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Abstract

SMALL AND MEDIUM-SIZED ENTERPRISES IN GLOBAL MARKET  S:
A DIFFERENTIAL APPROACH FOR SERVICES?

This study empirically investigates key restricgoto the internationalisation of small and
medium-sized enterprises (SMEs) in manufacturing across different types of services. The
study explores the extent to which binding constsafaced by SMEs producing goods may differ
from small firms operating in services sectors #aices stock of how existing policy initiatives
address some of these differences. Our resultsestigigat while firm size clearly influences the
trade performance of SMEs in manufacturing, itrisamnbiguous predictor of export performance
in the case of small-sized services firms. Theifigd show that firm size influences the choice of
export channel and that small firms rely more atirgct and agglomeration networks. Finally, the
results point to a strong degree of firm-level hegeneity across services activities and enterprise
size. It would seem that incorporating sectoral sizd heterogeneity into existing policies might
be desirable to address key constraints for SMEs.

Key words: Small and medium-sized enterprises, SMEs, tradesices, trade in services,
internationalisation.
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Executive summary

This study empirically investigates key restricgoto the internationalisation of small and
medium-sized enterprises (SMEs) in manufacturind across different types of services. The
analysis uses two sources of micro-level datargelaross-section of manufacturing and services
SMEs covering over one hundred countries, and fdata France-based services firms over a ten-
year period. The study explores the extent to whickling constraints faced by SMEs producing
goods may differ from those of services-based firarsd takes stock of how existing policy
initiatives address some of those differences.qdthh the generalisation of these results should be
treated with caution, our findings offer some ifgggthat may be useful for policy-makers wishing
to enhance the participation of SMEs in internatldrade.

How important are economies of scale?

Our results suggest that while firm size clearlffjuences the trade performance of SMEs in
manufacturing, it is an ambiguous predictor of ¢rgobrformance in the case of small-sized
services firms. Findings from French services firshow that while firm size exerts a positive
influence on the extensive margin (i.e. the praporf firms that internationalise), an inverse
relationship exists with respect to the intensivargm (i.e.the extent to which they
internationalise their activities). Also, we findhat internationalised SMEs destine a higher shiare o
total sales to foreign clients relative to the &@rgounterparts: i.e. the export propensity is lpwe
while the export intensity is higher.

Do SMEstrade differently than larger enterprises?

The findings reveal that smaller firms trade a kigkhare of their exports through indirect
channels. Thus, size appears to influence the ehofcexport channel. Indirect modes of
integration are much more prevalent in the tradirhaviour of SMEs in services than in
manufacturing. This may be explained by the greatienber of modes through which services can
be supplied to foreign consumers relative to thgsiglal, cross-border channels in manufacturing.
Moreover, global value chains (GVCs) allow SMEstpply one concrete task through a complex
network of inter-connected partners and interméBaHence, policy-makers should be aware of
non-traditional forms of integration into globalegpalisation and distribution patterns that appear
to be particularly relevant for services SMEs.

Does geography matter for internationalisation?

The analysis suggests that agglomeration econoamge<rucial for services SMEs. While
standard gravity variables exert some influencesenvices SMEs trade performance, a stronger
locational competitive advantage is found if SMEs dased in large cities, rather than in a region
close to the border or coast. In particular, belogated in the capital (Paris) has positive
internationalisation effects for SMEs in professibrservices, ICT, financial services and
construction. For these services, being part oétavork of other similar firms may be critical for
overcoming isolation, and appears to be more importhan physical or cultural distance to a
foreign market. By contrast, being in Paris hasatonal disadvantages for transport SMEs.
Barring this exception, promoting clusters of rethtbusinesses and linkages to large multi-
nationals may be a suitable trade promotion approac

Do binding constraints vary by firm and industry characteristics?

Binding constraints differ not only by sector, byt enterprise size within the same sector.
Access to finance disproportionately affects smadbgporters in manufacturing, although it does
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not explain SMEs export performance in servicegnelphysical investments (e.g. machinery) are
comparatively lower. Similarly, electricity doestradfect large manufacturing firms, with capacity
to have their own generators, but it is a bindiogstraint for SMEs. Interestingly, electricity does
not appear to be a significant constraint for smwifirms, which may rely relatively more
intensely on the quality rather than the quantftynfrastructural inputs (e.g. digital). Key facsor
that drive the internationalisation of larger seed firms, such as foreign ownership or
international certification, do not explain the erpperformance of services SMEs. To the extent
practicable, policies may benefit from a more taitbapproach to address the specific needs of
firms by their profile of size and industry chaexetics.

Are services SMEs a homogenous group?

The results provide evidence of heterogeneity acsesvices activities. Hence, care should be
taken to avoid generalisations abouhé’ services sector.” In particular, construction firm
substantially differ in export behaviour from firnmprofessional services, ICT, financial services,
and transport. Nonetheless, the four latter sectoes also characterised by some level of
heterogeneity. Accordingly, the effects of explamatvariables vary by sub-sector: productivity
differentials are only able to explain differendesexport behaviour in some services (e.g. ICT),
but not in others (e.g. travel). In the same veiembership in a foreign group is a key export
driver in some services sectors (e.g. professipnaljile in others firms display high trade
propensity within domestic corporate group. Heramggregate internationalisation strategies for
services SMEs can mask important differences ondsmh sub-sector operates.

Do SMEs survive in export markets?

Services SMEs that break into foreign markets itedyl to continue exporting over time. The
results show that exporting decisions of Frenchiises firms are persistent over a ten-year period.
Moreover, despite the heterogeneity of servicetbseaoted above, our estimates indicate that this
pattern is consistent across all services sub4secfdthough lower shares of services SMEs
internationalise, once they start engaging in fpretransactions, they continue exporting in
subsequent periods. Remarkably, this effect isiquéarly strong for the smallest services firms,
which display the lowest probability of discontingi exports. This could be explained by the
ownership-driven structure of SMEs, which may dnggieater caution on their initial export
decisions, but result in lower rates of exportajodles later on. Moreover, SMES’ network-driven
export channels may also contribute to greateiigierse.

Should SMEs be supported to explore trade opportunities?

Pro-active policies to support internationalisatame costly, and countries instituting support
measures should target them carefully. Resourcgti@imnts of small-sized firms may prevent them
from exporting profitably. This, coupled with théaw participation in foreign markets raises the
guestion as to whether there may be potential Uog&d opportunities for trade expansion. For
services SMEs, where these two observations are pramnounced (i.e. smaller size profile and
lower trade participationvis-a-vis manufacturing SMEs), that question is, if anythimgore
pertinent. According to our results, where thesd#rinments are appropriate they should notably
address constraints in establishing the first exmdationship.

Some countries have adjusted the standard defirifiGMESs to account for differences in the
size profile and other characteristics of servioess. The smaller average age of services SMEs,
and the prevalence of “born global’ phenomena imesaervices, has also required agencies to
relax requirements on maturity of experience in dstic and foreign markets. In terms of specific
instruments, evidence from an EU survey suggeatstiie most useful forms of support for SMEs
across all services sectors relate to businesgpemtion and networking programmes aimed at
helping SMEs identify foreign customers and businegrtners. The low use of internet channels
for e-commerce on the part of services SMEs, a$ agethe difficulty in obtaining certification
credentials, may also point to potential areasooperation.
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l. Introduction: Motivation and background

Over the past twenty years, the pace of globatisdtias increased rapidly. This can be
attributed to the multiple benefits that are assecl with firms that participate in global
markets. Indeed, a large body of literature haabdished that firms that export tend to be
more productive and pay higher wages (e.g. Berredrdl., 2007). However, to date,
international trade has been mainly regarded addh®in of large multi-nationals, which can
reap economies of scale and meet the sunk codtwefin market entry. Notwithstanding,
technological and economic developments seem tallo&ving small and medium-sized
enterprises (SMEs) to break into world markets measily and at lower costs. In particular,
information and communication technologies (ICTyvéaignificantly reduced the costs of
operating on a global scale, notably through digithannels for cross-border supply
(e.g. e-commerce). Moreover, the fragmentationrofipction is unfolding new possibilities
for SMEs to participate in international trade,sasaller firms may be more readily able to
export “tasks” along a global value chains thamalfproducts.

International markets can help SMEs improve thegifiess performance. Foreign markets
offer the possibility to source cheaper and moneedainputs that can lower the operating
costs of small firms. At the same time, accessew Bxport markets can stimulate output
expansion and diversification beyond the boundanfegomestic demand and preferences.
Recent studies show that SMEs that engage in mtierral trade — via imports, exports or FDI
— display higher turn-over growth, employment gatien and innovation rates (EC, 2010).
This can also have indirect benefits for large mattonals. In effect, the success of larger
companies is influenced by the performance of SM#sch are increasingly integrated into
their supply chains (MacMillian, 2008). Indeed, \descale specialisation necessitates
innovative and flexible SMEs to supply an arraygobds and services that feed into global
production chains: as such, many countries areirsge& expand their export base towards
smaller enterprises (Persin, 2010).

As a critical source of employment, the competitees of SMEs is a major policy
concerr. In an integrated world, there is growing recogmitihat the productivity of SMEs
and their participation in trade are intricatelykiéd? Thus, policy-makers looking to expand
the benefits of globalisation across economic acéwe concerned with how SMEs can avalil
themselves of opportunities from open markets. grogving attention to SMEs in trade policy
discussions has come to the fore in a number anteegional trade agreements (RTAS),
which have developed novel provisions aimed atlifathg SMEs participation in trade.
Other integration efforts seem to be consolidating deepening the attention to SMEs as an
important element of the trade policy agenda. Iddebe low rate of utilisation of trade
agreements on the part of SMEs suggests that thasebe unexploited gains from their
capacity to seize market access opportunities.

With very few exceptions, the available literatorethe trade behaviour of SMEs is firmly
rooted in the -evidence from manufacturing. Emergireyidence on services
internationalisation is yet scarce — and focuseslavger enterprises. As a result, little
information is available to policy-makers on thade patterns and channels of services SMEs.
Given the intrinsic characteristics of serviceg] Bow they are traded, it may be reasonable to

1. The growing priority of SME internationalisatiin the national policies of many countries isdevit in
the recent production of major reports, such as DEE012), EC (2010), US ITC (2010), APEC
(2005), all containing a review of the currentstaf participation of SMEs in international trade.

2. The causation between productivity and inteomati trade can go both ways, as evidenced in
self-selection and learning-by-exporting effects.
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consider whether traditional (goods-oriented) peficfor SMEs internationalisation might

benefit from some adaptations tailored to servesiders. Recent discussions under GATS
and other fora have stimulated reflections on wéreimall services firms trade differently

than large multinationals in the same services gtarttisplaying different modes of supply

and ggreater sensitivity to specific barriers (WTZD12; Parsin, 2010; Riddle, 2006; APEC,
2005):

Against this backdrop, the objective of this stuslyo investigate the trade behaviour of
SMEs, exploring any differences between manufaefuaind services sectors: How important
are economies of scale in today’s increasingly rfragted trading environment? Do SMEs
internationalise through the same channels asrldinges do? To what extent are services
firms similar with respect to their trading behawi® Is the impact of trade and regulatory
policies on firms identical across enterprise-Szémderstanding in which sectors smaller
enterprises trade, through what channels they ainiade, and what kind of constraints
affect their trade performance most can be a usefult for trade negotiations and policy-
making. Given that financial and other resourcessaarce, any pro-active policies to promote
the trade participation of SMEs should be diredtedreas that are likely to yield the highest
returns.

To address these questions empirically, this regemerates early evidence on SMEs trade
behaviour from two sets of firm-level data: the WoBank's Enterprise Survey and
AMADEUS. The first analysis using the World Bank Enterpr&arvey draws on a large
cross-section of over one hundred countries to e@8MEs trade patterns, investigating
differences and similarities between SMEs in mactuféng and services. This analysis has a
strong representation of developing and emergimg@&mies. The second analysis, based on
data from AMADEUS, focuses on one industrialisedrdoy — France — for which data are
available for services sectors in a more disaggeelgenanner, thereby allowing to explore
heterogeneity across services sub-sectors. Thdatdtaench services firms are available over
a ten-year period, permitting an examination ohdiein the export behaviour of services
SMEs. The analyses in this paper apply the Europegon’s definition of SMES.

The remainder of the report is organised as folloWse next section provides a brief
overview of the economic contribution of SMEs inmagacturing and services. Section llI
takes stock of recent empirical literature that évgsored differences in the trade behaviour at
the firm level between manufacturing and serviges] between larger and smaller firms.
Section IV and V present the empirical results frihhe World Bank’s Enterprise Survey and
Amadeus (France) datasets, respectively. Finadlgtian V discusses potential practices that
might be useful in better targeting pro-active piek to the needs of small services providers.
The conclusions summarise the key insights that Inearelevant for policy-makers wishing to
enhance the participation of SMEs in internatidrede.

3. An initial proposal on services SMEs under GAWS&s submitted by Canada (see WTO report on
S/ICSS/W/49). For a recent communication on thisessee WTO document tabled by Switzerland
(S/ICIWI340).

4. The European Union’s definition of micro, smatiedium and large firms is as follows: a firm is
classified as micro-firm if it employs less tham temployees. Small (medium) firms employ ten or
more (50 or more) workers but less than 50 (25Balfy, firms which employ at least 250 employees
are classified as large firms. This definitiomdopted in other work on SMEs at OECD.
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Economic contribution of SMEs in manufacturing and services

In virtually all industrialised and developing cdues alike, SMEs constitute the
overwhelming majority of all companies, and repnés¢he most critical source of
employment. Table 1 provides an overview of thenificance and extent to which SMEs
contribute to the economy. While there are varigi@across countries, SMEs typically
comprise at least 95% of private sector firms ampley over two-thirds of workers.
Moreover, SMEs play a critical role in the genematof jobs in many OECD countries. By
one estimate, in the United States SMEs have ateddior 60 to 80% of new net jobs created
annually over the last decade (Basefsmy and Swe@0d). In the European Union, SMEs
created 85% of all new jobs between 2002 and 2B10 2012).

However, SMEs contribution to overall GDP and int#ional trade remain low. Small
firms contribute to 50% of GDP in most countrid¢h@ugh there are considerable variations,
ranging from 20% (in Chile) to over 60% (in the &pean Union, Brazil or Chind)While
information on SMEs international activities is thao obtain, the small share of SMEs that
appear to export points to low contributions talé&dlows. Due to the paucity of data, most
figures (particularly on trade) relate to SMEs ianmuafacturing. Yet, according to a study by
the International Trade Centre in 50 developingtoes, services SMEs constitute 40% of all
active exporters (ITC, 2010).

Table 1. Contribution of SMEs to economy

Country Share of Eirms Share of GDP, Share of SMES
Employment Value Added Exporting
Brazil 99.87% 77% (S) 60.8% 11.4% (S)
Canada 99.7% 60% - -
Chile 98.92% 80% 25% 15%
China 99% 73% 60% (M) 40-60% (M)
Colombia 96.4% 83.5% -- 20%
EU 99.8% 70% 61.3% -
India 95% 80% 40% 31.5% (M)
Japan 99% 72% (M) 52% (M) 13.5% (M)
Mexico 99.8% 73.8% 52% -
New Zealand 98.9% 75% -- -
Sweden 96.3% 60% 57% 24.15% (M)
Chinese Taipei 96.3% 80% -- 56% (M)
Us 99.9% 50.3% 50% 31% (M)

Source: Compiled from various sources. (M) and (S) denote that data is for manufacturing or services only.

Overall, there is a much higher concentration célsfirms in the services sector relative
to the share of SMEs in manufacturing. Indeed, n¥d4Es are small services providers. In
Canada, over 95% of SMEs (1.3 million) are servigessiders, while less than 5% (64 000
SMESs) are in manufacturing (Orser et al., 2007)L&tin America (13 countries for which
data are available), 87% of all SMEs are in sesvisectors (IADB, 2010). Moreover, case
study evidence from six Latin American countriesrfd that all high-growth SMEs identified

To cite and example, in Switzerland SMEs accdont99.7% of all firms and over two-thirds of
employees. Services SMEs represent 2.3 million Tulle Equivalents (FTEs), compared to 448 000
FTE for large services firms. Five times more FTd&e employees in services SMEs than in large
services enterprises (WTO, 2011, S/C/W/340).

Productivity levels of SMEs are believed to b& land display strong differentials across coustrie
Latin America, large firms are six times more prctike than SMEs, whereas in more advanced
economies the productivity differences are narroweR.4 (OECD, 2012).
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in six Latin American countries are services fif@ECD and IADB, 2010). In this collection
of case studies, none of the SMEs in manufactuaimdy agro-industry met the OECD high-
growth SME (HGSM) criteria, based on output growtimovation, and employment, among
other variables. Hence, this suggests that thesebraanarked differences in the productivity
levels of small firms across sectors of the economy

A richer picture on the contribution of SMEs is ded with a break-down by sectors and
firm size. As an example, Figure 1 displays the lesipent shares that accrue to firms of
different size in manufacturing and services am&B8gEuropean countries. Approximately
70% of total economy-wide jobs are attributabldinms in the services sector: of these, 20%
accrue to large firms, while 50% accrue to SMEsvi8es microenterprises create 25% of
total jobs, which is slightly more than the conttibn of large services enterprises (21% of
jobs). The share of employment based on microernsein the services sector is noteworthy,
considering that microenterprises in manufacturdmdy represent 4% of total jobs. These
figures suggest that one of every two jobs in Eanspprovided by SMEs in a services sector;
one in every four jobs is based on a services raigesprise.

Figure 1. Share of employment by sector and firm si  ze in Europe

Services Micro
25%

Manufacturing
Large
12%

Services SMEs
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Source: OECD STAN Database, latest data available 2007.

In Figure 2, the shares of sectoral employment dase SMEs in manufacturing and
services are shown for selected OECD countriesmuich data are available. With some
exceptions (Greece, lItaly, Portugal and Spain)mamy of the countries large enterprises
account for the vast share of employment in marnuferg, from 60 to 80%. By contrast, in
services SMEs account for the majority of total ®yment. The figures reveal not only
marked contrasts between the shares of SMEs ificesrand manufacturing employment, but
also between the different ratios across counthietuxembourg 60% of the manufacturing
jobs are created by large firms, whereas in Poltsigall manufacturers account for 80% of
manufacturing employment. In services, the diffee=n in shares of services-based
employment are less pronounced. In countries likelinited Kingdom that have large, global
enterprises (i.e. financial sector), SMEs only dbote to just over 50% of services
employment.
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Figure 2. Employment contribution of firms by size
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Source: OECD STAN Database, latest data available 2007.
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Small firms appear to be inherent to the natur¢ghefservices industry. In construction,
95% of construction companies in EC-27 have leas #0 employees; these small enterprises
account for 60% in terms of value added. Anothetaevhere the prevalence of small firm is
evident is in professional services. According e Architect’s Council of Europe (ACE),
99% of firms affiliated under the ACE employ lesmnt 30 staff. In Australia, 96% of the
16 600 firms that compose the engineering indusinploy less than 20 people. The WTO
sectoral papers related to transport services regower participation of SMEs, which can be
explained by higher capital investments, partidulam sectors such as maritime transport.
However, there are segments of the transport chlhére SMEs are active. In road transport,
80% of firms in the EU have less than 10 employ&es micro-enterprises), and 99% have
less than 50 (i.e. small firms). In China, 80% iofE in the sector are individual operators.
Despite the clear dominance of the “big four” iade of postal and courier services, over 50%
of the European market is served by SMEs. Findiltribution and logistics similarly report a
high number of very small firms.

Figure 3 displays the variation in the prominenE&BIESs across two industries, namely
computer services and professional services (ctaigrelegal, accounting, auditing).
Microenterprises play a prominent role in profesaloservices, whereas computer, being
more capital-intensive, has a profile of firm stmat ranges around small to medium-sized
firms.

Figure 3. Share of employment by firm size, service s sub-sectors
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Source: OECD STAN Database, latest data available 2007.

The relative variation in shares of SMEs in the Eyment structure of computer and
professional services points to some degree ofdgeeity across services sectors. In some
services industries, economies of scale may bgrifgiant, and may give rise to the optimal
size of firms in services being smaller. For somkvises activities, variable costs (notably,
skilled labour, such as programmers for creatiri\@me) are more important than fixed costs
that prevail in manufacturing activities (factori@sachinery, warehouses). Large economies
of scale are likely to be found in capital-intersimdustries characterised by large fixed costs,

All the information above is extracted from thmst recent available Services Background Sectoral
Papers prepared by the Secretariat World Traderirgizon (WTO). For more information, see WTO
documents S/C/W/315 through S/C/W/334.
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such as aircraft manufacturing, but not necessarilhe services operations associated with
travel and air transport.

Another consideration is that the fixed cost ofrenh a foreign market may vary
depending on the channel of internationalisatidmese modes of entry may favour of small
services firms. In manufacturing, most cross-borttade involve shipping heavy cargo
abroad, incurring high shares of transport coss ity not be profitable for a small scale of
producers. In some services activities, such asynm@mputer and business services,
technological and regulatory developments have ledatyoss-border trade to occur digitally,
so that the time, costs and procedures to expertsigmificantly reduced, and hence more
readily affordable to SMEs. Similarly, consumervises are provided primarily via the
movement of consumers, which hardly poses costthersupplier. In instances where the
services provider moves to the other country, thetscmay still be lower than shipping cargo
abroad. These types of services providers may mpresevenues for low cost
internationalisation for SMEs.

In a similar vein, it may be easier and less costtySMES to participate in international
trade by capturing one or more service “tasks’hi@ global value chain, rather than a final
product where they may not have a cost advantagthis regard, SMEs supplying services
seem to be well placed for integrating themselmegldbal value chains. According to OECD
work, SMEs in services have been more active itigiating in global value chains than
SMEs in manufacturing. In 2000, there were almasir ftimes more services SMEs
participating in global value chain than manufaictgiSMESs. Enterprises of all sizes appear to
be capable of participating in these chains, repri@sg another form of integration from
traditional cross-border exports. Given the higivptence of small firms in services, and their
important role in employment generation, the coitipeness of small firms is pivotal for
overall economic prosperity. Indeed, in most OECBd anany developing economies
aggregate productivity growth relies on producjivigains from services, rather than
manufacturing.

Figure 4. Jobs created by SMEs in manufacturing and services sectors
Millions of jobs
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Source: OECD STAN Database, latest data available 2007.
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I1l.  What we know about SMEs in services trade: Lierature review of firm-level evidence

As noted above, there is limited information abtu# export behaviour of SMEs in
services trade. Firm-level evidence on servicesrivationalisation is still sparse, and with
very few exceptions, does not consider small-sfireas. Nevertheless, a good starting point
for investigating the case of small services prefsdis to look at the existing portraits of
successful manufacturing and services exporterhdi being exhaustive, the section below
briefly takes stock of relevant studies that expldifferences in firm behaviour between
manufacturing and services, and between entergiz® A more detailed review of the
literature briefly discussed below is containedimex C.

Exportersin manufacturing and services. A differential portrait?

There is an extensive discussion in the empiriga&rdture of the similarities and
differences in the factors affecting firms’ traderformance in goods and services, with
conclusion emerging as mixed. Underlying this tremdhe recognition that some of the
distinctive features of the delivery of many seegsic—such as joint production and
consumption requirements—have been rarely inclirdednpirical work, and can be shown to
influence aspects of companies’ export performaihee et al., 2009; Lennon et al. 2009).
Deardorff (1985) and Melvin (1989) argue that imgihility and inseparability call for a
re-thinking of the determinants of comparative adage for trade in services. More recently,
Markusen and Strand (2009) postulate that a thebtyade and foreign direct investment in
services call for certain adaptations to the stethkaowledge and capital-based models.

Broadly, the empirical findings from this stream wbrk suggest both similarities and
differences with the stylised facts from manufaictyiron the determinants of firms’ trade
performance. Some studies largely vindicate thaliglof models applied to manufacturing
firms to describe services exporters (see, e.g.ddon2012), whereas other authors contradict
this view (see, e.g. Breinlich and Criscuolo, 20IDAble 2 provides a brief overview of a
selection of studies exploring differences in expl@terminants.

Among the authors pointing to differences in theedwminants explaining trade behaviour,
Vogel and Wagner (2011) document the self-seleabibtess profitable services firms into
export markets, contrary to the results in the rfesturing literature. Other authors
(e.g. Wobling, 2006) do not find evidence that honmapital or knowledge capital drives
export flows in services as they do in manufactyframeworks based on dynamics of capital
(physical and human) accumulation. Conti et aD,1(® document that productivity and higher
skill intensity matter, but only when exporting teore distant industrial countries outside
Europe.

Most strikingly, perhaps, a number of authors @k the notion that there is a positive
linear relationship between firm size and the Itk@bd of exporting in the case of services,
contrary to what the manufacturing literature ssggielnstead, some authors have found that
there is a U-shaped or hump-shaped curve, or mifisant relationship at all (Ebling, 1999;
Mansury, 2007; Gourlay, 2008).

8. The relationship between firm size and expddrndation is also ambiguous in national data. ln¢hse
of Germany, the share of large firms (250 or margleyees) that export is 17.9%, lower than the
exporting share for medium-sized firms (100 to 24®loyees ) which is 19%. The exporting share of
some smaller services firms (20-49 employees) i8%7 almost the same as that of large firms (DIW
Berlin, 2008).
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Table 2. Overview of firm-level evidence on service

s exporter profile

Author(s) / Year Country Period Sector(s) Data Sample SMEs Important Findings

Bhattacharya et al. (2010) India 20002008  Software services (compared 23 000 firms serving Not explored Less productive software firms tend to trade via FDI instead of cross-border exports,
to chemical manufacturing foreign costumers (by while only productive firms in chemical manufacturing do OFDI. Results explained by
industry) exports and/or FDI). greater quality uncertainty in services, particularly when production is located far away.

Breinlich and Criscuolo United Kingdom 20002005  Wide range of services and 23 247 (14 194) Not explored Strong degree of firm-level heterogeneity in services trade. Service exporters are more

(2011) goods (UK SIC) exporters (importers) productive than services importers. The export premium for service traders is smaller
services; goods. goods than for goods Services traders expand exports and imports along the intensive
& services margin.
exporters/importers

Conti et al. (2010) Italy 2003 Distribution, transport & 1008 services firms Not explored Belonging to national and international networks, relationship with large industrial firms,

communication, real estate & and experience in the national market enhance exporter status. Higher productivity and
renting (NACE G, |, K) higher skills intensity matter when exporting to more distant markets outside Europe.

Chiru (2007) Canada 2003 Knowledge-intensive business 913 establishments Yes Innovation is not significant in explaining export tendency of small-sized firms, but is

services (9 professional, very significant for large firms. Having a high proportion of highly skilled staff is a
scientific and technical positive influence on export for all firm size. Size has a U-shaped relationship with firm
services) size.

Ebling and Janz (1999) Germany 1997 Services 1010 firms Not explored Innovation activities increase the chances to export. Ambiguous evidence of firm size
in the propensity to export. Negative impact of labour unit cost on exports for the
branches of transportation, technical consultancy and engineering and other services.

Gourlay et al. (2005) United Kingdom 1988-2001  “Distribution”, “Telecoms”, 1468 services firms No Innovation is crucial for entering export markets and extending market penetration.

“Transport’, “Financial” and Product diversification is important for entering export markets. Skilled directors are
“Insurance”. required to overcome the informational and knowledge barriers to exporting.

Lejpras (2009) Eastern Germany 20032004  Manufacturing and Services 3939 SMEs (3 063 Not explored Introducing a novel product on the domestic/foreign market facilitates the exports for
manufacturing and 876 services SMEs. Having main competitors located abroad, as well as firm size, enhance
services firms). the internationalisation of all SMEs.

Love and Mansury (2007) United States 1994 Business services 206 firms Not explored Large, productive firms self-select into export markets. Self-selection effect and

learning-by-exporting effects are evident for knowledge intensive services firms.

Love and Ganotakis (2012)  United Kingdom High-tech industries 412 SMEs and five face- ~ Not explored Evidence of leaming-by-exporting is found for overall sectors. But, service firms
to-face interviews with benefits from learning-by-exporting faster than manufacturing ones. Broadly, SMEs
entrepreneurs benefits from knowledge (internal R&D and skills) to enter into exports markets.

Minondo (2011) Spain 2001-2007  Services 14 040 firms Smallest firms  The learning-by-exporting labour productivity is not significant. Firms self-select into

not included export markets. Exporters are larger in terms of employees, turnover and have higher
productivity compared to non-exporters.

Vogel (2011) Eastern and 20032005  Business services 20 000 business Not included Large enterprises self-select into export markets. Exporter enterprises are larger

Western Germany services firms. (turnover and persons employed) than non-exporting ones. Learning-by-exporting
effects are ambiguous.

Kelle et al. (2012) Germany 2005 Construction, transport, 9 647 services firms Not explored Larger and more productive firms choose exporting by foreign affiliate sales. There is

business services

little evidence of complementarities or substitution effects between mode 1 and 3.
Distance raises reliance of mode 3.
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Another strand of studies test the impact of stehdgravity variables on trade
performance. Some authors (e.g. Tosti, 2012) findemce that physical distance plays a role
in services trade, although the effects of lindaistind cultural distance are unexplored.
Breinlich and Criscuolo (2011) show that the effeof distance work on services trade
through the extensive margin, but do not exerugrice on the intensive margin. This could
imply differences in market entry or variable trambsts.

