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GATED ECONOMIES

Immobile Labor

OR 100 YEARS, the United States ex-

perienced a steady decline in income

disparities between the richest and

poorest states—with Mississippi and
Alabama, for example, beginning to catch up
to the more prosperous Connecticut and New
York. But this equalizing trend ceased after
1980. Why? According to Daniel Shoag, as-
sistant professor of public policy at the Ken-
nedy School’s Taubman Center for State and
Local Government, housing prices explain a
large part of the puzzle. In a recent working
paper coauthored with doctoral candidate in
economics Peter Ganong, Shoag found that
land-use restrictions in high-income locales
have created barriers to entry for less-skilled
workers, exacerbating inequality and threat-
ening labor mobility—a key component of a
healthy economy.

Economists have long viewed the lev-
eling of U.S. regional incomes as a prime
example of “convergence”—the principle
that, in a market system, poor economies
will grow faster than rich economies as
capital moves in search of greater pro-
ductivity gains. Yet this “capital mobility”
theory doesn’t explain why the natiorn’s
wealth gap stopped closing 30 years ago,
leaving poor states still a sizable distance
behind.

Shoag and Ganong posited that some-
thing more than mobile capital had to
be involved to account for the end of the
convergence effect. By digging into cen-
sus records, they found that a pattern of
directed labor migration (people mov-
ing to more productive places in search of

higher earnings) could explain 40 percent
to 75 percent of the century-long growth
in economic equality among states. As
more workers moved into higher-income
areas, wages there began to fall, and hu-
man capital began to even out, while in the
areas that were losing workers, wages be-
gan to rise, drawing more people into the
workforce and increasing average incomes.
“When this directed migration stopped,”
Shoag explains, “income convergence also
stopped.”

He and Ganong suspected that hous-
ing markets might explain why people
stopped moving. What they found startled
them. “Of course, rich places have always
had higher housing prices than poor plac-
es,” Shoag notes, “but after 1980, the slope
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doubles.” The steep rise in housing costs
in places like New York City, Boston, and
San Francisco has had a direct impact on
migration patterns and, hence, on conver-
gence. Even though highly skilled workers
in fields like finance or high tech have con-
tinued to move to these cities, low-skilled
workers no longer have an incentive to do
so because the higher cost of living now
outweighs the likely income gains. Instead
of poorer people moving to New York,
pushing down wages there, while bidding
up wages in poor areas, and skills equili-
brating across places, “What you now get
is skill sorting,” Shoag explains. “High-
skilled people continue to move in, while
poor people start moving out.”

What caused housing markets to
change? The researchers created an index
of regulation that could predict the flexi-
bility of housing supply in different states
in response to demand. Using an online
database, they measured the number of
times the phrase “land use” appeared in
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appellate court cases by state and year,
and found that land-use restrictions be-
came more common nationwide in the
1970s, but that not all states became strict
regulators. The frequency of “land use”
references in a state’s legal history proved
a good predictor of whether a state would
develop a high-regulation housing econo-
my with constrained supply. By measur-
ing regulation levels, Shoag and Ganong
were able to test their hypothesis: they
found that regulations limit housing sup-
ply by reducing the number of permits
for new construction, and raising prices.
This lowers net migration, and thus slows
human-capital convergence and income
convergence.

The authors have yet to investigate why

increased regulation took hold in certain
states, but they do know that land restric-
tions preceded the concentrations of wealth.
“It is housing markets, not rich residents,
that have caused segregation,” Shoag as-
serts. Their data also rule out geography
(the limitations of available land to build
on) as a decisive factor. “No doubt a lot of
restrictions were put in for environmental
reasons,” Shoag notes, “but what’s surpris-
ing is how much these local policies have
shaped how things evolve.”

Recent efforts to explain the widening
income gulf between elite urban areas and
the rest of the country have tended to fo-
cus on the increased demand for highly
skilled labor in places like Silicon Valley
and Boston, where firms (and employees)

in related industries benefit from clus-
tering together. Shoag and Ganong have
identified a more pernicious factor at play
in this process. By stemming the flow of
lower-income people into the most pro-
ductive cities, housing restrictions have
not only expanded class divisions, but
also jeopardized a key stabilizing force
in the U.S. economy. “If people no longer
have the ability to migrate in response to
regional economic shocks,” Shoag notes,
“there will be more pressure on other ad-
justment mechanisms, like government
interventions that target specific places or
industries.” ~ASHLEY PETTUS
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CROCS AND CUCKOOS

Survival of
the Cooperative

ADDLING around the forested edges

of a crocodile-infested lake in Pan-

ama, biologist Christina Riehl o5 is

gaining new insights into the bizarre

cooperative breeding behaviors of certain
tropical cuckoos.

These greater anis (Crotophaga major)

gather in communal groups at breeding

t1me—ra1smg offsprmg together in a sin-

gle nest, every adult sharing in the work.
What is remarkable is that these com-
munes consist of birds that aren’t neces-
sarily blood relatives.

For half a century, the study of animal
cooperation has been dominated by the
theory of “kin selection.” According to
this model, animals cooperate only if they
stand to gam something—if not for them-
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selves, then for their kin. This assures that
they always pass along some of their ge-
netic material to the next generation. But
when it comes to raising their young, the
anis behave in ways that cannot be ex-
plained by kin selection alone.

Anis form useful associations with un-
related mating pairs, expending great
effort to raise the young of others. This
makes them rather like humans—and un-
like most other animals on earth.

Rieh!’s research thus raises new ques-
tions about the importance of kin selec-
tion in the evolution of cooperation. She
seeks to understand how cooperation can
evolve among unrelated individuals, par-
ticularly when competition among group
members is intense.

Since 2006, working under the auspices
of the Smithsonian Tropical Research In-
stitute, Riehl has circled Gatun Lake, part
of the Panama Canal, to examine as many
as 45 ani nests per season. Because almost
all these low-lying baskets of leaves and
sticks hang over the water and cannot be
reached from land, scientists have rarely
studied them, but Riehl can reach most
of the nests by standing up in her boat.
The work is hazardous even without the
snakes and crocodiles lurking in the thick-
ets: anis breed during the rainy season,
when downpours are torrential and thun-
derstorms sweep the lake.

Riehl labels every egg that is laid in the

The breeding habits of tropical cuckoos,
whose unrelated adults cooperate to rear
young, have raised questions about the
limits of kin selection in evolution.
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