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Introduction
No Going Back

We are not going back to the work world of January 2020. Going
forward, perhaps as many as 35 percent of the workforce will work
from home at least a few days a week.! Nobody anticipated this
shift in our work arrangements.

In recent years, major companies such as Amazon, Apple,
Facebook, and Google have built new corporate campuses. They
hired leading architects to design buildings and outdoor spaces
where people would want to spend time, and in doing so, remove
both the real and self-defined walls that often separate work, so-
cializing, wellness, and creativity. One Apple executive told Wired
Magazine, “We don’t want you to feel like you're in a casino. We
want you to know what time of day it is, what temperature it is
outside. Is the wind really blowing? That was Steve’s original in-
tention, to sort of blur that line between the inside and outside.
It sort of wakes up your senses.” Apple built a 2.8 million-square-
foot building that cost billions of dollars. The 175-acre Cupertino
campus, Apple Park, opened in 2017 and was filled with 12,000
people.?

For much of 2020 and 2021, these buildings have been quiet.
The sudden onset of the COVID-19 pandemic in 2020 sent tens of

(1]
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millions of workers home. A “silver lining” of this national emer-
gency is that millions of workers and many firms have learned how
to continue to be productive while working from home (WFH).
Such workers have experienced how working from home affects
their productivity and their quality of life. The lessons learned in
the recent past will influence how workers configure their lives in
our post-COVID economy.® In this sense, WFH is an “experience
good.” This economics term refers to situations where we under-
estimate how much we value an experience until we try it. When
the first Star Wars movie was released in 1977, I could never have
imagined how much I would enjoy it. A written explanation of the
plot would not have conveyed its power and excitement.

This book explores how our recent nationwide experiment
with WFH will influence our nation’s economic geography over
the next decades. We are more likely to unlock the full potential
of this new opportunity if we can anticipate the opportunities and
challenges posed for workers, firms, and local governments by the
WFH option.

Just before the COVID crisis hit in early 2020, we faced four
social challenges. First, we spent too much time commuting.
Second, rents were too high in America’s most productive cities.
Third, local economies were stagnant in many rural places and in
postindustrial cities such as Baltimore. Fourth, many women and
many minorities did not have the same economic success and ac-
cess to opportunities as white men. This book explores how the
rise of WFH can improve our quality of life and help us to over-
come each of these four challenges.

The gains from WFH differ depending on one’s life goals and
responsibilities. As I discuss in chapter 1, a young ambitious per-

son who is eager to make her mark will continue to value the face-

[2] Introduction
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to-face interactions at work as she seeks to build up her skill set,
network, and reputation. At the same time, a middle-aged worker
who has an aging mother in Iowa may greatly benefit from the
flexibility offered by engaging in remote work. These two exam-
ples highlight a central theme of this book. We differ with respect
to what we gain from working from home. No one expected that
millions of us would have the opportunity to engage in WFH. Over
the next few years, workers who anticipate having the option to
engage in WFH on at least a part-time basis will have strong incen-
tives to reconfigure their plans and to invest in the skills to make
the most of this new opportunity.

While the rise of WFH offers potentially large benefits for eligi-
ble workers, it also could impose costs on US workers. Such work-
ers will face greater international competition as US workers com-
pete with international remote workers. Economic analysis offers
insights here about how younger workers can position themselves
in terms of human capital investment to better adapt to the new
“rules of the game.”

Economists are debating how our economy will look in the af-
termath of the pandemic. Nobel laureate Paul Krugman has ar-
gued that our cities and our urban work life will basically return to
our pre-pandemic experience. He writes: “So the best bet is that
life and work in, say, 2023 will look a lot like life and work in 2019,
but a bit less so. We may commute to the office less than we used
to; there may well be a glut of urban office space. But most of us
won’t be able to stay very far from the madding crowd.”*

On one level, I agree with him. Through billions of dollars of
past investment in tall buildings and urban infrastructure (includ-
ing the electricity grid, transit systems, and sewage systems), we

have built up durable capital in major hubs like Boston, New York

Introduction [3]
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City, and San Francisco. This durable capital has not been fully uti-
lized in 2020 and 2021 but the excitement and buzz of cities will
certainly return. As some people choose to move to more far-flung
areas and engage in WFH there, center cities will become more
affordable and attract younger people who want to be closer “to
the action.” In our diverse society, some people will respond to the
rise of WFH and move farther from city centers, but at the same
time a type of “musical chairs” occurs that creates new opportuni-
ties for those who want to live in center cities. In an economy that
is continually upgrading old housing and building new housing,
this does not have to be a zero-sum game. The economic geog-
raphy of our cities shifts over time in response to supply and de-
mand forces.

This book traces the emerging improvements in quality of life
made possible by having more freedom over how we allocate our
scarce time. On any given day and at any given hour, many peo-
ple will be working from home. They will have control over their
schedules and their lives that will significantly increase their flex-
ibility as to how they live. On a snowy day in February in Chicago,
some may choose to work from home. On a March day, a suburban
dad may attend his son’s play and work from home that afternoon.

In the recent past, we spent too much time commuting. WFH
opens up new possibilities for productively doing our job while
making the most of our scarce time. My teacher, Nobel laureate
Gary Becker, emphasized the central role of how we spend our
time in determining our health and our quality of life. I will argue
that the rise of WFH creates new quality-of-life opportunities for
workers who do not work from home. WFH workers represent a
large enough share of the population such that their choices will

shift real estate prices both within and across cities and regions.

[4] Introduction
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As some WFH workers spread out, this creates new opportunities
for service-sector workers to move to such areas, which will both
lower the rents they pay for housing and expand their menu of life-
style possibilities.

In the recent past, the United States featured too few centers of
economic growth. I will argue that the rise of WFH increases these
points on the map. Where exactly these new growth hubs emerge
depends on several factors ranging from their “God-given” quality
of life (weather, mountains, beauty) and local land use decisions.
Will the incumbent property owners welcome new construction
or will they use zoning land use rules to limit economic growth?
In this sense, both demand- and supply-side conditions deter-
mine the emerging new menu of geographic possibilities created
by a more footloose workforce. The economic perspective offers

new insights here for anticipating shifts in our nation’s economic

geography.

Short-Run Gains for Workers

WFH workers will gain from having more control over their com-
muting schedule and by having the option to completely avoid
commuting on some days. The time savings will be the greatest for
those who have chosen to live the farthest from their place of work.
Working parents will be able to spend more time at home, which
means children will spend more time with their parents. Most cou-
ples wrestle with household “chore wars.” Reduced weekday com-
muting creates new possibilities for couples to revisit their individ-
ual efforts in contributing to the needs of the household. As people
spend more time in their home communities rather than at work,

people will be more civically engaged.

Introduction [5]
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Those with greater job flexibility will be better able to cope
and adapt to the various risks each of us faces, which includes
shocks to our own health and shocks to local economies. Over the
course of our life, our personal circumstances change as we are
confronted with unexpected challenges in coping with our own
needs, our children’s needs, and our parents’ needs. The United
States is a large nation and people often have family and friends
scattered across it. A company’s physical location on the map ties
down a worker to that location and raises the transportation and
psychic costs of maintaining ties with the other people in one’s life.
The possibility of having the option to telecommute creates a new
level of freedom and flexibility for meeting all of our life goals and
responsibilities.

For decades, young people have chosen to live in cities to en-
gage in a more organic search for job opportunities, friends, ro-
mantic relationships, and places to shop and eat. I can imagine
a type of science fiction Al world where advanced algorithms
quickly figure out the right matches, and young people rarely have
to leave their homes to find the right foods and friends and expe-
riences that would be suggested for them. Such a powerful algo-
rithm, combined with internet delivery of services, would sub-
stitute for directly experiencing the city. At the early stage of his
career, my twenty-year-old son would turn down this offer. While
he has the skills to be eligible to work from home, he would rather
be close to the action and meet other young people, to network
and build up his reputation amidst the challenging and exciting
trial-and-error of urban life.

Post-COVID there will continue to be a demand for face-to-
face interaction, especially among the young who do not have a

rolodex of social capital built up to rely on now while navigating

[6] Introduction
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endless zoom calls. Young people’s creativity, and their ability to
inspire and be inspired by others, still relies on in-person com-
munication. Cities facilitate such interaction both at work and at
play. The young do not need much private housing space, and they
will have an edge and a desire to live in high density to facilitate
their ability to meet and interact with each other. In contrast to her
grandson, my eighty-year-old mother has thrived while working at

home in 2020 as a lawyer in New York City.

Medium-Term Gains for Workers

WFH does not mean that we are going to abandon urban build-
ings such as New York City’s Empire State Building. While some
of us may “head for the hills,” as I will discuss below, many of us
will continue to seek out urban life (for both career concerns and
amenities). Instead, I will argue that our personal freedom has
greatly expanded. In the past, the choices of where to work and
where to live were almost always bundled into one “all or noth-
ing” choice because commute times were typically so long (see
chapter 2). A key point that I will return to again and again relates
to contingencies. While a person who loves California will be will-
ing (if she can afford it) to live and work there, life always features
contingencies (taking care of a sick mother, attending a class re-
union, or watching a child’s annual school play), and it is because
of such contingencies that one would greatly value the flexibility
to keep working even when physically distant from the workplace.
This is just one example of the new freedom WFH eligible work-
ers now have.

Urban economists study the interplay between where workers

and firms locate within and across cities. This book explores how

Introduction [7]
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the rise of WFH will affect the economic geography of our cities
and suburbs and will affect the choices made by different types of
workers and firms. In the “old” urban economics model, workers
know where they work and must choose where to live as they are
well aware of the time and transportation costs and agony of the
daily commute.

WFH workers have new freedoms to go where they want to go
and where they need to go to take care of their family responsibili-
ties. Firms will decide where to locate their companies and how
much office space to access. They will face the tradeoff between,
on the one hand, the benefits of saving money on office rent and
reducing their workforce’s time commuting and, on the other, the
challenges of maintaining their organization’s morale and encour-
aging synergistic teamwork given that a large percentage of their
workforce will be geographically dispersed. Firms will need to
learn how to reconfigure their operations to continue to be produc-
tive while allowing workers to have greater flexibility. For-profit
firms retain the option to bring workers back to working full-time
at headquarters if such firms are unable to maintain their culture,
focus, and profitability when many workers work from home.

In 2019, an ambitious worker was expected to be at the office
roughly 200 days a year for twelve-hour stretches of work and
commuting. Considering the physical location of offices—such as
finance in New York and tech in San Francisco—and the slow com-
mute speeds into and within cities, this worker would have very
limited options when deciding where to live. In other words, the
traditional pattern of commuting to work demands that an em-
ployee live close to a single point on the map, namely the physi-
cal location of the employer. When engaging in WFH, the worker

is “liberated” and can go where she wants to go or go where she

[8] Introduction
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needs to go to take care of family issues and challenges. This re-
duces stress and improves her quality of life.

How much one values the right to engage in WFH depends on
many factors. Those who live farther from their place of work save
more time when they can engage in WFH. In several of America’s
most productive cities, like San Francisco and New York City, the
local area features high home prices due to high demand to live
near a very productive vibrant city and too little new housing being
constructed. Middle-class people who work in these productive
core areas face high home prices and they are stuck in traffic at
rush hour. A commuter moving at a speed of thirty miles per hour
who is only willing to commute one and a halfhours round trip per
day must search for housing within twenty-two miles of where he
works. In an expensive local real estate market, this is a costly con-
straint as the menu of affordable neighborhoods is limited.

WFH workers are no longer tethered to choosing among
homes close to where they work. This newfound freedom expands
their menu of where they will live. Some will choose to move out to
the distant suburbs where homes are newer, larger, and cheaper.
In more remote places, real estate developers often have more
freedom to build than in center cities that often feature litigious
neighbors who block new construction. Other WFH workers will
be more adventurous and will move to places that meet their own
personal needs. Environmentalists may head to the mountains to
be able to spend more leisure time in nature and to live close to
like-minded people. Those with responsibilities caring for aging
parents may move closer to where their parents live. Those with
strong ties to their birthplace community may move back home
now that their workplace location no longer acts as such a strong

magnet.

Introduction [9]
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The rise of WFH could shrink the gender gap in earnings as
women will be better able to remain attached to the labor market.
The flexibility offered by WFH will encourage more mothers of
young children to engage in part-time work. Such a commitment
to the workforce will encourage employers to invest more effort in
training such workers. The ability to engage in WFH will increase
the set of jobs for eligible women and this will increase workforce
attachment. Young women will anticipate that the option to en-
gage in WFH in later life provides an incentive to invest more in
skills that offer greater future economic returns.

Remote work creates new employment opportunities for mi-
norities. Cities like Baltimore, Cleveland, and Detroit are home
to hundreds of thousands of African Americans. In recent years,
these cities have not featured strong private-sector job pros-
pects, but many people have built up social networks there and
their families have lived there for generations. Access to remote
jobs creates new opportunities for minorities to continue to live
in cities where they feel more comfortable and where they have
roots while working remotely. The expectation that this new op-
tion is created by WFH provides an incentive for young minorities
to invest in the necessary skills to compete for these high-paying
positions.

How will the quality of life of non-WFH workers be affected
by the life choices made by millions of WFH workers? Many less
skilled workers are employed in the service sector. Such individu-
als are often paid close to minimum wages and cannot afford good
housing in American’s most productive cities because rents are so
high in these cities. As WFH workers spread out across the nation,
this creates local demand for services provided by non-WFH work-

[10] Introduction
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ers. These WFH workers will need people to clean their homes and
take care of their gardens and babysit their children. Locations far
from core cities feature cheaper rents. Low rents effectively raise
the purchasing power of non-WFH workers. This example high-
lights the interdependencies in our economy where richer people

demand nontradable services.

The New Geography of Firm Locational Choice

Many prominent American firms have made large recent invest-
ments in corporate campuses. Given the billions that were in-
vested, these firms were making a large place-based bet that their
companies would be more profitable by locking into that specific
location and that amount of physical space. Going forward for
both America’s greatest companies and for medium- and small-
sized firms, how does the rise of WFH affect where they locate
their offices and how much space they demand?

Each firm faces a tradeoff. Given the cost of real estate in
America’s greatest cities, firms will reduce their demand for such
space if these costs exceed the benefits these firms anticipate they
will gain. If most eligible workers are working from home at least
two days a week, then overall demand for such real estate will
decline.

Startup firms face a key decision regarding where to locate as
they seek to achieve several goals. They need access to finance to
launch their ideas. They need access to a talent pool to hire the
right people. They need to network with industry leaders to build a
reputation, and they need to tap into a city’s professional services

to have access to lawyers and other service providers to protect

Introduction [11]
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their intellectual property. Many startups seek to be in the “mid-
dle of the action.” Such proximity offers greater learning and net-
working opportunities.

Worker compensation is a firm’s major cost expenditure. The
nominal earnings of WFH workers are likely to decline as such
workers will enjoy greater hourly flexibility and as they compete
with international “offshored” workers for these WFH jobs. The
probability that more jobs will be offshored hinges on how domes-
tic workers compete with foreign workers.® The ability to engage
in WFH in a national economy featuring many cities, including
some with lower home prices, allows US workers to be more com-
petitive with their cheaper foreign rivals and this helps to maintain
our domestic jobs base.

Annual pay is just one part of a worker’s compensation.
Workers also value their career development opportunities. WFH
potentially poses risks here if the absence of daily face-to-face
contact at the office reduces altruism and loyalty within the orga-
nization. A firm that anticipates this challenge can adapt by rely-
ing on its real-time worker productivity metric data to track how
different workers are performing. By experimenting with differ-
ent strategies for bringing workers together, such a firm will fig-
ure out ways to balance the benefits of WFH while reducing the
costs such isolation can create for a firm’s culture. A key issue that
arises concerns whether face-to-face interaction on a daily basis
is key to an organization’s success. Alternatively, there may be a
quantity versus quality tradeoff as, during a typical month, work-
ers gain from engaging in WFH most of the time but then are ex-
pected to spend a few intense days of interaction at headquarters.
Firms have strong incentives to experiment with different work-

ing arrangements to optimize their new work rules. Firms that are
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sluggish in adapting their work rules will lose talent, have to pay a

“combat pay” wage premium, and will be less profitable.

Will the Rise of Remote Work Weaken Superstar Cities?

Cities compete against each other for footloose educated people
and the firms that hire them. In recent decades, New York City,
San Francisco, and other cities boomed. Going forward, how will
the rise of WFH affect the demand to live in the “superstar cit-
ies” versus postindustrial cities such as Baltimore, Cleveland, and
Detroit? I examine the emerging competition that will play out be-
tween places ranging from Baltimore to Boise to Bozeman as they
compete for workers and jobs that in the recent past were concen-
trated in superstar cities.

Billions of dollars have been invested in durable commercial
real estate in major cities such as Boston and Manhattan, with the
expectation that major firms and startups would continue to rent
expensive space in commercial towers. While WFH is likely to re-
duce each firm’s demand for commercial real estate, commercial
real estate will continue to be demanded. Face-to-face communi-
cation continues to be essential for sealing deals, earning a reputa-
tion, making new connections, and meeting with the press.

In recent years, in cities like San Francisco and Seattle, the tech
boom has led to high local rents, which has displaced local rent-
ers. Worried about the negative effects of a boom on local resident
quality of life, local elected officials in major tech cities such as San
Francisco and Seattle have sought to enact new taxes on major
local companies to collect revenue to use for pro-redistribution
purposes. As these cities raise their taxes and regulations on local

tech firms, this creates a “push incentive” for such firms to threaten
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to downsize locally. In recent years, members of Seattle’s city coun-
cil have sought to impose new taxes on Amazon to collect roughly
$500 million a year to fund transfers to the poor. The ability to hire
more remote workers (rather than hiring workers who will work in
Seattle at Amazon) gives Amazon executives a credible threat in
this firm’s ongoing negotiations with the Seattle city council.
America’s most productive cities tend to be located along the
coasts, and these beautiful areas continue to have great consumer
city and tourism appeal. If these cities lose mobile WFH workers,
the new city would feature a younger population paying more af-
fordable rents. High-amenity cities have proven to be remarkably
resilient when hit with major shocks. Inrecent decades, Manhattan
has rallied back several times when it was hit with the job loss it
experienced starting in the 1950s as manufacturing jobs vanished
and after the damage and horror caused by the 9/11/2001 terror-
ist attacks. In contrast, other cities such as Detroit have had more

trouble rallying after the decline of the local car industry.

New Opportunities for Other Areas

WFH-eligible workers can move to many possible destinations
across the United States. Some will seek out the distant suburbs of
their employer’s metropolitan area. Others will be more adventur-
ous and move to the mountains or to places close to water. Some
may simply seek out low-tax areas such as Florida and Texas that
do not have a state income tax. Others may move back to their
birthplace area. This migration will spread out talent across the
United States.

As WFH workers shop around for where to live, cities and ju-

risdictions that seek to lure them can reposition themselves by

[14] Introduction
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making a set of strategic investments. While a city cannot build
mountains, it can have good schools and safe streets and enforce
environmental regulations. A city can offer reliable internet con-
nections and its region can have good airports to allow for easy
direct flight access to an HQ. High-amenity places that in the past
were not major productivity hubs could enjoy a surge of new local
growth. Local land use zoning rules will play a key role in deter-
mining whether beautiful areas will become “the next Nashville”
or whether a type of moat will be built around the area that lim-
its growth and inflates local real estate prices as buyers bid up the
price of relatively few homes.

Beautiful areas often attract environmentalists and nature lov-
ers who may want to preserve their paradise and not change the
local culture or its current scale of activity. Incumbent homeown-
ers often vote for land use regulations to slow new construction in
order to boost the value of their homes. If a coalition of incumbent
homeowners and environmentalists are able to block new real es-
tate development in desirable areas, then the rise of remote work
will lead to even higher home prices in such areas.

By influencing the geography of where successful people live
across the United States, the rise of WFH creates new possibilities
for economic growth to take place in areas that have lagged for de-
cades. Both rural areas and postindustrial cities such as Baltimore
have lost population in recent decades. Some WFH workers will
reconsider moving to these areas now that they can live in these af-
fordable and familiar places without suffering an earnings penalty.
If more college-educated African Americans settle in Baltimore
because they can engage in WFH, then a socially beneficial by-
product of their own choice is to make Baltimore a more vibrant

area as the city, which has been shrinking in population for cities,
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attracts role models and people with purchasing power who would
have been less likely to have moved there if they did not have the
ability to engage in WFH.

In recent decades, rural area quality of life has declined as eco-
nomic insecurity has increased and local deaths from despair as-
sociated with drug addiction and substance abuse have increased.
The rise in political polarization has increased as many residents of
these areas feel that the American Dream is no longer attainable for
them or their children. The rise of WFH creates new possibilities
for such areas as some urbanites seek out new lifestyle opportuni-
ties in the countryside. On the whole, this creates new possibilities
for a rural resurgence featuring a more diversified rural economy.

As the Biden administration makes new investments in the
nation’s infrastructure, this is a key time to consider the syner-
gies between private investments and public-sector investments.
Upgrades of our transportation infrastructure (highways, airports)
and internet infrastructure (broadband internet being expanded
into rural areas) help to unlock the full potential of WFH to im-
prove worker quality of life.

Finding Freedom and “The Good Life”

At any point in time, our lives can be described by points on a map
that include where we live, where we work, places where we enjoy
taking leisure, and the locations of our friends and family. Before
WFH, we faced the challenge that slow commuting speeds con-
strained us to live in a handful of affordable places close to where
we work. This impinges on our personal freedom because we
would really like to locate closer to the other points on the map

that we care about, such as living close to our parents.
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The rise of WFH increases our personal freedom. Given that
each of us has a different conception of “the good life,” the rise of
telecommuting raises the possibility that more of us can achieve
our life goals. This increases our personal freedom, allowing us
more adaptation pathways to cope with new challenges that arise,
ranging from sick family members to local labor market reces-
sions and even natural disaster shocks. In our increasingly uncer-
tain world, we need more flexibility so that we can adapt to “new
news.” WFH offers such increased flexibility because one can con-
tinue to work for the same employer while physically moving to
another distant area or one can search for new work using the ever
more sophisticated internet work platforms that match workers
with firms seeking to hire them.

The rise of WFH poses new risks for US workers as they com-
pete with foreign workers. Such head-to-head competition can
lower US worker earnings. I discuss several new Big Data bench-
marks for judging quality-of-life progress for those who do and do
not qualify to work in WFH jobs. The quality of life of both sets of
workers is interconnected because when WFH workers move to
new parts of major cities (such as the New York City distant sub-
urbs) or to Montana, this creates new local service-sector jobs and
these will be filled by other workers. This rising local demand for
less skilled workers in low-cost areas creates the possibility that
the rise of WFH raises the real earnings of those with talents that
WFH workers need to help them in their daily lives.

The Living Standards Debate

A few years ago, the economist Robert Gordon pessimistically ar-

gued that recent inventions have not greatly improved our qual-
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ity of life. “Invention since 2000 has centered on entertainment
and communication devices that are smaller, smarter, and more
capable, but do not fundamentally change labor productivity or
the standard of living in the way that electric light, motor cars, or
indoor plumbing changed it.”® He wrote this back in 2012. While I
will not rank WFH as the equal of electric light or the motor car, I
do argue that WFH will increase the quality of our leisure time and
raise the real earnings of many service-sector workers.

Economists have written extensively about how we gain from
the introduction of new goods. Many richer people are enjoying
driving a Tesla more than other luxury vehicles. The Tesla is a new
good with features that other vehicles do not have. The cell phone
was a significant upgrade over pay phones. Diet Coke offers the
great taste of Coke without the sugar and the calories. Honey Nut
Cheerios is a tastier cousin of the traditional Cheerios. In each
of these cases, for-profit firms are incurring costs to create a new
product for which they believe there is a market willing to pay a
premium.

WFH is an especially important new work arrangement be-
cause tens of millions of American workers engage in it—and we
spend much more of our time working than we do eating break-
fast or driving around. I predict that the rise of WFH will improve
the quality of life of both those who engage in it and even those
who do not engage in it due to market pricing effects. Firms could
learn that their productivity greatly declines when workers are not
in the office five days a week. Workers could learn that being “out
of the loop” and away from co-workers and bosses slows down
their career prospects and these losses exceed the benefits of com-

muting less. In truth, I expect that relatively few firms and work-
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ers will want to turn back the clock and return to our 2019 work
arrangements.

Put simply, the rise of WFH increases our personal freedom.
The ability to work for an employer but to live where one wants to
live opens up so many new quality-of-life opportunities. Our na-
tion is huge and offers a great variety of experiences. Our work-
force is highly diverse with different tastes and talents. Our labor
markets solve a spatial assignment problem as workers reveal who
they want to work for and where they want to live. Our popula-
tion’s diversity highlights the importance of creating work rules
that allow “different strokes for different folks.” This book ex-
plores how our new freedoms will shift America’s economic geog-

raphy in many surprising ways.
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1 Short-Run Gains for Workers

In his 2020 annual statement to his Berkshire shareholders,
Warren Buffett wrote, “A lot of people have learned that they can
work at home, or that there’s other methods of conducting their
business than they might have thought from what they were doing
a couple of years ago. When change happens in the world, you ad-
just to it.”?

The next two chapters focus on Buffett’s word “adjust.” While
his quote suggests a seamless transition that anyone can make, in
truth at any given point in time we may differ in our ability and
our desire to adapt to new circumstances. Over time, whether we
can make the most of a new opportunity hinges on our choices and

how we reconfigure our lives.

Who Can Zoom to Work?

Nick Bloom, an economist at Stanford, has been conducting sur-
veys during 2020 to quantify who is working from home and what,
going forward, are their expectations about future WFH. The
more educated are more likely to engage in WFH. Among those

who are working from home in 2020, §3 percent are college gradu-
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ates. There is a wide range of preferences in the number of days
people want to work from home, with 11 percent never wanting to
WFH to 27 percent wanting to WFH all the time. The average per-
son wants to work from home two days per week.?

One research team concludes that 32 percent of all US jobs can
be performed almost entirely at home, although this varies sig-
nificantly based on the industry. For example, while 74 percent of
jobs in finance and insurance are “teleworkable,” as are 93 percent
of jobs in data processing, only 11 percent of retail trade jobs can
be WFH.? This research team ranked eighty-eight industries with
respect to what percentage of their jobs can be done by remote
work. Their data can be used to calculate what share of a coun-
ty’s jobs can be done remotely. The County Business Patterns (an
annual series produced by the US Census Bureau) provides data
listing the employment count for each county divided into those
eighty-eight different industries. By combining these data with the
national data on the share of jobs in that industry that can be done
remotely, I calculate the share of a county’s jobs that can be
done remotely. Intuitively, if a county features a large share of jobs
in finance and insurance, then this county will have a higher over-
all average share of WFH jobs than a county whose employment is
concentrated in retail trade.

The top ten remote work-friendly counties in the United States
feature a jobs base such that 45-51.9 percent of the jobs can be
done remotely. The top five are well known: Arlington and Fairfax
Counties, New York County, and Santa Clara and San Francisco
Counties. The top three WFH industries are in finance and data
analysis; for these industries, over 9o percent of the jobs can be

done at home. Counties with more than 250,000 people that have
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low rates of WFH do not include any famous areas. One example
of such a county is Stanislaus, California, with a WFH rate of 25.7

percent.

Who Wants (and Does Not Want) to Work Remotely?

Most young people do not want to engage in WFH. They have not
yet established a reputation. Face-to-face communication facili-
tates both personal growth and spreading the word about one’s
skills. Young people switch employers multiple times at the start
of their career as they seek to learn about their tastes and tal-
ents in order to find a good company match.* Most young work-
ers need face-to-face interactions so they can “learn the ropes.”
Working at a company provides them with valuable experience.
They need to be mentored and this requires face-to-face interac-
tion. Young people need to network and build up work social capi-
tal. This takes time. Research on the earnings dynamics of young
men documents that two-thirds of their lifetime job changes occur
during their first ten years of work experience. Roughly one-third
of their wage growth during these first ten years can be attributed
tojob changes.’

If young workers could simply “zoom in” to a sequence of em-
ployers, they would face low switching costs for trying out differ-
ent jobs. In truth, such remote workers would have trouble learn-
ing each firm’s culture. These workers would be unlikely to be loyal
to any one firm because they have never been an insider. In this
“gig economy,” a firm’s workers would almost resemble a type of
Uber driver as they provide a given service that is demanded. Such

a transactional relationship will be acceptable for some workers,
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but younger workers and those who seek connection and to be part
of a larger mission will be less likely to find such work emotion-
ally satisfying. Face-to-face interaction on a regular basis helps to
build up workplace social capital and firm loyalty.

Consider twenty-five-year-old Allie Micka. Micka moved from
Boston to Washington, DC, to start a new job as a solutions engi-
neer at a tech firm—one she admired for its highly social culture.
Micka imagined going out for after-work drinks and making life-
long friends. And the office was just as she had imagined—for ex-
actly ten days, before the coronavirus pandemic descended. Her
now-virtual contact with her co-workers feels much too transac-
tional. “As friendly as everyone is, it’s hard to just say ‘hi’ to get
to know someone when you have no purpose for reaching out,”
Micka said.® Such young workers are well aware that at the office
one learns by osmosis and one can network and sometimes have
the opportunity to attend impromptu meetings with higher-ups at
the firm.

Middle-aged people who have established a reputation do not
need to go to the office for networking. They will have a greater de-
mand for the opportunity to work from home. Many tenured col-
lege professors get more work done when they do not go to the
office. Unlike untenured professors, the tenured faculty have a
promise of lifelong employment at their home institution. They
do not have to engage in office politics to earn the friendship of
the department leadership. While bumping into colleagues is fun
and informative, it can also be distracting and the day can pass by
without having long periods of uninterrupted thought.

My mother was born in 1941 and continues to practice law in
New York City. My father was born in 1939 and continues to prac-
tice medicine in New York City. They have quickly learned the
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benefits of zoom interactions. My father’s patients tend to be older
and they do not have to commute to the hospital to see him. My
mother can access all of her legal records electronically and is not
tethered to an office desk. Improvements in information technol-
ogy allow for easy access to records and she subcontracts to out-
side record-formatting companies to make her briefs comply with
the expected standards featuring hyperlinks and bookmarks. Her
clients are happy to speak to her by zoom or phone because they
do not have to travel to meet with her.

As older workers consider their pathways to retirement, they
are well aware that retirement contributes to cognitive decline and
frankly to boredom for many.” An alternative to transitioning to
full-time retirement is the option to engage in WFH. This path-
way to retirement provides seniors with intellectual stimulation,
a source of income, and a source of life satisfaction. Sociologists
have worried about the isolation and loneliness that many seniors
experience. The ability to continue to contribute and to feel valued
is very important for every person. One’s personal dignity is tied to
having control over one’s life.

Older workers who are eligible to engage in WFH can choose to
migrate to warmer, more pleasant areas earlier in their lives. Many
successful New Yorkers retire and move to Florida. In the new
WFH economy, these individuals do not have to wait. Qualified
older people can have a much better quality of life in their early
sixties by relocating and continuing to work on at least a part-time
basis for their original employer. This process means that retire-
ment is less abrupt and less dramatic and likely to be less stressful
and disruptive. Economists have noted that seniors’ expenditures
on food decline when they retire.® In our new Big Data economy,

we need more real-time indicators of senior quality of life to mea-
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sure their life satisfaction and the stress they are under. The abil-
ity to engage in WFH should reduce their stress by giving them a
sense of purpose, allowing them to move to a place where they are
comfortable, and giving them the option to retire later on. WFH
also allows for an easier transition into retirement because their

jobs would be more flexible.’

True Grit: The Personality Types Who Thrive While Working
from Home

In recent years the field of behavioral economics has enjoyed a
boom, a striking example of which was Richard Thaler being hon-
ored with the 2017 Nobel Prize in Economics for his behavioral re-
search. One topic that behavioral researchers study is the causes
and consequences of self-control problems. Working from home
creates a kind of high-stakes laboratory for the further testing of
such behavioral economics ideas.

In 2020, as millions of people have gained experience with
working from home, many authors write on platforms such as
Medium to report “dos and don’ts” for how to be an effective WFH
worker. These pieces often offer tips for achieving good mental
health in the face of workplace loneliness and how to develop self-
control. Basic advice is offered, such as not working in one’s paja-
mas and not working in bed and avoiding constant snacking. Some
of the writing suggests that many Americans are having trouble
“just saying no” to temptation while at home. Such self-control
challenges suggest that these workers may be better suited to a
more organized formal workplace environment where they know

that their boss and co-workers are watching them. A worker with
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some self-awareness will know what she gains from engaging in
WFH.

Spending Less Time Stuck in Traffic

In the United States, roughly 80 percent of the population live
in a metropolitan area and 20 percent in rural places. Those who
do not live in a rural area must choose where they live and work
within the metro area. When I was a child in the 1970s, we lived
in the suburbs of New York City (Westchester County) and my fa-
ther commuted to Manhattan. Those who live in the suburbs and
work in the center city face the longest commutes. Given that tran-
sit speeds are higher in the suburbs, those who live and work in
the suburbs spend less time commuting. Urban economists have
documented the rise of reverse commuting, where, for example, a
person lives in downtown San Francisco and commutes to Silicon
Valley firms closer to San Jose. Such commuters value the ameni-
ties of urban life and have access to major suburban employers like
Google and Apple.

In America’s most productive cities, many middle-class people
commute for a long time. Cities such as Seattle, Portland, Boston,
and San Francisco do not build much new housing and they do not
charge a time-varying price for accessing the roads during rush
hour. The net effect of these two policies is to create enormously
high home prices close to the city. Middle-class people, and young
people without housing equity, must put up with long commutes
to gain access to the productive core. This dynamic lowers the real
incomes of the middle class who work in these cities and pushes

many young workers with families to the distant suburbs.
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In major cities, the average commute time soars. A large num-
ber of Americans can be classified as “super-commuters,” those
workers whose place of work is the center city of a metropolitan
area and place of home is outside of that metropolitan area. In
2010, 13 percent of the workforce of Dallas (180,000 people) and
Houston (255,000) lived outside their respective metro areas. While
only 3 percent of Manhattan’s workforce were “super-commuters”
in 2010, the number of these commuters grew by 70 percent from
2002 t0 2010 to a total of 63,000 workers. This increase was partly
driven by a sharp rise in the number of workers living in the Boston
(162 percent increase) and Washington, DC (167 percent increase)
metropolitan areas and working in Manhattan. These “super-
commuters” (that is, people who commute more than ninety min-
utes each way to and from work) have become increasingly com-
mon in the Northeast corridor and the Pacific Northwest.1°

Central Valley metros near the San Francisco Bay Area have
seen significant increases in the number of “super-commuters”—
44.7 and 40.9 percent in Stockton and Sacramento, respectively,
since 2005. For many middle-class people, these long commutes
allow them to take advantage of lower real estate prices in the
Central Valley and higher wages in the Bay Area, at the expense of
less leisure time and greater expenditure on transportation.

