000 bottles an hour. It has even been instrumental in the design 
of new production processes, introducing a new lightweight 250ml PET bottle that is 
now patented in 150 countries. As a result, it is now transferring operating knowledge 
back to its US and European partners and earning royalties. The low marginal costs 
that such a modern production line creates not only keeps S.M. Jaleel products 
competitive, but has also led to contracts to supply P.E.T. bottles to other firms and 
to package bottles for other international brands. 

Strong Entrepreneurial Leadership: This success has owed much to the strong 
entrepreneurial drive and leadership of the current chairman. Originally trained as a 
medical doctor, he devoted years of personal study in order to make the transition to 
a manufacturing businessman, reading management books and reports late into the 
night. His desire and commitment to succeed, in co-operation with others rather than 
at the expense of others, is evident in the company's ethos and working practices. 

Investment in People: The company places great emphasis on its staff and invests a 
significant amount in training each year - 2-3 per cent of turnover. Every worker, of 
whatever grade, enrols on a structured training programme over three years, which 
uses a combination of classroom and on-the-job training. This is made up of various 
modules, as appropriate to the position, with the worker receiving printed manuals 
and operating procedures for future reference. A recent strategic partnership with the 
University of the West Indies and the Institute of Business is intended to further 
develop specific training at higher levels. This investment has paid off, with increasing 
labour productivity and high staff retention rates - 90 per cent of staff have been at 
the company for over five years. 

Product Development and Marketing Strategy: Strategic thinking has been a key 
feature behind the success, both in terms of the products developed, and how and 
where they are marketed. 

Product Development- It was quickly realised that Cola was a saturated market, so 
unique products have been developed, utilising the strengths of the Caribbean, and 
targeted at specific age groups and sectors. New products have been complemented 
with innovative bottling techniques, further increasing product differentiation. 

Export Strategy - The strategy for developing exports has been based on 
consolidation, following an 'onion ring' concept. First success in the Trinidad and 
Tobago market was achieved, followed by success in the Caribbean market, which was 
then followed by success in the Americas. The next planned steps are to focus on 
Europe, then the Middle East and Far East. To achieve these aims, strategic use has 
been made of trade agreements such as CARICOM and of innovative franchising with 
foreign partners. 



Another succes s story i s that o f Angostura Bitters , a  spirits company base d i n Trinidad , 
but operatin g o n a  global leve l (Bo x 5.2) . 
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Box 5.2: Trinidad's Own Multinational - Angostura 

Angostura, an alcoholic beverage company based in Trinidad and Tobago, has a 
history going back to 1824, when it started producing the unique and now famous 
Angostura Aromatic Bitters. From this niche it has diversified through company 
acquisition and developed into a worldwide group of companies, which produces 
rum, whisky, cognac and vodka as well as the original bitters. Now trading as CL World 
Brands PLC, it exports 85 per cent of production, has 2,500 employees and a turnover 
of US$400 million. Thus it is Trinidad's own multinational. 

Balancing Risk with Consolidation 
Angostura's success has been based on a careful balance of risk and consolidation. 
The company has been forward looking and adventurous, especially in recent years, 
At each stage, however, it has taken a step-by-step approach, and has never risked the 
core business. It has utilised local knowledge where appropriate, but has not been 
afraid to go global where necessary, especially in terms of technology and marketing. 
Leveraging off a Consolidated Niche and Preferential Trade Agreements 
The success of Angostura is ultimately based on its bitters, which has a worldwide 
reputation, and has the history of its secret formula as its competitive advantage. 
However, as with any true niche market, production of bitters is subject to a ceiling 
on sales and in order to grow further Angostura have had to diversify. This has been 
done through clever use of the Angostura brand's reputation to leverage into new 
markets. In 1949 the product range was expanded to rum and by 1997 Angostura held 
97 per cent of the local market share. This consolidated position was used to secure a 
tie-up with the multinational Bacardi company, and under this arrangement Bacardi 
purchased all of its rum from Angostura, which was able to gain preferential access to 
the EU market as a result of Trinidad and Tobago's ACP status. Without its reputation 
and production leveraged from its consolidated niche, as well as the preferential 
trading status, this lucrative tie-up might not have materialised. 
Diversification through Acquisition of Strong Brands 
In 1997 Bacardi sold its stake in Angostura and the company was brought by CL 
Financial, a Caribbean holding company which gave Angostura the financial backing 
to expand and diversify further. Importance was attached to a diversification strategy 
of building production based on strong brands. These brands could not be grown 
easily from Trinidad and Tobago so a programme of international acquisition was 
started. In the past five years more companies have been acquired, including 
Todhunter of the US, which gave access to the US market through its 'Cruzan' brand 
and Burn Stewart Distillers who produce 'Scottish Leader' whisky, which is popular in 
Africa. The combined brands use their strength in one market to pull through the 
other labels in the group. Thus expanding the market presence of each brand is easier. 



