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CHAPTER 2

The Race for Global Competitiveness 

“The government’s role, is to ensure that its people have a good life by ensuring stable access to the best and the cheapest goods and services from  anywhere in the world - not to protect certain industries and certain clusters  of people. Contemporary governments must become transparent to their people with respect to the rest of the world. Every time governments try to protect resources, markets, industries and jobs, they cost tax payers dearly.” 

Kenichi Ohmae

Introduction 

We shall see in later chapters how global companies take advantage of their core strengths to spread their operations across the world.  By a judicious blend of global standardisation and local customisation and  effective mechanisms for coordination of worldwide activities, they build a  degree of competitiveness, which domestic/regional companies find extremely  difficult to match. The global companies keep adapting themselves to suit the needs of a changing environment.
Just as companies regularly need to renew and regenerate themselves  to remain competitive, nations also must pursue proper strategies to  emerge and sustain themselves as the best places in which to do business. In a rapidly globalising economy, competition among countries has become intense. Unless countries make  themselves attractive to investors, they will gradually see companies moving  away to better locations. This could lead to a vicious circle in which the best  talent also migrates in search of better opportunities. On the other hand,  nations can create a virtuous circle by building  supporting infrastructure such as educational institutions and research centres.  This will not only attract more investments, but also lead to the influx of talented people.  
Even in a globalising economy where deregulation and privatization are the mantras of the day, the role of governments is far from marginal. Indeed, governments need to be proactive and put in place mechanisms which will give their respective countries competitive advantages, which are unique and cannot be replicated easily by other countries. This in brief is the message of this chapter. 
Understanding competitiveness 

Michael Porter’s research on national competitive advantage
 has revealed that a nation's success in a particular industry depends on four factors: 

• Factor conditions - The availability of skilled labour and infrastructure greatly facilitates the development of an industry. It is because of cheap  skilled labour that India has become a major force in industries like IT Services, Business Process Outsourcing and Pharmaceuticals. 
• Demand conditions - The nature of the home demand for the industry's  product or service is an important factor. Sophisticated, demanding  customers in the home market put pressure on companies to become more efficient. The high  quality of most Japanese products is largely due to pressure from  demanding customers at home. 
• Related & supporting industries - The presence in the nation of suppliers  and related industries that are internationally competitive can give a major  impetus to the industry. The computer hardware and software industries  have complemented each other well in shaping the evolution of the US as  the leading nation in the world for information technology. A cluster of  related and supporting industries has made Silicon Valley the IT hub of the world. 
• Firm strategy, structure and rivalry - Conditions in the country relating to  how companies are created, organized and managed and the nature of  domestic rivalry play an important role in shaping the competitiveness of  an industry. Intense competition motivates companies to become more  innovative and efficient. The Japanese automobile industry has come a  long way since the 1940s, thanks to the competition among Toyota,  Nissan, Honda, Suzuki, Mitsubishi, and Mazda. 

As Porter has summarised
, "Firms gain competitive advantage where their home base allows and supports the most rapid accumulation of specialized assets and skills.... Firms gain competitive advantage in industries  when their home base affords better ongoing information and insight into  product and process needs. Firms gain competitive advantage when the goals  of owners, managers and employees support intense commitment and  sustained investment. Ultimately, nations succeed in particular industries  because their home environment is the most dynamic and the most challenging and stimulates and prods firms to upgrade and widen their  advantages over time." In short, nations succeed, not in individual industries, but in clusters
 connected through  vertical and horizontal relationships. The composition of these clusters and their sources of competitive advantage reflect the  state of the economy's development. 
Exhibit 2.1
Determinants of Global Competitiveness
· Domestic Economy


Productivity


Capital Formation


Competition

· Internationalization

Success in international trade


Degree of openness to foreign trade and investment

· Government

Extent of state intervention


Flexibility in responding to changes in the business environment


Ability to foster social cohesion

· Finance


Development of capital and money markets


Integration of domestic and global financial markets

· Infrastructure


Roads, Ports, Telecom, Power


Information Technology in general and Internet connectivity in particular

· Management


Competitive pricing


Efficiency in organizing activities


Entrepreneurship

· Science & Technology


Investments in basic research


Ability to develop new forms of knowledge

· People


Labour force skills 


Labour force attitudes


Labour force expectations



Source: www.imd.ch
Developing Competitiveness 

Probably, the most well known authority on global competitiveness is the International Institute for Management Development (IMD), Lausanne, which  publishes the annual ranking of nations based on their global competitiveness.(See tables). While evaluating competitiveness, IMD considers the strong interdependence among a country's attractiveness, its openness to global business activities and its standard of living.  
The competitiveness race (in 2006) has become more exciting than ever before. Although the US is still No. 1 in IMD’s World Competitiveness Yearbook, other economies, especially Hong Kong and Singapore are closing the gap. IMD has calculated the largest negative differences between the contribution of the government and the contribution of the economy to the overall competitiveness of a country. In these calculations, the governments of Venezuela, Argentina, Brazil, Mexico and Italy show the weakest performance.  They significantly lag behind on several fronts: budget deficits, debt, taxes, bureaucracy, etc. In some cases, like Venezuela, the economy performs well only because of favourable external environmental factors, such as high oil prices or more exports, not because of any intrinsic strengths. 
Exhibit 2.2

The Golden Rules  of Competitiveness
To be competitive, nations must:

· Rule 1: Create a stable and predictable legislative environment.

· Rule 2: Work on a flexible and resilient economic structure.
· Rule 3: Invest in traditional and technological infrastructure.

· Rule 4: Promote private savings and domestic investment.

· Rule 5: Develop aggressiveness on the international markets as well as attractiveness for foreign direct 
investment.

· Rule 6: Focus on quality, speed and transparency in government and administration.

· Rule 7: Maintain a relationship between wage levels, productivity and taxation.

· Rule 8: Preserve the social fabric by reducing wage disparity and strengthening the middle class.

· Rule 9: Invest heavily in education, especially at the secondary level, and in the life-long training of the 
labor force.

