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Abstract: 

This paper investigates whether WTO promotes trade effectively via reduction of 

political uncertainty, by examining the changes in both the extensive and intensive 

margins of Chinese exports before and after China’s WTO accession in the end of 

2001. In order to eliminate the WTO trade effects via other channels, we select 22 

WTO members as the export destinations, all of which had already given China MFN 

or GSP level tariffs before 2001, and drop exports brought by firms with export 

destinations other than the above 22 countries and firms with positive ordinary 

exports. Then we decompose the rest Chinese exports to each destination market into 

export volume brought by existing products (the intensive margin) and export volume 

brought by new products (the extensive margin), to check which margin of trade has 

been inhibited more by uncertainty. We adopt a difference-in-differences method to 

control for the destination specific demand characteristics and use the PPML approach 

to take care of the zero trade flows. We find that reduction of political uncertainty 

significantly promotes the extensive margin, while its impact on the intensive margin 

is not robust and sometimes even negative. The pattern survives various robustness 

checks, including alternative sample periods, alternative estimation methods, 

alternative definition of “new” products, etc. It is consistent with Dutt et.al (2011) on 

that the WTO boosts trade by reducing uncertainty in the mind of potential exporters 

regarding the evolution of international trade rules. 
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1 Introduction 

Recent literature has recognized that political uncertainty could be a great 

obstacle for international trade. For example, Handley& Limão (2012) show that 

investment and entry into export markets is reduced when trade policy is uncertain, 

and trade liberalization is valuable to exporters even when applied trade barriers are 

currently low or zero. This paper contributes to the strand of literature by studying the 

impact of political uncertainty on Chinese exports. We exam this particular effect by 

carefully isolating a group of Chinese exporting firms, who did not benefit from any 

kind of tariff decline but only reduction of political uncertainty after China’s WTO 

accession in the end of 2001.  

To be specific, we choose only 22 countries1 as export destinations from the 

total 125 WTO members. All of the 22 countries had already charged Chinese 

products MFN or GSP level tariffs before 2001. By keeping exporting firms with no 

other destinations than the 22 countries in the sample, we are able to drop the direct 

and indirect impact from oversea tariff reduction faced by Chinese exports in the rest 

103 countries due to China’s WTO accession2. Moreover, we discard all the firms 

engaged in ordinary exports, because these firms can benefit from the reduction of 

Chinese import tariffs via access to cheaper oversea intermediate inputs. On the 

contrary, in the Chinese processing regime, inputs purchased abroad do not have to 

pay any import tariffs to China Customs. So focusing on firms with no other 

destinations and zero ordinary exports gives us a clean sample with no WTO-related 

tariff reduction involved. 

However, the exports in our sample can still be affected by the 

macroeconomic condition and other demand related factors in the 22 destination 
                                                 

1 The 22 countries include Australia, Austria, Belgium-Luxemburg, Canada, Denmark, Finland, France, Germany, 

Greece, Ireland, Italy, Japan, Netherlands, New Zealand, Norway, Poland, Portugal, Spain, Sweden, United 

Kingdom, and United States. 

2 The indirect impact is related to “learning-by-exporting”, that is, Chinese firms may initially start to export more 

to WTO member countries which had to lower their tariffs to the MFN level after China’s WTO accession, and 

then became more productive and able to also export more to the 22 selected countries. So these firms’ exports to 

the 22 countries are actually affected indirectly by the tariff reduction in the rest 103 WTO members. 



countries. Hence, we adopt a difference-in-differences approach. Specifically, we use 

6-digit Chinese exports by our sample firms to the 22 countries during 2000-2006 as 

the treated group, and then add exports from India to the same destinations in the 

same sectors and the same period to control for destination-specific demand 

characteristics. This way we are able to get a cleaner identification on the responses of 

Chinese exports to WTO accession. 

We also decompose the total exports to each destination market into those 

brought by the existing products (the intensive margin) and the new products (the 

extensive margin), so that we can check whether reduction of political uncertainty 

works via the extensive margin, or intensive margin, or both.  

Instead of the traditional OLS approach in gravity literature, we use the 

Poisson Pseudo Maximum Likelihood (PPML) method proposed by Silva& Tenreyro 

(2006). So we do not use the log of exports but the level of exports as the dependent 

variable. For the baseline estimation, we pick 2000 and 2006 as the sample years, 

define the new products in each destination market as those with zero Chinese exports 

in 2000 but positive Chinese exports in 2006, and use India as the destination control. 

