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Who’s Afraid of the Big Bad Dragon?
How Chinese Trade Boosts Innovation
By Nick Bloom
Introduction: Innovate
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FIGURE 1.
Share of All Imports In The EU And U.S. From China and All Low-Wage Countries
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Notes: Low-wage countries are defined as countries <5% GDP/capita relative to the US 1972-2001.
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The China Effect of
Technology and Jobs
A startling finding is that
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percent in industries less subject
to Chinese import competition.

What Policies Are Needed?

“currency manipulator,” or
erecting trade barriers (such

The job losses for some firms

And this underestimates the

explain the political resistance

as the 35 percent tariffs on

effect, as these are survivors. We
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FIGURE 2.
Employment Growth by Initial IT Intensity
Low China Import Growth
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Notes: This is job growth 2005-2000 in 21,000 plants in 12 European countries. The left-hand side panel contains industries
where Chinese import growth 2000-2005 was in the bottom 20 % (e.g., pharmaceuticals) and the left- hand side panel contains
industries where Chinese import growth 2000-2005 was in the top 20 % (e.g., apparel). “IT Low” (=1) are plants in the bottom
20 % of computers per worker in 2000 and “IT high” (=5) are plants in the top 20 % of computers per worker in 2000. Other
quintiles of plant IT intensity are in ascending order (second lowest quintile =2, etc.).
Takeaway: Low-tech plants were shrinking everywhere, but they shrank much more in industries worse hit by the China shock
(20 % job loss vs. 10 % job loss). By contrast high-tech plants grew by about 10 % in all sectors—they were shielded from the
China syndrome.

way to go. Such measures will

or any other large store cannot

mistake by trying to shut out

merely delay restructuring,

miss the incredibly low prices

Chinese trade in the 21st century.

driving up domestic prices, and

of Chinese-produced consumer

encouraging industries to invest

goods. Bigger export markets

saying about haunting specters:
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have also spurred investment.
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Openness improves overall

such devices as the iPod and
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prosperity, but the worry is that
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in the danger of Chinese trade
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theory puts this down to

cheap manufacturing many of

trade barriers, the specter of
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and jobs of unskilled workers
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workers in Beijing, China, rather
than just Birmingham, Alabama.
Our data show that there will
be a fall in demand for the less
educated, because of a Chinainduced acceleration of technical

these devices would never have
been developed.

Conclusions:
We Shouldn’t be Afraid
China’s rise is undoubtedly a
political challenge. But trying to
keep China down by freezing it
out of the world trading system

In fact the Chinese have a

China will not disappear. On the
contrary, the West’s own growth
would be enfeebled—and that
would be unwelcome even in
good times.
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