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Abstract

After “Reform and Opening”, the success of Export-oriented strategy in China
has attracted worldwide attention. What we rely on to achieve this success is the low-
cost advantage derived by the advantage of low-end factor abundant. But nowadays,
the low-cost advantage of China’s export is withering away while the population
structure is adjusting and the demographic dividend is melting. The stylized
performance is the ascension of wage. It also urges China’s export to transform and
upgrade. Against the background described above, studying how the ascension of wage
affects China’s export matches the time and the reality.

This paper combines therotical modeling, estimation and simulation to study how
the ascension of wage affect China’s export. Therotical model is the base of our analysis.
Under its guidance, we build our empirical model to fit the history. Thus the results can
test the main conclusions in therotical model to prove its rationality. Then using the
results of estimation we calibrate part of the model. We first make in-sample prediction
and compare with the reality to discuss the reliability of model. Thus we can make out-
of-sample prediction to make up for the shortcoming of estimation in forecasting.

The core issue of this paper is to assess the effect of wage increase on China’s
export against the current restructuring context. We not only evaluate the effect on scale
of export, but also the effect on the quality of export products so that we can
comprehensive grasp the role of wage increase and make some useful suggestions for
China’s foreign trade policy-making. This paper focuses on the following aspects:
first, with the existing research achievements, we place the wage increase under
transition background to consider it a reasonable logistic starting point. Second, we
offer more comprehensive understanding for wage by fully considering its duality and
we analysis the interaction between wage and labor productivity on the basis of existing
results to divide the effect of wage increase into “Cost Effect” and “Efficency Effect”.
Third, in addition to the traditional export scale, we put more attention on the effect of

wage increase on the quality of China’s export product. Last but not the least, with the
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help of simulation approach, we can make out-of-sample prediction and simulate the
influence of policies, and thus we can forecast the effect of several current policies to
highlight the significance of this paper.

The main findings of this paper are as follows:

1. We find that the effect which wage ascension cast on the export is adjusted by
productivity. And it differs in the factor-intensity.

2. “Efficiency effect” exists and it differs in the factor-intensity.

3. On the value level, we confirm that the transmission mechanism of “wage-
producitivity-export” exists. And we successfully estimate the indirect effects of
wage ascension. It differs in the factor-intensity as well.

4. On the quality level, we calibrate the changeable “cost effect” and “efficiency
effect” and find that quality of export products is sensitive with them. In the long
run, the quality of export product is determined by continueous ascension of wage
while in the short run, temporary increase of wage may cause the quality of export
products to perform as “cliff formula”.

5. In the policy part, we find that to invest more in basic research is helpful to
releave the “low-quality” tense caused by wage ascension. The reform of household
registration system can significantly stabilize the shock caused by temporary
increase of wage. Full liberalization of two-child policy may enlarge the harm caused
by wage ascension while it can fundamentally reverse the downward trend of quality
of export products. But this reverse requires the education of new-born generation
must match the demand.

Key Words: Wage; Export; Quality of export products.
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