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Abstract

The study of rural areas’ development is a subject of extensive research and analyses. Globalization
and the process of digitalization have significantly increased the intensity and changed the
characteristics of competition at any level, starting from firms and moving to the level of regions
and countries. Research interest and efforts towards understanding, conceptualizing and evaluating
competitiveness at regional level are growing, but yet the number of studies on the topic of rural
regions’ competitiveness are quite limited.

The paper aims at specifying methods and approaches used so far by studies devoted to regional
competitiveness and how they could be applied on the level of rural regions. Three are the main
sections of the paper. The first one briefly discusses definitions of regional competitiveness,
peculiarities of rural regions, and changes of policies for territorial development. A transformation
of rural regions is also underlined. They shift from traditional industrial structure (agriculture and
labor extensive manufacturing) towards diversification of economic activities, also through being
an option for the location of companies that are digital manufacturers. The second section introduces
a classification of methods applied to assess the regional competitiveness. They are divided into two
groups regarding the approach on which are based. With the first approach the focus is on the output
of the system through different indicators. To this group belong indexes developed by worldwide
acknowledged organizations as World Economic Forum, International institute for management
development, Food and Agriculture Organization, Organization for Economic Co-operation and
Development, European Commission, and the World Bank, the Index for measuring regional
variation and competitiveness (Huovari et al., 2001), Regional competitiveness index (Dijkstra et al,
2023), and DEA method. The second group of methods are more descriptive and they aim at
comprehensive analysis to identify the key drivers of regional development, productivity and
economic growth. Among them is the Diamond model of Michael Porter (Porter, 1990). The final
section discusses the issue of the applicability of methods used on regional level to assess the
competitiveness of the rural regions. Conclusions are derived about the appropriateness of the
methods for the assessment of rural areas’ competitiveness and a recommendation is given for the
benefits of their co-use. One of significant limitations to assess the competitiveness of rural regions is the
provision of data. Also, we assume and give some arguments that using a combination of methods,
belonging to both groups, would be more effective way to assess the competitiveness of rural regions.
The main methods used for the purposes of the research presented in the paper are a desktop research to
produce a comprehensive review of the literature, and the methods of analysis and synthesis.
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Introduction

Competitiveness is priority objective of the development policies set about systems
on different economic levels — supranational, national, regional, firm, and people
themselves. Nevertheless, the significant number of studies about each of the levels,
yet that notion has not found the “right” definition. The firm level is considered
easier to understand and define competitiveness. On the other hand, national and
regional levels are still in search for clearer understanding of what these systems to
be competitive. Therefore, the difficulty of finding a single definition about these
two levels is the reason why so many definitions or better to say variety in
understanding and assessment methods exist.

Michael Porter (1990) is the founder of the theory of microeconomic foundations
of competitiveness. By that theory, he reveals the interrelations among different
economic levels regarding competitiveness, highlighting the crucial role of firms in
driving competitiveness at both regional and national levels.

The paper aims to focus on the adopted approaches and particular methods applied
by researchers to assess competitiveness on a regional level and how they could be
applied on the level of rural regions. In order to achieve that, the paper is structured
as follows: briefly are introduced some of definitions about the regional
competitiveness, and in particular, some important peculiarities of rural regions are
clarified. These peculiarities need to be considered when choosing a method to
assess their level of competitiveness. Then, based on a comprehensive review of the
existing literature, are presented and discussed approaches and methods to measure
regional competitiveness. The end of the paper discusses and conclude on the
appropriateness of the approaches and methods to assess the rural regions’
competitiveness. The research utilizes analysis and synthesis as scientific methods
to examine and integrate prior findings and information.

Regions, rural regions and their competitiveness

Sustainable growth and competitiveness become the focal point of territorial
policies applied in different countries (OECD, 2005; Kitson et al., 2004, Kovshov
et al., 2024). That signifies that the efforts and instruments used by territorial policy
were designed in a way not just to prevent the decline in the development of the
territory, but to make it develops in a more prosperous or in other words more
competitive way. Keeping in mind the understanding of leading researchers, and
particularly the expert in the field of competitiveness Michael Porter, over the years
a significant transition was observed regarding the policies for territorial
development. The transition involves a shift from directly distributing resources,
mainly financial, through programs or direct subsidies to regions in need with less
favorable indicators compared to other regions, to implementing region-specific
measures aimed at supporting and increasing the productivity of local businesses.
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This transition also aims to promote private investments and innovations in the
designated regions.

