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ABSTRACT

Government Behavior, Market Integration, and
Industrial Agglomeration in China

To understand the regional economic development
in China is an important angle to view Chinese econ-
omy. However, most of the existing literatures
study related issues without forming a coherent eco-
nomic logic that help wholly understanding China’s
regional economic development. The aim of this
book is to find such an economic logic on the basis of
existing literatures and our own studies on China’s
regional disparity and local government behavior. In
this logic, we will discuss four topics that are seem-
ingly independent in existing literatures: (1) The
trend of market integration and its causes; (2) In-
dustrial agglomeration; (3) Economic development
and regional income gap; (4) Fiscal decentraliza-
tion, local government behavior, local protectionism

and market segmentation.

1. Economic Logic of Regional Economic Develop-
ment in China
Before 1949 when the People’s Republic of China



was established, geographical and natural condi-
tions had played an important role in China’s region-
al economic development. Industry was mainly de-
veloped in China’s coastal areas and industry-cen-
tered cities that located in North-eastern China and
North China. Throughout the 30 years from 1949 to
1978, especially after the socialist transformation in
1956, when China was under central planning, the
industrial base in pre-1949 China still had effect on
regional economic development pattern. Meanwhile,
in planned economy era, the central government im-
plemented a series of industry development strate-
gies in inner provinces aiming at regional develop-
ment balance and national safety, which dispersed
the industrial pattern before China’s reform and o-
pening up. The industrial pattern during the initial
period of China’s reform and opening up was
formed by the joint effects of geographical and
natural factors as well as the political factors

during the planned economy period.



Since China’s reform and opening up, the
core factor that influenced regional economic de-
velopment pattern has been industrial agglomera-
tion, which was formed under the trend of market
integration. Following this, we can establish an
economic logic, so that the form and the change of
China’s regional economic development pattern can
be understood. This economic logic can be stated as
3 parts:

(1) Industrial Agglomeration and Regional
Disparity under the Trend of Market Integration

In the initial period of China’s reform and
opening up, although, as a whole, the industrial
map still reflected better geographical and natu-
ral conditions in coastal areas, however, the in-
terregional equalizing industry development policy
during planned economy era, and even the industri-
al pattern before the establishment of PRC had
deep effects on the industrial pattern (Chapter 5

in this book). Since China’s reform and opening



