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Welcome to The Global Sustainable Competitiveness Index

5t Edition, 2016

Foreword :

Sweden. Norway. Finland. Denmark, Iceland €&  hettop of the 5 ™ edition of the
Global Sustainable Competitiveness is a private party of the Scandinavian Nations.
What does this mean?

The Global Sustainable Competitiveness Index  (GSCI) aims to evaluate the ability to
sustain wealth creation. It is based on a competiti veness model that incorporates all
pillars of sustained growth and wealth creation : natural capital availability; national
governance (the framework in which all players operation - the outcomes of policy
directions and investments, e.g. the availability o f infrastructure); intellectual capital
(innovation and business capabilities); resource efficiency, and social cohesion . The
Sustainable Competitiveness Index also integrates data trends over time to allow for

a better expression of future development pot ential. Apart from a few survey -based
indicators (such as TI corruption index), all indicators are quantitative, derived from
international databases (namely the World Bank). It is therefore free of ideological
bias.

There are significant differences betwe en the Sustainable Competitiveness and

commonly used metrics for competitiveness de. g. the WEFO®GSs Compet.i
rankings, or more importantly, to international credit ratings. Which raises the

guestion: do credit -ratings really reflect country risks, and  the ability of a country to

pay back interest over time?

The GSCI is based on integrated, current and future development prospects and

risks of nations. The results aim at serving as an alternative to ~ commonly used metrics
and measurements of competitiven ess, such as the GDP or credit ratings , for
academic purposes, policy or investment decisions

We hope you find this information useful.

SolAbility Sustainable Intelligence
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1 The Global Sustainable Competitiveness Index

The Global Sustainable Competitiveness Index (GSCI) is an index based on 109
quantitative performance indicators grouped into the 5 pillars of sustainable
competitiveness. Data sets have been scored both for the current levels as well

as the recent development of the indicator in order to not only reflect ¢ urrent
standing, but also development potential. The GSCI aims to evaluate the ability
of countries to create and sustain wealth that does not negatively affect the
underlying fundament of wealth creation, based on the definition of Sustainable
Development . The GSCI integrates all aspects that make economies lasting
successful and is not limited commonly used financial factors (such as the GDP,

or credit ratings), or other output measurements suct
Competitiveness Index.

The 2016 Index is, again, a Scandinavian party: all 5 top spots are occupied by
the Scandinavian economies , lead for the firsttime by Sweden .

1.1 What?

The Sustainable Competitiveness Model

The Sustainable Competitiveness model has been developed with

an integrated view of what characterises the current and the future Sustainable competitiveness is
state (i.e. competitivenes s) of a nation -economy. It is based on a the ability to generate and
competitiveness model that incorporates all relevant pillars of sustain inclusiv e wealth without
sustained growth and wealth creation of a nation d natural capital diminishing future capability of
availability, resource efficiency, social cohesion, government -led = sustaining or increasing current
development direc tion, and innovation and business capabilities. wealth levels.

The Sustainable Competitiveness Index also integrates data trends
over time to allow for a better expression of future development
potential.

The Pillars of Sustainable Competitiveness

The main pillars of th e Sustainable Competitiveness Model are:

A Natural Capital : the given natural environment
within the frontiers of a country, including
availability of resources, and the level of the
depletion of those resources.

Governance

A Social Capital : health, equality, security,
freedom and life satisfaction within a country

A Resource Management : the efficiency of using
available resources (human, technology,
natural and financial resources), both domestic
and imported) as a measurement of
operational  competitiveness in a resource -
constraint World.
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A Sustainable Innovation : the capability of a
country to generate wealth and jobs through innovation and value -
added industries in the globalised markets
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A Governance Capability : the ability of governing bodies and authorities
to provide a framework for sustained and sustainable wealth generation

Sustainable competitiveness means that current wealth levels are not in danger
of being reduced or diminished through over -exploitation of resources (i.e.
natural and human resources), the lack of innovative edge required to compete

in the globalised markets (i.e. education), or the discrimination, marginalisation

or exploitation of segments of a society.

The Global Sustainable Competitiveness Index: Measuring developme nt,
wealth, and prosperity o inclusively .

