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Foreword

Strategica is an international academic conference organized by the Faculty of
Management from the National University of Political Studies and Public Administration
(Bucharest, Romania). It is the only academic conference supported by the National
Bank of Romania and has benefited from a wide coverage both in the academic and in the
business world. Since 2016, the International Association for Knowledge Management is
a partner of the conference.

The first edition took place in late June 2013. The theme approached was the evolu-
tions in the economic practices generated by technologic advancement. The second edi-
tion took place in October 2014. The theme proposed for investigation was how did the
recent economic crisis influenced the way economies and businesses develop their strat-
egies. The third edition took place at the end of October 2015. It investigated the com-
plex approaches of global vs. local strategies. The fourth edition took place in October
2016. It concentrated on investigating risks and opportunities of the contemporary busi-
ness environment considering the complex evolutions of the contemporary society. The
discussions involved an increasingly rising number of persons. The 2013 edition gath-
ered more than 70 participants from 11 countries. The number increased to more than
100 academics from 13 countries in 2014 to more than 150 academics from 14 countries
in 2015 and to more than 180 participants from 25 countries in 2016.

The fifth edition of the conference, Shift. Major changes in today s economy, will take
place at the end of September 2017 and it proposes a wide range of debates around the
dynamic factors influencing the contemporary economy and society, from geopolitical
factors to the digital revolution.

The present volume presents a selection of 15 studies presented at Strategica
International Conference between 2013 and 2016. The structure reflects the wide vari-
ety of research of interests manifested in the contemporary academic environment and
the concerns of today's practitioners. The topics considered include factors influencing
economies and companies, competitiveness and competitive advantage, sustainability
and social responsibility of businesses in various fields, diversity and entrepreneurial



culture, or shifts in human resources. The authors represent universities from Austria,
France, Greece, Italy, Jordan, Lithuania, Romania, Russia, Slovenia, Spain, Switzerland,
and the United States of America.

Alexandra Zbuchea, Florina Pinzaru (editors)



Fast-Growth Economies and the Determinants of Competitiveness
in Latin America and the Caribbean

Pablo COLLAZZO, Loic TAIEB

Introduction

Firm-level competitiveness strongly influences the capacity of countries to develop,
generate jobs, and increase prosperity. While competitiveness could be nominally en-
hanced by way of reduced taxes or outright subsidies, those choices merely create tempo-
rary advantages. Sustained competitiveness asks for long-term policies aimed at increas-
ing productivity, which materializes at the firm level, but requires the overall upgrade of
the business environment. This paper explores the determinants of competitiveness of
Latin American and Caribbean economies, applying the novel concept of Fast Growing
Economies (FGEs), in an effort to unveil the high growth rates drivers in the region.

Fast-Growing Economies (FGEs) are hereby analyzed at country level and with a
special focus on the Latin American and Caribbean (LAC) region. In this context, FGEs
are defined as those countries that have managed to achieve and sustain a superior GDP
growth rate, relative to economies in the same or other regions. The determinants are
the causal elements or factors of a country’s higher growth rate. Some of those are what
David Ricardo (1971) first called “comparative advantages”, which are based on factor
endowment conditions, such as labor, land, or natural resources. However, those factors
can only partially explain current performance, since many countries with abundant
resources often remain in rather poor economic conditions. Endowed resources in and
of themselves do not fully determine the ability of a nation to generate a higher growth
rate. Rather, it is the notion of competitiveness that emerges as a relevant lens to explore
the discrepancies that the theory of comparative advantage falls short to explain. This
study draws on Porter’s Diamond model (Porter, 1998) as an analytical framework, to as-
sess the competitiveness drivers identified applying the World Economic Forum Global
Competitiveness Index 12-pillar methodology.
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The opening section reviews the theory behind fast-growing economies, the meth-
odology used to identify the FGEs in LAC, and a brief background on the region and
various selected economies. The second section aims at exploring key areas of competi-
tiveness for the region and the FGEs, and concludes with a special focus on the competi-
tiveness of selected FGEs, applying Porter’s Diamond model. Finally, a quantitative ap-
proach to growth in LAC is developed in the last section, with the purpose of statistically
estimating the reach of the findings, and pinpointing the key competitiveness factors

driving faster economic growth.

How to measure competitiveness

The Global Competitiveness Index (GCI), developed by the World Economic Forum
(WEF), and The World Competitiveness Yearbook (WCY), issued by the Institute for
Management Development (IMD) - both based in Switzerland-, make for two of the
most sought-after reports on country-level competitiveness. The GCI offers a holistic
crosscutting of the key elements and dynamics influencing national productivity and
competitiveness by means its 12-pillar framework. The WCY, in turn, presents soft and
hard data that highlight the drivers of national competitiveness, ranking countries based
on their capacity to reach the highest level of economic prosperity. Other than the coun-
tries covered in the reports — 144 in 2013 for the GCI, while the WCY ranked 60 in the
same year-, the main difference is of methodological nature - while the GCI puts more
emphasis on survey data, the WCY focuses on ‘hard’ statistics from international, na-
tional and regional organizations.

Despite the vast amount of literature on competitiveness, the very definition of the
concept, along with proper metrics to measure it, remain controversial. The factors that
drive productivity and competitiveness are multiple, complex and different in nature.
Systematic frameworks such as the WCY and the GCI are arguably useful tools to assess
competitiveness at the country-level, and despite their limitations, they contribute to
grasping better the meaning and scope of this complex concept. In the aftermath of the
2008 global financial crisis, competitiveness has become not only highly topical but also
truly relevant and impactful in shaping economic growth and prosperity.

Fast-growth economies

FGEs represent rapidly growing markets with a special emphasis on the growth driv-
ers. Along with a number of similar concepts that try to bundle countries according to
their relative stage of development - ‘developed’ versus ‘underdeveloped, ‘mature’ versus
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‘developing’ countries —, and recent ones looking more closely at growth irrespective of
country boundaries - ‘fast expanding markets’ (Esposito & Tse, 2013) -, the concept of
‘fast-growth economies’ hereby proposed is an attempt to build bridges across those cat-
egories, emphasizing the growth dimension - and particularly the determinants of such
growth —, while sticking to the country as unit of analysis.

FGEs are defined as those countries that manage to achieve and sustain high eco-
nomic growth, measured as average GDP growth rates over five consecutive years. For
the purpose of this research, FGEs are identified for the Latin American and Caribbean
region. Being by definition a comparative metric, the concept of FGE implies looking at
GDP growth over time across countries, to spot those that manage to reach and sustain
higher income growth over the five-year window. While the choices of growth rate and
time window are debatable, we argue that in a context of very low - and often nega-
tive- growth rates, a five percent average increase is remarkable. Even if such exceptional
mark could be occasionally achieved, the term FGE is coined to recognize the outstand-
ing cases in which countries manage to average such high growth over a five-year period,
to try to capture the challenges implied in sustaining such performance over time.

Leveraging on their superior growth rates, FGEs are better equipped to attract FDI,
unlocking a virtuous circle of business environment improvements, likely increasing

prosperity.

Methodology

Measuring fast growth
GDP at constant prices, i.e. adjusted for inflation, was collected from the International
Monetary Fund (IMF) and World Bank websites, for the following set of countries in

Latin America and the Caribbean:

Table 1. List of Latin American and the Caribbean countries measured

N° | Country N° | Country N° | Country

1 Argentina 9 Ecuador 17 | Nicaragua

2 | Barbados 10 | ElSalvador 18 | Panama

3 | Bolivia 11 | Guatemala 19 | Paraguay

4 | Brazil 12 | Guyana 20 | Peru

5 Chile 13 | Haiti 21 | Suriname

6 | Colombia 14 | Honduras 22 | Trinidad and Tobago
7 | CostaRica 15 | Jamaica 23 | Uruguay

8 Dominican Republic 16 | Mexico 24 | Venezuela
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From the list above, the Compound Annual Growth Rate (CAGR) was calculated for
the period 2007-2012 (with data up to 2011), by applying the following formula:

Compound Annual Growth Rate (CAGR) is a measure for the geometric mean that
provides a steady rate of return over the time interval chosen. In other words, it is the
rate at which an investment -or an economy in this case- would have grown if it grew at
a constant rate over the time period. CAGR diminishes the effect of volatility of periodic
returns that can make arithmetic means irrelevant. In the context of this study, such a
formula is especially useful to inhibit the effect of the 2008 financial crisis. Following
this method, the countries that record the highest growth rates are computed and listed
in the table below:

Table 2. GDP at constant prices (in billions of national currency) and CAGR for top performers
(World Economic Outlook Database, April 2013, IMF Website)

Country 2007 2008 2009 2010 2011 CAGR 2007 - 2011
Panama 17,084 18,813 19,538 20,994 23,272 8,034%
Peru 174,408 191,505 193,157 210,143 224,669 6,535%
Argentina 359,17 383,444 386,704 422,13 459,571 6,356%
Uruguay 471,38 505,207 517,422 563,446 595,564 6,020%
Dominican Republic 314,593 331,127 342,564 369,117 385,664 5,224%

