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ABSTRACT: Why do exports grow faster in some regions than in others? The
regional literature has traditionally answered this question using a shift-share
analysis, which focuses on regional differences in the composition of international
exports by industry and destination. In this paper we apply an intensive/extensive
margin decomposition framework, which separates the role of new trade relation-
ships, product survival and product deepening to explain the differences in interna-
tional exports growth across Spanish regions. Unlike the predominance role of the
intensive margin in country-level studies, our results show that both the intensive
and the extensive margin can be very important components of regional exports
growth. Moreover, the relevance of each component varies to a great extent across
regions. Our findings suggest that policies implemented to promote exports should
be designed at the regional level.
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metodologia shift-share, que pone el acento en las diferencias regionales en la com-
posicidén de las exportaciones por industria y destino. En este trabajo, en contraste,
analizamos las diferencias regionales en el crecimiento de las exportaciones a tra-
vés de una descomposicion por margenes. Esta descomposicion permite identificar
la contribucién de las nuevas relaciones comerciales (margen extensivo), y de la
supervivencia y profundizacién de las relaciones ya existentes (margen intensivo)
a las diferencias en el crecimiento de las exportaciones entre las regiones espafio-
las. A diferencia de los estudios realizados para paises, donde el margen intensivo
juega un papel muy importante, nuestro trabajo muestra que tanto el margen inten-
sivo como el margen extensivo son importantes para explicar las diferencias en el
crecimiento de las exportaciones entre las regiones espafiolas. Ademads, el peso de
cada componente varia por cada region. Debido a esta variabilidad, las politicas de
promocién de las exportaciones se deberian disefar a nivel regional.

Clasificacion JEL: F1.

Palabras clave: exportaciones, regiones, Espafia, margen intensivo, margen ex-
tensivo.

1. Introduction

Export growth serves to assess the sources of international competitiveness of
a region. Foreign exports differ substantially among the regions of a country, both
in levels and as a share of gross regional output, giving reasons for the analysis of
international exports at the regional level '. Most studies of export growth at the sub-
national level have used traditional trade models based only on supply conditions
(Balassa, 1965; Erikson and Hayward, 1992) or on a shift-share analysis (or constant
market share analysis) which provides comparative measures of the relative impor-
tance of both supply and demand factors in explaining regions’ export growth (Green
and Allaway, 1985; Coughlin and Cartwright, 1987; Markusen et al., 1991; Kotabe
and Czinkota, 1992; Noponen et al,, 1997: Gazel and Schwer, 1998; Williamson,
2006). Our paper contributes to this literature by showing that the decomposition
of exports growth into an extensive margin (i. e. the expansion of trade due to an
increase in the number of new trade relationships) and an intensive margin (i. e. the
expansion in export value among existing trade relationships) is also useful for re-
gional policy since, as we will show, the long run international exports growth drivers
differ substantially at sub-national level.

The number of papers examining the differences in exports growth across countries
based on calculating the extensive and intensive margins of trade is increasing rapidly.
Felbermayr and Kohler (2006) propose a simple accounting approach to decompose
long-run export growth into the extensive and intensive margin. When they examine the

! Kitson et al. (2004) provide an interesting discussion about the concept of regional competitiveness
and the importance of international trade indicators to measure it. Porter (1990) popularised the use of
regional export shares as measure of regional competitiveness.
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expansion of world trade in manufactures during the period 1950-1997, their main con-
clusion is that the extensive margin accounts for around 40% of exports growth? Using
a similar approach, Brenton and Newfarmer (2007) notice that the extensive margin
accounts for only 20% of the overall exports growth during the period 1995-2005. Be-
sedes and Prusa (2011) extend this methodology by decomposing the intensive margin
into a survival component and a deepening component. The first term measures how
long existing trade relationships last; the second term measures the change in the value
of exports among surviving trade relationships. The authors find that the extensive mar-
gin has played a minor role in explaining export growth among developing countries
and that survival component is the most important factor explaining the poor perform-
ance in export growth of developing countries compared to developed countries. Help-
man et al. (2008) using a sample of 158 countries for the period 1970-1997 also found
that most of growth is due to trade between partners that were already trading at the
beginning of the period. However, these authors do not discriminate by products and,
hence, part of the increase in the intensive margin can be attributed to exports of new
goods between old partners. Finally, Hummels and Klenow (2005) also analyse the
extensive and the intensive margins of trade. They do not analyse how exports growth
is decomposed in these two margins, but rather why large countries export more than
small countries. Using a sample of 126 countries in 1995, they find that the extensive
margin accounts for around 60% of larger countries’” higher volume of exports .

The papers mentioned above use country-level data. This paper applies the exten-
sive/intensive margin decomposition approach to a regional setting, which is important
for understanding the nuances of export growth in countries with large inter-regional
heterogeneity. Specifically, we broaden the understanding of the differential foreign
trade involvement of Spanish regions in the period 1988-2006. We also develop recent
work in two directions. First, we further decompose the extensive margin into an entry
and a value component. This decomposition enable us to analyse which drives growth
in exports at the extensive margin: is it the capacity to augment the number of new
trade relationships or is it the ability to select those new trade relationships in which
the value of exports is large? Second, we calculate partner-specific survival, deepen-
ing, entry and extensive value rates. Such a novel decomposition allow us to analyse
whether a region’s higher growth in exports is explained by the superiority of its inten-
sive and extensive growth components in all trade relationships, or by the superiority
of its intensive and extensive growth components in some trade relationships.

Our results can be summarised as follows. First, the extensive margin plays a
significant role explaining differences in international exports growth across regions.
Second, within the extensive margin, both the entry and the extensive value are im-

2 Evenett and Venables (2002) is one of the first papers examining the importance of the extensive
margin. Using a different approach, they show that the intensive margin and the extensive margin ac-
counts for 63% and 37%, respectively, of exports growth among developing countries over the period
1970-1997.

3 Another line of research uses firm-level data to measure the role of the extensive margin and the
intensive margin in a specific country [Eaton et al. (2007) for Colombia; Gleeson and Ruane (2007) for
Ireland].
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portant to explain the differences in exports growth across Spanish regions. In par-
ticular, the extensive value plays a larger role explaining the differences in exports
growth in non-traditional markets for Spanish regions, such as non-European Union
markets, whereas the entry rate plays a larger role explaining the differences in ex-
ports growth in traditional markets (European Union). Finally, we find a great deal
of heterogeneity across regions in the component that contributes the most to exports
growth.

These findings have implications for appropriate policy choice. First, in order
to increase the value of exports at the extensive margin, in non-traditional markets,
it is more effective the selection of markets with a high (potential) demand than to
maximise the number of new export relationships. Second, since the main component
of international export growth differs across regions, regional idiosyncrasy must be
considered when designing export promotion policies.

