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From Periphery to Core: Economic
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Abstract: This paper presents evidence that high speed rail systems sustainably promote economic
activity within regions that enjoy an increase in accessibility. Our results one the one hand confirm
expectations that have led to huge public investments into high speed rail all over the world, suggest-
ing that these investments are economically viable. On the other hand, our results confirm theoretical
predictions arising from a consolidate body of (New) Economic Geography literature taking a positive,
man-made and reproducible shock as a case. We argue that the economic geography framework can
help to derive ex-ante expectations on the economic impact of transport projects. The subject case is
the German high speed rail track connecting Cologne and Frankfurt, which, provides exogenous varia-
tion in access to regions due to the construction of intermediate stations in the towns of Limburg and
Montabaur.
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VERY PRELIMINARY AND INCOMPLETE MANUSCRIPT

1 Introduction

AA major n-speed Hail lgndr will generate many thousands of construction jobs over
several years, as well as permanent jobs for rail employees and increased economic activity
in the destinations these trains serve. 0

US President Barack Obama, Apr 16 th 2009

With the raise of New Economic Geography (NEG) the spatial dimension in economic
thinking has celebrated an impressive comeback during the recent decades.” Not least,

the Nobel Prize being awarded to Paul Krugman in 2008 highlights how widely the im-
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In many aspects NEG builds on the work of the early period of economic geography (e.g.
Christaller, 1933; Losch, 1940) adding formal models and spatial dynamics. The history of
spatial economic thinking at least dates back to VON THUNEN (1826).
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portance of a deeper understanding of regional economic disparities has been acknowl-
edged among economists. One of the fundamental outcomes of NEG models is that ac-
cessibility to regional markets promotes regional economic development due to the inte-
raction of agglomerations forces, economies of scales and transportation costs. Recent
empirical research confirms that there is a positive relationship between regions’ central-
ity with respect to other regions and their economic wealth (e.g. Hanson, 2005) and that
there is evidence for a causal importance of access to regional markets for the economic
prosperity of regions (REDDING & STURM, 2008). If actually there is a causality running
from access to markets to economic wealth, then from the (N)EG framework a direct
economic policy dimension emerges. Centrality is not exogenous to economic policy
since access to regions essentially depends on transport infrastructure. Hence, given that
causality holds, by (public) investment in infrastructure, accessibility as wells as econom-

ic growth should be promoted.’

The expectation of transport innovations leading to sustainable economic growth effects
has since a long time motivated public investment into large-scale infrastructure invest-
ment. The US interstate highway and aviation programs certainly feature among the
most prominent examples of the 20" century. In the 21" century, promoted by sustaina-
bility requirements and congestion of highways and skyways, which further suffer from
increasing terrorism threats and security costs, high speed rail systems (HSR) are increa-
singly attracting the attention of transport planners and policy makers. Following the
examples of Japan and some European countries like France, Germany and Spain, which
started to develop HSR in second half of the 20" century, various countries all over the
world plan to develop their own HSR networks. In the US, the Acela Express along the
Northeast Corridor is first evidence for the raise in significance of HSR, although these
trains only facilitate a maximum speed of 240 km/h (150mph), a velocity that is relative-
ly modest compared to European and Japanese systems and is also only achieved along a
very limited fraction of the line. Recently, however, the US president has released a stra-

tegic plan for the development of a true inter-city HSR network across the US, including
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Other political dimensions related to NEG include the prospects of temporary subsidies and
regulations having a permanent impact on welfare of immobile factors (e.g. Redding, Sturm, &
Wolf, 2007).
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completely new rail lines that feature velocities of possibly up to 400km/h (250mph) (US
Department of Transportation, 2009). The plan already identifies $8 billion plus $1 billion
a year for five years in the federal budget just to jump-start the development of the sys-
tem. Besides the requirement of more energy efficient transport in order to reduce car-
bon dioxide emissions and oil dependency, the key argument in favor of HSR transport on
the idea that a faster connection between cities and regions will promote economic de-
velopment. This is in line with the general theme emerging from spatial economic re-
search which predicts that more intense spatial interactions between economic agents
drive internal returns and human capital spillovers and ultimately productivity through

agglomeration economies. Evidence, however, on whether these expectations are met by




