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Industrial Chain, Cross-Regional Capital Allocation, and Firm
Productivity

Zhuang Zongwu, Xi Qiangmin, Zhang Keyun

Abstract: Exploring the pathways through which cross-regional capital allocation drives
firm efficiency transformation from an industrial chain perspective holds great significance for
China to accelerate high-quality development in the new era. While existing studies have
extensively examined the positive impacts of upstream or downstream agglomeration on firm
productivity, research on the influencing factors of firm productivity that takes an industrial
chain perspective and centers on cross-regional capital allocation remains insufficient.

This paper investigates the impact of cross-regional capital allocation on the productivity
of firms in host regions from an industrial chain perspective. The findings reveal that a greater
number of upstream, downstream, and intra-industry firms established by non-local firms
within a 5-km radius of a given firm significantly boosts its productivity. Mechanism tests
show that cross-regional capital allocation in the upstream sector primarily brings the benefits
of supply proximity to firms in host regions, namely, facilitating the improvement of firms’
intermediate input utilization efficiency and expanding the variety of intermediate inputs
available to them. Cross-regional capital allocation in the downstream sector delivers the
benefits of demand proximity, which helps reduce the average production costs, average
innovation costs, and average customer search costs of firms in host regions. Cross-regional
capital allocation in the same industry can enhance firm productivity through labor and
technology spillover effects, yet it may hinder firm productivity by raising labor costs and
intensifying competitive effects.

Further analysis indicates that the total number of firms established by non-local firms
within a 5-km radius exerts no significant impact on the productivity of firms in host regions.
Intra-regional capital allocation in the upstream, downstream, and same industries also
contributes to the improvement of firm productivity. However, intra-regional capital allocation
in the upstream and downstream sectors does not exhibit obvious complementary effects with
their corresponding cross-regional capital allocation, whereas intra-regional capital allocation
in the same industries shows a substitution effect with its cross-regional counterpart. In
addition, cross-regional capital allocation follows a gradient-consistent pattern in the upstream
sector, a gradient-inverse pattern in the downstream sector, and a same-gradient pattern in the
same industry, which significantly enhances the productivity of firms in host regions.

This paper makes three marginal contributions to existing literature. First, it provides a
valuable extension to relevant research on the productivity effects of agglomeration economies
from an industrial chain perspective. Second, it supplements the research scope and indicator
quantification of literature related to cross-regional capital allocation. Third, it offers targeted
policy references for all regions to collaboratively advance the layout of industrial chains and
industrial gradient transfer, thereby achieving coordinated regional development and
synergistic transformation of economic efficiency.
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