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Dissertation Abstract

Chapter 1: “The Impact of Trade on Managerial Incentives and Productivity” [Job market
paper]

Recent studies in trade support the role of trade liberalization in increasing productivity. The precise
mechanisms by which trade triggers firm productivity improvements, however, still need to be
analyzed and measured. In this paper, I study a novel mechanism, managerial incentives, as the
link between trade and firm productivity gains. I introduce a principal-agent incentive problem in
a trade model with monopolistic competition and heterogeneous firms in which trade-induced
incentives become the driver of productivity gains from trade. In this environment, as trade
liberalizes, firm owners reshape incentive schemes offered to their managers while managers
respond by changing their effort to reduce marginal costs.

The model predicts that the effect of trade liberalization on managerial incentives is
heterogeneous across firms and depends on how a firm’s expected revenue responds to the degree
of trade exposure. In this setup, a bilateral reduction in tariffs induces stronger incentives to
reduce marginal cost for the group of firms in the middle-to-upper range of the firm productivity
distribution, while it induces weaker incentives for the group of firms in the lower range of the
distribution. This result implies that trade liberalization generates efficiency gains for firms in the
former group, while produces efficiency loses for firms in latter group.

Using firm level data on U.S. manufacturing industry from 1993-2005, I estimate that the average
reduction in tariffs (of 0.8 log points) increases incentives of the median firm by 8% while
decreases incentives of the bottom 5 percentile firm by around 5%, consistent with my model. At
the aggregate level, | estimate that between 5% and 8% of the aggregate productivity growth for
the 1993-1998 period of trade liberalization can be attributed to within-firm productivity growth
through managerial incentives.

Chapter 2: “Workers’ Performance-Pay and Firm Productivity” (with Ben Friedrich)

Do workers’ incentives improve firm productivity? This paper studies how performance-related
pay of different occupational groups (manager, white-collar, and blue-collar) affects firm
productivity. We analyze a panel of linked employer-employee data set with 27,000 Danish
manufacturing firms over the period 2000-2009 to measure firms’ occupation-specific incentives.
The empirical strategy is motivated by tournament theory where incentives depend on the size
and spread of expected prizes. We define two measures of incentives: the weighted average
performance-pay per occupational group, weighted by the hours worked per individual, and the
spread of incentives, which is the weighted average of the square difference of each worker
performance-pay relative to the average performance pay.

We find an overall positive effect of performance-related pay on firm productivity. Our results

show that firm productivity increased by 1% for each additional $1000 in bonuses given to white-
collar or blue-collar workers. Regarding the dispersion of incentives, we find two different
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effects: for workers the effect on productivity is insignificant or even negative, while among
managers dispersion has a positive effect on productivity. In other words, while for managers
dispersion in performance-pay creates stronger incentives to exert effort, for workers dispersion
seems to incentivize uncooperative behavior.

Chapter 3: “Trade and the rise in CEO-to-worker compensation ratio”

Over the last 30 years the CEO-to-worker compensation ratio in the U.S. has increase from 20 to
272. Around the world the pattern of rising inequality is also evident. Is trade responsible for the
raise in incomes of the top 1%? This paper develops an intra-industry model of trade with
heterogeneous firms and workers to account for the role of trade in explaining the rise in the
CEO-to-worker compensation ratio. In my model workers are heterogeneous in talent and firms
heterogeneous in productivity. In equilibrium, there is positive assortative matching between
firms’ productivity and managerial talent, hence only the most talented workers become top
managers (CEOs). In the model, CEO wages depend on the size of the firm, which in turn is
affected by exposure to trade and the level of competition in the industry. Worker wages are
determined by labor market equilibrium conditions. The model generates testable predictions
about the CEO-to-worker compensation ratio across firms and between countries. Further work is
required to quantify the impact of trade in explaining the rise in wage inequality within and across
countries.
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