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Abstract: Export is crucial for economy. It influences the level of economic
growth, balance of payment and social welfare among many others. Therefore,
increase in exports often becomes one of the main objectives of governments. This
raises the question of how to support export activity of the companies in order to
ensure the expected increase in export. Approaches towards this problem differ
significantly. The fact that this support is covered mainly from public funds raises
the question of the justifiability and effectiveness of such assistance. The aim of this
paper isto investigate whether to support export activity at all, and if so, how to do
it effectively. To achieve the goal of the article the author analyzed both Polish and
foreign literature, with special emphasis on the newest trade theories. The Author
analyzes secondary data describing factors that determine export activity,
describes the profile of a company becoming an exporter and investigates actual
connection between the offered support and the increase in export activity.
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Introduction

Export is of great importance for the economic dgw@ent of the country
and thus to the welfare of the society. It not callpws countries to exploit
their comparative advantage but also ensures greatiety of goods and
competition and allows to benefit from scale ecomamlt influences the
level of economic growth and balance of paymentoragnmany others.
According to the newest trade theories, exportegsbalieved to be more
competitive and more productive, to generate maofitpand to provide
more employment than nonexporters. That is why egpo are often per-
ceived as especially important for the economyhdrefore seems a justi-
fied desire to create government programs to stipmad advance the
growth of exports. In order to encourage compatoesxport, both direct
and indirect support is offered. Promoting and enaging export might be
a universal goal, but it is achieved differentlypdeding on a country.
Government may support export directly with lendsaipemes for export-
erg, direct export subsidies or estimating officessiisg) exporters in sell-
ing abroad. Bernard and Jensen (2004, p. 2) nbtdall fifty US states
have such offices. Support might also take an @utliform of supporting
productivity through various research & developmamigrammes, training
or consulting services. But in order to succesgfsillpport export, it must
be clear who the exporter is and what the reasongxporting are. Nu-
merous theories of trade are meant to answer thesstions.

The aim of the following paper is to investigate ettfer to support
export activity at all, and if so, how to do itegtively. To achieve this aim,
both Polish and foreign literature was analyzedhwpecial emphasis put
on the newest trade theories including the modeMlayc Melitz (2003).
Secondary data describing factors that determiperé&xactivity, provide a
profile of a company becoming an exporter and itigate the actual
connection between the offered support and an aserén export activity
were analyzed. The first part of the following papeviews the main
theories explaining international trade and expsitmle in the economy
of a country. Then an exporter’s profile is spedf which is essential in
order to realize who the potential recipient of etpsupport should be.
Next, the studies attempting to evaluate programhsugcing export activity
are presented. The paper ends with an answer tquibstion: if and how

! Direct Lending Scheme developed by UK Export FagaftheUK’s official Export
Credit Agency)is one of the examples. It was announbgdhe Chancellor of the Excheg-
uer in the 2012 Autumn Statement and is availablslarch 2016. Up to £1.5 billion fund-
ing is provided. See: https://www.gov.uk/government/news/direct-lendiripasme-
launched-to-support-uk-exporters.
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exports should be successfully supported? Althahghe have been many
studies regarding export promotion, there is litdmpirical evidence
proving its effectiveness.

Theoretical Basis for International Trade

There are three main purposes of trade theories fif$t one would be to
explain the observed trade based on informatiomtathe characteristic of
countries that trade with one another. The secertd investigate the ef-
fects of trade on the economy of a country, andhird one is to provide
the knowledge necessary to evaluate and apply peprvade policy. It
must be emphasized that although substantial dewelots concerning
trade theory have been made, they are not thatasuladly reflected in
modern trade policy.

There has been a significant shift in attitude talsaheories of trade.
The macroeconomic approach has been complementkdhei microeco-
nomic one. There are three fundamental groupsadettheories: tradition-
al, New Trade Theories and so called New New Tidusories. Tradition-
al trade theories discussed trade between countesstrade theories con-
centrated on trade between sectors, whereas nele theories consider
trade between companies — on a micro level. A stibgereview of trade
theories is presented in this section.

