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Abstract
This study provides insight into the impact of istfial districts on firm international

strategies, in the particular context of one traddl manufacturing industry: the
Spanish home-textile industry. Using a sample & tanufacturing firms, the paper
shows how location influences intensity of expautsl acceleration of exports and
imports. However, our findings evidence how thegkiences are diluted in recent
years as the home-textile industry is more involwvethe global arena. Therefore, the
results of the article may contradict some argusientexploring the advantages of
the district in the firm’s international strategy,particular, first, on questioning the
capacity of the district to prevent internationalicing, and second, on pointing out
its vulnerability to the threats created by thewgrg integration of the world

economy.
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1. Introduction

The increasing engagement of firms in export angbirnactivities has been one of
the more visible answers to the constantly chandymamics of the global
environment. Nowadays, exports and imports plaja role in company strategies
and their importance is expected to grow furthemaskets become increasingly
globalized. As a consequence, the investigatidgh@tlements that are critical to
firms’ export success has been the focus of sdyalesearch for the last two decades
(Katsikeas, Deng & Wortzel, 1996). However, resikedras paid less attention to the
importing side. A review of 271 studies of intelinaglization shows that the vast
majority of the empirical studies (89%) have corsed on export behaviour and
performance with very few adopting a dyadic appiho@éso) (Lye and Hamilton,
2001). Nowadays, this imbalance is somewhat stmgrgiven the importance and
growth of international outsourcing (UNCTAD, 200#).fact, in many cases, the
export success is even conditioned by the intevnatisourcing strategy of the
company (Overby and Servais, 2005).

On the other hand, a substantial amount of empmésearch has been developed,
concentrating on the effect that various externdliaternal forces have on
determining firms’ international performance (eCgqwvusgil and Zou, 1994; Moen,
2002). Although significant progress has been madederstanding the effect of a

firm’s internal factors on international performan&nowledge of the external



determinants is contradictory and warrants furtkeearch ( Madsen & Servais, 1997,
Johanson & Mattson, 1988). Factors like geographigglomerations, networks of
firms or participation of local institutions havedn traditionally discussed in the
literature (Molina-Morales and Martinez, 2003). date, only limited efforts have
sought to explore how geographical agglomeratioightiavour the intensification
and acceleration of firms’ international stratel\areover, the exploration of their
influence has been mainly viewed in isolation frother geographic-based trends
impacting business- most notably the rapid progpessf the globalization of world
markets (De Martino et al., 2006). In spite of ttetiwal and empirical developments,
generally speaking, research still consider thdustrial district effect” as static,
without investigating the evolutionary patternsrafustrial districts as globalization
increases.

Therefore the aim of this paper is twofold. Firsgims at contributing to a better
understanding of how geographical location inflleenthe performance of the
international strategy in both sides: exports anparts. To what extent do the
“industrial district effect” affects import and exp activities? Second, it analyse if
this effect is permanent or change as firms anketsiare more involved in the
global arena. To what extent the “industrial dcdtaffect” is reinforce or strained by
globalization? In this vein, we adopt recent clash8ecattini (2002: 489) when he
asserts “...1 viewdistrictualizationor converselyle-districtualization as the constant
modulation in time and space of a set of processabnot as a punctiform event...”
Moreover, the majority of studies in this field ledyeen based on non-random case
studies that describe successful stories in tefrdsstrict firms. So, we enrich this
approach here using empirical evidence based onlével data in the specific

context of one traditional manufacturing industhe Spanish home-textile industry.



This industry is very interesting to study as vitie elimination of quotas after
January 2005 is facing many challenges.

The article is structured as follows. The nextisecbf the paper develops theory and
hypotheses. We then outline our study setting aethodology and present results.
Finally, we point out the main conclusions and ssgmplications for managers and

policy makers.

