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Theory of mechanism formation of finance agglomeration
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Abstract: As the financial services industry is quite different from the other industries the traditional model
of industrial agglomeration is not applicable to finance agglomeration. This paper regards the financial services
industry as a special kind of industry and establishes a tworegion model which reflects the characteristics of
financial services industry. Through this analytical model this paper discusses the formation mechanism and
equilibrium of finance agglomeration. Our findings suggest that emergence of a core—periphery pattern of fi—
nance agglomeration depends on opportunity costs economies of scale the share of financial services industry
in the economy and the amount of financial information. And the agglomeration of the real sector industry will
enhance the agglomeration of finance. Finally this paper puts forward that a ratio which is related to the op—
portunity costs of the two regions could be regarded as a measure of whether the central area is an information
center.

Key words: financial centers; agglomeration; formation mechanism; equilibrium; two—-region model