Small and large services enterprises. Do they trade through the same channels?

We have almost no systematic evidence regardingp#iterns of trade of SMES in
services. Although firm-level literature on senddeade is starting to emerge, the work thus
far does not look at smaller firms. In some casais, is due to lack of data: the available
datasets on which studies are based often do notparate information on services firms
below a certain number of employees or thresholdnofual turn-over, effectively excluding
the smaller firms from the analysis. Hence, thaltedrom this research are biased towards
large services enterprises. Furthermore, tradilipmaicro- and small services enterprises
were believed to solely focus on the domestic markestifying their exclusion, although
recent research suggest that in some sectors ghsdicipation may not be as negligible as
previously thought (Parsin, 2010; ITC, 2010; Rid@e06).

The question, then, arises as to whether therararaifferences in the trading dynamics
of smaller and larger enterprises in services tr&MEs are often presumed to be small
versions of large firms, except that they havetéghesource and administrative constraints in
terms of finance and managerial capabilities. Wihesomes to the way they conduct trade,
however, the differences appear to be more fundehem particular, the small size and
inherent constraints may cause SMEs to adopt difterchannels and strategies of
internationalisation. Hence, it is worth exploriwhat determines whether SMEs sell a given
type of service to a given foreign market, and Wwhiwodes of supply they use.

Conceptually, Persin (2010) argues that serviceESNean towards ‘soft’ forms of
internationalisation, exporting mainly via crossder trade and movement of contractual
services suppliers, whereas large services muttimas prefer “hard” forms of
internationalisation linked to commercial presereis is not written in stone, and there are
likely to be deviations from this trend. Still, Seems to be consistent with recent surveys on
SMEs that display low rates of FDI participationHOD, 2012; EC, 2010). To cite an
example, from all SMEs in the business servicetoseanly 3-4% of them report having any
form of commercial presence, whereas 19% of SMEthénsector trade via cross-border
supply (EC, 2010).

Utilising firm-level data from Germany, Kelle et g2012) empirically explore modal
choices, in particular between cross-border andidoraffiliates sales. Interestingly, they find
that firms appear to remain tied to one of the thannels when they export services. In
particular, there is little evidence that firms &hi from one mode to the other, or that they
trade via multiple modes to a given country (i@nplementarities). Moreover, they find that
even when the modal choice appears possible (e tire no barriers from switching from
mode 1 to mode 3), such substitution only takesepkamong large or more productive firms.
This appears to confirm that SMEs may more readilise mode 1 in lieu of mode 3, and that
switching modes — even absent technological or mowent restrictions — may be costly for
SMEs. Moreover, the finding that distance to aiffmemarket increases reliance of mode 3
suggests that SMEs may have difficulties servingentistant markets. However, the analysis
does not explore mode 2 and 4. Also, within modentjoing digitalisation has created new
channels to provide cross-border services thatmoape fully captured (e.g. e-commerce).
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Among the few empirical studies that undertake mplogation of SMEs in a specific
services sub-group, Chiru (2009) looks at the expahaviour of Canadian knowledge
intensive business services (professional, scierdifd technical services). The results show
that very small-sized establishments with 20 emgédsyor less ate likely to be more export-
oriented than those firms that employ 21 and 60leyees; the establishments that are more
export-oriented have 60 to 70 employees (i.e. mmediired). The successful export
performance of small-sized establishments is afteith to the importance of very specific
(niche) products in the industry and the adequa&=ai intellectual property protection. The
author finds that for these kind of knowledge-isiga industries, the barriers of entry into
export markets faced by micro and very small esthbilents are not as prohibitive as in
manufacturing.

World enterprise survey: Cross-country evidencegrom developing countries

This section examines the internationalisation MES using firm-level data, comparing
manufacturing with services. We take care to idgnthe types of policies found to be
particularly constraining by SMEs in their effottsdo business abroad, again differentiating
between goods and services sectors to the extssibba

While individual countries often have detailed imf@tion on firm exporting behaviour,
obtaining a broader cross-country picture of tragdé&SMES is more difficult. The next section
presents empirical results utilising the World Bariknterprise Surveys database. The dataset
has the advantage of containing information on dW@ 000 firms, the majority (80%) of
which are SMEs. It provides detailed informationexports (in manufacturing and services)
and imports (in manufacturing). It also includesiatles related to firm-level characteristics
and the overall business environment. The disadganis that the sample (of 108 countries) is
concentrated in developing and emerging economiiasther drawback, from this study’s
perspective, is that the sample covers only selesgevices sectoPsWe attempt to overcome
these limitations by supplementing these findings those based on more detailed empirical
work based on a single country (France) with disagated services firms.

A. Setting the scene: Some descriptive statistics

Table 3 shows export intensity (exports as a péagenof total sales) by firm in
manufacturing and services industries. Two stylidadts are notable. First, export
participation is markedly increasing in firm sizaxger firms tend to be much more reliant on
international markets than smaller ones. This figds in line with the literature on firms in
international trade, which suggests that the bulkindernational trade transactions is
accounted for by a small number of large firms (Bed et al., 2007). We also see that smaller
firms are relatively more reliant on indirect exthag than larger firms. This reliance on
indirect exports appears to diminish more quicklthwespect to size in manufacturing firms
than in services firms.

Second, there is a significant difference in expgarticipation rates between
manufacturing firms and services firms. For SMEgpoet intensity is two to four times
greater for manufacturing firms compared with segsi firms, and for large firms the
difference is over five times. In addition, sendgdems are relatively more reliant on indirect
as opposed to direct exports. They therefore tendct more often through intermediaries
when they break into foreign markets. In our ecoetnim analysis below, we investigate these
issues in greater detail using a fully-specifieddeio

9.

Details on the dataset are included in the ArkeXection A.
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The World Bank's Enterprise Surveys also providéonmation on policies that are
perceived to affect firm performance, includinglie area of trade. This database indicates the
extent to which, for example, firms perceive labmarket regulation, entry barriers, or access
to finance as obstacles to doing business. Annexnfiex Tables A4 and A5 present the main
business obstacles identified by different sizeegaties of firms in manufacturing and
services. In both cases, access to finance loames & a business obstacle facing all firm size
groups, but it is particularly prominent for smalfiems. Electricity is also widely identified as
a business constraint, but in services it is prim&MEs that are faced with this difficulty.
Larger firms are presumably able to install andratgetheir own generators to make up for
any deficiencies in the public supply of electsicitOne noticeable difference between
manufacturing and services is that the main busiresstraints identified by firms are
relatively stable by size category in manufacturimgt they differ considerably in services. It
is only larger firms, for example, that identifybtaur market constraints as a significant
business constraint — perhaps a counter-intuitégllt. The perceived bottlenecks for doing
business do not necessarily mean that these astraiois to internationalisation. Hence we
investigate the trade impacts of these perceivathbas constraints further in the next section,
comparing how they affect SMEs in manufacturing seclices.

Table 3. Export intensity by firm type

Manufacturing Services
Firm Direct Indirect Exports/Sales Direct Indirect Exports/ Sales
type Exports/ Sales (Indirect/Direct) Exports/ Sales (Indirect/Direct)
Micro 2.09% 1.55% (0.74) 1.20% 1.03% (0.86)
Small 5.56% 2.87% (0.52) 2.25% 1.43% (0.64)
Medium 16.41% 4.74% (0.29) 4.73% 1.93% (0.41)
Large 33.28% 6.16% (0.19) 6.37% 2.27% (0.36)

B.  Econometric analysis

In this section, we use econometric methods tooetdb on the descriptive results
presented in the previous section. First, we exartre links between firm size and trade
participation. We are interested in examining wketbr not SMEs tend to be less active in
overseas markets, even after controlling for ofaetors. We also examine whether particular
firm characteristics interact with size in determ@ trade outcomes. Second, we examine
which firm characteristics make it more likely ttiaey export directly rather than indirectly.
Third, we investigate whether the business obsadentified by firms have a link to trade
performance, and whether that link differs depegdin the size of the firm.

Trade participation and firm size

We first estimate an econometric model of tradeigpation in which variables capturing
firm size make it possible to estimate the extentwhich SMEs enter export markets
differently from larger businesses. We expect theger firms (those with more employees)
tend to export a greater proportion of their tatatput, as do more productive firms (those
with more sales per employee, a measure of labmgugtivity). To measure the importance
of international linkages in enabling firms to expave include a variable measuring the
percentage of intermediate inputs that are imporiémhg with a dummy variable for those
firms which are majority foreign owned. To see wieet international linkages have a
differential impact according to firm size — we egpthat they might matter more for SMEs
than for other firms — we interact both variablaghwneasures of firm size. Finally, we also
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include a dummy variable identifying those firmgmiSO-9000 certification, and we interact
it for the same reason with a measure of firm size.

Results are reported in Table 4. The first two oola use data on manufacturing firms
only, while the second two use data on servicessfionly. Taking the manufacturing data
first, we find that size significantly affects expgerformance: larger firms tend to export
more than smaller ones. However, the effect is lim@ar: even after controlling for size and
other factors, micro-enterprises still export l&san other firms. This finding suggests that
they are subject to particular constraints thabggond simple size. Interestingly, the special
case of micro-enterprises disappears when we oitdiran size with other characteristics
(column 2). We find that foreign ownership and 1S@0 certification have a positive impact
on export performance, and that the impact is gofior smaller firms than larger ones. The
policy implication is that encouraging FDI in SMBsd promoting ISO certification can help
micro-enterprises overcome the particular condsathey face in engaging in exporting.
Although the percentage of intermediate inputs antad for by imports is also positively
associated with export performance — which indgathat liberalizing trade policy,
particularly in intermediate goods sectors, carp Hmost export performance — there is no
evidence of this effect being differentiated byrisize.

Table 4. Regression results for manufacturing and s ervices firms

(1) @) @3) (@)
Manufacturing Services
Exports % Sales Exports % Sales Exports % Sales Exp orts % Sales
Log(Employees) 0.469%** 0.631*** 0.082 0.090
(0.000) (0.000) (0.251) (0.245)
Log(Labour Productivity) 0.081**=* 0.079**= 0.043 0.043
(0.004) (0.004) (0.122) (0.130)
Imports % Inputs 0.473*** 0.498**
(0.000) (0.029)
Imports * Log(Employees) -0.011
(0.842)
Foreign 0.802*** 1.466*** 0.845*** 1.047*+*
(0.000) (0.000) (0.000) (0.000)
Foreign * Log(Employees) -0.135%** -0.049
(0.004) (0.436)
ISO 0.374*** 1.629*** 0.543*** 0.504*
(0.000) (0.000) (0.000) (0.075)
ISO * Log(Employees) -0.269*** 0.010
(0.000) (0.880)
Micro -0.394** -0.183 -0.676** -0.673**
(0.032) (0.300) (0.036) (0.036)
Small -0.148 -0.100 -0.477** -0.481**
(0.284) (0.434) (0.042) (0.040)
Medium 0.084 0.015 -0.171 -0.177
(0.330) (0.853) (0.283) (0.269)
N 22 472 22 472 18 707 18 707
Fixed Effects Country-Year-Sector Country-Year-Sector Country-Year-Sector Country-Year-Sector

Notes: Estimation is by the fractional logit model in all cases. P-values based on robust standard errors clustered by country-year-sector are
in parentheses below the parameter estimates. Statistical significance is indicated by: * (10%), ** (5%), and *** (1%). Control variables
included but not reported include firm’s legal status (e.g. sole proprietorship), firm age and managerial experience. These results are available
from the authors upon request.
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Results for services firms provide some points ohtmast with the manufacturing
experience (Table 4, columns 3-4). First, as nailedve, services firms tend to export less
than manufacturing firms as a percentage of satesll firm sizes. In terms of the regression
results, however, firm size does not bear a dirglettionship to export behaviour for services
firms, but after controlling for other factors, moe and small enterprises tend to export less
than other firms. This is a point of difference lwihanufacturing, where the result was only
significant for micro-enterprises. This outcomesdmsistent with some of the literature noted
above which finds ambiguous results for the effadtdirm size as defined by number of
employees. Foreign investment and ISO certificatawa both positively associated with
export performance in services, but there is ndende of a significant interaction with firm
size as in manufacturing. Note that the percentdgienports in intermediate goods use is
excluded from these regressions as the data aegallgmot recorded for services firms.

Even after controlling for possible interactiongviieen firm size and foreign investment
or ISO certification, micro- and small enterpriséil tend to be less active services exporters
than other firms. This result suggests there arsigient barriers faced by smaller services
firms in accessing international markets.

Indirect exporting and firm size

The recent literature on firms in internationaldasuggests that intermediaries such as
wholesalers and distributors can play an importaig in linking some firms with global
markets (Bernard et al., 2010). Given that largedicosts of market entry make it difficult for
all but the largest and most productive firms tpax one possibility is that smaller and less
productive firms more often tend to be indirect @xers, i.e. they export through an
intermediary rather than dealing directly with figre consumers. It is therefore possible that
firm size is an important determinant of the dexisiowto export, in addition to the decision
whether or not to export. The Enterprise Surveyta datinguish between direct and indirect
modes of exporting, and so are well suited to erarttiis question.

To examine this hypothesis, we divide firms intaeth groups: those that serve the
domestic market only, those that export primanigirectly (the percentage of indirect exports
in sales is greater than the percentage of dingpores), and those that export primarily
directly (the percentage of direct exports in sasegreater than the percentage of indirect
exports). We hypothesise that size and productssting take place in that order, i.e. that
direct exporters are larger and more productive thdirect exporters, which are larger and
more productive than firms that serve the domesticket only. We then estimate an ordered
logit model in which the choice of firm type is thependent variable.

Table 5 presents results, again distinguishing éetwmanufacturing and services firms
(columns 1 and 2 respectively). Taking manufacturinst, we see that larger and more
productive firms are indeed more likely to be exer, and are more likely to export directly
than indirectly. The two variables capturing inegfanal links — the percentage of
intermediate inputs that are imported and a dumaryfdreign ownership — also show a
positive relation with export status, and the decito export directly rather than indirectly.
Interestingly, the interaction term on foreign owsiép has a negative and statistically
significant coefficient, which indicates that th#eet of foreign investment is particularly
strong for smaller firms. The same dynamic is appiafor ISO-9000 certification, which has
a positive relationship with export status, anchwiite probability of being a direct rather than
indirect exporter. The negatively signed coeffitien the ISO interaction term again indicates
that the effect is particularly strong for smalfams. After controlling for these various
influences, we do not find any remaining significanpact of the firm size dummy variables,
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which suggests that our model adequately captinedirtks between size and export mode
through the levels and interaction terms.

Table 5. Regression results for manufacturing and s ervices firms

1) (2
Manufacturing Services
Log(Employees) 0.783*** 0.195***
(0.000) (0.002)
Log(Labour Productivity) 0.221%** 0.112%**
(0.000) (0.000)
Imports % Inputs 0.637***
(0.005)
Imports * Log(Employees) -0.018
(0.769)
Foreign 1.167** 1.031%**
(0.227) (0.000)
Foreign * Log(Employees) -0.099** -0.125**
(0.042) (0.030)
ISO 1.222%** 0.696***
(0.000) (0.003)
ISO * Log(Employees) -0.154*** -0.017
(0.000) (0.763)
Micro -0.009 -0.540*
(0.958) (0.051)
Small 0.030 -0.265
(0.817) (0.198)
Medium 0.071 0.068
(0.427) (0.642)
N 22476 18709
Fixed Effects Country-Year-Sector Country-Year-Sector

Notes: Estimation is by the ordered logit model in all cases. P-values based on robust standard errors clustered by
country-year-sector are in parentheses below the parameter estimates. Statistical significance is indicated by: * (10%),
** (5%), and *** (1%). Control variables included but not reported include firm's legal status (e.g. sole proprietorship),
firm age and managerial experience. These results are available from the authors upon request.

Column 2 presents results for services. Again, wwd that larger and more productive
firms are indeed more likely to export rather tismmve the domestic market only, and they
also more likely to export directly rather thaninedtly. As with manufacturing, international
links matter: foreign owned firms are more liketyéxport, and to do so directly. Moreover,
the negative and statistically significant coefiti on the interaction term indicates that this
effect is stronger for smaller firms. Firms thag 38O certified are also more likely to export
and to do so directly, but contrary to the casemahufacturing, we do not find that the effect
differs according to firm size. Finally, the resuthow that even after controlling for these
various firm characteristics, and certain inte@udi with size, the fact of being a micro-
enterprise still significantly reduces the likeldtbthat a firm will export, and makes it more
likely to export indirectly than directly. This filing suggests that firm size is an important
determinant export channel for services, wherebywices SMEs deploy more indirect
channels to conduct trade.

Business obstacles, firm size, and trade participat

This part extends the previous analysis by inclgdim the model variables indicating
whether or not firms identify particular factorslassiness obstacles. We know from previous
studies that the business environment plays aairtale in SME performance, especially with
respect to international trade (Aterido et al., 200
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Baseline results for the manufacturing sector mreable 6. We do not include all business
obstacles from the Enterprise Surveys data, buy anbelection of those identified most
commonly as major obstacles by firms (see above).eWpect to see a negative sign on the
business obstacle dummy variable, but a positiga en the interaction term, which would
indicate that the constraint is particularly sevieresmaller firms.

Table 6. Regression results for manufacturing with business obstacles

1) (2 3) 4 () (6) (1)
Exports Exports Exports Exports Exports Exports Exports
% Sales % Sales % Sales % Sales % Sales % Sales % Sales
Log(Employees) 0.452%** 0.439*** 0.463*** 0.482*** 0.467*** 0.468*** 0.473***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Log(Labour
Productivity) 0.081*** 0.081*** 0.080*** 0.082*** 0.082*** 0.082*** 0.081***
(0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004)
Imports % Inputs 0.469*** 0.474%* 0.477** 0.474%* 0.472%* 0.471%* 0.473***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Foreign 0.809*** 0.802*** 0.785*** 0.796*** 0.806*** 0.803*** 0.801***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
ISO 0.376*** 0.378*** 0.372%** 0.377*** 0.373*** 0.374*** 0.374***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Micro -0.380** -0.404** -0.415* -0.390** -0.391** -0.393** -0.396**
(0.038) (0.027) (0.022) (0.033) (0.033) (0.032) (0.031)
Small -0.152 -0.155 -0.153 -0.142 -0.147 -0.149 -0.149
(0.271) (0.261) (0.257) (0.302) (0.286) (0.282) (0.282)
Medium 0.077 0.079 0.082 0.088 0.084 0.083 0.083
(0.364) (0.353) (0.331) (0.305) (0.329) (0.336) (0.333)
Obstacle(Finance) -0.319*
(0.091)
Obstacle(Finance) *
Log(Employees) 0.084**
(0.046)
Obstacle(Electricity) -0.241
(0.145)
Obstacle(Electricity) *
Log(Employees) 0.070*
(0.056)
Obstacle(Informal) -0.375%**

(0.008)
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Table 6. Regression results for manufacturing with business obstacles (continued)

(1) 2) 3) (@) (5) (6) )
Exports Exports Exports Exports Exports Exports Exports
% Sales % Sales % Sales % Sales % Sales % Sales % Sales
Obstacle(Tax) 0.044
(0.755)
Obstacle(Tax) *
Log(Employees) -0.037
(0.222)
Publicly Listed
(omitted)
Private LLC 0.246** 0.239** 0.248** 0.246**
(0.014) (0.014) (0.012) (0.013)
Sole Proprietor -0.053 -0.056 -0.054 -0.057
(0.668) (0.652) (0.659) (0.644)
Partnership 0.330** 0.324** 0.328** 0.328**
(0.013) (0.014) (0.012) (0.013)
1) @ (©)] ()] ) (6) (]
Exports Exports Exports Exports Exports Exports Exports
% Sales % Sales % Sales % Sales % Sales % Sales % Sales
Limited Partnership 0.105 0.095 0.094 0.099
(0.518) (0.553) (0.561) (0.543)
Other 0.281** 0.275** 0.274** 0.287**
(0.041) (0.045) (0.043) (0.037)
Obstacle(Instability) 0.063
(0.712)
Obstacle(Instability) *
Log(Employees) 0.011
(0.787)
Obstacle(Workforce) 0.039
(0.787)
Obstacle(Workforce)
* Log(Employees) 0.003
(0.919)
Obstacle(Crime) 0.061
(0.718)
Obstacle(Crime) *
Log(Employees) -0.024
(0.508)
N 21525 22 472 22 470 22471 22 472 22 472 22 472
Country- Country- Country- Country- Country- Country- Country-
Year- Year- Year- Year- Year- Year- Year-
Fixed Effects Sector Sector Sector Sector Sector Sector Sector

Notes: Estimation is by the fractional logit model in all cases. P-values based on robust standard errors clustered by
country-year-sector are in parentheses below the parameter estimates. Statistical significance is indicated by: *
(10%), ** (5%), and *** (1%). Control variables included but not reported include firm's legal status (e.g. sole
proprietorship), firm age and managerial experience. These results are available from the authors upon request.
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In terms of the business constraints identifiechinufacturing firms, we find three that
potentially have an impact on export performanterafontrolling for other factors. Access to
finance appears to be a key issue facing firmsisgeto break into overseas markets: the
negative sign on the dummy variable indicates thfficulties in accessing finance tend to
constrain firms’ ability to export. Moreover, theogitive and statistically significant
coefficient on the interaction term with firm sizelicates that finance is more of a constraint
for SMEs than it is for larger firms. We find a dlian result for electricity, which can be taken
as a proxy for infrastructure performance. Howetag, result is weaker because the dummy
variable is only statistically significant at th&% level. Nonetheless, the interaction term is
positive and 10% statistically significant, whicha@n indicates that this business constraint is
a particular issue for SMEs. In addition, we finchegative and 1% statistically significant
coefficient on the dummy variable for the practiadsfirms in the informal sector, which
indicates that informal activity constitutes a mmapbstacle for firms seeking to export.
However, the interaction term is not statisticallignificant, which indicates that this
constraint applies in much the same way to SMEsdEes to larger firms. For the remaining
business obstacles from the list of common oneatwiftled by manufacturing firms — tax rates,
political instability, workforce training, and cram- we do not find any statistically significant
results.

Table 7 presents similar results for services firdmwever, only in the case of the dummy
variable for practices by firms in the informal &ecis there a noticeable effect of business
obstacles on export behaviour. Even in that casecoefficient is only marginally significant
at the 10% level. In no case is the size interadi@sm statistically significant. It is therefore
difficult to draw any strong conclusions as to thke that size and business obstacles play in
the export behaviour of services firms. This resulikely a function, as noted above, of the
fact that export data for services firms are pdgddss accurate than for manufacturing, which
has given rise to a variety of other difficultiegwthe regression results. Further work using
different samples and data would be necessaryderdo establish firm links between the
types of business obstacles considered here andrtekphaviour in services. This we
undertake in the following section.
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Table 7. Regression results for services with busin ess obstacles

@) B) ® @ ®) 6] ©)
Exports % Exports % Exports % Exports % Exports % Exports % Exports %
Sales Sales Sales Sales Sales Sales Sales
Log(Employees) 0.083 0.074 0.079 0.070 0.070 0.058 0.112
(0.251) (0.313) (0.264) (0.328) (0.359) (0.424) (0.125)
Log(Labour Productivity) 0.043 0.044 0.043 0.043 0.043 0.043 0.045
(0.128) (0.121) (0.129) (0.121) (0.126) (0.120) (0.109)
Foreign 0.857*** 0.850*** 0.830*** 0.844** 0.847*** 0.845%** 0.847**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
ISO 0.540*** 0.544*** 0.531%** 0.544* 0.545*** 0.543*** 0.541***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Micro -0.670** -0.674** -0.673** -0.679** -0.679** -0.681** -0.648**
(0.038) (0.038) (0.039) (0.035) (0.035) (0.036) (0.042)
Small -0.470* -0.477* -0.472** -0.478** -0.479%* -0.469** -0.456**
(0.045) (0.043) (0.046) (0.042) (0.041) (0.047) (0.050)
Medium -0.166 -0.170 -0.171 -0.172 -0.173 -0.161 -0.164
(0.296) (0.285) (0.284) (0.281) (0.276) (0.315) (0.298)
Obstacle(Finance) 0.094
(0.652)
Obstacle(Finance) *
Log(Employees) 0.005
(0.928)
Obstacle(Electricity) 0.047
(0.821)
Obstacle(Electricity) *
Log(Employees) 0.022
(0.665)
Obstacle(Informal) -0.359
(0.109)
Obstacle(Informal) *
Log(Employees) 0.013
(0.816)
Obstacle(Tax) -0.129
(0.500)
Obstacle(Tax) *
Log(Employees) 0.032
(0.511)
Obstacle(Instability) -0.054
(0.791)
Obstacle(Instability) *
Log(Employees) . 0.030
(0.527)
Obstacle(Workforce) -0.201
(0.329)
Obstacle(Workforce) *
Log(Employees) 0.065
(0.179)
Obstacle(Crime) 0.148
(0.516)
Obstacle(Crime) *
Log(Employees) -0.086
(0.110)
N 17 763 18 707 18 706 18 706 18 707 18 707 18 707
Country- Country- Country- Country- Country- Country- Country-
Year- Year- Year- Year- Year- Year- Year-
Fixed Effects Sector Sector Sector Sector Sector Sector Sector

Notes: Estimation is by the fractional logit model in all cases. P-values based on robust standard errors clustered by
country-year-sector are in parentheses below the parameter estimates. Statistical significance is indicated by: * (10%), **
(5%), and *** (1%). Control variables included but not reported include firm’s legal status (e.g. sole proprietorship), firm age
and managerial experience. These results are available from the authors upon request.
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Internationalisation of SMEs in services: The ase of France

The forgoing analysis has uncovered that some ef fittors affecting the export
behaviour of SMEs in manufacturing do not systecadli carry over to services. Hence, this
section undertakes a closer examination at thes tdstierminants of SMEs across a broader
and more disaggregated range of services activitistng firm-level data for services
industries in France over a ten-year period. Thia dahand has a high representation of firms
across the whole spectrum of services activitiesrewver, data are highly disaggregated,
allowing an estimation of patterns across differsatvices activities. The analysis aims to
establish the extent to which small services fifmd it more difficult to compete in foreign
markets as well as the kind of factors that affeeir export performance. Considering the
heterogeneity of services activities, the analysiestigates if there are differential effects
across different types of service industries. Bnabeterogeneity across firm size among

A. Data, descriptive statistics, and hypotheses

In order to examine the behaviour of small firmeoas different services sub-sectors, the
empirical analysis relies on the AMADEUS databasevipled by Bureau van Dijk. The
Amadeus dataset offers a high disaggregation efcesyr activities, as well as comprehensive
information about the firm, including on exportiteover, permitting a detailed analysis of
firm-specific characteristics influencing the intationalisation behaviour of firms across
different services sub-sectdfsMoreover, unlike many micro-level datasets thdy @apture
firms above a certain threshold of employment, atifely excluding micro-enterprises and
other small firms, Amadeus includes all firms retjass of size and has a high representation
of SMEs. The data comprises balance sheet infoomatprofit and loss accounts and
ownership information for approximately 8 millioirmhs located in 41 European countries.
The data are available for a time span of a de(H#8 to 2007), allowing an examination of

While the data are rich in many respects, a nurobeaveats are in order. In particular, it
should be noted that not all channels of servinermationalisation are captured in the data,
or at least not all to the same degree. Most ofddia reported is on cross-border sales of
tradable services (mode 1), whereas other modekkahg to be largely under-reported. For
some specific industries (e.g. construction andegssional services), export turnover might
also include the movement of people to foreign ¢aesin order to carry out services locally
(mode 4). Similarly, in other industries (e.g. By services trade may largely be occurring
via the movement of the consumer abroad (model@pwgh in many cases firms will not
conceive sales within their own market as an exp@msaction. With the data at hand,
however, it is not possible to distinguish betwésese different modes of services exports or
to verify if they are reported. Lastly, information imports is not captured in the dataset.

V.
SMEs is also explored.
Data and limitations
trends.

10.

The analyses examines firms operating in tremismd storage industries (NACE Rev. 2 codes: 3)9-5
accommodation and food service industries (NACE .R2v codes: 55-56), information and
communication industries (NACE Rev. 2 code: 58-@i@gncial service activities (NACE Rev. 2 code:
64), legal and accounting activities (NACE Rev.o2le: 69), activities of head offices and management
consultancy activities (NACE Rev. 2 code: 70), &szttural and engineering activities (NACE Rev. 2
code: 71), administrative and support service #ies/(NACE Rev. 2 codes: 77-82) and other service
activities (NACE Rev. 2 codes: 94-96). We alsoude construction industries (NACE Rev. 2 codes:
41-43). Finally, the internationalisation intensity service industries is compared with the expaorti
behaviour in manufacturing sectors (NACE Rev. 2es0d 0-33).
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Another limitation is that information on the destiion of exports is not available. A
corollary is that it is not possible to know whaiperts are going to other countries of the
European Union (intra-EU), or to third markets adesthe EU area. Hence, the analysis does
not explore the effects of foreign trade barri€@s. the other hand, firm-level information is
very rich, including for the smallest firms in thkample, so that the influence of employment,
productivity, legal form, ownership structure, geggghical location and other variables that
may influence the propensity to trade can be asdésSince SMEs have a particular firm
profile that differentiates them from larger firmisom the number of employees to the legal
form they deploy, it is worth exploring the exteéatwhich these characteristics influence their
ability to engage in trade across different sewvigectors.

