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Specialized Agglomeration, Spatial Costs and
Regional Industrialization
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Abstract This paper expands the scope of the concept of trade costs to include not only
product transportation costs, but also factor mobility costs. By introducing industrial forward
and backward linkages, we set our premise on the idea that the number of intermediate goods
creates cost and demand linkages between firms, resulting in a higher productivity of final-
goods production. We then develop a solvable core-periphery model and explore the economic
connotations under various conditions of the model. Our results show that providing techno-
logical supports for the backward regions is essential and harmonized industrial development
among regions should also be stressed in order to narrow regional disparities in China.
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