Latin America and the Caribbean (LAC) Competitiveness Standings

In order to capture the drivers of competitiveness of fast-growing countries in the
LAC region, it is worthwhile comparing the GCI and WCY indexes, so as to identify
the competitiveness factors that led to the superior growth rates achieved by the FGEs
listed above. The table below summarizes the competitiveness ranks and scores for
2013:

Table 3. LAC GCland WCY ranks and scores (GCR, 2013; WCY, 2013)

GC12013 WCY 2013
Country Rank Score (out of 7,00) Rank | Score (out of 100,00)
Antigua and Barbuda N/A N/A N/A N/A
Argentina 94 3,87 59 42,27
Barbados 4 4,42 N/A N/A
Belize N/A N/A N/A N/A
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GC12013 WCY 2013
i) Rank Score (out of 7,00) Rank | Score (out of 100,00)
Bolivia 104 3,78 N/A N/A
Brazil 48 4,40 51 53,00
Chile 33 4,65 30 67,99
Colombia 69 418 48 5437
Costa Rica 57 4,34 N/A N/A
Dominica N/A N/A N/A N/A
Dominican Republic 105 3,77 N/A N/A
Ecuador 86 3,94 N/A N/A
El Salvador 101 3,80 N/A N/A
Grenada N/A N/A N/A N/A
Guatemala 83 4,01 N/A N/A
Guyana 109 3,73 N/A N/A
Haiti 142 2,90 N/A N/A
Honduras 90 3,88 N/A N/A
Jamaica 97 3,84 N/A N/A
Mexico 53 436 N/A N/A
Nicaragua 108 3,73 N/A N/A
Panama 40 4,49 N/A N/A
Paraguay 116 3,67 N/A N/A
Peru 61 4,28 ] 56,63
St. Kitts and Nevis N/A N/A N/A N/A
St. Lucia N/A N/A N/A N/A
St.Vincent and the Grenadines N/A N/A N/A N/A
Suriname 114 3,68 N/A N/A
The Bahamas N/A N/A N/A N/A
Trinidad and Tobago 84 4,01 N/A N/A
Uruguay 74 413 N/A N/A
Venezuela 126 3,46 60 31,88
Total number of economies covered by the Reports 144 60

It should be noted that LAC as a whole ranks relatively low compared to other re-
gions. According to both indexes, the most competitive LAC economy is Chile. Both
indexes concur on the least competitive economy of the region, Venezuela. The indexes
also highlight the heterogeneity of the region when it comes to competitiveness.

In terms of depth and scope of coverage, the Global Competitiveness Report from

the World Economic Forum emerges as the preferred tool to conduct this comparative
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study, as it covers 75 percent of the economies of Latin America and the Caribbean,
while its counterpart only covers 16 percent of them.

FGEs competitiveness assessment

Pillar Analysis of the selected FGEs

In order to explore further the determinants of competitiveness of those LAC coun-
tries identified as FGEs, the average of their scores in each of the 12 pillars of the Global
Competitiveness Report are compared relative to the average of the scores in the whole
LAC region. As the GCR covers 24 economies in LAC, those will serve as a reference
to understand the determinants in which the FGEs stand out. The scores for the FGEs,
averages, and differences relative to the whole set of LAC displayed in the table below,
show the pillars in which the FGEs outscore the rest:

Table 4. Determinants of competitiveness - FGE comparison

= 1

2 4]

& o 4] =

% [a] 5 E )

2 g g | £ & & g

= E 2 g =z o o z

Pillars g = & = z | 2 2 =
071 - Institutions 3,44 3,21 3,92 4,63 2,85 3,52 3,61 0,09
02 - Infrastructure 3,51 3,02 4,82 4,40 3,58 3,60 3,87 0,27
03 - Macroeconomic environment 5,95 417 4388 472 433 4,66 481 0,15
04 - Health and primary education 538 513 5,70 5,90 5,82 5,45 5,58 0,13
05 - Higher education & training 4,05 3,69 4,22 4,67 4,59 3,98 4,24 0,27
06 - Goods market efficiency 437 3,97 459 438 3,18 3,98 410 0,12
07 - Labor market efficiency 4,56 4,00 417 3,49 3,29 401 3,90 -0,11
08 - Financial market development 4,46 3,74 4,88 3,81 3,18 3,94 4,01 0,07
09 - Technological readiness 3,57 3,68 4,87 4,44 3,85 3,71 4,08 0,37
10 - Market size 4,40 3,66 3,42 3,21 4,94 3,52 3,92 0,40
11 - Business sophistication 3,94 3,80 421 3,73 3,72 3,83 3,88 0,05
12 - Innovation 2,69 2,69 3,46 3,18 2,98 2,96 3,00 0,03
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Figure 1. Determinants of competitiveness — FGE comparison (Global Competitiveness Report, 2013)

In terms of scores, the main differences between the LAC average and the FGEs aver-
age relate to market size, technological readiness, infrastructure, and higher education
and training. The superior growth rate of the FGEs in the region is then likely to be driv-
en by their higher performance in those three pillars. It should be noted that market size
is hereby considered as a quasi-fixed, non-operational factor over the given timeframe,
as we proceed to look further into the relationship between the pillars and GDP growth.

FGEs determinants

To better assess these preliminary findings, a regression analysis is carried out in or-
der to further explore the contribution of each of the pillars to GDP growth. The purpose
of this regression is to estimate the relative impact of those three pillars of the growth of
such countries.

Contribution of the Pillars to Growth

Scope and data

The study analyzes 24 economies of Latin America and the Caribbean over the pe-
riod 2006 to 2012. For this model, the logarithm base 10 of GDP per Capita at current
prices in USD will be used as dependent variable.

In this study, the relationship between GDP per Capita and the pillar scores is expect-
ed to be exponential, as a small increase in overall competitiveness is likely to fuel large
economic growth. It is, therefore, appropriate to use the log-form of GDP per Capita. All
the pillars are expected to be positively correlated to growth, as each of them is core to
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competitiveness. A brief description of the variables computed in the regression is given

below in Table 5.

Table 5. Descriptive statistics for all data points available (Global Competitiveness Report, 2013)

Category Variable Definition Expected Sign
Dependent Variable GROWTH Log10 (GDP per Capita (Current USD)) N/A
Independent Variable P1 1st pillar: Institutions (Score from 1to 7) +
Independent Variable P2 2nd pillar: Infrastructure (Score from 1to 7) +
Independent Variable P3 3rd pillar: Macroeconomic environment (Score from 1to 7) +
Independent Variable P4 4th pillar: Health and primary education (Score from 1to 7) +
Independent Variable P5 5th pillar: Higher education and training (Score from 1to 7) +
Independent Variable P6 6th pillar: Goods market efficiency (Score from 1to 7) +
Independent Variable pP7 7th pillar: Labor market efficiency (Score from 1t0 7) +
Independent Variable P8 8th pillar: Financial market development (Score from 1t0 7) +
Independent Variable P9 9th pillar: Technological readiness (Score from 1to0 7) +
Independent Variable P10 10th pillar: Market size (Score from 1t0 7) +
Independent Variable P11 11th pillar: Business sophistication (Score from 1t0 7) +
Independent Variable P12 12th pillar: Innovation (Score from 1to 7) +

Regression model

The equation below reflects the regression model computed to estimate the impact of

the pillars of economic growth:

Y=a+ 1P+ BiPy + B3P+ BuPy + BsPs + BgPg + B7P7 + BgPg + BoPy + B1oP1o
+ f11P11 + f1pP1p + Fi+¢

Y = Dependent Variable Log (GDP per Capita)

Bx = Parameters associated with the Independent Variables Pillars

Px = Pillar Scores

Fi = Country-specific Fixed effects

E = Random Error term

Since this model exploits time series as well as cross-country figures, country-spe-

cific dummy variables are included in the equation. This choice is largely dictated by

the moderately small set of countries in the analysis (N=24), which limits the study of

cross-country differences. Fixed-effect models also hold significant benefits. Indeed,
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using dummy variables allows controlling for unobservable country features, to the
extent that these are not expected to change over time. Attributes such as cultural envi-
ronment or economic and political structure, vary among countries and could be chal-
lenging to quantify. Provided such country individual effects are assumed to remain
constant over the time period of the analysis, they will be captured by country-specific
dummies.

Descriptive statistics

As mentioned above, the sample used in this model consists of a group of 24 LAC
countries over a 7-year period (2006-2012). With complete information, this combina-
tion should lead to 168 data sets. However, some pillar scores are unavailable for par-
ticular economies in different years, as they were not covered since the creation of the
index —e.g. Haiti and Suriname were only covered in the two latest editions of the report.
Moreover, the GDP per Capita used in the regression was sometimes an IMF estimate,
as the latest data were not always released for each country. Table 6 summarizes the data
available for the regression.

