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COMPETITIVENESS II.

JENICEK V., KREPLV.

Abstract

The term competiivenessis usedin comedion to firms,industrial branches,regions,states etc. However,perhaps only on
the levd of a firm it is sufficiently defined. There are evenopinions which regad competitivenessas an economic attribute
which has sensesolely on the firm/erterprise level. If however,competitiveress of a country were defined using the same
concepts andproceduresof measurement as regarding anenter prise, it might not be meaningful enough andthere would be
a congderable simplification. It isstesfromthe differert gods of fir ms and states aswel asthe features of competitiveress
in both cases.For a firm/erterprise,the main god is to survive and to reach a strong positron in the field of international
economic competition, i.e. to reach profit and a certain share in the market. For a country, which does not condder the
question of exigence or non-exigence (at lest regading the economt side of the matter), the main god is to sustain and
improve the living levd of itsinhabitants and to increaseit aswel astheir wefare.

Key words. competitivenessmeasuing basd on reources,realefficiert exchange rate, price and costscompetitiveness.

INTRODUCTION

Measuringbasedon resources

Intothis group, there belongsawidespedrumof factors.
Some d the elements fthus measuredompetitiveness
are quariifiable, while other usually of a qualitative
charader, are very oftennot diredly measurals.
One of the basicdivisions of the criteria (indicators)
of competitivenesson the ecanomy level usuall is the
division into price and non-price ones. Among the
criteria de<cribing or influencirg price competitiveness
belong for example unit labour cods, the developmert
of consumess prices and the real effective exchange
rate, which are followed ty OECD, and other.

The problem d theseindicaors is that they might be
ambiguousjnthesense, that their developmert might be
therea®n of competitivenesaswell asitsconsequence
That means, that the developmert of relative costsmight
mean detrioration of competitivenessof the country,
or it might be, on the opposite, the consequence 6a
good competitive ability in the non-price sphek, leads
to the increased welfare of the country and creates a
wider spaceor wagesncrease.

Reer

REER(Redl Efficient Exchange Rate)is one of the most
often used indictors if international competitiveness.
Itis regisered ly many internationalinstitutions asthe

IMF, OECD and other, and also by central baks. The

advantage of this indicaor is its topicality, compared

with mog of the otherindicéaors.

R EE
Pd

where E = nominalexdhange rate
Pz= abroadprice level
Pd = domesticprice level

Real exdchange rate expresses the amount of goods,
which can be acquired abroad per ae unit of the
domesticcurreng, compared to the amount of goods,
which can be acaquired in the home country. If then
the domesticlevel increases compared to abroad (if it
grows more quickly), then, under othemwise idertical
conditions, there occurs the decease o the real
exchange rate indicdor and the domestic curreng
therefore really valuates. Domesticgoods then appear,
from the foreign suljects viewpoint, asmore expersive
and price competitivenesgleceases.A similar situation
occurs with evaluation of the nominal exchange rate
underothemwise the sameconditions.

The questia is, whetherit is possitle to dedice from
the movemerts d this indicaor at the developmert of
competitiveness.The reldionship might be quite the
opposite, since the shift of the real exchange course
might occur on the bas the change in competitiveness
in other that price area. It is, therefore, important to
know what influencesare behind the movemert of the
realexdhange rate.

Thus computed real exchange rate is often called also

the ERDI (Exchange Rate Deviaion Index). The REERIs

The most dtenusedapproad to its definition is based thencomputedasthe weightedaverag of those ERDI for

on the purchasirg power paity theay, which issues
from comparing the domestic and foreign prices
expressd in one curreng and their developmert in
time and includesthus a number d important factors
influencirg price competitivenessin its sinplestform,
i.e. in casedf two courtries, this relaionship, which
in the macro-ecnomy textbooks is called the real
exchange rate, is expressedasfollows:

acettain graup of countries and their changes. This
absoluteform of theREERis usedatherlessoftenbecaise
of the problenswith the accessiblity of the relevant data
and the possihilities of their international comparation.
The more often used indexXorm susualy expresseed as
the geometiical averag of the multiplication product of
the indicesof nominal exdhange rate changesand price
levels at homeand abroadcomparedto the bas period.

