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Euro-area countries’ exports and their 
determinants – pre-crisis trends 

The divergent developments in Member States’ 
external sectors, discussed in this report, can be 
also be observed in different export dynamics 
recorded since the introduction of the euro. The 
source of these differences varied between the 
pre-crisis times (1999-2008) and the recent period 
of heavy turbulence in world trade (2009) (20). 
The differences in these two periods also show the 
importance of various factors that influence trade 
flows. During the first ten years of the euro area, 
average annual growth of real exports in 
Luxembourg, Ireland, Germany and Finland 
exceeded 7 %. Export developments in Slovakia 
and Slovenia were even more impressive, but 
their performance reflects in part an ongoing trade 
integration process. In contrast, average export 
growth in Italy and Malta was just above 2 % and 
in France and Belgium between 3 and 4 % (see 
Table IV.1). 

Differences in the strength of country-specific 
foreign demand are a potential explanatory factor 
behind the differences in export developments. 
Member States whose exports are directed to fast 
growing markets will, ceteris paribus, experience 
faster export growth. Table IV.1 shows the 
average annual growth rates of foreign import 
demand addressed to individual Member States. 
During 1999-2008, when world trade was 
growing by 6.6 % annually, the export markets of 
Finland and Greece expanded by almost 8 % 
annually, the highest growth rate among the euro- 
area countries. At the other end of the spectrum, 
Ireland’s export markets grew by only 5.6 % (21). 

                                                        

(20) As this section discusses trade issues, we take as demarcation 
the large turbulences in world trade started at the end of 2008 
and for the sake of simplicity take only 2009 as a crisis year.  

(21) Export markets are defined here in geographical terms, 
disregarding the sectoral composition of exports. If a country 
specialises in fast-growing sectors such as pharmaceuticals or 

Also Spain, Luxembourg, the Netherlands, 
Belgium and Portugal faced comparatively 
sluggish external demand, with average annual 
growth of around 6 %. These differences in 
foreign demand reflect differences in the 
geographical orientation of exports. 
 

Table IV.1: Export, foreign demand, market 
shares and competitiveness, euro-area Member 
States (annual average change in %, 1999-2008) 

Exports (1) Foreign 
demand (2)

Market 
shares (3) REER (4)

BE 4.2 6.2 -1.8 1.0
DE 7.3 7.0 0.3 -0.9
IE 7.4 5.6 1.7 0.2
EL 5.9 7.7 -1.7 1.3
ES 4.5 6.0 -1.3 1.4
FR 3.5 6.5 -3.0 -0.5
IT 2.2 7.2 -4.7 1.9
CY 3.7 6.9 -3.0 1.0
LU 7.8 6.0 1.8 -
MT 2.4 6.4 -3.8 2.5
NL 5.6 6.2 -0.5 0.6
AT 6.4 7.1 -0.5 0.1
PT 4.0 6.2 -2.1 0.7
SI 8.3 7.3 0.8 0.0
SK 10.4 7.5 2.6 4.0
FI 7.2 8.0 -0.8 -1.6

(1) Real exports of goods and services; (2) export-weighted 
foreign imports of goods and services, 60 main euro-area trading 
partners; (3) performance of exports over foreign demand; (4) 
based on export price deflator. 
Source: Commission services. 

 

As export growth depends on the dynamics of the 
underlying external demand, a useful metric to 
compare countries’ export performance is market 
share developments (see Table IV.1). Between 
1999 and 2008 most of the euro-area countries 
lost market shares. This process is common to 
advanced economies and is related to the rapid 
integration of many emerging markets into the 
world economy and hence the division of the  
 
                                                                                  

ICT, as Ireland has done, this will underestimate the true 
growth of foreign demand for a country’s products. 

Since the introduction of the euro, euro-area Member States have recorded diverging developments in their 
export sectors. Although foreign demand has been the main driver of euro-area countries’ exports since 1999, 
the differences in export performance across Member States have been caused mainly by divergent 
developments in price competitiveness. The important role of prices for export differences can be explained 
both by large country differences in the responsiveness of exports to price changes and by differences in price 
developments across countries. Furthermore, the different reactions of Member States’ exports to changes in 
price competitiveness indicate that non-price factors also play a role in external trade. This was especially 
visible during the recent crisis, when the product structure of exports stood behind very different export 
developments across Member States. 
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world export market among an ever larger number 
of global competitors. Among euro-area countries, 
the positive effect of trade integration was 
particularly visible in the catching-up economies 
of Slovakia and Slovenia, whose market shares 
grew over time. Large differences in export 
performance persisted across the euro area even 
when disregarding the special cases of Slovakia 
and Slovenia. Italy was losing on average almost 
5 % of its market shares every year and Malta 
almost 4 %. At the same time, Ireland and 
Luxembourg increased their market shares by 
almost 2 % on average between 1999 and 2008, 
while Germany recorded smaller but still positive 
changes. Graph IV.1 shows that there is a very 
strong correlation between export growth and 
market share growth during 1999-2008. This 
means that a large part of the differences in export 
growth in the euro area was related to gains or 
losses in export market shares. 

