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Abstract

This paper obtains a comprehensive measure of non-price competitiveness factors (NPCFs)
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for the period 2000-2017. NPCF have improved significantly in the Netherlands and Spain,
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1 Introduction

The debate on the role that cost-competitiveness conditions have played in generating, or am-
plifying the effects of, the crisis in the Euro Area and the EU has been intense. The effectiveness
of policy interventions on cost-competitiveness adopted in order to support the recovery, such
as wage moderation, has also been controversial and it remains an open issue (Decressin et al.,
2015). In contrast, the role that other factors, generally known as non-price competitiveness fac-
tors (NPCF), may have played in setting the stage for the crisis and characterizing the recovery
has been largely overlooked. This paper aims to fill this gap in part by measuring the evolution
of NPCF for the five largest Euro Area economies between 2000 and 2017. Our ultimate goal is
to contribute to a more comprehensive understanding of the recent competitiveness conditions
in the Euro Area and to better inform the policy debate.

Cost-competitiveness generally refers to the wage level and other labour costs in a given
country. Cost-competitiveness results from the interaction of many factors: from the inflation
rate and its expectation, to the nature of the organization of the labour market (degree of central-
ization, degree of wage flexibility, differential bargaining power, etc.) including, among others,
productivity developments and nominal exchange rates (see Hancké 2013, Jones 2016, Baccaro
and Tober 2017 and the references therein for a more detailed view).

Based on this perspective, some of the leading narratives on the origins of the crisis claim that
the basic competitiveness problem in the Euro Area arises from high labour costs in the periphery
(Thimann, 2015). Firms in countries with adverse cost-competitiveness developments, unable to
devaluate their currency, have been forced either to go out of business or to increase the prices
of their products and services. If the increase in price is not accompanied by a commensurate
increase in the value for (domestic or foreign) customers, firms with price/cost competitiveness
advantage will eventually drive out laggards from the market. The source of this disadvantage
are “structural barriers” to the private sector which make job creation costlier in the periphery.
It is necessary, following this logic, to cut labour costs and moderate wages in the periphery and
use those savings to cut prices in order to recover competitiveness.

However, despite their popularity, the impact of structural reforms introduced to moderate
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the economy is operating with interest rates near the zero lower bound (Decressin et al., 2015;
Duval and Furceri, 2018). The net, aggregate impact of policy reforms that reduce wages or make
them more flexible remains an open issue. It has been shown to be negative if cost-reducing
reforms are not accompanied with a proper monetary policy (Gali, 2013; Eggertsson et al., 2014;
Gali and Monacelli, 2016; Decressin et al., 2015; Gomes, 2018).

More widely, there are alternative narratives regarding the origins of the crisis and, corre-
spondingly, what is better to do to secure recovery. Some studies claim that the cost-cutting re-
forms adopted so far have been detrimental for the competitiveness of the periphery (Storm and
Naastepad, 2015; Jones, 2016). From this perspective, what caused competitiveness imbalances
were not higher wages in the periphery but the surge in imports, attributable to the growth of
debt-financed domestic demand (Gabrisch and Staehr, 2015). As a result, reducing wages makes
no sense if the other components of the total price of exports increase. According to this logic,
competitiveness imbalances in the Euro Area periphery can only be resolved if this part of the
bloc approaches the “high road” (Burroni et al., 2019) of development. This path would en-
tail improving labour productivity, increasing the technological potential and strengthening the
institutional setup for economic activity in the periphery to converge to the levels of the core.

In contrast with this rich literature focused on the merits and demerits of adopting reforms to
improve price-cost competitiveness, the debate on the explicit role of non-price competitiveness
in the Euro Area has been virtually ignored with some notable exceptions (Athanasoglou and
Bardaka, 2010; Benkovskis and Worz, 2016; Gabrisch and Staehr, 2015; Giordano and Zollino,
2016).

From this perspective, a contribution of the present paper is to inform this debate by propos-
ing, as a diagnostic tool, a simple measurement of non-price competitiveness factors and track
their evolution between 2000 and 2017 for the five largest Euro Area countries. This diverse set
includes two Northern countries (Germany and the Netherlands), two Southern countries (Italy
and Spain) and France which occupies an intermediate position. Our results show that NPCF
have evolved with markedly different trajectories in these five countries. Non-price competitive-
ness has improved in Spain and particularly in the Netherlands; it has deteriorated in France and
it has remained relatively stable in Germany and Italy. The positive evolution of NPCF we find

for Spain contributes to explain in part the so-called “Spanish paradox” (Cardoso et al., 2012;



Giordano and Zollino, 2016) or “Spanish miracle” (Eppinger et al., 2018; Almunia et al., 2018).
That is, the apparently abnormal situation in which Spanish price-cost indicators have deteri-
orated while the country’s export shares in the main markets (the Euro Area, the EU and the
world) have expanded.

