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INTRODUCTION

The word "competitiveness", or the phrase "competitive advantage”, evokes
varying reactions. For many people, including some economists who have not kept
up with the changing snwuance of discussion, a certain lax attitude prevails that
equates "competitive advantage" with "comparative advantage”, regarding the
former at most as a concession to "popularization”, while the latter continues to be
the "technically" more accurate term. Certainly policy-makers and even some tech-
nical people in the government must be placed in this category. For example, the
government's goal of "global competitiveness”, to my knowledge, was not particu-
larly concerned to differentiate itself from the traditional notion of comparative
advantage; on the contrary, its implicit message was probably to reinforce the
policy-prescriptions arising from a consideration of comparative advantage through
the adoption of what at the time may have been to be a popular and less technical
term.

There are two sides to those who think that a distinction is important. One
side consists of those original writers on competitiveness. These include Porter
{1990] and, in a less popular but more academically influential vein, Tyson [1992],
and others. Another current in the same stream, less noticed in the Philippines, is
the new Anglo-Italian neotechnological school concemed in fact with defining a
new paradigm. For reasons to be explained later, these writers tend to attract their
followers from the students and faculty of the business schools and also those,
especially who are concerned, one suspects, to distinguish themselves from "or-
thodox" or "mainstream"” economuists.

On the other hand, influential and respected economuists, foremost among
whom is Paul Krugman [1995, 1994, 1993], appear to have dedicated a good portion
of their effort to discredit the idea of "competitiveness”, regarding it, among oth-
ers, as the rise of a new demagoguery, or in Paul Krugman's words, "a dangerous
obsession" that seeks to revive old misunderstandings that by now should have
been laid to rest. While the first group, therefore, tries vainly to strive for intellec-
tual status, the second seeks to expose what they perceive to be mere posturing.
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This demonstration has always been a source of much mystification among
beginning (even graduate) students, for whom the common-sense calculation in
money prices must seem overriding: as a purely practical proposition, if both Portu-
guese wine and cloth are cheaper in money prices than their English counterparts,
then both will, of course, be imported from Portugal. Krugman [1995] in a review of
a recent book by the celebrated Paul Kennedy?, rebukes the latter for making the
following statement:

"What 1if there is nothing you can produce more cheaply or effi-
ciently than elsewhere, except by constantly cutting labour costs?"
(Kennedy, quoted by Krugman [1995].)

Krugman then correctly points out that Kennedy fails to realize® that not
absolute but merely comparative advantage is needed for a country to benefit from
trade. As it turns out, however, lay intuition is not entirely void of content, since
the comforting idea that a country "cannot be undersold all round"” [Robinson 1978
(1970): 214] 1s strongest only if trade 1s balanced, which implies that the exchange
rate 1s set at the appropriate level. Most textbooks in international trade commit a
sin of omission by neglecting to mention the subsequent suggestive paragraphs in
Ricardo clarifying the matter. Suppose, Ricardo says, England were to discover a
process for making wine that enabled it to match the existing money prices as
prevailed in Portugal. In that event, according to him, England would stop import-
ing wine; Portugal would run a trade deficit, continuing to import cloth but unable
to export wine.

“Thus, then, it appears that the improvement of a manufacture in
any country tends to alter the distribution of the precious metals
amongst the nations of the world: it tends to increase the quantity
where the improvement takes place." [Ricardo (1821)1973:87]

In Ricardo's world, it is clear the change in the absolute price levels owing to
the respective contraction and expansion of the money supplies in deficit and
surplus countries ultimately leads to a re-balancing of trade and a resumption of
the operation of comparative-advantage. The question, however, is what happens
if the price-specie flow mechanism fails to work?

The importance of the balanced-trade assumption is obvious both in theory
and 1n empirical work. For a deficit or a surplus large enough, general propositions
regarding comparative advantage may fail to hold. This fact is actually implied by
the existing theory (e.g., by Helpman and Krugman [1985: 18-19] in their well-known

2The reference is to Kennedy's book Preparing for the Twenty-first Century.
3Not to mention that he also inexcusably mistakes David Ricardo for Adam Smith.
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trade then presumes that the exchange rate will be set so that this chain is cut at a
point where the (free-trade) value of exports equals that of imports.

Equally clear, however, is the possibility that for an e high enough, one
obtains the result that X(e) = N and M(e) = ¢, which would depict the case of a
super-exporter, that is, a country that is a net exporter of all goods; similarly, if e is
low enough, then possibly X(e) = ¢ and M(e) = N, a country that imports every-
thing, although admittedly, this last is sustainable only if financing continues to
come 1n, or (in the case of the U.S.) the country benefits from the seigniorage
conferred by being the world's currency. For either extreme, the relevance of the
ranking given by (1) or (2) is vitiated, since both positions imply that the prevailing
e 1s to found at either end of the chain. The higher e is set, therefore, the larger the
farther to the left the chain is broken, and the wider is the range of goods exported.

