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Abstract

IMPACT OF TRADE BARRIERS ON FIRMS’ PRODUCTIVITY AND
EXPORT REALLOCATION

by Yevhen Bukhinchenko

Thesis Supervisor: Professor Volodymyr Vakhitov

This work examines the effect of Russian trade restrictions on Ukrainian
manufacturing exporters using difference-in-differences OLS estimation.
Furthermore, this paper compares the productivity levels of exporters to Russia
with other exporters and provides the estimates of productivity trajectories for
different types of exporters within 2 years from entering/exiting the export
market. Finally, this thesis provides the decomposition of aggregate annual
productivity changes of all exporters into two effects: own-productivity effect
and export reallocation effect. Based on the KSE data center firm-level data for
2001-2015 it is shown that there is a significant negative effect of trade barriers
on Ukrainian manufacturers. It is also proven that exporters to Russia on average
are less productive than exporters that do not trade with Russia. The estimated
productivity trajectories clearly indicate the productivity gains from entering
export market and productivity losses in the case of exits. The positive
reallocation effect of exporting to countries other than Russia on aggregate
productivity change of all exporters shows that more productive firms reallocate
their exports from Russian direction towards more lucrative countries. All these
results imply that Ukrainian manufacturers should orient their trade activity to
some developed countries in order to benefit from learning by exporting and

boost their own productivity.
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GLOSSARY

CIS — Commonwealth of Independent States. A regional organization formed
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OLS - ordinary least squares. The most commonly used method of regression
model estimation. It allows to find coefficients between linearly dependent
variables through minimization of sum of squared errors of the estimate
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Chapter 1

INTRODUCTION

Recent dramatic political events between Ukraine and Russia caused big changes
in the structure of Ukrainian exports. They also had a large impact on firms’
productivity. Many Ukrainian firms had to find other export partners due to the
blockade on goods they traded with Russia, while numerous small businesses
closed up or exited the export market because of the trade ban. It is interesting
to evaluate the impact of this ban on firms’ productivity. Our initial guess is that
the most productive firms are more diversified and less dependent on Russia,
meaning that they have higher shares of exports to other countries. That is why,
they suffered less than exporters with an high Russian export share. If we
compare purely non-Russian exporters versus Russian exporters we can also find
productivity differences between those groups. Another important idea of this
thesis is to prove the fact that more productive manufacturing firms are able to
not only enter or stay in the export market, but also to redirect their exports
towards more lucrative countries when political situation requires to do so. In
this section we look at the dynamics of total Ukrainian exports and trade
exposure to Russia over the recent years. Then we describe the literature
evidence of the link between export activity and productivity. The presence of
this link explains our idea about productivity losses that are caused by export

restrictions.

1.1. Evolution of trade war with Russia

The first actions of the recent trade war are dated on August 14 2013, when

Russian customs service put Ukrainian exporters to the list of “risky”, which led



to the trade ban on the goods exported from Ukraine to Russia. About a week
later Russian customs officers unreasonably started total checking all the vehicles
transporting goods of Ukrainian manufacturers. This led to huge lines with

hundreds of trucks and trains accumulating at the Ukraine-Russia border.

At that period Russian sanitary service implemented a prohibition on supply of
products of Roshen company, allegedly because of the disruption of sanitary
norms by those products, however other countries did not manage to find any
problems with the same products even after some tests were conducted. These
events were called “Chocolate war” in the Ukrainian mass media. This so-called
“war” leads to the idea that trade blockade is a part of measures taken by Russia
against Ukraine’s intentions to sign the Association Agreement with the

European Union as the next step of Ukrainian integration into the EU.

Many of those trucks in huge lines on the Ukrainian-Russian border carried
meat, vegetables, confectionary goods and other perishable goods, which spoiled
during the period of staying in lines. In some cases, all checking procedures and
all documentation checks could last for up to 15 days for particular transporters,
which resulted in losses of Ukrainian producers. Some of them, for instance
“Obolon” stopped supplying their products to Russia almost immediately.

During the rest of 2013 the control actions were changed few times. Restrictions
were lifted up, but at the beginning of 2014 they were enhanced again without
further reductions. All this clearly led to productivity distortions of Ukrainian

manufacturers.

From January 1, 2016 Russian Federation terminates the Agreement on free
trade zone within CIS in relation to Ukraine. Furthermore, it was decided to
introduce so-called “food embargo” on some Ukrainian agricultural products.
Thus, from January 1, 2016 two modes of "bounded trade" of Ukrainian goods
to be applied:

1) introduction of export duty rates in the amount EAEU common

customs tariff to all products originating from Ukraine;



2) acomplete ban on exports of certain food products ("food embargo").

Only 10 days later, on January 11, another action by Russian Federation took
place: transit restrictions of Ukrainian goods through Russia. Some media
agencies (economics.unian.ua) estimate total losses for Ukrainian economy from

trade embargo from the beginning of the conflict to be 1 bln USD.

Overall, the trade conflict caused a significant drop in Ukrainian export (Figure
1). The exported volume to Russia felt from 19,819,616.2 thousands USD in
2011 to 3,591,795.7 thousands USD in 2016, which is almost 82% decrease.
Total export to Russia in 2011 constituted about 16% of Ukrainian GDP,

meaning that this trade partner is very important for Ukraine and its economy.
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® Exports to countries other than Russia ~ ® Exports to Russia

Figure 1. Composition of total export volumes in percentage terms relative to
year 2011
Source: State Statistics Service of Ukraine'

The literature also suggests a high exposure to Russia of Ukrainian exports.
According to Movchan et al. (2014), the sectoral exposure reaches 22% for

“manufacture of machinery and equipment” meaning that 22% of output in this

http:/ /ukrstat.gov.ua/operativ/operativ2016/zd/eip_kv/eip_kv_u/eip2016_u.htm
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sector is shipped to Russian Federation. It is clear that trade restrictions will lead
to substantial problems for this sector The regional exposure is more even: the
most highly exposed regions, Lugansk and Zaporizhzhia Oblasts, account for

10% of total regional exports that is being traded to Russia.

1.2. Link between productivity and export status

Since some firms were forced to quit their export to Russia or even stop export
activity at all, the recent trade blockade led to productivity losses for the whole
Ukrainian industry. In this section we consider the empirical evidence from the
existing literature to figure out the relationship between the export activity and

productivity gains/losses.

In classical papers on trade economics scientists compare profits and market
share allocation before and after entering the export market. They perform
empirical tests on whether this was always the case that only most productive
firms were able to enter the export market crowding out the least productive
ones (Melitz, 2003). In recent papers this approach is extended with the concept
of “new” gains from trade in addition to the “traditional” ones, because the latter
were not consistent with the last empirical results. This inconsistency arises from
treating exit of domestic low-productivity firms from the market as a gain, while
in fact it was a welfare loss for the industry (Hsieh et al., 2016). That is why we
think that the firms that are forced to quit export activity due to Russian trade

restrictions will decrease the aggregate performance of the industry.

Bernard and Jensen (2004) develops another idea about how economic activity
reallocates from less productive to more productive firms and how productivity
evolves when firms go in and out of the export market. We would like to see the
evidence from Ukraine for the same concepts and to compare Russian exporters

with other manufacturing firms involved in the international trade.



The main findings of this thesis are the negative impact of trade war with Russia
on productivity of Ukrainian producers, relatively low productivity of exporters
to Russia and reallocation of export from Russia to other countries by more

productive manufacturers.

In this thesis we deal with the unique firm-level dataset of Ukrainian
manufacturing firms in 2001-2015. The data were obtained from statistical
records submitted annually to the State Statistics Service of Ukraine by all
manufacturing and service firms in Ukraine. It contains the information from

firms’ financial statements and export customs declarations.

The structure of this paper is the following: Chapter 2 describes the literature
on relation between productivity and export activity; Chapter 3 provides the

methodology of the analysis and model specifications; data sources and issues
are reviewed in Chapter 4; the main empirical results are presented in Chapter
5; Chapter 6 summarizes all key findings of the paper and brings ideas for the

further research.



Chapter 2

LITERATURE REVIEW

This chapter starts with the theoretical literature review relating international
trade and firm’s performance. The second part of the chapter presents the most

influential empirical papers.

2.1. Theoretical studies

Melitz (2003), a seminal paper in the field, developes a dynamic model of trade
with heterogeneous products in monopolistically competitive industry with
general equilibrium setting. This allowed Melitz to get identical aggregate
outcomes the same as for representative firms despite the product heterogeneity.
The model was very tractable because of using a single “sufficient” statistic such
as the average firm productivity level. A considerable part in his paper was
devoted to the discussion of sunk market entry costs for both domestic and
export market. The paper describes how trade activity forces the least productive
firms to exit the export market. We can conclude that for our case of Ukrainian
industry the trade restrictions imposed by Russia will lower the productivity of
exporters and, thus, will lead to many exits from international trade arena. Melitz
(2003) also develops the idea about inter-firms reallocations from less productive
firms to more productive ones due to exposure to export activity, which leads

to overall welfare gain.

Wagner (2011) is a great summary of all ideas from academic papers being the
most closely related to the thesis topic since 2006. The author summarizes all
changes in the literature trends and opinions over the last 10 years. He composes

both sides of the literature: theoretical, which started with Melitz (2003) and



empirical micro-level ones from Bernard and Jensen (1995). This composition
gives us a clear understanding of all causal effects in international trade and
provides thorough explanation of relationships between productivity and export
activity of firms. A general idea is that entering the export market is costly
because of transition costs and firms can afford that only by increasing their
productivity. They do so because of the so-called learning effect: they learn
something new by trading and further increase their productivity and
competitiveness. So export helps to increase productivity and only productive

firms can enter this market — the causality is two-sided.

Raa and Shestalova (2011) describe four different approaches to the
measurement and decomposition of productivity growth. We decide to
implement the Solow residual analysis (Solow, 1957) for this thesis because this
is the most commonly used productivity measure and all needed variables are

available in our dataset.

