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Chinese firms are advancing their internationalization process at a surprisingly rapid
pace, which is at odds with the descriptions of mainstream theories of corporate
internationalization, such as the internalization theory and the eclectic theory of
international production. In this context, a large number of existing literatures have
examined the learning-by-export effect but have not agreed on its advantages. In the
framework of recombinatory view of innovation, we integrate the resource-based view
and the institution-based view, taking Chinese industrial enterprises as the research
object, taking the export intensity and the output value of new products as the main
indicators. We using the fixed effect model based on the Chinese Industrial Enterprise
Database construction with China’s Marketization Index. Then this study aims to
examine the relationship between exports and innovation. Research results show a non-
linear effect, that is U-shaped relationship between exports and innovation; furthermore,
the relationships are influenced by institutional factors at the provincial level. The
institutional development level is a reverse mechanism of relationship between exports
and innovation; when the institutional development level is higher, the relationship
between exports and innovation has an inverted U shape. The findings enhance the
understanding of export innovation from the perspective of resources and institutions,
and export enterprise innovation management can benefit from its significant insights.

Keywords: exports, innovation, institutional development, U-shaped effect, reversal mechanism

INTRODUCTION

As an effective means of organizational learning, exporting provides companies with the
opportunity to acquire knowledge from other places (Xie and Li, 2018; Dangelo et al., 2020). This
phenomenon of acquiring knowledge from exports is called “learning by exporting” (Wang and
Ma, 2018; Ipek, 2019; Dangelo et al., 2020), which means that exporters have access to advanced
foreign knowledge, which, if effectively absorbed, will greatly enhance the innovation capabilities
of firms (Golovko and Valentini, 2011; Love and Manez, 2019; Dangelo et al., 2020). However,
compared with enterprises in developed markets, Chinese exporters, as enterprises in emerging
markets, face two deficiencies in converting information advantages into innovation advantages
(Xie and Li, 2018). On the one hand, companies often lack resources such as strong technological
capabilities, excellent absorptive capacity and close relationships with customers, which makes it
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difficult for companies to rely on their proprietary advantages to
advance their internationalization process (Li et al., 2010; Smith,
2014; Wang et al., 2018). On the other hand, companies usually
also face adverse effects such as source country disadvantage or
latecomer disadvantage (Wei et al., 2016; Wang et al., 2018). Even
so, Chinese firms are advancing their internationalization process
at a surprisingly rapid pace, which is at odds with the descriptions
of mainstream theories of corporate internationalization, such as
the internalization theory and the eclectic theory of international
production (Kim et al., 2020). This apparent difference has been
considered one of the “big questions” in recent years in the study
of corporate internationalization (Buckley et al., 2017).

To theoretically explain the phenomenon that firms are
able to grow in international markets despite the lack of
proprietary advantages of the firm, the literature discusses
it from the perspective of the resource-based view (Barney,
1991) or the institutional-based view (Peng et al., 2008).
The literature based on the resource-based view perspective
follows the logic of the prevailing theory and analyzes the
sources of the firm’s proprietary advantage at the micro level
(Chen et al., 2016); however, because the perspective assumes
institutional homogeneity, this may obscure the understanding
of how institutions help or hinder innovation in exporting
firms (Corredoira and Mcdermott, 2014). The institutional-based
view provides a theoretical perspective for discussing the role
of institutions in corporate export learning at the macro level
(Xie and Li, 2018).

However, the resource-based and institutional-based views
still fall short in independently explaining the following two
issues: (1) At the micro level, How does export affect innovation?
(2) At the macro level, does the level of institutional development
facilitate or hinder innovation by exporters? This study aims
to integrate the resource-based view and the institutional-
based view based on the framework of recombinatory view of
innovation to investigate the above two issues.

The recombinatory view of innovation considers that the
forces of both the novelty from acquiring knowledge and the
cost of recombining this knowledge influence the effectiveness
of innovation (Davis and Eisenhardt, 2011; Balachandran and
Hernandez, 2018). This extends the application of resource and
institutional perspectives to the study of export innovation in
emerging market firms. On the one hand, in the recombinatory
view of innovation, resources are not simply used to promote
innovation by increasing the export intensity of firms. The linear
relationship between higher firm export intensity and better
innovation performance does not simply apply to the emerging
market environment. Since innovation is influenced by both
knowledge acquisition and knowledge recombination factors,
this study finds a non-linear effect, that is U-shaped relationship
between firm export intensity and innovation. On the one hand,
since institutions will also act on both knowledge acquisition and
knowledge recombination, the level of institutional development
does not simply facilitate or hinder innovation in emerging
market exporters either. This study finds a reversal mechanism
in the relationship between export intensity and innovation,
which will be able to reverse the U-shaped relationship between
export intensity and innovation when the level of institutional

development is high. The above findings extend previous work in
the literature on learning through exporting by showing that the
effectiveness of learning through exporting can be influenced not
only by factors internal to the firm but also by external macrolevel
institutional factors.

LITERATURE REVIEW

Export and Learning
Knowledge is regarded as a valuable resource in both domestic
and international markets, therefore, learning has become
a crucial issue in the international business environment
(Evangelista and Mac, 2016; Ipek, 2019). In this context, export
is defined as a learning process. In this process, the enterprises
collect information about the export environment timely and
accurately (Brouthers et al., 2009). By contacting the export
market, enterprises can accelerate the accumulation of market
information and technical knowledge (Salomon and Shaver,
2005), so as to enhance the effect of export learning (Love and
Ganotakis, 2013). Enterprises often obtain more technology and
knowledge in the international market through export than in
the domestic market, thus forming information arbitrage (Kogut,
1989), this is the basic mechanism for transforming tangible
goods into intangible knowledge (Xie and Li, 2018).

The accumulation of market and technical knowledge often
promotes the performance of export enterprises. Early empirical
research on export learning at the enterprise level mainly
focused on finding the causal relationship between export and
enterprise productivity (Wagner, 2007). From the perspective
of international trade theory, these studies found that the
performance of export enterprises was better than that of non-
export enterprises (Bernard and Jensen, 1999). Theoretically,
there are two mechanisms to explain the relationship between
export and performance. One is self-selection effect (Melitz,
2003), that is, only those enterprises with high productivity will
choose to export (Bernard et al., 1995; Bernard and Jensen,
1999; Van Biesebroeck, 2005). The other is the export learning
effect. Many empirical studies have tested these two effects,
among which the self-selection effect is supported by a large
amount of evidence (Eaton et al., 2004; Yang and Mallick, 2010)
however, the results of export learning effect are inconsistent.
Some studies have found evidence of the effect of export learning
(Sun and Hong, 2011; Mallick and Yang, 2013), However, some
studies have not found that exports have a significant impact on
enterprise productivity (Sharma and Mishra, 2011; Luong, 2013).
In order to solve the above disputes, the existing literature has
made efforts in two aspects. On the one hand, it is committed to
explaining the mechanism of export learning effect, on the other
hand, it is committed to shifting the focus of research from the
impact of exports on productivity to the impact of innovation
(Chittoor et al., 2015; Xie and Li, 2018).

