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Abstract

Skilled migrants can create enormous benefits for their countries-of-origin as shown by the
relevant contributions that the large, prosperous and well organized Chinese and Indian
diasporas have made to their home countries. An increasingly popular way diasporans can
contribute to development is by investing their capital in existing businesses and setting up
new ventures in their countries-of-origin. Given the peculiarity of diaspora investments and
their role as potential channel for industrial development, this paper analyses whether these
growingly important investors differ from domestic firms and foreign investors in terms of
export behaviour. Our results indicate that the presence of diaspora investors and
entrepreneurs in the country-of-origin’s economy may contribute to the internationalization

of domestic economy and therefore play a role in helping their homelands develop.

Keywords: Diaspora firms, export performance, foreign direct investment, Sub-Saharan Africa
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1. Introduction

Globalization has not only given rise to an accelerated flow of goods and services around the
world but has also fostered an increase in the movement of people across borders. Some
scholars argue that migration results in a ‘brain drain’ whereby educated and skilled members of
a country leave in search of higher wages and better living conditions. Others argue that this
brain drain is offset because the prospect of leaving provides an incentive for those left behind
to invest in their own human capital (Stark et al., 1998). Besides these possible effects, there is
growing evidence on the beneficial impact of migration on origin countries in the South. The
fact that skilled migrants can create enormous benefits for their countries of origin has come to
attention in recent years through the conspicuous contributions that the large, highly skilled,
prosperous and well organized Chinese and Indian diasporas have made to their home countries.
In particular, India is frequently cited in the literature to exemplify the potential for a diaspora to
foster technology and knowledge diffusion (Kerr, 2008; Agrawal et al., 2008) or the

contribution of return migration to the home economy (Saxenian, 2006; Agrawal et al., 2008).

There are different channels through which diaspora can have an impact on economic
development: remittances to homeland; bilateral trade and investment flows between host and
origin countries; knowledge and innovation networks. Investments by diaspora members in
existing businesses and/or in new business ventures in their countries-of-origin might be
particularly crucial in capital scarce developing countries, such as Sub-Saharan Africa, where
relatively weak institutions, social and political risks, inadequate infrastructures or other less-

attractive structural characteristics may discourage foreign investors (Riddle, 2008).

In the light of these considerations, this paper analyses in which respect these growingly
important investors differ from domestic firms and foreign investors. In particular, we
investigate whether a diaspora firm differs from domestic and foreign firms in terms of export
performance, and we try to explain these difference by looking at those dimensions which the

theory suggests are relevant for firm export performance.

We use original firm-level data collected through the UNIDO Africa Investor Survey 2010 (AIS
2010, henceforth) across 19 Sub-Saharan Africa countries." The survey questionnaire was
designed to collect information from business owners/senior managers on a wide array of

financial data, investment performance indicators, investor characteristics and perceptions (the

! Burkina Faso, Burundi, Cameroon, Cape Verde, Ethiopia, Ghana, Kenya, Lesotho, Madagascar, Malawi, Mali,
Mozambique, Niger, Nigeria, Rwanda, Senegal, Tanzania, Uganda, Zambia.



database comprises more than 700 variables). In total, it includes data on about 6,500

companies, of which 64 percent were domestic and 36 percent partly or wholly foreign-owned.

The original contribution of this paper to the literature is twofold. First, we look at the impact of
diaspora investors in Sub-Saharan Africa. While there exists numerous empirical studies on the
impact of diaspora on economic development in several Asian countries such as India, Taiwan
and China, there is a glaring void in the case of Sub-Saharan Africa. Second, contrary to the
prior literature studying diaspora investments, we employ a firm level approach, using both
parametric and non-parametric methods, in line with the heterogeneous firms literature (Melitz,
2003; Melitz and Ottaviano, 2008). Using firm level data allows us to determine whether
diaspora firms have a better export performance compared to domestic ones and to shed some

light on the source of their competitive advantage.

We find that diaspora firms not only have higher probability of exporting but also a higher share
of exports in total sales than the domestic ones. The better export performance may be explained
by two factors. First, diaspora firms have on average a higher labour productivity compared to
domestic firms. Second, diaspora entrepreneurs have an information advantage as confirmed by
the fact that they are more familiar with international and regional trade agreements than both

domestic firms and, interestingly, foreign multinational enterprises.