The main analytical contribution of this paper is to obtain a comprehensive, direct measure
of NPCF based on a workhorse gravity model of international trade (Costinot and Rodriguez-
Clare, 2014) by reinterpreting trading costs. In this respect, we follow the literature on trade
“wedges” (Chari et al., 2007; Alessandria et al., 2013). In essence, our approach consists in fit-
ting wedges so that the equilibrium conditions match the actual bilateral export data. In our
formulation, the parameter usually associated to trade costs is no longer an exogenous variable
that captures transportation costs, cultural barriers and, more generally, the extent of the devel-
opment of globalization. Here we interpret the parameter as a clearing variable that captures
bilateral trade distortions associated to NPCF (lack of quality of the exported good; the sub-
optimal export structure of a country in terms of destinations and products, etc.) In our setup,
this parameter takes on the necessary value so that a bilateral export share equation holds for
a triple exporter-destination-period. Given that export shares and the ratio of prices can be re-
covered from data, NPCF can be measured as a residual. Finally, the aggregate measure of the
NPCEF of a country is computed as the weighted average of the bilateral measures across its main
trading partners. This approach to measure non-price factors does not rely on the use of con-
ventional price-cost indicators such as the real effective exchange rate (REER). Avoiding this is
convenient as it has been shown recently that the REER (i) sends conflicting signals for the four
largest Euro Area countries depending on the deflator adopted (Giordano and Zollino, 2016) and
(i) it has important conceptual and practical limitations because its conventional version does
not account for value-added in trade exchanges (Bems and Johnson, 2017).

The paper is organized as follows. Section 2 performs a review of the literature that has
covered non-price competitiveness factors. Section 3 introduces our analytical setup and shows
how we derive our measure of NPCF. Section 4 explains the data we use. Section 5 reports the

results and discusses them. Finally, section 6 concludes and draws policy implications.



2 Review of the literature: Non-price competitiveness factors

It is necessary to diagnose NPCFs since it is well established that prices and costs cannot account
for much of a country’s export variation (Levchenko et al., 2010; Alessandria et al., 2013; Athana-
soglou and Bardaka, 2010; Gabrisch and Staehr, 2015; Crespo and Garcia Rodriguez, 2016). How-
ever, the main reasons that have kept NPCFs largely unconsidered by literature so far are that
these factors are numerous and they are typically measured separately from each other by means
of specific models and analytical setups. The purpose of this section is to offer a panoramic view
on how NPCFs in general have been covered by the literature.

One can mention two main sources of differences of non-price competitiveness across coun-
tries: quality of exports (and, more generally, horizontal and vertical differentiation) and the
structural composition (in geographic and industry-specialization terms) of exports. There may
be interactions between these two sources of NPCF with, for instance, wealthier foreign markets
absorbing a larger share of high-quality or high-technology products. However, for clarity of
exposition we present the review of both sources separately.

First, it is well established that different countries export different “qualities” and, for a given
sourcing country, its exports typically also differ greatly across different destination countries.
Indeed a substantial amount of both theoretical and applied research (Hallak, 2006; Khandelwal,
2010; Hallak and Schott, 2011; Martin and Mejean, 2014) has shown that quality plays an im-
portant role in determining the patterns of bilateral trade. This line of research requires making
specific assumptions to obtain reliable estimates of the quality of exports. Some opt for con-
structing ad-hoc proxies for quality as unit value (Schott, 2008). The limitation of this method
is that export prices may vary for reasons other than quality. Some others construct a relative
export price index that explicitly adjusts for changes in non-price factors, such as quality but
also preferences or the set of competitors (Benkovskis and Worz, 2016). However, these methods
typically require the use of highly disaggregated data (6-digit Harmonised System) which limits
the availability of these indexes.

Athanasoglou and Bardaka (2010) explicitly account for non-price competitiveness in the case
of Greece for the period 1962-1999. The authors find that non-price competitiveness, which they

proxy by the capital stock in manufacturing as an indirect measure of product quality and va-



riety, plays a key role in explaining export performance both in the long run and in the short
run. Their paper shows that failing to include non-price competitiveness may lead to a serious
mis-specification error in explaining export performance. With respect to this work, the present
paper adopts a different theoretical approach intended to capture all factors other than price-
competitiveness that may determine bilateral exports. In the same vein, Gabrisch and Staehr
(2015), looking at a panel of the EU27 for the period 1995 — 2011 and using Granger causality
tests, find that incoming capital flows are likely to have eroded competitiveness in the short run
without finding significant evidence of the reverse effect. Their work suggests, therefore, that
a comprehensive diagnosis of the competitiveness conditions needs to include other elements
apart from the conventional price-cost measurements such as the REER.

One of the reasons for this is the methodological and informational limitations of the REER,
as documented by Giordano and Zollino (2016). These authors estimate the association between
five different measurements of price-cost competitiveness measures (the REER deflated by con-
sumer price indices, producer price indices, GDP, unit labour costs in manufacturing and unit
labour costs in total economy) and exports, for the countries we are studying except for the
Netherlands for the period 1993 — 2012. They find that the five price-cost indicators send con-
flicting messages and explicitly advocate for a proper measurement of non-price factors. In or-
der to assess the explanatory role of non-price competitiveness factors they have developed an
indicator based on total factor productivity (TFP). This indicator includes two key ingredients
typically disregarded in the price-cost competitiveness models: the country’s (relative) produc-
tive efficiency and its ability to innovate. They find that these two NPCFs exert a strong positive
impact on exports for most of the countries. In this respect, their paper points to the relevant role
played by NPCFs in the largest Euro Area economies. In the present paper we have included the
Netherlands (not considered in their paper) as this country is found to have had a high profile
regarding the evolution of its NPCFs.

