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Abstract

This paper uses Business to Business (B2B) transaction level data. It shows that manufacturing
firms that initially export via a wholesaler are much more likely to become direct exporters to the
same destination in subsequent periods. Theoretically, we rationalise this finding by demonstrating
how a connection to a wholesaler reduces uncertainty about the foreign demand. In the data we
isolate the channel for demand learning from productivity spillovers. Non-exporting manufacturing
firms, previously serving a foreign destination through an exporting wholesaler, have a much higher
probability of becoming direct exporters to the same export market in subsequent periods. A
connection to an exporting wholesaler results in a probability of exporting to the same destination

that is six times higher than a comparable firm without any exposure to the foreign destination.
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1. Introduction

Why do manufacturing firms export via an intermediary firm? The traditional answer
given by the literature is that an intermediary wholesaler typically reduces and avoids
the fixed cost of exporting compared to direct exporting (Crozet et al.| (2013),Bernard
et al.| (2015),Akerman (2018))). This paper aims to contribute to the literature by putting
forward a new and complementary reason for indirect exporting via a wholesaler. For
this purpose, we use a unique Business-to-Business (B2B) transaction level dataset that
documents all the firms’ connections that any firm has in their network. Using this data,
we can provide new answers to existing questions, since previously, connections of firms to
other firms were not available and consequently, could not be studied. Analysing the firms’
exporting activity across foreign destination markets using B2B data reveals that firms
without prior direct export experience to a specific foreign destination, which export via
an intermediary wholesaler, are much more likely to become direct exporters to the foreign
destination in later years than other comparable non-exporting firms. We rationalise this
empirical finding through a simple theoretical model highlighting a new channel for the use
of wholesalers. From the model, we show that firms can reduce the uncertainty about their
foreign demand by exporting via an intermediary. This “learning about foreign demand”
results in a better assessment of their expected profitability of exporting, which can trigger
firms into switching their mode of exporting from indirectly to directly serving the foreign
destination. Empirically the use of B2B transaction level data between domestic firms
allows us to verify whether indirect exporting via a pure wholesaler is an intermediate step

in the internationalisation process of firms, which helps them to become direct exporters.

The number of firms serving foreign markets through direct exports is relatively small
compared to the number of firms that are connected to an exporting firm. [Dhyne et al.
(2015) observe that about 5% of the population of Belgian firms is exporting directly, while
about 82% of firms are exporting indirectly through the network, i.e. by being connected
directly or indirectly to an exporting firm. One third of the total exporting Belgian firms
in 2014 are pure wholesalers, and these account for about 40% of total exports in value

terms. Therefore it is important to highlight the role of wholesalers when evaluating



indirect exports. [’

Earlier literature dealing with firm level internationalisation strategies has focused on the
supply side aspects involved and on the cost side of exporting Melitz (2003]) /Helpman et al.
(2004)), Bernard et al.|(2003))). This early literature on exporting does not consider the role
of intermediaries. In other words, depending on their productivity and size, firms either
sell domestically, export directly or engage in FDI. More recent literature by |Crozet et al.
(2013)), Bernard et al. (2015]), Akerman (2018]), Ahn et al. (2011]) argue that wholesalers lead
to an additional stage in the internationalisation of firms. These papers show that a range
of firms with intermediate productivity levels will export indirectly through wholesalers
instead of covering the fixed costs of exporting themselves. When the fixed costs of direct
exporting varies across foreign destinations, trade intermediaries are more important when
entry into markets is more difficult. A common feature of all the aforementioned papers
is that they see the internationalisation sorting as a static process affected by supply
factors, determined mainly by firm productivity. The stance that we take in this paper is a
complementary one to the supply side view. We document that in addition to cost saving,
wholesalers also provide a channel of learning about demand that helps manufacturing
firms to become direct exporters. This paper shows both theoretically and empirically that
without using wholesalers as a vehicle for exporting first, many firms would not become

direct exporters.

