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Next generation cities with Mellon’s Jim Lydotes 
Interviewer: 
Overcrowding in popular cities has been a global issue for decades. Although the geographical size of popular cities 
may not be growing, their populations are as more and more people are trying to live in the same locations, which 
causes an array of environmental, economic and political issues. Mellon’s Jim Lydotes discusses the growing 
urbanisation in the world today, how popular cities are dealing with this and what this will mean for investing.  

Jim Lydotes: 
In 1800 1 out of every 50 people in the world so 2% of the world's population lived within cities.  You fast forward a 
100 years later 1 out of every 8 people in the world lived within cities so 200 million people in the world in 1900 lived 
within cities today that number stands at 3 and a half billion people. You fast forward that a little more than 80 years 
from now by 2100 that's expected to be about 80% of the population, 8 out of every 10 people in the world is going to 
live within an urban location within a city.  We aren't creating any more land within cities London itself is not growing 
but we are increasingly putting more and more people into the same geographical locations and that's creating a 
whole rash of issues and problems and we believe opportunities as we're continuing to urbanise more and more of the 
world's population.  That creates a lot of issues and a lot of those issues are environmental issues.  If you go back to 
1952 we had the London smog, the great London smog of 1952 there was a whole confluence of environmental 
issues that led to this one of the big things that led to this was increased use of coal to heat homes and some certain 
very specific weather conditions at that point in time that led to this London smog that resulted in the death of 4,000 
people and the sickening of a 100,000 people and that's actually a conservative estimates.  So it was a real real big 
environmental disaster which was caused by the concentration the really the re-urbanisation of a great many people 
without much consideration for the environmental impacts that those would have. 

After the great London smog certainly in the UK and in much of Europe the world starting really waking up to the 
environmental implications from urbanisation and we started to see more and more environmental regulations start as 
a starting point from this one event.  Over in the States where I'm from over half of the United States, in fact 29 states 
today in the US have specified target environmental renewable portfolio standards so what that means is I'll give you 
an example California which is probably the most aggressive, the most green in their mandate, they have a what's 
called 50 by 30 standard.  What that means is that by 2030 they're expecting and they're requiring to get at least 50% 
of all electrical transmission from renewable sources. You know when these mandates were all set over the last 
decade in a half they were viewed as really stretch goals but today they're looking as goals that we're going to easily 
achieve, California will get more than 50% of their electrical transmission from renewable sources by 2030 and in fact 
they're set to eclipse that by quite a bit and so we are able to put these environmental regulations in place to help fix 
some of the problems that urbanisation has been causing.  But right now you have these two conflicting factors that 
are at play right now.  On one hand you have urbanisation so as we talked about well just this increased propensity for 
people to move back into cities which is conflicting with the desire to be green.   

And the first place I want to talk about is water infrastructure.  So water is obviously the most precious resource in the 
world, it is also the one resource I would say that's not scalable or it's, there's no operational leverage in water so what 
I mean by that is if I'm going into a dark room and I'm turning on a lightbulb so that I can read in that dark room if I add 
two or three or four more people to that room there's leverage in there I only have to pay for that one lightbulb and 
those four/five additional people can leverage that, the light from that one lightbulb.  Water, each individual human 
being requires 2 litres of water to sustain life every day, that's for one human being.  A 100 human beings require 200 
litres so there's no scalability benefit. The more and more people we're pushing into cities the more and more water 
we're going to need to transmit into those cities.  And really the regulation that we put around that water infrastructure I 
think is going to be the determining factor for what determines whether or not we're able to adequately support the 
increased urbanisation of folks in cities.   
 

The US I say we're a first world country but we have third world infrastructure and I do believe that and I think that 
there's nowhere that that's more evident than in water. 
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If you've spent the night in a hotel in New York City and you wake up the next morning and you brush your teeth with 
the tap water, that tap water was transmitted to New York City in one of two very large water mains both of those 
water mains were built before World War II these are very old, old infrastructure. 

