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Ideally, we should control for locational differences between provinces and across industries 
by disaggregating our analysis at the industry and county level. However, we are limited by 
the lack of available data. Specifically, it is not possible to disaggregate the analysis at the 
industry level because we do not have the necessary input-output information regarding the 
combination of inputs that are used to produce specific exports. For example, 
semiconductors can be used to produce both cars and computers. The processing trade 
data identifies the value of semiconductors that are imported by a certain location but not in 
which industry they are put to use. Furthermore, conducting a full analysis at the county level 
is not possible because we are limited by the available number of explanatory variables; 
most notably, county-level information on GDP per capita, population, and wages is not 
available. 

To at least partially address these estimation issues we re-estimated equation (16) at the 
county level with the inclusion of county fixed effects to take into account the unobserved 
heterogeneity across counties. Moreover, we included year dummies and interaction 
variables between county and year to capture changes over time. We restricted the analysis 
to the counties in the coastal provinces to control for a potential structural difference 
between processing activities in coastal and internal provinces. The results presented in 
column 1 of Table 5 continue to support Hypothesis 2. In particular, an increase in export 
distance leads to a larger decrease in processing exports destined for the East Asian 
economies. By contrast, processing exports shipped to East Asia are less sensitive to import 
distance than those exported to non-Asian OECD countries. 

Table 5: County Regression Results, 2000–2005 

Dependent Variable: Log of Bilateral Processing Exports by Coastal Counties 

 Total 
Foreign-
Invested 

Enterprises 
Domestic Firms 

    
 (1) (2) (3) 
GDP per capita 
(county) 1.024*** 1.051*** 0.821*** 

 (0.008) (0.009) (0.011) 
Population (county) 0.977*** 0.963*** 0.967*** 
 (0.006) (0.007) (0.008) 
Export distance −0.077 −0.127* −0.090 
 (0.066) (0.078) (0.094) 
East 1.966*** 2.696*** 0.387 
 (0.636) (0.747) (0.899) 
East*Export Distance −0.232*** −0.199*** −0.158* 
 (0.069) (0.081) (0.097) 
East*Import Distance 0.201** 0.062 0.269*** 
 (0.035) (0.040) (0.044) 
Year Dummy Yes Yes Yes 
County Dummy Yes Yes Yes 
Year*County Dummy Yes Yes Yes 
Observations  38,050 28,259 23,192 
R2 0.744 0.748 0.667 

* means significant at 10%; ** means significant at 5%; *** means significant at 1%. 

GDP = gross domestic product. 

Note: Robust standard errors are in parentheses. 


