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Abstract; The paper builds an aggregate production function to illustrate
the influence of location-decision of profit-maximization-seeking firms on e-
quilibrium city - size with agglomeration economies. It demonstrates that
market-oriented city-size is smaller than that of social-optimal level, and the
effective play of public policy is beneficial to promoting economy growth.
This paper also makes empirical research on the relative effectiveness of dif-
ferer'lt policy instruments through special function form. The analysis shows
that subsidy on capital is the most effective policy instrument.
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