47



AGRICULTURA TROPICA ET SUBTROPICA

VOL. 40 (2) 2007

| w1 n Wn
) L) P, e
REER z—tl* 2t ) Etn* z :
vEi Foz vE Po #
whereE; = nominal exdhange rate in the period
t (towardsthe currengy i)
P,.Py, =adbroad(for the country n) and
domesticprice index
W, = weight of the selectedcurrengy.

In the index form of the REER there is important
the choice of the bas year in which the value of the
indicator equalsl. If the REERvalue is lower than 1,
the curreng is really devaluated compared with the
bas period and price competitivenesss lower and vice
versa

An important pat of the REER computation is the
choice o the price level developmert index and the
choice of theweights of currenciesaswell asthe choice
of the currencies,which will be included Most dten,
there are selected price indices of consumer prices
(CPI); producerpricesindices(PPI, oftenlimited only
to the processig industry producess), export prices
or unit labour costs.Each of theseindicaors hasits
advantagesaswell asdisadvantagesand also differert
comparabili ty.

Another mertioned problem is the weight o the
individual currencies and the questim which
currenciesshauld be includedinto the computation at
all, i.e. towards which currenciesthe competitiveness
should 2 compared Most dten, this issuesfrom the
data on the territorial structure of the given country
foreigntrade It is thus possile to use weights basd
on the shae of the given country asan export territory.
However, this bringsabout asinmplifi cationregadingthe
supposition that domestic producess shouldcompete
with theforeignonesonly in their market. To solve this,
it is possble to issuefurther also from the domedic
import territorial structure and thusin complex from
the foreign tradeturnover. The problemthenis, that
besideghe competition of domesticproducerstowards
the foreign producess in domestic and their abroad
markets,there is also the phenamena of competition
in the third countries markets where bath domedgic
and foreign producess export to. This is solved by the
doube-weights metod, which is for example utilised
by the OECD?. If we go still further, we can presuppose
also the potential competition in the marketsto which
the countries export, what is solved ly the global
weights. There existof course also othermetods. The
most dtenusedways are the following:

Export or import

weight homecountry

Computed an the base of the shaesof individual countriesin the export or import of the

Bilateraltradeweight

Compuedasweightedarithmeticaverage of theimport and export weight, whentheweights
are the shaesof the home country imports and exportsin the foreigntradeturnover

Globalexport weight

Computed a the base of the individual countriesshaein the total world export, exduding
export to the home country market

Averag export weight | Compuedasthe simple arithmeticaverag of the export and globalexport weights

Average tradeweight Computedasthe simple arithmeticaverage of the import and export weight
Compuedastheweightedarithmeticaverag of the import and export weight, whenexport

Double weight weight takesinto consideratian the shae in all other marketswhere the producess of the

home country export

Model compued
weight

(For example MERM") Computec as the change in the domestic country trade balance,
whichis the consequence 6the homecurreng changestowards the domesic pricesby 1%.
Thesechangesare mutually comparedin the caseof the individual currenciesand accading
to their relative level, the currencie: are ascribec the relevant weights.

*MERM — Multinational Exchange Rate Model— the methodology used ly the IMF

1 Froevery year, thereis computedfor every courtry itsrelaive shaein each of the followedmarlkets,the second
stepthenis ascertaining the relaive weight of the individual marketsfor the givencountry export. It is a matrix
28*30 (24 OECD countries+ 4 ANIZ times30 folowed marlkets,i.e. 24 OECD menbels + 6 non-menters). The
relaive shaes of countries in the markets are expressed for the processing industry markets accading to the
SITC. Aspriceindices,there are usedconsumerpricesindicesof the individual courtries.
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Price and costscompetitiveness

Ancther ciiteria used in connection with price
competition are the indices o price and costs
developmert, which are othemwise closely conneded
with the relaive efficiert exchange rate.