In the US today all water infrastructure is not held in company’s hands, they're held in the hands of municipalities.  I 
live in a town about 30 miles south of Boston it's a town of less than 20,000 people that town has its own water 
company with its own CFO, its own CEO, its own finance department, customer service department that's horribly 
inefficient to support a town of less than 20,000 people but that's the case all around the United States.  A lot of this 
infrastructure is put in the municipalities hands and the decision on allocating capital to improve this infrastructure is 
made by someone who's trying to decide do I put money into replacing a pipe that's buried under the ground or do I 
put money into replacing a school that people can see or a bridge that people can drive over or a road that people can 
see?  So that allocation decision is made in I believe in the wrong way and that's led to a mass amount of under 
investment in water infrastructure in the US.  

The water industry in the UK was privatised in the late 80s by Margaret Thatcher so now you have 17 natural water 
monopolies and you know if you listen to Jeremy Corbyn talk about it then this hasn't worked really well.  But if you 
take that rhetoric aside in fact UK water, the privatisation of UK water, the quality that we've been able to derive in the 
UK from the water system relative to the price that we're paying is actually some of the best in the developed world.  
So UK water as a privatisation effort is actually the textbook example of how a privatisation should work, capital has 
been deployed into the space the infrastructure has been increasingly updated and by virtue of being a private 
industry it's run a lot more efficiently than a public entity would run. 

When you think about a lot of the pollution that comes about from farming you put a lot of chemicals into the ground 
that creates a lot of water pollution that needs to be treated well the UK water regulator has said we don't want to 
spend all this money in water treatment facilities we want to go up stream and have them invest in greener options, 
winter wheat crops that will help divert and eat up some of this pollution so that you never need to treat this 
downstream.  And their by their estimations every dollar you spend in treating up stream some of these pollutants with 
these winter wheat crops can save up to $20 dollars downstream in water treatment.  So that's an example of a 
regulatory environment that we think is very forward thinking and as a result of the privatisation of the space they're 
able to incentivize companies to do the right thing that makes sense and it makes sense in an environmentally 
conscious way.  So this is an area where I think it's, we have a regulator who's very forward thinking. 

Another area of the market that we think is very interesting as it relates to next generation cities is the ageing 
demographic of the baby boomer population. So what's known as the greatest generation in the world went off and 
fought in World War II after World War II they came home, they got married, they had children and now those children 
are ageing and they're at the point where they're reaching retirement age so the ageing demographic of the baby 
boomer population is driving or is driving a tremendous amount of demand for alternative sources of aged 
infrastructure.   

In the 18 years leading into 2030 we're going to see about a 70% increase in the population over the age of 65.  More 
extreme further out on the tails for those over the age of 75 between now 2015 and 2030 we're going to see almost 
doubling in the population of folks over the age of 75. 

What this is doing is it's creating a tremendous amount of demand for alternative sources of aged infrastructure and 
one of the things that's happening right now at the same time is we're seeing an increased propensity of elderly 
people to move back into the city, to re-urbanize.  If you think about it historically the strategy had been people would 
live in the city or live close to the city because that's where they would work once they retired they would sell their 
condo or sell their house and then they would move, move south or move somewhere else.  And you know if you 
have, certainly if you have the means to remain in the city, if you as you age and retrofit your home to accommodate 
your needs as you age then you can afford to stay in the city.  But if you don't have those means you need to find 
alternative sources of infrastructure which to accommodate your demands. 

So in the last 10 years in New York City alone we've seen a 10% increase in the population of New York City as a 
whole.  We've seen a 20% increase in the population of those living in New York City over the age of 65.  So again 
folks are as they're getting older they're re-urbanizing, they're going back into the city you know I think the reasons 
make a lot of sense you have closer access to world class healthcare, you have closer access to your doctors, closer 
access to the arts, to your friends, to people. You know the, this next generation of ageing baby boomers they are 
more active than their parents and they want to remain more active and so that's what's driving a really big push into 
living back in the city.  And we're seeing some alternative sources of housing that are coming up to service that need.   

If you do a tour of the facility it doesn't look any different than a high end housing complex.  There are differences but 
the differences are very subtle so typically in a high end apartment complex the first floor or the ground floor would be 
rented out for retail locations because that's, they are high traffic areas, here they are leaving them open so that 
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residents can spend time on the first floor and intermingle, play cards and socialise. The apartments are all made with 
all the rooms in the compartments all the condominiums within the apartments are made with very sharply contrasting 
colours on the walls to not interfere with folk’s depth perception as they get older. 