1.2 Why?

Conventional country comparisons, rankings and ratings are based on
economic and/or financial indicators. However, economic and financial
indicators - at best - reflect current economic success; without looking at or
explaining what makes this economic success possible. They also fail to account

for current developments 0 financial and non -financial - that shape future
potential or decline.

In addition, econom ic activities have adverse side -effects on the environment
and societies: pollution and depletion of natural resources, climate change,
health impacts, inequality and impacts on the socio -cultural fabric of a country.
Neglect of these factors can diminish the very basis of current economic output
and success measured in conventional ratings.

Economic and financial indicators are therefore insufficient measurements for

risk and investment analysis 0 or credit ratings. In otherwords: 0 competi ti veness
in its current meaning and commonly used financial/industrial indicators are an

insufficient basis for investment decisions and policy making.

The Sustainable Competitiveness Index is based on a model that integrates
economic and financial indicators with the p illars that make the business success
possible in the first place. It is based purely on comparable and measurable
performance data collected by recognised international agencies, therefore
excluding all subjectivity.

The Sustainable Competitiveness Index  was developed to measure the level of
development & and the potential for development o of a country -economy
inclusively.
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1.3 Index 201 6: Key Takeaways

The Sustainable Competiveness Ranki ng 2015 reveals some surprising, and other
not -so-surprising results:

A Sweden is leading the Sustainable Competitiveness o followed by the other
Scandinavian economies

A The top 20 are dominated by Norther European countries, including the
Baltic states and Slovenia

A The only non -European countries in the top 20 are New Zealand (12) and
Japan ( 15)
A Germany ranks 14, the UK 21, andt he Wor |l dés | argest economy, t he |
ranked 32. The US ranks particularly low in resource efficiency, but also social
cohesion . If not tackled, the combination of the two is likely to undermine
the global status of the US in the future

A Of the large emerging economies, China is ranked 3 7, Brazil 41, Russia 45,
and India 152.

A Asian nations ( South Korea, Japan, Singapore, and China ) lead the
Intellectual Capital  ranking. However, achieving sustained prosperity in
these countries might be compromised by Natural Capital constraints and
current high resource intensity/low resource efficiency

A The Social Cohesion ranking is headed by Nor thern European
(Scandinavian) countries, indicating that Social Cohesion is the result of
economic growth combined with social consensus

The Sustainable Competitiveness World Map 2016
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The Sustainable Competitiveness World Map. Dark areas indicate high competitiveness, light areas low
competitiveness
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1.4 The 2016 Global Inde X Rankings

Due to changes in methodology, the results of the 2016 Index cannot be directly
compared to 2015 results. 2015 ranking comparison therefor heave been
omitted for the purpose  of this report. Interested stakeholders can download all
previous indexes here.

