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Introduction

The logic and organization of the book

The front cover of this book provides a wonderful example of why urban and regional economics is
such an exciting and important subject to study. The building featured is the Bank of China Tower
building in Hong Kong, and for me it is one of the most elegant modern buildings in the world. The
building is the home of various international corporations providing knowledge-based financial ser-
vices with enormous investments in China. Yet, as a book-cover image, the building succinctly cap-
tures the urban and regional transformations evident in the modern global context. Hong Kong is one
of the most dynamic cities in the world. Located in the heart of the rapidly expanding global super-
region of South and East Asia, less than five decades ago Hong Kong was a centre for low-value-added
manufacturing. Hong Kong is now one of the major global centres of finance and trade and in com-
mercial terms it is a meeting point and melting pot of east and west, north and south. The wonderful
building therefore is also a symbol of the transformations we have witnessed in the global economy
during the last twenty years.

When the first edition of Urban and Regional Economics was published in 2001, we were still little
more than a decade on from the fall of the Berlin Wall, the creation of the European Union and its
Single Market, seven years from the founding of the North American Free Trade Agreement (NAFTA),
and only a decade from creation of the world wide web in its modern sense. The global economic
changes wrought by these transformations were still only emerging and as such were still relatively
little understood. Today the situation is radically different. Since the Millennium, enormous strides
have been made in terms of urban and regional data provision and urban and regional theoretical
analysis. These empirical and theoretical developments have significantly increased our awareness
and understanding of the role played by cities and regions in the global economy, and, in turn, the
impacts of the global economic changes on cities and regions. The debates surrounding cities and
regions have nowadays also broadened to include issues such as creativity, institutions, well-being,
social capital, and sustainability, and cities and regions are seen to be central to all such discussion.
Whereas once urban and regional issues were seen by many economists to be a minor avenue of
research, nowadays many of the most important international institutions including the World Bank,
the OECD, the European Commission, and the United Nations are all grappling with the economic
challenges and possibilities associated with regions and cities.

The novelty and originality of the 2001 edition of this textbook was to treat urban and regional
economic issues in an integrated manner, drawing out the links and differences between the various
model approaches. The intention was to make the book accessible to economists, geographers,
regional planners, business and management students, and also public policy-makers. The book was
structured around a series of models presented in a manner which would allow the issues to be taught
and applied irrespective of which part of the world the reader inhabited. The fact that the sales of the
book have been more or less equally distributed across the globe, as well as being translated into
Chinese, Greek, Korean, and Japanese, suggests that it was successful in terms of these objectives.

This new edition of the textbook adopts exactly the same approach as the earlier edition. However,
it has been re-titled as Modern Urban and Regional Economics, and this is in order to signal the novel
features of this new edition, which is quite different to the first book in several key respects. The new
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edition aims to achieve two objectives. First, it seeks to update all the traditional analytical discussions
in the light of the new thinking, the new models, and the new empirics that have emerged over the last
decade. Second, it seeks to position these theoretical and empirical developments in the much broader
and transforming global context in which today’s cities and regions find themselves. The book com-
prises ten chapters. Each chapter takes a particular theme and discusses the various ways in which we
are able to ask and answer questions related to the topic in question. The discussions operate at differ-
ent levels, with the first seven chapters discussing the ways in which we analyse the spatial behaviour
and urban and regional impacts of firms, people, land markets, inter-firm linkages, and technology.
The last three chapters take a much broader historical, geographical, and institutional approach to
examine the broader underlying changes that affect cities, regions, and the urban and regional policy
challenges faced in the modern economy. Given the different levels at which these groups of chapters
operate, the book is split into two parts, entitled Urban and regional economic models and methods,
and Globalization: cities, regions, and economic policy. Part I deals with various aspects of urban and
regional economic analysis, while Part II discusses the broader themes relating to the changing con-
text in which regions and cities nowadays find themselves.

Chapter 1 discusses the various theoretical ways we can understand the location behaviour of indi-
vidual firms. Chapter 2 employs these arguments to explain why groups of firms and activities are
often located together in cities, urban agglomerations, and industrial clusters. However, we also know
that firms differ greatly in their location patterns and are often found to be distributed across widely
different spatial scales. Chapter 3 therefore examines these broader patterns of location and disper-
sion, allowing for the fact that different firms face different pressures and advantages from being
clustered or located apart from each other, and uncovers some regularities and systematic features
underpinning the relationships between spatial concentration and dispersion. Where clustering leads
to the growth of a city, once an urban area has arisen at a particular location, Chapter 4 explains how
the urban land market works and how local land allocations are determined. Chapters 5-7 then adopt
a more macro-approach to discussions of various regional economic issues that are generally under-
stood primarily in macroeconomic terms. Chapter 5 discusses multiplier analysis and the ways in
which the linkages between firms and activities in a local area affect the overall output of an area.
Chapter 6 explains the response of spatial labour markets to local demand and supply changes, and
discusses the particular problems associated with local labour market adjustments and interregional
migration flows. Chapter 7 then integrates the arguments in each of the previous chapters in order to
discuss the various approaches we have to analyse regional growth behaviour. As with Chapters 2-4,
Chapters 5-7, which deal with these more macroeconomic issues, are underpinned by explicitly spa-
tial considerations. This allows us to identify the differences between analysis of economic phenom-
ena at the urban or regional level and analysis at the national macroeconomic level.

