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1 Introduction

A large and growing number of empirical studies use shift-share instruments: weighted averages of a
common set of shocks, with weights reflecting heterogeneous shock exposure. In many settings, such
as those of Bartik (1991), Blanchard et al. (1992) and Autor et al. (2013), a regional instrument is
constructed from shocks to industries with local industry employment shares measuring the shock
exposure. In other settings, researchers may combine shocks across countries, income groups, or
foreign markets to instrument for treatments at the regional, individual, or firm level.!

The claim for instrument validity in shift-share instrumental variable (SSIV) regressions must
rely on some assumptions about the shocks, exposure shares, or both. This paper develops a novel
framework for understanding SSIV regressions as leveraging exogenous variation in shocks, even when
variation in exposure shares is endogenous. Our approach is centered around a simple numerical
equivalence: we show that SSIV regression coefficients are identically obtained from a transformed IV
regression, estimated at the level of shocks. In this equivalent regression the outcome and treatment
variables are first averaged, using exposure shares as weights, to obtain shock-level aggregates. The
shocks then directly instrument for the aggregated treatment. Importantly, this equivalence only relies
on the structure of the shift-share instrument and thus applies to outcomes and treatments that are
not typically computed at the level of shocks. It follows that the SSIV exclusion restriction holds if and
only if shocks are uncorrelated, in large samples, with a particular residual: the average unobserved
determinants of the original outcome among observations most exposed to a given shock.

We use this equivalence result to derive two conditions sufficient for such “shock orthogonality.”
First, we assume shocks are as-good-as-randomly assigned, as if arising from a natural experiment.
This is enough for the SSIV exclusion restriction to hold on average across shock realizations. Second,
we assume that a shock-level law of large numbers applies: that the instrument incorporates many
sufficiently independent shocks, each with sufficiently small average exposure. Instrument relevance
further holds when individual units are mostly exposed to only a small number of shocks, provided
those shocks affect treatment. While novel for SSIV, our two quasi-experimental conditions are similar
to ones imposed in other settings where the underlying shocks are directly used as instruments,
bringing SSIV to familiar econometric territory.? We illustrate these ideas in an idealized example, in
which a local labor supply elasticity is estimated with a shift-share instrument constructed from quasi-

random output subsidy shocks to different industries. We highlight that the SSIV coefficient retains

1Observations in shift-share designs may, for example, represent regions impacted by immigration shocks from
different countries (Card 2001), firms differentially exposed to foreign market shocks (Hummels et al. 2014), product
groups demanded by different types of consumers (Jaravel 2019), or groups of individuals facing different income growth
rates (Boustan et al. 2013). Other influential and recent examples of shift-share I'Vs include Luttmer (2005), Saiz (2010),
Kovak (2013), Nakamura and Steinsson (2014), Oberfield and Raval (2014), Greenstone et al. (2014), Diamond (2016),
Suérez and Zidar (2016), and Hornbeck and Moretti (2019).

2For example, Acemoglu et al. (2016) study the impact of import competition from China on U.S. industry employ-
ment using industry (i.e. shock-level) regressions with shocks constructed similarly to those underlying the regional
shift-share instrument used in Autor et al. (2013). Our framework shows that both studies can rely on similar econo-
metric assumptions, even though the economic interpretations of the estimates may be different.



its local labor market interpretation, while being identified by exogenous industry-level variation.

This quasi-experimental approach is readily extended to settings where shocks are as-good-as-
randomly assigned conditional on shock-level observables and to panel data. For conditional random
assignment, we show that quasi-experimental shock variation can be isolated with regression controls
that have a shift-share structure; namely, one can control for an exposure-weighted average of the
relevant shock-level confounders. In panel data, we show that the SSIV estimator can be consistent
both with many shocks per period and with many periods. We also show that unit fixed effects play
a special role in SSIV with time-invariant exposure shares, isolating variation in shocks over time.
In further extensions we show that it is important to control for the sum of shift-share exposure
weights when such sums vary, how SSIV with multiple endogenous variables can also be viewed
quasi-experimentally, and how to optimally combine multiple sets of quasi-random shocks with new
overidentified shock-level IV procedures.

Our framework also bears practical tools for SSIV inference and testing. Adao et al. (2019) show
that conventional standard errors in SSIV regressions are generally invalid in a framework based on
ours, with identifying variation in shocks, because observations which similar exposure shares are likely
to have correlated residuals. We provide a convenient solution to this problem, deriving assumptions
under which conventional standard errors are valid (“exposure-robust”) when the SSIV coefficients
are estimated at the level of identifying variation, i.e. from equivalent shock-level regressions. Our
SSIV inference procedure is asymptotically equivalent to the one proposed by Adao et al. (2019) but
has several practical advantages: it can be implemented with standard statistical software, readily
extended to various forms of shock dependence (e.g. autocorrelation), and computed in some settings
where the estimator of Adao et al. (2019) fails. Appropriate measures of first-stage relevance and valid
falsification tests of the quasi-random assignment of shocks can also be obtained in this way.

We illustrate these and other insights from our framework in the setting of Autor et al. (2013) and
find evidence which supports the interpretation of their research design as leveraging quasi-random
shock variation. This application uses a new Stata package, ssaggregate, which we have developed to
help practitioners implement the appropriate shock-level analyses.?

Our quasi-experimental approach is not the only way to satisfy the SSIV exclusion restriction. In
related work, Goldsmith-Pinkham et al. (2019) formalize a different framework based on the exogeneity
of the exposure shares, imposing no assumption of shock exogeneity. This approach is motivated
by a different numerical equivalence: the SSIV coefficient also coincides with a generalized method
of moments estimator, with exposure shares as multiple excluded instruments. Though exposure
exogeneity is a sufficient condition for identification (and, as such, implies our shock-level orthogonality

condition), we focus on plausible conditions under which it is not necessary.

3This Stata package creates the shock-level aggregates used in the equivalent regression. Users can install this
package with the command ssc install ssaggregate. See the associated help file and this paper’s replication archive at
https://github.com/borusyak/shift-share for more details.
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Identification via exogenous shocks seems attractive in many SSIV settings. Consider the Autor et
al. (2013; hereafter ADH) shift-share instrument, which combines industry-specific changes in Chinese
import competition (the shocks) with local exposure given by the lagged industrial composition of
U.S. regions (the exposure shares). In such a setting, exogeneity of industry employment shares may
be difficult to justify a priori. Indeed, we show that the “shares” view to identification generally fails
when there are any unobserved industry shocks that affect regional outcomes through the shares (e.g.,
unobserved automation trends). Our approach, in contrast, allows researchers to specify a set of shocks
that are plausibly uncorrelated with such unobserved factors. Consistent with this general principle,
ADH attempt to purge their industry shocks from U.S.-specific confounders by measuring Chinese
import growth outside of the United States. Similarly, Hummels et al. (2014) combine country-by-
product changes in transportation costs to Denmark (as shocks) with lagged firm-specific composition
of intermediate inputs and their sources (as shares). They argue these shocks are “idiosyncratic,” which
our approach formalizes as “independent from relevant country-by-product unobservables.” Other
recent examples of where our approach may naturally apply include the exchange rate shocks of
Hummels et al. (2011), the education policy shocks of Stuen et al. (2012), the demographic shocks of
Jaravel (2019), and the bank health shocks of Xu (2019).

In other shift-share designs, the shocks are equilibrium objects that can be difficult to view as
being quasi-experimentally assigned. In the canonical estimation of regional labor supply elasticities
by Bartik (1991), for example, the shocks are measured as national industry growth rates. Such growth
captures national industry labor demand shocks, which one may be willing to assume are as-good-
as-randomly assigned across industries; however, industry growth rates also depend on unobserved
regional labor supply shocks. We show that our framework can still apply to such settings by casting
the industry employment growth rates as noisy estimates of latent quasi-experimental demand shocks
and establishing conditions to ensure the supply-driven estimation error is asymptotically ignorable.
These conditions are weaker if the latent shocks are estimated as leave-one-out averages. Although
leave-one-out shift-share IV estimates do not have a convenient shock-level representation, we provide
evidence that in the Bartik (1991) setting this leave-out adjustment is unimportant.

Formally, our approach to SSIV relates to the analysis of IV estimators with many invalid instru-
ments by Kolesar et al. (2015). Consistency in that setting follows when violations of individual instru-
ment exclusion restrictions are uncorrelated with their first-stage effects. For quasi-experimental SSIV,
the exposure shares can be thought of as a set of invalid instruments (per the Goldsmith-Pinkham et
al. (2019) interpretation), and our orthogonality condition requires their exclusion restriction violations
to be uncorrelated with the shocks. Despite this formal similarity, we argue that shift-share identi-
fication is better understood through the quasi-random assignment of a single instrument (shocks),
rather than through a large set of invalid instruments (exposure shares) that nevertheless produce a

consistent estimate. This view is reinforced by our numerical equivalence, yields a natural shock-level



identification condition, and suggests new validations and extensions of SSIV.

Our analysis also relates to other recent methodological studies of shift-share designs, including
those of Jaeger et al. (2018) and Broxterman and Larson (2018). The former highlights biases of SSIV
due to endogenous local labor market dynamics, and we show how their solution can be implemented
in our setting, while the latter studies the empirical performance of different shift-share instrument
constructions. As discussed above we also draw on the inferential framework of Adao et al. (2019),
who derive valid standard errors in shift-share designs with a large number of idiosyncratic shocks.
More broadly, our paper adds to a growing literature studying the causal interpretation of common
research designs, including work by Borusyak and Jaravel (2017) and Goodman-Bacon (2018) for event
study designs; Hudson et al. (2017) and Chaisemartin and D’Haultfoeuille (2019) for instrumented
difference-in-difference designs; and Hull (2018) for mover designs.

The remainder of this paper is organized as follows. Section 2 introduces the environment, derives
our numerical equivalence for shift-share IV, and discusses the key shock orthogonality condition.
Section 3 then establishes the quasi-experimental assumptions under which this condition is satisfied,
and derives various extensions. Section 4 discusses shock-level procedures for valid SSIV inference
and testing, while Section 5 illustrates the methodology in the ADH setting. Section 6 concludes.

Additional results and proofs are included in the paper’s appendix.

2 Shocks as Instruments in Shift-Share Designs

We begin by defining the SSIV estimator and showing that it coincides with a new IV procedure,
estimated at the level of shocks. Motivated by this equivalence result, we derive a necessary and

sufficient shock-level orthogonality condition for shift-share instrument validity.

2.1 The Shift-Share IV Estimator

We consider a sequence of data generating processes, indexed by the number of observations L. The
data include an outcome variable y;, an endogenous (or “treatment”) variable xy, a vector of controls
wy (which includes a constant), and an observation importance weight e, > 0 (with ZeL:1 e = 1;
ey = % covers the unweighted case). For reasons we will discuss in detail in Section 3, we do not
assume independent or identically-distributed draws of these variables across /.

We are interested in estimation of the causal effect or structural parameter 8 in a linear model
relating outcomes to treatment: 3, = Bz, + €,.* To accommodate the control vector we assume that

the large-sample auxiliary eg-weighted projection of unobserved untreated potential outcomes, €, on

1
wy is well-defined; that is 4 = (ZeLﬂ 6@10@’[1)2) (Eé‘:l egwgeg) 2y ~ for some 7 as L — oco. We then

4We consider models with heterogeneous treatment effects in Appendix A.1; see footnote 8 for a summary.



study the expanded model
Yo = By +wyy + e, (1)

where €y = ¢, — w7y is a structural residual.’

For example, we might be interested in estimating the inverse labor supply elasticity 5 from
observations of log wage growth y, and log employment growth x, across local labor markets £. The
residual ¢ in (1) would then contain all labor supply shocks, such as those arising from demographic,
human capital, or migration changes, that are not asymptotically correlated with the control vector
wy. In estimating labor supply we may weight observations by the overall lagged regional employment,
eg. We return to this labor supply example throughout the following theoretic discussion.

To estimate 3 we construct a shift-share instrument from a set of shocks g, forn=1,..., N, and
shares sy, > 0 which define the relative exposure of each observation ¢ to each shock n. Specifically,

the instrument is given by an exposure-weighted average of the shocks:

N
%= Stngn- (2)
n=1

In the labor supply example, where a local labor demand instrument is called for, g, may for instance
denote new government subsidies to the output of different industries n and sy, may be location
0’s lagged shares of industry employment. For now we require that the sum of exposure weights is
constant across observations, i.e. that ZnN:1 Sen, = 1; we relax this in Section 3.4. Although our focus
is on shift-share IV, we also note that this setup nests shift-share reduced-form regressions of y, on
zp, when xp = zj.

The SSIV estimator /3 uses z; to instrument for 2, in equation (1), weighting by e,. By the Frisch-
Waugh-Lovell Theorem this estimator can be represented as a bivariate IV regression of outcome and
treatment residuals, i.e. as the ratio of e;,-weighted sample covariances between the instrument and

the residualized outcome and treatment:

A ZeLzl ezzeyj‘
B = L (3)
D i1 €2ty

where vj- denotes the residual from an e;-weighted projection of variable v, on the control vector wy.
Note that by the properties of such residualization, it is enough to residualize y, and z, without also

residualizing the instrument z,.

5For simplicity we suppose here that wy is of fixed length, such that 4 consistently estimates a fixed number of
coefficients. We weaken this assumption in the appendix proofs to the following results, allowing for an increasing
number of group fixed effects or other controls subject to regularity conditions.



2.2 An Equivalent Shock-Level IV Estimator

Cross-sectional variation in the shift-share instrument only arises from differences in the exposure
shares sy,, since the set of shocks g, is the same in the construction of each z,. It may be natural to
conclude that such share variation is central for the exogeneity of z,. The following result suggests

that this view is incomplete:

Prop. 1 The SSIV estimator /3 equals the second-stage coefficient from a shock-level IV regression

that uses the shocks g, as the instrument in estimating
o =+ BTy + &y, (4)

L
_ . €pSinv . .
where v,, = % denotes an exposure-weighted average of variable v, and the IV
=1 €L5tn

. . . . L
estimation is weighted by average shock exposure s, = Y, | €/5¢n.

Proof: By definition of zy, and by exchanging the order of summation in (3),

L N 1 N L i
B B 25:1 € (Zn:1 Séngn) Yy B Zn:1 gn (2521 €eSmYy ) _ 22[21 Sngngfz_ (5)
= = = = —
Zszl €y (27]:[:1 Séngn) sz 25:1 9n (25:1 eésénxgl) anl S”g"x’r%

N _ L N L . .
Furthermore )~ Splr = Yo e (anl Sgn) yiE =, egyéL = 0, since yj is an ey-
weighted regression residual and 25:1 s¢n = 1. This and an analogous equality for z;-
imply that /3 in (5) is a ratio of s,-weighted covariances of 7;- and Z;- with g,,; hence it is

obtained from the specified shock-level IV regression. O

Proposition 1 is our main equivalence result, which shows that SSIV estimates can also be thought to
arise from variation across shocks, rather than across observations. The IV regression that leverages
this variation uses shock-level aggregates of the original (residualized) outcome and treatment, -
and Z;-. Specifically, 7~ reflects the average residualized outcome of the observations most exposed
to the nth shock, while Z;- is the same weighted average of residualized treatment. Each shock in this
regression is weighted by s,,, representing its average (e,-weighted) exposure across observations.®
The labor supply example is useful for unpacking this general result. Omne expects industries
n which receive a higher output subsidy g, to increase employment in the regions ¢ that they are
most active in, such that the shock-level first-stage regression of - on g, is positive. The shock-
level reduced-form regression of 7~ on g, further reflects the extent to which industries with higher

subsidies also tend to be concentrated in regions with higher wage growth. Proposition 1 shows that

the resulting shock-level IV regression estimate is numerically the same as the original SSIV estimate

6Note that in the special case where ,3 comes from a reduced-form shift-share regression, Proposition 1 shows that
the equivalent shock-level procedure is still an IV regression, of gjf; on the transformed shift-share instrument E,JL-, again
instrumented by g, and weighted by s,.



(3). The shock-level “importance weights” s,, are similarly intuitive in this setting: if, as is common
in practice, the industry employment shares sy, are measured in the same pre-period as total regional
employment ey, then s, will be proportional to total lagged industry employment. Without location
importance weights (i.e. e, = %), Sy is the average employment share of industry n across locations.

It is worth emphasizing that ¥, and Z, (and their residualized versions in Proposition 1) are
unconventional shock-level objects. They can, for example, be computed for outcomes and treatments
that are not typically observed at the level of the shocks, such as when n indexes industries and y,
measures regional marriage rates (Autor et al. 2019). Furthermore, even if the outcome and treatment
have natural measures at the shock level, 4,, and Z,, will generally not coincide with them. For example,
in the labor supply setting 7, is not industry n’s wage growth; rather, it measures the average wage
growth in regions where industry n employs the most workers. Accordingly, the shift-share regression
estimates the elasticity of regional, rather than industry, labor supply.”

Proposition 1 is an algebraic result which, by itself, does not speak to the consistency of B At
the same time it suggests a shock-level orthogonality condition that is both necessary and sufficient
for SSIV consistency, given the standard assumption of first-stage relevance. We derive and interpret

this condition next, before developing a quasi-experimental framework that implies it.

2.3 Shock Orthogonality

As usual, SSIV consistency (that B L BasL — 00) requires and implies instrument exclusion
(that z, and sj- are asymptotically uncorrelated), given instrument relevance (that z, and :Ej- are
asymptotically correlated). We discuss relevance in the following section and focus here on exclusion.
The following result shows how applying the equivalency logic of Proposition 1 translates the cross-

sectional exclusion condition to a novel orthogonality condition at the shock level:

Prop. 2 Suppose Zngl eowrze 2 Vs Zle eowper 2 Qype, and Zle erwowy 2 Qw With Quw
full rank. Suppose further than instrument relevance holds: 25:1 erzeTy 2y 7 with 7 # 0.

Then 3 is consistent if and only if

N
= 2oy 6
SnGnEn 2 0. (6)
n=1
~ N 1 N 1
o . . _1 8 € 18 , E
Proof: By Proposition 1 and instrument relevance, § — 8 = E}:,—l nInn Z”L—l nInZn
Zn:l SngnTy E(:l egzga?[

1 25:1 Sngnf+0,(1), so the result is trivial absent a control vector (i.e. when &, = &.).

Otherwise by the second two regularity conditions ¥ LN QoL Qe =7 and 25:1 Sngnn —

"In Appendix A.2 we develop a stylized model to illustrate how the SSIV coefficient can differ from a “native” shock-
level IV coefficient in the presence of local spillovers or treatment effect heterogeneity, though both parameters may
be of interest. Intuitively, in the labor supply case one may estimate a low regional elasticity but a high elasticity of
industry labor supply if, for example, migration is constrained but workers are mobile across industries within a region.



22721 SngnEyr = Zle eoz (€0 —ep) = (Zle eg,zEwZ) (% —~) & 0 by the first regularity
condition, so 3 — 8 = % Zf:;l Sngn&n + 0p(1). O

Equation (6) is our shock-level orthogonality condition for SSIV, restricting the s,,-weighted covariance

L
of the shocks g,, and the aggregated structural residuals &, = %
=1 n

SSIV to be consistent, given first-stage relevance and three mild regularity conditions, this covariance

. Proposition 2 shows that for

must be asymptotically zero. In our running labor supply example, such shock orthogonality holds
when output subsidies g,, are not systematically higher or lower for industries with higher &,; i.e. those
that are most active (in terms of lagged employment sg,e,) in the regions that face high unobserved
labor supply conditions &y.

As a necessary condition, shock orthogonality is satisfied when the exposure shares are exogenous,
as in the preferred interpretation of SSIV in Goldsmith-Pinkham et al. (2019). That is, if each sg,
is uncorrelated with a mean-zero structural error e, (given the importance weights ey), N is fixed,
and a conventional law of large numbers applies to ZzL:l evsimey for each n, then (&1,...,6n) £
and equation (6) is satisfied for any fixed set of shocks g,,. This share exogeneity generally rules out
any unobserved shocks v, that affect the outcome via the exposure shares (i.e. when ij:l SpnVn 1S
included in €y), even if such v, are uncorrelated with the observed shocks g,, the exposure shares
are randomly assigned to observations, and N is allowed to grow (see Appendix A.3 for a formal
argument). In the labor supply example this would mean there are no unobserved industry shocks
impacting the local labor market besides government output subsidies — a strong restriction in practice.

When shares are endogenous, shock orthogonality (6) may instead be satisfied by certain properties

of the SSIV shocks. We now develop a quasi-experimental framework that yields this result.

3 A Quasi-Experimental SSIV Framework

Our approach to satisfying the shock orthogonality condition specifies a quasi-experiment in which
shocks are as-good-as-randomly assigned, mutually uncorrelated, large in number, and sufficiently
dispersed in terms of their average exposure. Instrument relevance generally holds in such settings
when the exposure of individual observations tends to be concentrated in a small number of shocks,
and that those shocks affect treatment. We then show how this framework is naturally generalized
to settings in which shocks are only conditionally quasi-randomly assigned or exhibit some forms of
mutual dependence, such as clustering, and to settings with panel data. We also consider further
extensions, to SSIV regressions with varying exposure share sums, estimated shocks, and multiple

endogenous variables or instruments.



3.1 Quasi-Randomly Assigned and Mutually Uncorrelated Shocks

To establish SSIV consistency, we consider a two-step data-generating process in which the shocks
gn are drawn conditional on the shock-level unobservables &, and exposure weights s,,. Placing
assumptions on this process, rather than on the sampling properties of observations, is akin to a
standard analysis of randomized treatment assignment in experimental settings (Abadie et al. 2019)
and has two key advantages. First, as explained below, conventional independent or clustered sampling
processes are generally inconsistent with the shift-share data structure when the shocks are considered
random variables. Second, in conditioning on &, and s, we place no restrictions on the dependence
between the sy, and e, allowing shock exposure to be endogenous (i.e. &, 77; 0). The following result

shows that such endogeneity does not pose problems for SSIV exclusion in our framework:

Prop. 3 If Varlg, | &€,,s,] and E [éi | sn} are uniformly bounded and the three regularity condi-

tions in Proposition 2 hold, then shock orthogonality is satisfied by the following conditions:

Assumption 1 (Quasi-random shock assignment): E gy, | &n,sn] = p, for all n;

Assumption 2 (Many uncorrelated shocks): E [ZN 52} — 0 and for all n and n’ # n,

n=1°n

Cov [gﬂmgn/ | EnsEn’y Sn, Sn’] =0.
Proof:  See Appendix B.1.