While i t may not b e possible for al l firms i n a  small state t o reach thi s level , both thes e 
case studie s sho w th e potentia l fo r enterprise s base d i n smal l state s t o becom e trul y 
globally competitive . Neithe r ha d t o rel y o n FD I o r o n a  produc t base d o n a  uniqu e 
resource endowment . Instea d the y simpl y employe d goo d strategi c though t an d a 
mixture of appropriate technology and leverag e off the regional market to make the ste p 
into global markets . This strategy should be within th e reac h o f all small states ' firms . 

5.3 Policy and Institutional Factors 

The successfu l recover y o f th e Trinidadia n econom y an d th e mov e t o expor t competi -
tiveness i s the resul t of a combination o f factors -  th e hard work and success of the indi -
vidual enterprises , combine d wit h th e supportin g polic y an d institutiona l framework 
which allowe d the m t o flourish.  Som e aspect s of the policie s adopte d a t tha t time , an d 
the curren t institutions , ar e detailed below . 

5.3.1 Policy Framework 
The polic y framework , develope d a s a  respons e t o th e oi l pric e crisis  o f th e 1980s , 
consisted of a mix of incentive-based policie s to remove economic distortions created by 
past governmen t policies , a s wel l a s mor e activ e suppl y sid e policie s t o overcom e 
problems tha t impede d th e creatio n o f ne w competitiv e advantage s b y enterprises . 
While i t i s not possible to document th e entire policy framework her e with al l its subtle 
nuances an d characteristics , th e key features ar e drawn ou t below . 

Macroeconomic Stability 
At th e heigh t o f th e economi c crisi s caused b y th e fal l i n th e pric e o f oil , th e govern -
ment appointe d a  high-leve l tas k forc e t o repor t o n th e measure s neede d t o produc e 
greater stabilit y an d t o recommend ne w policie s which wer e the n implemented . Thes e 
included measure s to : 

• Tighte n monetar y polic y t o retai n contro l o f inflation , bu t balanc e institutiona l 
liquidity; 

• Tighte n publi c spending an d wage increases , to ensure fiscal sustainability ; an d 

• Devalu e an d the n graduall y liberalis e th e exchang e rat e t o a  managed float  regime . 

Policies hav e evolve d ove r th e year s a s th e situatio n ha s improved , bu t successiv e 
governments, fro m bot h side s o f th e politica l divide , hav e bee n committe d t o imple -
menting an d maintainin g macroeconomi c stability . There i s recognition tha t i t i s diffi -
cult for enterprises t o be competitive i f the economy within which the y are operating i s 
uncertain an d uncompetitive , eithe r becaus e o f hig h inflatio n o r rapidl y changin g 
interest o r exchange rates . 
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Trade Policy 
Like man y othe r developin g countries , Trinida d an d Tobag o pursue d a  protectionis t 
trade polic y base d o n impor t substitution , whic h wa s achieve d throug h a n extensiv e 
licensing an d quot a system . However , whil e thi s protecte d loca l firm s an d may  hav e 
induced som e investment , i t was a strong disincentive t o the encouragemen t o f export s 
and internationa l competitiveness . A s th e balanc e o f payment s situatio n worsene d a t 
the en d o f th e 1980 s th e governmen t move d t o liberalis e th e trad e regime . Tarif f an d 
non-tariff barrier s were lowered gradually , t o allow firms tim e t o adjust , an d following a 
known an d se t timetable i n order t o reduce th e power o f lobbying. As domestic liberal -
isation was pursued, so liberalisation o f regional markets was sought i n order to increas e 
export potential . Trad e barrier s within CARICO M fel l an d fre e trad e agreement s wer e 
sought with South America n neighbours . 

