Online Appendix: Mechanics of Spatial Growth

The online appendix includes detailed theoretical derivations and proofs, additional quanti-

tative results, and detailed data descriptions described in the paper.

A Proofs and Derivations of Idea Diffusion

In this appendix, we derive the idea diffusion process with a generic source distribution of in-
sights. We then endogenize the source distribution as a result of idea diffusion from migrants

and sellers.

A.1 Law of Motion of the Stock of Knowledge

In this section of the appendix, we derive the law of motion of knowledge with a generic source
distribution of insights. .

We start by providing a proof of Proposition 1 and then derive the law of motion with idea
flows after specifying the external source of ideas. In this section we use uppercase letters for

random variables, and lowercase letters for their realized values.

Proposition 1 Under Assumption 1, between t and t + 1, the probability that the best new idea has
productivity no greater than g—namely, FP** "*©(q) = Pr|all new ideas are no greater than q]— is given

by
FPest new () = exp <—0ctq_9/ xPGth(x)>
0
in the limiting case when Z — 0.

Proof: For any new idea that arrives between time t and t + 1, the probability at time t that its

productivity is no greater than q is given by

F*(q) = Pr[ZQ" < ¢]

_ [T 9
_/0 Pr [Z < o ]
(q/Z)l/p q / / 0 q / /
= / Pr [Z < Q— } dGi(q') + /o Pr [Z < or q] dGi(q")
q/z l/p
_ / [ 7 < Qi ’} dGi(q').

_/Q/zl/f‘ <qﬂ>dG(q)

(q/z)l/ﬁ} =Pr[Z<z

I
e

where the fourth equality follows from the fact that Pr [

Using Assumption 1 a), on the functional form of H(-), w btam
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th(q/)

(a/2)V/¢ /z\ ~?
- (2

Note that in order to derive this expression, we do not need to specify the source distribution

of the insights. Assumption 1 c) implies that between t and t + 1, the probability that the best

new idea has productivity no greater than g is given by

Ftbest new (q)
= Pr[all new ideas are no greater than g]
= ) _ Pr[#new ideas = s] - Pr [all new ideas are no greater than g |# new ideas = s
s=0

0 (xtz 9)se (wz79)
oo

"F”‘”"(q)]s e (EDETW R ()

Z S! -e t ,

Pnew (q>

%)
o

[9)

=1
and therefore we obtain that

Ftbest new(q) _ ef(qu*")(lfFf“w(q)).

In order to characterize the probability distribution of the best new ideas, we hold a; constant

and investigate the limiting case where Z — 0. We then have that

(q/2)"/ /z\ 7?
. =—0(1 _ Tnew 1 =—0 . o q/z
im0 1) = s (1= [ - ()

B o[ g, . g (q/2)V/° ﬁ - )

=alimz ' [1-6 ()] retma [T (T5) | 40e)
-6

—alimz?[1-G, (1) (a4 /

= uctg]i%z [1 Gt <(Z_)p>} +£Kt/0 <l]/‘0> th(q )r

where the first term on the right-hand side is zero by Assumption 1 d). In the limiting case when

z — 0, the expression is equal to the second term only, which is —a;g~? [ 000 xPdGy(x).
Henceforth, we assume Z — 0 and focus on the limiting case. The best new idea then follows

Ftbest new () = exp (—lxtqe/o xPGth(x)> .



The productivity of the economy depends on the frontier of knowledge, Fi(q). The frontier
of knowledge denotes the fraction of varieties whose best producer has productivity no greater
than g. In a probabilistic sense, F;(g) is also the probability that the best productivity for a specific
variety is no greater than g at time ¢.

Proposition 2. Assume that the initial frontier of knowledge at time 0 follows a Fréchet distribution

given by Fo(q) = exp(—Aoq~?).
Imposing this assumption, then it follows that F(-) is Fréchet at any t given by

Fi(q) = exp

- (Ao + gfxf /OOO xf’edGT(x)> q_9]

=exp (—Atq_9> ,

where the law of motion for the knowledge stock is given by

At+1 = At + zxt/ ngth(X).
0

Proof: The frontier F;(q) changes from t to t + 1 because some new ideas might have better produic-

tivity than the current best. At t 41, we then have

Fi+1(q) = Pr [the best productivity is no greater than q at t + 1]
= Pr [the best productivity is no greater than q at t] -

Pr[no new ideas greater than q between t and t + 1]

= Fi(q) - ' " (q)

t
= Fo(q) - [T Ert " (q),
=0

where the last line follows from iteration back to t = 0.
Assume that the initial distribution at time 0 follows a Fréchet distribution; namely,

Fo(q) = exp(—Aoq~?).

Then it follows that F;(-) is Fréchet at any t:

Fi(q) = exp

— (Ao +§sz /Ooo xPGdGT(x)> q9]

=exp (—qu_9> .

It also follows that the law of motion of the knowledge stock is
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At+1 = At + (Xt/ xPQth(x).
0

As we can see from this equation, both the arrival rate of new ideas a; and the learning pool

Gt (-) matter for the evolution of Ay.

A.2 Migration and the Source Distribution of Insights

Assume that at time ¢ in location 1, when a new idea arrives, the insight from a randomly drawn

person currently living in # is the insight component of the new idea. Then

Gut(q') = Pr[the insight component is no greater than 4’|

N
= ) Pr[the person with the insight lives in i at ¢]-
i=1

Pr|the insight is no greater than ¢'|the person with the insight lives in i at ¢]

Sin,tFi,t(ql),

M=

Il
—_

where s;,, ; is the share of households from location i living in location 7. In particular, we denote

by #in+ the fraction of households that relocate from from i to n. We then have

,Min,th‘,t
N
Y1 Hhnt Lt

Sint =

and

. N
/0 xPOAGH(x) =T(1—pr) Y sims(Aie)P0.
i=1

Finally, the law of motion of the stock of knowledge with ideas from people is given by

N
Anp1 = At = angT(1 = py) Zsin,t(Ai,t)p”-
i=1
A.3 Derivation of the Law of Motion of Knowledge with Ideas from Migrants and
Sellers

Now we derive the law of motion of the knowledge stock with idea flows from both trade and

migration.
We impose the following version of Assumption 1 to incorporate both sources of idea flows:



Assumption 1’

a) The same as Assumption 1 a)

b) The strength of idea diffusion, p,, + p; € [0,1), is strictly less than 1.

c) The same as Assumption 1 c)

d) The source distribution has a sufficiently thin tail such that for any monotonically decreasing se-

quence of Z, — 0, a; limy, o0 Z;, [1 — f B(z )th(qg, qm)} = 0, where B(2) := {(xl,xz) zxy xgm < q} c
—6
IR?. In addition, the integral [ < 7 pm> dG¢(qe, gm) exists.

Proposition 1" Under Assumption 1°, between t and t + 1, the probability that the best new idea has
productivity no greater than g—namely, FP¢* "*©(q) = Pr|all new ideas are no greater than q]— is given

by
Fbest "% (g) = exp ( o / / ‘h q%n th(qg, qm)>
in the limiting case where Z — 0.

Proof: For any new idea that arrives between time t and t + 1, the probability at t that its productivity

is no greater than q is given by

F(q) = PrlZQ)' Qi <4

- ]RZ Pr - QPZQPW q[’qm th(q%EIm)
T
— q / q
— | Pr|Z< =L —|quqm|dGiq,, priz< —9 |a,anldGia,
- ~/B(Z) Pr Z QP/QPW qerGm de(EIf/ CIm)

where B(Z) is defined in Assumption 1" d). Using Assumption 1" a), we obtain

—0
q/z
1— - AGe(qe, qm)-
(ﬁ%)]

The probability that the best new idea has productivity no greater than q is the same as before:

et -

B(z)

Flest new(g) = e~ @z )(A=E"() Consider a monotonically decreasing sequence of z, — 0. We prove by

-0
the dominated convergence theorem that lim,, e a¢Z,, 9(1 — F'"(q)) = a; f < 77 pm> aAG(qe, qm)-

The integral exists under Assumption 1" d).



