


instrument to price changes and we also control for lagged price changes.

In Column (6), we add the first lag of our instrument and the lagged price change. We add

the second and third lag in Columns (7) and (8). The estimations reveal that prices display non-

trivial mean reversion. While there is no effect of the first and second lag of LIC growth on U.S.

prices, there is a significant effect of the third lag of the growth in LICs. In Columns (3) to (5),

we documented that the price response is not the result of imports reacting with a lag to growth.

Consequently, the staggered response of prices to our instrument must be the consequence of

prices reacting with a lag to import competition.

We next split the sample by the median elasticity of substitution in Columns (9) and (10),

with two interesting findings. First, the instantaneous response of prices to growth in LICs is

about the same in sectors with high and low elasticity of substitution. Second, the response is

markedly different after three years.

In the reduced-form estimation, prices react strongly to lagged manufacturing growth in in-

elastic sectors. This cannot be explained by the response of imports to lagged growth (see Column

(4) and (5)), so it must be the long term response of prices to a given level of import competition

that differs between sectors with different demand structures.

This differential response of prices in the long term can be rationalized in the context of the

existing literature. A given level of import competition leads to much greater losses of profits in a

sector with inelastic demand. Therefore, the long-term exit of unproductive firms and consequent

productivity growth is much more pronounced in these sectors.12

8 Conclusion

This paper investigates how imports from LICs influence prices, productivity, and markups in the

United States. The novel contribution is to instrument for trade flows that are endogenous to

U.S. demand with marginal trade flows implied by comparative advantage.

Our instrument relies on the observation that when LICs grow, their exports increase much

12We have no understanding of why the differential effect occurs exactly after three years rather than smoothly
through time. We have also evaluated longer horizons, but three years is the lag at which the response diverges
across sectors with different elasticities.
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more in labor-intensive sectors than in capital-intensive sectors. Thus, we instrument for trade

flows using the interaction between growth of LIC manufacturing output and sectoral labor share.

Second, we develop an empirical framework that abstracts from sector-specific trends and

aggregate fluctuations. Due to our difference-in-difference approach, the identifying restriction

necessary to establish the causal effect of trade only requires that U.S. relative demand shocks are

not systematically biased toward labor-intensive goods. The latter assumption seems reasonable

ex ante and can also be tested by investigating whether imports from developed nations are

systematically biased towards labor-intensive goods, which is not the case.

We then document that trade with LICs had a strong impact on prices and productivity. Our

two-stage least square specification predicts that LIC exports are associated with strong downward

pressure on prices and strong productivity growth. For example, when LIC exports capture 1% of

U.S. market share, producer prices decrease by 3%, with about three-fourths of this change due

to productivity growth.

Surprisingly, we do not find any evidence of a negative effect of LICs on the wages of unskilled

workers. We also show that our results are not driven by cheap intermediate goods imports. We

therefore argue that the effect of low-wage country imports works via the channel hypothesized

by Melitz (2003).

The empirical findings based on our instrumentation strategy uncover much stronger effects of

globalization than is commonly assumed and reverse, for example, the "China does not matter"

verdict reached by Kamin et al. (2006).

Regarding the aggregate effect of LIC growth on U.S. industry, our results should be inter-

preted with care. We estimate the effect of imports on relative rather than absolute level. Due

to the difference-in-difference type identification, our methodology abstracts from factors such as

the increase in global raw material prices that growth in LICs has brought about.

Given these limitations, the aggregate effect we estimate is the following. From 1997 to 2006,

LIC import share has risen by around one percentage point per year in the sectors that this study

covers. Hence, we estimate that from 1997 to 2006, the U.S. PPI inflation rate in manufacturing

was reduced due to the trade with LICs by more than two percentage points (each year), while

productivity growth was increased by one to two percentage points. China accounts for more
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than half of the total effect.

