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4.1   Introduction

In his pioneering article, Jefferson (1939) extolled the virtues of the largest 
or the primate city of each nation. For Jefferson, in almost every country, the 
primate city, usually a capital city, housed the fi nest wares, the rarest articles, 
the greatest talents and skilled workers and, more importantly, was the 
center of its national culture, pride, and infl uence. According to Jefferson’s 
calculations, the national capitals of many Latin American nations such as 
Mexico, Peru, Argentina, Cuba, Bolivia, and Chile followed this pattern as 
did those of many European nations. Jefferson was also aware that America 
was a major exception to this rule. While “capital” was synonymous with 
“primate city” almost everywhere else, it was not so in America. In America, 
the word capital was limited to political capitals, often very unimportant 
towns. But at the same time that America distinguished itself  from the rest 
of the countries—or, at least those of its same hemisphere—because of the 
unimportant cities where political authorities had their seat, it also enjoyed 
a highly superior level of welfare. Could these two facts be related?

In this chapter we intend to present an answer to that question by explor-
ing the causes of urban primacy in the Americas and linking them to the 
long- run determinants of growth. To study these issues we use Jefferson’s 
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1. In Latin America, Morse (1971), using the share of the population of the largest city as 
a measure of primacy, fi nds that urban primacy arose in Argentina and Cuba around 1800, in 
Colombia, Mexico, and Peru in 1850, and in Brazil and Venezuela by 1900. In all of these cases, 
the primate city was also the national capital. McGreevey (1971), using a measure based on the 
Pareto distribution of city sizes, dates the rise of urban primacy in Mexico to as early as 1750, 
Cuba to 1825, Chile to 1830, Argentina to 1850, Brazil to 1880, Peru to 1925, and Venezuela and 
Colombia to 1950. By 1970, Portes (1976) argues, most Latin American countries, except per-
haps Brazil and Colombia, exhibited signifi cant urban primacy characteristics. In the United 
States, by contrast, urban primacy is rarely seen as a key feature of its urban development; the 
distribution of city sizes have favored the medium-  to small- size cities over time (Kim 2000).

general insight that urban primacy is often characterized by a disproportion-
ate concentration of population in capital cities.1 However, unlike Jefferson’s 
and most other studies that focus on the impact of national capitals, we also 
investigate the role of provincial or state capitals in Latin America and the 
United States. In Latin America, not only is the national capital often the 
largest city in the nation, its provincial capitals are also often the largest 
cities in its provinces. By contrast, in the United States, where urban primacy 
is not a major feature of its urban development, its national capital is not 
the largest city in the nation and the majority of its state capitals are often 
quite small.

We suggest that these differing patterns of capital city development in the 
Americas is most likely caused by differing levels of political centralization 
that can be traced back to colonial times. When political power is centralized 
in the executive branches of the federal and provincial governments, as is the 
case in much of Latin America, government resources and regulations are 
most likely to benefi t the capital cities at the expense of noncapital cities and 
rural areas. On the contrary, when political power is decentralized in state 
and local governments, as is the case in the United States, the distribution of 
government resources will often depend on the competitive ability of local 
and state governments to raise revenues from their economic bases. In the 
United States, the devolution of political power has also tended to redistrib-
ute incomes from the wealthy to poor areas. To the point that urban primacy 
boosted by centralized regimes may entail productivity losses—namely, by 
misallocating resources—it is clear that certain institutional arrangements 
may be less conducive to growth in the long- term. In fact, urban primacy 
may be one of the factors that account for the persistence of institutions 
across time. Acemoglu, Johnson, and Robinson (2001) have shown that the 
present institutional structure in most developing countries mirrors the one 
set up by European colonial empires between the sixteenth and the eigh-
teenth centuries and is responsible for present differences in income between 
countries. In terms of our analysis, it could be said that centralized colonial 
regimes resulted in unbalanced and inefficient distributions of population 
that, at the same time, hindered growth, and conditioned and limited further 
institutional change.

We motivate our empirical study by considering some theoretical argu-
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2. For example, in Ades and Glaeser’s (1995) sample, seventy- seven out of eighty- fi ve cities 
are national capitals; thus, when they drop noncapital cities from their analysis, their results 
are unchanged.

ments that suggest that urban primacy depends on productivity and political 
centralization. On the one hand, in assuming a politically decentralized region 
where the mainland and the hinterland independently choose their level of 
taxes and of public goods investment, primacy only arises if  the mainland is 
more productive than the hinterland. On the other hand, in a nation/region 
said to be politically centralized—where the mainland government has the 
power to set taxes and levels of expenditures on the public goods of both 
mainland and hinterland economies—primacy depends on productivity and 
on the relative importance the government gives to the welfare of each loca-
tion’s residents. If  mainland citizens are considered more important than 
hinterland citizens, then urban primacy will arise; however, if  the govern-
ment is more balanced in its valuation of the different citizens’ welfare, then 
urban primacy is lower than in the decentralized scenario. Thus, we suggest 
that the relationship between political centralization and urban primacy 
depends critically on the relative weight given to the mainland relative to 
the hinterland economy in a central government’s welfare function. We also 
sketch some arguments that explain why urban primacy may be associated 
to resource misallocation and, in the long run, productivity losses. This is 
particularly important since it may partly explain differences in long- term 
growth performance between British North America and Latin America 
after both regions gained independence from their metropolis.

In order to estimate the impact of capital cities on urban primacy in the 
Americas, we construct extensive data on all cities greater than 2,500 and 
25,000 for seven Latin American countries in 1900 and for eighteen Latin 
American countries and the United States in 1990. It is important to note 
that our data set differs signifi cantly from those of earlier studies such as 
Ades and Glaeser (1995) and Henderson (2002) whose samples consist only 
of the largest national capital and noncapital cities around the world. Unlike 
these studies, we are able to estimate the impact of national and provincial 
capital city status on population in comparison to the full sample of non-
capital cities within each country controlling for other factors that might 
cause population concentration.2 As controls, we include geographic vari-
ables such as land area, longitude, latitude, coastal perimeter, and nearness 
to port or navigable river, climate variables such as temperature, rainfall, 
and sunshine and, in the case of the United States, some economic variables 
as well.

Our estimates indicate that the impact of national capital status on popu-
lation concentration in Latin America was already quite signifi cant by the 
beginning of the twentieth century and only grew in importance over time. 
Using only land area as the control variable to maintain consistency across 
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3. In general, the estimated coefficients on capital city dummy variable is relatively robust to 
the inclusion of other control variables. While the use of land area as a control variable might be 
seen as problematic as land area is partly endogenous, our results are even sharper if  land area 
is excluded. In addition, most other studies such as Ades and Glaeser (1995) and Henderson 
(2002) also include land area as one of the independent variables. More recently, Campante 
and Do (2009) propose a new method for studying the impact of spatial concentration around 
a center or capital point. For important earlier cross- country studies on urban primacy, see 
Rosen and Resnick (1980) and Wheaton and Shishido (1981).

countries, we fi nd that in 1900 the national capital status increased popu-
lation by 523 percent, but by 1990 the fi gure rose to 677 percent for the same 
sample (919 percent for the full sample).3 On the other hand, the impact of 
provincial capital status in Latin America was quite modest in 1900 as it 
increased population by 70 percent; however, its impact rose to 353 percent 
by 1990 (232 percent for the full sample).

