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1 Introduction

A growing body of empirical literature has examined firms’ participation in international trade and
identified substantial heterogeneity in activity across firms. More productive firms have been
shown to earn higher export revenues, enter more markets, and trade more products. In addition,
exporters systematically outperform non-exporters in terms of productivity, employment, wages,
skill- and capital-intensity.' This firm heterogeneity has proven important because of evidence
that reallocations across firms are instrumental for the effects of trade liberalization on aggregate
productivity growth (Pavenik 2002; Bernard, Jensen and Schott 2006).

This paper uses newly available and uniquely rich data on the universe of Chinese trading
firms to establish new and confirm existing stylized facts about firm heterogeneity among
exporters and importers. Our results shed light on the cost structure of international trade and the
importance of foreign ownership for firms’ export and import decisions. Our analysis also
provides a detailed overview of China’s trade activity and the sources of Chinese trade growth
over the 2003-2005 period.

The data we use offer a level of detail that has so far only been available for the United
States and is unprecedented for other developed or developing countries. In particular, we observe
firm exports and imports by product and destination/source country at a monthly frequency, and
have information about the firm ownership structure. By contrast, the prior literature has largely
explored data on exporting firms only, which typically lack information along at least one other
dimension of our data.’

Our work is closest to that of Bernard, Jensen and Schott (2009), henceforth BJS, who
examine the universe of U.S. importers and exporters with similarly rich data. BJS also compare
the performance of domestic firms to that of multinational affiliates, although they cannot identify
American vs. foreign-owned MNCs. Instead, we distinguish between Chinese private firms, state
enterprises, affiliates of foreign multinationals, and joint ventures (foreign ownership under

100%). By virtue of China's size, rapid trade expansion and range of institutional frictions, our

' See, among others, Bernard and Jensen (1995, 1999) and Bernard, Jensen and Schott (2009) for the U.S.; Bernard
and Wagner (1997) for Germany; Clerides, Lach and Tybout (1998) for Colombia, Mexico and Morocco; Aw, Chung
and Roberts (2000) for Korea and Taiwan; Eaton, Kortum and Kramarz (2004, 2008) for France; and Bernard, Jensen,
Redding and Schott (2007) for a survey of the literature.

2 For example, Eaton, Kortum and Kramarz (2004, 2008) observe French firm exports by destination, but not imports
or products; Arkolakis and Muendler (2009) analyze Brazilian firm exports by product and destination, but not
imports or ownership type; Muils and Pisu (2009) study Belgian firm exports and imports by product and destination,
but not ownership structure or the universe of trade flows.



data thus offer insight into the factors determining firms' trade participation decisions in general
and their salience in constrained environments.

Since joining the World Trade Organization in December 2001, China has experienced
rapid international trade expansion and a dramatic rise in multinational firm activity. Between
2003 and 2005 alone, exports grew 86% while imports increased 66%, to reach $548.4 and $483.5
billion, respectively. Chinese joint ventures and affiliates of foreign multinationals were
responsible for fully 75% of these trade flows.

These aggregate patterns mask substantial variation in activity and frequent reallocations
across firms. We establish six stylized facts about the nature of this firm heterogeneity:

Stylized fact #1: We confirm the result in the prior literature that a substantial share of
trade flows are captured by a few multi-product firms that transact with a large number of
countries. While this pattern holds for both exports and imports, the distribution of imports is
significantly more skewed and there are many more small firms among importers. These findings
are consistent with the existing heterogeneous-firm models of exporting such as Melitz (2003),
and suggest that these models apply equally well to importing. The first stylized fact can thus be
attributed to firm heterogeneity in marginal costs and country-product specific fixed costs for both
exporters and importers. The different distributions for these two sets of firms indicate lower fixed
costs of importing relative to exporting and a greater dispersion in productivity (marginal costs)
across importers than across exporters.

In comparison, BJS document a substantially more skewed distribution of trade flows,
product and trade partner intensity across U.S. firms than the one we observe for China. This
difference is driven by the presence of many small American firms that trade a limited number of
products with a few countries. These patterns suggest that Chinese firms may face significantly
higher fixed trade costs, which raise the productivity cut-off for exporting and importing. Given
the higher level of financial development in the U.S. and the evidence that smaller firms are more
credit constrained®, small Chinese firms may also be unable to raise sufficient external financing

to engage in international trade.

? See, for example, Beck, Demirgiig-Kunt, Laeven and Levine (2008), Beck, Demirgiig-Kunt and Maksimovic (2005),
and Forbes (2007).

* Manova (2007) shows that credit constraints reinforce the selection of only the most productive firms into exporting.
See Beck (2002, 2003), Becker and Greenberg (2007), and Manova (2007, 2008) among others for country-level
evidence and Greenaway, Guariglia and Kneller (2007) and Muils (2008) for firm-level evidence.



Stylized fact #2: The average importer buys more products than the average exporter sells,
but exporters trade with more countries than importers do.” Similarly, 68% of the firms that
engage in two-way trade import more products than they export, and 53% export to more
countries than they import from. These patterns are consistent with the idea that many Chinese
firms import intermediate products for further processing, final assembly and re-exporting. This
could explain why most firms import numerous inputs from a few (potentially low-cost) source
countries and transform them into fewer final products for sale in a large number of destinations.

Stylized fact #3: Firms’ trading activity varies systematically with their extent of foreign
ownership. Foreign affiliates trade more on average and are more likely to engage in two-way
trade than joint ventures, who in turn lead private domestic firms. Moreover, import product
intensity and the number of source countries increase with foreign ownership, while export
product intensity and the number of destinations decrease with foreign ownership. Compared to
private domestic companies, foreign affiliates and joint ventures in fact import more products from
more source countries, but export fewer products to fewer destinations.

One possible explanation for these patterns is that domestic firms process a few basic input
materials into a broad range of simple final goods, while foreign firms specialize in high-tech
complex final products which require the assembly of numerous inputs. This would be consistent
with property-rights models of FDI that predict greater multinational activity in R&D intensive
sectors.® Our results may also indicate that foreign firms prefer to source (potentially higher
quality) inputs from abroad, while domestic firms use local suppliers.

Relative to domestic companies, foreign affiliates may buy inputs from more countries
because they are more efficient at locating and importing inputs from abroad, or because they need
specialized inputs that are not available in one location. The results for the number of export
destinations appear surprising in the context of heterogeneous-firm models, which predict that
more productive firms enter more markets and are more likely to be multinational. Foreign firms,
however, may conduct intermediate stages of production in China and re-export unfinished goods
for further processing by affiliates in other countries. Since multinationals likely do not maintain

affiliates in all final consumer markets, their Chinese branches could record fewer export

> Since we do not observe the domestic activity of Chinese trading firms, when we refer to the products an importer
(exporter) buys (sells), we always mean the products the firm imports (exports).

® See Antras (2003) and Antras and Helpman (2004, 2008) for a theoretical treatment, and Antras (2003), Yeaple
(2006), Nunn and Trefler (2008) and Feenstra and Hanson (2005) for empirical evidence.



destinations than domestic firms. Foreign firms may also produce relatively more specialized
intermediate or final goods that only richer countries demand, while domestic firms may focus on
standardized inputs or final goods that appeal to producers and consumers in many countries.

Stylized fact #4: The relationship between firms’ intensive and extensive margin of trade
differs between exporters and importers and depends on the ownership structure of the firm.
While domestic firms that export or import more products trade less per product, joint ventures
and foreign affiliates follow a non-monotonic relationship: exports and imports per product are
lowest for firms at an intermediate level of product intensity. At the same time, importers that
source products from more countries import more per country regardless of ownership type, while
exporters exhibit a U-shape.

These findings contribute to an active literature on the operations of multi-product firms
(Bernard, Redding and Schott 2009a,b,c; Arkolakis and Muendler 2009; Mayer, Melitz and
Ottaviano 2009; Eckel and Neary 2008; Nocke and Yeaple 2006), which tends to predict a
monotonic relationship between firms’ intensive and extensive margins. This relationship is
largely determined by the cost structure of trade and the nature of firm competition. The more
complex patterns we find suggest that we have yet to understand the economic forces that affect
firms’ optimal scope and scale. Our results also indicate the possibility of important differences
between firms' exporting and importing costs at the country-product level. Finally, the trade costs
firms face and their ability to finance these costs may vary with ownership structure, and thus
affect firms’ integration and location decisions.

Stylized fact #5: Firms are prone to exit and re-enter into exporting and importing, and
frequently change their trade partners and product mix. Foreign affiliates and joint ventures,
however, have significantly higher survival rates and exhibit less product and trade partner
turnover than domestic firms. These results complement evidence in the prior empirical literature
on the importance of churning for firm- and aggregate productivity.” They also speak to the
relevance of theoretical models of intra-industry firm dynamics and intra-firm product turnover
(Melitz 2003; Bernard, Redding and Schott 2009b,c; Costantini and Melitz 2009). In particular,
our findings indicate that firms face sufficiently low sunk costs of trade or sufficiently volatile

cost/demand shocks to warrant regular adjustments on the extensive margin. The systematic

7 See Pavenik (2002), Alessandria and Choi (2007), Bernard, Redding and Schott (2009a), Besedes and Prusa
(2006a,b, 2007), BJS, Eaton, Eslava, Kugler and Tybout (2008), and Bartelsman, Haltiwanger and Scarpetta (2008).



differences across ownership types signal that foreign firms have higher sunk costs or experience
fewer and smaller shocks. If firms face liquidity constraints, the affiliates of foreign multinationals
may also be better able to weather negative shocks since they can access internal lending from the
parent company.8

Stylized fact #6: The growth in Chinese exports between 2003-2005 was driven by firm
entry (30%, aggregate extensive margin), surviving firms expanding exports of surviving products
to existing trade partners (42%, firm intensive margin), and surviving exporters adding new
products and destinations (28%, firm extensive margin). This breakdown is 27% - 51% - 22% for
imports. If one ignored firm heterogeneity and focused on China’s product composition and trade
partners in aggregate, almost the entire growth in trade would erroneously be attributed to the
intensive margin: Average Chinese trade flows per product and average Chinese trade flows per
trade partner increased at roughly the same rate as overall trade. These results indicate that the
biggest boost to Chinese trade came from new and surviving firms expanding into products and
markets that other firms were already tapping. Thus, understanding firm heterogeneity and firms’
trade decisions is central to understanding movements in aggregate trade flows.

