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Abstract  
 Enla rge me nt  o f  g l ob a l  ne tw o rk  enha nce s  co m pet i t i on  

amo ng  c i t i e s  a s  we l l  as  co rpo ra t i ons .  I t  i s  po ss i b l e  t ha t  a  

fu r i o us  com pe t i t i on  ma ke s  g l ob a l  s o c i e ty  unst ab le .  We  

must  i nv e st i ga te  the  me cha ni sm t hat  com pet i t i on  con f i rm s  

susta i na b i l i ty  o f  g l ob a l  c o mm uni ty.  T hi s  pa pe r  a rg ue s  t hat  

ne tw o rk  e f fe c t s  a re  a  ma j o r  fa c t o r  o f  c om pet i t i o n  a nd  tha t  

the  ana ly s i s  o n  po s i t i v e  a nd  nega t iv e  s ta ke ho l de rs  i s  

e f f e c t iv e  t o  m ake  c l ea r  t he  com pet i t i ve  m e chani sm  

cons i s te d  by  c i t i e s  a nd  co rpo rat i ons .  N et wo rk  e f f e c t s  a re  

ca use d  by  g l o ba l  ma rke t  a nd  b y  coo pe ra t i o n  i n  t he  l o ca l  

s o c i e t i es  t o  pro m ot e  i nno vat i o n .  T he  co unt e rv a i l i ng  po we r  

o f  s ta keho l de rs  com pe nsat e s  t he  prob l e ms  ca use d  by  

ex t re me  co m pet i t i on .  
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 1 . I n t ro duc t i o n  

  T he  g l oba l i za t i on  s i nce  198 0 s  ha s  pro mo te d  de re g ula t i o n  

o f  e co nomi e s  a nd  l o we re d  va r i o us  ba rr i e rs  in  t he  w o r l d  

ma rke t s .  I ndiv i dua l s  and  co rpo ra t i o ns  co u l d  be  a c ce ss ib l e  

to  t he  wo r l d  ma rke t s  wi t h  l e s s  i nt e rv e nt i o ns  o r  

pe rmi ss i o ns  o f  gov e rnm e nt s .  Many  co rpo ra t i ons  ha ve  

ac t iva t e d  the  pro duc t i on  a s  we l l  a s  the  sa le  in  o ve rsea s .  

The  t o ta l  a m ount  o f  f inanc i a l  a sset s  a nd  co nsum pt io n  o f  

the  wo r l d  ha s  g row n a t  a  l a rg e  s ca l e .  T he  wo r l d  ma rke t s  

are  suppo r te d  b y  the  g l oba l  ne tw o rk  o f  e co no m ie s  and  

so c i e t i es .  As  t he  pa rt i c i pant s  to  t he  g l o ba l  ne tw o rk  

incre a se ,  t he  t o ta l  ex pe ct e d  pro f i t  i n  t he  m a rke t  r i se s .  

How ev e r  the  fur i ous  co m pet i t i ons  in  t he  e n la rg e d  ma rke t s  

inv o lv e  not  o n ly  mul t i na t i o na l  co rpo rat i o ns  b ut  t he  c i t i e s  

in  t he  g l oba l  net wo rk .  In  o rde r  t o  im pro ve  com pe t i t i v ene ss  

mul t i na t i o na l  c o rpo rat i o ns  m ust  de c i de  pro duc t i on  s i t es  

amo ng  ma ny  a l t e rnat i ve s  a l l  ov e r  t he  w o r l d .  T he  c i t i e s  

must  be  se l e c te d  by  m any  m ul t i nat i o na l  c o rpo ra t i o ns  t o  

ach i ev e  t he i r  r eg i ona l  sus ta i nab i l i ty.  T he  reg i ona l  

c om pet i t i on  i s  m ain l y  ba se d  not  on  the  count r i e s  b ut  o n  

the  c i t i e s  in  t he  g l ob a l  n et wo rk 1

                                                   
1  Ma ny  o t he rs  such  a s  G ey h (200 9 ) ,Ko schtzky  e t  
a l . (200 1 ) ,K o mni no s (2008 )  d i s cuss  int e ns iv e ly  t he  reg i ona l  
func t i on  i n  the  g l oba l i z e d  so c i e ty.  

.  The  c i t i e s  a im  t o  ob ta i n  

adva nta ge o us  po s i t i o n  in  com pe t i t i o n  o f  o t he rs .  In  t h i s  

pa pe r  we  a rg ue  tha t  t he  net wo rk  e f fe c t  i n  t he  c i t i e s  i s  a  
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s ource  o f  i nno va t i o n  a nd  co m pe t i t i v ene ss .  As  t he  po pu la r  

c i te s  in  t he  g l ob a l  so c i e ty  co u l d  se l e c t  t he  co rpo rat i o ns  

su i t ab le  fo r  r eg i ona l  sus ta i nab i l i ty  a m ong  m any  o t he rs ,  

the  com pet i t i ve  co rpo rat i o ns  o ug ht  t o  l o ca t e  the  o f f i ce  i n  

the  a ppre c ia t e  p l ace  wi t h  a  h i gh  co st  r eq ui re d  b y  t he  l o ca l  

c om muni ty.  I n  the  g l o ba l  net w o rk  the  co m pe t i t i o n  i s  

ex pre sse d  a s  the  pr ima ry  pr i nc i p l e ,  b ut  t he  co o pe rat ive  

gov e rna nce  i s  t he  i m po r ta nt  fa c t o r  f o r  sus ta i nab l e  c i t i e s .  

Whe n e ve n  pro f i tab l e  c o rpo ra t i ons  a re  suspe c te d  not  

eno ug h  t o  co n t r i but e  to  the  l o ca l  c om muni ty  su f f i c i en t ly,  

they  mi ght  be  req ui re d  to  t ake  a n  addi t i ona l  r e spo ns ib i l i ty  

as  a  me mb e r  o f  t he  co mm uni ty 2

  S us ta i na b le  c i t i e s  m ust  cons t ruc t  c o o pe ra t i o n  wi t h  

s t a ke ho l de rs  i n c ludi ng  co rpo ra t i ons  a nd  inhab i ta nt s .  The  

ne tw o rk  e f fe c t  in c rea se s  t he  reg i ona l  b e ne f i t  o f  

c oo pe ra t i o n  and  ma ke s  c i t i e s  m o re  sus ta i nab l e .  Tana ka  

(20 04 )  co nst ruc t s  a  f ra me wo rk  to  e va luat e  co rpo ra t e  so c ia l  

r e spo n s ib i l i ty  b y  c la ss i f y ing  s t akeho l de rs  in to  po s i t i v e  

and  nega t iv e  s t a keho l de rs .  Tana ka  (2009 )  f o rm ul ate s  t he  

g l ob a l  bus i ne ss  cy c l e  m o de l  by  us i ng  t h i s  f ra me w o rk  and  

dem o nst ra te s  t ha t  th i s  m o de l  c ou l d  ex p la i n  the  m e cha ni sm  

o f  t he  f i na nc i a l  c r i s i s  2 008 -20 09 .  Thi s  pa pe r  ex te nds  t he  

mo de l  t o  inve s t ig ate  the  sus ta i nab le  go ve rna nce  t o  prom p t  

.   