Olley and Pakes (1996) provide the estimation algorithm for productivity
measurement based on the production function estimation and obtaining the
Solow residuals. We use similar a methodology of estimating the productivity of
firms while running cycle of regressions for each sector separately to account for
cross-industry productivity differences, which exist according to Acemoglu and

Zilibotti (2001).

The extension of the Olley and Pakes (1996) decomposition method was
proposed by Melitz and Polanec (2012). The paper accounts for both firm entry
and exit effects on aggregate productivity changes. Technical part of the paper
helps to understand how the aggregate productivity decomposition can be
theoretically modified. We use a similar approach to extend the decomposition
of Bernard and Jensen (2005) by accounting for the effect of activity reallocation
towards a particular country separately from all other countries’ reallocation
effects. We also substitute shares of output by the shares of exports in order to

see the reallocation of export volumes instead of output reallocations among



domestic producers. By doing so we narrow the scope from the whole industry
to all exporters, however, this allows us to test one of the main hypotheses about
reallocation of exports towards more lucrative countries by more productive

exporters.

One of the recent ideas in trade policy analysis (i.e., Hsieh, et al., 2016) is to
distinguish “new”” trade gains from “traditional ones”. The former consist of the
selection variety for customers due to foreign entries into exporting and
productivity effects due to domestic exits out of production. Those exits of low
productivity firms previously considered as a gain because of the increased
average productivity in the industry, but in fact they are welfare reduction. The
paper argues that all the previous literature has a biased account of the welfare
effects of selection. Hsieh et al. (2016) uses difference-in-differences (DD)
specification to account for “new’” welfare losses. It gives us the idea to use DD
regression for evaluating the productivity losses from trade restrictions in case

of Ukrainian industry under the Russian trade ban.

2.2. Empirical studies

Tybout (2001) provides empirical evidence of the relationship between trade
policy effects on firms’ mark-ups, sizes, expotts, productivity and profitability.
Among his conclusions he mentioned that “literature is mixed on whether
international activities cause these characteristics or vice versa”. By “these
characteristics”, he meant high productivity, big firm size and high quality of
goods. Martins and Yang (2009) conduct a meta-analysis of more than 30 papers
to figure out the causality between trade activity and productivity. It finds that
the effect of export activity on productivity is higher at developing economies
than at developed ones. Another finding is that learning-by-exporting effect,
corresponding to the productivity increase, is higher in the year of entry to the

export market than in the later years of export activity. Applying the mentioned



findings to the case of Ukraine we can notice that it is important for our
manufacturers to set up the trade agreements with countries, which have higher
learning-by-exporting potential because this will allow for enjoying significant

productivity gains.

Cizkowicz et al. (2013) uses the labor productivity as a productivity measure in
a panel-data analysis of its link with export activity using the data for 16 regions
of Poland in 1999-2008, when this economy was similar to Ukraine. The results
are consistent with other relevant papers and prove the positive relationship
between status of exporter and productivity gains. We are going to use the labor
productivity as an alternative productivity measure in order to show the

robustness of our findings.

Wilhelmsson and Kozlov (2007) show that the productivity difference between
Russian exporters to OECD and CIS countries is insignificant. We would like to
check whether this is true for Ukraine that exporters to Russia, a main CIS trade
partner, are not statistically different from other exporters in terms of

productivity.

Colacelli (2009) provides an interesting idea on what can be done with the
available data. Colacelli (2009) decomposes the overall changes in exports into
two parts: intensive (changes due to increase/decrease of exports of existent
companies) and extensive (changes due to increasing the number of companies
that enter/exit export market) margins. This paper proposes a model, which can
show these two effects separately as well as clear definitions of how extensive

and intensive margins are determined and calculated.

A similar idea of decomposing some changes into two main components was
used by Bernard and Jensen (2004). They split the change in aggregate
productivity into the reallocation effect and own-productivity effect. This
decomposition allows them to show that overall productivity increases due to
reallocation of resources from less productive to more productive firms. Bernard

and Jensen (2004) also describe the model of productivity trajectory for different



types of firms and export statuses across years. We make a good use of a
modified version of such model to make it applicable to the hypothesis of that
we are going to test. In the next chapter we provide details about the

modification.

The recent studies on Ukraine’s exports to Russia and effects of the trade
blockade are in Ryzhenkov et al. (2016) and Cenusa et al. (2014). They provide

descriptive statistics and forecasts of trade restrictions impact.

Our contribution to the literature on international trade and productivity is the
extension of the model proposed by Bernard and Jensen (2004) to allow for
tracking the productivity of exporters to a chosen country, which is Russia in
our case, separately from other countries and comparing two productivity paths
within one model. It was found that not only the original model works with
Ukrainian firm-level data, but also our modified version does so and gives

interesting results.

Moreover, we transformed the decomposition of aggregate productivity change
(Bernard and Jensen, 2004) by using shares of export instead of output shares in
the definitions of own-productivity and reallocation effects. We also distinguish
these two effects between exports to a chosen country, i.e. Russia, and other

CXpOI"[S.

10



Chapter 3

METHODOLOGY

In this section we proceed in three steps of the analysis. We start with evaluating
the impact of trade ban on productivity of food exporters. The next step is
estimating the productivity trajectory of exporters to Russia and comparing it to
other exporters. Finally, we decompose the productivity change into export

reallocation and own-productivity effects.

Firm-level productivity, which is a key variable in this paper, is estimated using
several methods in order to guarantee robustness of results. In order to do so
we estimate a cycle of regressions for each manufacturing sector separately

because the TFP varies a lot across different sectors.

Two-factor Cobb-Douglas production function was estimated separately for
each manufacturing KVED/NACE 2-digit manufacturing industry applying
Olley-Pakes approach (Olley and Pakes, 19906) for the following specification:

log(output) = B, + B log(labor) + B, log(capital) + E, (D

where “output” is the total value of goods produced by the firm, “labor” is the
number of employees at firm, “capital” is the total assets of the firm at the end

of the year.

We predict TFP from the residuals of the model.

3.1. Impact of trade blockade on productivity

First of all, we evaluate the impact of trade war on firms’ productivity. We

decided to use the difference-in-differences (DID) methodology by Slaughter

11



(2001) adding controls for the firm’s size and cross-sector differences. This
model allows us to analyze a clear policy effect on the dependent variable net of
time trend and industry effect. In order to estimate such a model we have to
construct special dummy variables to distinguish between observations before
and after the beginning of trade war and between affected, so called treatment

group, and not affected firms — a control group.

We define a set of year dummies, as well as a treatment group dummy. We
decided to indicate a firm as affected by trade war if at least one of exported

goods by that firm was in the prohibition list (Appendix E) in any year.

The 4-digit harmonized system (HS) codes of prohibited goods were web-
scrapped from the prohibition act documentation. Those codes were then
merged to the main dataset and matched observations by the same HS code

indicated the treated firms.
The DID model finally has the following form:
InNTFP = By + f1after2013 + f,treat + Biinteraction +Z + ¢, (2)

where INTFP is the total factor productivity of the firm, after2013 is the
dummy that is equal to 1 if the observation was in the year 2014 or later and 0
otherwise, treat is the dummy variable being equal to 1 if the firm has
prohibited goods among traded goods, interaction is a product of dummies
after2013 and treat, Z is the set of controls for firm’s size, time trend and
industry specifics. The coefficient ff3 is of main interest, because it shows the
clear effect of the embargo on productivity. The expected sign of this coefficient
is negative, meaning that firms became restricted in their trade and faced
additional costs associated with reallocating their exported goods to other
markets. The latter issue forced out some firms out of the market because costs

were too high to overcome them, while other firms survived.

12



3.2. Productivity trajectories of different firm types

In order to test the hypothesis that exporters to Russia are less productive than
other exporting firms, we use the OLS estimation of the modified models
proposed by Bernard and Jensen (2004). Firstly, we estimate the model of the
productivity trajectory over time for different types of firms using interactions
of specific indicator variables for export firm types and for export status of the
firm in a particular year. Those interactions give us a picture of productivity
levels of all types of firms as they move in and out of exporting. Then we
decompose productivity changes into two effects: own-productivity effect and

reallocation effect.

Modification of the model was made in order to incorporate the differences
between productivity trajectories for exporters to Russia and other exporters in
one model. We created our own set of mutually exclusive dummies for those
two groups of exporters in order to separate their paths and clearly see the

differences.

Our version of the model of trade and productivity (before and after entry) has

the following form:

lnTFP=,80+ZZDx*Dt+e, 3)

X€EX teT

InTFP is logarithm of total factor productivity, X is the set of different firm
types, 1'is the set of export statuses within considered 5-year interval.
Dx is the set of dummies for export firm type:

* alwaysR =1 if exports to Russia in all five years,

* alwaysE =1 if exports to other countries except Russia in all years,

* starterR = 1 if starts exporting to Russia in the current year and does not

re-switch,
e starterE = 1 if starts exporting to anywhere, but Russia, in the current

year and does not re-switch,

13



* other =1 if changes export status more than once in a given period,

* stopperR = 1 if stops exporting to Russia in the current year and does
not re-switch,

* stopperE = 1 if stops exporting to anywhere, but Russia, in the current
year and does not re-switch,

* never = 1 if does not export in any year.

Dt is the set of dummies for firm’s export status that year:

* exp_2 = 1if exported 2 years ago,

* exp_1 = 1if exported last year,

* exp = 1if currently exports,

* expl = 1if exports next year,

* exp2 = 1 if will export in 2 years.

The difference from original model of Bernard and Jensen (2004) is in
distinguishing exporters to Russia and to other countries for groups “always”,

“starter” and “stopper”.

For the model described above we should come up with two sets of dummies.
We consider 5-year intervals and determine dummies within those intervals to
look at TFP path. The export status dummy is just an indicator variable of firms
with positive export volume. The export status of the previous year and next
year are the lagged and forwarded values of the current export status dummy

respectively.