The remainder of the paper is organized as follows. The next section describes the Chinese
trade data. Section 3 documents the distribution of trade flows, product scope and trade partner
intensity across firms with different ownership structures. Section 4 decomposes China's trade
growth into its extensive and intensive margins, while Section 5 explores firm, product and trade

partner dynamics. The last section concludes.

2 Data

We analyze a recently released proprietary database on the universe of Chinese firms that
participated in international trade over the 2003-2005 period. These data have been collected and
made available by the Chinese Customs Office.

We observe the value of firm exports and imports (in US dollars) by product and trade
partner for 243 destination/source countries and 7,526 different products in the 8-digit

Harmonized System.’ Each firm is assigned one of seven possible ownership types, which we

¥ See, for example, Desai, Foley and Forbes (2008) for evidence that the affiliates of foreign multinationals are less
credit constrained relative to domestic firms.

? The classification of products is relatively consistent across countries at the 6-digit HS level. The number of distinct
product codes in the Chinese 8-digit HS classification is comparable to that in the 10-digit HS trade data for the U.S..



group into four categories: domestic state enterprises, domestic privately held firms (including
collectively-owned firms), fully foreign-owned affiliates, and joint ventures (with foreign
ownership under 100%). While the data are available at a monthly frequency, for most of the
analysis we focus on annual trade flows in the most recent year in the panel, 2005. We use higher
frequency data to examine firm, product and trade partner dynamics in Section 5.

The data contain a number of additional variables which we do not exploit in this paper.
For each (firm, trade partner, product) triplet, we observe the means of transportation (out of 19
options such as air, ship, etc.), the customs office where the transaction was processed (out of 42
offices), the region or city in China where the product was exported from or imported to (out of
710 locations), and any potential transfer country or region (such as Hong Kong). The dataset also
provides information on the quantities traded in one of 12 different units of measure (such as
pieces, kilograms, square meters, etc.).

Some state enterprises in China are pure “trading” companies in the sense that they do not
engage in manufacturing but serve exclusively as intermediaries between domestic producers
(buyers) and foreign buyers (producers). We focus on the operations of firms that manufacture and
trade goods, and leave the study of “trading” companies for future work. While the data do not
explicitly identify such “trading” firms, we look for keywords in company names to flag them.'’
We can nevertheless not be sure that we have excluded all such enterprises, and comment on this

as appropriate. In the rest of the paper, we refer to all firms remaining in our data as trading firms.

3 China’s trading firms, traded products and trade partners

In this section, we document the distribution of exports and imports across firms of different
ownership type, and examine their product and trade partner intensity. We also explore the
relationship between the extensive margin (number of products or trade partners) and the intensive
margin of trade (average trade per product or per trade partner) at the firm level. We first describe
a range of patterns in the data, and then highlight our most important findings as four stylized

facts.

1 We drop 23,073 “trading” firms which mediate a quarter of China’s trade by value.



3.1 Exporting and importing firms

In 2005, 114,483 Chinese firms participated in international trade. As Table 1 shows, more than
half of these firms engaged in both exporting and importing. However, this ratio varies
significantly across firms with different ownership structure. Fully foreign-owned firms are
substantially more likely to conduct two-way trade (67%) than joint ventures (53%) and state
enterprises (48%), which are in turn more likely to do so than privately held domestic firms
(31%). These numbers are markedly higher than the ones BJS report for the United States, where
only 17.5% of all trading firms both exported and imported in 2000. Moreover, in the U.S. this
share is similar for domestic and multinational firms.

While the fraction of Chinese firms that only import but do not export is roughly 15%
regardless of organizational structure, the share of firms that only export decreases with foreign
ownership.'' This is consistent with the idea that multinational companies (MNCs) operating
affiliates in China are likely to import intermediate inputs for further processing or final assembly
before re-exporting to third destinations. By splicing the production chain into tasks with different
factor intensities, MNCs can thus exploit cross-country differences in factor prices. "

Table 2 shows the total value of Chinese trade flows and its breakdown by firm ownership
type. In 2005, China's exports and imports amounted to $548.2 billion and $483.3 billion,
respectively. Fully 90% of all trade was conducted by firms that both export and import. While
foreign affiliates represented 38% of all trading firms, they captured half of all exports and
imports. Joint ventures accounted for a quarter of all firms and of aggregate trade flows. Privately
held domestic firms were more than five times as numerous as state enterprises (see Table 1), but
they traded less on average and were considerably less likely to both export and import. For these
reasons, private domestic companies contributed significantly less to exports (13%) than their
numbers would suggest (32%), while state-owned firms (6.3% of all firms) claimed a larger than
proportional share of exports (10.3%). This pattern is even more extreme for imports.

In line with existing stylized facts for other countries, the distribution of trade flows across
Chinese firms is extremely skewed. As Table 3 illustrates, firms at the 90" percentile by export
value export over 200 times more than firms at the 10™ percentile. This ratio is an astounding

1,700 for importing firms. This difference is mostly driven by a fatter left tail in the distribution of

" Throughout the paper, when we say that a variable increases in foreign ownership, we mean that it is higher for
foreign firms than for joint ventures, and in turn higher for joint ventures than for private domestic firms.
12 See Helpman (1984) for a classical treatment of the incentives for vertical FDI.



imports than exports: While importers tend to buy less than exporters sell at any percentile level,
this gap is greatest among the very small trading firms.

Simple averages suggest that state enterprises trade greater volumes than foreign affiliates,
which have a slight advantage over joint ventures and a more pronounced lead over private
domestic firms. These differences are, however, driven by the top 25% of state-owned firms and a
generally longer and fatter right tail in their distribution of trade flows. Given that a sizeable share
of state enterprises serve as intermediaries between domestic and foreign buyers and producers
without manufacturing in-house, this pattern may indicate that the filter we used did not exclude
all state trading companies.

As these skewed distributions would imply, the vast majority of Chinese trade is conducted
by a few very active firms (Table 4). The top 1% firms in terms of trade flows are responsible for
51% and 60% of all exports and imports, respectively, while the top 10% firms capture 80%-90%
of all trade. By contrast, the bottom half of all exporters account for less than 2% of China's
exports, and the bottom 75% importers channel less than 3% of China's imports.

Among private firms, the concentration of exports and imports in the top 1%-5% firms
increases with foreign ownership. In other words, the data exhibit progressively greater skewness
as one moves from private domestic firms to joint ventures to foreign affiliates. The distribution of
trade flows across state enterprises does not fit neatly into this ordering as it is much more
concentrated for imports than for exports. This pattern may once again reflect the presence of
misclassified large trading companies.

In comparison, BJS report a substantially more skewed distribution for the United States,
where the top 1% firms perform 81% of U.S. trade. This suggests that there is a fringe of firms
which can viably export and import at a small scale in the United States, but not in China. We

return to this observation in Section 3.4.

3.2 Exporters’ and importers’ product intensity

There is tremendous variation in product and trade partner intensity across Chinese exporters and
importers. There are also some systematic differences across firms of different ownership type.

On average, Chinese importers transact in more products than exporters, although the
distribution of product intensity has a much longer right tail among exporters. As Table 5 shows,

the average number of products traded is 9.3 for exporters and 17.1 for importers, where goods are



classified according to the 8-digit HS system. This comparison, however, masks important
differences across firms with different organizational structures. Note first that state enterprises
have a higher than average product intensity, and import and export roughly the same number of
goods on average (21.5 and 22.8, respectively). Some transact in the broadest range of goods
observed across all firms, reaching a maximum of 1,610 products exported and 767 products
imported." These are likely trading companies that engage in little or no manufacturing which our
filter has not identified.

Interesting patterns emerge among private firms. In absolute levels, average import product
intensity increases with foreign ownership, while the converse is true of exports. However, foreign
affiliates and joint ventures import roughly three times as many products on average as they
export. By contrast, the average domestic firm exports 50% more products than it imports.
Similarly, the maximum number of products traded by any foreign firm or joint venture is higher
for importers than for exporters, while the converse holds for private domestic firms.

These patterns are confirmed in the sample of Chinese firms that both export and import
(Panel C of Table 5). Such firms tend to transact in more products than firms which engage in one-
way trade only, and for this reason their mean number of goods exported (10.5) and imported
(19.4) exceeds the averages reported in Panels A and B. This comparison holds within each firm
ownership group as well. Among private firms, average import product intensity once again
increases with foreign ownership, while the converse is true of exports. Moreover, only 19.7% of
foreign affiliates export more products than they import, while that share rises to 30.9% for joint
ventures and 58.3% for private domestic firms. In the full sample, this fraction is 31.7%. In other
words, the systematic variation of the average export and import product intensity with foreign
ownership is not an artifact of aggregating across firms but is true at the firm level as well.

How can these patterns be explained? One possible interpretation is that the composition of
firm ownership varies systematically across sectors, and sectors differ in their input-output
characteristics. For example, private domestic firms may be most active in industries that process a
few basic input materials into a broad range of final goods. A firm may thus import a unique
product, such as cotton textile, and produce a range of different products — for instance, various
clothing pieces — that would be recorded as separate HS-8 export categories. Similarly, a plastic or

steel manufacturer may import a single raw material and export a range of products such as toys,

1% The overall maximum number of products imported is 868, exhibited by private domestic firms.



buttons and kitchen bowls. On the other hand, firms with partial or full foreign ownership may
specialize in high-tech industries that produce a limited number of complex final goods which
require the assembly and processing of numerous customized inputs. A number of papers have in
fact argued that, in the presence of imperfect contractibility and relationship specific investments,
there will be more multinational activity in R&D intensive sectors.'* In unreported summary
statistics, we have confirmed that foreign firms indeed capture a substantially larger share of
Chinese trade flows of differentiated manufactured goods and R&D intensive sectors.

The above explanation implicitly assumes that, within a given industry, all firms are
equally likely to import their intermediate inputs instead of buying them domestically, as well as
to export their final products instead of only selling them locally. An alternative and
complementary explanation may be that foreign affiliates and joint ventures prefer to source inputs
from abroad while domestic firms use local suppliers, even if they tend to produce similar output
products. For example, foreign firms may produce higher-quality goods using better technology
and choose to import higher-quality inputs that may not be available in China.

