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Around the world, cities are growing.
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Source: Lopely Planet (url)
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https://lonelyplanetimages.imgix.net/a/g/hi/t/117abab027a3741fddf1408491c9ad1a-auckland.jpg?sharp=10&vib=20&w=1200



https://upload.wikimedia.org/wikipedia/commons/c/c6/River_views_of_Brisbane_CBD%2C_seen_from_Emporium_Hotel_South_Bank%2C_February_2019_in_Brisbane.jpg
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https://www.sciencemag.org/news/2017/11/european-medicines-agency-will-move-amsterdam

Urban and rural population projected to 2050, World

Total urban and rural population, given as estimates to 2016, and UN projections to 2050. Projections are based on
the UN World Urbanization Prospects and its median fertility scenario.
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Source: OWID based on UN World Urbanization Prospects 2018 and historical sources (see Sources) cCcBY



2018-2030

e
Growth Rate City Population in 2018
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Irbanization Prospecis: The 2018 Revision
iploved and the presentation of materal on this map do not imgly the expression of any n-plnl-:::n whalsoever an the part of the Secretaniat of the

ermang the legal status of any couwntry, temiony, city or area or of its authonties, or conceming the delimitation of its frontiers or boundarnies. Dotted
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zarties. Final boundary between the Republic of Sudan the Republic of South Swdan has not yet been determined. A dispute exists bebtween the
ehtina and the United Kingdem of Greal Britain and NMorbern Ireland concerning sovereignily over Ihe Falkland [slands (Makinas)

https://population.un.org/wup/Maps/
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Around the world, cities are growing.

Why?
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Urban population vs. GDP per capita, 1500 to 2016

Share of the total population living in urban areas versus gross domestic product (GDP) per capita, measured in

2011 international-$.
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Source: OWID based on UN World Urbanization Prospects (2018), Maddison Project Database (2018)
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Urban population vs. GDP per capita, 1500 to 2016

Share of the total population living in urban areas versus gross domestic product (GDP) per capita, measured in

2011 international-$.
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Around the world, cities are growing.

Why? Income growth. And?
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Labour productivity

Chart 7: Productivity by Sector - 1947 to 2015 Chart 1: Sector Shares of Total Employment - 1929 to 2015
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https://buffalonews.com/2018/07/21/gallery10967/

Declining freight costs
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Source; Transaction Costs - QECD Economic Outlook (2007)
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Fig. 3. The costs of railroad transportation over time

Source: Historical Statistics of the US (until 1970), 1994, Bureau of Transportation Statistics Annual

Reports 1994 and 2002,
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https://www.mergili.at/worldimages/picture.php?/12362

Around the world, cities are growing.

Why? Income growth. And? Industrial change.
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Around the world, cities are growing.
Why? Income growth. And? Industrial change.

What else?
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Urban growth is not ubiquitous

20% While ~80% of MSAs in U.S. are

. growing, 20% are declining.

30%

Mean > Median. The "average city”
25% is growing less than average.
20%

15%

Range: Upper quartile of MSAs

growing by more than ~1-2% p.a.
wamean-71%  While the lower quartile is barely
wsamedin=48%  growing at all.
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Idea: Cities reflect an interplay between the benefits
of agglomeration and the costs of congestion.
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Agglomeration & Congestion
Agglomeration economies describe the N
H¢ ~\_Cost of Living
Congestion costs arise when the utility of Y
consumption declines with use, e.g. roads. H (V)]
People migrate to cities as long as (private) w (V=1 (V)] .
agglomeration benefits > congestion costs.
ve—He y r: e ©
| N,
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Source: Model attributable to Henderson (1974), as discussed in Duranton (2008).



Agglomeration

Matching

Ability to recruit from a deep pool
of workers with relevant skills ()

Three main sources: Sharing "

Ability to share inputs, supply
chains and infrastructure

* Matching, e.g. labour force Learning

. . Ability to exchange
e Sharing, e.g. infrastructure costs R
* Learning, e.g. exchange ideas

Agglomeration economies are relatively
heterogeneous, varying by sectors and skills.

vic®™
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Congestion
Affects many aspects of urban life:

* Transport
e Education
e Recreation

Congestion is a negative externality;
often afflicts publicly-provided
goods, where price signals are
inefficient or non-existent.
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Idea: Cities arise from an interplay between the
opposing forces of agglomeration and congestion.

Implication: Cities that can leverage the benefits of
agglomeration while managing the costs of
congestion are more likely to prosper.
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Around the world, cities are growing.
Why? Income growth. And? Industrial change.
What else? Agglomeration vis-a-vis congestion.

Is that it?
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Idea: Differences between cities reflect differences in
the availability of local amenities.
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What do we mean by local “amenities”?

 Local amenities are attributes of a location
* Proximity is necessary to enjoy the amenity

* Amenities can be:
« MNatural e.g. climate and physical geography

« Socioeconomig, e.g. infrastructure and institutions
« For households, amenities might include safety, air quality, parks, and schools ...

