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Industrial Agglomeration and Total Factor Productivity of Enterprise:

Evidence from Chinese Manufacturing
WU Minggin TONG Bi+u

Abstract: The paper aims to make an investigation on the relationship between the industrial agglomera—

tion and firm — level TFP by using the China’s National Bureau of Statistics from year 1998 to 2007. We use

the OP semiparametric estimation method to estimate the firm —level TFP and conclude that the industrial ag—

glomeration has a significant positive effect on the firm — level TFP. At the same time We employ instrumental

variables to control the potential endogeneity issues and the result confirms the positive relationship between

industrial agglomeration and TFP  which is especially significant in non — SOE firms. In addition we decom—

pose the industrial agglomeration effect in robustness checks and find that the number of neighboring firms is

the main factor influencing the TFP  which embodies that industrial agglomeration improves firm — level TFP by

technology innovations and improving organization system deriving from knowledge spillover labor flow and

moderate industrial competition.
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