While this could account for the patterns we document for import product intensity, it
would not explain the systematic differences in export product intensity across firm ownership
types. If anything, one would expect foreign affiliates and joint ventures to be more likely to
export a good, conditional on producing it. This is particularly true of China, which has
traditionally attracted more vertical and export-platform FDI than horizontal FDI. Indeed, a much
bigger share of foreign firms than private domestic firms in China engage in both exporting and
importing (recall Table 1).

In addition to summarizing the average product intensity across exporters and importers,
Table 5 also reports the number of products traded by firms at different percentiles of the
distribution. These statistics illustrate the extent of skewness in the data. Roughly 75% of all firms
have a narrower product scope than the mean, while firms at the 90™ percentile transact in twice as
many products as the average firm. These patterns appear independent of firms’ organizational
structure and highlight the importance of firm heterogeneity in the data.

The lion's share of China's trade is conducted by a few firms that trade the broadest range

of products. Table 6 reports the distribution of firms across different bins by product intensity

4 See Antras (2003) and Antras and Helpman (2004, 2008) for a theoretical treatment, and Antras (2003), Yeaple
(2006), Nunn and Trefler (2008) and Feenstra and Hanson (2005) for empirical evidence.
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(odd-numbered columns) and the percent share of total exports or imports firms in each bin
capture (even-numbered columns). While 23% (19%) of all exporters (importers) trade exactly
one product, they mediate only 5.6% (2.2%) of all exports (imports). By contrast, only 4.4% of
exporters sell more than 30 products, but they contribute 30% to all exports. Similarly, only 2.6%
of importers buy more than 100 products, but they account for 42% of all imports. These patterns
are qualitatively the same in each subset of firms with a given ownership structure.

BJS report a significantly more skewed distribution of trade flows across product intensity
bins for the United States. In 2000, fully 38% of U.S. exporters and 32% of U.S. importers traded
only one product, but they captured a mere 0.7% of all trade. By contrast, 15% of U.S. exporters
and 21% of U.S. importers transacted in more than 10 products, but mediated over 92% of U.S.
trade. Combined with the conclusion from the end of the previous section, this suggests that firms
which optimally trade small volumes in a few (or even only one) products may be viable in the

United States but not in China.

3.3 Exporters’ and importers’ trade partner intensity

The average Chinese exporter transacts with almost twice as many trade partner countries (7.5) as
the average importer (4), as seen in Table 7. Similarly, the maximum number of export
destinations observed for any firm is 144, while the most active importer sources products from
only 67 origin countries. These patterns hold within each of the four groups of firms with different
ownership structure as well. However, the difference between the average exporter and importer
trade partner intensity is largest for domestic firms (both state-owned and privately-held), lower
for joint ventures, and smallest for foreign affiliates.

Perhaps surprisingly, foreign firms on average export to fewer destination markets (6) than
joint ventures (7.4), which in turn sell to fewer countries than private domestic firms (8.7). By
contrast, importers exhibit the opposite ranking, with foreign firms sourcing products from more
countries than private domestic companies. Chinese state enterprises transact with the greatest
number of destination markets (11.2) and source countries (5.6) on average, although these
averages may partly reflect the activity of trading companies that our filter has not detected.

Similar patterns persist in the sample of firms that engage in both exporting and importing.
These firms maintain trading relationships with more countries on average, with a mean export

and import trade partner intensity of 8.2 and 4.3, respectively. Once again, the average number of
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source countries increases with foreign ownership, while the average number of export
destinations falls. Moreover, while 44% of foreign affiliates export to more countries than they
import from, this fraction is 53.6% for joint ventures and 70.6% for private domestic firms. In the
full sample of firms participating in two-way trade, this share is a little over a half. In other words,
the reason why foreign firms have more export destinations than source countries on average, and
conversely for domestic firms, is because that is true of most firms that both export and import.

What factors drive these patterns? Relative to domestic companies, firms with full or
partial foreign ownership may buy intermediate inputs from more countries because they are more
efficient at locating and importing inputs from abroad, or because they need specialized inputs that
are not available in one location. Since we do not observe firms’ domestic purchases, our results
may also indicate that foreign firms prefer to source (potentially higher quality) inputs from
abroad, while domestic firms use local suppliers.

The results for the number of export destinations are, on the other hand, somewhat
surprising since heterogeneous firm models predict that more productive firms enter more markets
and are more likely to be multinational. A number of explanations may account for foreign firms'
relatively lower number of export destinations. MNC affiliates and joint ventures may conduct
intermediate stages of production in China and re-export unfinished goods for further processing
to affiliates in other countries. Since multinationals likely do not maintain affiliates in all final
consumer markets, their Chinese branch may record fewer export destinations than domestic firms
even if they have final consumers in as many or more countries. An alternative but not
contradictory explanation is that foreign firms may produce more specialized intermediate or final
goods that fewer, richer countries demand. Domestic firms, on the other hand, may focus on
standardized intermediate inputs or cheap, basic final goods that appeal to producers and
consumers in many countries. This explanation would also be consistent with the property rights
view of multinational operations discussed in the previous sub-section, according to which FDI
activity is concentrated in R&D intensive sectors.

As with firms' product intensity, the distribution of trade partner intensity across Chinese
firms is also very skewed. This is apparent from Table 7, which reports the number of export
destinations and source countries for firms at different points in the distribution. The average firm
transacts with twice as many countries as the median, while firms at the 90" percentile maintain

trade relationships with 4 to 6 times as many countries as the median company. These patterns are
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largely invariant across organizational structures, and are yet another manifestation of the extent of
firm heterogeneity in the data.

The bulk of China's trade is conducted by a few firms that transact with the greatest
number of countries. Table 8 presents the distribution of firms across bins with varying trade
partner intensity (odd-numbered columns) and the percent share of total exports or imports that
firms in each bin capture (even-numbered columns). While 27% (35%) of all exporters (importers)
trade with exactly one country, they account for only 6.2% (2.4%) of all exports (imports). By
contrast, the 4.1% of exporters that sell to more than 30 markets mediate fully one third of all
exports. The distribution of imports across firms is even more skewed: only 0.3% of importers
source products from over 30 countries, but they contribute almost a quarter of all imports. The
22% (8%) of exporters (importers) that transact with at least 11 countries channel two thirds of
China's trade.

The results in Table 8 once again highlight important differences between Chinese and
U.S. firms. BJS document a significantly more skewed distribution of trade flows across firms
with different trade partner intensity in the United States. In 2000, for example, while more than
half of all U.S. trading firms transacted with exactly one country, they captured less than 4% of all
trade flows. On the other hand, 8% (4%) of U.S. exporters (importers) traded with more than 10
countries, but were responsible for 78% (86%) of U.S. exports (imports).

Combining our results for product and trade partner intensity, we conclude that China's
exports and imports are concentrated in a few multi-product firms that transact with a large
number of destination or source countries. The left half of Table 9 illustrates the joint distribution
of firms by product intensity (rows) and trade partner intensity (columns), while the right half of
the table records the percent share of total exports or imports that firms in each bin capture. Bold
entries identify groups of firms that mediate a larger than proportional fraction of trade flows.

Most firms trade a few products with a few countries and enter in the upper left corner of
the table. However, the lion's share of trade is channeled by the few firms that are active in many
products and countries in the lower right corner, where most bold entries are concentrated. For
example, 12.3% (16.3%) of all exporters (importers) trade exactly one product with one country,
but their trade flows amount to only 1.4% (0.6%) of all exports (imports). By contrast, the 2.9%
exporters and 5.4% importers who trade over 30 products with more than 10 countries are

responsible for 27% and 54% of total Chinese exports and imports, respectively.
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3.4 Summarizing the evidence on firm heterogeneity

The results presented above emphasize different dimensions and manifestations of firm

heterogeneity in the data. We highlight three stylized facts that we consider most important:

Stylized fact #1: The bulk of trade is concentrated in a few multi-product firms that
transact with a large number of countries. This pattern holds for both exports and imports, but the
distribution of imports is significantly more skewed and there are many more small firms among
importers.

Stylized fact #2: The average importer buys more products than the average exporter sells,
but exporters trade with more countries than importers do. 68% of all firms that engage in two-
way trade import more products than they export, and 53% export to more countries than they
import from.

Stylized fact #3: Foreign affiliates trade more on average and are more likely to engage in
two-way trade than joint ventures, who in turn lead private domestic firms. Import product
intensity and the number of source countries increase with foreign ownership, while export

product intensity and the number of destinations decrease with foreign ownership.

The first stylized fact is consistent with the Melitz (2003) model of exporting which
emphasizes firm heterogeneity in marginal production costs and country specific fixed costs of
exporting. In that framework, there is a productivity cut-off for exporting associated with each
destination, and all firms above this threshold enter the market. Thus, more productive firms will
enter more markets and export more in each destination. Similarly, Bernard, Redding and Schott
(2009a,b) show that in a world with multi-product firms and destination-product specific fixed
costs, more productive firms will likely sell greater volumes of more products to more countries.
Firm heterogeneity in marginal costs can thus account for the skewed distributions we document
for export flows, product and trade partner intensity, and explain the concentration of aggregate
trade flows among the most active firms.

Our results suggest that export models with firm heterogeneity apply equally well to
importing. The more skewed distributions we find for importers relative to exporters indicate that
the fixed costs of importing are likely lower, while the dispersion in productivity across importers
is greater than that across exporters. Such differences could make low levels of imports optimal

for some firms but low levels of exports unfeasible.
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The second and third stylized facts we establish are novel and have yet to be embedded in
international trade models. We have already offered some possible explanations for these results,
which build on existing theories of outsourcing (firms’ production location decision) and
multinational activity (firms’ integration decision). In particular, the patterns we find are
consistent with the idea that many Chinese firms import intermediate products for further
processing, final assembly and re-exporting. This would explain why most firms import numerous
inputs from a few low-cost source countries and transform them into fewer final products for sale
in a large number of destinations. Explaining the variation in these patterns across firms with
different levels of foreign ownership, however, remains an open question for future work.

Of note, BJS document a substantially more skewed distribution of trade flows, product
and trade partner intensity across U.S. firms than the one we observe for China. This difference is
driven by the presence of many small American firms that trade small volumes of a limited
number of products with a few countries. One possible rationalization for these patterns is that
Chinese firms face significantly higher fixed trade costs, which raise the productivity cut-off for
exporting and importing and preclude small firms from participating in international trade.

