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In this study, I analyze the characteristics of trading firms in the Spanish
service sector. I reveal that half of the service firms in Spain operate only
in their local markets, whereas one-third of them trade with non-local
areas of Spain, and fewer than 20% trade with other nations. As in the
manufacturing sector, trading firms in the service sector exhibit premia
relative to non-traders with respect to size, labor productivity and average
wages. Larger premia are observed for firms that trade with more distant
markets and for firms that participate in bidirectional trade. Service firms
that trade with non-local areas of Spain also exhibit similar premia rela-
tive to firms that trade only in their regional markets. I demonstrate that
compared with non-trading firms, firms that engage in trade with foreign
countries are more productive even before they have commenced their
trading activities. However, I do not find that the initiation of trade with
foreign nations by trading firms is followed by improvements in the pro-
ductivity of these firms relative to non-trading firms.
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T
he empirical literature indicates that only a small percentage of firms par-
ticipate in international trade; moreover, among traders, exports and im-
ports represent only a small share of overall turnover. The literature also
concludes that trade participation and trade intensity are not random but are
associated with larger firm size, greater productivity and higher levels of

skill intensity [Bernard et al. (2007, 2012)].
Most of the empirical literature addressing the properties of firms that en-

gage in international trade has analyzed manufacturing firms; few studies have ex-
amined the characteristics of traders in services. This disparity represents an im-
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portant shortcoming in the existing literature because services are the most impor-
tant economic activity in both developed and developing countries and command
a growing share of international trade. The first contribution of this study is that it
enhances the scant evidence that is currently available regarding the characteris-
tics of traders in services by considering the case of service firms in Spain, which
is one of the most important nations in the world with respect to traders in ser-
vices. To accomplish this examination of Spanish service firms, I analyze firm-
level data extracted from the responses to the Encuesta Anual de Servicios (Annu-
al Survey of Services) in Spain over the course of the 2001-2007 period. I assess
the trade participation and trade intensity of service firms and determine whether
traders exhibit a premium over non-traders with respect to various performance
indicators, such as size, productivity and skill intensity. I also examine whether
service firms self-select into new market statuses and whether these firms learn
from their trading activities.

My database can differentiate among service firms that trade only in their re-
gional market, service firms that trade with the whole of Spain, service firms that
trade with European Union (EU) countries and service firms that trade with other
foreign nations in addition to EU countries. The second contribution of this study
is that this four-tiered market structure is used to determine whether firms that op-
erate in a larger domestic market, a foreign but relatively well-integrated market
(the EU) or a foreign but less-integrated market (the rest of the world) must pos-
sess premia relative to non-trading firms with respect to size, productivity and
skill intensity.

I find that the majority of Spanish service firms operate only in their local (re-
gional) markets; in contrast, only one-third of them participate in trade with non-
local areas of Spain, and less than 20% engage in trade with other countries. Trading
firms possess premia relative to non-traders with respect to size, labor productivity
and average wages. Larger premia are observed for firms that trade with more distant
markets and for firms that participate in bidirectional trade (trade involving both ex-
ports and imports). Firms trading in non-local areas of Spain exhibit similar premia
relative to firms that trade only in their regional markets; thus, this result suggests
that the broadening of trading activities within the domestic market presents addi-
tional barriers to trade. I also find that firms self-select into more distant markets;
however, I do not find evidence of learning by trading.

This study is organized as follows. The next section describes the concept of
international trade in services and elucidates the differences between services and
manufacturing with respect to international trade. Section 2 presents the data that
are used in this study. Section 3 documents certain stylized facts pertaining to
traders in services. Section 4 analyzes whether service firms self-select into trade
and whether services firms learn from trading. Section 5 concludes the study.

1. SERVICES AND INTERNATIONAL TRADE

Our impressions of international trade typically involve goods that are loaded
onto a ship to be sent to distant countries. We seldom visualize international trade
in the context of services, although sea transport itself is a good example of a type
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of international trade that involves services. Although we do not intuitively asso-
ciate international trade with services, services nonetheless represented 25% of
worldwide trade in 2010 [World Trade Organization (2011)].

The first reason that only weak associations are typically drawn between in-
ternational trade and services is because of the confusion that arises with regard to
the types of transactions that are considered as trade in services. To clarify this
confusion, we must recall that the General Agreement on Trade in Services
(GATS) defines four different modes of trade in services. Mode 1 is the cross-bor-
der provision of services. In this mode, a supplier and a customer remain in their
countries, and a service is transferred from the exporting country to the importing
country. For example, an operator in Tangier who answers a phone call from a resi-
dent in Spain who inquires about a bank account is exporting a service from Mo-
rocco to Spain. Mode 2 refers to situations where the customer moves to the sup-
plier’s location to receive a service. If a resident in Hendaye (France) crosses the
border to receive a haircut in Irun (Spain), then the hairdresser is exporting a ser-
vice to France. Mode 3 refers to a commercial presence. This mode of trade in ser-
vices occurs when a service provider opens a permanent facility in a foreign coun-
try. For example, the revenues of a tapas bar in New York that belongs to a Spanish
chain are regarded as exports of Spanish services. Finally, Mode 4 refers to tempo-
rary movements across national borders by individuals who supply services. For
example, when a Spanish doctor temporarily relocates to a German hospital to per-
form plastic surgery, Spain is exporting services to Germany.