In major cities such as Boston, Chicago, New York City, and
Philadelphia, commuters who work in the center city often use
public transit. While public transit is cheaper and greener than
commuting by car, it both takes more time and is more physically
uncomfortable as one must wait on crowded platforms for a sub-
way or a bus. When one is dressed in business clothes on a hot day
or a cold or rainy day, this can be quite unpleasant. WFH reduces

the grind of the daily commute that involves public transit.
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In 2018, 85.3 percent of American commuters commuted by
car, but this average masks huge spatial variation. In the center cit-
ies of Atlanta, Boston, Chicago, Los Angeles, and New York City,
the respective percentages were 71, 45, 58, 79, and 27.!* During
2020 my brother, who lives in New Jersey, was able to avoid a
ninety-minute one-way commute to Manhattan that involves driv-
ing to a train, taking the train to the city, and then a subway to his
office.

Low traffic speeds and long mileage commutes emerge as a
byproduct of there being too little housing available close to em-
ployment centers, and not introducing road pricing as a policy to
reduce traffic congestion. While traffic congestion frustrates driv-
ers, each individual driver has no incentive to recognize that as she
gets on the road to go where she wants to go, she slows down every
other driver by taking up space on the road during a peak demand
time. Each driver views herself as too small to be responsible for
clogging the road, but during weekday rush hours the result is a
congested road.

In my past research, I have studied household decisions over
where to live, what transport mode to use to commute to work, and
what type of house to live in. Those who live in a city center and
work in a city center are more likely to live in an apartment build-
ing and to commute by public transit. Those who live and work in
the suburbs tend to have faster commutes by car. In the suburbs,
there is less traffic congestion and one drives at higher speeds.

Real estate in highly productive and high-amenity center cit-
ies such as Boston and San Francisco becomes even more valu-
able when suburban residents face challenges in commuting to
such places. The laws of supply and demand teach us that when

there are few housing units and there is high demand for such real
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estate, real estate prices will soar. The owners of such properties
gain a huge asset value windfall while those who have not accu-
mulated wealth face higher housing prices. Researchers have doc-
umented that high rents in productive places such as Silicon Valley
mean that local workers are not earning as high an income as an
outsider might think because a large share of their after-tax earn-
ings is spent on local housing.'?

The straightforward solution to reducing traffic congestion is to
charge drivers a fee (the congestion charge) during peak demand
times. Commuters by car both seek to quickly arrive at their des-
tination and to find a parking spot at the location. Dynamic pric-
ing for parking would assure that during times of peak demand,
the price of parking would rise so that demand would equal supply
and there would be less cruising for free parking (another cause of
traffic congestion).'* The dynamic fees for road access and parking
would provide an incentive to commuters to drive during off-peak
times and would encourage some to instead use public transit. The
net effect of adopting this policy would be higher road speeds and
shorter commute times.

Cities such as Singapore and Stockholm have implemented
such road pricing and have demonstrated that this incentive helps
to increase road speeds and generates new revenue for the gov-
ernments that implement it. The Stockholm case study is informa-
tive. Back in 2006, Stockholm introduced a toll system for seven
months after which citizens voted on its permanent adoption. A
research study of the resulting voting patterns reveals a type of
“experience good” effect as those who enjoyed the greatest reduc-
tions in commute times due to road pricing were more likely to
subsequently vote for continuing the road pricing policy.*

The lessons learned from these cities have not created a dom-
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ino effect such that other cities have tried it. This fact has puz-
zled urban and transport economists. Of course, people like “free
goods” and do not want to pay for accessing the roads, but if we
do not pay using money for road access then we will pay using
our scarce time as we are stuck in traffic. This logic suggests that
we are already paying for the traffic congestion. Over time, as our
wages rise, the loss to drivers from being stuck in traffic increases.
The extra hours we lose in traffic jams could be more productively
used for other activities.

Another strategy for reducing road traffic congestion is to im-
prove public transit. Based on my past research, I found that light
rail transit investment costs billions of dollars to build and in most
cases the main effect of such investments in cities such as Los
Angeles is to encourage bus riders to substitute to rail rather than
to nudge car commuters to commute by public transit.'* In dense
urban corridors such as Boston, New York City, and Washington,
DC, heavy rail continues to have a large market share, but even in
cities such as Chicago, Philadelphia, and San Francisco that have
subway systems, the majority of commuters commute by private
vehicle.

The rise of WFH will help to improve worker quality of life in
these superstar cities as they can structure their daily commute to
avoid rush hour road-pricing spikes by working at home during the
peak hours and traveling off-peak. Such a dynamic would reduce
road congestion for everyone else who does need to commute dur-
ing peak hours. This is an example of how the rise of WFH affects
everyone else in the economy.

The option to engage in remote work two to three days a week
effectively reduces one’s weekly commuting time by 50 percent.

Commuters care about more than their average commute time to
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work. Road accidents or severe weather can lead to commuting
spikes of twice the usual length of time. Those with the WFH op-
tion can choose to work from home on such terrible commute days
or restructure their day such that they start out working at home
and then travel in when the traffic clears. This ability to adapt in
real time to emerging challenges reduces stress and raises produc-
tivity. For people who live in cities with challenging winters such
as Boston or Chicago, the ability to engage in remote work allows
them to avoid commuting on the worst weather days such as dur-
ing snowstorms.

As WFH workers commute less often to center city employ-
ment hubs, traffic congestion for everyone else may decrease.
Transport economists caution that the “fundamental law of traf-
fic congestion” lurks. Such economists predict that as the roads
become less clogged at rush hour, there are always other drivers
who will now make discretionary trips because the time price of
such trips has declined. While this claim makes sense, in the case
of rush hour trips I do believe that WFH will help to reduce road
congestion. With the exception of workers, who else must travel
to the downtown at 8:30 a.m. on a weekday? There are no sports
events or cultural events at those times. There are exciting re-
tail stores in the city center, but shopping at such luxury stores is
a rare event. A legacy of China’s communist past is that the best
schools in the major cities are located in the center cities. This
means that many children and their parents get stuck in traffic as
suburban parents take their children to elite schools. In contrast in
the United States, a vast majority of suburban children attend sub-
urban schools. These points suggest that non-WFH workers who
work in center cities and live in the suburbs will enjoy a reduction
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in commute times. This predicted spillover gain for everyone else
merits measurement.

When I grew up in Scarsdale, New York (a suburb twenty miles
north of Manhattan), my father was one of the public transit com-
muters as he took a 6 a.m. train to the city. In major metropolitan
areas such as New York City, San Francisco, Boston, Chicago, and
Washington, DC, an elaborate set of public transit trains and buses
is geared to meet peak rush-hour demand in the morning and the
early evening. These progressive cities feature billions of dollars of
public transit contracts hiring unionized employees and purchas-
ing transport capital (buses and trains and maintaining tunnels) to
deliver these services. If the rise of WFH shifts the daily commute
flows, an interesting issue will arise concerning how much less rev-
enue these public transit authorities will receive and whether the
public-sector unions will allow workers to be redeployed to new
uses rather than having bus drivers drive less filled buses at peak
times. An open question asks: How quickly will local governments
reoptimize the supply of transit services as the overall quantity of
demand and the timing of demand (shaved peaks) arises because
of the rise of WFH?

The Gain from Commuting Less

There are roughly 158 million Americans who work. If one-third
are eligible to engage in WFH and if each of those who are eli-
gible works from home two days a week, then 104 million round
trip commutes are avoided each week because of WFH. If each
commuter has a round trip commute of one hour, then we collec-

tively avoid 104 million hours of commuting each week. Each of
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us has our own vision for how to use this windfall of extra time. A
major research agenda in social science studies how we use our
time as we allocate it across many at-home activities ranging from
exercise, to time with family, learning, home improvement, and
recreation.’®

The ability to work from home two or three days a week rep-
resents a type of pay increase!'” In an urban economics class, the
teacher discusses the tradeoff that workers face. Housing closer
to a major work center is more expensive but features a shorter
commute. The worker only has twenty-four hours in the day and
her daily leisure equals the time she does not spend working and
commuting.

Middle-class people tend to have the longest commute to
work, especially when they work in a center city as they commute
from the suburbs to the city. Since home prices decline as a func-
tion of distance to major employment centers, the middle class are
more likely to choose to commute longer in return for a cheaper,
larger home. The ability to avoid commuting every day to work
saves such individuals more time than a person who can walk to a
nearby work location.

Time is our scarcest asset and WFH gives us more of it. For
workers who now have an extra 1.5 hours per day, what will they
do this with new time? The American Time Use Survey from 2019
provides some clues. On the days they did household activities,
women spent an average of 2.5 hours on these activities, while men
spent 1.9 hours.'® Watching TV was the leisure activity that occu-
pied the most time (2.8 hours per day), accounting for just over half
of all leisure time, on average. Socializing and visiting with friends
or attending or hosting social events accounted for an average of

38 minutes per day, and was the next most common leisure activity
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after watching TV. Adults living with young children spent an av-
erage of 2.2 hours per day providing primary childcare. Adults liv-
ing in households where the youngest child was between the ages
of 6 and 17 spent less than half as much time providing primary
childcare to household children (48 minutes per day).

Raising children is both time-intensive and expensive. The
ability to telecommute creates the possibility of a more equitable
sharing of these responsibilities. This is likely to strengthen a mar-
riage and reduce stress.’® Most couples wrestle with dividing up
time spent tending to the needs of the household; the so-called
chore wars.?® Reduced weekday commuting creates new possi-
bilities for couples to revisit household responsibilities.?* Those
working at home can save extra time by multitasking. Household
chores ranging from doing laundry to preparing meals to clean-
ing the house can all be simultaneously done while working when
work involves steps such as running a statistical model or thinking
about a specific problem.

One study set in China found that people are willing to give
up five minutes of leisure for every one minute they can reduce
their commute time.?? If this large effect holds true in other na-
tions, then this suggests that the stress effects of commuting are
large. The disutility of commuting differs by income group and
one’s personal tastes. A person who loves his sports car may actu-
ally enjoy his commute as he listens to books on tape.?

To measure how much different workers gain from WFH re-
quires special data. Ideally, a researcher could observe objective
indicators of each worker’s well-being when she is engaging in
work from home and these same indicators for the same worker
if she is not allowed to engage in work from home. Such great

data would allow the researcher to measure how much each per-
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son gains from having greater freedom. Unfortunately, we face a
missing data problem. For those select workers who now engage
in WFH, we could ask them retrospective questions such as, “How
much has your quality of life improved by engaging in WFH?”
Recent research has helped to fill this data gap. One recent
field experiment set in China documented that those with a lon-
ger commute to their workplace value the right to work from
home more than workers with a shorter commute. A Stanford re-
search team accessed data for a major Chinese firm called CTrip,
a 16,000-employee, NASDAQ-listed Chinese travel agency. Call
center employees who volunteered to WFH were randomly as-
signed to work from home or in the office for nine months. Those
who lived farther from the workplace were more likely to ask to
continue to work from home when the experiment ended. Most
of the call center workers were younger employees. This fact can
create a concern that these individuals will shirk if a monitoring
supervisor is not around. Perhaps surprisingly, employees who
worked at home saw a 13 percent performance increase, mainly
from an increase in time spent working during a shift and de-
creased sick days and time off. Interviewed workers reported
fewer distractions and greater convenience when working from
home. They also reported higher levels of work satisfaction and
had their attrition rate fall by half. However, their promotion rate
fell, possibly because they were out of sight of managers. The firm
improved their productivity by 20 to 30 percent and saved an es-
timated $2,000 per year for each WFH employee. Following the
experiment, the company allowed workers to reselect whether
they wanted to continue WFH, with over half of them switching,
leading to 22 percent of employees working from home.?* This last

fact about “switchers” raises an important point. WFH is an expe-
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rience good. Each worker must experience WFH before they can
declare “Ilove it” or “I hate it.” Given our diverse talents and in-
terests, some gain more than others from having this option. In a
fair society, individuals are exposed to it on a trial basis and then
reserve the option to “lock in” and engage in more WFH if this
work arrangement improves their quality of life.

While the Chinese firm CTrip’s workers gained from WFH, one
should not extrapolate and jump to the conclusion that every firm’s
overall productivity will grow by allowing some of their workers
to engage in WFH. Labor economists are partnering with major
firms to use their administrative data to study worker productivity
under different work configurations. Intuitively, we would like to
observe the same worker’s output per hour when she works from
home versus when she works at an office. Ideally, we would also
like to measure her well-being under both work configurations.
The extreme conditions of 2020 sent many workers home, and
this variation allows researchers to conduct a “before versus after”
comparison to measure worker productivity dynamics. One recent
study used data from a firm that is one of the world’s largest IT ser-
vices companies.?® They have over 150,000 employees who work
with clients across the globe. Most work in the home country, a
rapidly developing Asian nation. In response to the COVID shock,
the company abruptly switched all employees to WFH in March
2020. The company provided worker-level data for a large sample
of more than 10,000 employees, for seventeen months before and
during WFH, from its personnel records. The researchers docu-
ment that the WFH workers work more hours and their output did
not increase. This means that their productivity per hour worked
declined. The researchers argue that dispersed WFH workers face

higher communication and coordination costs.
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These two case studies from Asia raise several key points.
First, there is no “iron law” that WFH must raise each worker’s
productivity at a point in time or over time. Workers differ with
respect to their skills, their ambitions, and under what environ-
mental conditions they thrive. A key economic point is that work-
ers know themselves! If firms create the work conditions (i.e., the
menu of opportunity) to allow different workers to choose their
own work arrangements, workers are more likely to choose the
right fit for them as they understand that they must play by their
“firm’s rules” in order to continue to be employed. A second point
to note in the case of the large Asian IT firm is that the finding of
low WFH worker productivity in 2020 is a short-term result. The
COVID crisis of 2020 was a surprise and firms had little time to
optimize their operations. Going forward, I predict that firms will
use their administrative data to help them to configure WFH to
achieve the “win-win” of happy and productive workers. Families
faced unique stresses in 2020 (as children could not go to school)
that going forward stay-at-home workers will not face. In this
sense, our 2020 experience with WFH that featured a bundle of
the dread of a global pandemic and children stuck at home pro-
vides a “worst case” scenario preview of our future work experi-

ence with WFH as part of the “new normal.”

Gains for Children

The children of parents who can engage in WFH will see more of
their parents and their parents will be there for key events such as
a child’s sports competition or a music recital. Two-parent work-
ing households will gain more as the couple can mix and match

times when each will be home and other times when they coordi-
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nate their respective activities. When I was a child growing up in
the suburbs of New York City, my father never attended a single
weekday school event because he was always in New York City at
the hospital where he worked. In a WFH economy, one can adjust
one’s schedule to be more involved in a child’s life in her residen-
tial community.

Children whose parents have divorced may now see more of
each parent, as their activities and handoffs can be better coor-
dinated given that they live in separate homes that are not likely
to be close to each other. Remote work increases the likelihood
that children have dinners with their parents. Such quality time
can help children toward achieving their full potential. The abil-
ity of WFH workers to spend more time with their children raises
the concern of an increase in inequality as the children of workers
whose parents cannot engage in WFH (often the less educated)

will not receive this benefit.?®

Building Up Social Capital in the Residential Community

Leisure is more enjoyable when such time is spent with friends
and family who share one’s interests and hobbies. The joy of being
with friends and engaging in a favorite group activity is even larger
on a pleasant, low-pollution day.?” As WFH workers spend more
time in their residential communities, this strengthens these com-
munities. Such social engagement builds up local social capital
and this results in trust and greater understanding and empathy
for one’s neighbors. In geographic areas where there is more social
capital, people are less likely to free ride and they will be more civ-
ically engaged.?® For example, more people will vote, and will be

more likely to protect common property and this reduces concerns
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about the “Tragedy of the Commons.” In cities such as Rome,
Italy, urban residents are strangers and invest little time dispos-
ing of dog waste or used cigarettes. Such litter degrades the com-
mons as strangers do not think about the social consequences of
their actions.

In his influential book Bowling Alone, Robert Putnam argues
that Americans are engaging less with each other as they watch
more television.? After reading Putnam’s work, Dora Costa and I
explored whether the rise of women’s labor force participation re-
duced local social capital as women tended to be the backbone of
such volunteer organizations because many mothers in the 1970s
and 1980s were not working.3° With the rise of remote work, peo-
ple spend more time in and have and a greater incentive to invest
in the social fabric of their residential communities because they
have a greater stake in the community.

In 2021, the modern equivalent of the claim that we are not in-
teracting face to face is that we are so addicted to our cell phones
that we have substituted a virtual life for face-to-face communi-
cation. The rise of WFH will mean that such workers will spend
more time online during working hours but they will actually have
more free time to spend in their residential communities and with
family.

With the rise of weekly remote work, people will be spending
more time in their residential community and they will see more
of their neighborhood friends. The residential community as a
whole gains from such investments of time. As people invest more
time getting to know each other, the community becomes stron-
ger. People plant roots and are less likely to migrate away.**

Even on weekdays, WFH workers will not be rushing home
from New York City to get back to the suburbs of New Jersey or
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Connecticut. The same hour of leisure has differential effects on
our well-being: for example, spending that hour on a crowded
commuter train versus spending that hour resting after a good
workday at home and then perhaps entertaining friends on a
weekday or pursuing a hobby with some of them in your nearby
residential area. As more neighbors are home during weekdays,
neighbors will get to know each other better and this can even
improve intergenerational connections as adults come to better
know their neighbors’ kids.

Face-to-face meetings with neighbors and friends are even
more pleasant in temperate, low-pollution places. Over the last
few decades, both air pollution and water pollution have sharply
declined across the United States. The cause of such progress is
due to the decline in industrial activity, cleaner automobiles (due
to the Clean Air Act), and the sharp reduction in coal use for gen-
erating electric power. As environmental quality improves across
America’s cities, it is more enjoyable to spend more time outside
and this leisure time is even more enjoyable when one can coor-
dinate activities with friends. This further increases the joy of liv-
ing in a residential community where you have friends. In a recent
study set in China, we document that on polluted days people do
not want to go out to restaurants because they would be exposed
to more pollution. People are happier on a low-polluted day when
they can go out and socialize with their friends.??

I have focused on WFH workers investing their time in mak-
ing friends with their residential neighbors. Over the course of
our lives, we make friends at every stage such as when we at-
tend school or where we grew up when we were young. When one
friend engages in WFH and one worker does not, the former can

visit the latter. This life flexibility creates many new opportunities
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to remain in touch. When both friends engage in WFH, this cre-
ates even more opportunities to travel together and explore tourist
destinations, while at the same time putting in the necessary hours
to do one’s job. For adults who are not responsible for young chil-
dren, this new freedom offers exciting possibilities that improve

our mental health and well-being.

Opportunities to Earn Extra Income and to Try New Jobs

During an economic boom, many people seek to work more
hours.?* By moonlighting, industrious people can earn more in-
come or they can branch out and try something new to learn about
their tastes and talents. This possibility of using remote work to
experiment means that workers will have fewer life regrets about
early life choices that locked them into a path. The desire, and the
ability, to reinvent themselves can be good for people’s mental
health. Before 2020, moonlighting workers had to commute from
their home to a second job and this additional commute discour-
aged them from engaging in extra work. Such workers were also
limited in their ability to choose from interesting second jobs be-
cause they had to select among open jobs that were in their com-
muting range. WFH moonlighting relaxes both of these physical
constraints.

WFH opens up opportunities for freelancers to do more con-
tract work. They can decide what mix of tasks they like and then
contract these out to firms and do the work remotely, as do the
copy editor and indexer of this book. The growth of people who
want to supply their services creates a two-sided platform and
an opening for matching firms like Upwork. Such internet search

firms have incentives to improve their algorithms for matching
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task demanders and task “doers” if there is an increase in people
seeking such employment and entities seeking tasks to be com-
pleted. To appreciate this point, suppose that there were only
ten people in the United States seeking moonlighting work to do
copyediting while working at home. In this case, no good com-
puter programmer would devote her time to develop the platform
to match such individuals with people who are willing to pay to
have another person read and edit their work. In contrast, if there
are thousands of people who differ in their talents (can they trans-
late Croatian?), then it becomes lucrative to design the matching
software to make this new market work. Note the chicken and egg
issue here. If a good computer programmer codes up a better al-
gorithm for matching workers to the right jobs, then more poten-
tial employers will be drawn to the website because they anticipate
that they will be happy with the workers they hire on that platform.
Workers with the skills will anticipate that they will find a good job
on the platform. This anticipation creates an incentive for workers
to build up these skills and then use this platform. The net effect of
this dynamic is a more vibrant internet labor economy.

A key geographic point arises here. In the pre-WFH economy,
ambitious workers faced limits on what they could do and who
they could work for. Their limited commuting range determined
their opportunities. For those who live far from cities, they faced a
very conscribed set of labor opportunities. In contrast, in our new
WFH economy these individuals have a much broader menu of
potential firms they can work for and do different tasks. This cre-
ates new opportunity and excitement for such individuals if in-
ternet platforms can help to match them with potential employ-
ers. Firms such as Upwork have stepped in to try to make these

matches, and Upwork only gets paid if a successful match is made.
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The Rising Demand for Flexibility in an Increasingly
Uncertain World

During the 1950s and 1960s, many US manufacturing cities fea-
tured a dominant industry such as car manufacturing in Detroit or
steel production in Pittsburgh. Such cities boomed as the indus-
try boomed but the city’s prosperity was tied to the continued suc-
cess of these industries. These cities suffered when Detroit expe-
rienced a reduction in car demand in the 1970s as Japan increased
exports to the United States. Pittsburgh’s steel factories faced
competition from mini-mills distributed across the nation. As
these cities declined, workers in these core industries who owned
local homes faced the double shock of less labor income and re-
duced asset values.

Going forward, areas that are home to more WFH workers will
face less income risk due to local “boom/bust” cycles. During a
boom, footloose workers move into an area experiencing a rising
demand for workers. The recent fracking boom in North Dakota
highlighted this dynamic as the area’s count of young men earning
relatively high incomes surged.** During a local recession, those
with roots have strong incentives to remain and they could suffer
a large loss in income in an economy that does not feature WFH.
The ability to engage in WFH allows a qualified individual to re-
main in a place where she has roots while enjoying access to viable
employment. The ability to find “gig work” reduces worker unem-
ployment risk. This in turn reduces reliance on government redis-
tribution programs such as unemployment insurance. Economists
have coined the term “self-protection” to reflect actions an indi-
vidual can take to reduce her risk of suffering a negative outcome.

Access to “gig work” reduces one’s risk of being unemployed (i.e.,
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looking for work but not having a job). Economists have empha-
sized that unemployment is costly for society (because unemploy-
ment insurance is funded from tax revenue) and it is costly for an
individual because the time one spends unemployed can be de-
bilitating as one is more likely to engage in destructive behavior.
The rise of WFH creates new employment prospects that reduce
these risks.

At the same time that workers have a larger menu of employ-
ment choices in a WFH economy, each worker also faces more
competition with other workers from around the world. In the
past, a person who lives in a town of §0,000 people did not have
that many job opportunities in a thirty-minute drive from where
he lives but he also did not face that much competition for new
jobs in the area.

In our globalized economy featuring tough competition be-
tween firms in different nations, US workers face rising job risk.
Few of'us spend our careers at a single firm. Economists have grap-
pled with how to protect worker incomes from rising job loss risk.
Nobel laureate Robert Shiller has called for new markets providing
labor market insurance against unemployment.*® Shiller has sug-
gested a new type of insurance to protect people’s consumption

when their local economy suffers from a recession:

I proposed a different idea, which I called “livelihood insurance.”
As the name implies, livelihood insurance is...aimed at dealing
with long-term changes in the labor market, rather than assuring
temporary wage levels. It would also rely on the market rather than
a government program. With livelihood insurance, a private in-
surer would pay a stream of income to a policyholder if an index of

average income in the insured person’s occupation and region de-
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clines substantially. Moreover, this income stream would continue

for aslong as the index stays down, not just for a couple of years.3®

For those who are WFH eligible, remote work represents a type
of implicit insurance because such workers can moonlight using
platforms such as Upwork. This smooths their incomes during
times when the local labor market offers few opportunities and
this means that they will not be forced to quickly move to another
area. In the past, unemployed people often had to reduce the ask-
ing price for their home in order to be able to quickly move to an-
other location to secure employment. When workers can smooth
their incomes by engaging in WFH, this adjustment can be more
leisurely and this will reduce stress and wealth loss.

The ability to use the internet to access work during bad
times in one’s local labor market matters more than ever because
Americans are increasingly less likely to migrate across local labor
markets.?” Middle-aged workers who have planted roots in a spe-
cific area do not want to move away from their comfort zone. Over
the course of our life we are less and less willing to migrate be-
cause the long-run benefits of migrating to a better local labor
market decline with age since we have fewer working years to re-
coup the migration costs. Young people have strong incentives to
seek out the right geographic area to move to early in life.3® People
want to move to one area and plant roots there.

Workers who are tied to a place and do not have the WFH op-
tion face downward earnings risk if there are few local employers.
This puts such workers at risk of being exploited by the few major
employers in a location. When large firms such as Walmart enter
local smaller cities, they compete and undercut existing retailers

through pricing competition. Through this competition, smaller
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retailers go bankrupt and Walmart emerges as the big local re-
tailer. In this case, Walmart emerges as a local monopolist in the
labor market and can try to exploit local workers by not paying
them because the middle-aged workers do not want to move and
do not have good local alternatives. Some labor scholars have ar-
gued that this dynamic explains why the share of income going
to capital over labor has increased over time.?? In such a setting
where workers face the possibility of being exploited by the big
employers in town, the ability to telecommute protects their earn-
ings because this represents their alternative option. The ability to
telecommute puts a lower bound on what local employers can pay

you because you hold the option of telecommuting.

Coping with Family Responsibilities

The United States is a large nation, and people have family and
friends scattered across it. A company’s physical location on the
map ties down the firm’s workers to a vicinity of its headquarters,
which raises both the transport cost and the psychic cost of having
ties to all the other people in one’s life.

Many people have strong ties to the place where they are born.
They may have family and friends living there and they have posi-
tive memories of their early days. A New York Times article from
2014 reports that 71 percent of people born in Alabama live there
as adults while 64 percent of people born in Colorado live in
Colorado as adults.*® The 36 percent of people born in Colorado
but not living there now may have reasons to return. In the past,
before WFH, this option to reconnect with one’s past and social
ties would have been more economically costly.

The possibility of having the option to telecommute offers eli-
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gible workers freedom and flexibility for meeting our life goals and
responsibilities. In an increasingly risky world, the option to some-
times engage in remote work will be increasingly valuable.

Over the course of a forty-year career, workers will find them-
selves in unexpected situations. A worker may have a husband
who has a surprise health problem. A worker may have a widowed
mother who needs to be taken care of. In such cases, telecommut-
ing allows the worker to remain committed both to the firm and to
take care of family needs during a stressful, anxious time. In the
short term, a working parent with a young sick child will benefit
from having the flexibility to attend to a sick child or a happy occa-
sion such as attending a school play or a sporting event.

Anticipating the demographic arc of our lives helps us to plan
for our future. Young people anticipate that in a few decades they
will be middle aged and at that point their parents will be old. A
person who grew up in St. Louis and has moved to Seattle will have
trouble tending to the needs of aging parents who continue to live
in St. Louis. The ability to engage in remote work helps workers
to tend to their intergenerational family responsibilities without
shirking on their job.*!

College graduates are more likely to move farther distances
away from where they grew up relative to less educated people.
Given that those with more education are more likely to be WFH
eligible, this means that the rise of WFH allows the more edu-
cated to have the “best of both worlds”: accessing the amenities
and the career opportunities offered by geographic opportunities
while still being connected to their aging parents. Recent research
has documented that among couples who both have college de-
grees, roughly 5o percent live more than thirty miles from both of
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their mothers and only 18 percent live within thirty miles of both
mothers.*?

During a time of rising longevity, the demands on the middle
aged to take care of their aging parents rise. The misery caused by
the COVID crisis at nursing homes serves to underscore this issue
of who invests their time to take care of the aging. The ability for
workers to be able to tend to their parents for extended periods of
time allows families to make the best of a challenging situation.

The opportunity to engage in working from home caught us by
surprise in early 2020. When we have little time to react to a sud-
den new opportunity, this limits how we reconfigure our lives to
make the most of an opportunity. In this chapter, I explored how
eligible workers’ quality of life can change when they are afforded
more flexibility in choosing when they go to work and where to
work (for example, engaging in WFH while caring for a sick child
or parent).

Going forward, workers will anticipate that they could have the
option to engage in WFH. This expectation influences their invest-
ment choices concerning their career path and their educational
investments. These synergistic investments help individuals to
unlock the full potential of WFH.
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2 Medium-Term Gains
for Workers

The University of Chicago Booth School of Business is one of the
nation’s top business schools. The graduate students at this elite
program have outstanding undergraduate academic credentials
and impressive work resumes. By their mid-thirties, there is a large
and growing gender gap in the average pay for women versus men
for this subset of elite young people.! “Three proximate factors ac-
count for the large and rising gender gap in earnings: differences
in training prior to MBA graduation, differences in career interrup-
tions, and differences in weekly hours. The greater career discon-
tinuity and shorter work hours for female MBAs are largely associ-
ated with motherhood.”?

This chapter explores how WFH will create new opportunities
for women who both want to have families and to have fulfilling
careers. I argue that the rise of WFH will help to close the gender
earnings gap. There are other key groups in our society who will
also gain due to the rise of WFH. Minorities, environmentalists,
and those with strong roots to their hometowns will all gain from
the new freedoms afforded by WFH.?

Work from home (or a coffee shop near one’s home) increases

our menu of choices over where we work, live, and play. Each
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worker who is WFH eligible will face tradeofts about how to allo-
cate one’s time. Such workers commute less but lose out on face-
to-face interaction at work.

Access to information technology such as our cell phones and
computers makes it possible to decentralize and be productive
while located far from work colleagues. In the modern economy,
there is no “free lunch.” WFH workers will face increased com-
petition from qualified global workers who compete for the same
jobs in the emerging global marketplace for online talent. By an-
ticipating the opportunities and challenges of the “new rules of the

WFH game,” workers are better able to adapt and compete.

Spreading Out and Migrating to Areas Featuring Cheaper
and Newer Homes

Land farther from city centers is cheaper. Consider the property at
845 Stonehaven Rd. SW, Atlanta, GA 30331. In October 2020, this
2,912-square-foot home featuring five bedrooms and three bath-
rooms sells for $299,900 or roughly $100 per square foot. This
home is eighteen miles from downtown Atlanta. There is brand-
new construction such as 212 Stone Creek Ct. in Temple, Georgia,
selling for $196,000. This home has four bedrooms and three
bathrooms and 1,600 square feet. This area is forty-five miles
from downtown Atlanta. A family that can make a down payment
of 25 percent would be able to purchase this house by obtaining a
thirty-year fixed mortgage of $709 a month at a 3.92 percent in-
terest rate. A rule of thumb is that one should spend no more than
30 percent of one’s pre-tax income on housing. This suggests that
a family whose total household annual income equals roughly
$50,000 per year could afford to buy this house. This exam-
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ple shows how the combination of suburban living and access to
cheap housing finance allows more of the American middle class
to access new housing.

New survey research highlights that WFH-eligible workers de-
sire such affordable, larger housing. In a recent report based on a
survey of over 20,000 Americans, Upwork’s economists conclude
that the shift to remote work will sharply increase near-term mi-
gration in the United States as many WFH-eligible workers seek to
move to less expensive housing markets. Over half of the respon-
dents who say that they will move plan to move over two hours
away from their current location.*

Transportation speeds play a key role in determining where
people live. Hundreds of years ago when we only had access to
walking (about a three-mile-per-hour commuting speed), we
chose to live within five miles of where we worked. Over time as
we have had access to horses, trolley cars, private cars, and sub-
ways and trains, we have had a greater ability to spread out, but
given the realities of commuting, most of us have chosen to live
close to our employer.

In England, high-speed trains provide access connecting the
suburbs to London. China, Japan, and South Korea rely on bullet
trains to connect fringe areas to their superstar cities.® Such trans-
port infrastructure allows workers to live far from these highly pro-
ductive and highly expensive city centers. Highway construction
in the United States has created new opportunities for the middle
class to live far from cities.®* When commuters can access a fast
transportation mode, each now faces a lower commuting cost per
mile of commuting. Some will choose to move farther out.

Engaging in remote work a few days a week is similar to ac-

cessing a faster transportation technology. A person who works
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in downtown Atlanta will take a new look at housing in the dis-
tant suburbs if she can engage in WFH, because if she only goes
to work two times a week, her total commute time declines by 60
percent. Suppose that the average commute from a distant suburb
to a city work location is one hour each way. In the pre-WFH econ-
omy, this required ten hours of total commuting per week. A WFH
worker would commute for four hours a week from this location.

This reduction in hours commuting each week actually en-
courages workers to move farther out. In energy economics, this
is known as the “rebound effect.” The rebound effect posits that
when one buys an energy-efficient product, one may increase
one’s energy consumption. This seemingly counterintuitive claim
depends on the law of demand. A Toyota Prius is a highly fuel ef-
ficient vehicle that achieves roughly 50 miles per gallon. If one al-
ways drives 10,000 miles a year, then a person who switches from
a light truck to a Prius will reduce her gasoline consumption, as
she now only consumes 200 gallons per year. But, note that the
Prius driver faces a lower price per mile of driving. If the price of
gasoline is $2 a gallon, then to drive a mile costs this driver just
200%1/50 = 4 cents. Facing this low price, the Prius driver may
choose to drive more miles. If this mileage demand response is
price-sensitive enough, then the purchase of a fuel-efficient vehi-
cle may cause the driver to consume more gasoline!

This same “rebound” logic applies in the case of WFH. WFH
lowers the total hours of commuting for any given distance from
where one works and this price effect encourages people to move
farther out. At the fringe of cities, there is farmland. Suburbanites
will start to bid for this farmland and for it to be converted into
new housing.’

As some WFH-eligible workers choose to spread out and live
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at the fringe of metropolitan areas or move to other areas, this re-
duces the aggregate demand housing in the center city and in the
nearby suburbs. This in turn increases housing affordability for ev-
eryone including those who are not WFH eligible. This dynamic
highlights how factors that affect one group (the WFH-eligible
workers) impact everyone else in the economy. In my own recent
empirical research, L have used Zillow data and document that this
dynamic is already playing out.®

The ability to move to cheaper, better housing without suf-
fering a huge increase in commuting times will offer the greatest
benefits to immigrants and minorities who have not accumulated
much wealth from their parents. Studies of racial inequality have
noted the huge wealth gap between whites and blacks. In 2013, the
median white household had a wealth level thirteen times higher
than the median black household.” When a household seeks to
buy a home but does not have access to wealth, the potential buyer
will need to obtain a larger loan to finance a more expensive home.
The alternative is to live in less desirable areas where housing is
cheaper but crime is higher and the local schools are worse, or to
choose to live farther from the productive city core and face lon-
ger commutes.

