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Summary: Transport infrastructure construction is an important policy instrument in regional economic development. The
large-scale construction of transportation infrastructure has been an important part of China’s economic miracle. Many
studies show that transportation infrastructure connectivity can improve urban economic development in general but its
impact on peripheral cities is not examined. Analyzing the impact of transportation connectivity on peripheral cities will not
only reduce the decision-making bias caused by heterogeneity among central and peripheral cities but it will also help us to
understand the mechanism through which transportation infrastructure connectivity affects inter—ity relations. This insight
will improve the quality of regional policies.

Chinas national highway network ranks first in the world and provides a basis for evaluating the effect of highway
connections on manufacturing industries in peripheral cities. We use markup and productivity to measure firm development
and take markup dispersion and productivity dispersion as indicators of allocation efficiency. Based on the dual dimensions
of firm development and interHfirm relations we use the productivity premium as the breakthrough point to open the black
box of markup and clarify the relationship between markup productivity and resource allocation efficiency. Finally we
prove that improving highway connectivity has a positive effect on manufacturing industries in peripheral cities.

Our major findings are as follows. First highway connections can enhance markup through cost and price channels
simultaneously. Specifically highway connections in peripheral cities can lead to a productivity premium for the
manufacturing industry as the cost channel of the markup increase is effective. At the same time highway connections
have a positive effect on markup conditional on productivity indicating that the price channel also contributes to the
markup increase. Second highway connections can reduce productivity dispersion by improving productivity and markup
dispersion shows the same trend as productivity dispersion indicating that allocation efficiency is also improved. Third the
effect of highway connections is heterogeneous with respect to industrial characteristics and city location. Non-state-owned
enterprises low competition industries low technology industries and transport-dependent industries have obvious
allocation efficiency responses to highway connections.

The main contributions of our study are as follows. First we construct a unified framework by combining productivity
markup and allocation efficiency which integrates both firm development and inter<{irm relations and uses the framework
to identify the effect of highway connections on manufacturing industries in peripheral cities without any assumptions about
productivity and markup distributions. Second we reveal the black box of markup based on the productivity premium in
the absence of price and cost data; hence the mechanism through which highway connectivity affects manufacturing
industrial markup can be identified as the cost and price channels. Third we evaluate the effect of highway connections on
allocation efficiency in peripheral cities based on productivity dispersion and markup dispersion and additionally analyze
the heterogeneity of the effects with respect to industrial characteristics and city location. This extends the policy
implications for allocation efficiency optimization.

Keywords: Highway Connectivity; Manufacturing Industry in Peripheral Cities; Markup; Total Factor Productivity;
Resource Allocation Efficiency
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