We construct the dummies for export firm types in the following way:

1) if the sum of export status dummies for 5-year interval equals to 5
meaning that firm exports in all three years of the considered time
interval, then it falls into the group of dummies “always”. We created
dummies “alwaysR” and “alwaysE” in the same procedure, but
separately for firms, which at least once exported to Russia and for

exporters, which never exported to Russia respectively;

14



2) if the firm did not exported for the last 2 years (i.e. in year -2 and -1, so
exp_l==exp_2=0) but starts exporting in the current year (i.e. in year 0,
so exp=1, current status - exporter) and continue exporting in the next
year, then it falls into the group of dummies “starter”. We separated
dummies “starterR” and “starterE” in the same way as for group
“always”;

3) if the firm switched from exporters to non-exporters or vice versa more
than once or had missing values in a 5-year interval, then it is indicated
with dummy “other”;

4) if the firm exported last 2 years (i.e. in year -1 and -2, exp_l=exp_2=1)
but stops exporting in the current year (i.e. in year 0, exp=0, current
status — non-exporter) and does not export in the next year as well, then
it falls into the group of dummies “stopper”. We separated dummies
“stopperR” and “stopperE” in the same way as for group “always”;

5) if the sum of export status dummies for 5-year interval equals to 0
meaning that the firm does not export in any year of the considered time

interval, then it is indicated with dummy “never”.

3.3. Decomposition of aggregate productivity change

The model proposed by Bernard and Jensen (2004) was aimed to show that the
aggregate productivity change is driven by two effects: due to more rapid
expansion of high-productivity firms relative to low-productivity firms
(reallocation effect) and due to the productivity growth at individual firms (own-
productivity effect). Such decomposition gives us a possibility to quantify the
extent to which productivity growth is caused by more productive firms growing
larger or they become more productive. Some positive reallocation effect results
from the increasing share of total output at firms with higher than average

productivity.
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Our idea is to modify this decomposition by substituting the output share by
share of exports to Russia. The modified model allows us to evaluate the change
in productivity due to the change of exports share to Russia. We expect this
effect to be negative because we assume that the decrease of Russian share in
total exports at firms with higher average productivity increased the aggregate

productivity.

The model by Bernard and Jensen(2004) has the following form:

N N N
ATFP, = 2 A(TFP; x SH;) = 2 ASH; « TFP, + 2 ATFP; « SH,, (4)
=1 i=1 i=

l 1

N is the number of manufacturing firms,

ATFPy is the aggregate annual change in total factor productivity,
ASHj is the annual change in share of output,

TFP, is the annual change in TFP of the firm,

SH, is the change in average share of firms’ output,

ATFP; is the change in average firms’ TFP.

Our modified version of the model is described below.

N N N
Z A(TFP, « SH;) = Z A(TFP; « (SHE + SHE)) = Z ASHR «TFP +
i=1 i=1 i=1
N N N
+ z ATFP; « SH" + Z ASH,F « TFP, + Z ATFP; « SH,", (5)
i=1 i=1 i=1

SH; is the share of export of the firm in our model. We split this variable into
two components: share of exports to Russia among total export of the firm,

SHR

R and share of exports to elsewhere (except Russia), SHf . Then we

decompose the total change in productivity into 4 effects in a similar way as
Bernard and Jensen (2004) did. Only exporters are considered in this model in
order to avoid many zero values in share of exports variable for non-exporting

goods because those zeros can lead to underestimated values of all effects.
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Chapter 4

DATA DESCRIPTION

In this thesis we deal with the unique firm-level dataset of Ukrainian
manufacturing firms in 2001-2015. The data were obtained from KSE Data
Center. There are two main datasets: one from customs declarations, which
include the key information about traded goods (ie. weight of goods, invoice
prices of goods in UAH, value of goods in USD, country of destination, firm
OKPO etc.), and another dataset includes the main financial statements such as
Financial Results Statement, Balance Sheet Statement, Enterprise Performance

Statement, Sectoral Expenditures Statement.

4.1. Data preparation

Before the productivity estimation, it is important to adjust financial data for
inflation in financial indicators. The annual Produced Price Indices were
obtained from UKRSTAT and used to deflate the output and capital. For TFP
estimation we had to deal somehow with the different KVED codes for before
and after 2010 because in that year the recoding of economic activities took
place. Using the information from UKRSTAT about the old codes of each
KVED2010, we transformed all observations in terms of KVED2005 in our
dataset (Appendix A).
Preparation of exports data included the following steps:

1) aggregating all customs transactions in order to get total amount of

exports of a particular firm to a particular destination country;
2) preparation of data for each year separately and appending all years in

one dataset;
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3) calculation of shares of exports to Russia for each firm
4) merging exports and financial datasets and keeping manufacturing firms

with appropriate KVED and OKPO codes only;

4.2. Sample Composition

Initially after all aggregations we had on average 347,487 firms with some
financial records in each year. We are interested in manufacturing firms only in
this thesis because service firms, which also report exports of the goods, are
intermediaries and do not produce export goods. They resell goods of the
manufacturing firms, which produced those goods. Therefore, some
manufacturing firms, which produce some goods for export, cannot be
identified as exporters because we cannot track the path from manufacturer to
intermediary. Unfortunately, the firm-level database of exports of services does
not exist. That is why, we will consider only the group of manufacturing firms

for our further analysis. Our sample averages 46,265 of such firms annually.

We separate manufacturing firms from other exporters based on their KVED
codes. Manufacturers have sector D with codes from 15 to 37 according to
KVED 2005 (harmonized with NACE Rev.1). The description of each code is
given in Appendix A. The path of the number of firms in each subsample is
described in Table 1. We should notice the pattern of decrease in the number of
operating firms over the last two years in our sample. This is a result of financial

reporting cessation by the firms in the occupied territories.

Since we have the data of prohibited goods (The Russian Government, 2014)
only on food products, we use the sample of firms with KVED sector D,
subsector DA, codes 15 (producing of food products and drinks) and 16
(tobacco producers). There are some manufacturing firms with different KVED
codes, which exported some food products, but we excluded them from

consideration. It is unlikely that some steel producer, for instance, trades food
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to somewhere. Therefore, we treat that firms as outliers and consider only firms
with food production as a major economic activity. The number of such firms
in each year is described in the last column of Table 1. The average number of

food and beverage exporters is 724 in each year.

Table 1. Sample composition

. . Eirms Food
Year Imual' Manufacturing  with k‘ey Fxporters Exporte.rs exporters
sample size firms ﬁnaimals to Russia with TEP
2001 287,710 45,313 30,125 4,271 2,202 662
2002 318,437 48,453 31,589 4.555 2,128 741
2003 324,817 49,488 32,456 4,734 2,185 759
2004 335,404 50,095 32,579 4,999 2,290 802
2005 346,476 50,772 32,653 5,007 2,270 740
2006 365,134 53,073 33,556 4,959 2,175 645
2007 383,560 52,860 32,863 5,264 2,335 680
2008 363,225 46,816 31,357 5,301 2,402 691
2009 464,093 58,046 29,390 5,295 2,260 718
2010 351,056 46,115 28,835 5,343 2,416 668
2011 340,048 41,999 29,336 5,406 2,620 692
2012 337,677 41,292 28,916 5,621 2,741 710
2013 360,898 41,485 27,689 5,381 2,743 711
2014 317,990 34,317 19,538 5,351 2,223 791
2015 315,794 33,860 19,127 5,426 1,895 853
Total 5,212,310 693,984 440,009 76,913 34,885 10,863

Notes: Table shows the number of observations of the main sample and each subsample
for different years. ™ Key financials include total employment and capital — inputs to
production function for TFP estimation. For some our regressions we will also use
material costs as additional control (Appendix D).

For the rest of our empirical analysis we use the sample of firms with all key
financial statements (Table 1) needed for TFP estimation. This means that there

should not be any missing or negative values in the variable “capital” (total assets
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at the end of year), “labor” (total employment of the firm) and “output” (the

total value of goods produced).

4.3. Evolution of key variables across years

One of the reasons why we think that exporters to Russia are less prepared to
changes in the political situation is the fact that they usually depend mainly on
Russia in trade activity, they have less export partners and are less diversified
against any risks. However, it appears that this is not the case about the average
number of export partners. The mean number of export partners of Russian
exporters is 7.22 compared to 3.39 of exporters, which never exported to Russia
(Table 2). This result could be explained by the fact that a high number of export
partners does not necessarily means enough diversification level. It is possible
that exporters to Russia just have more export partners but at the same time the

share of exports to Russia is very high, thus, diversification is low in fact.

The series of simple Spearman correlation tests can show some good insights
about relationships among productivity, number of export partners, shares of
exports to Russia and give a possibility to compare Russian and non-Russian
exporters. We strongly reject the hypothesis of independency between
productivity and number of export partners (Appendix B), the correlation is
positive as we expected. At the same time, there is a strong negative correlation
between the status of exporter to Russia and productivity. The correlation
between productivity and share of exports to Russia also proves to be negative.

All those facts prove our idea about diversification described above.

In order to compare diversification levels we should better look at the
Herfindahl indexes. To make it clear we can look at the average share of exports
to Russia among exporters to this country. The pattern of this value over years

is shown in Table 2.
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Table 2. Evolution of key variables over last years

Mean number of
Mean share of exports M
export partners Mean can
export
To Russia export
Year To main volumes to
Exporters Other among volumes, )
export Russia,
to Russia  exporters exporters to UuSD
partner USD
Russia
2011 6.92 3.17 0.67 0.51 10,796,344 3,931,935
2012 6.82 3.17 0.67 0.51 8,599,108 2,643,498
2013 6.90 3.18 0.66 0.50 8,037,016 2,184,201
2014 7.82 3.45 0.62 0.57 8,994,618 1,555,189
2015 7.99 3.87 0.61 0.60 6,781,723 868,164
Mean 7.22 3.39 0.65 0.54 8,639,898 2,240,236

Notes: First two columns show the average number of the trade destination countries
for a particular firm (separately for exporters, which have Russia among trade
destinations and which have not); third column shows the average ratio of total export
volume to Russia to the total volume of exports of a firm; the last two columns show
the average value of total annual exports of a firm and the average value of total annual
exports to Russia of a firm, respectively.