Diaspora investors and entrepreneurs may, therefore, significantly contribute to the
internationalization of their home economy and, through this channel, play a crucial role in
boosting the economic development of migrant-sending countries.

The remainder of this paper is organized as follows. Section 2 provides a brief overview of the
literature on the role of the diaspora in economic development. In Section 3, we describe the
size and the relevance of African diaspora. Section 4 describes the data and the econometric
methodology, while Section 5 discusses the main results. Finally, Section 6 contains our

concluding remarks.
2. The role of the diaspora in development: a literature review

Diasporas are ‘‘ethnic minority groups of migrant origins residing and acting in host countries
but maintaining strong sentimental and material links with their countries of origin - their
homelands’” (Sheffer, 1986). Diaspora members identify themselves as members of a dispersed

identity group with continuing common ties to the homeland.

2 As shown in a recent paper, diasporas abroad have a strong impact on the number, skill composition and
concentration of international migrants (Beine et al., 2011).



There are several ways in which diasporas can stimulate economic development in their

homelands (Rauch, 2003; Wei and Balasubramanyam, 2006).

First, diasporas contribute to financial flows to their home countries through private money
transfers (remittances) to family members (Ratha et al., 2011).} Globally, in 2010, remittance
flows are estimated to have exceeded $ 440 billion; from that amount, developing countries
received $ 325 billion (World Bank, 2011). The true size of remittances including unrecorded
flows through formal and informal channels is likely to be significantly larger. In several

developing countries, diasporas contribute significant portions of their homeland’s GDPs.*

Second, diasporas can have a substantial impact on trade flows. In fact, international
transactions are plagued with informal trade barriers — such as information costs and cultural
barriers - in addition to formal trade barriers like transportation costs and tariffs. The presence
of people with the same ethnic or national background on both sides of a border may alleviate
these problems as confirmed by a growing empirical literature (Gould, 1994; Head and Ries,
1998; Rauch and Trindade, 2002; Combes et al., 2005). Immigrants can also stimulate imports
to their new country of residence by purchasing goods from their homeland (supporting

international trade in ethnic products).

Third, diasporas may facilitate the domestic firms access to technologies and skills through
professional associations, temporary assignments of skilled expatriates in origin countries,
distance teaching, and the return of emigrants with enhanced skills. These contributions are
particularly relevant in countries suffering from brain drain in specific technical sectors. The
diaspora can contribute to knowledge creation and diffusion by acting as a conduit for
knowledge and information flows back to the sending country (Agrawal et al., 2006; Kerr,

2008).

Fourth, a recent literature has established a causal relationship between the size of diasporas and
bilateral flows of foreign direct investment to the migrants’ homeland (Gao, 2003; Kugler and
Rapoport, 2007; Docquier and Lodigiani, 2010; Leblang, 2010; Javorcik et al., 2011). Migrant
networks facilitate cross-border information flows increasing the degree of familiarity between

home and host countries. Just as migrants may have a taste for commodities produced in their

* Diasporas also organize philanthropic activities targeted to the homeland, either through diaspora organizations,
faith communities/ organizations, or less informal, more individual ways.

*In 2009, recorded remittances were nearly three times the amount of official aid and almost as large as foreign direct
investment flows to developing countries (World Bank, 2011).

3 A possible outcome of this kind of network is to increase international research collaboration, thus bringing benefits
to sending countries. There is evidence of linkages between highly skilled migrants and their countries of origins as
shown by internationally co-authored articles (Regets, 2007).



home country, they may also have a home bias for their investments’ decisions.® Diaspora
networks can also help decrease asymmetries of information through two channels: (i) migrant
communities in destination countries can provide investors with information regarding the tastes
of consumers in their country of origin and signals about the quality of labour, the work ethic,
and the business culture that exists in a particular destination (Kugler and Rapoport, 2007); (if)
diaspora networks can have an indirect effect on investment because they may have knowledge
about investment opportunities, information about regulations and procedures, or familiarity
with language and customs that can decrease the transaction costs associated with cross-border

investment (Leblang, 2010; Javorcik et al., 2011).

