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Service Opening, RMB Exchange Rate and Export Firms’ Markups
HAN Minchun YUAN Hankun
Abstract: This paper introduces service elements and exchange rate fluctuations into
the extended MO model, and uses Chinese firm-level data from National Bureau of Statis-
tics of China and Chinese customs data over the period of 2001-2013 to study the effect of
service opening on export firms’ markups. We find that the service opening significantly
improves the markups of export firms, but the appreciation of RMB weakens the positive
impact of the service opening. This conclusion is still valid after a series of robustness tests
including the method of instrumental variables and change of variables. Heterogeneity re-
search results show that service opening has a more significant improving effect on technol-
ogy-intensive exporters, mnon-monopoly exporters, processing and non-processing
exporters, but such effect is decreasing by the RMB appreciation. Moreover, mechanism
test shows that service opening promotes the markups of export firms by improving product
quality and RMB appreciation inhibits export firms’ markups by price effect. Further analy-
sis reveals that both the service opening and the appreciation of RMB significantly reduce
the dispersion of markups and optimize the allocation of resources, and the service opening
improves the markups through the resource reallocation effect.

Keywords : Service Opening; Export Firms; Markups; RMB Exchange Rate
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