2. Theory and hypotheses

Industrial districts, international strategy andadplalization

Several studies have underlined the importanceaaition as key drivers of
innovation and competitiveness (e.g. Porter, 198@inle and Schiele, 2002). Indeed,
while globalization has led to companies being igureéd on an international scale-
with supply chains restructured across countriesggaphical proximity still remains
a critical feature of industrial development. Gobark to Marshall (1920), by
agglomerating, firms can benefit from location enédities and take advantage of
specialized labour and knowledge inputs; or asnteften strategy researchers
suggested (Foss, 1996; Grant, 1996), firms locatetlisters or Industrial Districts
(ID) benefit from strategic resources, systemicaaigational routines and collective
knowledge. Competitors outside the ID will facehegcosts when recruiting and
relocating higly specialized employees and whemstating with suppliers and
researchers. They will find it difficult to imitatbe complex routines involved in the
infrastructure of the district and will face monegerfect information than district
firms when assessing the value of industry ressuaoel innovation opportunities

(Pouder and St. John, 1996)



But, what exactly do we mean by “industrial digtf?cThe concept underlying ID
goes back many years and goes by many differeneésiancluding “clusters”,
“agglomerations”, “hot spot” and others (Cortrigh906). Porter (1990) defines
clusters as geographic concentrations of interoctiedecompanies and institutions in
a particular field. Alternatively, Rosenfeld (20@@)nsiders a cluster as a spatially
limited critical mass of companies that have sogstesnatic relationships to one
another based on complementarities or similaridesording to Beccatini (1991) an
ID is a socio-territorial entity characterized I tactive presence of both a
community of people and a population of firms iregraturally and historically
bounded area. Many others have offered their owiatuans, but the general idea
underlying these definitions is that an ID is augr@f firms and related economic
actors and institutions located near one anothetlzat draw productive advantage
from their mutual proximity and connections (Cagtr, 2006). Although, it is
probable impossible to agree as a single, univeledatition, it may be possible
however to agree in the range of characteristiasitientifies an ID: divisible
production process, transportable product or sepadong value-chain including
multiple distinct competencies, innovation-intepsind volatility of markets (Steinle
and Schiele, 2002). Another important feature tharacterizes an ID is the peculiar
combination of competition and cooperation thatws@mong the agents in the
district, and which reduces the cost of using toal markets. From this point of
view, for the firms located in an ID, the environmacts as a collective good as the
external economies only benefit the local indubtregwork. The geographical
proximity, the common cultural identity and the isbties facilitate fertilisation of
ideas and knowledge exchange (Costa-Campi andéditans-Marsal, 1999).

Considering these characteristics, Dei Ottati (2@Dberentiates the economic



organization of an ID from that of large verticaihtegrated firm. In an ID,
opportunism is discouraged, uncertainty is facefldxbility and ambiguity is
overcome by dividing and distributing the econopriccess and by splitting
entrepreneurial functions.

Further empirical research on ID shows the impiloceg of this model of organization
over firms’ competitiveness. For example, Molin@@2) and Signorini (1994) found
higher performances for industrial district firnguh for external firms. Bell (2005)
demonstrated that, after controlling for networkeas, industrial district firms were
more innovative than remotes firms. However, thati@ship that has centred most
of this empirical stream is how ID can improve f&foreign competitiveness (e.g.
Porter, 1990; Costa-Campi and Viladecans, 1999¢lBetti and Rossi, 2000,
Mariotti, 2004; Belso-Martinez, 2006). In geneghts, these studies proved that
those firms located in an ID dispose of a seriemdvfantages that allow them to have
a better international performance. Even so, themtaof this research adopts a
partial view of the internationalisation as it onlge the propensity to export as a
proxi that reflects the level of competitivenesd arternationalisation of the
companies. The approach we adopt in this papemewhat wider as we analyze
timing and propensity of both export and impori\ates.

An area open to a certain degree of empirical coetsy and debate among
researchers is related to the considerable vaaratydisparity of results usually found
in terms of those factors that mainly influence pleeformance of the international
strategy. As most of the empirical research seemg thighly context-specific,
almost every author in the field of InternationaisBhess has aimed at elaborating
their own list of such key factors. However, redaships with other business actors

have always been pointed out as a crucial ingrédieinternational competitiveness.



