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Abstract 
The term competitiveness is widely used in management 
literature and the concept has been extensively 
researched. Yet there is no single measure of 
competitiveness of a firm in the literature. Most of the 
literature mainly link competitiveness to financial 

performance and market position.Competitiveness of 
firms can be measured in the context of the industry that 
the firms operate. This paper discusses a conceptual 
framework for measurement of competitiveness using 
measures for the key factors of competitiveness of firms 
– performance, potential, assets, resources and processes 
of the firm, and its application in developing a 
competitiveness index for firms. 
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1. Introduction 
 
Human development and living standards of people 
are steadily rising. More and more people have a 
wider variety of goods and services to choose from 
and use. The rate of new products and services 
introduced is also growing, giving consumers even 
more power to choose. This has been possible due 
to free flow of trade, where providers of goods and 
services in one part of the world are able to 
seamlessly sell them in another part of the world. 
Competition, in this context, assumes significance. 
Competition between firms and nations has led to 
better quality products, higher innovation, better 
wages and affordable prices (Farolet et. al., 2010) 
  
Competition is no longer a despised term, but a 
welcome feature not only in industries and markets, 
but also among nations. In a globalized world, 
protectionism does not pay, free trade and 
competition does (Coughlin, et. al., 1988). 
Economic growth and prosperity of nations are 
now inextricably linked to their competitiveness 
and how they are able to make a mark in a number 
of industries. Competition and competitiveness are 
therefore buzzwords in the global economy. 
 
Competitiveness is also now considered global 
from day one, whether for firms, industries or  

 
 
nations. A product introduced in one country 
quickly finds its way into markets around the 
world. In this manner, volumes are gathered and 
scales of operation are enhanced. This makes high 
cost innovation possible, which in turn changes the 
rules of the game and helps build huge barriers to 
entry for new players. Market positions assiduously 
built can also get destroyed due to new disruptive 
innovation. The adage ‘compete or perish’ is thus 
more prominent in the contemporary world. 
 
Competitiveness is created, not inherited (Porter, 
1990). Firms and nations with little or no resources 
are also able to rule the markets, only because they 
have assiduously built competitiveness in what 
they do. Japan has no iron ore or coal, but has a 
strong position in the global steel market. 
Singapore, also as a young nation without natural 
resources, attracted capital, labor and enterprise to 
build a strong place in the league of competitive 
countries (Garelli, 2002). On the other hand, many 
nations in Africa and South America with rich 
natural resources rank among the poorest nations 
and are not competitive for a variety of reasons. 
(Van der Ploeg, Frederick, 2010). 
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2. Conceptual Aspects of Competitiveness 
 
2.1 Competitiveness Defined 
The term competitiveness originated from the Latin 
word “competere’ in early 17th century: from com-
 ‘together’ and petere ‘aim at or seek’. Business 
Dictionary.com defines competition as ‘rivalry in 
which every seller tries to get what other sellers are 
seeking at the same time- sales, profit and market 
share, by offering the best practicable combination 
of price, quality and service’. 
 
At the root of competition is the concept of 
competitiveness. To compete, a firm needs to be 
competitive. To be competitive, an impregnable list 
of resources and capabilities has to be built. 
Competition is, therefore, an external play and 
competitiveness an internal character.  
 
2.2 Competitiveness Continuum 
The terms competition and competitiveness have 
different connotations depending on the context in 
which they are used. The meaning of 
competitiveness has to be understood in the context 
in which it manifests – at the nation level, at the 
industry level or sector level and at the firm level. 
 
However, competitiveness is a continuum of firm, 
industry and nation competitiveness, interlinked 
with one part reinforcing and stabilizing the others. 
This can be best understood by Michael Porter’s 
statement that nations do not compete, firms 
do.Companies, not governments, ultimately set the 
level of national productivity (Snowdon, et.al., 
2006). It is the competitive ability of firms that 
collectively adds up to a nation’s competitiveness. 
This can be said to apply to a laissez faire 
economic system, but not in a state controlled 
system. 
 