Oneof thepriceindicesstheexport pricesindex issuig
from the valuesregisered ly the custams dffice Its
advantageid that is includescommodtieswhich really
erter the international competition in international
markets,but, on the otherhand, there are not included
the potentially exported commodties which have lost
theircompetitivenessThisindexalso omitsthedomestic
market, where the foreigncompetition also meetswith
the domestic me, and it also usually omits the prices
of services,which are tradedon the international level.

Moreover, international comparability is disturbed by
differert structure of export.

Further often usedprice indexis the consumerprices
index (CPI), which is often published and is well

accessilte. Itsdisadvantage is that it contains a number
of non-tradale commodties the price movemert of

which is differert. International comparabili ty and the
index itself are also influenced b the differencesin

consumess taxes,subsidiesndpricereguldions.ltdoes
not includeinvestmen commodeties, which is nat the
object of final consumption but preseris an important
itemin the frame of foreigntrade More closely than
by the CPI, tradale commodeties are covered by the
product prices index (PPIl).However, the problemis
in its international comparation and its more diffi cult
accessibity.In differencefrom price indicators, thereal
competition position of the individual producess from

differert countriesis desribed ty costindices,which
can be in the frame of international competition better
pushedothecomparablelevel. Theproblemis, that they
are much lessaccessile, so that regading evaluation of

costindicaors, there are at presert usualy usedabour
costsnamely wages.In this casethere should fe better
followedthe total unit labour costs,i.e. including non-
wagecods, for exanple social and health insurance &t
Following the labour cods indicdorsis important also
becaise labour cods usualy represert the bigges cod

itemin thevalue addedSo that the followedchangesin

costswere meaningful, there shauld be simukaneausly

consideredalso the changesin labour productivity. The
indicator which considess this might be the unit labour
costsdevelopmert indicaor —UCL, whichis computed
asthe rate of the nominal wages gronvth (W) to the
real growth of labour productivity index (LP) and is

preserted for the given period, evertually asan index:

I
uc — 1

LP

where the labour productivity growvth indexis given
asthe rate of the real output growth index (Y — eg.
GDR production of the sedor et.) to the growth of
enploymert index(L):
I
i —
I

Itis desiralte that labour productivity should grev more
quickly than costs,therefore that the indicaor value is
negdive. The problemis that the labour productivity
growth might be, and oftenalso is, the consequence 6
the substiution of labour by capital and leadsto the
decease of unit labour costs,i.e. seemirgly a good
omen which is, however, followed ty the increase of
cepital cods. Then it seens that labour productivity
grows more quickly than wages, what might lead to
the rea®ned claims of wagesincrease at the cadlective
negptiations, the result of which might be a worsened
competitive position.

Anoctherindicator of costcompetition is the real unit
labour costsdevelopmert — RULC, which regads the
developmert (index) ¢ averag wages in produces
pricesdivided by the labour productivity index. It can
be sinply computed ly deflation of the unit labour
costsindex (ULC) by the prices of production index.
If they grow in the long run, it can be sypposed that,
together with deceasing the unit profit, they would
lead to the growth of production pricesand thus will

reflect negadively in price competitiveness.

Of course the optimum would ke if it is computed
from the total realunit costs which would indudenot
only capital costs,but also other cog caegoriesasthe
costsof research and developmert, distribution costs,
negotiation costs et. If, however, axertaining and
comparing of labour costsis problenstic, still moreis
this valid regading othercog itens, what might limit
the costindicators relevanceconsideratty.

Non-pric e competitiveness

Price competitivenessplays a more important role at

the comparable products, and that namely at those

more sinple ones,where non-price factors do not play

sud an important role. From the structure of export

and price relaions of countriesit thenissuesthat there

theseproductswill play a lesgr role and therefore it

is important to follow also ather than price factors of

competitiveness.

Thiscondusionis supported by the Belgian study of the

University of Antwerp, where the scientistsfollowed

how theabili ty of export (namely the developmert of the

shaein theexport of 12 OECD countries)isinfluenced
by thefactors of reldivelabour costsand furtheralso by

the innovation and marketirg indicaorsin production

sedors. Innovation indicaors were represerted by the

level of expendtures for research and development

and also by the shae of the country in the paent

applications in the USA, marketirg indicéors by the

shae in registraion applications of the given country

in the USA.

