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Empirical Study on Fiscal Decentralization
and Regional Market Segmentation

LIU Xiao-yong, LI Zhen
(School of Economics, Shandong University, Jinan 250100, China)

Abstract: The effect of fiscal decentralization on domestic market inte-
gration is still an open issue to empirical study. Firstly, this paper measures
378 province-to-province market segmentation degree using regional RPIL
Then, this paper uses Chinese provincial panel data from 1986-2005 to study
the effects of fiscal decentralization, economic decentralization, opening,
FDI, relative wealth, government relative scale, and extra-budgetary ex-
penditure proportion of budgetary expenditure, and geographic distance on
market segmentation. We focus on the effect of fiscal decentralization. This
paper finds that fiscal decentralization especially revenue decentralization
strengthens market segmentation, but economic decentralization enhances
domestic market integration. Besides this, this paper also finds that FDI, o-
pening, government relative scale, and extra-budgetary expenditure propor-
tion of budgetary expenditure deteriorate market segmentation, but impro-
ving of relative wealth can enhance domestic market integration.

Key words: fiscal decentralization; economic decentralization; market
segmentation (FTHE%® F M)
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