Looking at the supply of investment in more detail, an increasingly popular way diasporas can
stimulate economic development is by investing their capital in existing businesses and/or
setting up new ventures in their countries-of-origin. In some cases, these investments are made
by ‘diaspora foreign direct investors’ at arm’s-length (i.e. without the return of the diaspora
member in the home country), while, in others, by ‘diaspora entrepreneurship’ or return
migrants (Riddle, 2008). These investments can be particularly crucial in capital scarce
developing countries where relatively weak institutions, social and political risks, inadequate
infrastructures or other less-attractive structural characteristic may discourage foreign investors
(Riddle et al., 2008).” Diasporans, on the contrary, may be more likely to invest in economies
perceived as risky, since they have better knowledge of the home economy and a more dense
network of relationships compared to other investors. In addition they can be motivated also by
altruistic feelings of homeland duty and obligation and by a perceived ethnic advantage.
Existing research concerning this specific topic is scant, and the majority of current work is
theoretical (Gillespie et al., 1999; Nielsen and Riddle, 2007; Nielsen and Riddle, 2010) or based
on anecdotal evidence. Rigorous empirical evaluation of diaspora firms development potential

is needed.

This paper contributes to the understanding of the mechanism by which diaspora firms can
contribute to their homelands development looking at a specific - and particularly relevant -

dimension: export performance.

® For example, they may enjoy higher levels of trust with co-ethnics (Rauch, 2003; Docquier and Lodigiani, 2010).

" In addition, the economic benefits of this type of investment go beyond the immediate influx of capital. As shown in
a recent paper, for example, diaspora foreign direct investors are more likely to establish connections with local
suppliers (backward linkages) than typical, non-diaspora foreign investor (Amendolagine et al., 2012).



3. The African diaspora

The African continent is a ‘latecomer’ in the global geography of migration flows but the
number of Africans people residing abroad is rapidly growing. Conservative estimates put the

African diaspora at 30.6 million in 2010 (World Bank, 201 1)8.

About 50 percent of the African diaspora is located within the African continent; in particular,
intraregional emigration accounts for almost 65 percent of total emigrants in Sub-Saharan

Africa (Table 1).

Table 1 - Migration within and outside Africa, 2010 (percent of all emigrants)

Destination subregion

Origin subregion Central Africa  East Aftica North Africa  Southern Africa  West Aftica Out of Affica

All Africa 3 13 2 11 21 50
Central Africa 23 26 0 9 3 39
East Aftica 1 52 3 3 0 41
North Aftica 0 0 6 0 0 93
Southern Africa 0 7 0 06 0 28
West Africa 5 0 0 0 7 24

Other regions 0 0 0 0 0 100

Note: includes only identifi ed sources and destinations. Rows may not sum to 100 percent because of rounding errors.

Source: World Bank 2011 (table 1.3 in Ratha ez a/. 2011)

The recent increase in outmigration has generated a substantial surge in remittance
inflows: between 1990 and 2010 remittances have quadrupled reaching nearly $ 40
billion (2.6 percent of Africa’s GDP) in 2010, more than half of this financial windfall
is flowing to Sub-Saharan Africa (Graph 1). Financial flows generated by the diaspora
are the continent’s largest source of net foreign inflows after foreign direct investment
(FDI). The true size of remittance is likely significantly underestimated: only about half
of the countries in Sub-Saharan Africa collect remittance data with any regularity, and

some major receivers of remittances report no data at all (Ratha et al., 2011).

8 The estimated figures is likely to significantly under-estimate the real stock of migrants given the heterogeneity of
the definition of migrant across countries and the unobserved population of irregular migrants. Besides, strictly
speaking, the concept of diaspora is broader than that of stock of migrants since it includes second- and even third-
generation ‘migrants’ which still have some form of links to their home countries.