· Rule 10: Balance the economies of proximity and globality to ensure substantial wealth creation, while 
preserving the value systems that citizens desire.

Source: www. imd.ch

	
Exhibit 2.3  

	What governments need to do to improve the global competitiveness of their countries

	1
	Reduce pubic debt.

	2
	Reduce fiscal deficit.

	3
	Reduce tax rates and eliminate tax evasion.

	4
	Reduce military spending.

	5
	Communicate policy intent clearly.

	6
	Reduce interference in public service.

	7
	Eliminate bribery and corruption.

	8
	Remove pricing controls on industries.

	9
	Put in place sound competition laws.

	10
	Reduce social security benefits and put pressure on the unemployed to look for jobs.

	11
	Maintain law and order; minimise crime.

	12
	Take steps to promote social harmony and cohesion.

	13
	Administer justice in a fair manner and see that it is perceived to be fair by the public.

	14
	Take necessary  steps to maintain political stability.




Source: www.imd.ch
The paradigm has clearly shifted from resource endowments to value creation. Indeed, history is full of examples of countries like Venezuela, Ghana and Nigeria that have squandered away their natural resources, and seen declining standards of living over time. On the other hand, resource-scarce  nations such as Singapore, Japan and Switzerland have become competitive  by putting in place superior value addition processes. Clearly what is important is not the availability of resources but what countries do with these resources. That in turn calls for a good  educational system, strong linkages between industry and academia, good infrastructure  - physical like roads, power, telecom and soft like Internet access - and conditions that encourage an entrepreneurial mindset. 
For the purpose of this chapter, ‘nation’ may mean either the country as a whole or a particular  region within the country. Recall Kenichi Ohmae’s book, “The end of the nation state.” As Ohmae mentions in his book, in a borderless economy, “the success of an industry or a region is not the function of a nation per se, but of the particular combination of individuals, institutions and culture in this industry or that region.” In short, competition today is not between countries but between specific locations/clusters or regions. Consider the fascinating rivalry between London and New York for the post of financial capital of the world. What matters is not the overall attractiveness of the US or the UK as a place to do business. The critical issue is the specific clusters of financial services firms in  New York and London and their ability to attract  talent. 
Exhibit 2.4

The World competitiveness scoreboard 2007
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Exhibit 2.5
Leading locations for investment 1997 - 2006

	Country
	Total FDI projects secured
	FDI projects won 2005
	FDI projects won 2006
	% increase

	· United Kingdom
	· 5539
	· 559
	· 686
	· +22.7%

	· France
	· 3867
	· 538
	· 565
	· +5.0%

	· Germany
	· 1818
	· 182
	· 286
	· +57.1%

	· Spain 
	· 1315
	· 147
	· 212
	· +44.2%

	· Belgium
	· 1190
	· 179
	· 185
	· +3.4%

	· Poland
	· 1046
	· 180
	· 152
	· -15.6%

	· Hungary
	· 1026
	· 115
	· 108
	· -6.1%

	· Ireland 
	· 884
	· 67
	· 74
	· +10.4%

	· Czech Republic
	· 849
	· 116
	· 113
	· -2.6%

	· Russia
	· 843
	· 111
	· 87
	· -21.6%


The Silicon Valley story
 

What makes a country or a region globally competitive? What can governments do to improve the competitiveness of their countries and make them attractive places to do business? Answers to these questions can be found by studying the spectacular growth of what is today the world's most famous high tech hub, Silicon Valley. In a 50 mile long corridor stretching from San Jose to San Fransisco, companies have  generated wealth at  a rate which other regions can only dream of. 

The transformation of the Valley from a region of apricot and prune  orchards into a global innovation centre is a truly remarkable story. The Valley’s risk taking culture enables ideas to be taken forward quickly. The Valley facilitates the incorporation of a  company within hours. Former Sun Microsystems CEO, Scott McNealy once recalled how his company started  operations: "We were able to open a checking account on our word. We were  able to rent a building without showing an ID. We were able to get phone lines and Wilson Sonsini (a law firm in Palo Alto) filled a huge boardroom  table full of documents for us to sign. Actually, on their word processor, they  just changed a previous name to our name." 
The Valley has fostered a culture where penalties exist not for failures but for not trying. Indeed, failure is considered a badge of merit in the valley. The business environment has  bred a class of entrepreneurs called 'repeaters' who often fail in a new venture  but learn the lessons well and come back to tie up venture capital and run a  successful business. The Valley's strong belief seems to be: “Good ideas are  the most precious commodity and an entrepreneur who has them and stumbles  comes away with enough lessons to get it right the next time." 

The conditions that have fuelled the growth of Silicon Valley  are not easy to replicate. As Business Week once mentioned: "The Valley's industrial landscape is  America's dreamscape; tight links among companies and top notch  universities, unlimited access to venture capital, a rolling influx of brilliant  engineers from around the world and a diverse mix of high tech companies,  both large and small. What's more, the Valley is self replenishing. The  proceeds from one company's success are plowed back into the next  generation of startups." 

Exhibit 2.6
The growth  of Silicon Valley:  A brief history
· 1931:  
David Packard and William Hewlett, founders of Hewlett Packard begin a long and rewarding 
partnership. In 1938, they obtain a loan from a Stanford professor, Fred Terman to make an audio 
oscillator. 

· 1955:
William Shockley sets up Shockley Labs in Palo Alto.  Two years later, Gordon Moore and Robert 
Noyce set up Fairchild Semiconductor, the first company to work exclusively in Silicon Valley.

· 1959:
Noyce files a patent for the integrated circuit.  Five years later, Moore predicts
that the number
of  transistors that fit into a chip will double every two years.

· 1968:
Noyce and Moore quit Fairchild and pool $250,000 to set up Intel, which introduces its first 
microprocessor, 4004 in 1971.

· 1976:
Apple computer is set up by Steve Jobs and Steve Wozniak.

· 1977:
Larry Ellison sets up Software Development Laboratories, the forerunner of  Oracle.

· 1980:
Apple makes the biggest public offering since Ford in 1956.