The relative importance of  national and provincial capital statuses on 
population concentration also varied by countries in Latin America. In 
1900, the national capital city status increased population concentrations 
by extraordinary amounts for Argentina and Brazil but slightly less so for 
Cuba, Chile, and Uruguay. However, for provincial capitals, the impact 
was only signifi cant for Brazil. In 1990, for which we have data for a larger 
sample, the national capital city effect was most signifi cant for Mexico fol-
lowed by Argentina, Paraguay, Colombia, and Peru. The provincial capital 
city effect generally increased for most countries over time, but it was much 
more signifi cant for Brazil, Colombia, and Mexico than countries like Nica-
ragua, Guatemala, El Salvador, Paraguay, Honduras, and Panama.

For the United States, by contrast, the impact of  national and state 
capital statuses on population concentration was quite modest in 1900 as 
they increased population by 70 percent and 15–29 percent, respectively. 
However, by 1990, the impact of the national capital status on population 
grew sharply to 475 percent whereas the fi gure remained relatively modest 
for state capital status at only 38 percent. Thus, according to our estimates, 
the main difference between the United States and Latin America by the 
end of the twentieth century was in the differing importance of provincial 
or state capital status on population concentration.

The fact that differences in the degrees of  urban primacy between the 
United States and Latin America grew over time is particularly interesting 
since it is correlated with the growing income gap between the same regions 
during the same period. In fact, while in 1900 the United States income per 
capita was about 3.67 times the Latin American one, in 1990 it was 4.57 times 
(data from Maddison 2003).

While the lack of generally accepted measures of political centralization 
makes it extremely challenging to link this factor to our empirical evidence 
on national and state capital statuses, we believe that there is a variety of 
evidence that can be used to support our hypothesis that urban primacy is 
caused by political centralization. With some important variations, whether 
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unitary or federal, most scholars believe that political power is highly cen-
tralized in the executive branches of federal and provincial governments in 
Latin America (Nickson 1995). First, most of the powerful political and eco-
nomic elites, including large landowners, live, work and socialize in capital 
cities. Second, the power to generate tax revenue is highly centralized in 
the federal government and the provincial and local governments rely on 
national transfers that are determined politically rather than economically 
(Sokoloff and Zolt 2006). Third, until recent times, the political and policing 
powers of the national capital city was under the control of the president and 
the federal government in many countries (Meyers and Dietz 2002).

Moreover, as we suggest in our theoretical section, there is considerable 
evidence that political centralization in the national and provincial capitals 
led to a signifi cant bias in the distribution of government resources to the 
capital cities in Latin America (Myers 2002). Most scholars consider Mexico 
to be one of the most politically centralized in Latin America as the federal 
government collects more than 90 percent of government revenues. Most 
of the revenues were likely to be funneled to capital cities and the remaining 
local governments received only 4 percent of those revenues in 1990 (Nick-
son 1995; Diaz- Cayeros 2006). In the earlier period under Porfi rio Díaz, the 
era between 1876 to 1911, it is estimated that Mexico City received more than 
80 percent of all government investments in infrastructure (Kandell 1988). 
While Argentina is seen to be less centralized than Mexico (Diaz- Cayeros 
2006), economic development was also severely biased in favor of capital 
cities due to centralized government decisions.

In the United States, by contrast, political power was highly decentralized 
toward states and localities until the second half  of the twentieth century 
when the federal government became more centralized (Skowronek 1982). 
However, U.S. state governments, unlike Latin American provincial govern-
ments, remain relatively decentralized as state legislatures continue to be 
strongly infl uenced by state- wide constituents. Political decentralization, 
as predicted by our model, also led to the competitive distribution of public 
goods across localities. Thus, between 1840 and 1990, local government 
expenditures represented the highest shares of government expenditures in 
the United States (Wallis 2000). In the second half  of the twentieth century, 
federal taxes and expenditures rose signifi cantly, suggesting the growing cen-
tralization of power in the federal government. However, due to checks and 
balances on executive power stemming from local congressional representa-
tion, the relative weight given to states and localities is likely to be much more 
balanced in the United States than in most of Latin America.

Finally, a last concern for our chapter is the fact that the capital city effect 
we capture in our regression may be, nevertheless, subject to endogeneity 
issues. To deal with them we show evidence that, unlike Europe and else-
where, where endogeneity of the location of capital cities may be a major 
problem (Ades and Glaeser 1995), the forces that led to the location of 
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political capitals in the Americas were largely exogenous from an economic 
point of view. In Latin America, national and provincial capitals were almost 
always important political capitals of the Spanish and Portuguese empires, 
most of which were initially chosen for military reasons (Portes 1976; Cor-
tés Conde 2008). In the United States, by contrast, the majority of capitals 
were founded or relocated in geographically central but undeveloped areas 
for political reasons. To illustrate our case, we trace the political factors that 
led to the founding of the locations of political capitals in Argentina and 
the United States.

This chapter is organized as follows. In section 4.2, we present our theo-
retical arguments about political centralization and population distribution. 
In section 4.3, we estimate the impact of national and state/provincial capital 
statuses on population concentration for Latin America and the United 
States between 1900 and 1990. In section 4.4, we explore the historical link 
between political centralization, capital city concentration, and urban pri-
macy. In section 4.5, we examine in some detail the forces that led to the 
founding of capital cities in the United States and Argentina. In section 4.6, 
we conclude our chapter with a summary.

4.2   Centralization and Urban Primacy—an Analytical Framework

In this section we will discuss theoretical considerations based on a model 
of political centralization and population distribution that is presented in 
the appendix of this chapter.

First of all, suppose a political region divided into two locations—the 
main city and the hinterland, in which a central government doesn’t exist—
an arrangement akin to a loose confederation that is fully economically inte-
grated and where migration between locations is costless. What should be the 
pattern of distribution of the population? As there is complete labor mobil-
ity, wages are expected to be the same across the region—to achieve that, 
initial differentials in productivity should be compensated by population 
movements. Therefore, intrinsically more productive locations—because 
of geographical reasons, for instance—are expected to be relatively more 
populated than less productive locations. This result also holds if  we include 
in our analysis local governments that tax and provide public goods. As long 
as they perform those activities within their location—that is, the hinterland 
or the mainland governments only tax their respective inhabitants and pro-
vide public goods only to them—the population will distribute according to 
differences in productivity; the level of public goods provision in the more 
productive region is expected to be higher as the level of taxes that can be 
withstood is higher. Initial productivity differentials may remain unaltered 
or be magnifi ed—but never reversed.

