propose the linear core-periphery model. In this work we claim that there is another particular
channel through which equilibrium prices exhibit a dependence on the spatial distribution of
firms and consumers which acts through preference heterogeneity which we introduce in the linear
core-periphery model

By considering a simple potential kind of heterogeneity in the consumption of different goods
among different consumers we are able to describe an additional source of dependence of equi-
librium prices on the demand properties shaped by the interregional distribution of workers. In
particular, this force can either strengthen, or weaken the process which leads to agglomeration.
In fact, it reinforces agglomeration when skilled workers have a weaker preference for the modern
good and variety in its consumption, with p > 1, which implies that prices charged by both local
and foreign firms are obliged to fall when the mass of local firms increases. However, when the
intensity of skilled workers’ preference for the modern good and its variety is stronger, that is
when p < 1, prices charged by firms, either local or foreign, may even increase when the mass of
local firms increases therefore acting as a dispersion force. These results arise in our work from the
fact that, together with the competition effect on prices generated by changes in the distribution
of workers and firms, we consider the additional effect on prices due to preference heterogeneity
which acts through the change in the relative weight of demand for the modern goods with respect
to the traditional good, that is the preference effect.

Moreover, the introduction of taste heterogeneity allows us to provide another explanation
of the potential outcome of asymmetric equilibria. Finally, we would like to stress that, by
introducing forces generated by simple workers’ preference differences on the consumption of
goods, this work simply adds another plug to the complex mosaic of forces considered by NEG

models as responsible of the shaping of economic activity distribution in space.
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