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1 Intoductian

In the econamic erature, thereis an inaessingly intexestin janing the theory ofcamparatinve
advategs with thatofthe bcation of..ims. T his stream of ierature ..nds its agns inae
ofthe prindpal unsolhed di lEnmas of the trade theary. Wy and where peple dedde o locate
tharproducion. Faralonhgtime the empirialinvestigation an the trade tovdirectias aimed
at ..nding empirical suppart 1 te H edsder0 hin ( 0) setting U niartunately, readiing
this gxal reavealed not o be an essy tesk same unsolved dilenmas still edst 1N partiaukar;
thaaetic predictias do not match enpirical resullts when researdars acoount for transpart
ast arinaindustry trade Tons.

T his pgper ams at develping an enpiral inestigatian an the determinarts of eport
tons acoounting for the presence of transpart assts and inaessing retums. W e distinguish
betnean 0 settings of relerenae a sample of Eurgpeen regans (hence called maaro setiing)
and a sampk of loal industrial districts (@lked miao setling). Fareedh ofthan we testan
axanetric madel in ader to disatiange the adgnal and amman fealures that e ect the
intensity ofeedn reltive tracke o [N this sase aureconametric gpplicatias rely mainly an
sane of the prindpal atures presanted in the gavity macklk but, atthe same time we try
10 get aheed oF hem extending the range of the .. eld these moadek aoncam. W e proased by
havinga.. st bdk atgaity macek; we then go beyad the gavity gopraadh.

11 ¢ raistymacek shae ad inaessing retunms in bi lateral trade tons

A n interesting solutiaon Tor acaounting both inaessing retums and transportasts in the same
framenak ames fran gaity mocek. A gavity madel is pically a kg inear reltiaship,

epressing bi lateral trade betnean a pair of auntries es a Tindian of '10 the countries” in

ame kel popultion ad distance! T hey namallly induce alo an adjacenoy dummy; a
amman bnguege dummy and dummies foraammerdal preferencss. In gereral thairempincal
goplicatias state that the distancee betinean trading counterparts matters and itproducss a
necative e ect (Ma the hypathesis of the presence of rarspart asts) an the aansistency of
the trade fons. 4 tthe begming ae of the majar aitiques addiressed 1o these mooek wWes
thar bk ofthearetical underpinnings; reantly itis passibke to generate them in many theo

retical framenatks.T he gavity equation hes been darived thearetically thraudh the properties
of the Cdob D augies Tuncian, when eexh goad is praduced justin ane aunry, and the a5

sumptian ofFmangpadlistic ampetition asurss it In this sensg A ndarsan (19 79) states that
asut det aandition Tor dotaining a gavity equation is perfect product spedalisatian, sudh
thateadh cmmadity is producd justin ae auntry. || aeover; acaoding o this study when
the praduct spedalizatian is the resultofinaessing retunms o sake (IR S), the gavity resulls
may be dotained even is absance of Bctor propartian dic erencss, sudn o eplEn een the

!Indesd, Krugman and H ebman (19 85) note that aountries simi barin size disply avolume oftrade propor
tiaal totharonnt DP.




inra industries aonditias of racke. T his aotribution conduded albso that the suaesss of the
gaity pradidiaon forintematicnal trade relies an the presence of IR S when praduct dic erent

tation and inaindustry trade preel Caovarsely Bvanettand Keller (199 8) argue that this
thesis is notedLsive TorepEning the suaess of the gaity equatiaon. Indeed they identify
te inraindstry trade as exdangs based an IR S, since they ansider that the vollme of
this kind of tracke is determined by the extant of product spedalization vhidh is due O IR S.

Symmetrically, trading exdangss reling an fatar propartian diz erenass are ampatibke with
el 0 madel Sothey aondlde that fector prapartion dic eranass are impartantdeterminats
oftrade 1 ons witthin the aaxtiext ofimperfect oedalization madek, wherees there is edidanae
thatinaessing retums are a cause of product spedalization.

T heideathat the gaity andH 0 gppraadies are notso unampatibk is well argumented
by D eexdam (1998), althauch the gavity modek reveal o be amae fexdbE insttumatts in
presence of impediments of tracke tons. W hen trading Tons suears trace barriars, the H 0
maodel cannot reedh the Baorprice equalizatian and this dynamics prevaits the ampkte
spedalization of a country. U nderthis vienpdnt and suppasing that eech goad is produced
justin ae auntry, he derives that thel 0 maodel essatially predicts the same autcomes as
those ofF any other model with div erantiatied praducts, therdby driving the emergence of the
gaity equation axe aggin. T he passibe inkege betneen H 0 and graity madek passes
thraugh thed Mmingion A ssumptians, i.e the hypothesis that aasumers may distinguish eedh
ammadity acooding © its plce of aign. || aeower; D eesdore adds that in presenae of
idntical hanothetic preferencs and fridiankss tradk a simple gavity madel may enarge
(Wth a astait of propartiaalty) fian alH 0 setting In this aase he Bbek it simpk’
because distance plys o 1ok sinee there are nottrarnspart acsts.

I everthekss, thare exdsts adic erance betineen these gpoproadess in thewvay invhidh trading
adatags axise. 1N a setting of aomparative advarttecss, the demand 1Tor goods thatare not
st dertly producsd in acountry ghves lise totons ofimported goods. Canersely, inpresence
of eaonamies of saake and tradke asts a country that displys a strag danand for a good
bemomes an intexesting site © bate the production of that good and it may became a net
epaterofit T his bstature is well knonn as the home marteter et (i.e. lbal demad
drives the patterrs of trade) and this e ectis uselul Tor distinguishing the basic atures ofa
world of aamparative aecvategess fran ane ofinaressing retums O adis and W drnstan, 1999).
Extading this idea we may andude that xte auntries may be desiderebke bbcatias or
producars, since they are mare lkely 1o disphy a brger hane marketecect | pphing this
anapt W eder (1995) derives that in the goen econamy egi ibrium eadh cuntry is a net
eqorer ofa gaop of dis erentiated goocs, where ithes a amparative hame maretadvattece.

B asing an the aantrali ty of the hame market e ect(Ma the roke ofthe hame demand), D ads
andW enstan (1999) guestion an the passible relatian betinean the econamicgaagrephy theary
and thatofi edsder-0 hiin. L adkingatcase of) gpan, they encspsubate these tothaariesina
singke enpirralmocelwnere thel 0 framenork reveaks 1o be uselul fordesaibing the sectorial



spedalizatian of a country; While econamic geogrgphy hebos in distinguishing the genre of
spedalizatian irsice asinglie sector: T hey aondude thaibwhi e econamic geogrgphy may explEin
itttk abaut the inemational structure of productian, itis vary important for uderstanding
te regaal ae R eganal data support betier the econamic geagaphy hypottesis, sinee trace
ast and amiers are bner ketneen 1ieigas then betineen countries. B esice betineen iegans,

Bcor mdi ity is hider and this inforess the eaconamic gagaphly er eck as acouted by is
gereral teoretical framenork

1.2 Beyad tte gaity goproadh

A haudh the ecoametric resulis ofgraity macek are remarkabk aattigue may be addressed
wotan. § ity maoek are sually aancamed with the total tradke betinean pairs of auntries,
wvhi ke inematianal econamics is anaamaed with the ttade ofacuntry Vs a s the restofthe
world and hes ittke 1o say abaut the dhdce ofits trading partrers.