Another but parallel strand of literature has focused more on the dynamic process that
underlies the choice of internationalisation strategies. Roberts and Tybout| (1997) use data
on Colombian companies to study starters to export. They show that firms with a recent
exporting history have an export advantage compared to new exporters. This finding is
consistent with the idea that firms already familiar with local demand conditions have
an advantage over new exporters. Aw et al.| (2011) see the export decision as a dynamic

process, affected by the firm’s endogenous productivity, export demand, company size, prior

2The importance of wholesalers in Belgium is consistent with evidence from other countries. In the case
of the US, |Bernard et al.| (2010]) found that 34% of exporting firms are pure wholesalers. In France, |Crozet
et al| (2013) found that wholesalers account for 32% of the total number of exporting firms, capturing 20%
of French exports in value terms and 31% in volume terms.



export activity, R&D experience and the fixed and sunk costs of exporting. [Conconi et al.
(2016) study the dynamic process of direct exporting and Foreign Direct Investment (FDI)
in individual destinations. Using trade and investment data, they show that uncertainty
induces manufacturing firms to follow a gradual internationalisation process, starting with
direct exports. Direct exporting enables firms to collect information about the demand
in the foreign market as an intermediate step before engaging in FDI in the destination
market in subsequent periods. This alternative strand of literature points at the importance
of the demand side in internationalisation strategies of firms. Our B2B data allow us to
dig deeper, by exploring the the connections of firms over time. Consequently, we can
ask the following questions: How do firms become direct exporters? What do the business

connections characteristics tell us about the probability of firms becoming direct exporters?

While other papers such as Kranton and Minehart| (2001) have looked at the role of business
connections, they do not link business networks with exports. [Kranton and Minehart| (2001)
provide a theoretical contribution on how firms can reduce uncertainty by establishing
links with buyers and sellers, but do not explore linkages to export markets. Our approach
is different as by merging the B2B data for Belgian firms with firm-level customs data,
we can explore buyer-seller linkages with an international dimension. Thus, our paper
contributes to the small but growing literature that suggests that demand related issues
in the destination affects trade. Papers on demand related issues such as [Hottman et al.
(2016) decompose firm-level revenues and find that demand related factors explain about
fifty percent of sales variation across firms. The importance of the demand side in the

export success of firms is also confirmed by |Aw-Roberts et al. (2018]).

In this paper, we purposely analyse the connections of manufacturing firms to wholesalers
rather than connections to other manufacturing intermediaries. Pure wholesalers typically
do not engage in a physical transformation of the manufacturing products that they
buy from suppliers. This is one way to isolate a demand spillover from a productivity
spillover. When the intermediary exporting firm is a manufacturing firm, it becomes more
difficult to distinguish productivity spillovers from “learning about demand”. By restricting
intermediaries to wholesalers, this raises the likelihood that what we are picking up in the

data are truly demand spillovers. Typically, a wholesaler selling a good to a particular



destination will initially have more information about local demand conditions than the
non-exporting manufacturing firm that exports its product via the wholesaler. But as a
result of the B2B connection the manufacturing supplier will learn about the strength of its
demand in the foreign market through its contacts with the wholesaler. In the theoretical
framework, we show that once the non-exporting manufacturing firm to a specific foreign
destination realises that its demand abroad is sufficiently high to cover the fixed cost of
exporting, it is optimal for the manufacturer to change its exporting mode by becoming a
direct exporter to the foreign destination, which raises its profits on foreign sales. Therefore,
empirically we expect to observe that non-exporting firms, that are initially connected to
a wholesaler exporting to a particular destination, have a higher probability of switching
their export mode and to start serving the destination directly themselves through direct

exports in subsequent periods.

Our theoretical framework builds on |Conconi et al.| (2016) and |Jovanovic, (1982) but adds
an earlier trade-off in the the gradual internationalisation process of firms, i.e. serving the
foreign market through an exporting wholesaler. We assume that direct exports require
a one-off investment in the form of sunk costs and a lower variable cost than exporting
via a wholesaler. Thus, serving the foreign market is not a static decision as suggested
in the literature on costs. In contrast, when considering the demand side, it becomes a
dynamic inter-temporal decision depending on learning economies. Contrary to the existing
literature, the novelty arising from this paper is to show that the learning process about

the foreign demand starts béfore firms decide to engage in direct exports.

