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Large literature on skill bias in recent wage growth
> Macro-explanation: capital-skill complimentarity + declining equipment prices
Krusell, Ohanian, Rios-Rull, and Violante (2000) or KORV

This paper: strong urban bias in wage growth since 1980

> Systematically faster wage growth in cities with higher population density

Many public policy concerns specific to urban-biased growth (UBG)

> Urban-rural political polarization, house price explosion, regional inequality

We present empirical evidence and theory to explain the source of UBG

> Macro-explanation: input/location choices of large service firms + declining IT prices
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Paper Overview

1.Empirics
> UBG occurs exclusively in the Business Services sector

> Within Business Services, large capital-intensive establishments drive UBG

2. Theory
> Aggregate investment-specific technical change can induce UBG

> Non-homothetic capital input choice interacts with large estab. location choices

3. (Spatial) Growth Accounting
> Discipline key elasticities using establishment-level investment data

> Observed equipment price decline accounts for 90% of UBG



Empirics
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Large establishments within Business Services driving growth
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No UBG for college workers outside Business Services

College

1107 mm Bysiness Services
100 ™= QOther Sectors
90
80
70
60
50
40
30
20
10

Average Wage Growth (%)
1980-2015

1 2 3 4 5 6 7 8 9 10
Commuting Zone Population Density Decile



UBG occurs for all Business Services workers, but more for skilled
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General investment-specific technical change is driven by IT

Equipment Prices
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Large Business Service estabs in big cities spend most on IT/worker

IT Expenditure by Firm Size
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Taking Stock

1. Urban-Biased Growth is mainly occurring in large Business Services firms
2. IT capital input choices differ systematically for large and small Business Services firms

3. Large establishments more likely to locate in large cities

Proposed Channel: Large Business Services firms’ input and location choices create big
city exposure to declining IT capital prices



Theory



Setup: A General Spatial Growth Model

> Economy with discrete locations ¢, sectors s, time periods t
> Locations and sectors differ in productivity, amenities
> Firms produce with capital and labor: y; = z; Fis(yi; k, 1)

> Allow for non-homotheticity: marginal products vary with scale
> Competitive fringe of entrants in each location-sector

> Freely traded final good made up of sectoral intermediates

> Heterogenous workers choose locations and sectors



A simple formula relates wage growth to capital price declines

Urban-Biased Growth and Technical Change

Suppose investment cost of capital pX falls. The general equilibrium average wage
change is:

dlog Wys = —Aysd log p + (1 + Ays)d log Ds

where . .
Discounted Payments to Capital

Discounted Payments to Labor

Nps =

and Ds is aggregate sectoral demand.
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Exposure to the IT price decline across regions and sectors

Exposure
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Growth Accounting



Urban-Biased Wage Growth in the Model
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Skill Shifts Across Sectors and Space
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Conclusion

\

Urban-biased growth has been an important force shaping the US economy

Business Services are entirely responsible

v

v

Observed decline in IT prices explains 90% of urban bias

v

This offers a unified perspective on the skill and urban bias in recent growth



Thank You!



