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Abstract

This report provides an in-depth study on the main firm-level drivers of corporate external
competitiveness in Italy during the years of the recent crisis. In this sense, it contributes to the debate on
the appraisal of the Italian international position by presenting granular evidences based on a large set of
elaborations taking advantage both of the ISTAT ‘Rapporto sulla competitivita’ micro-dataset and of the MET
sample survey database (an original firm-level database with more than 120,000 observations).

Overall, our results confirm the high degree of heterogeneity of the Italian system and the well-known
differences between internationalised and domestic companies in terms of structural, behavioural and
performance dimensions. In particular, data highlight not only the strict correlation between
internationalisation and innovative activities but also a change of attitude of Italian firms towards these
strategies that started during the recession. When the analysis digs deeper into these correlations,
econometric estimates controlling for firm-specific heterogeneities confirm the role of R&D and
innovation in helping the company to penetrate foreign markets, while productivity turns out to be a key
factor only for remaining and improving the performance on the international environment. On balance,
then, the analyses show that, whilst structural factors play a key role for external competitiveness, there are
also other fundamental firm-level aspects triggering superior performances. In particular, a non-negligible
part of heterogeneity stems from strategical profiles, technological capabilities and ‘proactive’ behaviours.
To this extent, our policy suggestions focus on the need to sustain and foster innovative activities to
improve aggregate competitiveness.

Résumé

Ce rapport fournit une étude approfondie sur les principaux moteurs de la compétitivité externe des
entreprises en Italie au cours des années de la crise récente. Dans ce sens, il contribue au débat sur
I'évaluation de la position internationale italienne en présentant des preuves granulaires basées sur un large
ensemble d'élaborations s’appuyant a la fois sur les micro-données du «Rapporto sulla competitivita» par
ISTAT et sur la base de données de I’ enquéte MET (une base originale de données d'entreprise qui se
fonde sur plus de 120.000 observations).

Dans l'ensemble, nos résultats confirment le degré élevé d'hétérogénéité du systeme italien et les
différences bien connues entre les entreprises internationalisés et nationales au niveau structurel,
comportemental et de performance. En particulier, les données mettent en évidence non seulement
Iétroite corrélation entre l'internationalisation et les activités innovantes, mais aussi un changement
d'attitude des entreprises italiennes a I'égard de ces stratégies ; changement qui a commencé au cours de la
récession. Lorsque I'analyse creuse ces corrélations plus profondément, les estimations économétriques
tenant compte des hétérogénéités propres a l'entreprise confirment le role qui jouent la R&D et
l'innovation pour aider l'entreprise a pénétrer les marchés étrangers, tandis que la productivité s'avere étre
un facteur-clé uniquement pour les entreprises qui souhaitent rester et améliorer leurs performances au
niveau international. Dans I'ensemble, donc, les analyses montrent que, si les facteurs structurels jouent un
réle déterminant pour la compétitivité sur les marchés internationaux, il existe également d'autres aspects
fondamentaux au sein de l'entreprise qui déclenchent des performances supéricures. En particulier, une
partie non négligeable de I'hétérogénéité provient des profils stratégiques, des capacités technologiques et
des comportements «proactifs». Dans ce contexte, nos suggestions de politiques se focalisent sur la
nécessité de soutenir et de favoriser des activités novatrices pour améliorer la compétitivité globale.
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EXECUTIVE SUMMARY

This report provides an in-depth study on the main firm-level drivers of corporate external
competitiveness in Italy during the Great Crisis. It aims at contributing to the debate on the appraisal
of the Italian international position by presenting granular evidences based on a large set of
elaborations and taking advantage of a wide set of information. Given the complexity of the subject,
the analyses span from aggregate and firm-level descriptive statistics to thorough econometric
estimates.

The rationale behind this work is to provide a contribution to the debated interpretations about
Italian external competitiveness and export performance. On the one hand, some scholars see the
decline of Italy’s export market share (although after 2010 we registered a partial recovery) as a sign of
the decreasing national competitiveness, and link this dynamic to a broad range of interconnected
phenomena, such as:

e the low and stagnant productivity;

e the excessive diffusion of very small firms within the industrial population;

e the low propensity to innovate and undertake R&D projects, together with the Italian
specialisation in the production of traditional low-tech goods;

e the subordinate positions of Italian companies within global value chains;

e the insufficient resorting to external management, often bound to the family dimension of
many business companies;l

e the institutional inefficiencies associated with public administration, market rigidities, and
labour market reforms implemented in the last decades.

On the other hand, the alternative view calls the attention on the existence of highly competitive
segments embedded within an extremely-heterogeneous industrial system. In particular, this second
stance highlights:

e the stability of the positive trend of Italy’s international performances over the recent years,
especially when compared to those experienced by its main European competitors;

e the high degree of heterogeneity characterizing Italian firms’ performances and strategies;

e the repositioning of many firms along market segments with higher value added made possible
by an increasing effort to adapt to the fast-evolving competitive scenario;

e the radical transformations occurred in firms’ internationalisation, innovation, and organization
strategies triggered by the deep changes in the structure and the role of industrial districts;

e the performance on international markets notwithstanding the increasing pressure on
international markets brought about by historical events such as the adoption of the Euro, the
competition from the developing countries, and the ICT revolution.

Our study contributes to this debate by studying external competitiveness from a firm-level perspective
and by accounting for the heterogeneous nature of the population of Italian companies.2 The final goal

!In this regard, it is worth reminding that our comparison (between family firms run by a family member and by an external
manager), which is carried out on a panel of ISTAT data covering the period 2011-2014, seems to go against this result in
terms of value added, employment, and turnover growth rates.

2 In this sense, it is worth stressing few caveats. First of all, the main focus of the work is represented by the external
competitiveness of Italian firms, thus international comparisons are catried out at the aggregate level only. Secondly, given
the fact that firm-level analyses are restricted to Italian companies, institutional and environmental factors, that might affect
the external competitiveness, are typically regarded as given (being common to all the observations). Nevertheless, to cope
with their correlation with the variables of interest, the econometric strategies are set up in order to identify the effects of
the drivers that are purged from all the time-, sector-, and firm- specific (unobserved) factors, such as the business cycle,
aggregate demand, institutional context, and technological regimes.
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is to add significant value to the understanding of Italy’s competitive position and to help designing
effective policy recommendations.

To achieve this objective, the study exploits a huge amount of information about the recent crisis
coming from different data-sources. In particular, it draws on two very large firm-level databases
that are representative of the Italian manufacturing and production services population. The
use of up-to-date data is paramount in studying the wide range of firms’ behaviours and strategies
adopted during the Great Recession. As a matter of fact, it is the only way to properly interpret and
assess the structural developments caused by the economic downturn, as well as to identify and design
a set of effective policy measures.

The first firm-level dataset is represented by the ‘Rapporto sulla competitivita dei settorr collected
by the Italian National Institute of Statistics (ISTAT). This database includes the entire population
of Italian manufacturing firms during the second phase of the crisis (2011, 2014) and encompasses
information on structural characteristics (employees, sector, geographical region, corporate group
belonging, etc.) merged with other relevant economic variables (including value added, labour cost,
export, import, etc.).

The second one is the MET sample survey on Italian firms, which is made - up to now - of five
waves (for a total of 120,396 observations) embracing the entire time span of the crisis (2008-
2015). This second database allowed to account for the multifaceted nature of competitiveness and to
analyse firms’ strategic profiles such as innovation, R&D, and networking relationships. Moreover,
unlike many other firm-level databases, the MET survey is representative of the entire population of
Industry (construction excluded) and Production Services (38 NACE Rev.2 3 digit sectors) and, thus,
also includes firms with less than ten employees (i.e. the micro-sized firms). On top of that, the MET
database is aligned with balance-sheet data, covering the entire population of Italian firms’ balance
sheet (CRIF-Cribis D&B).” To this extent we have been able to match survey information with official
financial and economic data.

The framework of our analyses acknowledges that Italy has been suffering from a slow-growth
trend that can be traced back since the 90s, long before the outbreak of the global recession.
This dynamic might reflect many factors, including its lower openness to the international environment
(even in comparison with other European countries of similar size) and the resulting limited exposure
to the beneficial effects of global integration. This gap does not seem to stem from a lower degree of
import penetration and export propensity (notwithstanding a significant gap with Germany), but rather
from a reduced involvement in the international production processes.

Since 2010, however, the long-lasting decline of Italian export shares ceased. Indeed, data on the
value of Italian exports show a positive growth, roughly in line with the one for Germany, and even
higher than the ones detected for other relevant peer economies such as France, UK, the Netherlands,
and Belgium. This trend has been positively affected both by the geographical composition of the
Italian export markets and by the favourable world demand for products of the Italian industrial
specialisation. At the same time, starting from the arrival of the new millennium, this specialization has
been going through a set of structural changes. In particular, the comparative advantages of the Italian
industry in traditional low-tech productions progressively dwindled, while, those linked to medium-
technology products have been strengthening (e.g. “Pharmaceuticals” and “Motor vehicles”). These
dynamics have been coupled with an intra-sectoral restructuring following from a repositioning of a
large number of Italian companies on market segments characterised by higher value-added levels.

An additional element represented as a weakness of the Italian economy is its low and stagnant
labour productivity. During recent years, although negatively affecting the aggregate performance,

3 It is worth reminding that, according to the Italian law, the population of Italian firms’ balance sheet encompasses limited
companies and cooperatives. However, being representative of the entire population, MET survey also includes other types
of firms whose balance sheet are not publicly available.
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productivity dynamics have not translated into a significant loss of price competitiveness with respect
to the other major Eurozone countries, because offset by a significant wage moderation. Moreover, a
large degree of heterogeneity among firms emerges when these dynamics are broken down by size
class. In particular, micro-sized (1-9 employees) and large (>250 employees) Italian enterprises turn out
to be highly inefficient, lagging behind their European counterparts. Conversely, Italian small and
medium firms (10-249 employees), and in particular those falling within the class 20-249, outperform
the corresponding classes in Germany and Spain in terms both of productivity levels and of its recent
growth trends. As such, our background analyses suggest that one prominent weakness of the
Italian economy has not to be traced back to the excessive number of micro-sized firms (whose
share is comparable to those detected both in France and in Spain), but rather to their technical
inefficiency compared to the micro-firms of other countries. This outcome is also strictly related to
poor performances in terms of innovative behaviours, human capital absorption, and degree of
international openness. At the same time, the analyses of the main non-price competitiveness indices by
size class suggest that, excluding micro-sized firms, Italian trends are not far from other main European
economies.

The analysis of firm-level data confirmed the high degree of heterogeneity of the Italian system
and the well-known differences between internationalised and domestic companies along a
wide range of structural, behavioural, and performance dimensions. Indeed, internationalised
companies are typically larger, more productive, and more innovative than domestic firms. Moreover,
they also tend to underpin their innovations with R&D activities more often than those selling products
on national markets only.

When looking at the importance of export activities within the Italian industry, data highlight a
significant growth trend in terms of both extensive and intensive margins of export since the
outbreak of the crisis. In particular, during the second wave, characterised by a drop of the Italian
domestic aggregate demand, an increasing number of firms — especially the micro-sized ones - started
to look abroad for new survival opportunities. Nevertheless, many of these companies turned out to be
extremely weak and unable to sell persistently on foreign markets. In this way their behaviours
negatively affected the overall aggregate national performance.

Obviously, internationalisation is a heterogeneous phenomenon itself and its different forms
entail diverse strategies associated with distinctive characteristics and behaviours. In particular,
the degree of complexity in the form of internationalisation is positively associated with the degree of
persistence on foreign markets as more complex activities require a wider range of tasks to be
accomplished. To this extent, the more complex is the form of internationalisation the higher is the
propensity to undertake innovative activities, to hire high skilled human capital and dedicated
management.

On balance, the analyses of sample survey data have shown that, whilst size and productivity
play a key role for external competitiveness, there are also other fundamental aspects
triggering superior performances. In particular, a non-negligible part of heterogeneity stems from
firms’ strategical profiles, technological capabilities and ‘proactive’ behaviours, especially innovative
activities. In this regard, we document a decreasing diffusion of the “traditional” Italian model
characterised by incremental innovations without R&D activities. Moreover, after an initial
collapse in the share of innovative firms, the Italian industrial system has been witnessing a gradual
rebound after 2010-2011 in the diffusion of proactive companies. In some of these cases, such as R&D
activities, the share of firms involved in dynamic strategies in 2015 has even overtaken its pre-crisis
value.

Within this framework, the econometric analysis emphasises the importance of both structural
characteristics and strategic behaviours in determining firms’ international performance. In
terms of structural characteristics:

e we confirm the presence of a self-selection mechanism of more productive companies into
international markets;
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although productivity is associated with a greater likelihood of exporting, once accounted for
persistent characteristics that do not vary over time, its role is found to be largely reduced in
explaining the change in the exporting status;

on the other hand, productivity has a critical impact on the extent of firms’ international
performance (i.e., intensive margins) and on the decision to exit the foreign markets;

other characteristics play a critical role in firms’ export propensity, especially size and the
affiliation to a corporate group;

being an importer of intermediate products is largely associated with a higher probability of
exporting, confirming how import policies may affect aggregate productivity, resource
allocation, and industry export activity.

