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Research on the Innovation Incubation Effects of City Size on Heterogeneous Firms
Zhao Yao Fang Jianyu

Abstract: Cities are important carriers of enterprise innovation. Based on the theory of agglomeration of heterogeneous firms, this
paper constructs a Tobit model to analyze the impact of city size on the innovation of manufacturing firms and test its mechanism,
using micro panel data of manufacturing enterprises. The results show that the ratio of new products significantly increases with
city size, but decreases with the size of nearby cities. The effects stem from competitive incubation and inclusive incubation, and
the different incubation mechanisms make heterogeneous influences on firms with different productivities. The effects of
competitive selection mainly promote inefficiency firms to innovate, while the efficient firms rely more on local intermediate
service. Each area should enhance the synergy between industrial policy and urban development, enhance the synergy between
external innovation environment and internal characteristics of firms, and pay attention to the synergy of inter—regional
urbanization. We should utilize the effects of competition and intermediate services in a city to cultivate the endogenous impetus
of innovation.

Key Words: City Size; Heterogeneous Firms; Competitive Incubation; Inclusive Incubation
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