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How to Maintain China’s High Growth Rate
via Scale Economy

—An empirical study of economic opening and domestic
market segmentation

MiN CHEN
(State University of New York at Albany)

QiuaN Gur Ming Lu Zuao CHEN
(Fudan University)

Abstract Domestic market segmentation is harmful for scale economy and sustainable e-
conomic growth. In this paper, we construct an index of interregional market segmentation u-
sing regional CPI of consumer goods, and we find China's domestic goods market is being in-
tegrated. With this index as dependent variable, we use Chinese provincial panel data from
1985-—2001 to study the effects of opening, employment pressure, government consumption,
interregional technique gap, and geographic distance on market segmentation, and we focus
on the effect of opening. We find that when opening is at its initial stage, opening strengthens
market segmentation, but further opening enhances domestic market integration. Besides
this, we also evidence that employment pressure and government consumption deteriorates
market segmentation. The model forecasts that goods market could be more seriously seg-
mented in several provinces in the coming years.
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