We rely on a unique dataset built using the Belgian Business-to-Business (B2B) transaction
database, the Central Balance Sheet Office of the National Bank of Belgium (NBB) and
the Belgian customs trade data. Our dataset contains information on the direct and
indirect participation of Belgian firms in international trade and it has firm characteristics
to control for other determinants in the internationalisation process. Our main hypothesis
is that manufacturing firms learn about their foreign demand through their trade inter-
mediaries. Our empirical strategy consists of comparing two groups of firms of similar
firm characteristics, such as productivity and size, but either with or without a link to

wholesalers. We use an ordered probit model to determine whether the probability of



engaging in the different internationalisation strategies differs between these two groups.
We pay particular attention to separating demand spillovers from productivity sorting.
Special attention goes to the “initial condition problem” inherent to the modeling of a
dynamic internationalisation process. When analysed across foreign destination markets,
we find strong evidence that non-exporting firms connected to wholesalers are much more
likely to continue supplying through wholesalers and to enter export markets directly. Our
findings also show that the importance of wholesalers is stronger for destination markets
that are further away. This may confirm the idea that firms face higher uncertainty about

their demand in foreign destination markets that are located further away.

It is important to contrast our results from previous literature catalogued under “learning-
by-direct exporting”, i.e. Aw et al. (2000), |Van Biesebroeck| (2005)), De Loecker (2007)
and Bai et al. (2017) or more recently Atkin et al.| (2017) who provided evidence of this
hypothesis through a randomized controlled experiment that generated exogenous variation
in the foreign access to foreign markets for rug producers in Egypt. All these papers found
evidence of the “learning-by-direct exporting” hypothesis, where firms observed increases in
their productivity after exporting to foreign markets. This paper complements this previous
literature by highlighting the potential benefit of “learning-from-indirect-exporting” where

the learning is on the demand side.

The remainder of this paper is organised as follows. In Section |2 we present the theoretical
framework. In Section [3| we describe the data sources, a section that is complemented by
some descriptive statistics presented in Section |4l In Section [bl we describe the empirical
strategy. Section [6] presents the results supported by some robustness analysis presented

in Section[7l Section [l concludes.

2. Theoretical Framework

For the theory, we build on |Conconi et al.| (2016) and |Jovanovic (1982) as these papers
study different entry decisions of firms, i.e. entry in the domestic market, decision to export
directly and conduct Foreign Direct Investment (FDI). But here we we pay particular

attention to the role of wholesalers. In our setting, firms collect information about their



individual demand in the foreign country through wholesalers before engaging in direct
exports. This results in an additional trade-off in their gradual interationalisation process,

which results in an additional stage before the direct exporting decision.

2.1. Theoretical setup

In this simple theoretical framework, firms are identical before entering a foreign market
but heterogeneous in terms of their foreign market profitability once they decide to enter
the foreign market. A representative risk-neutral firm can choose between two potential
alternative strategies of serving a foreign market jE| The first option involves the use of
a wholesaler as an intermediate step of supplying the foreign market, whereas the second
option involves exporting directly without the intermediate firm. Under these assumptions,
we show that uncertainty in the foreign demand can encourage the representative firm to
use a wholesaler to serve the foreign market as an intermediary step before engaging in

direct exports![]

The use of wholesalers as an internationalisation strategy requires a payment of a fixed
cost f% and a variable fee charged by wholesalers for their trade intermediary service,
given by wﬁ If the firm decides to enter a foreign market through direct exports, it faces
a variable cost in the form of transport costs, labelled as 7. Transport costs are assumed
to be lower than the fee charged by wholesalers. The relation between the variable costs

of the two methods of supplying the foreign market is given by 7 = yw, where 0 < vy < lﬁ

3 Assuming that firms are risk neutral behaviour is a simplification of reality. We acknowledge that
authors such as|De Sousa et al.[(2016) have evaluated uncertainty assuming different profiles of risk aversion
across firms. However, evaluating export decisions taking into account the risk profile of each firm is outside
the scope of this paper.

“In this paper, we do not focus on the activity of wholesalers, but we treat wholesalers as an intermediary
technology of exporting.

5In reality, the fixed costs of supplying a foreign market indirectly through wholesalers can include the
cost of searching for an exporting wholesaler in the domestic market supplying to a foreign market among
other costs.

5The relation between transport costs and the fees of wholesalers is based on the idea that the wholesaler
imposes a mark-up over the transport cost as a payment for their services. However, we acknowledge that
wholesalers can exploit economies of scope in exporting, as described by |Akerman| (2018) and |Ahn et al.
(2011). While this could potentially affect the relation between transport costs and wholesalers’ fees, the
assumption that transport costs are lower than the wholesalers’ fees is justified by the empirical observation
that capable firms find profitable to export directly, despite the higher fixed cost attached.



