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1. Why and how to measure price competitiveness?

The concept of “competitiveness” has been a strong featutieeoeconomic
and policy debate in recent years. Amongst the drivers oftludten
persistent — current account imbalances within the eur@, grace
competitivenesdhas been considered a key factor...

YET with controversial evidence, since...

... many alternative price-competitiveness indicatorsare available;

....In. some countries they have recorded an increasingnificant
divergence

...In the academic and public debate theren® consensus on the ideal
Indicator of a country’s competitiveness, in terms of its ability to
explain trade performance.
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1. Why and how to measure price competitiveness?

The main deflators used are the following, all presenting pros and cons:

1. Consumer prices indices (CPIs-HICPs): monthly, for large number of
countries, homogeneous methodologies; inclusion of traded services; BUT focus
solely on consumer goods; subject to fiscal distortions; inclusion of imports.

2.  Producer price indices (PPIs): monthly basis; less subject to taxation and
subsidies; BUT omit any information on services; inclusion of imports.

3.  GDP deflators: goods and services; BUT quarter, non- timely and frequently
revised; difficult measurement of services’ activity

4.  Unit labour costs in manufacturing (ULCMs): quarter; available for a large
selection of countries; BUT only for manufacturing; neglect costs other than
labour; affected by the substitution between capital, labour and material inputs.

5.  Unit labour costs in total economy (ULCTs): quarter; all sectors covered; BUT

suffer from all other shortcomings of ULCMs; affected by tricky measurement of

services’ activity and by sectoral composition effects. 4



2. Mysterious trends in recent times?

Increasing divergence of indicators since the late 90s, notably in Italy...
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2. Mysterious trends In recent times

...although dispersion across indicators (mostly in Italy) as the
ULCM-based measure is ruled out.

All indicators (A) and all indicators excluding the ULCM-based REBR

(yearly standard deviations computed across theatgundicators)
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2. Mysterious trends In recent times

Alternative REERs ULCM -based REERs since 1999

Germany gained the most (13.9 pp),

followed by France (11.9), while Spain
suffered a loss (7.0), by far more

19990Q1 - 2015QQ2| -65 -53 0.4 201 -46 |-157 -189 -193 -136 -139

2008Q2 -2015Q2 | -100 -132 -157 -42 -109|-82 -90 -58 -78 -130 pronounced for Italy (201)

A ITALY B. GERMANY

PPI GDP ULCT ULCM CPI | PPI GDP ULCT ULCM CPI

2008Q2 -2009Q4| 09 05 11 109 04 | 23 06 23 115 04 PPl-based REERs same ranking but with
000Q4 2011Q2 52 58 46 66 43 | 69 54 43 53 51 | much lower gap, with all four countries
2011Q2-2012Q2| -31 33 45 60 20 | 32 35 26 20 -38 gaining Competitiveness

2012Q2 - 2015Q2| -0.8 -4.7 -5.6 -2.6 5.0 | 04 07 -1.0 -2.0 -3.7

C. FRANCE D. SPAIN Focusing on development since the crisis,
PPI GDP ULCT ULCM CPI | PPI GDP ULCT ULCM cPI | France, Italy are the best performers (1]__8
199001 -2015Q2| -108 106 43 119 96|54 11 ss5 170 35| and 10.0 pp gain), followed by Germany
2008Q2 -2015Q2 | -11.8 -132 -96 -152 -118| -64 -17.8 -256 -258 -114 and Spain (8.2 and 6.4, respectively)

Ly

If the conflicting behaviour of PPI- and
ULCM-based indicators is due to

) _ diverging domestic labour costs and
2011Q2 - 2012Q2| -2.8 -3.3 -3.1 -3.9 -32 -2.4 -4.8 -8.1 -1.3 -3.7 . . . . .
2012Q2 - 2015Q2| -2.1 -4.1 -4.1 -6.0 -4.1 -12 -5.8 -83 -115 -4.5 prlces’ It mav Slqnal an alarmlnq bUI|d-Up
of cost pressures, mostly on Italian
industrial firms.