Finally, it is worth cautioning against the extdrmvalidity of the analysis, given the
context-specificity of the data, which is confineéd information on firms in France.
Unfortunately, the quality of the data varies sabgally across countries represented in the
AMADEUS database, particularly concerning the inmation on firms’ export activities. For
this reason, the empirical analysis is restrictedirtns located in France, where information
on export activities by disaggregated servicessadbors displays comprehensive coverage. In
view of this, it is important to note that resuftey not be generalisable to other contexts,
since the case of France may not be representstiother economies. Similarly, the specific
case of the EU market may mean that internaticatédis dynamics are not representative of
other countries that are outside an integratioeseh

Descriptive statistics

Figure 5 depicts the share of exporting firms iohesector at two points in time, in 1998
and 2007. We classify firms as exporters if theynestrictly positive revenues through
exporting®? In comparison to manufacturing firms, most sersidems are less likely to
export to foreign countries. There are exceptienthis pattern: in some services industries,
notably travel, publishing, and warehouse and tagisservices, services SMEs are more
export-oriented than SMEs in manufacturing. Overtilere is remarkable variation in the
export shares of SMEs across different servicesssotors, more so than across different
manufacturing activities.

When focusing on the evolution of firms’ exportesriation over time, some surprising
trends emerge. Over the time span from 1998 to ,2@®¥ observed export shares have
declined in all major industries. This reduction ekport shares has been especially
pronounced in areas such as air transport andotal@anications. The trend is not particular
to services, since the share of manufacturing exmgpfirms has also dropped over the period
(Annex B, Annex Table B1).

11. Since the ownership structure is reported @ #MMADEUS database, we are able to construct
information on whether firms in our data belongatdomestic and/or multinational corporate network.
This enables an examination of export probabiliied (export magnitudes) across lone-standing firms
and subsidiaries of larger corporate groups.

12. We also apply alternative definitions for estpay firms in order to check the robustness of lnaseline
results. Correspondingly, we classify firms as etqrs if a non-negligible share of overall revenues
(10% and 25%, respectively) is generated througioes. The regressions have been run with each
alternate thresholds of exports.
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Figure 5. Share of SMEs that export by sector, 1998  and 2007
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With only a few exceptions, there is a monotonicrdase in export shares across all
sectors. The relative decline in export sharesranéh services and manufacturing industries
is not driven by a single (negative) shock, bubheatseems to represent a steady downward
process. This, in turn, suggests that firm- andistiy-specific barriers to internationalisation
in services are high. Only a very small number wf-sdustries deviate from this general
trend, most of which are services sectors: in watarsport, programming and broadcasting
activities, information services and the activitelsmembership organisations the share of
exporting firms in 2007 exceeds the correspondinglvers reported for 1998.

OECD TRADE POLICY PAPER N°165 © OECD 2014



SMALL AND MEDIUM-SIZED ENTERPRISES IN GLOBAL MARKEB: A DIFFERENTIAL APPROACH FOR SERVICES?29

In order to explore the export propensity of SMEdifferent services sectors, Figure 6
displays the export shares of micro, small, mediang large firms across sub-sectors. In line
with expectations, micro firms, with less than tmployees, are least likely to export to
foreign countries. Put differently, among the grarfpthe smallest firms in our sample the
fraction of exporting firms is lowest. Furthermomaicro-firms are mainly accountable for the
general downward trend in internationalisation o&rfeh firms, both in service and in
manufacturing.

However, when comparing export shares of micro diraeross different industries we
again observe substantial variation. About 40% dfroenterprises that operate as travel
agencies, tour operators and other travel senpoegders export to foreign markets, while
over 30% of micro firms in warehouse and logisiimdustry as well as publishing services
export. In audiovisuals services, air transporingoter services and information services over
20% of micro-enterprises export. In all these swcta greater share of micro-enterprises
participates in international trade than corresrmgndanicro-firms in manufacturing. On the
other hand, in other sectors the participation @froafirms is particularly low. For instance,
less than 5% of micro firms in financial servicpsstal and courier services, construction, and
the accommodation and food industry export. Thiy medlect that trade in such sectors —
particularly financial services and postal and @@uiservices — is dominated by large
enterprises given the scale of operations. In theraases, low levels of exporting may also
reflect that such sectors are not traded by crosdeb supply, which is the main channel
captured in the data.

In Annex B, Annex Table B2 reveals that for mangw®es industries the differences in
export shares across size classes is relativelyl.shims is the case in information services,
publishing services, travel services and warehansklogistics. Some sectors display a linear
relationship between firm size and export propgnsidtably professional services, postal and
courier computer services and maritime transpdre most pronounced differences in size of
exporters are in legal, accounting and auditing/igiets, which may be related to the fact that
they are among the most highly regulated serviebgreby only large enterprises that may
have the capacity to surmount the barriers (thraegghblishment abroad or association with
local providers in foreign markets) are able toakp

In most of the rest of the services sub-sectoesetlis an inverted U-shaped relationship
between size and export status, whereby mediund-sizens have the largest export-
orientation. Medium-sized firms with more than 4¢hpdoyees seem to be relatively
competitive in services trade, notably in air amwéd transport, audiovisual services and
telecommunications. As an example, from 1998 to720®& share of smallest and largest
exporting firms in telecommunications declined, hsmall and medium-sized firms gained
in export shares. This suggests that in these iridsighe respective firms need not be either
too small or too large, respectively, in order éoifiternationally competitive.

As a first exploration of what account for diffecess in export status, Annex B (Annex
Table B3) reports the results of a simple analgsigariance (ANOVA) for all firms operating
in service sectors. The dummy variable design cesmtandustry and firm size dummy
variables, interactions between these two and geammies. Consequently, the interaction
terms allows us to check whether the variatiorhméxporter status is affected by differences
in firm size™ The results show that the chosen dummy variabégdeis able to explain
approximately 18% of the observed variation inren®% export status. All different dummy
variables (statistically) significantly explain senparts of the variation in our dependent

13. In statistical terms, the interaction effects allfmvdeviations from the common mean.

OECD TRADE POLICY PAPER N°165 © OECD 2014



30- SMALL AND MEDIUM-SIZED ENTERPRISES IN GLOBAL MARETS: A DIFFERENTIAL APPROACH FOR SERVICES?

variable, indicating that differences in firm sizedustry and time are partly responsible for
variation in the exporter status. The analysis alseeals that the impact of firm size
differences seems to be heterogeneous across esersibsectors, as demonstrated by the
significant interaction effects.

Finally, it is also worth underscoring that firnzeidummy variables only provide limited
contributions to the overall fit of the model. This turn, suggests that there might be
additional firm specific characteristics which areicial for the understanding of differences
in export decisions across firms. For this reasomore structural econometric analysis at the
firm level might be able to provide a more reasdmadicture of potential export restrictions
for small service firms in France.

Figure 6. Shares of SMEs exporting by size of firm
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Main hypotheses

The following section establishes the main hypahkeghat will be explored
econometrically, deepening the findings developeth wthe World Enterprise Survey and
complementing them with results from the literatame firm behaviour in services trade.
Firstly, we explore the role of firm size and protivty: in the World Enterprise Survey
analysis these variables emerged as clear detertainaf export performance in
manufacturing, but to a lesser extent in servi€esce we have data over ten years, we also
investigate the persistence of SMEs export decisioice a services SME internationalises,
how long does it survive in the export market? tidiaon, we look at the forms of legal
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incorporation of SMEs, and examine whether theinemship structure and legal form can
influence export propensity. Finally, research emviees has questioned the relevance of
distance in services, and we therefore also expitwether the geographical location of SME
influences its export performance. These questnasgxamined across different services sub-
sectors as well as enterprise size.

To what extent does size influence services intemaisation?

In line with stylised facts from manufacturing ti¢ure, we expect that firm size
systematically affects a firm’s export behaviouvlEs are likely to face a number of barriers
that systematically reduce their likelihood of lgpiexporters. Standard theoretical models in
the new-new trade literature, for example, assuraedxporting induces additional fixed-costs
as well as variable trade costs which have to baeby the firm (see, e.g. Melitz, 2003,
Helpman, Melitz and Yeaple, 2004). Taking this thge with the financial constraints
argument put forward in the empirical firm growitelature, smaller firms are less able to
finance these additional costs that are requiradtésnationalise operations. Small and newly
created firms typically have only limited accesqitdernal and external) financial resources
(see, e.g. Fazzari, Hubbard and Petersen 1988alCatat Mata, 2003).

With regard to the latter, however, it is worth ingt that, due to a relatively lower
dependence on physical capital formation in mamyiges sectors, SMEs in services might
not be as severely affected by financial constsaiiihe results from the World Enterprise
Survey found that, while access to finance wasaralleterminant in the export performance
of SMEs in manufacturing, it did not significantbonstrain SMEs services exporters. As
noted above, studies looking at services haverasticonfirmed the expected, positive linear
relationship between size and trade performancethar cases, authors have found that there
is a U-shaped or hump-shaped curve, or no significelationship at all (see, e.g. Ebling,
1999; Mansury, 2007; Gourlay, 2005). Riddle (2086ygests that the first transaction of
services SMEs is often an export transaction.ghtlof this ambiguity, we explore at a sub-
sectoral level the extent to which firm size deti@es firms export propensity and intensity.

Do productivity differentials explain SMEs expogrformance?

We expect that more productive services SMEs imd&gaare more likely to export to
foreign markets while less productive firms wilkkteris paribus, serve the French market only.
Since the establishment of the new-new trade thaad/the increasing availability of firm
level data sets, economic research on internatgatiain strategies systematically deals with
heterogeneity across firms. Most importantly, Meli2003) shows that firm-specific
productivity is crucial for the decision whether $erve foreign markets via exports. In
particular, more productive firms are able to gateerlarger profits when serving foreign
markets and, thus, would be able to bear the adaiti fixed costs for establishing
distributional networks in the foreign countriesldan afford the variable trade costs.

Helpman et al. (2004) generalise this result fa&r decision of whether to serve foreign
markets either through exports or foreign diresesiment (FDI). Their findings imply that
the most productive firms serve foreign marketshilid, while for less productive firms it is
beneficial to export to these markets; the leastipetive firms will serve the domestic market
only. This ‘pecking order’ of productivity with ragd to the choice of internationalisation
strategies has been confirmed by a bulk of othegigral contributions (see, e.g. Head and
Ries, 2004; Greenaway and Kneller, 2007; Aw and, 2888; Oberhofer and Pfaffermayr,
2012a; Temouria, Vogel and Wagner, 2012). Howavés worth noting that the vast majority
of these investigations rely on manufacturing filmngy (Wagner, 2012).

OECD TRADE POLICY PAPER N°165 © OECD 2014



32— SMALL AND MEDIUM-SIZED ENTERPRISES IN GLOBAL MARETS: A DIFFERENTIAL APPROACH FOR SERVICES?

Only recently, Bhattacharya, Patnaik and Shah (R@kplicitly analyse the relationship
between exports and FDI in service industries (¢balm and computer services), drawing on
the case of India. Surprisingly, the authors shbat fn such industries the most productive
firms tend to export to foreign markets while Ipssductive firms engage in FDI. The reason
for this is that uncertainty about product qualityservice sectors is large and transportation
costs are negligibl¥. These results may not however be generalisab®MWEs in services,
which have less capacity to establish abroad. Woex further the role of productivity in
determining SMES export performance across seracegities.

Are small firms persistent in their export behavidbu

Another perspective is that even after an SME natgonalises, its export survival rates
are lower than for larger firms. Research in srhaBiness economics documents that the risk
of failure tends to be substantially higher for 8erefirms (see, e.g. Hart and Oulton, 1996;
Caves, 1998). In order to ensure their survivads¢hfirms tend to focus on the domestic
markets only. Moreover, SMEs tend to be price takather than price makers, and this is
typically accompanied by lower or more variablefipgoin international markets. Overall,
small firms are more sensitive to changes in padiodr business environment in foreign
markets, which might make their survival rates lowe

A contending view to the self-selection hypothésiplicit in Melitz (2003), in which only
the most productive firms select themselves infooeixmarkets, is the learning-by-exporting
hypothesis. This latter theory argues that expgrfirms learn how to most efficiently serve
different markets, inducing an increase in prodifgtiex-post. Some recent papers provide
strong evidence for the learning-by-exporting hyyesis (see, e.g. De Loecker, 2007;
Schmeiser 2012). Also, since the decision to sérxegn markets induces fixed costs, it is
likely that firms view their internationalisatioftrategies as long-term investments. Moreover,
trading patterns of SMEs are often driven by nekwon foreign markets, which might favour
greater persistence. Within the ten-year time spanjse a dynamic framework to explore the
extent to which SMEs export behaviour is persistaecioss services activities. Research
suggests that previous internationalisation deessiofluence subsequent export decisions in
services industries (see, e.g. Eickelpasch and Iv@gé1), although this has not been shown
for smaller firms.

Does the legal form of SMEs influence their tradgpensity?

The decision on whether to serve foreign markets exports is also affected by
uncertainty about potential future profits assadatvith the participation in these foreign
markets. One possibility to reduce the individuisk rinvolved in doing business is to
incorporate the firm. Thus, the firm becomes a sspaegal identity which is independent
inducing limited liability for its owners. Consequby, personal assets of the firm owners
cannot be required as payments for a firm’'s debdi#onally, Sloan and Chittenden (2006)
demonstrate that incorporation might also leadrtaricial advantages and, thus, allows it to
more easily finance the additional costs involveldew engaging in international markets.
Other potential benefits accompanied with incorporainclude the possibility to sell shares
in order to increase a firm’'s equity capital andveymments might also offer some tax
advantages. Already established results for th#ip@$mpact of incorporation on firm growth
tend to support the view that business owners dfimgvto accept higher risks if their firms
are incorporated (see, e.g. Storey, 1994).

14.

While Bhattacharya et al. (2012) test theirotlgefor the software industry in India, Wagner (2p1
provides the first empirical test of this theory éodeveloped country, namely Germany.
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In this vein, a question worth examining is whetlservices SMEs tend to favour a
particular legal from, and whether the choice aftslegal form influences the propensity and
intensity of internationalisation. In particulancorporated firms may be more likely to export
to foreign markets. The data at hand additionakyirnuish between different legal forms of
incorporated and non-incorporated firms and, tlallsws an even more precise treatment of
the impact of incorporation on a firm's export beloar. For those firms that are active in
foreign markets differences in legal forms couldiadead to deviating risk-taking behaviour.
Consequently, we might expect that incorporatiorsitpely affects SME’s decision
concerning the magnitude of its export activities.

Does geographical location affect the export bebavof SMEs?

In line with the traditional gravity models for tla, one might expect that services trade
costs might also depend on the distance to foreigrkets. Standard gravity variables have
been relatively effective in explaining trade inogs, although due to data limitations their
effects on services trade are less widely estaddisin a recent study based on firm-level data
from ltaly, Federico and Tosti (2012) find evidert@at physical distance reduces trade in
services, despite the intangible nature of manyices and the absence of many transport
costs. The authors, however, do not explore lirguignd cultural distance, which may
assume a more important role in explaining servicage. Unlike the case of goods, where the
producer and consumer are not required to intécatcade the product, trade in services often
requires close interaction between the suppliertaactlient. Hence, a common language and
shared cultural parameters may have trade-fagilgaffects, particularly for SMEs.

An alternative view is that agglomeration economtbat is, proximity to other similar
firms is a critical factor for competitiveness. $hnay be particularly true for SMEs, where
studies have shown that clustering and integratitm networks are important elements for
internationalisation. Hence, proximity to other gligrs, particularly large global firms, may
be a more critical determinant of internationaltsatthan distance to foreign markets. We
explore these aspects by utilizing the informaawailable in AMADEUS on the geographical
location of firms in France. In particular, we ex@ whether SMEs located at a border regions
(i.e. closer to a foreign market) trade more: gtance is a determinant, we would expect that
firms located at border regions to be more likelyekport a larger share of their products to
foreign markets. We also look at whether SMEs briimgea French-speaking foreign market
(Belgium, Switzerland), trade more than those bandenon-Francophone markets (Germany,
Spain). In addition, we also explore if SMEs locate Paris export more: in case of
agglomeration economies, these firms will be moternationally orientated.

B. Econometric model specification and estimation results

In order to test the foregoing hypotheses, we edéra two-part model for French services
firms. The structure of the AMADEUS data allowstasapply a relatively powerful economic
framework. The advantage of the two-part modehé it allows us to compare extensive and
intensive margin export decisions of firms. We refe the discrete decision to serve any
foreign market as the extensive margin, while thverall level of foreign engagement,
measured as the share of export turnover to ouwenadinues, reflects the intensive margin. Put
differently, the extensive margin assesses thegmsity of firms to trade (i.e. the share of
firms that export), while the intensive margin aaps their export intensity (i.e. how much
they export relative to overall sales). In the tfiart of each model, we estimate firms
probability of exporting (extensive margin) whila the second parts we investigate the
variation in the export shares across internatisedl firms (intensive margin). A more
detailed discussion on the alternative two-part e®ds provided in Annex B, Section B2.
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The empirical specifications of our model contaimber of employees (on the basis of
which we assess size of the firm), total factodpiaivity (TFP), net investment per employee
(measured as annual nominal change in fixed assefsin’s number of subsidiaries, as well
as two dummy variables capturing whether the fisnpart of a domestic or foreign
(multinational) corporate network. In line with tlikscussion above, we expect that larger
services firms are more likely to export a lardesre of their services abroad than SMEs. In a
similar vein, the literature on heterogeneous fiand internationalisation suggests that more
productive firms are more likely to serve foreigrankets. With regard to a firm’s export
behaviour and its organisational network, previcemults indicate that investment decisions
only affect a firm’s exports at the intensive margie. the export share for exporting firms)
while firms with more subsidiaries are more likédyexport abroad (Eickelpasch and Vogel,
2011).

We also include a set of dummy variables for défgérdegal forms. In the data, we are able
to distinguish between five different types of epteses, namely th8ociétéa responsabilité
limitée (SARL), theEntreprise unipersonnelle a responsabilité limif&tJRL), theSociété
anonyme simplifiééSAS), theSociété anonymA) and theSociété en nom collec(ENC).
The SA is equivalent to a public limited compartye SARL is a private limited company
(comparable to a Ltd. in the United Kingdom or m@ited liability company in the United
States), the SAS is unlisted public company, ard BWRL is similar to a single-member
company in the United Kingdom. By contrast, a SNQigeneral partnership implying that
such firms are unincorporated. Following the disows from above, we expect that
incorporation should exert a positive impact oir@’s export behaviour by minimizing risks.

Our last set of variables of interest relate toggaphical location of the firm, whereby we
incorporate a set of border and seaside dummiedirfos located next to a neighbouring
country, or to the coast. We further include a dymfar firms located in the region
surrounding Paris. Finally, we control for industand year fixed effects in order to account
for differences in export probabilities across isiies and for the general downward trend
observed in internationalisation over time, respebt.

Annex B, Section A reports summary statistics for onain variables. The average
services firm in our sample employs approximatedys2workers, which is relatively small.
Only 15% of the services firms in our sample exptot foreign countries; among
internationalised services firms, the share of etgpoepresents on average 16% of total
revenues. Only 1%t of French service firms in ample belong to a multinational corporate
network; by contrast, 50% of all firms are partaofrench corporate group. Approximately
9% of all services firms in the sample are locatethe Paris region, while, for example, only
4.5% are located in regions that border with Geyramd slightly more (6.2%) in the border
with Belgium.
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C. Edtimation results: Effects on extensive and intensive margins

The main findings are reported in Tables 8 andH& fesults in Table 8 correspond to our
baseline models without dynamics in a firm’'s exporactivities. Table 9 is based on the
generalised models with dynamics. Moreover, theeghdifferent blocks in both tables
correspond to our alternative cut-off values fofimeg a firm’s exporter status at the
extensive margin (non-zero exports denoted by Exaahinimum 10% export share denoted
by Ex-10, or 25% export share denoted by Ex-25).

Export propensity: effects on extensive margin

The extensive margin results reported in TableeSratine with our theoretical discussion.
Most importantly, larger firms are more likely txpsrt to foreign markets. This result
reinforces our descriptive evidence discussed almeesuggests that export restrictions are
most severe for the smallest services firms. Qtantely, our most generous definition of
exporting firms (i.e. ex-all) suggests that a 1%réase in the number of employees, on
average, increases a firm’'s export probability by RBercentage points. Moreover, in our
baseline model we are also able to confirm theiptied put forward by the new-new trade
theory. Accordingly, more productive firms are mdilely to export to foreign markets.
Qualitatively, these two findings are robust torgies in the definition of exporting firms.

Our extensive margin estimates indicate that fithest are either part of domestic or
multinational corporate groups are more likely i@t to foreign markets. With regard to
legal form, some types of incorporated firms areearlikely to export to foreign markets than
others. More precisely, single person incorporatipnssess a lower likelihood to export to
foreign markets, while publicly quoted firms moileely serve them. For this reason and also
with regard to different legal forms our extensivargin estimates again indicate that firm
size, which (at least) partially determines a fgri@gal form is important in the probability to
engage in any export activities.

Finally, geographic location also seems to matberaf firm’s decision to engage in any
export activity. Applying our baseline export ddfion Ex-all, only firms located at the
Atlantic coast are less likely to export to foreigrarkets. In quantitative terms, the marginal
effect is highest for firms located in regions whishare a common border with Germany.
Firms located in Paris export to foreign marketthvai higher probability. This is in line with
the SMEs literature that highlights the importaméeclustering and networking with large
firms as an export determinant of small firms. Bealose to other firms helps overcome the
isolation and lack of scale of SMEs. Moreover, beliocated in a capital city that has large
global firms provides a channel for SMEs to int¢ioralise.

With regard to the other variables included in madel, we obtain ambiguous results. Net
investment per employee has virtually no impactaofirm’s export probability. While this
result is well in line with extensive margin resufiut forward by Eickelpasch and Vogel
(2011) we obtain deviating results for the numtesubsidiaries. More precisely, Eickelpasch
and Vogel (2011) report positive effects while, fbe full set of all exporting firms in our
sample, an increase in a firm's number of subdeBadecreases its respective export
probability. This effect, however, disappears fog tnore restrictive export thresholds.
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Export intensity: Effects on intensive margin

The second part estimation results reported insd#wond columns of each block reveal
some interesting and new results. Most importarfily, the group of exporting firms an
increase in firm size leads to a reduction in ekgbares. This implies that, in relative terms,
larger exporting firms rely less on foreign marketsle exports constitute a larger fraction of
overall turnovers for smaller firms. Consequenflyn size exerts an opposing effect on a
firm’s export activities. The extensive margin ésindicate that larger firms are more likely
to serve foreign markets, but, conditional on segvinarkets, export a smaller share of their
services abroad.

By contrast, the second part estimates indicaterttuaie productive firms also export a
larger fraction of their services. This result agaupports the pecking-order productivity
hypothesis formulated in the new-new trade thebra similar vein, the second part results
with regard to the different legal forms suggekest,tconditional on serving foreign markets,
incorporated firms export larger shares of theirvises. Finally, the second part results
regarding regional location are ambiguous. To gimeexample, the EX-all estimates for
sharing a common border with Germany increasegdbditional) share of exports, while
exporting firms located close to Belgium export Barashares of their services.

Dynamic framework

Turning our attention to a more dynamic framewdFkble 9 reveals some interesting
results. Most remarkably, the results associatel thie lagged exporter status indicate that
export decisions are extremely persistent in Fresgehice firms. Quantitatively a firm which
already exported in the previous year, ceterisbpariexhibits a 43 percentage points higher
export likelihood for this year. Comparing thisesdf with the impact of firm size in column 1
of Table 9, it turns out that a 23.75 percentagéntpoincrease in employment has an
equivalent impact on a firm’s export probabilityrofh a policy point of view, this suggests
that policies which support initial internationalimn efforts might be most successful in
increasing the share of exporters in French serwimhistries. The marginal effects
corresponding to the second part of the model aityiindicate that export shares seem to be
extremely persistent.

Moreover, Table 9 reveals that productivity only rgiaally affects a firm’'s export
probability, if one controls for persistence inianfs exporter behaviour. This is especially
true for the alternative definitions of exportirignfs. Moreover, this effect fully disappears in
the second part of the model. In a similar veinpim generalised export models, the choice
between various legal forms has virtually no impawetthe decision to serve foreign markets
via exports and on differences in export sharesohtrast, applying the Ex-all definition, our
estimates for regional variation in the extensiagm export decision are qualitatively in line
with our baseline model without dynamics in theaxgr status.
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Table 8. Full sample two-part model estimates witho  ut dynamics

Variable Ex-all Ex-10 Ex-25
First part Second part  First part Second part First part Second part
Log (no. of employees) 0.025%* -0.021*** 0.001*** -0.019%** 0.000*** -0.018***
(0.001) (0.001) (0.000) (0.002) (0.000) (0.002)
Log(TFP) 0.029*** 0.039*+* 0.003*** 0.056*** 0.001*** 0.056***
(0.001) (0.002) (0.000) (0.004) (0.000) (0.004)
Net investment p.e. (in th.) -0.000 0.000 0.000* 0.000* 0.000 0.000
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
No. of subsidiaries -0.001* 0.002** 0.000* 0.000 0.000 0.001
(0.000) (0.000) (0.000) (0.001) (0.000) (0.001)
Foreign corporate group 0.030*** 0.026*** 0.005*** 0.045*** 0.002*** 0.045***
(0.007) (0.006) (0.002) (0.011) (0.001) (0.012)
Domestic corporate group 0.029*** -0.002 0.003*** -0.003 0.001%** 0.003
(0.001) (0.002) (0.000) (0.004) (0.000) (0.004)
Legal forms
SARL -0.002 0.017* -0.001 0.037*** 0.000 0.025
(0.006) (0.008) (0.001) (0.014) (0.001) (0.017)
EURL -0.018*** 0.026*+* -0.002%** 0.060*** 0.000 0.030
(0.005) (0.009) (0.001) (0.017) (0.001) (0.019)
SAS 0.023*** 0.023** 0.002* 0.026* 0.001** 0.013
(0.007) (0.007) (0.001) (0.013) (0.001) (0.017)
SA 0.028** 0.030*+* 0.003** 0.035** 0.002*** 0.014
(0.007) (0.008) (0.001) (0.014) (0.001) (0.017)
SNC -0.007 0.002 -0.002 -0.012 0.000 -0.035
(0.009) (0.013) (0.001) (0.023) (0.001) (0.028)
Regional dummies
Paris region 0.046** 0.028** 0.009*** 0.015%** 0.003*** 0.018**
(0.003) (0.003) (0.001) (0.005) (0.000) (0.005)
Belgian border 0.058** -0.015%** 0.004*** -0.029*** 0.001*** -0.012*
(0.003) (0.003) (0.001) (0.006) (0.000) (0.007)
German border 0.066*** 0.016*+* 0.009*** -0.023*** 0.003*** -0.044*
(0.004) (0.003) (0.001) (0.006) (0.000) (0.007)
Swiss border 0.044*** 0.000 0.004*** -0.005 0.001*** 0.008
(0.004) (0.004) (0.001) (0.007) (0.000) (0.008)
Italian border 0.012%* -0.008 0.001 -0.028*** 0.003* -0.051***
(0.004) (0.005) (0.001) (0.009) (0.000) (0.010)
Spanish border 0.011%** -0.012%** 0.000 -0.026*** 0.000 -0.025***
(0.003) (0.004) (0.001) (0.008) (0.000) (0.009)
Mediterranean Sea 0.019*** 0.032** 0.004*** 0.034*** 0.001*** 0.031**
(0.002) (0.003) (0.001) (0.006) (0.000) (0.006)
Atlantic Ocean -0.010%*** 0.016*+* 0.000 0.007 0.000 -0.003
(0.001) (0.002) (0.000) (0.004) (0.000) (0.005)
Fixed effects

o a 14 157.30*** 11 502.73*** 6 594.92*** 3 934.85*** 5995.86**  1431.90***
2-digit industry

Year b 98.27*** 29.98*** 50.04*** 12.88 25.38*** 10.04

Observations 498 298 75 167 498 298 27 097 498 298 16 063

Notes: Average marginal effects reported (see Bartus 2005).
* ** and *** denote significance at 10%, 5% and 1% levels, respectively.

b
a Wald-test with 27 degrees of freedom. ~Wald-test with 8 degrees of freedom.
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Table 9. Full sample two-part model estimates with dynamics and controlling for unobserved heterogenei ty
Variable Ex-all Ex-10 Ex-25
First part Second part First part Second part First part Second part
Lagged exporter status/share 0.427*** 0.391%** 0.488*** 0.566*** 0.503*** 0.463***
(0.006) (0.004) (0.013) (0.010) (0.014) (0.017)
Log (no. of employees) 0.018*** -0.005 0.003 -0.004 0.001 0.007
(0.002) (0.004) (0.002) (0.009) (0.002) (0.016)
Log(TFP) 0.014%** 0.003 0.0047** 0.017* 0.001 0.015
(0.002) (0.004) (0.002) (0.009) (0.002) (0.015)
Net investment p.e. (in th 0.000 0.000* 0.000 0.000 0.000 0.000
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
No. of subsidiarie -0.001*** 0.001*** 0.000 0.001 0.000 0.000
(0.000) (0.000) (0.000) (0.001) (0.000) (0.002)
Foreign corporate group 0.007 0.009* -0.001 0.014 -0.001 0.020
(0.004) (0.005) (0.003) (0.014) (0.003) (0.022)
Domestic corporate group 0.012*** -0.002 0.003*** 0.001 0.001 0.012*
(0.001) (0.002) (0.001) (0.004) (0.001) (0.007)
Legal form:
SARL 0.005 0.002 0.007* 0.023 0.006 0.024
(0.005) (0.006) (0.004) (0.015) (0.005) (0.047)
EURL -0.002 0.005 0.006 0.019 0.008 -0.011
(0.005) (0.008) (0.006) (0.020) (0.007) (0.051)
SAS 0.014*** 0.003 0.010** 0.001 0.007 -0.013
(0.005) (0.005) (0.005) (0.015) (0.005) (0.047)
SA 0.014*** 0.003 0.011* 0.014 0.008 0.003
(0.005) (0.006) (0.005) (0.015) (0.005) (0.047)
SNC 0.010 -0.003 0.015* -0.008 0.010 0.007
(0.007) (0.010) (0.008) (0.028) (0.009) (0.070)
Regional dummie
Paris region 0.010*** 0.004 0.004** -0.003 0.004** 0.006
(0.002) (0.002) (0.002) (0.006) (0.002) (0.011)
Belgian border 0.024*** -0.012%** 0.004** -0.024%** 0.000 -0.013
(0.002) (0.002) (0.002) (0.006) (0.002) (0.011)
German border 0.019%** -0.002 0.004** -0.037%** 0.001 -0.065%**
(0.002) (0.002) (0.002) (0.006) (0.002) (0.010)
Swiss border 0.016*** -0.003 0.004* -0.003 0.005** 0.011
(0.002) (0.003) (0.002) (0.008) (0.002) (0.013)
Italian border 0.007** -0.005 0.000 -0.034** -0.002 -0.060***
(0.003) (0.004) (0.002) (0.012) (0.002) (0.020)
Spanish border 0.003 -0.002 -0.001 -0.005 0.001 0.002
(0.002) (0.003) (0.002) (0.010) (0.002) (0.016)
Mediterranean Sea 0.005*** 0.000 0.000 -0.002 0.002 -0.001
(0.002) (0.003) (0.002) (0.007) (0.002) (0.012)
Atlantic Ocean -0.002* 0.001 -0.001 -0.002 0.001 -0.017*
(0.001) (0.002) (0.001) (0.005) (0.001) (0.009)
Fixed effect
N a 3302.69***  336.61** 751.33%** 227.83*** 390.20%** 145.40%**
2-digit industn
Yea|b 19.92%** 7.22 3.70 11.60** 8.61* 10.52%*
Observations 276 039 31551 118 268 7331 76 202 2723

Notes: Average marginal effects reported (see Bartus 2005).
*, ** and *** denote significance at 10%, 5% and 1% levels, respectively.

b
a Wald-test with 27 degrees of freedom. Wald-test with 8 degrees of freedom.
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D. Further evidence: Exploring heterogeneous effects across services

This section extends the foregoing findings by sreating the model on a sub-sectoral
basis, in order to assess the level of heterogeregarding the impact of firm size for foreign
market participation across services sectors.,First-estimates the above two-part model for
six types of services, namely financial servicegyfgssional services, information and
communications technology (ICT), travel serviceansport, and construction. In a next step,
the analysis presents even more disaggregatedsdeulsub-sectors within each of these
services. This approach allows us to explore thergxo which these services groups are also
characterised by heterogeneous patterns acrossestdrs. Furthermore, the analysis
examines the key firm- and industry-characteristtzat explain entry into and exit from
foreign market participation for each respectivé-sactor. For this purpose, the analysis
compares (i) never-exporting firms with export ner&ntrants and (ii) all-time exporters with
foreign markets exiting firms.