In addition, a firm that chooses to export directly to a foreign destination j for the first

time must pay a higher one-off sunk fixed costs, i.e. f¢ > f“’m

The representative firm is uncertain about their profitability in a foreign market. Once it
starts operating in the foreign country using any of the two internationalisation strategies
described above, more information will become available. The firm faces a linear demand
in the foreign market: ¢; = 6; —p;, where ¢; denotes the output sold in the foreign market j
and p; denotes the respective price. §; is an unknown intercept, which is destination specific
and captures the strength of the firm’s foreign demand unknown to the firm. We assume
the cost of production to be zero and common to all firms. The firm knows the cumulative
distribution function P (§;) and its support [§; ,& ; ] before entering a foreign market, but
firm profitability and the exact demand parameter §; can only be discovered once the
firm has entered the foreign market either by using a wholesaler as a trade intermediary
or by direct exports. Only through these two internationalisation modes, is there is an
information spillover to the manufacturing firm, whereby its demand in the foreign market

is learned.

To show the main mechanism of the model, we use a simple two period framework, defined
throughout the paper as ¢t and ¢+ 1, assuming for simplicity that the firm does not discount
profits in the future. In the first period ¢, a firm chooses whether to serve a specific foreign
destination. Once the firm has decided to enter the foreign market, it must decide the
strategy it will follow to serve it. In this framework, the firm can either serve the foreign
market using a wholesaler as a trade intermediary or decide to export directly taking into
account the costs associated with each internationalisation strategy. At the end of the first
period, if the amount sold in the foreign market is positive ¢; > 0, the firm’s individual

foreign demand in market j is revealed from its foreign profits.

In the second period t+ 1, we distinguish two scenarios. The first scenario occurs when the

firm has not served the foreign market in period ¢ and it must decide what to do without

"In reality, the fixed costs of exporting include, among other costs, the cost of establishing an
international distribution system, the search cost of finding transport companies or the understanding
of foreign regulation.



any additional information on its foreign demand ¢; in market j. An alternative scenario
occurs when the firm has previously served the foreign market in period ¢, and now has
to decide between continuing to supply the foreign market in a similar way as in period t,
to alter its internationalisation mode, or to leave the foreign market altogether, depending
on its foreign demand. For instance, if the firm supplied the foreign market j in period
t through a wholesaler, the firm has learned more about the strength or weakness of its
foreign demand for period ¢ + 1. The firm may decide either to continue supplying the

foreign market through wholesalers, switch to direct exporting or exit the foreign market.

A firm that was already a direct exporter in the first period ¢, has already paid the fixed
costs of exporting specific to the foreign market. In the second period ¢ + 1, based on its
foreign demand, this firm can decide to remain a direct exporter or exit the foreign market.
Once the firm has exported directly in period ¢, it would not be optimal to switch to the

use of a wholesaler.

We derive the firm’s optimal strategy of serving the foreign market j by backward induction,
starting with the decision in the second period ¢ + 1, depending on the choices made in
the first period t. Below, we only highlight the parts most relevant for obtaining an
empirically testable hypothesis, i.e. a situation when it is optimal for the firm to enter
the foreign market first using a wholesaler and then switching to direct exporting if their
demand is high enough. A complete derivation of the other scenarios can be found in the

Appendix.

2.2. Firm’s optimal strategy in period t + 1

We start by analysing the situation where the firm has supplied the foreign market using a
wholesaler in period ¢. Given that the firm has been exposed to the foreign market in the
previous period, uncertainty regarding the foreign demand has been resolved. In period
t + 1, the firm can decide whether to continue using a wholesaler, export directly or exit

the foreign market.

If the firm continues using a wholesaler and assuming that the firm’s cost of production to



be zero and common to all firms[f we find that the maximum profits in ¢ + 1 of a firm that

continues using a wholesaler in the second period are given by:
2
[Twws — 6j — W (1)
2

where the firm obtains positive profits from continuing using a wholesaler as a trade

intermediary as long as the foreign demand exceeds the variable cost of wholesalers:
87 = wj (2)

Alternatively, if the firm discovers that its foreign demand in the foreign country is well
above wj, it could find it profitable to pay the fixed costs of exporting directly in order to

avoid paying the higher variable costs in the form of wholesalers’ fees.

