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The Productivity Premium of Big Cities for Service
Industry: Mechanism and Decomposition
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Abstract An NEG model of spatial selection is established to reveal the mechanisms of
productivity premium of service industry in big cities and to decompose their contributions.
The findings are: (1) The city with more endowment of knowledge capital is more likely to
gain the productivity premium; (2) The productivity premium of service enterprises in big
city is the result of the combination of knowledge spillover effect, selection effect and sorting
effect; (3) Small cities can attract low-productivity but huge-scale enterprises of service in-
dustry to obtain positive productivity premium caused by the tool of “policy rent plus agglom-
eration rent”.
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