T he anpirical gpplicatias of the econamic gaagrephy madek arnotbut arsiderte key
atures arising fian the gavity mocek. | evertekss, itshould depess e ImitofFaaaounting
anly orbleeral tack Tons.

T haefore this study diz ers fran the previas quoted studies, because we engece in an
empirical gppraadh Toausing exdusively an the tolal autgang tracke fons fran a gaon (or
adistridl), as in the tradition of the dessical trace theary, adding the bilateral edange
anditias. Indesd aurpurmpce is 1o develp an ecaanetric study in ader 1o detect the way
in Whidh same geagrgphic ampanats may a0 ect the eparttons. To aur knonkede until
no/wvnostudy hes dealltwith this thame fram avienpdntthattdoss notinclide exclsively the
bi bteral tracke Tons betnean tho parttars. 1N aursped.. catian we recalll same basic atures
ofthe gavity madek. | e ipresat the hane marketer ect (thatinduce the IR S ature) by
aproxy thatacoounts Torthe size of the local market (i.e. total pcpulation artoal reaues),
butwe do notsynthesize the existence of local transpart acsts wWith the distanae betinean tho
trading partners. B ecause of aur interest in foausing an the total trace Tons (r a sampke
of egas and districts inside the Eurgpean U nian), we evalliate the surfce of the eparting
regan (ar distict) as a proxy or the aerage beel of tarspart asts.? In gavity maek, it
is te hhEeral aonepondenee etnveen o trading pars that drives e investigatiaon of te
ggephial prades in amakl of rading H ere, we wanto bbok 1or same furtter riesuls wih
amore general parspective.

A tthe maao bel acoading o the regaal eport Tov data at hend we produce a
amparative ecoametric study amang same BEurdpeen regas that aattain same industrial
netnorks Tortestingsame theoretical autcomesa K rugnman (199 1). Foasingan theautgang

2T his assumptian shauld be re. ned ifwwe indude in aursample regans oraress thatare notso auite adjacait
(fTorinstance Eurgpean regans and U S aaurties). In additian, ifitaould be passible 10 selbctdata by sectorand
by maao area of destinatian, a vway 1o satisfy aur aiterium shaul be 1O conpute the aerage distence fran
the eanmined regas and its preferatial destinatiars.



regaal tracke tons of the prindpal sectors of spedalisatian, we expect 1 cetect a pasitive
ebstidty betnen the trace fons ad the bl demand (Ma the hane market e ect), While
transpartasts and physical distance shauld produce negattive e ects an the size ofthe reganal
epations. 0 n the arary the miaosooamic aaributian will be cocatrated an data
of industrial districts Whidh belong 1o a singke regan (( anbardia).  In this s wWe Toas
an the direct relatiaship betinean the attractiveness of the districts and thdr intematianal
ampetitivity, A s a asaguene wWe nesd 1O use vary deta i |]d infamation ata district bel
ad uw 1 non aly L anbadia (Whidh displys ebaut2]l lbal districes in i) makes them
ad kEbke. Canparing the size ofl. anbardia’s districts aatss three years (\With a dessi. alian
by sectas of activities), a psaudogavity macel is goplied. W e epect to an.m that the
districts size directly dgpaxks an the presance of servias o adad in thoe aress and an the
gggphical dmasias of the area itself 1N abroader ssee. aompetitivaness atmiao kel
shaudd mainky rely an the darsity of the senviass avd BbE in a partiaubr locatian, regadiess
of any sectral distinction.

T he ramaindar of the paperis aganized as TOllons. T he theaetical model intraducd in
Secian 2. In Section 3 we daal with the enpirical inestigatiaon of the autgang tracke tons
Torasample of Eurgpeen regas, vhi e in Section 4 we anaanrate aur atiention an the size
and perfomancss of a selected goup of industrial districts. Finally Section 5 aondudes ad
disassss same passibke extarsias.

2 T e teoretcal franmnenorkk

L etus arsiderasystem inwhidh we identify tho trading aounterparts. argan (oradistric
QR) adtersstoftevorHROW ). A sinKrugman (199 1), weassume thatboth countries are
endoned with bbcal .. ims (in asetting oFmangpolistic aampetitian) and eedh ofthem hires its
warkars fram the lbalpgulBtian (N R ;N row X T hese hypotheses are Tundamearttal Torstating
that.. ms may have an achantece in locating in abaunded area (Krugman, 1991). Foraur
purpcse No essumptian an the mdoi ity ofthe Tctors ofproductian is nacesssary. |nsteed what
is impartantis to assume that eedh asumer of the o caunterparts indudess in its utiity
TUnction the aasumptian of bath the bl and Todon (i.e. imparted) goods.
T he utility TUnciaon of a aasumer is a ambination of the arsumptian of kbl (in pro

partion * ) and foreign goods (in prgparian ¢ i 1))
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in whidh n and ™ are respectively the rumberof..ims inreganR - andinROW , whike¥%
is the ebstidty of substitution betnean the dic exrentvarieties of goocks.2 W e albo assume that
there exists asinge Bdtorof produdtian, i.e. Bbarforae and eedh .. hires waokers ( D) Tor
its praductian (34) accoding o its margnal productivity () as in the Tolloning equatian

L= +°>  J=R;ROW: @

In the absanae ofunemplbymeant, the rumberof..MmsinR andROW  acorespads © e
Tolloning reltian

n="% gdre=NROW . o)
L & L Row
In amangodiistic ampetitive settinga b D iXdEStigitz, eedh .. m praducss asinge good
whidhis dic erartiran the otheracoodingtoadeges . Eadn .. .. &S s price as amark Uup
okerits ast. In partiailry; its asts are gven by

Gj=Wj i, J=RRO0W

with w; the el ofwvagss 4 in regan j; sudh thatmaximizing the pro. s eedh .. im . x&s

its pricc equal o
Moy T _
pj = %l ‘wj; J=R;ROW:

FHms sell theirgood both an the lobcal and Taseigh markets. W hen they epart. they inaur
transpartasts (de.nad as icharg transpartasts ¢, > 1) and sothe total demand feding the
kbaAl. . imsink is equinalantta

3In caurmaodel we do not care abaut the dit erenass in size that cauld exist betean the numberof..mms of

the gon ad of the riestof te world since we do notnesd.
4Itis assumed 1o be equal Torall ..1ms and allworkers, independetely of theirskill
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whereY; ( =R ;RO W )is the jcountry’s income.

