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Abstract

Using French manufacturing firm-level data for the years 1996 -2007, we uncover a novel set
of stylized facts about offshoring behavior: (i) Low-productivity firms (”non-importers”) ob-
tain most of their inputs domestically. (ii) Medium-productivity firms offshore skill-intensive
inputs to skill-abundant countries and are more labor intensive in their domestic produc-
tion than non-importers. (iii) Higher-productivity firms additionally offshore labor-intensive
inputs to labor-abundant countries and are more skill intensive than non-importers. We de-
velop a model in which heterogeneous firms, subject to fixed costs, can offshore intermediate
inputs of different skill intensities to countries with different skill abundance. This leads to
endogenous within-industry variation in domestic skill intensities. We provide econometric ev-
idence supporting the factor-proportions channel through which reductions in offshoring costs
to labor-abundant countries have significantly increased firm-level skill intensities of French
manufacturers.
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Heckscher-Ohlin.
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1 Introduction

Over the last decades, international trade has become an important determinant of labor-market
outcomes in rich countries. A recent empirical literature (e.g., Autor et al., 2013) has produced
convincing evidence suggesting that trade with poor (skilled-labor scarce) countries affects work-
ers in rich countries in a sizable way. In general, these effects exacerbate differences between
skilled and unskilled workers in many dimensions, such as wages, and unemployment (Autor et
al., 2014, Hummels et al., 2014). This paper deepens our understanding of the specific chan-
nels through which international trade contributes to changes in the relative demand for skilled
workers in industrialized countries.

In particular, we focus on how the offshoring of intermediate inputs by French manufacturing
firms affects the employment of skilled workers relative to unskilled workers in their French
plants. We uncover the following set of novel empirical facts: (i) Low-productivity firms obtain
their inputs domestically and display litte variation in their domestic skill intensity in comparison
with offshoring firms. (ii) Medium-productivity firms offshore the production of skill-intensive
inputs to skill-abundant locations and are more labor intensive than low—productivity firms in
their domestic production. (iii) High-productivity firms additionally import labor-intensive inputs
from labor-abundant locations and are more skill intensive than non-importers. Moreover, the
surge in imports from labor-abundant countries that has taken place between the mid-1990s and
the mid-2000s has been accompanied by a sizable increase in the domestic skill intensity of French
firms that import from these locations. The skill intensity of firms importing from skill-abundant
countries has remained instead constant over this period.

Our empirical analysis is guided by a simple model with heterogeneous firms (Melitz, 2003)
and trade in intermediate inputs.The latter differ in their relative factor intensities and source
countries have relative factor prices inversely related to their factor abundance. Firms are het-
erogeneous in terms of productivity, and offshoring of intermediates requires the payment of
per-input fixed offshoring costs. Firms must therefore weigh the reduction in their marginal costs
resulting from offshoring, say, a labor-intensive input to a labor-abundant country against the
fixed costs implied by such a decision. Higher firm-level productivity implies that a given cost
reduction from offshoring yields larger gains in variable profits.

The model produces predictions consistent with the abovementioned patterns. From the per-
spective of a relatively skill-abundant country like France, low-productivity firms produce all

inputs domestically, as their small size does not enable them to cover the fixed costs from off-



shoring intermediates. Sufficiently productive firms offshore the most skill-intensive inputs to
skill-abundant locations and labor-intensive inputs to labor-abundant locations. However, if off-
shoring costs are larger for labor-abundant locations, the productivity threshold for importing
from these locations will be larger than the one for sourcing from skill-abundant locations. Im-
ports from skill-abundant countries substitute for domestic skilled workers and thus reduce the
domestic skill intensity of importers relative to that of non-importers. Symmetrically, imports
from labor-abundant countries substitute for domestic unskilled employment, making domestic
production more skill intensive. Thus, selection into offshoring generates endogenous within-
industry variation in skill intensities. Reductions in trade barriers vis-a-vis labor-abundant coun-
tries lead existing importers from these countries to source additional labor-intensive inputs and
induce more firms to offshore to these countries. The domestic skill intensity of these firms will
rise in comparison to that of firms not sourcing from labor-abundant countries.

Our focus on firms’ importing decisions generates an additional number of testable predictions
on their sourcing patterns. This allows us to gauge the microeconomic channels that determine
firms’ domestic relative factor-input choices.

(i) The more productive French firms are, the more labor intensive are the inputs they import
from a given skill-abundant source country. This is because offshoring relatively more labor-
intensive inputs to a skill-abundant country yields lower cost reductions. Thus, only sufficiently
productive firms will find it optimal to import these inputs. By the same token, the higher the
productivity level of firms offshoring to labor-abundant countries, the more skill-intensive are the
inputs they import from them.

(ii) Within the subset of offshoring firms, the least productive among them only offshore
the inputs with the most extreme intensities from countries with extreme factor ratios. This
combination of inputs and locations are the ones that offer the largest cost savings from offshoring,
which must compensate for the associated fixed costs. For the most productive firms, the fixed
costs of offshoring are smaller relative to their revenues; therefore these firms will choose to also
import inputs with less extreme factor intensities from countries with less extreme relative factor
abundance. The mechanisms just described work on both sides of the skill-abundance spectrum.

(iii) The above predictions imply a connection between firms’ imports and their domestic
skill intensities: firms with larger imports from the set of labor-abundant countries have higher
domestic skill intensities, while firms with larger imports from the set of skill-abundant countries
feature lower skill intensities.

To test the empirical predictions of our model we use a quasi-exhaustive panel dataset of



French manufacturing firms for the period 1996-2007. These data provide information on firm-
level imports by product and origin country, and have been extensively used in the literature due
to their high quality (e.g. Berman, Martin, Mayer, 2012 and Mayer, Melitz, Ottaviano, 2014).
We first confirm that predictions (i)-(ii) on firms’ sourcing patterns hold in the data. We then
establish the link between firms’ imports and their domestic skill intensity, as stated in (iii). We
exploit supply shocks in France’s trading partners to provide causal evidence that the surge in
imports from labor-abundant countries has led to a substantial increase in French manufacturing
firms’ skill intensity over the sample period. In fact, we find that most of the observed within-firm
changes in skill intensity can be explained by increased offshoring to labor-abundant countries.
Importers from labor-abundant countries raised their average domestic skill intensity by 10%.
Our IV estimates imply that this number can be exclusively explained by increased offshoring to
labor-abundant countries.

Our work has a clear connection to the Heckscher-Ohlin (HO) model. Traditional approaches
here, based on the factor content of trade, have provided only limited empirical support (see, e.g,
Bowen, Leamer, Sveikauskas, 1987; Trefler, 1995). By contrast, a more recent set of tests, based
on disaggregate product level data, are highly supportive of factor proportions shaping countries’
trade patterns (Romalis, 2004; Schott, 2004; Nunn, 2007). Our empirical evidence reinforces the
latter approach by showing that the large within-industry variation in factor intensity we find in
the data calls for using disaggregate product-level trade data when testing the HO mechanism.!

The paper also contributes to the recent literature on offshoring. In particular, our model
is inspired by Feenstra and Hanson (1997), where firms offshore some of their labor-intensive
activities in response to liberalization of capital markets, thereby reducing the demand for un-
skilled labor in the U.S. We extend their work by introducing firm heterogeneity, which enables
us to derive and test implications at the firm level. Grossman and Rossi-Hansberg (2008) present
an offshoring model with complementarities between domestically performed and offshored tasks
where reductions in offshoring costs for unskilled tasks may benefit unskilled workers if comple-
mentarities are sufficiently strong to overturn standard HO forces. Our theory focuses instead on
sourcing patterns and their implications for domestic firm-level skill intensities, for which we find
strong empirical support: domestic skill intensities increase with imports from labor-abundant

countries and decrease with imports from skill-abundant locations.? In this regard, our work

1Since the factor content literature requires the use of input-output tables to test the HO model and IO tables
are typically available only at the 2-digit industry level, most of the heterogeneity in factor proportions across
goods is lost.

2Gopinath and Neiman (2014) and Halpern et al. (2015) develop structural estimation methods for the produc-



is also related to Yeaple (2003), who demonstrates that the structure of U.S. FDI reflects an
interaction between country skilled-labor abundance and industry skilled-labor intensities that is
consistent with comparative advantage.

There are several alternative explanations for the link between trade and the relative demand
for skills that are consistent with two key features of the data: within-industry variation in skill
intensity and a positive correlation between skill intensity and productivity. However, all of them
focus on the connection between exporting and domestic skill intensity.®> We emphasize instead
the role of importing for skill upgrading and — while also controlling for the export channel in our
empirical specifications — provide specific evidence for the corresponding theoretical mechanism.
Specifically, we show that firms’ sourcing patterns are in line with our model and that offshoring
to labor-abundant countries increases domestic skill intensity, while offshoring to skill-abundant
countries is associated with a decrease in this variable.

Finally, we also contribute to the empirical literature on importing and domestic factor de-
mand using firm-level data. Hummels et al. (2014), for example, employ data on Danish importers
and provide evidence that the wages of high-skilled workers are positively affected by offshoring.*
In contrast to this literature, which is purely empirical, we investigate the specific theoretical
mechanisms through which skill demand at the firm level is affected by offshoring. Moreover, we
show that the impact on the relative factor demand of firms depends on the factor abundance of
the sourcing location.

The rest of the paper is structured as follows. In section 2, we set up our theoretical model
and derive predictions on sourcing patterns and domestic skill intensity; section 3 describes the
data; sections 4 and 5 report our empirical results; finally we present our conclusions in section

6.

tivity gains from importing, but remain silent on the distributional consequences of offshoring. Koren and Csillag
(2011) provide empirical evidence for importing of skill-biased technologies.

3Crozet and Trionfetti (2013) and Harrigan and Reshef (2015) construct HO models with ezogenous within-
sector heterogeneity in factor proportions. Burstein and Vogel (2016) use a hybrid Heckscher-Ohlin-Ricardo model
with firm heterogeneity, where more productive firms are exogenously more skill intensive to study the impact of
trade-cost reductions on the relative demand for skills. Several mechanisms to endogenize the connection between
exports and the within-sector heterogeneity in skill intensities have been proposed. Helpman et al. (2010, 2015)
develop assortative matching models, where more productive firms hire more skilled workers. In Verhoogen (2011)
and Bustos (2012), trade liberalization induces more productive firms to self-select into quality upgrading and
technology adoption, respectively. Ma et al. (2014) build on Bernard et al. (2011) and show that Chinese firms
that start exporting expand the production of relatively labor-intensive products.

“Kramarz and Biscourp (2007) discover that imports of finished goods from low-wage countries are associated
with lower employment growth of French firms. Mion and Zhu (2013), using data on Belgian firms, present
evidence that import competition from China induces skill upgrading of the domestic workforce. Using French
data, Carluccio et al. (2015) find that offshoring of finished goods increases the wages of managers but has no effect
on the wages of blue-collar workers. Bloom et al. (2015) show that European firms exposed to Chinese imports
invest more in R&D and engage in skill upgrading.




2 Model

There are N countries, denoted with n = 1,2, ..., N, endowed with skilled labor (“skills”) H,, and
unskilled labor (“labor”) L,,, and ranked according to their relative skill abundance: Hy/L; <
... < Hy/Lp. Both production factors are supplied inelastically and are internationally immobile.
Each country has a representative consumer with utility function U, = Abcl=p , B €(0,1). A,
represents consumption of a homogeneous numéraire good. C,, denotes consumption of a Dixit-

Stiglitz aggregate of “manufacturing” varieties:

o > 1. Q denotes the set of available varieties and ¢, (w) is the quantity of variety w consumed
by country n.
The numéraire-good industry, subject to perfect competition and free trade, uses technology
Yn = (hn/a)* (In/ (1 —a))'™®, a € (0,1). h, and I, denote, respectively, the skills and labor
allocated to the numéraire industry in country n. In the manufacturing industry there is a given
mass M, of producers per country. Each of them produces a different variety of the final good,
over which it has monopoly power. Varieties are freely traded and are made with a continuum
of inputs: .
1 S =
i) = | [ o] 2
where ¢ > 0 denotes the elasticity of substitution between inputs.® v denotes a firm-specific
productivity level, random and i.i.d. across firms. It is drawn from distribution G(v), which is
identical across countries. x, (z) denotes the quantity of input z € [0, 1] used in the production
of a given final variety in country n. Any input for use in country n can be produced in any

country n’ € N according to

Ynrn (2) = T L Z(2) by (2)7 L (2) 7 (3)

Ry (2) and U, (2) represent, respectively, the skills and labor allocated to its production; Z (z) =
275 (1 —2)° ~!. SKkill intensities are increasing in z. 7, relates to the way firms obtain inputs: it
takes value one if the firm produces the input in-house (7,,, = 1) and value 7,,,,, > 1 if it is sourced

from outside the firm or from another location (offshored). This variable cost can be interpreted

5We discuss additional restrictions on the value of ¢ further below.



as a trade friction® (in case goods are offshored) or as a cost or productivity disadvantage due
to the outsourcing process.” Outsourcing/offshoring of inputs is also subject to a fixed cost per
input f¢ in terms of the final good.