While manufacturing prices only make up a fraction of PPI inflation and producer price

inflation is passed through imperfectly to consumers, the aggregate effect of imports from the

newly developing world surely cannot be neglected.
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Appendix A: Data Sources

Industrial production (For China, there is no reliable estimate of Manufacturing Production)

China: IMF International Financial Statistics

Manufacturing production:

Mexico: IMF International Financial Statistics

The Philippines: IMF International Financial Statistics

India: Datastream Malaysia: Datastream

Brazil: OECD Main Economic Indicators

Indonesia: OECD Main Economic Indicators

Canada: OECD Main Economic Indicators

Germany: OECD Main Economic Indicators

Japan: OECD Main Economic Indicators

Thailand: Bank of Thailand

Vietnam: General Statistics Office of Vietnam

Definition for Markups

Markup = (Value Added - Total Compensation Paid to Employers)/ Value of Shipments

where

Value Added = Value of Shipments - Cost of Materials, Fuels, Electricity

thus

Markup = (Value of Shipments - Variable Costs )/ Value of Shipments

where

Variable Costs = Cost of Materials, Supplies, Fuels, Electricity + Total Compensation Paid to

Employers

Skill intensity = (number of employees - average number of production workers)/number of em-

ployees

Source: Annual Survey of Manufacturers

Value Added is compiled by the BLS and also adjusts for changes in inventories, and the income
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from merchandise operations.

Data Sources for Figures 1 to 4

Figure 1: United States International Trade Commission

Figure 2: Trade data are from the United States International Trade Commission. Labor share is

from the U.S. Annual Survey of Manufacturers and is defined as total compensation of employees

divided by total compensation of employees and total capital expenditures.

Figure 3: Real capital stock is from B. Bosworth used in Bosworth and Collins (2007). Effective

labor supply: total number of persons employed in China (Asian Development Bank) times real

manufacturing wage growth in China (nominal wage growth from Laborstat database ILO and

GDP deflator from the World Bank Development Indicators).
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Appendix B: List of Outliers

35 NAICS-Year observations where excluded because the absolute year-to-year price change ex-

ceeded 0.25 log points.

Year Naics Sector Names

2003 311212 Rice Milling
1999
2002

1998 312221 Cigarette Manufacturing.

1998, 1999, 2001, 2002, 2004, 2005 324110 Petroleum Refineries

Nitrogenous Fertilizer Manufacturing

Plastics Pipe and Pipe Fitting Manufacturing

2004 331111 Iron and Steel Mills

2003, 2004, 2005 331411 Primary Smelting and Refining of Copper.

2006 331419 Primary Smelting and Refining of Nonferrous Metal 
2005, 2006 331421 Copper Rolling, Drawing, and Extruding

2005 331422 Copper Wire (except Mechanical) Drawing

2006 331491 Nonferrous Metal Rolling, Drawing
(except Copper Aluminum)

2006 331492 Secondary Smelting, Refining, and Alloying 
of Nonferrous Metal  (except Copper Aluminum)

2004 332311 Prefabricated Metal Building and 
Component Manufacturing

2000 334414 Electronic Capacitor Manufacturing.

3253112000, 2001, 2003 

Table A - Observations with Absolute Change of Ln Price > 0.25 

2004 331222 Steel Wire Drawing

2004 331112 Electrometallurgical Ferroalloy Product Manufacturing

2005 326122

2000 327420 Gypsum Product Manufacturing

2004 325211 Plastics Material and Resin Manufacturing

2004 325192 Cyclic Crude and Intermediate Manufacturing

2006 325193 Ethyl Alcohol Manufacturing

2004 325181 Alkalies and Chlorine Manufacturing

2005 325182 Carbon Black Manufacturing

2003 321219 Reconstituted Wood Product Manufacturing

2004 325110 Petrochemical Manufacturing

2003 321212 Softwood Veneer and Plywood Manufacturing

311512 Creamery Butter Manufacturing

1998, 2003, 2004 311613 Rendering and Meat Byproduct Processing
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(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

US Imports originating from China China China Mexico India Vietnam Canada Japan Japan China
Panel Estimation with  RE, w/o year  FE, w/o year  FE, with year  FE, with year  FE, with year  FE, with year  FE, with year  FE, with year  FE, with year  FE, with year

 dummies  dummies  dummies  dummies  dummies  dummies  dummies  dummies  dummies  dummies

Sample
Dependent Variable

Labor Share -0.051
[0.016]**

Growth Industrial Production -0.445 -0.447
 in China [0.093]** [0.093]**

Growth Ind. Prod. China * 0.665 0.668 0.667
Labor Share [0.108]** [0.108]** [0.107]**

Growth Manufact. Mexico * 0.121
Labor Share [0.044]**

Growth Manufact. Mexico * 0.062
Labor Share [0.022]**

Growth Manufact. Vietnam * 0.052
Labor Share [0.014]**

Growth Manufact. Canada * 0.021
Labor Share [0.053]

Growth Manufact. Japan * 0.078
Labor Share [0.052]