Define g, : R; — R,

gn(q) = 2,°(1 = F"“(q))

o\ -0
—5t 1= [ - () | 4G
Zn ( B(z) |: (qé qpm (g0, Gm)
-
q
1—/3(2_’1) th(W,%z)] /( N (W) th(CM,qm)

—0
q
o /B(Zn) witar qm)] +/ <¢17¢1ﬁ¥’> 1p(z,) 4Gt (q¢,Gm)-

By Assumption 1’ d), we have limy, ;. Z;, { fB th (9e, qm)] = 0. Since Vq > 0, Vn,

—0 -9
q q
m 1B ZV[ < m 7
<q§éqﬁi ) ) (q’é’q% )
—0 -0
. q q
lim - 1pz,) = - ,
n—c0 (L]P/q% ) (2n) (q%fﬁn )

by the dominated convergence theorem, we have

and

0 _8
lim m 1 Zn th(qE’ Qm) = / ( / m) th(‘NI ‘]m)/
n—00 (%’/qpm ) B(zn) qP[q.";

l

SO

lim g,(gq) = lim a;z, 9(1 — F'“(q))

n—o0 n—o0
-6

= li “91—/ dG m} li 1 1z, 4Gt (G0, Gm

lim z, [ B(z,) t(9e, Gm) + im (% P B(z)4Gt(qe, Gm)

—0
q
= —r o | 4Gt(qe, Gm)-
/<q’éeqﬁ1>

Henceforth, we assume z — 0 and focus on the limiting case. The best new idea then follows

Fbest new (g) = exp ( g / quqpmm th(W/ Qm)>



or, using the Riemann integral,

Ftbest new(q) exp < e / / qu{q,z;ﬂ th(Wr %n)) .

As in the previous section, in this section it follows that the frontier distribution F,(-) follows a
Fréchet distribution with location parameter A, ¢ and shape parameter 8, and the law of motion of A, is

Apti1 = nt‘f’“t/ / qilq%n dGn,t(Wz‘im)-

Since we assume that q;, q,, come from independent distributions, the law of motion becomes

Appi1 = Ant+lxt/ q,g [dGnt (q¢0) / Qmpdent (qm)-

The first integral,
N
/ 9" dGly(q0) = T(1—pg) Y sini(Aig),

i=1
is the same as in the previous section. The derivation of this term follows the previous section of this
appendix. For the second integral, we assume learning from sellers as in Buera and Oberfield (2020).
Namely, the insights from goods are randomly drawn from the set of goods sold locally. To simplify the
notation, we omit intermediate goods in the derivation that follows. In this case,

ni(x) =Y _P[q; < x, iis the lowest-cost supplier to n at ]

n,t

Wi tKnj t .
= ]:P - < X,q; < I I i v :|
Z [ql =24 = Wi 1Kyt 1]

- wj,tKnj,t> d
Z/ firla (1#1 (wi,tKni,tq ) 7

where F;¢(-) and f;¢(-) are the cumulative distribution function (CDF) and probability density function
(PDF) of a Fréchet distribution with location parameter A, ; and shape parameter 0, respectively:

Fi+(q) = exp (—Ai,tq*") ,
fir(q) = Ai 097 Texp (—Ai,tq‘g) .



Therefore,

" x Wi +Knijt
n0 =% [ ful@) ( Fy; <w]-t1< fﬂ)) dq
: i i,thni,

1

—0 —0
w K Wi tKnj
— Z 1,t nz) exp <_2Aj,t ( It n],t> xg)

i Z] 7.t (ZU] tKn]) ] Wi tKni t

-0
Wi 1Kpj
jtKnjt —0
=) Thirexp | —) Aj; < > x .

Zi: it XP ( ZJ: J Wit Knit

It follows that the second integral, which represents the learning from goods, is given by

—6
wi 1K
[ deractan) = [ D e (Do () )
; Wi, tKni,t
—6
_ © o wj,tKnj,t> o
=Y Ty, dexp | —) A;
Emas [ it (~E s (507 )

Wy tKnjt

—6
Using change of variables, define x =} ; Aj; ( wi’th_'t) 3,0, and we have

w] tKn]t

epm
/ qGPdem qm Z n.m ; / Z (w » ) x Pmd exp (—X)
i,thnit
A\

ni,t

Therefore, the law of motion of A, is given by

o [ (22)"

B Derivations of Demand and Supply Equilibrium Conditions

Appr1 — App = T (1 — p)T(1 — o) [Z Sint(A

In this appendix, we provide detailed derivations of the trade shares, migration shares, and the

solution to landowner consumption and investment decisions.



B.1 Derivation of the Trade Shares

Let Q) be the variety space and intermediate variety w € Q). Let pjy, ;(w) be the price that firms in
location i pay for good w purchased from location n at time t. Then perfect competition implies

KintXn,t

pin,t(w) = q(w)

where x,,; is the unit cost of inputs to produce in location #. Since {g(w) },eq are ii.d., for all

w € ), they have the same distribution. Let H;,,((p) be the cumulative distribution of prices,
ie., Hipt(p) = P [pint(w) < p]. Then

Hin,t<p) = ]P[pin,t(w) < p]
—P [Kin,txn,t < P}

q(w)
=P [q(w) > K;’”}
o < ] o

—1— Pn,t <Kin,txn,t>
p
0
-1 exp , <Kin,txn,t>
n 7
P

where F, ;(-) denotes the Fréchet distribution with scale parameter A, ; and shape parameter 6.

Let Ajy,  be the fraction of goods purchased by location i from n. For location 7 to buy good w

from n, n must be the lowest-cost supplier among all locations. By the law of large numbers, we

have
Aing =P | pin <

=P [puste) = i, )]

= ) i > p| dH;
/0 Lg{r{l}pm( )_p] int(P)

:/ P m {plht >P} det(P)
O |hes\i

o H ]P plht >P] det(p)
0 _hes\y

= [T - Hin(p)dHins(p),
0 hes\{i}

where the law of iterated expectation is used for the second equality and independence is used

for the fourth equality.



Using the expression of price distribution derived in (B.1), we have

00 —0 -0
Aint = /0 H exp {—Ah,t (Zh'; h’t> } exp {—An,t <m’; ’t) } At (KinXint) deg

heS\{i}
o N
= An,t(Kin,txn,t)_e/O expq — Y Ans(rcinxn) Pp® 5 dp’
h=1
_ An,t(Kin,txn,t)io
ZhN:1 Ah,t(Kih,txh,t)ie

B.2 Derivation of Gross Flows Equation

Let p;,+ be the fraction of individuals who relocate from location i to location n at time ¢. By

definition, we have

\74 — m. Viiiq — m:
Wint = P |:ﬁ n,t+1 Mip ¢ +€n,t > r};&x{ﬁ Lt+1 mij ¢ +€l,t}:|

1% 1%
V, V] — m;
_ / [,3 mt+1 — Min,t 1 x> max {5 Lt+1 — Myt +€lt}] AM(x)
I#n v ’
) V. . .
_ / P m {,B n,t+1 Mip,t x> ,BVl,tJrl mij ¢ +€l,t} dM(x)
—0 In v v
Vi, Vi —m;
X I4n v
/ HIP |:€l,t S ,B(Vn,t-i-l - Vl,t—&-l) - (min,t - mil,t) + x] dM(x)
°°l;én v
_ HM (5(Vn,t+1 - Vl,t+11>/ — (M p — Mg 4) n x> M (x),
% I#£n

where M(-) denotes the cumulative distribution function of a Gumbel Type I distribution.

_ B, nt1— V1t+1) (min,t*mil,t)

Define &,,; = o

of M(-), we have

with &, = 0. Using this notation and the expression

.uin,t:/ exp{—e " T}e " Vexp{—e T ) e mt}dx
B I%n

oo N -
= / e Vexp{—e ¥ e }dx.
- I=1

Define Z;, = log(XN ;e %) and y = x + v — Ej,. Then

*© = -y
Pint = / e Vet Tdy

—00

=P
= e~ n,
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Finally, plugging in the expression of E;,, we have

1
N .B(Vl,f 1—V ,t+1)—m-1,t+ma/t
21:1 exp { + n i in

v

Hint =

_ exp(BVint+1 — min,t)%
YN exp(BVier — i)

B.3 Landlord’s Problem

The landlord’s problem is defined as

max U= "og(Ciy),
{CitKirs1}ig ;);B B

s.t. 7 Kit = Py [Ci,t + Kitp1 — (1 — (S) Ki,t] all ¢,
where § is the depreciation rate and K; g is taken as given. Set up the Lagrangian equation,

£ = [B'{1og(Cys) + AelrisKit — Pis(Cip + Kipy1 — (1= 6)Kip)]}], (B.2)

where A; is the Lagrangian multiplier for the constraint in period ¢.

The first-order conditions for the problem are

1
@ - /\tPi,t

APy = BAa[ripe1 + P (1= 0)]]

Define R;; =1 -0 + 1% Then eliminating A; yields the Euler equation,

1 1
— =B |R; , B.3

Cit P [ v Ci,t+1] ()
together with the budget constraint

RiKiy = Cip + Ki 41 (B.4)

To solve this problem, we use the guess-and-verify strategy. We guess that C;; = ¢R; K},
where ¢ is a constant to be determined. Plugging in (B.4), we have

Kitr1 = (1= ¢)R;iKip. (B.5)

11



Combining equations (B.5) and (B.3), we have

L4k 1
GR; Ky 1't+1€Ri,t+1(1 — )R Ki;

The undetermined coefficient method implies that ¢ = 1 — . Hence, the consumption and

saving policy functions are as follows:

Cit = (1 —=B)[ris/Pip+ (1 —9)]Kiy,
Kiy = Blrie/ Py + (1 —9)]Kjp.