We assume no fixed costs of production and exporting, which implies all manufacturing firms
operate in all markets.® Factor and input markets are perfectly competitive. Each country’s

representative agent spends all the wage income and profits generated in her country.

2.1 Offshoring decision

The economic incentive for offshoring stems from reductions in the marginal cost of varieties
achieved by exploiting international differences in factor prices: sourcing an input more cheaply

reduces production costs and increases sales and profits.

2.1.1 Cost functions

Under the assumption that the manufacturing industry is very small relative to the numéraire
good (8 — 1), skill premia are inversely related to the skill abundance of countries, as in the
evidence reported by Caselli and Coleman (2006): wp1/wp > whe/wiz > ... > wpy/wiy > 1 and
wy < wpg < ... < wyy, where wy, and wy, denote the returns to country n’s skills and labor,
respectively. This result enables us to establish a link between skill premia and relative factor
abundance, which is key in our empirical work.?

Given competitive factor markets and identical technologies to produce inputs, the pres-
ence of outsourcing frictions makes outsourcing goods within the firm’s own country unprof-

itable. Country-n firm’s marginal cost of obtaining input z from country n’ # n is p,m, (2) =

1—z

Tn/nwﬁn,wlln_,z , whereas the marginal cost of producing an input in-house is pp, (2) = wj, w;,

Figure 1 plots the logarithms of these cost functions against z. We set N = 5 and consider the

offshoring decision from the perspective of a firm from country n = 3. The lower envelope repre-

SWe avoid modeling any type of contracting frictions that give rise to endogenous firm boundaries. See Antras
(2003) and Antras and Helpman (2004). The model remains silent about whether imports of intermediates occur
within or across firm boundaries.

"In principle, we can allow for 7,,,, to vary by importing firm. Since we simply look at a firm’s profit optimization
problem, firm-varying trade frictions do not involve additional notation. With 7,,/,, varying across country-n firms,
the patterns we comment on below would just hold on average (provided 7,,/, is uncorrelated with other country-
and firm-features of the model).

8See Cuiiat and Fadinger (2018) for an offshoring model with export fixed costs, which delivers complementarities
between export and import decisions.

°Tt is easy to show that, when B tends to 1, wn, = [a/(1—a)]' " ®(Ha/L,)* " and wy, =
[a/ (1 — )] (Hn/Ln)®. For 8 << 1, relative factor prices would also be affected by the relative-factor-demand
effects induced by offshoring. In this case, since different countries may be subject to differences in transport costs
Tn'n, We would no longer be able to establish such a clear link between skill premia and factor-abundance ratios.



sents the lowest marginal costs p,, (2) = min {p,, (2) ;7' = 1,..., N} at which country-n firms can
obtain the different inputs. The cutoff points define the ranges of inputs for which each country
has the corresponding lowest production costs: pp/—1, (2n/—1) = Prrm (2r—1). (We define zg = 0
and zy = 1.) Input z,_; is equally expensive to offshore to countries n’ — 1 and n’, whereas
inputs z € [z,/_2,2p7_1) are cheapest to offshore to country n’ — 1. The range of inputs that are
cheapest to produce by country-n firms domestically is defined by pp—1n (2n—1) = Pnn (2n—1) and
Prt1n (2n) = Pnn (2n)-

If the absence of fixed costs to offshoring (f° = 0), all firms in country n would import
the range [0, z,—1) from labor-abundant countries, of which [0, z;) from country 1, [21, z2) from
country 2, etc. Similarly, country-n firms would offshore the range [z,,1] to skill-abundant
countries.'® For f° > 0, importing decisions will vary by firm within each country, as firms weigh
the marginal benefit of offshoring an additional input (which depends on its productivity) against

the marginal cost of offshoring P f°.

Intsy + zIn(w,g) + (1-z)in(ws)

Inty; +zIn(wyy) + (1-z)in(wy)

zinfw,g) + (1-z)infw,s)

Ity +zin(wyy) + (1-2)infwy)

Intyy +zlnfw, )+ (1-z)in(w,)

7,=0 21y Iy 23, Zs5 Z5=1

Figure 1: Minimum cost of sourcing vs. skill intensity

10Suppose T,y is prohibitively large. Then the corresponding country-n’ cost function would be so high up that
no segment of it would be part of the lower envelope in Figure 1. In this case the country-n firm would not offshore
anything to country n’.



2.1.2 Characterization of the offshoring decision

Figure 1 shows that, within the set of labor-abundant countries relative to n, offshoring the most
labor-intensive inputs to the most labor-abundant locations yields the largest cost savings to a
country-n firm. Similarly, offshoring the most skill-intensive inputs to the most skill-abundant
locations yields the largest cost savings within the set of skill-abundant countries. Therefore,
other things equal (including the cost of offshoring per input), more firms import from the
extremes of the distributions of inputs and countries. Ceteris paribus, a country-n firm would
never offshore to a factor-abundant country without offshoring to an even more factor-abundant
country, because sourcing from the latter would imply larger cost reductions and thereby larger
increases in revenue.!! Similarly, the firm would never offshore a factor-intensive input without
offshoring more factor-intensive inputs.

This implies that the offshoring decision of a country-n firm with productivity + can be char-
acterized by inputs z,, (7) and z;7 (), respectively the most skill-intensive input a country-n firm
with productivity v offshores to any labor-abundant country, and the most labor-intensive input
offshored to any skill-abundant country. The range (z,, (), 2 (7)) is produced domestically by
the country-n firm.!2 The actual cost function MC,, (v, 2, , 2,7) of any given country-n firm de-
pends on its offshoring pattern. Other things equal, firms that offshore a larger range of inputs
will face lower production costs of their final varieties they produce. In Appendix A we show
that the function MC,, is continuous and differentiable, with OMC,,/0z,, < 0 for any z,, < z,—1
and OMC,, /0 (1 — z}) < 0 for any 2z} > 2,.13 As z, increases, labor-intensive inputs produced
in-house are substituted by imports from labor-abundant countries. This reduces the costs of a
given country-n final-good producer. MC,, is convex in z, for any 2, < z,-1 (and in (1 — z)
for any z > 2,): as z,, increases, the offshoring firm imports less and less labor-intensive inputs
from labor-abundant countries. Thus, the resulting cost reductions become smaller as z,, grows.

A symmetric result holds for offshoring to skill-abundant countries.

1YWe offer a formal proof of this argument in Appendix A.

12Country-1 firms cannot offshore to a more labor-abundant country: z; = 0 for all country-1 firms. Similarly,
country-N firms cannot offshore to a more skill-abundant country: z}; = 1.

13Framing the offshoring decision towards skill-abundant countries in terms of (1 —zF ) rather than z renders
the analysis more symmetric.



2.1.3 Firm’s optimal behavior

Given factor prices and other firms’ prices, firms maximize total profits II,,, given by

s X P (Vo 2n 20 ) @ (7,20, 20) = [MCn (20,20 ) an — [0 + (L= =) S (4)
(We leave the corresponding mathematical details for Appendix A.) In the absence of fixed costs to
offshoring (f° = 0), all firms would offshore the same range of goods: (z;,27) = (2n_1, z1). The
presence of offshoring fixed costs might make it optimal for a country-n firm not to offshore some
or any of the inputs for which other countries present lower costs (i.e., for f© > 0, (z—1,2n) C
(2,,2)), as the corresponding gains in variable profits may not compensate the involved costs
to offshoring.

Since high-productivity firms have larger market shares, the reduction in marginal costs re-
sulting from offshoring is translated into larger variable profits than in the case of low-productivity
firms. We should therefore expect more productive firms to offshore inputs that less productive
firms choose to produce in-house. The latter concentrate on offshoring the inputs that, other
things equal, produce the largest cost savings, as these are their only offshoring choices for which
the resulting gains in profits compensate the involved fixed costs. This intuition therefore sug-
gests that firms with higher productivity will offshore not only the most labor-intensive inputs
produced by labor-abundant countries, but also some of the not so labor-intensive inputs. (The
symmetric intuition applies for imports of skill-intensive inputs from skill-abundant countries.)
In Appendix A we prove that 9z, (y) /0y > 0 and 9 (1 — z! (y)) /Oy > 0 under the sufficient
condition ¢ > ¢ > 1. The less substitutable inputs are (that is, the smaller ¢ is), the larger
the reduction of production costs from offshoring an additional one. The higher the elasticity
of substitution between final varieties o, the larger the amount by which the cost reduction is
turned into additional profits. When o > ¢, a given cost reduction translates into a more than a
one-to-one profit increase, and this effect is amplified by a larger v with an elasticity of ¢ — 1.14

In general, it is impossible to tell whether firms will first offshore to labor-abundant or skill-

abundant locations. This depends on the offshoring costs and the size of factor-price differences

across countries. Note that 7, reflects not only transport costs (widely understood), but also

“Our discussion might give the false impression that there are no complementarities between inputs in the
firm’s offshoring decision. On the contrary, the model features complementarities in sourcing decisions across
inputs similar to those in Antras et al. (2017): importing a given input z reduces the firm’s marginal cost and
thereby increases its sales and profits, which may make it worthwhile to import additional inputs. However, in
our setup the cost gains from offshoring different inputs can be clearly ranked according to factor-price differences.
This simplifies the sourcing decision considerably.

10



the productivity levels of foreign suppliers. In the case of France, a skill-abundant country close
to other similarly endowed locations, it turns out that firms mainly source from neighboring
skill-abundant locations (with low 7,,,,,).!> Only highly productive firms also source from labor-

abundant locations, which feature high offshoring costs 7,/,,.

2.2 Sourcing patterns

We now turn to the model’s predictions connecting firm-level productivity with the specific types
of inputs offshored and their sourcing locations.'® Consider a firm with productivity 7 located in
country n sourcing input z from country n’. The logarithm of the import value of a given input

z 18

1og [P (2)2nm(2)] = A4 (1 — &) log(m n) + (1 — €) log(wi) + (5)

+(1 = )z log(whp /wip) + (0 = 1) log(y) + (¢ — o) log MCy (v, 2, 21y )
where A = —o log (ﬁ) +log(D). D collects the terms that affect demand (world expenditure
on goods produced by the industry, the corresponding consumer price index) but are given from
the individual firm’s perspective. The import value increases in productivity v,'” and decreases
in offshoring cost 7,,, the unskilled wage wy,, which is larger for more skill-abundant countries,
and in the interaction of skill intensity z and the skill premium wp,,/wy,/. This term implies
that more skill-abundant countries have a lower cost for and hence a comparative advantage in
producing more skill-intensive inputs (intensive margin).

For firms offshoring to labor-abundant countries, the skill intensity of the marginal input
offshored to country n’, z, (), increases in v. When considering importers from a specific labor-
abundant country n’, the value of imports of relatively skill-intensive products will be larger for
more productive firms, since import values in equation (5) are positive for z € [z, _1, min{z,, z,, (7)}],

while the opposite will be true for firms offshoring to skill-abundant locations:'®

15See Section 4.

16T general, our results apply to firms in any country except for those in the most skill-abundant and labor-
abundant countries, that is countries 1 and N, where the offshoring patterns are rather “one-sided” for obvious
reasons.

"For ¢ > ¢ higher productivity also has an indirect positive impact on import values through its effect on
the offshoring cutoffs z, (7) and 2! (v), captured by the term (¢ — o)log MCy [, 2, (7), 2t (v)]. This reflects
complementarities in sourcing decisions: higher productivity implies that more inputs are offshored, which reduces
marginal costs and thus increases the value of imports for a given input.

18Tn our stylized model, the only country for which the marginal offshored input is a function of ~ is actually
country n~. In the presence of input-country-firm-specific stochastic fixed offshoring costs, however, the skill-
intensity of the marginal good sourced from each country would be a function of the importing firm’s . In order

11



Prediction 1 (Sourcing, input skill intensity and productivity): Holding constant a
given labor-abundant (skill-abundant) source country, the import value of relatively skill-intensive
(labor-intensive) inputs is larger for more productive firms, as the range of offshored inputs is

larger.?

Next, we look at firms’ decisions from which countries to source. Consider two firms with
productivity levels 71 < 492 sourcing from country n’, n’ < n’ +1 < n. If firm 2 is sufficiently
more productive than firm 1, it will also source from more skill-abundant countries (represented
by n’ + 1 in this example), whereas the less productive firm 1 will not. Hence import values are
positive for z € [0, min{z,/, 2, (7)}], 2z, (711) < #, (72). (The symmetric result applies as well for

importers from skill-abundant countries.)