                                                   
2  Hi r s ch l and  (200 5 )  e x pla i ns  that  g l ob a l i za t i o n  en l arge s  
the  nee ds  o f  co rpo rat e  so c ia l  re spons i b i l i t y.  
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innov at i o n  o f  c i t i e s  i n  t he  g l oba l  ne tw o rk .  

 Thi s  pa pe r  i s  c ons t ruct e d  a s  f o l l ow s .  S e ct i o n  2  e xpl a i ns  

the  b a ckg round o f  the  t he o ret i ca l  mo de l  o f  s ta ke ho lde rs  to  

c ons i de r  sus ta i nab le  a nd  innova t ive  re g i ona l  go ve rna nce .  

I t  i s  a ssum e d that  i n  t he  se c t i o n  3  c i t i e s  a re  s ta keho l de rs  

f o r  t he  co rpo ra t i on  and  t ha t  t he  m e cha ni sm to  con t ro l  

c o rpo rat e  co nt r i but i o n  i s  p re se nt e d .   We  a rg ue  in  the  

se ct i o n  4  t hat  po s i t i ve  s ta ke ho lde rs  a c t iv a t e  ne tw o rk  

e f f e c t  a nd  that  i n c re a se d  pre ssure s  o f  ne gat iv e  

s t a ke h o l de rs  so me t im e s  t hre at  t he  susta inab i l i ty  o f  

c om muni ty 3

       

.   

2 .S o c i a l  Co st  o f  Co rpo rat i o n  in  the  Sta ke ho l de r  So c i e t y  

Mul t i na t i ona l  c o rpo rat i o ns  de c i de  t he  pro duct i o n  s i t es  

ac co rd i ng  t o  the i r  o wn  co s t  and  b e ne f i t  ana ly s i s .  T he  co s t s  

and  t he  be ne f i t s  eva luat e d  b y  t he  co rpo ra t i o ns  are  no t  

ne ce ssa ry  to  i n c l ude  so c ia l  co s t s  and  b ene f i t s  i n  t he  l o ca l  

c om mu ni t i es  pr o pe r l y.  S i nce  the  t o ta l  p ro f i t s  a re  

e s t i ma te d  t o  be  ex t rem ely  la rg e  i n  t he  g l oba l  ma rket ,  

c o rpo rat i o ns  t ra ns fe r  pro duct i o n  s i t e s  t o  a i m a dvantag e s  

in  co m pi t i t o n .  S om e spa t ia l  f ea t ure s  som e t im e s  t urn  in to  

adva nta ge s  and  br ing  g rea t  b e ne f i t s  t o  t he  a da ptab l e  

co rpo rat i o n  in  t he  pre se nce  o f  fu r i ous  g l o ba l  c om pet i t i on .  

                                                   
3  A pa rt  o f  t h i s  pape r  i s  t he  t rans la t i on  o f  J a pa ne se  pa pe r  
Tana ka (20 11 ) .  
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The  reg i o na l  net wo rk  e f f e c t s  co u l d  be  a n  e mi ne nt  f ac to r  to  

y i e l d  the  re la t i ve ly  h ig h  pro f i t  t o  t he  e n t ra nt s .  The  

ex cee di ng  b ene f i t s  a re  a  source  o f  t he  co m pet i t i on  and  

acce l e ra t e  t he  mo ve me nt  o f  p ro duc t i on  s i t e .  F req ue nt  

t rans fe r  o f  t he  co rpo rat i o n  c rea te s  co n f l i c t i on  wi t h  t he  

l o ca l  c o mm uni t y  such  a s  em plo ym ent  prob l em s  a nd  nee ds  a  

large  am o unt  o f  s o c ia l  i nv e st m ent  to  sa t i s fy  t he  req ue s t  o f  

the  ne wly  e nt ra nc i ng  co rpo rat i o n .  The  i mba la nce s  bet we e n  

the  co st  es t i mat e d  b y  co rpo rat i o n  a nd  t he  a c tua l  so c ia l  

c o s t  ca use  ma rket  fa i l u re s .  I n  t he  g l ob a l i ze d  so c i e t y  t he  

gov e rnm e nta l  i n te rve nt i o n  t o  the  ma rket s  be co m e s  to  b e  

l e s s  e f fe c t iv e  t ha n  t he  b e fo re .  T he  v i ta l i za t i o n  o f  net wo rk  

e f f e c t s  i s  an  e f f e c t i ve  po l i cy  not  o n ly  t o  prev e nt  ma rket  

fa i l u re s  b ut  a l so  to  i m pro ve  reg i ona l  sus ta i nab i l i ty  f ro m  

the  po in t  o f  the  b ot h  l o ca l  a nd  in t e rnat i o na l  c o nce rns .  T hi s  

pa pe r  dem onst ra te s  th i s  po l i cy  m e chani sm  by  em ploy i ng  a  

theo re t i ca l  m o de l  o f  Ta na ka  (2 00 4 )  a nd  (20 09 ) .       

In  t he  g l ob a l  net wo rk  so c i e t y  not  the  co unty  b ut  the  c i ty  

o r  r eg i on  pre se nt s  an  a dv anta ge .  Ne tw o rk  e f f e c t s  a re  

source  o f  a dva nt age s  an d  i nde x  o f  co m pet i t i on .  F igure  1  

ex hib i t s  t he  sha p ing  pro ce ss  o f  t he  g l oba l  c i t y 4

                                                   
4  F r i e dm ann(19 8 6 )  ,Ta y l o r  e t  a l . ( 2 007 )  a nd  o t he rs  f o cus  o n  
co re  func t i o n  in  the  g l o ba l  net wo rk  o f  c i t i e s  .  

.  C i r c l e s  i n  

the  f i gure  show  t he  s i t e s  o f  c o rpo rat i o n  a nd  arrow s  

indi ca te  mo ve m e nt  o f  t he  s i t es  see ki ng  netw o rk  e f f e c t s .  
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The  f i gure  e x pre sse s  tha t  c i t y  B  dev e lo ps  t he  func t i o n  o f  

c o re  in  g l oba l  ne t  w o rk  co nst ruct e d  b y  c i ty  A ,  B , C .  