Proposition 3 shows that the SSIV exclusion restriction holds under two substantive assumptions
and two additional regularity conditions. In words, Assumption 1 states that the shocks g, are as-
good-as-randomly assigned, in that the same mean shock p is expected across n regardless of the
realization of average exposure s, or the relevant unobservable &,. As shown in Appendix B.1 this
is enough to make the left-hand side of the orthogonality condition (6) zero in large samples, in
expectation over different shock draws.® For it to converge to this mean in probability, a shock-level
law of large numbers must hold. This is ensured by Assumption 2, which states that shocks are
mutually uncorrelated given the unobservables and that the expected Herfindahl index of average
exposure, E [22;1 si], converges to zero. The latter condition implies that the number of observed
shocks grows with the sample (since 25:1 52 > 1/N). An equivalent condition is that the largest s,
becomes vanishingly small: that is, that the largest shock importance weight vanishes asymptotically.’

Both of these conditions, while novel for SSIV, would be standard requirements for the consistency of

a conventional shock-level IV estimator with s,, weights.

8 Appendix A.1 shows how SSIV identifies a convex average of heterogeneous treatment effects (varying potentially
across both ¢ and n) under a stronger notion of as-good-as-random shock assignment and a first-stage monotonicity
condition. This can be seen as generalizing both the IV identification result of Angrist et al. (2000) to shift-share
instruments, as well as the reduced-form shift-share identification result in Ad&o et al. (2019).

9Goldsmith-Pinkham et al. (2019) propose a different measure of the importance of a given n, termed “Rotemberg
weights.” In Appendix A.4 we show the formal connection between s, and Rotemberg weights, and that the latter do not
carry the sensitivity-to-misspecification interpretation as they do in the exogenous shares view of Goldsmith-Pinkham
et al. (2019). Instead, the Rotemberg weight of shock n measures the leverage of n in the equivalent shock-level IV
regression from Proposition 1. Shocks may have large leverage either because of large s, , as would be captured by the
Herfindahl index, or because the shocks have a heavy-tailed distribution, which is allowed by Proposition 3.



Two comments on the nature of our framework are warranted. First, by focusing on the quasi-
experimental assignment of shocks, our approach to IV consistency contrasts with those based on in-
dependent or clustered sampling across observations ¢ which are commonly used in non-experimental
settings. Independent sampling of the shift-share instrument is impossible when shocks are stochas-

tic, since the shift-share instrument z, = ZN

n—1 Stngn is inherently correlated across observations.

Unobserved shocks v, may further induce complex exposure-driven dependencies in the residual ey,
precluding independence of (zs,e/) even conditionally on the observed g,. Independent sampling
across n in the equivalent shock-level IV regression of Proposition 1 is also untenable, since the aggre-
gated outcome and treatment residuals g;- and Z;- are constructed from a common set of observations.
These dependency issues also complicate SSIV inference, as we discuss in Section 4.

Second, and relatedly, the large-L and large-N asymptotic sequence of Proposition 3 is intended
to approximate the finite-sample distribution of the SSIV estimator, rather than to define an actual
process for realizations of shocks or observations. In practice shift-share instruments are typically
constructed from a fixed population of relevant shocks (e.g. subsidies across all industries) and often
from the full population of observations (e.g. all local labor markets). Our approach takes this data
structure seriously, relying on the quasi-random assignment of shocks to a given set of industries.'®

Per Proposition 2, Assumptions 1 and 2 and the additional regularity conditions imply consistency
of B under the usual IV relevance condition, that Zle egzwj- LA # 0. In practice, the existence of
such a first stage can be inferred from the data. To see when instrument relevance might hold with

quasi-experimental shocks, consider a stylized setting without controls w, and where treatment is a

SenTen, Where Ty, = Tpngn + Ten

share-weighted average of shock-specific components: x, = ZQ’ZI

with 7, > 7 almost surely for some fixed 7 > 0. In line with Assumptions 1 and 2, suppose further
that the shocks are mean-zero and mutually independent given the exposure share and weight matrices

s and e and the full set of 7y, and 7y, with variances o2 > Eg for some fixed Ef] > 0. Then

E

L L N N
> eézexé] =E|> e <Z angn> <Z Sen(Tengn + 77%))]
{=1 =1 n=1 n=1
L N
> ﬁ&;E [Z ey Z s%n] , (7)

and under appropriate regularity conditions Ele evzj x4 converges in probability to this mean. In this
case, SSIV relevance holds when the ep-weighted average of local exposure Herfindahl indices 22;1 s2
across observations does not vanish in expectation. In our running labor supply example, where xy,, is

industry-by-region employment growth, SSIV relevance thus arises from individual regions ¢ tending

10This is similar to the way Bekker (1994) uses a non-standard asymptotic sequence to analyze IV estimators with
many weak instruments: “The parameter sequence is designed to make the asymptotic distribution fit the finite sample
distribution better. It is completely irrelevant whether or not further sampling will lead to samples conforming to this
sequence” (p. 658).
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to specialize in a small number of industries n, provided subsidies have a non-vanishing effect on local
industry employment.!! Compare this condition to the Herfindahl index condition in Assumption
2, which instead states that the average shares of industries across locations s, grow small. Both
conditions may simultaneously hold when most regions specialize in a small number of industries,

differentially across a large number of industries.

3.2 Conditional Shock Assignment and Weak Shock Dependence

While Proposition 3 establishes SSIV consistency when shocks have the same expectation across n
and are mutually uncorrelated, both requirements are straightforward to relax. Here we provide
extensions of Assumptions 1 and 2 that allow the shock expectation to depend on observables and for
weak mutual dependence (such as clustering or serial correlation) of the residual shock variation.

As with other research designs, one may wish to assume that Assumptions 1 and 2 only hold
conditionally on a vector of shock-level observables ¢, (that includes a constant). For example, it
may be more plausible that shocks are as-good-as-randomly assigned within a set of observed clusters
c(n) € {1,...,C} with non-random cluster-average shocks, in which case g, collects C' — 1 cluster

dummies and a constant. In general we consider the following weakened version of Assumption 1:
Assumption 3 (Conditional quasi-random shock assignment): E[gn | En, qn, Sn] = @, u, for all n.

Similarly, one may prefer to impose the mutual uncorrelatedness condition of Assumption 2 on the
residual ¢g* = g, — ¢}, in place of g,:

Assumption 4 (Many uncorrelated shock residuals): E [ZN 52} — 0 and for all n and n’ # n,

n=15n
Cov (g}, g% | €n,Enrs Sny Snr] = 0.

In the shock cluster example, Assumption 4 would allow the number of clusters to remain small, each

with its own random effect, as in that case a law of large numbers may apply to the within-cluster

residuals g} but not the original shocks g,.

By a simple extension of the proof to Proposition 3, the orthogonality condition (6) is satis-
fied when these conditions replace Assumptions 1 and 2 and the residual shift-share instrument
zy = 25:1 Sengy replaces zp. While this instrument is infeasible, the following result shows it implic-
itly drives variation in SSIV regressions that control for the exposure-weighted vector of shock-level

N
controls, wy = > SenGn:

Prop. 4 Suppose Assumptions 3 and 4 hold, Var[g}; | £,,qn, s,] and E [€2 | q,,, s,,] are uniformly

n

bounded, and the regularity conditions in Proposition 2 hold. Then shock orthogonality

(6) is satisfied provided wj is included in wy.

HNote that this precludes consideration of an asymptotic sequence where L remains finite as N grows. With L (and
also eq,...,er) fixed, Assumption 2 implies Zszl e?E [27]:;1 s?n] — 0 and thus Var [z¢] = Var [Zgzl szngn] — 0 for

each ¢ if Var [gn] is bounded. If the instrument has asymptotically no variation it cannot have a first stage, unless the
Tyn grow without bound.
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Proof: See Appendix B.2.

In particular, Proposition 4 shows that controlling for each observation’s individual exposure to each
cluster, 25:1 senl[c(n) = ¢, isolates the within-cluster variation in shocks.

Even conditional on observables, mutual shock uncorrelatedness may be undesirably strong. It is,
however, straightforward to further relax this assumption to allow for shock assignment processes with
weak mutual dependence, such as further clustering or autocorrelation. In Appendix B.1 we prove
generalizations of Proposition 3 which replace Assumption 2 with one of the following alternatives,

with generalizations of Proposition 4 following analogously:

Assumption 5 (Many uncorrelated shock clusters): There exists a partition of industries into clusters

¢(n) such that E [ZC 32} — 0 for s = >

o1 St sp and for all n and n’ such that

n:ec(n)=c

C(TL) 7é C(n/)a Cov [gnygn/ ‘ EnyEns Se(n)s Sc(n’)] =0

Assumption 6 (Many weakly-correlated shocks): For some sequence of numbers By, > 0 and a
fixed function f(-) > 0 with >.>2, f(r) < oo, BLE [ZN 32} — 0 and for all n and n’

n=1°n

|CoV [gn, gn' | EnsEnrs Sy sl < Br - [ (In” —nl).

Here Assumption 5 relaxes Assumption 2 by allowing shocks to be grouped within mutually mean-
independent clusters ¢(n), while placing no restriction on within-cluster shock correlation. At the
same time, the Herfindahl index assumption of Assumption 2 is strengthened to hold for industry
clusters, with s. denoting the average exposure of cluster c. Assumption 6 takes a different approach,
allowing all nearby shocks to be mutually correlated provided their covariance is bounded by a function
By, - f (Jn’ = nl]). This accommodates, for example, the case of first-order autoregressive time series
with the covariance bound declining at a geometric rate, i.e. f(r) = 0" for 6 € [0,1) and constant Br,.

With By, growing, stronger dependence of nearby shocks is also allowed (see Appendix B.1).

3.3 Panel Data

In practice, SSIV regressions are often estimated with panel data, where the outcome gy, treatment

Zp¢, controls wye, importance weights ey, exposure shares sg,¢, and shocks g,,; are additionally indexed

by time periods ¢t = 1,...,7.'? In such settings a time-varying instrument,
N
ot = Z Sentdnts (8)
n=1

is used, and the controls wy; may include unit- or period-specific fixed effects.

12Exposure shares are typically lagged and sometimes fixed in a pre-period. Our subscript ¢ notation indicates that
these shares are used to construct the instrument for period ¢, not that they are measured in that period. We also note
that, as in our running labor supply example, the SSIV outcome, treatment, and shocks may be already measured as
changes or growth rates over time in the previous “cross-sectional” discussion.
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It is straightforward to map this panel case to the previous cross-sectional setting by a simple
relabeling. Let £ € {({,t): ¢ =1,...,L;t=1,...,T}and 2 € {(n,t) :n=1,...,N;t =1,...,T},
with the time-varying outcomes now indexed as y; and similarly for x;, wy, e;, and gi. Further let §;, =
5(0,4),(n,p) = Stnt1[t = p] denote the exposure of observation £ in period ¢ to shock n in period p, which
is by definition zero for ¢ # p. The time-varying instrument (8) can then be rewritten z; = > 5;.9x,
as in the cross-sectional case. Generalizations of the equivalency result (Proposition 1), orthogonality
condition (Proposition 2), and quasi-experimental framework (Propositions 3-4) immediately follow.

Unpacking these results in the panel case delivers three new insights. First, consistency of the
panel SSIV estimator is established as LT — oo, with the Herfindahl condition in Proposition 3 (that
E[>;s2] =E {22[:1 S -, s2,| = 0) requiring NT — oo. This means that our quasi-experimental
framework can be applied to settings, such as that of Nunn and Qian (2014), with relatively few
shocks N (and perhaps few observations L) in the cross-section, but many time periods T. The
asymptotic sequence may also well-approximate settings like those of Berman et al. (2017) and Imbert
et al. (2019) where NT is large despite moderate N and T'. Second, while shocks must be mutually
uncorrelated across periods under the baseline Assumption 2, arbitrary clustering across periods can
be accommodated by Assumption 5, provided N — oo. If N is finite but 7' — oo, weak serial
dependence is accommodated by Assumption 6.!3

A third set of insights concerns the role of fixed effect (FE) controls in panel SSIV regressions.
As in any panel regression, unit fixed effects purge time-invariant unobservables from the residual ;.
Assumption 1 would thus hold if shocks are as-good-as-randomly assigned with respect to aggregated
time-varying unobservables. However, when exposure shares are fixed across periods, i.e. Sgni = Sgno,
unit FEs can also be understood as isolating the time-varying variation in shocks. This follows from
Proposition 4: exposure-weighted averages of the shock FEs in ¢n¢, wj,;, = >, Senol[n = nl, are
time-invariant and thus subsumed by the unit FEs. A similar argument applies to period FEs, which
isolate within-period shock variation. This only relies on exposure shares adding up to one, since then
one can represent period FEs in the original data as exposure-weighted averages of shock-level period
FEs in the relabeled data, ie. 1[t =1 =37, 35, ,1lp=1."*

To make these insights concrete, consider our labor supply example in a panel setting with subsidies
allocated to industries in each period. Imagine that certain industries get permanent subsidy shocks
that are not as-good-as-randomly assigned across industries. In that case, one may prefer to only use
the changes in industry subsidies over time as identifying variation. With fixed exposure shares, one

way to proceed is to include region FEs in the SSIV specification, which implicitly control for industry

13Proposition 4 also suggests an alternative way to handle serial correlation when the time series properties of shocks
are known. For example given a first-order autoregressive process gnt = po + pign,t—1 + g,,;, controlling for the
exposure-weighted average of past shocks 22]:1 S¢ntgn,t—1 extracts the idiosyncratic shock component g ,.

14Technically these observations hold under the regularity conditions used to prove Propositions 2-4, which require
the control coefficient vector v to be consistently estimated as LT — oo, even if wy; contains an increasing number
of FEs (see footnote 5). In Appendix A.5 we show how stronger notions of shock exogeneity address this incidental
parameters problem.
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FEs at the shock level while also removing any potential time-invariant regional characteristics that
could yield omitted variables bias. Including time FEs further removes any non-random variation in
the average level of subsidies in each period.

We lastly note that while fixing exposure shares in a pre-period is useful for isolating time-varying
shocks, lagging shares by many periods is likely to make the shift-share instrument less predictive of
treatment, thereby reducing panel SSIV power. Appendix A.6 formalizes this intuition with a panel
extension to our first stage model used in Section 3.1. In such cases it may be preferable to employ
other ways of isolating time-varying shocks, which allow for updated shares. For example, one may

use the first-differenced specification
Aye = ATy 4+ Awpy + Aeyy, 9)

instrumenting Az with 2 pp =Y, Sen,t—1Ggnt, where A is the first-differencing operator for both

observations and shocks.!®

3.4 Further Extensions

We conclude this section by presenting several further extensions of the quasi-experimental SSIV

framework, accommodating features of shocks and shares that are often encountered in practice.

The incomplete shares problem

While we have previously assumed the sum of exposure shares is constant, in practice this S, =
25:1 Sgn, may vary across £. For example, in the labor supply setting, government output subsidies
may be only introduced to manufacturing industries while the lagged manufacturing employment
shares of sy, may be measured relative to total employment in region ¢. In this case Sy corresponds
to the lagged total share of manufacturing employment in region /.

Our framework highlights a problem with such “incomplete share” settings: even if Assumptions 1
and 2 hold, the SSIV estimator will in general leverage non-experimental variation in Sy, in addition
to quasi-experimental variation in shocks. To see this formally, note that one can always rewrite the
shift-share instrument with the “missing” (e.g., non-manufacturing) shock included to return to the

complete shares setting:
N

2 = Se0go + Z Stngn; (10)

n=1

15There is another argument for fixing the shares in a pre-period that applies when the current shares are affected by
lagged shocks in a way that is correlated with unobservables €4;. In the labor supply example suppose local labor markets
vary in flexibility, with stronger reallocation of employment to industries with bigger subsidies in flexible markets. If
subsides are random but persistent, more subsidized industries will be increasingly concentrated in regions with flexible
labor markets and Assumption 1 will be violated if such flexibility is correlated with ey;. This concern is distinct from
that in Jaeger et al. (2018) who focus on the endogeneity of shares to the lagged residuals, rather than shocks, in a
setting closer to Goldsmith-Pinkham et al. (2019). Jaeger et al. also point out another issue relevant to panel SSIV,
that the outcome may respond to both current and lagged shocks; we return to this issue in Section 3.4.
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where go = 0 and sy = 1 — Sy, such that ZQLO sgn = 1 for all ¢. The previous quasi-experimental
framework then applies to this expanded set of shocks gy, ..., gn. Since gg = 0, Proposition 3 requires
in this case that E[g, | sn,&n] = 0 for n > 0 as well; that is, that the expected shock to each
manufacturing industry is the same as the “missing” non-manufacturing shock of zero. Otherwise,
even if the manufacturing shocks are random, regions with higher manufacturing shares Sy will tend
to have systematically different values of the instrument z,, leading to bias when these regions also
have different unobservables.'6

Cast in this way, the incomplete shares problem has a natural solution via Assumption 3. Namely,
one can allow the missing and non-missing shocks to have endogenously different means by condi-
tioning on the indicator 1[n > 0] in the ¢, vector. By Proposition 4, the SSIV estimator allows for
such conditional quasi-random assignment when the control vector wy contains the exposure-weighted
average of 1[n > 0], which is here ZZLO $enl[n>0] = Sp. Thus, in the labor supply example,
quasi-experimental variation in manufacturing shocks is isolated in regressions with incomplete shares
provided one controls for a region’s lagged manufacturing share Sj.

Two further points on incomplete shares are worth highlighting. First, allowing the observed shock
mean to depend on other observables will tend to involve controlling for share-weighted averages of
these controls interacted with the indicator 1[n > 0]. For example with period indicators in g, within-
period shock variation is isolated by controlling for sums of period-specific exposure Sy, interacted with
period indicators (i.e. 22[:0 Sentl[n > 0|1t = #] = S 1|t = 1]). Second, by effectively “dummying
out” the missing industry, SSIV regressions that control for Sy require a weaker Herfindahl condition:

E {Zﬁ;l s%} — 0, allowing the non-manufacturing industry share sy to stay large.

Shift-share designs with estimated shocks

In some shift-share designs, the shocks are equilibrium objects that can be difficult to view as being
quasi-randomly assigned. For example, in the canonical Bartik (1991) estimation of the regional
labor supply elasticity, the shocks are national industry employment growth rates. Such growth
reflects labor demand shifters, which one may be willing to assume are as-good-as-randomly assigned
across industries. However industry growth also aggregates regional labor supply shocks that directly
enter the residual ;. Here we show how the quasi-experimental SSIV framework can still apply
in such cases, by viewing the g, as noisy estimates of some latent true shocks g’ (labor demand
shifters, in the Bartik (1991) example) which satisfy Assumption 1. We establish the conditions on
estimation noise (aggregated labor supply shocks, in Bartik (1991)) such that a feasible shift-share

instrument estimator, perhaps involving a leave-one-out correction as in Autor and Duggan (2003), is

16Formally, if Assumptions 1 and 2 hold for all n > 0 we have from the proof to Proposition 3 that ZnN:l Sngn€n =
Zg:o Sngnén = E [ZnN:O sn(gn — ,u)!::n] +0p(1) = —pE [so€0] + 0p(1). If u # 0 and the missing industry share is large

(s0 7& 0) this can only converge to zero when E [spég] = E [Zle egseoq] does, i.e. when S is exogenous.
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asymptotically valid.

We leave a more general treatment of this issue to Appendix A.7 and for concreteness focus on the
Bartik (1991) example here. The industry growth rates g,, can be written as weighted averages of the
growth of each industry in each region: g, = Zle wWengen, where the weights wy,, are the lagged share
of industry employment located in region ¢, with ZzL:1 wern, = 1 for each n. In a standard model of
regional labor markets, g¢, includes (to first-order approximation) an industry labor demand shock g
and a term that is proportional to the regional supply shock £,.!7 We suppose that the demand shocks
are as-good-as-randomly assigned across industries, such that the infeasible SSIV estimator which uses
z; = 25:1 Sengy, as an instrument satisfies our quasi-experimental framework. The asymptotic bias of
the feasible SSIV estimator which uses z, = Z:Ll Sengn then depends on the large-sample covariance

between the labor supply shocks ¢, and an aggregate of the supply shock “estimation error,”

N L
Yo = z¢ — 25 X Z Sen Z WernEp - (11)
n=1 =1

Two insights follow from considering the bias term ZzL:1 eppep. First, part of the covariance
between ), and ¢, is mechanical, since € enters ¢. In fact, if supply shocks are spatially uncorrelated
this is the only source of bias from using 2, rather than 2} as an instrument. This motivates the use of a
leave-one-out (LOO) shock estimator, g, ¢ = Zw# WernGern/ Zw;&e wery, and the feasible instrument
2}00 = 25:1 Sengn,—¢ to remove this mechanical covariance.'® Conversely, if the regional supply
shocks €4 are spatially correlated a LOO adjustment may not be sufficient to eliminate mechanical bias
in the feasible SSIV instrument, though more restrictive split-sample methods (e.g. those estimating
shocks from distant regions) may suffice.

Second, in settings where there are many regions contributing to each shock estimate even the
mechanical part of Zle egpey may be ignorable, such that the conventional non-LOO shift-share

instrument z, (which, unlike zeLOO, has a convenient shock-level representation per Proposition 1) is

00 i5.19 In Appendix A.7, we derive a heuristic for this case, under the

asymptotically valid when 2}
assumption of spatially-independent supply shocks. In a special case when each region is specialized
in a single industry and there are no importance weights, the key condition is L /N — oo, or that the
average number of regions specializing in the typical industry is large. With incomplete specialization

or weights, the corresponding condition requires the typical industry to be located in a much larger

number of regions than the number of industries that a typical region specializes in.

