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Background

0 There seems to be a positive relationship between
export performance and the share of vertical trade in
each country’s total trade.

o e.g. Mirodout and Ragoussis 2009

O ‘vertical specialisation’ often leads to vertical intra-
industry trade and one-way trade as a result of back-
and-forth transactions

o e.g. Ando 2006; Kimura and Ando 2005

o The ‘vertical specialisation’ concept recalls the slicing
up of the value chain in a global perspective

o e.g. Gereffi, Humprey and Sturgeon 2005




Research questions

o Are import flows from Italian Regions to the Maghreb
countries positively correlated with export flows?
- Does this hold for two ‘Made in Italy’ industries, namely

textile and clothing on one hand, and leather and footwear on
the other hand?

- Are Italian import flows in such sectors affected by selected
domestic and foreign variables? To what extent and for which
Region-country pairs?

- Is therefore any evidence of international fragmentation of
production between Italian Regions and Northern Africa?

o Are the Maghreb capable in attracting FDI?

- Which is the role of Italian investments in the area? (A proxy
to compute the Italian presence in the Maghreb is suggested).




Empirical modelling

o A two-way static gravity panel data (GLS)
Yie = Xt B+ i
where:
yitis the dependent variable (the level of import of a given region),
X;¢ is the n x K matrix of explanatory variables and
Bis a KX 1 vector of parameters.
It is assumed that y;, follows a two-way error component model:
Hig = 1+ A+ Vi,

where v;~ 1ID (0, ¢,%).




Empirical modelling (2)

u; is the regional-specific residual differing across partner countries and
l.denotes the year-period effect.

Under these circumstances the estimated standard errors of the
parameters and the variance-covariance matrix estimates are
inconsistent for the presence of both heteroskedasticity and serial
correlation.

Therefore we used the Newey-West (1987) covariance-matrix
estimator and a Generalised Least Square specification for our
model.




Empirical modelling (3)

The exogenous variables are the following

O

All

EXPORT represents regional exports towards the selected countries, i.e.
measures imports’ elasticity on exports,

LNPRODGROW represents the ratio between the domestic industry and
services productivity logarithmic growth rate,

LNAVFOREIGN is the added value of the foreign partner country,
XRFOREIGN is the bilateral real exchange rate,

DISTANCE is the kilometric distance between the regional capital city and
the partner country capital city,

DPARTNER is a country dummy,
DREGION is a regional dummy,
DYEAR is a yearly dummy.

variables are expressed in logs in order to interpret the coefficient
as the response elasticity of the dependant variable to a
percentage variation of the explanatory variables.



Empirical modelling (4)

We divided the original sample of twenty Italian regions in two
subsamples.

The first, denoted as ‘TypeA Regions’, indicates those regions
with higher trade flows, while

the second, denoted as 'TypeB Regions’, those with lower
trade volumes,

finally the whole sample was labelled as ‘Type A+B Regions’.

Such a distinction is primarily oriented to understand if the
Regions which are the most involved in the imports of
igoods, are, at the same time, those showing higher export
lows towards the selected partner countries.



The Data

o Import and export data are from , the Italian
statistical repository for international trade flows

o Domestic added value and productivity are from Istat, the Italian
national institute of statistics

o Foreign added value and exchange rates are from the World Bank

o FDI to the Maghreb are from
= FDIStat, World Investment Report, 2008 (UNCTAD)

= Surveys and Elaborations Service - Department on Foreign
Statistics - Bank of Italy

m ICE - Reprint Milan Polytechnic, Comext and World Bank
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Results (1

Table 1: Estimates for the model on the textile and elothing industry
Typed Regions  TypeB Regions  TypeA+E Regicons

