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Abstract

This dissertation encompasses three papers. My first paper contributes to the larger litera-
ture on the effect of individual-level characteristics on urban location choice by examining
whether young people aged 25 - 34 with a bachelor’s degree or higher are more likely to live
in central cities in 2011 than in 1990. In 1990 37% of 25 - 34 year olds (Baby Boomers)
living within a metropolitan statistical area (MSA) lived in a central city. By 2011 the
percentage of young people (Millennials) living in a MSA that lived in a central city had
declined to 33%. However, when 25 - 34 year olds are segmented by education it is clear
that this decline was driven by young people with less than a bachelor’s degree. Conditional
on living in a MSA the percentage of young people with a bachelor’s or advanced degree
that lived in a central city was approximately 36% in both 1990 and 2011. When I control
for individual-level characteristics I find that the effect of education on the probability of
living in a central city remains similar in both generations. I estimate that having a bach-
elor’s degree increases the probability that a 25 - 34 year old will locate in a central city
by 8.3% in 1990 and 8.2% in 2011. The increases in the probability of living in a central
city from having a master’s degree or a doctorate in 2011 are also similar in magnitude to
their counterparts in 1990. This is evidence that to the extent education plays a role in the
larger population of high human capital 25 - 34 year olds in cities it is due to a composi-
tion effect rather than cities becoming more attractive to educated people at the margin.
While educated young people are not more attracted to cities across generations there have
been some intertemporal regional changes. I also analyze individual cities in each region
to demonstrate that the regional changes obscure city level heterogeneity. I find that in
Cleveland, Chicago, New York and Portland the effect of a bachelor’s degree on living in
the central city of those MSAs increased from 1990 to 2011. In the Houston MSA the effect
of a bachelor’s decreased and in the Los Angeles and Atlanta MSAs the effect of a master’s
decreased.

In my second paper I use 2011 IPUMS data to estimate the effect of education on living
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in a central city for various age groups, with a focus on the 25-34 year old age group.
Consistent with other studies I find that the effect of education on living in a central city
declines with age but that this decline is not monotonic. For example, relative to a high
school graduate a bachelor’s degree increases the probability of living in a central city for
25 - 34 year olds by 8%, has no significant effect on 35 - 44 year olds, and increases the
probability by 4% for people over age 64. When I separate the 25 - 34 year old age group into
sub-populations several interesting results emerge. First, the effect that education has on
living in a central city varies by metropolitan statistical area (MSA). In MSAs that contain
cities that experienced a relatively large increase in their population of 25 - 34 year olds
from 2005 - 2011 the effect of a bachelor’s or advanced degree is positive. In MSAs that
contain cities in which that age group grew more slowly or declined the effect of a bachelor’s
or advanced degree is not statistically significant. This means that cities that experienced a
larger increase in their population of 25 - 34 year olds from 2005 - 2011 were more attractive
to the educated members of that age group. Second, the positive effect that a bachelor’s
degree has on living in a central city can largely be attributed to white 25 - 34 year olds.
I estimate that a bachelor’s degree increases the probability that a white 25 - 34 year old
will locate in a central city by 11% compared to that of a high school graduate, while a
bachelor’s degree has no effect on the probability that a black 25 - 34 year old will locate
in a central city. This difference is robust to specific MSAs. There are also differences by
gender; relative to high school graduates 25 - 34 year old males with a bachelor’s or master’s
degree are more likely to locate in a central city than similar females.

My final paper examines the effect of state government spending on city population
growth. State government spending as a percentage of gross state product (GSP) has been
increasing over the last 40 years. In 1970 state government spending as a percentage of GSP
averaged 13.8% across all 50 states. By 2000 it had risen to an average of 16.9% and by 2012
it had further increased to an average of 19.1%. As state government spending increases
relative to GSP it crowds out private investment, decreasing employment opportunities in

other parts of the state while simultaneously increasing them in the state’s capital where
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most of the government offices are located. As state spending increases and resources become
increasingly concentrated in capital cities the demand for labor will increase in MSAs that
contain capital cities relative to other MSAs in the state. This demand increase for labor will
affect the population distribution of a state. Using data from IPUMS I find that conditional
on being a capital city an increase in state spending increases a city’s population, though
the effect is imprecisely measured. Additional data at both the MSA and year level will
allow me to more precisely measure the effect and examine whether it changes over time.
When I sub-sample the data I find that during the three decades from 1980 - 2010 state

government spending negatively impacted the population growth of non-capital cities.
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1 Location choice in early adulthood: Millennials versus Baby

Boomers

1.1 Introduction

“The suburbs are killing us, asleep when we should be dancing”!