Graph 1 - Inward remittance flows in Sub-Saharan Africa (US$ billions)
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Much less is known about the flow of foreign direct investment by the diaspora into African
countries. Chacko and Gebre (2012) analyse diaspora investment in Ethiopia for the period
1994-2008. They find that the share of diaspora investment relative to domestic private
investment and foreign direct investment is 3 percent for the country as a whole, while in Addis
Ababa, where most diaspora investment tends to be concentrated, it has accounted for about 10
percent of total investments. Given the extent of African diaspora savings, diaspora investment
can be expected to be large and growing. The estimated diaspora savings for Sub-Saharan
Africa is $ 30.4 billion (3.2 percent of the gross domestic product of this area), and for the entire

African continent is nearly $ 53 billion (Ratha and Mohapatra, 2011).

Considering its relevance and its potential role in fostering economic development there is a
growing attention by African government and international organization in mobilizing diaspora
resources. A few African countries have established government agencies to encourage
diasporas to invest, assist local communities, and provide policy advice and/or have improved
the engagement of their embassies abroad with the diaspora community. In particular,
investment promotion agencies in Ethiopia, Ghana, Nigeria and Uganda have started to target
diaspora potential investors providing them with information and linkage opportunities. For
example, Ghana’s investment promotion agency, the Ghanaian Investment Promotion Center,
has a separate division within its organisation which has not only assumed responsibility for
diaspora investment promotion activities for the Ghanaian government but it also serves as the

main point of contact between Ghana and its expatriates abroad (Riddle et al., 2008).



Multilateral institutions and donors are also growingly active in stimulating diaspora pro-
development role. For example, the World Bank launched in September 2007 the African
Diaspora Program which seeks to enhance the human and financial capital contributions of
African diasporas to the economic development of their home countries in partnership with the
African Union, partner countries, partner donors, and African diaspora professional networks

and hometown associations.
4. Data description and methodology

We use original firm-level data collected through the UNIDO Africa Investor Survey 2010
across 19 different countries. The database contains a rich set of information on a large sample
of domestic, foreign and diaspora firms (investors characteristics, linkages with global and local
markets, interactions with IPAs of the host country, organizational structure, main factors

.. . .. 9
driving location decision, etc.).

We follow two different empirical approaches in order to investigate differences in export

. . . . 10
performance of diaspora firms compared to domestic and foreign ones.

First, we employ a non-parametric approach that consists of comparing the distributions of firm
export intensity corresponding to diaspora and domestic firms and to diaspora and foreign firms.
This econometric strategy is defined as stochastic dominance: it aims at assessing whether a
relation of stochastic dominance holds and relies on the characterization of the cumulative
distribution functions. This approach allows us to robustly compare export performance
differences across firm types at all moments of their export intensity distributions, rather than at

a single moment (typically the mean).

We perform statistical tests of first order stochastic dominance through Kolmogorov-Smirnov
(K-S, henceforth) tests. In particular, following Delgado et al., (2002) we perform tests of
stochastic dominance of a given distribution F(z) (in our case, the export intensity of diaspora
firms) with respect to another distribution G(z) (in our case, the export intensity of, respectively,

domestic firms and foreign firms) by testing two hypotheses:

° The collection of the dataset followed a rigorous survey methodology in terms of stratified sampling (on three
dimensions: sector, size and ownership) and interview techniques (face-to-face interviews with top-level managers of
foreign- and domestically-owned firms). The sample was constructed in order to be representative of public and
private for profit firms with 10 or more employees. An oversampling of relatively large firms (> 100 employees) was
adopted.

19 According to the definition employed in the UNIDO survey, we define diaspora investment “as an investment
made by nationals or former nationals of the particular survey country who reside or did reside outside of the survey
country” (UNIDO, 2012).



F(2)—G(z) =0 uniformly in z€ R with strictly inequality for some z (D
F(2)—G(z) £0 uniformly in z€ R with strictly inequality for some z 2)

The first hypothesis is tested through the so-called two-sided K-S test whereas the second
hypothesis is tested through the so-called one-sided K-S test. We can conclude that F(z), the
export intensity distribution of diaspora firms, stochastically dominates G(z), the export
intensity distribution of domestic (foreign) firms, if we reject the null hypothesis in the first test

and fail to reject the null in the second test.