The change s i n trad e policy , i n conjunctio n wit h th e othe r factor s detaile d i n thi s 
chapter, hav e ha d a  significan t impac t o n Trinida d an d Tobago' s tradin g profile . Th e 
economy i s now muc h mor e open , wit h import s an d export s a s a  percentag e o f GD P 
increasing from 6 6 per cen t i n 198 7 to 93 per cen t i n 2001 . The countr y has also take n 
advantage o f the CARICOM fre e trad e area , almost t o a point where i t dominates it . In 
2001, 6 6 per cen t o f total intra-regiona l export s came from Trinida d an d Tobago , while 
only 6  per cen t o f intra-regional import s were absorbed b y Trinidad an d Tobago. 29 

Active Export Promotion Incentives 
At th e same time as efforts wer e being made to liberalise the trading regime and achiev e 
macroeconomic stability , policies to actively incentivis e export s were also introduced i n 
the shor t term . These helpe d t o overcome th e previou s anti-expor t bia s tha t th e previ -
ous policy regime had encouraged . 

• Ta x Rebates for Retooling: These provided accelerated depreciation and investmen t 
allowances s o tha t 10 0 per cen t o f investmen t o n ne w capita l equipmen t coul d b e 
depreciated i n the year of purchase. Effectively thi s meant tha t tax rebates were given 
for th e tota l amoun t spen t o n capita l equipmen t purchase , thereb y actin g a s a huge 
incentive t o retool an d boos t competitiveness . 

• Ta x Allowances fo r Exports : Tax fre e allowance s wer e give n a s appropriate t o th e 
percentage o f sale s tha t wa s exporte d outsid e th e CARICO M region , i.e . i f 5 0 pe r 
cent o f sale s wa s exporte d outsid e CARICOM , 5 0 pe r cen t o f corporat e profit s 
received ta x relief . 

• Expor t Grants for New Market Penetration: Grants were given to cover 50 per cent 
of th e start-u p cost s o f breakin g int o ne w market s outsid e th e CARICO M region . 
This include d th e cost s o f marke t research/surveillanc e an d o f ne w packagin g 
requirements. The gran t onl y covere d expense s unti l th e firs t commercia l shipmen t 
was sent . 
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• Ta x Credit s fo r Ongoin g Advertising/Marketin g Expenses : To promote increase d 
promotion i n market s outsid e CARICOM , al l advertising an d marketin g cost s were 
eligible for a  15 0 per cent ta x credit . 

It should be noted tha t du e t o the introductio n o f WTO rule s to limi t expor t subsidies , 
direct incentives such as those offered abov e can no longer be offered solel y to exporters. 
Such incentive s mus t now either be offered equall y to al l firms o r not a t al l Whil e onl y 
the accelerate d depreciatio n incentiv e abov e woul d stil l b e allowable , th e principl e o f 
assisting exporters to overcome anti-export bias still holds. This can be achieved to some 
extent throug h institutiona l suppor t (se e below). 

More Recent Policy Initiatives 
Over th e year s th e polic y framework  ha s evolve d a s th e econom y ha s recovered , an d 
some policies, such a s the activ e expor t promotion incentives , have been discontinued . 
The thrust of the policies however, has been maintained i n current policies. Of the mor e 
recent polic y initiatives , tw o are of particular interest : 

• Visio n 2020 : Thi s i s a n attemp t t o se t long-ter m polic y goal s acros s a  rang e o f 
policy areas , a s wel l a s t o pursu e realisti c implementatio n plans . Althoug h i t i s a 
government-sponsored initiative , th e Visio n pla n involve s a  wid e cross-sectio n o f 
society, includin g privat e secto r an d civi l societ y representative s i n al l 2 9 subcom -
mittees an d consultatio n wit h th e publi c acros s th e country . Th e proces s ha s hig h 
level support , with th e multisectora l steerin g group chaired b y a leading private sec-
tor figur e an d a  Cabine t subcommitte e chaire d b y th e Prim e Minister . Whil e th e 
process is only at the initia l stage, and much work i s still to be done designing policy, 
let alone implementation, i t is hoped that this will be the basis for an improved and sta-
ble policy environmen t withi n whic h Trinida d an d Tobag o ca n becom e mor e com -
petitive an d raise the standar d o f living of all it s citizens. 