The situation is different when local governments are replaced by a 
unique central government that taxes economic activity across the region 
and decides the distribution of public goods across locations. This last issue 
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is crucial to our analysis: as long as public goods have a positive effect on 
productivity, some particular patterns of allocation in their provision may 
reverse geographically driven differences in productivity, thus having conse-
quences on the distribution of population. This brings us to a fundamental 
question: what are the determinants of  public goods allocation across a 
political region? A simple political economy assumption would be to con-
sider a central government with a welfare function that includes both the 
welfare of  hinterland and mainland citizens. The importance the central 
government gives to each one will necessarily impact on the allocation of 
public goods: if  the welfare of mainland citizens is considered to be more 
important to the central government than that of hinterland citizens, the 
practical consequence would be that mainland inhabitants will be provided 
with a relatively higher level of public goods than residents of the hinterland. 
If  the mainland is initially more productive than the hinterland, then the 
productivity gap between them would be exacerbated and, consequently, the 
population will move accordingly. If, in a similar initial context, the central 
government is more worried about the hinterland residents’ welfare, then the 
situation would be opposite: public goods provision would be greater in the 
hinterland, something that would contribute to a reversal in the productiv-
ity differentials and, therefore, a distribution of population biased toward 
the hinterland. Within the framework we have just sketched, then, urban 
primacy may arise from a centralized government that caters mainland citi-
zens in a disproportionate way, exacerbating or even reversing productivity 
differentials in favour of capital cities and thus triggering incentives for the 
population to establish themselves physically close to political authorities.

Central governments that care about the mainland more than the hinter-
land not only cause urban primacy but also have economic consequences in 
the long run. In fact, they may entail an inefficient distribution of population. 
Suppose a case where the hinterland is vastly more productive than the main-
land. In a decentralized regime, the former would be expected to be more 
populated than the latter. If, then, a centralized government emerges and 
taxes equally all the country but concentrates its investment in the mainland, 
what happens is practically a transfer of resources from the more productive 
region to the less productive one. The capital city becomes crowded with 
migrants coming from the hinterland, who leave their original site in order to 
have a better access to public goods. But if  the productivity- enhancing effect 
of public goods is assumed to be variable—for instance, high productivity 
locations may benefi t more from an additional unit of public good than low 
productivity locations—then there may be an efficiency loss in reducing the 
provision of public goods in the hinterland and raising it in the mainland; 
the transfer implies a misallocation of resources. In particular, suppose the 
productivity- enhancing effect of public goods has the shape of an inverted 
U—very low and very high productivity locations enjoy a small effect, while 
middle productivity locations benefi t the most from public goods provision. 
In this sense, reallocating public goods provision away from the hinterland 
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4. Ades and Glaeser (1995) argue that the political power of the capital city is greater when 
governments are weak and respond to local pressure, have large rents to dispense, and do not 
respect the political rights of the hinterland. They also argue that the benefi ts of proximity to 
political actors are likely to increase when infl uence comes from the threat of violence, distance 
makes illegal action more difficult to conceal, and distance lowers access to information and 
communication between political agents and government.

5. The primacy of Seoul, Korea, has been associated with the need to locate in the capital 
city to lobby and obtain export and import licenses and loans from the Korean government 
bureaucracy (Henderson 2002).

6. In Argentina, for example, Walter (1993) writes that economic and political elites, includ-
ing the agricultural landowners of the Pampas, live in their capital city of Buenos Aires. A 
similar story unfolds in Chile where the landed and capitalist elites intermarried and formed 
tight political bonds in their capital city of Santiago (Zeitlin and Ratcliff 1988; Walter 2005).

can entail efficiency costs both in situations where the mainland is compara-
tively more productive or less productive. As long as these efficiency costs 
persist in time, the urban primacy that emerges from a centralized regime 
may be partly responsible for long- term differences in productivity across 
countries with different political regimes. The case of British North America 
and Latin America, as we present in section 4.4, is particularly relevant in 
that respect.

4.3   Capital Cities and Urban Primacy

The analytical framework sketched in the previous section suggests that 
urban primacy is due to two important factors: economic factors that affect 
productivity and political factors that affect the geographic distribution of 
public goods. In this section, we attempt to identify the impact of political 
factors by estimating the infl uence of capital city status, both national and 
state/provincial, on population concentration after controlling for other 
factors that might affect productivity. In nations with centralized political 
power, the political and economic elites often reside in political capitals and 
have the means and the incentives to place a higher weight, �, which increases 
urban primacy. Thus, capital city status is likely to capture the infl uence of 
political centralization on population.

The literature on urban primacy also provides a variety of reasons for 
why capital cities contribute to primacy. Capital cities may become signifi -
cantly larger due to their advantage as the centers of governments.4 First, 
government agencies and workers are concentrated in capital cities. Second, 
since governments make laws and redistribute income, capital cities may 
attract signifi cant lobbying activity. To the extent that political corruption 
or rent- seeking behavior contributes to primacy, their impact is likely to be 
manifested in the growth of capital cities.5 Finally, capital cities may attract a 
disproportionate share of government resources for local infrastructure and 
amenities. In many Latin American countries, the political and economic 
elites who disproportionately reside in capital cities may have little political 
incentives to distribute resources to smaller cities.6
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We estimate the following equation:

(5) ln(pop)i � �1 � �1Ncapitali � �2 Pcapitali � �3 Excapitali 
 � �3 ln(landareai) � �4 Xi � εi,

where the Ncapital and Pcapital are dummy variables for whether a city is 
a national or provincial/state capital, Excapital for whether a city was a ex- 
national capital, landarea is the area of the city in km2, and Xi are exogenous 
controls. For Latin America, the Xi control variables consist of the positional 
variables, latitude, longitude, altitude; the geographic variables, coastline 
and river dummies; and the climate variables, January, July, annual average 
temperatures and annual average precipitation. For the United States, our 
control variables differ somewhat due to data availability.

The data consist of  all cities with populations greater than 25,000 for 
seven Latin American countries and the United States circa 1900, and for 
eighteen Latin American countries and the United States in 1990. For Latin 
American countries, we also have data for cities with populations greater 
than 2,500. Cities in general are defi ned as municipalities rather than as urban 
or metropolitan areas. In Latin America, we use the second administrative 
division; in the United States, we use the municipality. We provide detailed 
information on defi nitions and sources of our data in the appendix.

Table 4.1 presents the basic descriptive information on the provinces and 
states of the countries in the Americas. There were considerable variations in 

Table 4.1 Descriptive statistics of the provinces/states in the Americas

   Number  Population (1,000) average (sd)  

Argentina 24 1,510.8 (2,757.6)
Bolivia 9 919.4 (820.0)
Brazil 27 6,809.7 (8,184.0)
Chile 53 285.2 (647.1)
Colombia 32 1,295.9 (1,831.2)
Costa Rica 7 544.3 (382.0)
Cuba 15 749.3 (467.0)
Ecuador 24 503.5 (704.7)
El Salvador 14 410.3 (365.1)
Guatemala 22 510.0 (497.4)
Honduras 18 337.6 (298.4)
Mexico 32 3,228.6 (2,793.7)
Nicaragua 17 300.7 (268.6)
Panama 12 236.6 (376.4)
Paraguay 18 286.8 (315.6)
Peru 26 1,003.8 (1289.1)
Uruguay — —
Venezuela 24 960.5 (756.9)

 United States 49  5,042.0 (5,486.6)  

Note: Dashed cells indicate no entry.
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the number, average population, and land area of provinces/states across the 
countries. In general, the larger countries such as the United States, Brazil, 
and Mexico generally had a greater number of provinces/states as well as 
higher average population per province/state.

