BAVARIAN GRADUATE PROGRAM IN ECONOMICS
Economic Geography and Urban Economics

2-6 September 2024

Teacher: Daniel Sturm, London School of Economics (LSE)
Email: d.m.sturm@lse.ac.uk
Webpage: https:/ /personal.lse.ac.uk/sturmd/

Overview: Economic geography and urban economics examine the agglomeration and dis-
persion forces that shape the spatial distribution of economic activity both across cities and
regions, and across neighbourhoods within cities. While these questions have a very long tra-
dition in economics, work in this area has substantially increased over the last five to ten years.
This module will provide an introduction to the state of the art in modelling and empirical
work currently used in this literature. The aim is to concentrate on a few key ideas that are
essential for work in this area rather than to provide an encyclopedic overview of all aspects of
work in this area.

Prerequisites: The models used in this area are inherently general equilibrium and a good
working knowledge of microeconomics is required. The empirical work relies on both reduced
form and structural estimations. The module assumes that you have a working knowledge
of reduced form techniques, such as difference in differences, regression discontinuity, and
instrumental variables. You do not need to have prior knowledge of structural estimation and
these techniques will be explained during the module.

Time Plan: The general time plan for the week is as follows:

09:00-10:30 Session 1
10:30-11:00 Break
11:00-12:30 Session 2
12:30-14:00 Lunch
14:00-15:30 Session 3
15:30-16:00 Break
16:00-17:30 Session 4

The week starts with a welcome meeting and dinner on Sunday the 1st of September at 19:00.
On Thursday there will be a group discussion about research strategies after dinner from 20:00
until 21:30 in addition to the regular sessions. On Friday the day ends at lunchtime with no
afternoon sessions. The regular daily sessions will be used for more lecture style material and
group discussions as described in more detail below. Lecture slides and detailed instructions
for the discussion sessions will be made available ahead of the module.

Exam: The course will be examined with a 90 min open book exam. The style of questions will
be discussed during the module.
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Software: If students have access to a laptop with Matlab and Stata (or R), they should bring
this to the module. Time permitting, we will use Matlab and Stata for some empirical work
towards the end of the week.

Topics: The timings below are very approximate and the speed at which we proceed depends
on questions and class discussion. We will cover topics 1 to 5 in reasonable detail during the
week. The final topic contains material that we can cover in part depending on time available.

(1) Introduction and Background (Monday)

A brief review of the long history of economic geography and urban economics and its current
popularity. Overview of the monocentric city model and the Rosen-Roback framework and
spatial equilibrium.

Discussion Session: Does an increase in city amenities reduce wages?

(2) Economic Geography: Theory (Monday and Tuesday)
The quantitative economic geography literature following Krugman (1991). We look at a basic
model and various possible extensions and encounter model inversion for the first time.

Discussion Session: Can we increase aggregate output by moving workers to more productive
cities?

(3) Economic Geography: Empirics (Tuesday)

Empirical evidence for the effects of changes in market access predicted by economic geogra-
phy models and the possibility of path dependence of economic activity. A first look at model
counterfactuals.

Discussion Session 1: The long-run effects of portage.
Discussion Session 2: The impact of European regional policy.

(4) Quantitative Urban Model: Theory (Wednesday)
Modelling residence and workplace choices within the city and their implied commuting flows.
How do neighbourhoods react to changes in amenities and productivity?

Discussion Session: Key properties of the Frechet distribution.
(56) Quantitative Urban Model: Empirics (Wednesday/Thursday)

How to estimate the qualitative urban model including model inversion and model counter-
factuals. Reduced form evidence in favour of the model.

Discussion Session 1: Estimating a quantitative urban model.
Discussion Session 2: The effect of banning cars in Berlin as a model counterfactual.

(6) Further Topics in Spatial Economics (Thursday/Friday)
Topics under this heading include (a) Commuting gravity and granularity (b) The relationship
between density and productivity. (c) Speed differences across cities.

Discussion Session: Estimating a commuting gravity equation.



Detailed Reading List:

The starred readings below are key papers in the literature that will be discussed in some detail
during the module. Looking at these papers ahead of the module will be very good preparation
for the module.
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bridge University Press.
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* Combes, Pierre-Philippe, Gilles Duranton and Laurent Gobillon (2008) “Spatial Wage Dispar-
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