
Notes about Topalova (AEJ: Applied Economics
2010): “Factor Immobility and Regional Impacts of

Trade Liberalization: Evidence on Poverty from India”
Seminario Avanzado de Comercio

José Pulido

Universidad del Rosario

2018 Term 2

José Pulido (UR) Topalova (2010) SAC - 2018 Term 2 1 / 20



Introduction

Goal: assess the impact of trade liberalization on inequality in
country where labor mobility is extremely low
Similar idea to Autor, Dorn and Hanson (2013)
Look at trade liberalization episode in India in 1991, following
macroeconomic crisis and imposed as condition for IMF loans
Large reduction in tariffs and NTB’s:

I reduced average and standard deviation of tariffs (make them more
similar across sectors)

I imports went from 13 to 19% of GDP
I no evidence of tariff changes being related to industry characteristics

(no political economy factors)
I large tariff cuts in industries with large initial tariffs (although

apparently not in percentage terms?)
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Reduction in tariffs: Average
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Reduction in tariffs: Now more similar across sectors
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Data

Household survey data for expenditure, occupation, industrial
affiliation 4 years from 1983 to 1999-2000
Variables aggregated in 450 districts (rural) and 77 regions (urban)
District and region-level poverty measures
Tariffs at disaggregated level: 5000 product lines in the Indian Trade
Classification Harmonized System
Match to industrial sectors (National Industrial Classification)
NTB’s (non-tariff barriers): share of products within industry that
can be imported without a license
Data on industrial production at the state level
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Descriptive statistics (I)
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Descriptive statistics (II)
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Empirical specification
Outcome variable ydt in district d at time t
Specification

ydt = α+ β Tariffdt + Postt + δd + εdt

Construct tariff variable Tariffdt at the district level: average tariff
weighted by share of pop employed in that industry
Part of population employed in non-traded sector (particularly poor)
In Tariffdt NT sector has zero tariffs, so it could be very low for
districts with large poor population (usually employed in NT sector)
Two possible instruments

1 Instrument Tariffdt with similar measure, but only using population
employed in traded goods to construct weights (TrTariffdt)

2 Instrument with TrTariffd ,1987 × Postt (higher initial tariff industried
experienced larger cuts)
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First stage
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Second stage: Rural
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Second stage: Urban
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Results: Summary

In rural areas: average tariff rate cut 5.5 percentage points =⇒
−5.5× (−0.71) = 3.6 percentage points increase in poverty
In urban areas same magnitude, but less consistently significant
Important point about IV: Tariffdt in OLS regression captures the
effect of being a district with a large traded sector (initially rich)

I initially rich sectors grow more and get highest reductions in
Tariffdt just because tariff cuts affect largest share of population

I this logic would imply consumption ↑ with tariff cuts (column 1 of
table 3A and 3B)

I when IV find opposite result so OLS is downward biased
Control for pre-reform characteristics interacted with dummy for
post-reform to control for characteristics that may have a
time-varying effect (industrial composition, share of literate etc)

I smaller effects in rural sample, larger effects in urban
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Robustness

Potential problem with pre-existing district-specific trends that may
be correlated with tariff cuts
Falsification exercise (column 5): regress changes in poverty
(1983-1987) on future trade liberalization (1987 to 1997)

I ok in the rural sample
I problem in the urban sample: pre-poverty declined more in regions

that would eventually experience larger tariff cuts
Address related paper by Hasan, Mitra and Ural (2007): they don’t
find effect on poverty of trade liberalization when analyzing data at
a more aggregate level

I they also introduce NTB’s and they claim this is what drive
differences

I here including NTB’s (share of products traded freely) does not affect
result and has the same effect on poverty

Control for other reforms: average share of license industries and
industries open to FDI
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Mechanisms

What kind of trade model could be behind these results?
Specific factor model with the sector where poor people work being
hit by relative price decline (workers immobile in the short run)
Immobile factors would explain findings=⇒ look at mobility both
across regions and across sectors

José Pulido (UR) Topalova (2010) SAC - 2018 Term 2 14 / 20



Migration patterns

José Pulido (UR) Topalova (2010) SAC - 2018 Term 2 15 / 20



Regressions of migration on tariffs
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Migration by levels of consumption (heterogeneous effects)
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Regressions of migration on tariffs by levels of consumption

So poor are not mobile and most strongly hit by a cut in tariffs
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Adjustments in labor vs prices
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Summary

Little labor reallocation across sectors
All adjustment in prices and wages
Employment hard to adjust due to rigid labor protection laws
Factors could not reallocate fast enough out of sectors hit hardest
by tariff cuts:

I poor farmers hit by cut on tariffs on agricultural goods, did not get
absorbed quickly enough into other sectors
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