The upshot of this observation is immediate, and it is to question to what
extent comparative advantage continues to be a descriptive theory in a situation
where countries, for one reason or another, strive for the accumulation of large
surpluses, say, through deliberate undervaluation of their currencies, or what Joan
Robinson [1979] in an earlter period called the 'new mercantilism". Both before and
after the era of fixed exchange rates, balance of payments adjustment mechanisms
have been far from automatic. Large capital movements and independent monetary
policy have made it possible for governments to delay exchange rate movements,
so that both large payment deficits and large surpluses persist. This is most evi-
dent particularly in the case of Japan and the NIEs in this part of the world.

The contemporary ubiquity of deficits and surpluses focuses on the impor-
tance of absolute advantage in the sense of a country's costs being absolutely
lower than those of competitors when measured in some common currency. Delib-
erate exchange-rate undervaluation may then be viewed as an obvious attempt to
run a surplus by underselling. Put another way, in important instances, a deficit
may” signify a country being "undersold” in absolute terms over a wide range of
goods; corollarily, a surplus may imply it has absolute advantage over a wide
range.

This is not the first time the accumulation of surpluses has been a primary
concern of countries, and many of fhe reasons they may desire to do so are well
known. Joan Robinson pointed long ago that where there are unused resources, a

surplus earned through higher exports implies higher employment in straightfor-
ward Keynesian fashion:

"Nowadays governments are concerned not just to maintain em-
ployment, but to make national income grow. Nevertheless, the capitalist
world is still always somewhat of a buyer's market, in the sense that
capacity to produce always exceeds what can be sold at a profitable
price. Some countries have experienced spells of excessive demand, but

SRemembering this is a necessary but not sufficient condition.
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the world in all lines of industry. Then the equivalent of a chain such as (2) under
these circumstances would be:

0V/P) =@yPy) =... =, /P,)=P/P,) 3)

which implies comparative advantage exists nowhere. More than this, however, we
would also have:

p; = eP; Vi 4)
which says there is no absolute advantage, either. The conclusion, then, is that
prices are identical in autarky between the home country and the world, as a result
of which no trade would take place, even if trade should be allowed.

Now suppose productivity in the rest of the world were to increase, so that
the foreign prices of all commodities fell by the common proportion y . World
prices now fall to P} = (1 - y )P,. The expression (3) above would clearly remain
unchanged, since for any pair (i, j) and scalar y :

\p/P;=p/P,] = [p/1 -y)P, =p/(1-y)P]
7" = [p/P!=pi/P!] /

so that going by comparative advantage alone, one would predict (as before) that
no trade flows would take place. The equations (4), however, would no longer hold,
and would be replaced by:

p;>e(l1-y)P; = eP! Vi (4)

The latter says the country would have an absolute disadvantage in all goods
i, and would obviously be impelled to import them, with a corresponding all-round
decline 1n economic activity. To the extent this happens, as when the exchange rate
e does not adjust sufficiently, the country runs a deficit. Of course, none of these
would occur under a model that from the beginning assumed that trade was always
balanced (and therefore deficits are not possible), and that full-employment pre-
vailed (therefore precluding a shrinkage of economic activity). On the other hand,
disclaimers must always be measured against the real world. To some extent, there-
fore, there 1s some justification for saying that:

"...(E)xposure to international competition creates for each indus-
try an absolute productivity standard necessary to meet foreign rivals,
not only a relative productivity standard. Even if an industry is rela-
tively more productive than others in the economy, and can attract the
necessary human and other resources, it will be unable to export (or
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even, In many cases, to sustain position against imports) unless it is
also competitive with foreign rivals." [Porter 1990:8] (Empbhasis sup-
plied).

The above statement, as it stands, is not entirely correct, since we already
saw that export performance also depends on the level of the exchange rate. A
situation such as that described in (3) and (4') may obviously be remedied by a
higher exchange rate or a reduction in nominal domestic costs, say wages, to
restore absolute advantage. But changes in ihe exchange-rate and nominal wages
tend to be derided by "competitiveness" proponents as a cheap way out, a coping
mechanism that might divert attention away from the productivity upgrading that
they regard as more essential (see, e.g., Porter [1989: 8-9; 642]):

"The expansion of exports because of low wages and a weak
currency, at the same time that the nation imports sophisticated goods
that its firms cannot produce with sufficient productivity to compete
with foreign rivals, may bring trade into balance or surplus but lowers
the nation's standard of living. Instead, the ability to export many goods
produced with high productivity, which allows the nation to import
many goods involving lower productivity, is a more desirable target,
because it translates into higher national productivity. . . . The pursuit
of competitiveness defined as a trade surplus, a cheap currency, or low
unit labour costs contains many traps and pitfalls.” [Porter 1990:8-9].