Porter (2004) and other researchers see productivity and innovations as the heart of
the path of regions toward raising their competitiveness. Based on that
understanding, the definition of regional competitiveness by the EU Commission is
“the ability of a region to offer an attractive and sustainable environment for firms
and residents to live and work.” (Dijkstra et al., 2023). Michael Porter explains it in
a way that “Competitiveness depends on the productivity® with which a location
uses its human, capital, and natural resources.” (Porter, 2008). The economic and
social effects stalked by raising the productivity lead towards a raise in the standard
of living.

The difficulty to design regional policies for development and to find means to raise
regions’ competitiveness comes from their complexity. The complexity results from
the variety of elements-drivers of local development (people, enterprises, natural
resources, infrastructure, etc.) and complex interrelations among them, as well as
the industrial specialization of the region. The challenge to research the compe-
titiveness of rural regions comes from the “belief that rural regions are home to an
inherently less favorable composition of economic activity than metropolitan
regions.” (Porter et al, 2004, p. 19). The common belief is that the main two sectors
in rural regions are agriculture and traditional labor extensive manufacturing that in
the age of digitalization hardly could be a driver of prosperity. Current empirical
research deals with the process of digitalization. Toma based on empirical research
concludes “digital manufacturers are relatively often found in rural areas” (2023,
p. 219) and also that “Germany’s rural regions are home to a relatively large share
of small “Mittelstand” firms for which the use of complex digital manufacturing
technologies (Industry 4.0) is an important factor influencing innovation and
competitiveness.” (Toma, 2023, p. 220). Other researchers raise the issue about
knowledge-intensive business services (KIBS) and their role in rural areas
(Hlavacek et al, 2023; Doloreux et al, 2023). Therefore, the traditional perception
for rural regions’ industrial structure is changing.

Already in 2005, OECD researchers emphasize that regional competitiveness
policies represent a challenge for the local and national governments and their
success depends on “effective integration of sectoral policies such as R&D and
education” (OECD, 2005, p. 8). What comes as a result is the heterogeneity of
economic performance among rural regions (Porter et al. 2004). Thompson & Ward

! Productivity is measured by the value of goods and services produced per unit of labor, capital,
and the natural resources employed and productivity, contrary to popular usage, is more than just
efficiency. It depends on the value of the products or services that a region’s firms can produce, as
measured by the prices they can command, not just their efficiency of producing standard items.
(Porter et al., 2004, p. 6)
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(2005) argue that the prevailing perception among national and regional policy
makers is that rural areas are merely passive recipients of urban-oriented
development.

In 2004, Porter et al. talked about “no truly comprehensive assessment of the
performance of rural regions in the literature” (Porter et al., 2004, p. 7). OECD
researchers claim that the “concept of competitiveness applied to rural regions is
still relatively new, but is having an important influence on policymaking” (OECD,
2005, p. 11). Further, the strong attention and the extension of the concept about
competitive development on regional level resulted in a change in the regional
policy (OECD, 2005, p. 20). The regional policy evolved replacing predominating
top-down approach, direct financial interventions into a “broader family of policies
designed to improve regional competitiveness” (OECD, 2005, p. 22; Porter, 2008).
The regional policy transition involves a development strategy that influences both
direct and indirect factors impacting the performance of local firms. It primarily
focuses on endogenous factors, with less emphasis on endogenous investments and
transfers, while prioritizing opportunities over disadvantages and granting greater
power to local stakeholders.

What was said about the existing ambiguity for competitiveness as a notion is valid
also for the notion rurality. The fact is that a variety of classification criteria and
typologies exist due to the lack of a clear concept (Center for Regional Develop-
ment, 2007; Isserman, 2005; Waldorf, 2006). Porter et al. concluded that lower
density of population is a real problem for rural regions and that distinguishes them
most from the metropolitan regions, but “it does not suggest the need for a
fundamentally different economic development approach” (Porter et al, 2004, p. 5)
towards rural regions. The last idea supports the thinking that the approaches and
methods to measure regional competitiveness are appropriate and applicable also
for the rural level. And, further, they say “Examining economic development in
rural regions using the same analytical lens as applied to economic development
generally, will hopefully shed new light on their prospects and appropriate policy.”
(Porter et al, 2004, p. 5).

Approaches and models to assess regional competitiveness

The assessment of competitiveness is an important issue on a country, EU level,
and worldwide level. Within government circles, there is growing interest in the
regional foundations of national competitiveness and the development of new forms
of regional policy interventions to help improve the competitiveness of each region
and major city, and hence the national economy as a whole.