The average share of exports to Russia is about 65%. According to this evidence,
we can tell for sure that the value of Herfindahl index for this set of exporters is
at least 0.42 (calculation: 0.65%0.65+0+...4+0=0.4225), assuming that all other
countries have very small, close to zero, shares of exports among total exports
of a particular firm. This value indicates a very high concentration of exports
towards Russia, thus very low diversification level and lower productivity. The
average share of exports to main trade partners other than Russia is about 54%

over the last 5 years of our sample and confirms our abovementioned arguments.

4.4. Extensive versus intensive margin

For better understanding of the consequences of trade war with Russia, it is

important to see how both intensive and extensive margins changed. If we look
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at the column of exporters’ number in Table 1, we can observe that the number
of exporting firms was unchanged over the last three years. However, the
number of exporters to Russia decreased substantially. This means that there
were no considerable distortions through the extensive margin caused by trade
war. The number of firms, which had to quit their export activity, was rather
small, but many firms had to stop exporting to Russia. Comparing this fact to
changes through the intensive margin, we can observe a bit different picture.
The average volumes of export trade, despite some increase in 2014, generally
experienced a slight drop over the last years (Table 2). If we look at changes of
volumes exported to Russia, there is a considerable drop. It was mainly caused

by decrease in the number of exporters to Russia. Thus,

We can conclude that overall changes occurred through the intensive margin to
higher extent than through the extensive margin. However, we just described a
general picture of all exports together. If we consider exports to Russia
separately, the changes were much more drastic here: the export volumes to
Russia decreased by more than threefold over the last 4 years (Table 2). The
number of exporters to Russia also decreased considerably: from about 2800
exporters in 2013 to 1900 in 2015. It is clearly visible that bad times came for
exporters to Russia, but according to our findings those firms, which quit
Russian exporting, probably did not quit the exporting activity as a whole and
many of them could reallocate huge export volumes from Russia to other

partners.
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Chapter 5

EMPIRICAL RESULTS

This chapter describes the estimation results of three main models stated in
Chapter 3. So, we will proceed in 3 steps: 1) showing the results of the diff-in-
diff model and explaining the impact of trade war on firms’ productivity, 2)
presenting the estimates of productivity trajectories of different firm types and
comparing exporters to Russia with exporters to other countries and 3) reporting
the decomposition of aggregate productivity change into reallocation and own

effects.

5.1. Impact of trade war on firms’ productivity

In this model we aim to see the difference between firms that exported
prohibited goods starting from 2013 and firms that traded only allowed goods
before 2013. The DD specification gives us a possibility to see the direct impact
of trade ban net of time trend effects (firms can become more/less productive
just because of macroeconomic conditions within few years interval) and the
selection effect (firms that trade prohibited goods are more/less productive just
by nature). Table 3 shows the estimates of the policy impact on average

productivity of firms.

The model was estimated by using OLS with robust standard errors in order to
avoid the heteroscedasticity issue, which appears in the regular OLS model. The
residuals of the model were checked for normality and proved to be normally

distributed.

In this model we consider only food-producing exporting firms because we

obtained only the list of prohibitions in this economic sector. We remind that
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the firm is in the treatment group if it produces the good from the prohibition

list at least in one of the years.

Table 3. Results of difference-in-differences estimation of trade blockade
impact on food exporters

Dependent Coefficients
variable Treat After2013 Interaction Constant
0.1358™ 0.4214™ -0.1354" -0.2389™
TFP
(0.0173) (0.04706) (0.0442) (0.0657)

Notes: The coefficients show the estimation results of difference-in-differences OLS
regression with controls of firm’s size (logarithm of total employment and material
costs), year dummies and industry dummies. Main variable of interest is “Interaction”;
it shows the average effect of trade restrictions (relative productivity of the firms under
restrictions from the beginning of 2014 compared with firms without restrictions in
2013 and eatlier years) on the firms’ productivity net of time, size, cross-industry and
other effects. Number of observations: 10222 (Appendix D, last column), R?=0.5785.
Standard errors in parentheses. * if p-value < 0.05, ™ if p-value < 0.01, ™ p < 0.001.

Our main coefficient of interest here is the coefficient at variable “Interaction”,
which is the product of indicator variables for treatment group and observations
from 2014 and later. As can be seen, the coefficient is statistically significant and
has the value of -0.135. This implies that the trade embargo negatively influences
the firms’ productivity. Firms that fall into the treatment group are 13.5% less
productive on average from year 2014 than other exporters and this difference
is caused by the Russian trade blockade. This result meets our expectations about
some negative impact of the trade policy. Movchan et al. (2014) shows that
“food processing” sector of Ukrainian economy ranks only 11" in terms of
exposure to the Russian market with only 3% of all output being traded to
Russia. This means that the effect was much higher for many other sectors, such
as “manufacture of machinery and equipment” or “metallurgy and metal

processing” with exposures of 22% and 14% respectively.

The negative effect occurs because firms are faced with additional costs. They

built expectations on their transportation costs, their revenues from trade and
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planned their operational budgets accordingly. But restrictions on trade caused
a drop in their revenues, they became unable to sell their goods to one of their
trade partners (for many firms even a main trade partner). As a result, it is the
firms that should make prudent steps with all that banned goods, some of which
could be spoiled in pretty short terms. Spoiled goods cannot be sold even at low
prices, so firms just lost opportunity revenues from them, however, they cost
the money for the firms to produce them. That was a short-term effect of the
policy. In the longer term firms are faced with the costs of finding new trade
partners, agreements on trade conditions with them and transportation costs to
new trade directions. According to Wagner (2007), the range of extra costs of
entering new export markets includes transportation costs, distribution or
marketing costs, skilled personnel to deal with foreign networks, or production

costs of modifying current products to foreign consumption.

5.2. Productivity comparison of exporters to Russia with exporters to other
countries

At the stage of our analysis we want to show how firms’ productivity changed
as firms went in and out of the export market and to compare the paths for

exporters to Russia and exporters to all other countries.

First, we want to look at the differences in productivity among different firm
types. After we create the dummies for each type we run simple OLS regression
of TFP on those type dummies with additional controls. The estimation results

are presented in Table 4.

The coefficients in Table 4 represent the relative productivity levels compared
to continuous non-exporters (type “never” described in Chapter 3). We can
notice that starters of export activity and continuous exporters have significantly
higher productivities than continuous non-exporters, however, firms that quit

exporting within considered time intervals performs significantly lower than the
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same comparison group. If we compare exporters to Russia with other
exporters, we can see that the latter ones are more productive across all firm
types. Moreover, this difference in productivity is significant for always exporters
and starters of exporting. It is interesting to note that firms, which stop exporting
to any country, are on average less productive than non-exporters within 5-year
intervals. This can be explained by the fact that their productivity drops very
quickly as they exit the export market. That is why, it could be useful to look at
firms’ productivity dynamics over considered time intervals. The estimates of
the model proposed by Bernard and Jensen (2004) allows us to see those
trajectories. Figure 2 presents the visual interpretation of the results of our
replication of the original Bernard and Jensen model based on Ukrainian firm-

level data (Appendix C).

Table 4. TFP levels by firm export types

Firm’s export type

Dependent | Stopper Starter Always
_ Stopper Starter Always
variable to to to
to other to other to other
Russia Russia Russia

09937 09237 1857 24027 04907 3333
(0302)  (0239)  (.0260)  (.0219)  (.0069)  (.0084)

TFP

Notes: The coefficients represent productivity levels of different types of the firms
relative to continuing non-exporters. Each firm is tracked over 5 consecutive years
(from 2 years before entry/exit of the export market to 2 years after that), and then is
referred to one of the mutually exclusive groups according to its export status over
those years. Additional controls in this regression: firm’s employment, material costs,
year dummies, industry dummies. Number of observations: 381,037 (Appendix D,
second column), R?2=0.4676. Standard errors in parentheses. * if p-value < 0.05, * if p-
value < 0.01, ™ p < 0.001.

We have to choose an appropriate 5-year interval for this model to avoid
economic shocks within the period and make the model representative of any
randomly chosen 5 consecutive years while aiming the model to work with the

most recent data. We have chosen an interval from 2009 until 2013 because that
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is after the crisis of 2008 and before the trade restrictions of 2014. The effect of
the crisis is usually long-term, that is why we can observe a slight decrease in
productivity of almost all export groups (except starters) in all the years from
2009 to 2013. We can also argue about the huge productivity drop of the
stoppers: the productivity downside of exit of the export market is aggravated
by the long-term effects of the crisis decreasing the productivity to even below
the never exporters’ levels. We should notice that entrants to export market
catch up with continuing exporters justin 2 years after the start of export activity.
This confirms the findings of Bernard&Jensen (2004), however, the results for
stoppers are somewhat different in our paper: stoppers decrease below the non-
exporters productivity levels. This difference in obtained results may occur
because Bernard and Jensen worked with the US data, data from the developed
economy, while we consider Ukrainian industry. Developing economies are
more sensitive to any financial difficulties or instability than developed ones are.
That is why exit of the export market, which associated with some problems, is

more harmful in our case.
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Figure 2. TFP trajectories within a 5-year period from 2009 to 2013
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The results from Figure 2 confirm our idea about the reasons of lower
productivity of stoppers relative to never exporters from Table 4. As we can see,
the productivity of stoppers drops dramatically through the year of exit of the
export market, however, 2 years before exit they are almost on the same
productivity level as always exporters. Exactly the opposite picture can be
observed among always exporters and starters of export activity: the productivity
of the latter ones reaches even higher levels than of the former ones after a year
of entry to the international trade arena. These results are the only difference
from the results obtained by Bernard and Jensen (2004). The reason of such a
high increase in productivity of the starters compared to always exporters and
drastic drop in productivity of the stoppers relative to never exporters, as we
already mentioned, is the long-term effects of the crisis of 2008, which has a

negative impact mainly on continuous exporters and stoppers of exporting.

