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Abstract 

This paper investigates to which extent export and import patterns of French manufacturers 

determine their location choices. We find that exporting in a given country, and to a smaller extent 

importing from it, significantly increases the probability of investing in that particular country the 

following year, regardless of supply or demand considerations. Exports’ intensity and anteriority also 

appear as decisive determinants of location choices, as well as international experience of firms 

within the same business group. These results suggest that knowledge of local markets though 

exports and/or imports can lower the fixed costs of investing abroad, and that firms can acquire this 

knowledge through their group. This also means that exports and FDI should not be considered as 

substitutes, but successive steps of a global strategy.  

JEL Classification: F10, F13, F23. 
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INTRODUCTION 

In its public annual report in 20114, the French Court of Audit (“Cour des Comptes”) was worried 

about some potential adverse effects of export subsidies, which could also lead to relocations. 

Indeed, the Court outlined “growing contradictions between supporting home production and 

employment and the will of signing big export contracts, as foreign clients increasingly require 

offshoring and technology transfers”. Moreover, the court warned that “the policy to support export 

is being reoriented in an uncertain manner towards the support of internationalization of companies, 

which leads to French offers becoming part of the production of subsidiaries or suppliers abroad, in 

Europe or elsewhere”, and that the consequences of that policy should be clearly addressed. In fact, 

the report illustrates the difficulty of separating exports from relocations in one firm’s strategy. 

Indeed, some offensive relocations are a necessary step after a successful export strategy, for 

example when foreign clients need to work just-in-time, or when exporters just need to boost their 

markets shares. Therefore, governments that encourage exports but condemn offshoring might just 

apply the word of Jacques-Bénigne Bossuet: hating the consequences while praising the causes. 

This paper investigates to which extent export and import strategies influence location choices of 

French multinationals. We merge individual data from the French customs and the LiFi (“Liaisons 

Financières”) survey in order to compute exports, imports and foreign affiliates of French 

manufacturers for each foreign country. First, we find that 96% of new investments are preceded by 

exports in the same country; 70% by imports. Exports, and to a smaller extent imports, are found to 

increase the probability of engaging in FDI, regardless of supply or demand considerations. Exports’ 

intensity and anteriority also appear as decisive determinants of location choices. Moreover, firms 

are more likely to invest where their group is already present, probably because of functional 

complementarities and/or greater information about these markets. These results confirm the idea 

of a progressive internationalization pattern: before investing abroad, firms seek information about 

foreign markets, and can acquire this information by exporting and/or exploiting the experience of 

their business group. These results also implicate that supporting exports necessarily goes with 

increasing outward FDI, and that policy makers should be careful to the potential adverse effects of 

export subsidies, through the acceleration of relocations.  

The paper is organized as follows: section I begins with a literature review; section II explains the 

methodology; section III presents the data; section IV follows with some descriptive statistics; finally, 

section V presents the econometric results. 

SECTION I: Literature review 

The idea of a progressive internationalization process is not new, and was initially developed by the 

Uppsala model, named after the university of its developers. Johanson and Wiedersheim-Paul (1975) 

describe an incremental process with four successive steps, during which firms improve their 

perception of the risks they are facing: they begin by exporting on an irregular basis, then find a 

distributor, then choose to have commercial representation, and finally set a production unit. The 

authors introduce the notion of “psychic distance”, which corresponds to all factors that prevent 
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information from circulating between the firm and its host country (language, cultural differences). 

Firms can overcome this psychic distance only by increasing their experience on foreign markets. 

Johansson and Valhne (1977) describe a dynamic process, where the result of each step has effects 

on the following one: firms decide of their engagement on foreign markets according to their stock of 

generic knowledge (which can be used for all markets) and market-specific knowledge, which in turn 

can be affected by the firm’s new international activities.  

The critics of the Uppsala model focus on its unability to describe the heterogeneity of 

internationalization patterns: all firms do not follow the same process (they skip or add steps), and 

do not evolve at the same pace (see Cheriet, 2010, for a review). Several papers also insist on the 

necessary distinction between Small and Medium Enterprises (SMEs) and multinational firms, since 

the last ones probably face less obstacles when entering new markets (for example because of the 

importance of generic knowledge, which can be mobilized for each new location), and more easily 

manage networks (distribution, suppliers, alliances etc.). Moreover, the Uppsala model ignores 

external factors, and especially the interactions between the firm and its competitors. 

More recently, several papers assess which strategy, exports or FDI, maximizes profits for a given 

country. The theoretical background is known as the “proximity-concentration trade-off”: firms 

choose FDI for big markets in order to enjoy scale economies (Brainard, 1993) and to justify high 

fixed costs; moreover, the firm engage in FDI to get around high transport costs and tariffs (see 

Brainard, 1997). Helpman et al. (2004) develop a model of heterogeneous firms (which we will call 

HMY) which choose between export and FDI according to the costs of each strategy and their own 

level of productivity. FDI being associated with the highest fixed costs, only the most productive firms 

will adopt this strategy; firms with a medium level of productivity will engage in exports; finally the 

least productive firms will remain domestic (see the review of Greenaway and Kneller, 2007). These 

models predict a perfect substitution between exports and FDI since they only consider horizontal 

FDI (firms replicate their activity abroad, in order to serve local markets). 

