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Summary: A notable typical fact is that, even in highly export-oriented economies like China, only a limited number of
firms can successfully overcome barriers to entry into international markets to become direct exporters. Nevertheless, a
vast number of indirect exporters can still integrate into the global market division of labor indirectly by supplying inputs
to direct exporters and serving as their domestic suppliers. Indirect exporters possess inherent and unique export advan-
tages: although they do not engage in direct export activities, their close domestic supply chain linkages with exporters al-
low them to access timely information on international markets. Moreover, they experience productivity gains through in-
direct export spillovers. These combined advantages facilitate their transformation into direct exporters. This study is in-
terested in examining whether, within domestic production networks, exporters acting as critical intermediaries between
the domestic and international markets, can effectively transfer the spillover benefits acquired from foreign markets to
their domestic suppliers, thereby promoting the latter to directly enter international markets. This is not only the core re-
search question of this paper but also vividly reflects a new pattern of development that features positive interplay be-
tween domestic and international economic flows. General Secretary Xi Jinping emphasized the importance of enabling
better connectivity between the domestic and international markets and better employing the two markets and resources.
From the micro-level perspective of domestic production networks, this paper explores the trade identity transformation
of indirect exporters through domestic customer-supplier linkages, providing a novel interpretation of the network-based
expansion phenomenon in China’s firm export.

This paper initially develops a theoretical framework of indirect production linkages and firm export decisions. Sub-
sequently, customer-supplier transaction data from Chinese listed firms is integrated with Chinese customs transaction re-
cords from 2009 to 2016 to perform the empirical analysis. The findings are as follows. First, indirect export advantages
significantly increase the probability of firms entering new export markets, confirming the typical fact of transforming
from indirect to direct export. This transformation of export identities is primarily observed among small and medium-
sized enterprises (SMEs) with poorer export capabilities and in industries with a stronger desire to export. Second, indi-
rect productivity spillovers and export information spillovers are two important channels that facilitate the transformation
of firms’ export identities. Suppliers are more likely to closely follow their customers into foreign markets that closely re-
semble their customers’ export destinations. Third, firms transforming to direct exporters tend to retain their existing indi-
rect export linkages. Due to short-term production capacity constraints, these firms experience a temporary decline in
their supply to domestic customers during the year of their export identity transformation. However, this supply gradually
rebounds over time, notably facilitating the establishment of additional linkages with new domestic customers. Moreover,
firms with prior indirect export experience perform better in export survival and export product quality and demonstrate a
more focused export product portfolio.

The contributions of this paper are as follows. First, this paper incorporates network heterogeneity to examine firms’
export behavior, providing valuable insights into the determinants of firm exports through domestic customer-supplier
linkages. Second, compared to the extensive literature on horizontal spillover effects driven by spatial proximity to export-
ers, this study investigates the role of vertical export spillover effects through customer-supplier linkages in firms’ export
decisions. As such, it provides a meaningful contribution to the existing research on export spillovers. Third, this paper ex-
plores how suppliers can capitalize on indirect export advantages to transform into direct exporters. By exploring this pro-
cess through the lens of customer-supplier linkages, it offers a novel perspective on the initial export decisions of poten-
tial entrants and the pathways for expanding the number of exporters. This analysis highlights the critical role of domestic
production networks in export trade.

Keywords: Domestic Production Networks; Indirect Export Advantages; Trade Identity Transformation
JEL Classification: F27, F71, F74
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