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Abstract

Recently, several post-Keynesian scholars have entered the debate on comparative political economy. Within this
approach, the research on different demand-led growth strategies converges on the idea that differentiated models
of capitalism are finding the engines of growth in debt-financed domestic demand or foreign demand, alternatively.
Nonetheless, some layers of disagreement emerge when investigating the reasons for a country’s export success,
particularly concerning the European core-periphery dualism. On the one side, some studies emphasise the role
of price and cost competitiveness. On the other side, other scholars ascribe the huge performance of export-
oriented countries to non-price factors (e.g., product quality and diversification). The purpose of this paper is to
deepen this specific debate from a post-Keynesian political economy perspective. Besides overviewing the existing
literature, we extend Kohler and Stockhammer’s (2021) work on price and non-price competitiveness as growth
drivers to export dynamics. Our evidence indicates that both price and non-price competitiveness differentials had
been significant in shaping export flows before the outbreak of the great financial crisis of 2007-08. We also
observe that methodological issues and large heterogeneity across countries belonging to different models may
alter the overall picture on the relative relevance of price and non-price factors. Therefore, we conclude that
country-specific analyses based on the estimation of well-specified export equations, explicitly encompassing non-

price competitiveness, are necessary to assess the sensitivity of export to price and cost factors.
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1. Background and rationale

The pandemic-induced economic collapse runs the risk of overshadowing the long-lasting phase of stagnation of
the European economy. Before the outbreak of the Covid-19 emergency, several countries, and in particular
Mediterranean ones, did not recover the pre-2008 activity levels. Focusing uniquely on the recent collapse could
wrongly lead us to treat a decade of stagnation as a ‘new normal’. Interestingly, that slowdown has fostered the
discussion on the strategies pursued by different countries to achieve satisfactory (and sustainable) growth rates.
At the same time, economists and political economy researchers wonder about the possible causes of the sluggish
economic growth, with a view to detecting which strategies and policies — or perhaps the inaction — may have
prevented countries to recover after the great financial crisis of 2007-09 (henceforth, GFC). While the conventional
explanation of the European conundrum focuses predominantly on the supply-side and ties stagnation to the
slowdown in productivity, we are witnessing a fascinating change in perspective from several non-mainstream
authors who entered the comparative political economy (henceforth, CPE) field of investigation. Indeed, some
contributions started to systematically analyse the demand side of the economy and, even more importantly,
provided an interpretative framework to compare and contrast capitalist economies. That strand of literature goes
well beyond the standard approach to economic facts based on economics and economic policy, paying attention
also to other socio-economic aspects.! In examining the current features and the evolution of contemporary
capitalisms, unorthodox CPE indicates that economic systems should not be examined through the lens of the
economic theory uniquely, while ‘economic, social, and political factors have to be analysed in conjunction’
(Stockhammer, 2021, p. 2).

One of the more interesting intuitions of this novel strand of literature can be sketched as follows: after several
decades of wage share decline and a drastic reduction of the role of the State in the economy, with the ensuing
demand-generating problems, advanced economies have faced — and still face — the challenge of finding new
engines for growth. This dare favoured the birth of the ‘growth model” perspective, baptized by the seminal work
of Baccaro and Pontusson (2016). According to this approach, (demand-led) growth regimes can be generally
distinguished into two broad groups. On the one side, countries where debt-financed domestic demand turned
out to be the main driver of growth, and hence opted for policies stimulating internal sources of demand, such as
credit-driven household consumption or government expenditure.? On the other side, countries that relied on
external demand as the locomotive of growth and that promoted export in different ways, such as containing wage
inflation and incentivising export-oriented sectors, at the cost (at least in some cases) of hindering domestic
demand and further altering the distribution of income in a regressive sense.

This method of inquiry represents an evolution of the traditional approaches, which do not consider aggregate
demand and its components at the core of the analysis and ground on the structural, supply-side characteristics of

each economy (Hall and Soskice, 2001). Following this innovative scheme of investigation, many attempts have

1 Among these, we can mention the institutional framework, power relations, the potential effectiveness of government interventions,
the process of financialization and globalization of the economy, the interactions among social blocs, with important implications
for electoral outcomes. On this last point, which goes well beyond the scope of this article, the reader may refer to Baccaro and
Pontusson (2019) and Hall (2020).

2 Of course, these two sources present different degrees of sustainability: the former has proved to be highly unstable (Boyer, 2000;
Barba and Pivetti, 2009; Pariboni, 2016); while the latter may ensure sustainable growth paths in case Central banks unconditionally
support full-employment policies put in place by governments. The second strategy, however, has been predominantly followed by
countries that are not subject to fiscal policy constraints (cf. Hein et al., 2020).



been made to nudge CPE towards demand-oriented analyses of growth models, and at the same time to pinpoint
and discuss both the implications for economic policies and the outcomes of different models in terms of growth
drivers and income distribution (see, among others, Behringer and Van Treeck, 2017; Hein et al., 2020; Kohler
and Stockhammer, 2021; Baccaro and Tober, 2021).

A consensus on what elaborated so far seems to embrace also the rich, broadly defined post-Keynesian
(henceforth, PK) community. Nevertheless, beneath the apparent harmony, some layers of controversy emerge
when investigating the reasons for the success of foreign trade in ‘export-led’ countries. The main element of the
debate is the identification of the leading driver of export: on the one hand, some studies indicate that price and
cost competitiveness, measured through the real effective exchange rate and/or (relative) unit labour costs, is the
key factor behind export growth; on the other hand, other contributions mainly ascribe the huge external
performance of export-oriented countries (first and foremost, Germany) to non-price factors, such as product
quality, diversification and the composition of export. The present paper wishes to contribute to this specific
debate. To do that, we start from the recent evidence stemming from some works belonging to the PK tradition
on the role of price and non-price competitiveness. Nevertheless, this piece does not presume to reply to the
complex answer ‘which is the relative importance of price and non-price factors for each economy’, as we will
conclude that this would need for an econometric, country-specific estimate of exports’ price and non-price
sensitivity. Less ambitiously, here we aim at shedding light on the recent findings and, hopefully, at suggesting
some empirical research avenues in the CPE field.