We find that reduction of political uncertainty gives a huge boost to the extensive 

margin, while its impact on the intensive margin is even negative.  

The baseline results are robust with changing the control from India to 

Indonesia, adopting OLS instead of PPML, switching the initial year from 2000 to 

2001, redefining the product is new in the destination market if its Chinese exports is 

below 0.02‰ of the total Chinese exports to the destination country in 2000 but above 

0.02‰ in 2006, using India’s new products as the control for Chinese new products in 

the exports, or redefining the extensive/intensive margin as exports brought by 

new/existing firms.  

We further separate trade by new or existing products into those brought by 

foreign-invested firms (FIEs) and those by Chinese local firms. Though Chinese 

processing regime aims primarily at attracting foreign direct investment, we find that 

Chinese local firms in our sample actually benefit more from reduction of political 

uncertainty in the extensive margin than FIEs. We also use Rauch (1999)’s standard to 



classify the products into three categories: differentiated, reference-priced and 

homogeneous goods.  But the results do not exhibit any specific pattern: 

homogeneous goods have the largest extensive margin, followed by differentiated 

goods and reference-priced goods.  

By varying the final year from 2002 to 2006, we find different time trends for 

the two margins. While the extensive margin goes up and down, the impact of 

reduction of political uncertainty on the intensive margin keeps decreasing. More 

importantly, the pattern in the baseline model always sustains, that is, the extensive 

margin is large, positive and significant, whereas the intensive margin is negative.  

Our paper contributes to several strands of literature. The first strand is about 

the various channels for trade liberalization to be effective, such as tariff decline, 

reduction of political uncertainty, and so on. For example, Amiti& Konings (2007) 

argues that lower tariffs can increase productivity by inducing tougher import 

competition whereas cheaper imported inputs can raise productivity via learning, 

variety, and quality effects. So Chinese ordinary exports can be affected by China’s 

own trade liberalization and we should focus only on the Chinese processing exports 

in order to indentify the impact of political uncertainty cleanly. 

The second strand is the literature on the intensive and extensive margins of 

trade. For example, Kehoe& Ruhl (2009) found that country-pairs that undergo trade 

liberalization or in which one of the countries undergoes significant structural 

transformation have large increase in extensive margin (goods that they did not export 

before or exported only in small quantities). The large positive extensive margin and 

negative intensive margin shown in our paper is highly consistent with their findings. 

The third strand is on the role of WTO’s effectiveness, which is a lively debate 

since Rose (2004) argues that GATT/WTO does not promote trade. Dutt et. al (2011) 

offer one possible explanation to Rose (2004)’s astonishing results. They find that 

WTO trade effect is almost exclusively on the extensive margin (trade via new 

products) instead of the intensive margin (average trade volume per product). So 

when aggregating these two margins together, the total WTO trade effect becomes 

zero. Using Chinese imports data, Van Biesebroeck& Yi (2012) has already found 



significant and heterogeneous WTO trade effects on the extensive margin due to 

reduction of Chinese import tariffs. Here in the current paper, we use Chinese exports 

data and focus on another channel of the WTO trade effect, that is, the reduction of 

political uncertainty, but our results are still in line with Dutt et. al (2011).  

The rest of the paper is organized as follows. Section 2 introduces the 

empirical model, followed by data description in section 3. Section 4 shows the 

baseline results and robustness check, with conclusion in section 5.  

2 The empirical model 

Table 1: The List and function of Countries in the Difference-in-differences Approach 

Function in the Empirical Model Group Countries 

 

 

 

Treatment group 

Exporter the new WTO member China 

 

 

Destination 

 

 

 

22 WTO members 

Australia, Austria, 

Belgium-Luxemburg, Canada, 

Denmark, Finland, France, Germany, 

Greece, Ireland, Italy, Japan, 

Netherlands, New Zealand, Norway, 

Poland, Portugal, Spain, Sweden, 

United Kingdom, United States 

Control group 

(with the same 

destination to 

control for 

destination-specific 

demand 

characteristics) 

Exporter 1 WTO member  India or Indonesia 

 

 

Destination 

 

 