0 ur enpinal investicgatiaon foasss an the regaal autgong trece fons. W e therefore
unigely anaaniaie an the sacod term an the ngthand side of equation (3). Indesd the
epat ofasingke g 1 te isstoftte world are exactly egual t©

AL/
"GP i Yeow : @

EXPr = — =
" rikQaprjM"'%OW @owj|}
H

D ue 1o the scard ty ofdalawe are notebke to estimate this epressian directly sowe bdk
Torapasibke goprodmatian. 1N pariauler; inaregaal setting the ratioH in equatian (4)
encgpsuliss the reltive wadgit ofthe arsumption ofR s goocs in amparison otheR0OW s
goock. Indirectly itstands Torthe degree ofF aompetitivaness of R ”s goads (determined by the
price ratio). Itis plusibE 10 think of an gpprodmatian of it ia an eressian antaning
\aras elEmatts vwhidh aattribute 1o aeate the degree of ampetitiveness ofa regan.

A swewnatio reker o a typical geogrephic setting in whidh the geogrephical dmasiacn ad
the hane market e ectemerge wWe assume that the ratio H is propartiaal o the olloning
epresiat

HvGex ) @l ) CEr ¥3; ®)

where( B0 stancs Tor a gaogrephic ature of the egan that Gptures the e ect of the
edstence of rarspart asts, HIE - riepresas the hane market e ect and SE acoounts Tora
saxies of sped..c (ad had) regaal atures. T his gpprodmation refies an a ewstylized fects.
In partaulr; all studies thatttadkie the issues ofperformance of bbcal agglomeratiats, agree in
.ndingin the pravias three ampanats the prindpal saurces of ampetiivaness of dustered
.1mms.® R epldngeqressian (6) in equatian (4) yielks

h B B i
EXPr= Gex ) @ ) CErY¥2 € i Yrow ;

thatis equihvalat o the Olloning kogaritimic fam
SSeeStorper (199 2) and !l usydk (199 4) ormore deta k.

C i*rows
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invwhidhc=L d( i*)Xrow | Implidtly by the pravias de. niion we assume that the
kel of revaLe ofthe restofthe vword RO W ) is arstaritand noter ected by the revaLe of
theeaninad regas. Equatian (6 is the equation we use ToraurecoametricimpEmantation.
Bven ifitrecalk same basicatures ofthe gavity madek, since theintensity ofthe tracke fons
relies an the spatial dmensian, itdistinglishes itselfby notaaountingeplidty b Beral tace
Tons. T his epressian gves us the gopartunity 10 acoount for tho main e ects of the madel
trading asts and hane marketer ets. |n partiaulritwill be of aurinterest o pantaut the
passible simi lrities betnen the stylized s and the autoomes of this sped..catian.

T he gaogrgphic ampaatis enbadied in the distance Tor reedching Tordgn markets. In
thatsanss the lagerthe riegaon (i.e. the surkae ofa regan) is, the mare eansive tradingis.
B ut as faras we aasideran index of the bl system ofinfiastructures, a highervalle of it
shaud anrespad oahigerinasity in the trace tons. Indirectly, these o interpretatias
sugsst thateven ifwe asider a lage riegan, the presence of an et datintemal transpart
systam is expected tosustain the intasity ofthe intensganal and intematiaal tading tons.

T he hame markete ectis eqecied O a ectpasitively the trend of the trade fons, sSince it
is evaluatied as the real saurce of ampetitiveness ofaregan. H ere ittwi ll be acoounted Torby
the gze oftte Ibal demand thatt, ia the expldtation ofinaessing retunms o scak asurss ©
regaal goods a cartain degree of ampetitivaness oer the athers. In aurestimatian we willl
treatitby using the regjaalt D P .S Finally, the eqpected aoet dents of the dummies deped
anvwhatwe dhocee o irsartin aur riegressias and we wi ll eddress this belon

3 T he determinants of tre regaal tracke fons

In this sectian we estimate equatian (6 Tor a sanpk of Burgpean regas.  In partialkar;
amangall the Eurcpeen regas, we dose those thatdisply asimi lrindustrial structure and
spedalisatiaon of the autcoming trace fons. W e selbcted the sectars of spedalization thatare
anedied with the presace of lbal dusters (aragphionaratias) ofsmall and medium ..ims,
in ader t anantrate an the hypothesis that the dusters of ..ims are passibe saurass of
ampetitivaess. Indessd assuming that.. ms whidh belog toasame industry dadde tosetin
abaunded areg indirectly they reveal thateadh ofthem praducss slidtly din ererttiated goods
and by dLstering they epltpaitive exiemalities sudh as eaananies of sak and others.

L etus novtum o the estimation ofeguatian (6§. 0 ursamplkeis ampasad by the Olloaing
Eurgpeen regas. B adenW Urttembearg @ ), EmiliaR anagma(l), L anbardia(l), R honed bes
P, Vareto (1) andVW estV lbanceren’ (B). 4 cooding ovarias studies, in these riegas there

A e dotained similar resuls repleding the regaalt D P with the reganal paoulation.
"Itis apartoftheV banderen regan in B elgum.




are bal dusters of small and medium .. ms thattbelong 1 the texti ke and mednenical (With
madhineries) sectars (I usydk(1994), 0 ECD (199 §, Stper(1992)). W e arsiderthe autgding
tradk tons ofthe previas six regas in the textike and mednenical sectars fora periad that
awers the years fram 1988 1199 3.

W e bu the dgpendat\ariebke of equation (6 (( EXP0 ) with the purpcse 1o goply a
parel data methadology with three dmasias (Years, regas and sectors) £

Box 1 aamairs a desaiptian of all the \variabls we will ansider in the estimatias of
equatias (4). First weewalake (in altermance) thodiv erantprodes Tarindudingagasogrgphic
ampaaitinthesped.. catian. W 1th the surbaee ofthe regan (intendad as the total geographic
amacfaregm), wevnattoestifthe size ofarego is agoad proxy Tarthe el oftrarnsport
asts that.. ms have tosustan Tordelivering tha rgoods ebraed. Indesd, the lrger the regan
is the hider (on aerar) shaud be the distance ad the astof trading 0 n the antaxy,
ifwe inbadue in aur analysis a messure of the degree of the aganisatian of the transpart
systam (i.e the dasity of the transpart netnark in eech regan of the sampE),’ we expect
1O dotan an gpaite e ect.  Indesd the dasity of ranspart netnarks 1etects the rganal
Bdiites Tortacling ad an ef datsystem of aammunicatian reducss the transpart acst;
encauregng inteermatianal exdangss. T o represat the hanme market er ect we use dther the
size of the regaal paqoulatian ar the bel of the regaal 6 D P, since they both acoount for
the size ofthe bl demand thatar ects the aeation ofinaressing retums tosak. Finally we
deal abowith aseries ofdummies. W e inroduce adummy Torde. ning bettertheir redprocal
spatial location. So fr; sinee all the regans of the sampke belog o the BJ , we inraduce a
dummy Tor detecting the existence of regamal barder sharing with othernon BU. countries.