In a recent National Bureau of Economic Research (NBER)
working paper, I document that black families are less likely than
white, Hispanic, and Asian families to purchase homes in expen-
sive housing markets such as California and Seattle and Boston.'°
In expensive housing markets where homes may cost $1 million,
banks will often require a 20 percent down payment. If black
households do not have $200,000 in cash, they will not be able to
buy such a home. This matters because America’s most productive

cities feature the highest home prices. If minorities cannot afford
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to purchase housing in such areas, then they will live and work in
less productive places.

Given these access challenges, African American workers who
are eligible for WFH are likely to greatly gain from this option as
they will be able to access the quality of housing that they have
not had equal access to before. In areas such as distant suburban
areas in Atlanta and Houston, there is relatively cheaper housing
that also features access to shopping and jobs.!! In recent decades,
blacks have disproportionately lived in center city neighborhoods
featuring aging housing that is often in low-quality condition. In
my own recent research set in Baltimore, I document that such liv-
ing conditions raise the likelihood that black children are exposed
to elevated lead levels because lead exposure comes from living in
old housing and living close to densely populated road networks.

The rise of WFH creates new freedoms that were not possi-
ble during a time of daily commuting. Such exurban families do
not have to lose access to center city life. With the rise of Airbnb,
such families have the option to rent someone else’s urban hous-
ing unit, which allows the family to visit the city during off-peak
times to enjoy the city’s culture and amenities.

When commuters are not tied down to choosing a home close
to where they work, they have the freedom to choose from a much
larger menu of affordable housing options. WFH allows each per-
son to pursue her own vision of “the good life.” When people have
access to cheaper housing, some respond by having larger fami-
lies.!? People who want to have a large family move to places
where housing is cheaper and they can afford a home with more
bedrooms. Over the course of one’s life, this vision may change as
young people and older people are attracted to the big center cit-

ies while many people with young children seek out more space.
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An ongoing debate among urbanists asks whether the rise of
information technology (IT such as cell phones and the internet)
reduces the demand to live in cities. In an influential article, Jess
Gaspar and Edward Glaeser argue that information technology in-
creases the demand for urban living because email and access to
social media such as Facebook allows one with specific interests
to meet the “right people” and discover the best places in the city
given one’s individual passions. They argue that technology im-
proves the urban quality-of-life experience.*® In a similar sense,
the rise of WFH offers the possibility of quality versus quantity
tradeoff. Many WFH-eligible workers may reduce the quantity
of their trips to work but configure their work schedule such that
they maximize the quality of those fewer interactions when they

do commute to work.

Environmentalists Migrate to Areas Featuring
Natural Beauty

In 1900, 27.6 percent of Americans lived in the Northeast and 34.6
percent in the Midwest. In 2019, 17.1 percent of Americans lived in
the Northeast and 20.8 percent in the Midwest.!* The American
people are moving to the Sun Belt as they seek out warmer winters.
The declining price and improved quality of air conditioners over
time accelerated this trend as summer humidity in the Southeast
became more tolerable.

People pay more for the same home if it is located in a place
with a great climate. Such workers also often earn less in such
places because they pay both through lower earnings and higher
home prices for local amenities. In my research with Dora Costa,

we document that in recent decades people are paying a higher
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real estate premium to live in places such as California that have
a great climate.” In geographic areas that are desirable, such as
the California beach areas that feature great beauty and mild cli-
mate, home prices are higher than in places featuring more chal-
lenging extreme weather in winter and summer. In the case of real
estate markets, there is no “free lunch.” Home prices act as the
great equalizer as they represent a type of entry fee for living in
paradise.

More educated people are willing to pay more to live a “green”
lifestyle.’® Given that US college graduation rates continue torise,
this means that there will be a rising demand for living in and vis-
iting places in America that offer this opportunity. The United
States features great beauty as there are multiple national parks
and many places to ski, fish, and hike. Many Americans have a de-
sire to live near water to enjoy the benefits of boating and exercis-
ing along rivers, lakes, and streams.

Before the WFH opportunity arose, one might be viewed as a
surfer, hippie, or ski bum if one chose to forsake a lucrative job in
a big city to live in an environmental paradise. Remote work al-
lows more people to choose where to live based on lifestyle consid-
erations. Golfers will choose to live in different places than those
who love to fish or hike. People differ with respect to how they rank
different locations in terms of quality of life. Skiers will rank areas
differently than specialty wine growers and golfers. Leisure time is
more enjoyable when one can enjoy it with friends and have access
to a menu of activities that one values.

Footloose WFH workers who have similar tastes for environ-
mental passions will tend to choose the same locations. As more
nature lovers now have the freedom to move where they want to

go and are less tied down by their work location, they will cluster
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together close to beautiful places such as national parks and skiing
areas and surfing areas. Communities of like-minded people will
form and enact rules and regulations that preserve the area’s qual-
ity of life. Tourist websites will convey the environmental experi-
ence offered by such a location, perhaps in the foothills of a na-
tional park, and more people will visit it.

The concentration of educated, well-paid WFH workers will
bring enough local purchasing power to create sufficient local de-
mand for niche variety products and stores such that a green “con-
sumer city” will take root nearby. For example, in an oceanside
surfing community vegetarian restaurants will open and so will
bike-sharing firms. Such synergies between the private sector and
the area’s natural beauty will make the area even more desirable
for like-minded people to move there. Young people will antici-
pate other young people moving there. In the late 1960s, young
hippies moved to Haight-Ashbury in San Francisco to join the
counterculture scene. Environmentalists anticipate that they will
meet like-minded people and have access to stores and consumer
experiences that they value when they move to environmen-
tal paradise places such as Boulder, Colorado, or Santa Monica,
California. Such beautiful locations solve a coordination prob-
lem. Environmentalists who do not know each other want to live
in close proximity to each other but cannot communicate with
each other to agree about where to go. Beautiful places draw them
in because of their direct beauty and the anticipation that other
like-minded people will move there and this reinforces the area’s
appeal.

Elected officials in these naturalist areas can build on this mo-
mentum by introducing legislation that creates “green lifestyle in-

frastructure” such as bike lanes, electric vehicle charging stations,
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and other rules to further enhance the quality of life for environ-
mentalists. Such communities serve a social value as they repre-
sent a type of “demonstration” project, showing the rest of the na-
tion what life could be like in such a community. The rise of Airbnb
allows more people to visit the area to experience it for themselves
without having the tourist experience of staying at a hotel.

Each of these environmentalist hubs will need to make a deci-
sion concerning its zoning. A NIMBY issue has arisen across the
United States such that beautiful places choose not to build much
housing. This effect is especially pronounced in progressive cit-
ies such as Berkeley, California.'” When a high-demand area does
not build new housing, home prices soar and the middle-class and
poorer people are not able to afford to live there. In the US today,
local land use policies are determined locally by the incumbent
residents, and they can choose to effectively lock out outsiders.
Such individuals often rationalize their “slow growth” strategies
by saying that they want to preserve the character of their area.
While there is certainly some truth to this statement, by limiting
local growth this limits the ability of outsiders to move to paradise.

The insiders would counter that their home area will not con-
tinue to be paradise if more growth takes place. Such a predic-
tion is based on a simple extrapolation notion that more people
translate into more resource consumption and more congestion of
local services. A key idea in economics is to allow prices to reflect
scarcity. If a jurisdiction’s water, energy, and traffic space are in
high demand, then allow their prices to rise to reflect this scarcity.
Such price adjustments will allow a growing town to not run out
of water or electricity or feature congested roads. Quality-of-life
degradation takes place in cases where growth proceeds and these

resource prices are priced artificially low by local governments. If
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the new entrants to the area are richer than the incumbents, then
allowing in-migration to the “green paradise” will raise the aver-

age tax base and fund better local public services.

Migration as a Strategy to Adapt to Emerging Climate
Change Risk

During an age of rising climate change risk, some areas such as
Northern California face elevated fire risk while other areas such
as Miami face greater sea level rise risk. During the 2020 COVID
challenge, the American West faced many serious forest fires that
heavily polluted the air. These shocks portend even worse future
shocks because global greenhouse gas emissions concentrations
continue to rise.

There is a certain predictability to which geographic areas are
vulnerable to what types of climate shocks. Some parts of the coun-
try face greater hurricane risk than others while some areas face
more wildfire risk and other areas face greater risk of significant
sea level rise. Geographic areas that prove to be better equipped
to handle these challenges, either due to their topographical fea-
tures or to wise local governance, will become increasingly attrac-
tive. The ability to “vote with our feet” and migrate to safer areas
provides new safety opportunities and peace of mind for such mi-
grants but also has a second beneficial effect. Areas that lose mi-
grants because they fail to be climate resilient will suffer a loss of
the local tax base and this competition for people and jobs gives
lagging places an incentive to “wake up.”

In the 2020 presidential election, Joe Biden raised the issue of
the climate change challenge and Donald Trump tended to dis-

miss this issue. Even Republican counties will be more likely to
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invest in safety precautions if their area experiences accelerated
population loss. States and areas that lose population lose their tax
base and lose political clout as their count of congressional rep-
resentatives shrinks. This fact encourages elected officials to in-
vest in climate resilience. The rise of WFH increases the ability
of people who seek such climate safety to move to new areas. In
the past, such individuals might choose to remain in a region such
as Northern California because of the area’s productivity advan-
tages despite the fear of rising climate risks. WFH offers our di-
verse population the flexibility such that those among us who are
deeply concerned about climate resilience can make their loca-
tional choices by prioritizing the avoidance of such risk while suf-

fering less of an income loss.

Does One Suffer a Career Cost from Locating Far
from “The Action”?

By moving physically farther away from one’s office, one raises the
price of going to the office in terms of commute time and this re-
duces face-to-face interaction. The cost to the individual and the
firm will vary on a case-by-case basis. Will the worker feel out of
the loop? Will the worker learn less and make fewer valuable ca-
reer connections? Will the boss give you worse assignments be-
cause you are not one of his pets? Will you be taken less seriously?

Consider a company where some ambitious workers go to
the headquarters on a daily basis while others seeking flexibility
only go in two days a week. The latter group may worry that they
are sending a signal that they are not committed to the cause. If
WFH workers actually do face an “out of sight, out of mind” issue

with their bosses, then a strategic game will emerge. Suppose that
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Matthew is an ambitious worker who seeks to be promoted at a
firm and he knows that his rivals are WFH workers who only go to
work one day a week. Matthew might say to himself, “As Woody
Allen put it, 9o percent of life is just showing up. If I go to the of-
fice three days a week, this extra facetime will allow me to impress
the bosses and I’'m more likely to get the promotion.” The bosses
should anticipate this strategic thinking and pass a rule saying,
“All workers can only come to the office two days a week.” Such a
rule levels the playing field and limits the inefficient competition
to be the “boss’s pet.”

During the COVID crisis firms had to allow workers to engage
in WFH to reduce their exposure to the virus. Going forward, each
firm has strong incentives to experiment with different configura-
tions of how it arranges its workforce. As the company learns about
worker and overall productivity, the firm has strong incentives to
reoptimize as it learns. If remote WFH workers feel out of the loop,
then this creates an incentive for companies that hire such workers
to open smaller headquarters similar to Amazon HQ2 and spread
them out across the nation. Such satellite offices allow spread-out
WFH workers to go to the nearest one to connect to headquarters.
Over time, workers learn about whether they face hidden costs of
engaging in WFH (i.e., being “out of the loop”). The firm retains
the option to encourage such workers to commute more often to

these regional headquarters.

Artificial Intelligence as the “Matchmaker”

In the recent past, a worker located “close to the action” to raise

the chances of receiving plum work assignments. My mother has
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learned this point in the New York City legal system. She is a law-
yer who receives cases assigned to her by a city clerk. The city
clerk can decide which lawyer is assigned to handle a case. This
city clerk has the power here to choose someone he likes. If he is
more favorably disposed to people whom he has met more often
face to face, then lawyers who engage in WFH and rarely visit this
clerk are at a disadvantage when it comes to being assigned new
cases and their earnings will suffer. While there are several spe-
cial features related to this specific case of the city clerk handing
out assignments, one worth noting is that the city clerk works for
a nonprofit entity.

This is a very different task assignment setting than a for-profit
firm. The rise of reliance on artificial intelligence (AI) and algo-
rithms for assigning workers to tasks may diminish the costs of
physically “being out of the loop.” In the movie Caddyshack, the
young caddies gathered around the leader each morning to find
out which caddy would be assigned to which golfer. Some golfers
had heavier clubs and were worse tippers. Thus, the person assign-
ing caddies to golfers had substantial discretionary power in de-
ciding who would receive the best jobs. In our market economy,
this scenario plays out in many settings. If one does not want to
pay kickbacks (i.e., bribes), one must put in facetime with the boss
to be more likely to earn a plum assignment due to favoritism.

In the emerging WFH economy, algorithms are playing a
larger role in assigning workers to tasks. At firms such as Upwork,
an algorithm matches remote workers to tasks. This means that
the “allocator” (i.e., the guy in Caddyshack who assigned the cad-
dies) has been replaced by a formula that is continually refined as

new information about past assignments of workers to tasks are
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evaluated by both parties. After an Uber ride, both the rider and
the driver rate the other party. Such information is used by Uber
to continuously update its allocation mechanism.

AI matching WFH workers with firms who seek to hire such
workers reduces concerns about being physically out of the loop.
Firms such as Upwork only get paid when they successfully match
a gig WFH worker with an employer. This creates strong incentives
for such a firm to invest in the software to create good matches. If
a firm is disappointed with the quality of work by a worker with
whom Upwork matched them, then the firm may not use this
“middleman” again. Upwork gets paid 30 percent of the earnings
paid in each case and this provides the incentive to invest in a soft-
ware that matches the right workers to the job in question.

In the pre-WFH economy, it seems that many people were
badly matched with their jobs. Pessimistic anthropology research
has claimed that many Americans do not like their jobs and are
merely going through the motions to be paid. In his book with the
provocative title Bullshit Jobs, David Graeber claims that millions
of American workers waste their adult years working at jobs that
they hate because they do not challenge them and they are not
emotionally rewarding and do not create lasting value.'® Such a
claim is both important and highly cynical about modern work-
ing life. It hints at huge inefficiency as people sit at a desk and
wish that they were somewhere else pursuing their true passion. If
Graeber is correct, then American capitalism has brought about a
huge misallocation of our scarce time as people are not doing the
work they are actually passionate about. Graeber’s book was writ-
ten about our pre-zoom world (i.e., 2019 and earlier). For people
to spend decades of their lives trapped in employment misery sug-

gests that our system is not optimized to match the right worker to
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the right job. A “good match” should be one that is mutually ben-
eficial to the firm and the worker and where the worker gains more
than just a paycheck.

Suburbanites are likely to gain more from the rise of internet-
matched remote work. A suburban resident only has a limited set
of job alternatives that are a close commute to where she lives. In
contrast, on the internet a platform such as Upwork features many
different jobs offering a menu of different opportunities. This
raises the likelihood that a worker with specific passions and tal-
ents can be better matched to the “right” job.

The Gender Earnings Gap

Based on Census Bureau data from 2018, women of all races
earned, on average, just 82 cents for every $1 earned by men of
all races. This ratio is determined by comparing the median an-
nual earnings for women working full-time, year-round, to those
of their male counterparts.?

Labor economists have offered several interconnected expla-
nations for this ugly fact. Some make an “apples and oranges”
point that the average man has more market skill than the average
woman. This is not a statement about innate ability. Instead, one’s
skill in young adulthood depends on a series of life choices such
as training in STEM fields and knowledge of valued skills such as
computer programming and statistical analysis. A second explana-
tion is that women continue to bear the majority of the family re-
sponsibilities for rearing children and this cuts into their market-
place ambitions and limits their opportunities. Economists have
studied the earnings penalty for becoming a parent. Men face no

such penalty while women do face a significant earnings penalty
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that varies across nations. This earnings penalty is 11 percent in
Spain, 20 percent in Denmark, 30 percent in the United States,
and 60 percent in Germany. The child’s school day and summer
schedule require a flexibility that interferes with many typical
workplace schedules.?® Men and women of the same age differ in
labor market experience because young women’s work spells are
interrupted by childcare responsibilities and seeking jobs offering
hour flexibility.?*

There are additional explanations for the earnings gap, includ-
ing that male bosses discriminate against women, which leads to
differential mentoring and pay. If men and women have differen-
tial access to capital, then women will face greater challenges in
launching their own businesses. Many women also move to cities
that promote their spouse’s career but offer them fewer opportu-
nities. Recent economics research has documented that socializa-
tion at work tends to help men as they get to know their bosses
over drinks and participating in hobbies such as golf.??

Will WFH Increase Married Women’s Labor Force

Participation?

The majority of Americans live in the suburbs of metropolitan
areas. Many married women live in suburbia with a spouse and
young children. In the past, these individuals, many of whom are
college educated, chose not to work. Many upper-middle-class
families with young children live in the suburbs because the sub-
urbs offer more affordable, larger homes with backyards.

A spouse, often the wife, who stays home has limited labor
market opportunities in close vicinity to her suburban home. Many

mothers with young children might consider part-time work but
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they face commuting costs. The greatest variety of job opportu-
nities are located in the city center, but it does not make sense to
commute to the city center and then work a half day. Mothers with
young children and school-age children often value being close to
home where their children go to school. Urban economists have
documented that when confronted with these tradeoffs, many
suburban female adults chose not to work in an economy where
WFH has not been an option.?* Commuting costs create an impor-
tant inefficiency in our labor market. There are talented women
who want to work at least part of the day but the realities of the
commute limit their ability to do so. WFH solves this problem for
them.

New empirical research documents that women are willing
to sacrifice earnings in return for shorter commutes to work. The
French labor market has certain institutional features that allow
researchers to quantify this tradeoff. French job seekers must de-
clare to the Public Employment Service (PES) the minimum wage
and the maximum commute they are willing to accept. As their
statements matter for the job search services provided by the PES,
they have an incentive to be attentive and to answer truthfully.?*
Due to these policy features, the economists observe where each
unemployed person lives and where they take a job and the wage
they earn when they take a job. Relative to men, women take jobs
atlower wages closer to where they live. This distaste for commut-
ing explains the 15 percent male/female wage gap in France.

This case study from France has key implications for American
women. Most American married women live in the suburbs, in
low-density areas featuring few employers, and this reduces the
likelihood that each woman can find an interesting part-time

job close by. Without such good local matches, each woman has
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less of an incentive to work and this means that with each pass-
ing year a divergence takes place between her and her full-time
working (often male) contemporaries who she went to school with.
The scarcity of good jobs offering part-time work in the suburbs,
a location that she and her spouse chose, diminishes her career
prospects. Before the rise of WFH, educated women were clos-
ing down their career prospects by choosing to prioritize the well-
being of their children and their family. This interplay between a
family’s demographics and the cold realities of the urban econom-
ics of commuting is crucial here for understanding how earnings
gaps emerge.

The rise of WFH offers a new employment option for stay-at-
home mothers. Women who have previously worked for an em-
ployer can choose to work part-time from home rather than quit
working. This arrangement preserves the match-specific worker/
firm relationship capital that has been developed. The anticipation
by the woman that she can continue to work part-time with the
firm and have the option later in life, such as when the children are
grown, to increase her hours creates strong incentives to continue
the relationship.?* Women who continue to work for their original
employer have greater continuity in their careers and greater life
balance.

Stay-at-home parents have new employment options in our
internet economy. Over the last few decades many women have
been self-employed.?® Such an arrangement gives them greater
flexibility over their hours and days of work. The rise of remote
work could further increase opportunities for them. Internet plat-
forms such as Upwork are two-sided platforms as workers seeking
employment post their resumes and employers seeking workers
post their tasks. Artificial intelligence (AI) algorithms play a key
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matchmaking role here by curating the set of job opportunities a
person sees. I set up my profile on Upwork and was impressed with
the alternative tasks that I was offered by the AL As with any two-
sided matching platform, the more job offerings an applicant sees,
the more likely that person will find value in the platform. In this
sense, as remote work grows as a socially high-status activity, this
process will gain its own momentum.

As stay-at-home spouses earn more income, this boosts the
family’s finances and helps to reduce variability of household con-
sumption because the family is no longer solely reliant on the one
“breadwinner.” This should reduce family stress and increase the

quality of life of the stay-at-home spouse.?’

Balancing Work and Family

Many women, seeking workplace flexibility, are drawn to such
fields as veterinary medicine, pharmacy, and optometry. In the
1970s, 10 percent of new veterinarians were female while today

I“

it has jumped to 80 percent! “What are the reasons for women’s
enormous inroads in this field? Compelling evidence suggests
that the increasing ability of many veterinarians to schedule their
hours and reduce or eliminate on-call, night, and weekend hours
has been a contributory factor.”?® Such occupational choices are
driven both by personnel preferences and by seeking to minimize
anticipating challenges in balancing various responsibilities.

In other occupations such as the law or investment banking, an
ugly self-fulfilling prophecy can emerge. If the firm’s best guess is
that a young woman is likely to quit soon, such as to raise a fam-
ily, then this creates an incentive for the firm to reduce its costly

training and mentoring of the worker, which in turn makes it more
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likely that the young worker will quit because the firm has failed
to put in the time and effort to mentor her and she does not feel
valued. Economists label this differential treatment of workers by
gender “statistical discrimination.” Statistical discrimination re-
fers to the case when a decision maker imputes the group aver-
age—in this case the quit rate for women of a given age—to predict
an individual’s propensity to leave. Firms often engage in statisti-
cal discrimination when they are missing data. The “missing data”
in this case pertains to whether a specific worker will quit to raise
her child. Given that this key data is not known, a firm then relies
on its historical data to calculate what percentage of women of the
same age have quit in the recent past. This is the firm’s best guess
of the likelihood that a given worker will quit.

To appreciate this sensitive point, suppose that 50 percent of
thirty-three-year-old women working as associates at a law firm
quit the firm to start a family. The partners at such a firm can cal-
culate this fact based on their data over the past decade. This fact
actually creates an incentive for the firm to engage in more men-
toring of young male associates at the firm because they are less
likely to quit.

In the pre-WFH world, a mother of young children would be
unlikely to work part-time if she lived in the suburbs. The com-
muting alone and the responsibilities involved with a young child
would eat up too much of the day to make this a worthwhile invest-
ment. The good news here is that the rise of WFH helps to escape
this ugly equilibrium. A female worker who seeks to raise children
can signal to the bosses that she will work from home and perhaps
work 40 percent fewer hours than her male counterparts during
the child’s early life but that she aspires to ratchet up her hours in

the medium term. The firm will want to retain talented individu-
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als and will be more likely to mentor her along the way to accom-
modate her work/life balance.?® More men might be willing to be
the primary childcare provider in the family if they can engage in
some work from home. This dynamic would also contribute to an
increase in a mother’s labor force participation.

Earnings penalties for job interruptions differ greatly by type
of advanced degree. Researchers have sought to estimate this
penalty using data from the Harvard and Beyond (H&B) survey
data. The H&B surveyed members of Harvard College’s graduat-
ing classes from 1969 to 1992. “A large fraction of the women (and
men) in these classes—around 60 to 65 percent—pursued one of
the four advanced degrees: MBA, JD, MD, and PhD. The penalty
incurred from taking time off'is largest proportionately for MBAs.
Translated into the fraction of earnings forgone, MBAs give up 41
percent, PhDs and JDs 29 percent, and MDs just 16 percent for a
job interruption equivalent to 18 months during the 15 years after
receiving their BA...At 10 to 16 years out, 23 percent of Booth
School MBA women who are in the labor force work part time.”3°

Goldin and Katz, professors of economics at Harvard, conclude
that women’s balancing of family and career causes these earn-
ings gaps to emerge between men and women. Going forward, as
young women anticipate that they will face this same challenge,
those who seek to have such “work/life” balance will make invest-
ments to prepare for WFH. The expectation that young women
will be able to engage in WFH helps them to better balance careers
and family. Such young women will have greater incentives to in-
vest in their skills because they will anticipate that they will have
greater workforce attachment and more choices over who to work
for if they have WFH-eligible skills.3!

The historical fact that the gender gap increases with age does

Medium-Term Gains for Workers [73]

printed on 2/9/2023 4:21 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

not need to be a future fact. As women engage in WFH this will
signal their commitment to remain in the workforce. Their firms
have an incentive to anticipate this dynamic and will respond by
investing more in mentoring and developing the skills of these
workers. A key point here is that the profit motive encourages such
firms to cultivate the talent of their workers. If this dynamic game
plays out, then the synergies between the investments made by
the worker and by her firm help to raise her productivity and her
lifetime earnings. In this case, the rise of WFH helps to close the
gender gap.3?

A key unknown relates to whether eligible women will en-
gage in more WFH on average than men and what are the con-
sequences of such differential engagement in WFH. Suppose at a
given company that the average man goes to the office four days
a week, while the average woman with children goes to the office
two days a week. Each person knows his/her own personal prior-
ities concerning their career ambitions and their personal goals
and responsibilities at home. A valid concern here is that this
work arrangement will lower the probability that women are pro-
moted in the organization because on average the men are put-
ting in more “face time.” Economic analysis offers two insights
here. First, economists often embrace the view that decision mak-
ers know what they are doing and that we (the observers) should
respect workers’ decisions as they assess short-run personal gains
versus medium-term career success. Second, competitive forces
actually work to help women in this case. In the modern economy,
attracting and retaining skilled workers is a key for a firm to suc-
ceed. Those firms that successfully integrate young mothers into

their workforce will be more likely to succeed. As more women
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achieve leadership positions in companies, this will only reinforce
the efforts by firms to figure out ways to achieve the “best of both
worlds.” If young women are concerned that they are facing ca-
reer costs by working at home four days a week, then bosses will
have an incentive to reconfigure how work is evaluated and how
women are mentored to reduce this differential promotion gap. In
this “Big Data” age, firms can engage in such self-diagnostics so

that a problem does not fester.

Power Couple Formation and Locational Choice

Demographers have documented that people are more likely
to marry a spouse with the same level of education. I met my
wife at the University of Chicago’s PhD in Economics program.
When we graduated, she took a job as an assistant professor at
MIT in Cambridge, Massachusetts, and I took a job at Columbia
University in New York City. We knew that this arrangement was
not a long-run solution for us because we wanted to live together
in the same city. Both of us are highly educated and ambitious
about our respective careers. At the same time, we also sought to
live together.

Before the rise of WFH, educated married women often faced
the “tied mover problem.” Consider a couple who is thinking of
marrying but both are determined to pursue their careers. They
work in narrow niche fields. She is a patent attorney and he is a
physicist specializing in string theory. If his only job offer is in
Cornell in Ithaca, New York, they have a big problem. He will be
asking her to sacrifice her career to live with him in this small city.

She faces an ugly choice: face a grueling commute from a big city
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or find a less satisfying job as a trailing spouse in the small town.
Their marriage could suffer because of the bundling between
where they live and where she has to work. WFH unbundles this
problem and improves their quality of life.

In the past, such power couples had a strong incentive to move
to big cities to solve this colocation problem. When couples move
to a major local labor market such as New York City or Chicago,
they have a wide variety of local firms that each of them can work
for. This means that neither spouse will need to sacrifice their own
career in living with their partner. In the year 2000, my wife and
I published a paper on the economic geography of power couples.
Such couples feature two spouses who have at least a college de-
gree. Over the years 1960 to 2000, more of these couples were
forming as education attainment increased and more of them
were locating in major cities.® This evidence supported our core
hypothesis that big cities solve the colocation problem. But rents
are higher in such cities and not all ambitious, educated couples
want to have such limited geographic choices.

For highly educated power couples the ability of one or both
of the spouses to engage in WFH will increase the family’s total
labor supply and the anticipation that WFH is feasible will en-
courage some women to invest in more workplace human capital.
Together these two forces will increase the incomes of highly edu-
cated households. In this sense, the rise of WFH will increase in-
come inequality across married couples.®* In our new economy,
such couples can configure their lives in many different ways.
Consider a couple where one works for a firm in Washington, DC,
and the other works for a firm in Baltimore. In the past, they may
have chosen to live between these cities, about twenty miles from

each. In a WFH economy, they can choose to live in the city where
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they prefer to live and one of the spouses will make the longer trip
afew times a week to the other city. The key point to note is the in-
crease in menu for such couples as they have so many new options

for how they configure their lives.

Does the Rise of WFH Strengthen or Weaken Marriage?

Nobel laureate Gary Becker pioneered research on the econom-
ics of marriage.?® He studied why marriages form and continue.
In his research conducted in the 1970s, couples enter a marriage
contract as a type of commitment to each other. Knowing that they
will spend decades together creates incentives for each to make
relationship-specific investments with an aim toward a more pro-
ductive family unit. For example, one spouse may learn how to
cook his spouse’s favorite meal even if nobody else enjoys eat-
ing it. Such relationship-specific investments would be less likely
to take place in an economy featuring no marriage. In this case,
relationships can easily dissolve; anticipating this risk, partners
will invest in general skills rather than relationship-specific skills.
Becker posited that the gains to marriage are due to creating in-
centives to specialize. In a traditional 1950s setting, a woman spe-
cialized in the home sector while the man specialized in going to
work. Becker argued that a couple would remain married if their
total output from working as a team (including raising children)
exceeded what they could achieve as two individuals on their own.

In recent work, economists have further refined key hypothe-
ses related to understanding the determinants of divorce. One re-
cent theory argues that if women earn more than half of the house-
hold’s income, this raises the risk of divorce because it threatens

many men’s self-esteem as they lose their place as the primary
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breadwinner.?¢ If WFH raises women’s income such that they earn
a majority of the household’s income, then the rise of WFH will
offer a new test of this theory.

In the modern economy featuring a greater share of women
working, there is less specialization between the spouses. For ex-
ample, many economists (including myself) are married to other
economists. My wife and I have similar leisure preferences and we
like to go to the same places and restaurants. I enjoy these expe-
riences more when she is around (and I hope she feels the same
way!).?” The rise of WFH will strengthen marriages if women take
advantage of this opportunity and increase their income, and
through such rising household income, reduce stress and allow the
couple to focus on what they enjoy doing together.

In an increasingly risky labor market, risk-averse men will
want to marry a spouse whose income offers a diversified source
of funds for the family. Remote work is not tied to the local labor
market conditions. This means that a family with a WFH-eligible
spouse faces less local labor market risk. Middle-class couples
have less consumption volatility if the wife is an equal earnings
partner.3®

In the WFH economy, there are more possibilities for where
such couples live and work. In our new economy, they can live in
Baltimore and one spouse can commute to Washington, DC, two
days a week. This example shows how remote work increases the
menu of possibilities for married couples. They can live closer to
one of the spouses’ family, or they can choose to live in a cheaper
housing market, or they can make their own idiosyncratic loca-
tional choice such as moving closer to nature.** Couples who have
similar geographic and leisure tastes will be better able to enjoy

experiences together and this will strengthen their bond.
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New Labor Market Opportunities for African Americans
and Hispanics

Backinthe 1950s and 1960s, many African Americansin Northeast
cities worked in manufacturing. Over several decades these cities
have deindustrialized due to a combination of factors including
international trade and regional competition. As these cities lost
this employment, unemployment rose in center city communities
and job growth took place in the suburbs. Few black people owned
cars and thus they had trouble accessing these suburban jobs. Back
in 1968, my friend, the economist John Kain, introduced the spa-
tial mismatch hypothesis to urban economics. Kain sought to ex-
plain why black unemployment was high. He argued that blacks
disproportionately lived in the center cities and the jobs were sub-
urbanizing. Since their incomes tended to be low, few black peo-
ple owned cars. Given that public transit is slow and often unre-
liable, this lack of transport access contributed to the high black
unemployment rate.*® Kain’s hypothesis is still relevant today. His
hypothesis is actually highly optimistic as it argues that black un-
employment would be much lower if this group had better job ac-
cess. He focused on reducing transportation costs as a policy lever
for addressing this issue. Faster transportation helps to bring peo-
ple from their home to a job. WFH reverses this logic as the job is
brought to a person’s home!

The sociologist William Julius Wilson has argued that black
communities have suffered from a paucity of working role mod-
els.*! The rise of remote work creates the possibility that minor-
ity workers will live in cities where they already have social ties.
This dynamic expands the set of “role models” living in the cities.

Sociologists have stressed that black community norms among
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young people were harmed by the loss of employment opportu-
nities for black men as factories closed. Young men did not know
successful adults in their community and this impacted their early
life investments. A growth of professionals in such neighborhoods
who engage in remote work could reverse this dynamic. In this
sense, geographically spreading the employment base out of the
elite coastal cities can offer several benefits. For shrinking cities
such as Baltimore and Cleveland this can boost the tax base, cre-
ate a local multiplier effect by creating local service jobs, and slow
down the falling prices of durable housing in such cities.

Today, the leading productive places in the US economy are
majority white, expensive cities such as Boston, Seattle, Portland,
and San Francisco. In Seattle, less than 2 percent of residents in
neighborhoods such as Capitol Hill are black.*? Qualified African
Americans may not want to live in these cities and may not have
the savings to live well in these cities.

Before 2020, African American residents of Baltimore moving
to Seattle meant both sacrificing their social network and arriv-
ing in a city where they were part of a very small minority. African
Americans seeking jobs in tech face specific challenges. The tech
cities feature expensive housing and few minority communities.
The major tech firms do not have many minority employees to act
as role models and peers.

At the same time that San Francisco and Seattle are home
to few African Americans, hundreds of thousands of African
Americans live in cities such as Baltimore, Detroit, Cleveland, and
St. Louis. These cities do not have the full gamut of high-paying
tech and finance jobs that Boston, San Francisco, and Seattle fea-
ture. This fact arises because industries tend to cluster in specific

cities (i.e., finance in New York City, tech in Silicon Valley) versus
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being uniformly spread across the nation’s cities. A data scien-
tist who wants to live in Baltimore will not find many jobs there.
This reduces the incentive for those who want to live their lives in
Baltimore to train in these skills.

