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Factor Market Integration and the Development of
China’s Urban Clusters

—An Analysis Based on Micro-firm Dataset

WEI TANG*
(Shanghai University of Finance and Economics)

Abstract We propose a method of measuring inter-jurisdictional misallocation based on
Hsieh-Klenow model and annual industrial survey datasets to study the interrelation of inter-
regional factor market integration and urban clusters. The research shows that factor market
integration has been increasing, and urban clusters such as Yangtze River Delta and Pearl
River Delta have formed highly integrated regional market. On the contrary, urban clusters in
western China are relatively less integrated. City-pairs within one province have higher level of
market integration than city-pairs across provinces. However, marketization reform and
openness help reduce border effects greatly. The development of urban clusters offers an im-
portant starting point for China’s factor market reform, which in essence promotes orderly
and free movement of production factors.
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