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Adam Szyszka*

Editorial

https://doi.org/10.2478/ijme-2019-0019

Welcome to the third issue of the International Journal of Management and Economics (IJME) in 2019. 
We are proud to announce that the high academic profile of our Journal has been reconfirmed by the 
Ministry of Science and Higher Education of the Republic of Poland by granting us 40 evaluation points. 
We also continue to maintain a wide international exposure, thanks to our presence in indexing and 
full-text databases. Currently, the IJME is covered by nearly 40 different services, including Web of 
Science Emerging Sources, ProQuest, EBSCO, and EconLit. We operate the peer review and submission 
software ScholarOne Manuscripts by Clarivate Analytics. All our publications are automatically covered 
by citation monitoring.

The current issue contains six papers covering various areas in economics, management, and finance. 
The geographical scope of this issue is truly international and covers aspects of Trans-Pacific and Eurasian 
economies, Japan, North America, European Union (EU), and – in particular – Central and Eastern Europe.

Jürgen Wandel, in the first article entitled “Do Free Trade Agreements Promote Sneaky Protectionism? 
A Classical Liberal Perspective”, analyzes three recent regional trade agreements, namely the 
Comprehensive and Progressive Trans-Pacific Partnership (CPTPP), the renegotiated North American 
trade agreement USCMA, and the Canada-EU agreement CETA and compares them against an ideal-type 
free trade agreement benchmark model based on a classical liberal perspective. The author challenges 
the view on recently signed regional trade agreements that promote genuine free trade and suggests that 
they rather foster sneaky protectionism under the guise of free trade. However, he concludes that given 
political economy constraints, regional trade agreements can still remain a second-best solution to the 
classical liberal ideals provided that they remove more obstacles to free exchange than they uphold.

In the second paper, “Great Stagnation” to the “Three-Arrows Strategy”, Jerzy Grabowiecki addresses 
the economic policy package of Japan, known as Abenomics. He aims to evaluate the effectiveness of the 
whole package from the perspective of 5 years since the time of its announcement. The author remarks that 
despite the acceleration in real GDP rate of Japan, Abenomics’ challenges remain serious, the main of them 
being the country’s indebtedness.

Marzanna Witek-Hajduk and Anna Grudecka, in the paper entitled “Country of Origin from a 
Management Perspective of Emerging Markets Companies”, aims to identify an approach of emerging  
market firms’ managers to the country of origin (COO) dimensions. The results of the in-depth interviews 
with 11 informants from emerging market companies (owners of household appliances brands) show that 
managers perceive the COO as a multidimensional construct. The article discusses various dimensions 
and provides a deeper understanding of the COO from a perspective of emerging market companies. Most 
importantly, aspects such as country of manufacturing, assembly, and parts are mainly treated as a strategic 
imperative from the sourcing strategy perspective and seem to be less important from the marketing 
perspective than the country of brand origin.

In the next paper, entitled “The Diversity of Education Systems in the European Union”, Andrzej 
Żurawski applies Amable’s Diversity of Capitalism approach to analyze the educational systems in the 
EU. The primary goal is to identify the clusters of educational systems with regard to their institutional 
characteristics. The secondary goal is to evaluate the impact of several EU policies and initiatives on the 
institutional structure of European educational systems. The author identifies six clusters in terms of 
general education and five clusters in terms of higher education systems. With some exceptions (notably 
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the UK and Ireland), European education systems have a similar structure to other institutional areas;  
in particular, the study confirms the existence of post-communist (in terms of Farkas) or patchwork (in terms 
of Rapacki et al.) capitalism. The results also suggest that there are significant differences in performance 
between the clusters, something that potentially may be of great importance for the future educational 
policy.

The fifth article, “The Comparative Empirical Analysis of Financial Intermediation Systems in Central 
and Eastern Europe”, is authored by Bożena Horbaczewska. The study evaluates the level of similarity 
between financial systems in selected Central and Eastern European countries (CEE11) and the four models 
of capitalism identified by Amable. The author takes two snapshots of the institutional arrangements in 
2005 and 2014. The analyses point out that in the area of financial intermediation, the group of CEE11 
countries in 2005 was characterized by the greatest similarity to the Continental model of capitalism. The 
same investigations carried out for 2014 indicate a significant shift towards solutions more typical to the 
Mediterranean model.

The final article of this issue, “Are Eastern Baltic Ports the Drivers of Eurasian Trade?”, is authored 
by Elena Efimova and Svetlana Vroblevskaya. The author focuses on the evaluation of Eastern Baltic 
ports’ capacity to handle Chinese cargo and provides the detailed analysis of possible choices of cargo 
transportation routes and opportunities to attract Chinese investment to expand necessary harbor and 
logistics infrastructure. She concludes that, given existing circumstances and alternative possibilities, 
Eastern Baltic ports can attract a small part of Chinese trade inflows.

This issue is concluded with a report from The International Conference World Economy 2019: “Learning 
from the Past and Designing the Future” written by Katarzyna Sum. The conference was organized at 
the Warsaw School of Economics to commemorate a double Jubilee – 70th Anniversary of the Collegium 
of World Economy and 70th birthday of five distinguished members of the Faculty, namely Prof. Adam 
Budnikowski, Prof. Elżbieta Duliniec, Prof. Jolanta Mazur, Prof. Ryszard Rapacki, and Prof. Dariusz Rosati.

We hope you will find good scientific inspiration in the current issue of the International Journal of 
Management and Economics. Please enjoy reading!
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Abstract: A neglected aspect of regional trade agreements (RTAs) is their protectionist potential. In times 
of a stagnating World Trade Organization (WTO), growing economic nationalism and skepticism about 
the merits of free trade and trade agreements, the paper examines to what extent recently signed RTAs 
really promote genuine free trade or rather foster sneaky protectionism under the guise of free trade. For 
this, the paper proposes an ideal-type free trade agreement benchmark model based on a classical liberal 
perspective and applies it in a multiple case study approach to assess three cases of recently concluded 
mega-RTAs: the Comprehensive and Progressive Trans-Pacific Partnership (CPTPP), the renegotiated North 
American trade agreement USCMA, and the Canada–European Union (EU) agreement CETA. The article 
shows that all of them are far from the classical liberal ideal of totally free trade and have a high content 
of back door protectionism suitable to raise trade barriers when politically opportune. In particular, the 
United States–Mexico–Canada Agreement (USMCA) includes many clear protectionist provisions that 
might even outweigh its liberalizing stipulations, whereas CPTPP and CETA can be deemed net liberalizing. 
It concludes that given political economy constraints, RTAs can nevertheless remain a second-best solution 
to the classical liberal ideals of completely unhampered trade and unilateral liberalization provided that 
they remove more impediments to free exchange than they cement or create.

Keywords: free trade, trade agreements, protectionism, classical liberalism, political economy
JEL Classification: B12, B27, F02, F13, F55

1  Introduction
With the standstill of the Doha Development Round of the World Trade Organization (WTO), bilateral and 
multilateral regional trade agreements (RTAs) have become an increasing popular instrument to foster 
international economic cooperation and integration. Since June 2016, all WTO members belonged at least to 
one RTA and as of January 2019, there were 291 RTAs in force [WTO, 2019]. The common view held by many 
economists is to regard these arrangements favorably as a step closer to free trade by reducing trade obstacles. 
At the same time, criticism of free trade agreements is widespread. Commonly articulated from critics of 
globalization, it is referred to the alleged downsides of free trade, such as the destruction of jobs, lowering 
wages, and the erosion of consumer protection, health, social, and environmental standards. Not much 
attention has been paid in the debate to possible protectionist traits of these agreements. Rather than promoting 
genuine free trade RTAs can be viewed as instruments to protect as much as possible special interests in the  
countries involved and advocate merely a regulated trade with still a considerable portion of protectionism.

Indications for this view is the ever-growing negotiation time as well as length, scope, and complexity 
of the agreements. For example, while the first bilateral trade agreement, the United States concluded in 
the postwar period with Israel in 1985 was quite short with less than 8,000 words in length and 22 articles 
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and three annexes, the US–Singapore Free Trade Agreement of 2004 was already nearly 10 times as long, 
taking up 70,000 words with 20 chapters each with many articles, more than a dozen annexes, and multiple 
side letters [Rodrik, 2018a, p. 75]. The scope of the Comprehensive Economic and Trade Agreement (CETA) 
between Canada and European Union (EU) of 2017 is even broader with 30 chapters occupying altogether 
1589 pages.

The neglect of the protectionist potential of RTAs in the public and academic debate has recently been 
made the subject of discussion by Harvard economist Dani Rodrik [2018a] He [p. 74] holds the label “free” 
trade agreement misleading and questions the tendency to view recent trade agreements “as an example 
of efficiency-enhancing policies.” As they focus increasingly less on tariffs and quotas, but more and on 
domestic rules and regulations they may foster a kind of protectionism that is subtle and less obvious, 
because it is hidden in the many regulations on various standards which amount to a form of preferential 
treatment of certain industries. This is what this paper calls “sneaky” protectionism. Hence, rather than 
rein in special interests to advance free trade, today’s trade agreements may “serve to empower special 
interests that may produce welfare-reducing, or purely redistributive outcomes under the guise of free 
trade” [Rodrik, 2018a, p. 74]. Rodrik [2018a] therefore calls to take a closer and more nuanced look on 
whether recent trade agreements really promote, on balance, greater economic liberalization or whether 
they further instead a sneaky protectionism, and he suggests examining the politics behind them.  
This article deals with this void.

Its aim is to examine to what extent recently signed mega-RTAs really have the potential to promote 
free trade or rather stifle it through baked-in protectionism. This requires an analytical framework that 
provides a benchmark model against which actual trade agreements can be assessed. This benchmark must 
specify what a real free trade agreement would have too like given political economy restraints. For this, 
the paper builds on prior work by the Cato Institute [Ikenson, 2018; Ikenson et al., 2018]. Theoretically, the 
benchmark model draws on insights from classical liberalism complemented by findings from the Austrian 
school of economics and public choice theory. The classical liberal perspective is chosen because this strand 
of economic thought laid the foundation of modern trade theory and demonstrated the mutual benefits 
of free trade. Austrian economics, which itself is rooted in classical liberalism [Butler, 2010], highlight 
the importance of competition as a discovery procedure which is fostered by free trade. The discovery 
concerns not only consumer wants and the best and cheapest way to meet them but also what institutional 
arrangements are appropriate to solve various issues, such as public health, social, and environmental 
problems. Precisely, these topics cover an increasingly part of today’s RTAs. Public choice theory explains 
why politicians cannot be expected to immunize themselves from pressures from the various interests of 
the societies they govern.

Methodologically, the paper applies a simple multiple case study approach following Yin [2003]. This 
method is appropriate when for a relatively new issue comprehensive quantitative data are missing and 
the focus is on how questions [Eisenhardt, 1989; Yin, 2003]. As the chosen agreements have only relatively 
recently been signed and have not yet fully been implemented, hard data are not readily available. And the 
study concentrates on how the agreements regulate trade. Multiple cases enable to draw comparisons, that 
is, to explore differences within and between cases and replicate findings across cases [Yin, 2003; Baxter 
and Jack, 2008].

Three cases were chosen according to actuality and contrasting composition of the participating 
economies involved: the Comprehensive and Progressive Trans-Pacific Partnership (CPTPP) of 2018, also 
known as Trans-Pacific Partnership (TPP)-11, involves almost an equal number of developing and developed 
countries with huge developing gaps of the first to the latter, the 2018 renegotiated North American trade 
agreement USCMA is between two developed nations and one emerging market country and the 2017 
Canada–EU agreement CETA between two highly industrialized market economies. The three cases are 
based on information obtained from primary legal sources, comments to the legal texts, media reports, 
and web sources. They were evaluated through the lens of the following considerations: (1) To what extent 
and how quickly can the agreements remove trade barriers? (2) To what extent is there scope to have gone 
further to liberalize trade? (3) Do specific provisions belong in trade agreements, and (4) Do they contain 
innovative regulations in the positive or negative sense for RTAs?
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Of course, this methodological approach has its limitation. Many regulatory provisions require 
evaluations of qualitative terms to understand whether they are net liberalizing or net protectionist.  
As Rodrik [2018a] has pointed out “unlike in the case of tariffs and quotas, there is no natural benchmark 
that allows us to judge whether a regulatory standard is excessive or protectionist.” In addition, given that 
the agreements are not yet fully implemented quantitative data on the actual effects are missing. Therefore, 
such appraisals are by nature a subjective endeavor reflecting value judgments, special interests, or 
institutional biases. Provisions in a trade agreement that might be judged positively or negatively by classical 
liberal economists might be viewed differently by people from pro-business, pro-labor, or pro-environment 
organizations. For that reason, the study is to be understood as a first tentative step in evaluating relatively 
recent RTAs to trigger further research and discussion. It assesses the RTAs through a particular analytical 
lens that is grounded in theoretical insights that demonstrated why prosperity crucially depends on free 
voluntary exchange both within and across political borders embedded in a framework that respects private 
property, freedom to contract, and the rule of law.

Against this background, the article contributes to existing research in two ways. First, it adds to 
the debate on RTAs by focusing on their protectionist potential as suggested by Rodrik [2018a]. For this, 
it proposes a framework for analyzing RTAs in the form of an ideal-type reference model for free trade 
agreements and applies it to case studies of the three recently concluded mega-RTAs. While there are 
studies on the individual agreements separately,1 a comparative perspective is rare.2

Second and related to that, the study contributes to reframe the discussion on the theoretical 
foundations and justification of free trade in a period in which economic nationalism is on the rise and trust 
in the benefits of economic globalization is waning not only among political actors, which is symbolized 
by Donald Trump’s election as US president, but also among high-ranked economist, such as, for example, 
Stiglitz [2017] or Rodrik [2011, 2018b]. The paper highlights the classical liberal understanding of free trade 
as freedom to import rather than freedom to export and it points to the difference between the classical 
liberal perspective of free trade and the perception that the playing field must be level for trade to be truly 
free as voiced, for example, by the EU Commission (2017a, p. 13) or business circles [e.g., US Chamber of 
Commerce, 2017; Confederation of Swedish Enterprise, 2018].

The remainder of the paper is organized as follows. First, section 2 explains the essential traits of an 
ideal free trade agreement from a classical liberal perspective. Then, section 3 examines tentatively three 
cases of recent free trade agreements, to what extent they come close to this benchmark models, namely the 
CPTPP, also known as TPP-11, the renegotiated North American trade agreement USCMA and the Canada–
EU agreement CETA. Section 4 concludes.

2   The ideal free trade agreement from a classical  
liberal perspective

Classical liberal scholars like Adam Smith, David Ricardo, John Stuart Mill, and Frédéric Bastiat were 
leading to challenge the mercantilist view of international trade as a means to accumulate gold or silver 
by running a trade surplus with other countries. They demonstrated using sound economic theory that the 
division of labor according to comparative advantage made possible by the voluntary exchange process 
on the marketplace is a major driver of efficiency and prosperity, both within and between nations.  
And this is always beneficial for both sides; otherwise, they would not trade. Thereby, wealth is not created 
by governments, but by the mutual cooperation of free individuals “because economic freedom allows 
people to adjust spontaneously to each other’s needs and cooperate for their mutual benefit” [Butler, 2015, 
p. 74]. Instead, they were aware that the government is no benevolent dictator but consists of self-interest 

1   See for example, Peterson Institute for International Economics [2016a and 2016b] on TPP, Ciuriak et al. [2017] on CPTPP or 
Whiting, T.K. and Beaumont-Smith, G. [2019] on USMCA.

2   A comparative perspective is provided by Wang [2019] on CPTPP and CETA focusing on if and why FTAs converge in their 
regulations.
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human beings who have the same failings as the rest of the population. Therefore, and because of the 
incentive structure of the political process, it tends to be unreliable, inefficient, and easily captured by 
producer interests. As Bastiat [1848] put it, governments make “the great fiction through which everybody 
endeavors to live at the expense of everybody else.” Therefore, governments should themselves be bound 
by the rule of law. This means that rules should be general (without exceptions), universal (applying to 
everyone without exception with nobody being above the law), and stable (not changing so often so that 
people can rely on what they are about) [Hayek, 1973, p. 73; Butler, 2015].

One of the least contested insight in the economics profession is David Ricardo’s [1817] principle of 
comparative advantage [Lemieux, 2018a; Rodrik, 2018a] which demonstrates that free trade is beneficial for 
a country even if it has an absolute productivity disadvantage in producing every good because it expands 
a nation’s consumption possibilities frontier when its residents specialize on producing whatever goods 
cost them less to produce relative to other things. They receive more goods at lower prices and better quality 
than they would otherwise have enjoyed, so their lives are materially improved. At the same time, having 
to compete with foreign competitors induces domestic producers to become more efficient and innovative 
[Lemieux, 2016].

As James Mill [1821] pointed out in contrast to the popular held mercantilist view these benefits from 
trade arise, in all cases, “from the commodity received, not from the commodity given. When one country 
exchanges … the whole of its advantage consists in the commodities imported. It benefits by importation, 
and by nothing else. …That country, or, more properly speaking, the people of that country, have certain 
commodities of their own, but these they are willing to give for certain commodities of other countries. They 
prefer having those other commodities. They are benefited, therefore, not by what they give away; that it 
would be absurd to say; but by what they receive.” Similarly, Jean-Baptiste Say [1855, Book I, Chapter XV] 
concluded “nothing can be bought from strangers, except with native products.” Even if a country exports 
more, it will either invest its trade surplus or import more in the long run because these are the only things 
that can be done with the foreign currency earned from exports [Lemieux, 2017a]. So, the benefit free trade 
confers to the people is not only the freedom to export, as its advocates typically accentuate, but equally 
important, the freedom to import. The more a country can import, the better off it is in terms of material 
prosperity.

From these insights follows that countries should open their economies completely to trade 
irrespective of what other countries may do. Hence, from a classical liberal perspective, countries should 
free trade unilaterally and not just on a reciprocal basis [Krugman, 1997; Lemieux, 2017a,b; Rodrik, 
2018a;] because unilateral free trade provides most of the benefits of multilateral free trade. This is what 
Richard Cobden (1804–1865), an English manufacturer and politician, has advocated and successfully 
achieved with the abolition of the British Corn Laws in 1846 that unilaterally repealed protectionist 
tariffs.3

Furthermore, the benefits from trade do not disappear when foreign governments intervene in 
their economies more than one’s own through various regulatory standards, taxes, and subsidies 
[Lemieux, 2017b]. This is actually what the level playing field argument fails to see. As Krugman 
[1997] contended although government regulations and taxes are part of the comparative advantage 
landscape and change relative prices, they do not extinguish comparative advantage and negate the 
benefits from trade. Therefore, the demand for reciprocity and creating a level playing field is actually 
self-damaging. When, for example, a trading partner subsidizes its exports, it unlevels the playing 
field, however, in favor of the importing countries and against its own citizens. The consumers of the 

3   Cobden [1919] argued as follows: “We came to the conclusion that the less we attempted to persuade foreigners to adopt our 
trade principles, the better; for we discovered so much suspicion of the motives of England, that it was lending an argument 
to the protectionists abroad to incite the popular feeling against free traders, by enabling them to say, “See what these men 
are wanting to do; they are partisans of England and they are seeking to prostitute our industries at the feet of that perfidious 
nation…” To take away this pretense, we avowed our total indifference whether other nations became free traders or not; but 
we should abolish Protection for our own selves and leave other countries to take whatever course they liked best (quoted in 
Bhagwati [2002a p. 2]).
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importing country gain from lower prices for imports and their real incomes rise. Resources released 
in importing competing industries can then be invested to produce goods and services here that were 
previously too costly to produce.

Hence, one’s own government’s trade policy should not depend on the restrictions that foreign 
countries impose on their own citizens. As Joan Robinson [1947] put it, this would be as if a country throws 
rocks in its harbors simply because other countries have rocky coasts. Murray Rothbard [1970/2018] 
highlighted that exchange and the division of labor is not based on equality and harmonization but 
rather on differences and inequality; otherwise, “there would be no scope at all for a division of labor 
if every person were uniform and interchangeable.” Based on these insights, there is no convincing 
economic argument at all for the need of trade agreements as stated by Vilfredo Pareto in 1901 [similarly 
Rothbard, 1995].

Not even the “optimal tariff” argument provides a satisfying justification. According to this 
theory, large countries may use tariffs to manipulate their terms of trade at the expense of their trade 
partners. However, in a complex ever-changing world, there is an insurmountable knowledge problem 
to determine the optimal tariff rate where the gains in tax revenues outweigh the societal loss due to 
the allocative inefficiencies caused by the artificial increase in the domestic prices. Even if it could, the 
price increase nevertheless hurts consumers and given the reality of the political process, it cannot be 
expected that the tax revenues will be used to compensate consumers. Therefore, as already Francis Y. 
Edgeworth [1908, p. 555], one of the intellectual fathers of the optimal tariff argument, pointed out, “the 
direct use of the theory is likely to be small. But it is to be feared that its abuse will be considerable. It 
affords to unscrupulous advocates of vulgar protection a particularly specious pretext for introducing 
the thin edge of the fiscal wedge. Let us admire the skill of the analyst but label the subject of his 
investigation POISON.”4

Only political economy considerations may justify trade agreements. Given the incentives of the political 
system and the widespread distrust in free markets, unilateral free trade or a simple contract declaring 
with a single phrase that trade shall be free trade among the parties are for the time being politically not 
feasible. Therefore, trade agreements could be seen as a second-best solution and precaution to tie the 
hands of the government [Irwin, 2015; Lemieux, 2017a]. They prevent national governments from giving 
in to the pressures of domestic import competing interests to the detriment of consumers if international 
agreements need to be revoked [Rodrik, 2018a]. Moreover, it is argued that reciprocity forces governments 
to keep their commitments because it is easier for a government to cancel unilateral moves than to break an 
agreed system of rule-based trade [Bhagwati, 2002a; Lemieux, 2017a]. However, if and to what extent trade 
agreements are able to restrain governments depends on its precise arrangements. As Rothbard [1995] and 
Peter Klein [2017] argue, as national governments are more inclined to strengthen rather than to give up 
power trade agreements might just as likely be used as a vehicle to increase government control over the 
economy through the cartelization of regulations, that is, upward harmonization of product safety, labor, 
social and environment standards, taxes, and subsidies.

Nevertheless, free trade agreements are the reality. Therefore, from a classical liberal perspective 
to be useful, they must further free trade and the liberty of economic subjects more than they restrict 
them through regulatory harmonization and built-in escape clauses and remedy measures. The basics 
of an ideal-typical classical liberal benchmark model for trade agreements have been developed by Cato 
Institute scholars around Daniel J. Ikenson. It should contain the following essentials [Ikenson, 2018; 
Ikenson et al., 2018]:
•	 Complete elimination of tariffs and non-tariff barriers on all goods and services;
•	 Non-restrictive rules to determine the origin of products and services not to limit the scope for supply 

chain innovations because globalization with cross-border investment and global supply chains has 
made it difficult and increasingly arbitrary to trace the origin.

4   According to Krugman [1997] and Rodrik [2018a], the optimal tariff argument plays almost no role in real-world disputes over 
trade policy.
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•	 No restrictions on
 – competition for government procurement
 – foreign direct investment (FDI) in the economy
 – cross-border data flows, which are components of growing importance in the provision of goods 

and services in the 21st century.
•	 Elimination of obstacle to expeditious customs clearance.
•	 No trade remedy or trade defense measures, such as antidumping measures.
•	 Strict prohibitions of non-tariff barriers, such as performance requirements, restrictions based on 

scientifically unsubstantiated public health and safety concerns, and restrictions based on national 
security concerns that fail to meet certain minimum standards.

•	 Mutual recognition of product regulations, labor, environmental, and other regulatory standards.

Differences in regulation often reflect divergent consumer preferences, different assessments of risks, 
dissimilar regulatory styles, or simply different influences of interest groups. So, there is no objective 
answer on what the optimal standards for all could be. Therefore, the principle of mutual recognition is an 
obvious solution. It has been adopted in addition to basic harmonization in the EU following the Cassis-de-
Dijon decisions of the European Court of Justice in the EU Commission White Paper of 1985 and the Single 
European Act (SEA) of 1986. Such an approach has two advantages from a classical liberal perspective. First, 
it preserves national sovereignty to legislate and regulate in ways that do not discriminate against imported 
goods, services, and capital. Second, it strengthens competition as a disempowering instrument [Böhm, 
1961, p. 22] and discovery procedure [Hayek, 1978]. This curbs the power of politicians and bureaucrats 
who tend to increase their power by establishing tax and regulatory cartels via international agreements. 
Such regulatory or institutional competition enables people to choose not only through voice but also 
through exit. In addition, the option to vote by feet promotes institutional competition as a discovery 
procedure to find out those regulation that meet the preferences of the population. This not only holds for 
product standards but also for provisions on labor and environmental regulations. As many scholars agree  
[e.g., Krugman, 1997; Irwin, 2015; Lemieux, 2017a,b; Ikenson, 2018], these provisions are actually no 
genuine trade matter, as they do not per se limit trade, unless they are used as pretext to impose trade 
barriers on foreign competitors that produce under different standards.

The same holds for intellectual property rights rules such as the length of copyright terms [see e.g., 
Bhagwati et al., 2014]. In fact, their need is far from unanimously acknowledged in economic theory. The 
standard argument in favor of intellectual property rights protection is to encourage innovation by providing 
a temporary monopoly for the inventor; otherwise, there would be not enough innovations. Shaffer [2013], 
for example, argues that intellectual property rights law contradicts the fundamental liberal principle of 
the primacy of voluntary action over government coercion. People may make contracts that limit the sale 
or transmission of ideas or books, but these bind only those who make them. Intellectual property laws, by 
contrast, are imposed by a coercive state and apply to everyone, whether people accept them or not. Even, 
if one does not share this liberal legal principle, it is difficult to prove empirically that without these laws 
there would be fewer productive innovations. As Shaffer points out, most of the great creators and inventors 
of the past worked without patents and copyrights. In a similar manner argue Boldrin and Levine [2008]. 
They show that intellectual monopoly is not a cause of innovation, but rather an unwelcome consequence 
of it as the example to the software industry shows. Virtually, none of the innovations in this industry took 
place with the protection of intellectual monopoly. In addition, they question the widely held view among 
politicians and interest groups that imitating is economically harmful. Instead, Boldrin and Levine [2008, 
p. 145f.] argue that people learn through imitating others. In doing so, they usually not only produce at a 
lower cost but also make further improvements. So rather than inspiring innovation, there is much reason 
to believe that intellectual property rights prevent innovation because the patent owner can stop other 
people from making a better product that is based on the patent owner’s one.

A final requirement of an ideal liberal free trade arrangement is that in order to be effective, its rules 
must be implemented. This necessitates a binding and enforceable dispute settlement mechanism to make 
sure governments keep their promises. According to Ikenson et al. [2018], the standard mechanism with 
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recourse to a third-party adjudicator for a ruling and then self-enforcement through authorized suspension 
of the trade agreement obligations has proved its effectiveness.

3  Evaluation of recent trade agreements
In the following, three free trade agreements will be analyzed through the lens of the classical liberal ideal 
benchmark model: (1) the TPP-11, which is considered as a blueprint for other agreements and “ongoing and 
upcoming negotiations at the multilateral level” [Helble, 2017, p. 1], the renegotiated North American trade 
agreement USCMA as the first outcome of the new trade doctrine of US President Donald Trump’s America 
first policy, and (3) the CETA Agreement between the EU and Canada. It is the EU’s first economic agreement 
with a highly industrialized Western economy and reflects the EU’s value-oriented and ‘race-to-the top’ 
oriented trade philosophy [EU Commission, 2017a p. 13]. Following Yin’s [2003] recommendations, first 
each single case is examined separately and then compared in a cross-case analysis for pattern matching 
and exploring similarities and differences.

3.1  Comprehensive and Progressive Trans-Pacific Partnership

The CPTPP is also known as TPP-11 and evolved from the proposed but defunct trade agreement TPP 
among the governments of initially 12 countries from the Asia-Pacific Rim: Australia, Brunei Darussalam, 
Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, the United States, and Vietnam. 
On January 23, 2017, the United States under President Donald Trump withdrew from the agreement 
which it had signed on February 4, 2016 but not ratified. This withdrawal was one of the first actions of 
President Donald Trump after assuming office. The remaining 11 nations then rechristened the agreement 
Comprehensive and Progressive Agreement for TPP which entered into force on December 30, 2018.

The total combined gross domestic product of the CPTPP is estimated at $ 13.5 trillion or 13.4% of global 
GDP. While this is significantly less than the TPP-12’s combined $ 28 trillion and 36% of global GDP, it will 
still be one of the biggest trade agreements in the world. In comparison, the North American Free Trade 
Agreement (NAFTA) totals about $20 trillion [Torrey, 2018]. Under President Barack Obama, TPP was meant 
to be a role model for contemporary global trade, however, where “the rules of the road for trade in the 
21st century” will be written by the United States and not China, thereby putting “American workers first” 
[Obama, 2016].

Most of the provisions of the CPTPP5 are identical to the TPP draft adopted in Auckland on February 4, 
2016 (Article 1 CPTPP), that is, before the United States pulled out from the ratification process. Therefore, 
the following discussion draws on the Auckland TPP version of 2016.6 Only 22 TPP provisions the United 
States favored but other countries had opposed were suspended or modified from the signed CPTPP (Article 2 
CPTPP, resp. Annex CPTPP). One of the most contested provisions the United States had advocated was the 
increased abilities of companies to sue national governments, in particular over strict regulations of oil 
and gas exploitation (Article 19.19 and 19.22). Now the scope of the investor-state dispute settlement (ISDS) 
mechanism is narrower in the CPTPP, while the right of governments to regulate in the public interest and 
prevent unwarranted claims have been retained. Another disputed issue was the US insistence to extend 
the copyright term for films and sound recordings from 50 to 70 years after publication and that for books, 
screenplays, music, lyrics, and artistic works from 50 to 70 years after the death of the author. Both terms 
now expire after 50 years. 7

5   The document is accessible for example, at https://www.mfat.govt.nz/assets/CPTPP/Comprehensive-and-Progressive- 
Agreement-for-Trans-Pacific-Partnership-CPTPP-English.pdf 

6   The full text is available on participating government websites, for example, at USTR.gov: https://ustr.gov/trade-agreements/
free-trade-agreements/trans-pacific-partnership/tpp-full-text.

7   For more details on the difference between CPTPP and TPP, see New Zealand Foreign Affairs and Trade: CPTPP vs TPP; 
https://www.mfat.govt.nz/en/trade/free-trade-agreements/free-trade-agreements-in-force/cptpp/understanding-cptpp/
tpp-and-cptpp-the-differences-explained.
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The whole 2016 TPP contains 30 chapters, four annexes and 12 side letters, altogether covering roughly 
5,000 pages. Yet, the main text of the agreement comprises “only” 599 pages. Traditional trade issue like 
tariff and non-tariff trade barriers is but one small part of the agreement. The rest deals with behind the 
border issues such as state-owned enterprises (SOEs), intellectual property rights, regulatory coherence, 
labor, and environment.

