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7.1 The Migration and Urbanization
Dilemma

e As a pattern of development, the more
developed the economy, the more
urbanized

e But many argue developing countries
are often excessively urbanized or too-
rapidly urbanizing

e This combination suggests the
migration and urbanization dilemma

e Urbanization: Trends and Projections
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FIGURE 7.1 Changes in Urban and Rural Population by Major Areas Between 2011 and 2050 (In Millions)
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FIGURE 7.2 Relationship Between Urbanisation and Per Capita GDP, 2010,

with Comparison to Relationship in 1960
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Figure 7.3 Urbanization across Time and
Income Levels
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« Urbanization is occurring everywhere, at high and low levels of income and
whether growth 1s positive or negative.
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FIGURE 7.5 Total Population in Millions by City Size Class,

1970, 1990, 2011, and 2025
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FIGURE 7.6 Estimated and Projected Urban and Rural Population of the More- and Less-Developed

Regions, 1950-2050
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Degree of urbanization in China from 1980 to 2021
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Urban and rural population of China from 2011 to 2021

(in million inhabitants)
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Figure 7.6
Annual Growth

of Urban and
Slum Populations,
1990-2001

» A central question
related 1s how cities will
cope — economically,
environmentally, and
politically — with such
acute concentrations of
people.
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7.2 The Role of Cities

e Agglomeration%£ % economies

— Cost advantages to producers and consumers from
location in cities and towns Fy/#2

— Come in two forms

@ Urbanization economies i+,

« Agglomeration effects associated with the general
growth of a concentrated geographic region

(@ Localization economies -y,

« Agglomeration effects captured by particular
sectors of the economy, such as finance or
automobiles, as they grow within an area
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e Saving on firm-to-firm, firm-to-consumer
transportation

e Firms locating near workers with skills they
need

e Workers locating near firms that need their skills

e Firms benefit from (perhaps specialized)
infrastructure&ftig i

e Firms benefit from knowledge spilloversiliRia H
in their and related industries

e (Also: consumers may benefit from urban
amenities)

7-14
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Industrial Districts and Clustering™T

VX FN7F=) kSR B

e Quality of clusters, or Industrial Districts,
is a key to sectoral efficiency

e Unfortunately a majority of developing
countries have made only limited progress

e China: a country that has made huge
strides in generating industrial districts
over the last decade (Findings Box 7.1)
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Urbanization Costs, and Efficient
Urban Scale

e But, cities also entail “congestion costs”

e Economically efficient urban scale (from point of
view of productive efficiency) found were average
costs for industries are lowest

e Generally, differing efficient scales for different
industrial specializations imply different city sizes

e More extensive (expensive) capital, infrastructure
required in urban areas

e Smaller cities may be expected in labor-intensive
developing countries

7-17

Copyright © 2012 Pearson Addison-Wesley. All rights reserved.



PACEN =S LSO B S S € PRSP RN 6 B 2 D 8] o I KOs
7.3 The Urban Giantism Problem

e There may be general urban bias

— The notion that most governments in developing
countries favour the urban sector in their development
policies, thereby creating a widening gap between the
urban and rural economies

e Cities are capital intensive so may expect
large cities commonly located in developed
countries

e But urbanization in developing countries has
taken place at unexpectedly rapid pace

Copyright © 2012 Pearson Addison-Wesley. All rights reserved. 7 18
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e Huge informal sectors in shantytownstiE X,
favelasBEE

— The part of the urban economy of developing countries

characterised by small, competitive, individual or family

firms, petty retail trade and services, labour-intensive

methods, free entry, and market-determined factor and
product prices.

e Large fraction of workers outside formal sector

e Much urban growth is in mid-size cities, but
urban bias remains a serious issue in many
developing countries

Copyright © 2012 Pearson Addison-Wesley. All rights reserved. 7 19
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Table 7.1 Population of the Largest and Second-
Largest Cities in Selected Countries (millions)

