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Course Overview

e Lecture:
 \Wednesdays 8:45-10:15, in KIER 105

e Instructor:

e Minoru Osawa ( osawa@kier.kyoto-u.ac.|p )

e Grades:
e 30% Occasional problem sets to be posted on LMS

e 70% Final exam: Details TBA

e Other:
* Asking questions during the class Is strongly encouraged.

e | atest announcements, including class cancellations: LMS

e |ecture slides: My personal website ( www.minoruosawa.com/teaching/ )


mailto:osawa@kier.kyoto-u.ac.jp
http://www.minoruosawa.com/teaching/

Course References

e Main reference:
e Fujita, M. (1989). Urban Economic Theory. Cambridge.

e Additional sources:
 Bruckner, J. K. (2011). Lectures on Urban Economics. MIT.

e Fujita and Thisse (2002). Economics of Agglomeration. Cambridge.
e Kanemoto and Fujiwara (2016). Urban Economics. Toyo Keizal. (in Ja)

 Duranton and Puga (2015). "Urban land use.” In Handbook of Regional and
Urban Economics (Vol. 5, pp. 467-560). Elsevier.

e | ecture Notes by A. Yamagishi (Hitotsubashi U.): Applied Microeconomics B
e |Lecture Notes by G. M. Anhlfeldt (Humboldt U.): Urban Economics


https://sites.google.com/site/econyamagishi/teaching
https://github.com/Ahlfeldt/Lectures-UrbanEconomics
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Evolution of cities: Japan 1970-2020
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Evolution of cities: Japan 1970-2020

Suburbanization/Urban sprawl| |Depopulation at the city center
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Spatial Equilibrium: A Primer

e Focus on a single city and suppose the following:
 Each of its residents enjoys the following payoff (indirect utility):

u—w+ A R

e A :Amenities, w: Wage, R : Housing costs

* Suppose the utility W of the outside economy is unaffected by this city.

® Then, the city is in spatial equilibrium if : U4 — U

e Why? Also, what size is this city?
e \What can we learn from this”? Empirical implications?
 \What are the simplifications in this parsimonious model?

 \What if there are many cities?



“The Spatial Impossibility Theorem™ (starett, 197s)

Assume a two-region economy with a finite number of consumers and firms. If
space Is homogeneous, transport is costly, and preferences are locally non
satiated, there is no competitive equilibrium involving transportation.

e Theory of the making of spatial agglomeration or specialization needs:
e Exogenous asymmetries (“first nature™)

o Externalities in production or consumption (“second nature™)

* |Imperfect competition
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First nature and second nature In spatial theory

Natural conditions Endogenous conditions
(“first nature™) ("second nature”)
* Climate » Externalities of the proximity to others
» Topographic conditions (estuary, (congestion, knowledge spillovers)
navigable river, mountain pass) » Scale economy
» Natural resources * Product varieties

(mines, fossil fuels, fertile land) * Intermediaries



Economics of agglomeration: 1980s—

Stable spatial patterns = agglomeration forces versus dispersion forces
(mediated by transport frictions for goods, people, etc)

 \WWhere do these forces originate from?
 \What spatial patterns can arise?
* WWho gains and who loses? efc.

e Rich implications o0 < Q-
e E.9., spatial agglomeration despite ex ante symmetry o ()

e Strong influence on regional policies in, e.g., EU

¢ Bridging theory and data remained a major challenge until 2010s


https://ec.europa.eu/regional_policy/information-sources/cohesion-report_en

Quantitative Spatial Models (QSMs): 2010s—

e Quantitative revolution in spatial economics

e Seminal works around 2010 sparked an explosion of research on QSMs.
(Redding—Sturm, AER2008; Allen—Arkolakis, QJE2014; Ahlfeldt et al., ECTA2014)

e QSMs allow large scale general equilibrium analyses allowing for asymmetries
(for survey, see HB of Regional and Urban Economics, 2025, Ch.1-2)

Allen & Arkolakis (QJE2014)



1960

1980

1990

2000

2010

2020

A Map of Spatial Economic Theory

\ 4
Spatial competition

Edited by Osawa based on Prof. Mori’s slide

Classical economic geography

Location theory — A single plant location in a general location space
Agricultural land use — Land rent curve

y

Classical urban economics

= —— —— . B Spring 2027 (Prof. Mori)
Residential location in a city with a given CBD B Spring 2026 (Prof. Mori)
I .

Local & global competition
Spatial patterns

Endogenous

Fourier analysis, Potential game
/ Monte-Carlo sampling of equilibria
Future projection of cities

Long-run projection of the spatial

distribution of population across
cities and within cities

v B Fall 2026/27 (Prof. Mori)

Systems of cities New urban economics Bl This Lecture

formation of cities Endogenous formation of BDs

(abstraction of inter-city space)

v
New economic geography | ----=-===========--- :
Endogenous formation of cities oL Y . .
(abstraction of intra-city space) Quantitative spatial economics

CRS/DRS
Spatial variation by unobserved factors
Emphasis on unique comparative statics

\ 4
Many-region agglomeration theory

Regular spatial patterns

&

Granular spatial models

Indivisible agents with vertical heterogeneity
Place-based policies to influence dartboard patterns
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Problem Sets 1: Why Is your city structured this way?

Choose your hometown, or a city you know very well, and think about its internal spatial structure.
Please answer the following three questions briefly but concretely.

1. Observe the internal structure of your city.

Think about the city center and the surrounding neighborhoods.

- Where is the “center” of the city?
- How do residential areas spread out from that center?

- Where are shops, offices, and major commercial facilities concentrated?
- How does the atmosphere of the city change as you move away from the center?

Write a short description based on your own observation and experience.
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Prob. Sets 1: Why is your city structured this way?

2. Why do you think this pattern emerged?
Now think about the mechanism behind the pattern you described.
In particular, consider the following points:
- Why are many commercial activities concentrated near the center?
- Why do residential areas tend to spread farther out?
- Why do locations closer to the center tend to be more convenient but also more expensive?

Focus on the economic logic behind the observed spatial pattern.
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Prob. Sets 1: Why is your city structured this way?

2. If all households face the same trade-off, what city pattern should we expect?
Suppose many households want to:
- live closer to jobs and urban amenities,
- keep rent or housing costs low, and
- enjoy larger living space.

If many people make decisions under this same trade-off,
what kind of internal city structure would you expect to emerge?

Compare your prediction with the actual structure of your city.
- In what ways does your city match this prediction?

- In what ways does it differ?



