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The Linkage between Export and Domestic Sale
ZHANG Xueliang, CHENG Ling ( Shanghai University of Finance and Economics, 200433)
LIU Qing ( Hefei University of Technology, 230009 )

Abstract; How do sales across markets interact within firms? A clear understanding of this issue is of great
significance for achieving steady economic growth in China. The COVID-19 epidemic and the trade war between
China and the United States have caused great uncertainty to export for Chinese exporters. Exporters are in
urgent need to seek a broad domestic market to mitigate the negative effect of the decline in foreign demand,
and a unified domestic market will help unleash the potential of domestic demand. This paper introduces the
domestic market segmentation into Melitz’s (2003) heterogeneous-firm trade model, and explores how domestic
market integration affects the relationship between export and domestic sales of the exporters by using Chinese
firm-level database over the period from 1998 to 2013. We find that domestic market segmentation forces
inefficient firms to replace domestic sales with export and domestic market integration stimulates exporters to
increase domestic sales, which alleviates the substitution between export and domestic sales. Furthermore, this
paper discusses one potential mechanism: increasing external financing. This paper holds that breaking down
the domestic market segmentation and eliminating trade barriers are necessary to facilitate Chinese exporters to
transform into domestic sellers, and promote a new pattern of development in which the domestic cycle plays a
leading role while domestic and international cycles interact each other.

Keywords: Market Segmentation, Market Integration, Export and Domestic Sales, Transformation
JEL. F12, R12, R58
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