Rank Score

Brunei 46 46.5 |Mauritius 91 42.4 |Egypt 136 38.2
Kazakhstan 47 46.2 |Vietnam 92 42.4 |Vanuatu 137 38.2
Argentina 48 46.2 | Tunisia 93 42.2 |Morocco 138 38.1
Suriname 49 45.8 |Namibia 94 42.2 | Turkmenistan 139 38.0
Bolivia 50 45.8 |Tanzania 95 42.2 ]|Togo 140 37.9
Cuba 51 45.8 |Kuwait 96 42.1 |Samoa 141 37.8
Mongolia 52 45.3 |Philippines 97 42.0 |Jamaica 142 37.8
Greece 53 45.2 |Mozambique 98 42.0 |Bahrain 143 37.6
Malta 54 45.2 |Papua New Guinea 99 41.7 |Malawi 144 37.6
Israel 55 45.1 |Thailand 100 41.6 |Sudan 145 375
Bosnia and Herzegovina 56 45.1 |United Arab Emirates 101 41.5 |Guinea-Bissau 146 375
Indonesia 57 45.0 |Dominica 102 41.5 Jlran 147 375
Bhutan 58 45.0 |Dominican Republic 103 41.4 ]Swaziland 148 375
Bulgaria 59 44.8 |Nicaragua 104 41.4 |Guatemala 149 37.3
Singapore 60 44.7 |Cyprus 105 41.2 |Rwanda 150 37.1
Republic of Congo 61 44.7 |Seychelles 106 41.1 |Comoros 151 37.0
Chile 62 44.6 |Kenya 107 40.9 |India 152 36.9
Uzbekistan 63 44.6 |Equatorial Guinea 108 40.7 |Solomon Islands 153 36.9
Ukraine 64 44.6 |Bahamas 109 40.6 JGuinea 154 36.9
Burma 65 444 |Guyana 110 40.6 |Bangladesh 155 36.9
Kyrgistan 66 44.3 |Trinidad and Tobago 111 40.5 |Burkina Faso 156 36.8
Laos 67 44.2 |Algeria 112 40.4 |Madagascar 157 36.7
Qatar 68 44.2 |Saudi Arabia 113 40.4 |South Africa 158 36.5
Mexico 69 44.2 |Angola 114 40.3 |Honduras 159 36.5
Oman 70 44.1 |Azerbaijan 115 40.1 |Gambia 160 36.3
Serbia 71 44.0 |Maldives 116 40.1 |Liberia 161 36.2
Ghana 72 44.0 |Cape Verde 117 40.0 |Uganda 162 36.2
Panama 73 43.9 |Fiji 118 40.0 |Chad 163 35.7
Venezuela 74 43.9 |El Salvador 119 39.8 |Syria 164 355
Armenia 75 43.8 |Zambia 120 39.8 |Pakistan 165 35.3
Abania 76 43.8 |Lebanon 121 39.8 |Afghanistan 166 35.1
Nepal 77 43.6 |St. Kitts and Nevis 122 39.6 |Sao Tome and Principe | 167 34.3
Belize 78 43.6 |Sierra Leone 123 39.5 |Djibouti 168 34.0
Democratic Republicof d 79 43.5 |Nigeria 124 39.3 |Central African Republic| 169 33.6
Moldov a 80 43.5 |Cambodia 125 39.2 |Iraq 170 334
Cameroon 81 43.4 |Senegal 126 39.2 |Barbados 171 33.3
Timor-Leste 82 43.4 |Sri Lanka 127 39.0 |Zimbabwe 172 33.2
Gabon 83 43.3 |Libya 128 39.0 [Mauritania 173 33.1
Ethiopia 84 43.2 |Botswana 129 38.9 |Burundi 174 32.8
Macedonia 85 43.2 ]Lesotho 130 38.9 |Grenada 175 32.8
Montenegro 86 43.1 |Benin 131 38.7 |Eritrea 176 32.7
Ecuador 87 43.1 |Mali 132 38.6 |St. Lucia 177 32.6
Turkey 88 43.0 |Tonga 133 38.6 [Haiti 178 32.6
Tajikistan 89 42.7 |Jordan 134 38.5 |Antigua and Barbuda 179 31.0
Cote d'lv oire 90 42.5 |Niger 135 38.3 |Yemen 180 28.6
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1.5 Higher sustainability equals high er wealth

Leading nations in the Sustainable Competitiveness
ranking are mostly high -income countries, Sl iele iSeneaielEal
suggesting a certain  correlation  between “
Sustainable Competitiveness score and GDP per .
capita or income levels (high income = high o .
sustainability). The same is tru e when visualizing Wt ¢
average deviations of GDP per capita and the 50 P R
. . . o __Rran3iss-
sustainable competitiveness score. oot N P
* o -7 . *
. S . YU T oad .
While a certain similarity between GDP rankings and : 3.-’: - %0 .
. e .. +
sustainability levels seems to be visible, the ¢ .
. . . . 40 * .'. L 2
correlation is superficial and refuted by too many *t *
. . . . *,
exceptions to the rule. This indicates that the b3 .
correlation is not from GDP to sustainable o .
.. . *
competitiveness, but rather from sustainable *
. . ) -
cgmpetltlvenegs to income Ieygls. In other words: 0 10000 20000 0000 40000 20000 60000 70000 80000
higher sustainable competitive ness can be
associated with higher income levels. GDP/capita and sustainable
competitiveness
However, the correlation or the influence of the sustainable competitiveness on
GDP or income lev el is not immediate; it is time -deferred. Like every endeavour
or project, an upfront invest ment is required to achieve desired results at a later
stage . The seeds have to be planted, the plants
need to be cared for before the harvest can be Sl
collected. In addition, the presence of large natural
L North-western Europe
resources allows for exploitation of the natural
capital (e.g. the o il-rich countries of the Middle East). Australia & New Zealand
However, such wealth is highly unsustainable and )
. L . . North America
the wealth generated will diminish with depletion of
resources in the absence of an adequate North-east Asia
alternative sustalpable economy and t.he underlymg Eastern Europe
fundament requirements t o achieve sustainable
wealth that does not depend on the exploitation of Southern Europe
non -renewable resources. South America
Regional spread South-east Asia
Scandinavia as a region achieves the highest Claurel el
Sustainable Competitiveness score, follo wed by NertE A
other regions in the Northern hemisphere. Central .
Asia is the only region that doesn't fit into the North - Central America
South divide. From a European perspective, it is Western Africa
interesting to note that Eastern Europe achieves a _
. . Southern Africa
higher score than Sothern Europe (which has
nominally higher income levels). All African Regions Middle East
are in t_he bottom half. The hlgh -mcome countne§ of .
the Middle East have sustained their economic : ; ; ; ; . .
. . . . . 0 10 20 30 40 50 60
success with the exploitation of their mineral
resources. The low Sustainable Competitiveness of the re  gion raises concerns on Regional ~ spread  of
whether those countries will be able to maintain or sustain their development sustainable competitiveness