Prediction 2 (Sourcing, country skill abundance and productivity): For firms offshoring
to the set of labor-abundant (skill-abundant) countries, more productive firms have a larger import

value from relatively more skill-abundant (labor-abundant) locations among them.?°

2.3 Firm-level predictions on domestic skill intensity

We now turn to the link between offshoring and domestic relative factor demands. The model
predicts that self-selection into offshoring leads to within-industry variation in the skill intensity
of domestic production, since firms choose to offshore different ranges of inputs which vary in

their skill intensities. To see this, define the skill intensity of domestic production of a firm located

for offshoring input z,, to country n’ to be profitable,

o, 1-o o

—M B, ,D > O.
0z}, Cn (7)<0—1) wnD 2

Letting f° be stochastic and input-country-firm-specific, drawn from a distribution G(f°) which is i.i.d
across firms, countries and inputs, the probability of good z,, being offshored to country n’ would be

G {— (L)i MC};"(V)B”/”D}, which is increasing in v and decreasing in skill intensity z (see the Appendix

o—1

for the definition of B,,). Therefore, in expectations cost gains from offshoring to labor-abundant countries are
still largest for the most labor-intensive inputs, which — on average — are sourced from the most labor-abundant
countries. Moreover, in this case the marginal input sourced from a given location would vary across firms even
for infra-marginal countries. Finally, since the marginal gain from offshoring more skill intensive inputs is strictly
increasing in - as long as o > ¢, the skill intensity of the marginal input offshored to each labor-abundant country
would be on average larger for more productive firms.

9The model also yields the related prediction that more productive offshoring firms have more variation in the
skill intensity of their imported goods from a given country.

290ne can also show that more productive offshoring firms have more variation in the skill abundance of countries
from which they import.
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It is easy to see that dA/9z,; > 0 and JA/J (1 — z}) < 0. Thus, the domestic skill intensity
of offshoring firms increases if they source from labor-abundant countries and decreases in case

they source from skill-abundant countries.?!

Prediction 3 (Offshoring status and domestic skill intensity): Firms that offshore ex-
clusively to labor-abundant countries are more skill intensive in their domestic production than
non-importing firms, while firms offshoring exclusively to skill-abundant countries are more labor

intensive.

Define firm-level import intensity as the import share in total variable cost. A country-n

firm’s import intensity from labor-abundant countries is given by

——1 ! — " —
Sn I (e [ Pl (2 d
yl—EMC%_s ’

(7)

which increases in z,, (7). Similarly, the import intensity from skill-abundant countries increases
in 1— 2, (v). Above we showed that the skill intensity of domestic production increases in 2, ()

and decreases in 1 — 2! (7). We thus have the following result:

Prediction 4 (Offshoring intensity and domestic skill intensity): The skill intensity of do-
mestic production increases (decreases) in import intensity from labor-abundant (skill-abundant)

countries.??

2.4 Reductions in offshoring costs to labor-abundant countries

We now investigate the impact of reductions in offshoring costs to labor-abundant countries on
offshoring decisions and domestic skill intensities. Note that reductions in 7,,, n’ < n~, raise

the import intensity from labor-abundant countries (7) through both the intensive margin (a

2'Firms producing all inputs in-house will have the same skill intensity. These are the firms with productivity
v <72 and z, (7) = 0 and 2,7 (7) = 1. Hence, the variation in skill intensity of domestic production is larger across
offshoring firms than across firms that source all inputs domestically.

220ne can also show that the skill intensity of domestic production increases in the skill intensity of imports
from labor-abundant and skill-abundant countries.
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larger import intensity of infra-marginal offshored inputs) and the extensive margin (an increase
in z,).23

The effect of reducing 7, on the extensive margin z, () operates through two distinct
mechanisms. First, consider a uniform reduction in 7, equal to —Ar for all inputs sourced
from labor-abundant countries. For firms with z, () > 0, such a reduction in 7 makes all infra-
marginal offshored inputs cheaper. This reduces the offshoring firm’s marginal cost MC),(y),
which raises its production scale and profits and thus makes an increase in z,, () optimal. Notice
that this argument has less bite for low-productivity firms with z, () close to zero, as the range
of inframarginal offshored inputs is very small. In this regard, in the Appendix we prove that a
uniform decrease in variable offshoring costs across all labor-abundant sourcing countries raises
the z; () of a high-productivity firm (with 2z, (y2) > 0) relative to that of a low-productivity
firm (with z, (71) close to zero). Since (6) only depends on offshoring via the extensive margin
27 (7) and 2 (¥), a given reduction in offshoring costs to labor-abundant countries then implies
a larger increase in domestic skill intensity for high-productivity compared to low-productivity
offshorers. A reduction in offshoring cost to labor-abundant countries also reduces z} (), thereby
increasing import intensity from skill-abundant locations and reducing domestic skill intensity.
In the empirical specifications, we will control for this indirect effect of reductions in offshoring
costs to labor-abundant countries.

Second, a reduction in the offshoring cost to the firm’s ”"marginal country” (that is, the
country from which the firm offshores input z, (v)) also raises the offshoring cutoff: since this
input can now be sourced at a lower cost, the firm will have an incentive to replace additional
inputs produced in-house with imports. Thus, if offshoring costs to labor-abundant locations fell
more for the most skill-intensive inputs (or the most skill-abundant countries among them), this
would favor high-productivity firms in country n disproportionately relative to low-productivity
firms. For the latter, these inputs are neither marginal nor inframarginal. This implies that
low-productivity firms would not reap any gains from such a reduction in offshoring costs. Thus,
the domestic skill intensity of high-productivity firms would rise even more for high- compared

to low-productivity firms.

23In the Appendix we show that z, depends negatively on 7,1, n’ < n~.
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3 Data

3.1 Firm-level data

Our empirical analysis is based on a detailed French firm-level dataset that we obtain by merging
several administrative data sources using a common firm identifier.

Trade: Firm-level trade data come from an exhaustive administrative file collected by the
French Customs Office. The yearly value of imports (by country of origin and product) and
exports are reported for all firms over the period 1996-2007.24 As explained in the model section,
we interpret offshoring broadly, as an activity that splits a production process across countries
regardless of whether inputs are sourced within or across firm boundaries. This also includes
extreme cases where the full physical production process is offshored and only typical headquarter
inputs (marketing, accounting, R&D) are produced domestically. Thus, we do not restrict imports
to be intermediates and do not condition trade to occur between affiliated parties, but consider
instead all firms’ imports of manufacturing products (including those of final goods). The data
do not allow us to observe domestic outsourcing decisions. Our model implies that domestic
outsourcing is never profitable.

Balance sheet: The administrative BRN dataset (“Bénéfices Réels Normaux”) is constructed
from tax records and provides balance-sheet information by year. We use data on sales, value
added, employment, material usage, capital stock and main sector of activity at the 5-digit NAF

1.2> We deflate value added and capital stocks using industry-level price indices provided

Rev2 leve
by the French statistical agency. The dataset includes over 60% of French firms.

We use the BRN dataset together with information from DADS (see below) to estimate
firm-level value-added-based total factor productivity (TFP) as the residual of a 3-factor Cobb-
Douglas production function with skilled labor, unskilled labor and capital inputs. We estimate
production functions separately for each 2-digit industry using data on 646,920 observations over
the period 1996-2007. Our preferred measure uses the Levinsohn and Petrin (2003) method, but
we obtain very similar results with Wooldrige’s (2009) approach. The coefficient estimates of the
sector-specific production functions are reported in Table A-2.

Employment by skill: We obtain information on the occupational structure at the firm level

using the DADS dataset (“Déclaration Annuelle de Données Sociales”). DADS is constructed

24The data is virtually exhaustive. Flows with non-EU countries whose value is below 1,000 Euros are not in
the dataset. In the case of EU countries, the threshold is larger, varying from 40,000 to 150,000 Euros depending
on the year. These thresholds leave out a very small proportion of French trade flows.

25NAF is the French classification of economic activities, the first four digits of which are identical to the NACE
Rev2 classification.
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from mandatory employer reports of their workers’ characteristics. For every firm in France
with at least one employee, we have information on the number of workers by year in each of
five categories: 2= Firm owners receiving a wage; 3=Administrative and commercial managers
(includes engineers); 4=Technicians and supervisors; 5=White-collar employees; 6= Production
workers (Blue Collar). Categories are based on the French Nomenclature des professions et
catégories socioprofessionnelles, PCS.26 We construct our main measure of skill intensity at the
firm level as the fraction of non-production workers relative to blue-collar employment. The skill
intensity of firm f in year t is defined as skill intensitys = (2+ 3 +4+5)/(6). In Table A-3
we show that non-production workers are significantly more skilled than production workers as

proxied by their relative wages (skill premium).

3.2 Country- and product-level data

We complement our firm-level dataset with the following information:

Country-level human-capital: In the model skill premia are inversely related to relative factor
endowments. We use information on country-level skill abundance from Barro and Lee (2013)
to construct the set of countries which are more labor abundant than France. Our measure of
skill abundance is the number of years of secondary schooling per capita in the population older
than 15. We consider the set of countries that have less than 95 percent of the French level of
secondary education as labor abundant and the remaining set of countries as skill abundant. Our
empirical results are not sensitive to this specific choice. In the robustness checks we also try an
80-percent threshold for labor-abundant countries and a 105-percent threshold for skill-abundant
countries. The information on secondary education is available for the years 2000 and 2005; we
use an average of the two data points. Table A-4 presents the set of countries.?”

Product-level skill-intensity data: We use the NBER manufacturing database (Bartelsman and
Gray, 1996; available at http://www.nber.org/nberces/) to construct measures of skill intensity
at the product level. The data are available up to 2005. We define skill intensity as the ratio

of non-production workers to total employment. Both measures are available at the NAICS97

6-digit level. We map them into HS6 codes using the concordance table provided by Pierce and

26The nomenclature underwent a change in 2003. This change only affected the 3-digit disaggregation, while the
1-digit classification we are using remained unchanged. Although this variable refers to occupations, it has often
been used to proxy for the workers’ skill level (e.g., Cahuc et al., 2006). Caliendo et al. (2015) show that average
wages are inversely linked to the position in the PCS.

2"We consider as skill-abundant any old EU-member countries that fall below these cutoffs (Belgium, Denmark,
Finland, Greece, Ireland, Italy, Luxemburg, Portugal, Spain and the UK), since they are all marginal cases.
However, most of our empirical results are robust to including them in the set of labor-abundant countries.
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Schott (2009). When more than one NAICS97 code maps into a single HS6 code, we take a
simple average. The advantage of using U.S. industry data is that it is exogenous to events in
France. To further avoid endogeneity issues, we use factor intensity in the pre-sample year 1995.

World Exports: We use data from the BACI database (administered by CEPII) to construct
exports by HS 6-digit product for each country from which French firms import for the years 1996
to 2007. We use this information to construct instrumental variables based on supply shocks in

France’s trading partners.

Construction of instrumental variables

In order to exploit exogenous variation in offshoring opportunities, we construct instruments for
the value of imports by firm from the sets of labor- and skill-abundant countries. According to our
model, changes in 7, shift both p,,(2)z,,(2) and the offshoring thresholds z;, () and z! (7),
and thereby impact on import intensity. Changes in 7,, capture, among other things, variation
in the productivity of foreign export-suppliers. We construct an instrument for the endogenous
variables which exploit variation in world export-supply shocks, following recent work by Autor
et al. (2013).

This instrument is based on the following idea: an increase in world exports of product p by
country n to the rest of the world reflects a shock in country n’s competitiveness for this product
(due, for example, to exogenous variation in productivity, costs or product quality). French firms
importing product p from this location would respond to the shock by increasing their imports of
this product from this specific origin. Exogeneity is ensured by the fact that foreign export-supply
shocks to the rest of the world are exogenous to firm-level decisions in France. To construct such
firm-specific instruments, we rely on Hummels et al. (2014). For each firm, we compute the share
of each (HS6) product-country pair in total imports in the first year the firm appears in the sample
in order to avoid endogeneity concerns and then take an import-share-weighted average of foreign
export supply shocks. Specifically, let X, ,,; be the total export supply of product p by country
n in period t (excluding exports to France), and let wy o be the share of imports of product p
from country n in firm f’s imports from labor-abundant countries in the first period the firm is
in the sample. Then the firm-specific instrument for the value of imports from labor-abundant

countries is constructed as

imwtsﬁt = Z Z W f.pn,0 X log(X)p,n,ta <8)
ne[fyn,o peIfyp,O
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where Iy, 0 and Iy, is the set of countries and products a given firm imports in the first year
it is in the sample. Our identification strategy will exploit exogenous within-firm time variation
in the instrument due to export-supply shocks at the country-product level. Given that we use
the log of X, ¢, this corresponds to using growth rates of export supply weighted with firm-
specific import shares. Moreover, given that we use initial imports as weights, the instrument
operates only through the intensive margin of imports. We construct an instrument for the value
of imports from skill-abundant countries in an analogous way. In order for the supply-shock-
based instruments to have sufficient power, two conditions must be satisfied: the set of imported
products must have sufficient variation across firms; and it must relatively stable over time for a

given firm. Both conditions are met in our data.?®

Estimating sample

We restrict the sample to firms in manufacturing and we only consider imports of manufactured
goods.?? The resulting estimating sample is an unbalanced panel covering 1996 to 2007 with
646,920 firm/year observations corresponding to 104,036 firms. Of these, 37,847 firms import at
least once from skill-abundant countries and 25,296 import at least once from labor-abundant
countries.?® The average number of HS 6-digit products per firm sourced from skill-abundant
(labor-abundant) countries is 10 (6), and the average number of countries per product is 1.74.
Consistently with the model, the vast majority of firms sources a given product from only one

country. Table A-1 in the Appendix presents summary statistics of firm-level variables.