On top of that, a critical driver for external competitiveness is found to be linked to firms’
strategic behaviours and investment in dynamic strategies. In particular:

the introduction of innovations, the involvement in R&D projects, as well as undertaking new
investments, induce a significant positive effect on export strategies and performance;

the introduction of innovations is even more important in reaching extra-EU destinations and
in affecting firms’ switching strategies (i.e., the choice of entry or exit the international market);
the integration of innovation and R&D activities implies premia on both the extensive and
intensive margins of export;

the path followed by the set of dynamic strategies undertaken in the past (adding or reducing
the set of strategies, ie., upgrading/downgrading paths) has additional effects on firms’
international attitude;

among the different types of innovations, new products dominate other forms of
innovativeness (process or organisational-managerial), especially in case of previously non-
exporting companies;

process and organisational innovations have an additional indirect effect on export by boosting
firms’ productivity;

innovative strategies have disproportionate effects for the international performance of
(originally) less productive and small companies, pointing at innovativeness as a potential tool
to fill the gap between large/productive companies and the set of less structured firms, a
segment that represents an ideal target for policy measures.

We also investigated the main determinants of firms’ innovativeness through a simultaneous
equation model linking innovation with export activities. In this regard:

structural characteristics significantly affect the introduction of innovations, especially for
larger, younger, and more productive companies;

the existence of R&D projects is cleatly correlated to huge increases in the probability of
introducing innovations;

this effect is not limited to the investment in R&D performed within the firm (internal R&D),
but extends to firms outsourcing R&D activities, even though with smaller magnitudes;

the operating environment of a company, such as the affiliation to a corporate group and the
establishment of close relationships with other domestic enterprises, is an additional critical
factor in driving firm innovative activity;

financial constraints are found to significantly affect a firm’s capacity to innovate and the
establishment of close ties with the main bank is documented to be extremely important in
reducing informational asymmetries penalizing innovative SMEs.

Moreover, we find that Global Value Chains (GVC) participation exerts a positive effect on
firms’ innovativeness and performance. However, we emphasise relevant heterogeneities in how
GVC participants fared the crisis, based on the type of relationship that takes place. While high-skill
suppliers that are involved, without subordination, in GVC production processes display a significant

Study on Firm-Level Drivers of Export Performance and External Competitiveness in Italy

Executive summary

=]



propensity to engage in innovative activities and R&D projects, other modes of GVC involvement
have no premium compared to domestic companies. This heterogeneity is also reflected in differential
productivity and sales growth. Compared to the pre-crisis trends, we document a severe demand shock
for low-skill and subordinated firms, while relational GVCs appear to be somewhat sheltered from the
effects of the crisis.

Overall, then, the main contribution of our work to the debate on Italian external
competitiveness points out the importance of behavioural and strategic factors in shaping firm-
level competitive advantages. Whilst there is no doubt about the importance of structural
characteristics, such as size and productivity, our results also highlight the presence of different
phenomena boosting firm internationalization. Among these, innovation and R&D play a crucial role
and turn out to affect external competitiveness both directly and via productivity improvements. Even
though the positive effect of innovative activities and R&D is certainly not new, we explore
several new levels of heterogeneity, as well as indirect effects, that may provide a sound base
for the construction of granular policy implications. In particular, the analyses allow for the
identification of targeted segments of potentially innovative companies with the highest expected gains
from the international activity. All these results, when read in light of the aggregate Italian poor
performances, suggest that the weaknesses of the industrial system are not prominently bound to
its size-class and sector compositions. As a matter of fact, comparative analyses stress that one of
the most influent deficiency of the Italian micro-sized firms lies in their innovative capacity,
rather than in their large diffusion. On top of that, in line with what emphasised by many scholars,
our evidences seem to confirm the ongoing restructuring process undertook by many companies,
translating into a repositioning and a strategic upgrading along the production and market segments.

Pairing this information with constraints and weaknesses permits to derive some policy implications:

e the support to firms” R&D and innovation should keep being one of the main focus of policies
for competitiveness. The choice of instruments has to explicitly consider needs and constraints
of the targeted businesses;

e an essential issue of the work is represented by the research of differential effects due to the
integration of three fundamental dynamic strategies (R&D, innovation and internationalisation),
whereby the effect of integrating dynamic strategies by firms following a path of modernisation
that is not yet completed appears to be very significant. The completion of this strategy and the
integration of these activities is characterized - in our view - as one of the main goals to support
firms’ growth and to improve international competitiveness. Policy measures must be
specifically targeted to these aims;

e along the same logical trail, the elimination or reduction of discontinuity in strategic business
activities (with reference either to the intermittent presence on foreign markets or to the
discontinuous innovative activities and R&D), in particular of smaller enterprises, seems to
represent an “effective” policy target. The discontinuity can be directly influenced by
appropriate and specific policy measures;

e financial constraints still constitute a substantial limitation to the growth of the most dynamic
companies and to the improvement of their development strategies; this bond, by its very
nature, is stronger for companies oriented towards innovation and R&D than for the static
ones because of the significant market and technological risk and for the higher credit demand:
access to credit (as well as to other financial instruments) could usefully have a specific
orientation towards innovative projects, while the practice of current policy for credit access
and equity support is more based on general targeting;

e the role of human capital as a constraint and as a driver of competitiveness weakly emerges in
previous estimates and elaborations even if not detailed. However, it is clear that strongly
focused policies on R&D and on innovative processes cannot ignore knowledge growth and
facilitate firms’ efforts in human resources improvement.
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DOCUMENT DE SYNTHESE

Ce rapport fournit une étude approfondie sur les principaux drivers de la compétitivité externe des
entreprises en Italie au cours des années de la crise récente. Le but est de contribuer au débat
sur I'évaluation de la position internationale italienne en présentant des preuves granulaires basées sur
un large ensemble d'élaborations sappuyant sur un vaste gamme d'informations. Etant donné la
complexité du sujet, les analyses réalisées vont des statistiques descriptives agrégées et a niveau
d'entreprise a des estimations économétriques approfondies.

La raison d'étre de ce travail est liée au fait que méme si la compétitivité extérieure italienne et ses
performances en termes d’exportation sont deux sujets débattus, cependant il manque une
évaluation largement acceptée. D'une part, certains chercheurs interpretent la diminution des parts
de marché des exportations de I'ltalie (bien qu'apres 2010 nous avons enregistré une reprise
partielle) comme un signe de la baisse de la compétitivité nationale et relient cette dynamique a un large
éventail de phénomenes interconnectés, tels que:

e la productivité faible et stagnante;

e la présence excessive de tres petites entreprises au sein de la population industrielle;

e la faible propension a innover et a entreprendre des projets de R&D, avec la spécialisation dans
la production de produits traditionnels et technologiquement faibles;

e laprésence d'entreprises italiennes dans une position subalterne des chaines de valeur
mondiales;

e le recours insuffisant a manager externe, souvent lié a la dimension familiale de nombreuses
sociétés;

e Iinefficacité des institutions associées a l'administration publique, la rigidité du marché, et les
réformes du marché du travail mis en ceuvre au cours des derniéres décennies.

D'autre part, la vue alternative appelle l'attention sur la présence de segments tres concurrentiel intégré
dans un systeme industriel extrémement hétérogene. En particulier, cette deuxieme position souligne:

e la stabilité de la tendance positive des performances Italiennes au niveau internationale au cours
des dernicres années, en particulier par rapport a celles rencontrés par ses principaux
concurrents européens;

e le haut degré d'hétérogénéité caractérisant les performances et les stratégies des firmes
italiennes;

e le repositionnement de nombreuses entreprises le long de segments de marché a plus forte
valeur ajoutée rendue possible par un effort croissant pour s'adapter au scénario compétitif en
évolution rapide;

e les transformations radicales ont eu lieu dans les stratégies d'internationalisation, d'innovation et
d'organisation des entreprises déclenchées par les changements profonds de la structure et le
role des districts industriels;

e la performance sur les marchés internationaux en dépit de la pression croissante sur les marchés
internationaux entrainé par des événements historiques tels que l'adoption de I'Euro, la
concurrence des pays en développement, et la révolution des ICT.

Notre étude contribue a ce débat en abordant la question de la concurrence externe a partir d'une

perspective a l'échelle de l'entreprise, permettant de rendre compte de I'hétérogénéité de la population

des orandes entreprises italiennes.* Son objectif final est de créer une valeur ajoutée importante 2 la
g ] ]

“Dans ce contexte, ca vaut la peine de souligner quelques réserves. Tout d'abord, l'objectif principal de l'ccuvre est
représentée par la compétitivité externe des entreprises italiennes, les comparaisons internationales sont donc réalisées au
niveau agrégé seulement. Deuxiemement, compte tenu du fait que les analyses sont limitées aux entreprises italiennes, les
éléments institutionnels et environnementaux, qui pourraient affecter la compétitivité externe, sont typiquement
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compréhension de la position concurrentielle de 1'Italie et d’aider a développer des recommandations de
politiques efficaces.

Pour atteindre cet objectif, I'étude utilise une grand quantité d'informations provenant
de différentes sources de données se référant ala crise récente. En particulier, il s'appuie
sur deux trés grandes bases de données au niveau des entreprises qui sont représentatives de la
population italienne des services manufacturiére et de production. L'utilisation de données a jour
est primordiale dans I'étude dela vaste gamme de comportements des entreprises et des stratégies
adoptées au cours de la grande récession. En fait, c'est la seule facon de bien interpréter et évaluer les
développements structurels causés parle ralentissement économique, ainsi que d'identifier et de
concevoir un ensemble de mesures efficaces.

Le premier ensemble de données au niveau de l'entreprise est représenté par le 'Rapporto sulla
competitivita dei settorl récoltées par 1' Institut national italien de statistique (ISTAT). Cette
base de données inclut I'ensemble de la population des entreprises manufacturiéres italiennes au cours
de la deuxieme phase de la crise (2011, 2014) et englobe des informations sur les caractéristiques
structurelles (employés, secteur, région géographique, groupe d'appartenance, etc.) combiné avec
d'autres variables économiques (y compris la valeur ajoutée, les couts de la main d'ceuvre, I'exportation,
l'importation, etc.).

Le deuxiéme est 'enquéte sur les entreprises italiennes effectué par MET, qui est constituée -
jusqu'a présent - de 5 sondages (pour un total de 120396 obsetvations), englobant ainsila
totalité de la période de la crise (2008-2015). Cette deuxiecme base de données a permis de tenir
compte de la nature complexe de la compétitivité et d'analyser les profils stratégiques des entreprises
telles que l'innovation, R&D, et les relations de réseautage. De plus, contrairement aux autres bases de
données au niveau des entreprises, l'enquéte est représentative de l'ensemble de la population de
l'industrie (construction exclue) et des services de production (38 NACE Rev.2 3 secteurs de chiffre) et,
ainsi, comprend également les entreprises de moins de dix salariés (c.-a-d. les micro-entreprises). En
outre, la base de données est aligné avec les données du bilan, couvrant l'ensemble de la population des
bilans des entreprises italiennes (CRIF-Cribis D&B).” Dans ce contexte, nous avons été en mesure de
faire correspondre l'information de I'enquéte avec les données financieres et économiques officielles.

Le cadre de nos analyses reconnait que I’Italie a souffert d'une tendance a la croissance lente qui
remonte aux années 90, bien avant le début de la récession mondiale. Cette dynamique pourrait
refléter plusieurs facteurs, notamment le bas degré d’ouverture a l'environnement international (méme
en comparaison avec d'autres pays européens de taille similaire) et exposition limitée aux effets
bénéfiques de l'intégration mondiale qui en résulte. Cet écart ne semble pas découler d'un plus faible
niveau de pénétration des importations et de propension a l'exportation (malgré un écart important
avec I'Allemagne), mais plutot d'une diminution de la participation dans le processus de production
international.

Depuis 2010, toutefois, le déclin continu des parts des exportations italiennes a cessé. En
effet, les données sur la valeur des exportations italiennes montrent une croissance positive, a peu pres
égale a celle de I'Allemagne, et méme plus élevée que celles détectés dans d'autres économies
importantes comme la France, le Royaume-Uni, les Pays-Bas et la Belgique. Cette tendance a été affecté
de maniére positive a la fois par la composition géographique des marchés d'exportation italiens et par
I'évolution favorable de la demande mondiale pour les produits de la spécialisation industrielle

considérées comme étant donné (étant commun a toutes les observations). Néanmoins, pour faire face a leur corrélation
avec les variables d'intérét, les stratégies économétriques sont mises en place afin d'identifier les effets des facteurs qui sont
purgés de tout élément d'heure-, secteur-, et spécifique a l'entreptise (non obsetvée)-, tels que le cycle économique, la
demande globale, le contexte institutionnel, et les régimes technologiques.

