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Outline

I Why are we interested in cities? Why do we use LMAs in our analyses
(and how)?

I A bird’s-eye view of Italian cities: a collection of inherently intertwined
stylized facts
→ population, housing prices, education, contribution to aggregate

growth, productivity . . .
I Exploiting LMAs to tackle a research question: what are the drivers of

the urban productivity premium we observe?
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Why are we interested in cities?

I The world is growing urban → from 2007, more than 50% of urban
population lives in urban areas.

I Economic activity concentrates in urban areas → 12 largest LMAs
produce 1/3 of Italian value added

I Growth is a urban phenomenon
→ In the XX century, urban population has outgrown the national average

in many countries:

Growth rate of population (10-years averages)

time range urban areas national average
USA 1920-2010 17.9 12.6
Spain 1920-2010 18.1 8.9
France 1937-2007 7.7 5.7
Italy 1911-2001 7.2 4.9

Source: Giffoni et al. 2015; Duranton and Puga, 2013.

→ In the next 15 years, the 259 large US cities are expected to generate
more than 10 percent of global GDP growth
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Why do we use LMAs in our analyses (and how)?

I Coherent unit of observation for many economically-relevant features:
localization choices of firms and individuals, housing markets,
commuting

I Substantial heterogeneity even within the same LMAs
I Straightforward identification of core and periphery
I The geography of LMAs changes in time (though some caveats apply)

How do we use them?

I Exploit the Istat LMAs classifications from 1981 to 2011
I Problem: how do we define urban and non-urban LMAs? ⇒ stick to

the list of Italian cities according to the OECD-Eurostat methodology
I We define an LMA as urban if it contains a city in this list ⇒ 73 urban

LMAs
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Ever-changing social geographies

(a) Torino (b) Iglesias

LMA 2011
LMA 2001
LMA 1991
LMA 1981
Urban core

I The shape of LMAs reflects local economic performances. . .
I . . . but also the interaction between infrastructures/transportation,

amenities and localization choices of individuals (think at Napoli )
I On average, rural LMAs have lost municipalities and area in favor of

urban ones
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Population growth and the changing map of Italian LMAs

North and Centre South
Rural Urban Rural Urban
LMAs LMAs LMAs LMAs

1981–1991
Intensive margin 0.5 -1.0 0.5 0.3
Extensive margin -3.5 3.5 -0.5 0.5
Total -3.0 2.6 0.0 0.8

1991–2001
Intensive margin 0.7 -0.3 -0.2 0.2

natural increase -0.7 -0.6 0.4 0.6
net internal migration 0.9 0.1 -0.5 -0.5
net external migration 0.5 0.2 -0.1 0.1

Extensive margin -2.0 2.0 0.9 -0.9
Total -1.3 1.7 0.7 -0.7

2001–2011
Intensive margin 2.1 2.0 0.1 0.1

natural increase -0.4 -0.2 0.0 0.3
net internal migration 0.9 0.1 -0.4 -0.5
net external migration - foreigners 1.6 2.1 0.4 0.3
net external migration - natives 0.1 -0.1 0.1 0.0

Extensive margin -3.3 3.3 -0.2 0.2
Total -1.2 5.3 -0.1 0.3
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Economic activity concentrates in urban LMAs

Share of employees Employees/population
Non-urban Urban Non-urban Urban

1981 47.1 52.9 21.9 25.5
1991 43.4 56.6 22.0 26.2
2001 40.8 59.2 24.0 30.7
2011 40.1 59.9 24.2 30.5

I The share of employees working in urban areas has been steadily
increasing throughout the last three decades

I The (proxied) employment rate has been increasing slightly more in
urban LMAs
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Sectoral composition

Share of employees in 2011
Urban LMAs Non-urban LMAs

Manufacturing and constructions 23.13 34.99
Services 76.57 64.13
KIS 38.68 28.83
KIS high tech 3.97 1.26
market-oriented KIS 8.85 5.40
financial KIS 3.62 2.24
other KIS 22.24 19.93

I Urban LMAs display a larger share of employees working in the service
sector

I This prevalence is not (entirely) due to a larger weight low-skill service
jobs in non-tradable sectors

⇒ The share of Knowledge Intensive Services is significantly higher in
urban LMAs
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Human capital endowment

(a) Share of graduates (b) Average years of education
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I In the last decade, the share of graduates and the average years of
education have been rising in both urban and non-urban LMAs

I While the level of attainment have been converging in lower education
classes, urban LMAs remain relatively better endowed with graduates

I The innovation activity is concentrated in urban LMAs → every 1,000
firms, 7.1 apply for a patent (2.7 in non-urban LMAs)
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House price gradient
(a) Within LMAs (b) Between LMAs

Source: Manzoli and Mocetti (2016), Bank of Italy Occasional Papers n. 348.