Burroni et al. (2019) refer to the importance of the “triangle of growth”, which comprises the
labour market, human capital and innovation policy, for explaining differences in the models of
growth between Italy and Spain on the one hand and Germany and France on the other hand.
The first element of the triangle, the functioning of the labour market, is pinned down in most

price-cost competitiveness frameworks. However, the other two elements are part of the NPCFs.



These authors argue that the differences in both sets of countries along the three elements of the
triangle help to explain why the first group has gone the “high road” of development while the
second group has institutional inertia towards adopting a “low road”, based on the low quality
of products, low prices and low-quality employment in labour-intensive sectors.

Secondly, regarding the geographical and industry composition of exports, it is well known
that the composition effect plays a strong role in determining trade exchanges. Some studies
have decomposed the Euro Area export performance into a (purely price-cost) “competitive-
ness” effect and a “structure” effect (Storm and Naastepad, 2015). The latter refers to the influ-
ence on a country’s overall export share of the commodity composition of its exports as well as
its destination markets. If a country is specialized in commodities and destinations with growing
demand, its share in world exports will increase if it keeps a constant market share in these "su-
perior’ commodities and destinations With data for the period 1996-2007, it has been found that
Germany’s gains in the export market have relied heavily on an export structure that privileges
medium-tech industries in high-growing markets (ECB, 2005; ECB, 2012).

In a similar vein, it has been documented that a larger share of high-technology exports in
total exports is positively related to the total amount of exports, in the Euro Area for the period
1988-2009 (Wierts et al., 2014). These authors find that export composition has both direct and
indirect effects on total exports. The direct effect relies on the differentiated growth of export
markets, with those having a larger share of high-technology products growing faster. The indi-
rect effect stems from the fact that export composition conditions the effect of the real exchange
rate and partner income growth on exports, with this effect being smaller the higher the share of
high-technology exports. This work is relevant to the present paper as it makes a strong case for
the impact of the "quality” of exports on the total volume of exports, which is one of the features

in our setup.

3 Setup

We build our setup from the exposition Costinot and Rodriguez-Clare (2014) undertake of a
classical gravity model with Constant Elasticity of Substitution (CES) utility function and we
follow their notation. There are n countries, each endowed with a given amount of a distinct

good i = 1, ...,n. Each country j is populated by a representative agent with CES preferences,
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where Cj; is the demand for good ¢ in country j; 1;; > 0 is an exogenous preference parameter;
and o > 1 is the elasticity of substitution between goods from different countries. The price of

good i in country j is p;; and the consumer price index in country j is

1/(1-0)
P; = <Z ¢Z,1J,—Upzlj—0> . (2)

In the classical version of the model, international trade between countries is assumed to be sub-
ject to iceberg trade costs: in order to sell one unit of good ¢ in country j, country i needs to
ship 7;; > 1 units. In our setup we keep this formulation but assume that parameter 7 measures
the trading frictions associated to non-price competitiveness factors (NPCF). Only for illustra-
tion purposes, consider that quality is the dominating NPCF and that therefore 7;; captures the
trade frictions (resulting in lower exports) due to the lack of quality of good 7 as perceived in
destination market j. Then, as the quality of good ¢ deteriorates, it is necessary for country ¢ to
ship 7;; > 1 units of the good to country j to obtain the revenue corresponding to one unit of
the good of superior quality. In both interpretations, higher trade frictions correspond to higher
values of 7.

To avoid arbitrage, the price of good i in country j must be equal to
Dij = TijDii, (3)

where p;; is the domestic price of good i.

In this setup, the exports of country i to country j are defined as

1—0o
X = <¢Upw> E;, (4)
p;

where E; is the country j’s total expenditure.
We are now interested in using this setup to find the relationship between export market
shares and price-competitiveness factors. The idea is to identify the residual in this relationship

as the effect generated by NPCFs.



To do so, we first rearrange terms and use (3) to rewrite equation (4) as

l1—0o
Xij _ [ Tigbijpii 5)
E; P '

On the left-hand side of this equation there is the export share of country ¢ in destination country
J,i.e how important are exports of country 7 in country j’s total imports, which is also referred to
as the external competitiveness of country i in destination j. On the right-hand side, P; is a price
index but p;; is not - it is the domestic price of good ¢ in country i. To obtain an international
relative price index, we multiply the right-hand side term by (P;/P;)! 7. After rearranging, the

market share can be rewritten as

Xij _ 4l—0c R e
Ej Y <Pj> ’ ©
with
Dii
i = TijVij . - 7
¢] T]wjpi ( )

The second term on the right-hand side of equation (6) is the relative price of goods consumed
in country ¢ in terms of goods consumed in country j. This will facilitate the empirical analysis as
there are available measures of aggregate price indices comparable across countries. An increase
in the ratio P;/P; over time typically results from inflation in country ¢ being larger than in
country j and therefore it is in principle a manifestation of a loss in the price competitiveness of
country i relative to country j.