511 est important de rappeler que, selon la loi italienne, la population des bilans des entreprises italiennes englobe les sociétés
a responsabilité limitée et les coopératives. Cependant, étant représentatif de l'ensemble de la population, I’étude MET
comprend aussi d'autres types d'entreprises dont les bilans ne sont pas accessibles au public.
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italienne. En méme temps, a partir des années 2000, cette spécialisation a connu une série de
changements structurels. En particulier, les avantages comparatifs de I'industrie italienne traditionnelle a
basse technologie ont progressivement diminué, tandis que ceux liées aux produits de moyenne
technologie ont été renforcés (p. ex. Les "produits pharmaceutiques” et "véhicules a2 moteur"). Ces
dynamiques ont été associée a une restructuration intra-sectorielles a la suite d'un repositionnement
d'un grand nombre d’entreprises italiennes sur les segments du marché caractérisés par des plus hauts
niveaux de valeur ajoutée.

Un autre élément considéré comme une faiblesse de 1'économie italienne est la faible et
stagnante productivité de la main-d'ceuvre. Au cours de ces dernicres années, méme si elles ont eu
une incidence négative sur la performance globale, les dynamiques de la productivité ne se sont pas
traduite par une perte importante de la compétitivité des prix a I’égard des autres pays importants de la
zone euro, car compensée par une importante modération salariale. En outre, un haut degré
d'hétérogénéité entre les entreprises émerge lorsque ces dynamiques sont ventilées par classe de taille.
En particulier, les micro-entreprises (1-9 employés) et grande entreprises (>250 employés)
italiennes s'averent tres inefficaces, a la traine derriere leurs homologues européens. Au contraire, les
petites et moyennes entreprises (10-249 employés), et en particulier celles dans la classe 20-249,
dépasser les classes correspondantes en Allemagne et en Espagne a la fois en termes de niveaux de
productivité et de ses tendances de croissance récentes. Ainsi, nos analyses contextuelles
suggerent qu'une grande faiblesse de 1'économie italienne ne doit pas étre associé au trop grand
nombre de micro-entreprises (dont la part du marché est comparable a celles de la France et
'Espagne), mais plutdt a leur inefficacité technique par rapport aux micro-entreprises d'autres
pays. Ce résultat est également strictement lié a des mauvaises performances en termes d’innovation,
de I'absorption du capital humain, et de degré d'ouverture internationale. Parallelement, les analyses des
principaux indices de compétitivité hors-prix par classe de taille suggerent que, a I'exclusion des micro-
entreprises, les tendances italiennes ne sont pas loin de celles d'autres grandes économies européennes.

L'analyse des données au niveau de I'entreprise a confirmé la grande hétérogénéité du systéme
italien et les bien-connues différences entre les entreprises nationales et internationalisé au
niveau structurel, comportemental et de performance. En effet, les entreprises internationalisées
sont généralement plus grandes, plus productives et plus innovatrices que les entreprises nationales. En
outre, elles ont également tendance a soutenir leurs innovations avec les activités de R&D plus souvent
que celles qui vendent des produits uniquement sur les marchés nationaux.

Lorsqu'on examine I'importance des activités d'exportation au sein de l'industrie italienne, les données
mettent en évidence une tendance significative a la croissance en termes de marges extensive
et intensive de 1'exportation depuis le début de la crise. En particulier, au cours de la deuxieme
vague, caractérisée par une baisse de la demande agrégée domestique italienne, un nombre croissant
d'entreprises - notamment les micro-entreprises - a commencé a chercher des nouvelles possibilités de
survie a I'étranger. Néanmoins, beaucoup de ces entreprises se sont avéré étre extrémement faibles et
incapables de vendre de fagon persistante sur les marchés étrangers. De cette fagon leurs
comportements ont affecté négativement 'agrégat global des performances nationale.

De toute évidence, linternationalisation est un phénomeéne hétérogéne lui-méme et ses
différentes formes engendrent différentes stratégies associées a caractéristiques et
comportements spécifiques. FEn particulier,le degré de complexité dans la forme
d'internationalisation est positivement associé¢e avec le degré de persistance sur les marchés étrangers,
car des activités plus complexes nécessitent d'un plus large éventail de tiches a accomplir. Dans cette
mesure, plus la forme d'internationalisation est complexe, plus il y a de la propension a entreprendre
des activités innovantes, a embaucher du capital humain hautement qualifié et des cadres dévoués.

Dans 1'ensemble, donc, les analyses montrent que, si les facteurs structurels jouent un réle
déterminant pour la compétitivité sur les marchés internationaux, il existe également d'autres
aspects fondamentaux au sein de l'entreprise qui déclenchent des performances supérieures.
En particulier, une partiec non négligeable de l'hétérogénéité provient des profils stratégiques, des
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capacités technologiques et des comportements «proactifsy, notamment les activités novatrices. A cet
¢gard, nous observons la diminution de la diffusion du modé¢le '"traditionnelle" italien
caractérisé par des innovations incrémentales sans R&D. De plus, apres un effondrement initial
de la part des entreprises innovantes, le systeme industriel italien a assisté a un rebond progressif de la
diffusion des entreprises proactives apres 2010-2011. Dans certains de ces cas, comme les activités de R
& D, la part des entreprises impliquées dans les stratégies dynamiques en 2015 a méme dépassé sa
valeur avant la crise.

Dans ce cadre, 1'analyse économétrique met 1'accent sur l'importance des caractéristiques
structurelles et les comportements stratégiques des entreprises dans la détermination de la
performance internationale. En termes de caractéristiques structurelles:

nous confirmons la présence d'un mécanisme d'auto-sélection des entreprises plus productives
sur les marchés internationaux;

bien que la productivité est associé a une probabilité d'exportation plus élevée, une fois pris en
compte les caractéristiques persistantes qui ne varient pas au fil du temps, son role est minimale
dans I'explication du changement du statut d’exportation;

d'autre part, la productivité a un impact important sur Pampleur des performances
internationales des entreprises (c.-a-d., marges intensive) et sur la décision de quitter les marchés
étrangers;

d'autres caractéristiques jouent un rdle critique dans la propension des entreprises a
l'exportation, en particulier la taille et I'affiliation a un groupe de sociétés;

étre un importateur de produits intermédiaires est largement associé a une probabilité plus
élevée d'exportation, confirmation de la facon dont les politiques d'importation peuvent affecter
la productivité globale, I'allocation des ressources, et I'activité d'exportation de I'industrie.

De plus, undes éléments critiques pour la compétitivité extérieure est associé¢ a des
comportements stratégiques des entreprises et a l'investissement dans des stratégies
dynamiques. En particulier:

l'introduction d'innovations, la participation a des projets de R&D, ainsi que la réalisation de
nouveaux investissements, susciter un effet positif important sur les stratégies et les
performances des exportations;

l'introduction d'innovations est encote plus important pour atteindre les destinations extra-UE
et affecter les stratégies de substitution des entreprises (c.-a-d., le choix d'entrée et sortir du
marché international);

l'intégration de l'innovation et des activités de R&D implique des primes a la fois sur les marges
d'exportation extensive et intensive;

le chemin suivi par I'ensemble des stratégies dynamiques entreprises dans le passé (I'ajout ou la
réduction de l'ensemble de stratégies, c.-a-d., la mise a niveau/déclassement des chemins) a des
effets supplémentaires sur 'attitude internationale des entreprises;

parmi les différents types d'innovations, les nouveaux produits dominent d'autres formes
d'innovation (processus ou organisation-gestion), en particulier dans le cas des sociétés
précédemment non exportatrices;

les innovations organisationnelles et des processus ont un effet indirect supplémentaire sur
l'exportation en stimulant la productivité des entreprises;

les stratégies novatrices ont des effets disproportionnés pour les performances internationales
des sociétés (a l'origine) moins productives et des petites firmes, soulignant I'innovation comme
un potentiel outil pour combler I'écart entre les grandes/productives entreprises et l'ensemble
des entreprises moins structurées, un segment qui représentent une cible idéale pour des
mesures politiques.
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Nous avons également étudié les principaux déterminants de l'innovation des entreprises au
moyen d'un modéle d'équations simultanées reliant linnovation récursive avec les activités
d'exportation. A cet égard :

e les caractéristiques structurelles affectent de maniere significative l'introduction d'innovations,
en particulier pour les entreprises plus grandes, plus jeunes et plus productives;

e J'existence de projets de R&D est clairement corrélée aux énormes augmentations de la
probabilité d'introduire des innovations qui en résulte;

e cct effet ne se limite pas a l'investissement dans la R&D réalisé au sein de l'entreprise (R&D
interne), mais s'étend aux entreprises qui sous-traitent les activités de R&D, méme si avec des
amplitudes plus réduites;

e l'environnement d'exploitation d'une entreprise, tels que l'affiliation a un groupe d'entreprises et
l'établissement de relations étroites avec d'autres entreprises nationales, est un facteur critique
supplémentaire dans la conduite des activités novatrices des entreprises;

e les contraintes financieres influent de maniere significative la capacité d'innovation d'une
entreprise et 'établissement de liens étroits avec la banque principale est considéré comme
extrémement important pour réduire les asymétries d'information pénalisant les PME
innovantes.

En outre, nous constatons que la participation aux chaines de valeur mondiales (CVM) a un effet
positif sur l'innovation et la performance des entreprises. Toutefois, nous soulignons les
hétérogénéités pertinentes a la facon dont les participants des CVM ont ressorti la crise, en fonction du
type de relation qui se déroule. Alors que les fournisseurs hautement qualifié qui sont impliqués, sans
subordination, dans les processus de production de CVM affichent une forte propension a s'engager
dans des activités d'innovation et la R&D, d'autres modes de participation des CVM n'ont pas de
prime par rapport aux entreprises nationales. Cette hétérogénéité se reflete aussi dans la productivité et
la croissance des ventes. Par rapport aux tendances antérieures a la crise, nous documentons un choc
sévere de la demande pour les entreprises peu qualifiées et subordonnées, tandis que les "entreprises
relationnelles" dans les CVM semblent étre quelque peu a I'abri des effets de la crise.

Dans l'ensemble, donc, la contribution principale de notre travail au débat sur la compétitivité
extérieure italienne souligne l'importance de facteurs comportementaux et stratégiques dans
I'élaboration des avantages concurtentiels au niveau de l'entreprise. Bien qu'il n'y ait pas de doute
quant al'importance des caractéristiques structurelles, telles que la taille et la productivité, nos
résultats soulignent également la présence de différents phénomenes stimulant l'internationalisation de
l'entreprise. Parmi ces derniers, I'innovation et la R&D jouent un réle crucial et se révelent affecter la
compétitivité extérieure directement et par des améliorations de productivité. Méme si 1'effet positif
des activités innovantes et de la R&D n'est certes pas nouveau, nous explorons plusieurs
nouveaux niveaux d'hétérogénéité, ainsi que les effets indirects, qui peuvent constituer une
base solide pour la construction d'implications politiques granulaires. En particulier, les analyses
permettent d'identifier des segments visés aux entreprises potentiellement innovantes avec les plus
hauts gains escomptés de l'activité internationale. Tous ces résultats, lorsque lu a la lumiere de
l'ensemble mauvaises performances italiennes, suggerent que les faiblesses du systeme industriel ne
sont pas strictement liées a ses compositions des classes de taille et secteurs. En fait, des
analyses comparatives soulignent que l'une des carences les plus influentes des micro-entreprises
italiennes réside dans leur capacité d'innovation, plutot qu'a leur large diffusion. De plus,
conformément a ce qui a été souligné par de nombreux chercheurs, nos témoignages semblent
confirmer le processus de restructuration entrepris par des nombreuses entreprises, se traduisant en un
repositionnement et une mise a niveau stratégique de la production et des segments de marché.