   

 

 

 

 

 

 

 

  S o u r c e : Ta n a k a ( 2 0 1 0 )  

F i g u r e  1   S h a p e  o f  g l o b a l  c i t y  

 To  s t a rt  o ur  inv e st i gat i o n  we  i nt ro duce  t he  mo de l  f i rs t .  I t  

i s  assume d  t ha t  m ul t i na t i ona l  c o rpo rat i o ns  m ust  de c i de  

pro duc t i on  s i te  in  t he  mul t i - s t a keho l de rs  com m uni t i e s .  

The  numbe r  o f  s t a ke ho l de rs  i s  suppo se d  t o  b e  n .  T h e  

s t a ke h o l de rs  i n c l ude  re g io na l  gov e rnm e nt s ,  r e la t in g  

co rpo rat i o ns  and  re s i de nt s  and  o t he rs .  T he  pro duc t i on  

ac t iv i ty  and  pr iv ate  pro f i t  o f  a  c o rpo rat i o n  a re  de no te d  by  

x  a nd  )(xΠ .  A l tho ug h  t he  co rpo rat i o n  a im s  to  max i miz e  

pro f i t ,  ea ch  s ta keho l de r  re ce iv e s  be ne f i t  o r  c o s t  f r om the  

ac t iv i ty  x .  I t  i s  assum e d  t ha t  s t akeho l de rs  i n f luence  t h e  

co rpo rat i o n  fo r  t he i r  o wn  b ene f i t s  by  e m pl oy i ng  

coo pe ra t iv e  o r  ho s t i l e  m ea ns  such  as  a dva ntag eo us  

indus t r ia l  po l i c i e s  a nd  b oy cot t  o f  c onsume rs .  Th e  

 

 

A  

  B                  
    B  
 

                       C 
                       C  
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c o rpo rat i o n  must  i n f o rm  a nd  a nsw e r  not  t o ta l l y  b u t  

pa r t ia l l y  t he  nee ds  o f  s ta ke ho l de rs  t o  m anag e  sust a ina b ly.  

I t  i s  suppo se d  t hat  t he  co rpo ra t i o n  spe nds  pa ym ent  it   f o r  

ea ch  i  o u t  o f  n  s t akeho l de rs .  The  to ta l  a mo unt  o f  paym ent s  

t  i s  de no t e d  b y   

  .
1
∑
=

=
n

i
itt  

The  s t a ke ho l de r  i  se em s  t o  r e fe r  it  a s  a  pa ym ent .  Th e  

s t a ke ho l de r  i  de c i de s   c o r re spo ndence  t o  the  co rpo rat i o n  

ac co rd i ng  t o  eva l uat i o n  by  i ,  ).,( ii txV   
The  s ta ke ho l de rs  are  c la ss i f i e d  b y  po s i t i ve  s ta keho lde rs  

and  nega t iv e  s t akeho l de rs .  The  po s i t i ve  a nd  nega t iv e  

s t a ke ho l de rs  a re  de f i ne d  t o  sa t i s f y   

0≥
∂
∂

x
Vi

 a nd  .0<
∂
∂

x
Vi

  

The  to ta l  s o c ia l  eva l ua t i on  i s  ex pre sse d  by  

).,(
1
∑
=

n

i
ii txV  

The  to ta l  s o c ia l  eva l ua t i on  in f lue nce s  t he  t ax  o r  

r eg ula t iv e  po l i c i e s  f o r  t he  co rpo rat i o n .  When  th e  

co rpo rat i o n  kno ws  t he  eva l ua t i o ns  o f  s ta ke ho l de r s  

pe r fe c t ly,  i t  co u l d  ma nag e  the  so c ia l  r i sk  e f f e c t i ve l y.  

How ev er,  asym m et r i c  i n fo rma t i o n  i s  suppo se d  t o  ex i s t  

be t we e n  t he  co rpo rat i o n  and  the  s ta keho l de rs .  T he  

co rpo rat i o n  i s  assum e d to  ob t a in  t he  ra t e  δ  o f  t he  
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va luat i o n .  δ  i s  nam e d  by  a l t ru i s t i c  c o e f f i c i e n t .  T he  

co rpo rat i o n  shoul d  co m muni cate  wi t h  s t akeho l de rs  

se r i o us ly  to  o b t a in  t he i r  ev a luat i ons .   P ub l i c i ty  and  

acco untab i l i t y  o f  the  co rpo rat i v e  m ana ge m ent  see m t o  

im pro ve  δ , )01( >> δ .  I f  t h e  co ndi t i o n  o f  c o mm uni cat i o n  i s  

ar ra nge d  we l l ,  s t a ke ho l de r  i  ma ke s  an  e f f o r t  iy  t o  

c on t r ib ut e  o n   i n c re a se  o f  δ  by  ar ra ng ing  s ta ndard  o r  

c o de  o f  t he  co rpo ra t i on  d i re c t ly.  I t  i s  suppo se d  t hat  δ  i s  

in c re a s ing  funct i on  o f  t o ta l  c o nt r ib ut i o n  o f  s t a keho l de rs

)( 1 nyyy ++=  .  I f  funct i o n  δ  i s  d i f f e rent iab l e ,  ineq ua l i ty  

0)( >′ yδ  i s  sa t i s f i e d .  

  I t  i s  a ssume d t hat  t he  co rpo rat i on  max imi ze s  t he  so c i a l  

ne t  b e ne f i t  ex pre sse d  by  (1 )  t o  a ch ie ve  sus ta i nab i l i ty.  T he  

ex pre ss i o n  (1 )  wa s  f o rm ula t e d  f i r s t l y  by  Tana ka (20 04 ) .  iα ,

)0( >iα  i s  t he  ta rge t i ng  eva l ua t i on  va l ue  o f  t he  co rpo ra t i o n  

wi t h  rega rd  t o  s t akeho l de r  i .       

{ } )),((),()()(
11

iii

n

i
i

n

i
iii txVtytxVyxNB −Φ−−−+Π= ∑∑

==

αδ , 01 >> δ .  (1 )  

The  co rpo ra t i o n  i s  suppo se d  t o  de c i de  t he  pro duct i o n  

ac t iv i ty  x  a nd  paym ent  it  f o r  s t akeho l de rs  1 ,┅ , n  t o  

max i mi ze  so c ia l  ne t  b ene f i t .  As  iΦ  i s  a  d i f fe re nt iab l e   

in c re a s ing  func t i on  o f  ii V−α ,  ineq ua l i t i e s  0>Φ′i  ( n,,1 )  a r e  

sa t i s f i e d .  I t  i s  assum e d that  t he  fo l l o wing  i ne q ua l i t i e s  

ho l d 5 0≤Φ i.   f o r  po s i t i ve  s ta ke ho l de rs ,  0>Φ i  f o r  ne gat iv e  

                                                   
5  Ta na ka (20 09 )  de f ine  t he  r i sk  co e f f i c i e n t  b y  a  po s i t i v e  
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s t a ke ho l de rs .  