The preamble makes clear from the outset that the partner countries do not envisage genuine 
free trade, but managed trade. In fact, the term “free market” does not appear once in the 599 pages. 
Instead, the signing partners reaffirm “the importance of promoting corporate social responsibility, 
cultural identity and diversity, environmental protection and conservation, gender equality, indigenous 
rights, labor rights, inclusive trade, sustainable development and traditional knowledge, as well as the 
importance of preserving their right to regulate in the public interest.” Therefore, the agreement includes 
a large number of limitations and exceptions to liberalizing trade. This also holds for the provision that 
is in principle mostly in line with the classical liberal benchmark model of free trade – the elimination 
of tariffs on a wide range of goods. The TPP will eliminate three-quarters of non-zero tariffs immediately 
on entry into force, many of which have already been reduced to low levels by previous trade agreements 
[Peterson Institute for International Economics, 2016a, p. 8]. For the remaining tariffs, especially in the 
agricultural and automobile sector, the process of eliminating tariffs will be spread over decades. For 
example, the elimination of the 2.5% tariff on imported Japanese cars shall take 25 years; the 25% tariff on 
Japanese trucks even three decades. According to an analysis from the Peterson Institute for International 
Economics [2016a, p. 31], tariff liberalization of 99% of all goods will be nearly complete after 16 years, and 
fully complete only after 30 years.

Until the time when all tariffs are moved to zero differentiated tariff reduction schedules across partners 
prevail for two alleged reasons. First, Japan, but also the United States until their withdrawal wants to 
protect industries they consider sensitive and give them time to adjust by accelerating liberalization for 
small exporters relative to large exporters. This concerns mainly agriculture and the automotive industry [see 
also Peterson Institute for International Economics, 2016a, p. 31], Second, a number of TPP-11 countries are 
members of already existing RTAs. Examples are Canada and Mexico in the revised NAFTA or Australia and 
New Zealand in the Australia–New Zealand Closer Economic Relations Trade Agreement. TPP countries in 
RTAs will continue to receive existing preferences so long as the TPP is phased in. For example, a Canadian 
exporter keeps the right to resort to the Mexican tariff rates scheduled in NAFTA, when the latter are lower 
than those of the TPP. As a result, Canadian and Japanese exports might face different Mexican tariffs even 
when the Mexican TPP-11 schedule does not imply differentiated treatment. Moreover, certain sectors will 
keep restrictive trade barriers. For example, in agriculture Canada maintains its quota system in the dairy 
and poultry sector, though with larger tariff-free import quotas. Other countries are allowed to apply export 
bans and restrictions for food products. Finally, in the automotive sector, CPTPP’s rules of origin provisions 
create an additional trade barrier. They require that finished automobiles must have at least 45% of their 
content coming from TPP-11 member to qualify for zero-tariff rates.

Limited progress has been made in liberalizing government procurement and services trade, which are 
also full of exceptions, transitional measures, and differential treatment among members. Basically, TPP-11 
members have equal treatment to foreign firms that seek to enter their service markets. No new restrictions 
on market access are allowed, while new unilateral liberalization will be automatically extended to all TPP-11 
members. However, there are a host of country- and subject-specific exceptions fixed in the annexes. They 
foresee financial services being much less liberalized than most other service sectors [Peterson Institute 
for International Economics, 2016a, p. 85]. A more liberalizing effects may have the commitment of CPTPP 
countries to accept FDI on a “negative list” basis. This means that their markets are completely open in all 
sectors except those explicitly named in the list. This is less restrictive than a list that specifies those sectors 
which are fully open while excluding all others because when new products and services are introduced, 
the sectors where these are found will automatically be open to FDI without the need to negotiate new rules.

Positive in the perspective of the classical liberal benchmark model are the rules for access to 
telecommunication networks. They prohibit tariffs on electronic commerce, limit restrictions on cross-border  
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data transfers, and rule out data localization requirements. It also puts SOEs more clearly under 
international rules ensuring that they act on a commercial basis. This is an attempt to level the playing field 
to prevent them from exercising what is deemed unfair advantages compared to private firms without state 
backing. As has been explained in Section 2 from the classical liberal perspective, there is no justification 
for such rules.

Many of the liberalized provisions are enforceable under a new dispute settlement mechanism. It calls 
for the resolution of government-to-government disputes through a multiphase process that starts with 
consultations between the parties to the dispute. If these consultations fail, the CPTPP allows the parties to 
form a three-person panel to examine the facts and the applicable law of the CPTPP to resolve the matter. 
The international arbitration clauses in the agreement gives foreign investors protection against direct or 
indirect expropriation [Peterson Institute for International Economics, 2016a, p. 9].

However, in addition to the exceptions and limitations, TPP-11 has many other provisions that are 
not in line with the ideal-type free trade model. These are regulations with a big potential to stifle free 
trade through raising rivals’ costs. These are above all intellectual property, labor, and environmental 
provisions. TPP-11 strengthens intellectual property rights and commends greater commitments toward 
enforcing them. The CPTPP Intellectual Property Rights chapter requires criminal penalties for trade secret 
theft and unauthorized exploitation of copyrighted work and adds rules on data exclusivity for biologics. 
The labor provisions, which cover a whole chapter, is based on standards of the International Labor 
Organization [Lemieux, 2016; Peterson Institute for International Economics, 2016b, p. 41]. They hold the 
signatory states to guarantee “acceptable conditions of work with respect to minimum wages, hour of 
work, and occupational safety and health” (Chapter 19). TPP labor standards are enforceable through 
dispute settlement procedures, with the option to impose trade sanctions if a country fails to comply.  
If strictly implemented, these labor rules would partly eliminate the main comparative advantage of poor 
countries – their relatively low price of labor. As such, they would harm workers in poor countries to the 
benefit of rich workers in more developed countries covered by the agreement such as Japan, Canada, 
Australia or New Zealand. As Ikenson et al. [2016, p. 61] underscore, there is no convincing reason “in 
the context of trade liberalization, to mandate that developing countries adopt rich-country standards 
that may be suitable and affordable to rich countries because they are rich countries, but are costly for 
developing countries to adopt and uphold and which may impede the priority of economic growth.”  
And they [2016, p. 61] conclude, “The TPP Labor chapter includes the most rigorous, enforceable 
protections of labor rights and, by extension, the widest berth for protectionist mischief masquerading as 
labor concerns ever to be included in a trade agreement.”

Likewise, the agreement’s environmental chapter creates a higher regulatory burden and even 
incentives with detrimental effects. This holds, for example, for the aim to intensify the repression of trade 
in products from protected animals. For this, it is intended to strengthen a prohibition system. Yet, such a 
regime most likely creates a “tragedy of the commons,” where only poachers and smugglers can make money 
with protected animals by exhausting the resource without caring for its reproduction. The only positive 
decision is the obligation to reduce fish subsidies. Questionable from the classical liberal perspective is that 
the environmental provisions in the CPTPP are enforceable under its dispute settlement mechanism and 
violations are subject to potential trade sanctions. Another potential for raising rivals’ cost may have the new 
regulatory coherence chapter which provides guidelines for streamlining and coordinating the regulatory 
processes of members. While it does not question each countries’ right to impose its own regulation, it does 
not call for explicit mutual recognition.

In sum, TPP-11 is far from the liberal free trade agreement benchmark model and has the typical features 
of a managed-trade agreement. The elimination of tariffs for most products over time and the negative list for 
opening the services sector is surely positive. Its drawbacks, however, are the many exemptions and the large 
room given for non-genuine trade issues such as intellectual property, labor, and environmental regulation 
that have the potential to create or reinforce entrenched interests (labor unions, environmentalists, and 
patent trolls). Whether in the longer run TPP will gradually increase economic freedom or not depends on 
how its rules are implemented.
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3.2  United States–Mexico–Canada Agreement

The United States–Mexico–Canada Agreement (USMCA) was signed on November 30, 2018 and is the result 
of a 2017–2018 renegotiation of the NAFTA of 1994 for which the administration of President of the US 
Donald Trump had pushed having called it the “worst trade deal maybe ever signed anywhere.”

The new USMCA agreement has 2,082 pages and is more complex than the roughly 600 pages of NAFTA. 
It is made of a preamble, 34 chapters, 15 annexes, and 33 side letters.8 Its outline resembles in large part 
the CPTTP [Whiting and Beaumont-Smith, 2019]. Like CPTPP, there are already from the outset two clear 
indications that USMCA does not envisage unhampered genuine free trade as laid down in the classical 
liberal benchmark model. First, from the new title of the agreement, the expression “free trade” has been 
deleted. Second, the preamble of the USMCA associates mutually beneficial trade with the fairness attribute 
when it speaks of “freer, fairer markets,” and “fair competition.”

Consistent with the classical liberal benchmark model is that most goods trade will remain tariff-free. 
In addition, barriers to certain agricultural products like dairy and wine into Canada will be reduced and 
higher threshold established for the value of imports of small packages not subject to customs duties in 
Canada and Mexico. However, a side letter between the US and Mexico regulates trade with cheese by listing 
33 cheeses that US producers can sell in Mexico without restriction based on the names of those cheeses. 
Further liberalizations were agreed for trade in digital products like music and e-books as well as trade 
in financial services and telecommunications, although with exceptions and new regulations under the 
pretense of consumer protection. No tariffs have also been agreed on raw and refined oil and gas products, 
yet not in an explicit energy chapter in the USMCA, but in the Canada–United States Side Letter on Energy. 
Finally, and that breaks new ground in RTAs, the agreement prohibits currency depreciation intended to 
produce a trade advantage. However, it will be difficult if not impossible to enforce this provision because 
it may hardly possible to separate such manipulations from ordinary monetary policy. Moreover, no central 
bank will admit it is devaluing currency to obtain a competitive advantage in international trade [see also 
Ikenson, 2018; Lemieux, 2018a, 2018b].

On the negative side from the classical liberal perspective is the extension of regulations beyond that 
what was in NAFTA. One example is the extension of intellectual property protection on copyrights and some 
patents, including scent trademarks, which will be accompanied by strengthened regulations and controls. 
Moreover, the USMCA tightens considerably the previous rules of origin, in particular for automobiles and 
apparel. At least 75% of a car’s parts must be from the United States, Canada, or Mexico to avoid tariffs. 
In addition, it is required that 40%–45% of an automobile’s content be made by workers earning at least 
16  dollars per hour. This increased regional content threshold makes it harder for intermediate goods 
imported from outside North America to enter this market. The wage requirement actually imposes a 
minimum wage on most of Mexican autoworkers. As Lemieux [2018a,b] explains the 16 dollars per hours is 
well below this sector’s wages in the United States and Canada, but above the wages paid in Mexico.

No further liberalization was agreed for procurement markets to goods and services as well as no 
restrictions on the use of antidumping, countervailing duty, or safeguard measures under the pretext of 
“national security.” Rather, the safeguard law extends further under the revised deal by making it more 
difficult for Canadian and Mexican exporters to be exempted from potential safeguard tariffs. Furthermore, 
investment restrictions continue to exist in certain industries, such as financial services, commercial air 
services, communications, and mining. Certain service markets are kept closed completely against foreign 
competition, namely in maritime shipping, dredging, commercial air services and trucking services. 
Mutual recognition of regulations is not included in the agreement. However, as Ikenson [2018] interprets 
chapter 28 on “Good Regulatory Practices,” it creates mechanisms “for establishing broader compatibility, 
transparency, and predictability to regulation and regulatory processes.”

Measures such as the early publication of a list with planned regulation (Article 28.6) and the full 
and clear publication of regulations on a website (Article 28.7.) help to adapt businesses on time to new 

8   The full text is available on participating government websites, for example, at https://international.gc.ca/trade-commerce/
trade-agreements-accords-commerciaux/agr-acc/cusma-aceum/text-texte/toc-tdm.aspx?lang=eng.
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requirements. Yet, the encouragement of Regulatory Compatibility and Cooperation regulatory cooperation 
(Article 28.17) bears the danger of harmonization that tends to raise regulatory standards and as a 
consequence compliance costs while reducing economic freedom through the restriction of institutional 
competition.

Moreover, the USMCA contains a number of social and environmental policy goals. For example, it 
requires that each member government shall ensure acceptable conditions of work with respect to minimum 
wages. This will protect unionized workers in the United States and Canada against competition from 
less wealthy Mexicans. From side letter status in NAFTA to a full chapter in the USMCA have been moved 
provisions on the environment, Chapter 24 obligates the three countries to develop and enforce their own 
environmental laws and work together to improve air quality, which could be used as a backdoor to impose 
costly new regulations and taxes. At the same time, the agreement tries to preserve a level playing field by 
prohibiting nations from weakening environmental laws to attract trade and investment. Not liberty and 
competition enhancing is Article 32.10, par. 4 which practically prohibits any of the three governments from 
concluding a free-trade deal with a non-market economy. This is mainly aimed at China [Lemieux, 2018b].

Dispute settlement provisions in the agreement they now weaken the position of the investors. While 
the three national governments will still be able to bring trade disputes before USMCA arbitration panels, 
a private foreign investor from the free trade area will not generally be able to do so, as was possible under 
NAFTA [Ikenson, 2018]. Finally, the agreement adds to uncertainty for businesses through its 16-year sunset 
clause if it is not specifically renewed.

In sum, the USMCA falls way short to an ideal free trade agreement. While market access to some 
sectors has been improved, many changes in the USMCA increase the power of the national governments 
involved over their own citizens, instead of better limiting it. This makes trade across North America not 
less, but more dependent on politics and therefore prone to protectionism.

3.3  Comprehensive Economic and Trade Agreement

The CETA is a trade agreement between the EU and Canada which entered into force provisionally9 on 
September 21, 2017 after seven years of negotiation. The EU calls it the most ambitious trade agreement it 
has ever concluded and a potential template for the trade relation between the United Kingdom and the EU 
after Brexit [Robertson, 2018].

CETA comprises almost 1,600 pages with 30 chapters, 3 protocols, and 3 Annexes.10 The parties intend 
to establish a free trade area (section B, Article 1.4). However, statements in the preamble and in a summary 
on the EU’s homepage for European law (EUR-Lex) make clear that this does not mean complete free trade 
as laid down in the liberal benchmark model. Instead, both partners intend to preserve managed trade.  
The preamble emphasizes the goal to liberalize cross-border business activities “without undermining the 
right of the Parties to regulate in the public interest within their territories” and to promote “the development 
of international trade in such a way as to contribute to sustainable development in its economic, social and 
environmental dimensions.” Similarly, the EUR-Lex [2019] underscores that “the agreement is designed 
to support growth and jobs through improved market access for goods, services and investments… while 
upholding standards and rules on food and product safety, consumer protection, health, environment, 
social and labor standards, etc.”

The general alignment of the CETA is similar to the previously discussed trade agreements: a far-reaching 
elimination of tariffs over an extended period of time and limited liberalization of services sectors stuffed 
with exceptions and regulations of markets. No doubt positive from the perspective of the classical liberal 
free trade reference model is the removal of all tariffs on trade in industrial goods between Canada and the 
EU within 7 years. However, a backdoor to protectionist behavior prevails on the side of the EU. As Canada 

 9   This is related to the complicated ratification process in the EU. The agreement must not only be ratified by the European 
Parliament, but by each EU Member State. This process could take a number of years.

10   The full text is available, for example, at https://international.gc.ca/trade-commerce/trade-agreements-accords-commerci-
aux/agr-acc/ceta-aecg/text-texte/toc-tdm.aspx?lang=eng.
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is not part of the European single market, it still faces significant barriers to trade. Checks continue to take 
place at the border to make sure Canadian goods meet EU regulatory standards of the single market. The 
EU could also choose to introduce future barriers to Canadian goods if it wished, because it may consider it 
unfair, overly subsidized or harmful to the European economy. Rules of origin require that 50% of the value 
of the materials to manufacture a product stems from inside Canada or the EU.

In agriculture, trade barriers will be less liberalized than for manufactured goods. Tariffs on only 90% 
of agricultural products will be eliminated. Tariffs and import quotas remain on selected products such 
as poultry, pork, beef, eggs, cheese, and wheat as well as EU’s entry-price system for fruit and vegetables 
[EU Commission, 2017]. In addition, the EU requires that those products meet its quality standards. So, 
for example, hormone-treated beef, and genetic modified cereal will remain banned from the EU market. 
Moreover, CETA protects EU 143 (!) “geographical indications” (Article 20.16, Annex 20-A and 20-C), among 
them Parma ham, Roquefort and camembert cheese, balsamic vinegar from Modena, Dutch Gouda, Bavarian 
beer. This means you can only make Parma ham in Italy and camembert cheese in France, and Canada 
cannot import something that calls itself camembert from any other country inside or outside the EU.

Further liberalizing steps agreed in CETA are made for FDI and public procurement. CETA removes 
all barriers to FDI such as foreign equity caps or performance requirements but confirms the right of both 
parties to regulate at all levels of government (Chapter 8). The agreement also opens public procurement 
contracts at local, regional, and federal levels to each other’s contractors.

By contrast, liberalization of services markets is far-more restrictive. The parties use the “negative list” 
approach, but the list is quite extensive and excludes from the deal entirely such sectors as audio-visual 
services, health, education, water, social services, and air transport [Chapter 9; see also EU Commission, 
2017b]. Likewise, trade in financial services is kept within WTO rules that both sides are already signed up 
to. That means that Canadian financial companies cannot get “passporting,” which would allow them to sell 
their products across the 28 member countries of the EU. The same limitations apply for EU banks in Canada. 
In addition, CETA, like most other RTAs, contains a prudential carve-out. This provision gives both sides the 
right to unilaterally annul market access if they consider it necessary to preserve financial stability.

As to standards, there are only a few areas of mutual recognition, namely in assessing goods, such as 
electrical and electronic products, toys, machinery, and construction products [EU Commission, 2017b]. 
This allows regulators from either side to evaluate if goods comply with one another’s regulations before 
they are traded. For food safety and animal health regulations, CETA accepts equivalence, where different 
regulations are deemed to achieve the same outcome. Apart from that, there is no mutual recognition 
of other food safety regulations. In the field of services, the parties decided limited mutual recognition 
of professional qualifications [Owen et al., 2017]. Moreover, the EU and Canada agreed to cooperate on 
standards to reduce double safety and quality checks. But this may be done only on a voluntary basis and 
neither side is forced to lower standards (Chapter 21).

CETA strengthens protection for intellectual property rights and hence insulation from competition 
(Chapter 20). Apart from protecting pharmaceutical products, it increases the protection of new plant 
varieties and strengthens copyright of creative works online and in digital form as well as broadcasting 
rights. So, for instance, a European artist can obtain royalties from a Vancouver cafe or department store 
that plays music to attract new customers [EU Commission, 2017b].

Both the EU and Canada will retain the right to regulate freely in areas such as people’s health and safety, 
environmental and labor matters. As to the latter, the two parties are eager to provide a level playing field at 
a high level. The relevant chapters 23 and 24 stipulate that Canada and the EU will implement international 
labor and environmental agreements and not relax labor and environmental laws to boost trade. They also 
ensure the involvement of non-government groups in implementing the rules. For resolving disputes, CETA 
establishes an investment court system (ICS) which largely follows the ordinary system found in most trade 
agreements. States appoint arbitrators on an ad hoc basis to rule on the dispute.

In sum, CETA considerably improves market access for industrial goods and government procurement 
but keeps many exceptions and backdoors for protectionist action. Despite improvements, market access for 
services remains more limited than for goods. The commitment of both parties to refrain from lowering labor 
and environmental standards stifles institutional competition and leaves space for back door protectionism.
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3.4  Cross-case analysis

All three analyzed trade agreements follow a similar pattern. They eliminate most tariffs on goods, yet not 
all at once and usually with exceptions in selected sectors, mostly agriculture. They also improve market 
access in the services sectors and government procurement although to a much more limited extent. 
Likewise, mutual recognition of standards remains restricted. Instead, all parties are eager to enshrine 
binding commitments not to lower labor and environmental regulations. This not only limits institutional 
competition but also leaves a backdoor to resort to protectionist measures, in particular, if changing 
standards is regarded unfair and subject to dispute settlement. This can result in the imposition of trade 
sanctions, as this is foreseen in all three agreements for labor and environmental standards.

Tables 1 and 2 provide a synopsis of the tentative assessment of the three analyzed trade agreements 
against the criteria of the classical liberal benchmark model. As explained in Section 1, the evaluation of the 
individual criteria has inevitably a subjective component and is to be understood preliminary as ratification 
of the agreements is not completed and much depends on its de facto implementation. None of the three 
RTAs stands out as a big step toward the liberal benchmark model of real free trade. All are based on strict 
reciprocity, that is, that every freedom to import that a government grants its citizens must be matched by a 
concession from foreign governments, and the level playing field fallacy.

Table 1. Synopsis of the assessment of selected trade agreements by criteria of the liberal benchmark model

Criterion TPP-11 NAFTA.2.0 CETA

(Far-reaching) elimination of tariffs as quickly as possible on as  
many goods as possible and to the lowest levels possible

Almost met, but long 
implementation period

Almost met Almost met, yet 
many backdoors

Limit the use of the so-called trade remedy or trade defense 
measures

Unmet Unmet Unmet

Open all government procurement markets to goods and services 
providers from the other party

Partly met Unmet Almost met

Open all sectors of the economy to investment Partly met Unmet Almost met
Open all services markets without exception to competition from 
providers of the other party

Unmet Unmet Unmet

Non-restrictive rules of origin for products and services Partly met Unmet Partly met
Includes rules that protect digital trade from taxation and misuse  
and abuse

Almost met Met Unmet

Prohibits governments from imposing localization or other 
requirements that reduce the efficacy of digital services

Met Met Unmet

Promotes mutual recognition of regulatory compliance Unmet Almost met Partly met
Includes an enforceable dispute settlement mechanism Met Unmet Met

Source: Own depiction following Ikenson et al. [2018].

Table 2. Synopsis of the frequency of assigned scores

Score Frequency of assigned score

TPP-11 NAFTA.2.0 CETA

Met 2 2 1
Almost met 3 2 3
Partly met 3 0 2
Unmet 2 6 4

Source: Own depiction.

Table 2 shows that from the three cases analyzed the USMCA contains more criteria of the liberal 
benchmark model that are unmet than TPP-11 and CETA. In TPP-11 eight and in CETA six criteria have at least a 
partly liberalizing effect, whereas for USMCA only four criteria are closer to their ideal liberal specifications. 
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The renegotiated North American trade agreement has stricter rules of origin, stronger patent, copyright, 
and data protection provisions. It is also the first-ever trade agreement with a chapter aimed at disciplining 
currency manipulation, which can be arbitrarily interpreted to justify protectionist measures. Likewise, it 
made it easier to recourse to trade remedy and safeguard measures, that is, to raise trade barriers. CETA is 
relatively restrictive in opening services sectors, digital trade, and institutional competition. TPP-11 includes, 
according to Whiting and Beaumont-Smith [2019, p. 61] “the most rigorous, enforceable protections of labor 
rights and, by extension, the widest berth for protectionist mischief masquerading as labor concerns ever 
to be included in a trade agreement.”

At a tentative first assessment, USMCA seems to be the most protectionist of these three agreements, 
whereas the other two appear to be at least moderately trade liberalizing. How much liberalizing or 
protectionist effects these agreements will generate in the longer run depends on their implementation and 
remains to be seen.

4  Concluding remarks
The article provided a classical liberal analytical framework for a tentative assessment of recent mega-RTAs. 
Seen in this light RTAs and free trade are different things. The comparative study of three recent mega-RTAs 
confirms this. They fall short of the classical liberal ideal of totally free trade. Instead, the agreements 
have a high content of managed trade riddled with loopholes suitable to foster sneaky protectionism and 
entrench special interests.

Figuring out which special interests in detail and to what extent they were involved, and which holds the 
upper hand in shaping these trade agreements would be an important direction for further research to improve 
the understanding of the nature of RTAs. To what extent are they a mechanism through which protectionist 
interests can be neutralized or rather be empowered? As Rodrik [2018a] pointed out, it is most common to 
assume the protectionist interests in the import-competing industries, which the government, assisted by lobbies 
interested in expanding exports and market access abroad may counter through trade agreements. However, 
it is just as likely that protectionism is forwarded by rent-seeking interests on the export or pro-trade side that 
use trade agreements to cement or increase preferential treatment, for example, through tighter intellectual 
property rights rulings. An in-depth analysis of the political economy processes behind these agreements to 
detect the most powerful and dominant players not only goes beyond the scope of this paper. It also meets 
insurmountable data problems, given the lack of transparency of the negotiation process. Accordingly, there 
are only sporadic profound studies of how interest groups shape trade agreements [e.g., Rönnbäck, 2015].

Given the baked-in protectionism and the political economy constraints of RTAs the obvious normative 
conclusion from a classical liberal perspective would be to abandon regional trade partnerships and to 
undertake unilateral moves towards liberalization to reap the benefits of free trade. As Sally [2008] and 
Bhagwati [2002a and 2002b] show unilateralism is not at all so exceptional. Almost 70% of overall trade 
liberalization since the 1980s has been unilateral [Bhagwati, 2002b; Sally, 2008, 151]. Bhagwati [2002b] 
points out that there is actually no better credibility of a government’s commitment to free trade than to 
“go alone” and reduce their trade barriers without expecting reciprocal concessions from other countries. 
Trading partners may then be more likely to reciprocate if they see genuine free trade commitment rather 
than when they know protectionism is preferred.

However, steps toward this direction would require that government leaders and citizens understand 
and share the economics behind real trade as outlined in Section 2. Yet, such knowledge is in short supply. 
Therefore, RTAs will remain the reality. In this situation, a fruitful way for economists in the classical 
liberal tradition to advance the case for real free trade might be to defend those liberalizations contained in 
trade agreements, while uncompromisingly criticizing the ways in which given trade agreements provide 
protection for special interests and stimulates rent-seeking. Seen in this light, despite their flaws, CPTPP 
and CETA seem to be a step forward toward lowering protectionism while for USMCA it is not obvious that 
it is liberalizes more than NAFTA.
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Abstract: This article addresses Japan’s economy, its new economic policy package, which is known as 
Abenomics. The centerpiece of Abenomics has been the three “economic arrows” targeted at aggressive 
monetary policy, flexible fiscal policy, and growth strategy. This article focuses on Abenomics and shows 
the measures undertaken by the administration. The research question is: to what extent the policy package 
contributes to stimulating the economy? This question relates to the main problem of the effectiveness of 
Abenomics. The main purpose of this article is an attempt to evaluate Abenomics from the perspective of 
5 years since the time of its announcement.
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1  Introduction
Japan was one of the best performers in the world economy until the end of 1980s. However, Japan 
experienced more than a decade of stagnation since 1990, and the subsequent decades have been dubbed 
as the “Lost Decade,” the “Lost Two Decades,” the “Secular Stagnation,” or the “Great Stagnation.” Each 
successive administration implemented policies attempting to overcome the economic malaise, but they 
managed to achieve only limited success. There is an ongoing new development in the Japanese economy, 
which was initiated by PM Shinzō Abe in late 2012 and early 2013. The new policy package is known as 
Abenomics.

Like any other economic policy package, Abenomics has two faces: politics and economics. Regarding 
politics, it is the outcome of a compromise among several powerful factions or groups within the governing 
liberal democratic party (LPD). Abenomics is based on three pillars, namely, the “aggressive monetary 
policy,” the “flexible fiscal policy,” and the “growth strategy,” With reference to a Japanese legend, these 
three components are referred to as “Three Arrows.” The idea of Abenomics was this: an escape from 
deflation triggered by quantitative and qualitative easing (QQE) and fiscal stimulus would lower the interest 
rates and stimulate investment, consumption, and—with the yen at least temporarily weaker—exports. 
However, the key to economic revitalization lies in the growth strategy.

This article focuses on “Three-Arrows Strategy” and reveals the measures undertaken by the 
administration. The aim of this article is to answer the main research question: to what extent the policy 
package contributes to stimulating the economy? To evaluate Abenomics and answer the question, 
statistical analysis was carried out (that required inter alia analysis of Tankan index), following the analysis 
of historical trends relating the Japan’s economy. The goal to achieve is to evaluate Abenomics from the 
perspective of 5 years since the time of its announcement.
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2  Japan’s “Great Stagnation”
It is a commonplace of the post-1945 period that Japan, a war-devastated nation, transformed itself into a 
dominant player on the world’s economic stage in a relatively short time. In the mid-1950s, average United 
States income was 9 times that of Japan, but by 1970, this gap had narrowed to 2.5 times. This rapid catch-up 
to the United States took place in the context of the high-growth period. In the opinion of Kohama [2007], 
Japan’s high-growth period was a process of shifting from a developing economy to a developed economy.

In the 1970s, the popular image of Japan changed from that of a struggling country relying on U.S. economic 
support and protection to that of the leading challenger of American economy and competitiveness, and 
thus, Japan became “Asia’s New Giant” [Patrick and Rosovsky, 1976]. In 1979, Ezra Vogel published the best-
selling book “Japan as Number One,” which shocked Americans confident in their country’s dominance of 
the world economy. He portrayed Japan as a first-rate political and economic system and explained how 
Japan had developed into the world’s most competitive industrial power and solved internal problems that 
were also plaguing the United States.

But the last 30 years have not been successful for Japan’s economy because they erased that image and 
replaced it with its opposite. Japan experienced twin bubbles in stock market and real estate, its banking 
system being on the brink of insolvency, slowdown of annual growth rates, declining population and 
rapid aging, and general deflation. In addition, the country was affected by the global financial crisis of  
2008–2009, the tragic tsunami disaster in March 2011, and finally the breakdown of the nuclear reactor at 
the Fukushima I Nuclear Power Plant. As a consequence, in 2013, Japan’s level of nominal GDP was about 
6% lower than it was in the mid-1990s. Wakatabe [2015] used the term “Great Stagnation” to designate the 
long stagnation of the Japanese economy since 1990.

Some of the major characteristics of Japan’s Great Stagnation have been the low GDP growth rate, the 
output gap, the low inflation rate, the asset price deflation, and the appreciation of the yen.

Japan achieved an average real GDP growth rate of about 4% during the 1980s, but the growth rate 
declined to less than 2% during the 1990s and approximately 0.8% in the first decade of the 2000s (Figure 1). 
During the 1990s, the total factor productivity (TFP) declined more than two times. After 1993, the Japanese 
economy has had a constant output gap, averaging around −2% GDP, with the exception of a brief interval 
in 1997. After the global financial crisis in 2008–2009, the output gap exceeded more than −7% GDP.