In addiian, dealing with a panel data with three dmasias, another hypothesis that
wims autto be interesting 1 stis the edstance of . xed e ects at the regaal and sactoral
bek. Sq in ader o st this saaod gaup of hypotheses Toreedh sped.. cation of equatian
(6, we presatvarias vasias of that eguatian. T hase versias are dotained by relexing
praogessively the isstricias an the aoet dats of the equatias and inraduding reganal or
sectoral dummies.

T hestatistial procedure is briety eplined inA ppadix. Investigatingan the edstenazof
.>8d e ects mears lodkiing Torsane amnman eaturess that an a ectthe behaviaurofawhole
sampkofregas in epartmatiers. A aoording © Egper (2000), .. xed er ects are due tohidden
\ariebks that are sped..c 1 acss sectiaal uni's. Sane of the main Torass behind the .. >ed
e ects shaud be tariz policy messures arexpartdiving\ariebls !0 ebove alllin samples that
ollov an exate precetarminated aiteriun of sebectian.  In this sstling foasing an epart

84 M these sstimatias are aamputed with the Eviens softnare padece. In all the Blbning estimatias we
goply eV hite methodology for anrecting0 L S estmatians fran the heteraskedsstic enars.

' Itis the ratio betnean the total Eength of the transport netnoris (Ikihays ways, hidways etd) and the
surbe ofeadh regaon.

Y Forirstencg the I'alian aunency devalation in 199 2.



tons wetakke this pradblem by testing the signi.. cance ofsectoral arreg anal companants that
make the dir erenass in epart parfomancs aacss the regas of this samp ke

Firstly we repart the results of aur estimatias of equation (6 inroduding the ‘surece’
\ariebk then thase with the rieganal densities oftranspartasts. A s mattianed, in eedh ©bke
we o er three dis erent sped.. catias movng fran that whidh displs mae resstrictias an
axtCdats. | aking atequatian (1) in ebks 5.1 and 5.2, we are bk 1o an./mm the basic
aagtsweprgpaadotest A Bthevariabks induded in the regressianaresigi.. antabh and
the eplicative ponarofthe madel inaeesss as we introduce sectoral or regaal dummies. A s
we epaected the surbee a ects necatinely the size ofthe autgang trace tons. Similarly, not
beinga regan thatshares its badenaith otheraountries seans oar ectnecatinvely theintansity
oftre exdangs.!! T he hane marketer ectablnays hes apasitive er ectan epartions that
indirectly mears assuring a certain degree of aampetiivaness as derived in thearetical madek.
T hese results an.m that (i) the spatial locatiaon of regans saamns 1o be impartant ad (i)
the degee oF aampetitivaness of a reganal industry pass through the size of the trading tons
that rely an the size ofthe bl damand.

BOX 1.

D2 D ummy foraosaae of regaal adjacancy with fordgn aountries
LDST L agarittm of reganal darsity of the transport netnarkk

L EXPO L agaitm ofregaal eports (| ilias ECU )

L6 DPS 12 | L aganithm ofthe reganalt DP (I illas ECU) perKmg
LPOP L agaitm ofthe regaal paqoulatiaon (| ilias)

LSURF | cgarittim of the reganall surece (Knt )

11y e dotain aarstrssting resulbvwhen we albvorthe presence of furtherdummies in the third sped.. cation
of bk 1. W e do notacoount or this dummy when we are in presence of all other regaal dummies because
of olinearity.

12\ e selcted this varisbe since itallons us o foaus an the hane marketer ect, adiding the distorisians gven
by the reganal size &0 ects.
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Tebk1l : Regaal track fons | degpadattaricbkel EX PO
Fided e ects: Sectoral dummies

0 bseratias : 72
# |DepVar. | Il ethad | Cast | LSURF [ L6 DPS | D2 F F RIAG:
st | &t
1 |[LEXPO |[POLS |16 -0,8 1,13 -1,20 0,42
0,04 | (0,00) | (0,00) | (0,02)
2 [LEXPO |[LSDV |225 -0,8 1,13 -1,20 | 4,15 0,8
(0,00) | (0,00) | (0,00) | (0,00) | [2,707]
3 |LEXPO |LSDV |-0,41 |-0,58 1,30 0,19 | 36221792092
skpe) | (046 | (0,00) | (0,00) | (0,01)] [2,70]| [2,70]

(Vales in round bradets, 2-tE I statistics 12 - V ales in souare bradets. aiticalvale).

Tebk?2 : Regaal track fons | degpaendattaricbkel EX PO
Fiped e ects: R egaal dummies
0 bsernatias : 72

# |[DepVar. |l etad | Cast | LSURF | L6 DPS | Fstt | F&s@ | R’Ad
1| LEXP0o | POLS | 753 | -093 1,44 0,28
0,00) | (0,00) | (0,00)

2 | LEXPO | LSDV | 370 036 | 0,70 1,48 0,40

©04) | 037 | 047 | [1;92%]
3| LEXPO | TW FE| 427 036 | 0,70 7 403 0,66
©021) | 023 | 02 | [2571] [251

(Vabes in raud bradets 2-tEl statistics -V abes in square bradets aitical vale)
(Fvalesigi.cancs * atlh , *ats% )

T he augmanted sped.. catias ofequatian (1) (both ineblks 1 and 2) thatindude sectoral

or igaal dummies twm aut o be mae perfoming then the basic sped..cation.  1ndeed
theR! j Ad inaessss as we introduce a higher degree of dic erattiation sudh thatthel SDV
(With drengng skpe) estimator reveak 1o be evan mare gppropriate then the simpkeL SDV
(s Fes). |l asoer; bddng at the Fstatistic tsts in Ebk 1, itseams eddait that the
epations ofthis ssampk diphby . >xe&d e s, dther regaal arsectoal

I asoer; fram the statistial tests oF tebEe 2 we drawv same further ancbsias. W hen

we induck in aur estimatias sane regaial dunmies, we camnot rgject the hypothesis of

13T hese statistics represat the prdocbi ity that the tstat of eech aoet dant is gester then the

anepadentp\ale.
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idntical . xed e ects aatss the sampk. 4 loaing Torthe presence of regaal dummies means
detecting the existance of . xed e ects in the madel seledted by regas, butthey dissppearat
the manattwe introduce ather sectoral dummies (T W FE esimator). 1ndesd reganal e ects
alre are margnally sigii. cant; Whi ke reganal and sectoral e ects are signi..cant

B riety itgppears that the dis erencss In the intlersity of the trade Tons inside aursped...-
cation foraur regaal madel rise justas sectoral matters and not regaal aes.

I an we rieplece the sure \varieb e with the density of the trangportsystem as an index
ofthe lbal &d ities a regan supplies o the oAl .. ms Tortrading W e aampute again all the
praviaus sped..catias and the besic previass resuls are an.imed.!? In the basic equation
(eguatian (1) in tebks 3 ad 4), the incoming \ariebke ar ects paitively the epat Tons.
Indeed, the essiness in readhing a areign destinatian ax ects pasitinvely the tracke fons, since it
dips the transpart asts Tor unit of delivered good. Symmetrically, itshauld encourage ako
the incoming ofFfordign goods and stimulate the aampetitian betineen local and fordgn .. ms.

