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Abstract

We examine the contribution of trade to the rise of modern agriculture, taking into
account interactions between trade, input requirements, and technology adoption. We
develop and estimate a new multi-country general equilibrium model that incorporates
producers’ choices of which crops to produce and with which technologies, at the level of
grid-cells covering the Earth’s surface. We find that trade cost reductions in agricultural
inputs and the international transmission of productivity growth in the agricultural input
sector since the 1980s induced large shifts from traditional, labor-intensive technologies
to modern, input-intensive ones, with important global and distributional implications for

productivity and welfare.
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1 Introduction

Production technologies that have enhanced the conditions of human life around the world
often require the use of certain intermediate inputs, ranging from semiconductors for electronics,
garment machinery for textiles, or tractors for agriculture. In many countries and industries,
producers largely depend on international trade to procure these inputs. The interaction between
technology choices, input requirements, and international trade is, therefore, important for
examining the welfare implications of technology adoption across the world.

One sector in which technology adoption has had a dramatic effect on economic welfare is
agriculture. Agricultural modernization, reflected by a shift from traditional, labor-intensive
technologies to modern, input-intensive ones, has long been argued to be a central feature of
economic development (Johnston and Mellor, 1961; Schultz et al., 1968; Gollin, Parente, and
Rogerson, 2007). The role of international trade for such a shift, however, has not yet been
explored. This paper provides the first study of the effects of trade on the rise of modern
agriculture and the implications for welfare and agricultural productivity around the world.

Methodologically, agriculture gives us a rare opportunity of observing direct measures of
factor productivities—measures that are otherwise inferred from residuals of production func-
tions. The mapping between conditions of land and climate to crop output is scientifically
well-measured, and that mapping is known under which technology, whether traditional or
modern, is adopted. We bring in measures of land productivity from the Food and Agriculture
Organization’s Global Agro-Ecological Zones (FAO-GAEZ) for every crop-technology pair at
more than a million grid cells (fields) around the world. We exploit these extremely rich data
in a new quantifiable, general-equilibrium model that incorporates micro-level choices of which
crops to grow and with which technology to grow them.

We tune our general equilibrium analysis to address two broad questions. First, what were
the consequences of the fall of trade barriers in the recent decades, often referred to as “global-
ization”, on technology adoption, agricultural productivity, and welfare around the world? We
are particularly interested in comparing the relative importance of globalization in agricultural
inputs (via technology adoption) to globalization in agricultural outputs (via international crop
specialization). Second, how was productivity growth in the production of agricultural inputs,
such as farm machinery, fertilizers, and pesticides, transmitted across borders by means of trade?
Of our particular interest is the relative importance of the productivity growth coming from for-
eign sources of inputs compared to domestic ones. In answering these questions, we also seek
to understand the distributional implications of trade across countries with different levels of
development.

In our framework, we consider a world that consists of multiple countries, each encompass-

ing numerous fields. In every field, crops can be produced by different technologies that are



characterized by their intensities of land, labor, and agricultural inputs. Choices of crops and
technologies depend on both market and agro-ecological conditions. As for market conditions,
higher relative prices of a crop encourage the allocation of resources to the production of that
crop, and higher wages or lower prices of inputs incentivize the use of labor-saving, input-
intensive technologies. As for agro-ecological conditions, we adopt a parsimonious, yet flexible
specification that allows us to exploit the field-level measures of land productivity from FAO-
GAEZ. Specifically, we let land productivities be heterogeneous within every field based on a
generalized Fréchet distribution, which gives rise to tractable field-level production possibility
frontiers (PPFs). These PPFs are fully characterized by two parameters that discipline the
marginal rates of substitution between crops and between technologies within crops (i.e., the
curvature of the PPF), and agro-ecological parameters that shift the scale of production in a
field for every crop-technology pair (i.e., the scale of the PPF).

By incorporating choices of both crops and technologies, we introduce a new source of gains
from trade. It is well-studied that trade in crops (i.e. agricultural outputs) generates efficiency
gains by making room for international crop specialization. In our framework, trade in agricul-
tural inputs also generates efficiency gains by providing access to inputs that are required for
the use of modern, input-intensive technologies. We trace the marks of this new mechanism on
the welfare gains from trade. Using a pared down version of our model, we show that, relative to
the well-known result of Arkolakis, Costinot, and Rodriguez-Clare (2012), a novel term appears
in the gains from trade formula that depends on the share of land under traditional technology
and a parameter that governs the marginal rate of substitution between traditional and modern
technologies (i.e., the curvature of the PPF along the technology dimension).

We bring our model to a host of data at the level of countries and fields. Our baseline
data cover 65 countries and a rest-of-the-world region in year 2007, with information on trade,
production, and agricultural input use—including farm machinery, fertilizers, and pesticides.
To estimate demand side parameters, we follow standard practices. To estimate model-implied
PPFs, we search for the values of the two parameters controlling the curvature of PPFs by
minimizing the distance between moments in the data and their model counterparts, while
using the FAO-GAEZ data to calibrate field-level shifters. Specifically, one set of our moments
is based on spatial variations in the land use of crops: Countries with relatively larger agro-
ecological productivity in a crop tend to produce that crop more intensively if PPFs feature
less curvature in substitution between crops. Another set of our moments is based on cross-
country measures of agricultural input-intensity: Countries with higher wages and lower input
prices tend to adopt modern technologies more intensively if PPFs feature less curvature in
substitution between technologies.

Our estimated model fits several key cuts of data very well. It closely fits the data on

output quantities, prices, and land use of crops across countries. It also predicts very well



the relationship between countries’ level of economic development and several key measures of
agricultural input-intensity.

Based on spatial variations in market and agro-ecological conditions, our model implies large
cross-country differences in technology choices: the share of land under modern agricultural
technology is 35% in the first quartile of the GDP per capita and 95% in the fourth quartile.
Before turning to our counterfactual exercises, we utilize our estimated model to carry out a
decomposition exercise that sheds light on the sources of agricultural technology differences
across the world. Our decomposition exercise shows that variations in prices and wages (market
conditions) account for two-thirds of model-implied differences in technology choice, and that
variations in agro-ecological propensity (natural conditions) account for the remaining one-
third. Zooming into the market conditions, the contribution of agricultural input prices are as
important as wages, and cross-country differences in access to foreign inputs account for about
one-third of variations in input prices.

We then perform counterfactual exercises to provide quantitative answers to our two broad
questions. We start by examining how reductions in trade costs in the recent decades shaped
agricultural productivity and welfare across the world. To do so, we simulate a counterfactual
in which trade costs in agricultural outputs and inputs are set back to their estimated level in
1980, and compare the resulting equilibrium with that in the baseline of 2007. We find notable
productivity gains, reflected by 4.0% increase in food consumption and 2.5% rise in welfare at
the global scale.

To separate the effects of input-side mechanisms (by way of technology adoption) from
output-side mechanisms (by way of international crop specialization), we run two additional
counterfactuals in which we examine, separately, globalization in only agricultural inputs and
only agricultural outputs. Comparing their implications for agricultural productivity, food con-
sumption, and welfare at the global scale, we find that mechanisms on the input side are quanti-
tatively as important as those on the output side. These results tell us that we would miss much
in evaluating productivity and welfare effects of globalization if we were to ignore input-side
mechanisms.

In addition, we find that the distributional implications of these two mechanisms are substan-
tially different. Globalization in agricultural outputs particularly benefits low-income countries
because they have a larger expenditure share on food. This leads to lower welfare inequality
between low- and high-income countries. In contrast, due to two distinct channels, globalization
in agricultural inputs benefits middle-income countries the most. First, it increases the adoption
of modern technologies; second, it increases productivity in the land already using modern tech-
nology. While the first channel is virtually muted in high-income countries (since they already
have a large share of land under modern technologies), the second channel is negligible in low-

income countries (since they have a small share of land under modern technologies). As such,



globalization in agricultural inputs widens the gap between low- and middle-income countries,
while compressing the gap between middle- and high-income countries.

Lastly, we turn to examining our second research question, in which we study how trade
transmits the benefits of productivity growth in the production of agricultural inputs across
national borders. To this end, we first simulate a counterfactual in which we set productivities
in the agricultural input sector for all countries to their estimates in 1980, as well as 66 coun-
terfactuals in which we change these productivities country by country, one at a time. We next
compare, for each country, the counterfactual outcomes from input productivity growth in only
that country versus productivity growth in all countries. We take the difference between wel-
fare gains in these two counterfactual scenarios as the contribution of the foreign productivity
shocks that are transmitted by way of trade in agricultural inputs. We find this contribution
to be around 40% for an average country, which indicates that international trade played a
major role in sharing the benefits of productivity growth in the agricultural input sector across
national borders in recent decades.

These benefits, however, were substantially lower for low-income countries. International
productivity growth in the agricultural input sector brings about lower prices of internationally-
supplied agricultural inputs. These lower prices particularly benefit agricultural productivities
in middle- and high-income countries that have a more widespread use of modern technologies.
Consequently, low-income countries lose their competitiveness in exports of agricultural prod-
ucts, which explains their smaller gains from lower prices of agricultural inputs in international

markets.

Related Literature. This paper fits into different areas of economics literature. First, it
relates to research on the welfare implications of international trade, highlighting the role of
multinational production (Ramondo and Rodriguez-Clare, 2013), firm heterogeneity (Eaton,
Kortum, and Kramarz, 2011), and input-output linkages (Caliendo and Parro, 2015)— among
other mechanisms (for a review, see Costinot and Rodriguez-Clare (2014)). In addition, this
paper speaks to studies that evaluate different channels through which trade in inputs increases
productivity, including variety gains (Goldberg, Khandelwal, Pavenik, and Topalova, 2010),
quality upgrading (Fieler, Eslava, and Xu, 2018), and global sourcing (Antras, Fort, and Tintel-
not, 2017; Farrokhi, 2020).! We contribute to these strands of trade literature by embedding into
a multi-country general equilibrium setting the interactions between technology choice and input

trade. In addition, we focus our analysis on agriculture, which gives us a unique opportunity of

LOur paper also speaks to another set of papers on the interaction between trade liberalization and firm-level
choices of technologies. This literature examines firms’ exports along the distribution of firm size, where a more
advanced technology is characterized by larger fixed costs with smaller marginal costs, e.g. see Yeaple (2005)
and Bustos (2011). In contrast, we focus on technology differences based on input-intensity, and of our particular
interest is how imports of intermediate inputs can affect technology choices.



observing detailed measures of productivities, under the traditional or modern technologies, at
a spatially high resolution. Making use of these detailed productivity measures to address key
questions in economic development, we broaden our understanding of the welfare implications
of international trade.

Our framework builds on general equilibrium models of agricultural trade and specialization,
notably Costinot, Donaldson, and Smith (2016) and Sotelo (2020).2 We expand these existing
frameworks by incorporating the choice of with which technology to produce a crop. This is an
important contribution for three reasons. First, conceptually, long-run changes to trade barriers,
climate conditions, or environmental regulations likely affect not only which crops farmers grow
in a region but also with which methods they produce them. Second, by developing a framework
that allows for multiple technology choices, we provide a method that can fully exploit the
richness of the data from FAO-GAEZ.3 Third, our formulation, based on a generalized Fréchet
distribution, presents a parsimonious way of incorporating flexible choices of both crops and
technologies, bringing new mechanisms through which trade shapes productivity.*

We also speak to a long-standing literature that studies the role of agriculture in the process
of economic development (Schultz et al., 1968; Caselli, 2005; Gollin, Parente, and Rogerson,
2007; Restuccia, Yang, and Zhu, 2008a). We are inspired by insightful discussions about the
importance of agricultural inputs and the role of trade for access to them, dating back at least
to Griliches (1958) and Johnston and Mellor (1961).> Within this literature, several scholars

2A few recent papers have used the land-use models developed in these two papers. Gouel and Laborde (2018)
revisit the results from Costinot, Donaldson, and Smith (2016) on the relationships between climate change and
agricultural production/trade. Bergquist, Faber, Fally, Hoelzlein, Miguel, and Rodriguez-Clare (2019) analyze
general equilibrium effects of policy interventions in Uganda. An older literature uses Constant Elasticity of
Transformation (CET) functions to discipline land use of crops. See Taheripour, Zhao, Horridge, Farrokhi, and
Tyner (2020) for a review of computable general equilibrium models of land use.

3While we are the first to construct a general equilibrium model that incorporates productivity measures from
FAO-GAEZ for different technologies, a few recent papers have exploited the productivity differences between
traditional and modern technologies in these data to construct instrumental variables for changes in agricultural
technology over time, e.g. see Bustos, Caprettini, and Ponticelli (2016) and Allen and Donaldson (2020).

4Two recent papers have employed generalized Fréchet distributions in applications to Ricardian models of
international trade. Lind and Ramondo (2018) make use of similar tools to examine the role of correlations in
productivities between countries. Also Lashkaripour and Lugovskyy (2018) show similarities between the nested
Fréchet formulation and the nested CES structure. Under nested CES demand, the elasticity of substitution
between product varieties within a country are allowed to be larger than those across countries. The resulting
gravity-type equation can be derived from a nested Fréchet structure where productivity draws within a country
are more similar to those across countries. Here, instead of using such tools to model trade between countries,
we rather apply them to study the allocation of land to crops and technologies within a location. We provide a
complete set of new derivations for this structure, that are applicable to a wide range of parametric Roy-type
models. For example, in a model where workers select in which location and which occupation within a location
to work, our tools could be readily used to allow different supply elasticities along the dimension of location and
occupation.

5Several papers have studied how trade and structural transformation interact in an open economy, albeit
not incorporating the role of agricultural modernization, as we do in this paper. For example, Matsuyama
(1992) presents a theory to analyze the interplay between comparative advantage in agriculture and long-term
growth, Tombe (2015) formulates a global trade model to study drivers of the low levels of agricultural trade



have emphasized the importance of increases in agricultural productivity for the reallocation of
labor from agriculture to non-agriculture sectors, a mechanism often referred to as the “push
force” (Nurkse, 1953; Rostow and Rostow, 1990).° In our framework, productivity growth in
the production of agricultural inputs acts as a push force that incentivizes higher adoption
of modern, input-intensive and labor-saving technologies. We contribute to this literature by
putting this mechanism into global perspective. We show that, by sharing the benefits of foreign
productivity growth in agricultural inputs, international trade had a remarkable impact on the
adoption of modern agricultural technologies in recent decades.

Lastly, by formulating a new framework for the analysis of agricultural trade, we add to
growing research at the intersection of trade and development with applications to agricul-
ture. This literature has evaluated, for example, how agricultural trade shapes welfare (Tombe,
2015), structural transformation (Fajgelbaum and Redding, 2019), and the regional impact of

" On a related branch, a rich literature in

agricultural productivity shocks (Pellegrina, 2020).
agricultural economics has examined governments’ policies to promote agricultural productivity,
see Lee and Helmberger (1985) for an earlier partial equilibrium approach and Hertel (2002) for a
review of relevant computational general equilibrium models. In addition to our methodological
contribution to this literature, we offer a comprehensive evaluation of the effects of globalization

on agricultural productivity.

2 Data and Empirical Patterns

Our baseline data set is organized at two levels of geographic disaggregation, namely, countries
and fields (which is interchangeably used across the literature as grid cells or agro-ecological
zones). At the country level, it consists of 65 countries and one representative country for the
rest of the world. At the field level, it covers approximately 1.1 million fields around the globe.
In this section, we briefly describe our data sources, and present three key empirical patterns

about trade, input use and technology that guide our modeling choices.®

and implications for welfare, and Teignier (2018) studies the contribution of trade to structural transformation
in Great Britain and South Korea. For a recent quantitative application of Matsuyama (1992), see Johnson and
Fiszbein (2020).

6The literature has identified both push forces, coming from productivity gains in agriculture, and pull
forces, coming from productivity gains in non-agriculture, as potential sources of reallocation of workers out of
agriculture. Using historical data for a selection of countries, Alvarez-Cuadrado and Poschke (2011) find that
push forces were the dominant mechanism driving reallocations of labor out of agriculture after the 1960s.

"We know of few papers that have examined the impact of trade in fertilizers on agricultural production.
Focusing on Africa, Porteous (2020) analyzes the impact of trade in fertilizers and the implications for technology
choice. Using reduced-form techniques, McArthur and McCord (2017) evaluate the impact of trade in fertilizers
on yields and labor employment in agriculture across countries.

8 Appendix A provides a detailed description of the construction of our data set.



Figure 1: Potential Yield of Soybean: Traditional (low-input) vs Modern (high-input)

(a) Traditional (b) Modern
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Notes: This figure shows the spatial distribution of potential yields of soybean based on FAO-GAEZ data under
traditional (labor-intensive) and modern (input-intensive) technology.

2.1 Data

Country-level Data. For two broadly-defined sectors, agriculture and nonagriculture, we
collect country-level data on employment, value added, total sales, trade, and consumption. In
agriculture, our data cover ten crops (banana, cotton, corn, palm oil, potato, rice, soybean,
sugarcane, tomato, and wheat) and three agricultural inputs (fertilizers, pesticides, and farm
machinery). For each crop, we gather information on output quantity, land use, prices, and
trade. For each agricultural input, we combine bilateral trade with production in values. All
these variables in our baseline data are for 2007.

Throughout the paper, we construct several variables that capture the input-intensity of
agriculture across countries. In particular, we measure cost share of inputs in agriculture (i.e.
expenditure on inputs divided by gross output in agriculture), labor-per-land, and fertilizer-per-
land measured as tonnes of fertilizer use divided by total cropland. In addition to our baseline
data in 2007, we assemble trade and gross output data for 1980 which we use later to measure

changes in trade costs and productivity between 1980 and 2007.

Field-level data. A field corresponds to an agro-ecological zone (AEZ) as a 5 min by 5 min
latitude/longitude grid cell encompassing an area of approximately 10 by 10 km. For each field,
we collect information from the Food and Agriculture Organization’s Global Agro-Ecological
Zones (FAO-GAEZ) project, which reports attainable output per unit of land, in tonnes per
hectare, if the entire field were allocated to a crop and a given technology were used. These
measures of agricultural suitability, reported by crops and types of technology, are referred to
as “potential yields”. These measures are generated by agronomic models that exploit field-
level information on agro-ecological characteristics, such as soil types, elevation, rainfall and
temperature, under the assumption that the same economic conditions hold in all fields around
the world.



We bring in, for each crop, data on potential yields for two technology types. First, a
low-input technology that corresponds to traditional farming activities where production is
labor-intensive and there is no use of agricultural inputs. Second, a high-input technology
that corresponds to modern systems where production is intensive in the use of agricultural
machinery and applications of nutrients and chemical pest, disease and weed control. Hereafter,
we call low- and high-input technologies, respectively, “traditional” and “modern”.? Figure 1
plots potential yields of soybean based on traditional and modern technologies across the world
geography.

Lastly, we use data on the total share of cropland in every field around the world from
Earthstat. These data are generated by land-classification models that take satellite imagery as

inputs.!®

2.2 Empirical Patterns

Pattern 1. Across countries, cost share of agricultural inputs and input-per-land
or per-labor rise with GDP per capita, whereas labor-per-land falls with GDP per
capita. A key feature of economic development is that input use in agriculture rises markedly
with GDP per capita (e.g. See Restuccia, Yang, and Zhu (2008b), Gollin, Parente, and Rogerson
(2007) and Donovan (2017)). Figure 2 revisits these patterns in our data. Panel (a) shows that
the cost share of agricultural inputs rises with GDP per capita: It is approximately 25 and
60 percent respectively in the first and fourth quartile of GDP per capita. Panels (b)-(c)-(d)
show the scatter plot of labor-per-land, fertilizer-per-land, and fertilizer-per-labor in agriculture
against GDP per capita. Countries with higher GDP per capita use fertilizers more intensively
relative to land or labor, whereas they save on labor per unit of land.

Given these striking cuts of data, we develop a model that is designed to generate techno-
logical differences in agricultural production across countries as an endogenous outcome. For
instance, in a country where wages are low, or input prices are high, agricultural producers will
have incentives to choose traditional, labor-intensive technologies rather than modern, input-

intensive ones.

Pattern 2. Across countries, the import share of agricultural inputs is typically

large, and exports of agricultural inputs are concentrated in a relatively small num-

9 According to FAO-GAEZ, the low-input technology represents a production technology with “no application
of nutrients, no use of chemicals for pest and disease control” and the high-input production technology is “fully
mechanized with low labor intensity and uses optimum applications of nutrients and chemical pest, disease and
weed control.” In addition, FAO-GAEZ reports potential yields based on an intermediate input intensity, which
we do not use in this paper.

10The EarthStat project is a collaboration between the Global Landscapes Initiative at the University of
Minnesota’s Institute on the Environment and the Land Use and Global Environment Lab at the University of
British Columbia.