Table 6. Descriptive statistics for all data points available (Global Competitiveness Report, 2013)

Variable N Minimum Maximum Mean Median

GROWTH 158 2,823 4,328 3,682 3,691
P1 158 2,362 5,286 3,513 3,513
P2 158 1,541 5,581 3,405 3,453
P3 158 2,255 6,153 4,563 4,667
P4 158 3,319 6,623 5493 5474
P5 158 1,899 5378 3,81 3,828
P6 158 2,777 4,945 3,933 3,98
P7 158 2,877 4,962 4,037 4,096
P8 158 2,519 5,269 4,009 3,975
P9 158 2,147 5141 3,359 3,342
P10 158 1,638 5,634 3,552 3,32
PM 158 2,772 4,651 3,849 3,899
P12 158 2,049 3,717 2,904 2,938

An interesting observation can be drawn from these statistics. As table 6 reveals,
LAC economies have performed better during the period 2006-2012 in Pillar 4 (Health
and Primary Education), and hold the worst score in Pillar 12 (Innovation). This is
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consistent with the fact that most of the regions economies are still Efficiency-Driven’,
and therefore tend to perform worst in Pillars 11 and 12.

Results and analysis

The results of regressing all explanatory variables against GROWTH are shown in
Table 7 below. The coeflicients and significance levels for the country dummy variables
are included as well. The country dummy variable left out of the regression as a means
of comparison is Argentina.

Table 7. Results (Global Competitiveness Report, 2013)

formula = (Log GDP per Cap ~ Country + P1+ P2 + P3 + P4 + P5 + P6 + P7 + P8 + P9 + P10 + P11 + P12)

Variable Coefficient Std. Error t-value Significance Level? Predicted Sign?
P1 0,0538 0,03562 1,51 0,133535 Yes
P2 -0,01039 0,02338 -0,445 0,65743 No
P3 0,04488 0,01226 3,66 0,000373 X Yes
P4 -0,12681 0,02151 -5,896 3,40E-08 rx No
P5 0,11188 0,03134 3,57 0,000511 orx Yes
P6 -0,03186 0,04638 -0,687 0,493356 No
P7 -0,06664 0,02694 -2,473 0,014767 * No
P8 0,02204 0,02431 0,906 0,366473 Yes
P9 0,15284 0,02411 6,339 4,06E-09 orx Yes
P10 0,09357 0,03078 3,04 0,002899 ** Yes
P1M -0,02859 0,05909 -0,484 0,629399 No
P12 -0,03112 0,05037 0,618 0,537877 No
(Intercept) 3,26411 0,26091 12,51 <2e-16 xxx N/A
Barbados 0,4432 0,11733 3,777 0,000246 X N/A
Bolivia -0,39154 0,06876 -5,695 8,71E-08 X N/A
Brazil -0,0349 0,05298 -0,659 0,51129 N/A
Chile 0,05471 0,07003 0,781 0,436171 N/A
Colombia -0,10094 0,03811 -2,649 0,009147 ** N/A
(osta Rica 0,13168 0,06879 1914 0,057937 . N/A
Dominican Republic -0,05559 0,05726 -0,971 0,333594 N/A
Ecuador -0,07627 0,05277 -1,445 0,150953 N/A

' The GCR classifies economies into 3 stages of development: Factor-Driven economies mainly

compete based on their factor endowments, Efficiency-Driven economies develop more efficient pro-
duction processes leveraging on technological progress, while Innovation-Driven economies compete
with new and/or unique products, services, processes, and models.

2 Signifiance codes: 0 **** 0.001 *** 0.01 **0.057 0.1 > 1
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Variable Coefficient Std. Error t-value Significance Level Predicted Sign?
El Salvador -0,06493 0,07458 -0,871 0,385709 N/A
Guatemala -0,19869 0,06201 -3,204 0,001728 ** N/A
Guyana -0,01228 0,10218 -0,12 0,90457 N/A
Haiti -0,66015 0,12 -5,501 2,11E-07 FrE N/A
Honduras -0,32871 0,07255 -4,531 1,38E-05 X N/A
Jamaica 0,04637 0,08624 0,538 0,591759 N/A
Mexico 0,06927 0,04817 1,438 0,152977 N/A
Nicaragua -0,31251 0,08584 -3,641 0,0004 orx N/A
Panama 0,08083 0,07277 1.m 0,268844 N/A
Paraguay -0,10491 0,07941 -1,321 0,188947 N/A
Peru -0,14843 0,04973 -2,985 0,003431 ** N/A
Suriname 0,4187 0,11676 3,586 0,000484 X N/A
Trinidad and Tobago 0,5145 0,07543 6,821 3,71E-10 rx N/A
Uruguay 0,14871 0,08401 1,77 0,079198 . N/A
Venezuela 0,19464 0,04184 4,653 8,39E-06 o N/A
Dependent Variable: GDP per Capita in Logarithm base 10

Adjusted R-squared: 0,9801

F-statistic 2224

p-value: <2,2e-16

These results are deemed relevant for a number of reasons. With an adjusted R-squared
of 0,98, this model arguably explained 98% of the variation in economic growth in many
LAC economies. This statistic along with the sign and significance level of each variable
reveal quite a lot about growth rates in the region. Out of the 12 variables, half returned
the predicted sign and four were highly significant. It is also interesting to note that out
of the three pillars that were believed to be responsible for the superior economic growth
rate of the FGEs from the previous part of the study (P2, P5, and P9), 2 of them (P5 and
P9) are highly significant and register the expected sign. Moreover, Pillar 9 displays the
highest coefficient among all pillars, suggesting according to this model, that this pillar
is the one that holds the biggest impact on the growth of Latin American economies.

In alog-linear model, the literal interpretation of the estimated coefficient p is that a
one-unit increase in X will produce an expected increase in log (Y) of B units. In terms
of Y itself, this means that the expected value of Y is multiplied by ef. According to this
log-linear model, each one-unit score increase in Pillar 9, multiplies the expected value
of GDP per Capita by e%1528% = 11651 , which means that a one-unit change in the

score of Pillar 9 translates into a nearly 17% increase in GDP per Capita.
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Pillar 9 emerges then as the one with the most influence on GDP per Capita. We
now dive a level deeper in the analysis, and try to identify exactly which of the factor(s)

composing this pillar is the most correlated to economic growth.

Zooming in on Pillar 9

The study analyzes the same set of 24 economies of Latin America and the Caribbean
over the same period (2006-2012). The data were taken from the World Economic
Database of the International Monetary Fund and from the Global Competitiveness
Database of the World Economic Forum. The dependent variable used in the regression
is once again the GDP Per Capita at current prices in USD, while the independent vari-
ables are the factors of competitiveness composing Pillar 9 - Technology Infrastructure.
As noted earlier, Pillar 9 is broken down into seven factors of competitiveness. However,
“9.06 Internet Bandwidth” and “9.07 Mobile broadband Subscription” have only been
included in the last two editions of the reports and will therefore not be taken into ac-
count in the regression analysis, as the number of observations at hand for these two
variables is too low to obtain any significant results. Moreover, as previously mentioned,
the GDP per Capita used as a dependent variable is sometimes an IMF estimate. All the
factors are expected to be positively related to growth, as those factors are the driving
forces of competitiveness identified by the World Economic Forum. Table 8 provides a
brief overview of the data used in this model.

Table 8 - Descriptive statistics for all data points available - Pillar 9 (Global Competitiveness Report, 2013)

(ategory Variable Definition Expected Sign
Dependent Variable GROWTH Log10 (GDP per Capita (Current USD)) N/A
Independent Variable Factor1 Availability of latest technologies, 1-7 (best) +
Independent Variable Factor2 Firm-level technology absorption, 1-7 (best) +
Independent Variable Factor3 FDI and technology transfer, 1-7 (best) +
Independent Variable Factor4 Individuals using Internet, % +
Independent Variable Factor5 Broadband Internet subscriptions/100 pop. +

The equation below reflects the regression model computed to estimate the impact of
the components of this pillar on economic growth:

Y=a+ f1F1 +fpFp+f3F3 +[4Fa+fcFg +F;+ ¢

Y = Dependent Variable Log (GDP per Capita)
Bx = Parameters associated with the Factors composing Pillar 9
Fx = Factors composing Pillar 9
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Fi = Country Specific Fixed effects

E = Random Error term

Since this model runs time series as well as cross-country data, dummy variables for
each country are also included. Moreover, both scores and national statistics are used as
independent variables in the equation. Indeed, Factorl, Factor2, and Factor3 are scores
between 1 and 7 derived from surveys, while Factor4 and Factor5 are statistics with dif-

ferent units of measurement. Table 9 below summarizes the data.

Table 9. Descriptive Statistics for all data points available - Pillar 9 (Global Competitiveness Report, 2013)

Variable N Minimum Maximum Mean Median
GROWTH 157 2,823 4328 3,684 3,694
Factor1 157 2,15 6,054 4,433 4,45
Factor2 157 3,04 5,606 4,509 4,552
Factor3 157 3,345 5,952 4,703 4,874
Factord 157 2,397 5535,1 227,612 27,934
Factor5 157 0 22,396 3,915 2,179

The results of the linear regression of all the variables against GROWTH are shown
in Table 10. The coefficients and significance levels for the country dummy variables are
included as well. The country dummy variable left out of the regression as a means of
comparison is Argentina.