C Detrended Equilibrium Conditions and Balanced Growth Path

In this appendix we characterize the long-run growth rates of the equilibrium variables of the
model at the balanced growth path. In what follows, we denote the long-run growth rate of any

1~r

variable y; by (1 + g,), and we also refer to a variable with a

t
ge=yi/ (1+8y) -
We start with the evolution of the stock of knowledge. At the balanced growth path, A, ; for

as a detrended. In particular,

all n grow at a rate 1 + g4. From the law of motion of the stock of knowledge, we have

N Om
Ant—&-l_Ant—“tr Zsznt Plz nzt< > ’
— nzt

= i=1

using Assumption 2 and after detrending the variables, we obtain

i 1 x t o Ai (1+84) "
Rugir (1484) 7 = A (14 84) = 0 (1 80)' Ty Yo s (Aus (1 80)')" 1o i TS
i=1 i=1 n

or

N Pm
Appi1 (1+84) — Anp = (14 84)' (1+8A)(l+pm B oL’y Zsl"f( )pZZA ( t> ’
i=1 i=1 Ani

which then implies that the long-run growth rate of the stock of knowledge is related to the
growth rate of the arrival of ideas in the following way:
1

Tga=(14ga) o).

As a result, the detrended equilibrium evolution of the local stock of knowledge evolves

according to

A _ An,t . &OFP iS, (A )Pl i)\ ) <,>pm
M Mrga) T g 5T 5T \ M
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or

A 1 anl N B N ~. Pm
lj,t+1 — 4 0p _ 2 mt A Pl Z/\ < t> )
Vll

Ane 1484 (1+84)An 5 iz

We now consider the detrended value functions of the workers. Let ¢¥it = Vit (1+g0)" We

then have

Wi ¢

~ N - 1/v
Vit +log (1+gv) log ( (1+gw/p) > +vlog (Z exp (,BVn,Hﬁ,Blog (1+gv)tJrl — min,t) > , (C.1)
n=1

1t

where g/, is the growth rate of @;;/ P;; at the balanced growth path. It follows that

) +log <1+gw/p> +log (1+g,)P plt+1) +vlog (Z exp (BV 141 — mmt)l/v> ,

n=1

Vit +log (1+gv)t = log (P

it

which immediately implies that
(1+80) "7 = (14 8uyy)

_1
T+ g0 = (14 8u/p) 7.

Hence, the detrended equilibrium values become

N
Vi = log (@ie/Piy) + log (1 +gv)ﬁ +vlog (Z exp (BVui1 — m,-n,t)l/v> )

n=1
Note that this result immediately implies that y;, ; is not growing in the long run since

1
Hint = exp (BVi i1 — Miny) /v
nt — 1
YN exp BV — migg)'"

1/v

_ &P (ﬁVn,tH - min,t)
Zfil exp (,BVI,t—H - mil,t)l/v

It also implies that L; ; does not have long-run growth since

Lity1 = Z HnitLnt,

N )1/1/

exp (BViti1 — Muig
=1 Sitg exp (BVii1 — My

. N exp (,BVi,t—l—l - mm’,t)l/v L

N n=1 2{!1 exp (ﬁVl,tH - mnl,t)l/v "

)1/vLiflt
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Let us now consider the labor market clearing condition,

N K\ O
ni tAit
wigLip = Y Ay (P /T) Wyt Lt
n,t

n=1

First note that

¢ sz -2\ 7 _
Xit = fi,t (1 —|—gx)t =B <(§1: (1 +gw/p) ) (15 (1 +gi‘/p) ) ) Pi,t (1 —l—gp)t
1,

= Xy (1+gw/p)t§7 (1+gr P) (1+gv)t~

Using this expression, we can express the labor market clearing condition in a detrended

form as

wlt (1+gw zt - Z Azt 1+gA)t

—6
N tE H1-¢ t
it (L4u/p)' ™ (Legosy) 7 (14g)) Wt (1+gw) L
P (1+g,)' /T ’ ’

where we use the fact that L;; does not grow in the long run. It follows that
t tH1-¢)y) ?
1= (1+ga) ((1+8w/p) ™ (1480,)" ),

(14 8uw/p) " (14 g/) " 797 = (14 g4). (C.2)

We follow the same steps for the capital accumulation equation. Then the detrended labor

and capital market equilibrium conditions become

N Ki 1 i\
~ it ni,trit ~
wi,tLi,t = Z Ai,t <15 /T) wn,th,t/
n,t

n=1

where K, ; is the detrended value of capital that we subsequently characterize.

We now detrend the price index equilibrium condition,

N ~1/6
Piy=T (E At (Kin,txn,t)9> ,
n=1

which once detrended can be expressed as

N t H1-¢) £\ ~? e
P (1+8P _T<Z t(1+ga) (Kin,tfn,t (1+8w/p) < (1+8r/p) 57(1"_&7) ) ) :

14



Using equation (C.2), we obtain the detrended equilibrium condition for the price index:

N -1/6
5 X = 0
Py =T Y Ant (Kini%ns) :
n=1
Now note that since in equilibrium we have that

¢

wi,tLi,t = 7ri,tKi,t/

1-¢

then

~!

Wi i

R

P b

which immediately implies that
14+ 8guw/p = (1 +gr/p) (14 gk) -
We now detrend the law of motion of capital accumulation,
Kity1 =B (rie/Pip + (1= 0)) Ki,

which can be written as

o ri _
Rippn (14+g0) ' =8 ((1 +gr/p)t pft +(1- 5)) Rir (1+g)

1,t

or

~ 7; _

(1+8k)

it
We then require that
gr/p = OI :>/ gr’ = gpr

and in this way, the detrended capital accumulation equation becomes

] 8 <f,-t ) 3
K; = — | == 1-9) ) K.
T 1+ g6) \ By T ) ) Kt

From equation (C.2) we obtain that

1
T+ gu/p = (1+ga)%

~

and from equation (C.2) we also obtain that

1+gk:(1+gA)%.

15

== (1 +8w/p)tL"ft - 1§§ (1 +gr/p)tKi,t (1+g0)",

(C.3)



D Existence and Uniqueness

We now define the balanced growth path equilibrium conditions.

Equilibrium. The equilibrium variables of the detrended model at the balanced growth path {V;, w;, 7;, P;, L;, K;, A, }il
solve the following system

N
= log ((1 +gy)ﬁ ZT)i/PZ-) +vlog (Z exp (BV, — min)l/v> ,

n=1

n=1
) N ) B —-1/0
Pi=T EAn (Rin%n) ,
n=1
- N -
Ll = Z ﬁnan/

B lxnl" N _ N _ A Pm
A, = 0-p 3 (A )Pl A <_1> ,
n 9a ; in i ; ni A
; Y. — _6_1,(;‘>’Y _177 ; 1. — AH(_inxn -’ i7 — exp(IBanmm)l/V
with %; B <wi 7 P", and shares given by Ay BT fin ST and
S_in ,um i
Zh 1V}111Lh

We now prove the existence and uniqueness of the steady state equilibrium of the detrended
model at the balanced growth path in different versions of the model. We start by rewriting these
equilibrium conditions as follows.

From the first-order condition of the firm’s problem, we have that w;L; = %T’K-.

It follows that 7; = w; (Ii 55) in the balanced growth path of the detrended model.
Hence, we have that

@ (1-) B
B & (tg) B0

Now we use that ¥; = B (ZT) r; g) P! ™7 to obtain that

P‘\ Yal
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where ¥ = B (Lﬁ) =& (Wylfé)v‘

(1-¢)B
Hence, we can rewrite the labor market clearing condition as
N = = —6
- - K. X; -
w;Li =Y A; _””> W, L
= i (Pn/T nkn
_ _ 1—
I ATl i
= i pn/T nkn
or

N
(u_)i)1+679 Ei (pi)e(l—g')/) (Ai)il _ Z (km‘YT)_e (pn)gwnLn

Analogously, the price index can be written as

[
)\]
£S
1=
>
=
El
=
=
=
ES

p?

