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Trade Liberalization and Quality Upgrading
of Intermediate Inputs:
Evidence from Chinese Customs Data
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Abstract Using highly disaggregated Chinese product-level trade data, this paper inves-
tigates the impact of trade liberalization on the quality of imported inputs within narrow prod-
uct categories. We first follow Khandelwal (2010)’s model to estimate quality of inputs im-
ported to China. To estimate the impact of both input tariff reductions and output tariff re-
ductions, we choose processing trade, which is free of both tariffs, as control group, and im-
plement Difference-in-Difference method. The result confirms that trade liberalization pro-
motes quality of imported inputs in ordinary trade relative to processing trade.
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