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2. Why should we care about it?
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3. What is the author’s answer?

For the last decade, the innovation (patent citation growth) in China did not have a strong
skill-biased pattern. On the one hand, cites have both increasing pattern citation and increasing in
wage for both high-skilled and low-skilled workers. On the other hand, patient citation growth
significantly increase migration for both skill group. However, the high-skill/low-skill workers
ratio still increase since the migration flow is stronger for the high-skill workers than the low-skill

ones. Moreover, authors find that while the citation increase is associated with rising housing prices,



the amenities does not significantly increase as well.
How did the author get there?

Authors first construct a spatial equilibrium model to find the equilibrium high-skill wage,
low-skill wage, housing rent. After modelling, they estimate the model by using all granted patent
from China National Intellectual Property during 2005 to 2015 and population census data. In
addition, authors conduct several counterfactual analysis to show the casual effect for the
technology growth.

Model Summary

Authors follow Dimond (2016) to consider the model which have K cites in China. Each city
has two sectors: agriculture and non-agriculture. Cites differ in wages, skill mix, housing rent,
amenities and technology. Workers may be low-skill worker or high-skill workers. Workers can
move across cites and sectors within China.

For the agricultural sector (denoted in subscript ag)in city k in year t, each firm face the

following problem:
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where Z,g . 1s the labor productivity, Lggx: and Hggx; are the number of low skilled and high-
skilled workers in the agricultural sector, Wg ;. is the wage level for the skill e = L, H.
For the non-agricultural sector (denoted in subscript na)in city k in year t, each firm face

the following problem:
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® Npawe = (05 (Lnake + @Cee)” + H,Ith,fa,kt)E is the efficient labor level.

® (y isthe machine. Cy; = f-(Ay:), where Ay, is the labor demand shock.

® Lok and Hp,pe are the number of low skilled and high-skilled workers in the non-
agricultural sector.

o G{;t =f (Akt, Hyg ket Lna,kt) is the labor augmenting technology.



o ol=ry, (Akt, Hyg kts Lna,kt) is the capital augmenting technology.
® W, . isthe wage level for the skill e = L, H. Ky, is the capital rent.
For each individual i with the skill e = L, H, choose the work and the city sequentially as
follows.
Observing city-
specific shock and
choose the city

(If working in the
na sector)

observing s sector-
specific shock,

choose the work
sector.

choosing to work in the non-agriculture sector (denoted in subscript na) in city k, and year

t, her utility function is
Vike = Br log Wig ke + B3 10g Ryt + B3 ay + MigrationCostyy, + Vg + €t

{ B}?, j = 1,2,3, is the coefficient for variable j.
® Ry is the housing expenditure.
® a, and vy, are the endogenous and exogenous amenities respectively.
® MigrationCost;i: = Y BercWithinHometown; 1y, +

Y BE WithinProvincey, 1xer + BEhukou, + BShukou?,,.
® hukou #_* r - hukou is the city individual registered.
For the home supply, firms with perfective competitive will follow

log Ryt = log; +10g CCyr + [y{' + y19geoy ] log(HDyy).

® (CCy is the local construction costs.
® HDy = Lna,ktwrfa,kt + Hyg ke rll-la,kt
The endogenous amenity supply is constructed by using the PCA approach

Age = yfAkt + yél(log Hna,kt - lOg Lna,kt) + El(clt'