Figure 2: Cross-Country relationships between Cost Share of Inputs in Agriculture, Input Use
and GDP per capita (2007)

(a) Cost share of Agricultural Inputs (b) Labor per Land
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Notes: This figure plots measures of agricultural input and labor intensity against GDP per capita of countries.
Panel (a) shows input cost share, as measured by expenditure on inputs relative to gross output in agriculture.
Panel (b) to (d) show fertilizer-per-land, labor-per-land, and fertilizer-per-labor where “fertilizer” is aggregate
tonnes of fertilizer use, “land” is the cropland, and “labor” is the labor employment in agriculture.

ber of countries. Given the strong relationship between agricultural input-intensity and
economic development that we presented in Pattern 1, we now ask how much countries rely on
international trade to procure agricultural inputs. Table 1 shows that the import share of all
agricultural inputs combined is typically large, with an average of 0.65 across countries in 2007.
It also indicates substantial cross-country heterogeneity in import shares for different inputs:
for example, the import share of fertilizers range between 0.36 at the 10th percentile and 0.97
at the 90th percentile. Most countries, in fact, largely depend on international trade to pro-
cure at least one of fertilizers, pesticides, or farm machinery. This reflects the high geographic
concentration in the production of agricultural inputs. The ten largest exporting countries ac-
count for approximately 80% of all the international exports of agricultural inputs. As shown
in Table A.1 in the Online Appendix, fertilizer production is concentrated in several countries

that have the required natural resources, and the production of pesticides and farm machinery
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Table 1: Import Share of Agricultural Inputs

Imports as share Exports as share
of a country’s expenditure of global exports
Avg pl0 pbd0o p90 Top 10 Not top 10
1 2 B (¢ () (6)
All 0.65 0.31 0.70 0.91 0.77 0.23
Fertilizer ~ 0.69 0.36 0.74  0.97 0.82 0.18
Machinery 0.67 0.28 0.73  0.93 0.78 0.22
Pesticide  0.69 0.30 0.72  1.00 0.85 0.15

Notes: This table shows the average, and the 10th, 50th, 90th percentiles of import share of agricultural inputs,
for the aggregate of agricultural inputs, and by individual input category, in year 2007. In addition, it shows the
share of exports of the ten largest exporting countries in the global exports of agricultural inputs.

requires chemical- and machinery-related technologies that might be unavailable to low-income
countries.!!

Motivated by the important role of trade in the use of agricultural inputs (documented
in Table 1), in our framework we let countries purchase agricultural inputs domestically and
also from international suppliers. This will allow us to examine the importance of trade in

intermediate inputs for the adoption of input-intensive agricultural technologies.

Pattern 3. Potential yields of modern technologies over traditional ones are large,
vary substantially across fields, and do not vary systematically across countries with
different GDP per capita. Figure 4 (a) shows the global average of the modern potential
yield premium, as the ratio of potential yield of modern to that of traditional technology, for each
crop across fields around the world. These premia are, on average, in the range of four to seven
across crops. Figure 4 (b) shows, for the case of soybeans, that the global average of modern
yield premium hides substantial heterogeneity across fields: the 5th, 50th, and 95th percentile
are 1.9, 5.5, and 14.9. This heterogeneity is mostly driven by within country-variations. If we
adjust the premia by the average in every country by shutting down between-country variations,
a remarkable heterogeneity remains in place. A similar pattern holds for other crops, too.

In addition, Figure A.2 in Appendix G.2.1 shows that across countries the average modern

potential yield premium does not vary systematically with GDP per capita.!?

HFor instance, countries in the Middle East and North Africa (MENA) and in the East Europe have large
endowments of raw fertilizers, and, therefore, present a small import share of fertilizers, but imports in these
countries account for a large share of their expenditure on farm machinery and pesticides. Import shares of
all the input categories are typically the largest among Sub-Saharan African countries and the lowest in North
America and East Asia & Pacific. For most European and Latin American countries imports account for about
a half of their expenditure on agricultural inputs.

12The figure shows (a) unconditional correlation between modern potential yield premia and GDP per capita,
and (b) conditional correlation once we control for the level of traditional potential yield. At this point, we only
mean to have a first look into the data. The correlation between potential yield premium and GDP per capita,
might differ once one controls for composition of crop outputs across countries, within-country heterogeneity

11



Pattern 3 suggests that shifting production technologies from traditional to modern could
substantially increase yields. In addition, our initial inspection of the data indicates that agro-
ecological conditions, as captured by the modern potential yield premia, are unlikely to fully
account for the large cross-country differences in the cost share of inputs in agriculture. Moti-
vated by these data patterns, we allow technology choices in our framework to depend on both
local market conditions related to prices and wages, and agro-ecological conditions reflected by

potential yields of crop-technology pairs.

Figure 3: Potential Yield Premium

(a) Average across crops (b) Distribution across field (soybeans)
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Notes: Panel (a) shows the average premium of the modern technology across fields in the world. Panel (b)
shows the distribution of the premium in the case of soybeans. Adjusted for country mean is computed as the
premium at the field level plus the global average premium minus the the country-level average premium.

3 Model

This section develops a general equilibrium model of trade with endogenous choices of crops
and technologies in agricultural production. We consider a global economy consisting of many
countries. Each country is divided into a discrete number of fields, and each field consists
of a continuum of plots. In every plot, agricultural producers face a discrete choice problem
of which crop to grow, and with which technology to grow it. Aggregating plot-level choices
delivers field-level output of every crop-technology pair, and aggregating field-level output gives
country-level output. International trade shapes agricultural productivity around the world due
to international crop specialization (output-side mechanism) and due to access to internationally

supplied inputs used in modern technologies (input-side mechanism).

in agro-ecological variables, and geographic variables that are responsible for trade openness. Looking ahead,
we incorporate these considerations into our model and estimation. We also provide a decomposition exercise
in Section 5.4.3 to examine the contribution from variations in modern potential yield premia to variations in
technology choices across fields around the world.

12



Environment. The global economy consists of multiple countries, indexed by i or n € N.
Each country n is endowed by a given supply of labor N,,, land L,, and raw fertilizer V.
Consumption combines sector-level bundles of nonagriculture and agriculture. The nonagricul-
ture bundle consists of a single good defined by a singleton @ = {0}. The agriculture bundle
comprises multiple crops, indexed by k € K. Every crop can be produced using a technology
characterized by input and factor intensities. Specifically, technology is either traditional that
uses only land and labor, or modern that uses labor, land, and multiple agricultural inputs in-
dexed by j € J. We denote by G the set of all goods in the economy consisting of nonagriculture

good, agricultural inputs, and crops,

QEOUJUK:{ 0o 1.0 ,J+1,...,J+K}.
v N—— \ ~~
nonagriculture  ggricultural inputs j€7 crops ke

A set F, of fields f, each with area L/, characterizes the total land in country n, where
Ly =3 cr, Lf. Our setup allows for differences in agro-ecological conditions between fields,
meaning that land productivities associated with a crop-technology pair (k, 7) are heterogeneous
across fields f € F,,. Labor is homogeneous and freely mobile within countries. Endowments of
raw fertilizers are inputs in the production of processed fertilizers.

All goods g € G are tradeable, subject to iceberg trade costs: for delivering one unit of g
from origin ¢ to destination n, d,; , > 1 units must be shipped under triangle inequality. Price
of g originated from 7 and delivered to n is pp; g = pi gdni g, Wwhere p; 4 denotes the producer price
at the location of supply. The price index of g at the location of consumption n, depends on
the vector of delivered prices there, [pn;4li, and is denoted by P, ,. All markets are perfectly

competitive.

3.1 Production

Agricultural Technology. FEvery field f € F; consists of a continuum of plots w € f. In each
plot w, agricultural producers choose which crop k£ € K to produce, and with which technology

7 € T to produce them. The production technology for crop-technology pair k7 is given by:

f — (.f f Y (o W (g i
Qz‘,m(w) = Qkr <Zi,k7'(w)Li,kT(w>) (Ni,kT(w)) (lem'(w))
where g, is a constant scalar,'3 ziJj 4 (w) is the land productivity of plot w for producing crop k
using technology 7, and Lfi o (W), Ng i (W), and MZ{ . (w) are the use of land, labor, and material

inputs, respectively. Setting up every plot w for agricultural use requires a fixed cost zf o(w)

paid in units of nonagriculture good. v € [0,1], vof € [0,1], and 72 = 1 — vy — M € [0,1]

_ _~L _ AN M
B = (v) 7 (i) T () T
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are, respectively, intensity parameters of labor, inputs, and land in production of crop k using
technology 7. These intensity parameters characterize technology which are either traditional
7 = 0 or modern 7 = 1. The bundle of input use Mz{ . (w) is a Cobb-Douglas combination of
agricultural inputs, _
) M
Ml (w) =TT (M3 @)
JET
where Mf,fT (w) is the use of input j and ™ € [0,1] is the share parameter (Xjer M =1).

The price index of the bundle of agricultural inputs in destination i is m; = [, J(Pi,j)'yi"M

f

By cost minimization, the marginal cost of crop k using technology 7, ¢}, (w), equals

; (P (%) N/ ANt o
Cz‘,m(“’):( 7 ) (wz) <mzk)

Zi,kT(w)

where w; is wage in country ¢ and rlf 4 (W) is the gross rental price of plot w. Since markets are
perfectly competitive, net profits in every plot are pushed down to zero. Profit maximization
and zero profit condition ensures that cfi (W) = pi k. This delivers the gross rental price of land

in plot w (or equivalently, gross returns to plot w) if assigned to crop-technology kT,

f _
Ti,k’r(w) - Zi,kT(w)hiva (1)
w; \ Ve Ve (1 g\ e/ Vi
where  h; i = pig —
DPik Pik
Ei,kT

/

i,kT

h; - that summarizes the effect from market prices. The price-inclusive component, h; ., is the

Returns to crop-technology k7 depend on land productivity z;, (w), and a price-inclusive term

product of the output price p; j, and a term denoted by ﬁ,;w This latter term depends on wage
and price of material inputs relative to price of output, w;/p;x and m; x/p; k-

The net rental price of land in w is then the gross returns net of investment costs,

0

2 e @) higer — o (W) Y,

where P? is the price index of nonagriculture goods. The optimal allocation in every plot w € f

maximizes returns to plot w by selecting among crop-technology pairs k7, that is the one with

the highest rent or by leaving the plot idle if no crop-technology pair delivers positive net rents,

max{zf (w)h r for all (k, 1), z{o(w)Pf}

i kT
The vector of investment requirement and land productivities, z/(w) = [/, (w) for all

i
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(k,7) e KxT, zlf o(w)] is randomly drawn across plots w € f from a nested Fréchet distribution,

Pr(z/ (w) < zf) = exp{ —¢ [(Fo(zz{o»_el + Z (Fk(zzf,k)>_01] }

kek
1
! f )
Fat z; -0
where To(zfg) = (), Tw(zl) = |3 (5) | foralkek
) e Ykr

_ —01
Here, ¢ = [F(l — 1/01)] is a normalization to ensure that ]E[zgo(w)] = afio, and E[zlfm(w)] =

a; xr- Our formulation generalizes a standard Fréchet distribution as the one in Eaton and
Kortum (2002) by relaxing the assumption that productivity draws across alternatives are in-
dependent. We achieve this extension by building on tools from the literature on discrete choice
based on generalized extreme value distributions (McFadden, 1981). We present a detailed
derivation in the appendix, and explain the intuition below.

This generalized Fréchet distribution allows productivity draws to be correlated in a struc-
tured way. In the upper nest, 6; controls the dispersion of land productivity draws across crops.
The higher #,, the less heterogeneous the land productivity draws across crops within a field.
Consequently, producers will be more responsive in substituting across crops when relative re-
turns to crops change. In the lower nest, 6 controls the dispersion of productivity draws across
technologies within every crop. The larger 6, relative to 6, is, the larger the correlation between
draws are across technologies within a crop. Given a choice of crop, at a higher 6, producers
are more responsive in adopting a technology when returns to that technology rise.

Consider the case with two crops, say corn and wheat. In the case where 6, > 6, > 1,
productivity draws between corn-traditional and corn-modern are more similar compared to
draws between corn and wheat. Setting #; = 65 brings the model back to a one-nest Fréchet
distribution where the correlation between draws across technologies within a crop is not different
from that across crops. In that case, draws between corn-modern and corn-traditional are
equally dissimilar to draws between corn-modern and wheat-traditional, or corn-modern and

wheat-modern.

Agricultural Output and Land Allocation. For every field f, we denote the fraction
of land allocated to crop-technology k7 by 7'({ - Furthermore, let afi . be the fraction of land
allocated to crop k, and oz{ ., be the fraction of land within crop k allocated to technology 7.
The land shares are given by

xf :alf,kxaf (2)

ikt i kT
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where

0
f <a{””h’7’”) 2
Uigr = e (3)
(H)
(Hifk)el
O‘zf,k = I : . (4)

(ai,OPiO)01 + Zke;c(Hffk)el

The aggregate return to crop k, H Zf s equals

1

HY, = [Z <azf7krhi,k7)61% (5)

TeT

Equations (2)—(5) connect the dispersion parameters of the Fréchet distribution to elasticities
of land use. Specifically, #5 appears as the elasticity of substitution across technologies within a
crop choice, and 6, as the elasticity of substitution in land use across crops (and non-cropland).
The opportunity cost of agriculture production, a{ oP?, pins down the total share of cropland.
Within the cropland, land share of crop k increases in its average returns H Zf > With the extent of
the relationship governed by #;. Within the land allocated to crop k, the land share of technology
7T rises in average returns to technology 7, alf, o
by 6s.

Let Qf

i,kT

hi k-, with the extent of the relationship disciplined

be the set of plots w in field f to which crop-technology k7 is optimally allocated.
!

Conditional on w € €,

the average productivity of crop-technology k7 in field f equals

2/, (w) |we Q] =af, (al) 7 (al, )% (6)

i, kT i, kT i i, kT

The conditional mean productivity of crop-technology k7 is greater than the unconditional mean
f
zZ

productivity, E[z;, (w)] = a{ .- To see this, suppose that the share of land allocated to corn rises
due to an increase in the relative price of corn. This is achievable by adding infra-marginal plots
that have lower land productivity for corn production. As a result, the mean land productivity
of corn falls. This dampening effect of selection on average land productivity is governed by 6,
along the dimension of crop choices, and by 6, along the dimension of technology.

With equation (6), we can now derive output quantities by putting together three observa-
tions. First, the optimal allocation requires each plot w € f either not to be used (i.e., to stay
idle) or to be used for the production of a single crop-technology pair. Second, according to

equation (1), the return to land for plot w equals piﬁkﬁi’,ﬁzif 4 (w). Third, since a fraction vf
f

of gross output is paid to land, hence ’y,pri7in7kT(w) = pi,k%@',ng 4r(w). Combining these three

16



points,

(Vi)™ lhmzzf (w), we QZ .
szz‘r( ) F k (7)
0’ w g—i Qi,kT

At the field level, aggregate output of crop k using technology 7 in field f within country
f Lf
'L kT

Using equations (2), (6), (7),

7, Ql wrs €quals land use, times average production across plots, E[Ql o (W) | w e QZ orl-

Q{,kT = ’LfkTL{ X E[Qz kT( ) ‘ w e Ql k7:|
01—1 g1

= Lf(f}/k:‘r) 1hlk7asz(&£k) %1 (azf,kT) %2

(8)

Notice that production is constant-returns-to-scale at the level of plots, but decreasing-returns-
to-scale at the level of fields. The reason is the selection margin that is operative in the ag-
gregation over plots, as we explained above in discussing equation (6). Specifically, field-level
output Q{ ., 15 homogeneous of degree (#; — 1)/6; w.r.t. crop-specific land use, and of degree

(03 — 1)/6; w.r.t. technology-specific land use per crop. Aggregate output of crop k in country

Que=3 0. (9)

feF;, TeT

7 is then given by:

Lastly, aggregate quantity of nonagriculture good that is required for setting up plots is
denoted by .5; and equals

si=Y 1! 10[1—(1—20%) o 1/91] (10)

feF; kek

Nonagricultural Technology. Production of processed fertilizer, denoted by v € 7, is linear
in the domestic endowments of raw fertilizers, V;. The production of every other non-crop good
g = {nonagriculture (¢ = 0), non-fertilizer inputs (¢ € J, g # v)} employs labor N; , featuring

constant-returns-to-scale with labor productivity A; 4.

3.2 Consumption

Every good g € G is differentiated by the origin of production. Consumers purchase varieties of
every good ¢ from different origins according to CES preferences with elasticity of substitution
o4 > 0 and demand shifters b,; ,. Accordingly, the share of expenditure by country n on good

g € G from origin 7 is:

l—0oy4

_ bn@g(pi,gdniyg)
)\nig - (Pn,g)l_ag (11)
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The agricultural consumption bundle, on its turn, aggregates the consumption of all crops
according to a CES function with elasticity of substitution x and demand shifters b, ;. The share

of expenditure by country n on crop k relative to aggregate agriculture expenditure equals:

bn k (Pn k)l_’i
k= 12
e = -
Lastly, the final good aggregates over the consumption bundles of nonagriculture (s = 0) and
agriculture (s =1) according to a nonhomothetic CES with an elasticity of substitution 7, income
elasticities €°, and demand shifters b;. The share of expenditure by country n on sector-level

bundles of nonagriculture and agriculture equals:

by (En/ Po)™ (D7) "

NS

(13)

where F, is total expenditure in country n. If n < 1, agriculture and nonagriculture are
complements; otherwise, they are substitutes. Agriculture is a necessity if € > ¢!'. When

e = ¢! =1, the system collapses to CES preferences. Price indices are:

_1
Pog = [Z bm,g(pi,gdm,g)ligg] ' (14)
ieN
PTL,O; lf S 0
B = = (15)
[Zkelc bn,k(Pn,lc)liﬁ] "oifs=1

P, = [ N B(E./P) e—l(P;)l—ﬂll" (16)

se{0,1}

The price effects operate via substitutions in the upper tier between nonagriculture and agri-
culture through (P2/P,)'", in the middle tier between crops (e.g. wheat vs corn) within agri-
culture through (P, x/Pr)'™, and in the lower tier between varieties of different origins within
a crop (e.g. US corn vs Brazilian corn) through (ppix/Pnx)' 7. The income effect operates
through (E,/P,)* ! in the upper tier between nonagriculture (s = 0) and agriculture (s = 1).
Note that P, is the cost-of-living index, and welfare or aggregate real consumption thus equals
C, = E,/P,."

14The utility derlved from final consumption, C,, is defined implicitly according to

1 es—n n—1
2 ose{01} (b;) ! (C’n) ! (C“’) " = 1. The pair of equations (16) and (13) characterize the non-homotheticity
in demand, i.e. how the price index and expenditure shares vary by income. In the empirically relevant
case, where e” > ¢!, a rise in welfare, E, /P,, is associated with an increase in the share of expenditure on
nonagriculture, 8}. See Comin, Lashkari, and Mestieri (2015) for details.

18



3.3 General Equilibrium

Goods market clearing for nonagriculture, agricultural inputs j € J, and crops k € K require

supply at the origin country to equal world demand,

PioQio = Z Mi0BYE, + PPS; (17)
neN

pijQij = Z Z ani,ﬂi’M’Y%Pn,kab,m (18)

feFi neN kek

neN

Labor market clearing in every country ¢ requires labor supply N; to equal labor demand from

agriculture and elsewhere,

N; = i[ Z PigQig

wZ
geOUT ,g#v

Z Z Zmpz kQZ kr (20)

Wi | kex fEF €T

nonagriculture employment,N? agriculture employment,N 2

Finally, total expenditure in country 7, E;, equals the sum of factor rewards,

E; = Z Z Z(%ﬁ + 7£T)Pi,kQ£kT — P’S; + Z PigQig (21)

ke feF; TeT geoug

The first term net of the second term in the RHS equals payments to labor and land in agri-
culture. The third term is payments to labor in nonagriculture and agricultural inputs as well
as revenues from fertilizer sales. Equations 17 -21 guarantee that trade is balanced and land
markets clear.

We close the layout of our model by defining the global economy and general equilibrium.

Definition 1. For all countries n,7 € N, fields f € F,,, goods g € G consisting of nonagriculture,
agricultural inputs j € J, crops k € K, sectors s € {0,1}, and technologies 7 € T, a global
economy is characterized by endowments & = {L/, N,,,V,,}, supply parameters Qg = {6;, 0-,

M- f 0 -1 s 15
Vo Vi, Ve Vo Gy g, @ nkT} and demand parameters QD {e°, ", n, Kk, 04,65, by ke, bnigs i g, Ang }-

Definition 2. Given a global economy characterized by {&,{s,p}, a general equilibrium
consists of prices {p, 4} in all countries n € N and for all goods ¢g € G, such that equations 1-21
hold.

15Here, {)g summarizes parameters of agricultural production function, and as such, by supply we mean that
of agricultural outputs. This classification greatly simplifies our exposition of the estimation of the model in
Section 5.