At the enterprise level, the research on export and innovation
found that enterprises in developed markets and emerging
markets are likely to benefit from export learning (Li et al.,
2010; Bratti and Felice, 2012; Xie and Li, 2018). Compared
with foreign direct investment and other ways to achieve
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internationalization, exports involve relatively few commitments,
risks and management skills (Cassiman and Golovko, 2011).
Therefore, export is usually the first step for emerging market
enterprises seeking international sales (Luo and Tung, 2007).
Learning income from export is one of the policies that many
emerging market governments encourage exports, including the
establishment of export processing zones, export tax incentives,
export quality inspection and other policies (Xie and Li, 2018).
In emerging markets, there are many ways to learn through
exports. For example, in order to ensure the quality and
performance of imported goods, foreign importers may transfer
extensive knowledge about production technology, quality and
cost control measures, customer needs, and even competitive
product information (Wu et al., 2007). However, emerging
market enterprises may not benefit as much from exports as
developed market enterprises (Navasaleman, 2011).

Resources and Institutions
Two main viewpoints help to explain the relationship between
export and innovation. The resource-based view mainly focuses
on the internal operation of export enterprises and the specific
attributes of companies (Sousa et al., 2008). The institutional-
based view emphasizes the influence of the institutional
environment from which export enterprises come (Peng et al.,
2008). In the research based on the resource-based view, the
classic view is that those enterprises with specific resources and
capabilities usually have competitive advantages (Sousa et al.,
2008; Chen et al., 2016). These documents implicitly assume that
the market environment and institutional environment faced by
export enterprises are homogeneous, stable and consistent (Peng
et al., 2008). The stronger the ability of the enterprise, the better
the export performance. Most of these studies are carried out
in the environment of developed markets, and the institution
is only used as a background factor. Therefore, enterprise scale,
enterprise capability and experience have become the key factors
to determine export performance (Majocchi et al., 2005; Pla-
Barber and Alegre, 2007).

The institutional-based view follows the definition of
institution in New Institutional Economics and holds that
institution is the constraint designed by human beings and
shaping interpersonal interaction (North, 1990). Institution is the
structure and activity of regulation, norm and cognition, which
can provide stability and significance for social behavior (Scott,
1995). The institutional-based view divides the institution into
formal institution and informal institution, and regards culture
as a part of informal institution (Peng et al., 2008). Institutions
have a great impact on people’s behavior, as well as the strategy
and performance of organizations (DiMaggio and Powell, 1983).

Compared with the resource-based view, which takes the
institution as the background condition, the basic idea of
the institutional-based view comes from the thinking that
the institution determines what enterprises can do in the
process of formulating and implementing strategies and building
competitive advantage (Peng et al., 2008). The institutional-based
view transforms the emphasis on more detailed description of
culture and institution in the literature (Leung et al., 2005) into
a clear strategic focus of enterprises, that is, to discuss how

the institution affects the enterprise strategy and performance
(Peng et al., 2008). The institutional-based view focuses on the
relevant research of emerging markets and emphasizes that there
are great differences in the institutional framework between
emerging markets and developed markets. Therefore, in addition
to resources and other factors, we should pay more attention
to the impact of institutional differences on enterprise strategies
(Chacar and Vissa, 2005; Peng et al., 2008).

The Recombinatory View of Innovation
Many scholars regard innovation as a new combination of
existing knowledge (Cohen and Malerba, 2001; Fleming, 2001),
this conceptual view holds that innovation is not only the search
for new knowledge, but also an effort to combine the old and
new components in a novel way (Fleming, 2001). Enterprises with
multiple knowledge sources may obtain more different inputs
and reorganize them to obtain more effective opportunities to
improve innovation, so as to carry out high-quality and valuable
innovation (Wang et al., 2011). Therefore, innovation is regarded
as a process of reorganization, through this reorganization,
enterprises find novel knowledge and integrate it in an original
way (Davis and Eisenhardt, 2011). The novelty of knowledge
acquisition and the cost of integration affect the process of
reorganization (Balachandran and Hernandez, 2018), On the one
hand, the diversity and non-redundancy of knowledge acquired
through external connections will have a positive impact on
innovation (Srivastava and Gnyawali, 2011), on the other hand,
this knowledge needs to be reorganized in some original way.
Since it is not easy to reinterpret these knowledge and integrate
these different ideas, the integration of knowledge may be
costly (Kogut and Zander, 1993; Szulanski, 1996). The result of
innovation will be determined by the net effect between the two
forces (Balachandran and Hernandez, 2018).

For emerging market export enterprises, the first step is
to obtain overseas knowledge through export (Bratti and
Felice, 2012; Alcacer and Oxley, 2014), the second step is to
deal with knowledge acquired through exports, which may
involve extensive adaptation and combine it with relevant local
knowledge (Corredoira and Mcdermott, 2014). The resources
and institutions play a role in both steps. On the one hand,
according to the eclectic theory of international production,
the export intensity of enterprises is affected by the ability of
enterprises. The stronger the ability of enterprises, the higher
the export intensity (Sousa et al., 2008). On the other hand,
local institutions are an important source of local knowledge
(Corredoira and Mcdermott, 2014), it affects the combination of
external knowledge and local knowledge, which has an impact on
the process of knowledge reorganization (Xie and Li, 2018).

Summary
The above literature provides a solid theoretical basis for this
study. First of all, exports have created channels to learn from
overseas, but how to apply this knowledge to innovation is
a complex matter. A survey of this process may help explain
how some emerging market companies earn more from exports
than others. Secondly, the resource-based view and institutional-
based view provide different research perspectives for analyzing
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the relationship between enterprise export and innovation, the
combination of the two will provide richer explanatory power
for the study of the relationship between enterprise export and
innovation. Finally, by dividing the forces affecting innovation
into two aspects, the recombinatory view of innovation expands
the perspective of analysis and provides an analytical framework
for the integration of resource-based view and institutional-
based view.

RESEARCH HYPOTHESIS

The Impact of Exports on Innovation
Exporting is one of the important channels for firms to
internationalize (Wang and Ma, 2018), and exporting firms are
usually exposed to new technologies and market knowledge
from abroad that is more available than at home, which allows
for information arbitrage (Kogut, 1989), and the accumulation
of diverse knowledge about markets and technologies tends to
promote the innovative performance of exporting firms (Xie and
Li, 2018). The resource-based view emphasizes that the more
capable a firm is, the more it tends to export and the stronger is its
performance (Sousa et al., 2008; Chen et al., 2016). Most of these
studies were undertaken in developed market environments, so
it can be implicitly assumed that the institutional environment
faced by exporting firms is to some extent homogeneous, stable
and consistent and that the factors determining firms’ export
strategies are firm size, firm technology and capabilities, rather
than the institutional environment faced by firms (Majocchi
et al., 2005; Pla-Barber and Alegre, 2007). Therefore, based on
the resource-based view, the relationship between exports and
innovation is more inclined to be seen as linear, and empirical
studies provide evidence for a linear relationship between exports
and innovation (Ellis et al., 2011).