Japan’s Great Stagnation was characterized by a low inflation rate and deflation. The trends in standard 
measures of price inflation (consumer price index (CPI) and the GDP deflator) showed that the Japanese 
economy has experienced deflation since the mid-1990. Using the United States methodology calculating 
price index, Broda and Weinsten [2007, p. 3] estimated Japan’s deflation average as −1.2% per year since 
1999.

Figure 1. Trends in the real GDP growth rate in Japan (%). 
Source: Fukao et al. [2015, p. 15].
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Since the mid-1980, until it began bursting in December 1989, Japan was caught up in talk of twin 
bubbles in stock price and land price. The Nikkei 225 stock index, which had peaked at 37,724 yen on 
December 8, 1989, fell to only 15,066 on August 10, 1992.1 In September 1990, land prices had stood at four 
times their September 1985 level. The stock market crash had a profound and durable impact, leaving 
banks with bad loans and in many cases technically insolvent, leading, in turn, to “credit crunch” as they 
could no longer extend long-term financing. The latter had an impact on the industry and, combined 
with recession and Japan’s Kūdōka (“hollowing out”), led to a decline in the domestic production and 
employment. Reinhart and Rogoff [2009] in the comparative post-World War II (WWII) and pre-2008 
analysis of major crises in the developed economies argued that the stock market crash in Japan belong to 
the ones dubbed the “Big Five” crises (the Spanish crisis, 1977; the Scandinavian banking crises, Norway, 
1987; Finland and Sweden; and Japan, 1992).

An important factor in understanding Japan’s Great Stagnation is the exchange rate because the 
stagnation started with the appreciation of the yen, which coincided with low inflation and deflation.  
In the second half of the 1980s, after G5 Plaza Accord, the Japanese government agreed upon the 
appreciation of the yen to the dollar. From February 4, 1985, to December 14, 1987, there was observed 
more than 100% appreciation of the yen, from $1  =  ¥260.7 to $1  =  ¥121.4.2 The rapid appreciation of 
the yen hit the Japanese economy severely, with the recession named “Endaka Fukyo (Yen Appreciation 
Recession).” The real GDP growth rate plunged to 1.9% in 1986 from 6.3% in 1985, and the unemployment 
rate increased from 2.7% in September 1985 to 3.1% in May 1987, the highest level since the unemployment 
statistics were collected in 1953.

Finally, the aging of the population is quite important in understanding Japan’s Great Stagnation. 
Japan underwent a transition into one of the world’s rapidly aging population. The population was 
relatively young in the high-growth period and had been aging rapidly since the early 1990s (Figure 2).  
The shrinking population, attributed to the improving life expectancy of the Japanese elderly and lower 
fertility rates, continues to depress TFP and growth-shrinking real GDP. Moreover, Japan’s population is 
almost completely closed to immigration.

1   Nikkei 225 Index – 67 Year Historical Chart, https://www.macrotrends.net/2593/nikkei-225-index-historical-chart-data.
2   Dollar Yen Exchange Rate (USD JPY) – Historical Chart. https://www.macrotrends.net/2550/dollar-yen-exchange-rate- 

historical-chart.

Figure 2. The ratio of the elderly population in major countries (%).  
Note: The elderly population (aged 65 or over) divided  
by the productive population (age 15–64). 
Source: [UN, DESA].
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3  The “Three-Arrows Strategy”
The first administration of Shinzō Abe started in September 2006 with great hope. He was enthusiastic 
about “big issues” in Japan’s economy. Abe’s policy philosophy echoed this view:

When I assumed the office of the Prime Minister in September last year, I laid out to the people of Japan the vision that 
the Abe Administration will pursue: “a beautiful country, Japan.” A country which is full of vitality, opportunity and 
compassion; a country which cherishes the spirit of self-discipline; a country which is open to the world; so that it is 
admired and respected by people all over the world, and our children’s generation can possess self-confidence and 
pride. In order to realize this new vision of Japan, I believe it will be essential to work with the Japanese people and 
produce results one by one with a sense of speed. I pledge to continue my utmost efforts towards Japan’s bright future 
(Speech on January 26, 2007).

The new administration’s plan for revitalizing the Japanese economy assumed a 4% nominal GDP growth 
rate. It was at this time that the word “Abenomics” was first used in the media discourse. But PM Shinzō Abe 
resigned in September 2007, when a series of political scandals erupted.

Shinzō Abe was reelected on December 26, 2012, to lift the Japanese economy out of the Great 
Stagnation. At the turn of 2012 and 2013, a new government was formed, which announced a new policy 
package of economic reforms. At the beginning of 2013, PM Shinzō Abe declared aiming at achieving a  
2% average real GDP growth rate within the subsequent 10 years, support for the private sector, considerable 
increase in the inflow of foreign direct investment (FDI) and export, related to the creation of infrastructure 
and also declared making the labor market more flexible and ensuring the greater participation of women in 
the workforce “800,000 additional women.” The plan was based on three components: aggressive monetary 
policy, flexible fiscal policy, and growth strategy including structural reforms designed to engineer a break 
from the past to forge a new, progressive future (Figure 3), and is thus often called the “Three-Arrows 
Strategy.”3 All three arrows combined are expected to lift the Japanese economy out from a deflationary bad 
equilibrium to a normal good equilibrium with higher growth and 2% inflation [Ito, 2016, p. 21].

3   By referring to the rich national culture of Japan, Shinzō Abe evoked the parable from the end of Edo era which implies that a 
single arrow can easily be snapped, while a bunch of three arrows together or launching one arrow after another guarantees 
success, for this reason, he decided to “launch three arrows.”

Figure 3. “Three-Arrows Strategy.” 
Source: MUFG [2018, p. 5].
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Aggressive monetary policy was implemented by Bank of Japan (BOJ), and it includes an inflation target 
of 2% supported by the QQE, through the purchase of a large number of government bonds and private equities 
through exchange trade funds. It was already in 2003 that the Japanese government was encouraged by the 
then chairman of United States Federal Reserve, Ben Bernanke, to undertake monetary activities that aim at 
overcoming stagnation and constitute the equivalent of American QQE. QQE system in Japan is similar to the 
activities of Federal Reserve System (FED), with the only difference is the scale of interventions. In accordance 
with the aggressive monetary policy, the BOJ’s holdings of Japanese government bonds have increased  
3.3-fold in 4 years from 2012 to 2016, from 1,253 trillion yen ($15.5 trillion) to 4,177 trillion yen ($38 trillion), 
while the monetary base expanded 3.6-fold in the period of just under 5 years from December 2012 to August 
2017, a remarkable increase compared to the 2.4-fold expansion over the 15-year period from December 
1997 to December 2012. Furthermore, the BOJ introduced an unprecedented negative interest rate policy in 
January 2016 to achieve the inflation target [Ito et al., 2018, p. 1].

The transmission channels of the QQE are summarized in Figure 4. The key starting point is the increase 
in expected inflation rate. If the first arrow, with some help from the second arrow, succeeds in generating 
enough inflationary expectations, the real interest rate goes down. The decrease in the real interest rate 
has three consequences. First, it would affect asset prices, especially stock prices. As the present price of 
stock variables reflects the information about the future, the reduction in real interest rate would translate 
into an improvement in the discounted present value of the corporate earnings in the future, which leads to 
an increase in stock prices in the present. Second, the reduction in the real interest rate would depreciate 
the yen. Finally, the real interest rate could influence investment, although the extent of the sensitivity of 
investment on real interest rate varies. These effects, combined with an increase in government expenditure 
induced by the second arrow, would increase aggregate demand, which, in turn, decrease output gap and 
increase demand for loans and labor [Wakatabe, 2015, p. 120].

Monetary incentive constitutes solely an introduction to subsequent activities, especially with 
regard to the plan of changing the fiscal policy. Its objectives include the achievement of a record  
¥600 trillion economy and primary surplus by 2020, as well as nominal and real GDP growth rates of 3 and 
2% respectively, with plans to gradually reduce reliance on government debt. Flexible fiscal policy was 
conducted by implementing a series of “economic packages” that consisted mainly of public spending on 
building and maintaining infrastructures, such as roads, bridges, and tunnels in the areas affected by the 

Figure 4. QQE system in Japan. 
Source: MUFG [2018, p. 7].
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tragic earthquake and tsunami. The main economic packages implemented under Abenomics include the 
following: 20.2 trillion yen ($220 billion) for an emergency economic recovery package in January 2013;  
18.6 trillion yen ($180 billion) for creating the “Virtuous Cycle” in December 2013; and 28.1 trillion yen 
($280 billion) for the investment in the future program in August 2016. Reflecting a partly aggressive fiscal 
policy, government expenditure increased from 191 trillion yen ($2.4 trillion) in 2012 to 195 trillion yen  
($2 trillion) in 2013 [Ito et al., 2018, p. 2].

The twin monetary and fiscal stimuli were designed to provide an opening for the third element of 
the Abenomics, which is the growth strategy. The growth strategy was published under the title of “Japan 
Revitalization Strategy: Japan is Back” in June 2013, and since then it has been revised annually with different 
subtitles, such as Challenge for the Future (2014), Investment toward Future, and Productivity Revolution 
(2016). The title of the document for growth strategy for 2017 was changed to “Investment Strategy for the 
Future” with the subtitle of “A Revolution for Realization of Society 5.0.” The main objectives of the growth 
strategy are to create an economic and business environment where active investment is undertaken; people 
can realize their potential to the fullest; new markets are created; and firms and people are integrated into 
the world. The policy measures designed to achieve those objectives are mainly the implementation of 
structural reforms and the opening of the closed markets. The companies and sectors that are covered in the 
growth strategy are broadly ranging from the development of human resources, through small and medium 
enterprises (SMEs), the information technology sector, promotion of science and technology, and inward 
FDI, to reforms in the agricultural sector and labor market [Ito et al., 2018, p. 2].

It is worth emphasizing that important synergies exist between aggressive monetary easing, fiscal 
stimulation, and growth strategy. In the structural sphere, economic growth will only increase if 
complementarities are explored. For example, those exist between deregulation and efforts aimed at 
developing new markets, between providing risk capital for new investment and opening markets to greater 
competition, as well as between trade agreements and efforts to spur greater business dynamism [Botman 
et al., 2015, p. 97].

On September 8, 2013, Tokyo was awarded a mandate to host the Summer Olympic and Paralympic 
Games for the third time, in many ways, a fitting summary in the first year of Abenomics’ achievements.4  
Some researchers and political leaders explained that it’s being seen as a “fourth arrow” of Abenomics 
that could carry PM Shinzō Abe government to reelection in 2016. It is expected that the Olympic Games 
will contribute to the revival of Japan’s long-stagnant economy, deepen the country’s integration with the 
international community, and show Japanese technology and culture to the world. Moreover, by building 
environmentally responsible infrastructure and sports facilities (Olympics village, transport systems, 
household electrical appliances, etc.), and integrating leading-edge technology in every aspect of the 
Olympic Games, the government aims to enhance Japan’s role in the world economy and contributes to better 
understanding among nations, especially through sports and tourism [Mizuho Research Institute, 2014, p. 4].

4  Is Abenomics working?
Abenomics is still in its early stages and we must wait several years for the full assessment. Many signs, 
however, have been promising. Stock prices have soared: the Nikkei 225 stock index has increased from 
10,230 yen on December 26, 2012, to 22,764 yen on December 29, 2017,5 while the yen has depreciated from 
$1 = ¥85.15 on December 26, 2012 to $1 = ¥113.48 in December 4, 2017.6 The effects are felt not only in the 
financial markets but also in the real economy.

4   In 1940, the Summer Olympic Games in Tokyo were canceled due to Japan’s escalating aggression in China. In 1964, hosting 
the Olympic Games signaled Japan’s reacceptance into the international community and showcasing economic achieve-
ments after post-war destruction.

5   Its highest level since November 1991 (Nikkei 225 Index – 67 Year Historical Chart, https://www.macrotrends.net/2593/nikkei-
225-index-historical-chart-data).

6   Dollar Yen Exchange Rate (USD JPY) – Historical Chart, https://www.macrotrends.net/2550/dollar-yen-exchange-rate- 
historical-chart.



 The “Great Stagnation” to the “Three-Arrows Strategy”   207

So far, the first arrow has been a dominant effect since the QQE has been fully implemented and has 
been able to contribute to reducing the real interest rate through rising expectations for inflation and 
increasing investment and thus increasing the real GDP and decreasing the unemployment rate. It is already 
an apparent success of the first arrow of Abenomics. The average annual growth rate of real GDP reached 
1.3% from 2013 to 2017, compared with 0.8% in the first decade of the 2000s. At the same time, the output 
gap decreased from −2.2 to −0.7%. Private investment has grown by more than 18% in nominal terms. Also, 
the unemployment rate fell to 2.9%, the lowest since 1993. Even, deflation has been receding. Although the 
BOJ did not achieve the 2% inflation target, the CPI increased from 0.3 to 0.5% at the same time (Table 1).

An important measure for evaluating Abenomics is Tankan index for all industries and companies of 
all sizes. The Tankan index is conducted by the BOJ every March, June, September, and December with the 
purpose of accurately grasping the business trends and applying the findings in implementing monetary 
policy. The Tankan index of both manufacturing and non-manufacturing companies moved to the levels 
not reached since before the global financial crisis, driven by the growth in demand for exports and higher-
order backlogs (Figures 5 and 6).

The new monetary framework has international implications. In the early phase of Abenomics, 
several East Asian countries showed serious concern about the yen’s depreciation because of a potential  

Figure 5. Tankan index for industrial companies. 
Source: Own elaboration on the basis of [Bank of Japan].

Table 1. Japan: selected indicators, 2012–2017

Year Real GDP  
(in % change)

Output gap  
(in % change)

Business investment  
(in % change)

CPI deflator  
(in annual average)

Unemployment rate 
(in annual average)

2012 1.5 −3.7 4.1 −0.1 4.3
2013 2.0 −2.2 3.7 0.3 4.0
2014 0.4 −2.6 5.4 2.8 3.6
2015 1.4 −2.0 3.4 0.8 3.4
2016 1.0 −1.8 0.6 −0.1 3.1
2017 1.7 −0.7 2.9 0.5 2.9

Source: IMF [2018b, p. 5].
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beggar-thy-neighbor effect, resulting in regional competitive devaluation. Empirical results indicate that, 
contrary to initial concerns, stock markets in East Asia, which had first reacted to the yen’s depreciation 
negatively, came to respond positively as QQE progressed. The fact that may explain the limited role of the 
yen as an international currency is that in East Asia, the United States dollar is the dominant currency. The 
other reason is the increased role of the supply chain in East Asia. In the 2000s, several Japanese corporate 
groups, such as keiretsu,7 shifted their plants to East Asia. It is likely that a beggar-thy-neighbor effect was 
very small under increasing overseas production of keiretsu [Fukuda, 2017].

Fiscal policy has been tried many times in Japan, but it has not succeeded in getting the country out 
of the Great Stagnation. The attempts of the fiscal consolidation made by successive administrations 
were partial and inefficient. Thus, Abenomics has revived a great interest in fiscal policy. Japan’s 
debt-to-GDP ratio has ballooned, exceeding the prewar peak that caused drastic inflation in the years 
immediately after the end of WWII. The general government debt to GDP ratio increased from 229% in 
2012 to 235.6% in 2016 and 237.6% in 2017, significantly higher than in Greece, whose ratio was nearly 
190% (Figure 7).

The rapid rise in Japan’s debt occurred due to a large domestic shock (earthquake, tsunami, and 
accident at the nuclear power plant Fukushima I in Tōhoku region in 20118) and external shock (global 

7   Taking into account the expanded organizational structure and mechanism of functioning, Keiretsu groups are usually 
analyzed with regard to two aspects: ownership and functionality. In the ownership aspect, there are the so-called hori-
zontal Keiretsu groups, that is, non-hierarchical groups of major companies derived from pre-war zaibatsu conglomerates  
(e.g., Mitsui, Mitsubishi, Sumitomo) that by means of credits are connected with the mutual leading bank and give preferen-
tial treatment to other group members that are either trading partners or joint ventures. In the functional aspect, a separate 
category is represented by vertical Keiretsu groups as the network of subsuppliers functioning within the frameworks of large 
corporations subordinated in terms of the capital as well long-term relations connected with production and distribution 
(e.g., Toyota, Hitachi, Toshiba) [Grabowiecki, 2006].

8   Japan witnessed two most tragic natural disasters since the 1990s: the earthquake in Kobe in 1995 as well as the earth quake, 
tsunami, and accident at the nuclear power plant Fukushima I in Tōhoku region in 2011. In terms of the material losses, these 
disasters are listed among the worst natural disasters in the world history. However, the 2011 disaster is presently ranked 
as the first, while the 1995 disaster is known as the third most ex pensive natural disaster. The Cabinet Office estimated the 
direct economic cost of the disaster at 16.9 trillion yen ($210 billion or 3.6% of 2011 GDP) [Grabowiecki and Dąbrowski, 2017].

Figure 6. Tankan index for non-industrial companies. 
Source: Own elaboration on the basis of [Bank of Japan].



 The “Great Stagnation” to the “Three-Arrows Strategy”   209

financial crises), as well as structural one (aging population). The aging population affects the fiscal 
situation directly and indirectly: directly by putting pressure on social security spending, especially on 
pension and health and long-term care, and indirectly by reducing economic growth potential [Botman  
et al., 2015, p. 55].

Despite the fact that Japan has the highest debt-to-GDP ratio among the advanced economies, most 
of this debt is held domestically, exposing the country to important risks from a negative feedback loop 
between the sovereign and financial markets. Under the QQE framework, the BOJ has emerged as a key 
buyer of government bonds. Although financing and refinancing needs are high, domestic investors’ base 
has provided a stable financial resource and kept yields low, including of high demand for safe assets by 
the aging population. Thus, the new fiscal stimuli under Abenomics is slowly progressing, but at this stage, 
it is difficult to say whether the efforts will be sufficient to stimulate the economy.

The third arrow, often named the growth strategy, is most important to the long-run success of 
Abenomics. Shinzō Abe’s plan, the Japan Revitalization Strategy, first announced in June 2013, and 
since then revised annually with different subtitles, has the following components: stimulating private 
investment and innovation, strengthened utilization of human resources, creation of new markets, and 
integration with the world economy. Wakatabe [2015, p. 130] phrased the third arrow aptly as “a mixed bag 
of two ideas: industrial policy myth and the structural reforms ideology.”

There is no explicit discussion on how the implementation of the growth strategy has contributed 
to the achievement of the objectives of Abenomics. But it is important to note that to offset the 
demographic decline in the labor workforce, the growth strategy aims at increasing labor participation 
among women, elder workers, and—closely prescribed manner—foreign workers. A lower corporate tax 
rate and improved corporate governance would stimulate higher investment of companies. The special 
economic zones could serve as “laboratories” for various forms of deregulation. A range of policies 
would transform the financial sector into a growth engine. Trade liberalization would help to integrate 
Japan with the world economy in the future and incentivize much-needed deregulation in the agriculture 
and service sector.

Japan is a major global player as a trader, FDI investor, and global capital market participant. 
Thus, Japan’s deeper integration with the world economy—especially with regard to signing free trade 
agreements (FTAs) and economic partnership agreements (EPAs)—became one of the priorities of Shinzō 
Abe’s government, which is particularly active in diplomacy. Japan does not participate in the institutional 
regional economic integration which may be observed in Europe, whereas the cooperation between the 
Association of Southeast Asian Nations (ASEAN) in general has a functional character. Japan’s deepening 
intraregional trade has largely been driven by keiretsu outsourcing their production to the neighboring 
countries, especially China, Hong Kong SAR, and ASEAN. Japan’s stock of FDI is concentrated in the  

Figure 7. General government gross debt by country (% of nominal GDP). 
Source: IMF [2018a].
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United States, followed closely by Asia, reflecting the increased presence of keiretsu in the region. Europe 
has contributed to attracting around one-fourth of Japan’s FDI.

The greater intensity of economic relations with the United States, Asia, and the EU is the factor that 
makes Japan’s economy more dynamic. As of the end of June 2017, Japan had 15 FTAs/EPAs (14 bilateral and 
1 regional with the ASEAN) [Solis and Urata, 2018, p. 107]. In the first half of 2013, Shinzō Abe’s government 
announced the opening of negotiations regarding free trade within the frameworks of Trans-Pacific 
Partnership (TPP), including countries of the Pacific Ocean, and also began the negotiations regarding the 
establishment of the EPA with the EU. The TPP project had almost been completed, but at the beginning of 
2017, it was torpedoed by the newly elected U.S. President Donald Trump who prefers bilateral agreements to 
the multilateral ones (The Bank of Tokyo-Mitsubishi UFJ, Ltd. 2018). In 2018, Japan and the EU signed EPA, 
the world’s largest bilateral trade pact. Trade liberalization has a great impact on Abenomics (Figure 8).

FDI had been almost completely absent in the Japanese economy until the early 1990s. Several 
industries have remained like “sanctuaries,” where foreign companies were virtually absent. As Bytheway 
[2014, p. 238] points out, the foreign investors in the Japanese economy after the WWII were, in many ways, 
more restricted than it had been before the 1930s. Thus, no wonder that the promotion of inward FDI is one 
of the main policy goals of Abenomics growth strategy. From 2012 to the end of 2017, Japan’s inward FDI 
increased from 19.2 trillion yen to 322.7 billion yen (1.1%) in annual terms, witnessing the fourth successive 
year of a record high. The Japanese government announced its target of increasing inward FDI stock to  
35 trillion yen by 2020.

5  Concluding remarks
Abenomics is entering its seventh year of operation. Recent economic data have been positive for the 
Japanese economy. Average GDP growth between 2013 and 2017 was 1.3%, and between 2012 and 2017, 
nominal GDP increased from ¥494 trillion to ¥546 trillion. Since 2013, Japan has experienced inflation 
every year, except in 2016, indicating that the economy has successfully broken out of deflation. Moreover, 
the government has reduced corporate taxes, and brought in reforms to corporate governance, and has 
also worked to stimulate inbound tourism. With regard to the labor market, the government has tightened 
regulations on working hours and placed compulsory caps on overtime hours. Demand in the labor market 
has increased, and as of July 2017, the number of employed people had increased by 4 million. In external 
economic relations, EPA with the EU was signed in 2018, and negotiations on the TPP were concluded at 
this time. The steady progress of inward FDI is being made.

Figure 8. Projected effects of trade liberalization on real GDP (%). 
Note: FTAAP denotes free trade area of the Asia-Pacific. 
Source: MUFG [2018, p. 32].
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Despite the increased acceleration in real GDP rate, Abenomics challenges remain serious. Rising 
government spending, driven by frequent fiscal stimulus packages and population aging, boosted gross 
general government debt. Even if the government’s target of a primary surplus in 2020 was to be achieved, 
the debt to GDP ratio would surpass 600% of GDP by 2060 in the absence of further fiscal consolidation 
[OECD, 2017, p. 6].
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Abstract: Objective: The purpose of this paper is to identify the understanding and strategic importance of 
the country of origin (COO) and its dimensions from the perspective of the emerging market firms.
Methods: A qualitative approach was applied using in-depth interviews with 11 informants from owners of 
emerging market companies of household appliances brands.
Key findings: COO is perceived by managers of emerging markets’ firms as a multidimensional construct. 
In addition to the COO dimensions presented in the literature, informants indicate the following: country 
of technology/innovation origin, country of technical culture, country of service network localization, 
country of organizational culture origin (COOCO), and country of brand launching (COBL). Country of 
manufacturing (COM)/assembly/parts is perceived as a strategic imperative, first of all, from the sourcing 
strategy perspective, and it is less important from the marketing perspective than the country of brand 
origin (COBO).
Originality: This study contributes to existing literature by developing a deeper understanding of the COO 
dimensions from a perspective of emerging market companies.

Keywords: country of origin (COO), country of brand origin (COBO), emerging markets, international 
marketing, management perspective
JEL Classification: M16, M31, F23

1  Introduction
Since the 1960s, researchers dealing with the problem of international marketing have drawn attention to 
the phenomenon of the country of origin (COO) effect [Schooler, 1965; Nagashima, 1970], which arises on 
the rational, affective, or normative base and is transferred to the attitudes toward companies, products, or 
brands originating from a given country [e.g., Josiassen and Assaf, 2010]. The COO was initially understood as 
the country of manufacturing (COM) [e.g., Nagashima, 1970; Nagashima, 1977]. Many authors have criticized 
it as a too narrow construct and have called for the conceptualization of the COO as a multidimensional 
construct [e.g., Chao, 1993; Papadopoulos and Heslop, 1993], considering other dimensions such as country 
of assembly (COA), country of design (COD), country of parts (COP), country of corporate ownership (COCO) 
[e.g., Insch and McBride, 2004], and country of brand origin (COBO) [e.g., Takor and Kohli, 1996; Phau and 
Prendergast, 2000].

The papers on the COO and its dimensions have been predominantly based on the consumer-
oriented studies focused on the consumers’ evaluations of products/brands with a foreign origin and the 
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consumers’ perception of domestic vs foreign products/brands [e.g., Steenkamp et al., 2003]. Researchers 
underline the impact of the perception of the COO on the brand equity, including on the brand awareness 
[Yasin et al., 2007; Sanyal and Datta, 2011], the brand image [e.g., Zdravkovic, 2013], the brand loyalty 
[Yasin, et al., 2007], and on the brand strength [Sanyal and Datta, 2011], and the purchase intentions 
[e.g., Hamin et al., 2014; Garrett et al., 2017]. Scholars postulate the continuation of the studies on this 
phenomenon and the adoption of a strategic/management perspective [Beverland and Lindgreen, 2002; 
Brodie and Benson-Rea, 2016; Hynes et al., 2014].

Moreover, in view of the unequivocal results of the previous studies, a few authors state that the 
issue of the COO effect is no longer relevant in the context of global supply chains [Usunier, 2006] 
and that consumers do not know the country of product/brand origin [Samiee et al., 2005]. In the 
recent decades, significant changes have been taking place in the global economy, including location 
of production in different countries, often in emerging markets, outsourcing of manufacturing final 
products, components or parts to foreign suppliers, and intensification of international trade. As a 
result, the production of many goods is often involved more than one country, and it is increasingly 
difficult to identify COO clearly.

Due to the progressive process of internationalization of companies from emerging markets 
[e.g., Erdoğmuş et al., 2010; Witek-Hajduk, 2010; Daszkiewicz and Wach, 2013; Chailan and Ille, 
2015], authors stipulate the necessity to explore international marketing strategies applied by the 
companies from emerging economies [e.g., Teagarden, 2008; Fastoso and Whitelock, 2010]. Scholars 
underline that companies from the emerging markets often face the challenge of confronting the 
negative stereotypes [Russell and Russell, 2010] that may adversely affect consumers’ perception of 
their products and brands [Park et al., 1986; Strebinger, 2004; Magnusson et al., 2011]. Brands and 
products from emerging markets are often perceived by foreign consumers as being of lower quality 
and not meeting international standards [Zhang et al., 2010], which may limit consumer confidence 
in these brands and tendency to pay higher prices for them [Magnusson et al., 2008]. The response to 
these challenges may be the application of strategies that take into account the COOs impact on the 
perception of the products and brands, as well as on the customers purchasing decisions [e.g., Herstein 
et al., 2014; Chailan and Ille, 2015].

One of the industries in which the above-described processes take place is household appliances. In 
2017, the global household appliances market was worth around 501,532 million USD, and is projected 
to reach 767,451 million USD in 2025 [AMR, 2018]. Enterprises from emerging markets (e.g., China, 
South Korea, Poland, Turkey, etc.) have a growing share in the home appliances market, including their 
production [e.g., Euromonitor International, 2016; Applia, 2018]. Apart from well-known brands from 
developed countries, brands that are owned by emerging market companies, and brands licensed by these 
entities have a growing share in the global home appliances market. According to Statista [2019], in 2019, 
Midea Group (China) with sales that amounted to 39,8 billion USD, and Gree Electric Appliances (China, 
28,5 billion USD), Qingdao Haier (China, 26,8 billion USD), Whirlpool (USA, 21 billion USD), Electrolux 
Group (Sweden, 14,3 billion USD), LG (South Korea, 9,7 billion USD), and SEB SA (8 billion USD) were the 
largest global household appliances manufacturers. In turn, in 2018, the share of household appliances 
companies in terms of the value of sales on the Polish market amounted to: Samsung – 18.4%, Bosh – 16.1%, 
Beko (Arçelik) – 13.0%, Amica – 12.0%, Electrolux – 11.7%, Whirlpool – 6.9%, LG – 4.2%, Siemens – 3.2%, 
and Indesit – 3.0% [Rzeczpospolita, 2018]. According to studies, the COO and its dimensions significantly 
influence purchase decisions of household appliances [Diamantopoulos et al., 2011; Stadelmann and 
Schubert, 2018].

In view of the growing importance of enterprises and brands from emerging markets and few 
publications on the COO taking the perspective of managers of companies from these countries, the authors 
decided to answer the following research questions: (1) What is the understanding of the COO construct 
from the perspective of managers of emerging market companies? and (2) What is the perceived strategic 
importance of COO and its dimensions from a management perspective?

This paper is organized as follows. First, the literature pertinent to the phenomenon of the COO and 
its dimensions are summarized. Next, the research method is outlined to be followed by a presentation of 
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the study findings. The paper concludes with a discussion of the outcomes, limitations, and suggestions for 
further studies.

2  COO: background literature and statement of the problem
From the 1960s, numerous publications on international marketing point to the phenomenon of the COO 
effect [e.g., Schooler, 1965; Nagashima, 1970]. Based on the literature review, Aichner [2014] emphasizes 
that COO “is the most researched international aspect of consumer behaviour” [Tan and Farley, 1987], “the 
most widely researched phenomenon in international literature on business, marketing and consumer 
behaviour” [Peterson and Jolibert, 1995], and is “one of the most important phenomena affecting product 
ratings” [Kumara and Canhua, 2010].

COO effect means the impact of the perception and assessment of the country on the perception and 
assessment of products, brands, and businesses derived from it, which may translate into customers’ 
purchasing behavior [e.g., Tan and Farley, 1987; Peterson and Jolibert, 1995; Verlegh and Steenkamp, 
1999] and attitudes toward companies, products, or brands coming from this country [e.g., Verlegh and 
Steenkamp, 1999; Sikora, 2008, 2007; Fastoso and Whitelock, 2010; Josiassen and Assaf, 2010; Kuźmińska-
Haberla, 2013; Rashid et al., 2016].