An alternative explanation may rest on differences in firms' access to external financing. A
number of recent papers have argued that financial frictions limit firms' ability to become
exporters and to export larger volumes. For example, Manova (2007) proposes a Melitz (2003)
type model in which firms face credit constraints in the financing of export costs and financial
contractibility varies across countries. In that framework, the productivity cut-off for exporting is
lower and more firms become exporters in economies with better financial development. This
implies that less productive, small firms which would optimally export to only the most profitable
destinations are more likely to survive in financially developed countries.'”> Moreover, in the
presence of destination specific fixed costs of exporting, firms that do export enter more markets
when they have easier access to external financing. An extension of this model with product-
market specific fixed export costs could generate similar results for firms' product intensity.
Finally, similar predictions would hold for importing in the presence of fixed import costs and

heterogeneity in marginal costs across importers.

"> These predictions dovetail with evidence in the corporate finance literature that smaller firms are more credit
constrained. See, for example, Beck, Demirgiic-Kunt, Laeven and Levine (2008), Beck, Demirgiic-Kunt and
Maksimovic (2005), and Forbes (2007).
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Given the higher level of financial development in the United States, smaller firms may
find it easier to raise sufficient external financing and to engage in international trade when they
are based in the U.S.. It may thus be possible for less productive firms that optimally trade a
limited number of products with a few countries to survive in the U.S. but not in China. This
would explain the more skewed distributions BJS document for the United States.

Our results for the variation in trade flows across firms with different ownership structures
provide further evidence consistent with this explanation. Foreign affiliates, and to a lesser degree
joint ventures, have access to internal financing from their parent or related foreign company.'®
For that reason, foreign-owned firms may perform better than joint ventures, which may in turn
lead private domestic firms. At the same time, relative to private ownership, state ownership
facilitates access to local financing from China's state banks. This may explain why state
enterprises outperform private domestic firms in the data, and are in some respects comparable to
foreign firms. In ongoing work, Manova, Wei and Zhang (2009) find econometric support for this
credit constraints hypothesis by exploiting the variation in ownership structure across firms and

the variation in external finance dependence across sectors.

3.5 Firms’ intensive and extensive margin of trade

We next study the relationship between the extensive and intensive margins of trade at the firm
level, and find that firm ownership and trade profile play an important role.

Figure 1 shows that in the full sample of trading firms, product scope is negatively
correlated with product scale for both exporters and importers. The horizontal axis indicates bins
of firms with a given range of products traded, while the vertical axis plots the average value of
exports or imports per product across all firms with a given product intensity. Although the graphs
are downward sloping, the simple correlation between product intensity and product scale is close
to zero for both exporters (-0.015) and importers (-0.004).

These weak correlations, however, mask important differences between Chinese and
foreign firms. Figure 2 illustrates the relationship between the extensive and intensive margins of
trade for firms of different organizational structure. Private domestic firms that trade more

products trade less per product. Among foreign affiliates and joint ventures, on the other hand, this

' See, for example, Desai, Foley and Forbes (2008) for evidence that foreign affiliates respond faster and more
effectively to profitable export opportunities than domestic firms by relying on funding from the parent company.
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relationship is non-monotonic and follows a U-shape: trade per product is lowest for firms with an
intermediate level of product intensity. This pattern holds for both exporters and importers.'’

These results contribute to an active recent literature on the operations of multi-product
firms. A few different, opposing forces could generate either a positive or a negative relationship
between the extensive and the intensive margin. Assume first that all products potentially available
to a firm are identical in terms of cost structure and profitability. When firm economies of scale
are more important than product economies of scale, larger firms should both produce/export more
products and produce/export more per product. This would be the case if, for example,
technological know-how, managerial control and marketing research were easily deployable
across products. On the other hand, firms may face limited managerial capacity and experience
diminishing returns to scope but increasing returns to scale. When the latter effect dominates, the
intensive and extensive margins would be negatively correlated.

In recent work, Bernard, Redding and Schott (2009b) propose that firms draw productivity
levels and firm-country-product specific demand shocks. In this framework, the products available
to a firm differ in their profitability. While higher firm productivity raises export revenues across
all goods and induces a positive correlation between product scope and average product scale,
more productive firms also export less profitable products on the margin. The model is thus
consistent with either a positive or a negative correlation between a firm's intensive and extensive
margin. Similarly, an extension of the Manova (2007) model to multi-product firms could generate
similar predictions. If firms offer a range of products with varying profitability, they would choose
to export the most profitable goods subject to their credit constraint. Thus, firms would optimally
expand their product range in decreasing order of product profitability until they have exhausted
the external financing available to them. More productive firms that face less financial constraints
will go further down this product ladder, record higher product intensity, and have lower product
scale because they will sell smaller values of less profitable goods on the margin. Arkolakis and
Muendler (2009) derive a positive correlation in an alternative model, and find empirical support
for it in Brazilian firm-level exports data.'®

Our results suggest that the credit constraints and limited managerial capacity effects may

dominate in the case of domestic firms in China (both state-owned and privately-held). As for

'7 The relationship is also non-monotonic (inverted U-shape) for state enterprises.
' See also Eckel and Neary (2008) who study cannibalization effects among a firms' products and Nocke and Yeaple
(2006) who assume that unit costs of all products increase with the range of products produced.
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foreign affiliates and joint ventures, they appear subject to the same forces to a lesser degree,
potentially because they have access to internal financing or higher skilled management. The U-
shape these firms exhibit suggests that they also experience powerful increasing returns to scale.
One possible explanation for this distinction is that foreign firms operate in sectors intensive in
technological knowledge and generalizable firm-level ability that can be deployed across products.

We also examine the relationship between firms’ intensive and extensive margin of trade
by looking at their trade partner intensity and average exports (imports) per country. As Figures 3
and 4 show, we no longer observe sharp differences across firm ownership types. Instead, firms’
trade profile becomes important: Importers which source products from more countries import
more per country regardless of ownership type (correlation coefficient 0.13). Exporters, on the
other hand, exhibit a U-shape (correlation coefficient -0.01): average exports per destination are
lowest for firms in the middle of the distribution by number of trade partners. By contrast, BJS
report a positive correlation between trade partner intensity and average trade per country for U.S.
exporters and importers.

Taken as a whole, the earlier evidence and our own results suggest that we have yet to
understand a range of firm-level decisions in international trade. Our findings indicate that there
may be important differences between the cost structure of exporting and importing at the country-
product level which affect firms’ optimal scope and scale. The trade costs firms face and their
ability to finance these costs may also vary with ownership structure, and thus influence firms’
integration and location decisions. Finally, the disparities across country studies highlight the
importance of the institutional environment in which firms operate. Without restating the specific

patterns we document, we summarize our results as follows:

Stylized fact #4: The relationship between firms’ intensive and extensive margin of trade

differs between exporters and importers and depends on the ownership structure of the firm.

4 Decomposing China’s trade expansion

In 2003, China's aggregate exports and imports amounted to over $290 billion each. Over the next
two years alone, the cumulative growth rate of trade was an astonishing 86% for exports and 66%
for imports. Since China joined the World Trade Organization only in December 2001, this rapid

trade expansion is part of China's fast convergence to a new steady state of integration in world
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markets. This section examines this process and decomposes China's trade growth into its
extensive and intensive margins.

We first describe the evolution of the number of trading firms in China and the number of
products and countries China as a whole traded with. As Table 10 indicates, the number of
exporters increased 48% from 65.5 thousand in 2003 to 96.6 thousand in 2005, while the number
of importing firms grew by a third, from 57.4 to 76.4 thousand. Average exports and imports per
firm expanded as well, at a more moderate rate of 25%.

If one ignored firm heterogeneity and focused on China’s product composition and trade
partners in the aggregate, almost the entire growth in trade would erroneously be attributed to the
intensive margin: Average Chinese exports and imports per product increased at roughly the same
rate as overall trade, with only a 2-3% broadening of product scope. Similar patterns hold for
China's number of trade partners and average trade flows per country. These results indicate that
the biggest boost to Chinese trade came from new and surviving firms expanding into products
and markets that other firms were already active in. Thus, understanding firm heterogeneity and
firms’ trade decisions is central to understanding movements in aggregate trade flows.

The 2003-2005 period of Chinese trade expansion provides an opportunity to do so. To
that end, Table 11 presents a more detailed decomposition of China's trade growth by
distinguishing between surviving exporters and importers (which traded in 2003 and 2005), new
firms (which did not trade in 2003 but did in 2005) and exiting firms (which stopped trading
between 2003 and 2005). More than 70% of Chinese trade growth can be attributed to surviving
firms expanding their trade flows. New exporters and importers contributed about 30%, while
exiting firms slowed down trade by only 1%.

The expansion of trade flows by surviving firms resulted from important adjustments on
both the intensive and the extensive margin. Two thirds of surviving firms’ growth
(60%=42.2%/70.1% for exporters and 70%=50.7%/72.8% for importers) reflect deepening in
trade flows within existing trade partner relationships in surviving products. However, firms also
reallocated a big proportion of their activity across products and markets. For example, the exports
of new products by surviving firms contributed 30% to total Chinese exports expansion, while
13% were lost due to surviving exporters discontinuing some products. Similarly, firm entry into
new destination countries boosted overall export growth by 19%, while market exit deducted 7%.

Surviving firms were also prone to change the products they sold in a given market, even if they
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did not withdraw from it completely. Thus the exports of new products to existing trade partners
added 33% to China's export growth, but half of that gain was neutralized by firms simultaneously
discontinuing products in the same destination.'® Similar numbers describe Chinese importers and
their adjustments to the products they imported and the source countries they transacted with.

We summarize these findings with the following stylized fact:

Stylized fact #6: The growth in Chinese exports between 2003-2005 was driven by firm
entry (30%, aggregate extensive margin), surviving firms expanding exports of surviving products
to existing trade partners (42%, firm intensive margin), and surviving exporters adding new
products and destinations (28%, firm extensive margin). This breakdown is 27% - 51% - 22% for

imports.

