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Deter minants of Export Perfor mance of Pakistan:
Evidence from the Firm-Level Data

MusSLEH UDDIN, EjAZ GHANI, and TARIQ MAHMOOD

This paper explores the determinants of exportoperince at the level of firms in
respect of their characteristics and supply sa@testaints. The analysis is based on a survey of
export-oriented firms in four major sectors. Theules indicate a relationship between the
better performance of foreign-owned firms to thHmétter know-how and resources compared
to the domestically owned firms. Export performaneeositively affected by the level of
investment in market/client oriented technologlexck of certification of product and process
standards is the main supply side constraint adiyeedfecting the firms’ export performance.
Facilitation measures like export processing zoimesrnationally recognised testing labs, and
industrial clusters would be helpful in improvirgetexport performance of firms.
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1. INTRODUCTION

Exports are widely believed to play a crucial rotethe development process.
Access to the global market allows domestic firmadhieve economies of scale and thus
enhance their profitability. Being a source of fgreexchange earnings, higher exports
enable a country to meet its growth and developmestds through import of capital
goods and raw materials. Exports lead to an impr@ré in economic efficiency by
increasing the degree of competition; and contebtd productivity gains through
diffusion of technical knowledge and learning byirdp' Export-led growth of East
Asian countries and the recent growth achievemehtsidia and China through their
integration with global markets has brought expprobmotion to the forefront in
development policy agendas of most developing c@ast

Despite vigorous efforts to promote exports, Paki'st exports as a proportion of
its GDP have made no significant gains over tregy&vith the country’s share in global
exports standing at a meagre 0.13 percent. In aodenderstand why Pakistan’s exports
have failed to pick up despite favourable exportiges, this paper analyses the
determinants of export performance at the leveffimhs in terms of their specific
characteristics and supply side constraints. Tladyais is based on a survey of export-
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oriented firms conducted by the Pakistan InstitnfteDevelopment Economics (PIDE)
with the collaboration of United Nations Industridbevelopment Organisation
(UNIDO).2

During the last couple of decades there has begmowing interest among
empirical researchers to investigate the deterntsnafexport performance at the firm
and industry leveld.There are three main reasons for this shift iruoftom macro to
micro level. First, there are theoretical reasandélieve that firms’ characteristics are
important in international trade. Traditional tratheories like the Ricardian theory of
comparative advantage and Heckscher-Ohlin modedoaiparative advantage assume
homogeneous firms within an industry. However, ngade models following the
seminal work of Krugman (1980) assign explicit rol® the characteristics of firms,
mainly because it is at the firm level that actpradduction and trade decisions are made.
Other developments such as out-sourcing and mtitimel production practices have
also brought the firm at the centre of internatldrede theory. Second, globalisation and
rapid increase in the means of communication haabled even relatively smaller firms
to target niche markets for higher profits, and thas led researchers to study how firms’
characteristics are related to export performaiderd, availability of micro data sets
and better computation techniques has facilitatécraxlevel empirical research. All
these factors have raised the importance of firohsiracteristics in international trade
literature.

The role of internal and external factors in exgmarformance is a relatively less
explored area of empirical research in Pakistanth&t macro level, Akbar and Nagqvi
(2001) find that Pakistan’s export performanceeissitive to both domestic and external
market conditions, particularly in the area of cetigty. However the authors find that
it is relatively more sensitive to demand-side ables than to other factors. At the micro
level, Masakure, Henson, and Cranfield (2009) asHes effects of quality certification
on export sales and share of exports for Pakisexperting firms using the Logit model
while treating certification as a binary dependeariable. The results indicate a positive
correlation between export performance and ISO 98&fification, implying that the
latter plays a key role in establishing exporten®dibility and bringing performance
gains.

The present study differs from Masakure, Hensoul, @ranfield (2009) in two
important ways. First, it explicitly treats firmsharacteristics as explanatory variables
while treating exports per labour as an endogeneasable. Second, it regards
certification as a supply constraint from the exe® perspective which is measured on
the Likert scale. By using exports as a dependanable, the present study promises to
shed more light on the question of how export pennce of firms is influenced by their
characteristics as well as supply side constralimectly as against quality certification
as in Masakure, Henson, and Cranfield (2009).

The rest of the paper is organised as follows.i@e@& provides a brief review of
the literature. Section 3 describes the survey dathprovides a brief profile of exporting
firms included in the survey. Section 4 sets owt thethodology, whereas Section 5
discusses the empirical results. Section 6 spetlsanclusions and policy implications.

