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		Abstract

		This paper studies how Chinese exporters managed the recent US tariff hikes. Contrary to the conventional wisdom of horizontal trade diversion, China did not divert more of its products to other Northern countries but more to the South. Moving down the quality ladder of destinations helps Chinese exporters escape competition for high-quality products in the North and lowers penetration costs in the South. This vertical trade diversion reduces quality-adjusted export prices but raises qualities and gross prices of Chinese diverted exports, particularly in poor countries and for products with high quality scope, implying that it may benefit the South more. 
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