These results speak to the relevance of theoretical models of intra-industry firm dynamics
and intra-firm product turnover in general, and in response to trade liberalization in particular. For
example, Melitz (2003) and Costantini and Melitz (2009) model the reallocation of market shares
across firms with different productivity levels in the presence of fixed and sunk costs of exporting,
while Pavcnik (2002) and Bernard, Jensen and Schott (2006) provide empirical evidence for such
reallocations in the aftermath of tariff reductions in Colombia and the U.S.. Similarly, Bernard,
Redding and Schott (2009b) model multi-product firms, and examine the reallocation of trade
flows both across firms and across products within firms. Goldberg, Khandelwal, Pavcnik and
Topalova (2008), however, find only limited empirical support for this model using data on the

behavior of Indian firms around trade reform.

5 Firm, product and trade partner dynamics

The decomposition of China's trade expansion between 2003 and 2005 highlights the role of
reallocations across and within firms in response to trade liberalization. At the same time, this
two-year comparison masks recurrent churning and reallocations across firms, products and trade
partners. The monthly frequency of our data allows us to track firms over a 36-month period and
document the constant adjustments they make to their product scope and choice of trade partners.
Between January 2003 and December 2005, the overall number of exporters and importers

grew by 45% and 22% respectively (Table 12). These rates varied substantially across firms with

' Note that a firm need not start exporting an entirely new product, but can simply introduce products it was already
exporting to some countries in a new country instead.
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different ownership structure, but were always higher for exporters than for importers. The
number of private domestic firms that trade more than doubled, while the number of state-owned
exporters (importers) contracted by 9% (14%). Foreign affiliates became significantly more
numerous (48% for exporters and 32% for importers), while more joint ventures started exporting
(6%) but some stopped importing (9%).

These net growth rates in firm numbers were accompanied by frequent firm entry and exit
from international trade. Thirty-two percent of all exporters and 40% of all importers trading in
January 2003 no longer did in December 2005, and were active in 15.6 and 13.5 of the 36 months,
respectively. Overall, 12% of all exporters and 20% of all importers stopped trading each month,
but on average even more new ones entered to replace them. Foreign-owned exporters and
importers were more likely to survive from one month to the next than joint ventures, which had
in turn better chances than domestic companies.

Trading firms are prone to repeatedly exit from and re-enter into exporting or importing.
Forty percent of all exporters and 29% of all importers were active in all 36 months in 2003-2005,
with these shares increasing in foreign ownership. Less than 10% of all firms traded continuously
over this period but for one spell of non-trading, while more than 20% switched their status
multiple times. Survival rates are slightly higher and churning less common at a quarterly
frequency (see Appendix Table 1), but firm dynamics exhibit otherwise similar patterns.

Firms regularly adjust their trade participation even when they do not completely withdraw
from exporting or importing. For example, firms that trade continuously over the 36 months in our
data frequently add and drop trade partners, as reported in Table 13. The average number of
destination and source countries per firm increased by 26% for exporters and 13% for importers
between January 2003 and December 2005, with little variation in this growth rate across
ownership types.”’ However, firms on average replaced a third of their trade partners every month.
This share decreases in foreign ownership, with foreign affiliates exhibiting less churning than
joint ventures and domestic firms showing the highest turnover rates. State enterprises experience
slightly less churning in trade partners than privately-held local firms. Turnover is only marginally
lower at a quarterly frequency.

In addition to rationalizing trade partners, firms that trade every month in our data also

routinely adjust their product composition. As Table 14 shows, in any given month, exporters

2% Note that 26%=(4.3-3.4)/3.4 and 13%=(3.4-3)/3.
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(importers) discontinue 30% (35%) of the products they trade with at least one country, and
introduce as many new goods. Moreover, firms often vary the mix of products they trade with a
given destination or source country. On average, 45% (40%) of all bilaterally exported (imported)
products are replaced with new ones from month to month. As with trade partner dynamics,
foreign affiliates exhibit systematically less product churning than joint ventures, which in turn
maintain a more stable product composition than state enterprises. Privately-held domestic
companies adjust their product scope most frequently. Due to this recurrent churning, firms trade a
given product in about 7 months in the 2003-2005 period on average, and in only 5 months with a
specific trade partner.

Stylized fact 5 summarizes our results for export and import dynamics.

Stylized fact #5: Firms are prone to exit and re-enter into exporting and importing, and
frequently change their trade partners and product mix. Foreign affiliates and joint ventures,
however, have significantly higher survival rates and exhibit less product and trade partner

turnover than domestic firms.

Our findings indicate that firms face sufficiently low sunk costs of trade and/or sufficiently
volatile cost or demand shocks to warrant regular adjustments to trade flows. Moreover, the more
frequent churning of products than trade partners in our data suggests that the sunk costs of
entering into new markets and sourcing from new countries may exceed the sunk costs of trading
new products with the same country. These results complement the evidence in BJS, Bernard,
Redding and Schott (2009a), Alessandria and Choi (2007), and Besedes and Prusa (2006 a,b) on
the frequency and determinants of firm and product churning in exporting.?' These papers have
emphasized the productivity gains associated with within-firm reallocations in activity across
products. Further evidence on firms' continuous product and trade partner adjustments will shed
light on firms' trade participation decisions and the cost structure of exporting and importing.

The systematic differences we document across ownership types signal that foreign firms
may have higher sunk costs or experience fewer and smaller shocks. If firms face liquidity

constraints, the affiliates of foreign multinationals may also be better able to weather negative

! See also Eaton, Eslava, Kugler and Tybout (2008) for evidence on reallocations across and within firms in
Colombia.
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shocks since they can access internal lending from the parent company.”” Similarly, state
enterprises may more easily access financing from state-owned banks than private domestic firms.
By the same logic, with product or country specific shocks, financially constrained firms may be
more likely to discontinue some products or stop trading with some countries.* In the presence of
sunk trade costs, on the other hand, easier access to financing may increase churning because
firms have a lower option value of staying in during a bad shock. Our results suggest that this

effect may be dominated by the impact of liquidity shocks.

6 Conclusion

This paper uses newly available proprietary data on Chinese firm-level trade flows to establish
novel and confirm existing stylized facts about firm heterogeneity in trade. This firm heterogeneity
is most clearly manifested in the skewed distribution of exports, imports, product scope and trade
partner intensity across firms. We corroborate the finding in the prior literature that a substantial
share of exports and imports are captured by a few multi-product firms that transact with a large
number of countries.

We also provide a detailed overview of China’s trade activity and the sources of Chinese
trade growth over the 2003-2005 period. This analysis, too, emphasizes the importance of
reallocation of activity across heterogeneous firms and across products and trade partners within
firms. While 40-50% of the expansion in exports and imports can be attributed to surviving firms
deepening their trade flows of surviving products with existing trade partners, firm entry and firm
expansion into new products and markets is just as important. Thus, understanding firm
heterogeneity and firms’ trade decisions is central to understanding aggregate trade outcomes.

We highlight a few novel results which shed light on the cost structure of international
trade and the importance of foreign ownership for firms’ export and import decisions. First, the
distribution of imports is significantly more skewed than that of exports, and there are many more
small firms among importers. Second, foreign affiliates trade more on average and are more likely
to engage in two-way trade than joint ventures, who in turn lead private domestic firms. Third,

importers import more products than exporters export, but exporters trade with more countries

22 Qee, for example, Desai, Foley, and Forbes (2008) for evidence that the affiliates of foreign multinationals are less
credit constrained relative to domestic firms.

3 See Manova (2007) for evidence that financially developed countries feature higher product survival rates and
lower product turnover, especially in financially vulnerable sectors.
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than importers do. Moreover, import product intensity and the number of source countries increase
with foreign ownership, while export product intensity and the number of destinations decrease
with foreign ownership. Fourth, the relationship between firms’ intensive and extensive margin of
trade is not monotonic, differs between exporters and importers, and depends on the ownership
structure of the firm. Finally, while all firms are prone to exit and re-enter into exporting and
importing, and to frequently change their trade partners and product mix, foreign ownership is
associated with significantly higher survival rates and less churning.

We believe these novel findings will guide future work on the nature of firm heterogeneity
in trade, the optimal scope and scale of multi-product firms, and the production location and

organizational decisions of multinational firms.
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Table 1. Exporting and Importing Firms in China
This table shows the number of Chinese firms that participated in international trade in 2005, and provides a breakdown by firm ownership structure.
It also shows what fraction of firms export only, import only, or engage in two-way trade. In the first three rows of the table, these fractions are as a
share of all firms with the same ownership type as indicated in the column heading. In the last row, these percentages represent the ratio of firms with
that ownership type to all Chinese trading firms.

Firm Type All Firms State-Owned Private Domestic Joint Ventures Foreign-Owned
# Firms % Share # Firms % Share # Firms % Share # Firms % Share # Firms % Share

Exporters 38,090 33.3 2,370 32.7 19,605 53.3 8,357 30.8 7,758 17.9
Importers 17,893 15.6 1,411 19.5 5,654 15.4 4,296 15.8 6,532 15.1
Exporters & Importers 58,500 51.1 3,472 47.9 11,520 31.3 14,477 53.4 29,031 67.0
All Trading Firms 114,483 100.0 7,253 6.3 36,779 32.1 27,130 23.7 43,321 37.8

Table 2. Chinese Trade Flows by Firm Type

This table shows the total value of Chinese exports and imports in 2005 (in billion US Dollars) and its breakdown by ownership structure and trade
participation. The top two rows in each panel report the percent share of trade flows by firms with a given ownership type captured by firms with a
given trade profile. The bottom row gives the share of total Chinese trade flows captured by firms with that ownership type.

Firm Type All Firms State-Owned Private Domestic Joint Ventures Foreign-Owned
Trade % Share Trade % Share Trade % Share Trade % Share Trade % Share

Panel A. Exports

Exporters 53.2 9.7 8.0 14.2 26.4 36.9 12.1 8.4 6.7 24
Exporters & Importers 495.0 90.3 48.3 85.8 453 63.1 132.2 91.6 269.5 97.6
All Exporting Firms 548.2 100.0 56.2 10.3 71.7 13.1 144.3 26.3 276.2 50.4

Panel B. Imports

Importers 61.3 12.7 22.5 214 11.7 34.4 14.8 12.7 12.3 54
Exporters & Importers 422.0 87.3 82.4 78.6 22.4 65.6 101.6 87.3 215.8 94.6

All Importing Firms 483.3 100.0 104.9 21.7 34.1 7.1 116.4 241 2281 47.2




Table 3. The Distribution of Trade Flows across Firms

This table shows the distribution of exports and imports (in thousands of US Dollars) across Chinese firms that
participated in international trade in 2005. Each column presents statistics for all firms with a given ownership
structure as indicated in the column heading. Each cell reports the value of total exports or imports of a firm at
the 10th, 25th, 50th, 75th or 90th percentile by trade value. The bottom row in each panel shows the number of
firms with that ownership structure.