19



4 Discussion: Trade, Technology, and Productivity

This section discusses the interplay between trade, technology and agricultural productivity in
our model. First, we derive and discuss the production possibility frontiers (PPF) implied by
our generalized Fréchet distribution, which will be critical for the strategy that we use to bring
our model to FAO-GAEZ data. Second, we show how our model generates a new source of gains
from trade that arises from the interaction between technology and trade in intermediate inputs.
In doing so, we benchmark our analytical result with Arkolakis, Costinot, and Rodriguez-Clare
(2012).16

4.1 The Production Possibility Frontier in each Field

In our framework, crop quantities in every field are the endogenous outcomes of the aggregation
of discrete choices over a continuum of plots. To better understand how the generalized Fréchet
distribution govern aggregate choices, we study an equivalent maximization problem in which
agricultural producers allocate land efficiency units to crop-technology pairs subject to a pro-

duction possibility frontier (PPF). For a given field f in country i, consider this maximization

problem:
> hiarliy
{Ll kT}k T {LZ k}k €T kek
~ 0o—1
~¢ 09 %2 ~
Sub.jeCt to Z( %, ]CT/a’L kJT)eQ ! S L{,k (22)
L T€T
~ 61-1
01
SO(E ) ] <, (23)
| ke
where Lfc o and L i are efficiency units of land at the level of crop-technology k7, and crop k. The

agricultural producer maximizes the sum of returns across uses of land, > >, A kTLZ for >

subject to the PPF (equations 22, 23), i.e., she chooses sz’ i and Lfi & given price-inclusive terms
h; xr described by equation (1), technology coefficients a{ v and land endowment Llf A7

We illustrate this problem with diagrams for two crops, which we call rice and wheat. To save
on notation, we drop country and field indicators. Figure 4 presents the production possibility
frontiers in two tiers. The lower tier, represented by Panel (b), reflects substitution possibilities

across technologies within a crop, and the upper tier, represented by Panel (a), disciplines

16See Appendix Section C for a detailed derivation of the results in this section.
"Two comments come in order. First, for the sake of exposition, we have set the value of the outside

option at zero. Second, efficiency units L x. immediately deliver production quantities Q{ xr according to:

Ql wr = (L/7E )R z,erzf,krv where, as defined by equation (1), 77:1’,]@7— = (wi/pi}k)_"yli/"’k%f (mi,k/pi,k)_”f’%/”*'ff.
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substitution possibilities between crops.

Figure 4: Production Possibility Frontier

(a) Between technologies within crop & (b) Between crops
Ly Lwheat
Lyay SlOpe = _hkO/hkl L €= — m’ce/Hwheat

curpature governed b
curyature governed b

Lk aro Lk() L Lrice

Notes: Panel (a) shows the lower-tier production possibility frontier within crop k between the two technologies,
1 as modern and 0 as traditional. Panel (b) shows the upper-tier production possibility frontier between the two
crops, rice and wheat. {LkT, Lk} are in units of land efﬁc1ency In Panel (a ) the slope of the curve is proportional
to —(Lko/Lkl)l/(92 1) and the maximum quantity of LkT is akTLk where Lk is the choice variable in the upper

tier. In Panel (b), the slope of of the curve equals —(L MCC/Lwheat)l/(Gl D, and Hy = [ZT(akThkT)92] for
k € {rice,wheat}. The maximum quantity of Ly, is the entire field area, L.

Panel (a) shows for every crop k the optimal choices of output in units of land efficiency using
traditional (7 = 0) and modern (7 = 1) technologies. The maximum that could be achieved if
all resources for the production of crop k£ were allocated to technology 7 is given by agrLy.. This
maximum value depends on technology coefficients, a.,, as well as aggregate efficiency units
allocated to crop k, Zk, which is a choice variable in the upper tier —In Section 5.2, we show
how we exploit the productivity measures from FAO-GAEZ to recover a,,—. The slope of the
frontier curve at point (Zko,Zm) is proportional to (Zko / Zkl)l/ (2=1) " that is governed by 6.
The smaller 65, the greater the curvature, the less elastic choices of technology in response to
a change in market conditions.!® The slope of the iso-value line in turn equals hyo/hg1, which
incorporates the effects from relative wages and input prices adjusted by relative labor and input
intensities.

Panel (b) shows the upper tier of production choices that represents the substitution pos-
sibilities between rice and wheat. The slope of the frontier at point (ZMCG,ZMM) equals
(Eme / Ewheat)l/ (1=1)  that is governed by 6;. A smaller #; means more curvature, hence lower
sensitivity in substitution across crops if relative prices change.!® In addition, the slope of the

iso-value line is (—H,ice/ Huneat)- Reproducing Hj, from equation (5), it is a generalized mean

18Tn one extreme where 3 — 0o, the frontier is a straight line, and the problem has a corner solution reflecting
that choices of technology can be extremely sensitive to relative prices. In the other extreme where 65 — 1, the
frontier collapses to a right angle, and the optimal choice becomes insensitive to prices.
~1QSinlilarly, if #; — oo, the producer problem has a corner solution, and if §; — 1, the optimal choice of
(Lrices Luwheat) becomes insensitive to price changes.
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of ap,hy, across technologies within every crop, H, = [ZT(akThkT)‘g?] % Therefore, crop-level
returns that are taken into account in the upper tier depend on optimal decisions made in the
lower tier. Moreover, the maximum efficiency units of land that can be allocated to crop k
equals total land area. This maximum value is not greater than total land area because the
selection margin raises average land productivity only if a fraction of land, not the entire area

of it, is allocated to a crop.?’

4.2 The Gains from Trade

We now study how the interaction between access to foreign inputs and technology adoption
introduces a novel source of welfare gains from trade. To focus on the main forces at work, in this
section, we simplify our model along two dimensions. First, we assume Cobb-Douglas preferences
between goods and CES preferences within goods, meaning that the share of expenditure on
nonagriculture and agriculture, 52 and 3}, and on every crop k within agriculture, 3, s, are here
exogenously fixed compared to (12)-(13), but trade shares, \,; 4, are still given by equation (11).
Second, we assume no use of labor in agriculture.

Consider a shock to trade costs {d,;4}. For a generic variable x in the baseline, let 2’ be its
value in the new equilibrium, and # = 2//2. The change to welfare (real consumption, C;) in

response to changes to trade cost parameters ({dp; ,}) becomes:
BBk

A A L\ NN - L
Ci = (ﬁz’,o </\n',0> 0 ) H (ﬁi,k ()mk) k > prck(dfk) o1 (@{ko) 7 (24)
F /

N J ,

Vv wV
nonag and ag trade (ACR) ag productivity (New)

where p; o and p; are changes to value added share of nonagriculture and crop k, and pfi L 1S
the baseline value added share of field f within crop k. Equation (24) shows the sufficient set of
information required to calculate welfare gains from any change to trade costs. Notice that, if
all land is fully allocated to a single crop-technology pair, i.e., if dfi = dfi w = 1, equation (24)
collapses to the standard formula for welfare change in a trade model with multiple-sectors, as
discussed in Costinot and Rodriguez-Clare (2014). Here, the reallocation of land across crops
and technologies matters for real consumption.

To focus on the role of technology adoption, consider a pared down version of our model

20The shadow prices of this aggregate problem replicate land rents (i.e. land returns) predicted by our micro-
founded model. Specifically, we derive in the appendix that the Lagrange multiplier associated with the slack
constraints (22) and (23) are respectively given by Hj, and 3, HZl]l/el. That is, the shadow price of the land
allocated to crop k equals Hy, which is the average returns to land used for production of crop k, and the
shadow price of the entire cropland equals [Y ", H, 21]1/ %1 which is precisely the average rents of cropland. For
full derivations of this aggregate problem, see Appendix (C.5).
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in which utility solely depends on food consumption and agriculture consists of a single crop.?!
Consider also a country where agricultural inputs are entirely imported. This means that in
autarky country i is restricted to domestic varieties for consumption, and traditional technolo-
gies for production. In this stylized model, the gains from trade in country ¢, defined as the

percentage loss in real income from raising trade costs to infinity, is

Gi=1- ()71 (Gig)% (25)
——— ——
trade technology

where \;; is the baseline domestic share of expenditure on agriculture, and &, is a weighted
1762
average share of the domestic land allocated to traditional technology, &; ¢ = [Z 7 sz (O‘zf, 0) 02] :

Equation (25) underscores two sources of gains from trade: A classic channel, (Aii)ﬁ, that
measures the gains from access to foreign consumption varieties, and a new channel, (641-70)%,
that reflects how access to foreign inputs unlocks the use of modern agricultural technologies.
The gains from this new channel is summarized by the baseline share of land using the traditional
technology (@), and the elasticity of substitution in production across technologies (). The
smaller &;o or 0y, the larger these gains. Compared to the classic one-sector formula, i.e.

Gi =1— (X))@, equation (25) delivers unambiguously larger gains from trade.

5 Taking the Model to Data

The estimation of our model consists of two steps. We first estimate demand-side parameters,
Qp (for parameters included in Qp, see Definition 1) using country-level data on production
and trade. We then estimate supply-side parameters of agriculture, {25, employing our field-level
data on potential yields and country-level data on agricultural production. After presenting our
estimation procedure, we discuss the identification of our supply side parameters. We then close
this section by presenting the estimation results, model fit, and sources of spatial variations in

technology choices.

2'We focus on the technology-related channel since the crop-related channel has been studied elsewhere. To

see it, let #; — oo, then the agriculture productivity channel is given by:
Foaf 01—1 B1Bik
Zf pi,k(ai,k) i }
because 6; is finite, meaning that crop production features decreasing returns to scale at the level of fields.
The analogue in the trade literature is where production features economies of scale and/or labor is imperfectly
mobile across industries. For a recent discussion, see the gains from trade formula in Kucheryavyy, Lyn, and
Rodriguez-Clare (2016), Galle, Rodriguez-Clare, and Yi (2017), and Farrokhi and Soderbery (2020).

. This expression shows that a reallocation of land across crops matters for welfare
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5.1 Demand-side parameters

Demand for Agricultural Goods. We estimate the demand for agricultural goods as in
Costinot, Donaldson, and Smith (2016). First, based on equation (11), we estimate the elasticity
of substitution between crop-varieties (0y) using:

nik

X
log (X—> = Opg + (1 — ox) logpix + €ni-
n,k

Here, X, is the purchases of n from country ¢ of crop k, X, ; is total purchases of country

n of crop k, On = —10g[>"; bnik(Pirdnir)' 7% is an importer-crop fixed effect, and €,;; =
log bm‘,kdizgk is a residual. We set ZZ]\LI €nip = 0 (without loss of generality), recover bm,kdfg,‘:’“

from €, 1, and estimate a common elasticity of substitution between crop varieties (o = o).
Due to potential correlations between demand shocks and prices, we instrument logp; ; with
the average of potential yields across fields of the exporting country. With estimates of o and
bm,kdyll;g’“, we construct P, according to equation (15). Using equation (12), we then estimate

the elasticity of substitution between crops (k) based on:

Xk
log ( );1 > =0p+ (1 —k)log Pk + €nks
where X! is aggregate purchases of all crops, 6, = (1 — k)log P! is a country fixed effect,
€nk = log by i is a residual, and without loss of generality, Zkelc enr = 0. Again, to address
potential endogeneity issues, we instrument log P, ; using the average potential yield of each

pair of country-crop. We recover b, from residuals €, 4.

Demand for Nonagricultural Goods. We set o, = 4 for non-agriculture good and for agri-
cultural inputs based on the literature.?> For g = {nonagriculture, pesticides, farm machinery},

we estimate:

X

Xni
log (—g) — (I —oy)logw; = dpg + iy + €nig, (26)
n7g

where 6, , = (1 — 0,)log P, , is a destination fixed effect, §,, = (1 — 0,)log A, , is an origin

fixed effect, and €, , = log(b%gdl_ag) is the residual. We recover bm-,gdl_gg

nig nig  ITOM €ni g and A; g

from ¢, 4. For g = fertilizers, we estimate the expression above without d; 4, substitute log w; by
1 l—0oy4 .

og p; 4 and recover bmgdm’ g from residuals.

Upper-tier Demand Parameters. We set income elasticities of nonagriculture and agri-

culture goods at € = 1.5 and ¢! = 0.5, and the substitution elasticity between agriculture

22For example, see Simonovska and Waugh (2014) and Imbs and Mejean (2015).
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and nonagriculture at 7 = 0.5 according to Comin, Lashkari, and Mestieri (2015).?* These
parameters imply that agriculture is a necessity whereas nonagriculture is a luxury, and that
agriculture and nonagriculture are complements. Given (7, €%, '), we recover demand shifters
(b9, bl) using expressions (16) and (13). To do so, we use model-implied price indexes, (P?,

P}), which we obtain after fully calibrating the model.

5.2 Supply-Side Parameters

We now turn to the supply side parameters, Q5. We define ¥ = 7} /7 and estimate © =
{601,05,7"}, subject to a calibration problem that sets I' = Qg/0 = {alf’o, afikT, AN AR M
,yi’M}hT. Our estimation procedure can be thought of as a two-layer problem. In the inner
problem, we take © as given, and calibrate I' so that the general equilibrium of the model
matches a number of targets. In the outer problem, we search for © to minimize the distance
between aggregate moments in the data and their simulated counterparts in the model. We

briefly present our procedure here, relegating a full step-by-step description to the appendix.

Calibration (Inner Problem). To calibrate productivity shifters, afi wrs We exploit potential
yield data from FAO-GAEZ. By construction, potential yield, 3%

ikr > €quals the average land
productivity in field f if the entire area of the field were allocated to crop k using technology 7.

In our model, the corresponding yield value is obtained by setting oz{ = ozlf’ wr = 1 in equation
(8) and by dividing the resulting equation by L/, which gives (ykLT)_th-kTa{ .- Since potential

yields data do not reflect local market conditions, we assume %ikf to be the same across countries
f

(?Li;w = EkT).M Given these remarks, we can connect the unobserved productivity shifters a;, -

to observed potential yields y/** based on y/ 2 = (7,?7)_%,{”@{ - Using this relationship,
we express afi L As:
d
a{,kr = 5k7y£7kfta (27)

where 0y, = 'y,fT /}leT is an unobserved scale parameter. Hence, all we need to recover is a scale
parameter, per crop-technology pair.?® In particular, we adjust d,., according to: (1) aggregate
production quantity of every crop k in the US, and (2) aggregate land share of modern technology

in the USA, for every crop k.

To recover alf’ o> we use field-level data from EarthStat on the share of total cropland. Setting

total cropland share from the model, %f,o => ozlfk, to that in EarthStat, afi’gam, and using

23Specifically, in their cross-country estimates, they find income elasticity of agriculture to be around that of
manufacturing minus one, and the substitution elasticity around half (see Table 3 in their paper).

24Here, }leT can be thought of as an unobserved term implied by a vector of global prices implicit in the
construction of the data on potential yields.

25Note that, in general, there are T x K x F unobserved productivity shifters {a{ikT} withT =2, K =10, F >
105. Using potential yield data, we reduce this enormous number by several orders of magnitude down to only
T x K unknown parameters {0y, }.
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equation (4), we recover field-level investment intensity parameters,

1 L
1 2 1— af,data
fo_ f\0 1,0
CLz’,O - P_ZO (Z(H%k) 1) ( af’data . (28)

k

To calibrate factor shares, we impose the same factor shares across crops due to data limi-
tations (i.e., v = 75, AM =AM AN = 4N and M = 49M) We set the share of every input
j (""M) according to USDA Commodity Costs and Returns, which gives M = (0.256,
yPestM - — (.158, and yMeh-M — (.585. This leaves us with six technology-specific factor
shares to measure. To this end, we use aggregate share of land, labor, and inputs in the
UsS {75 g’jf“, ”y]UV dem, vgfsﬁm} Each of these observed aggregate shares is an average between its
corresponding traditional and modern factor shares. Following the definition given by FAO-
GAEZ, we set input share of the traditional technology to zero, v3¥ = 0. This together with
yaradate — (.58 pins down M. Labor shares are v = 1 — 4% — 4™ due to constant returns to
scale (at the level of plots), meaning that we only need to pin down technology-specific land
shares, v£. Since we observe WUgjta = 0.21, which is the weighted average of 7} and ¥, we
are left with only one unknown. We define 5 = v% /v and leave this final parameter for the
estimation.

In our calibration problem, we take aggregate expenditure on agriculture and nonagriculture
as well as employment in nonagriculture in every country i as given (i.e., EY = E? data E! =
B N0 = N2) and solve for prices {p, 4} such that equations (1)-(19) hold, productivity
shifters satisfy (27)-(28), and factor shares are set as described above. We represent this inner

problem as ¢(I'; ©) = 0.

Estimation (Outer Problem). We construct four sets of statistics to jointly estimate © =
{01,0,,7*}. These statistics are aggregate moments that summarize data variations in order to
identify ©. (In the next section we discuss about identification.) Our first set of statistics is
based on cross-country variations in input cost share. Defining s; as the cost share of inputs

and N, as the set of countries in the gth quartile of GDP per capita, we construct:
ml = 1 Z si, q=1,2,3,4 (input cost share)
N,

Our second set of statistics is based on cross-country variations in fertilizer-per-land, v;.
To exploit the degree to which these measures vary across low and high income countries, we

construct:

1
m; = m Z log(v;) |N | Z log(v;), ¢=1,2,3 (fertilizer-per-land)

1E€ENy i€ENy
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The above two sets of moments contain information about how measures of agricultural input-
intensity vary across countries with different GDP per capita.

Our third set of statistics summarizes the relationship between input-intensity and land
productivities (yields) across countries. Defining x;, = (Qix/Lik) / (O;(Qix/Lix)/N), we call
x; = Lipwi/ Y, Lig as the average normalized yield in country ¢ (weighted by land shares).
Figure A.1 shows that in the data, there is a positive, strong cross-country relationship between
average normalized yield x; and cost share of inputs, s;. To exploit this empirical relationship,
we define V' as the set of countries in the gth quartile of cost share of inputs, and construct

the following:

mg = |]$'5‘| Zg\;; log(x;) — ﬁ ng:i log(z;), ¢=1,2,3 (yields)

Our fourth and last set of statistics summarizes cross-country information about crop choices.
We base this set of statistics on the share of every crop k relative to a reference crop kg, denoted
by ¢, = Li/Lik,- We choose corn as the reference crop since virtually all countries produce
corn. For every crop k, we define N, fo as the set of countries in the gth quartile of potential yield
of crop k relative to the reference crop based on country-level average traditional technology, and
similarly we define the set N, ;“1 of countries for crop k based on modern technology. Figure A.3
shows that in the data, the land share of every crop is systematically larger in countries where
potential yield of that crop is larger (both based on traditional and for modern technologies).

We therefore construct:

mh0 = LS [Zz‘eN,fo log(lix) — ZieN]fO log(&-,k)] , ¢=1,2,3 (land shares, traditional)
mbt = L5 ZieN§1 log(€; 1) — ZieNfl log(éi,k)] , ¢=1,2,3 (land shares, modern)

—

Finally, let m = [{m/}, {m2}, {m3}, {my°, my'}] stack all the statistics, and define g(©) =
[m(©) — m%]. Based on E[g(©)] = 0, we seck © that achieves:

O = arg m@in g9(©)g(©)" subject to  ¢(I';0) =0,
where ¢(I'; ©) = 0 is the inner calibration problem.

5.3 Identification

This section discusses the identification of © = (61, 0y, 7%). While these parameters are jointly
identified, we explain how each of them is more closely connected to a subset of moments.

Our first two sets of moments, which are based on cross-country variations in input cost
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share (m') and fertilizer-per-land (m?), are informative about technology choices and key to

the identification of (6,,5%). To clarify this point, using equations (1) and (3), we derive:

/ f N N M
Qs a. . .
(=) = | ) 46 (7’20 ~ 7’?) In < i ) + 65 <—7§1) In (m"“> (29)
@i k0 @ 1o Yeo Vel Dik Vit Pik
N’

J/

Relative Productivities Wages Input Prices

This expression shows that 6, controls the responses of relative land share of modern technology
to relative productivity of modern technology (a{ 1/ a{f r0)s relative wage (w;/p; k), and relative
input price (m;x/pix). When 65 is lower, all these components have a uniformly smaller effect
on the relative use of modern technology. In contrast, when 7/ is higher and v¥ is lower (i.e.
larger 4%), these three components will have distinct effects on the use of modern technology:
the effect of relative wage and relative input price increases, but that of relative productivity of
modern technology remains unchanged. As such, 8, and 4% govern variations in the relative use
of modern technology across fields, which is responsible for cross-country variations in input cost
shares and input use per land. We capture the variations in these measures of input-intensity
by our first two sets of moments: {m,} and {m?}. Also, in Appendix D.1, we show that relative
land share of modern technology, (a{kl/afiko), is tightly mapped to input cost share (m') and
fertilizer-per-land (m?); and that, 0 and ¥* play a key role in this mapping.

Our third set of moments, m?, reflects the extent to which land productivities are larger
in countries where agricultural production is input-intensive. This relationship is particularly
informative about 4”. To provide intuition, we note that conditional on the producers’ selections,
the ratio of modern-to-traditional average land productivity in a field equals 5% = v /7L (see
Appendix D.1). So, differences in land productivities (yields) between countries that tend
to use traditional technologies more intensively and those that use modern technologies more
intensively are informative about 7%.

Our fourth set of moments, m*, contains information about crop choices, which is key to the
identification of #,. Invoking equation 3, variations in returns to crops, captured by a{ iy and
hi i, induce smaller variations in crop-level land shares when 6, is lower. The identification of
6, exploits the relationship between variations in land shares of crops and variations in potential

yields, controlling for the model-implied variations in h; .

5.4 Estimation Results
5.4.1 Estimated Parameters

Table 2 summarizes our estimation results. On the demand side, we have estimated the elasticity
of substitution for crops across supplying countries, oy, at 5.76; and the elasticity of substitution

across crops, k, at 4.16. On the supply side, our estimation sets ; = 1.79, §; = 3.21, and
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L = 3.03.

Figure 5: Model Fit -Moments of Input-Intensity
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Notes: This figure shows the model fit with respect to measures of agricultural input and labor intensity and
GDP per capita across countries. The grey bars are predicted values from the model, and the black bars are
their counterparts in the data. We normalize GDP per capita, fertilizer-per-land, labor-per-land, and fertilizer-
per-labor according to their global averages.

