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Abstract

Openness to trade improves long-term growth but increases exposure to high volatility.
We study relationship between export diversification and output volatility using unique firm-
level data from four countries (including Slovakia) during the great recession.
The endogenous treatment regression is applied where the volatility of real value added
in 2008-2011 is explained by endogenously treated pre-recession export diversification
in 2008. The results show that the effect of export diversification on output volatility
is statistically significant and economically quite large. Exporters that are more diversified
than the median experienced smaller output volatility by one standard deviation than
did exporters that are diversified by less than the median. The effect of diversification
in goods is somewhat larger than the effect of diversification in destination markets.
The paper also demonstrates that the propensities for diversification are higher for older,
larger and more productive firms and for firms with high export intensity.
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