The forerunner of research on this issue was Schooler [1965], who was the first to confirm the 
occurrence of this phenomenon and consumer perception of products through the prism of the label 
“made in” [Schooler and Sunoo, 1969]. According to, for example, Dinnie [2004] and Josiassen and Assaf 
[2010], in many early publications, the term “county of origin” is understood as one-dimensional – the 
country in which the product is made [e.g., Nagashima, 1970; Nagashima, 1977]. Many scholars [e.g., Chao, 
1993] criticize the original understanding of the COO as only the COM, and postulate its conceptualization 
as a multidimensional construct that includes a larger number of dimensions constituting it, such as: 
COA, COD, country of components/COP [e.g., Chao, 1993], and COCO [e.g., Thakor and Kohli, 1996]. Some 
authors underline that there are more and more so-called “hybrid products” that have affiliations with 
various countries, for instance with COP, COA [e.g., Ahmed et al., 2012]. Some scholars [e.g., Thakor 
and Kohli, 1996; Dinnie, 2004] postulate also the necessity of using the concept and researching the 
COBO or culture of brand origin rather than the country of product origin. Thakor and Lavack [2003] and 
Thakor and Kohli [1996] use the “brand origin” construct defined as place, region, country “to which the 
brand is perceived to belong.” In turn, Lim and O’Cass [2001] propose the term “culture of brand origin,” 
which they operationalize, among others, through the prism of the original culture behind the brand. 
Other researchers [e.g., Thakor and Kohli, 1996; Usunier, 2011; Brodie & Benson-Rea, 2016] postulate the 
“country/culture of the origin of the brand” constructs (COBO) that represent an integrated approach 
to the COO, and are defined as the place, the region, the COO of the brand, with which the brand is 
associated. Taking into account the above postulates, Jaffe and Nebenzahl [2006, p. 29] propose using the 
term “country of association” (COAS) defined as “a country with which the consumer associates certain 
products as their source, regardless of the place where the product is actually produced.” Also Roth and 
Diamantopoulos [2009] criticize the construct “COO” as too “narrow and misleading” and recommend 
using constructs referring to the image of the country, such as (1) country image [Roth and Romeo, 1992], 
(2) product-country image [Papadopoulos and Heslop, 1993], or (3) country-related product image [Nes 
and Bilkey, 1993].

The COO and its dimensions indicated in the literature are presented in Table 1.
Based on a literature review, Dinnie [2004] states that one of the key areas of research on the COO is the 

impact of its dimensions on shaping effective corporate strategies, including marketing ones. Firms represent 
different approaches to using COOs in their marketing strategies [Hynes et al., 2014]. In the case of positive 
associations attributed to the COO, companies can directly or indirectly communicate the origin of a product/
brand to customers, counting on the ethnocentrism of local consumers or on positive stereotypes attributed 
to the country by foreign consumers [Aichner, 2014]. Companies from countries with a worse image, that is a 
problem often encountered by emerging markets’ firms, may hide the COO of their products/brands, suppress 
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the impact of the COO effect or “borrow” a better image of another country, for example, using brand names 
that suggest the country of descent with the desired image [e.g., Kim, 2006; Sikora, 2007].

The COO effect depends on the specifics of products or the profile of consumers. The impact of COO 
in the case of low-involvement products is smaller when compared to high involvement products (more 
important) [e.g., Dinnie, 2004]. The COO is particularly important, for example, in the case of luxury goods 
by strengthening heritage or historical roots [Chailan, 2010]. According to Pecotich and Ward [2007], experts 
or well-informed consumers use the COO carefully or as a “limited aggregate construction” only if the 
information is compatible with the brand or with the level of functional quality, and, in turn, “consumers-
novices” use the COO as a “halo effect,” regardless of brand and physical quality of the product.

Some scholars [e.g., Hynes et al., 2014] emphasize that still the majority of studies examining the 
relationship between the image of a country and product/brand strategies take on the consumer 
perspective, and there are few publications representing the management/strategic approach. According 
to Rashid et al. [2016], the authors of one of the few studies on the understanding and meaning of the 
COO from the management perspective, the COO is considered by informants from large-size fashion 
retailers and manufacturers in the United Kingdom as the multidimensional construct and the strategic 
imperative. It is manifested in a variety of ways depending inter alia on brand positioning, long-term 
strategic plans, expertise, and brand values. According to them, the COO has a significant impact on 
marketing activities and creating brand image in the fashion industry. Respondents, however, differ in the 
perceived importance of the individual dimensions of the COO: from the perspective of the retailers, the 
country of brand design is very important, and for the owners of the manufacturers’ brands – the COO of 
raw materials and the COM.

Table 1. COO and its dimensions

COO and its dimensions Definition Sources

Country of origin – COO The country of origin of the product Nagashima [1970] and Nijssen and Douglas 
[2004]

Country of manufacturing – 
COM

The country where there product is 
manufactured
The country appearing on the label as “made 
in” or the place of manufacturing

Ulgado and Lee [1993], Chao [1998], Insch 
and McBride [1998, 2004], Phau and 
Prendergast [2000], and Hamzaoui and 
Merunka [2006]

Country of design – COD The country where the part or product is 
designed

Chao [1993], Tse and Lee [1993], Insch and 
McBride [1998], Hamzaoui and Merunka 
[2006], and Chen and Su [2012]

Country of assembly – COA The country where the product is assembled Chao [1993], Tse and Lee [1993], Insch and 
McBride [1998], Li et al. [2000], and Insch 
and McBride [2004]

Country of parts/country of key 
components – COP

The country of origin of some or all parts of 
the product
The country of origin of the key components of 
the product

Han and Terpstra [1988], Chao [1993], Tse 
and Lee [1993], Insch and McBride [1998, 
2004], and Fan [2008]

Country of corporate 
ownership – COCO

The country where the head office of the 
company selling the product or brand is 
located
The home country of the parent company, 
regardless of the current place of 
manufacturing of the product

Ozsomer and Cavusgil [1991], Thakor and 
Kohli [1996], and Thakor and Lavack [2003]

Country/culture of brand  
origin – COBO/CuOBO
Country of brand – COB

The country/culture to which the brand is 
assigned by the target consumers

Takor and Kohli [1996], Phau and Prendergast 
[2000], and Lim and O’Cass [2001]

Country of association – COAS The country that consumers usually associate 
with a given product/brand, regardless of 
where the product is actually manufactured

Li et al. [2000] and Jaffe and Nebenzahl 
[2006]

Source: Own elaboration.
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3  Methods and sample characteristics
The understanding and importance of COO dimensions have not yet been sufficiently examined, in particular, 
from a strategic, managerial perspective. For this reason, to answer the research questions, a qualitative 
approach was applied [e.g., Denyer and Tranfield, 2006], using in-depth interviews with managers. Such an 
approach is justified and recommended when the issues to be examined are poorly recognized [Gummesson, 
2000; Cassell et al., 2006], and it enables insight into managers’ opinions on the understanding and strategic 
importance of the COO and its dimensions for the companies from emerging markets, including Polish 
companies operating on the international market. Purposeful sampling recommended by many authors in 
qualitative studies [e.g., Saunders et al., 1997] was applied. Interviews were conducted with 11 managers 
representing 9 companies from the household appliances market, originating from the following emerging 
markets according to the Morgan Stanley Capital International (MSCI) typology [2018]1: Poland, Turkey, South 
Korea, and Slovenia/China. We selected managers from companies selling household appliances in the foreign 
markets, also under the brands managed by these firms (trademark owners or licensees) (homogeneity). 
Companies differ in terms of the degree of their internationalization (number of the foreign markets, share 
of sales on foreign markets in total sales), the share of sales under their brands, the international sourcing 
strategy (in-house production vs outsourcing/offsourcing), the location of production facilities, where 
products are manufactured, the country of company/brand origin (heterogeneity) [Styśko-Kunkowska, 
2014]. The studied companies were identified based on the information obtained from the APPLIA experts 
(association of employers of the household appliances industry) and industry reports. Overall, characteristics 
of the surveyed companies and respondents are presented in Table 2.

To ensure credibility, triangulation of methods and data was used. The primary method of obtaining 
data was individual, direct, and semi-structured in-depth interviews with 11 high-level managers of the 
surveyed companies/their branch offices in Poland, responsible for the strategies on the international 
market, including Central and Eastern Europe. The informants were assured anonymity. Semi-structured 
questionnaire included open questions recommended and often used as a research instrument in 
in-depth interviews, including in research on COO [Rashid et al., 2016]. All interviews were recorded. Each 
interview lasted about 1.5 h. The transcripts of recorded interviews were developed. To extend the scope 
and verification of data obtained through interviews, data from secondary sources (e.g., industry reports, 
companies websites, industry magazines) [Yin, 1994] were also obtained. Key issues and topics were 
identified using thematic content analysis. Categories in the study were determined on the basis of data 
obtained – “data driven coding” (inductive approach) [Pickard, 2007]. The analysis started with coding, line 
by line, to identify the topics, and then these themes were compared and contrasted, which made it possible 
to reduce the data, summarize them, and then identify the themes [e.g., Miles and Huberman, 1994].

4  The study findings

4.1  Dimensions of the COO and their interpretation

The dimensions of the “COO” construct and the way they are understood by the surveyed managers from 
companies originating from emerging markets are presented in Table 3.

The informants understand the term COO in a multidimensional way. Managers in the house appliances 
industry indicate, among others, the dimensions of the COO already presented in literature, such as COM, 
COA, COP, COD, COCO, and COBO/CuOBO. The COO construct is not identified by informants as only the 
COM or COA, and most of the informants attribute it with other associations as well. Only few managers 
indicate the traditional approach to the essence of the “COO” as the COM or COA (“made in”) (informants 

1 According to MSCI [2018], the following countries were classified as emerging markets in 2018: Brazil, Chile, Colombia, 
Mexico, Peru, Egypt, Greece, Hungary, Poland, Qatar, Russia, South Africa, Turkey, United Arab Emirates, India, Indonesia, 
China, South Korea, Malaysia, Pakistan, Philippines, Taiwan and Thailand.
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from companies: C, B, G, E, and H). Some of the informants representing companies with a small share 
of sales of their branded products in foreign markets, relate the COO with the COA (informants from 
companies: E, F, and I).

Only two informants indicate the equation of COO with the COP (Company B, Company I), whereby one 
of them refers to the customs regulations concerning defining the COO of a product:

“[…] on the basis of customs regulations, if 60% of the components used in a given product comes from the territory of the 
European Union, in such a case we consider it to be a European product.” (Company I).

Table 3. COO dimensions and their interpretation by the informants

COO dimensions The understanding of COO dimensions by managers of the surveyed companies

Country of manufacturing – COM “[…] the place of production, where the product was produced” (Company C)
“[…] where it is produced” (Company G)
“[…] in which country…manufactured” (Company E)
“[…] country of manufacturing: who is the supplier, who is the manufacturer” (Company M)

Country of assembly – COA “[…] in which country it is assembled”(Company E)
“[…] who is the assembler” (Company H)
“[…] the country where the product has been assembled, not on which components, but 
just in which country it has been assembled” (Company I)

Country of parts/country of key 
components – COP 

“[…] because it is produced here, probably on Polish parts or at least partially”  
(Company B – R1)
“ […] on the basis of customs regulations, that if 60% of the components used in a given 
product come from the territory of the European Union, then in such a case we consider it to 
be a European product” (Company I) 

Country of design – COD “[…] country of design, shape, solutions” (Company A)
“[…] design in…” (Company C)
“[…] the country where ‘additional functionality’, possibly colour or design, has been 
developed, and the product has been adapted for sale” (Company D)
“[…] the country where the idea arises, where the design is developed” (Company F – R1)

Country of technology/innovation 
origin– COTO
country of technical culture – 
COTC

“[…] where the technology comes from, where the R&D department is from and where the 
inventions in this product come from”(Company A)
“[…] country of innovation and solution (...), country of transfer of ‘production processes 
translocation, which means entire production lines’, who ‘set up the factory’, the way it is 
assembled” (Company A)
“[…] technical culture of manufacture of the product” (Company F – R2)

Country of corporate
ownership – COCO

“[…] the country where the company is located” (Company D)
“[…] the place where I work...” (Company F – R1)
“[…] where the company, capital, and owners come from” (Company G) 

Country of service network 
localization– COSNL

“[…] country of localization of service network” (Company D)
“[…] the country of origin also in the context of possible available components when it 
comes to servicing” (Company C)

Country of organizational culture 
origin – COOCO 

“[…] primarily an organizational culture. These are the people who are considered the best 
organized in a given region. This is also reflected in their economic situation” (Company D)
“[…] organizational culture, corporate culture, approach to the market, selling, responding 
to changes” (Company E)

Culture of brand origin – CuOBO “[…] reference to culture, cultural associations with the perception of countries; influence of 
this culture, nationality on the way of management” (Company D)
“[…] the country of origin and the cultural associations thereof” (Company B – R1)
“[…] the culture of the country of origin, which has been formed for several thousand years” 
(Company E)

Country of brand origin – COBO “[…] the country of brand origin – that is, who is the brand owner, which parent company 
owns the brand – where it comes from, what is the capital” (Company C)
“[…] the country where the brand was created and with which it is still associated” (B R1)
“[…] country of origin of the brand” (Company D)

Country of brand launching – COBL “[…] the first country in which the brand was being sold” (Company C)

Source: Own elaboration.
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COO is also understood by a few respondents as the COD, creation of a product concept or the country 
where the product idea arises (Company C, Company D, and Company F).

Informants also interpret the COO as the country of residence/location of the company or COO of the 
company’s capital (Company D, Company F, and Company G).

Only two informants (Company C and Company D) indicate country of brand/COBO origin as the 
elements of COO construct. Moreover, interviewees identify COO with the culture of brand origin understood 
as follows:

“[…] reference to culture, cultural associations with the perception of countries, influence of this culture, nationality on 
the way of management.” (Company D)

“[…] the country of origin and the cultural associations thereof.” (Company B – R1)

“[…] the culture of the country of origin which has been formed for several thousand years [...] Organizational culture, 
corporate culture, approach to the market, selling, responding to changes.” (Company E).

Managers in the household appliances industry also indicate other COO dimensions, such as (1) country of 
technology/innovation/country of technical culture, (2) country of the service network origin, (3) country of 
organizational culture origin (COOCO), and (4) country of brand launching (COBL).

Respondents from two companies draw attention to the new dimension of COO, which is the country of 
technology or innovation/country of technical culture understood as follows:

“[…] country of innovation and solution […] where the technology comes from, where the R&D department is from and 
where the inventions in this product come from […] country where the innovation and solution come from, from which the 
transfer of production processes, that is entire production lines, took place […] the country of origin of the way in which it 
is assembled.” (Company A)

“[…] technical culture of manufacturing of the product.” (Company F – R2)

Moreover, one of the managers of a company with a long tradition in the household appliances industry 
identifies COO with the origin of the organizational culture:

“[…] primarily an organizational culture […] These are the people who are considered the best organized in a given region. 
This is also reflected in their economic situation.” (Company D)

It is also worth pointing that respondents from the household appliances industry emphasize that the COO 
is also perceived through the prism:

“[…] country of location of service network.” (Company D)

“[…] country of origin also in the context of possible available components when it comes to servicing.” (Company C)

In addition, one of the informants notes that, as is the case of its company, the COO may also mean: “[…] the 
country perceived to be the first country in which the brand was sold” (Company C).

4.2  Perceived importance of the dimensions of the COO

Respondents assign different strategic importance to the particular COO dimensions. The managers of 
the surveyed emerging markets’ firms highlight the significance of the COO in the sense of the COM/COA 
or the COP, especially from the point of view of their companies’ international sourcing strategy. On the 
other hand, managers’ opinions on the importance of the COO and its dimensions from the perspective of 
the marketing strategy of the surveyed companies, on both the international and local markets, are more 
diverse.
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As, for instance, the respondent from Company C notes the following:

“[…] the country of origin may, for me as a strategist, define my strategy in terms of diversification of supply risks – this will 
be very important, whereas, for me as a marketer, from the point of view of such a direct action with the final customer, it 
does not matter at all.” (Company C).

The informants emphasize also that the production of large household appliances (e.g., refrigerators, 
washing machines, ovens, cookers, cooker hoods) takes place in factories located in different countries, 
and often in emerging markets inter alia because of the lower manufacturing/assembly costs. Due to the 
strive for lowering logistics costs, large household appliances factories are usually located in countries with 
a low geographic distance to sales markets. In Europe, the manufacturing of large household appliances is 
concentrated in several countries, including Poland, Turkey, Russia, and Romania, which are characterized 
by relatively low production costs and from which the markets of a given region are supplied, which also 
helps to reduce logistics costs. Household appliances are also, mainly for cost reasons, manufactured/
assembled using components, subassemblies or parts from foreign manufacturers, making it difficult to 
identify the COO. In turn, small house appliances are for the most part, due to lower costs, produced in 
China, as well as products branded with well-known international brands. As the informants point out,

“[…] the household appliances industry has evolved strongly over the last several years and today, e.g. Poland is the largest 
producer in Europe […] It is known that in our industry, but not only, factories are located in different places for economic, 
logistic reasons etc. […] It is very important that, in Poland they produce global brands.” (Company C)

“[…] the Chinese market has opened up and all those who thought economically, because otherwise it was simply not 
possible, moved production to China. In our country, for instance, wages and labour costs were disproportionately higher 
than in China, so everyone did so. […] All the largest corporations in the household appliances industry produce there […] 
At present, due to production costs in China, there is a certain tendency for production to return to European countries. 
[…] from a small household appliances, I think that more than 90 per cent is the production in China.” (Company F – R1)

“[…] in the category of small household appliances, everything that surrounds us is done in 99% in China.” (Company E)

“[…] we, as the Polish household appliances industry, have a very good perception on the European market – 4 or 5 years 
ago we became the largest manufacturer of household appliances in Europe. […] We are larger than the Italians who were 
leaders for decades.” (Company I)

“[…] supply problems from China are due to the fact that, in the case of cooker hoods, the products are relatively cheap 
in terms of volume. They require packaging. You cannot send many of them and the cost of shipping is relatively high.” 
(Company H)

Respondents also indicate that owners of well-known household appliances brands, from both developed 
countries and emerging markets, limit the production in their own plants and outsource the production 
of equipment sold under their brand names to manufacturers in emerging markets under outsourcing/
offsourcing contracts:

“[…] how we will look at brands: brand ‘A’ is a good example – it has only ovens factory, the end. Ovens. Everything else is 
bought in China or Turkey, and in Poland the cooker hoods.” (Company E)

On the other hand, informants representing companies with production facilities both in the home market 
and in several other countries, also outside Europe, stress the need for factories to maintain specific, 
uniform quality standards. As a result, the COM/COA is irrelevant for foreign distributors of their products:

“[…] the country of origin does not matter from my point of view when talking about the product quality […] standards must 
be maintained – whether this product will be manufactured in Poland, Romania, Turkey, China, anywhere else.” (Company C)

“[…] with the distribution channel or sellers, it is very rare topic that, because it (product) is done here, it is better or worse. 
As it is already under discussion, then it is that this factory is better than that factory. Because there is a quality control 
system, because it breaks down less.” (Company E)
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Some respondents ignore the importance of the COO in the sense of the COM/COA from the marketing strategy 
perspective, arguing it, among others, by the attitude of household appliances customers to the COO issue.

According to one of the managers representing a large company selling household appliances under 
its brands in a number of foreign markets and outsourcing the production of a significant proportion of its 
branded products to companies located in other emerging markets, consumers buy household appliances 
considering brand and often do not know where the equipment is manufactured or do not attach importance 
to that:

“[…] in-house we manufacture heating equipment: freestanding stoves, ovens […] And the goods that are manufactured 
for us are branded with our brand, e.g. dishwashers or refrigerators. To be honest, consumers do not know about it at all. 
They do not know at all whether something is produced outside of Poland. They do not attach any importance to this. For 
them, brand A is brand A.” (Company A)

Informants justify ignoring by them the importance of the COO in the sense of the COM/COA from a marketing 
perspective arguing that due to easy access of customers to information, for example, via the Internet, 
many consumers are aware of the mechanisms regulating international business and they know in which 
countries household appliances of different brands are manufactured, and it does not matter much to them. 
However, informants point out that consumers from traditional household appliances production markets 
may attach somewhat greater importance to the COO:

“[…] they are very much aware today, in the era of full information transparency, where these products were produced [...] 
They are aware of the fact that there is globalisation and companies have their factories in different places [...] Customers 
are aware of the fact that world-famous brands produce in China.” (Company C)

“[…] when it comes to the western markets, this used to be much more important, as the production of household appli-
ances was located there [....], it was, for instance, Italy. These factories were relocated to Poland, Hungary, to Romania, 
Russia, etc. because of the cheaper labour force. (....) There, awareness of this country of origin has much greater signifi-
cance [...] There, people are aware of where these products are produced.” (Company C)

“[…] Is it somehow especially important there? For some people probably yes. For open-minded people – no. I think that 
today they understand that production in the world is component-based, that foreign companies produce here in the 
country.” (Company G)

Two respondents from companies – gestors of large international household appliances brands sold in many 
foreign markets, stress that the COO is not an argument that could be used by them in their marketing activities:

“[…] it will not be a claim that will help us in something. This is not that category. And in this category of household appli-
ances, this type of thinking does not exist at all and will not help.” (Company A)

“[…] all the biggest companies have factories in Poland [....], but I do not remember the great campaign that we should buy 
a washing machine, because it is made in Poland.” (Company E)

On the other hand, the respondent representing one of the biggest manufacturers of large household 
appliances, selling on foreign markets mainly under original equipment manufacturer (OEM) agreements 
to the orders of the owners of the most recognizable brands in this category and under licensed brands, 
even ignores the country of production/assembly, stating that,

“[…] it absolutely does not matter. We can produce in Antarctica if they build some objects there.” (Company E)

The respondent representing a Polish manufacturer of a narrow assortment of household appliances 
producing most of their products under various brands well known on the international market, including 
these from developed markets, and retailers brands, points out that although foreign distributors do not 
attach much importance to the COM, they sometimes require suppliers not to disclose the COO, for example, 
on nameplates placed on products or not to indicate the country name but to indicate the European Union 
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(EU) as the region of origin. According to the informants, this may be motivated by a desire to hide the 
sources of supply from the competitors rather than from the customers:

“[…] distributors do not pay much attention to the country of origin. In most cases, when we sell to other markets, to other 
distributors, they avoid presenting information about the country of origin, manufacturing – this is nowhere to be found. It 
can probably be found on the nameplates, but it is also determined by the distributor, so in fact this information is nowhere 
to be found. Probably for various reasons (....) not only because the product comes from Poland, but also not to disclose 
the source of their goods.” (Company H)

“[…] it probably does not matter so much in the West, because these customers know that if someone does not admit that 
it is produced, let’s say in Poland, and writes that it is produced e.g. in the European Union, it may have to do with actual 
manufacturing in the European Union, and it may only have to do with the place of assembly.” (Company I)

On the other hand, however, the informant from Company I stresses the favorable attitude of buyers in the 
EU toward household appliances manufactured on the EU market:

“[…] even at least it is the territory of the European Union, a much more gracious eye will look in those areas, if it is written 
on the nameplate: ‘manufactured in the European Union.’” (Company I)

Only the informants representing a medium-sized Polish company with a relatively small share yet in the 
Polish household appliances market and a small share of sales on foreign markets in total sales, emphasize 
the importance of the COM, indicating the negative impact of the manufacturing in China of products 
ordered by that company on the image of their brand:

“[…] we have faced a problem over the last few years, when it turned out that we have a patch of cheap Chinese goods. It is 
very hard to fight against stereotypes. If they have a fine meaning, than yes, but if they are pejorative like ‘cheap Chinese 
goods’, than it is really weak.” (Company F – R1)

The manager of this company also notes that the problem of the negative impact of the COM on the brand 
image to a lesser extent concerns global brands, for which rather the COBO is important:

“[…] I think that it is very important to us. I think it does not apply to global brands, Phillips, Tefal, Siemens, which have 
always been associated with Western countries.” (Company F – R1)

On the other hand, the respondent representing a company that is the owner of a long-established brand, 
especially in the markets of former socialist countries, emphasizes that,

“[…] with the country of origin it is often linked: robust, functional, durable.” (Company D)

Another informant stresses the positive impact of equipment production in the EU (“made in EU”) on 
consumers’ perception of these products:

“[…] it is just that if it is produced in the European Union, it works on a plus [....] Russian respondents clearly showed 
that what is German, what is from the European Union, is a benchmark plus 70, (...) and what is Polish – only thirty-some 
percent.” (Company A)

Several respondents also note that the importance of the COO, including the COM/COA, as well as the COBO, 
depends on the category of household appliances and brand positioning, and is greater when household 
appliances sold under the brand are more technologically advanced, and the brand is positioned as a 
premium one:

“[…] in my opinion it depends on the product category.” (Company E)

“[…] the more advanced the technology, the definitely weaker this effect of the country of origin from the point of view of 
Poland – Poland is not perceived as a country which is technologically advanced.” (Company B – R1 & R2)
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“[…] however, when it comes to technology, this China is not a very good patch, although it has nothing to do with reality.” 
(Company F – R1)

“[…] outside the premium brands, the end customer is really not aware where it is made (...) outside the premium brands, 
where still the ‘made in Switzerland’ or ‘made in Germany’ matters.” (Company E)

According to the respondents from the companies that manufacture household appliances in Poland using 
components from other countries, the COP is also rather insignificant, as it is difficult for consumers to find 
out where the parts come from or do not pay attention to it:

“[…] this is not always identifiable, because we buy customised subassemblies that are marked in the way we require. (Con-
sumer) will not find out, will not find, would have to disassemble the product, and that subassemblies come from Europe 
most often, but can also come from China.” (Company H)

“[…] as far as (consumers) know that a brand or a product is made in Poland, nobody will probably find out whether the 
controller is from Poland or China, from Turkey, whether the filters are from here or from any other place. This no longer 
has such an important meaning.” (Company I)

“[…] especially distributors know that these are Asian components, because the final consumer is not so oriented in this 
respect.” (Company G)

On the other hand, as the manager of a Polish manufacturer of a narrow assortment of household appliances, 
manufacturing most of its products under various brands well known on the international market, in the 
case of some products, the COP may be important due to the fact that some components determine product 
quality:

“[…] marginally, as far as the origin of the parts is concerned, it matters. We are talking here about the key component 
responsible for the efficiency of our product, namely the electric motor. There are markets where the origin of the motor is 
additionally emphasized. It is important for the customer that this motor is not a Chinese one. If it is not a Chinese, but an 
Italian one, then it is already great. Let’s not mention a German engine anymore, because the German engine will also be 
much more expensive than the Italian one.” (Company I)

A few respondents, both representing large international companies offering products under well-known 
brands and the company that is an owner of a brand with little presence on the foreign markets, stress that 
particularly their foreign distributors, and also the consumers perceive the COO rather from the perspective 
of the COO of the service network and its geographic distance to the sales market because it is important 
due to the shorter time and lower costs of service. As informants indicate,

“[…] The sale of large household appliances requires a service network. It is also a legal requirement that products over 
20 kg must be serviced at the place of use. And it is very important for the customer whether, if he has a problem, he will 
have someone to turn to and that it will be solved.” (Company D)

“[…] (Distributors) ask about the country of origin also in the context of possible available components when it comes to 
service.” (Company C)

“[…] one could directly buy something from China. But we solve the service problem. We already have a defined quality. 
Looking for something that would be still 5 or 10% cheaper in China, with all the infrastructure, where there are no services, 
there is no way to report at all […] let the Chinese (product) costs half of the price, you would not buy it from someone about 
whom you do not know if it exists, if it has services, if the product will not disintegrate […] the distributor communicates this 
to the shops. They know that if they buy from China, they have to write to China, that there is no service for it.” (Company G)

Managers differ in their assessment of the importance of the COO, but especially informants representing 
large international companies that own or licensees internationally recognizable brands note that the 
COBO is much more important strategic imperative than COM:

“[…] the country of brand origin, i.e. what these brands are associated with, is much more important than the production 
itself.” (Company C)
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“[…] When you enter the shop, you have for instance a dishwasher brand ‘X’, you do not know what is behind, where it is 
produced – on the nameplate. […] So is it really the country of manufacturing that matters? No, absolutely no. Because it 
is the ‘X’ brand that promotes its products.” (Company E)

Informants emphasize that the brand origin from the emerging market used to be a greater barrier, and now 
it has less impact:

“[…] it used to be a problem and we had to work hard, change the brand image [...]. Nowadays it is of little importance.” 
(Company C)

On the other hand, according to the informant from a company owning several brands with international 
reach, the importance of COBO varies depending on the product category and, in his opinion, in the 
household appliances industry is rather slight:

“[…] Usually this was important if it was correlated with a particular industry. When I worked in e-commerce, where we 
were selling para-pharmaceuticals or dietary supplements to distributors and companies, for instance in Western Euro-
pean countries, it was important that the brand was connected with Poland. Because Poland is perceived as something of 
good quality when it comes to food, para-pharmaceuticals and pharmaceutics in general. So here I would really find this 
kind of comparison and justification. […] I do not know if the brand origin is important for the house appliances industry.” 
(Company A)

A similar opinion is expressed by the manager of a Polish company ordering the majority of products 
branded with its brand in China:

“[…] if it was Japanese electronics, for sure each of us, me too, would prefer to buy Japanese electronics rather than Polish 
ones. [....] In the case of household appliances, it is hard to say. If it was German electronics or household appliances, 
knowing the Polish tendency to pay for German (...) everything seems to be better. Of course less and less, but yes.” 
(Company G)

In turn, according to one of the informants, the COBO is especially important in the case of so-called small 
household appliances, which are mostly manufactured in China:

“ […] In the category of small household appliances – it absolutely matters who orders it, who owns the brand.” (Company E)

The informant from a company managing a brand with a long-term tradition, especially in former socialist 
countries, emphasizes that the quality of the products is perceived through the prism of the COBO:

“[…] it is important because the product quality is identified with the country of brand origin.” (Company D)

Moreover, one of the informants representing a company owning a strong international brand notes that 
the COBO is losing its importance due to the fact that young consumers in particular have been brought up 
in a world of global brands originating from different countries:

“[…] it seems to me that for young people the attachment to the country of brand origin is becoming less and less important 
because these are global brands. These are people who were born after the 1990s, who live in a cosmopolitan world, treat 
themselves more as members of Europe, and are not only attached to Poland [...] So they have lived and interacted with 
these brands from the very beginning.” (Company C)

5  Conclusions, limitations, and further research
The major findings of this study demonstrate that the COO is perceived by managers of companies 
from emerging markets operating on the household products’ market as a multidimensional construct. 
The study shows that generally the understanding of COO is consistent within the existing literature. 
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Informants interpret the COO by indicating the dimensions of this construct already presented in the 
literature, such as the COM [e.g., Chao, 1998], COA [e.g., Tse and Lee, 1993], COP [e.g., Han and Terpstra, 
1988], COD [e.g., Insch and McBride, 1998], COCO [e.g., Thakor and Kohli, 1996], and CuOBO/COBO 
[e.g., Lim and O’Cass, 2001]. Moreover, the informants indicate also new ways of understanding of the 
COO construct, such as (1) country of technology/innovation origin (COTO) (the country from which 
technology/innovations come, from which production processes were transferred), country of technical 
culture origin (COTCO) (the country from which the technical culture of production originates),  
(2) country of service network localization (COSNL) (the country where the repairs are made, including 
the warranty service, and where the spare parts are available), (3) COOCO (the country from which the 
organizational culture of a given company originates), and (4) COBL (the country perceived as the first 
one in which the brand was sold).