The term ¢;; represents an extended notion of trade frictions beyond those captured by pa-
rameter 7;;. It includes three elements, none of which are related to country i’s external price-
competitiveness. For this reason we will call the term ¢;; a measure of the NPCF of country
i with respect to country j. The first two coefficients are specific to the relationship between
country i and j: the trade friction parameter 7;; (discussed above) and the exogenous parameter
1;; that captures differences in preferences between both countries. The third term is the ratio
between the domestic price of good ¢ and the general price index in country i. This term can
be interpreted as a measure of the penetration of imports in country i; as the imported goods
get cheaper in relative terms to the domestic good, the ratio p;;/P; increases, suggesting that
production conditions in country i are deteriorating.

In order to obtain an aggregate measure of the NPCF of country i we compute the average

of ¢;; across the relevant export destinations, weighted by the importance of each destination in
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country i’s exports. That is, we define
¢i = sz‘ﬂzj, (8)
J

with w;; = X5/ Zj X;j and Zj wij = 1.

Note that this approach of measuring non-price competitiveness differs from the approach of
measuring price competitiveness by means of the real effective exchange rate (REER). The REER
is typically constructed as a (weighted) geometric average of the nominal exchange rates of coun-
try i’s main trading partners adopting a particular deflator. The REER is a single rate (up to the
choice of the deflator) for all destinations which is then used to analyse the conditions in which
the exports of country i compete in terms of price. In contrast, our measure of non-price com-
petitiveness ¢;; is specific of triple exporter-destination-period and it is then aggregated across
destinations.

In order to get the measure ¢;; from the data, one can solve for ¢;; from (6), resulting in

B Xij ]Dz o—1 ﬁ
- (2))

where both X;;/E; and P;/P; can be recovered from available datasets.

This expression shows a direct interpretation of the measure ¢;; over time. As o > 1, ¢;; will
increase if the market share of country 7 in the destination country j decreases, and if country i’s
domestic price index appreciates with respect to country j’s. In other words, if the variation of
the ratio domestic prices/foreign prices is inversely proportional (scaled up by the factor o — 1)
to the variation in the market shares, the measure ¢;; would remain constant over time. The
measure ¢;; of NPCF can be interpreted, analogously to trade costs, as the non-price conditions
that may inhibit trade beyond disadvantages in international relative price. A higher value of
¢;; implies the worsening of the NPCFs of country ¢ in relative terms to country j, that is, a loss

in non-price competitiveness.

4 Data

We cover data on exports of goods (merchandise trade) for the period 2000 - 2017. We consider as
exporters the five largest euro area countries (Germany, France, Italy, Spain and the Netherlands).

We consider as destinations a bloc of 32 countries (the EU28 countries plus Japan, Switzerland,
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United States and Turkey) for which there is official information on comparable price indices
supplied by the EU. On average, the bloc of the 32 economies covers 75% of total exports of the
five exporters in 2017 (see panel C in table 1).

Data on bilateral trade flows when at least one of the countries is a member of the EU are
taken from Eurostat (Comext database) and are in current euro terms. When both countries are
not members of EU (i.e. bilateral flows between Japan, Switzerland, United States and Turkey)
data are taken from the United Nations (UN Comtrade database). In this case, data are in current
US dollars and they are converted to euros by employing the euro/dollar exchange rate that
makes both series consistent.

The export market share X;;/E; is computed as exports of country 4 in country j over the
total imports of country j from the 31 countries of the rest of bloc.

Data on internationally comparable prices come from Eurostat (Price level indices database).
Price indices for individual countries are reported and normalized in terms of two alternative
geographic aggregates, the euro area (EA15) or the whole EU (EU28). For the set of our 32
countries, price indices are available for most of the years for two different macroeconomic ag-
gregates: GDP and actual individual consumption (the price data for Poland and Slovakia are
not available for 2000 and 2001 and these observations are removed from the analysis). We have
computed the results for the four possibilities of price indices. Results do not different signif-
icantly (they are reported at the end of the next section) and we opt for considering the EU28
normalization for the actual individual consumption as our lead case because it fits better in the
theoretical setup.

As a preliminary descriptive, table 1 shows the percent variation between 2000 and 2017 of
the bilateral export market share of the five exporting countries in the 32 countries of the bloc
(panel A). For the same period of time, table 1 also presents the percent variation of the aggregate
market share of the five exporting countries in the bloc as a whole (panel B).

This table shows that Italy, and specially France, have lost an important part of their market
share in the bloc between 2000 and 2017, with losses of 9.6% and 31.4% respectively. Indeed
France has lost market share in all destinations except for Estonia and Japan, and Italy has lost
market share in 26 of the 31 destinations. Conversely, the Netherlands and Spain gained export

presence in the vast majority of the destinations and have both increased their export market
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share in the bloc as a whole by more than 18%. Germany, the EU export leader, faces a difficult
task in improving its already large presence in most markets. It has had a mixed performance
across destinations but it has nevertheless managed to increase its export share in the bloc by

more than 9%.