The second reason that only weak associations are typically drawn between
services and international trade is that services have only recently begun to be
considered tradable. In fact, services do exhibit characteristics that present obsta-
cles to trade. For example, services are not tangible, cannot be stored and fre-
quently require the simultaneous presence in space and time of both the customer
and the supplier-this limitation is known as the proximity burden [Francois and
Hoekman (2010)]. However, during recent decades, certain processes have fos-
tered the tradability of services. First, the spread of the Internet and the adoption
of other advances in information and communication technologies have greatly
enhanced the range of services that can be traded internationally. For example, re-
ductions in communication costs have allowed operators in India to assist cus-
tomers in the US. Using the Internet, an engineer located in the Czech Republic
can create a machine design for a Spanish firm and digitally transmit this design
to the Spanish firm by attaching the design to an e-mail. Second, substantial re-
cent reductions in travel costs have also contributed to reducing the expenses that
are associated with providing services overseas [Jensen (2011)].

Another feature that renders services as less amenable to international trade
than manufactured goods is that services encounter more complex trade barriers
and those barriers are more difficult to quantify [Grünnfeld and Moxnes (2003)].
Barriers to trade in services can be imposed through diverse mechanisms, such as
qualification requirements, impediments to the promotion of services, price con-
trols, immigration rules or sales restrictions [Walsh (2008), Borchert et al. (2012)].
Finally, compared with the provision of manufactured goods, the provision of
many services requires a higher degree of interaction between suppliers and cus-
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tomers. Thus, information barriers to trade, such as language discrepancies, might
become more acute for services than for manufactured goods, leading to a larger
reduction in trade in the former than in the latter.

2. DATA

The data on service firms that are examined in this study are obtained from the
Encuesta Anual de Servicios-Annual Survey of Services (ASOS), by the Spanish
Statistical Institute (INE). The sampled firms are stratified by industry and by
number of employees; firms with more employees have a higher probability of
being sampled in the ASOS. The industries that are included in the survey are busi-
ness services, hotels and restaurants, personal services, and transport and storage1.
Firms that are engaged in financial intermediation, public administration, defense,
education or social work are not included in the ASOS. This survey provides data
on the turnover, number of employees, wages, and purchases of each sampled firm.
However, the ASOS does not provide data regarding capital for the surveyed firms;
hence, I use labor productivity (value added per employee) as a proxy for firm-
level productivity. Firms with no sales, no purchases or no employees, and firms
with negative or zero value added per employee, are removed from the sample.

Firms with ten or more employees receive a broader ASOS questionnaire than
smaller firms. In this broader questionnaire, firms are asked to provide the distrib-
ution of their sales across their regional market, the rest of Spain, EU nations
other than Spain, and non-EU nations2. This broader questionnaire also asks firms
to provide the distribution of their intermediate purchases among these four dif-
ferent markets. We use this information to identify the market statuses of firms.
The period of analysis is 2001-20073. On average, approximately 17,000 firms are
included in the sample during each year of this period4. Because firms with fewer
than ten workers are excluded from these broader questionnaires, the coverage of
the sample is low with respect to establishments (1.3%) but high with respect to
employment (52%)5.

It is important to emphasize that the ASOS does not specify whether firms in
the service sector trade in services, manufactured goods or both commodities.
However, based on the results of previous studies, we expect services to constitute
the majority of the commodities that are traded by the surveyed firms, particularly
with respect to exports. Haller et al. (2012) demonstrate that if the wholesale in-
dustry is excluded (as occurs in the sample of Spanish firms that is examined in
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this study), then services constitute the highest share of total exports by service
firms. In the case of imports, services account for a lower share of total imports
than of total exports; for example, in the case of France (the country that is most
similar to Spain with respect to the industries that are sampled by the ASOS), ser-
vice imports represent approximately 60% of all imports by firms that operate in
the service sector.

3. STYLIZED FACTS PERTAINING TO TRADERS IN SERVICES

This section presents certain stylized facts regarding traders in services. First,
we analyze the percentage of firms that participate in trade. Second, we calculate
the trade intensity across various markets. Third, we describe the concentrations
of trade across firms. Finally, we perform a series of descriptive regressions to de-
termine whether trading firms exhibit premia in terms of different performance in-
dicators compared to non-trading firms.

