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Innovation and economic growth: The theory of new economic geography
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The agglomeration of firms in a region promotes the intensive innovation
actitvities in the region which becomes the engine of the economic growth. The agglomeration of firms
raises the real wa?e in a region which raises the working time of workers. The long working time
increases the supply of labor which intensifies the innovation activieities in the region. With the long
working time and the success of innovation, workers can get the higher nominal income. The high nominal
income enables consumers to buy a large amount of goods, which enlarges the market size of the region.
The firms agglomerate in the region, since the large market ?ives them high profits. In thise study, we
show the above mechanims behind relationchip between the agglomeration and innovation.
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