Fnally lbddkngatthe statistical tssts (F test) intebks 3 and 4, we dotain the same resuls
as befare ad the aammeants macke T the praviass tho teblkes albo goply.

Tabk 3: R egaal trade tons . dgpadattariabeEl EXPO

Foed e ecs: Sectoral dummies
0 bsenatias: 72

# |DepVar. | Il etad | Cast | LDST [L6DPS | D2 F F | RIAG:
st | &t
1| LEXPO | POLS | 753 | 0,80 075 | -1,36 0,42
(0,00) | (0,00) | (0,00) | (0,01)
2 | LEXPO | LSDV | 8,09 0,80 075 | -1, | 422 0,6
(0,00) | (0,00) | (0,00) | (0,00) | [2,70]
3] LEXPO | LSDV | 7,99 1,11 0,77 | -001 | 0,71 1429 | 091
(skpe) | (0,00) | (0,00) | (0,00) | (0,87) | [2,70]] [2,70]

(Vabes in raud bradets  2-tEl statistics -V abes in square bradets aitical vale)

1 Even in this bl the dummy variableD 2 dhangss of signi..canae conrespanding 1o the third sped..cation.
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Tebk 4 : R egaal track fons | degpaendattaricbkel EX PO
Fi>ed e ects: R egaal dummies
0 bseratias : 72

# |DepVar. | Il ethad | Cawst | LDST |LGDPS F F | R'Ad:
st | &t

1| LEXPO | POLS | &8 0,68 1,08 0,23
(0,00) | (0,00) | (0,00)

2| LEXPO | LSDV | 7@ 086 | 0,6 1,86 0,40
©,00) | 0,37 | 0,47 |[192%]

3| LEXPO | TWFE]| 824 | 086 ]| 0,70 7.6 | 42 0,65
©00) | 022) | 02) | [257] [1921]

(Vabes in raud bradets 2-tEl statistics -V abes in square bradets aitical vale)
(Falesigi.cane * atlh, T ats% )

R eganal epart dalg a6 We goplied hare seam 1o be ahaerat with the ..ndings of the
theoretical eaonamic geagraphy framenork

W e moe nowvto amiao dmasian of the lbcal agplomeration of ..mims. W e address the
bl distas of..ims (i.e. industrial districts) thatare aosidared as the sourass Tor regaal
ampetitivasss in\variass studies (Torinstanae Staper (199 2)). W eanatrate an the Gase of
theindustrialdistrictinl onbardiain adarto (i) state samespad...¢ bal aggbomeration Toras
thatinduce .. ms o dusterthere ad (i) vexify the aaompatibi ity of thd rsaurass ofF aompeti-
tivaess with those we displayed Torthe Eupean regans. 1N abraederssnse e areintarested
in detecting Whatt Gan be the inkage betneen the determinants of the ampetitiveness of the
Al structures of agglomeratias, iened as the miao Toundatians Torthe ampetitivaness at
maao bwel (orinstence at regaal kel

4 T hesze ad perfiormanc ofindustnal dstncs aneampke

I odngfram a regaal dmasian o that ofindustrial districts, aurmethodolayy is todange
sonenhat because of the div erait Kiind of data that are avd Bbe. 0 ur purpcse atinues ©
be 1o Iodk fordeterminants of the cutgaing trade $ons ofthese dusters empirially. A coording
1O stylized Bcts (ss2 Torinstance ICE (199 §), we are intexested in testing the hypothesis
that the edstence of Al Ed fies onard exportsustain te rise and develpmentoftrading
activties. / hen we reer o industrial structures ke industrial districts, the framenork or
desaibing the existence of aggiomearatian Tarass may be integrated by other aampanats, in
addition o dessial inaessing retums 1 sak hame market e ects ar trangport asts. For
inrtne thae edsts inkagss inauning amag the ..ims that may reinfaree the dustering
movamatt T his proosss has bean predsely analyzed by Sadbeyran -T hisse (1999) and we
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bamonvthea r resullts Torintegrating aur frammenork of rekerece. T hey proe that the dusterof
..mms, ke industrial districts, are afam of gaagrephical agglomeratian in whidh its member
beae. 5 fran the acoumulation of the knowhow assodated with workers residing therell e
assume that the infamatian whidh is spreed amag warkers is an eressian of a kaming
procsss insice the district (usuallly es Eaming by daing) and itis expected 1o be propartianal
1o the quentity of the good thatis producsd in thatdistrict™® A Boning Tora bocal essodatian
that supplies seriass 1o the district .. ms (propartiaally o the el of praductian of the
district!®) equation (1) becones

Lg =C iA) +A° > )

T he tarm (A )ambadies the pasitive extenaliies given by the interactian betnean the bbcal
assodatias and the aumulaied exparience ofthe .. ims viened as the tolal sum ofthe previas
ol productian. 1nthis setting the pasitive e ects ofthese extermalities are represatied ss a
vay 1o reduce the deamand ofinputs (here Ebaur) Tarane unitofautput

Sq repldng (7) in (2) yiekss the olbning resullt

_ N R -
=GRy R ®

and gppl/ing the lcarittm TUnctian beaomes

n

Lao=Lalr)il ol iA) + A >
A pcssibe equinvalatecoametric form ofthe previas equatian is

L ao=c+ ®1L ogQl r )+ ®;L aCV Ag D+ ®@3DUII II Y + ";: ®

andwewllcoantraie o it

In equatian 0), Ny stands Tor the size of the district (i.ethe size of its oAl markey),
SV A represents an index of te sericss casd o the.ims and DU 1T Y encgosuliss a
Bw bal features. Casidaering the aee ofthe industrial districtinl anbardia (seeh ppacix)
we nat o st the reltian betinean the number of .. ims thait belong to a districtand same

157 he mare warkers produce, the mare they aaopire skilk in production and the experiences ofeach worker
become aomman shared infamatian aacss the members of a district

17 he Iavel ofthe lbcal production shauld be de..ned as the aumulated productian ofthe goodks in thattdistrict
H onever; this assumptian is notbinding in this aantext because we do notwant 1o foas an the dis erencss in
productivity induced by a kaming process.
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other tenritorial conpaaits. | anbadia aatains in its tenitory 21 industrial disticts that
hae ben sebctied by baal autharities gpphing sped..c regaal bias. W e aasider ther
perfomancss in eedh sector of spedalization Tor fouryears 1981, 1992, 1994, 199 6and we
perfom a atss sedian esimatian. 1N bax 2, we ce..ne the variebles we use in this section.