Second, in order to control for some firm-level characteristics that might affect the differences
in export performance, we employ a parametric approach. In particular we estimate the

following regressions:
yi = a + B diaspora firm; + y foreign firm; + 6 X; + n country; + A1, + ¢ 3

where y; denotes the chosen firm export performance indicators for firm i (more specifically,
exporter status, a binary variable taking the value of 1 if the firm exports and O otherwise, and
export intensity, measured by the export to sales ratio); diaspora firm; is a dummy equal to one
for diaspora enterprises and zero otherwise, foreign firm; is a dummy variable equal to one for
foreign multinational enterprises and zero otherwise; X; is a vector of the control variables
which seek to capture factors affecting firm performance (employment; skills and gender
composition; labour productivity; ownership structure; domestic inputs; product

diversification); country; and I; are dummy variables for industries and countries."!

Notice that some of the explanatory variables (employment and labour productivity) are lagged

one period to avoid simultaneity problem.

Operationally, we quantify the effect of the aforementioned factors on the probability of
exporting (exporter status) by estimating a probit model and on the export intensity (as

measured by the export/sales ratio) by estimating a tobit model."

In addition, in order to analyse the decision to export or not to a particular market (and to test
whether the ‘diaspora advantage’ is larger for South-North compared to South-South trade

flows), we extend our original probit model by specifying one equation for each market (South

"' The Appendix A contains the description of the variables used in the estimates and some descriptive statistics.
'2 Our main aim is to test the statistical significance and the sign of the coefficient of the diaspora firm dummy.



and North) and assuming that the disturbances are correlated. To this purpose, we estimate a

seemingly unrelated bivariate probit."
S. Empirical results

The results of the non-parametric estimation indicate a significant ‘between-group’
heterogeneity for the first two comparison groups, with domestic firms significantly less export
intense than diaspora ones. Indeed, inspection of upper part of Table 2 reveals that we strongly
reject the null hypothesis of equality of the cumulative distribution. As we do not reject the null
in the one-sided test, we can conclude that cumulative distribution of diaspora firms
stochastically dominates that of domestic firms. This conclusion does not hold for the other

couple: diaspora firms and foreign firms.

Table 2 - Kolmogorov-Smirnov tests for first order stochastic dominance - export intensity

Diaspora firms vs Domestic firms

Year Two sided One sided

2009 0.1541 -0.0006
(0.000) (1.000)

2008 0.1398 0.0000
(0.000) (1.000)

Diaspora firms vs Foreign firms

Year Two sided One sided

2009 0.0657 -0.0657
(0.236) (0.118)

2008 0.0782 -0.0782
(0.135) (0.068)

Note: Two sided is a test of the null that the two cumulative distribution functions are equal against the
alternative that they differ. One sided is a test of the null that the cumulative distribution function of the
second group lies below (or is equal to) the cumulative distribution function of the first group against the
alternative that it lies above.

Table 3 reports probit estimates of equation (3) when the dependent variable is the export
status.'* The results suggest that diaspora firms are more likely to be exporters than the domestic
ones even controlling for other relevant firms characteristics.”” In particular, being a diaspora

firm increases the probability of exporting by almost 12 percent (column 4).

13 We use this econometric technique since probit equations in the model are not independent and hence cannot be
estimated separately.

' Industry and Country fixed effects are included but not reported.

'S This result is stable across different specifications.



In Table 4 we report the results of the tobit estimates on the links between the share of exports
in total sales and firm characteristics. We find that the coefficient of the variable diaspora firm
1s positive and statistically significant across different specifications. This finding implies that
diaspora firm not only have higher probability of exporting but also a higher share of exports in

total sales.

Looking at the other control variables, our results are in line with the existing empirical
literature. The estimated coefficients on employment and labour productivity are positive and
significantly different from zero suggesting that large and more productive firms are more likely
to export and to have a larger share of exports in total sales (Roberts and Tybout, 1997; Bernard
and Jensen, 1999, 2004; Arnold and Hussinger, 2005). Sourcing patterns are also relevant to
understand the export behaviour of Sub-Saharan African firms: firms that rely more heavily on
domestic suppliers are less likely to enter and sell products in international markets (Hasan and
Raturi, 2003; Ottaviano and Martincus, 2009). Indeed, the richness of input variety in the
foreign markets and the plausible better quality and incorporated technology of imported inputs
may increase the efficiency of the production process and, therefore, the probability of
exporting as well as its intensity. In addition, having contact with foreign suppliers may reduce
information costs associated with entry into new markets. In order to control for the influence of
financial constraints on export activities, we use the ownership structure of a firm as a measure
of the possibility of financing business operations by external sources. The coefficient of the
dummy variable family business tells us that family firms have a lower probability of exporting;
it is more difficult for these firms to finance the large and partly sunk costs for entering into

foreign markets compared to limited liability companies.