So go the lyrics to the 2003 song from the band My Favorite. But are young people really
tired of the suburbs? Many urban planners, real estate analysts, and academics have been
predicting a revival in urban living?. They argue that Millennials® are increasingly residing
in walkable, dense urban areas and will continue to do so for the foreseeable future. This
recent optimism concerning urban renewal and the rebirth of city living is not new. Katz et
al. (1994) and the “New Urbanism” movement argued that there was already a large latent
demand for dense, walkable cities in the 1990s. But Glaeser and Shapiro (2003) concluded
that in the 1990s, like earlier post-war decades, people continued to move to warmer, drier
places and that cities built around the automobile remained more popular than those built
around public and other non-automobile modes of transportation.

Recently there has been an increase in city living among young people, but the increase
is not uniform across cities. Figure 1.1 shows the total and age 25 - 34 year old population
change from 2005 to 2011 for the top 50 major U.S. cities?. Cities to the right of the 45
degree line in Figure 1.1 experienced a larger increase in their population of young people
relative to their overall population. While the two numbers are correlated there are some
cities that stand out such as Phoenix, Baltimore, Raleigh, Cleveland, and Fort Worth. There
have been significant gains in the population of young people in dense, colder cities such
as Philadelphia (31.4%) Baltimore (31.9%) Washington D.C. (26.4%) and Boston (24.0%).
In fact Phoenix, a popular warm, dry city and an example of urban sprawl, experienced a

decline of 8.7% in its population of 25 - 34 year olds during this time period.

!Lyrics from the song “The Suburbs are Killing Us” by My Favorite, 2003

2See Speck (2012), Gallagher (2013), Leinberger (2012), and Ehrenhalt (2013) among others.

3 Although there is no official birth year range for the millennial generation, a commonly used range is
1982 — 2004.

“Here cities means political cities, not MSAs.



This paper contributes to the larger literature on how individual-level characteristics
impact urban location choice (Sander 2004 and 2005, Sander and Testa 2013, Edlund 2005,
Black et al. 2002, Lee 2010). Sander (2004 and 2005) shows that earning a bachelor’s degree
or more has a statistically significant and positive effect on locating in central cities. I extend
the analysis in Sander (2005) in order to test whether this effect has changed over time and
if it can help explain the recent increase of 25-34 year olds locating in cities. I estimate that
having a bachelor’s degree increased the probability that a person in the 25 - 34 age group
lived in a central city by 8.3% in 1990. In 2011 having a bachelor’s degree increased the
probability of locating in a central city for people in that same age group by 8.2%. Having
a master’s degree increased the probability of living in a central city by 14.3% and 11.7%
in 1990 and 2011 respectively. Having a doctorate increased the probability by 13.5% in
1990 and 12.4% in 2011. These results indicate that the magnitude of the various education
effects, particularly the effects of a bachelor’s or doctorate, have remained relatively constant
over time. In this paper I argue that to the extent education explains the increase in the
population of 25 - 34 year olds in major cities it is due to a composition effect rather than a
substantial increase in the marginal effect; there are more high human capital 25 - 34 year
olds today than in the past, but high human capital young people have been attracted to
cities for several decades. To my knowledge this paper is the first to analyze the composition
effect of education on central city living.

The rest of this paper is structured as follows: Section 1.2 provides some facts to motivate
the analysis. Section 1.3 provides some background on the effect of education and race on
location choice. Theory and evidence from the recent literature as well as demographic
trends are used to explain how education affects the probability of living in dense urban
areas. Section 1.4 describes the data and the empirical approach of this paper. In section

1.5 the empirical results are presented and discussed. The last section concludes.