Tables 10 and 11 display the results for the sbups of services activities, detecting
some heterogeneity in the internationalisation tieha across services, while at the same
time displaying some broad patterns that are ctargisicross all of these services activities.
To start with the homogeneous effects, our estisnaidicate that persistence matters across
all different services sectors. That is to saynéirthat break into international markets are far
more likely to continue exporting in the subsequeeriods. More precisely, services
enterprises that start to engage in any exporviaet are about 50% more likely to export
than those that have never exported. The effectslifferent sub-sectors are of 57.2% (for
financial services), 54.6% (for transport), 53.9%4r (rofessional services), 53.8% (for ICT
firms) and 48.8% (for travel services). Hence, ¢hdgpes of services activities are
characterised by persistence in the export dedsiwith the quantitative magnitudes varying
only slightly across services sectors. The onlywises sector for which this effect is still
significant but with a considerably weaker magnétusl construction, where the effect is of
25.3%.

With regards to the impact of firm size and produtst, the results in Tables 10-11
suggest that firm size may be an important detantirof export performance in some
services and not in others. In the ICT sector pi@fessional services firms and for financial
services providers, firm size only positively atfethe firm's export probability but it has no
direct impact on its export shares. For constructions, the positive extensive margin is less
pronounced. Overall, our estimates suggest thab fize is only a restriction for the
probability to penetrate foreign markets, and thiriction varies across services sectors. In a
similar vein, the results indicate that productivillifferentials are only able to explain
differences in export behaviour in some servicesoss. In particular, more productive firms
are more likely to export to foreign markets whieeyt operate in professional services or ICT
industries but this is not true for financial sees or travel services providers. Moreover,
productivity is not able to explain differenceseixport shares for exporting firms across all six
services sectors considered.

Other control variables also differ in their effe@cross services sectors. For instance,
firms that are member of a foreign corporate gratg more likely to export in professional
services, but less likely to do so in transportustdes. Members of domestic corporate
groups, by contrast, are more likely to serve fypreinarkets in other sectors, but export
smaller shares of their services in constructionfadk legal form, the results suggest that these
are mostly important for professional services.daithe problems of recognition in foreign
markets, it is possible that only firms with a parship with domestic providers can export
abroad. Furthermore, the results point to someeastig patterns concerning the location of
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firms. In particular, being located in a capital afB) seems to have positive
internationalisation effects for financial servicesofessional services, ICT and construction
firms, but has locational disadvantages for expgrtransport firms. One simple reason for
this could be that transport costs are zero infitmencial services, ICT, and professional
services whereas agglomeration economies are trdora export start-ups. Hence,

agglomeration is more important that physical diséto foreign markets.

Table 10. Two-part model estimates for selected ser  vices sectors

Variable Financial services ICT services Professional services
First part Second part First part Second part First part Second part
Lagged exporter status/share 0.572%+* 0.419%+* 0.538*** 0.308*** 0.539*+* 0.394**+*
(0.025) (0.037) (0.016) (0.011) (0.012) (0.008)
Log (no. of employees) 0.036*** 0.010 0.033*** -0.009 0.025%** -0.006
(0.007) (0.019) (0.010) (0.006) (0.006) (0.007)
Log(TFP) 0.008 -0.023 0.033*** 0.001 0.033*** 0.003
(0.009) (0.025) (0.011) (0.007) (0.007) (0.009)
Net investment p.e. (in th 0.000 0.000 0.000 0.000 0.000 0.000
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
No. of subsidiarie -0.002* 0.002 -0.005** -0.002%** -0.004*** -0.001
(0.001) (0.002) (0.002) (0.001) (0.001) (0.001)
Foreign corporate group 0.040 0.011 0.004 -0.006 0.060*** 0.013
(0.030) (0.034) (0.018) (0.011) (0.017) (0.010)
Domestic corporate group 0.022*** 0.005 0.012* -0.002 0.029*** 0.003
(0.006) (0.009) (0.007) (0.003) (0.004) (0.004)
Legal form:
SARL 0.000 0.029 -0.003 -0.006 0.036*** 0.007
(0.024) (0.025) (0.022) (0.010) (0.006) (0.015)
EURL 0.007 0.017 0.002 0.018 0.036* 0.019
(0.030) (0.029) (0.030) (0.016) (0.019) (0.021)
SAS -0.002 0.030 0.021 0.003 0.014 0.002
(0.023) (0.024) (0.024) (0.010) (0.022) (0.015)
SA -0.008 0.023 0.028 -0.001 0.053** 0.015
(0.023) (0.025) (0.025) (0.010) (0.021) (0.015)
SNC -0.067** -0.277%* 0.022 -0.020 0.053** 0.003
(0.029) (0.055) (0.045) (0.021) (0.022) (0.020)
Regional dummi¢
Paris region 0.017* -0.015 0.008 0.010%*** -0.015 0.006
(0.010) (0.016) (0.007) (0.003) (0.025) (0.005)
Belgian border 0.001 -0.003 0.062*+* 0.005 0.018** -0.016**
(0.0112) (0.015) (0.017) (0.006) (0.008) (0.007)
German border 0.010 -0.023* 0.030* -0.001 0.032%** -0.000
(0.013) (0.013) (0.019) (0.007) (0.010) (0.007)
Swiss border 0.002 -0.029** 0.031 0.013 -0.001 -0.022%*
(0.012) (0.012) (0.021) (0.010) (0.009) (0.007)
Italian border 0.018 -0.009 0.038* -0.007 0.023** 0.000
(0.018) (0.039) (0.024) (0.007) (0.011) (0.010)
Spanish border -0.017 -0.013 -0.010 -0.001 0.009 0.004
(0.012) (0.016) (0.013) (0.007) (0.008) (0.008)
Mediterranean Sea 0.014 -0.003 0.001 0.015** -0.004 -0.008
(0.0112) (0.015) (0.011) (0.006) (0.006) (0.007)
Atlantic Ocean -0.003 0.004 -0.024*+* -0.013** -0.009* 0.003
(0.007) (0.013) (0.008) (0.006) (0.005) (0.005)
Fixed effect
*kk kkk *kk *kk
2-digit industn a - - 32.47 75.53 64.06 123.46
5.09 7.64 6.05 4.45 2.9 5.33

Yeal b
Observations 10871 821 13 008 5435 35 327 5529
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Table 10. Two-part model estimates for selected ser  vices sectors ( cont.)

Variable Travel Services Transport Services Construction Services
First part First part Second part First part Second part Second part
Lagged exporter status/sh ~ 0.488*** 0.253*** 0.318** 0.546*** 0.414%+* 0.458***
(0.022) (0.014) (0.148) (0.034) (0.104) (0.010)
Log (no. of employees) 0.010* 0.007* -0.005 0.027*** 0.001 0.044**
(0.006) (0.004) (0.171) (0.007) (0.071) (0.018)
Log(TFP) 0.004 0.008* -0.006 0.015* 0.011 0.005
(0.007) (0.005) (0.196) (0.008) (0.080) (0.019)
Net investment p.e. (in th 0.000 -0.000** 0.001*** 0.000 -0.000 0.000
(0.000) (0.000) (0.004) (0.000) (0.002) (0.001)
No. of subsidiarie 0.001 0.00( 0.001** -0.00z 0.001 0.00¢
(0.001) (0.001) (0.010) (0.001) (0.008) (0.003)
Foreign corporate group -0.014 0.021 -0.003 -0.0307*** 0.011 -0.022
(0.038) (0.016) (0.189) (0.010) (0.081) (0.036)
Domestic corporate group -0.007 0.008*** -0.015%** 0.011%** -0.004 0.005
(0.003) (0.002) (0.075) (0.004) (0.029) (0.009)
Legal form:
SARL 0.024 -0.005 -0.024* -0.002 0.004 -0.008
(0.022) (0.009) (0.224) (0.013) (0.119) (0.031)
EURL 0.031 -0.006 -0.063*** -0.024* 0.022 -0.007
(0.026) (0.009) (0.277) (0.013) (0.159) (0.036)
SAS 0.031 0.006 -0.024* 0.005 0.009 0.005
(0.024) (0.009) (0.215) (0.013) (0.118) (0.030)
SA 0.034 0.011 -0.042%** -0.004 0.008 0.001
(0.025) (0.010) (0.219) (0.013) (0.120) (0.030)
SNC 0.040 0.031** -0.003 -0.017 -0.003 -0.008
(0.029) (0.015) (0.329) (0.021) (0.174) (0.032)
Regional dummi¢
Paris region 0.001 0.013** 0.019 -0.032%* -0.003 0.018
(0.004) (0.006) (0.203) (0.009) (0.091) (0.011)
Belgian border 0.001 0.032*** -0.035%** 0.032%** -0.005 -0.036
(0.007) (0.004) (0.079) (0.007) (0.036) (0.023)
German border 0.001 0.020*** -0.012* 0.035*** 0.008** 0.006
(0.007) (0.004) (0.091) (0.010) (0.039) (0.017)
Swiss border 0.007 0.025*** -0.021*** 0.023*** 0.008* -0.005
(0.006) (0.004) (0.093) (0.008) (0.046) (0.021)
Italian border 0.001 0.004 -0.026*** 0.004 0.000 -0.011
(0.006) (0.005) (0.137) (0.008) (0.096) (0.017)
Spanish border 0.009 0.003 0.005 0.003 -0.003 0.010
(0.006) (0.004) (0.195) (0.007) (0.050) (0.014)
Mediterranean Sea 0.004 0.005 0.010 0.010M* 0.001 0.002
(0.004) (0.003) (0.125) (0.005) (0.053) (0.013)
Atlantic Ocean -0.003 0.001 -0.003 0.001 0.003 0.007
(0.004) (0.002) (0.076) (0.003) (0.029) (0.012)
Fixed effect
. a 209.17%** 29.99%** 0.54 7.91 40.33*+* 2.10
2-digit industn
Yealb 14.37** 31.68*** 12.23* 6.12 2.35 2.67
Observation: 46 85¢ 9387C 4387 3641¢ 11041 2617

Notes: Average marginal effects reported (see Bartus 2005).
* ** and *** denote significance at 10%. 5% and 1% levels, respectively.

% Wald-test with 2 degrees of freedom. bWald—test with 8 degrees of freedom.

Furthermore, it is interesting to explore the hageneity in behaviour across firm size. To
this effect, Table 11 reports the correspondingaye export probabilities and export share by
different size classes. The results show that dveriaro firms are least likely to export and
that export probabilities increase with firm siZe. give one example, micro (large) financial
services provides export to foreign markets withaaerage probability of 6.53% (50.40).
With regards to the export shares of exporting dirtine results yield more heterogeneous
patterns. Remarkably, for firms in ICT services éx@ort shares are virtually identical across
all different size classes. By contrast, micro firthat operate in financial industries export
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approximately 17.3% of their services abroad wthile number is only 13.9% and 12.6% for
small and medium firms in the same industries. Taiter finding again supports the view,
that conditional on exporting, the share of expisriarger for very small firms.

Table 11. Average export probability and share pred ictions by size classes

Financial ICT Professional Travel
Ex. prob. Ex. share Ex. prob. Ex. share Ex. prob. Ex. share Ex. Prob. Ex. share
Micro 6.53 17.32 38.48 8.94 14.73 14.95 456 24.72
Small 22.32 13.91 50.44 8.52 27.96 15.73 5.92 22.11
Medium 50.38 12.60 61.24 9.34 52.36 12.60 13.04 25.35
Large 54.50 19.96 62.87 8.74 63.86 12.13 20.80 20.45
Total 12.62 15.20 49.04 8.82 23.69 14.76 5.68 23.62

Notes: The export probability (Ex. Prob) and export share (Ex- share) predictions are reported in per cent.

Further disaggregation of services sectors

This section unbundles the analysis into furthdr-sectoral estimates, in order to see if
specific services activities within the broad seegi sectors display differential patterns. In
effect, the F-tests for the joint significance ofligit industry and year effects reported in
Tables 10 and 11 indicate that industry-specifiea$ still matter in industry-aggregated
estimates. For this reason, Tables 12 and 13 rém®results for the more disaggregated sub-
sectors in professional services, transport and I@Torder to base the two-part model on
reasonable numbers of observations, the analysasde on seven different sub-sectors
including lawyers and accountants, engineers acditacts, land transport, warehousing,
publishing, computer programming and informatiorviees.

Focusing on the persistence of export decisiomsrahults reported in both tables indicate
that these sub-sectors are relatively homogendmuisdfferent to construction industries, as
discussed above). The parameters for persistenge faom 0.318 (legal and accounting) to
0.403 (warehousing) for the extensive margin exptisions and from 0.239 (legal and
accounting) to 0.523 (warehousing) in the expodrshequations. Accordingly, the second
part results tend to be more heterogeneous and firrfogistics seem to be most persistent in
terms of overall export behaviour, whereas lawyard accounting are the least. This may be
symptomatic of the fact that there are relativadyv frestrictions in warehousing logistical
services, whereas legal and accountancy servieesfan highly regulated. Moreover, the
information services industry represents a notekéeption because the lagged exporter status
is estimated to have no significant impact on m'Srexport probability. However, for this
sub-sector the number of available observationthéssmallest and, therefore, the results
should be treated very cautiously.

The results for the role of firm size as restrictitm the internationalisation of service
activities obtained above are generally confirmgair sub-sectoral analysis. More precisely,
in six out of seven sub-sectors investigated, aredse in firm size significantly increase the
probability to serve foreign markets while in noofethe sectors the relative magnitude of
exports for exporting firms is altered by firm sizéowever, the quantitative (and statistical)
significance of this firm size effect varies acrasdustry. To give some examples, a 1%
increase in firm size increases the probabilitgxport to foreign markets by 9.3 percentage
points in the publishing industry while this effemly amounts to 1.8 percentage points for
engineers and architects. For firms operating énitfiormation services industry, this effect is
again statistically insignificant. The sub-sampgtireates also confirm that productivity is
only crucial for the extensive margin export demis{with the exception of the land transport
industry) but has no statistically significant effeon the relative amount of exports in the
group of exporting firms.
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Table 12. Two-part model estimates with dynamics an

and transport and logistics sub-sectors

d controlling for unobserved heterogeneity for prof

essional services

Variable Legal and Accounting Engineering and Architecture Land transport Warehouse and logistics
Firstpart  Second part First part Second part First part  Second part First part  Second part
Lagged exporter 0.318*** 0.239%** 0.343** 0.448** 0.380*** 0.407** 0.403*** 0.523***
o (0.010) (0.692) (0.005) (0.149) (0.003) (0.147) (0.006) (0.198)
Log (no. of employees) 0.035** -0.008 0.01%* -0.020 0.049*** 0.005 0.054*** 0.007
(0.014) (0.331) (0.009) (0.137) (0.007) (0.089) (0.015) (0.154)
Log(TFP) 0.035** -0.021 0.036*** 0.017 0.014 0.013 0.037** -0.001
(0.018) (0.408) (0.011) (0.151) (0.010) (0.127) (0.016) (0.095)
Net investment p.e. (in 0.000 -0.000 -0.000 -0.000 0.001*** -0.000 -0.001* -0.000
thousands)
(0.000) (0.006) (0.000) (0.003) (0.000) (0.004) (0.000) (0.003)
No. of subsidiaries -0.003 0.004*** -0.003** -0.000 0.002 0.002 -0.000 0.002
(0.003) (0.025) (0.001) (0.010) (0.002) (0.017) (0.001) (0.012)
Foreign corporate group 0.096 0.015 0.089*** -0.006 0.000 -0.004 -0.044*** 0.019
(0.060) (0.588) (0.021) (0.170) (0.020) (0.161) (0.014) (0.140)
Domestic corporate group 0.007 0.005 0.050%** -0.004 0.009*** -0.001 -0.005 -0.010
(0.006) (0.134) (0.006) (0.067) (0.003) (0.038) (0.010) (0.076)
Legal forms
SARL 0.008 0.024** -0.006 -0.011 0.007 0.010 0.008 0.018
(0.036) (0.334) (0.018) (0.240) (0.015) (0.126) (0.025) (0.288)
EURL 0.033 0.068*** -0.041** -0.014 -0.022 0.022* -0.078** 0.007
(0.048) (0.663) (0.020) (0.292) (0.016) (0.170) (0.025) (0.336)
SAS 0.010 0.029%** 0.021 -0.013 0.015 0.014 -0.002 0.026
(0.038) (0.346) (0.020) (0.238) (0.016) (0.122) (0.024) (0.280)
SA 0.016 0.015 0.009 0.012 0.007 0.015 0.007 0.033
(0.039) (0.327) (0.019) (0.239) (0.016) (0.126) (0.025) (0.283)
SNC -0.004 0.092*** -0.041 0.077 0.020 -0.008 -0.070*** 0.053
(0.095) (0.533) (0.034) (0.618) (0.033) (0.365) (0.025) (0.331)
Regional dummies
Paris region 0.030%** 0.007* 0.016* -0.010 -0.037*** 0.013 -0.030** -0.011
(0.009) (0.116) (0.009) (0.093) (0.012) (0.148) (0.015) (0.107)
Belgian border -0.023* -0.016 0.038*** -0.024** 0.034%*** -0.001 0.027** -0.012
(0.010) (0.512) (0.010) (0.105) (0.006) (0.045) (0.014) (0.096)
German border 0.051*** 0.004 0.018 -0.012 0.032*** 0.015%** 0.064*** -0.004
(0.014) (0.386) (0.011) (0.111) (0.009) (0.052) (0.024) (0.087)
Swiss border 0.017 -0.008 -0.001 -0.019 0.018** 0.006 0.029 0.011
(0.012) (0.248) (0.011) (0.129) (0.007) (0.065) (0.022) (0.079)
Italian border 0.030** -0.007 0.013 0.009 0.008 0.010 0.041 -0.041
(0.014) (0.590) (0.014) (0.154) (0.008) (0.150) (0.033) (0.233)
Spanish border -0.003 0.010 0.021* 0.002 -0.000 0.003 0.031 -0.019
(0.012) (0.323) (0.011) (0.119) (0.007) (0.057) (0.020) (0.120)
Mediterranean 0.021** -0.024*** -0.013* -0.012 0.003 0.002 -0.004 0.017
(0.010) (0.299) (0.008) (0.108) (0.006) (0.079) (0.012) (0.102)
Atlantic Ocean -0.009 0.007 -0.006 -0.002 0.009** 0.001 -0.027% 0.010
(0.007) (0.189) (0.006) (0.085) (0.004) (0.037) (0.008) (0.073)
Fixed effects
Year 1.26 5.36 11.34* 411 2.66 1.80 11.32%+* 6.81
Observations 4778 774 6 987 2074 14 377 6 143 3166 1706

Notes: Average marginal effects reported (see Bartus 2005). ,

respectively.
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Table 13. Two-part model estimates with dynamics an  d controlling for unobserved heterogeneity for ICT
sub-sectors

Variable Publishing Computer programming Information services
First part Second part First part Second part First part Second part
Lagged exporter status/share 0.379*+* 0.369*** 0.339%** 0.398*** 0.351 0.497***
(0.007) (0.366) (0.007) (0.297) (3.795) (0.752)
Log (no. of employees) 0.093*** -0.001 0.028* -0.015 0.018 -0.033
(0.019) (0.204) (0.015) (0.155) (0.029) (0.288)
Log(TFP) 0.037* 0.009 0.045** 0.025 0.079** -0.028
(0.017) (0.125) (0.020) (0.214) (0.034) (0.317)
Net investment p.e. (in thousands) -0.000 -0.000 0.000 0.000 0.000 0.000
(0.000) (0.003) (0.000) (0.003) (0.001) (0.005)
No. of subsidiaries -0.007** -0.003** 0.002 -0.001 0.007 -0.012%*
(0.002) (0.016) (0.004) (0.018) (0.006) (0.051)
Foreign corporate group -0.008 0.011 0.078* -0.010 -0.047 -0.080**
(0.027) (0.292) (0.034) (0.150) (0.030) (0.387)
Domestic corporate group 0.009 -0.003 0.011 -0.002 0.023 -0.022
(0.012) (0.074) (0.010) (0.101) (0.020) (0.216)
Legal forms
SARL -0.014 0.001 0.039 -0.054** -0.010 -0.025
(0.037) (0.184) (0.040) (0.246) (0.047) (0.547)
EURL -0.037 0.040* 0.028 -0.064 0.024 0.049
(0.054) (0.276) (0.053) (0.550) (0.061) (0.783)
SAS -0.004 0.010 0.070 -0.052** -0.003 0.011
(0.036) (0.177) (0.045) (0.207) (0.047) (0.531)
SA -0.007 0.003 0.108** -0.045%* -0.068* -0.024
(0.035) (0.176) (0.050) (0.209) (0.035) (0.510)
SNC -0.043 -0.005 0.762 -0.030 -0.092 -0.019
(0.043) (0.596) (0.829) (0.309) (0.064) (0.483)
Regional dummies
Paris region 0.035*** 0.001 0.006 -0.012 -0.011 0.017
(0.013) (0.067) (0.011) (0.143) (0.021) (0.203)
Belgian border 0.163*** -0.038* 0.052** 0.003 0.052 0.068***
(0.049) (0.270) (0.021) (0.140) (0.037) (0.217)
German border 0.035 0.014 0.048** -0.022 0.050 -0.124**
(0.040) (0.120) (0.023) (0.222) (0.079) (0.550)
Swiss border 0.034 -0.029** 0.056* 0.040* -0.229 -
(0.040) (0.155) (0.029) (0.300) (0.972) -
Italian border 0.040 0.008 0.077* -0.005 -0.005 -0.016
(0.044) (0.260) (0.043) (0.179) (0.063) (0.336)
Spanish border -0.012 -0.004 0.007 0.014 -0.064* 0.005
(0.019) (0.182) (0.020) (0.147) (0.035) (0.352)
Mediterranean 0.016 0.005 0.016 0.017 0.025 0.038
(0.019) (0.119) (0.019) (0.145) (0.043) (0.374)
Atlantic Ocean -0.035%** 0.014 -0.004 -0.010 0.064** -0.040**
(0.013) (0.173) (0.013) (0.138) (0.030) (0.188)
Fixed effects
Year 3.39 5.13 7.86 4.62 19.59%** 3.29
Observations 2224 1297 2455 1132 603 205

Notes: Average marginal effects reported (see Bartus 2005). , and denote significance at 10%. 5% and 1% levels,
respectively.
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A closer look at other possible restrictions to@xing on a more sub-sectoral level also
delivers some interesting findings. First, foremm domestic corporate networks seem to be
especially relevant for engineers and architec&inig part in one of such networks increases
the export probability by 8.9 and 5.0 percentagmtpprespectively. Foreign networks also
positively contribute to the export probability odmputer programming services providers.
By contrast, warehousing subsidiaries of foreigtwoeks are less likely to export to foreign
markets and information services providers witheiigm ownership export smaller shares of
their services abroad. Furthermore, the positivglcegeration economies for professional
services providers and ICT firms are mainly obselw&gor lawyers and accountants and
publishing firms, respectively. By contrast, thegakve overall estimates for transport
services providers are confirmed for both, lanshgpmrt and warehousing logistics. Finally,
the legal form of firms seems to be especially vateé for lawyers and accountants and
computer programming firms. For the former firmi§ bait public limited companies are more
likely to serve foreign markets while incorporatamnputer programming firms tend to export
smaller shares of their services.

E. What explains services SMEs entry into and exit from foreign markets

What factors drive the export start-ups and expoltapses of small services firms? This
section augments the results from above by satefgstigating the firm- and industry-specific
factors that are able to explain which firms starexport to foreign markets or discontinue
doing so. The existing literature of export disagvand export collapses (Rodrik et al., 2007;
Klinger et al, 2007; Brenton et al, 2009) has bgenerally based on large manufacturing
firms, and it is reasonable to question if the satgksed facts apply to services.

For the purpose of this analysis, an “export starsea services SME that that has initiated
exporting activities during the observational pdripom 1998 to 2007. Firms that already
exported to foreign markets in the first observedryas well as all-time exporters (i.e. firms
that export in every observed year) are excludenh fthis sample. Consequently, the ‘control
group’ of non-export-starting firms solely consistkfirms that never exported during the
whole time period under consideration. Similartyisialso of interest to investigate the factors
explaining why small services firms tend to dis@omé exporting services at any given point.
In this regard, we define an ‘export stopper’ dgra that already exported to foreign markets
and (at least) once stopped doing this during tisewved period. Consequently, we eliminate
all never exporting firms from this sub-sample ahe ‘control group’ of ‘non-stopper’ only
contains firms that export in every observed year.

Table 14 reports average marginal effects for tlobability to enter into export markets.
The first column reports the results for the fairgple of all firms that operate in professional
services, ICT, transport and construction whiléhi@ other four columns we separately report
the results for the different service industriebie Testimates reported in Table 14 clearly
indicate that firm size matters for the questiomad. More precisely, micro-firms with less
than 10 employees are least likely to export teitpr markets. This is indicated by the largest
negative average marginal effects. The remarkakbeption from this is the ICT industry
where firm size has no impact on the probabilitystart to export. For the other three
industries, the negative firm size effect tendsntanotonically decrease with firm size. Thus,
in comparison to the largest firms, firms of medisize from 50 to 249 employees are not less
likely to start to export. Here the only exceptisithe construction industry, where all firms of
medium size find it more difficult to start operagiin international markets.
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With regard to all other covariates we obtain expg@nd more homogeneous results. To
only mention a view of them, more productive firmsd members of either domestic or
multinational corporate groups are more likely o dxport starters. This holds also true for
firms that are located in Paris. The exception herthe transport services industry, where
firms that are located close to the Belgian, Germath Swiss borders are more likely to be
export starters while for firms located in Pariss throbability is reduced. In a similar vein, the
sectoral analysis reveals that productivity diffeigs are only able to explain differences in
export behaviour in some service industries. Maeeigely, more productive firms are more
likely to export to foreign markets when they operia professional services or ICT industries
but this is not true for financial services or ghsgervices providers. Moreover, productivity is
not able to explain differences in export shareasefporting firms across all four different
sectors considered.