In the ..1Istsaries of sstimatias, we wat o st if the size of the ol populEtion ad the
presence of serviass addiessed 1o the activities of the ol .. ms are o saurass Tarinduding
.Ims disterin an area (i.e aedting the rumber of ..ims in the distric)). T he number of
pasas bcated in an area stands Torthe potential level ofFdemand thattcauld be eddiressed ©©
e lbal.. ims and its size represants potential econamies ofs@ake. 1N this partiaubrframenork

‘the hame marketer ect shauld be viened as an advantace thatae districtmay dipbBy agairst
otherdistricts. In othervwarts, the lteris the size of the bl pqoulatian, the higeris the
prdoabi Ity thattthey wi ll develyp hidherinaessing rietums toscake ensblingahigherdegesof
ampetitivasss in amparison ofthe otherdistrices. || asoerwe wi ll aloToas the attarian
an the reltiaship inauning  betinean the presence of .. ms davoled 1o supply serviass o the
other .. Ms and the size of the district; via the hypathesis that this presence shauld be a sort
ofahesion Toree Torattradting more and mare ... 1ms.

BOX 2
D3 T anpoal dumny 1981
D4 D ummy for barder adjacency with Tordign auntries
D7 Sectorial dummy (Wood & fumiture)
L EXPA D | L cgarittm ofpervwarter el ofeports in adistrict (ECU )
LPOP L agarittm ofthe populatian of eech district
LPOPS L agaritm ofthe dansity of papulatian in adistrict
L SSS L agarittm of the size ofF sarviae adtivities in a secr
LSUP | cgprittim of the sureee of a districe (Kt )
L SVA L agaritm ofthe number of ... ims that proJde servcss in eedh district
LSVAS L agaritim ofthe dasity ofservice .. ims in adistrict
LSVI L agaritm ofthe dasity ofFeanployess in servdice adtivities in adistrict
LUNP L agarittm of the number of ... iIms active in the sector of spedalization ofa district
LUNPS L agarittm ofthe dansity of .. ims active in the sector of spedalizatian ofa district

In ader o selbct the mast eC datt cambinatian amang all the prodes we introducd
testeguatian (9), we propose \varias spad..catias in Bbe 5. B y these riegessias we darive
sane fundamental results. First, the presence oflbal servdass (SVA arSVA S) Tordistrict. ims
av ects pasitinvely (\When itis signi..cant) and axsistently the numberof .. mms thatbelong b a
district. T his austains aurhypathesis thatinter.. i seriaes may be asart ofinner cantripetal
o oradstar: | tihe same time even the size of the bl papuElian a0 ects pasitively
the size ofthe district. In this setting the surbce is viensed as amessure of the dimensian of
the intermal market and so itengeges the same kind of e ects that the pcpulatian itself A s
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a bst mmark we add that the roke of the dummiies in these ped.. calias is the same as in
te other a2 Indesd the tamporal dummy assumes importance statistially. T he dummy
\ariebke Tor the adjacencoy witth Tordign aountries matters anly Tor ek of signi. canae atb%
and the magnitucke ofits aet darttis onerthan thattof the other regressars.

Tabk 5: Size ofindustrial districtinl anbadia
D gpandantvaricbkel UN P Y7 formadek (1) ad () adL UN PS formadek (3) ad
@@.

@ @ ©) &)
C -7,02 (0,00) | -0,47 (046 | -0,06(0,54) | -€00 (0,00)
LSUP -0,04 (0,75) | 0,41 (0,00)
L SVA -0,02 (0,84) | 0,8 (0,00)
LSVA S 0,6 (0,00) | 0,01 (092)
LPOP 1,19 (0,00)
LPOPS 1,15 (0,00)
D3 0,56(0,00) | 0,56(0,00) | 0,06(0,6)
D4 0,28 (0,03) | 0,3 (0,02) | 0,02 (0,77)
RZ-4 gjused 086 0,75 0,65 0,80
N . 0 bs. 84 84 84 84

(Vales in round bradets. 2-tEl statistics)

H aing E@ken iMoo acoount the presance of servias matiers Tor the rise of local industrial
agpomeratian, the study aatinues with the purpcese of proving that the exdstence of serias
davoted 1o .. 1ms may ar ectpasitively autgang trace fons. Farthis dojectinve we still rely an
equatian (6, butwe intriaduce same dengess. 1N partiauler; we do notdispase ofspad..cinfor
maticn an autgdng trace tons fram bal districts, so thatwe have o introduce same further
assumptias. 0 urdataanly include the epartions (by sectars) ofalll the reganal smallad
medium .ims in 1992 and 1994. Itis well knonn that industrial districts in L anbardia are
made of small and medium ..ms Sl Es) whidh encounter aasiderable prdolems when they
dedde o Olbwan inematicalization procsss alre. A ssuming this situatian, itis reesacnebke
1O think thateportfons are mainly the autcone of the .. ims belonging o districts. So&r;
aur prindpal hypothesis is 1o icentify te eportions of all e snall and medium ..ims in
L anbardia with tose of districtstrucires.’?  1n arder t make this hypothesis more testebke

W e repeted the computatians forequatians 1 and 2, repldngl SVA with L SV | and we dotain the same
autcame. Indeed the conrelatiaon betineenL SVA el SV 1 isequal ©©0.9 78.

18 Sped..cally, we assume thattotal epoarts ofsmall and medium ...ims Sl Es) in a sectorare aonnected with
the activity ofall the districts that disply a spedalisatian in thatindustry. SQ we share the anauntofsectoral
epoat of Sl Es anag the districts that disply a spedalisatian in that particular sector; propartionally to
the number oiworkers hired in thatsector in eedh district
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we share propartianally the total anaunt of ssctoral eports fran Sl Es anag all the dis

tricts thatdisplby a reltive spedalizatian in thatsector; in acoordance with the total number
ofworkars irstalled thare. W ith this assumptian in the olloaing estimatian, the dgpendatt
\ariebke beaomes the kel ofepatperworker( EXPA D ). P rocedingwith the refomulatian
ofequatian (6§, we need 1o e, e the proparicality of eressian i, still maintaining aur
inersst for the gaographical egpects ad the haone market ea et In partiaulbar we want o
inclLicke in aurtesstan index of the district ampetitiveness (reltive 1o the st of the workd)

by adding a proxy Tor the serias ad BEbk in them (\ariabke SER ). SQ novwe are dealing
V\i'lhlg

HvGe»):Hl 0> GEpF2GERD)! ;
and repldngitinto equation (6 yiels o

L € X Pp)=ct+ 1l CGep)t Ll ot p)+ J aGEpdt L aGERDX (10)

T he results of the estimation ofequatian (10) are rieported in tBbke 6 whik a key Tor e
symbok adpted are included in box 2.