The rest of the paper goes as follows. In Section 2, we discuss the role of export in the PK-CPE literature. In
Section 3, we introduce the concepts of price and non-price competitiveness and how they are supposed to relate
to different models of capitalism. In Section 4, we examine the recent PK-CPE contributions on the relevance of
price and non-price factors. In Section 5, we concentrate on the findings by Kohler and Stockhammer (2021) and
propose an empirical test aimed at extending their approach to export growth. Section 6 concludes and draws
some lines for future developments of empirical research aimed at assessing the respective relevance of price and

non-price competitiveness in shaping export and export-led strategies.

2. Why export is central in the growth model perspective?
At least in principle, the answer to this question can be confined to a simple statement: given that exports can be
a crucial source of demand, the (demand-led) growth model perspective cannot put aside the international
environment. But in our view, to completely understand why export and its drivers deserve attention in the PK
literature on CPE, it is necessaty to start from what characterized the European economy after the GFC. At the
macroeconomic level, we witness poor economic performances of both ‘core’ and ‘peripheral’ countries belonging
to the Euro area (even more accentuated in the latter), which are feeding the uncertainty on the growth-promoting
ability of the existing rules and institutions.> Nonetheless, that puzzle has been often regarded as the quasi-natural

outcome of the co-existence of differentiated models of capitalism under the same umbrella, as it is rather clear in

3 In some cases, this conundrum resulted in scepticisms on the whole project of European integration. For a discussion, see Cohen

(2012).



the words of Gambarotto and Solari (2015) who describe Europe ‘as a set of asymmetrically integrated variety of
capitalism’ (p. 788).

Concerning the topics of this work, that is export and competitiveness, the story can be — quite intuitively —
articulated as follows. In terms of wage-setting institutions and growth regimes, two types of countries joined the
economic and monetary union: on the one hand, highly competitive export-led economies with coordinated
bargaining systems capable of producing wage restraints, mainly represented by Continental and Northern
European (or Scandinavian) countries; on the other hand, domestic demand-driven economies fostered by bank
credit or the housing sector, such as Mediterranean countries characterized by uncoordinated wage bargaining
schemes and a structurally higher pace of inflation. In addition to wage and price dynamics, the VoC approach
indicates that the institutional configuration of the Continental European countries is more equipped (than the
one of the Southern European countries) to foster innovation and promote product quality; therefore, the export-
led economies of the European ‘core’ may have benefited not only from the currency peg (that is, they may have
gained price competitiveness due to an undervalued exchange rate), but also from relatively higher non-price
competitiveness. For instance, about Germany, which is a textbook case within this literature, Storm and
Naastepad (2015) claimed that the German institutional setting matters because it strengthens non-price
competitiveness (rather than producing wage moderation).

Yet, both models, even if taken alone, present some element of risks: several works have highlighted the instability
of pure export-led and debt-driven growth models in the form of rising export-dependence and financial fragility
(Lavoie and Stockhammer, 2013; Stockhammer, 2016; Pariboni et al., 2020). But in addition to the specific risk of
each model, the root cause of the macroeconomic imbalances within the Eurozone has to be found in the
aforementioned North-South asymmetry, which translated in a strong dualism between export-led and (debt-
financed) consumption-led economies (Iversen et al., 2016; Hall, 2018; Baccaro and Tober, 2021). For this reason,
the elaboration on different institutional settings, as well as on the alternative determinants of growth, has become
central in CPE studies focused on Europe.

Until a few years ago, the study of differentiated models of capitalism has generally been grounded on mainstream
pillars, concerned with the microeconomic and structural supply-side features of the economy, as well as on the
standard New Keynesian 3-equations model. The fundamental outcome of this approach is the dichotomy of
coordinated market economies (CME) and liberal market economies (LME), which also encompasses the existence
of mixed market economies (MMESs) (Hall, 2015; Hall and Gingerich, 2009). That is the archetypal distinction
identified by Varieties of Capitalism (VoC) approach (Hall and Soskice, 2001). Recently, significant efforts have
been made at connecting CPE approaches, as the VoC theory, with non-mainstream macroeconomic research,
and particularly with PK-inspired works (Stockhammer, 2021), on different demand and growth regimes in modern
capitalism. The spectrum is very large (see among others Baccaro and Pontusson, 2016; 2018; Martin, 2016; Piore,
2016; Streeck, 2016; Behringer and Van Treeck, 2017; Stockhammer, 2018; Stockhammer and Ali, 2018; Hein et
al., 2020; Baccaro and Tober, 2021; Kohler and Stockhammer, 2021), but the lowest common denominator of
these contributions is to highlight differences and shifts of demand-led (and therefore growth) regimes across

advanced economies, and particularly European counttries.



The contribution that kicked off the debate was the one by Baccaro and Pontusson (2016). The main innovation
of this work is ‘to return to Keynesian and Kaleckian insights neglected by CPE scholars’ (p. 2), as it emphasises
the demand side of the economy and places the distribution of income, among households and between labour
and capital, at the centre of the analysis. Specifically, the two authors use the PK distinction between profit-led
and wage-led demand regimes, on the one hand, and between consumption-driven and export-driven regimes, on
the other, to question the relevance of the dual VoC distinction between CMEs and LMEs for the period before
the GFC. A similar attempt has been made by Behringer and Van Treeck (2017), who made use of the VoC
approach to explain the different dynamics of macro-variables (consumption and net exports), which have
generated debt-led consumption-driven or export-driven regimes before the GFC. In a similar vein, Hein et al.
(2020) developed a taxonomy of (demand-led) growth models by distinguishing four regimes before and after the
GFC, namely the export-led mercantilist, the weakly export-led, the domestic demand-led and the debt-let private
demand boom.*

Despite some methodological differences, all the above-mentioned contributions endorse a demand-side
perspective and emphasise the role of export as a component of aggregate demand in shaping the growth model
of a country.> With a certain degree of generality, according to the PK-CPE approach a country is considered to
be export-oriented in case export turns out to be the most important driver of GDP growth. Nevertheless, the
debate on the determinants of export performances of export-led countries is quite lively within this strand of
literature, and the question to be answered is the following: why these countries are so capable of capturing foreign

demand? And, more importantly, are the key drivers of exports the same among export-led countries?