In this case, the maximum profits in ¢t + 1 of a firm that starts exporting directly in the

second period are given by:

5-—7jwj 2
Hwe*:[] 5 :| _f{i (3)

where the firm obtains positive profits as a result of changing to direct exports as long as

the foreign demand exceeds the following threshold:

5;* =2, /fje + Wj7; (4)

Although the firm obtains positive profits from changing to direct exports, it might not
find it optimal to switch the method of supplying the foreign country. Using Equation
and Equation [3] we can obtain the specific threshold above which firms will switch from

supplying through wholesalers as trade intermediaries to direct exports.

The threshold 6;** above which firms supplying through wholesalers in period ¢t will find

8This is a simplification of reality given that it excludes the idea of firm heterogeneity in terms of
productivity. While this assumption is unrealistic, it allows us to identify the role of learning about the
foreign demand in the internationalisation process of firms.



it optimal to switch to direct exports is given by the following term:

(i)

F =
Towil=y) o 2(0=y)

()

Figure [1| summarises the firm’s potential profits and strategies in the second period ¢ + 1,
based on the assumption that the firm has supplied the foreign market j using a wholesaler
in the first period t. Depending on the demand intercept, the manufacturing firm will
choose its optimal strategy in period t+1. If the foreign demand is weak and below the cost
of wholesalers ¢; < (5;, the firm will exit the foreign market in period ¢t + 1. Alternatively,
when the foreign demand is stronger and found to be between the cost of wholesalers and
the threshold of exporting directly 67 < d; < 6;**, the optimal firm’s strategy is to continue
operating the foreign market through wholesalers as trade intermediaries. Finally, when
the foreign demand is very strong and higher than the optimal threshold for exporting
directly §; > 67**, the firm is willing to pay the one-off fixed costs of exporting directly in

t+ 1, in order to benefit from lower variable transport costs.

10



Figure 1: Firm’s strategies in t + 1 after a foreign exposure via wholesalers

nWW* nwe*
)

Exit | ; /

Continue using wholesalers

« ,
//"’/ Switch to direct exports

5 5

Notes: IT¥"* refers to the maximum profits in ¢ + 1 of a firm that decides to continue using a wholesaler in ¢ 4 1.
IT*¢* refers to the maximum profits in ¢ + 1 of a firm that decides to change to direct exports. J; is the demand
intercept, which is destination specific and captures the firm’s foreign demand. It is known to the firm as in this
scenario, the firm has supplied the foreign market through intermediaries in period t. The chosen firm’s strategy
will depend on the observed foreign demand. The exact expressions of the cutoffs on §; are given in the Appendix.

From Figure |1}, it is clear that direct exporting can be chosen in period t + 1, provided the
manufacturing exporter learns that its foreign demand is sufficiently high. The learning
about demand occurs via the contacts with the wholesaler in period ¢. Alternatively, we
can also consider the firm’s optimal strategy considering other period ¢ scenarios, i.e. where
it has entered the foreign market using direct exports or where the firm has not entered the
foreign market at all. However, these scenarios are less interesting for our purpose since we
are mainly interested in switchers from the wholesaler mode to the direct exporting model.

All other scenarios will be considered in the Appendix for completeness.

2.8. Firms’ optimal strategy in period t

Following the backward induction procedure used, we can then evaluate the firm’s decision

in period t. Again, we focus on the wholesaler mode and we start from the ex-ante profits

11



from using a wholesaler as a method of supplying the foreign market in period ¢ as given

by the following expression:

E(II¥) =
%5 w 57 (6 —wi )’ % 5 —viwi \° e
[ G =g —wyaar@y - [T (252 ) ape+ 7 ((2522) - 5)are)
5 i J
First Period Second Period: Wholesaler Second Period: Direct Export

(6)
where the first term in the expression shows the first period profits from supplying the
foreign market using a wholesaler as a trade intermediary in period ¢, i.e. the firm knows
that its demand is within the support of the distribution function. The second term
captures the option value of serving the foreign market using wholesalers in period ¢ + 1,
and the third term captures the option value of switching to direct exports in the second
period. Therefore, the second and third expressions show the profits after the firm has
learnt its individual foreign demand, obtained from their exposure to the foreign market

through wholesalers as an intermediate step in the first period.

