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Reforms to improve productivity needed to break out of the “new normal”

Despite substantive efforts to re-ignite recovery, global economic growth remains low
and unemployment persistently high. The Global Competitiveness Report 2015-2016
calls for productivity-enhancing reforms to break with this pattern.

Seven years after the beginning of the financial
crisis in 2008, its consequences are still being
felt around the world. The recovery has been
less robust, more uncertain and taken longer
than many expected, suggesting a “new
normal” of subdued economic growth, lower
productivity growth and high unemployment.
Recent geopolitical shocks — from the crisis in

Ukraine to conflicts in the Middle East, terrorism
and the migrant crisis — have added to economic

difficulties.

Addressing constraints to growth on the supply
side could go a long way to restoring growth.

Through a systematic assessment of the drivers of
productivity, the Report identifies priority areas for

structural reforms.

Competitiveness drives resilience

The Report shows that competitiveness —
understood as higher productivity —is a key

driver of growth and resilience. The historic
proportions of the economic crisis and the relative
performance of economies since its onset in 2008
have shed light on how structural weaknesses
can exacerbate the effects of, and hinder recovery
from shocks.

During the crisis, the more competitive economies
systematically outperformed the least competitive
in terms of economic growth: they either withstood
the crisis better or recovered more quickly. This
result holds true at every stage of development
(see chart).

Average growth rates of the most and least competitive economies, by income group

Average growth rate, 2007-14

" 3 most competitive economies

Thailand (28)
China (34)
India (48)

Vietnam (68)
Pakistan (92)

For example, Switzerland, ranked 1st in the
Report, has since 2007 experienced only a mild
recession in 2009 and its unemployment rate
has remained around 3% throughout the crisis.
Meanwhile, Greece, ranked 81st, has seen its
economy shrink by 25% and the jobless rate
remains above 20%.

Leveraging the human factor

At the heart of an economy’s competitiveness is
its capacity to leverage talent. High unemployment
figures weigh heavily on societies, risking not only
prolonged lower demand but also the de-skilling
of a significant segment of the labour force and
growing discontent.

This holds even truer in the post-crisis years,
which coincide with a fundamental shift away from
the traditional manufacturing industry while the
widespread use of ICT is generating entirely new
industries and disrupting others. Talent-driven
economies are best equipped to adapt to the
changes brought about by this tech revolution and
to reap their benefits.

A tool for policy-makers
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demands difficult trade-offs, careful consideration
for sequencing reforms and room for calibration in
changing conditions. Steering the course towards
enhanced competitiveness requires vigilance and
commitment from all stakeholders and throughout
the process, for which the Report serves as a
guide and monitoring tool.

High income OECD
(26)

Low income
@1

Lower-middle income
(30)

Other high income
(16)

Upper-middle income
(24)

Sources: World Economic Forum; IMF
Note: The GCI 2007-2008 rank out of 131 appears next to the country name. The number of economies included in each group is indicated in
parentheses along the x-axis
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The Global Competitiveness Map

.~. UNITED STATES

United States

The United States retains 3rd place.
While many risks, arguably, loom on
the horizon, the country’s recovery can
build on improvements in institutions,
the macroeconomic environment

and the financial markets. The
country’s major strength is its unique
combination of exceptional innovation
capacity, large market size and
sophisticated businesses.

UNITED STATES

MEXICO

»

Latin America

Global Competitiveness
Index Percentile Rank

There is a wide ¥,
competitiveness divide
among economies in Latin

Most America and the Caribbean.
- Once again, Chile (35th)
80-90% competitive ) .
leads the regional rankings
and Brazil continues its
downward trend, dropping
18 places to 75th. The region
must build resilience against
extefna\ economic shlocks
and infrastructure, skills
and innovation — areas in
which the region performs
relatively poorly — are among
Least the fundamentals to be
competitive strengthened.

Not covered

Note: Unless mentioned otherwise, the ranks
cited in the country and regional highlights are
the Global Competitiveness Index overall rank
among 140 economies.
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Emerging and Developing

Southern Europe

In Southern Europe, Spain
(33rd), Portugal (38th) and Italy
(43rd) continue to show some
improvements, especially in the
functioning of their market in
labour and goods. Greece (81st)
fails to improve and remains by
far European Union’s weakest
performer. Access to finance
remains the main drag to

Colombia

Colombia ranks 61st, up 5
places, improving for the second
year in a row, which reflects
continued efforts to improve
competitiveness. The country’s
performance is relatively

stable across most pillars, with
small improvements on most
dimensions compared with last
year. Yet, further improvement in
the quality of the education system
and in the country’s institutional
framework are needed to achieve

BRAZIL Fat

competitiveness across the region.