The number of relationships that a firm establishes only with their suppliers and
customers, but also with competitors and a whalesef institutions, such as local
governments, universities or financial institutiondl condition their strategies. In
general, this web of commercial, informative andiglorelationships which directly

or indirectly connects the different members ofratustrial district defines what we
understand by a network (Johanson and Mattsso®, I¥8ruz and Rugman, 1992).
This fact is the essence of the&tianate’ ID (Markusen, 1996) in which bonds of
trust and associational links among relatively éfjaas and institutions help drive
economic activity. The relations established with other members of the ID allow
access to new experiences, resources and knowiddge could not have been
obtained by acting in isolation. These factors ltave a leverage effect on the firm’s
ability to penetrate international markets (WeMfelch and Wilkinson, 1998).
Therefore, in those firms located in an ID, we e#pect that the relationships that
the entrepreneurs/managers may have establishiedh&itnembers of the ID will
mitigate the unfavourable effect of being small #metefore will favour the
international strategy.

But, how do we measure this strategy? This thexaletoncept is essentially complex
and multidimensional. Here, we would just claimtthay effort in its
operationalization should be multidimensional. As lvave seen, the majority of
research on ID considers that the key variableasikistence of a high percentage of
exports (ntensity. However, with the start of the new millenniudme thumber of
young firms experiencing rapid internationalisats@®ems to be increasing and,
therefore, a better understanding of this procesddvappear to be important for both
researchers and practitioners (Shrader, Oviatigidougall, 2000). Therefore, the

specific time lapsed between the moment when thedevelops its first international



activity and the moment when it was bospéedl adds some new information about
the international performance of the firm. Moreqwee distinguish both sides of
internationalization: import and export activities.

Hypotheses

Most of the research has focused on the influehtieedD on thantensityandspeed
of exports. An efficient system of formal and infaal exchange of complementary
information can substitute the lack of internalow@ses needed to overcome fixed
information costs and to provide additional sersinecessary to sale in foreign
markets (Beccheti and Rossi, 2000). Meeting theashehof sophisticated local
customers, cooperation between firms and theirlgrg@nd competition with other
district firms leads to innovation (Porter, 1990n one hand, there is exchange
information and knowledge about new processes aralipts with suppliers. On the
other hand, firms competing with others in the séimehey will be motivated to
differentiate themselves from rivals. These reioéar processes of innovation in turns
favours district firms to be more competitive imlghl markets than firms from the
same industry but located outside the ID (Port@80). Additionally, as competition
is so high in an ID, district firms will look atde competitive international markets
earlier than non-district firms. Bechetti and R@&00) evidence how the
characteristics of the ID are the basis of higlegfqmance and export intensity of
firms located in industrial districts. Pla-Barlzard Escriba (2006) have shown a
substantial influence of the network of relatiompshivith customers and competitors
in the acceleration of the process of internatiaaébn.

Therefore, we hypothesize:

Hia In the context of one particular industry, the mgy of exports will be

significantly higher for industrial district firmghan for non-district firms.



Hip: In the context of one particular industry, the speedeveloping export activities

will be significantly higher for industrial distridirms than for non-district firms.

The influence of the ID effect on import/sourcirgiaties has been less explored.
From a strategic perspective (Porter, 1990) itmaargued that capable, locally based
suppliers and competitive related industries craaepportive web of local, flexible,
efficient providers for district firms which in mmakes buying in the ID more
interesting than internationally. Moreover, frommaxial and institutional perspective,
social interaction among economic actors playdeimenabling or encouraging the
behaviour of managers (Granovetter, 1985). Manageralso consumers, citizens
and members of the community. They are embeddadatial system (Uzzi, 1997).
Consequently it is more difficult to make decisidhat could change the nature of the
relationships between the firm and the others ewnnactors in the district (workers,
suppliers, institutions, etc.). These ID firms hénanslated to the local system a set of
values and commitments that define exactly wh#tasole of the firm in the district
and how the firm should behave. Therefore somesaets that change the structure
of the value chain in the district such as re-lisadion of the labour-intensive
activities in low-cost countries, international satircing, and downsizing are not
“allowed” or at least delayed.

Some empirical studies in the Italian Districtswheow district firms exhibit a higher
degree of internationalisation in terms of exparid a lower degree in terms of
delocalization in comparison with firms that do betong to the district (Centro

Studi Unioncamere, 2002). This fact could confilrait embeddedness in the local
context (Mariotti, 2004)

Thus:



H.a In the context of one particular industry, the mggy of imports will be
significantly lesser for industrial district firmthan for non-district firms.

Hp: In the context of one particular industry, the spaedeveloping importing
activities will be significantly lesser for industr district firms than for non-district

firms.