22 WTO members 

Australia, Austria, 

Belgium-Luxemburg, Canada, 

Denmark, Finland, France, Germany, 

Greece, Ireland, Italy, Japan,  

Netherlands, New Zealand, Norway, 

Poland, Portugal, Spain, Sweden, 

United Kingdom, United States 

In order to cleanly isolate the responses of Chinese exports to reduction of 

political uncertainty, we keep only firms with zero ordinary exports and no export 

destinations other than the 22 countries in the sample. Then we adopt a 

difference-in-differences approach. As shown in table 1, 6-digit Chinese exports by 

our sample firms to the 22 countries during 2000-2006 are used as the treated group, 

while exports in the same sectors from India or Indonesia to the same destinations in 

the same period are added as control for destination-specific demand characteristics.  



We choose India or Indonesia as the destination control because they are both 

developing countries, just like China. And they locate relatively close to China, so the 

distance between them and the 22 countries is similar with that between China and the 

22 countries. Also, they are both WTO members, so the exports from them to the 22 

countries do not subject to reduction of either tariff or political uncertainty during the 

sample period.  

In order to identify the impact of political uncertainty more thoroughly, we 

decompose the trade volume from country c to destination d into those brought by 

new products (the extensive margin) and those brought by the existing products (the 

intensive margin). A product is new to the destination market if its export from China 

to one of the 22 WTO members is zero in 2001 but positive in 2006; otherwise it 

belongs to the group of existing products. So the baseline model includes the 

following two equations: one for the new products, the other for the existing products. 

new/existing
/(1)    *cdt cd t new existing cdt cdtX I        

In equation (1), the dependent variables are aggregate exports brought by 

either new or existing products from country c to destination d in year t. The 

explanatory variables include country-destination fixed effects, time fixed effects, a 

dummy variable which is 1 when the country is China and the year is 2006, and an 

error term. 

Our primary interests are new  and existing , which indicate respectively the 

impact of reduction of political uncertainty on the extensive margin and intensive 

margin. From equation (2), we can see that they are the DID estimates, which start 

with the time change in average exports brought by the sample firms in either new or 

existing products from China to the 22 countries between 2000 and 2006, and then 

nets out the change in means for exports brought by the same set of products from 

India/Indonesia to the 22 countries. This helps controlling for the changes in the 

demand characteristics of the 22 countries which would have nothing to do with 

China’s WTO accession.  
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For the baseline model, we estimate equation (1) with India as the destination 

control, and 2000-2006 as the sample period. We use level of exports as the 

independent variable in order to adopt Poisson Pseudo-Maximum Likelihood (PPML). 

We choose PPML over OLS with the logarithm of exports as the independent variable, 

because PPML has been proved to be more reliable in dealing with existence of zeros 

and heteroskedasticity (Silva& Tenreyro, 2006).  

3 Data 

Table 2: Yearly Evolution of Chinese Processing Exports by the Sample Firms 

Total exports New products Existing products New firms Existing firms 

2000 5822 0 5822 0 5822 

2001 5809 77 5732 1986 3668 

2002 5382 245 5137 2271 2688 

2003 5904 227 5677 2688 2750 

2004 7998 910 7088 2348 5171 

2005 7830 1307 6523 1891 5452 

2006 4469 725 3744 545 3261 

Note: The unit is million$.  

Data for Chinese exports to the 22 WTO members are from China Customs, 

while data for exports from India and Indonesia to the 22 countries are from BACI 

database. Table 2 shows the yearly evolution of Chinese processing exports by the 

sample firms. We can see that the total exports stayed relatively stable during 

2000-2003, increased substantially in 2004 and 2005, and then decreased to the lowest 

point in 2006. After decomposing the trade volume into those by new and existing 

products, we can see immediately that the contribution of new products is much more 

significant than the existing products. Similarly, we can also separate the total exports 

into those brought by the new firms and the existing firms, and we come to the same 

conclusion that contribution by new firms were more prominent.  



In the next session, we will use Indian or Indonesian exports as control to 

further drop the trend in Chinese exports brought by the changes in demand-related 

factors in the 22 countries. 

4 Results 

Table 3 presents the baseline results and some robustness checks. The baseline 

results are obtained by using India as destination control, 2000 and 2006 as the initial 

and final year respectively, and the PPML approach. Shown in column (1), we can see 

that only the extensive margin is positive and significant, while the intensive margin 

is even negative. It means that reduction of political uncertainty only induces exports 

of new products by decreasing the fixed costs of firms entering the foreign market. In 

other words, China has become a WTO member and hence a more preferable 

off-shoring location since 2001. 