T abke 6 Bportation fons fran L anbaxd districts.
D ependaitV aricbkel EXPA D

@ @ (©)
C 18,10 (0,00) | 20,75 (0,00) | 20,74 (0,00)
LSUP |-086(0,03) | 0,11 (0,48) | 0,11 (0,%8)
LPOP | 0,3(0,30) | 0,13(0,70) | 0,13 (0,71)
L SVA 0,89 (0,00)
L SSS 1,58 (0,00) | 0,6 (0,03
LSVI | 0,6 (0,01) 0,89 (0,00)
D4 0,10 (0,3) | -0,01 (093) | 0,01 (0,93
D7 -1,70 (0,00) | -1,85 (0,00) | -1,85 (0,00)
R7A G 0,90 091 0,91
\.0bs 2 2 V)

(abks in bradets: 2- @ lson. cane)

By ereallthat; B0 stends Torgeogephical Baturss H Il forthe hame markete ectand SE forother local

atues.
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Tabk 7. L anbad D istricts. dgpendatvaricbEl EXPA D
Fned e ects: Sectoral en ects
0 senatias: 42

# | DepVar. | Il ethad | Cawst | LSVI | L SSS st RIAG:

1 |[LEXPAD | POLS | 2098 | 1,04 | 0,01 0,72
(0,00) | (0,00) | (0,98)
2 [LEXPAD | LSDV | 22,36| 1,03 | 043 2,72 092

(0,00) | (0,00) | (0,00) | [2,167300*]
(Vabes in raud bradets  2-tEl statistics -V abes in square bradets aitical vale)
(Fvalesigi.cancs * atlh , *ats% )

In general the sped.. catians adqoted o estimate equatian (10) reveal 1o be satisiectory,
amn ifthe sigi.. cane ofall the regressars is notalhays so impartantes in the regaal ceee
T he three versias of the estimatias amputed Torequation (10) are substantially ecuinalat
bath in tams of sigi.. e of the regressars and exlicative poner. Indesd thair autoomes
are perectly in ageamait A acss all the spad..catias weat ssams 1 really matier or te
inensity ofeportions is the dic usion and size ofserdass supplied O e baleporers, whilke
neither the geogrgphic aampanens nor the hame marketer ectssans 1 daply ¢ ect e eport
caasias of..ims. Indesd the geogrgphical dummy forsharingbarders is notsigni..cat; while
surfce is dgii. antanly in model (1) ad in thatGese its e ects tonard eparts ae as they
were epected to be. Finally what is alhays doni..catis the dumnmy assodated 1o a secior
whidh (at that time) was Tolloning a resstructiuiing procsss.

In addition, we abovari...ed Toraursample ofdistricts the presance ofa. >ed sectoral e ect
thatcud partially aantribute in eplning the intensities of the trading tons.

A s a aseguae of the results presartied in tebke 6 Etus arsidar a simplh..ed versian
ofequation (10). W e asider the intesity of the trade fons (autcoming fram local district
..1Ims) edLsiely as a Tuncian of the rnumberand dimensian of the bl . ms whidh supplied
tharseniacs 1 the maueduring .. ms. Folloning whattwe did in the regaal setting we
estimate this simpk fom of equatian (10) by aP0L S estimator and we ampare itwith a
L SDV estimator thatt acoourts Torsectoral . xed eeects. T his new sped.. catian improves the
R? ofthe regressian and the level ofsigni..cance of the selecied regressars. SQ the besic results
gopear 1O be aquite st || asoer; gopling the F st o this estimatiaon (see the seaod
partoftebE 7), we aaduce thatis passible that the sectoral .. xed er ects may be signi..cat
(@ash%h ), sotatte POl S estimator cannotbe betfer then thel SDV ae. Indirectly, this
resuls shauld an. im an imparantintuiian the dedsion ddass ebauteqpats ofthe Sl Es
are driven by extrasectoral cmpaants. | s ithes been often argued, the prdolems thatthese
..Ims hae o Bxein the intematicalisatiaon proess have are notmerely inked with the sector
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ofthe activity?? T hey are prindpally canected 10 sped...c dnaracteristics, sudh as the smalll
dmasian ar lw bagaining poner; that are not peauliar of a sector; but thatt are comman
shared in actegay of .. Ims.

5 CadsEas

T his study o s an empircal goproadh of a subject widely treated thearetially, but not so
well aasidered enpircally. In the .. 1stpart we aoncentrated an agradp ofF Eurgpeen regars.

T he estimatias we derivaed sustain the conrectiness of the indlsian of spatial compaats in
the anabysis of the intlasity of tradke fons , sudh as the distence fram the ..nal destinatian
and the dansity ofthe transpartnetnarks. 4 tihe same time the home marketer ecthels in
ephlining the iNntarsity of the autgdng fons, an. ming thatt comparative achventages shauld
be aeated rather then inherited. Furtherma e the analysis of miao aggbomeration of .. mms
(sudh as industrial district) tBakes iInto acoount thatt aamparative acvantages may abo bere. t
fian the suppart of other activities sudh a6 servicss 1o aTierprisss. |In partiauler they auld
represant another kind of aartripetal Toree because they einforae the distering of..iims in a
Icatian. 4 tthis miao kel the strucdural dic erencss aacss eporting units arssctars are
not tndemental Tor stating the intersity of the trade tons in districts. Indeed, the reesas
Torthe performanass of these industrial systamns sean 1o be aanected o the diz erantfams of
aganisatias anaganalland medium ..ms. A lthese resulls an. m that... rms may be seen
a8 adlive and strategc agas an the market ¢ iven the ava Boiity of datg Turtherempircal
studies alog these nss at a bel of Al aggloneratias ae vananied.  For instanae

itwould be interesting © re.ne the variebles that acoount Tor regaal aompetitiveness by
incduding samne other prodes that could Gpture betterthe presence of inaressing econamies
ofscake. Finally, itis abowarthwhi e 1o extad this analysis 1o awiderdmasian thatmigit
incdluice mare deta Ed informatian an the kaming processs inside eadh district (as a saurce of
ampetitivaes).T his passibi ity would abkoallowamparative studies amag the perfomanas
ohariass Toms (and degress) of egghiomeratian.
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S A ppaxix

6l EBEcoumetric Bstmatias some ceta b
In bath the econametric e<xerdsss in secias 3 and 4, we deal with a atss section sampkewith
\arias dmasias.

INnsectian 2 aurpanal (wWith three dimasians) is aamposed ofF GEurgpeaen riegas, 2 seckars
and 6years, Whi e the eaonametricstudy an the exparts autghing from bcal districts aarsists of
aparelwth snodmasias: 21 baldistricts (ranked acooding 13 sectors ofspedalizatian)
ad 2 years.

INn additian 1o the diessic goodness of . t st In aur eardsss We propae a urther test
F st T his test allons Tor the passibi ity 1O test the presence of . >ed e ects (by regas
orsedors). L odking Tor the presanae of .. xed e ects aatss aursample means aarolling for
the passibiity 1 indude othervariabkes that are arstait oer regas (or oer sectas) in
aursampk In pariauilar; gopling an FEstwe pln 1o st to main hypotheses, nemely
whether the individual e ects (R ) aastantoertime are arstataacss all unities and in
e e they are not aastant, ifthare may edst sone e ects that dange the skpe of the
regressian.

