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Despite protectionist impulses, the US remains the world’s best environment
for IT producers, says the Economist Intelligence Unit

In its third annual study into IT sector competitiveness among 66 countries, the Economist Intelligence
Unit observes with concern that protectionist instincts are on the rise in many governments’
technology sector policies. The IT sector is rightly viewed by most policymakers as an important
engine of growth, and economic stimulus packages have often included measures to help boost
domestic IT output. The “buy local” provisions attached to some plans, however, fail to recognise the
global nature of the IT industry. These and schemes to support “national champions” or other
struggling domestic producers will only prevent more innovative IT firms from being able to compete,
and are likely to harm long-term sector competitiveness.

"Globally, the IT sector has ridden out the crisis reasonably well, despite reduced technology
spending" says Denis McCauley, Director of Global Technology Research with the Economist
Intelligence Unit. "Rather than pushing short-term measures designed to expand sector output or
support ailing technology firms, policymakers need to remain focused on strengthening the
fundamental enablers of long-term sector competitiveness."

Despite the emergence of such protectionist impulses, the US retains its top ranking in the Economist
Intelligence Unit’s IT industry competitiveness index in 2009. Other strong performers in the index are
Canada and west European countries such as Finland, Sweden and the Netherlands. Each boast
highly developed and widely accessible IT infrastructure and offer strong support for technology R&D.
US leadership is also cemented by an educational environment which continues to develop high-
quality technology talent. In emerging markets, large pools of skilled IT employees remain a significant
advantage for China, India, Russia and other countries, but uneven progress in other areas, such as
IT infrastructure, remains a drag on their IT sector competitiveness.

The index results are highlighted in a new report, Resilience amid turmoil: Benchmarking IT industry
competitiveness 2009, written by the Economist Intelligence Unit and sponsored by the Business
Software Alliance (BSA). Following are the other major conclusions of this year’s study:

e Broadband networks are becoming increasingly essential to IT firms’ competitiveness.
Broadband’s importance will grow as more IT services and applications are delivered over the
Internet. Technology producers in broadband-rich countries in western Europe, North America
and developed Asia are clearly at an advantage in this respect. Conversely, the slow march of
broadband in emerging markets, including those with large IT sectors such as India, Brazil and
Russia, could impede their IT firms’ growth.

e Investment in skills development remains a long-term imperative. The recession has
eased IT talent shortages, but as economies recover, competition for the best talent will again
grow fierce. Co-ordinated efforts among governments, universities and IT firms are needed to
improve the quality of technology training and expand the pool of potential hires. In Asia, IT
training would benefit from greater investment in business studies and language skills. In
Europe and North America, governments must work with companies to encourage more
young people to choose mathematics and science-based subjects at universities.
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e |IP regimes are improving in many emerging markets, but more progress is needed.
Robust IP (intellectual property) protection remains essential to IT sector competitiveness. IP
regimes are strong in most developed markets, and emerging economies such as Brazil,
Egypt and Vietnam are also registering slow but steady progress, particularly in the area of
enforcement. As innovation gradually becomes more important than low-cost labour to IT firms
in China and India, IP enforcement is expected to improve in these countries as well.

“Information technology offers productivity and efficiency gains that benefit nearly every segment of
every economy. Support for the long-term development of a competitive IT sector can accelerate the
economic recovery and lay a foundation for the technology solutions of the future," says Robert
Holleyman, president and chief executive officer of BSA. "In the uncertainty of today’s economic
climate, pro-innovation policies that cultivate growth in the technology sector are more important than
ever.”

