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Effects of Market Segmentation on Firm’s Markup ; Evidence

from Chinese Manufacturing Firms
LI Xiao-ping'> CHEN Kan'
(1. Business School, Central South University ,Changsha,Hunan,410083, China;

2. Institute of Metal Resources Strategy, Central South University , Changsha, Hunan 410083, China)
Abstract: The influence of market segmentation on economic development has long been a consensus. However, it is urgent
to study the mechanism through which market segmentation affects economic growth and the extent to which market
segmentation affects economic growth from the micro-level , which actually is of great significance to understand the effects of
market segmentation on economic growth. The paper explores the effect of market segmentation on firm’s markup from micro-
level perspective.

Based on Chinese industrial enterprises database and Chinese statistical yearbook, we use De Locker’s (2011 )
structural method and the relative price variance method to estimate the markup of Chinese manufacturing firms and the
market segmentation degree of 29 provinces from 1998 to 2008. We attempt to answer the following three key questions:
what’s the relationship between markup and market segmentation in China? Whether this effect is different due to the
heterogeneity of regions,industries, and firms? How does market segmentation affect firm’s markup? On the basis, this paper
may have two contributions to related research. On the one hand,to extend the research field of the micro-impact of market
segmentation. On the other hand,to enrich the research on the influencing factors of firm’s markup.

The empirical results show that:firstly, market segmentation has uncertain influence on firms’ markup,which is determined
by the negative TFP effect and the positive competition effect. Secondly, market segmentation affects firm’s markup varying from
industry heterogeneity,firm heterogeneity and regional heterogeneity ,which means that the effect of market segmentation on firm’s
markup has heterogeneity because of different characteristics,including factor intensities , profits ,ownerships and regions. Thirdly,
market segmentation has both significant positive effect on the markup of state-owned firms and non-state-owned firms,while the
markup of state-owned firms is significantly higher than that of non-state-owned firms. At the same time, compared with high-
profits firms and capital-intensities firms , the positive relationship between market segmentation and markup is significantly higher
in high-profits firms and capital-intensities firms. However, market segmentation has negative effect on firms’ markup in the
southeastern region. Market integration can bring more benefits to the firms in developed regions. The effect is positive in the
southeastern region. Market segmentation can provide protection to the firms in undeveloped regions. Finally ,the effect mechanism
shows that positive competition effect is greater than negative TFP effect. Market segmentation declines the degree of competition
and TFP,and it causes damage to both firms and public welfare.

To test the robustness of empirical results above, we consider following tests: lag variable regression, instrumental
variable regression and representative variable regression. All robustness tests indicate that there is no substantial change in
both the value and significance for main variables,and our findings are robust.

This study reveals the micro mechanism of market segmentation influencing firm’s markup and compares the different
degree of such effect among heterogeneous industries as well as heterogeneous firms. This paper explores the important
significance in understanding the effect of market segmentation on regional economy, which provides references for policy
making to break the existing domestic market segmentation, like improving the achievements view and market system.

Also, there are promising avenues for further research related. Firstly,the relative price variance method can’t compute
the degree of market segmentation from industry perspective. Secondly,how does market segmentation affect firm’s markup?
This paper only finds the TFP effect and competition effect, this field requires further research. Thirdly,regarding the micro-
impact of market segmentation,in addition to firm’s markup, there are many factors that can be discussed,such as enterprise
performance , strategy and so on. Finally, some macroeconomic policies like fiscal and monetary factors need to be considered
in the influencing factor of firm’s markup.
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