2008Q2 -2009Q4( -2.1 -1.7 0.1 -6.5 -0.6 | -1.2 -1.5 -3.0 -9.6 -0.8

2009Q4 -2011Q2( -4.8 -39 -2.5 13 -39 | -1.7 -5.7 -6.3 27 -24




3. Solving the “mystery”: a) within countries
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A visual inspection of
producer price and
labour cost
developments in the
manufacturing sectors
over the past two
decades, however,
suggests a
comovement in Italy
and in Spain(with the
exception of the recent
years for the latter),
but not in Germany
(since the mid-2000s)
and in France

Deflator growth rates 8




2. Solving the “mystery”

. a) within countries

FMOLS regression of producer prices on unit labour costs;
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A formal cointegration
analysis confirms the lack
of significant
misalignment between
unit labour costs and
producer prices iftaly’s
manufacturing in the
long-run, thus dismissing
the haunt of unsustainable
pressures on profit
margins due to excessive
labour costs.

Conversely, a long-run
comovement between the
two series Is rejected in

the other countries.
9




2. Solving the “mystery”. a) within countries

In times of GVCs, the diverging producer price-labour cost developmeyts m
mirror thedifferent intensity of offshoring in some partner, Italian

manufacturing, and therefore less sizeable changes in the shares of wages and
intermediate inputs on gross output relative to other advanced economies.

Figure 5. Structural changes in the manufacturing sector
(current prices)
Shares of material intermediate inputs in Wage shares (labour compensation on gross output)
gross output

==|taly ==Germany France Spain —+—ltaly -= Germany France Spain
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2. Solving the “mystery”. b) between countries

But if a sound long-run relationship between Pl dLCMs shows up only for Italy,
whereas a long-run comovement is rejected for Geyraad France...

...why is the divergence between ULCKENhd PPIl-based indicators larger in Italy?

The answer can be obtained by examiningatiitbmetics of REERs

ULCMs
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2. Solving the “mystery”: b) between countries

A simplesimulation of the developments of artificial price-
competitiveness indicators may shed light on actual trends.

Let us suppose there exiktee trading partners: A, B and RoW,
under the following assumptions:

() Exchange ratesNominal exchange rates are fixed,;

(i) Weights:B Is a major trading partner of A, whereas the relevance
of A for B is much smaller (as is the case of Italy and Germany,
respectively);

(i) Within-country trendsTrends in PPIls and ULCMs are broadly
similar in country A, whereas the dynamics of ULCMs are more
contained than those of PPIs in countries B and RoW;

(iv) Between-country trend3rends in ULCMSs are lower in countries
B and RoW than in A; developments in PPIs are similar across the

three countries (as seen in the previous slide). 5



2. Solving the “mystery” of Italy’s price competitivenes

a) between countries

By rescaling the weights actually used by the Bol in its computafi®®I|-based REERS, it
turns out that:

-country A faces 2 partners (B and RoW) that benefit from loweCMlcelative to PPI growth;
- country B faces only 1 partner (RoW) with slower ULCMS than P&dsvell as directly
gaining from its domestically lower ULCM dynamics than PPIs.

It follows thati) the discrepancy in the PPI-based REERs of countries A andrBitisdi butii)
the ULCM- versus PPIl-based REERs in the former country showexr ldisconnect than in the
second country.

Figure 4. PPI- and ULCM-based indicators in an artificial world
(average vearly data, indices 2000=100)

Assumed average growth
rates:

—=— PPI_REER in country A = ULCM_REER in country A

el - PPI_A=2.1%; PPI_B=2.0%;

=—r— PFI_REER in country B == ULCM_REER in country B
PPI_RoW=2.0%;

ULC_A=2.1%;
oe b T - ULC_B=1.5%;
T ULC_RoW=1.5%.

Weights for A: 18% B, 72%
RoW.

Weights for B: 7% A1§3%
57 - - - - - - - - - - RoW.
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3. Competitiveness and trade performance in the four

largest euro-area countries: the baseline model

e Results for the four largest euro-area countii@dy(
Germany; France; Spain.