The rest of the paper is organised as follows. Section 2 presents the methodo-
logy to decompose exports growth between the extensive and the intensive margins,
describes the extensions we introduce in this framework and explains how counter-
factual calculations are performed. Section 3 describes the differences in the exports
growth components across Spanish regions and performs the counterfactual exer-
cises. Finally, Section 4 summarises the main conclusions of the paper.

2. The exports growth decomposition methodology

In this section we present the methodology to decompose exports growth be-
tween the extensive and the intensive margins, explain the extensions we introduce in
this framework and describe how counterfactual calculations are performed. Before
we explain those analyses, it is necessary to determine how we define a trade relation-
ship. We say that a trade relationship is created when a country (in our case, a Spanish
region) starts exporting a new product to a destination country or an existing product
to a new destination.

We start our analysis with the trade decomposition proposed by Felbermayr and
Kohler (2006) and extended by Besedes and Prusa (2011). As we will explain in
detailed below, we have also added two additional extensions. Change in exports can
arise from three different sources: a) the introduction of new exports relationships
will increase the amount of exports, and b) the disappearance of a previous export
relationships will reduce the amount of exports; finally, c¢) the export relationships
that remain will contribute to the growth of exports if regions are able to sell a larger
amount in those trade relationships, or they will contribute to the reduction of exports
if regions cannot maintain the previous volume of sales. Analytically, we decompose
the absolute growth in exports between year ¢ and year #+1 as,

_ V — (XHIVtOH) + I:(Snt)(vrﬂ - vt) - ((1 - S)ntvt)] (1)

extensive margin intensive margin
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where V is the total value of exports, which is obtained multiplying the number of trade
relationships (n) by the average value of a trade relationship (v); x,,, is the number
of new trade relationships and vY,, the average value of new trade relationships; s is
the survival rate of the trade relationship, which is defined as the probability that the
export relationship does not fail, and 7 is the year.

The absolute growth in exports is decomposed in three terms. The first term in
equation (1) represents the extensive margin (x,,,v%,,), which gives the total value of
the new trade relationships that occur at year 7+1. The second term is the product of
the survival component [sn,] and the deepening component (v,,, — v,). The survival
component gives the amount of export relationships that survive between year ¢ and
year t+1 and the deepening component is the absolute increase in the value of a sur-
viving export relationship. The third term is the failure component [(1 — s)n,v,] and
gives the total value of those trade relationships that do not continue between year ¢
and year 7+1. The combination of the last two terms yields the intensive margin of
exports growth, that is, the increase in exports that stems from the change in value of
the trade relationships that remain alive.

If we divide equation (1) by V,, we can express the growth rate (g) between year
t+1 and year ¢ as:

8, =€f +sd—(1-5) ()

xt+l

where e is the entry rate: , which is the number of new relationships relative to the
n, 0

number of trade relationships in year #; and fis the extensive value rate: —

, which

gives the average value of a new trade relationship relative to the average value of

vH—] B v[ : :
- which gives the rate of

t
increase of the average value of a trade relationship that survives; finally, s is the
survival rate.

a trade relationship in year #; d is deepening rate:

Since the growth decomposition is expressed in relative terms, the extensive mar-
gin is now decomposed into a volume (e) and a value (f) component. This decom-
position, which is a contribution of the paper, enables us to investigate what drives
exports growth at the extensive margin: the capacity to open a large number of new
trade relationships or the ability to extend to those trade relationships where the value
of exports can be higher.

In order to refine the counterfactual calculations, we extend the exports growth
decomposition to take into account that survival and deepening rates may vary by
industry and year of service (length of the spell). In addition to that, we further dis-
aggregate the counterfactual analysis in order to take into account differences in the
survival, deepening, entry and extensive value rates by group of countries. This ad-
ditional decomposition, which constitutes also a contribution of the paper, allows us
to analyse whether a region’s higher exports growth is explained by the superiority of
its growth components in all trade relationships, or by the superiority of its exports
growth components in some trade relationships.
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Algebraically the broader decomposition can be expressed as:

gt+1,z = Z z (ec,zfc,z ) + |:Z(S£,z,t+ldi,za£,z ) - ((1 - Si,z,zﬂ )ai,z) (3)

c z i

where c is a country (or group of countries), z is industry and i the year of service.

x 7z . . . . . . .
Now e, =—==is the ratio of new export relationships in industry z with partner ¢
R 0
t

Vezssl - .
over the total number of export relationships in year r; f = —<“*L s the ratio of the

t
value of a new trade relationship in industry z with partner ¢ over the average value

i i
vc,z g+ VL‘,Z J*

of a trade relationship in year 1; d. = is the deepening that occurs in

(4

z-industry’s i-th year of service trade relationship with partner c; s’ is the survival rate

that occurs in z-industry’s i-th year of service trade relationship with partner ¢; and

l 1
C,Tl €Tt

o) =-—""""{s the share of the z-industry’s i-th year of service trade relationships
nl‘ Vt

with partner ¢ in year ¢ in total exports 4. The new exports growth equation takes into
account that the entry and the extensive value rates may change by partner, industry
and year and that the survival and the deepening rate may change by partner, industry,
year of service and year.

We use a version of equation (3) to asses the contribution of each of the exports
growth components to the differences in exports growth between EU countries (the
traditional trading partners of Spanish regions) and the rest of the world. To do so we
perform a series of counterfactual exercises. By substituting the growth elements (en-
try, the extensive value, survival and deepening) of a region with the growth elements
of a counterfactual region characterised by having the largest export growth rate, we
can identify which growth component is the main driver of the observed differences
across regions. In particular, in order to asses the contribution of the entry rate com-
ponent of exports growth differences across countries we can change equation (3) in
the following way

Entry: g, =>4, (ef,fﬁ.,,.)+[Z(sz,wdz,zaz,z)—(a—sz.,z,m >a:‘.,z)} @)

c z i

where eC%i is the counterfactual survival rate for industry z, at the i-th year of service

in year t+1.

4 To minimise outliers and avoid null results, we divide the entry rate by the total number of export
relationships. The same procedure applies to the ratio of the value of new trade relationships and shares.
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If we change the extensive value rate, the equation becomes,

Extensive value:

81s = Z z +(ec,zﬁ-,CzF) + z<si,z,¢+1di;0‘£,z)_((1 - si‘,z,t+1 )062‘_) ®)

c z i

If we change the deepening rate, the equation becomes,

Deepening:

8ot = 2 2l )| Dlstcnd el ) (=i e ©)

c 4 1

If we change the survival rate, the equation becomes,

Survival:

gr+1,t = z 2 (ea,zft:,z) + Z(Sfftﬁrld;zaiz) _((1 - sfjtll )a:z) (7)

c k4 1

In the next section we use equations (4)-(7) to analyse what explains the differ-
ences in exports growth across Spanish regions .