The  f i r s t  o rde r  eq ua t i o ns  o f  s o c ia l  net  be ne f i t  w i t h  

rega rd  t o  the  co rpo rat i o n  a re  s ta t e d  b y  

x
txV

Vd
d

dx
d ii

n

i ii

i

∂
∂

−
Φ

+−=
Π ∑

=

),()
)(

(
1 α

δ  ,     (2 )  

.,,1,)
)(

(1 ni
t
V

Vd
d

i

i

ii

i =
∂
∂

−
Φ

+=
α

δ         (3 )  

The  cond i t i o ns  (2 )  a nd  (3 )  im pl y  fo l l o wing  re la t i o ns .  

Funct i o n  iΦ  i s  g i v en  by  t he  o ut s i de  o f  t he  co rpo rat i on .  

ii V−α  re pre se nt s  a n  i nde x  o f  d i s sa t i s fac t i on  o f  s ta keho lde r  

i  ab o ut  the  a c t i v i ty  o f  t he  co rpo rat i o n .  T he  la rge r  t he  

va lue  ii V−α  g ro w s ,  the  m o re  co n f l i c t s  be t we e n  s t a ke ho l de r  

i  and  the  co rpo ra t i on  a re  l i ke l y  t o  ha ppe n .  As  ii V−α  

be co m e s  a  la rge  va lue  ca se ,  the  co rpo rat i o n  i s  t r e nd  to  b e  

sue d  by  m any  gro ups  such  a s  c i t i ze ns  a nd  l abo re rs .  

)( ii

i

Vd
d
−
Φ

α  
show s  the  w e ig ht  to  t he  va r ia t i on  o f  e va l ua t i o n  

t rans fe r re d  a s  ma rg i na l  c o s t  o r  ma rg i na l  be ne f i t  t o  t he  

co rpo rat i o n .  And  
)( ii

i

Vd
d
−
Φ

α  
i s  re f e ree d  a s   r i sk  co e f f i c i en t  

to  no t i ce  the  neg at iv e  im pa c t  o n  so c ia l  co s t  o f  co rpo rat i o n  

ac t iv i t i e s .   

 

3 .  Co rpo rat e  cont r ib ut i o n  to  c l e ar  the  req ui rem ent s  in  

                                                                                                                                                     
c ons ta nt .   
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C i t i e s  

Co rpo ra t i on  m ay  not  o n ly  hav e  a  po ss ib i l i ty  t o  v i ta l i ze  

c i t i e s  b ut  a l so  b urde n  la rg e  so c i a l  c os t  o f  in f ra st ruct ure ,  

c onge s t i o n  a nd  e nv i ro nm enta l  p rob l e m s .  G l o ba l  c i t i e s  

s e l e c t  g l oba l ly  su i ta b le  c o rpo rat i o ns  am o ng  many  

appl i ca nt s .  Mul t inat i o na l  c o rpo rat i o ns  com pet e  wi t h  

o t he rs  i n  l o ca t i o n  and  de c i de  the  pro duct i o n  s i t e  am ong  

many  pro f i ta b le  c i t i e s .  T he  o p t i m al  co ndi t i o ns  (2 )  and  (3 )  

ma ke  c l ea r  re l a t i on  o f  p ro spe r i ty  and  de c l i ne  o f  c i t i e s  a nd  

t rans fe r  o f  p ro duc t i o n  s i t e s  i n  mul t inat i o na l  c o rpo ra t i on .  

Po l i c i e s  o f  c i t i e s  to  co rpo ra te  co n t r ib ut i o n  a re  

 inve s t ig at e d  to  s om e  ex te nt  b y  cons i de r i ng  (3 )  a s  f o l l ow s .  

(3 )  i s  t rans fo rm e d in to   

.,,1,

)(
)(

1 ni

Vd
dyt

V

ii

ii

i =

−
Φ

+
=

∂
∂

α
δ

  (4 )  

(4 )  im pl i e s  t hat  i n c re a se  o f  a l t ru i s t i c  c oe f f i c i e nt  o r  

enha nce d  r i sk  co e f f i c i e n t  l ow e rs  t he  va l ue  o f  (4 )  a nd   

induce s  co rpo ra t i on  t o  o f fe r  m o re  pa ym ent s  f o r  s ta keho l de r  

i .  T he  co rpo rat i o n  use s  t he  r i sk  coe f f i c i e nt  a s  a  s i gna l  t o   

de t e rm ine  co nt r i but i o ns  to  l o ca l  c om muni t i es .  The  r i sk  

coe f f i c i e nt  i s  a l t e re d  by  b ot h  i n te rna l  e f f o r t s  and  ex t e rna l  

cha ng e s  o f  t he  co rpo rat i o n .  Re gul a t i on  a nd  cha ng e  o f  tax  

sy s te m t ra ns fo rm t he  fun ct i o n  iΦ .  On  t he  o t he r  hand,  t ha t   

the  co rpo rat i o n  i ncre a se s  co nt r i b ut i o ns  to  t he  re g iona l  

c om muni t i es  i n c rea se s  t he  r i sk  co e f f i c i e n t ,  and  i s  e f f e c t iv e  
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t o  l o we r  m a rg i na l  ex t e rna l  c o s t .   

Us i ng  (4 )  w e  ca n  a na l yze  l o ca l  g o ve rnm e nta l  po l i c i e s  t o  

ac ce pt  o r  t o  r e j e c t  c o rpo rat i on .  To  s i m pl i fy  t he  a na ly s i s  

s t a ke ho l de r  1  a nd  2  a re  a ssum e d t o  b e  t wo  c i t i e s  w he re  t he  

co rpo rat i o n  o pe rate s  ma nag em e nt .  T he  tw o  c i t i e s  p lay  

d i f f e re nt  ro l e s  such  a s  pro duct i o n  co re ,  r e se a rch  cen te r  

and  ma rke t .  T he  co rpo ra t i on  con t r ib ut e s  1t  a nd  2t  t o  

c om muni t i es  o f  c i ty  1  a nd  2 .   

The  re la t i on  ex pl a ine d  ab ov e  i s  i l lust ra t e d  by  F i g ure  2 .  