We find that product diversification has a positive effect on export propensity but we find
evidence of a negative effect on the export intensity. It is plausible that diversified firms are
likely to have more products that will be profitable in foreign markets and, therefore, this helps
the initial decision to start exporting, but the export proportion of sales is higher for more
specialized firms (which in the African continent are often specialized in raw materials and

natural resources).

Our model also incorporates a control variable on the female share of employment of companies
(Ozler, 2000). Interestingly, we find that a higher proportion of female workers is positively
associated both to the extensive and intensive margins of trade. This result seems to confirm the
evidence that openness to the world economy has led to the feminization of the labour force in

many developing countries, although the exact mechanisms behind this process are still

10



. 116 . ..
controversial.” One argument stresses the importance of female labour force characteristics

such as reliability, stability, and flexibility from the viewpoint of employers, while other authors

suggest that women workers have been substituted for men workers by employers seeking more

docile and cheap labour as global competition increases (Standing, 1989; Pearson, 1998).

Table 3 - Export decision: Probit estimates

M) @
Coefficient Coefficient Coefficient Marginal effects”
Diaspora firm 0.3047** 0.2888** 0.3239%** 0.1173%+*
(0.1196) (0.1208) (0.1221) (0.0466)
MNE 0.5209%% 0.5081#** 0.5483%** 0.1916%**
(0.0587) (0.0595) (0.0635) (0.0226)
Employment 0.0004*+* 0.0004%** 0.0004*** 0.0001#+*
(0.0000) (0.0000) (0.0000) (0.0000)
Labor productivity (In) 0.1217%¢ 0.1460%%* 0.1424x%* 0.0481¢*
(0.0182) 0.0189) (0.0190) (0.0064)
Domestic inputs -0.1703%%* -0.1749%¢¢ -0.1755%%* -0.0580+x*
(0.0613) 0.0622) (0.0624) (0.0201)
Multi_product 0.0760 0.0910 0.0931 0.0311
(0.0579) (0.0588) (0.0588) (0.0195)
Blue-collar 0.5217%%* 0.4966%** 0.5103%%* 0.1722%%¢
(0.1372) (0.1388) (0.1393) (0.0470)
Female employment 1.0253%%* 1.0306%** 0.3479%x%
(0.1333) (0.1335) (0.0450)
Family business -0.1115* -0.0378*
(0.0605) (0.0206)
Industry Fixed Effects Yes Yes Yes
Country Fixed Effects Yes Yes Yes
Pseudo R 0.1987 0.2134 0.2143
Observations 2916 2893 2893

Standard errors are reported below estimated coefficient between parentheses.

0k significant at 1% level; ** significant at 5% level; * significant at 10% level.

* Marginal effects for dummy variables are calculated as discrete change from 0 to 1.

'S The relationship between export-oriented industrialization and feminization is particularly strong for economies
specializing in commodities that require low-skill content and labour-intensive methods of production.
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Table 4 - Export intensity: Tobit estimates

M B B
Diaspora firm 0.0532%* 0.0460%* 0.0446%*
(0.0237) (0.0232) (0.0234)
MNE 0.1004+* 0.0922%¢* 0.0905%+*
(0.0110) (0.0114) (0.0120)
Employment 0.0001** 0.0001** 0.0001#**
(0.0000) (0.0000) (0.0000)
Labor productivity (In) 0.0007 0.0061* 0.0063*
(0.0034) (0.0034) (0.0034)
Domestic inputs -0.0224* -0.0205* -0.0205*
(0.0110) (0.0114) (0.0114)
Multi_product -0.0458*** -0.0438*** -0.0438%**
(0.0110) (0.0108) (0.0108)
Blue-collar 0.1436%+* 0.1419%¢* 0.1413%%*
(0.0259) (0.0253) (0.0254)
Female employment 0.2984** 0.2983%**
(0.0248) (0.0248)
Family business 0.0047
(0.0110)
Industry Fixed Effects Yes Yes Yes
Country Fixed Effects Yes Yes Yes
Pscudo R 0.4137 0.4894 0.4895
Observations 2911 2888 2888

Standard errors are reported below estimated coefficient between parentheses.