Table 10. Results (Global Competitiveness Report, 2013)

formula = (Log GDP per Cap ~ Country + Factor1 + Factor2 + Factor3 + Factor4 + Factor5)

Variable Coefficient Std. Error t-value Significance Level® Predicted Sign?
Factor1 5.985e-02 2.133e-02 2.806 0.005813 ** Yes
Factor2 6.282e-02 4.148¢-02 1515 0.132378 Yes
Factor3 -6.584e-02 2.623¢-02 -2.510 0.013333 * No
Factor4 -4.947e-06 8.480e-06 -0.583 0.560700 No
Factor5 1.033e-02 2.689-03 3.839 0.000194 ®xE Yes
(Intercept) 3.543e+00 1.379e-01 25.690 <2e-16 FrX N/A
Barbados 1.271e-01 4.962e-02 2.562 0.011582 * N/A
Bolivia -5.244e-01 4.265e-02 -12.295 <2e-16 X N/A
Brazil 2.955e-02 4.517e-02 0.654 0.514228 N/A

> Signif. codes: 0 ***0.001 **’ 0.01 **0.05 0.1 " 1
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Variable Coefficient Std. Error t-value Significance Level Predicted Sign?
Chile 8.144e-02 4.754e-02 1.713 0.089155 . N/A
Colombia -9.347e-02 3.807e-02 -2.455 0.015430 * N/A
(osta Rica 9.232¢-03 5.297e-02 0.174 0.861931 N/A
Dominican Republic -1.612e-01 4.354e-02 -3.703 0.000316 Frx N/A
Ecuador -1.879%e-01 3.610e-02 -5.205 7.5%-07 X N/A
El Salvador -2.909e-01 3.780e-02 -7.6%6 3.42e-12 orx N/A
Guatemala -4.057e-01 4.477e-02 -9.060 1.98e-15 Frx N/A
Guyana -3.776e-01 3.714e-02 -10.166 <2e-16 Frx N/A
Haiti -9.122e-01 5.377e-02 -16.965 <2e-16 xrx N/A
Honduras -4.929e-01 4.292e-02 -11.484 < 2e-16 Frx N/A
Jamaica -2.0217e-01 4.125e-02 -4.900 2.87e-06 Frx N/A
Mexico 1.369e-01 4.264e-02 3212 0.001673 ** N/A
Nicaragua -5.878e-01 3.685e-02 -15.950 <2e-16 *xx N/A
Panama -4.400e-02 5.148e-02 -0.855 0.394312 N/A
Paraguay -3.610e-01 3.803e-02 -9.491 <2e-16 xxX N/A
Peru -1.560e-01 4.296e-02 -3.632 0.000407 X N/A
Suriname 5.485e-02 5.292e-02 1.037 0.301910 N/A
Trinidad and Tobago 3.653e-01 4.132e-02 8.840 6.75e-15 Frx N/A
Uruguay 1.057e-01 4.458e-02 2.358 0.019884 * N/A
Venezuela 1.406e-01 3.435e-02 4.093 7.53e-05 Fx N/A
Dependent Variable: GDP per Capita in Logarithm base 10

Adjusted R-squared: 0,9639

F-statistic 148,5

p-value: <2,2e-16

This model arguably explains over 96% of the variation in GDP per Capita. From
these results, three out of the five independent variables reported the expected sign,
and two of them display a significance level below 1%. The factor “Availability of latest
technologies” and “Broadband Internet Subscriptions” hold a low p-value and a positive
coefficient. Most of the dummy variables attributed to the economies are also highly
significant.

According to this model, a one-point score increase in terms of “Availability of latest
technologies” (Factorl) would lead to a 6% increase in GDP per Capita, while a one-
point increase in terms of “Broadband internet Subscriptions” (Factor5) would lead to
a 1% increase in GDP per Capita. Taking into account the fact that Factor5 is a rate

between 0 and 100, while Factorl is only measured on a scale from 1 to 7, it appears that
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it is factor5 that holds the biggest impact of the two on economic growth. Moreover,
it could be argued that a one-point increase in the broadband penetration rate is a lot
easier to attain than a one-point increase in the score of “Availability of latest technolo-
gies””, which requires both deep structural changes and a lengthy perceptional evolution,
as the score is derived from a WEF survey question.

Showing the lowest p-value and the biggest impact, “Broadband Internet
Subscriptions” appears as the key factor of the Pillar driving economic growth in the
region. That relationship is graphically represented in the figures 2 and 3 below:

Figure 2. Fixed Broadband Penetration — The Key to Competitiveness (Global Competitiveness Report, 2013)

Figure 3. Correlation Fixed Broadband Penetration and Competitiveness (Global Competitiveness Report, 2013)

* The Factorl score is derived from the results of the survey question: “To what extent are the

latest technologies available in your country?’



24 | ALEXANDRA ZBUCHEA, FLORINA PINZARU (editors)

The United Nations in its Millennium Development Goals points at Internet penetra-
tion as a crucial metric in the efforts to diminish poverty and foster sustainable develop-
ment (United Nations, 2008). An increasingly important part of the social and economic
life of people around the world is becoming digital, and therefore, a fast and reliable
internet connection has turned into a crucial and basic need. As electricity was a century
ago, a reliable internet connection is now part of the foundations that support economic
growth, competitiveness, and prosperity. The broadband likely transforms and enhances
the activities carried out by every economic actor, providing nations with the capacity
to create and develop new comparative and competitive advantages. Indeed, the World
Bank considers that broadband holds a “significant impact on growth and deserves a
central role in the country development and competitiveness strategies” (World Bank,
2009). The essence of its impact stems from industries increasing their productivity, cre-
ating more jobs, developing living standards, and generating economic growth through
its adoption. Multiple studies specific to the Latin American and the Caribbean region
argue for the crucial impact of broadband on competitiveness, employment, and eco-
nomic growth. Among them, a 2012 study from the Inter-American Development Bank
states that LAC economies that boost broadband penetration by 10 percent are likely to
experience related surges of 3,19% in GDP, 2,61% in productivity, and generate 67.016
new jobs (Zaballos & Lopez-Rivas, 2012). Furthermore, the study underlines the multi-
plier effect of broadband, which generates proportionally incremental contributions to

GDP, employment, and growth, as the penetration rate increases.

Conclusions, limitations and future research

Despite the extensive available literature on competitiveness, both its definition and
assessment methods remain underexplored, as different views, concepts, and levels of
analysis co-exist. The factors that drive productivity and competitiveness are multiple,
complex and different in nature, but remain crucial to economies in their efforts to in-
crease prosperity.

This study aims at untangling the key factors of competitiveness that are arguably the
drivers of higher growth rates in Latin American and the Caribbean economies, using
FGE:s as a basis of comparison. The key findings of this research intend to contribute to
the existing literature on competitiveness and might provide both corporate and public
sector decision-makers with additional inputs to implement effective policies and re-
forms that could spur growth. While the multiple regression models used in this study

might stand as relatively simple, its findings are likely to add new insights to the debate
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on growth and competitiveness, which currently dominates the discourse of managers
and policy-makers in the region. Indeed, the theory associated with fixed effects linear
regression is well understood, and the results of this study would, therefore, stay rela-
tively easy to grasp and interpret to anyone interested in the topic.

Following a top-down approach to competitiveness on the basis of the Global
Competitiveness Report framework centered around 114 key determinants —the factors
that make up the 12 pillars-, the empirical findings suggest that technological readiness,
and more precisely broadband penetration bear significant impact on the LAC coun-
tries’ economic growth. Broadband benefits are major and robust, boosting productivity
across industries and paving the way to increased prosperity. Its transformative capacity
as an enabler of economic and social development makes it an indispensable instrument
for empowering individuals, shaping an environment that cultivates technological and
service innovation. Whether this potential to support competitiveness and economic
growth is fully unleashed will ultimately depend on the capacity of firms to implement
broadband across their value chains —potentially eased by a well-functioning business
environment shaped by the policy maker. Indeed, seizing the broadband opportunity
requires fostering a supportive environment through policies and reforms, investments,
and private-public coordination. In Latin America and the Caribbean, broadband pen-
etration rates differ significantly from one country to another, while remaining much
lower than in more industrialized economies. Some countries, such as Uruguay, have
already embraced the broadband as a key factor of competitiveness, and are starting to
reap the benefits. Other economies are putting into place major plans to develop the
required infrastructure and increase the penetration rate. For example in October 2010,
Argentina launched a USD 1,8 billion national plan known as Argentina Conectada
(Argentina Connected), with the purpose of propelling Internet access in the country,
extending broadband coverage, as well as improving speed and quality of the service,
with a special focus on rural areas. For the first time in July 2013, the Broadband World
Series took place in Latin America, in Sao Paulo, which is another signal that the re-
gion, though at asymmetric speeds, is increasingly grasping and unlocking the value of
broadband.