 

Table 3: Baseline Results and Robustness Check 

Dependent 

variable:  

EXP _ new/ 

EXP_ existing 

(1)Baseline (2)Use 

Indonesia 

instead of 

India as 

control  

(3)Use OLS 

instead of 

PPML 

approach 

(4)Define 

new products 

based on the 

proportion  

(5)Use new 

Indian exports 

as control for 

new Chinese 

exports 

(6) Focus 

on firms 

instead of 

products 

Extensive 

margin 

9.170** 

(0.169) 

10.519**   

(0.419) 

6.443** 

(0.341) 

5.240**   

(0.399) 

4.772** 

(---) 

7.364**   

(0.025) 

R-square 1 1 0.996 1 0.466 1 

Obs 66 66 66 77 44 66 

Intensive 

margin 

-0.927** 

(0.069) 

-0.525**   

(0.074) 

-2.148** 

(0.159) 

-0.975**   

(0.071) 

-0.850**    

(0.066) 

-1.110**   

(0.191) 

R-square 0.996 0.996 0.949 0.995 0.996 0.884 

Obs 87 87 87 87 88 82 

Note: **, * and † denote the significance level of 1%, 5% and 10% respectively.  

 

We then switch the destination control from India to Indonesia, which leads us 

to larger margins with the same pattern in column (2). Instead of PPML, we can still 

try the traditional OLS approach with the log of exports as the dependent variable. As 



shown in column (3), the pattern in the baseline results remains, though OLS tends to 

underestimation by ignoring the zero bilateral trade flows.  

We also use an alternative definition of the new goods, in order to alleviate 

possible problems caused by the data. Specifically, we define that the product is new 

if its exports from China to one of the 22 countries is below 0.02‰ of the total 

exports from China to the respective destination country in 2000 but above 0.02‰ in 

2006. From column (4), we can see that the basic pattern is still there, though the 

extensive margin decreases to almost half the magnitude compared to the baseline 

results.  

From the gravity perspective, we think it is more reasonable to use Indian 

exports in the same sectors as the control for Chinese exports, so in the baseline 

model, we define the new products solely based on the situation in Chinese exports. 

However, one may suspect that it is more appropriate to use the export situation of 

Indian new products as the control for Chinese new products, because it is possible 

that trade volume brought by new products in the two countries grow at a more 

similar speed, even though they may not contain the exact same sectors. And this is 

what we do in column (5). Luckily the pattern remains, though the extensive margin is 

even smaller than in column (4). 

The final variation in table 3 is redefining the extensive margin as exports 

brought by new firms, while the intensive margin is defined as exports brought by 

existing firms. A firm is new if it appears in 2006 but not in 2000; otherwise it belongs 

to the group of existing firms. After aggregating all the Chinese exports brought by 

the two groups of firms and then using Indian exports in the respective sectors as 

control, we find the same pattern in column (6) as the baseline results. 

Table 4 shows results with further decomposition. Specifically, decomposition 

by firms’ ownership shows that Chinese local firms benefit more from reduction of 

bilateral uncertainty than foreign invested firms. Another decomposition is classifying 

the products based on Rauch (1999)’s classification standard. Results show that 

homogeneous goods have the largest extensive margin, followed by differentiated 

goods and reference-priced goods. This may have something to do with the nature of 



processing trade, which requires a lot of raw materials as inputs, which belongs to 

homogeneous goods. 

Table 4: Further Decomposition on Types of Firms and Types of Products 

Dependent variable:  

EXP _ new/ 

EXP _ existing 

(1.1) 

FIEs 

(1.2) 

Non-FIEs

(2.1) 

Differentiated

(2.2) 

Reference-priced 

(2.3) 

Homogeneous

Extensive margin 9.283**   

(0.178) 

9.617**   

(0.066) 

8.772** 

(0.237) 

8.570** 

(0.281) 

13.294**    

(0.444) 

R-square 1 1 1 1 1 

Obs 66 66 66 66 86 

Intensive margin -1.014**  

(0.247) 

-0.722**  

(0.247) 

-0.320** 

(0.074) 

-0.093** 

(0.135) 

-2.427**    

(0.127) 

R-square 0.996 0.996 0.994 0.991 1 

Obs 85 81 88 88 74 

Note: **, * and † denote the significance level of 1%, 5% and 10% respectively. 