In  t he  f i r s t  t he  r igh t  ha nd o f  (4 )  i s  g iv e n  b y  the  i dent i ca l  

l ine  BE.  T he  co n t r ib ut i o ns  to  c i t y  1  a nd  2  a re  show e d by  

the  l engt h  BC and BD .   C i t y  1  d i s sa t i s f i e s  t hat  t he  

con t r ib ut i o n  i s  l o w.  I t  s ee m s  no t  to  ho pe  tha t  t he  

co rpo rat i o n  co n t inue s  a ct i v i t i e s .  I f  the  co rpo rat i o n  

re co gni ze s  t he  im po r ta nce  o f  c i ty  1 ,  i t  m ust  a c ce pt  

r eq ui re me nt  f ro m l o ca l  g ov e rnm e nt  such  a s  tax  burden  and  

s t r i c t  r eg ula t i on  o r  c on t r ib ut e  vo l unta r i l y  to  a l t e r  the  r i sk  

coe f f i c i e nt  mo v i ng  the  l i ne  BE to  FI .  Co nseq ue nt l y,  the  

co rpo rat i o n  i ncrea se s  co n t r ib ut i on  t o  F H whi ch  be co m e s  

grea te r  than  FG,  co n t r ib ut i o n  in  c i ty  2 .  As  t he  d i f f e re nce  

bet we e n  BD a nd FG in  t he  con t r ib ut i o n  o f  c i ty  2  i s  sm al l e r  

tha n  t he  co unt e rpa r t  i n  c i ty  1 ,  t he  co rpo rat i o n  w o ul d  not  

r e spo n d e f fe c t iv e ly  o n  the  i n t ro duc t i on  o f  c i t y  2 .  The  

co rpo rat i o n  c l ea rs  t he  surv iva l  c ondi t i ons  o f  c i t y  1  m o re  

succe ss fu l l y  t ha n  c i ty  2 .   
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F igure  2 Co nt r i but i o n s  a nd  co m muni t i e s  

 

4 .  Inne r  and  i nt er  r e g io na l  net work  e f f e c t s  

Mul t i na t i ona l  co rpo rat i o ns  se a rch  a dv antag e ous  c i t i e s  

f o r  the i r  a c t iv i t i e s  g l o ba l ly.  Ma ny  c i t i e s  co m pe te  wi t h  

o t he rs  t o  i nv i t e  f i rm s .  T hi s  pa pe r  dem o nst ra te s  t hat  

ne tw o rk  e f f e c t s  i n  c i t i e s  a re  ke y  fac to rs  i n  the  com pet i t i on  

amo ng  c i t i e s  by  us ing  a  t heo re t i ca l  m o de l .  To  cons i de r  

ne tw o rk  e f fe c t s  we  ne e d  t he  f o l l o wi ng  a ssum pt io ns .  n  

s t a ke ho l de rs  in  (3 )  a re  c l a ss i f i e d  i nt o  1n  neg at iv e  

s t a ke ho l de rs  a nd  2n  po s i t i v e  s t a ke ho l de rs .  (3 )  i s  r e p la ce d  

by  

A  

 

G  

 

 

E  

 

 

 

H  

 

  

 

 

 
 

 

 
 

1

1

t
V
∂
∂

 

 
 

2

2

t
V
∂
∂

0  

 

 evalu
tion

 

B  
C  D  

E  

F  I  

J  
K  

c o n t r i b u t i o n  t o  c o m m u n i t y  1  a n d  2 ( t 1 , t 2 )

 

m a r g i n a l  e v a l u a t i o n  
b y  c i t y  2   
  

m a r g i n a l  
e v a l u a t i o n  
b y  c i t y  1  
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.),()
)(

(),()
)(

(
21

1

1

11 x
txV

Vd
d

x
txV

Vd
d

dx
d ii

nn

ni ii

iii
n

i ii

i

∂
∂

−
Φ

+−+
∂

∂
−
Φ

+−=
Π ∑∑

+

+== α
δ

α
δ (5 )  

Re mi ndi ng  the  de f in i t i o n  o f  ne gat iv e  a nd  po s i t i ve  

s t a ke h o l de rs ,  t he  f i r s t  t e rn  in  t he  r i gh t  hand  o f  (5 )  i s  

po s i t i ve  a nd  the  se cond  te rn  i s  neg at i ve .  Whe n  2n  i s  

g rea te r  t ha n  1n ,  t he  c i ty  c o u l d  v i t a l i z e  t he  a c t iv i t y  o f  the  

co rpo rat i o n .  As  the  s ca le  o f  c i t y  en l a rg e s ,  d iv e rs i ty  in  

int e re st s  o f  c i t i z ens  t ends  t o  i n c rea se .  I n  t h i s  c o ndi t i o n ,  

the  nu mb e r  o f  nega t iv e  s t ake ho l de rs  1n  e x ce e ds  probab l y  

the  numb e r  o f  po s i t i v e  s ta ke ho l de rs 2n .   

G lob a l  c o rpo rat i ons  cou l d  no t  r e s t r i c t  a c t iv i t i e s  i ns i de  a  

pa r t i cu la r  c i ty.  Whi l e  the  co rpo ra t i ons  prev ent  ne gat iv e  

s t a ke ho l de rs  f r om  i ncrea s i ng ,  t he y  e n la rge  t he  

coo pe ra t i o n  wi t h  po s i t i v e  s ta ke ho l de rs  i nhab i t i ng  b o th  

ins i de  and  ou t s ide  t he  c i ty.  T he  co rpo rat i o n  ut i l i z e s  

e f f e c t iv e ly  ne tw o rks  sprea di ng  g l oba l l y.  T he  net wo rk  

e f f e c t s  a re  fo rm ula te d  a s  fo l l o w s .  T he  co rpo ra t i on  w hi ch  

l o ca te s  co re  fa c i l i t i es  i n  c i ty  j  i s  suppo se d  t o  o b t a in  th e  

ne tw o rk  e f f e c t  N j .  The  net wo rk  e f f e c t  i s  t he  resu l t s  by  the  

coo pe ra t i o n  o f  jn  po s i t i ve  s ta ke ho l de rs .  T he  net  po s i t i v e  

s t a ke h o l de rs  i nv o lv e d  i n  t he  ne tw o rk  e f f e c t  a re  de no te d  b y  

i (= ),,1 2121 jnnnnn ++++  .  T he  ne tw o rk  e f f e c t  i s     

de f ine d  by  

.),()
)(

()(
21

21 1 x
txV

Vd
dnN ii

nnn

nni ii

i
Jj

j

∂
∂

−
Φ

+−= ∑
++

++= α
δ

  

( 6 )  
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Whe n netw o rk  e f f e c t  w o rks  (5 )  i s  r ew ri t t e n  b y  

).()()( 21 jj nNnPMCnNMC
dx
d

++=
Π

   ( 7 )  

jnnn ,, 21 are  de t e rmi ne d  b y  the  f ea t ure  o f  c i ty  j .  Ea ch  c i ty  has  

a  d i s t inc t  net  w o rk  e f fe c t  o n  m achi ne ry,  f o o d ,  f ina nc ia l  

indus t r i e s  a nd  so  o n .  )( jj nN  i s  g i ve n  by  t he  po s i t i v e  

s t a ke ho l de rs  o ut s i de  o f  t he  co rpo rat i o n .  Ne tw o rk  e f fe c t s  

ar i se  f ro m a  l i mi t e d  a rea  a nd  large  s ca le  c o nsume r  

ma rke t s .  To  d i s t i ng ui sh  t he  t wo  ty pe s  o f  net wo rk  e f f e c t ,  w e  

use  i nne r  ne tw o rk  e f f e c t  
i
jN  o r  ou te r  ne tw o rk  e f f e c t o

jN .  

