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NBER Entrepreneurship Research Bootcamp 2014

Antonio Miscio - Essay

One of my main research interests is understanding the mechanisms behind the spatial
distribution of economic activity. The different projects that I am carrying out as part of
my doctoral training at Columbia University can all be seen as different ways to disentangle
such mechanisms. The link between this research area and my interest in Entrepreneurship
is that one of the most strategic issues entrepreneurs must address is where to locate their
business venture. Such location choice has strategic importance not only because it affects the
availability and cost of production inputs, but also because it determines in what downstream
market a firm operates.

The rest of this essay will provide an overview of my current work. I will begin by
presenting an ongoing project directly related to Entrepreneurship Economics. Due to the
early-stage nature of this project, I would greatly benefit from attending the NBER En-
trepreneurship Research bootcamp. It would give me an unparalleled opportunity to interact
with other researchers currently working on related topics and to gather valuable feedback.
Finally, I will briefly discuss the preliminary findings of a co-authored work that was recently
presented at the NBER Productivity, Innovation and Entrepreneurship meeting.

Start-ups’ location choice and agglomeration economies

Spatial clustering of related economic activities is the subject of a long research tradition
dating back to Marshall (1890). The traditional view is that businesses locate close to
one another in order to reduce the cost of transporting goods, people or ideas. Assessing
empirically the magnitude of such geographical externalities has proven challenging due to
endogeneity problems, in particular unobserved heterogeneity and simultaneity bias (Martin
et al. 2011). A further challenge has been to separately identify different sources of external-
ity. Martin et al. (2011) focus on yearly variations in total factor productivity and interpret
their estimates are a measure of short term gains from agglomeration, therefore reflecting
labor and input market externalities rather than technological spillovers which take longer
to realize. Ellison et al. (2010) instead draw insights from coagglomeration patterns, that is
the tendency of firms from different industries to locate near one another. A different line
of research, closer to this project, looks instead at birth patterns rather than stock patterns
on the argument that new establishments’ location choices are more informative of current
economic forces. I will now focus on the key contributions that fall in the latter tradition in
order to highlight the challenges they faced as well as how I plan to address them.

Arzaghi and Henderson (2008) study the entry patterns of advertising agencies and find
that networking and information externalities decay very quickly with distance. Their evi-
dence suggests that this source of agglomeration economies in industries that rely heavily on
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ideas or complex face-to-face interactions is difficult to detect at large spatial scales. Rosen-
thal and Strange (2010) extend the analysis to a wider set of industries and estimate that
additional employment at small and medium size establishments - but not large establish-
ments - positively affects entry of small firms. Their analysis finds evidence of input-output
externalities in the manufacturing sector, but it is inconclusive for other industries. One pos-
sible explanation for their mixed results is that agglomeration forces have a heterogeneous
effect across industries, which may confound the estimation at the high level of industrial
aggregation they use. Another explanation can be found in a particular form of congestion
forces studied by Delgado et al. (2010). The latter argue that studies of agglomeration
economies on regional entry patterns should control for convergence due to the existence of
diminishing returns to entrepreneurship at the regional level. Though Rosenthal and Strange
(2010) work at the zipcode level and not at the regional level, their study focuses on small
firms from relatively mature sectors, so it is possible that diminishing returns also operate
at such a small spatial scale.

In this research project I will focus on the entry patterns of high-technology companies.
Given the innovative nature of their businesses, issues such as convergence and diminishing
returns are less of a concern. My focus on a narrower but more detailed set of industries than
the one considered by Rosenthal and Strange (2010) will shed light on location tradeoffs of a
very different nature than those faced in the more mature industries they study. In particular,
the high-risk profile of technology start-ups has implications for the type of funding typically
available to them. This, in turn, also affects their location choice. Venture capital (hereafter
VC) funding, along with other forms of seed funding, is often the only option available to
high-tech firms that are too small or too young to secure bank loans or to raise funds in
the public markets. VC do not simply provide working capital to early-stage, high potential
companies but their role typically extends to mentoring, product development, business
planning, market research or introduction to a portfolio of contacts and other investors
(Hochberg et al. 2007, Senor and Singer 2009). Since VC funding is usually bundled with a
range of services that require complex and repeated interactions with funded firms, the entry
pattern of the latter is not orthogonal to the location of the VC industry. In this respect, it
is interesting to notice that the VC industry displays a level of geographical concentration
even higher than that of general economic activity (Chatterji et al. 2013). Moreover, in this
study I will take into account the existence of some regulations that can potentially affect
entry patterns or the study of agglomeration forces more generally. A particular form of
regulation relevant to the high-tech firms is the creation of government sponsored start-up
incubators and special industrial business zones. Most of the studies mentioned above ignore
the existence of zoning regulations. One exception is Arzaghi and Henderson (2008) who
use the stickiness of New York zoning constraints to argue the exogeneity of some variables.
However, zoning restrictions vary within and between metropolitan areas in the US. This
observation does not invalidate previous estimates but it does imply that a careful account
of regulations may be turned to an advantage, for instance, when addressing endogeneity
issues.
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Other projects

Another related project I am currently working on is “Agglomeration: A Dynamic Approach”
(with Walker Hanlon, UCLA). We introduce a dynamic approach for estimating the sources
of agglomeration economies. This framework allows us to simultaneously estimate the im-
portance of agglomeration forces attributable to cross-industry spillovers, to within-industry
spillovers, and to overall city size in the growth of city-industries. This is done while con-
trolling for fixed locational fundamentals, city-specific shocks, and national industry growth
rates. We implement the approach using detailed new data describing the industry com-
position of English cities from 1851 to 1911. We find strong evidence that cross-industry
connections can influence industry growth, particularly for industries with small firms and
more skilled workers. Within-industry effects are not present for most industries, but may be
important in a small number of sectors characterized by large firms and low-skilled workers.
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Letter of recommendation for Antonio Miscio, April 7, 2014

I am very happy to support Antonio Miscio’s application for the NBER
Entrepreneurship Bootcamp 2014.

Since I know you will have many letters to read through, let me be brief and to the
point. I think Antonio will be an excellent addition to the group of people that you
bring in to the bootcamp. He has a background in international trade/regional/urban
economics as well as industrial organization. As a result he brings a particular kind
of perspective to questions of entrepreneurship that will be valuable not only for his
own work but also for those students participating in the bootcamp with different
backgrounds.

You can see these influences in the range of problems he is considering in his
dissertation work. The project that is most directly related to entrepreneurship is one
that tries to understand spatial patterns of startups in high tech industries, including
relations with venture capital firms. This is still in an early phase and so will benefit a
lot from the bootcamp. But he has identified various quite interesting sources of data
and has a good background in the underlying spatial economics to make this a
fruitful path.

Antonio also has active projects that treat related spatial issues from varying
perspectives. He is working with Walker Hanlon, an Assistant Professor at UCLA, on
how the distribution of activity across industries affects growth opportunities of firms,
implementing this on a consistent panel of British data from 1851-1911. In addition,
he is working with Jonathan Dingel (new Assistant Professor at Chicago Booth) and
myself on understanding how skill is distributed across cities of different size,
including countries at different stages of development (US, Brazil, China).

In short, Antonio brings to this project a very rich set of influences that extend from
macro/city-level patterns of skill, the role of industrial mix on growth opportunities of
firms, and micro-level evidence on growth of innovative firms in high tech industries.
I think this breadth will make him a very lively contributor to conversations at the
bootcamp.

Very best,

Donald R. Davis,
Ragnar Nurkse Professor of Economics and International Affairs
Columbia University