Table 4.2 reports descriptive statistics of the cities in our regression data 
sample. As expected, the data suggest an increase in the urban concentration 
of population in the largest cities in Latin America as compared to those 
in the United States over time. In 1900, for cities with populations greater 
than 25,000, the average size of cities in Latin America was less than half  of 
those in the United States; however, by 1990, it was larger than those of the 
United States. In addition, whereas the number of cities in this size category 
rose over ninefold for the United States during this period, the increase in 
the number of cities in Latin America was much more modest.

In table 4.3, we report the regression estimates for the pooled sample of 
Latin American countries for the period around 1900 and 1990. In tables 
4.4 and 4.5, we present similar regressions for the United States and the 
individual countries in Latin America, respectively.

The national and provincial capital statuses increased population in all 
countries but did so to a much greater extent in Latin America than in the 
United States. Based on the seven subset of Latin American countries in 
1900, the data show that the importance of national capital status on popu-
lation was already very high in 1900 and remained so through 1990; however, 
the relative importance of provincial capital status rose signifi cantly over 
this period. By contrast for the United States, the importance of national 
capital status rose over time but that of state capital status remained rela-
tively unimportant over time.

The absolute values of the capital city coefficients were sensitive to the 
choice of  sample size (population greater than 2,500 or 25,000). When 
cities are defi ned as having a population greater than 2,500, the national 
capital and provincial capital coefficients were much larger, especially for 
the latter.

The national capital status increased population by 523 percent for the 
seven Latin American countries in 1900; in 1990, for the same sample of 
countries as in 1900, the fi gure rose slightly to 677 percent, whereas for the 
full sample of the eighteen Latin American countries, the national capital 
status increased population by 918 percent. By contrast, in the United States, 
national capital status increased population by only 70 percent in 1900, but 
by 493 percent (216 percent for 1900 sample) in 1990.

Provincial capital status increased population by 70 to 127 percent for the 
seven Latin American countries in 1900, but the fi gure rose markedly to 353 
percent in 1990 for the same sample of cities. For the full sample of eighteen 
countries in 1990, the impact was slightly smaller at 232 percent. For the 
United States, state capitals remained a much less infl uential magnet for 
population as their impact rose from 15 percent to 42 percent between 1900 
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and 1990. However, for the sample of 1900 cities, the impact of state capitals 
on population continued to remain tiny at 11 percent, even in 1990.

As shown in table 4.6, there were signifi cant variations with the Latin 
American countries. For the smaller sample of countries in 1900, national 
capital city effect was already quite signifi cant for Argentina and Brazil and, 
to a lesser extent for Cuba, Chile, and Uruguay. On the other hand, provin-
cial capital effect was only sizeable for Brazil. By 1990, the data indicate that 
the national and provincial capital city effects for a great majority of Latin 
American countries were greater than those for the United States. In some 
countries like Mexico, Colombia, and Peru, both national and provincial 
capitals played important roles; in Argentina and Chile, national capitals 
were more important than provincial capitals; and in Bolivia and Brazil, 
provincial capitals were more important than national capitals. However, 
Brazil’s case is rather unusual since its national capital was changed from 

Table 4.4 Log of population on capital city status for United States: 1900 and 1990

   

1900

 

1990 (1900 sample)

 

1990

25,000�   25,000�   25,000�   

National capital 0.53∗∗∗ 0.52∗∗ 1.15∗∗∗ 0.80∗∗∗ 1.78∗∗∗ 1.82∗∗∗
(0.18) (0.26) (0.10) (0.23) (0.05) (0.05)

State capital 0.14 0.26∗∗ 0.10 0.20∗ 0.35∗∗∗ 0.37∗∗∗
(0.13) (0.11) (0.14) (0.11) (0.11) (0.11)

ln(landarea) 0.58∗∗∗ 0.58∗∗∗ 0.66∗∗∗ 0.72∗∗∗ 0.52∗∗∗ 0.48∗∗∗
(0.08) (0.08) (0.07) (0.09) (0.03) (0.03)

Latitude — 0.02 — 0.11∗ — 0.02∗∗∗
(0.04) (0.06) (0.01)

Longitude — –0.02∗∗∗ — –0.03∗∗∗ — –0.01∗∗∗
(0.01) (0.01) (0.00)

Port dummy — 0.50∗∗∗ — 0.44∗∗∗ — 0.71∗∗∗
(0.14) (0.15) (0.09)

River dummy — 0.21∗∗ — –0.03 — 0.22∗∗∗
(0.10) (0.10) (0.06)

Precipitation 
(annual avg)

— –0.00 — –0.00∗∗∗ — –0.00∗∗∗
(0.00) (0.00) (0.00)

Temperature 
(annual avg)

— 0.06 — 0.16∗∗ — 0.03∗∗∗
(0.05) (0.08) (0.01)

R2 0.44 0.54 0.59 0.69 0.46 0.54
Number of 

Observations 160 160 157 157 1,066 1,066
F- test  557  217  531  284  8,875  3,632

Notes: Robust standard errors are shown in parentheses. The F- test tests the joint signifi cance of the 
controls included in the regression. Dashed cells indicate no entry.
∗∗∗Signifi cant at the 1 percent level.
∗∗Signifi cant at the 5 percent level.
∗Signifi cant at the 10 percent level.
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Salvador to Rio de Janeiro and then to Brasilia. In general, the importance 
of provincial capitals in Latin America seems have grown over time. This 
result is particularly important since it can be considered a proof of  the 
historical persistence of  urban primacy. As long as the determinants of 
population distribution haven’t changed during the twentieth century, the 
empirical evidence can also be the refl ection of a set of institutional incen-
tives that has remained unchanged—something in line with the arguments 
of Acemoglu, Johnson, and Robinson (2001) about the colonial origins of 
present differences in income.

In 1990, the impact of national capital status on population was the high-
est for Mexico (Mexico City) at 14,017 percent and then for Peru (Lima), 
Colombia (Bogota), and Argentina (Buenos Aires) at over 2,281 percent. By 
contrast, capitals in El Salvador (San Salvador), Brazil (Brasilia), Bolivia 
(Santa Cruz), and Costa Rica (San Jose) had lower impact than those of 
the United States (Washington, DC) and Canada (Ottawa). Interestingly, 
Brazil’s previous capital, Rio de Janeiro, enjoyed greater ex- capital status 
benefi ts than its current capital. For the same year, provincial capital status 
increased population by 1,167 percent in Brazil, 617 percent in Mexico, 
464 percent in Colombia, and 376 percent in Cuba. In Bolivia, Venezuela, 
and Peru, the fi gure was around 282 percent; Argentina, Ecuador, and Chile 
was around 200 percent; only Honduras and Panama’s provincial capitals 
had smaller impacts than the United States’ state capitals.