Coefficient Coefficient Coetficient
Constant 4.0947F
EXPORT 0.72%r* 0,317 0. 3gre
LNPRODGROW 0.G%*r -0.22 0.64%*
LMNAVFORENGH 0.7E+r* 0.04 O.aIr+r
HXRFOREIGN -0.406 -84 -0.3Tr
DISTANCE -0.53F
Crountry Effects
MOROCCO -4 -3.4g¥* -4.4¥F*
ECGYPT -2 2T NI RS -2 g
TUNISLA
Fegional Effects
FIEDRONT 1.34FF 3.46FFF
LOMBARDY 1.35%+* J.eorrr
VENETO 1.0k 4. 185 *
EMILIA-ROMACGNA 0.Qgrrs 2.85vFF
TUSCANY 0.&1Fr* 20T
ABRUZZ 083w 2.97FFF
MARCHE -0.01 1.8EFFF
UMERIA 1.GEe" 1.41%+*
ADSTA VALLEY 0.45 0.75
TREMTINO-ALTO ADIGE -0.71% -0.47
LICURIA 0.73% 0.40%
FRIULI-VENEZIA GIULIA 0.55 -0.01
LAZIO 1.61%**
APULIA b R
CAMPANIA 1.gzrr®
CALABRELA -[,TTHEF =0T
SICILY 1.Gat* 1.21%**
SARDIMNIA 0,04+ [IRTE]
Time Efects
DYEAROZ n.0s' -0.03
DYEARO =007 -0.21 =007
DY EARO4 -0, 2%* -0.2 -0, 1%
DYEAROS 0 -0, 45%F -0.05%
DYEAROS -0.03 -0.41%" -0,.06
DYEAROT =01 -0.14
Fraquared 0.72 0.71 0.82

Naoter ¥¥ *% gnd * indicate significance at 1%, 5% and 10% respectively.



O
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Comments (I)

If looking at Table 1 we notice that the elasticity of imports’ due to a variation in exports is
very different if looking at ‘TypeA Regions’ rather than to ‘TypeB Regions’. In both cases the
coefficient is statistically significant, but it is more than double in the former group. If
considering the whole sample the coefficient is significant and its value is fairly close to the
one expressed by ‘TypeB Regions’.

‘TypeA Regions’ show a significant and positive sign for the variable that measures the
variation in productivity, conversely to what takes place for the group of ‘TypeB Regions’,
where the variable is not significative and carries a negative sign. If looking instead at the
whole group of regions the variation on productivity carries again a positive and significant
sign, whose value is higher than the sole ‘TypeA Regions’.

Similarly, the coefficient expressing the added value of the foreign partner country is
positive and significant for ‘TypeA Regions’, while it is close to zero for ‘TypeB Regions’. If
looking, again, at the whole sample the coefficient is again positive and largely significant.



Results (2

Table 2: Estimates for the model on the leather and footwear industry
TvpeA Regions  TyvpeB Regions TypeA+B Hegions

Coefficient Coefficient Coefficient
Conzstant
EXPORT 0.g2F* 0.ng+es 0.2]rrr
LNPRODGROW -0.41 -0 -0, 07
LNAVFOREIGH 1.20%* 0.52%r* 1
DISTANCE -1.BEFEE -0.01 -0 GO
XRFOREIGH -LETEE
Country Effects
MOROCCO -{, 3] -1.3g%* N
ECYPT R R -l.Bg*E* -2, 40k
Eegional Effect=
PIEDMONT 205+ 2 GEFEE
LOMBARDY 1.09%F e
VENETO 2. T2%F 4.9Errr
EMILIA-ROMAGNA 2,09 4.4k
TUSCANY 2.]12%F 5.03*r*
ABRUZZO 0.21
UTMERIA 3.87
MARCHE 1,70+ -0, 20k
LAZIO 068
APULLA 0.40 . 1o
CAMPANIA 2507 -0, 5arr
LIGURIA -0.38 4. GErerr
TRENTINO-ALTO ADIGE 0.15%** 0.54
FRIVLI-VENEZLA GIULIA -0.30 -0.20%F
CALABRIA -0.08 -0.11
SICILY 0,.BE¥** 0.51**
SARDINIA -0.01 0.10
Time Efects
DYEARDL 0.77rer -0.05 Q23rrr
DYEAROZ 0.G47rr 0.10 024"
DYEAROS 0.1a+es -0.12%F -0, 05T
DYEARO4A 0.2za%* -0.06FF -0, 1 5%
DYEAROS IEE R -0.05 -0, 2GFr
DY EAROSE 0.20ver -0.13" 0,147
R-aquared 0.76 0.86 0.91

Note: ¥+ *% and * indicate significance at 1%, 5% and 10% respectively.