The estimates of our modification of the model by Bernard and Jensen (2004)
are given in Table 5; the considered time-period is the same as in Figure 2: form
2009 to 2013. The graphical analogue of Figure 2 for this modified model is
provided in Figure 3. Table 5 presents the results in a similar way as Table 4
does: all the coefficients are the relative productivities of different firm types

compared to the continuing non-exporters in a year 1 of the 5-year interval.

The results show us that starters of export activity are not statistically different
from non-exporters before entering the export market, but have a significant
increase in TFP just from the year of entry. We may notice a higher increase in
productivity of the entrants to Russian export market than of the entrants to
other markets. The explanation behind this fact lies under historically lower costs
of trading with Russia: common language, similar legal systems, common border
and other reasons. This gap would probably vanish if we considered longer time

interval due to long-term benefits of trading with other countries.

28



40.00%

30.00% o TXTTTTTTTTILLL
oo’ ——
I-.".- C— . =
20.00% \, =
° > D,
° ’—— LT
-
10.00% '/ " —
o'. ,l
[N ,'. "
0.00% A . . |

L T -’
*®c00,, e V4
;\ '.” . & C em . ~
-10.00% N £

-20.00%
-30.00%
-40.00%
2 years before 1 year before Year of 1 year after 2 years after
entry/exit entry/exit entry/exit entry/exit entry/exit
= == Never = - «Stopper to Russia

== Stopper to elsewhere ¢+ <<+ Starter to Russia
=== Starter to elsewhere Always to Russia

e Always to elsewhere

Figure 3. Productivity trajectories comparison of exporters to Russia and
exporters to other countries.

The increase in productivity of the entrants to export market slows down from
the next year of exporting. This result coincides with the findings of Martins and
Yang (2009) described in the Chapter 3 of our thesis. We observe a low
productivity before the entry because firms should accumulate some assets
during the preparation to entering a new market, as they will be faced with some
entry costs. This may restrict their activity compared to non-exporters. The
productivity boost in the entry year is the ordinary response to the start of export
activity. This result coincides with all the literature on international trade. We
can also comment on the coefficients on exits from export market. Such firms

have are not significantly different from non-exporters in their productivity
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levels two years before the exit. They experience a significant decrease in
productivity a year before exit and then have a further decrease in the

productivity.

Table 5. TFP trajectories by firm export types

Firm’s export type
Time 2 years 1 year Year of 1 year 2 years
period before before entry/ after after
entry/exit  entry/exit exit entry/exit  entry/exit
N ~10927 12497 1786 15187
cver -
(.0106) (.0131) (.0131) (.0138)
Stopper to 0347 -1564" -.0475 -.0651 -.1824"
Russia ~ (.0397) (.0369) (.0505) (.0562) (.0666)
Stopper to 0342 S12817%  -16327  -1708" 29947
clsewhere  (.0311) (.0370) (.0481) (.0467) (.0552)
Othey 0178 1389 1122 1235 1061
(0117) (0111) (.0142) (0144) (.0155)
Statter to 5172 0472 2388 3095 31317
Russia  (.0384) (.0440) (.0495) (.0501) (.0518)
Starter to 1469 ~0771 2447 2263 2809
clsewhere  (.0421) (.0432) (.0444) (.0460) (.0442)
Alwaysto gy 0106 0736  .1068™ 0965
Russia ~ (.0195) (.0189) (.0283) (.0215) (.0232)
Always to - 5590 1923 26657 32707 3314
clsewhere  (.0213) (.0224) (.0263) (.0271) (.0292)

Notes: The coefficients show productivity levels of different exporters within 5-year
period from 2 years before entry/exit to 2 years after that. All productivities are relative
to continuing non-exporters in the first year of 5-year period. “Never” firms does not
export in any year. “Stopper” firms quit exporting in the third year. “Starter”
manufacturers start export activity in year 3. “Always” plants export in all 5 years.
“Other” are those who switch more than once within 5-year period. Additional controls
are the firm’s size and industry dummies. N=91093, R2=0.3547. Standard errors in
parentheses. * if p-value < 0.05, ™ if p-value < 0.01, ™ p < 0.001.
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We should note that exits from other export markets than Russian have the
highest productivity drop. The reason for this is the high exit cost, opportunity
loss in terms of learning new technologies or use of old ones due to canceling

of trade agreements.

The most interesting result of our modified model is the relatively low
productivity of continuing exporters to Russia compared to continued non-
exporters. This problem may occur again because of the crisis 2008 long-term
consequences. We observe a slight drop in productivity in all our groups between
2 years before exit/entry and a year before that, i.e. in years 2009-2010, right
after the crisis. Trying a different 5-year period, from 2004 to 2008 for instance,
for the analysis shows that continuing exporters to Russia are not statistically

different from continuing non-exporters (Appendix G).

Overall, we can claim that the results from Table 5 confirm our initial hypothesis

of lower productivity of exporters to Russia relative to other exporters.

5.3. Positive reallocation effect of exporters to countries other than Russia

This part of our analysis is aimed to show that more productive firms reallocate
their export activity from Russia to other countries. In addition, we want to show
how their own-firm productivity effects and reallocation effects discussed in

Chapter 3 contribute to the aggregate productivity change.

We consider only the period since 2009 at this stage of our analysis because we
want to look at the aggregate change in the TFP level of exporters after the trade
ban compared to several previous years since the previous economic shock

occurred. Table 6 summarizes the results of decomposition.

The aggregate productivity change appears to be negative in the last sample year
for exporting firms because of the trade war. Moreover, productivity change in

year 2015 is even lower than in the year 2009, after the world crisis.
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Table 6. Firm-level decomposition of productivity growth of exporters

Productivity change due to
Own effect Reallocation effect Total
Year Exports to Exports to productivity
Exports to Exports to change
, other . other
Russia ) Russia .
countties countties
2009 -.0009 -.0239 -.0159 2348 .0870
(-1.0%) (-27.5%) (-18.3%) (269.9%) (100%)
.0038 .0210 4142 -0.5088 .0082
2010 o
(46.3%) (256.1%) (5051.2%)  (-6204%) (100%)
2011 0135 .0033 .6670 -.3358 3729
(3.6%) (0.9%) (178.9%) (-90.1%) (100%)
2012 -.0187 .0039 -.6625 3587 -.3556
(5.3%) (-1.1%) (186.3%)  (-100.9%)  (100.0%)
2013 0014 0156 -.2039 .5865 .3589
(0.4%) (4.3%) (-56.8%) (163.4%) (100%)
2014 .0034 0693 -.8902 1.5429 6161
(0.6%) (11.2%) (-144.5%) (250.4%) (100%)
2015 -.0023 .0034 -.4738 1360 -.3403
(0.7%) (-1.0%) (139.2%)  (-40.0%) (100%)
Total .0002 0926 -1.1650 2.0143 7471
o (0.0%) (124%)  (155.9%)  (269.6%) (100%)

Notes: “Own-productivity effect” shows the change in average productivity of all
exporters owing the increase in productivities at individual plants. “Reallocation effect”
presents the average productivity change due to more rapid increase in export shares to
Russia or to other countries of more productive firms relative to less productive ones.
Positive reallocation effect to other countries indicates that more productive firms tend
to export to other countries more than to Russia. Percentage of total growth in a
particular year in prentices.

We define the annual change in the aggregate TFP as sum of productivity
changes on the plant-level weighted by their shares in the total export volume
(we define it in the same way as it is defined in Bernard&Jensen (2004)). This
negative change indicates that majority of the exporting firms have negative TFP

changes in the years of trade blockade.
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When we look at the decomposition of this change, we can observe that its main
driver is the reallocation effect of exports to countries other than Russia. This
positive effect results from the increasing share of exports to all countries except
Russia at firms with higher than average productivity. The within-firm
productivity (own effect) decreased over the periods of instability, but the
between-firm productivity (reallocation effect) experienced an increase. By
decomposing this reallocation effect into the effect of reallocation towards
Russia and that of reallocation towards other countries we make it clear that the

latter one contributes the most to the overall positive increase in productivity.

Our results suggest that during the crises more productive firms decide to
redirect their exports from Russia (probably to the West). They understood that
the future of Ukraine is connected with Europe, not Russia. As we already know
from Chapter 2, one of the main drivers of productivity increase of exporters is,
so called, learning by exporting. Ukrainian firms can learn much more when
trading with Europe or other developed economies. The majority of new
technologies come from those countries because they value R&D and invest in

it much more than Russia does.

If we look at the effects in percentage terms, we can observe that the increase in
aggregate productivity due to the increase in productivity of foreign-oriented
firms (not Russia-oriented) constitutes a bigger share of the total change from
year to year. The total reallocation effect towards other countries than Russia is
even higher than the aggregate productivity change over the period from 2009
to 2015. Reallocation effect of exporting to Russia is the main contributor to the

negative TFP change.

There could be an issue here that the decrease in the share of export to Russia
and corresponding increase of the share to somewhere else can be caused by the
overall decrease of the export volumes. We mean that if the firm stops exporting
to Russia and all the goods are not traded to anywhere, the total exports of the

firm decreases, export volumes to other countries remains the same, however,
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now it constitutes a relatively bigger share of exports of the considered firm. In
order to make sure that taking this into account will not change the results we
can create the same table, but add the condition of non-negative change in the
export volume (Table 7). This condition will allow us to look only at firms, which
did not experience a drop in the total export volume, so if the share of exports
to other countries increases compared to the share of exports to Russia, this
indicates that the volumes of goods exported to other countries have also
increased. The condition of non-negative export growth is included in the results

of Table 7.

