Firm Location in a Polycentric City:

The Effects of Taxes and Agglomeration Economies on Location
Decisions

by

Janet E. Kohlhase* and Xiahong Ju**

Revised March 2, 2006
(forthcoming in Environment and Planning C)

Abstract

The paper explores the determinants of firm location in a polycentric city using data for
the Houston region. Firm location is modeled in a discrete choice framework using eight
employment centers and outlying areas as possible choices. Agglomerative and
dispersive forces are explicitly treated, as are taxes and other characteristics that vary
over space. The findings show that property taxes have large deterrent effects on firms’
locations for the four industrial groups analyzed here: oil and gas; manufacturing;
finance, insurance and real estate (FIRE); and services. When agglomeration economies
are present, they are weaker than the tax effects and are positive for only the FIRE and
services industrial groups.

* (contact person), Department of Economics, University of Houston, Houston, TX
77204-5019, email: jkohlhase@uh.edu.

** Houston-Galveston Area Council, 3555 Timmons Lane, Houston, TX 77227.

An earlier draft was presented at the international workshop “Regions in Action: the
Nexus of Innovation, Entrepreneurship and Public Policy,” May 24-25, 2004, Tinbergen
Institute and Free University, Amsterdam, The Netherlands. We would also like to thank
Joyce Cooper, Miles Finney and seminar participants at West Virginia University for
helpful comments and Jia-Huey Lin for excellent research assistance.