Mercantilism is one of the traditional trade theeri which states, in
simplification, that wealth derives from accumutgtiprecious metals and
maintaining surplus in balance of trade. It was Md&mith that in 18
century undermined mercantilism and argued thauatcy should produce
only the goods in producing which it is more effiti. His theory assumes
the exchange of two products between two countvids labor as an only
factor of production. Smith explained trade betweenntries using the
concept of an absolute advantage. Subsequentidradittheories con-
cerned trade between countries in terms of comparaidvantages. The
leading ones are two models, one by David Ricarmdbthe second one by
Eli Hecksher and Bertil Ohlin. Ricardian comparatiadvantage arises
from productivity differences whereas Heckscher Hi®s from differ-
ences in abundance of production factors. In tlradian model there are
only two countries and two products and each ofdhentries possesses
different technology. It is assumed that thererily @ne factor of produc-
tion — labor (fully employed) and workers might maite between the sec-
tors, but not between the countries. There araadetbarriers or costs of
transports. In Heckscher — Ohlin model there are tountries and two
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products, and two factors of production (labor aagital). Again no trade
barriers and costs of transports were assumed.

Assumptions made in the above mentioned theorfest, is: perfect
competition and constant scale of returns allovggabiiing the importance
of companies in the international trade. What wsseeially strongly ob-
jected by researchers was that trade structuréen tar from perfect com-
petition. Moreover, although traditional theoriesplained interindustry
trade, they did not explain trade between develagmeohtries and intrain-
dustry trade which were observed. Only in late 1930 called New Trade
Theories based on monopolistic competition wereeltged. Lancaster
(1975), Spence (1976), Dixit and Stiglitz (1977yded some insight into
the behavior of companies in imperfect competitigncreating models of
intraindustry trade in differentiated goods. Theeeee of the New Trade
model by Krugman (1980) are the preferences foretsabetween and
within countries, economies of scale and productd are differentiated.
New Trade Theories presented trade in terms obseethich helped to
explain the observed intraindustry trade.

Despite the substantial evolution of trade theoltesh “old” and “new”
assumed a representative company. This approaaregrbehavior of
companies within the sector and their role in im&ional trade. It seemed
insufficient, taking into account the diversity pfoductivity, capital and
skill intensity across companies. As a consequesaesalled New New
Trade models were developed, emphasizing the irmpoetof heterogenei-
ty (nonuniformity) of companies for analyzing imational trade. Two
leading models emerged. The first one — the BEJidehavas introduced
by Bernard, Eaton, Jensen and Kortum (2003). They wvandom produc-
tivity of companies in multicountry extension ofc@rdian model by Eaton
and Kortum (2002). The second one, which now sdemdamental, was
developed by Melitz (2003). He introduced the haieneity of companies
into Krugman’s (1980) model describing intraindygtade. Melitz's mod-
el describes the demand similarly to Krugman’s andsumers’ prefer-
ences are consistent with the CES function (Hagem2p06). According
to this model, the company draws its productivityoni a ran-
dom distribution, but only after paying the fixedurket entry cost, which is
thereafter sunk. There is an assumed level of mtoadiy allowing a com-
pany to remain on the market, drawing productiViitgm below this
threshold means being forced to exit. Accordingvielitz (2003, 2008),
companies differ significantly, especially in termisthe abovementioned
productivity, which is a key factor in internatidization of firms. Export
turns profitable for the most productive comparoety. For those in the



How to Effectively Support Export Activity? 65

middle of the scale of productivity local market wiab be the target, the
least productive companies fall out of the markdirely.

In order to know whom to support, potential exparteust be identi-
fied using the theoretical background provideds itnportant to determine
whether everyone interested in or engaged in iatemnal trade should
become a recipient of government export-relateghsriplt would also be
helpful to differentiate assistance that is effexin case of exporters from
assistance positively influencing the performanfceomexporters only.

The Exporter’s Profile

As already mentioned, export plays an importarg inl economy due to
enhancing employment and generating economies aé samong many
others, but it is relatively rare as an activitye(Bard, Jensen, Redding &
Schott, 2007, p. 108). There were 5 726 160 fim¢he United States in
2012 (according to the United States Census Buredu)hich 221 067
exported and 83 800 both exported and importedofteld.S. Trading
Companies, 2012). Majority of exporting companiekhged to the SMEs.
In comparison, in Poland out of 1 762 321 compahids424 export.

Table 1. Micro, small, medium and large companies in Poland their export
activity in 2012

Number % Exportin % of
of enterprises 0 P 9 Micro/S/M/L
Micro* 1710598 97,1% 94 083 5.5%
Small 32728 1,9% 7272 22.2%
Medium 15 841 0,9% 7075 44.7%
Large 3154 0,2% 1994 63.2%
Total 1762321 100,0% 110 424 6.3%

* Data for 2011

Source: Wotodkiewicz-Donimirski, Z. (2014); 2014daStatistical Information and Elabora-
tions, Financial Results of Economic Entities Xl1-2013, Central Statistical Office, 2014.