 The standard formulation for the export and import equations
IS based on the partial equilibrium model of international
trade presented in Goldstein and Khan (1985), where:

D =+ B Y0 + B,y Breer, + 4, Afd,, +&

M =G+ P+ DT, +3 3 Ireer +3, Add, 47

® This reduced-form model has been estimated in vanwlicy papers,
such as Allard et al. (2005), Ca’ Zorzi and Schria@07), Di Mauro and
Forster (2008), European Commission (2010), Busseal. (2013),
Christodoulopoulu and Tkacevs (2014). 14



3. Competitiveness and trade performance: the data

We use gquarterly national account data (Istatp&hat) of the volume of
exports and imports of goodsanddomestic demandover the period
1993Q1-2012Q4

We alternately use fivprice-competitiveness indicatorof ECB and Bank
of Italy sources.

Potential demand of goodss computed as the weighted average of real
imports of Italy’s 75 trading partners, where thalihg) weights represent
Italy’s export shares in the previous 3-year pe(Bidelaborations on IMF-
WEQ, Istat and CPB Netherlands); for Germany, Feaartd Spain world
demand is of ECB source.

Since our data are I(If)rst (log) differencesare taken. Single-country
regressions are run via OLS separately and via Faslkystems of 2
equations (as a robustness check against a posaibbgeneity bias).

Exports Imports 15



3. Competitiveness and trade performance: the baseline export equation

Satisfactory adjusted R"2 with the exception of Spain.

Potential demandaffects exports positively, with coefficients not significantly
different from unity.

The evidence oprice competitivenesss mixed, according to the indicator used, its
time lag and the country considered.

16



3. Competitiveness and trade performance: the baseline export equation

Table 3. The baseline export equation results
(Dependent variable: exports of goods, 199302-201204, log-differences)

C. FRANCE
Constant Potential REER REER(-4) |N. observations Adjusted
o demand ' ' R"2
1. PPI -0.0031  0.9894 -0.1628  -0.1530 In France soIer
(0.1253)  (0.0000) (0.2139) (0.2279) 75 0.6411
2. CPI 0.0029 09913 -02248  -0.1410 ULC-based measures
(0.1468)  (0.0000) (0.1674) (0.3581) 77 0.6369 are significant.
3. GDPDEFL] -0.0031 09810 -0.2398 -0.1841
(0.1319)  (0.0000) (0.1591) (0.2455) 75 0.6434
4. ULCM -0.0029  0.9604 -0.3530  -0.0749
(0.1429) (0.0000) (0.0098) (0.5883) 68 0.6570
5. ULCT -0.0028 09451 -0.4028  -0.1570 Forltaly both
(0.1591) (0.0000) (0.0099) (0.3087) 68 0.6592 Contemporaneous and
A.ITALY lagged indicators are
Constant Potential REER REER(-4) |N. observations A(;J::\S;ed Slgnlflcant. Prlce-
demand g based indicator
1. PPI -0.0055  1.0255 -0.5215  -0.2491 :
(0.0109) (0.0000) (0.0000) (0.0197) 75 0.7204 e_quatlons pres.ent.
2. CPI 00054 10169 -0.5694  -0.2775 higher R"2. Pair-wise
(0.0102) (0.0000) (0.0000) (0.0113) 76 0.7284 .
3.GDPDEFL] -0.0049 0.9972 -0.5101  -0.2430 encompassing tests
(0.0172) (0.0000) (0.0000) (0.0172) 75 0.7320 “step out” the ULC-
4. ULCM -0.0044  1.0342 -0.2384  -0.1761
(0.0550) (0.0000) (0.0087) (0.0318) 68 0.7158 based measures.
5. ULCT -0.0062  1.0202 -0.3089  -0.0706 17
(0.0045) (0.0000) (0.0034) (0.4182) 68 0.7081




3. Competitiveness and trade performance: the baseline export equation

Table 3. The baseline export equation results
(Dependent variable: exports of goods, 199302-201204, log-differences)
B. GERMANY