However, when the recombinatory view of innovation is
introduced into the export-innovation relationship, the impact
of exporting on innovation is determined by two forces:
The knowledge acquired through exporting and the cost of
recombining this knowledge, and the net effect of both forces
determines the performance of exporting (Balachandran and
Hernandez, 2018). In this view, the impact of exports on
innovation should be more complex, and the linear relationship
of the previous literature would be difficult to effectively describe
the relationship between exports and innovation; therefore, the
recombinatory view of innovation implies the possibility of a
non-linear relationship between exports and innovation.

The recombinatory view of innovation argues that firms
with multiple sources of knowledge may have access to more
diverse inputs and that recombining them can give them more
effective opportunities for high-quality and valuable innovation
(Faems et al., 2010; Wang et al., 2011). Access to a variety of
knowledge resources creates a diverse knowledge base internally,
but new knowledge may be useless if the company fails to
integrate it with its own knowledge (Savino et al., 2017). Thus,
effective integration of domestic and foreign knowledge is a
key mechanism that influences firm innovation (Corredoira and
Mcdermott, 2014), and the presence of this mechanism may

make the relationship between exporting and innovation exhibit
a non-linear relationship. Several empirical studies also provide
evidence for a non-linear relationship between exports and firm
performance (Chiao et al., 2006; Corredoira and Mcdermott,
2014; Wang and Ma, 2018).

Specifically, on the relationship between exports and
innovation, the literature based on the recombinatory view of
innovation argues that while exports create avenues for learning
from abroad, how to apply this knowledge to innovation is a
complex matter (Xie and Li, 2018). The net effect of exports
on innovation is likely to be negative if firms do not have the
necessary technological capabilities, absorptive capacity and
domestic resources to take full advantage of foreign spillover
benefits or to meet the demand for more advanced products
abroad (Smith, 2014). This result suggests that firm innovation
may decline even if export intensity is increased if firms have
insufficient capabilities; an increase in export intensity will
benefit firm innovation only if firms have strong capabilities.

Synthesizing the above analysis, we infer a U-shaped
relationship between exports and innovation and propose the
following hypothesis.

H1:There is a U-shaped relationship between corporate
exports and innovation.

The Influence of the Institutions
Institutions influence to some extent the resource environment
of the economy and thus the resources and capabilities of
the firms embedded in that environment (Jackson and Deeg,
2008). The research literature on emerging markets argues that
firms’ export strategies are largely related to the institutional
environment and that when the institutional environment
changes, firms’ strategies change accordingly (Xie and Li, 2018).
In fact, changes in the institutional environment can either
improve or impair performance, and such changes may be
reflected in multiple dimensions and by various indicators (Sousa
et al., 2008; Chen et al., 2016). When progress is made in any
or all of the dimensions, it is reasonable to assume that the
institutional environment is improving (Wang and Ma, 2018).
The literature usually considers institutions as resources and as
the main determinants of transaction costs (Jackson and Deeg,
2008), and these roles of institutions influence the relationship
between export and innovation by affecting the forces of both
knowledge acquisition and costs of the restructuring process
(Xie and Li, 2018).

Institution and Innovation Recombining Costs
Institutional improvements affect the relationship between
exports and innovation by reducing the cost of recombining.
According to the basic view of transaction cost economics,
transaction costs tend to discourage the trading and
restructuring of knowledge (Williamson, 1975). In the
institutional environment of the home country, knowledge
search, contracting and monitoring can be costly in the absence
of a well-established market intermediary (Xie and Li, 2018).
Therefore, according to the recombinatory view of innovation,
the institutional environment will facilitate the transfer and
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reorganization of knowledge by reducing the transaction costs of
knowledge (Jackson and Deeg, 2008; Xie and Li, 2018).

When there is a lack of specialized intermediaries, such
as brokers, law firms, accounting firms, consulting firms,
and industry associations in the home country’s institutional
environment, this institutional void could greatly affect the
capital, factor and product markets of emerging economies
(Khanna and Palepu, 2010). It will then be expensive and
sometimes impossible to find potential counterparties, to
smoothly and efficiently enter into contracts and to execute
signed contracts. This is particularly difficult when there is
knowledge involved in the transaction. Intermediaries are often
required to play a pricing, trust-building and recognition
role in such transactions. Although informal systems such as
relationships may sometimes replace market intermediaries, they
are usually less efficient in facilitating transactions between
unfamiliar parties (Peng, 2003).

When the institutional environment in the home country
is improved, effective market intermediaries are expected to
improve the innovation ability of export enterprises more
than non-export enterprises by facilitating knowledge flows,
intermediating between buyers and sellers of knowledge, and
providing complementary expertise and resources to reduce
interaction costs (Kostinets, 2014). Market intermediaries can
significantly reduce the transaction costs involved in sourcing
from multiple knowledge sources, seeking and helping exporters
with adaptation and restructuring efforts, which will help
exporters build on knowledge acquired through exports as well
as on innovative knowledge acquired locally (Xie and Li, 2018).

Institution and Knowledge Acquisition
Through the above analysis, it can be found that institutional
improvements will be able to positively influence the relationship
between exports and innovation. However, the institutions
influence on the export-innovation relationship by reducing
transaction costs is only one aspect of the institutional influence
effect; on the other hand, institutions will also influence the
export-innovation relationship by affecting exporters’ access to
knowledge. In this aspect of knowledge acquisition, institutions
will have a reverse impact on exporting firms for the
following reasons.

First, if the institutional environment in the home country
is improved, more firms will enter the market due to reduced
trade frictions and government restrictions, leading to more
intense market competition (Hermelo and Vassolo, 2010). Those
exporters pursuing an expansionary strategy may find the
domestic market more attractive and thus further increase their
capabilities in the domestic market (Wang and Ma, 2018). Under
such conditions, institutional improvements reduce the positive
component of the innovation-influencing power of innovation
restructuring by making it less attractive to acquire knowledge
abroad and thus will probably attenuate the positive innovation-
influencing effect of firms’ export intensity.

Second, when institutional improvements make the home
country’s market more open, the information advantage of
exporters may be offset by alternative access to overseas
knowledge. Foreign direct investment (FDI) enterprises may

come with their products and investments, and they bring
overseas knowledge that can be shared with local partners or
counterparties. Even local firms that are not directly related to
multinational firms benefit from the demonstration effect and the
unconscious knowledge spillover that results from the movement
of people. In addition, all firms in a more open institutional
environment would have better opportunities to seek knowledge
abroad by importing technology and capital goods or even by
investing abroad (Luo and Tung, 2007; Khanna and Palepu,
2010), which would reduce the effect of firms that acquire
knowledge through exports.

Third, according to the description of the Uppsala model,
the internationalization process of firms follows a gradual
development phase of exports, overseas sales, and FDI, in
which empirical market knowledge is an important driving force
(Johanson and Vahlne, 2009; Wu, 2019). Thus, institutional
improvements are likely to change the means of acquiring
knowledge by inducing firms to shift from exports to FDI, which
is a possible reason for a reduction in the export learning effect
(Genin et al., 2020; Kim et al., 2020; Yang et al., 2020). Overall, the
available literature provides evidence that when home country
institutions are improved, firms will likely no longer simply rely
on exports for innovation (Wang et al., 2020).

