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Motivation
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• Interest of economists for clusters and 
agglomeration economies is not new

• MAR-type externalities:

- inputs, workers, knowledge
- matching, sharing, learning (Duranton, Puga, 

2003)

• Jacobs’ externalities: urbanization economies

An old story…
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…but a recent public interest
• Interest of public authorities for clusters is much 

more recent

• Public sustain to clusters can take various forms 
(« Kompetenznetze » in Germany, « Pôles de 
compétitivité » in France)

• Rationale for those policies: if agglomeration 
externalities exist, and if they are not well 
internalized by firms, public intervention in order 
to maximize social welfare
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Empirical questions

• Do agglomeration economies exist in 
France and how large are they?

• Given this measure, is the geography of 
economic activities optimal?



Main results
• Localization economies do exist in France…

• …but they are non linear

• Given the estimated bell-shaped gains to agglomeration, 
French firms seem to have quite well internalized
localization economies in their location decisions…

• …which casts doubt on the adequacy of clusters policies 
devoted to increase the size of existing clusters
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Empirical strategy



A production function 
approach…

Yit = AitKα
itLβit ,

- Yit, value added of firm i at time t
- Kit, capital  of firm i at time t
- Lit, employment of firm i at time t
- Ait, TFP of firm i at time t



…wich decomposes firms TFP

Ait= φAGGLδiszt DIVγiszt Uit

- AGGLiszt localization variable(s) for firm i, 
from industry s, in region z at time t

- DIViszt urbanization variable(s) for firm i, 
from industry s, in region z at time t



Estimation issues (1)

yit = δ aggliszt + γ diviszt + αkit + βlit + uit

with uit=ui+vit

- ui potentially correlated with all the 
regressors (firms, entrepreneurs and 
locations fixed characteristics),

- vit potentially correlated with all the 
regressors too (cyclical effects)



Estimation issues (2)

• To remove firms fixed effects: first 
differencing

• To control for simultaneity bias: 
instrumenting first differenced variables by 
lagged level in t-2

=> GMM approach



Data



The Annual Business 
Surveys

• Balance-sheet data (capital employees, 
value added, aggregate wages etc.)

• Firms bigger than 20 employees

• Period: 1996-2004



The variables
• Localization economie:

- lociszt=ln(employeesszt – employeesiszt+1)

• Urbanization economies:

- urbszt=ln(employeeszt – employeesszt+1)
- divszt=ln(1/Herfindahl of sectoral diversity)

• Porterian economies:

- compszt=ln(1/Herfindahl of sectoral concentration)



Results



Descriptive statistics



Controlling for unobserved 
heterogeneity



Controlling for simultaneity-
Second stage regressions



Marginal effects and 
explanatory power



Alternative specification



Multi-plant firms



Firms or employees 
externalities?



Externalities and distance



Is bigger always better? (1)



Is bigger always better? (2)



Is bigger always better? (3)



Are firms spatially rational?

• At EA/Naf3 level :
- Estimated peak: 1270 employees
- Observed peak: 650 employees
- Productivity gain from the oberved to the estimated peak: 2.1%
- Productivity gain from 0 to the estimated peak : 25%

• At Dep/Naf3 level :
- Estimated peak : 3920 employés
- Observed peak : 1180 employés
- Productivity gain from the oberved to the estimated peak : 6.2%
- Productivity gain from 0 to the estimated peak : 47%



Conclusive remarks
• At firm level, MAR-type externalities do exist but no evidence of 

urbanization economies

• Localization economies are non linear: there is a point from which 
congestion costs become bigger than MAR-type externalities

• French firms seem to have internalized quite well the gains from
location choice => Geography matters a lot but very few gains to 
expect from a more agglomerated one

• What should public policies do in that context? Rather than 
reinforcing the « attractivity » of territories, shifting the estimated 
peak on the right => infrastructure policies etc.  
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