3.1. Participation in trade

As mentioned above, the data that are analyzed in this study are based on
questions that ask firms to provide the distributions of their sales and purchases in
four different markets: their regional markets, the rest of Spain, EU nations other
than Spain, and non-EU nations. I use these distributions to identify ten market
statuses. The first status (R) designates firms that only operate in their regional
markets. Three additional market statuses are used to designate firms that also
trade with areas of Spain outside their regional markets. In particular, these status-
es are used to indicate firms that sell in Spanish areas outside their regional mar-
kets but do not purchase from these areas (ESnoIS), firms that purchase from
Spanish areas outside their regional markets but do not sell to these areas (IS-
noES), and firms that both sell and purchase from Spanish areas that are outside
their regional markets (ISandES). Three additional market statuses are defined to
incorporate firms that also trade with EU countries other than Spain: firms that
export to these nations but do not import from these nations (EEUnoI), firms that
import from these nations but do not export to these nations (IEUnoE), and firms
that both export to and import from these nations (EEUandIEU). Finally, firms
that trade with non-EU nations are categorized according to three statuses: firms
that export to non-EU nations but do not import (EWnoI), firms that import from
non-EU nations but do not export (IWnoE) and firms that both export to and im-
port from non-EU nations (EWandIW).

Table 1 presents the distribution of service firms by market status in 2007,
which is the most recent year of data that are examined in this study. As shown in
the table, nearly 50% of service firms trade only in their regional markets. This re-
sult emphasizes that the provision of services is a highly localized activity. In total,
33% of all sampled service firms trade with areas of Spain that extend beyond their
regional markets. Most of the firms in this group both sell to and purchase from
these non-local Spanish markets (14%); among one-way traders, the share of firms
that only import from non-local Spanish markets is twice as large as the share of
firms that sell to non-local Spanish markets. Firms that trade with foreign countries
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represent only 19% of all sampled service firms. The share of service firms that ex-
port to other nations (15%) is larger than the share of service firms that import
from other nations (11%). Finally, the share of service firms that engage in foreign
trade only with EU nations (11%) is larger than the share of service firms that trade
with non-EU countries (8%). Interestingly, the share of service firms that sell to
non-local regions of Spain (20%) is only slightly larger than the share of service
firms that export to countries other than Spain (15%).

The share of exporters is much lower among service firms than among man-
ufacturing firms. Campa (2004) and Mañez et al. (2004) reveal that 47% to 62%
of Spanish manufacturing firms are exporters. Even small manufacturing firms
that have between 10 and 19 employees (inclusive) demonstrate higher rates of
participation in export activities than service firms. This phenomenon suggests
that lower barriers to trade are encountered by exporters in manufacturing than by
exporters in services.

How does the percentage of traders among service firms in Spain compare
with the corresponding percentage in other countries? Using a sample of service
industries that is similar to the sample that is used in this study, Eickelpasch and
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Table 1: SERVICE FIRMS CATEGORIZED BY MARKET STATUS IN 2007 (% OF ALL FIRMS)

All firms Business Hotels and Personal Transport
services restaurants services and storage

R 48 47 57 53 30

ESnoIS 6 8 1 3 10
ISnoES 13 7 22 19 5
ISandES 14 19 5 11 23

EEUnoI 5 4 4 2 9
IEUnoE 3 4 4 4 3
EEUandIEU 3 2 0 2 10

EWnoI 3 3 5 2 3
IWnoE 1 1 1 2 1
EWandIW 4 5 1 2 6

Notes: Percentages are weighted by sample according to population elevation factors. R: firms that op-
erate only in their regional markets; ESnoIS: firms that sell to non-local areas of Spain but do not pur-
chase from non-local areas of Spain; ISnoES: firms that purchase from non-local areas of Spain but do
not sell to non-local areas of Spain. ESandIS: firms that both sell to and purchase from non-local areas
of Spain; EEUnoI: firms that export only to EU nations but do not import from these nations; IEUnoE:
firms that import only from EU nations but do not export to these nations; EEUandIEU: firms that
both export to and import from only EU nations; EWnoI: firms that export to non-EU nations but do
not import from these nations; IWnoE: firms that import from non-EU nations but do not export to
these nations; and EWandIW: firms that both export to and import from non-EU nations.

Source: Author’s own elaboration from ine services database.



Vogel (2011) report that 14% of German service firms engage in exporting activi-
ties. Damijan et al. (2012) observe high export participation rates of 27%, 17%
and 53% among service firms in Finland, Ireland and Slovenia, respectively; how-
ever, these statistics are obtained from samples that include firms from the whole-
sale and retail industries, which are characterized by higher export participation
relative to the export levels of other service firms. In an analysis of a sample of
French service firms that does not include wholesale and retail industry firms, the
share of exporters is 15%, which is identical to the share of exporters in the Span-
ish sample in the current study. Kox and Rojas-Ramagosa (2010) report that 20%
of Dutch service firms engage in exporting activities. Jensen (2011) reports that
5% of business service firms in the US participated in export activities in 2002.
Using 2005 data, Breinlich and Criscuolo (2011) report that firms operating in the
business services, computer, and research and development industries in the Unit-
ed Kingdom demonstrate an export participation rate of 12%, although this per-
centage accounts only for the exporting of services.

Contrary to our results, Damijan et al. (2012) find that the share of importers
among service firms is larger than the share of exporters. However, our results are
consistent with the conclusions of Breinlich and Criscuolo (2011), who determine
that the share of importers is lower than the share of exporters among service
firms, although the authors consider only the importing of services.