¥ significant at 1% level; ** significant at 5% level; * significant at 10% level.

In order to test whether the diaspora firms export performance depends on the export markets,
we now turn to export behaviour across two main destination markets: South, which comprises
African countries, China, India and other Asian countries, and North, which comprises
European Union member states, United States and other OECD destinations. Table 5 presents
seemingly unrelated bivariate probit regressions. The variable diaspora firm is positive in both
the equations but statistically significant only for exports toward other South destination. This
result seems to indicate that diaspora members are better able to exploit the overall knowledge
they have of African continent or others South destinations. In this respect it is interesting to

note that about 40 percent of the diaspora investors is resident in other developing countries (25

percent within Africa).

12



Table 5 - Export decision by destination market:

seemingly unrelated bivariate probit

South North
Diaspora firm 0.2785%* 0.1822
(0.1263) (0.1418)
MNE 0.3949%+* 0.3839#**
(0.0645) (0.0735)
Employment 0.0002%+* 0.0006***
(0.0001) (0.0001)
Labor productivity (In) 0.1614*** 0.0467*
(0.0229) (0.0252)
Domestic inputs -0.1960*** 0.0973
(0.0639) (0.0732)
Multi_product 0.1623*+* 0.0001
(0.0600) (0.0668)
Blue-collar 0.3803*+* 0.554 1%+
(0.1411) (0.1803)
Female employment 0.3355%* 1.2684*+*
(0.1403) (0.1387)
Family business -0.1580** -0.1088
(0.0612) 0.0719)
Industry Fixed Effects Yes Yes
Country Fixed Effects Yes Yes
Rho (robust standard error) 0.4867 (0.03606)
Wald test Rho=0 (chi2(1)) 122.768***
Observations 30006

Robust standard errors are reported below estimated coefficient between parentheses.
*k* significant at 1% level; ** significant at 5% level; * significant at 10% level.

Several studies examining foreign market entry decisions have shown that there are significant
productivity differences between exporters and non-exporters (Bernard and Jensen, 1995;
Roberts and Tybout, 1997; Bernard et al., 2003). In this regard it is interesting to note that we

find that diaspora firms are more productive than domestic ones, another element which
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supports the idea that diaspora investments might be crucial in the development of the home

17
country.

Our analysis, however, shows that the better export performance of diaspora firms with respect
to domestic ones goes beyond differences in labour productivity. It might be explained, at least
partly, by another competitive advantage diaspora firms have over domestic ones: a better
access and attention to information and trade opportunities. In support of this hypothesis we find
that diaspora entrepreneurs in Sub-Saharan Africa countries are more familiar with international
and regional trade agreements than both domestic firms and, interestingly, multinational
enterprises (Table 6). Indeed, diaspora investors show a better knowledge of preferential trade
agreements such as EBA and AGOA and of bilateral and regional trade agreements. Diaspora
investors are well informed and dynamic economic agents, a precious ingredient for promoting

a more beneficial connection of Sub-Saharan Africa with the global economy.

Table 6 - Familiarity with trade agreements

Familiarity with international

Diaspora firm Domestic firm MNE
trade agreements
EBA - Everything But Arms (EU) 38.0% 23.9% 30.2%
AGOA - African Growth and o o o
Opportunity Act (USA) 59.5% 52.0% 53.8%
BTAs - Bilateral trade agreements 23.8% 20.3% 17.0%
Familiarity with regional trade Diaspora fitm Domestic firm MNE
agreements
COMESA 81.3% 59.6% 64.9%
EAC 69.1% 42.8% 53.2%
ECOWAS 57.6% 44.5% 51.2%
SADC 46.8% 40.0% 41.8%
UEMOA 21.0% 16.8% 18.7%
CEMAC 9.6% 9.9% 13.0%
ECCAS 9.8% 9.7% 11.0%