Nous pouvons donc en tirer des implications politiques:
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le soutien a la R&D et I'innovation des entreprises devrait rester I'un de l'objectif principale des
politiques de compétitivité. Le choix des instruments doit explicitement prendre en compte les
besoins et les contraintes des entreprises ciblées;

une question essentielle du travail est représentée par la recherche d'effets différentiels liés a
lintégration de trois stratégies dynamiques fondamentales (R&D, innovation et
internationalisation), par lequel l'effet de l'intégration des stratégies dynamiques par les
entreprises suivant un chemin de modernisation qui n'est pas encore complété semble étre tres
important. L'achevement de cette stratégie et l'intégration des activités se caractérisent - a notre
avis - comme l'un des principaux objectifs d'une stratégie visant a soutenir la croissance des
entreprises et a améliorer la compétitivité internationale. Les mesures politiques doivent viser
spécifiquement ces objectifs;

suivant la méme logique, 1'élimination ou la réduction de la discontinuité dans les activités
commerciales stratégiques (par exemple en ce qui concerne la présence intermittente sur les
marchés étrangers ou les activités innovantes et de la R&D discontinues), en particulier des plus
petites entreprises, semble représenter un fin politique "efficace". La discontinuité peut étre
directement influencés par des mesures politiques spécifiques et appropriées;

les contraintes financiéres constituent encore une limitation importante a la croissance des
entreprises les plus dynamiques et a l'amélioration de leurs stratégies de développement;
paradoxalement ce lien est plus fort pour les entreprises orientées vers l'innovation et la R&D
que celles statiques a cause de I’élevée risque au niveau du marché et de la technologique et des
demandes de crédit majeures: l'acces au crédit (ainsi qu’autres instruments financiers) pourraient
avoir une orientation spécifique vers des projets innovants, tandis que la politique actuelle
d'acces au crédit et du support de capitaux est plutot axée sur le ciblage générale;

le role du capital humain émerge faiblement comme une contrainte et comme un facteur de
compétitivité dans les estimations et les élaborations précédentes, méme si elles ne sont pas
détaillées. Cependant, il est clair que les politiques fortement axé sur la R&D et les processus
innovateurs ne peuvent ignorer la croissance du savoir et facilitent les efforts des entreprises
dans l'amélioration des ressources humaines.
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1 INTRODUCTION

Italy’s external competitiveness and export performance has been a much researched and widely debated
topic in recent years. The debate centres on the appraisal of the Italian competitive position. On the one
hand, some scholars emphasise that the decline of the Italian export market share follows from a
decreasing degree of national competitiveness. According to this perspective, the drop in the share of
Italian exports is linked to the deterioration of cost competitiveness indicators (e.g. unit labour costs,
real effective exchange rates etc.), mainly due to stagnant productivity dynamics (Hassan and Ottaviano,
2013). This issue has been often ascribed to the excessive presence of micro- and small- firms within
the Italian industrial population (Barba Navaretti et al., 2011; Bugamelli et al., 2012; Pellegrino and
Zingales, 2014), coupled with a low propensity to innovate and undertake R&D activities (Faini and
Sapir, 2005; Bugamelli et al., 2012). The latter being typically seen to stem from the Italian specialisation
in traditional goods and low-tech productions (Faini and Sapir, 2005). On top of that, Italian companies
are often seen to have a relative disadvantage because of their subordinated positions along the global
value chains (Accetturo and Giunta, 2016). Within this “pessimistic” perspective, the high degree of
fragmentation of the industrial population is also coupled with an insufficient resorting to external
management, often bound to the family dimension of many business companies (Bugamelli et al., 2012;
Pellegrino and Zingales, 2014; Lippi and Schivardi, 2014).° Moreover, several scholars highlight the
aggregate inefficiencies connected with the institutional setting stemming from administrative
inefficiencies (Giordano et al, 2015; Lanau and Topalova, 2016), market rigidities leading to
misallocation (Calligaris et al., 2016; Gopinath et al., 2017), and the labour market reforms implemented
during the 90s (Larch, 2004; Daveri and Parisi, 2015).

On the other hand, an alternative view underlines the presence of highly competitive segments
embedded within an extremely-heterogeneous industrial system. Some scholars highlighted that Italy’s
international performances appear to have experienced stable trends over the recent years when
compared with its main European competitors (Lanza and Quintieri, 2007; CSC, 2010, 2011). Among
these more optimistic perspective showing the heterogeneous dynamics of firms’ performances and
strategies (Arrighetti and Trau 2012; Brancati, 2015), several works stressed the ongoing presence of
major restructuring processes: the latter dealt with the repositioning of many firms within market
segments characterised by higher value added, the improvement of the product quality, and, more in
general, an increasing effort of the firms in adapting to the fast-evolving competitive scenario (De
Nardis and Pensa, 2004; De Nardis and Trau, 2005; Cipolletta and De Nardis, 2012; Arrighetti and
Ninni, 2014). These pressures have also been challenging the Italian districts, historically regarded as
the engine of the Italian economic growth, triggering profound transformations in firms’
internationalisation, innovation and organization strategies (De Marchi et al., 2013; Brancati et al.,
2017). Under this perspective, the negative trends have to be re-interpreted within a worldwide scenario
that led to an increasing pressure on international markets (e.g., the adoption of the Euro, the
competition from developing countries, ICT revolution).

This work aims at contributing to this widely debated topic by adopting a firm-level perspective in
order to take into account the heterogeneity of companies populating the Italian system.

The report contributes to the debate by providing an in-depth study on the relevant microeconomic
factors underpinning the Italian external competitiveness and performance. The final goal is to add
significant value to the understanding of Italy’s competitive position and to help designing effective
policy recommendations. There are several contributions of this work that is worth emphasising.

First of all, compared to most academic papers, our analysis does not focus on a single specific aspect,
but rather takes on a broad approach encompassing a wide range of dimensions of external

¢ In this regard, it is worth reminding that our comparison (between family firms run by a family member and by external
management), which is carried out on a panel of ISTAT data covering the period 2011-2014, seems to go against this result
in terms of value added, employment, and turnover growth rates.
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competitiveness, ranging from aggregate dynamics, to firm-level determinants of export probabilities,
shares, and actual performances. This is a critical issue if potential drivers have heterogeneous impacts
on different dimensions.

Second, we exploit a huge amount of information in the recent crisis based on different data-sources.
This is essential to dig deeper into the high degree of heterogeneity characterizing the Italian industrial
system. Moreover, the use of up-to-date data is paramount in studying firms’ behaviours and strategies
adopted during the Great Crisis. Indeed, the recent period came with deep changes of firms’ strategies
and performance leading to an increasing polarisation within the population of enterprises. In this
complex and fast-evolving scenario, the use of newly-available datasets is critical to propetly interpret
and assess these structural developments, as well as designing a set of effective policy measures.

We take advantage of two main datasets. The first one includes the entire population of Italian
manufacturing firms and is represented by the database ‘Rapporto sulla competitivita dei settor? collected by
the Italian Institute of Statistics (ISTAT). In particular, the database provides information on structural
characteristics (employees, sector, geographical region, corporate group belonging, etc.) merged with
other relevant economic variables (including value added, labour cost, export, import, etc.). In order to
account for the multifaceted nature of competitiveness and to analyse firms’ strategic profiles such as
innovation, R&D, and networking relationships, we also exploit data from the MET sample survey on
Italian firms. This survey is specifically conceived to study a massive amount of firms’ characteristics
and strategies, with a particular focus to their internationalisation and innovative patterns. The sampling
scheme, ensuring a very high degree of representativeness once coupled with a large number of
interviews, is stratified along three dimensions: sector, geographical region, and size class. Unlike many
other firm-level databases, the MET survey also accounts for firms with less than ten employees
representing the vast majority of companies within the Italian industrial system. The survey is made of
five waves (2008, 2009, 2011, 2013, and 2015) and covers a time span starting right before the Lehman
collapse until recent years. The population of interest includes the enterprises operating within either
Industry (construction excluded) or Production Services sectors (38 NACE Rev.2 3 digit sectors), with
a total number of interviews of 120,000 companies, roughly 24,000 observations per wave. In addition
to survey information, MET firms are aligned with balance-sheet data, covering the entire population
of Italian firms’ balance sheet (CRIF-Cribis D&B) which, according to the Italian law, encompasses
limited companies and cooperatives. However, being representative of the entire population, MET
survey also includes other types of firms whose balance sheet are not publicly available.

Before presenting a brief outline of the main results, it is also worth highlighting some caveats to
correctly interpret findings and derive some policy recommendations. First of all, the core of our study
relates to firm-level analyses on the Italian manufacturing and, to a lesser extent, production services
sectors, whereas the comparison with the other countries has been carried out for the aggregate
descriptive statistics only. Furthermore, our analysis cannot be generalized to normal times, since it
specifically focuses on recent years, with a time span embracing the 2008-2015 period, for the MET
sample survey, and 2011-2014 for the ISTAT databases.” As for the results, institutional and
environmental factors, that might affect the external competitiveness, are typically regarded to be given
(except for some dedicated boxes describing aggregated trends).

The econometric strategies, nevertheless, identifies effects of the observed variables of interest that are
purged from all the time-, sector-, and firm- specific (unobserved) factors, such as the business cycle,
aggregate demand, institutional context, and technological regimes. Cleatly, this approach does not
allow an identification of these effects. Moreover, as external competitiveness is a multifaceted
phenomenon that needs a multitude of econometric analyses to be thoroughly investigated, some
observed factors could not be unambiguously identified (for instance, because estimates of regional and
sectoral dummies cannot to be interpreted in causal terms, they do not represent a sound base for

7 Moreover, due to privacy issues it was not possible to merge information from the two databases.
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policy implications). Instead, the focus of the policy recommendations derived in this work is the
identification of the main drivers of external competitiveness that are related to behaviours and
strategies at the firm level, rather than more aggregate factors.

Italy has been suffering from a slow-growth trend that can be traced back since the 90s, long before the
outbreak of the global recession. This dynamic might reflect many factors, including its lower openness
to the international environment (even in comparison with other European countries of similar size)
and the resulting limited exposure to the beneficial effects of global integration. This gap does not seem
to stem from a lower degree of import penetration and export propensity (notwithstanding a significant
gap with Germany), but rather from a reduced involvement in the international production processes.

Since 2010, the long-lasting decline of Italian export shares ceased, with the value of Italian exports
experiencing a positive growth, roughly in line with the one for Germany, and even higher than other
relevant peer economies such as France, UK, the Netherlands, and Belgium. This trend has been
positively affected both by the geographical composition of the Italian export markets and by the
favourable world demand for products of the Italian industrial specialisation. In this regard, it is worth
emphasizing, however, that the Italian sectoral trade specialization has been going through a set of
structural changes since the arrival of the new millennium. In particular, the comparative advantages of
the Italian industry in traditional low-tech industries progressively dwindled, while, at the same time, the
specialization of medium-technology products has been strengthening. In recent years, some non-
traditional sectors, such as “Pharmaceuticals” and “Motor vehicles”, have significantly added on their
relative weight over the total export composition. Furthermore, many traditional “Made in Italy”
sectors (“Foods and Beverages” and “Textiles and Apparels”, among others) have increased their
importance in terms of shares of total exports. These dynamics may be backed by an intra-sectoral
restructuring following from a repositioning of a large number of Italian firms on market segments
characterised by higher value-added levels (a consequence of which can also be pinpointed by the
observed discrepancy between volumes and values of total exports).

One of the most discussed weaknesses of the Italian economy is linked to its low and stagnant labour
productivity. Although negatively affecting the aggregate performance, productivity dynamics have not
translated into a significant loss of price competitiveness with respect to the other major Eurozone
countries, because offset by a significant wage moderation. Once the dynamics of labour productivity
are broken down by size classes, a large degree of heterogeneity emerges among firms. In particular, the
overall negative dynamics turn out to follow almost exclusively from the productivity of micro-sized (1-
9 employees) and large (>250 employees) enterprises, ranking in the last positions if compared with the
main European peer economies. Conversely, the overall picture significantly improves for firms above
ten employees, with the class 20-249 employees that even outmatches other European counterparts in
terms of productivity levels and recent growth trends. As such, our analyses suggest that one prominent
weakness of the Italian economy has not to be traced back to the excessive number of micro-sized
firms (whose share is comparable to France and Spain), but rather to their technical inefficiency
compared to the micro-firms of other countries. The latter is strictly related to poor performances in
terms of innovative behaviours, human capital absorption, and degree of international openness. At the
same time, the analyses of the main non-price competitiveness indices by size class suggest that,
excluding micro-sized firms, Italian trends are not far from other main European economies.

The analysis of firm-level data confirmed the high degree of heterogeneity of the Italian system and the
well-known differences between internationalised and domestic companies along a wide range of
structural, behavioural and performance dimensions (internationalised companies are typically larger,
more productive, and more innovative than domestic firms). Since the outbreak of the crisis, data
highlight a significant growth trend in terms of both extensive and intensive margins of export. The
second wave of the crisis, characterised by a drop of the Italian domestic aggregate demand, has pushed
an increasing number of firms to look abroad for new survival opportunities, especially micro-sized
firms. Nevertheless, many of these companies turned out to be extremely weak and unable to sell
persistently on foreign markets, thus, negatively affecting the overall aggregate performance.
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Obviously, internationalisation is a heterogeneous phenomenon itself and its different forms entail
diverse strategies associated with distinctive characteristics and behaviours. In particular, increasing
complexity in the form of internationalisation is associated with higher degree of persistence on foreign
markets and requires more complex structures to accomplish a wider range of tasks (e.g. knowledge of
institutional and legal aspects of foreign countries, higher technological competition, etc.). To this
extent, the more complex is the form of internationalisation the higher is the propensity to undertake
innovative activities, to hire high skilled human capital and dedicated management.

On balance, the analyses of sample survey data have shown that, whilst size and productivity play a key
role for external competitiveness, there are also other fundamental aspects triggering superior
performances. In particular, a non-negligible part of heterogeneity stems from firms’ strategical profiles,
technological capabilities and ‘proactive’ behaviours, especially innovative activities. In this regard, we
document a decreasing diffusion of the “traditional” Italian model characterised by incremental
innovations without R&D activities. Moreover, after an initial collapse in the share of innovative firms,
the Italian industrial system has been witnessing a gradual rebound in the diffusion of proactive firms
after 2010-2011. In some of these cases, such as R&D activities, the share of firms involved in dynamic
strategies in 2015 has even overtaken its pre-crisis value.