Table 7. Firm-level decomposition of productivity growth of firms with non-
negative export growth

Productivity change due to
Own effect Reallocation effect Total
Year Exports to Exports | productivity
Exports Exports to
other to other change
to Russia Russia
countries countries
2009 0.0035 0.0085 0.6520 1.5082 2.2264
2010 0.0075 0.0281 0.8779 0.7889 1.8033
2011 0.0144 0.0052 0.9015 0.2109 1.1802
2012 0.0014 0.0168 0.1885 1.0363 1.2415
2013 0.0029 0.0112 0.4023 1.0883 1.5321
2014 0.0057 0.0714 -0.1179 2127 2.0309
2015 0.0004 0.0245 -0.0928 1.3379 1.2888
Total 0.0359 0.1657 2.8116 8.0976 11.3032

We still observe a similar picture for the firms with non-negative export growth.
The only negative signs here can be observed on the reallocation effect of
exporting towards Russia in years 2014 and 2015. Our conclusion about these
results is the tendency of more productive firms to reorient their export activity

from Russia to countries other than Russia.

34



Chapter 6

CONCLUSIONS

This paper investigates the effect of the recent Russian trade blockade on the
productivity of Ukrainian manufacturing firms. It also compares the productivity
levels of exporters to Russia with other exporters. Finally, this paper shows that
more productive firms reallocate their export activity towards countries other
than Russia. Regular OLS regression analysis combined with descriptive

statistics were applied to the firm-level data in order to get all the results.

The findings of this paper offer several contributions to the international trade
literature. First, we provide the extension of the model proposed by Bernard and
Jensen (2004) to allow for tracking the productivity of exporters to a chosen
country separately from other exporters and comparing two productivity paths
within one model. We found that both the original model and our modified
version works with Ukrainian firm-level data and gives interesting results.
Second, we transformed the decomposition of aggregate productivity change
(Bernard and Jensen, 2004) by using shares of export instead of output shares in
the definitions of own-productivity and reallocation effects and distinguish these
two effects between exports to a chosen country and other exports. This
methodology can be replicated in other countries, which heavily depend on one
particular export partner when the political situation is tense, there is a high
probability of worsening trade relationships and new trade directions have to be

found.

The effect of the trade embargo proved to be significantly negative. The impact
of trade policy change was evaluated on the sample of food-producing firms by
using DD specification. Firms that traded prohibited goods has a 13.5% drop of

productivity due to trade restrictions.
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In order to compare exporters to Russia with other exporters the firms were
followed within 5-year intervals. Exporters to Russia appeared to be less
productive than exporters to somewhere else with estimated productivity
differences from continuing non-exporters of 4.9% and 33.3% respectively.
Export market entrants to Russia perform on average 5.5% worse than entrants
to other markets within 5-year intervals. The estimates of our model of
productivity paths, the modified version of the productivity trajectories model
by Bernard and Jensen (2004), suggests that continuing exporters to Russia are
23.5% less productive than continuing exporters to other countries in the last
year of considered time interval. However, on average entrants to Russian export
market experience a slightly higher productivity boost than entrants to other
export markets because of historically low entry costs to the Russian market.
The results on firms that exit the export market are somewhat surprising: the
productivity drops significantly to the levels lower than that of non-exporters.
All estimates are robust to the different productivity measures and different

specifications (Appendix F, Appendix G).

The change in the aggregate TFP of exporters from year 2014 to year 2015
appeared to be negative indicating again a significant impact of Russian
restrictions. Reallocation effect contributes the most to the overall productivity
change. Our decomposition of this reallocation effect into effect of export to
Russia and that of export to other countries allows us to conclude that more
productive manufacturers tend to increase their shares of export to other
countries while decreasing the shares of export to Russia, especially during the
years of Russian trade restrictions. Looking at the exporters with non-negative
export growth we observed a clear evidence of export reallocation from Russia
by more productive firms over the last two sample years. These findings suggest
that Ukrainian exporters should orient their long-term plans towards countries
with high learning-by-exporting potential and do not rely heavily on the post-
Soviet trade relationships. Following these objectives will boost the productivity

of Ukrainian exporters and allow them to catch up with developed counttries.
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APPENDIX A

Description of KVED 2005 codes

Table 8. Description of KVED 2005 codes of sector D (manufacturing) and
their KVED2010 analogues.

KVED | KVED KVED
Sub- 2005 2010 Type of economic activity
Sector | codes® | analogue’
DA 15; 16 10; 11; 12 | Production of food, beverages and tobacco
DB 17;18 13; 14 Textile production; clothes, fur
DC 19 15 Manufacture of leather, leather and other
Treatment of wood and production of
DD 20 16
wood, except furniture
DE 21; 22 17,18 Paper Products; publishing
Production of coke, petro-making and
DF 23 19
nuclear materials
DG 24 21 Chemical Industry
DH 25 22 Manufacture of rubber and plastic
Manufacture of other non-metallic mineral
DI 26 23
products
Metallurgical production and production
DJ 27; 28 24; 25
of finished metal products
DK 29 28 Manufacture of machinery and equipment
30; 31; Production of electric, electronic and
DL 26; 27
32; 33 optical equipment
DM 34; 35 29; 30 Production of vehicles and equipment
DN 306; 37 31; 32 Other industries

2 http://kved.ukrstat.gov.ua/KVED2005/SECT/KVEDO5_D.html
3 http://kved.ukrstat.gov.ua/KVED2010/kv10_i.html

39



http://kved.ukrstat.gov.ua/KVED2005/SECT/KVED05_D.html
http://kved.ukrstat.gov.ua/KVED2010/kv10_i.html

APPENDIX B

Results of Spearman correlation tests for exporters

Test 1. Independence between TEFP and number of export partners
HO: tfp and number of export partners are independent
Spearman’s tho = 0.1567

P-value = 0.0000 => rejection of HO

Test 2. Independence between TEFP and status of exporter to Russia
HO: tfp and status of exporter to Russia are independent
Spearman’s tho = -0.0851

P-value = 0.0000 => rejection of HO

Test 3. Independence between TFP and share of exports to Russia
HO: tfp and share of exports to Russia are independent
Spearman’s rtho = -0.0943

P-value = 0.0000 => rejection of HO

40



APPENDIX C

Regression estimates of original Bernard&Jensen model of productivity

trajectories

Table 9. Regression estimates of original Bernard&Jensen model of
productivity trajectories

Firm’s export type
Time 2 years 1 year 2 years
Year of 1 year after
period before before after
entry/exit  entry/exit
entry/exit  entry/exit entry/exit
Never ) ~1397 -1031™ -.0037 -.0032
(.0150) (.0158) (.0156) (.0161)
Stopper 0909 -1065 -1789™ -1918™ -.2989™
(.0393) (.0424) (.0480) (.0484) (.0538)
Other 0027 1518™ 2171 1277 1075™
(.0163) (.0164) (.0167) (.0163) (.0163)
Starter 1166 1286™ 2747 3019 36277
(.0459) (.0454) (.0391) (.0382) (.0386)
Always 3947 36757 3918 3814 3683
(.0219) (.0225) (.0221) (.0220) (.0228)

Notes: The coefficients show productivity levels of different exporters within 5-
year period from 2 years before entry/exit to 2 years after that. All productivities
are relative to continuing non-exporters in the first year of 5-year period.
“Never” firms does not export in any year. “Stopper” firms quit exporting in the
third year. “Starter” manufacturers start export activity in year 3. “Always” plants
export in all 5 years. “Other” are those who switch more than once within 5-
year period. Additional controls are the firm’s size and industry dummies.
N=96,526; R2=0.0407. Standard errors in parentheses. ~ if p-value < 0.05, ™ if
p-value < 0.01, ™ p < 0.001.
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APPENDIX D

Extension to the sample composition table

Table 10. Number of firms with non-missing material costs within particular
subsamples of the sample composition

Food
Year Fi;"i:rzii;};siey Exporters EXI;(:::;S to exporters
with TFP
2001 28,322 4,102 2,149 651
2002 29,719 4,417 2,082 733
2003 30,196 4,591 2,137 747
2004 30,536 4,881 2,253 793
2005 30,552 4,893 2,234 735
2006 30,735 4,840 2,150 641
2007 30,113 5,117 2,299 675
2008 28,991 5,174 2,373 686
2009 26,992 4,999 2,179 714
2010 26,105 5,020 2,323 661
2011 27,737 5,274 2,589 686
2012 27,321 5,466 2,697 704
2013 25,790 5,225 2,692 704
2014 4,062 2,503 1,360 530
2015 3,866 2,409 1,144 562
Total 381,037 68,911 32,661 10,222
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APPENDIX E

List of prohibited goods

Table 11. List of prohibited goods (in Russian).

