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Abstract: Focusing on the interaction among heterogeneous preference of consumers, scale economy
in production of different industries and trade cost, this article shows that the fundamental micro mecha-
nisms driving industrial agglomeration, regional specialization and spatial division of labor lie in the con-
stant spatial Dixit-Stiglitz (DS) tradeoff over diversified consumption and scale economy in production
when resource scarcity changes. The logic of spatial DS tradeoff can be summarized as “Smith’s Theorem
of Spatial Division of Labor”: Cross-space division of labor in the production of differentiated products is
limited by the extent of the market. Spatial agglomeration of multi industries commands a process charac-
terized by discontinuous change (catastrophe) followed by continuous ones.
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