It can be shown that a manufacturing firm will have positive expected profits of entering
the foreign market in period ¢ with a wholesaler as a trade intermediary, provided demand
exceeds a particular threshold, noted by 5;@”. It can also be shown that the manufacturing
firm will have positive expected profits from serving the foreign market with direct exports
as long as the expected foreign demand is above a critical foreign demand threshold, defined
as 5}3 A third option is found where 5}” < E(4) < 5}3 In this case, the expected profits
from entering a foreign market using a wholesaler are found to be positive and these exceed
the expected profits obtained from exporting directly. Hence, the firm will serve the foreign

market using a wholesaler as a trade intermediary.

If the firm does not enter in the foreign market in the first period, then it will earn zero

profits as the foreign demand remains unknownﬂ

9See Appendix for more details on each of the scenarios.

12



2.4. Wholesalers matter

The idea that the firm can test their individual foreign demand using a wholesaler is
important in our framework. To show this idea, we consider a limit scenario in which
the expected demand is equal to the particular threshold where using a wholesaler for the
first time results in positive profits plus an arbitrary small amount, defined by E (6;) =
1

2(f")? +wj + €. In addition, the fixed cost of exporting satisfies the following condition

1 2

f£>3 <2(fw)5 +Wj(1—7j)+€) :
Under this scenario, the overall profits from using a wholesaler in the first period evaluated
at the expected demand are positive and equal to:
E(5:) —w;)?
( ]) J) _ fw >0 (7)
Contrary, the overall profits from exporting directly in the first period evaluated at the

expected demand are negative and given by:

(E(6;) — yjw;)”
2

I = - fi <0 (8)
This particular scenario clearly highlights that supplying the foreign market through
wholesalers can be an important intermediate step in the internationalisation process
of manufacturing firms. Without wholesalers, expected profits from exporting would
be negative and the firm would not serve the foreign market, as in the example above.
However, by connecting to an exporting wholesaler to reach foreign consumers, the non-
exporting firm can learn whether its demand abroad in the foreign market is high enough
(see Figure (1)), in which case it eventually becomes a direct exporter. Therefore, exporting
wholesalers in the model serve as agents that reduce the uncertainty that non-exporting
manufacturing firms face when considering supplying to a foreign market. Without a
connection to an exporting wholesaler, fewer non-exporting firms start exporting directly.
The insights obtained from the model result in the following proposition that we can take

to the data.

13



Proposition: FExporting wholesalers serve as agents that alleviate the uncertainty that
manufacturing firms face when considering supplying o foreign market. Consequently,
empirically we expect that non-exporting firms that are connected to a wholesaler serving
a foreign market are more likely to become direct exporters to that destination market
compared to comparable non-exporting firms without any indirect connection to the specific

foreign market.

3. Data

The first database used in the construction of our dataset is the Business-to-Business
(B2B) transaction database, constructed by the National Bank of Belgium (NBB) for
the years 2002 to 2014. This database provides information on almost all commercial
transactions between Belgian firms, allowing to identify the buyers and suppliers of ﬁrmsm
The entire database contains around 88.5 million yearly firm-to-firm transactions in eurosE
We combine this information with the Belgian customs records and the intra-EU trade
declarations to determine the export status of the different firms, reported at a firm-
destination-year level. We complement this information with the Central Balance Sheet
Office of the NBB that contains balance sheet information of all Belgian firms allowing us

to control for important firm characteristics[”| [

Using the Business-to-Business (B2B) transaction database, we consider only transactions

between manufacturing firms and exporting WholesalersE Firms with exporting interme-

10This database takes advantage of the Belgian law that states that it is compulsory for all Belgian firms
to record annual sales exceeding 250 euros to each buyer.

"Dhyne et al| (2015) describe in great detail the procedure that was followed in the construction of the
Belgian Business-to-Business (B2B) transaction database.

12Uncommon ownership forms such as partnerships or firms with unlimited liabilities are excluded from
this database. Furthermore, in a few cases accounts are also excluded from the official database as they do
not pass the quality standards.

13The construction of our dataset is done by merging these three databases using the common official
firm ID, which uniquely identifies Belgian firms across the different data sources.

"Manufacturing firms are defined as firms whose main economic activity are within NACE Rev.2
“Manufacturing- C” excluding “Manufacture of coke and refined petroleum products-C19”. Wholesalers
are defined as those firms whose main activities is within the “Wholesale trade, except of motor vehicles
and motorcycles-G46”.