• Ne w Investmen t Promotio n Act : For a number o f years there have been call s fro m 
various organisation s fo r th e Foreig n Investmen t Ac t 199 0 t o b e reformed , an d th e 
pattern o f discretionary investmen t incentive s t o be replaced with a  simplified lowe r 
tax regim e tha t treat s foreig n an d domesti c investor s equally . A  ne w Ac t ha s bee n 
drafted, bu t await s passage through parliament . 

5.3.2 Current SME and Trade Support Institutions 
To support th e policy framework, a  network o f SME and trad e suppor t institution s hav e 
been se t up in Trinidad an d Tobago with the ai m of facilitating growt h and encouragin g 
export competitiveness . Ove r th e year s th e mandat e o f thes e institution s ha s mature d 
and some have been refocused a s the economy has evolved; others have been created t o 
fill gap s i n th e suppor t network . Brie f detail s o f thre e o f th e institution s involve d ar e 
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given below . Other s no t covere d here , bu t whic h ar e active , includ e th e Fre e Zone s 
Company, th e Export-Impor t Ban k and th e Burea u o f Standards . 

In many ways the current institutiona l set-up has been designed to match the growt h 
cycle o f th e enterprise s i n question . Th e Nationa l Entrepreneuria l Developmen t 
Company (NEDCO ) help s with th e start-u p an d incubatio n o f new firms an d entrepre -
neurial spirit , th e Busines s Development Compan y (BDC ) take s established smal l firm s 
and help s the m i n th e transitio n t o competitiv e mediu m siz e an d export-read y status . 
The Touris m an d Developmen t Corporatio n (TIDCO ) the n promote s thei r product s 
overseas, and facilitate s informatio n exchang e wit h internationa l markets . 

The Tourism and Industrial Development Corporation 
TIDCO wa s set up in 199 5 following a n amalgamation o f three previous institution s fo r 
promoting investment , trad e an d touris m -  th e Industria l Developmen t Corporation , 
the Expor t Developmen t Corporatio n an d th e Tourism Developmen t Authority . I t now 
works as a consolidated agenc y to market and promote Trinidad and Tobago as a premier 
destination for tourism, investment and a source for quality goods and services - i n effec t 
to marke t an d promot e 'Bran d T&T' . I t seek s t o focu s o n promotio n an d facilitation , 
rather tha n micr o trad e policy issue s that shoul d b e the real m o f the Trade Ministry . I n 
this way i t i s able to focus it s resources more effectively . 

TIDCO ha s approximatel y 12 0 employees , o f who m 9 0 ar e professiona l staff , a n 
annual operationa l budge t o f around $US3.2 5 millio n an d a  capital budget o f $US 1.2 5 
million. Given th e wide scope of its mandate, i t reports to both th e Ministry o f Tourism 
and th e Ministr y o f Trad e an d Industry , an d receive s it s operationa l budge t fro m th e 
former an d it s capita l expenditur e budge t fro m th e latter . A s TIDC O i s the certifyin g 
body fo r variou s trad e agreements , includin g rule s of origin requirement s an d certifica -
tion of exporters, i t receives income from th e required inspections . Currently i t receives 
US$0.4 million annuall y throug h suc h cos t recovery . 

The Trade and Investmen t Divisio n o f TIDCO ha s a  staff o f 28 and a  capital budge t 
of almost US$0.5 million . Most of this goes towards trade promotion (US$0. 4 million) , 
with th e res t (US$0. 1 million ) bein g spen t o n investmen t promotion . Th e unit' s 
activities include : 

• Investmen t Promotion : Promoting Trinidad an d Tobago as an investmen t location , 
especially for expor t competitiv e industrie s i n the non-oi l an d non-energy sector s of 
the economy . Thi s include s facilitatin g investor s throug h th e approva l proces s an d 
then post-investmen t aftercare . 