Managers of the household appliances companies originating from emerging markets differ in their 
perception of the importance of the COO dimensions. COO dimensions, such as the COM, COA, and COP, 
are recognized as the strategic imperatives primarily from the point of view of the international sourcing 
strategy, by informants from both companies that manufacture household appliances in their own factories 
and companies, whose business model assumes commissioning the production of a significant part of the 
offered products. The COM, COA, and COP are perceived strategically important for emerging markets’ 
firms because the location of production or supply from emerging markets gives benefits such as lower 
costs, while in the case of large household appliances, the low geographic distance from the country of 
production/assembly to the export market is also important due to the lowering of logistics costs. The 
informants stress also the importance of the COO in the meaning of the location of the service network due 
to the fact that it has an impact on the costs and quality of service, which is important for both distributors 
(including retailers) and consumers.

However, managers of companies from emerging markets differ in the assessment of the importance 
of the COM and COA as the strategic imperatives from a marketing perspective. They rather ignore the 
strategic importance of the COM/COA from this perspective, justifying that owners of well-known 
household appliances brands from highly developed countries also outsource the production of their 
branded equipment to manufacturers from emerging markets. The household appliances offered under 
different brands, both from developed and emerging countries, are often manufactured in the same 
factories localized inter alia in emerging markets, and individual factories usually have to meet certain 
quality standards. This is in line with the conclusions of Usunier [2006] that the issue of the COO effect 
is no longer relevant in the context of global supply chains. On the one hand, respondents argue that 
consumers are aware of the global supply chains, also in the household appliances’ market and they have 
easy access to such information, but on the other hand, consumers are often are not aware of the country 
of product origin [Samiee et al., 2005]. However, the informants from the companies ordering the majority 
of production in China stress the negative impact of the COM of the products ordered by the company on 
the image of their brand, as already underlined by, inter alia, Zhang et al. [2010]. The COP is generally of 
rather little strategic importance for emerging markets’ firms from a marketing perspective, as it is difficult 
for consumers to know where these components come from, although in the case of some household 
appliances, the COO of a key sub-assembly may have an impact on consumers’ perception of equipment 
quality [e.g., Al-Aali et al., 2015].

The results of the study indicate that managers of emerging markets’ firms differ in terms of the perceived 
strategic importance of the COBO from a marketing perspective. In particular, the managers of the large 
companies offering products branded with their own brand names or under licensed brands emphasize 
that the COBO is more important than the COM, COA, and COP due to a better perception of brands from 
highly developed markets by consumers compared to brands from emerging economies [e.g., Magnusson et 
al., 2008; Zhang et al., 2010]. However, managers notice the changes in the attitudes of young consumers 
toward brands originating from emerging markets. The results of the study confirm that the COBO is 
strategically more important in the case of exclusive household appliances and technologically advanced 
products, including large household appliances, and of lesser significance – in the case of products/brands 
positioned as economic [e.g., Dinnie, 2004].
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In conclusion, the perceived importance of the COO ant its dimensions varies from a management 
perspective of companies from emerging markets. COM, COA, and COP are perceived as important strategic 
imperatives especially from a perspective of international sourcing strategy and less significant from a 
marketing strategy perspective especially for the owners of internationally recognized brands. There is 
no doubt that COBO is perceived as more important strategic imperative than COM, COA, and COP in the 
household appliances industry context. This qualitative approach contributes to the existing literature by 
developing a deeper understanding of the phenomena of the COO dimensions in a managerial/strategic 
context and from the perspective of companies from emerging markets, and complements a literature based 
predominantly on the quantitative consumer-oriented approach [e.g., Hamzaoui and Merunka, 2006; 
Josiassen and Assaf, 2010]. The paper also contributes toward literature on the internationalization of firms 
from emerging markets and international marketing in terms of how these firms associate the COM, COA, 
COP, and COBO as a strategic imperatives.

With regard to the recommendations for future research, it would be worthwhile to identify management 
approaches to the COO dimensions of managers of companies from both emerging and developed countries 
and representing various industries. Taking into account the results of this research, it would be also 
worthwhile to study the impact of the international brand strategy used in response to the COO effect on 
the brand and company performance on the foreign markets.
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Abstract: This article explores Bruno Amable’s Diversity of Capitalism approach to analyze educational 
systems in the European Union (EU28). The main goal is to identify the main clusters of educational 
systems with regard to their institutional characteristics. Second goal of the analysis is to evaluate 
the impact of several EU policies and initiatives on the institutional structure of European educational 
systems. This article identified six clusters in terms of general education and five clusters in terms of higher 
education systems. The clustering shows, that – with some exceptions (notably the United Kingdom and 
Ireland) – European education systems have similar structure to other institutional areas, in particular, 
it confirms the existence of post-communist (in terms of Farkas) or patchwork (in terms of Rapacki et al.) 
capitalism. The article shows, as well, that subsystem of higher education is much less diverse, what may 
have a significance for future discussions on the capitalisms in the EU. Results suggests also that there exist 
significant differences in performance between the clusters, something that may have a crucial importance 
for an educational policy.
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1  Introduction
Education is widely considered as one of the key domains of a model of capitalism in a literature. However, 
relatively little space is devoted to this area. Most authors focus on industrial relations and aspects of 
welfare state. Education, even though mentioned as an important factor, usually is analyzed in terms of 
vocational education (VET), school-to-work transitions, and its orientation (general versus job-specific).

The aim of this article is to explore the various institutional features of education system in European 
Union (EU) countries and to propose clusters of countries, characterized by similar institutional aspects of 
education. The approach to this task is based on Bruno Amable’s methodology presented in his seminal 
book “Diversity of Capitalism” (DoC) with some improvements of his prominent successors, in particular 
works of Beata Farkas, and Ryszard Rapacki and his collaborators.

This article tries to grasp a broad set of institutional aspects of education, at all levels: from pre-primary 
to adult education. In comparison to other works in this area, this article focuses on education itself rather 
than its relationship with other institutional domains, mainly labor market. This may help to emphasize 
main differences in countries’ education systems and this can add to an understanding of the field. The 
existing literature, emphasizing school-to-work transitions, made a tacit assumption that employability is 
a main goal of education system. Focus on education itself may help in expanding DoC approach of other 
aspects, such as a role of education in creating civic society.
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The article also proposes a separate analysis of higher education system. Since 1999 and Bologna 
declaration, there are various initiatives leading to unification of higher education policies in European 
countries. This article is the first work highlighting this area with the use of DoC approach. This may help 
in an understanding the institutional changes in the EU that may influence other institutional domains 
as well.

Section 2 briefly describes theoretical context of this article and presents Bruno Amable’s DoC approach. 
Section 3 shows the existing efforts to encompass education in system in discussions on the models of 
capitalism. Section 4 presents the methods and sources. Section 5 presents the results of empirical analyses 
and clustering. Section 6 describes an interpretation of the results and further steps.

2  Theoretical context: DoC approach
Varieties of capitalism as a separate subfield of New Institutional Economics dates back to Peter Hall 
and David Soskice’s book under this title [Hall and Soskice, 2001]. There existed literature aiming at 
comparisons of different models of capitalisms in developed countries [the notable example is Esping-
Andersen, 1990], but it was this book that influenced dozens of researchers, who further explored this area 
to better understand, how institutional arrangements influence economic growth.

Hall and Soskice identified two basic models of capitalism in developed countries: liberal market 
economies (LME) and coordinated market economies (CME). The former are represented mostly by English-
speaking countries (the United States, the United Kingdom, Australia, etc.) and characterized by liberal 
labor markets, low levels of unionization, weak social protection, or dominance of general education. The 
latter are represented by continental Europe countries (France and Germany) and characterized by strong 
social protection, preference for VET, or high level of unionization. The most important conclusion was 
that economies can be successful in terms of high economic growth and low unemployment, regardless 
the model.

One of the most important works that followed this trend was Bruno Amable’s book “Diversity of 
Capitalism” [Amable, 2003], where Hall and Soskice’s approach was improved by incorporating a strict 
methodology of identifying clusters of economies. Amable’s approach was based on the use of principal 
component analysis (PCA) of various institutional aspects of developed economies. Amable distinguished 
five major institutional domains: product markets, labor markets (called “The Wage-Labor Nexus”), 
financial systems, social protection, and education. This lead him to an identification of five basic models 
of capitalism, beyond traditional LME-CME distinction: Anglo-Saxon, very similar – both in terms of 
characteristics and typical countries – to Hall and Soskice’s LME model, Continental, represented by 
France and Germany, as well as Benelux and Switzerland; Social-democratic capitalism, represented by 
Scandinavian countries; Mediterranean capitalism, represented by Greece, Italy, Spain, and Portugal; and 
Asian capitalism, mainly represented by South Korea and Japan. Furthermore, Amable directly stated that 
the most important aspect of country’s institutional architecture is a complementarity between various 
sectors and subsystems.

Since publication of this book, there appeared a bunch of literature expanding and modifying this 
approach. Most notably, there appeared various works that extended analyzed to other European countries, 
in particular new member states. Rapacki et al. [2018] offer brief and extensive review of studies in this area. 
Most often, authors suggest that Central and Eastern European EU member states create separate model 
of capitalism, called – depending on the author – “post-communist capitalism,” “hybrid capitalism,” or 
“patchwork capitalism.” The second major improvement to Amable’s proposed approach is to extend or 
modify a number of institutional domains analyzed. For example, Jackson and Deeg [2006] proposed six 
domains: knowledge, finance, corporate governance and responsibility, industrial relations, industrial 
policy, and welfare state. Another example is Próchniak et al. [2016] who added to Amable’s five domains 
the sixth one: housing market.

The work that deserves the separate notification is Beata Farkas’ book “Models of capitalism in the EU. 
Post-crisis Perspectives” [Farkas, 2016]. This book is currently the most up-to-date analysis of models of 



232   A. Żurawski

capitalism in the EU, using DoC approach. Therefore, this work serves in this article as the most important 
reference point in final conclusions.

3  Diversity of education: state-of-the-art

3.1  Education in varieties (diversity) of capitalism literature

As was mentioned in the introduction, literature on varieties or the DoC usually employs some kind 
analyses of education system. It is however clearly visible that those works significantly differ in terms of 
understanding, how the education system is defined. As a consequence, direct comparisons of those works 
are significantly limited. This section sums up their findings, with a respect to differences in approaches.

First notable work on the role of education in constitution of a capitalism model is one of the chapters 
in Hall and Soskice’s seminal book [Estevez-Abe et al., 2001]. Approach here is however very narrow. The 
authors use the term “skills formation” rather than education, and this institutional domain is combined 
with social protection. As a consequence, their discussion focuses on VET and training. Figure 1 shows the 
main types of (vocational) skills formation.

Altogether, Estevez-Abe, Iversen, and Soskice distinguished four skill profiles: “Firm/industry/
occupational,” “Industry/occupational,” “Firm/occupational,” and “Occupational/general.” Countries 
were classified in a group on a basis of four criteria: median length of tenure, vocational training share, 
vocational training system, and share of population with university education. There are two major 
limitations in this approach: this set of characteristics is obviously too narrow to fully analyze the 
complexity of education systems, furthermore, at least one variable –VET system – is assessed arbitrarily. 
Those limitation do not undermine the significance of this work.

Another notable example of typology based purely on VET is Aventur et al. [1999], who classified 
European countries (old EU member states) according to employers’ roles in initial and continuing training. 
Countries differed from those weak in both categories (Spain) to strong in both categories (Denmark). 
Hannan et al. [1996], on the other hand, focused on a degrees of standardization and differentiations, with 
extreme groups of Germany and Netherlands (high in both degrees), and the United States and Canada (low 
in both).

Bruno Amable in his DoC book also devoted one chapter to an education. He managed to identify five 
clusters of education systems, briefly described in Table 1.

The most surprising case in Amable’s findings is Austria. In comparative education research, it is 
often assumed that Austrian education system is the most similar to the German one, with relatively high 
share of VET students in secondary education and a significant involvement of employers in education 
through a dual system. What is important for further conclusions, main reason for such a difference is 
an impact of employment variables, in particular relative employment of tertiary education graduates. 
On the other hand, another interesting case – single-country cluster of Finland – confirms opinions of 
education researchers, who widely see this country as most specific and most effective in the EU [see, e.g., 
Organisation for Economic Co-operation and Development (OECD), 2011].

Figure 1. Skills vs employment protection: VoC approach. 
Source: Estevez-Abe et al. [2001].
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It is also worth to note that in Amable’s work one can clearly identify LME type of education. This result 
is not that clear in other analyses because in Amable’s set, very important role is played by the United 
States. Also Japan and Korea appear to have education systems more in the US style, rather than continental 
European one. Therefore, this very convincing result blurs in the models focusing on European countries.

Second example of clustering education systems is the one of Farkas (see Table 2).
Farkas identified four clusters, with first two clearly separate. The border between clusters 3 and 4 is less 

obvious, but due to a size and heterogeneity of those countries, she decided to distinguish them. Definitely, 
the most surprising result here is Germany in cluster 4, altogether with Poland, Czech Republic, Slovakia, 
and Bulgaria. Farkas suggests that this case is an aftermath of Germany’s unification, but this explanation 
seems not very convincing. First of all, population of German Democratic Republic is relatively small and 
should not have that much impact 25 years after unification. Second, German Democratic Republic (GDR’s) 
education, governed for more than 30 years by Margot Honecker, was famous for its specificity, even in 
comparison with other communist countries. One may suppose therefore that this case is more the effect of 
ambiguous choice of variables, rather than a real effect of German institutional underpinnings.

The other clusters identified by Farkas seem reasonable. It is also interesting that even though Farkas 
included in her model labor market characteristics (such as employment and unemployment rates), only in 
two clusters those variables were statistically important.

Finally, similar analysis was performed by a research team from SGH, led by Ryszard Rapacki 
[Karbowski, 2017; Rapacki and Czerniak, 2018]. They called this institutional domain “knowledge 
subsystem” and identified four clusters (see Table 3). The comparisons with this work are the most difficult, 
since they treat this domain more broadly, with a significant role of innovation systems. Key characteristics 
of clusters, shown in a table confirm, that the variables on innovation played a dominant role in final 
results of clustering. The authors added also some effectiveness characteristics of education system, in 
particular results of PISA.

Table 2. Education clusters identified by Farkas

Countries in a cluster Key characteristics

Austria, Denmark, the United Kingdom, Finland,  
the Netherlands, Sweden, and Slovenia

High enrollment ratio and high employment rate of graduates, very 
large number adults in Lifelong Learning (LLL), highest expenditures per 
capita in relation to GDP

Italy, Spain, and Portugal High enrollment in tertiary education and – at the same time – high 
proportion of low-qualified population, participation in LLL lower than in 
cluster 1, but higher than in 3 and 4

Belgium, Lithuania, Latvia, Estonia, France, Greece, 
Ireland, Luxembourg, Hungary, and Romania 

Fewer participants in VET and LLL than average, spending on education 
below average, rates of employment slightly below average

Bulgaria, Czech Republic, Poland, Germany, and 
Slovakia

Smallest proportion of low-qualified people, smallest public spending 
on education, with highest private spending (in relation to GDP)

Source: Farkas [2016].

Table 1. Education clusters identified by Amable

Countries in a cluster Key characteristics

Italy, Spain, Portugal, Greece, and Austria Low number of higher education graduates

Finland Various specific features

Netherlands, Belgium, France, Germany, and Ireland Strong public education

Denmark, Sweden, and Norway High expenditures per capita, high employment ratios

The United States, Japan, the United Kingdom, Australia, Korea, 
and Canada

Privately financed tertiary education

Source: Amable [2003].
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Clusters identified by Rapacki and Czerniak are the most coherent with clusters for all economy. Most 
of the results are convincing, and – what is perhaps most important – clearly show the difference between 
old and new EU member states. The latter are filled with Greece, Spain, and Portugal – this result is also 
predictable based on DoC literature. However, if we analyze the key characteristics of those clusters, we 
will grasp a conclusion that innovation system’s characteristics dominate over the purely educational ones. 
This approach better matches the goals of authors, who aimed at grasping similarities and relationships 
with other institutional domains, but fails to fully describe educational systems on their own.

4  Data sources and methods used

4.1  Education: definition and distinctive features

In this work, education system is defined as an institutional domain that aims at teaching and educating 
people. Therefore, it is the most similar to the one of Estevez-Abe et al., who also understand education in 
this terms, and called it a skills formation domain. The difference is that I treat a term “skills” more broadly 
and assume that it is far beyond VET and on-the-job trainings.

As a consequence of those assumptions, there were no labor market characteristics analyzed, focusing 
directly on education system. Also a production of knowledge or innovativeness of the economies were 
excluded from the model. It is sometimes difficult to clearly distinguish scientific from teaching activities (in 
particular in tertiary education), however, for the purposes of this article such a distinction was necessary.

It should be noted that education system has few features that make it more complicated. First of all, 
education system in Europe is considered to be relatively heterogeneous. In that case, performing analyses 
based on clustering may lead to non-conclusive results.

Second, there were a number of reforms in a number of countries that hugely affected educational 
systems. There are also multiple initiatives to integrate educational systems within European countries. 
The most advanced are integrations in tertiary education. In 1999, there was established European Higher 
Education Area, an agreement aiming in cooperation among European universities. The most important 
and best known initiative was the so-called Bologna process1 that lead European universities to establish 
new model of studies, with six or seven semesters of bachelor studies and three or four semesters of 
master studies. There was also a shift in PhD studies that became a third level of tertiary education. Main 
goal of such reforms was to increase the mobility among students and to ensure multilateral recognition 

1 Please note that in Bologna process, much more countries participate than just European Union. For example, Belarus and 
Russia are the members of European Higher Education Area.

Table 3. Education clusters identified by SGH research team

Countries in a cluster Key characteristics

Germany, Austria, Denmark, Netherlands, 
Sweden, and Finland

High level of patent applications, high level of individuals’ Internet skills, 
medium–high turnover from innovation

The United Kingdom, Ireland, France,  
and Belgium

High level of employment in knowledge-intensive services, very high turnover 
from innovation, relatively low share of 15-year-old pupils performing weakly 
in PISA

Slovenia and Italy Medium level of large part of characteristics: patents, employment in 
knowledge-intensive service, share of women in VET streams, and in research

Bulgaria, Estonia, Czech, Republic, Hungary, 
Latvia, Lithuania, Poland, Romania, Slovakia, 
Croatia, Greece, Spain, and Portugal

Low level of patent applications and patents granted, medium–high level 
of enrollment in tertiary education, comparatively low individuals’ level of 
Internet skills

Source: Rapacki and Czerniak, [2018].
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of diplomas. It was also increased by introduction of European Credit Transfer System (ECTS), a tool to 
accumulate and transfer learning outcomes [European Commission, EACEA and Eurydice, 2018].

There are also initiatives to integrate VET; however, they are far less advanced. Main tools in this area 
are as follows: ECVET (European Credit System for Vocational Education and Training), a tool analogous to 
ECVET and EQAVET – European Quality Assurance for Vocational Education and Training. Currently, they 
are under development, and so far have minor influence on actual educational systems. One should also 
mention the European Qualifications Framework, a tool to compare different educational and qualifications 
systems in Europe [Cedefop, 2012, 2015; UE, 2013]. As a consequence, this article proposes to analyze higher 
education separately. It will help to understand uniformization tendencies in education system in the EU.

Finally, the clustering model excludes variables on employability (contrary to Amable and Farkas). First 
reason was mentioned by Farkas – employment and unemployment are caused by many factors and a level 
of education may even be not the most important one. Furthermore, even if we would be able to precisely 
assess the impact of education on employability, it would bring some misleading conclusions. Education 
system is an institutional domain that produces strongly lagged results. To make this argument more visible, 
at least one-third of the labor force in CEE countries are the people who most of their education spend in 
real-socialist schools. Therefore, their employability adds little knowledge to the features of today’s schools.

4.2  Method

The clustering is based on PCA and hierarchical clustering on principal components (HCPC). PCA is a 
statistical method that allows to recognize the most and the least important variables. That opens a number 
of further possibilities and, in context of typologies, the most crucial is clustering based on PCA.

PCA is based on geometrical representation of variables. To do so, we create the “Cloud of individuals 
NI.” We can define every country profile as a set of characteristics: {xik; k  (1,k)}, which can be interpreted 
as a vector on k-dimensional space. A distance between two individuals, i and l: d2(i,l) = ∑

k
(xik − xlk)2.

We can further define GI as a center of gravity. It can be interpreted as a mean point of all the variables. 
Therefore, for any given individual (country profile) i, we get d2(i, GI) = ∑

k
(xik – –xk)2. That distance is sometimes 

called “the peculiarity” of the individual i, since it shows, how one differs from others. Later on, those 
calculations allow to define a total inertia of a cloud NI:
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That measure is particularly useful in statistical analysis since it allows to differentiate variables and 
individuals with a use of variance. Further specification of PCA method can be found in Pagès [2014].

Based on PCA results, there performed a HCPC to identify clusters [Kassambara, 2017].
All the calculations were performed in R with use of the packages “FactoMineR” [Husson et al., 2018] 

and “Factoextra” [Kassambara and Mundt, 2017], both designed for factor and cluster analyses.

4.3  Choice of variables and sources of data

Since the goal of the article is to explore the institutional diversity of educational systems, only input variables 
were included. As explained in Section 4.1, variables on employability were excluded from the model  
(contrary to Farkas and to the lesser extent Amable), as well as those analyzing innovativeness. The model 
excluded also all effectiveness measures, to fully focus of direct institutional underpinnings. It is perhaps 
considerable to add measures such as Programme for International Student Assessment (PISA) and Programme 
for the International Assessment of Adult Competencies (PIAAC) results in further extensions of the model.

Obviously, vast majority of the variables epitomize the features of formal institutions; however, the 
informal institutions are – indirectly – represented as well. Perhaps the best example is the percentage of 
students in VET programs. It is both the result of formal institutions (e.g., political decisions on financing the 
system) and informal institutions (e.g., that creates different opinions on the prestige of this path of education).
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The dataset combines three sources: the enrollment to education (in various aspects) and data on 
compulsory education are obtained from World Bank Data Bank, data on teacher salaries are taken from 
OECD. All other variables are taken from Eurostat. In all cases, the latest possible data were used, usually it 
is 2016 or 2017. Results for Cyprus may not be precise, since relatively high number of missing values.

The complete list of variables is shown in Table A1 in Appendix A.1.

5  Empirical results
In this section, the results of two clusterings are presented: first one includes all the characteristics of the 
education systems and the second one focusses only on higher education.

5.1  Empirical results: education clusters

There were 38 variables included in a model. Figure 2 shows, how they influenced the clustering, in the 
first factorial plane. The interpretation of this figure is following: every arrow represents one variable. If 
a country is high performing in a given category it follows the direction of this arrow, if low performing it 

Figure 2. Active variable in the first factorial plane: total education. 
Source: Own estimates.
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goes in the opposite direction. Colors represent the importance of a given variable: those lighter are more 
important, and those darker have lower significance.

It is clearly visible that the variables that affect clustering the most is the share of the students in public 
institutions, at all levels of education. Furthermore, it seems interesting expenditures in relation to GDP go 
in another direction.

Figure 3 shows the countries’ representation in the first factorial plane. The most obvious example here 
is the United Kingdom, located far in the right-down quarter. This is caused mainly by the high share of 
students in private institutions. Other countries appear to near the middle of the factor map. One has to be 
careful with interpretation of this figure – proximity of countries on the map does not directly reflect their 
actual institutional proximity.

Figure 4 shows the cluster dendrogram: most important figure in this article. The dendrogram shows 
the institutional proximities between countries and therefore allows identification of clusters.

Six clusters were distinguished. They are marked on the figure in dashed boxes. The first cluster, 
including Belgium and the United Kingdom, is the most specific and farthest from other countries. The 
United Kingdom confirms here being a member of LME. Ambiguous case of Belgium should be treated 
carefully – this country has different education systems for Flemish and French communities (and also one 
for German-speaking community) so the variables for this country represent the average of two subsystems 
and may not in fact credibly describe any of them. Nonetheless, both Flemish and French communities are 
characterized by relatively high number of students in private institutions and this is the main reason, why 
Belgium was classified in one cluster with the United Kingdom.

Interesting case is also a cluster of Estonia and Latvia. If they were to be combined with another cluster, 
it would be a Scandinavian one rather than more expected CEE.

The height of the lines represents the so-called cophenetic distance between countries. It can be 
interpreted in a following way – the smaller is the height, the more similar are given countries. This means 
that the two most similar countries in the pool are Czech Republic and Slovakia. It should be noted that 
in general heights in this dendrogram are relatively high, with cophenetic correlation of 0.52. This number 
confirms the high level of heterogeneity.

Figure 3. Countries’ representation in the first factorial plane: total education. 
Source: Own estimates.
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Further description of clusters’ characteristics is shown in Section 6.
Figure 5 offers the comparison between New and Old Member States. This figure shows that old 

member states are much more diverse in terms of institutional underpinnings of educational systems. On 
the other hand, it shows, that in case of educational systems, it is difficult to talk about “post-communist” 
economies.

5.2  Empirical results: higher education clustering

The clustering in higher education was performed analogically to the previous one. Figure 6 presents the 
active variables in the first factorial plane. Again, the most important aspect in case of clustering is public 
versus private institutions nexus. Out of all fields of study, the most important in terms of importance for 
clustering appear engineering, agriculture, and services.

Figure 7 shows the countries on the map based on Figure 6. Again, the most specific is the case of the 
United Kingdom.

Figure 8 shows the cluster dendrogram for higher education.
There were five clusters identified in this subsystem. The first important and interesting conclusion is 

that in case of higher education virtually all the New Member States are included in one cluster. As a result, 
cluster 5 here is very similar to Rapacki’s cluster 4.

Luxembourg constitutes the separate cluster mainly due to very high number of students abroad. It can 
be, however, merged with cluster 3. Another interesting conclusion is that, when higher education is treated 
separately, the uniqueness of Belgium disappears. This may confirm the intuition that this was caused 
mainly by the institutional ambiguity between Flemish and French communities.

One should also note that proximities between countries in case of higher education are in average 
smaller than in a clustering based on all the educational variables, with cophenetic correlation of 0.76.

Figure 4. Cluster dendrogram: total education. 
Source: Own estimates.



 Diversity of education systems in the European Union   239

Further characteristics are shown in Section 6.
Contrary to the general clustering, the model for higher education shows more diversity for New 

Member States. This is however to the great extent caused by Latvia and Estonia, located far in the left-
down quarter (Figure 9).

6  Interpretation of results
Table 4 sums up the clustering of countries in a model with all educational variables.

It should be noted that big share of results were clearly predictable: close proximities of Czech Republic 
and Slovakia or Portugal and Spain or Estonia and Latvia or Scandinavia as a separate cluster. The most 
surprising results are Luxembourg in group with Southern European countries and Bulgaria among Central 
European economies. It should be, however, noted that cluster 2 is also the most diverse of all clusters. 
The comparison of those clusters with those drawn by Farkas and Rapacki et al. is shown in Table A2 in 
Appendix A.2.

Figure 5. Old and New Member States in the first factorial plane: total education. 
Source: Own estimates.
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Figure 6. Active variable in the first factorial plane: higher education. 
Source: Own estimates.

Table A3 in Appendix A.2 shows the detailed comparison of the characteristics of the clusters. In 
particular, there is a clear difference between clusters 1 and 6. The latter also significantly differs from 
Scandinavian cluster 5.

The clustering confirms also an intuition known from literature review that, in case of education, 
Ireland cannot be understood as a LME. Most striking is its structure of financing in comparison with the 
United Kingdom’s: in Ireland, 99.5% of pupils in primary education and 100% in lower secondary education 
are in the public institutions. In the United Kingdom, those shares are, respectively, 79.6% and just 40.7%.

Table 5 shows the key characteristics of clustering for higher education.
Apart from cluster 1 that combines systems that can be noted as unique, the results here are very much 

in line with DoC literature. One can clearly distinguish continental European model from Mediterranean 
and post-communist ones. Table A4 in Appendix A.2 shows the detailed comparison of the characteristics 
of the clusters in higher education. In this case, the clearest is the difference between clusters 1 and 5, but it 
should be noted that the relative differences between clusters are significantly lower than those in a model 
using variables from all levels of education.

Another question that one may ask regarding those results is whether the clusters explain the 
differences in the outcomes. Table 6 shows the results of OECD’s PISA 2015 survey that measures the basic 
skills of 15-year-old children.
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Figure 8. Cluster dendrogram: higher education. 
Source: Own estimates.

Figure 7. Countries’ representation in the first factorial plane: higher education. 
Source: Own estimates.
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There are three remarks to interpretation of this table:
1. PISA measures skills of 15-year-old children so may not be representative for all the education system, 

in particular it says nothing about effectiveness of higher education.
2. PISA is not always considered as the best estimator of the effectiveness of education.
3. There is some diversity inside the clusters (e.g., Poland is a high performer among low performers, 

main contribution for the high result of cluster 5 is of Finland).

Figure 9. Old and New Member States in the first factorial plane: higher education. 
Source: Own estimates.

Table 4. Education system clusters

Countries in a cluster Key characteristics

Ireland, Greece, Romania, Lithuania, Croatia,  
and Poland

Higher entrance age to compulsory education
Very high share of students in public institutions in secondary 
education
High enrollment in post-secondary non-tertiary education
Very low enrollment in LLL

Germany, Netherlands, Hungary, Bulgaria, Italy, France, 
Austria, Slovenia, Czech Republic, and Slovakia

High ratio of pupils to teachers in primary and secondary education
Low expenditures on primary education in relation to GDP

Luxembourg, Cyprus, Malta, Portugal, and Spain High number of students abroad
High teachers’ salaries
Very low entrance age to compulsory education

Estonia and Latvia Very low number of students in tertiary education in public 
institutions with most other characteristics relatively close to 
Scandinavian countries

Sweden, Denmark, and Finland Very high expenditures on education in relation to GDP (at all levels, 
most significantly in pre-primary education)
High enrollment in primary and secondary education

Belgium and the United Kingdom Very high expenditures on secondary education in relation to GDP
Very low number of students in public institutions, at all levels

Source: Own analyses.
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Regardless those limitations, it is striking that the differences in outcomes between clusters 1–3 and 4–6 
are very significant.

