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Trade Liberalization and Labor Demand Elasticity:

Firm - level Evidence from China’s Manufacturing Sectors

Liang Zhonghua Yu Miaojie

Abstract: Using 1998 —2007 firm —level panel data of manufacturing firms this paper investigates the
effects of China’s trade liberalization on labor demand elasticity. We take China’s WTO accession as a
natural experiment and regard processing import firms as “control group” and ordinary import firms as
“treatment group” . After implementing difference — in — difference and fixed — effect methods we
find trade liberalization increases labor demand elasticity by improving availabilities of capital goods
and intermediate goods. The more reductions in import tariffs the more increases in labor demand
elasticity on firm level.

Keywords: Trade Liberalization; Labor Demand Elasticity; Substitution Effect.
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