Within this framework, the econometric analysis emphasises the importance of both structural
characteristics and strategic behaviours in determining firms’ international performance. The empirical
strategy, in order to correct unobserved heterogeneity, mainly employs random-effect probit models
(with Mundlak correction) and within estimator (with firm and time fixed effects) to dig deeper into the
drivers of external competitiveness, both in terms of extensive and intensive margins of export. Our
analysis delivers a set of results with some important policy implications.

As expected, we confirm the presence of a self-selection mechanism of more productive companies
into international markets. Although productivity is associated to higher likelihood of exporting, once
accounted for persistent characteristics that do not vary over time, its role is found to be largely
reduced in explaining the change in the exporting status. On the other hand, productivity has a critical
impact on firms’ international performance (i.e., intensive margins) and decision to exit the foreign
markets. Moreover, other characteristics play a critical role in firms’ export propensity, especially size
and the affiliation to a corporate group. Finally, being an importer of intermediate products is largely
associated to a higher probability of exporting, confirming how import policies may affect aggregate
productivity, resource allocation, and industry export activity.

A critical driver for external competitiveness is found to be linked to firms’ strategic behaviours and
investment in dynamic strategies. The introduction of innovations, the involvement in R&D projects,
as well as undertaking new investments, induce a significant positive effect on export strategies and
performance. The introduction of innovations is even more important in reaching extra-EU
destinations and in affecting firms’ switching strategies (i.e., the choice of entry or exit the international
market). Interestingly, on the top of their direct impact, there are significant cumulative effects of
dynamic strategies. First, the integration of innovation and R&D activities implies premzia on both the
extensive and intensive margins of export. The coefficients of innovative strategies paired with R&D
investment is two-to-three times larger than isolated innovations. Moreover, the path followed by the
set of dynamic strategies undertaken in the past (adding or reducing the set of strategies, ie.,
upgrading/downgrading paths) has additional effects on firms’ international attitude. Among the
different types of innovations, new products dominate other forms of innovativeness (process or
organisational-managerial), especially in case of previously non-exporting companies. However, we find
process and organisational innovations to have an additional indirect effect on export by boosting
firms’ productivity.

Furthermore, innovative strategies are found to have disproportionate effects for the international
performance of (originally) less productive and small companies, pointing at innovativeness as a
potential tool to fill the gap between large/productive companies and the set of less structured firms, a
segment that represents an ideal target for policy measures.
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A simultaneous equation model also explores the main determinants of firms’ innovativeness. In this
regard, structural characteristics significantly affect the introduction of innovations, especially for larger,
younger, and more productive companies. The existence of R&D projects is clearly correlated to huge
increases in the probability of introducing innovations. Importantly, this effect is not limited to the
investment in R&D performed within the firm (internal R&D), but extends to firms outsourcing R&D
activities, even though with smaller magnitudes. This evidence emphasises the importance of research-
oriented networks to overcome the lower innovativeness of less-structured companies. Another critical
factor in driving firm innovative activity is related to the operating environment of a company, such as
the affiliation to a corporate group and the establishment of close relationships with other domestic
enterprises. Finally, financial constraints are found to significantly affect a firm’s capacity to innovate
and the establishment of close ties with the main bank is documented to be extremely important in
reducing informational asymmetries penalizing innovative SMEs.

Moreover, we find that the participation in Global Value Chains (GVC) exerts a positive effect on
firms’ innovativeness and performance. However, we emphasise relevant heterogeneities in how GVC
participants fared the crisis, based on the type of relationship that takes place. While high-skill suppliers
that are involved, without subordination, in GVC production processes display a significant propensity
to engage in innovative activities and R&D projects, other modes of GVC involvement have no
premium compared to domestic companies. This heterogeneity is also reflected in differential
productivity and sales growth. Compared to the pre-crisis trends, we document a severe demand shock
for low-skill and subordinated firms, while relational GVCs appear to be somewhat sheltered from the
effects of the crisis.

Opverall, we contribute to the debate on Italian external competitiveness by pointing out the importance
of behavioural and strategic factors in shaping firm-level competitive advantages. Whilst our results
confirm the effect of structural characteristics, such as size and productivity, they also highlight the
existence of different phenomena boosting firm internationalization. Among these, innovation and
R&D play a crucial role and turn out to affect external competitiveness both directly and via
productivity improvements. Even though the positive effect of innovative activities and R&D is
certainly not new, we explore several new levels of heterogeneity, as well as indirect effects, that may
provide a sound base for the construction of granular policy implications. In particular, the analyses
allow for the identification of targeted segments of potentially innovative companies with the highest
expected gains from the international activity.

All these results suggest that the weaknesses of the industrial system are not exclusively bound to its
size-class and sector compositions. As a matter of fact, comparative analyses stress that an influent
shortcoming of Italian micro-sized firms lies in their specific innovative capacity, rather than only in
their large diffusion. However, our findings seem to confirm the existence of ongoing restructuring
processes undertook by an increasing number of companies, translating into a repositioning and a
strategic upgrading along the production and market segments.

Pairing this information with constraints and weaknesses permits to derive the following set of policy
implications.

The set of results is extremely wide and deals with a significant number of dimensions that enrich the
existing literature and provide nontrivial suggestions for future policies. Coherently with the main
interpretations on the Italian international performance, and given the aforementioned caveats in the

analysis undertaken, the main findings and policy suggestions can be grouped into four main areas of
contents.
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Productivity

We confirm the critical role played by productivity for international competitiveness, which is paired
with higher likelihood of internationalisation: a one-standard deviation increase in productivity is
associated to a 1.5% higher probability of export. This evidence is consistent with the literature
emphasizing a self-selection of companies in the international markets and with the descriptive statistics
showed. Moreover, productivity has a critical impact on firms’ international performance (i.e., intensive
margins) and on the decision to exit the foreign markets (+4% export sales growth and -2% probability
of going back domestic). This is a critical issue since firms’ exit from international markets, as
documented by aggregate descriptive statistics, has been extremely sizable (roughly 20% of
internationalised companies between 2011 and 2014) even in times of relatively low domestic demand.

However, once accounted for persistent characteristics that do not vary over time (including the higher
average productivity of some companies), productivity is found to be largely insignificant in explaining
the change in firms’ exporting status for domestic enterprises. The new entry into international
markets, also in absence of R&D and innovation, has a particularly virtuous effect on sales
performance.

In the light of our findings, productivity represents an essential driver for the success and the
permanence on the international markets, but is not found to be a significant driver of new
internationalisation choices (i.e., new entrances). In this regard, policy measures should account for
such a heterogeneous effect differentiating between interventions aimed at increasing the number of
internationalised companies (a relevant issue for the growth of competitiveness through learning-by-
exporting mechanisms) and the measures oriented to strengthening of the international position and
performance of previously-internationalised companies.

Research and innovation

On the top of structural characteristics, a prominent effect is found for firms’ strategic behaviours and
investment in dynamic strategies. The introduction of innovations, the involvement in R&D projects,
as well as undertaking new investments, induce a significant effect on export strategies (roughly +2% in
export probability) and performance (innovations induce on average a 8%-increase of export sales
growth).

The introduction of innovations is even more important in reaching extra-EU destinations and in
affecting firms’ switching strategies; i.e., entrance (+2.3%) and exit (-8.5%) from the international
markets.

On the top of their direct impact, there are significant cumulative effects of dynamic strategies. First,
the integration of Innovation and R&D activities implies premia on both the extensive and intensive
margins of export. The coefficients of innovative strategies paired with R&D investment is two-to-
three times larger than isolated innovations (4.1% vs 1.7% in the probability of export, and +11.7% vs
+6.6% in export sales growth). Moreover, the path followed by the set of dynamic strategies
undertaken in the past (adding or reducing the set of strategies, i.c., upgrading/downgrading paths) has
additional effects on firms’ international attitude (roughly, +5% probability of exporting).

Among the different types of innovations, new products dominate other forms of innovativeness
(process or organisational-managerial), especially in case of previously non-exporting companies (4%-
higher probability of exporting). This is because new products are the main form of innovation which
is not reflected in the level of productivity. However, we find process and organisational innovations to
have an additional indirect effect on export by boosting firms’ productivity (+2% productivity growth,
+15% if based on matching techniques), while the introduction of new products does not seem to be
linked to any productivity growth.

Innovative strategies are found to have disproportionate effects for the international performance of
(originally) less productive and small companies: 17%- and 21%-increase in export growth compared to
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7%- and 8%-increase for more productive and larger firms, respectively. This result candidates
innovative strategies as a potential tool to fill the gap between large/productive companies and the set
of less structured firms, that are ideal targets for policy measures.

A simultaneous equation model (bivariate probif) also emphasizes the main determinants of firms’
innovativeness. In this regard, structural characteristics are significantly affecting the introduction of
innovations, especially for larger, younger, and more productive companies. The existence of R&D
projects is clearly correlated to huge increases in the probability of introducing innovations.
Importantly, this effect is not limited to the investment in R&D performed within the firm (internal
R&D), but extends to firms outsourcing R&D activities, even though with smaller magnitudes (+8% vs
+27% probabilities). Another important factor in driving firms’ innovativeness is related to the
operating environment of a firm, such as the affiliation to a corporate group (+5%) and the
establishment of close relationships with other domestic companies (i.e., networks, +4.5%). Finally,
financial constraints are found to significantly affect a firm’s capacity to innovate and the establishment
of close ties with the main bank is documented to be extremely important in reducing informational
asymmetries penalizing innovative SMEs.

In terms of policy recommendations, we confirm the critical role played by R&D and innovations (new
products directly influencing international competitiveness, and process/organizational innovations
operating through higher productivity growth). Our analysis sheds lights on some interesting factors.
First of all, we show disproportionate effects of dynamic strategies for more fragile (smaller and less
productive) companies that are paired with a premium linked to integrated strategies (innovation and
R&D) and the documented need to reduce the discontinuity of proactive behaviours, typically
characterizing more fragile (and often smaller) companies. These issues should be all taken into account
when designing specific policies.

Similarly, financial constraints severely limit the activity of potentially innovative firms. Their role goes
beyond generic frictions in the credit market, such as informational asymmetries affecting the entire set
of relationships of SMEs with the banking system, and is dramatically exacerbated in presence of direct
funds to innovative projects (characterized by higher uncertainty, opacity, and typically associated to
investment in immaterial capital that cannot be pledged as collateral).

Firm size and corporate groups

The dominant view on the Italian productive system emphasises the excessive number of micro-sized
companies within the economy, as well as a very fragmented industry paired with a reduced diffusion of
large enterprises. Our analyses and the available comparisons allow to draw a more detailed picture of
the industrial system.

The few external econometric analyses on firm-level information are not adequately capable of
capturing the role of micro-sides companies because mainly based on survey data excluding very small
firms from the sample design.

Aggregate descriptive statistics seem to document that the main weakness of the Italian system has not
to be ascribed to the excessive diffusion of micro firms (whose share is not far from the one in France
and Spain), but rather to their relatively poor performance. Our analysis suggests that the heterogeneity
of the set of dynamic strategies adopted leads, even within the same size class, to substantially different
economic outcomes and efficiency levels. Moreover, within the class of small firms there is a significant
difference between companies below and above ten employees. For the latter (>10), descriptive and
empirical evidence emphasises higher performance of Italy compared to other European peer
economies.

The econometric analyses always confirm the positive role of size and affiliation to corporate groups
(respectively, +3% and +2% probability of exporting). In this regard, however, innovative strategies
seem to display disproportionate incremental effects for smaller companies.
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Obviously, firms’ size cannot be easily implemented as a specific objective for policies, at least not
directly. It is however clear from the empirical results that policy measures oriented to the
reinforcement of innovative and knowledge-creating activities, to the reduction of their discontinuity,
and the specific financial constraints to their implementation may explicitly help smaller firms that are
willing to undertake dynamic paths.

Industrial networks and global value chains

The role played by networks of firms and industrial districts is central in the economic literature on the
Italian system. It has been often pushed forward as a factor capable of offsetting the inefficiencies of
small firms by allowing to reach a larger scale at the network level compared to the small dimension of
the single units. Similarly, firms’ involvement in Global Value Chains is often cited as a determinant
factor in explaining success and weakness on the international markets, depending on their diffusion
and the different modes of participation of the firms involved.

Our analysis confirms the role of local networks in increasing firm innovativeness, through the
opportunity of knowledge exchanges, as well as the effect of GVC belonging. Our findings provide
evidence of a positive average impact of the involvement in GVCs, but highlights at the same time
relevant heterogeneities in how GVC participants fared the crisis. While high-skill suppliers with stable
international connections (L.e. “relational GVCs”) display a significant propensity to engage in
innovative activities and R&D projects, other modes of GVC participation have no premium compared
to domestic companies. This heterogeneity is also reflected in differential productivity and sales growth.
Compared to the pre-crisis trends, we document a severe demand shock for low-skill and subordinated
firms, while upgraded positions in GVCs appear to be somewhat sheltered from the effects of the
crisis. Overall, while upgrading in GVCs has to operate through the stable implementation/increase of
R&D and innovative activities, the strengthening of local networks can be seen as a positive element
for the reinforcement of existing strategies. Overall, upgrading dynamic strategies come out as the
critical factor also within the district and GVC framework, even above sector-specific components.