Before the rise of WFH, firms such as Amazon faced a chal-
lenge in hiring African Americans as data scientists to work in
Seattle. Seattle features few African Americans living there and
few African Americans are trained in data science. These two facts
are interconnected. If a young black student anticipates that she
can only find good work in data science if she moves to Seattle,
she may not invest in these skills because she does not want to live
there and she has no role models who have already taken this path.
If this logic is correct, then an optimistic prediction going forward
is that the count of minority data scientists will increase as they
engage in WFH and have the opportunity to work for great compa-
nies while living in the places where they are more comfortable.*®

Companies have increasingly expressed their desire to diver-
sify their workforce. In their public statements, major companies
recognize that the downside of locating in tech elite cities is that
this hinders their ability to hire a more diverse workforce. To pro-
vide one example of how firms are rethinking their own economic
geography, consider Pinterest. Pinterest, Inc., announced that it
has terminated its lease for approximately 490,000 square feet of
office space to be constructed near its current headquarters cam-
pus in San Francisco, California. This action is intended to sup-
port a more diverse and geographically distributed workforce at
Pinterest. “As we analyze how our workplace will change in a post-
COVID world, we are specifically rethinking where future em-
ployees could be based,” said Todd Morgenfeld, CFO and Head of

Business Operations of Pinterest. “A more distributed workforce
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will give us the opportunity to hire people from a wider range of
backgrounds and experiences.”**

The leading tech companies are well aware that they face a
diversity gap. During a time when more companies are thinking
through what they can do to contribute to social justice, expand-
ing career outreach opportunities through WFH would appear to
be low-hanging fruit. Amazon’s HQ2 in Crystal City, Virginia, is a
very attractive headquarters for WFH workers who live in the city
of Baltimore. Improvements in train service between Baltimore
and Washington, DC, would further enhance regional integration
and economic opportunity. If more WFH-employed minorities are
matched with the nation’s leading employers, then a dynamic pro-
cess unfolds that helps them and helps their communities in places
such as Baltimore. As these young people move up the economic
ladder, they become role models in their communities and young
people look up to them for their success.

In the past, if one sought to live in a majority black city, then
this limited the labor market opportunities available. This in turn
had dynamic effects. A young person who expects to live his life
in Baltimore and to work in Baltimore will be less likely to obtain
the skills to be a data scientist if there are few data science jobs in
Baltimore and the option to engage in WFH is not available. The
anticipation that remote work opens up the possibility of achieving
this “best of both worlds” creates an incentive for young people to
invest in their skills.

The fact that qualified black employees prefer to live in cit-
ies with high percentages of black residents poses challenges
both for tech companies and for the many universities located far
from these places. Every American university seeks to recruit a

more diverse set of students and faculty. This creates another spa-
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tial mismatch in the academic labor market.*> Across the United
States, there are many universities located in suburban and rural
places. These schools seek to diversify their faculty to hire excel-
lent scholars from a broad range of backgrounds. Many of these
nonurban campuses have great trouble recruiting minority fac-
ulty. Recognizing this challenge, an innovative solution that has
been proposed is to allow some of the faculty to be based remotely
(for instance, in Baltimore) and to zoom in for classes and some-
times visit the campus. This arrangement would work well for se-
nior faculty but it would pose some social capital and networking

challenges for junior faculty.

How Will the Rise of Remote Work Affect the Quality of Life
for Those Not Eligible?

Not everyone can engage in remote work. If 35 percent of the work-
force is engaged in remote work at least a few days a week, this will
have at least three effects on other workers. First, service jobs de-
mand will rise in the residential areas where remote workers move
to. As remote workers move farther from city centers, this will
create exurban demand for service workers at the Starbucks and
other stores where they shop. Land prices are cheap at the subur-
ban fringe and the purchasing power of such local service provid-
ers will be higher than if they sought jobs in the center city.

While service workers cannot work remotely, they can move
to remote locations where rents are cheaper if more people work
from home. If 35 percent of the workforce begins to work from
home three days a week and thus are home five days a week, there
is a demand for a service sector in areas where they live. This cre-

ates new jobs for less educated workers in such areas. In these
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areas, housing is cheap. This increases the quality of life for such
service providers. There will also be new construction jobs as new
homes are built farther from the employment centers. Families
who spend more time at home will invest money to upgrade the
home.*¢ This creates new opportunities for those who supply
home improvement services. Some people may add a new office
to their home or other features to customize it to their needs.

While there are significant opportunities for less skilled work-
ers to live and work far from the cities in the cheaper parts of met-
ropolitan areas, one countervailing force is the rising minimum
wage. In cities, the minimum wage is usually not binding as work-
ers must be paid higher nominal wages to attract them. In con-
trast, in more suburban and exurban areas, being required to pay
service workers $15 or more per hour may reduce demand for
workers. If workers can find very cheap housing far from the cit-
ies, then many would be willing to work for less than $15 an hour.
While most people think that a high minimum wage is “good” for
low-skill workers, economists emphasize the likely unintended
consequence. When employers are required by law to pay a higher
than competitive market wage to people, they create fewer jobs.
For example, such firms can substitute and rely on robots or other
pieces of capital. Economists argue that a higher minimum wage
increases unemployment for less skilled workers. In places where
housing is cheaper, the minimum wage will more likely be a bind-
ing constraint on employers. The net result here is perhaps coun-
terintuitive. Less skilled workers will gain more from the rise of
WFH when they live and work in states with less generous mini-
mum wages.

Throughout this chapter, I have focused on how the WFH eli-

gible reconfigure their lives to make the most of this new oppor-
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tunity. Here it is important to note that those who are currently
not WFH eligible are not locked into this category. Younger work-
ers can retrain in fields to open up this possibility for themselves.
Parents of younger children can make investments in their chil-
dren to raise their probability of being WFH eligible in the future.

Those who work in the service industry and thus earn a living
from face-to-face interaction still gain from the rise of WFH be-
cause they gain from a larger menu of options of where to live their
lives. If a wealthy environmentalist community forms in Bozeman,
Montana, then this creates new opportunities for those in the ser-
vice sector to live and work there. While this option may not be
attractive to everyone, the key is to increase the menu of possibil-
ities. Non-WFH-eligible workers know themselves and their life
goals, and they will make the right choices for themselves and gain
from having a larger menu of alternatives.

As more people have the opportunity to live and work where
they want to be, this increases not only their physical and mental
health but also the accountability of our institutions. If there are
places whose governments are failing to meet the desires of local
residents, then people will be more likely to move away. In this set-
ting, real estate prices will more quickly reflect changes in local
quality of life. If an area features a rising crime rate, in the new
WFH economy people will “vote with their feet” and real estate
prices will decline in that area. This demands that local officials be
more responsive in addressing emerging quality-of-life challenges
because if they fail to do so, the tax base will shrink.

While this has been an optimistic chapter, I must add a few cau-
tionary notes about concentrated urban poverty. WFH creates an
incentive for the American people to spread out. This chapter has

sketched out the benefits from this emerging trend. At the same
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time, such suburbanization may contribute to the further isola-
tion of the urban poor. Poor people live in center cities in areas
such as Baltimore and Detroit because there is old, cheap hous-
ing and there is good public transit.*’ If the poor remain in these
center city areas and richer people are suburbanizing, then there
is greater geographic isolation of the poor and this may reduce
political support for programs that redistribute to them because
there is an “out of sight, out of mind” effect and the physical dis-
tance between the groups acts as a type of moat. Past research in
urban economics has documented that college graduates are more
likely to suburbanize when violent crime increases in the center
city.*® This propensity to engage in “flight from blight” is likely to
increase in a WFH economy because educated people no longer

commute to center city jobs five times a week.
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3 How Will Firms Adapt?

Before 2020, some of America’s greatest companies made huge
bets as they invested billions in new corporate campuses. Apple’s
headquarters opened to employees in April 2017. It has 2.8 mil-
lion square feet of space and at least 12,000 employees work at
the building. It cost at least $5 billion to build. It features seven
cafes, a thousand-seat auditorium, and a wellness center, as well
as an integrated bus station and several miles of bike trails on the
campus. Apple made this enormous investment because it antici-
pated that its future is in Silicon Valley and it wanted a workplace
environment to attract ambitious workers and to provide a setting
where they can be happy and productive.

Firms may have underestimated how much their workers value
working from home. The shutdown of face-to-face work in early
2020 acted like a major social experiment as workers and firms ex-
perienced daily WFH. A “silver lining” of the crisis is that workers
and firms learned about the firm’s productivity and worker quality
of life and well-being when workers have fewer face-to-face inter-
actions with each other and the firm’s leadership. In the past, there
may have been a type of stigma associated with remote work such

that those who sought it out were viewed as less dedicated to the
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firm and less serious about their careers. Going forward, the possi-
bility of engaging in remote work now seems normal.

If the COVID crisis had struck in 1980, there would have been
amuch greater disruption of firm productivity. In 1980, we did not
have cell phones, or distributed cloud computing where workers
could access company records without going to the office. We did
not have high-speed internet or software such as Microsoft Teams
and Zoom for connecting us to meet face to face over the internet.

The previous two chapters explored the new opportunities of-
fered by WFH and possible ramifications depending on how work-
ers responded. In this chapter, I focus on how firms will adapt to
the new opportunities and challenges posed by engaging in at least
part-time WFH. How will profit-maximizing firms configure their
work arrangements to continue to be profitable while experiment-

ing with new ways of organizing their workplaces?

Will the Demand for Downtown Commercial
Real Estate Decline?

In choosing how much real estate to rent or buy and the location
of such real estate, for-profit firms confront a classic urban trade-
off: rents are higher in more productive, more beautiful areas, but
being close to where the “action is” raises a firm’s profile and helps
it to recruit talent, be aware of emerging developments, and in-
teract with local banks, lawyers, and marketing teams. Whether
these traditional face-to-face interactions can be done remotely
remains an open question.! Firms that believe they can be as pro-
ductive through virtual online interactions as with face-to-face
meetings will be the most likely to decide that they need much less

commercial space in major cities.
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Economic geographers have documented that key industries
are spatially concentrated. High tech has clustered in the Silicon
Valley region while finance has tended to cluster in New York City
and entertainment industries in the Hollywood region.? Once an
industrial cluster has formed, this past momentum feeds on it-
self as ambitious startup firms are more likely to locate there to
be close to the action. If industries such as finance continue to rely
on face-to-face interactions, then the demand for commercial real
estate in a city that specializes in finance (such as New York City)
will remain high. Alternatively, in a connected economy featuring
fast trains across cities and easy regional flights (e.g., Southwest
Airlines), some firms may calculate that they do not need to be in
superstar cities because they can substitute quality trips (i.e., fly-
ing in for a week of meetings) for quantity of interactions (rent-
ing commercial space for years at a time). These decisions will
be made on a company-by-company basis but will hinge on the
fundamental issue of whether face-to-face interaction raises
productivity.

In recent years many shopping malls have suffered vacancies
as the rise of Amazon has reduced the demand to shop face to
face. Does this portend a decline in demand for commercial office
space?® In major commercial markets such as Manhattan, a few
major financial firms utilize a huge amount of space. Barclays, JP
Morgan Chase, and Morgan Stanley are part of a banking industry
that has long been a pillar of the city’s economy, with more than
20,000 employees. Collectively, they lease more than 10 million
square feet in New York—roughly all the office space in downtown
Nashville.*

Companies such as Facebook, Amazon, Apple, and Google

have all recently built very expensive new corporate campuses.
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These investments were made because they expected that face-
to-face meetings would continue to be a key part of their day-to-
day operations.

Facebook added a new building, called MPK 21, to its head-
quarters in Menlo Park, California. MPK 21 opened in late 2018. It
was designed by Frank Gehry and built by Level 10 construction
in less than eighteen months. MPK 21 cost about $300 million to
build, as part of a roughly $1 billion investment in the headquar-
ters. MPK 21 features a 3.6-acre rooftop garden with over two hun-
dred trees and a half-mile-long pathway, along with five dining op-
tions and fifteen art installations.

Amazon began construction on its HQ2 in Crystal City, Vir-
ginia, in 2021. However, its main presence remains in Seattle,
where it maintains over forty buildings as part of its headquar-
ters there. Although the company has spent $4 billion on its head-
quarters there, the company’s approach to its offices differs from
other major tech companies like Apple and Facebook, as it tries to
blend into the surrounding community as opposed to creating an
enclave.

Microsoft’s headquarters are in Redmond, Washington. Over
47,000 people work at the Redmond location. Microsoft com-
menced a massive renovation of its campus in 2018, adding “17
new buildings, 6.7 million square feet of renovated workspace,
$150 million in transportation infrastructure improvements, pub-
lic spaces, sports fields and green space.” These renovations will
allow the company to employ up to 8,000 additional employees
at its headquarters. Microsoft claims the new buildings “will be
more open and less formal, divided into a series of ‘team neigh-
borhoods’ while capturing more natural light and fostering the

type of creativity that will lead to ongoing innovation to advance
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the industry and benefit our customers.” The renovation focuses
on creating open, flexible workspace with ample open space.®

One notable feature of these new office buildings is their em-
phasis on worker health and quality of life. Apple’s headquarters
celebrates that the office does not need air conditioning because of
its natural ventilation system. In an era of pollution spikes caused
by wildfires in the West and extreme heat, the ability of commer-
cial buildings to “take a punch” is valuable for highly produc-
tive workers. In recent work, Pei Li and I documented how high
local pollution levels in China affect the cognitive ability of indoor
workers. Specifically, we studied the time it takes judges to make
aruling at trial. Merging data on air pollution by city and year and
month and day, we found that when it is more polluted outside, ju-
dicial cases take longer to be completed. This effect is even larger
for older judges.® Research on how outdoor environmental condi-
tions affect indoor worker productivity helps for-profit firms opti-
mize how they configure their offices.

Workers at major firms such as Twitter are revealing how much
they value WFH. “Nearly 70 percent of Twitter employees said in
the survey that they want to continue working from home at least
three days a week. Still, single and younger employees showed a
preference for coming back to the office, while parents and older
workers said they prefer to work from home.””

Established firms that seek to retain and recruit talent at a rea-
sonable salary have strong incentives to think about the amenity
features of the jobs they seek to fill. If workers have more free-
dom to configure their lives and live where they want to live and
commute to the main office less often, then this increases job sat-
isfaction.® Google provides one prominent example as it pursues

a mixed strategy. Alphabet’s chief executive, Sundar Pichai, en-
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visions that 20 percent of the employees will be full-time WFH
workers and a large share of the workforce will have access to
more flexible WFH schedules for a few days a week.®

When established firms that have roots to a particular area,
such as Amazon in Seattle, choose to allow their workers to en-
gage in more WFH, this has important implications for the center
cities because a type of negative multiplier effect may play out. If
Amazon’s Seattle workforce who commute to work on a daily basis
declines, then this reduces local service-sector demand. Lunch
places near Amazon and nearby Starbucks may have fewer cus-
tomers on weekdays. The major firms have little incentive to factor
these multiplier effects into their own WFH decisions.

In contrast, nonprofits such as major universities often em-
brace a “double bottom line” mentality. The leadership of Johns
Hopkins University is trying to figure out how to balance engaging
in WFH versus its responsibilities to the city of Baltimore. Given
that this university is tied to the physical place (Baltimore), the en-
tity has strong incentives to be a “good community citizen.”

This issue has been openly discussed and is addressed on the
Johns Hopkins University webpage, where the following question
is posed: “Haven’t we just proven that we can carry out the univer-
sity’s mission while working remotely?”

The official university response is revealing:

We have been amazed by the resilience of our staff during the pan-
demic and their ability to quickly adapt to challenging new circum-
stances. However, we do not yet know what the effects of large-
scale remote work will be on productivity, culture, and innovation

over the long term. In particular, we have little experience in hy-
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brid work environments in which some team members are on site
and others are working remotely.

We also consider the university’s role as an anchor institution
in Baltimore to be central to its mission, and the physical pres-
ence of thousands of our faculty and staff on our campuses every
day contributes meaningfully to the city’s economic and cultural

vitality.?°

This quote highlights that the nonprofit university (Johns
Hopkins) views itself as having a “double bottom line” objec-
tive: to take actions that make both the university and its host city
stronger. Going forward, each institution will wrestle with this
same issue. In recent decades, Baltimore has struggled, both due
to losing population and due to a remaining population that fea-
tures many who have incomes below the poverty line. In contrast,
a major private firm located in prosperous Silicon Valley would be
less likely to be concerned that its medium-term WFH decisions

for its workforce could significantly injure its host city.

The Rise of Decentralized Employment

Every major firm will consider the costs and benefits of keeping
its workforce located at expensive center city buildings. The firm
has strong incentives to recognize the synergies among workers.!!
The firm benefits from the new ideas generated by face-to-face in-
teraction among its own workers. At the same time, the firm em-
ploys many people who are doing “back office” activities. These
individuals play an important role at the firm but they are paid

middle-class salaries and they would prefer to have a shorter com-
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mute from their suburban homes. These workers will often gain
from the firm’s choice to engage in fragmentating its activities.
Improvements in information technology facilitate this push to
fragment the firm.

In recent decades, as information technology has improved,
people have suburbanized, and downtown real estate rents have
risen, firms have moved some workers to the suburban fringe.
Many credit card offices such as Visa have moved their back offices
to North Dakota. Such firms are able to identify those pieces of the
business that do not gain from being located in the center city and
the workers in these divisions are often willing to work for a lower
nominal salary if they have a shorter commute and can live in nice
areas with more affordable housing prices.

Firms have suburbanized as the nation’s highway infrastruc-
ture has been built up. The construction of the federal highways
encouraged population suburbanization in the 1950s, 1960s, and
1970s.1? As the population suburbanized, many jobs suburban-
ized. If remote work encourages a new round of suburbaniza-
tion, offices may also suburbanize to facilitate face-to-face weekly
or monthly meetings. The ability of center cities to retain people
and jobs will hinge on the unique amenities and culture they sup-
ply and their ongoing productivity advantage for the entities that
choose to continue to be headquartered there.

Firms will anticipate that they can decentralize and locate
in a city with cheaper real estate but still have access to direct
flights and fast trains to visit superstar cities for face-to-face meet-
ings. Some firms will find this to be an attractive arrangement.
Improvements in cross-city travel allows people to move away
from big cities and continue to be productive as they use cross-

city trains and airplanes to connect and have face-to-face meet-
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ings. In recent decades, low-cost airlines such as Southwest have
popped up to serve regional routes with regular convenient flights.
Southwest’s efforts facilitate firm fragmentation because work-
ers can spread out but remain connected. One creative economics
study documented that researchers were more likely to write re-
search papers together when Southwest Airlines connected their
respective cities with a direct flight.!* A direct flight lowers the
time cost of face-to-face communication and this leads to more
interaction and more breakthroughs. After reading this paper, I
worked with my co-authors in China and we found a similar re-
sult for scientists across China’s universities located in different
cities. When high-speed rail connects their cities, the interaction
between scientists increases and they write more papers together.
We also found that scientists are more likely to move to second-
ary cities that have newly connected bullet train access to the su-
perstar cities of Beijing and Shanghai. Housing is extremely ex-
pensive in these cities, and by moving to second-tier cities that are
connected by high-speed rail, scientists pay less for housing and
still have access to the superstars.™

Even before 2020, Amazon was building up smaller offices
in cities such as New York City, Phoenix, San Diego, Denver,
Detroit, and Dallas. In Manhattan, the firm has opened up a
2,000-employee cluster at the historic building that once housed
the Lord & Taylor flagship department store on sth Avenue.!® This
strategy of creating regional hubs creates the possibility of hybrid
arrangements as workers are based there but hold the option to
work from home in a vicinity of these new employment centers.
This dispersion of activity out of Seattle gives geographically dis-
persed WFH workers an increased ability to engage in face-to-

face meetings with bosses and coworkers without flying across the
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nation. There are important synergies between opening satellite
campuses and allowing workers at these campuses to engage in
WEFH. This will further help such firms to diversify their workforce

as they accommodate a wider variety of worker lifestyles.

Startup Demand for Office Space

Over the last thirty years, Silicon Valley has been home to many
highly productive new firms; it has great weather, easy access to
San Francisco, and great local universities. Flash-forward to 2022
and the area still has the great weather and the geographic access
to great universities but it has fewer of these star firms as their
workers engage in WFH. Does this fundamentally make locating
in Silicon Valley much less desirable to smaller firms?

The new generation of startup firms continues to be attracted
to cities. The leaders of such firms are attracted to the buzz and
lifestyle of urban life. The firms need to find financing and to at-
tract early customers. Such firms need to develop a reputation
with mentors to benefit from word of mouth among potential ven-
ture capitalist investors. Some of these firms are working on their
prototypes and they need to hire ambitious employees (many of
whom are young).

One urban economics theory for why startups tend to locate
in areas that are known to specialize in that industry is known as
“labor pooling.” If a tech startup locates in Nebraska, it will benefit
from cheap rents but it will have trouble finding the right workers
with the necessary skills. Qualified workers may be afraid of join-
ing an unproven startup located in Nebraska because if that firm

fails, the newly unemployed worker will need to uproot his fam-
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ily and move again. In contrast, a startup that locates in an estab-
lished city will have a thick local talent pool and workers will know
that they face less unemployment risk if their new firm fails.

In our emerging WFH economy, startups will be able to hire
workers from around the world. This means that access to local
talent is no longer such an important feature that draws new firms
to established industrial geographic clusters. If cities adopt road
pricing and if WFH-eligible workers spread out, a startup can lo-
cate at the fringe of Silicon Valley and have the best of both worlds
of cheaper rents and access to the center of the action to have
some quality face-to-face interactions.

Even in a WFH economy some startups will seek space in
dense center cities. The demand for such space hinges on what
a startup gains from locating in a center city like Seattle or San
Francisco. Each new firm’s leadership will need to predict how the
firm’s profits and productivity will be affected by locating “close to
the action” versus going remote. Such firms can experiment to see
how they are performing and can later reverse course if they learn
that the organization is underperforming.

Many empirical studies have documented that young firm pro-
ductivity is higher when they locate in cities featuring more col-
lege graduates. While urban economists cannot run randomized
experiments, we can choose where a firm locates and then study
its productivity; this correlation between productivity and local
human capital suggests that learning and networking are key fac-
tors in raising the probability that a firm succeeds. Talented work-
ers are also attracted to the consumer city where they can live well
and can have new experiences and meet like-minded people. In

this sense, high human capital cities solve a coordination problem.
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Young, ambitious people want to meet face to face to find their
niche. In a larger city, there are more possible matches to find the

right friends and romantic partners for any one individual.

The Gains from Going Remote

There are significant possible cost savings for firms that engage in
active WFH. Firms such as First Base are standardizing the pack-
age of furniture and software and computing so that each home
worker can be comfortable and productive. In its survey of the
firms that it works with, First Base Survey reports that most com-
panies keep office space, but at 50 percent of the square footage
they formerly had, allowing all workers to be in the office for one
to two days a week. Thirty percent of companies are getting rid
of offices entirely. Workers at these companies are leaving expen-
sive cities to be closer to family. First Base estimates that it costs
$20,000 per worker/year for office space and that this cost de-
clines to $2,000 per worker/year for an excellent remote setup.

One claim is that office space will become a type of consumer
product. As the WeWork model of renting space at high frequency
highlights, more firms may seek out arrangements similar to
renting out a hotel suite to engage in brainstorming sessions, cli-
ent presentations, and employee training. Such flexible arrange-
ments would reduce a firm’s fixed costs and allow it to upgrade
into higher-quality space when it needs it versus renting out more
space during times when larger groups are being brought together.
I can imagine that some firms may almost become “nomadic” as
they feature face-to-face meetings of different subsets of workers
in a given space in a given city.

Because the growth in WFH has been so recent, we know lit-
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tle about how the productivity of small startup firms will be af-
fected by the rise of WFH for more mature firms. Suppose that Jeff
Bezos and his top executives at Amazon rarely go to the main of-
fice any more. Does this reduce the attractiveness for startups to
locate near Amazon in Seattle? The market test will be if commer-
cial rents decline and if fewer startups locate in such places going
forward.*¢

In my own recent research set in China, I have studied the pro-
ductivity of new industrial parks.!” Mayors of Chinese cities ac-
quire farmland from farmers and then prepare these large vacant
parcels located at the suburban fringe of cities to welcome in new
firms to locate close to each other. My colleagues and I have doc-
umented that these parks generate greater geographical produc-
tivity gains for nearby firms when the parks attract firms with a
higher degree of human capital and that are for-profit (not state-
owned) enterprises. China’s mayors have a strong public finance
incentive to create a local ecosystem of firms that gain from being
close to each other. The city collects more money from the land
auction when firms anticipate that they will be really productive
by locating close to other productive firms.

Unlike the case of the strong hand of the Chinese state direct-
ing businesses to specific locations where the state wants develop-
ment, US startups must choose where they will locate without full
information about the spillover gains they potentially will enjoy.
Such freedom leads to some successes and some bad choices. This
trial-and-error issue becomes even more important as the major
firms engage in more WFH because this affects the extent of the
local productivity spillover effects.

Some startups are choosing not to have a central loca-

tion at all. There are fully distributed remote startups that in-
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clude @deel, @doist, @Gitlab, @zapier, @github, @Modulz,
@Remote, @Commsor, @Parabolco, @linear_app, @GraphyHQ,
@CircuitApp, @getstarkco, @Automattic, @MySwimPro, @hop
inofficial, @teamguilded, and @FirstbaseHQ.

For example, consider Remote. This company helps firms that
seek to hire remote workers in a specific nation by ensuring com-
pliance with that nation’s labor laws and completing the necessary
paperwork to hire such a worker, thus reducing the transaction
costs of hiring in a nation that the company has never hired from
before. Another startup is MySwimPro, which provides an app that
is now used by more than a million swimmers to help them train to
achieve their goals. Those startups that go remote chose to remain
low cost and nimble.

Over time more startups are choosing to be remote. One is
Filmhub (@filmhubhq on Twitter), an online film distribution
company, which currently has fifteen employees. Its CEO claims
that the firm saves at least $5,000 a month in rent. In January
2021, Kim-Mai Cutler reported results based on her survey of
ninety startups that have received venture capital funding from
Initialized Capital.'® She finds that their preferred geographic lo-
cation has changed over time. In 2014, 75 percent of the startups
in her fund were based in the San Francisco Bay Area. Her team
recently surveyed their current startups and the economic geog-
raphy has shifted. Thirty-seven percent of the startups expect that
they will operate in a hub-and-spoke system with many decentral-
ized smaller offices, while 36 percent will be completely decentral-
ized and only 27 percent will be at one physical office. In the new
emerging economy, only 28 percent of the firms who responded
expect to be in the San Francisco area.

A strategy question arises. If your rivals have a physical pres-
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ence, what is your firm’s best response? Should you continue to
be 100 percent remote? The answer to this riddle depends on the
classic tradeoff. A remote firm has lower costs and this allows it to
price its product more aggressively without losing profit. Such a
firm is geographically flexible and can send its sales team to places
where new opportunities arise. Such a firm can also hire workers
already based in a hotbed for the industry and simply ask them to
work remotely. As more startup firms become 100 percent remote,
there may be strength in numbers as the venture capital suppliers
take them more seriously. Imagine an alternative economy where
there are few 100-percent-remote firms. They may appear to be
“weird” to venture capitalists rather than being well managed and
cost cutting.

There are other startups that do seek to have a physical pres-
ence without locking in to long-term rental contracts. Such start-
ups can rent space in an incubator that offers proximity to a major
city and network opportunities with other firms colocated in the
same building. Such a flexible real estate contract design revisits

the success of the WeWork business model.

The WeWork’s strategy has been predicated that such startups ac-
tually want to cram into a type of work dormitory arrangement.
WeWork offers a customized service package that is differentiated
from the traditional office product. Much has also already been
written about the environment which includes open community
spaces, entertainment areas, baristas and free beer on Friday af-
ternoons (although this may be disappearing), in addition to the
usual corporate services such as Wi-Fi, copy machines, conference
rooms, etc. Part of Newmann’s genius was that he tapped into the

significant unmet demand particularly on the part of SMEs (small
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medium enterprises). He recognized SMEs needed more flexible
lease terms with respect to the duration of the lease as well as cor-
porate amenities that were more “current” than the typical bland
office product. WeWork spaces are “cool” and have a “hip” tech
feel analogous to that of incubator spaces. SMEs and Enterprises
are willing to pay for flexibility and the environment. Indeed, they
love it. SMEs can expand or contract on almost a real time basis
without being locked into comparatively long term leases of three

to 10 years.?

Will WFH Employers Reduce Worker Pay?

If employers move more of their activity away from high-cost cit-
ies and allow more workers to engage in WFH, how will this affect
worker compensation? Economists have noted that those workers
who are paid the most money tend to work at firms based in the
most expensive cities such as San Francisco.?® The fact that work-
ers earn high nominal salaries in cities featuring very high home
prices means that their real earnings are not as high as they seem
to be. This suggests that firms located in expensive cities could still
attract and retain valued workers if they give these workers the
right to engage in WFH on a weekly or permanent basis.

Firms recognize that working from home is a valued job attri-
bute. Firms will offer this perk to attract new workers and reward
strong performers. Given that this job benefit is not taxed, there
are gains to trade between the firm and the worker. The same logic
applies to job attributes such as good health insurance. The non-
taxed feature of this job attribute provides firms with an incentive

to offer it.
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Labor economists emphasize that a job’s total compensation
has many features beyond merely the annual pay and job bene-
fits such as health insurance. Workers care about their expected
hours worked, promotion probabilities, and work responsibilities
and they will take into account the cost of housing in the vicinity
of their employer.

Labor economists continue to debate why some workers are
paid more than others. One school of thought argues that workers
are paid per unit of skill. In this case, there is a competitive mar-
ket for skill (determined by aggregate supply and demand) and a
worker with more of this skill gets paid more. An alternative theory
for why some workers are paid well emphasizes “efficiency wages”
such that firms “overpay” workers to buy their loyalty and to en-
courage such loyal workers to exert extra effort. An executive who
has worked closely with a loyal executive assistant for decades
may choose to pay this employee quite well.

Workers always have some discretion in determining their
workplace effort. If a worker feels that she has been treated un-
fairly or if she does not feel loyalty to her firm or boss, she may
shirk and try less hard. WFH workers may feel disconnected from
the firm and may thus shirk on tasks that are hard to monitor. At
the same time, if WFH workers rarely go to work, their bosses may
not have a personal connection with them and these bosses may
feel less loyalty to the workers.?!

A profit-maximizing firm faces a tradeoff. It can motivate its
WFH workers to work hard by using either carrots or sticks. A “car-
rot” is to pay high wages relative to the worker’s alternative offers.
A “stick” is to introduce a strict “Big Brother Orwell style” com-
puter monitoring system so that the worker knows that the firm can

closely monitor her effort and output and use Machine Learning
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to calculate the hourly revenue she generates for her firm and
benchmark her performance relative to other workers. This inter-
nal tournament provides incentives for the WFH worker to work
hard, but it may not build up loyalty and could create resentment.
A for-profit firm has strong incentives to consider these tradeoffs.
Ifthisis a job that features little training and where there are many
potential qualified workers, then the firm hiring the WFH work-
ers may not care if any one worker is “not happy” because such a
worker can be easily replaced. When workers have rare skills and
have firm-specific knowledge that is costly to rebuild, then the for-
profit firm (even without altruistic bosses) has strong incentives to
compensate the worker so that she remains at the firm. The WFH
discussion matters in this case because such a worker is less likely
to be loyal to the firm—she has not had the same amount of face-
to-face interaction with the firm and its leadership than she would
have had if she went to work five days a week.

In determining its compensation policy for WFH workers, each
firm will anticipate that how it treats its current employees deter-
mines its reputation, and its reputation affects its ability to recruit
high-quality workers in the future. Firms that earn a reputation for
being a “family friendly” good job can pay less as workers are will-
ing to work at such firms without being paid “combat pay.” In the
competition for recruiting and retaining talent, some firms such as
the Brattle Group, an economic consulting company, have sought
to establish a niche as a family friendly firm.*> Workers there know
that their workdays will not run into the night. The firm pays lower
total compensation than rival firms but the hours are better. Such a
firm may be more likely to offer the work from home option to fur-
ther distinguish itself as a family friendly firm. Firms know their

core niche and can compete on this margin in the talent market.
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Firms that are inflexible and do not allow workers to engage
in WFH will have a recruitment challenge as they will have to pay
higher wages and will experience more employee turnover. Such
turnover means that the firm incurs higher costs searching for new
workers and higher costs training these new workers. In industries
where firms are in tight product market competition, those inflex-
ible firms will have a higher cost structure and they will be more
likely to go bankrupt. This logic suggests that competition in both
the output market and the labor market will nudge firms into en-
couraging workers to engage in remote work unless this signifi-
cantly undermines the firm’s creative productivity and corporate

culture.

The Urban Economics of WFH Worker Mentoring
and Retention

All growing firms face the challenge that incumbent workers are
aging and thus new workers must be recruited, trained, and men-
tored. The rise of WFH could pose a mentoring challenge for
growing firms because middle-aged upper management workers
will be the most likely to desire working from home and thus will
not be in the office on a regular basis to mentor the young new em-
ployees. The shrewd firm will anticipate this challenge and will re-
ward some charismatic middle managers to be active “coaches”
for younger employees.

Young workers learn more quickly through face-to-face inter-
action. Thus, the rise of WFH poses new challenges for organiza-
tions that seek both to build corporate loyalty and to build up the
next generation of the firm’s leaders. The rise of WFH could re-
duce firm loyalty toward workers. Widespread WFH could lead
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to a type of “out of sight, out of mind” mentality among manage-
ment. If the new generation of WFH workers are anonymous em-
ployees, then this will have several implications for firms. Firms
that used to have a tight loyal corporate culture may now attract
workers with a different personality. In an extreme case, such firms
may attract loners who do not mind not having much interaction
with management. The managers of a firm always face competi-
tive pressure to focus on maximizing profit. In setting compensa-
tion for workers, such firms may be aggressive in solely offering
workers the minimum compensation to recruit such workers. In an
increasingly competitive labor market, the introduction of WFH
may lead to slower earnings growth in part because bosses feel less
altruism toward workers who they do not really know. Again, the
key question here is whether face-to-face communication is es-
sential for building up friendship and altruism within an organiza-
tion. The answer will vary by corporation.

In some corporations, the quantity and quality of output from
a given worker can more easily be determined. The quality of a
computer code can be checked once it is written to see how effec-
tive it is to do the task at hand. In a team production setting, such
that a group of workers work together to produce group output, it
will be more difficult to tease out any one worker’s contribution to
the final output. In this case, the boss has more discretion in deter-
mining who to credit.

Firms that recognize that WFH is posing organizational chal-
lenges have strong incentives to experiment with different strat-
egies to build up the organization. Such firms will invest in host-
ing quality face-to-face interactions so that WFH workers are
invited to the campus to spend a few intensive days together.

This approach would mirror what weekend MBA programs seek
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to achieve. In such programs, full-time workers spend their week-
ends in class bonding with their professor and their classmates.
Such an intense experience conserves on transportation costs and
helps to build up real bonds between people.

If WFH workers feel that they are “out of the loop,” then firms
will have trouble retaining them. The firm’s human resources of-
fice has the data and the incentives to experiment with what strat-
egies work best for the firm. A firm can open several smaller head-
quarters around the nation to facilitate monthly meetings with
WFH workers spread out across the nation. These firms can in-
terview workers who leave the firm and incumbent workers and
workers who turn down the firm’s job offers to learn about how the

firm can do a better job in competing for and retaining talent.

How Does WFH Affect a Firm’s Productivity?

If most workers are happier while engaging in WFH and their pro-
ductivity does not suffer, then why in the recent past were people
going to work five days a week? Was it to signal loyalty? Was it to
show strength and resolve? Did the bosses enjoy the attention they
received from obsequious workers? The answers of course will
vary on a case-by-case basis.

