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1.Introduction 
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• The field of urban economics is the crossing 

point of geography and economics. 

• The economics investigates the decisions of 

individuals under the constrained resources. 

• Households make their decisions to 

maximize their utilities, while firms optimize 

their profits.

• Geographers study how resources and 

settlements are located across spatial 

dimension.

Source: O’Sullivan (2018) and O’Sullivan (2012) 



1.Introduction (continued) 

• Where does human action happen?

• Urban economics integrates the main features of 

economics and geography altogether, 

investigating the spatial pattern and location-

related decisions of household’s utility maximizing 

and firm’s profit maximization. 

• Urban economics also studies the externalities 

(both positive and negative ones) and 

inefficiencies, enabling the formulation of policy 

recommendations to improve inefficiencies and 

manage externalities. 

4PageSource: O’Sullivan (2018) and O’Sullivan (2012) 



1.Introduction (continued) 

• An urban economics identifies an urban area as 

a region that satisfies the criteria, typically the 

number of individuals in a specific boundary. 

• In other words, an urban region satisfies the 

threshold, which is generally the specified 

population density.   

• A population density is also the proxy representing 

the concentration of economic activities, which 

is the boundary of highly dense economic 

interaction and transaction.  

5PageSource: O’Sullivan (2018) and O’Sullivan (2012) 



6PageSource: http://www.newgeography.com/content/004280-largest-world-cities-2014
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1.Introduction (continued) 

• An urban economist describes an urban area as a geographical 
region that includes a large number of people in a relatively 
small area. 

• In other words, the metropolitan area has a concentration of 
population that is high compared to the density of the 
surrounding area. 

• The definitions include urban areas of various sizes, from a 
small town to a major metropolitan area. 

• The U.S. Census Bureau has been continuously formulating the 
geographical definitions, simultaneously identifying the 
characteristics of urban economics.  
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2. Subfields of Urban Economics

• Market forces and location decisions

• Urban sprawl 

• Land use

• Urban transportation

• Crime and Public Policy

• Housing and public policy

• Local government expenditure and taxes
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3. Definitions of Urban ad Metropolitan areas
Urban area: 

• A minimum population of 2,500 people 

• A population density of 500 people per square mile

• ln 2000, there were 3,756 urban areas in the US. 

Urban population: 

• People living in urban areas. 

• In the US, the urban population was 79% of the total population in the US. 

Metropolitan area: 

• A combination of population nucleus and adjacent communities.

• A minimum population of 50,000 people. 

• In the US, there were 361 metropolitan areas in 2000. 

Micropolitan area: 

• A minimum population of 10,000 to 50,000 people

• In the US, there were 559 metropolitan areas in 2000. 

Principal/Municipal city: 

• The boundary that municipal agency/government functions as the political authority
and provides local services such as sewage service, crime protection, and fire 
protection. 

11PageSource: O’Sullivan (2018) and O’Sullivan (2012) 
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4. Why do cities exist? 
• This is the important fundamental question of many field of 

studies, e.g. urban economics, sociology, architect. 

• Land is one of the main resources for people to cultivate 
crops and do other economic activities. 

• Bartlett (1998) states that other creatures in the animal world 
form anything like cities. 
• A bee hive or the anthill are the city/community formed by animals in 

nature. 

• These Eusocial insects (e.g. bees and ants) form their physical 
structures, technically called colonies, for thousands of inhabitants.

• Interestingly, within the colony, there also exists the social division and 
collaboration among highly specialized subgroups such as soldier ants, 
drones, breeders, nurses, and cleanup crews.

• In contrast, human’s cities exist driven by economic system, 
providing the areas for production, inhabitation, and the 
voluntary exchange. 
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Source: Bettencourt (2013)
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Source: Bettencourt (2013)
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Source: Bettencourt and West (2010)Source: O’Sullivan (2018) and O’Sullivan (2012) 



4. Why do cities exist?  (continued)
• Human’s economic activities influence the 

formulation of cities, allowing the broader 

opportunities beyond the natural order (i.e. the cases 

of Eusocial insects). 

• For the existence of cities, three conditions must be 

satisfied.

(1) Agricultural surplus (sufficient food production)

(2) Urban production (sufficient industrial productions 

and services)

(3) Transportation for exchange (sufficient 
infrastructure) 

19PageSource: O’Sullivan (2018) and O’Sullivan (2012) 



Agricultural surplus

• Rural inhabitants must produce enough food to supply 
themselves as well as for city residents.
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Urban production 
• City residents must produce sufficient industrial goods 

and services to supply rural people.

Transportation for exchange

• A sufficient infrastructure (e.g. transportation and 

communication) can effectively provide the 
interconnectivity between rural and urban areas. 