In the internet era, the basis for competition has 
changed with the internet being looked at as an 
enabling technology which enhances 
competitiveness. Likewise, in this era, 
competitiveness also has to address the discerning 
needs of a more aware and active customer, inter 
alia, through co-opting the customer in co-creating 
value and creating superior customer experiences 
(Prahlad, 2006) 
 
According to Stephane Garelli (2013), the fate of 
both nations and companies are intertwined due to 
enhanced communications and globalization. The 
frontiers among nations are losing importance with 
ideas, values and practices moving freely from one 
nation to the other. Even inside enterprises, 
boundaries are being dismantled to ensure free 
flowof knowledge. 
 
Modern economic theories try to distinguish 

competitiveness of firms and nations, with 
competitiveness of industries in 
between.(Momaya,1998)Since the focus of this 
article is on firm level competitiveness, the aspects 
regarding nation level and industry level 
competitiveness are only briefly touched upon 
before exploring in more detail the concept of firm 
level competitiveness and issues concerning its 
measurement. 
 
2.3 Nation Level Competitiveness 
The Organization for Economic Cooperation and 
Development (OECD) defines nation level 
competitiveness as “a measure of a country’s 
advantage or disadvantage in selling its products in 
international markets” (OECD, 2014) and "the 
degree to which a country can, under free and fair 
market conditions, produce goods and services 
which meet the test of international markets, while 
simultaneously maintaining and expanding the real 
incomes of its people over the long term" (Garelli, 
2012).Productivity results in better returns on 
investment and this in turn helps improve 
prosperity in the economy. Thus, competitiveness 
in many ways is related to growth and prosperity of 
nations.   
 
Thus, at the nation level, competition and 
competitiveness have to do with how the nation or 
country generates real income and creates trade 
surplus (exports more than imports) better than 
most other countries. It has to do with productivity 
with respect to factors of production across a 
number of industries. It also has to do with 
improving the standard of life for its citizens and 
with safeguarding the interests of future 
generations.  
 
It can do this even by not being in competition with 
other nations, in the classical sense by focusing on 
those sectors where it has higher factor productivity 
in capital, labour, enterprise and technology or 
where it is endowed with natural resources. To put 
it in an economist’s language, this is ‘comparative 
advantage’ in the classical sense as propounded by 
David Ricardo (Cho, et. al., 2002). Comparative 
advantage can be measured. The ‘revealed 
comparative index’ (RCA) proposed by Balassa 
(1965) measures the relative comparative 
advantage (or disadvantage) of a nation for a 
certain class of goods or services. RCA is equal to 
the proportion of the nation's exports for the 
particular category of goods or services divided by 
the proportion of world exports that are of the same 
category. 
 
Nation level competitiveness can also be achieved 
by bringing economies of scale on certain parts of 
the value chain in a particular sector. In this 
manner, even nations which do not have 
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comparative advantage can build competitiveness, 
such as Japan through process efficiencies to 
deliver high quality across industries whether 
automobiles, consumer electronics or steel making; 
or by India through computer literacy and language 
skills to deliver cost effective coding work in 
software development and business process 
outsourcing (BPO). 
 
However, modern theories of competitiveness of 
nations look not merely at trade competitiveness, 
but also at how well a nation is able to attract 
foreign investments. A competitive nation provides 
a good environment for firms and industries to 
invest and grow. The example often quoted is of 
Singapore, which provides a facilitating business 
environment for industries and makes the country 
attractive to investors. 
 
A novel concept of nation competitiveness put 
forth by Delgado, Ketels, Porter and Stern 
(Delgado et. al., 2012) looks at competitiveness as 
‘foundational competitiveness’ which includes 
productivity of not only the employed worker but 
all potential workers. ‘Foundational 
competitiveness’ has been defined as ‘the expected 
level of output per working age individual given 
the overall quality of a country as a place to do 
business. Foundational competitiveness is a 
function of both macroeconomic factors – social 
and political institutions (SIPI), monetary and fiscal 
policy (MFP); and microeconomic factors – mainly 
company operations and strategy, factor conditions 
and demand conditions. 
 