In summary, although institutions play an influential role
in both aspects of the restructuring process, the reduction
in transaction costs may hardly offset the reduction in the
information advantage that firms obtain through exporting. On
the one hand, when firms shift from exports to FDI, this can result
in higher costs in the economy (Witt and Lewin, 2007), which will
partially offset the positive effects of lower transaction costs. On
the other hand, as the system improves, domestic competition
also increases, placing higher demands on firms to innovate
(Wang and Ma, 2018), which will partially offset the positive
effects of lower transaction costs. Therefore, we expect that the
improvement of the system will create an inversion mechanism
that will reverse the effect of exports on innovation from the
original U-shaped effect to an inverted U-shaped effect. To this
end, the following hypothesis is proposed.

H2:There is a reversal mechanism in the U-shaped
relationship between exports and innovation. Specifically, as
institutions continue to improve, the U-shaped relationship
between exports and innovation will continue to smooth out
until an inversion occurs, where the impact of exports on
innovation shifts to an inverted U-shaped effect in a higher
institutional development environment relative to a lower
institutional development environment.

Conceptual Model
Through the above analysis, we know that export creates a
channel for learning from overseas, but how to apply this
knowledge to innovation is a complex task. A survey of this
process may help explain how emerging market companies
benefit from exports. The recombinatory view of innovation
holds that the acquisition of knowledge and the cost of
recombining this knowledge affect innovation, We use this
logic as the basis for building a conceptual model, By using
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the recombinatory view of innovation, this paper integrates
the resource-based view and the institution-based view into
a framework to analyze the relationship between export and
innovation. According to the resource-based view, export is
conducive to the acquisition of knowledge, so export can promote
innovation. However, the reorganization of new knowledge will
also incur costs, therefore, we believe that the impact of exports
on innovation is non-linear and there is a U-shaped effect. Based
on the institution-based view and the recombinatory view of
innovation, institutions have an impact on both the acquisition of
knowledge and the cost of reorganization, we infer that the level
of institutional development may reverse the U-shaped effect
of exports on innovation. To sum up, we build the following
conceptual model, as shown in Figure 1.

RESEARCH METHODS

Data Source
The research data for this paper are obtained from the China
Industrial Enterprise Database published by the National Bureau
of Statistics of China, and the China Marketization Index
published by the National Economic Research Institute, and
the two databases are combined. First, the Chinese Industrial
Enterprise Database records all state-owned and industrial
enterprises with main business revenue above 5 million RMB, and
this paper uses the sample from 2000 to 2013 and is organized
according to the literature (Nie et al., 2012; Tian and Yu, 2013; Li
et al., 2018). Second, the China Marketization Index is organized
into a provincial panel data format according to the total index,
spanning the period 2000–2013. Since the calculation method of
this index was adjusted after 2008, to reconcile the differences of
the market-based index before and after 2008, the study of Bai
and Liu (2018) was referred to and controlled by setting dummy
variables. Finally, the China Industrial Enterprise Database was
matched with the China Marketization Index by the name of
the province (municipalities and autonomous regions) where the
enterprises were located and merged into the data analyzed for
the paper. Since some records in the China Industrial Enterprise
Database were missing the names of provinces (municipalities
and autonomous regions), these records with missing values were
deleted in the merging process, and the final merged data had a
total of 648,936 records, spanning the period 2004–2013.

Variable Measurement
The dependent variable was firm innovation. The value of change
in firm innovation was calculated as the dependent variable,
calculated as the current value of new product output minus the
new product output of the year prior to the firm’s initial export
(Wang and Ma, 2018). The calculation formula is:

cinno = xcpcz− inno0

where “cinno” is the enterprise innovation, “xcpcz” is the current
new product output value, and “inno0” is the new product output
value of the year before the enterprise’s initial export.

The independent variable is export intensity. Export intensity
is calculated by dividing the value of export deliveries by the value
of industrial sales output. The calculation formula is:

EI = ckjhz/gyxscz

where “EI” is export intensity, “ckjhz” is export delivery value,
and “gyxscz” is industrial sales value. In the specific analysis, the
lagged one-period value of “EI” and “EI_lag1” is generated as the
independent variable.

The moderating variable is institutional change. Using the
total China Marketization Index, institutional change is identified
at the provincial level. The rate of institutional change at the
provincial level is calculated using 3 years as a window period.
Calculated by subtracting the marketability index of the current
period from the marketability index of the two lagged periods
and dividing by the marketability index of the two lagged periods
(Wang and Ma, 2018) The calculation formula is:

rmar_c = (marketind−mar_lag2)/mar_lag2

where “rmar_c” is the regime change, “marketind” is the current
period total marketind index, and “mar_lag2” is the two-period
lagged term of the current period total marketind index.

Control variables. This paper also controls for firm size,
firm age, industry growth rate, and industry competition (Wang
and Ma, 2018; Xie and Li, 2018). where “firmsize” is firm
size, calculated using the logarithm of total assets. “Firmage” is
firm age, calculated using the annual variable minus start-up
time. “Ind_growth” is the industry growth rate, calculated using
the average sales growth rates of firms in the same industry.
“HHI” is industry competition, calculated using the Herfindahl-
Hirschman Index. The calculation formula is:

HHIikt-1 =
nkt-1∑
i = 1

(salesikt-1/
nkt-1∑
j = 1

salesjkt-1)
2

where “i” and j” denote companies, “k” denotes industries, and
“sales” are company sales.

Model Setting and Analysis Methods
Model Setting
To analyze the impact of exports on firm innovation and the
moderating role of institutional change, the following analytical
model was constructed:

cinno it = c+ α1 EI it - 1 + α2EI 2it - 1 + β D+ µ it (1)

cinnoit = cα1EIit - 1 + α2EI2it -1 + α3rmar _c i + α 4 EIit - 1

× rmar _ c i + α 5 EI 2it - 1 × rmar _ c i + β D+ µ it(2)

Among them, model (1) is the benchmark model to test the
U-shaped relationship between exports and firm innovation, and
model (2) is the benchmark model to test the moderating role
of institutional development. cinnoitis the enterprise innovation
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FIGURE 1 | Conceptual model.

change value in the current period, EIit−1 is the lagged period
value of enterprise export intensity, EI2

it−1is the squared term of
the lagged period of enterprise export intensity, rmar_ci is the
institutional change value of the province where the enterprise is
located, and “D” is the set of control variables.

Analysis Method
In this paper, we estimate model (1) and model (2) using a
fixed effects model with panel data, which can effectively mitigate
the endogeneity problem due to omitted variables by using
panel data. Since export and innovation may also have two-
way causality, which will also bring endogeneity, this paper
alleviates the endogeneity brought by two-way causality in two
ways. First, in the baseline model analysis, the independent
variables of model (1) and model (2) are the one-period lag of
export intensity; second, in the robustness analysis, by setting
the second-period lag of export intensity as the instrumental
variable, the regression using the instrumental variables method
is performed as a robustness test to demonstrate the empirical
evidence after mitigating the two-way causality.