TV04 code  Code description
0201 Msico KpyITHOTO pOraToro CKOTa, CBEKEE HAU OXALKACHHOE
0202 Msico kpyITHOTO pOraToro CKOTa, 3aMOPOKEHHOE
0203 CBuHIHA CBEKAf, OXAAKACHHASN HAN 3AMOPOKCHHASN
Msaco u nwmieBble CyOIPOAYKTBI(BHYTPEHHUE OpIaHBL IICYCHB,
IIOYKH, ACTKUC, }KEAYAOUKH U IIP.) AOMAIITHCH IITUIIBI, YKA3AHHOH B
toBapHo# nosunnn 0105(Aomarisss ITHIA KUBaA, TO €CThb KypBI
0207 somaraue (Gallus domesticus), YT, Tycu, THACHKH
0210%* Msico coaeHOE, B pACCOAE, CYIIIEHOE HAN KOITICHOE
Priba w©  pakooOpasHbBle, MOAAIOCKH M IIPOYHE  BOAHBIC
03 0eCIT03BOHOYHBIC
0301 7Kusas poroa:
Pri0a cBerxas mAn OXAQKAEHHAA, 3a HCKAIOYEHHEM PBIOHOTO prae 1
0302 IIPOYEro MAca PbIOBI TOBAPHOM mosuuu 12.6666666666667
0302900000 - evyeHs, MKpa M MOAOKK
Prr6a MoporkeHast, 32 HCKAIOYEHIEM PEIOHOTO (DHAE U IIPOYETrO MACa
0303 PBIOBI TOBAPHOI TO3UIINN
030390 - IIEYEHb, UKPA 1 MOAOKH:
®uae poiOHOE M HpodYee MACO PHIOBI (BKAIOYAA hapIin), CBEXKUE,
0304 OXAKACHHBIE HAH MOPOKCHEIE:
Priba cymremas, coaeHas HAM B PACCOAE; PbIOA KOIYEHAd, HE
IIOABEPIHYTaA AU IIOABEPTHYTAfl TEIIAOBOH 0OpabOTKE A0 HAU B
[IPOLIECCe KOITYECHHsA; PBIOHAA MyKd TOHKOIO K IPyOOIO IIOMOAA U
0305 IPaHyABL U3 PBHIOHI,
- pbIOHAsg MyKa TOHKOIO M IPyOOr0O IIOMOAZ M IPAHYABI U3 PBIOBI,
0305100000  mpuroAHsIe AAA YIIOTPEOACHUA B IIUIILY
- [I€YEHb, HKPA U MOAOKH PBIOBL, CYIIICHBIE, KOITYCHBIEC, COACHBIC HAH
0305200000 B paccoae
PakooOpasHble, B IaHIHpe HAM 0O€3 IAHIINPS, KUBBIC, CBEXKIE,
OXAQKACHHBIC, MOPOXKEHBIE, CYILICHBIC, COACHBIE HAU B PACCOAC;
pakooOpa3Hble KOIIYEHBIE, B IAHIHPE HAM O€3 IaHIHPA, HeE
0306 ITOABEPTHYTHIE AU IIOABEPTHYTBIE TEIIAOBON 0OpabOTKE AO
MoaArocku, B pakoBUHE HAHM 0O€3 PAKOBUHEI, JKHUBBIE, CBEXKIE,
OXAQKACHHBIC, MOPOXKEHBIE, CYILICHBIC, COACHBIE HAU B PACCOAC;
MOAAIOCKHA KOIIYEHBIE, B PAKOBUHE HAHM 0€3 PpaKOBHHBI, He
0307 ITOABEPTHYTHIE HAH ITOABEPTHYTHIE TEIIAOBON 0OpabOTKE AO
030760 - VAUITKH, KpPOME AMTIApHCa:
Boansle Gecrio3BoHOUHEIE, KpOME PAKOOOPAZHBIX U MOAAFOCKOB,
JKUBBIC, CBEXKIE, OXAAKACHHBIC, MOPOKCHBIE, CYILICHBIE, COACHBIE
0308 HAH B PACCOAE; BOAHBIE OECIIO3BOHOYHEIE, KPOME PAKOOOPAZHBIX
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Appendix E continued

I'VO4 code  Code description
030830 - meayssl (Rhopilema spp.):
030890 - Ipovme:
MoOAOKO M CAMBKHM, HECIVIIEHHBIE M O€3 AODABAECHHA caxapa HMAU
0401 APYIHX ITOACAAIITMBAIOIINX BEIIECTB!
MOAOKO H CAMBKH, CIYIICHHBIC HAH C AOOABACHMEM CaxXapa HAH
0402 APYI'HX IIOACAAIIMBAIOIINX BEIIECTB!
[laxTa, CBepHYBIIIHECA MOAOKO H CAHBKH, HOIYPT, Kedpup U Ipodne
depMEHTUPOBAHHBIE HAHM  CKBAIIIEHHBIE MOAOKO M CAHBKH,
CIyIIEHHbIE HAM HECIYIIEHHBIE, C AOOaBACHHEM HAH 0e3
0403 AOOABACHHSA CaXapa MAU APYTHX IOACAAIIIBAIOIIIX BEIIIECTB, CO
Moao4Has  CBIBOPOTKA, CIyIIEHHAS HAX  HECIYIICHHAA, C
AODAaBAEHHEM HAH ©Oe3 AODaBAGHHA caxapa HAHM  APYIHX
IIOACAAIIMBAIOIIUX  BEINECTB; IMPOAYKTBL U3  HATYPAABHBIX
KOMIIOHEHTOB MOAOKA, C AODABACHHEM HAU O3 AOOABACHUSA caxapa
0404 VAV APYTHX TTOACAQIIIIBAFOIIIIX
CAHMBOYHOE MACAO U IIPOYHE KUPHI U MACAd, U3TOTOBACHHBIC H3
0405 MOAOK2Q; MOAOYHBIE ITACTHI:
0406 CeIpBI B TBOPOT:
07 OBormn 1 HEKOTOPBIE ChbEAOOHBIEC KOPHEIIAOABL K KAYOHEITAOABI
0701 Kaprodeas cBemxuil AN OXAQKACHHBIIL:
0701100000 - cemenHOI
070190 - IPOYHIL:
070200000 TomaTel CBEKUE HAN OXAAKACHHBIC:
AyK pemuarelii, AyK II4AOT, YECHOK, AYK-IIOpeH K IIpovHe
0703 AYKOBHYHEIC OBOIIIH, CBEKIIC HAH OXAQKACHHBIC!
070310 - AVK PEITIaTBII M AYK ITAAOT:
0703200000 - gecHoOK
0703900000 - Ayk-TIOpei 1 IPOYNE AYKOBIYHBIE OBOITIH
Kanycra xoganmas, Kanycra nBeTHaA, KOABPAOHU, KaIlyCTa AUCTOBAsA 1
AHAAOTHMYHBIC ChCAOOHBIE OBOIIHM U3 POAa Brassica, cBexmne mAn
0704 OXAQKACHHBIE!
0704100000 - kamycra IBeTHAsA H OPOKKOAH
0704200000 - xamycra OprocceAbcKkas
070490 - IpovHe:
Canar-aatyk (Lactuca sativa) n nukopuii (Cichorium spp.), cexue
0705 AV OXAQKACHHBIC:
MopxkoBs, pema, CBEKAZ CTOAOBAf, KO3AODOPOAHHK, CEABACPEH
KOPHEBOI, PEAHC U IIPOYHE AHAAOTHYHBIE ChEAODHbIE KOPHEIIAOAB,
0706 CBEKUE UAU OXAAKACHHDIE:
070610000 - MOPKOBB H pera:
070690 - IpovHe:
070700 OrypIiBl 1 KOPHUIIIOHEL, CBEKUE HAU OXAQKACHHEIE!
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Appendix E continued

TV04 code  Code description
0708 BobGoBele  OBOIIM, AVINEHBIC HAM HECAYIIEHBIC, CBEKHC HAH
OXAQKACHHBIE:
0708100000 - ropox (Pisum sativum)
0708200000 - dpacoas (Vigna spp., Phaseolus spp.)
0708900000 - 606OBBIC OBOIIH IIPOULC
0709 Osomu rpodne, CBEKUE HAM OXAQKACHHEBIE:
0709200000 - crmapaxa
0709300000 - HGakrakaHBI (DAAPHAKAHEL)
0709400000 - ceAbAEpEH IIPOYHI, KPOME CEABACPES KOPHEBOTO
070960 - TAOABL poaa Capsicum man poaa Pimenta:
- INOWHAT, IIIAHAT HOBO3EAAHACKWUN W IIIHAHAT TMTAHTCKAN
0709700000  (rmmmHAT CAAOBBIH)
Opomu  (CBIppIE HAM  CBapEHHBIE B BOAEC HAHM Ha Iapy)
0710 3aMOPO’KCHHBIC:
0710100000 - xkaprodean
- IIOWHAT, IIIAHAT HOBO3EAAHACKWUN W IIIHAHAT TMTAHTCKAN
0710300000  (mrrmmHAT CAAOBBIH)
0710400000 - caxapHas Kykypysa
071080 - IPOYHE OBOIIIH:
0710900000 - oBorIHEIE CMECH
OBOIIE KOHCEPBUPOBAHHBIC AAfl KPATKOBPEMEHHOIO XPAHCHHA
(HAIIpEIMEpP, AMOKCHAOM CEpPHI, B PACCOAC, CCPHUCTOH BOAC HAHU B
APYTOM BPEMEHHO KOHCEPBHPYIOIIEM PACTBOPE), HO B TAKOM BHAE
0711 HEIPUTOAHBIE AASl HEIIOCPEACTBEHHOIO YIIOTPEOACHUSA B IIHIILY:
071120 - MACAUHBI, UAU OAUBKH:
0711400000 - orypiisl ¥ KOPHUILIOHEI
071190 - OBOIITH IIPOYHNE; OBOIIIHBIEC CMECH:
OsBormu  cyireHsle, I[EABIC, HAPE3AHHBIC KYCKAMH, AOMTHKAMH,
0712 M3MEABYEHHBIE MAH B BHAE TIOPOIITKA
0712200000 - Ayk perrgaTbrit
071290 - OBOIITH IPOYHE; OBOITHEIE CMECH:
Osorru 6000BEIE CYIIICHBIE, AVILIEHbBIE, OYUIICHHBIE OT CEMEHHOMN
0713 KOXKYPBI HAH HEOUHIIEHHbIE, KOAOTBIE HAH HEKOAOTHIE:
071310 - ropox (Pisum sativum):
0713200000 - myr
0713400000 - geueBmIra
- BOOBEL KOPMOBBIE, HAH KOHCKHE, kpyrnHoceMerHtere (Vicia faba var.
major) u 6066l KOPMOBBIE, HAH KOHCKHE, MeAKOcemeHHbIe (Vicia faba
0713500000  var. equina, Vicia faba var. minor)
0713600000  aeticrayer o 41517 - roayouasiit ropox (Cajanus cajan)
071360000 actictByer ¢ 41518 - roaybunsiit ropox (Cajanus cajan):
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Appendix E continued