See PIDE (2007).
®See Madsen (1987) and Aaby and Slater (1989) $aneey of this literature.
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2. REVIEW OF LITERATURE

A growing body of literature has focused on analgséxport performance at the
firm level using a variety of techniques and dattssSuch works have been reviewed
quite extensively in the literature; see for exampAaby and Slater (1989), Madsen
(1987), Zou and Stan (1998), and Sousa and Alsg2@0?). This section offers a brief
review of some recent studies on the subject.

Yoshino (2008) analyses how the different charéttes of African
manufacturing firms and the various domestic sugplystraints influence the pattern of
geographical diversification of their exports. Tdtady uses firm-level data from World
Bank Investment Climate Survey (ICS) of the manuwfacg sectors of seven Sub-
Saharan African countries. The bivariate analysiparformed to explain geographical
orientation and market diversification, and theulessindicate a positive correlation
between export intensity and market diversificatnaasured as the number of export
markets the firms serve. Tobit models of firm-levekport intensity and market
diversification are also used which indicate thhé tsize, foreign ownership, and
technology are the dominant factors in explaining-ievel export performance.

Laursen (2008) explores the determinants of firmelleexport behaviour for
Danish industries. The study uses a data set dmgsief 1,873 Danish firms in
manufacturing and services using the share of thefrorts in their total sales as a
measure of their export performance. A Tobit modat been used to estimate the
regression equation with age, number of employesad, fixed assets as independent
variables. The model also includes some varialdkging to the source of innovation
such as suppliers, customers and universities. flidings support the idea that
innovative techniques are determinants of expohab®ur particularly in relation to
customers. Process innovation and using suppliersa asource of knowledge for
innovation have a negative relationship with exporénsity. This has been taken to be
the case when Danish manufacturing and servicesfinave been at a disadvantage in
cost competition.

Wignaraja (2007) analyses firm-level export perfante of clothing enterprises in
Sri Lanka. The data are taken from the Asian Dgualent Bank/World Bank investment
climate survey of urban and rural enterprises in_8nka, conducted in 2004. Export-to-
sales ratio has been used as a measure of expdornpance which appears as the
dependent variable in a Tobit model. Explanatonyaldes include ownership, firm size,
human capital, technological capabilities, and gapkical location. The results indicate
that size, foreign ownership, technology index d@nhe human capital variables have
positive and significant effect on export perforrmanSimilarly a dummy variable for
geographical location also turns out to be positime significant, indicating that firms
located close to Colombo have an export advantagetd lower transport costs and
other locational externalities.

Duefias-Caparas (2006) analyses export performaneeiaufacturing sectors in
the Philippines. Firms are classified in three maectors, viz., Food, Clothing, and
Electronics The study uses data from the firm-level survey cated in 2002 by the
Asian Development Bank (ADB) in collaboration witihe World Bank and the
Philippines National Statistics Office. The studges a modified quasi-maximum
likelihood procedure to specifically address thsues of fractional responses. Export
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performance is defined as export to sales ratichvis used as a dependent variable in
the model. Independent variables include age,(sigined as the number of employees),
share of skilled workers to total workers, shareesearch and development expenditure
to total sales, and the ratio of capital stockatmolur cost. Dummy variables are used to
estimate the effects of training and ownership (ésta vs. foreign). It is found that
foreign ownership, training, and research and dgpraknt positively affect export
performance in all industries in the sample. Captr worker is found to positively
influence the export performance of electronic firlout not in the clothing and food
processing sectors. A nonlinear relation betweea and export performance is found in
all firms, most significantly in the clothing sectd his suggests that as firms expand,
they gain in their export performance. HowevertHear expansion after a certain level
results in less than the desired outcome in emnformance.

Smith, et al. (2002) analyse the role of research and developinethe export
behaviour of Danish firms. The study uses a datéose3,500 Danish firms for the year
1997, obtained from the official Danish Researcld &®evelopment (R&D) Statistics.
The study is concerned with the interaction betwgnfirms’ R&D decisions and the
export performance as well as other influencingdiec Specifically, the firm’'s age and
size, labour cost, human capital and the firm'saficial solvency are taken as key
determinants of export behaviour. The study usdsvariate Probit specification and
through the maximum likelihood technique estimaesimultaneous model for export
orientation and investments in R&D. The resultevghhat the likelihood of being an
exporter and investment in R&D positively dependsfiom size and age. The export
orientation is also found to depend positively ba firm’s financial solvency. The effect
of wage share on exports turns out to be negalitze. decision to invest in R&D is
found to be high in concentrated industries and &mong industries with high entry
barriers.