3. Price and non-price competitiveness: an overview

Here we come to the term competitiveness, a multifaceted concept used to identify a potential determinant of
export demand. While acknowledging that export would not exist without demand from abroad, it is quite natural
to wonder why a country exports more than another. That question is central because alternative answers would
shape different strategies to foster export. Not surprisingly, competitiveness has been already studied within the
VoC approach, where the institutional conditions rendering domestic firms internationally competitive have been
analysed, and where differences in competitiveness have been highlighted as drivers of external imbalances (see
among others Johnston et al., 2014; Hall, 2014; Iversen et al., 2016). But what is interesting to explore from a
political economy standpoint, and in particular for what concerns the PK-CPE literature, is the distinction between
price competitiveness and non-price competitiveness. A further point to be discussed is what lies behind these
alternative drivers of export in terms of institutional settings and the patterns of the distribution of income.

On the one side, price competitiveness is usually captured by the dynamics of the real effective exchange rate
(REER) or unit labour cost (ULC). The former adjusts the nominal exchange rate for the relative rate of inflation,

and therefore it is an indicator of the international competitiveness of a nation in comparison with its trade

4 In addition to distinguishing between ‘strong’ and ‘weakly’ export-led, the work also distinguishes by different sources of demand
of domestic demand-driven economies: in domestic demand-led countries, the Government is the main source of demand; while in
debt-let private demand boom, consumer credit is the main driver of growth.

5 Hein et al. (2020, section 2) offer a discussion on such methodological discrepancies (for instance, some contributions focus on
export growth, while others on the dynamics of net exports).



partners. The latter compares a country’s wages and productivity, and consequently it is generally viewed as a
measure of cost competitiveness inasmuch it indicates the average cost of labour per unit of output produced.
Importantly, price and cost factors are supposed to be relevant in shaping export in case the price elasticity of
export is high. This latter is an essential element in the growth model literature as increasing domestic demand (for
instance, increasing consumption fuelled by a shift in income distribution in favour of workers) may increase
domestic prices, and this would — at least partially — translate into a real appreciation. In case export was sensitive
to changes in prices, increasing internal demand would therefore penalize the external source of demand. On the
contrary, if export was not (very) sensitive to price changes, it will not be affected (very much) by a loss of price
competitiveness. Putting it differently, significant price sensitivity of export would indicate an inverse relationship
between consumption and export. Notably, this trade-off would work in case of both an increasing domestic
demand (which would generate inflation and therefore crowd-out export) and a decreasing one (which would
generate a relative depreciation and therefore foster export). Before reviewing the existing works, an element of
evidence has to be pointed out: as it is widely recognised, after the inception of the Euro countries like Germany
managed to keep wage inflation under control — according to Brancaccio (2011), thanks to the coordinated wage-
setting institutions — while MME:s, like Spain, experienced a loss of competitiveness due to comparatively high
inflation, associated to higher domestic demand and housing/financial bubbles in the pre-crisis period (Cesaratto
and Stirati, 2010; Paternesi Meloni, 2017).

On the other side, non-price competitiveness represents a more nuanced feature of export, as it captures the quality
and sophistication of exported goods and consequently it is quite complicated to translate into a single metric.¢
The main reason why non-price factors should not be disregarded is that export cannot be accounted for just by
means of foreign income, prices and costs (Xifre, 2021). Essentially, non-price competitiveness should, at least in
principle, be able to stimulate export independently of prices: in other words, countries that mainly ‘compete on
quality’ would experience significant export performances even in presence of relatively high prices, as their goods
are sophisticated enough to be sold in the international outlets. By examining the current literature, we can mention
some indicators used to represent non-price factors.” Probably the most widespread metric is the Economic
Complexity Index (henceforth, ECI), built in the spirit of the Hidalgo and Hausmann’s (2009) seminal work.
According to the ECI approach, a country that has a diversified export basket and that exports items that few
other countries can produce will get a high ECI score, and therefore higher sophistication and non-price
competitiveness. Other proxies for non-price factors are based on different grounds, namely: i) the effort in R&D
and the ensuing diffusion of patents (European Commission, 2010; Monteagudo, 2010; Dieppe et al., 2012); ii) a
larger production matrix, which translates into a greater basket of exported goods (Simonazzi et al., 2013); iii) a
higher share of hours worked by high-skills workers (Montaruli and Monteagudo, 2009); iv) adjustments of export
price indices based on the pioneering works on variety (Feenstra, 1994; Broda and Weinstein, 2006; Benkovskis
and Wotz, 2014); v) (relative) total factor productivity, as a proxy for efficiency in the organization of production

and, in a broader perspective, the effectiveness of research and innovation (Giordano and Zollino, 2014); vi) the

6 According to D’Amato (2017), non-price competitiveness identifies factors ‘which encompass many of the facets driving export
performance beyond prices and foreign demand’ (p. 37), and includes quality, tastes, patticipation in global value chains, logistics
services and infrastructure in general, and institutional factors.

7 For a more technical review and discussion, the interested reader may refer to Xifré (2021).



technological sophistication of export, measured through to the shate of high-tech export (Lall et al., 2006;
Fortunato and Razo, 2014). Despite that variety, all measures share the same message: product competitiveness

goes well beyond its price and therefore export cannot be explained through prices and foreign demand, uniquely.

4. Latest findings on the relevance of price and non-price competitiveness

Regarding this twofold aspect of competitiveness, the debate is very lively, and, quite unsurprisingly, two main
positions emerge. On the one hand, some authors emphasise the role of price competitiveness and wage inflation
in altering the export performances of European countries. With particular reference to the PK-CPE family of
works, Baccaro and Pontusson (2016) argued that differences among countries have to be found in the different
structure and price elasticities of their respective exports: specifically, German exports, mainly consisting of high-
quality but standardised manufactured goods, have been highly price-sensitive, and hence benefited from the
slower pace of (wage) inflation experienced in Germany compared to other major European economies.® On the
other hand, other contributions accentuate the role of non-price factors compared to cost competitiveness, stating
that the main cause of trade imbalances within the Eurozone has to be found in the fact that, prior to the GFC,
‘peripheral’ countries were specialized in low-productivity and low-value-added branches, while ‘core’ countries
were more oriented to innovative sectors and thereby occupied the highest value-added segments of the
international markets (among others, Simonazzi et al., 2013; Storm and Naastepad, 2016).