Switzerland

Switzerland tops the ranking for

the seventh consecutive year.

The very strong fundamentals
explain the country’s remarkable
resilience throughout the crisis. In
particular, the country excels at
nurturing and attracting talent, which
powers a remarkable innovation
ecosystem (1st). In the face of
increased competition and rising
costs, Switzerland must retain its
innovation edge. It must address

the challenges of skills shortage and
unfavourable demographics, while
avoiding the pitfalls of populism and
complacency.

ALGERIA

China

Stable at 28th, well ahead of the
other BRICS economies, China faces
new challenges. After years of rapid
growth, quick and easy productivity
gains are dwindling. Building on

its strong foundations, China must
pursue market-oriented reforms,
promote entrepreneurship and
nurture talent to continue to move up
the value chain.

RUSSIAN FEDERATION
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Vietnam

Progressing for the third consecutive year,
Vietnam is 56th (up 12). Challenges are plenty,
most notably in higher education, technological
adoption and business sophistication. However,
trends are overwhelmingly positive. The country
reflects the dynamism of the South East Asian
region, where the five largest ASEAN members
—Malaysia (18th), Thailand (32nd), Indonesia
(87th), the Philippines (47th) and Vietnam— all
rank in the top half of the overall GCI.

Middle East and

About the Global Competitiveness Index

Competitiveness is defined as the set of institutions, policies and factors that
determine a country’s level of productivity. The level of productivity, in turn,
sets the level of prosperity that can be reached by an economy.

Since 2005, the World Economic Forum has based its competitiveness analysis on
the Global Competitiveness Index (GCI), a comprehensive framework that measures
the microeconomic and macroeconomic foundations of national competitiveness,
grouped into 12 categories.

To produce 77%e Global Comperiiveness Report, as well as other
regional and industry benchmarking reports, the World Economic
Forum relies on a large set of data sourced from international organiza-
tions such as the World Bank, the United Nations and the International
Monetary Fund, and from its own annual Executive Opinion Survey.

The Survey captures invaluable information on a broad range of eco-
nomic and social factors, for which data sources are non-existent,
too scarce, unreliable, or outdated. In 2015, the Survey captured the
opinions of over 14,000 business executives.

The GCI Framework: The 12 Pillars of Competitiveness

‘ Infrastructure

Quality and availability of transport, electricity
and communication infrastructures

Institutions Macroeconomic environment

Fiscal and monetary indicators, savings rate and
sovereign debt rating

Concepts related to protection of property rights,
efficiency and transparency of public administration,
independence of the judiciary, physical security,

. ; ® Transport infrastructure
business ethics and corporate governance

@ Electricity & telephony infrastructure
® Public institutions

North Africa

" Stark differences in

a higher level of competitiveness.

South Africa

South Africa reverses its downward trend, going
up to 49th, largely due to an increased uptake
of ICTs and improvements in innovation. The
country boasts the continent’s most efficient
financial market (12th) and an efficient transport
infrastructure (29th). Among many challenges,
South Africa needs to address persistent
inefficiencies in its labour market (107th), as well
as unsatisfactory health (128th) and education
(120th) outcomes.

Latin America and the Caribbean

competitiveness characterize
the Middle East and North
Africa region. While many GCC
countries are fairly competitive,
the Levant and North Africa »
lag significantly behind. Recent
progress in many countries /
could be undone by spreading >
geopolitical conflicts, the

recent drop in energy prices

and terrorism. Generating the

right conditions for the private

sector to grow will be crucial for

creating sufficient employment

opportunities for the region’s

youthful populations.
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Innovation

Capacity for, and commitment
to technological innovation

oo; Business sophistication

Efficiency and sophistication of

@ Health & primary education

State of public health, quality and quantity of
basic education

@ Health
® Primary education

= Higher education & training

Quiality and quantity of higher education, and
quality and availability of on-the-job training

® Quantity of education
® Quality of education

business processes in the country

ol ;
> Market size

Size of the domestic and export markets

® Domestic market size
Foreign market size

°$° Technological readiness

Adoption of the technologies by
individuals and businesses.

@ Technological adoption
ICT use

® Efficiency

Efficiency, stability and trustworthiness of
the financial and banking system

Trustworthiness and confidence

On-the-job training

@ Goods market efficiency

Factors that drive the intensity of domestic and
foreign competition, and demand conditions

® Competition
Quiality of demand conditions

é? Labour market efficiency

Labour market efficiency and flexibility, meri-
tocracy and gender parity in the workplace
@ Flexibility

Efficient use of talent