Table 1 also presents the distribution of firms by market statuses in the four
specific service industries that are examined: business services, hotels and restau-
rants, personal services and transport and storage. Because of the inherent nature
of each industry, the highest share of traders among the examined industries is
found in the transport and storage industry; 38% of transport firms trade with the
rest of Spain, and a remarkable 32% of these firms trade with foreign countries. By
contrast, among the examined industries, the hotel and restaurant industry has the
highest share of non-trading firms (57%) and the highest share of firms that trade
with non-local regions of Spain (28%). However, the personal service industry
has the lowest percentage of international traders. The distribution of firms across
statuses in the business service industry is similar to the distribution that is ob-
served for all service firms.

3.2. Trade intensity

In this section, I analyze the distribution of the sales and purchases of service
firms in the four different markets that are identified in the database of this study.
I begin by analyzing service firms that sell to and purchase from only the Spanish
market. As illustrated in Figure 1, during the 2001-2007 period, non-local regions
of Spain account for an average of 50% of the sales of these firms. The share of
purchases from non-local regions of Spain relative to total turnover is much lower
(23%). The intensity of sales to the rest of Spain is similar across industries; by
contrast, there are large differences in import intensity across the examined indus-
tries: in hotels and restaurants, purchases from non-local regions of Spain repre-
sent 46% of turnover, but the corresponding percentage is only 8% for personal
service firms.
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Figure 2 presents the trade intensity of service firms trading with EU coun-
tries. Trade intensity declines for both exporters and importers as firms enter more
distant markets. For example, for exporters, non-local regions of Spain account
for 34% of sales, whereas EU nations other than Spain account for only 22% of
sales. For importers, purchases from non-local regions of Spain represent 14% of
turnover, whereas imports from EU nations other than Spain represent 5% of
turnover. The only exception to this trend is the hotel and restaurant industry,
whose export intensity with EU countries other than Spain is greater than its ex-
port intensity with respect to the rest of Spain. It should be emphasized that re-
gional markets still account for nearly 50% of the sales of service firms that trade
with EU countries other than Spain.

Figure 3 extends the analysis to examine firms that trade with non-EU na-
tions. For these firms, trade intensity again declines as firms enter more distant
markets; however, only small differences in trade intensity are observed between
non-EU nations and EU nations other than Spain. Sales in regional markets con-
tinue to represent a large share of the total sales of these firms.

To compare my results with the findings obtained for other countries, I calcu-
late the average export intensity for service firms that export but do not import
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Figure 1: THE TRADE INTENSITIES OF SERVICE FIRMS

THAT TRADE WITH NON-LOCAL AREAS OF SPAIN

Note: Percentages are weighted by sample according to population elevation factors.

Source: Author’s own elaboration from ine services database.



(25%), the average import intensity for service firms that import but do not export
(8%), and the average export and import intensities for service firms that engage in
both exporting and importing (22% and 10%, respectively). Among the nations that
are examined by Haller et al. (2012), France is the most similar to Spain with re-
spect to industry coverage; compared with the French firms assessed by Haller et al.
(2012), Spanish firms report much higher export intensities and similar import in-
tensities. Exporters that operate in business service industries in the UK demon-
strate larger trade intensity than the examined Spanish firms (36% for firms that are
only exporters and 32% for firms that are both exporters and importers), whereas
importers that operate in the business service industries in the UK demonstrate trade
intensities that are similar to those of the examined Spanish firms (6% for firms that
are only importers and 10% for firms that are both exporters and importers).

Finally, the average export intensity of Spanish service firms is 23%, and the
average import intensity of these firms is 9%. Notably, the observed export intensity
of 23% for Spanish service firms is slightly higher than the observed export intensi-
ty of 21% for Spanish manufacturing firms [Fariñas and Martín-Marcos (2007)].
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Figure 2: THE TRADE INTENSITIES OF SERVICE FIRMS

THAT TRADE WITH THE EUROPEAN UNION

Note: Percentages are weighted by sample according to population elevation factors. X_ES: sellers
to non-local areas of Spain; X_EU: exporters to the EU; M_ES: purchasers from non-local areas of
Spain; and M_EU: importers from the EU.

Source: Author’s own elaboration from ine services database.



3.3. Concentration of trade
In this section, I analyze the concentrations of trade across the examined

Spanish firms. Figure 4 illustrates the concentrations of these firms’ sales to non-
local regions of Spain and their exports to foreign nations, whereas Figure 5 pre-
sents the concentrations of these firms’ purchases from non-local regions of Spain
and their imports from foreign nations. Both of these figures demonstrate that trade
is concentrated in only a few firms and indicate that firms that trade with non-local
regions of Spain are more concentrated than firms that trade with foreign countries.
More specifically, with respect to sales to non-local regions of Spain, the top 1% of
trading firms account for 57% of these sales, the top 5% account for 77% of these
sales, and the top 10% account for 84% of these sales; the corresponding statistics
for exports to foreign nations are 49%, 71% and 80%, respectively. The level of
concentration is even more acute for purchases from non-local regions of Spain:
the top 1% of trading firms account for 67% of these purchases, the top 5% ac-
count for 84% of these purchases, and the top 10% account for 90% of these pur-
chases. For imports from foreign countries, the corresponding statistics are 56%,
80% and 89%, respectively. Notably, the concentration of exports is lower for ser-
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Figure 3: THE TRADE INTENSITIES OF SERVICE FIRMS THAT TRADE WITH THE WORLD