In a competitive industry where firms seek to maximize their
profits, such firms will consider how engaging in WFH affects their
revenue structure, their ability to attract and retain talent, and
their cost structure. Firms recognize that a cost of fewer daily face-
to-face interactions is that there will not be as many brainstorm-
ing impromptu meetings. This calls for new strategies for collect-
ing and storing information. In 2020, much has been discussed

about the importance of asynchronous communication and good
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writing. In the past, meetings were elitist in terms of who was and
was not at the meeting. The new WFH firm can be more demo-
cratic by making documents that can be edited and seen by all.
When workers engage in work from home, they are likely to have
fewer interactions with each other. A recent literature in econom-
ics has explored the spillover effects concerning how having pro-
ductive peers influences one’s work. Imagine if you had the NBA
star Michael Jordan as a teammate. Does his presence help you to
“raise your game”? This literature has found that having produc-
tive peers does raise a face-to-face worker’s productivity. Whether
these effects will vanish in a WFH economy remains to be seen. In
the past, part of the productivity gain of going to the office was the
access to central records. Recall—if you are of a certain age—the
days when offices had file cabinets full of records. With such data
now computerized and sitting on the cloud, there is no reason to
go to a physical library or the archives to look up information. In
this sense, the geography of tapping into information has changed
as the process has become decentralized. It is now easier to be in
the loop even if you are physically far away.

In fully remote work, the very idea of “what is this firm?”
arises. One answer is that such a firm is a decentralized rolodex
such that each member of the team knows her role, does her job,
and anticipates that her work will be assessed by someone higher
up in the organization. The bosses are essentially assembling a jig-
saw puzzle as they think through how these spread-out pieces ac-
tually fit together and produce a coherent whole that the market
values. This process generates revenue for the firm that is then dis-
tributed to the workers and owners of the firm.

In this age of Big Data, firms have the tools to see such emerg-

ing trends in real time. For the new generation of WFH work-
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ers, there will be many benchmarks of worker productivity, hap-
piness, and stress levels to track how workers are performing. In
2020, some researchers have uncovered very surprising results.
One research team documents the declining performance among
elite chess players competing from home during the COVID
pandemic.??

If workers are unhappy with the new work arrangements,
then the firm’s profits will fall because productivity will suffer and
turnover at such firms will rise as workers quit. This will raise the
search costs for such firms. Firms that develop a reputation for
having excellent work conditions can attract great workers with-
out resorting to “combat pay.” This provides a strong incentive for
firms to consider the well-being of their workers.

In recent years, different companies have been experiment-
ing with allowing workers to engage in remote work. One Chinese
firm randomly assigned workers to engage in WFH. The firm then
gave those workers who had been working from home the option
to return to work. More than 50 percent of those who had been
randomly assigned to work from home chose to go back to the of-
fice. This experiment highlights that people know themselves and
know their own goals. When given a menu of how much WFH
they can engage in, workers will choose the right option for them,
weighing the tradeoff between having an easier commute versus
the challenge of engaging in self-control while at home and poten-
tially feeling “out of the loop.”?* Firms with good computer data-
bases that track the performance of individual workers over time
can keep up on these dynamics and reconfigure the interactions
between workers to maximize their performance and meet the
firm’s goals.

In the case of WFH, the same approach can be used by com-
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panies to learn about how to achieve the benefits of WFH while
minimizing the costs. Companies need to figure out how to make
WFH workers feel valued and how they can ask the “dumb” ques-
tions that help new workers learn the ropes and be more produc-
tive. The firm has strong incentives to experiment with creating
intense two-day huddles that bring workers together to have long
periods of face-to-face interactions. Some companies are already
using artificial intelligence to match different WFH workers to fa-
cilitate new friendships and workplace collaborations that might
not have taken place in a firm with siloed WFH workers who are all
strangers. Such “community collisions” build up new workplace
social ties.

In the past, companies such as General Motors had a chief
economist whose job responsibilities included creating and di-
gesting macroeconomic forecasts to anticipate emerging chal-
lenges and opportunities for the company. In our new economy,
a firm’s chief economist can access the firm’s administrative data
and search for clues about performance dynamics and emerging
human resource challenges. Firms whose leadership “know that
they do not know” how WFH is affecting the organization will be
more likely to identify emerging challenges and to adapt to them
through an iterative experimental approach. Real-time productiv-
ity indicators and workforce retention and hiring data provide the
analyst with the raw ingredients for engaging in a real-time diag-
nosis of whether the firm is unlocking the full potential of WFH. If
a firm fails to productively use WFH, it holds the option to revert
back to office work. The chief economist’s research will inform
this key decision. Those firms that are more successful in achiev-
ing the full benefits of WFH will have a competitive edge against

rival firms in their industry as they will attract and retain talent.
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Such market competition raises the likelihood that firms will fig-

ure out how to optimize WFH in their human resources strategies.

The Rising Risk Posed by Offshoring

Competitive pressure in product markets such as the competition
that US firms face from rival Chinese firms nudges US firms to seek
out cost-minimizing strategies. For every firm, labor costs is the
firm’s major expenditure category. Each firm has strong incentives
to carefully think through their approach: How many workers does
it need? What are the costs and benefits of keeping these workers
in the US versus engaging in offshoring? Should these workers be
based in the expensive downtown or can activity be decentralized?

Ongoing improvements in computers and information tech-
nology software help foreign-based workers compete for US
jobs.?® Suppose that a future virtual reality zoom experience feels
identical to meeting face to face. Such an innovation would accen-
tuate the offshoring threat and this would lead to US workers fac-
ing downward wage pressure unless they upgrade their skills to
better compete with foreign rivals.?

The offshoring of service jobs, particularly call centers and
computer software in India, has grabbed recent media attention.
In his bestseller The World Is Flat, Thomas Friedman wrote of how
he had “interviewed Indian entrepreneurs who wanted to prepare
my taxes from Bangalore, read my X-rays from Bangalore, trace
my lost luggage from Bangalore and write my new software from
Bangalore.”?” Such international competition with cheaper rivals
puts downward pressure on American wages.

While no worker is happy about an earnings cut, such work-
ers may prefer the bundle of having the right to engage in WFH
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and their new reduced salary.?® The rise of domestic working from
home creates a type of happy “middle ground” for US compa-
nies. Since these workers can spread out and live where they want,
they can be paid nominally less. While these workers are paid less,
they will be happier workers with less life stress. Over the next few
years, if we observe that WFH worker salaries in nominal terms
are rising slowly but these workers are staying with these firms
and are being productive, then this is strong evidence that worker
quality of life is improving. Such workers would be more likely to
quit if they viewed their quality of life as bad.

Some US workers will suffer economic dislocation due to em-
ployment offshoring.?® Routine tasks that a firm needs done such as
proofreading of a document can be done by any trained, language-
competent person around the world. For those US workers who
face increased foreign competition, they have several adaptation
strategies. First, they could move to a cheaper location so that
their rents are lower. This would allow them to accept a pay cut
that would make them more competitive with their international
rivals. Second, they could invest in new skills that allow them to
stand out relative to their competition. An example from inter-
national trade is relevant. When China joined the World Trade
Organization, its exports to Europe sharply increased and firms in
Italy and other EU nations lost sales as they were in head-to-head
competition with Chinese imports. Researchers have documented
that Italian firms adapted by moving up the quality ladder and pro-
ducing higher-quality products.®® The general economics question
this raises is one of adjustment costs. What did it cost these Italian
firms to make this quality change? How many incumbent firms

were not able to adapt? What became of the workers who lost their
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jobs at the sluggish factories that could not compete with Chinese
imports?

At the start of chapter 1, I quoted Warren Buffett, who ex-
pressed great optimism about our ability to adapt to new work
conditions. In truth, there are large differences across people in
our ability to adapt and these distributional effects have key im-
plications for our politics, as those who face adaptation challenges
often seek to elect leaders who will protect them against change.
In recent years, we have seen populist support for politicians who
promise to build walls at our borders to keep rival workers out.
In the case of WFH, the open questions include: How will differ-
ent workers adapt to new labor market competition? How many
will respond by investing in strategies to increase their own com-
petitiveness versus how many will rely on elected officials to pro-
tect them through increasingly generous transfer programs and

through blocking competition?
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4 The Rise of Remote Work
and Superstar Cities

In recent decades cities such as Boston, New York City, San
Francisco, and Seattle have prospered due to the boom in specific
industries such as entertainment, finance, and technology. In a
more footloose WFH economy, these cities will face more spatial
competition as new potential destinations such as areas in Austin,
Texas, or Miami, Florida, compete for talent. Economists empha-
size that such jurisdictional competition for attracting and retain-
ing talent pushes incumbent elected officials to “raise their game”
in terms of offering higher quality of life per tax dollar charged.
The rise of WFH means that more workers have greater freedom
to “get up and go” if they are unhappy with their current quality of
life and the market real estate prices they face.

The fortunes of cities change over time. Back in the 1960s,
Boeing was one of Seattle’s major companies. Between 1968 and
1971, this company’s total employment in Seattle shrank from
108,000 to 38,000.! In recent decades, Seattle’s economy has
soared due in large part to the rise of Microsoft and later the rise of
Amazon, creating a booming local tech cluster. During this period

of growth, local home prices rose and this increased local public
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revenue. Amazon’s King County in Washington has experienced
7 percent annual home price growth from 2000 to 2020.% Since
2011, the City of Seattle’s tax revenue has grown by an average of
6 percent a year.®> When a city enjoys a tech boom, local tax rev-
enue soars and this creates middle-class jobs and funds a variety
of local government investment programs and pro-poor policies.
Seattle pays its public-sector workers quite well. For the year 2019,
the City of Seattle posted data on public-sector worker pay. The
data set indicates hourly pay for 12,223 employees. The average
worker in the city earned $44.70 per hour and 50 percent of work-
ers earned at least $44.54. The top 25 percent of workers earned
more than $55.40 an hour. This pay exceeds what similar public-
sector workers earn in New York City. The Seattle police were paid
even more. Based on 1,980 Seattle workers for the police agency,
the average hourly pay in the police department was $52.20 and
the top 25 percent in the police department earned at least $60.60
per hour.

This case study of Seattle highlights how a city’s prospects are
tied to the rise of superstar firms. Could commercial and residen-
tial rents fall sharply if fewer Amazon employees live and work in
downtown Seattle? The Columbia Center is a seventy-six-story
commercial skyscraper located at 701 sth Avenue in Seattle, close
to Amazon’s office complex. Such a building represents a durable
piece of urban infrastructure.

In the midst of the COVID crisis, researchers have docu-
mented rising real estate prices and increased daily activity at the
suburban fringe of metropolitan areas.* Whether these trends per-
sist going forward hinges on the productivity and the unique “con-

sumer city” opportunities offered by superstar center cities.
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Recent Gentrification Concerns in Superstar Cities

Before 2020, house prices were growing sharply in America’s most
productive cities. In superstar cities such as Boston, San Francisco,
Seattle, and other coastal cities, very little new housing is built.
This means that any increase in demand for housing raises both
home prices and local rents. This impacts the local renters who
are at an increasing risk of being priced out of the neighborhood
where they have planted roots.

When a city experiences a boom, and when new supply can-
not be built, the iron laws of supply and demand predict that local
rents will rise. The open question is how local renters respond to
these changes. It is notable that US cities do not feature long-run
residential rental contracts. In contrast to commercial real estate
leases that often last ten years, residential rental agreements are
often one-year agreements. Renters could sign multiyear rental
agreements to limit their risk of being priced out by rising rents.

Since such medium-term rental contracts do not exist in cities
such as San Francisco and Seattle, renters are exposed to rent hike
risk. Some of these residents have responded with protests, and
sometimes violently, as seen by morning and evening attacks on
commuter buses transporting workers to and from Apple’s Silicon
Valley headquarters in 2018, which resulted in smashed windows.
An earlier attack in 2013 on a bus carrying Google employees had
also resulted in smashed windows, and protests followed, decry-
ing how the well-paid tech sector had pushed up house prices in
the San Francisco Bay Area.’

While productive firms do pay high salaries to their workers

and these workers bid aggressively for local housing, many econ-
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omists believe that supply-side constraints are the main cause of
soaring real estate prices in superstar cities. These cities have not
introduced traffic road pricing and they have chosen to build very
little new housing. A coalition of environmentalists and incum-
bent property owners have skillfully used the zoning code to not
allow new housing to be built. During December 2019, the City of
Seattle issued new housing permits for 910 new housing units to
be built.® In a booming city of 745,000 people this is a tiny amount
of new construction.

In cities such as San Francisco and Seattle, there has recently
been a contentious relationship between progressive city leaders
and the tech companies. Tech companies have been accused of
not sharing their wealth and not being good local citizens as they
drive up real estate prices and gentrify the area, driving out small
businesses and changing the character of the city.

On May 14, 2018, Seattle’s city council unanimously passed
an annual head tax of $275 per employee on businesses with gross
revenues over $20 million. The tax, which would have affected
the city’s 600 largest employers, was repealed by a 7-2 city coun-
cil vote less than a month later, far in advance of when it would
have gone into effect. A combination of construction labor unions,
large employers, and economic development agencies effectively
lobbied to have the head tax repealed and won support from the
seven city council members and mayor who were up for reelec-
tion in that year. Intended to fund efforts to address the city’s on-
going homelessness crisis, the passage of the head tax and its sub-
sequent repeal highlight the complicated relationship between
city leadership and its largest employers, including Amazon and
Starbucks.

Some residents have blamed Amazon for stressing the city’s
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transit and education systems and driving up home and goods
prices, exacerbating inequality in the city. They questioned
whether Amazon was paying its fair share.” Part of the proposed
solution was to force the city’s largest employers to pay more to
address these issues.

As Seattle progressives have sought to tax Amazon’s suc-
cess in the city, the company has become increasingly involved
in local politics. The company has made significant campaign
contributions to Seattle politicians and the super PACs that sup-
port them in recent years, beginning with a $350,000 donation
to Mayor Durkan’s reelection campaign in 2017, a year before she
passed the head tax.® Amazon spent a record $1.45 million on pro-
business political campaigns in 2019, more than any other com-
pany in the city.® The increased spending follows the election of
Socialist Alternative party member Kshama Sawant to the city
council and the council member’s criticism of Amazon and other
large employers for not doing enough to address civic issues.
Mayor Durkan, who was never enthusiastic about the head tax,
may have viewed it as an attempt to placate both sides, which in-
stead had the reverse effect.’® The increasing involvement of
Amazon in Seattle’s civic affairs is both a response to criticism and
arecognition that the growing company that employs over 50,000
people in almost fifty buildings in the city could not stay out of
civic issues forever.!*

In July 2020, Seattle city council member Teresa Mosqueda in-
troduced a proposal that passed 7 to 2.'2 Called the “JumpStart”
tax, companies with annual payrolls of more than $7 million would
be taxed on their pay to employees making more than $150,000
per year. As amended in the budget committee, the tax rate would

range from 0.7 to 2.4 percent, with tiers for various payroll and sal-
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ary amounts. For example, a company with a payroll of more than
$7 million and one employee making $200,000 would pay a tax
of 0.7 percent on $200,000—or $1,400.1* This tax is expected to
generate more than $200 million a year for the City of Seattle,
with Amazon paying a large share of this total.'*

Going forward, the rise of WFH is likely to give major firms a
credible threat to migrate away from their origin cities. The lead-
ership of major companies are wrestling with how to achieve their
multiple goals of being profitable and contributing to society as a
whole. Major companies like Facebook and Google have no desire
to receive negative publicity about the local consequences of their
success. These companies feature younger leaders who embrace
a double bottom-line mentality, and these firms must continue to
hire young talent. If young potential employees view these com-
panies in a negative way, then this affects the quality of the talent
these firms hire going forward and the wages they must pay.

Facebook has established a billion-dollar fund to create af-
fordable housing near its campuses.*® Facebook’s $1 billion will be
spent over the next decade on a variety of initiatives. The com-
pany plans to spend $250 million in partnership with the State of
California to build mixed-income housing on state-owned land in
communities without enough supply. Another $150 million will go
to the Bay’s Future Fund for the construction of affordable housing
in San Francisco. Facebook is donating $22§ million in previously
purchased land near its headquarters in Menlo Park, California, to
produce more than 1,500 units of mixed-income housing. Some
$25 million will go toward the construction of housing on county-
owned land for teachers and “other essential workers” in partner-

ship with Santa Clara County.'¢
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Superstar Firms as “Good Neighbors” in Their Origin Cities

The recent adversarial relationship between modern superstar
companies and their home cities stands in contrast to how past US
major companies interacted with their home cities. Consider Ford,
Chrysler, and General Motors—the three major carmakers head-
quartered in Detroit. The relationship between the Big Three do-
mestic carmakers and the city of Detroit offers a valuable histori-
cal case study. Following the 1967 Detroit riots, the city formed
the New Detroit Committee, a coalition of community leaders,
politicians, philanthropists, and business leaders in Detroit that
included James Roche, president of General Motors; Virgil Boyd,
president of Chrysler; and Allen Merrell, vice president of Ford
Motor, as founding members. The biracial committee that in-
cluded the head of the NAACP was formed to address the condi-
tions that led to the riot 0of 1967 and provide funding and technical
expertise to grassroots organizations working on these issues. A
main focus of the group was providing jobs to unemployed African
Americans, which was believed to be one of the causes of the un-
rest. The committee also promoted housing integration, afford-
able housing construction, and improvement of the city’s school
system.

They advocated for federal funding and private business to
address these issues, calling for “federal involvement in terms of
great sums of money and leadership....The job cannot be done
without the fullest participation of private and local interests.” The
full-time staff of the New Detroit Committee was “drawn largely
from local business, labor, governmental and civic groups....

[Chairman] Hudson asked from the very beginning that cooper-
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ating businesses and other organizations send to the Committee
only their most talented, irreplaceable personnel.” Michigan Bell
Telephone Company and the Chrysler Corporation partnered with
city high schools “to put business resources and talents to work
solving inner city problems.”

Local businesses also focused on hiring chronically unem-
ployed people: “Companies like Ford, General Motors, Chrysler,
J. L. Hudson and Michigan Bell have all become involved in spe-
cial programs of inner city hiring. Most recent reports...indicate
that an estimated 12,000 of the so-called ‘hard-core unemployed’
have been hired by Detroit area firms. This has been coupled with
an encouragingly high rate of retention, which, in the experience
of several firms, more than matches retention rates through their
regular channels of employment.” While the impact and effective-
ness of the New Detroit Committee is debatable, it is clear that
the major employers of Detroit were highly engaged in address-
ing what they saw as the city’s issues in the late 1960s and early
1970s.Y7

Kodak in Rochester provides another example. While Kodak’s
founder George Eastman is not as well known as his contem-
poraries Andrew Carnegie, Murry Guggenheim, and John D.
Rockefeller, his philanthropic endeavors and commitment to
Rochester, New York, where Kodak was born, were no less im-
pressive. Over the course of his career, Eastman gave generously
to educational institutions, hospitals, and youth organizations. His
largest commitment was to the University of Rochester, to which
he donated $50 million, and endowed schools of music, medicine,
and dentistry. He established six dentistry programs for poor chil-
dren in Rochester and declared that Rochester was “the town I

am interested in above all others.” He and his friend Dr. Durand
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purchased hundreds of acres of property along Lake Ontario and
donated them to the City of Rochester for a public park, Durand-
Eastman Park, in the early 1900s. He established the Eastman
Theatre in Rochester in the 1920s as a center for music and silent
movies.'®

Going forward, the rise of WFH may reduce the incentive of
major firms to be a local civic booster. Major firms must be aware
that the Biden administration is considering whether to enact new
antitrust rules and to more heavily regulate these firms. Amazon is
investing in helping the urban poor and middle class in the major
cities where it employs tens of thousands of people. In early 2021,
Amazon announced a series of pro-poor housing initiatives in
Seattle, Arlington, Virginia, and Nashville, Tennessee: “Amazon’s
new Housing Equity Fund is a more than $2 billion commitment
to preserve existing housing and create inclusive housing develop-
ments through below-market loans and grants to housing partners,
traditional and non-traditional public agencies, and minority-led
organizations. The fund will support Amazon’s commitment to af-
fordable housing and will help ensure moderate- to low-income
families can afford housing in communities with easy access to

neighborhood services, amenities, and jobs.”**

Macroeconomic Productivity Losses
from a Dispersed Workforce?

Silicon Valley has thrived during a time when highly skilled work-
ers at different firms live and work in close physical proximity to
each other. If tech cities experience a loss of skilled workers due to
the rise of WFH, will tech firms experience less economic growth?

Will the local economy grow at a slower rate? Since we have never
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run this experiment before, it is difficult to answer this question
using standard urban economics data.

In her analysis of the success of New York City’s economy
in the 1950s, Jane Jacobs emphasized the learning taking place
when different types of firms are located in close physical proxim-
ity. Empirical economists have built on her work by documenting
that more-educated workers are more productive when they work
in high human capital cities. The ideal way to rigorously test this
claim would be to randomly assign different people to live in dif-
ferent cities that differ with respect to their share of college gradu-
ates. Urban economics predicts that a worker’s wages are higher in
a city where more-skilled people live and work. This can be mea-
sured as the share of adults who are college educated or the count
of college-educated adults per square mile.?°

While researchers document such effects, we do not really un-
derstand “why” workers benefit more from working in geographic
areas with other skilled people physically nearby. A plausible ex-
planation is that such proximity facilitates more face-to-face inter-

actions with other skilled and ambitious people:

It has often been assumed that knowledge is like love in the fa-
mous 1977 John Paul Young disco hit: “in the air, everywhere 1
look around.” This assumption has its origins in the work of Alfred
Marshall, who stated in his 1890 book The Principles of Economics
that “the mysteries of the trade become no mysteries; but are as it

were in the air, and children learn many of them unconsciously.”?
Urban economists have emphasized that such “knowledge in

the air” in educated cities represents a positive externality. When

Amazon hires 1,000 computer scientists to work in Seattle, it hires
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them in order to raise the firm’s profits. Such a firm is likely to over-
look how its actions impact the overall Seattle economy. Local real
estate property owners win from this move because housing sup-
ply is limited in Seattle and the new hires have the purchasing
power to purchase nice homes. Their migration to Seattle attracts
startups who want to be close to this major company and this cre-
ates a domino effect.

Could WFH reverse this effect? The answer depends on who
moves in and who moves out of Seattle in our new WFH economy.
Imagine if the least ambitious seek to be full-time remote work-
ers and they move away to the distant suburbs and other smaller
and cheaper cities. Suppose their housing units are filled by young
“go-getters.” In this case, the emerging game of “musical chairs”
could actually strengthen a city such as Seattle because the “aver-
age” local worker/resident has more skill and ambition. People are
not physically changing here. Instead, there is a composition shift
of who is and is not living and working in such a city.

Firms such as Amazon have a strong incentive to measure their
own productivity effects due to allowing their workforce to spread
out. They have the option in the future to bring workers back to
headquarters if the WFH experiment has unforeseen negative ef-
fects. For example, as Amazon’s workforce spreads out away from
Seattle, will the firm lose significant productivity gains? The an-
swer hinges on how effectively zoom sessions substitute for face-
to-face communication. For teams of Amazon workers who al-
ready know each other, the productivity losses from zoom sessions
will be small. For new workers who work remotely, Amazon has
strong incentives to monitor whether their productivity is lagging
and to experiment with strategies (such as bringing them more
often to a HQ or HQ2 to “huddle”). I predict that there is a quan-
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tity versus quality tradeoff. While there will be fewer face-to-face
meetings in a WFH economy, they will be of higher average qual-
ity when they occur.

While Amazon has an incentive to configure its WFH to maxi-
mize its own profit, it does not have a strong incentive to internal-
ize the forces that Jane Jacobs emphasized. If Amazon allows many
of its workers to engage in WFH and they both work from home
and spread out across the United States, this could reduce the pro-
ductivity of other firms in Seattle because their workers learn less
and gain less from being there. If this is the case, then Amazon’s
embrace of WFH would actually lower Seattle’s economic growth
by more than its direct impact because of a multiplier effect.

If this dynamic actually takes place, urban economists will
quickly document this effect. By the year 2030, we will know much
more about whether a tech city such as Seattle has experienced a
productivity slowdown as more local tech workers either exit to
engage in remote work or commute to Seattle offices less often.
One possibility is that as skilled workers spread out across loca-
tions, there will be a type of convergence across geographic areas
as other geographic areas catch up in productivity to the star areas.
Given commuting costs, landowners in superstar cities enjoyed an
asset value windfall as tech workers were willing to bid up prices
in order to have shorter commutes. In this sense, the extremely
productive geographic clusters enriched those lucky individuals
who own the nearby land. In a recent study, I document that black
people are less likely to have bought such property in highly pro-
ductive cities such as Boston, San Francisco, and Seattle.?? This
fact highlights that our geographic clusters of productivity that are
home to few African Americans also have few African American

homeowners. These facts highlight how our past non-WFH econ-
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omy actually contributed to income inequality across geographic
groups. It remains an open question whether a type of efficiency
versus equity tradeoff arises as the rise of WFH leads to a greater
geographic spread of economic opportunity but also reduces some
of the productivity spikes that we achieved in the past in our super-

star cities.

Past Recoveries from Major Shocks

In late 2020, news stories often reported that major companies
who have been headquartered in superstar cities are relocat-
ing and are allowing more of their workers to engage in WFH.
This could pose risks to these host cities that have prospered for
decades.

Urban economists study how cities recover from past shocks.
Unlike other scientists who can run controlled experiments, urban
economists must rely on natural experiments. We cannot run a
controlled experiment such that one city is randomly assigned to
suffer from a terrible shock while another city is assigned to the
control group and then observe the urban dynamics in both cities.
Given that we cannot engage in such experimentation, we look for
events in the past when cities have faced great duress.

Over the centuries, cities have displayed amazing resilience.
Consider New York City. It has been punched hard by the 1918
Spanish flu, the Great Depression, the deindustrialization of the
1960s, the 1970s financial crisis, and the 2001 terrorist attacks.
“Each time, people proclaimed the city would forever change—
after 9/11, who would want to work or live in Lower Manhattan?—
but each time the prognostications fizzled.”*

Major disasters often have a “silver lining.” In the aftermath
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of the 1872 fire in Boston, the city’s economic growth accelerated
because the fire allowed for a rearrangement of economic activity
and this encouraged a repositioning of businesses throughout the
city to maximize the gains to trade.?* This coordinated migration
is unlikely to have occurred if the fire had not taken place. The po-
tential for a “silver lining” of a major shock is also seen in the af-
termath of the 1906 fire in San Francisco and the Chicago fire.?
Natural disasters can wreak havoc on cities by killing and in-
juring people, dislocating residents, destroying businesses and
homes, and damaging infrastructure. However, a possible silver
lining of natural disasters is that they provide the opportunity to
reorganize and redesign large areas of a city to better fit current
economic realities that would otherwise be very difficult or impos-
sible due to a large amount of durable capital being owned by a
variety of stakeholders. The Great Fires of Baltimore, Boston, and
Chicago all prompted demands from residents for their cities to be
rebuilt with improvements in traffic flow, water infrastructure, and
electricity.?® The 1906 San Francisco earthquake and resulting
fire, one such event, destroyed 28,000 buildings in the city. The
reconstruction that followed responded to a continued rise in de-
mand for housing in the city. Developers were uninhibited by city
building regulations, which they effectively resisted, and a zoning
code, which was not enacted by the city until 1921. By comparing
neighborhoods that were razed by the fire to those that were not
across several time periods, one study found that residential areas
that were destroyed by the fire increased their density by 60 per-
cent eight years after the fire relative to unaffected areas, with a
treatment effect of twenty-nine additional units per acre. While
the impact subsided over time, small differences were still pres-

ent in 1950 and 2011.?” Other studies found similar medium-term
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beneficial effects from the Great Boston Fire of 1872, as outdated
buildings were destroyed and land was redeveloped, resulting in
increased land value.?® These examples highlight how a “silver lin-
ing” can emerge when a shock occurs.

Since 2000, New York City has experienced two major shocks—
the terrorist attacks of 9/11 (2001) and Hurricane Sandy (2012). In
the latter case, while the hurricane caused significant damage to
housing along the coast, the macro-productivity of the regional
economy was minimally affected. NYC likewise proved to be
amazingly resilient in the aftermath of the 9/11 attacks. Research
on the medium-term effects of wartime bombings has docu-
mented a remarkable resilience of affected areas such that they
quickly recover from the shock.?” Wall Street firms were already
engaging in firm fragmentation before the attack and the attack
probably accelerated this trend, but the southern Manhattan area
enjoyed a great decade in the 2000s as the residential community
boomed and Manhattan thrived as a green “consumer city.”°

In the case of a terrorist attack, it can cause enormous local-
ized damage, but after the event there is a rebuilding phase if peo-
ple believe that life will go back to normal. Economic researchers
have studied the urban real estate implications of the 9/11 terror-
ist attacks with a focus on whether these shocks accelerated the
trend of job suburbanization.?! Following the 9/11 terrorist at-
tacks, real estate vacancies in high-quality buildings located in
Chicago (one of the largest economic centers in the United States)
increased greatly. Professors of economics Alberto Abadie and
Sofia Dermisi hypothesized that this increase in vacancies was a
result of the increased perceived fear of terrorist attacks. These
fears are often more greatly associated with taller and more influ-

ential buildings, which was represented in the data where build-
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ings in the “shadow” (0.3 mile radius) of Chicago’s largest build-

ings suffered the greatest increase in vacancies.*?

A California Exodus?

In December 2020, Elon Musk announced that he was selling his
California real estate and moving to Texas. Is his decision a lead-
ing indicator of an emerging migration trend away from this sunny
state? In recent decades, San Francisco, San Jose, Los Angeles, and
San Diego have enjoyed a real estate boom due to their great qual-
ity of life, international investors’ willingness to live there, and
booming tech, media, and biotech industries.

California features productivity advantages because of its
unique climate, topography, and beach amenities. No other part
of the nation is so beautiful, and it is no accident that despite its
high taxes the state is home to a large share of the nation’s bil-
lionaires even on a per-person basis (165 of the nation’s 614
billionaires live in California). California features 27 percent of the
nation’s billionaires despite being home to only 11 percent of
the nation’s population.

California taxes high-income earners at 14 percent of their an-
nual income, which is easily the highest state-income-tax rate in
the nation (Hawaii is next at 11 percent, then New Jersey at 10.75
percent). California has enjoyed a long period of economic suc-
cess, partly due to its Mediterranean climate, excellent universi-
ties, connections to the global economy, high quality of life, and
large skilled labor force. Many people and businesses have been
willing to relocate to the state despite its relatively high cost of
living.

California is famous for its great beauty and for the difficulty
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that developers have in building new housing in the state. These
two facts are related. Many advocates of slow growth argue that
new development must be blocked in order to protect the state’s
natural capital. Inrecent decades, the state has built very little new
housing and home prices reflect aggregate supply and demand.
According to Zillow February 2021 data, the median home price in
the state equals $624,000, while for the nation as a whole it equals
$269,000, and in San Francisco County it is $1.6 million.

Facing these prices, it is not surprising that in recent years,
large numbers of people and businesses have been leaving the
state for places like Texas and Utah. In 2016, an estimated 1,800
businesses left California, with 299 of them relocating to Texas.*
In 2017, 661,000 people left California while only 523,000 moved
to the state. Of those 661,000 leaving the state, 63,200 moved to
Texas and 59,200 moved to Arizona.’* There are signs that the
state, famous for high-wage tech jobs in Silicon Valley, is falling
behind the rest of the nation.

In recent years, California has ranked at the bottom for creat-
ing new jobs that pay above average wages and ranked at the top in
creating low-wage jobs.?* The Tax Foundation ranked California
second worst in the nation for its state business tax climate.?*® A
2018 survey by the Pacific Research Institute found that high real
estate costs, housing affordability, public education, and regu-
latory and tax burdens ranked high on a list of concerns driving
business executive decisions on whether to locate in California.?’
There are increasing concerns that the state’s public education
system is not providing students with the skills required to succeed
in a modern workforce, as three out of five high school students
are not college or workforce ready.®

The rise of WFH creates new opportunities for those firms

The Rise of Remote Work and Superstar Cities  [135]

printed on 2/9/2023 4:21 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

and workers who do not greatly gain from living and locating in
California to choose other locations. Companies with the option
to relocate or grow their presence in other states may take that op-
portunity in a future with increased work from home possibilities.
Business and venture capital leaders are increasingly consider-
ing leaving California due to concerns over property and nuisance
crime, restrictive zoning, and local government responsiveness
for alternatives like Texas.*® States like Texas, Utah, Colorado,
and Washington present attractive, relatively low-cost options
with talented labor markets and growing industry clusters. A re-
cent survey of Bay Area tech workers found that over 40 percent
expressed interest in moving to a less expensive city if their em-
ployer allowed them to work from home full-time.*® Companies
can respond to this demand by exiting the expensive Golden State
and relocating to a cheaper alternative if being close to tech talent
is no longer a requirement. If people and firms continue to flow
out of California and relocate to emerging tech and business hubs,
the state may lose its edge as the center of action as viable alter-
natives in places such as Austin, Denver, and Salt Lake City con-

tinue to grow.

History versus Expectations Revisited

In explaining a city’s population and economic growth over time,
Nobel laureate Paul Krugman emphasizes the importance of his-
tory versus expectations. Early in America’s history, New York City
became a trading port with Europe. People settled in Manhattan to
work and to trade. This historical development created momen-
tum as more people moved there.

The expectations of people and firms also play a key role in de-
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termining a city’s future. The expectation that New York City will
continue to have a bright future leads more young people to move
there.*! Perhaps surprisingly, leading tech firms are investing
more in urban space in superstar cities. Major tech firms are mak-
ing large investments in purchasing space in Manhattan. Amazon
has several Midtown office properties including the Lord & Taylor
Building. This redeployment of a department store highlights how
buildings can be repositioned in the new economy. “We know that
talent attracts talent, and we believe that the creative energy of
cities like New York will continue to attract diverse profession-
als from around the world,” said Ardine Williams, Amazon’s vice
president of workforce development.*?

New York City continues to have several rare features that
young people value very much. Young people continue to value
face-to-face interaction and New York City brims with energy
every hour of the day. The city’s access to water and the ability to
walk the city offer unique synergies between natural beauty and
the consumer city.

Even if America’s superstar cities lose some of their productiv-
ity advantage due to their exporting middle-class WFH workers,
they will continue to be very attractive “consumer city” and tour-
ist destinations that offer new experiences that the suburbs cannot
offer.** Declining center city crime and investments in “greening”
such areas by having walking and biking trails in cities ranging
from Chicago to Boston increase the attractiveness of living down-
town.** If such cities lose employees to WFH, they will have the ca-
pacity to pivot to building up their consumer city features and at-
tracting young people and older people to live a type of European
city lifestyle in these center cities.

