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What is Economic
Competitiveness?

¢ OECD and WEF:

national competitiveness refers broadly to the abilities of a
country’s institutions to compete internationally in a way that
leads to sustained growth and high average incomes for its
citizens.’

¢ Michael Porter:

the degree to which a nation can, under free and fair market
conditions, produce goods and services that meet the tests of
international markets while simultaneously maintaining or
expanding the real incomes of its citizens’




Questions

¢ What are free and fair market conditions?

¢ [s competitiveness best measured by
suUstained grewth or Righ national INCeme?

¢ Hew fiar dees nighrnational Inceme
translate Inte nighraverage iving
Standards?

9 Hew egualiViis income distriputed




Productivity as best measure of
underlying competitiveness

¢ Overall productivity: (TTEP) as combination of:
capital preoductivity: and lalbour: productivity.

& LLaoUr preoduchvity,measuread as:
- OUtpU PErNGUN

QUL PEREMpPIGYEE
S OUipUEPErR capia




Strategies to raise overall
productivity

¢ Increasing capital productivity

¢ Increasing employment rate

¢ Increasing working: heurs

¢ Increasing labeuir productivity: perrhoui:

e threugl capitalbintensification), Detter skills) Better Work
OrganiSation Ete

e latter high skillsi route s preferable; ter many: CoURtries
ais It s most condbicive ter mghilifie quality, fior allk
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Research questions:

What are the different nationall routes to the High
Skillst Economy?

« How stakeholders define HSE

« Current national skills profiles

« How they map onto competition strategies?

« What is the future vision of the HSE?

- What are the skills needed?

. Co-ordination of skills upgrading across system?

200/ IntenviewsiwithrSenior VMianagers: in:

o GoveEmmEeEnRnt agencies;andiSeciallpartner eraanisatons
o Educationaliinstititions (Secondan scheols; colleges, URIVESILIES)

o lLange Companies in 4 secters: Electionics, WoetorVenicles, Hotels
andiBanking




Different national routes to
competitiveness

The project found each country adopting different strategies; for
econoemic competitiveness, each relyingl on different skills formation
strategies; different skills; profiles and different facets, of productivity.

Countries fell into twoe groups:

Polarised high skills'economies (USA; UK)

IHighiskillsisocietiesiwithr wide distribution el skillsi (Gemmany,
Japan):

Singaperenwasicategonsealasiardeveloping nighskillsieconomy.
tending Inrtherpelansed dineclion.




High skills economies and high
skills societies

High skills/low: skillsieconomies:

Polarisedl distributions of skills
» High ph labeur preductivity In some Sectors: buit not others
»  High'income inegualities

High skills societies

s \Wide distribution of skills
s High'labetr preoductivitys across WIde range off SECtoKS
s [LoWer IncomeInequality,




Labour Productivity (UK=100), 1998

GDP (PPP) per emplo GDP (PPP) per employee per hour

UK 100 100
Germany 107 117
Korea 67 53
Singapo 101 96
Japan 97 104
USA 132 126

Source: IMD (1999) The World Competitiveness Yearbook , Lausanne, Swit
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Income distribution




Household Income

Ratio of top 20% to bottom 20%

Singapore 13.7 : 1

Us 13.2 : 1
UK 83 : 1
Taiwan 53 : 1
SEDE]Y 2.7 : 1

From: L. Low 1999




Disirioution of Sxills Ir

Forca
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Distrioution of Sxills arnongst 25-29

Year Olds

Population aged 25-29 by Highest Qualification Attained
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Figure 2 Qualifications at Level 3 and above: UK 2003, France 2002, Germany 2002, Singapore 2002, US A 2003

percentage

19-21 year olds 25-28 year olds Workforce Total population (16-64)

Notes: Level 3 defined as equivalent to Level 3 in UK National Qualifications Framew ork; Singapore aged 20-24
and 25-29; total population and w orkforce all aged 15 and >15; Workforce in UK, Germany and USA aged 16-64,
France, aged 15 and >15
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Skills profiles and econemic and
socialloutcomes

& Countries with high skills; elites and polarised! skills distribution (UK
and USA):

— Excel in knowledge-intensive and hi-tech industries (Software,
biotechnology, chemicals, advertising, media, aero-engineering
etc)

— and industries based on polarised skills (banking)

— Perform less well in medium tech industries based on intermediate
skills

— Have wider income differentials
— Are less socially cohesive

— But have flexibility for job creation in low wage sectors




Skills profiles and economic and
social outcomes

¢ Countries with wide skills distribution (Germany, Japan and Kerea):

— Excel in medium-high technology manufacturing industries based
on professional elites and intermediate skills (autos, electronics,
machine tools)

— But lack flexibility for knowledge-driven hi-tech industries
— Have narrow income differentials
— and tend to be more socially cohesive as societies

— Lack labour market flexibility for rapid job creation in low wage
sectors




Social Cohesion Index
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Trade Offs

Economists and! policy makers often argue that there is an inevitable
trade off between competitiveness and social equality and cohesion.