[Table 1 around here]

5 Results and discussion

Main results. Following Costinot and Rodriguez-Clare (2014), we perform our quantitative ex-
ercise for two possible values of the price-elasticity of substitution between goods from different
countries, o: 3.8 and 5.6. Intuitively, a smaller value of the price-elasticity generates higher non-
price effects. If exports are assumed to react more moderately to prices, then it must necessarily
be the case that non-price factors have a stronger effect in explaining the variations in external
competitiveness. This intuition is verified in our exercise.

Figure 1 and table 2 report the evolution of NPCF between 2000 and 2017 for the five ex-
porters. The data are obtained using the price index that corresponds to individual consumption
and taking the EU28 as the reference. Figure 1 represents, for the case of ¢ = 3.8, ¢ rebased
so that it takes the value of 100 in year 2000 for each country. In figure 1, increases over time
represent a deterioration in NPCF. For a more natural interpretation, table 2 reports the gains in
non-price competitiveness, that is, the percentage variation of —¢. In table 2, a negative num-
ber therefore represents a loss in non-price competitiveness. Table 2 reports the results for both
values of the elasticity.

Between 2000 and 2017 NPCFs deteriorated only in France. As explained above, the imputed
effect to NPCFs depends on the value assumed for the price-elasticity. Assuming that exports are
less elastic to prices, the deterioration on non-price conditions goes up to 7% in France. If instead
exports are assumed to be more elastic, the loss is contained slightly above 2%. This is clearly
consistent with the severe losses in market share that France has suffered in most of the market
destinations considered in this analysis. The loss in the country’s export share is so important
that it cannot be accounted for just by the adverse evolution of price-cost developments in the

foreign markets.
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Figure 1 and table 2 report NPCF similar trajectories for Germany and Italy with improve-
ments in non-price competitiveness around 4% (except in case of assuming the largest elasticity
for Germany, which limits the positive effect to 2.4%). However, experiences in both countries
differ because Germany has gained market share and Italy has lost it. The implication is therefore
that the ratio of international relative prices and costs has been (relatively) more competitive for
Germany than for Italy, which is consistent with extensive evidence of moderate wage growth in
Germany.

Finally, Spain and specially the Netherlands have experienced a sustained improvement in
their non-price conditions, resulting in cumulative gains over the period of between 14% and
16%, and 20% and 22% respectively. These spectacular positive results, which are consistent
with the equally notable increases in market share of these two countries, suggest that non-price

factors have dominated over any adverse development regarding price-cost factors.

[Figure 1 around here]

[Table 2 around here]

Consistency. To the best of our knowledge there are no alternative comprehensive, quanti-
tative estimates of the evolution of non-price competitiveness factors (NPCF) against which we
can benchmark these results. However, our results are qualitatively consistent with other stud-
ies that have measured partial non-price effects on exports in one or more of the countries under
study and, particularly, for Spain.

Giordano and Zollino (2016) construct a measure of total factor productivity (TFP) that cap-
tures the innovation content of exports as a proxy of non-price competitiveness (table 5 in their
paper). They find that this variable exerts a significant effect in explaining exports for Germany,
Italy and Spain but not in France, whose TFP has deteriorated (they do not include the Nether-
lands in the analysis). The deterioration of TFP in France, even before the crisis, is well estab-
lished (Cette et al. 2017). Regarding the size of the positive effect of TFP on exports, the largest
observed effect corresponds to Spain. Indeed, Giordano and Zollino (2016) explicitly argue that
non-price competitiveness is a crucial determinant of export growth in Germany and particularly

in Spain. All this is aligned with our results.
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Discussion. In this respect our findings can contribute to explaining the apparently atypical
behaviour of Spanish exports, both before the crisis (the so-called “Spanish paradox” (Cardoso
et al. 2012, Giordano and Zollino, 2016)) and after the crisis (the “Spanish miracle” (Almunia
et al. 2018, Eppinger et al. 2018)). Basically, the behaviour of Spanish exporting firms has been
considered atypical because the surge in export volume cannot be explained by an improvement
in price-cost competitiveness. Our model and results reconcile both facts and point at a sizable
improvement in non-price competitiveness conditions as a plausible explanation. This is aligned
with the conclusions that other papers have reached. Spanish producers, facing a shrinking
domestic demand, have been particularly active in expanding their export basis both along the
intensive and extensive margins (Eppinger et al. 2018, Almunia et al. 2018). This “venting
out” behaviour cannot be pinned down by price-cost indicators but it is precisely part of what
our measure of NPCFs is diagnosing. In the same vein, Crespo and Garcia Rodriguez (2016)
report that Spanish exports, consistent with our results, are much more elastic to foreign income
than to conventional price-cost competitiveness indicators (real effective exchange rates). Finally,
Giordano and Zollino (2016) suggest that part of the paradox could be attributable to the major
structural reforms adopted in Spain, whose effect would be also captured in part by our measure
of NPCFs.