Our estimate of 6; is in the range suggested by the literature. Using variations in crop
outputs across countries, Costinot, Donaldson, and Smith (2016) estimate this elasticity at 2.6
and, using variations in land shares and prices across Peruvian regions, Sotelo (2020) estimate
a value of 1.6. To the best of our knowledge, we are the first to estimate a technology-related
elasticity, such as 65, so we do not have a benchmark for comparison. Our estimates imply that
productivity draws between technologies within crops are more similar than productivity draws
between crops. Accordingly, agricultural producers are more responsive in substituting between
technologies within a choice of crop, than substituting between crops.2¢

To understand our estimate of 47, recall that the ratio of modern-to-traditional average land

26Notice that this does not necessarily imply that technology choices would change more than crop choices in
comparative statics analyses of our model. We may observe large changes in crop choices with little changes in
technology in a scenario where the change to wages and prices of inputs is small but the change to relative prices
of crops is large.
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productivity, (Cj;“ / (CLQ:’“O), equals ¥*. This productivity ratio is conditional on the selec-
tion of crop—tech;iglogy pai;skothat maximize returns to land. In comparison, the unconditional
ratio of modern-to-traditional land productivity, 7 (Biklalfm) / (ﬁikoa{k()), is on average 9.52
across all crops and fields. This means that adjustments due to the selection margin bring down

the unconditional ratio from 9.52 to 3.30 at the equilibrium.

5.4.2 Model Fit

In this section, we evaluate the fit of the model with respect to several dimensions of data that
are critical for our analyses. We first highlight that, because we calibrate productivity shifters
in our model based on the FAO-GAEZ data, our quantification approach contrasts with papers
in the trade literature that use exact hat algebra to compute counterfactuals. Using hat algebra
has the great benefit of allowing researchers to sidestep the need to calibrate productivity shifters
to compute counterfactuals. Since this approach requires a model to perfectly fit production

and trade flows in the baseline data, it leaves little room for evaluating the model fit.

Figure 6: Model Fit — Output Quantity of Selected Crops
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Notes: This figure shows the model fit with respect to output quantities across countries for the top three crops
in terms of global revenues.

We start by inspecting the fit of our model with respect to crop-level variables on production,
land use, and prices. Our model is calibrated to fit the aggregate output quantities of crops in
the United States, but the predictions for other countries are entirely based on our estimated
parameters and the variations in the potential yield data. Figure 6 depicts model predictions
versus data for the three most important crops (in terms of their global production). In Appendix
G.2.2, we report the model fit to output quantities of all crops, as well as the fit to land use of
crops, and prices of crops. Overall, the model fits closely to the data on output quantities, land

shares, and prices of crops across countries.
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Figure 7: Model Predictions of Aggregate Land Share of Modern Technology
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Notes: This figure shows model predictions of the aggregate share of land allocated to modern technology across
countries in the quartiles of GDP per capita.

In addition, our model fits very well with respect to cross-country differences in agricultural
input-intensity. Figure 5 reproduces the four plots of Empirical Pattern 1, together with model
predictions, for every income quartile across countries. Our model replicates key relationships
between economic development and input-intensity in agriculture. We emphasize that, if we were
to assume a single Cobb-Douglas technology with the same factor and input share across all
countries, our model would not generate any cross-country variation in the cost share of inputs.
To allow for this possibility under a single-tier Cobb-Douglas production function, we would
then need to allow for exogenous, country-specific differences in factor and input shares, but
that would be equivalent to assuming that every country has access to a different production
technology. In our model, countries have access to the same set of technologies, and cross-
country differences in factor and input shares emerge endogenously from producers’ choice of

technologies.

5.4.3 Sources of Technology Choices

To close this section, we take advantage of our model, at the parameter estimates, to decom-
pose sources of agricultural technology differences around the world. Figure 7 shows our model
prediction for the distribution of the share of land employed in modern technology across coun-
tries by quartiles of GDP per capita. By construction, since we calibrate our model to match
aggregate land share of modern technology in the US at 95%, we expect a similar land share of
modern technology for countries in the fourth quartile of GDP per capita. Technology use in
other quartiles, however, is a direct result of our estimation. Our results are intuitive: there are
substantial differences in the use of modern agricultural technology across countries and such
differences are strongly associated with the level of economic development.

To dissect variations that account for differences in technology choices around the world, we
make use of expression (29). Using the model-generated data at our estimated parameters, we

decompose sources of variations in technology choices using the Shapley decomposition. The
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results are reported in Table 3.27 We first decompose the effect from ezogenous productivity
premium (“local productivity premium”), and the combined effect of endogenous wages and
input prices (“local market condition”). Across all fields around the geography of the world,
variations in “local productivity premium” and “local market condition” account respectively for
33% and 67% of the variations in technology use.?® We then zoom into the components of local

market conditions. Using equation (29),

~f N N M
a; , ,
T e (7—%’ - L’g) In ( - > + 6, (—7%) In (—m’“) , (30)
& 1o Yo V1 Dik Vi1 Dik
where In&; 5 = In (ozlj: m) — 05 In (a£ kT) is productivity-adjusted land share of technology 7.

Using equation (30), we find that variations in relative wage and relative input price account
for respectively 45% and 55% of variations in the productivity-adjusted land share of modern
to traditional technology.

Lastly, we zoom into the components of input price. We examine the contribution of foreign
trade in spatial variations in input prices. Invoking equation (11), the price index of agricultural

inputs for the production of crop k in country n can be expressed as:

. } 1 .
logm,, ), = Z fy,iw’J log pjn —l—m Z ’Y;iw’] log Annj (31)
j J
Don:gstic For‘e,ign

1/(1-0)

wnj  dnn,j is the domestic producer price adjusted by domestic demand shifter.

where p;,, = pjnb
The first term captures the effect of domestic conditions of the market for inputs, and the second
term is an openness index that summarizes the effect from having access to foreign inputs.
Applying the Shapley decomposition to equation (31), we find that variations in the openness
index explains 29% of variations in input prices across countries.

This exercise shows the extent to which variations in each of the above-mentioned variables
account, for variations in technology choice. This analysis provides statistical insight to the
relationships in our model that give rise to spatial differences in the use of technologies. In the
next section, we run counterfactual exercises to evaluate implications of trade and technology

for agricultural productivity and welfare around the world.

2"The Shapley decomposition in our context determines the contribution of each right-hand-side variable in
a regression by measuring the overall increase in R? generated by the inclusion of each variable. See Shorrocks
(2013) for details about this decomposition method.

280ur results in this section complement findings from Adamopoulos and Restuccia (2018). Specifically,
combining an accounting framework with the FAO-GAEZ data, and assuming that the same technology is
employed across countries, they find that differences in agro-ecological conditions account for a small share of
cross-country differences in agricultural land productivity. Here, our model indicates that differences in agro-
ecological conditions explain one-third of spatial variations in the land share of modern to traditional technology.
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Table 3: Decomposing the Drivers of Technology Choice

a. Decomposing Technology Choice: Productivity vs Markets Factors

Productivity Markets Factors
f
ai k1 w; Mg k
log (afm) log (pi,k) and log ( i )
33% 67%
b. Decomposing Market Factors: Wages vs Input Prices
Wages Input Prices
w; Mik
log (m) log (m,k )
45% 55%
¢. Decomposing Input Prices: Domestic vs Foreign
Domestic Foreign
> log > log A
i Tk gPjn i Tk 0g Ann,j
1% 29%

Notes: This table reports the contribution of different factors in generating variations in technology choice
across fields using the Shapley decomposition. For each panel, we divide variables into two groups on which we
implement the decomposition. Panel (a) decomposes technology choices into exogenous factors related to land
productivity and endogenous factors related to market conditions. Panel (b) decomposes the market factors into
the effects from wages and input prices. Panel (c¢) decomposes input prices (m; ) into domestic and foreign
components.

6 Counterfactual Exercises

Having quantified the model, we now turn to evaluating the role of international trade for agri-
cultural productivity, food consumption, and welfare across the world. We distinguish two broad
ways that international trade plays a role. First, reductions in trade barriers can bring about
a more efficient reallocation of resources through both input- and output-side of agricultural
production. Second, given trade barriers, foreign productivity growth in the production of agri-
cultural inputs can increase domestic agricultural productivity through international trade. We
shed light on the importance of these two channels by two sets of counterfactual exercises.

Section 6.2 presents our first set of exercises, in which we study the effects on agricultural
productivity around the world from the recent wave of globalization. Specifically, we simulate
a counterfactual in which we set trade costs of both agricultural inputs and outputs to their
levels in 1980, while keeping all other parameters unchanged, and compare the outcome to the
baseline of 2007. Since we are interested in comparing the relative importance of input-side
(via technology adoption) versus output-side mechanisms (via international specialization), we
simulate two additional counterfactuals in which once we set only trade costs of agricultural
inputs to their levels in 1980, and once we do so only for agricultural outputs.

In Section 6.2, we present our second set of exercises, in which we evaluate the gains from
domestic versus foreign productivity growth in the agricultural input sector. We first simulate a

counterfactual in which productivities of agricultural inputs are set to their levels of 1980, and
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compare the outcome to the baseline of 2007. We then simulate a series of counterfactuals in
which we set productivities of agricultural inputs to the 1980 levels for each country, one at a
time. These exercises allow us to explore the gains to every country from international produc-
tivity growth in the agricultural input sector that were attainable only through international
trade, beyond productivity growth in the domestic economy.

In what follows, we present all results in terms of the counterfactual economy relative to
the baseline. For example, a negative welfare change must be understood as the welfare loss of
moving from the baseline of 2007 to a counterfactual in which some of the parameters are set
based on their 1980 values.

6.1 Globalization in Agricultural Input and Agricultural Output

Measuring Changes to Trade Costs. We measure changes to trade costs between 1980
and 2007 based on a common approach in the trade literature that uses bilateral trade flow
data (see Head and Mayer (2014) for details). We explain our procedure in Section E.1 of the
Appendix. We find that changes in trade costs between 1980 and 2007 for agriculture outputs
are comparable to those of agricultural inputs (Appendix Figure A.7). The average reduction
of trade costs (weighted by trade flows of 2007) across countries is approximately 40% for both
agricultural outputs and agricultural inputs. In addition, the extent of reductions in trade costs

were quite heterogeneous across regions (Appendix Figure A.7).

Globalization in Both Agricultural Inputs and Outputs. We begin our analysis by
evaluating the effects of setting trade costs in agricultural inputs and outputs at their 1980
level. Specifically, defining A,; ; as the percentage change in trade cost d,; , from 2007 to 1980,
we compute counterfactual demand shifters as bmvg(Am,gdm,g)(lf"g), which we feed into the
simulation of the model. Table 4 shows that, due to these changes in trade costs, the domestic
share of expenditure on agricultural inputs and outputs would increase, respectively, by 19.1%
and 8.5%. Additionally, the share of land allocated to modern technology would be 4.1% lower.
With this shift to traditional technologies, at the global scale, yields would be 7.6% lower on
average, and share of labor employed in agriculture would be 6.3% higher. As a consequence of
these changes in agricultural production across the world geography, global food consumption
would fall by 3.7% and welfare would decrease by 2.4%.

Table A.2 in the appendix reports our results for countries in the quartiles of GDP per
capita. The effects on agricultural productivity are more pronounced in the second and third
quartiles. These middle-income countries tend to trade a larger share of their agricultural
outputs, and rely more on modern agriculture which is intensive in the use of internationally-
supplied inputs. However, the effects on welfare are larger for countries in the first quartile

of GDP per capita. This occurs because poorer countries have a substantially larger share of
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expenditure on agricultural goods. In these countries, even small changes in food consumption

translate into substantial welfare effects.

Table 4: Impact of Changes in Trade Costs from the Baseline in 2007 to the Counterfactual
Economy in 1980 (Percentage change)

Changes in Trade Costs in Agriculture
Output and Input Only Input Only Output

(1) 2) (3)
a. Domestic expenditure shares

Agricultural input 19.1 20.8 -2.8
Agricultural output 8.5 -1.3 9.8
b. Agricultural production

Share of land in modern -4.1 -4.9 0.9
Yield (avg across crops) -7.6 -6.5 -0.8
Agricultural labor share 6.3 4.5 14
c. Welfare

Food consumption -3.7 -2.3 -1.4
Welfare -2.4 -1.0 -1.3
d. Inequality (Q4/Q1)

Food consumption -2.8 -1.0 -1.7
Welfare 2.2 0.3 1.7

Notes: This table reports a summary of results for the counterfactuals in which we change trade costs to their
levels in 1980. The table reports percentage changes of listed variable in the counterfactual with trade costs of
agricultural inputs and/or agricultural outputs in 1980 relative to the baseline equilibrium of 2007.

The bottom panel of Table 4 reports the extent to which globalization in agricultural inputs
and outputs affects inequality between countries. Welfare inequality, as measured by the 4th
to 1st quartile ratio, increases by 2.2% in the counterfactual equilibrium. Because low-income
countries spend a larger share of their budget on food, the global loss of efficiency in agricultural
markets disproportionately hurts them, even though the effects on food consumption are signif-
icantly larger for richer countries (see Table A.2 in the appendix for detailed results). Next, we
turn from the combined impact of changes in trade costs of agricultural inputs and outputs to

examining their individual effects.

Globalization Only in Agricultural Inputs & Only in Agricultural Outputs Column
(2) and (3) of Table 4 present, separately, the impact of reductions in trade costs of only
agricultural inputs and only agricultural outputs. Overall, changes to yields, land share of
modern technology, and agricultural labor share are substantially larger in the case of trade cost
reductions in agricultural inputs (relative to agricultural outputs). It is also interesting that
in the counterfactual related to inputs, domestic expenditure share (DES) of outputs slightly
falls. This means that countries can produce more food for domestic consumption by having a

better access to internationally-supplied inputs. The opposite is also true. In the counterfactual
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related to outputs, DES of agricultural inputs slightly decreases. This is because, at the margin,
countries can import crops in which they do not have a comparative advantage instead of
increasing domestic production of those crops using more inputs. As such, the input-side and
output-side mechanisms act slightly against each other.

The global welfare loss is 1.0% in the case of only inputs, and 1.3% in the case of only outputs.
In addition, the associated reduction in food consumption is 2.3% in the case of inputs, compared
to 1.4% in the case of outputs. We thus find that the effects of globalization on welfare and
food consumption via the input side of agriculture are as important as the output side.

We also highlight that the effects from input side operate through distinct channels (relative
to output-side mechanisms). Panel (b) shows that yields are on average 6.5% lower across crops
in the input-only counterfactual. This sizable loss of yields is associated with 20.8% increase in
DES of agricultural inputs, 4.9% drop in the land share allocated to modern technology, and
4.5% increase in agricultural labor share. These results echo our theoretical analysis in Section
4.2. Due to larger trade barriers in the counterfactual, agricultural inputs are relatively more
expensive, hence agricultural producers rely more on traditional technologies that have lower
yields and use labor more intensively.

In addition, reductions in trade costs of agricultural inputs, compared to outputs, have
substantially different distributional implications. The welfare loss generated by raising trade
costs of agricultural outputs to their levels of 1980 is the largest for low-income countries—at
-2.5% for countries in the bottom quartile of GDP per capita—and the smallest for high-income
countries—at -0.8% for countries in the upper quartile of GDP per capita—. This result is
largely driven by the fact that countries have larger share of expenditure on food at lower levels
of income. The welfare loss generated by raising trade costs of agricultural inputs to their levels
of 1980, however, is the largest for the middle-income countries—at -1.3 and -1.6% in the second
and third quartiles of GDP per capita, respectively—. Two mechanisms drive these results.
First, increases in the trade costs of agricultural inputs have a larger impact on the production
costs of middle-income countries relative to low-income ones, since low-income countries have a
notably smaller share of their land under modern agriculture. Second, in moving back to the
counterfactual, middle-income countries compared to high-income countries experience larger
drops in the use of modern technologies: 5.7% for the second quartile of the GDP per capita
and 10.3 for the third quartile, while in high-income countries, use of modern technology falls
by only 0.4%. The resulting effect on welfare then features an inverse-U shape along countries’

level of economic development.?? See Table A.2 for details.

29We check the extent to which heterogeneous changes to trade costs are responsible for these distributional
outcomes, and confirm that they do not alter the main takeaway. Specifically, we repeat our exercises for the
case where changes to trade costs are the same across countries and also between inputs and outputs (See Tables
A.3 and A .4 in the appendix). A main finding is that the welfare effect of globalization in agricultural outputs
remains to be decreasing from the 4th to 1st quartile of GDP per capita, while the welfare effect of globalization
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6.2 Gains from Domestic and International Growth in Productivity

of Agricultural Inputs

Measuring Changes to Productivity of Agricultural Inputs. We measure changes to
productivity of agricultural machinery and pesticides {A,, mach, An pest}, and production of fer-
tilizers {V,,}, for every country between 1980 and 2007. Our measures of productivity of agri-
cultural machinery and pesticides are based on the fixed effects recovered from gravity-type
equations for exports of manufacturing. Section E.2 in the Appendix describes this procedure
in details. For fertilizers, we calculate changes to production of fertilizers based on data from
FAO-STAT. The growth in productivity of agricultural inputs between 1980 and 2007 are large:
productivity of agricultural machinery and pesticides, averaged across countries, increased by

approximately 126%; for fertilizers, global production increased by 55%.3

Impact of Productivity Changes in the Agricultural Input Sector. We consider two
sets of counterfactuals, which in total contain 1 + N counterfactual exercises. In the first
counterfactual, which we label as “shocks to all countries”, we re-calibrate {A, mach, An pests
V3N, to their values in 1980 for all countries. In the next N counterfactuals, we re-calibrate
{ A mach, Anpests Vn} to their values in 1980, for each country n, one at a time, amounting
to N independent outcomes. In each of these N counterfactuals, we focus on the outcome of
the country whose productivity parameters are re-calibrated. We refer to these counterfactual
outcomes as “shocks, country by country”.

Figure 8 summarizes our main results. To spell out the figure, consider the example of
Colombia. Panel (a) shows that, in the shocks to all countries, welfare in Colombia would drop
by 10.1%, but if the productivity shock was only to the Colombian agricultural input sector,
its welfare would fall by 5.4%. Hence, 53 percent (= 5.4/10.1) of the welfare loss in Colombia
can be attributed to its domestic productivity shock, and the remaining 47 percent can be
attributed to foreign productivity shocks. By the same token, across countries, weighted by
population, 39 percent of the welfare loss can be attributed to foreign productivity shocks. In
our exercise with “shocks to all countries”, welfare falls by 15.3% at the global level. Attributing
39 percent of this welfare loss to the international transmission of productivity shocks, we get
a welfare loss of 5.95%, which is 2.5 times larger than the welfare loss of setting trade costs of
agricultural inputs and outputs back to their levels in 1980. Hence, the indirect welfare effect of
trade associated with the transmission of productivity shocks across countries were larger than

the direct effect of trade generated by reductions in trade costs. Another important takeaway

in agricultural inputs remains to feature an inverse-U shape.

30The heterogeneity in productivity growth across regions is substantial, as shown in Figure A.8. For example,
productivity of machinery and pesticides rose by 700% in East Asia and by 200% in the Middle East or Latin
America. Production of fertilizers grew substantially across Asian countries while it slightly declined in Europe.
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is that the benefits from foreign productivity shocks to the agricultural input sector, realized
through across to internationally-supplied inputs, were overall comparable with the benefits

from domestic productivity shocks.

Figure 8: Impact of Changes in Productivity of Agricultural Inputs
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Notes: These figures report results for (i) 66 counterfactuals in which we re-calibrate the productivity of agri-
cultural inputs country by country, one at a time, and (ii) one counterfactual in which we re-calibrate the
productivity of agricultural inputs in all countries at once. The red dots represent the outcome for the country
whose productivity parameters are re-calibrated in the case of (i), and the black dots represent the outcome in
the case of (ii). Panel (a) reports the percentage change to welfare. Panel (b) reports the Balassa index of re-
vealed comparative advantage in agriculture, RCA; = (EXP;;/EXPyy)/ (3. EXP;1/Y  EXPj), where EX P;;
denotes exports of country ¢ in agriculture and EX P, that of non-agriculture.

Our results reveal that the effects of the global change in the productivity of agricultural
inputs are massively heterogeneous across countries: while middle-income and high-income coun-
tries that already had a substantial share of their land employed in modern technologies tend
to benefit from these global productivity changes, low-income countries with larger scope for
increasing their use of modern technologies tend to benefit very modestly, and in fact, often lose.
To help explain this interesting result, which might seem counter-intuitive at first glance, we
depict the percentage change to the Balassa index of revealed comparative advantage (RCA) in

Panel (b) of Figure 8. The RCA index captures the degree to which a country’s exports concen-
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trates in agriculture (relative to non-agriculture) compared to an average country in the world.
Panel (b) shows that a move from the baseline to the counterfactual economy generates a large
increase in the agricultural RCA of low-income countries, but a small increase or decrease in
that of other countries. This occurs because in the counterfactual economy low-income countries
become more competitive in exporting agricultural goods in international markets relative to
other countries. Since a large proportion of total exports in these countries comes from agricul-
tural exports, the improvement in their competitiveness through agricultural exports translates
into substantially higher welfare in the counterfactual.?!