On the back of this study, multiple leads for future research could follow suit. First
of all, it would be relevant to assess the key determinants of competitiveness of different
regions, so as to verify whether broadband penetration consistently remains central to
competitiveness in other parts of the world. Furthermore, in Latin America, once longer
periods of data become available, the contribution to economic growth of the two fac-
tors of Pillar 9 hereby left out due to insufficient data (Internet Bandwidth and Mobile
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broadband Subscription) could be also analyzed to complement this research. Another
relevant study could explore the same region but use a different competitiveness frame-
work. Applying different frameworks would be an interesting way to look at the same
topic through a different lens and avoid potential biases arising from the exploitation of
this index.
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Exploring the Relation between National Competitiveness
and Economic Growth: the Case of CEE EU Member States

Romana KOREZ VIDE

Introduction

One of the key factors explaining an economy's growth potential, which determines
the pace of economic recovery, is productivity of a country. A country with higher pro-
ductivity obtains higher rates of returns on investment, which are the fundamental driv-
ers of economy's growth rates. The productivity of a country also determines its abil-
ity to sustain a high level of income and herewith the level of a country's prosperity
(see Lewis, 2004), which indirectly influences its rates of economic growth. The level of
productivity and an economy's growth potential, respectively, can be explained by the
concept of competitiveness. There exist a broad debate among politicians and schol-
ars about the meaning and components of this concept. Boltho (1996) explains it as
an ability of an economy to secure a higher standard of living than comparable econo-
mies, whilst Porter (1998) argues that the only meaningful concept of competitiveness
is national productivity. The World Economic Forum's (WEF) Global Competitiveness
Index (GCI) (Schwab & Sala-i-Martin, 2013), which has been extensively referenced as
a credible metric instrument of national competitiveness, is based on the Porter's (1998)
definition. According to this definition, a country's competitiveness is a set of macro-
economic and microeconomic factors that determine its productivity and economic
growth, respectively.

In this paper, we explore the relations between national competitiveness, as defined
by Schwab and Sala-i-Martin (2013), and its economic growth, measured by gross do-
mestic product (GDP) per capita. The empirical analysis is conducted on a sample of
Central and Eastern European (CEE) EU member states' that had similar political past

' Authors variously define Central and Eastern European Region. According to OECD (2014)
definition, this region comprises Albania, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia,
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and herewith comparable opportunities of socio-economic development. The latter
have been increased by the transformation of political systems in the beginning of 1990s
and by the accession of these countries to the EU in the last two decades. According to
Labaye et al. (2013), these economies established a record of growth and economic pro-
gress that few regions have matched since from the early 1990s to the onset of the global
financial crisis in 2008. Since the existent analyses of CEE countries' competitiveness
focus on one or two competitiveness dimensions (e.g. Wilinski, 2012; Petrariu, Bumbac
& Ciobanu, 2013), discuss competitiveness in one particular year (e.g. Gardiner, Ron
& Tyler, 2004; European Commission, 2014), or evaluate competitiveness for selected
CEE countries (e.g. Niessner, 2013), there is no comprehensive insight into the progress
and regression of all competitiveness dimensions in a longer period and their possible
impacts on CEE EU member states' economic growth rates. Therefore, we estimate the
topic of our empirical analysis as highly relevant.

The paper is structured as follows: in Section 2, we conceptualize national competi-
tiveness and its impacts on economic growth and productivity, respectively, as well as the
importance of each competitiveness pillar according to the country's stage of develop-
ment. Section 3 comprises the explanation of methodology and data gathering, as well
as the formulation of hypotheses. In Section 4, empirical analysis is conducted and the
hypotheses are tested. In Section 5, we discuss the empirical findings and their applica-
bility in the observed countries.

Competitiveness pillars and economic growth

According to Schwab and Sala-i-Martin (2013), national competitiveness is a set of
twelve pillars, structured into three groups - basic requirements, the sources of efficiency
and the innovation and business sophistication factors. All twelve pillars tend to rein-
force each other, and a weakness in one area often has a negative impact on others. All
of the pillars matter to a certain extent for all economies, however, due to different stages
of countries' development, they affect them in different ways. The basic requirements are
critical for countries in the factor-driven stage, the efficiency enhancers are important
for countries in the efficiency-driven stage, based on the innovation and sophistication
factors, however, compete for the countries in the innovation-driven stage. All countries
falling in between two of the three stages are considered to be »in transition«. For each of
the twelve pillars of a country's competitiveness, there is empirical evidence about their

impact on economic growth.

Lithuania, Poland, Romania, Slovak Republic and Slovenia. The empirical analysis of our paper is con-
ducted on the sample of eleven CEE EU member states.
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The quality of a country's institutions, which can be determined by the legal and
administrative framework within which individuals, firms, and governments interact
to generate wealth, has been proven as a factor of economic growth by several studies
(e.g. North, 1989; Rodrik, Subramanian & Trebbi, 2004). According to Miller, Kim and
Holmes (2014) public institutions can impose significant economic costs to businesses
and slow the process of economic development (e.g. excessive bureaucracy and red tape,
overregulation, corruption, dishonesty in dealing with public contracts, lack of transpar-
ency, inability to provide appropriate services for the business sector, improper manage-
ment of public finances and political dependence of the judicial system). Besides public
institutions, good governance of private institutions and maintenance of investor and
consumer confidence is also an important element of the process of creating wealth (see
Zingales, 1998).

The quality and extensiveness of infrastructure networks integrate the national mar-
ket and connect it at low cost to markets in other countries, enable businesses to get
their goods and services to market in a secure and timely manner, allow for a rapid and
low cost flow of information, determine the location of economic activities, facilitate the
movement of workers, prevent interruptions and shortages of energy supplies etc. Their
impact on economic growth has been identified for example by Calderon and Serven
(2004).

Although the literature (e.g. Fischer, 1993) finds only weak effects of macroeconomic
stability on productivity and growth, there are clear evidence about its impact on short-
term economic activity: the impacts of low and moderate levels of inflation are studied
for example by Goodfriend (2007) and Temple (2000), the impacts of public debt levels
are examined for example by Reinhart and Rogoft (2010) and the impacts of the level
of taxes, structure of taxation and the way government spends money are studied for
example by Johansson, Heady, Arnold, Brys, and Vartia (2008).

Healthy workers are vital to a country's productivity, thus, investment in the provi-
sion of health services is a critical factor in economic development and growth, respec-
tively (see Sachs, 2001). Basic and higher education received by the population increase
the workers' efficiency and are also key factors for economies that want to move up the
value chain (see Barro, 2002; Schwab & Sala-i-Martin, 2013).

Goods market efficiency is related to the production of the right mix of products and
services, given a country's particular supply-and-demand conditions, as well as to the
effectiveness of trading with these goods (Schwab & Sala-i-Martin, 2013). The best pos-
sible environment for the exchange of goods requires high levels and the vitality of mar-

ket competition (see Carlin, Schaffer & Seabright, 2005) and a minimum of government
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intervention that impedes business activity (see Branstetter, Lima, Lowell & Venancio,
2010). Openness to international competition, via trade and investment, enables a coun-
try to improve productivity, expand the most productive local industries and access
more advanced knowledge and technology from abroad (see Baldwin, 2003; Dollar &
Kraay, 2003; Branstetter, 2006; Delgado, Ketels, Porter & Stern, 2012). Market efficiency
also depends on demand conditions, such as customer orientation and buyer sophistica-
tion (see Porter, 1998). More demanding customers force companies to be more innova-
tive and customer-oriented and thus impose discipline necessary for market efficiency.

To achieve labor market efficiency the workers have to be allocated to their most ef-
fective use in the economy and provided with incentives to give their best effort in their
jobs. Thus, labor market supports economic growth if it is flexible to shift workers from
one economic activity to another rapidly and at low cost, and allows for wage fluctua-
tions without much social disruption (see Kaplan, 2009).

Efficient access to capital is important for companies to make the long-term invest-
ments needed to raise productivity levels (see Levine, 2005). Thus, financial market de-
velopment is reflected in the allocation of financial resources to those entrepreneurial
or investment projects with the highest expected rates of return rather than to the po-
litically connected. Furthermore, it is reflected in its sophistication, which enables the
provision of capital from various sources (see Schwab & Sala-i-Martin, 2013). In order to
fulfill all those functions, financial markets need appropriate regulation to protect inves-
tors and other actors in the economy.

For an economy to prosper it is important to be agile with adopting existing tech-
nologies to enhance the productivity of its industries (see Barro & Sala-i-Martin, 2012).
Thus, contemporary technological readiness is reflected in the information-communica-
tion technology (ICT) access and usage.

Market size, as one of a country's endowments, affects productivity by the opportuni-
ties for achieving economies of scale. In the era of globalization, international markets
have become a substitute for domestic markets, especially for small countries. Thus, ex-
ports and the membership in the regional integration can be thought of as a substitute
for domestic demand in determining the size of the market for a country's companies.
The effects of a country's international markets on a country's productivity are evidenced
for example by the study of Parteka and Wolszcak-Derlacz (2013).

Business sophistication, which concerns the quantity and the quality of local suppli-
ers, service providers and associated institutions in a particular field and the extent of
their interactions, raises productivity due to higher efficiency, creation of greater op-

portunities for innovation in processes and products and reduction of entry barriers for
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new firms (see Delgado, Porter & Stern, 2010). Several empirical studies confirm the
importance of companies operations and strategies for productivity (e.g. Bloom & Van
Reenen, 2007).

The positive impact of technological innovation (including institutions and policies
supporting innovation) on productivity has been empirically proven for example by
Furman, Porter, and Stern (2002). According to Romer (1990), technological innovation
is particularly important for economies, which cannot anymore improve their produc-

tivity only by integrating and adapting exogenous technologies.

