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(2015), and Levchenko and Zhang (2016).

The paper has two goals. First, we document the trajectories of TFP for ordinary and processing

production during the years 2000-2007. This allows us to assess potential differences in productivity





While we do not explicitly model why productivity might vary between the two organiza-



Manova and Yu ( 2016), Dai, Maitra and Yu ( 2016), and Li, Smeets and Warzynski (2017).

Section 2





2.3 Production

Production of any variety !



provider of the variety in some market. Transport costs and tariffs imply that even if a given source

country is the lowest cost provider of a given variety in some destination market, it need not be the

lowest cost supplier to all destination markets.





destination n accruing to ordinary production in China is given by
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intermediate input for domestic �nal sales:

X j
p =

J



3. Data



4. Mapping Theory onto Empirics

4.1 Estimates of � j



correlation parameter in a multi-variate Frechét distribution. 20
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cost shares are invariant to equilibrium factor prices (i.e. that production is Cobb-Douglas with

country-industry speci�c factor shares). In this sense our counterfactuals calculations rely on more

restrictive assumptions than our productivity calculations.

Equation (23



� j ,x
p .29 If we set t j

o = t j
p and exponentiate � j

o, � x,j
o and � j ,x

p , we can obtain obtain:
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Multiple papers have examined relative productivity levels of ordinary and processing �rms

including Yu ( 2015), Manova and Yu (2016), Dai et al. (
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Table 3: Average Unit Cost: Ordinary and Processing Production (Growth)

Variable N Mean Median sd min max
�

b� j
o,2007

b� j
o,2000

� � 1
� j

109 0.744 0.753 0.227 0.285 1.385
�

b� j
p,2007

b� j
p,2000

� � 1
� j

108 0.809 0.777 0.305 0.259 2.103
�

b� j
p,2007

b� j
o,2000

b� j
p,2000

b� j
o,2007

� � 1
� j

108 1.093 1.098 0.203 0.349 1.912

Notes: This table presents measures of average unit costs for ordinary and processing production as rep-

resented by estimates of
�

b�o



were very similar during this time, falling input tariffs caused the unit cost advantage of organizing

through processing relative to ordinary to diminish.

5.3 Counterfacuals: The Welfare Effects of Processing



Table 4: Real Wages and Income: Counterfactual Simulations



the price index), and real income. Examining row 1, nominal wages are approximately 5% of US

nominal wages but a lower price index means that real wages are slightly higher.





Row 5 shows that, even if processing loses its tariff free access to imported inputs, the gains

from consumers being able to access goods produced by these producers are nearly as large as the

case in which processing producers can sell domestically but possesses preferential tariff treatment.

Row 6 shows that these gains are dependent on productivity differences. If there is no processing



Table 5: Processing Exports as a Share of Total Exports: 2000-2007 (Data)







knowledge accumulation that does not entail the costly distortions that come from processing

producers not being allowed to sell domestically?
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Appendix A. Proofs

A. Price Distributions

As in Eaton and Kortum ( 2002
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B.



Integrating equations ( a7) over wn , we get







With J industries, after exploiting the trade data X j
no and X j

np, this gives us



Simple manipulation and the fact that
� j

pi

� j
oi

= ( 1 + � j
ci )

� 1 allows us to write

X j
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Appendix E. Solution Algorithm

To simply the illustration, we introduce the new notation � j
ni = t j

i �̃ j
ni . By de�nition ˜� j

ni



• Compute the expenditure on different goods as follows: for any country