Cities that continue to have good quality-of-life fundamentals
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(such as California cities with great weather) hold the option to
auction off development rights to developers to build more hous-
ing. By reducing development red tape and encouraging more de-
velopment, such cities become more affordable and attractive to
young people seeking the urban experience.*® By increasing hous-
ing supply such cities can raise tax revenue and create a new more
affordable urban experience. This increases the quality of life for
the young and minorities who often do not have the access to capi-
tal to finance investing in expensive real estate.

City leaders and local property owners have strong incentives
to keep an eye on whether their city’s count of college graduates
is rising or falling. This easy-to-observe metric indicates whether
the footloose skilled are “voting with their feet” to enter or exit the
place. The healthy local economy both grows its own set of young
college graduates who choose to continue to live in the city and at-

tracts other educated people to move there.*¢

Commercial Buildings Conversion into New Housing

In many major US cities, there are iconic commercial office
buildings such as 30 Rockefeller Center in New York City, the
Transamerica Pyramid Building in San Francisco, the Prudential
Center in Boston, and the John Hancock Tower in Chicago. What
will become of these properties? Can they be converted into resi-
dential housing?

Commercial property owners may choose to incur costs to con-
vert their property into residential real estate. If commercial real
estate rents are high because a given building is located in a pro-
ductive part of the city close to other commercial towers, then the

conversion of those buildings into residential real estate can lower
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the value of other commercial rents because they lose access to
productive partners. Individual owners of commercial properties,
who tend to focus on their own profits, have little incentive to rec-
ognize whether their actions convey benefits or harms to nearby
building owners.

If high-cost cities experience a sharp decline in commercial
rents, some owners may be reluctant to sell at a much lower price.
Real estate research based on data from Boston condos in the
1990s found that owners do not sell for a price below what they
originally paid for the asset.*” In a bust, however, homes tend to
sit on the market for long periods of time with asking prices well
above expected selling prices, and many sellers eventually with-
draw their properties without sale. Behavioral economists have
advanced an explanation called “prospect theory,” which argues
that asset owners keep in mind the asset’s purchase price and this
price anchors their current decisions as they do not want to sell an
asset for a loss. If the value of commercial buildings in superstar
cities declines and if the asset owners engage in such behavioral
logic, then they will be slow to sell their buildings to residential
housing developers. Such individual behavior can have macro-
economic consequences for the city as the conversion of build-
ings from outdated commercial uses to demanded residential uses
would be slowed due to price negotiations.

Regulations such as zoning laws can also slow down the tran-
sition. A misallocation of space will occur if there are vacant com-
mercial properties adjacent to residential buildings with high
rents and the commercial property cannot be rezoned for residen-
tial property. In Manhattan’s recent past, industrial space existed
because Manhattan was a center of manufacturing in the 1950s.

As these firms closed, this space was illegally used as residential
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space. If the land use code were more flexible, this transition of
using buildings for their highest and best value would occur more

quickly.

The Urban Vision of Jane Jacobs Revisited

Urban scholars celebrate the writing and activism of Jane Jacobs.
Throughout her life she championed the preservation of historic
neighborhoods such as Greenwich Village in New York City and
battled with modernists such as Robert Moses who sought to build
highways connecting cities to suburbs but paved over older “slum”
neighborhoods in the name of progress. She opposed high-rise
buildings that destroyed the walking organic nature of neighbor-
hoods. She wrote:

How can the city tie in its old buildings with its new ones, so that
each complements the other and reinforces the quality of con-
tinuity the city should have? Can the new projects be tied into
downtown streets? The best available sites may be outside down-
town—but how far outside of downtown? Does the choice of site
anticipate normal growth, or is the site so far away that it will gain
no support from downtown, and give it none? Does new building
exploit the strong qualities of the street—or virtually obliterate the
street? Will the new project mix all kinds of activities together, or
does it mistakenly segregate them? In short, will the city be any
fun? The citizen can be the ultimate expert on this; what is needed
is an observant eye, curiosity about people, and a willingness to
walk. He should walk not only the streets of his own city, but those

of every city he visits.*®
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In the 1960s, Jacobs sought to preserve a Manhattan neigh-
borhood featuring low-rise buildings and sidewalks that encour-
aged walking. This urban vision embraced “limits to growth.” The
laws of supply and demand teach us that when the supply of hous-
ing is limited by not building upward on scarce land and demand
is high because of both local job growth and great quality of life,
real estate prices will soar and the middle class will be priced out.
It appears that Jacobs wanted to limit entry to her beloved city.
She worried that irreversible damage would be done and the old
city would lose its charm as slums were cleared in the “name of
progress.”

The rise of WFH actually helps to alleviate the concerns raised
by preservationists such as Jacobs because it reduces the aggre-
gate demand by commuters to live in these areas. People with an
aesthetic taste for such areas will be attracted to live there.** In the
most desirable areas, home prices will be quite high. At the same
time, the exodus of firms who do not greatly benefit from locating
in the dense center city and the workers who work for these firms
will together reduce demand for local land and this should help to
make such areas more affordable so that the next generation of ur-

banists can enjoy living in more affordable areas.
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5 New Opportunities
for Other Areas

In the early 1970s, the Rolling Stones recorded Exile on Main Street
in southern France. The British band moved to France to record
this album partially due to the differential in national taxes. In
the mid-1960s, George Harrison of the Beatles recorded the song
“Taxman.” The lyrics of the song do not follow the usual rock
and roll formula of singing about love and having fun. Instead,
Harrison expresses his displeasure at facing a 95 percent marginal
tax rate in England.

Musicians can record their music anywhere where there is a
music studio. Such studios are not a very expensive piece of cap-
ital equipment. In this sense, music recording is an early exam-
ple of WFH. These artists were considering their tax exposure as
they chose where to work. In more recent research, it has been
documented that superstar European football players tend to mi-
grate to European nations with lower tax rates.! Both the Rolling
Stones and football players have something in common with re-
mote workers—they can locate anywhere and still be productive.?

Many professional golfers live in Florida as they travel to tour-
naments and play and then move on. Florida does not have a state

income tax. If golfers such as Tiger Woods lived in California they
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would be paying 13.5 percent and would face a total tax rate of over
50 percent per year. Similar to footloose golfers, WFH workers can
live anywhere. Zero-income tax states include Alaska, Florida,
Nevada, South Dakota, Texas, Washington, and Wyoming.? In
December 2020, Goldman Sachs announced that it was weighing
the move of its asset management arm to Florida.* Now that more
firms are considering engaging more WFH, they are becoming
more responsive to differential tax incentives across states. Low
tax areas that are close to very productive cities gain from their
geography. For example, New Hampshire does not have a state in-
come tax but it does tax interest and dividends. It tries to lure tech
companies to locate on its border with access to Boston.

California features high taxes but it is home to more than 40
million people including many billionaires. Geographic differ-
ences in taxes alone do not determine where people locate. If an
area has exceptional quality of life, then a person may want to live
there despite the high taxes. If the high taxes help to create a par-
adise, then a person will be more willing to pay the taxes and to
enjoy the exceptional local services.

Areas differ with respect to their quality of life. Los Angeles of-
fers consistently enjoyable weather and proximity to both moun-
tains and oceans, whereas Bozeman, Montana, has widely vari-
able weather and is more than a thousand miles from either ocean.
Such different places compete to attract increasingly footloose
people. The United States is a huge nation that offers WFH work-
ers many opportunities for choosing where to live. And each of
these WFH-eligible workers may have his own unique approach
when deciding where he wants to go.

As each individual has greater freedom to go where she wants

to go and spend her scarce time, our national well-being increases.
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This chapter sketches out how our nation’s economic geography
is likely to change as more WFH-eligible workers spread out. Key
issues arise concerning what localities seek to experience popu-
lation growth versus which areas will enact policies to limit eco-
nomic growth. Which American areas seek to remain small and
not be “the Next Nashville”? A theme throughout this chapter is
the central importance of quality of life. Those areas with great
quality of life will experience rising demand among WFH work-

ers to live there.

The New Scarsdale: The Rise of Exurban Sprawl

I grew up in Scarsdale in the 1970s and 1980s as my father com-
muted by public transit to New York City. Scarsdale is roughly
twenty-five miles from New York City and is known for its excel-
lent public schools. Scarsdale’s housing is now expensive and this
will pose a budget challenge for many WFH workers. Many WFH
workers in the future will seek out suburban living in areas known
to have great local amenities. And as the middle class can now live
farther from a work location, their menu of local residential com-
munities increases.

Incumbent homeowners are not eager to welcome thousands
of new WFH workers to build new homes in the area. While there
are nearby golf courses and other pieces of unused land that could
be converted into new housing, there is a long tradition in the
United States of incumbent homeowners using local land use laws
to slow new construction.

In this case, the rise of WFH combined with an inability to
build more housing will simply lead to higher home prices in sub-

urban areas like Scarsdale, and this benefits the incumbent home-
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owners who now own a more valuable asset. From the perspective
of the footloose WFH who cannot afford these Scarsdale homes,
where do they go? The combination of the rise of WFH and the
fact that many great suburban communities such as Scarsdale will
not welcome new growth creates a growth opportunity for new
communities to form that can offer excellent schools and other

valued local public goods such as safety and greenery.

The Rise of New Cities?

In 2019, 82.5 percent of Americans lived in a metropolitan area,
yet these metropolitan areas include only 18 percent of the land in
the United States. The rise of WFH is likely to lead the US popu-
lation to spread out around the nation. While the US already has
many cities, new jurisdictions may form. Paul Romer, the 2018
Nobel Laureate in Economics, has discussed why creating new cit-
ies (which he calls charter cities) creates exciting possibilities for

creating better governance.

Moving from bad rules to better ones may be much harder than
most economists have allowed....

The key to the project s a charter city, which starts out as a city-
sized piece of uninhabited territory and a charter or constitution
specifying the rules that will apply there. If the charter specifies
good rules (or in our professional jargon, good institutions) mil-

lions of people will come together to build a new city.®
Can a “new” Scarsdale be built farther from cities that wel-

come WFH workers and their families? The answer to this ques-

tion hinges on how a jurisdiction produces great schools and other
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high-quality local public goods. Given enough tax revenue, it is
easy to build beautiful new buildings and to hire a football coach,
but a great school also features great teachers and great peers.
Great teachers have many choices over where they live. They will
be more likely to accept a job at a new school featuring new educa-
tional rules if the pay is good and the local lifestyle and quality of
life is good and good nearby housing is affordable. In the distant
suburbs, all of these features seem achievable. If there are not that
many great teachers in the nation, then a “new” Scarsdale would
have to pay high salaries to attract such teachers. If the charter
city is expected to have a great quality of life, then great teachers
would be willing to work there at a lower salary than they would
earnin a less desirable location.

A charter city will feature a new school district and will not
feature an incumbent public-sector teachers union. While unions
offer benefits to their members, union rules often limit the flexibil-
ity and experimentation of such an organization. There are often
rigid rules about how teachers are compensated (based on senior-
ity) and there are other limits placed on the school’s principal in
determining how to configure the school. We as a society continue
to learn about how children learn. Such uncertainty about this key
production function means that school leaders need more flexibil-
ity over configuring the curriculum and how teachers versus inter-
net technology are used to educate different children. Union work
rules often limit this experimentation.

The charter city creates a new jurisdiction with fresh rulesin a
geographical area where there are no incumbent interest groups
such as public-sector unions blocking new approaches to educat-

ing young people or policing. Urban research has highlighted how
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rare are the cases where new approaches such as charter schools
can be introduced.

In a new charter city, the new schools would have more flex-
ibility over how they are run and how their curriculum is set. Such
schools will develop a reputation and this will lead the next gener-
ation of WFH workers who have “done their homework” to decide
if this jurisdiction is right for them. WFH workers may realize that
they do not know what their quality of life would be in a new char-
ter city at the fringe of a metro area. Such individuals could rent
for a while in such an area to see if the lifestyle delivers on what
they expected. Such a “tasting” reduces regret about locking in too
early in an unproven new area.

In higher-quality school districts, new migrants will pay higher
property taxes but they will recognize that these revenues are used
to provide high-quality local public education. In communities
such as Scarsdale, there is no rental housing and the area is almost
all zoned for single-family homes. These two rules effectively ex-
clude the poor and this guarantees that the bulk of the property tax
revenue collected from the local residents is used for educational
programs that the typical taxpayer desires. There are few redistrib-
utive transfers taking place in Scarsdale because the ratio of the
town’s poor people to rich people is tiny.

In a newly built exurban “Scarsdale” that caters to WFH
families, the average income in the community will rise as more
of these workers move to a quasi-rural place. The growth in the
count of WFH workers would allow the school’s student popula-
tion to grow to a scale to take advantage of scale economies. If
only ten people want to live in an area and pay higher taxes for an

elite school, this is not a sufficient scale of demand to open such
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a school. With the introduction of road pricing and WFH, more
people would consider moving to such an exurban new school dis-
trict and this would benefit everyone who lives there because then
the scale economies could be enjoyed. To appreciate this point,
suppose it costs $5 million to build a new school and $1 million
a year to operate it. If the school only has 100 students, the aver-
age cost to operate the school is $6 million divided by 100, which
equals $60,000 per student. Such a school would need to charge
$60,000 a year per student in tuition to break even. If the school
attracts 1,000 students, and the school now hires extra teachers so
the operating cost is $2 million per year, the average cost per stu-
dent would be $7 million divided by 1,000, which equals $7,000.
This simple example highlights how the scale of student demand
drives down the average cost, and the scale of student demand is
determined in large part by their parents being able to engage in
WFH.

If more parents are working from home, some of them will
want to educate their children from home perhaps for a half day
and then send the child to a local school for the rest of the day.
While the 2020 COVID experience has been miserable, during
normal times a much better balance could be achieved. The par-
ents of a gifted child could rely on advanced Khan Academy vid-
eos for a half day each day and then send the child to school to
socialize and learn other material. The combination of studying
from home and attending “real school” opens up many new menu
combinations to meet the needs of different children. In the past,
parents commuted to work and their children commuted to a local
school. Going forward, there are new possibilities for parents to
sometimes work at home and have their children study at home

on those days. This arrangement will benefit families whose chil-
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dren have special needs and special talents. A key theme through-
out this book is how our market economy accommodates our di-
versity. I foresee that WFH will greatly help here.

Throughout this section, I have focused on one metric of local
public services—school quality. In reality there are many other di-
mensions of what defines a community, including religious com-
munities, environmentalist communities, and other lifestyle
communities. In our internet-connected economy, people will re-
search where they want to live and they will “shop around” before
moving to such a place. In the footloose WFH era, communities
that create a physical place that is both attractive and inclusive for
the people who seek a specific focus will attract WFH workers.

As more of the population has access to an increased menu of
residential alternatives, this will raise the well-being of each of them
as they will be better matched to the areas where they want to live
and the types of people with whom they want to associate. A poten-
tial downside of such migration is a type of self-segregation as re-
ligious areas arise and environmentalist areas arise. This dynamic
will mean that the rise of WFH will increase our ability to “vote
with our feet” to live with like-minded people. This will strengthen
bonds between like-minded people. Robert Putnam, the author of
Bowling Alone, would point out that this residential sorting imposes
one major downside: after this “Big Sort” there will be a growing
set of Americans who do not often interact face to face with peo-
ple holding a different worldview. During our partisan times, this
lack of face-to-face interaction with people who hold very differ-
ent views from one’s own views may have important implications
for our democracy. As a concerned citizen, I believe that we should
watch out for this potentially socially costly downside from WFH.

As an economist, I want to stress that there is a key “what if ” here.
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Back in 2019 before the rise of WFH, were people really interacting
in face-to-face discussions with others who held very different be-
liefs? With the rise of the internet, social platforms such as Twitter
do allow different people to interact. We all know that the implica-
tions of such platforms such as Twitter and Facebook for our de-

mocracy remain open and very important social questions.

The Environmental Cost of Increased Sprawl

If more people start to live farther from center cities, significant
environmental degradation could take place. When we live closer
to the city center, we are more likely to use public transit and to
live in smaller housing units. These two effects are linked together
because land prices are higher closer to the city center. When
land prices are high, people consume less land by living in high-
rise apartment buildings in smaller housing units. High popula-
tion density facilitates the introduction of public transit systems.
Such compact living shrinks our carbon footprint. This is the rea-
son that people in urban Asian nations such as Japan, China, and
Korea have a much smaller carbon footprint than Americans. In
dense urban core areas such as Manhattan and Hong Kong, public
transit use thrives. The subway and bus network allows individuals
to walk to a convenient transit hub and use public transit to reach
adestination. When people live in the suburbs and exurbs, they do
not use public transit. Public transit is a transport technology that
works best in center cities. In Japan, a large share of electricity is
generated using nuclear power and this zero-carbon source means
that any electricity consumption does not contribute to the climate
change challenge.

We produce less pollution when we live at higher density but
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we are exposed to more pollution when we live at higher density.
A pithy observation in environmental economics states: “The so-
lution to pollution is dilution.” In other words, if we spread out, we
reduce our exposure to air pollution (such as PM2.5) and water pol-
lution disease risk (such as typhoid). As we have learned in 2020
from the fear of COVID contagion risk, there continue to be de-
mons of density associated with living and interacting in close
physical proximity. By spreading out, those who greatly value
physical proximity can do so while others can live in cleaner, safer,
cheaper areas and still have access to the cities.

As the WFH-eligible spread out to live in new places, this has
implications for local air quality and the production of greenhouse
gas emissions because people drive more when they live at lower
population density. The simple algebra for determining how a per-
son’s transportation choices impact local air pollution can be ex-
pressed as miles driven multiplied by emissions per mile. This
algebra reflects the quantity and quality of economic activity.
If suburbanites drive more than center city residents but if they
drive “green cars,” then they do not contribute to local pollution
or greenhouse gas emissions. The new generation of vehicles cre-
ates much less local air pollution than vehicles built before 1990.
While vehicle fuel economy has increased in recent years, the con-
tinued reliance on fossil fuels to power vehicles means that trans-
portation’s share of overall US greenhouse gas emissions contin-
ues torise.

Although the Biden administration seeks to reduce the nation’s
greenhouse gas emissions, raising gas taxes is politically very un-
popular. Those who live outside of cities tend to oppose such gas
taxes because such rules would lower the real incomes of people

who have to drive more miles. The recent Yellow Vest protests in
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rural France highlight this point. The people of Lansargues ac-
tively protested increases in gasoline taxes and said that President
Macron was being elitist as he lives in Paris—an expensive city
with excellent public transport.®

In my own research set in the United States,  have documented
that suburbanites tend to oppose greenhouse gas emissions poli-
cies.” This fact is not solely due to the fact that Republicans tend
to live in the suburbs. Using standard statistical techniques, I have
documented that Republican areas do oppose climate mitigation
policies, but controlling for this factor, those who live at lower pop-
ulation density are less likely to support climate policies.

A possible solution to this emerging policy challenge of in-
creased vehicle mileage at the suburban fringe caused by WFH
workers is the rise of the electric vehicle. If electric vehicles (EVs
such as Tesla and its less pricey rivals) become higher quality and
cheaper, and if the power is generated by renewables, then the
pollution externality associated with driving diminishes.® Recent
work in energy economics has argued that electric vehicles can
be dirtier than conventional vehicles if they are charged in the
Midwest where power comes from coal-fired power plants.” In
California, the grid is already “green” as this progressive state uses
little coal and relies on natural gas and renewables.

As some WFH workers move far from the cities where land is
much cheaper, they will live in larger homes. This could also in-
crease their carbon footprint. This unintended consequence will
be less likely if these new homes feature solar panels that charge
the home and an EV vehicle. The synergies between building
“green homes” that are energy efficient and feature sufficient solar
panels to power both the home and the EV creates new exciting

possibilities of decarbonizing the suburbs. The key engineering in-
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novation here is cheap batteries so that the sun’s power generation
can be stored and used when the EV owner wants to travel.

The rise of WFH will lead to many new homes being built. If
electricity prices are expected to be high and if there are state man-
dates for zero-energy homes, then major home builders such as
KB Home will build homes with solar panels that are large enough
to charge the home and to charge the family’s electric vehicles.
This will create an incentive for WFH workers, even those who are
not environmentalists, to buy EVs rather than gasoline vehicles.

The rise of WFH encourages people to move farther out and
drive more but they will live in new housing with the built-in tech-
nology to foster a zero-carbon lifestyle. Given that people who live
far from cities drive more, this usually means that they consume
more fossil fuels and thus pay more in taxes if gas taxes and car-
bon taxes increase. This urban economics logic helps to explain
why center city residents are more likely to support carbon miti-
gation policies. Such center cities attract progressive people, and
once they live in a center city, they have a smaller carbon footprint
because they can walk and use public transit and live in smaller
apartments than their suburban counterparts.

The possibility that WFH workers who live at the fringe live in
new zero-energy homes with solar panels that charge their electric
vehicles opens up the exciting prospect that WFH work will shift
carbon politics. In this case, WFH helps to accelerate this green
transition because more of our housing stock will be zero carbon
and the transport emissions from WFH workers who own electric
vehicles will shrink. If a growing percentage of suburban residents
produces few greenhouse gas emissions, then they will pay less
out of pocket if the United States enacts a carbon tax. This creates

an incentive for them to support such carbon taxes because they
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would gain the implicit insurance benefits of facing less climate
change risk without facing higher prices for energy.

New home construction firms will gain valuable experience
and enjoy scale economies due to learning-by-doing effects.
Learning by doing means that zero-energy home builders’ cost
of production is a declining function of cumulative experience.
As these firms gain experience by building for WFH families, this
lowers the cost of the “green home” for everyone in the econo-
my.'° Nobel laureates Robert Lucas and Paul Romer have empha-
sized that once we have a blueprint for producing a technology, the
cost for producing another unit of the good is low. In the case of
“green homes,” the rise of WFH increases the likelihood that for-
profit housing developers create a successful blueprint that can be
scaled up.

Real estate is along-lived durable good. In Los Angeles, I live in
a home built in 1962. When WFH workers build new homes at the
fringe of metropolitan areas, they have strong incentives to think
about what the quality of life will be like in that area in the future.
Progress in climate science has allowed climate forecast firms
to make pinpoint predictions about expected future increases in
summer heat and flood risk. Homeowners have strong incentives
to build resilient housing that can withstand these expected fu-
ture trends. In this sense, the expectation of future climate change
causes upfront adaptation investment. For example, more pow-
erful air conditioning and more solar panels will be installed in a
home located in a place that is expected to become even hotter in
future summers. A cost-minimizing family will compare the up-
front cost of installing the solar panels and air conditioning now
relative to bearing even larger future air conditioning bills to off-
set the heat.
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In the American West, there have been increasingly severe
fires caused by drought and heat. In order to reduce ambient
PM2.5 levels, there have not been controlled burns to reduce the
forest fuel. This has meant that when fires do occur, there is the
potential for huge blazes such as what took place in fall 2020 in
northern California. The rise of WFH could lead more people to
live in the fire zones.

Economics teaches us that both demand and supply factors
jointly determine the possibility of building new housing at the
periphery of major cities. In early 2021, at the fringe of the Los
Angeles metro area, an important lesson is oftered about how the
risk of climate change and greater fire risk in the heat and drought-
plagued American West may increase the regulatory costs of
building new housing.

Consider the proposed Tejon Ranch development.'* Located
seventy miles from the city of Los Angeles, planning has been un-
derway to build 20,000 homes on 6,000 acres. In April 2021, a
judge’s ruling slowed down the project, expressing concerns about
the extra greenhouse gas emissions this new development will
cause and about the extra fire risk that the new residents will face.
While the rise of WFH increases demand to live in new, affordable
housing such as this, state and local officials will have to decide
what risks and costs are exacerbated by permitting such new hous-
ing to be built. The key economics point here is that local supply-
side conditions play an important role in determining where the
rise of WFH causes local economic growth.

In a 2017 New York Times editorial, Enrico Moretti argued that
stringent housing zoning in center cities such as San Francisco,
Portland, and Seattle has raised local land prices by limiting hous-

ing supply and making the local area more desirable and hence in-
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creasing demand. Such high home prices at the core pushes people
to the exurban fringe.*? The rise of WFH only accentuates this ef-
fect. Recent research documents that subsidized fire-fighting ser-
vices in these areas only increases the number of people who live
there.'® Improvements in building codes can play a productive role

in offsetting some of these risks.!*

Reducing the Environmental Costs of Farmland Conversion

As WFH workers move farther out into the peripheries of Silicon
Valley and New York City and Chicago, they will encounter farm-
land. Environmentalists are concerned that suburban sprawl
paves such farmland and that this poses risks for the United States
in terms of lost biodiversity and reduced domestic food supply.
The greater Silicon Valley area offers an informative case study
about the effects of land use restrictions meant to preserve farm-
land. Over 17,000 tech firms operate in the Bay Area, directly em-
ploying over 750,000 people; this represents one-fifth of the re-
gion’s overall workforce. The Bay Area ranks first in the nation in
terms of tech-sector job growth, with over 33,000 tech jobs added
in 2018 alone. Construction of new housing units in Bay Area cit-
ies has lagged population growth. San Francisco’s stock of hous-
ing units increased by 6 percent from 2010 to 2018 while its popu-
lation grew by nearly 10 percent. Oakland only increased its stock
of housing units by 1.8 percent in the same time frame while also
seeing population growth of nearly 10 percent. For the entire nine-
county Bay Area, the number of housing units grew by only 4 per-
cent, a growth rate less than half that of its population increase.

This low rate of construction of housing has contributed to the Bay
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Area having the highest median home value of any metropolitan
region in the country.

Silicon Valley is world renowned for being the high-tech home
of successful companies such as Apple, Facebook, and Intel, but is
less well known for its thousands of acres of farmland. In 2017, the
Silicon Valley counties of Alameda, San Mateo, and Santa Clara
had 517,338 acres of land in farms, comprising 33 percent of the total
land area of the three counties. While this may seem like a large
share, it has actually dropped by 11 percent since 2002 from 580,475
acres, mirroring changes at the state level.’® A similar reduction in
the number of farms occurred over the same time period with an
increasing share of small farms. The share of farms that were one to
nine acres in these three counties grew from 37 to 44 percent from
2002 to 2017, while the share of farms held by all other size classes
shrank, except for the largest-size class of farms over 1,000 acres.
In Alameda County, the number of farms with over 1,000 acres
nearly doubled from eight in 2002 to fifteen in 2017.

Farmland preservation creates a tension between urban inter-
ests and environmental interests. The overall San Francisco local
economy could be even stronger and more inviting if there was
more affordable suburban housing in relatively proximate loca-
tions near the area. One study argued that America’s overall in-
come level is lower because more housing is not being built in
productive places. The transformation of farmland into suburban
housing could greatly enhance the macroeconomy’s efficiency.!¢

California’s farmland does serve a unique role for the state’s
economy and for America’s consumers. Together, the total value
of agricultural products in the three Silicon Valley counties was

$502 million in 2017, which accounted for less than 1 percent of the
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total value of agricultural products among California’s fifty-three
counties ($59 million).'” At the same time, the three counties ac-
counted for over 2 percent of its acreage in farmland. In 2017, the
counties’ main products were wine grapes ($18 million) and cat-
tle ($16 million) in Alameda County, floral and nursery crops in
San Mateo County ($103 million), and mushrooms ($75 million) in
Santa Clara County. Santa Clara County was the only major pro-
ducer of any product in Silicon Valley, ranking second among all
California counties for its production of mushrooms. However,
this valuable crop only accounted for around 0.05 percent (150
acres) of the total land acreage of harvested crops in 2017.' While
there has been a trend over the last two decades of less land being
used for farming in these counties, there continue to be opportu-
nities to transfer land-intensive agricultural uses such as livestock
production into uses that are more productive.*?

In allocating scarce land between housing and farmland, eco-
nomic logic suggests that it should be allocated to the entity that
values it the most. An important point here is that with farmland,
such farmland offers a flow of profits to the farmer and it offers ex-
istence value to environmentalists who value knowing that there
continues to be pristine farmland in the nation. This “existence
value” is especially valuable if the farmland helps to protect valu-
able biodiversity.

As WFH workers seek new places to live farther from work
centers, an interdisciplinary team of urban planners and ecolo-
gists should work together to identify adjacent parcels of land fea-
turing high versus low biodiversity levels. The high biodiversity
level places can be protected by being designated a state park or
protected by a land trust that purchases the land and protects it

from development. For land deemed to have relatively low biodi-
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versity value, real estate developers could be allowed to build new
housing for WFH workers in these areas. This approach achieves
two goals: it expands the set of affordable land for development in
the beautiful state of California and it prioritizes protection for the
most valuable land in terms of biodiversity.*°

As farmland close to productive cities is converted into WFH
housing, food prices could rise. But it is important to note that the
United States participates in global agricultural markets. If the US
grows less farm output, we can import farm products from the rest
of the world and this will boost incomes for those poor farmers.
If prices for oranges and almonds significantly rise, then this cre-
ates an economic incentive for farmers to keep farming and not
sell their land to real estate developers seeking to build homes for
WHF workers. In this sense, capitalism’s invisible hand signals
scarcity and guides these land allocation decisions.

One often overlooked benefit from converting farmland into
housing is to reduce drought concerns in the American West.
Many climate scientists have noted that the American West faces
greater drought conditions going forward. The farming sector is
a major consumer of water, with farmers consuming roughly 9o
percent of the water in the American West.?! Current water laws
give such farmers the right to very cheap water that they are not
allowed to sell to urbanites. This creates disincentives to conserve
water, and so profit-maximizing farmers choose to grow very
water-intensive crops such as alfalfa. Given that farmer water con-
sumption is highly subsidized, the transfer of land from farming
to residential housing actually increases the sustainability of the
region in the midst of ongoing drought. To repeat this surprising
point, climate change raises drought risk in California. Farmers

have little incentive to conserve on water consumption. Facing
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these realities, one way to balance aggregate demand with shrink-
ing aggregate supply of water is to transfer land out of farming and
allow the WFH workers to use such land for their own housing de-
sires. This suggests that the rise of WFH, by encouraging workers
to live farther from cities, will help the American West to adapt to
climate change! If farmers were originally charged a higher price

for water, then this logic would not hold.

The Rising Demand to Live in Warm-Winter and Climate-
Resilient Cities

For decades, the American people have been moving to the Sun
Belt.?? The US population is aging as the large Baby Boomer cohort
grows old and the count of children declines. Millions of upper-
middle-class people want to live in warm places such as Florida,
Phoenix, and Las Vegas.

These migrants seek access to leisure activities and good hos-
pitals. This creates local service-sector jobs for the less skilled.
These cities are affordable because they encourage real estate de-
velopers to build. As the US population ages, older successful peo-
ple seek out warmer areas with good medical care and transport
accessibility. This suggests that cities such as Phoenix and other
Sun Belt cities could enjoy an additional boom because housing
is affordable in the cities where real estate developers face lighter
regulations on building new housing.??

The rise of WFH could actually make cold winter places such
as Bozeman, Montana, more desirable over the course of the year
as WFH-eligible workers can live there during more pleasant sea-
sons and then move away during the cold winters. In a sense, this

forms a portfolio for mobile people. When investing in the market,
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one seeks out stocks and bonds that create a balanced portfolio
to align with one’s individual circumstances. In terms of access-
ing great weather, a flexible renter can be a type of nomad living
in a certain area depending on what season it is. A place such as
Bozeman could experience an influx of people during its best sea-
sons and during cold winters mainly attract those who love winter
recreation.

Going forward, more of such amenity seekers will also be at-
tracted to climate-resilient places. While there are many known
unknowns about emerging climate change risks, all people seek
to be safe and comfortable. Places that have been repeatedly hit
with natural disasters such as tornados, hurricanes, wildfires, and
drought will be less attractive. In one of my recent studies, we doc-
ument that counties struck with major natural disaster shocks lose
population and the remaining population’s poverty rate increases.
Our explanation for the second fact is that the richer, more foot-
loose people who lived there are able to leave, and other richer,
more footloose people are less likely to move into such a place.*
Areas that face fewer of these risks will be more likely to attract
footloose WFH people.

In the age of Big Data, new companies are being formed
that specialize in assessing place-based risk, such as 427, Jupiter,
Coastal Risk Consulting, and the First Street Foundation. Those
WFH workers who care about climate resilience will be more likely
to move to the areas that these climate-risk-assessment firms
deem to be safer. Such companies play a role similar to Moodys
and Standard and Poor’s role in evaluating Wall Street risks. On
Wall Street, firms that have been deemed as risky by the rating
agencies face a higher interest rate when they seek to borrow. In a

similar sense, geographic areas that are deemed as risky by the cli-
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mate rating entities will feature cheaper real estate to compensate
buyers for taking on this new risk.

In a world facing greater climate change risk because of rising
global greenhouse gas levels, those places that prove to be climate
resilient will attract more WFH migrants and will enjoy local eco-
nomic growth. The United States is a large nation featuring hun-
dreds of cities that offer urbanites many choices concerning where
they live and work, and this menu of cities creates the possibility of
“voting with your feet” and moving to the right location that bal-
ances a person’s life goals.

The rise of WFH allows those who are concerned about emerg-
ing climate risks to avoid living in an increasingly risky place be-
cause their job is headquartered there. This ability to unbundle
place of residence from place of work promotes adaptation. Rival
locations will compete against each other to attract these WFH
climate migrants. This competition among places to attract these
successful migrants creates the right incentives for areas to exper-
iment and try new adaptation strategies to enhance their climate
resilience. This competition benefits all residents (not just WFH
workers) as their area becomes safer than it would have been if the
area had not sought to attract WFH workers.

An open question is whether climate-resilient places achieve
this status because of “God-given” topography conditions or due
to wise local public policies such as planting trees to reduce the
urban heat island effect and taking proactive steps to reduce flood
risk such as erecting well-designed sea walls. The US Army Corps
of Engineers continues to implement new projects to protect geo-
graphic areas. One example is investments to protect Charleston,
South Carolina, from flood risk by installing infrastructure such as

a surge wall and pumping stations.?®
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Jackson Hole: The Rise of Beautiful Places

The United States features many beautiful locations ranging from
Jackson Hole in Wyoming to Sedona in Arizona to Carlsbad and
Santa Barbara in California. Enterprising real estate developers
can simply Google “America’s favorite beautiful tourist destina-
tions” and use that geographic list to plan ahead for WFH worker
arrival. In the past, few would dare to live in such locations full-
time because of limited work opportunities. WFH eliminates this
concern.?

If Jackson Hole, Wyoming, is an increasingly attractive des-
tination for WFH workers, will real estate developers face the
same local NIMBYism that housing developers have faced in
Manhattan, San Francisco, and the greater Silicon Valley area?
This same dynamic could play out in these high-amenity places.
Don'’t forget that Joni Mitchell lyric: “They paved paradise, put up
a parking lot”! Which beautiful areas will be “pro-growth” and
allow ample real estate development?