Methodology, data, and hypotheses

This paper is a macroeconomic dynamic research, based on the secondary data. The
calculations of average growth rates of competitiveness indices, labor productivity and
GDP per capita for each of the CEE EU member states are followed by comparative anal-
yses of these variables for the discussed countries and by the exploration of relations be-
tween variables. Since the last economic and financial crisis differently harmed various
economies and co-shaped the economies' growth prospects, we researched the trends
of the above-mentioned variables in the period from 2008 — 2013. The data were col-
lected from the World Economic Forum's Global Competitiveness Reports and Eurostat
Database.

On the basis of the set theoretical background, where we have argued the concept
of a country's competitiveness and its relation to productivity and economic growth,
respectively, as well as the importance of various components of competitiveness ac-
cording to the country's stage of development, we formulate the following hypotheses:

HI: The growth of national economy's labor productivity, as one of the major driver of
economic growth, and the growth of national economy's competitiveness are related.

H2: The growth of national economy's GDP per capita and the growth of national econ-

omy's competitiveness are related.

Empirical analysis

In the first part of the empirical analysis, we have compared the GDP per capita, the
growth of labor productivity and the growth of real GDP per capita in CEE EU member
states in the 10 years period.

From the Table 1 it is evident that the highest growth of GDP per capita 2004-2013
(EU28=100) in relation to the other 10 CEE EU Member States have recorded four
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transition CEE EU Member States (Lithuania (12.3%), Latvia (11.3%), Slovak Republic
(9.7%), Poland (6.8 %)) and one innovation-driven economy (Estonia (5.4%)).

Table 1. Deterioration/improvement of GDP per capita 2013/2004 (EU28=100) of CEE EU member states (Eurostat, 2014)
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Bulgaria ) ) 34,0 -23,7 40,0 -28,3 -4.6
- Efficiency-driven
Romania 34,0 -23,7 43,0 -25,0 -13
Croatia 57,0 +1,6 60,0 -6,3 -79
Hungary 62,0 +7,1 66,0 +0,3 -6,8
Latvia . 48,0 -8,3 68,4 +3,0 +11,3
Transition
Lithuania 50,0 -6,1 71,2 +6,2 +12,3
Poland 49,0 12 65,3 -0,4 +6,8
Slovak Republic 57,0 +1,6 76,0 +11,3 +9,7
Estonia 55,0 -0,6 69,5 +4,8 +5,4
(zech Republic Innovation-driven 79,0 +25,8 81,1 +17,1 -8,7
Slovenia 86,0 +33,5 82,0 +17,9 -15,6

Notes: p.c. — per capita; av. — average; MS — Member States; deter. — deterioration; impr. — improvement.

The highest deterioration of this variable, however, have recorded two innovation-
driven economies (Slovenia (-15.6%), Czech Republic (-8,7%)) and two transition coun-
tries (Croatia (-7.9%), Hungary (-6.8%)).

From the Figure 1 is evident that the trends of the growth of labor productivity and
the growth of GDP per capita are very similar. In the countries with small or no differ-
ences in the growth rates of these two indicators, labor productivity trend better explains
the growth of GDP per capita and vice versa. Due to the time lag in the impacts on eco-
nomic growth, we suppose that the labor productivity growth, considering also different
contributions of the other drivers of economic growth (endogenous and exogenous), is
reflected only in the long-term growth of GDP per capita. Herein we can search for the
explanation of inconsistencies in average growth rates of the two compared variables in
the observed period of time, which are evident from Figure 1.

2 In our research we were limited with unavailable data on labor productivity and on the other
drivers of growth (except labor) for all CEE EU member states and for a longer period of time.
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Figure 1. GDP per capita (2004), average growth of GDP per capita and average growth of labor productivity
in the period 2004-2013 (Eurostat, 2014)

Notes: GDP per capita (EU28=100), labor productivity per person employed (EU27=100).

In the second part of the empirical analysis, we have compared the average Global
Competitiveness Index (GCI) scores of eleven CEE EU member states and average
growth of these scores in the period from 2008 - 2013. The goal of this comparative
analysis was to find out the state of competitiveness of these countries after the begin-
ning of the financial and economic crisis and the pillars of competitiveness, on which
each country has recorded improvement or deterioration in the observed period of
time.

Figure 2 shows that the highest average levels of competitiveness in the period from
2008-2013 achieved the Czech Republic and Estonia. It is also evident that Lithuania
and Poland, classified as transition countries, achieved the same average level of com-
petitiveness as Slovenia, which is classified among the countries at the innovation-driven
stage of development. The latter indicates the higher progress of Poland and Lithuania.
The same observation is valid for Bulgaria that achieved the same average level of com-
petitiveness as Latvia and Slovak Republic, although its level of development is lower.
Similarly, Romania, which is classified among countries at the efficiency-driven stage of
development, recorded the same average level of competitiveness as Croatia, which is

ranked among transition countries.
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Figure 2. Average global competitiveness of CEE EU member states (WEF, 2008-2013)

Notes: see Schwab & Sala-i-Martin (2013, p.10) for the classification of countries according to their level of development
and for the sub-indices weights in the GCl according to the stage of development.

Figure 3. Average growth of global competitiveness of CEE EU member states (WEF, 2008-2013)

Figure 3 reveals the average growth levels of total competitiveness and the average
growth levels of three groups of competitiveness pillars for CEE EU member states.
Herewith we gain an insight into the main fields of progress and regression in the com-
petitiveness of CEE EU member countries in the observed period of time. The Czech
Republic worsens its position in all three groups of competitiveness factors; the highest
decrease evidenced the group of innovation and sophistication factors, which endan-
gers the Czech Republic's further growth prospects with regard to its achieved stage of
development. Very similar observation is valid for Slovenia, that recorded deteriora-

tion not only in the most important group of competitiveness pillars according to its
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level of development - innovation and sophistication factors -, but also in the field of
efficiency factors, which represent the foundations for the conclusion of a country's
transition period.

Among the transition countries, the data show that the worst position has achieved
the Slovak Republic. The other transition countries (with the exception of Croatia) either
maintained their prior level of competitiveness (Hungary and Lithuania) or improved
it (Poland and Latvia). According to these data, one of the two CEE EU member coun-
tries at the efficiency-driven stage of development - Bulgaria — outperformed all other
countries in the field of average competitiveness growth in the observed period of time.

Table 2 is the synthesis of the state of competitiveness of CEE EU member states in
the period from 2008 to 2013. The findings are the following: Latvia and Bulgaria have
recorded improvement at the highest number of competitiveness pillars - 11 (Latvia) and
9 (Bulgaria) -, Poland and Estonia have each improved 7 pillars, Hungary and Lithuania
have each improved 6 pillars, Romania, Croatia and Slovenia have recorded improve-
ment each at 4 pillars, and Slovak and the Czech Republic have each improved 3 pillars.
The best position has achieved Latvia, which has improved all three competitiveness
components — basic requirements, efficiency enhancers and innovation and sophisti-
cation factors -, the worst position has, however, achieved the Czech Republic, which
has deteriorated all three competitiveness components. If we have a look at the whole
picture of competitiveness of CEE EU member states in the observed period of time
we - take into consideration also the intensities of changes (see Figure 3) and the total
competitiveness of each of the three competitiveness components — we can rank these
countries according to their average competitiveness in the observed period of time (see
last column in the Table 2).

Table 2. The synthesis of the state of competitiveness of CEE EU member states (WEF, 2008 — 2013)

Economy Basic requirements Efficiency enhancers sogl?igg\éztiigg?:cdtors Rank
Tc | Ins | Inf | Me | Hpe | Tc | Het |Gme|Lme [Fmd | Tr | Ms | Tc | Bs In
Bulgaria Im | + | + + |(m|+ |+ U] - |+ ]+ Un - + 1
Romania Im | - | + Un|De| + | - |Un| - - | + | De - 7
Croatia Un| - | + | - - | De | + | - - -+ De - - 8
Hungary m| - |+ |+ |+ U]+ U U | - |+ ]| Un| De - + 4
Latvia m| + |+ |+ |+ |m| + |+ + |-+ |+ | Im + + 2
Lithuania m| - |+ | -]+ |De| + ]| - - -+ |+ Un - + 6
Poland Im | + | + + | Im| + |+ - -+ |+ Un - Un | 3
Slovak Republic| Im | - | + | - | + | De | Un| - - - - | + | De - - N
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Fconomy Basic requirements Efficiency enhancers sorlﬁizg‘égiiigg?:c(iors Rank
Tc | Ins | Inf | Me | Hpe | Tc | Het |Gme |Lme [Fmd | Tr | Ms | Tc | Bs In
Estonia m| + |+ |+ |+ |DejU| - |+ | - -+ | Un - + 5
(zech Republic | De | - | + | - - | De | - - - - |+ | + | De - - 10
Slovenia Un | - | + | - - | De | + | - - - |+ | + | De - - 9

Notes: Tc — total competitiveness, Ins — institutions, Inf — infrastructure, Me — macroeconomic environment, Hpe — Health
and primary education, Het — higher education and training, Gme — goods market efficiency, Lme — labor market efficiency,
Fmd — financial market development, Tr — technologic readiness, Ms — market size, Bs — business sophistication, In —
innovation, Im — improvement, Un — unchanged, De - deterioration

Table 3. Rankings of CEE EU Member Countries according to labor productivity, GDP per capita and global competitiveness
(Eurostat, 2014; WEF, 2008-2013)

LP rank Crank LPrank—Crank | GDPp.c.rank | GDPp.c.rank —Crank
Bulgaria 7 1 6 7 6
Romania 6 7 ()1 6 (-)1
Croatia 8 8 0 9 1
Hungary 9 4 5 8 4
Latvia 1 2 (N 1 ()
Lithuania 2 6 (-)4 2 (-)4
Poland 5 3 2 3 0
Slovak Republic 3 N (-)8 4 ()7
Estonia 4 5 (N 5 0
(Czech Republic n 10 1 10 0
Slovenia 10 9 1 n 2
AVDR: 2.7 AVDR: 2.4

Notes: LP — labor productivity, C — competitiveness, AVDR — average differences in ranks.