In this respect, the recent work by Kohler and Stockhammer (2021) offers an interesting analysis. They estimate
the correlation between income growth or the current account, on the one side, and price-competitiveness (REER
in the manufacturing, an increase meaning a real appreciation and therefore a loss of price competitiveness) and
export sophistication (where a higher score of the ECI represents a higher non-price competitiveness),
alternatively, on the other side. That is done for both the pre- and the post-GFC period, focusing on a set of 30
OECD countries which predominantly includes European economies. Probably depending on the large
heterogeneity among countries, their evidence is quite mixed: the only significant association which is consistent
with the expectations is the positive correlation between the current account and the non-price competitiveness,
both before (1% level) and after (at the 5% level) the GFC (cf. Figure A2 in their paper). Consequently, the take-
away message from their work is that non-price factors are more relevant than price factors, also because no
significant association holds between REER dynamics and the current account (we shall return on this contribution
in Section 5).

Nevertheless, Kohler and Stockhammer (2021) do not estimate any effect of price and non-price factors on export
performances. An attempt to quantify the sensitiveness of export to price factors has been made by Baccaro and
Pontusson (2016), who vindicate the relevance of price competitiveness for both Germany and Italy (with REER
elasticities of -0.48 and -0.65, respectively) and state that ‘to the extent that exports are price-sensitive, growing

exports requires the repression of wages and consumption to prevent an appreciation of the real effective exchange

8 The authors also analyse the case of Swedish export, which mainly consists of high-quality services and hence has been far less
price elastic.

9 In this regard, the recent work by Xifré (2021) — framed outside the PK-CPE literature — swims against the tide, arguing that that
the conventional North-South divide in the Euro area might not be entirely applicable to non-price competitiveness factors. For
instance, it is argued that Spain has significantly improved its non-price competitiveness in recent times, and this partially explains
the so-called ‘Spanish paradox’ (that is, increasing export share, combined with worsening price competitiveness).



rate’ (p. 15). To support this view, they present some empirics according to which export growth is negatively
associated with a real appreciation for Germany and Italy, whilst Sweden and the United Kingdom do not present
any significant effect of the REER on the pace of export. This is not consistent with what advocated by the
supporters of non-price competitiveness, according to whom Germany’s export success is based on high value-
added and superior quality. Similarly, Baccaro and Tober (2017) argued that wage moderation is at the root of the
gains in competitiveness of Germany (with price elasticities ranging from -0.8 and -1.2, depending on the deflator
used), even though such moderation happened mostly in the non-exposed sectors (but to some extent also in the
manufacturing).'® The authors also find an important role of price competitiveness for Italy’s export, whose
clasticity is estimated at -1.5, in line with Paternesi Meloni (2018) who finds a REER elasticity of export of
approximately -1.2."1 Other non-mainstream works underlined the relevance of price competitiveness in the
Eurozone framework, namely Flassbeck and Lapavitsas (2013), Bibow (2013) and Boggio and Barbieri (2017), with
the latter arguing that export performance must be explained by levels rather than by changes in unit costs.
Concerning the relevance of non-price factors, the VoC literature indicates that, due to its institutional shapes, a
CME is better equipped to foster (incremental) innovation, high-skills and competencies and inter-firm relations,
thus promoting product superiority (Hall and Soskice, 2001) and the ensuing competition on high-end items.!?
Empirically, Vermeiren (2017) testifies that high-quality exported goods tend to be almost completely price-
inelastic. Similar conclusions have been reached by Storm and Naastepad (2016), according to whom the price
clasticities of major Eurozone countries are virtually zero, while net exports are mostly driven by domestic and
foreign demand. Other contributions supporting the relevance of non-price factors in the European context are,
among others, Danninger and Joutz (2007), Simonazzi et al. (2013) and Carrasco and Peineado (2015).

From our perspective, this debate has not yet reached a consolidated view for methodological reasons. Indeed, the
attempts made to empirically estimate the relevance of price and non-price competitiveness through the estimation
of export elasticities present some problems and shortcomings which merit discussion right away. In most cases,
the empirical investigations presented to measure price elasticity suffer from under-specification. This is, for
instance, the case of the contribution by Baccaro and Pontusson (2016) — as already advocated by Hope and
Soskice (2016) and Hein et al. (2020) — where the estimation of price elasticities does not control for the dynamics

of foreign demand. Moreover, appropriate techniques capable of depicting structural, long-term relationships

10 This point should be however analysed at the country level, as sectoral deflators may exhibit different trends. For instance, Italy
experienced a higher-than-average pace of inflation in non-tradeable sectors (first and foremost, in utilities), and this translated in
increasing prices also in the manufacturing, basically for two reasons: on the one hand, some services are inputs of production; on
the other hand, they may account for a considerable extent in the consumer basket, therefore influencing monetary wages. See on
this Levrero and Stirati (2005) and Paternesi Meloni and Stirati (mimeo).

1 Many studies on the German case find significant price or cost elasticities — for a survey, see Heinze (2018). Among others, Baccaro
and Benassi (2017) estimate negative (and significant) price elasticities for the export of manufactured items, although they refer to
short-run coefficients (ranging from -0.4 for ULC-based REER to -0.8 for export prices). According to Neumann (2020), real
appreciation negatively affected German export outside the Eurozone, while a non-significant effect is found for intra-Eurozone
flows (where strong demand effects are detected). However, the work by Storm and Naastepad (2015) represents an against the
current position, as they detect insignificant cost elasticities. This finding is interpreted as the consequence of Germany’s relevant
strength in terms of its corporative industrial framework and technological level which makes its export insensitive to changes in
prices. A similar debate regards Italy: Breuer and Klose (2015) do not find a significant price effect, contrary to Paternesi Meloni
(2018) and Baccaro and Tober (2017) who provide empirical evidence for high price and cost sensitiveness.

12'The idea behind this reasoning is that CMEs’ workers tend to have industry-specific competencies, while in LMEs they have more
general skills that easily can be utilized to work at other firms. Countries in the Mediterranean ring would therefore be more oriented
to compete on cost than Continental European countries, where corporate governance is also less oriented to short-termism.



through cointegration-based methods should be preferred to short-run correlations (for a discussion, see Paternesi
Meloni, 2018). For a limited set of countries, these two aspects are partially addressed in Baccaro and Tober (2017),
who estimate long-run export equations. As an additional weakness, it should be noted that in most cases non-
price factors are not explicitly included within the empirics, while the relevance of non-price competitiveness is
basically documented by a combination of low price-sensitivity and relatively high elasticity to foreign income — as

it happens, for instance, in the work by Neumann (2020).