Bhavani and Tendulkar (2001) investigate exporfqgrerance of Garment and
Apparel firms located in Delhi (India). The studgtinates the export performance
and export decision functions using the censusnedllscale industrial units. For
export decision function, a Probit model is estiethusing the scale of operation,
sales expenses and the form of business organisatidndependent variables. The
export performance function is estimated by Tobadel. The ratio of exports to
production is taken to represent the export peréorce which is used as a dependent
variable. Independent variables include the valtiproduction, technical efficiency
index, ratio of wage bill to production, and theash of sales and other expenses in
production. The results of the export performangaation indicate that the value of
production, technical efficiency index, and the rehaf sales and other expenses in
production have a positive effect on export perfance, whereas the ratio of the
wage bill to production and types of ownership yvisingle proprietorship or
partnership, show a negative impact. The study idess two important policy
implications. First, in view of the importance sdale, it wants the existing policy of
reserving garments and apparel for exclusive prbodaocin small-scale units
scrapped and second, recommends amendment inkiberléegislation applicable to
large-scale factory units as it makes labour markieflexible and becomes an
impediment to the expansion of existing units ama éntry of new ones.
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In their study of Pakistan’s economy, Masakure, $¢&n and Cranfield (2009) use

a Logit model to explore the effects of qualitytderation on export sales and the share
in exports of firms using certification as a bipndependent variable. The results indicate
a positive correlation between export performanug EBO 9000 certification, implying
that the certification plays a significant rolearport performance of the firms through
enhancement of their credibility in internationadnkets. It is important to note here that
the study does not provide a direct evidence ofdhe of characteristics and supply side
constraints in the export performance of the firmmguestion that is being explored in the
present study.

3. SURVEY DATA AND PROFILE OF EXPORTERS

The study is based on a survey of exporters irptbginces of Punjab and Sindh.
The survey was conducted by the Pakistan InstafitBevelopment Economics (PIDE)
with the collaboration of United Nations Industr@évelopment Organisation (UNIDO).
The survey focused on four major exports of Pakjsti., textiles/apparel, leather, agro-
food processing and fisherié&ach of these sectors comprises various sub-se@table
1). Textiles comprise yarn, fabrics, knitwear, gants, bed sheets and towels; leather
comprises tanning, footwear and leather produgsy-Bbod group includes processing,
horticulture products, and rice; and the fishedesprise various types of fish processing
enterprises and fish exporters.

Table 1
Sectoral Coverage
Textile/Apparel Leather Agro-food Processing  Figker
* Yarn « Tanning * Horticulture products < Fish processing
« Fabric » Footwear (fruits and vegetables) enterprises
« Garments « Leather products/ * Rice (grading and * Fish exporters
¢ Knit wear garments polishing)

¢ Bed sheets and Towels

As a first step, a list of all exporters in the feectors was compiledin line with
the survey objectives it was decided initially ttiz¢ universe would consist of exporters
with 50 or more employees. However, except forttheiles mills identified by the All
Pakistan Textiles Mills Association (APTMA), whiclare generally large-scale
enterprises, the information on the number of eyg®#s was not available. Hence an
alternative criterion of determining the size ofemterprise was adopted for firms other
than textiles enterprises listed with APTMA, andttivas to focus on enterprises having
exports of Rs 1 million or more. The presumptionehis that the higher the export value,
the larger would be the scale of the enterptise.

“Textiles, agro-food and leather were chosen bedhese are the major exporting sectors. Fishery was
chosen because its potential to become a majortaxpaector.

*There were some 1357 exporting enterprises inligtiwith 607 in textiles and apparel, 363 in leath
sector, 308 in agro-food processing and 16 in fiske

®As the final criterion for selection was exportwalrather than the number of employees, the sample
also includes enterprises with less than 50 empkye
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Using the stratified random sampling approach,tal wf 180 firms were chosen
covering the four major export categories (TableT}e enterprises in the four sectors
were stratified according to the sub-processesdist Table 1.

