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 Government quality is positively linked to urban labour productivity under 
“right” governance arrangements

With good quality institutions and limited fragmentation across functional 
urban areas, decentralisation is positively associated with productivity

 If these conditions are not met, decentralisation is negatively linked to urban 
labour productivity

 Fragmentation  works as a barrier (mutes both positive and negative effects)

 The most productive urban areas tend to have high government quality, high 
decentralisation and low horizontal fragmentation

Main results: The need for a comprehensive view



• Cities of 50k+ account for more than half population globally

• Are hotbeds of innovation and often lead productivity growth of their 
countries

• Importance of cities is expected to grow

• Complexity of urban economic and social interactions in cities brings the 
question of “best” governance arrangements to the fore

We now have data to measure both urban economic activity in a 
consistent way and (some) governance arrangements 
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Governance arrangements: Measures

European 
Quality of 

Government 
Index
(EQI)

is based on a large 
citizen survey where 

respondents are asked 
about perceptions and 

experiences with public 
sector corruption, 

impartiality and quality 
of public services 

provision

Local Autonomy 
Index
(LAI)

is calculated based on 
the opinions of an 

expert network who 
assess the autonomy of 

local government of 
their respective 

countries on the basis 
of a common code 

book

Horizontal 
fragmentation

Is the number of local 
governments within each 
FUA after factoring out 

population effects

lo𝑔𝑔(𝐺𝐺𝐺𝐺𝑣𝑣′𝑠𝑠)𝑓𝑓,2011
= 𝛼𝛼 + 𝛽𝛽1 log 𝑃𝑃𝐺𝐺𝑃𝑃 𝑓𝑓,2011
+ 𝜀𝜀𝑓𝑓,2011



Estimation (multi-level model)

Urban labour productivity
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government
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Horizontal 
fragmentation
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Population density
Area
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Time and country FEs



Estimation results I



Marginal effects II



Marginal effects I 



Results illustration

Helsinki, Finland
(predicted productivity rank #1)

Prague, Czech Republic
(predicted productivity rank #121)

Radom, Poland
(predicted productivity rank #242)

If quality of government in Radom increases to that of Helsinki, productivity     58%

If quality of government in Prague increases to that of Helsinki, productivity will not 
change noticeably (decreasing government quality also does not have sizable effects)

Presenter Notes
Presentation Notes
Quality of government in Radom and Prague are comparable but Radom had high autonomy and low fragmentation and Prague has the oppositeValues for Radom: QG -0.82 (negative); LAI 1.29; Fragmentation -1 (negative); predicted labour productivity component -0.21 (negative)Values for Prague: QG -0.81 (negative); LAI -0.03 (negative); Fragmentation 2.17; predicted labour productivity component 0.04Values for Helsinki: QG 1.46; LAI 1.49; Fragmentation -1.18; predicted labour productivity component 0.27If Radom had the same level of government quality as Helsinki, its predicted productivity increases by 58%. This total is a combination of the 17% direct effect of the quality of government and additional 41% that come through the high local autonomy and low fragmentation.If the quality of government in the Prague region increases to that of Helsinki, Prague labour productivity is predicted to decrease by 1%. The direct link between this hypothetical change in EQI and labour productivity is an increase of 17%. Yet, the existing government structure (low autonomy and high fragmentation) negates the positive effects and the overall expected change is negative, albeit small. On the other hand, decreasing quality of government in Prague by one standard deviation is predicted to have no sizable effect on labour productivity due to a combination of high fragmentation and low autonomy (the overall effect, which is a sum of the direct and indirect parts, is 0.3% while the direct predicted effect is -5%).



 Government quality is positively linked to urban labour productivity under 
“right” governance arrangements

With good quality institutions and limited fragmentation across functional 
urban areas, devolution is positively associated with productivity

 If these conditions are not met, devolution is negatively linked to urban 
labour productivity

 Fragmentation  works as a barrier (mutes both positive and negative effects)

 The most productive urban areas tend to have high government quality, high 
decentralisation and low horizontal fragmentation

Main results (again)



• Quality of government tends to be high in Britain but local 
autonomy is low

• Devolution in this context can improve urban labour 
productivity

• For example, labour productivity in Leicester is predicted to 
increase by 6% if autonomy increases by one standard 
deviation

• If autonomy increases to that of Helsinki, labour productivity 
is predicted to increase by 21%

Implications for Britain

Presenter Notes
Presentation Notes
The level of local authority of Helsinki is much higher than that of Leicester. In more general terms, increasing LAI by one standard deviation increases predicted labour productivity in Leicester by 6%.
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Estimated equation



Estimation results IV



Estimation results III



Estimation results II



Governance body
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