7  Conclusions and discussion
This article proposes a typology of education systems in a spirit of Bruno Amable’s DoC approach. Contrary 
to existing literature in this area, there are two novelties. First of all, it is the only study that limits its scope 
to pure education variables, rather than introducing some labor market characteristics. Thanks to that, it 
was able to better emphasize the characteristics of education system, what can be seen in higher number of 
clusters identified, and as a consequence may be more useful for comparative education research. Second 
novelty is distinguishing higher education in a separate clustering.

Six clusters of education systems in EU28 and five clusters of higher education systems were identified. 
What is important, the research confirms, that higher education systems are far more homogeneous among 
EU countries. This result suggests that EU policies may lead to actual institutional convergence among 
member states.

This clustering opens a space for future research. First step may be to analyze internal institutional 
complementarities of education systems. This however requires far more advance data set, in particular 
inclusion of qualitative data and therefore lies beyond the scope of this study.

Table 5. Higher education clusters

Countries in a cluster Key characteristics

UK, Estonia, Latvia, and Cyprus Low share students in public institutions (in doctoral 
programs = 0%)

Luxembourg Very high number of students abroad
Significantly above average share of students in business

Finland, Ireland, France, Germany, Austria, Sweden, Denmark, 
Malta, Belgium, and Netherlands

Above average expenditures on tertiary education, 
high number of students in health, and low number in 
agriculture

Croatia, Romania, Hungary, Czech Republic, Slovenia, Spain, 
Slovakia, Bulgaria, Poland, Lithuania, and Portugal

Very high number of students in agriculture program, high 
in services, and engineering programs
Very low expenditures on tertiary education in relation to 
GDP

Greece and Italy Very high ratio of students to teachers
Significantly above average share of students in humanities 
and social science
Above average enrollment to tertiary education

Source: Own analyses.

Table 6. Comparison of results of PISA survey and the clusters

Cluster 1 2 3 4 5 6

Countries in  
a cluster

IRL, GRE, ROM, LTU, 
CRO, POL

GER, NED, HUN, BUL, ITA, 
FRA, AUT, SLO, CZE, SVK

LUX, CYP, MAL, 
POR, SPA

EST, LVA SWE, DEN, FIN BEL, UK

Science 474 487.9 475 512 508.67 505.5

Reading 481.17 482.8 473 503.5 508.67 498.5

Mathematics 474.67 489.3 476 501 505.33 499.5

Source: Own estimates based on [OECD, 2018].
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The clustering for higher education proves that this type of education is somehow diverse from general 
education, so may be further investigated. It would be valuable, for example, to make a model of higher 
education with all the countries European Higher Education Area to grasp the effects of EU policies. Another 
interesting option would be to compare European higher education systems with the American one that has 
some very specific issues.

It is also crucial to extend analyses of the outcomes of education systems for given clusters. This 
research brings an extremely important policy recommendations regarding institutional arrangement of 
education systems; however, pure PISA results are not sufficient to draw any decisive conclusions.
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Table A1. List of variables in a model

Name Source Year Definition

Enrollment_low_sec World Bank 2016 Gross enrollment ratio, lower secondary, both sexes (%) – percentage 
of students to respective age population, may be more than 100%

Enrollment_post_sec World Bank 2016 Gross enrollment ratio, post-secondary non-tertiary, both sexes (%) 
– percentage of students to respective age population, may be more 
than 100%

Enrollment_pre_prim World Bank 2016 Gross enrollment ratio, pre-primary, both sexes (%) – percentage of 
students to respective age population, may be more than 100%

Enrollment_primary World Bank 2016 Gross enrollment ratio, primary, both sexes (%) – percentage of 
students to respective age population, may be more than 100%

Enrollment_tertiary World Bank 2016 Gross enrollment ratio, tertiary, both sexes (%) – percentage of 
students to respective age population, may be more than 100%

Enrollment_upper_sec World Bank 2016 Gross enrollment ratio, upper secondary, both sexes (%) – percentage 
of students to respective age population, may be more than 100%

CompusloryEdu World Bank 2017 Duration of compulsory education (years)

EntranceAge World Bank 2017 Official entrance age to compulsory education (years)

preprimary_public_share Eurostat 2016 Share of pupils in pre-school education in public institutions

primary_public_share Eurostat 2016 Share of pupils in primary education in public institutions

lowersec_sharepublic Eurostat 2016 Share of pupils in public institutions – lower secondary

uppersec_sharepublic Eurostat 2016 Share of pupils in public institutions – upper secondary

uppersec_shareVET Eurostat 2016 Share of pupils in vocational programs – upper secondary

uppersec_shareVET_public Eurostat 2016 Share of pupils in public institutions in vocational programs – upper 
secondary

shortcycle_sharepublic Eurostat 2016 Share of students in public institutions – short-cycle tertiary

bachelor_sharepublic Eurostat 2016 Share of students in public institutions – bachelor

master_sharepublic Eurostat 2016 Share of students in public institutions – master

doctoral_sharepublic Eurostat 2016 Share of students in public institutions – doctoral

LLL_12M Eurostat 2016 Participation in education and training last 12 M

students_abroad_tertiary Eurostat 2016 Share of students from abroad in all tertiary

teachers_shareofAP Eurostat 2016 Classroom teachers working full-time and part-time in primary, 
lower-secondary and upper-secondary education – as% of total active 
population [Czechia, Denmark, and Ireland NA]

preprimary_pupils_to_teachers Eurostat 2016 Pupils to teachers ratio – preprimary [Denmark, UK 2014, Estonia 
2015]

primary_pupils_to_teachers Eurostat 2016 Pupils to teachers ratio – primary [Denmark 2014, Ireland 2014]

(Continued)
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Name Source Year Definition

lowersec_pupils_to_teachers Eurostat 2016 Pupils to teachers ratio – lower secondary [Denmark 2014, Ireland NA]

genuppersec_pupils_to_teachers Eurostat 2016 Pupils to teachers ratio – general upper secondary [Ireland, Portugal 
2013]

VETuppersec_pupils_to_teachers Eurostat 2016 Pupils to teachers ratio – vocational upper secondary [Ireland, 
Portugal NA]

tertiary_pupils_to_teachers Eurostat 2016 Pupils to teachers ratio – tertiary [Denmark, Portugal, UK 2014]

publicedu_expperc_GDP Eurostat 2015 Public expenditure on education as percentage of GDP

preprimary_expperc_GDP Eurostat 2015 Public expenditure on pre-primary education as percentage of GDP

primary_expperc_GDP Eurostat 2015 Public expenditure on primary education as percentage of GDP

lowsec_expperc_GDP Eurostat 2015 Public expenditure on lower secondary education as percentage of 
GDP

uppersec_expperc_GDP Eurostat 2015 Public expenditure on upper secondary education as percentage of 
GDP

tertiary_expperc_GDP Eurostat 2015 Public expenditure on tertiary education as percentage of GDP

primary_foreignlang Eurostat 2015 Foreign languages learned – primary

lowsec_foreignlang Eurostat 2015 Foreign languages learned – lower secondary

Teacher_sal OECD 2017 Teachers’ statutory salaries after 10 years of experience, average of 
primary, lower secondary and upper secondary, as a percentage of 
average salary in the economy
Estonia and Latvia – author’s estimates on a basis of starting salaries. 
Bulgaria, Croatia, Romania, Cyprus, and Malta – missing and found in 
local statistical offices, so may not be fully comparable

Only in a set for Higher education:

alltertiary_share_Education Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of education

alltertiary_share_Humanities Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of arts and humanities

alltertiary_share_social Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of social sciences, journalism, and information

alltertiary_share_business Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of business, administration, and law

alltertiary_share_sciences Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of natural sciences, mathematics, and statistics

alltertiary_share_ICT Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of information and communication technologies

alltertiary_share_Engineering Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of engineering, manufacturing, and construction

alltertiary_share_Agriculture Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of agriculture, forestry, fisheries, and veterinary

alltertiary_share_Health Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of health and welfare

alltertiary_share_Services Eurostat 2016 Share of all tertiary students, who are enrolled in programs in the field 
of services

Table A1. Continued
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A.2 Appendix: Comparison of clusters of education systems in EU
Bolded countries appear in all typologies. For example, all authors place Czech Republic in the same cluster 
with Bulgaria.

Table A2. Comparison of clusters of education systems in EU

Farkas Rapacki and Czerniak Żurawski

Austria DEN, FIN, NED, SLO, SWE, UK DEN, FIN, GER, NED, SWE BUL, CZE, FRA, GER, HUN, ITA, NED, 
SLO, SVK

Belgium EST, FRA, GRE, HUN, IRL, LTU, LVA, 
LUX, ROM

CRO, FRA, IRL, UK UK

Bulgaria CZE, GER, POL, SVK CZE, EST, GRE, HUN, LTU, LVA, POL, 
POR, ROM, SPA, SVK

AUT, CZE, FRA, GER, HUN, ITA, NED, 
SLO, SVK

Croatia NA BEL, FRA, IRL, UK GRE, IRL, LTU, POL, ROM

Cyprus NA NA LUX, MLT, POR, SPA

Czechia BUL, GER, POL, SVK BUL, EST, GRE, HUN, LTU, LVA, POL, 
POR, ROM, SPA, SVK

AUT, BUL, FRA, GER, HUN, ITA, NED, 
SLO, SVK

Denmark AUT, FIN, NED, SLO, SWE, UK AUT, FIN, GER, NED, SWE FIN, SWE

Estonia BEL, FRA, GRE, HUN, IRL, LTU, LVA, 
LUX, ROM

BUL, CZE, GRE, HUN, LTU, LVA, 
POL, POR, ROM, SPA, SVK

LVA

Finland AUT, DEN, NED, SLO, SWE, UK AUT, DEN, GER, NED, SWE DEN, SWE

France BEL, EST, GRE, HUN, IRL, LTU, LVA, 
LUX, ROM

BEL, CRO, IRL, UK AUT, BUL, CZE, GER, HUN, ITA, NED, 
SLO, SVK

Germany BUL, CZE, POL, SVK AUT, DEN, FIN, NED, SWE AUT, BUL, CZE, FRA, HUN, ITA, NED, 
SLO, SVK

Greece BEL, EST, FRA, HUN, IRL, LTU, LVA, 
LUX, ROM

BUL, CZE, EST, HUN, LTU, LVA, POL, 
POR, ROM, SPA, SVK

CRO, IRL, LTU, POL, ROM

Hungary BEL, EST, FRA, GRE, IRL, LTU, LVA, 
LUX, ROM

BUL, CZE, EST, GRE, LTU, LVA, POL, 
POR, ROM, SPA, SVK

AUT, BUL, CZE, FRA, GER, ITA, NED, 
SLO, SVK

Ireland BEL, EST, FRA, GRE, HUN, LTU, LVA, 
LUX, ROM

BEL, CRO, FRA, UK CRO, GRE, LTU, POL, ROM

Italy POR, SPA SLO, AUT, BUL, CZE, FRA, GER, HUN, 
NED, SLO, SVK

Lithuania BEL, EST, FRA, GRE, HUN, IRL, LVA, 
LUX, ROM

BUL, CZE, EST, GRE, HUN, LVA, 
POL, POR, ROM, SPA, SVK

CRO, GRE, IRL, POL, ROM

Latvia BEL, EST, FRA, GRE, HUN, IRL, LTU, 
LUX, ROM

BUL, CZE, EST, GRE, HUN, LTU, 
POL, POR, ROM, SPA, SVK

EST

Luxembourg BEL, EST, FRA, GRE, HUN, IRL, LTU, 
LVA, ROM

NA CYP, MLT, POR, SPA

Malta NA NA CYP, LUX, POR, SPA

Netherlands AUT, DEN, FIN, SLO, SWE, UK AUT, DEN, FIN, GER, SWE AUT, BUL, CZE, FRA, GER, HUN, ITA, 
SLO, SVK

Poland BUL, CZE, GER, SVK BUL, CZE, EST, GRE, HUN, LTU, LVA, 
POR, ROM, SPA, SVK

CRO, GRE, IRL, LTU, ROM

Portugal ITA, SPA BUL, CZE, EST, GRE, HUN, LTU, LVA, 
POL, ROM, SPA, SVK

CYP, LUX, MLT, SPA

Romania BEL, EST, FRA, GRE, HUN, IRL, LTU, 
LVA, LUX

BUL, CZE, EST, GRE, HUN, LTU, LVA, 
POL, POR, SPA, SVK

CRO, GRE, IRL, LTU, POL

(Continued)
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Table A3. Mean values of the valuables for the clusters: general education

Cluster 1 2 3 4 5 6

Countries in a cluster IRL, GRE, ROM, 
LTU, CRO, POL

GER, NED, HUN, 
BUL, ITA, FRA, AUT, 

SLO, CZE, SVK

LUX, CYP, MAL, 
POR, SPA

EST, LVA SWE, DEN, 
FIN

BEL, UK

preprmiary_public_share 0.75 0.81 0.67 0.93 0.83 0.50

primary_public_share 0.97 0.94 0.80 0.92 0.91 0.63

lowersec_sharepublic 0.97 0.92 0.78 0.88 0.83 0.42

uppersec_sharepublic 0.95 0.87 0.80 0.90 0.87 0.30

uppersec_shareVET 0.39 0.56 0.32 0.50 0.50 0.56

uppersec_shareVET_public 0.98 0.86 0.88 0.94 0.86 0.23

allstudents__sharepublic 0.90 0.86 0.61 0.56 0.81 0.21

shortcycle_sharepublic 0.99 0.63 0.60 1.00 0.70 0.20

bachelor_sharepublic 0.89 0.86 0.60 0.59 0.77 0.22

master_sharepublic 0.92 0.87 0.57 0.50 0.92 0.20

doctoral_sharepublic 0.98 0.96 0.72 0.50 0.97 0.28

LLL_12M 22.22 48.74 44.28 46.05 56.10 48.65

students_abroad_tertiary 0.04 0.08 0.09 0.27 0.08 0.15

teachers_shareofAP 2.77 2.69 2.38 2.60 2.17 1.60

preprimary_pupils_to_teachers 12.50 13.45 13.58 10.05 8.70 16.25

primary_pupils_to_teachers 11.85 15.37 12.74 11.85 12.77 14.85

lowersec_pupils_to_teachers 9.12 11.71 9.18 10.40 10.80 11.90

genuppersec_pupils_to_teachers 11.75 12.68 8.30 10.50 13.30 12.40

VETuppersec_pupils_to_teachers 9.22 12.42 11.05 13.65 16.50 15.45

tertiary_pupils_to_teachers 19.98 15.78 14.80 10.75 12.07 16.60

publicedu_expperc_GDP 3.82 4.61 5.22 4.38 6.90 6.06

preprimary_expperc_GDP 0.37 0.58 0.51 0.46 1.10 0.48

primary_expperc_GDP 1.04 0.95 1.51 1.24 1.76 1.72

lowsec_expperc_GDP 0.76 0.95 0.98 0.69 1.06 0.87

uppersec_expperc_GDP 0.65 0.96 1.02 0.78 1.53 1.57

tertiary_expperc_GDP 0.93 1.11 1.15 0.97 2.04 1.42

Farkas Rapacki and Czerniak Żurawski

Slovenia AUT, DEN, FIN, NED, SWE, UK ITA AUT, BUL, CZE, FRA, GER, HUN, ITA, 
NED, SVK

Spain ITA, POR BUL, CZE, EST, GRE, HUN, LTU, LVA, 
POL, POR, ROM, SVK

CYP, LUX, MLT, POR

Slovakia BUL, CZE, GER, POL BUL, CZE, EST, GRE, HUN, LTU, LVA, 
POL, POR, ROM, SPA

AUT, BUL, CZE, FRA, GER, HUN, ITA, 
NED, SLO

Sweden AUT, DEN, FIN, NED, SLO, UK AUT, DEN, FIN, GER, NED DEN, FIN

UK AUT, DEN, FIN, NED, SLO, SWE BEL, CRO, FRA, IRL BEL

Source: Author’s estimates.

Table A2. Continued

(Continued)
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Cluster 1 2 3 4 5 6

primary_foreignlang 1.00 0.77 0.94 1.45 0.90 0.40

Enrollment_low_sec 101.14 102.46 113.95 105.16 112.60 165.28

Enrollment_post_sec 42.67 20.75 10.38 21.12 22.39 52.52

Enrollment_pre_prim 78.25 96.38 98.66 94.95 91.10 113.49

Enrollment_primary 98.89 100.50 103.61 98.16 109.03 102.37

Enrollment_tertiary 76.19 66.80 55.63 76.00 77.20 67.65

Enrollment_upper_sec 107.01 108.38 110.11 121.60 170.91 151.73

CompusloryEdu 9.33 10.80 10.40 10.00 9.67 11.50

EntranceAge 6.50 5.50 5.20 6.00 6.33 5.50

Teacher_sal 0.90 0.96 1.17 1.26 1.00 1.04

Source: Own estimates.

Table A3. Continued

Table A4. Mean values of the valuables for the clusters: higher education

1 2 3 4 5

UK, EST, CYP, LVA LUX FIN, IRL, FRA, GER, 
AUT, SWE, DEN, MLT, 

BEL, NED

CRO, ROM, HUN, CZE, 
SLO, SPA, SVK, BUL, 

POL, LTU, POR

GRE, ITA

shortcycle_sharepublic 0.17 1.00 0.70 0.84 0.00

bachelor_sharepublic 0.16 0.96 0.81 0.85 0.94

master_sharepublic 0.09 1.00 0.83 0.88 0.95

doctoral_sharepublic 0.18 1.00 0.95 0.95 0.98

LLL_12M 47.93 48.10 50.15 36.39 29.10

students_abroad_tertiary 0.13 0.47 0.10 0.05 0.04

tertiary_pupils_to_teachers 16.95 7.60 13.56 14.75 29.90

tertiary_expperc_GDP 1.33 0.51 1.58 0.94 0.75

Enrollment_tertiary 50.12 80.60 73.05 65.06 94.70

alltertiary_share_Education 7.90 11.00 8.52 8.10 4.40

alltertiary_share_Humanities 11.00 12.70 11.77 9.03 14.55

alltertiary_share_social 8.55 10.70 8.94 9.71 12.15

alltertiary_share_business 28.35 34.60 21.64 22.92 21.05

alltertiary_share_sciences 6.80 6.40 6.67 4.89 8.60

alltertiary_share_ICT 5.48 5.60 5.14 4.15 2.35

alltertiary_share_Engineering 12.98 9.10 13.46 18.00 18.85

alltertiary_share_Agriculture 1.45 1.00 1.37 2.98 3.45

alltertiary_share_Health 12.23 7.10 16.29 12.85 12.10

alltertiary_share_Services 4.75 1.70 3.28 6.53 1.40

Source: Own estimates.
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Abstract: The purpose of this paper is to evaluate the level of similarity between financial systems in selected 
Central and Eastern European countries (CEE11) and four models of capitalism in Western Europe identified 
by B. Amable [The diversity of modern capitalism, 2003]. A comparative analysis in this institutional area 
was done on the basis of six variables. Three of them represent inputs, that is, institutional determinants, 
and other three variables describe outputs of institutional regulations. For each of them coefficients of 
similarity between a CEE11 country and a selected Western European country were calculated, and based 
on it the similarity hexagons were created. In this paper, two pictures of the institutional arrangements 
were taken: for 2005 and for 2014. Additionally, an analysis of changes that took place in institutional 
solutions in the CEE11 countries, based on the variables and the coefficients of similarity, was carried out.

The analyses showed that in the area of financial intermediation, the group of CEE11 countries in 2005 
was characterized by the greatest similarity to the Continental model of capitalism. The same investigations 
carried out for 2014 indicate a significant shift in the analyzed area toward solutions typical of the 
Mediterranean model.

Keywords: financial systems, comparative empirical study, Central and Eastern Europe
JEL Classification: P51

1  Introduction
The main task of the financial intermediation system indicated by Amable [2003] is to provide enterprises 
with funds to finance their economic activity. The financial intermediation system is an institutional area, 
also distinguished in many other studies on the models of capitalism [Mykhnenko, 2005, Zielenkiewicz, 
2013, Bohle and Greskovits, 2012, Hall and Soskice, 2001, Coates, 2000, Hall and Gingerich, 2009]. These 
systems are defined as centralized, if the banking system plays the most important role in them (as financial 
intermediaries), or decentralized, when this function is primarily performed by the capital market. 
The analyses relate to the size, significance and share of both these segments in the national financial 
intermediation systems. The study also included financing from abroad in the form of direct investments.

Central and Eastern European (CEE) countries, moving from a centrally planned economy to a market 
economy, faced the necessity to build a financial intermediation system from the basis (or rebuilt an  
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existing one), so they could choose a model, which they considered to be the most appropriate [Babos, 2010, 
Bohle and Greskovits, 2012]. It is worth mentioning that an in-depth discussion on this subject was rather 
not conducted. The CEE countries simply implemented a set of recommendations prepared by experts from 
Western Europe and the United States [Rapacki, 2009]. This group of countries differs in this respect from 
the countries that have previously joined the European Union, because the financial systems functioning 
there is the result of long-term development and evolution.

2  Research method
This study rejects the idea of creating a separate category for the economies of CEE countries, that is, 
Dependent Market Economies, proposed by Nölke and Vliegenthart [2009]. In order to identify models of 
capitalism in selected 11 countries from CEE (CEE11; Bulgaria, Croatia, Czech Republic, Estonia, Hungary, 
Lithuania, Latvia, Poland, Romania, Slovakia and Slovenia), four countries of Western Europe were selected, 
representing four European models of capitalism identified by Amable [2003]: Anglo-Saxon model—the 
United Kingdom; Mediterranean model—Spain; Continental model—Germany and Scandinavian/Nordic 
model—Sweden. The reference countries were selected arbitrarily on the basis of the author’s expert 
knowledge and researches presented by Amable [2003] and Próchniak et al. [2016]. Literature review, expert 
knowledge and analysis of information available in databases allowed to select six variables to conduct the 
analysis:
a) [DCPS]—domestic credit to private sector (% gross domestic product [GDP], World Bank, 2017)
b) [FDI]—foreign direct investments, calculated as the difference between average direct investment 

inflows and average direct investment outflows from 2004 to 2006 and 2013 to 2015, respectively (% of 
GDP; own calculations based on World Bank, 2017)

c) [MIPFA]—the sum of mutual fund assets, insurance company assets and pension fund assets (all of 
them in % GDP, own calculations based on World Bank, 2017)

d) [GPEA]—gross portfolio equity assets (% GDP, World Bank 2017)
e) [SMC]—stock market capitalization (% GDP, World Bank 2017)
f) [BAC-5]—assets of the five largest banks to the assets of all banks (World Bank 2017).

The first three indicators, that is, [DCPS], [FDI] and [MIPFA] are treated as input variables, and the 
remaining three, that is, [GPEA], [SMC] and [BAC-5] are output variables. They represent both resources and 
financial flows appearing in the analyzed economies.

For each variable, a partitive coefficient of similarity was calculated. It shows the similarity between 
the CEE11 country and the selected country from Western Europe. If its value is 100, it means that the CEE11 
country has the same value of variable as the reference country. Hence there is a complete resemblance. 
However, if the value of the partitive similarity coefficient is equal to 0, it should be understood that these 
countries show a complete lack of similarity, because the value of the variable for the CEE11 country is 
outside the following range (regardless of the direction of disparity):

 (XrefC - 3 × SD(X1,…, X15); Xrefc + 3 × SD(X1,…, X15)),

where XrefC is the value of the X variable for the reference country (representing a given model of capitalism) 
and st. dev. (X1, …, X15) is the standard deviation of the X variable in the entire analyzed group.

If the value for a given variable is between 0 and 100, then the partitive similarity coefficient is calculated 
in proportion to the distance between the value of the variable for the reference country and the limit value 
in this range.

Based on the calculated partitive similarity coefficients, similarity hexagons are constructed. They are 
used to compare the CEE11 countries to the reference countries of Western Europe. The tops of hexagons 
represent variables describing the area of financial system. The greater the hexagon area (field), the greater 
the similarity of countries in a given area. From the six partial similarity coefficients obtained for each 
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CEE11 country in relation to four reference countries, the arithmetic mean is calculated. It is treated as a 
synthetic similarity coefficient.

3  Results of the analysis

3.1  Year 2005

It can be stated, in general, that financial intermediation system in the CEE11 countries in 2005 was the 
most similar to the Continental model, represented by Germany (Table 1). The Mediterranean model was the 
second most similar to these economies. But it should be emphasized that the differences between values 
of similarity coefficients for these two models are low for all CEE11 countries (usually 0.8–1.6 pp, regardless 
of the direction). The similarity in this respect to other countries/models is much lower.

Bulgaria is the only exception in this general calculation. The financial system of the country was 
characterized by the highest similarity to Spain, that is, the Mediterranean model, although the similarity 
to the Continental one was almost high, but the lowest among all CEE11 countries. Bulgaria was far from 
the model of capitalism operating in Sweden and the United Kingdom. The highest similarity to Spain was 
recorded for the GPEA and MIPFA variables, describing the importance of the capital market. On the other 
hand, DCPS and BAC-5 were similar to Spain to a small extent. The similarity to Germany is high for SMC 
and moderately high for GPEA and DCPS. Bulgaria was different from any other Western European countries 
in terms of FDI. Almost the entire area of hexagons of similarity to Germany and to Spain remained on the 
output side (Figure A1 in Appendix).

Croatia’s financial system was one of the most similar to West European countries. It showed the 
greatest similarity to the Continental model and only slightly lower to the Mediterranean one. This was 
mainly due to the very high resemblance to the German economy in terms of SMC. Compliance was also 
high for BAC-5, FDI and DCPS. In case of Spain, the highest similarity concerned BAC-5, GPEA and MIPFA. 
The values of similarity coefficients for the other two models of capitalism were almost half lower. In terms 
of FDI, Croatia was the closest to the British economy and, in terms of DCPS, to the Swedish one. The 
high degree of similarity to the United Kingdom in case of BAC-5 was also noteworthy. Most of the area of 
hexagons of similarity to Germany and Spain occurred on the output side (Figure A3 in Appendix).

Table 1. Coefficients of similarity—financial system (2005)

Country (2005) Reference country

Germany Spain Sweden The United Kingdom

Bulgaria 36.0 37.6 14.4 13.6

Croatia 60.8 59.9 35.7 32.1

Czech Republic 56.4 55.4 31.1 26.4

Estonia 56.7 51.1 42.7 20.4

Hungary 57.4 56.4 32.1 35.4

Latvia 56.8 55.9 31.7 33.3

Lithuania 62.9 57.2 39.0 27.2

Poland 49.7 48.8 27.0 28.0

Romania 46.5 45.7 21.7 24.5

Slovakia 50.3 49.4 25.2 26.2

Slovenia 62.0 61.1 36.8 37.3

Own calculations.
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The Czech financial system was to a small extent similar to the Western European ones, but it was 
characterized by the highest similarity to Germany, and thus to the Continental model, and only slightly 
lower to Spain. Compliance with the Scandinavian and Anglo-Saxon model was already significantly 
lower. The high similarity coefficient to Germany seemed to be the result of a comparable SMC and, to a 
lesser extent, GPEA values. GPEA was very high in Spain and very low for other reference countries. Also 
noteworthy is MIPFA, which in the analysis of similarity to Spain achieved a high value. In terms of FDI the 
discussed country was the closest to the United Kingdom, mainly due to the direction of flows. The value of 
DCPS, although different from the values observed in the reference countries, was the most similar to that 
of Sweden and Germany. The major parts of the both hexagons of similarity (to Germany and to Spain) were 
located on the output side (Figure A5 in Appendix).

Estonia’s financial system was characterized by the highest similarity to Germany, that is, the Continental 
model, and secondly to Spain. The similarity coefficient to Sweden was quite great, mainly due to the high 
value of BAC-5 in both countries. Substantial resemblance to Germany resulted from the importance of 
the stock exchange—SMC reached here the highest value among all CEE11 countries. High alikeness to the 
United Kingdom in FDI resulted mainly from the same direction of capital flows, because the values were 
not comparable. In turn, high similarity factors to Spain for MIPFA and GPEA were a consequence of the 
relatively weak development of financial markets in both Spain and other CEE11 countries. However, the 
value of GPEA was the highest among all analyzed CEE11 countries. Both, the hexagons of similarity to 
Germany and Spain, were mostly on the output side (Figure A7 in Appendix).

As a result of the analyses it can be concluded that Hungary’s financial intermediation system was 
characterized by the highest similarity to Germany, that is, the Continental model. The likeness to the 
Mediterranean model was only slightly lower. The similarity to the Anglo-Saxon model was one of the 
highest in the whole group of CEE11. Hungary was similar to Germany primarily in terms of SMC and 
FDI. The DCPS variable showed the greatest similarity to Sweden. MIPFA and GPEA displayed the largest 
compliance to Spain and, secondly, to Germany. For BAC-5 and FDI, there was a high resemblance to the 
United Kingdom. The hexagon of similarity to Germany was evenly on half on the input and output sides. In 
case of Spain, the hexagon was shifted slightly to the output side (Figure A9 in Appendix).

Latvia showed the greatest resemblance to Germany, that is, the Continental model, and not much 
lower to Mediterranean one. The similarity to the United Kingdom was low, but one of the highest among 
CEE11 countries. In terms of BAC-5, Latvia was comparable with the United Kingdom and Spain. The value 
of the similarity coefficient in the area described by the FDI variable was quite high for the United Kingdom. 
The resemblance to Spain as defined by MIPFA and GPEA was the highest. The second in this respect was 
the German economy. The shallow capital market of Latvia put the country closest to the Germany. DCPS, 
higher than the average for CEE11 countries, placed it next to the Scandinavian and near Continental model. 
The analysis of the hexagon of similarity showed that in both Germany and Spain, roughly half of the figure 
was on the side of inputs and half on the side of outputs (Figure A11 in Appendix).

The Lithuanian financial system was also characterized by the highest similarity to Germany, that is, 
the Continental model and it was the highest similarity to Germany among all the analyzed countries. 
Out of six analyzed areas, the greatest similarity to this country concerns the BAC-5. This was the effect of 
the above-average value of this variable among the CEE11 countries. Lithuania has developed a relatively 
large capital market, similar in relative size to the German one. The second in this respect was the Spanish 
financial system. Similarity coefficients for MIPFA and GPEA were the highest for Spain, whereas FDI was 
the highest for the United Kingdom. The greater part of the hexagons of similarity to Germany and to Spain 
was on the output side (Figure A13 in Appendix).

