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Motivation

• Since its WTO accession in December 2001, China has
unilaterally reduced tariffs on imports. Imports of intermediate
inputs tripled between 2000 and 2006.

• China’s role in global supply chain trade has increased
enormously and become the hub in “Asian Factory” (Baldwin
and Lopez-Gonzales, 2013).

• China accounts for about 11% of global intermediate exports,
and 13% of global intermediate imports.
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Share of non-processing exporters that import
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Questions

Does trade liberalization promote firms’participation in
global value chains?

• How do input tariff reductions affect a firm’s decision on the
global sourcing of their intermediate inputs?

• What is the direct impact of intermediate import on a firm’s
decision about export and domestic sales?

• Does global sourcing of intermediate inputs by upstream firms
facilitate export by downstream firms through the
input-output linkage?
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Matched firm-trade data from China for 2000-2006

• Firm survey data from the National Bureau of Statistics

• all state enterprises and large- and medium-sized non-state
enterprises in the manufacturing sector

• contact information, employment, capital-labor ratio, value
added, firm age, sales, export value, intermediate inputs, wages

• Trade data from Chinese Customs

• import and export transactions at the 8-digit HS level (total
value and quantity, trading partners, processing vs. ordinary)

• contact information for the firm
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Main empirical findings

• Import response to tariff cuts:
• A 10 percentage point reduction in tariffs increases the total
value of intermediate imports by 11.9%, and the unit value by
18%.

• Import, export and domestic sales:
• Firms that import more intermediates significantly increase
their domestic sales, but slightly reduce their export.

• Input-output linkage and export by downstream firms:

• More domestic sales by importers in upstream industries
significantly increase the value of export by firms in
downstream industries.
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Related literature

• Intermediate imports as a source of advanced technology for
developing countries

• import and firm productivity: Amiti and Konings (2007)
• import and production scope: Goldberg et al. (2010)

• Input-output linkage
• economic development: Jones (2011)
• skill bias of technical change: Voigtländer (2014)
• technology adoption and trade: Eslava, Fielder and Xu (2014)
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Trade liberalization in China

• “Dual track” trading regime: an open trade regime for foreign
firms and processing traders, and a restrictive regime for
ordinary traders. Feenstra (1998) called it “one country, two
systems.”

• China joined the WTO in December 2001. As a commitment
to the WTO accession, China agreed to lower its average tariff
levels on industrial products to 8.9%, and to eliminate all
quotas, licenses, and other non-tariff barriers to imports of
manufacturing goods by 2005.
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Trade liberalization in China

Firm-level tariffs: τit = ΣGig=1τgt/Gi
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Growth of intermediate imports
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Import response to tariff cuts
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Import response to tariff cuts - core input
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Import, export and domestic sales
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Intensity of domestic sales by ordinary importers in
upstream industries

• The intensity of domestic sales by ordinary importers in
upstream industries is σit = ΣjaijSjt
• aij = Xij/ΣjXij is the intermediate input share, where Xij
represents industry i’s input purchase from industry j .

• Sjt is the ratio of domestic sales by ordinary importers over
domestic sales by all firms in industry j in year t.
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Intensity of domestic sales by ordinary importers in
upstream industries
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Input-output linkage and export by downstream firms
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Conclusion

We provided evidence that trade liberalization promotes
engagement in global value chains through the input-output
linkage along domestic value chains.

• Ordinary importers substantially increase their intermediate
imports in response to tariff cuts: a 10 percentage point
reduction in tariffs increases the total value of intermediate
imports by 11.9%, and the unit value by 18%.

• Firms that import more intermediates increase their domestic
sales significantly.

• More domestic sales by importers in upstream industries
significantly increase the value of export by firms in
downstream industries.
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