Source: O’Sullivan (2018) and O’Sullivan (2012) 
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Source: O’Sullivan (2012) 

Percent of U.S. Population in Urban Areas, 1800–2010 
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Largest Metropolitan Areas in the United States, 2009 



23PageSource: O’Sullivan (2012) 

Urbanization Rates, by World Region, 1950–2030



Populations and Projected Populations of Large World Cities

Source: O’Sullivan (2012) 24Page



Source: ADB (2019)

Urban population

Source: ADB (2019)

Five-year changes in GDP per capita versus change 
in urbanization
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Source: ADB (2019)



• The Nighttime-Light (NTL) data suggest that the total area of the 

natural cities in Asia expanded more than threefold, from 170,000 

km2 in 1992 to 560,000 km2 in 2016, for an average annual growth 

rate of 5.1%. 

• The number of natural city inhabitants increased from 0.82 billion in 

2000 to 1.38 billion in 2016, for an average annual growth rate of 

3.3%. 

• In 2016, the total land area of 42 economies studied was 24.8 

million km2 and the total population was 4.0 billion. 

• Hence, natural cities hosted 34.7% of the population of developing 

Asia on only 2.3% of the land area.
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Source: ADB (2019)



Source: ADB (2019)
Source: ADB (2019)

Distribution of natural city size

28Page



5. The 5 Axioms of Urban Economics 

• Urban economics studies the behaviors of households 
and firms, particularly their location selections.

• Usually, people and firms do not instantly relocate.  
Therefore, the models developed in the field of urban 
economics predict the medium- and long-term 
changes of spatial behaviors.

• In the case of the US, the average household relocates 
every 7 years, representing that 14% of population
moving to the new locations every year.

• Some theocratical models in urban economics assume 
perfect mobilities, and some impose some 
constraints. 

29PageSource: O’Sullivan (2012) and author’s additional explanation 



5. The 5 Axioms of Urban Economics 
(continued)

1. Prices adjust to achieve locational equilibrium

2. Self-reinforcing effects generate extreme 

outcomes

3. Externalities cause inefficiencies

4. Production is subject to economies of scale

5. Competition generates zero economic profit

30PageSource: O’Sullivan (2012) 



5. The 5 Axioms of Urban Economics 
(continued)

• Locational equilibrium can be attained when everyone is 

satisfied with her/his location under the given prices of 

resources, goods and service in all areas. Therefore, there is 

no motivation to relocate.

• When prices change, households’ utilities and firms’ profits 

have been altered, motivating them to select the new 

locations to maximize their utilities and profits. 
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1. Prices adjust to achieve locational equilibrium

Source: O’Sullivan (2012) and author’s additional explanation 



5. The 5 Axioms of Urban Economics 
(continued)

• There exists the feedback loop of effects, recursively 

amplifying the initial change. 

• Example: When firms move to the center of the city, they 

subsequently influence more firms to relocate to the 

downtown area as well.  This positive feedback loop of 

relocation could cause the higher density of firm located in the 
city’s core area. 
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2. Self-reinforcing effects generate extreme 

outcomes

Source: O’Sullivan (2012) and author’s additional explanation 



• When a firm is maximizing its profit, its economic activity 

might create the outcome(s) (i.e. the by-product) that 

simultaneously affects others. 

• Similarly, when a consumer is maximizing her/his profit, 

she/he might also create the outcome affecting others.

Example: When a person drives a car for her/his daily 

commute to the office. 

Personal benefits: travel time, comfort, convenience, etc.

Social costs: traffic congestion, pollution, road accident, etc.  
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5. The 5 Axioms of Urban Economics 
(continued)

3. Externalities cause inefficiencies

Source: O’Sullivan (2012) and author’s additional explanation 



5. The 5 Axioms of Urban Economics 
(continued)

34Page

• The relationship between 

input and output is not 

linear, but it is based on 

exponential one. 

• When doubling all inputs 

of production, the output is 

increased more than a 

double.

4. Production is subject to economies of scale

Source: https://sites.google.com/site/economicsbasics/increasing-returns-to-scale-1

Source: O’Sullivan (2012) and author’s additional explanation 

https://sites.google.com/site/economicsbasics/increasing-returns-to-scale-1


5. The 5 Axioms of Urban Economics 
(continued)

• Without barriers to entry, firms can enter the market and 

produce their outputs. This process will collectively lower the 

opportunity and profit.  Eventually, the economic profit is zero

• Necessary condition:  all factors of production are earning 

their opportunity costs, allowing firms to receive the sufficient 

returns on all factors to do business.  Also, all firms are 
earning the normal profit.
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5. Competition generates zero economic profit

Example: Judy just opened a bakery shop.  

• She could have earned $30,000/year in another job offer

• To finance her bakery shop, she withdrawn her savings from the bank ($50,000 with 

5% interest rate) 

• Given that the market of bakery shop is highly competitive, what would be her 

earning from the bakery shop?

Source: O’Sullivan (2012) and author’s additional explanation 