Intuitively, the framework of HMY can be used to imagine a progressive internationalization process, 

where firms increase their engagement on foreign markets as they become more productive. 

Although this model considers productivity as exogenous and insists on self-selection (only the most 

productive firms go international in presence of sunk costs), several papers suggest that firm self-

select in a conscious way, for example by improving their productivity through innovation (see the 

model of Yeaple, 2005). Moreover, Clerides et al. (1998) suggest that exporters enjoy learning 

effects, which come from the technical expertise provided by their foreign buyers. According to 

Crespi et al. (2006), exporters learn more from their foreign clients and suppliers, and become more 

efficient. Inspiring from the model of Crépon et al. (1998), Siedlasch et al. (2010) show that exporters 

are more likely to invest in R&D and, regardless of this investment produce knowledge and increase 

their productivity. Integrating all these elements in the analytical framework of HMY, we can think of 

a progressive internationalization process, which would basically go in three steps: 

- First, we suppose that one firm starts with a low level of productivity (initially exogenous) 

and wants to sell its products abroad. As predicted by HMY, its only option is to export in a 

relatively close country; 

- The firm increases its knowledge of local markets as well as its reputation, and therefore its 

exports. The same firm also enjoys learning effects, thanks to its closer contact with 

competitors for example. At the same time, it increases its investment in R&D in order to 



 

 

face tougher competition. Finally, improved knowledge of the local culture and the legal 

system reduce the fixed costs for setting a local production unit; 

- The firm will keep on exporting until the combination of its productivity gains, the increasing 

volume of its exports and the decrease of sunk costs related to FDI constitute decisive 

incentive for producing abroad. 

We can also find this intuition of a switch from exports to FDI in the eclectic paradigm of Dunning 

(1977). According to the OLI (Ownership – Location – Internalization) paradigm, firms invest abroad 

when they own specific assets, see the advantage of exploiting this asset in a specific location, and 

choose internalization rather than arm’s length. A first experience on foreign markets could be 

necessary to meet these three conditions: for example, exporting could give incentives for 

developing new products or improving the production process (then constitute an ownership 

advantage); exporting could reveal some location attributes that the firm was not aware of (size of 

the market, necessity of having a physical presence, partnerships with local actors); finally, one firm 

could decide to create a local affiliate after realizing the costs of finding and monitoring a 

distributor/subcontractor. 

Several papers describe the dynamics of firms that begin exporting, and explain that the rise of 

exports is due to improved perception of the risks on foreign markets. Using Colombian data, Eaton 

et al. (2008) point that a small proportion of new exporters survive more than a year on foreign 

markets5; exports start small but increase quickly conditionally to the exporter’s survival. Aeberhardt 

et al. (2009) develop a model where exporters must go through a local distributor: as they do not 

know about its reliability, they minimize their risks by exporting small amounts, which will increase if 

the relationship goes successful. Their model predicts greater persistence of exports for markets with 

good legal institutions, and for the most productive exporters, predictions which are confirmed with 

French data. Following the same logic, Rauch and Watson (2003) build a model where importers do 

not know if their new subcontractors can handle big contracts, so they first test them by importing 

small amounts. In the model of Eaton et al. (2010), exporters are uncertain about demand: they first 

devote resources for prospecting and knowing their customer’s needs. Albornoz et al. (2009) 

consider that firms discover their profitability on foreign markets only once they actually enter these 

markets, so they will first test their products on one single market before widening their scope. 

To our knowledge, the paper of Conconi et al. (2011) is the only one interested in the switch from 

exports to FDI. Inspiring from the approach of Albornoz et al. (2010), their model states that firms do 

not know their expected profits on foreign markets because they lack specific information about 

these markets. They can obtain this information by exporting, and eventually setting a local affiliate. 

Using Belgium data, the authors show that firms’ choice between exports and FDI does not only 

depend on each strategy’s specific costs, but also on the export experience they have acquired on 

the market (in order to measure this experience, the authors introduce a dummy indicating whether 

the firm exported to this particular country at least one of the four years that precede the 

investment). 

This paper not only considers the switch from exports to FDI but also from imports to FDI. The trade-

off between FDI and outsourcing draws on the transaction costs and property rights theories 

(Williamson, 1975; Grossman et Hart, 1986; Hart et Moore, 1990). The main hypothesis is that 
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contracts are incomplete, so they can not anticipate every aspect of the transaction. Parties will 

renegociate ex-post, to set the price of the transaction, and bargain over the rents it generates. 

