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Economies of Scale, Role of Capital Stock, and

Regional Development
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Abstract

This paper provides a regional economic model with economies of scale.
Empirical analysis is conducted to verify implications derived from a theoretical
model. Unlike previous approachs, capital is incorporated as a production
factor along with labor and it is shown that capital plays a significant role in
determining reallocation of regional economy. Empirical analysis using regional
data shows that labor and capital as determinants of regional production affect
the level of local wage which is increasing in the ratio of capital to labor or
number of firms. In addition, it is proven that the number of firms in a region
is positively related to capital employed in that region and this leads to
population increase as a result of wage increase. This paper suggests that
capital be considered as a critically important factor to develop local economy.

Key Words: regional development, economies of scale, role of capital, regional
concentration
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