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Economic agglomeration and resource allocation efficiency:

diversification or specialization?

ZHANG Tianhua CHEN Bochao LEI Jiaqi
( School of Economics & Management South China Normal University Guangzhou 510006 China)

Abstract: This paper aims to identify the internal mechanisms of different economic agglomeration models that influence
economic efficiency from the framework of “resource mismatch and productivity ”. Drawing on the resource mismatch
framework of Hsieh and Klenow this paper estimates the impact of different types of economic agglomeration on the distortions
of two types of input factors ( capital distortion and labor distortion) on the basis of measuring the distortion of production
factors of enterprises and further quantifies the macroeconomic effects of changes in the efficiency of factor allocation. The
study finds that: (1) The impact of different economic agglomeration models on the efficiency of enterprise factor allocation is
completely opposite. The concentration of specialized agglomeration increased by 1% but the distortion of corporate capital
elements decreased by 0.0617% and the distortion of labor factors decreased by 0.0161% . The concentration of diversified
agglomeration increased by 1% the distortion of capital factor input increased by 1.107% and the distortion of labor factor
input increased by 0.305%. (2) Economic agglomeration affects the size of the enterprise by correcting or worsening the
distortion of the enterprise elements which in turn changes the economic efficiency of the total economy. Quantitative results
show that the average annual increase in macroeconomic efficiency of specialized agglomeration is 0.47%; diversified
agglomeration will reduce total productivity and the annual drag effect will reach 1.78% . (3) The resource allocation effect
of different agglomeration types has strong heterogeneity. The western regions and foreign enterprises have greater effects on
the total productivity increase from specialized agglomeration economies. The total productivity drag effect of Hong Kong
Macao and Taiwan enterprises from diversified agglomeration economy is even smaller. The research in this paper provides a
new perspective to deeply understand the micro-mechanisms of different agglomeration economies affecting economic
efficiency. It has important reference value for the choice of China’s urbanization strategy and the formulation of relevant
policies.

Key words: specialized agglomeration; diversified agglomeration; resource allocation; factor input distortion; macroeconomic

efficiency