Incomplete contracts get problematic when the transaction involves a specific investment, meaning 

when inputs are tailored to the parties’ specific needs, and have no and limited value for outside 

parties. Having no outside option and therefore weak bargaining power, parties that have to make 

specific investments feel “held-up” and tend to under-invest, because they fear they will not get the 

full marginal return on investment. In order to limit the risks of sub-optimal investment, property 

rights should be attributed to the firm that makes the highest part of the investment. Antràs (2003) 

builds on this theory to explain in which cases one firm will choose integration rather than 

outsourcing. In his model, capital is the specific input, and investment in capital can be shared by 

both parties, unlike investment in labour. When the subcontractor has a weak bargaining power (i.e 

when production is capital-intensive), the principal should handle most of the investment in capital in 

order to prevent sub-optimal investment. Therefore, integration is more likely in capital-intensive 

industries. The same logic applies to international trade: intra-group imports and their share in total 

imports increase with the capital intensity of the exporting country. Antràs and Helpman (2004) 

consider that firms choose between four options: domestic integration, domestic outsourcing, 

setting a foreign affiliate abroad, and international outsourcing. The model predicts that firms whose 

production is service-intensive (services being the specific asset) will choose domestic outsourcing 

rather than international outsourcing, and integration rather than outsourcing. In these theories, the 

relative importance of inputs in the production process is the key determinant of the trade-off 

between integration and outsourcing. Defever and Toubal (2011) check that French multinationals 

choose integration when they are more skilled-intensive. 

Other factors have to be accounted for. Grossman and Helpman (2003, 2005) focus on contract 

incompleteness: they consider that only a fraction of the specific investment is verifiable by courts, 

and this fraction depends on the quality of legal institutions. If this quality improves, firms are more 

likely to choose outsourcing, according to Grossman and Helpman (2003). Grossman and Helpman 

(2005) consider that the effect is ambiguous, given that improved quality of legal institutions will also 

increase demand for labour in the country, and therefore wages, reducing the benefits of 

outsourcing. Grossman and Helpman (2002, 2003, 2005) also consider the costs for searching a 

reliable subcontractor. One subcontractor has to adapt to its principal’s needs, and these 

customization costs are supposed to depend on the technological distance between the two firms. 

The availability of a good match is function of market thickness. However the effect of an increase of 

market thickness is ambiguous: on one side, increasing the number of principals adds competition for 

finding the good subcontractor; on the other side, increased market thickness can encourage new 

independent suppliers for entering for the market. Using French data, Jabour (2008) shows that 

increasing market thickness encourages international outsourcing rather than FDI, suggesting that it 

decreases the costs of searching a subcontractor matching with the firm’s needs. Finally, the 

existence of specific costs for each strategy gives crucial importance to firm heterogeneity. Indeed, 

each firm will decide of its strategy according to its own level of productivity. If it is clear that moving 

production abroad (through outsourcing or setting an affiliate) is more costly than moving 

production within the same country, there is no clear-cut hierarchy between outsourcing costs and 

integration costs. Antràs et Helpman (2004) suppose that costs for integration are higher, and 

therefore that firms engaging in vertical FDI are more productive than firms engaging in international 

outsourcing, which are more productive than firms engaging in domestic outsourcing. Grossman et 

al. (2005) make the reverse hypothesis and suggest that the most productive firms engage in 



 

 

international outsourcing. Empirical studies tend to validate this second hypothesis: Defever and 

Toubal (2011) find that the most productive multinationals externalize their input (Jabour (2008) find 

a similar result on the same data). Using Japanese data, Hijzan et al. (2010) evaluates the effects of 

offshoring production on productivity in two cases: offshored production is outsourced or stays 

within a foreign affiliate. Effect is found non-significant in the first case, positive in the second case; 

moreover, the effect is found negative for domestic forms, contrary to exporters and multinational 

firms. The authors conclude that costs for searching an adequate subcontractor are non-negligible.   

SECTION II: Methodology 

We want to assess to which extent exporting to a given country or importing from it increases the 

probability of investing in that country. We focus on firms that invest in a country where they did not 

own affiliates before, and explain their location choices in year T, according to their export/import 

patterns in T-1, regardless of other factors (GDP, distance, investor’s characteristics). Regressors are 

all lagged in order to limit endogeneity and reverse causality issues. 

In order to assess which variables affect location choices, firms must face several alternatives. We 

define potential alternatives as countries where at least one firm of the sample has established a 

new presence between 2000 and 2007 (appendix I shows the list of the 80 selected countries). When 

new investors are already multinational firms (meaning firms already owning affiliates in several 

countries), alternatives are restricted to countries where the firm is not already engaged in FDI. 

Therefore, here multinationals are not be able to choose between investing in a new country and 

increasing their production in a country where they are already present. We put this restriction 

because of the limitation of the data, which does not allow detecting the creation of new activities in 

a country with pre-existing affiliates (this point will be developed in section III). Because of this 

restriction, we probably miss firms that increase the production capacity of export-platforms in order 

to serve the adjacent markets, instead of investing directly in these markets. 

Each observation of the database corresponds to one firm’s alternative for a given year. The 

explained variable is the fact of investing in that country in year T, knowing than one firm can choose 

to invest in several countries the same year.  

We model the decision of investing in country p at year t with a conditional logit. Here, firms choose 

their location in order to maximize their profits, which depend on two groups of factors: the first one 

gathers observables characteristics of each location, which affect its attractiveness; the second one is 

random and gathers unobservable phenomena (maximization error, unobserved tastes of investors 

for a given location). If we note profit of firm i for location p:  

��� = ���� + ���       (1) 

McFadden (1974) shows that if error terms are independent and identically distributed according to 

a Weitbull distribution, probability that firm i chooses location p is:  

	�� =  
�

���

∑ �
����

���

          (2) 

Conditional logit relies on the independence of irrelevant alternatives: the probability that country p 

is chosen over country k depends on the characteristics of these two countries, and the introduction 

of a third alternative will not change the ratio of probabilities between these two countries. 