Theresults d the study strongly suypport the theary of
the techndogical ggp in the international tradeflows,
whena new product exported from the given country

has comparative advantage (i.e. is competitive and
able of export) to the time when another produceris
able to strt its production on a competitive level. As
important, there emepged the indicaors of the shaein
paents and also o the shae in trademaks, while the
relaion of the research and developmert expendtures
wasfoundto beweaker. Onthe opposite, costindicaors
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hadaweakexpressirg ahili ty, oftenthey evengrew with
the growing shaein export, what testifiesto theformer
assetion on their ambiguity.

Aswell asin developed countries, obviously also in our
country it is not possilde to concertrate, from the long
term developmert of competitivenessviewpoint, only
on its price sideand therefore it is important to orient
also on otherthan price factors and their following.

Competitivenessaccording to the IMD

Resarch and following of competitivenessrespedively
the abili ty of countriesto seaure a suitable ervironmert
supporting competitivenessof “ones avn erterprises'
accading to awide spedrum of factorsis already for a
long tome ae of the tasksof the International Institute
for Managemert Developmert (IMD). TheIMD defines
competitivenessas:

“the ability of a country to create added value and thus
to increase national wdfare by managenert of the assts
and processes, attractivity and aggresivity, global and
local approach and incorporation of thes relationshps
of the economic and socid modd.*

The adivities are undestoal her as the feature
acquired in past, which are charaderised eg. by
unit costs, sttic quantities like dired investmerts,
governmertal dekt etc., and furtheralso by the scope,
eg. the size of erterprises. Competitivenes then is
basd on consumgption, utilisation of theseassetswhile
in the caseof proces®sit regads the transformation of
as®tsinto ecaiomic results, i.e. creating value added
on the bas of the decisian of governmerts, enterprises
and househdtds.They aredesribed e.g. by expendiures
and investmerts, grawths, flows, but also legisldion.
Attradivity indudesthe criteria exgaining the will
of the rest d the world to male tradewith the given
country or to invest in it. It regads for exanple the
charaderistics of cultural goennesslabour cogs, and
fiscal policy. Aggresvity, ion the other hand, expains
the international presert of the country e.g. through
exports, dired investmens abroad manaemert
internationalisdion etc. In local and global approad,
it regads the level to which the country is able to
balance the ahili ties of local ecanomy, where producers
of commodties and services are in proximity of the
final consumer with the area of global ecanomy with
manaemert of the sypra-ndional chains.

This wide scope issues,among cther from the fact
that ecanomic enttiesdo in fact move and work in the
environmert of the country, which is influenced i the
various dimersions, like the political, socio-cultural,
human,educdional et. All thesefactors are thustaken
into consideratian in measuring the competitivenessof

for evaluation. Theseciiteria are defined basd on 2
types dda - “hard‘ and “soft*. The total of 172 (36 for
evaluatian), i.e. 2/3 d criteria are definedbasd on the
so-called“hard" dda,i.e. daatakenoverfrom differert
naional and international sttistics. The remainirg
1/3is agertainedon the base of questimnairessent to
leading workers with the aim to getthe overview of the
individual agpeds d their country and the daa which
are not qualified, but are neverthelessimportant for
evaluation of competitiveness.

In 1996 (for the resuits publishedin 997), there were
sent around in total over 21,000 questimnaires to
the leading top and middle managemert workers
if all the followed countries, their return rate was,
however, only about 15%. In 1997, there were already
returned about 4,000 questimnaires of the mertioned
number. The main function of suc a questimnaire is,
besidesevaluation of the non-mesuralle asgds o
competitivenessto sipply an adual view on the state
of the country. Getting of the “hard”“ daatakes,namely
if they are cdlected on the internationally compatible
level, certain time and they are thus at least ae year
old. Onthe opposite, a questimnaire supplies an actual
outlook at the state of the country. Experiencesshaw
that the opinions expressed in the questimnaire often
forecaststatistical data of the following years. However,
the primary weak point of all kinds d questining is
that it is baed on opinions and perceiving, which
have a tendeng to change quidkly. The second hig
problemis that the questimedindividuals neednat be
always represernative, not to speak of those who really
answered

At presen, the Institute follows the sete and
developmert of competitiveness$n 46selectedcourtries,
since 1994 also in the Czedh Republic. Among these
46 countries, there are 26 OECD courtries, further
Russia, the “Asian tigers' and some dher Asian and
Latin Ameiica countries. It publishes every year a
considerally extersive overview on competitiveness
including all the criteria and the sequenceaccading to
the individual regions aswell asin total.

