RAPID GROWTH OF VICTORIAN CITIES POWERED THE BRITISH ECONOMY; TODAY, PLANNING RESTRICTIONS HAMPER COMPARABLE GROWTH

The fast-growing cities of Victorian Britain have many lessons for how we manage today’s economy, according to a new research report by Professor Nick Crafts and Dr Tim Leunig. They argue that the need for some cities to grow means that we have to be careful about the constraints we place on cities:

‘Had well-intentioned planners implemented green belts in 1800, then Britain would not have been able to gain the “agglomeration economies” that so benefited the Victorian economy: we would not have become the workshop of the world.’

‘So too today: high-skill cities such as Oxford and Cambridge have the potential to be a centre of high-wage agglomeration cities, just like Liverpool and Manchester a century ago. But unlike Liverpool and Manchester a century ago, their growth is constrained by highly restrictive planning laws.’

Nineteenth-century Britain was as close as we will ever get to a textbook free market economy, the researchers note. The state was strong enough to enforce property rights, but not strong enough to constrain firms or individuals.

Firms could build factories where they liked, entrepreneurs could build houses where they liked and people migrated to take advantage of new opportunities – particularly as there was little in the way of a welfare state.

The result was huge migration to places that had previously been economic backwaters: four million moved to the coalfield regions alone. Cities grew in a way that just does not happen in modern day Britain.

Liverpool and Manchester grew by 500,000 and London by five million. Crewe was a tiny hamlet of under 50 houses in 1800, but by 1900 it was home to more than 42,000 people.

This work shows that cities mattered for the Victorian economy. Throughout the nineteenth century, productivity, even for manual workers, was higher in bigger cities than in smaller places.

This phenomenon is known as ‘agglomeration economies’. People doing the same job can do it better if they are surrounded by others doing the same thing.

This explains why the cotton industry was so heavily concentrated in Lancashire a century ago, and why finance is so heavily concentrated in London today. As the great economist Alfred Marshall put it, the mysteries of the trade become no mysteries.

The research shows that the nature of cities changed around 1900. The size of the city continued to matter, but for the first time the number of people living nearby began to matter as well. In short, commuting became possible for the first time.

Initially, the distances over which people commuted were very short, reflecting the relatively low speeds and relatively high prices of transport in that era. Since then, the distance that people have been prepared to commute has increased, although the time spent commuting is little changed.

The implications of these findings for today's Britain are clear. First, different industries have different preferences as to where they locate. You could not have moved a nineteenth-century cotton industry from Lancashire to London; nor today is it realistic to try to move the financial services industry from London to Lancashire.

A dynamic economy will almost certainly see some towns rise and some towns shrink. Liverpool grew spectacularly in the nineteenth century, but recently has fallen in size by almost half.

The research also shows both the power and the limitations of commuting. Commuting can be a powerful force over short distances, uniting places and raising incomes in the poorer area.

But once the distances rise, the benefits cease: commuting is only viable over distances that people are happy to commute and over which it is economic to commute.

The policy implications of the work have been presented to government economists at Business, Enterprise and Regulatory Reform and the Welsh Assembly.
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‘Transport Improvements, Agglomeration Economies and City Productivity: At What Point did Nineteenth-century Transport Improvements Raise British Wages?’ by Nick Crafts and Tim Leunig was presented at the Economic History Society's 2008 annual conference at the University of Nottingham, Friday 28 March to Sunday 30 March.
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