 

 

SECTION III: Data 

We merge several databases for the period 1999 – 2007. First, we use individual data from the 

French customs, which provide exports and imports of all firms for each country. For trade within the 

European Union (EU), firms are exempted of declaring their transactions if the annual amount of the 

corresponding flow (export or import) does not exceed a certain value. This threshold was 38 100 

euros (250 000 francs) until 2000, 99 100 euros (650 000 francs) in 2001, 100 000 euros between 

2002 and 2005, and 150 000 euros between 2006 and 2010. All flows outside the EU that exceed 

1000 euros are listed. Because changes in thresholds might affect the results, we restrict the sample 

to firms both exporting and importing more than 150 000 euros in the EU for each year considered in 

the regressions6. Flows are consolidated for each firm-country combination. 

The second database is the LiFi (Financial Links) survey, provided by the French office of Statiscs 

(INSEE), which gives information about ownership and foreign affiliates. First, we are able to identify 

firms that engage in outward FDI, and the countries where they actually invest. Second, the LiFi 

survey identifies and locates the parent company of each business group operating in France: 

therefore, we are able to distinguish independent firms, firms belonging to a French business group, 

and foreign-owned affiliates. Finally, we can compute the exports, imports and affiliates abroad of 

other firms within the same group, in order to account for the group’s experience on foreign 

markets. 

Merging the LiFi survey and data from the French customs provides exports, imports and number of 

foreign affiliates by firm and by country7. However, we do not have information about: 

- Trade with affiliated firms; therefore, it’s impossible to estimate the fraction of exports 

which are destinated to foreign affiliates (or the fraction of imports that originate from 

them); 

- Exports and imports of foreign affiliates; therefore, we are unable to identify export 

platforms; 

- Finally, sales, workforce, or even the functions of foreign affiliates are unknown (even the 

main activity is not well documented by LiFi). 

Finally, the annual census for manufacturing firms (“Enquête Annuelle Entreprise”) provides income 

statements for all manufacturing firms with more than 20 employees or a turnover exceeding 5 

million euros. This dataset provides information about sales, workforce, value added, tangible assets 

and main industry8. 

The sample is restricted to independent firms and firms belonging to a French business group. We 

drop foreign-owned firms for two reasons: 

- The first one is that we only know the French part of foreign groups, so it is impossible to 

locate their affiliates in other countries. Yet, it is plausible that trade and investments of 

foreign-owned firms are greatly determined by the location of other affiliated firms. 

- The second reason is that outward FDI correspond to financial flows, and in the case of 

foreign-owned firms, these flows might be deconnected from activities in France.  
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 Amounts are deflated using series from the INSEE. 



 

 

 

In the analysis, we will separate first-time investors from firms which are already multinationals, 

since the location choices of the last ones might depend on the location of pre-existing affiliates9. 

However, we only consider investments in countries where the firm is not present yet. Indeed, the 

creation of a new legal structure does not necessarily mean that there are new activities in the 

country: previous ones could just have been split into several structures, for legal, financial or other 

purposes, or there could have just been a change of name of the foreign company. As the data does 

not allow controlling for these bias, we focus only on new investments in new countries. 

The sample counts 1 921 decisions of investing in a new country. The two thirds originate from firms 

which are already multinationals at the time of the decision (see table 1). 

Table 1: FDI in a new country between 2001 and 2007 

 

 

SECTION IV: Descriptive statistics 

As expected, most investments take place in high-income countries (see table 2 in appendix I), the 

first one being the USA (10% of all investments), in front of Germany (7.3%), Spain (6.7%), and the 

United Kingdom (6.6%). The EU-15 and North America (United States and Canada) respectively 

attract 41% and 13% of new investments, whereas Central and South America only gather 5%, and 

Africa (without Maghreb10) only 2%. The sample reflects well the recent interest for China, which gets 

5.2% of all investments, meaning half of the United States or as much as Belgium. The most 

represented industries are chemicals (23% of investments), electric and electronic equipments (17%), 

textile and clothing (12%), and machinery (10%). 

In average, investors export towards 47% of their alternatives, and import from 18% of them. 96% of 

investments are preceded by exports in the same country (see figure I); about 70% by imports. No 

investor chooses a country where it was not trading before. Exports often take place a long time 

before the investment: 84% of investors already exported in the country three years before investing 

(59% already imported). Moreover, the invested country often concentrates a great share of exports: 

54% of investments occur in one the top export markets of the investor11; 12% of them in the first 

export market. However, the invested country less frequently attracts a great share of the investor’s 

imports. All these figures confirm two intuitions:  
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 For example, this will be the case if some foreign affiliates are used as export-platforms: if the foreign affiliate 

does not only serve the local market but also adjacent countries, its parent company might not be interested in 

investing directly in these countries. 
10

 Tunisia, Algeria and Morocco are put aside since they are former colonies of France. These three countries 

account for 4% of all investments. 
11

 Meaning that exports for this market are greater than if they had distributed equally across all export 

markets. 