· 1982:
Sun Microsystems is founded by Stanford University students, Vinod Khosla, Scott McNealy and 
Andy Bechtolsheim.

· 1984:
The husband-wife team of Leonard Bosack and Sandra Lerner set up Cisco Systems to develop 
networking technology.

· 1993:
Intel unveils the Pentium Microprocessor.

· 1994:
Jim Clark and Mark Andreassen set up Netscape.  A year later,  Netscape goes public.

· 1997:
Steve Jobs returns to Apple.

· 1998:
The Valley's growth continues, fuelled by Internet startups. Google is founded.
· 2004:
Google makes its IPO.

· 2008:
Microsoft announces a takeover  bid on Yahoo. 

Source: Business Week, August 25, 1997

Ireland: The Rising Star of Europe

One country which has transformed itself from an “also ran” into a leader in the global competitiveness race is Ireland. The country’s story is truly inspirational. An analysis of the country's evolution into Europe's most attractive investment destination offers useful lessons for countries such as ours.
In 1921, when Ireland gained its independence from Britain, it was a  poor country. Ireland got off to a really bad start, thanks to a civil war and unimaginative economic policies. Protectionism discouraged foreign trade and foreign investment, while tiny, inefficient, local industries were  subsidised. As exports fell, living standards declined. Per capita income  growth lagged far behind other countries in western Europe. In the late 1950s, faced with this  dismal scenario, the Irish Government realised the need for radical economic reforms. 

The government began to open up the economy to attract foreign investments. To start with, the country targeted companies in low-tech industries, on the basis of tax incentives and cheap labour. Subsequently, realising the need to attract more high-tech value adding industries, the government set up the Industrial Development Agency (IDA). If any institution shaped Ireland’s transformation, this was it. IDA first persuaded global pharmaceutical companies, like Pfizer, Johnson & Johnson and SmithKline Beacham to invest in Ireland. Later, the agency looked seriously at  the computer industry. Digital Equipment entered Ireland in the early 1970s. When Intel announced that it would set up a plant in Europe in the late 1980s, the IDA made a strong sales pitch. Intel’s main concern was that qualified engineers would not be available in Ireland. The Head of IDA, Kieran McGowan, came up with a brilliant idea to get around the problem.  McGowan developed a database of Irish engineers working in the semi conductor business in the US and identified people who could be persuaded to  return to their motherland. Soon, Intel set up shop in Ireland, leveraging heavily the pool of returning Irish emigrants. 

Along with a more proactive approach to attracting foreign  investment, the Irish Government also realised the importance of  education in developing a skilled workforce. Realising that its education system was in a shambles, in 1963, Ireland announced that secondary education would become compulsory. Subsequently, the government invested heavily in institutions of higher learning and technical education. These investments paid off and a steady pool of well educated and skilled labour became available.
A major landmark in Ireland’s turnaround was the admission of the country into the European Economic Community (EC) in 1973. EC membership gave Ireland the much needed financial resources to strengthen  its infrastructure. As EC nations moved towards a common market,  richer countries decided to support the poorer members. EC financial support helped Ireland in developing basic infrastructure such as roads. An Irish colleague who visited our office in Hyderabad last year remarked that the construction activities in the city reminded him of Ireland about 30 years back! EC membership also helped Ireland to gain access to markets in other western European countries. Ireland rapidly emerged as the manufacturing  base for many US companies entering Europe. 

After attracting investments from major players in the computer hardware industry such as Dell and Intel, the country targeted computer software. Over the years, a combination of factors have encouraged the development of the software industry in general, and Internet  start-ups in particular. These include a young population, (The country has one of the youngest populations in the world, with over 36% of the population under the age of 25), emphasis on technical education, government funding and the presence of several technology- oriented corporations. The corporate tax rate, currently (mid-2007) at 12.5% is one of the lowest in the world. Ireland has also signed tax treaties with 44 countries. 
Ireland has also significantly strengthened its presence in pharmaceuticals, life sciences and medical devices. Leading players such as Amgen, Medtronic, Boston Scientific, Pfizer, Merck, Abbott Laboratories and Gilead all have operations in Ireland. The sector currently (mid-2007) employs about 40,000 people and contributes about $60 billion to the Irish economy. Companies like Wyeth which set up shop in the country way back in 1974 have, over the years, significantly expanded their operations and R&D activities. Amgen, the world’s largest biotech company has announced it will invest more than $1 billion and employ more than 1100 people in Cork, Ireland by 2010. Amgen has praised Ireland for its “thriving biotechnology community, infrastructure to support biologistics manufacturing and pro business environment
.” Pfizer operates six plants while Novartis has located its global procurement centre. Merck has set up a centre of excellence for managing European clinical trials.
Realising that the availability of skilled manpower is becoming a bottleneck in high tech industries across the world, Ireland is investing heavily in building a talent pool for the life sciences business. Four leading colleges in Ireland have come together to set up the National Institute for Bio-processing, Research and Training. This Institute is providing a steady output of people ranging from PhDs to technicians who get a practical feel of the business environment and industry best practices. Trinity college has opened a major bio engineering research centre with a research focus on arthritis and osteoporosis. 
The pharma industry in Ireland currently employs 17,000 people directly and accounts for exports worth $35 billion. Of the world’s top 15 pharma companies, 13 have operations here. Six of the world’s top 10 drugs are manufactured in the country. Some 140 companies manufacture medical devices. Employment in this sector has reached 26,000 while annual exports have crossed $8 billion. 
In recent years, rising wages have eroded significantly Ireland’s competitiveness. As Irish living standards approach those of the more advanced economies in western Europe, growth is expected to slow down. But the country’s ability to innovate, a proactive government and a strong international orientation make Ireland pretty well placed in the global competitiveness race.  
Hong Kong
: Moving from manufacturing to high value added services 