All in all, provided that our analysis does not specifically explore the effect of macroeconomic policies
and structural reforms, the key elements in terms of policy suggestions to be derived from our work
and estimates can be summarized as follows:

e the support to firms’ R&D and innovation should keep being one of the main focus of policies
for competitiveness. The choice of instruments has to explicitly consider needs and constraints
of the targeted businesses;

e an essential issue of the work is represented by the research of differential effects due to the
integration of three fundamental dynamic strategies (R&D, innovation and internationalisation),
whereby the effect of integrating dynamic strategies by firms following a path of modernisation
that is not yet completed appears to be very significant. The completion of this strategy and the
integration of activities is characterized - in our view - as one of the main goal of a strategy to
support firms’ growth and to improve international competitiveness. Policy measures must be
specifically targeted to these goals;

e on the same logical trail, the elimination or reduction of discontinuity in strategic business
activities (for example with reference to the intermittent presence on foreign markets or with
discontinuous innovative activities and R&D), in particular of smaller enterprises, seems to
represent an “effective” policy target. The discontinuity can be directly influenced by
appropriate and specific policy measures;

e financial constraints still constitute a substantial limitation to the growth of the most dynamic
companies and to the improvement of their development strategies; paradoxically this bond is
stronger for companies oriented towards innovation and R&D than the static ones because of
the significant market and technological risk and for the higher credit demand: access to credit
(as well as other financial instruments) could usefully have a specific orientation towards
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innovative projects, while the practice of current policy for credit access and equity support is
more in the sense of general targeting;

e the role of human capital as a constraint and as a driver for competitiveness weakly emerges in
the estimates and elaborations (even when not explicitly detailed). However, it is clear that
strongly focused policies on R&D and innovative processes cannot ignore knowledge growth
and facilitate firms’ efforts in human resources improvement.

The remainder of the report is organized as follows. Section 2 presents some background evidence on
the performance of the Italian productive system. This section provides a picture of the main indicators
of external competitiveness and aggregate dynamics, also highlighting some key features of the Italian
economy that may help explaining differential firm behaviours. Section 3 introduces the related
literature with a specific focus on the main policy-oriented academic contributions in the field of firm-
level drivers of external competitiveness, by devoting particular attention to the large body of research
analysing Italian companies. Section 4 investigates heterogeneities in the drivers of external
competitiveness. In particular, the analyses devote attention to explorative statistics highlighting the
main characteristics, performances, and strategies correlated with the firms’ propensity to export.
Section 5 further analyses heterogeneities within internationalized companies in order to pinpoint the
factors connected with the different internationalisation modes (e.g., export, import, multinationals,
etc.). Section 6 presents the econometric analyses to shed light on some causal nexuses driving the
international propensity and performance. Section 7 provides some hints about the effect of the
financial crisis on the competitiveness of Italian firms with a special focus on the dynamics of the
drivers identified through econometric techniques. Finally, Section 8 takes advantage of the main
findings to draw policy recommendations aimed at fostering the competitiveness of the Italian industry.
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2 BACKGROUND EVIDENCE

This section explores the background scenario by presenting some key statistics on the comparative
performance of the Italian productive system. It is aimed at providing a picture of the external
competitiveness and aggregate dynamics, as well as a motivation for the empirical analyses carried on
in the following sections.

The main results can be summatised as follows:

The Great Crisis was particularly severe in Italy, albeit its GDP was growing more slowly than
the Eurozone average even before 2008. The current recovery is weak and the volume of
production is still well below the pre-crisis levels.

In the second phase of the crisis, domestic demand experienced a collapse, falling at an
average annual rate of 3% between 2010 and 2013, whereas exporters struggled in competing
on the international markets.

The slow growth of the Italian economy might reflect its limited exposure to the beneficial
effects of international integration. In comparison with other European countries of similar
size, the Italian economy is less open especially for what regards the international production
whilst the gap is not huge in terms of export propensity or import penetration.

Even before the global recession, the average export growth rate of Italian goods and services
had been lower than the Euro area and the world average, although, during the second phase
of the crisis, the fall of the Italian exports as a share of the world trade stopped.

Since 2010, the value of Italian exports experienced a positive growth not far from the
German ones and higher than other relevant peer economies such as France, UK, the
Netherlands and Belgium. The trend of these last years has been positively affected both by
the geographical composition of the Italian export markets and by the increment of the world
demand for the type of products characterising the Italian sectoral specialisation.

The Italian sectoral trade specialization has been going through a set of structural changes
since the arrival of the new millennium. In particular, the comparative advantages of the
Italian industry in traditional low-tech industries progressively dwindled, while, at the same
time, the specialization medium-technology products has been strengthening.

Italian recent export performance appears slightly better when it is valued at current prices,
rather than in volume terms. This discrepancy might follow from the repositioning of many
Italian firms along higher value added market segments.

The negative dynamic of labour productivity has not translated into a significant loss of price
competitiveness with respect to the other major Eurozone countries, because it has been
offset by wage moderation. Hence, market share losses of Italian exports with respect to the
Eurozone average should not be traced back to problems of price competitiveness.

At the aggregate level the analyses of the main non-price competitiveness indices reveal a
sensitive gap between Italy and its European peer economies. In particular differences relate
to R&D expenditures, propensity to innovate and the employment of skilled labour (due both
to a lack of supply and of demand).

Nevertheless, once broken down by size-class, the analyses highlight that this gap is mainly
linked to the characteristics of the smallest firms (less than 10 employees). Indeed, by
excluding micro-sized firms the innovation and R&D propensities of Italian companies are
not far from those shown by the other main European economies.
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e In Italy the share of micro-sized exporters is comparable to the ones detected in its European
peer economies (France, Spain and Germany). Nevertheless, their contribution to the overall
value of exports is significantly smaller. On the contrary, when focusing on the ‘10-49” and
50-249’ size classes, the intensive margin of exports (i.e., the average value of exports per
firm) of Italian companies is particularly high, revealing their prominent degree of external

competitiveness.

Economic growth and international openness

The Great Crisis was particularly severe in Italy, but its GDP was growing more slowly than the
Eurozone average even before 2009. The current recovery is weak and the volume of production is still
well below the pre-crisis levels.

In the second phase of the crisis, domestic demand experienced a collapse, falling at an average annual
rate of 3% between 2010 and 2013, whereas exporters struggled in competing on the international
markets.

Figure B.1: Real GDP Chain linked volumes (2005=100)
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To a certain extent, the slow growth of the Italian economy might reflect its limited exposure to the
beneficial effects of international integration. In comparison with other European countries of similar
size, the Italian economy is less open. This gap is not huge in terms of export propensity or import
penetration, even if Italy ranks slightly below the other major Eurozone countries in both these
indicators, but it is extremely sizeable for what regards international production. On the one hand, the
foreign presence of Italian multinationals (in terms of employees) is much smaller than in France and
Germany. On the other, the foreign-controlled share of Italian employment is lower than in all the
other major Eurozone countries, indicating a limited ability to attract foreign direct investment (FDI).
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Figure B.2: International economic openness - average 2010-14
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Current account balance, domestic demand and exiport performance

The international position of the Italian economy, as measured by the current account balance, after a
long period of decline has been improving since 2011, following a path similar to that of Spain and
benefiting from the fall in the price of raw materials.

Figure B.3: Current account balance as percentage of GDP.
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In Italy and Spain the rebound of the current account has been prompted by the collapse of domestic
demand, which has cut import growth. In both countries, notwithstanding the recent recovery, the
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volume of imports of goods and services in 2016 was still below its pre-crisis level, which marks a
strong difference with respect to France, Germany, and the Euro area average.

Figure B.4: Imports of goods and services, chain linked volumes - index (2005=100).
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Even before the global recession, the average export growth rate of Italian goods and services had been
lower than the Euro area and the world average, although Italy performed slightly better than France.
The impact of the first wave of the crisis was much harsher for Italy than for all the other major Euro
area countries. In the following years, since 2011, Italian export performance has remained limited,
despite the stimulus coming from the euro depreciation, which has pushed Euro area export growth
rates above the world average. The problem is particularly evident for the exports of services but, even
limiting the analysis to goods, Italian exports kept being below other Euro area countries, except
France.
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Table B.1: Exports of goods and services, average annual growth rates.

Chain linked volumes Values in million euros

2001-07 2008-10 2011-16 2001-07 2008-10 2011-16

Goods

France 3.1 -1.3 3.0 3.2 -1.2 3.2
Germany 7.4 -0.6 4.0 7.4 -0.3 4.5
Italy 3.5 -3.5 3.1 5.0 -2.7 3.8
Spain 4.4 -0.5 4.4 5.9 0.1 4.9
Euro area (19 countries) 5.3 -0.9 3.9 5.9 -0.5 4.2
World 0.5 1.4 3.4 5.5 4.2 4.0
Services

France 2.5 0.1 5.4 4.1 1.8 5.9
Germany 7.0 3.5 4.9 7.9 3.7 6.0
Italy 1.8 -5.3 2.0 4.0 -3.8 3.2
Spain 2.8 -2.6 4.2 6.2 -0.9 5.1
EBuro area (19 countries) 4.4 1.0 5.0 6.6 2.3 6.2
World n.a. n.a. n.a. 6.4 4.1 6.8
Goods and services

France 3.0 -1.0 3.6 3.4 -0.5 3.9
Germany 7.3 0.1 4.1 7.5 0.3 4.8
Italy 3.1 -3.9 2.9 4.8 -2.9 3.7
Spain 3.9 -1.2 4.3 6.0 -0.2 4.9
Euro area (19 countries) 5.1 -0.5 4.2 6.0 0.1 4.7
World 0.5 1.3 3.7 5.7 4.1 4.6

Source: Eurostat, IMF World Economic Outlook, UNCTAD and WTO

Italian recent export performance appears slightly better when it is valued at current prices, rather than
in volume terms. The gap between Italy and the Euro area averages appears smaller, especially for
exports of goods. This evidence, on the one hand, points at a less favourable implicit real exchange
rate; on the other, it could also be due to an upgrading in the relative quality of Italian exports (see
following sections for further analyses).

Real exchange rates and labour productivity

Real effective exchange rates (REERs) are often expressed in terms of consumer prices, which however
include profit margins in the retail distribution sector and do not allow to properly assess the
competitiveness of producing firms. A better measure is given by REERs in terms of producer prices,
which reflect cost factors as well as the pricing strategies of firms.

Opverall, the price competitiveness of Italian products has improved during the crisis, as an effect of the
euro depreciation, in line with what occurred in the other major Eurozone countries.
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Figure B.5: Real effective exchange rates, producer prices (2010 = 100).
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Considering REERs based on unit labour costs, differences among the major Eurozone countries are
larger, with France and Italy faring in the middle between the strong competitiveness gain of Spanish
firms and the more stable behaviour of Germany’s REER.

Figure B.6: Real effective exchange rates, relative unit labour costs (2010=100).
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Leaving aside exchange rate fluctuations, the competitiveness of Italian firms in the Eurozone is
affected by the relative growth of unit labour costs, which in turn reflects changes in wages and labour
productivity. During the crisis, wage dynamics has been slower in Italy than in all the other major
Eurozone countries. On the other hand, labour productivity has been particularly laggard, one of the
most important structural problems of the Italian economy, and has often been traced back to an
inadequate growth of total factor productivity. Longstanding problems of the knowledge creation and
circulation system help understand why Italy ranks behind most European countries in the majority of
indicators related to human capital, R&D, and innovation.

Figure B.7: Average annual wages (2007=100).
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Figure B.8: Labour productivity in the total economy (2007=100).
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In conclusion, it can be argued that this gap in labour productivity, although negatively affecting several
aspects of the Italian socio-economic system, has not translated into a significant loss of price
competitiveness with respect to the other major Eurozone countries, because it has been offset by wage
moderation, as well as by the prudent pricing strategies adopted by Italian firms. If this is the case,
market share losses of Italian exports with respect to the Eurozone average should not be traced back
to problems of price competitiveness.

On the other hand, the Euro depreciation during the crisis has not been enough to prevent a further
market share loss of Italian exports with respect to the rest of the world. More generally, currency
depreciations appear to be less effective than in the past in improving export market shares and the
current account. This is partly the result of the recent development of more fragmented international
production networks, increasing the importance of imported intermediate goods and services in
production costs.

The following figure refers to some recent episodes of strong fluctuations in real exchange rates and
shows the ensuing changes in the share of world exports in volume terms and in the current account
balance as a percentage of GDP; variables that are expected to improve (worsen) after a currency
depreciation (appreciation). Both these variables have been lagged by one year, to control for a possible
reaction delay, as predicted by the J-curve model. Yet, the size of their changes is generally very small
and their sign is often the opposite than expected, suggesting that the effect of price competitiveness
on external transactions might be overwhelmed by the influence of other variables.

Figure B.9: Real exchange rates and external imbalances.
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Structural factors and export performance

The analysis of a country’s overall trade performance is too often conducted exclusively in
macroeconomic terms, relating the dynamics of export and import volumes to the behaviour of other
aggregate variables, such as real exchange rates and foreign or domestic income.