Note: Percentages are weighted by sample according to population elevation factors. X_ES: sellers
to non-local areas of Spain; X_EU: exporters to the EU; X_RW: exporters to non-EU nations;
M_ES: purcharsers from non-local areas of Spain; M_EU: importers from the EU; and M_RW:
importers from non-EU nations.

Source: Author’s own elaboration from ine services database.
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Figure 4: THE CONCENTRATION OF SALES TO NON-LOCAL AREAS OF SPAIN AND

EXPORTS TO FOREIGN NATIONS ACROSS SPANISH SERVICE FIRMS (2001-2007 AVERAGES)

Source: Author’s own elaboration from ine services database.

vice firms than for manufacturing firms. According to the data published by the
Secretaría de Estado de Comercio (2010), the top 1% of Spanish manufacturing
exporters accounted for 66% of all manufacturing firm exports in 2007.

3.4. Trade premia
Previous studies have indicated that traders possess certain advantages over

non-traders with respect to different performance indicators. In this section, I ana-
lyze whether trading firms also exhibit premia relative to non-trading firms in the
Spanish service sector. I study whether these trade premia vary across markets
(non-local regions of Spain, EU countries and non-EU nations) and directions
(unidirectional or bidirectional trade). To estimate trade premia, I use the descrip-
tive regression equation introduced by Bernard and Jensen (1995):

Ln Yit = cte + βS’ + γ ln empit + βl + βt + εit [1]

where Yit is the performance indicator of interest (firm size, value added per em-
ployee or wages per employee) and S’ is a vector of dummy variables. There is
one dummy variable for each of the market statuses defined in Section 3.1; firms
that provide services only in their regional market (non-traders) constitute the ref-



erence status for this analysis. The dummy variable captures the percentage dif-
ference in performance between firms of each market status and non-traders. The
estimation controls for firm size (which is proxied by the number of employees),
the 4-digit specification for each industry (βI) and time (βt). For this empirical
analysis, we pool all observations for the period from 2001 to 2007. Sales, pur-
chases and wages are transformed into constant value using the consumer price
index; value added is transformed into constant value using the GDP deflator.
Both deflators are obtained from the Spanish Statistical Institute database.

We use ordinary least squares (OLS) to estimate the regressions of this study.
It is important to emphasize that if there are omitted firm-level characteristics that
are correlated with market status and performance (e.g. participation of foreign
capital), then an OLS estimation could produce biased market status coefficients.
Hence, regression results should be estimated as correlations rather than as causa-
tions. Table 2 presents the results of the estimations. Several conclusions emerge
from these results. First, two-way traders always exhibit a premium relative to
one-way traders for each of the examined statuses and performance indicators.
Second, firms that trade with non-local regions of Spain possess a premium rela-
tive to non-traders for each performance indicator that is examined. Trade models
that are based on firm heterogeneity reveal that only more productive firms can
overcome the additional costs that are involved in trading in new markets [Melitz
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Figure 5: THE CONCENTRATION OF IMPORTS ACROSS

SPANISH SERVICE FIRMS (2001-2007 AVERAGES)

Source: Author’s own elaboration from ine services database.



(2003)]. Based on this prediction, the results of the descriptive regressions suggest
that, even within the domestic market, the expansion of activities from the regional
market to non-local regions of Spain produces additional trade costs. These costs
are associated with the larger distances that service suppliers and customers must
address to provide or receive a service. Notably, among the performance indica-
tors that are examined, the largest premium for domestic traders compared with
non-traders is observed for firm size. This result is consistent with the findings of
studies analyzing manufacturing firms, which indicate that firms that ship to more
distant destinations in the domestic market are larger than firms that ship to more
local destinations in the domestic market [Holmes and Stevens (2012)].

Third, trade premia increase with market distance. Services firms that trade
with nations around the world possess premia relative to firms that trade only with
EU countries, and firms that trade only with EU countries have a premium rela-
tive to firms that trade only in the domestic market. Focusing on firms that engage
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Table 2: THE PREMIA FOR TRADING FIRMS

Employment Labor productivity Wages per employee

ESnoIS 0.25 (0.01) 0.08 (0.01) 0.05 (0.01)
ISnoES 0.16 (0.01) 0.08 (0.01) 0.06 (0.00)
ISandES 0.47 (0.01) 0.13 (0.01) 0.08 (0.04)

EEUnoI 0.34 (0.01) 0.24 (0.01) 0.16 (0.01)
IEUnoE 0.53 (0.02) 0.30 (0.01) 0.22 (0.01)
EEUandIEU 0.56 (0.02) 0.39 (0.01) 0.28 (0.01)