Most often, aggregate macroeconomic indicators are used to assess compete-
tiveness. The same approach is applied also at regional level. The focus of the
measurement of competitiveness with that approach is on the output (results) of the
system. That logic is followed by competitive indexes produced by worldwide
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acknowledged organizations as World Economic Forum (WEF), International

institute for management development (IMD), Food and Agriculture Organization

(FAO), Organization for Economic Co-operation and Development (OECD),

European Commission (EC), and the World Bank. Papers of Rizzi et al. (2015),

Dijkstra et al. (2011), Huovari et al. (2001), Mikus§ et al. (2012), CORE

(Competitiveness Analysis of Regional Entities) for the analysis and evaluation of

competitiveness of municipalities in Mexico developed by Fernandez et al (2013),

Bukhtiyarova et al. (2020), Doitchinova & Stanimirova (2022), Peneva & Bankova

(2024) apply that approach to measure regional competitiveness as well. Bowen

(2012) describes a methodology for estimating suppressed values in a series of

regional-level business models from the US Census using the resulting enhanced

dataset in shift-share analyses (SSA) and then providing these analyses and some
potential explanatory variables for web mapping. The end result is an online tool
that can be useful in analyzing regional competitiveness, especially in rural areas.

Another approach to investigate competitiveness is via a comprehensive (mostly

primarily descriptive) analysis to identify the key drivers of regional development,

productivity and economic growth. In another way, that is the approach that focuses
on the factors responsible for the rise or the decline of competitiveness. Examples of
methods based on that approach are the Diamond model of Michael Porter (Porter,

1990), and the model of drivers of regional productivity (Kitson et al., 2004, p. 995).

To the first type of approach towards measuring and discussing regional compe-

titiveness, based on the outcomes for the system represented, we may outline the

following:

(1) Index for Measuring Regional Variation and Competitiveness (Huovari et al.,
2001) developed by a group of Finnish researchers, which is based on 4 sub-
indices, each of which has an equal weight in the final one.

(2) Regional competitiveness index (RCI) that adapts the framework developed by
WEF for the GCI (global competitiveness index) and extends it to the regional
context in the EU, with the aim of capturing the underlying factors that support
a region’s long-term economic development (Dijkstra et al, 2023). The newest
version of the index, calculated for the first time for 2010, is RCI 2.0 and suppose
some changes in the methodology. The RCI is calculated for the territories of
NUTS 2 level. In methodological terms, RCI comprises three sub-indices —
basic, efficiency and innovation, and 11 pillars that refer to different aspects of
competitiveness on that level. Basic sub-index covers the basic conditions
presented by 5 pillars: institutions, macroeconomic stability, infrastructure,
health and basic education. The second sub-index Efficiency assess the achieve-
ments of the region in three aspect specified as 3 pillars: higher education,
training and life-long learning; labor market efficiency; market size. The
innovation sub-index also includes three pillars: technological readiness;
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business sophistication innovation. What the authors of the index themselves
comment is that a “composite indicator of this complexity is always subject to
small modifications and adjustments” (Dijkstra et al, 2023, p. 8).

(3) Data envelopment analysis (DEA) method is used to measure regional
efficiency and subsequently to measure regional competitive potential. DEA was
developed by Charnes, Cooper & Rhodes (1978) as a non-parametric method to
identify production frontiers. Regarding the usage on regional level, it allows to
measure the relative productivity of a sector of the regional economy compared
to the same sector in another region in order to establish its regional
competitiveness: 1) defining and selecting indicators (most commonly GDP,
employment by sector, investment, economic activity of business units,
education spending, IT infrastructure density, etc.) that are consistent with those
used in the development of the index; 2) defining the input and output variables
to be used to measure relative efficiency by region; 3) applying the analysis
models with data coverage and interpreting the results. In that way, the DEA
method is accepted as an appropriate method to determine each region's
competitive/non-competitive position. The application of the method is based on
the hypothesis that the performance of regions can be considered as a source of
regional competitiveness/competitive potential. Charles and Zegarra (2014)
apply the method to measure regional competitiveness and outline methodlogical
and practical advantages attributed to DEA to assess the competitiveness on that
level. The authors present a structure of regional competitiveness based on five
pillars —economy, firms, government, infrastructure, and human capital. Charles
and Zegarra (2014) state that their study overcomes several limitations
postulated in the scientific literature in the past. Thus, the development of a
robust super-efficient model to overcome the DEA ranking constraint may be
useful in terms of refining the assessment of regional competitiveness.

(4) Comparatively new is the research of Kovshov et al. (2024). It develops a new
approach towards interpreting the notion of “international, regional compete-
tiveness of rural territories” and assesses the position of rural territories of the
region in the domestic and external (international) markets through a compa-
rative assessment of indicators that measure production and export potential,
competitive advantages, and economic, social and environmental factors.