There is a general agreement that ID exhibit aciyigde, which draws from “industry
life cycle” Theories (Vernon, 1966). Because oftamml changes in markets,
technology and competition, clusters tend to evolwatinually, with some ID ebbing
or dying even as new ones form and grow (Cortrig8@6). However, from a more
radical point of view, some authors argue thatatieancement of globalization have
signalled the “death of distance” and reduced arast the importance of
localization (De Martino et. al, 2006). The ratitee that globalization weakens the
intimate, embedded relationships associated withADfirms are more involved in
the global arena, they often reduce their degrdecal collaboration and interaction.
Globalization easies the access to outside researo® in turn, firms reorient their
degree of intra-cluster vertical and horizontahtieinships. Moreover, some
researchers suggest that during periods of raplthtdogical change or intense global
competition Industrial Districts can gain compe&gtadvantages through selective
linkages with external firms and/or clusters. Withthis external interaction, the
local ID could suffer from intellectual “lock in”ihdering the region’s ability to
successfully adapt to new changing environmentshasten their decline (De
Martino et.al, 2006). This is particular the caséraditional manufacturing industries
such as textile where knowledge-based inputs d@ronger location- bound.

Therefore:

10



H3: In the context of a traditional manufacturing intlys the industrial district effect

over the international strategy will have less impace as globalization increases.

3. Methods

Sample and data collection

We collected the data from the Spanish home-teasitociation. Nowadays, the
home-textile industry- like other traditional maaatfuring industries- is considered as
an example of an industry with structural problemsore advanced economies due
to severe competition from low-wages countriesaAssult, industrial countries are
losing their comparative advantage in the produatibsuch goods. Although for
many years the Spanish textile industry was growtimg data of the last five years
shows a similar —or even worse evolution- thanBhepean average. We can
observe from the data a shrinking number of esgthbilents and employees, reduction

of output, and a clear stagnation of exports.

The Spanish home-textile association had 570 mesrdighe time the research was
carried out. The survey instrument consisted afxensive mail questionnaire,

which was pre-tested through personal interviewh ®panish executives responsible
for international operations and with academicssieed in international
management. The questionnaire was mailed to séniel-nanagers who were most
likely to be involved in the internationalizationogess, including CEOs or directors
in charge of international operations. The use®O& and international directors

satisfies two accepted criteria for identificatmirappropriate key respondents: (1)
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possession of sufficient knowledge of the domaingdpstudied, and (2) adequate
level of involvement with regard to the issues undeestigation (Campbell, 1955).
The survey was launched during the first week okJ2005. The questionnaire was
largely sent by e-mail and by fax, together withrgnoductory letter from the
association describing the objective of our redearoject and emphasising the
confidentiality of the responses. Questionnairesevgent out in three general rounds.
After four months, we obtained a sample of 128 $irmepresenting 22,5% of the
target population.

Measurement of variables

Industrial district We focus on the Spanish home-textile districisTstrict is
located around the cities of Alcoi-Ontinyent (SoMtdencia). It is a natural and
historically bounded area that fits Becattini'sigiéibn. This district has its roots in
the nineteenth century and experienced a strongla@went in the period 1961-
1975. Nowadays, it represents 69% of the total Sparome-textile production. The
district has a web of capable providers from suipgrand related industries.
Moreover, a great number of public and privateitasons that offer support and
services to the district firms are located in #@imisa. Particularly important are
research and public institutions (e.g. the Techaglastitute of Textile, Valencian
Institute of Small and Medium Sized Companies)daaaic institutions (the
University of Valencia, Polytechnic University ofedi) and trade associations.

We identify this industrial district following Sfers quantitative methodology
(Sforzi, 1992), but it has also been identifiechasndustrial district (close to the
Italianate districtmodel) by a number of other studies (e.g Ybarr@li€luster

Competitiveness, 1999; Piqueras, 1999).
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Export intensityepresents the share of exports in total salea farticular firm.

Import intensityis the share of imports in total purchase for @di@aar firm. These
variables are by far the most widely used indicatorempirical international business
research.

Export and Import speedas measured by the time lapsed since the yeas firere
founded until the first year of exporting or impod.

Table 2 shows the correlation matrix and some gaser statistics.