Part II takes a much broader panoramic approach to understanding the impacts of globalization
on cities, regions, and the policy challenges and possibilities associated with these changes. Chapter
8 discusses the historical relationship between urbanization, industrialization, and wealth in the
context of four centuries of globalization processes. The intention here is to explain why studying
cities and regions is so important for understanding national growth, and how these relationships
have changed during different time periods, right up to the present day. What is important here is
to understand that the long-term historical trends linking the growth of cities and densely popu-
lated regions to the growth of the national economy heavily influence the twentieth-century logic
and construction of the models discussed in Chapters 1-7. Yet, in terms of the relationships between
cities, regions, and national economies, the twentieth century itself was a period of dramatic twists
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and turns, in which many of these relationships were either broken or refashioned in different ways
in different parts of the world. Some of these twists and turns now have profound impacts on the
ways in which we are able to use the models examined in Chapters 1-7 in the modern economy,
because the underlying context in which such models can be applied may differ significantly in dif-
ferent places. In order to investigate these issues, Chapter 9 examines the major urban and regional
changes that have arisen during the modern era of globalization which began in the late 1980s, and
considers these changes in the light of the long-run trends discussed in Chapter 8. As we will see,
the enormous global changes experienced since the late 1980s have fundamentally altered the long-
run historical relationships between cities, regions, and nations in ways that we are only now begin-
ning to understand better. An awareness of these changes is essential in order to understand how
best to use the models discussed in Chapters 1-7 for analysing contemporary phenomena. At the
same time, these changes have also led to new debates and controversies regarding regional and
urban policy, debates that are sufficiently profound and influential that they are now taking place at
the highest levels of international economic policy-making. These debates are examined in Chapter
10, which discusses in detail the nature of, and the justification for, urban and regional economic
policy in the context of modern globalization. Chapter 10 explains how we can use the urban and
regional economic models and methods described in Part I of this book in order to understand,
predict, and target the impacts of various types of urban and regional policies. These discussions
also highlight the limitations of our current understanding, and point out possible directions for
further research.

As we will see in Part IT of the book, the impacts of modern globalization on cities and regions have
been profound, while in turn cities and regions have been in the vanguard of modern globalization
processes. The emerging awareness of these relationships over the last decade has shaped entirely new
discourses within politics and policy-making the world over. Many of these discussions are valuable,
but not all are accurate. A genuine understanding of these processes therefore requires a strong
grounding in the theoretical models while at the same time an awareness of the fundamentally chang-
ing context in which these models need to be positioned and interpreted. It is hoped that a good
awareness of both the models and methods, along with the current global context, will help us best
achieve the desired outcomes of public policy initiatives that contain urban and regional elements.
This book aims to provide both this theoretical grounding and also a real awareness of the evolving
global context. No other textbook dealing with urban or regional issues sets these squarely in today's
global context, and no text on globalization deals explicitly with the analytics of cities and regions. This
new version of the book is therefore genuinely new.

Why study urban and regional economics?

All economic phenomena take place within geographical space. Economic issues invariably involve
either questions concerning the place specificity of particular activities, or alternatively, questions
relating to the overcoming of space and geographical distance. For example, all commodities are
traded at various market locations. However, in order to reach the appropriate market locations,
goods have to be transported and delivered across space. Similarly, service activities take place at par-
ticular locations, and the knowledge and information required to carry out the activity must be trans-
mitted or acquired across geographical space. In each case, the costs incurred in these spatial
transactions will themselves partly determine the price and cost conditions at each market location.
Yet the reasons why particular markets are located at particular places are also economic questions,
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and as we will see in this book, the nature and behaviour of markets depend somewhat on their loca-
tion. Market performance therefore partly depends on geography. At the same time, the economic
performance of a particular area also depends on the nature and performance of the various markets
located within the area. Acknowledging that geography plays a role in determining economic behav-
iour, many discussions about the performance of particular local, urban, or regional economies are, in
fact, fundamentally questions about the relationships between geography and the economy.
Geography and economics are usually interrelated issues.

