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Abstract

Poor institutions increase the uncertainty regarding the provision of intermediate goods

faced by final producers. Firms adapt the organization of their production to the local institutional

environment. We study how differences in institutional quality explain asymmetric

effects of trade liberalization on aggregate productivity and reallocation of workers across

industries. We propose a framework where countries differ in terms of institutions and firms

are heterogeneous in productivity. The quality of institutions and the ex-ante distribution

of productivity determine the endogenous organization of the firms and, in turn, their production

decisions in a multi-industry national economy. With trade liberalization, different

institutional qualities across countries trigger the pattern of comparative advantage. The

paper confirms a positive effect of trade in the country with good institutions. In contrast

with the standard results, our model suggests a negative effect of trade for the country with

a poor quality of institutions. More precisely this can happen in the form of a decreased

aggregate productivity, a reallocation of workers toward less productive firms and a lower

real consumption wage.