2000 2001 2002 2003 2004 2005 2006 2007 TOTAL

Number of firms 37 68 73 31 70 43 36 47 405

Number of investments 55 114 114 52 85 62 57 69 608

Number of firms 105 128 117 94 98 107 91 95 835

Number of investments 190 187 214 150 141 173 129 129 1313

Year of investment (T)

First-time investors

Sample : French manufacturers with more than 20 employees or sales exceeding 5 million euros.

Sources : French customs, annual census for manufacturing firms ("Enquête Annuelle Entreprise"), LiFi survey - Author's calculation.

Multinational firms



 

 

- FDI is never the first mode of entry on foreign markets. This confirms the idea that there is a 

progressive internationalization process which often begins by exports/imports. 

- Exports are more recurrent and more intense than imports: therefore, new investors seem 

more interested in conquering the local market than reducing their costs or securing their 

foreign supplies at the time of the investment. 

Figure I: Anteriority and intensity of export and import activities in the invested country, one year 

before the investment 

 

In many cases, other firms within the same business group already export, import and even own 

affiliates in the country which is invested (32% of new investments take place in a country where the 

group already owns an affiliate). This last case suggests that investments can follow a functional 

logic: for example, Defever et Mucchielli (2005) show that multinationals tend to locate their 

research centers close to production units, in order to customize their products for local demand. 

This also suggests that firms tend to locate in countries about which they can acquire some 

knowledge and experience thanks to their group. 

First-time investors are more likely to locate in close and high-income countries (see figure II). They 

clearly invest more in EU-15 and the USA, while firms that already owned affiliates abroad are more 

interested in distant and low-wage countries: 14% of their investments are located in Eastern 

Europe, 8% in China (against 11% and 2% for first-time investors). This difference partly results of the 

construction of the sample: for multinationals, we exclude alternatives where they already own 

affiliates, and in many cases, they already have affiliates in close and high-income countries. 

However, these figures could also result of a performance gap: in average, first-time investors appear 

smaller, less productive, and less export-oriented than firms which already own affiliates abroad (see 

table 3). Therefore, they might have a harder time adapting to cultural differences and local 

regulations, which requires large internal resources (skilled and multilingual employees, financial 

resources for hiring a consulting company, time for managing an international development project). 

This justifies to treat the two groups separately in the regressions. 

Table 3: Performance of first-time investors and multinationals in T-1 

 

Reading : 12% of all investments take place in the first export market.

Sample : French manufacturers with more than 20 employees or sales exceeding 5 million euros.

Sources : French customs, annual census for manufacturing firms ("Enquête Annuelle Entreprise"), LiFi survey - Author's calculation.

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Export (import) of other firms within the group in 

T-1

First country for exports (imports) in T-1

Exports (imports) greater than average in T-1

Export (import) in T-3

Export (import) in T-2

Export (import) in T-1

% of firms concernedExport Import

Mean Median Mean Median

Sales (K euros) 76 901 27 880 403 330 101 036

Workforce 374 173 1 237 520

Labour productivity 86 56 318 66

Export intensity 38% 34% 46% 47%

First-time investors Multinationals
Performance in T-1

Sample : French manufacturers with more than 20 employees or sales exceeding 5 

million euros.

Sources : French customs, annual census for manufacturing firms ("Enquête Annuelle 

Entreprise"), LiFi survey - Author's calculation.



 

 

Figure II: Location choices of first-time investors and multinationals 

 

Until now, we have only observed the correlation between export, import and FDI in a given country, 

without controlling the factors that influence both strategies: local demand, distance, cultural 

proximity and investor’s characteristics. This is why we turn now to the econometric model. 

SECTION V: Location choices 

The regressors 

We now model the location choices of investors. First, regressors include observable characteristics 

of all countries which are candidates for FDI. We select GDP per capita (constant euros) in order to 

account for income level and eventual demand shocks. Weighted distance12 accounts for transport 

costs and cultural proximity. We also introduce dummies for adjacent countries, former colonies, and 

countries which share an official language, as these countries are expected to attract more FDIs. In 

order to account for other unobservable but constant country characteristics, our regressions will 

also include country fixed effects. 

The following regressors describe export and import activities of the investor and of its group. We 

first introduce a series of dummies indicating whether the firm exports in the country in T-1, T-2 and 

T-3 (same for imports). To account for export intensity without excluding zero values, we add two 

dummies, respectively indicating if the country is the first market for the firm’s exports, or if it is just 

one of the top markets (again, similar variables are created for imports). We could consider the 

logarithm of exports / imports (by adding 1 for zero values), but we would not be able to make the 

difference between export status and export intensity. Finally, we control if other firms within the 

same business group already export, import or own affiliates in the country in T-113. Finally, our 

regression includes firm-year fixed effects in order to control for firm’s characteristics (size, capital 

intensity, industry, productivity) and business cycles. 