Regarding the U-shaped relationship, according to Lind and
Mehlum (2010) and Haans et al. (2016) the U (inverted U)
relationship was tested in three steps. Taking model (1) as an
example for illustration; in the first step,α2 must be significant
and is determined by the sign of whether it has a U or inverted
U shape. In the second step, the slope of the curve must be
steep and significant at the two endpoints of the curve within
the range of values of the independent variable. Taking the
U-shaped curve as an example, the slope of the curve should be
significantly negative when the independent variable takes the
minimum value and significantly positive when the independent
variable takes the maximum value. In the third step, the inflection
point of the curve must lie within the range of values of the
independent variable.

Regarding the test for the moderating effect of the U-shaped
relationship, referring to the study by Haans et al. (2016), a
judgment is made in two ways; on the one hand, it is necessary
to test whether the inflection point of the curve is shifted to the
left or to the right. The calculation formula is:

α1α5−α2α3

2(α2α5∗rmar_c)2 (3)

If the sign of formula (3) is positive, it is shifted right, and
if the sign is negative, it is shifted left. On the other hand, it is
necessary to check whether the shape of the curve is steeper or
flatter. Steeper denotes a positive sign of α5, and flatter denotes a
negative sign of α5, or even a reversal of the curve shape occurs
(Haans et al., 2016). In the analysis process, a 1% winsorize
was applied to all variables to remove the effect of outliers. The
analysis software was stata15.

RESULTS AND DISCUSSION

Results of the Benchmark Model
Analysis
Tables 1, 2 report information on the correlation coefficients,
means, and standard deviations of the main variables in the
model. Table 3 reports the results of the analysis of the
relationship between exports and innovation and the moderating
role of institutional development. In the analysis in Table 3,
records with zero export intensity were removed from the sample
to clearly demonstrate the relationship between exports and
innovation; therefore, all results reported in Table 3 are for
exporting firms. In the robustness analysis, we add records with
zero export intensity back into the sample to demonstrate the
robustness of the results.

Model ¬ adds only control variables. Model  adds a
first-order term with a one-period lag of export intensity
and a squared term based on model ¬ and does not
observe a significant U-shaped relationship between exports
and innovation (α2 = 110.0, p = 0.166). In model ®,
controlling for time fixed effects, the results show that the
coefficient of the squared term of export intensity is positive
and significant (α2 = 342.4, p < 0.01). This result satisfies
the first step in testing for a U-shaped effect, as suggested
by Lind and Mehlum (2010), and later by Haans et al.
(2016). In the second and third steps, we applied the utest
command in stata to check (Lind and Mehlum, 2010; Pollok
et al., 2019). The test results of the U-shaped effect show
that the slope of the curve is negative and significant at
the left end where the exit strength takes the minimum
value(slope = −6878.69, p < 0.01)and positive and significant
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TABLE 1 | Table of correlation coefficients of variables.

Cinno EI EI squ rmar c Firmsize Firmage Ind growth HHI

Cinno 1

EI –0.0362* 1

EI squ –0.0448* 0.9766* 1

rmar c –0.00340 0.0073* 0.0066* 1

Firmsize 0.3286* –0.1861* –0.2038* –0.00210 1

Firmage 0.1012* –0.1570* –0.1521* 0.00220 0.2594* 1

Ind growth 0.0229* –0.0152* –0.0170* 0.1955* 0.0572* –0.0174* 1

HHI 0.0564* –0.1417* –0.1386* 0.0452* 0.0860* 0.0371* 0.0382* 1

*p < 0.05.

at the right end where the exit strength takes the maximum
value (slope = 6890.426, p < 0.01). The 95% confidence
interval for the inflection point value is (9.2786296; 11.60694),
which is within the range of values taken for the exit intensity
after tailing (0, 20.10667). Therefore, both the second and third
steps are also satisfied. The “utest” command also gives the
significance level of the overall test for the U-shaped effect,
and the results show that the U-shaped effect is significant
(p < 0.01). H1 is supported.

Models ¯-± report the results of the moderating effect of
institutional development. The results of model ¯ show that the
coefficient of the interaction term between the squared term of
export intensity and institutional development is negative and
significant at the level of 0.1 (α5 = −193997.1, p = 0.062),
indicating the presence of the moderating effect of institutional
development. Further analysis shows that when the regime
moves from a lower to a higher level, the sign of the result
calculated according to equation (3) is negative and the point
of inflection of the curve shifts to the left; the sign of α5is
negative, the curve form is gradually flattened, and finally
the inversion of the form occurs, reversing from a U-shaped
relationship to an inverted U-shaped relationship. Figure 2
shows the results of inflection point movement and curve
inversion. When institutional development is at a low level,
there is a U-shaped relationship between export intensity
and enterprise innovation. When the institutional development
is at a high level, the relationship between export intensity
and enterprise innovation has reversed, from the U-shaped
relationship to the inverted U-shaped relationship. Model °

controls for time-fixed effects, and the results are consistent

TABLE 2 | Table of descriptive statistical indicators of variables.

Variable Mean Sd Min Max

Cinno 8,229 42,071 –35,000 330,000

EI 0.470 0.420 0 1

EI squ 0.400 0.420 0 1

rmar c –0.0600 0.170 –0.730 0.860

Firmsize 10.39 1.530 7.490 14.88

Firmage 9.720 8.410 1 51

Ind growth 0.260 0.240 –0.130 1.820

HHI 0.0200 0.0400 0 0.230

with model ¯. Model ± controls for the effect of inconsistent
marketization index indicators around 2008 and still finds an
inverse effect of institutional development on the U-shaped effect.
H2 is supported.

Robustness Tests
Analysis of Instrumental Variables
Table 4 reports the results of the analysis of the instrumental
variables, which are export intensity lagged by two periods.
Among them, model ¬include exporters and non-exporters,
and model include exporters only. Bout of model ¬ and
model are 2SLS, the results show that the coefficient of
the squared export intensity term is positive and significant
(α2 = 90227.1, p < 0.05)in model ¬; and the coefficient
of the squared export intensity term is positive and significant
(α2 = 140528.1, p < 0.01)in model . The above models were
tested by utest order, and the U-shaped effects of model ¬was
significant at the level of 0.1(p = 0.0625); the U-shaped effects
of model  was significant (p < 0.01). It shows that the analysis
using the instrumental variables approach is still able to observe
a significant U-shaped effect between exports and innovation.