5. Some empirical tests starting from the recent work by Kohler and Stockhammer

Within the PK-CPE literature, the only attempt to include non-price factors into the picture has been made by
Kohler and Stockhammer (2021). As anticipated, they make use of an index of export sophistication (the ECI),
which is capable of jointly considering the diversity of a country’s exports (the number of distinct products it
exports) and the ubiquity (the total number of countries that export these products). While the intuition is
promising and the exercise deserves attention, it is quite surprising that the authors link the indices of
competitiveness (both the dynamics of the REER and the scores of the ECI) to aggregate indicators, such as the
average growth rate of gross national income (GNI) and/or the cutrent account (CA).!3> As anticipated, they find
a positive association between export sophistication and the CA, while no significant correlation holds between
export sophistication and income growth. Moreover, they do not find any statistically significant association
between the changes of the REER and the growth rate of real GNI, both before and after the GFC (cf. Figure 4
in their paper).!* Perhaps more importantly, they find a negative (but not significant) relation between REER
growth and the CA before the GFC; nevertheless, the relation unexpectedly becomes positive and significant
(albeit only at the 10% level) after 2008 (cf. Figure A2 in their paper).

But in our opinion, price and non-price competitiveness should be put in connection with export uniquely, as
competitiveness should in principle act upon export dynamics, and only indirectly upon other aggregate indicators
(such as income growth). By linking competitiveness to GNI growth (and not to export dynamics), one may likely
find spurious relationships. For instance, in case export would be triggered by increasing cost competitiveness (that
is, by a lower unit labour cost, which is almost equivalent to a reduction in the wage share), with this latter
associated to a restraint in internal demand, this may result in a domestic/foreign demand trade-off, with no effects
on aggregate income growth (as discussed in Section 4). Analogously, linking competitiveness to the CA can be
troublesome inasmuch the CA includes also import: being this latter endogenous to income, as Kolher and

Stockhammer note with respect to the work by Hein et al. (2020), this may pollute the overall analysis.!>

13 Most likely, this depends on the fact that Kohler and Stockhammer’s (2021) article is centered on ‘growth drivers’, and not on
export drivers uniquely. Indeed, their empirical analysis refers also to finance and fiscal policy as two further drivers of income
growth.

14 Surprisingly, they find a negative, statistically significant association between ECI and real GNI growth before the GFC (at the
5% level), which however turns out to be insignificant after 2008 (cf. Figure 5 in their paper).

15 Kolher and Stockhammer (2021) criticize the taxonomy by Hein et al. (2020) inasmuch it is grounded on the contribution of different
components of demand to GDP growth. The idea is that by looking at growth contributions almost all European countties oddly
turn out to be export-led after the GFC. However, in most of the countries, the improvement in the growth contribution of CAs
was largely driven by a reduction in import rather than an increase in export, and therefore those countries are not ‘truly’ export-
driven. To take into account this point, in our empirics we shall put the emphasis on export growth, uniquely.



To overcome these potential limits, we propose an extension of Kolher and Stockhammer’s empirics by focusing
on export exclusively. By applying the same methodology to average export growth instead of the GNI growth or
the CA, some eye-catching evidence emerges (see Figure 1). First and foremost, the positive association between
export growth and its sophistication virtually disappears for the whole panel, both before and after the GFC (see

Figure 1, upper graphs).

Figure 1. Non-price competitiveness and export performances before and after the GEFC
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This does not mean that the role of quality and complexity should be overlooked. Most likely, such a (non)
relationship depends on a significant country heterogeneity. Indeed, the exploration by Kolher and Stockhammer

involves seven different clusters, namely: English-speaking countries (Australia, New Zealand, Canada, USA,



Ireland, United Kingdom); Nordic countries (Denmark, Finland, Iceland, Norway, Sweden); the Benelux (Belgium,
Netherlands, Luxembourg); German-speaking countries (Austria, Germany, Switzerland); Southern Europe
(France, Greece, Italy, Portugal, Spain); CEE, that is Central and Eastern European countries (Czech Republic,
Hungary, Poland, Slovakia, Slovenia); and the Baltics (Estonia, Latvia, Lithuania). These countries are charactetized
by differentiated economic and institutional settings: by considering them as a whole, one could run the risk of
including countries and/or models that may alter the overall representation. For instance, if we remove CEE
countries and the Baltics, the correlation between the ECI and the growth of export increases up to 0.47 in the
pre-crisis period, while it is neatly zero after the GFC (see Figure 1, lower graphs).

An additional test indicates that such heterogeneity deserves even more consideration. By putting in connection
the evolution of price competitiveness and that of export before the GFC, we still find some thought-provoking
results if we exclude CEE and Baltics countries (see Figure 2). Enquiringly, the eight countries belonging to these
groups exhibit the highest export growth in the panel: in these economies, export growth was huge, more than
10% yearly average from 2000 to 2007 (the lowest pace was that of Estonia, where export growth settled at about
9%). This outstanding performance is probably due to an increasing process of integration into European markets
(cf. Crespo and Fontoura, 2007), as well as to a level of prices. In other words, the statistically insignificant
association between the change in the REER and the growth of export detected for the panel as a whole in the
2000-100t period (see Figure 2, upper graphs) is almost completely driven by these two models, while a negative
association, as expected, holds for the rest of the sample (see Figure 2, lower graphs).1¢

This exercise leads us to conclude that the GFC has radically turned the tables for what concerns the role of
competitiveness: while before 2008 we see that the expected relationship with export held for both price and non-
price factors once some outliers are excluded, no significant relationship seems to exist between competitiveness
and export after the GFC. Largely, this would depend on the pattern of foreign demand, which drastically
decreased as a result of the financial turmoil and the ensuing real crisis. This is even more so if we consider that
Europe is the main export market for Euro area countries (D’Adamo, 2017). Nonetheless, our evidence suggests
something different from Kolher and Stockhammer’s one: competitiveness differentials had been significant in
shaping export flows, at least before the GFC, as testified by the inverse relationship with the REER and the positive
one with the sophistication of export. Of course, the strong cross-country heterogeneity may jeopardize this kind
of empirical experiments, but the considerations made so far visibly indicate that some further effort will be
necessary to overcome the gaps of the existing contributions aiming at quantifying the role of price (and non-price)

competitiveness in influencing export and export-led growth strategies.

