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In a Nutshell
• Motivation: "insider-outsider society“ model - individual 

groups of society (“insiders”) control or influence 
government, for insiders’ collective benefit. 

• Contribution: Classification of countries run by an 
insiders’ government or not, by exploring  single indices 
and constructing composite indicators considering industry 
level labor, financial, innovation and market structure 
insights

• Findings: ITA & SVK appear as the most consistent 
countries run by an insiders’ government, followed by CZE, 
ESP, GBR, GRC, NLD



Motivation

• The "insider-outsider society" model proposes a 
politicoeconomic system characterized by selfish elites 
with market power.

• These elites cooperate to influence the government in 
protecting and promoting their collective self-interest.

• Economies dominated by insider groups exhibit lower 
productivity and growth (Kollintzas et al., 2018).

• Empirical testing aims to assess the market distortions 
and competitiveness of economies.

• A way to assess the “competitiveness” of an economy 
is to examine how competitive its industries are. 



Location in Literature
First strand - Insider-Outsider Theory
• Cole & Ohanian (2004): New Deal policies increased insider advantages, 

hindering Great Depression recovery.
• Kollintzas et al. (2018): Insider-outsider labor market in Greece

contributes to economic stagnation. 

Second strand - Economic index construction
• Methodological Innovations: Pollesch & Dale (2016)→ Normalization 

impacts index weights, Mero-Figueroa et al. (2020)→ Comprehensive 
well-being indicator.

• Ram (1982): Principal components for economic indices.
• Vyas & Kumaranayake (2006): PCA for socio-economic status indices.
• Vasilyeva et al. (2018): PCA to assess social sector institutional quality in 

25 countries. 
• Kurek et al. (2022): PCA vs. Analytical Hierarchy Process for local

competitiveness.
• Batista-Foguet et al. (2004): PCA in cross-national socio-economic

comparisons. 



Methodology

• Goal→ construction of a composite index to 
enhance the classification of a country’s 
characterization as insider-outsider based on 
industry aspects.

• Inter-industry and intra-industry analysis

• Use Principal Component Analysis (PCA)

• Rank industries based on relative performance.

• Classify Countries as insiders or outsiders based 
on relevant criteria.



NACE Rev. 2
Nomenclature of Economic Activities

ISIC ver. 4
International Standard Industrial Classification



Source Variables

Eurostat • Value Added 

• Compensation 

• Operating surplus and mixed income, net 

• Employees

OECD • USA (VA, Compensation

Operating surplus and mixed income, net) 

• Exchange rates

EUKLEMS • R&D capital stock 

• Employees

WDI • Price Index



Variable Construction

wpr Wage Premium ((rce/median interindustry rce)-

1)*100

npm Net profit Margin
Operating surplus and mixed 

income,net / Value Added

rd % of Total 

R&D per industry

(R&D Capital Stock industry/

R&D Capital Stock Total)*100

hhi
Herfindahl-

Hirschman Index -

Value Added

((VA industry/VA Total) *100)
2

rce
Real Compensation per 

Employee

Real Compensation in millions/

Total Employees in thousands
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18 countries, 19 industries 2000-2017
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Composite indexes

Principal Component Analysis per Country-year

• PCA1 → wpr & npm

– Capture labor & financial insights

• PCA2 → wpr & npm & rd & hhi

– Further capture innovation capacity & market 
structure



Principal Component Analysis

• Purpose: Reduces data dimensionality while 
preserving variance.

• Key Steps:

• Standardize the data.

• Compute covariance matrix and extract 
eigenvalues/eigenvectors.

• Transform data into principal components.

• The first principal component captures the most 
variance, the second captures the next most, and so 
on. In our case we use the first principal component





Classification Steps & Criteria
First step → Rank each country's industries according to each indicator 

(wpr, npm, PCA1, and PCA2) 

We examine whether the indicator of a country's given industry lies 
above  the respective intra-industry median. If so, this industry is a 
potentially an insiders’ industry. 

Second step → aggregating the GDP value attributed to these 
industries

First criterion is that the industries ranked above the median intra-
industry values must collectively contribute to more than 50% of 
the country's GDP

Third step → evaluate the frequency with which a country appears in 
the top five of the intra-industry rankings vs. in the bottom five

Second criterion A country must appear more frequently in the top 
five intra-industry rankings than in the bottom five.

Satisfying these two criteria, a country is characterized as one run by an 
insiders’ government.
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PCA1 (wpr & npm)1
MIN – MAX NORMALIZATION



PCA2 (wpr & npm & rd & hhi)1

considerable changes in 
the rankings for PCA2 vs 
PCA1 when considering 

innovation capacity & 
market structure



Classification Steps & Criteria

Second step → aggregating the GDP value attributed to these 
industries

First criterion is that the industries ranked above the median intra-
industry values must collectively contribute to more than 50% of 
the country's GDP
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Classification Steps & Criteria

Third step → evaluate the frequency with which a country appears in 
the top five of the intra-industry rankings vs. in the bottom five

Second criterion A country must appear more frequently in the top 
five intra-industry rankings than in the bottom five
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Country Classification as ones run by 
an insiders’ government

PCA1

(wp & npm)

PCA2

(wp & npm & R&D 

& HHI)

Wage 

Premium
Net Profit Margin

CZE CZE BEL AUT

ESP ESP DEU CZE

GBR FIN HUN ESP

GRC GBR ITA GBR

ITA GRC LUX GRC

NLD ITA SVK ITA

SVK NLD USA NLD

SVK SVK
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Conclusion

• Wage premium classification of countries differs significantly

• PCA indices result in rankings more influenced by Net Profit 
Margin

• ITA & SVK appear as the most consistent countries run by an 
insiders’ government, followed by CZE, ESP, GBR, GRC, NLD

• FIN appears as a country run by an insiders’ government 
only in PCA2 (wp & npm & rd & hhi) 

• USA, LUX, BEL, DEU, HUN appear only in Wage Premium 
classification
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