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Market Segmentation and Currency Undervaluation

ZENG Li-fei

(Institute of Financial Studies s Fudan University s, Shanghai 200433, China)

Abstract: This paper investigates the linkage between pricing to market
behavior and equilibrium exchange rates based on market segmentation. This
paper analyzes monopoly firms’ optimal supply decision based on microeco-
nomic mechanism of pricing.Due to market segmentation and pricing strate-
gies of monopoly firms based on demands of different markets, producer
will price high-tech product higher in developing countries than developed
countries because developing countries have less demand than developed
countries, which will lead to price discrimination. Furthermore, we prolong
Balassa-Samuelson Effect model by introducing the structure of pricing, and
find that besides relative labor productivity, price discrimination caused by
market segmentation and market heterogeneity is an important factor lead to
developing country’s currency undervaluation relative to developed country.
At last we empirically analyze the exchange rate between Renminbi and
U. S. dollar, and find that Chinese national income per person plays a differ-
ent part in exchange rate before and after 1994.

Key words: Balassa-Samuelson effect; price discrimination; undervalua-

tion; market segmentation
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