Add Control Variables
This paper mainly examines the relationship between export and
innovation, and analyzes how the provincial level institution
affects the relationship between export and innovation. In fact,
in addition to institutional factors, there are other factors at the
provincial level that may affect the innovation of enterprises,
Therefore, in the robustness analysis, we further controlled some
factors to check the robustness of the main results. Table 5
reports the results of adding control variables in the U-shaped
relationship between exports and innovation. Among them,
model ¬ further controls enterprise R & D (rdf), national capital
(nationcap), and foreign capital (foreigncap) at the enterprise
level. Model  controls whether it is a state-owned enterprise
(stateowned) or a foreign-owned enterprise (foreignowned) on
the basis of model ¬. Model ® further controls the per capita
GDP(Gdpper), total provincial assets (totalassset) and total
investment (totalinv) at the provincial level. It can be seen from
the results that the U-shaped effect of export is significant in the
three models, indicating that the U-shaped effect of export on
innovation is robust.
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TABLE 3 | Results of the analysis of the relationship between exports and innovation and the moderating role of institutional development.

¬  ® ¯ ° ±

Cinno Cinno Cinno Cinno Cinno Cinno

Firmsize 23113.6*** 23869.7*** 19949.4*** 23691.7*** 22133.4*** 23693.8***

(6.51) (6.43) (6.61) (5.59) (5.51) (5.59)

Firmage 1759.7 1587.5 1175.5 1875.1 1737.3 1875.5

(1.54) (1.65) (1.12) (1.31) (1.18) (1.31)

Ind_growth –3.012 –2.509 –3.479 –18.90 –24.82 –18.72

(–0.48) (–0.26) (–0.40) (–0.80) (–1.06) (–0.80)

HHI 60170.2* 57044.4 61681.2 111123.0 108236.7 111251.8

(2.24) (1.51) (1.61) (1.68) (1.64) (1.68)

EI_lag1 –2333.5 –6878.7** 7138.9 8166.6 7141.6

(–1.50) (–2.96) (0.52) (0.60) (0.52)

EI_lag1_squ 110.0 342.4** –2921.8 –3183.3 –3127.2

(1.39) (2.84) (–0.21) (–0.23) (–0.22)

Time-fixed effects Control Control

rmar_c –70950.3 –54857.1 –70923.4

(–1.87) (–1.06) (–1.86)

EI_l_rmarc 277235.4* 275792.7* 277131.1*

(1.99) (1.98) (1.99)

EI_l_squ_rmarc –193997.1 –192209.7 –194460.5

(–1.85) (–1.84) (–1.86)

EI_l_squ_rmarcD 3803.9

(0.27)

_cons –236070.4*** –242366.3*** –202989.7*** –246240.5*** –237996.7*** –246264.0***

(–6.23) (–6.04) (–5.84) (–4.88) (–4.67) (–4.88)

N 42,644 39,391 39,391 22,580 22,580 22,580

r2 0.00499 0.00455 0.00528 0.00645 0.00707 0.00645

r2_a 0.00489 0.00440 0.00506 0.00606 0.00654 0.00601

F 11.93 9.520 8.418 4.008 4.640 3.660

t statistics in parentheses, *p < 0.05, **p < 0.01, ***p < 0.001.

FIGURE 2 | Reversal mechanism of institutional development level.

U-Shaped Relationship Test Including Non-exporting
Firms
In the analysis of the benchmark model, we only analyzed the
data of exporting enterprises and did not include the enterprises
with zero export intensity in the analysis. In the robustness
analysis, we included the enterprises with zero export intensity
in the sample and analyzed the data containing exporting and

non-exporting enterprises, and the results are shown in Table 6.
In model , the coefficient of the squared term of export
intensity is positive and significant (α2 = 23.44, p < 0.05),
and the utest test results show that the U-shaped relationship
between exports and innovation is significant (p < 0.05). Model
® controls for time fixed effects, and the results show that the
coefficient of the squared term of export intensity is positive and
significant (α2 = 52.35, p < 0.01), and the utest test shows
that the U-shaped relationship between exports and innovation
is significant (p < 0.01).

Subsample Observation of the Reversal of the
U-Shaped Effect
In the analysis of the benchmark model, an inversion mechanism
is found in the relationship between exports and innovation,
where exports and innovation show a U-shaped relationship
when institutional development is at a low level and reverse to an
inverted U-shaped relationship when institutional development
is at a high level. To further observe the reversal mechanism of
the U-shaped effect, in the robustness analysis, we observe the
performance of the export-innovation relationship by splitting
the sample. We calculate the mean and standard deviation
of the marketability index by taking the subsample with the
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TABLE 4 | Results of instrumental variables analysis.

Including non-exporting
enterprises

Only exporters are
included

¬ 

Cinno Cinno

EI_lag1 –66836.8 –118663.2**

(–1.53) (–2.81)

EI_lag1_squ 90227.1* 140528.1**

(2.00) (3.28)

Firmsize 47343.6*** 54478.9***

(5.30) (5.29)

Firmage –114.0 840.2

(–0.20) (0.96)

Ind_growth –37.43 –20.19

(–1.69) (–0.42)

HHI 4208.6 67681.3

(0.13) (1.27)

_cons –473347.2*** –554908.4***

(–5.53) (–5.49)

N 31,842 18,512

r2 0.0174 0.0300

r2_a 0.0172 0.0297

t statistics in parentheses, *p < 0.05, **p < 0.01, ***p < 0.001.

marketability index less than the mean minus one standard
deviation as the low institutional development group and the
subsample with the marketability index greater than the mean
plus one standard deviation as the high institutional development
group. The relationship between exports and innovation is
observed separately in the sample of the two groups, and since
the missing values of firm innovation are higher in the group
with a low level of institutional development, we report the
results of the analysis only for the group with a high level of
institutional development. The results in Table 7 show that the
coefficient of the squared export intensity term is negative and
significant at the level of 0.1 when the sample includes exporters
and non-exporters; the results of the utest test show that exports
show an inverted U-shaped relationship with innovation, which
is significant at the level of 0.1 (p < 0.1). The coefficient of
the squared export intensity term is negative and significant
(p < 0.05) when the sample includes only exporting firms;
the utest test shows an inverted U-shaped relationship between
exports and innovation, which is significant (p < 0.05). It shows
that when looking only at the part of the sample with a higher
level of institutional development, it is still possible to find a
reversal of the export-innovation relationship, from the original
U-shaped relationship to an inverted U-shaped relationship.

Discussion
This paper discusses the relationship between export and
innovation of emerging market enterprises. The basic logical
starting point is that compared with non-export emerging
market enterprises, emerging market export enterprises have
advantages in information arbitrage (Xie and Li, 2018).
Emerging market export enterprises expect to transfer advanced

TABLE 5 | The results of U-shaped relationship between export and innovation
with added control variables.