This Yearbodk (The World Competitivenes Yearbook)
might supply abasfor evaluation of the ertrepreneuial
ernvironmert of the given country, for support of the
international investmert decisios or for evaluation of
the impad of ecanomic policies et.

The evaluation is donebasicaly by 223 criteria, ba®
don which bah the total postion of the country, as
well asthe sequenceaccading to the partial 8 factors
(spheres) is done Besidesthis, it supplies also the
overview of the string and weak points d the countries
in the individual regions.

the country. At the same time there is also underlinedsch an aggregae might hidein it certain distartions. It

the difference in competitiveness measured and
perceived. Economic decisians are done by human
beings,and evenif the am is to use rational thinking,
subjective perceiving alsoinfluenceghe final decisian.
Different aspds d competitiveness are desribed
with the help of 8 factors (areas),in which there are
followedin total 259 criteria, 223 from which are used

is not fully clear, what is in fact the influence dthe
individual factors, the important ones might then be
overcome fe the lessimportant ones. Moreover, there
is the danger of theinfluence i the non-represenative
participants d the questimnaire research, the more so
that eg. in 1997 the return rate was only 15% (“soft"
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Tab. 2. Eight factors of the ertrepreneutial environmert

evaluation

Area Sub-areas

Shareof soft data

Strength of ecanomy, its gravth 16,7%
Internationalisaion (openirg of the

ecaomy to the world) 26,7% d services

openness

. . 0,
Economic policy of governmert 46,3% the state,

Finances financial services45,7%

Infrastrudure, itslevel of developmert

sufficiengy,
21,7% v

ervironmert

Firm managemert level 54,0%

Scienceand technology 30,9%

People 37,5%

Value addegcgpital creation
Balance ¢ paymeits, export of goods and services,import of goods

xchange rate, investmern portfolio, FDI, naional protecionism,

National debt,governmert expendtures,fiscal policy, efficieng of

State ingerence justiceand seaurity
Price of cepital,

Efficieng/ of bank systen
Basic infrastiucture, technical infrastiucture, enegetic self-

Productivity, labour costs performance & thefirm,

Efficiengy of managemert

Expendiureson research and developmert, workers in research
And science tedhnological manaemert, sciertific managemetn)
Intellectual ownership

Charaderistics of population, charaderistics of labour
Employmert, unempoymert, educaional structures,

level of living, value sysem.

accessibity of capital, dynamics of stock exchange,

data repre<ert in several factors a very consideralte

part and in evaluation of the managmert level even
more than half). Neverthelessijt is surely an interesting
outlook at competitivenessthe more so if, on the other
hand, we can, besideghe complex evaluation, judge the
position of ecanomy accading to the individual factors
and criteria by out own approad.

CONCLUSION

Evaluation of competitiveness emepgesstill more often
in evaluation of the macro-ecnomic development
of countries. Nevertheless,there exist a number d
approadhesand also discussians on the meaning of this
phenamena. It is then important to realise what is
possilleto imagineunderthenction of competitiveness.
It even is sometimesregaded as a mdter rather d
international ecahomic policy. From the neo-dassical
ecaomy viewpoints and its stress on the absolute
profits, competitivenessis still often reduced at the
guestians of productivity and following of its gravth.
Competitivenessasitisundestodd, is thenregadedas
onesideof ecanomy, whichisinfluenced pawidescale
of factors, nat, all of which could be expressed sinply
in numbers. Theapproadesto it are very differert and
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are the object of the permanert research bath from the
sideof international and naional institutions.
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