28Carluccio et al. (2015) provide detailed evidence in favor of these points for the firms in our sample.

29We keep firms in the two-digit NACE Rev2 industries 10-33, with the exception of natural resource-based codes
12 (Manufacture of tobacco products) and 19 (Manufacture of coke and refined petroleum products). We exclude
imports of raw materials (HS01-15, 23, 25-27, 31 and 41) and services (HS97-99). Excluded import flows account
for around 5% of total imports over the period.

39To mitigate measurement error, we consider firms as importers when they import for at least two consecutive
years.
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4 Descriptive Evidence

In this section we describe some of the salient features of the French administrative firm-level

data described above.

4.1 Intra-industry heterogeneity in skill intensity

Intra-industry heterogeneity in skill intensity is pervasive in the data. Moreover, as in our model,
it is larger for offshoring firms compared to firms that do not import. The left panel of Figure
2 plots the kernel density of the firm-level (log) skill intensity. The variable of interest has been
demeaned at the 4-digit sector level, so that the density can be interpreted as pure within-industry
heterogeneity in firm-level (log) skill intensity. The distribution is approximately normal, with a
rather sizable standard deviation of 1.628. We also decompose the variance of (log) skill intensity
in French manufacturing into between and within 4-digit-sector variation: 80 percent of the
variance of (log) skill intensity is explained by within-sector variation between firms, while only
20 percent of the variation is between sectors (result not reported). The right panel of Figure
2 plots kernel densities of (log) skill intensity separately for importers and non-importing firms.
The distribution of firms that import displays a much larger dispersion than the distribution of

non-importers.
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Figure 2: Distribution of log skill intensity.

The left panel plots the distribution of the firm-level log skill intensity, defined as the log ratio of employment
of non-blue collar workers to blue-collar production workers per firm. The right panel plots the distributions
separately for importers and non-importers. Observations are deviations from the 4-digit industry means. Thus,

the distributions show the within-sector dispersion in firm-level log skill intensity.
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4.2 Imports and domestic skill intensity

During the sample period, offshoring to labor-abundant countries gained much relevance in French
manufacturing. The left panel of Figure 3 presents the aggregate trend in offshoring to labor-
abundant countries, measured as the fraction of firms’ imports originating in labor-abundant
countries (measured on the left axis): from 1996 to 2007 there was a large increase in the share of
these imports, from less than 16 to more than 20 percent of total French manufacturing imports.
The left panel also suggests that the trends in skill intensities and offshoring patterns might be
related. It presents the aggregate trend in skill intensity in French manufacturing (right axis): the
aggregate skill intensity of manufacturing production increased by around 0.1 log points (around

10.5 percentage points), tracking imports from labor-abundant countries quite closely.
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Figure 3: Trend in imports from labor-abundant countries and trends in skill intensity.

The left panel plots the share of imports originating in labor-abundant countries (countries with less than 95 percent
of the French level of secondary schooling) in total French manufacturing imports (left axis) and the aggregate
skill intensity, defined as the ratio of non-blue collar to blue-collar employment in French manufacturing (right
axis). The right panel plots the average firm-level log skill intensity, separately for four categories of firms: firms
that exclusively import from labor-abundant countries (with less than 95 percent of the French level of secondary
schooling); firms that exclusively import from skill-abundant countries (with more than 95 percent of the French

level of secondary schooling); firms that imports from both sets of countries; firms that do not import.

The right panel of Figure 3 plots the mean (log) skill intensity of French manufacturing firms
by import status over time: firms importing only from labor-abundant countries and importers
from both skill- and labor-abundant countries are more skill intensive in their domestic production
than non-importers and have experienced a large increase in their domestic skill intensities over
time. By contrast, firms exclusively importing from skill-abundant countries are more labor
intensive than non-importers. Moreover, the skill intensity of these two groups has not changed
significantly during the sample period. This suggests that: 1) domestic skill intensity is related

to the skill abundance of the offshoring destinations; 2) increases in domestic skill intensity are

20



related to importing from labor-abundant countries.

Table 1 reports the average skill intensity and total factor productivity (TFP) by year sepa-
rately for the same four categories of firms. The number of non-importers significantly declined
during the sample period (from 30,806 to 23,658). Since the number of active firms simulta-
neously went down by 17 percent (from 48,282 to 40,072), the share of non-importers declined
only slightly (from 63 to 59 percent). Similarly, the number of exclusive importers from skill-
abundant countries heavily contracted (from 11,889 to 7,503). The number of exclusive importers
from labor-abundant countries (from 690 to 1,257 firms) and the number of firms importing from
both sets of countries (from 5,317 to 7,818) increased instead substantially. Thus, there has been
a substantial shift towards importing from labor-abundant countries at the extensive margin, too.
Table 1 also confirms the patterns on skill intensity by import status visible in Figure 2. It also
shows that importers from all categories of countries display a larger dispersion in skill intensities

than non-importers, as measured by the standard deviation of skill intensity.

4.3 Imports and productivity

Table 1 also reports average TEFP levels by import status. We normalize average TFP to zero
for each 4-digit-sector-year pair, so that numbers are to be interpreted as TFP relative to the
sector-year average. It turns out that firms’ import status can be ranked in terms of productivity:
in comparison with the average firm in the sector, the average non-importer is 3.5 percent less
productive; the average importer from skill-abundant countries is 4.5 percent more productive;
and firms that import from both sets of countries are on average 11.5 percent more productive.3!

The productivity premium of firms importing from both sets of countries has fallen over
time, from around 14 percent to around 9.5 percent, while the relative productivity of all other
categories has stayed roughly constant. This suggests a change in the way importers are selected
on TFP: less productive firms start to also import from labor-abundant countries. Together with
the fact that the number of importers from both sets of countries has increased a lot over time,

while the number of exclusive importers from skill-abundant countries has fallen, this suggests

that offshoring costs to labor-abundant countries have declined disproportionately.

31Exclusive importers from labor-abundant countries are a marginal category, since only between 600 and 1200
fall into this category. On average, they are around one percent more productive than non-importers.
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GG

Non-Importers

Importers labor-abundant

Importers skill-abundant

Importers both

countries countries sets of countries

Year Obs. Mean St.d. Mean Obs. Mean St.d. Mean Obs. Mean St.d. Mean Obs. Mean St.d. Mean

skill int.  skill int. TFP skill int.  skill int. TFP skill int.  skill int. TFP skill int.  skill int. TFP
1996 30,386 -0.479 0.932 -0.036 690 -0.371 1.132 -0.030 11,889 -0.568 0.992 0.056 5,317 -0.296 1.046 0.133
1997 30,815 -0.478 0.933 -0.038 672 -0.402 1.101 -0.041 12,471 -0.571 0.974 0.055 5,783 -0.263 1.080 0.142
1998 29,296 -0.476 0.939 -0.036 758 -0.380 1.144 -0.041 12,552 -0.562 0.980 0.046 6,093 -0.261 1.084 0.129
1999 29,670 -0.466 0.94 -0.038 808 -0.428 1.091 -0.052 12,353 -0.568 0.972 0.050 6,402 -0.238 1.080 0.129
2000 28,298 -0.479 0.946 -0.035 833 -0.448 1.128 -0.052 11,980 -0.574 0.987 0.037 6,766 -0.252 1.077 0.122
2001 27,810 -0.472 0.944 -0.032 1,062 -0.429 1.066 -0.030 10,502 -0.560 0.968 0.040 6,769 -0.230 1.109 0.110
2002 29,110 -0.464 0.941 -0.031 1,210 -0.361 1.134 -0.014 10,429 -0.542 0.971 0.039 7,115 -0.213 1.093 0.109
2003 28,040 -0.456 0.943 -0.033 1,290 -0.323 1.105 -0.007 10,051 -0.519 0.979 0.040 7,163 -0.196 1.091 0.111
2004 27,328 -0.418 0.965 -0.035 1,254 -0.326 1.083 -0.017 9,799 -0.499 0.987 0.039 7,495 -0.170 1.077 0.112
2005 26,866 -0.454 0.949 -0.035 1,261 -0.288 1.077 -0.020 9,407 -0.524 0.973 0.038 7,878 -0.185 1.074 0.107
2006 26,971 -0.465 0.955 -0.036 1,436 -0.245 1.083 -0.012 8,717 -0.529 0.988 0.045 8,059 -0.201 1.062 0.104
2007 23,658 -0.490 0.957 -0.036 1,257 -0.243 1.093 -0.021 7,503 -0.556 0.980 0.045 7,818 -0.215 1.060 0.096
All 338,248 -0.466 0.945 -0.035 12,531 -0.341 1.102 -0.025 127,653 -0.550 0.980 0.045 82,658 -0.223 1.078 0.116

Table 1: Firm-level skill intensity and total factor productivity (TFP) by import status of firm.

The table shows the number of observations; means and standard deviations of firm-level log skill intensity of production (defined as non-blue-collar employment/blue-
collar employment) and mean TFP (relative to the 4-digit-industry-year average) for the sample of French manufacturing firms by year. ”Non-importers” includes
firms that do not import in a given year. ”Importers labor-abundant countries” includes firms that exclusively import from countries with less than 95 percent of

the French level of secondary schooling. ”Importers skill-abundant countries” includes firms that exclusively import from countries with more than 95 percent of the

French level of secondary schooling. ”Importers both sets of countries” includes firms that import from both sets of countries.



4.4 Decomposing changes in skill intensity

Finally, in Table 2 we report the results of decomposing the aggregate change in log skill intensity
between 1996 and 2007 into between and within-firm changes. We use firm-level employment
shares as weights. As can be seen from the first row, overall skill intensity in French manufacturing
increased by around 8 percent during this period.>?> Within-firm changes accounted for an 18-
percent increase, but reallocation towards more labor-intensive firms mitigated the within-firm
change by around 7 percent and exit of skill-intensive firms reduced the aggregate effect by
another 3 percent.

In the other columns we further decompose the change in skill intensity into contributions
stemming from non-importers; importers from labor-abundant countries; importers from skill-
abundant countries; and importers from both sets of locations. Importers from both sets of
locations accounted for almost 40 percent (0.37=0.029/0.078) of the total increase in skill inten-
sity. Moreover, for importers from both sets of countries increases in firm-level skill intensity
accounted for the bulk of the increase in aggregate skill intensity: within-firm changes lead to
a 9-percent increase in overall skill intensity, while entry of less skill-intensive and exit of more
skill-intensive firms reduced the total effect of importing from this category on aggregate skill
intensity to 2.9 percent. Exclusive importers from the set of skill-abundant locations also con-
tributed to a 2.8 percent increase in total skill intensity. However, for these firms within-firm
changes in skill intensity were zero, and the increase is explained by relatively labor-intensive
firms exiting from this category. In line with our model, many of these firms started to also
import from labor-abundant countries and moved into the category of firms importing from both
sets of locations.?3

Overall, the take-home from this exercise is that: (i) importers from both sets of locations
accounted for around 40 percent of the increase in aggregate skill intensity in French manufac-
turing; (ii) all the increment in the skill intensity of these firms happened within firms, while
reallocation towards more labor-intensive firms mitigated the impact of importing on aggregate
skill intensity. We will thus focus mostly on the intensive margin when looking at the causal

impact of offshoring on domestic skill intensity.

32The exact number is 0.078 log points. This does not correspond exactly to the 0.1 log points mentioned above
because the log of the sum does not equal the sum of the logs.

33 According to the decomposition also non-importers experienced a significant within-firm increase in skill in-
tensity. This is not visible in Figure 3 or Table 1. The discrepancy is due to the fact that the decomposition
uses employment shares as weights, while Figure 3 and Table 1 present arithmetic averages for each category.
Within-firm skill upgrading of non-importers is a feature that is not explained by our model.
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total within  between entry exit firms

all firms  0.078 0.178 -0.072  -0.001 -0.027 101,558

non-importers  0.020 0.058 -0.016  -0.027 0.005 67,084

importers labor abundant  0.001 0.000 0.000 -0.002 0.002 1,947
importers skill abundant  0.028 0.007 -0.019  -0.042 0.082 19,392
importers both  0.029 0.093 0.001 -0.010 -0.055 13,135

Table 2: Decomposition of aggregate change in skill intensity.

The table shows a decomposition of changes in log skill intensity in French manufacturing into within and between
firm changes from 1996 to 2007 using employment shares as weights. The decomposition is computed for each of
the following categories: ”Non-importers” includes firms that do not import throughout the period. ”Importers
labor-abundant countries” includes firms that exclusively import from countries with less than 95 percent of the
French level of secondary schooling. ”Importers skill-abundant countries” includes firms that exclusively import
from countries with more than 95 percent of the French level of secondary schooling. ”Importers both sets of
countries” includes firms that import from both sets of countries. ”Entry” into a category is defined as firms that
did not belong to a given category in 1996 and where present in the category in 2007, while ”exit” from a category

occurs if firms belonged to a given category in 1996 but not in 2007.
5 Regression-based Evidence

In this section we present formal econometric evidence for Predictions 1-4 derived from our model.

