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Abstract:
In this paper we examine how regional disparities in innovation activities affect economic
geography, growth and regional inequality. To this end, we construct a tworegion general
equilibrium model in which firms operate under Cournot competition and innovate through in
house R&D. Regions are symmetric except for firms’ capacity to absorb knowledge (R&D
spillovers). Workers can move across locations at a cost. We show that spatial disparities in
knowledge spillovers can account for agglomeration. However, since migration costs act as a
dispersion force, the analysis can also account for economies where not all R&D activities and
not all workers are agglomerated in the most productive region; as well as accounting for
regional income inequality.
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