14



diaries other than wholesalers are not taken into account since our primary objective is
to identify the learning process through the demand channel. Thus, we do not consider
firms connected to other exporting manufacturing firms, even though other manufacturing
firms can also act as an intermediary. We purposely exclude any B2B connection to a
manufacturing firm. Even though such connections may also increase the probability of
exporting in later years, for such connections it is much more difficult to separate the
demand learning from a productivity spillover. When a manufacturing firm acts as an
intermediary, we cannot exclude that some value is added to the product that is being
shipped and therefore some productivity spillover occurs to the original domestic supplier
of the product. We want to exclude any knowledge spillover on the production side between
one manufacturing firm to another For example, Bai et al.|(2017) argue that Chinese firms
exporting indirectly, including through carry-along trade (CAT), increase their productivity
as a result. To avoid any such productivity spillovers, in this paper, we only consider
intermediary wholesalers that do not have any production activity of their own and that
do not alter the value added of the product coming from the supplying manufacturing
firm. Any spillover that we pick up between the exporting wholesaler and the supplying
manufacturer is therefore more likely to be a demand spillover, i.e. information about the
specific foreign demand abroad. Also, we consider manufacturing firms that do not have
prior export experience in a particular destination market as we want to evaluate their

connection to wholesalers in the extensive margin of the internationalisation of firms.

Non-exporting firms to a particular foreign market are defined as those firms that have
not exported directly to a particular destination in any of the two precedent years
(t—1, t— 2)5 The choice of restricting to a two year lag is justified by |Roberts and
Tybout, (1997) findings. They observe that once the firm has not been exporting for two
years, the exporting costs are not significantly different from the costs of a firm that is

considering exporting for the first time.

Firms that do not serve the foreign market either directly nor indirectly through wholesalers

15As a robustness check, we will use different lags in the definition of “non-exporting” firms. It is
important to note that we find that the conclusions are robust to alternative definitions.
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in period t are indexed in the data as 0, firms who supply the foreign market indirectly
through wholesalers in period t are indexed as 1, and firms that serve the foreign market
exporting directly in period ¢ are indexed as 2E Firms are removed from the sample after
they enter the foreign market through direct exports as no new information about their

internationalisation is tracked after this event in line with the objective of this paper.

Throughout this paper, we refer to non-exporting manufacturing firms connected to at
least one wholesaler exporting to a country j in at least one of the preceding two years
of the observation (t — 1, ¢t — 2), as “indirect exporters” towards country j Eﬂ As stated
above, we exclude all non-exporting firms connected to other intermediary firms other than

wholesalers that could potentially affect the value added of the manufactured product.

Table [2] shows the descriptive statistics of the resulting dataset as a result of merging
the different administrative databases from Belgium as previously described. Our sample
includes 9,190,377 observations with 57,206 different firms exposed in a different way
to 39 different foreign destinations over the period 2004—2014@ The resulting sample
distinguishes between two groups of firms, i.e. those firms who are identified as supplying
the foreign market only through exporting wholesalers “indirect-exporters”, and those firms
that are not connected to the foreign market through any intermediaries, defined as “non-

exposed”.

161n cases where firms supply the foreign market through exporting wholesalers and direct exports, we
classify those firms as direct exporters.

17 As a robustness check, we will use different lags in the definition of “indirect” exporters. It is important
to note that we find that the conclusions are robust to alternative definitions.

18We are the first to empirically identify indirect exporters in a B2B dataset. In contrast to [Bai et al.
(2017) we can therefore separate direct exports and indirect exports from all kinds of processing and
assembling exports. However, we lack information on whether the wholesaler is exporting the specific
product of the manufacturing firms. In the worst case, we may be classifying as indirect exporters, firms
that in reality are non-exporters. Consequently, the effects found in this paper can be seen as lower bound
estimates since the real effects of wholesalers are likely to be stronger.

19We observe 56,703 and 24,716 different firms depending on the group of firms considered. In this
analysis, we exclude “Rest of the World” as a foreign destination market.
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4. A First look at Results

Table [1] shows the observed unconditional probabilities of engaging in indirect and direct
export activity in the subsequent period for the different sub-samples of firms classified
using different foreign exposures. When analysed across destination markets, we observe
that indirect exporters that have supplied a foreign market j through exporting wholesalers
to market j, have between 4 and 9 times (15-31 times) higher probabilities of