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Firm Heterogeneity and Global Sourcing of Intermediate Goods

From the Perspective of Expenditure Allocation

QIU Bin ZHANG Liang ZENG Yanbo

(Southeast University, Nanjing , China)

Abstract: This paper develops a model of heterogeneous firms that matches the firm-product-variety level data,
and analyzes the global sourcing of intermediate goods of Chinese firms. We find that, firstly, the global sourcing of
different kinds of intermediate goods is widespread in China, the product selection and expenditure distribution is het-
erogeneous among firms. Secondly, among firms with the same sourcing strategy, firms with high productivity have
higher domestic expenditure shares. Specifically, when firm productivity increases by 0. 97, the ratio of domestic ex-
penditure to foreign expenditure increases by 5.5%. Thirdly, firms with high productivity allocate more expenditure
to core products, which tend to have higher quality and price. These findings make us better understand the global
sourcing behavior of Chinese firms. It also provides important theoretical and empirical evidence for firms to enhance
their competitiveness by sourcing higher quality intermediate goods and move up the global value chain.

Keywords: Productivity; Sourcing Strategy; Intermediate Goods; Expenditure Allocation
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