W e adider the gaeral regressian Torm ofeguatian (6 Tor aurparel at three dmensias

Yigt= 0 e+ i‘_xijﬁ Zije

wth i =l::n;j=1:5;t=1 T ; as index Torgas, sectas and ime.

W hen we estimate the previas equation by adinary estsguares, ifwe aosicer® ;;, = ®
& aastaitoer all the three dmasias we dotain aP0L S esimator: 1N addiian, when
we Et® . \ary justaacs ae dmasan (forinstene @, = & ar®,,, = g5 X we introduce
G il)regaalar G jl )sscaal dummies variablks in aursped.. cation and the estimatian of
this madelis knonn s bsstsopare dummy varieble macel ( SDV ) 0 nthe aorary, Whenwe
mackel the .. >xed e ects including reganal as welll as sectarial sped..c dummies we are dealing
withatwoway . .>edeaes (W FE)
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T he st we prpase are useiul for selecting whidh ane of the previals estimatars is the
mostet dat  Inallaurtebks whenwe goply the - st we vanto Estite hypottesis that
te astritems are allegqal (i.e. LSDV or TW FE estimators \versus PO L S estimators).
T his means thattwhen this hypottesis is aceEped the mostappiapriate estimatoris poold kst
squares (POL S). In otherwords, aasidering an ~Tundian that aonespads 1o the olloning
statistics

LiRbFO 1)
CiRLEFEN iniky

inwhidh k represarts the number of regressars (ecuding the arstan®), andR 2, andR &
arestatistics aming fram thealtemativeandP 0 L S estimatians, we testthe Tolloning hypoth
esis

oregaal e ects

FOil;nl inijk=

aa aa

© ©
H = 0,=0 foralli;j;t sH = ®ijt=®ibrallj;t :
aforssctoral e ects

aa aa

© ©
H = 0, =0 oralli;j;t sH, = 0, =0;ralli;t :

Eadh ime the statisticF  j test lback us O IgectH) (i.e. thevalle ofaurstatistical testis
e thatthoe acoounted Torthe tebks ToraF distributionatl% ars%  bvel ofsigni. cance),
we andluce that the sectrial ar regaal e ects are notthe same in aursampke. T his ..nding
implies thatthe L SDV, L SDV (she) arthe TW FE 2! estimator is the mast gppropriate
estimatar:

In addiian, gpphying the FE&st2, we want o detectwhidh estimator-anagl SDV ad
TWFE ol SDV adl SDV Ghpe)is the mastgppropriate ae. W e ke the basic eaturess
oftefF j testt and aur hypothesss © st (forirstene) L SDV varsus TW FE ae the
Tolloning anes.

orregoal e ects

aa aa

© ©
H = ®ijt=®ibrallj;t s H = ®ijt=®ijfrallt :
ar; Torssctoral e ects
2L |t depenck ifwe are reening o equatian 2 or 3.
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aa © aa

©
H = 0;=050ralli;t sH = @, =0 foralt :

A s befe rgjecting the hypothesis HY mears tattthe TW FE  is mare gopropriate then
L SDV &8s an estimatoy; so thataursample antains both regaal and sectoral . >ed e ects.

In ader o waify itthe dic erencs amag the ampaants in aursample may be induded
alyinthe astanttem, arifthey a ecteven aothars aet dats, we goply e st O the
LSDV adL SDV (shhe) estimators. T hel SDV (shpe) estimatiris dotained Torasped.. catian
thatindudes a series adunmies that ar ect aatemparaneasly the parameers @, ad ¢
In this cese aurstatistic test deak with the Bllbaing om -

N o

H = 0, =0itralijt/ = fTorali;jt s
N - o

H = 0, =0iralijt/ = ;Oraljt ;

and the way o interprete the resulss is idantical 1 the pravias ests.??

& T ke lndustrial districts inL anbadia

0 uranalysis of lbcalfams of aggiomeratian (Wiened as industrial districts) takes into acoount
theindustrialdistricts ofan I'alan regat | anbadia A acoding o the infamatiaon extracted
fian the doaumants of the regaal U nion Camerg L anbardia acaounts Tor2l industrial dis
icts (se2 ..gae 5.1). The regaal bBysktion an disticss is well agenized basing an the
regaal bwnb3L/9 1. Inl anbardia oAl autharities dispase of cear aiteria ordistingUish
ingasimpke dusterof...ims firam areal district. |ndesd adiustermay be Viened es adistricti T
asaries ofindicss are gaterthen ae. T hese indicss asider the el of loal industrializatian
in manuciure ad the reltive spedalizatian in productian, the degree of anaantratian of
the activities, the size ofthe .. 1Ims and the eTrepreneunial dasity.

L ecard ((in bradets the sector of spedalization ofeadh district:

1. A sse Sempiae (T extike Clothing)

2. Canas ( SikIndustry)

3. B Hanza Canmas&@/ll ibnese (W aod and Fumituie)

4. | eaese (| ealad!ll edenial Industry)

5. B ianza (| edenis)

6 Vabrembama (| edanics)

7. Vaberianma (T extike Clothing

8. SednoB exgamasm (R ubbert asketindustry)

22 Forany other detaill seet reere (199 7).
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Figare 1: T he Industrial D istricts in L anbardia

9. Camuno Sdadno (Il etal Industry)

10. ValtampiaV abkddda (Il etal products)

11. B assa B resdana (T extiE Clothing

12. Casely» recb (Clothing)

13. Cameo 0 dio (W ood and Fumiture)

14. Trevdiee (I ealandll edenial Industry)

15. Casabsm V iadanese (| oad and Fumiture)

16 Bebdoo (| edenics)

17.V igavanese (Shee industry)

18. L anelima (Cbthingand ¢ dlckmith indLstry)

19. Palbzzob /0 dio (TexiEand Textikell adchinary Industry)
20. O lgpoll amtovano (T exti e Clothing)

21. Basoll amowano (I etal Capatry and Fam il adhine Industryy)

&3 Daaa

T he saurcss of the data we used Tor aur enpirical estimation are dinerent D ata relted
industrial districts in L anbardia may be Tound an the web site of the U nioncamere at the
Tolloning addiresses htip:/ / vwwwvunicncamerelitand htip/ /wwvering bmbardiait while data
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an regaalepartation forsmalland medium ..ims by sectoraome fram the CID B - Istitutot .
Tadiacame web databese at the Tolloning addiress htip./ / wwwitediacamelit 0 therregaal
data (atmaao bwel) ame fran the datsbase EurstatR B 10 thathes bean aonsultied do
Ré&a W allore (and we adkonede il . J.P. D uprez). D ata of regaal trade tons hes
bean granted by local sourcess. W e adknoniedce

dd auanes Franaisss (| s C. Famiaux) Tordata anR honet bes

dinsttutl aticnal ce Sttistige B eke (I 1s. A mad) Tordalaan WV estV benderen,

dProfR.Hebh( IUC) Torhisdataan laianR egas,

Gtaflistisches | andcesamtB adenW Urtembarg (- V . AiE) TordataanB aden W Grttemberg
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