17 Appendix A.8 presents such a model, showing that gy,, also depends on the regional average of g5 (via local general
equilibrium effects) and on idiosyncratic region-specific demand shocks. Both of these are uncorrelated with the error
term in the model and thus do not lead to violations of Assumption 1; we abstract away from this detail here.

18 This problem of mechanical bias is similar to that of two-stage least squares with many instruments (Bound et
al. 1995), and the solution is similar to the jackknife instrumental variable estimate approach of Angrist et al. (1999).

19Adao et al. (2019) derive the corrected standard errors for LOO SSIV and find that they are in practice very close
to the non-LOO ones, in which case the SSIV standard errors we derive in the next section are approximately valid
even when the LOO correction is used.
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To illustrate the preceding points in the data, Appendix A.7 replicates the setting of Bartik (1991)
with and without a LOO estimator, using data from Goldsmith-Pinkham et al. (2019). We find that
in practice the LOO correction does not matter for the SSIV estimate, consistent with the findings
of Goldsmith-Pinkham et al. (2019) and Adao et al. (2019), and especially so when the regression is
estimated without regional employment weights. Our framework provides a explanation for this: the
heuristic statistic we derive is much larger without importance weights. These findings imply that
if, in the canonical Bartik (1991) setting, one is willing to assume quasi-random assignment of the
underlying industry demand shocks and that the regional supply shocks are spatially-uncorrelated,
one can interpret the uncorrected SSIV estimator as leveraging demand variation in large samples, as

some of the literature has done (e.g. Suérez and Zidar (2016)).

Multiple shocks and treatments

In some shift-share designs one may have access to multiple sets of shocks satisfying Assumptions
1 and 2 or their extensions. For example while Autor et al. (2013) construct an instrument from
average Chinese import growth across eight non-U.S. countries, in principle the industry shocks from
each individual country may be each thought to be as-good-as-randomly assigned. In other settings
multiple endogenous variables may be required for the SSIV exclusion restriction to plausibly hold. For
example Jaeger et al. (2018) show that when local labor markets respond dynamically to immigrant
inflows, it may be necessary to instrument both the current and lagged immigrant growth rate with
current and lagged shift-share instruments. Another example is provided by Bombardini and Li
(2019), who estimate the reduced-form effects of two shocks: the regional growth of all exports and
the regional growth of exports in pollution-intensive sectors. Both are shift-share variables based on
the same regional employment shares across industries but different shocks: an overall industry export
shock and the overall shock interacted with industry pollution intensity.?"

In Appendix A.9 we show how these extensions fit into our quasi-experimental framework. The key
insight is that SSIV regressions with multiple instruments — with and without multiple endogenous
variables — again have an equivalent representation as particular shock-level IV estimators provided the
exposure shares used to construct the instruments are the same. This immediately implies extensions
of the foregoing results that establish consistency for just-identified SSIV regressions with multiple
instruments, such as the dynamic adjustment case of Jaeger et al. (2018). In overidentified settings,
the appendix derives new shock-level IV estimators that optimally combine the quasi-experimental
variation and permit omnibus tests of the identifying assumptions, via the generalized method of

moments theory of Hansen (1982) and inference results discussed in the next section. For example

20The instruments here are 22[:1 Sengn and 25:1 Sengnqn where gn denotes industry n’s pollution intensity. Our
framework applies in this case even if ¢, is not randomly assigned: as long as the export shock g, satisfies an appropriate
version of Assumption 1, E [gn | gn,&n, Sn] = i, the interacted shock satisfies E [gngn | qn,&n, Sn] = qn, i.e. Assumption
3. The natural extension of Proposition 4 to multiple instruments applies as long as ny:l Senqn, & measure of pollution
intensity of the region, is controlled for, as Bombardini and Li (2019) do in some specifications.

17



when shocks are homoskedastic, a two-stage least squares regression of g on Z;-, weighted by s,, and

instrumented by multiple shocks g1y, ..., g, yields an efficient estimate of 3.

4 Shock-Level Inference and Testing

A shock-level view of SSIV also brings new insights to inference and testing. In this section we first
show how a problem with conventional inference in SSIV settings, first studied by Ad&o et al. (2019),
has a convenient solution based on the equivalence result in Proposition 1. In particular, we show
that conventional standard error calculations are asymptotically valid when quasi-experimental SSTV
coefficients are estimated at the level of identifying variation (shocks). We then discuss how other novel
shock-level procedures can be used to assess first-stage relevance and to implement valid falsification
tests of the SSIV exclusion restriction. Lastly, we summarize a variety of Monte-Carlo simulations

illustrating the finite-sample properties of SSIV and relating them to conventional shock-level analyses.

4.1 Exposure-Robust Standard Errors

As with consistency, SSIV inference is complicated by the fact that the observed shocks g, and any
unobserved shocks v, induce dependencies in the instrument z, and residual €, across observations
with similar exposure shares, making it implausible to treat (zs,e,) as independent draws. This
problem can be understood as an extension of the standard clustering concern (Moulton 1986), in
which the instrument and structural residual are correlated across observations within predetermined
clusters, with the additional complication that in SSIV every pair of observations with overlapping
shares may have correlated (z,£¢). Adao et al. (2019) study and develop solutions to this problem
in a setting that builds on our own quasi-experimental framework. Their analysis shows both that
such “exposure clustering” is likely to arise in economic models motivating SSIV regressions and that
it can lead to misleading conventional inference procedures in practice. In Monte-Carlo simulations,
for example, Adao et al. (2019) show that tests based on conventional standard errors with nominal
5% significance can reject a true null in 55% of placebo shock realizations.

Our equivalence result motivates a novel and convenient solution to SSIV exposure-based clus-
tering. Namely, we next show that by estimating SSIV coefficients with an equivalent shock-level
IV regression one obtains standard errors that are exposure-robust — i.e. asymptotically valid in the
primary framework of Adao et al. (2019). This framework assumes that (as in Proposition 4) the
control vector can be partitioned as wy = [w}’, uy]’, where w; = ZnN:1 Senqn for some g, capturing
all sources of shock-level confounding, while the other controls in u, are included only to potentially
increase the efficiency of the estimator and not asymptotically correlated with z,. To formalize this
we follow Adao et al. (2019) in writing the first stage as @y = Y, SenTengn + 7¢ and considering the

following strengthened version of Assumption 3:
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Assumption 7 (Strong conditional quasi-random shock assignment): For all n,
E [gn | {an } s {wes€0,m0, {Sen s Tonr 300 s €0}, = dpt.

We further adopt a strengthened version of Assumption 4 (Assumption Al in Appendix B.3), which
assumes fully-independent shock residuals and a stronger condition on concentration of average expo-
sure s, as well as additional regularity conditions (Assumption A2 in Appendix B.3) consistent with

Adao et al. (2019). We then have the following result:

Prop. 5 Consider s,-weighted IV estimation of the second stage equation

T-=a+ BT+ ¢, r+ & (12)

N
*
where w) = )"

ne1 StnGn is included in the control vector w, used to compute yf; and

T}, and 7} is instrumented by g,. The IV estimate of B is numerically equivalent
to the SSIV estimate 3. Furthermore when Assumptions 7, Al, and A2 hold, and
ZZL=1 eng-,z@ L orfor # 0, the conventional heteroskedasticity-robust standard error

for 3 yields asymptotically-valid confidence intervals for 3.
Proof: See Appendix B.3.

Proposition 5 provides a straightforward way to compute standard errors that are valid regardless
of the correlation structure of the error term ep; rather, its validity derives from the properties of the
shocks, in line with our quasi-experimental framework. Equation (12) extends the previous shock-level
estimating equation (4) to include a vector of controls ¢, which, as in Proposition 4, are included in
the SSIV control vector wy as exposure-weighted averages. The first result in Proposition 5 is that the
addition of these controls does not alter the equivalence of B . The second result establishes conditions
under which conventional shock-level standard error calculations from estimation of (12) yield valid
asymptotic inference. Appendix B.3 further shows that absent any controls, i.e. with w, = ¢, = 1,
the shock-level robust standard error for [ is numerically equivalent to the standard error formula
that Adao et al. (2019) propose. Outside this case, the appendix shows that standard errors estimated
using our procedure are likely to be smaller than those of Adao et al. (2019) in finite samples.

To understand Proposition 5, it is useful to relate it to a conventional solution to the standard
clustering problem. The clustering environment can be viewed as a special case of shift-share IV in
which the exposure shares are binary: s, = 1 for some n(f) € {1,..., N}, with sy, = 0 otherwise,
for each /. In this case z¢ = g, (s), such that the shift-share instrument is constant among observations
with the same n(¢). The usual clustering concern would then be that ¢, is also correlated within
the n(¢) groupings. One solution is to estimate a grouped-data regression at the level of identifying

variation (Angrist and Pischke 2008, p. 313). Proposition 5 generalizes this solution by running a
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regression at the level of quasi-experimental shocks. Indeed, in the binary shares case all variables v,
in equation (12) correspond to importance-weighted group averages of the corresponding vy.

This shock-level approach to obtaining valid SSIV standard errors has three practical advantages.
First, it can be performed with standard statistical software packages given an simple initial trans-

formation of the data (i.e. to obtain ;g,f, Z+, and Sn), for which we have released a Stata package

no
ssaggregate (see footnote 3). Second, it is readily extended to settings where shocks are clustered (a
case also considered by Adao et al. (2019)) or autoregressive, implying Assumptions 5 and 6, respec-
tively; conventional cluster-robust or heteroskedastic-and-autocorrelation-consistent (HAC) standard
error calculations applied to equation (12) are then valid. Third, Appendix B.3 shows that the shock-
level inference approach continues to work in some cases where the original standard error calculation
procedure of Adao et al. (2019) (which involves regressing z;- on the vector of shares) fails: when
N > L or when some exposure shares are collinear.?!

Our shock-level equivalence also provides a convenient implementation for alternative inference
procedures which may have superior finite-sample performance. Adao et al. (2019) show, in partic-
ular, how standard errors that impose a given null hypothesis § = By in estimating the residual &,
can generate confidence intervals with better coverage in situations with few shocks (and a similar
argument can be made in the case of shocks with a heavy-tailed distribution).?? Building on Propo-
sition 5, such confidence intervals can be constructed in the same way as in any regular shock-level
IV regression. To test 8 = [y, one regresses §i — BoTy on the shocks g, (weighting by s, and
including any relevant shock-level controls ¢,) and uses a null-imposed residual variance estimate.
This procedure corresponds to the standard shock-level Lagrange multiplier test for g = Sy that can

be implemented by standard statistical software.?> The confidence interval for 3 is constructed by

collecting all candidate 3y that are not rejected.

4.2 Falsification and Relevance Tests

Our Proposition 5 also provides a practical way to perform valid regression-based tests of the SSIV
exclusion restriction (i.e. falsification tests) and first-stage relevance. In the quasi-experimental SSIV
framework, such tests also require computing exposure-robust standard errors, and shock-level infer-
ence procedures allow for convenient implementation via equivalent shock-level IV regressions.

As usual, the SSIV exclusion restriction cannot be tested directly. However, indirect falsification

21This is an empirically relevant issue: for instance, employment shares of some industries are collinear in the Autor
et al. (2013) setting. To give one example, SIC code 2068 “Salted and roasted nuts and seeds” was part of code 2065
“Candy and other confectionery products” until the 1987 revision of the classification; the rest of code 2065 we reassigned
to code 2064. Therefore, when using 1980 employment shares to construct the shift-share instrument for the 1990s,
Autor et al. (2013) allocate employment between 2064 and 2068 codes proportionately.

22 As explained by Adao et al. (2019), the problem that this “AKMO0” confidence interval addresses generalizes the
standard finite-sample bias of cluster-robust standard errors with few clusters (Cameron and Miller 2015). With few or
heavy-tailed shocks, estimates of the residual variance will tend to be biased downwards, leading to undercoverage of
confidence intervals based on standard errors that do not impose the null.

23For example in Stata one can use the fvreg2 overidentification test statistic from regressing g4 — BoZy on g, with
no endogenous variables and with g, specified as the instrument (again with s,, weights).
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tests may be conducted given an observed variable r, thought to proxy for the structural error &.
Namely one may test whether 7, is uncorrelated with the shift-share instrument z,, while controlling
for wy. Examples of such an r, may include a baseline characteristic realized prior to the shocks or a
lagged observation of the outcome y, (resulting in what is often called a “pre-trend” test). To interpret
the magnitude of the reduced form falsification regression coefficient, researchers may also scale it by
the first stage regression of zy, yielding a placebo SSIV coefficient.

As with any SSIV regression, inference for such falsification tests must account for the exposure-
induced correlation of z, across observations with similar exposure profiles; the insights of Adao et
al. (2019) and the previous section apply directly to this case. For exposure-robust inference on a

placebo e;-weighted SSIV regression of ry on zy, instrumented by z,, one may use the conventional

1

o, instrumenting by g, and controlling for

standard errors from an s,-weighted regression of 7 on =
any shock-level covariates g,. Similarly, for valid inference from a reduced form regression of r, on
24, one may use the conventional standard errors from an IV regression of 7+ on z;, with the same
instrument, weights, and controls (see footnote 6).2* If a researcher observes a shock-level confounder
7, they can construct its observation-level average ry = 25:1 SgnTyn and perform a similar test.
Unlike exclusion, the SSIV relevance condition can be evaluated directly, via OLS regressions of
xp on zy that control for wy. For exposure-robust inference on this OLS coeflicient, one may again
use an equivalent shock-level IV regression: of Z;- on z;-, instrumenting by g,, weighting by s,,, and
controlling for g,. The F-statistic, which is a common heuristic for the strength of the first-stage
relationship, is then obtained as a squared coefficient ¢-statistic. We generalize this result to the case
of multiple shift-share instruments in Appendix A.9 by detailing the appropriate construction of the
“effective” first-stage F'-statistic of Montiel Olea and Pflueger (2013), again based on the equivalent

shock-level IV regression.

4.3 Monte-Carlo Simulations

Though the exposure-robust standard errors obtained from estimating equation (12) are asymptoti-
cally valid, it is useful to verify that they offer appropriate coverage with a finite number of observations
and shocks. Of interest especially is whether the finite-sample performance of the equivalent regression
(12) is comparable to that of more conventional shock-level IV regressions, in which the outcome and
instrument are not aggregated from a common set of y, and x,.

In Appendix A.10 we provide Monte-Carlo evidence suggesting that the finite-sample properties of

240One might also consider a simpler shock-level OLS regression of 'F,,f on gn weighted by s, and controlling for g, (i.e.
the reduced form of the proposed IV regression). This produces a coefficient that typically cannot be generated from
the original observations of (rg, zg, wg). Moreover, the power of the shock-level OLS balance test is likely to be lower

2
than the proposed IV: the robust Wald statistic for both tests has the same form, (25:1 snfﬁgﬁn> /S s2&2 62, where

nfnn,

Gn is the residual from an auxiliary s,-weighted projection of g, on ¢, and the only difference is in the ;- residuals,
fn. Under the alternative model of ry = ag + a12¢ + K¢, with a1 # 0, the variance of these &y, is likely to be smaller
in the correctly specified IV balance test than the OLS regression, leading to a likely higher value of the test statistic.
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SSIV and conventional shock-level IV regressions are similar, and that the variance of SSIV estimators
is well-approximated by our exposure-robust standard errors. Specifically, we compare the finite-
sample behavior of two estimators which both measure the effects of import competition with China on
U.S. employment and use the same industry variation to construct the instruments. The first estimator
is an SSIV and takes regional growth of manufacturing employment as the outcome (following Autor
et al. (2013)) while the second is a conventional IV where the outcome is industry employment growth
(similar to Acemoglu et al. (2016)). While finite sample properties of SSIV are not always perfect, e.g.
there is moderate overrejection with heavy-tailed shocks, traditional industry-level IV suffers from
the same problems. Our results further indicate that the conventional rule of thumb to detect weak
instruments — the Montiel Olea and Pflueger (2013) first-state F-statistic — applies equally well to
both the SSIV and the traditional IV estimators, when computed for SSIV as describe in Appendix

N 2
n=1 Sn

A.9. Finally, our results also show that with the Herfindahl concentration index Y as high as
1/20 (i.e. with the “effective sample size” of the shock-level analyses as low as 20), the asymptotic
approximation for the SSIV estimator is still reasonable — with rejection rates in the vicinity of 7%
for tests with a nominal size of 5%, despite heavy tails of the shock distribution. Together, these
results indicate that a researcher who is comfortable with the finite-sample performance of a shock-

level analysis with some set of g, should also be comfortable using such shocks in SSIV, provided

there is sufficient variation in exposure shares to yield a strong SSIV first stage.?®

5 Application

We next apply our theoretical framework to the setting of Autor et al. (2013; hereafter abbreviated
as ADH). We first describe this setting and then use it to illustrate the tools and lessons that emerge

from viewing it as leveraging a quasi-experimental shift-share research design.

5.1 Setting

ADH use a shift-share IV to estimate the causal effect of rising import penetration from China on
U.S. local labor markets. They do so with a repeated cross section of 722 commuting zones ¢ and
397 four-digit SIC manufacturing industries n over two periods ¢, 1990-2000 and 2000-2007. In these
years U.S. commuting zones were exposed to a dramatic rise in import penetration from China, a
historic change in trade patterns commonly referred to as the “China shock.” Variation in exposure to
this change across commuting zones results from the fact that different areas were initially specialized

in different industries which saw different changes in the aggregate U.S. growth of Chinese imports.

25Naturally, these simulation results may be specific to the data-generating process we consider here, modeled after
the “China shock” setting of Autor et al. (2013). In practice, we recommend that researchers perform similar simulations
based on their data if they are concerned with the quality of asymptotic approximation—a suggestion that of course
applies to conventional shock-level IV analyses as well.
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ADH combine import changes across industries in eight comparable developed economies (as shocks)
with lagged industry employment (as exposure shares) to construct their shift-share instrument.

To apply our framework to this setting we focus on ADH’s primary outcome of the change in
total manufacturing employment as a percentage of working-age population during period ¢ in loca-
tion ¢, which we write as yg;. The treatment variable x,; measures local exposure to the growth of
imports from China in $1,000 per worker. The vector of controls wy;, which comes from the preferred
specification of ADH (Column 6 of their Table 3), contains start-of-period measures of labor force
demographics, period fixed effects, Census region fixed effects, and the start-of-period total manufac-
turing share to which we return below. The shift-share instrument is zy = 229:71 Stntgnt, Where Sppny
is the share of manufacturing industry n in total employment in location ¢, measured a decade before
each period t begins, and g, is industry n’s growth of imports from China in the eight comparable
economies over period t (also expressed in $1,000 per U.S. worker).?° Importantly, the sum of lagged
manufacturing shares across industries (Sy = Zfﬁl Sent) 1S nOt constant across locations and periods,
placing the ADH instrument in the “incomplete shares” class discussed in Section 3.4. All regressions
are weighted by ey, which measures the start-of-period population of the commuting zone, and all
variables are measured in ten-year equivalents.

To see how the ADH instrument can be viewed as leveraging quasi-experimental shocks, it is
useful to imagine an idealized experiment generating random variation in the growth of imports
from China across industries. One could imagine, for example, random variation in industry-specific
productivities in China affecting import growth in both the U.S. and in comparable economies. If we
observed and used these productivity changes directly as g, the resulting SSIV exclusion restriction
may be satisfied by our Assumptions 1 and 2. This would require idiosyncratic productivity shocks
across many industries, with small average exposure to each shock across commuting zones. Weaker
versions of this experimental ideal, in which productivity shocks can be partly predicted by industry
observables and are only weakly dependent across industries, are accommodated by the extensions
discussed in Section 3.

In practice, industry-specific productivity shocks in China are not directly observed, and the
observed changes in trade patterns between the U.S. and China also depend on changes in U.S.
supply and demand conditions across industries. This raises potential concerns over omitted variables

bias, since U.S. supply and demand shocks may have direct effects on employment dynamics across

26Ty be precise, local exposure to the growth of imports from China is constructed for period ¢ as xp =

3971 scu”cntgns. Here g = % is the growth of U.S. imports from China in thousands of dollars (A MUS)

Current

divided by the industry employment in the U.S. at the beginning of the current period (ESY™"t) and sg are

local employment shares, also measured at the beginning of the period. The instrument, in contrast, is Constructed
as zpy = Zg 1 Sentgnt With gnt = M, where AM8 countries meagures the growth of imports from China in
eight comparable economies (in thousands of U.S. dollars) and both local employment shares sg,: and U.S. employment
En¢ are lagged by 10 years. The eight countries are Australia, Denmark, Finland, Germany, Japan, New Zealand,
Spain, and Switzerland. Note that Autor et al. (2013) express the same instrument differently, based on employment
shares relative to the industry total, rather than the regional total. Our way of writing z,; aims to clearly separate the

exposure shares from the industry shocks, highlighting the shift-share structure of the instrument.
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U.S. regions. To address this challenge, ADH define g,; as the observed changes in trade patterns
between China and a group of developed countries excluding the United States. Such variation reflects
Chinese productivity shocks as well as supply and demand shocks in these other countries; in this

way, the ADH strategy eliminates bias from shocks that are specific to the United States.

5.2 Properties of Industry Shocks and Exposure Shares

Our quasi-experimental view of the ADH research design places particular emphasis on the variation
in Chinese import growth rates g,; and their average exposure s, across U.S. commuting zones. With
few or insufficiently-variable shocks, or highly concentrated shocks exposure, the large-IN asymptotic
approximation developed in Section 3.1 is unlikely to be a useful tool for characterizing the finite-
sample behavior of the SSIV estimator. Moreover if the mean of shocks clearly varies by observables,
such as time periods or industry groups, controlling for these variables may be useful to avoid omitted
variables bias. We thus first summarize the distribution of g,;, as well as the industry-level weights
from our equivalence result, s,; 2221 eetSent (normalized to add up to one in the entire sample),
to gauge the plausibility of this framework. We additionally summarize the shift-share instrument z;
itself, to show how variation at the industry level translates to variation in predicted Chinese import
growth across commuting zones, a necessary requirement of SSIV relevance.