Robustness. In order to check for the robustness of our results presented in table 2, table
3 reports the percentage variation of —¢ when using other price indices for both values of the
elasticity. It is clear that, for a given value of the elasticity, performing the exercise with different
price indices does not lead to substantial, qualitative differences and the main results discussed
above still hold. What this quantitative exercise shows is that the values of NPCFs depend more

on the assumptions about the price-elasticity than on the choice of the particular price index.

[Table 3 around here]

It is worth mentioning some of the limitations of our setup, which has been kept deliberately
simple. We adopt a simplified, structural model for the aggregate economy and we abstract from
the heterogenous effects that changes in the composition of exports in world trade may have had
in our sample (Levchenko et al. 2010, Bussiere et al. 2010). More precisely, it may be the case

that the demand for certain type of goods (for instance, durable goods, intermediate goods or
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high-technology goods) has increased globally, and that different countries in our sample profit
more than others of this surge in particular type of goods. In this case, the NCPF gains we
document would reflect in part this export composition shift effect. A deeper investigation of

this phenomenon remains a research avenue for further work.

6 Conclusions

This paper shows how to perform a comprehensive diagnosis of non-price competitiveness fac-
tors (NPCFs) based on a simple theoretical international trade model. NPCFs are interpreted,
analogously to trade costs, as the conditions (inferior product quality and a suboptimal geo-
graphical and industry specialization of exports) that may inhibit bilateral trade beyond the evo-
lution of international relative prices. The measure is used to track the evolution of NPCFs in the
five largest Euro Area countries between 2000 and 2017. The five countries differ significantly,
the best performing country being the Netherlands (with an improvement in its NPCF between
14% and 22%) and the worst results being observed in France (with a deterioration between 2%
and 8%). The qualitative results are preserved assuming different values of the price-elasticity of
exports and adopting different versions of the price indices.

The policy corollary of this diagnosis is twofold. First, our results suggest that a reconsid-
eration of the conventional North-South Euro Area divide regarding non-price competitiveness
factors is in order. In terms of non-price competitiveness, the evolution in the Netherlands resem-
bles that of Spain, and the one in Germany that of Italy. From that it follows that it is necessary
to transcend the logic of “sides”, at least in its strictest form, and approach each country in all
its complexity. Second, our analysis is consistent with previous research that emphasized the
importance of structural reforms aimed not only at improving price-cost conditions (typically
wage moderation) but also enhancing non-price factors with a positive impact on productivity.
Among those factors, for the case of the Euro Area, one can mention the innovation capacity, the
education system, good operating conditions of the product markets and the quality of institu-

tions (ECB, 2018).
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Table 1. Descriptive statistics

(A) Exporters’ market share variation in the destination country, 2000-2017
L Exporter

Destination Germany France Italyp Spain Netherlands
Austria 2.6% -39.8% -12.9% 8.7% 7.7%
Belgium -15.8% -20.3% 7.1% 46.0% 14.8%
Bulgaria -14.2% -50.9% -26.1% 221.1% 52.3%
Croatia -8.3% -47.7% -20.4% 58.8% 62.0%
Cyprus -23.3% -82.7% -24.2% -22.6% 43.6%
Czechia -19.9% -38.2% -13.4% -5.2% 128.3%
Denmark 24.0% -31.6% -8.5% 19.9% 20.1%
Estonia 22.9% 9.2% 16.8% 137.5% 152.3%
Finland -6.6% -28.7% -18.9% 13.2% 29.1%
France 5.0% -6.5% 19.0% 25.0%
Germany -32.5% -24.1% 10.8% 11.8%
Greece 3.7% -24.4% -29.8% 61.0% 18.6%
Hungary -15.4% -27.2% -32.0% 11.1% 46.2%
Ireland 31.1% -43.5% -24.3% 9.9% 39.0%
Italy -1.9% -22.0% 38.1% 11.7%
Japan 43.5% 10.7% 43.3% 90.8% 45.0%
Latvia -34.8% -49.2% -26.4% 33.5% -1.9%
Lithuania -41.0% -45.3% -35.2% 193.2% 48.4%
Luxembourg 32.6% -52.7% -14.9% 18.7% 24.2%
Malta 48.2% -35.1% 64.3% 80.6% 154.3%
Netherlands 24.7% -34.4% -13.4% 20.9%

Poland(*) 5.8% -29.8% -14.6% 30.9% 44.1%
Portugal -7.0% -46.3% -28.1% 10.7% 23.7%
Romania 0.8% -19.7% -53.6% 307.6% 25.8%
Slovakia(*) -25.4% -1.5% -34.7% -52.3% 13.6%
Slovenia -11.0% -64.0% -22.5% 0.1% 13.3%
Spain -1.5% -30.1% -13.0% 31.6%
Sweden 13.7% -42.4% 0.2% 5.9% 27.1%
Switzerland -3.4% -44.2% 10.1% 58.4% -18.1%
Turkey -5.1% -39.1% -21.1% -2.3% 15.8%
United Kingdom 20.7% -34.6% -10.3% 32.8% 30.3%
United States 34.7% -16.9% 12.1% 52.2% 37.7%