Table 2
Sectoral Distribution of Firms
Sectors Number of Enterprises Percentage in Tatalp®e
Textiles/Apparel 90 50
Leather 45 25
Fisheries 16 10
Agro-food 29 15
Total 180 100

The number of firms in each stratum (sub-process$ wehosen roughly on the
basis of the share of exports of each sub-sectthreirtorresponding sector. For instance,
the number of firms in yarn was chosen on the bafsike share of yarn in total exports
in the textiles group. The universe column indisatiee total number of firms in each
sector and sub-sector meeting the size criterim fichich the sample was drawn. The
details are as follows (Table 3).

Table 3

Sector-wise Sample and Universe
Enterprises in the Sample  Universe

TextilesApparé
Yarn 14 64
Fabrics 24 54
Garments 16 48
Knit Wear 16 27
Bed Sheets and Towels 20 33
Total 90 226
Leather
Tanning 19 19
Footwear 7 7*
Leather Products/Garments 19 62
Total 45 88
Agro-food Processing
Horticulture Products (Fruits and Vegetables) 7 22
Rice (Grading and Polishing) 22 43
Total 29 65
Fisheries 16 16

*There were only seven firms having exports of Bse million or more. Therefore, all the seven firmeare
included.
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The age distribution of firms (Table 4) revealstthide majority of firms (62
percent) were less than 25 years old in 2005. Borestic firms the percentage is 64 and
for foreign firms it is 52. The number of entrafd®mestic as well as foreign) has been
highest in the period 1990-1999. Incidentally, ¢hbas been no entry of foreign firms in
the period 2000-2005.

Table 4
Percentage Distribution of Firms by Age and Owngrsh
Year of Establishment Total Domestic Foreign
Up to 1947 4.1 2.4 13.0
1947-1959 7.5 8.1 4.4
1960-1969 11.6 10.5 17.4
1970-1979 15.0 15.3 13.0
1980-1989 211 21.8 17.4
1990-1999 29.9 29.0 34.8
2000-2005 10.9 12.9 0

Source:Survey data.

The size distribution of firms shows that a majonf firms employ more than 99
employees and hence fall in the category of langesf (Table 5). At the sectoral level,
the textile sector mostly consists of large firmbereas in agro-food and fishery smaller
firms dominate.

Table 5

Percentage Distribution of Firms by Employment
Textiles Leather Agro-food Fishery Total

Less than or Equal to 49 3.3 4.1 5.7 1.6 14.8
From 50 to 99 3.3 9.8 5.7 4.1 23.0
From 100 to 249 9.8 4.9 4.1 4.9 23.8
From 250 to 999 16.4 3.3 25 0.8 23.0
Greater than or Equal to 1000 13.9 1.7 0 0 15.6

Source: Survey Data.

Location is an important determinant of firms’ erpperformance. Karachi, being
the largest industrial city and a hub of exportiagfivities, accounts for the highest
proportion of firms in the sample, followed by Labcand Sialkot (Table 6). Together,
these three cities account for more than 80 pexfeiins under study.

"In fact, net inflow of foreign direct investmentiged momentum in the year 2005-06 and peaked in
2007-08 at about US$5.2 billion. This phenomenareiy prominent in “Food, Beverages and Tobaccotmse
where net foreign direct investment registered foihincrease (Pakistan Economic Survey 2007-08¢ ADI
started declining in later years: FDI was US$3IRdni in 2008- 09 Pakistan Economic Survey 2008)Gthd
further fell to US$1.8 billion during the periodiyitio April 2009-10.Pakistan Economic Survég009-10).

®This line of division has been used in literatis@e for example Wignaraja (2007).
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Table 6
Percentage Distribution of Firms by Location
City of Location Percentage of Firms
Karachi 54.1
Lahore 20.4
Multan 3.2
Sialkot 12.1
Wazirabad 1.3
Faisalabad 5.1
Kasur 13
Others 2.4

Source: Survey Data.

Trendsin Sales

In the textiles sector, the average sales of fimiseased over time (2000-2004)
for firms of all sizes except for smaller firms twitip to 50 employees. Firms with 50-99
employees witnessed a six-fold increase in thelessauring the period 2000-2004,
increasing from US$ 1141.2 thousand in 2000 to B88%2.9 thousand in 2004. It is
interesting to note that firms with 100-249 empleydad lower sales than smaller size
firms (50-99 employees). This is essentially dueatmgregation of sales because the
problem does not exist at the sub-sector level.e $hles of larger size firms also
witnessed robust growth during 2000-2004.