3
Il
—

Il
B
™=z
N
2
bl

Oyt ()¢ (pn)*e(lfév) )

m

3
I
—

Turning to the value functions, we use the following change of variables:
~ = -1
iy = exp (i) ",

o N = _ 1/v
= Zexp (BVy — 1)

Using these conditions, we express
B
s [N
exp(f ) (w;/P;)" (Z My, exp (’f n)) ,
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B _
oxp (£71) = (cap) &,
with { = (1+ gv)l3 . Hence,
N B o_
Z Cwn/Pn v 475
We also re-express the gross flows equation as
_ - _ E _
o exp (Vi)' i @i/ D)
ni — — - 1 = = .
v exp (BVy — i) P
Hence, we express the law of motion of labor as
- N —_—
Lz = Z ;l’_anLl’l/
n=1
~ _ [}
S XM
n=1 4)”
L iy _B N
w; LPivqbz ﬁLl C Vo= me%an
n=1
Finally, the evolution of technology is given by
B “01“ N B _ N B A Pm
An = —f Zsm (Az)pl Z)\m <-Z>
A =1 i=1 Ani
: = —C—lfé v _1*')’ EY An(_mfn -0 — ﬁm(sz/Pz)gq_)ﬁ S P_‘inii
and using X¥; = B (wi r; ) P Ay = B/T) Hpi = n L and §;,, = T Ty
obtain
A ‘XOF N = 1 N EY 1- m A m
An =—Fr Zsm (Ai)pl Z (Anz) P (Az>p
A =1 i=1
wolp & fiinLi 2 oo [ (Ruii) AN
s - ks g g (s D)
A i3 L i—1 \ (Px/T)
8 _ &y pal-en) 8 1=
_WOFP % Eﬁim (gwn/Pn)7 ‘i_)rﬁl (A )PI % (Kmlp (wl) (Pl ) A
- iy 1 — _ 17
A = Ln bi i=1 (P/T)"°
and hence,
_ _B_gr— _B__ 4 nr, N . _ o) (1— o) -
A, BY o(1 Pm)a—]n e ‘BLn _ ;‘tﬁ P ZﬁinLi(Pi_lAp Z(KmYIT) 0(1— pm)wi gv0(1 Pm)Pi (1-g7)o(1 pM)Ai~
_VgA i=1 i=1
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Finally, rearranging this expression, we obtain

b P —(1—pu)0 =P & aol, (¥7)” 7P N - ()P —(1-pn)8Ey 5 (1—pm)0(1-27) 7
wnvnv( p)¢ A,L aoC/3 me‘/’zlAmLZ —( P)wi( P)§7Pi( pm)0( év)Ai.
TvgA i=1 i=1

We end up with the following system of equations to solve for the equilibrium variables at

the balanced growth path:

N
e pf—=iny A (qu)*f’ Z K—.anﬁ,?in, (D.1)

1 1

N
P8 = (¥7) " Y &, 0w, A, (D.2)
n=1
BB g s N
@, P L, P = Y diLay (D.3)
n=1
N
. o pob
§i=Y ditl W Py G, (D.4)
n=1
B B0 p 5 CPaoly M e S (ope (1-paEy p (-pm(1-G7) 5
Wy~ Ly (P”ﬁA”L”:WZ M ; 1APIL ; i P W, P 7Pi P T A;. (D5)

We now proceed to prove the existence and uniqueness of the steady state equilibrium of the

detrended model at the balanced growth path in different versions of the model.

D.0.1 Case 1: Model with No Idea Flows

Without idea flows, the steady state equilibrium is characterized by the following set of equilib-

rium conditions:

N
, 1-¢0)7 71— - 0w, POL
o P A = (wT) 0 Y & 0w, UL, (D.6)
n=1
_ N 0cy 5-0(1 T
Pif(-) _ (Y;T)—G Z k;fﬁ); é’YPn* ( *ET'Y)AH’ (D7)
n=1
R o = R
0 B LG = ) Ly, O3)
n=1
N BB
§i=Y iini Py " Gl (D-9)
n=1

We can write the matrices A and T representing the exponents of {@;, B;, L;, ¢;} on the left-
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hand side and right-hand side of the system of equations, respectively. These matrices are given
by

1+6&y 0(1-¢&y) 1 0 1 0 L0
A 0 60 0 | | “%r —60-¢y 0 0
a _B B 1 g | 0 0 1 -1
v v ‘B ‘B
0 0 0 1 P . 0 B
1% 1%

We then define the matrix 2 = TA~!. Following Kleinman, Liu, and Redding (2021) and
Allen, Arkolakis, and Li (2020), we show that if the spectral radius of (2 is equal to one (p (Q2) =
1) and if (2 is invertible, then the solution must be unique up to scale. Evaluating the eigenvalues

of (2, we have

01 1
0o | 1
€3 - *b“r\él;Z*TﬂC ’
where
a = B+v+0yvg, (D.10)
b = —v(1+B—9C1+6(1-0))), (D.11)
c = B(v—1—7¢v(1+90)). (D.12)

First, |—b + Vb2 — dac| < 2a.

If —b + /b —4ac > 0, then this is equivalent to show that b2 — 4ac < (2a+ b)* or that
b2 — 4ac < (2a+b)* = 4a® + 4ab + b?, or equivalently that 0 < a + b + ¢ which holds since
a+b+c=yvi(1-pB)(1+26) >0.

Otherwise, if —b + Vb2 — 4ac < 0, we need to show that b — v/b2 — 4ac < 2a, or that —/b2 — 4ac <
2a —bbutnotethat2a —b=2(B+v+09vl) +v(1+B—9C(1+0(1—p))) =28+3v+pv+
(0 —1) yv¢ + 6Byv¢ > 0 so it holds since 6 > 0. Note thatat 6 = 0, 28 + 3v + v — yvg > 0.
—b— VI —dac| < 2.

If —b — /b2 —4ac < 0 then this is equivalent to show that b + /b2 — 4ac < 2a, or that
Vb2 —4dac < 2a — b, and given that2a —b =2 (B +v +09v&) +v(1+B—vE(1+0(1—B))) =
2B+3v+ B+ (0 — 1) v + 0Byv& > 0 then this is equivalent to show that b2 — 4ac < (2a — b)?,
b2 —4ac < (2a —b)* = 4a® + b2 —4abor —c <a—b,or0 <a—b+c=v(1+ B)(2— &) > 0.

If —b— /b2 —4ac > 0 then this is equivalent to show that —b — Vb2 — 4ac < 2a, or that
0 < 2a+ b, but since we know thata +b = (1 —v) + yvi + (2 — B)6yvé > 0, then 0 < 2a + b.
Q.E.D.

Second,
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D.0.2 Case 2: Model with Idea Flows from Migration

With idea flows from migration, the balanced growth path in the detrended equilibrium is char-

acterized by the following set of equilibrium conditions:

N
w}+§79pl (1-27) 5 LA =(¥7)" Y &, P@,PIL,,
n=1
po Z RO P08 g
S
@, P’ L P Emancpn ,
n=
N
_ B _B__B_
i =Y. il @i Py " Gh,
n=1
T T B YR Y
w; lPZ'VLZ'(PZ' ‘BAig C T Tp Z ﬂiLn()bn (A”)pl
n=1

(D.13)

(D.14)

(D.15)

(D.16)

(D.17)

Analogous to the previous case, we can write the matrices A and I representing the expo-
nents of {w;, P, L;, §;, A;} on the left-hand side and right-hand side of the system of equations,

respectively. These matrices are given by

1+6¢y 6(1—-¢y) 1 0 -1
0 -6 0 0 0
A=| -f U
0 0 0 1 0
-5 b1 1
1 0 1 0 0
-0y —0(1-¢y) 0 0 1
r= 0 0 1 -1 0
B _P
: : 0 B 0
0 0 1 -1 01

As in the previous case, evaluating the eigenvalues of (2, we have

(1 1
{2 1
G| = fb+\/b2 dac |
€4 ,b,\/bz 4ac
| OG5 i o1 |



where

a = B+v+0yg,
b = —v(1+B—9E(1+6(1—p))),
c = B(v—1—7¢v(1+90)).

Hence, the first four eigenvalues are the same as in the previous case, and the additional

eigenvalue is given by p; < 1. It follows that the balanced growth path equilibrium of the de-

trended model with idea flows from migration is unique up to scale.

D.0.3 Case 3: Model with Idea Flows from Trade

With idea flows from trade, the equilibrium is characterized by the following set of equilibrium

conditions:
14870 50(1-¢7) 7 7-1 oy 0w, POT
@, 1P LA = (¥T)" Y &, w,PyLy,
n=1
- g —08y 5—0(1-87) 7z
P =y1)* Y &, 0w, P, VA,
n=1
b b g s N
w; szv Llcpz ‘Bé V= Z m"’L”(P” 1’
n=1
N
_ B _B__B_
¢ = 2 My v ), Py ”4)5,
n=1
—(1—pm)0
p'_(l_pm)eA. — Déorp (T‘P)

i 1

gA

N
Z K;l(l_Pm)Gw;(1_Pn1)9§715n_(1_00"1)9(1_@{’7)A .
n=1

(D.18)

(D.19)

(D.20)

(D.21)

(D.22)

Analogous to the case of idea flows from migration, we can write the matrices A and I' repre-

senting the exponents of {w@;, P;, L;, ¢;, A;} on the left-hand side and right-hand side of the system

of equations, respectively. These matrices are given by

1+6y 60(1—-¢y) 1 0 -1

0 —0 0 0 0

A=| - B 1 - 0
0 0 0 1 0

0 —(1-pw)6 0 0 1
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1 0 1 0 0
—0¢&y —0(1—2¢v) 0 0 1

r— 0 0 1 -1 0
§ _f 0 8 0
~(1=pm)0¢y —(1—pm)0(1—¢y) 0 0 1

As before, evaluating the eigenvalues of (2, we have

01 1
s 1
z — —b+vb2—4ac
3 2a2 ’
€4 fbf\/ZlEJl —4ac
L €5 ] L POm ]

where

a = B+v+0yvE,
b = —v(A4+B—79C(1+0(1-5)))),
c = Bv—1—7v(1+96)).