If we compare the competitiveness rankings of these countries with their labor pro-
ductivity growth rankings and GDP per capita growth rankings (Figure 1 and Table 3)
we can see that seven out of the eleven countries recorded low differences in these rank-
ings (0 to 2 places) and that the lower average differences are recorded between the GDP
per capita growth rankings and competitiveness growth rankings (2.4). We estimate the
24% and 27% of differences between the rankings as the low levels and herewith we
confirm our two hypotheses:

HI: The growth of national economy'’s labor productivity, as one of the major driver of
economic growth, and the growth of national economy's competitiveness are related.
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H2: The growth of national economy’s GDP per capita and the growth of national econ-

omy's competitiveness are related.

Discussion and conclusion

The key goal of this paper was to find out if a country's competitiveness and its eco-
nomic growth are related. Based on calculations of average growth rates and determina-
tion of ranks and their congruity we have confirmed the relation between a country's
competitiveness and its economic growth. Similar observation was found for example by
Dobrinsky and Havlik (2014). The findings show that especially some transition CEE EU
Member States have recorded high growth of GDP per capita in the observed periods,
which is accompanied by their higher competitiveness, and that some innovation-driven
CEE EU Member States have deteriorated their positions in this regard. In general, each
country has to put the emphasis on the development of those competitiveness pillars
that are the most important for the country's level of development. However, as all com-
petitiveness pillars are mutually dependent, a country should not neglect the develop-
ment of the others. Our research has shown main gaps in the competitiveness of each
observed country and thus, it can be used as a rough analytical foundation for delibera-
tion of measures in the areas, where severe changes are necessary. The less promising
findings for some countries demand fast responses. If they will not search the leverages
for their economic impetus in the reforms of their political and economic structures,
which hampers their competitiveness and development, the outlook for their economic
recovery in the turbulent regional and international political and economic environ-
ment is unenviable.

As the key limitation of our research, we see the fact, that the Global Competitiveness
Index is a composite indicator, composed also of proxy indicators, and according to the
set methodology. Possible limitations can be also the simple research methodology and

the small sample of observed countries.
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Integrating Institutional Theory with Market Orientation
to Study SMEs in Transition Economies: a Conceptual Model

Kathleen WELSH VOGES, Daniel GLASER-SEGURA

Introduction

The presence of a market orientation in an organization is based on the competitively
strategic participation of its actors across all functional areas to identify and address
customer needs (Day, 1994). A market orientation presence has been found to be posi-
tively related to organizational performance (e.g. Kirca, Jayachandran & Bearden, 2005;
Jaworski & Kohli, 1993; Slater & Narver, 1994). The research stream over the past 25
years includes the exploration of its presence in multiple organizational forms including
for-profit, not for profit and public sector organizations, as well as diverse economic set-
tings (Barberis, Boycko, Shleifer & Tsukanova, 1996; Kirca, Bearden & Roth, 2011). In
addition, while there are variations of the model (Deshpandé, Farley & Webster, 1993;
Kohli & Jaworski, 1990; Narver & Slater, 1990), the common presentation is a relation-
ship between key internal antecedent conditions such as leadership, and organization-
al dynamics and systems, and the presence of market orientation (Kirca et al., 2005;
Lancaster & Velden, 2004). That is, the focus has been to identify what internal condi-
tions lend toward the presence of a market orientation.

Not surprisingly, as is the case with the development of any research stream, the
market orientation literature also presents noted shortcomings. Kirca et al. (2005) en-
courage a better understanding of how market orientation antecedents interact by way
of exploring contextual differences. There is also a lack of longitudinal study which leads
to the inability to capture the dynamics of change (Gebhardt, Carpenter & Sherry, 2006),
as well as an absence of theory development which considers the role of external envi-
ronment conditions in developing a market orientation (Gebhardt et al., 2006; Qu &
Ennew, 2005). While external environmental conditions in an established market driven
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economy may not be a significant driver in the development of a market orientation, as
suggested by Qu and Ennew (2005) organizations in transition economies may have a
greater sensitivity to external conditions as there is a shift from a centrally planned to a
market-oriented economic structure (World Bank, 2016).

The prominence of business organizations operating in transition economic settings,
which account for one-third of the world’s population, has increasingly played an influ-
ential dynamic in global trade (World Bank, 2016). The transition is exemplified through
the implementation of privatization agenda emphasized during the latter portion of the
20™ century and continuing into the 21* century (Althaus, 2016; Desai &Wheeler, 2016;
Ramamurti, 1999). Tushman, Newman, and Romanelli (1986) describe privatization as a
“frame breaking” change strategy, while Ramamurti (2000) presents that successful pri-
vatization is dependent on factors such as the quality of market-supporting institutions,
which are simultaneously in a state of flux. These conditions suggest that the state of
external institutional level drivers may be of particular interest to enrich understanding
of a market orientation in organizations embedded in this context. Further, sensitivity to
institutional level changes in transition economies may be especially relevant for small
and medium-sized organizations (SMEs) which oftentimes do not enjoy a continuation
of state subsidy as compared to larger more monopolistic organizations, but are found to
be the main competitiveness generators ( e.g. Ahrend & Martins, 2003; Mackic, Peric &
Soric, 2014; McIntyre, 2001). Thus, the purpose of our paper is to present a conceptual
research model focused on SME:s in transition economies.

Given a gap in theoretical development, we consider using a middle range theory
approach. In particular, we consider the meta-analysis findings of Kirca et al. (2005) for
relevant perspective derived from market orientation literature, and the presentation of
Greenwood and Hinings (1996) for relevant external environment perspective derived
from institutional theory. Specifically, our presented conceptual model and eight propo-
sitions are intended to provide a research agenda platform to examine the influence of
external institutional drivers of the presence of market orientation in an organization by
addressing the following questions 1) How do relevant external institutional drivers im-
pact the development of a market orientation in a transition economy SMEZ?, 2) What is
the relationship between relevant external institutional drivers and internal antecedents
of market orientation in a transition economy SME?, and 3) What is the relationship
between key inter-organizational constructs and the presence of a market orientation in
a transition economy SME?

We begin our discussion with a literature review of market orientation theory. We

then present a brief discussion of relevant institutional theory perspective integrated
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with the prevailing market orientation model as the basis for the presentation of eight
propositions. We conclude with a brief discussion of how the model would be applied to

a comprehensive research agenda.

Literature review

Market orientation theory

For-profit organizations typically focus attention and activities on customers to gain
competitive advantage, and thus market orientation became the basis for the develop-
ment of marketing thought (Tworoger, Voges & Barnes, 2010). Over time, market orien-
tation has gained prominence as an approach that can be beneficial when embraced by
the organization as a whole (Slater & Narver, 1994). Multiple perspectives of the mar-
ket orientation construct have been presented (Kirca et al., 2005). Market orientation
was conceptualized as a three-dimensional behavioral activity comprised of intelligence
generation, intelligence dissemination and responsiveness to market conditions (Kohli
& Jaworski, 1990). It was also conceptualized as a culturally derived concept oriented
toward both customer and competitors in the market (Narver & Slater, 1990). Market
orientation has also been identified as an effective cultural form acting as an element of
cohesion in organizational performance (Gebhardt et al., 2006; Narver & Slater, 1990).

Studies of market orientation have included frameworks that address its relation-
ship with antecedents, organizational outcomes, and moderating conditions. Jaworski
and Kohli’s (1993) frequently cited model tested the relationship of a multi-dimensional
market orientation construct (Kohli & Jaworski, 1990) with three categories of anteced-
ents, 1) top management, 2) organizational systems, and 3) inter-departmental dynam-
ics. Their work along with others produced mixed support for the moderating impact
that external factors of environmental turbulence, competitive intensity, and techno-
logical turbulence can have on the relationship between market orientation and per-
formance (Kirca et al., 2005). Further, the meta-analysis provided for differences in the
strength of the market orientation — performance relationship depending on the types of
measures used, the type of firm, and cultural context of employees.