Growth Manufact. Japan * 0.210
Skill Intensity [0.036]**

Growth Ind. Prod. China * 0.049
Skill Intensity [0.076]

Fixed Effects n y y y y y y y y y
Year Dummies n n y y y y y y y y

Observations 2890 2890 2890 2890 2890 2890 2890 2890 2890 2890
Sectors 325 325 325 325 325 325 325 325 325 325
R-Squared  (within) 0.082 0.087 0.106 0.031 0.023 0.027 0.024 0.046 0.057 0.092

Dependent variable is the y/y absolute change of (Country Imports / (US Industry Size+World Imports)) 
 325 6-Digit NAICS Manufacturing Industries from 97-06 (NAICS 3111111 to 3399999) 

Table 1 - Growth of Manufacturing Output, Factor Intensity, and Imports (Panel Estimations)

Notes: Table 1 presents the relation between the growth of manufacturing output in several nations, factor intensity and growth of U.S. imports. The countries covered are China 
(Columns (1), (2), (3), and (10)), Mexico in Columns  (4), India in Column  (5), Vietnam in Column  (6), Canada in Column (7), and Japan in Columns (8) and (9) The dependent 
variable is the year to year in the level of Import from the respective country divided by the U.S. industry size. U.S. Industry Size is defined as the 1997-2006 average value of U.S. 
shipments plus total imports in the respective industry.  An industry is measured at the six-digit NAICS level (only manufacturing industries). All specifications except (1) and (2) 
include year dummies, and all specifications except (1) include fixed effects (FE) by industry; * significant at 5%; ** significant at 1%
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(1) (2) (3) (4) (5)
w/o year Incl. LIC with Year Incl. LIC with Year
dummies Manfct. Growth Dummies Manfct. Growth Dummies

Estimation: OLS OLS OLS IV IV
Sample: 

Ch. Imports LIC 0.232 0.048 -0.009 -3.112 -3.097
(in % of U.S. Industry Size) [0.047]** [0.047] [0.047] [0.733]** [0.710]**

Ch. % LIC Manfacturing 0.508 1.269
Output [0.038]** [0.187]**

Within R-Square 0.01 0.08 0.11

Labor Share * Ch. % LIC  1.07 1.073
Manfct. Output [0.200]** [0.197]**

Ch. % LIC Manfacturing -0.675
Output [0.172]**

Year dummies (both stages) n n y n y

Observations 2667 2667 2667 2667 2667
Sectors 325 325 325 325 325
R-Square (first stage within) - - - 0.10 0.12

Panel A: First Stage Estimation - Dep. Var. is the y/y change in (Imports LIC / U.S. industry Size)

Table 2 - LIC Imports and U.S. Prices: OLS and IV Results (Fixed Effects Panel Estimations) 

Six-Digit NAICS Manufacturing Industries from 97-06 (311111- 3399999)

Panel B: OLS or 2nd Stage - Dep. Var. is the y/y Ln-change U.S. Producer Price

Notes: Panel B of Table 2 displays the relation between changes of imports from nine LICs and U.S. Producer Prices. The dependent 
variable is the annual change in the logarithm of U.S. producer price at the six-digit NAICS level (only manufacturing industries). "Ch. 
Imports LIC" is defined as the y/y absolute change in (LIC Imports/US Industry Size). U.S. Industry Size is defined as the 1997-2006 
average value of U.S. shipments plus world imports. In Columns (2) and (4), "Ch. % LIC Manfct." is the weighted growth rate of 
manufacturing output in the nine LICs. In the lower Panel A the first-stage relation is displayed and the instrument is the sectoral labor 
intensity times Ch. % LIC Manufacturing output. All estimations include fixed effects by sector; * significant at 5%; ** significant at 1%
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(1) (2) (3) (4) (5) (6) (7)
Lagged Lagged Ch. Adding Lagged Adding Including Changes in Chinese

LIC imports LIC Imports PPI Changes Productivity Outliers NET  Imports Imports

Ch. Imports LIC 0.006 0.036 0.034 -0.030 0.131
(in % of U.S. Industry Size) [0.047] [0.051] [0.051] [0.050] [0.064]*
Ch. NET Imports LIC -0.092
(in % of U.S. Industry Size) [0.042]*
Ch. Imports China -0.108
(in % of U.S. Industry Size) [0.061]