Comments (I)

The elasticity of imports to exports is significant all along the three sample, but the
coefficient is higher for the ‘TypeA Regions’, actually four times higher circa than what takes
place for the complete dataset, and ten times higher than the coefficient expressed for
‘TypeB Regions’.

Contrary to the textile and clothing industry, the coefficient for the variation of the
productivity is not significant in this sector if the two regional samples are considered
independently, but it becomes significant if looking at the entire one.

As far as the added value of the foreign country is concerned, we find an expected positive
sign, which is largest for ‘TypeA Regions’, and almost the double of the coefficient of the
‘TypeB Regions’ and of the overall sample.

Different results emerge, instead, if considering the exchange rate and distance. In the
former case, the value is negative and the coefficient is significant just only for ‘TypeA
Regions’ and for the total sample. In the latter case, the coefficient is negative (as
expected), and largely significant only for the case of ‘TypeA Regions’.



Comments (I)
The role of Italian Regions in the Maghreb

Outward flows form Italian regions to the selected Maghreb countries
are extremely low (Tables available upon request.)

- Amongst the Nations, we noticed the limited relevance of Algeria
whose attractivity is extremely low, compared to the highest values
expressed by Tunisia.

- Amongst the Regions,

1) we are able to isolate the leading one, Lombardy, that has a strong
linkage with Egypt, but it also has significant relations with Tunisia and
Morocco.

2) The second place is occupied by Veneto with a significant outward
flow towards Tunisia,

3) which is the preferred destination also for capital coming from
Piedmont.

4) The fourth place is occupied by Emilia-Romagna, showing a
remarkable relationship with Egypt.



Is the Maghreb attractive for FDI?

A Regional Comparison

Table 5: FDI Stock - Comparison betwesn some Maghreb countries, North Africa and Africa - values in million Dollars
at current prices

1506 1097 19498 1954 2000 2001 2002 2003 2004 2005 2006 2007

Moracco Inward 5,445 6,655 7.056 8419 8842 11649 12131 17,106 19,883 20,752 20939 32,516
Outward 297 306 326 344 402 499 453 R0 676 666 1,350 2,002

Algeria Inward 1,001 2,161 2,768 3,050 3497 4693 5758 6,392 T7.274 8355 10,151 11,815
Chitward 183 153 154 231 249 258 358 372 30 G52 887 o977

Tunisia Inward 11,181 10,628 12,237 11.432 11,545 11,520 13.861 16,220 17,844 16,840 21553 26,223
Ctward 29 32 34 33 33 32 37 43 47 52 a0 115

Egyvpt Inward 15,326 16,578 17,654 18719 19955 20465 21.112 21,3409 23,506 25,882 38925 50,503

Outward 355 521 R fid 555 663 ROG 716 875 57 1,116 1,751
Morth Africa Inward 34,676 36,874 40,787 42,045 45,688 50,637 56,020 65,736 75,035 84,700 116,203 141,460
Outward 1,902 2,365 2,720 3,066 3,252 3,224 3,175 3,385 3636 3,874 4,243 5400
Africa Inward 90,157 100,194 108,657 152,668 152,614 149,561 164,652 202,233 240,887 270,084 335,435 393,420
Outward 32,884 32,722 36,007 43,301 44,156 29,194 340686 40,384 52,655 52,487 66,762 72752

Source: FDIStat, Waorld Investment Feport, 2008
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A Regional Comparison

Table 6: Percentage of FDI stack on GDP - Compariscn between some Maghreb countries, North Africa and Africa

19506 197 1908 RELE 2000 2001 20002 2003 2004 2005 20006 2007

Morocea Ierard 13.31 17.82 17.63 2118 238G 30856 20497 3434 353G 5.2 45.8 44.00
Catarard 0.72 n.s82 0.581 0.86 1.0 1.32 1.12 112 1.2 1.13 2,05 2.71
Algeria Ierard 4.05 4.4 5.74 .29 (.38 £.51 10.11 0.4 B.56 B.16 E.75 B.06
Chatward (.39 n.38 0.38 0.48 145 0.47 0.63 0.55 0.74 (.64 .50 0.74
Tunisia Irerard Lr.os G625 6178 B406 G038 TG0 6685 6493 6323 BRAE Tl.24  TE.G2
Chatward .15 .17 017 .16 17 0.16 017 017 017 .18 0,20 0.34
Egypt Iwrard 19.61 19.52 1946 1957 20.04 2167 2344 2760 2852 2849 3536 3811