(B) Exporters’ market share in the bloc of 32 countries
2000 18.4% 10.5% 7.6% 3.7% 8.3%
2017 20.1% 7.2% 6.9% 4.4% 9.9%
Variation 9.4% -31.4% -9.6% 18.4% 18.9%
(C) Bloc coverage of world exports
2017 74.7% 72.1% 72.9% 74.1% 81.6%

Note. (*) The variation for Poland and Slovakia corresponds to the period 2002-2017.
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Table 2. Non-price competitiveness gains between 2000 and 2017.

oc=3.8 oc=>5.6
Germany 4.6% 2.4%
France -7.0% -2.1%
Italy 3.8% 4.5%
Spain 16.6% 14.2%
Netherlands 22.2% 20.0%

Note. Positive values correspond to non-price competitiveness gains and negative values correspond
to non-price competitiveness losses.

Table 3. Non-price competitiveness gains between 2000 and 2017 for different price level

indexes.
oc=23.8 oc=>5.6
EU28=100 EU15=100 EU28=100 EU15=100
GDP Cons GDP Cons GDP Cons GDP Cons
Germany 4.0% 4.6% 4.0% 4.7% 1.8% 2.4% 1.8% 2.4%
France -8.8% -7.0% -8.8% -7.0% -3.7% -2.1% -3.6% -2.1%
Italy 4.5% 3.8% 4.5% 3.7% 5.3% 4.5% 5.3% 4.4%
Spain 13.3%  16.6%  13.2%  16.6% 10.9%  14.2%  10.8%  14.3%
Netherlands | 16.8%  22.2%  16.7%  16.7% 14.5%  20.0%  14.4%  14.4%

Note. Positive values correspond to non-price competitiveness gains and negative values correspond
to non-price competitiveness losses.
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Figure 1. Non-price competitiveness gains (index, 2000 = 100)
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Note. Decreasing values correspond to non-price competitiveness gains and increasing values corre-

spond to non-price competitiveness losses.

18



References

(1]

(2]

3]

[4]

[5]

(6]

[7]

[10]

[11]

Alessandria, G., Kaboski, ]J. and Midrigan, V. (2013) “Trade Wedges, Inventories, and Inter-

national Business Cycles’. Journal of Monetary Economics, Vol. 60, No. 1, pp. 1-20.

Almunia, M., Antras, P., Lopez-Rodriguez, D. and Morales, E. (2018) ‘Venting Out: Exports
During a Domestic Slump’. NBER Working Paper, Vol. 25372.

Athanasoglou, P. P. and Bardaka, I. C. (2010) ‘New Trade Theory, Non-Price Competitive-

ness and Export Performance’. Economic Modelling, Vol. 27, No. 1, pp. 217-228.

Baccaro, L. and Tober, T. (2017) “The Role of Cost and Price Competitiveness’. Working Paper

University of Geneva, No. August.

Bems, R. and Johnson, R. C. (2017) ‘Demand for Value Added and Value-Added Exchange

Rates’. American Economic Journal: Macroeconomics, Vol. 9, No. 4, pp. 45-90.

Benkovskis, K. and Worz, J. (2016) ‘Non-Price Competitiveness of Exports from Emerging

Countries’. Empirical Economics, Vol. 51, No. 2, pp. 707-735.

Burroni, L., Gherardini, A. and Scalise, G. (2019) ‘Policy Failure in the Triangle of Growth:
Labour Market, Human Capital, and Innovation in Spain and Italy’. South European Society

and Politics, Vol. 00, No. 00, pp. 1-24.

Bussiere, M., Callegari, G., Ghironi, F.,, Sestieri, G., Yamano, N. (2011) ‘Estimating Trade
Elasticities: Demand Composition and the Trade Collapse of 2008-09’, NBER Working Paper
No. 17712.

Cardoso, M., Correa-Lopez, M. and Doménech, R. (2012) ‘Export Shares, Price Competitive-
ness and the Spanish Paradox’. VOXEU.org, Vol. November.

Cette, G., Corde, S. and Lecat, R. (2017) ‘Stagnation of Productivity in France: A Legacy of
the Crisis or a Structural Slowdown?” Economie et Statistique / Economics and Statistics,

Vol. 494, Nos. 494-495-496, pp. 11-36.

Chari, V. V,, Kehoe, P. J. and McGrattan, E. R. (2007) ‘Business Cycle Accounting’. Econo-
metrica, Vol. 75, No. 3, pp. 781-836.

19



[12] Costinot, A. and Rodriguez-Clare, A. (2014) “Trade Theory with Numbers: Quantifying the
Consequences of Globalization’. In Gopinath, G., Helpman, E., and Rogoff, K. (eds) Hand-
book of International Economics (Elsevier B.V.), pp. 197-261.

[13] Crespo, A. and Garcia Rodriguez, A. (2016) ‘;Ha Mejorado La Competitividad Exterior Gra-

cias a La Devaluacién Interna?” Papeles de Economia Esparfiola, Vol. 150, pp. 114-126.