Attractiveness of a country for investment is also 
affected by its factor costs on land, labour and 
capital. Countries with low factor costs relative to 
foundational competitiveness, such as China and 
India, will be able to attract more investments. 
Conversely, countries with high factor costs 
relative to foundational competitiveness, such as 
some European countries, will find it difficult to 
sustain investments. Thus investment attractiveness 
has been defined as a country’s foundational 
competitiveness relative to its factor costs (Ketels, 
2006). 
 
2.4 Industry Level Competitiveness 
At the industry level, competition and 
competitiveness have to do with how the industry 
can collectively add value. It has to do with an 
intrinsic ability of the industry to compete and 
create competitive advantage in relation to global 
competition. Industry competitiveness cannot be at 
the nation level. It is at a global level across firms 
in the same industry. It is creation of specialized 
capability factors, such as a highly specialized 
talent pool, ability to self-regulate and create 
industry standards; and not really on factors of 

investment facilitated by props of government or 
subsidies. It has been proved that this happens 
when the home environment for the industry is 
dynamic and challenging. Competitiveness of 
industries or sectors has also to do with high level 
of attractiveness of the industry for investment. 
(Garelli, 2012). 
 
Even when an industry is not competitive, there 
could be firms within the industry which could be 
competitive. Examples of such situations abound. 
South West Airlines in the US airline industry and 
Tata Motors in the Indian automobile industry are 
but a few examples. Nevertheless, it must be said 
that a competitive industry help firms expand their 
business, even beyond their national borders. They 
help create more competitive firms. Further, they 
help sustain the competitiveness over longer 
periods of time since a competitive firm in a 
competitive industry will always mobilize 
resources and build capabilities to constantly take 
on firms from competing industries in other 
nations. 
 
2.5 Firm Level Competitiveness 
At the firm or company level, competition and 
competitiveness have to do with how well the firm 
is able to create ‘sustainable competitive 
advantage’ over other firms in the industry through 
key firm specific resources; and exercise its 
‘capabilities’ in a sustained manner.Resources are 
tradable and can be acquired, whereas capabilities 
are firm specific and can only be built. 
 
3. Literature Review of Firm Level 
Competitiveness 
 
The concept of competitive advantage and how to 
sustain it has been seen from different perspectives 
by different authors. It will be useful to see some of 
these perspectives. This is not exhaustive but only 
meant to illustrate the dynamics of firm level 
competitiveness. 
 
Philip Selznick (1957) used the term ‘distinctive 
competence’ and proposed the idea of matching the 
organization's internal factors with the external 
environment. This was developed further 
by Kenneth R. Andrews (1963) into what is now 
commonly known as SWOT analysis which 
assesses the strengths and weaknesses of the firm, 
along with the opportunities and threats in the 
business environment. Alfred Chandler (1962) 
brought the internal dimension and emphasized the 
role of leadership in shaping the future of firms and 
in taking a long term view of competitiveness. He 
posited that structure follows strategy and good 
leadership give firms, direction and focus. 
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Michael Porter (1980) developed the concept of 
competitiveness of the firm within the industry 
structure and stressed the dynamics of bargaining 
power with suppliers, purchasing power of buyers, 
threat of substitute products, threat of new entrants 
and degree of competition, as the five forces which 
affect competitiveness of firms. This led him to 
suggest generic strategies to obtain competitive 
advantage in terms of cost leadership, 
differentiation and/or focused approaches to the 
business. The focus of Porter’s five force analysis 
is the industry and the firm’s external environment. 
 