Graph IV.1: Market shares and export growth, 
euro-area countries (%, 1999-2008) 
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Source: Commission services. 

Column four in Table IV.1 documents the large 
differences in the developments of price 
competitiveness among euro-area Member States 
(measured as the real effective exchange rate 
based on export price deflator), which is the 
primary factor influencing export market shares. 
During 1999-2008, Slovakia recorded the highest 
real exchange rate (REER) appreciation, which 
however stems from the nominal appreciation of 
the currency (22). Apart from Slovakia, Malta and 
Italy experienced the largest losses of price 
competitiveness among euro-area countries. On 
the other hand, in Finland, Germany and France 
the price competitiveness of exports improved as 
the REER fell on average. 

                                                        

(22) Slovakia introduced the euro on 1 January 2009. 

Graph IV.2 shows the cross-country correlation 
between changes in price competitiveness and 
export market shares changes during 1999-2008. 
Although the low R2 seems to indicate no 
correlation, it is in fact due to Slovakia, which is a 
clear outlier in the sample. After removing 
Slovakia from the sample, the correlation 
increases to 36 %, and the relationship is clearly 
negative, in line with expectation. Nevertheless, 
more than 60 % of cross-country differences in 
market share changes still cannot be explained by 
changes in REER. 

Graph IV.2: Price competitiveness and market 
shares, euro-area countries 

(average annual % change, REER based on  
export prices, 1999-2008) 
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Source: Commission services. 

Non-price competitiveness factors are another 
source influencing market share developments. 
They encompass features such as product 
differentiation, technological content, or product 
quality. Graph IV.2 also shows that non-price 
competitiveness can play both a negative and a 
positive role for export developments. The 
outstanding example is Slovakia, which in spite of 
over 2 % annual appreciation of the REER, 
increased its market shares by almost 4 % per 
year, pointing to strong gains in non-price 
competitiveness. Ireland and Slovenia also 
recorded some gains in non-price 
competitiveness, although much smaller 
compared to Slovakia. France and Italy are 
examples of negative influence of non-price 
factors on export market shares. In France, which 
is the most striking example in spite of REER 
developments comparable to those in Germany, 
market shares were falling on average by 3 % 
annually, in contrast with some small gains in 
Germany. 
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Measuring export performance: export 
demand equations 

Traditional export equations are a useful tool to 
quantify the respective roles of income and prices 
for export developments. These equations explain 
export developments by changes in (i) foreign 
demand and (ii) price competitiveness. The 
estimation method is based on the presumption 
that a long-term equilibrium relationship between 
exports, prices and foreign demand exists and that 
in the short term exports fluctuate around that 
equilibrium. Box IV.1 contains more information 
on the methodology and estimation results. 

The results of the estimates show that traditional 
determinants of exports go some way towards 
explaining the export performance of the euro-
area members, but their explanatory power differs 
across countries. The most visible line of 
demarcation is country size. Traditional factors 
seem to have reasonably good explanatory power 
in larger Member States, yet less so in smaller 
ones. The usually less diversified product 
structure of exports in smaller economies could be 
one reason for that. Due to the existence of scale 
economies, large countries are better positioned to 
produce and export a larger number of product 
varieties than small countries. (23)  

Turning to those countries where a long-term 
equilibrium relationship has been detected 
statistically (France, Germany, Italy, Spain and 
Austria), the estimation results show that most of 
them exhibit the same responsiveness of exports 
to changes in foreign demand. Specifically, a 1 % 
increase in foreign demand translates into roughly 
a 1 % increase in exports in the long term. A 
positive exception in this regard is Spain, whose 
exports react by more than one-to-one to the 
increase in foreign demand. Coupled with a 
steady increase in foreign demand, this result 
implies increasing market shares in goods and 
services. Growing market shares for Spanish 
exports can be related to the steady opening-up of 
the Spanish economy and its growing size, 
observed during most of the sample period. The 
strong export performance should not, however, 
be a source of complacency. The rapid integration 
process will not continue indefinitely. As the 
process of integration runs its course, further 
gains in export shares will diminish. On the 
opposite side, France’s exports have been lagging 

                                                        

(23) See for instance Krugman, P. (1988), ‘Differences in income 
elasticities and trends in real exchange rates’, NBER 
Working Paper No 2761. 

far behind the growth of its destination markets, 
pointing to major structural weaknesses in 
France’s export sector. 