[14] Decressin, J., Espinoza, R., Halikias, I., Loungani, P., Medas, P., Mursula, S., Schindler, M.,
Spilimbergo, A. and Xu, T. (2015) “Wage Moderation in Crises’. IMF Staff Discussion Note.

[15] Duval, R. and Furceri, D. (2018) ‘The Effects of Labor and Product Market Reforms: The
Role of Macroeconomic Conditions and Policies’. IMF Economic Review, Vol. 66, No. 1, pp.

31-69.

[16] ECB (2005) ‘Competitiveness and the Export Performance of the Euro Area.” ECB Working
Paper Series, No. 30.

[17] ECB (2012) ‘Competitiveness and External Imbalances within the Euro Area’. ECB Occa-

sional Paper Series, Vol. 139.
[18] ECB (2018) ‘Structural Policies in the Euro Area.” ECB Occasional Paper Series, No. 210.

[19] Eggertsson, G., Ferrero, A. and Raffo, A. (2014) ‘Can Structural Reforms Help Europe?’
Journal of Monetary Economics, Vol. 61, No. 1, pp. 2-22.

[20] Eppinger, P.S., Meythaler, N., Sindlinger, M. M. and Smolka, M. (2018) “The Great Trade Col-
lapse and the Spanish Export Miracle: Firm-Level Evidence from the Crisis’. World Econ-
omy, Vol. 41, No. 2, pp. 457-493.

[21] Gabrisch, H. and Staehr, K. (2015) “The Euro Plus Pact: Competitiveness and External Cap-
ital Flows in the EU Countries’. Journal of Common Market Studies, Vol. 53, No. 3, pp.
558-576.

[22] Gali, J. (2013) ‘Notes for a New Guide to Keynes (I): Wages, Aggregate Demand, and Em-
ployment’. Journal of the European Economic Association, Vol. 11, No. 5, pp. 973-1003.

20



[23] Gali, J. and Monacelli, T. (2016) ‘Understanding the Gains From Wage Flexibility: The Ex-

change Rate Connection’. American Economic Review, Vol. 106, No. 12, pp. 3829-3868.

[24] Gehrke, B. and Weber, E. (2018) ‘Identifying asymmetric effects of labor market reforms’,

European Economic Review, Vol. 110, pp.18—40.

[25] Giordano, C. and Zollino, F. (2016) ‘Shedding Light on Price- and Non-Price-
Competitiveness Determinants of Foreign Trade in the Four Largest Euro-Area Countries’.

Review of International Economics, Vol. 24, No. 3, pp. 604-634.

[26] Gomes, S. (2018) ‘Euro Area Structural Reforms in Times of a Global Crisis’. Journal of

Macroeconomics, Vol. 55, No. December 2016, pp. 28-45.

[27] Hallak, J. C. (2006) ‘Product Quality and the Direction of Trade’. Journal of International
Economics, Vol. 68, No. 1, pp. 238-265.

[28] Hallak, J. C. and Schott, P. K. (2011) ‘Estimating Cross-Country Differences in Product Qual-
ity’. Quarterly Journal of Economics, Vol. 126, No. 1, pp. 417-474.

[29] Hancké, B. (2013) Unions, Central Banks, and EMU: Labour Market Institutions and Mone-

tary Integration in Europe.

[30] Jones, E. (2016) “The Political and Economic Dynamics of the Eurozone Crisis’. In Caporaso,

J. A. and Rhodes, M. (eds) (Oxford University Press), p. 320.

[31] Khandelwal, A. (2010) “The Long and Short (of) Quality Ladders’. Review of Economic
Studies, Vol. 77, No. 4, pp. 1450-1476.

[32] Levchenko, A. A., Lewis, L. T. and Tesar, L. L. (2010) “The Collapse of International Trade
During the 2008-2009 Crisis: In Search of the Smoking Gun’. NBER Working Paper, No.
16006.

[33] Martin, J. and Mejean, 1. (2014) ‘Low-Wage Countries” Competition, Reallocation Across
Firms and the Quality Content of Exports’, Journal of International Economics, Vol. 93-1,

pp. 140-152.

21



[34] Schott, P. K. (2008) “The Relative Sophistication of Chinese Exports’. In Economic Policy
(Oxford, UK: Blackwell Publishing Ltd.), pp. 7-51.

[35] Storm, S. and Naastepad, C. W. M. (2015) ‘Europe’s Hunger Games: Income Distribution,
Cost Competitiveness and Crisis’. Cambridge Journal of Economics, Vol. 39, No. 3, pp.

959-986.

[36] Thimann, C. (2015) “The Microeconomic Dimensions of the Eurozone Crisis and Why Euro-
pean Politics Cannot Solve Them’. Journal of Economic Perspectives, Vol. 29, No. 3—Sum-

mer, pp. 141-164.

[37] Wierts, P, Van Kerkhoff, H. and De Haan, J. (2014) ‘Composition of Exports and Export
Performance of Eurozone Countries’. Journal of Common Market Studies, Vol. 52, No. 4,

pp- 928-941.

22