• Expor t Promotion : Promotin g an d facilitatin g th e expor t activitie s o f loca l manu -
facturers an d producers , includin g provisio n o f trad e informatio n o n th e criteria , 
rules an d regulation s fo r enterin g foreig n markets . Thi s occur s throug h traditiona l 
promotional outlet s (missions , fairs , etc.) , a s wel l a s increasin g us e o f electroni c 
means such as the web-based trad e poin t system. 30 
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• Researc h an d Analysis : Conductin g sectora l studies , analysi s o f trad e agreements , 
steps involved i n the expor t process and their cumulative effec t o n the expor t sector . 

To support an d facilitate thi s work, each year trade an d investmen t promotio n mission s 
are arrange d t o variou s ke y market s an d exhibitio n fair s an d conference s ar e organise d 
in Trinidad an d Tobago and th e region . 

The Business Development Company 
The BD C starte d ou t a s the Smal l Busines s Developmen t Compan y (SBDC) . A t tha t 
time i t had a  broad mandat e t o suppor t SM E development an d ofte n acte d a s a  lende r 
of las t resor t whe n firm s wer e unable t o obtain financ e elsewhere . I n 2002 , however, i t 
was remodelle d int o a  mor e service s focuse d organisatio n base d o n principle s o f cos t 
recovery, and renamed a s the BDC . Its mandate wa s changed t o focus o n turnin g estab -
lished smal l businesses int o successfu l medium 31 an d larg e enterprises tha t ca n compet e 
more effectively i n regional and internationa l markets . To do this the company provide s 
a suite o f business development service s (technical , financia l an d expor t development ) 
to existing businesses on a  cost-sharing basis . The ai m of these services i s to: 

• Enhanc e managemen t capacity ; 

• Promot e technologica l innovation ; 

• Encourag e produc t development ; 

• Improv e productivity an d qualit y control ; an d 

• Improv e acces s to expor t market s for enterprises . 

The BD C ha s a  staf f o f nearl y 5 0 people , approximatel y 2 5 o f who m ar e professiona l 
staff. It has an operational budget of US$0.8 million, approximately 1 7 per cent of which 
comes from cos t recovery for services provided. This i s targeted t o rise to 30 per cent by 
the en d o f 2005, through increasin g th e rang e o f products charge d fo r an d th e percent -
age recovery. As an example of present recovery rates , BDC charges 50 per cent o f costs 
for a  training session on standards . 

The service s provided b y the BD C include : 

• Training : Coverin g a  wide rang e o f topic s customise d a s appropriate an d includin g 
business planning , marketing , standard s an d IS O awarenes s raising , an d financia l 
management; 

• Consultanc y Services : Advice i s given o n a  wide range o f issues , including upgrad -
ing, business process re-engineering, sourcin g and marketing ; 

• Loa n Guarantee Scheme: Guarantees on loans up to US$40,000 i f a company's busi-
ness plan i s approved an d th e applican t contribute s som e of the capita l themselves . 
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The National Entrepreneurial Development Company 
NEDCO wa s established i n 2002 , when th e SBD C became th e BDC , and i n effect too k 
over th e SBDC' s rol e a s a n SM E start-u p incubator . It s mandat e i s t o facilitat e an d 
catalyse the development o f the SME sector in Trinidad an d Tobago by encouraging th e 
development o f new small 32 an d micro 33 enterprises , particularl y amon g disadvantage d 
sectors of the community such as young people, women and rehabilitated offenders . Thi s 
is done throug h th e provision o f the following services : 

• Entrepreneuria l educatio n an d developmen t (specialise d centre s and schools) ; 

• Busines s advisory an d coaching services ; 

• Busines s mentoring an d training ; 

• Smal l loans for business start-ups and advic e on securin g funding . 

Future Challenges for SME and Trade Support Institutions 
While th e interactio n o f th e networ k o f institution s i n Trinida d an d Tobag o ha s bee n 
designed fairl y wel l fro m a  theoretica l poin t o f view , th e challeng e facin g th e govern -
ment an d th e institution s themselve s i s to make thi s work i n practice. Care needs to be 
taken t o ensur e tha t activitie s an d initiative s d o no t overlap , whil e a t th e sam e tim e 
ensuring tha t ther e ar e no gap s i n th e suppor t network . Thi s wil l require extensiv e co -
ordination between the organisations, at both senior management an d operational level , 
as well as regular monitoring an d feedbac k fro m users . 