The sales of leather firms of all sizes generakfileited a declining trend during
the period. The only exception was very high satethe years 2001 and 2002 due to
strong growth, in one company particularly. In #gro-food sector, while the sales of
firms with less than 1000 employees showed a fatatg trend, the sales of firms with
250-999 employees registered manifold increasenduthe period, from US$ 6276
thousand in 2000 to US$ 39170 thousand in 2004efior fish exporters with 250-999
employees who witnessed an increase in their exghnting the period, other exporters
in this sector reported either declining or slupgales over time.

Distribution of Sales by Domestic and Foreign M arkets

A majority of firms in all sectors were largely exporiented: total exports as
percentage of total sales ranged from 80 percetfdi@percent in all sectors. This is hardly
surprising in view of the fact that our sample asused on firms that are export firms.
However, there are a large number of firms that breagelling their products exclusively in
domestic markets. That the export firms also sethe domestic market is a positive trend
that may result in the local consumer getting beftelity products.

Export Diversification by Markets

The European Union is a major market for textiled keather exporters, followed
by North America and AsiaFor agro-food exporters, North Africa and MiddlasEare

SWithin the textiles sector, Asia is a major marketyarn and fabrics, besides EU and North America.
Asia is also a major market for exports of tanreerie
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the major markets, followed by Asia, EU and Nortme¥ica. Most of the fisheries
exports are marketed in Asia, followed by EU, Noifhica and Middle East, and North
America. It is clear that Pakistan’s exports ar@mocemtrated in a few markets, and,
therefore, there is an urgent need for exploring markets for Pakistani products.

The exporters indicated the desire to diversify ékport markets towards Africa,
Middle East and Latin America. Nevertheless, thditional markets would continue to
play a major role. For example, the majority oftiles exporters accorded high priority
to EU as a future market followed by North Ameri€@nly a few textiles exporters
indicated a high priority for Asia as a future meitk However, it was suggested that
Pakistan would focus on the Chinese market in Asiaexploit its potential. North
America emerged as a high priority future marketléather exporters, followed by EU,
Latin America, the Caribbean, and Asia. About ludlagro-food exporters attached high
priority to EU as a future market, followed by Asia majority of fisheries exporters
indicated high priority for EU, North America angia as future markets.

4. METHODOLOGY

In a pioneering study on export performance of §irmaby and Slater (1989)
define two broad categories of variables that cdllnénce their export performance: (a)
external factors which mainly determine the enuinent under which firms are
operating, and (b) firm characteristics and stnat@ich are internal to the firm. In this
study we focus on the latter. Firms’ performancensasured by the value of exports in
US dollars. To control for the firm size, the degent variable is defined as the value of
exports per unit of labour employed (Exp). The peledent variables include age, type
of ownership, investment in product and proceshrtelbgies, managerial competence,
certification of product and process standards, laedtion. The complete regression
equation is specified belot.

Exp =Bg +B1Age+B, Ownership-B3; DinvestB, DFinvpBs Cefdgs DLoG

The variable ‘Age’ represents the number of yedrestablishment of the firm.
This variable may affect export performance of finm in different ways and its sign is
theoretically ambiguous. For example, this variatield have a positive sign if older
firms being more experienced are able to demomwstratter export performance. On the
other hand, one could argue that new firms, hawdangnodern outlook with better
management and production techniques, may be nfiicieet and thus may show better
export performance. The evidence in the empirigardture is mixed. Smithet al.
(2002) and Barrioset al. (2003) find a positive sign for the age coeffitjebut
Ramstetter (1999) and Sjoholm (2003) report a megjabefficient for the age variable.

‘Ownership’ is a dummy variable to control for ttype of ownership. The dummy
variable takes a value of 1 for firms with domegiignership and a value of zero for
foreign ownership. Firms with foreign ownership angpected to perform better than
domestic firms due to better technical and manabenipertise, greater access to and
networking with foreign markets. In the literatuthe evidence is in favour of foreign-

%As pointed out by a referee, the model specificatimy be subject to endogeneity bias. The problem
of endogeneity is pervasive in economic reseancti,itais difficult to handle, especially in survdgta that are
inherently limited in scope, making it hard to aggropriate instruments.
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owned firms: for example, Ramstetter (1999) and n&igja (2007) find that foreign-
owned firms outperform domestic-owned firms in entpmarkets. The ownership
variable, therefore, is expected to have a negatiye

Investments by firms to improve their product andrket strategies and to
strengthen networking with clients are expectegl&ay an important role in determining
their export performance. The surveyed firms weskeed about their level of investment
during the last three years, and the average afetlyearly investments is used as an
explanatory variable (DInvest). Firms with investrhein client/market oriented
technologies are expected to outperform those wadermo such investment. Therefore,
this variable is expected to have a positive sign.