If WFH fuels growing demand to live in beautiful places and if
incumbent residents in these places engage in NIMBY behavior,
then local real estate prices will soar and this will mean that only
the incumbents who become rich from real estate price growth
and the super-rich who can afford these asset prices will be able
to access these “gated” communities. In this case the rise of WFH
contributes to elitism and inequality as only the wealthy can live
in paradise.

When opposition to new growth arises, is it due to a genuine
concern about destroying paradise or are such concerns mainly
a justification for keeping outsiders out? A troubling feature of

American land use regulations is that the local incumbents set
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the policy. Outsiders such as those who live in New Jersey but are
thinking of moving to Jackson Hole have no way to express their
desire for Jackson Hole to accommodate more residents since out-
siders do not vote on local issues. Such outsiders can “buy their
way in” by purchasing one of the existing homes. This creates a
scarcity of such slots and enriches the incumbent property owners.

Consider an alternative set of land use laws such that real es-
tate developers can purchase the right to build new housing from
the local incumbents. Real estate developers, as profit maximiz-
ers, would be more likely to take this action if they anticipate that
there is a market for selling new homes in beautiful places to WFH
workers who want to migrate to the beautiful place.

Beautiful places will attract environmentalists who want to
live there. However, the environmentalists who already live there
often raise genuine concerns about paving paradise and this justi-
fies their opposition to local growth. The introduction of market
price incentives and Big Data analysis can be used here to reach
the sweet spot of allowing for new construction while protecting
the environment. Road pricing can be used to reduce local traf-
fic congestion. Land can be rezoned to encourage a new urbanism
on plots of land in the beautiful place to have compact develop-
ment and encourage ride sharing, biking, and walking. Energy and
water pricing can be introduced to encourage conservation and
green construction of real estate that conserves on resource con-
sumption. The net effect of this suite of policies is to permit growth
without suffering environmental degradation. Local real estate de-
velopers can be encouraged to protect natural capital if they ex-
pect that the likelihood that they will receive future development
permits hinges on demonstrating that the current set of new hous-

ing projects does not degrade the local environment. Such cred-
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ible threats give developers an incentive to contribute to the re-
gion’s environmental health.

If developers anticipate that local residents will monitor how
their incremental projects are affecting local quality of life, then
those developers who seek to continue to build in the area have
strong incentives to develop a reputation for protecting and for-
tifying the community’s assets. This set of market incentives re-
duces the likelihood that common local property will be degraded.
Real estate developers have a profit incentive to protect the envi-
ronment. A beautiful area commands a price premium for recently
constructed real estate. Developers will anticipate that they will
be blocked from building future real estate if their current projects
cause local harm.

Even before 2020, Bozeman, Montana, was experiencing
an economic boom as more people grew to appreciate the ar-
ea’s unique quality of life. The rise of WFH only accelerates this
effect as more people can now live and work there (while work-
ing remotely) for more months. The area’s planners now face a
“Goldilocks effect” of how to achieve the win-win of enjoying eco-
nomic growth without degrading local quality of life.

An urban planner in Bozeman wrote about the tradeoffs her
area faces: “Our wide-open spaces, abundant outdoor recreation,
safe communities, top-notch schools and thriving economy make
this a phenomenal place to visit and live, pandemic or not. Nearly
all of our local and regional planning documents articulate goals
that emphasize new growth near developed areas and conserva-
tion of agricultural land and wildlife habitat.”?

Beautiful areas such as Bozeman will need to make decisions
about how much growth they will allow. Local residents will vote

on local land use laws and these laws determine the opportunities
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for people considering moving there. In this internet age, it is easy
for prospective migrants to find news and videos about a place
such as Bozeman or Malibu or Boise. Such information helps to
shape one’s imagination such that one has a sense of what it would
be like to live there. Improvements in air travel through Southwest
and other cheap airlines and the rise of renting other’s homes
through internet platforms allows people to visit such places to see
ifitis “as good” as it looks on the internet.

While great places will attract web traffic organically, local
boosters continue to seek strategies to advertise their place to en-
hance its attractiveness relative to traditional destinations such as
New York City and San Francisco. Consider the new owner of the
National Basketball Association’s Utah Jazz. Ryan Smith paid over
$1 billion for the team and he is using it as a platform to market the
greater Utah experience: “Utah’s given me everything. We were
told we couldn’t build a tech company out of Utah, that we had
to go to Silicon Valley. When I was taking venture capital in 2011,
half the venture capitalists wanted us to move out of Utah. We've
shown that we can win in Utah. That’s pretty exciting.”??

In an economy featuring much more WFH and where major
companies are choosing where to locate regional hubs, nontradi-
tional areas such as Bozeman are now in a better position to com-
pete for such footloose high-income individuals. Elected officials
of such areas face a choice concerning how much time they spend
marketing the benefits of moving to their area and what facets of
local quality of life they emphasize. A type of “Goldilocks effect”
will emerge as these areas will seek to attract high-income peo-
ple while limiting the possibility of extreme gentrification that dis-
places longtime middle-class renters.

As beautiful places attract more full-year residents, this will
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create the local purchasing power to provide new opportunities
for niche restaurants and stores to cater to these restaurants, and
this rise of the consumer city creates synergies with the area’s nat-
ural beauty. These service-sector jobs in turn create new opportu-
nities for lower-skilled workers and a construction boom will take
place.?

As a wealthy, educated WFH population moves to such areas,
the high-level service industry will colocate nearby, including
legal firms, dentists, hairdressers, and fancy restaurants. Together
this creates new job opportunities and raises the quality of the
consumer city.*° In recent decades, Las Vegas has become an in-
creasingly sophisticated city in terms of restaurants and culture.
Superstar chefs have demonstrated that they can open restaurants
in multiple locations by writing out their recipes and food prepa-
ration methods. Such blueprints allow high-amenity areas to em-
brace the “consumer city” mentality and this creates synergies

that will attract even more WFH workers and tourists to the area.

Examples of Cities Actively Seeking to Recruit WFH
Workers

While everyone knows what cities such as Los Angeles, Miami,
and New York City have to offer, there are other much smaller
cities that are “hidden gems.”*' According to the US Census
Bureau, as 0f 2019, there were at least 780 cities with a population
of 50,000 people or more in the country, and many more above
10,000. Santa Fe has a population of 83,000 people. If there are
40 million WFH-eligible workers in the United States, and if one
in a thousand of them chose to move to Santa Fe, this would be
40,000 people and would increase the city’s population by 50 per-
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cent. This example is meant to highlight how very small increases
in probabilities translate into huge population growth for smaller
cities.

Across the United States, some cities build very little new hous-
ing. In California, 43 percent of the housing stock was built before
1970, while in Berkeley, 83 percent of the housing stock was built
before 1970.32 Berkeley is a highly desirable area, and the only ex-
planation for why so little housing is being built is regulations and
zoning rules that limit the ability to purchase older homes, demol-
ish them, and build new homes or build taller multifamily apart-
ment buildings. This highly educated, progressive city has cho-
sen to be slow growth, and this restriction of housing supply raises
rents and lowers the purchasing power of the middle class and the
poor.3?

Other cities are actively working with new economy firms
to lure WFH workers to move there.** One of these firms, called
Common, has sought out host cities that want to be “remote work
hubs.” Common hosts joint living space in cities (think of col-
lege dorms), and it foresees the synergies in partnering with cit-
ies that want to attract more such WFH workers. The five early
participants in this program include New Orleans, Bentonville in
Arkansas, Ogden in Utah, Rocky Mount in North Carolina, and
Rochester in New York. In upper New York State, Rochester is tak-
ing steps to position itself to attract WFH workers by leveraging
the green features along the Genesee River that flows through the
city. “The goal is to create a downtown hub that will attract entre-
preneurs, artisans, and other workers and offer them a variety of
choices for living and working together.”3s

Each of these cities features cheap housing and seeks to diver-

sify its employment mix and raise its profile as it competes against
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larger cities. One example is New Orleans. It seeks to diversify its
economy from a heavy reliance on tourism and bring in some tech
workers. Another example is Rocky Mount. It is a former tobacco
town that seeks to attract talent so that it can better compete with
Raleigh. Each of these ambitious cities recognizes the key role of

great quality of life in luring footloose talent.

The Comeback of Postindustrial Cities

The rise of WFH creates new opportunities for postindustrial cit-
ies such as Baltimore, Cleveland, Detroit, and St. Louis. In recent
decades, these cities have experienced large outflows of popula-
tion. Baltimore’s population has shrunk from a peak of 900,000 in
1970 to 600,000 today. These outflows have led to very low home
prices and a decline in morale and civic leadership, and although
such cities feature a high-quality, highly affordable housing stock,
they offer few vibrant jobs. With the rise of WFH, some workers
will take a second look at these cities.3®

Starting in the 1960s major US cities ranging from New York
to Los Angeles to Pittsburgh began to deindustrialize as manu-
facturing jobs moved to the US South and abroad. While some
post-manufacturing cities such as Pittsburgh have now transi-
tioned to new economic growth engines that revolve around the
area’s universities and natural beauty, there are other cities such
as Baltimore that have faced greater challenges in transitioning to
become home to a robust set of growing industries.

Many Rust Belt manufacturing cities have become poverty
magnets in recent decades as the major industry (such as car
making in Detroit) declined as the region deindustrialized. In re-

cent decades, manufacturing cities such as Baltimore, Cleveland,
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Detroit, and Philadelphia have suffered as these middle-class
jobs vanished. When a city features a durable housing stock and
a shrinking jobs base and a shrinking population, home prices de-
cline and this creates a poverty magnet effect as the average pov-
erty rate increases.

Housing prices in these cities are well below peer cities.
Among the 200 largest US cities, Cleveland (197th), St. Louis
(180th), Baltimore (169th), Pittsburgh (152nd), and Philadelphia
(149th) rank at or near the bottom quartile of housing price rank-
ings. Detroit has the cheapest housing prices as of August 2020,
with a Zillow Home Value Index of just $38,721, compared to over
$650,000 in New York City (16th highest). Remote workers who
still want to live in a major US city, but also seek to avoid paying
the high housing prices of San Francisco and New York City, can
save a lot of money by relocating to such inexpensive places.

Washington, DC, and Baltimore are forty miles apart, but the
same house in Baltimore can be valued at more than 5o percent
less. At a time when many worry about the housing affordability
challenge, the migration of people to medium-sized cities with a
high-quality and affordable housing stock can help the new mi-
grants and strengthen these destination areas. Going forward,
those who work in Washington, DC, and have the option to en-
gage in WFH can live in Baltimore. This dynamic makes Baltimore
a type of urban suburb.?’

In cities such as Baltimore and Detroit, homes are selling for
$30,000. Such depressed market conditions mean that real estate
investors are not buying homes and upgrading them to prepare to
sell them to others. In this case, older homes just keep depreciating
in quality. Baltimore faces quality-of-life challenges ranging from

garbage and a large rat population to a high murder rate. Baltimore
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has not enjoyed the same progress in recent years that nearby cit-
ies such as Philadelphia and Washington, DC, have enjoyed.

Does investing in real estate in cities such as Baltimore now
offer a profitable investment opportunity? Expectations play a cru-
cial role here. If potential Baltimore real estate investors are pes-
simistic about the city’s prospects because the local murder rate
remains stubbornly high, the local schools are not well ranked,
and there are few major employers in town, then these investors
will choose not to invest and the capital stock will continue to
deteriorate.

If real estate investors are more optimistic about the medium-
term demand for such housing, then they will be more likely to
purchase them and repair them because this could yield a good
rate of return over the next five to ten years. As the WFH econ-
omy grows and more African Americans with good WFH jobs
seek out the opportunity to live in an affordable major city such as
Baltimore, this increase in local demand for such housing would
give developers an incentive to begin the upgrading process be-
cause it then becomes a more profitable activity.

By attracting more upper-middle-class people to live in the
city, other investors will be more likely to reconsider investing in
the city. In this sense a type of virtuous chain reaction could be
triggered to create new synergistic investments to upgrade the
city’s physical capital and human capital.?®

From the perspective of the urban poor in cities such as Balti-
more, will WFH improve their quality of life? On one hand, their
rents would rise. On the other hand, if postindustrial cities could
recruit more college graduates to live in their cities, then this
would have several beneficial impacts. If more upper middle-class

people choose to live in a Baltimore or Detroit, this creates service-
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industry demand.** As old homes are upgraded, neighborhoods
improve and the city benefits from increased tax revenue being
collected and neighborhoods gain from an influx of role models.

These new stakeholders in the city would be more active in
holding elected officials accountable for the quality of public ser-
vices. As cities such as Baltimore and Detroit attract more WFH-
eligible workers, this could begin to shift the governance of these
cities. In these cities, a surprisingly small percentage of people
vote and this is likely to affect local governance because there is
less accountability of elected officials. Telecommuters tend to be
more educated, and more educated people tend to be more likely
to vote and to be civically engaged. If enough WFH workers move
to these cities, this dynamic would contribute to better local urban
governance.

An influx of WFH workers to these postindustrial cities would
increase the local public finance capacity to finance costly early
education programs. In 2020, the State of Maryland has been de-
bating the implementation of the Kirwan Commission’s recom-
mendations for investing in the human capital of children.*® The
recommendations are costly to implement and require signifi-
cant new expenditure. The payoff of these investments is that they
would likely help to close key racial gaps in early life outcomes.

Minority children who grow up in postindustrial cities such as
Baltimore and Cleveland have a low probability of earning more
as adults than their parents. Raj Chetty and co-authors have used
Internal Revenue Service data for children and parents to study
the probability that children grow up to be richer than their par-
ents.*! Minority cities such as Baltimore feature very low rates of
income upward mobility, lessening the “American Dream” prob-

abilities of the children earning more than their parents. This fact
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highlights that new efforts must be taken to reduce the cycle of
poverty in these postindustrial cities. When children grow up in
poverty, they suffer and are more likely to engage in crime and
other activities that cost society as a whole. Nobel laureate James
Heckman has argued that enhancing the early education of dis-
advantaged children and helping mothers be better parents are
cost-effective strategies for reducing poverty.*? Recruiting WFH
workers represents a feasible antipoverty strategy for postindus-

trial cities.

Could Remote Work Revive Parts of Rural America?

Rural America, home to 20 percent of the nation’s population, has
fallen behind the urban nation in terms of per capita income and
quality of life. Deaths from despair (drug overdoses, suicides) are
higher in this part of the nation. Whites aged forty-five to fifty-five
in rural counties have been the most likely to die prematurely.*

For decades, farming areas have lost young people as mech-
anization has replaced farm jobs. Rural areas are slow-paced
places without much to do in terms of jobs or consumption and
fun. Young people have responded by moving to the cities and the
farming areas are aging and feature little to do relative to the excit-
ing cities. In rural natural resource extraction areas, scars remain
from decades of environmental degradation.

Remote work offers new opportunities for people who want a
rural lifestyle and can engage in WFH. WFH-eligible workers who
want to live in low density can access inexpensive housing and
peace and quiet. If enough of these individuals choose to move to
these areas, then this brings role models to such areas and more

educated, ambitious people who will change the culture of the
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places where they move.** Such a dispersion of talent could reduce
the nation’s political polarization as some progressive urbanites
might move to red-state rural areas. This migration process could
reverse the “Big Sort” that has emerged in the United States such
that educated progressives cluster in big cities.** We tend to so-
cialize with people who live close to us. In a “sorted” setting where
rural people never meet urban people, and vice versa, suspicions
and misunderstanding and a lack of trust and respect can emerge.
If WFH’s expansion significantly shifts residential patterns, then
more of such bridging social capital may be created.

A growth in richer, more educated people in rural areas will at-
tract more doctors and other professionals to live in such areas and
this will improve local service quality as rural areas start to offer
some of the same market services that urbanites take for granted.
Urban economists have documented positive externalities asso-
ciated with higher levels of neighbor education. This education
effect has been measured in cities. If more rural areas attracted
more educated people, would a similar education spillover be ob-
served? The pathways can be debated, but rural schools would
have better peers in the classroom. By raising the quality of the
local students, such schools will have an easier time recruiting
higher-quality teachers.

For rural areas to truly gain from WFH, broadband expansion
will need to occur.*® Approximately one in three rural households
reported either facing serious difficulties with internet connectiv-

ity or lacking access to high-speed internet entirely.*’
The Federal Communication Commission’s (FCC) definition of

“broadband internet”—which does not exactly set a high bar—

includes a minimum download speed of 25 megabits per second
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(Mbps) and an upload speed of 3 Mbps. According to the FCC'’s
Broadband Progress Report, 19 million Americans—roughly 6% of
the population — do not have broadband access. The vast major-
ity of those, roughly 14.5 million, are based in rural areas. In fact,
one-quarter of rural Americans and one-third of those living in
tribal areas lack internet access that meets the agency’s minimum

requirements.*®

In an experiment set in China, researchers examined the im-
pact of the first nationwide e-commerce expansion program on
rural households by analyzing a program that connected over
40,000 Chinese villages to e-commerce from 2014 to 2018.#
They found that greater internet access can affect well-being and
income growth in rural areas.

Rural quality of life has suftfered for decades because such areas
lack the urban amenities that urbanites take for granted. There are
too few doctors in such places. Their migration to rural places and
their revenue from working there can be enhanced by telemedi-
cine.*® The rise of Amazon Prime and drone delivery opens up the
possibility of next-day delivery and this helps to close the “con-
sumer gap” between rural and urban areas as Amazon opens up its
retail menu to rural people.®!

If enough WFH workers choose to locate in rural places, then
their aggregate purchasing power and contributions to local cul-
ture represent a more organic alternative to a recent push in public
policy directed to place-based subsidies. Economists typically do
not support such spatial subsidies of underperforming areas be-
cause this encourages people to remain in a place with weak fun-
damentals.>? It would be more beneficial for the macroeconomy as

awhole for these individuals to migrate to more productive places.
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In recent years, economists have recognized that the weakness in
this logic chain is to ignore migration costs. Some people are truly
tied to their origin location and do not want to move. For those who
are tied to an unproductive place, they will suffer from poverty if
new economic opportunities cannot be directed to their area.

In areas such as West Virginia, scholars and policy makers
have wrestled with identifying infrastructure and human capital
investments that can boost such places. The track record for these
well-intentioned policies is mixed. Elected officials will designate
a geographic area as an opportunity zone and grant it special tax
incentives, but it is very difficult to determine whether such incen-
tives stimulate new economic activity or simply reshuffle activity
(i.e., the zero-sum game) that would have taken place elsewhere,
perhaps in the same state. For example, boosters of professional
sports teams argue that attracting a professional team to a city
will stimulate local economic growth. They point to the number of
people who eat dinner and go to bars close to the stadium on game
nights. Such boosters add up the money spent at these restaurants
and bars and credit the sports team for creating this new local rev-
enue. Urban economists counter by asking: “Would these attend-
ees have gone to another restaurant or bar in the same city and
spent the same amount of money if there had not been a game?”
If the answer is “yes,” then the sports team created no marginal
increase in local revenue. Instead, the game reshuffles money that
would have been spent locally anyway.

If rural places can compete and attract some WFH workers to
live there, this represents an alternative, more organic strategy of
bringing economic growth to an underperforming region. WFH
workers will demand local services and this creates jobs for the

local service economy and in housing construction. Such “trail-
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blazers” would also act as role models for the local youth. Rural
people would now have a greater incentive to invest in skill forma-
tion because they can live in the rural area and work in nonfarming
and non-resource-extraction jobs.

The early movers to a beautiful place will bear some risk. In
underdeveloped places, there are not good local public services.
Nearby public schools may be of low quality and fire and police
protection may be thin. The first movers to such an area would be
making a bet that others will follow them, and as local purchas-
ing power and tax revenue increases, local public services will im-
prove. Parents of school-aged children would have to rely on Khan
Academy and other internet-based strategies to upgrade their chil-
dren’s education. This example highlights a potential coordina-
tion failure. Scattered WFH workers who want to move to a beau-
tiful rural location face coordination costs in moving to the same
place. Since they do not know each other, they cannot coordinate
their migration. Recall the “New Scarsdale” example I gave ear-
lier: when there are fixed costs to building new institutions, the
average cost per family declines when more of such people who
value good schools all independently choose to move to the same
place. The good news here is that local real estate developers can
coordinate this activity. The developer of new homes has a profit
incentive to bundle in good schools if WFH potential buyers value
nice new housing in areas with good schools. Just as Donald Bren
became rich building planned communities in Orange County,
California, similar opportunities will arise in beautiful rural areas
with some access to cities and regional hubs.

America is home to countless beautiful, scenic rural towns
that people visit for vacations and breaks from the city. While

work from home offers the opportunity to live in some of these
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places, some may not be able to absorb a large increase in popula-
tion due to constraints such as broadband internet infrastructure,
local school systems, and limited housing development opportu-
nities. This begs the question of what are some possible examples
of places that are both beautiful and could accommodate an in-
creased population due to remote work?

Mount Vernon, Washington, is home to the often-photo-
graphed Skagit Valley tulip farms, which draw visitors from
around the world during its annual tulip festival. The small city
of 30,000 is located sixty miles north of Seattle and ninety miles
south of Vancouver, while being just thirty-three miles from
Bellingham International Airport and just off Interstate §. The city
has a fiber-optic backbone internet infrastructure with an eye to-
ward economic development. While home prices in the city have
almost doubled since 2012, at $400,000 they remain almost half
of Seattle’s home prices. Although the public school district ranks
behind the state average in math and reading scores, the area is
home to several high-ranked private schools. In 1998, the city was
ranked #1 on a list of best small cities in the US and its population
has more than doubled since 1990, demonstrating the potential
for rapid expansion.

The coastal town of Rockport, Maine, is home to just over
3,000 residents and the Maine Coast Heritage Trust’s Aldermere
Farm Preserve, one of the many nature preserves in the area.
The town also features nearby access to great hiking and skiing
with a multitude of lakes, ponds, and streams. The town is 80
miles northeast of Portland, Maine, and the Bangor International
Airport and 180 miles northeast of Boston. Almost all homes in
Rockport have access to fixed-line internet service. Housing costs

are around the national average and the town has some of the best
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public schools in the state. The small town, whose population has
remained relatively unchanged in the past two decades, recently
approved a $1.63 million infrastructure bond to upgrade public fa-
cilities and infrastructure in the town.

Not all rural areas are likely to equally benefit. Rural towns
such as Minden, West Virginia, that have been harvested for natu-
ral resources face lingering environmental damage from past nat-
ural resource extraction.>® Because WFH workers would tend to
seek out desirable areas, pollution-scarred rural places are less
likely to enjoy a WFH-induced comeback.

Brad Humphreys is a native West Virginian and a graduate of
West Virginia University, where he now serves as a professor of
economics. He predicts that WFH could increase spatial income
inequality within the state as “the rich get richer.” The widest
broadband access exists in the state’s far eastern panhandle, which
is basically a bedroom community of the Washington, DC, MSA
(metropolitan statistical area); the northern panhandle, which is
basically a bedroom community of the Pittsburgh MSA; and the
relatively populous corridor between Charleston, the state capital,
and Huntington. These places also have the usual high-density
consumption amenities like restaurants, grocery stores, and en-
tertainment venues, and better transportation infrastructure, in
terms of interstate highways. These areas will be well positioned
to benefit from increased WFH.

Humphreys points out that there are other parts of the
Appalachian region that feature great natural beauty. There is an
open question of whether WFH will boost these areas.

The counties that lie along and near the Allegheny Front moun-

tains, which runs northeast to southwest from roughly Cumber-
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land Maryland to the Greenbrier Resort in Greenbrier County,
contain a concentrated mix of attractive tourism-related natural
amenities, including ski resorts, hiking and mountain biking trails,
National Forests, and scenic mountain views. This part of the state
alsohas good access to the Baltimore/Washington/Richmond con-
urbation. This part of West Virginia closely resembles the Smoky
Mountains between Knoxville TN and Asheville NC that have ex-

perienced substantial tourism-driven economic development.>*

The rise of WFH poses a classic “chicken versus the egg”
issue. For decades, urban economists have debated whether peo-
ple move to areas featuring strong job growth or whether employ-
ers move to areas where people want to live. WFH shakes up this
debate, as workers will now have much greater flexibility in seek-
ing out where they want to live. Throughout my research career,
I have argued that places with great quality of life will boom be-
cause skilled people will want to live there. The rise of the opportu-
nity to engage in WFH only increases my belief'in this hypothesis.
As major firms such as Amazon and Google choose where to locate
their respective HQzs, they have an incentive to locate them in
areas such that remote workers who want to live in their own niche
areas can easily access them for quality face-to-face interactions.

By decentralizing and opening multiple, spread-out, smaller
headquarters, the major firms can hire from a nationwide tal-
ent pool and grant their workers personal freedom over how and
where they spend their time. A happier workforce will be more
likely to commit to the firm and make the investments that are dif-
ficult for a firm’s leadership to monitor. In the past, bosses stood
over a worker’s shoulder to monitor their work. If workers feel em-

powered on the job and are happy about their life/work balance,
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then this extreme monitoring is no longer needed. In this sense,
productive firms want their workers to seek out their favorite geo-
graphic niche.

Each location will have to make a strategic decision about
whether to unlock the full potential of attracting new WFH work-
ers to their area or to block such potential residents using local en-
vironmental and land use laws. Given that the United States is a
huge nation, footloose WFH workers will have plenty of choices,
and “slow growth” places (say a Berkeley, California) can reserve
the option to change their zoning codes later on. The willingness
of different areas to build new housing will play a key role in deter-
mining the new economic geography of the nation.

Throughout this chapter I have focused on the new geographic
residential opportunities for WFH-eligible workers. Such an en-
hanced menu might suggest that quality-of-life inequality will in-
crease in America as those who are not eligible are left behind.
Fortunately, this logical conclusion is not true. As more Americans
become WFH eligible and some spread out and head to the fringe
of metro areas or move to rural areas or move to small cities such as
Bozeman, this creates new demand for service workers to find jobs
in these cities. This dispersal of purchasing power across America
creates new freedoms for all service workers. Those with a taste
for nature can move to a beautiful place that now has more WFH
workers living there. Non-WFH workers will now be more likely
to find a service-sector job there. As the population spreads out,
more people can live and find work in places where housing prices
are lower (farther away from the superstar cities). This dynamic
increases real incomes and allows people to be better matched to
spend their time in a place where they want to live. This optimistic

claim merits careful empirical testing in future years.
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Conclusion
The New Geography of Jobs

For decades, the actor Harrison Ford, perhaps best known as Han
Solo from Star Wars and Indiana Jones from the movies of the
same name, has owned homes in Los Angeles and Jackson Hole,
Wyoming. His wealth has given him the ability to create a type of
geographic portfolio that allows him to spend perhaps six months
of the year in Wyoming and the rest of his time in Los Angeles. He
and other actors and athletes have been able to achieve the ultimate
work/life balance. Harrison Ford has been untethered for decades.
He owns and flies his own plane. He is free to choose where he goes.

The rise of WFH effectively transforms many of us into (per-
haps less wealthy and less dashing) Harrison Fords, as we can now
reconfigure our lives to pursue our own conception of “the good
life.” Harrison Ford’s career and wealth have given him the free-
dom to be in Hollywood for meetings and then jet to Jackson Hole
when he wants to go. Similar to a financial investor who invests 50
percent of her money in stocks and 50 percent in bonds, Mr. Ford
creates a time portfolio over where he goes and when. Such a port-
folio of time allocation allows him to achieve his own life goals. In
the recent past, only our superstars had such freedom. WFH ex-

pands such opportunity.

[183]

printed on 2/9/2023 4:21 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

The ability to unbundle where we live from where we work cre-
ates new opportunities for many of us. These gains could be even
larger for women, for minorities, and for those with special tastes
for nature.

Remote work accommodates our diversity. At any point in
time, workers differ with respect to what we want from our job and
the area where we work. Over the course of our life, we grow as in-
dividuals and take on new responsibilities such as marriage, par-
enting, and caring for aging relatives. Ideally, our work provides
us with the flexibility to accommodate our own personal goals and
our duties at home. The rise of remote work increases our ability to
“have it all” and avoid the pain of commuting on a daily basis. The
rise of remote work also exposes workers to more competition as
they compete in both national and international markets.

In 2020, the nation ran a huge experiment as millions of peo-
ple worked from home. In the near future perhaps one-third of
American workers will engage in working from home on a part-
time or full-time basis. This book investigates how this change in
the “work rules” affects the economic geography of the United
States.!

By offering a possible preview of our medium-term future, I
seek to help us to unlock the full potential of this new set of work
arrangements. In the modern economy, there are few “iron laws”
such that there is a deterministic relationship between cause and
effect. The net impact of the rise of WFH hinges on how to make
the most of the possible synergies that it offers. While I am opti-
mistic about the great potential for WFH to improve our quality of
life, I hope that this book’s chapters help to highlight the potential
challenges that we will face over the next decade. By anticipating
these challenges, we are better able to adapt to them. WFH un-
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bundles where we live from where we work and allows for many
different permutations concerning how we arrange our days and
our life. Going forward, WFH-eligible workers have strong incen-
tives to make investments in skills to be better prepared to gain the
most from it.

Since so many American workers will engage in WFH, this new
way of working has implications for those who work in jobs that
do not offer this opportunity. As more WFH workers move to loca-
tions that meet their life goals, this creates new service-sector op-
portunities for other workers. This will offer new opportunities for
them if they have a specific passion such as mountain climbing or
living close to family members. As some WFH move farther from
their place of work, this will reduce demand for housing and lead

to more affordable center cities.

How Will WFH Change Our Cities?

The United States is a huge nation, but for too long the set of pro-
ductive points on the map have only featured a handful of places.
Millions of Americans were “mismatched” as they faced a ten-
sion between where they could find “good jobs” versus where they
wanted to live to keep their family ties and to be connected to life
activities that give them fulfillment.? The population will now re-
shuffle, spread out and explore new places, and rediscover old
places.

The rise of WFH helps to address a fundamental “mismatch”
challenge. Modern America features a handful of superstar firms
in a few cities such as San Francisco and Seattle. Facing high home
prices in superstar cities, many chose to suburbanize to live where

housing is cheaper, but these individuals were time-poor as they
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were often stuck in traffic.? At the same time, America has hun-
dreds of other cities featuring a built-up housing stock and infra-
structure but few vibrant local employers.

Cities such as Baltimore feature an elegant housing stock but
there are few vibrant firms there. The durable housing stock is
priced low there because there is supply but there is little demand.
Before the rise of WFH, San Francisco featured very expensive
housing while Baltimore featured a depressed housing market.
WFH creates new opportunities for places such as Baltimore to at-
tract more residents who want to live there but want to work for
companies located elsewhere.

As employees increasingly have the opportunity to engage in
remote work, some will move away from these expensive cities
and this reduction in demand will increase housing affordability
in some of our greatest cities. In recent decades, while New York
City and San Francisco and Seattle have boomed, other cities such
as Baltimore have lost population. The rise of WFH creates new
opportunities for such postindustrial cities. If more WFH workers
move to such cities, this will help to reduce local poverty by stim-
ulating local service-sector job demand and raising local tax rev-
enues. Rural areas, especially those with great beauty, will expe-
rience a renewal as millions of Americans will each have the new
freedom to plan out where they want to live once they face fewer
commuting constraints. Given that WFH-eligible workers tend to
be educated and earn good salaries, many of them will seek out
high quality-of-life places. People differ with respect to how they
rank the best place to live. Surfers will seek out different places
than skiers. Each potential destination such as a Bozeman will
need to make local decisions concerning whether it will welcome

growth. Such places will need to invest in infrastructure, ranging
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from air travel access to high-speed internet access to scaling up

local services such as roads and schools to accommodate growth.

The Rise of Remote Work Has Implications for Cities
around the World

The geographic lessons learned from the US WFH experience
have implications for the rest of the world. In Europe today, cross-
national differences in culture, history, and language continue to
create a desire to remain in one’s home nation. An Italian will rec-
ognize that France may have better job opportunities but he may
not want to move there. The rise of WFH creates the possibility of
achieving the “best of both worlds.” Europe’s fast trains and re-
gional jet infrastructure facilitate monthly corporate face-to-face
huddles so that WFH workers can live in their home country with-
out losing out too much on face-to-face interaction with co-workers.

Within the European Union, the rise of WFH allows these na-
tions to achieve the economic gains from integration while still al-
lowing individuals to celebrate their own culture and to live with
their own.* A French worker can engage in working remotely and
can live in France while working for a German firm. Europe’s high-
speed rail network facilitates face-to-face interaction when the in-
person connection is called for; one can travel by train from Paris
to London in just over two hours.

Around the world, WFH creates new geographic possibilities.
In China, many middle-aged people were born during the “one
child policy” era. As their parents age, these individuals have spe-
cial responsibilities for taking care of their parents. The ability to
engage in WFH allows these people to simultaneously be good

workers and a good child to their beloved parents.
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While WFH poses offshoring challenges for US workers, it cre-
ates new opportunities for people in developing countries who can
speak English. Research based in India demonstrates that rural
people invest more in girls’ education when parents anticipate
that there are greater job opportunities for them. The possibility
of being able to live in a rural area and engage in remote work for
a national urban employer creates an incentive for rural people to
invest more in the education of their children.® Such parents may
desire for their children to continue to be rural people and to earn
more income and to diversify the family’s income stream so that
itis less reliant on just agriculture. The possibility of diversifying a
family’s income stream, as children can work as remote workers,
helps families to adapt to climate change. Climate change schol-
ars have worried that the farming sector in the developing world is
highly sensitive to climate shocks. Farmers who have long special-
ized in growing a certain crop could suffer large income losses due
to extreme heat and drought. Sending a child to a city offers a strat-
egy for diversifying such risk. The ability to engage in WFH using
internet access acts as a substitute for costly urban migration.

In South Korea, the combination of high-speed rail and WFH
creates the possibility of decongesting the major city of Seoul.
Urban economists have noted the social costs of megacity bigness.
Cities such as Seoul and Buenos Aires feature a huge share of the
nation’s urban population. While this offers agglomeration bene-
fits, it contributes to congestion and pollution. The rise of WFH
can help to boost second-tier cities as skilled people can live in
cheaper cities while working for firms located in the superstar city.
Given the high home prices in Seoul, this will raise the real pur-
chasing power of the middle class.®

Ireland is actively pursuing this strategy. “The national gov-

[188] Conclusion

printed on 2/9/2023 4:21 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

ernment recently announced plans to revitalize moribund rural
districts by encouraging office workers to relocate from Dublin,
with promises of better broadband and financial support to help

local authorities create remote working hubs.””

Risks We Face in the New WFH Economy

US-born workers face competition from immigrants who move to
the United States and now from international workers who com-
pete for offshored jobs. The rise of WFH creates the possibility that
more international workers will compete with US workers for US
employment without having to move to the United States. As US
workers face greater competition for WFH jobs, domestic workers
can compete by investing in greater skill or by moving to places
with cheaper rents and this will allow them to compete by accept-
ing lower nominal pay.