¬  ®

Cinno Cinno Cinno

EI_lag1 –4226.1* –4231.3* –4405.1*

(–2.15) (–2.15) (–2.16)

EI_lag1_squ 41.96* 42.01* 43.75*

(2.04) (2.04) (2.05)

Firmsize 16116.6*** 16134.5*** 16135.5***

(5.76) (5.75) (5.65)

Firmage 736.1 745.1 742.8

(1.22) (1.23) (1.23)

Ind_growth 2.818 2.962 3.963

(0.39) (0.42) (0.58)

HHI 13164.2 13682.6 13687.6

(0.50) (0.52) (0.52)

rdf –4.739 –4.739 –4.739

(–1.22) (–1.22) (–1.22)

Nationcap 0.152 0.153 0.153

(1.20) (1.20) (1.20)

Foreigncap 0.0524 0.0520 0.0522

(0.11) (0.11) (0.11)

Time-fixed effects Control Control Control

Stateowned –14844.9 –14912.8

(–0.79) (–0.79)

Foreignowned 3641.4 3613.1

(0.70) (0.69)

Gdpper 0.0431

(0.13)

Totalassset 0.183

(0.93)

Totalinv 1.663

(0.34)

_cons –158531.3*** –159051.5*** –166876.3***

(–5.28) (–5.32) (–5.00)

N 59,641 59,641 59,641

r2 0.0476 0.0476 0.0476

r2_a 0.0474 0.0474 0.0474

F 6.342 5.485 5.593

t statistics in parentheses, *p < 0.05, ***p < 0.001.

technology from abroad through export to avoid high-cost
and high-risk R&D (Fagerberg and Godinho, 2005). However,
although some emerging market export enterprises have actively
participated in the fierce international market competition, their
innovation performance still lags behind the market leaders
(Navasaleman, 2011).

First, along the basic logic of the resource-based view, the
stronger the ability of export enterprises, the higher the export
intensity and the better the innovation performance. The test
of H1 in this paper extends this logic. Our empirical results
show that there is a U-shaped relationship between export
intensity and innovation. It is not that the higher the intensity of
exports, the higher the performance of innovation. In emerging
markets, the relationship between exports and innovation is not
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TABLE 6 | Results of the U-shaped relationship test including non-exporting firms.

¬  ®

Cinno Cinno Cinno

Firmsize 17567.2*** 18752.6*** 16224.2***

(5.65) (5.60) (5.09)

Firmage 1062.7 1077.1* 734.4

(1.84) (2.15) (1.35)
Ind_growth 2.455 4.175 4.405

(0.50) (0.67) (0.66)
HHI 11552.4 –4072.2 300.7

(0.53) (–0.14) (0.01)

EI_lag1 –2415.5* –5182.8**
(–2.38) (–3.05)

EI_lag1_squ 23.44* 52.35**

(2.18) (3.01)
Time-fixed effects Control
_cons –174271.6*** –185511.0*** –161909.9***

(–5.30) (–5.26) (–4.84)
N 65,916 59,641 59,641
r2 0.00131 0.00148 0.00177

r2_a 0.00125 0.00138 0.00162

F 9.110 6.980 5.396

t statistics in parentheses, *p < 0.05, **p < 0.01, ***p < 0.001.

a simple linear relationship, this result is different from the linear
relationship found by research based on developed markets. We
introduce the recombinatory view of innovation into the analysis
to explain the differences in the relationship between export
and innovation observed in emerging and developed markets.
The recombinatory view of innovation suggests the existence
of two forces that affect the performance of innovation: The
novelty of acquiring knowledge through exporting and the cost
of recombining knowledge (Davis and Eisenhardt, 2011). Since
the exports of developed market firms are based on the firm’s
proprietary advantages (Dunning, 2001), these firms have the
ability to acquire new knowledge and the resources to reorganize
it (Smith, 2014). In contrast, emerging market exporters are at
a disadvantage in terms of resources and capabilities (Wang
et al., 2018), and if firms’ capabilities are insufficient, even if
these firms enhance their export intensity, they do not have
advantages in terms of acquiring new knowledge and reducing
recombining costs, and exporting does not lead to an increase in
innovation. Only when firms have certain capabilities can they
build a knowledge base through exporting and be able to reduce
the cost of reorganizing knowledge. Thus, in our data, a U-shaped
relationship between exporting and innovation is observed.

Second, by introducing the institution-based view, we argue
that appropriate institutional arrangements are important if firms
want to increase their innovation capacity through exports.
Modern technological updates require new and fundamental
changes in the institution (Fagerberg and Godinho, 2005). We
measure the development of the system in terms of changes in
China’s Marketization Index at the provincial level, and in this
perspective, observe a very interesting change in the relationship
between exports and innovation. The evidence provided in test

TABLE 7 | Results of the sub-sample analysis of the reversal mechanism of the
U-shaped effect.

¬Including non-exporting
enterprises

Only exporters are
included

Cinno Cinno

EI_lag1 12448.0 24246.9*
(1.32) (2.23)

EI_lag1_squ –16636.5 –28369.7*
(–1.65) (–2.35)

Firmsize 14930.7*** 20700.7***

(4.44) (3.85)
Firmage 1211.1 393.6

(1.35) (0.98)
Ind_growth 439.7 2836.9

(0.76) (1.49)
HHI 70251.2 143850.0

(1.08) (1.15)
_cons –139765.4*** –206473.4***

(–4.32) (–3.68)
N 28,143 20,969

r2 0.00587 0.00671
r2_a 0.00566 0.00642
F 4.161 3.378

t statistics in parentheses, *p < 0.05, ***p < 0.001.

H2 suggests that institutional development at the provincial level
is a reversal mechanism that affects the relationship between
firm exports and innovation. When the regime changes more
slowly, the relationship between exports and innovation is
U-shaped; however, when the regime changes more or faster,
the relationship between exports and innovation will reverse,
from a U-shaped relationship to an inverted U-shape. This
result suggests that in regions where the institution is developing
faster, firms can no longer rely on exports alone to meet the
requirements of innovation, when outward investment may be a
more desirable form of internationalization. The results show that
the improvement of the institution will have a positive impact
on the relationship between export and innovation. However,
the impact of institutions on the relationship between exports
and innovation by reducing transaction costs is only one aspect
of the impact of institutions. On the other hand, the institution
will also affect the relationship between export and innovation
by affecting the acquisition of knowledge by export enterprises.
Although the institution has an impact on both aspects of the
reorganization process, the reduction of transaction costs may
be difficult to offset the reduction of information advantages
obtained by enterprises through exports. On the one hand, when
enterprises shift from export to foreign direct investment, it will
cause higher costs in economy (Witt and Lewin, 2007), this will
partially offset the positive effect of reducing transaction costs.
On the other hand, with the improvement of the institution,
domestic competition also increases, which puts forward higher
requirements for enterprise innovation (Wang and Ma, 2018),
this will also partially offset the positive effect of reducing
transaction costs. Therefore, the improvement of the institution
has formed a reversal mechanism, reversing the impact of exports
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on innovation from the original U-shaped effect to the inverted
U-shaped effect.

