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Trade Liberalization and Productivity:
Evidence from Chinese Firms

Yu Miaojie
(CCER, Peking University)

Abstract: China has experienced dramatic trade liberalization snce the late 1990s. In this paper 1 investigate the impact of trade
liberalization on firm productivity by using both Chinese manufacturing firmrlevel data and highly disaggregated Chinese import data
from 1998—2002 For this purpose, a fim s total factor productivity (TFP) was caleulated by adopting an augmented Olley-Pak es
(1996) semt parameiric methodology to correct the simultaneous bias from reverse causality and selection bias from the firm's exit.
After controlling the endogeneity issue, trade liberalization is found to significantly boost the fim s productivity. Moreover, the
effects of trade liberalization on the firms productivity in exporting fims are found to be smaller than that in non-exporting firms.
One of the possible reasons is that, exporting fimms with assembly, as a significant proportion of exporting firms in China has no
need to pay for imported materials. Accordingly, the onging taniff cut has only limited effect on these fims  pwoductivity.
However such firms would still have other benefits like spillover for processing behavior. As a result, exporting firms on average
have higher poductivity than non-exporting firms. Such findings are robust to different measures of TFP.

Key Wards: Trade Liberalization; Fimm Productivity; Fimm Exit Chinese Firms

JEL Classification;: F10. L16 010, 020

(FESRE. A R, B EE)

1,10