Constant Potential REER REER(-4) |N. observations Adﬂ:ﬁed
demand R"2
1. PPI -0.0003  1.1320 -0.2552  -0.0775
(0.8890) (0.0000) (0.0506) (0.5286) 75 0.6656
2. CPI -0.0010  1.1675 -0.3249  -0.0315
(0.6502) (0.0000) (0.0296) (0.8319) 76 0.6710
3. GDPDEFL| -0.0010 1.1574 -0.2601 -0.0315
(0.6750) (0.0000) (0.0647) (0.8197) 75 0.6632
4. ULCM 0.0014 1.0417 -0.3698  -0.0203
(0.5341) (0.0000) (0.0006) (0.8223) 68 0.7388
5. ULCT -0.0002  1.1530 -0.3169 0.0804
(0.9355) (0.0000) (0.0176) (0.5196) 68 0.7174
D. SPAIN
: Potential . Adjusted
Constant "'~ REER REER(-4) |N. observations ona
1. PPI -0.0003 1.1585 0.0434 -0.0707
(0.6631) (0.0000) (0.8760) (0.8119) 67 0.4129
2. CPI -0.0008 1.1768 -0.0273 -0.2893
(0.8261) (0.0000) (0.9288) (0.3796) 69 0.4147
3. GDPDEFL] 0.0012 1.1078 0.1244 -0.1120
(0.7520) (0.0000) (0.6512) (0.6771) 71 0.3589
4. ULCM 0.0013 1.1034 0.1580 -0.0422
(0.7479) (0.0000) (0.3340) (0.7939) 69 0.3762
5.ULCT 0.0005 1.1569 -0.1417 -0.0591
(0.8898) (0.0000) (0.5453) (0.8145) 69 0.3716

For Germany price-based
indicators are “stepped out”.

In Spain exports are insensitive to
price competitiveness, however
measured$panish paradax For
these countries short and long-run
elasticities roughly coincide.

18



4. Exploring additional determinants of trade perfamance

 The adjusted R"2 in the baseline export equations suggest the
possibility of anomitted variable bias, as shown also in Di
Mauro and Forster (2008) and European Commission (2010).

* We explore amdditional explanatory variable for export
growth: in order to proxy non-price competitiveness, we computed
a relative TFP performance in total economy for the same basket
of country considered in REERs and with the same weighting
system

25
RelativeTFP= |_1| (T?;I“DW

) [

* In order to avoid simultaneity bias we consider TFP for total
economy and we rule out ULMT-based REERs

19



4. Exploring additional determinants of export

nerformance: non-price competitiveness

Absolute TFP
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We constructed quarterly economy-
wide relative total factor productivity
(TFP) measure which is considered as
a proxy of non-price competitiveness,
in that it captures the efficiency in the
organization of production processes
and as the degree of technological
progress of a countnyis-a-visits main
trading partners.

Absolute quarterlglata are retrieved
from annual data (European
Commission) based on linear
interpolation. Relative data are obtained
by adopting the same methods and
weights used for REER calculations.

Whereas relative TFP italy has been
declining since early 2000s, it has
recorded an improvement Geermany
and Spainsince 2009 and 20149
respectively.