The estimates show that Member States’ exports 
react very differently to changes in price 
competitiveness. On the one hand, Germany’s and 
Austria’s exports exhibit comparatively small 
price elasticity, meaning that in the long run price 
factors are comparatively less important for the 
competitiveness of German and Austrian 
exporters. On the other hand, Italy’s exports are 
very sensitive to the price charged by its exporters 
and cost-based factors are especially relevant for 
Italy’s competitiveness. The size of the 
differences in price elasticities is remarkable: a 
1 % deterioration in price competitiveness would 
reduce Italy’s exports in the long term by more 
than twice as much as Germany’s.  
 

Table IV.2: Contribution of trade determinants 
to export growth, euro-area Member States 

(1999-2008, average annual growth in      
percentage points) (1) 

Total export 
growth REER Foreign 

demand Unexplained

DE 7.3 0.5 6.4 0.4
ES 4.5 -1.9 7.4 -0.9
FR 3.5 0.8 5.3 -2.6
IT 2.2 -4.6 6.7 0.2
AT 6.4 -0.3 6.7 -0.1
(1) The contribution of a variable takes into account lagged 
effects of this variable. 
Source: Commission services. 

 

The equations can also be used to assess the 
contributions of various determinants to export 
growth during 1999-2008 (see Table IV.2). The 
simulations show that foreign demand was the 
main driver of exports but price competitiveness 
was key for explaining differences in export 
performance across euro-area countries. The 
comparison between Germany and Italy is 
informative of the role played by price 
competitiveness. If Italy’s real exchange rates had 
evolved in a similar way to Germany’s since the 
beginning of 1999, Italy’s export growth would 
have almost matched that of Germany’s, while in 
reality it was less then one third its size. 

The analysis presented in the previous section 
shows that changes in foreign demand and prices 
explain only part of the cross-country variance in 
export growth and it is necessary to look for other 
factors. Residuals estimated from export 
equations can be associated with the influence of 
these other factors, which are not explicitly taken   
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into account in the equations. The results 
presented in Table IV.2 show that residuals have 
played some role in driving exports since 1999, 
and a rather significant one in the case of France. 
This large negative contribution of residuals in 

France can be associated with the negative non-
price factors identified during 1999-2008 (see 
Graph IV.2). Negative residuals also played a 
non-negligible role in Spain during this period. At 
the same time, Germany’s relatively large and 

 
 

Box IV.1: Export demand equations for euro-area countries

Single-equation error-correction models of export demand were estimated with cointegrating vectors 
obtained using the Johansen (1991 and 1995) maximum likelihood method. The equations have the 
following form: 
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is the error correction term containing the long-term equilibrium; x is real exports of goods and services; 
fdem is the country-specific foreign demand calculated as export-weighted foreign real imports of goods 
and services for 60 main trading partners of the euro area; reer is the real effective exchange rate deflated 
with export prices; α is the adjustment coefficient indicating the speed of correction of the disequilibrium. 
All variables are in logs. Using the general-to-specific approach the initial number of lags (4) was reduced 
to a more parsimonious form. 

The main results of the estimation are presented in the table below. 

Determinants of real exports in euro-area countries — estimation results (1) 
 Long-run elasticities 
 Foreign demand REER Adjustment coefficient R2 

Austria 1.03 -0.82 -0.15 0.57 
Germany 1.03 -0.73 -0.26 0.70 
Spain 1.36 -1.31 -0.12 0.41 
France 0.86 -1.18 -0.31 0.38 
Italy 1.08 -1.72 -0.20 0.48 
(1) Sample is 1980Q1-2008Q3 except France: 1980Q1-2000Q1. All coefficients are significant at 5 %. 
Source: Commission services. 

 
The table reports results obtained for countries for which meaningful long-term cointegration vectors were found. 
Apart from the countries listed in the table, Portugal, Greece, Belgium, the Netherlands and Finland were tested for 
cointegration relationship. Ireland, Cyprus, Luxembourg, Malta, Slovenia and Slovakia were omitted because the 
data series were too short. REER measures other than export-price based measures were checked but did not 
produce plausible results. France also exhibits a lack of cointegrating relationship when the entire sample period is 
considered. Cointegration exists for shorter sub-samples, up to around the year 2000, but breaks down thereafter.  