3. The role of the intensive and extensive margins in Spanish
regions exports growth

3.1. Data

We use a unique database which offers a highly-disaggregated exports data at a
regional level: the Spanish Agencia Tributaria Database (www.aeat.es). This database
offers Spanish provinces’ (NUTS 3) annual exports at the 8-digit Combined Nomen-
clature (CN) classification from 1988 onwards. First, in order to use data as close as

5 From a methodological point of view there is some resemblance between our approach and the
well-known shift-share analysis. The two approaches require measurements on a variable of interest (an
exported product) for each member group (Spanish regions) at the beginning and the end of the period
of analysis. In addition, both techniques use a counterfactual to evaluate the performance of the variable
of interest. In the shift-share analysis we are interested in computing the net shift or difference between
the actual growth and the expected growth based on the average growth of all regions in the group. The
magnitude of the gain or loss represents the difference between the region’s actual performance and the
performance it would have had if its growth rate had been equal to the average growth of the entire group.
In our approach we are interested in measuring the difference between actual growth and the expected
growth based on replacing the actual components of the margins by the components of the margins of the
region with the highest export growth. The magnitude of the gain or loss represents the difference between
the region’s actual performance and the performance it would have had if its growth rate in each compo-
nent had been equal to the growth of the best region.
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possible to the firm level, trade relationships are defined at the more disaggregated
province-level (NUTS 3). These trade relationships are then pooled at the regional-
level (NUTS 2) in order to calculate exports growth components. Second, instead
of using the more disaggregated 8-digit CN classification, which contains around
10,000 product codes, we opt to collapse exports data at the 6-digit Harmonised
System (HS) classification. This decision is due to the frequent changes in product
classification that takes place at the CN. For example, during the 1988-2005 period,
5,139 product lines were created and 4,738 product lines were dropped from the CN
(Eurostat, 2006). Those numerous changes may create substantial problems, because
we may misclassify existing trade relationships whose product code changes as new
relationships. Although the HS also experiences changes in product lines, they are
smaller than those in the CN ¢. However, the disadvantage of the HS is its lower dis-
aggregation level: 5,000 product lines. At lower disaggregation level each product
line may include a range of individual goods, leading to an undervaluation of the ex-
tensive margin. Finally, we use Banco de Espafia’s exports trade deflator to transform
current values into constant values.

Our empirical analysis is divided in two sections. First, we describe the differ-
ences in the components included in the growth equation (the survival rate, the deep-
ening rate, the entry rate and the extensive value rate) across Spanish regions. Next, in
order to study the weight of those components in explaining the differences in exports
growth across Spanish regions, we perform a series of counterfactual calculations.

3.2. An overall view on exports growth components

Spain is divided into 17 autonomous communities. There are significant differ-
ences across autonomous communities, henceforth regions, in terms of economic
weight, productive specialization, and share in Spanish total exports. Column 1 in
Table 1 presents the share on each region in Spanish total exports in the year 2006. As
shown in the table, the region with the largest share in Spanish exports is Catalonia:
28%. 1t is followed by Valencia (11%), Basque Country (10%) and Madrid (10%).
The regions with the lowest share in Spanish exports are Canary Islands (0.2%), Bal-
earic Islands (0.5%), La Rioja (0.6%) and Extremadura (0.6%).

Columns 2 and 3 present the growth of Spanish regions’ exports in the period
1988-2006 period.The Spanish region with the highest growth rate is Galicia (697 %),
followed by Extremadura (449%), Balearic Islands (428%) and Castile-Leon (404%).
Then, we find a group of six regions with a growth rate between 300%-400%: As-
turias, Cantabria, Castile-La Mancha, Catalonia, Madrid, Navarre and Rioja. These
regions are followed by a group with a growth rate which lies between 200%-300%:
Andalusia, Aragon, Basque Country and Murcia. The bottom positions are occupied
by Valencia (167%) and the Canary Islands, which experience a reduction in the
value of exports between 1988 and 2006. It is important to note that all Spanish re-

¢ At 2005, 91% of the HS product codes that were created at 1988 remain active.
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Table 1. Spanish regions’ exports real growth, 1988-2006
Share in Spanish Total growth Average annual growth

Region exports, 2006 (%) (%)

(1) (2) (3)

Andalusia 9.22 268 7.51
Aragon 4.53 222 6.71
Asturias 1.91 300 8.00
Balearic Islands 0.49 428 9.68
Basque Country 10.16 257 7.33
Canary Islands 0.20 =34 -2.29
Cantabria 1.20 352 8.74
Castile-La Mancha 1.78 358 8.82
Castile-Leon 5.55 404 9.40
Catalonia 28.13 379 9.10
Extremadura 0.59 449 9.92
Galicia 8.87 697 12.23
Madrid 9.99 311 8.17
Murcia 249 243 7.09
Navarre 3.39 365 8.92
Rioja 0.58 365 8.92
Valencia 10.93 167 5.60

Source: Authors’ calculations based on Agencia Tributaria’s trade database.

gions, except for Canary Islands and Valencia have a higher exports growth during
the period 1988-2006 than the world average: 178% .

Once we have presented the overall growth in exports, we describe next each of

the components that contribute to explain the differences in growth across Spanish

regions.

The entry and the extensive value component

The first two components of the exports growth equation are related to the exten-
sive margin: the entry rate (e) and the extensive value rate (f). The first component is the

7 Authors’ calculation using data from the World Trade Organisation database.
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ratio of the number of new trade relationships over the number of trade relationships the
previous year, and the second component is the ratio of the average value of a new trade

relationship relative to the average value of a trade relationship the previous year.

Table 2 presents the results of the analysis on the extensive components. The first
thing we observe is the close correlation (0.71) that exists between the growth in ex-
ports and the growth in exports relationships in the period 1988-2006 across Spanish
regions. This high correlation between the growth in exports value and the growth in
exports relationships has also been found in previous studies using country-level data
and has led some authors to argue that the extensive margin might play an important

role in explaining exports growth.