Hence, the five eigenvalues are the same as in the case with no idea flows (Case 1) except that
now the fifth eigenvalue is given by p,,. Since p,, < 1, it follows that the balanced growth path

of the detrended equilibrium with idea flows from trade is unique up to scale.

D.0.4 Case 4: Model with Idea Flows from Migration and Trade

The balanced growth path equilibrium conditions of the detrended model were derived previ-
ously in this appendix.
To prove the existence and uniqueness of the balanced growth path equilibrium in the de-

trended model, we start with the following change of variables:

i=1
. “01"‘0 N _ Ai Pm
Aﬂ — Z nl _
gA i=1 )\m

Using these expressions in the equilibrium derived at the beginning of this appendix, we
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obtain the equilibrium conditions with idea flows from migration and trade:

P N | N e
w}%ﬂyepf(l C“Y)Li <A5A:”) = (¥T) o Z ;-(;if’wnPgLn, (D.23)
n=1
_ o —0ey 5-0(1-E7) 51 7
P =¥ "y &, 0w, %P, Y AL A, (D.24)
n=1
BB g B N |
wl lpiv Ll¢1 C v o= Z mniLn(Pn P (D25)
n=1
N
_ . B _EB__B_
$i= Y. il @Dy B, (D.26)
n=1
_,ﬁ _B __/5 17 _E N ~ 1 Al am P =
w,; ' P ¢, ALl v = Zmni¢n <AnAn> Ly, (D.27)
n=1
__(1 0 - N 1 0 1 0y 5—(1 0(1 il 5
Pi_( —pm) AV = @ Z Ki_n( —pm) ZTJ,:( —Om) @'WPn—( —pm)6( —f?W)A;Ag, (D.28)
n=1

wl, (¥1) (1 Pm)
8A o o
representing the exponents of {@;, B, L;, ;, AL, A"} on the left-hand side and right-hand side of

where @ = . Analogous to the previous cases, we can write the matrices A and T’

the system of equations, respectively. These matrices are given by

1468y 6(1—-¢y) 1 0 -1 —1
0 —0 00 0 0
A= _g g 1 _:B 0 0 )
0 0 01 0 0
_b b 1 B 1 0
0 —(1-pm)0 0 0 0 1
1 0 1 0 0 0
—0&y —0(1—2¢y) 0 0 1 1
0 0 1 -1 0 0
T =
b _B 0 B 0 0
1% 1%
0 0 1 -1 o1 pPr
—(I=pm)Gy —(1—pw)0(1-¢y) 0 0 1 1
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Evaluating the eigenvalues of (2, we have

ol [ 1 |
0 1
g —b+Vb%2—4ac
3 — 2a
64 fbf\2/2274ac
(s 0

L 6] L pmtpor ]

where

a = BH+v+oyvg,
b = —v(A+p—1E(1+6(1—-p))),
c = B(v—1—7¢v(1+9)).

Hence, the first four eigenvalues are the same as in the previous cases. The two additional
eigenvalues are zero and p,; + p; < 1. It follows that the balanced growth path of the detrended

equilibrium with idea flows from migration and trade is unique up to scale.

E Models in Changes

In this section of the appendix, we show how to express the equilibrium conditions of the dy-

namic spatial growth model in relative time differences.

E.1 Equilibrium Conditions in Relative Time Differences

Let us define ;11 as the time difference in the detrended variable §; namely, 7111 = (Fi+1/7t)-

The equilibrium conditions in time differences of the detrended system are given by

N
log(441) = log (@i 41/Pis41) + vlog <Z Mint (A pr2)P" (”A’lin,t—&-l)_l/]/) , (E.1)
n=1

Ming (Anp2)P"” (i) "

Hinp41 = N - — 7 (E.2)
Y0 Hin (“h,t+2)ﬁ/v (i e41) v
N
Lits1 =Y HnitLnts (E.3)
n=1
. E -\ Al
Xit = (wgtrl‘llt @) Pl‘lrt 7/ (E4)

25



N —1/0

. - . . —6

Py = ( Aint A1 (Rinp4180,41) ) , (E.5)
n

-
A Rimtr1Znie1) "
)\in,t+1 - )\in,tAn,t-i-l <M—> ’ (E6)
i1
. 1 XN .
Wip1Lip1 = = I Y it 1@t i1 L 1@l (E7)
Witkit 5
Kipi1 = Lﬁi,tlzi,tr (E.8)
(1+8x)
- Droq L -
Ripr = 1— 5+ LR, (1-6)], (E9)
Pii11Kit 41
. 1 IX()].—'p N - N <Ait >Pm
A = + = S; A ) Ay L , E.10
n,t+1 (1+gA) An,t(1+gA) g zn,t( z,t) ; ni,t )\ni,t ( )

where 0441 = exp(Vigp1 — Vit), Min 1 = eXp(Minps1 — Ming), Riy = Fip/ Py + (1 — 6). Note we
use the fact that L, ; = I:n,t,ym,t = flpisand Aj, ; = Zin,t. We now turn to derive these equilibrium
conditions.

To derive the system of equations in time differences, recall first that the share of workers

moving from location 7 to n at time ¢ 4 1 is given by

1
exp (BViut+2 — Mini11) /v
1
2111\]:1 exp (BVii42 — Mippi1) /v ,
~ 1/
exp (ﬁVn,t+2 - min,t+1) !

— - -
lez\lzl exp (,BVh,t+2 — mz‘h,t+1)

Hint+1 =

7

where for the second equality we use the definition ¥ = V¢ (1 + g,)! for all i and ¢.
By multiplying and dividing y;,, ; in the numerator and ;;, ; for each term in the summation

in the denominator, we have

- - 1/
Uin€Xp (,an,t-i-Z - ;BVn,tJrl + Mint+1 — min,t) !

Sy ptineexp (BViero — BVt + M pq — Miy
. . -1
Win,t (un,H—Z)ﬁ/V (min,t+1) /v

YN it (e 2)P"Y (g 1)

Wint+1 = )1/1/

—1/v’

which is equation (E.2).
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To obtain equilibrium condition (E.1), we take the time difference using (10). We obtain

log(#is41) = Vi,t+1 - Vi,t
p 7 1/v
Vi b; N ex V, —m;
= log <w1f~+1;plf+1> +vlog <2 NP (B n,t+~2 int+1) 1/V>
Wi/ L n=1 Zth exp (;BVh,t+1 — mih,t)

1/v exp(BVoe2—inii1)

exXp (:BVn,t+1 *min,f)l/v
) 1/v

1/v

exp (BViu 11 — Miny)

N
= log (@i 441 /pi,t+1) +vlog 2 -
n=1 Yl exp (BVirs1 — miny

Mz

N A / —
= log (Wi+1/Pir41) +vlog ( Hing exp (Vipso — Vn,t+1)ﬁ " exp (M1 — Mint) 1/V>

n=1

Z

= 108 (wi,t+1 /pi,t—i-l) + vlog (Z Hint (ﬁn,t+2)ﬁ/v (Tflin,tﬂ)l/l’) ’
n=1
where for the third equality we use the expression of y;,, ; previously derived.
Since labor in each location is constant in the long run, we immediately obtain (E.3) from the
law of motion (14).

To obtain equation (E.4), note that

Taking the time difference yields

-6 Zl=C -y
. % (wz 177041 Pz t+1 N
_ A4l o ¢ ¢ P
Xip = ——— = = Wi z‘t
Xit ?I)g ~1-¢ Pl—’Y !
it zt it

Recall that in the detrended version of the model, the trade flow share from location n to

location i at time ¢ is o
0 i - —
A . T An,t (Kin,txn,t)
int — = ’

—0
Pz',t

where T is some constant. Taking the time difference yields

N . 0

Aintr1 2 Rint 418,641

A _—

)\ — nt+1 ~ 7
in,t b1

which leads to equilibrium condition (E.6).