This data indicates how important small and medanterprises are in
terms of export, therefore their specificity shoelpecially be taken into
consideration when delivering export promotion paogs. SMEs in Poland
are responsible for over 45% of GDP. There has by studies investi-
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gating the link between the characteristics of canigs and the probability
of becoming an exporting company, size of the campaas one of the
analyzed factors. Studies proved that only somepemmes have necessary
characteristics to become exporters.

Bernard and Jensen (1995) studied the relationshiyween exporting
and the performance of plants. The authors usedfdain the Census Bu-
reau's Annual Survey of Manufactures (ASM) for ylears 1976-1987 and
they found significant differences between expsrtand nonexporters
across the analyzed companies. According to tiairfgs, exporters per-
formed much better than nonexporters in every iiyated dimension.
They were not only larger, but also more productind more capital inten-
sive. It was also noted that wages in exporting games were more than
14% higher (Bernard & Jensen, 1995, p. 70-71). ofdiag to their re-
search, exporters have more employees, higher ptigity and greater
capital and technology intensity (Bernard & Jend&95, p. 89). Past suc-
cess increases the probability of future exportBernard and Jensen esti-
mated that exporting today increases the probgluifiexporting tomorrow
by 39% (Bernard & Jensen, 2001, p.3). Roberts afwbdt (1997) noticed
a positive correlation between propensity to expod plant size, age and
structure of ownership. They notice that the siggedninant may reflect
Krugman'’s (1984) economy of scale in exports. Sujpg the assumption
that market forces select out the least efficientpcers it is probable that
the older the company is, the more time it hadetont and gain cost ad-
vantages (Roberts & Tybout, 1997, p.557).

While investigating the reasons for exportingsiirhportant not to for-
get that exporters might exit and that nonexpomeight start exporting at
any given time, so the set of exporting companiedetgoes continuous
changes and is therefore more problematic to stlildgre is a high degree
of reentering by former exporters observed, so padbrmance and expe-
rience influence positively the propensity to exp@ernard & Jensen,
1999, p.3). In another of their studies, Bernard d3@nsen (2004) examine
the characteristics of companies, their size, ldbare, entry costs, past
performance in exports, effect of spillovers anficaty of government
interventions.

The set of characteristic of potential exporterghtbe perceived as be-
ing too vague and not appropriate for every econbutyit must be kept in
mind that government support is usually addressedgroup of enterprises
fulfilling given selection criteria. It would be widable to make adjust-
ments based on thorough research on the given mamkeertheless some
of the conclusions of the international trade regdeare common, regard-
less of the market they concern.
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The above selection allows to sketch a very gemeddile of a potential
exporter. It would be a relatively large compangthbin terms of employ-
ees and production, more productive, capital aodnelogy intensive than
the average company in a population. A potentigloerer is not a young
company, and has already exported in the pasprse international expe-
rience has been gained.

Government Support in Studies

Potential benefits from international trade, sushbaosting growth and
employment, explain the desire to build export pston and assistance
programs. It also justifies covering the expenditunainly from public
funds (Cansinet. al, 2013, p. 86, 101). It is however expected thddipu
funds are spent effectively and cautiously. Thisemthe question of how
to evaluate the effectiveness of such support. e set of empirical
studies investigating the possible ways of apprioacthis problem. One of
the most popular methods of assessing supportgreyis to use a survey
addressed to the recipients of such assistanceéhéutsefulness and relia-
bility of this method have been widely questionkedtheir work, Cansino,
Lopez-Melendo, Pablo-Romero&Sanchez Braza (20]®)rted numerous
objections to surveys, reflected in the literatdreey are as follows:

— respondents might be reluctant to evaluate theranogegatively, since
many of them got in without any cost (Brewer, 2009)

- lack of understanding between government and Skiiterning the
role of support programs increases dissatisfacgfiacted in the survey
(Albaum, 1983),

— respondent’s opinions are often to varied (CriciC&inkota, 1995),

— subjectivity of the given answers making it impbésito draw balanced
conclusions (Francis & Collins-Dodd, 2004).

Another approach reflected in research was to coanibee expenditure
on export promotion to export performance (botlugalaggregated). It was
performed by Armah & Epperson (1997), Richagtdal. (1997), Cansinet
al., 2013). However it was widely criticized mainlgdause it is not possi-
ble to indicate the share of export increase rieguftom export promotion
programs. Many other factors influence the voluhexport and it is diffi-
cult to separate them from the influence of expedistance programs.

