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The Supply Chain Association Effect of China’ s Pilot Free Trade Zones

and the Improvement of Firms” Total Factor Productivity

GAO Zhenghao LIU Hongman ZHAI Ronghua
( College of Economics and Management China Agricultural University Beijing 100083 China)

Abstract: China’ s Pilot Free Trade Zones ( FTZs) are a crucial institutional innovation that enables firms to integrate
supply chain resources effectively and enhance production efficiency. Using panel data of Shanghai and Shenzhen A-share listed
companies from 2009 to 2023 this paper employs a multi-period difference-in-differences approach to examine how F1Zs affect
firms’ total factor productivity through supply chain linkages. The results show that FTZs strengthen the geographical proximity
and economic linkages within supply chains. These aspects promote the spatial agglomeration of upstream and downstream firms
and stimulate equity participation along the supply chain thereby significantly increasing firms’ total factor productivity through
supply chain integration. Mechanism analysis reveals that the improvement in productivity primarily stems from the reduction in
production costs and the technological spillover effects generated by spatial agglomeration as well as the optimization of
resource allocation and the risk-sharing effects brought by equity linkages within the supply chain. The heterogeneity results
suggest that the estimated improvement effect is significantly stronger for manufacturing firms and firms facing higher operating
costs undertaking greater R&D investment and experiencing more severe financing constraints. This study provides a supply
chain-based explanation for the micro-economic effects of FTZs and offers important implications for promoting high—quality
enterprise development through increasing openness.

Key words: pilot free trade zones; supply chain association; firms’ total factor productivity; institutional opening-up;
institutional innovation