In summarizing industry-level variation it is instructive to recall that the ADH instrument is
constructed with “incomplete” manufacturing shares. Per the discussion in Section 3.4, this means
that absent any regression controls the SSIV estimator uses variation not only in manufacturing
industry shocks but also implicitly the variation in the 10-year lagged total manufacturing share Sy
across commuting zones and periods. In practice, ADH control for the start-of-period manufacturing
share, which is highly — though not perfectly — correlated with Sp;. We thus summarize the ADH
shocks both with and without the “missing industry” shock go; = 0, which here represents the lack of
a “China shock” in service (i.e. non-manufacturing) industries.

Table 1 reports summary statistics for the ADH shocks g,,; computed with importance weights s,
and characterizes these weights.?” Column 1 includes the “missing” service industry shock of zero in
each period. It is evident that with this shock the distribution of g,; is unconventional: for example,
its interquartile range is zero. This is because the service industry accounts for a large fraction of
total employment (so; is 71.9% of the period total in the 1990s and 79.5% in the 2000s). As a result
we see a high concentration of industry exposure, as measured by the inverse of its Herfindahl index
(HHI), 1/ Zn,t s2,, which intuitively corresponds to the “effective sample size” and plays a key role
in our Assumption 2. With the “missing” service industry included, the effective sample size is only

3.5. For an HHI computed at the level of three-digit industry codes ng, where s. aggregates

27Note that s,¢ would be proportional to lagged industry employment if the ADH regression weights ey, were lagged
regional employment. ADH however use a slightly different ey;: the start-of-period commuting zone population.
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exposure across the two periods and industries within the same 3-digit group c, it is even lower, at
1.7. This suggests even less industry-level variation is available when shocks are allowed to be serially
correlated or clustered by groups. Furthermore, the mean of manufacturing shocks is significantly
different from the zero shock of the missing service industry.2® Together, these analyses suggest that
the service industry should be excluded from the identifying variation, because it is likely to violate
is not close to zero).

2
Snt

both Assumption 1 (E [gnt | Ent, Snt] # gor = 0) and Assumption 2 (Znt

Column 2 of Table 1 therefore summarizes the sample with the service industry excluded. Within
manufacturing, the average shock is 7.37, with a standard deviation of 20.93 and an interquartile range
of 6.61. The inverse HHI of exposure shares is now relatively high, 191.6 across industry-by-period
cells and 58.4 when exposure is aggregated by SIC3 group. The largest shock weights in this column
are only 3.4% across industry-by-periods and 6.5% across SIC3 groups. This suggests a sizable degree
of variation at the industry level, consistent with Assumption 2.

With Chinese import growth shocks measured in two sequential periods, differences in expected
shocks across periods present an obvious threat to the simplest assumption of quasi-experimental
shock assignment (Assumption 1) that would typically be addressed by including period fixed effects
in the industry-level analysis. Column 3 of Table 1 confirms that even within periods there is sizable
residual shock variation to implement the SSIV version of this strategy. The standard deviation and
interquartile range of shock residuals (obtained from regressing shocks on period fixed effects with
Snt weights) are only somewhat smaller than in Column 2, despite the higher mean shock in the later
period, at 12.6 versus 3.6. Motivated by the controls used in an industry-level analysis of similar
shocks in Acemoglu et al. (2016), in Column 4 we further explore residual variation from regressing
shocks on 10 broad industrial sector fixed effects interacted with period fixed effects.?’ These more
stringent controls again reduce the variation in shocks only slightly, indicating that there is substantial
residual shock variation within periods and industrial sectors.

To see how this variation translates to the commuting zone level, Table 2 summarizes the shift-
share instrument zy, weighting by eyp. Column 1 presents the raw variation in the data, with a
standard deviation of 1.55 and an interquartile range of 1.74. Columns 2—4 add controls that mirror
the specifications from Table 1. Specifically, Column 2 residualizes the instrument on the lagged
manufacturing share, effectively excluding the service industry. Column 3 similarly controls for the
lagged manufacturing share interacted with period dummies, while Column 4 controls for lagged
shares of each of the 10 manufacturing sectors, again interacted with periods indicators. These isolate
variation in zy that is due to variation in shocks within manufacturing industries within periods
(Column 3) and within sector (Column 4), per the discussion in Section 3.4. The residual variation

in the instrument falls with richer controls but remains substantial, with a standard deviation of

28The weighted mean of manufacturing shocks is 7.4, with a standard error clustered at the 3-digit SIC level (as in
our analysis below) of 1.3.
298ee Autor et al. (2014), Figure II, for the definitions of these sectors, which aggregate two-digit SIC codes.
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0.87 and an interquartile range of 0.51 in Column 4. These results indicate that heterogeneity in
exposure shares across locations and the underlying residual variation in China import shocks creates
meaningful variation in the instrument, which is necessary for SSIV relevance, even with a relatively
stringent set of sectoral controls.

To more formally assess the plausibility of Assumption 2 (shock independence) and choose the
appropriate level of clustering for exposure-robust standard errors, we next analyze the correlation
patterns of shocks across manufacturing industries using available industry classifications and the
time dimension of the pooled cross section. In particular, we compute intraclass-correlation coefficients
(ICCs) of shocks within different industry groups, as one might do to correct for conventional clustering
parametrically (e.g. Angrist and Pischke (2008), p. 312).3° These ICCs come from a random effects

model, providing a hierarchical decomposition of residual within-period shock variation:

nt = Mt T Qten(n),t + bsic2(n),t + Csic3(n),t T dn + ent, (]-3)

where p1; are period fixed effects; aien(n),t, Dsic2(n),t» and Cgic3(n),+ denote time-varying (and possibly
auto-correlated) random effects generated by the ten industry groups in Acemoglu et al. (2016), 20
groups identified by SIC2 codes, and 136 groups corresponding to SIC3 codes, respectively; and d,, is a
time-invariant industry random effect (across our 397 four-digit SIC industries). Following convention,
we estimate equation (13) as a hierarchical linear model by maximum likelihood, assuming Gaussian
residual components.?!

Table 3 reports estimated ICCs from equation (13), reflecting the share of the overall shock residual
variance due to each random effect. These reveal moderate clustering of shock residuals at the industry
and SIC3 level (with ICCs of 0.169 and 0.073, respectively). At the same time, there is less evidence
for clustering of shocks at a higher SIC2 level and particularly by ten cluster groups (ICCs of 0.047 and
0.016, respectively, with standard errors of comparable magnitude). This supports the assumption
that shocks are mean-independent across SIC3 clusters, so it will be sufficient to cluster standard
errors at the level of SIC3 groups, as Acemoglu et al. (2016) do in their conventional industry-level IV
regressions. The inverse HHI estimates in Table 1 indicate that at this level of shock clustering there

is still an adequate effective sample size.

30Note that similar ICC calculations could be implemented in a setting that directly regresses industry outcomes on
industry shocks, such as Acemoglu et al. (2016). Mutual correlation in the instrument is a generic concern that is not
specific to shift-share designs, although one that is rarely tested for. Getting the correlation structure in shocks right is
especially important for inference in our framework, since the outcome and treatment in the industry-level regression
(T, and Z1,) are by construction correlated across industries.

3lIn particular we estimate an unweighted mixed-effects regression using Stata’s mized command, imposing an ex-

changeable variance matrix for (aten(n),h aten(n),2)7 (bsic2(n),1v bsic?(n),Q)? and (CsiCS(n),h Csic3(n),2)'
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5.3 Estimates from Shock-Level Regressions

Table 4 reports SSIV coefficients from regressing regional manufacturing employment growth in the
U.S. on the growth of import competition from China, instrumented by predicted Chinese import
growth.?? Per the results in Section 4.1, we estimate these coefficients with equivalent industry-
level regressions in order to obtain valid exposure-robust standard errors. Consistent with the above
analysis of shock ICCs, we cluster standard errors at the SIC3 level when estimating these regressions.
We also report first-stage F-statistics with corresponding exposure-robust inference. As discussed in
Section 4.2, these come from industry-level IV regressions of the aggregated treatment and instrument
(i.e. T, on z5), instrumented with shocks and weighting by s,,;. The F-statistics are well above the
conventional threshold of ten in all columns of the table.

Columns 1 through 4 of Table 4 document the sensitivity of SSIV estimates to the inclusion of
various controls, designed to isolate the conditional random assignment of shocks under alternative
versions of Assumption 3. Column 1 first replicates column 6 of Table 3 in Autor et al. (2013) by
including in wy; period fixed effects, Census division fixed effects, start-of-period conditions (% college
educated, % foreign-born, % employment among women, % employment in routine occupations, and
the average offshorability index), and the start-of-period manufacturing share. The point estimate is
-0.596, with a corrected standard error of 0.114.33

As noted, the ADH specification in column 1 does not include the lagged manufacturing share
control Sy, which is necessary to solve the “incomplete shares” problem in Section 3.4, though it does
include a highly correlated control (start-of-period manufacturing share). In column 2 of Table 4
we isolate within-manufacturing variation in shocks by replacing the latter sum-of-share control with
the former. The SSIV point estimate remains almost unchanged, at -0.489 (with a standard error
of 0.100). Here exposure-robust standard errors are obtained from an industry-level regression that
drops the implicit service sector shock of gg; = 0.

Isolating the within-period variation in manufacturing shocks requires further controls in the in-
complete shares case, as discussed in Section 3.4. Specifically, Column 3 controls for lagged manufac-
turing shares interacted with period indicators, which are the share-weighted sums of period effects
in gn;. With these controls the SSIV point estimate is to -0.267 with an exposure-robust standard

error of 0.099.3* While the coefficient remains statistically and economically significant, it is smaller

32 Appendix Table C1 reports estimates for other outcomes in ADH: growth rates of unemployment, labor force
non-participation, and average wages, corresponding to columns 3 and 4 of Table 5 and column 1 of Table 6 in ADH.

33 Appendix Table C2 implements three alternative methods for conducting inference in Table 4, reporting conventional
state-clustered standard errors as in ADH (which are not exposure-robust), the Ad&o et al. (2019) standard errors (which
are asymptotically equivalent to ours but differ in finite samples), and null-imposed confidence intervals obtained from
shock-level Lagrange multiplier tests (which may have better finite-sample properties). Consistent with the theoretical
discussion in Appendix B.3, the conventional standard errors are generally too low, while the Adao et al. (2019) standard
errors are slightly larger than those from Table 4, by 10-15% for the main specifications. Imposing the null widens the
confidence interval more substantially, by 30-50%, although more so on the left end, suggesting that much larger effects
are not rejected by the data. This last finding is consistent with Ad&o et al. (2019), except that we use the equivalent
industry-level regression to compute the null-imposed confidence interval.

34 Appendix Figure C1 reports binned scatter plots that illustrate the first-stage and reduced-form relationships
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in magnitude than the estimates in Columns 1 and 2. The difference stems from the fact that 2000-07
saw both a faster growth in imports from China (e.g., due to its entry to the WTO) and a faster decline
in U.S. manufacturing. The earlier columns attribute the faster manufacturing decline to increased
trade with China, while the specification in Column 3 controls for any unobserved shocks specific
to the manufacturing sector overall in the 2000s (e.g., faster automation), as would a conventional
industry-level IV regression with period fixed effects.

Column 4 illustrates how our framework makes it straightforward to introduce more detailed
industry-level controls in SSIV, which are commonly used in industry-level studies of the China shock.
In particular, Acemoglu et al. (2016) examine the impact of trade with China on U.S. employment
across industries and control for fixed effects of 10 broad industry groups. By Proposition 4, we can
also exploit shock variation within these industry groups (and periods) in the SSIV design, weakening
the assumption of quasi-random shock assignment. This entails controlling for the shares of exposure
to the 10 industry groups defined by Acemoglu et al. (2016), interacted with period dummies. The
resulting point estimate in column 4 of Table 4 remains very similar to that of column 3, at -0.252
with a standard error of 0.136. Here exposure-robust standard errors are obtained by including the
10-groups-by-period fixed effects in the equivalent industry-level regression, per Section 4.1.

Finally, columns 5 and 6 of Table 4 report falsification tests of the SSIV specifications in columns 3
and 4 by lagging the manufacturing employment growth outcome by two decades. These specifications
thus provide “pre-trend” tests which are, as usual, informative about the plausibility of Assumption
1 if employment pre-trends correlate with the contemporaneous trend residual 4. Column 5 shows
no significant relationship with lagged manufacturing employment when within-period manufacturing
shocks are leveraged. The point estimate of -0.028 is a full order of magnitude smaller than the
comparable effect estimate in Column 3, with an exposure-robust standard error of 0.099. When
adding the more stringent set of 10-sectoral controls in column 6, the coefficient flips signs while
remaining statistically insignificant at conventional levels. These tests lend support to the plausibility
of the identification assumption. Further support is found in Appendix Table C4, which shows we
obtain similar estimates from different overidentified SSIV procedures (leveraging variation in country-
specific Chinese import growth, instead of the ADH total), and a p-value for the the shock-level
overidentification test derived in Appendix A.9 of 0.142.

Taken together, these sensitivity, falsification, and overidentification exercises suggest that the
ADH approach can be reasonably viewed as leveraging exogenous shock variation via our framework.
This is notably in contrast to the analysis of Goldsmith-Pinkham et al. (2019), who find the ADH

exposure shares to be implausible instruments via different balance and overidentification tests.

corresponding to the Column 3 IV specification. Also note that the column 3 estimate can be interpreted as a weighted
average of two period-specific shift-share IV coefficients. Column 1 of Appendix Table C3 shows the underlying estimates,
from a just-identified IV regression where both treatment and the instrument are interacted with period indicators (as
well as the manufacturing share control, as in column 3), with exposure-robust standard errors obtained by the equivalent
industry-level regression discussed in Section 4. The estimated effect of increased Chinese import competition is negative
in both periods (—0.491 and —0.225). Other columns repeat the analysis for other outcomes.
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6 Conclusion

Shift-share instruments combine a common set of observed shocks with variation in shock exposure.
In this paper, we provide a quasi-experimental framework for the validity of such instruments based
on identifying variation in the shocks, allowing the exposure shares to be endogenous. Our framework
revolves around a novel equivalence result: shift-share IV estimates can be reframed as coefficients from
weighted shock-level IV regressions, in which the shocks instrument directly for an exposure-weighted
average of the original endogenous variable. Shift-share instruments are therefore valid when shocks
are idiosyncratic with respect to an exposure-weighted average of the unobserved factors determining
the outcome variable, and yield consistent IV estimates when the number of shocks is large and they
are sufficiently dispersed in terms of their average exposure.

Through various extensions and illustrations, we show how our quasi-experimental SSIV framework
can guide empirical work in practice. By controlling for exposure-weighted averages of shock-level
confounders, researchers can isolate more plausibly exogenous variation in shocks, such as over time
or within narrow industry groups. By estimating SSIV coefficients, placebo regressions, and first
stage F'-statistics at the level of shocks, researchers can easily perform exposure-robust inference that
accounts for the inherent non-standard clustering of observations with common shock exposure. Our
shock-level analysis also raises new concerns: SSIV designs with few or insufficiently dispersed shocks
may have effectively small samples, despite there being many underlying observations, and instruments
constructed from exposure shares that do not add up to a constant require appropriate controls in
order to isolate quasi-random shock variation.

Ultimately, the plausibility of our exogenous shocks framework, as with the alternative framework
of Goldsmith-Pinkham et al. (2019) based on exogenous shares, depends on the SSIV application. We
encourage practitioners to use shift-share instruments based on an a priori argument supporting the
plausibility of either one of these approaches; various diagnostics and tests of the framework that is
most suitable for the setting may then be applied.>> While our paper develops such procedures for
the “shocks” view, Goldsmith-Pinkham et al. (2019) provide different tools for the “shares” view.

Examples from the vast and expanding set of SSIV applications help to illustrate a priori argu-
ments for or against the two SSIV frameworks. In some settings, the exposure shares underlying the
instrument are tailored to a specific economic question, and to the particular endogenous variable
included in the model. In this case, the scenario considered in Section 2.3 — that there are unobserved
shocks v, which enter €, through the shares — may be less of a concern, making shares more plausible
instruments. Mohnen (2019), for example, uses the age profile of older workers in local labor markets
as the exposure shares in a shift-share instrument for the change in the local elderly employment rate

the following decade. He argues, based on economic intuition, that these tailored shares are uncorre-

35In principle, shares and shocks may simultaneously provide valid identifying variation, but in practice it would
seem unlikely for both sources of variation to be a priori plausible in the same setting, because these approaches to
identification are substantively different.
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lated with unobserved trends in youth employment rates. This argument notably does not require one
to specify the age-specific shocks g,,, which only affect power of the instrument; in fact, the shocks are
dispensed with altogether in robustness checks that directly instrument with the shares and report
2SLS and LIML estimates. Similarly, Algan et al. (2017) use the lagged share of the construction sec-
tor in the regional economy as an instrument for unemployment growth during the Great Recession,
arguing that it does not predict changes in voting outcomes in other ways. With a single industry
considered, the identification assumption reduces to that of conventional difference-in-differences with
continuous treatment intensity, and our approach cannot be applied.

In contrast, our framework is more appropriate in settings where shocks are tailored to a specific
question while the shares are “generic,” in that they could conceivably measure an observation’s expo-
sure to multiple shocks (both observed and unobserved). Both Autor et al. (2013) and Acemoglu and
Restrepo (Forthcoming), for example, build shift-share instruments with similar lagged employment
shares but different shocks — rising trade with China and the adoption of industrial robots, respectively.
According to the shares view, these papers use essentially the same instruments (lagged employment
shares) for different endogenous variables (growth of import competition and growth of robot usage),
and are therefore mutually inconsistent. Our framework helps reconcile these identification strategies,
provided the variation in each set of shocks can be described as arising from a natural experiment.

In sum, our analysis formalizes the claim that SSIV identification may “come from” the exogeneity
of shocks, while providing new guidance for SSIV estimation and inference that may be applied
across a number of economic fields, including international trade, labor economics, urban economics,
macroeconomics, and public finance. Our shock-level assumptions connect SSIV in these settings to
conventional shock-level IV estimation, bringing shift-share instruments to more familiar econometric

territory and facilitating the assessment of SSIV credibility in practice.
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Table 1: Shock Summary Statistics in the Autor et al. (2013) Setting

o @ 6

Mean 1.79 7.37 0 0
Standard deviation 10.79 20.92 20.44 19.39
Interquartile range 0 6.61 6.11 5.50
Specification

Excluding service industries v

Residualized on manufacturing-by-period FE

Residualized on 10-sectors-by-period FE

Effective sample size (1/HHI of sn: weights)

Across industries and periods 3.5 191.6 191.6 191.6

Across SIC3 groups 1.7 58.4 58.4 58.4

Largest s,: weight

Across industries and periods 0.398 0.035 0.035 0.035
Across SIC3 groups 0.757 0.066 0.066 0.066

Observation counts

# of industry-by-period shocks 796 794 794 794
## of industries 398 397 397 397
# of SIC3 groups 137 136 136 136
# of periods 2 2 2 2

Notes: This table summarizes the distribution of China import shocks gn¢ across industries n and periods ¢ in
the Autor et al. (2013) replication. Shocks are measured using flows of imports from China in eight developed
economics outside of the United States. All statistics are weighted by the average industry exposure
shares sy, computed as in Proposition 1; shares are measured from lagged manufacturing employment, as
described in the text. Column 1 includes the non-manufacturing industry aggregate in each period with a
shock of 0, while columns 2-4 restrict to manufacturing industries. The following columns residualize the
shocks on period indicators (column 3) or the indicators for each of the 10 sectors defined in Acemoglu
et al. (2016) interacted with period indicators (column 4). We report the effective sample size (the inverse
renormalized Herfindahl index of the share weights, as described in the text) with and without the non-
manufacturing industry, at both the industry-by-period level and at the level of aggregate SIC3 groups

(across periods), along with the largest share weights.
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Table 2: Shift-Share Instrument Summary Statistics in the Autor et al. (2013) Setting

o @ 6

Mean 1.79 0 0 0
Standard deviation 1.55 1.51 1.06 0.87
Interquartile range 1.74  1.750 0.69 0.51
Controls

Lagged mfg. share v

Period-specific lagged mfg. share v

Period-specific lagged 10-sector shares

Observation counts

# of CZs-by-periods 1,444 1,444 1,444 1,444
# of commuting zones (CZs) 722 722 722 722
# of periods 2 2 2 2

Notes: This table summarizes the distribution of the shift-share instrument z,; across commuting zones ¢ and
periods ¢ in the Autor et al. (2013) replication. The shocks used in the instrument are measured using flows
of imports from China in eight developed economies outside of the United States and the exposure shares are
measured from lagged manufacturing employment, as described in the text. All statistics are weighted by the
start-of-period commuting zone population, as in Autor et al. (2013). Columns 2—4 residualize the instrument
on the lagged commuting zone manufacturing share, the lagged manufacturing share interacted with period
indicators, and the lagged manufacturing share for each of the 10 sectors defined in Acemoglu et al. (2016),
interacted with period indicators. These correspond to the share-weighted averages of industry-level controls

included in each column of Table 1.
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Table 3: Shock Intra-Class Correlations in the Autor et al. (2013) Setting

Estimate SE

(1) (2)

Shock ICCs
10 sectors 0.016 (0.022)
SIC2 0.047 (0.052)
SIC3 0.073 (0.057)
Industry 0.169 (0.047)
Period means

1990s 4.65 (1.38)

2000s 16.87 (3.34)
# of industry-by-periods 794

Notes: This table reports shock intra-class correlation coefficients in the Autor et al. (2013) replication,
estimated from the hierarchical model described in the text. Estimates come from a maximum likelihood
procedure with an exchangeable covariance structure for each industry random effect and with period

fixed effects. Robust standard errors are reported in parentheses.
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Table 4: Shift-Share IV Estimates of the Effect of Chinese Imports on Manufacturing Employment