Firm Type All Firms State-Owned Private Domestic  Joint Ventures Foreign-Owned

Panel A. Firm exports

Mean 5,677 9,621 2,303 6,317 7,509
St Dev 74,173 49,378 15,051 51,095 110,589
10th Perc 36 35 34 44 33
25th Perc 166 177 145 218 159
50th Perc 724 973 584 945 725
75th Perc 2,590 4,820 1,946 3,207 2,673
90th Perc 7,602 16,600 4,952 8,830 8,376
# Firms 96,590 5,842 31,125 22,834 36,789

Panel B. Firm imports

Mean 6,329 21,500 1,986 6,199 6,414
St Dev 120,759 392,064 16,148 48,216 93,968
10th Perc 4 5 1 4 10
25th Perc 38 62 8 40 67
50th Perc 282 556 98 289 386
75th Perc 1,501 3,988 660 1,574 1,777
90th Perc 6,271 21,100 2,919 6,784 6,687

# Firms 76,393 4,883 17,174 18,773 35,563




Table 4. The Concentration of Trade Flows in the Largest Trading Firms

This table demonstrates the skewed distribution of trade flows across trading firms in 2005. The table reports the
percent share of total exports or imports captured by the top 1, 5, 10, 25 or 50 percent of all exporting or importing
firms. These statistics are presented for all firms, as well as for each firm ownership type, as indicated in the
column heading.

Firm Type All Firms State-Owned  Private Domestic  Joint Ventures  Foreign-Owned
. % Exports % Exports or % Exports or % Exports or % Exports or
# Firms
or Imports Imports Imports Imports Imports

Panel A. Exports

Top 1% 965 51% 36% 27% 47% 58%
Top 5% 4,829 71% 66% 50% 68% 76%
Top 10% 9,659 80% 78% 64% 78% 84%
Top 25% 24,147 92% 92% 84% 90% 94%
Top 50% 48,295 98% 99% 96% 98% 99%

Panel B. Imports

Top 1% 763 60% 65% 46% 53% 60%
Top 5% 3,819 82% 84% 74% 80% 80%
Top 10% 7,639 89% 91% 85% 88% 88%
Top 25% 19,098 97% 98% 96% 96% 96%

Top 50% 38,196 99% 100% 99% 99% 99%




Table 5. Trading Firms' Product Intensity

This table shows the distribution of product intensity across exporting and importing Chinese firms in 2005, and
its variation with firm ownership structure. In Panels A and B, each cell reports the number of products exported
or imported by a firm at the 10th, 25th, 50th, 75th, 90th or 100th percentile of product intensity. Panel C lists the
average number of products exported and imported by firms who both export and import, and the percent share
of such firms that export more products than they import.

Firm Type All Firms State-Owned Private Domestic  Joint Ventures Foreign-Owned

Panel A. Number of products exported

Mean 9.3 22.8 12.5 6.5 6.3
St Dev 31.0 74.5 41.2 10.1 9.3
10th Perc 1 1 1 1 1
25th Perc 2 2 2 2 2
50th Perc 3 4 4 3 3
75th Perc 8 12 8 7 7
90th Perc 17 46 20 15 15
Maximum 1,610 1,610 1,009 460 623

Panel B. Number of products imported

Mean 171 21.5 8.5 16.9 20.7
St Dev 32.9 50.2 23.7 324 33.1
10th Perc 1 1 1 1 1
25th Perc 2 2 1 2 3
50th Perc 6 5 3 6 9
75th Perc 18 18 7 18 24
90th Perc 43 51 18 43 51
Maximum 868 767 868 576 710

Panel C. Product intensity of firms that both export and import

Mean Exported 10.5 31.7 16.9 7.8 6.8
Mean Imported 194 25.1 8.8 19.1 23.1

# Exported > # 31.7% 47.5% 58.3% 30.9% 19.7%
Imported




Table 6. The Concentration of Trade Flows in Multi-Product Firms

This table demonstrates the skewed distribution of trade flows across trading firms in 2005. It reports the distribution of firms across different bins
by product intensity (odd-numbered columns) and the percent share of total exports or imports that firms in each bin capture (even-numbered
columns). The entries in each column sum to 100%, and column headings identify the firm ownership type. The cells in bold identify groups of firms
that capture a larger than proportional share of trade flows.

Firm Type All Firms State-Owned Private Domestic Joint Ventures Foreign-Owned
0, o] 0, o 0,
% Firms %o Exports %% Firms % Exports % Firms %o Exports %% Firms % Exports % Firms %o Exports
or Imports or Imports or Imports or Imports or Imports

(1) (2) (3) 4) (5) (6) (7) (8) 9) (10)

Panel A. Exporters' share of total exports, by product intensity

# Products Exported

1 23.3 5.6 22.9 4.4 23.0 8.4 23.8 7.2 23.2 4.3
2 16.2 7.0 14.4 6.4 15.9 8.5 16.5 8.6 16.6 5.8
3-5 25.7 17.2 21.3 15.2 25.4 19.2 25.7 16.8 26.6 17.2
6-10 16.8 16.7 13.8 12.5 16.3 16.8 17.1 20.1 17.4 15.8
11-30 13.7 23.6 14.2 13.2 13.3 20.8 14.0 23.0 13.7 26.8
>30 4.4 29.9 13.4 48.3 6.2 26.3 2.8 24.2 2.4 30.0
31-50 2.2 9.1 4.0 6.7 2.4 6.9 2.1 9.5 1.8 10.0
51-100 11 11.5 4.4 8.8 1.6 7.5 0.6 13.0 0.5 12.2
>100 11 9.3 5.0 32.8 2.2 11.9 0.1 1.7 0.1 7.8

Panel B. Importers' share of total imports, by product intensity

# Products Imported

1 18.9 2.2 20.5 3.3 32.4 10.3 18.6 23 12.2 0.5
2 11.2 1.7 11.9 1.8 16.0 6.9 11.7 1.9 8.6 0.8
3-5 18.1 6.0 18.7 12.2 21.2 18.4 18.7 4.4 16.1 2.1
6-10 14.7 11.5 14.1 36.1 12.0 11.9 14.2 55 16.4 3.2
11-30 221 11.7 18.1 8.2 13.0 21.7 22.0 13.1 27.2 11.1
>30 15.0 66.8 16.8 38.4 5.4 30.8 14.9 72.7 19.5 82.3
31-50 7.1 8.6 6.5 4.8 2.7 10.8 7.0 10.6 9.4 8.9
51-100 5.3 15.9 5.5 8.6 1.9 8.5 5.4 16.5 6.9 20.2

>100 2.6 42.3 4.8 25.0 0.8 115 2.5 45.6 3.2 53.2




Table 7. Firms' Trade Partner Intensity

This table shows the distribution of trade partner intensity across exporting and importing Chinese firms in 2005,
and its variation with firm ownership structure. In Panels A and B, each cell reports the number of trade partners
that firms export to or import from, for firms at the 10th, 25th, 50th, 75th, 90th or 100th percentile of trade partner
intensity. Panel C lists the average number of trade partners for firms who both export and import, and the
percent share of such firms that have more export destinations than source countries.

Firm Type All Firms State-Owned Private Domestic  Joint Ventures Foreign-Owned

Panel A. Number of countries firms export to

Mean 7.5 11.2 8.7 7.4 5.9
St Dev 10.4 16.2 11.1 10.0 8.3
10th Perc 1 1 1 1 1
25th Perc 1 2 2 1 1
50th Perc 3 5 4 3 3
75th Perc 9 13 11 9 7
90th Perc 19 30 22 19 15
Maximum 144 128 140 144 128

Panel B. Number of countries firms import from

Mean 4.0 5.6 3.0 4.0 4.2
St Dev 4.6 6.7 3.7 4.5 4.6
10th Perc 1 1 1 1 1
25th Perc 1 1 1 1 1
50th Perc 2 3 2 2 2
75th Perc 5 7 3 5 5
90th Perc 9 14 7 9 10
Maximum 67 58 56 57 67

Panel C. Trade partner intensity of firms that both export and import

Mean #

L 8.2 14.7 11.0 8.2 6.4
Destinations
Mean # Source 4.3 6.3 3.0 4.3 45
Countries
# Destinations
52.8% 63.8% 70.6% 53.6% 44.0%

> # Sources




Table 8. The Concentration of Trade Flows in Firms with Many Trade Partners

This table demonstrates the skewed distribution of trade flows across trading firms in 2005. It reports the distribution of firms across different bins
by trade partner intensity (odd-numbered columns) and the percent share of total exports or imports that firms in each bin capture (even-numbered
columns). The entries in each column sum to 100%, and column headings identify the firm ownership type. The cells in bold identify groups of firms
that capture a larger than proportional share of trade flows.