Analyses

We used ANOVA to compare means of the internatistrategy measureisTests
showed whether these mean values were or weregmificantly different. In order
to apply ANOVA analyses, original data were transfed into log. variables. These
new variables follow a normal distribution.

By using the firm's address, we split the samplsvimgroups: industrial district

members and non-members. Table 2 shows the résuttee whole sample.

To verify whether the historical context (globatipa) in which the firms were
created had any influence on the internationatesgsa two new analyses were run: a)
for the firms created before 1985, b) for thosatzé since 1985. The latter year was
considered to be a significant historical waterslasdSpain joint the European Union
at the end of this year. Moreover, in the secorifidiadhat decade, Spanish industry
experienced definitive advancements in its levedpecialisation, as of 1985, when it

reached an equivalent production capacity of 96%safonsumption. This
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progression came about as an overall consequerthe trceful propensity to
export. Figures doubled in only a decade, substintmproving the commercial

balance of the country.

Results and discussion

First, we analyse partial correlations. The mosiceable was that total experience
was significantly correlated with years lapsed lumtport and import time. Older
firms started to export and import later than yamfigms. Nowadays, firms are
likely to encounter international pressures muatiezan their existence. This result
would appear to confirm recent claims (Madsen aed&s, 1997, Moen, 2002)
which are based on the growing globalisation ofkets and which question the
relevance of experience, especially in explainhrggihternationalisation process of
young firms located in industrial districts. On thier hand, size is not correlated
with export and import intensity. Firm size is @obarrier for internationalizing firm
activities: small firms could do well in internatial markets as long as they
implemented internationalisation strategies coasistith their resources. This is
especially relevant for firms located in industdatricts where the economies of
agglomeration can substitute for the lack of indénesources needed to overcome the
cost of entering foreign markets.

Second, we analyge€Tests. In general terms, district firms are maréva in exports
markets than in import markets. There is no steéiby significant difference in terms
of import intensity between district firms and ndistrict firms.

Moreover, district firms seem to show a more acetdel pattern of

internationalisation than non-district firms, intbatrategies: exports and imports.
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However, the statistically significant relationshiggopear when we consider the
sample of firms created before 1985. If we jusyardnsider firms created after 1985,
differences in means are not statistically différfen all variables. Therefore, this
provides support for hypotheses 3. Globalizatioer@ling the district effect on the
internationalization strategies. The hypothesizesitive district effect on the

intensity and speed of exports seems to be lesriamaas globalization increases.
On the other hand, the influence of localizatioriraports is the contrary as we
hypothesized. The speed of import is higher fotridisfirms than for non-district
firms, at least, for firms created before 1985.sTfact could be due to learning
effects. District export firms learn earlier howdeal with foreigners which in turn
accelerated the process of purchasing outside. Fewm general terms, the intensity
of imports seems to be the same in firms locatsdiéor outside the district. The
hypothesized preventive effect of the district agtainternational sourcing is not so
important. As district export firms internationaizhey gain additional capabilities
and often reduce their degree of local dependemdénderaction. Therefore we can
not accept hypotheses 2a and 2b.

Overall, our results show how location influenaeemsity of exports and acceleration
of exports and imports. Moreover, the paper evidermow these influences are
diluted in recent years as the home-textile ingustmore involved in the global

arena.

4. Conclusions

The study has sought to provide insight into thpant of industrial districts on firm

international strategies. Few studies have exantimednplications of being located
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inside or outside Industrial Districts on the spaad intensity of both exports and
imports.

The findings of the article may contradict someuangnts on exploring the
advantages of the district in the firm’s internagbstrategy, in particular, first, on
guestioning the capacity of the district to prevatérnational sourcing, and second,
on pointing out its vulnerability to the threateated by the growing integration of
the world economy.

We have show how traditional manufacturing Indastistricts are currently
strained by global pressures which are influentiggr evolution and future. In this
sense, the paper contributes to the literaturedustrial districts’ evolution showing
an empirically explorative look at the economic pimenon of districts’ decline. In
fact, wider analyses of data in different tradiitbmanufacturing industrial districts
(see for example, Mariotti, 2004; Amighini and Riédité, 2006) show a pessimistic
picture: losses of jobs and rise of unemploymeassés of market shares by district
suppliers, increasing transfer of specialized kreolge outside the local system,
changes in inter-firm relations, social problemd aa on.