Table 15 reports the results for the probabilitystop serving foreign markets. Here, it is
again worth noting that this sub-sample only inelidirms that actually stop exporting in at
least one year and firms that export in all obséryears. Consequently, the estimates are
always relative to this latter group of always-estipg firms. The most remarkable result in
Table 15 is that firm size does not play a veryciaurole for stopping to export to foreign
markets. On the contrary, the firm size estimatesrficro-firms tend to support the view that
the smallest exporting firms are least likely topsserving foreign markets via exports. This is
indicated by the negative and significant averageginal effects for the full sample as well as
professional services and construction industies. the remaining two industries, ICT and
transport, firm size does not matter at all for thexision to stop exporting. This finding
clearly indicates that firm size asymmetricallyeaffs firms’ decisions to start or to stop to
export to foreign markets.For the other covariates included in our spedificawe are not
able to provide as strong results as for expontesg The only exception is productivity
where our results clearly indicate that less prtidadirms are more likely to stop to export to
foreign markets.

The disaggregated results lead to several broadclusians: Construction firms
substantially differ in the export behaviour frormnfs operating in either professional
services, ICT and transport industries. Nevertlselal of these four different industries are
also characterised by considerably within-industegerogeneity. From an export promotion
policies point of view, the results indicate thatadl firms should be actively supported to
explore foreign market opportunities. Moreover, tiesults indicate that successful export
promotion policies have to be tailored for eachetygf service to account for structural
differences across all service industries.

15.  This result is somehow in contrast to EsteveBérequena-Silvente and Pallardé-Lopez (2013) who
find that firm size increases the duration of ex@stination relationships with low-risk countriés
their analysis firm size is only irrelevant for tliiration of export-destination relationships with
high-risk countries.
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Table 14. Probit model estimates for the probabilit  y to enter into export markets

Variable Full sample Professional ICT Transport Construction
Micro firms -0.128*** -0.228*** -0.056 -0.082** -0.173***
(0.009) (0.029) (0.048) (0.024) (0.008)
Small firms -0.061*** -0.126*** 0.006 -0.009 0-:093***
(0.009) (0.026) (0.049) (0.023) (0.008)
Medium firms -0.011 -0.028 0.052 0.039 -0.043*
(0.0112) (0.035) (0.055) (0.029) (0.007)
Log(TFP) 0.022*** 0.027*** 0.042*** 0.018** 0.017***
(0.003) (0.006) (0.013) (0.009) (0.003)
Net investment p.¢ 0.000 0.000 0.000 0.000 0.000
(in thousands)
(0.000) (0.000) (0.001) (0.000) (0.000)
No. of subsidiarie -0.000 -0.009*** 0.002 0.007** 0.001
(0.001) (0.002) (0.005) (0.003) (0.001)
Foreign corporate ~ 0.079*** 0.178*** 0.135** 0.015 0.127**
group
(0.018) (0.044) (0.056) (0.032) (0.049)
Domestic corporate  0.046*** 0.087*** 0.068*** 0.060*** 0.021***
group
(0.003) (0.008) (0.013) (0.0112) (0.003)
Legal form:
SARL -0.025** -0.020 -0.033 -0.045 -0.019*
(0.011) (0.029) (0.050) (0.028) (0.011)
EURL -0.046*** -0.054** -0.003 -0.077*** -0.0@***
(0.009) (0.026) (0.059) (0.023) (0.008)
SAS 0.037*** 0.051 0.046 0.036 0.026*
(0.014) (0.034) (0.055) (0.033) (0.016)
SA 0.054*** 0.094** 0.101* 0.014 0.044**
(0.015) (0.038) (0.060) (0.032) (0.019)
SNC 0.025 -0.012 0.007 -0.062 0.049*
(0.022) (0.050) (0.108) (0.039) (0.028)
Regional dummi¢
Paris region 0.039*** 0.084*** 0.027* -0.093*** 0.022***
(0.005) (0.010) (0.015) (0.017) (0.008)
Belgian border 0.065*** 0.039*** 0.047 0.084*** 0.057***
(0.006) (0.014) (0.031) (0.018) (0.006)
German border 0.072*** 0.064*** 0.066* 0.074*** 0.060***
(0.007) (0.018) (0.040) (0.023) (0.007)
Swiss border 0.033*** -0.010 0.047 0.053*** B
(0.006) (0.015) (0.041) (0.019) (0.006)
Italian border 0.009 0.046** -0.030 -0.003 100
(0.006) (0.019) (0.035) (0.016) (0.006)
Spanish border 0.021*** 0.035** 0.026 0.016 helog
(0.006) (0.015) (0.028) (0.015) (0.006)
Mediterranean 0.014*** -0.016 0.039* 0.029** 0Q.7***
(0.004) (0.010) (0.024) (0.012) (0.005)
Atlantic Ocean -0.016*** -0.036*** -0.036** -O03 -0.009***
(0.003) (0.007) (0.016) (0.007) (0.002)
Fixed effect
Industry 2 364.03** 17.06*** 10.30%*** 20.91*** 36.55***
2 0.141 0.084 0.055 0.082 0.091
PseudoR
Observations 84 561 18 590 5428 11 023 49 520
Notes: Average marginal effects reported (see Bartus 2005). *, T and o denote significance at 10%.

5% and 1% levels, respectively.
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Table 15. Probit model estimates for the probabilit

y to exit from export markets

Variable Full sample Professional ICT Transport Construction
Micro firms -0.089*** -0.096* 0.021 -0.058 -Dg8***
(0.027) (0.053) (0.054) (0.043) (0.069)
Small firms -0.041 -0.078 0.063 -0.070* -0.086
(0.026) (0.052) (0.054) (0.041) (0.065)
Medium firms 0.001 -0.039 0.101* -0.013 -0.052
(0.027) (0.055) (0.058) (0.043) (0.068)
Log(TFP) -0.106*** -0.102*+* -0.074*** -0.158*** -0.070**
(0.009) (0.014) (0.018) (0.021) (0.019)
Net investment p.¢ 0.000 0.000 -0.000 0.000 0.001
(in thousands)
(0.001) (0.001) (0.001) (0.001) (0.001)
No. of subsidiarie -0.002 -0.004 0.009 0.008 -0.009*
(0.002) (0.004) (0.006) (0.005) (0.005)
Foreign corporate 0.012 0.035 0.036 0.116** -0.048
group
(0.029) (0.053) (0.051) (0.056) (0.090)
Domestic corporate  0.013* 0.020 0.048*** 0.005 0.038***
group
(0.007) (0.014) (0.018) (0.013) (0.014)
Legal form:
SARL -0.045 -0.020 -0.042 -0.066 -0.089
(0.032) (0.066) (0.064) (0.050) (0.079)
EURL -0.072** 0.015 -0.062 -0.097* -0.141*
(0.035) (0.074) (0.075) (0.052) (0.081)
SAS 0.018 0.026 0.019 -0.023 0.027
(0.033) (0.067) (0.066) (0.050) (0.077)
SA 0.029 0.049 0.015 -0.030 0.048
(0.033) (0.068) (0.066) (0.051) (0.078)
SNC 0.037 0.186* -0.150 0.061 -0.012
(0.055) (0.109) (0.095) (0.114) (0.107)
Regional dummi¢
Paris region -0.039*** -0.019 -0.021 -0.039 .029
(0.011) (0.016) (0.018) (0.044) (0.039)
Belgian border -0.029** -0.027 -0.085** -0.054* 0.010
(0.013) (0.029) (0.035) (0.020) (0.021)
German border -0.027* -0.013 -0.014 -0.083*** -0.002
(0.014) (0.034) (0.044) (0.025) (0.022)
Swiss border -0.043*** -0.071** -0.001 -0.088** -0.010
(0.014) (0.031) (0.048) (0.024) (0.023)
Italian border -0.019 0.017 -0.156*** -0.057* 0.045
(0.020) (0.039) (0.041) (0.032) (0.037)
Spanish border 0.027 0.065* -0.013 0.005 0.040
(0.017) (0.035) (0.040) (0.029) (0.032)
Mediterranean 0.015 0.003 0.043 0.008 0.028
(0.013) (0.025) (0.034) (0.021) (0.024)
Atlantic Ocean -0.015 0.034* 0.062** -0.023 .066***
(0.009) (0.020) (0.027) (0.014) (0.017)
Fixed effect
Industry 427.51%** 41.32%+* 22.55%** 26.62*** 0.11
2 0.024 0.019 0.022 0.020 0.029
PseudoR
Observations 22 279 6 220 3675 6 426 5958

* Kk

Notes: Average marginal effects reported (see Bartus 2005). and
5% and 1% levels, respectively.

denote significance at 10%.
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VI.

Emerging practices to address binding constriats for services SMEs

The foregoing analyses of the export behaviourMES point to the resource constraints
of small-sized firms. In particular, and consistesith other studies (see, for example, World
Bank, 2011a; World Bank, 2011b; IADB, 2010), thepémcal analyses suggest that the
informational costs of reaching new export markagipears to be higher for services SMEs
than for manufacturing SMEs. Given the particulagall size profile of services SMEs, it
may well be harder for these enterprises to lieetaiman resources in order to amass
information about foreign markets. Yet, as the eioal results have shown, once these
‘market discovery’ constraints are overcome, s@¥iSMEs are persistent in their export
behaviour over time and have a high rate of exporvival in international markets. Taken
together — a relatively low rate of export starsuput a high rate of subsequent export
survival — these findings do raise the questionvbéther helping services SMEs overcome
these constraints could represent a significanbrdppity to boost export performance and
productivity levels.

A number of recent firm-level studies suggest tpat-active policies to support the
internationalisation of firms can have a positivgpact on trade performance (World Bank
2011; IADB, 2010, Gourdon et al., 2011; Ledermamlet2010; Volpe, 2010). Although the
effects of government-sponsored export programneey ty country, this body of work
provides evidence of economically and statisticatiportant effects from these programmes.
Moreover, some studies report that the positiveot$f do not only accrue to the direct
recipients of these support measures, but oftenkasefit other firms through informational
spillovers (Aaditya, 2004): such positive extertiad, where they exist, would provide further
justification for these efforts. However, much rémsato be learned about the effectiveness of
specific instruments used in existing trade prognas (Lederman et al., 2010).

In particular, little information is available toolicy-makers on the design and
effectiveness of existing instruments for serviS®4Es. In light of the behavioural parameters
of services SMEs distilled from the empirical asay it may be worth reflecting on the extent
to which key restrictions and patterns of exportiligplayed by services SMEs are addressed
in existing programmes. This section provides dirpieary stock-taking of programmes that
are targeted to services SMEs who are motivatedxfand to foreign markets, but face
constraints that prevent them from doing so eféetyi Furthermore, a number of important
issues — notably the modal and market choice fpods and the barriers faced in export
markets — could not be assessed with the micrd-ld&& at hand. Hence, business survey
information is used to assess the key barriersdfacdoreign markets and the trade support
measures that are perceived to be the most eféeictitielping services SMEs overcome these
constraints.

A. Increasing awareness of services-oriented approaches

Traditionally, export-oriented programmes for SMimve been designed and primarily
targeted for small firms in the manufacturing argtoaindustry sectors. Our empirical
analyses suggests that, to the extent that ser@b#ss have different binding constraints,
some elements of the instruments and eligibilitfeda used might benefit from a more
tailored approach. Revealingly, many agencies dtargith the execution of export
stimulation programmes report a relatively poortipgration and usage of such programmes
by SMEs in services sectors, despite the factdbatices SMEs represent the vast majority of
small firms, and have the lowest rates of inteomatiisation. This may be in part due to the
low awareness of these programmes on the partreices SMEs. In addition, it may raise
guestions as to the relevance and accessibilitiyeoinstruments used in these programmes for
small services suppliers.

OECD TRADE POLICY PAPER N°165 © OECD 2014



50- SMALL AND MEDIUM-SIZED ENTERPRISES IN GLOBAL MAKETS: A DIFFERENTIAL APPROACH FOR SERVICES?

Pro-active policies to support internationalisatéme costly, and countries instituting such
measures should target them selectively. Hencégypailakers have an interest in ensuring
that trade support measures for SMEs, where appteprcan yield the highest returns in
terms of trade performance, both in the intensind Bn the extensive margins. Given the
importance of the services sector in most econgnaied the relatively low participation of
services SMEs in these programmes, some agenciestéleen steps to design programmes
that are more directly targeted and tailored towasdrvices-based enterprises. A survey
conducted among trade promotion agencies in 11 ABE@homies revealed that 65% of
policy-makers affirmed the importance of institmtidising SME trade initiatives that are
specific for small services providers (APEC 2004)the same vein, the Association of Latin
American Services Exporters (ALES) is promoting deselopment of export programmes for
services (IADB 2011) across Latin America, in ordierbetter tap into services SMEs with
high export potential.

Recent research conducted by Industry Canada a@sogmises that small services
enterprises represent unexploited and under-egtdretonomic opportunities. For instance, it
highlights the high export potential of the profesal services sector. One of the findings
from recent research on Canadian SMEs is thatkeinti manufacturing, where exporting
propensity increases at around the 25 employee,itagke is no size threshold found in the
likelihood of exporting of services firms. The rasgh findings also suggest that there are
significant differences in the production functiginputs to export performance) between
goods and services firms. For instance, managewegdacity in services SMEs seems to
substitute for labour and capital, calling for theed to recognise and calibrate the “soft assets
of small services firms”. Based on these obseruafithe study raises the question as to
whether support needs for SMEs in services and faatwing differ, and how well current
policies and programmes are addressing theseetitfes (seeww.ic.gc.ca.

Finally, it is worth noting that WTO discussionsden the auspices of the Trade in
Services Council have recently raised awarenetiseofieed for trade negotiations to consider
the specific sub-sectors, modes of supply, andettzatriers of particular interest to small
services providers (WTO, 2012). In a similar vean, increasing number of RTAs, notably
those signed by the European Union, have incorpdratovisions for co-operation on SMEs,
including in services sectors (Table 16).

Table 16. Selected provisions on services SMEs, EU  RTAs

Agreement Co-operation Measures for SMEs in Service s Sectors

...the Parties agree to cooperate, including by providing support for technical assistance, training and capacity
building in, inter alia, the following areas:

Improving the export capacity of service suppliers of the Signatory CARIFORUM States, with particular
attention to the marketing of tourism and cultural services, the needs of small and medium-sized enterprises,
franchising and the negotiation of mutual recognition agreements;

Chapter 7, Cooperation
The EC Party and the Signatory CARIFORUM States shall endeavour to facilitate the participation of small- and
medium-sized enterprises in the tourism services sector.

The Parties agree that deliveries by electronic means shall be considered as the provision of services, within the
meaning of
(c) The development of Internet marketing strategies for small and medium-sized tourism enterprises in the
tourism services sector;
Art 113, Small and Medium-sized Enterprises, Section 7, Tourism Services
To the extent necessary and justified, the Trade Committee may establish a working group with the aim of
performing, among others, the following tasks:
EU-Colombia-Peru (d) recommending mechanisms to assist Micro and SMEs in overcoming obstacles faced by them in the use of
electronic commerce;
Art. 109. Working Groups, Title IV about Trade in Services, Establishment and Electronic Commerce

EU-CARIFORUM
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Box 1. Born Global: Tunisia's promotion of services export start-ups

An example of a programme that has been considered to be fairly successful in helping small services enterprises export, and
diversify their exports, has been the FAMEX (Market Access Fund) managed under the Tunisian Center for Export Promotion
(CEPEX). A first version of the programme was launched in the year 2000, and subsequently renewed (FAMEX II) in 2005.
The latter had a budget of USD 37 million for a four-year period, jointly financed by World Bank credit, state budget and
benefitting enterprises. Through a matching grant, the objective of the programme was to help 350 businesses export,
targeting an export turnover ratio of USD 10 dollars for every USD 1 of subsidy. The impact of the programme on SMEs
services exports has been rigorously evaluated (World Bank 2011) with a favourable assessment on its impact on services
exports.

What were the goals of the FAMEX programme?

The design of FAMEX was shaped by two broad goals. First, many of Tunisian SMEs with high-qualified human capital had
the potential to export services (notably, business, engineering and medical services), but did not consider exporting beyond
mode 2, often due to lack of counselling and psychological barriers that kept them from internationalising their activities. When
they did export, operations were overly concentrated in traditional markets (over 70% services exports to France). Hence, the
FAMEX programme aimed to project the image of Tunisia as a country with services enterprises of international
competitiveness. It also actively tried to assist small services providers in forging business opportunities in new markets,
notably in Francophone West Africa, thereby diversifying an export portfolio that was almost exclusively concentrated in
France, and to a less extent, in three other European countries (Belgium, Italy and Germany).

Second, an important vision of the FAMEX programme was to develop the domestic capacity—technical expertise and know-
how—on export development, particularly in services trade. First, it provided technical assistance to build the capacity of
export associations and chambers of commerce, so that they could provide better guidance and assistance to its members,
particularly to SMEs. Another tool of the programme was to develop a stock of export consultants domestically. Indeed, a new
law regulating this activity exonerated “Export Consultants” from income taxes in exchange for dedicating their time full-time to
developing expertise and working on the promotion of exports. These consultants acquired specialised knowledge in services
sectors that were of increasing interest in the national domestic market and in the export landscape.

What did the programme offer?

Counselled by international and national experts specialised in the sector, interested firms developed export development
plans, and CEPEX met 50% of the costs of implementing approved plans, in addition to offering technical assistance during
the phases of its implementation. The cost-sharing mechanism was designed to obtain a stronger pool of applicants, leading
to a better selection of prospective exporters than with a pure grant. Moreover, FAMEX tried to remain more flexible than
programmes directly providing support services (training, etc.), so that the support would be customised to the specific
services product, targeted market, and business strategy that was most appropriate for each firm. Essentially, FAMEX co-
financed any need or action identified in the plan that would allow the enterprise to enter international markets with the best
chances of success. The actions finances typically included assistance with web-based technologies and e-commerce,
customisation of products to foreign clients, and the invitation of buyers to meet services providers.

Another initiative that the programme first launched in 2004 was the organisation of an International Exhibition of Exporting
Services (SISE). The SISE convened over four hundred visitors from over 30 countries, of which 21 were African countries.
Certain projects were made concrete, such as the signing of a cooperation agreement between schools of medicine and
hospitals of Tunis and several African countries; the creation of the Maghreb Consortiums of Computer Enterprises; and the
signing of a number of infrastructural contracts, including realisation of roads, hydro-agricultural fitting, and energy projects in
West Africa. This has been the start of a drive to continue exporting business and professional services in a south-South
context.

What were the eligibility criteria?

In order to benefit from FAMEX, a firm had to be in operation for two years, have an exportable product, and have a turnover
of over of USD 140 000. For services, where firms tended to be younger and smaller, this criteria was adapted to be one year
of operation and a turnover of USD 70 000. There was a Piloting Committee that assessed whether firms that did not meet the
general rules for eligibility rules still presented the strong potential for international development. These cases were mostly in
services sectors, that where many enterprises did not meet the standard criteria and yet were considered to have strong
export potential. For manufacturing, the general rules were generally adhered to.
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The success of the programme in attracting services SMEs was also fruit of a strong campaign on the part of FAMEX team,
as well as of a marketing and communication firm that was hired to provide direct mailings to services enterprises. There were
regular workshops and meetings with enterprises in business and professional services sectors to raise awareness about the
opportunities for expanding their activities to new foreign markets. Complementing these, one-to-one meetings were
organised at the headquarters of the enterprise to discuss possibiliies and potential benefits. The objective of this
sensitisation campaigns was not just to raise awareness of the public support measures available within FAMEX, but also to
instil a culture of exporting services, particularly to non-traditional markets in Africa.

Working with very small services firms entailed considerable counselling. Since the number of employees was so low, there
were not staff devoted to developing export strategies and the owners were reticent to engage. Hence, the average timeframe
to develop the plans with small services firms was relatively long, ranging from 18 to 24 months. These firms required
substantial technical assistance to define their objectives, formulate their needs, prepare their specifications and follow
through the execution of programmes. Most programmes required modifications in mid-course to the plans and rarely used
more than 70% of the funding that was allotted to them.

What were the outcomes?

Despite the difficulties in engaging services SMEs, participating services suppliers demonstrated tangible results, obtaining
export contracts that far surpassed their subsidy—for many enterprises, by ten-fold. A rigorous empirical evaluation of FAMEX
Il conducted by the World Bank shows that it has been effective in promoting the exports of services SMEs. Concretely, the
evaluation finds that the export growth rate is approximately 38.9% higher for SMEs treated under FAMEX Il than for the
control group not receiving any support. The programme not only led to more exports, but also had an impact on the
extensive margin of trade, leading to growth in the number of new export products as well as in the number of new export
markets. In the long run, the effects on the extensive margin appear to be more important than those in the intensive margin.

Interestingly, the programme had disproportionately higher effects on services firms and on first-time exporters. One of the
successes of FAMEX was to be able to support SMEs that had no previous experience in international or even domestic
markets prior to enrolling in the programme. In effects, subsidies were provided to business start-ups in services oriented
towards the export market. Hence, many services SMEs were “born global” and remained exclusively oriented towards
international markets. As Figure 7 shows, currently 41% of SMEs exporting business services in Tunisia are classified as
“total exporters” (“totalement exportatrices”), that is to say, they destine a 100% of their sales to businesses established in
overseas markets.

Figure 7. Born global services SMEs in Tunisia, 201 2
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Source: Based on data from Tunisia’'s Agence de Promotion de I'Industrie et de I'lnnovation (www.ins.nat.tn). Consultations and
interviews were conducted with managers of FAMEX and staff at the World Bank involved in this programme.
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B.  Eligibility criteria: Definition and internationalisation strategy of services SME

A point of departure for a differentiated approachhe design of pro-active policies for
SMEs has started with adjusting the definition ME3 used for manufacturing to the firm
profile of the services sector. As it is widely nokledged, there is no universal definition for
SMEs, and countries vary considerably in the nafiocriteria and thresholds used to
determine the size-breakdown of enterprises, depgruh the size of the market, the average
enterprise size, and the level do development.rit&ia criterion used to measure firm size is
often number of employees, although other metrics @so used, such as values of
sales/turnover, value added, value of assets, ged ealue of exports. Regardless of the
definition used, however, the breakdown used irheamuntry has generally been applied
uniformly to all sectors of the economy, withounsilering differences in the size profile of
firms across sectors.

In some countries, national statistical offices aotther government agencies have
recognised that the size profile of firms in thevgees sector differs markedly from that of
manufacturing. As a result, the definition for SMizsed on the population of enterprises in
manufacturing does not fit well with the distribani of firm size in the services sector. In
effect, services SMEs tend to be much smaller thanufacturing SMEs. As Figure 8 shows,
the average SME in the manufacturing sector isriakty larger than the average SME in
services. The headcount of a “medium-sized” firmmiost definitions generally corresponds
to a relatively large firm in services, if totariwver level is considered.

Figure 8. Services SMEs are smaller than manufactur  ing SMEs
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The definition used to categorise SMEs has repsians in the design and application of
policies for internationalisation. A common problé@msome export promotion programmes is
that eligibility hinges on a minimum firm size—ohet premise that scale is required to
profitably export--which are difficult to achieverf a services provider. Hence, very small
services providers are often cut off from expodrpotion programmes that set a lower limit
for eligibility. On the other hand, the upper lirffdr being categorised as SMEs is too high for
services firms, so that in practice over 99% of gbpulation of firms in services sectors are
SMEs. The outcome is that some programmes for Sivi&s be directed to relatively larger
services firms that are already exporting or wdwdgte already exported without the need of
public programmes. In contrast, SMEs that mighumegthese programmes due to the human,
financial and resource constraints associated waitlll size are not receiving the support
because they are dismissed as micro- or very senédirprises. Yet, the structure of many
services sectors is characterised by very smatkfitompeting with each other.
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Several countries have tried to address this byimgak differentiation between size
definitions for goods and services SMEs. Table urveys the headcount definition of SMEs
in a selection of countries, and points to thosgesan which the definition by number of
employees has been adapted for services Althougie sountries use other defining factors
alongside the headcount, the number of employeetheismost widespread and generic
criterion —and one that does not vary by econonor. iRstance, Industry Canada has a
different definition for “small firm” depending owhether it is a goods-producing firm or a
services producing firm, although micro and medsired firms have the same thresholds.
Brazil has a differential threshold for each of flm size categories: in effect, only firms up
to 80 employees are considered SMEs in commercsamnites, whereas firms of up to 200
employees qualify as SMEs in the manufacturingosedapan considers SMEs all firms up to
300 employees in the cases of manufacturing cariginy transportation; in contrast, for
services industries (including wholesale trade) ¢beresponding thresholds are up to 100
persons (50 for retail trade).

Table 17. Definition of SMEs for manufacturing and services, selected countries

Country SMEs Manufacturing SMEs Services

or organisation Micro Small Medium Micro Small Medium
Australia - 1-19 20-199 - - -
Brazil 1-10 11-40 41-200 1-5 6-30 31-80
Canada 1-4 5-100 101-499 1-4 5-49 50-499
Chile 1-9 10-49 50-199 -- -- --
Costa -Rica 1-16 17-58 59-166 1-5 6-17 18-50
EU 1-9 10-49 50-249 - - -
Hong-Kong 1-9 10-100 10-100 1-9 10-50 10-50
Korea 1-9 10-49 50-299 1-4 5-9 10-50/100/200
Malaysia 1-4 5-50 51-150 1-4 5-19 20-50
Mexico 1-10 11-50 51-250 1-10 11-30/50 51-100
OECD 1-9 10-49 50-249 -- --

Source: Collected from national sources of information.

In the case of the United States, the definitiomegaacross sector of the economy, in order
to reflect industrial differences. In effect, then&8l Business Administration (SBA) has a
different “size standard”, for all for-profit indurges. Size standards represent the largest size
that a business (including its subsidiaries anifiatis) may be to remain classified as a small
business concern. Size standards usually are aimeafsa business's number of employees or
its average annual receipts. Based on those eritdre SBA has established the following
common standards for a small business, dependingitorNorth American Industry
Classification System (NAICS) code: 500 employees rhost manufacturing and mining
industries, and USD 7 million in average annualeigts for most non-manufacturing
industries. There are many exceptions, but thesetla primary size standards for most
industries.

Another aspect of the eligibility criteria that sencountries have adapted to services
SMEs regards the experience and maturity of therprnise. In manufacturing, there has
traditionally been a notion that internationalisattakes place in incremental stages, whereby
a firm starts producing for the local market anddgrally becomes involved in exports and
other international operations (see, for exampknriidou and Katsikeas, 1996). Underlying
such ‘staged’ internationalisation models is thsuagption that firms need to be well
established in the local market before they cary thee ready to internationalise their
activities. As a result, many public programmes m@delled after these strategies, which
examine the sales record of the firm in the dornestarket as a basis for assessing their
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preparedness for exporting. Such programmes typioaduire a minimum level of domestic
sales, or even prior exporting experience, as phathe eligibility criteria to participate in
trade-related programmes.

One of the challenges of pro-active policies icdémsider supporting the needs of firms
that are younger and less experienced, includiogetlthat have not yet secured a foothold in
the domestic market. Services firms tend to be/éanger than manufacturing firms, am also
embark on internationalisation at a relatively yathge of their operations. In fact, services
SMEs that successfully internationalise often dowsthout experiencing a long probation
period in the domestic market. The applicability“sfaged internationalisation” in services
has been widely called into question (see, for gtanBell et al., 2004; Knight 1999; Chaee
and Mattsson, 1998). In knowledge-intensive sesyjicgany SMEs are “born global” - that is,
their first operation is a cross-border transactidnis trend can be ascribed to the advances in
ICT, the increasing role of niche markets, andgtenth of global networks, which allows a
services provider to sell its product to a foretdjlent without transportation costs (Bell et al.,
2004). These global start-ups in services geneiailplve substantial value-added, and it
would be useful for programmes to consider eligibitriteria that are adapted to these non-
traditional internationalisation patterns.

C. Effectiveinstrumentsfor services SMEs. Evidence from EU survey

A recent survey conducted by the European UnioBNtEs in 2009-2010 allows us to
explore the relative effectiveness of differenttinsients of public support. As a first
observation, the survey reveals that even amoregnational active SMEs there is a low
awareness of export promotion programmes, partigulamong those SMEs in services
sectors. Respondents were asked whether they ware af any public support programmes
for internationalisation that could be used by ¢néerprise. About 75% of SMEs surveyed in
manufacturing were not aware of any such programmbge for services-based SMEs the
extent of unawareness was even more pronouncegingafrom 83% (for business services)
to 90% (for personal services) of SMEs. Hence vis# majority of exporting services SMEs
are not aware of public programmes to facilitatb@p expand their international operations.