Note that the detrended price index in location i is

N » -1/6
1t = E (Kin,tXn,t) .
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Taking the time difference, we have

. B o\ —1/6
pi,t+1 = (i An et (Kin 41 %n,t41) )

A= YN Ay (K ng)

~ - o~ 5 _ ~ B _ -1/0
o (i An,t (Kinxn,t) f An,t+1 (Kin,t+1xn,t+1) f /An,t (Kin,txn,t) 9)
- T ~ —6

n—=1 Yy A (Kin e e)

N ~1/6
3 N s -0
= (Z Aint A1 (Rinpr1%n,041) ) ,

n=1

3 . N0
% and which gives equilibrium condition (E.5).
h= ht \Rih A h,t
To obtain equilibriurr{ condition (E.7), we use labor market clearing condition (12),

where we use A, =

N

Wip+1Lips1 = Y Anips1 @1 Lss1,
n=1

and divide by @;;L; ; on both sides, to obtain

1

N
Wipr1Lip1 = — I Y Anits1 @1 L
Witkit , 3

1 N

= # Z /\ni,t—i-lwn,tJrlLn,t+1wn,th,t/
Witr1lit+1 ;4

where as before we use L, ; = L ;.
Equation (E.8) is exactly the detrended law of motion of capital as in equation (15). To obtain
equation (E.9), we use the equilibrium condition:

Wi Lis ¢

[Rip—(1=0)] PuKiy  1-8
Taking the time difference and rearranging this expression yields the desired result.
Finally, to obtain the law of motion of knowledge in relative time changes (E.10), note that

equation (16) gives the detrended law of motion of knowledge:

) A, aoT, N - N A O
A — L = E int (A; E Aniv | —= .
mt+1 1+ ga) (1+g4) & Sm,t( 1,t) . nit Mot

Divided by fln,t on both sides, we have

A 1 alp ¢ P e |y < A >pm
A = + = ) sint (A ) Ani : .
n,t+1 (1 I gA) An,t (1 + gA) in,t ( z,t) . ni,t )\ni,t

i=1
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F Solution Algorithm

In this section of the appendix, we describe the algorithm used to compute the dynamic spatial

growth model.

FE1 Algorithm to Solve for the Sequential Equilibrium Given Initial Conditions

In what follows, we describe the algorithm to solve the detrended model given an initial allo-
. > N 5 N .
cation of the economy, ({Lilo}fil AKio}i_y s {/\in,O}g;:l , {.”in,—l}gq:l , {Ai,O}izl)/ and given an

. . s AN .
unanticipated convergent sequence of changes in fundamentals, {{min,t}i el {Km,t}?n:l} v
7 ’ =

We first describe the algorithm to solve the model under the given initial conditions and con-
[o0]
stant fundamentals going forward; namely, with {{mm,t =1} 5\2:1 ARin = 1};1”:1} v We then
7 ’ t=
describe how to solve the model under a change in fundamentals.

(0)
it+1

(0) indicates that it is a guess. The path should converge to ﬁz(OT) .1 = 1for sufficiently large

T.

T
1. Initiate the algorithm at ¢+ = 0 with a guess for the path of {ﬁ }th/ where the superscript

T T
2. Forallt > 0, use {ﬁggll}t—o and {.”in,—l}i,l\;:l to solve for the path of {{”i”'t}ﬁzl}t—o

using equation (E.2).

T T
3. Use the path for {{yinlt}N } . and {L;} | to obtain the path for { (L}, }t—O using

in=1 =
equation (E.3).
4. Solve for the trade equilibrium:

. A . - . . N
(a) Foreacht > 0, given L; 1, define the term @;; = wftri,t €. Guess a value for Wi p41-

(b) Obtain J?i,H-ll pi,t-l-l/ Ain,H—l/ Ri,t+l/ Ki,t-i-l/ and Ai,H—l USing equations (E4)/ (ES)I (E6)1

(E.8)and (E.9). Use the fact that #; 11 = ;1L 141/Kipr1 and @1 = @1 (Kipp1/Lipa
) e

(c) Check if the market clearing condition (E.7) holds using @; ;11 = @; 41 (Ki,t+1 / t;i,t+1
If it does not, go back to step (a) and adjust the initial guess for @; ;11 until labor mar-

kets clear.

(d) Repeat steps (a) through (d) for each period t and obtain paths for {wi’t+1, pi,t+1 }tT:O

for all i.

(1)

i t+1 using equation

N A (0
5. For each t, use piy, Wity1, Pis+1, and 2

niso tO solve backwards for 7

N T
(E.1). This solution delivers a new path for {{ﬁfltll} 1} , where the superscript 1
Tl E =0

indicates an updated value for .
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N T N T
6. Check whether { {ﬁfltll }i_l } ~ { {ﬁz((:)ﬂ }i_l } . If it does not, go back to step 1 and
=1J =0 =) t=0

- in [ {0 YV
update the initial guess with {ui,t—i-l }izl o

E2 Solving for Counterfactual Changes in Fundamentals

We now describe how to solve the dynamic spatial growth model given an unanticipated con-
vergent sequence of changes in fundamentals, ©;,; = {{nﬁm,t} 51:1 ARint i }til.

The algorithm used to solve for a change in fundamentals follows the same steps described
in the previous section, but the sequence of changes in fundamentals is fed into the model. The
main difference from the previous section is that we now consider the fact that agents are sur-
prised in the first period by the changes in fundamentals. The surprise in the changes in funda-
mentals is captured in the initial gross flow equation. That is, in the first period we now use the

following equilibrium condition:

R A VAN —
Bin0 (Mn,z(@))/S Y () MY

Hin (@> = A\ B/ 10
YN Oino (flh,z(@))/3 Y (i)Y

where 0,0 = pin0eXp (Vn,l (@) — anl)ﬁ/v. Therefore, we also use the equilibrium condition,
5 A / -1/
log (1) = log (i1 /D7) +vlog [ Y o (11a2)P"" (1) " ) .
n=1

G Data Sources, Initial Stock of Knowledge, and Empirical Moments

In this section of the appendix, we describe in more detail the data sources and construction used
in the quantitative analysis.

We obtain GDP, employment, export, and import data from the China Compendium of Statis-
tics, 1949-2008." The book consists of three main parts. The first part contains data at the national
level compiled by National Bureau of Statistics. The second part presents data from provinces,
autonomous regions, and municipalities under the direct jurisdiction of the central government;
the data are complied by local statistical bureaus. The third part provides data from the Special
Administrative Regions (SARs) of Hong Kong and Macao that have been edited by the National
Bureau of Statistics. The national GDP, employment, and trade data do not include those of the

Hong Kong SAR, Macao SAR, or Taiwan Province.

I The digitized data can be extracted from https:/ /data.cnki.net/area/yearbook /Single /N2010042091?dcode=D03.
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G.0.1 List of Provinces

The geographic units used in the quantitative analysis are Chinese provinces and the rest of the
world. Strictly speaking, the province-level administrative divisions in China include provinces,
autonomous regions, and municipalities under the direct jurisdiction of the central government.
For simplicity, we call provinces to these highest-level administrative divisions of China. These
provinces are Beijing, Tianjin, Hebei, Shanxi, Inner Mongolia, Liaoning, Jilin, Heilongjiang, Shang-
hai, Jiangsu, Zhejiang, Anhui, Fujian, Jiangxi, Shandong, Henan, Hubei, Hunan, Guangdong,
Guangxi, Hainan, Sichuan, Guizhou, Yunnan, Tibet, Shaanxi, Gansu, Qinghai, Ningxia, and Xin-

jlang.

G.0.2 Gross Migration Flows

We use the Chinese census data from IPUMS to construct the migration flow matrix. Our con-
structed migration flow matrix matches the employment share of each province reported in the
China Compendium of Statistics. We leverage the 1% samples of the 1990 and 2000 censuses
from IPUMS as our data source to calculate migration flows for 1985-1990, 1990-1995, and 1995-
2000.

To construct the migration flows for 1985-1990, we proceed as follows. With the 1% sample
of the 1990 census, we include the working-age (15-64) population in our sample. Furthermore,
we keep any census respondent who is actively employed in 1990. We put a weight on each
province to match exactly the provincial employment share shown in the census with that of each
province reported by the China Compendium of Statistics. For each individual, we determine
the Hukou location as follows. For the 1990 census, the status and nature of registration was
asked. If the person chose “(1) residing and registered here”, we use the person’s location in
1990 as the registration location; if the person chose “(2) residing here over 1 year, but registered
elsewhere”, “(3) living here less than 1 year absent from registration place over 1 year” or “(4)
living here with registration unsettled”, we use the person’s location in 1985 as the registration
location. For a person whose Hukou registration is in category (2)-(4) but who lived in the
same province (stayer) in 1985 and 1990, we assign a Hukou place to them as follows. We first
construct a sample of migrants who switched their habitant province between 1985 and 1990, as
measured in the data. Then, for each destination province, we compute the share of migrants
coming from different origin provinces. We assign the Hukou place to the aforementioned stayer

according to this share.”