Source: authors' elaboration on Africa Investor Survey 2010

'7 By performing stochastic dominance tests we find significant labour productivity heterogeneity between diaspora
firms and domestic ones, with the former being more productive. Results are available from the authors upon request.
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6. Concluding remarks and policy implications

This paper has analysed the export performance of diaspora firms compared to that of domestic
and foreign firms in nineteen Sub-Saharan African Countries. We find that diaspora firms not
only have higher probability of exporting but also a higher share of exports in total sales than
the domestic ones. They, therefore, can contribute significantly to the internationalization of the

African economy both on extensive and intensive margins.

Our analysis suggests that, although diaspora firms are relatively more productive than domestic
ones, their better export performance goes beyond systematic differences in productivity. One of
the key comparative advantages of diaspora firms is their better access to information as
confirmed by the fact that they are more familiar with international and regional trade
agreements than both domestic firms and, interestingly, foreign multinational enterprises.

Beyond remittances, the presence of diaspora investors and entrepreneurs in the country-of-
origin’s economy may, therefore, contribute to the internationalization of the domestic economy

and, through this channel, play a role in helping their homelands develop.

Our results provide support to the choice of many African government and international
organizations (in primis, the World Bank) to devote a growing attention to their diaspora
communities in order to capitalize on the asset that the African diaspora represents and to better

systematize its contributions to the Africa’s economic development.

In the framework of general foreign direct investment attraction policies there is scope for a
specific strategy to encourage diaspora investments. Indeed, as any other potential investor,
diasporans require a favourable business environment, a sound and transparent financial sector,
rapid and efficient court systems, and a safe working environment. At the same time, however,
African governments would be wise to pay attention to specific aspects that could encourage
greater participation and contact by diaspora members in their homelands and, therefore, to
facilitate investments such as: improving the embassies’ role in providing information on trade
and investment opportunities as well as in supporting business and trade forums to attract
diasporan investors; facilitating and actively supporting transnational social network between
host and home countries; granting diaspora members political rights for instance by allowing for
dual citizenship and by facilitating voting by citizens who reside abroad; being inclusive
without excluding those migrants who are not politically connected or those belonging to certain
groups or elites; engaging in youth-oriented activities to foster relationships with the diaspora

investors of tomorrow.
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Appendix A - Lists of variables and summary statistics

Variable

Sonrce

Mean

Std. Dev.

Exporter status

Export intensity

Diaspora firm

Foreign firm

Employment

Labour productivity

Domestic inputs

Multi_product

Blue-collar

Female employment

Family business

Binary variable taking the value of 1 if the firm exports and 0 otherwise

Export to sales ratio

Dummy variable equal to 1 for diaspora enterprises and 0 otherwise

Dummy vaiable equal to 1 for foreign multinational enterprises and 0 otherwise

Number of employees of the firm (lagged one year)

Natural logarithm of the firm’s total sales divided by the number of employees

(lagged one year)

Binary variable taking the value of 1 if the firm sources its inputs mainly from
domestic providers (i.c., over 50%) and 0 otherwise

Africa Investor Survey
2010 (UNIDO)

Africa Investor Survey
2010 (UNIDO)

Africa Investor Survey
2010 (UNIDO)

Africa Investor Survey
2010 (UNIDO)

Africa Investor Survey
2010 (UNIDO)

Aftica Investor Survey
2010 (UNIDO)

Aftica Investor Survey
2010 (UNIDO)

Binaty variable taking the value of 1 if the firm produces multiple products and 0 Aftica Investor Survey

otherwise

Share of blue-collar workers over firm total employment

Share of female workers over firm total employment

Binary variable taking the value of 1 if the firm is a family firm (ownership

structure) and 0 otherwise

2010 (UNIDO)

Aftica Investor Survey
2010 (UNIDO)

Aftica Investor Survey
2010 (UNIDO)

Aftica Investor Survey
2010 (UNIDO)

0.234

0.188

0.052

0.332

133.736

9.895

0.253

0.665

0.668

0.259

0.572

0.423

4.761

0.222

0.471

488.380

1.666

0.435

0.472

0.211

0.219

0.495
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