Instrumented Ch. Imports LIC -3.276 -2.234 -2.249 -3.463 -5.788
(in % of U.S. Industry Size) [0.832]** [0.653]** [0.633]** [0.842]** [1.269]**
Instrumented Ch. NET Imports -2.818
LIC (in % of US Industry Size) [0.643]**
Instrumented Ch. Imports -3.516
China (in % of U.S. Industry Size) [0.701]**
Lag 1 of Imports LIC 0.061
(in % of U.S. Industry Size) [0.052]
Lag 1 of Ch. Imports 0.122
 LIC (in % of U.S. Industry Size) [0.083]
Lag 1 of Sectoral Inflation (PPI) -0.019

[0.025]
U.S. Productivity Growth 0.037

[0.025]

Imports LIC Imports LIC Imports LIC Imports LIC Imports LIC NET Imp. LIC Imports China

Labor Share * Ch.% LIC 0.962 1.059 1.104 1.03 1.007 1.18
Manfacturing Output [0.199]** [0.213]** [0.216]** [0.212]** [0.190]** [0.222]**
Labor Share * Ch. %  Chinese 0.755
Manfacturing Output [0.116]**
Lag 1 of Imports LIC 0.035
(in % of US Industry Size) [0.010]**
Lag 1 of Ch. Imports LIC 0.066
(in % of US Industry Size) [0.021]**
Lag 1 of Sectoral Inflation (PPI) 0.003

[0.008]
U.S. Productivity Growth 0.015

[0.005]**

Observations 2667 2381 2345 2279 2702 2667 2667
Sectors 325 325 325 325 325 325 325
R-Square (first stage within) 0.13 0.14 0.14 0.13 0.12 0.06 0.11

Table 3 - LIC Imports and U.S. Prices (Fixed Effects Panel Estimations with Year Dummies) 

Sample: 6 Digit NAICS Manufacturing Industries from 97-06 (311111- 3399999)

Panel A: First Stage Estimation - Dep. Var. is the y/y Change of 

Not Displayed: Estimations Include Controls of Panel B

Panel B: IV Estimates - Dependent Variable is the y/y Ln-change of the 6 Digit NAICS US Producer Price

Panel C: OLS estimates - Dependent Variable is the y/y Ln-change of the 6 Digit NAICS US Producer Price

Notes: All estimations include fixed effects by sector and year dummies. Panels B and C of Table 3 presents the relation between changes in U.S. imports from nine LICs and 
U.S. producer prices. Panel C displays the OLS results and Panel B the two-stage least-squares estimations. The dependent variable is the annual change in the logarithm of 
U.S. producer prices at the six-digit NAICS level (manufacturing industries). "Ch. Imports LIC" is defined as the y/y absolute change in (LIC Imports/U.S. Industry Size). 
U.S. Industry Size is defined as the 1997-2006 average value of U.S. shipments plus world imports. Also "Imports LIC" in (1) is normalized by the U.S. industry size. Panel A 
presents the first-stage estimation. "Ch. % LIC Manufacturing Output" is the weighted average growth rate of manufacturing output in the nine LICs. The instrument 
employed is the labor intensity times Ch. % LIC (or Chinese in (7)) manufacturing output. "Productivity" in (4) is the four-, five-, or six-digit NAICS productivity growth 
from the BLS; * significant at 5%; ** significant at 1%
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(1) (2) (3) (4) (5) (6) (7) (8)
Basic Lagged Lagged Ch. Adding Lagged Adding Including Changes in Chinese

Specification LIC imports LIC Imports PPI Changes Productivity Outliers NET Imports Imports

Ch. Imports LIC 0.323 0.329 0.424 0.412 0.331 0.362
(in % of U.S. Industry Size) [0.101]** [0.101]** [0.116]** [0.118]** [0.101]** [0.099]**
Ch. NET Imports LIC -0.012
(in % of U.S. Industry Size) [0.089]
Ch. Imports China 0.236
(in % of U.S. Industry Size) [0.129]
Lag 1 of Imports LIC -0.034
(in % of U.S. Industry Size) [0.060]
Lag 1 of Ch. Imports  LIC -0.13
 (in % of U.S. Industry Size) [0.117]
Lag 1 of Sectoral -0.109
 Inflation (PPI) [0.041]**
Lag 1 U.S. Productivity -0.140
 Growth [0.022]**

