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Edward Glaeser, one of the best economists to study the growth of cities, has called them "humanity's best
invention". However, many of us who live in large urban areas are also aware of the negative externalities
generated within them. This suggests the possibility that there is an optimal city size, where benefits and
detriments can strike a balance. In any case, this size would also be dependent on the policies adopted. In this
respect, it is essential that the decisions that are made are supported both by increasing access to information,
which allows digitalisation, and by the evaluation of public policies.

Let's look at them one by one. The rise of cities explains much of the growth of the global economy and, therefore,
of well-being among people. In Spain, urban areas occupy 23% of the national territory, concentrate more than
60% of the population and employment, and produce almost 70% of GDP. This is compared to Europe, where
large urban areas occupy 12% of the surface area, account for 45% of the population and employment, and
account for 55% of income.

What explains this relationship between population concentration and income, which is particularly intense in
Spain? The accumulation of people around a location allows the use of economies of scale and agglomeration that
favour productivity and efficiency. For example, the average cost per user of providing infrastructure and public
services is reduced as the population that uses and receives them increases. In addition, the reduction in transport
costs allows for greater efficiency in production processes, bringing companies closer to their customers and
suppliers, or increasing the probability of a more closely-linked relationship between demand and supply in the
labour market. Another advantage of closeness between individuals comes from the knowledge spillover effects
that are produced which facilitate the creation and accumulation of human capital. While this is not an exhaustive
list, it does give an idea of why cities are centres of wealth creation.

In any case, it is also true that the growth of urban areas creates problems of congestion. For example, the
agglomeration of people around city centres increases the price of housing. In Madrid or Barcelona, this cost is up
to 4 times higher, on average, than in Lleida, Avila or Teruel. Also, traffic problems are generated, which increase
pollution levels, generate wasted time, etc. For example, in large Spanish cities the average commute to work is
50% longer than in other cities in Spain. Another factor to take into account is the inequality of income that is
generated, in part, precisely by the capacity of cities to attract human capital. For example, Madrid has the highest
levels of inequality among Spain’ s large cities, while Soria and Teruel have the lowest.

This existence of benefits and detriments seems to point to the possibility of an optimal city size that can maximise
the social and economic returns for its inhabitants. If this were indeed the case, such a scale would be highly
dependent on the policies that are implemented. Inefficient cities, with measures that hinder the generation of
economies of scale and agglomeration, or that boost their costs, would have a smaller optimal size.

Although it is beyond the scope of this column to offer an exhaustive list of suitable policies to promote orderly
growth in cities, | would like to make two regulatory suggestions. The first would be to establish an independent
mechanism of evaluation of public policy. These mechanisms could first be implemented in small areas and, once
the results of the evaluation are known, either extended to the rest of the city or simply discarded. The second
would be to take advantage of the greater availability of the information that is provided by the digitalisation of the
economy. The data generated by the inhabitants of cities should increasingly serve as a guide for correct decision-
making.
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DISCLAIMER

This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions
or estimates as at the date of its publication. These derive from the department’ s own research or are based on
sources believed to be reliable, and have not been independently verified by BBVA. BBVA therefore makes no
guarantee, either express or implied, as to the document's accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and
are to be taken as such, i.e. as forecasts or projections. Historical trends in economic variables (positive or
negative) are no guarantee that they will move in the same way in the future.

The contents of this document are subject to change without prior notice, depending on (for example) the economic
context or market fluctuations. BBVA does not give any undertaking to update any of the content or communicate
such changes.

BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any
interest in assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of
any kind.

In particular as regards investment in financial assets that could be related to the economic variables referred to in
this document, readers should note that in no case should investment decisions be made based on the contents of
this document; and that any persons or entities who may potentially offer them investment products are legally
obliged to provide all the information they need to take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution,
public dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way
and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised
by BBVA.
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