Table 2. Extensive margin

Growth .Growth Realised | Realised Extensive
of exports i exp ort potential in | potential in Entry'rate value
(%) relation- 108 () | 2006 (%) | (V8% | (avg.; %)
ships (%)

Andalusia 268 215 1.56 3.95 52.23 25.60
Aragon 222 228 0.73 1.92 49.32 13.39
Asturias 300 182 0.24 0.55 53.82 39.01
Balearic Islands 428 115 0.25 0.42 57.53 73.28
Basque Country 257 84 2.97 4.37 44.00 27.99
Canary Islands -34 -11 0.35 0.25 69.40 20.10
Cantabria 352 236 0.20 0.55 51.32 30.77
Castile-La Mancha 358 313 0.44 1.46 55.61 27.51
Castile-Leon 404 202 0.68 1.64 52.66 15.85
Catalonia 379 125 7.87 14.21 36.62 17.07
Extremadura 449 216 0.17 0.44 50.40 20.94
Galicia 697 440 0.78 3.37 50.40 24.53
Madrid 311 109 3.20 5.35 44.81 26.73
Murcia 243 178 0.57 1.26 44.49 17.65
Navarre 365 153 0.51 1.03 46.61 15.04
Rioja 365 169 0.21 0.46 49.34 15.72
Valencia 167 179 3.02 6.76 45.76 12.21

Source: Authors’ calculations based on Agencia Tributaria’s trade database.

As shown in the table, seven Spanish regions have an increase in export relation-
ships which is above 200%: Galicia, Castile-La Mancha, Cantabria, Aragon, Extre-
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madura, Andalusia and Castile-Leon; the rest of the Spanish regions have an increase
which is below 200%. We have to highlight the low growth in the Basque Country
and, specially, in the Canary Islands. A reasonable explanation of the differences in
exports relationships’ growth across Spanish regions could be the number of trade re-
lationships at the beginning of the period: those regions with few export relationships
have more room to increase the number of export relationships than those regions
that already have a large number of export relationships. Although there is a mild
negative correlation between the amount of export relationships in 1988 and their
growth (-0.25), Columns 3 and 4 of the table highlight that the room for new export
relationships is very large for all regions. These columns present the number of trade
relationships as a percentage of the maximum amount of trade relationships a region
could have in 1988 and 2006. In order to calculate the maximum amount of trade
relationships we multiply the maximum amount of products in the HS classification
in 1988 and 2006 and the number of countries in 1988 and 2006. In particular, there
were 5,019 products in the HS1988 classification and 5,224 products in the HS2006
classification; on its hand, there were 161 countries in 1988 and 193 countries in
2006. If we combine these figures the maximum amount of trade relationships in
1988 is 808,059 and 1,008,232 for 2006. As shown in the table, the realised potential
is very small for all Spanish regions, both in 1988 and 2006 8.

The final columns present the average values for the entry rate (¢) and the exten-
sive value rate (f). A striking conclusion of the data is the very large proportion that
new relationships represent, as average, over total export relationships in the previous
year. For all regions, except Catalonia, this ratio is above 40% and for eight regions
the ratio is larger than 50%. These figures show the high activity that takes place at
the extensive margin across Spanish regions. However, if we analyse the extensive
value (f) column, we can see that the value of those new trade relationships is much
lower than the average value of a trade relationship the previous year. Except for
Asturias and the Balearic Islands, the average value of a new trade relationship is less
than one-third of the average value of a trade relationship the previous year; for seven
regions is less than one-fifth.

The survival component

The third component of the exports growth equation, which is related to the in-
tensive margin is the survival rate. In order to calculate Spanish regions’ exports
survival rates we have to convert the annual data into spells of service for each trade
relationship. The first spell of a trade relationship starts the first time the trade rela-
tionship occurs. The length of the spell of service is determined by the number of
years that the trade relationship takes place without interruption. For example, if
1988 is the first year that Andalusia exports bicycles to Germany, this is the first spell

8 Tt is important to stress that it might not be economically reasonable for every region to use all
possible export relationships. On the one hand, economic theory points out that the benefits of trade stem
from specialization in production. On the other hand, not all partners might need the products exported by
aregion (e. g. large vessels to transport containers in Rwanda).

‘ ‘ INVESTIGACIONES-23.indb 63 @

8/10/12 13:19:01 ‘ ‘



64 Minondo Uribe-Etxeberria, A. y Requena Silvente, F.

of this trade relationship. If Andalusia also exports bicycles to Germany in 1989 and
in 1990, but not in 1991, the length of the first spell is 3 years. If Andalusia re-starts
the export of bicycles to Germany in 1992, that trade relationship will constitute a
new spell. As our period of analysis is 1988-2006 the maximum length of a spell is
19 years, and a trade relationship can have, as maximum, 10 spells.

Table 3 presents the Kaplan-Meier survival rates for Spanish regions®. A striking
result of the table is the low percentage of trade relationships that survive after one year

Table 3. Survival rates

Region % Qf exports that % (.)f exports that % (.)f exports that
survive after 1 year survive after 2 years | survive after 5 years
Andalusia 39.7 25.0 13.1
Aragon 42.4 27.9 154
Asturias 38.2 23.8 12.0
Balearic Islands 333 19.3 9.1
Basque Country 40.2 25.1 12.7
Canary Islands 24.8 11.3 3.8
Cantabria 41.0 26.7 14.4
Castile-La Mancha 40.4 26.2 14.2
Castile-Leon 39.2 25.5 13.2
Catalonia 47.0 31.6 17.9
Extremadura 40.9 27.8 159
Galicia 46.8 335 22.0
Madrid 413 25.6 12.9
Murcia 42.1 27.6 14.8
Navarre 41.6 26.8 14.0
Rioja 40.0 25.5 13.1
Valencia 42.1 27.1 14.4

Source: Authors’ calculations based on Agencia Tributaria’s trade database.

° The survival rate is expressed as the survivor function, S(¢), the ratio between the number of indi-
viduals surviving longer than ¢ and the total number of individuals studies, where 7 is a time period known
as the survival time (or time to failure). The Kaplan and Meier (1958) method is used to estimate S as

. d, . . S . .

s(t) = H 1——|, where ¢, is duration of study at point i, d; is number of deaths up to point i and n; is
,<T ni

number of spells at risk just prior to #,. S is based upon the probability that a spell survives at the end of

a time interval, on the condition that the individual was present at the start of the time interval. S is the

product of these conditional probabilities.

‘ ‘ INVESTIGACIONES-23.indb 64 @

8/10/12 13:19:01 ‘ ‘



The intensive and extensive margins of trade: decomposing exports growth differences across... 65

of service. For example, in the Canary Islands only a quarter of trade relationships last
more than 1 year. Two regions, Catalonia and Galicia, have the highest first-year sur-
vival rates: 47%. The majority of Spanish regions have a first-year survival rate around
38%-40%. Finally, the two island regions, Balearic Islands and Canary Islands have the
worst first-year survival rates. When we analyse longer time periods, there is a further
drop in the trade relationships that survive; in particular, around 75% of the trade rela-
tionships disappear after two years of service and 85% after five years of service.