For each Hukou location (province-level), we construct a five-year
migration flow matrix from origin province to destination province. Combining the migration

matrix and the data in 1990, we can check whether the employment share of each province out

2 A potential concern is step migration, i.e., a person does not directly migrate from her registration location to the
current location. We cannot check this using the 1990 census. Imbert, Seror, Zhang, and Zylberberg (2022) uses 2005
mini census data to show that step migration was negligible in 2000-2005. We do not expect this to be any different
for the period 1985 to 1990.
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of the nationwide total employment is consistent with the data from the China Compendium of
Statistics (see Figure G.1).

Figure G.1: Data validation

Employment Share: 1985

Using the same method, we calculate migration flow between 1995 and 2000 using the 1%
sample of the 2000 census from IPUMS. To the best of our knowledge, there are no publicly
available micro-level people census data from 1995. When necessary, we thus use as proxy the
migration flows from 1985 to 1990 for the flows from 1990 to 1995.

G.0.3 Trade and Production Data

To obtain the trade and production data for China and the rest of the world, we proceed as
follows. To take the model to the data, in addition to the data described in the previous section of
this appendix, the bilateral trade shares A;, 4, total expenditure X;;,value added w;L;; + 7;:K;,
and the initial capital stock K; o must be obtained. We also need to compute the share of value
added in gross output, 7, and the share of labor in value added, ¢.

GDP, Employment, Export, and Import Data. We obtain GDP, employment, export, and
import data from the China Compendium of Statistics, 1949-2008.

We make several adjustments to the data. First, the Chinese national accounts are based on
data provided by local governments to the National Bureau of Statistics (Bai, Hsieh, and Qian
(2006), and Chen, Chen, Hsieh, and Song (2019)). Given the incentive of local governments to
overstate the local GDP and other measurement discrepancies, the National Bureau of Statistics
adjusts the data reported from the local governments to calculate the national-level GDP using
independent data sources. Consequently, the reported aggregate GDP is generally lower than
the sum of reported province-level GDPs. We address this issue by scaling down province-
level GDP by the same proportion for each Chinese province to match the reported GDP at the
national level. We follow the same strategy to adjust province-level employment, export, and
import data to match their reported national aggregates.

Second, we account for the changing status of Chongqing. Before 1997, Chongqging was

not considered a municipality under the direct jurisdiction of the central government. One of
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the focuses of this paper is to understand the rise of China in 1990s. For most of this period,
Chongqing was still part of Sichuan, we thus treat Chongqing and Sichuan as an integrated
province, Sichuan-Chongqing, throughout our paper. We aggregate relevant variables for the
two regions.

Third, for some provinces, the measurement units are not consistent with the those of the
national aggregates. For example, the export and import data of Guangdong Province are inac-
curately reported by the local statistical bureau in units of 100 million Chinese Yuan, although
the indicated unit is still 10,000 Chinese Yuan. We carefully checked and addressed this type of
issues in the data.

We use the GDP deflator from the World Development Indicators compiled by the World
Bank, to compute the real GDP at province level at 1990 prices.

To construct the production data for the rest of the world, the PWT 10.0 reports real GDP at
constant 2017 national prices (rgdpna) and employment (emp). We rely on the Penn World Table
10.0 (PWT 10.0) to construct data for the rest of the world. We first keep all countries but China.
Second, we drop countries with missing data for either GDP or employment. We aggregate all
countries in our sample to obtain GDP and employment for the rest of the world. The World
Development Indicators database reports the world GDP deflator from 1985 to 2017. Combining
the two data sources, we compute GDP for the rest of the world at current year prices and real
GDP at 1990 prices.

Capital stock. We follow Shan (2008) to estimate province-level capital stock from 1952 to
2010. We use the perpetual inventory method to estimate the time series of capital stock. For
capital stock at the base year, we follow Young (2003), using 10 percent of the gross capital for-
mation in 1952. As Young (2003) and Bai, Hsieh, and Qian (2006) argue, the most appropriate
measure of investment in China is fixed capital formation. We obtain this measure from the
China Compendium of Statistics. The investment price deflator is constructed by Shan (2008)
based on official statistics. We follow Shan (2008) to choose the value for the depreciation rate.

For the rest of the world, we obtain capital stock at constant 2017 national prices from the
PWT. We deflate country-level capital stock to reflect 1990 national prices using the GDP defla-
tor. We further adjust the capital stock of the rest of the world by matching the percentage gross
fixed capital formation in GDP compiled by the World Bank. We start from the aggregate capital
stock of all countries (including China) in 1985 according to the PWT. We adjust for the aggregate
capital stock in the years 1990, 1995, and 2000 to match the average gross capital formation (per-
centage of GDP) in 1985-1990, 1990-1995, and 1995-2000, respectively. Afterward, by excluding
the capital stock of China, we obtain the capital stock for the rest of the world.

Shares. We compute the values of v = 0.38 and ¢ = 0.54, which correspond to the parameter
values for the year 1990 from world’s aggregates in the Eora multi-region input-output table.

To unify the units of measure, GDP, exports, and imports are measured in 100 million USD,

while employment is measured in units of 10,000 people.
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G.1 Initial Stock of Knowledge

In this section of the appendix, we describe the computation of the initial stock of knowledge

-0
across locations. We start from the domestic expenditure A,,0 = Anp (%) . Using this

equation, we obtain

¢ 1-¢\7 pl—y
B (wn,Orn,O ) Pn,O

Ao = Ano-
1,0 Pn,O /T nn,0
Using the first-order condition of the firm’s problem, % = %, we obtain
_ Wn0Lno 7
1-¢ (1-¢)»0 T
Ano = (BT)? <> o Auno-
C (Kn,O)l ¢ (Ln,O)g

Finally, using the fact that w, 0L, = & (wnoLno + 71,0Kn0), we find that the initial stock of

knowledge across locations is given by

Y0
An,O =Y Reaa?DPn,O Ann,Or
(Kno)' ™ (Luo)

where Y = (BT)? (1 — &)1 (7879,

G.2 Empirical Moments

In this section of the appendix, Table G.1 presents the empirical moment conditions targeted to
discipline the elasticities that govern innovation and idea diffusion («g, p;, o), and the model-

implied moments predicted by the evolution of fundamental productivity using equation (9).

Table G.1: Moment Conditions
Moment Data Model

Moment1 1645 1145

Moment2 0.84 0.60
Moment3 185 2.8
Moment 4 5.3 7.1
Moment5 -8.0 9.1

Note: The table presents the five moment conditions in the data and the model-implied moment conditions used to
discipline the innovation and idea diffusion parameters (xg, o;, o). Moment 1 is the average change in fundamental
productivity levels across locations. Moment 2 is the average growth rate in fundamental productivities. Moment 3
is the variance in the time changes in fundamental productivity levels (in thousands). Moment 4 is the covariance
between the initial fundamental productivities and the change in fundamental productivity levels (in thousands).
Moment 5 is the covariance between the initial fundamental productivities and the growth rate in fundamental pro-
ductivities.
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H Additional Quantitative Results

In this section of the appendix, we describe additional results from our quantitative analysis.

H.1 Regional Distribution of Economic Activity

Figures H.1 and H.2 display the evolution of actual GDP shares in China and their evolution
under initial 1990 conditions. The figure presents the GDP shares across provinces in China

every five years during the period 1990-2010.
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Figure H.1: Regional distribution of economic activity (GDP shares)
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Note: The figures show the distribution of economic activity across provinces in China, measured in GDP shares, in
the data and with 1990 fundamentals over the period 1990-2010.



Figure H.2: Regional distribution of economic activity (GDP shares, continued)
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Note: The figures show the distribution of economic activity across provinces in China, measured in GDP shares, in
the data and with 1990 fundamentals over the period 1990-2010.
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1990-

ina over the periods 1990-1995, 1990-2000, 1990-2005,

Figure H.1 presents the relative contribution of ideas from people and ideas from goods to the

H.2 Spatial Growth from Idea Diffusion
spatial growth across provinces in Ch

2010, 1990-2015, and 1990-2020.
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Note: The figures show the relative contribution of ideas from goods, ideas from people, and innovation to growth
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Figures H.2, H.3, and H.4 present the effects of changes in international trade costs and Hukou

H.3 Spatial Growth Effects of Trade and Hukou Reforms
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trade and Hukou reforms in different time frames over the period 1990-2020. The left-hand panels present the effects
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of changes in trade costs, and the right-hand panels show the effects of Hukou. All effects are computed relative to

Note: The figures show the percentage point change in real GDP growth across provinces as a consequence of the
the baseline economy with 1990 trade and migration costs.