5.1 Sourcing patterns and productivity

We first test the results relating to the types of offshored inputs and the characteristics of the
sourcing locations. We think of France as being moderately skill abundant: most countries
are more labor abundant than France, but some countries are more skill abundant. Since our
predictions on sourcing patterns for labor-abundant compared to skill-abundant countries point
in opposite directions, we split the sample by skill abundance and run separate regressions for
each set of countries.

Prediction 1: According to Prediction 1, when considering importers from a labor-abundant
country, the value of imports of relatively skill-intensive products should be larger for more
productive firms. When considering instead importers from a skill-abundant country, the value
of imports of relatively labor-intensive products should be larger for more productive firms.?* To

test this hypothesis, we run the following regression specification separately for importers from

341deally, to estimate the extensive-margin decision to import, we would use a discrete import choice model,
including all zero observations by firm-product-country-year. However, due to the curse of dimensionality, we can
only consider observations with positive import values.
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labor-abundant and skill-abundant countries:3?

log(import value) n = B110g(7) r,0 X 2p + B2log(v) r,0 + Bszp+ (9)

+ BaXypt + Ot +0f1 + Opt + €fpets

where f denotes firms, p denotes products, n denotes sourcing locations and ¢ denotes years.
log(v)f0 is (log) TFP in the first period the firm appears in the sample and z, is the skill
intensity of product p. The regressions always include country-year fixed effects (0, ¢) that control
for source-country-specific omitted variables (e.g. distance, market size, country-specific supply
shocks). In some specifications we add the vector Xy, which includes employment, the capital-
labor ratio and the value of exports (all in logs) to account for covariates that correlate both
with TFP and imports.>® In further specifications we also add one by one firm-time (§¢,;) and
product-time (d, ;) fixed effects, which control for firm-specific (e.g., TFP) and product-specific
shocks (e.g., product-level skill intensity).3” Since the main variable of interest, log(y) £,0 X Zp,
varies at the firm level, we always cluster standard errors at this level.

For imports from labor-abundant countries, we expect the interaction term between product-
level skill intensity and firm-level TFP 3, to be positive. Moreover, we expect the coefficient on
skill intensity, B3, to be negative, since the comparative advantage of these countries is in labor-
intensive sectors. For imports from skill-abundant countries, we expect instead the coefficient
of the interaction term, (1, to be negative, while the coefficient of skill intensity, 3, should be
positive.

We report the results for the set of labor-abundant countries in columns (1)-(4) of Table 2.

In line with the model, the interaction term between product skill intensity and TFP is always

3%We have obtained similar results when pooling across all countries and interacting the coefficients of interest
with dummies for the set of labor abundant and skill abundant locations. These results are available upon request.

36These variables proxy for factors outside of our model that impact on firms’ unit costs and thus on their import
decisions. We control for exports to account for potential complementarities between import and export decisions;
for employment to control for increasing returns; and for capital intensity as an additional determinant of unit
costs.

3"Denote deviations from the country-year average with T s pn.¢ = T .pnt — Tn,e. Taking differences across two
products imported by the same firm f from the same location n to eliminate s, and denoting differences across
products with A, and taking differences across two firms that import the same products p and p’ from a given
location n to eliminate dp,¢:

A Aplog(import Value)f,p,n,z = B1Aflog(v5,0)Apzp + AfAp€f pont

This specification with country-year, firm-year, and product-year fixed effect identifies the coefficient 81 by com-
paring the import value of a skill-intensive to the one of a labor-intensive product for a firm with high productivity
relative to one with low productivity from a given country. The more productive firm should import a larger value
of the skill-intensive relative to the labor-intensive product from the same location compared to the less productive
firm.
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positive and highly significant, while the coefficient of product-level skill intensity is negative. The
outcomes for the set of skill-abundant countries are reported in columns (5)-(8). As predicted by
our theory, the interaction term between skill intensity and log(T'F'P)y is in this case negative
and highly significant, while the coefficient on skill intensity is positive.

Finally, we discuss the economic magnitudes of the coefficients. According to the most strin-
gent specification in column (4), moving from the the 25th percentile of TFP to the 75th per-
centile, the import value for a product at the 75th percentile of skill intensity increases by around
20 percent compared to one at the 25th percentile of skill intensity.?® Similarly, from column (8),
moving from the 25th percentile of TFP to the 75th percentile, the import value for a product
at the 75th percentile of skill intensity decreases by around 52 percent compared to one at the
25th percentile of skill intensity.?"

In Appendix Table A-5 we provide evidence for the closely related prediction that more
productive importers should have a larger variation in the skill intensities of their imported
products compared to less productive ones. This follows from the model since more productive
firms source a larger range of inputs from each set of locations.*"

Prediction 2: For firms offshoring to the set of labor-abundant (skill-abundant) countries,
more productive firms should have a larger import value from relatively more skill-abundant
(labor-abundant) locations among them. This is driven by firms importing more skill-intensive
(labor-intensive) products from these locations. To test this prediction, we modify our regression

specification as follows:

log(import value) ¢ n+ = B1log(v) 0 X Hp/Ln + B2log(v)f0 + B3Hn/Ln+ (10)

+ BaXpp + 0t +0ft + 0pt + €fpnst,

where H,, /L, is the skill abundance (measured in terms of years of secondary schooling) of coun-
try n relative to France. The main coefficient of interest is (1, the interaction term between
firm-level TFP and country-level skill abundance. We expect this coefficient to be positive when

conditioning on the set of labor-abundant countries and negative when conditioning on the set

38The skill intensity of a product at the 75th percentile is 0.4; the skill intensity of a product at the 25th percentile
is around 0.2; log (TFP) at the 75th percentile is 4.21, log TFP at the 25th percentile is 3.36. Thus, we have that
20 ~ 100 * {exp[1.038 % (0.4 — 0.2) * (4.21 — 3.36)] — 1}.

3952 2 100 * {exp[—5.628 * (0.4 — 0.2) * (4.21 — 3.36)] — 1}.

4OFor each firm and location, we compute the (unweighted) population standard deviation of the skill intensity
of the sourced inputs and regress it on firm-level TFP (controlling for the number of inputs to avoid picking up a
mechanical effect). We present separate regressions for the set of labor-abundant and skill-abundant countries.
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dependent variable is log(imports) ¢, . ¢

from labor-abundant countries

from skill-abundant countries

(1) (2 3) (4) (5) (6) (7) (8)
log(TFP)s o x 1.187*** 0.791%* 1.868***  1.038*** _1.697*** _1.913%** _5.577%** _5,628%**
skill intensity, (0.331) (0.334) (0.301) (0.304) (0.261) (0.254) (0.097) (0.091)
log(TFP) /o -0.1372 -0.131 1.209%%%  1.078%*
(0.096) (0.095) (0.084) (0.087)
skill intensity, S5.580FF*  _4.491%FF 7. 271%¥* 6.857*** 7.433%** 21.031***
(1.350) (1.332) (1.248) (1.022) (0.997) (0.371)
log(employees) ¢ ¢+ -0.001 0.063***
(0.032) (0.015)
log(capital/labor) ¢ ; 0.095%** 0.124%**
(0.036) (0.014)
log(exports) ¢ ¢ 0.241%%* 0.352%**
(0.017) (0.007)
Observations 558,000 558,000 550,434 544475 3,086,696 3,086,696 3,076,041 3,075,886
R-squared 0.0372 0.061 0.268 0.391 0.031 0.077 0.233 0.330
Country-year FE YES YES YES YES YES YES YES YES
Firm-year FE NO NO YES YES NO NO YES YES
Product-year FE NO NO NO YES NO NO NO YES
Cluster Firm Firm Firm Firm Firm Firm Firm Firm

Table 3: Sourcing, input skill intensity and productivity.

In columns (1)-(4) the dependent variable is log imports from labor-abundant countries at the firm-product-country-
year level. In columns (5)-(8) it is log imports from skill-abundant countries. We define countries with less than 95
percent of the French level of secondary schooling as labor abundant and the remaining countries as skill abundant.
The main explanatory variable of interest is the interaction between product-level skill intensity (skill intensity, )
and firm-level productivity computed with the Levinsohn-Petrin method (log(T'FP)y,0). Other controls are (all at

the firm level and in logs): the number of employees, the capital-labor ratio, the value of exports. Standard errors

are clustered at the firm level.

dependent variable is log(imports) f p, ¢+

from labor-abundant countries

from skill-abundant countries

(1) 2 (3) (4) (5) (6) (7) (8)
log(TFP)ﬁOX 0.317*  0.379**  (0.282%** 0.154 -0.277***  _0,240%** .1 752%%* 0.007
sec. schooling, (0.183) (0.186) (0.092) (0.097) (0.050) (0.054) (0.027) (0.033)
log(TFP)¢.0 -0.053 -0.192%* 0.391%** 0.200**
(0.074) (0.083) (0.070) (0.080)
log(employees) ¢ ¢ -0.005 0.104%**
(0.032) (0.015)
log(capital/labor) ¢ 4 0.089** 0.148%***
(0.036) (0.015)
log(exports) ¢ ¢ 0.231%** 0.358%***
(0.017) (0.007)
Observations 572,678 572,678 565,188 559,022 3,117,767 3,117,767 3,109,836 3,108,695
R-squared 0.036 0.057 0.277 0.393 0.013 0.067 0.238 0.348
Country-year FE YES YES YES YES YES YES YES YES
Firm-year FE NO NO YES YES NO NO YES YES
Product-year FE NO NO NO YES NO NO NO YES
Cluster Firm Firm Firm Firm Firm Firm Firm Firm

Table 4: Sourcing, country skill abundance and productivity.

In columns (1)-(4) the dependent variable is log imports from labor-abundant countries at the firm-product-country-
year level. In columns (5)-(8) it is log imports from skill-abundant countries. We define countries with less than 95
percent of the French level of secondary schooling as labor abundant and the remaining countries as skill abundant.
The main explanatory variable of interest is the interaction between country-level skill abundance (sec. schooling.)
and firm-level productivity computed with the Levinsohn-Petrin method (log(T'FP)y,0). Other controls are (all at
the firm level and in logs): the number of employees, the capital-labor ratio, the value of exports. Standard errors

are clustered at the firm level.
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of skill-abundant locations. We thus run separate regressions for each set of locations.*! We
always include country-year effects, d, ¢, to control for omitted variables that vary at this level.
These fixed effects absorb H,/L,. In a second specification we also include the vector Xy,
which consists of our set of firm-specific controls. In the remaining specifications we additionally
add one by one firm-year (d7,) and product-year (d,;) fixed effects.The specifications without
product-year fixed effects identify (87 by using variation in import values across products, loca-
tions and firms. The specification with product-year fixed effects instead exploits variation in
import values across firms and locations for a given product. According to our model, more
productive importers from the set of labor-abundant countries should import from more skill-
abundant locations among them compared to less productive ones because they import a set of
more skill-intensive products from them. Thus, we expect 81 to be positive and significant in
the specification without product-year fixed effects, as this coefficient will pick up variation in
the set of imported products. Consequently, once we control for the identity of the product by

including product-year fixed effects, we expect 31 to become insignificant.*?

We run regressions
considering only positive import values.*> Again, since the variable of interest varies at the firm
level, we cluster standard error at this level.

Results for the specification are reported in Table 4. In columns (1)-(4) we report results
for labor-abundant countries and in columns (5)-(8) for skill-abundant ones. In line with the
model, the interaction term between skill abundance and productivity is positive and significant in
columns (1)-(3) and becomes insignificant in column (4), where we control for product-year fixed
effects. The results in columns (5)-(8) are also consistent with our theory: the interaction term
between schooling and productivity is negative and significant in columns (5)-(7) and becomes
insignificant in column (8) when including product-year fixed effects.

In terms of economic magnitudes, according to the specification in column (3), moving from

the the 25th percentile of TFP to the 75th percentile, the import value from a location at the

75th percentile of skill abundance increases by around 10 percent compared to one at the 25th

4'Similar results are obtained when pooling across all countries and interacting the covariates with dummies for
labor-abundant and skill-abundant locations.

“?Denote deviations from the country-year average with Z;pnt = @fpnt — Tne. Taking differences across
locations and firms to eliminate firm-year and product-year fixed effects, we obtain:

AfAnlog(im/vports)f’p’mt = B1Aflog(vf,0)AnHn/Ln + A An€s ot

Here f; is identified by comparing the import value of a given product for a high-productivity compared to a
low-productivity firm from a more relative to a less skill abundant country.
“3Because the regression coefficients will also pick up variation in import value across firms for a given set of
locations (intensive margin), we report results for a dispersion measure in the skill abundance of sourcing locations
(extensive margin) in the Appendix.
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percentile of skill abundance.** Similarly, from column (7), moving from the 25th percentile
of TFP to the 75th percentile, the import value from a country at the 75th percentile of skill
abundance decreases by around 23.5 percent compared to one at the 25th percentile of skill
abundance.*?