We don't have enough of these types of locations and I believe firmly that a lot of this infrastructure growth in the cities 
is going to be built by REITs, by healthcare REITs specifically, we're starting to see it in the States and I think that's a 
trend that's going to continue and then finally another third point of infrastructure I think is pretty interesting for next 
generation cities is the move to 5G.  So if you think about it 3G was about pictures, 4G was about video, 5G is going 
to be about connectivity. 

The consumption of that data is leading to the demands in a push for 5G. I'm not paying anything more for my cell 
phone bill today than I was 10 years ago which for me as a consumer that's fantastic, for the telecom companies that's 
horrible because they've been investing more and more into this infrastructure and they, for the last 10 years, they 
haven't, and this is a global scenario, they haven't been able to recoup the investments that they've been making, they 
haven't been able to take price because people haven't been willing to pay for better quality. 

What's gonna change that is this move to 5G.  So if you think about it today if you're making a phone call on your 
phone and the call drops, you're walking home from work and you're talking to your husband or your wife and the 
phone call drops that's a nuisance but at the end of the day you can just call that person back it's not the end of the 
world.  The 5G network is going to be the back bone that drives drones, it's going to drive a lot of security features, it's 
going to drive autonomous vehicles and if you think about the repercussions of the 5G network going out when the 5G 
network is the back bone of autonomous vehicles.  There's a lot more criticality in the network that's going to be the 
case in 5G than it was in 4G and I think that's going to finally allow for the first time in a decade these telecom 
companies to be able to take price as people are going to be more willing to pay for higher quality networks and that's 
the first time again we're going to see that in a decade.  And I think that presents a very real positive opportunity for 
some of these legacy tele co assets.  You know right now if you talk on your cell phone that signal is beamed from 
your phone to the wireless tower and then back in 5G it's gonna be all about small cell deployment.  

The next generation of the cities is really the evolution of society's willingness to adapt to different forms of 
infrastructure to support more and more people moving into the same amount of space. 

Interviewer: 

 Is it the case that for a next generation city to thrive that the current needs to be deconstructed or adapted? 

Jim Lydotes: 
Yes, absolutely right like there's a lot of infrastructure that was put in place to accommodate much smaller populations 
in the same amount of space and now you have to either take out that infrastructure and put in new infrastructure or 
adjust that infrastructure. 

Interviewer: 

 Is there anywhere in the world that bears a resemblance to the next generation city that we've described? 

Jim Lydotes: 
Yeah, one place to be honest, and I'm not saying this because I'm in London, the one place is the UK.  The UK has 
done I think a fantastic job of retro fitting the water infrastructure and what I mean by that is you know two things are 
kind of are battling right now, two forces.  One is people's propensity to move back into cities and also society's 
propensity to want to be more socially conscious and more environmentally conscious.  The UK has done the best job 
in the world of coming up with more I guess advanced and environmentally aware ways of managing water treatment 
facilities. 

Interviewer: 

I wondered what role a next generation city plays in the preservation of water? 

Jim Lydotes: 
Water is the one resource I say in the world that we're not going to be able to technologically change our need to 
consume it, so there's no Moore's law if you will of water consumption. And so what we're starting to see more and 
more of is rather than treat water, treat polluted water we're starting to come up with new and innovative ways to 
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environmentally contain water problems up front by planting more sustainable crops to try to adjust that water so it 
never gets to the point where it needs to be treated. 

Interviewer: 
Is a Jetson's cartoon type future ahead of us or will our ability to predict what the future will look like always be 
hampered by current bias? 

Jim Lydotes: 
We don't know what we don't know about the future right now.  And so, you know, we can see what the slow 
evolutions are going to be but you know as far as the revolutionary change it's hard to predict right now. 

Interviewer: 
That was Mellon’s Jim Lydotes, part of BNY Mellon Investment Management on next generation cities. Thank you for 
listening.  

 

                                                                                        -END- 
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