The Polish financial intermediation system—as in most CEE11 countries—showed the greatest similarity 
to Germany, that is, the Continental model. The second was Spain, with only the small difference between 
similarity coefficients. The value of DCPS in Poland, one of the lowest among CEE11 group of countries, gave 
the greatest similarity to Sweden and Germany. The same was true for the BAC-5, but this gave the highest 
resemblance to the United Kingdom this time. SMC, one of the highest in the region, brought Poland closer 
to Germany. MIPFA and GPEA turned out to be the most similar to Spain, whereas FDI gave the position 
closest to the United Kingdom. More or less half the area of the hexagon of similarity to Germany and Spain 
was on the side of inputs and on the side of the outputs (Figure A15 in Appendix).
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Romania was characterized by a small similarity to the financial intermediation system of all the 
reference countries. The ratio of similarity to Germany, that is, the Continental model, turned out to be the 
highest. Spain was in the second place. DCPS value, lowest among the CEE11 countries, brought a position 
far from all reference countries. BAC-5 gave a rather high resemblance to the United Kingdom and Sweden. 
FDI, in turn, brought the country closest to the United Kingdom. MIPFA and GPEA achieved the highest 
similarity to Spain, and SMC turned out to be relatively the closest to Germany. The greater part of the 
hexagon of similarity to this country was on the side of the results, as in the case of Spain (Figure A17 in 
Appendix).

In the area of financial intermediation, Slovakia reached the highest resemblance to Germany, that is, 
the Continental model. It was only slightly lower to Spain and definitely lower to the other two reference 
countries. Slovakia was characterized by a relatively small SMC value, which gave it the highest similarity to 
Germany in this respect. MIPFA and GPEA were the closest to Spain, and DCPS to Sweden and Spain. As for 
FDI, the shortest distance was (and therefore the largest similarity) to the United Kingdom. BAC-5 brought 
the highest resemblance to Spain and the United Kingdom. The hexagon of similarity to Germany and Spain 
was to a greater extent on the side of the outputs (Figure A19 in Appendix).

The similarity coefficients for Slovenia in the area of financial intermediation occupied one of the 
highest positions for all reference countries. However, the highest was the similarity coefficient to 
Germany, that is, to the Continental model and then to Spain. In terms of BAC-5, Slovenia was closest to the  
United Kingdom. DCPS was higher than the average for the region, hence quite high resemblance to 
Germany and Sweden in this aspect. FDI reached a value lying exactly between the United Kingdom and 
Germany, which resulted in a very high similarity in both cases. MIPFA and GPEA were the closest to Spain, 
and SMC to Germany. The hexagon of similarity to this country was more or less on the side of inputs and 
outputs. The same could be said about the hexagon of similarity to Spain (Figure A21 in Appendix).

3.2  Year 2014

After 9 years, the situation in the CEE11 countries had changed significantly. In almost all cases, the similarity 
coefficient to Germany increased. However, changes completed in the financial intermediation brought 
most countries even closer to the institutional architecture characterizing Spain, hence the Mediterranean 
model. These were: the Czech Republic, Hungary, Latvia, Poland, Romania and Slovenia. Only four 
countries—Croatia, Estonia, Lithuania and Slovakia—still showed the greatest similarity to Germany. The 
differences between similarity coefficients for these two reference countries were usually small, but the 
shift toward the Mediterranean model was clearly visible. The smallest similarity—just like in 2005—could 
be seen in case of the Anglo-Saxon and Scandinavian models (Table 2).

Bulgaria invariably showed the greatest resemblance to Spain, that is, to the Mediterranean model and 
high degree of compliance with the Continental model. The likeness to the Scandinavian and Anglo-Saxon 
models remained low. The similarity to Spain has increased in five dimensions: GPEA, MIPFA, DCPS, FDI 
and SMC. In the case of BAC-5 Bulgaria moved away from Germany, which was the result of a significant 
increase in the value of the variable for Germany. The similarity to the United Kingdom and Spain in terms 
of FDI had significantly increased mainly due to the lowering of this variable for Bulgaria and, to a lesser 
extent, FDI changes in the reference countries. High similarity to Germany in the areas described by DCPS, 
GPEA and SMC persisted. The greater part of the area of hexagons of similarity to Spain and Germany 
remained on the output side; however, in comparison with 2005, it looks clear that there has been a shift to 
the input side of the figure (Figure A2 in Appendix).

Croatia’s financial system remained relatively close to the Continental model, although compliance 
with the Mediterranean one was also high. The similarity to the other models remained at a low level. High 
likeness was noticeable in the area of BAC-5, in particular to Germany and Sweden. This was the result of a 
significant increase in the concentration of banking sector assets in Croatia. The country had become very 
similar to Germany in terms of SMC, and also DCPS, GPEA and MIPFA. However, these last two variables 
were the closest to Spain. FDI, in turn, remained at the level most similar to the British one. Compared with 
2005, the shift of the hexagon of similarity to Spain to the side of inputs was visible, whereas it was not the 
same for the hexagon of similarity to Germany (Figure A4 in Appendix).
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The Czech system of financial intermediation has departed on the scale of similarity from the 
Scandinavian and Anglo-Saxon models. However, it became similar to the Continental model and above 
all to the Mediterranean one—it was characterized by the greatest similarity to Spain. It was the result of 
the high likeness in GPEA and MIPFA. Due to the very low but positive value of FDI, the Czech Republic 
was the closest to Spain and Germany. Only in terms of DCPS and SMC, the resemblance was higher in 
relation to Germany than to Spain. The analysis of the hexagons of similarity confirmed that in the Czech 
Republic there has also been a shift in similarity to these two reference countries toward inputs (Figure A6 
in Appendix).

Estonia had impressively approached the Continental model represented by Germany. Spain was 
in second place. High resemblance to these countries resulted from similar DCPS (increased in Estonia 
and decreased in these reference countries) and FDI. In terms of MIPFA and GPEA Estonia moved toward 
Spain, whereas in the SMC it was the closest to Germany. The BAC-5 increased (similarly as in the reference 
countries), which most closely resembled the country to Germany and Sweden. The hexagon of similarity 
to Germany compared with 2005 changed its shape slightly and moved to the side of inputs. It was different 
in the case of Spain and it was more or less by half on the side of inputs and outputs. There had also been a 
shift in similarity from the area of outputs to the area of inputs (Figure A8 in Appendix).

In the field of financial intermediation, the similarity of Hungary to Germany and Spain had increased, 
but resemblance to the United Kingdom and Sweden had decreased. The greatest likeness to the 
Mediterranean model occurred, which was different from the one in the previous analyzed year. This was 
primarily the effect of very high similarity to Spain and also to the United Kingdom in the BAC-5 area. It is 
worth noting that the resemblance in this respect increased in relation to all reference countries. Similarity 
to Spain for MIPFA, GPEA and FDI was high. In terms of DCPS, Hungary was the closest to Germany. The 
similarity hexagon to Germany as compared with 2005 shifted toward the outputs, which was quite unusual 
compared with the previously presented analyses of CEE11 countries. The shape of the hexagon of similarity 
to Spain was quite akin to that of 2005, so the relation between similarity in the sphere of inputs and outputs 
remained very similar (Figure A10 in Appendix).

On the scale of similarity, Latvia approached Germany and Spain (to a much greater extent), hence the 
Mediterranean model. It was relatively farthest away from the Anglo-Saxon and Scandinavian models. The 
value of BAC-5 increased significantly, bringing Latvia closer to Spain and the United Kingdom. Similar 
changes, though on a smaller scale, also concerned FDI. DCPS significantly increased, which resulted in 
a high level of similarity to Germany in this respect. The likeness in the other three areas was comparable 
with that of the whole group of CEE11 countries: high for MIPFA and GPEA in relation to Spain and high for 

Table 2. Coefficients of similarity—financial system (2014)

Country (2014) Reference country

Germany Spain Sweden The United Kingdom

Bulgaria 45.2 48.4 12.7 24.1

Croatia 72.8 66.9 36.5 33.8

Czech Republic 61.0 64.2 24.4 23.0

Estonia 72.4 66.5 35.0 28.1

Hungary 61.6 63.8 25.2 29.1

Latvia 61.0 64.3 24.6 34.9

Lithuania 59.9 56.6 25.7 21.8

Poland 59.7 62.9 24.0 30.4

Romania 47.5 50.7 12.3 21.0

Slovakia 67.5 67.4 31.9 22.6
Slovenia 52.3 55.5 15.3 22.2

Own calculations.
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SMC in relation to Germany. The shape of the hexagon of similarity to Spain did not change much compared 
with 2005. Approximately half was still on the side of inputs and half on the side of outputs. In the case 
of the figure of similarity to Germany, the larger part of the field was still on the output side (Figure A12 in 
Appendix).

The resemblance of financial system of Lithuania decreased in relation to all reference countries. It 
remained the most alike German, that is, the Continental model, but the similarity to the Mediterranean 
one was only slightly smaller. The DCPS value, much lower than the average for the CEE11 countries, placed 
this country also far from the reference countries. This also applies to SMC, because the capitalization of the 
Lithuanian stock market has dropped significantly. The high resemblance to Spain in terms of MIPFA and 
GPEA was understandable due to the limited development of capital market. The value of FDI turned out 
to be closest to Spanish. The highest similarity to the reference countries concerned BAC-5. It was the result 
of a significant increase in the concentration of banking assets in Lithuania. The shape of the hexagon of 
similarity to Spain has changed only slightly compared with 2005, and the shift toward the inputs side was 
visible. The greater part of the hexagon of similarity to Germany was on the side of the outputs, likewise in 
2005 (Figure A14 in Appendix).

The similarity coefficient for Poland increased in relation to all reference countries except Sweden. The 
highest was the coefficient of similarity to Spain, hence the Mediterranean model, but the resemblance to 
Germany was not much smaller. The DCPS increased and brought Poland closer to the reference countries, 
the closest to Germany. FDI set Poland near the United Kingdom. MIPFA and GPEA showed the greatest 
resemblance to Spain, and SMC to Germany. The concentration level described by BAC-5 increased, but it 
was still below the average for CEE11 countries. In this respect, the similarity was the greatest for Spain and 
the United Kingdom. Both the hexagon of similarity to Germany and the figure of similarity to Spain were 
mostly on the left side, in the sphere of outputs (Figure A16 in Appendix).

Romania occupied the last or penultimate place among CEE11 on the scale of similarity to 
the reference countries. Similarity coefficients increased to Germany and Spain, and made the 
financial system the most similar to the Mediterranean model. With regard to the other two reference 
countries, these coefficients decreased. In terms of BAC-5, the largest similarity affected Spain and the  
United Kingdom, although the level of concentration itself changed slightly in Romania. The SMC 
indicated the greatest similarity to Germany, but MIPFA and GPEA showed the highest resemblance 
to Spain. DCPS, one of the lowest in the region, allowed to estimate the resemblance to Germany as 
moderate. The greater part of the hexagon of similarity to Germany was situated on the outputs side, but 
one could see a shift toward the inputs. The similarity to Spain spread more or less equally to the input 
and the output sides (Figure A18 in Appendix).

Slovakia was characterized by a high similarity to all the reference countries, the highest to Germany 
and thus the Continental model. The similarity to Spain was almost as high and it reached the highest 
value among all the CEE11 countries. Due to the negative FDI, it showed high resemblance to the reference 
countries (except the United Kingdom). DCPS gave a high likeness to Germany, whereas the relatively high 
BAC-5 brought a high resemblance to Spain and the United Kingdom. In terms of MIPFA and GPEA, Slovakia 
was the closest to Spain, and SMC to Germany. The hexagon of similarity to Germany was a fairly regular 
figure—in all dimensions the similarity was high, and the sides of inputs and outputs were almost equal. In 
turn, the hexagon for Spain was mostly on outputs side and there was some shift toward inputs as compared 
with 2005 (Figure A20 in Appendix).

The similarity of Slovenia to all reference countries has decreased. This is the second such case among 
analyzed countries. The values of coefficients of similarity belonged to the lowest among the CEE11. The 
coefficient of similarity to Spain, and hence to the Mediterranean model, had the highest value. The second 
in order was Germany. The resemblance in terms of MIPFA and GPEA was the highest in relation to Spain. 
The SMC was the most similar to Germany. The BAC-5 decreased, which resulted in a decrease in similarity 
to each of the reference countries, while similarity to Spain and the United Kingdom turned out to be the 
largest. FDI placed Slovenia at a similar distance from both the United Kingdom and Spain. When it comes 
to DCPS, the country was the closest to Germany. The greater part of the hexagon of similarity to Spain, and 
also to Germany, was on the side of outputs (Figure A22 in Appendix).
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4  Comparison for 2005 and 2014
In Table 3, the changes that took place between 2005 and 2014 in percentage points of the coefficients of 
similarity of CEE11 to the reference countries representing four models of capitalism are presented.

The greatest change was observed in case of Slovenia. The country moved away from Sweden (Nordic 
model) by 21.5  pp. In fact, it drifted away from all the reference countries likewise. Similar direction of 
changes, although smaller differences, can be observed in Lithuania. The country moved the farthest 
away from Nordic model (13.3  pp) than from Anglo-Saxon one (5.4  pp). The resemblance to the Anglo-
Saxon and Nordic models in the area of financial system decreased in case of Czech Republic, Hungary 
and Romania, and at the same time increased in relation to the Mediterranean and Continental models. 
Bulgaria, Estonia, Latvia and Poland, in terms of similarity, approached to all the reference countries except 
Sweden. Slovakia took a step back in resemblance to the United Kingdom, but approached the Scandinavian 
model the most from the whole group of CEE11 countries. Croatia was the only state that increased the 
coefficient of similarity to all of the reference countries. Bulgaria noticed highest increase in likeness to the  
United Kingdom, which—although in a smaller scale—was also observed for Estonia, Poland, Latvia and 
already mentioned Croatia.

The highest increase in similarity to the reference countries was recorded by Slovakia (18.0 pp to Spain; 
17.2 pp to Germany) and Estonia (15.4 and 15.7 pp, respectively). A remarkable step in the same direction was 
taken by Poland (14.1 and 10.0 pp, respectively) and Bulgaria (10.8 and 9.2 pp, respectively). Czech Republic, 
Hungary, Latvia were also closer to the Continental model (range from 4 to 5) and the Mediterranean 
one (range from 7 to 9). Finally, Romania made the least step toward institutional solutions existing in 
Continental and Mediterranean models.

Looking at the results of the research, several overall conclusions can be formulated. First of all, 
changes in institutional architecture of financial intermediation system in analyzed group of countries 
moved them away from Anglo-Saxon and (the most) from Scandinavian models of capitalism. At the same 
time, they approached the Continental and Mediterranean ones. The greatest step forward was taken 
toward Mediterranean model, represented by Spain.

CEE11 countries were characterized by the greatest resemblance to Spain in GPEA and MIPFA. As far as 
GPEA is concerned, the similarity was high both in 2005 and in 2014 (the partitive coefficients of similarity 
values were close to 80). In case of MIPFA, an increase in similarity can be observed (approximately from  
70 to 80). The average similarity in BAC-5 was high in the beginning and in the end of analyzed period 

Table 3. Change of the coefficients of similarity between 2005 and 2014—financial system (percentage points)

Country Reference country

Germany Spain Sweden The United Kingdom

Bulgaria 9.2 10.8 –1.7 10.5
Croatia 12.0 7.0 0.8 1.7
Czech Republic 4.6 8.8 –6.7 –3.4
Estonia 15.7 15.4 –7.7 7.7
Hungary 4.2 7.4 –6.9 –6.3
Latvia 4.2 8.4 –7.1 1.6
Lithuania –3.0 –0.6 –13.3 –5.4
Poland 10.0 14.1 –3.0 2.4
Romania 1.0 5.0 –9.4 –3.5
Slovakia 17.2 18.0 6.7 –3.6
Slovenia –9.7 –5.6 –21.5 –15.1

Own calculations.



258   B. Horbaczewska

(around 70), but in case of FDI it grew up (to over 60 from 40). In terms of SMC the likeness was quite 
low, and during the reviewed period it increased slightly. The smallest values were assumed by partitive 
coefficients of similarity for DCPS, but they were also increased (from 20 to 30). The similarity of the CEE11 
countries to Spain remained at a high level or increased in the analyzed scope and time interval. The 
resemblance is clearly more concerned on the outputs side (approximately 60) than on inputs side (50), 
both in 2005 and 2014. This general conclusion for the entire group of CEE11 countries coincides with the 
analyses made earlier, for each country separately.

Resemblance to Germany also results from the high values of partitive coefficients of similarity for 
GPEA and MIPFA. In case of the first variable, it increased from around 50 to 70 and for the second variable 
from 40 to 55. Although the partitive coefficient of similarity for the SMC was high, it fell in the analyzed 
period (approximately from 80 to 70). The decrease in the value of this coefficient was also recorded in 
the case of BAC-5 (by a few points, from around 60) and FDI (from about 45, by some 10 points) variables. 
However, a significant increase of similarity for the DCPS (from 50 points by half) was noticed. The analysis 
of the source data indicates that this is primarily the effect of a drop in the DCPS value in Germany.  
Also in this case, the majority of the similarity is concentrated on the outputs side (over 60) than on inputs 
(around 50). This also coincides with previous analyses.

5  Discussion and conclusions
After these detailed analyses, several observations and conclusions can be made:
a) In 2005 in the area of financial intermediation, CEE11 countries were most similar to the Continental 

model of capitalism, represented by Germany. Bulgaria was the only exception.
b) The second one in these classifications was the Mediterranean model, represented by Spain. Bulgaria 

was the exception.
c) The difference in the average values of the coefficient of similarity between the Continental and the 

Mediterranean models was insignificant;
d) In all countries of the region, the variables MIPFA and GPEA reached the values closest to the Spanish 

ones, and in the case of the variable SMC to the German ones.
e) The values of the other variables were not in clear order.
f) Hexagons of similarity were located by half in the inputs and outputs sides; in many cases, the shift of 

the hexagon to the output side was detected.
g) The shapes of some similarity hexagons for different CEE11 countries were alike, but it is difficult to 

indicate any regularity.
h) The institutional changes that took place between 2005 and 2014 in both the CEE11 and reference 

countries led to a change of the model to which the region’s countries showed the highest similarity. 
The CEE11 countries had become the most similar to Spain, that is, the Mediterranean model. There 
were four exceptions: Croatia, Estonia, Lithuania and Slovakia.

i) In the second place, in terms of similarity in 2014, there was a Continental model represented by 
Germany. The four countries mentioned earlier showed up the greatest similarity to it.

j) The difference in average values of coefficients of similarity for these two models remained insignificant.
k) For Continental and Mediterranean models of capitalism, the similarity increased from 2005 to 2014, 

and for the other two models they decreased.
l) The CEE11 countries moved away the most from the Scandinavian model.
m) As in 2005, in all countries of the region the variables MIPFA and GPEA reached the values closest to the 

Spanish ones, and in the case of the variable SMC to the German ones.
n) The values of other variables were organized without any clear order.
o) The hexagons of similarity were arranged by half on the inputs and half on the outputs sides, or mostly 

on the inputs side, either to a large extent on the outputs side. However, it seems that more often than 
in 2005 there was a shift toward outputs side of figures.

p) Some hexagons of similarity were alike each other, but it is hard to indicate any regularity.
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Appendix

Figure A1. The hexagon for Bulgaria (year 2005).

Figure A2. The hexagon for Bulgaria (year 2014).

Figure A3. The hexagon for Croatia (year 2005).
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Figure A4. The hexagon for Croatia (year 2014).

Figure A5. The hexagon for Czech Republic (year 2005).

Figure A6. The hexagon for Czech Republic (year 2014).
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Figure A7. The hexagon for Estonia (year 2005).

Figure A8. The hexagon for Estonia (year 2014).

Figure A9. The hexagon for Hungary (year 2005).
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Figure A10. The hexagon for Hungary (year 2014).

Figure A11. The hexagon for Latvia (year 2005).

Figure A12. The hexagon for Latvia (year 2014).
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Figure A13. The hexagon for Lithuania (year 2005).

Figure A14. The hexagon for Lithuania (year 2014).

Figure A15. The hexagon for Poland (year 2005).
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Figure A16. The hexagon for Poland (year 2014).

Figure A17. The hexagon for Romania (year 2005).

Figure A18. The hexagon for Romania (year 2014).
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Figure A19. The hexagon for Slovakia (year 2005).

Figure A20. The hexagon for Slovakia (year 2014).

Figure A21. The hexagon for Slovenia (year 2005).
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Figure A22. The hexagon for Slovenia (year 2014)
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Abstract: Since “Belt and Road initiative” (BRI) has been launched, the major volume of academic studies 
focus on the consideration of Eurasian land and maritime transport routes. Experts on Chinese foreign 
policy and geopolitical strategy emphasize possible positive and negative aspects of the initiative for the 
states involved. The business and political circles from Eastern Baltic Sea region are looking for possible 
ways to attract cargo to its ports. Yet, the possible transformations of Chinese foreign trade flows in the 
context of BRI are now under academic consideration. We focus on the evaluation of ports’ possibilities 
to handle Chinese cargo. The key issues of our study include the choice of cargo transportation routes and 
opportunities to attract Chinese investment to expand port and logistics infrastructure. The methodology 
of the research is based on statistical data analysis for the further comparison of transport routes.  
Our empirical results demonstrate that Eastern Baltic Sea ports can attract little part of Chinese trade flows.

Keywords: Eastern Baltic Seaports, Eurasian trade, China’s Belt and Road Initiative, cargo transport, 
regional economic development
JEL Classification: F02, F17, R40, R41, R48, R58

1  Introduction
According to the official outline, Belt and Road initiative (BRI) aims to “promote the connectivity of Asian, 
European and African continents and their adjacent seas, establish and strengthen partnerships among 
the countries along the Belt and Road, set up all-dimensional, multi-tiered and composite connectivity 
networks, and realize diversified, independent, balanced and sustainable development in these countries.” 
[Official website of Belt and Road Initiative]. Thus, the initial idea of BRI was to cooperate and build 
partnership with China in the field of creation, modification, and unification of domestic infrastructure and 
production base. Initially, China helped developing and underdeveloped countries to overcome poverty by 
means of structural support of selected sectors.

Currently, the Initiative, faced with a number of problems and increasing systemic opposition from 
geopolitical competitors, is changing and evolving. BRI’s current goals are to find new markets abroad, 
export of excess capacity, increased use of the yuan, and promoting the growth of Chinese influence in the 
world, which once again confirms the thesis on the geopolitical scale of the project.

BRI regions are Eastern, Southeast, Central and West Asia, North Africa, and Eastern Europe (more 
than 60 countries of the world). That is why this initiative has risen into a global driver toward building 
a new geopolitical model of the world. Such a geographical scope is understandable. China needs stable 
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partners. It also needs stable suppliers of resources and markets. The markets of developed countries 
are more attractive to China. However, their development is possible only after preliminary preparation.  
The wider Afro-Eurasia space was chosen as the testing ground. The initial task of the Xi Jinping government 
was to help developing countries “to become more competitive in respect of international trade, they must 
first develop an internal development model that allows them to materially maximize the potential of their 
own national characteristics and national resources.”

For these purposes, hundreds of billions of dollars are allocated to developing countries by Chinese 
financial institutions in the form of aid package, good will investment, open credit lines, and bespoke loans. 
And it is much better than cash injections, which are used by the USA in the framework of its neoliberal 
developmental model. The US model effectively seeks to secure geopolitical loyalty and future trade deals 
through cash incentives. By contrast, China imperceptibly enters into the composition of infrastructure 
facilities, first as an investor and partner, then as an owner, thereby ensuring for itself the guarantees of 
their continued availability. The new term “debt trap” is actively used in business and among policymakers 
to denote the results of Chinese support for individual transport and logistics facilities.

The Memorandum of Understanding (MoU) with China was signed by many countries of the Eurasian 
continent, in particular, Russia, Kazakhstan, and Belarus. There is an interesting list of European countries 
that have already signed a Memorandum of Understanding with China: Croatia (the deep-water port of 
Koper), the Czech Republic, Hungary, Greece, Malta, Poland, Portugal, and Italy. It should be pointed out 
that the Baltic countries did not sign the MoU.

For Russia, Poland is the most interesting, first of all in terms of the prospects for eliminating the 
restrictions of the Polish railway infrastructure on the Europe–China transit route (not only the restrictions 
of the railway near the Brest-Malashevich border crossing but also the Polish railway infrastructure in 
whole). Russian experts believe that Polish infrastructure restrictions create “windows of opportunities” 
not only for the ports of the Baltic countries but also for the St. Petersburg and the Leningrad regions.

In 2018, Malaysia, Myanmar, Pakistan, Bangladesh, and some other countries refused (or reduced their 
participation in the projects of “One Belt, One Road”). The actual seizure of Sri Lanka’s Hambantota port by 
China and the fear of “debt pit diplomacy” further weakened the credibility of this project. Consequently, 
many Asian countries began to doubt Beijing’s mutually beneficial promises win–win cooperation.

In 2019, China’s interest in the economies of the EU member states was increased. The official visit of 
Xi Jinping to Europe proved to be productive. Political leaders of the European Union assess the situation 
objectively.

The EU’s leaders emphasize that the balance of challenges and opportunities China presents has  
shifted. Jyrki Katainen, Vice-President responsible for jobs, growth, investment and competitiveness, 
believes that [Commission reviews relations with China, 2019]

“EU and China are strategic economic partners as well as competitors. Our economic relationship can be hugely mutually 
beneficial if competition is fair and trade and investment relations are reciprocal. With this Communication we make concrete 
proposals on how the EU can act to strengthen its competitiveness, ensure more reciprocity and level playing field, and protect 
its market economy from possible distortions.”

China’s role in the EU economy and policy is ambiguous. On the one hand, China is a cooperation 
partner. Therefore, the EU needs to find a balance of interests with China. On the other hand, China is 
an economic competitor in pursuit of technological leadership and a systemic rival promoting alternative 
models of governance. According to the last Joint Communication of European Commission, the EU pursues 
three objectives [Commission reviews relations with China, 2019]:
•	 The EU should deepen its engagement with China to promote common interests at global level.
•	 The EU should robustly seek more balanced and reciprocal conditions governing the economic 

relationship.
•	 Finally, in order to maintain its prosperity, values, and social model over the long term, there are areas 

where the EU itself needs to adapt to changing economic realities and strengthening its own domestic 
policies and industrial base.
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The EU has to use different policy areas and sectors to exert more leverage for its objectives.
The example of Italy shows that the history of the weak is not an example to be followed by the strong. 

Italy has become the richest country in the Chinese initiative. Many EU countries, in particular Germany 
and France, are still skeptical of this Chinese initiative. But economists point to the successful operation 
of the Greek port of Piraeus, the controlling stake of which belongs to the Chinese state company COSCO.

The Italian government hopes that the Italian ports of Trieste and Genoa will become similar points of 
entry for Chinese goods in Europe. The parties plan to cooperate for the development of roads and railways, 
bridges, civil aviation, ports, and the energy sector. Italy’s cooperation with China is a matter of concern 
for the USA and the EU, since participation in the One Belt, One Road project gives China access to the 
infrastructure sectors of the G7 country (telecommunications and ports).

Within the framework of the transport and logical section of the project, the creation of three trans-
Eurasian economic corridors is considered: northern (China – Central Asia – Russia – Europe), central 
(China – Central and Western Asia – Persian Gulf and Mediterranean Sea), and southern (China – Southeast 
Asia – South Asia – Indian Ocean). As a possible further expansion of the geography of the routes, the 
Northern Sea Route is also considered (Figure 1). It should be pointed out that the official position of China 
on the passage of routes is not made public. Therefore, in our study, we rely on expert forecasts and evaluate 
existing transport corridors.

Under these conditions, countries that are in the BRI zone are trying to use new opportunities regardless 
of whether their governments have signed the MoU with China. The Baltic States are no exception.  
The partial loss of Russian transit cargo is forcing them to look for new sustainable goods flows, in  
particular from China and other Asian countries. On the other hand, the fear of getting into debt trap does 
not allow them to come closer to China by signing an agreement. The governments of the Baltic countries 
view ports as national strategic assets. The transfer of control over ports is out of the question. Russia 
adheres to the same position.

The study investigates whether China’s trade flows affect the activities of the ports of the Eastern Baltic 
and vice versa. The primary goal of the research is to identify major routes of Asian–European cargo traffic 
in Eastern Baltic region.

The article is structured as follows. Section 2 depicts the theoretical issues of BRI. Section 3 deals with 
the methodological background of the analysis. Section 4 elaborates on the Eurasian trade performance 
related to the Eastern Baltic Sea region. Section 5 presents a summary of the key findings and the resulting 
conclusions.

Figure 1. The Belt and Road Initiative’s transport routes.  
Source: Official website of Belt and Road Initiative.
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2  Literature review
Started in 2013, the project “Belt and Road Initiative (BRI)” became an actual issue for scientific discussion. 
The most publications do not focus on transport and logistics issues (Table 1). General and political cases 
were under the consideration.

Table 1. Number of papers on the BRI in China’s CSSCI journals

Keywords Number of papers

2012 2013 2014 2015 2016 Sum

Silk Road Economic Belt (SREB) 1 8 73 167 102 351
Maritime Silk Road (MSR) 1 3 22 76 46 148
Belt Road Initiative (BRI) – – 11 397 350 758
Sum 2 11 106 640 498 1,257
Transport SREB 1 – 7 15 11 34

MSR – – 1 2 2 5
BRI – – – 11 14 25

Sum 1 0 8 28 27 64
Logistics SREB – – 1 4 7 12

MSR – – – 1 – 1
BRI – – – 7 2 9

Sum 0 0 1 12 9 22

Source: Chinese Social Science Citation Index (CSSI) (2017) [Lee et al., 2018, p. 291].

Despite the worldwide interest in the Initiative, the most of the academic literature on the BRI have 
been published in Chinese. However, some papers are available in English in special issues of leading 
international journals (Table 2).

Table 2. Number of papers on the BRI in SSCI/SCI/SCIE journals

Keywords Number of papers

2012 2013 2014 2015 2016 2017 Sum

BRI – – – 3 18 4 25
Transport and logistics BRI – – – 2 4 2 8

Source: Taylor and Francis Online; Ingenta; Elsevier; ScienceDirect; Emerald Insight; Wiley Online Library;  
Web of Science [2017] [Lee et al., 2018, p. 292].

