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Transport improvements, agglomeration economies and city productivity: at what point did nineteenth-century transport improvements raise British wages?

“New economic geography” finds that the city agglomeration productivity effect comes not only from the size of the city itself, but from the size of its hinterland. Firms in the city are easily able to talk to suppliers, customers and other firms in the hinterland, improving their information set and decision making, whilst those who live in the hinterland can commute to the city, so contributing to agglomeration economies. The nineteenth century saw the rise first of railways and then of trams, allowing such activities to occur for the first time. Did this lead to a rise in productivity? We find that the size of a city’s hinterland had no effect on productivity in the nineteenth century. The cost of train travel, relative to earnings, remained high. But by the first decade of the twentieth century things had changed: train fares fell significantly relative to earnings, and convenient and very low cost trams became common. The productivity effect was real, but lower than is found in Britain today, probably reflecting the relative fall in the time, money and discomfort cost of travel in the last one hundred years. Nevertheless, we estimate that agglomeration economies raised urban wages by around 14 per cent, and GDP in England and Wales by around 8 per cent. This is in addition to earlier social savings estimates, and implies that railways and trams were worth around 14 per cent of GDP by 1906.