Hong Kong which recently celebrated its tenth anniversary as a special administrative region of China, remains the international gateway to mainland China and Taiwan.  Hong Kong’s new avatar after being handed over by the British to China in 1997, got off to a tumultuous start as the Asian currency crisis unfolded. After initially avoiding the crisis, Hong Kong found itself dragged into the turmoil in 1998. Taking advantage of the fact that the Hong Kong dollar (HK$) was pegged to the US Dollar in the country’s currency board system,  speculators started selling the HK$, hoping the Monetary Authority (the equivalent of the central bank of an independent nation) would raise the  interest rate to protect the peg and thereby bring down the stock prices. (The Hong Kong index includes several real estate stocks whose prices fall when interest rates go up). By shorting the stock market, even as they sold HK$, speculators looked all set to make windfall profits. In August 1998, the Hong Kong government spent $118 billion buying shares on the local stock market to ward off speculative attacks from hedge funds. 
Even as the move stabilized the market, concerns rose about the role of the government in what many considered the freest economy in the world. The government too dropped the rhetoric of non intervention and positioned itself as a proactive market enabler. As its expenditure increased, the fiscal deficit began to widen. The government ran fiscal deficits for several years but by 2006, after a sustained economic recovery, the budget was back in surplus, with the government spending only 17% of GDP against the OECD average of 40%.  
Economic growth has been impressive in recent years (2005 – 7.5%, 2006 – 6.9%). Hong Kong attracts more than 25 million visitors each year. It is the world’s third biggest air cargo hub and the second biggest container port by throughput. Hong Kong intermediates some $300 billion worth of China’s trade. And Hong Kong remains a flexible and free economy despite occasional criticism of the government’s involvement in initiatives such as the cyber port project (1999) and Disneyland (2005). Unemployment after climbing to 6.2% in 1999 and 7.9% in 2003, has fallen every year and is currently around 4.8%. 
In recent years, financial services have become increasingly important to Hong Kong as much of manufacturing has shifted to China. The world’s leading investment banks, hedge funds, private equity firms and insurance companies have a strong presence here. Hong Kong is probably the third most important financial centre  in the world today after New York and London. The widespread use of English, a  western style legal system and international standards of corporate governance have helped Hong Kong build a vibrant financial services cluster that also includes international law firms. Hong Kong is a far more credible centre for a stock market listing than Shanghai in mainland China because of better regulation. As the Economist reported
, “Hong Kong’s stringent regulatory standards give any Chinese firms  listing in its territory  an instant credibility boost in the eyes of foreign investors.” 
Hong Kong’s transformation in the past two decades from a low cost manufacturing base to a hub for high value added services has been remarkable. It is conceivable that in the coming years, Hong Kong’s importance to China will continue to decrease even as Shanghai’s increases. Hong Kong’s rising costs, air pollution and traffic congestion are major concerns. But uniquely placed in China’s backyard, well integrated into the global economy and with a culture that encourages innovation, Hong Kong will certainly gain in absolute terms. 

Exhibit 2.7
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Taiwan: Asia's Silicon Valley
If Ireland represents the new face of Europe, Taiwan is a resounding testimony to the strengths of Asia. Taiwanese companies have made a name for themselves in the global marketplace, in high-tech industries such as micro processors. Taiwan's ability to withstand the Asian currency crisis of 1997-98, while neighbours like South Korea suffered, reflected the country's strong fundamentals. 

Taiwan’s remarkable progress in the last few decades offers several useful lessons. Though a small country with a little over 20 million people, Taiwan is one of the largest producers of various IT products in the world. Companies such as Acer (computers), Giant (bicycles) and Taiwan Semiconductor Manufacturing Corporation have done the country proud. The most remarkable feature of Taiwan is that it has not  invented any of these products; it has come up with cheaper versions of  products invented by other companies. 

Unlike Japan and Korea, where  government - directed bailouts of ailing companies are common, in Taiwan, sick companies
 are allowed to go bankrupt. Just as it is easy for sick companies  to exit, so is it for new start-ups to attract investors, thanks to a thriving  venture capital industry. The government of Taiwan has realized the importance of creating and disseminating knowledge to foster the growth of high-tech industries.  Government research institutes spend time, effort and money to explore and understand futuristic technologies and sell their know-how to local companies for a fee. 

Efficient manufacturing is the main strength of Taiwan’s computer companies. Flexible manufacturing, rapid new product development and supply chain management are the key strengths of these companies. Many use a  Build-to-Order model. Mitac International Corp, one of the bigger computer manufacturers on the island, is a good example. Mitac’s suppliers are electronically linked and usually respond to the company’s requirement  within 24 hours. Basic components such as keyboards are manufactured at  Mitac’s factory in Shunde, China. Complex components are made in Taiwan and the US. The final assembly takes place at Freemont, California. Mitac  takes orders from customers over the Internet and supplies the machines under  different brand names such as Compaq and HP direct to US dealers. With the PC industry struggling, Mitac  has expanded its server business, winning Dell and IBM as new customers to add to its existing base of Sun Microsystems and Hewlett-Packard. Mitac also is a leading seller of PDAs and handsets equipped with GPS technology, selling under its own Mio brand name and also as a contract manufacturer for Medion.
Taiwan is now realising that it is difficult to compete in a high  tech industry on the basis of costs alone. In addition to flexibility and operational efficiency, the country has been laying emphasis on knowledge-based industries in recent years. Investments in R&D have increased even as the government has been doing its best to develop clusters on the lines of Silicon Valley.
Finland’s attempts to sustain global competitiveness

Finland, one of the richest countries in the world, grew at about 3.4% per annum between 1994 and 2005. This is a  very impressive performance indeed when we consider that the OECD nations as a group grew at only 1.8% during the same period. Clearly, the country has recovered smartly from the recession of the early 1990s. The World Economic Forum has ranked Finland at the top for several years now in global competitiveness.

Finland’s education system has played a key role in the country’s success. The country spends about 6% of its GDP on education. Some 1.75% of GDP is accounted for by higher education alone. Finland scores very high for skills in maths,  science and reading.  The state pays tuition fees and living costs to students pursuing higher education. There are close links between tertiary education institutions, companies and research institutions.

Finland spends 3.5% of its GDP on R&D of which, 70% comes from the private sector. The country ranks high in terms of patents per capita. Many of these innovations are either exploited abroad or the companies that develop them are bought out by foreign owners. Finland has a wide range of government funds to help start ups do research. 