The major economic-related topics for the discussion are as follows:
1. Business components of BRI include industry, investment, international trade, and cross-border 

network [Chen and Zhang, 2015; Georgiev, 2015; Tan and Zhou, 2015; Fallon, 2015; Blanchard, 2016; 
Chen and Yang, 2017; Palit, 2017];

2. Infrastructural issues include shipping, port competition, port capacity [Chang and Lee, 2007;  
Lee et al., 2011; Chen et al, 2013; Zhang and Lam, 2013; Lee and Lam, 2017, 2015; Pardali et al, 2016; 
Palit, 2017]; intermodal connectivity, routing, maritime, and rail network [Lee and Lee, 2015; Brewster, 
2017; Zhang et al, 2019];

3. European-Chinese cooperation and EU’s expectations [Dumitrescu, 2015; Kee, 2015].

The failed experience of the ports of Sri Lanka was considered by Ruan et al. [2019]. They demonstrated 
that major Indian ports have increased cargo turnover and number of vessel calls. The growing BRI-centric 
land-based economic corridors generate a large volume of cargos from hinterlands up to China. South and 
East Indian coastal ports use the ports of Sri Lanka for transshipment.
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The researchers believe that increased capital flows from China will result in insubstantial 
development of present maritime and land infrastructure in Sri Lanka. From the perspectives of the 
Chinese government and business, the transshipment through Sri Lankan ports provides China with 
more logistics options for reaching European and African markets. However, the modernization of the 
ports presents not only opportunities but also challenges for Sri Lanka. The challenges caused by the 
competition from alternative BRI routes and the threat of incorporating by Chinese business as a result 
of falling into the “debt trap.”

Lee et al. [2018] overview key structural elements of BRI, focusing on transport corridors, city 
clusters, dry ports, infrastructure, zoning, and area development. They identify the expected impacts of 
the BRI on trade and implications on structural changes in transportation systems, port networks, and 
international logistics. The researches analyze the updated BRI’s six main corridors with connecting 
cities and routes. They believe that two routes (China, Mongolia, and Russia Economic Corridor,  and 
Beijing–Moscow Eurasian high-speed transport corridor) will connect China with Russia by land [Lee 
et al., 2018, p. 286]. China, Mongolia, and Russia Economic Corridor, or “Heilongjiang Silk Road Belt”, 
is aimed at facilitating international trade in Northeast Asia and providing access to the Pacific Ocean 
[Greater Tumen Initiative].

Possible BRI alternative, the Northern Sea Route, is the shortest maritime passage between Eastern 
Asia and Western Europe. Russian Polar regions are rich in natural resources. That is why Arctic traffic 
attracts the attention of academicians, businessmen, and state institutions. Erokhin and Tianming 
[2018] focus on the international cooperation on exploration of Arctic sea routs and interests of 
China. They believe that the Northern Sea Route has certain advantages over other available Arctic 
shipping corridors. Fanqi and Bennett [2019] investigate bilateral cooperation in transport and energy 
infrastructure sectors. They evaluate the impacts of the project type, location, and scale of infrastructure 
diplomacy on the design, construction, and exploitation of different objects, in Arctic zone, in particular. 
Official policy statements also highlight the importance of cross-country cooperation in infrastructure 
sectors. Thus, in 2019, Russian President V. Putin proposed to unite the Russian Northern Sea Route and 
the Chinese MSR.

European researchers take a more cautious position about BRI. Thus, Ghiasy et al. [2018] believe that 
BRI objectives serve China’s core interests mainly, but some of these overlap with the European Maritime 
Security Strategy. Security cooperation within the BRI framework may be limited for now. This has to do, in 
particular, with the security consequences of the BRI, and some of them are the result of Chinese approaches 
and the product of stakeholder receptiveness [Ghiasy et al., 2018, p. 33].

There is a short list of academic studies devoted to the features of the Eastern Baltic ports and their 
transit capacities. The study of Canfield [1993] employs the “shift-share” technique to evaluate the seaports 
in Baltic States in terms of their competitiveness. Disruption of long-standing trade dependencies is 
compounded by Russia’s policy decision to reroute foreign trade cargoes away from Baltic State ports to 
Russian ones. Shifting traditional hinterlands for Baltic State ports will impact on their ability to invest in 
essential modernization and expansion projects. Back in 1993, Canfield expected that potential strategy 
for capturing a niche and reclaiming the role of the Eurasian trade is participation in the Trans-Siberian 
Railway “land-bridge” business model. Klopott [2013] overviews the Polish port industry with the focus on 
environmental issues.

3  Methodology

3.1  Data and methods

The main databases used in our study are International Trade Center statistics, official websites of the 
ports, the Port Administrations and transport sections of the state statistical services of Estonia and Latvia. 
The poor availability of official data on the cargo turnover of some Eastern Baltic ports leads to decreasing 
research period.
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In view of the short period of existence of the initiative (6  years), we cannot apply the methods of 
correlation and econometric analysis. Therefore, mining and calculating statistical data for the further 
observation and comparison are used as the main method of quantitative analysis.

Using the method of statistical analysis, we examine visually a current situation in industrial-trade-
transport-transit chains and define the further prospects of these chains formation and functioning.  
The results and comparison of primary data allow to find strengths and weaknesses of Russia–Baltic States 
transport and transiting cooperation as well as advantages and priorities of East–West (China–Russia–
Kazakhstan–Baltic and Nordic states) transport traffic adequately reflected in trade flows [Vorontsovskiy 
and Efimova, 2016].

Dynamics in transport and logistics relations and business contacts allows us not only to identify 
the factors that shape national transit policy but also to submit its short-term forecasts. To clarify the 
problem, we use statistical series for characterizing separate sectors of the Baltic States transport markets 
functioning.

Comparing routes in this study, preference is given to those that have the smallest length and minimum 
number of transshipments from one mode of transport to another. We proceed from the fact that overcoming 
the additional distance and changing the transport mode lead to an increase in the transportation time and 
its rise in price.

3.2  Case description

Ports’ facilities to attract Asian cargoes are considered from two points of view: its geographical location 
and logistical capacities. According to these criteria, three Baltic Sea ports (Figure 2) can compete for  
large-scale traffic flows from Asia.

Figure 2. Major ports of Baltic States.  
Source: Baltic States and neighboring territories.
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3.3  Port of Klaipeda

The authorities of the Port of Klaipeda provide statistical data about container turnover of the Eastern coast 
of the Baltic Sea states’ ports (Table 3).

Table 3. Container turnover in the ports of the Eastern coast of the Baltic Sea, TEU

Port Container turnover

2013 2014 2015 2016 2017 2018

St. Petersburg 2,514,440 2,374,876 1,715,139 1,745,182 1,920,650 2,130,721
Klaipeda 402,747 450,428 392,674 443,312 472,000 750,000
Riga 381,099 387,603 355,241 385,937 445,984 469,342
Tallinn 253,627 260,293 208,784 202,327 230,409 241,001
Kaliningrad 322,624 325,189 179,378 189,180 239,198 276,429
Ust-Luga 64,000 106,757 89,820 83,934 75,262 69,131
Liepaja 4,523 3,615 3,669 2,312 3,829 2,991

Source: Federal State Budget Agency “Administration of Seaports of Baltic Sea,” Statistics Estonia, Central Statistical  
Bureau of Latvia, Official site of Free Port of Riga Official site of Port of Klaipeda, Official site of Port of Liepaja.

Geographical location of Klaipeda ensures the shortest way of cargo delivery from China to Sweden, 
southern Norway and Denmark. It is the primary advantage of the port that attracts cargo owners to handle 
commodities in Klaipeda.

The possibilities of the Port of Klaipeda spatial expanding are limited. New avant-port is under 
construction. The relocation of freight terminals from old harbor to the alluvial territories is planned.  
But the Council of Klaipeda has not finally approved the General plan of the city development. Thus, 
application to the EU for funding is now pointless.

In case of excess demand over supply in transshipment facilities, a part of the cargo can be transferred 
to nearby ports. Leading shipping companies calling at the port of Klaipeda go to the port of Gdansk as 
well. Thus, selection of the shipping company is not a decisive factor in routing procedure of consignors. 
The main criteria are supposed to be the own assets in the port. We could observe at least two positive 
cases of the foreign direct investment (FDI) in the port. Port operator “China Merchants” proposed to 
build a specialized container port in Klaipeda. It would be a guarantee of Chinese goods transshipment 
through the port. JSC “Belaruskali” owns by 30% of terminal bulk cargo assets. Belarusian company is 
the main shareholder of the Lithuanian JSC “Fertimara” that is engaged in cargo transportation by sea, 
ship brokerage and chartering, and provides freight forwarding services. The company also offers customs 
brokerage and warehouse services as well as cargo handling [Fertimara official website].

Port of Klaipeda development “pro” argument is international cargo liner trains. Railway routes connect 
the port of Klaipeda with Lithuanian regions, post-Soviet countries, and China. We note that “Merkurijus” 
shuttle links two neighbor ports: Klaipeda and Kaliningrad.

3.4  Free Port of Riga

Free Port of Riga may be useful for traffic to Northern Scandinavian territories. Riga is the nearest 
transshipment port for cargo delivery to Stockholm, Oslo, Northern Sweden, and Norway.

The administration of Free Port is interested in joining the project “One Belt, One Road.” Chinese 
consigners consider the port Authorities as a serious player. Latvia borders Russia, and it has a reliable 
transport infrastructure developed in the Soviet period. That is why the freight train linking Riga and Yiwu 
(Eastern China) is already running.

The positive argument “pro” transit attraction is implementation of environmental requirements. 
Modern logistics and loading and unloading infrastructure on the island of Krievu were built to reduce 
pollution in the historic center of the city due to the transfer of cargo terminals. The project includes 
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construction of four water berths with depth of 15.5 m with the opportunity of further deepening to 17 m. 
Thus, the port of Riga in future can become deeper port in comparison with Klaipeda and Gdansk harbors.

3.5  Port of Gdansk

The technical possibilities of direct sea links with Asian ports lead to the development of DCT. The statistics 
of container handling (Table 4) shows rapid growth and positive prospects.

Table 4. Container handling in DCT Gdansk, 2013–2018 

2013 2014 2015 2016 2017 2018

TEU 1,177,623 1,212,054 1,091,202 1,299,373 1,580,508 1,948,974
Tones 9,745,259 10,366,114 10,706,301 13,398,464 16,412,887 19,850,762

Source: Official website of Port of Gdansk.

The Port Authorities make smart business policy and increase cooperation with the city government. 
As a result, E class and Triple-E class container ships started to call at the Port of Gdansk in 2011 and 2013, 
respectively. Two shipping alliances1 and four shipping lines2 replenished the list of shipping companies in 
DCT Gdansk in 2015. Construction of a new terminal aimed at doubling the annual cargo handling capacity 
of the DCT to 3 million TEU was began in January 2015. As a result, container “buffer” was estimated to be 
1,700,627 TEU in 2016. In October 2016, Deepwater Container Terminal (DCT) Gdansk became the largest 
container terminal in the Baltic.

4   Prospects of Eastern Baltic ports in Eurasian trade:  
empirical studies

The Baltic States, interested in loading their seaports, are forced to build business relations with 
representatives of the business of large Eurasian countries, primarily Russia and China. It is a mistake 
to plan the possible volumes of international transit, without taking into account the mutual interest of 
countries in economic cooperation. It is advisable to create additional transport infrastructure facilities 
if there are prospects for creating companies for industrial or logistic processing of transit cargo. For the 
time being, the Baltic countries are attracting transit cargo instead of Russian export and import leaving for 
domestic ports.

Despite difficult political relations, the volume of foreign trade with Russia substantially exceeds 
similar figures for China. Now Kazakhstan is considered as a promising partner. This Central Asian 
country is strengthening its presence in the region, especially in Lithuania. Since 2013, Lithuanian 
exports to Kazakhstan have exceeded exports to China and imports from Kazakhstan, respectively, since 
2017 (Table 5).

The smallest volumes of foreign trade of the Russian Federation with the Baltic countries are in 2016. 
We attribute this not to the consequences of the imposed sanctions, but to the general deterioration of the 
economic situation in the world. The foreign trade turnover of Estonia, Latvia, and Lithuania with China 
and Kazakhstan in the period under review reached a minimum also in 2016, although no EU sanctions 
were imposed on these countries.

The significance of trade relations with Russia is confirmed by the results of calculating the ratios of 
exports and imports of the Baltic countries, respectively, with Russia and China (Table 6).

1  2M (Maersk Line and MSC) and G6 (APL, Hapag-Lloyd, HMM, MOL, NYK, and OOCL).
2  UASC, Teamlines, Hamburg Sud, and DAL.
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Table 6. Foreign trade of Baltic States with Russia and China: comparative analysis, ratio

2013 2014 2015 2016 2017 2018

Lithuania’s imports 13.03 8.62 5.70 5.05 4.37 5.33
Lithuania’s exports 55.27 50.04 30.79 24.81 22.02 21.00
Latvia’s imports 3.15 2.90 2.59 2.37 2.37 2.57
Latvia’s exports 13.97 10.41 7.73 6.70 7.55 7.56
Estonia’s imports 1.28 1.43 1.22 0.91 0.92 2.09
Estonia’s exports 20.85 12.12 7.87 6.82 6.37 4.72

Source: Authors’ own calculations based on Table 1.

The strongest positions of Russia in the period under review are noted in Lithuania. The weakest is 
noted in Estonia. In all the Baltic countries, a relative decline in bilateral trade with Russia compared with 
China is noticeable.

For Eurasian cargo flows to Poland, Sweden, Finland, and Norway, the Baltic countries can be considered 
as transit countries. Comparative statistical analysis of export–import flows in Poland and Sweden showed 
a replacement for the leader. Russia by 2016 has lost its position. China, on the contrary, strengthens its 
trade presence in the region. It is difficult to identify permanent trends in this short period (Table 7).

Table 7. Poland’s import and export (mln. US$)

Poland’s imports

2013 2014 2015 2016 2017 2018

China 19,301 22,993 22,380 23,448 26,474 21,197
Russia 25,261 23,406 14,359 11,537 14,761 19,215
Kazakhstan 590 1,719 948 538 921 2,135

Poland’s exports

2013 2014 2015 2016 2017 2018

China 2,120 2,251 2,017 1,911 2,305 2,488
Russia 10,805 9,408 5,707 5,787 6,947 7,971
Kazakhstan 597 571 402 326 478 518

Source: Trade statistics for international business development.

Table 5. Exports and imports of Baltic States (mln. US$)

2013 2014 2015 2016 2017 2018 2013 2014 2015 2016 2017 2018

Lithuania’s imports Lithuania’s exports

China 751 884 806 784 929 1,010 117 135 113 136 202 223
Russia 9,784 7,621 4,597 3,958 4,059 5,386 6,467 6,755 3,479 3,374 4,449 4,682
Kazakhstan 200 717 318 318 1,010 1,010 586 545 430 317 473 445

Latvia’s imports Latvia’s exports

China 446 468 461 444 498 581 111 140 120 130 157 177
Russia 1,405 1,356 1,192 1,051 1,181 1,496 1,551 1,457 927 871 1,185 1,338
Kazakhstan 52 43 12 7 8 11 80 64 47  43 41 47

Estonia’s imports Estonia’s exports

China 1,466 1,506 1,262 1,262 1,471 814 157 204 171 191 248 219
Russia 1,873 2,161 1,544 1,150 1,348 1,701 3,274 2,473 1,346 1,302 1,579 1,033
Kazakhstan 70 98 61 48 59 3 170 138 47 38 53 41

Source: Trade statistics for international business development.
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Statistics for Sweden and Finland confirms the presence of intra-industry cooperation between 
enterprises in China and the Nordic countries. Investments here are an alternative to commodity trading. 
Swedish data show (Table 8) the same as Poland’s shift leading import trade partner from Russia to China. 
In case of Swedish export, China was and still is the important trade partner.

Table 8. Sweden’s imports and exports (mln. US$)

Sweden’s imports

2013 2014 2015 2016 2017 2018

China 6,720 7,292 6,987 6,512 6,972 9,027
Russia 7,051 7,938 4,521 3,660 4,375 5,511
Kazakhstan 17 16 7 15 13 10

Sweden’s exports

2013 2014 2015 2016 2017 2018

China 6,004 5,771 5,321 5,336 6,813 7,710
Russia 3,531 3,145 1,702 1,659 2,136 2,195
Kazakhstan 148 92 82 147 103 90

Source: Trade statistics for international business development.

In spite of the general decrease of foreign trade volumes, Russia remains the essential trade partner of 
Finland (Table 9).

Table 9. Finland’s imports and exports (mln. US$)

Finland’s imports

2013 2014 2015 2016 2017 2018

China 4,856 4,856 4,856 4,856 4,856 4,856
Russia 13,929 13,929 13,929 13,929 13,929 13,929
Kazakhstan 635 635 635 635 635 635

Finland’s exports

2013 2014 2015 2016 2017 2018

China 3,495 3,205 2,666 2,850 3,729 4,022
Russia 7,023 6,069 3,444 3,234 3,796 3,780
Kazakhstan 209 227 141 126 103 122

Source: Trade statistics for international business development.

Thus, nowadays, Poland and Sweden are much more involved in the Chinese trade flows. Cargo flows 
to Sweden seem to be perspective from the transit point of view. Depending on the location of Scandinavian 
business entities, the ports of Gdansk, Klaipeda, and Riga provide the shortest route for Asian commodities. 
Finland–China foreign trade demonstrated stable volumes in 2012–2016. Main lines of the Russian Rail 
Network can be used for the optimal delivery schemes.

Sweden is the most attractive Chinese trade partner in Nordic region. Decreasing Finland’s 
import from China is explained by the reorganization of Nokia OYJ in particular. Nowadays, the 
largest Finnish company is in UNCTAD TNC prestige rating list (92nd position according to the World 
Investment Report – 2017 [The world’s top 100, 2018]). Thus, growth of China–Finland trade flows can 
be expected.

China–Nordic trade flows for the last 5 years are shown in Table 10.
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Table 10. China–Nordics bilateral trade (mln. US$)

China’s imports

2013 2014 2015 2016 2017 2018

Sweden 6,987 6,792 6,417 6,158 7,884 8,947
Denmark 3,376 4,057 4,095 4,238 4,212 4,389
Finland 3,906 4,051 3,485 3,455 4,259 4,776
Norway 3,468 4,469 4,146 3,231 3,129 3,418

China’s exports

2013 2014 2015 2016 2017 2018

Sweden 6,799 7,168 7,099 6,310 7,026 8,254
Denmark 5,711 6,548 6,151 5,404 6,511 7,298
Finland 5,832 5,099 3,541 2,875 2,846 3,086
Norway 2,737 2,731 2,857 2,600 2,489 2,652

Source: Trade statistics for international business development.

The dynamics of China–Nordic trade is illustrated in Figure 3A,B.
The figures show that the economic crisis has had a significant impact on this trade relationship except 

Chinese export to Denmark and Sweden. Stable commodities flows need an adequate infrastructure. 
Chinese import from Sweden has been reviving for the past 2 years. Thus, the most promising transit routes 
for the Asian transit of the Baltic countries are Sweden and Denmark. Stable commodities flows need an 
adequate infrastructure.

As we noted earlier, the main flow of goods is expected in the ports of Poland and Baltic States, namely 
Gdansk, Klaipeda, and Riga.

5  Key findings
The empirical results demonstrate that the ports can attract little part of Chinese trade flows.

So, the strategic goal of the Baltic States and Poland ports is defined by their niche in international 
traffic. Port of Gdansk are likely to attract Asian cargo flows by its best technical opportunities. But its 
geographical location is worse than the port of Klaipeda. The weak position of the Port of Kaliningrad is 
caused by the double customs procedures and high railway tariffs.

On the basis of the criteria of minimizing transit land route, the port of Klaipeda has the best prospects 
of handling Chinese goods. Until the completion of the avant-port, transshipment capacity of the port 
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Figure 3. (A) China’s imports. (B) China’s exports. 
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will be limited. During peak periods, port of Kaliningrad has a chance to handle transit cargo flows in 
cooperation with port of Klaipeda. The weak position of the Port of Kaliningrad is caused by the double 
customs procedures and high railway tariffs.

Port of Gdansk are likely to attract Asian cargo flows by its best technical opportunities. But its 
geographical location is worse than the port of Klaipeda. Ports of Gdansk and Riga are likely to attract 
cargoes for its further delivering to Western European port, Southern Scandinavia, and Stockholm region, 
respectively. Further prospects of the port of Gdansk are determined by the capacity of the Polish rail and 
road transport infrastructure.

Leningrad region, as can be expected, will be used as a transit area for goods delivering to Finland by 
rail. But in case of political instability, the risks of economic cooperation between giant and small countries 
increase. So, ports of Saint Petersburg and Leningrad Province become a fallback option for cargo delivery 
from China to Western Europe.

The administrations of St. Petersburg and the Leningrad Region have no obvious interest in the 
development of port facilities. Ports are subject to federal ownership. Their activity brings low tax incomes 
to regional budgets. At the same time, the detrimental consequences of their activities are eliminated at 
the expense of the funds of St. Petersburg and the Leningrad Region. So, the question about the interest of  
St. Petersburg Authorities whether or not to handle Chinese goods in the port is still open.

6  Concluding remarks
The current legislation of the Russian Federation motivates ship owners and cargo owners to use the 
service capacities of Russian ports. Some Russian companies have found their handle niche in domestic 
ports. Other business entities, focusing on their assets in Baltic States ports, do not change its time-tested 
freight routes. To support national ports and guarantee constant cargo traffic, Baltic States’ officials 
and business actors implement a strategy for attracting Eurasian transit. Ambitious project “Belt Road 
Initiative” is considered as the most promising for the survival, further sustainable development and 
functioning of Baltic States’ port infrastructure. The task of empirical research is to assess the potential 
opportunities and infrastructure of the Baltic States ports to find their highly competitive regional segment 
of international traffic.

BRI focuses on the region’s larger markets. Ten largest markets of BRI region (India, Russia, Indonesia, 
Korea, Turkey, Saudi Arabia, Iran, Thailand, Taiwan, and Poland) will account for over half of the region’s 
opportunities. These markets are more open to local and foreign players. Chinese state-owned enterprises 
have struggled to win large market share in many of these markets. They will need foreign partners, suppliers, 
or technologies to win on a sustained basis. Rail freight between China and Europe is already growing. 
Logistics multinationals, such as DHL, and DB Schenker, are major drivers of railway cargo delivering, not 
least because Germany plays a pivotal role in European in-land hub.

The empirical results demonstrate that the ports can attract little part of Chinese trade flows. The 
strategic goal of the Baltic States ports is defined by their niches that they occupy in international goods 
traffic.

Baltic States have small open economies. They cannot expect large commodity flows that China 
dispatches to giant countries. Moreover, initiative participants of BRI should be aware of the fact that 
China is seeking benefits primarily for itself. The initiative gives birth to alternative routes that should force 
different countries to compete with each other for the benefit of China. China is not only a fickle partner, 
but also a cunning adversary.

The major ports of Baltic States ports have limited capacities to be very attractive for China’s cargoes. 
On the other hand, the ports have capacity to handle a small share of Chinese exports to Europe; specialized 
in the supplies to Nordic countries primarily. In the current situation, the position of the Port of Gdansk 
looks more promising.

Our study has a few limitations, which will provide the basis for future research. The article employs 
simple statistical analysis as a tool in predicting future possible scenarios based on evidence available at 
present time. On the basis of past trends and current behavior of the port and trading sectors, the intuitive 
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logic-based outcomes are inferred from nonstatistical evidence and proof. Future research will therefore 
consider applying more sophisticated statistical techniques to improve the accuracy of scenarios projected 
for the port network using the trends and patterns.
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The International Conference World Economy 2019: Learning from the Past and Designing the Future was held 
on May 9 and 10 at the Warsaw School of Economics (SGH). The conference was the main event within the 
celebration of the 70th anniversary of the World Economy Collegium at SGH, organized by the Collegium and 
the Foreign Trade Faculty Alumni Association of Warsaw School of Economics (SGPiS/SGH) on May 6–10, 
2019. The celebration was held under the honorary patronage of the Polish Economic Society. The jubilee 
celebration involved a lecture of the Chairman of the Council of Economic Advisers of the US Presidents’ 
Office, Dr. Kevin Hasset, at the SGH. Dr. Kevin Hasset shared his considerations on issues related to the 
American economy and subsequently held a discussion concerning the topic “Poland and Free Markets, 
Lessons for The World” with the Dean of the World Economy Collegium, Prof. Marzenna Weresa.

Issues related to the development of the global economy and the resulting challenges and opportunities 
for Poland were also the keynote of the jubilee conference World Economy 2019: Learning from the Past and 
Designing the Future, held to celebrate the 70th anniversary of the Collegium of World Economy.

Owing to its diversified and inspiring programs, including plenary sessions with world renowned 
keynote speakers, thematic tracks, poster sessions, panel discussions, and a students’ debate, the conference 
was supported by the National Bank of Poland under its economic education program. The event, honored 
by the participation of both domestic and international researchers (e.g., from China, Georgia, Germany, 
Hungary, Japan, Lithuania, Malaysia, Russia, and United Kingdom), as well as policymakers and business 
representatives, provided an excellent opportunity to reflect on the development of international economics 
and business throughout the decades, paving the way for collaborative shaping of the future. The conference 
was aimed at discussing current theoretical and empirical issues in economics and international business; 
at the disseminating of research results, with a particular focus on the challenges, dilemmas and potential 
opportunities related to the development of the world economy; as well as creating an open and inspiring 
forum for the exchange of knowledge and experience among researchers, business leaders, entrepreneurs, 
policymakers, and students.

The discussions during the conference were focused around several important topics related to 
new phenomena in the global economy, including shifts in economic centers, globalization, global 
value chains, international migration, trade agreements, sharing economy, development of information 
technologies, international expansion of enterprises, and use of the Internet. Particular attention was 
devoted to integration and disintegration processes in the global economy (including structural changes 
in the European Union (EU), Poland in the European Union (EU), Asian integration); smart, balanced, and 
inclusive socioeconomic development in the context of globalizing markets (digitization, ICT, inclusiveness, 
energy, environment, and fourth industrial revolution); determinants of international competitiveness of 
economies, regions, branches, industries, and enterprises (such as institutions, human capital, finance, 
innovation, foreign trade, FDI, technology transfer, internationalization of enterprises, competitiveness 
of locations, new business models, and cultural consumer behavior in the global market); and sciences 

 Open Access. © 2019 Katarzyna Sum, published by Sciendo.
 This work is licensed under the Creative Commons Attribution-NonCommercial-NoDerivs 4.0 License.

*Corresponding author: Katarzyna Sum, Collegium of World Economy, SGH Warsaw School of Economics, Warsaw, Poland

Conference Report



 World Economy 2019: Learning from the Past and Designing the Future   283

for socioeconomic policy (e.g., new industrial policy, innovation policy, financial policy, international 
economic policy, and economic policy of the EU and the euro-area countries).

The keynote speakers at the conference were world renowned economists, i.e., Prof. Sándor Kerekes 
(Corvinus University of Budapest), who gave a lecture entitled “What is the impossible? SDG’s as wicked 
problems!”, and Prof. Rajneesh Narula (Henley Business School, University of Reading), who spoke about 
“The unsustainability of globalization in the face of economic nationalism”. Prof. Kerekes emphasized in 
his speech that the world needs supranational cooperation in the area of sustainable development, and 
that mere declarations and goals’ setting, such as of the ones put forward by the United Nations, are not 
enough to solve the problems and dilemmas of the contemporary civilization. Prof. Kerekes underlined that 
in order to achieve wealth and improve the quality of life, it is essential to establish relations needed for the 
cooperation between heterogeneous milieus – science and business, young people and older generations, 
and national and international environments. Also Prof. Narula reflected on the social aspects of economic 
development. He outlined that the liberalization of the commodity markets and capital flows entail not 
only substantial economic advantages but also social costs. They particularly contribute to increasing 
inequalities, which bring about social discontent, giving raise to populist movements and the development 
of economic nationalism. Prof. Narula pointed out that the case of Brexit is one of the displays of the 
mentioned tendencies.

Lively discussion was ensued also within the parallel thematic sessions: International Economic 
Policy, Challenges to International Business, Politically Incorrect Globalization, Diversity of Capitalism 
in the European Union, Fifteen Years Since Poland’s Accession to the EU Internal Market: More or Less 
Integration?, China’s Belt and Road Initiative – Path Towards a New Economic Order?, International 
Financial Markets and Corporate Finance, and The Problem of Industry Cartelization. The conference also 
entailed two Alumni debates, organized by the Foreign Trade Faculty Alumni Association SGPiS/SGH, which 
allowed to apply a practitioner’s view to the contrast between profits and ethics and the need of values in 
business. Overall 40 speakers presented their research papers; moreover, five thematic sessions were held 
in the form of panel discussions with the participation of international researchers, policymakers, and 
business representatives. Considerable attention of the conference participants and students was attracted 
by the students’ debate, focused on issues related to China’s economic development and political power, as 
well as the need of institutional reforms in this country. Conference participants showed also substantial 
interest in the two poster sessions, involving 56 presenters.

The fruitful discussions and debates during the conference allowed to draw crucial conclusions 
concerning the current challenges facing the world economy and Poland. The conference participants 
underscored particularly the need of establishing supranational regulations and standards in a globalized 
world, to prevent the rise up of economic nationalism and to fight increasing economic inequalities and 
the degradation of the natural environment. The introduction of supranational regulations is particularly 
essential, given the fact that individual countries have decreasing power in creating legal and institutional 
frameworks for the functioning of markets. Global enterprises, beyond national jurisdiction, are not directly 
impacted by country-level regulations; hence, introducing supranational regulatory institutions could be a 
start to prevent further deterioration of the negative externalities of globalization. Beyond regulatory policy, 
one must stress the necessity to improve the governance of global enterprises in the area of corporate 
responsibility, to control the potential social effects of their activity.

The conference attracted substantial attention of close to 400 domestic and international researchers, 
SGH/SGPIS Alumni, policymakers, business representatives, and students, due to the possibility of 
broadening the knowledge about current challenges for the Polish and global economies in the dynamically 
changing international environment. The conference provided also excellent networking opportunities, 
as well as valuable possibilities of exchanging views and establishing cooperation between conference 
participants from academia and business.

The strategic partner of the event was PKO Bank Polski. The event was sponsored by several institutions: 
Platinium Sponsors – Fundacja “Orlen Dar Serca”, ING Bank Śląski, Bank Millenium SA, mBank, and 
Volkswagen Bank GmbH oddział w Polsce; Gold Sponsors – Cushman & Wakefield and Fundacja Polska 
Bezgotówkowa; and Silver Sponsors– Deutsche Bank Polska and Związek Banków Polskich. The in-kind 
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sponsor of the gala dinner was Stock Polska sp. z o. o. The media patronage was held by Money.pl, 
Rzeczpospolita, and Wprost.

The large scale of the celebration of the 70th anniversary of the World Economy Collegium and the 
jubilee conference reflected the abundance and significance of the contacts of SGH academics with 
prestigious research institutions worldwide, business representatives, practitioners, and policymakers. 
An important role was played by the Foreign Trade Faculty Alumni Association of Warsaw School of 
Economics (SGPiS/SGH), which aims at supporting the development of business elites and leaders. 
The World Economy Collegium and the Foreign Trade Faculty Alumni Association are planning further 
joint initiatives to support the education of future business professionals and to integrate the milieus of 
science and business.