It is interesting to observe that, although there are differences in survival rates, the
shape of the survival function is similar across Spanish regions. As can be seen in Figu-
re 1, in the majority of the Spanish regions the survival function has a steep slope over
the first 5-7 years and becomes flatter afterwards. The shape of the survival functions
implies that new export relationships have a much higher failure risk than established
ones. It is interesting to note, as well, that except for Canary Islands’ survival function,
the remaining survival functions are jammed at the beginning of the analysis. After the
third year of exporting, we observe more differences in the survival rate across Spanish
regions; however, as we enlarge the duration of the trade relationship, except for Cata-
lonia at the top and the Canary Islands at the bottom, there is convergence in survival
rates across Spanish regions. This convergence process is also confirmed when we
compare the standard deviation of survival rates across Spanish regions by spell dura-
tion. As shown in Figure 2, the highest differences in the conditional probability to fail
across Spanish regions occur in the first three years of service. When the trade relation-

Figure 1. Export survival

% surviving rel at time t
n

0 5 10 15 20
years exporting 1, 2, 3,...

Source: Author’s calculations based on agencia tributaria’s trade database.
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Figure 2. Survival rate standard deviations across Spanish regions
by year of service
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Source: Author’s calculations based on Agencia Tributaria’s trade database.

ship lasts more years the difference in survival rates across Spanish regions starts to
diminish, and becomes smaller the longer the duration of the trade relationship.

The deepening component

The last component that explains exports growth is the increase in the value,
or deepening, of the relationships that survive. Firstly, we analyse the deepening
of trade relationships that have lasted the whole period of analysis 1988-2006. As
shown in Table 4, long-term relationships only represent a very small percentage
of the trade relationships that took place in 2006: in all regions long-term relation-
ships never represent more than 10% of all trade relationships. However, in terms
of value the share of long-term relationships is much higher, reaching almost 50%
in some regions such as Catalonia, Valencia or Madrid. This result confirms the
fact that long-term relationships command a larger value than new export relation-
ships. Notwithstanding that, we should point out that in most regions the rate of
growth of long-term relationships is lower than the average growth for all relation-
ships.

The last column of Table 4 presents data on the median deepening for all sur-
viving relationships irrespective of their eventual duration. We do not present aver-
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Table 4. Export deepening

67

Long term relationships

Year to year

SUTVIVOFS
Region Fraction of 2006 | Fraction of 2006 of ti;gy\iﬁ lue Median
relationships trade value (average annual growth rate

(%) (%) erowth; %) (%)
Andalusia 3.49 31.77 5.23 2.77
Aragon 3.09 27.01 0.66 4.74
Asturias 1.78 13.73 6.02 3.62
Balearic Islands 4.12 15.91 2.89 -0.19
Basque Country 6.73 38.20 7.64 3.13
Canary Islands 2.29 37.93 -4.04 -5.42
Cantabria 2.51 12.84 4.19 4.08
Castile-La Mancha 2.18 15.70 3.28 3.89
Castile-Leon 2.25 18.95 5.99 1.03
Catalonia 9.42 47.95 7.92 4.74
Extremadura 2.26 38.56 9.69 1.11
Galicia 1.81 33.23 9.62 10.61
Madrid 6.64 47.37 8.43 3.36
Murcia 6.40 37.98 5.07 3.70
Navarre 4.82 42.95 7.00 2.43
Rioja 4.07 43.36 7.25 2.39
Valencia 5.50 47.75 3.46 2.40

Source: Authors’ calculations based on Agencia Tributaria’s trade database.

age deepening, because the presence of extreme observations makes this statistic
uninformative. As shown in the table, there are notable differences in the median
deepening rate across Spanish regions. Galicia is the Spanish region that, by far, has
the highest median deepening rate: 10.6%. After Galicia, there are three Spanish
regions with a median growth rate between 4%-5%: Aragon, Cantabria and Catalo-
nia; five regions in the 3%-4% range: Asturias, Basque Country, Castile-La Mancha,
Madrid and Murcia; four regions in the 2%-3% range: Andalusia, Navarre, Rioja and
Valencia; two regions with a deepening rate close to 1%: Castile-Leon and Extrema-
dura; and two regions with a negative deepening rate: Balearic Islands and Canary

Islands.

‘ ‘ INVESTIGACIONES-23.indb 67

8/10/12 13:19:02 ‘ ‘



68 Minondo Uribe-Etxeberria, A. y Requena Silvente, F.

3.3. Counterfactual calculations

We use equations (4)-(7) to perform the counterfactual exercises. In these exer-
cises we substitute the value of one of the growth components (entry, extensive value,
survival or deepening), with a counterfactual value. If we observe a large change in
the growth rate we can conclude that differences in the substituted component plays
an important role in explaining exports growth differences; on the contrary, if the
growth rate only changes a little, the substituted component does not play a decisive
role in explaining differences in exports growth.

An important decision when performing counterfactual calculations is to deter-
mine whose exports growth components are selected as counterfactuals. In the first
exercise, we decide to take as counterfactual the Spanish region with the highest
growth rate in the 1988-2006 period: Galicia '°. Using as counterfactual the growth
components of the Spanish region with the highest exports growth rate we can deter-
mine whether the intensive margin or the extensive margin is explaining the differ-
ences in exports growth across Spanish regions. In particular, we can identify whe-
ther it is the entry rate, the extensive value rate, the survival rate or the deepening rate
which drives the poorer performance of Spanish regions with respect to the region
with the highest export growth, i. e. Galicia. However, in order to analyse the robust-
ness of these results, we perform a second set of counterfactual calculations using the
average value of Spanish regions’ growth components as counterfactual.

In each exercise, we perform two sets of counterfactual calculations. In the first set
(Table 5), we use average growth components to calculate the counterfactual growth
rates, whereas in the second set (Table 6) we use partner-specific growth components
to calculate counterfactual growth rates. Moreover, the first set of counterfactual cal-
culations is divided in two levels. In the first level, or benchmark case, we only allow
the survival and deepening rates to vary by year of service; counterfactual entry and
extensive value rates do not change by year of service. In the second level, we allow
the survival and deepening rates to vary by year of service and industry, and the entry
and extensive value rates by industry.

The first column in Table 5 reproduces the Spanish regions’ average annual ex-
ports growth data presented in Table 1. The rest of the columns report how many
percentage points would a regions’ average growth rate increase or decrease if it
happened to have Galicia’s growth component. For example, if we take the first row,
we can see that Andalusia’s average growth rate would have been 1.52 percentage
points higher if it had had Galicia’s entry rate, 1.13 percentage points higher if it had
had Galicia’s extensive value, 3.05 percentage points higher if it had had Galicia’s
survival rate and 1.03 percentage points lower if it had had Galicia’s deepening rate.

