PHYS 19X

Study reveals empirical evidence on role of
intermediary firms in trade

May 3 2011

A study by Columbia Business School Professors Amit Khandelwal, a
Jerome A. Chazen Institute of International Business senior scholar and
assistant professor, Finance and Economics, and Shang-Jin Wei,
director, Jerome A. Chazen Institute of International Business, and N.T.
Wang Professor of Chinese Business and Economy, Finance and
Economics, alongside JaeBin Ahn, a Ph.D. candidate in economics at
Columbia University, provides the first empirical evidence that
quantifies the role of intermediary firms in developing and expanding
international trade — data that can play an important role shaping US
trade policies. Trade intermediaries help local producers import or
export their goods and link to international markets.

Their study was published by the Journal of International Economics in
its Volume 84, Issue 1, Pages 73-85), and is slated to be printed on May
11th.

While the study looked exclusively at China, its results are applicable
across borders because it shows how all exporters, regardless of their
homeport, face the same barriers when entering foreign markets. The
study implies that once small firms export indirectly by using
intermediary services, they could switch to interacting directly with their
foreign clients. Firms that use intermediaries could become direct
exporters more easily in subsequent periods.

To support their hypothesis, Khandelwal and his coauthors divided
China's exporters into two groups: companies that export their goods
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directly into foreign markets, and companies that use intermediaries to
manage their trade. They first leveraged the Enterprise Survey Data for
Chinese firms collected by the World Bank that records direct and
indirect exports at the firm level. First, they compared export values of
new and incumbent varieties across markets and found that new varieties
have relatively larger transaction values in smaller and high trade costs
markets, precisely the markets where intermediaries play a relatively
more important role. This suggests that although the customs data
identify these varieties as new, it is likely that some firms used
intermediaries to previously access these markets. They also provide
more direct evidence for this hypothesis using a unique panel-level data
on Ghanaian firms, which tracks their export status and export mode
over time. They observe that firms using intermediaries in previous
periods are more likely to export directly in subsequent periods than
firms that did not use intermediaries. While these results are only
suggestive, they provide the first evidence that intermediaries facilitate
direct export participation.

Prof. Khandelwal discussed the implications this study has for future
U.S. trade policies. "Our research shows that large firms can access
markets on their own because they have the resources to do it, but
smaller firms don't," he says. "The US government could create policies
to increase the types of firms that can facilitate exports."

The study showed a direct link between the size of the firm and the use
of trade intermediaries, implying that small firms can, and do, access
foreign markets through intermediaries even when they aren't large
enough to cover the fixed costs of direct exporting. And once small
firms gain access to foreign markets, they can develop their own
contacts there, enabling them to become direct exporters in the future.
The model also predicts that intermediaries will be relatively more
important in markets that are more difficult to penetrate.
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More information: DOI:10.1016/].jinteco.2010.12.003
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