For many years before the 1990s, spatial questions were all too often ignored by economists and
economic policy-makers. This is partly a problem of education. In most textbook discussions, the
whole economic system is assumed to take place on a pinhead (Isard 1965). While for along time there
have been many urban economists, regional scientists, and economic geographers who have been
explicitly concerned with spatial economic phenomena, for many years the majority of geographical
issues were subsumed by Ricardian theories of comparative advantage and international trade. In the
post-war Bretton Woods world of relatively closed economies and currency convertability restric-
tions, such assumptions may have appeared to many economists to be acceptable. However, in the
modern era of free trade areas such as the North American Free Trade Agreement (NAFTA), new
information and communications technologies, currency convertibility, the EU Single Market and
the euro, rapidly increasing capital and labour mobility, and the enormous city-region growth of the
newly emerging BRIICS countries of Brazil, Russia, India, Indonesia, China and South Africa, many
of these traditional assumptions can no longer be justified. These recent developments have high-
lighted the fact that competition between regions is often more important and more complex then
competition between individual countries. Indeed, much international competition is actually domi-
nated by competition between particular regions in different countries, rather than between whole
countries. In each of these cases, the nature of the sub-national and super-national competitive rela-
tionships between various regions depends on the spatial distribution of industrial activities.
Geography is an essential element of the economic system, and the economics of urban and regional
behaviour are just as important as that of national behaviour. The role of geography in the economy
and the importance of the regional economic behaviour provide the motivation and justification for
studying urban and regional economics.

Since the early 1990s there has been an enormous increase in interest is spatial economic questions
within the world of academic research and public policy-making. Testament to this comes from
highly influential work on urban and regional issues undertaken during recent years by the World
Bank, the OECD, the European Commission, and the United Nations, as well as the major changes in
policy-thinking in many countries regarding the critical role in growth played by cities and regions. In
part, this has been because of the new institutional and technological developments mentioned above,
which have highlighted the need for explicit considerations of space in economic discussions. The
writings of Paul Krugman and Michael Porter, among others, have also brought the importance of
spatial economic issues to the attention of wider audiences within the international economics, busi-
ness and management fields. The work of these authors has led to significant developments in our
understanding of the relationships between space and the economy. However, there is a long and
broad tradition of spatial economic analysis, the origins of which pre-date both of these authors.
Building on the original seminal works of authors discussed in this book, a huge number of authors
have subsequently provided many fundamental insights into the complex nature of the relationships
between geography and space. A consideration of these insights and the analytical techniques thereby
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developed is essential in order to provide a comprehensive understanding of the nature and workings
of the modern spatial economy.

Traditionally spatial economic analysis has broadly been split into two sub-fields, namely urban
economics and regional economics. These are by no means mutually exclusive categories and many
analyses will fall into both categories. The distinction between these two categories has arisen as a
result of asking slightly different questions. Urban economics, by definition, is generally concerned
with asking questions about the nature and workings of the economy of the city. As such, the models
and techniques developed within this field are primarily designed to analyse phenomena that are
confined within the limits of a single city. Regional economics, on the other hand, tends to ask ques-
tions related to larger spatial areas than single cities, and the models and analytical techniques devel-
oped generally reflect this broader spatial perspective. In essence, urban economics tends to emphasize
issues or relationships operating primarily at a place, whereas regional economics tends to emphasize
issues or relationships operating primarily between places. Moreover, the the central questions of
regional economics therefore focus on the reasons why individual spatial parts of the same country or
of groups of adjacent countries behave differently to one another, whereas the central questions in
urban economics tend to ignore areas which are primarily rural or primarily a mixture of smaller
urban and rural localities. However, as we will see in this book, there are many issues which can be
analysed within either field, such as questions relating to the locations of cities, the location of firms,
or the migration behaviour of labour. In each urban or regional case, the choice of the appropriate
analytical approach to adopt or the techniques to employ will in part be determined by the particular
real-world context we are considering and the data that are available.

For the purposes of this book, an urban area is defined as a single continuous and contiguous
area of urban development and built environment. The central questions of urban economics
therefore focus on the workings of the individual city. The definition of a region is rather more
complex, because areas can be defined as individual regions in terms of their topography, climate,
economy, culture, or administrative structure. For the purposes of this book we define regions in
terms of spatial units. A region is defined here as a spatial area that is larger than a single urban
area, but that is different the spatial definition of a single nation. In general, we assume that regions
are smaller than individual countries, but in this book we also explore the many cases where
regions are larger than nations. For example, the spatial classifications of urban and regional areas
adopted here are by no means definitive. For example, some individual urban areas such as Los
Angeles and Tokyo can be regarded as major regions in their own right. At the same time, some
regional areas cut across national boundaries. For example, the economy of Detroit and some
parts of Western Ontario are largely the same regional economy. Similarly, the economy of Seattle
can be considered to be broadly part of the same regional economy as Vancouver, British Columbia.
Meanwhile, in Europe, the southern part of Netherlands can be regarded as being largely part of
the same regional economy as parts of northern and eastern Belgium and the Nordrhein-Westfalen
area of Germany. Furthermore, regions can also vary enormously either in geographical or popu-
lation size. For example, the south-west region of the USA is the spatial size of the whole of
Western Europe, while the Tokyo-Kanto regional population is larger than the whole population
of Scandinavia.