As discussed above, location choices of firms that already own affiliates abroad might depend on 

previous investments. Although we can not specify these interactions without information about the 
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 Weighted distance is computed using several cities in the country, in order to account for the geographic 

distribution of the population. 
13

 We only include dummies for T-1 because it is difficult to follow business groups through time (changes of 

name and M&A operations).  

Reading : High-income countries attract 75% of investments made by first-time investors.

Sample : French manufacturers with more than 20 employees or sales exceeding 5 million euros.

Sources : French customs, annual census for manufacturing firms ("Enquête Annuelle Entreprise"), LiFi survey - Author's calculation.

* See the list of countries in appendix I.

0% 10% 20% 30% 40% 50% 60% 70% 80%

Middle-East

Africa (without Maghreb) *

Central and South America * 

China

Asia *

Maghreb *

Eastern Europe *

USA

Western Europe *

Countries that share a border with France

High-income countries*

Multinationals First-time investors



 

 

activity of foreign affiliates, we reduce this bias by controlling if the investor already owns an affiliate 

in an adjacent country. This dummy partly allows to control for export-platforms, but the expected 

sign of this regressor remains undetermined: on one side, these platforms could increase knowledge 

of close markets and therefore increase the incentive of creating affiliates in these; on the other side, 

investors could consider these adjacent markets as secondary, and prefer to maximize their scale 

economies by serving these markets from their existing affiliates. 

Table 4: Regressors’ definition and sources 

 

The results 

Estimating the model with country’s observable characteristics only confirms several classic results of 

the literature (see the first column of table 5): the probability of investing in a given country 

increases with its GDP, a common border, and former colonial ties, while it decreases with distance. 

Sharing an official language has a negative sign, but this is mostly explained by the fact that French-

speaking countries (Morocco, Algeria, Tunisia, Canada) represent a small fraction of all investments. 

Table 5: Location choices of French manufacturers between 2001 and 2007 

 

Source Expected sign

GDP in constant euros Penn World Tables +

Weighted distance in kilometers CEPII -

Common border CEPII +

Former colonial ties CEPII +

Share of common official language CEPII +

Export in T-1, T-2 and T-3 French Customs +

Exports greater than average French Customs +

First country for exports French Customs +

Import in T-1, T-2 and T-3 French Customs +

Imports greater than average French Customs +

First country for imports French Customs +

FDI in an adjacent country LiFi ?

Export of other firms within the same group in T-1 LiFi +

Import of other firms within the same group in T-1 LiFi +

FDI of other firms within the same group in T-1 LiFi +

Country's observable 

characteristics

Group's international activities

Variable

Firm's international activities

(1) (2) (3) (4)

GDP 0.613*** 0.0982** 0.0393 0.0217 0.124 -0.0454

(0.0384) (0.0385) (0.0392) (0.0398) (0.0908) (0.0430)

Distance -0.214*** 0.114*** 0.152*** 0.207*** 0.156** 0.240***

(0.0416) (0.0378) (0.0382) (0.0372) (0.0768) (0.0428)

Common border 1.861*** 0.677*** 0.531*** 0.248*** 0.162 0.310***

(0.0780) (0.0807) (0.0813) (0.0841) (0.143) (0.112)

Common official language -1.566*** -0.802*** -0.707*** -0.486*** -0.360** -0.522***

(0.0776) (0.0897) (0.0913) (0.0962) (0.162) (0.120)

Former colonial ties 1.815*** 1.070*** 0.965*** 0.713*** 1.340*** 0.438***

(0.0954) (0.0998) (0.0999) (0.104) (0.177) (0.127)

Export of other firms within the group 0.471*** 0.402*** 0.331*** 0.164 0.405***

(0.105) (0.106) (0.110) (0.248) (0.120)

Import of other firms within the group 0.555*** 0.469*** 0.432*** 0.646*** 0.375***

(0.0882) (0.0911) (0.0918) (0.190) (0.104)

FDI of other firms within the group 1.099*** 1.039*** 0.934*** 1.274*** 0.882***

(0.104) (0.106) (0.107) (0.239) (0.117)

Export 3.105*** 2.570*** 2.536*** 3.006*** 2.354***

(0.148) (0.163) (0.170) (0.358) (0.189)

Export in T-2 0.375*** 0.206* 0.235 0.175

(0.112) (0.121) (0.254) (0.138)

Export in T-3 0.518*** 0.338*** 0.693*** 0.225

(0.117) (0.124) (0.250) (0.142)

Import 1.395*** 0.872*** 0.758*** 0.933*** 0.688***

(0.0737) (0.0928) (0.0933) (0.187) (0.108)

Import in T-2 0.446*** 0.361*** 0.194 0.414***

(0.102) (0.103) (0.207) (0.120)

Import in T-3 0.376*** 0.292*** 0.392** 0.259**

(0.0931) (0.0963) (0.198) (0.113)

Exports greater than average 1.052*** 1.247*** 0.952***

(0.0670) (0.119) (0.0794)

First country for exports 0.593*** 0.572*** 0.470***

(0.101) (0.131) (0.166)

Imports greater than average 0.109 0.0969 0.0988

(0.0893) (0.139) (0.117)

First country for imports 0.122 0.0434 0.131

(0.123) (0.178) (0.181)

FDI in an adjacent country 0.387***

(0.0802)

Firm-year fixed effects yes yes yes yes yes yes

Number of observations 92 834 92 834 92 834 92 834 32 400 60 434

R² 0.1315 0.3084 0,3192 0,3476 0,4862 0,2923

First-time 

investors
Multinationals

Legend : *** means significance at 1%, ** at 5%, * at 10%. Standard errors (in parenthesis) are clustered at the firm level.