Firm Type All Firms State-Owned Private Domestic Joint Ventures Foreign-Owned
0, o] 0, o 0,
% Firms % Exports %% Firms % Exports % Firms % Exports %% Firms % Exports % Firms % Exports
or Imports or Imports or Imports or Imports or Imports
(1) (2) (3) 4) (5) (6) (7) (8) 9) (10)
Panel A. Exporter's share of total exports, by trade partner intensity
# Export Destination Countries
1 26.8 6.2 21.6 25 21.0 5.8 26.3 71 32.9 6.6
2 14.6 5.1 12.2 25 13.2 5.2 14.6 6.4 16.1 4.9
3-5 21.2 101 19.7 6.4 21.9 12.3 214 12.4 20.8 9.1
6-10 15.5 11.8 15.7 13.8 17.3 13.6 16.1 12.3 13.6 10.7
>10 21.8 66.8 30.7 74.7 26.6 63.1 21.6 61.8 16.6 68.8
11-30 17.7 34.3 20.8 27.0 21.3 33.6 17.7 34.5 14.2 35.9
31-50 3.1 15.0 6.1 13.6 4.0 145 3.0 12.8 2.0 16.5
>51 1.0 17.6 3.8 34.1 1.2 15.0 0.8 14.5 0.4 16.4
Panel B. Importer's share of total imports, by trade partner intensity
# Import Origin Countries
1 35.1 24 28.1 0.9 45.9 8.6 33.3 23 31.9 23
2 18.4 3.1 16.4 1.6 18.9 9.2 18.6 3.0 18.2 29
3-5 253 10.7 23.2 5.7 21.6 20.4 26.6 12.3 26.6 10.8
6-10 134 16.8 171 14.0 9.4 21.0 13.6 22.3 14.7 14.6
>10 7.8 66.9 15.3 77.7 4.2 40.9 7.9 60.0 8.6 69.3
11-30 7.5 43.7 14.0 32.7 4.0 34.1 7.6 47.5 8.3 48.4
31-50 0.3 18.2 1.2 36.9 0.2 6.4 0.2 11.9 0.3 14.7

>51 0.02 4.9 0.08 8.1 0.02 0.4 0.02 0.7 0.01 6.2




Table 9. The Joint Distribution of Product and Trade Partner Intensity

This table demonstrates the skewed distribution of trade flows across trading firms in 2005. Each cell reports the
percent of all exporters or importers that trade a given number of products with a given number of trade partners
(left half of the table) OR the share of the value of exports or imports captured by such firms (right half of the
table). Rows indicate the number of products firms trade, while columns indicate the number of trade partners. The
cells in bold identify groups of firms that capture a larger than proportional share of trade flows.

% Firms % Total Exports or Imports

# Trade

1 2 3-5 6-10 >10 1 2 3-5 6-10 >10
Partners

Panel A. Breakdown of exporting firms and their exports by product and trade partner intensity

# Products
1 12.3 3.7 3.8 1.9 1.5 14 0.7 1.1 0.9 1.5
2 5.0 34 3.8 2.1 2.0 1.0 0.6 1.2 1.2 2.9
3-5 52 4.0 6.7 4.7 5.0 1.6 14 2.6 3.1 8.5
6-10 2.4 2.0 3.9 34 5.1 1.0 1.0 2.1 2.4 10.2
11-30 1.6 1.3 2.7 2.7 54 0.8 0.7 2.1 3.1 17.0
>30 0.3 0.2 0.4 0.6 2.9 0.4 0.6 1.1 1.1 26.6

Panel B. Breakdown of importing firms and their imports by product and trade partner intensity

# Products
1 16.3 1.7 0.8 0.1 0.0 0.6 0.5 0.7 0.2 0.1
2 5.0 4.2 1.6 0.3 0.0 0.2 0.3 0.7 0.3 0.1
3-5 5.5 4.8 6.5 1.2 0.2 0.3 0.5 1.7 2.1 1.4
6-10 3.5 29 5.7 2.3 0.3 0.3 0.4 1.5 1.8 7.6
11-30 3.8 3.5 7.4 5.6 1.8 0.5 0.7 2.5 4.1 3.9

>30 1.1 1.3 3.3 3.9 54 0.5 0.8 3.6 8.2 53.8




Table 10. China's Trade Expansion, 2003-2005

This table examines the expansion in Chinese exports and imports over the 2003-2005 period.
Panel A documents the total value of exports in 2003 and in 2005, as well as the percent change
over these three years. It also shows these statistics for different decompositions of the total value
of exports: the number of firms exporting and average exports per firm; the number of countries
China exports to and average exports per destination; and the number of products China exports
and average exports per product. Panel B repeats the exercise for Chinese imports. All values are
in millions of US Dollars.

Firm Type 2003 2005 % Growth 2003-2005

Panel A. The expansion of China's exports, 2003-2005

Total Exports 294,641 548,372 86.1%
# Firms Exporting 65,494 96,590 47.5%
Avg Exports per Firm 4.5 5.7 26.2%
# Trade Partners 225 231 2.7%
Avg Exports per Trade Partner 1,310 2,374 81.3%
# Products Exported 6,692 6,915 3.3%
Avg Exports per Product 44.0 79.3 80.1%

Panel B. The expansion of China's imports, 2003-2005

Total Imports 290,955 483,488 66.2%
# Firms Importing 57,351 76,393 33.2%
Avg Imports per Firm 5.1 6.3 24.8%
# Trade Partners 194 202 4.1%
Avg Imports per Trade Partner 1,500 2,394 59.6%
# Products Imported 6,769 6,876 1.6%

Avg Imports per Product 43.0 70.3 63.6%




Table 11. The Extensive and Intensive Margins

of China's Trade Expansion, 2003-2005

This table examines the expansion in China's trade over the 2003-2005 period. "New firms" did not trade in
2003 but did in 2005; "exiting firms" traded in 2003 but not in 2005; and "surviving firms" traded both in 2003
and 2005. The trade flows of surviving firms are decomposed into new, exiting, and surviving products and
destinations. The top row in each panel reports the change in the value of total exports (Panel A) or imports
(Panel B) between 2003 and 2005 in levels. The rest of each panel shows the value of exports for given
firm/product/destination category and its percent contribution to total trade expansion. All values are in billions

of US Dollars.

: % Total
Firm Type Value Expansion
Panel A. The expansion of China's exports, 2003-2005
A Total EXpOft32003_2005 253.7
A Total Exports of Surviving Firms,qg3.2005 177.7 70.1%
Total Exports of New Firms 78.6 31.0%
Total Exports of Exiting Firms -2.7 -1.1%
Surviving Firms

A Exports of Surviving Products,ggs.o00s 134.6 53.0%

Exports of New Products 76.1 30.0%

Exports of Discontinued Products -33.0 -13.0%
Surviving Firms

A Exports to Surviving Destinations,ggs_o00s 147.4 58.1%

A Exports of Surviving Products to Surviving Destinations 107.2 42.2%
Exports of New Products to Surviving Destinations 82.9 32.7%
Exports of Discontinued Products to Surviving Destinations -42.7 -16.8%

Exports to New Destinations 48.9 19.3%

Exports to Discontinued Destinations -18.5 -7.3%
Panel B. The expansion of China's imports, 2003-2005
A Total |mp0rt32003_2005 192.5
A Total Imports of Surviving Firms,g3.o005 140.1 72.8%
Total Imports of New Firms 54.8 28.5%
Total Imports of Exiting Firms -2.4 -1.2%
Surviving Firms

A Imports of Surviving Products,ggz 2005 117.0 60.8%

Imports of New Products 75.2 39.0%

Imports of Discontinued Products -52.1 -27.1%
Surviving Firms

A Imports from Surviving Source Countries,ggs200s 124 .4 64.6%

A Imports of Surviving Products from Surviving Source Countries 97.6 50.7%
Imports of New Products from Surviving Source Countries 84.3 43.8%
Imports of Discontinued Products from Surviving Source Countries -57.5 -29.9%

Imports from New Source Countries 33.9 17.6%

Imports from Discontinued Source Countries -18.3 -9.5%




Table 12. Firm Entry and Exit from Exporting and Importing

This table examines firm entry and exit from exporting and importing over the 2003-2005 period. Odd-numbered columns report the number of
firms that traded in the beginning and in the end of the period, while even-numbered columns give the percent share of these firms of all firms with
that ownership type, as indicated in the column heading. Panels A and B decompose firms into surviving firms (which traded in January 2003 and
December 2005), exiting firms (which traded in Jan 03 but not in Dec 05), and entering firms (which traded in Dec 05, but not in Jan 03). The
bottom two rows report the probability that firms trading in month t will also trade in t+1, as well as the firm entry rate.

Firm Type All Firms State-Owned Private Domestic Joint Ventures Foreign-Owned

# Firms % Firms # Firms % Firms # Firms % Firms # Firms % Firms # Firms % Firms

(1) (2) Q) (4) () (6) () (8) ©) (10)

Panel A. Firm dynamics in exporting, monthly data, Jan 2003 - Dec 2005

Firms in Jan 2003 49,644 100% 4,371 100% 9,286 100% 16,249 100% 19,738 100%
Firms in Dec 2005 72,219 145% 3,970 91% 21,931 236% 17,185 106% 29,133 148%
Surviving Firms 33,771 68% 2,355 54% 5,835 63% 10,473 64% 15,108 77%
In all 36 mos. 19,679 40% 1,368 31% 2,965 32% 6,177 38% 9,169 46%
Switch only once 3,950 8% 257 6% 794 9% 1,182 7% 1,717 9%
Switch > once 10,142 20% 730 17% 2,076 22% 3,114 19% 4,222 21%
Avg. # mos. in 33.7 33.3 33.2 33.8 34.0
Exiting Firms 15,873 32% 2,016 46% 3,451 37% 5776 36% 4,630 23%
Avg. # mos. in 15.6 14.1 15.1 16.0 16.3
Entering Firms 38,448 7% 1,615 37% 16,096 173% 6,712 41% 14,025 71%
Avg. # mos. in 17.6 17.5 16.6 18.6 18.3
Monthly Survival Rate 88% 86% 85% 89% 90%
Monthly Entry Rate 13% 14% 17% 11% 11%

Panel B. Firm dynamics in importing, monthly data, Jan 2003 - Dec 2005

Firms in Jan 2003 37,248 100% 3,096 100% 3,926 100% 11,747 100% 18,479 100%
Firms in Dec 2005 45,480 122% 2,670 86% 7,748 197% 10,660 91% 24,402 132%
Surviving Firms 22,360 60% 1,475 48% 1,579 40% 6,341 54% 12,965 70%
In all 36 mos. 10,708 29% 638 21% 412 10% 3,019 26% 6,639 36%
Switch only once 2,699 7% 144 5% 187 5% 731 6% 1,637 9%
Switch > once 8,953 24% 693 22% 980 25% 2,591 22% 4,689 25%
Avg. # mos. in 324 31.3 29.0 32.3 33.0
Exiting Firms 14,888 40% 1,621 52% 2,347 60% 5,406 46% 5,514 30%
Avg. # mos. in 13.5 12.9 11.0 13.8 14.4
Entering Firms 23,120 62% 1,195 39% 6,169 157% 4,319 37% 11,437 62%
Avg. # mos. in 16.4 16.6 13.2 16.4 18.1
Monthly Survival Rate 80% 78% 67% 79% 84%

Monthly Entry Rate 21% 22% 34% 20% 17%




Table 13. Firms' Trade Partner Dynamics

This table examines the trade-partner dynamics of firms that traded during all 36 months in the 2003-2005 period.
Panel A documents the average number of destination countries exporting firms sold to in the beginning of and in the
end of the period. It also shows the percent of all trade partner relationships that were discontinued or initiated from t
to t+1 as a share of the number of trade partners in period t, where a period is a month or a quarter as indicated in
the table. Panel B repeats the exercise for all importing firms and their source countries. The table explores the trade
partner dynamics for firms of different firm ownership structure, as indicated in the column heading.