Country Largest-City Population Second-Largest-City Population Ratio
Canada Toronto, 5.035 Montreal, 3.603 1.40
United States New York, 18.727 Los Angeles, 12.303 1.52
Argentina Buenos Aires, 12.551 Cordoba, 1.423 8.82
Brazil Sao Paulo, 18.647 Rio de Janeiro, 11.368 1.64
Chile Santiago, 5.605 Valparaiso, 0.837 6.70
Mexico Mexico City, 18.735 Guadalajara, 4.057 4.62
Peru Lima, 8.081 Arequipa, 0.732 11.04

Source: From UN World Urbanization Prospects 2009 Revision, 2005 data (most recent non-projected year).
Note: Definitions of city size differ across studies.
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7.3 The Urban Giantism Problem

e There may be First-City Bias (favoring largest city)
e Causes of Urban Giantism:

— Import substitution industrialization: less trade,
incentive to concentrate in a single city largely
to avoid transportation costs

- “Bread and circuses5iH]” to prevent unrestf™&

— Hub and spokeriMEST R transportation system
(rather than web) makes transport costs high
for small cities

— Compounding effect of locating the national
capital in the largest city

7-21
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The new railway connecting Shanghai and Huzhou is anticipated to commence
operations by the end of 2024, significantly reducing the train journey time to a swift
40 minutes.
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7.4 The Urban Informal Sector
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e Why promote the urban informal
sector?

— Generates surplus despite hostile environment
— Creating jobs due to low capital intensivity

— Access to (informal) training, and
apprenticeships

— Creates demand for less- or un- skilled workers
— Uses appropriate technologies, local resources
— Recycling of waste materials

— More benefits to poor, especially women who
are concentrated in the informal sector

7-23
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Figure 7.8 Importance of Informal
Employment in Selected Cities
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with permission.
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7.5 Migration and Development

e Rural-to-urban migration was viewed
positively until recently

e The current view is that this migration is
greater than the urban areas’ abilities to

— Create jobs
— Provide social services

7-25
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Figure 7.10 Components of Migration in
Selected Countries
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Source: World Development Report, 1999-2000, “Internal migration and urbanization: Recent
contributions and new evidence,” by Robert E. B. Lucas. Copyright 1999 by World Bank.
Reproduced with permission of World Bank via Copyright Clearance Center.
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7.6 Toward an Economic Theory of
Rural-Urban Migration

e A Verbal Description of the Todaro Model
— Migration is a rational decision 4 23 %
— The decision depends on expected rather than
actual wage differentials
— The probability of obtaining a city job is
inversely related to the urban unemployment
rate

- High rates of migration are outcomes of rural
urban imbalances

7-27
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Figure 7.11 Schematic Framework for Analyzing the
Rural-to-Urban Migration Decision
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A Diagrammatic Presentation

e Two sectors: rural agriculture and urban
manufacturing

e Labor demand in agriculture: AA’
e Labor demand in manufacturing: MM’
e Total labor force: 0,0y

e In a neoclassical, flexible-wage, full-employment
market economy, the equilibrium wage is
Wy =Wy
with 04L, workers in agriculture, and 0,L), workers
employed in urban manufacturing.

All available workers are employed.

7-29
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Figure 7.12 The Harris-Todaro Migration
Model

Agricultural wage rate
Manufacturing wage rate
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When urban wages are set to be W,

e Suppose there is no unemployment

e OyL, workers get urban jobs, 0,L,, workers
settle down in rural areas at 0,W,* wages

e There is a wage gap

e Rural workers are willing to take their
chances in the urban job lottery

Copyright © 2012 Pearson Addison-Wesley. All rights reserved. 7 31
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Figure 7.12 The Harris-Todaro Migration
Model
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7.6 Toward an Economic Theory of Rural-
Urban Migration (cont’'d)

Wa=r2 (Why) + (1 - 72)0

—‘flljlfs:/ us. L
emf/mjme«,{- recfe M&“’F onmwf refe M -
Wa = (W)
Lus
Where

W , 1s agricultural income,

Ly (0, 1s employment in manufacturing
Ly 1s total urban labor pool

W, is the urban minimum wage
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7.6 Toward an Economic Theory of Rural-
Urban Migration (cont’'d)

Case 1: WA=£“—M (Wyy), indif ferent
Uus

Ly
Case 2: W, > L_M (Wy), stay in rural
Us
Ly —— .