In many cases, however, these aggregate models prove to be inadequate in grasping the logic behind
the phenomena observed. This occurs not only because, generally speaking, these models overlook
important but difficult to quantify factors which help to determine foreign trade performance, such as
product quality, or shifts in consumer tastes, as well as changes in international trade rules. A further
reason for the inadequacy of these models is that even the influence of those variables which they most
often do include, such as relative prices and income, cannot be fully captured in exclusively aggregate
terms.

It is therefore necessary to consider explicitly the role of structural factors, which are understood as
being the whole set of characteristics defining the distribution of foreign trade by product or by
country. For example, given the growth of world demand and all other factors being equal, the
dynamics of a country’s exports may be more or less sustained, according to the degree of conformity
between the international specialisation pattern of the country and the changes in the commodity
structure of world demand. In other words, if the latter turns prevalently to products in which the
country in question enjoys comparative advantages, the income elasticity of its exports shall be higher.

A frequently employed statistical method for evaluating the influence of structural factors on export
growth and on the behaviour of a country’s international market share is known as constant-market-
shares (or CMS) analysis. This method is based on a decomposition formula, aimed at controlling
changes in aggregate export market shares for the role of structural factors that depend on the
correlation between a country’s geographic and/or sector specialisation pattern and changes in the
structure of the foreign demand.

Many different specifications have been proposed in the literature. Here we refer to the formula used in
the Italian Trade Agency annual report, which is based on Memedovic and Iapadre (2010). This
specification allows to identify the following effects:

—  Competitiveness effect (CE), that is the weighted average of the changes of an exporting country’s
market shares in all the product/country segments in which the import market is subdivided.
The underlying idea is that such changes display the effects of variations in relative prices and in
the other competitiveness factors such as quality, image, distribution network, and so on, that
make one country’s products preferred to those of the competitors. Essentially, this effect is
not ex-ante measure of the competitive strength of a country’s products, but a synthetic ex-post
indicator of their competitive performance in the destination market.

— Commodity structure effect (CSE), which measures how changes in the product composition of the
destination market import demand affect an exporting country’s aggregate market share. Its
sign depends on the correlation between changes in the relative importance of each product in
total imports of the destination market, and the market shares held by the exporting country in
each product in the starting period. In other words, the more the country’s export specialisation
pattern (defined by the vector of its product shares in the starting period) is oriented toward the
products with fast growing foreign demand, the more the CSE becomes favourable.

—  Geographic structure effect (GSE), which shows to what degree the behaviour of a country’s
aggregate market share is influenced by changes in the distribution of the destination market
demand by importing country. The better the geographic orientation of a country’s exports
corresponds to these changes, the higher its GSE. In other words, countries whose export

market shares are relatively larger in the most dynamic importing countries will reach a positive
and high GSE.

= Structural interaction effect (SIE), which depends on how changes in the geographic and
commodity structure of destination market imports are related to each other. It is positive if
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such changes tend to raise the relative incidence of the market segments in which a country is
specialised.

—  Adaptation effect (AE), that is a measure of the export specialisation pattern’s flexibility in
response to changes in the structure of demand. From a different perspective, it can be seen as
a “second measure of competitiveness" (Richardson, 1971), because it shows how much a
country succeeds in concentrating positive trade performances (the rise in its market shares) in
the most dynamic segments of the destination market’s imports.

This decomposition formula has been applied to changes in Italian exports market share of world
imports from the Eurozone in the last fifteen years. Two different phases can easily be identified in the
data. Until 2010, Italy’s market share underwent a sharp reduction, which however resulted only to a
limited extent from a poor competitive performance on world markets. The most important factor was
the negative commodity structure effect, which reflected the ‘dynamic inefficiency’ of the Italian
economy’s international specialisation pattern, whose comparative advantages were concentrated in
slow-demand traditional consumer goods. The opposite happened in the last five years, when the world
demand for these products increased more rapidly than the average, reflecting the rise of middle class
incomes in emerging countries. As a result, a favourable commodity structure effect fuelled a slight
recovery of Italy’s aggregate market share®, notwithstanding a stationary competitive performance and a
negative adaptation effect. In both periods, Italy’s market share was sustained by a positive geographic
structure effect, revealing that, in comparison with the Eurozone average, the market distribution of its
exports was relatively more oriented towards the most dynamic countries.

Table B.2: Italian exports share of world imports from the Euro area: constant-market-share analysis.

2002 2010 2015

Market share 11.73 10.40 10.62
change -1.33 0.22
Competitiveness effect -0.41 0.01
Structure effect -0.86 0.48
commodity -0.76 0.26
geographic 0.20 0.13
interaction -0.29 0.09
Adaptation effect -0.07 -0.27

Source: Italian Trade Agency annual report.

Because the competitiveness effect measures a country’s competitive performance net of composition
effects, it can be used to determine what could have been its aggregate export market share, in the
abstract assumption that the world import distribution by commodity and destination market had
remained unchanged, year after year. This is done simply by adding CE cumulatively to the aggregate
market share in the starting year (2002). The following graph compares the ‘adjusted’ competitive
performance of Italian exports computed in this way with the time path of their aggregate market share.

8 This result is in contrast with what presented in the previous pages, where Italy’s share of Euro area exports of goods
shows a slightly negative trend even after 2010. The discrepancy can be due to the different data sources, as well as to the
diverse statistical criteria used to define merchandise exports in customs data and goods exports in national accounts.
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Figure B.10: Italian exports share of world imports from the euro area: constant-market-shares analysis.
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The ‘adjusted” competitive performance of Italian exports has been relatively better than what appears
from their aggregate share of Eurozone exports. Until 2010, the gap can mostly be explained by the
adverse effect of specialisation (SE), whereas in the last five years this effect has given a positive
contribution, reducing the distance between the two curves.

The same statistical technique has been applied to the other major Eurozone countries’. France
underwent a sharp market share reduction in the last decade (from 13.7 to 12.7 of Eurozone exports),
as a result of a very strong negative competitiveness effect, only partly offset by a positive commodity
structure effect. The rise in Germany’s market share in the same period (from 31.6 to 32.4 per cent)
was entirely due to favourable structure effects, whereas the competitiveness effect was null. On the
contrary, in the case of Spain the market share increase (from 6.1 to 6.3) was due essentially to a
positive competitiveness effect, as the negative contribution of the structure effects was offset by a
positive adaptation effect.

In order to explain export performance, it is increasingly important to understand its linkages with FDI
and other forms of international production. On one hand, outward FDI and exports can be
complements or substitutes, depending on the type and motivations of investing abroad. On the other
hand, the ability to attract inward FDI can exert important direct and indirect effects sustaining export
performance.

Exports and outward foreign direct investment (FDI)

International market strategies of Italian firms are different than in most of the other major European
countries. Due also to their relatively smaller average size, Italian firms face more problems in
establishing a direct productive presence in foreign markets.

Taking the example of the US manufacturing market, the following figure shows very clearly the gap of
the Italian (and Spanish) internationalisation pattern. The other large European industries tend to serve
their US customers mostly through local affiliates, which allow overcoming trade costs, improving
market access and reinforcing their competitive position. This is shown by the fact that their share of
foreign-controlled affiliates in the US market (in terms of employees) is much larger than their export

9 See Italian Trade Agency (2016 - pp. 102-100).
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market share. On the contrary, in the case of Italy, the productive presence is only marginally larger
than the export market share.

Figure B.11: Trade and productive presence in the US manufacturing market, 2013.

14.0
12.0
10.0
8.0
6.0
4.0

2.0

Germany Spain France Ttaly

0.0

B Employees in foreign-controlled multinationals B Value of imports

Source: Italian Trade Agency based on OECD and UN-COMTRADE data.

Yet, in the 90’s, this gap was even stronger: the Italian share of foreign affiliates in the US market was
negligible and much lower than the commercial presence. So, it can be argued that in the last decades
Italian firms have gradually learnt to serve foreign markets through a direct productive presence. To a
certain extent, this learning process has occurred at the expense of exports. This substitution has taken
place in delay with respect to other developed exporters, which can help explain the fall in the market
share of Italian exports.

Imward FDI and export growth

The limited ability of the Italian economic system to attract FDI has already been underlined at the
beginning of this section. This is an additional factor that can explain the relatively poor performance
of Italian exports. Foreign-controlled firms, even in Italy, are responsible for a significant share of
national exports, particularly in science-based sectors. Moreover, affiliates of foreign multinationals can
exert important positive effects on the export propensity of domestic firms. Thus, more successful FDI
attraction policies could help sustain Italian exports.
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Figure B.12: Italian exports across sectors by firm ownership, 2013.
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Participation in international production networks (trade in value-added)

International production networks (IPNs) are not limited to intra-firm linkages among the affiliates of
multinational corporations, but encompass inter-firm relationships connecting different multinational
and local enterprises, performing different business functions in the same production process.

According to the OECD-WTO Trade-in-Value-Added (TiVA) indicators, the Italian economy’s
participation in IPNs is comparable to the other major Eurozone countries. The following figure shows
that the foreign value-added content of Italian exports, which is related to downward participation in
IPNs, is similar to that of France, Germany and Spain, and has been recovering rapidly since 2009.
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Figure B.13: Foreign value added content of gross exports by country, percent (right insert= time series
for Italy)

Source: OECD, TiVA database

On the other hand, the following figure shows a measure of #pward participation in IPNs, namely the
domestic value added embedded in foreign final demand. In this case, Germany ranks remarkably
higher than the other major Eurozone partners, revealing the stronger ability of its firms to coordinate
producer-driven supply chains.

Figure B.14: Manufacturing domestic value added in foreign final demand by country. Percent of total
manufacturing value added (left insert= time series for Italy).

Source: OECD, TiVA database

The available micro literature confirms that Italian firms tend to participate in intermediate stages of
IPNs, whose value added tends to be lower than in the upward and downward stages, making their
position more vulnerable. However, firm heterogeneity plays an important role in explaining the
different performance of firms along the value chains (see Section 8 for an econometric investigation).
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Excport market shares by country

The Italian export performance in the 2010-15 period has been quite diversified across the main
markets. The following figure relates changes in Italy’s shares of world exports in each market with the
corresponding changes in Italy’s shares of Euro area exports.

Some important cases of clear competitive success emerge from the figure, e.g. the US, Japan, South
Korea. There are also markets, such as Germany and Russia, in which Italian exports were unable to
prevent a market share loss with respect to world exports, but outperformed the Euro area average.
Yet, in all the other markets shown in the figure, Italian export performance was negative under both
perspectives.

Figure B.15: Italy's shares of world and euro-area exports by market between 2010 and 2015.

Source: calculations on IMF-DOTS, Eurostat and other national statistical institutes data.

The geographic distribution of Italian exports’ market shares is affected by several factors, including
distance, preferential trade agreements and historical factors. One important and often neglected
influence stems from social networks related to migration flows. As shown by the following map, in
countries such as Argentina, Australia and Brazil, where the Italian origin community is still relatively
important, export market shares are higher than what expected based on bilateral distance and trade
policies. On the other hand, Italy’s export shares are relatively high in countries such as Albania and
Romania, from which originate large communities of immigrants in Italy.
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Figure B.16: Italian exports’ market share by country in 2015.

Source: Italian Trade Agency calculations on IMF-DOTS data.

Export market shares by sector

There is only one sector, namely the pharmaceutical industry, in which Italian exports have increased
their market shares both with respect to world exports and with respect to the Euro area in the 2010-15
period. In addition, in a significant group of sectors, including food products, the mechanical industry,
motor vehicles and several intermediate goods sectors, Italian exports, although growing more slowly
than the world average, have increased their share of Euro area exports. In the remaining industries,
including most of the typical wade in Italy sectors, Italy’s export performance has been negative on both
dimensions.

Figure B.17: Italy market shares of world and euro-area exports by principal market and sector.

Source: Italian Trade Agency elaborations on EUROSTAT data.

The following chart confirms what has already emerged from CMS analysis. In the 2010-15 period,
sectors in which Italian exports enjoyed comparative advantages (as revealed by higher-than-average
market shares) recorded a relatively higher growth of world demand. The positive correlation between
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Italy’s sector market shares and the dynamics of world demand is the most important determinant of
the relatively better performance of Italian exports in the last few years.

Figure B.18: Italian exports' market shares and wortld demand's dynamics by sector.

Source: Italian Trade Agency elaborations on ISTAT data

The following figure conveys some information about the market strategies of Italian exporting firms in
the 2011-15 period, which was characterised overall by a slight depreciation of the euro, although with
marked fluctuations within the period. Considering the total of manufacturing activities, it is clear that
Italian firms adopted normal price discriminating strategies, using margins created by the euro
depreciation to increase export prices outside the Euro area more than domestic prices. However, at
the sector level, there are also industries in which the opposite behaviour seems to prevail, revealing
very prudent pricing strategies in the most dynamic export markets.

