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Trade Cost, Market Integration and Production Specialization :
Evidence from Commodity Prices Micro—data
Li Jianan, Sun Puyang and Tang Aidi

The inter—regional trade cost of the domestic market is one determinant of enterprise production specialization,
which is also essential for economic performance. First, we establish a theoretical model that trade cost caused by do-
mestic market segmentation will lead to obstruction of the intermediate goods trade channel, which ultimately affects
the vertical specialization of enterprises. Then we propose the hypothesis that the increase of market integration associ-
ated with the decline of trade cost can effectively improve the production specialization. To measure the trade cost be-
tween different markets more accurately, we use retailing prices of 174 commodities in 165 Chinese major cities, in-
cluding both industrial and consumer goods, for the first time, to construct the index of market integration from the mi-
cro dimension of “commodity—city—time”, and combine the index with China’s Industrial Enterprises Database. The
empirical results show that, firstly, market integration can effectively improve vertical specialization. By comparing
with different market segments, it is found that industrial market integration plays a more significant role in specializa-
tion, since the production processes are more dependent on the industrial market. Considering the heterogeneity of the
enterprises, the vertical specialization of foreign—funded enterprises is the most obvious, while the sensitivity of the
state—owned enterprises is low. The conclusions remain robust after considering the factors such as intermediate de-
mand, import and endogeneity. This paper documents a position correlation between market integration and production

specialization on the theoretical level.

Governance and New Towns: The City Construction Fever
Pursuing Short-term Growth and Its Consequences
Peng Chong and Lu Ming
The construction of China’s new towns reflects a development mode that targets shori—term growth. This paper
finds that the turnover of local government leaders is a trigger of new town construction in areas with an outflowing
population as well as in small- and medium-sized cities. Young local leaders are more radical in the construction of

new towns. The construction of new towns has been widely used to curb economic downturns, especially since 2008.
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