Figure H.3: Effects of trade and Hukou reforms on spatial growth (percentage points)

b) Effects of reduction in Hukou vs. baseline

a) Effects of reduction in trade costs vs. baseline
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b) Effects of reduction in Hukou vs. baseline

a) Effects of reduction in trade costs vs. baseline
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Note: The figures show the percentage point change in real GDP growth across provinces as consequence of the trade

and Hukou reforms in different time frames over the period 1990-2020. The left-hand panels present the effects of

changes in trade costs, and the right-hand panels show the effects of Hukou. All effects are computed relative to the

baseline economy with 1990 trade and migration costs.
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Figure H.4: Effects of trade and Hukou reforms on spatial growth (percentage points)

b) Effects of reduction in Hukou vs. baseline

a) Effects of reduction in trade costs vs. baseline
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Note: The figures show the percentage point change in real GDP growth across provinces as a consequence of the

trade and Hukou reforms in different time frames over the period 1990-2020. The left-hand panels present the effects
of changes in trade costs, and the right-hand panels show the effects of Hukou. All effects are computed relative to

the baseline economy with 1990 trade and migration costs.

Figures H.5 and H.6 present the combined effects of changes in trade costs and Hukou rel-

ative to the baseline economy with 1990 initial conditions. In the upper figures of the panels

we display the growth effects, and in the lower figures we present the contribution to aggre-
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Effects of trade and Hukou reforms on spatial growth (percentage points)

gate growth relative to the baseline economy. We present results for the time frames 1990-1995,
Figure H.5

1990-2000, 1990-2005, 1990-2010, 1990-2015, and 1990-2020.
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Note: The figures show the percentage point change in real GDP growth across provinces as a consequence of the
baseline economy with 1990 trade and migration costs.
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Figure H.6: Effects of trade and Hukou reforms on spatial growth (percentage points)
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Note: The figures show the percentage point change in real GDP growth across provinces as a consequence of the
trade and Hukou reforms in different time frames over the period 1990-2020. All effects are computed relative to the

baseline economy with 1990 trade and migration costs.

I Empirical Evidence of Idea Diffusion

In this section of the appendix, we provide empirical evidence related to the idea diffusion mech-
anism in our model. In particular, we use province-level patent data, along with trade and mi-
gration data, to support the role played by trade and migration in the diffusion of ideas.

We obtain province-level patent data from the China Statistics Yearbooks. There are three
types of patents: innovation, utility, and design. For each type of patent, the yearbook reports
the number of applications and number of approved patents in a given year. To proxy the mea-
sure of knowledge stock, A, ¢, we calculate the cumulative approved patents of all three types at
the province level for each year, starting from 1985. We then compile the province-level knowl-
edge stock in 1985, 1990, 1995, 2000, 2005, and 2010, with which we calculate the change in the
knowledge stock every five years from 1985 to 2010. For the approved patents in the rest of the
world, we obtain data from Google Patent from 1985-2010 following Liu and Ma (2021).3

With the measure for knowledge stock in hand, we construct two diffusion variables. We

define idea diffusion through migration as

N
log (migration, ;) =log |} simiAis| (1.1)
i=1

which equals the weighted average of the knowledge stock diffusing to location n at time ¢ via

3We are grateful to Song Ma for sharing the Google Patent data.
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all migrants and locals. We define diffusion through non-locals (immigration):

(12)

log (immigration,;) = log [Z SintAit
i%n
The way we construct the diffusion through migration shares some similarity with Aghion,
Dechezlepretre, Hemous, Martin, and Van Reenen (2016), who investigate how knowledge spillover
takes place through inventors. The individual-level population census data for the year 1995 is
not publicly available; the migration flows during 1990 - 1995 are thus likewise unavailable.
Therefore, we focus on periods after 1995. In Section 1.1, we document the correlation between
the growth in knowledge and trade openness as well as diffusion through migration. In Sec-
tion 1.2, we empirically test the model-implied law of motion of the knowledge stock (equation
(26)) by implementing an instrumental variable strategy. These sections of the appendix comple-
ment Section 5 in the main text that provides reduced-form evidence of the contribution of idea

diffusion from trade and migration to local knowledge.

I.1 Simple Correlations

In this section, we compute simple correlations that provide preliminary evidence of knowledge
diffusion through trade and migration. In particular, Figure 1.1, Panel (a), presents a scatter plot
of the change in knowledge stock log(A;, ++1 — Ant), measured as described in the previous sec-
tion of this appendix, against the domestic expenditure share, A, . The negative correlation
suggests that the stock of knowledge grows more in locations more open to trade. This corre-
lation is consistent with the mechanism that we highlight in our framework by which global
ideas diffuse more to provinces that are more exposed to trade. Figure 1.1, Panel (b), shows that
the change in knowledge stock is positively correlated with idea diffusion through migration,

measured as in equation (I.1), which is also in line with our model of idea diffusion from people.
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Figure I.1: Change in the stock of knowledge and idea diffusion
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Note: The figures show scatter plots of the change in the stock of knowledge against trade openness (Panel (a)) and
against diffusion from migration (Panel (b)). The change in the stock of knowledge is measured using patent data, as
described in the previous subsection of this appendix; trade openness is measured as the domestic expenditure share,
Aun,t; and diffusion from migration is measured as in equation (I.1).

I.2 Instrumental Variable Regressions

In this section of the appendix, we use the structure of our model to provide further evidence
of our spatial mechanisms using our patent, production, and migration data. Recall that the

evolution of the stock of knowledge in our model, according to equation (9), is given by

N Om
A;
[} i <A lft> ] .
i=1 ni,t

N
An,t+1 - An,t = ‘Xtrpg,pm !Z Sint (Ai,t)w
i=1

Taking logs on both sides, we obtain

log (A1 — Anst) = log (goods, 1) + log (peopley +) +loga; +1og Ty, .,

. Pm
where log (goods, ;) = log [Zf\il Anit (%) ] and log (people, ;) = log [Zf\il Sint (Ai,t)P“] .

t
ot
Hence, we specify the following regression equation,

log (Ay 41 — Ant) = Bmlog (goods, ;) + Brlog (peoplent) + T + T+ €ny, 1.3)

where T; controls for the time fixed effect, which captures the term loga;; T is a constant that
captures log I'y, ,.; and €, follows an i.i.d. standard normal distribution.
It is important to highlight that our model allows for two-way causality in this structural

equation due to general equilibrium effects. That being said, in what follows, we still try to
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establish causality between the growth in knowledge stock and the diffusion through goods and
people in order to provide further evidence of our idea diffusion mechanisms. Hence, we try to
address potential endogeneity issues in equation (1.3).

As described before, locations more exposed to international trade benefit more from the
global diffusion of ideas and experience faster growth in the stock of knowledge. At the same
time, fast-growing locations may build up their comparative advantages, impacting interna-
tional trade as a result. To address potential endogeneity issues, we need an instrument for
log (goods, ¢). We instrument A,; s by A 1985, as the growth prospect can hardly affect the trade
pattern 15-25 years before.

For the variable log (people, ), the reverse causality concern also holds. Locations where
the stock of knowledge grows faster might experience more immigration and less outmigration,
which affects the knowledge diffusion through people in those locations. Furthermore, a higher
share of immigration might lead to faster or slower growth in the stock of knowledge depending
on the relative knowledge level and insights of the locals and the immigrants. Hence, the endo-
geneity issues might lead to either upward or downward estimation bias. To address this, we
need an instrumental variable for log (people, ;). We instrument s;,, ; by s, 1985. The rationale is
similar to the case of trade; the growth of the stock of knowledge stock can hardly be anticipated
by people 15-25 years before, so s;;, 1985 is exogenous from the perspective of location location n

in year t > 2000. In short, the instrument for log (goods, ) is defined as

N A Om
log [Z Ani1985 ( i > ] ,
i=1

Ani1985

and the instrument for log (people, ) is defined as

7

N
log [Z Sin,1985 (Air)""

i=1

where p,, = 0.61 and p; = 0.2 are taken from our GMM estimation. The IV regression results
are reported in Table .2. In Column (1), we directly test our model-implied law of motion of the
change in knowledge stock, and we do not control for endogeneity. The positive and significant
coefficients of the two diffusion variables are consistent with our spatial mechanisms and in line
with the reduced-form evidence presented in Section 5. As the patent stock is a proxy for the
knowledge stock in the model and is likely a function of knowledge stock and other factors, the
magnitudes of the coefficients do not need to be constrained to be close to one. In Columns
(2), we report the instrumental variable regression results.* The positive effects of idea diffusion

through international trade and migration on the growth in knowledge stock are still salient.

4In 1985 Hainan had not been elevated to the status of a province; therefore, Hainan is dropped from the sample
in the instrumental variable regressions.
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Table 1.1: Estimates of the effects of diffusion through trade and migration on knowledge growth

Dept. Var: log (A ¢+1 — Ant) OLS v
(1) )
log (goodsy +) 0.470*** 0.390**
(0.127) (0.162)
log (peopley ) 4.996*** 5.055%**
(0.238) (0.300)
Constant -3.317#** -4.157#**
(0.835) (1.034)
Kleibergen-Paap rk Wald F statistic 87.54
Observations 90 87
R-squared 0.935 0.935
Year FE v v

Note: Robust standard errors in parentheses.*** p<0.01, ** p<0.05, * p<0.1.
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