Lastly, our results show that domestic productivity growth in the production of agricultural
inputs incentivizes the use of modern, input-intensive technologies and reallocates labor out of
agriculture. In the spirit of classic studies in economic development such as Schultz et al. (1968),
this mechanism can be interpreted as a “domestic push force”. In addition, our results indicate
that “push forces” spurs also from foreign sources. Comparing the effects of the “shocks, country
by country” counterfactuals to “shocks to all countries” one, we find that the effects of foreign
productivity growth in the production of agricultural inputs are key: Global agricultural em-
ployment is 4.8 percentage points higher when all countries in the world experience productivity
growth, and 0.8 percentage points higher when we sum the effects to each individual country
when they experience only their own productivity growth. Borrowing the language in economic

development, we consider this second type of shock as an “international push force”.3?

7 Conclusion

We studied the impact of international trade in agricultural inputs on the adoption of mod-
ern, input-intensive agricultural technologies, and implications for agricultural productivity and
welfare around the world. To this end, we developed a new quantifiable, multi-country general
equilibrium model that incorporates two margins of productivity gains from trade: one related
to crop specialization, another to technology adoption. We brought our model to extremely
rich measures of agricultural productivity from FAO-GAEZ covering about 1.1 million fields
across the world. We conducted two sets of counterfactual exercises to gauge the effects of trade
on technology adoption: one in which we examine the impact of the large reductions in trade
costs between 1980 and 2007, another in which we study the benefits from the international

transmission of productivity growth in the agricultural input sector during this same period.

31Figure A.1 in the Appendix shows that low income countries tend to have a substantially larger portion of
their export earnings coming from agriculture.

32Consistent with the hypothesis that improvements in agricultural technology prevents the expansion of
cropland, which has been termed as the “Borlaug hypothesis”, we find that the use of land in agriculture rises
as we move from the baseline economy to the counterfactuals with input productivities of 1980. Gollin, Hansen,
and Wingender (2018) also find support for the “Borlaug hypothesis”, exploiting variations in the timing of the
Green Evolution across countries.
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Our results deliver a few important, yet unexplored, welfare implications. First, trade in
agricultural inputs, through the novel channel of technology adoption, was as important as
trade in agricultural outputs, through the traditional channel of international crop specializa-
tion. Therefore, in evaluating the welfare implications of agricultural globalization, one would
miss much by ignoring the interplay between input use and technology adoption. In addition,
there are nontrivial distributional effects of globalization in agricultural inputs across coun-
tries. Reductions in trade costs of agricultural inputs widened the productivity gap between
low-income and middle-income countries, while compressing the gap between middle-income and
high-income countries. Lastly, the indirect welfare effects of trade, related to the transmission of
the the benefits of growth in the productivity of agricultural inputs across country borders, were
remarkably large at the global scale, although not particularly large for low-income countries.

We offer tools and insights that can be applied in several areas of research beyond the
scope of this paper. First, the key mechanism explored here—the interaction between trade in
intermediates and mechanization of production—also operates in non-agriculture sectors. For
example, in the past two decades, labor employment in manufacturing sharply declined in high-
income countries, while rising in some middle- and low-income countries. We believe that our
understanding of this phenomenon can be improved by taking into account interactions between
technology choices and trade in intermediate inputs. Second, our study paves down the road
to explore other aspects of agricultural modernization, such as its implications to inter-regional
migration, dynamics of structural transformation, and carbon emissions. Finally, high-resolution
datasets are increasingly becoming available at the intersections of natural and social sciences.
We take a step forward in incorporating such data into a theoretical framework that can be
used for a wide range of applications. Integrating these types of micro-level data into economic
models appears as a promising direction for future research, particularly with applications to

resources and environment.
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Online Appendix for “Irade, Technology and
Agriculture Productivity”

Farid Farrokhi and Heitor S. Pellegrina

A Data

This section describes in detail the datasets used in our paper. First, we present the data on potential
yields coming from FAO-GAEZ. Second, we describe the data on cropland from EarthStat. Third, we
explain how we construct our data on trade and production, which combines information from CEPII,
OECD, STAN, FAO, and UNIDO. Lastly, we describe our construction of the data on consumption
shares and labor shares in agriculture, which uses data from the World Bank, Eurostat, and UN-ILO.

Potential Yields. The data on potential yields (also called "maximum attainable yields”) comes
from Global Agro-Ecological Zones (GAEZ) project, which is produced by the International Institute
for Applied System Analysis (ITASA) and the Food and Organization of the United Nations (FAO). The
data is measured at the field level, which is often called in the literature as grid cells or agro-ecological
zones. Fields represent an area of 5 min by 5 min, which encompasses an area of approximately 10
by 10 km. Among the different measures produced by FAO-GAEZ, we use for our analysis data on
agro-climatically attainable biomass by crop and specific land utilization types (LUTs). The different
types of land utilization corresponds to what we denote by different technologies in our model. The
estimation of the maximum attainable yield is based on a function that maps rich climate data into
maximum attainable yields. The variables in the climate data include, among others, the dominant
type of soil, altitude, slope, temperature, frost-free period during a year, and annual precipitation.
In addition, the data is available for climates in different reference periods. We pick the one that is
based on the 1961-1990 period. The parameters of this function depend on each LUT and crop. Local
socio-economic conditions do not enter as an input in the estimation of maximum attainable yields.
As such, variations in maximum attainable yields across fields reflect differences in agro-ecological
conditions and not differences in the level of economic development of a field. Indeed, we find little to
no systematic variation between maximum attainable yields and gdp per capita in our data once we
control for a parsimonious set of geographic characteristics of a field.

In FAO-GAEZ, the land utilization types that define technologies in agricultural production are
divided into three groups. First, there is a low level of input use type, which corresponds to a farming
system that is largely subsistence based. This dataset represents the maximum attainable yield if
farmers use traditional cultivars and, importantly, no application of nutrients, no use of chemicals and
minimum conservation measures. Therefore, we denote this technology as traditional in our analysis.
Second, there is an intermediate level of input use type, which corresponds to a farming system that
is partly market oriented. We do not directly use this type of technology because we do not have
enough data to identify an additional set of parameters for factor- and input-intensity in our model.
Third, the high level of input use type, which corresponds to a modern farming system. In this case,
production is fully mechanized and uses optimum applications of nutrients and chemical pest, disease
and weed control.

Cropland. The data on the share of total cropland in every field comes from EarthStat. The grid
cells defined by EarthStat are the same as the ones in FAO-GAEZ, a feature that greatly facilitates
merging the data from these two sources. The project is a collaboration between the Global Landscapes
Initiative at the University of Minnesota’s Institute on the Environment and the Land Use and Global
Environment Lab at the University of British Columbia. Among the several datasets organized by
EarthStat, we use information on the share of total cropland. The construction of this dataset is
based on two satellite imagery datasets circa 2000, Boston University’s Moderate resolution Imaging
Spectrometer (MODIS) and the Satellite Pour I’Observation de la Terre (SPOT) VEGETATION based



on Global Land Cover 2000 (GC2000), and agricultural inventory data. The agricultural inventory data
is used to train a land cover classification that takes the satellite imagery as an input. In particular, the
inventory data set combines demographic censuses, agricultural censuses and national level statistics
from FAO-STAT.

Trade and Gross Output. Our data set on gross output and bilateral trade flows is constructed
based on the year of 2007, which serves as the baseline year throughout our paper, and include the
following sectoral groups: non-agriculture, agriculture (not disaggregated by crops), agricultural inputs
(disaggregated by fertilizers, machinery and pesticide), and crops. We next explain the procedures
that we apply for the construction of the data for each of these sectoral groups.

For the non-agriculture sector, we first bring bilateral trade flow data from BACI-CEPII. We
then construct gross output using domestic expenditure shares (M;;0) as follows. We collect data
on domestic expenditure shares (\j; o) from the World-Input Output Database (WIOD), CEPII, and
Input-Output tables from OECD. For the countries without direct data on domestic trade shares, we
bring UNIDO data on gross output with sectoral disaggregation at the 2 digit level, which allows us
to separate agriculture from non-agriculture, and construct domestic expenditure shares (\;; o) using
i = (Y;flgt“—X %m) / (Yi%lm—X ggt“+Mﬁgta), where Yiflgta is the gross output, X %m is non-agriculture
exports, and Mi‘fgt“ is non-agriculture imports. Finally, with our measures of domestic trade shares,
we construct implied gross output using Yo = ngt“ + M%ta}%o /(1 — Nio). For the agricultural
sector as a whole, we follow a very similar procedure. We also use bilateral trade flow data from
BACI-CEPII, but we instead bring in gross-output data from STAN and FAO-STAT to construct A; 1
when domestic expenditure shares are not directly available.

For each category of agricultural input (fertilizers, pesticides and agricultural machinery), we
construct our bilateral trade flow data using BACI-CEPII. Here, we emphasize that our categories of
fertilizers, pesticides, and agricultural machinery are aggregation over HS-6 digit products that are
associated with any of these individual agricultural input categories. To identify these HS-codes, we
closely follow the specifications used in FAO-STAT for the construction of trade data by agricultural
inputs. We next turn to the construction of gross-output for each agricultural input category.

To measure gross-output for agricultural machinery, we first bring data on domestic expenditure
shares of agricultural machinery using UNIDO data disaggregated at the 4 digit level data, which allows
us to measure domestic expenditure share of agricultural machinery. When data was not available for
a country, we used information on the domestic trade shares of general machinery. If data on the
domestic trade shares of general machinery were not available, we applied the following procedure. We
construct the log of the hazard ratio of domestic trade share in manufacturing (log (Aii0/(1 — Xiio)))
, the log of the hazard ratio in domestic share of trade in non-agriculture (log(Ai o0/ (1 — Aiip)) and
run a regression of the latter against the former adding the size of the log of the gross output in
manufacturing. By targeting the log of the hazard ratios, we ensure that the predicted values from
our regressions are bounded between 0 and 1. The correlation between the predicted trade shares and
the actual ones is 0.82. Using the predicted values from this regression, we construct the domestic
share of trade in agricultural machinery for the remaining countries without data. For gross-output in
pesticide, we apply the same procedure, but, for fertilizers, since we have data on quantities, we adopt
a slightly different method.

To construct our data on gross-output for fertilizers, we take advantage of the availability of data
on exports, production, consumption and imports of tonnes of fertilizer per nutrient from FAO-STAT
with our data on trade flows in values. The data on fertilizers from FAO-STAT comes disaggregated
according to three nutrients, i.e., nitrogen N, phosphate P and potassium K, which form the basis
of chemical fertilizers (NPK). For simplicity, we summed the weight of the total amount of nutrients.
Using the data from FAO-STAT, we construct the domestic share of consumption by dividing imports

in quantity by total consumption in quantity. Using this domestic share of consumption (AS 7))
we construct gross output in values using Y; p = Xff‘}l;t“ + Mﬁ%a)\g m/ (1= /\g ). Here, we rely on
the assumption that domestic shares of consumption in quantity are equivalent to domestic share of

consumption in values. This is the case when the price of imported fertilizers are on average the same
as the price of fertilizers consumed from domestic source. This assumption is consistent with the Eaton



and Kortum (2002) framework, where the average price of goods in a destination coming from any
source is the same. Given our information on quantities, we measured the unit value of fertilizers by
dividing exports of a country to itself with data on the corresponding quantities.

To construct our gross output and bilateral flow data by crop, we bring in data from FAO-STAT.
The bilateral trade flow data available in FAO-STAT is constructed based on COMTRADE (as is
BACI-CEPII), which is the official international trade data coming from the United Nations. The
main benefit of FAO-STAT is that it already comes organized by crop. We therefore have to make
minimal adjustments to crop names to ensure consistency between the trade and production data from
FAO-STAT (in a few cases, a crop might be disaggregated in additional categories in the trade data,
for example, soy can be categorized as soy cake, soy powder and soy “in natura”). Since the data on
revenues capture farm production, instead of revenues generated by processing industries, we pick the
codes associated with trade in less processed goods. For example, for oil palm production we do not
include data on bilateral trade flows in palm oil.

Lastly, for the non-agriculture and agriculture sector, we also constructed data on trade flows and
gross output for 1980, which we use in the paper to measures changes in trade costs and productivity
between 1980 and 2007. In this case, we adopt the same procedure as the one used earlier, but we
instead bring in bilateral trade flow data from Feenstra, Lipsey, Deng, Ma, and Mo (2005), which is
also based on COMTRADE, given that data from BACI is not available for earlier years.

Consumption Share and Labor Employment. To construct our data on consumption share
in agricultural goods, we collect data from different sources. For developing countries, we use data
from the Global Consumption database organized by the World Bank to construct the consumption
shares in agricultural goods. For the United States, we use data from the consumer expenditure survey.
For Canada, we use data from household surveys available from Queen’s University of Canada. For
European countries, we bring data from Eurostat. To construct labor employment, we use data from
UN-ILO. When data from UN-ILO was not available, we infer the share of workers in agriculture using
data on the share of workers in rural areas from the World Bank.

B Additional Empirical Patterns

In the main body of the article, we discussed key relationships between economic development and
agricultural input intensity. This section discusses three additional empirical patterns that motivate
our modeling approach and are important for understanding the effects of globalization in our coun-
terfactual analyses. The additional patterns are summarized in Figure A.1.

Panel (a) shows that the labor share in agriculture falls substantially with the level of economic de-
velopment. This is consistent with high-income countries employing more input-intensive technologies
for agricultural production.

Panel (b) documents that the share of final expenditure in agricultural goods falls with the level
of economic development. This is a feature of economic development that has long been discussed in
the literature.We capture this relationship in out model using a non-homothetic CES.

Panel (c) shows that the share of exports of agricultural goods from total exports tends to be larger
for countries with lower levels of income. For example, in Ethiopia almost 80% of the exports are from
the agricultural sector, whereas in Sweden this share is only 2.5%. This indicates that agricultural
sector is important not only because it accounts for an important share of the internal value added,
but also because it is a large share of export revenues in low-income countries, and it allows some of
high-income countries to import non-agriculture goods.

Panel (d) plots the data on average normalized yield against agricultural input cost share across
countries. The positive correlation indicates that land productivities are larger in countries where the
intensity of input use in agricultural production is larger.



C Details of the Theory

This section presents our theoretical derivations. Section C.1 concerns the unit cost of production and
output. Section C.2 derives the expressions associated with the fixed costs of production. Sections C.3-
C.4 present in details the derivations from our generalized Fréchet distribution for choice probabilities
and average productivities conditional on selection. Section C.5 shows the derivations used to study
the production possibility frontier. Lastly, Section C.6 concerns the formulas for the gains from trade.

C.1 Costs and Output

Unit cost. Focusing on production in a plot given a choice of agriculture activity, we drop country-
field-crop-technology indicators, and write down the cost minimization problem:

,YL ,YN ,yl\l
min  rL+wN+mM sit. q(zL) (N) (M) _ 1,
L>0,N>0,M>0

where

The Lagrangian function is:

L N M

£:rL+wN+mz\4—u[q<zL)7 (N)W (M)7 —1].

First order conditions are:

o= pgyt L INY
m = Iu,(j"yMZ’yL L,YL N,YN I,sz171

The employment of labor and land relative to inputs are then given by:

L L L'mM wN N NomM
L _yt L p_amM owN g o7 mM
mM M Mo T mM M My
Replace L and N into the producti tion, gz 25 mM )" (2 ma\" (Y 1 delivers:
eplace L an into the production equation, q( 25 T =1, delivers:
M= (@)= ()TN M) e

which then results:

L N M"yM L N M"}/L L N M’)/N
M= (r/z)" v m" —, L=(r/z)" w" m” —, and N =(r/2)7 v’ m" —.
m r w

Using these optimal choices of inputs, the unit cost of production equals
c=rL+wN+mM = (r/2)" w" m"".
Rent. Combining zero profit condition and returns to land,

c=p=(r/2) W’ m" =p,



which results:
1 ﬂ M

r=zptw rm ~

Output. The size of each plot of land is w.l.o.g. normalized to one, and it is optimal to use the entire
plot as long as profits are non-negative. Therefore, land use L equals one. It follows that:

N N oM N
N = gL = pr%w_jm_ﬁiry
w vy wy*
rLyM 1 o aM M
M = 7L—zp'v 1Lm 1L 7’7 -
m ~L my

Replace N, M, and L =1 into the production equation gives output at the plot level:

L N M L L N M N M N N M M
= (=) (M) (M) =a(2)" (e ) () ()
Q q q p
wyk mryL

Since ¢ = (v)7" (V)T (M), and A" 44N 44 M =1,

0= Z(,YL)_I <7;)>—7N/7L (%) —wM/vL.

C.2 Quantity of fixed costs

The unconditional mean of investment intensity draw, slf (w), is given by
E[alfyo(w)} = a{o.

Let Q{ be the set of plots within field f which are selected for agriculture use. The share of land

allocated to all agricultural uses is denoted by alf ,

fEP wle Zalk
ke

The mean of aii o(w) conditional on plot w not being selected for agriculture is
— 01
Ea{o(w)\wg’éQﬂ:azo(l—af) 1/0:

The conditional mean is greater than the unconditional mean because when the investment intensity
of a plot is too large, it will be less likely to select that plot for agriculture. By relating conditional



and unconditional means and rearranging the resulting terms,

E:afio(w)} :E[afio(w) | w EQﬂ Pr(w € Q{)—I—E[a{o(w) | w ¢ Q{] Pr(w géQ{)

r 1

Ela! (W) |we Q| = ——|Ela/ ,(w)| —E|af (w) | w ¢ Q| Pr(w ¢ Qf
ol y(w) | we of] bl |fo(@)] ~E[afo(w) | w ¢ &f| Priw ¢ 0f)
- 1 _

Elafo@) | we0f] = ~|aly — alot ~ o) (1~ o)

)

E a{o(w) | weQZf

af
o

(]

The field-level quantity required for fixed investments in agriculture, Sz-f , equals the average fixed
cost requirement conditional on plots being used for agriculture times the number of plots used for

agriculture, Sz-f =E alf’ ow) | we Q{ a{ L{ . Replacing in this equation the above one reproduces

equation (10) of the main text,

S/ =l [1 . azwl—w] |

C.3 Choice Probabilities with Generalized Extreme Value Distributions

We invoke a theorem from McFadden (1981) to derive choice probabilities when draws are from gen-
eralized extreme value (EV) distributions, including Fréchet (type II EV).

C.3.1 McFadden’s Theorem

We start by reviewing Theorem 5.2 in “Econometric Models of Probabilistic Choice” by McFadden
(1981). Consider the following discrete choice problem:

max —@g; + u;
1€Q

where () is the set of alternatives, ¢; is the non-stochastic component of the objective function, and wu; is

a stochastic term. For example, it is well-known that if ¢; = —b’z;, and u; is a random variable drawn
independently from type I extreme value distribution, F'(u) = exp(—e~"), then the choice probabilities
e~ eb’zi

are given by m; = — = —
& v Yjeae Y Y jea e’

Theorem. Given Q2 = {1,...,m}, consider H(y) with 'y = (y1, ..., Ym) such that:
1. H(y) is non-negative, and it is homogeneous of degree one.
2. H(y) — oo as y; — oo for all ¢ € ().

3. The mixed partial derivatives of H exist and are continuous, with non-positive even and non-
negative odd mixed partial derivatives.

Then,

1. The following function

F(u) = exp [ - H(e‘“l, - e_”m)]
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is a multivariate extreme value distribution.

2. Choice probabilities satisfy

mi(q) = _88(] lnH(e_‘h, ...,e_q’”)

We will use this theorem in our derivations below. For illustrative purposes, we first begin with
applying the theorem to a choice structure with one nest. Then, we focus on a two-nest structure,
that is the one in our framework.

C.3.2 Discrete Choices With One Nest
Suppose H is given by

H(y) = [Z yk} e

ke

With p = ﬁ, as long as 0 < ¢ < 1, the conditions in the above theorem are satisfied. Let 2 =
{1,..., K}. According to the first result of the theorem, the following is a multivariate EV distribution:

1/p
F(u) = exp [— <€—pu1 +...+ e_'m”‘> ] , (C.1)
where o is the correlation parameter between (uj, u;j). According to the second result of the theorem,

choice probabilities are:

=_—— —Pq1 —pax _
T = 90 In (e +..t+e ) T (C.2)

By a change of variables, we can specify draws based on Type II EV (Fréchet) rather than Type
I EV. Recall that the discrete choice problem as originally formulated in McFadden’s theorem was:
[maxgeq (—qxk + ug)]. This problem is equivalent to:

max  hpzi
keQ ’

where g = —6Inhgay, and ux = 0ln(zx/ar). Here, hy is the non-stochastic component and zj is
a draw from a probability distribution. Replacing zj for u; in (C.1), the probability distribution of

z(w) = (z21(w), ..., 2z (w)) is:
K

Pr(zi1(w) < 21, .., 2 (w) < zi) = F(21, ..., 2K) = €xp [ (Z zi/ag)” >1], (C.3)

k=1

which is a Fréchet (Type II EV) distribution. Replacing for g = —61n hyay in (C.2), choice probabil-

ities are: ,
hrag )’
e = I(( ) : (C.4)
> ke (hrag)??

