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The Changing Nature of Domestic and International
Competition

A Falling barriers to trade and investment
A Globalization of markets
A Globalization of company value chains

A Increasing knowledge and skill intensity of competition

A Value is increasingly concentrated in service functions, not
manufacturing activities themselves

A Shift from vertical integration to relying on outside suppliers,
partners, and institutions

A Rising logistical costs due to costs of energy and emissions

A Costs in China and India are rising rapidly
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What Determines Competitiveness?

A Competitiveness depends on the productivity with which a location
uses its human, capital, and natural resources.

I Productivity sets the sustainable standard of living (wages, returns on
capital, returns on natural resources)

I Itis not what industries a nation competes in that matters for prosperity, but
how it competes in those industries

@

A Nations and regions compete to offer the most productive environment
for business

A The public and private sectors play different but interrelated roles in
creating a productive economy
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Innovation and Regional Performance
U.S. States

Average Wage, 2005

$55,000

50,000 - NY
$ ¢ ®CT

R? = 0.5207

$45,000 -

$40,000 -

$35,000 -

$30,000 -

$25,000 T T T T T T
0 2 4 6 8 10 12 14

Patents per 10,000 Employees, 2005

Note: Excludes three states (AK,ID,VT) where a single patentor accounts for more than 50% of patents and the top 5 patentors account for more than 80%.
Source: U.S. Patent and Trademark Office; CHI Research; County Business Patterns; Michael E. Porter
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Productivity and the Business Environment
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A Many things matter for competitiveness.

A Successful economic development is a process of successive upgrading, in which the business

environment improves to enable increasingly sophisticated ways of competing
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Clusters and Competitiveness
Tourism Cluster in Cairns, Australia
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Sources: HBS student team research (2003) - Peter Tynan, Chai McConnell, Alexandra West, Jean Hayden
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