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Abstract

Recent research has explored the interaction of urban agglomeration with dynamic processes such as
worker sorting and firm selection. To quantify the importance of these processes relative to potential
location-specific benefits that occur purely within establishments, we explore their contribution to the
variation in earnings growth across metropolitan areas. We use a decomposition methodology from the
industrial organization literature often used to quantify the sources of productivity growth within an
industry. The methodology allows us to quantify the importance of earnings growth that occurs purely
within establishments relative to growth that results from compositional changes in accounting for
variations in aggregate earnings growth across cities. We use a panel of administrative data of all
establishments within U.S. metropolitan areas. Preliminary evidence suggests that worker reallocation and
the selection out of low-growth establishments accounts for a sizeable portion of earnings growth within a
metropolitan area, but variations across areas are mostly due to differences within establishments and
relative growth differences of their entrants.
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