However, Schmalensee (1985) empirically 
observed that performance of firms is not mainly 
associated with the industries that they are in, but 
with unique endowments and strategies of the 
firms. This led to the view that sustained business 
performance is a firm led phenomenon based on a 
firm’s resources and capabilities. This was the 
beginning of the Resource Based View (RBV) of 
competiveness and competitive advantage. 
 
The resource based view of competitive advantage 
were mainly propounded by Barney (1991) and 
Peteraf (1993), who stated that a firm’s competitive 
advantage stems more from the tangible and 
intangible set of resources deployed by the firm, 
and the capabilities that are developed by the firm. 
Firms exploit their valuable, rare, in-imitable and 
non-substitutable resources (known as VRIN) to 
obtain competitive advantage.  
 
Rumelt (1991) strengthened this resource based 
view further by revisiting the work of Schmalensee 
and empirically determining that business unit 
effects overshadow systematic industry effects or 
even corporate effects. This was contrary to the 
Porterian position of strong industry influence on 
firm competitiveness. Rumelt also established that 
industry heterogeonity is much more than what was 
previously observed. This strengthened the RBV 
theory of competitive advantage and as a result, the 
RBV theory became dominant in the concept of 
competitive advantage. 
 
Cockburn, Henderson and Stern (2000) while 
studying the science driven drug discovery process 
in the pharmaceutical industry, found out that 
conscious strategic adjustment is an important 
determinant of competitive advantage. Poorly 
positioned firms can, with foresight and by 
adopting proactive measures, derive superior 
competitive advantage. This again brought to focus 
the strong internal element to firm competitiveness. 
To transform competitive advantage to ‘sustainable 
competitive advantage’ and superior performance, 
Barney and Hoskisson (1989) proposed that the 
resources have to be heterogenous in nature and 
which cannot be mobile from one firm to another. 

This means that the resources operated by the firm 
have to be unique and which cannot be easily 
transferred, acquired or copied by competing firms. 
These would include specialized knowledge, know 
how, intellectual property, social capital and 
difficult to transfer resources. 
 
Subsequent strategy scholars worked on the ‘added 
value’ accruing to firms from value-based business 
strategies using cooperative game theory. Notable 
among them was Brandenburger and Stuart (1996) 
who explained that the key to capturing positive 
added value by a firm over its competitors is 
through creation of asymmetries between the firm 
and other firms. Likewise Lippman and Rumelt 
(2003) looked at how these unique and difficult to 
transfer resources could be priced using a 
bargaining perspective in competitive game theory. 
 
The more recent works on competitiveness of firms 
(Ludwig and Pemberton, 2011) place higher 
emphasis on ‘dynamic capabilities’ over 
sustainable competitive advantage. Rapid external 
changes from disruptive new technologies or 
market environments push firms into ‘competitive 
survival’ mode necessitating overhaul of their 
resource base which turned to be inadequate. 
 
4. Justification for Research 
 
4.1 Measurement of Competitiveness at the Firm 
Level 
Although the term competitiveness is widely used 
in management literature and the concept has been 
extensively researched, there is still no single 
measure of competitiveness of a firm in the 
literature. Most of the literature link 
competitiveness to financial performance and 
market position. The exception was Peter Buckley 
who proposed that competitiveness is a function of 
Competitive performance, Competitive potential 
and Competitive processes of the firm (Buckley, et. 
al., 1988). However, Buckley did not empirically 
test a relationship for competitiveness and the 
factors expounded, but stopped at proposing 
aframework. A subsequent study by Peter Buckley 
on competitiveness of manufacturing industries in 
Britain which covered sixteen firms in five 
industries was more in the nature of a qualitative 
survey leading to ‘implications’ for British industry 
at large.( Buckley, et. al,1990) 
 
In the two decades following Buckley’s work, very 
little was done to establish measures of 
competitiveness of firms. Efforts were more 
towards measurement of competitiveness of 
nations. The work of Stephane Garelli and Klaus 
Schwabare noteworthy. Stephane Garelli’s work 
led to the International Institute for Management 
Development (IMD) developing the IMD World 
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Competitiveness model of nation level 
competitiveness (IMD, 2012). Subsequently, the 
World Economic Forum (WEF) founded by Klaus 
Schwab engaged itself in the study of 
competitiveness of nations. It uses a comprehensive 
set of microeconomic and macroeconomic 
measures in determining the Global 
Competitiveness Index (GCI) of countries 
(Schwab, 2012). 
 