Catarard .44 n.al 062 .63 .65 0.71 077 0.93 1.0 .05 1.01 1.24
Morth Africa  Ionward 15.72 1548 17.20 17.53 17.8 2023 2ROD 2547 2502 23491 ZE.50 0 20084
Chatward n.g L.O7 1.21 1.3 1.34 1.3a 1.39 1.4 1.28 1.15 1.04 1.14
Africa Ierard 1607 17.1% 1891  26.24 2521 2563 2828 20013 200156 2702 30064 31.27
Chatward G.21 5.08 i B.03 7.04 5.34 G.27 G.18 .58 5.88 G.45 .00

Source: FDIStat, Waorld Investment Report, 2008




Is the Maghreb attractive for FDI?(3)
The Italian participation in the Maghreb firms

Table T: Number of foreign firms participated by Italian firms
1.1.2002 1.1.2003 1.1.2004 1.1.2005 1.1. 2006 1.1.2007 1.1.2008

Algeria a6 87 a1 a4 a5 a5 o7
Moroceo 104 107 110 113 114 115 120
Tunisia 251 253 260 267 260 283 205
Egypt 87 a1 a7 ag 100 103 106
Total Maghreb 528 R34 558 573 578 5O BE
France 1,360 1,340 1,950 1,002 2,004 2,061 2,123
Spain 1,193 1.215 1,287 1,325 1,242 1,304 1,633
Cermany 1,462 1,527 1,557 1,608 1,619 1,683 1,743
Erazil 620 635 657 A54 G50 B65 710
Russia 235 245 254 266 301 317 334
India 155 204 217 226 235 2515 260
China 614 G54 O3 774 851 023 a75

mource: [CE - Reprint Milan Polytechnic
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(4)

The Italian role in the Maghreb: how many employees?

Table 5: Employees of foreign firms participated by Italian firms
1.1.2002 1.1.2003 1.1.2004  1.1.2005  1.1.2006 1.1.2007F 1.1.2008

Algeria 1,612 1,632 1,748 1,784 1,532 1,355 1,887
Moraceo 10,001 10,271 10,654 11,102 10,240 11,447 11,544
Tunisia 18,502 15,590 19,128 19,0154 19,193 20,034 20,544
Emvpt 5,080 5,261 5,356 5,370 0,923 8,555 8,302

Totale Maghreh 35,345 36,154 36,886 37,354 41,5588 41,891 42,581

France 156,662 133,585 132,619 134,176 134,354 136,871 137,642
Spain 68,479 (4,433 .5, D60 66,078 67,226 58,577 73071
(3 ermany 79,013 02,659 02,307 04,987 04,263 99,420 05,248
Brazil 90,363 84,788 79,832 G5,042 35,206 67,420 TG, 748
Russia 28,507 28,446 27,875 20,364 A0, 3146 28,087 32372
India 13,150 13,320 14,306 14,237 14,112 14,495 15,154
China 31,477 36,504 40,042 45,806 52,622 59,166 31,023

source: [CE - Reprint Milan Polytechnic
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(5)

The overall turnover generated by Italian investments

Table 9 Turnover of foreign firms participated by [talian firms (data expressed in million of Euros)
1.1.2002 1.1.2003 1.1.2004 1.1.2005 1.1.2006 12007 1.1.2008

Algeria 442 70T G093 B25 1,671 1,931 2,050
Moroceo 835 854 628 B85 787 037 1,030
Tunisia 1.046 1,334 1,365 1.440 1,512 1,607 1,745
Egypt 1652 1,744 1,445 1.707 2 G20 3,027 3,234
Total Maghreb 3,774 4,439 4.135 4,658 6,578 7,503 5,063
France 48,101 41454 43207 46,901 48,458 50,104 53,336
Spain 20,135 17.907 20602 23066 23,367 26, 864 £2,205
Germany 26,687 34028 35230 30205 42,547 46022 49,803
Brazil 16,585 12,774 12,713 11,772 13,575 16,542 22,062
Russia 1,736 1,332 2,036 2,257 2 5538 4,601 4,321

