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Abstract

Case studies of export behavior suggest that firms that penetrate foreign markets reduce
entry costs for other potential exporters, either through learning effects or establishing
commercial linkages. We examine whether spillovers associated with one firm’s export
activity reduce the cost of exporting for other firms. We identify two sources of spillovers:
export production in general and the specific activities of multinationals. From a simple
model of export behavior we derive a probit specification for the probability that a firm
exports. Using panel data on Mexican manufacturing plants, we find evidence of spillovers
from multinational enterprises but not from general export activity.
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1. Introduction

What explains the export behavior of firms? Trade theory has little to say about
which firms in a country export and which produce for the domestic market, and
there has been little formal empirical work on the subject. Anecdotal evidence,
mostly derived from case studies in developing countries, suggests that the process
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examine the effect of sunk costs on the export-supply decision.
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of breaking into foreign markets is far from trivial (Morawetz, 1981; Kessing,
1983).

One of the most spectacular case studies of export growth, the development of
garment exporters in Bangladesh, suggests that informational externalities are
likely to be very important. The entry of one Korean garment exporter in
Bangladesh lead to the establishment of hundreds of exporting enterprises, all
owned by local entrepreneurs. Garment exports, which accounted for a negligible
percentage of total export earnings, became the single largest source of foreign
exchange earnings after the entry of one multinational firm.

The idea we pursue in this paper is that there are localized spillovers associated
with exporting by one firm that reduce the cost of foreign market access for nearby
firms. We consider two versions of the export-spillovers hypothesis: (1) all export
activity generates spillovers, and (2) only the export activity of multinational
enterprises generates spillovers.

Spillovers may take a variety of forms. The geographic concentration of
exporters may make it feasible to construct specialized transportation infra-
structure, such as storage facilities or rail lines, or may improve access to
information about which goods are popular among foreign consumers. Whatever
their source, spillovers imply that there are location-specific external economies
associated with exporting. This means that firms are more likely to export the
larger is the local concentration of export activity. The potential for spillovers from
multinational enterprises (MNEs) derives from the fact that foreign firms have a
multi-market presence. MNEs are a natural conduit for information about foreign
markets, foreign consumers, and foreign technology, and they provide channels
through which domestic firms can distribute their goods. To the extent that MNEs
directly or indirectly provide information and distribution services, their activities
enhance the export prospects of local firms.

There is a growing body of empirical work that claims to find evidence
consistent with spillovers’ A standard approach for identifying the effects of
spillovers on the production decisions of individual firms is to use a measure of
aggregate local industrial activity, such as employment or value added, as an
independent variable. The reasoning is that the larger is the local concentration of
economic activity, the larger are the benefits from spillovers. Carlton (1983) finds
that the geographic concentration of firms in an industry makes a location more
attractive to entering firms; Nakamura (1985) and Henderson (1986) find that
geographic concentration is positively correlated with total factor productivity; and
Wheeler and Mody (1992) and Head and Ries (1994) find the local stock of
foreign investment is a positive factor in the location decision of MNEs. These
findings are interpreted as evidence of spillovers, but it is just as plausible to
interpret them as evidence of unobserved fixed factors that firms value. The

*The externalities we take as our focus are static in nature. For empirical literature on dynamic
externalities see Glaeser et al. (1992) and Henderson (1995).