Among those exporting SMEs that had utilised suppoogrammes, a separate survey
was undertaken to assess the perceived efficacthexfe instruments in helping SMEs
internationalise their operation$A total of 512 SMEs interviews from 19 EU Membeatss
were conducted in 2010 to evaluate the effectivenéd 3 support measures utilised by SMEs
in their internationalisation strategi€sErom the pool of respondents, 225 SMEs (44% of the

16.  For further information on the full survey, séee Enterprise and Industry website of the Europea
Commissionhttp://ec.europa.eu/enterprise/policies/sme/market-
access/internationalisation/index_en.hirhe large scale random survey covered SMEs irvethber
States that had international operations, and cisegbiover six thousand observations (N=6649). The
results reported in this section have been gerteriiten a sub-set of the broader survey, which
consisted of more in-depth interviews to export8igEs that had benefitted from internationalisation
support measures, in order to assess the percenmatt of such instruments on SMEs international
business performance. SMEs were identified by sdpprganisations in Europe and then contacted,
resulting in 512 completed interviews among SMErsisgf various support measures. The survey
consisted of in-depth telephonic interviews carmed by the EC jointly with EIM Business & Policy
Research. For more information, see EIM Busine$®Bcy Research, 2011a.

18. The 13 non-financial support instruments suedeiyn the questionnaire (Q19) are: staff trainimagge
missions; adequate information on rules and reigust adequate information on market opportunities;
assistance with identifying potential foreign besis partners; arranging series of one-to-one ng=etin
with potential foreign business partners; asstgdor exhibiting in international trade fairs; stsnce
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total) operate in manufacturing industries, whilg7 2SMEs supply services as the main
activity of the enterpris®.In terms of size profile, 33% of SMEs were micraegprises, 40%
were small enterprises, and 26% were medium-sizadrgrises. Although the support
instruments surveyed were generic —that is, offéoedll SMEs—an analysis of the specific
responses from the services SMEs yields some itssihthe types of measures that appear to
be more relevant to their needs.

Use of non-financial instruments

Table 18 displays the top five measures that sesV&MESs reportedly use most frequently
used (i.e. “very much” used), as well as the fiveasures that SMEs appear to use the least
(i.e. “not at all” used). Across all the servicesct®rs surveyed, two inter-related support
measures reportedly emerge as the most used kigeseproviders seeking to internationalise
their activities: business cooperation and netwaykion the one hand, and assistance with
identifying potential foreign business partners tio@ other. This highlights the importance of
networks for gaining access into new markets, i Ipacause consumers often select services
providers on the basis of referrals. Indeed, refertend to be much more important for
services than for goods. Small services suppliere Himited networks abroad that do not
facilitate referrals to foreign customers.

Furthermore, market development constraints maégficult for them to directly identify
potential customers abroad. Accordingly, amongdtiesr top five measures rated as “very
much” used by small services suppliers there adetmmissions, adequate information on
market opportunities, and arranging one-to-one mgetwith foreign business partners.
Finally, SMEs operating in distribution services—eMdsale and retail activities-——highlighted
the importance of having adequate information oaifm rules and regulations.

At the other end of the spectrum, SMEs surveyecvatso asked to indicate which kinds
of measures were “not at all” used. Across all $ypé services, the support measures that
SMEs seemed to use the least related to suppdrtterbporary office facilities in foreign
markets. This appears to be consistent with firglitigit services SMEs do not utilise market
presence (via FDI or other establishment) as adk@nnel for internationalisation (Persin,
2010). Moreover, it is pertinent to note that aasise on technical standards is rarely used by
services SMEs, which may reflect that these kirfggrogrammes—generally addressing TBT
and SPS issues—are not as relevant for servicesla8y, intellectual property assistance is
not widely used among a large sample of small sesvproviders, which may reflect that

18.

in dealing with national technical standards; dasie in dealing with Intellectual Property Rights
(IPR); business cooperation and networking; busines professional advice (e.g. from lawyers,
accountants, fiscal experts); temporary office lfiég@$ in foreign country and auxiliary services in
foreign country (e.g. secretarial support, intetgien, guides, etc.). The five financial support
measures surveyed in the questionnaire (Q20) areditc guarantee schemes (insurance) for
international activity; tax incentives for interiatal activity; subsidies and grants for internasb
activity; loans for international activity; and egufor international activity. It should be notéeht not

all of the identified organisations providing suppprogrammes to SMEs in EU Member States offer
all of these instruments, so that these measuresnar uniformly represented across the existing
programmes identified. Moreover, some organisatgmmbine more than one instrument into a support
measure, so that it is difficult to draw conclusiamn the effectiveness of individual instrumentsr F
more details on the organisations identified anel shpport instruments offered by them, see EIM
Business & Policy Research, 2011a.

The services sectors considered cover bussgsges, construction, transport, repair motorialeh,
wholesale and retail trade, and other services.
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certain IPR instruments used for goods are notyeapplicable in the case of some services
products (Riddle, 2006).

Table 18. Use of non-financial instruments by subse

ctor of services SMEs

Business Services

Distribution

Transport

Construction

Top five measures most frequently

used by services SMEs

Assistance with identifying
potential foreign business partners
(32%)

Assistance for exhibiting in
international trade fairs (31%)
Business cooperation and
networking (29%)

Trade missions (29%)
Arranging series of one-to-one

meetings with potential foreign
business partners (28%)

Assistance with identifying potential
foreign business partners (29%)

Assistance for exhibiting in
international trade fairs (27%)

Trade missions (27%)

Adequate information on market
opportunities (25%)

Business cooperation and networking
(19%)

Adequate information on market
opportunities (36%)

Business cooperation and
networking (36%)

Trade missions (36%)

Arranging series of one-to-one
meetings with potential foreign
business partners (32%)
Assistance with identifying
potential foreign business
partners (28%)

Arranging series of one-to-one
meetings with potential foreign
business partners (38%)
Business cooperation and
networking (38%)

Trade missions (35%)

Assistance with identifying
potential foreign business
partners (31%)

Assistance for exhibiting in
international trade fairs (31%)

Top five measures least frequently used by

services SMEs

Temporary office facilities (79%)

Assistance in dealing with
Intellectual Property Rights (IPR)
(68%)

Assistance in dealing with national
technical standards (65%)

Aucxiliary services in foreign
countries (e.g. secretarial support,
interpretation, guides, etc.) (64%)

Staff training (63%)

Temporary office facilities (69%)

Aucxiliary services in foreign countries
(e.g. secretarial support,
interpretation, guides, etc.) (60%)

Staff training (58%)

Assistance in dealing with Intellectual
Property Rights (IPR) (57%)

Assistance in dealing with national
technical standards (56%)

Assistance in dealing with
Intellectual Property Rights
(IPR) (72%)

Temporary office facilities (68%)

Staff training (64%)

Assistance in dealing with
national technical standards
(64%)

Business or professional advice
(e.g. from lawyers, accountants,
fiscal experts) (64%)

Temporary office facilities
(69%)

Assistance in dealing with
national technical standards
(65%)

Assistance in dealing with
Intellectual Property Rights
(IPR) (62%)

Staff training (62%)

Auxiliary services in foreign
countries (e.g. secretarial
support, interpretation, guides,
etc.) (58%)

Source: Q19, Survey among SMEs using national support instruments for internationalisation in various EU Member States
(August-December 2010), EIM & EU (EU=27, N=512).

Finally, and most remarkably, many services SMEs$ bt appear to make use of
available staff training opportunities. Althouglistiesult may be surprising at first, given that
human capital is important for services, it mayeef that the generic training programmes
that are typically offered may not be sufficienthilored to the needs of SMEs exporting
services, and that more specialized training mayrdzplired in order to respond to the
internationalisation strategies of services prordnd the challenges they confront in foreign
markets.

Other measures that internationalised services Shlve made use of emerge from the
open-ended questions allowing respondents to esgecific support measures that have
supported their international operations. For SMkgorting business services, the types of
programmes cited are aimed at helping firms gaposure and establish the first contact with
a client abroad: “making contact with the [foreigtllent community,” “handshakes with
potential customers and with the government,” “oos#r acquisition,” “connecting with
potential clients,” “networking in general,” “stadboperation bonds with other countries,
“marketing,” “brand awareness abroad,” “visibility,‘international fairs,” “exploring
markets.” In construction services, surveyed SMBmipto support measures that have
facilitated the acquisition of engineering servjoeartification procedures, durability studies,
as well as assistance with environmental issuesdistribution, SMEs have benefitted from
support with logistical services, information orrdign distribution systems, and assistance
with foreign legislation.

”ow
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Use of financial instruments

One of the striking elements is the relatively égfuent use of financial support measures
on the part of services SMEs. Table 19 displayspitreentage of services SMEs reporting
that specific financial instruments were “not dt aled or “very much” used. To take the
example of business services, over 80% of SMEkensector indicated that credit guarantee
schemes (insurance), equity, loans, and tax ingstare “not at all” used for ongoing
international business abroad or for preparingtéot dusinesses abroad. This may in part
reflect shortages in the supply side, since novfalhe agencies provided such support. It may
also be explained by the relatively lower capitatianulation required for some services
operations, including business services, which db entail huge amounts of financial
resources to start or maintain export operatioimally, a lower use of financial instruments
may be due to the fact that small services suppfied it harder to demonstrate their credit
worthiness due to lack of hard assets for colligera

By contrast, the single financial support meastwat is more widely used pertains to
subsidies and grants for international activity,ickhhalf of the SMEs exporting business
services used , and one in every five internatisedl SMEs used “very much.” This is
consistent with some of the qualitative answers,ciwvhhighlight the use of support
programmes contributing to travel and hotel costsvisit potential clients. Since many
business services are delivered on-site via thepdesmy movement of the supplier to the
foreign market, having the cash flow to meet théssel expenses is critical to the
internationalisation of their services. This tettdse consistent with the needs identified in
interviews to French services SMEs (Box 2), wheMES highlighted the importance of
grants and consumer loans that can cover trawasitaforeign clients.

Table 19. Use of financial instruments by services SMEs

Financial instrument Response Business Distribution Transport ~ Construction

Credit guarantee (insurance) schemes Not at all 84% 61% 68% 65%
for international activity Very much 0% 16% 4% 4%
Tax incentives for international activity Not at all 80% 73% 64% 65%
Very much 1% 0% 0% 0%

Subsidies and grants for international Not at all 51% 47% 40% 23%
activity Very much 21% 10% 8% 4%
Loans for international activity Not at all 83% 71% 60% 69%
Very much 1% 0% 0% 4%

Equity for international activity, Not at all 85% 71% 60% 73%
e.g. venture capital Very much 2% 3% 0% 4%

Source: Q20, Survey among SMEs using national support instruments for internationalisation in various EU Member States
(August-December, 2010), EIM & EU (EU=27, N=512).

Use of e-trade instruments by services SMEs

Another instrument that can greatly facilitate thiernationalisation of services SMEs is
the use of internet and web-based technologiescéjehis useful to consider the role that
e-trade can play as a key mode of cross-bordevestgli Services delivery over the internet
eliminates many barriers related to distance, dialva face-to-face contact with foreign
clients in those services where close interactiith the customer is required.
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The results of the EU large scale random surveyngnternationalised SMEs reveal that
most services SMEs have a website for their ecomooperations: over 70% of
micro-enterprises, 80% of small-size, and 90% oflimma-sized enterprises report having
developed a website for their business. The adopifowebsites is higher among SMESs in
computer, research and development, financial eesyiand business services. Among these
knowledge-intensive services, the adoption of webds more widespread than among SMEs
in manufacturing. On the other hand, SMEs in camsin, transport and distribution services
have a relatively lower use of business websitesany case, the high rates overall suggest
that website development is not a binding condtrain

Notwithstanding the fact that most services SMEsehdeveloped business websites,
when asked about the specific use they make of wetdsite, it appears that the adoption of
e-commerce practices has is relatively limited agnemveyed SMEs. As Figure 9 shows, the
vast majority of services SMEs use their websitelgdor marketing purposes: that is, to
provide information about their enterprise (ovePojpor at most, about the services offered
by the enterprise (over 50%). Less than 20% ofisesvSMESs indicate that orders can be
made on-line though the website, and less thanth@¥the whole transaction can be done on-
line. Hence, the results suggest that the adopifoerbusiness practices is still a relatively
unexploited territory among small services supplier

Policy discussions regarding e-trade and e-commareeof critical relevance to small
services exporters. The survey results highligat éicommerce could be more fully exploited
by services providers, and government programmesSkEs could usefully stimulate the
adoption of web-based technologies and digitalsations to help small services providers
conduct their businesses.

D. Capturing modal and market choices of services SMEs

Data on services SMEs is notoriously scarce. Onéhefmost valuable initiatives that
countries can undertake to nurture the design ti€ips for small services providers is to
generate information on services trade by comparg: $Vhile there have been many new
sources of micro-level data on services trade gee@rover the last years, many have
excluded very small firms from their surveys or negistered information on firm size. As a
result, the international activities of very smsdlrvices providers have gone unrecorded in
available statistics. Although there has traditipndeen a presumption that small-sized
services firms did not participate in trade, recgtdies are showing that their foreign-based
turn-over is higher than previously thought. In gosectors, even one and two-person firms
seem to be able to generate substantial foreighagxye earnings. Hence, it is useful to bring
the international operations of services SMEs unkleradar of national statistics and policy
discussions on trade.

Table 20 compiles information on some of the mosgpessive efforts that countries have
undertaken to generate services trade data aeveéslof the firm. Several good practices are
worth noting:

— Sub-sectoral differentiationSome countries (Australia, Holland, United Kingdamd
Costa Rica) have applied differentiated questiasafor different services activities,
making the information collected more relevanthattsub-sector. Many other countries
(e.g. New Zealand) include sector-specific questifor each type of service. This will
provide a deeper understanding of how trade talee® fin each sub-sector
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Box 2. Services-oriented approaches: Evidence from survey of French SMEs

A deeper understanding of internationalisation strategies of SMEs can be gleaned from more detailed interviews to
small services providers that represent successful export cases. The section below draws on semi-structured, detailed
qualitative interviews conducted by ESCP-Université Paris 1 to French SMEs in 2011-2012. A total of 87 exporting
SMEs were interviewed, 44 in services and 43 in manufacturing. All SMEs had considerable experience exporting to
various foreign markets, and expressed interest in expanding operations to Latin American markets, such as Brazil and
Mexico. All SMEs exported via cross-border channels, while about half of the firms had also established offices in
foreign markets. Drawing on this survey data, the section below reports on the exporting trends and experiences of
interviewed SMEs in knowledge-intensive sectors, namely business services, ICT, consulting and professional services.
It should be noted that, given the specificities of this sample — that is, SMEs that are already successfully exporting to
several markets, are concentrated in knowledge-intensive sectors, and are interested in expanding to Latin America
markets—the results may not be representative of all internationalised French SMEs.

What were the motivations for internationalisation?

The main motivation for small services providers to explore new opportunities in foreign markets was reportedly that the
French market was perceived to be saturated as there was too much competition from domestic providers. Hence,
SMEs were looking to increase their sales through new niche markets and demand from overseas, particularly in
booming emerging markets. Moreover, SMEs providing services to large enterprises internationalised their activities
when large French corporations relocated their operations abroad: this prompted SMEs to follow them in order to
continue supplying business services to large French multi-nationals established in the foreign market. In addition,
some SMEs reported that establishing a subsidiary in an emerging market would significantly reduce operation costs.

In other cases, the decisions to export were less strategic, and were driven largely by personal contacts and
circumstances. In the case of SMEs with CEOs that had a more international background, it was generally a personal
contact or affiliation with a country or culture that prompted them to explore business opportunities abroad. Other SMEs
reported that the internationalisation decision was a “stroke of good fortune,” generally beginning through a foreign
customer that referred other businesses in his home market to the services of the French SME and created new
contracts with other clients in that market. Many SMEs acknowledged a large “word of mouth” factor, whereby one
foreign client subsequently facilitated new business opportunities in that foreign market.

How long did it take to break into foreign markets?

One of the characteristics displayed by most of the services SMEs interviewed is that they embarked on international
activities at a relatively earlier age. In particular, services-based SMEs interviewed on average started exporting on
their third year, while manufacturing

90% - Flgure 11. Number of years to internationalise SMESs one average had their first export
experience after 16 years. Overall, 80%
80% - [ Services SMEs of internationalised SMEs in the
70% - B Manufacturing SMEs services sector started exporting within
60% - 5 years in operation, whereas only 50%
o of manufacturing SMEs established an
50% - export transaction within this period of
40% - time. In contrast, over 30% of SMEs in
30% - the manufacturing sector
o internationalised their activities after 15
20% - years of experience in the domestic
10% - _. market, whereas only 2% of services
0% : : SMEs had their “export take-off” after
Oto 5 years 6 to 15 years Above 15 years 15 years.
Hence, internationalisation of

interviewed services SMEs occurred at
a relatively early stage. In fact, more than two thirds of services SMEs (66%) interviewed were “born global,” that is,
they provided services to customers overseas since the inception of their operations. By contrast, only one in four
SMEs in manufacturing (25%) were born as internationalised companies. The pattern suggests that services do not go
through the incremental, “staged internationalisation” that manufacturing models posit. Whereas the SMEs interviewed
generally produced for the domestic market for a period of time before they gradually internationalised, services SMEs
often internationalised while they were relatively young and inexperienced in the domestic market.

continued
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Box. 2 Services-oriented approaches: Evidence from survey of French SMEs ( cont.)

Figure 12. Firm's age and year of Internationalisat  ion, services and manufacturing SMEs
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What are the key barriers faced by exporting SMEs?

Interviewed SMEs were asked to rate and comment on a set of barriers to internationalisation. The results for SMEs in
services and manufacturing are displayed below, where a score of 1.0 denotes a “very low impact,” on international
operations, while 5.0 reflects a barrier that had an “extremely high impact” impact in increasing the costs or otherwise
hindering their operations abroad.

For small services providers, the main hurdles that affect their international activities are the administrative barriers that
they confront abroad, such as difficult paper-work and bureaucratic procedures. Again, since SMEs have a very low
number of employees, they considered these procedures to be overly time-consuming and to generate a high
opportunity cost on the tome of highly qualified staff. This emerges as being a more significant hurdle for SMEs in
services than in manufacturing, arguably since the former need to deal with more behind-the-border administrative
matters. Apart from inefficient administrative procedures, SMEs also complained about corruption, which taxes their
activities in foreign markets.

The second set of impediments that emerged from the interviews related to the resources constraints of services SMEs
due to the small number of employees. Hence, CEOs highlighted that they do not engage in export operations because
of “lack of time,” and “lack of qualified personnel” that they are able to identify abroad. Moreover, interviewed SMEs
noted the lack of public support programmes available to them to support the development of their export strategies.
Only one services SME reported having benefitted from international missions organised by a French public
organisation (UBIFRANCE), which led to new market opportunities overseas. Other SMEs indicated that more
programmes would be helpful to help them establish new contacts in foreign markets.

Lack of capital was also perceived as an important constraint, although this was more so for those SMEs that were
pursuing a strategy of opening subsidiaries abroad. In effect, one of the revelations from the survey is that very small
firms in services were pursuing market presence abroad (mode 3). For those SMEs trading primarily via mode 1 and 4,
the financial constraints were different, as their needs related more to obtaining fast, short-term credits to meet
operating costs (e.g. travel costs to visit a foreign customer), rather than long-term credits to finance physical capital
assets.

Furthermore, cultural distance was considered to be a key factor in the export market choices. Many of the French
SMEs interviewed reported that one of the reasons for internationalising in Latin America rather than in other emerging,
fast-growth economies is that there is greater cultural affinity than with Asian countries. Interestingly, language barriers
were not rated as key constraints: one of the reasons for this could be that most of the CEOs were highly qualified staff
and spoke several languages fluently.

Finally, most SMEs did not consider geographical distance an impactful obstacle. Interviewed SMEs indicated that
distance to overseas markets was largely palliated by the internet and new technologies, through which they
maintained regular face-to-face contact with their foreign clients. The most important impediment in this regard related
to the differences in time zone which made it more difficult to do business. As one CEO said, “the only issue with
geographical distance is the time differences.”

Continued
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Box. 2 Services-oriented approaches: Evidence from survey of French SMEs ( cont.)

Figure 13. Barriers affecting SMEs international op  erations
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How do services SMEs establish credibility abroad?

One of the problems that emerges from the survey is the difficulties of services SMEs to establish credentials. Most
SMEs expressed the difficulties in developing reputation in a new market. While 65% of surveyed SMEs in
manufacturing hold a certification (ISO-9000 or other international stands), only 1 in 4 services SMEs holds an I1SO or
other international standard. Most interviewed SMEs considered that ISO are not adapted to small services suppliers.

In the absence of certification, SMEs report that hiring highly qualified staff (i.e. CEOs from top business schools) has
been the best means to provide a signalling device and establish credibility abroad. Another way in which small
services suppliers circumvented this problem is working with local partners who have an established reputation or
subcontracting a company that already enjoys credibility in the foreign market.

Figure 14. Percentage of SMEs holding certification
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Lol Do not have

5 any
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Source: All figures are compiled from the survey data of ESCP- Université Paris 1. Qualitative information was extracted from
the recording of the interviews undertaken by ESCP- CERALE and the Chaire des Amériques in Université Paris 1.
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— Modes of supplyA few recent surveys (New Zealand, Colombia) hsteeted to collect
information on the modes of international delivewyithin each modes of supply, they
also survey different modalities to get a bettectype of how trade takes place
(i.,e. mode 1 via mail, e-mail, internet, phone, T¥tc.). This generates valuable
information on trade via mode 2 and 4, which arerafiected in services and investment
data. It also captures “invisible trade’ that tak@lace via e-commerce (EU SMEs
survey).

— Firm size without cut-offA few surveys were found that collected informattnfirm
size, and did not exclude firms below a minimunediazreshold in terms of number of
employees. This is notably the case of Brazil, Whapplies a full survey to micro and
small services firms. In the case of Holland, extiaa information is collected on large
firms, and a less comprehensive questionnairegbegbto SMEs. As noted above, this is
an important development for SMEs policy, giventtlother available surveys on
international services trade only collect inforroatfrom the largest firms.

- Internationalisation channel:The most comprehensive surveys do not only collect
information on export, but also imports and foreijrect investment. Moreover, some
surveys collect information on other forms of int&ionalisation, including whether the
firm is involved in technological cooperation witghforeign enterprise, whether it is a
sub-contractor to a foreign partner, and whethéag foreign sub-contractors. As noted
earlier, small services firms deploy many indirebannels for internationalisation, so
gathering information on “non-traditional” forms ioitegration is relevant for SMEs.

— Market destination Some surveys provide the level of exports to dackign market
destination, as well as the country source of thports. Furthermore, some surveys
provide regional disaggregation of the locatiorthaf firm, so that it is possible to see the
effects of geographical proximity and conglomenat{Brance).

A number of other efforts are making importantdgts in compiling information by sector
and mode of supply. For instance, Australia (Adistnalnternational Legal Services Advisory
Council) has developed a survey on the internatisapply of legal services, by the four
modes of supply. In a similar vein, India (ReseBank of India) conducts a survey on trade
in computer and information services, with quesionvering mode 1, 2 and 4, as well as
services delivered by affiliates. Another valuabféort is being undertaken by Hong-Kong,
China which is developing an annual survey thataios questions on the share of mode 4 for
a broad range of services, inter alia capturingvttiee of receipts that are charged for sending
national services providers to foreign marketsalyn Malaysia (Department of Statistics of
Malaysia) has incorporated detailed questions odendbin its trade in services survey.
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Table 20. National firm-level surveys on internatio

nal trade in services

Survey name and characteristics

Country/
Region (year)

Australia

Brazil

Canada

Colombia

EU

France

Holland

New Zealand

Spain

United Kingdom

Name of survey
(Institution)

Survey of International
Trade in Services
(Australian Bureau of
Statistics)

Central Bank and
National Statistics Office
Survey of International
Trade in Commercial
Services (StatCan)
Trimestral Survey of
International Trade in
Services (National
Statistics Office -DANE)

Internationalisation of
European SMEs

Complementary Survey
on International Trade in
Services (Central Bank)

Survey of International
Trade in Services (CBS)

Census of international
Trade in Services and
Royalties (Statistics New
Zealand)

Survey on Inteational
Trade in Services
(National Statistics
Institute)

International Trade in
Services Survey (Office
for National Statistics)

Collection frequency
(first year)

Quarterly (1998)

(2001)

Trimestral (1990)

Trimestral (expected
2013)

9480 firms (One-time)

Monthly
Annual (2009)

Trimestral (2003)

Annual (2011)

Trimestral (2005)

Trimestral Annual
(1996)

Coverage

All services under EBOPs

All services

32 categories of services

6 categories of services

Goods & services

44 categories of services

All services except tourism,
finance, insurance, govtm. and
merchanting

All services (BoP); excludes
tourism

All services under the rubric
other services in BOP; excludes
tourism

All services except financial,
transport, tourism, legal,
education (tertiary), and
governmental.

Type of Information collected

By type of trade

flow

Exports
imports

Exports

Exports
Imports

Export
Import

FDI

Other

Export
Imports
Intra-industry

Exports Imports

Exports
Imports

Exports
Imports

Exports
Imports

By mode of supply

No distinction by mode

No distinction by mode

No distinction by mode
Mode 1
Mode 2
Mode 3
Mode 4
Mode 1
Mode 3

No distinction by mode

No distinction by mode

Mode 1
Mode 2
Mode 4

No distinction by mode

No distinction by mode

By destination markets

By foreign country

By foreign country

By foreign country

By foreign country

Intra EU27
Extra-EU27
Selected countries

By foreign country

By foreign country

By foreign countries

By foreign country

By foreign country

By Size of firm

Not available by firm size

Yes, including SMEs

Yes, including SMEs

Not available by firm size

Yes, including SMEs

Not available by firm size

Yes, including SMEs

Not available by firm size

Not available by firm size

Not available by firm size
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VII.

Conclusions: Evidence from firm-level data ard policy relevance

The last decades are dominated by two economiclafwents, namely the growing
economic importance of services and the ongoingniemtation of production processes. The
growing structural shift towards services-based neotes suggests that countries’
entrepreneurial and export base has moved towardsen smaller profile of firm size. Indeed,
SMEs in services tend to be smaller than in manurfgxg. The second phenomenon of world-
wide specialisation has changed how economic #eivare organised and integrated on a
world scale. Arguably, the rise of global value inBaheralds fresh opportunities for SMEs to
participate in international trade, as smaller amate flexible firms may be more readily able to
supply one or more “tasks” of global value chairsher than the final product of a good or
service. In this context, understanding how SMEs iceiegrate into this new global market
place is of concern to policy-makers seeking tonmte the competitiveness of small firms.

This analysis has examined the behaviour of SMHEganhe, focusing on the underexplored
case of services. It has drawn on two micro-lexahdsources, the World Bank’s Enterprise
Surveys and Amadeus, to provide some early evidefdhe determinants of SMEs trade
performance. The first analysis compared SMEs tmfeaviour in manufacturing and services
through a large cross-section of (mainly) develgpoountries. The latter attempted a closer
inspection at SMEs in services at a more disaggeddavel, namely by looking at one OECD
country for which there is good data availabilitFrance — over a period of ten years. Both data
sources are complementary, allowing a broad coeevdgountries and sectors, as well as firm-,
industry- and business environment barriers thaticuence SMEs trade performance. Given
the differences in the coverage of sectors, coemitrand variables in each dataset, the
comparability of results is limited. Nevertheleg available results from each analysis provide
a number of considerations for policy-making.

Evidence from developing countries: profile of SNtEsianufacturing and services

Cross-country evidence from over one hundred deuadoeconomies reveals that SMEs are
less active in overseas markets. The share of mmmtdesmall firms that export in manufacturing
is twice as high as that of services, while for medsized firms exports of manufacturing are
four times higher than for services. In additioMES in services appear to be relatively more
reliant on indirect channels for exporting. Thisyngartly reflect that SMEs in services have
different forms of integration than through tragiital export channels.

The results from firm- and industry-level deternmiteaprovide some points of contrast
between SMEs in manufacturing and services. Fira isi clearly associated with higher shares
of exports in manufacturing, whereas the effectdiraf size remain ambiguous for services.
Foreign ownership is particularly influential onetlpropensity to export for small firms in
manufacturing, whereas this effect is uniform asrasn size in services. Similarly, the effects
of having ISO-9000 certification are larger and ensignificant in manufacturing SMEs than
for services, suggesting possible differences @ rttanner in which buyers judge quality in
services.

Do SMEs in manufacturing and services have diffet@nding constraints? Access to
finance looms as the largest and most significamstaint for firms’ capacity to export in
manufacturing, and its effects are particularlynpireent for the operations of small firms. By
contrast, access to finance does not appears tai@X@MEs export performance in services,
where they do not need to finance physical investmée.g. machinery) may be comparatively
lower than in manufacturing. Similarly, electricitya key constraint for manufacturing SMEs,
but not for services. This suggests that serviddgEsSmay rely more intensely on other types of
infrastructural inputs (e.g. electronic and digitéh light of these differences, further work may
the types of constraints that are more specifleMES in services.
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Evidence from France: profile of SMEs exportersaifiices

Results from France also confirm the view that $s®ivices firms are less likely to engage
in export activities. Conditional on exporting, hewer, smaller services firms tend to export
larger shares of the overall services. Consequerille exerts a positive influence in
determining the extensive margin of trade (how ménys trade), but display the inverse
relationship with respect to the intensive mardiow much they trade). Put differently, among
the firms that trade services, SMEs rely more agifm markets than larger firms. This implies
that trade restrictions affects more disproportielyaservices SMEs than large MNEs, who
have a higher share of their total sales destinetbtmestic markets.

