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This is a very preliminary draft of our work. It is working in progress. 
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How to make the UK a more effective trader?
S1.1 White Paper 1: UK Trade in the new Globalised World
S1.2 Research Project: On the Determination of  Sectoral UK Exports
S1.3 Research Project: Defying Gravity? Policy Uncertainty and Trade Diversion
S1.4 Research Project: De-internationalisation Strategies and Post-re-entry Performance
S1.5 Research Project: Non-tariff  Measures (NTMs), Firm Performance and Brexit
S1.6 Insight paper: COVID-19 Pandemic and Global Value Chains
S1.7 Insight paper: UK Professional and Business Services (PBS) Sectors and their International Traders
S1.8 Research Project: Service Restrictiveness, Sourcing and Delivering International Services and Productivity
S1.9 Research Project: Integration in Global Value Chains and Adoption of  Robots
S1.10 Research Project: Learning to export (at home) – the International Servitization of  the UK Producers
S1.11 Ongoing project: Intermittent Exporters in the UK: Stylised Facts and regional view
S1.12 UK Parliament Inquiry: the UK-US trade negotiations
S1.13 Report: UK Trade and Prosperity 2020 – Looking Beyond BREXIT and COVID
S1.14 UK House of  Lords EU Committee Inquiry: The future UK-EU relations on trade in services
S1.15 Research paper: UK Trade and COVID
S1.16 Research Paper: Feeding the Celtic Tiger – Brexit, Ireland and Services Trade
S1.17 Research Paper: Export spillovers in the UK regions
S1.18 Research Project: Is Green trade more resilient to global shocks?

Centre for Business Prosperity



abs_lloyds@aston.ac.uk
www.lbpresearch.ac.uk

9/25/
2021

4

1. De-industrialisation in the industrialised world. 
De-industrialization has started multiple decades ago and was accelerated by 

the 2008-2009 crisis in most high income countries….Factory-free economy 

(Fontagné and Harrison, 2017)

The UK is second-largest service exporter in the world.

2. Services have never been so tradable
Globalisation and ICT use

Service liberalisation started in the 1980s (Hoekman and Shepherd, 2017).

The Context
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3. The blurred boundary between manufacturing and services
Manufacturing firms not only rely on intermediate services sourced domestically 

and abroad (Nordås, 2010), but also actively engage in delivering services 

alongside their products in a process known as servitization (Baines and 

Lightfoot, 2013) or ‘product-service systems’ (Neely, 2008). 

4. Servitization of manufacturing firms
Large and fast growing literature spanning several fields (Raddats et al., 2019). 

Economic, financial and strategic benefits, helping survival.

The benefits of economics of scope of offering products and services.

The benefits of economics of scale of offering products and services globally.

The Context
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Today manufacturing firms’ 
competitiveness increasingly 
depends on the capability to 
servitize. 

In a nut shell

Servitization is a 
highly complex 
and challenging, 
and to carry out 
internationalised 
servitization is 
more so.

Important gaps remain in 
the literature.
‘service paradox’

Research question: What 
factors drive 
manufacturing firms to 
engage in cross-border 
servitization?

Our approach

What we find
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Are firms selected into exporting services?
- Large literature on firm level determinants of exports, services have remained 

under-researched as most of these studies are focused on trade in goods.

- Resources (Barney, 1991) and capabilities (Eloranta & Turunen, 2015) 

literature. 

- Differences between goods and services: a higher fixed cost associated with 

exporting services (Ariu, 2012). 

- Evidence suggests firm specific advantages may not matter for export 

intensity.

H1a: Productive firms self-select into participating in international servitization.

H2: Firms with specific advantages in scale, technological competence and 

human capital are more likely to engage in international servitization. 

Hypotheses
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Learning to exporting services, by serving at home
- Domestic servitization has been found to improve firm productivity, profitability, 

survival, innovation and competitive advantage (Bascavusoglu-Moreau & Tether, 

2010; Dachs et al., 2014).

- Organization learning literature

- Network actor theory (Jaakkola and Hakanen (2013)

- Relationships between manufacturers and upstream suppliers play an increasingly 

vital role for future research (e.g., Story et al., 2017 ; Vendrell-Herrero, Bustinza, 

Parry, & Georgantzis, 2017).

H3: Domestic servitized firms are more likely to engage in international servitization.

Hypotheses
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Learning to exporting services: intensive, extensive margins and 
diversification strategy

- Service traders are more sluggish in increasing their extensive margins of 
trade (Ariu, 2012). 
- Organisational resources such as firm size and technological capabilities 
are found to drive market diversification. 

H4: Domestic servitized firms are more likely to show wider extensive and intensive 
margins.
H5: Firms with strong firm-specific advantages are more likely to adopt market 
specialisation strategy in international servitization. 

Hypotheses
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International trade in services data (ITIS), the Annual Business Survey (ABS) 
and the IBDR Business Structural Database (BSD) compiled by the ONS.

The ITIS survey collects data on international transactions in services by private 
sector companies resident in the United Kingdom, and is the main input into the 
trade in services account in the United Kingdom balance of payments (ONS 
2007b; Breinlich and Criscuolo 2011). Good coverage and oversampling for 
potential service traders. 