Empirical work on measuring competitiveness of 
firms hardly exists. Competitiveness of a firm can 
be measured in the context of the industry that it is 
part of. It is also a relative measure and can change 
spatially. Would it not be useful to measure relative 
competitiveness of firms in an industry? If an 
indicative measure can be formulated, not only can 
it be used to assess the relative competitive position 
of the firm vis-a-vis others in the industry, it can 
also be used at discrete period in time to evaluate 
whether a firm is improving its competitiveness or 
not. Therefore, it would be useful to develop a 
reliable and composite measure of competitiveness 
of firms in an industry. 

Using a firm level competitiveness index to 
measure and assess competitiveness has not been 
attempted in the past and this would be a new area 
for research. 
 
5. Analysis and Discussion 
 
5.1 Aspects Concerning Competitiveness 
Measurement 
Peter Buckley’s conceptual study of 
competitiveness of firms as a function of 
Competitive performance, Competitive potential 
and Competitive processes of the firms, would be a 
useful framework for measuring competitiveness of 
firms. 
 
Competitiveness of a firm can be measured by 
performance parameters, such as: 
 
The ability of the firm to consistently grow in sales 
above the industry average. 
 
The ability of the firm to consistently grow in 
profitability above industry average. 
 
The ability of the firm to increase presence in 
foreign markets through consistent growth in 
export sales. 
 
Certain parameters which look at competitive 
potential are given as under: 

The quality of innovation in research and 
development. 
 
The ability of the firm to introduce new products 
successfully. 
 
The quality of human resources deployed by the 
firm.the level of government support that the firm 
enjoys.  
 
Certain parameters which look at management 
processes are. 
 
The quality of (professional) management in the 
firm. 
 
The ability to make better strategic decisions. 
 
The ability to develop strong market focus. 
 
Since, the resource based view of competitiveness 
has held centre stage in the competitiveness 
literature for a long time now, resources andassets 
would also good determinants of competitiveness. 
Thisaspect has been explored in the work of Collis, 
David and Cynthia A. Montgomery (1995); and 
AjitabhAmbastha& K. Momaya (2004). 
Thus,another set of factors affecting competitive 
performance can also be considered, viz: 
 
Tangible resources and assets such as physical 
manufacturing assets, finances and human 
resources 
 
Intangible resources and assets such as brand 
identity, quality certifications and culture 
 
However, the question would be -Which of these 
measures are important? Can weightages be 
assigned to these measures? Can these weightages 
be used to develop an index of competitiveness for 
firms?  
 
5.2 Conceptual Framework on Competitiveness 
Measurement 
From the foregoing, the conceptual framework for 
competitiveness measurement can be developed as 
given in Figure 1 below. The measures can be seen 
as the variables for the key factors – performance, 
potential, assets, resources and processes. 
 
 
5.3 Research Challenges 
The research challenge will be in identifying which 
of these variables and factors are important and 
what is their relative importance. However, this
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would have to be in a context viz. the industry or 
sector in which the firms compete. Competitiveness 
would be distinct for each industry and the 
importance of the factors or variables would be 
different for different industries. 

The first challenge is in identifying the most 
competitive companies in an industry. A list of 
most competitive companies is not normally  

available since industry rankings are based on sales 
revenues or market capitalization. However, it is 
possible to identify the most competitive 
companies through rigorous a survey of CEOs of 
firms from the industry. The CEOs are best placed 
to understand competitiveness of their firms vis-à-
vis other players in the industry based on their 
understanding and insights of the industry and the 
market, and the competitive strategies adopted by 
the players. A composite score or ranking of CEOs 
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of the competitiveness of select group of firms, say 
top 20 firms, will reduce individual bias.   

