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Interfirm Networks and Urban Space Structure

Takuya OHATA Yuki OHIRA and Toshimori OTAZAWA

We revisit how a social interaction affects the spatial structure of a city. In urban economic literatures,
a face-to-face interaction between economic agents is regarded as a crucial factor of the existence, the
structures and the growth of cities, owing to the benefit of its external (non-market) effect such as knowledge
exchange, generation and spillover. Most of these researches, however, focus on the influence of physical
proximity and pay less attention to that of social proximity. As sociologists claim, social distance also
plays an important role in determining both quantity and quality of interaction activities. In this paper,
we incorporate social networks explicitly and examine how topological characteristics of a social network
affect the urban spatial structure. We formulate a spatial interaction model in which agents enjoy the
benefit from interacting with whom they are directly connected in the social network. We assume that
agents prefer to interact with other agents who have more interactions (strategic complements), and with
more various agents (preferences for variety). By analyzing the model, we obtain the Nash equilibrium
interaction level of agents when the geographic locations of agents are fixed. Furthermore, we introduce
evolutional dynamics of agents’ locational choices and examine the long-run outcome of interdependence
between social interactions and urban spatial structure.
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