Managerial competence strongly affects a firm'sfqremnance. A competent
management has a long term horizon, is well awéraaskets and new challenges, and
is better able to cope with present and future lehgks. Unfortunately, data on
managerial competence are not available. We hawettied to proxy this variable by a
binary variable (DFinv) that captures the firmsspenses to their future investment
plans. It is plausible to assume that a competesmagement will be aware of the
available investment opportunities and will havegared future investment plans in line
with the market outlook. The variable assumes aevaff 1 if a firm has prepared such a
plan, and zero otherwise. @npriori grounds, we expect this variable to have a pasitiv
coefficient.

The capacity challenges on the supply side facethéyfirms can significantly
influence their export performance. In the survidng firms were asked to use Likert
scale responses (ranging from 0= ‘not applicabde5t'major problem’) to indicate
how a particular supply constraint applied to théinmms. A major constraint
identified by the firms was the lack of certifioai of products and process standards
and consequently this variable was included inntloglel. Certification of conformity
with standards and technical regulations is intenideensure uniformity of products
and processes and to ensure minimum safeguardsialitygand safety. More and
more international buyers ask for the proof thaeinationally recognised (certified)
operational systems and procedures were in placeydality process and product
management. The performance of exporters not hawitegnational certifications is
likely to be hampered owing to their inability tcemonstrate compliance with
international product and process standards artthieal regulations. We, therefore,
expect a negative sign for this constraint.

Location of firms is also an important determinahfirm performance. Firms that
are located at a geographically advantageous positi terms of both logistics and
industrial clusters are expected to perform betian firms that do not possess these
locational advantages. For example, proximity tpoat can help the firm improve its
performance through rapid delivery of imported itgpuimely export shipments, and
lower transportation costs. On the other hand, fitatated in industrial clusters enjoy
various positive externalities including availatyiliof business-related amenities and
infrastructure. To capture these advantages, a qurariable is used that assumes a
value of 1 if a firm is located in Karachi, and aetherwise. Because of the locational
advantages, it is expected that firms that aretéocén Karachi would exhibit a better
export performance than firms located elsewhere.
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5. EMPIRICAL RESULTS

The estimation has been performed by Ordinary L8gsfaires technique. In order
to avoid the problem of heteroskedasticity, Whit€snsistent Standard Errors and
Covariance Procedure has been used. This techmsgpeeferred in cross-section data
that include variables relating to the ‘size’ adpeasf firms. In such cases, the error term
may also pick up variations due to size, possikelgause of some omitted variables in the
model In the context of the present study, variablehsas exports and investment are
related to the size of the firm and hence the @& susceptible to the problem of
heteroskedasticity.

The results of estimation of coefficients of vatebalong with their standard
errors, t-values and probability of rejection (i.garobability of rejection of null
hypothesis that the coefficient of a specific Vialgais zero) are given in Table 7. The F-
statistics are significant implying that selecteariables significantly explain export
performance of firmg?

Table 7

Regression Results
Dependent VariableExports per Unit of Labour (Exp)*
Method: Least Squares
White Heteroskedasticity-Consistent Standard Eraos Covariance

Variable Coefficient Std. Error t-Statistic Prob.

C 2.2211 0.5220 4.2549 0.0004
Age —0.0005 0.0057 -0.0904 0.9288
Ownership -0.7436 0.4170 -1.7829 0.0891
Dinvest 0.0510 0.0049 10.3078 0.0000
DFinv 0.9628 0.2853 3.3747 0.0029
Cert -0.5759 0.2198 -2.6204 0.0160
DLoc 0.6191 0.3576 1.7312 0.0981
R-squared 0.5593 F-statistic 4.4421
Adjusted R-squared 0.4334 Prob. (F-statistic) .0007

* Dependent variable in natural log.