EWnoI 0.39 (0.01) 0.36 (0.01) 0.26 (0.01)
IWnoE 0.68 (0.03) 0.41 (0.02) 0.32 (0.01)
EWandIW 0.87 (0.02) 0.51 (0.01) 0.42 (0.01)

Adj. R-square 0.21 0.36 0.35
Obs. 119,671 119,671 119,670

Notes: All of the dependent variables are expressed in terms of natural logarithms. All of the re-
gressions (except for the regression with the number of employees as the dependent variable) in-
clude firm size as a control. All of the regressions include industry and time dummies. Robust stan-
dard errors are provided in parentheses. All of the coefficients are statistically significant at the 1%
level. ESnoIS: firms that sell to non-local areas of Spain but do not purchase from non-local areas
of Spain; ISnoES: firms that purchase from non-local areas of Spain but do not sell to non-local
areas of Spain; ESandIS: firms that both sell to and purchase from non-local areas of Spain; EE-
UnoI: firms that export only to EU nations but do not import from these nations; IEUnoE: firms
that import only from EU nations but do not export to these nations; EEUandIEU: firms that both
export to and import from only EU nations; EWnoI: firms that export to non-EU nations but do not
import from these nations; IWnoE: firms that import from non-EU nations but do not export to
these nations; and EWandIW: firms that both export to and import from non-EU nations.

Source: Author’s own elaboration from ine services database.



in both exporting and importing, Table 2 reveals that labor productivity is 14%
higher in firms that trade with the rest of Spain (100*(exp(0.13)-1), 48% higher in
firms that trade with EU countries (100*(exp(0.39)-1) and 67% higher in firms
that trade with the other foreign countries (100*exp(0.51)-1). These results sug-
gest that firms require large improvements in productivity to conduct business in
foreign markets, even if these markets are relatively well integrated with the do-
mestic market. Access to less-integrated markets also demands a sizable improve-
ment in firm productivity levels.

The results for Spanish service firms are consistent with the findings of pre-
vious studies on trade premia in both the manufacturing [Bernard and Jensen
(1999), Mayer and Ottaviano (2007), Mûuls and Pisu (2009)] and service sectors
[Breinlich and Criscuolo (2011), Damijan et al. (2012)]. It is also interesting to
compare the trade premia between these two sectors. In an examination of Span-
ish firms, Fariñas and Martín-Marcos (2007) demonstrate that, in the manufactur-
ing sector, exporters are 94% larger than non-exporters, are 17% more productive
than non-exporters, and pay wages that are 5% higher than the wages that are paid
by non-exporters. In this study, I find that, among service firms, exporters are 31%
larger than non-exporters, are 31% more productive than non-exporters and pay
wages that are 20% higher than the wages that are paid by non-exporters6. Thus,
service exporters demonstrate greater productivity and wage premia relative to
non-exporters compared with manufacturing exporters; by contrast, the size pre-
mium for exporters relative to non-exporters is lower in service firms than in man-
ufacturing firms. Similarly, Ariu (2012) finds that the labor productivity premium
is larger for service exporters than for exporters of manufactured goods.

In summary, we can establish the following facts about service firms. First,
most service firms operate in their regional market. Second, the percentage of in-
ternational traders is much lower for service firms than for manufacturing firms.
Third, trade intensity is inversely related to market distance. Fourth, export inten-
sity is slightly larger for service firms than for manufacturing firms. Fifth, trade is
concentrated among only a few service firms, and the level of concentration is
higher for domestic trade than for international trade. Sixth, the concentration of
exports is larger in manufacturing firms than in service firms. Seventh, traders
possess premia relative to non-traders in terms of size, labor productivity and skill
intensity; furthermore, these premia increase with market distance and are larger
for bidirectional traders than for unidirectional traders. Eighth, service firms con-
front sizable barriers to trade even when they are simply expanding their activities
within the domestic market. Ninth, productivity and wage premia are larger for
service exporters than for manufacturing exporters; by contrast, size premia are
larger for manufacturing exporters than for service exporters.
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(6) To calculate these premia, we performed additional descriptive regressions distinguishing only
exporting firms and non-exporting firms. The premia coefficients were 0.27 for employment and
productivity, and 0.18 for wages.



4. SELF-SELECTION AND LEARNING BY TRADING

The existence of trade premia has led researchers to analyze whether these
premia were present before traders began to participate in new markets or whether
they arose as a result of these trading activities. The former alternative, which is
known as the self-selection hypothesis, argues that only productive firms are able
to absorb the additional costs that are required to enter new markets and continue
to remain profitable. The latter alternative, which is known as the learning-by-ex-
porting hypothesis, argues that exposure to new competitors, suppliers and cus-
tomers prompt firms to become more efficient. The empirical literature includes
ample evidence to support the self-selection hypothesis but scant evidence to sup-
port the learning-by-exporting hypothesis [Wagner (2007)].

