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The Role of Home-Market Effects in China’s
Domestic Production

FAN ZHANG
(New York City Municipal Government )

ZUOHONG PaAN
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Abstract New Economic Geography emphasizes economies of scale as the driving force
of regional and international trade, as reflected in Krugman’s “home-market effects”. We de-
rived a model directly from Fujita, Krugman, and Venables (FKV, 2000) and linked it with
the empirical testing model in Davis and Weinstein (1996 and 1999). The current study uses
China’s provincial level production, demand and endowment data for 19 industrial sectors to
determine if production and trade patterns between different regions in China are shaped by
home-market effects. Our study shows the existence and importance of home-market effects
in determining production and trade structure across regions in China. Disaggregated tests
show that the home-market effects are significant in at least seven of the nineteen industries.
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