. . .. scores
level once there fossil fuel wealth diminishes.
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Competitiveness Sustainable vs. WEF _ _ _
Rankings

2 Conventional vs Sustainable Competitiveness

2.1 Sovereign Bond R atings & Sustainability

The sovereign risk rating of a country & commonly referred to as credit rating -

determines the level of interest a country has to pay for loans and credits. Itis

therefore a very important parameter for every economy d it defines the level of

capital cost for new investments, whatever the nature of those investment may

be. The credit rating also affects the risks an investor is willing to take in overseas

investments. Sovereign risk ratings are calculated by a number of rating

agencies, most notable by the  othree sisters6: Moody 6s S&P, and Fitch. The r a
of these three therefore have a n immense impact on the cost of capital of a

specific country.

Sovereign risks are calculated based on a mix of economic, political and
financial risks 0 i.e. current risks that, like GDP calculations, do not take into
account the framework that enables and defines the current situation , l.e. the
fundament of what the rating is trying to reflect . They do not look at or consider
the wider environment 0 the ability and motivation of the workforce, the health

and well -being and the social fabric of a society , the physical environment
(natural and man -made) that have caused the ¢ urrent situation. Credit ratings
describe symptoms, they do not look at the root causes. It is therefore
questionable whether credit ratings truly reflect investor risks of investing in a
specific country.

So what if sovereign bonds were rated against sust ainability?

In order to test currently applied credit ratings, the _ B o
. Sustainable competitiveness vs. credit ratings

scores of the GSCI have been converted to ratings 60
equivalent to credit ratings - a sustainable credit )
rating. The generated grades are compared to the &2 -f
average creditra t i ng of Mo padd/Fich., 2 50 o, * ‘ ,.'

c H ': ° ¢

L .. L[] L] =
While there seems to be a slight initial correlation % i . e 8., 3. :.%.Bj.- 0.1217
(higher sustainability equals positive credit rating) g “ .. :g:" AT sty .

. . . Q o ° RYX RS °®
on first sight, there are too many exceptions to the 2% ... ..---4-'., cee® o :
rules to be considered correlating. For too many é 3. L K
economies, in particular of developed countries, %35 ° ° .
high credit rating is not reflected in high sustainable | s °* .
competitiveness score.
25
In the asset management world, it now has ° 10 SR ® 0
become near -standard to integrate some form of Sustainable
OESGO6 i nt o iisk/opgoguniiy e avdluation. However, it  seems the credit competitiveness  scores
. . . . . - . . . . plotted against sovereign
rating agencies are lagging behind the financial industry in this particular aspect: credit ratings (average of
current credit ratings do  exclude ESG risks and therefore do  not cover all investor Moodyds, S&P,
. . . . . . . . \ - . rather limited correla tion,
I’ISk.S. It |s.h|gh time that. credit ratlng aggnues take into account 0 .n tangi b Imdmting euficient
their credit risk calculation . Credit ratings have to reflect  the underlying factors coverage of sustainability
that define the future development and capability of a country to generate and risks —in - current risk
. . . . X . ) . . . o calculation methodologies

sustain wealth. It is high time that credit ratings include sustainability in their risk

calculations.
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