In the benchmark case, when we introduce Galicia’s growth components as coun-
terfactual, we observe that the most numerous positive impacts on growth occur un-

10" Tn 2006, Galicia’s GDP was 88% of Spanish regions’ average GDP and its population was about
104% of Spanish regions’ average population.
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Table 5. Counterfactual calculations based on Galicia as a benchmark

By year of service (Benchmark)

By year of service and industry

Actual
| ey | e | S| ey | e | S| Do
value value

Andalusia 751 | 152| 113| 305| -1.03| 017 | 230 | 166 | 056
Aragon 671 | 1.15| 382 | 259 | —238| 036| 557 | 022 0.10
Asturias 800 | 203 | —287| 3.60 | -0.86 | -1.80 | -0.02 | 241 | -0.59
E‘i‘;flfirsic 968 | 732(-2593 | 6.15| 428 | 6.67 |-2586| 4.58 | 5.02
giiﬂlﬁfy 733 | 460 | -134 | 250 | —091 | 278 | 143 | 1.06 | -0.22
Icszl‘;j‘z 229 | 703| 696 | 1193 | 581 | 486 | 9.03| 1068 | 7.15
Cantabria 874 | 162 | -191| 3.02| -004 | 037 | -048| 136 | 125
E:S;jf;cha 882 | —009| 087 | 3.10| -138 | -1.17 | 223 | 192| -0.72
Castile-Leon| 940 | 1.16 | 1.17| 374 | 378 | 062 | 192| 240 -1.17
Catalonia 910 | 297| 061 045| —071| 260| 128 | -083 | 032
Extremadura| 9.92 | 122 | 051 | 171 | -056 | -0.01 | 145| 040 | -0.72
Galicia* 1223 0.00| 000| 000| 000| 000| 000| 000]| 0.00
Madrid 817 | 387 | -171| 240 | -0.18 | 290 | -025| 089 | 084
Murcia 709 | 209| 225| 185| -034| 153| 343 | 063 | -034
Navarre 8.92 1.97 1.25 258 | -2.25 1.04 2.76 0.40 0.20
Rioja 892 | 1.59| 134| 332 340 | 145| 195| 248 | -3.77
Valencia 560 | 153 | 441| 227| —086| 158| 452| 136| 110

Source: Authors’ calculations based on Agencia Tributaria’s trade database.

Note: * Benchmark region. The counterfactual figures report how many percentage points would a regions’ average growth
rate increase or decrease if it happened to have Galicia’s growth component. For example, if we take the first row, we can
see that Andalusia’s average growth rate would have been 1.52 percentage points higher if it had had Galicia’s entry rate.

der the counterfactual survival rate. In particular, if we analyse the counterfactual
component that leads to a larger improvement in growth in each region, four times
is the counterfactual entry rate, three times is the extensive value rate and nine times
is the counterfactual survival rate. It is important to highlight that the deepening rate
does not play any role in explaining Galicia’s superior export growth. If we ana-
lyse region by region, we can see that an inferior survival is responsible for lower
growth in Andalusia, Asturias, Canary Islands, Cantabria, Castile-Leon, Castile-La
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Table 6. Counterfactual calculations with partner-specific growth components
based on Galicia as a benchmark

By year of service,

industry and group EUI5 countries Rest of countries
of countries
Actual Exten- Sur- | Deep- Exten- Sur- | Deep-

growth | Entry sive Entry sive

vival | ening vival | ening

(%) value value
Andalusia 751 | 080 | —034 | 140 | 007 | -058 | 275 | 055 | 022
Aragon 671 | 087 | 067 | 007 | 180 | —0.18 | 559 | —0.46 | -0.03
Asturias 800 | 1.08 | 214 | 130 | —096 | —2.64 | 214 | 027 | 075
Balearic 968 | 944 [2280 | 411 | 514 | 138 | 468 | 027 | 1.00
Islands
Basque 733 | 260 | —069 | 046 | 020 | 063 | 246 | 068 | 041
Country
Canary 229 | 317 | 298| 843 | —745| 239 | 804 | 554 | —3.29
Islands
Cantabria 874 | 125 | 225 | 088 | 174 | —068 | 1.62 | —021 | 045
Castile- 882 | 038 | —1.74 | 126 | 069 | —054 | 332 | 045 | 007
La Mancha

Castile-Leon |  9.40 0.02 | -0.43 2.58 0.20 0.45 2.13 0.31 | -0.56

Catalonia 9.10 262 | 045 | -0.83 1.01 0.91 193 | -1.08 0.08

Extremadura 992 | —-1.16 | -0.45 0.64 | -0.06 0.82 1.36 0.27 0.02

Galicia* 12.23 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Madrid 8.17 3.04 | =092 0.11 1.06 0.55 1.15 | -0.74 0.64
Murcia 7.09 1.62 0.16 0.10 0.64 0.25 355 | -0.51 0.09
Navarre 8.92 1.17 | -0.14 0.36 1.78 0.19 3.05 | -0.50 | -0.56
Rioja 8.92 1.17 | -0.63 1.76 | -1.11 0.56 2.50 044 | -0.17
Valencia 5.60 1.68 0.58 0.28 2.11 0.32 4.60 | —0.04 0.25

Source: Authors’ calculations based on Agencia Tributaria’s trade database.

Note: * Benchmark region. The counterfactual figures report how many percentage points would a regions’ average
growth rate increase or decrease if it happened to have Galicia’s growth component. For example, if we take the first row,
we can see that Andalusia’s average growth rate would have been 0.80 percentage points higher if it had had Galicia’s
entry rate with EU15 countries.

Mancha, Extremadura, Navarra and La Rioja. A milder entry rate explains the lower
growth in Balearic Islands, Basque Country, Catalonia and Madrid. Finally, in the
case of Aragon, Murcia and Valencia it is the extensive value which explains the

‘ ‘ INVESTIGACIONES-23.indb 70 @

8/10/12 13:19:02 ‘ ‘



The intensive and extensive margins of trade: decomposing exports growth differences across... 71

lower growth. As opposite to country-level studies where most differences are ex-
plained by differences in survival and deepening rates, at the regional level we find
that extensive margin also plays an important role.