1.2 Recent trends in city living

Table 1.1 shows that the proportion of all people living in a central city within an MSA
has declined from 0.35 in 1990 to 0.28 in 2011. The 1990 proportions were calculated using
the 1990 1% census sample from the Integrated Public Use Microdata (IPUMS). The 2011
proportions were calculated using the 2011 1% American Community Survey (ACS) data
from IPUMS. The proportion living in a MSA has increased slightly from 0.76 to 0.77. For
the 25 - 34 year old age group the proportion living in a central city also declined from 0.37
to 0.33 while the proportion living in an MSA increased from 0.78 to 0.80. The information
in Table 1 means that the proportion of people living in a MSA but not the central city
increased from 1990 to 2011 for both the overall population and the 25 - 34 age group.
However, when [ separate the 25 - 34 year old age group by sex and education a different
trend emerges that supports the claim that young educated people are still locating in central
cities. Table 1.2 shows the proportion of 25 - 34 year olds living in a central city by sex
and education in both 1990 and 2011 as well as the difference between the two years. The
levels of education are greater than or equal to a bachelor’s degree and less than a bachelor’s
degree. The first row shows the proportion of 25 - 34 year olds living in a central city, which
declined from 0.37 in 1990 to 0.33 in 2011. But when the total is separated by education it
is clear that the decline can be attributed to the decline in the proportion of people with less
than a bachelor’s degree living in a central city. The proportion of people aged 25 - 34 with
a bachelor’s degree or more that lived in a central city is not statistically different across the
two sample years, 0.37 to 0.36. The proportion of people with less than a bachelor’s degree
declined from 0.37 to 0.31. This relationship holds when 25 - 34 year olds are separated
by sex as well. The proportion of males with a bachelor’s degree or more that lived in a
central city is not statistically different across the two sample years while the proportion
of males with less than a bachelor’s degree that lived in a central city declined by 0.07.
The proportion of females that lived in a central city declined from 1990 to 2011 for both
education groups but the decline was larger for females with less than a bachelor’s degree;

0.06 versus 0.01. These statistics show that people who have earned a bachelor’s degree or



more in the 25 - 34 age group are relatively more likely to locate in a central city than their
less educated counterparts in 2011 than in 1990. Young, less educated people choosing to
not locate in central cities can contribute to the narrative that cities are increasingly being
populated by highly educated 25 - 34 year olds since the sub-populations will change relative
to one another.

Tables 1.3 - 1.5 present the proportion of the 25 - 34 year old age group in a particular
MSA that lived in the central city of that MSA. The MSAs are separated by region. As an
example, the number in the first row and the first column of Table 1.3, 0.336, reveals that
among the total population of 25 - 34 year olds living in the Baltimore MSA, approximately
34% lived in the central city in 1990. In 2011 the proportion had declined to 0.29. But
similar to the tables discussed earlier, the proportion of 25 - 34 year olds with a bachelor’s
degree or higher that lived in the central city within the Baltimore MSA increased from
0.26 in 1990 to 0.29 in 2011. The proportion of 25 - 34 year olds with less than a bachelor’s
degree that lived in the central city within the Baltimore MSA declined from 0.37 to 0.29.
This means that a larger portion of the educated 25 - 34 year olds living in the Baltimore
MSA lived in the central city in 2011 compared to 1990. A similar increase in the proportion
of educated 25 - 34 year olds living in the central city occurred in Boston (0.23 to 0.35) |
New York (0.49 to 0.60), Philadelphia (0.26 to 0.35), and Washington D.C (0.24 to 0.31). In
Boston, New York, and Philadelphia the total proportion of 25 - 34 year olds living in the
central city within those MSAs also increased, but the increase was largest for those with a
bachelor’s degree or higher. Table 1.5 shows that Midwestern cities Chicago and Milwaukee
experienced an increase in the proportion of 25 - 34 year olds with a bachelor’s degree or
higher that lived in the central city. There was an overall increase in Chicago as well. In
the West, Denver, Sacramento, and Seattle experienced both an increase in the proportion
of 25 - 34 year olds with a bachelor’s degree or higher that lived in the central city and an
overall increase in the proportion of 25 - 34 year olds that lived in the central city. In total,
10 of the 15 MSAs experienced an increase in the proportion of 25 - 34 year olds with a

bachelor’s degree or higher that lived in a central city of the MSA, while 6 out of 15 of the



MSAs experienced an overall increase in the proportion of that age group that lived in a
central city. In Section 1.5 I control for individual-level characteristics in order to examine

whether educational attainment impacted these trends.

1.3 Why educated people live in cities
1.3.1 High human capital people value consumption and production variety

There has been a steady increase in educational attainment across all education levels in
the U.S. since the 1970s. Thirty one percent of people 25 and over had at least a bachelor’s
degree in 2012, up from 12% in 1971. The increase in educational attainment is especially
large amongst women. From 2002 to 2012 there was a 29% increase in the number of
woman obtaining a bachelor’s degree and a 52% increase in the number of women obtaining
an advanced degree, compared to a 22% and 28% increase for men, respectively®. Figures
1.2a - 1.2d show the proportion of 15 - 29 year olds enrolled in college and the proportion
of 20 - 29 year olds earning a bachelor’s degree, master’s degree, and doctorate by sex from
2000 - 09. Both enrollment and degrees awarded across all levels have been increasing over
the time period shown. One interesting takeaway from these figures is that females are
earning more degrees than males.