4. Exploring additional determinants of export

nerformance: non-price competitiveness

A. ITALY
Constant Zztrigtri]"g' REER REER(-4) ?l‘i"i‘(tl‘:)e obsorvation AdiSed . i
s
1. PP _0.0046 1.0326 -0.5309 0.2049 1.0436 Relatlve TFP IS
(0.0255) (0.0000) (0.0000) (0.0957) (0.1031 75 0.7322. . .
2. CPI -0.0041 1.0190 -0.5715 -0.2208 1.0114 §|gn|f|cant |n a”
(0.0639) (0.0000) (0.0000) (0.0404) (0.0915 76 0.729
3. cbPDEFL| -0.0036 0.9985 -0.5167 _0.1931 1.0162 . : .
(0.0962) (0.0000) (0.0000) (0.0640) (0.0960 75 o.7336Ountl‘IeS, |mpr0V|ng the
4. ULCM -0.0022 1.0350 -0.2264 -0.1515 1.2897 .
(0.4642) (0.0000) (0.0100) (0.0413) (0.1938 68 o.717ﬁt of the models
S . compared with the
Potential Relati N i p d h h
Constant d‘éneq;r'z REER REER(-4) f_li";"e observation Adiised b | .
1. PPl 0.0022 1.0162 -0.2419 —0.0275 1.3535 aseline OneS,
(0.3605) (0.0000) (0.0049) (0.8193) (0.0126 75 0.6809
2. cPI 0.0018 1.0425 -0.3023 0.0097 1.4051
(0.4779) (0.0000) (0.0020) (0.9478) (0.0110 76 0.68 1 h I
3. cbPpEFLY 0.0017 1.0395 -0.2396 0.0275 1.3806 4France IS t e on y
(0.4786) (0.0000) (0.0173) (0.8320) (0.0109 75 o.67192 t t
4. ULCM 0.0032 0.9600 -0.3401 0.0071 1.0007 . b
(0.1014) (0.0000) (0.0002) (0.9370) (0.0533 68 0_743§XC€D IoNn. 10 bE
C FRANCE Investigated.
Constant 'Z‘;trigtri%' REER REER(-4) R?I_'l‘zgve observation Adiuted
¢ . el
e 5655 10087 01755 01415 67453 Elasticities vary from 1%
(0.0736) (0.0000) (0.1064) (0.2210) (0.4575 75 0.637
2. cPI ~-0.0036 1.0026 -0.2551 _0.1225 ~_0.8031 ﬁ)r Italy to 1 4% for
(0.0424) (0.0000) (0.0824) (0.3728) (0.3752 77 0.634 .
3. cbPDEFL -0.0028 1.0001 -0.1723 -0.1419 0.7429
(0.0810) (0.0000) (0.1064) (0.2210) (0.4441 75 0.6406€rmany tO 3% for
4. ULCM _0.0034 0.9707 -0.3647 _0.0799 _0.5664
(0.0703) (0.0000) (0.0035) (0.57524) 0.523d) 68 o.sfs%pain
D. SPAIN
Potential Relati N. j : . :
constant (2004 REER  REERCaH  FEENT |eemnanen A3 | Al previous findings are
1. PPl 0.0002 1.4820 0.1452 0.0325 >.o86H .
(0.9607) (0.0000) (0.7064) (0.9068) (0.064 67 0.34 7€0nf|rm6d
2. cPI -0.0008 1.5108 0.0442 0.2297 2.9680
(0.8354) (0.0000) (0.9068) (0.3693) (0.0599 69 0.3979
3. acbPpEFL -0.0001 1.5071 0.2509 0.0234 3.1645H 21
(0.9793) (0.0000) (0.4829) (0.9206) (0.0587 71 0.4935
4. ULCM -0.0002 1.6373 0.1697 0.1806 3.8050
(0.6466 (0.0000 (0.3132 (0.2000 (0.0318 69 0.445¢




5. Competitiveness and trade performance: the baseline import equation

A. ITALY

Domestic N. Adjusted
Constant Exports REER(-4) de mand | observations R~
1. PPl 0.0011 0.5386 0.4580 > 2411 . ] A
(0.5540) (0.0000) (0.0579) (0.0000) 7a 0.65B0 S t f t v dl t d R 2 f
S ooo1: ‘oesra QOmasa 22327 allstactory agjusie or
(0.5256) (0.0000) (0.0188) (0.0000) 74 o.66L3 .
3. GDPDEFL| 0.0010 0.5353 0.4903 2.179F a” Countrles
(0.5619) (0.0000) (0.0255) (0.000() 74 o.66ps .
4. uLCMm 0.0007 0.4449 0.3190 2.4261
(0.7487) (0.0000) (0.0515) (0.000() 66 o.67p3

soer | 00021 odeidl osisi 2seip ol Given the high import
B. GERMANY content of exportsmports

Constant Exports REER E:;;Tneaizc obser$étions Ad'j?‘f\szted - | .
55657 oaaEi  oI7Es iav7h react positively to exports in

(0.0584) (0.0000) (0.1389) (0.000() 79 0.63B7

>. cPi 0.0031 0.4650 -0.1996 1.a902% o a” four Countrles

(0.1168) (0.0000) (0.1491) (0.000() o0.63b6
b

3. GDPDEFL 0.0033 0.4500 -0.1937 1.4824
(0.0890) (0.0000) (0.1350) (0.0000) 79 0.6340
4. uLcMm 0.0033 0.4827 -0.0154 1.509¢ D t d @l |
(0.1332) (0.0000) (0.8971) (0.0000) 72 0.6196 OI I IeS IC el I Ian SO p ayS
5. ULCT 0.0033 0.4991 0.0452 1.528¢