Effects Pre-trends

(1) (2) ®3) (4) () (6)

Coefficient -0.596  -0.489  -0.267  -0.252 20.028  0.142
(0.114)  (0.100)  (0.099)  (0.136) (0.092)  (0.090)

CZ-level controls (we)

Autor et al. (2013) baseline v v v v v v
Start-of-period mfg. share

Lagged mfg. share v

Period-specific lagged mfg. share

Period-specific lagged 10-sector shares

Industry-level controls (gn¢)

Period indicators v v v

Sector-by-period indicators

SSIV first stage F-stat. 185.59  166.73  123.64  46.50 123.64  46.50
# of industries-by-periods 796 794 794 794 794 794
4 of CZs-by-periods 1,444 1444 1444 1,444 1,444 1,444

Notes: This table reports shift-share IV coefficients from regressions of regional manufacturing employment growth
in the U.S. on the growth of import competition from China, instrumented with predicted China import growth as
described in the text. Column 1 replicates column 6 of Table 3 in Autor et al. (2013) by controlling for period fixed
effects, Census division fixed effects, beginning-of-period conditions (% college educated, % foreign-born, % employment
among women, % employment in routine occupations, and the average offshorability index), and the start-of-period
manufacturing share. Column 2 replaces the start-of-period manufacturing shares control with the lagged manufacturing
shares underlying the instrument, while column 3 interacts this control with period indicators. Column 4 adds lagged
shares of the 10 industry sectors defined in Acemoglu et al. (2016), again interacted with period indicators. Columns
5 and 6 report falsification tests using manufacturing employment growth lagged by two decades as an outcome, in
specifications that parallel those in columns 3 and 4. Exposure-robust standard errors and first-stage F-statistics
are obtained from equivalent industry-level IV regressions, as described in the text, with the indicated industry-level
controls and allowing for clustering of shocks at the level of three-digit SIC codes. The sample in columns 2-6 includes
722 locations (commuting zones) and 397 industries, each observed in two periods; the estimate in column 1 implicitly

includes an additional two periods of the non-manufacturing industry with a shock of zero.
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A Appendix Results

A.1 Heterogeneous Treatment Effects

In this appendix we consider what a linear SSIV identifies when the structural relationship between y,
and x, is nonlinear. We show that under a first-stage monotonicity condition the large-sample SSIV
coeflicient estimates a convexly weighted average of heterogeneous treatment effects. This holds even
when the instrument has different effects on the outcome depending on the underlying realization
of shocks, for example when y, = > SenBenTen + €0 With Ben capturing the effects of (possibly
unobserved) observation- and shock-specific treatments x4, making up the observed x, = Zn SonTon-

Consider a general structural outcome model of

Y = y(xflv <oy TUR, 52)7 (14)

where the R treatments are similarly defined as 4. = (g, ne-) with g collecting the vector of shocks
gn and 1y = (g1, ..., Mer) capturing first-stage heterogeneity. We consider an IV regression of y, on
some aggregated treatment xy = > ay,x¢ with ag. > 0. Note that this nests the case of a single
aggregate treatment (R = 1 and oy = 1) with arbitrary effect heterogeneity, as well as the special case
above (R = N and ay, = sg,). We abstract away from controls w, and assume each shock is as-good-
as-randomly assigned (mean-zero and mutually independent) conditional on the vector of second-stage
unobservables € and the matrices of first-stage unobservables 7, exposure shares s, importance weights
e, and aggregation weights «, collected in Z = (g,7,s,e,«). This assumption is stronger than Al
but generally necessary in a non-linear setting while still allowing for the endogeneity of exposure
shares. For further notational simplicity we assume that y(-,e,) and each x,.(-,7-) are almost surely
continuously differentiable, such that Be.(-) = %y(‘,gg) captures the effect, for observation /¢, of
marginally increasing treatment r on the outcome and 7, (1) = %l‘r(',ner) captures the effect of
marginally increasing the nth shock on the rth treatment at /.

Under an appropriate law of large numbers, the shift-share IV estimator approximates a ratio of

sums of “reduced-form” and “first-stage” expectations:

5 B, eczeye] o (1) — > 0D Elseneegnye]
B B E [Zé 6[2’@3)[] * (1) Zl Zn Zr E [SEnefgnaérxér]

+o0,(1). (15)
Given this, we then have the following result:

Prop. A1 When mgp,([; g—n]) > 0 almost surely, equation (15) can be written

5 S S B[22, Benr (V) ()]

B =
e S0 o E [ [Tewenr ()]

+ 0p(1), (16)
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where wyp,-(7) > 0 almost surely and

Bun(7) = Ber (@1 ([ 9—n)sne1)s - - - (1Y 9—n), eR)) an

(6728

is arescaled treatment effect, evaluated at (z1([v; g—nlsne1)s - - - 2r([V; 9—nls Ner) for [gn; 9—n] =

(g17~-~7gn—17gn7gn+17~-~g1\7)/-

Proof:  See Appendix B.4.

This shows that in large samples B estimates a convex average of rescaled treatment effects, Bgm(-),
when each x,.(-,n,-) is almost surely monotone in each shock. Appendix B.4 shows that the weights
wenr(7y) are proportional to the first-stage effects 7o, ([v; g—n]), exposure shares sy, regression weights
ey, treatment aggregation weights «y,., and a function of the shock distribution. In the case without
aggregation, i.e. R = ay. = 1, there is no rescaling in the B(gm(*y). Equation (16) then can be
seen as generalizing the result of Angrist et al. (2000), on the identification of heterogeneous effects
of continuous treatments, to the continuous shift-share instrument case. Intuition for the wey,, ()
weights follows similarly from this connection. With aggregation — that is, when the realization of
shocks may have heterogeneous effects on y, holding the aggregated z, fixed — equation (16) shows
that SSIV captures a convex average of treatment effects per aggregated unit. Thus in the leading
example of yp = > Sgntn$gn +ep and g = ), Sen%en, this result establishes identification of a
convex average of the Bgn. In this way the result generalizes Adao et al. (2019b), who establish the

identification of convex averages of rescaled treatment effects in reduced form shift-share regressions.

A.2 Comparing SSIV and Native Shock-Level Regression Estimands

In this appendix we illustrate economic differences between the estimands of two regressions that
researchers may consider: SSIV using outcome and treatment observations y, and xy (which we show
in Proposition 1 are equivalent to certain shock-level IV regressions), and more conventional shock-level
IV regressions using “native” y, and x,. These outcomes and treatments capture the same economic
concepts as the original y, and xy, in contrast to the constructed 7, and Z,, discussed in Section 2.2.
In line with the labor supply and other key SSIV examples, we will for concreteness refer to the ¢ and
n as indexing regions and industries, respectively. We consider the case where both the outcome and
treatment can be naturally defined at the level of region-by-industry cells (henceforth, cells) — yg,, and
Ton, respectively — and thus suitable for aggregation across either dimension with some weights FEy,
(e.g., cell employment growth rates aggregated with lagged cell employment weights): y, = > senYin
for sy, = % and yn, = Y, wWenYen for we, = %, with analogous expressions for x, and x,,.

We further define Ey = Y Ey, and E, = Y, Ey, for conciseness.*¢

36This formulation nests reduced-form shift-share regressions when x;, = gn for each £. The labor supply example
of Section 2.1 fits only partially in this formal setup because the industry or regional wage growth y, is not equal to a
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We consider the estimands of two regression specifications: 8 from the regional level model (1),
instrumented by z; and weighted by e, = Ey/E for E =), Ey, and finq from a simpler industry-level
IV regression of

Yn = 5indxn + Eny (].8)

instrumented by the industry shock g,, and weighted by s, = E,,/E. For simplicity we do not include
any controls in either specification and implicitly condition on {Ej,} on (and some other variables as
described below), viewing them as non-stochastic.?”

We show that  and fi,q generally differ when there are within-region spillover effects or when
treatment effects are heterogenous. We study these cases in turn, maintaining several assumptions:

(i) a first stage relationship analogous to the one considered in Section 3.1:

Ton = TenGn + Nens (19)

for non-stochastic mg, > 7 > 0, (ii) a stronger version of our Assumption 1 that imposes E[g,] =
E [gneen’] = E[gnnen’] = 0 for all £, n, and n', with eg,,» denoting the structural cell-level residual of
each model, (iii) the assumption that g, is uncorrelated with g, for all n and n’, and (iv) that all

appropriate laws of large numbers hold.

Within-Region Spillover Effects Suppose the structural model at the cell level is given by

Yen = Boen — B1 Y St Ten + Etn- (20)

Yy
Here By captures the direct effect of the shock on the cell outcome, and §; captures a within-region
spillover effect. The local employment effects of industry demand shocks from the model in Appendix
A8 fit in this framework, see equation (47).3 The following proposition shows that the SSIV estimand
B captures the effect of treatment net of spillovers (i.e. Sy — 1), whereas Sinq subtracts the spillover
only partially; this is intuitive since the spillover effect is fully contained within regions but not within

industries.

Prop. A2 Suppose equation (20) holds and the average local concentration index Hy =3, egs%n
is bounded from below by a constant Hy, > 0. Further assume 7y, = 7 and Var [g,,] = ag

for all £ and n. Then the SSIV estimator satisfies

B =By — Bi +0p(1) (21)

weighted average of wage growth across cells: reallocation of employment affects the average wage growth even in the
absence of wage changes in any given cell.

37Note that we thereby condition on the shares s;,, and importance weights e,. Yet we still allow for share endogeneity
by not restricting E [eg,,] to be zero.

38In the labor supply example from the main text yp,, is the cell wage, which is equalized within the region, and xg,,
is cell employment. Equation 20 therefore holds for 9 = 0 and —f3; being the inverse labor supply elasticity.
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while the native industry-level IV estimator satisfies
Bind = Bo — BLHL + 0p(1), (22)

If 81 # 0 (i.e. in presence of within-region spillovers), B and Bina asymptotically coin-
cide if and only if H;, % 1, which corresponds to the case where the average region is

asymptotically concentrated in one industry.

Proof:  See Appendix B.5.

Treatment Effect Heterogeneity Now consider a different structural model which allows for
heterogeneity in treatment effects:

Yin = BenTen + Eon- (23)

We also allow the first-stage coefficients 7y, and shock variance o2 to vary. The following proposition
shows that 8 and fSi,q differ in how they average effect 8y, (here treated as non-stochastic) across
the (¢,n) cells. The weights corresponding to the SSIV estimand § are relatively higher for cells that
represent a larger fraction of the regional economy. This follows because in the regional regression sy,
determines the cell’s weight in both the outcome and the shift-share instrument, while in the industry
regression only the former argument applies. Heterogeneity in the 7, and o2 has equivalent effects

on the weighting scheme of both estimands.

Prop. A3 In the casual model (23),

2
Zg,n Eénsﬁnﬂ'fno'n Ben
Zé,n EZnsZn’/Tlno—?L

8= + op(1) (24)

and )
~ B ZZ,n Efnﬂ-éno-n : Bén

ind —
Zg)n Eénﬂ'énggb

+0p(1), (25)

Proof:  See Appendix B.6.

A.3 Unobserved n-level Shocks Violate Share Exogeneity

In this appendix, we show that the assumption of SSIV share exogeneity from Goldsmith-Pinkham
et al. (2019) is violated when there are unobserved shocks v, that affect outcomes via the exposure

shares sy,,, i.e. when the residual has the structure

1) :ZSgnVn—l—ég. (26)
n
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This is clear in the simple case of fixed N: even when shares are randomly assigned across observations
(i.e. each sp, is independent of each v, and &), the structure of (26) will ensure E [sg,e¢] # 0 and
thus &, 7 0 for each n.

We next show that this result generalizes to the case of increasing N, where the contribution of each
vy, to the variation in £, becomes small. The intuition is that the SSIV relevance condition typically
requires individual observations to be sufficiently concentrated in a small number of shocks (see Section
3.1), and under this condition the share exclusion restriction violations remain asymptotically non-
ignorable even as N — co.

In this case we define share endogeneity as non-vanishing Var [£,] at least for some n. This will
tend to violate SSIV exclusion, unless shocks are as-good-as-randomly assigned (Assumption 1), even
if the importance weights of individual shocks, s,,, converge to zero (Assumption 2). As in the previous

section, we continue to treat e, and sy, as non-stochastic to show this result with simple notation.

Prop. A4 Suppose condition (26) holds with the v, mean-zero and uncorrelated with the &, and

2
n

2

v

with each other, and with Var[v,] = 02 > o2 for a fixed 02 > 0. Also assume H; =
Sopeed, 52, — H > 0 such that first-stage relevance can be satisfied. Then there exists

a constant § > 0 such that max,, Var [g,] > § for sufficiently large L.

Proof:  See Appendix B.7.

A.4 Connection to Rotemberg Weights

In this appendix we rewrite the decomposition of the SSIV coefficient B from Goldsmith-Pinkham
et al. (2019) that gives rise to their “Rotemberg” weight interpretation, and show that these weights
measure the leverage of shocks in our equivalent shock-level IV regression. We then show that, in
our framework, skewed Rotemberg weights do not measure sensitivity to misspecification (of share
exogeneity) and do not pose a problem for consistency. We finally discuss the implications of high-
leverage observations for SSIV inference.

Proposition 1 implies the following decomposition:

5 Z Sngngi_ 3
/8 = —n TI7IN — = « ﬂ 5 27
Zn Sngnx%L ,ZL e ( )
where
B _ @ _ ZZ engny; (28)
L, = 2 = &t I
Ir > eesmaf
and
~1
SngnTy,
Oy = ——————. 29
" Zn’ Sn’gn/f# ( )

This is a shock-level version of the decomposition discussed in Goldsmith-Pinkham et al. (2019): 3, is

43



the IV estimate of 3 that uses share sy, as the instrument, and «,, is the so-called Rotemberg weight.
To see the connection with leverage (defined, typically in the context of OLS, as the derivative of
each observation’s fitted value with respect to its outcome) in our equivalent IV regression, note that
o\m ) (7:5) g g (30)
oy " S
In this way, o, measures the sensitivity of 3 to £,. For Goldsmith-Pinkham et al. (2019), exposure
to each shock should be a valid instrument and thus Bn, % B for each n. However, in our framework
deviations of Bn from S reflect nonzero &, in large samples, and such share endogeneity is not ruled
out; thus «, does not have the same sensitivity-to-misspecification interpretation. Moreover, a high
leverage of certain shocks (“skewed Rotemberg weights,” in the language of Goldsmith-Pinkham et
al. (2019)) is not a problem for consistency in our framework, provided it results from a heavy-tailed
and high-variance distribution of shocks (that still satisfies our regularity conditions, such as finite
shock variance), and each s, is small as required by Assumption 2.

Nevertheless, skewed a,, may cause issues with SSIV inference, as may high leverage observations
in any regression. In general, the estimated residuals &;- of high-leverage observations will tend to be
biased toward zero, which may lead to underestimation of the residual variance and too small standard
errors (e.g., Cameron and Miller 2015). This issue can be addressed, for instance, by computing
confidence intervals with the null imposed, as Adao et al. (2019b) recommend and as we discuss in
Section 4.1. In practice our Monte-Carlo simulations in Appendix A.10 find that the coverage of
conventional exposure-robust confidence intervals to be satisfactory even with Rotemberg weights as

skewed as those reported in the applications of Goldsmith-Pinkham et al. (2019) analysis.

A.5 SSIV Consistency in Short Panels

This appendix shows how alternative shock exogeneity assumptions imply the consistency of panel
SSIV regressions with many inconsistently-estimated fixed effects (FEs). We consider this incidental
parameters problem in “short” panels, with fixed T and L — oo and with unit FE. Similar arguments
apply with L fixed and T — oo and with period FEs.

Suppose for the linear causal model yy; = Bxpr + € and control vector wy; (which includes the
FEs), >, egtwﬁzﬁ 2 Q. oo egtwﬁeé‘t 2 Que, and ) egtwﬁ‘wft’ 2y Quw for full-rank Q,,,, where
viy is a subvector of the (weighted) unit-demeaned observation of variable vy, ve — %, that

drops any elements that are identically zero (e.g. those corresponding to the unit FEs in wy;). Then

defining v = Q! ., we can write yft = Bwﬁ + wﬁ"y + Eﬁ. Suppose also that ), egtzgtxj; 2y 1 for
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some 7w # 0. Then, following the proof to Proposition 2, f is consistent if and only if

S snegnicny 20, (31)

n t

A
— Z@ CrtSent€py
Z@ €LtSent

1 and 2 and the regularity conditions in Proposition 3 hold, as are the various extensions discussed

where sp,s = >, €t5¢ns and éﬁt . This condition is satisfied when analogs of Assumptions
in Section 3. In particular when wy; contains t-specific FE the key assumption of quasi-experimental
shock assignment is E [gnt | €2, snt} = ¢, Vn,t, allowing endogenous period-specific shock means pi;
via Proposition 4. This assumption avoids the incidental parameters problem by considering shocks

as-good-as-randomly assigned given an unobserved &%},

which is a function of the time-varying ey,
across all periods p.
An intuitive special case of this approach is when the exposure shares and importance weights are

fixed: spnt = seno and epr = egp. Then the weights in (31) are time-invariant, s,; = $no, and

A
A >0 €008en0E s

N eeSmo
> ewseno(Eer — = >y Earr)
_ T
>0 €00Sen0

1
=é&nt — T ; Ent/ (32)

= D 0 €e08enocet
where g = =~
nt Ze €20S¢n0

is an aggregate of period-specific unobservables 4. It is then straightfor-
ward to extend Propositions 3 and 4 under a shock-level assumption of strong exogeneity, i.e. that
E[gnt | En1,---EnTs Sno) = pn + 7¢ for all n and ¢t. Here endogenous n-specific shock means are per-
mitted by the observation in Section 3.3, that share-weighted n-specific FE at the shock level are

subsumed by /(-specific FE in the SSIV regression when shares and weights are fixed.

A.6 SSIV Relevance with Panel Data

This appendix shows that holding the exposure shares fixed in a pre-period is likely to weaken the
SSIV first-stage in panel regressions. Consider a panel extension of the first stage model used in
Section 3.1, where z¢ = Y SentZent With Zent = TentGnt +Nent, Ten > T for some fixed 7 > 0, and the
gn¢ are mutually independent and mean-zero with variance o2, > 63 for fixed 0‘3 > 0, independently
of {Nent} bt As in other appendices, we here treat Sg,, eg, and 7, as non-stochastic. Then again

omitting controls for simplicity, an SSIV regression with zy = ZN

* .
n—1 Stnt9nt @s an instrument, where
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Sy, 18 either sppny (updated shares) or sg,o (fixed shares), yields an expected first-stage covariance of

E

> eemmﬁ] >R Y ey SiuStn: (33)
¢ t ¢ t n

For panel SSIV relevance we require the ey-weighted average of ) s7,,5/m¢ to not vanish asymptoti-
cally. With updated shares this is satisfied when the Herfindahl index of an average observation-period
(across shocks) is non-vanishing, while in the fixed shares case the overlap of shares in periods 0 and

t, >, SenoSent, may become weak or even vanish as T — oo, on average across observations.

A.7 Estimated Shocks

This appendix establishes the formal conditions for the SSIV estimator, with or without a leave-
one-out correction, to be consistent when shocks g, are noisy estimates of some latent g satisfying
Assumptions 1 and 2. We also propose a heuristic measure that indicates whether the leave-one-out
correction is likely to be important and compute it for the Bartik (1991) setting. Straightforward
extensions to other split-sample estimators follow.

Suppose a researcher estimates shocks via a weighted average of variables gy,. That is, given

weights wg, > 0 such that )", we, =1 for all n, she computes
In = Zwéngl'm (34)
[

A leave-one-out (LOO) version of the shock estimator is instead

Ze’;ﬁ[ Werngern

n,—t = 35
We assume that each gp,, is a noisy version of the same latent shock g :
Gen = G, + Ven, (36)

where g satisfies Assumptions 1 and 2 and 1)y, is estimation error (in Section 3.4 we considered
the special case of 1y, o &7). This implies a feasible shift-share instrument of z, = z; + ¢, and its
LOO version szOO =z, + weLOO, where z; = Y singr, Ve = D, Stn Yy WernWery, and weLOO =
>on Sgn%. The orthogonality condition for these instruments requires that ), eseo1)¢ 20
and Y, e FOC 250, respectively.

We now present three sets of results. First, we establish a simple sufficient condition under which

the LOO instrument satisfies exclusion. We also propose stronger conditions that guarantee consis-

tency of LOO-SSIV. Second, we explore the conditions under which the covariance between €, and )y,
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is ignorable, i.e. asymptotically does not lead to a “mechanical” bias of the conventional leave-one-out
estimator. We propose a heuristic measure that is large when the bias is likely to be small. Lastly, we
apply these ideas to the setting of Bartik (1991) using the data from Goldsmith-Pinkham et al. (2019).
In line with previous appendices, we condition on sy, we,, and e, and treat them as non-stochastic

for notational convenience. We also assume the SSIV regressions are estimated without controls wy.

LOO Exclusion and Consistency The following proposition establishes three results. The first
is the most important one, providing the condition for exclusion to hold in expectation, which we
discuss below. The second strengthens this condition so that the estimator converges, which naturally
requires that most shocks are estimated with sufficient amount of data. A tractable case of complete

specialization is considered in last part, where there should be many more observations than shocks.

Prop. A5

1. If E [egtpprp] = 0 for all £ # ¢ and n, then E >, eseetbe, Loo] = 0.

2. If E [(eg,wn) | {(8@/,1#@/”)}@,#@7”,} = 0 for all £ and n, then the LOO estimator is consistent,
provided it has a first stage and two regularity conditions hold: E [|641552wg/1 na Yeyna H < B for

a constant B and all (¢4, 5,1, 0,,n1,n2) and

Z Wl ny Welng

ezlefzszlnl SZZ”LQ Z ! w Z 2 w 07 (37)
L g4

(61.02.0,.5) €T, b T Skl T

ni,n2
with J denoting the set of tuples ({1, ¢o, ¢}, ¢4) for which one of the two conditions hold: (i)
61 = 62 and 6/1 = 612 # 81, (11) 61 = 612 and gQ = 6/1 7& 61.