Competitiveness is said to reguire flexible labour markets which
allew higher employment rates and greater innevation.

IHewever;, flexiblelabeur marketsiare usually:more polanised with
many:low: quality/jels and greater iIncome: equality:

ihe HighrSkills Secietiesiiniourstudy: iave not heen perorming se
wellrecently: companed withrthe UK and the US; sermany ane
concluding that the US medelis preferale:




The High Skills Society with High
Employment Rates

IHoweVver, recent research by de Vioelj and Tfang
suggests that it 1s, pessible to achieve high GDP per
capita threughrhighlakbour productivity: and high
empleyment rates and also maintain relative equality: of:
INCOMES.

Centralisediwage bhargaining and activelabeur market
policies; unlike certain otherieatures offlabour market
iegulation; appeaitioraliow high employment rates and
IGWAIREQUaIILYA

iihe Noerdic colRtiiES NeW ERrESERt thENERChMArk for
therFighrSklisfSeciety IViodel
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Benchmarking the East Asian
Countries/Regions

TThe High Skills Project analysed only three of the
East Asian Economies: Japan, Singapore and
Soeuth Kerea. At that time enly: Japan could: claim
to rank amongst the high skills economies, with
RIgh productivity, inf manufacturing and high GIDP.
PEl capita.

SINgapere Was regarded astnignly: competitive
developing economys Wilchrwasrnet et arhigh
SKillsfeconemy: as suchi




Japan — High Skills Manufacturing
Model

— High wage, high skills economy

— Wide distribution of skills

— Generalist knowledge and co-operative attitudes
— Relative equality of income distribution

— Competes on large firm manufacturing in wide range of
sectors

— Particularly in medium technology industries based on
intermediate skills

— But low productivity services and small firms




Singapore — Developmental
High Skills Model

Competitive mostly in medium technology production and service
industries based on intermediate sKkills

competitiveness derived mostly: fliom factors other than highi skills ie from:
— gsirategic location
— |ow-coest, disciplined, English-speaking workforce
—  competent bureavcracy. and planning
— soecial orderandl poeliticall stability:
—  goodiinira=structure and envirenment
— DIE=PUSINESSIENVIONMERT
— seund financial peliciesiand SEVICES

Netyet a highrskillsTeconomy,
Coririgde o Corgadiiveess (199):

1ONEBlISENHISVISIORWENEqUIRE arquantum jump.in. capabllities:




Current SKills Profile in Singapore

Younger generations highly qualified:

High school standards in Maths and Science (TIMSS)

Cohort qualification rates exceed UK at levels 2, 3 and 4 (‘O’s; ‘A’ and high
technical, and degrees)

High output of engineers (5 per cent of cohort graduate compared with 2 per
cent in UK)

Rapid increase in qualifications levels

IHewever, stillfnet arhighrskillsiwerkionce

Generational polarisation of skills

60 per cent of workers over 40 without full secondary education

Only 10 per cent of workforce have intermediate qualifications as their highest
73 per cent of adults with less than level 3 qualification

Small elite qualified at post graduate levels

Relies heavily on imported skills
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Figure 2 Qualifications at Level 3 and above: UK 2003, France 2002, Germany 2002, Singapore 2002, USA 2003
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East Asian Advance

East Asian economies have advanced
very rapidly due to, inter alia:

- Geo-politicalladvantages
- Rapiditechnoelegy tansier

= Sueeessiul developmental states engaging
pPoESIUVEINAWItirgienalNmarkel

S Rapid development o numaRNESBUICES




The Flying Geese Model

Regional economic development in East Asia has occurred through
a series of waves — first Japan, then the Four Dragons and now.
other' S. E. Asian states.

Eachi country has starting| by competing primarily onr production
efiliciency: and'lew! cost, disciplined labeur in manuiacturing. As, Gther;
competitors have come aleng, each hasrapidly moved up marnket to
the highervalue=added high skills;end oi production andl SERVICES.

Japanimade the shiitin the 127 0s and the iour tigers  since 1960.
Vialaysia, Thailand, China and other countries: alsorseeing|termake
this, sShifit:

lihe GlekallCompetitivenesstReEperiiankings show Whenethe
coURLHES areniterms ol these economicishiits, Using a Growth
Capaciiy/indexiandaniinnevative Capacityndexibased on Michael
Rorters analysis eithe dimension eifeconemic competitiveness.