CONCLUSION AND IMPLICATIONS

Conclusion
This paper discusses the relationship between firm exports
and innovation based on the resource-based view and the
institutional-based view, which correspond to two types of
factors affecting export learning, with the resource-based view
focusing on the internal factors of firms and the institutional-
based view focusing on the external institutional environment
of firms. We integrate the resource-based view with the
institutional-based view by applying the recombinatory view of
innovation, which views innovation as an original combination
of existing knowledge. The basic idea is that the outcome of
exported on innovation depends on two forces, one being the
knowledge acquired by the firm through exporting and the
other being the cost of recombining that knowledge, with both
resource and institutional factors influencing both forces and
the net effect of both forces determining the effectiveness of
innovation. Therefore, we believe that there is a non-linear
influence between export and innovation, and the institution
moderate this non-linear relationship. We tested the above
basic hypotheses at the firm level using data from the Chinese
Industrial Enterprise Database, and through empirical analysis,
the following conclusions were obtained: (1) There is a U-shaped
relationship between enterprise exports and innovation. When
the export intensity of enterprises is at a low level, exports
negatively affect enterprise innovation; when the export intensity
of enterprises is at a high level, exports positively affect enterprise
innovation. (2) There is a reversal mechanism in the U-shaped
relationship between firm exports and innovation, and the
level of institutional development can reverse the relationship
between exports and innovation. When the level of institutional
development is low, there is a U-shaped relationship between
firm exports and innovation; when the level of institutional
development is high, the relationship between firm exports
and innovation reverses and transforms into an inverted
U-shaped relationship.

Theoretical Contributions
In an emerging market environment such as China, we use the
recombinatory view of innovation to integrate the resource-based
view with the institutional-based view to discuss the factors that
influence the relationship between firm exports and innovation.
According to the resource-based view, the stronger the firm’s
capabilities, the higher the firm’s export intensity and the better
the performance of the exporting firm will be. Based on this
underlying logic, we tested the impact of firms’ export intensity
on innovation and found a U-shaped relationship between export
intensity and innovation. The institutional-based view discusses
the impact of the firm’s external institutional environment on
corporate strategy, and based on this perspective, we examine
the moderating effect of the level of institutional development
on the export-innovation relationship at the provincial level

and find that there is an inversion mechanism in the U-shaped
relationship between export intensity and innovation, with
the level of institutional development being able to invert
the U-shaped relationship between exports and innovation.
These findings enhance our understanding of the relationship
between firm exports and innovation and make the incremental
contribution to the existing literature in two ways.

(1) By introducing the recombinatory view of innovation
into the analysis of the export-innovation relationship, we
provide a plausible explanation for the finding of a U-shaped
relationship between firm exports and innovation, which
makes an incremental contribution to the literature on the
application of the resource-based view to explain the firm
learning effect at the micro level. In a developed market
environment, where there is a reasonable assumption to view
the institutional environment as homogeneous and stable, the
resource-based view provides a clear explanatory logic for the
export-innovation relationship, and since the institution serves
only as a background, it is very clear that the factors influencing
the export-innovation relationship originate from heterogeneous
resources and capabilities within the firm. However, in an
emerging market environment, exporters often do not have the
above resource advantages. Therefore, even if the discussion
is conducted at the micro level, relying only on the resource-
based view will hardly provide a reasonable explanation for the
relationship between firm exports and innovation. We enter
the recombinatory view of innovation into the analysis and
argue that the forces of both exported acquired knowledge and
the cost of reorganizing knowledge determine the effectiveness
of innovation. By introducing this perspective, a plausible
explanation for the U-shaped relationship between exports and
innovation is provided, thus enhancing the understanding of the
relationship between exports and innovation.

(2) The institution-based view can provide a multilevel
perspective to explain the relationship between firm exports and
innovation at the macro level. By combining the recombinatory
view of innovation with the institution-based view, we infer that
there is a reversal mechanism for the U-shaped relationship
between firm exports and innovation, and we check this inference
using data from the Chinese Industrial Enterprise Database and
China’s Marketization Index and find that the level of institutional
development can reverse the U-shaped relationship between
exports and innovation. This finding makes an incremental
contribution to the literature that applies the institution-based
view to explain the learning effect of firms’ exports. The basic
idea of the institution-based view is that institutions influence
the strategy and performance of firms. Based on this view, we
can infer that institutions will affect the relationship between firm
exports and innovation. However, when the relationship between
exports and innovation is U-shaped, the role of institutions
has not yet been explained by sound theoretical explanations
or by empirical evidence. By combining the recombinatory
view of innovation with the institution-based view, we find
that institutions influence both the acquisition of exported
knowledge and the cost of knowledge recombination, providing
a plausible theoretical perspective to explain changes in the
relationship between exports and innovation. Empirically, we
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find that the level of institutional development at the provincial
level can invert the U-shaped relationship between exports
and innovation, which also provides new empirical evidence
on how institutions actually affect the relationship between
exports and innovation.

Management Implications
The findings of this paper also have implications for business
managers. First, exporting does not naturally lead to an increase
in innovation capacity. Our research has led firm managers
to recognize that there are two forces that affect the export
learning effect of a firm: one is the knowledge acquired through
exports, and the other is the cost of restructuring this knowledge.
Enterprises wanting to turn the information advantage brought
by exports into innovation advantages need to work on both
access to knowledge and the cost of restructuring knowledge.
For enterprises, on the one hand, they can learn and accumulate
knowledge through export. On the other hand, they should also
stimulate their ability of independent innovation through export.
Second, a company’s strategy should shift as the institutions
evolve. Our results show that the relationship between exports
and innovation is reversed at different levels of institutional
development, a result that prompts managers of firms to pay
attention to the role of the institutional environment external
to the firm in influencing the firm’s strategy. Enterprises need
to timely evaluate the institutional development level of the
place where they are located. For example, enterprises can
hire professional consulting institutions or use the official data
of the National Commerce Department to study and judge
the institutional situation faced by enterprises in order to
develop corresponding innovation strategies. Finally, for the
internationalization strategy of enterprises, exporting is not the
only way to enhance corporate innovation; when the level of
institutional development changes, establishing overseas sales
companies and foreign direct investment may be a more
appropriate way to internationalize.

Limitations and Future Research
Directions
There are also limitations to our study. First, we argue, based
on the logic of the resource-based view, that the higher the
capacity of the firm is, the stronger the export intensity. Based
on this, we hypothesized a U-shaped relationship between
export intensity and innovation, checked this hypothesis using
data from the Chinese Industrial Enterprise Database and
found a U-shaped relationship between export intensity and
innovation. However, the relationship between firm capabilities
and export intensity has not been tested in this paper, and
future research could further examine the relationship between
firm capabilities, resources, etc. and firm exports. Second, we

hypothesize that the level of institutional development is the
inversion mechanism of the U-shaped relationship between
exports and innovation, and we test this hypothesis at the
provincial level using combined data from the Chinese Industrial
Enterprise Database and China’s Marketization Index. However,
in dealing with China’s Marketization Index, we only used
the aggregate index and did not examine the impact of
differences in institutional development across dimensions.
Future research could theoretically discuss the role of the
impact of different dimensions of institutions and test this using
dimensional indicators of the marketization index. Third, China’s
Industrial Enterprise database only provides the output value
of new products, which limits our measurement of enterprise
innovation. Future research can consider using patent data to
measure enterprise innovation. Finally, the data analyzed in
this paper are up to 2013, and although the Chinese Industrial
Enterprise Database provides a large sample of studies for this
paper, we have not yet observed the effect of institutional
development on the export-innovation relationship after 2013.
Because of the preliminary evidence already provided in this
study, future studies may choose to use data from public
companies to observe the latest changes.
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