3. Condition (37) is satisfied if % — 0 in the special case where each region is specialized in
one industry, i.e. sg = 1[n = n(f)] for some n(-), there are no importance weights (e, = 1),
and shocks estimated by simple LOO averaging among observations exposed to a given shock
(wen = Lin for L,, = >~,1[n(f) = n]), assuming further that L, > 2 for each n so that the LOO

estimator is well-defined.
Proof:  See Appendix B.8.

The condition of (1) would be quite innocuous in random samples of ¢ — the environment in which
leave-one-out adjustments are often considered (e.g. Angrist et al. (1999)) — but is strong without
random sampling. It requires £, and ¢y, to be uncorrelated for ¢’ # £, which may easily be violated
when both ¢ and ¢’ are exposed to the same shocks—a situation in which excluding own observation is
not sufficient. Moreover, since we have conditioned on the exposure shares throughout, E [g¢tp,] = 0

generally requires either € or ¢y, to have a zero conditional mean—the share exogeneity assumption
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applied to either the residuals or the estimation error. At the same time, this condition does not
require E [eptpp,] = 0 for £ = ¢/, which reflects the benefit of LOO: eliminating the mechanical bias

from the residual directly entering shock estimates.

Heuristic for Importance of LOO Correction We now return to the non-LOO SSIV estimator.
As in Proposition A4, we assume that E [g¢tpp,,] = 0 for ¢/ # £ and all n, so the LOO estimator
is consistent under the additional regularity conditions. Then the “mechanical bias” mentioned in
Section 3.4 is the only potential problem: under appropriate regularity conditions (similar to those in

part 2 of Proposition A4),

_ ED et o
TE s ere] Y

i eeSmwenE (0]
E [Ze efZeLW]

68

+0p(1). (38)

With |E [egte,]| bounded by some B; > 0 for all £ and n, the numerator of (38) is bounded by
Hy By, for an observable composite of the relevant shares Hy = Ez,n epSenwen. The structure of the
shares also influences the strength of the first stage in the denominator. We assume, without loss of
generality, that z, is mean-zero and impose our standard model of the first stage from Section 3.1
(but specified based on the latent shock ¢*): xy = Zn SenTen, for Ten = Ting) + Nen, Nen Mean-zero

and uncorrelated with g, for all £,n,n’, Var[gr] > &7 > 0 and mg, > 7 > 0:

E

Z efzélx;| = Z e/ l(z Sen (g:; + wén)> (Z Sen! (ﬂéng;’ + 77@71'))]
0 ¢ n

= Z efsgn < Tgn Var [g:z] + Z €e Z SenSen/E [wfn (ﬂ-éng:;’ + nln’)] . (39)
ln 4 n,n’
Excepting knife-edge cases where the two terms in (39) cancel out, E[Y", e,z¢x¢] / 0 provided Hy, =
> tm €8, = H for some fixed H > 0.
We thus define the following heuristic:
_ HL Zé,n 6(8?71

== (40)

H=L_ .
Hy Z&n €LSinWen

When H is large, we expect the non-LOO SSIV estimator to be relatively insensitive to the mechanical
bias generated by the average covariance between 1), and ¢4, and thus similar to the LOO estimator.

We note an important special case. Suppose all weights are derived from variable Ey, (e.g. lagged

employment level in region £ and industry n) as sz, = %Z, Wep, = %”, and ey = %, for g =", Een,
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=29 FEm,and E=73",FE, Then

2
e 1 B 1Y R T
n ‘n n n J4

where s, = E—E” is the weight in our equivalent shock-level regression. Therefore, Hy is the weighted
average across n of n-specific Herfindahl concentration indices, while H, is the weighted average across
¢ of the ¢-specific Herfindahl indices. With Ey,, denoting lagged employment, H is high (and thus we
expect the LOO correction to be unnecessary) when employment is much more concentrated across
industries in a typical region than it is concentrated across regions for a typical industry.

The formula simplifies further with Ep, = 1[n = n(¢)] for all £, n, corresponding to the case of
complete specialization of observations in shocks with no regression or shock estimation weights, as

in part 3 of Proposition A4. In that case,

1 1

L
H: = = —.
Z[ %ﬁ(b %Zn Zl: n(f)=n ﬁ N

(42)

Our heuristic is therefore large when there are many observations per estimated shock.??

Application to Bartik (1991) We finally apply our insights to the Bartik (1991) setting, using the
Goldsmith-Pinkham et al. (2019) replication code and data. Table C5 reports the results. Column
1 shows the estimates of the inverse local labor supply elasticity using SSIV estimators with and
without the LOO correction and using population weights, replicating Table 3, column 2, of Goldsmith-
Pinkham et al. (2019). Column 2 repeats the analysis without the population weights.*® We find all
estimates to range between 1.2 and 1.3, showing that in practice for Bartik (1991) the LOO correction
does not play a substantial role.

This is however especially true without weights, where the LOO and conventional SSIV estimators
are 1.30 and 1.29, respectively. Our heuristic provides an explanation: H is almost 8 times bigger
when computed without weights. The intuition is that large commuting zones, such as Los Angeles
and New York, may constitute a substantial fraction of employment in industries of their comparative
advantage. This generates a potential for the mechanical bias: labor supply shocks in those regions
affect shock estimates; this bias is avoided by LOO estimators. However, the role of the largest
commuting zones is only significant in weighted regressions (by employment or, as in Goldsmith-

Pinkham et al. (2019), population).

39Here 1/H = N/L is proportional to the “bias” of the non-LOO estimator, which is similar to how the finite-sample
bias of conventional 2SLS is proportional to the number of instruments over the sample size (Nagar 1959).
40Tndustry growth shocks in this column are the same as in Column 1, again estimated with employment weights.
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A.8 Equilibrium Industry Growth in a Model of Local Labor Markets

This appendix develops a simple model of regional labor supply and demand, similar to the model in
Adao et al. (2019a). Our goal is to show how the national growth rate of industry employment can
be viewed as a noisy version of the national industry-specific labor demand shocks, and how regional
labor supply shocks (along with some other terms) generate the “estimation error.”

Consider an economy that consists of a set of L regions. In each region ¢ there is a prevailing wage

Wy, and labor supply has constant elasticity ¢:
Ep = MWy, (43)

where F, is total regional employment and M, is the supply shifter that depends on the working-age
population, the outside option, and other factors. Labor demand in each industry n is given by a

constant-elasticity function
Een = An&nW[07 (44)

where Ey, is employment, A,, is the national industry demand shifter, &, is its idiosyncratic compo-

nent, and o is the elasticity of labor demand. The equilibrium is given by
> Eu = Ei. (45)

Now consider small changes in fundamentals A,,, &, and M,. We use log-linearization around the
observed equilibrium and employ the Jones 1965 hat algebra notation, with © denoting the relative

change in v between the equilibria. We then establish:

Prop. A6 After a set of small changes to fundamentals, the national industry employment growth

is characterized by

9n = Zwéngéna (46)
4

for wen = Epn/ Y, By denoting the share of region ¢ in industry employment, and the

change in region-by-industry employment gy, is characterized by

. o . o . 2
gen = gp, + m&z +&n — P Zn: Sen <9n + &n) , (47)

where g = A,, is the national industry labor demand shock, ¢, = My is the regional labor

supply shock, and s¢p, = Epn/ >, Een-

Proof:  See Appendix B.9.
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The first term in (47) justifies our interpretation of the observed industry employment growth as a
noisy estimate of the latent labor demand shock g;. The other terms constitute the “estimation error.”
The first of them is proportional to the structural residual of the labor supply equation, ;; we have
previously established the conditions under which it may or may not confound SSIV estimation. The
other terms, that we abstracted away from in Section 3.4, include the idiosyncratic demand shock égn
and shift-share averages of both national and idiosyncratic demand shocks. If the model is correct,

all of these are uncorrelated with ¢, thus not affecting Assumption 1.

A.9 SSIV with Multiple Endogenous Variables or Instruments

This appendix first generalizes our equivalence result for SSIV regressions with multiple endogenous
variables and instruments, and discusses corresponding extensions of our quasi-experimental frame-
work via the setting of Jaeger et al. (2018). We also describe how to construct the effective first-stage
F-statistic of Montiel Olea and Pflueger (2013) for SSIV with one endogenous variable but multiple
instruments. We then consider new shock-level IV procedures in this framework, which can be used
for efficient estimation and specification testing. Finally, we illustrate these new procedures in the

Autor et al. (2013) setting.

Generalized Equivalence and SSIV Consistency We consider a class of SSIV estimators of an

outcome model with multiple treatment channels,
Yo = B'xe + ' we + e, (48)

where z; = (14, ..., 2k¢) is instrumented by 2z = (210, ..., 25¢)", for zjy = Y, sengjn and J > K, and
observations are weighted by e,. Members of this class are parameterized by a (possibly stochastic)

full-rank K x J matrix ¢, which is used to combine the instruments into a vector of length J, ¢z,. For

example the two-stage least squares (2SLS) estimator sets ¢ = x'ez(z'ez*)~!, where z* stacks

observations of the residualized z;'. IV estimates using a given combination are written as
B = (cz'ext) ez ey™, (49)

where y and a1 stack observations of the residualized yj and xf , z stacks observations of z}, and e
is an L x L diagonal matrix of e, weights. In just-identified IV models (i.e. J = K) the two ¢’s cancel
in this expression and all IV estimators are equivalent. Note that while the shocks g;, are different
across the multiple instruments, we assume here that the exposure shares sy, are all the same.

As in Proposition 1, 3 can be equivalently obtained by a particular shock-level IV regression.
Intuitively, when the shares are the same, cz, also has a shift-share structure based on a linear

combination of shocks cg,, and thus Proposition 1 extends. Formally, write z = sg where s is an
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L x N matrix of exposure shares and g stacks observations of the shock vector g/ ; then,

B _ (Cg/s/ewl)—lcg/s/eyL

= (cg'Sz") " (cg' ST ™), (50)

where S is an N x N diagonal matrix with elements s,,, Z+ is an N x K matrix with elements ié‘n,
and g is an N x 1 vector of g;-. This is the formula for an s,-weighted IV regression of 7~ on
T, ..., T3, with shocks as instruments, no constant, and the same ¢ matrix. Furthermore, as in

Proposition 1,

/Syt = Z sngf; = Zee (Z Sgn> yj‘ = Zegyj‘ =0, (51)

n L n 4

and similarly for ./SZ’, where ¢ is a N x 1 vector of ones. Therefore, the same estimate is obtained by
including a constant in this IV procedure (and the same result holds including a shock-level control
vectorg, provided ) sg, has been included in wy, as in Proposition 5). The ¢ matrix is again
redundant in the just-identified case.

A natural generalization of the orthogonality condition from Section 2.3 and the quasi-experimental
framework of Section 3 follows. Rather than rederiving all of these results, we discuss them intuitively
in the setting of Jaeger et al. (2018). Here y, denotes the growth rate of wages in region ¢ in a given
period (residualized on Mincerian controls), z1¢ is the immigrant inflow rate in that period, and g,
is the previous period’s immigration rate. The residual €y captures changes to local productivity and
other regional unobservables. Jaeger et al. (2018, Table 5) estimate this model with two “past settle-
ment” instruments zy, = Zn Seng1n and zop = Zn S¢ngan, Where sy, is the share of immigrants from
country of origin n in location £ at a previous reference date and g,, = (g1, g2n)’ gives the current and
previous period’s national immigration rate from n. When this path of immigration shocks is as-good-
as-randomly assigned with respect to the aggregated productivity shocks &, (satisfying a generalized

Assumption 1), the g, are uncorrelated across countries and E [Z 52] — 0 (satisfying a general-

n-n
ized Assumption 2), and appropriately generalized regularity conditions from Proposition 3 hold, the
multiple-treatment shock orthogonality condition is satisfied: " spgrnén 2y 0 for each k. Then
under the relevance and regularity conditions from Proposition 2, again appropriately generalized, the

SSIV estimates are consistent: B 2 8.

Effective First-Stage F-statistics With one endogenous variable and multiple instruments, the
Montiel Olea and Pflueger (2013) effective first-stage F-statistic provides a state-of-art heuristic for
detecting a weak first-stage. Here we describe a correction to it for SSIV that generalizes the F-

statistic in the single instrument case discussed in Section 4.2. The Stata command weakssivtest,
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provided with our replication archive, implements this correction.*!

Consider a structural first stage with multiple instruments and one endogenous variable:
T = 7' 20 + pwe + M. (52)

Suppose each of the shocks satisfies Assumption 3, i.e. E[gjn | ¢n,&n, 5] = 1qn, where 3 sengy is
included in wy, and the residual shocks g7,, = gjn — p1;¢n are independent from {né}szr The Montiel
Olea and Pflueger (2013) effective F-statistic for the 2SLS regression of y, on xy, instrumenting with

Z1¢, - - -, 2J¢, controlling for wy, and weighting by ey, is given by

(Zé eﬂ'?zf)/

( eeﬂeLZzL)
trV

Fog = , (53)

where V estimates V = Var [Z@ egzj-ng] . Note that, as before, the first-stage covariance of the original

SSIV regression equals that of the equivalent shock-level one from Proposition 5:

1.1 1 1 1
E €Ty 2y = E €Ty zg = E SngnZ;,; = E SnGnl Ty, (54)
4 £ n n

where g, is an s,-weighted projection of g, on g,, which consistently estimates g:. A natural
extension of Proposition 5 to many mutually-uncorrelated shocks further implies that V is well-

approximated by
V=Y signiin (55)

where, per the discussion in Section 4.2, 7, denotes the residuals from an IV regression of Z. on
Zi, ..., 23, instrumented with g1y, ..., gsn, weighted by s, and controlling for g,. Plugging this 14

into (53) yields the corrected effective first-stage F-statistic.

Efficient Shift-Share GMM In overidentified settings (J > K), it is natural to consider which
estimators are most efficient; for quasi-experimental SSIV, this can be answered by combining the
asymptotic results of Adao et al. (2019b) with the classic generalized methods of moments (GMM)
theory of Hansen (1982). Here we show how standard shock-level IV procedures — such as 2SLS — may
yield efficient coefficient estimates B * depending on the variance structure of multiple quasi-randomly
assigned shocks.

We first note that the equivalence result (50) applies to SSIV-GMM estimators as well:

_ : I A ’ 1 L
Bfargmbm(y T b) esze(y T b)

= arg mbin (’QJ‘ - ﬁcLb)/ SgWgq'Ss (’QJ' — ilb) ) (56)

410ur package extends the weakivtest command developed by Pflueger and Wang (2015).
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where W is an J x J moment-weighting matrix. This leads to an IV estimator with ¢ = ' SgW.

For 2SLS estimation, for example, W = (zezt)~!

. Under appropriate regularity conditions, the
efficient choice of W™ consistently estimates the inverse asymptotic variance of z'e (yJ- —zt ﬂ) =
g'Se+ 0,(1). Generalizations of results in Adao et al. (2019b) can then be used to characterize this
W™ when shocks are as-good-as-randomly assigned with respect to & Given an estimate W*, an
efficient coefficient estimate §* is given by shock-level IV regressions (50) that set ¢* = z/ SgW*. A
X%_K test statistic based on the minimized objective in (56) can be used for specification testing.
As an example, suppose shocks are conditionally homoskedastic with the same variance-covariance
matrix across n, Var[g,, | &,,s,] = G for a constant .J x .J matrix G. Then the optimal 3* is obtained

by a shock-level 2SLS regression of ¢~ on all Z;-, (instrumented by g;,, and weighted by s,,). We show

this in the case of no controls (and mean-zero shocks) for notational simplicity. Then,

Var [g'S (QL - :EJ‘B)] =E[¢'Sgg’'S?]
=tr (E[£'SGSg))
=kG (57)

for k = tr (E[S&Z’S]). The optimal weighting matrix thus should consistently estimate G, which is
satisfied by G= g'Sg. Under appropriate regularity conditions, a feasible optimal GMM estimate is
thus given by

b = (@"'SgG g'Szt) (@' SeG g'Syt)

- ((PgﬁcL)'SiL)_l (P,a") 55+, (58)

where Py, = g(g'Sg)~'¢g’S is an s,-weighted shock projection matrix. This is the formula for an
sp-weighted IV regression of ;- on the fitted values from projecting the a’cﬁn on the shocks, cor-
responding to the 2SLS regression above. Straightforward extensions of this equivalence between
optimally-weighted estimates of 8 and shock-level overidentified IV procedures follow in the case of
heteroskedastic or clustered shocks, in which case the 2SLS estimator (58) is replaced by the estimator
of White (1982). We emphasize that these shock-level estimators are generally different than 2SLS
or White (1982) estimators at the level of original observations, which are optimal under conditional
homoskedasticity and independence assumptions placed on the residual €, — assumptions which are

generally violated in our quasi-experimental framework.

Many Shocks in Autor et al. (2013) Appendix Table C4 illustrates different shock-level overi-
dentified IV estimators in the setting of Autor et al. (2013), introduced in Section 5.1. ADH construct

their shift-share instrument based on the growth of Chinese imports in eight economies comparable
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to the U.S., together. We separate them to produce eight sets of industry shocks g;,, each reflecting
the growth of Chinese imports in one of those countries. As in Section 5, the outcome of interest
is a commuting zone’s growth in total manufacturing employment with the single treatment variable
measuring a commuting zone’s local exposure to the growth of imports from China (see footnote 26
for precise variable definitions). The vector of controls coincides with that of column 3 of Table 4,
isolating within-period variation in manufacturing shocks. Per Section 4, exposure-robust standard
errors are obtained by controlling for period main effects in the shock-level IV procedures, and we
report corrected first stage F-statistics constructed as detailed above.

Column 1 reports estimates of the ADH coefficient 8 using the industry-level two-stage least
squares procedure (58). At -0.238, this estimate it is very similar to the just-identified estimate in
column 3 of Table 4. Column 2 shows that we also obtain a very similar coefficient of -0.247 with
an industry-level limited information maximum likelihood (LIML) estimator. Finally, in column 3
we report a two-step optimal IV estimate of 8 using an industry-level implementation of the White
(1982) estimator. Both the coefficient and standard error fall somewhat, with the latter consistent
with the theoretical improvement in efficiency relative to columns 1 and 2. From this efficient estimate
we obtain an omnibus overidentification test statistic of 10.92, distributed as chi-squared with seven
degrees of freedom under the null of correct specification. This yields a p-value for the test of joint
orthogonality of all eight ADH shocks of 0.142. Table C4 also reports the corrected effective first-
stage F-statistic which measures the strength of the relationship between the endogenous variable
and the eight shift-share instruments across regions. At 15.10 it is substantially lower than with one

instrument in column 3 of Table 4 but still above the conventional heuristic threshold of 10.

A.10 Finite-Sample Performance of SSIV: Monte-Carlo Evidence

In this appendix we study the finite-sample performance of the SSIV estimator via Monte-Carlo
simulation. We base this simulation on the data of Autor et al. (2013), as described in Section 5.
For comparison, we also simulate more conventional shock-level IV estimators, similar to those used
in Acemoglu et al. (2016), which also estimate the effects of import competition with China on U.S.
employment. We begin by describing the design of these simulations and the benchmark Monte-
Carlo results. We then explore how the simulation results change with various deviations from the
benchmark: with different levels of industry concentration, different numbers of industries and regions,
and with many shock instruments. Besides showing the general robustness of our framework, these
extensions allow us to see how informative some conventional rules of thumb are on the finite-sample

performance of shift-share estimators.

Simulation design We base our benchmark data-generating process for SSIV on the specification

in column 3 of Table 4. The outcome variable yg; corresponds to the change in manufacturing em-
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ployment as a fraction of working-age population of region £ in period ¢, treatment x,; is a measure of
regional import competition with China, and the shift-share instrument is constructed by combining
the industry-level growth of China imports in eight developed economies, g,:, with lagged regional
employment weights of different industries sg,;. We also include pre-treatment controls wy; as in
column 3 of Table 4 and and estimate regressions with regional employment weights ey ; see Section
5 for more detail on the Autor et al. (2013) setting.

In a first step we obtain an estimated SSIV second and first stage of

Yer = Bre + 5 wee + Eu, (59)

Lo = Tzgr + p'wer + Ty (60)

We then generate 10,000 simulated samples by drawing shocks g7, , as detailed below, and constructing
the simulated shift-share instrument zj, = Zn Sentgn; and treatment xj, = 7zj, + tg. Imposing a
true causal effect of §* = 0, we use the same yj, = € as the outcome in each simulation (note that
it is immaterial whether we include 7'wy; and p'wy, since all our specifications control for wy;). By
keeping £y and 4y fixed, we study the finite sample properties of the estimator that arises from the
randomness of shocks, which is the basis of the inferential framework of Adao et al. (2019b); we also
avoid having to take a stand on the joint data generating process of (eg¢,up:), which this inference
framework does not restrict.

We estimate SSIV specifications that parallel (59)-60) from the simulated data

Yo = B xp + 7 wer + €44, (61)

Ty =T 2+ p wer + upy. (62)

using the original weights e and controls wy;. We then test the (true) hypothesis §* = 0 using either
the heteroskedasticity-robust standard errors from the equivalent industry-level regression or their
version with the null imposed, as in Section 4.1.42 As in column 3 of Table 4, we control for period
indicators as g, in the industry-level regression.

