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Intermediate Product Market, the Costs of Domestic Trade,

and the Coordinated Development of Regional Economies

Duan Yuwan Fang Xuan Chen Binkai Wu Lixue

Abstract: To create a new development paradigm, it is essential to establish a unified national market that pro-
motes robust economic growth and facilitates harmonized regional economic development. This paper establishes a
multi-regional and multi-sectoral quantitative spatial model that includes cross—sectoral production networks and
structurally estimates interprovincial production and consumption trade costs in China, quantitatively analysing their
impacts on China’s total factor productivity (TFP), real incomes and interregional income disparities. From the com-
modity trade cost perspective, it further explores the economic and welfare implications of constructing a large, nation-
wide unified market and its main impediments, and proposes a novel formula for decomposing changes in real incomes
at the regional level by thoroughly analysing the channels through which trade costs influence the regional economy.
The results indicate that the costs of interregional trade have led to substantial efficiency losses. Overall, China’s inter-
regional trade costs trended downward between 2007 and 2012 and between 2012 and 2017, effectively promoting
China’s real income growth and reducing regional income disparities. In particular, when the declines are of equal
magnitude, the reduction in production trade costs yield a more significant economic benefit than the reduction in con-
sumption trade costs. Unlike the latter, the former promotes regional economic growth and effectively mitigates region-
al income disparities. Cross—regional labour mobility also plays a vital role in the economic impact of trade costs. The
paper concludes by emphasizing that the establishment of a unified domestic market and the removal of barriers to do-
mestic interregional trade and factor flow can significantly contribute to sustainable economic growth and coordinated
regional economic development.

Key words : production-side trade cost; quantitative spatial model; regional income gap
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