TV04 code  Code description
0713900000  aeticryer 1mo 41517 - mpoune
071390000 aerictyer ¢ 41518 - mpoune:
MaHHOK, MapaHTa, CAaACH, 3EMAAHAA IPYINd, HAH TOIHMHAMOYP,
CAAAKHH KapTO(eAb, MAM OarTar, U aHAAOTUYHBIE KOPHEIIAOABI U
KAYOHEITAOABI C BBICOKHM COACPIKAHHEM KPAXMaAd HAM MHYAHHA,
0714 CBEKHE, OXAQKACHHBIC, 3AMOPOKEHHBIEC HAH CYITICHBIE, ITEABIC HAH
071410 - MaHHOK (KaccaBa):
071420 - CAAAKHH KapTO(deAb, HAN OaTaT:
071430 - amc (Dioscorea spp.):
071440 - tapo (Colocasia spp.):
071450 - kapaubckas kanycra (Xanthosoma spp.):
071490 - IpovHe:
CpeaobHbBIE (DPYKTHL U OPEXH; KOXKYpa ILIUTPYCOBBIX ITAOAOB HAN
08 KOPKH ABIHb
Opexu KOKOCOBBIE, OPEXH OPAa3HABCKHE H OPEXU KEIIbIO, CBEKHE
0801 HAM CYIIICHBIC, OUNIIICHHBIC OT CKOPAYIIEL HAH HE OYHIIICHHBIC
IIpoune opexu, CBeKUE HAH CYIIICHBIC, OYUIIICHHBIE OT CKOPAYIIBI
0802 VAV HEOUHNIIICHHEIC, C KOXKYPOH HAM O€3 KOKYPHI:
0802700000 - opexu xoasr (Cola spp.)
0802800000 - opexu apexu, AN OETEAS
080290 - IpovHe:
0803 bamansl, BKATO9AS TAQHTANHEL, CBEXKHICE HAH CYIIICHBIC:
080310 - IAAHTAIHBL
080390 - Ipo4ne:
DuHuKH, HHXUP, AHAHACHL, ABOKAAO, IyaiABa, MAHIO U MaHIOCTaH,
0804 AW TAPITIHHSA, CBEKUE HAHT CyITICHBIE:
080410000 - puHHKH:
080420 - HHEKUP:
080430000 - AHAHACHI:
0804400000 - aBokaao
080450000 - I'yaiifBa, MAHTO ¥ MAHTOCTAH, MAH TAPIIMHUA:
0805 LIITpyCcOBBIE ITAOABI, CBEKIIE HAH CYITICHBIE:
080510 - AIIeABCHHBL:
- MaHAAPHHBI (BKAIOYAs TAHJKCPHHBI H CATCyMa); KACMCHTHHEL,
080520 BUAKHUHIU U aHAAOTHYHBIE THOPUABI IIUTPYCOBBIX:
0805400000 - rpefppyTHL, BKAIOHUAA IOMEAAO
- ammombl (Citrus limon, Citrus limonum) wu aafimer  (Citrus
080550 aurantifolia, Citrus latifolia):
0805900000 - mpouue
0806 Burorpaa, cBexuit mAM CyIteHsII:
080610 - CBEKHIT:
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Appendix E continued

TV04 code  Code description
080620 - CYIIICHBIH:
0807 ApIHE (BKAIOYAs apOy3Bl) U ITAIIAls, CBEKHE:
0807200000 - mamatis
0808 SI6AOKH, IpyIHN U aiiBa, CBEKUE:
080810 - IOAOKH:
080830 - TpyIIm:
0808400000 - aiiBa
0809 AOPHUKOCEI, BUIIHA H YEPEIIHA, IEPCHKH (BKAIOYAs HEKTAPUHEL),
CAMBBL U TEPH, CBEIKHE:
0809100000 - abpuxocs
080930 - IEPCHKH, BKAIOYAs HEKTAPUHBL:
080940 - CAMBBI U TEPH:
0810 INpoune dpyxrsL, cBEXKIE:
0810100000 - 3eMAfHHKA U KAYOHHKA
- MAAMHA, CKEBHKA, TyTOBas fArOAA, MAM IIICAKOBHIIA, K AOTAHOBA
081020 SATOAR:
081030 - CMOPOAMHA YepHas, OeAad HAU KPACHAA U KPBLKOBHUK:
081040 - KATOKB2, YEPHHKA U IIPOYHE ATOABI PoAa Vaccinium:
0810500000 - kuBH
0810600000 - Aypman
0810700000 - xypma
081090 - IpovHe:
0811 TIOACAAIITABAIOIINX BEIIECTB:
081110 - 3eMASIHHKA B KAYOHHKA:
- MAAMHA, €XKEBUKA, TYTOBAsA ATOAQ, HAH IIICAKOBHIIA, AOTAHOBA ATOAQ,
081120 CMOPOAMHA YepHad, OeAasd HAU KpacHas U KPBIKOBHUK:
081190 - IpovHe:
@pykTHl CymIeHsle, KpOMe ITAOAOB TOBapHEIX mosuimi 801 - 0806;
0813 CMECH OPEXOB MAU CYIICHBIX ITAOAOB AAHHOI IPYIIITHI:
0813100000 - abpuxocst
0813200000 - uepHOCAHB
0813300000 - ab6A0KHI
081340 - mpo4ne (OPyKTHL:
081350 - CMECH OPEXOB MAH CYIIIEHBIX ITAOAOB AAHHOI TPYITITHI:
Koabacer 1 aHaAOTHYHEIE TIPOAYKTHI U3 M#ACA, MACHBIX CYOIIPOAYKTOB
HAHM KPOBH; IOTOBBIE IIHINEBLIE IIPOAYKTBI, M3TOTOBACHHBIE HA KX
1601 OCHOBE
I'oToBBIE IIPOAYKTBI, BKAIOYas CHIPBI M TBOPOI Ha OCHOBE
1901 PACTUTEABHBIX KHUPOB

47



APPENDIX F

Robustness check: using labor productivity as firms’ productivity measure

instead of TFP

Table 12. Results of difference-in-differences estimation of trade blockade
impact on food exporters (labor productivity as a dependent variable)

Dependent Coetficients
variable Treat After2012 Interaction Constant
Labor 0.1278"™ 0.3195™ -0.1380™ 2.2695™
productivity (0.0171) (0.0493) (0.0405) (0.0430)

Note: R2=0.5647, number of observations: 10561; " if p-value < 0.05, ™ if p-
value < 0.01, ™ p < 0.001.

Table 13. TFP levels by firm export types (labor productivity as a dependent
variable)

Firm’s export type

Dependent | Stopper Starter Always
Stopper Starter Always
variable to to to
to other to other to other
Russia Russia Russia
Labor 1108 29357 -.0114 -0185  ..2409™ .2802"™

productivity | (0010)  (0117)  (0290)  (.0237)  (:0300)  (.0269)

Note: R2=0.5625, number of observations: 430481; " if p-value < 0.05, ™ if p-
value < 0.01, ™ p < 0.001.
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Appendix F continued

Table 14. TFP trajectories by firm export types (labor productivity as a
dependent variable)

Firm’s export type
Time 2 years 1 year Year of 1 year 2 years
period before before entry/ after after
entry/exit  entry/exit exit entry/exit  entry/exit
Never ~1426™ 0869 13907 12587
Stopper to
. -.0279 -.1554" -.0228 -.0336 1332
Russia
Stopper to
0165 -.0684 ~1384™  -1090™ -1919™
elsewhere
Other -.0108 1604 1289™ 1448™ 12917
Starter to
. -.0032 -.0599 2301 2903™ 3116™
Russia
Starter to
0168 -.0438 3276 2846 3635
elsewhere
Always to
. .0903 0413 1025 1468 1503
Russia
Always to
21817 13917 2011 2922 30457
elsewhere

Note: R2=0.4931, number of observations: 100223; * if p-value < 0.05, ** if p-
value < 0.01, ¥ p < 0.001.
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APPENDIX G

Robustness check: different specifications of regressions

Table 15. Results of difference-in-differences estimation of trade blockade
impact on food exporters (different specifications)

Coefficients

Dep. var.
After Interactio
TFP Treat Constant R2 N
2012 n

controls

Industry and
year 16637 80917 -3485"" 61487 | 0.0548 10863

dummies

Firm size
and material | -12627° 1990 -1217" .0040™ | 0.5549 10222

Ccost

Note: " if p-value < 0.05, ™ if p-value < 0.01, ™ p < 0.001.
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Appendix G continued

Table 16. TFP levels by firm export types (different specifications)

Firm’s export type

Dep. var. | Stopper Starter Always
Stopper Starter Always
TEFP to to to
to other to other to other
Russia Russia Russia
Without | 1156~ 1215 (536" 6844 4998 7438
controls
Industry and
year A3177 12797 67477 68787 49447 7203
dummies
Firm size
and material | -11667  -0569" 2106 .2996™" .1080"" .5765""

Ccost

Note: without controls — R2 = 0.0100, N = 440,009;
industry and year dummies — R2 = 0.0459, N = 440,009;
firm size and material cost — R2 = 0.4083, N = 381037,
" p <0.001.

" if p-value < 0.05, ™ if p-value < 0.01,
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Appendix G continued

Table 17. TFP trajectories by firm export types (years 2004-2008)

Firm’s export type
Time 2 years 1 year Year of 1 year 2 years
period before before entry/ after after
entry/exit  entry/exit exit entry/exit  entry/exit
Never -.0169° .0196™ 02727 05217
Stopper to
. -.0000 -.0561 -.0316 - 11817 ~1129"
Russia
Stopper to
0261 -.0312 -0783"  -1130™ - 1184™
elsewhere
Other -.0115 .0458™ .0253" .0400™ 0807
Starter to
. -.0097 -.0351 0225 0544 0296
Russia
Starter to
0506 0563 1050™ .0966™ .0924™
elsewhere
Always to
. -.0401 -.0366" -.0110 0213 .0001
Russia
Always to
2065 1738 2113 21327 A7117
elsewhere

Note: R2= 0.6126, N= 96,180, " if p-value < 0.05, " if p-value < 0.01, " p <
0.001.
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