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Brief Description

During

the unprecedented crisis like Covid-19, the international trade policy tends to
be more inward looking and shows stronger indication towards protectionism
rather than cooperative spirit.

Countries around the world are hesitate to open
the border and share the resources in their domestic markets.

This condition is

more likely to happened for the next several years and it can not be ignored.
As the world is more engaged but the paradigm is changing dynamically, it is
critical to understand how international trade policy will affect the
productivity of local manufacturing industries.

This

study aims to analyze the role of intermediate input import intensity in the
mechanism of how trade liberalization affect plant productivity using
conceptual framework in Amiti &amp; Konings (2007) then develop it using the
model of Luong (2011).

The estimation strategy used in this paper is Olley

Pakes Methodology which accommodate the control for simultaneity problem and
selection bias. The productivity in the

previous year in this paper used to control the simultaneity problem while the
selection bias is solved by control the company’s barrier to exit from market in
two following years as in Indonesia the official statistic survey is done

voluntarily so the company which not send back the questionnaire in following
year can not be stated as exit from market immediately.

The

international trade policy used in this paper is Most Favored Nation (MFN)
Import Tariff constructed by using 10 digit HS code World Bank Data matched
with Manufacturing Industry Intermediate Input Structure from Statistics
Indonesia with total of 144,856

observations in 2010 — 2015.

The import tariff is separated to output
tariff and input tariff then interacted with intermediate input import
intensity in 5 digit code disaggregation for each company.

As robustness checkevery result in this research is compared with Ordinary Least Square (OLS) to
ensure that the simultaneity problem and selection bias is solved during the
process.
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The

results confirm the mechanism explained by literatures that there is reduction
of competition effect raised by liberalization in output market based on the
company’s import intensity.

This study also found that there was a decline in
the productivity of manufacturing industry during the trade policy paradigm
towards protectionism.

By modifying United Nation Industrial Development

Organization (UNIDO) categorization of Medium High &amp; High Technology
Industries combined with Medium Technology Industries, Low Technology
Industries, and Resource-based Industries, the result shows that the most
effective trade liberalization policy in Indonesia is in Low Technology Industries.

Abstract

During the unprecedented crisis like Covid-19, the international trade policy tends to be more inward looking and shows stronger indication
towards protectionism rather than cooperative spirit. Countries around the world are hesitate to open the border and share the resources in their
domestic markets. This condition is more likely to happened for the next several years and it can not be ignored. As the world is more engaged
but the paradigm is changing dynamically, it is critical to understand how international trade policy will affect the productivity of local
manufacturing industries.

This study aims to analyze the role of intermediate input import intensity in the mechanism of how trade liberalization affect plant productivity
using conceptual framework in Amiti & Konings (2007) then develop it using the model of Luong (2011). The estimation strategy used in this
paper is Olley Pakes Methodology which accommodate the control for simultaneity problem and selection bias. The productivity in the previous
year in this paper used to control the simultaneity problem while the selection bias is solved by control the company’s barrier to exit from market
in two following years as in Indonesia the official statistic survey is done voluntarily so the company which not send back the questionnaire in
following year can not be stated as exit from market immediately.

The international trade policy used in this paper is Most Favored Nation (MFN) Import Tariff constructed by using 10 digit HS code World Bank
Data matched with Manufacturing Industry Intermediate Input Structure from Statistics Indonesia with total of 144,856 observations in 2010 —
2015. The import tariff is separated to output tariff and input tariff then interacted with intermediate input import intensity in 5 digit code
disaggregation for each company. As robustness check, every result in this research is compared with Ordinary Least Square (OLS) to ensure
that the simultaneity problem and selection bias is solved during the process.