In the second exercise, we calculate separate growth components for industries.
This exercise aims to analyse whether a few industries explain the differences bet-
ween actual and counterfactual exports growth. The industry-specific components are
calculated at the HS 1-digit disaggregation level. Although it is possible to compute
growth components for a finer disaggregation (2, 4 or 6-digits industries), the results
of the counterfactual exercises become less informative due to the influence of outlier
components, specially in deepening and in extensive value. It is interesting to ob-
serve an increase in the role of the extensive margin and a reduction in the role of the
intensive margin in explaining differences in exports growth across Spanish regions.
In particular, the extensive margin (either the entry or the extensive value) constitutes
the growth component that leads to the highest increase in growth in eleven regions;
on its hand, the survival element of the intensive margin is the growth component that
leads to the highest increase in exports growth in five regions. It is interesting to note,
as well, that it is the value component, rather than the entry component, which leads
to largest changes in growth within the extensive margin.

As explained above, the second set of counterfactual calculations use partner-
specific growth components. In order not to ravel the analysis with too many partners,
we decide to calculate separate growth components only for two groups of countries:
the EU15 and the rest of countries. As can be seen in Table 6, the use of partner-spe-
cific growth components leads to very interesting results. The extensive value, and in
particular the extensive value with non-EU 15 countries, is the most important growth
component. It constitutes the most important counterfactual growth component in
Andalusia, Aragén, Asturias, Castile-La Mancha, Extremadura, Murcia, Navarre,
Rioja and Valencia. The entry rate with EU15 countries is the major driver of differ-
ences in exports growth in Balearic Islands, Basque Country, Catalonia and Madrid.
Survival in EU15 countries is the third most important growth component, and it is
the major driver of differences in Canary Islands and Castile-Le6n. Finally, deepen-
ing with EU15 countries is the most important growth component for Cantabria !'.

" When we compare the results for some regions in the deepening component in Table 5 and Table 6
some apparently counter-intuitive situations emerge. For example, when we substitute Canary Islands’
industry-specific deepening rates with Galicia’s ones, Canary Islands’ exports grow 7.15 percentage points
more each year. But when we substitute Canary Islands’ industry-specific deepening rates with EU15
countries with Galicia’s industry-specific deepening rates with EU15 countries, Canary Islands’ exports
grow 7.45 percentage points less each year; in the case of non-EU15 countries Canary Islands’ exports
grow 3.29 percentage points less each year. Although it is an awkward result, it is possible to explain it due
to the way the deepening rate, d=(vt+1—vt)/vt is calculated: vz is the average value of all export relation-
ships in year ¢, whereas vt+1 is the average value of those export relationships that survive between year ¢
and year t+1. The relative number of non-EU15 countries and EU15 countries export relationships in year
t, may be different from the relative number of non-EU15 countries and EU15 countries surviving rela-
tionships between f and #+1; due to this change, the relative position of the average value with respect to
non-EU15 countries’ value and to EU15 countries’ value may vary between ¢ and #+1. Due to this change
the average deepening rate may be greater or smaller than both country-specific deepening rates, leading
to the counter-intuitive results in the counterfactual calculations.
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In order to analyse the robustness of these results, we perform a new counterfac-
tual analysis using as benchmark the average of the Spanish regions’ growth com-
ponents 2. The idea is to check whether Galicia’s superior exports growth is based
on components that also explain the better or lower performance of other Spanish
regions. Although there are similarities between the results obtained in the first coun-
terfactual exercise and the second counterfactual exercise (Table 7a and Table 7b),
the new results also introduce some nuances in the role played by some growth com-
ponents. In the benchmark case, in 11 of the 15 regions it is the same growth com-
ponent that contributes most to exports growth. As Galician deepening rate is below
the average, in the new exercise the number of cases in which deepening is the most
important component is as high as the number of cases for survival. In particular,
deepening becomes the most important component for Balearic Islands, Canary Is-
lands, Cantabria, Extremadura and Galicia. As was the case in the first exercise, in
the benchmark analysis the intensive margin plays a larger role than the extensive
margin, although the role of the latter is substantial.

When growth components are differentiated by industry, we also find that in 10
over 15 cases it is the same growth component that leads to higher growth. We should
stress the increase in the role of deepening, which becomes the component that drives
the largest positive impact on exports growth for the majority of regions. When com-
pared to Table 5, there is a reduction in the role of survival and the extensive value.
Finally, the entry rate seems almost as important as the extensive value explaining the
differences in exports growth along the extensive margin. Finally, when we calculate
partner-specific exports growth components, we find, as well, that in 11 over 16 cases
it is the same growth component which contributes most to exports growth; we also
confirm the larger role for deepening and a lower role for the extensive value.

To sum up, the use of the average Spanish region as a counterfactual confirms
most of the conclusions that are drawn from the first exercise, although it introduces
some nuances in the role of some components. First, we still find that both the exten-
sive and intensive margins play a role in explaining exports growth across Spanish
regions. Contrary to the results obtained in the first exercise, we find that both the en-
try rate and the extensive value play a role in the extensive margin. As in the first exer-
cise, we find that the extensive value plays a larger role in explaining the differences
in exports growth in non-traditional markets, whereas the entry rate plays a larger
role in explaining the differences in exports growth in traditional markets. Thirdly,
the new counterfactual analysis gives a larger role to the deepening in explaining the
differences in exports growth across Spanish regions. Finally, we still observe a great
deal of heterogeneity across regions in the component that contributes the most to
international exports growth '3,

12 We remove from the sample the two Spanish island regions: Canary Islands and Balearic Islands.
The first region has had an atypical performance (negative export growth) compared to other Spanish
regions; the second region has some growth components with outlier values.

13" As an additional robustness test, we have also recalculated all growth components and counter-
factual figures when trade relationships are defined at the regional level (NUTS-2). Our results are not
altered either.
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Table 7a.

Robustness analysis. Counterfactual calculations

based on the average Spanish region

as a benchmark

By year of service

By year of service

Actual (benchmark) and industry
growth R R
(%) E Ex.ten Sur- | Deep- Ex.t en Sur- | Deep-
ntry sive . . Entry sive . .
vival | ening vival | ening
value value

Andalusia 751 | 091 | 032 099 | 068| 076 | 007 | 044 | 087
Aragon 671 | —032 | 325| —0.11 | —0.53 | —0.50 | 3.48 | —0.79 | -0.76
Asturias 800 | —122 | 437 | 1.75| 156 | =331 | —358| 141 | 1.70
Balearic 968 | 1.8 |26.13| 419 | 653 | 436 |-2633| 394 | 597
Islands
Basque 733 | 248 | 211 | 035| 076 | 199 | -121| 008 | 070
Country
Canary 229 | 331 | 581 1045 | 1274 | 368 | 555| 962 | -3.63
Islands
Cantabria 874 | 125 | =303 | 069 | 179 | -1.19 | =320 | 0.13 | 1.73
Castile- 882 | —2.78 | 002| 087 | 076 | —2.53| —031| 044 | 0.70
La Mancha
Castile-Leon| 9.40 | 053 | 059 | 145 | —245| —021 | 041 | 158 | -3.38
Catalonia 9.10 | 1.60 | 022| —236 | —0.04 | 1.75| 004 | —2.75 | -0.31
Extremadura| 9.92 | —0.53 | —0.08 | -0.76 | 024 | —0.80 | =022 | —1.49 | 0.22
Galicia 1223 | -1.61 | =056 | —2.19 | 095 | 058 | -1.37 | -1.30 | -0.25
Madrid 817 | 170 | —252| 002| 1.13| 177 | —2.80 | 030 | 0.80
Murcia 709 | 036 | 165| —074| 069 | 051 | 1.54| -1.09 | 096
Navarre 892 | 048 | 074 | —001 | -137| 0.15| 1.03| —0.58 | —1.45
Rioja 892 | —0.03 | 079 | 101 | -197| 029| 039| 051 | -1.96
Valencia 560 | 012 | 38| —045| 000| 077 | 3.08| —0.95 | —0.66

Source: Authors’ calculations based on Agencia Tributaria’s trade database.