Instrumented Ch. Imports 2.375 2.759 2.043 1.743 2.180 2.051
LIC (in % of U.S. Industry Size) [1.022]* [1.201]* [1.122] [1.052] [0.960]* [1.003]*
Instrumented Ch. NET Impt. 2.243
 LIC (in % of US Industry Size) [1.012]*
Instrumented Ch. Imports 0.407
China (in % of U.S. Industry Size) [0.986]
Lag 1 of Imports LIC -0.183
(in % of U.S. Industry Size) [0.100]
Lag 1 of Ch. Imports  LIC -0.243
 (in % of U.S. Industry Size) [0.147]
Lag 1 of Sectoral -0.107
 Inflation (PPI) [0.043]*
Lag 1 U.S. Productivity -0.140
Growth [0.024]**

Observations 2317 2317 2031 1957 2279 2350 2317 2317
Sectors 325 325 325 325 325 325 325 325

Table 4 - LIC Imports and U.S. Productivity (Fixed Effects Panel Estimations with Year Dummies)

Sample: 6 Digit NAICS Manufacturing Industries from 97-06 (311111- 3399999)

Panel B: IV Estimates - Dependent Variable is the y/y US Productivity Growth (BLS)

Panel C: OLS estimates - Dependent Variable is the y/y US Productivity Growth (BLS)

Notes: Table 4 presents the relation between changes in U.S. imports from nine LICs and the four, five, or six digit NAICS annual productivity growth from the BLS. 
Panel B displays the OLS estimation results and Panel A the two-stage least squares results. "Ch. Imports LIC" is defined as the y/y absolute change in (LIC 
Imports/U.S. Industry Size). U.S. Industry Size is defined as the 1997-2006 average value of U.S. shipments plus world imports. Also "Imports LIC," "Imports China," 
and "Net imports LIC" are normalized by U.S. industry size. "Ch. % LIC Manufacturing Output" is the weighted average growth rate of manufacturing output in the 
nine LICs. The instrument employed is the labor intensity times Ch. % LIC (or Chinese in (8)) manufacturing output. All estimations include fixed effects by sector and 
year dummies. For First Stage see Panel A of Table 3 (except Column (5)); * significant at 5%; ** significant at 1%
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(1) (2) (3) (4) (5) (6) (7) (8)
Cost of Parts=1

Basic Productivty Lagged Wage Inputs Basic 3 Instruments Net Imports

Hourly Wage Hourly Wage Hourly Wage Inputs/ Revenue Producer Price Producer Price Producer Price Producer Price

Ch. Imports LIC -0.141 -0.148 -0.167 -0.039 -0.032 0.017 0.017
(in % of U.S. Industry Size) [0.079] [0.079] [0.092] [0.121] [0.081] [0.039] [0.039]
Ch. NET Imports LIC -0.003
(in % of U.S. Industry Size) [0.033]

Ch. Imports LIC 1.754 1.711 1.896 -2.141 -2.339
(in % of US Industry Size) [1.365] [1.442] [1.434] [2.133] [0.561]**
Ch. NET Imports LIC
(in % of U.S. Industry Size) 
U.S. Productivity Growth 0.008

[0.027]
Lag 1 of Ch. Ln. Wage -0.319

[0.034]**

Imports LIC Imports LIC Imports LIC Imports LIC Imports LIC Imports LIC Imports LIC NET Imp. LIC

Labor Share * Ch.% LIC 0.601 0.568 0.627 0.585 1.479 -0.510 -0.803 0.252
Manfacturing Output [0.227]** [0.227]* [0.237]** [0.304] [0.218]** [0.501] [0.604] [0.582]
Lag 1 Labor Share * Ch.% 1.096
 LIC Manfacturing Output [0.557]*
Lagf 2 Labor Share * Ch.% 0.093
 LIC Manfacturing Output [0.525]
U.S. Productivity Growth 0.011

[0.006]
Lag 1 of Ch. Ln. Wage -0.007

[0.009]

Observations 1843 1843 1521 1142 1116 1116 999 1116
Sectors 325 325 325 289 138 138 138 138
R-Square (first stage) 0.08 0.08 0.11 0.05 0.13 0.13 0.13 0.04

Table 5 - LIC Imports, Wages, and Input Costs (Fixed Effects Panel Estimations with Year Dummies)

Panel B: IV Estimates 

Panel A: First Stage Estimation - Dep. Var. is the y/y Change of:

Parts =0Production Worker Wage

(6) to (8) weakly identified

Sample: Six Digit NAICS Manufacturing Industries from 97-06 (311111- 3399999)

