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Social Networks and Interactions in Cities
by Robert W. Helsley, Yves Zenou
(February 2011) 

Abstract:
We examine how interaction choices depend on the interplay of social and physical distance, and 
show that agents who are more central in the social network, or are located closer to the geographic 
center of interaction, choose higher levels of interactions in equilibrium. As a result, the level of 
interactivity in the economy as a whole will rise with the density of links in the social network and with 
the degree to which agents are clustered in physical space. When agents can choose geographic 
locations, there is a tendency for those who are more central in the social network to locate closer to 
the interaction center, leading to a form of endogenous geographic separation based on social 
distance. Finally, we show that the market equilibrium is not optimal because of social externalities. 
We determine the value of the subsidy to interactions that could support the first-best allocation as an 
equilibrium and show that interaction effort and the incentives for clustering are higher under the 
subsidy program. 

Text: See Discussion Paper No. 5506    
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