If self-selection is a valid explanation, then future traders must yield better
performance indicators than non-traders for a number of years before these future
traders begin engaging in trade. By contrast, if learning-by-exporting is a valid
explanation, then trading firms should improve their performance indicators rela-
tive to non-traders after these trading firms have begun their trading activities.

To test these hypotheses, we estimate the following econometric equation:

Ln Yit = cte + βSwitchis + ln empit + βl + βt + εit [2]

where Yit is the performance indicator of interest (size, value added per employee
or wage per employee) and Switchist is a dummy variable that takes a value of one
if a firm changes its market status and zero otherwise. The estimation controls for
the size of the firm, industry fixed effects (βI; the 4-digit code used to specify
each industry) and time fixed effects (βt).

The primary shortcoming of this analysis is that the number of firms that
switch their market status in the examined Spanish data is small. To enhance the
number of switchers, I perform only two estimations. In the first estimation, I
compare firms that have begun trading with non-local regions of Spain with firms
that only trade in their regional market (the reference group). In the second esti-
mation, I compare firms that have begun trading with foreign countries with firms
that trade only in the domestic market (the reference group). I use five-year co-
horts for these estimations7. Switchers are defined as firms that possessed the
market status of the reference group in years t-2 and t-1, switch their market sta-
tus at year t, and maintain their new market status in years t+1 and t+2. Firms be-
longing to the reference group should remain in this group from t-2 to t+2. To test
the self-selection hypothesis we estimate equation [2] at t-2 and at t-1; to test the
learning-by-exporting hypothesis we estimate equation [2] at t, at t+1 and at t+2.

Table 3 presents the results of the estimations. As mentioned above, the re-
sults from this table should be regarded with great caution because only a small
number of firms actually switch their market statuses. In the first set of estima-
tions, I examine the premia of firms that switch from the regional market to the
broader domestic market. Firms that have begun to sell to non-local areas of

Trading firms in the Spanish service sector
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(7) There are three 5-year cohorts in the database: 2001-2005, 2002-2006 and 2003-2007.
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Spain but do not purchase from these areas (ESnoIS) do not exhibit any statisti-
cally significant switching premia relative to firms that trade only in their regional
markets neither before switching nor after switching. Firms that have begun to
purchase from non-local areas of Spain but do not sell to these areas (ISnoES) ex-
hibit switching premia relative to the reference group with respect to labor pro-
ductivity and wages per employee. The labor productivity premium is similar both
before and after these firms begin to import; the wage per employee premium for
these firms increases until t+1 but falls at t+2. Firms that have begun to engage in
both selling to and purchasing from non-local regions of Spain do not exhibit any
switching premia relative to firms that trade only in their regional markets neither
before nor after commencing to trade.

In the second estimation, I analyze whether firms that have begun to trade
with foreign countries demonstrate a switching premia relative to firms that trade
in the domestic market (either local markets or non-local markets in Spain). To in-
crease the number of switchers, in this analysis, I do not distinguish between the
EU market and the non-EU market. In this estimation, all of the examined types of
switchers exhibit a premium relative to the reference group with respect to size.
For firms that import from foreign nations but do not export to these nations (InoE)
and for firms that engage in both exporting and importing with foreign nations
(EandI), the size premium increases as firms approach the year that they begin to
engage in foreign trade and continues to increase after these firms have com-
menced their foreign trade activities. Nevertheless, we cannot reject the null hy-
pothesis regarding the equality of coefficients in any of the bilateral tests. Domes-
tic firms that become both exporters and importers also exhibit a premium relative
to the reference group with respect to labor productivity and wages per employee
in all of the examined periods. In these estimations, we also cannot reject the null
hypothesis regarding the equality of coefficients in any of the bilateral tests.

In summary, a shift from operating only in regional markets to operating in
non-local markets in Spain is associated with increases in labor productivity and
wages per employee only for firms that begin to import from non-local regions of
Spain. This result is not consistent with the trade premia documented in Section
3.1 for domestic traders versus non-trading firms. As mentioned above, the results
from the switching estimations should be regarded cautiously because of the
small number of examined firms that alter their market status. However, switching
firms may simply require a large quantity of trading experience to improve their
performance indicators. The results of this study indicate that firms that begin to
export and import from foreign markets exhibit premia relative to firms that trade
only in the domestic market. These premia were present before the firms that en-
gage in foreign trade had begun their trading activities; thus, the self-selection hy-
pothesis is confirmed. We do not find evidence supporting the learning-by-trading
hypothesis. In a previous study, I use a matching technique to analyze whether ser-
vice exporters learn from exporting [Minondo (2012)]; this approach reveals the
existence of a degree of learning, although this learning is observed only during
the year of entry into foreign markets.
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5. CONCLUSIONS

In this study, I analyze the characteristics of traders in the Spanish service
sector. I find that nearly half of the examined service firms operate only in their
regional markets, only one-third of the examined service firms participate in trade
in non-local areas of Spain, and fewer than 20% of Spanish service firms trade
with foreign nations. The share of exporters is much lower for service firms than
for manufacturing firms. This result suggests that barriers to trade may be larger
in the service sector than in the manufacturing sector. By contrast, service ex-
porters demonstrate slightly higher export intensities relative to manufacturing ex-
porters. The trading of services is highly concentrated in only a few firms; this
level of concentration is higher for imports than for exports and is also higher for
trade with non-local regions of Spain than for trade with foreign countries.