Sample : French manufacturers with more than 20 employees or sales exceeding 5 million euros.

Sources : French customs, annual census for manufacturing firms ("Enquête Annuelle Entreprise"), LiFi survey - Author's calculation.

Regressors, all lagged of one year (unless indicated)
All investors



 

 

Including information about exports and imports significantly increases the explanatory power of the 

model (R² goes from 0.13 to 0.31). We find that regardless of location specific variables14, exporting 

in the country, and to a smaller extent importing from it, increases the probability of investing in that 

country the following year. Exports are greater determinants when they do not only occur in T-1, but 

also in T-2 and T-3; moreover, firms tend to locate in countries that concentrate a great share of their 

exports. These results confirm a two-step process when firms engage on foreign markets: in the first 

time, exporting is a way of increasing knowledge of the market, and reduces the costs for a local 

establishment; moreover, there are stronger incentives to invest in a country that concentrates a 

great share of sales in order to enjoy some scale economies. 

Outward FDI patterns also follow import patterns, although the relationship appears weaker than for 

exports: coefficients are smaller and the share of the country in total imports does not play a 

significant role. The relative importance of exports compared to imports indicates that investors are 

more interested in serving the local market than reducing their costs and fragmenting their chain 

value. It is also possible that firms engage in FDI when they are not able to find any reliable 

subcontractor, but given that most investments take place in high-income countries (relatively open 

to FDI, with good legal institutions), this does not seem to be the main explanation.  

Investors do not only make their decisions according to their own international activities, but also 

according to their group’s internationalization patterns: incentives to locate in a given country are 

greater if other firms within the same business group already export, import, or own affiliates in this 

country. This could result of functional complementarities, the share of information and experience 

between affiliated firms, or the necessity of working just-in-time to reduce delays and stocks.  

The distinction between first-time investors and long-time multinationals (see the last two columns 

of table 5) results in two findings. First, export’s anteriority and intensity seems more important for 

firms that invest abroad for the first time. Indeed, these firms opt for a more progressive approach of 

foreign markets, given their lack of experience in international development. The second result is 

that firms that already own affiliates abroad tend to locate their new activities next to countries 

where they are already present. Two explanations can be found: first, it is easier to invest in 

countries whose culture is close to already known locations; second, investing in one location might 

create opportunities in adjacent countries, especially when affiliates are used as export platforms 

(new investments might then replace exports from foreign affiliates). However, the fact that the R² is 

smaller for the regression with multinationals indicates that we miss more explanatory variables, 

which probably include interactions with existing affiliates. 

CONCLUSION 

This paper shows that manufacturers rarely invest in a country where they have not exported before, 

regardless of demand or supply considerations. Most investments abroad are preceded by a 

preliminary step during which firms improve their knowledge of local markets and test their 

products. They can shorten this step thanks to their group’s experience.  

Therefore, promoting exports necessarily goes with more outward FDI; yet, outward FDI goes with 

additional employment at home, as proven by several empirical papers15. Therefore, the distinction 

                                                           
14

 Results remain unchanged when country fixed effects are included in the regression (see appendix II). 
15

 See for example Barba Navaretti et Castellani (2008), Barba Navaretti et al. (2010). 

 



 

 

between exports and relocations in the public arsenal for promoting international development 

appears not only vain, but also counterproductive. 
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APPENDIX I: Geographic Distribution of Investments 

 

Investment zones: 

- Western Europe: Austria, Belgium, Denmark, Finland, Germany, Greece, Ireland, Italy, 

Luxembourg, Norway, Netherlands, Portugal, Spain, Sweden, Switzerland, United-Kingdom,  

- Eastern Europe: Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Poland, Romania, 

Russia, Slovakia, Slovenia, Ukraine.  

- North America: USA, Canada. 

- Central and South America: Argentina, Brazil, Chile, Colombia, Costa Rica, Dominican 

Republic, Ecuador, Honduras, Mexico, Paraguay, Peru, Uruguay, Venezuela. 

- Maghreb: Algeria, Morocco, Tunisia. 

- Middle-East: Bahrain, Iran, Israel, Kuwait, Lebanon, Turkey, United Arab Emirates. 

- Asia: China, South Korea, Hong-Kong, India, Indonesia, Japan, Kazakhstan, Malaysia, 

Philippines, Singapore, Taiwan, Thailand, Vietnam. 

- Africa (without Maghreb): Benin, Burkina, Cameroon, Congo, Ivory Coast, Egypt, Gabon, 

Ghana, Madagascar, Mauritius, Mozambique, Niger, Nigeria, Senegal, South Africa. 

- Oceania: Australia, New Zealand. 