Not Displayed: Estimations Include Controls of Panel B

Dependent Variable (Panel B and C) is the Ln Change of:

Panel C: OLS estimates

Notes: Panels B and C of Table 5 presents the relation between changes in U.S. imports from nine LICs and changes in production worker wages, cost of inputs, or 
producer prices. Panel C displays the OLS results and Panel B the two-stage least-squares estimations. Worker wage is defined as total wage payments to production 
workers divided by the total amount of hours worked. Input Costs is defined as the ratio of the cost of inputs over turnover (domestic shipments). Columns (5) to (8) 
examine the role of intermediate inputs. Column (5) only includes sectors which do not include any 10-digit HS goods code containing the words "Parts," "Input," or 
related acronyms and a non-zero trade flow. Columns (6) to (8) contain only these sectors. The second-stage estimation in (6) to (8) is not displayed since the 
estimation is weakly identified. "Ch. Imports LIC" is defined as the y/y absolute change in (LIC Imports/U.S. Industry Size). U.S. Industry Size is defined as the 1997-
2006 average value of U.S. shipments plus world imports. Also "Net imports LIC" is normalized by U.S. industry size. "Ch. % LIC Manufacturing Output" is the 
weighted average growth rate of manufacturing output in the nine LICs. The instrument employed is the labor intensity times Ch. % LIC manufacturing output. All 
estimations include fixed effects by sector and year dummies; * significant at 5%; ** significant at 1%
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(1) (2) (3) (4) (5) (6) (7) (8)
Profits

Basic Productivty  Lag. Markup per Revenue Sigma <5.55 Sigma>5.55 Sigma <5.55 Sigma>5.55

1+ Markup 1+ Markup 1+ Markup Profits

Ch. Imports LIC 0.161 0.141 0.193 0.864 0.052 0.025 0.452 0.278
(in % of U.S. Industry Size) [0.046]** [0.045]** [0.055]** [0.342]* [0.092] [0.055] [0.192]* [0.125]*
U.S. Productivity Growth 0.084

[0.010]**
Lag 1 of Ch. Ln. Markup -0.250

[0.029]**

Ch. Imports LIC -0.339 -0.842 -0.622 -5.426 -8.65 -1.516 5.692 1.493
(in % of US Industry Size) [0.704] [0.807] [0.777] [5.503] [3.843]* [0.504]** [3.346] [1.008]
U.S. Productivity Growth 0.096

[0.015]**
Lag 1 of Ch. Ln. Markup -0.254

[0.031]**

Labor Share * Ch.% LIC 0.601 0.568 0.634 1.018 0.490 1.61 0.488 1.490
Manfacturing Output [0.227]** [0.227]* [0.237]** [0.184]** [0.204]* [0.335]** [0.205]* [0.364]**
U.S. Productivity Growth 0.011

[0.006]
Lag 1 of Ch. Ln. Markup -0.004

[0.015]

Observations 1843 1843 1521 2890 1333 1334 1159 1158
Sectors 325 325 325 325 162 163 162 163
R-Square (first stage) 0.08 0.08 0.11 0.12 0.12 0.16 0.12 0.15

Panel A: First Stage Estimation - Dep. Var. is the y/y change in (Imports LIC / U.S. industry Size)

Markup

Sample: 6 Digit NAICS Manufacturing Industries from 97-06 (311111- 3399999)
Dependent Variable (Panel B and C) is the Ln Change of:

Panel C: OLS estimates

Producer Price Productivity

Table 6 - LIC Imports, Markups, and Elasticity of Demand (Fixed Effects Panel Estimations with Year Dummies)

Panel B: IV Estimates 

Dep. Var is  Ch. Ln. Price Dep. Var is  Ch. Ln. Productivity

Notes: Columns (1) to (4) of Table 6 presents the relation between changes in U.S. imports from nine LICs and changes in markups, profits, prices and productivity. 
Panel C displays the OLS results and Panel B the two-stage least-squares estimations. Markups are defined as one minus the ratio variable costs over the value of 
shipments and profits are defined as one minus total costs over the value of shipments. Columns (5) to (8) split the sample by the median elasticity of substitution 
(5.55). The elasticity of each six-digit NAICS sector is the unweighted average of the underlying HS 10 elasticities from Broda and Weinstein (2006). "Ch. Imports 
LIC" is defined as the y/y absolute change in (LIC Imports/U.S. Industry Size). U.S. Industry Size is defined as the 1997-2006 average value of U.S. shipments plus 
world imports. Also "Net imports LIC" is normalized by U.S. industry size. "Ch. % LIC Manufacturing Output" is the weighted average growth rate of 
manufacturing output in the nine LICs. The instrument employed is the labor intensity times Ch. % LIC manufacturing output. All estimations include fixed effects 
by sector and year dummies; * significant at 5%; ** significant at 1%
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(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Lag1 Lags 1-2 Lags 1-3 Sigma <5.55 Sigma>5.55 Sigma <5.55 Sigma>5.55