Our comparison estimator is a conventional industry-level IV inspired by Acemoglu et al. (2016).
However, we try to keep the IV regression as similar to the SSIV as possible, thus diverging from
Acemoglu et al. (2016) in some details. Specifically, the outcome y,¢ is the industry employment
growth as measured by these authors. It is defined for 392 out of the 397 industries in Autor et
al. (2013), so we drop the remaining five industries in each period. The endogenous regressor x,; = g%

(growth of U.S. imports from China per worker) and the instrument g,; (growth of China imports

42Note that there is no need for clustering since we generate the shocks independently across industries in all simu-
lations. We have verified, however, that allowing for correlation in shocks within industry groups and using clustered
standard errors yields similar results.
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into eight developed economies) are those from which we built the shift-share endogenous regressor
and treatment, respectively (see footnote 26). Construction of those variables differ from Acemoglu
et al. (2016) who measure imports relative to domestic absorption rather than employment. We also
follow our SSIV analysis in using period indicators as the only industry-level control variables ¢,; and
taking identical regression importance weights s,;.

The Monte-Carlo strategy for the conventional shock-level IV parallels the one for SSIV; we obtain

an estimated industry-level second and first stage of

Ynt = Bindxnt + ’A)//Qnt + ént, (63)

Tnt = 7¢"indgmf + /A)/Qnt + T (64)

using the s,; importance weights. We then perform 10,000 simulations where we regenerate shocks
g, and regress ¥, = &,; (consistent with a true causal effect of 34 = 0, given that we control for
Gnt) ON X, = Tinagrs + Gine, instrumenting by g*,, controlling for ¢,¢, and weighting by s,:. We test
Bind = 0 by using robust standard errors in this IV regression or the version with the null imposed,
which corresponds to a standard Lagrange Multiplier test for this true null hypothesis.

In both simulations we report the rejection rate of nominal 5% level tests for 8 = 0 and Siuq = 0
to gauge the quality of each asymptotic approximation. We do not report the bias of the estimators
because they are all approximately unbiased (more precisely, the simulated median bias is at most 1%
of the estimator’s standard deviation). However we return to the question of bias at the end of the

section, where we extend the analysis to having many instruments with a weak first stage.

Main results Table C6 reports the rejection rates for shift-share IV (columns 1 and 2) and conven-
tional industry-level IV (columns 3 and 4) in various simulations. Specifically, column 1 corresponds
to using exposure-robust standard errors from the equivalent industry-level IV, and column 2 imple-
ments the version with the null hypothesis imposed. Columns 3 and 4 parallel columns 1 and 2 when
applied to conventional IV: the former uses heteroskedasticity-robust standard errors and the latter
tests Binga = 0 with the null imposed, which amounts to using the Lagrange multiplier test.

The simulations in Panel A vary the data-generating process of the shocks. Following Adao et
al. (2019b) in row (a) we draw the shocks iid from a normal distribution with the variance matched
to the sample variance of the shocks in the data after de-meaning by year. The rejection rate is close
to the nominal rate of 5% for both SSIV and conventional IV (7.6% and 6.8%, respectively), and in
both cases it becomes even closer when the null is imposed (5.2% and 5.0%).

This simulation may not approximate the data-generating process well because of heteroskedastic-

ity: smaller industries have more volatile shocks.*® To match unrestricted heteroskedasticity, in row

43This is established by unreported regressions of |gnt| on sp¢, for year-demeaned gn¢ from ADH, with or without
weights. The negative relationship is significant at conventional levels.
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(b) we use wild bootstrap, generating g%, = gn:v;; by multiplying the year-demeaned observed shocks
gnt by V), ud (0,1) (Liu 1988). This approach also provides a better approximation for the marginal
distribution of shocks than the normality assumption. Here the relative performance of SSIV is even
better: the rejection rate is 8.0% vs. 14.2% for conventional IV.

We now depart from the row (b) simulation in several directions, as a case study for the sensitivity
of the asymptotic approximation to different features of the SSIV setup. Specifically, we study the
role of the Herfindahl concentration index across industries, the number of regions and industries,
and the many weak instrument bias. We uniformly find that the performance of the SSIV estimator
is similar to that of industry-level IV. Our results also suggest that the Herfindahl index is a useful

statistic for measuring the effective number of industries in SSIV, and the first-stage F-statistic is

informative about the weak instrument bias, as usual.

The Role of Industry Concentration Since Assumption 2 requires small concentration of in-
dustry importance weights, measured using the Herfindahl index °, 57,/ (Ent snt)Q, Panel B of
Table C6 studies how increasing the skewness of s,; towards the bigger industries affects coverage of
the tests.** For conventional IV this simply amounts to reweighting the regression. Specifically, for a

parameter o > 1, we use weights

@ Zn’,t/ Sn't/

Snt = Snt .
o
Donr S

We choose the unique a to match the target level of E\ﬁ? by solving, numerically,

M — HHI (65)
(Znesm)

Matching the Herfindahl index in SSIV is more complicated since we need to choose how exactly
to amend shares Sy, and regional weights é, that would yield §,: from (65). We proceed as follows:

we consider the lagged level of manufacturing employment by industry Ep,: = epspn: and the total

regional non-manufacturing employment Ey; = eg (1 =), Sent)-*® We then define Eong = Eppy - 22t

Snt

for manufacturing industries (and leave non-manufacturing employment unchanged, EZOt = FEyot).

This increases employment in large manufacturing industries proportionately in all regions, while

44Note that in ADH Zﬁ;l Sent equals the lagged share of regional manufacturing employment, which is below one.
We thus renormalize the shares when computing the Herfindahl.

45The interpretation of Fy,; as the lagged level is approximate since ey, is measured at the beginning of period in
ADH, while sy, is lagged.
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reducing it in smaller ones. We then recompute shares Sy,,; and weights éy; accordingly:

N ~
Z Z Eénta

€pt =
n=0 t
~ o EZnt
Stnt = : .
0t

Rows (c¢)—(e) of Table C6 Panel B implement this procedure for target Herfindahl levels of 1/50,
1/20, and 1/10, respectively. For comparison, the Herfindahl in the actual ADH data is 1/191.6
(Table 1, column 2). The table finds that even with the Herfindahl index of 1/20 (corresponding to
the “effective” number of shocks of 20 in both periods total) the rejection rate is still around 7%, a level
that may be considered satisfactory. It also shows that the rejection rate grows when the Herfindahl is
even higher, at 1/10, suggesting that the Herfindahl can be used as an indicative rule of thumb. More

importantly, the rejection rates are similar for SSIV and conventional industry-level IV, as before.

Varying the Number of Industries and Regions The asymptotic sequence we consider in
Section 3.1 relies on both N and L growing. Here we study how the quality of the asymptotic
approximation depends on these parameters

First, to consider the case of small N, we aggregate industries in a natural way: from 397 four-
digit manufacturing SIC industries into 136 three-digit ones and further into 20 two-digit ones and
reconstruct the endogenous right-hand side variable and the instrument using aggregated data.*® Rows
(f) and (g) of Table C6 Panel C report simulation results based on the aggregated data. They show that
rejection rates are similar to the case of detailed industries, and between SSIV and conventional IV.
This does not mean that disaggregated data are not useful: the dispersion of the simulated distribution
(not reported) increases with industry aggregation, reducing test power. However, standard errors
correctly reflect this variability, resulting in largely unchanged test coverage rates.

Second, to study the implications of having fewer regions L, we select a random subset of them
in each simulation. The results are presented in Rows (h) and (i) of Panel C for L = 100 and 25,
compared to the original L = 722, respectively.*” They show once again that rejection rates are not

significantly affected (even though unreported standard errors expectedly increase).

Many Weak Instruments In this final simulation we return to the question of SSIV bias. Since

our previous simulations confirm that just-identified SSIV is median-unbiased, we turn to the case of

46Specifically, we aggregate imports from China to the U.S. and either developed economies as well as the number
of U.S. workers by manufacturing industry to construct the new g, and ggts ‘We then aggregate the shares sg,,; and
S%rtrent to construct zg; and zp (see footnote 26 for formulas). We do not change the regional outcome, controls, or
importance weights. For conventional IV, we additionally reconstruct the outcome (industry employment growth) by
aggregating employment levels by year in the Acemoglu et al. (2016) data and measuring growth according to their
formulas.

4TWhen we select regions, we always keep observations from both periods for each selected region. We keep the
second- and first-stage coefficients from the full sample to focus on the noise that arises from shock randomness.
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multiple instruments. We show that the problem of many weak instruments is similar between SSIV
and conventional IV, and that first-stage F-statistics, when properly constructed, can serve as useful
heuristics.

For clarity, we begin by describing the procedure for the conventional shock-level IV that is a small
departure from Column 3 of Table C6. For a given number of instruments J > 1, in each simulation
we generate g7, j = 1,...,J, independently across j using wild bootstrap (as in Table C6 Row
(b)).*® We make only the first instrument relevant by setting z7, = Finagi,, + Z;’zg 0 gne + Une.
We then estimate the IV regression of y;;, = €,; on z},,, instrumenting with g{,,,...,g%,;, controlling
for gn¢, and weighting by s,:. We use robust standard errors and compute the effective first-stage
F-statistic using the Montiel Olea and Pflueger (2013) method.

The procedure for SSIV is more complex but as usual parallels the one for the conventional shock-
level IV as much as possible. Given simulated shocks g7,,, we construct shift-share instruments
Zipe = D¢ StntGiny and make only the first of them relevant, zj, = 72y, + 23»122 0 27,4 + Gt Since
the equivalence result from Section 2.2 need not hold for overidentified SSIV, we rely on the results in
Appendix A.9: we estimate 3* from the industry-level regression of g} (based on Y;: = € as before)
on z} by 2SLS, instrumenting by ¢3,,;, - - - , 9,4, controlling for g,; and weighting by s,,;. We compute
robust standard errors from this regression to test * = 0. For effective first-stage F'-statistics, we
follow the procedure described in Appendix A.9 and implemented via our weakssivtest command in
Stata.

Table C7 reports the result for J = 1,5, 10,25, and 50, presenting the rejection rate corresponding
to the 5% nominal, the median bias as a percentage of the simulated standard deviation, and the
median first-stage F-statistic. Panel A corresponds to SSIV and Panel B to the conventional shock-
level IV. For higher comparability, we adjust the first-stage coefficient 7j,q in the latter in order to
make the F-statistics approximately match between the two panels. We find that the median bias is
now non-trivial and grows with J, at the same time as the F-statistic declines. However, the level of
bias is similar for the two estimators. The rejection rates tend to be higher for conventional IV than

SSIV, although they converge as J grows.

48For computational reasons we perform only 15, 000/J simulations when J > 1 (but 10,000 for J =1 as before).
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B Appendix Proofs

B.1 Proposition 3 and Extensions

This section proves Proposition 3 and its extensions which allow for certain forms of mutual shock
dependence. As previewed in footnote 5, we do so under weaker regularity conditions than in the
main text: we assume that there is a sequence of vectors 7y, such that ||§¥ —~vrll; = op(1), that
maXy, |y, eewem| = Op(1) and that max,, |y, e;wemze| = Op(1). These are implied by the regularity
conditions of Proposition 3, while they also allow the dimension of 4 to grow with L.

We first verify that Proposition 2 holds under these weaker regularity conditions, such that if shock
orthogonality holds and the SSIV relevance condition is satisfied then /3’ is consistent. The relevant

step from the main text proof is

angngn - angngi = Zefzé (Ef - EEL) = (Z 6@2@102) (ﬁ/ - FYL) £> 07 (66)
n n 4 4

since |5 — 2|, 2 0 and max,, |>°, ecwemze| = Op(1).

We next prove that Y s,gn&, is asymptotically mean-zero. Since Y sp =1 and Y, eeef =0,
pOLTE P
n 14
= Z eoler — €7)
¢
= (Z eew2> (¥ =) =0, (67)
‘
when |5 — yz|l; & 0 and max,, >0 eewem| = Op(1). Thus
Z Sngnén = Z Sn(gn - ﬂ)én + Op(l)a (68)
with

E

S sulon - ms-n] =0 (69)

under Assumption 1.

Finally, note that when E [(g,, — p)? | sn,&,] and E [€2 | s,,| are uniformly bounded by finite B,
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and B, respectively, we have by Assumption 2 and the Cauchy-Schwartz inequality

2
Var Z $n (Gn — 1) €n] =E (Z 5n (gn — 1) 5n>
= ZIE [SELE [E {(gn — ,u)2 | sn,én} éfl | an

2821 —0. (70)

n

< B,B.E

This implies l>-convergence and so weak convergence: Y $,(gn — f1)&n 2, 0, proving Proposition 3.
Similar last steps apply when Assumption 2 is replaced by either Assumptions 5 or 6, maintaining

analogous regularity conditions. Under Assumption 5 we have, for N (¢) = {n: ¢(n) = ¢},

2

=E Z Z Sp (Gn — 1) En

Var Z Sn (gn — 1) En
n ¢ neN(c)
M 2
=E ZSEE Z sl(gn_ﬂ)én Se
c neN(c) Se

Sec S
c n,n’€N(c) ¢ -

Sn Sn/ = =
=E D st > EEE[(gn— 1) (90 — 1) Enfr | 5]

< B,B.E

ng] -0, (71)

when E [(gn, — 11)? | {0 }nreN(e(n)), Se] < By and E [€2 | s.] < B, uniformly. Here the last line used
the Cauchy-Schwartz inequality twice: to establish, for n,n’ € N(c),

E(gn — 1) (gn — 1) | EnsEnryse] < \/E [(gn — 1)? | EnsEnry S E[(gnr — p)? | EnyEnrs 8c]
< By (72)

and

Eflgn|1En] | 8] < \/E €2 | sc]E[E] | se]
B..

IN
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If we instead replace Assumption 2 with Assumption 6, we have

Var

2
Z Sn (gn - N') 5n] =E (Z Sn (gn - ﬂ) 5n>

= Z Z]E [Snsn'E [(g’ﬂ - M)(gn’ - /’6) | SnsEny Snls gn’] gngn’}

< BL Z Z f (|Tl/ - 7’L|) E Hsnénsn’gn’ H

=B (ZE [(sn&n)?] £(0) +2 Z_:
< (BL S E[2E[ | snu) (f<o> L2Y f<r>)

< B. (f(O) +2 i f(r)) (BLE ZsiD -0, (74)

r=1

N—r
Z E{lsn+r&nsr| - Isnénl] f(T)>
n=1

provided E [s‘% | sn} < B. uniformly. Here the second-to-last line follows because for any sequence of

numbers ai,...,any and any r > 0,

n n=1 n=1
N-—r N—r
1 2
D) Z (an — @nir)” + Z QnGntr
n=1 n=1
N—r

(75)

v
Q
3
e
3
J’_
3

and the same is true in expectation if a,, = |s,&,| are random variables. We note that allowing By,
to grow in the asymptotic sequence imposes much weaker conditions on the correlation structure of
shocks. For example, with shock importance weights s,, approximately equal, i.e. ) 52 = O, (1/N),
it is enough to have |Cov [gn, gn’ | Ens&nrs Sn, Snr]| < BN~ for any a > 0: in this case one can satisfy

Assumption 6 by setting By, = BiN'=%/2 and f(r) = r—17/2,

B.2 Proposition 4

This section proves Proposition 4, again allowing for a growing number of controls (as in the above
proof) under the following regularity conditions: that ||¥ —~z|; = 0p(1), max,, |3, eowemw; p| =
O,(1), and maxy, |y, e;wemze| = Op(1). Note that these are the same as in the proof of Proposition

3 when ¢, just includes a constant (so w; = 1), and Proposition 2 can be similarly shown to hold.
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As in the proof to Proposition 3, we first note that

Z Sngn€n = Z Sn (gn - q;/‘) En + (Z an;f:n) M- (76)

By a straightforward extension of the proof to Proposition 2, the first term of this expression is

op(1) when Var g | £,,qn,5n] and E [€2 | g, s, are uniformly bounded and Assumption 4 holds.

n

Moreover, when w} is an included control Y, e,w}’g} = 0, such that
(Z an;€n> = (Z eewZ‘/Ee> Iz
n 4
— (Z eow;’ (e¢ — 5;')) W
¢
= =) <Z eewewZ'> w0, (77)
¢
by the assumed regularity conditions.

B.3 Proposition 5

This section first shows that shock-level IV coefficients obtained from estimating (12) are numerically
equivalent to the SSIV estimate B , and that its heteroskedasticity-robust standard error is numerically
equivalent to the baseline IV standard error of Adéo et al. (2019b) when there are no controls in
wyp. We then prove that these two standard errors asymptotically coincide more generally under the
assumptions that Adao et al. (2019b) use for valid conditional SSIV inference, and that the shock-
level heteroskedasticity-robust standard error remains valid without the conditions of L > N and
non-collinear exposure shares which Adao et al. (2019b) require. We conclude with a discussion of
the likely finite-sample difference between the two standard error formulas.

To establish the equivalence of IV coefficients, note that when Zn SenGn is included in wy

3 st = S et (z q) ~0 (79
n Y4 n

and similarly for > SnqnTy. The s,-weighted regression of y- and T} on g, thus produces a

coeflicient vector that is numerically zero, implying the s,-weighted and g¢,-instrumented regression

1

of g;- on Z;- is unchanged with the addition of g,, controls. Proposition 1 shows that the IV coefficient

from this regression is equivalent to the SSIV estimate A.
To establish standard error equivalence in the case without controls, note that the conventional

heteroskedasticity-robust standard error from for the s,-weighted shock-level IV regression of 7~ on
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7} and a constant, instrumented by g,, is given by

V2 $Endn (79)

R S TA

where &, = g~ — Bi# is the estimated shock-level regression residual (where we used the fact that
the estimated constant in that regression is numerically zero) and §, = ¢gn — >, Sngn is the s,-
weighted demeaned shock. By Proposition 1 &,, coincides with the share-weighted aggregate of the
SSIV estimated residuals &, = y;- — Bxfl:

. SecSenYr 5 dopeeSmTy Y., erSmée
s _3. _ , (80)
Y oceiSim > o€t Y o€t

The squared numerator of (79) can thus be rewritten

2
Z Sp€ A?LQ?L = Z <Z eﬁséné€> Q?L (81)
n L

The expression in the denominator of (79) estimates the magnitude of the shock-level first-stage

covariance, which matches the e;-weighted sample covariance of x, and zy:

Z snjflgn = Z (Z egsmxf> Jn = Zem?ze. (82)
n n V4 4

Thus

- \/Z (C ¢ ersenée)’ 9

S€equiv — ’Z@ cor ZZ}

(83)

We now compare this expression to the standard error formula from Adao et al. (2019b). Absent

controls and incorporating the e, importance weights, equation (39) in their paper yields

N VS (Sersm) 32

N PSP

(84)

where §, denotes the coefficients from regressing the demeaned instrument z; — )", e;z, on all shares

S¢n, Without a constant. It thus remains to show that g, = §,. Note that

Z €vzp = Z €¢ Z Sendn = Z Sndn, (85)
J4 4 n n

so that, with >~ s, =1,

2= €= StnGn— D Sngn = Y Stnin- (86)
14 14 n 4
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This means that the auxiliary regression in Ad&o et al. (2019b) has exact fit and produces g, = §n.

With controls, $éequiv and Seaxm differ only in respect to the construction of shock residuals.
The former sets g, = gn — q),ft where i = (>, annq;)fl > o SnGngn is the coefficient vector from
the auxiliary projection of the instrument in equation (12) on the control vector g,. The Adao
et al. (2019b) standard error formula sets g, to the N coefficients from regressing the residualized
instrument zj on all shares sy,, without a constant; note that to compute this requires L > N and
that the matrix of exposure shares sy, is full rank.

We establish the general asymptotic equivalence of Séequiv and Seaxn under assumptions which
mirror those developed by Adao et al. (2019b) to show that 5e3 5, captures the conditional asymp-
totic variance of 3. This variance is conditioned on Z; = {{qn}n Aues €00, {Sen, Ten },, eg}é}, where
we = [Y., Sgnq;“uﬂ/ and xy = ). SimTengn + Ne; We note that the resulting confidence intervals
are asymptotically valid unconditionally, since if Pr(8 € CI | Zr) = « then Pr(g € CI ) =
E {IE [1[6 eCl | ILH = « by the law of iterated expectations. We follow Adao et al. (2019b) in
implicitly treating the set of shares sy, (and, for us, importance weights ey) as non-stochastic. Along

with Assumption 7, we consider two additional conditions:

2
Assumption A1l: The g, are mutually independent given Zj, max,, s, — 0, and max,, = ‘5,"52 — 0

Assumption A2: E [|g,[*™ | Z] is uniformly bounded for some v > 0and Y, e, >, 57, Var [g,, | Zp] men #
0. The support of my, is bounded, the fourth moments of €;, 1y, 4y, and g, exist
and are uniformly bounded, and ), e;wow) 2y Quu for positive definite €y,,. For

y=E[>, egwgwé]fl E[>", ecweee] and 4 = (3, egwgwg)fl Yoo €eweer, i LN ~.

Here Assumption Al corresponds to Assumption 2 in Ad&o et al. (2019b), and Assumption A2 includes
the relevant conditions from their Assumptions 4 and A.3. Together, Assumptions 7, A1, and A2 imply
our Assumptions 3 and 4. Under these assumptions, Proposition A.1 of Adao et al. (2019b) shows
that

vz =) = (0 2% ) 0,0 (57)

where 71, = 1/ (32, 2) and Vi = 3, (X ersence)’ Var [g, | Zp], provided rVy, converges to a non-
random limit. To establish the asymptotic validity of seaxw, i.e. that rp, (Zn >y BZSZ,Lég)Z G2 — VL) EN
0, Adao et al. (2019b) further assume that L > N, the matrix of sy, is always full rank, and additional
regularity conditions (see their Proposition 5).