The second approach to regional competitiveness involves examining the factors

that support competitiveness.

As said before, the “Diamond model of competitive advantages” developed by Mi-

chael Porter represent that approach. According to Porter, regions compete in

providing the most productive environment (Porter, 1990). Four are the main as-
pects according to that model. The first one refers to Firm strategy, structure and
rivalry. On a regional level, that factor translates into local policies or specific reg-
ulations that could affect in a positive way the investments and innovation activity



79

of firms located on the territory of the region. The second factor is the Demand
condition. Specific characteristics that lay behind that determinant are factors re-
lated to local population and business entities in the role of customers. That deter-
minant is beneficial when the customers are knowledgeable, competent and de-
manding. The third group of factors is named Related and supporting industries.
That are local suppliers and the determinant signifies about the level of clusteriza-
tion. The fourth main determinant in the model is Factor conditions. These are hu-
man resources, raw materials, different types of infrastructure, and educational in-
stitutions. One of the criticisms of the model is its inflexibility (OECD 2005). Fol-
lowing the interrelations among the four main determinants in the Diamond model,
improvement in competitiveness of some firms in some sectors will influence other
related firms and business activities. And that will not be just the firms around, in
localization mean, but also in other geographical places. In that way we observe
effects that are meaningful from point of view of regions and their competitiveness.
Talking about competitiveness, location matter a lot is what Porter gives argument.
The main proof based on his research is that firms acquire their competitive ad-
vantage because of the fact they have chosen the correct location. Right location
may mean raw materials, skilled labor, proximity to markets, etc. And, “Skilled
labor and investment gravitate away from “uncompetitive” regions towards more
competitive ones” (OECD, 2005, p. 20). Two notions are important in that regard:
(1) Structural competitiveness specifies the capacity of region to support and attract
economic activity; (2) Territorial capital represents the attributes that a region pos-
sesses and could support or not its competitiveness. Further, Kitson et al. (2014)
present another way to assess the regional competitiveness that implements the
logic of that second approach based on drivers for regional development. They pre-
sent a model of the base of regional competitive advantages represented by different
types of capital: productive capital, human capital, social-institutional capital, cul-
tural capital, infrastructural capital and knowledge/creative capital. They say ...
the definition and explanation of regional competitive advantage need to reach well
beyond concerned with “hard” productivity to consider several other — and softer —
dimensions of the regional or urban socio — economy.” (Kitson et al, 2014, p. 994).

Conclusion and discussion on the appropriateness of methods

used on regional level to measure rural competitiveness

Over the years different researchers questioned to what extent the frameworks
describing a firm's ability to compete, grow and be profitable can be applied to
countries or regions (Martin et al., 2006). The implicit analogy between firms and
nations has been widely criticized (Krugman, 1994). Regarding that, we find in the
literature an important clarification by Kitson et al. (2004, p. 997) “the notion of
regional competitiveness has meaning and value, it is much more complex and
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richer concept...that focuses more on the determinants and dynamics of a region’s
long-run prosperity than on more restrictive notions of competing over shares of
markets and resources.”

Regarding the RCI, even the third sub-index’ pillars, to some extent, are relevant to
rural regions, considering the technological advancements and digitalization in both
most widely represented industries — agriculture and basic manufacturing (see also
Toma, 2023). The most significant difficulty and limitation would be regarding the
data to feed the calculation of RCI for rural regions. That problem is discussed as a
first step of the methodology for RCI 2.0 (Dijkstra et al, 2023). Another problem in
conducting comparative analysis using RCI could be administrative reforms on
local level. Simultaneously, DEA analysis offers opportunities to reflect the complex
nature of processes, multiple factors at the input and output of a system and the
variety of relationships and dependencies between them also on a rural level.
Therefore, considering the peculiarities of the given rural region all of the methods
used to assess the regional competitiveness could be applied with some adjustment.
After comparing the methods representing both outcome-based and driver-based
approaches, we can conclude that using a combination of methods from both
approaches would be a more effective way to assess the competitiveness of rural
regions.

The arguments are as follows: first approach integrates competitiveness logic to be
evaluated through indicators representing the output of the rural region, providing
insight into the current state of the system. Another approach includes the analysis
of development drivers, considering qualitative aspects and the potential for future
development in the region. The outcomes of the still potential opportunities for
development would be visible and could be reported in the future. In other words,
the co-use of methods deals simultaneously with the static and dynamic nature of
competitiveness that corresponds to the systems’ approach logic.
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