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Overseas Market Institutional Environment and Origin Agglomeration
ZHANG Yili* ZHOU Kang"” and ZHANG Junsen”

(a: Business School Wenzhou University; b: Department of Economics Chinese University of Hong Kong)

Summary: The location distribution of exporters is far from random even in a relatively narrow region within a country. In
contrast the tendency of establishments to cluster within some areas has been a well-perceived economic phenomenon in
China. For example in 2006 out of all 2932 counties where export firms were mostly concentrated over 77% of the firms
were clustered in the top 100 counties. More interestingly more than 3500 of these firms were gathered in Shenzhen
Baoan a district less than 400 square kilometers in size. Motivated by these facts in this paper we step back from the
thorough industrial organization literature to explore the location pattern of export firms by raising simple questions: do firms
export to the same geographically concentrated counties in China relative to overall distribution? If this is the case how can
the phenomenon be explained?

A major issue arises when answering these questions: we must ex ante distribute firms into specific administrative units
and then rely on administrative units to examine the firms’ location pattern. This approach transforms spatial spots ( firms)
into uneven black boxes ( administrative units) and thus artificially distorts the attributes of agglomeration. To overcome this
challenge we use the distance-based approach proposed by Duranton & Overman ( 2005) ( DO approach) . This approach
has been widely used for agglomeration studies but is rarely present in the Chinese literature due to a lack of data
availability. Relying on detailed and unique coordinate data we apply this approach to test destination-specific
agglomeration controlling for industry clusters in China. The main findings suggest that firms selling to the same
destinations appear to be geographically concentrated revealing the existence of a novel location pattern of export firms in
terms of spatial distribution in China referred to as export agglomeration by destination.

To explain this phenomenon we analyze typical facts and empirically exploit the effects of export barriers in shaping
the destination-specific location pattern. Our main findings suggest that firms selling to countries with worse business
regulations and larger gaps in ideology and language than China tend to cluster significantly more in specific regions.
Additionally we conduct various robustness analyses and obtain consistent empirical evidence that destination-specific
export barriers significantly affect export firms’ location decisions.

Our work makes three marginal contributions to the present literature. First and foremost a large body of economic
geography literature examines the geographic agglomerations of firms from the perspective of industrial concentration.
However little literature has focused on the spatial distributions of export firms. We provide a novel technical explanation
for the location distribution of China’ s export firms from the perspective of overcoming export barriers.

Second our research approach and unique data contribute to the Chinese literature. Based on recently available
nationwide coordinate data this paper tests the effects of destination-specific agglomeration on continuous space and
consequently extends beyond the restrictions placed on administrative units. Additionally considering that the DO approach
was initially developed to study the location patterns of industries we also contribute to the trade literature by introducing a
novel industrial organization research method.

Finally one of the major export barriers that exporters face in export markets is the difficulty of obtaining destination—
specific export information. However little literature aims to provide empirical evidence of the effects of export barriers on
firm behaviors ( particularly from the perspective of spatial distribution in terms of exporters) . The main findings in this
paper provide indicative indirect evidence that export barriers can affect the agglomeration behavior of firms and that
agglomeration affects spillovers through the information-sharing mechanism. Consequently they reveal a survival rule for
exporters looking to conquer tough export markets.

Keywords: Origin Agglomeration; Institutional Environment; Export Barriers; Spatial Statistics
JEL Classification: F14 D21 RI12
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