I find that firms trading with non-local areas of Spain are larger, more pro-
ductive and command greater skill intensity than firms that operate only in their
regional market. This result suggests that service firms also encounter barriers to
trade when they seek to expand their activities within the domestic market. Al-
though trade premia are observed for firms that trade with non-local areas of
Spain relative to firms that trade only in regional markets, these trade premia in-
crease for firms that engage in foreign trade with EU countries and become even
larger for firms that trade with non-EU nations.

Finally, I also examine the self-selection and learning-by-exporting hypotheses
by analyzing firms that switch their market statuses. The main shortcoming of these
analyses is the small number of firms that switch their market status. Although my
findings are accompanied by various caveats, I find that strictly regional firms that
begin to trade with non-local areas of Spain do not command any premia (either be-
fore or after these firms switch to trading with non-local areas of Spain) relative to
firms that continue to operate only in regional markets. However, regional firms
that begin to import from non-local areas of Spain possess premia relative to firms
that operate only in regional markets with respect to labor productivity and wages
per employee. Firms that begin to export to and import from foreign markets ex-
hibit substantial premia relative to firms that continue operating only in the do-
mestic market with respect to all of the examined performance indicators. These
premia are similar both before and after the examined firms commence engaging
in foreign trade; thus, the results support the self-selection hypothesis.
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APPENDIX 1: INDUSTRIES INCLUDED IN THE ANNUAL SURVEY OF SERVICES

NACE Rev 1.1. Code Industry
55.1 Hotels
55.2 Camping sites and other provision of short-stay

accommodation
55.3 Restaurants
55.4 Bars
55.5 Canteens and catering
60.1 Transport via railways
60.2 Other land transport
60.3 Transport via pipelines
61.1 Sea and coastal water transport
61.2 Inland water transport
62 Air transport
63.1 Cargo handling and storage
63.2 Other supporting transport activities
63.3 Activities of travel agencies and tour operators;

tourist assistance activities n.e.c.
63.4 Activities of other transport agencies
64.11 National post activities
64.12 Courier activities other than national post activities
64.2 Telecommunications
70.1 Real estate activities with own property
70.2 Letting of own property
70.3 Real estate activities on a fee or contract basis
71.1 Renting of automobiles
71.2 Renting of other transport equipment
71.3 Renting of other machinery and equipment
71.4 Renting of personal and household goods n.e.c.
72.1 Hardware consultancy
72.2 Software consultancy and supply
72.3 Data processing
72.4 Database activities
72.5 Maintenance and repair of office, accounting and

computing machinery
72.6 Other computer related activities
73 Research and development
74.11 Legal activities
74.12 Accounting, book-keeping and auditing activities;

tax consultancy
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74.13 Market research and public opinion polling
74.14 Business and management consultancy activities
74.2 Architectural and engineering activities and related

technical consultancy
74.3 Technical testing and analysis
74.4 Advertising
74.5 Labour recruitment and provision of personnel
74.6 Investigation and security activities
74.7 Industrial cleaning
74.81 Photographic activities
74.82 Packaging activities
74.85 Secretarial and translation activities
74.87 Other business activities n.e.c.
92.11 Motion picture and video production
92.12 Motion picture and video distribution
92.13 Motion picture projection
92.20 Radio and television activities
93.01 Washing and dry-cleaning of textile and fur products
93.02 Hairdressing and other beauty treatment
93.03 Funeral and related activities
93.04 Physical well-being activities
93.05 Other service activities n.e.c.

Source: Author’s own elaboration.
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RESUMEN
Este trabajo analiza las características de las empresas que comercian en
el sector servicios en España. Mi análisis muestra que casi la mitad de
las empresas del sector servicios solamente opera en su mercado regio-
nal; un tercio de las empresas comercia solamente con el resto de España
y menos de un 20% de las empresas comercia con otros países. Como en
el sector manufacturero, las empresas que comercian en el sector servi-
cios tienen un mayor tamaño, son más productivas y emplean a trabaja-
dores más cualificados que las empresas que no comercian. Estas dife-
rencias aumentan si el mercado con el que se comercia es más lejano y si
la relación comercial es en dos sentidos (exportaciones e importaciones).
Las empresas de servicios que comercian con el resto de España son
también más avanzadas que las que operan solamente en su mercado re-
gional. El análisis empírico muestra que las empresas que comienzan a
comerciar con países extranjeros ya eran más productivas antes de co-
menzar a comerciar con estos países. Sin embargo, los resultados no re-
flejan que la productividad crezca más entre las empresas que han co-
menzado a comerciar con relación a las empresas que no comercian.

Palabras clave: exportaciones, servicios, microdatos, España, productivi-
dad, heterogeneidad.
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