The  source  o f  
i
jN  i s  i l l ust ra t e d  a s  t ra di t i o na l ly  

ac cumul at e d  kno wle dge  in  t he  pa rt i cu la r  reg i on .  

Co nve ni ent  a c ce ss  f o r  t he  g l oba l  ma rket  f r om  t he  c i ty  

sha pes  a  so urce  o f  o
jN .  T he  abo v e  re l a t i o n  i s  s t a te d  

f o rmal ly  by  

.o
j

i
jj NNN +=  

)( 1nNMC  s ta te s  ma rg i na l  ex t e rna l  c os t  eva luat e d  b y  

ne gat iv e  s t a ke ho l de rs .  )( 2nPMC ex hib i t s  t he  e x t e rna l  

be ne f i t  e x ce pt  fo r  net wo rk  e f f e c t s  by  t he  pos i t i ve  

s t a ke ho l de rs .  T he  i ncre as ing  s ca le  o f  c i t y  en l a rg e s  b ot h  

ty pes  o f  s ta keho l de rs  but  b r ings  ab out  ma ny  so c ia l  

p rob l em s  such  a s  e nv i ro nm ent ,  r e s i de nt ia l  p r i ce ,  t ra f f i c  

c onge s t i o n  a nd  de f i c i e n t  so c ia l  ca p i ta l .  The  so c ia l  p rob l em  

turns  m any  indi f f e re nt  c i t i ze ns  nega t iv e  s ta ke ho l de rs  and  

adds  b urde n  to  t he  l o ca l  gov e rnm ent .  T he  la rg e  s ca le  c i t i e s  
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c ons t ra i n  se r i ous ly  ne gat iv e  s ta keho l de rs .  T he  a c t iv i t i e s  

o f  co rpo ra t i on s  in  t he  la rg e  c i ty  a re  re st ra i ne d ,  s o  

c o rpo rat i o ns  se l e c te d  com pe t i t i ve l y  by  t he  l o ca l  co mm uni ty.  

The  co rpo ra t i on  ex hib i t i ng   g re at  ne tw o rk  e f f e c t  ta ke s  

adva nta ge  i n  t he  se l e c t i on .  But  som e  smal l  s ca le  c i t i es  

ne e d  no t  t o  ca re  abo ut  i n c rea se  o f  nega t iv e  s ta keho l de rs  

re la t iv e ly,  b u t  c ou l d  e s t ima te  a c cura te l y  co nt r i b ut i o n  o f  

pa r t i cu la r  co rpo rat i o n  o n  t he  l o ca l  c o mm uni ty.  T h e  

co rpo rat i o n  emi t t ing  po l l uta nt s  i s  induce d  to  m ov e  ou t  

f r om l a rg e  c i t i e s ,  bu t  t he  l o ca l  c i t y  e va l uat e s  con t r ibut i o n  

o f  budge t  a nd  e m plo ym e nt  i n  l o ca l  co m muni ty  a c ce pt s  

po s i t i ve l y  i t .  

 T he  t heo ry  o f  s ta ke ho l de rs  dev e lo ps  i nve s t iga t i o n  o n  

com pet i t i on  and  ne tw o rk  e f f e c t  in  c i t i e s .  I t  i s  a ssum e d  

theo re t i ca l l y  t ha t  t he re  i s  a  s e t  o f  *
2

*
1 ,nn  t o  mi n im ize  to ta l  

ma rg i na l  e x t e rna l  c os t  ( 5 ) .  F o r  c i ty  j , *
2

*
1 ,, nnn j  a re  de f i ne d  

to  sa t i s f y   

   { } 0)()( *
2

*
1 =+ nPMCnNMC

dn
d  f o r  

*
2

*
1

* nnn j += ,            ( 8 )  

   { } 0)()( 21 <+ nPMCnNMC
dn
d

 f o r  *
jnn < ,           (9 )  

   { } 0)()( 21 >+ nPMCnNMC
dn
d  f o r  *

jnn > .                (10 )  

The  de f in i t i on  (7 )  t o  a na ly ze  ne tw o rk  e f f e c t s  i l l ust ra te s  

com pet i t i on  and  coo pe ra t i o n  a mo ng  co rpo rat i o ns  a n d  
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c i t i e s  by  F ig ure  3  a nd  4 .   T he  net wo rk  e f f e c t  jN  l o we rs  

the  ma rg i na l  ex t e rna l  e va l ua t i o n  o f  po s i t i v e  s t a ke ho l de r s  

in  (5 ) .  

Be fo re  t he  ne tw o rk  e f fe c t  a r i ses ,  the  so c i a l  ma rg ina l  

c o s t  o f  nega t iv e  a nd  t he  po s i t i v e  s t akeho l de rs  a re  de pi c t e d  

by  0 A a nd OF.  Co nseq ue nt ly,  s o c ia l  net  m a rg i na l  co s t  i s   

      

 

 

 

 

                    ふ ふ ふ ふ ふ  

 

 

 

 

 

 

 

 

 

 

 

 

F igure  3 Ma rg i na l  net  e x t e rna l  c o s t  and  ne tw o rk  e f fe c t s  

 

 c o s t      

 b e n e f i t                                              

A  

                                           s o c i a l  m a r g i n a l  c o s t  

                     o f  n e g a t i v e  s t a k e h o l d e r s  

                        B  

                                               S o c i a l  n e t  m a r g i n a l   

                         D         c o s t  

               N e t w o r k  e f f e c t     

 

0        C              a c t i v i t y  o f  p r o d u c t i o n ( x )  

E               

        N e t w o r k  e f f e c t  

                  S o c i a l  m a r g i n a l  c o s t  o f  p o s i t i v e  

                            F   s t a k e h o l d e r s  

                                           G  
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sho we d  by  0 B.  T he  ne tw o rk  e f f e c t  N j  m ov e s  t he  so c ia l   

ma rg i na l  co s t  curv e  o f  po s i t i v e  s t akeho l de rs  0 F  to  EG,  so   

sh i f t s  so c ia l  ne t  m a rg i na l  c os t  curv e  0 B dow nwa rdl y  to  

curv e  CD .  Co nseq ue nt ly  w e  de mo nst ra t e  t he  f o l l o wi ng  

pro po s i t i on  wi t h  rega rd  to  net w o rk  e f f e c t  b y  e m plo y ing  

F igure  4 .  

