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Dissertation Abstract 

Chapter 1: “Firm-to-Firm Relationships and Price Rigidity: Theory and Evidence”, Job 

Market Paper  

I investigate the effects of long-term buyer-seller relationships on price rigidity. Past research 
suggests that business relationships could contribute to price stickiness. For example, 
relationships could explain the incomplete pass-through of exchange rate shocks. I use import 
data from the LFTTD, a confidential, transaction-level trade dataset of the U.S. Census that 
records the identity of the U.S. importer and the foreign exporter, to examine this question 
empirically for about 130 million cross-border trade transactions. I then develop a risk sharing 
model to quantify how changes in the duration of international relationships affect aggregate 
price flexibility. 

The data reveal that the responsiveness of prices to cost shocks increases with relationship length, 
defined as the duration of continuous trade between two firms. Specifically, within a given 
importer-exporter relationship, the pass-through of exchange rate shocks into import prices is 
50% higher when the relationship is four years older. This pattern holds for both positive and 
negative exchange rate shocks, and for different groups of countries and product categories. 

I document additional stylized facts on how relationships evolve with age, and these facts form 
the basis of a model. Relationships follow a life cycle. As a relationship matures, partners 
increase their trade value, reduce prices relative to the market, and become less likely to separate. 
Partners decrease trade again near the relationship’s end. Furthermore, following the loss of a 
relationship for plausibly exogenous reasons, importers experience a significant drop in 
employment growth, suggesting that relationships are valuable to firms. 

Based on the empirical facts and 16 interviews I conducted with purchasing managers, I develop 
a model of relationships in which a buyer and a seller firm share risk under limited commitment 
and accumulate specific assets (e.g., equipment to customize products). Sellers are risk averse, 
experience cost shocks due to exchange rate movements, and share profit risk with buyers using 
monetary payments and production quantities. Risk sharing induces endogenous variation in 
mark-ups. When neither firm’s outside option binds, prices respond fully to cost shocks and 
therefore insure the seller completely. However, when complete pass-through would lead either 
firm to separate, the price response is diminished by an offsetting movement in mark-ups to 
provide incentives to both firms to continue the relationship. A higher level of specific assets 
increases the relationship surplus and implies more price flexibility. Since older relationships on 
average have more specific assets, they exhibit more pass-through. Once structurally estimated, 
the model replicates the empirical correlation between age and price flexibility. Correlates of risk 
aversion such as firm size generate pass-through patterns that are consistent with model 
implications. A model with risk averse buyers or a Nash bargaining model cannot generate 
increasing pass-through with relationship age.  

The findings suggest a micro foundation for time variation in aggregate price flexibility based on 
changes in the average relationship length. During the 2009 recession, pass-through of exchange 
rate shocks into import prices doubled. The calibrated model shows that the increase in the 
average length of international relationships at that time, due to a drop in the number of young 
relationships, can account for 20% of this effect. My results suggest that the distribution of 
relationships in the economy may influence the effectiveness of monetary policy. 



Chapter 2: “Trade Policy and the Structure of Supply Chains”, with Justin Pierce, Georg 

Schaur, and Peter Schott 

How do trade barriers affect firms’ procurement strategies and their relationships with suppliers? 
In our theoretical framework, firms can conduct purchases under two opposing systems. Under 
the “Japanese” system, buyers motivate sellers to maintain product quality via small, frequent 
orders at a price above seller’s cost and by promising future purchases if the quality is good. 
Under the “American” system, buyers place large orders with the lowest cost bidder and quality 
is ensured via costly inspection. A lower probability of a trade war increases firms’ incentives to 
switch to Japanese-style procurement since it makes long-term relationships more sustainable. 
We test this model’s predictions using transaction-level trade data. We use a differences-in-
differences strategy to exploit a shift in U.S. trade policy which eliminated the threat of a rise in 
U.S. tariffs for Chinese imports to potentially prohibitive levels. Consistent with model 
predictions, we find a shift of procurement practices towards the Japanese system after the policy 
change. Products subject to the largest potential tariff hikes experience the sharpest drop in 
average shipment quantity and increase in price after the policy change. The reduction in 
shipment size implies a significant drop in U.S. inventory costs. Our work is the first to model 
how trade policy affects procurement patterns. 

Chapter 3: “Unemployment Risk and Flat Job Ladders: Lessons from the German 

Reunification”, with Tommaso Porzio 

Can a change in labor market regulations improve the allocative efficiency of worker-firm 
matches? We study this question using the German reunification as a natural experiment that 
exposed East Germany to Western-style institutions. We interpret a firm’s average wage as a 
measure of its inherent productivity.  Using matched employer-employee data, we examine the 
evolution of allocative efficiency, defined as the correlation between a firm’s average wage and 
its number of workers. East German allocative efficiency is significantly lower than in the West 
even 20 years after the reunification. This difference accounts for 25 percent of the large wage 
gap between the two regions. The efficiency gap is due to two forces. First, East German workers 
face a flatter job ladder: when moving job-to-job, the difference between their previous firm’s 
average wage and the new firm’s average wage is smaller than in the West. Second, East German 
workers more frequently fall off the job ladder into unemployment. We rationalize our findings in 
a job ladder model with low and high productivity firms in which East Germany has a higher risk 
of job termination than the West. This higher termination risk lowers the incentive for high 
productivity firms to post vacancies, which flattens the job ladder. Our work suggests that 
policies that seek to improve labor market institutions, if accompanied by a higher risk of job 
termination, may have the unintended consequence of decreasing allocative efficiency. 