The results suggest that SMEs in services havergémgosurvival rates. Indeed, export
decisions in services are estimated to be extrepeaisistent over ten years. That is to say, once
a services firm enters an export market, it corEio export to that market across time. From a
policy point of view, this suggests that exportrpation policies, where appropriate, should be
directed towards small firms which face difficuttien establishing the first export operation.
This stands in contrast to some programmes whichisfmn SMEs that require a previous
exporting experience as an eligibility criteria.

Does the geographical location of the SME influeitsdikelihood to trade? We find that
geographical proximity to a foreign market posityvaffects the SMEs export rates, although
there are differences in intensive and extensivegimeeffects. The results show that firms
located in Paris have a higher probability of exipgrto foreign markets. This suggests that
agglomeration economies may play a more importaletthan physical distance. For SMEs in
particular, the importance of clustering and neiiay with large firms may be an important
determinant in helping them become isolation. Mweep integration large global services
enterprises may facilitate avenues for internatisaton.

Finally, the results point to a strong degree oimflevel heterogeneity across services
activities. Overall, there is remarkable variatianthe export shares of SMEs across different
sub-sectors. Similarly, the impact of firm size igaracross sectors, being very important for
financial services, but not significant for the ighaf SMEs in travel. Finally, productivity is
important for some industries — namely for ICT gmdfessional services — but does not explain
differences in export performance across other icesv activities. It would seem that
incorporating sectoral heterogeneity into existpajicies might be desirable to address key
constraints for services SMEs

What kind of policies can address constraints fqragt-oriented services SMES?

Pro-active policies to support internationalisatiare costly, and countries instituting
support measures should target them carefully. fEseurce constraints of small-sized firms
may prevent them from exporting profitably. Thigupled with their low participation in
foreign markets, does raise the question of whdtiexe are potential unexploited opportunities
for trade expansion. For services SMEs, where ttves@bservations are more pronounced (i.e.
smaller size profile and lower trade participatigs-a-vis manufacturing SMEs), but where
there appears to be persistence with exports oogurthat question has, if anything, more
pertinence. According to our results, where thesgtruments are appropriate they should
notably address constraints in establishing tis¢ éxport relationship.

Some countries have adjusted the standard definiicGMESs to account for differences in
the size profile and other characteristics of s@wifirms. The smaller average age of services
SMEs, and the prevalence of ‘born global’ phenomegngome services, has also required
agencies to relax requirements on maturity of égpee in domestic and foreign markets. In
terms of specific instruments, evidence from andtld/ey suggests that the most useful forms
of support for SMEs across all services sectoedo business co-operation and networking
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programmes aimed at helping SMEs identify foreigatomers and business partners. The low
use of internet channels for e-commerce on thegbatrvices SMESs, as well as the difficulty in
obtaining certification credentials, may also pampotential areas of cooperation.
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ANNEX A.

ANALYSIS FROM WORLD BANK’S ENTERPRISE SURVEYS

A. Data and descriptive statistics

The World Bank'sEnterprise Surveyslataset includes survey information as recent
as 2010. This dataset currently has informationogar 100 000 firms from 115 mostly
developing and transition economies, includingia# Key Partner countries. The Enterprise
Surveys sample firms from official government si@ts offices, tax authorities or licensing
authorities in each country. In some cases, li@ohtained from Chamber of Commerce and
business associations or other non-governmentatssu

The sample is obtained using stratified random dagpvith replacement to generate a
sample representative of the whole non-agricultnog-governmental, economy. The surveys
are stratified according to three criteria.

1. Sector of activityfrom a population of industries including manutaiotg sector,
construction, services, transport storage, commatinits and computer and related
activities.

2. Firm size from a population including small firms (5-19 emytes), medium firms
(20-99 employees) and large firms (over 100 emms)e

3. Geographic locatiorselected based on centres of economic activityimvéach country.

The surveys cover both manufacturing and servictose (Annex Table A2). However,
the majority of firms covered, over 57%, are in m@acturing. The largest single sector is
wholesale and retail trade, which accounts for @386 of the firms in the sample

Annex Table A3 provides summary statistics for sample of firms. More than 90% of
the sample is made up of firms with fewer than 26{ployees, and almost 70% of the sample
have 50 or less employees. The average age isa46 with over 75% being in businesses are
over 10 years old. The majority (more than 70%3eafior managers have more than ten years
experience in their current sector. Fewer than 1€86rt some level of foreign ownership and
only 20% are 1SO 9000 certified.

1. The choice of a minimum of 5 employees wasrtutlthe survey to the formal sector. However, often
firms shrink over the survey period and thus 1.8%uw sample report less than 5 employees.
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Table Al. Country coverage in the 2006-2010 Enterpr

ise Surveys sample (bold = OECD member or key partn  er

country).
Afghanistan 2008 Chile 2006 Guinea 2006 Micronesia 2009  Slovak Republic 2009
Albania 2007 Chile 2010 Guinea Bissau 2006  Moldova 2009 Slovenia 2009
Angola 2006 Colombia 2006 Guyana 2010 Mongolia 2009 South Africa 2007
Angola 2010 Colombia 2010 Honduras 2006 Montenegro 2009 St Kitts and Nevis 2010
Argentina 2006 Congo 2009 Honduras 2010 Mozambique 2007 St Vincent and Grenadines 2010
Argentina 2010 Costa Rica 2010 Hungary 2009 Namibia 2006 Swaziland 2006
Armenia 2009 Croatia 2007 Indonesia 2009 Nepal 2009 Tajikistan 2008
Azerbaijan 2009 Czech Republic 2009 Ivory Coast 2009 Nicaragua 2006  Tanzania 2006
Bahamas 2010 DRC 2006 Jamaica 2010 Nicaragua 2010 Timor Leste 2009
Bangladesh 2007 DRC 2010 Kazakhstan 2009 Niger 2009 Togo 2009
Belarus 2008 Dominican Republic 2010 Kenya 2007 Nigeria 2007 Tonga 2009
Benin 2009 Ecuador 2006 Kosowo 2009 Panama 2006 Trinidad and Tobago 2010
Bhutan 2009 Ecuador 2010 Kyrgyz Republic 2009 Panama 2010 Turkey 2008
Bolivia 2006 El Salvador 2006 Lao PDR 2009 Paraguay 2006 Uganda 2006
Bolivia 2010 El Salvador 2010 Latvia 2009 Paraguay 2010 Ukraine 2008
Bosnia and Herzegovina 2009 Eritrea 2009 Lesotho 2009 Peru 2006 Uruguay 2006
Botswana 2006 Estonia 2009 Liberia 2009 Peru 2010 Uruguay 2010
Botswana 2010 Fiji 2009 Lithuania 2009 Philippines 2009  Uzbekistan 2008
Brazil 2009 FYR Macedonia 2009 Madagascar 2009 Poland 2009 Vanuatu 2009
Bulgaria 2007 Gabon 2009 Malawi 2009 Romania 2009 Venezuela 2006
Bulgaria 2009 Gambia 2006 Mali 2007 Russia 2009 Venezuela 2010
Burkina Faso 2009 Georgia 2008 Mali 2010 Rwanda 2006 Vietnam 2009
Burundi 2006 Ghana 2007 Mauritania 2006 Samoa 2009 Yemen 2010
Cameroon 2009 Grenada 2010 Mauritius 2009 Senegal 2007 Zambia 2007
Cape Verde 2009 Guatemala 2006 Mexico 2006 Serbia 2009
Chad 2009 Guatemala 2010 Mexico 2010 Sierra Leone 2009

Table A2. Sector Coverage

Number of Firms Percent of Total

Textiles 2 852 4.65
Leather 266 0.43
Garments 4979 8.12
Food 7 498 12.23
Metals and machinery 4246 6.93
Electronics 674 1.10
Chemicals and pharmaceuticals 3202 5.22
Wood and furniture 799 1.30
on-metallic and plastic materials 2920 4.76
Auto and auto components 175 0.29
Other manufacturing 7512 12.25
Retail and wholesale trade 14 428 23.53
Hotels and restaurants 2223 3.63
Other services 6 051 9.87
Construction, transportation, etc. 3 480 5.68
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Table A3. Summary statistics of sample firms

Observations Mean Std. Dev
Employees 56 433 119.92 722.18
Labour Productivity 55 039 1.33E+08 1.01E+10
Imports Parts and Components 29 986 33.25 36.70
Micro firms (% total) 56 530 25.95 43.84
Small firms (% total) 56 530 42.22 49.39
Medium (% total) 56 530 22.89 42.01
Firm age 56 513 39.90 198.20
Years of Experience (Senior Manager) 56 054 17.30 11.80
Share of Firms with Foreign Ownership 56 046 9.35 29.12
Share of Firms Iso 9000 Certification 56 512 20.10 40.00

We are able to directly assess the share of adimirect and indirect exports. The
Enterprise surveys include a question asking theepgage of sales that are (1) domestic, (2)
export or (3) indirect exports (selling domestigélh a third party that exports the product).
Those firms indicating that the majority of sales for ‘exports’ are characterised as exporters
in our sample while those indicating the majorifysales going to third party exporters are
classified as ‘indirect exporters’. Just over 18%fioms identified themselves as direct

exporters.

Table A4. Most serious business obstacles by sizei  n manufacturing
Firm Type Obstacle by Rank Percentage of Firms
Micro 1. Electricity 20.37%

2. Access to finance 19.59%
3. Practices of competitors in the informal sector 14.08%
4. Tax rates 8.89%
5. Inadequately educated workforce 5.75%
Small 1. Access to finance 16.96%
2. Electricity 16.49%
3. Practices of competitors in the informal sector 15.34%
4. Tax rates 10.13%
5. Inadequately educated workforce 7.11%
Medium 1. Access to finance 14.05%
2. Practices of competitors in the informal sector 13.40%
3. Electricity 12.35%
4. Tax rates 11.50%
5. Inadequately educated workforce 9.97%
Large 1. Electricity 15.03%
2. Access to finance 12.34%
3. Practices of competitors in the informal sector 11.34%
4. Tax rates 10.34%
5. Inadequately educated workforce 9.58%
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Table A5. Most serious business obstacles by size i n services

Firm Type Obstacle by Rank Percentage of Firms

Micro 1. Access to finance 17.37%
2. Electricity 16.30%
3. Practices of competitors in the informal sector 11.93%
4. Tax rates 11.26%
5. Political instability 8.42%

Small 1. Access to finance 13.44%
2. Practices of competitors in the informal sector 12.60%
3. Electricity 11.74%
4. Tax rates 11.17%
5. Political instability 9.15%

Medium 1. Practices of competitors in the informal sector 13.34%
2. Tax rates 11.22%
3. Access to finance 11.06%
4. Political instability 10.99%
5. Inadequately educated workforce 10.31%

Large 1. Political instability 12.87%
2. Practices of competitors in the informal sector 12.09%
3. Access to finance 11.03%
4. Inadequately educated workforce 10.82%
5. Crime, theft, and disorder 8.98%

B. Econometric methodology

Our model takes the following general form, whenedexes firmsc indexes countries
indexes sectors, andndexes time:

Exportsgge,

Salesggs

Salesggct
= by + by log Employeesgs.: + b, logm
Importses Importsses

- - * Employees
3lntermedlatesfcst 41ntermedlatesfcst PLoyeeSysct

+ bsForeigng.s; + bgForeigng g * Employeesgset + by1SOp ¢y
+ bglSOfcst * Employeesgser + boMicrogess + bigSmallscq:
+ byiMediumg g + bypPublicsesy + byzLLCrcsr + bygSolescg,

+ bysPartnershipgcs; + bygLLPscse + by;0therses + Z Z 2 dest
[ S t

+ efcst

As explained in the text, in line with the litereguwe expect that larger, more productive
firms would have more exports. We proxy size of fine using number of employees and
measure productivity using labour productivity ésaper worker). To capture the degree of
international linkages, we include a variable meaguthe percentage of intermediate inputs
that are imported, along with a dummy variable tfiwse firms which are majority foreign
owned. To see whether international linkages hawkffarential impact according to firm
size—we expect that they might matter more for Stas for other firms—we interact both
variables with measures of firm size. Finally, weoainclude a dummy variable identifying
those firms with 1ISO-9000 certification, and weeirgct it for the same reason with a measure
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of firm size. This equation is estimated with acfianal logit model (Papke and Wooldridge,
1997).

In addition to the above variables, we include anber of dummy variables to capture
other factors, including unobservable ones, thghmimpact firm export participation. First,
we include size dummies for micro, small, and medanterprises (large enterprises being the
excluded category). Second, we include dummy visafor the legal structure of the firm.
We also know from the literature that the age aadaxyerial experience can have significance
impact on firms performance (Hatliwanger et al.1@Bloodgood, Sapienza and Almeida,
1996; andRuigrok and Wagner, 2010) and test the robustmessdition, we include a full
set of country-sector-year fixed effects to accolamt other factors that are not unique to
individual firms but which are common to firms witha country-sector-year, such as
macroeconomic shocks or regulatory measures.

The set of independent variables is the same diseirprevious equation, so the model
takes the following form:

Pr(Firm Type = 1,2,3)

by + by log Empl + by log—— e sct
= by + b, log Employeesssc + b, OgEmployeesfsct
Importsgce Importsscs:

* Employees
3Intermediatesfcst 4Intermediatesfcst ptoyeesysct

+ bsForeigng s + bgForeigns s * Employeesssc; + b71S0¢ gt
+ bglSOgcst * Employeesgser + boMicrogess + byoSmallscg,
+ byiMediumg g + bypPublicseg + by3LLCreg + bygSolepcg,

+ bisPartnershipgcss + bygLLPscse + by;0therses + Z Z Z dest
[ S t

+ efcst

Again, we exclude the imported intermediates véeidbr services firms, as those data
generally are not recorded. An additional caveatdsessary in the case of services firms,
namely that the concept of indirect exporting sslevell-defined than it is for manufacturers.
Results for services should therefore be interdrefiéh caution.

Finally, we investigate if our results are affechgdousiness constraints. We interact those
obstacles noted in the survey as being a majortrednisfor doing business (noted in Annex
Tables A4 and A5) with firm size in an effort tougge whether business constraints affect
SMEs’ trade performance differently from largenfs. Our model takes the following general
form, wheref indexes firmsg indexes countries, indexes sectors, andhdexes time:

Exportsgge,

Salesggcq

Salesfct
= by + by log Employeesfs.: + b, logm

Importsses

+ b,Foreign + b:1SO + bgMicro
3 Intermediates s 4 GNyest T DsIOUrest T Do fest

+ b;Smallgs + bgMediums g + bgObstacleses; + bigObstacley g,
* log Employeesscss + bi1Publicscst + b1 LLCrcse + byzSolegcst

+ bysPaternshipgss + bisLLPses + b1gOtheryes + Z Z Z dest
c S t

+ efcst
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ANNEX B.
ANALYSIS FROM AMADEUS SURVEY

A. Data and descriptive statistics
Table B1. Share of exporting firms by industries

Year
Industry 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Manufacturing
Manufacture of food products 18.24 1559 15.14 1482 14.07 14.11 1340 1281 12.38 11.92
Manufacture of beverages 56.23 46.39 4534 4492 39.92 3866 3846 36.27 37.15 3791
Manufacture of tobacco products 100.00 75.00 66.67 40.00 40.00 40.00 40.00 20.00 16.67 20.00
Manufacture of textiles 58.04 57.01 57.77 56.40 55.67 5482 5440 53.33 5249 5142
Manufacture of wearing apparel 60.68 57.58 57.67 57.01 56.67 55.04 53.75 51.87 51.72 5175
Manufacture of leather and related products 51.87 52.78 52.43 5276 5356 5157 49.50 50.33 50.40 51.19
Manufacture of wood 41.01 38.88 38.04 36.23 34.83 3403 3378 3256 31.94 3235
Manufacture of paper and paper products 54.55 58.57 57.41 56.89 56.32 56.74 59.59 58.65 56.62 59.45
Printing and reproduction of recorded media 26.35 25.15 24.78 2498 24.65 24.72 2437 23.83 2325 2397
Manufacture of coke and refined petroleum products 33.33 3559 3281 30.16 3594 3281 3582 37.88 36.76 32.26
Manufacture of chemicals and chemical products 64.36 63.24 61.85 60.66 60.99 6147 6193 60.72 59.74 60.56
Manufacture of basic pharmaceutical products and pharmaceutical preparations 67.77 70.85 70.44 71.09 69.84 7217 69.71 67.66 67.21 69.04
Manufacture of rubber and plastic products 56.81 55.36 55.86 55.11 55.85 5543 56.06 56.65 55.51 56.07
Manufacture of other non-metallic mineral products 28.18 27.71 26.19 26.38 26.35 2556 24.78 24.00 23.62 22.26
Manufacture of basic metals 61.84 62.36 63.30 6176 59.90 5815 61.88 60.52 60.51 60.25
Manufacture of fabricated metal products, except machinery and equipment 40.56 39.27 39.19 3942 38,69 39.16 39.14 3842 38.09 37.96
Manufacture of computer, electronic and optical products 50.08 49.03 49.63 49.27 48.69 48.67 48.40 48.93 49.38 51.29
Manufacture of electrical equipment 52.39 50.96 50.28 49.58 48.21 47.73 47.67 47.23 48.18 49.56
Manufacture of machinery and equipment n.e.c. 52.41 50.66 50.23 49.49 48.46 47.83 47.23 46.98 46.90 47.31
Manufacture of motor vehicles, trailers and semi-trailers 42.34 42.08 4257 43.26 42.86 43.15 43.72 43.67 43.44 4299
Manufacture of other transport equipment 65.44 66.88 61.99 58.84 5229 5352 53.46 5352 54.87 52.66
Manufacture of furniture 27.40 2583 25.87 2459 2298 2277 2214 2197 2158 2161
Other manufacturing 33.93 31.05 30.26 29.28 29.19 27.94 26.67 26.18 25.33 24.78
Repair and installation of machinery and equipment 27.26 26.02 25.45 2518 2451 2458 2476 2452 2431 2471
Manufacturing industries: Weighted average 38.39 3584 3531 3479 3396 3359 33.12 3238 3185 31.83
Construction
Construction of buildings 3.36 3.31 3.57 2.96 3.23 2.84 2.58 2.35 2.42 2.32
Specialised construction activities 4.42 4.45 4.64 4.25 3.87 3.52 3.32 3.16 3.06 2.98
Construction: Weighted average 4.28 4.32 4.52 4.10 3.79 3.44 3.23 3.07 2.98 2.91
Transportation and storage
Land transport and transport via pipelines 27.39 26.97 25.79 24.94 23.80 23.27 22.45 21.61 20.99 20.55
Water transport 14.53 16.14 15.70 14.84 16.19 16.16 17.66 18.32 18.07 16.03
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Year
Industry 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Air transport 42.65 40.70 3750 29.41 3217 3053 2979 2895 30.00 30.77
Warehousing and support activities for transportation 41.06 40.42 37.46 37.91 37.27 37.07 36.67 36.08 34.96 34.42
Postal and courier activities 11.40 9.09 11.60 10.36 11.16 9.17 8.82 8.38 9.94 8.92
Transportation and storage: Weighted average 29.68 28.86 27.46 26.78 25.84 25.36 24.58 23.75 23.06 22.65
Accommodation and food service activities
Accommodation 3.03 3.35 3.66 3.49 3.34 3.22 2.89 3.01 3.01 3.25
Food and beverage service activities 1.89 2.09 2.26 1.96 1.65 1.60 1.38 1.28 1.32 1.29
Accommodation and food service activities: Weighted average 2.34 2.55 2.76 2.48 2.21 2.12 1.84 1.78 1.79 1.84
Information and communication
Publishing activities 35.60 3752 3582 3461 3480 3455 3483 34.08 33.70 34.62
Motion picture, video and television programme production 29.42 28.22 27.07 25.15 24.57 24.42 24.14 23.60 23.86 23.94
Programming and broadcasting activities 18.62 14.10 15.79 12.86 12.05 14.77 13.24 13.11 17.57 21.43
Telecommunications 24.79 25.40 25.11 20.75 22.34 19.72 15.59 14.35 14.35 15.07
Computer programming, consultancy and related activities 23.16 24.01 22.47 21.87 21.48 22.06 21.10 21.01 20.89 22.09
Information service activities 19.23 19.26 18.28 18.53 19.36 19.88 20.94 20.87 21.49 21.84
Information and communication: Weighted average 28.06 28.29 26.83 25.55 25.35 25.43 24.87 24.31 24.11 24.88
Financial and insurance activities
Financial service activities, except insurance and pension funding 10.49 9.50 8.23 7.50 6.56 6.21 5.36 4.92 4.73 4.62
Financial and insurance activities: Weighted averag e 10.49 9.50 8.23 7.50 6.56 6.21 5.36 492 473 4.62
Professional, scientific and technical Activities
Legal and accounting activities 11.15 10.62 10.76 10.79 10.82 10.90 11.60 11.13 11.30 11.54
Activities of head offices; management consultancy activities 17.20 17.44 16.53 16.37 15.96 16.02 15.43 15.19 14.80 15.43
Architectural and engineering activities; technical testing and analysis 15.15 14.56 14.32 13.79 13.42 13.20 12.90 12.50 12.44 12.22
Professional, scientific and technical Activities: Weighted average 15.33 14.74 14.40 14.18 13.92 13.91 13.72 13.44 13.32 13.54
Administrative and Support Service Activities
Rental and leasing activities 13.67 13.59 13.36 1221 1224 1154 11.36 10.37 1079 1151
Employment activities 23.58 2278 2281 2119 1848 18.44  17.00 16.27 1558  14.02
Travel agency, tour operator and other reservation service and related activities 43.54 42.69 42.62 4190 41.23 4153 4211 41.28 39.36 41.98
Security and investigation activities 7.72 9.08 7.45 7.48 6.31 5.78 6.01 5.58 5.54 5.28
Services to buildings and landscape activities 4.13 3.78 4.13 3.80 3.54 3.45 3.42 3.09 3.31 3.05
Office administrative, office support and other business support activities 17.17 17.14 17.50 17.46 17.43 17.50 17.58 16.96 16.80 16.41
Administrative and Support Service Activities: Weig hted average 15.73 15.11 15.08 14.46 13.96 13.66 13.42 12.57 12.33 12.24
Other service activities
Activities of membership organisations 7.14 13.33 9.52 15.00 18.52 17.24 17.65 21.95 27.27 32.35
Repair of computers and personal and household goods 11.76 9.53 9.03 8.98 8.82 8.35 8.12 7.80 7.41 7.30
Other personal service activities 4.55 4.38 4.64 4.15 2.49 2.07 2.00 1.89 2.00 1.88
Other service activities: Weighted average 5.71 5.19 5.32 4.90 3.45 3.02 2.93 2.80 2.85 2.70
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Table B2. Share of exporting firms by size-class and industries

Year
Industry/Firm Size 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Manufacturing

Micro 29.98 27.84 27.39 26.26 2553 24.62 21.14 20.36 20.00 20.02
Small 57.20 5493 5434 5376 5276 5288 5223 51.84 5225 48.70
Medium 78.64 79.36 78.73 78.63 7820 7890 80.68 78.88 77.61 76.81
Large 81.19 8157 81.92 8259 8171 8173 83.84 8516 8397 80.95
Construction

Micro 4.01 3.82 3.95 3.46 3.32 2.94 2.40 2.30 2.23 2.20
Small 8.62 8.46 8.10 7.74 7.11 6.53 6.56 5.95 6.39 5.64
Medium 17.75 1750 18.49 18.39 17.84 15.67 16.38 1554 1542 1591
Large 30.00 38.89 33.66 36.89 36.75 36.51 36.77 32.69 40.96 30.12
Transportation and storage

Micro 26.46 26.22 23.96 23.07 21.79 20.92 16.70 16.20 15.34 15.45
Small 48.67 47.93 44.84 4410 4223 4271 41.62 40.71 40.03 37.32
Medium 56.07 54.44 56.82 56.16 55.87 54.20 55.87 5458 53.80 49.37
Large 42.34 46.75 51.14 5529 5217 5219 50.00 50.78 50.20 47.20
Accommodation and food service activities

Micro 2.46 2.39 2.63 2.41 2.00 1.86 1.50 1.48 1.55 1.63
Small 3.88 4.41 5.08 4.46 3.80 3.88 3.48 2.77 3.04 2.92
Medium 7.22 8.02 9.28 8.90 8.75 10.37 10.93 6.51 9.21 5.90
Large 6.06 1429 15.09 1250 16.67 16.42 1449 16.67 10.84 12.00
Information and communication

Micro 30.95 30.44 29.30 27.71 27.16 28.10 26.66 26.02 24.79 25.63
Small 42.48 46.68 45.03 4555 44.77 4580 46.14 4526 4536 45.37
Medium 47.39 53.15 53.88 54.24 5534 5529 56.95 5597 5817 59.16
Large 61.97 64.00 63.16 5852 57.04 56.55 53.38 54.82 5476 53.85
Financial and insurance activities

Micro 9.03 8.38 7.91 7.31 6.56 6.37 5.53 5.34 5.26 4.54
Small 30.57 29.55 27.50 23.34 24.08 2353 20.26 19.04 19.93 17.78
Medium 55.91 5290 58.41 61.21 49.07 41.67 4595 30.86 30.99 24.66
Large 47.37 5455 50.00 41.18 52.00 54.17 31.25 50.00 60.00 38.89
Professional, scientific and technical Activities

Micro 16.07 15.17 15.13 15.02 13.98 13.78 1258 1246 12.94 12.68
Small 33.28 30.80 29.44 30.17 2940 29.91 2950 29.21 29.24 27.01
Medium 47.23 46.77 46.58 44.09 45.69 53.55 53.89 49.74 5224 49.85
Large 57.14 65.88 5437 60.17 5957 53.33 58.67 58.00 64.62 64.97
Administrative and Support Service Activities

Micro 20.32 17.85 18.15 17.21 17.47 16.11 13.80 13.07 1232 12.53
Small 2230 21.61 21.40 20.08 19.38 19.48 18.64 18.42 18.24 17.67
Medium 21.41 23.99 20.42 2152 1853 19.44 17.42 16.20 16.74 14.45
Large 25.90 31.35 23.74 2273 2565 24.04 2337 21.33 2255 21.90
Other service activities

Micro 6.24 5.32 5.65 5.08 2.90 2.63 2.29 2.16 2.38 2.17
Small 16.57 12.85 12.42 13.01 11.77 9.79 10.10 9.24 9.92 7.91
Medium 28.89 34.04 28.00 2459 2742 26.47 26.92 20.59 23.17 26.03

Large 42.86 36.36 46.15 38.46 35.71 41.18 25.00 36.36 42.86 27.78
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Table B3. ANOVA for a firm’s exporter status in con  struction and service industries

Exporter status

Source Abs. % P-val.
Industry effects 409.46 0.33 0.000
Firm size effects 16.97 0.01 0.000
Industry * firm size effects 2089.23 1.67 0.000
Year effects 127.50 0.10 0.000
Constant (overall mean) 19 550.72 15.61 -
Model 22 193.89 17.72 0.000
Residual 103 065.74 82.28 -
Total 125 259.62 100.00 -

Notes: Based on 1 276 326 firm-year observations. P-values are based on F-tests according to 27 d.f.
(degrees of freedom) for industry effects, 3 d.f. for firm size effects, 80 d.f. for Industry * firm size effects
and 80 d.f. for year effects.

Table B4. Sample composition for the descriptive st atistics

Sector # of Firm-year Obs. Per cent of Total
Manufacturing 687 466 21.11
Construction 762 497 23.41
Transportation and storage 185 569 5.70
Accommodation and food service activities 461 294 14.17
Information and communication 202 620 6.22
Financial and insurance activities 146 178 4.49
Professional, scientific and technical Activities 414 480 12.73
Administrative and Support Service Activities 224 454 6.89
Other service activities 171 953 5.28

Table B5. Summary statistics for the full sample of services firms

Variable Firms @ Mean Std.Dev. Min. Max.