Cansinoet al. (2013) examine the possibilities of using statatcasual
interference methods to perform an economic evialadf increase in
export directly attributed to export promotion praigs. They suggest the
use of Neymann-Rubin Causal Model (RCM) that allaav€ompare par-
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ticipants to nonpatrticipants in a public programsing a treatment indicator
and a variable that will measure the effect of yred policy (see also:
Cadost. al., 2012).

Bernard and Jensen (2004) name potential bendfissigporting and
promoting exports. According to the findings, reidgcthe market entry
cost by helping to gather information on foreignrkeés could encourage
export activity. Alternatively helping potential ourrent exporters to coor-
dinate their actions could decrease the exportirsg @and therefore result in
increased volume of exports or increased numbekpdrters. The authors,
however, found no significant impact of grants ebsidies on market en-
try. They suspect that the analyzed sample (lalastg) might not be ade-
guate to investigate, since most of the suppogddressed to small and
medium enterprises (Bernard & Jensen, 2004, p.19-20

According to Francis and Collins-Dood (2004), peogs enhancing ex-
port influence companies differently depending ba stage of export in-
volvement. They concluded that in terms of shanetieffects such support
is of greater importance for beginners rather floarexperienced exporters
or nonexporters.

Gorg, Henry and Strobl (2005) investigated wheth@vernment sup-
port can cause an increase in export activity. iThein conclusion was
that depending on the size of grant support itintensify exports of com-
panies being already exporters, however they foumevidence supporting
the assumption that it can encourage nonexpoaddysdome exporters. Not
the very fact of receiving a grant is importantisiits size that really mat-
ters. The main problem indicated in the study i& ho estimate the effect
of government support since it would demand knowiumgt export would
have been without this support. Using nonrecipi@sts. comparison group
would help, if grants were given randomly whichythee obviously not.
Recipients are always chosen according to spesifiection criteria that
might additionally cause some companies to sedfetdyom the application
process (Gorgt al., 2005, p.9-13). Brewer (2009, p.130) states ltwkt of
consensus concerning evaluating export support gntba researchers
might have caused the decrease in number of stadidse subject.

Creusen and Lejour (2013, p. 507) analysed theenfte of economic
diplomacy in the form of trade posts and trade ioigs on market entry.
They noticed the impact of such support in casenioidle-income coun-
tries, whereas no impact was found regarding higieme countries. The
study suggests that this type of support shouldfan countries with high
market entry barriers, like developing countrigg] aot on the type of firm
applying for assistance.
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There is a long list of activities that might bepiemented by govern-
ments in order to promote export. They range fraaviding publications
concerning export and potential foreign marketganizing workshops,
assistance in trade exhibitions, help in organidinginess visits overseas,
enabling contact with potential business partneroffering subsidized
loans (Brewer, 2009, p.125). Wide range of exporelated support tools
that is available, might reflect varying needs ompanies depending on a
stage of internationalization they are in, takingpiaccount that each stage
means different obstacles (Kotabe & Czinkota 1#32wer, 2009).

Conclusions

The very idea of supporting export might seem inaliable. Majority of
researchers and politicians would answer positit@ifhe question whether
to support export or not. They would also tendgrea that support should
be granted to a cautiously chosen group of compakhat turns out to be
problematic is what criteria to apply and how t@leate the effectiveness
of the programs used. There is no consensus sedarding those issues.

New New Trade Theories would suggest that goverhnsespport
should be addressed to companies that could beiltkddy a set of char-
acteristics, with a special emphasis put on thedpctivity. According to
Gorg, Henry and Strobl (2005), supporting produttivnay prove to be
more effective than traditional export promotiorogmams. It would be
advised to take a closer look at determinants pbexactivity in order to
offer purposeful export assistance. But produgtiait an enterprise should
not be the only criteria used. Size in terms of leyges and production,
age, capital and technology intensity and levelimdErnationalization
should be taken into consideration when prepariogeghment support
programs.

Since it is not possible to indicate the sharexpioet increase resulting
from export promotion programs the help should ddressed as cautiously
as possible. The studies would suggest that stresdd be put on reducing
entry market costs for the companies interestezkport performance and
assistance in projects initiated by exporters tledves. Government sup-
port might not induce new export performance, bean intensify the ex-
isting one. There is, however, no evidence indigathat government sup-
port is effective enough to justify the expenditure
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It is also worth stressing that majority of statist data is aggregated
and. according to New New Trade Theories. inteonali trade should be
evaluated using panel data on companies, whichushmrmore difficult to
obtain.
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