Note: Average Spanish regions’ (except Canary Islands and Balearic Islands) growth components are used as
counterfactuals. The counterfactual figures report how many percentage points would a regions’ average growth rate
increase or decrease if it happened to have the average Spanish region’s growth component. For example, if we take the
first row, we can see that Andalusia’s average growth rate would have been 0.91 percentage points lower if it had had the
average Spanish regions’ entry rate.
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Table 7b. Robustness analysis. Counterfactual calculations
with partner-specific growth components based on the average Spanish
region as a benchmark

By year of service,

industry and group EUI5 countries Rest of countries
of countries
?rcotvL:Ltlllz Entry E:it\f: ) S.u " Defzp " | Entry E;Cit\fen _ S.u " De.ep )
(%) value vival | ening value vival | ening

Andalusia 7.51 | -0.18 0.40 0.63 041 | -0.50 | -0.33 | -0.32 0.54
Aragon 6.71 | -0.05 1.22 | -0.60 0.43 | -0.35 2.66 | -0.32 | -0.09
Asturias 8.00 | -0.24 | -1.24 0.61 036 | -2.63 | -1.98 0.57 1.25
Balearic 9.68 6.00 |-22.58 3.58 5.09 0.82 |-13.37 0.77 1.47
Islands
Basque 7.33 1.54 | -0.26 | -0.17 | -0.04 0.72 | -1.05 | -0.37 0.78
Country
Canary -2.29 0.80 4.50 7.68 | -1.13 3.11 2.61 5.21 1.08
Islands
Cantabria 874 | -0.31 | -1.37 0.11 1.39 | -0.83 | -1.34 | -0.09 0.64
Castile- 882 | -1.82 | -0.82 0.24 1.23 | -0.74 0.65 0.22 0.35
La Mancha
Castile-Leon | 9.40 | -0.97 0.31 2.01 | -2.53 0.33 0.42 043 | -0.52
Catalonia 9.10 1.60 | -0.25 | -1.83 | -0.05 0.68 0.16 | -1.33 1.11
Extremadura| 9.92 | -2.09 0.35 | -0.74 0.39 0.69 0.01 0.25 0.13
Galicia 12.23 | -0.46 0.50 | -0.87 | -0.90 0.05 | -1.82 | -0.04 0.30
Madrid 8.17 1.85 | -0.60 | -0.59 | -0.12 032 | -2.23 | -0.60 1.71
Murcia 7.09 0.63 0.60 | -0.93 1.11 0.01 0.90 | -0.65 0.94
Navarre 8.92 0.20 029 | -0.24 | -0.29 0.02 0.80 | -0.33 | —-0.53
Rioja 8.92 0.08 | -0.08 041 | -0.57 0.23 0.52 0.12 | -0.30
Valencia 5.60 0.87 1.11 | -0.89 0.52 0.11 2.15 | -0.94 0.73

Source: Authors’ calculations based on Agencia Tributaria’s trade database.

Note: Average Spanish regions’ (except Canary Islands and Balearic Islands) growth components are used as
counterfactuals. The counterfactual figures report how many percentage points would a regions’ average growth rate
increase or decrease if it happened to have the average Spanish region’s growth component. For example, if we take the
first row, we can see that Andalusia’s average growth rate would have been 0.91 percentage points lower if it had had the

average Spanish regions’ entry rate.
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4. Conclusions

This paper investigates the role of extensive and intensive margins on internation-
al export growth among Spanish regions over the period 1988-2006. For that purpose
we apply the accounting framework proposed by Felbermayr and Kohler (2006) and
extended by Besedes and Prusa (2011) to measure the relative importance of these
two terms in global export growth. We provide two innovative improvements to this
new methodology. Firstly, we decompose the extensive margin into an entry and a
value component; this decomposition enables us to determine whether the capacity
to open a large number of relationships or the ability to choose new markets which
command a large exports value drives growth at this margin. Secondly, we also take
into account differences in the survival, deepening, entry and extensive value rates by
country destination. This partner-specific decomposition allow us to analyse whether
aregion’s higher exports growth is explained by the superiority of some of its exports
growth components in all trade relationships, or by the superiority of some of its ex-
ports growth components in some trade relationships.

Our results show that the extensive margin plays a key role in explaining dif-
ferences in exports growth across regions, much more than the one found using
country-level data. In addition to that, the partner-specific decomposition shows
that the extensive value plays a key role explaining the differences in exports
growth in non-traditional markets for Spanish regions, such as non-European
Union markets; the survival, deepening and entry components play a larger role
explaining the differences in exports growth in traditional markets (European
Union). We also find a great extent of heterogeneity in the component (survival,
deepening, entry and extensive value) that contributes the most to exports growth
across regions.

Our results lead to relevant policy recommendations. First, in non-traditional
markets, the capacity to select markets and products that command a high demand
capacity is more important than the maximisation of new export relationships to
achieve faster growth in exports. Second, export promotion policies should pay more
attention on survival of new exporters. As shown by De Lucio et al. (2011) almost
50% of the total exports value each year is originated by trade relationships that did
not existed 10 years ago. Therefore, it is not enough to encourage firms to initiate in
the export activity; it is also necessary to monitor them after starting in order to get
more regular exporters. Third, due to the heterogeneity across regions in the com-
ponent that can contribute most to exports growth, policies should be designed at a
regional level. The observed heterogeneity could be used to justify the existence of
regional export promotion agencies. In Spain their number has grown rapidly in the
last fifteen years and it is needed more studies that explain the need for such kind of
public intervention. Finally, it is also necessary to deep our understanding on the sec-
tors and destinations that contribute the most to explain the observed differences in
export performance across Spanish regions in order to improve the design of export
promotion policies in the future.
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