One of the more nimble and well regulated economies of Europe, Finland has taken full advantage of the integration of the European countries through the single market and the Euro. (Finland’s bigger Scandinavian neighbours, Sweden, Norway and Denmark are  yet to join the Euro.) The country has looked at globalization as a great opportunity. Foreign investments from the US, the UK, Sweden and Germany have transformed sectors such as banking. 
On social indicators too, Finland ranks very high. According to Dekka Himanen, a Finnish intellectual, the Finnish dream is rooted in the “ethics of dignity.” The Finnish Model which emphasises everyone’s equal right to fulfill their potential in life, is built on a universal right to public high quality and mostly free education, healthcare and social benefits such as child care.

But Finland faces major challenges in the years to come. Employment growth at 0.4% is quite weak. Prices are high and income taxes punishing. Finland has Europe’s most rapidly ageing population. With life expectancy continuing to increase, more and more people will be spending time in retirement. The percentage of population over the age of 64 will increase from 17% in 2010 to 27% in 2035. Pensions related expenditure is expected to go up from 11% of GDP in 2010 to 14% in 2030. Public debt is expected to increase from 35.8% of GDP in 2010 to an unsustainable 117.5 % in 2050. 

Finland’s education system has been criticized for being too technical, for encouraging rote learning and for its strong examinations focus. The university system, while good at producing researchers and technicians is not so good at turning out entrepreneurs and sales professionals. Even though the Finns are good at taking out patents, many of the inventions are not commercialized or scaled up. Universities are now strengthening their sales and marketing courses and running programs to strengthen entrepreneurial skills. This is going to be critical. Few Finns want to be entrepreneurs. The generous welfare state, the high income taxes and double taxation of dividends have combined to reduce the incentives for entrepreneurs. 
Compared to its peers, Finland’s ability to attract foreign direct investments (FDI) has been disappointing. Among the 27 EU countries, Finland ranked 20th in 2005. FDI inflows actually decreased to Euro 2.98 billion from Euro 3.6 billion in 2005. The proximity of Baltic countries such as Estonia that offer significantly lower taxes and labour costs explains this trend. Corporate tax rates at 26% are quite competitive but personal tax rates at about 50% are a major deterrent to foreigners.

A report prepared by McKinsey has mentioned that the ageing population can be supported only by improved productivity of the public sector. The generous welfare state can be financed only by increasing the employment rate. Finland’s youthful finance minister, Jyrki Katainen hopes to maintain the welfare state even as he reforms the economy’s structural weaknesses. That involves weaning people off benefits by offering incentives to work, bringing down income and corporate taxes, reducing the role of the public sector and privatization. Katainen recently mentioned. “I don’t want to privatize everything but have an open attitude to using the best provider. Privatization is the wrong word – contracted out is better.”

Finland finds itself at a cross roads today. It is one of the richest and most competitive nations in the world. But in the coming years, a lot of hard work and imagination will be needed to retain this status.

Israel’s vigorous economy

Israel, another small country, has made remarkable strides in recent years, despite being located in one of the most troubled and unsafe regions of the world. The Israeli economy looks healthy, having grown at about 5% per year for the past five years. The country’s currency, the Shekel is strong, the budget is showing a surplus and foreign investments have reached record levels. In terms of GDP per capita measured at purchasing power parity, Israel is richer than Greece or Portugal. Tax cuts and deregulation introduced in 2001 have helped the economy take off. So has the country’s strong technology sector. A record number of Israeli firms are listed on the NASDAQ in New York.  

Meanwhile, Israel does face some challenges. Falling productivity in some sectors and growing income inequality are two of them. The proportion of families below the poverty line has risen from 17% in 1998 to 20% today. This is mainly due to high rates of unemployment among Arabs and ultra Orthodox Jews who together make up nearly a third of the population. The government is trying to help Arabs, who often face discrimination in the job market. At the same time, it is creating incentives for Jewish extremists to pursue professional training and work instead of studying religious scriptures on government handouts. The government is also trying to revamp the education system and promote R&D. Many of these reforms will, however, be difficult to implement in Israel’s multiparty coalition system in which small parties representing religious groups and the poor, do not hesitate to make various demands in return for lending support to the government. But Jewish ingenuity, the pressure to make the most of limited domestic resources and a sheer determination to do well in a hostile environment, will most likely help Israel to sustain its global competitiveness. 
Japan: Is a comeback around the corner?
Japan attracted a lot of attention in the 1970s and 1980s after the country had made a strong comeback from the ravages of the second world war. Japanese companies like Sony and Matsushita rapidly globalised. Toyota established world class benchmarks in quality while Canon rapidly overlook Xerox. Even though many Japanese companies have continued to do well in the past two decades, most notably Toyota, the recession of the 1990s following the burst of the stock market and real estate bubble, took its toll. Japan’s economy generated 9.1% of the world’s economic output in 2006, the lowest seen in more than two and a half decades. The 9.1% share was just more than half of the 17.9% the world’s second-largest economy achieved in 1994. The latest figure also marked the sixth straight year of decline. Japan’s output accounted for 10.2% of the world’s economic output in 2005, 11.1% in 2004 and 11.5% in 2003
.
But Japan is making all out  efforts to stage a comeback. The country is trying to break away from traditional practices such as lifetime employment, seniority based pay and reciprocal cross shareholdings, popularly called Keiretsu. These practices are commonly held responsible for imposing various rigidities on the economy.
The labour market is becoming more flexible with mid-career job changes becoming more common. Performance based pay and promotion on merit are becoming the norm. The consumer electronics giant, Matsushita has introduced a scheme in which employees are paid higher salaries than in the past, in lieu of a lump sum pension on retirement. Employees can put some of the money in investment schemes of their choice and take the money along  if they change employers.
Japan still scores low on entrepreneurship. Venture capital activity is much lower, compared to the US. Startups account for only 4% of all firms compared to 14% in USA. The Japanese culture not only frowns on public displays of wealth but also does not look at failure favourably.  Schools emphasize conformity over individualism. Students work hard but are not encouraged to think and find solutions to problems on their own. 
Japan generates 51% more patents than the US, has more scientific researchers relative to population and higher R&D expenditure relative to GDP than the US. But this has not resulted in global competitiveness in many of the most exciting industries in the world today. Japanese firms are doing extremely well in industries like cars, consumer electronics, imaging products and video games. But in PCs, and software, they lag behind. The Japanese seem to be doing well where product design is proprietary. But in case of open systems which involve collaboration with other players, the performance has not been that good. Japanese companies also seem to concentrate more on incremental rather than radical innovations.
The government is trying to increase funding for researchers in industries like nanotechnology and clean energy. It is offering more favourable tax treatments for venture capital investments and making it easier for start ups to issue stock options to staff. The rise of second tier stock markets like Mothers (Tokyo) and Hercules (Osaka) is also helping the cause of start ups. Listing requirements on the JASDAQ have been loosened. Between 2001 and 2005, there were 747 IPOs in Japan, compared to 617 in USA. A further reduction in capital gains tax and a broader educational curriculum are among the measures being currently debated.