Insights from the decline of Industrial Districtsght be useful for policy makers in
order to promote changes in favour of equilibratddcationswhere the
transformation of the local social capital in a mmoomplex and articulated system
able to sustain long distance relationships conldrge the boundaries of the district
into nodes of a wider international system. Norelaxternal networks may enable
Industrial Districts to overcome local inertia amehce extend the district life cycle.
In this vein, we will observe an increasing tendeincdistrict firms to delocalise their
production activities abroad while they will keeg@uct design, marketing,

innovation and quality control within the local s31. Efficient policies supporting
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these core activities could help district firmsstovive. This tendency as Mariotti
(2004) point out, could be seen as an opportunitghlarging the local system
through the creation of new clusters in foreignraaes and specialising the original
district in high value-added activities.

Nevertheless, the notion that Industrial Distrietduces their degree of importance on
the internationalization strategies as firms magure grow internationally does not,
however, necessarily imply that overall industdesitricts interactions are reduced
over time. The foundation of new business, theratinnovations, the establishment
of a collective positive reputation or image, tevelopment of shared values and
training, etc. represents common attributes astgutiaith industrial districts.

The limitations of our study may provide ideasdatension and improvement. First,
our study has benefited from dealing with firmsihomogeneous technological
setting. However, it must be stressed that singieick conclusions should be
considered with caution. Further research includnolystrial districts with different
technological features is needed to provide furémepirical assessment of the
district’s influence on the internationalizatiomagegies. Moreover, some factors
identified in the literature as relevant on thduahce on international performance
such as export subsidies, innovation or modes oy &éiave not been considered in
this study.

Despite these limitations, we consider that theepapntributes to support with a
simple statistical analysis the view of a stagreaatiution of industrial district firms

in a traditional manufacturing industry; it conseqtly illustrates an exemplary case
that can help future research in this field by sep\as a reference for studies with a

broader scope.
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Table 1: The Crumbling Industry Evolution 2001-05

Aggregated indicators UE Spain
Export/Import -52% -16,7%
Loss of Output production -11,2% -23,4%
Loss of Employment -15,2% -19,1%
Loss of establishments -28% -14%

Source: own elaboration based on CITYC (2006) &itel (2006).

Table2: Correlation matrix and descriptive statistics
Mean  SD 1 2 3 4 5
1 Years since foundation 25,25 16,77 --

(Total experience)
Size 45,95 78,54 xx0,442
Export Intensity 35,51 28,26 -0,067 0,059

2

3

4 Years lapsed until export 10,98 11,92+0751 **0,279 -0,141

5 Import Intensity 25,03 21,71 -0,122 0,099 0,120 -0,053
3

Years lapsed until import 13,08 11,62+0673 0,165 *-0,232 **0576 -0,191
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Table 3: Digtrict-effect (the whole sample).

Mean Statistics N
NDF: non-district firms NDF DF Anova Levene NDF-DF
DF: district firms
Export Intensity 31,58 38,51 *0,068 0,134 57-75
Years lapsed until export 1451 8,29 **0,016 0,575 57-75
Years lapsed until import 26,55 23,77 0,838 0,130 0-48
Import Speed 17,05 9,77 ***0,007 0,243 40-48

p<0.10; *p< 0.05; ** p< 0.01

Table 4: District-effect (firms created before 1985)

Mean Statistics N
NDF: non-district firms NDF DF Anova Levene NDF-DF
DF: district firms
Export Intensity 30,30 37,58 **0,041 0,011 39-44
Export Speed 18,72 11,91 *0,077 0,493 39-44
Import Intensity 22,00 21,76 0,624 0,114 25-26
Import Speed 24,32  13,19***0,0010 0,216 25-26

p<0.10; *p< 0.05; ** p< 0.01

Table5: District-effect (firms created between 1986-2005)

Mean Statistics N
NDF: non-district firms NDF DF Anova Levene NDF-DF
DF: district firms
Export Intensity 34,33 39,83 0,677 0,674 18-31
Export Speed 5,39 3,16 0,215 0,442 18-31
Import Intensity 34,13 26,13 0,328 0,484 15-22
Import Speed 4,93 5,73 0,801 0,626 15-22

p<0.10; *p< 0.05; ** p< 0.01
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