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City Labor Supply and Firm’ s Export Quality Improvement:
Cost Effect or Skill Effect
TIE Ying HE Huanlang

Abstract: This paper studied the impact of city labor supply on the quality of export
products and tried to find how the mechanism was. Under the background of population
transformation improving human capital and realizing the transition of demographic divi-
dend from Cost Effect to Skill Effect was an important way to deal with the adverse impact
of the decline of labor supply and the rise of labor cost and promote the upgrading of export
product quality. In theory we introduced labor supply into the framework of Hallak and
Sivadasan ( 2013) and characterized Cost Effect and Skill Effect as the theoretical mecha—
nism. Then this paper constructed a labor participation rate index that covered population
mobility on city level also the rate index could be matched with detailed enterprise prod—
uct destination data and finally we could construct a detailed high dimensional panel
data on the city—product-destination level to be researched. The benchmark results show
that: The participation rate of urban labor has a positive effect on the quality of export
products of enterprises. But rising labor costs will weaken this positive effect which we de—
fine as Cost Effect and the rising of urban human capital will strengthen this positive effect
which we define as Skill Effect. This conclusion remains highly stable after considering the
processing trade continuity of export relations super-city urban industrial policy and
behavioral of multiproduct enterprises. We further give the same robust empirical
evidence at the enterprise level. Our conclusion not only explains the Paradox of Export
Quality in China using insufficient investment in human capital with a new perspective
but also implies that in the context of demographic transition the upgrading of export
product quality requires more attention to human capital investment and labor skill upgra—
ding.

Keywords: Population Structure; City Labor Participation Rate; Export Quality;
Cost Effects; Skill Effects
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