A potentia l proble m exist s a t TIDC O wit h th e desir e t o combin e al l promotiona l 
efforts int o one organisation under 'Bran d T&T'. While thi s does create some synergies, 
it has perhaps lef t th e organisatio n tryin g to do too many thing s a t once , and with con -
fused budgeting and reporting lines. Once the tourism industry has moved out of a phase 
of needin g investmen t t o increas e th e number s o f hote l room s available , i t may  b e 
preferable t o spli t tourism from trad e and investment . This would also resolve the prob-
lem of reporting t o and receiving budgets from tw o ministries an d th e inheren t conflic t 
of interests tha t thi s causes . 

5.4 Lessons from Trinidad and Tobago 

• Macr o stability is fundamental: While many factors have been at play in the country' s 
recent success, the role of macroeconomic policy in providing a stable policy environ-
ment ha s been key , especially give n th e well-documente d difficultie s tha t stron g oi l 
sector growth can have on the wider economy. With low inflation, a  stable exchang e 
rate an d sustainabl e budgets , firm s withi n th e econom y hav e ha d th e freedo m an d 
incentives t o inves t an d grow. 

• Polic y stabilit y an d unifie d strategi c direction : I n additio n t o th e stabl e macr o 

SMALL STATES IN TRANSITION: FROM VULNERABILITY TO COMPETITIVENESS 75 



policy environment , th e overal l strategi c directio n o f polic y toward s liberalisation , 
backed by regulatory an d supporting institutions , has been maintaine d b y successive 
governments. This policy stability has helped business planning and given enterprise s 
the confidenc e t o invest . Initiative s suc h a s the Visio n 202 0 plan ca n hel p t o rein-
force this , a s long a s they hav e wid e civi l societ y involvemen t an d backin g an d d o 
not become to o politicised . 

• Us e th e regiona l market as a stepping stone: Both the overal l trade figures an d th e 
individual enterpris e case  studie s poin t t o CARICO M a s being a n importan t step -
ping ston e fo r Trinida d an d Tobag o i n subsequen t wide r expor t success . Regiona l 
markets offe r th e opportunit y fo r firms t o gain experience i n th e logistica l problem s 
of exporting i n a  marke t wher e th e distance s involve d an d th e taste s o f consumer s 
are perhap s no t to o differen t fro m thei r ow n market . Thi s ca n b e invaluabl e whe n 
seeking markets which ar e further awa y or more competitive . 

• Encourag e retooling and technical innovation: Within the new manufacturing con -
text discusse d i n Chapte r 2 , technolog y play s a  ke y part . Whil e ol d an d outdate d 
technology ma y be enough t o sustain a  niche i n the domesti c market , i f firms ar e t o 
compete in international market s they need more advanced technology . An exampl e 
of thi s ca n b e see n i n th e case  stud y o f S.M. Jaleel , which ha s use d state-of-the-ar t 
technology an d innovatio n t o create new markets . While ultimatel y thi s i s a private 
sector decision , governmen t ca n encourage retoolin g an d innovatio n throug h infor -
mation sharin g an d incentiv e packages , such a s accelerated depreciation . 

• Institutiona l set-u p must be clearly defined: To work effectively, trad e support insti -
tutions mus t be integrated int o an overal l network with an overal l strategic purpose . 
In both the stated mandate and practical operations, areas of overlap need to be elim-
inated and areas where support i s lacking need to be covered. This requires extensiv e 
co-ordination betwee n organisations , bot h a t senio r managemen t an d operationa l 
level, as well as regular monitoring an d feedback fro m users . 

• Cos t recover y i s important , howeve r smal l th e fee : Fo r th e provisio n o f busines s 
support an d advisor y service s t o wor k ther e mus t b e 'bu y in ' fro m th e enterprise s 
themselves. Makin g the m pa y something , howeve r small , i s an importan t concept . 
However, introducin g cos t recovery i s difficult whe n recipient s ar e used to free serv -
ices. To overcome thi s educatio n i s needed o n th e potentia l benefits , an d th e serv -
ices offered mus t be desirable an d worthwhile . 
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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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