The linked sample of ITIS and ABS consists of an average of 45,000 firms per 
year, containing both service traders and non-service traders.

This analysis draws on the sample of the manufacturing sector over 2011-2018, 
with average of 7,000 manufacturing firms per year.

Data
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Breakdown of Categories of Service and Goods Traders for 
Manufacturing Sector, 2011-2018

Stylised facts

Service Trade Categories Non-exporters of 
Goods

Exporters of Goods Total

Service exporter and 
domestic provider

1,255 (3%) 5,306 (11%) 6,561 (14%)

Service Exporter only 580 (1.3%) 1,901 (3.7%) 2,481 (5%)

Domestic Service provider 
only

13,282 (29%) 12,030 (26%) 25,312 (55%)

Non-Service Provider 5,928 (13%) 5,872 (13%) 11,800 (26%)

Total 21,045 (46%) 25,109 (54%) 46,154 (100%)
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# 1: 19% of manufacturing firms export services over 2011-2018, lower 
than 22% reported by Breinlich & Criscuolo (2011) for 2000-2005.

# 2: Although 69% of the manufacturing firms are domestically 
servitised, only 14% also export services.

# 3: 4% of these firms export only services and no goods.

# 4: Only 26% of the firms do not offer services either domestically or 
internationally.

# 5: Domestic servitization is more prevalent than international 
servitization with 55% of the firms providing services domestically with 
no service export, while 5% export services without selling services 
domestically.

Stylised facts
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# 6: Internationally servitised firms that also export goods contribute significantly 
to the economy in terms of value added, turnover and employment, compared to 
the other categories of manufacturing firms.

# 7: Manufacturing firms that are domestically and internationally servitised, and 
also export goods account for the majority of service exports. 

# 8: Manufacturing industries and UK regions are heterogeneous with regards to 
their level of international servitization (i.e. sectoral and spatial unevenness). 

# 9: On average, internationally servitised Manufacturing firms are more 
productive, bigger in terms of employment and turnover, older, more 
innovative/invest in more intangible assets and have a higher level of domestic 
servitization compared to non-internaltionally servitised manufacturing firms.

Stylised facts
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Variables
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We estimate a fixed effect logit model, tobit model, Poisson Model and a Robust Outlier 
Regression for the different dependent variables of export participation, extensive and 
intensive export margins, and diversification proxies. 

𝑌𝑌𝑖𝑖𝑖𝑖 = 𝛼𝛼𝑖𝑖𝑖𝑖 + 𝛽𝛽1𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑖𝑖𝑖𝑖 + 𝛽𝛽2𝐹𝐹𝐹𝐹𝐹𝐹 + 𝛽𝛽3𝐷𝐷𝐹𝐹𝑖𝑖𝑖𝑖 + 𝛽𝛽4𝑋𝑋𝑖𝑖𝑖𝑖 + 𝜀𝜀𝑖𝑖𝑖𝑖
Where
𝑌𝑌𝑖𝑖𝑖𝑖 measures the different aspects of international servitisation (participation, intensity and 
strategy)
Productivity is measured as TFP using LLP
FSA is a vector containing firm size, innovation and employees’ skills.  
DS is domestic servitisation measured as the log of the industrial and non-industrial 
services sold at home.
𝑋𝑋𝑖𝑖𝑖𝑖 is the vector of control variables which include ownership, service exporting 
experience, goods export status, subsidy received by the firm and the yearly exchange 
rate.
Fixed effect specification with lagged explanatory variables to deal with some of the 
endogeneity problem, and sample selection model when evaluating intensity of exporting.

Methodology



Some preliminary findings:
Participation

HT: Eurostat and OECD definition, which is 
based on the R&D and knowledge intensity 
of the industries. 



Some preliminary findings:
Intensive margins



Some preliminary findings:
Extensive margins



Some preliminary findings:
International market strategy
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#1. Productivity and firm-specific advantages (FSAs) such as size, employee 
skills and technological resources predict export participation.

#2. Productivity affects entry into service exports, and has weak association 
with intensity of exports; and has no bearing with extensive margins, nor post-
entry diversification strategy.

#3. FSAs share similar patterns: clearly drive the initial selection but not 
intensity. Firms with stronger FSAs are more likely to specialise than diversify.

#4. Domestic servitization is positively and consistently related to international 
servitization participation, intensity, extensive margins (esp. market reach), and 
specialisation strategy in exporting services. This is strong evidence of effect of 
learning by serving (at home). 

Preliminary findings
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#5. Patented innovation is key to high tech manufacturing firms services 
exports.

#6. Use of ICT is instrumental to delivering services, increasing market 
reach and specialisation.

#7. Connection to services networks does not lead to cross-border 
servitization, but it helps exporting more value and reaching more 
markets.

#8. Foreign firms and domestic firms have different strategies. While 
foreign firms are more likely to participate cross-border servitization, 
export more and diversify, domestic firms are more ready to specialise.

Preliminary findings
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- Robustness checks

- Understand better the channels of effects

- Implications on performance

- To differentiate the market destinations and assess the effect of the 

Brexit.

- To link trade barriers with firm international servitization strategy.

Next Step
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