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A healthy export sector is vital to ensure the sustainability of the external position of a 

country. This is why the issue of external competitiveness ranks highly on the agenda of 

policymakers. Yet, there are currently very few options available to researchers for 

identifying the drivers of external competitiveness and they are mostly based on productive 

efficiency and relative price levels, thus drawing all the attention towards these two 

dimensions of competitiveness. 

In this paper, a micro-based methodology is proposed to extract information on additional 

dimensions of external competitiveness at a country-product level by combining trade and 

macroeconomic data. The two main advantages of this methodology are, first, its use of trade 

data and, second, its focus on two often overlooked components of demand, one affecting 

markups ("quality") and the other influencing sales ("non-cost competitiveness"). As for the 

trade data, it has the advantage of being timely, freely-available and published at a very 

disaggregate level, so that it can be used both for assessing trends in external competitiveness 

in "real time" and for correcting composition biases in aggregate indicators through a bottom-

up approach. As for the possibility of identifying additional components of demand, it allows 

for a more precise understanding of the determinants of a country's external position and can 

thus provide better guidance for policymaking. 
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Exploiting the properties of a quadratic utility function displaying variable elasticity of 

substitution and asymmetric preferences for each variety, “quality” can be associated with a 

demand-shifting parameter directly affecting the vertical intercept of the inverse demand 

function and thus indirectly affecting exporters' markups and sales in equilibrium. In other 

words, the term quality can be seen as capturing the capacity of exporters to charge a higher 

price for their products, leveraging on their consumers' higher willingness to pay for them. On 

the other hand, “non-cost competitiveness” can be associated with the slope of the demand 

function for a particular variety, which affects sales in equilibrium but not markups or prices. 

Therefore, non-cost competitiveness can be seen as capturing all those product characteristics 

that increase the shipments of a particular product, but not the price the firm will be able to 

charge for them, the typical example being an efficient distribution network or a gradual 

demand build-up over time. 

Based on the identification strategy proposed in this paper, different types of indicators can be 

built to enhance country surveillance and check the sustainability of external positions. Some 

examples are shown to indicate how these indicators can be used in cross sectional and 

longitudinal analyses involving particular products or the entire export sector of a country. 

Indeed, country-product-level results can not only be interesting per se, but they can also be 

aggregated by duly weighting each product in order to have better country-level indices and 

show potential composition effects in aggregate statistics. 
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