We establish (Zn > 6@55n54)2§% — VL) 20 for Gp = gn — ¢, i, and thus the asymptotic
validity of S€cquiv under Assumptions 7, Al, and A2, without imposing the additional regularity

conditions in Adao et al. (2019b)’s Proposition 5 and thereby allowing for N > L or for collinear

66



exposure shares. To start, write g% = g, — ¢/, and decompose
2 2
(3 (z ) 2w ) [T (z ) yE v,
n V4 n 4
2 2
Y (z ) . (z ) 2
n 2 4
2
T (Z eeSenée) (95 = 9:%) (88)
n £

Adao et al. (2019b) show that the second term of this expression is 0, (1) under our assumptions, using

the fact (their Lemma A.3, again generalized to include importance weights) that for a triangular array
{Ar1,...,ArL,Br1,...,Brr,Cr1,...,CrLN, }32, withE [A‘ie | {{s0'n}ns eg/}g/], E [Bb | {{s5¢'n}ns egr}g/],
and E [C}fn | {{s¢'n}ns eg/}g/] uniformly bounded,

rLY Y Y erersmsimALBreCrn = Op(1). (89)
L 2 n

Here with Dy = (z¢,w})’, 8 = (8,7')’, and 6= (Bﬁ’)’ we can write

v

2 2
<Z egsmég> = (Z 6g84n6£> +2 Z Z ey SenSern D) (0 — é) e
¢ ¢
+ D erer Dy(# — 6)D; (0~ 6), (90)
¢ v

and both Dy and &y have bounded fourth moments by the assumption of bounded fourth moments of

€0,M¢, Uy, and p, in Assumption A2. Thus by the lemma

n

+ (9 — é) ! (rL %: %; Z 6@6[!Sgn8g/ng;2DgD2/> (9 — é)

n

2 2
rL Z (Z €tz$méz> — (Z 6@$en8z> g:r =2 (9 - é) ! (TL Z Z Z eoep sense/ng:?Dgsgl>
n ¢ ¢ A

=(6-8)'0,)+ (6-8)'0,(1) (9-0).  (91)

which is 0,(1) by the consistency of 0 (implied by Assumptions 7, A1, and A2). Addo et al. (2019b)
further show the first term of equation (88) is 0, (1), without using the additional regularity conditions
of Proposition 5.

It thus remains for us to show the third term of (88) is also o,(1). Note that

N N2 * ~ 2 * N
92 =(gn — o) =922 + (), (L — )" —2g5q,, (L — p), (92)
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so that
2
L Z (Z €z54née> (97 — a?)
nw o\ ¢ ,
=Ly (Z emnée> (@ (A= 1) = 293) dp, (= 1)
no\ ¢

=rL Yy (Z ezsenﬁe> (qn (i = 1) = 293) @y (1 — 1) (93)
n J4

+rLy (Z €zsenée> (Z €eszn€e> (qn (= 1) — 297) dp (B — 1)
n 14 £

Using the previous lemma, the first term of this expression is O,(1)(f — p) since ¢, py, and g’ have
bounded fourth moments under Assumption A2. The second term is similarly Op,(1)(it — p) by the
lemma and the decomposition used in equation (91). Noting that fi—p = (3, Snndl) > on Snndy 2,
0 under the assumptions completes the proof.

This characterization also suggests that in finite samples it is likely that Séequiv < Seaxm. To see
this, consider versions of the two standard error formulas obtained under shock homoskedasticity (i.e.

Var gy, | Z1] = 0}):

\/(Zn S?Lé%) (Zn sngr%)

Seequiv = — 94
4 1> $n T Gnl (04)
. VO, 5262) (32, snd2)

— n L L n L , 95
SEAKM ’Zl ezlezd ( )

which differ by a factor of \/>", $,62/>", snG2. When the SSIV controls have an exact shift-share
structure, wy = ), S¢nqn, the share projection producing g, has exact fit such that one can represent
n = Gn — Qofiarr for some fiagps. In this case the s,-weighted sum of squares of shock residuals
is lower in our equivalent regression by construction of fi: Y s, g2 < Y onSn G2 (with strict inequality
when fiaxy # [i). Similarly, when w, instead contains controls that are included for efficiency only
and are independent of the shocks, projection of zy on the shares produces a noisy estimate of g, — g,
which again has a higher sum of squares. In practice, we find that the heteroskedastic standard errors

of Adao et al. (2019b) are also larger in the application in Section 5.

B.4 Proposition Al

We consider each expectation in equation (15) in turn. For each n, write

fn(g—neen0) = M y(@1(lgn; g—nliner)s - 201 (lgn3 g=nl, 1ear ) €0) (96)
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such that

$en€eGnYe =Sen€eGntin(J—nsEr,Me) (97)
gn 8
+ Sen€egn afy(xl([v; G—nlsMe1)s - ar([V; G—n)s Merr ), €0)dry.
—oo0 99n

By as-good-as-random shock assignment, the expectation of the first term is

E [seneegnbin(G—n,ce,m0)) = E [simesE [gn | 5, €, 9—n,€,m0] Kn(9—n-€0.m¢)] = 0, (98)

while the expectation of the second is

9

E [Senewn @Q(-ﬁl(h; G—n)sne1), - ar (v 9=nls memr), ee)dv}

o0 gn a
:E[sm / / 501 (590l m1). 221 (3391 ), )10 (9 | )

[ I

=E [Sznee /_Z %y(wl(h;gw},ml), oo xar ([ g=nls menr), €0) /:O 9ndF, (gn I)dv] (99)

where F, (- | Z) denotes the conditional distribution of g,,. Thus

<9
E [Séneégnyf] =E |:5€n€€/ @Zj(ﬂ?l([’}/; g,n], 775)? v xM([’Y? gfn}v 77@)7 56)#71(7 | I)d’7:|

=) E [ /_ ) $n€e0emTemn ([7; g—n])pin (7 | I)Bemn(v)dv} (100)

where

oo

n(y | T) = / dndFo(gn | T).

=[Egn 90 =27 I —Elgn | gn <7, Z]) Pr(gn >7 1 Z)(1 = Pr(g, 27| Z)) >0 a.s.

(101)
Similarly
Blstnerguammten] = B | [ smesaim i (3 9-0Dimn(y | a1 (102)
Combining equations (100) and (102) completes the proof, with
Wemn (7) = Sen€e@emin (Y | D) Temn([v; 9-n]) 2 0 a.s. (103)
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B.5 Proposition A2

To prove (21), we aggregate (20) across industries within a region using FEj, weights:

Yo = (Bo — B1) xe + o, (104)

where e = ) Sene¢n. The shift-share instrument zy is relevant because

E

Z egngg‘| = Z eg]E
L L

Z Sen (ﬁgn + 'rMn) : Z Son' gn’
n n’

> Hy7o,, (105)

while exclusion holds because

E eezefe] :E e/E E Séngén'g Sen' gn’
¢ ¢ n n

—0. (106)

E

Thus by an appropriate law of large numbers, B=PB— B+ op(1).
To study fBina, we aggregate (20) across regions (again with FEy,, weights):

Yn = Boxn — b1 Z Wen Z Spn'Tpn' + En, (107)
L n’

for e, = >, winen. The resulting IV estimate yields

A Z SnYndn
Bind — fo = S—— — Bo
" >, SnTndn

_ Zn Sn, (_/61 Z@ Wen Zn/ Son' Ton: + gn) 9n
Zn SnTndn

(108)

The expected denominator of 8j,q is non-zero:

E [Z Snxngn] = Z s,lE [Z Wen (TGn + Nen) Gn
4

n n

= 7o?, (109)
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while the expected numerator is

E

Z Sn <_61 Z Wen Z Sen'Tons + €n> gn] = _ﬁl Z snwfnS@n’ﬁ—a—2
n 14

n’ n,l

= —B1H 702, (110)
where the last equality follows because
En E@n Eﬂn
Z SnWenSen = Z EETE
n,f n,l
_y & (Efn)g
n,l E Ez
=D _esin
n,f
=Hj. (111)
Thus by an appropriate law of large numbers,
Bind = Bo — B1HL + 0p(1). (112)

B.6 Proposition A3

By the appropriate law of large numbers,

E [Z[ E, (Zn anyén) (an Sin’gn’)]

8= +o,(1
E [Zé Ey (Zn Sénxén) (Zn’ Sén’gn/)] ;D( )
EZSQnﬂ—enazbﬂZn
- Zém : 2 + 0p(1)
Zl,n Efsgnﬂen(f%
En8nTeno? Ber
_ Zé,n InStnin n/BeL —|—op(1) (113)
Zé,n Elnsin'fréno}%
while
Bing = =20
E Eﬂ WenYen n
_ D, En (O wenyen) gnl to,(1)
E [Zn En (Ze anxln) gn]
Z nEnwénﬂ—EnU?lﬁen
=52 5 T op(1)
Z(,n Eynwmmmoy,
Eo,m nai -
= Zf,n tnlte Be —|—0p(1) (114)

Z[,n Eenmno,%
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B.7 Proposition A4

By definition of &,,

E = Z[ €¢Sin (Zn’ S¢n'Vn' + 5[)

n
D €eSin
= § Qpn'Vn! +&V‘n, (115)
n/
€¢Sin S = €erSince
for apy = % and &, = % Therefore,

Var [,] = Z 02,02, + Var [§,]

n’

>olal,, (116)

and

max Var [&,] > 02 maxa?,,. (117)

To establish a lower bound on this quantity, observe that the s,-weighted average of «,., satisfies:
EZ €¢S?n
S = =
pORTIED S
n n
=Hy. (118)

Since Y, s, = 1, it follows that max, a,, > Hp, and therefore max, Var [£,] > 02H?. Since Hj, —
H > 0, we conclude that, for sufficiently large L, max,, Var [£,] is bounded from below by any positive

§ < oZH?.

B.8 Proposition A5
We prove each part of this proposition in turn.

1. Expanding the exclusion condition yields:

E

Z eeww,Loo] = Z E
¢ ¢

Yooz WenE [Egthern]
SR et L
7 n D Wern

Ze’;ﬁ[ wé’n¢[’n
€pEy E Sin———————
n D e Wem

=0. (119)

2. The assumption of part (1) is satisfied here, so E >, esotbe,Loo] = 0. We now establish that

E|Q, egEZW,LOO)Q — 0, which implies the exclusion condition ), ese¢1,L00 2 0 and thus
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consistency of the LOO SSIV estimator provided it has a first stage:

2
Wl ny Wl ngy
E E ee€ee,Lo0 = E €0, €0550,n15t2ms - : E [e0,€0,00,n, Yeyn, ]
Yi Z[#Zl

£1,82,m1,n2, Wena 227%2 Wena

O£y 0,5l

Wy n Wyt n
11 2"2
< § €¢1€05501n1S0an2 Z Wy Z we B 0.
(&,b,f’l,fé)GJ» frt m by T2

ni,mn2

(120)

Here the second line used the first regularity condition, which implies that E [6[1652 (s mi/)g/znz] =

0 whenever there is at least one index among {/1, {2, £}, ¢4} which is not equal to any of the others,

i.e. for all (£1,0s,01,0,) & J.

. We show that under the given assumptions on sg,, €¢, and wy,,, the expression in (37) is bounded

by 4N/L:

Z er en s s wé’lnl wZ’zng
Zl 22 flnl Zg’nz
Wy Wy
(61:2:04,65 )€ 2ttt Vi Luttty
ni,n2
_ 3 L Wen) Weyn(es)

(£1,02,01,80)eT L 25#1 Wen(£1) 22#2 Wen(£)
102,587,540

1 1 1
2 2 Loes) — 1 Liey) — 1
(€1,62,61,65)€T ' 2

n(€y)=n(t1),
n(€y)=n(l2)

1 2L, (Ln—1) _ N
= — E — 2 < 4—. 121
24 (-1 ~ L (121)

Here the second line plugs in the expressions for sy, and ey, and the third line plugs in wy,. The
last line uses the fact that any tuple (¢1, 2, ¢}, ¢5) € J such that n(¢;) = n(¢1) and n(€) = n(¢z)
has all four elements exposed to the same shock n. Moreover, it is easily verified that all of these
tuples have a structure (£4,¢p,4a,¢p) or (£a,¢p,Lp,04) for any €4 # £ exposed to the same

shock. Therefore, there are 2L,, (L, — 1) of them for each n. Finally, % <2as L, >2.
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B.9 Proposition A6

National industry employment satisfies E,, = ), E¢y; log-linearizing this immediately implies (46).

To solve for gg,, log-linearize (43), (44), and (45):

EZ = ¢WZ + &y,

Gen = gy + ém - UVAVe,

Be=Y singn
n

Solving this system of equations yields

W, = . j_ 3 (; Stn (QZ + é@n) - 6e>

and expression (47).

74

(122)
(123)

(124)

(125)



C Appendix Figures and Tables

Figure C1: Industry-level variation in ADH
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Notes: The figure shows binned scatterplots of shock-level outcome and treatment residuals, g, and &;-,,

corresponding
to the SSIV specification in column 3 of Table 4. The shocks, gnt, are residualized on year indicators (with the full-
sample mean added back) and grouped into fifty weighted bins, with each bin representing around 2% of total share
weight sp¢. Lines of best fit, indicated in red, are weighted by the same s,:. The slope coefficients equal 5.71 x 10—3

and —1.52 x 1073, respectively, with the ratio (-0.267) equalling the SSIV coefficient in column 3 of Table 4.

75



Table C1: Shift-Share IV Estimates of the Effect of Chinese Imports on Other Outcomes

(1) ) 3) (4)
Unemployment growth 0.221 0.217 0.063 0.100
(0.049) (0.046) (0.060) (0.083)
NILF growth 0.553 0.534 0.098 0.126
(0.185) (0.183) (0.133) (0.134)
Log weekly wage growth -0.759  -0.607 0.227 0.133
(0.258)  (0.226) (0.242) (0.281)
CZ-level controls (we)
Autor et al. (2013) baseline v v v
Start-of-period mfg. share
Lagged mfg. share v
Period-specific lagged mfg. share
Period-specific lagged 10-sector shares
# of industries-by-periods 796 794 794 794

Notes: This table extends the analysis of Table 4 to different regional outcomes in Autor et al. (2013): un-

employment growth, labor force non-participation (NILF) growth, and log average weekly wage growth. The

specifications in columns 1-4 are otherwise the same as those in Table 4. Exposure-robust standard errors

are computed using equivalent industry-level IV regressions and allow for clustering of shocks at the level of

three-digit SIC codes.
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Table C2: Alternative Exposure-Robust Standard Errors

Effects Pre-trends
(1) (2) 3) (4) (5) (6)

Coefficient -0.596 -0.489 -0.267 -0.252 -0.028 0.142
Table 4 standard error (SE)  (0.114)  (0.100) (0.099) (0.136) (0.092)  (0.090)
State-clustered SE (0.099)  (0.086)  (0.086)  (0.095) (0.105)  (0.111)
Adao et al. (2019b) SE (0.126)  (0.116)  (0.113)  (0.152) (0.125)  (0.121)
Confidence interval [-1.018, [-0.840,  [-0.584,  [-0.762, [-0.349,  [-0.124,

with the null imposed ~ -0.362]  -0.273]  -0.009]  0.028] 0.287]  0.480]

Notes: This table extends the analysis of Table 4 by reporting conventional state-clustered SE, the Adao et
al. (2019b) SIC3-clustered standard errors, and confidence intervals based on the equivalent industry-level IV
regression with the null imposed, as discussed in Section 4.1. For comparison we repeat the coefficient estimates

and exposure-robust standard errors from Table 4, also obtained by the equivalent shock-level regression.
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Table C3: Period-Specific Effects in the Autor et al. (2013) Setting

(1) (2) ®3) (4)
Mfg. emp. Unemp. NILF Wages

Coefficient (1990s) -0.491 0.329 1.209  -0.649
(0.266)  (0.155) (0.347) (0.571)

Coeflicient (2000s) -0.225 0.014 -0.109 0.391
(0.103)  (0.083) (0.123) (0.288)

Notes: This table estimates the shift-share IV regression from column 3 of Table 4 and Table C1,
for different outcomes, allowing the treatment coefficient to vary by period. This specification
uses two endogenous treatment variables (treatment interacted with period indicators) and two
corresponding shift-share instruments. Controls include lagged manufacturing shares interacted
with period dummies, period fixed effects, Census division fixed effects, and start-of-period con-
ditions (% college educated, % foreign-born, % employment among women, % employment in
routine occupations, and the average offshorability index). Exposure-robust standard errors,
obtained by the equivalent shock-level regressions, allow for clustering at the level of three-digit

SIC codes.
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Table C4: Overidentified Shift-Share IV Estimates of the Effect
of Chinese Imports on Manufacturing Employment

(1) (2) ®3)

Coefficient -0.238 -0.247 -0.158
(0.099) (0.105) (0.078)

Shock-level estimator 2SLS LIML GMM
Effective first stage F-statistic 15.10
X*(7) overid. test stat. [p-value] 10.92 [0.142]

Notes: Column 1 of this table reports an overidentified estimate of
the coefficient corresponding to column 3 of Table 4, obtained with a
two-stage least squares regression of shock-level average manufacturing

employment growth residuals gjj{t on shock-level average Chinese im-

1

¢, instrumenting by the growth

port competition growth residuals Z
of imports (per U.S. worker) in eight non-U.S. countries from ADH
Jgnk, controlling for period fixed effects gnt, and weighting by average
industry exposure spt. Column 2 reports the corresponding limited
information maximum likelihood estimate, while column 3 reports a
two-step optimal GMM estimate. Standard errors, the optimal GMM
weight matrix, and the Hansen (1982) x? test of overidentifying re-
strictions all allow for clustering of shocks at the SIC3 industry group
level. The first-stage F'-statistic is computed by a shift-share version of
the Montiel Olea and Pflueger (2013) method described in Appendix
A9.
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Table C5: Bartik (1991) Application

(1) ()

Leave-one-out estimator 1.277 1.300
(0.150)  (0.124)
Conventional estimator 1.215 1.286

(0.139)  (0.121)

H heuristic 1.32 10.50
Population weights v
Region-by-period observations 2,166

Notes: Column 1 replicates column 2 of Table 3 from Goldsmith-Pinkham
et al. (2019), reporting two SSIV estimators of the inverse labor sup-
ply elasticity, with and without the LOO adjustment. Regions are U.S.
commuting zones; periods are 1980s, 1990s, and 2000s; all specifications
include controls for 1980 regional characteristics interacted with period
indicators (see Goldsmith-Pinkham et al. (2019) for more details). Stan-
dard errors allow for clustering by commuting zones. Column 1 uses
1980 population weights, while column 2 repeats the same analysis with-
out population weights. The table also reports the H heuristic for the
importance of the leave-one-out adjustment proposed in Appendix A.7
(equation (40)).
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Table C6: Simulated 5% Rejection Rates for Shift-Share and Conventional Shock-Level IV

SSIV Shock-level IV
Exposure-Robust SE Robust SE
Null not Null Null not Null
Imposed  Imposed Imposed Imposed

(1) (2) 3) (4)

Panel A: Benchmark Monte-Carlo Simulation
(a) Normal shocks 7.6% 5.2% 6.8% 5.0%
(b)  Wild bootstrap (benchmark) 8.0% 4.9% 14.2% 4.0%

Panel B: Higher Industry Concentration

(c) 1/HHI=50 5.6% 4.9% 8.4% 6.1%
(d) 1/HHI =20 7.3% 5.5% 7.0% 10.7%
(e) 1/HHI=10 9.0% 8.2% 14.8%  23.8%

Panel C: Smaller Numbers of Industries or Regions

(f) N =136 (SIC3 industries) 5.4% 4.5% 7.7% 4.3%
(g) N =20 (SIC2 industries) 7.7% 3. 7% 7.9% 3.2%
(h) L =100 (random regions) 9.7% 4.5% N/A
(i) L =25 (random regions) 10.4% 4.3% N/A

Notes: This table summarizes the result of the Monte-Carlo analysis described in Appendix A.10, reporting
the rejection rates for a nominal 5% level test of the true null that 8* = 0. In all panels, columns 1 and 2
are simulated from the SSIV design based on Autor et al. (2013), as in column 3 of Table 4, while columns
3 and 4 are based on the conventional industry-level IV in Acemoglu et al. (2016). Column 1 uses exposure-
robust standard errors from the equivalent industry-level IV and column 2 implements the version with the null
hypothesis imposed. Columns 3 and 4 parallel columns 1 and 2 when applied to conventional IV. In Panel A, the
simulations approximate the data-generating process using a normal distribution in row (a), with the variance
matched to the sample variance of the shocks in the data after de-meaning by year, while wild bootstrap is
used in row (b), following Liu (1988). Panel B documents the role of the Herfindahl concentration index across
industries, varying 1/HHI from 50 to 10 in rows (c) to (e), compared with 191.6 for shift-share IV and 189.7 for
conventional IV. Panel C documents the role of the number of regions and industries. We aggregate industries
from 397 four-digit manufacturing SIC industries into 136 three-digit industries in row (f) and further into 20
two-digit industries in row (g). In rows (h) and (i), we select a random subset of region in each simulation. See

Appendix A.10 for a complete discussion.
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Table C7: First Stage F'-statistics as a Rule of Thumb: Monte-Carlo Evidence

Number of Instruments

1 5 10 25 50
1) (2) B @ (5)

Panel A: SSIV

5% rejection rate 8.0% 8.9% 11.5% 15.0% 23.0%
Median bias, % of std. dev.  0.3%  14.6% 28.3% 43.2% 72.1%
Median first-stage F' 54.3 14.8 9.1 6.4 7.7

Panel B: Conventional Shock-Level IV
5% rejection rate 13.6% 13.9% 14.9% 17.7% 22.0%
Median bias, % of std. dev. -0.3% 10.1% 27.1% 57.0% 80.2%
Median first-stage F’ 59.4 19.4 13.2 10.0 11.2

Number of simulations 10,000 3,000 1,500 500 300

Notes: This table reports the result of the Monte-Carlo analysis with many weak instruments, described in
Appendix A.10. Panel A is simulated from the SSIV design based on Autor et al. (2013), as in column 3 of
Table 4, while Panel B is based on the conventional industry-level IV in Acemoglu et al. (2016). The five columns
gradually increase the number of shocks J = 1,5, 10, 25, and 50, with only one shock relevant to treatment. The
table reports the rejection rates corresponding to a nominal 5% level test of the true null that 8* = 0, the
median bias of the estimator as a percentage of the simulated standard deviation, and the median first-stage
F-statistic obtained via the Montiel Olea and Pflueger (2013) method (extended to shift-share IV in Panel A,
following Appendix A.9). See Appendix A.10 for a complete discussion.
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