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Inter—Regional Market Segmentation in China: An Empirical Study

Based on Natural Experiment

Ma Caoyuan Li Tingrui Sun Siyang

Abstract: Based on "the Law of One Price", we construct a natural experiment using the spatial adjacency

among boundaries of administrative division in China, in which the institutional segmentation of commodity markets

among division is effectively identified by isolating frictional barriers in cross—regional trade. It was showed that

provincial boundaries were flanked by significant segmentation effects, whereas no such effects for prefectural bound-

aries, which means such segmentation basically lies in the former. Further decomposition reveals the institutional

segmentation and frictional barriers dropped dramatically from 2001 to 2015, and the current inconsistency of the

cross—regional price fluctuation was mainly caused by frictional factors.

Key words : market segmentation; natural experiment; spatial adjacency
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