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Trade liberalization of intermediate goods

and markups of Chinese manufacturing enterprises
PENG Dongdong LIU Jingqing

( School of International Business Administration Shanghai University of Finance and Economics Shanghai 200433  China)
Abstract: Through introducing trade liberalization of intermediate goods and distribution costs to a heterogeneous enter—
prise trade model this paper theoretically explains the relationship between trade liberalization of intermediate goods and
enterprises” markup ratio. Based on the database of Chinese industrial enterprises and the customs database from 2000 to
2006 this paper takes China’s accession to WTO as a quasi natural experiment to verify the hypothesis through DID method.
The results show that: (1) The trade liberalization of intermediate goods has significantly improved the markup rate of enter—
prises and the conclusion is still valid after the robustness test from many angles; (2) The promotion effect of trade liberal—
ization of intermediate goods on markup is more obvious for high efficiency enterprises domestic enterprises and the enterpri—
ses whose products have lower substitution elasticity. The conclusions above show that the further implementation of trade lib—
eralization is of great significance to enhance the market pricing ability of enterprises and reshape the competitive advantage of
Chinese manufacturing.
Key words: trade liberalization of intermediate goods; markup; DID; manufacturing; distribution cost; enterprise het—

erogeneity