Exporter status 159 776 0.151 0.358 0 1
Export shares 159 776 0.025 0.112 0 1
No. of employees 159 776 28.556 152.175 1 9,603
Log(TFP) 159 776 3.880 0.515 2.385 5.584
Net investment p.e. (in thousands) 159 776 1.512 13.815 -61 169
No. of subsidiaries 159 776 0.292 1.389 0 50
Foreign corporate group 159 776 0.009 0.093 0 1
Domestic corporate group 159 776 0.501 0.500 0 1
Legal forms

Société a responsabilité limitée (SARL) 159 776 0.615 0.487 0 1
Entre. unip. a responsabilité limitée (EURL) 159 776 0.059 0.235 0 1
Société anonyme simplifiée (SAS) 159 776 0.195 0.396 0 1
Société anonyme (SA) 159 776 0.116 0.320 0 1
Société en nom collectif (SNC) 159 776 0.007 0.081 0 1
Regional dummies

Paris region 159 776 0.091 0.288 0 1
Belgian border 159 776 0.062 0.242 0 1
German border 159 776 0.045 0.208 0 1
Swiss border 159 776 0.049 0.216 0 1
Italian border 159 776 0.040 0.196 0 1
Spanish border 159 776 0.044 0.205 0 1
Mediterranean Sea 159 776 0.099 0.299 0 1
Atlantic Ocean 159 776 0.215 0.411 0 1

Notes: ° The 160 955irms in the sample are typically observed repeatedlyihg us with 503 359 observations
for the empirical exercise below.
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B. Econometric methodology

B.1 Estimating total factor productivity at the firm level

As already discussed above, the new-new trade ythaogues that productivity
differentials across firms are crucial for our ursignding on whether firms decide to serve
foreign markets or solely serve their domestic @ugrs. In order to obtain this measure for
productivity at the firm level, we follow the extg@me literature on the estimation of total
factor productivity (TFP¥. Accordingly, we assume that production in senifmistries can
be modelled with a Cobb-Douglas production functighich is given by

Y, = ALK, (1)
where Yt is a measure of output (e.g. value added) of i rat timet and L« and K denote

labour and capital inputs, respectively. Fine A captures firm-specific TFP. Taking
logarithms of the Cobb-Douglas production functyields

logY, =alogL; +BlogK; +logA,. (2)

From equation (2) it becomes evident, that thedteds obtained from a simple ordinary

least squares (OLS) regression Yi on L and Ki provide a measure of (log) TFP.
Unfortunately, it is very likely that firms (at Ispartly) know their level of productivity and
use this information for the choice of labour aagital inputs, respectively. This information,
however, is not available to the econometricianliggy in a so called simultaneity bias. Put
differently, with information on their productivitat hand, firms simultaneously determine
their level of output and inputs which induces egelmity of the right-side (RHS) variables.

Formally, this implies thalog A, comprises a systematic component and a true (nando
error term, which modifies the (log) production ¢tion to

logY, = alogL, + BlogK, +a, +&, @)

where & represents a firm's TFP known only to itself ¢ €itlis an iid error (see, e.g. Arnold
2005, Crespo Cuaresma, Oberhofer and Vincelett2)201

By definition, & is correlated witt Ky and L in equation (3) leading to biased point

estimates fo@ and B when applying simple OLS regression. Unfortunatttis bias carries
over to the residuals implying that the resultingasure of TFP would also be biased. In order
to accurately deal with this problem, we apply tlifferent estimators which have been put
forward in the literature dealing with the estiroatiof TFP at the firm level.

First, if one assumes that the systematic compookertjuation (3) is firm-specific but

does not vary over time (i.“ = @) one can simply apply fixed effects estimation and
obtain consistent TFP estimates. Here it's worthingothat, in case of low within-firm
variation the parameters of the production functiasuld be only weakly identified and in

case of & varying over U the fixed-effects estimates would also be incdests
Alternatively, Olley and Pakes (1996) proposed migrametric estimation procedure

which allows & to vary overl (i.e. @ # ). This approach also allows to incorporate

1. Del Gatto, Di Liberto and Petraglia (2011) arah\Beveren (2012) provide comprehensive overviews
on how to estimate productivity both on the macomeenic and microeconomic levels, respectively.
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exiting firms which are likely to possess of lowsoductivity levels and, thus, controls for
sample selection issues. In order to overcome ifealtsneity bias and by relying on a
monotonicity assumption, Olley and Pakes (1996yesgto use a firm’s investment decision

as a proxy variable for its systematic productivigmponen ¢ . A crucial drawback of this
approach is that, due to the need of the monotygnégsumption, only firms with non-zero
investment can be utilised for the estimation oPTF

The AMADEUS database, unfortunately, only poorfiprms about market exit and, thus,
our sample contains surviving firms only. For treason and in order to avoid the exclusion
of a large number of zero-investment firms in tld@Testimation procedure, we do not rely on
the Olley and Pakes (1996) approach but alterrgtispply an estimation strategy put
forward by Levinsohn and Petrin (2003). Levinsolmd d&etrin (2003) further develop the
(semi-parametric) estimation procedure proposedOligy and Pakes (1996), but utilise
firm-specific demand for intermediate inputs asir@irument for the unobserved systematic

error term componer & . When applying this estimator, one implicitly asss that more
productive firms, ceteris paribus, produce largeargities of their output and thus demand
larger quantities of intermediate inputs. When iting this relationship one states that firms
with larger observed expenditures for these intdiates are more productive (Del Gatto
et al, 2011). The advantage of this approach is thatally all firms exhibit a non-zero
demand for intermediate inputs which allows to udel all of them in the TFP estimation
procedure.

Annex Table B6 reports the Cobb-Douglas produchiorction estimates for our sample
of construction and service firms applying the @ixeffects and the Levinsohn and Petrin
(2003) estimators, respectively. In order to dertrates the problems involved when
estimating TFP at the firm level we also reporineates obtained from simple OLS in the
first column of this table. All three different astitors pool together all firms from different
industries but control for year effects. This agmto provides comparable TFP measures for
all firms and controls for inflation both in inpahd output prices, respectively.

Table B6. Estimation results: Cobb-Douglas producti on function in construction and service industries

Model
OLS FE Lp a

Capital 0.207*** 0.107*** 0.099***

(0.001) (0.001) (0.004)
Labour 0.754*** 0.4771*** 0.714***

(0.001) (0.001) (0.002)
Returns to scale 0.961 0.578 0.813
Wald testb 3274.79 69 656.25 1082.63

1 360.42%** 5 708.957*** 7 278.700%**

Year effects ¢
Observations 602 454 602 454 463 670

Notes: Standard errors in parenthesis. *** stands for significance at the 1% level. All regressions include year
fixed effects.

% LP indicates the Levinsohn and Petrin (2003) approach, where material costs proxy for unobserved
productivity shocks. P The Wald test assumes constant returns to scale (i.e. @+ B =1) as the null hypothesis.

“Test statistic is based on a F-test for the joint significance of all year dummy variables with 9 degrees of
freedom.
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All different estimation procedures commonly sudgemat production in service and
construction industries is rather labour intenskisTcan be inferred from the respective
marginal products of labour which exceed the magjroducts of capital throughout.
Moreover, Annex Table B6 also indicates that battustries are characterised by decreasing
returns to scale as indicated by significant Wakld for the assumption of constant returns to

scale (e @+ B =1y,

Focusing on the three different estimation procesluit turns out that the parameter
estimates associated with the fixed effects approsubstantially differ from the ones
obtained when applying the alternative estimatéis.already discussed above, this result
might be driven by low-within variation in firm-spific value added leading to only weakly
identified parameters. For this reason and in otdegiccount for the simultaneity problem
involved, we prefer the Levinsohn and Petrin (208Bproach and, later on, use the TFP
estimates obtained from this procedtrre.

B.2 A two-part model for exporting in service industries

In order to empirically test the above establishgglotheses we estimate a two-part model
for French service firms.3 The structure of the ADRRUS data at hand allows to apply a
relatively powerful econometric framework. The maidvantage of this two-part model is
that it allows to compare extensive and intensieegim effects of our covariates of interest.
Thereby, we refer to the discrete decision to semwe foreign markets as extensive margin
while the overall level of foreign engagement, nuead as the share of export turnover to
overall revenues, reflects the intensive margirisiet. As stated above, in our most general
specification, we want to explicitly account forrgistence in each firms' export behaviour.
For this reason the first part of the model cossita dynamic probability model given by
Wooldridge (2005).4 The second part, which onlyonporates firms with non-zero export
shares follows the spirit of Papke and Wooldridi@9g) and Papke and Wooldridge (2008).
Formally, the first part of the models reads as
Prex, =1[exX ., X, a,) =P (oex , +Xy+a;), (4)

where &% =1 if a firm | exports to foreign countries at tint2and zero, otherwise Xt

represents a vector of (strictly) exogenous cotesiavith ¥ as the corresponding vector of

parameters to be estimattai,captures unobserved heterogeneity across indivftoes and
the estimate.” indicates whether any dynamics in the exporteustat the extensive margin

are observable. Finally® denotes the cdf of a normal distribution implyitigt we can
estimate the first part dynamic probit model wigtafidard) maximum likelihood methods.

Before turning to this generalised export equati@nestimate a model that assumes that

p=0 (below we refer to this model as our baseline)isTgermits a comparison of our
empirical results with previous contributions (seeg. Eickelpasch and Vogel 2011).
Additionally, the estimation of these two altermatinodels allows to examine the robustness

of the results obtained from the more restrictivedsd with # =0 The two alternative

2. In qualitative terms the TFP measures obtainech fall different approaches are very similar. Tikis
indicated by the correlation coefficients whichead 0.9 throughout.

3. A general discussion on one-part versus two-frattional response variable (e.g. export shares)
models is offered by Ramalho, Ramalho and Murt@éd.1) and Oberhofer and Pfaffermayr (2012b).

4, A very similar model for the exporter status aport shares of French manufacturing firms is

presented in Stiebale (2011).
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estimators also differ with regard to the assunmaticegarding the distribution Ji. The

more restrictive specification without dynamicsthe exporter status assumes t%tis

. 2
normally distributed and independent X, (i.e. a; |%; :N(0,0,) ). This results in a simple
random effects probit model. Obviously, this asstiompis very restrictive and might not hold

for our sample of French construction and seniites.

For this reason, in our dynamic framework we folldMooldridge (2005) and apply
simple econometric approaches which allow to siamdbusly deal with the initial conditions

problem and more structurally account for unobsgtheterogeneity captured Cfi . Drawing
from Mundlak (1978) and Chamberlain (1980) thisrapph models the distribution of the

unobserved individual effecai conditional on the initial valu*° and all exogenous
variables. For our empirical exercise this implieat we can apply standard random effects

Prex, =1)

probit estimation routines 1 with (eX‘v“l’X“ ,exivo,xi) as generalised vector of

covariates,xi denotes the firm-specific (time) averages of allariates collected i X . More

. < 2
formally, this approach assumes 4 1% :N(y+%4,0,) implying that firm-specific
averages of the strictly exogenous variables cbrfop unobserved heterogeneity (see,

e.g. Wooldridge).
The second part of the model is given by:

E (ex—sharg |ex—share _,,x; /7, .ex, =1) = G(lex—share_, + X, B+1,), ®)

Xi is the same vector of

where, &~SNA® Gentes a firmi's export share at timf,

exogenous variables, ar’h captures unobserved heterogene,G,(,D represents a cdf
satisfying 0<G(2) <1 fo zOO which, in this case, is chosen to be the logistction so

&(2)=A(z) = X2
that exp(1+2) Based on the Bernoulli log-likelihood equatidne second part
of the model is estimated using quasi maximum ilikeld methods. Here we again, estimate

two alternative models where the first one assuthas/ =0, By contrast, the alternative

model additionally estimate/4 and accounts for unobserved heterogeneity by amgpthe
Mundlak (1978) and Chamberlain (1980) approach.

Finally, equations (4) and (5) represent a noralireconometric model implying that the
marginal effects of the covariates are not constenit these types of models two alternative
measures for average marginal effects have begroged, the marginal effect at the mean
(MEM) and the average marginal effect (AME) (seqy. Bartus, 2005). In our empirical
application we again follow Wooldridge (2005) aradctilate AMES. There, the basic idea is
to calculate marginal effects for each covariatd alh individual observations and average
over all firms in order to obtain one single meadiar the impact of any covariate on a firm’s
export probability.
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ANNEX C.

LITERATURE REVIEW: EMPIRICAL EVIDENCE
ON THE EXPORT BEHAVIOUR OF SERVICES SMES*

As noted above, there is limited information abth# export behaviour of SMEs in
services trade. Firm-level evidence on serviceerirationalisation is still sparse, and with
very few exceptions, does not consider small-sfieas. Nevertheless, a good starting point
for investigating the case of small services preksdis to look at the existing portraits of
successful services exporters. For this purposéeesily borrow from Wagner (2012) who
provides an excellent survey on the most recentrérapliterature on international trade and
individual firm performance. Annex Table C1 summsas the main characteristics of 22
studies that are discussed in this section.

First of all, Annex Table C1 indicates that, onlgcently, the question on the
internationalisation of services firms attractedréased academic interest. Not more than 7
out of the 22 studies have been published eaHgan in 2010. This finding might correspond
to the fact that, nowadays, micro-level data ore (thternationalisation of) services firms
become more easily available. Unfortunately, howetlds seems to be the case for only
some specific industrialised countries. The 22edéht studies apply data from only 11
different countries including Canada, France, Geyndndia, Italy, Netherlands, Spain,
Sweden, Switzerland, United Kingdom and United &atFor this reason, the available
evidence is still based on some of the most deeelamuntries in the world. One notable
exception is the study by Bhattacharya et al., 22@fat uses data for Indian firms operating
either in the chemicals industries or are softwmwiders. In any case, a better understanding
of the overall patterns of internationalisationsefvices firms across the world would require
to augment the already available evidence withistuibr other less developed economies.

With regard to the raised research questions, déise majority of studies (presented here)
are interested in examining the crucial determimaoit the export behaviour in service
industries. Thereby, the various authors typicalbproach this question from two different
theoretical standpoints. Some of the papers thatagso surveyed by Wagner (2012) are
rooted in the new-new trade theory and, thereftast, whether more productive firms self-
select them into foreign market engagement. Amaigygroup of papers are the contributions
by Love and Mansury (2009), Conti et al. (2010)xKand Rojas-Romagosa (2010), L66f
(2010), Breinlich and Criscuolo (2011), Eickelpasuoid Vogel (2011), Federico and Tosti
(2012), Minondo (2011), Vogel (2011), Bhattachagyal . (2012), Kelle et al. (2012), Vogel
and Wagner (2012), Love and Ganatokis (2013), Wadiregel et al. (2013) and Temouri et
al (2013). A related but earlier contribution iristtiterature by Hollenstein (2005) applies
Dunning's OLI framework in order to address the sjo@ on which service firms are
involved in any international activities.

A second alternative strand of the economic litetis interested in analyzing the
economic behaviour of small and medium sized eris&p (SMES). Given, the increasing
relevance of the world markets for all sorts ofmfir and the shift of production to service
industries, this literature, consequently, focusesthe role of firm size for the export
behaviour of services firms. Examples of this &tere are e.g. Ebling and Janz (1999),

1. The authors wish to express their thanks tdeilnopean Commission, DG Enterprise and Industry for
providing data used in this Annex.
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Masurel (2005), Gourlay et al. (2005), Chiru (2QQJlanda and Hessels (2007) and Lejpras
(2009).

In empirical terms, all of the studies mentionedAimex Table C1 rely on either firm-
and/or establishment level data and, thus, appfferdnt types of micro-econometric
estimators. One exception is Masurel (2005), wiaphi reports some descriptive statistics
for survey data which reveal that exporting servBBIES perceive their international
engagement as more profitable and less risky thair hon-exporting counterparts. The
majority of the 22 mentioned studies, apply simfgleoled or weighted) OLS or fixed and
random effects estimators for variables that measame dimensions of the export behaviour
of service SMEs.

In addition, some studies such as e.g., EblingJamd (1999), Gourlay et al. (2005), Conti
et al. (2010) and Kelle et al. (2012) focus on phabability to engage in any foreign market
activities and, therefore, apply simple probit miedéMoreover, some papers additionally
investigate a service firm's export intensity (eitg.share) of exports and apply estimators that
are based on the truncated distribution for expgrfirms only (see, e.g., Gourlay et al. 2005,
Love and Mansury 2009, Conti et al. 2010, Minond01(1) and Love and Ganatokis 2013).
In this regard, these contributions are most sintidathe two-part model suggested in this
paper.

In a similar vein, Hollenstein (2005), Chiru (200Egjpras (2009), Kelle et al. (2012) and
Engel et al. (2013) are interested in estimatirggithpact of different firm characteristics on
different channels of international engagement{sag e.g., FDI and exports) and estimate
multinomial logit and probit models, respectiveBy contrast, Bhattacharya et al. (2012)
apply simple stochastic frontier analysis in orttecompare productivity levels of exporting
firms with firms that engage in FDI. Vogel and Wagi{2012) are interested in the impact of
outlying observations for the estimates of the ebgyo productivity premium and,
consequently, apply outlier robust estimators sagte.g., quantile- or trimmed regressions.
L66f (2010) applies system-GMM estimators as wall matching estimators in order to
examine the exporter productivity premium while Tem et al. (2013) provide evidence for
the self-selection hypothesis by applying propgrsibre matching.

Here, it is worth noting that (with the exceptiohMinondo (2011) formulates the first
part of his model in a dynamic fashion) none of sheveyed papers accounts for potential
persistence in the exporter status and, therefoi® paper is, to our knowledge, the first one
that explicitly shows that exporter persistencprisvailing. In a similar vein, only the papers
by Eickelpasch and Vogel (2011) and Minondo (204l$p account for the fact that export
intensity as a share the share of export turnover total sales is bounded by the (0,1)
interval and apply the fractional response estimgimposed by Papke and Wooldridge
(2008). In this regard, we generalise their apgrolyg formulating a two-part model that
additionally accounts for persistence in the expettaviour.

With regards to the empirical findings, some rolbnestults can be identified. First, the
predictions from the new-new trade theory are coréd by virtually all studies mentioned in
Annex Table C1. Accordingly, more productive seevicms (conditional on firm size etc.)
are more likely to serve foreign markets via expooreover, these firms are indicated to be
more productive already before the start to seoreign markets (see, e.g., Temouri et al.
2013 and Vogel 2011). This finding confirms thewijehat productivity differentials are
crucial determinants for the self-selection intg@x activities. Moreover, the papers that
explicitly focus on the exporter productivity prami tend to reject the learning-by-doing
hypothesise which states that firms use their fprenarket experiences in order to increase
their productivity. L66f (2010), for example, istnable to find a significant impact of the
exporter status for productivity growth. Moreov¥iggel and Wagner (2012) highlight that
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the productivity premium might only be observalie & few outlying observations somehow
weakening the so-far discussed findings on prodigtexport relationship. By contrast, the
contributions by Love and Mansury (2009) and Lord &anatokis (2013), however, provide
some evidence for the learning-by-doing hypothésisknowledge intensive service firms
located in the United States and United Kingdonkid@gall these different findings together,
the recent literature on the export behaviour efise firms documents the crucial role of
productivity.

Another important and very robust finding is thamf size also matters for the decision to
engage in any export activities. Typically, largervice firms are more likely to export to
foreign markets and are also more export intensmef Table C1 reveals that this finding
holds across countries and service industries. M@ this finding is not altered by the
econometric method applied. From a policy poinviefw, this result indicates that smaller
firms might not be able to bear the additional sastolved when engaging in foreign market
activities. This finding also highlights the fadtat internationalisation of service activities
follows similar patterns as in the more exhausgivehalyzed manufacturing industries. A
number of authors, however, challenge the notiat there is a positive linear relationship
between firm size and the likelihood of exportinghe case of services, contrary to what the
manufacturing literature suggests. Instead, theye hfaund that there is a U-shaped or
hump-shaped curve, or in very few cases no sigmficelationship at all (Ebling and Janz
1999, Mansury 2007 and Gourlay 2005).

A couple of other papers, such as e.g., EblingJand (1999) and Jolanda and Hessels
(2007) explicitly analyze the role of innovatiorr fihe decision to take part in international
competition. Both of these papers convincingly shivat more (product and/or process)
innovative firms are more likely to participateany foreign market activities. Interestingly,
by applying a system-of-equations approach, Elding Janz (1999) are able to demonstrate
that firm size crucially affects a firm's exporbpability only via its impact on innovation.

Another strand of studies test the impact of stehdgravity variables on trade
performance. Federico and Tosti (2012), for examfitel evidence that physical distance
plays a role in services trade, although the effaxt linguistic and cultural distance are
unexplored. Breinlich and Criscuolo (2011) showt the effects of distance work on services
trade through the extensive margin, but do nottesey influence on the intensive margin.
This could imply differences in market entry oriedte trade costs.

With regard to alternative channels of service dradelle et al. (2012), for example,
empirically explore modal choices, in particulatvibeen cross-border and foreign-affiliates
sales. Interestingly, they find that firms appearégmain tied to one of the two channels when
they export services. In particular, there isditvidence that firms switch from one mode to
the other, or that they trade via multiple modestgiven country (i.e. complementarities).
Moreover, they find that even when the modal cha@ppears possible (e.g. there are no
barriers from switching from mode 1 to mode 3),lsgabstitution only takes place among
large or more productive firms. This appears toficonthat SMEs may more readily utilise
mode 1 in lieu of mode 3, and that switching modegven absent technological or
government restrictions — may be costly for SME®rébver, the finding that distance to a
foreign market increases reliance of mode 3 sugdkat SMEs may have difficulties serving
more distant markets. However, the analysis doésrplore mode 2 and 4. Also, within
mode 1, ongoing digitalisation has created new éBnto provide cross-border services that
may not be fully captured (e.g. e-commerce).

Among the few empirical studies that undertake mplogation of SMEs in a specific
services sub-group, Chiru (2007) looks at the expahaviour of Canadian knowledge
intensive business services (professional, scierdiid technical services). The results show
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that very small-sized establishments with 20 emgisyor less ate likely to be more export-
oriented than those firms that employ 21 and 60leyegs; the establishments that are more
export-oriented have 60 to 70 employees (i.e. madiized). The successful export
performance of small-sized establishments is attieidh to the importance of very specific
(niche) products in the industry and the adequageaf intellectual property protection. The
author finds that for these kinds of knowledge-isiee industries, the barriers of entry into

export markets faced by micro and very small eshblents are not as prohibitive as in
manufacturing.

Finally, the available literature also identifies®e other important determinants for the
export behaviour of service firms. To mention thestrrobust findings, firms that pay higher
wages, employ more skilled labour, are more cajpitegnse and possess stronger links to
multinational corporate groups are more likelyeove foreign markets.
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Table C1. Empirical studies on the export behaviour

of service firms

Authors/Year Country Time Period Research Question(  s) Methods Main Findings
Bhattacharya et al. India 2000-2008 Productivity pecking order Descriptive statistics, Uncertainty in product quality leads to a reversal in
(2012) for services firms Stochastic frontier the productivity pecking order. Less productive
analysis, Kolmogorov- firms engage in FDI.
Smirnov tests
Breinlich and United 2000-2005 Provision of “stylised' facts Descriptive statistics, Firm level heterogeneity is a key feature of service
Criscuolo (2011) Kingdom on international trade in Weighted least-squares trade, Exporters and importers are larger and more
services at the firm level regressions (WLS) productive, At the firm level services and goods
trade are similar
Chiru (2007) Canada 2003 Relation between innovation  Descriptive statistics, Logit  Innovation is not significant in explaining export
and the international models, Multinomial logit tendency of small firms, but is very significant for
orientation in the KIBS models large firms. Having a high proportion of highly
industries skilled staff has a positive influence on the export
probability.
Conti et al. (2010) Italy 2003 Export performance of Descriptive statistics, More experienced firms and firms that are part of
service firms in Retail and Probit models and domestic/ international networks are more
Wholesale Trade, Transport  truncated regressions successful exporters. Productivity matters only for
and Communication and distant destination markets. Firm size is only
Renting, IT, R&D and Other significant for wholesale and retail trade. Larger
Business Activities. firms are less export intensive
Ebling and Janz Germany 1997 Relationship between export  Descriptive statistics, Large firms are more likely to innovate and
(1999) and innovation activities probit models, innovative firms are more likely to export.
Simultaneous equations Consequently, firm size only indirectly affects a
model, firm's export probability
Eickelpasch and Germany 2003-2005 Determinants of export Descriptive statistics, More productive and human capital intense firms

Vogel (2011)

behaviour of business
services firms

Quasi-maximum likelihood
fractional response models
with and without controlling
for unobserved
heterogeneity

are more successful exporters only when
unobserved heterogeneity is not controlled for. Firm
size always examines a positive impact on the
export performance of business services firms
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Table C1. Empirical studies on the export behaviour

of service firms ( continued)

Engel et al. (2013) France 2000-2007 Impact of firm Descriptive statistics, More productive firms are more likely to engage in
characteristics for the Multinomial probit models foreign market activities. In the aftermath, productivity
decision to enter into is not able to explain which firms cease their
and exit from foreign international engagement. Firm size has no impact on
markets the export decision but larger firms are more likely to

set up foreign affiliates. Firm size also has no impact
in the decision to exit from foreign markets

Federico and Tosti Italy 2008-2009 Determinates of Descriptive statistics, OLS Export and import of services is highly concentrated

(2012) imports and exports in regressions, among few firms, firm-level variation in trade is
service firms positively correlated with firm size and productivity;

country-level variation is to a large extent explained
by the standard gravity variables, Smaller and less
productive firms choose to export rather than sell
through foreign affiliates.

Gourlay et al. United 1988-2001 Determinants of export ~ Descriptive statistics, Probit Firm size, research intensity, managerial

(2005) Kingdom behaviour of service models, Tobit and truncated remuneration and the exchange rate positively affect
industry firms regressions a firm's export performance. Export probability and

export intensity should be modelled separately

Hollenstein (2005) Switzerland 1998 Determinants of the Descriptive statistics, Dunning's OLI framework is able to accurately explain
choice of specific Multinomial logit models differences in internationalisation strategies. Small
internationalisation firms are less likely to directly engage in foreign
Strategies market activities

Jolanda and Netherlands 2004 Relation between Descriptive statistics, OLS Several innovative realisations or practices positively

Hessels (2007) innovation and the regressions affect a firm's export probability, export intensity and
international its import behaviour. Firm size also crucially affects a
engagement of SMEs firm's international engagement

Kelle et al. (2012) Germany 2005 Determinants of export  Descriptive statistics, Probit Larger and more productive firms choose exporting by

market participation
and for the choice of
export mode

models, Generalised ordered
logit models, multinomial
probit models

foreign affiliate sales. There is little evidence of
complementarities or substitution effects between
mode 1 and 3. Distance raises reliance of mode 3
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Table C1. Empirical studies on the export behaviour

of service firms ( continued)

Kox and Rojas- Netherlands 1997-2005 Test of heterogeneous  Descriptive statistics, probit Firms self-select into export participation. The most
Romagosa (2010) firms theories for models, OLS regressions productive firms engage in exports and/or FDI
international trade of and Fixed effects estimators ~ Establishment size positively affects the export
Dutch firms and plants probability
Lejpras (2009) East 2003-2004 Determinants of the Descriptive statistics, Larger firms, with their main competitors being located
Germany decision to export Bivariate probit models abroad that introduce new products are most likely to
and/or relocate engage in any foreign market serving activity.
production or other Manufacturing firms are more likely to serve foreign
operations abroad markets than service firms
Love and United 2005 Test of the | learning- Descriptive statistics, probit Exporters become more innovative. Service firms
Ganatokis (2013) Kingdom by-doing hypotheses models, truncated benefit from learning-by-exporting faster than
for high-tech SMEs regressions manufacturing firms. SMEs benefits from knowledge
(internal R&D and skills) when they have entered into
exports markets
Love and Mansury  United States 2004 Examination of the Descriptive statistics, probit Larger and more productive firms self-select into
(2009) self-selection versus models, truncated export markets. Self-selection and learning-by-
learning-by-doing regressions exporting effects are both observable t for knowledge
hypotheses for intensive services firms.
internationalisation of
service firms
L66f (2010) Sweden 1997-2006 Goods trade of service  Descriptive statistics, Pooled  Larger, more productive and high-equity firms, with
firms OLS estimation, Random more skilled labour, higher capital intensity and
effects and fixed effects stronger links to multinational groups are more likely
OLS, system GMM to export. Exporter productivity premium is larger for
estimation, matching service firms
estimators
Minondo (2011) Spain 2001-2007 Characteristics of Descriptive statistics, The self-selection hypothesis can be confirmed. No

service exporter

(dynamic) random effects
probit models, Quasi-
maximum likelihood
fractional response models

statistical evidence for the learning-by-doing
hypothesis. Exporters are larger in terms of
employees, turnover and are more productive
compared to non-exporters.
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Table C1. Empirical studies on the export behaviou

r of service firms (continued)

Masurel (2005) Netherlands 1996 Examination of risks Descriptive statistics Exporting service SMEs perceive international
and profits associated engagement as more profitable than their non-
with international exporting counterparts. The perceived risks
engagement in service associated with exporting are also lower for exporting
industries firms

Temouri, et al. France, 2003-2007 Determinants of export  Descriptive statistics, Pooled  Exporters are more productive and pay higher wages

(2013) Germany behaviour of business OLS estimation, Fixed (evidence for self-selection), German (French)

and United services firms effects OLS, Propensity exporters are less (more) profitable than domestic
Kingdom score matching, firms

Vogel (2011) Germany 2003-2005 Examination of Descriptive statistics, Pooled  Exporting business services enterprises are larger,
whether OLS estimation, Fixed more productive and pay higher average wages.
export premia and self-  effects OLS, Large business se_rvices firms also_self—selegt into
selection into export export markets while more productive and high-wage
markets exist in firms only tend to self-select them when they are
business services located in Western Germany
enterprises

Vogel and Wagner Germany 2003-2007 Outlier-robust Descriptive statistics, Pooled  The estimates of exporter productivity premia for

(2012)

estimation of exporter
productivity premia in
business services
enterprises

OLS estimation, Fixed
effects OLS, Quantile
regressions, Trimmed data
regressions, Outlier robust
pooled and fixed effects
estimation

German business service firms are very sensitive to
outlying observations. The estimated exporter
productivity premium is significant when a standard
fixed effects estimator is used, but it drops to zero
when a robust estimators are applied. Larger firms
tend to have lower exporter productivity premia.
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