IT industry competitiveness index, 2009
Overall scores and ranks

Country Score 2009 2008 Country Score 2009 2008
rank rank rank rank
United States 78.9 1 1 Slovakia 41.4 34 31
Finland 73.6 2 13 Poland 40.8 35 32
Sweden 715 3 4 Romania 39.6 36 39
Canada 71.3 4 6 Croatia 38.3 37 41
Netherlands 70.7 5 10 Russia 36.8 38 49
United Kingdom 70.2 6 3 China 36.7 39 50
Australia 68.7 7 7 Brazil 36.6 40 43
Denmark 68.6 8 Argentina 36.5 41 46
Singapore 68.2 9 9 Malaysia 35.6 42 36
Norway 67.1 10 14 South Africa 35.3 43 37
Ireland 66.9 11 15 India 34.1 44 48
Japan 65.1 12 12 Saudi Arabia 33.9 45 40
Israel 64.3 13 16 Turkey 33.8 46 38
Switzerland 63.5 14 11 Bulgaria 33.6 47 45
Taiwan 63.4 15 2 Mexico 32.0 48 44
South Korea 62.7 16 Thailand 31.8 49 42
France 59.2 17 20 Ukraine 31.4 50 57
Belgium 59.2 18 22 Philippines 28.5 51 47
New Zealand 58.8 19 17 Colombia 28.4 52 52
Germany 58.1 20 19 Egypt 26.8 53 53
Hong Kong 57.5 21 21 Kazakhstan 26.4 54 59
Austria 57.0 22 18 Peru 26.0 55 55
Estonia 55.6 23 24 Vietnam 25.0 56 61
Italy 48.5 24 25 Venezuela 24.4 57 51
Spain 47.4 25 23 Sri Lanka 23.9 58 54
Czech Republic 47.0 26 29 Indonesia 22.8 59 58
Chile 46.1 27 30 Ecuador 22.7 60 56
Hungary 46.1 28 28 Azerbaijan 213 61 63
Slovenia 45.3 29 26 Bangladesh 211 62 60
Portugal 45.3 30 27 Pakistan 20.0 63 62
Lithuania 43.3 31 35 Algeria 19.8 64 65
Greece 43.0 32 33 Nigeria 18.8 65 64
Latvia 42.6 33 34 Iran 17.1 66 66

Countries are scored on a scale of 1 to 100. A four-decimal score is used to determine each country’s rank.
Source: Economist Intelligence Unit.
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Methodology: How the scores were derived

The IT industry competitiveness index is organised into six distinct categories of quantitative and
qualitative indicators, numbering 26 in all. The category and indicator weights were formulated at the
time of the index’s creation by the Economist Intelligence Unit's modelling team using, as a guide,
individual correlation co-efficients of each indicator against a measure of IT labour productivity. The
weights are reviewed each year by the modelling team, and those for selected indicators have been
adjusted in 2009, both to accommodate the addition of a new indicator and to reflect the team’s
evolving views on the relative importance of all the indicators. (The relative weights of indicators
suggested by the original correlations, however, have been maintained.). The categories and their
weights are: overall business environment (10%), IT infrastructure (20%), human capital (20%), legal
environment (10%), R&D environment (25%) and support for IT industry development (15%).

Several improvements have been made to the index model in 2009. First, a new indicator—mobile
phone penetration—has been added to the IT infrastructure category. Newly available data has also
been sourced from the European Patent Office (EPO) to score the IT patents indicator in the R&D
environment category. (Previously, IT-related patents were estimated using a measure of IT sector
output as a share of GDP, which was applied to total domestic patent applications.) In deriving
employment levels in the IT sector, hard data now available from the Organisation for Economic Co-
operation and Development (OECD) is used for a large number of countries, which has also enabled a
refinement of estimates of non-OECD countries. (Previously, IT employment was estimated for all
countries in the index.) As noted above, the weights of several indicators have also been adjusted.

Qualitative indicators are scored by Economist Intelligence Unit analysts according to specific scoring
criteria. Quantitative indicators are normalised, so that each country is measured from 0 to 1 by
applying a formula to each data point. Each indicator is then converted into a score of 0-100. The
composite score for each country is also based on an index range of 0 to 100, with 100 representing
the highest and best possible score. The data used in the rankings are sourced from the Economist
Intelligence Unit, the United Nations, the World Bank, the World Intellectual Property Organization,
IDC, Pyramid Research and other organisations including the OECD and EPO. For more information
on the methodology, please refer to our white paper.

Resilience amid turmoil: Benchmarking IT industry competitiveness 2009
is available free of charge at
www.eiu.com/sponsor/BSA/BenchmarkinglTindustries or www.bsa.org/globalindex
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About the Economist Intelligence Unit

The Economist Intelligence Unit is the business information arm of The Economist Group, publisher of
The Economist. Through our global network of over 650 analysts, we continuously assess and
forecast political, economic and business conditions in 200 countries. As the world's leading provider
of country intelligence, we help executives make better business decisions by providing timely, reliable
and impartial analysis on worldwide market trends and business strategies.

About the Business Software Alliance

The Business Software Alliance (www.bsa.org) is the foremost organization dedicated to promoting a
safe and legal digital world. BSA is the voice of the world's commercial software industry and its
hardware partners before governments and in the international marketplace. Its members represent
one of the fastest growing industries in the world. BSA programs foster technology innovation through
education and policy initiatives that promote copyright protection, cyber security, trade and e-
commerce.
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