In Appendix Table A-5 we provide evidence for the closely related prediction that more
productive importers should have a larger variation in the skill abundance of their sourcing
locations compared to less productive ones. This follows from the model since more productive

firms source from a larger range of locations within each set of factor-abundant countries.*6

5.2 Offshoring and domestic skill intensity

We now turn to testing the predictions relating the skill intensity of production in France to
imports from labor-abundant and skill-abundant countries. Predictions 3 and 4 state that firms
importing from the set of labor-abundant countries are more skill intensive in their domestic
production compared to non-importers, whereas firms importing from skill-abundant countries are
more labor intensive domestically than non-importers. The corresponding regression specification

is:

log(skillintensity) s, = Bo + Brimports labor-abundant countries s+ (11)

+ Baimports skill-abundant countriesy; + 05+ df + 0 + €51,

where imports labor-abundant countries s is either a dummy equal to one if the firm imports from
the set of labor-abundant countries in year t (Prediction 3) or the firm-level import intensity,
measured as the ratio of imports from labor-abundant countries relative to total sales (Prediction
4).47 Similarly, imports skill-abundant countries ¢ is either a dummy for importing from the set
of skill-abundant countries, or the ratio of imports from skill-abundant countries to total sales.
We also include either sector fixed effect for the firm’s primary activity at the 4-digit level (J5) or

firm fixed effects (d7) and in some specification also year fixed effects (§;). The sector fixed effects

“For the set of labor-abundant locations, the skill abundance at the 75th percentile is 0.58; the skill abundance
of a country at the 25th percentile is around 0.23; log (TFP) at the 75th percentile is 4.21, log TFP at the 25th
percentile is 3.36. Thus, we have that 10 ~ 100 * {exp[0.282 * (0.58 — 0.23) * (4.21 — 3.36)] — 1}.

45For the set of skill-abundant locations, the skill abundance of a country at the 75th percentile is 1.09 and the
skill abundance of a country at the 25th percentile is 0.86. 23.5 ~ 100%{exp[—1.752%(1.09—0.86)* (4.21—3.36)] —1}.

4For each firm, we compute the (unweigthed) population standard deviation of the skill abundance of the
sourcing locations and regress it on firm-level TFP (controlling for the number of sourcing locations to avoid
picking up a mechanical effect). We present separate regressions for the set of labor-abundant and skill-abundant
countries.

4"We normalize imports by sales instead of total variable costs since we cannot measure the latter in our data.
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control for sector-specific differences in average skill and import intensity across firms, while the
firm fixed effects identify within-firm changes in skill intensity and importing from both sets of
countries. When including year fixed effects we identify the impact of importing on domestic skill
intensity as deviations from the trend in importing and skill intensity that is visible in Figure 3.
To make the standard errors robust to autocorrelation in the residuals we always cluster standard
errors at the firm level.

Prediction 3: We present results for Prediction 3 in the first four columns of Table 5. Here,
we consider the full sample of firms, including non-importers. In columns (1) and (2), we report
specifications including 4-digit sector fixed effects to use the cross-sectional variation to identify

t48 more skill-intensive

coefficients. Importers from labor-abundant countries are around 23 percen
in their domestic production than non-importers; this effect is statistically highly significant and
robust to controlling for year fixed effects in column (2). Importers from skill-abundant countries
are instead somewhat less skill-intensive than non-importers (around 3.3 percent (column (1)). In
columns (3) and (4), we report results including firm fixed effects, thereby identifying the effects
using within-firm changes in import status: the result in column (4), which also controls for year
fixed effects, indicates that starting to import from labor-abundant countries is associated with
a 4-percent increase in skill intensity, while starting to import from skill-abundant countries is
associated with a 1.2-percent decrease.

Prediction 4: We now test Prediction 4 and consider the import intensity of firms as our
explanatory variable of interest. We always include firm fixed effects in these specifications.
Results are reported in columns (5)-(8) of Table 5. In columns (5) and (6) we include all firms
in the sample (including non-importers), while in columns (7) and (8) we restrict the sample to
importers from both sets of countries, which — as explained below — is the sample considered in
our instrumental-variable regressions. Columns (6) and (8) additionally include year fixed effects.
Columns (5) and (6) imply that a one-percentage point increase in imports to sales from labor-
abundant countries increases domestic skill intensity by 0.25 to 0.3 percent. This effect stands
in contrast to the impact of importing from skill-abundant countries: a one-unit increase in the
imports-to-sales ratio from these countries reduces firm-level skill intensity slightly. However, this
effect is not statistically significant. Finally, the point estimates for the sample of importers from
both sets of countries (columns (7)-(8)) are very similar to those obtained for the full sample
of firms, confirming that we can focus on these firms when considering the causal impact of

importing on domestic skill intensity in the instrumental-variable regressions reported below.

4829.7=100*(exp(0.2047)-1), (column (1)).
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In Appendix Table A-6, we present results for the same specifications but additionally include
a number of firm-level controls (TFP, exports, firm size and capital intensity) that could be
confounds with importing.*> We show that our results are robust to including them in the
regressions.

To sum up, and as predicted by our theory, importing from labor-abundant countries is
associated with large increases in the skill intensity of production in France, while importing

from skill-abundant is associated with a moderate reduction of this variable.?°

5.3 IV estimates

We have already provided detailed evidence that imports from labor-abundant countries are
concentrated in labor-intensive inputs and thus substitute for domestic unskilled labor. Still, one
may argue that the OLS regressions presented in Table 5 are not causal. Import intensity may
potentially be endogenous to domestic skill intensity because of omitted variables.

We therefore use the foreign supply-shock-based instruments to obtain exogenous variation in
import supply from both sets of locations. These instruments use exogenous within-firm varia-
tion in import intensity over time and we thus need to restrict the sample to those firms that are
continuous importers both from labor-abundant and from skill-abundant locations. We report
results with firm fixed effects, since the instruments are plausibly exogenous only conditional on
time-invariant firm-specific factors (the import shares at the country-product level in the initial
period, which imply a differential sensitivity to country-product-specific supply shocks). Accord-
ing to our theory, a positive supply shock from labor-abundant countries (which reduces 7, )

reduces the firm’s marginal cost and thus increases z, and lowers z, increasing imports/sales

n
from both sets of locations. A similar effect occurs for a reduction in 7, from skill-abundant
countries. These effects are captured by the first-stage regressions, which relate imports/sales

from each set of locations to both supply shocks.

49The rationale for including exports in the specification is to control for the exporting-skill-upgrading channel
(e.g., Bustos, 2011). We include log(T'F' P) to control for technology-based explanations of skill-upgrading (Ace-
moglu, 1998). We include the capital-labor ratio to control for capital-skill complementarity (Krusell et al., 2000)
and the number of employees to control for skill-biased scale effects (e.g., Burstein and Vogel, 2016).

59Tn unreported regressions we have also regressed the employment of skilled and unskilled workers separately on
imports relative to sales from labor-abundant and skill-abundant countries. We find that that firms which increase
imports from labor-abundant countries reduce blue-collar employment and increase employment of white-collar
workers, while the opposite happens for firms that increase imports from skill-abundant countries. Moreover, as
our model suggests, these firms simultaneously increase their sales.

31



48

dependent variable is log(skill intensity) s,

1) (2) €) 4) ) (6) @) (8)

import status 0.2047***  0.1996%**  0.0567***  (.0388***

labor-abundant c.;;  (0.009) (0.009) (0.004) (0.004)

import status -0.0328***  _0.0349*** 0.0012 -0.0124%**

skill-abundant c.¢ ¢ (0.006) (0.006) (0.003) (0.003)

imports/sales 0.3008***  0.2500%*%*  0.3909***  0.2152**
labor-abundant c.; (0.114) (0.096) (0.158) (0.099)
imports/sales -0.0048 -0.0086 -0.0141 -0.0231
skill-abundant c.y; (0.006) (0.006) (0.018) (0.016)
Observations 646,920 646,920 646,920 646,920 646,920 646,920 55,719 55,719
Firms 104,036 104,036 104,036 104,036 104,036 104,036 12,714 12,714
4-digit sector FE YES YES NO NO NO NO NO NO
Firm FE NO NO YES YES YES YES YES YES
Year FE NO YES NO YES NO YES NO YES
Cluster Firm Firm Firm Firm Firm Firm Firm Firm
Sample All All All All All All Importers Importers

both both

Table 5: Skill intensity of domestic production and importing from labor-abundant and skill-abundant countries (extensive and intensive
margin).

The dependent variable is the firm-level (log) skill intensity of production, defined as the ratio of non-production workers to production workers. We consider
countries with less than 95 percent of the French level of secondary schooling as labor abundant and other countries as skill abundant. In columns (1)-(4), the main
explanatory variable of interest is a dummy for importing from the set of labor-abundant countries (import status labor-abundant c.) and a dummy for importing
from the set of skill-abundant countries (import status skill-abundant c.). In columns (5)-(8), the main explanatory variable of interest is the ratio of imports from
set of labor-abundant countries relative to sales (import/sales labor-abundant c.) and the ratio of imports from the set of skill-abundant countries relative to sales

(imports/sales skill-abundant c.). Standard errors are clustered at the firm level.
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First Stage:

Dep. var.: imports/sales
labor-abundant c.y ¢

Dep. var.: imports/sales
skill-abundant c. ¢ ¢

Second Stage:

Dep. var.: log(skill intensity) 7 ¢

(1) (2)

€) (4)

(%) (6)

IV Supply Shock 0.0101*** 0.0029* 0.0026*** 0.0027*
labor-abundant c.j ; (0.001) (0.002) (0.001) (0.002)
IV Supply Shock 0.0111%*** 0.0064*** -0.0053* 0.0066**
skill-abundant c.s; (0.003) (0.002) (0.003) (0.003)
imports/sales 5.8154%** 5.5135%*
labor-abundant c.j; (2.071) (2.760)
imports/sales -1.7158 -4.2816*
skill-abundant c.;; (5.807) (2.376)
Observations 55,719 55,719 55,719 55,719 55,719 55,719
Firms 12,714 12,714 12,714 12,714 12,714 12,714
Firm FE YES YES YES YES YES YES
Year FE NO NO YES YES NO YES
Cluster Firm Firm Firm Firm Firm Firm
Sample Importers Importers Importers Importers Importers Importers
Sample both both both both both both
F-Statistic (Angrist-Pischke) 16.45 12.34 15.32 11.57

Table 6: Skill intensity of domestic production and importing from labor-abundant and skill-abundant countries (IV estimates).

The dependent variable in the second-stage regression (columns (5)-(6)) is the firm-level (log) skill intensity of production, defined as the ratio of non-production
workers to production workers. The main explanatory variable of interest is the ratio of imports from set of labor-abundant countries relative to sales (import/sales
labor-abundant c¢.) and the ratio of imports from the set of skill-abundant countries relative to sales (imports/sales skill-abundant c.). We consider imports from
countries with less than 95 percent of the French level of secondary schooling as labor abundant and the remaining countries as skill abundant. Both imports/sales
from labor-abundant and skill-abundant countries are considered endogenous. Instruments are constructed from foreign supply-shocks (see data section for an

explanation). First-stage regressions are reported in columns (1)-(4). We present Angrist-Pischke F-statistics for the joint significance of instruments with multiple

endogenous variables. Standard errors are clustered at the firm level.



In the second stage, the shock-induced changes in imports/sales from labor-abundant and skill-
abundant countries then impact on domestic skill intensity.

We present the results for the IV regressions in Table 5. In the first-stage regressions — reported
in columns (1) and (2) for the specification without year fixed effects and in columns (3) and (4)
for the one including them — we find that the shocks have the expected signs: a positive supply
shock from labor-abundant countries increases import intensity from this set of locations, and
similarly for skill-abundant countries. These effects are highly statistically significant. Moreover,
a positive supply shock from labor-abundant countries also increases import intensity from skill-
abundant ones, and vice versa. The Angrist-Pischke F-statistic is always above 15 for the first-
stage regressions with imports/sales from labor-abundant countries as dependent variable and
above 11 when imports/sales from skill-abundant locations is instrumented. This indicates that
both instruments provide independent exogenous variation and are sufficiently strong.!

We now turn to the second-stage results for the causal impact of supply-shock-induced in-
creases in imported intensity on domestic skill intensity, which are reported in columns (5) and
(6). The point estimate for the coefficient for importing from labor-abundant countries is now
5.51 to 5.81 and statistically highly significant.?®> By contrast, the point estimate for the impact
of offshoring to skill abundant countries is between -1.7 and -4.28 and only marginally significant.
The large increase in the magnitude of the coefficients compared to the OLS regression results
(compare with columns (7) and (8) of Table 4) deserves a more detailed discussion.