"The more serious problem with devaluation, however, is its ef-
fect on the process of upgrading in an economy. The expectation of a
lower exchange rate leads firms towards a dependence on price compe-
tition and toward competing in price-sensitive segments and industries.
Automation and other forms of innovation that improve productivity
slow down, and the shift to higher-order competitive advantages is
retarded.” [Porter 1990:642].

Apart from these, exchange-rate and factor-price reductions are resisted, since
they are thought to lead to a reduction of living standards. This will be true to the
extent a significant part of consumption consists of foreign goods, and explains
Laura Tyson's [1991:1] definition of competitiveness as "our ability to produce
goods and services that meet the test of international markets, while our citizens
enjoy a standard of living that is both rising and sustainable".® The caveat regard-
ing a "rising standard o living" anticipates the need to distinguish the prescription
from export success based on comparatively low wages and currency undervalua-
f1on.

8Krugman [1994:31], who is no friend to the concept, views this as "the most popular
definition of competitiveness nowadays".
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profits or tigh wages that the existence of such industries make possible. These
are nationai gains, in the sense that they are removed not from residents but from
foreign firms and customers. For this reason, some public intervention, say, in the
form of an export or production subsidy!!, is thought justified if this should lead
to an enlargement of the share of such home-grown firms in the world-market (and
the costs of public intervention do not exceed the benefits to the firms). The
actions of the U.S. government in its bilateral trade disputes with the European
Union over aircraft production and with Japan over telecommunications equipment
and autos and auto parts may be viewed in this light.

New View of Technology

A valid question to pose before the "competitiveness” paradigm is why the
response to technological exiernalities must take the form of industry- (or, even
firm-) specific measures. Why can these not be solved instead by broad-based and
nondiscriminatory intervention, such as subsidies to education or to basic research?

This brings us to a third pillar of the "competitiveness” argument, which 1s
less noticed in the U.S. literature but more prominent in Europe, the "new view of
technology” spread primarily by the Anglo-Italian school.!? The prevailing eco-
nomic characterization of useful technology 1s primarily that of a set of freely
available blureprinis. and therefore a good 1nherently characterized by spillovers.
The need to grant monopoly rents artificially through patent protection, according
to the hitherto prevailing view. is proof by negation of the inherently "{free-good"
characteristic of technology. Obviously, if this were the case, then intervention in
the cause of productivity would mean primarily enhancing the production of knowl-
edge and technology in general, e.g., through subsidies to education, basic science
and research, as well as patent protection to inventors, etc.

This view has been modified, if not challenged, however, by an alternative
paradigm that draws attention to the nature of innovative activity that 1s increas-
ingly industry- and sometimes firm-specific. Dosi [1988a: 223] counts the tollowing
among the stylized facts of innovation:

(a) ...the increasing complexity of research and innovative activi-
ties militates in favour of formal organizations (firms' R&D laboratories,

'I'The by-now classic example is Brander and Spencer [1984], who show how an export
substdy can increase national welfare A nontechnical exposition is found in Spencer [1988]. Eaton
and Grossman [1986], on the other hand, demonstrate how sensitive the #ype of intervention
required may be to the nature of corapetition faced by the domestic firm - suggesting that the
knowledge required to distinguish one case from the next may be so detatled as to render the policy-
orescription useless in practice. For one, the Brander and Spencer prescription for an export subsidy
holds true only if the competition is in terms of quantities, i.e., Cournot-competition.

IZprimarily the Science Policy Research Units (SPRY) at the University of Sussex. A major
work is Dosi, Freeman et al, [1988].
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before it was even refined.

In the end, for a country like the Philippines, the aspect one should fear most
from a vulgarization of the "competitiveness" notion is that it should divert atten-
tion from fundamentals and give the impression that difficult choices may be
avoirded. One may now hear statements, no doubt influenced by received versions
‘competitiveness” arguments, to the effect that an overvalued currency may even
be good for the country, allegedly, since it forces producers to "move to the
upscale market niches"that are "not so price-sensitive". Or, that we may as well
forget about manufacturing, since that is "second-wave technology anyway" which
1s bound to become obsolete; perhaps the country may "leapfrog" into high-tech-
nology services. Or, that the government should display a more visible hand in
determining industrial priorities, especially "strategic" industries; and so on and so
forth.

All of these, of course, with enough goodwill and imaginative effort, could be
made to yield an iota of plausibility. The question, however, is what relevance all
this has for a country with poor infrastructure, large masses of underutilized labor,
worsening quality of education, a gaping public deficit, and low savings. Under
such circumstances, who is to say whether or not perhaps a good dose of old
medicine — a hefty real depreciation, a reallocation of government expenditures
towards fundamental infrastructure, basic education and health, controlled fiscal
deficits, lower interest rates to encourage investments, and a good grip on inflation
— may not do just as well, if not better, than the fancy and costly targetting de-
manded by "competitiveness"? In the end, even for those who aim ultimately to
"compete”, it 1s important to learn to walk before running.
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