As Adam Smith (1776) noted, specialization in both production and consumption is
limited by the extent of the market. High human capital workers are attracted to cities
because they are places of innovation, where new work is created out of old work (Jacobs,
1970). The more educated and specialized workers become, the higher their opportunity cost
in the form of lost wages if they do not locate in relatively large cities where the demand for
their skills is the highest. Higher demand for their skills in the form of numerous potential
employers also means that workers will be able to change jobs more easily, an idea first
introduced by Alfred Marshall (Glaeser et al., 2001). This is beneficial for the worker for

two reasons. First, if a firm experiences a negative productivity shock and its workers are

5U.S. Census Bureau CPS Historical Time Series Tables



subsequently released it will be easier for those workers to find new employment. Second, the
presence of many potential employers in a city allows workers to change jobs more frequently.
Often referred to as job hopping, this may be done in the pursuit of new skills, a better work
environment, a better employer match, increased pay or some combination of these factors.
Peri (2002) also concludes that the presence of “learning externalities” in cities leads to more
people locating in urban areas in their youth in order to obtain job skills. Depending on the
job and city specificity of the skills young people may choose to leave or stay in urban areas
as they age.

Glaeser et al. (2001) document the rise of “consumer cities”, a term used to describe the
situation in which educated people live in a city’s downtown to be closer to a wide variety
of consumption amenities even though they may work in the surrounding metropolitan
area. A reason for the higher prevalence of consumption options in cities is that in the
presence of positive transportation costs the more consumers there are in a fixed area the
more confident entrepreneurs can be that there will be enough demand to sustain their
business. Large, dense cities like Washington D.C., New York, and San Francisco are large
markets and as such have numerous specialized consumption options not available in other
places. Handbury and Weinstein (2014) estimate that a doubling of a city’s population is
associated with a 20% increase in the number of available grocery items with unique bar
codes. Lee (2010) argues that variety is a luxury good and provides evidence from the
healthcare industry that very high skilled workers are willing to pay for variety by accepting
lower real wages in cities. Schiff (2013) finds that population is an important factor in
the availability of various cuisines, with the largest, densest cities having the most types
of cuisines. He also finds that cities with a larger percentage of college graduates have
a greater variety of cuisines. Waldfogel (2008) finds that when educated people cluster
together a positive consumer spillover takes place and restaurants and shops that cater to
their shared preferences will appear in the vicinity to sell to them.

Another reason that college graduates prefer to live in cities has to do with relationships.

The increased demand for college and advanced degrees along with the increase in the



number of women who desire to have a career are both contributing factors to marriage
decisions being postponed. Figure 1.3 displays the median age at first marriage for both
males and females since 1950. In 2011 it was nearly 29 for men and 27 for women and has
been climbing steadily since the late 1970s. Today it is not uncommon for men and women
to be single into their late 20s and early 30s. Cities, with their large populations and high
population densities, provide more opportunities for single men and women to interact. The
large number of people also improves the chance of finding a compatible mate since there
are people with many different types of preferences.

Once couples do get married they need to solve the co-location problem®. Greenwood
et al. (2012) shows that assortative mating, i.e. people marrying people with the same
educational attainment, has risen since 1960. Data from the 2011 American Community
Survey (ACS) show that 71% of college graduates were married to another college graduate”.
Because more education leads to more production specialization married couples with high
levels of education often locate in cities and urban areas that provide a large number of jobs
in different fields in order to accommodate both partner’s career plans. Costa and Kahn
(2000) find that married couples in which both members have a bachelor’s degree or more
are increasingly likely to be located in the largest metropolitan areas®.

The cost of having children in the form of foregone work is higher for high human capital
parents who earn more income on average and is often cited as a reason for a decline in
fertility rates (Tamura, 1994, Becker et al., 1994, Becker and Tomes, 1994). Thus the
same increase in education that leads to men and women delaying marriage also leads to
fewer children. The birthrate in the U.S. has been falling; in 2010 there were only 58.9
births per 1,000 U.S. born women ages 15 — 44, down from 66.5 in 1990°. According to

the U.S. census bureau the overall U.S. fertility rate was two births per woman in 2012,

below the replacement rate of 2.1. Boustan and Shertzer (2013) use the birth of twins in

5Couples do not have to be legally married to be impacted by the co-location problem. Couples that are
in relationships in which they co-habit