16 Remarkably, a similar result comes from a work promoted by the European Commission (D’Adamo, 2017). Specifically, a positive
correlation emerges between the average annual change in REER and the average annual change in export market shares when
considering the Euro area (EA19 aggregate, period 2001-2014). Nonetheless, when removing Latvia, Estonia, Lithuania and Slovakia,
the relation becomes negative.



Figure 2. Price competitiveness and export performances before and after the GFC

Whole panel
o
<4 SVK 8. ] IRL
2 au ° HUN ®
. IsL
cZE POL
~ ~
S LVA s U
A PO, ° NS4
S8 | .é\'lN 'é © HUN oze svk EST
82 EST 8 LVA
& DEU wx R S SIN eausLyx
IS . . So ©PRT
[ FIN 231 . CHE
< swe SAUT isL G8¢ s P DEU USA
N NLD DNK © £ ESP BELAUT
354 UsA . Te % ES 3 FRA © SeNZL
- GBRe ,BEL A © g QA
e FRA AYS NzL =8 | DNK- swE
o S < Py GRC
a aN GBR L3 o|TA
X X
w CAN [} CAN N
NOR ° NOR
<
o o
3 8
oL T . . : s T T . .
-20.00 0.00 20.00 40.00 60.00 -40 -20 0 20 40
REER, growth (2000-2007) REER, growth (2007-2017)
Correlation = -0.01 Correlation = 0.07
Excluding CEE and Baltic countries
DEU E =g *IRL
8 E Lux S
@ IS
.
1y FIN® o auT GRC N
8o SWE IsL &8
[ N o©
S« CHE weonp  DNK S
o . . o
S PRTe °, i AUS
° UsA = egp- ® US  Lux
g ° GBRe A o PRT .
1= ® N S CHE
g 84 FRA oz s< £gp MO DEU USA H
£ < :
H H eLe AUT
2 : ol Sy enes
£ Q CAN tS 4 GBR
£S A 83 B GRC b
I} NOR I} CAN FINe
NOR
9
o o
31 3
= . . . . e T T . .
-20.00 0.00 20.00 40.00 60.00 -40 -20 0 20 40
REER, growth (2000-2007) REER, growth (2007-2017)
Correlation = -0.40 Correlation = -0.06
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In our view, three elements should be taken into account to better assess the importance of price and non-price
factors. Specifically, the analyses should be carried out: i) at the country level, or at least for an internally consistent
model or cluster of countries; ii) focusing on export growth uniquely, and not on income growth or the evolution
of the current account; and iii) with appropriate econometric techniques rather than with simple correlations which
may lead to spurious results. The latter point is particularly important as methods capable of detecting structural,
long-run relationships between export and competitiveness should be preferred, while failure to include non-price
competitiveness in the estimations may lead to miss-specification error (see Athanasoglou and Bardaka, 2010).
Definitively, this leaves space for future, country-specific studies which can overcome the methodological

problems listed above.!”

17'To the best of our knowledge, some country-specific studies encompassing some of these analytical and procedural characteristics
exist: for Italy, Paternesi Meloni (2018); for Greece, Athanasoglou and Bardaka (2010); for four big European countries, Giordano
and Zollino (2014); for the Euro area as a whole, Monteagudo (2010) and D’Adamo (2017), even if grounded on short-run
relationships. However, these works are quite outdated with respect to the current debate and, more importantly, not directly
comparable to each other due to methodological discrepancies. Of course, the analysis could be also extended to further dimensions



6. Concluding remarks and future developments
In this article, we focused on a precise matter of the debate on differentiated models of capitalism within the PK-
CPE literature. Specifically, we elaborate on the twofold meaning of competitiveness, which can be alternatively
observed and measured from a price and a non-price standpoint. The sensitivity of export to price changes is a
central element of the growth model perspective since significant price elasticities would indicate that policies of
internal demand suffocation will effectively promote export-led growth, even at the cost of further altering the
functional income distribution. Therefore, this field of inquiry would benefit from rigorous, country-specific
estimations of price-elasticities.
We reviewed and discussed some works devoted to this specific discussion. Here, no consensus seems to arise on
which is the main driver of export. Probably, this depends on procedural and methodological reasons, as
documented by our empirical exercise aimed at linking competitiveness to export growth.
Notwithstanding the unsatisfactory current evidence, the topic is particularly appealing since, if cost
competitiveness proved to be relevant in shaping export, neo-mercantilist strategies, despite their negative social
impacts, would be ‘economically useful’, as they would actually promote economic growth.!'8 However, if the role
of price competitiveness will turn out to be insignificant, other dimensions of competitiveness — such as
diversification and quality — would prove to be more and more relevant in promoting export: in other words, as
long as exports are less price-sensitive, export-led strategies could in principle coexist also with more stable patterns
for labour remunerations, and more concentrated, for instance, in high value-added sectors. Vice versa, in case
price elasticity was strong and significant, this could lead us to a perplexing conclusion: strategies for the recovery
would be the same ones which engendered the crisis. In fact, several works already suggest that the trends in
income distribution —and the ensuing differentials in cost competitiveness across countries — should be considered
one of the determinants of the GFC and the European conundrum.
Our evidence suggests that both price and non-price competitiveness mattered in influencing export, with the
expected sign, before the GFC. At the same time, further research is needed to better assess and disentangle the
drivers of export at the country level: this would first identify distinctive national export profiles, and second it
could be useful to examine how national practices and institutions — particularly in the labour market — may have
contributed to shape export performances and the patterns of international specialization. Concerning this latter
point, this will also help in verifying if Scandinavian and Continental Europe economies are effectively more
oriented in intercepting high-quality markets (in both manufacturing and services), while on the contrary
Mediterranean economies have been competing in more price-elastic items, as it seems to emerge from the recent
literature on Europe.
A methodologically sound, long-term and country-specific estimation of the export elasticity to both price and
non-price factors will finally contribute to providing evidence for two policy issues: how to get out of the never-

ending phase of stagnation in the Euro area, and which strategy each country is currently adopting to recover. This

of price competitiveness (for instance, unit labour costs or REER based on different deflators) and non-price competitiveness (that
is, some of the metrics reviewed in Section 3).

