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Highlights

• As policymakers refocus on growth, the ability to take a firm-level view is key to
d i senta ng l i ng the var i ous factors at the root of compe t i t i veness, and thus to
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1. For information about the
EFIGE project (European

Firms in a Global Econ-
omy) see

http://www.efige.org/.

THE DEBATEabou t how to def i ne, mea su re a nd
a sse ss ‘ compe t i t i vene ss’ ha s recent ly ta ken a n
unexpected turn, which is easily understandable,
bu t ra ther u nw a r ra nted. The recent l i tera tu re on
trade 1 ha s i n crea s i ng ly u nder l i ned a nd s how n
empirically that aggregate industrial performance
depends strong ly on f i r m-level factors, such a s
s i ze, orga n i sa t i on, tech nolog i ca l ca pac i ty, and
other conditions firms are confronted with in the
specific environment in which they operate. How-
ever, the pol i c y deba te i n Europe i n crea s i ng ly
focuses on macro factors, such as whole economy
labour costs or current account dynamics, which
a re seen a s the prepondera nt de ter m i na nts of
ag g rega te econom i c perfor ma n ce. Other factors,
i f a ny, are lef t to the doma i n of str uctu ra l/non-
pr i ce compe t i t i vene s s ma tters, poss i bly to be
tackled within the European Union's Europe 2020
reform agenda.

The prom i nent a ttent i on to macro factors rel i e s
squarely on the fact that – in the midst of a major
f i sca l cr i s i s i n the eu ro a rea – w hen refer r i ng to
‘competitiveness’, the emphasis is on macro and
financial stability considerations. As a result, the
indi ca tors referred to most often are those that i)
are ea sy to com mu n i ca te, mos t notably u n i t
labour cost differentials, and ii) are generally iden-
tified as being responsible for macro imbalances,
w h i ch a re to be qu i ck ly cor rected. Agai ns t th i s
background, however, there is a risk that sustain-
able grow th cons i dera t i ons may be neg lected or
actually contradicted.

I n th i s Pol i c y Contr i bu t i on we a ttempt to
complement the (much debated) commonly used
def i n i t i on of ‘compe t i t i veness’, most ly dri ven by
cons i dera t i ons rela ted to macro stability, wi th

•When referring to competitiveness, the emphasis is on macro and financial stability

considerations. However, there is a risk that sustainable growth considerations may be

neglected or actually contradicted.•

considerations more strictly related to the idea of
sustainable growth. The two views are in fact often
complementa r y, for i ns ta n ce rega rd i ng
compe t i t i veness ra n k i ngs across cou ntr i es, bu t
firm-level considerations turn out to be essential
w hen actua l pol i c i es a re se t i n place to add ress
compe t i t i vene s s i ssue s. To do so, we sug ge s t a
def i n i t i on of compe t i t i vene s s toge ther w i th a
nu m ber of f i r m-level i nd i ca tors, wh i ch cou ld
usefully and systematically be added to the set of
macro ind i ca tors com mon ly used. In ad vo ca t i ng
the broaden i ng of the scope of the f i r m-level
a na lys i s – from the pre sent a l mo s t excl us i ve
purpose of producing research papers, to a more
sys tema t i c use i n for mu la t i ng pol i c y – we a l so
a ttempt to suppor t the ca se for be tter and more
complete data collection.

1 CONCEPTUAL UNDERPINNINGS OF FIRM-LEVEL
ANALYSIS AND ITS ROLE FOR POLICY MAKING

To beg i n wi th, we def i ne compe t i t i veness as the
ab i l i ty of f i r ms i n a g i ven cou ntr y – not of the
countr y itself – to mobilise and ef ficiently employ
(also beyond the countr y ’ s borders) the produc-
ti ve resou rce s requ i red to of fer goo ds a nd ser v-
ices. The factors af fect i ng thi s abi l i ty range from
the f i r m-spec i f i c (such a s the sector of act i v i ty,
size, technology and so on) to the macro/institu-
tiona l (eg pri ce/cost str uctu re, invest ment env i-
ronment and so on). In this sense, we agree with
Paul Krugman’s idea of competitiveness being ‘a
po e t i c w a y of sa y i ng pro duct i v i ty ’ (Kr ug ma n,
1997).