The estimates show that real exchange rates and foreign demand explain to a large extent changes in exports over 
time. The estimated cointegrating vectors have signs in line with economic theory. Real exports are related 
positively to external demand and negatively to an appreciation of the real effective exchange rate. The explanatory 
variables account for around a half of the quarterly variation in real exports. It should be borne in mind that 
quarterly exports are very volatile and contain a lot of noise. Therefore the size of the coefficient of determination 
over this relatively long sample indicates a reasonably good fit. The long-term demand elasticities for most of the 
countries are close to unity, indicating constant export market shares in the long run. In fact, the hypothesis of unity 
elasticity was rejected only for Spain and France. Price elasticities exhibit large variation among countries, which 
indicates different weights of price factors for exports across Member States. It should also be borne in mind that the 
absolute value of the elasticity is rather sensitive to the price indicator used.  

The size of the adjustment coefficient shows the speed at which exports return to their equilibrium value and hence 
how important the equilibrium is for determining the short-term behaviour of exports. In the estimates presented 
here, the size of the adjustment coefficient varies from 0.12 for Spain to 0.31 for France, which implies that half of 
the disequilibrium is corrected in 1.5 years in Spain and in only half a year in France. 
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positive residuals can reflect the existence of 
some positive non-price factors. 

Export developments in the euro area during 
the recent slump in world trade 

At the end of 2008 and the first half of 2009 world 
trade fell at a speed not experienced since the 
Great Depression. Euro-area exports have been 
severely affected by the fall in trade activity. In 
the trough of 2009Q2, euro-area (intra- and extra-
area) real exports of goods and services dropped 
by 17 % (year on year). Although exports started 
to recover slowly from 2009Q3, they contracted 
by more than 13 % over the whole of 2009.  

Graph IV.3: Euro-area Member States: the 
impact of export structure on export growth  

(correlation between the share of various export 
sectors and the growth of total exports of goods, 

in %, 2009) 
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Chemicals, food and beverages (2)
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(1) Share of manufacturing less chemicals and raw materials 
(SITC 2, 3, 4, 6, 7, 8) in total exports of goods based on trade 
statistics. Growth rate of goods exports in 2009 based on National 
Accounts. After removing IE from the sample R2 = 15 %.
(2) Share of chemicals (SITC 5) and food and beverages (SITC 
sectors 0 and 1) in total exports of goods based on trade statistics. 
Growth rate of goods exports in 2009 based on National 
Accounts. After removing IE from the sample R2 = 32 %. 
Source: Commission services. 

Export developments during the slump in world 
trade in 2009 illustrate the influence of structural 
factors on export developments. There were very 
large differences in export developments among 
euro-area Member States during this period. 
Exports from Finland fell by almost 25 % in 2009, 

from Italy by close to 20 % and from Germany by 
more than 14 %. At the same time Ireland’s 
exports slid by just 3 %. The country differences 
in foreign demand and price competitiveness were 
too small to explain export reactions across 
Member States. To illustrate this point, Table IV.3 
reports contributions of various factors to export 
growth in 2009 for selected countries. Although 
the drops in foreign demand were in most cases 
the main driving force behind exports, the size of 
residuals increased significantly compared to the 
period 1999-2008 (Table IV.2). 
 

Table IV.3: Contribution of trade determinants 
to export growth, euro-area Member States 

(2009, growth in percentage points) (1) 
Total export 

growth REER
Foreign 
demand Unexplained

DE -14.2 0.7 -11.0 -3.9
ES -11.5 -1.2 -1.3 -9.0
FR -11.2 0.3 -10.0 -1.6
IT -19.0 -4.4 -7.9 -6.7
AT -12.3 -0.7 -7.5 -4.1

(1) The contribution of a variable takes into account lagged 
effects of this variable. 
Source: Commission services. 

 

As indicated already in Section I., the product 
structure of exports appears crucial to understand 
export developments in 2009. During the 
turbulence in world trade, large differences in 
trade developments across sectors were recorded. 
First, trade in services proved much more resilient 
than trade in goods although transport services 
suffered large falls due to the slowdown in world 
trade itself. Second, also among individual goods 
sectors, differences were large. Exports of food 
and beverages proved relatively resilient, while 
exports of raw materials and manufacturing 
collapsed. Among manufacturing sectors, 
transport equipment was most severely affected, 
while chemicals proved rather resilient, which 
was entirely due to pharmaceutical goods. These 
sectoral differences can be explained by the nature 
of the crisis and the fact that worldwide financing 
problems have led to a slump in spending on 
capital goods and consumer durables. As the 
export structure differs considerably among euro-
area Member States, different developments in 
individual sectors translated into divergent export 
performance. 

In conclusion, the analysis confirms that over the 
medium- to long-term horizon traditional factors, 
i.e. prices and demand, tend to determine trade 
flows. In the short term, however, and especially 
in times of turbulence in world trade, the 
importance of other factors can increase 
substantially. 