As anticipated by Kohli, Jaworski and Kumar (1993), extensions of market orienta-
tion studies to less traditional business settings (i.e., non-profit and public sector, tran-
sitioning economy nations) indicate that market orientation is also a viable construct
related to these organizations’ performance. Vazquez, Alvarez, and Santos (2002) found
that a market orientation is present in a Spanish non-profit organization although there

was a noted need for a modified market orientation scale to capture the differences in
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non-profit outcome focus as compared with for-profit organizations. Likewise, Balabanis,
Stables and Philips (1997) and Cervera, Molla and Sanchez (2001) found the presence
of a market orientation in non-profit organizations. Kok and Driessen (2012) found
in their study of the transition from public to private sector operation of Dutch hous-
ing associations that the most important antecedents associated with the presence of a
market orientation are related to the change capacity factors of 1) process improvement
control and 2) top management emphasis. In addition, Barberis, Boycko, Shleifer and
Tsukanova (1996) identified the presence of a market orientation in privatized Russian
organizations.

Qu and Ennew (2005) explored the development of market orientation in the transi-
tion economy China and concluded that although actions of managers in these organi-
zations are relevant, the more influential is the external conditions found in governmen-
tal policy regulations which support product quality and customer protections, as well as
market-based ownership structure. Li, Sun, and Liu (2006) applied institutional theory
to capture the role of government control and the transition to formalized corporate
governance of state-owned enterprises in China and found a relationship between mar-
ket orientation and organizational performance. Farley and Deshpandé (2005) in their
study of the presence of a market orientation in Russia noted that while both China and
Russia have undergone economic transition, the extreme and long-term central plan-
ning systems in Russia and higher degrees of political uncertainty at the time of their
study contributed to findings that the presence of market orientation is weaker. Stan,
Boush, Barb and Sebastian (2006) consider the potential inability of customer’s skills to
effectively appreciate a market orientation in transition economies because of the insuf-
ficient supporting institutional frameworks.

Kirca, Bearden, and Roth (2011) examined the presence of market orientation im-
plementation in global subsidiaries of U.S. companies and found a positive relation-
ship between the subsidiary’s level of market orientation and company headquarters.
They found a positive relationship between the subsidiary’s level of market orientation
and market-supporting institutions in its host country. They also found that subsidiary
manager’s identification with headquarters positively moderated the strength of the re-
lationship between the host country’s market supporting institution and the subsidiary’s
market orientation. Further, they found that the greater the cultural distance between
the home country (U.S.) and the host country the more accentuated the role of the host
country’s market supporting institutions to the presence of the subsidiary’s market ori-
entation. The study offers an insightful illustration of the complex impact that external

global conditions can have on the presence of a market orientation in an organization.
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Studies have also tested the validity of the two most popular instrument scales used
to measure the presence of market orientation in an organization (Ellis, 2006; Rojas-
Mendez, Kara & Spillan, 2006; Ward, Girardi & Lewandowski, 2006). The MARKOR
scale follows the market orientation model of Kohli, Jaworski and Kumar’s (1993) in-
strument (i.e. intelligence generation, intelligence dissemination and responsiveness),
while the MKTOR scale follows the market orientation model developed in 1990 by
Narver and Slater (i.e. customer orientation, competitor orientation and inter-functional
coordination). As surmised by Roersen, Kraaijenbrink and Groen (2013) although the
market orientation concept has universal potential, most research has been conducted
in developed economies with established free market business environments suggesting
that modification of survey instruments to recognize knowledge limits in understand-
ing the market orientation concept in transition economies would be beneficial. In all,
informal institutional contextual settings such as culture, as well as formal institutions
are seen as critical in the ability of an organization to identify and address market needs
(Webb, Ireland, Hitt, Kistruck & Tihanyi, 2011). Thus, we contend in transition econo-
mies there is credible evidence to argue that external institutions, as well as cultural
and knowledge tendencies toward the value of market-oriented practices, are significant

influences on the presence and development of a market orientation in an organization.

The role of institutional context

Although a full discussion of institutional theory is beyond the scope of this paper,
the initial orientation of the theory was toward answering the question, “why are organi-
zations the same” (e.g. Di Maggio & Powell, 1983). There is an underlying assumption
that organizations adapt in order to survive (e.g. D’Aveni, 1994). The primary focus of
the theory’s tenets is on relevant institutional level context infusing values and beliefs
(i.e. ideological templates) into organizational behaviors (Meyer & Rowan, 1977; Meyer,
Scott & Deal, 1983). The process of adoption evolves from acceptance of the legitimacy
of the institutions (e.g. government and regulatory agencies, professional associations)
to subsequent mimetic and isomorphic behaviors which evolve to converge into accept-
able organizational behaviors (DiMaggio & Powell, 1983). Over time, institutional theo-
ry applications have advanced to also consider, “what occurs when there is institutional
level change?” (e.g. Greenwood & Hinings, 1996). Interest shifted to consider the impact
of the type of institutional change, as well as the pace and scope of the change effort.
Two types of change were identified, 1) radical: a significant shift from one institutional
template to another, and 2) convergent: a less abrupt shift within the same institutional

template. The scale and pace of change addressed the period of upheaval and adjustment
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to new conditions and is characterized as ranging from revolutionary: wide and fast
change, to evolutionary: narrow and slow change. In our discussion we are focused on
radical change as we contend that in transition economies there is a “frame-breaking”
shift from one institutional template to another; namely a shift from a centrally planned
to a market-oriented structure.

Greenwood and Hinings (1996) broached the topic in response to recognition of the
complexity of political and regulatory institutional changes in current environments.
As such, they specifically addressed the impact of radical change resulting in a break up
of interpretive schemes used to assess an organization’s context; that is they presented
that .. organizations are structures which are institutionally derived” (Greenwood &
Hinings, 1996, p.1028). They proposed that change may vary across institutional sectors
due to the extent to which the sectors are coupled and/or are insulated from ideas prac-
ticed amongst sectors. Further, inconsistent cues across sectors are also seen as creating
the potential for variation of organizational behavior in the sector. Finally, the incidence
of radical change and pace of change may vary within institutional sectors because or-
ganizations vary in their internal dynamics; namely, there may be resistance to change.

Their process model delineates the adoption and practice of related behaviors as or-
ganizations change their organizational templates based on prevailing institutional con-
text (in contrast with past institutional context). Specifically, while organizations are em-
bedded in the same dynamic institutional context leading toward an isomorphic need
to change in order to survive (Oliver, 1991), organizational differences in precipitating
and enabling conditions lend toward different organizational responses. If the prevail-
ing template is recognized as an advantage by actors within the organization a shift to
this template is likely to occur. If power structures, namely executive action within the
organization support the new behaviors, the culture will ultimately change. Over time,
reciprocal exchanges lead to enforcement of mimetic, normative and coercive processes
within the prevailing institutional context solidifying the change experience. Greenwood
and Hinings (1996) contend that in the early phase of institutional change, the technical
aspects of the change are more important; and, over time, institutional pressures become
more prominent.

Seo and Creed (2002, p.224) further develop a theory on the impact of institutional
change and provide a clearer focus on “when and how embedded actors individually and
collectively come to the conscious point...where they recognize the need... for collective
action to change existing institutional arrangements”. Recognizing the complexities and
inconsistencies of social behavior patterns, they argue that the change process results in

<

a praxis defined as “.. a particular type of collective human action, situated in a given
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social-historical context, but driven by the inevitable by-products of that context -social
contradictions” (Seo & Creed, 2002, p.230). That is, although institutional change may
occur, the outcome may not be what is intended because of the inability for fundamental
realignments in frames of reference and logic for action. This conundrum is proposed
to be particularly relevant in transition economies where the organizational template
may not know by its actors and a ‘learning effort’ is required. In the absence of suitable
institutional templates to mimic, actors may resort to old known routines for behavior
(Newman, 2000).

A conceptual model and propositions

The following discussion presents an argument for eight propositions which reflect
an integration of relevant institutional theory perspective with the market orienta-
tion model validated by Kirca et al. (2005). Figure 1 is an illustration of the model. In
brief, the model recognizes the relationship between relevant institutional context and
the process of developing a market orientation in an organization as portrayed by re-
lationships between key actors, organizational dynamics, and organizational systems.
The model integrates three main points from institutional theory. First, in the external
environment, as suggested by Greenwood and Hinings (1996) there is the presence of
multiple vertically and cross- integrated institutional sectors, namely, 1) regulatory, 2)
professional support and 3) political which provide cues and basis for the legitimacy of
a new archetype or organizational template. When these sectors, in which organizations
are embedded present consistent favorable market-oriented characteristics it is expected
that a positive environmental setting exists for change to a market-oriented archetype
(delineated as ‘new archetype”). Second, given that the new archetype is considered to
be legitimate (which assumes that the old archetype is considered not to be legitimate)
there will be a precipitating dynamic of market orientation recognition by top manage-
ment in the organization (Greenwood & Hinings, 1996). That is, top managers serve
in an initiator role to foster the development of a market orientation in an organiza-
tion. Further, as discussed by Seo and Creed (2003) and Newman (2000), we propose
that the recognition of a market orientation is the result of a learning effort or adaptive
response by top managers, who are primarily responsible for the survival of the organi-
zation. If the cues from the institutional sectors are confused or obscure the ability for
top manager recognition is hindered, 