Meanwhile, Japanese firms are less aggressive than their American counterparts when it comes to offshoring. Many high value items continue to be made in Japan. The country  has not made China a manufacturing hub, as one would have logically expected, out of concern for intellectual property violations, cultural factors and past hostilities.  
As the same time, Japan is trying to attract more foreign direct investment. The bet is that foreign investors will bring with them superior management practices from which local firms can benefit. Foreign investors have certainly made an impact in recent years. Renault has rescued Nissan while Ripplewood has turned around Long Term Credit Bank of Japan. Goldman Sachs has fixed and revived Universal Studios, an ailing theme park. 
Germany
 
: A nation trying to reinvent itself
Described as the “sick man of Europe” in the early 2000s at it struggled to grow and cope with the economic challenges of reunification, Germany is trying to stage a come back. The reunification effectively added 25% to the population but little to the output. Meanwhile, the struggle in the 1990s to cope with the pressure on margins due to the strong Deutsche Mark, gave a great incentive to the country’s exporters to be more competitive globally. 
After the arrival of the Euro, the country has been  more disciplined than many other European countries in holding down wages. With labour becoming more flexible and local wage negotiations gaining currency as opposed to industry wide negotiations, German firms are looking  more upbeat. GDP grew by 3% in 2006, the fastest since 2000. Both exports and domestic demand are holding steady. Employment rose by about  570,000 in 2006. In the western part of the country, unemployment showed the biggest fall, since the late 1960s. 

While the economic cycle has certainly improved the state of affairs, structural reforms have also made a significant contribution. State guarantees for public sector banks have been removed. Banks are increasingly pricing loans according to the risk involved, thanks to Basle II. Companies are also learning to use capital more efficiently. Many financial institutions have divested their old stakes in companies. The complicated network of cross shareholdings has been largely dismantled. Shareholders have become more demanding. 
The growth of emerging markets has boosted German competitiveness. Germany  is exporting more and more to China, India, Russia and other countries in central and eastern Europe. Orders for machine tools are booming. German companies are also well placed to benefit from the growing interest, the world over, in environmentally friendly technology. 

The success of Hamburg in recent years points to the strides made by parts of Germany. Hamburg, a city state, has traditionally been Germany’s gateway to the world. Though Hamburg is only half as  big as Berlin, the state capital, it is almost twice as rich. With a per capita disposable income of $41,630 in 2006, Hamburg is easily Germany’s richest state and also the fourth largest economic region in the European Union. Nearly 9 million containers passed through Hamburg last year. The city has a well diversified industrial base.  Airbus the global aerospace giant, has a large plant. Many publishers are headquartered here. Hamburg has also emerged as the transit hub for exports from Scandinavia and Eastern Europe.
Meanwhile, several challenges remain unaddressed. Germany’s labour markets have been one of the biggest sources of concern. Liberal labour benefits, a hall mark of the welfare state, have been traditionally financed through a payroll tax with matching contributions from individuals and employers.  Unemployment and early retirement programs have pushed up these contributions and labour costs. The burden on the social security system has increased further after unification. Chancellor Helmut Kohl, who masterminded the unification, tried to introduce some structural reforms but gave up after tripartite talks with unions and employers failed. Kohl’s successor, Gerard Schroder introduced the Agenda 2010 to push through reforms. Schroder’s government introduced laws to make the labour market more flexible by reducing job protection and lowering social security contributions for certain part time jobs. The government also attempted to revamp the Federal Employment Agency and introduced measures to give more incentives to the unemployed to look for work. But these reforms will have to accelerate. By 2020,  50% of Germany's adult population might cross the age of 60, putting an unbearable strain on government finances. The current government of Angela Markel has a lot more to do in this regard.
The bargaining power of workers has decreased because companies are trying to move work away to central Europe where labour is much cheaper. The system of industry wide wage deals between employer’s representatives and trade unions has been dismantled. More and more companies, especially in eastern Germany have chosen to bypass the central bargaining system altogether. But the core of the labour market still remains rigid. Kundigungsschutz, the legal protection against worker dismissals makes the cost of firing high. This in turn deters hiring. The country’s labour unions still remain powerful and the government is yet to modify regulations that make it tough to retrench workers. 
Meanwhile, Germany’s federal structure, traditionally one of its strengths has become increasingly a liability. The “Lander” have too many veto rights that make reform exceedingly difficult. But now the Lander seem to be getting around to the view that it may make sense to give up their Veto rights over federal affairs, in return for gaining more local power, especially in the area of education. 
Another concern for Germany is non uniform development across the states and a growing divide between the flourishing south east and the stagnant northwest. Out of Germany’s 16 States, the four southern most states generated almost half the GDP. Since reunification, their economies have grown by 48% compared with 37% for the three largest states in the north. 