* For firms, amenities might include skilled workforce and international airport ...

.Q)
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How might we estimate the value of amenities?

The Rosen-Roback model (RRM) is a key model in spatial economics.
« Assumes households and firms choose locations
« Considers interaction between prices (e.g. wages and rents) and “amenities”

» Low prices act as compensation for low levels of amenities, and vice versa

Key point: All households / firms in all locations achieve the same utility / profits.
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Rosen-Roback model: In a “nutshell” (graph)

Wages

vic*”

e.g. oil rig

e.g. wasteland

e.g. city centre

Firms

Households

e.g. tropical island

Rents

For households, high rents indicate high
amenities (e.g. resort). High wages, on
the other hand, indicate you need to pay
people a lot to stay put (e.g. oil rig).

For firms, high rents and high wages
indicate the presence of productivity-
enhancing amenities that enable firms to
spend more yet remain competitive.

28




Source: Pinterest (1)


https://www.pinterest.com.au/pin/341429215471998041/




Rosen-Roback model: Empirical evidence

Value of local amenities for ...

... households ... firms

Auckland

Marlborough

vic® > >

Source: Donovan, S. Space matters: Agglomeration economies and spatial competition in New Zealand, (Unpublished master’s thesis). VU University, Amsterdam, Netherlands, 2011
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https://www.aucklandnz.com/visit



http://www.newzealandtravel.cn/blog/13-days-family-trips

Wage Premium

Rosen-Roback model: Empirical evidence

.05

Figure 1: Wage and Rent Premia (2013)
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Around the world, cities are growing.
Why? Income growth. And? Industrial change.
What else? Agglomeration vis-a-vis congestion.

Is that it? The role of amenities.
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Idea: Changes in technology and policy are enhancing
urban amenity and supporting growth.
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Example #1: Air pollution

Air pollution, London vs. Delhi

Average concentrations of suspended particulate matter (SPM), measured in micrograms per cubic metres in
London over the long-term and Delhi's more recent past.
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Source: Fouquet (2011) and Government of India (2012-13) OurWorldInData.org/london-air-pollution/ « CC BY




Example #2: Relationships?

I Meet market 70
United States, how couples meet, % Online(
60
Heterosexual couples Same-sex couples
50 50
40  Primary/ Through friends 40
secondary
school
30 30

20

Bar/restaurant

Co-workers 20

10 == Church 10

College
0 | |
1940 50 60 70 80 90 2000 10 80 90 2000 10

Year couple met
Source: “Searching fora Mate: The Rise of the Internet as a Social Intermediary”, by Michael J. Rosenfeld and Reuben J. Thomas

The Economist
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Our research

« We adapt the Rosen-Roback model to a dynamic setting
« Consider the location choices of households and the production choices of firms
* Incorporate agglomeration economies in production and consumption

* Households to differ by skill level (measured by education)

Estimate model using census data for ~130 cities and towns in New Zealand over
~40-years (8 census waves). Allows us to analyse effects between cities and over time.

; National
: 3 wa Kai - = 1
e HoMEs, TowNs (0o QA8 =
Challenges &

BUILDING BETTER




Preliminary findings

« Amenities matter to households. Like, really matter.

* Climate explains ~25% of the variation in amenities. Top of the South Island has the most valued
climate in New Zealand. Of the major cities, Tauranga and Auckland have the best climates.

 Artificially raising rents leads to lower wages. Policies that restrict urban development, e.g. density
controls, squeeze workers on two fronts: Higher housing costs and lower wages.

« Housing supply affected by adjustment frictions (“sticky quantities”)
« Urban development has positive regional spillovers

« Strong positive agglomeration economies:
In production, especially for high-skilled workers

In consumption, for both high and low skilled

; National
: 5 wa Kai - & 1
e HoMEs, TowNs (0o QA8 =
' Challenges

BUILDING BETTER




What does this mean for Auckland?
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What does this mean for Auckland?
* The industrial city is dead
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https://newfarmhistorical.org.au/brisbane-powerhouse/
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https://www.brisbane.qld.gov.au/whats-on-in-brisbane/events-at-council-venues/brisbane-powerhouse-events

What does this mean for Auckland?
* The old industrial city is dead
» Enable agglomeration; manage congestion
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What does this mean for Auckland?

* The old industrial city is dead
» Enable agglomeration; manage congestion
» Understand what it means to be an "“amenable” city

vic*”
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The Amenable City: Delivers a bundle of amenities
that are valued by both households and firms.

Acknowledges the challenges created by imperfect (or
non-existent pricing) and variation in preferences.

Accepts "“mega-trends”, e.g. technology and climate
change, and instead focuses on policies that are
dynamically efficient. That is, let's do better over time.
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Main Themes

* Growing cities. Why?
* Income and Industry
* Agglomeration and Congestion
* Prices and Amenities

* Adjustment Dynamics

* Implications for Auckland

.Q)
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https://www.buildingbetter.nz/challenge/challenge.html
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