4.4   The Historical Roots of Urban Primacy in the Americas

Having presented the empirical results of our study, it is useful now to 
explore the historical process that is behind the present outcome. To do so, 
in this section we compare and contrast the forces that led to differences in 
political centralization in the Americas and, ultimately, to divergent patterns 
in urbanization. Central and South America had historically more central-
ized regimes than North America, which is deeply decentralized—even at 
municipal levels. As we will see, these differences may have emerged from 
different patterns of colonial administration, which at the same time have 
also been determined by factor endowments as Engerman and Sokoloff 
(1997) suggest.

The modern United States was, in the sixteenth century, a vast and scarcely 
populated territory deprived of mineral resources considered valuable in the 
European continent in those times; the soil quality and climate made the 
region apt only for grain cultivation and livestock raising. Given the set of 
relative prices existent in that period—with precious metals and tropical 
products being highly valuated—those activities were not particularly prof-
itable and, therefore, the fl ow of resources toward British North America 
was signifi cantly lower than the one directed to the silver- mining regions of 
Mexico and Bolivia or to the coffee plantations in Brazil. In fact, the fi rst 
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settlers of North America were not economic migrants but, rather, political 
migrants, while the millions of  Africans brought to Central and South 
America were used as slaves in mines and plantations. In this context, Brit-
ish North America saw the emergence of a market- preserving federalism, as 
explained in North, Summerhill, and Weingast (2000). Northern American 
colonies faced strong competition between one another for scarce capital 
and labor and any colony that failed to promote and protect markets simply 
failed to grow and was ultimately lead to disappear; as North, Summerhill, 
and Weingast indicate, successful colonies adapted local institutions to suit 
local needs. Colonial assemblies—where settlers were represented—were 
central in the administration system, which was funded with local taxes and 
provided for economic and religious freedom to the inhabitants. When in-
dependence was achieved in the late eighteenth century, the newly founded 
United States was organized as prescripted by market- preserving federal-
ism. The national government’s powers were limited to truly national public 
goods such as national security and market integration; decisions infl uenc-
ing everyday economic and social issues were reserved to the states, whose 
different preferences could allow them to enact different laws. In terms of 
the theoretical arguments mentioned in previous sections, then, the value 
given to the mainland’s welfare by the federal authorities was quite low; the 
hinterland’s welfare was key for the political stability of the country, given 
the great deal of autonomy the states enjoyed under the British Empire and 
expected to preserve after independence. In fact, as North, Summerhill, and 
Weingast point out, the revolutionary wars were triggered by the sudden 
eagerness for funding by the Crown after the Seven Years War—something 
seen by Americans as a challenge to their fi nancial autonomy. If  such a pat-
tern was to be reproduced at the federal level—a central government eager 
for taxes collected from the states—then the stability of  the union itself  
could be threatened. Urban primacy in the United States was limited not 
only by the relatively balanced interest of the authorities on the welfare of 
its citizens, but also by the rather uniform productivities across the original 
thirteen colonies. In fact, market- preserving federalism resulted in the failure 
of unproductive colonies and, ultimately, in the survival of the most produc-
tive ones—whose productivity should have been similar in a competitive 
common market.

The pattern for Spanish America was radically different. As indicated by 
Cortés Conde (2008), the Spanish colonial administration was completely 
centered on the exploitation of silver mines in New Spain (modern Mexico) 
and the Upper Perú (Bolivia). As the mines were located far from coasts 
and navigable rivers, the Spanish were forced to establish a transport net-
work formed by several cities that served as waypoints on the long journeys 
and provided the mining areas with basic supplies. The centrality of silver 
mining owed not only to the high intrinsic value of its produce, but also to 
the short- term horizon of the Spanish Crown, which was not interested in 
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the long- term economic development of its colonies. All these geographi-
cal and political considerations resulted in a large and heavily centralized 
administration. In order to ensure the fl ow of bullion to Spain, the Crown 
concentrated trade only in four ports across two continents (one in Spain 
and three in the Americas) and restricted intercolonial trade. As Cortés 
Conde points out, the local representative of the King, the Viceroy, did not 
share his power with local assemblies, which lacked any autonomy. Taxes 
were decided by officials appointed in Spain and its revenues were sent to the 
Crown after deducting the expenses of local administration. When the Span-
ish American colonies became independent in the early nineteenth century, 
the institutional organization they inherited was, thus, heavily centralized. 
As the colonial political system was based on the exchange of economic and 
political rights by support and loyalty to the Crown (North, Summerhill, 
and Weingast 2000), rent- seeking lobbyists were expected to locate them-
selves close to the Viceroy’s seat. The cities that were the seat of Viceroys 
and General Captains during the Spanish domination became the capitals 
of  the new countries, whose organization intended to reproduce at local 
scale the old colonial system. In this sense, the welfare of the mainland—as 
opposed to the hinterland—was of special importance for the new indepen-
dent authorities, since the most important corporations and lobbyists that 
the previous regime had catered for with privileges in exchange for loyalty 
were located in the national capitals. The organization of Latin American 
states was nevertheless not a rapid process; in spite of the centralizing forces 
of the new institutional regime, the disappearance of the Spanish colonial 
authority led many subnational entities to revolt and claim their auton-
omy—only after several years of internal fi ghting did the new nations fi nd 
a stable political equilibrium which, in almost all of the cases, mirrored the 
colonial organization. Except for Mexico, Argentina, and Venezuela, the rest 
of the Spanish Latin American countries organized themselves in a unitary 
system. And even in the federal countries, the capital cities were among the 
winner parties of the civil wars.

After the dust had settled, the historical comparison of  the economic 
development of the United States and Latin America showed a strikingly 
growing gap between them: in 1700, the per capita income of both regions 
was the same; in 1820 the U.S. average was 1.81 times the Latin American 
average, in 1870 it was 3.61 times, in 1900 3.67 times, and in 1990 4.57 times 
(data from Maddison 2003). If  the different institutional arrangements of 
both regions may explain this growing income gap over time, then the politi-
cally driven patterns of population distribution can account for a share of 
that difference. As we have described in the previous paragraphs, the insti-
tutional settings of British North America and Latin America were radi-
cally different and, while the former favored a more balanced distribution 
of population, the other one laid incentives toward concentration around 
the capital city.
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7. In 1774, when the Continental army soldiers with arms demanded their pay and sur-
rounded the Philadelphia State House where the Congress met, the congressmen requested the 
Philadelphia Council to disband the soldiers using their state militia. However, the Council 
refused and the Congress adjourned to Princeton, New Jersey. This famous incident caused 
Congress to seek exclusive jurisdiction over the federal district.