Labor Share * Ch. -2.452 -2.525 -2.489 -2.671 -2.297
% LIC Manfct. Output  [0.504]** [0.495]** [0.544]** [0.805]** [0.734]**

Lag 1 Labor Share * Ch. -0.124 0.389 -0.192 0.477 -0.858
% LIC Manfct. Output [0.472] [0.511] [0.572] [0.844] [0.779]

Lag 2 Labor Share * Ch. -0.363 -0.102 -0.295 0.111
% LIC Manfct. Output [0.470] [0.527] [0.787] [0.706]

Lag 3 Labor Share * Ch. -1.768 -3.027 -0.742
% LIC Manfct. Output [0.661]** [0.995]** [0.890]

Lag 1 Ch. PPI Price -0.026 -0.058 -0.088 -0.08 -0.095
[0.018] [0.019]** [0.022]** [0.032]* [0.030]**

Lag 2 Ch. PPI Price -0.112 -0.139 -0.109 -0.157
[0.019]** [0.022]** [0.033]** [0.029]**

Lag 3 Ch. PPI Price -0.03 -0.041 -0.033
[0.023] [0.035] [0.032]

Labor Share * Ch. 1.006 1.091 1.100 0.671 1.487
% LIC Manfct. Output  [0.184]** [0.206]** [0.226]** [0.259]** [0.363]**

Lag 1 Labor Share * Ch. 0.287 0.262 0.167 -0.227 0.537
% LIC Manfct. Output [0.177] [0.189] [0.235] [0.266] [0.383]

Lag 2 Labor Share * Ch. 0.351 0.411 0.161 0.612
% LIC Manfct. Output [0.176]* [0.200]* [0.232] [0.320]

Lag 3 Labor Share * Ch. -0.053 -0.326 0.207
% LIC Manfct. Output [0.238] [0.274] [0.382]

Year dummies y y y y y y y y y y

Observations 2890 2568 2245 1129 1116 2345 2021 1700 851 849
Sectors 325 325 325 163 162 325 325 289 146 143

R-Square (within) 0.12 0.14 0.14 0.17 0.14 - - - - -

Only first Stage Regressions

Sample: 6 Digit NAICS Manufacturing Industries from 97-06 (311111- 3399999)

Table 7 - The Long Run Response of U.S. Prices (Fixed Effects Panel Estimations with Year Dummies)

Panel A:  Dependent Variable is the y/y change of Imports LIC / US industry Size

Panel B: Reduced Form Estimates - Dependent Variable is the y/y Change of Ln Price PPI

(6) - (8) all sectors
Reduced From Equations

Notes: Table 7 displays the long-run effect of LIC trade on U.S prices and productivity. Panel B presents the results relating imports or growth in LCIs to U.S. prices and Panel A 
presents the first-stage estimation relating LIC output growth to LIC imports. In Panel A, Columns (1) to (5), the estimation adds lagged values of the interaction of LIC growth 
and labor intensity directly to prices. Columns (5) to (10) display reduced-form estimations that relate the (lagged) interaction of LIC growth and labor intensity directly to prices.  
Columns (4), (5), (9), and (10) split the sample by the median elasticity of substitution (5.55). Elasticities are from Broda and Weinstein (2006). "Ch. Imports LIC" is defined as 
the y/y absolute change in (LIC Imports/U.S. Industry Size). U.S. Industry Size is defined as the 1997-2006 average value of U.S. shipments plus world imports. Also "Net 
imports LIC" is normalized by U.S. industry size. "Ch. % LIC Manufacturing Output" is the weighted average growth rate of manufacturing output in the nine LICs. The 
instrument employed is the labor intensity times Ch. % LIC manufacturing output. All estimations include fixed effects by sector and year dummies; * significant at 5%; ** 
significant at 1%
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Factor Supply In China 1996 to 2004
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