18 A caveat here should be taken in mind: if export-led strategies led to huge external surplus, such strategies would be not equitable
towards deficit countries. Moreover, this would not be sustainable in the long run as deficit countries cannot experience a ‘permanent’
external deficit (see Giavazzi and Spaventa, 2010; and Cesaratto, 2015, for an alternative view). The United States represents a
remarkable exception, mainly due to the international predominancy of the US dollar as a reserve currency.



will also foster the debate on which policies should be promoted to sustain equitable growth and escape the phase
of stagnation which characterized Eurozone countries after the GFC, even if we left aside the pandemic-induced
economic collapse of 2020. In case most European countries were currently adopting neo-mercantilist policies
because their export is effectively price-sensitive, we would face a ‘dog chasing its tail’ problem, as it would make
sense, for a single country, to cut wages to promote export. If this will be the case, these results might cast an

unsettling light on the prospects for a European recovery.



REFERENCES

Athanasoglou, P. P., Bardaka, 1. C. (2010). New trade theory, non-price competitiveness and export
performance. Economic Modelling, 27(1), 217-228.

Baccaro, L., Benassi, C. (2017). Throwing out the Ballast: Growth Models and the Liberalization of German
Industrial Relations. Socio-Economic Review, 15(1), 85-115.

Baccaro, L., Pontusson, H. J. (20106). Rethinking comparative political economy: the growth model perspective.
Polities & Society, 44(2), 175-207.

Baccaro, L., Pontusson, H. J. (2018). Comparative political economy and varieties of macroeconomics”, Max
Planck Institute for the Study of Societies, MPIfG Discussion Paper 18/10.

Baccaro, L., Pontusson, H. J. (2019). Social blocs and growth models: An analytical framework with Germany
and Sweden as illustrative cases. Université de Geneve, Working paper n. 7, April 2019, available at
https://archive-ouverte.unige.ch/unige:116600.

Baccaro, L., Tober, T. (2017). The role of cost and price competitiveness in the Eurozone. Unpublished
Manuscript, available at
https://europe.jhu.edu/ FULLEVENTCAL/UPLOADFILE2/Baccaro%20Paper.pdf.

Baccaro, L., Tober, T. (2021). The role of wages in the Eurozone. Review of International Political Economy, online
article, DOI: 10.1080/09692290.2021.1888143.

Barba, A., Pivetti, M. (2009). Rising houschold debt: Its causes and macroeconomic implications—a long-period
analysis. Cambridge Journal of Economics, 33(1), 113-137.

Behringer, J., Van Treeck, T. (2017). Varieties of capitalism and growth regimes: The role of income distribution.
Forum Macroeconomomics and Macroeconomic Policies (FMM) (Working Papers 9/2017). Hans Boeckler
Foundation.

Benkovskis, K., Worz, J. (2014). What Drives the Market Share Changes? Price versus Non-Price Factors.
European Central Bank Working Paper No. 1640.

Bibow, J. (2013). The Euroland crisis and Germany’s euro trilemma. International Review of Applied Economics, 27(3),
360-385.

Boggio, L., Barbieri, L. (2017). International competitiveness in post-Keynesian growth theory: controversies and
empirical evidence. Cambridge Journal of Economics, 41, 25-47.

Boyer, R. (2000). Is a finance-led growth regime a viable alternative to Fordism? A preliminary analysis. Econonzy
and Society, 29(1), 111-145.

Brancaccio, E. (2011). Crisi dell’'unita europea e standard retributivo, Diritti Lavori Mercats, 11.

Breuer, S., Klose, J. (2015). Who gains from nominal devaluation? An empirical assessment of euro-area exports
and importts. The World Economy, 38(12), 1966—1989.

Broda, C., Weinstein, D. E. (20006). Globalization and the Gains from Variety. The Quarterly journal of economics,
121(2), 541-585.

Carrasco, C. A., Peinado, P. (2015). On the origin of European imbalances in the context of European
integration. Panoeconomicus, 62(2), 177-191.

Cesaratto, S. (2015) Balance of Payments or Monetary Sovereignty? In Search of the EMU’s Original Sin,
International Journal of Political Economy, 44(2), 142-156.

Cesaratto, S., Stirati, A. (2010). Germany and the European and global crises. Infernational Journal of Political
Economy, 39(4), 56-86.

Cohen, B. J. (2012). The future of the euro: Let's get real. Review of International Political Economy, 19(4), 689-700.

Crespo, N., Fontoura, M. P. (2007). Integration of CEECs into EU market: structural change and convergence.
Journal of Common Market Studies, 45(3), 611-632.

D'Adamo, G. (2017). Assessing the price and non-price competitiveness of the euro area. Quarterly Report on
the Euro Area (QREA), Directorate General Economic and Financial Affairs (DG ECFIN), European
Commission, vol. 16(1), pages 37-47, March.

Danninger, S., Joutz, F. (2007) What Explained Germany’s Rebounding Export Market Share?. IMF Working
Paper 07/24, International Monetary Fund: Washington D.C., DOI: 10.1094/PDIS-91-4-0467B.



Dieppe, A., Dees, S., Jacquinot, P, ..., and Vyskrabka, M. (2012). Competitiveness and External Imbalances
within the Euro Area (December 2012). European Central Bank Occasional Paper, No. 139.

European Commission. (2010). The impact of the global crisis on competitiveness and current account
divergences in the euro area. Quarterly Report on the Euro Area, 9(1), 1-42.

Feenstra, R. C. (1994). New product varieties and the measurement of international prices. The American Economic
Review, 157-177.

Flassbeck, H., Lapavitsas, K. (2013). The systemic crisis of the euro-true causes and effective therapies. Berlin:
Rosa-Luxemburg-Stiftung.

Fortunato, P., Razo, C. (2014). Export sophistication, growth and the middle-income trap. Transforming
Economies—Making industrial policy work for growth, jobs and development, 267-287.

Gambarotto, F., Solari, S. (2015). The peripheralization of Southern European capitalism within the EMU.
Review of International Political Economy, 22(4), 788-812.

Giavazzi, F., Spaventa, L. (2010). Why the current account may matter in a monetary union: Lessons from the
financial crisis in the Euro area. CEPR Discussion Papers 8008.