 

P ro po s i t i o n  1 .  The  co rpo ra t i o n  cou ld  hav e  a dva nta g e s  in  

com pet i t i on  o f  l o ca t i on  by  u t i l i z i ng  t he  ne tw o rk  e f fe c t .   

 

We  co ns i de r  ho w  net wo rk  e f f e c t s  in f l uence  co m pe t i t i o n  

o f  c o rpo ra t i on  A and  B .  In  a ny  c i ty  o f  1  o r  2   F igure  4  

ex hib i t s  t he  re la t i o n  o f  ne tw o rk  e f fe c t s  a nd  com pe t i t i o n  o f  

the  t wo  co rpo ra t i ons .  To  s im pl i fy  t he  a na ly s i s  ea ch  c i ty  

ac ce pt s  o ne  o f  the  tw o  co rpo ra t i o n s  as  t he  re su l t  o f  

c om pet i t i on .  Ma rg i na l  b e ne f i t  curv e s  o f  A a nd  B  a re  

de pi c t e d  by  CM and  EL.  So c i a l  ne t  ma rg i na l  co s t  a t  t he  

pa r t i cu la r  c i ty  i s  suppo se d  t o  b e  i de nt i ca l  f o r  t he  tw o  

co rpo rat i o ns .  A and  B  co m pe t e  wi t h  ea ch  o t he r  f o r  t he  

l o ca t i o n  i n  the  c i ty.  T he  net wo rk  e f fe c t  i n  the  c i t y  b r i ng s  

abo ut  A incre me nt  o f  surp lus  by  t he  a rea  o f  G 0KI .  Surpl u s  

o f  B  i n crea se s  by  t he  a rea  o f  H0 K J .  A t ake s  a dva ntag e  b y  

surpl us  o f  a rea  GHJI  ove r  B .  A i s  ex pe ct e d  t o  de f eat  B  i n  

the  l o ca t i on  co m pet i t i on  o f  t he  c i ty.  

A l t ho ug h  Ta na ka  (2 011 )  c o ns i de rs  ma ny  ty pe s  o f  
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ne tw o rk  e f fe c t s  i n  the  ca se  o f  To kyo ,  t he  s im pl i f i e d  m o de l  

o f  t wo  co rpo rat i on  and  tw o  c i t i e s  im pl i e s  a  t he o re t i ca l  

ana l y s i s  o n  t he  susta i na b i l i ty  s t ra te gy  o f  c i t i e s .  

Co mbi n i ng  F ig ure  2  a nd  4  tog e the r,  t he  s im ple  m o de l  s tudy  

ma ke s  c l ea r  a  me cha ni sm  o f  c om pe t i t i on  a nd  

susta i na b i l i ty  i n  c i t i e s .   

The  co rpo rat i o ns  a re  ob l i ge d  t o  s e l e c t  o ne  c i ty  b e tw ee n  

tw o  c i t i e s  1  and  2 .  And  w e  m ust  cons i de r  the  tw o  ca ses .   

In  t he  f i r s t  c i t y  ex pre sse d  i n  F ig ure  4  i s  c i t y  1 .  S e co ndly,  

the  c i t y  de p i c t e d  in  F ig u re  4  i s  c i ty  2 .  We  i nv e st i g ate  t he  

f i r s t  ca se .  Co rpo ra t i on  A i s  w i l l i ng  t o  l o ca t e  pro duct i o n  

c i te  in  c i ty  1  t o  a t ta i n  netw o rk  e f f e c t s .  Co rpo ra t i on  B  

de fea t e d  b y  t he  com pet i t i on  wi t h  co rpo rat i o n  A m ov es  t o  

c i ty  2 .   

Re spo nse s  o f  c i ty  1  and  2  a re  i l l us t ra t e d  b y  us ing  F igure  

2 .  At  i n i t ia l  ma rg ina l  e va l uat i o n  BE c i ty  1  d i sa ppo in t  a t  

the  co nt r i but i on  o f  A o n  the  com m uni ty  e x pre sse d  by  po i n t  

C .  C i ty  1  req ui re s  t ha t  A sho ul d  ac ce pt  t he  po l i cy  t o  r i se  

the  co nt r ib ut i o n  to  m ov e  po in t  C  i nt o  po i nt  H.  Co rpo rat i o n  

A do e s  not  o n ly  nee d  to  de f ea t  t he  r i va l  c o rpo ra t i o n  B ,  b u t  

a l so  r i s e  c on t r ib ut i o n  t o  t he  req u i rem e nt  o f  c i ty  1 .  O n  the  

con t ra ry,  c i ty  2  i s  w i l l i ng  to  a c ce pt  B  b e ca use  co nt r ibut i o n  

o f  B  i ndi ca te d  by  po in t  D  i s  pe rmi ss ib l e .  O n  t he  h i gh  

eva l ua t i on  o f  c on t r ib ut i o n  to  t he  l o ca l  co mm uni t y  

co rpo rat i o n  B  de feat e d  b y  A i n  l o ca t i on  co m pe t i t i o n  o f  c i t y  
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1  ca n  cons t ruct  f i rm pro duct i o n  s i te  i n  c i ty  2 .  

In  t he  se co nd  ca se  co rpo ra t i on  A ma ke s  a dva nta g e s  b y  

l o ca t ing  i n  c i ty  2  and  co rpo rat i o n  B  i s  s i t uat e d  i n  c i ty  1  by  

the  com pet i t i on .  C i t y  1  i nduce s  co rpo rat i o n  A to  i n c re a se  

con t r ib ut i o n  by  l ow e r i ng  curv e  BE to  FI .  But  t he  e f f e c t  

whi ch  i s  m ea sure d  the  ga p  b e tw ee n  FG and  BD i s  

r e la t iv e ly  smal l .  A t  t he  f i r s t  c i ty  2  a c ce pt s  c o rpo rat i on  A 

re luc ta nt ly.  How ev e r  t he  i n cre m ent  o f  t he  co rpo ra t i ons  

whi ch  a re  not  e no ug h  t o  co n t r ib ut e  o n  l o ca l  c o mm uni ty  

may  cause s  the  so c ia l  c o s t  in  t he  fu t ure .  Accum ula t ing  

so c ia l  co s t  i n c re ase s  t he  co n f l i c t s  in  reg i ona l  go v e rnance .  