Case 3: Wy < — (W,,;), migrate to urban

LUS

7-34

Copyright © 2012 Pearson Addison-Wesley. All rights reserved.



AN 8 KO RS S 3 LS H Y ERINRE P BV O BBV B B o L [B1KOA R S
Figure 7.12 The Harris-Todaro Migration
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e It shows the probability of urban job success
necessary to equate agriculture income W,
with urban expected income (Ly,>L,s) (Wy,),
thus causing a potential migrant to be
indifferent between job locations.

e The locus of such points of indifference is
given by the gg’ curve.

e The new unemployment equilibrium occurs
at point Z, where the urban-rural actual
wage gap is Wy -W,.

e OyLA-OyLy are either unemployed or
engaged in low-income informal sectors.
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7.6 Toward an Economic Theory of Rural-
Urban Migration (cont’'d)

ﬁ

e Five Policy Implications
— Reduction of urban bias

— Imbalances in expected income opportunities is
crucial

— Indiscriminate educational expansion fosters
increased migration and unemployment

— Wage subsidies and scarcity factor pricing can
be counterproductive

— Programs of integrated rural development
should be encouraged
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7.7 Summary and Conclusions: A Comprehensive
Migration and Employment Strategy

Create a urban-rural balance
Expand small-scale, labor intensive industries
Eliminate factor price distortions % &s 7

Choose appropriate labor-intensive technologies
of production

Modify the linkage between education and
employment

Reduce population growth
Decentralize authority to cities and neighborhoods

INFPIRE AR HT I
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e FExercise 1:
(Chapter 7) Draw a diagram such as Figure 7.12 in the text. That is, put the agricultural

wage rate, WA, on the left vertical axis, the manufacturing wage rate on the right vertical

axis, label the lower-right origin OM and the left origin 0A. Graph the agricultural labor
demand curve AA' as a function sloping downward from left to right. Graph the

manufacturing labor demand curve MM' as a function sloping upward from left to right.
Label the point of intersection E. Finally, add the migration indifference curve as a
function that lies above point E, and slopes upward but is not as steep as MM'. Label this
function qq'.

a) If wages in both sectors are perfectly flexible, what will be the wage rate in both
sectors? Label these wage rates Wa* and Wn*.

b) Suppose a minimum wage is put into effect in the manufacturing sector. This
minimum wage, YWy, occurs where the migration indifference curve crosses MM'. If
no unemployment is allowed (and there is no informal sector), what will be the
wage in the agricultural sector?

c) How many workers will be employed in the manufacturing sector? Mark this
distance as OmbLw.

d) How many workers will be employed in the agricultural sector? Mark this distance as
Oalm.

e) If migration occurs, how many workers will migrate? 239
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Exercise 2: If the rural wage is 4 and the
formal urban wage rate is 10, there will be
rural to urban migration if the formal urban
unemployment rate is

e (2)50% ,
A= T Wy

° (b)600/0 Lyg o

* () 70% Z- Lo =>/77/t:0‘é

e (d)all of the above * “*

Wy < (- u) W

2 U<o)
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1. The notion that cities are generally formed because they provide
cost advantages to both consumers and producers is known as

A.urban giantism. |

B. first-city bias.

{C. 4sglomeration (£ %) externalities.

D.urban attenuation (3T %8, the process by which certain
effects in the urban environment gradually diminish as the
distance from the city center increases, such as noise, pollution,
and the urban heat island effect).

2. An argument supporting promotion of the urban informal sector
1S

A’ the formal sector 1s incapable of providing enough employment.
B. informal sector workers are poorly educated.

C. 1t uses a relatively high capital intensity.
D. it would reduce urban bias.
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