Table 2: Invested countries 

 

 

 

 

 

Country
Number of 

investments
 in % Country

Number of 

investments
in % Country

Number of 

investments
in %

USA 189 9.84 United Arab Emirates 15 0.78 Ecuador 2 0.10

Germany 140 7.29 Argentina 14 0.73 Mozambique 2 0.10

Spain 128 6.66 Austria 14 0.73 Nigeria 2 0.10

United Kingdom 126 6.56 South Korea 14 0.73 Peru 2 0.10

Italy 116 6.04 Luxembourg 14 0.73 Senegal 2 0.10

Belgium 103 5.36 Denmark 11 0.57 Uruguay 2 0.10

China 99 5.15 Greece 11 0.57 Venezuela 2 0.10

Canada 60 3.12 Slovakia 11 0.57 Bahrain 1 0.05

Poland 58 3.02 Bulgaria 10 0.52 Benin 1 0.05

Switzerland 57 2.97 Finland 9 0.47 Congo 1 0.05

Netherlands 46 2.39 Taiwan 9 0.47 Costa Rica 1 0.05

Czech Republic 44 2.29 Irland 8 0.42 Dominican Republic 1 0.05

Brazil 40 2.08 Malaisia 8 0.42 Estonia 1 0.05

Japan 39 2.03 Norway 8 0.42 Gabon 1 0.05

India 34 1.77 Philippines 7 0.36 Ghana 1 0.05

Morocco 34 1.77 Chile 6 0.31 Honduras 1 0.05

Portugal 34 1.77 Indonesia 6 0.31 Kazakhstan 1 0.05

Romania 33 1.72 Mauritius 6 0.31 Kuwait 1 0.05

Russia 31 1.61 Lebanon 5 0.26 Niger 1 0.05

Tunisia 31 1.61 Cameroon 4 0.21 Paraguay 1 0.05

Hong Kong 30 1.56 Colombia 4 0.21 TOTAL 1 921 100%

Australia 26 1.35 Ivory Coast 4 0.21

Singapore 26 1.35 Egypt 4 0.21

Mexico 24 1.25 Iran 4 0.21

Sweden 23 1.20 Madagascar 4 0.21

Turkey 22 1.15 New Zealand 4 0.21

Hungary 21 1.09 Croatia 3 0.16

Thailand 20 1.04 Slovenia 3 0.16

Algeria 17 0.88 Ukraine 3 0.16

South Africa 17 0.88 Vietnam 3 0.16



 

 

APPENDIX II: Locations choices of French manufacturers (regressions with 

country fixed effects) 

 

(1) (2) (3) (4)

GDP 2.416*** 1.209** 0.999** 0.749 -0.384 1.213**

(0.464) (0.497) (0.502) (0.506) (0.950) (0.598)

Export of other firms within the group 0.334*** 0.282*** 0.233** 0.119 0.288**

(0.109) (0.109) (0.113) (0.267) (0.121)

Import of other firms within the group 0.298*** 0.270*** 0.247** 0.584*** 0.156

(0.0932) (0.0960) (0.0963) (0.197) (0.109)

FDI of other firms within the group 0.702*** 0.679*** 0.617*** 1.111*** 0.515***

(0.109) (0.110) (0.111) (0.245) (0.120)

Export 2.797*** 2.361*** 2.299*** 2.767*** 2.124***

(0.145) (0.155) (0.163) (0.365) (0.177)

Export in T-2 0.305*** 0.160 0.151 0.107

(0.113) (0.121) (0.263) (0.137)

Export in T-3 0.507*** 0.360*** 0.747*** 0.212

(0.118) (0.124) (0.256) (0.143)

Import 1.005*** 0.661*** 0.579*** 0.825*** 0.476***

(0.0796) (0.0907) (0.0906) (0.185) (0.103)

Import in T-2 0.344*** 0.272*** 0.157 0.308***

(0.0975) (0.0988) (0.198) (0.115)

Import in T-3 0.280*** 0.230** 0.336* 0.179

(0.0932) (0.0958) (0.197) (0.113)

Exports greater than average 0.908*** 1.151*** 0.784***

(0.0680) (0.120) (0.0815)

First country for exports 0.621*** 0.546*** 0.525***

(0.1000) (0.133) (0.158)

Imports greater than average 0.116 0.117 0.0524

(0.0942) (0.143) (0.124)

First country for imports 0.231* 0.111 0.275

(0.126) (0.182) (0.180)

FDI in an adjacent country 0.352***

(0.0937)

Firm-year fixed effects yes yes yes yes yes yes

Country fixed effects yes yes yes yes yes yes

Number of observations 92 834 92 834 92 834 92 834 32 400 60 434

R² 0.2719 0.356 0.363 0.3852 0.5195 0.3390

Sources : French customs, annual census for manufacturing firms ("Enquête Annuelle Entreprise"), LiFi survey - Author's calculation.

All investors First-time 

switchers
Multinationals

Legend : *** means significance at 1%, ** at 5%, * at 10%. Standard errors (in parenthesis) are clustered at the firm level.

Sample : French manufacturers with more than 20 employees or sales exceeding 5 million euros.

Regressors, all lagged of one year (unless indicated)