The  c i ty  2  be co m e t o  ow n susta ina b le  s t ra t eg y  i nde pende nt  

o f  c o m pe t i t i o n  in  t he  g l o ba l  ma rke t .  T ha t  i s  c i t y  2  

re st ra i ns  the  a c t iv i ty  o f  t he  co rpo rat i o n  t o  prev ent  

ne gat iv e  s t ake ho l de rs  f ro m i ncrea s i ng .  O n the  con t ra ry  

po l i c i e s  o f  c i t y  1  in c re a se  t he  co n t r ib ut i o n  o f  c o rpo ra t i on  B  

by  t he  re la t iv e l y  l a rg e  ga p  b e t we en  F H a nd  BC.  C i ty  2  

cou l d  co nst ruct  a  co o pe ra t iv e  re la t i on  wi t h  l e s s  

c om pet i t i v e  co rpo rat i o n  B  t o  a t ta i n  re g io na l  

susta i na b i l i ty.     

The  a bo ve  d i s cuss i o n  we  a rg ue  that  P ro po s i t i on  2  

prov i de s  rea so na b le  pr i n c i p l e s  f o r  r eg i ona l  sus ta i nab i l i t y.   

 

P ro po s i t i o n2 .  In  t he  l o ng  te rm  sus ta i nab le  re g io na l  

po l i c i e s  a i m t o  co nst ruct  c oo pe ra t i ve  reg io na l  co mm uni t i e s  
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in  de pe nde nt  o f  co m pet i t i v e  me cha ni sm .  P o l i c i e s  t o  

r e s t ra i n  i n cre m ent  o f  neg at i v e  s ta ke ho l de rs  req ui re  

co rpo rat i o n  to  i n c rea se  co n t r ib ut i o n  o n  t he  l o ca l  

c om mu ni ty.  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

F igure  4 Co m pe t i t i o n  o f  l o ca t i o n  and  co rpo ra t i on  

 

In  the  f i r s t  case  domi na nt  c i ty  1  i n  g l oba l  c om pe t i t i on  i s  

ex pe ct e d  to  ob ta i n  a  l a rg e  ne tw o rk  e f fe c t  w hi ch  o c curs  i n   

f i na nc ia l ,  i n te l l i ge nt  a nd  o t he r  i ndus t r i e s .  T he se  

c o s t  b e n e f i t  

 C  

       m a r g i n a l  b e n e f i t  o f  A               D  

     E  

                                s o c i a l    n e t  m a r g i n a l  c o s t           

   m a r g i n a l                       F  

     b e n e f i t  o f  B          n e t w o r k  e f f e c t  

                              G  

                     H           I  

 

                          J  

 

 

  0                                                  a c t i v i t y  o f  

              K                  L          M   p r o d u c t i o n   
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indus t r i e s  a re  suppo se d  t o  ex hi b i t  bo t h  i nne r  a nd  in te r  

ne tw o rk  e f f e c t s .  In  t he  se cond  ca se  show s  t ha t  t he  win -win  

re la t i o n  co u l d  no t  preva i l  e t e rna l ly.  The  l e s s  c om pet i t i v e  

c i ty  1  am o ng  c i t i e s  i s  su i ta b le  f o r  i ndus t r i e s  w i t h  l imi t e d  

ne tw o rk  such  a s  ma nufa c t ure .  T hi s  t y pe  o f  i ndust ry  m a y  

ex pre ss  e i the r  o f  i nne r  o r  in te r  ne tw o rk  e f f e c t s .  S om e  

susta i na b le  s t ra teg ie s  o f  r eg i ona l  g ov e rnm ent s  a ppea r  t o  

use  the  re st r i c te d  ne tw o rks  to  c ons t ruct  i nt e ns iv e  

coo pe ra t iv e  re la t i onshi ps  be tw e en  pub l i c  a nd  pr iva te .    

 

5 .  Concluding remarks 
   G lo ba l  so c i e t y  i s  f o rme d  b y  tw o  ty pe s  o f  ne tw o rk ,  i n t e r  

and  inne r  ne tw o rk  o f  c i t i e s .  Enla rg em e nt  o f  g l oba l  

ne tw o rk  e nhance s  co m pe t i t i o n  i nvo lv ing  co rpo rat i ons  a nd  

c i t i e s .  F i na nc ia l  and  i n te l l i g ent  i ndus t r i e s  a t t a in  a n  

ex cee di ng  pro f i t s  by  a c t iva t i on  o f  l a rg e  s ca le  net wo rk .  

Co m pet i t i on  i n  t he  g l oba l  s ca l e  i m pl i e s  t he  prom ot i o n  o f  

innov at i o n .  N et wo rk  e f f e c t  i n  m anufa ct ure s  i s  i m po r ta nt  

fa c to r  o f  innova t i on  a nd  a dds  t he  adva nta ge  t o  the  c i ty  f o r  

en t ra n ce  o f  co rpo rat i o ns .  C i t i e s  c o u l d  no t  o b ta in  

susta i na b i l i ty  on l y  b y  t he  com pet i t i on  o f  ma rket  

me cha ni sm .  Gl oba l  ne tw o rk  a ccum ula t es  neg at i ve  

s t a ke ho l de rs  i n  t he  c i ty  a nd  ca use s  i ndi re ct l y  l a rge  

amo unt  o f  burde n  t o  the  c i t y  such  a s  urge nt  ne e ds  o f  s o c ia l  

ca p i ta l  a nd  une m plo ym e nt  po l i c i es .  Co m pe t i t i ve  
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c o rpo rat i o ns  a re  no t  ne ce ssa ry  t o  c on t r ib ut e  l o ca l  

c om muni ty  su f f i c i en t ly.   Ma rke t  me cha ni sm  co ul d  not  

s o lv e  reg i ona l  prob l em s  a t  o nce ,  and  l e av e s  i nt r i ca t e  

prob l em s  ea ch  re g io na l  c om muni t y 6

 

.  Act iva t i o n  o f  ne tw o r k  

and  t o  de cre a se  t he  i n f lu e nce  o f  nega t iv e  s ta keho l de rs  a re  

s ig n i f i ca nt  i ndi ca to rs  to  a t ta i n  susta ina b le  go ve rna nce  i n  

c i t i e s .   T he  t he o ret i ca l  f ram ew o rk  by  Tanaka (200 9 )  c ou l d  

prov i de  e f fe c t iv e  t oo l s  f o r  sus ta i nab le  g ov e rnance .   
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