The case of Eaton and Kortum (2002) with independent draws is a special case in which p =1 (or

equivalently, o = 0), and so, z1(w), ..., 2K (w) are independent. The probability distribution simplifies
t
© K
F(zh () ZK) = €Xp [ - (Z(Zk/ak)_e)] :
k=1

7



Thanks to independence of z1(w), ..., zx(w), the distribution of z;(w) equals
Pr(zi(w) < zx) = Fi(2r) = F(o0, ...00, 2, 00, ...00) = €Xp | — (zk/ak)*e],

which is the distribution used in EK. In addition, setting p = 1 implies choice probabilities: m; =
(hrar)?
> (hear)®”

C.3.3 Discrete Choices With Two Nests

The following function H satisfies the conditions in McFadden’s theorem,
K o 14/P
Hy)=>| 2 ok
k=1 7€Q
Using the first result of the theorem, the following is a multivariate EV distribution
K 1/p
F(u)=exp | — Z [ Z e*p“’”] (C.5)
k=1 7€Q;

and, choice probabilities are as follows, based on the second result of the theorem,

Tkr = —

/
0 K o 11P e Pakr [ZTEQk equkr]
e[S o] )= 5 (o)

X
K _
k=1 1€ Ek:l |:ZT€Qk e pqm]

The following changes of variables convert the formulation from EV type I to EV type II distri-
bution: g, = —01In(ag, hgr) and ug, = 01n(zg,/ak,). Replacing these in (C.5) and (C.8) delivers the
distribution function of z = {zj; }x, and choice probabilities:

K _o, 1P
F(z) = exp | =3[ D (ahr/ans) ] (C.7)
k=1

TEQK
1/p
Op
i (aprhir)?? y {ZTer(akrhm) } (C.8)
T T, (i) 1/e |
reQ, \Qkr kT ZkK:I [ZTEQk(akThkT)ep}

The connection from the above equation to the ones that describe land shares in the main text is
immediate. By setting 03 = pf and 6; = 6, the above readily delivers the four equations 2-3-4-5 |

h b HY d 1
— ( kfa;w) E_ where Hy = [Z(hmam)ﬂ %
Hk2 Zk Hk: =1
—————
Qs (675

C.4 Expected Value Conditional on Selection

In this section, we derive expected values of returns to land conditional on selections based on discrete
choices. These derivations deliver average land productivities in our model conditional on choices of
crop-technology pairs. Again, for a clearer illustration, we first present the derivation for the case with
one nest, then we move to the two-nest distribution which is the case in our framework.



C.4.1 One Nest
Reproducing equations (C.3) and (C.4),

Mw

Pr(zi(w) < z1, .., 2 (w) < 2x) = F(21, ..., 2K) = €Xp [ (

(2k/ar)” )1]

k=1

(hiay)?
Zszl(hkak)ep

For notational simplicity, and w.l.0.g. we focus on the choice probability of the 1st alternative (k = 1).
Let Q; = {w: hjzj(w) =maxy hpzp(w), k=1,...,K}. Define

T =

3}
F' (21, 2) = 8—ZIF(21, ey ZK)

which equals:

K . K
Fl(zl,...,zK) = Qa(fpzl (Z zi/ag)” ) exp [ (Z zi/ag)” )

k=1 k=1

The probability distribution of z;(w) conditional on selecting the 1st alternative, w € Q,

ﬁl(z) = Pr (zl(w) <z|we Ql)

= Pr(wle(ll)Pr <21(w) <z, hiz1(w) > hij(w)>

= rr(a) S5 50 S Raw)

J

1 AZ]
h2 h g
= / / / f(zl,ZQ,...,ZK)dZK...dZdel
T J2,=0J 2 zrk=0

1 h
= / Fl(zl,@z,...,—lzl)dzl
21:0

1 h2 hK
K 1 1
1 [? 0p —0p—1(,%1\_¢ hiz1,_g,\ 1 h121 1
= — 0a’P 2P (— P —_ p) ex —( ) dz
- /Z1=0 1~ (a1) kzﬁ(hkak> P z; hkak 1
K K
L[ . hlal 1 h1a1 :
= — 9a291(1+ ) ex <1+ >p dz
1 /zlzo ! Z hkak P ;2 hkak !

1

K
L[ - z 0
= 771/ fal 20 (hlal pz hyay)’ ) exp [—zl 0a1<(h1a1) —0p Z(hkak)ep) ]dzl
71=0 k=1
z 112 1
[ () ()
/z—() a2 B T

1=

dz1

The last line is a Fréchet distribution with c.d.f. exp(—Tzl_ ) with location parameter T' = a{r; T

is straightforward to show that the expected value of this Fréchet distribution equals I'(1 — 1/ H)Tl/ 9,



Putting together, the expected value of z;(w) conditional on w € Q; equals
—1/0p
]E(zl(w)\ we Ql> =T(1 - 1/0)aym;

To make a closer connection to the notation we adopted in the main text, let 85 = 0p, and 6; = 6.
Then,

Pr(zi1(w) < 21, ..., zx(w) < zx) = exp [ (Z zi/ag)” 2)61]

And, the conditional expected value is given by
1/92
E(zl(w)] we Ql) =T(1—1/6))arm;
Note that, as in the main text, we could specify the distribution function by shifting the scale of draws

according to some scalar ¢ > 0,

K

Pr(z1(w) < z1, ..., zx(w) < zK) = exp [ (Z zi/ag)” 2) 1]

k=1
In this case, the conditional expected value equals: ]E(zl (w)|w e Ql) =T(1-1/61)(¢ )1/91a m ~1/% and
the unconditional mean equals: E(zl(w)> =T - 1/91)(<;3)1/91a1. By choosing ¢ = (1 — 1/91)]*91,
we then ensure that E(zl(w)\ w e Ql> = alwfl/% and E(zl(w)) = a.

C.4.2 Two Nests

We now turn to the generalized Fréchet distribution we have adopted in the text. For the sake of a
clear derivation, compared to the main text, we set the value of the outside option (i.e. the option of
not using a plot for agriculture) to zero. The alternatives in the upper nest are given by {1, ..., K} and
in the lower nest within each k£ by {1,...,7}. Using equation (C.7) , we can express the generalized

Fréchet distribution as:
1/p
¢ Z [Z ZkT/akT)_ep} ]

=1

F(z) =exp

where z = [(211, ..y 217), ooy (Zk1s -y 2KT), -~-(ZK17 ...,zKT)] with zp, referring to the land productivity

draw of crop-technology pair k7, and ¢ = [['(1 — 1/9)]79 is a scalar. Using equation (C.8), the choice
probability of k7 equals:

(hirag: ) HY

HY?  HY+..+H}' where Hy, = |(hg1ax)? + ... + (hpragr)?| .

Thr =

For notational simplicity and w.o.l.g, we focus on the choice of (k’,7') = (1,1). Defining F!'(z) =
821 F(z), we have:

T

11 9p—1 a AV S o] 17
Fll(z) = @0a%2700 (Z(zh/a”) P) exp[ Z[Z Zkr [ Qr) p} ]

=1 k=1 7=1
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The probability distribution of z;;(w) conditional on w € €17 is then given by:

Fiu(z) = Pr <211(w) <zlwe QH)

1

= mpr (le(w) <z, hprzgr(w) < h11211(w))

1 h11
= —Pr (le(w) <z, Zk.,-( ) < h—zn( ))

11 kT

1 [* _h11 h11 - hit . hit _ hit _ .
= — FUl(z— =3 .., —3 .., —Z2, .., —3)dz

11 J3—0 (2 hi1” hi2 7 by hi1 hxr )

T K T _

1 00 ~— th _ -1 - huz 1/p ~
= — faPz=0P~ 1( 9”) exp | — [ e 90] dz

11 ¢ ; hirair P (Z)k:l ;(hma,ﬁ)

/ 30a° al(i 11611 ) ;=1 0.6 i [Z h11a11 ]1/9 £

= a¥,z ex a z

i1 H ot Tal'r P M —le hkrakT

1 —_
= e ¢9a z0-1 (hllall ’DZ hirair)? )

- 1/p
X exp [ —¢z7%Y, Z {(huan)*a’o Z(hmam)ep} ] dz
k=1 T=1

1/9P P . . . .
Using H), = (Zle (hkTakT)ep) , and 71 = (hlﬁf}j)e ZflifHZ’ we simplify the last line into the

following;:

K K
F11 / (Z)H(Lllz - ((hllall)ie Z Hg) exp [ — gfi)éfea?l (hllall)ie Z Hg] .
k=1

k=1

Inspecting the above equation, it becomes evident that the distribution of z11 (w) conditional on w € Q41

is a Fréchet with c.d.f Fi1(z) = exp(—Tz~?) where the location parameter T’ equals daf, <(h11a11)*9 Zle Hg) .

It is straightforward to check that the expected value of a Fréchet distributed random variable with
c.df. exp(—Tz7%) equals I'(1 — 1/6)T"/?. Hence,

E(z11(w)|w € Q1) = r'1-1/0) ((Ea(fl ((hllan)fe K H2)>1/9

D= 1/6) (8)" any ()7 ()

Notice that for the sake of tracking a clearer notation and with no loss of generality, we calculated the
conditional expected value of crop-technology (k,7) = (1,1). Writing the expression for (k, 7), noting

that ¢ = [['(1 — 1/6)] %, and setting 65 = p and 6; = 6,

~1/6, —1/6,
hirag 02 Hal
E(zpr (w)lw € Qir) = agr % —x
Hy > k1 Hy,
—_—
Apr A

This derivation delivers the average land productivities conditional on the selection of a crop-technology
pair as given by equation (6).
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C.5 Derivations for Recasting the Micro-founded Structure to an Aggregate
Problem of PPF

In this section, we recast the land use problem onto crop supply through the lens of production
possibility frontiers. We show that (i) the aggregate problem which describe below, reproduces equation
(8), and (ii) the Lagrange multipliers of this problem reproduce returns to land. Recalhng that

hikr = i, khz krand using an equivalent notation where Ql oy = (ykL )flﬁzykTLl s and ka —_ ik the

i
problem of the agricultural producer in Section 4.1 can be written as:

L f
o }max{@f} ZTGTZkeIC')’krpikai,kT
i kT Sk, T ik Sk , 629—1
. QL. \m1| © _ Af
subject to [ZTET (Uf:T ) 2 ] < Qi (C.9)

01—1
oy | 1
[Zke&(@{k)"ll] < Llf

where

vz{k'f = (/ykr) lhl k@ i, k'r (C]_O)

The Lagrangian function associated with this maximization problem is:

0,1

ﬁzzzﬁfp@k@{m—)\ﬁk{[z(Q}’W)%zl] 2 —@fk}—u{{[Z(@fk)efil] 1 _sz}
T k T

Ui kT k

Provided that the solution is interior, and quantities are all positive, the first order conditions require
that:

__02 1~ __1
’Y;pri,k = M{,k(vzf,kr) 92—1(sz7k7_)92—1(Q2f’k) 6g—1 (Cll)
ply = Wl (@QI)n @) w (C.12)

Using equation (C.11), and v{,ﬂ = TLi’kTafikT(y,fT)_l,

f )—(92—1)( L)

szT = (1, Vi) (i) l(a{kﬁhzkf) sz

or, equivalently,

Qlk’T (0, — _ o~
= ()" i) 0l i) T QL (C.13)

sz

Recall the definition of H, Zf . from equation (5),

T 05| 02
Y}, = [Z(azf,kfrpi,khi,kT) 2

T
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Using equation (C.13),

szr ; 829;1 o f\=0—-1)Af Hf 6s—1

[Z<vf ) } = (Mi,k) Qng( i,k) )
T i kT
Q.

which delivers the shadow price of crop k, u{ i» that is precisely equal to H, Zf 1)
ply = HiL. (C.14)
Let us now reproduce equation (C.12),
Qz r=(u k)el_l(ﬂg)_(el_l)sz- (C.15)

which we use to derive the following relationship:
011 011

[S@] T =l e[Sl

k k

Lf

i

Replacing u{ = H Zf ,, from equation (C.14), we find the shadow price of total cropland, le ,

ul =[St (C.16)
Plug ;Llf from (C.16) into (C.15),

_ML' _ [ (HZ{]C)&
Zk(Hz{k)el

Replacing the above equation and equation (C.14) into equation (C.13), using vzf oy = (vE)~ p, maff ot

we have: - )
7 07 55 I \61 17;1
Q ) (,715 )—lafk ﬁl by [%hz’lm—)] [(I{%k)] ’ Lf
1,KT T 1,KT 5 3"
(Hi{k)eg Zk(Hi{k)el

This derivation reproduces equation (8) in the main text.

C.6 Derivations for the Gains from Trade

To highlight the main channels that drive the gains from trade, we simplify our model along two dimen-
sions. First, suppose demand is a Cobb-Douglas combination between nonagriculture and agriculture

that in turn consists of multiple crops:
B2
0\ B¢ Bi,
7 (1me)
k
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where BZQ and Bil =1- B? are the share of expenditure on nonagriculture and agriculture, and f;  is
the share of expenditure on crop k within agriculture. This means that compared to our main model,
{BY, B}, Bi.r.} are exogenously fixed. Indirect utility is then given by:

Y;
Ci=—— — (C.17)
(P2)% (Iy Py )P

Second, on the production side, we make the assumption that agriculture does not use labor.
As such, let traditional technology use only land (7,%0 = 1), and modern technology use land and
intermediate inputs (v +~%, = 1). Value added generated by production of crop k in field f is then
given by

ij = pikaz{kO + (1 - 7%)pi,kQ£k1-

Consider the equations that describe field-level crop quantities and relative land shares between the
two technologies,

W

_ k7
f _ fopN\-1 [ Mik K f f\ e ([ f Ty
Qi,kr = L (Vk:r) <pi . > @ kr (%k) (O‘i,kr) )

M
f ! _2ka
ikl (ai,ld) <mzk> T
f o f .
QG ko @; ko Pik
Combining these two equations, we obtain relative output quantities between the two technologies:
f -1 f
Qir (7&) (ai,ld)
o L f ’
Qi ro Tko @ ko

Replacing this into the expression for field-crop-specific value added, and noting that 7,50 =1,

61—1 -1
Vi = pisLial o(al) o (ol i)™ (C.18)

i?

By aggregation over fields, total value added from production of crop k equals:

Vik = Dik Z L{aiko(azf,k) n (aiko)g- (C.19)
feF:
We denote the value added share of nonagriculture by p;o = wYN and of crop k by p; i = ‘;k In

f

addition, let the value added share of field f within crop k be pzf = \‘ji
Consider a shock to trade costs that moves the baseline equilibrium to a new one. For any generic
variable z, let 2’ be its value in the new equilibrium, and # = 2’/x. Given the matrix of trade cost

changes, {czmk}, from equation (11) that describes trade shares, we obtain:

R 1—0’0 N 1_Uk

Q w; Q Dik

Nio = | — , Aip=| = ) (C.20)
P P;
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From equations (C.18)-(C.19), and noting that Vi,k = ﬁikai,

FoF o af NS Af f N
bir = Vi 2oLy agpo(ds pai ) o (& 10 ko)
7, = i,

foF o FNS= e
Zsz' az’,ko(ai,k) ! <az’,k0) 2
-1

611 =1

= pui | 2o plp@d) (@) | (C21)
f

Using equations (C.20)-(C.21) and noting that w; = j;Y;, we can express the change to price indexes
of nonagriculture good and crops as:

-1

1 1
~

A ~ Py ~ R A N 611 N =1 Q2 op—1
PY = p;oY; (M,o) L, P =pigYi szf,k(azf,k) “ (O‘Zf,ko) ’2 </\“k> : (C.22)
f

Replacing (C.22) into the hat-version of (C.17) reproduces equation (24) in the main text,

BiBik

1

Ci= (ﬁm (5‘“’0) UOI]>_6? II (ﬁz’,k (Mk) e

k

—B1Bik f f 01—1 ¥ —1
) sz‘,k(ai,k) (G o) 2
f

This reproduces equation (24) in the main text.

Now, suppose utility depends only on agriculture, i.e. 8} = 1, ﬁ? = 0, and there is only one

crop, i.e. azf & = Bik = pix = 1. Furthermore, suppose that in autarky, country 7 uses only traditional
technology for production, and has access to domestic agricultural variety for consumption. Given these
assumptions, and dropping subscript £ to collapse the model to one-sector economy, the magnitude of

the gains from trade, calculated as the loss of welfare from moving the baseline economy to autarky
(labeled as A), equals:

Gi= gt =1- )7 | Y pllal)
f

0
Replacing &; o = [Z 7 sz (alf o) 92} 2, we can now reproduce equation (25) in the main text:
1 1

Gi=1—(Nig) 7" (@)%

D Details about the Estimation

This section presents details about the estimation of the model. Section D.1 starts by presenting addi-
tional discussion about the identification of the model. Section D.2 describes our bootstrap procedure.

D.1 Additional Discussion about Identification

In the main body of the paper, we used the following relationship coming from our model to derive

expression 29:
2

(Oéi,kl) | Gkt y (wi/pik)*’}’xivl/ﬁ’;fl(mLk/pi’k)*W{.V{/’y,fl
Q4 k0 B a4 k0 (wz’/pi,k)_’y‘l’v‘)/v’éo(mi,k/pi,k)_’y’%/%%
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We argued that (1) factor shares, y-parameters, and 6, control how prices and relative productivities
translate into relative land share of modern technology, (2) relative land share of modern technology
is closely associated with the input cost share and input quantities per unit of land, which we target in
our estimation. Using a pared-down version of our model, we now show how these two sets of variables
are tightly related to relative land share of modern technology. In particular, we assume that countries
produce using a single crop and have a single field.

We start by deriving the expression for the input cost share. Let C"¥ be total expenditure in inputs
in agriculture, R; be total revenues in agriculture R;p and R;; be revenues, respectively, in traditional

ag
and modern sector in agriculture, and 4 be the cost share of inputs. Therefore, %’aq = “/11 - él ,which

can be written as: ag M
G — N (D.1)
R ~ 14 Rjo/Rix’ '

7

We now show how R;y/ R;1 relates to the inverse of relative land share of modern technology, a;o/c;1. To

L
T LiO _ o R'i()
> il Y Ri1’

establish the link, we invoke the relative payments to land between the two technologies
which implies:
Rip 1 ayo

= D.2
R Al an (D-2)
where we defined 3 = = /’Y1 , which is a parameter we estimate in our model. The cost share of
inputs can thus be written as
0{19 M
i it (D.3)

T )
Q50

This expression shows how the relative share of land used in modern technology, £

share of inputs, %g, and how 4% matters to that relationship In particular, controlhng for v, when

7L is larger, the same value of Si translates to a larger cost share of inputs.

We now discuss the relatlonshlp between input quantities per unit of land and relative land

share of modern technology. For concreteness, consider fertilizer-per-land, which is given by F L =

F, M M
re Y Ri

P r (v4 R11+’YOLR1‘0) :

Combining this expression with equation (D.2),

F,M
ﬁ _ T " 7{\/[ (D 4)
L; Pr (VL + ;1 Oézo>
! 7L Q41
Given that % = = L/ ’Y1 , and «aj9 = 1 — a41,we can rearrange the above expression to obtain:
F; ri A" pm
L’L' -PL',F 7&, 1 1 % ( )

Note that within the estimation of the model, we solve for equilibrium values of rents r;, prices P; r,
and land shares a;;. The degree to which these variables influence Fj/L; is partly governed by 7%.
Lastly, we discuss about yields (land productivities). While shifters of land productivity, alf >

are exogenous, land productivities in equilibrium —that is, conditional on the optimal selections of
agricultural producers— are endogenous to local market conditions. Using equations (2) and (8),
equilibrium yield of crop-technology pair (k,7) in field f equals:
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Qf) i _
?T = (7157') lhiykTalf,kT(a{,k) “ (a’{k‘r) 2 (DG)

i kT

1

First, we note that the land intensity parameter operates as a scalar of equilibrium yields. Intuitively,
a lower land intensity means higher intensity of non-land factors, hence a tendency for a higher land
productivity. Using equation (3), this can be seen most clearly in the modern-to-traditional ratio of
yields for the same crop in the same field,

f f -1
<Qi,k1) / (Qi,k0> . (711;1) . ’7L
f f - L -

L; i L; o Tk,0

When comparing yields across countries, local market conditions and productivity shifters in those
countries would matter. However, controlling for them, a larger 7% implies a larger gap between
average equilibrium yields in countries that intensively use modern technologies relative to those that
intensively use traditional technology.

D.2 Bootstrap

We compute standard errors of our structural estimation based on “parametric bootstrap” (Horowitz,
2001). Our procedure works as follows. We assume that deviations between our model predictions and

data arise from measurement errors. For any country-level variable v, we specify: yp’dam =y (2, X)+e!

2
where y;”data is the log of our observation of variable v for country ¢, y; is its counterpart predicted

by the model at the vector of parameters €2 and data X, and €} is an error term. By our specification,
e? is distributed according to a normal distribution N(0,A"), and it is independent between countries
and variables.

For our indirect inference, we construct aggregate statistics m?® from data points y?*¢ =

{yf’dam}. In the estimation, we minimize the distance between statistics m(Q, X) predicted by the
model and their counterparts in the data, m9®, In particular, country-level variables which we use to
construct our statistics are: v = {agricultural expenditure on intermediate inputs, agricultural gross
output, quantity of fertilizer use, agricultural labor employment, crop-specific land use}. Using our

~v data,v

estimates of the model at (AL we compute predicted residuals: € = y; y". Using € = {€/'}, we esti-

mate the empirical counterpart of the variance, A?. We then draw the error terms, ef’l from N (0, ﬁ),
where [ = 1, ..., L indexes the [-th set of simulated data. Using this procedure, we create a new set of
model-generated data points: yf’l =y + ef’l. We call the I-th set of simulated data as y! = {yfl} For
each simulated data set y', we repeat our estimation algorithm in its entirety, and obtain estimates of
Q. Lastly, we calculate confidence intervals and standard errors based on the distribution of {ﬁl}f: 1-

E Details about the Counterfactual Simulations

This section describes how we measure changes in trade cost and productivity between 1980 and 2007
across countries, which we use in our counterfactual simulations. Section E.1 first describes how we
measure changes in trade cost. Section E.2 then explains how we measure changes in productivity.