Global Competitiveness Rank

Japan and the Four Tigers alllrank in the top 25
economies on| either GIDP pc or global competitiveness,
withr Singapore and Tlaiwan in 62 and 5" place
iespectively onithe latter.

Vialaysia, Chinarandiihailland clearly represent the next
Wave eli advancing East Asian econemies; eachiranked
pPEtWeen poesitions 20 and S0ionratleast one e the two
eVerallimeasures:




Innovative Capacity Rankings

‘National Innovative Capacity is a country’s potential — as both a political and an
economic entity — to produce a stream of' commercially relevant innovation” M. Porter.

ICR measures in four areas:

Innovation and Poelicy Index (R andl b tax credits; effectiveness ofi intellectual property:
pretection; costs! of tarifi restrictions)

Cluster Environment Index: (sophistication ol domestic customers; extent ofilocal
competition; extent off preduct collakeration)

Cinkagelndexi(prevalencereifiRand Dinstitutions; venturercapital availability)

Company. @peration and Stiategyindex (Extent oif competitien eninnoyVative products
andiSENVICES; sophistication eiimarketing: pay linkage torpreductvity)

Singapere andiliaiwvan rankven/shighly enrall el these measures:




Global Competitiveness
Report Innovative Capacity Index

Country Innovative  Global GDP per  Proportion of Innovation Policy  Cluster Innovation Operations
Capacity Competitiven  Capita Scientists and Index Innovation Linkages and Strategy
Index ess 2002 Engineers Environment Index Index

Rank 2003 Index Index

United 1 2 1 4 3 2 1 1

States

Finland 2 1 15 3 2 3 2 8

United 3 15 18 17 7 13 3 3

Kingdom

Japan 4 11 14 2 17 1 13 4

Germany 5 13 12 12 10 4 11 5

Singapore 6 6 20 6 1 12 14 10

Taiwan 13 5 n/a 16 5 6 20 15

Korea 20 18 27 20 24 16 18 21

Hong 25 24 13 64 26 15 23 11

Kong

SAR

Malaysia 35 29 42 59 16 18 37 31

China 40 44 65 43 45 26 40 56

Thailand 47 32 53 69 34 30 45 28

Vietnam 52 60 77 52 48 34 54 67




Innovation as key to Advanced
Competitiveness

Innovative capacity can be seen as one ofi the main keys to
achievingl highilevels of competitiveness through high value-added
high skillsi preducts and services.

As, Michael Porter writes: (Worldr Econemic Ferumi Glebal
CompetitivVERESS IREPOIT):

Internationalicompetitivenessiinereasingly dependsioniinnoyation
Wit continuealoperationaliimprovementinieducation and
Infrastructure new a given;, andwithiocal companiesiall aklerrapialy.
Llo1acquine and deployechnology fiom areund theswerid; preducing
standand preductsi Using standard methieds ne Ionger: sUstains
COMPENVERNESS!




Implications for East Asian states

Developing a policy and enterprise environment
conducive to innovation Is, clearly: essential for
the East Asian states.

Equally important s, the development o the high
levels ol human capitaliorinneVvatien neciuaingk

. Creative talents
. Frontier basic science skills
S EnREpreneurnalfskills




Dilemmas

East Asian states have — or are
rapidly achieving — highi levels of
education throughoeut their
pepuUlations.

IHOWEVEr, the creative and
entreprenetiriaitskilisthiave oiten
PEEN NECIECEEES




Trade Offs 2

Several countries, like Japan and
Singapore, seek to increase their output of
creative talents through:

Liberalisation off systems
Diversifiication of institutions

Flexing up: of curriculal and assessment
Emphasising excellence

Singapore alsorreliesrneavily enimperting
[Oreign talenitss




Potential Costs

Increasing diversity, choice and
specialisation in education may enhance
OuUtput of creative talents but it may: also:

Increase educational eguality:

Undermine collective socialisation and
social cohesion

Iimpertine erelgn talentshistessential it
Can alsoer Undermine seciallconesIon:




Managing the contradictions

East Asian states generally have a good record of
combining rapid growth with relative equality and
social conesion.

Kaorul Sugihara recently argueadr that these
characterise a new East Asian model of
development andl provide an alternative to
Western models off development.

How WEllFthe region mamnagesi tie dllemmas of
combiningl iNCREaSING Creativerand linnovative
capacityswithrseciaifeduality andrseciaifcenesion
My Wellsdetermine Whether they: aiker tervecome
KNOWIEJGE ECONOMIES Bk ‘Knowledge societies’