France: Challenges ahead
France, one of Europe's leading economies, has been steadily declining in global competitiveness in the past two decades. A huge public sector, rigid labour markets and disappointing political leadership have contributed to this phenomenon.  Fundamental doubts remain about the ability of the French system to reengineer itself at a fast pace. The traditional deep rooted cynicism about businessmen has not helped. As Noel Goutard, former CEO of Valeo, the auto parts company
, once mentioned, "France will always be skeptical of the businessman. It admires a good farmer and a good  shopkeeper. The French aren't sure what to think of the entrepreneur. It's a complex country. The problem is the elected politicians. They come from  civil service, teachers. No wonder, they don't have any understanding of the  industry.”  But French leaders are now slowly reconciling themselves to the new ways of  doing business in a rapidly globalising business environment. Fortunately for them, the government is also slowly changing its mindset. 
The recently elected president, Nicholas Sarkozy known for his dynamism and high energy levels, has been attempting to reform the rigid labour market. Taxation on overtime hours has been reduced. Sarkozy has indicated that France is willing to accept ideas from the US in a country where bashing Americans is a popular past time of politicians. As  the Economist recently mentioned
. “If Chirac (Sarkozy’s predecessor) looked upon America with a mixture of envy and disdain, Mr.Sarkozy appears genuinely hard fond of the place and its people.”

But much more has to be done by the French to align themselves with the global trends. Despite two waves of privatization in the late 1980s and the mid-1990s, which led to the  privatisation of 36 companies and banks, the share of French public sector enterprises in the economy, remains very high compared to other OECD countries. The value of these enterprises’ assets is estimated at around $400 billion compared with $30 billion in Britain. The public sector in France employs some 1.3 million workers. The country’s approach to privatization has been half hearted,  by and large focused on converting state firms into limited and listed companies, but with the state keeping big equity stakes in key firms and small stakes in others.

Even as Sarkozy has expressed in public his determination to modernize France, he has found himself involved in microlevel issues such as the merger of Gaz de France and Suez. By trying to influence the policies of the European Central Bank, which is responsible for formulating monetary policy for the entire Euro zone,  Sarkozy has dragged himself into an avoidable controversy. Moreover, many French business leaders feel that
 Sarkozy’s reform program risks getting bogged down in its own red tape. They have been complaining about the legal complexity and draconian conditions imposed on those who want to introduce tax-free overtime. 
India: Has the Indian century arrived? 
India is currently occupying the centre stage of the global economy, along with China. A recent article by historian, William Dalrymple in Time magazine (to commemorate 60 years of the country’s independence), pointed out that at the height of the Mughal empire, India was rivalled only by China. In 1600, when the British East India company was founded, Britain was generating 1.8% of world’s GDP while India was producing as much as 22.5%.  But by 1870, Britain contributed 9.1% of the world’s GDP while India had been reduced to a third world nation. After this short blip in history of about 300 years, Dalrymple concluded that India seems to be well on the way to making a strong comeback. “Extraordinary as it is, the rise of India and China is nothing more than a return to the ancient equilibrium of world trade, with Europeans no longer appearing as gunboat riding colonial masters but instead reverting to their traditional role: that of eager consumers of the much celebrated manufactures, luxuries and services of the East.” 

How valid is Dalyrymple’s claim? There is no doubt that in 
the 60 years since the country won its independence, India has come a long way. Cynicism had run high at the time of the country’s independence. Indeed, Winston Churchill   warned that "to abandon India to the rule of the Brahmins would be an act of cruel and wicked negligence". If the British left, he predicted, India would "fall back quite rapidly through the centuries into the barbarism and privations of the Middle Ages". The massacre of an estimated one million refugees during the partition of the subcontinent in 1947, just before independence seemed to support Churchill’s argument. The big question was whether effective governance would ever be possible in a country with such ethnic, religious, linguistic, climatic and developmental diversity? There were forecasts of breakup or descent into anarchy or authoritarian rule.

Under Indira Gandhi, the country seemed to retreat into authoritarian rule. Only after she was defeated in the 1977 elections which followed the highly unpopular emergency imposed in 1975, did fears for democracy start to recede. But doubts remained whether the country could make economic progress. With its economy growing at just 3 per cent a year until the 1980s, the country did not look like catching up with the rest of the world.
Now, India is widely recognized as a vibrant and competitive, even if a chaotic form of democracy. The country has banished famine, reduced its absolute poverty rate and dramatically improved literacy and health conditions. India has become one of the global leaders in information technology, services, business process outsourcing and pharmaceuticals. The country has created more billionaires than any other country in Asia and become one of the world's most dynamic and fastest growing economies. India is now the world's fourth largest economy in purchasing power parity terms. It is also one of the acknowledged nuclear powers.
Nothing more clearly illustrates India’s occupancy of the world’s centre stage than the spate of cross-border takeovers involving Indian companies. Tata Steel's $11bn acquisition of Corus, the Anglo-Dutch steel group, and Vodafone's $11bn purchase of a controlling interest in Hutchison Essar, the fourth-largest Indian mobile operator, are two good examples. Over the past three years, the Indian economy has expanded at an unprecedented pace. Economic growth touched 9.4 per cent in 2006, making India's the second-fastest growing economy in Asia.

Even though higher interest rates may trigger a slight slowdown in 2007, the economy is likely to grow by 9 per cent during the 11th five-year plan period (2008-2012). India is now growing nearly as fast as China. Whether measured in terms of trade as a share of GDP, the number of Indian companies seeking overseas listings and acquisitions, or the global ambitions of its manufacturing sector, the Indian economy is integrating with the world as never before.

But many challenges still face even this confident new India. And these challenges should not be underestimated. The foremost is governance. As incomes rise and media penetration boosts awareness of inequalities, people are becoming increasingly frustrated at the state's failure to provide decent water, sanitation, power, education, policing, roads and healthcare. Although population growth has fallen below 2 per cent a year, many of the country's human development indicators are unsatisfactory. India has a child malnutrition rate higher than that of sub-Saharan Africa - at 45.9 per cent of children aged under three.

