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Question & Stylized facts

⚫ Question: How the reduction in future trade policy uncertainty affects firms’ export decisions

→China’s firms’ export to the US (2000-2006), China’s WTO accession (2001)

⚫ Two stylized facts

⚫ Aggregate reallocation (export dynamics in China)

⚫ Trade policy uncertainty

Four margins 

of adjustment New entrants

State-Owned Enterprises Foreign-Invested Enterprises Domestic Private Firms

Different firms’ ownership

Worst-case tariffs ↓ → Trade policy uncertainty ↓

• Before: US special rate of duty

• After: much lower WTO-bound tariffs



Methodology: Theoretical Model

⚫ Incorporate trade policy uncertainty into Melitz(2003) → heterogeneous firm model

⚫ Basic setting: (CES + monopolistic competition)

⚫ CES Preferences: 𝑈 = 𝜔𝜖𝛺] 𝑞 𝜔
𝜎−1

𝜎 ⅆ𝜔]

𝜎

𝜎−1
, where σ<1

⚫ Demand for each variety 𝜔: 𝑞 𝜔 = 𝑄[
𝑝 𝜔

𝑃
]−𝜎, where 𝑃 = 𝜔𝜖𝛺] 𝑝 𝜔 1−𝜎 ⅆ𝜔]

1

1−𝜎
is the aggregate price, Q is the 

total quantity demanded in this industry

⚫ Trade policy and uncertainty: τ > 1; arrival rate(λ); new tariff ~ H(τ) with support [1, ҧ𝜏] where ҧ𝜏 ≥ 𝜏
⚫ Firm decisions: 

⚫ Sunk entry cost 𝑓𝑒
⚫ Productivity 𝜑 with CDF G(𝜑) and PDF g(𝜑)

⚫ For exporters: per-period fixed export cost 𝑴𝜼𝒇, where M is total mass of exporters, 𝜂 ≥ 0 represents the degree of 

congestion externalities involved in entering export markets

⚫ Firm’s export participation (Based on present value of variable profit and the fixed cost)

⚫ 𝜈𝑝 𝜏𝑡, 𝜑 = 𝜈 𝜏𝑡, 𝜑 + 𝜌( 1 − 𝜆 𝜈𝑝 𝜏𝑡, 𝜑 + 𝜆𝐸𝜏𝜈𝑝 𝜏𝑡+1, 𝜑 )→ 𝜈𝑝 𝜏𝑡, 𝜑 = 𝐵𝑅𝑇𝑡𝜑
𝜎−1

where 𝐵 =
1

𝑀𝜎 1−𝜌 𝜑𝜎−1, and 𝑇𝑡 = 𝛿𝑎𝜏𝑡
−1 + 𝛿𝐸𝐸𝜏 𝜏

−1 , 𝛿𝑎 =
1−𝜌

1−𝑝 1−𝜆
, 𝛿𝐸 =

𝜌𝜆

1−𝑝 1−𝜆
, 𝛿𝑎 + 𝛿𝐸 = 1

⚫ Expected profit: 𝜋𝑝 𝜏𝑡, 𝜑 = 𝐵𝑅𝑇𝑡𝜑
𝜎−1 − 𝑀𝜂 Τ𝑓 1 − 𝑝 → Cutoff productivity 𝝋*: 𝜋𝑝 𝜏𝑡, 𝜑∗ = 0

⚫ 𝜑 ≥ 𝜑*: export

⚫ Conclusion: Trade policy uncertainty ↓ → 𝜑* ↑, M↑ → simultaneous entries and exits



Methodology: Empirical analysis 

⚫ Data source: China's transaction-level customs data & WTO Tariff Download Facility (HS06 product level)

⚫ Trade policy environment measure: (control variables)

⚫ 𝜏ℎ: average U.S. tariff rate of product h between 2000 and 2002

⚫ ⅆ𝜏ℎ = applied tariff in 2000 - applied tariff in 2002

⚫ gap = worst-case tariff - applied tariff → ⅆ𝑔𝑎𝑝ℎ = gap in 2000 – gap in 2002 (positive value→ less uncertainty)

Larger reduction → Larger growth



Methodology: Empirical analysis 

⚫ Baseline results: (reallocation)

⚫ Use China’s exports to the EU as control group
⚫ ⅆ𝑙𝑛𝑁𝑢𝑚𝑚ℎ𝑐𝑡 = σ𝑗=2001

2006 𝛽𝑗1 𝑗 = 𝑡 1 𝑐 = 𝑢𝑠 ⅆ𝑔ⅆ𝑝ℎ + σ𝑗=2001
2006 𝛿𝑗1 𝑗 = 𝑡 1 𝑐 = 𝑢𝑠 + σ𝑗=2001

2006 𝛾𝑗1 𝑗 = 𝑡 1 𝑐 = 𝑢𝑠 𝑋ℎ + 𝛿ℎ𝑡 + 𝜀ℎ𝑐𝑡

ⅆ𝑙𝑛𝑁𝑢𝑚𝑚ℎ𝑐𝑡: change in the log number of exporting firms in margin m for product h exported to destination c in year t



Methodology: Empirical analysis 

⚫ Robustness check: industry-specific/ trade-regime specific/ induced by other possible trade policy uncertainties like AD

⚫ Uncertainty reductions & More competitive market

⚫ Price

𝑝𝑟𝑖𝑐𝑒𝑓ℎ𝑐 = 𝛼 + 𝛽11{𝑛𝑒𝑤}𝑓𝑐 + 𝛽21{𝑛𝑒𝑤}𝑓𝑐1 𝑐 = 𝑢𝑠 + 𝛽31{𝑛𝑒𝑤}𝑓𝑐ⅆ𝑔𝑎𝑝ℎ + 𝛽41{𝑛𝑒𝑤}𝑓𝑐1 𝑐 = 𝑢𝑠 ⅆ𝑔𝑎𝑝ℎ + 𝛿ℎ𝑐 + 𝜀ℎ𝑐𝑡
⚫ Quality

𝑈 = න 𝜂𝑞
𝜎−1

𝜎 ⅆ𝜔

𝜎

𝜎−1

, where 𝜂 is the quality of the variety 

→ Demand: 𝑞 = 𝜂𝜎−1𝑝−𝜎𝑃𝜎−1𝑌→ 𝑙𝑛𝑞 = −𝜎𝑙𝑛𝑝 + ln 𝑃𝜎−1𝑌 + 𝜎 − 1 𝑙𝑛𝜂

→ Regression: 𝑙𝑛𝑞𝑓ℎ𝑡 = −𝜎𝑙𝑛𝑝𝑓ℎ𝑡 + 𝑎ℎ𝑡 + 𝑢𝑓ℎ𝑡 → Use estimated residual 𝜂𝑓ℎ𝑡 = ⅇ Τෝ𝑢𝑓ℎ𝑡 𝜎−1 to represent quality

→ Use quality as dependent variable to regress again as in price



Conclusion & Future studies 

⚫ Conclusion

⚫ Reallocation effect: simultaneous entries and exits

⚫ More competitive market: lower prices & improved productivity

⚫ Future studies

⚫ other firm-level characteristics

⚫ multi-product firms’ responses


