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Institutional Openness and Supplier Diversification: Evidence from China
Pilot Free Trade Zone

LIN Tao', LAI Yang-shuai® & HUANG Jiu-li’

(1. School of Finance and Economics, Jimei University, Xiamen 361021, China;, 2. School of Economics, Shanghai University,
Shanghai 200444, China; 3. Center for Transnationals’ Studies, Nankai University; Economic Behavior and Policy Simulation
Laboratory, Tianjin 300071, China)

Abstract: Amidst rising uncertainty in the global economy, steadily expanding institutional openness and
continuing to build pilot free trade zones are key measures for promoting reform through openness, smoothing
the internal and external circulation of supply chains, and building a modern industrial system. This study
employs a quasi-experimental design leveraging the establishment of free trade zones, utilizing data from
A-share listed companies to investigate the effects of institutional openness on supply chain configuration and
the underlying mechanisms. The findings reveal three key insights: Firstly, institutional openness significantly
mitigates supplier concentration, a result that is robust to various sensitivity analyses. Secondly, institutional
openness fosters supplier diversification by ameliorating the business environment, enhancing supply chain
efficiency, and diminishing institutional transaction costs. Thirdly, supplier diversification is more pronounced
in regions with advanced digital economies, high market integration, and in the eastern regions of China, as
well as among enterprises characterized by high levels of digital transformation, profitability, and technological
innovation. This research offers valuable implications for the construction of a unified national market, the
smooth operation of domestic and international dual circulation, and the enhancement of supply chain and
industrial chain security and stability.

Keywords: free trade zones; institutional openness; supplier diversification; business environment
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