(0.1255) (0.0000) (0.7428) (0.0000) 72 0.62p1 a key rOIe |n aCtlvatlng
S. FRANGCE e B -eropeser iImports, with elasticities far

de mand | observations RN2

Constant Exports REER(-2)

. ~0.0024 0.4489 0.0021 2.2956

e (0.0998) (0.0000) (0.9840) (o.ooo(;) 77 o.88ps5 greater than unlty

2. cPi -0.0024 0.4500 0.0318 2.3004
(0.0265) (0.0000) (0.7958) (0.000() 77 o.s8pe6 . .

. -0.0024 0.4493 0.0107 2.297%

o eprhE (0.0264) (0.0000) (0.9349) (0.000() 77 o.s88ps OnIV |ta||an Imports reaCt

4. uLcm -0.0026 0.4483 0.2993 2.382% t I t | d .
(0.0358) (0.0000) (0.0436) (0.000() 69 o.s9ps ( )

5. ULCT -0.0022 0.4390 0.0303 2.2738 DOSI |Ve v O aqqe prlce

(0.1241) (0.0000) (0.8371) (0.0000) 69 o.88B2 and ULCMbased

D. SPAIN

Domestic N Adjusted

Constant Exports REER de mand | observations RAD

B T 11 e R T ITS B s competitiveness indicators
(0.0001) (0.0000) (0.7181) (0.0000p) 71 0.8393 . .

Ooomr  o7ase  o0dacT 20268 ashe In Germany, Spain and, in all

3. GDPDEFL -0.0093 0.7278 -0.0359 2.0768 b t F - tS
(0.0000) (0.0000) (0.8391) (0.0000) 71 0.83pa1

4. ULCM -0.0090 0.7539 -0.0884 2.0529 u One Case’ rancezgnpor

(0.0001) (0.0000) (0.3485) (0.000() 73 o.84ahs

5. ULCT -0.0089 0.7425 -0.0925 2.0604 are |nsenS|t|Ve to REERS

(0.0001) (0.0000) (0.5188) (0.0000) 73 0.8405
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We construct a measure of
import-intensity adjusted
demand (IAD):

IADD , = C/ G 1

IAXD, = X >

IAD, = IADD;"> JAXD" >

l.e. a weighted average of total
investment (1), exports (X), private
consumption (C) and government
expenditure (G), where the
weights are the import contents of
the demand components.

Import contents are computed on
the basis of th©@ECD Input-
Output Database as in Bussiéere
et al. (2013). Since I-O tables are

- available only every five years, we

linearly interpolated the weights to
obtain quarterly series. For the
period after 2005, we assumed the
same weights as in 2005.



5. Exploring alternative determinants of import performance

*The role ofexport dynamicsin
explaining import growth increases

=substantially for Italy relative to our
baseline model: the impact of
rrdomestic demanddecreases across

all countries, in line with recent

literature which takes global

integration of production processes
into account (e.g. Brandell and

*The role ofprice-competitiveness

indicators is confirmed to be
significant only in the case of Italy.