Thus, the research would have to be an empirical 
research relying on a CEO assessment of relative 
competitive position of firms and establishing a 
relationship of the competitive position to the 
parameters of competitiveness – performance, 
potential, assets & resources and processes. 

The relative importance of the factors of 
competitiveness of firms can be established 
through empirical research by relating the 
competitive position of the firms from assessment 
by CEO, to the values of the variables obtained 
from both primary and secondary sources. A 
simple multi-variate analysis should help establish 
the relationship between competitiveness rankings 
and the variables affecting competitiveness. This 
quantitative relationship can be used to measure 
relative competitiveness of firms. 

However, the number of variables for the four 
broad parameters of competitiveness identified in 
the framework – performance, potential, assets & 
resources and processes, is really large. The 
challenge is in developing a parsimonious set of 
variables which can adequately explain and 
measure the level of competitiveness. This can be 
achieved by reduction exercise using Factor 
Analysis. For this purpose, a survey of CEOs and 
functional/vertical heads of the firms in the 
industry on their perception of the variables which 
determine competitiveness can be carried out. The 
factors explaining the variables in the survey can 
then be used to choose the variables to be used in 
the multivariate regression analysis. 

Certain variables related to processes or potential, 
such as level of corporate governance, stability of 
Board and CEO or quality of human resources, 
cannot be easily measured. This would require 
adoption of certain proxy variables which simplify 
the measurement. However, this simplification 
should not result in the loss of relevance of the 
variables in the multi variate analysis.  

5.4 Value of the Measurement        
Measurement of competitiveness in this manner 
through establishing a relationship between 
competitive position and the values of the variables 
can also help in developing an index of 
competitiveness for the firms in the industry.  

This index would be useful in several ways. Firstly, 
this would help in assessing the strength of the 
competitive position of the firms based on the 
value of the index. The ratio of values of two firms 
can reveal the strength of the relative 
competitiveness of the firms. 

Looking at the value of the index over time will 
also reveal how competitiveness changes with time 
for the firms and which factors really drive these 
changes. It can also help the firms focus on those 
variables which improve competitiveness and 
develop strategies and plan to improve the 
competitive position. Progress can thus be 
measured in a quantitative fashion. 

5.5 Generic Measures 
A study of firms across industries can possibly 
identify those variables and factors which are 
generic to competitiveness across industries. It can 
test whether generic competiveness is determined 
merely from market share and technological 
superiority as it is widely believed. 

Conclusion 
 
The term ‘competitiveness’ which is key to 
survival and growth of business, and one which is 
widely used in management, has not been 
adequately explored from the perspective of how it 
can be quantified and measured. The framework 
described here, which draws from current 
literature, could be useful in understanding the 
determinants of competitiveness of firms and how 
it can be measured. The benefits of doing an 
empirical research would be multi fold and holds 
practical value for industry and business. 

Research Highlights 
 
There is clear conceptual basis for developing a 
measure of competitiveness of firms based on 
factors which affect competitiveness in a given 
industry. A framework which can help determine 
the key factors of firm level competitiveness, 
followed by an empirical research to establish the 
relationship of competitiveness, in terms of an 
index, and the key variables determining 
competitiveness can be useful to practitioners of 
management. 

Limitations 
 
Competitiveness being an industry level 
phenomenon, the measure would be useful only for 
the industry under reference. Also as time 
progresses and when disruptive changes take place, 
certain elements of competiveness may lose value. 
Therefore, the measure would have value only in 
the medium term. 

Recommendations 
 
The theoretical framework and the results of the 
empirical study can be applied and validated in 
other industries to determine if there are certain 
generic measures of competitiveness across 
industries. 
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