8. When Congress voted in 1783 to create a federal district with exclusive jurisdiction over no 
more than thirty- six square miles, antifederalists feared that the nation’s capital would be larger 
and potentially more corrupt than Philadelphia or even London (see Bowling 1988).

4.5   Case Studies: United States and Argentina

One last point of concern to our analysis is the fact that political capitals 
may have been chosen because of particular economic characteristics that 
we did not take into account in our empirical analysis carried out in section 
4.3. In order to rest assured that it was not the case, in this section we describe 
the historical process by which two different countries in the region, the 
United States and Argentina, determined both their national and provincial 
capitals, showing that mainly political factors—and not economical ones—
were behind those decisions. The events surrounding the establishment of 
the national capitals of the United States and Argentina are a clear depiction 
of their different political and economic settings. In the fi rst case, market-
 preserving federalism had created a series of productive and autonomous 
colonies, whereas in the second case the old viceroyal seat, Buenos Aires, was 
the center of all the economic and political activity of the country, with the 
rest of the urban agglomerations being almost deprived of resources.

In the United States, the representatives of  the newly formed thirteen 
states debated repeatedly and contentiously over the location of the nation’s 
capital between 1774 and 1790. The debate pitted the northern federalists 
who desired a strong federal government against southern antifederalists 
who favored a loose federation of decentralized state governments. Several 
factors militated against locating the capital in a major commercial center. 
Because of a famous incident in Philadelphia, the Congress unanimously 
agreed that the federal government rather than the state in which it is located 
would have complete jurisdiction of the federal city.7 Given the lack of rep-
resentation of the citizens of the federal district, many antifederalists feared 
the corrupting infl uences of  locating the capital in a major commercial 
center.8 Moreover, locating a federal district in a major commercial center 
created greater confl icts with the state in which it is located. Indeed, Phila-
delphia was removed as a candidate because Pennsylvania refused to yield 
its jurisdiction over its major port city. In the end, in 1790 James Madison, 
in a political bargain with Alexander Hamilton, secured the national capital 
in the South.

The Compromise of  1790, which established the location of  the U.S. 
capital, is well- known. Hamilton, desiring a strong central government, 
desperately wanted the new national government to assume the state debts 
incurred during the Revolutionary War. The assumption of  state debts, 
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9. In 1790, New York City, like Buenos Aires in 1880, was a major commercial port city 
with a rich agricultural hinterland. It also possessed a sizeable potential government income 
from taxes on foreign trade. Why did New York City not evolve into a major political capital 
city like Buenos Aires? First, unlike Buenos Aires, a city that wielded signifi cant infl uence 
over its province, New York City was a creature of the New York state. In the colonial period, 
the actions of  the city council needed the approval of  the governor (Burrows and Wallace

Hamilton believed, would align the incentives of the creditors with a strong 
federal government. However, Madison and other southerners viewed 
assumption as usurpation of  state authority by the federal government 
and blocked it accordingly. In a well- known dinner mediated by Thomas 
Jefferson, Madison and Hamilton reached a compromise. If  Hamilton could 
deliver the location of the nation’s capital in the South along the Potomac, 
Madison would allow the assumption bill to go through the House.

In Argentina, the fi ght over the location of the national capital was less 
about where to locate it than who would rule it, as few places could compete 
against Buenos Aires. From its early beginnings, Buenos Aires was a com-
mercial and administrative center for Spain. In 1618, it became the seat of 
a governorship over a vast territory; in 1776, it became a viceroyal capital 
that controlled the present- day areas of Argentina, Bolivia, Paraguay, Uru-
guay, and northern parts of Chile. The primacy of Buenos Aires was based 
on the control of the Potosi silver trade through its port which was, never-
theless, not the best one in the Rio de la Plata Basin due to its extremely 
shallow draft. With the concentration of lawyers, bureaucrats, priests, mili-
tary officers, artisans, soldiers, laborers, and slaves, Buenos Aires possessed 
40,000 inhabitants by the end of the eighteenth century. Thus, when Argen-
tina became independent in the early nineteenth century, Buenos Aires had 
been the dominant political capital of the region for almost 200 years.

With independence from Spain in 1810, the federalists of the hinterland 
provinces and the centralists of the Buenos Aires province fought repeat-
edly for the control of the city of Buenos Aires. Yet, no matter who won, 
the city of  Buenos Aires remained the de facto capital. The collapse of 
the central government in 1820 led to more than thirty years of a virtual 
acephalic government, in which the powerful governor of  Buenos Aires, 
Juan Manuel de Rosas, exercised most of the ordinary powers attributed to 
national authorities. When Argentineans established a constitutional gov-
ernment with strong centralized powers in the office of the presidency in 
1853, presidents consistently vetoed attempts to locate the capital in Cór-
doba or Rosario—a port city with even better conditions for the docking 
of ships than Buenos Aires—and chose Buenos Aires as the capital city 
(Rock 1987). Since the only substantial and reliable government revenue 
came from duties and tariffs collected at the port in Buenos Aires, Scobie 
(1974, 105) writes that the “control of the city became virtually synonymous 
with control of the nation, and any truly national authority took the city as 
its seat.”9 Initially, the constitution also designated the city of Buenos Aires 
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1999). Second, the state’s tax policies were dominated by small towns and farms who controlled 
the state assembly (Brown 1993). Import taxes acted as a subsidy to the hinterland in terms 
of lower property taxes. Indeed, New York City could not even maintain its standing as its 
own state capital. Third, New York City, unlike Buenos Aires, could not create an artifi cial 
monopoly because it could not hinder trade to other port cities.

10. James Madison in 1790: “In every instance where the seat of Government has been placed 
in an uncentral position, we have seen people struggling to place it where it ought to be.” Because 
travel in the eighteenth century was difficult and time consuming, equal rights of inhabitants 
required the government to be as central as possible. See Zagarri (1987).

as the federal capital to be independent of the province of Buenos Aires. But 
when Buenos Aires province refused to cede the control of its port city, the 
two governments shared the capital. When the dual use of the capital city 
proved unsatisfactory, the issue was fi nally resolved militarily as the federal 
forces claimed the city of Buenos Aires and detached it from the province 
of Buenos Aires in 1880.

In the United States, political decentralization was a major force at both 
the national and at the state level in the choice of capital city locations. In 
the national sphere, states’ rights decentralized power to the states, and in the 
state arena, power was further decentralized to small towns and rural areas 
as state legislatures limited the powers of the executive branch by locating 
capitals away from population centers and by implementing apportionment 
schemes favoring small localities. In the American colonies prior to inde-
pendence, legislatures often met in major coastal cities such as Boston, New 
York, and Philadelphia. With independence, however, the antifederalist state 
legislatures fought successfully to move state capitals to central locations 
that were largely rural.10 Thus, except for Massachusetts and Maryland, 
the other eleven former colonies moved their state capitals from the eastern 
coast to a geographically more central location.

