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Trade Cost Theory: A Synthesis and Decomposition from the

Perspective of NEG

ZHAO Wei', ZHENG Wenwen”
(School of Economics, Zhejiang University, Hangzhou 310058, China)

Abstract: Trade cost is a real existence in economic activities that cannot be avoided. But it had been excluded deliberately in
trade theory and even in the entire framework of the neoclassical economics for a long time, and dealt with only as an exoge-
nous variable. It is not until the NEG (new economic geography) is created when it gets real " resurrection". NEG theory
takes trade cost as a core variable in affecting spatial distribution of economic activities. Trade cost in NEG sense belongs to a
kind of syntheses of some point of view scattered in the three branch of economic theories; a) international trade theory, espe-
cially the new trade theory methodology. b) the transaction cost of the new institutional economics. ¢) an analytical framework
of the new economic geography. However, even in NEG model, trade cost is deemed as a factor that affects the spatial distri-
bution of economic activities and replaces the trade cost with little support of real data.

Key Words: NEG; trade cost; international trade theory; spatial economics; distance disappearance; industry location theo-

ry; transpartation cost
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