E.1 Measuring changes in trade costs

The method that we apply to measure changes in trade cost follow closely the literature using gravity

trade models (see Head and Mayer (2014) for a detailed description of such methods). In particular, we
assume that the trade costs that compose the residuals introduced in Section 5.1 (bm,gd}n_;’“) include
a symmetric trade cost component, which we denote by d; 4. As such, one can easily use the demand
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equations from our model to write:

Xin g in g
1 : —= ] =2(1- log(dn; ;
o8 (522 % 22 ) = 20— ) oa(dig) i

in,g

where €, g = 108(bni gbin,g/bii,gbni,g). Since the values of d;, 4 are relative to a baseline group, we adopt
the common approach in the literature and assume that d,; ; = 1, which sets d;; 4 = 0. Using this
assumption, we recover the fixed effects d;;, 4, we then use our values of o, to recover dy; 4.

Notice that, to recover the trade costs using the expression above, we need to measure the sales
of a country to itself X;; ,, which requires data on gross output. Unfortunately, data for gross output
disaggregated by category of agricultural input or by crop is not available for 1980. To circumvent
this limitation, we estimate trade costs using data for more aggregate sectors, agriculture and non-
agriculture and, in our counterfactuals, we apply the changes in trade costs in non-agriculture to
simulate the effects of globalization for agricultural inputs. To validate this approach, we use data for
2007 to compare the trade costs that we obtain for the aggregate of agricultural inputs (pesticides,
machinery and fertilizers) and for the aggregate of non-agriculture. The correlation between these two
measures of trade costs is high (p = 0.75), indicating that trade costs in non-agriculture serves as a
good prozy for trade costs in agricultural inputs.

Figure A.7 shows percentage changes to trade costs between 1980 and 2007 for agricultural outputs
and inputs, aggregated by regions. We find an average reduction of trade costs of 39% for outputs
and by 41% for inputs. The fall in trade costs of agricultural inputs is typically larger than that
of agricultural output. For both cases changes to trade costs are substantially heterogeneous across
regions.

E.2 Measuring changes in productivity

In Section 5.1 in the main body of the paper, we estimated productivities using the gravity structure of
our model. In particular, controlling for value added per worker, we recovered productivities from the
origin fixed effects of regressions in which we use consumption shares as the dependent variable. We
use the same procedure to measure relative productivities for agricultural machinery and pesticides in
1980. Similar to the limitation that we have in the case of trade cost, the lack of data on gross output for
agricultural machinery and pesticide in 1980 prevents us from estimating relative productivities in 1980.
We therefore use data on changes in productivity in non-agriculture between 1980 and 2007 as a prozy
for the changes in productivity in machinery and pesticide. The correlation between productivity in
non-agriculture in 2007 and the productivity of agricultural inputs as a whole is 0.98, which indicates
that productivity in non-agriculture serves as a good proxy for productivity in agricultural inputs.
Finally, to pin down the level of productivities so that we can compare 1980 with 2007, we bring
in data from GGDC Productivity Level Database on the productivity of the US in tradeable goods
(Inklaar and Timmer, 2008).

F  Numerical Algorithms

This Section describes in detail the algorithms that we use to simulate and calibrate our model. Section
F.1 starts by presenting the algorithm which we use to simulate the model. Section F.2 presents the
calibration algorithm (i.e. inner problem) which we use in the structural estimation of our model.

F.1 Simulation of Model Equilibrium

Our solution algorithm takes endowments £ = {L{;,Nn, V,.}, supply parameters Qg = {01, 02, v,

M N M — [0 _1
Yk, Yoes W ai;O, ai,ﬂ}, and demand parameters Qp = {€”,e",1,K,04,05,, by iy bri,g, dni g, Ang} as

given, and solves for the vector of equilibrium prices.
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10.
11.

12.
13.

. Calculate land shares of crops, o!

. Guess the vector wages {w; }ienr, crop prices {p; i }ien kekc, and fertilizer prices {p; fert nen-

. Calculate prices of nonagriculture, pesticides, agricultural machinery according to p; o = w;/A; 0,

Dipest = Wi/Aipest a0d Di mach = Wi/ Aimach- (All these prices, {p;q}, are at the location of
supply.)

. For every good g (every of the crops, nonagriculture, fertilizer, pesticide, and agricultural ma-

chinery), calculate the price index at the location of consumption, P, 4, according to equation
(15), and expenditure (trade) share of every destination country m on every origin country i,
Ani g, according to equation (11).

(a) Compute the price index of agriculture, P! according to equation (15), and expenditure
share on crops, B, k, according to (12). (b) Price index of sector-level nonagriculture bundle is

PY = n,0- () Compute the aggregate price of intermediate inputs, my, i, according to my, j =
M

Hjej(Pn,j)’y’“
(a) Calculate h,, g, and h,, ., according to (1). (b) Calculate Hgk according to (5).

and of technologies within every crop, o! based on

n,k’ n, kT’

equations (3)-(4).

(a) Compute production quantities at the level of field, Qf; 4> based on (8), and at the level of

country, @, based on (9). (b) Compute aggregate quantity of investment, S,, according to
(10).

. Calculate labor employment in agriculture, N, based on (20). Labor employment elsewhere is

— 1
Nn,rest - Nn - Nn

. Calculate revenues generated from every of the crops, fertilizers, and the “rest” of the economy

(pesticides, agricultural machinery, and nonagriculture), that are:
Yn,k = pn,an,kv Yn,fert = pn,fertvna Yn,rest = wnNn,rest

Calculate total expenditure in every country n, E,, according to equation (21).

Compute aggregate final consumption, C},, and its corresponding price index, P,, according to:

(a) Guess Cp,.
(b) Calculate P, according to (16).

(c) Calculate: C" = E,,/P,. If max|(C}*" — C),)/Cy| < € for a sufficiently small tolerance
€, convergence is achieved. Otherwise, update C,, = C** and return to Step (b).

Calculate §; based on (13).

Calculate global demand for every good based on equations (17)-(18)-(19),

M
Xno=> BAmoEe,  Xnj= DY MM AngperQerts  Xnk =Y BiBrsdmoEe
1 LeN kel l

Let Xn,rest = Xn,O + ZjEpest,mach Xnvj :
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14. Update prices.

X, A\ 7 X, fert p X\’
wnew —w n,res new n,jer new __ n,
" " < Yn,rest P fert = — Pnfert Yn,fert pn k= Pnk Yn k

)

where p € (0,1) is a dampening parameter. If max |( Xy, rest — Y rest)/ Y, rest] < €, max |( Xy, fere —
Yo fert)/ Yo fert] < € max|(Xpr — Ynr)/Yar| < € for a sufficiently small tolerance €, then

convergence is achieved. Otherwise, update prices: w, = w;’, pp fert = pﬁe;z‘ért, Dnk = pﬁe,;“
b

and return to Step (2).

F.2 Calibration Algorithm

The calibration algorithm is the inner problem of our estimation procedure, which we represent by

¢(I',®) = 0. Our calibration algorithm takes estimation parameters, © = {01, 602,7}, data and cal-
. . data __ f,data f,data dat data L,data _N,data _M,data  Fert . Pest ., M h
ibration targets, X% = {y;3 ™, ;5 QUsh o AUshk Wsa - Wwsa o Mwsa M N o e

1 _
Nz-o’d“ta, E?’data, E;> data Lf’data Vd“ta adate, x1}» and demand-side parameters Qp = {e% el n, K O'g, bn, bk Dni gy dni

as given, and solves for the vector of equilibrium prices and calibration parameters I' = {7k7-> 'ykT, fykT, { 0 { ot
such that equilibrium relationships of the model hold. Some of the steps in achieving this calibration

are similar to the solution algorithm to the model equilibrium as explained in Section F.1, which we re-

peat here for the sake of completeness. We start with some preliminaries, then present our calibration
algorithm.

Preliminaries for Calibration. For a clearer presentation, let us first spell out I' = {’y,fT, ’y%,

’yﬁ, aZ{ 0> @ kT} Equation (27), i.e. af, =6 Tyzf 157 , is meant to help us connect land productivity

i,kT
f,data

shifters in our model, {ai wrts t0 FAO-GAEZ data on potential yields, {y;; "}, by calibrating scale

parameters {0 }. Specifically, we adjust the common scale of dxy and d1 such that predicted amount
of production from our model matches that of data at the aggregate of the US, and we adjust the
ratio of dp1/dko such that predicted land share of modern technology from our model matches that
of data at the aggregate of the US. In addition, we calibrate the shifter of total share of cropland

(i.e. investment parameter for setting up agricultural production), {a{ o}, according to equation (28).
Lastly, we calibrate factor-intensity parameters {’ykLT, ’y,i\;l, ’y,i\i}
As explained in the main text, we assume common intensity parameters across crops, ’y,’c:T = fyf ,

’y,i\ﬁ =M ’y,i\g = vY and across input categories within intermediate inputs, ’yi’M = M We set
the share of j = {Fertilizers (Fert), Pesticides (Pest), Agricultural Machinery (Mach)} according to
the USDA Commodity Costs and Returns. In these data, there is a separate entry for “fertilizers”
which we count as j = Fert. We count “Chemicals” as j = Pest, and the sum of “Capital recovery of
machinery and equipment”, “Interest on operating capital” and “Repairs” as j = Mach. Since these
data are reported in dollars per unit of land, we aggregate them using data on land use in the USA. The
final sample for which we have data on both input costs and land use consists of corn, rice, soybean,
and wheat (among our list of crops). Also, to avoid potential fluctuations in the annual data, we
calculate a ten-year average between 2000 and 2010. These calculations amount to: y7¢"M = (.256,
yPest.M — (0,158, and yMach.M — (585,

In addition, we use data on the aggregate share of land, labor, and intermediate inputs in the

United States, {’yggflm,ygsﬁm (]}/[S'ffm} We obtain 'y(]}/ls’ifm = 0.58 based on our country-level data
set. By structure, *yUgjm + ’yUS‘tha + ’ylj\]/ls‘fm = 1, so we only need to know the aggregate labor-to-land

cost ratio in the US This ratio equals 1.38 according to the USDA TFP estimates for 2001-2010, while
we find it to be less than 0.5 according to the USDA Commodity Costs and Returns.??® Taking these

33As for the USDA TFP estimates and the methodology that is used there, see Fuglie (2012). As for the
USDA Commodity Costs and Returns, we count “Opportunity cost of land” as Land, and we count sum of
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values as bounds on the labor-to-land cost ratio in the US, we follow a simple rule of setting the ratio
N,data ; L,data - . _N,data __ L,data __ M,data
toone, Y54 /Yysa =1, giving us: yyga = 0.21, vg, =021, vy, = 0.58.

To connect these aggregate factor intensities to technology-specific factor intensity parameters, we
note that any aggregate cost share is the weighted average between technology-specific cost shares.
Specifically, let wyga be the aggregate output share of modern technology in the US. Then, our model
implies:

L.d
V3 = (1 — wysaVy + wosard
Nodat
Toga = (1 —wusa)y +wusan (F.1)
M dat
Yoda =1 —wrsa)}! + wusan!

Following the definitions of FAO-GAEZ, we set 7! = 0. Note that labor shares are 7Y = 1 —~L —yM|
because production features constant returns to scale at the level of plots. Hence, we only need to

calibrate technology-specific land shares, (v&,7%). Since 4% = ~¥/+F is given to us in the calibration

(which is left to be estimated as explained in Section 5.2), and ’ylL]tha = (1 — wysa)§ + wusart

(according to the above equation), we can pin down both & and ~f.

In the data which we use for calibration, X%, we denote by dcll%‘fg Ak the aggregate share of land
under modern technology in the US. Due to data limitations, we assume that this share is common
across crops, i.e. d%“éj’kl = o_szaéé%’l. For obtaining this share, we use information in a few sources.
In the US Census of Agriculture, the area of land treated by “Commercial fertilizer, lime, and soil
conditioners” is 94.5% relative to total land for crop production, and 78.7% relative to total agricultural
land in 2012. Respecting figures are 108.9% and 85.9% in 2007. In addition, the area of land treated to
“control weeds, grass, or brush” is 108.9% relative to total land for crop production and 90.6% relative
to total agricultural land in 2012. Respecting figures are 92.7% and 73.1% in 2007. In addition, we
examine information provided by the USDA Agricultural Chemical Use Program. According to US
averages in 2010 (or the nearest year if 2010 is missing), the percent of acreage receiving nitrogen
fertilizers is 97%, 90%, 27%, 86%, and 99% for corn, cotton, soybean, wheat (durum), and fall potato.
The corresponding figures for herbicides are 98%, 99%, 98%, approximately 100%, and 94%. Based
on these values, we follow a simple rule and set d‘li%‘g 4 = 0.95.3

Calibration Algorithm. Given © = {61,602,7} , X% Qp the calibration algorithm solves for

equilibrium prices and T' = {v& ,vM AN, azf 0> alf o) as follows:

1. Guess 0g; , wysa, and {7,%7,7%,7%}. (To be calibrated within the calibration steps below,
along with equilibrium relationships of the model).

2. Using equation (27), set land productivity shifters:

f  _ f,data
ai,kT - 5k7yi,k’r

“Hired labor” and “Opportunity cost of unpaid labor” as Labor. This gives a labor-to-land cost ratio of 0.37.
Including “Custom services” or “Repairs” in the category of Labor slightly increases this ratio, but that remains
below 0.50. Each of these two sources of labor-to-land cost ratio has its own limitations. For example, the
USDA TFP estimates depend on a number of strong assumptions about agricultural production functions and
compatibility of data across countries or over time, whereas in the USDA Commodity Costs and Returns, we are
limited to a subset of crops as opposed to the entire crop production. In both of these sources, and potentially
any other data source that reports labor employment in agriculture, there seems to be no authoritative practice
for precisely which cost items should be attributable to labor.

34For these calculations, we are also careful to check the share of organic production in the US, and confirm
that it is a very small portion of the US crop production circa 2010. According to the USDA, in 2011, only 3.1
million acres of cropland were certified organic, accounting for 1.18% of the share of land for crop production.
For the top crops in the US, the share of organic production is negligible: 0.3 percent for corn, 0.2 percent for
soybeans, and 0.6 percent for wheat.
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3. Solve for equilibrium prices:

(a) Guess the vector wages {w; }icpr, crop prices {p;  }ienr kek, and fertilizer prices {p; fert fnen-

(b) Calculate prices of nonagriculture, pesticides, agricultural machinery according to p;g =
wi/Ai,07 Pipest = wi/Ai,pest and Pimach = wi/Ai,mach‘ (AH these Pfice& {pi,g}a are at the
location of supply.)

(c) For every good g (every of the crops, nonagriculture, fertilizer, pesticide, and agricultural
machinery), calculate the price index at the location of consumption, P, 4, according to

equation (15), and expenditure (trade) share of every destination country n on every origin
country 4, An; g, according to equation (11).

(d) (a) Compute the price index of agriculture, P}, according to equation (15), and expenditure
shares on crops, (3, i, according to (12). (b) Price index of sector-level nonagriculture bun-
dle is P} = P, 0. (c) Compute the aggregate price of intermediate inputs, My, i, according

3. M

(e) (a) Calculate hy, g, and hy, r according to (1). (b) Calculate Hf:k according to (5).

based on equations (3).

. i f
(f) Calculate land shares of technologies within every crop, oy, ;.

(g) Recover the investment parameter based on equation (28)

1 i 1-a f,data é

f _ f\6 1,0

“i,o—Jw(Z(Hi,k) ) <f,data )
1

k Q0

(h) Calculate land shares of crops, af; &> based on equations (4).

(i) (a) Compute production quantities at the level of field, Q£ & Dased on (8), and at the
level of country, @, k, based on (9). (b) Compute aggregate quantity of investment, Sy,

according to (10). In these calculations, L{ = L{ data

(j) Calculate the model prediction of country-level land share of crops that use modern tech-
nology,

6477,,]{;1 = Z Ln nkan k1 / Z Ln n,k
feFn feF.

(k) Calculate revenues generated from every of the crops, fertilizers, and the “rest” of the
economy (pesticides, agricultural machinery, and nonagriculture), that are:

dat
Vaa’

0,data
Yn,k = pn,an,lm Yn,fert = DPn,fertVn Nn

Yn,rest = Wn

(1) Calculate global demand for every good based on equations (17)-(18)-(19),

0,data M M 1,data
Xno = Z AenoB, Xnj = Z Z Ve Vil Men,jPekQe k1, Xnk = Z BexAen0E,

14 LeN kek 14

Let Xn,rest = X"vo + ZjEpest,mach XnJ :
(m) Update prices:

X t p X fert L Xn k L
WY = n,res new - _ n, new __ >
" " < Yn,rest pn,fert Pr.fert Yn,fert pn kT ok Yn k
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where p € (0,1) is a dampening parameter. If max [(Xy rest—Yn rest)/ Ynrest| < €, max |( Xy, fere—
Yo fert)/ Yo fert] < € max|(Xyp — Yor)/Ynrl < € for a sufficiently small tolerance e,
then convergence is achieved. Otherwise, update prices: w, = w;Y, Py fert = pze}”ert,

Pnk = i’ and return to Step (b).

4. Update 6k$7’ , WUSA, and {Wk{;—?’)/%”)/é\qf'}’

(a) Update scale parameters that connect the shifters of land productivity in the model to the
FAO-GAEZ potential yield data,

data 14 adata 14
new USAk new USAk
0p0 = Oko ; Kl =01 | =
Qusak QUS Ak
(b) Update the share of production from modern technology in the US, wji$y = > 1 Qusak1/ D QUsak-

(¢) Update factor intensity parameters according to equation (F.1),

L,data

%" = TSt 0 =198 (traditional tech)
L, ~ M, M, dat N,
M e = '7(%/’7L7 T e = ’VUSX a/WUSAa T =1 7{\4 - ’YlLu (modern tech)
where in part (a), p € (0,1) is a dampening parameter. If |( ‘[iﬁé‘j‘,k — Qusak)/ ?ﬁg‘z,“ < €,

|(@‘[i]a§?47k - o?USA,k)/@‘[i]agZﬂ <€, [(wirsy —wusa)| < e for a sufficiently small €, then convergence

is achieved. Otherwise, let 67 = &g, 67 = Gp1, WD = wusa, V& = WL’new,yéV = yév’"ew

k0 0
(where, by structure, v/ = 0), v¥ = fylL’new, M = 'yfw’new, W = 'yiv’new, and return to Step

2).
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G Additional Tables and Figures

G.1 Tables
G.1.1 Data Description

Table A.1: Summary Statistics for Selected Variables by Region

North  East East Latin South West
America Asia  Europe America MENA  Asia SSA Europe | World
(1) (2) 3) (4) (5) 6) () (8) (9)

GDP per capita 1.00 0.14 0.15 0.14 0.09 0.03 0.02 0.76 0.17
VA per worker (ag) 0.68 0.06 0.03 0.04 0.03 0.01 0.01 0.29 0.02
Imp share of inputs 0.20 0.08 0.66 0.56 0.48 0.29 0.75 0.50 0.30
- Machinery 0.23 0.08 0.65 0.68 0.48 0.16 0.86 0.42 0.33
- Fertilizer 0.51 0.23 0.52 0.76 0.42 0.40 0.63 0.64 0.48
- Pesticide 0.10 0.05 0.78 0.35 0.69 0.20 0.85 0.55 0.20
Countries 2 5 6 12 6 9 12 13 66

Notes: This table reports aggregate values of selected variables for countries in each of the listed eight regions
in the world. The reported variables are GDP per capita, value added per worker in agriculture, import share
of agricultural inputs, as measured by a country’s imports of inputs relative to total expenditure on them. East
Asia includes countries in the Pacific region, MENA stands for Middle East and North African countries, and

SSA for Sub-Saharan Africa.