Table 5 gives more robustness check by varying the final year or the initial 

year. We find that the basic pattern always stays, but the extensive and intensive 

margins exhibit different time trends. Specifically, results from column (1) to (4) 

shows that when changing the final year from 2002 to 2005, the intensive margin 

keeps decreasing, while the extensive margin goes up and down. Column (5) switches 

the initial year from 2000 to 2001, and gives similar results as the baseline model. 

Table 5: Time Trend 

Dependent variable: 

EXP _ new/ 

EXP _ existing 

(1) 

2000+2002 

(2) 

2000+2003 

(3) 

2000+2004 

(4)  

2000+2005 

(5) 

2001+2006 

Extensive margin 8.444** 

(0.119) 

8.333** 

(0.062) 

9.009**   

(0.104) 

9.502**    

(0.275) 

9.411**   

(0.112) 

R-square 1 1 1 1 1 

Obs 66 66 66 66 66 

Intensive margin -0.213** 

(0.039) 

-0.284** 

(0.036) 

-0.296**   

(0.059) 

-0.436**   

 (0.054) 

-0.957**   

(0.050) 

R-square 1 1 0.997 0.998 0.998 

Obs 88 88 88 87 88 

Note: **, * and † denote the significance level of 1%, 5% and 10% respectively. 

Table 6 gives additional results obtained with processing exports from less 

restrictive firm samples to the 22 countries. Specifically, column (1) shows the 

baseline results, which only use exports from firms with both zero ordinary exports 



and no other destination than the 22 countries. Column (2) uses all the firms with no 

other destinations than the 22 countries, no matter they are engaged in ordinary 

exports or processing exports. Though some of the firms may benefit from China’s 

own trade liberalization via cheaper oversea inputs when doing ordinary exports, the 

results are quite close to column (1). The underline reason may be that there are not 

much firms engaging simultaneously in both the processing exports and ordinary 

exports. Column (3) uses all the firms engaged only in processing exports, including 

those which may export to destinations other than the 22 countries and can therefore 

benefit from the tariff reduction of the rest 103 WTO members. Different from the 

baseline results, both extensive and intensive margins in column (3) are positive and 

significant, indicating that it is crucial to drop firms with destinations other than the 

22 countries when focusing on the impact of political uncertainty. Column (4) extends 

the sample to all the firms, and suggests that the total impact of WTO accession on 

Chinese processing exports to the 22 countries is much more prominent on the new 

products, though the exports by existing products are also enhanced a little. 

Table 6: Results with Less Restrictive Firm Samples 

Dependent variable: 

EXP _ new/ 

EXP _ existing 

(1)Baseline 
(2) all firms with only 

22 destinations 

(3) all firms with only 

processing trade  
(4) all firms

Extensive margin 9.170** 

(0.169) 

9.187**  

(0.161) 

12.116** 

(0.034) 

11.140**   

(0.036) 

R-square 1 1 1 1 

Obs 66 66 66 66 

Intensive margin -0.927** 

(0.069) 

-0.947**  

(0.071) 

0.187**   

(0.139) 

0.318**   

(0.099) 

R-square 0.996 0.995 0.988 .994 

Obs 87 87 88 88 

Note: **, * and † denote the significance level of 1%, 5% and 10% respectively. 

5 Conclusion 

This paper aims at checking whether WTO promotes trade effectively via 

reduction of political uncertainty, by looking into the changes in both the extensive 

and intensive margins of Chinese exports before and after China’s WTO accession in 



the end of 2001. In order to eliminate the WTO trade effects via the other channels as 

cleanly as possible, we carefully isolate a subgroup of Chinese exports which were 

not affected by any WTO-related tariff reduction. Then we adopt a 

difference-in-differences method to control for the destination specific demand 

characteristics and use the PPML approach to take care of the zero trade flows.  

We find that reduction of political uncertainty significantly promotes the 

extensive margin, while its impact on the intensive margin is even negative. The 

pattern survives various robustness checks, including alternative sample periods, 

alternative estimation methods, alternative definition of “new” products, alternative 

definition of the margins, etc.  
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