In Argentina, many of the cities that became provincial capitals after in-
dependence, like Buenos Aires, were initially located by the Spanish Crown 
to serve as administrative and military centers. Because the Potosi silver 
mines in Upper Peru were in a remote location, this network of cities located 
in intervals of 150 miles started with fewer than 100 settlers each (Cortés 
Conde 2008; Scobie 1988). However, with the growth of the silver trade, 
these Spanish cities grew in administrative and commercial importance. At 
the time of independence from Spain, because of their size and political 
infl uence, these cities acquired territorial hegemony over their provincial 
areas and essentially became de facto provincial capitals. As in Buenos Aires, 
the provincial landowners and elites resided in the capital and used their 
power to concentrate provincial resources in their city. But, unlike Buenos 
Aires, these provincial capitals often lacked sufficient fi scal resources and 
relied on provincial and national governments for expenditures of  local 
public goods (Scobie 1988). In most provinces, except for their capital, there 
were no other competing secondary cities.

In the United States, cities were creatures of states, and state governments 
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possessed authority over cities and other local governments. In Argentina, 
as elsewhere in Latin America, cities began as military outposts designed to 
control the indigenous population in the countryside. Thus, the jurisdiction 
of the city was not restricted to a specifi c area and often extended to the 
rural countryside (Portes 1976). In Argentina, the capital cities controlled 
the hinterlands; in the United States, hinterlands often controlled the capital 
cities. In both cases, nevertheless, capital cities were chosen not because 
of  economic considerations but, rather, by political considerations. This 
allows us safely to conclude that, for the cases of  the United States and 
Argentina, the long- run economic consequences of having a determined 
political regime—decentralized in one case, centralized in the other—are 
independent of the particular cities that were to become their national and 
provincial capitals.

4.6   Conclusion

This chapter examines the causes of urban primacy in the Americas using 
the insight that the law of primacy is highly correlated with the “Law of Capi -
tals.” Using extensive data on cities in Latin America and North America, 
we estimate the impact of national and provincial capital city dummies on 
population controlling for a variety of factors that might contribute to urban 
productivity. We fi nd that national and provincial capital city statuses played 
a much greater role in causing population concentration in Latin America 
than in North America. However, there were important variations across the 
countries within Latin America. The “Law of Capitals” seems to have held 
to a much greater extent in countries like Mexico, Argentina, and Brazil but 
to a lesser extent in countries like Paraguay and El Salvador.

Our fi ndings suggest that urban primacy in major Latin American coun-
tries such as Mexico, Argentina, Chile, and others were caused by political 
centralization that placed greater weight on the welfare of capital city resi-
dents. In many Latin American countries, especially in those whose land-
ownership was concentrated, major landowners often resided permanently 
in the national and provincial capitals. In these places, the political and eco-
nomic interests of landowners and capitalists were intimately intertwined by 
marriage and many sought to control national and provincial affairs from 
their capital cities (Zeitlin and Ratcliff 1988). For example, in Argentina, 
the powers of  the federal government were centralized in Buenos Aires, 
and as the capital city had substantial representation in national politics as 
it elected 20 percent of the congressional deputies and two of thirty sena-
tors. The president was the “immediate and local head of the Capital of the 
Nation” and appointed the municipal executive or the intendente (Walter 
1993).

In the United States, by contrast, political and economic elites rarely 
resided in capital cities. Washington, DC remained dismally backward and 
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small well into the nineteenth century and has only recently become a major 
center of political lobbyists (Green 1962). In most states, capitals were inten-
tionally located in the small towns and rural areas in geographically central 
locations. Because rural and small town interests were often overrepresented 
in state legislatures, the large urban centers, unlike their counterparts in 
Latin America, did not possess disproportionate political advantages. Con-
sequently, national and state expenditures on infrastructures such as roads 
and highways and education were often biased toward rural areas and small 
towns and fostered the growth of smaller municipalities.

The variations in political centralization in the Americas is likely to have 
deep colonial roots (North 1991; Engerman and Sokoloff 1997, 2002; Ace-
moglu, Johnson, and Robinson 2001). In colonial Iberian Latin America, in 
contrast to colonial British North America, many contend that the Spanish 
and, to a lesser extent, the Portuguese, left a deep imprint of strong central 
governments and weak local governments (Portes 1976; Nickson 1995). 
Whereas the cities and towns in the British American colonies, especially in 
the North, possessed considerable political autonomy in the election of city 
leaders, those in Latin America were often appointed or auctioned. Sokoloff 
and Zolt (2006) argue that the differences in early colonial inequality infl u-
enced the sources of revenues and expenditures for federal, state, and local 
governments in the Americas. In the United States, localities were allowed to 
choose instruments of taxation such as property tax (Becker 1980) whereas 
those in Latin America possessed a weak capacity to raise revenues as direct 
taxes on property were not allowed (Nickson 1995).

Data Appendix

Defi nitions and Sources

Latin America

Population is the total for second administrative division (municipality 
in general). 

Sources for 1900: Argentina: National Census (1914); Brasil: National 
Census (1937); Chile: National Census (1907); Costa Rica: National Census 
(1892); Cuba: National Census (1097); El Salvador: National Census (1930); 
Uruguay: National Census (1908).

Sources for 1990: Argentina: INDEC, Censo Nacional de Población, 
Hogares y Viviendas (2001); Bolivia: INE, Censo Nacional de Población y 
Vivienda (2001); Brazil: IBGE, Contagem da População (2007) y Estimati-
vas da População (2007); Chile: INE, XVII Censo Nacional de Población 
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y VI de Vivienda (2002); Colombia: DANE, Censo General (2005); Costa 
Rica: INEC, IX Censo Nacional de Población y V de Vivienda (2000); 
Cuba: ONE, Anuario Estadístico Cuba (2006); Ecuador: INEC, VI Censo 
de Población y V de Vivienda (2001); El Salvador: DIGESTYC, VI Censo 
Nacional de Población y V de Vivienda (2007); Guatemala: INE, XI 
Censo Nacional de Población y VI de Habitación (2002); Honduras: INE, 
Censo de Población y Vivienda (2001); Mexico: INEGI, II Conteo de 
Población y Vivienda (2005); Nicaragua: INEC, VIII Censo Nacional de 
Población y IV de Vivienda (2005); Panama: DEC, X Censo de Población y 
VI de Vivienda (2000); Paraguay: DGEEC, Censo Nacional de Población y 
Viviendas (2002); Peru: INEI, X Censo de Población y V de Vivienda (2005); 
Uruguay: VIII Censo General de Población, IV de Hogares y VI de Vivi-
endas—Fase I (2004); Venezuela: INE, XIII Censo General de Población 
y Vivienda (2001).

Land area is squared kilometers for second administrative division.
Sources for 1900: Except for the case of Brazil, where the data were avail-

able, the land area of other countries was estimated using that of the con-
temporary second administrative division.