However, thdit of the model does

not improve significantly for any of
the countries considered (conversely

to Bussiere et al. 2013, which
however uses panel data on all

A. ITALY
Import-
Import- A .
Constant Adjusted REER(-4) AdJUSte.d b Nét, Adlg;'\iec‘
Exports Domestic obser v ons
demand
1. PPI -0.0055 1.1340 0.4095 o.6744
©0.1722) (0.0004) (0.0961) (©0.07323) 75 0.38
2. CPI -0.0055 1.1283 O.5711 o0.6459
(0.1626) (0.0003) (0.0184) (0.0804) 7Aa 0.40
3. GDPDEFL -0.0055 1.12311 0.4758 o0.64229
(0.1652) (0.0004) (0.0321) (0.00023) 75 0.39
4. ULCM -O0.0086 1.3957 0.2886 0.621(
(0.014) (0.0000) 0.1248) (0.04a8¢) 66 0.51
5. ULCT -0.0075 1.4484 o.1962 0.567%
(0.0294) (0.0000) (0.3253) ©0.071P) 66 0.50B8
B. GERMANY
Import- Import-
Constant Adjusted REER((-4) AdJUSteq N- Ad“j'\Sted
Domestic observations R™N2
Exports
demand
1. PPI 0.0055 0.4929 0.0177 0.694
0.1413) (0.0054) (0.9425) (0.0001) 73 0.2392
2. CcPI 0.0053 0.4913 -0.0717 0.691
(0.1480) (0.0055) 0.8112) (0.001})> 73 0.2390
3. GDPDEFL 0.0053 0.4943 -0.0246 0.693
©0.1582) (0.0052) (0.9260) (0.001¢) 73 0.2394
4. ULCM O0.0058 0.5586 0.1396 0.854 ’
0.1218) (0.0040) (0.4931) (0.000%$) [=1=] 0.290s8 Dees 2005)
5. ULCT 0.0063 o0.5671 0.1913 0.852 ) .
(0.1052) (0.0036) (0.4938) (0.000%) 68 0.2908
C. FRANCE
Import-
Import- A .
Constant Adjusted REER(-2) A2diusted N- Adjusted
Domestic observations RN2
Exports
demand
1. PPI -0.0003 0.24a460 -0.0061 1.6792
(0.9027) (0.0459) (0.9775) (0.000¢) 73 0.4336
2. CcPI -0.0003 0.2448 O0.0241 1.6857]1
(0.9064) (0.0450) (0.9294) (0.000¢) 73 0.4337
3. GDPDEFL -0.0003 o0.2a56 -0.0163 1.678(
(0.9036) (0.0440) (0.9548) (0.000¢) 73 0.4337
4. ULCM -0.0006 0.4025 0.3291 1.5836¢
(0.8019) (0.0034) (0.2301) (0.000¢) [=1=] 0.5027
5. ULCT -0.0003 0.3853 o0.2564 1.5339
(0.8949) (0.0046) (0.3581) (0.000¢) 68 0.4979
D. SPAIN
Import-
Import- A .
Constant Adjusted REER(-4) -Adiusted e Adiusted
Exports Domestic obser v ons
demand
1. PPI -0.0066 0.6380 0.0405 1.6721
(0.0718) (0.0001) 0.8827) (0.000¢) 71 0.6373
2. CPI -0.0066 0.6357 0.0199 1.6734
(0.0742) (0.0001) (0.9479) (0.000¢) 73 0.6372
3. GDPDEFL -0.0064 0.6295 -0.0427 1.6864
(0.0789) (0.0001) (0.8733) (0.000¢) 71 0.6376
4. ULCM -0.0065 0.6336 0.0867 1.6503
(0.0711) (0.0000) (0.5320) (0.000¢) 73 0.6393
5. ULCT -0.0065 0.6339 -0.0009 1.676( M
(0.0714 (0.0000 (0.9969 (0.0000 73 0.637: OECD Countrles




6. Conclusions

« Traditionally,relative labour costsare a good proxy of a country’s
price competitiveness in the mediiarm beyond the short-term
adjustments in profit margins.

* BUT, in a context of intensglobalization and of restructuring of
global value chains to a varying degree across countries, owing to
the subsequent fading representativeness of labour costs on overall
production costs, relying solely on ULCNBased indicators may
provide a biased assessment of a country’s price competitiveness.

« QOurempirical findings point to a different informative content of
alternative price-competitiveness indicators across countries: we
confirm theabsence of an “ideal” indicatoracross countries and
over time.
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6. Conclusions

In particular,_in Italy we find that ULC-based competitiveness indicators
play a smaller role relative to price-based ones in explaining ltaly’s
recent export dynamics; the opposite holds for Germany and France,
whereas in Spain exports are insensitive to price competitiveness.
Moreover, only Italy’s imports respond to price competitiveness.

*Furthermore, price competitiveness and potential demand trends are
confirmed to be insufficient in recent years to explain export growth; a
proxy fornon-price competitivenesias a significant effect across
countries, with the exception of France.

*Future researchshould aim at further refining our quarterly
measurement of the non-price dimension of competitiveness and of the
participation in global value chains.
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