In all the sectors shown in the figure, average unit values of exports rose much more rapidly than
export prices. A similar pattern emerged already in the previous decade, and can be seen as a possible
sign of upgrading in the relative quality of Italian exports. This could be also the result of the
competitive selection process enacted by international integration and intensified by the global
recession, which has put out of the market the least productive firms, operating in low-quality segments
of each industry. A further explanation might be found in the outsourcing strategies of the most
dynamic Italian firms, which could have shifted abroad the least qualified segments of their productive
activities.
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Figure B.19: Producer prices and average unit values of Italian exports for selected sectors. Average
annual growth rates, 2011-2015.
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Source: elaborations on ISTAT data.

Innovation in the Italian economy

The available data on the processes of knowledge creation and diffusion in the Italian economy show a
huge gap with respect to other developed countries, which is commonly considered to be one of the
main explanations of its slower growth. The problem is already evident in data on the education system,
which is the primary focus of public and private investment in the accumulation of knowledge.
International comparisons in this regard are notoriously desolating. Referring to the age group between
25 and 34, the share of Italian population with a university degree was 10.5 per cent in 2000, against an
OECD average of 26.4 per cent. Over the following decade, this share rose considerably, reaching 22.3
per cent in 2012, but anyway less than the OECD average, which rose to almost 40 per cent.

Annual expenditure in tertiary education per student, measured in dollars at purchasing power parity
exchange rates, was less than § 10,000 in Italy in 2011, against an OECD average of § 14,000.
Considering spending on university education in relation to GDP, Italy is at the last place among the
main Eurozone countries. As shown in Figure B.20, the gap, which was already very high in 2000, has
further expanded in the following decade.
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Figure B.20: Spending on higher education (as a percentage of GDP)
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The relatively low supply of skilled labour corresponds to a modest demand by firms in a vicious
relationship of interdependence. Figure B.21 shows that in Italy the skilled-labour share of total
employment was in 2012 well below most OECD countries, both in industry and in services.

Figure B.21: Skilled-labour share of total employment by sector — 2012 (percentage)*
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Source: elaborations on OECD data.
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Similar conclusions are reached by focusing on the number of R&D personnel who, despite having
increased faster than average employment growth over the last decade, remains at a modest level in
comparison with the other main Eurozone countries (Figure B.22). The gap is concentrated in the
business sector, while universities and public administration occupy a similar share of researchers than
other countries. The link between the characteristics of the productive structure of the Italian economy
and its poor ability to absorb researchers is therefore confirmed.

Figure B.22: R&D personnel per thousand total employment
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In addition to employees, one of the main inputs of innovation processes is R&D spending. Again,
Italy is clearly below the main Eurozone countries (Figure B.23). However, over the last fifteen years,
this indicator has gradually risen in Italy, driven by an increasing R&D investment by firms (Figure
B.24).
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Figure B.23: Gross domestic expenditure in R&D as a percentage of GDP
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Figure B.24: Business share of Gross expenditure in R&D (percentage)
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The Italian production system ranks well below the OECD average also for the innovative output
indicators more directly linked to R & D activities, such as patents (Figure B.25).
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Figure B.25: Triadic patent families per GDP (OECD average = 100)

200
180
160
140
120
100

80

60

40

& 5 . ==
— o g O—0——0——0—0——0—0—0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

20

e taly e=—fe==France ==®==Germany ==@==Spain

Source: OECD

However, in rankings on the share of companies claiming to make innovation (product, process, or
marketing and organisation), Italy is in a better position than one could think of based on input
indicators, (Figure B.206). This is another characteristic feature of the Italian industrial system, namely its
willingness to introduce incremental innovations, adapting processes or products to customer needs,
which do not necessarily require significant R&D investment, and are therefore more easily
implemented by SME:s.
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Figure B.26: Innovation types by firm size - 2010-12
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Recent changes in the trade specialisation pattern of the Italian industry

The previous analysis, based on the CMS technique, has shown that it is not possible to correctly
interpret changes of export market shares without considering the structural features of their
specialisation model. The debate on this topic has been going on for several decades and tends to
converge on some fundamental characters, which have changed very slowly over time and define a
pattern, which is somewhat different than those of the main advanced countries and exhibits a high
degree of polarisation (the average intensity of the advantages and disadvantages compared).

Several criteria have been used to assess the quality of the Italian model. The results of the CMS
analysis until 2010 reveal a problem of "dynamic inefficiency", due to its concentration on products
with a relatively low income-elasticity of demand. In the 1980s, this argument was used to explain the
existence of an "external constraint” that prevented the Italian economy from growing rapidly without
encountering external debt sustainability problems. The process of European monetary integration,
culminating in the adoption of the euro, has diluted this constraint, but the underlying features of the
specialisation pattern have continued to curb export growth, at least until 2010, as it has been shown.

Moreover, it has often been argued that the Italian specialisation pattern is concentrated in products
characterized by a relatively high price-elasticity of demand, which would make it more vulnerable to
competitive pressures from low-wage countries and trade liberalisation policies.

Other frequently used criteria refer to the supply characteristics of traded products. Studies based on
the well-known Pavitt's taxonomy, identify the comparative advantages of the Italian industry in
"traditional" and "specialized suppliers" industries, while weaknesses emerge in science-based and scale-
intensive sectors. Here we refer to the technological intensity of traded products, as defined by the
OECD taxonomy.
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Figure B.27 shows the net trade specialisation (NTS) indices for the four classes of technological
intensity defined by the OECD, and for the subset of ICT manufacturing industries'’. The first
important information that comes out of it is that, since the beginning of the 2000s, the comparative
advantages of the Italian industry in traditional low-tech industries, which characterised its
specialisation pattern since the 1970s, progressively weakened, and became negligible in the last years of
the great recession. In their place, specialisation has been strengthening in medium-technology
products, including industrial machinery. However, weakness in R&D-intensive productions, and
especially in ICT, has remained strong, even if in the last five years these comparative disadvantages
have tended to downsize. Overall, there is also a fall in the degree of polarisation of the model, which
has always been relatively higher than that of the major European countries.

Figure B.27: Net trade specialisation indices of the Italian manufacturing industry
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10 The net trade specialisation index (NTS) is defined as follows:

XI S M 1S
NTS,, - [Xi,q Mi,qJ s with-1 <NTS, <1

Xi,s Mi,s

Xia My,
where X and M denote respectively exports and imports, 7 stands for the country, s for the sector and ¢ for the sum of
sectors.
This indicator, adapted from a measure of intra-industry trade specialisation proposed by Balassa and Bauwens (1988), has
several advantages. First, unlike the well-known Balassa index of revealed comparative advantages (RCA), it is based on
both exports and imports, giving a more comprehensive and theoretically well-founded measure of trade specialisation.
Second, with respect to other net-trade indicators proposed in the literature (Lafay, 1992), it has a more straightforward
interpretation as a measure of intensity of inter-industry specialisation as it does not depend on other variables, such as the
size of the sector or its degree of openness (Iapadre, 2001).
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When looking at the NACE sectoral composition of manufacturing exports, it emerges that the Italian
trade specialization has been going through some relevant changes (Table B.3). During the last period,
some non-traditional sectors, such as “Pharmaceuticals” and “Motor vehicles”, have significantly added
on their relative weight over the total export composition. Furthermore, differently from what
predicted by some scholars, many traditional “Made in Italy” sectors, “Foods and Beverages” and
“Textiles and Apparels” among others, have increased their importance in terms of shares of total
exports. These dynamics may be backed by an intra-sectoral restructuring following from a
repositioning of a large number of Italian firms on market segments characterised by higher value-
added levels.

Table B.3: Export distribution by manufacturing sector (%), two-year-periods averages
1995-1996 2001-2002 2006-1007 2011-2012 2015-2016

CA Food products, beverages and tobacco products 53 5.5 5.6 6.9 7.6

CB Textiles, wearing apparel and leather products 17.2 15.9 12.5 11.6 12.3
CC Wood and paper products, and printing 2.2 2.4 2.1 2.1 2.1

CD Coke and refined petroleum products 1.3 1.8 3.7 5.1 2.9

CE Chemicals and chemical products 6.1 6.4 6.5 6.9 7.0
CF Basm. pharmaceutical products and pharmaceutical 21 36 36 44 55

preparations

CG Rubber and plastics products 7.7 7.4 6.8 6.2 6.3
CH Basic metals and fabricated metal products 8.9 8.5 123 13.5 11.0
CI Computer, electronic and optical products 5.4 5.4 4.0 3.5 33
CJ Electrical equipment 6.4 6.4 6.4 5.5 5.5

CK Machinery and equipment n.e.c. 18.8 17.6 19.2 18.9 18.5
CL Transport equipment 10.6 11.4 11.2 9.9 12.0
CM Furniture and other manufacturing 7.8 7.6 6.2 5.6 6.0

Source: elaborations on ISTAT data.

Excporting firms by firm size

The business structure of the Italian economy is notoriously characterised by a relatively high number
of small and medium-size enterprises (SMEs). Many observers claim that this is one of the most
important structural weaknesses of the Italian industry, because SMEs, particularly when they are
family-owned and lack professional managers, tend to face serious growth constraints. Comparisons
across firm size classes show that labour productivity, as well as the intensity of skilled labour and
capital, tend to grow with firm size, which helps understand why smaller firms face serious problems in
overcoming the costs and risks of investment in innovation and internationalisation.

Table B.4 compares the extensive and intensive margin of exports by firms size across the main
countries of the Eurozone.

It is immediately clear that in Italy the share of micro-sized exporters is comparable to the ones
detected in its European peer economies (France, Spain and Germany). Nevertheless, their
contribution to the overall value of exports is significantly smaller. On the contrary, when focusing on
the “10-49” and 50-249’ size classes, the intensive margin of exports (i.e., the average value of exports
per firm) of Italian companies is particularly high, revealing their prominent degree of external
competitiveness. On top of that, whilst being relatively few in number, it is important to emphasise that
Italian large firms exhibit a relevant intensive margin that ranks second, immediately after Germany.
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Table B.4: Exporting firms and exports by firm size - 2014

France Germany
Number'of Exporting firms Exports Exports per Exporting firms Exports Exports per
employées firm firm
Number % n’l'l:';” % Thousand euro Number % Million euro % Thousand euro
Upto9 77.845 65,2 84.744 20,1 1.089 114.392 51,7 33.597 4,3 378
1049 28.555 23,9 41.606 9.9 1.457 56.593 28,7 59.974 6,8 1.208
50-249 9.597 80 62477 14,8 6.510 21.094 10,5 127.610 13,9 6.719
At least 250 3.1 2,8 233.15 55,2 70.376 6.436 3.0 752.172 74,9 124.778
Not specified 2.115 - 16.215 - 7.667 116.311 151.681 - 1.305
Total 121.423  100,0 438.057  100,0 3.608 314.826 100,0 1.125.034  100,0 3.506
Italy Spain
E;rglt::ré{:s Exporting firms Exports EXP]:?; per Exporting firms Exports EXPz:i per
Number % n’lllL:erDn % Thousand euro Number % Million euro % Thousand euro
Upto9 127.409 66,1  23.629 6,2 185 107.955 72,4 26.128 1",7 242
1049 53.217 27,6 69.050 18,2 1.298 30.790 20,6 33.285 14,9 1.081
50-249 10.200 53 113.812 30,1 11.158 8.177 55 52.380 23,5 6.406
At least 250 1.864 1,0 172.063 455 92.308 2.247 1,5 110.978 49,8 49.390
Not specified 27.148 - 20,319 - 748 44.493 20.889 - 469
Total 219.838  100,0 398.873 100,0 1.814 193.662  100,0 243,660  100,0 1.258

Note: percentage shares refer to the total of classified firms.

Source: elaborations on Eurostat data.

The above evidence further underlines the need to conduct micro level analyses, in order to better
understand how firm heterogeneity affects the external competitiveness of the Italian economy. The
analysis described in section 4 is aimed at filling this gap, by presenting a detailed analysis of the
available evidence at the enterprise level. To this extent, in the next section we summarise the main
findings of the microeconomic literature on external competitiveness setting up a framework for the
study at the centre of this document.
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3 LITERATURE REVIEW

3.1 INTRODUCTION

This section of the report aims at providing a thorough review of the analyses on the patterns and
determinants of competitiveness, with a special attention to firm-level drivers, especially within the
Italian case. As a starting point, we acknowledge the need of framing the notion of competitiveness as a
multidimensional concept(see the Box. 1 below for a summary of the contributions exploring such
multidimensionality). First, competitiveness has different meanings depending on whether it is
considered at the micro, meso, and macro levels. Even if the main focus is on micro-level analyses, we
need to account for the interdependency of firm-level competitiveness with sectoral and national
characteristics and priorities. Second, one needs to distinguish between the contextual enablers of
competitiveness, ze. quality of institutions, business environment, and infrastructures; the structural
conditions underlying competitiveness, that can be measured in terms of innovative capacities,
technological conditions, and productivity; as well as the competitive performance, expressed in terms
of exports, FDIs, market shares, and other indicators. Third, whichever the level of analysis — and
particularly in the case of firm-level analyses — competitiveness issues are largely shaped by the way
global value chains (GV