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Import Penetration, Demand Heterogeneity and Firm Entry

CHEN Jian-wei', SU Li—feng', GUO Si—-wen’
(1. Institute of Education and Economy Research UIBE, Beijing 100029, China;
2. China Council for the Promotion of International Trade, Beijing 100860, China)

Abstract: It is of great significance to study the impact of import penetration on new firms’ entry for
enhancing market vitality and building a new open economic system. Based on a theoretical framework of firm entry
with product market search friction, this paper puts forward the research hypothesis that import penetration will
inhibit the entry of new firms, and uses the dataset from Chinese Industrial Enterprises Database, Chinese Customs
Trade Database, and prefecture panel data to construct the panel data for testing. The results show that: (DImport
penetration significantly inhibits the firm entry. @The imporl penetration from major trading partners has a stronger
negative effect on the entry of new firms. 3 The different end—uses of the import products, together with the
industry’s fixed asset threshold, and the process of trade opening and other factors can help explain the
heterogeneity effect of import penetration. @The result shows that incumbent firms have higher efficiency than new
entrants to reach additional consumers, and import penetration will increases the cost of obtaining demand for
enterprises, which is conducive to the incumbent enterprises expanding their market share rather than new entrants
occupying the market. This result provides the positive evidence for the transmission mechanism of heterogeneous
demand. Finally, this paper puts forward some policy suggestions, such as cutting the start-up cost of new firms,
and reducing the searching cost of entrants to identify and reach customers and improving the early warning system
of industrial damage.

Key Words: import penetration; search friction; demand heterogeneity; firm entry
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