Giordano, C., Zollino, F. (2014). Exploring price and non-price determinants of trade flows in the largest euro-
area countries. Banca d’Italia occasional papers, n. 233, September 2014.

Hall, P. A. (2014). Varieties of Capitalism and the Euro Crisis. West European Politics, 37, 1223—1243.

Hall, P. A. (2015). Varieties of capitalism. Emerging trends in the social and behavioral sciences: An
interdisciplinary, searchable, and linkable resource, 1-15.

Hall, P. A. (2018). Varieties of Capitalism in Light of the Euro Crisis. Journal of Enropean Public Policy, 25, 7-30.

Hall, P. A. (2020). The electoral politics of growth regimes. Perspectives on Politics, 18(1), 185-199.

Hall, P. A., Gingerich, D. W. (2009). Varieties of capitalism and institutional complementarities in the political
economy: An empirical analysis. British Journal of Political Science, 449-482.

Hall, P. A., Soskice, D. (2001). VVarieties of capitalism: The institutional foundations of comparative advantage. OUP
Oxford.

Hein, E., Paternesi Meloni, W., Tridico, P. (2020). Welfare models and demand-led growth regimes before and
after the financial and economic crisis. Review of International Political Economy, online article, DOI:
10.1080/09692290.2020.1744178.

Heinze, H. (2018). The determinants of German exports: An analysis of intra- and extra-EMU trade. IPE
Working Papers 95/2018, Betlin School of Economics and Law.

Hidalgo, C. A., Hausmann, R. (2009). The building blocks of economic complexity. Proceedings of the national
academy of sciences, 106(26), 10570-10575.

Hope, D., Soskice, D. (2016). Growth models, varieties of capitalism, and macroeconomics. Politics & Society,
44(2), 209-226.

Iversen, T, Soskice, D., Hope, D. (2016). The Eurozone and political economic institutions. .Annual Review of
Political Science, 19, 163—185.

Johnston, A., Hancké, B., Pant, S. (2014). Comparative institutional advantage in the European sovereign debt
crisis. Comparative Political Studies, 47(13), 1771-1800.

Kobhler, K., Stockhammer, E. (2021). Growing differently? Financial cycles, austerity, and competitiveness in
growth models since the Global Financial Crisis. Review of International Political Economy, online article, DOI:
10.1080/09692290.2021.1899035.

Lall, S., Weiss, J., Zhang, J. (2000). The “sophistication” of exports: A new trade measure. World Development,
34(2), 222-237.

Lavoie, M., Stockhammer, E. (2013). Wage-led growth: Concept, theories and policies. In: Wage-led growth (pp. 13-39).
Palgrave Macmillan, London.

Levrero, E. S., Stirati A. (2005). Distribuzione del reddito e prezzi relativi in Italia 1970-2002. Politica Economica,
21 (3), 401-433.

Martin, C. J. (2016). Economic prosperity is in high demand. Po/itics & Society, 44(2), 227-235.

Monteagudo, J., Montaruli, F. (2009). Analysing non-price competitiveness in euro area countries. In: Codogno,
L., Paganetto, L. (eds.). Measuring Italy’s External Competitiveness. Rubbettino, Soveria Mannelli.



Monteagudo, J. (2010). Assessing the sources of non-price competitiveness in the euro area. Quarterly report on
the euro area, Vol. 9, No 2.

Neumann, H. (2020). The determinants of German exports — an analysis of intra-and extra-EMU trade.
International Review of Applied Economics, 34(1), 126—145.

Pariboni R., Paternesi Meloni, W., Tridico, P. (2020). When melius abundare is no longer true: excessive
financialisation and inequality as drivers of stagnation. Review of Political Economy, 32(2), 216-242.

Pariboni, R. (2016). Household consumer debt, endogenous money and growth: A supermultiplier-based
analysis. PSL QOuarterly Review, 69(278).

Paternesi Meloni, W. (2017). Austerity & Competitiveness in the Eurozone: a misleading linkage (No. 0223).
Department of Economics, University Roma Tre.

Paternesi Meloni, W. (2018). Italy’s price competitiveness: An empirical assessment through export elasticities.
Tralian Economic Journal, 4(3), 421-462.

Paternesi Meloni, W., Stirati, A. (mimeo). Wages, productivity and labour share evolution in Italy: a sectoral
national accounts analysis. Unpublished manuscript.

Piore, M. J. (20106). Varieties of capitalism theory: its considerable limits. Po/itics & Society, 44(2), 237-241.

Simonazzi, A., Ginzburg, A., Nocella, G. (2013). Economic relations between Germany and southern Europe.
Cambridge Journal of Economics, 37(3), 653—675.

Stockhammer, E. (2016). Neoliberal Growth Models, Monetary Union and the Euro Crisis. A Post-Keynesian
Perspective. New Political Economy, 21, 365-379.

Stockhammer, E. (2018). Demand regimes, financialisation and hysteresis: New Keynesian and post-Keynesian
macroeconomic underpinnings of the Varieties of Capitalism (No. PKWP1809).

Stockhammer, E. (2021). Post-Keynesian macroeconomic foundations for Comparative Political Economy.
Politics & Society, online article, DOI: 10.1177/00323292211006562.

Stockhammer, E., Ali, S. M. (2018). Varieties of Capitalism and post-Keynesian economics on Euro crisis.
Wirtschaft und Gesellschaft, 44(3), 349-370.

Storm, S., Naastepad, C. W. M. (2015). Crisis and recovery in the German economy: The real lessons. S#uctural
Change and Economic Dynamics, 32, 11-24.

Storm, S., Naastepad, C. W. M. (2016). Myths, mix-ups, and mishandlings: understanding the Eurozone crisis.
International Journal of Political Economy, 45(1), 46—71.

Streeck, W. (2016). Varieties of Varieties: “VoC” and the Growth Models. Po/itics & Society, 44(2), 243-247.

Vermeiren, M. (2017). One-size-fits-some! Capitalist diversity, sectoral interests and monetary policy in the euro
area. Review of International Political Economy, 24(6), 929-957.

Xifré, R. (2021). Non-Price Competitiveness Factors-A simple measure and implications for the five largest euro
area countties. The World Economy, online article, DOI: 10.1111/twec.13132.