Firm Type All Firms State-Owned Private Domestic Joint Ventures Foreign-Owned

Panel A. Exporters' turnover of export destinations

Monthly Data
# Trade Partners in Jan 03 34 6.4 3.8 3.1 2.9
# Trade Partners in Dec 05 4.3 7.3 53 4.0 3.7
% Trade Partners Dropped 38.5% 40.7% 47.5% 37.6% 31.5%
% New Trade Partners 39.4% 40.7% 48.8% 38.1% 32.6%
Quarterly Data
# Trade Partners in Q1 03 4.5 8.6 5.3 4.3 3.7
# Trade Partners in Q4 05 6.0 9.9 7.7 5.6 4.9
% Trade Partners Dropped 33.4% 40.3% 45.8% 34.0% 29.3%
% New Trade Partners 33.9% 40.1% 46.7% 34.0% 30.1%

Panel B. Importers' turnover of source countries

Monthly Data
# Trade Partners in Jan 03 3.0 4.5 2.7 3.0 2.8
# Trade Partners in Dec 05 34 4.4 2.9 3.3 34
% Trade Partners Dropped 32.7% 34.0% 39.7% 31.7% 26.7%
% New Trade Partners 35.8% 34.2% 44.4% 33.5% 30.2%
Quarterly Data
# Trade Partners in Q1 03 3.4 5.3 3.1 34 3.3
# Trade Partners in Q4 05 3.8 5.3 3.3 3.7 3.8
% Trade Partners Dropped 29.9% 35.9% 41.7% 30.7% 25.3%

% New Trade Partners 31.3% 35.3% 44.6% 30.5% 27.6%




Table 14. Firms' Product Dynamics

This table examines the product dynamics of firms that traded during all 36 months in the 2003-2005 period.
Panel A documents the number of products that firms stopped exporting or started exporting from month t to t+1
as a share of all products exported in month t. It also reports the average net monthly growth rate of firms' export
product intensity, as well as the average duration spell (in months) of an export product. The top half of Panel A
studies product churning in worldwide exports and focuses on products that firms export to at least one
destination. The bottom half of Panel A documents product churning in bilateral trade, i.e. destination by
destination. Panel B repeats the exercise for the product composition of all importing firms. The table explores
the product dynamics for firms of different firm ownership structure, as indicated in the column heading.

Firm Type All Firms State-Owned Private Domestic Joint Ventures Foreign-Owned

Panel A. Exporters' product turnover

Worldwide Exports

% Exiting Products 29.4% 40.6% 37.2% 25.0% 21.6%
% Entering Products 29.9% 40.7% 37.7% 25.5% 22.3%
% Net Growth Rate 11.4% 12.7% 13.1% 10.2% 9.4%
Avg. # Months Traded 7.7 5.8 6.1 9.1 10.0
Bilateral Exports

% Exiting Products 44.4% 55.4% 54.9% 41.0% 35.8%
% Entering Products 45.2% 55.7% 55.7% 41.9% 36.8%
% Net Growth Rate 14.3% 21.2% 15.3% 10.3% 10.3%
Avg. # Months Traded 5.1 3.7 3.9 5.9 6.8

Panel B. Importers' product turnover

Worldwide Exports

% Exiting Products 34.8% 47.6% 39.9% 34.7% 32.9%
% Entering Products 35.2% 47.5% 40.4% 35.1% 33.3%
% Net Growth Rate 19.7% 21.5% 21.5% 18.1% 17.8%
Avg. # Months Traded 6.8 4.7 5.6 6.8 7.2
Bilateral Exports

% Exiting Products 39.0% 53.8% 45.6% 39.1% 36.7%
% Entering Products 39.6% 53.8% 46.3% 39.6% 37.4%
% Net Growth Rate 21.8% 28.7% 21.5% 19.2% 18.0%

Avg. # Months Traded 55 3.5 4.4 5.6 6.0




Figure 1. Firms' Product Scope and Trade per Product

This figure shows the relationship between the extensive (number of products exported or imported) and
intensive margins of trade across all Chinese trading firms in 2005. The intensive margin of exports
(imports) is the average value of exports (imports) per product across all firms with a given product
intensity. All values are in thousands of US Dollars.
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Figure 2a. Exporters' Product Scope and Trade per Product

This figure shows the relationship between the extensive (number of products exported) and intensive
margins of exports across Chinese exporters in 2005, by firm ownership type. The intensive margin of
exports is the average value of exports per product across all firms with a given product intensity and
ownership structure. All values are in thousands of US Dollars. The series for foreign owned firms is
plotted on the right axis.
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Figure 2b. Importers' Product Scope and Trade per Product

This figure shows the relationship between the extensive (number of products imported) and intensive
margins of imports across Chinese importers in 2005, by firm ownership type. The intensive margin of
imports is the average value of imports per product across all firms with a given product intensity and
ownership structure. All values are in thousands of US Dollars. The series for state-owned firms is
plotted on the right axis.
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Figure 3. Firms' Number of Trade Partners and Trade per Country

This figure shows the relationship between the extensive (number of export destinations or source
countries) and intensive margins of trade across all Chinese trading firms in 2005. The intensive margin
of exports (imports) is the average value of exports (imports) per trade partner across all firms with a
given trade partner intensity. All values are in thousands of US Dollars.
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Figure 4a. Exporters' Destinations and Trade per Trade Partner

This figure shows the relationship between the extensive (number of products exported) and intensive
margins of exports across Chinese exporters in 2005, by firm ownership type. The intensive margin of
exports is the average value of exports per country across all firms with a given trade partner intensity
and ownership structure. All values are in thousands of US Dollars. The series for foreign owned firms is
plotted on the right axis.
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Figure 4b. Importers' Source Countries and Trade per Trade Partner

This figure shows the relationship between the extensive (number of products imported) and intensive
margins of imports across Chinese importers in 2005, by firm ownership type. The intensive margin of
imports is the average value of imports per country across all firms with a given trade partner intensity
and ownership structure. All values are in thousands of US Dollars. The series for private domestic firms
is plotted on the right axis. Data for firms importing from more than 50 countries is only shown for state

enterprises because there are less than four such firms with each of the other three ownership types.
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Appendix Table 1. Firm Entry and Exit from Exporting and Importing (Quarterly Data)
This table examines firm entry and exit from exporting and importing over the 2003-2005 period. Odd-numbered columns report the number of
firms that trade in the beginning and in the end of the period, while even-numbered columns give the percent share of these firms of all firms with
that ownership type, as indicated in the column heading. Panels A and B decompose firms into surviving firms (which traded in Q1 2003 and Q4
2005), exiting firms (which traded in Q1 03 but not in Q4 05), and entering firms (which traded in Q4 05, but not in Q1 03). The bottom two rows
report the probability that firms trading in quarter t will also trade in t+1, as well as the firm entry rate.

Firm Type All Firms State-Owned Private Domestic Joint Ventures Foreign-Owned
# Firms % Firms # Firms % Firms # Firms % Firms # Firms % Firms # Firms % Firms
(1) (2) (3) (4) (5) (6) (7) (8) 9) (10)
Panel A. Firm dynamics in exporting, quarterly data, Q1 2003 - Q4 2005

Firms in Q1 2003 59,478 100% 5,280 100% 11,860 100% 19,086 100% 23,252 100%

Firms in Q4 2005 83,698 141% 4,744 90% 26,555 224% 19,601 103% 32,798 141%

Surviving Firms 42,207 71% 3,000 57% 7,870 66% 12,945 68% 18,392 79%
In all 12 quarters 36,508 61% 2,471 47% 6,477 55% 11,215 59% 16,345 70%
Switch only once 2,542 4% 208 4% 649 5% 778 4% 907 4%
Switch > once 3,157 5% 321 6% 744 6% 952 5% 1,140 5%
Avg. # quarters in 1.7 11.5 11.6 11.7 11.7

Exiting Firms 17,271 29% 2,280 43% 3,990 34% 6,141 32% 4,860 21%
Avg. # quarters in 55 5.2 53 5.6 5.7

Entering Firms 41,491 70% 1,744 33% 18,685 158% 6,656 35% 14,406 62%
Avg. # quarters in 6.3 6.3 6.2 6.5 6.4

Quarterly Survival Rate 92% 88% 89% 92% 94%

Quarterly Entry Rate 11% 11% 17% 8% 9%

Panel B. Firm dynamics in importing, quarterly data, Q1 2003 - Q4 2005

Firms in Q1 2003 49,121 100% 4,044 100% 6,161 100% 15,389 100% 23,527 100%

Firms in Q4 2005 57,643 117% 3,496 86% 11,234 182% 13,703 89% 29,210 124%

Surviving Firms 30,841 63% 2,132 53% 2,667 43% 8,842 57% 17,200 73%
In all 12 quarters 23,879 49% 1,515 37% 1,594 26% 6,709 44% 14,061 60%
Switch only once 2,506 5% 208 5% 328 5% 774 5% 1,196 5%
Switch > once 4,456 9% 409 10% 745 12% 1,359 9% 1,943 8%
Avg. # quarters in 11.3 111 10.7 11.3 11.5

Exiting Firms 18,280 37% 1,912 47% 3,494 57% 6,547 43% 6,327 27%
Avg. # quarters in 4.9 4.9 4.3 5.0 5.2

Entering Firms 26,802 55% 1,364 34% 8,567 139% 4,861 32% 12,010 51%
Avg. # quarters in 6.0 6.0 5.1 6.0 6.6

Quarterly Survival Rate 83% 81% 72% 83% 88%

Quarterly Entry Rate 18% 18% 32% 16% 14%