Although many spatial economic topics can be analysed within either an urban or a regional
economics framework, this is not to say that the spatial unit of analysis, whether it is a single city
or amulti-city region, is an arbitrary choice. Some economic phenomena primarily affect localized
individual urban areas, whereas the impacts of certain other economic phenomena are generally
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felt over much larger regional areas. The appropriate geographical area of analysis will therefore
depend on the nature and spatial extent of the economic phenomena. At the same time, regions
and cities are both valid areas for economic analysis because economic policy is often implemented
at these levels. Individual urban metropolitan governments have a role to play in determining
transportation and land-use policies within the confines of the individual city, and some of the
financing of such policies will be raised by local city taxation. The analysis of the impacts of such
schemes must be made at the level of the individual urban area. Similarly, inter-urban transporta-
tion and land-use policies will have impacts on all the cities within a region. As such, the regions
comprising the groups of cities become the appropriate areas of analysis, as the effects of such
schemes may be rather different between the individual cities. As we will see in this book, the
choice of the area of analysis will determine the models we employ and also how the results we
generate are to be interpreted.

For analytical simplicity, in Chapters 1-7 of this book, which develop the various urban and
regional economic models, we will therefore initially adopt the convention that regions are smaller
than individual countries and larger than individual urban areas, with the additional assumption that
a country is an area with a common currency and free internal capital and labour mobility. We then
relax this assumption in Chapters 8-10 and allow for regions spanning national borders when we
discuss the role of cities and regions in the modern era of globalization.

Aims and objectives of the book

The object of this book is to provide an integrated approach to urban and regional economics, such
that students are able to understand the broad range of relationships between economics and geogra-
phy. Through an appreciation of these relationships, students will come to understand the location-
specific nature of many urban and regional economics issues. An understanding of the relationships
between economics and geography will also better inform us of the long-run impacts of continuing
economic integration across nations. This understanding will, in turn, it is hoped, encourage our
future economic policy-makers to make explicit consideration of the geographical aspects of eco-
nomic policies, irrespective of whether they are government or corporate decision-makers. In the
modern era of rapid communications technologies, decreasing trade barriers, increasing interna-
tional labour mobility and currency convergence, geography and economics must be discussed
together. By adopting such an integrated approach, this book is somewhat different to many of the
urban and regional economics undergraduate textbooks currently available. Urban economics books
often tend to focus their discussions at the level of the individual urban area, with the object of their
analysis being the urban land market. The explicitly spatial economic analysis generally takes place
within the context of the individual urban area, and the analysis tends to be entirely microeconomic.
The implications of the local urban economic phenomena for other cities and areas are often ignored.
Regional economics texts, on the other hand, often tend to underplay the spatial aspects of economic
behaviour, and instead adopt more of a macroeconomic approach to regional behaviour. Yet this
approach ignores both the spatial microeconomic foundations of regional behaviour, and also the
effects of urban economic behaviour on the wider regional economies. The logic of this book is there-
fore to overcome many of the limitations of existing textbooks by adopting both microeconomic and
macroeconomic approaches to the discussions of both urban and regional economies, within an
explicitly spatial framework.
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This book is aimed specifically at intermediate-level students, such as third- or fourth-year under-
graduates or first-year postgraduates. The book is also written as a textbook which is accessible to a
wide range of students from economics, business and management, urban planning or geography.
The only requirement in order for a student to read this book comfortably is that he/she must have
taken introductory micro- and macroeconomics classes. All the material in the book is explained with
the aid of numerous diagrams and tables, and each of the topics can be understood simply by reading
the main text alone and following the diagrams carefully. For more advanced students, mathematical
appendices to each chapter provide formal proofs of the key conclusions of each chapter. These
appendices will be particularly appropriate for economics students or for postgraduate students of all
disciplines studying urban and regional economics for the first time. The overall intention of this book
is therefore to introduce the study of urban and regional economics to a wide range of students. Those
students who continue on to postgraduate work will subsequently be equipped to read more advanced
material. Alternatively, those students who progress into employment positions that involve eco-
nomic analysis and decision-making will be better able to understand the spatial impacts of their
decisions.

xxiii
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