Assessing countr y competitiveness should there-
fore resu lt from the agg rega t i on of the fir m-level
i n for ma t i on. In do i ng so, ho wever, it is essen t i a l
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for policy purposes to consider not only the aver-
age outcomes (eg productivity), but also their dis-
tr i bu t i on a rou nd the mea n. We devo te the
remainder of this Policy Contribution to this issue.

Empi r i ca l ev i den ce for both the Un i ted Sta te s
(Bernard et al, 2011) and a num ber of EU coun-
tries (Mayer and Ottaviano, 2007) has shown that
in general firm-level data on a given performance
index (eg productivity) is typically distributed as
shown in Figure 1 (a distribution proxied by what
i s k now n a s a ‘ Pa re to ’ d i s tr i bu t i on) versus a n
assumed standard normal distribu t i on. In Figure
1, both d i s tr i bu t i ons a re a ssu med to ha ve the
same average value of the performance index. The
latter is not surprising, as this type of distribution
is frequent in natural and social phenomena: the
leng th of rivers in the wor ld, or the size of cit i es,
a re roug h ly Pa re to-d i s tr i bu ted, wi th a la rge
number of relatively short rivers (or small cities),
and few ver y long rivers (or ver y large cities). The
performance of firms is no exception. Rather than
ha v i ng many fir ms centered arou nd an ‘average’
performance level, with few ver y bad or ver y good
firms symmetrically distributed around the mean
in equal numbers (as in normal distributions), in
reality, within a given industr y or countr y, there is
a large heterogeneity of firms (larger than gener-
a l ly a ssu med), wi th ma ny rela t i vely ‘ bad ’ f i r ms
per for m i ng below the mea n, bu t a l so a cer ta i n
number (although less numerous, and hence the
asymmetr y, or skewed nature, of the distribution)
of particularly good firms, as depicted by the rel-
at i vely long r i g ht-ha nd ta i l of the d i s tr i bu t i on
(Figure 1).

The first policy implicationa s so c i a ted w i th the
above finding is linked to the accuracy with which
we are able to measure competitiveness. In gen-
eral, performance indicators (retrieved by statis-
tical of fices) starting from firm-level obser vations
a re der i ved a s averagesover the a v a i lable i nd i-
vidual obser vations. Comparing the two distribu-
tions in Figure 1, we immediately understand that
the same averages in fact synthesise ver y dif fer-
ent d i s tr i bu t i ons i n the cha racter i s t i cs of the
u nder ly i ng popu la t i ons. Consequent ly an ag g re-
gate performance measure calculated at the mean
is probably biased, thus delivering a distorted pic-
ture of the real underlying competitive position of
a g i ven i ndus tr y or cou ntr y. Th i s ca l l s for us i ng
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graph are characterised by the same average per-
formance index, around 10. 

Suppose now that, when we move to state 2, the
new per for ma n ce th re s hold tha t i dent i f i e s the
‘ cha mp i ons ’ able to succe s s f u l ly compe te on
g loba l ma r ke ts i n crea se s to 14. In th i s ca se, a
pol i cy tha t a i ms a t ra i s i ng the average perfor m-
ance of the fir ms in the sector or cou ntr y – lea v-
ing unchanged the density of the firms around the
new performance threshold – could be misguided.
W h i le succe s s f u l i n i n crea s i ng the a verage per-
formance of the sector above – but possibly only
ma rg i na l ly – the per for ma n ce i ndex of 10, the
policy would have limited ef fects on the countr y’s
competitiveness, since too few firms would actu-
ally perform over the required threshold of 14. As
a resu lt, wh i le the few f i r ms w i th per for ma n ce s
(productivity, size) above the new, higher thresh-
old will thrive, those firms character i sed by ‘aver-
age’ per for ma n ce i nd i ce s w i l l l i kely ex per i en ce
d i f f i c u lt i e s i n the new compe t i t i ve env i ron ment
and will eventually be forced to exit.

In this contex t, a vast and growing empirical liter-
ature – some results of which we will report in the
final section – has shown that firms react very dif-
ferent ly to s ho ck s depend i ng on the i r spec i f i c
cha racter i s t i cs; mos t notably s i ze, indus tr i a l
orga n i sa t i on, tech nolog y/resea rch content,
ma r ke t cond i t i ons, entr y/ex i t ba r r i ers a nd trade
frictions in the main sectors of specialisation. 

