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Upstream Monopoly and Supply Chain Localization of Foreign Enterprises
—Evidence from Chinese Manufacturing
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Abstract ; Upgrading the modernization of industrial and supply chains is one of the primary tasks to accelerate
the construction of a new development pattern and promote high-quality economic development. Moreover, the sup-
ply chain localization of foreign enterprises plays a critical role in developing China’ s modern industrial system,
conducive to expanding industrial and supply chains to high-value-added areas and increasing their resilience.
Therefore, this paper focuses on the improvement paths of the supply chain localization of foreign enterprises, and
explores the upstream monopolistic factors hindering the improvement.

Specifically, this paper discusses the theoretical connection between upstream monopoly and the supply chain
localization of foreign enterprises. Then, it calculates the proportion of non-imported intermediate goods input of
foreign enterprises in total intermediate goods input as a proxy for the localization, using the Chinese industrial en-
terprises database and the customs database from 2000 to 2014. Subsequently, it uses the Herfindahl-Hirschman
Index (HHI) of upstream industries to measure the degree of upstream monopoly in manufacturing and conducts a
series of empirical tests to analyze the theoretical connection.

The research results show that; (1) From 2000 to 2014, the overall localization level increased from around
65% to more than 75% , with an increase of more than ten percentage points, with significant heterogeneity across
industries. (2) The upstream manufacturing monopoly significantly reduces the downstream supply chain localiza-
tion of foreign enterprises. This conclusion remains valid after considering potential confounding factors, such as in-
dex measurement errors, contemporaneous policy reform effects, sample selection, and endogeneity. (3) Upstream
monopoly hinders the supply chain localization by raising the relative price of intermediate goods, reducing the vari-
ety of local intermediate goods, and lowering the quality of intermediate goods. (4) Upstream monopoly significant-
ly reduces the localization engaged in non-processing trade, low-contract-intensive industries, and the central and
western regions, but has no significant impact on foreign enterprises engaged in processing trade, high-contract-in-
tensive industries, and the eastern region.

The findings may provide empirical evidence and practical reference for China to ensure stability in foreign in-
vestment, realize the modernization of industrial and supply chains and build a new development pattern of dual cir-
culation to promote the interconnection of domestic and foreign markets.

Keywords ; upstream monopoly ; foreign enterprise ; supply chain localization ; industrial chain upgrade ; manu-

facturing; ensuring stability in foreign investment
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