The results confirm the mechanism explained by literatures that there is reduction of competition effect raised by liberalization in output market
based on the company’s import intensity. This study also found that there was a decline in the productivity of manufacturing industry during the
trade policy paradigm towards protectionism. By modifying United Nation Industrial Development Organization (UNIDO) categorization of
Medium High & High Technology Industries combined with Medium Technology Industries, Low Technology Industries, and Resource-based
Industries, the result shows that the most effective trade liberalization policy in Indonesia is in Low Technology Industries.
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Picture 1 MFN Tariff
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Picture 1. Tanff Average of Manufacturing Industry
Resourced: WITS and BPS (processed)
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Table 1

Table 1 Average of Output Tariff and Input Tariff

Output Tariff Input Tariff
Average Min / Average Min Max
(1) (2) (4) (3) (6)

All 7.311 0 150 1.902 0| 37.46822
i _& 7.048 0 150 1.418 0] 16.83041
Medium

Low 7.485 0 150 2.113 0| 37.46822
Resource-based 6.446 0 150 1515 0] 22.15602
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Table 2

Table 2. Coefficient Estimated of Ln Total Factor Productivity

MHT &
All Sectors Medium Low Technology Resouce-Based
Dependent Technology
Variable:
: . Olley . Olley . Olley Olley
Ln output OLS Pakes OLS Pakes OLS Pakes
(1) (2) (3) (4) (5) (6) . .
Inelectq 0.0982 0.0637 0.0637 0.0641 0.1036 0.0612 0.0690 0.0492
Inlabor_all 03231 0.3220 03223 0.2986 03217 0.3317 0.3070 0.2936
Inrawt_def 0.6513 0.6415 0.6703 0.6484 0.6482 0.6452 0.6942 0.6792
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Table 3

Dependent

fariables

Table 3. Estimation Results

it 000191%%=  _0.00160°** 000160°** 0001725 000172%**  0.00172%>=
[0.000189]  [0.000194]  [0.000194]  [0.000203]  [0.000203]  [0.000203]
— 00063055 000603 0.00502%5= 000588 0005985
[0.000018]  [0.000933]  [0.000034]  [0.000935]  [0.000935]
% = " T =
it fisiiiien 00000483 4 nooos03=>  0.0000615%*  0.0000615%*
[0.0000220] [0.000022¢] [0.0000229] [0.0000229]
ek 00000150  0.0000155 00000153
[0.00000826] [0.00000826] [0.00000826]
i 0.000344*  0.000344%
[0.000135]  [0.000135]
s 0000224 0.000224
[0.000198]  [0.000198]
prodwork: 000000433
[0.000163]
ipulanyear yes yes yes yes yes yes
— 42685 4200%%=  4200%%=  4200%%=  42§4ses  40g4ess
[0.00388]  [0.00502]  [0.00502]  [0.00502]  [0.00348] [0.0149]
Observasi 111,485 111,485 111,485 111,485 111,485 111,485
F—— %6242 76242 7642 76042 76042 76042
A s 467 467 467 467 467 467
{vear}
Ei";r il 1 1 1 1 1 1
ﬁ’;;?’m 6 6 6 6 6 6
Stamdard errors in brackets

* p<0.05, ** p=0.0], *** p<0.00]
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Table 4

Table 4. Average of Output Tanff

Average of
MHT & =
{?‘[[:tlg:;t All sectors Medium Tech Low Resource-based
Exit 5035 5605 4 892 47275
Mot exit 7384 1078 1.579 £.510
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Table 5

Table 5. Estimation Results all Categories

Dependent

Variables All sector ~ MHT & Med e
Ln TFP Based
otariff 0.00172%** 2000052 -0.00192%** -0.00009
[0.00020] [0.00068] [0.00021] [0.00026]

itariff 0.00592%**  _0.00537*  -0.00626*** 0.00146
[0.00093] [0.00210] [0.00109] [0.00118]

it_firminten -0.00006+* 0.00002  -0.00012%* -0.00001
[0.00002] [0.00003] [0.00004] [0.00003]

ot_firminten 000002  -0.000001  0.00003** 0.00001
[0.00001] [0.00002] [0.00001] [0.00001]

constant 4 20(**=* 4 42gH= 4. 1G3%*=* 3020+

[0.00302] [0.00978] [0.00604] [0.00366]
Ciscaas 111,485 20,380 81,675 52,225
Companies in Total 26,242 7.127 19,680 12,725
Average series (Vear) 467 4092 462 470
Max series (vear) 1 1 1 1
Min series (vear) 6 1] 6 6

Standard errors in brackets
* p<0.05, ** p<0.01, *** p<0.00]
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