The most plausible reason why the IV coefficients are much larger than the OLS coefficients
is heterogeneity in treatment effects. In their presence, the IV estimate measures the causal
impact of offshoring on those firms whose import behavior is changed by the foreign supply
shocks (compliers). By contrast, the OLS coefficient measures the average treatment effect plus
a potential endogeneity bias (Angrist and Pischke, 2009). If the impact of offshoring on domestic
skill intensity is particularly large for compliers (or when the endogeneity bias is negative), the
IV estimate will be significantly larger than the OLS coefficient. Identifying compliers is not
straightforward (see Angrist and Pischke, 2009, chapter 4), but we can investigate for which type
of firms and products the foreign supply shocks were particularly large. Equation (8) implies

that the instrument is given by the interaction of initial-period import shares with the growth

5!'Moreover, note that just identified IV is median-unbiased (see, e.g., Angrist and Pischke, 2008, Chapter 4), so
that even in the presence of weak instruments the IV estimates would still be consistent but their standard errors
would become very large.

5?Hummels et al. (2014) find a very similar increase in the order of magnitude of their point estimates compared
to the OLS estimates when instrumenting for the effect of offshoring on wages of Danish workers using foreign
supply shocks.
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rate of foreign supply shocks. We see from Table 2 that the firms importing from both sets
of locations in the beginning of the sample period were more productive than those importing
from these locations at the end of the sample period. Moreover, to check if these firms imported
different products compared to the average firm in the sample, we regress product-level import
shares of each firm on interactions of skill intensity and a dummy for the first year the firm is in
the sample. We find that — consistent with the model — firms importing in the beginning of the
sample imported on average more skill-intensive products (see Appendix Table A-7). Finally, we
also regress the growth rates of product-level foreign supply shocks from labor-abundant locations
on product-level skill intensity and find larger effects for more skill intensive products (Appendix
Table A-7). Thus, those firms which increased their imports most in response to foreign supply
shocks were high-productivity firms that increased imports because they raised the import values
of relatively skill intensive products a lot. In response, they also increased their domestic skill
intensity by more compared to the average importer from labor-abundant countries. This is
consistent with the results from Section 2.4, where we showed that those firms responding most
to reductions in offshoring costs to labor-abundant countries in terms of domestic skill intensity
are (i) high-productivity firms, (ii) in particular when cost reductions are stronger for more
skill-intensive products.

Another potential explanation for the smaller OLS coefficients is an omitted variable that
correlates negatively with offshoring and positively with domestic skill intensity: automatization
and offshoring to labor-abundant countries might be substitutes at the firm level: firms may re-
duce costs either by offshoring labor-intensive inputs or by using new technologies that substitute
machines for labor-intensive tasks. Goos et al. (2014) show that tasks amenable to offshoring are
usually also routine and can thus be automatized relatively easily. This mechanism would intro-
duce a negative correlation between offshoring and (unobserved) automatization, both of which
lead to an increase in skill intensity of domestic production. Finally, the IV coefficients might
be larger in magnitude than the OLS coefficients if the exclusion restriction that the instrument
affects skill intensity exclusively via offshoring is violated. In particular, one may be concerned
about import competition in final-goods markets. Bloom, Draca and Van Reenen (2015) find
that harsher import competition in final goods from low-wage countries induces European firms
to innovate more and to upgrade the skill composition of their domestic labor force. However,
our instruments are based on supply shocks in the input sectors and do not capture supply shocks

in the market for firms’ final output, so a violation of the exclusion restriction is not a concern.®3

53In unreported regressions, we have reestimated the IV specifications including additional sector-year fixed
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The IV estimates imply large causal effects of increasing import intensity from labor-abundant
countries on domestic skill intensity for those firms importing from both sets of countries. Ac-
cording to Table 2, these firms account for the bulk of importers from labor-abundant countries
and all of the within-firm changes in skill intensity for importers. For firms importing from both
sets of countries, the mean of skill intensity changed by around 0.081 log points between 1996
and 2007 (from -0.296 to -0.215, see Table 1). We use the point estimate for the effect of im-
porting from labor-abundant countries from Table 6, column 6 together with the fact that for
these firms average imports/sales from labor-abundant countries increased from 0.053 to 0.07
from 1996 to 2007. The predicted increase in domestic skill intensity is then given by 5.51*(0.07-
0.053)=0.093 log points. This number happens to coincide exactly with the actual employment-
weighted within-firm change in skill intensity for importers from both sets of countries (see Table
2). By contrast, imports/sales from skill-abundant countries stayed roughly constant at around
0.14, so the predicted change in skill intensity due to offshoring to skill-abundant countries is
zero. Thus, reduced-offshoring costs to labor-abundant countries can explain all of the observed
within-firm increase in the skill intensity of importers. Of course, the within-firm estimation
strategy does not allow us to assess the role of importing in reallocation towards more labor-
intensive firms, which according to Table 2 has mitigated the aggregate change in domestic skill

intensity compared to the large within-firm increase.

6 Conclusions

This paper developes a factor-proportions theory of offshoring with heterogeneous firms. From
the perspective of France, a relatively skill-abundant country, sufficiently productive firms self-
select into offshoring skill-intensive inputs to skill-abundant countries, while firms with even
higher productivity also offshore labor-intensive inputs to labor-abundant countries. This leads
to within-industry variation in the skill intensity of production of firms. A reduction in offshoring
costs to labor-abundant countries implies an increase in the skill intensity of domestic production,
as the marginal input that can be profitably offshored becomes more skill intensive. Our theory
generates precise predictions on firm-level import patterns: first, more productive firms offshoring
to skill-abundant (labor-abundant) countries will source relatively more labor-intensive (skill-

intensive) marginal inputs than less productive ones; second, out of the set of skill-abundant

effects, thus controlling for changes in import competition. Our coefficients of interest remained qualitatively
unaffected but the estimates became less precise.
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(labor-abundant) countries, more productive firms will source from the relatively less (more)
skill-abundant ones.

Using a quasi-exhaustive panel of French manufacturing firms we show that the predicted
offshoring patterns are strongly supported by the data. Finally, we use a foreign-supply-shock-
based instrument to identify the causal impact of reduced offshoring costs to labor-abundant
countries on the increase in the domestic skill intensity of French manufacturing firms. We find
that the bulk of the observed within-firm increase in the domestic skill intensity of firms importing
from labor-abundant countries can be explained by increased offshoring to these countries.

This work is a first step in an attempt to understand how factor-proportions forces operate
at the within-industry and within-firm level. Our empirical analysis has provided evidence that
Heckscher-Ohlin-driven offshoring can be a powerful source of changes in the relative demand for
skill within firms. An interesting avenue for future research is to develop a more structural version

of our model in order to better understand its quantitative implications in general equilibrium.
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Appendix A: Function MCC,, and Firm‘s Optimal Behavior

A-1 Characterization of the offshoring decision

Without loss of generality, consider a country-n firm with productivity v that finds it profitable
to offshore the range of labor-intensive inputs [zq, 2], 0 < 24 < 2p < 2zp,—1. Again without loss of
generality, assume all inputs are being sourced from one country only. The firm’s marginal-cost
function is in this case

1 Za zp 1 T—e
MCy (7, a5 2) = 5 [/ Pon’ (2) dz +/ Py (2) dz + / Prn” (2) dZ} : (A-1)
0 Za Zb
The first derivative of this function with respect to z, is
M n 1o a) 1/_5 a
OMCn _ i, | L Col Zhon o)}y 4, 50 (A-2)
0zq (1—e)yl—=MCr~*

Extending the offshoring range towards more labor-intensive inputs (that is, decreasing z,) re-
duces M C),. Moreover, it is easy to show that

d?MC,,
0 (Za)2

= MC, (A,%,n + 854;/”) <0. (A-3)

From the discussion of Figure 1, offshoring inputs to the left of z, reduces the firm’s marginal
cost (and thereby raises its revenue) by even more than offshoring input z,. Since offshoring any
input is subject to the same cost Pf°, it must be profitable to offshore any input z < z,.

By the same token, if a country-n firm with productivity v finds it profitable to offshore the
range of inputs [z, zq], zn < zc < zg < 1, it must be profitable to offshore any input z > z4.
Thus, the firm’s offshoring decision is charaterized by a pair {z,, (7),z} (7)}, 0 <z, (7) < zp—1,
zn < 27 () < 1, such that all 2 < 2, (y) are offshored to labor-abundant countries and all
z > 21 () are offshored to skill-abundant countries. Inputs in the range (2, (v),z2! (7)) are
instead produced in-house.

A-2 Function MC,

A country-n final-good producer with productivity ~ that offshores 1nputs to labor-abundant
countries {1,2,...,n"}, n~ < n, and to skill-abundant countries {n*,n* +1,..., N}, n* > n, has

marginal-cost funct10n.54

n-—1 2
MC, ('y,zn,zn = [Z/ pnn der/ pi;fn (z)dz+
Zn*—l

1
o

n _ 71++1 e
@ [T @ X [

n n n'=nt+1

(A-4)

The terms in the square brackets represent the cost of, from left to right, offshoring the most

labor-intensive inputs to the set of most labor-abundant countries; the inputs offshored to the
“marginal” labor-abundant country; the inputs produced domestically; the inputs offshored to
the “marginal” skill-abundant country; offshoring the most skill-intensive inputs to the set of
most skill-abundant countries.

54The function M C,, does not include the fixed costs involved in the offshoring of inputs.



For any z, < zp—1, the derivative of M C,, with respect to z_ is

Pon (2n) — Phnt (27)

(1—e)yl—eMCL*

oMC,
Ozn

=MC,

= MCyB,-, <0, (A-5)

since puin (25,) < pan (2,,) for a country-n firm to import from any country n’ < n. (Similarly,
one can show OMC,, /0 (1 — z}) < 0 for any 2,5 > z,.)
It is easy to see that M C), is continuous and differentiable. In particular, at the cutoff points

Zn/y
lim MCpl,_. . = lim MCyl.._, ... (A-6)
MC, MC,
e=0 Oz, e—=0 Oz,

2n =21 —€ 2n =2, +€

(Similar results apply to 1 — 2;7.)

A-3 Firm‘s optimal behavior
A-3.1 First-order conditions

We define variable profits 7, = (p, — M C},) ¢,,. Demand for the final good is given by ¢, = p, 7 D.
The first-order condition with respect to p, yields the constant mark-up pricing rule p, (v) =
—2-MC,, (7). The first-order conditions with respect to z, < z,—1 and (1 — z;}), z5 > 2z, are

otl,, on,, oOMC,, _
— —_Pfo=_ °D_—Pf°<0 A-8
9 = f 9. Pn fe <0, (A-8)
OIl,, on,, oMcC,
_Tn - __TIm __ppo__ TN oD _Pfo<( A-9
G- ~ - T Tapoapnm PO PlS0 (A-9)

with 7, increasing and concave in 2z, and (1 — z).?> Imposing strict equality on equation (A-8)
and manipulating it,
o [1— _ _ _
oI, _ < o ) [pn,i (Zn) - p7lmE (zn )]
Ozn, o—1 (e —1)yl—=MCy =

D—Pf°=0. (A-10)

By the Implicit-function Theorem,

- — 1)~y !B,-
O _ _ @Dy Bun (A-11)
9y (1= 0) (By-p)" + 0B,/ 02

if and only if the denominator (1 — ¢) (By,-n)? + OB,-,/dz, is positive. A sufficient condition
for this is o > ¢ > 1. (A similar result can be obtained for 9 (1 — z;) /97.)

5The condition d11,/8z, = 0 evaluated at z, = 0 implicitly defines the threshold-level ~,, where country-n
firms start to offshore a positive measure of labor-intensive inputs. Similarly, 811, /82, = 0 evaluated at z,} = 1
defines ;7. Firms with v < 42 = min ('y;, 'y;{) source all inputs domestically. Other things equal, if 7,,/,, is higher
for n’ < n than for n’ > n, then v, > ~;: firms require a lower productivity level to import from skill-abundant
countries than from labor-abundant countries.



A-4 Second-order condition

The second partial derivatives of the firm’s profit function, evaluated at p, = ;Zz M Cy, are:°0

011 o \ 7?
no_ M 7071D A-12
o2 U<0—1> Cn <0 (4-12)
2 -0
0 Hn2 _ ( g ) MCle <Bin + 88”_”) D <0, (A-13)
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The Hessian matrix of the profit function is
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for o > € > 1; denoting the determinant of the Hessian matrix with |H|, and after some tedious

algebra,
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56The first-order condition with respect to p, does not depend on the offshoring decision directly, but only to
the extent that M C,, depends on z, and 1 — z;}.



as the term — 8?:: L a(?%:ﬂ) is negative and one order of magnitude larger than the other terms.
Thus, the Hessian is negative definite and the profit function is therefore strictly concave.®” Thus,

the first-order conditions identify a global maximum.

A-5 Changes in Variable Offshoring Costs
A-5.1 Changes in the Marginal Country’s Offshoring Cost

Applying the Implicit-function Theorem to the first-order condition 911/9z, = 0,

0z _ _(1=0) MCy By (OMCo/0rn) + MO (0Buen/OTun) _ o (p99)

OTn=n MG |(1 = 0) (Bp-p)? + 0By /020

since OM C,,/0T,,—p,, OBp—1,/0Ty—1n > 0.