The results show that the age of the firm has athegbut insignificant effect on
firms’ performancé® The dummy variable for ownership is negative aighicant,
implying that foreign-owned firms exhibit superigxport performance than the
domestically owned firm¥' It is generally accepted that foreign-owned firpassess
better managerial and technical expertise and atterbable to meet the global market
requirements through their international linkade$his result underscores the fact that

YSee Cooper and Weekes (1983), p. 217.

2As suggested by a referee, we have tried sectarahdes but the results are amenable to any useful
interpretation.

BThis is similar to the finding by Masakue, al. (2009).

¥“0ther empirical studies have found similar residtsdeveloping countries; see, for example, Bhavani
and Tendulkar (2001), Duefias-Caparas (2006), agth&@ja (2007).

1®See Baldwin and Gu (2003).
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the domestic firms can also compete effectivelynternational markets provided they
upgrade their managerial and technical competereidsbuild international networks as
demonstrated by foreign-owned firms.

There is a positive and highly significant relasbip between the level of
investment in product and process technologies erport performance. Higher
investment in product quality as well as in productprocesses allows the firms to
capture export markets and improve their profit gies’® Similarly, managerial
competence has a positive and significant impactxmort performance. Firms that
possess better managerial expertise are more dtton@arket dynamics and hence are
able to perform better in export markets. The latkcertification turns out to be an
important supply side constraint that adverselgctff the firms’ export performance.
The dummy variable for firms located in Karachipigsitive and significant and this
shows that such firms enjoy the benefits of prokmo port and industrial clusters.

6. CONCLUSIONSAND POLICY IMPLICATIONS

This paper has investigated the determinants obrexperformance at the firm
level, based on a survey of export-oriented firmfour major export segments including
textiles and apparel, leather products, agro-foaag fisheries. The results of the
regression analysis indicate that foreign-ownerhdiroutperform the domestic firms in
export markets, not least because of the formengtages in terms of better managerial
and technical expertise and networking with intéomal clients. The export
performance of firms is positively influenced byetlevel of investment in market/client
oriented technologies. This underlines the impaarof strengthening marketing
networks and upgrading products and process tegiesl in line with the latest market
requirements. Managerial competence also turngmbe an important determinant of
export performance highlighting the importanceta$ factor in gaining access to highly
competitive export markets. Lack of certificatiohammpliance to international product
and process standards is a major supply capaaistreant hindering export performance
of the firms. Firms located in geographically adem@ous areas with strong industrial
clusters and easy access to international traratortexhibit better export performance
as compared with firms that do not enjoy these athges.

The above findings have important policy implicago First, foreign direct
investment in export-oriented industries can playnaportant role in boosting Pakistan’s
exports. Pakistan offers attractive incentivesor@ifgn investors but so far it has not been
able to attract significant investments, especiadlgxport-oriented industries. A step in
the right direction has been the establishmentxpbe processing zones in major cities
that are designed to cater to the specific neeéspdrt-oriented firm$. However, there
is a need to make these zones more attractivee@foinvestors by providing them with
better physical infrastructure and utilities.

¥alvarez and Lopez (2005) find such investmentsedighly significant in influencing performance
of exporters.

Mvarious other supply side constraints—includingklad skilled labour, inability to meet market
requirements, problem on on-time deliveries—wegtbut these turned out to be insignificant.

18 variety of incentives are offered to investorstie export processing zones including duty and tax
free import of machinery, equipment and materials.
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Second, it is important to facilitate the certifiom of compliance to international
product and process standards. There is a dearthteshationally recognised testing
laboratories in Pakistan that can cater to cedtiftcn needs and consequently exporters
have to rely on testing laboratories in Singapéteng Kong, UK, Germany and other
countries making the whole process costly. Ther¢hisrefore, a need to help develop
internationally recognised and accredited locdingdaboratories to cater to the testing
needs of textile, leather, agro-food and fishesiestors. Also, there is a need to raise the
level of awareness among exporters about the impeetof certification.

Finally, the results underscore the importance d¥aatages of location and
clustering in export performance of the firms. Biesises thrive and grow in clusters
which help the firms in lowering their costs thrbugasy access to amenities and other
business-related facilities that are typically &dale in such clusters. In this respect, an
important initiative is the concept of TextilestyCbeing developed in the industrial area
of Karachi’s port Qasim which can be an importaiicement for export-oriented firms.
There is a need for more such initiatives to hélfster export-oriented manufacturing,
allowing the firms to benefit from agglomeratioroaomies.
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