I On average, prices fall by 50% at a distance of 20km from the centre
(within LMA heterogeneity)

I Gradients also vary between LMAs:
→ higher average prices in urban LMAs
→ steeper gradient in urban LMAs
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Contribution to growth

(a) Income
Share Growth rate Contribution

1998 2006 1998–2006 1998–2006

Urban LMAs 62.2 63.7 16.5 10.3
Non-urban LMAs 37.8 36.4 10.9 4.1

(b) # of establishments
Share Growth rate Contribution

2001 2011 2001–2011 2001–2011

Urban LMAs 56.2 57.1 11.6 6.5
Non-urban LMAs 43.8 42.9 7.3 3.2

I Economic activity proxied by personal income and the number of
establishments

I Urban areas have been the engine of growth: they grew more and
provided a higher contribution to aggregate growth
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Labour productivity of Italian LMAs

VA per worker (thousand e)
Manufacturing Services Total

Roma 69.3 57.7 58.6
Milano 70.5 56.1 59.5
Napoli 24.6 32.0 30.6
Torino 61.3 41.7 49.3
Palermo 27.2 34.7 33.9
5 largest urban LMAs 63.1 52.2 54.4
6 to 30 largest urban LMAs 54.2 37.1 42.6
other urban LMAs 49.6 32.8 37.6
Urban LMAs 56.2 43.5 46.8
Non urban LMAs 46.8 30.1 36.3

I Productivity is higher in big urban LMAs and in manufacturing
I . . . with some notable exceptions
I Productivity scales almost linearly with the size of the LMA
I Significant urban productivity premium, larger for services
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What’s behind the urban productivity premium?

In Lamorgese and Petrella (QEF n. 362), we estimate the following
regression model:

yisc,t = α+ βIUrban + γiXi,t−s + γcXc,t−s + δ1It + δ2Is + δ2Ii + εisc,t ,

where
I yisc,t is the value added per worker in firm i which at time t operates

in sector s and is located in the area c

I IUrban is a dummy which takes value 1 if the firm is located in a urban
area

I Xi,t−s lagged firm-specific controls
I Xc,t−s lagged area-specific controls
I It , Is and Ii are time, sector and firm fixed effects (5 digits)
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Static urban productivity premium

Dependent variable: ln of value added per worker

(1) (2) (3) (4)

Urban LMAs 0.083*** 0.066*** 0.019*** 0.011***
[0.001] [0.001] [0.003] [0.004]

Small urban LMA 0.040*** 0.026*** -0.002 -0.006
[0.001] [0.001] [0.004] [0.005]

Large urban LMA 0.059*** 0.046*** 0.014*** 0.010***
[0.001] [0.001] [0.003] [0.004]

Rome and Milan 0.172*** 0.146*** 0.053*** 0.041***
[0.001] [0.001] [0.005] [0.006]

year FE yes yes yes yes
sector FE yes yes yes yes
firm controls no yes yes yes
firm FE no no yes yes
area characteristics no no no yes

Obs. 24,809,976 24,809,976 24,720,462 19,161,096
Adj. R2 0.174 0.230 0.689 0.722

I UPP more pronounced in services than in manufacturing
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The value of urban experience: do firms learn from cities?

Dependent variable: ln of value added per worker

(1) (2) (3) (4)

IUsmall 0.024*** 0.015*** 0.000 0.003
[0.002] [0.003] [0.010] [0.010]

IUlarge 0.042*** 0.030*** 0.018*** 0.0199***
[0.001] [0.002] [0.007] [0.007]

IRMMI 0.152*** 0.124*** 0.074*** 0.076***
[0.002] [0.002] [0.010] [0.010]

ExpUsmall 0.005** 0.006**
[0.002] [0.003]

ExpUsmall ∗ age -0.000 -0.000
[0.000] [0.000]

ExpUlarge 0.005*** 0.009***
[0.001] [0.001]

ExpUlarge ∗ age -0.000 -0.001***
[0.000] [0.000]

ExpRMMI 0.019*** 0.017***
[0.002] [0.002]

ExpRMMI ∗ age -0.002*** -0.002***
[0.000] [0.000]

firm FE no no yes yes

15 / 16



Thank you for your attention!
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Additional Material
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Napoli LMA
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