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Abstract

In the framework of D-S monopolistic competition, through the introduction of
productive public expenditure in the center and edge area to the return to capital in
enterprise, we built a three-agent new economic geography model based on the paper
from Pasquale, Ingrid and Petraglia (2007) and analysed the impact on industrial
agglomeration from productive public input. We found the effect on industrial
agglomeration from productive public expenditure included two parts: Home Market
Magnification effect and crowding-out effect. Productive public expenditure in the
center region increased by private capital to expand the scale of enterprises and enlarge
the local market, then promote the agglomeration of industry center area; when the
concentration agglomerate more, "crowding-out effect” caused by congestion will be
greater than the local market "amplification effect”, private capital investment will
reduce along with the increase of productive public spending. When it got the
break-through condition, the increase of productive public expenditure from the edge
could break the long-term equilibrium. Using a panel data from 1997 to 2009 by fixed
effect panel data model and system GMM method, we found the eastern industrial
agglomeration effects are still in the expansion phase. Productive public expenditure
still plays a significant role in promoting the industrial agglomeration. Although the
productive public expenditure in the center and west region increase quickly, the growth
of productive public input is not enough to break the existing industrial distribution
structure since the input-share never changed. The gap of regional economic
development in China still exists. Therefore, expanding the productive public
expenditure further is necessary to promote the regional coordinated development and

the industrial agglomeration in the central and western regions.

Key Words: New Economic Geography; Productive Public Input; Industrial

Agglomeration
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