G.1.2 Counterfactual Exercises

Table A.2: Impact of Changes in Trade Costs from the Baseline in 2007 to the Counterfactual

Economy in 1980 by Quartile of GDP per capita in the Baseline (Percentual Change)

Changes in Trade Costs in Agricultural

Output and Input Only Input Only Output

Ql Q2 Q3 4 Ql Q2 Q3 4 Ql Q2 Q3 4

H @ B 4 ) ©) (M) (B (9 (10) (11) (12)
a. Domestic Expenditure Shares
Ag input 8.2 175 573 12.6 8.5 20.7 57.6 128 20 -34 -16 -1.2
Ag output 5.2 5.7 15.0 10.7 -0.3 -24 -2.8 0.9 6.1 8.2 174 10.0
b. Agricultural production
Land modern -3.4 -55 -6.2 -04 -3.0 -57 -10.3 -0.4 00 02 38 0.1
Yield -5.1 -86 -13.3 -39 -26 -56 -11.9 -4.6 20 -34 -1.1 1.1
Aglabor (%) 5.0 4.1 19.0 14.6 55 34 39 6.5 -0.7 05 119 8.0
c. Welfare
Food cons 2.5 -24 -8.0 -5.3 -1.6  -2.0 4.2  -2.6 -1.0 -06 -34 -27
Welfare 3.6 -3.1 3.2 -14 -1.0 -1.3 -1.6  -0.6 -25 -16 -14 -0.8

Notes: This table shows results disaggregated by the quartiles of GDP per capita for our “globalization” coun-
terfactuals in which we change trade costs to their levels in 1980. Every reported number is the unweighted

average of percentage changes across countries within each quartile.
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Table A.3: Impact of Changes in Trade Costs from the Baseline in 2007 to the Counterfactual
Economy in 1980 (Percentage Change) - Same Trade Cost between Countries and between
Agricultural Output and Input

Changes in Trade Costs in Agriculture

Output and Input Only Input Only Output
(1) (2) (3)

a. Domestic expenditure shares
Agricultural input 30.3 34.0 -5.3
Agricultural output 17.3 -1.7 18.1
b. Agricultural production
Share of land in modern -6.8 -8.2 1.5
Yield (avg across crops) -12.4 -10.3 -1.4
Agricultural labor share 9.6 7.3 1.2
c. Welfare
Food consumption -5.9 -3.7 -2.5
Welfare -4.0 -1.7 -2.1
d. Inequality (Q4/Q1)
Food consumption -7.6 -3.0 -4.8
Welfare 2.4 0.0 2.1

Notes: This table re-generates results in Table 4 for a uniform reduction of trade costs (both across countries,
and between agricultural outputs and inputs). Specifically, we apply a change of 44% reduction to all finite
bilateral trade costs.

Table A.4: Impact of Reduction in Trade Costs from the Baseline in 2007 to the Counterfactual
Economy in 1980 by Quartile of GDP per capita (Percentual Change) - Same Trade Cost between
Countries and between Agricultural Output and Input

Changes in Trade Costs in Agricultural

Output and Input Only Input Only Output

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Ql Q2 Q3 Q4

O @ B W G ©® M 3 (® 1) 1) (12
a. Domestic Expenditure Shares
Ag input 129 309 632 249 14.7  36.1 68.2 26.2 -39 57 3.7 43
Ag output 77 126  21.0 275 0.2 45 -10 19 8.9 145 232 26.0
b. Agricultural production
Land modern -8.0 -10.4 -8.0 -0.8 -74 -10.8 -124 -1.3 -0.6 02 43 05
Yield -8.0 -151 -186 -6.0 -5.8 -84 -174 -9.2 -23 52 -12 29
Ag labor (%) 6.2 76 248 328 9.0 4.9 85 114 2.7 03 142 218
c. Welfare
Food cons -3.0 -3.7 -10.0 -104 -22  -29 55 -52 -1.1 -0.8 -44 -58
Welfare -54 -48 -45 3.2 -14 22 22 -14 -3.8 -22 -21 -1.7

Notes: This table re-generates results in Table A.2 for a uniform reduction of trade costs (both across countries,
and between agricultural outputs and inputs). Specifically, we apply a change of 44% reduction to all finite
bilateral trade costs.
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Table A.5: Effects of Changes in Productivity of Agricultural Inputs (part 1)

Changes in

Prod (%) Endow (%) Land Modern (%) Avg Yields Labor in Ag
Counterfactual  Pest-Mach Fert All ChyC All  CbyC All CbyC
Country (1) (2) 3) (4) (5) (6) (7) (8)
ALB 1.65 0.57 -42.08 -13.34 -0.31  -0.11 64.20 0.85
ARG 2.31 6.15 -77.12 -23.96 -0.29  -0.09 72.92 4.68
AUS 2.63 2.06 -22.64 -10.17 -0.39  -0.20 53.81  -4.79
AUT 3.94 0.85 -20.92 -6.92 -0.41  -0.20 31.29 -19.76
BFA 1.88 5.53 -93.15 -25.94 -0.11  -0.00 51.13 0.08
BGD 2.75 3.18 -53.43 -15.02 -0.28  -0.15 70.41 -4.37
BRA 2.68 2.78 -55.97 -31.93 -0.45  -0.28 61.58 16.51
CAN 2.17 1.54 -10.02 -3.78 -0.39  -0.16 50.01 -11.97
CHL 6.61 448 -52.02 -7.04 -0.49  -0.09 47.63 -7.11
CHN 12.25 2.64 -73.09 -55.23 -0.73  -0.60 58.63  20.33
CIv 1.21 1.99 -31.69 -2.32 -0.18  -0.01 20.88 1.30
CMR 1.20 1.33  -25.29 -3.27 -0.15  -0.01 31.98 0.39
COG 0.71 0.55 21.32 24.63 -0.13 0.04 20.54 -1.44
COL 2.28 1.90 -35.00 -14.86 -0.51  -0.23 37.03 -1.10
CRI 3.32 1.94 -3545 -3.65 -0.36  -0.05 52.31 0.85
CZE 5.78 0.53 -14.13 -1.03 -0.35  -0.05 3849  -2.76
DEU 2.77 0.62 -1.37 -0.49 -0.30  -0.17 36.82 -17.77
DOM 1.82 1.95 -36.72 -2.34 -0.15  -0.02 52.26 2.17
DZA 0.71 1.27 -28.51 7.76 -0.17 0.03 40.37 -2.28
ECU 1.54 4.66 -53.18 -7.50 -0.28  -0.04 49.04 1.40
EGY 9.91 5.12  -12.69 -2.64 -0.52 -0.21 55.68 -13.68
ESP 4.01 1.29 -20.28 -4.08 -0.45  -0.22 20.59 -14.60
ETH 1.06 6.15 -55.54 -8.79 -0.17  -0.01 29.36 0.85
FIN 3.79 0.75  -3.12 -0.80 -0.40  -0.20 19.36  -26.28
FRA 2.19 0.65  -4.72 -0.96 -0.29  -0.10 38.54  -6.28
GBR 1.90 0.78 -1.45 -0.15 -0.26  -0.05 36.02 -2.53
GHA 1.96 3.08 -69.25 -10.27 -0.20  -0.03 58.95 2.62
GRC 2.58 0.76 -18.34 -5.52 -0.45 -0.21 30.85 -11.87
HUN 5.56 0.53 -32.34 -0.75 -0.19  -0.00 64.05 1.98
IDN 7.15 2.06 -44.32 -16.46 -0.44  -0.23 68.96 -4.44
IND 5.57 3.19 -42.21 -34.50 -0.55 -0.51 57.14  24.17
IRN 3.54 2.01 -48.87 -33.72 -0.45  -0.36 97.08 -13.73
ITA 2.95 0.65 -8.44 -4.60 -0.42  -0.37 22.55 -25.85

Notes: This table reports results by country for the counterfactuals in Section E.2 where we re-calibrate produc-
tivities of the agricultural input sector. The first two columns report the percentage change in the productivity of
pesticides and farm machinery, and in the fertilizer production between the baseline of 2007 and 1980. These are
exogenous changes which we feed into the simulation of the counterfactual equilibrium. Reported as values in the
counterfactual with productivity parameters of 1980 relative to the baseline of 2007, the table reports land share
of modern technology, average yields (across crops within each country), and agricultural labor employment for

the case of “shocks to all countries” (All) and “shocks, country by country” (CbyC).
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Table A.6: Effects of Changes in Productivity of Agricultural Inputs (part 2)

Changes in
Prod (%) Endow (%) Land Modern (%) Avg Yields Labor in Ag
Counterfactual  Pest-Mach Fert All ChyC All CbyC All  CbyC
Country (1) 2 © RGN M (®
JPN 2.28 0.70  -1.62 -0.96 -0.33  -0.22 30.53 5.29
KEN 1.05 1.97 -46.94 -3.14 -0.24  -0.01 35.84 0.75
KOR 12.25 0.93 -2.80 -0.37 -0.48  -0.15 42.54  -3.39
LKA 6.22 1.89 -81.51 -16.97 -0.18  -0.05 142.56 -0.96
MAR 3.34 3.64 -66.80 -11.06 -0.23  -0.06 54.96 -2.29
MEX 3.11 1.21 -42.24 -6.99 -0.43  -0.08 42.22 -2.30
MLI 2.68 5.10 -86.58 -26.60 -0.14 0.00 51.67 0.57
MOZ 0.71 1.53 -38.40 3.85 -0.28 0.02 27.75 -1.14
MYS 6.20 3.43 -15.63 -1.12 -0.54  -0.10 39.76 -7.52
NLD 2.77 0.64 -0.13 -0.02 -0.29  -0.09 33.17  -9.53
NOR 4.67 1.42  -3.89 -0.57 -0.46  -0.12 17.90 -20.96
NZL 1.95 2.08 -27.80 -14.97 -0.34  -0.16 76.85 -9.44
PAK 2.64 2.48 -48.64 -27.15 -0.25  -0.18 65.87  -4.18
PER 3.00 3.11 -73.69 -22.49 -0.45  -0.14 64.92 -2.90
PHL 2.42 2.55  -58.50 -18.46 -0.21  -0.09 81.10 -0.07
POL 3.73 0.78 -17.62 -2.47 -0.37  -0.10 35.94  -4.04
PRT 4.67 1.39 -64.04 -13.28 -0.56  -0.17 39.72 -11.99
PRY 141 6.15 -34.81 -2.12 -0.40  -0.03 20.84 2.77
ROU 2.43 0.53 -22.13 -2.22 -0.31  -0.05 44.11 3.28
ROW 2.18 1.22 -32.64 -6.72 -0.40  -0.09 55.02 1.61
SEN 1.73 1.55 -79.66 -70.15 -0.21  -0.07 108.81 6.81
SOV 1.91 0.87 -29.99 -10.21 -0.33  -0.12 48.12 5.10
SWE 2.72 0.63 -4.36 -0.71 -0.36  -0.10 31.69 -12.78
THA 11.49 5.29 -28.46 -3.06 -0.48  -0.10 47.59 -2.82
TUN 5.11 1.93 -69.33 -10.51 -0.07  -0.03 49.86 -2.90
TUR 7.33 1.31 -36.46 -11.93 -0.57  -0.34 35.62 -7.07
TZA 1.33 3.34  -72.46 -2.51 -0.21  -0.00 40.91 0.51
URY 2.45 3.76  -75.30 -9.00 -0.32  -0.03 68.85 2.54
USA 1.77 0.95 -7.21 -5.93 -0.28  -0.19 36.25  -2.48
VEN 1.88 1.84 -24.09 -7.04 -0.39  -0.19 32.04 8.34
VNM 12.25 6.01 -50.00 -12.32 -0.29  -0.10 81.05 -4.76
YUG 0.72 0.92 0.35 7.97 -0.08 0.10 57.78 1.48
ZAF 2.36 0.88 -67.88 -5.75 -0.40  -0.04 76.25 3.15

Notes: This table is the second part of Table A.5.
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Table A.7: Effects of Changes in Productivity of Agricultural Inputs - Effects on Welfare (part

)

Changes in

Welfare Non-ag Consumption Food Consumption
Counterfactual All  CbyC All CbyC All CbyC
Country (1) (2) (3) (4) (5) (6)
ALB -32.93 -2.88 -29.68 -2.64 -15.23 -1.53
ARG -0.59  -1.63 2.92 -2.44 -14.68 -3.36
AUS -3.28  -2.45 -2.31 -3.62 -21.92 -7.67
AUT -4.50  -1.28 -5.43 -2.31 -22.89 -2.02
BFA 13.58  -0.06 29.40 -0.09 -0.65 -0.06
BGD -32.47  -6.61 -30.13 -8.35 -25.63 -4.58
BRA -6.14  -4.58 -4.37 -5.26 -20.08 -11.06
CAN -2.63  -2.47 -1.88 -4.40 -20.69 -3.84
CHL -9.50  -2.23 -10.75 -3.74 -23.74 -2.58
CHN -23.37 -16.18 -23.49 -17.84 -39.81 -29.19
CIV 547  -0.55 15.24 -0.79 -7.85 -0.75
CMR 7.57  -0.37 16.42 -0.52 -1.06 -0.39
COG 9.52 0.45 18.70 0.42 1.23 0.55
COL -10.14  -5.38 -9.06 -6.82 -18.60 -7.41
CRI -6.26  -1.33 -6.35 -2.19 -19.71 -1.85
CZE -5.35  -0.01 -4.66 0.08 -21.55 -0.42
DEU -2.32 -0.50 -1.37 -0.74 -21.52 -2.19
DOM -4.43  -0.73 -2.51 -0.85 -17.17 -1.94
DZA -0.03 0.24 3.14 0.01 -6.78 1.09
ECU -5.75  -0.96 -2.48 -1.11 -13.84 -1.44
EGY -36.96 -17.82 -41.22 -25.26 -33.61 -13.09
ESP -6.08 -1.28 -6.20 -1.98 -23.10 -2.80
ETH 17.64  -1.38 38.75 -2.03 -0.41 -1.15
FIN -3.11 -0.36 -2.50 -0.53 -22.07 -1.34
FRA -2.87  -0.66 -0.99 -0.93 -19.47 -1.97
GBR -1.59  -0.79 -0.03 -1.34 -19.64 -1.87
GHA -2.88 -1.58 3.98 -1.98 -12.64 -1.81
GRC -6.98 -1.34 -6.07 -1.78 -21.43 -3.00
HUN -3.38 0.12 -1.72 0.29 -19.99 -0.22
IDN -21.26  -6.45 -19.62 -7.80 -27.71 -7.84
IND -26.15 -22.19 -25.11 -23.75 -34.68 -28.70
IRN -23.36  -5.80 -22.07 -6.61 -31.10 -8.36
ITA -5.91 -2.04 -5.96 -2.96 -23.00 -5.38

Notes: This table reports results by country for the counterfactuals in Section E.2 where we re-calibrate produc-
tivities of the agricultural input sector. Reported as values in the counterfactual with productivity parameters
of 1980 relative to the baseline of 2007, the table reports percentage changes to welfare, consumption of non-
agricultural (Cyo) and of food (Cy1).
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Table A.8: Effects of Changes in Productivity of Agricultural Inputs - Effects on Welfare (part
2)

Changes in

Welfare Non-ag Consumption Food Consumption
Counterfactual All  CbyC All CbyC All CbyC
Country (1) (2) 3) (4) () (6)
JPN -3.30  -2.44 -2.51 -2.72 -20.55 -12.04
KEN 4.19 -1.49 14.23 -2.16 -5.42 -0.95
KOR -7.15  -1.44 -7.44 -1.83 -28.50 -5.72
LKA -28.14  -0.46 -25.74 -0.61 -23.66 -0.30
MAR -21.93 -11.98 -23.73 -17.93 -25.03 -8.52
MEX -5.62  -0.70 -5.09 -0.96 -18.39 -1.62
MLI 9.27  -1.67 20.14 -2.76 -1.12 -1.06
MOZ 19.06 0.33 42.35 0.37 -0.98 0.66
MYS -7.62 -2.12 -7.85 -3.68 -26.44 -2.51
NLD 2.24 1.24 7.53 2.38 -17.89 0.83
NOR -4.91 -1.31 -5.02 -2.29 -22.71 -1.93
NZL -6.02  -1.97 -4.96 -3.17 -23.43 -3.19
PAK -18.90  -5.44 -15.85 -6.39 -21.91 -5.45
PER -7.67  -0.97 -6.29 -1.13 -18.95 -2.06
PHL -15.38  -2.75 -12.88 -3.35 -22.01 -3.28
POL -4.79  -0.39 -2.58 -0.27 -20.55 -1.86
PRT -6.92 -0.74 -6.98 -1.23 -21.72 -1.00
PRY -0.60  -1.15 5.74 -1.65 -13.77 -1.56
ROU -5.20 2.39 1.53 4.69 -14.74 0.23
ROW -12.58  -4.63 -7.58 -6.16 -18.10 -3.78
SEN -11.45 -10.39 -8.87 -15.65 -18.31 -7.17
SOV -10.81  -3.38 -7.12 -3.25 -14.95 -4.12
SWE -3.98  -0.73 -3.81 -1.23 -22.31 -1.53
THA -13.82  -1.96 -13.74 -2.81 -24.29 -2.49
TUN -11.86  -8.41 -13.64 -13.97 -23.06 -6.91
TUR -17.42 -5.80 -17.53 -7.14 -27.52 -8.91
TZA 23.65 -0.41 52.99 -0.58 -0.05 -0.19
URY 4.83  -0.82 13.48 -1.30 -11.57 -1.41
USA -1.64  -2.20 0.53 -2.68 -16.27 -8.18
VEN -5.93  -3.43 -5.43 -4.43 -18.54 -7.87
VNM -24.50  -6.51 -24.35 -9.43 -27.84 -5.19
YUG -0.24 1.78 8.89 2.35 -10.86 1.73
ZAF -0.03  -0.49 3.70 -0.74 -16.82 -1.35

Notes: This table is the second part of Table A.7.

29



G.2 Figures
G.2.1 Data Description

Figure A.1: Additional Cross-Country relationships between Agricultural Activity and GDP

per capita

(a) Labor Share in Agriculture

(b) Share of Expenditure in Agriculture
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Notes: Panels (a)-(b) plot the agriculture labor share and food expenditure share against GDP per capita. Panel
(c) plots the share of agricultural exports in total exports of every country against its value added per worker
in non-agriculture sector. We normalize GDP per capita of every country by that of the US. Panel (d) plots the
data on average normalized yield against agricultural input cost share across countries, on the log scale. With
ik = (Qin/Lik) / (>;(Qix/Lix)/N) as yield of crop k in country ¢ normalized by the global average yield of
crop k, “average normalized yield” of country ¢ is defined as @; = L; x 21/ > _j Li k-
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Figure A.2: Modern Potential Yield Premia against GDP per capita

(a) Unconditional (b) Conditional on Potential Yield of Traditional

Log of Premia (relative to avg)

Log of Premia (relative to avg) - residualized
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R2 =0.001 and slope = -0.019 R2 =0.001 and slope = -0.016

Notes: Each point in this figure represents a crop-country pair. In Panel (a) the y-axis is average modern
potential yield premium across all fields within each country-crop cell, normalized by the global average premia
of the corresponding crop. The x-axis is GDP per capita in 2007, normalized by the GDP per capita in the
US. Panel (b) re-plots the relationship using residual premia conditional on potential premium of traditional
technology. To do so, we first obtain the residuals of a regression of the modern potential yield premia against
the potential yield of traditional technology, we then plot averages of the residuals for each country-crop cell.
This figure indicates that there is no systematic relationship between the modern potential yield premium and
the level of economic development of a country.

Figure A.3: Land Use against Potential Yield

(a) Land Use against “Traditional” Potential Yield (b) Land Use against “Modern” Potential Yield
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Notes: This figure plots aggregate land use of crops against potential yields of traditional in Panel (a), and of
modern in Panel (b). The average country-level potential yield of a crop is the aggregate of potential yields of
the corresponding crop in all fields within the country. Values of land use and potential yields of every crop are
relative to those of corn in every country. Every point in the figure represents a crop-country pair and those of

corn are dropped since their logs are zero by structure.
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G.2.2 Model Fit

Log potato production - Predicted

Log banana production - Predicted

Figure A.4: Model Fit with respect to Production Quantity of Crops
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Notes: This Figure shows the fit of the model with respect to output quantities of each crop across countries.
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Figure A.5: Model Fit with respect to Land Use of Crops
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Notes: This figure plots land use of crops as predicted by the model against the data. Values of land use of every

crop are relative to those of corn in every country. Every point in the figure represents a crop-country pair and
those of corn are dropped since their logs are zero by structure.

Figure A.6: Model Fit with respect to Prices of Crops
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Notes: This figure plots producer prices of crops as predicted by the model against the data. Prices of every crop
are reported as relative to the average global price of corn. Every point in the figure represents a crop-country
pair and those of corn are dropped since their logs are zero by structure.
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G.2.3 Counterfactual Exercises

Figure A.7: Changes in Trade Cost by Region between 1980 and 2007
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Notes: This figure shows changes in trade costs of agricultural inputs and agricultural outputs between 1980
and 2007, weighted for every region based on trade flows of countries in that region. See Section E.1 for details
on our estimation of trade costs.

Figure A.8: Changes in Productivity in Non-agriculture by Region between 1980 and 2007
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Notes: This table shows changes in productivity of agricultural inputs between 1980 and 2007, weighted for every
region based on GDPof countries in that region. See Section E.2 for details on our calibration of productivity

changes.
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Figure A.9: The Impact of Changes in Productivity of Agricultural Inputs on Food Consumption

(a) Food Consumption
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(b) Non-agricultural Consumption
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cultural inputs country by country, one at a time, and (ii) one counterfactual in which we re-calibrate the
productivity of agricultural inputs in all countries at once. The red dots represent the outcome for the country

Notes: These figures report results for (i) 66 counterfactuals in which we re-calibrate the productivity of agri-
whose productivity parameters are re-calibrated in the case of (i), and the black dots represent the outcome in

the case of (ii). Panel (a) and Panel (b) report the percentage change to the consumption of food (agriculture

goods) and nonagriculture goods.
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Figure A.10: Percentage Changes in Welfare against Percentage Changes in Revealed Compar-
ative Advantage for the Counterfactual with Changes to Productivities of Agricultural Inputs
in All Countries
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Notes: This figure plots percentage changes to welfare against percentage changes to the revealed com-
parative advantage (RCA) in agriculture in the counterfactual in which we set productivities of the
agricultural input sector at their levels in 1980. The RCA is the Balassa index given by RCA; =
(EXP1/EXPy)/ (O EXP;1/> EXPy), where EX P,y and EX P;; are respectively exports of agriculture and
nonagriculture in country .
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