India 951 as1 1.025 10682 1,175 1,250 1,419

China 2,465 2,516 2,883 3,354 4,123 20,512 4,950

=ource: [CE - Reprint Milan Polyvtechnic




1s tne viagnrebd attractive 1or r'uis

(6)

Turnover per employee stemming from the Italian presence

Table 10: Tumover per employes of foreign firms participated by Italian firms (values in Eurcs)
1.1.2002 1.1.2003 1.1.2004 1.1.2005 1. 1. 20006 1.1.2007 1.1.2008

Algeria 273,883 433272 306,625 461,631 012,118 1,041,132 1.086 436
Moroceo A3,005 63,645 58,007 61,701 70,082 81,854 80,228
Tunisia 56,272 70,253 71,382 75,427 78,758 80,234 83,537
Exypt 325,008 331572 270,407  317.052 264,020 353,840 380,503

Total Maghreb 106,776 122,785 112,001 124,609 157,040 179,103 159,345

France 307,233 311,816 325706 349546 350,672 366,064 387,497
Spain 204,032 277012 312,339 349,066 408,327 458603 06,064
Cermany 450,082 376047 381,658 412,739 451,380 471,061 521,720
Brazil 186,856 150,652 150252 180002 203,154 2453482 257,458
Russia A0,602 64,302 73,055 76,853 34,368 167,017 133,470
India 72,327 73,679 71,221 75,909 53,503 86,202 93,619
China 78,324 76,321 72,009 73,215 78,349 246,554 81,265

=ource: [CE - Heprint Milan Polytechnic
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(7)

A tentative proxy of Italian FDI in each country

Flow per employes of foreign firms participated by Italian firms - values in million Dollars at current prices

Flow per employes of forsign firms participated by ltalian firms

2001 2002 2003 2004 2005 20006 2007
Egypt 0455 0419 0,464 .61 0334 0544 0655
Meoroeeo 0125 0124 0144 0158 0171 0185 0.245
Tunisia 018z 0177 0212 0264 0278 0204 0.352
France 0362 0446 0537 0617 0627 0659 0757
Spain n36s 0432 0543 0641 0774 0846 0807
Germany 0977 0858  1.039 1.15 1229 1.301 1.507
Brazil 0049 0046 00563 0056 0.09 0. 106 0113
Russia n3vs 0.3s80 .49 0.622 0.73 0.0458 1.023
India 0184 0126 0218 0288 0.342 0.445 0577
China N3G 0316 0379 0442 0443 0.501 06258

Source: our elaboration on [CE - Reprint Milan Palytechnic, Comext and Waorld Bank data




Comments (II)

The role of Italian Regions in the Maghreb: A measure of trade flow per
employee

As official statistics do not always provide the stock of outward IDE from
Italy to other countries, included those of our interest, we decided to
proxy it with the number of Italian employees abroad and compute
the volume of trade flow per employee.

Through our calculations, we noticed that within the Maghreb area,
Egypt shows the highest value, a country that already in the year
2001 showed a remarkable level. Much more lower are the digits
presented by Tunisia and Morocco, with a steady rise all along the
time span.

It is quite hard to provide a comparison between the Maghreb countries
and the so-called BRICs, that present an enormous economic power
and are extremely different one from the other.

Our measure seems quite reliable if looking at the results
provided for Germany, France and Spain.




Concluding remarks

The estimates of the gravity model generally support the idea of an
international fragmented production between Italy and the Maghreb.

Indeed,
firstly, the paper shows that:

o a growing amount of raw textiles is shipped overseas from some Italian
Regions to Tunisia and Egypt in order to be further processed exploiting
significant comparative advantages, and then re-imported domestically;

o but it also highlights (if looking at import composition at a narrow level) that
Italian Regions often import finished product to be either placed internally or
abroad.

Secondly, the paper contributes, although in a mostly descriptive fashion,

o to the analysis of FDI flows and stocks directed to the Maghreb countries and
to understand that

O sometimes those Italian Regions that trade the most with a country are also
more inclined to invest in it. This is not always the case, and further
research is needed to shed some light on this topic, relying on more
detailed trade and FDI data.