Sources for 1990: Argentina: INDEC, Censo Nacional de Población, 
Hogares y Viviendas (2001); Bolivia: INE, Estadísticas Departamenta-
les (2005); Brazil: IBGE; Chile: INE, División Político- Administrativa y 
Censal (2001); Colombia: DANE, Costa Rica: Nonofficial website (www.
sitiosdecostarica.com); Cuba: ONE, Anuario Estadístico (2007); Ecuador: 
INEC; El Salvador: DIGESTYC; Guatemala: INE; Honduras: Asociación 
de Municipios de Honduras; Mexico: INEGI; Nicaragua: Instituto Nicar-
agüense de Estudios Territoriales; Panama: DEC; Paraguay: DGEEC; Peru: 
INEI; Venezuela: INE.

Latitude, Longitude, Altitude.
Sources: Google Earth: Release 4.3. Sea dummy, coastal perimeter (coast 

perimeter divided by total perimeter), river dummy were defi ned using coun-
try maps.

Average summer temperature (January), average winter temperature 
(July), average annual temperature, precipitation (mm).

Sources: World Meteorological Organization and National Statistical 
Institutes.

United States

1900: U.S. Census Bureau, Abstract of the 12th Census 1900. The river 
and port variables constructed using Google. map. Longitude, latitude from 
various websites.

1950: U.S. Census Bureau, Statistical Abstract of the U.S., 1955.
1990: U.S. Department of  Commerce, City and County Data Book, 

1994.
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Appendix

A Simple Model of Political Centralization and 
Urban Primacy

In this section we propose a simple model of political centralization and 
population distribution. As in Ades and Glaeser (1995), we will divide each 
political region into two locations, the main city and the hinterland, and 
model the behavior of the local governments. However, and in line with our 
empirical strategy, a political region may not necessarily mean a country, 
but can also imply a province and its municipalities. Following Ennis, Pinto, 
and Porto (2006), each agent has an endowment of one unit of labor that 
they supply inelastically, and derives utility from its net income (wage minus 
taxes). Each of the two locations produces the same homogeneous good 
with a Cobb- Douglass production function:

    qi � Ai Li
�Gi

1− � � ∈(0,1)i � M,H,

where M implies mainland, H means hinterland, Ai is the productivity of 
each location, Li is the population, and Gi is the level of  a public good 
that contributes to the production of the homogeneous good. Normalizing 
the output price, the profi t maximizing condition determines the real wage 
level:

 
   
wi � �Ai

Gi

Li

⎛
⎝⎜

⎞
⎠⎟

1− �

.

Note that the wage level is decreasing in population, refl ecting the decreas-
ing marginal returns of labor. This result can also encompass the congestion 
effect in Ades and Glaeser (1995). However, wages will be higher the more 
productive a region is and the more it invests in the public good.

Decentralization

In a decentralized scenario, the government in each location chooses the 
level of public good Gi and taxes the population with a uniform lump sum tax 
�i to fi nance this investment. The objective of the government is to maximize 
the net income wi – �i and the budget constraint is given by Gi � �iLi

�, where 
parameter � ∈ (0,1) refl ects scale inefficiencies in revenue raising by the local 
powers. Given this, the local government problem can be stated as

 
   
max

ti

�Ai

Gi

Li

⎛
⎝⎜

⎞
⎠⎟

1− �

	 �i

 
   s.t. Gi � �i Li

� ,

which gives a maximized objective function for the two locations:

    wi*(Ai ,Li ) � [�1+ � (1	 �)1− � Ai Li
(�−1)(1− � ) ]1/ a
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We will assume costless migration between locations, which implies that in 
equilibrium net income in both locations will be equalized:

    wM* (AM ,LM ) � wH* (AH ,LH )

This gives a relation between LM and LH:

(1) 
   

LM

LH

�
AM

AH

⎛
⎝⎜

⎞
⎠⎟

1/[(1− � )(1−� )]

and the condition LM � LH � L closes the model.
As a secondary result, we get that the tax level in both locations will be 

the same:

 
   

�i* � �(1	 �)
AM

1/[(1− � )(1−� )] � AH
1/[(1− � )(1−� )]

L
⎡
⎣
⎢

⎤
⎦
⎥

(1− � )(1−� )⎧
⎨
⎪

⎩⎪

⎫
⎬
⎪

⎭⎪

1/ �

.

This means that the level of public goods in the more populated location will 
be higher and that wage levels will be equalized in both locations. Thus, the 
distribution of population will serve to compensate productivity differences 
between areas. As we can see in equation (1), the population distribution will 
be given by the relative productivity differences between both locations. In 
a decentralized scenario, the mainland will be more populated only if  it is 
more productive than the hinterland.

Centralization

In the centralized case, there is one central government that rules on both 
locations and has the power to excise taxes and decide on the level of expen-
diture on public goods. We will simplify this twofold decision of tax and 
expenditure level on both locations by assuming that the central govern-
ment chooses the same tax level in both locations but can provide different 
quantities of the public good. Thus, total revenue will be given by GM � GH 
� �L� and we will defi ne 
 � GM/(GM � GH) as the share of expenditure of 
the public good in the mainland. The central government problem will be:
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     s.t. GM � 
�L� ,GH � (1	 
)�L�,

where parameter � ∈ (0,1) represents the level of political centralization in 
the region. A larger � will imply that the mainland has more political power 
and is therefore more relevant in the political considerations of the central 
government.

The maximizing condition for 
 is independent of the tax level:
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11. As an example, take � � 1/2.

(2) 

   


*
1	 
*

�
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�

1	 �
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⎞
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.

The costless migration assumption implies in this case that:
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and using GM � 
�L�, GH � (1 – 
)�L� gives

(3) 
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�
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1	 

.

Using equations (2) and (3) we arrive at 
∗ � � and

(4) 
   

LM

LH

�
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⎛
⎝⎜

⎞
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1/(1− � )

�

1	 �
.

The model is closed with the condition LM � LH � L.
The tax rate is given by

 
   
�* �

�(1	 �)
L(1− � )(1−� )

[�AM
1/(1− � ) � (1	 �)AH

1/(1− � ) ](1− � ){ }1/ �

which can easily be shown to be smaller than � i
∗, the tax rate in the decen-

tralized case. With a central government, there is no competition among 
political authorities between localities and as a result there is a lower provi-
sion of public goods: �∗L� � �∗

M L�
M � �∗

H L�
H.

The main result is equation (4), which shows that the population distribu-
tion in the centralized case is given by productivity differences and also by 
the level of political centralization. Urban concentration will be higher the 
larger is �. However, the model does not predict that a centralized structure 
will always imply a larger degree of  urban concentration. If  the central 
authority assigns a sufficiently balanced weight to the welfare of both locali-
ties, urban primacy will be lower in the centralized scenario.11 Comparing 
equation (4) with equation (1), we show that urban concentration will be 
higher if  and only if  � exceeds a certain threshold:

 

   
� �

AM
� /[ (1−� )(1− � )]

AM
� /[ (1−� )(1− � )] � AH

� /[ (1−� )(1− � )]
.

The results of the model are illustrated in fi gure 4A.1.
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