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Has Local Financial Development Promoted the Integration of Capital

Factor Markets? Based on the Quasi-natural Experiment of City
Commercial Bank

21



Capital factor market integration is an important element of establishing a large national unified
market and an important support for promoting a large domestic cycle. Using the establishment of
city commercial banks as a natural experiment, this paper systematically examines the impact of the
development of local finance on capital factor market integration using the stagger Difference-in-
Differences method based on the data of Chinese prefecture-level cities and the database of Chinese
industrial enterprises from 1998-2013. The study shows that the establishment of city commercial
banks significantly promotes capital factor market integration, and the above findings remain robust
in a series of robustness tests. Analysis of the impact mechanism suggests that the establishment of
city commercial banks promotes market consolidation in capital factors by fostering competition in
the banking sector, while government intervention can reduce the positive effects of competition in
the banking sector to a certain extent. Further analysis of the off-site expansion and mergers of city
commercial banks shows that the off-site entry of city commercial banks will promote the
integration of capital factor markets, but the expansion of the number of off-site branches of city
commercial banks will hinder the integration of capital factor markets, while mergers of city
commercial banks does not play a significant role in promoting the integration of capital factor
markets. These findings will provide theoretical basis and intuitive evidence for how to optimize the
local financial system in China to promote capital factor market integration.

Keywords: City Commercial Banks, Capital Factor Market Segmentation, Stagger Difference-in-
Differences
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