A-5.2 Changes in Variable Offshoring Costs Across All Countries

Assume 7,7, = 7 for all n. In this case, 0z, /0T < 0 for 2z, > 0 and

n

or

0z 0B, /0T

27 =0 [(1 —0) (By-n)? + aann/az;]
Tfl,ysflp}gs (0) /MC%;E

T U 0) (Ban) 0By fom (5-21)

5"The only (minor) caveat to this analysis is that, although the profit function is continuous and first-order

differentiable, its second derivatives with respect to the offshoring margins z, and 1 — z are not well defined at

the cutoff points zpn n+1. This is due to the second derivative of M C), not being defined at these points z,,:
*MC,

0 (z; )2
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However, the profit function is concave in the neighborhood of each cutoff point.



Appendix Tables

Variable Mean Std. Dev. 5th Pct. 95th Pct. Obs.

Skill intensity ¢ 1.18 4.50 0.14 3.50 646,920
Employeesy.; 53.51 336.58 3.00 174.00 646,920
(log) TFPy, 3.83 0.46 3.05 4.56 646,920
(log) Capital/labory ¢ 3.25 0.99 1.52 4.83 646,920
Importsy,, (in 1000 euros) 1,908 24,403 0.0 4,047 646,920
Exportsy,: (in 1000 euros) 1,375 26,606 0.0 3,030 646,920
Number of products importedy,; (all origins) 5.36 16.72 0.00 29.00 646,920
Number of products imported from skill-abundant countriesy,; 10.07 19.02 1.00 39.00 182,239
Number of products imported from labor-abundant countriesy ¢ 6.11 11.59 1.00 24.00 96,039
Number of countries per firm-producty, . (all origins) 1.74 1.11 1.00 3.74 224,039
Number of countries per firm-producty,,; (skill-abundant countries) 1.21 0.39 1.00 2.00 182,239
Number of countries per firm-producty,p ; (labor-abundant countries) 1.35 0.96 1.00 2.61 96,039

Table A-1: Summary Statistics Summary statistics for the baseline estimating sample. 95% cutoff
refers to the group of countries with a level secondary schooling less than 95% of that of France.
See Table A-4 for the list of countries.

Table A-2: Production function output elasticity estimates by 2-digit sector (Levinsohn-Petrin)

2-digit code  Title Unskilled labor  s.e.  Skilled labor  s.e.  Capital s.e.
10 Food products 0.38 0.00 0.31 0.00 0.23 0.02
11 Beverages 0.31 0.02 0.41 0.02 0.25 0.05
13 Textiles 0.36 0.01 0.35 0.01 0.18 0.01
14 Wearing apparel 0.31 0.01 0.40 0.01 0.31 0.03
15 Leather and related products 0.42 0.01 0.33 0.02 0.25 0.04
16 Wood and products of wood and cork 0.42 0.01 0.29 0.01 0.17 0.02
17 Paper and paper products 0.35 0.01 0.32 0.01 0.19 0.03
18 Printing and reproduction of recorded media 0.34 0.01 0.39 0.01 0.15 0.01
20 Chemicals and chemical products 0.19 0.01 0.53 0.01 0.20 0.02
21 Basic pharmaceutical products 0.10 0.02 0.69 0.03 0.16 0.05
22 Rubber and plastic products 0.33 0.01 0.35 0.01 0.22 0.01
23 Other non-metallic mineral products 0.37 0.01 0.31 0.01 0.22 0.03
24 Basic metals 0.37 0.02 0.37 0.01 0.22 0.05
25 Fabricated metal products 0.40 0.00 0.32 0.00 0.20 0.01
26 Computers, electronic and optical products 0.17 0.01 0.53 0.01 0.19 0.05
27 Electrical equipment 0.27 0.01 0.45 0.01 0.19 0.01
28 Machinery and equipment n.e.c. 0.26 0.00 0.47 0.01 0.18 0.02
29 Motor vehicles, trailers and semi-trailers 0.38 0.01 0.36 0.02 0.18 0.02
30 Other transport equipment 0.39 0.02 0.45 0.02 0.17 0.03
31 Furniture 0.40 0.01 0.29 0.01 0.22 0.02
32 Other manufacturing 0.23 0.01 0.49 0.01 0.25 0.02




Table A-3: Average annual wages by worker category

Firm owners  Admin. and commer. Technicians and Skill
receiving a wage managers supervisors White Collars  Blue Collars  Premium
1996 34,181 36,482 20,728 13,852 13,913 1.672
1997 34,673 37,069 20,990 14,111 14,198 1.672
1998 35,634 37,337 21,146 14,374 14,359 1.678
1999 37,507 38,269 21,364 14,520 14,580 1.702
2000 39,377 39,474 21,717 14,672 14,854 1.709
2001 52,423 40,488 21,477 14,469 15,003 1.735
2002 59,210 41,197 21,884 14,771 15,395 1.754
2003 59,725 41,736 22,324 15,054 15,781 1.752
2004 62,391 42,400 22,692 15,313 16,195 1.739
2005 65,893 43,564 23,233 15,769 16,692 1.733
2006 69,410 44,387 23,710 16,063 16,887 1.749
2007 75,681 45,775 24,315 16,453 17,377 1.762
Table A-4: Country List
labor-abundant countries skill-abundant countries
countries with less than 95 percent of countries with more than 95 percent of
secondary schooling relative to France secondary schooling relative to France
Afghanistan Liberia Armenia
Albania Libya Australia
Algeria Macao Austria
Argentina Malawi Belgium
Bahrain Malaysia Canada
Bangladesh Maldives Denmark
Barbados Mali Estonia
Belize Malta Finland
Benin Mauritania France
Bolivia Mauritius Germany
Botswana Mexico Greece
Brazil Morocco Ireland
Bulgaria Mozambique Israel
Burundi Namibia Italy
Cambodia Nepal Kazakhstan
Cameroon New Zealand South Korea
Central African R. Nicaragua Kyrgyzstan
Chile Niger Luxembourg
China Pakistan Lithuania
Colombia Panama Mongolia
Congo, Republic of Papua New Guinea Netherlands
Costa Rica Paraguay Norway
Cote d‘Ivoire Peru Portugal
Croatia Philippines Russia
Cuba Poland Spain
Cyprus Qatar Sweden
Czech Republic Romania Switzerland
Dominican Republic Rwanda Tajikistan
Ecuador Saudi Arabia Ukraine
Egypt Senegal United Kingdom
El Salvador Sierra Leone United States
Fiji Singapore
Gabon Slovak Republic
Gambia Slovenia
Ghana South Africa
Greece Sri Lanka
Guatemala Sudan
Guyana Swaziland
Haiti Syria
Honduras Taiwan
Hong Kong Tanzania
Hungary Thailand
India Togo
Indonesia Tonga
Iran Trinidad
Iraq Tunisia
Jamaica Turkey
Japan Uganda
Jordan United Arab Emirates
Kenya Uruguay
Kuwait Venezuela
Laos Vietnam
Latvia Yemen
Lesotho Zambia
Zimbabwe




dependent variable is standard deviation of
product skill-intensity 7 .
of imports from labor-abundant countries

country skill-abundance

product skill-intensity s .

country skill-abundancey

of imports from skill-abundant countries

M ) ®) @ ® © ™ ®)
log(TFP), 0.0179***  (0.0111***  0.0407***  (0.0444***  0.0083***  (0.0051*** (0.0313*** 0.0178%*
(0.000) (0.001) (0.011) (0.011) (0.000) (0.000) (0.007) (0.007)
log(employees) 0.0034*** 0.0012 0.0035%** -0.0196***
(0.000) (0.005) (0.000) (0.003)
log(capital/labor) ¢ -0.0012%** -0.0088 0.0027*** -0.0076**
(0.000) (0.006) (0.000) (0.004)
log(exports) ¢ 0.0025*** -0.0135%** 0.0005*** -0.0147%**
(0.000) (0.003) (0.000) (0.002)
log(# products) ;. 0.0125%%%  0.0100%%* 0.0114%%%  (.0083%**
(0.000) (0.001) (0.000) (0.001)
log(# countries) ¢ 0.2628*** 0.2763%** 0.2296*** 0.2703***
(0.007) (0.008) (0.007) (0.009)
Observations 48,469 48,469 14,573 14,573 149,719 149,719 31,218 31,218
R-squared 0.0794 0.1000 0.0827 0.0839 0.0763 0.0864 0.0575 0.0613
Country FE NO YES NO NO NO YES NO NO
Robust YES YES YES YES YES YES YES YES

Table A-5: Dispersion of product skill intensity/country skill-abundance and firm-level productivity

The dependent variable is the standard deviation of product-level skill intensity by source country and firm (in columns (1)-(2) and (5)-(6)) and the standard
deviation of the source countries’ secondary schooling endowments by firm (in columns (3)-(4) and (7)-(8)).
abundant countries, while in columns (5)-(8) we consider imports from skill-abundant countries. We define countries with less than 95 percent of the French level
of secondary schooling as labor-abundant and the remaining countries as skill abundant. The main explanatory variable of interest is log firm-level productivity
averaged over the sample period computed with the Levinsohn-Petrin method (log(TFP)y).

employees, the capital-labor ratio, the value of exports, the total number of products imported from a given country and the number of countries from which a given

firm imports. Standard errors are robust to heteroscedasticity.

Other controls are (all at the firm level and in logs): the number of

In columns (1)-(4) we consider imports from labor-



dependent variable is log(skill intensity) s,

(1) 2) €) (4) ®) (6) (1) ®)

import status 0.2754*** 0.2739*** 0.0728*** 0.0482%**
labor-abundant c.;;  (0.009) (0.009) (0.004) (0.004)
import status 0.0102 0.0122* 0.0229*** 0.0091***
skill-abundant c.y ¢ (0.006) (0.006) (0.003) (0.003)
imports/sales 0.3208%**  0.2470%**  0.3429** 0.1776**
labor-abundant c. ., (0.122) (0.095) (0.141) (0.085)
imports/sales -0.0027 -0.0082%* -0.0220 -0.0314*
skill-abundant c.s; (0.007) (0.005) (0.017) (0.016)
log(employees) ¢ ¢ -0.1542*%**  _0.1540%**  -0.1562%**  _0.1892***  _(0.1483***  _0.1861***  -0.1893***  _(.2289***
(0.003) (0.003) (0.005) (0.005) (0.005) (0.005) (0.024) (0.023)
log(TFP)fyt 0.0485%** 0.0460*** -0.1943***  _0.2279%*%*  _0.1902%**  _0.2267***  (0.0413*** -0.0303*
(0.007) (0.007) (0.005) (0.005) (0.005) (0.005) (0.016) (0.016)
log(capital/labor)f,t 0.0181*** 0.0174%** 0.0153%** -0.0304%**  0.0203*** -0.0293***  (0.0541%** -0.0498%**
(0.003) (0.003) (0.004) (0.004) (0.004) (0.004) (0.016) (0.016)
export control 0.1600%*** 0.1595%** 0.0212%** 0.0209*** 0.0234*** 0.0218*** 0.0256 0.0232
(0.006) (0.006) (0.003) (0.003) (0.004) (0.003) (0.016) (0.016)
Observations 646,920 646,920 646,920 646,920 646,920 646,920 55,719 55,719
Firms 104,036 104,036 104,036 104,036 104,036 104,036 12,714 12,714
4-digit sector FE YES YES NO NO NO NO NO NO
Firm FE NO NO YES YES YES YES YES YES
Year FE NO YES NO YES NO YES NO YES
Cluster Firm Firm Firm Firm Firm Firm Firm Firm
Sample All All All All All All Importers Importers

both both

Table A-6: Skill intensity of domestic production and importing from labor-abundant and skill-abundant countries (extensive and intensive
margin), including firm-level controls.

The dependent variable is the firm-level (log) skill intensity of production, defined as the ratio of non-production workers to production workers. We consider
countries with less than 95 percent of the French level of secondary schooling as labor abundant and other countries as skill abundant. In columns (1)-(4), the main
explanatory variable of interest is a dummy for importing from the set of labor-abundant countries (import status labor-abundant c.) and a dummy for importing
from the set of skill-abundant countries (import status skill-abundant c.). In columns (5)-(8), the main explanatory variable of interest is the ratio of imports from
set of labor-abundant countries relative to sales (import/sales labor-abundant c.) and the ratio of imports from the set of skill-abundant countries relative to sales

(imports/sales skill-abundant c.). Standard errors are clustered at the firm level.



dependent variable

Alog(export supply)n,p,t log(importshare) ¢ pn,¢
skill intensity, 0.315%**
(0.046)
skill intensity,*first year 0.375%** 0.274%**  (0.250%**
(0.125) (0.097)  (0.096)
Country FE YES NO NO YES
Year FE YES YES YES YES
Firm FE NO YES YES
Product FE YES YES YES
Cluster Product Product Product  Product

Table A-7: IV shocks from labor-abundant countries and product characteristics.

Observations are labor-abundant countries (column (1)) and importers from labor-abundant countries (columns
(2)- (4)). The dependent variable in column (1) is the growth rate of export supply of country n for product p
in year t. The dependent variable in columns (2)-(4) is the log import share of product p by firm f from country
n in year t. The variable of interest in column (1) is the skill intensity of product p and in columns (2)-(4) the

interaction between skill intensity of product p and a dummy for the first period that firm f is in the sample.