Another concern about the expansion of WFH is that it really
represents an expansion of the “gig economy.” Critics argue that
Uber and other gig economy jobs overstate the real pay that work-
ers earn and hide from them the costs they pay in terms of wear
and tear on their cars. In a similar sense, some have critiqued in-
ternet WFH job platforms such as Upwork for destroying “good
jobs.” This criticism raises an important issue. The traditional
American job features forty hours a week of going to work five
days a week and the worker is paid and given health insurance.
Workers value this bundle in part because they are not taxed on
health insurance and they pay a low rate for insurance because the
firm averages across the pool of all workers (an implicit subsidy to
sicker workers).

Upwork and other internet labor platforms have faced the cri-
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tique that firms will use its platform to take one good job and break
it into two 20-hour-a-week jobs where neither job offers health in-
surance. In a competitive labor market, the firm will have to pay
well enough to attract these gig workers. If millions of Americans
begin to engage in WFH gig work and do not have health insur-
ance, this will create a new market as there is aggregate demand to
purchase health insurance. Many of these workers will be younger
and pose a lower risk for insurers. For-profit insurers seek to sell
insurance policies to healthier workers because they become sick
less often and thus the actuaries predict that their annual health
costs will be lower. Such firms will compete to sell insurance plans
to these gig workers. The federal government can play a construc-
tive role here by creating guidelines for how WFH workers can ver-
ify their health status so that insurers can use Al to quickly offer
them a price quote. The standardization of information creates a
thicker market and reduces transaction costs and helps to create
the conditions for guaranteeing economic efficiency. If there are
a large number of buyers and sellers who can easily transact with
each other over the internet, then a fair price will emerge to allow
people who want health insurance to find risk-priced fair health
insurance and the firms who offer these policies will earn a profit

from selling such policies.

Adapting to New Challenges

The US population is aging and this means that many workers will
have aging parents living in other locations perhaps far from one’s
job location. The ability to engage in WFH helps middle-aged
workers juggle both work and family responsibilities. Aging work-
ers face their own health shocks. The ability to engage in WFH
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may help them to manage chronic conditions while still being pro-
ductive members of the firm. This possibility will reduce worker
stress and improve mental health.

In my environmental economics research, I have studied the
challenges posed to US residents by emerging climate-change risk.
Pinpoint climate science is making progress delineating which
parts of the nation face higher and lower risks from heat spikes,
pollution spikes, drought, and natural disasters such as fires and
floods. As we learn more about the severity of these place-based
shocks, we have strong incentives to invest in strategies to protect
ourselves and our families. Those firms and places that have an
edge in adapting to these risks will thrive and this creates a strong
incentive to build up this capacity.

We will be better able to adapt to climate change because of the
rise of WFH. Footloose workers will be better able to move to safer
areas and this creates an incentive for elected officials of places to
compete to become safer through urban planning and strategic in-
vestments. For those who are risk averse, the geographic places
that are relatively safer will be more attractive and some WFH
workers will seek to move there. As we face the climate change
challenge, those places that turn out to be relatively more resilient
have an incentive to market this point and this “green advertis-
ing” will actually help more of the footloose population to move

to “higher ground.”

How Much Do We Gain from the Rise of WFH?

The rise of WFH poses a challenge for macroeconomists who seek
to measure the average person’s well-being over time for a given

nation and across nations at a point in time. In comparing liv-
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ing standards across nations, economists have compared health,
per capita income, and leisure across nations.® Until recently, the
United States offered its residents a higher per capita earnings and
less leisure than France.® While much macroeconomic discussion
focuses on a nation’s per capita gross domestic product (GDP), we

have long understood the limitations of this measuring rod.

In truth, “GDP measures everything,” as Senator Robert Kennedy
famously said, “except that which makes life worthwhile.” The
number does not measure health, education, equality of opportu-
nity, the state of the environment or many other indicators of the

quality of life.*°

When I was a student at the University of Chicago, a promi-
nent professor started every lecture by saying to us, “If your head
is in the oven and your feet are in the refrigerator then on average
you feel good.” The point of this painful joke is that the fictitious
average person’s well-being may not actually reflect anyone in our
diverse society. If over one-third of workers engage in WFH and
if a growing number of workers who are not eligible to engage in
WFH move to cheaper, better-tailored for them places where they
can find service-sector work, then the “average American” worker
enjoys improvements in her well-being. By commuting less and
by commuting when workers want to go to the office, this effec-
tively increases a worker’s amount of time. How each worker al-
locates this time boost will vary across workers and for the same
worker will vary on a daily basis. The greater control over one’s
daily schedule will help eligible workers to feel that they have
more control over their daily quality of life. Standard macroeco-

nomic accounts of national well-being miss out on these nuances.
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How much a person gains from engaging in WFH hinges on
one’s “conception of the good life.” A young, ambitious worka-
holic will value this work option less because she wants to be at
the heart of the action so that she can network and be in the loop
and burnish her reputation as a “go-getter.” In contrast, there are
other workers who like their job but wish that they could live in an-
other geographic location because of lifestyle preferences or fam-
ily responsibilities. This set of workers greatly gains from the new
freedoms offered by WFH.

In recent years, economists have shown great ingenuity in es-
timating our willingness to pay for products ranging from high-
quality cell phones to Diet Coke and the Impossible Burger. The
Impossible Burger offers the taste of a traditional burger but it has
no meat. Diet Coke tastes like Coke but without the sugar. Some
people greatly value this unbundling such that one can enjoy the
flavor of Coke without the sugar. While our enhanced menu of
possible foods we can buy is an important indicator of progress, I
claim that our ability to reallocate our time to pursue our passions
and responsibilities is a much more important innovation.

In the US economy, there are roughly 150 million workers and
roughly 50 million of them will have some access to engaging in
WFH. This means that a huge number of Americans will have in-
creased flexibility over their weekday work schedules. To appreci-
ate how much this increases our menu of possibilities, consider a
simple example. There are 3,000 counties in the United States. In
the past, most workers lived and worked in the same county to re-
duce their commute times. Every worker chose which of the 3,000
to live and work in. Given commuting speeds, these two choices
were bundled together. In our emerging WFH economy, itis only a

slight exaggeration that one can live in one county and work in an-

Conclusion [193]

printed on 2/9/2023 4:21 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

other county. This means that each WFH-eligible worker has nine
million choices and this understates the size of the menu because
within counties there are many different neighborhoods to choose
from. This example highlights the huge increase in personal free-
dom brought about by unbundling where we live and how often
we go to work from where our firm is located.

Each of us accumulates regrets during our life. We make
choices and then wonder what our life would have been like had
we chosen another path. WFH allows for more experimentation
concerning one’s work field and the geographic place where one
lives. WFH offers great flexibility for switching one’s schedule as
new “good news” (a family reunion!) or “bad news” (a sick family
member) arises. I claim that WFH workers will gain from having
fewer life regrets because they are better able to allocate their time
so that they can be where they want to be and avoid being where
they do not want to be. The synergy between how we allocate our
time and where we spend our time has been a major theme in this
book. WFH offers tremendous gains for those who have niche
preferences for how they spend their leisure time (artists, environ-
mentalists) and those with responsibilities for family and relatives.
These individuals greatly value the flexibility offered by WFH as
they are not tied down to living within daily commuting range of
their employer’s headquarters.

In the near term, economists will have a new opportunity to
quantify the extent to which different workers value their new
flexibility. Labor economists study total pay compensation pack-
ages. Before 2020, skilled workers received a salary and benefits
such as vacation days, health insurance, and on-the-job amenities
such as free food. Going forward, the right to engage in WFH will

be another job attribute. If labor economists can access data for
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the same worker over time and observe her salary and her right
to engage in WFH, then this information can be used to measure
her willingness to pay for this right. For example, suppose that
Matthew earned $205,000 a year working at Apple at age thirty-
seven in the year 2021 and at age forty he is earning $235,000 and
he has the right to engage in WFH. Suppose that Matthew’s rival
Sarah was also making $205,000 a year at Apple in 2021 and she
works at the headquarters full-time in 2024 and makes $350,000
a year. Suppose the economist sees that Matthew continues to
work at Apple. The economist would infer that if Matthew had not
elected to engage in WFH, he would earn the same compensation
as Sarah and be earning $350,000. Given this assumption, the
economist infers that Matthew must value his WFH option by at
least 350,000 -235,000 = $115,000 per year. Why? Matthew chose
to sacrifice earning an extra $115,000 per year for the right to en-
gage in WFH. A good researcher would not stop there. Once the
researcher has estimated each WFH worker’s willingness to pay
for this right, the economist seeks to explore “why.” How much do
factors such as caring for aging parents, spending more time with
young children, pursuing hobbies, living somewhere more inter-
esting, each play in determining one’s personal benefits from en-
gaging in WFH? An ambitious researcher would also explore how
the WFH worker’s mental and physical health is affected. Is the
WFH worker less stressed and in better physical health when they
have the WFH option?

Social scientists continue to seek out different consistent mea-
surements of our well-being. We do not have the equivalent of a
thermometer. Social scientists have not devised a similar way to
measure changes in our quality of life. Biometrics can be used to

measure our quality of sleep and our daily stress levels. Breaking
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out of the grind of daily commuting will save us time and reduce
our life stress. A less-stressed American workforce will emerge.™
National income statistics such as Gross National Product will not
capture such real improvements in our standard of living.

Superstar workers already have the privilege of taking breaks
to reduce their stress levels. In recent years, NBA all-star Kawhi
Leonard has been allowed to engage in “load management” such
that he does not play all eighty-two games. He has a working con-
tract that differs from the average American.

Other indicators of national progress with respect to equity
and inclusion will be if the male/female earnings gap vanishes.*?
Another indicator will be whether we observe increased demo-
graphic diversity of the tech sector fueled by remote work.

Throughout this book, I have presented examples of how non-
WFH workers can gain from the rise of WFH. Such service work-
ers will be able to find different work opportunities in more afford-
able areas in places where they want to live. If such areas provide
high-quality education, then their children will be more likely
to participate in the future WFH economy when they are adults.
There have been times in American history when the middle class
have enjoyed sufficient income growth that income inequality de-
clined. Economic historians point to the great compression era of
1945-65, when the US high school graduation rate soared and the
middle class gained.'* Whether my optimistic claims turn out to
be correct will determine whether the rise of WFH reduces or in-

creases inequality in our post-COVID economy.
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as majority white, 80; major tech
firms’ ongoing investment in, 137;
ongoing attractiveness for con-
sumers and tourists, 137; reloca-
tions of major companies, news
stories on, 131; and rising rents, lo-
cal anger about, 121; as unappeal-
ing to African American workers,
80; and WFH, lower rents and in-
creased number of young workers
as likely effect of, 14

cities, superstar, effect of WFH on:

decreased demand for city space,
and return to affordability, 4,
54-55, 56,141, 185,186; increased
competition to attract and retain
talent, 119; increase in firms’ abil-
ity to threaten departure, 124; loss
of skilled workers, potential mac-
roeconomic productivity losses
from, 127-31; as potentially posi-
tive, 129; reduced incentive for
civic engagement in host cities, 127

cities, superstar, large companies

driving booms in, 119-20; city of-
ficials’ efforts to tax, 122-24; de-
fensive move into political arena,
123; relationship with city, vs. past
norms, 12§-27

city, location in: as benefit for startup

firms, 11-12, 98-100; effect of in-
formation technology on demand
for, 58; young people’s preference
for, 6-7,25-26

city center neighborhoods: African

Americans’ disproportionate resi-
dence in, §7; health risks in, §7
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civic engagement: benefits of, 41-42;

firms’ reduced incentive for, with
WFH, 127; as gain from WFH, s,
41-44

Cleveland: disadvantages of minor-
ity children raised in, 172; large
African American population in,
10, 80; low housing prices in, 170;
as postindustrial city, 13,169-70;
potential economic growth from
WFH residents, 80, 169. See also
cities, postindustrial

climate, pleasing: creation of envi-
ronmentalist communities in, 60;
and high housing prices, §8-59;
rising demand to live in, 58,160~
61. See also beautiful places; envi-
ronmentalist communities

climate change: areas likely to suffer
damage from, 62; and assessment
of place-based risk, 161-62,191;
and climate-resilient locations,
demand for housing in, 161-62,
191; and climate-resilient places,
natural vs. man-made forms of,
162; design of housing to accom-
modate, 154; environmental re-
strictions on new construction
and, 155; and flight from at-risk
places, 162; and increased regu-
latory costs of construction, 155;
migration due to, 62; migration
due to, political effects of, 62-63;

and WFH workers’ freedom to mi-

grate, 63,191
Coastal Risk Consulting, 161
collaborations, scientific and aca-
demic, increase in, with low-cost
air travel, 97
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college graduates, number of, as in-
dication of cities’ attractiveness,
138

colleges and universities: diver-
sity goals of, African Americans’
location preference and, 82-83;
and WFH, effects on surrounding
community as concern, 94-95

Colorado, California residents and
businesses moving to, 136

Columbia Center (building), 120

Common, 168

commuting: disutility of, as matter
of individual preference, 37; as
necessitated by inadequate hous-
ing supply near workplaces, 30, 31;
reverse, 29; and trade-off between
time and housing costs, 36

commuting, reducing through WFH:
decreased traffic volume and, 33-
35; equivalence to faster transpor-
tation technology, 54-55; money
saved by workers, 36; and public
transportation revenues, 35; time
saved by workers, 35-36; uses of
time saved by, 36-37

commuting by car: as more likely for
residents of suburbs, 31; as per-
centage of all commuters, 31

commuting by public transporta-
tion: improvements in, as means
of reducing car traffic, 31; as more
likely for residents of cities, 31; as
more time-consuming and un-
comfortable than by car, 30; re-
duced revenue from WFH, impact
of, 35

commuting time, 29-35; accidents
and weather and, 34; as constraint

Index
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on work and home location, 7-8,
16, 54,193-94; length of, and level
of interest in WFH, 38; limits on,
and cost of housing, 9; for middle
class in productive cities, as very
high, 29-30, 36; as problem be-
fore pandemic, 2, 4; suburb-to-
city commute as longest, 29, 36;
supercommuters, 30; women’s
strong preference for shorter com-
mute, 69

commuting time, reducing: and in-
crease in discretionary trips, 34;
quality of life improvements from,
4,5, 33,195-96; road pricing as
method for, 31, 32-33, 99, 122, 164;
through improved public trans-
portation, 32. See also commuting,
reducing through WFH

companies. See firms

compensation, factors affecting, 105.
See also pay

contingencies, increased ability to
address, with WFH flexibility, 6, 7,
17,34, 50,184,187,190-91,194

coordination problem: beautiful
places and, 60; high human capi-
tal cities and, 99; in rural areas,
developers’ role in solving, 177

corporate campuses, recently-built,
89, 91-93; emphasis on health and
quality of life, 93; as little used af-
ter pandemic, 1; as place-based
bet, 11

Costa, Dora, 42, 58-59

costs and risks of WFH: career devel-
opment costs, 12, 38, 63-64, 108;
competition from immigrants as,
189; feeling “out of the loop” as,

Index

18, 63, 64, 65-66, 109, 111; foreign
competition as, 3,12, 18, 47, 53,
113-15, 184, 189; lack of connec-
tion with boss as, 63-64, 65, 105,
107-8; loss of face-to-face interac-
tion as, §3, 63-64, 109; minimi-
zation through preparation, 3, 53,
184-85; reduced mentoring op-
portunities as, 2§, 107; and work
assignments, less-desirable, 63,
64-65

costs and risks of WFH, strategies to
reduce: experimentation to find
winning formulas, 12-13, 40, 64,
108-9,111-12, 129-30; interview-
ing of departing employees and
candidates declining job offers,
109; redesign of mentoring rela-
tionship, 107, 112; rules limiting
competition for boss’s favor, 64,
65; strategies to replace face-to-
face interactions, 90, 109-10, 112,
129; work assignment using artifi-
cial intelligence, 65-66

costs to firms of WFH: damage to
corporate culture as, 12,26, 107,
108; difficulties in evaluating
workers’ output as, 108, 180-81;
reduced loyalty as, 25,105, 106,
107

COVID-19 pandemic: and emptying
of expensive commercial offices,
1-2; home schooling in, 148; im-
pact on aged, 51; and new aware-
ness of disease risk in dense ar-
eas, 151; new technology allowing
business to continue despite, 90;
and rising real estate prices in sub-
urban fringes, 120; and social
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COVID-19 pandemic (continued)
experiment in WFH, 2, 89-90,
184; and suddenness of change to
WFH, 39, 40; and Western wild-
fires, 62

crime, as incentive for leaving cit-
ies, 85, 86

CTRIP travel agency, WFH at, and
efficiency, 38-39

Cutler, Kim-Mai, 102

Dallas: Amazon regional office in,
97; and supercommuters, 30
decentralization. See firms, decen-
tralization (fragmentation) of

Denver, Amazon regional office in, 97

Dermisi, Sofia, 133

Detroit: Amazon regional office in,
97; deindustrialization in, 46; fail-
ure to recover from deindustrial-
ization, 14; isolation of urban poor
in, 86; large African American
population in, 10, 80; low housing

prices in, 86, 170; as postindustrial

city, 13, 169-70; potential benefits
from new WFH residents, 169,
171-72; riots of 1967, funding of
programs in response to, 125-26.
See also cities, postindustrial

disasters, silver lining of redevelop-
ment opportunities in, 131-33. See
also shocks, major

diversity: companies’ interest in, 81~
82; universities’ interest in, 82-83

diversity, WFH’s accommodation of,
4,19, 98; and choice of location
by WFH workers, 63, 184; market
economies and, 149
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double bottom-line mentality: of
major firms, 124; of nonprofits,

94-95

Eastman, George, philanthropy of,
126-27

economic downturns, local, flexibil-
ity of WFH and, 46-49

economic growth centers: factors af-
fecting location of; 5, 15; increased
number of, with spreading out of
workforce, §, 15; and locals’ block-
ing of growth with land use regu-
lations, 5, 15, 61,122, 141, 14445,
163-64; rise in home prices in,
15; strategies for attracting WFH
workers, 14-15. See also beautiful
places

economic inequality, decrease in,
1945-65,196

education level: and desire for green
lifestyle, 59; of neighbors, positive
externalities of, 174; of residents,
as indication of cities’ attractive-
ness, 138; of WFH workers, 23-24

entertainment industry, clustering in
Hollywood region, 91

environmental costs of sprawl, 150-
56; carbon footprint increase with
decreased population density,
150-51; reduction of, with elec-
tric cars, 152, 1§3; reduction of]
with new solar-powered carbon-
neutral homes, 152-54; use of in-
centives to limit, 164-65

environmentalist communities: at-
traction of green businesses, 60;
attraction of more like-minded

Index
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people to, 60; creation in beauti-
ful places, with WFH flexibility,
60; as demonstration projects, 61;
green government policies in, 60-
61; tendency to lock down growth,
61-62. See also beautiful places,
development in

environmentalists, blocking of new
construction in boom cities, 122

equity and inclusion effects from
WFH: measurement of, 196; as
open question, 131

Europe, effect of WFH in, 187

experience good, working from
home as, 2,38-39

exurban fringe, high cost of housing
pushing city residents into, 155-56

Facebook: affordable housing pro-
gram, 124; corporate campus,
recently-built, 1, 92; and inter-
action of people with opposing
views, 150

face-to-face interactions: build-
ing into WFH environment,
108-9, 112, 129-30; and build-
ing of friendship and altruism
within organization, 108; and ca-
reer growth, 25; decline of, with
cell phone use, 42; and effect of
WFH in Europe, 187; firms’ sepa-
ration of activities requiring and
not requiring, 95-96; importance
for career advancement, 12, 74;
importance for new worker train-
ing, 25,107, 129; importance for
young workers, 25, 107; loss of,
with WFH, §3, 63-64, 109; as nec-

Index

essary in service industries, 85;
with neighbors, and increased
civic engagement, 41-44; ongo-
ing importance in business, 13; as
potentially important to a firm’s
success, 12; shutdown during pan-
demic, as social experiment in
WFH, 2, 89-90, 184; with skilled
people, and increased produc-
tivity of educated workers, 128;
startup firms’ need for, 99-100;
for WFH workers, maximizing
quality of, 58

face-to-face interactions, replacing

with remote versions: develop-
ment of methods for, 109-10, 112;
effectiveness of, as key factor in
success of WFH, 129; effective-
ness of, as open question, 90

fair society, and employees’ ability to

choose WFH, 39

family: and African American ties

to postindustrial cities, 10; caring
for, flexibility of WFH and, 8-9,
17,190-91; distant, flexibility to
maintain ties with, through WFH,
6, 49-50; increased time with,
through WFH, 5, 41-42,100; in-
creased time with, value to work-
ers, 106; large, as incentive to find
cheaper housing, 29, 57, 68;1o-
cating near, WFH and, 16, 49-51.
See also marriage; women, and
motherhood

farmland conversion to housing,

156-60; economic benefits of],
157-58; environmentalists’ con-
cerns about, 156
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farmland in Silicon Valley region:
amount of, 157; crop types and
value, 157-58; decline in acreage
and farm size, 157; high water us-
age, 159-60

farmland in Silicon Valley region,
conversion to housing: economic
benefits of, 157-58; effect on food
prices, 159; strategy to protect bio-
diversity in, 158-59; and water
conservation, 159-60

Filmhub, as decentralized startup,
102

finance industry: clustering in New
York City, 91; in Manhattan, large
amount of commercial real estate
used by, 91

firms: increased interest in diverse
workforce, 81-82; large, Biden’s
proposed heavy regulation of, 127

firms, decentralization (fragmenta-
tion) of, 95-98; and ability to hire
from nationwide talent base, 180;
advances in information technol-
ogy and, 96; Amazon and, 97-98;
and competition with centralized
firms, 102-3; effect on geographi-
cal clustering of firms, 101; flex-
ibility of, 103; and monitoring of
firm’s performance, 110-11; recent
decentralized startup firms, 101-2;
and reduction or elimination of
permanent office space, 100-104;
and separation of activities requir-
ing city center interactions from
those performable anywhere,
95-96; transportation infrastruc-
ture improvements and, 96-97;
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venture capital suppliers and, 103;
Wall Street firms and, 133

firms, major: double bottom-line

mentality of, 124; incentives for
increasing job satisfaction among
workers, 93; worker preferences
for WFH, 93

firms offering WFH: attractiveness

of beautiful places as locations for,
180; competitive edge in attract-
ing workers, 104, 106-7, 112-13; in-
crease in, news stories on, 131; and
loyalty of happy workers, 180; and
WFH as nontaxed benefit, 104

firms’ relationship with host cities:

norms of twentieth century in,
125-27; recent tensions in, 12224

firms with WFH workers: building

of face-to-face interactions into
system, 108-9, 112, 129-30; com-
pany culture and profitability and,
8; costs of failing to adapt, 11-12;
experimentation to find winning
WFH formula, 12-13, 40, 64, 108-
9, 111-12, 129-30; flexibility in lo-
cation, 8; higher costs of commu-
nication and coordination in, 39;
and location, tradeoffs in, 11-13;
and reduction or elimination of
permanent office space, 100-104;
short-term rentals of office space
as needed, 100, 103-4; and wages
competitive with foreign workers,
12, 113. See also costs and risks of
WFH, strategies to reduce; gains
for firms from WFH; productivity
in WFH

First Base, 100

Index
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First Street Foundation, 161

flexibility: of decentralization firms,
103; and gains in well-being, 192

flexibility, increased with WFH, 4,
6; and ability to address contin-
gencies, 6, 7,17, 34, 50, 184, 187,
190-91, 194; and ability to avoid
consequences of local economic
downturns, 46-49; and ability to
choose housing location, 59, 85,
181, 184-85; and ability to pur-
sue one’s own vision of the good
life, 17, 57,183,193, 194; measur-
ing workers’ valuation of, 194-95;
and women’s ability to balance
motherhood and career, §2. See
also housing location chosen by
WFH workers; spreading out of
workforce

Florida: attractiveness as low-tax
area, 14; competition for WFH
workers, 119; as desirable WFH
location, 27; individuals and busi-
nesses moving to, 142-43; rising
demand for residence in, 160

football players, European, prefer-
ence for homes in low-tax coun-
tries, 142

Ford, Harrison, 183

Ford Motor Company, funding of
programs in response to 1967 De-
troit riots, 12526

foreign competition with WFH
workers, 3,12, 18, 47, §3, 113-15,
184, 189; and downward pres-
sure on wages, 12, 113-14, 189; and
future technology able to mimic
face-to-face interactions, 113; in-

Index

vestment in new skills to counter,
113, 114-15, 189; populist response
to, 115; and WFH option as com-
pensation for lower pay, 12, 17,
113-14, 189

France, data on women’s commuting
preferencesin, 69

freelancer work: online platforms
to match jobs with, 44-46; op-
portunities for, in WFH environ-
ment, 44

Friedman, Thomas, 113

friends: effect of pollution on plea-
sure of time spent with, 41, 43;
greater engagement with, as gain
from WFH, 41-44

fuel efficiency, and rebound effect,

55

gains for firms from WFH, 100-104;
increased leverage over cities
as, 124; savings on office costs,
100-104

gains to workers from WFH, 191-96;
measurement of well-being and,
191-92,194-96; medium-term
games, 7-11; for middle-aged
workers, 26-27; for older work-
ers, 27-28; reduced commuting
time as, §, 33-34; short-run gains,
5-7; social engagement in one’s
neighborhood as, 41-44; variation
with individual, 2-3, 6-7, 9, 17, 57,
173, 193, 194; for younger work-
ers, 2526, 193. See also personal
freedom; quality of life improve-
ments in WFH; well-being gains
from WFH
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gasoline tax increases, strong oppo-
sition from people reliant on cars,
151-52

Gaspar, Jess, 58

General Motors, funding of pro-
grams in response to 1967 riots in
Detroit, 12526

geographic portfolios, seasonal:
Harrison Ford and, 183; for WFH
workers, 160-61, 183

gig economy: health insurance and,
189-90; WFH as form of] 189-90

Glaeser, Edward, 58

Goldilocks effect, 165,166

Goldin, Claudia, 73

Goldman Sachs, potential move of
asset management arm to Flor-
ida, 143

golfers, professional, residence in
low-tax Florida, 142-43

Google: corporate campus, recently-
built, 1; and rising rents in San
Francisco, local anger about, 121;
WFH policies of, 93-94

Gordon, Robert, 17-18

Graeber, David, 66

green energy grids, dependence on
cheap, effective batteries, 152-53

greenhouse gas emission, lower-
ing of: as goal of Biden adminis-
tration, 151; through gas tax in-
creases, opposition to, 151-52

green lifestyle: education level as in-
dicator of interest in, §9; rising in-
terest in, 59. See also environmen-
talist communities

gross domestic product (GDP), vs.
well-being, 192,196
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growth, regulation by pricing of re-
sources, 61,164

Harrison, George, “Taxman” song
by, 142

Harvard and Beyond (H&B) sur-
vey, 73

health insurance, and WFH gig
economy jobs, 189-90

Heckman, James, 172-73

high tech industry, clustering in Sili-
con Valley region, 91

home schooling, WFH parents and,
148-49

hometowns: college graduates’ dis-
tance from, §0-51; possibility of
return to, with WFH, 49-51

household chores: more-equitable
sharing of, in WFH, 5, 37; and mul-
titasking during WFH, 37

housing construction: blocking of,
by property owners in nice areas,
5,15, 61,122,141, 14445, 163-64;
building for adaptability to cli-
mate change, 154; in California,
difficulty of, 135, 168; environ-
mental restrictions on, 15§; near
water, desirability of, §9; and non-
WFH workers’ benefits from WFH
workers’ migration, 84; shaping of
new economic geography by, 181;
urban, complications of, 9. See also
climate, pleasing

housing in new (charter) cities:
building for adaptability to cli-
mate change, 154; economies
of scale in, 154; environmen-
tal restrictions on new construc-
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tion and, 155; new solar-powered
carbon-neutral homes in, 152-54
housing in superstar cities: conver-
sion of commercial property into,
obstacles to, 138-40; high cost of,
9, 13,29, 31-32, 56,104, 121-22, 135,
155-56, 186; increased cost with
decreased commuting time, 31-32;
need for increased amount of] 138
housing location chosen by WFH
workers: access to leisure activi-
ties and, 160; demand for climate-
resilient places, 161-62; depen-
dence on individual choice, 9, 14,
59,143,149, 181, 186; environ-
mentalists’ congregation in beau-
tiful places, §9-60; firms dedi-
cated to finding, 168; flexibility in
choice of, 59, 85, 181, 184-85; good
hospitals and, 160; places compet-
ing for selection as, 166, 168-69;
potential economic growth in, 15~
16; preference for warm-weather
locations, 160-61; strategies for
attracting WFH workers, 14-15;
unlinking of work and home loca-
tion and, 7-8, 16-17, 54-55, 76,162,
184-85,193-94; and “voting with
your feet,” 62, 85,138, 149, 162. See
also spreading out of workforce

housing prices: in California, as well

above national average, 135; cli-
mate as factor in, §8-59; decline
with distance from city, spreading
out of workforce and, §3-54, 84;
racial wealth gap and, §6-57; in
Sun Belt, affordability of, 160

housing prices in cities: groups ben-

Index

efiting from reduction of, §6-57;
high cost of| 29, 32,104, 121-22;
lowering of, through new con-
struction, 121-22, 138; lowering
of, with departure of WFH work-
ers, 4, 54-55, 56, 141,185, 186; and
pushing of residents into exurban
fringe, 155-56

Houston: suburbs with cheaper
housing in, §7; and supercommut-
ers, 30

Humphreys, Brad, 179-80

Hurricane Sandy (2012), New York’s
recovery from, 133

immigrants: benefit from reduction
of city housing prices, §6-57; com-
petition with WFH workers, 189

income inequality, rising real estate
prices in superstar cities and, 130-31

income per capita, vs. well-being, 192

India: competition for US jobs, 113;
effect of WFH in, 188

industries, key, geographical clus-
tering of, 91; decline of, in WFH
environment, 91; as draw for new
firms, 91

inequality: in ability to move to
beautiful places, 163; in broad-
band access, 179; in children’s
gains from parents’ WFH, 41;
economic, decrease from 1945 to
1965, 196; rising real estate prices
in superstar cities and, 130-31;
from spreading out of workforce
with WFH, 179-80, 181; in wealth,
and reduced housing choices,
56-57
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information technology: and CO-
VID-19 lockdowns, continuation
of business despite, 90; effect on
demand for city living, 58; en-
abling of WFH by, §3; and firms’
ability to fragment operations,
96; and foreign workers’ ability to
compete for US jobs, 113; and re-
duced need for physical office, 110

infrastructure: Biden administra-
tion investment in, 16; need for, in
growing beautiful places, 186-87;
inrural areas, needed improve-
ments in, 16; successful cities’
investment in, 3-4, 13; syner-
gies with private investments, 16;
transportation, WFH and, 96-97

internet, and interaction of people
with opposing views, 150

internet broadband access: inequal-
ity of, 179; need for expansion in
rural areas, 174-75

Ireland, effect of WFH in, 188-89

Italy, response to Chinese competi-
tion, 114

Jackson Hole, Wyoming, as beautiful
place, 163-67

Jacobs, Jane, 128, 130, 140-41

Japan, smaller carbon footprints in,
150

J. L. Hudson Company, and 1967
riots in Detroit, 126

jobs, matching of worker with, as
poor in many cases, 66-67

jobs, matching of worker with, using
artificial intelligence, 65-66; on-
line platforms for, and destruction
of good jobs, 189-90; online plat-
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forms for, effectiveness of, 44-46;
suburban residents’ benefit from,
67-68. See also Upwork

jobs tied to physical locations: and
constraints of work and home lo-
cation, 7-8,16,193-94; and in-
creased cost of maintaining ties
with distant family and friends,
6,49

Johns Hopkins University, effects of
WFH on surrounding community
as concern, 94-95

Jupiter, 161

Kain, John, 79

Katz, Lawrence F., 73

Khan Academy, 148,177

Kirwa Commission, 172

Kodak Company, and philanthropy
in Rochester, New York, 126-27

Krugman, Paul, 3,136

labor pooling, startup companies
and, 98-99

Las Vegas: increasing sophistication
of, 167; rising demand for resi-
dence in, 160

leisure activities: as better with
friends, 41; time spent on specific
types of, 36-37

Leonard, Kawhi, 196

livelihood insurance, Shiller’s pro-
posal for, 47-48

Los Angeles: and environmental is-
sues, increased costs of construc-
tion due to, 155; good quality of
life in, 143; percentage of com-
muters using cars, 31; real estate
boom in, 134
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loyalty: buying of, as reason for
higher pay, 105; monitoring of
workers and, 106; WFH workers
and, 25,105, 106, 107, 180
Lucas, Robert, 154

Manhattan: Amazon regional office
in, 81; large amount of commer-
cial real estate used by financial
firms, 91; past downturns weath-

ered by, 14. See also New York City

market economies, and accommo-

dation of diversity, 149. See also di-
versity, WFH’s accommodation of

market price incentives, in deter-

mining proper balance of develop-

ment and preservation, 164

marriage: effect of WFH on, 77-78;
and relationship-specific invest-
ment, 77; similar education levels
of spouses as typical in, 75; strain
on, with woman’s income greater
than man’s, 77-78; with two work-
ing spouses, reduced specializa-
tion in, 78. See also power couples

Marshall, Alfred, 128

Maryland, and cost of early educa-
tion programs, 172

Merrell, Allen, 125

Michigan Bell, and Detroit riots of
1967,126

Micka, Allie, 26

Microsoft: corporate campus, re-
cently built, 92-93; and Seattle’s
economic boom, 119

middle-aged people: and local eco-
nomic downturns, flexibility of
WFH and, 48; office-based work
as less important to, 26-27; reluc-

Index

tance to move in search of work,
48,49

Midwestern US, increasing popula-
tion of, 58

Minden, West Virginia, 179

minimum wage, high, and reduced
demand for workers in suburban
and exurban areas, 84

minorities: benefit from reduction
of city housing prices, §6-57; chil-
dren raised in postindustrial cit-
ies, and cycle of poverty, 172-73;
increased opportunities with
WFH, 10; limited opportunities
for, as problem before pandemic,
2; value of affordable city housing
to, 138. See also African Americans

monitoring of workers: with com-
puter monitoring systems, 105-6;
and potential employee resent-
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as benefit of WFH, 44-45
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fice in, 97; difficult commutes in,
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ment in urban infrastructure in,
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growth, expectations and, 137;
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more data on, 27-28
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workers, 186; measurement of, 17,
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San Francisco Bay Area (continued)
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from, 67-68
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68-71
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taxes on income (continued)
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opportunity zones in, 176
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70,72773, 74775
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alties for job interruption, by ad-
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dissatisfied, shirking of work by,
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perstar, special privileges given
to,196
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utation, 106; proper balance of
carrots and sticks, 105-6
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force engaged in, 1, 3,193; as gig
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pact in developing countries, 188;
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working from home (continued)
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