This calls for a new set of policies able to foster the
dy na m i c tra ns i t i on of f i r ms a l ready above the
i ndus tr y a verage tow a rds even h i g her per for m-
ance. Hence, rather than just working on the ‘aver-
age’ performance of the sector, a successful policy
for compe t i t i vene s s s hou ld a i m a t genera t i ng a
'th i cker' r i g ht-ha nd ta i l of the d i s tr i bu t i on over
time. In this sense, policies aimed at fostering the
internal growth of firms via more ef ficient product
a nd factor ma r ke ts (cross-fi r m compe t i t i on and
ag g lomera t i on, remov a l of f i na n c i a l cons tra i nts
and better access to capital, wage-setting mech-
anisms more in line with individual firms’ produc-
tivity) are instrumental in reallocating resources
towards better performing firms and thus increas-
i ng the ag g rega te level of compe t i t i vene s s.
I ns tead, pol i c i e s a i med a t suppor t i ng wea ker
f i r ms, such as those targe ted towards small and

med i u m enterpr i se s, ma y resu lt i n ba r r i ers to
growth and the thickening of the upper tail of the
performance distribution.

2 FIRM-LEVEL INDICATORS: A SAMPLE OF
RESULTS OF USE IN ROUTINE
COMPETITIVENESS ANALYSIS

Despite its obvious superiority for assessing com-
pet i t i veness, fir m-level ana lys i s is hampered by
two se ts of problems. First, da ta a v a i lab i l i ty
remains an issue, as the data – when available –
i s i n genera l not homogenous a nd compa rable
acro s s cou ntr i e s (see Append i x). Second, the
a na lys i s at present is not systema t i c. The focus
tends to be mainly on research/case studies with
a n empha s i s on the l i m i ta t i ons of the da ta cu r-
rent ly a v a i lable. Li tt le a ttent i on i s g i ven to the
w a ys i n w h i ch a v a i lable da ta cou ld be used for
pol i c y a na lys i s. The resu lt i s tha t i n pol i c y env i-
ronments, firm-level analysis is considered possi-
bly promising, but of little practical use. 

Against this background, in the remainder of this
Policy Contribution we mention a number of prac-
tica l resu lts ar i s i ng f.1(y)17.ti6.332.2(s95’i f)16.141this
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2. Means and  averages are
computed from firm level
data from the EFIGE and
Amadeus databases.

3. The positive correlation
between the variance and
the average value of a given
measure is a statistical
property of Pareto distribu-
tions. The relationship re-
ported in Figure 3 is robust
across a range of European
countries and industries,
even if outlier obser vations
are excluded.

4. The sample is derived
from the Amadeus dataset.

pre sent here two a ppl i ca t i ons w i th r i ch pol i c y
implications:

2.1.1 More dispersion, higher average
performance

If a sector has a higher average performance than
a no ther, do es th i s mea n tha t a l l of i ts f i r ms a re
better than those in the weaker sector? Not nec-
essarily; it can mean the opposite because aver-
age performance improves if the heterogeneity of
f i r m cha racter i s t i cs g row s. Figu re 3 show s tha t

the average sector added value is posit i vely cor-
related to its variance, the within-industr y disper-
s i on of f i r ms ’ per for ma n ce, for both Fran ce a nd
Italy 2. This is because the greater the variance of
fi r ms perfor ma n ce, the grea ter the share of high
performing firms, ie the thicker the right hand tail
of the di str i bu t i on in Figu re 1 and consequent ly
the hig her the average sector perfor ma n ce 3. The
i ntu i t i on beh i nd th i s resu lt i s tha t the more a
sector i s popu la ted by f i r ms w i th d i f ferent per-
for ma n ces – wh i ch in tu rn ca n be rela ted to di f-
ferent i nd i v i dua l cha racter i s t i cs, such a s s i ze,
product dif ferentiation, organisation, and so on –
the more there is scope for market forces to real-
locate productive resources from worse to better
per for m i ng f i r ms w i th i n the sector. As sectors
become more compe t i t i ve, the ga p be tween the
best and worst performers increases. 

2.1.2 Trade shocks and the happy few
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•Larger firms are generally more efficient and more likely to compete successfully in global
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Within Between Cross Net entry
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