Despite significant progress in the past 15 years, many structural problems in the economy remain unaddressed. A 2001 McKinsey
  study had found three main barriers to faster growth in India: the multiplicity of regulations governing product markets, distortions in the market for land, and widespread government ownership of businesses. The report mentioned that India’s product markets had five features that were especially damaging to competition. 
Unfairness and ambiguity. Many policies restricted competition because they were inequitable and ill conceived.

Uneven enforcement. The rules were not applied equally to all companies.
Products reserved for small enterprises. Hundreds of products were reserved for manufacture by firms below a certain size.
Restrictions on foreign direct investment. Certain sectors of the Indian economy (retailing, for example) did not receive foreign direct investment.
Licensing or quasi-licensing. In several sectors of the Indian economy, a license from the government  was needed to set up shop.

Distortions in India’s land market continued to limit the land available for housing and retailing. Less room to expand in these sectors means less competition among housing developers and retailers. Three distortions in the land market were especially significant: unclear ownership, counterproductive taxation and inflexible zoning, rent and tenancy laws.
Unclear ownership. The title to most land parcels in India was unclear. This made it difficult to buy land for retail and housing development 

Counterproductive taxation. Low property taxes, ineffective tax collection, and subsidized user charges for power and water meant that local governments could not recover the cost of their investments in infrastructure, particularly in suburban areas. And because, stamp duties were extraordinarily high in India, many land and real-estate transactions were not officially registered.

Inflexible zoning, rent, and tenancy laws. Land in city centers that would otherwise be available for new retail outlets and apartments was "frozen" by protected tenancies, rent controls, and zoning laws. Protected tenants could not be evicted and would never voluntarily surrender their cheap tenancies, so their old, dilapidated buildings could never be sold or rebuilt. Tenancy laws also restricted competition. 

McKinsey estimated that these three barriers together inhibited GDP growth by more than 4 percent a year.
Many of the factors mentioned in the report prepared about seven years ago are yet to be addressed. The fact is that the unanticipated economic boom India is currently going through, is largely due to the rapid explosion of the market for offshoring services. This in turn is largely driven by the availability of a large pool of cheap young, skilled talent, not because of major structural reforms.

Indeed, despite liberalization and privatization, the government’s tentacles remain spread deep and wide in the Indian economy. Government-controlled entities still account for a significant part of India’s capital stock and industrial employment. The labor- and capital-productivity levels of these entities are well below those of their private competitors. Bureaucrats and politicians continue to call the shot in many sectors of the economy. 

It would be no exaggeration to state that the really difficult economic reforms have not been addressed. Liquidation procedures remain painfully slow. Due to legal, political and institutional barriers, the exit and closure of inefficient firms is quite difficult and time consuming. India also suffers from poor infrastructure. There is pressure on roads, water supply and electricity supply in many of the leading cities. 
Unlike countries such as Brazil and Argentina, political consensus on reforms is still missing. So reform happens by stealth, as Gurcharan Das one of the country’s leading intellectuals wrote in his book “India Unbound.”   The current government which is dependent on support from the left parties, seems to have given up a great opportunity to cut farm and oil subsidies, abolish rent control laws and change restrictive labour regulations. Privatisation of state run companies is proceeding far too slowly. Measures to overhaul education and health care have also not yielded results. 

Meanwhile, political and social unrests continue to affect the investment climate in the country. India’s largest private company, Reliance was forced to delay its plans to open its retail stores in many parts of the country, following protests from small traders. The Tatas too have faced major resistance while trying to build a car manufacturing unit in the eastern state of West Bengal.
Few would deny that, India remains a land of paradoxes. The country has business leaders like N.R.Naraynamurthy (Infosys) and Azim Premji (Wipro) who are second to none in terms of their vision and statesmanship and commitment to the highest standards of corporate governance. There are some public servants like Kiran Bedi (the recently retired Police Officer) who can match the Rudi Gullianis of the world in terms of their go getting capabilities. The country has some of the most hard working corporate executives, toiling very long hours in their offices. 

But India also has some of the most incompetent and dishonest politicians in the world. And while India does have some great companies, none of them find a place among the world's 100 most corporate brands published by Business Week recently. Clearly, this reflects lack of vision across businesses. The legal system is pathetic. Judgments relating to even celebrated cases like the Coimbatore and Bombay blasts (both of which involved terrorists) have been delayed for years and are only now approaching closure. Pathetic infrastructure is choking many of India’s cities including the IT capital, Bangalore.
India also faces the challenge of making growth more inclusive. The reforms of the 1990s were accompanied by a visible increase in income inequality. Disparities between urban and rural areas, prosperous and lagging states, skilled and low-skilled workers are growing. While the services sector is booming with promising job opportunities for skilled workers, 90 per cent of India's labour force remains trapped in low productivity informal sector jobs.

Slow agricultural growth is also a major concern for policymakers considering that a vast section of the population is still dependent on agriculture. Poorly maintained irrigation systems, inadequate roads, over-regulation and lack of access to formal sources of finance are all factors that hamper farmers' access to markets. Rural indebtedness to money-lenders has resulted in suicides among small, marginal and tenant farmers. With yields for many agricultural commodities low and falling, India has been forced to start importing wheat and other essential foodstuffs. Unfortunately, in its 2008 budget, the government, instead of introducing some structural reforms, has in its wisdom decided to waive off farm loans amounting to about Rs. 60,000 crores. This move has been widely criticised by many sections of the Indian media as a blatantly political move that will do little for the farmers in the long run. 
One in four Indians still live in absolute poverty. The country’s population is set to expand from 1.1bn to perhaps 1.5bn by the time it stabilises in the middle of the century. With more than half of this increase  likely to happen in five of the poorest states, economic development will continue to pose formidable challenges in the coming years.

Conclusion

In today’s global economy, countries and their governments have to work hard to boost and sustain their global competitiveness. The competition among countries to build vibrant industrial clusters is as great as it is among companies to capture market share. To sustain themselves in the global economy, countries will have to pursue the right policies and create the right environment for entrepreneurship and innovation to flourish. The case studies in this chapter will hopefully provide insights to policy makers across the world, on the kind of strategies that can generate sustainable global competitive advantage. 
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