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Market Production Substituting for Home Production:

A Study on Consumer Services Based on Big Data

ZHONG Yuejun (East China Normal University, 200062)
LU Ming (Shanghai Jiao Tong University, 200030)
XI Xican (Fudan University, 200433)
WANG Fengyan (Alibaba Research Institute, 200062)
Summary: Market production substituting for home production is an important perspective in contemporary
macroeconomics for studying economic growth, fluctuations, and structural transformation. The degree of
substitution varies, which is one of the main reasons for the differences in working hours and labor
productivity across regions. Some studies have shown that household production time is mostly used for
producing services. Therefore, the development of the service sector promotes the market-oriented
substitution of market production for home production. At the same time, urban economics emphasizes the
match between specialized production and consumption. The development of market services as a substitute
for home production precisely reflects the deepening division of labor in urban economics. However, there
is a lack of empirical evidence on the market-home substitution effect and the differences in substitution
effects among cities. More importantly, if we want to start from the mechanism of market production’s
substitution for home production and use structural models to estimate the effects of urban structural
transformation, we need corresponding parsimonious estimation to reveal the relevant parameters of the
substitution.

As per capita GDP increases, households will choose services available in the market over household
production. This will lead to an increase in individual working hours and employment in the service sector,
thereby accelerating structural transformation. International experience has shown that after an economy
reaches the high-income level, consumption contributes increasingly to economic growth. However,
compared to other countries in the same development stage, Chinese economy has long been characterized

by relative consumption deficiency. Research suggests that this deficiency is related to a series of
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institutional factors in the production factor market. However, few studies have paid attention to the

increasing importance of service consumption for consumption growth as China’s economy enters a new
development stage. Service consumption reflects the market production’s substitution for home production.
Furthermore, it is important to note that people tend to perceive consumption and production as opposites,
considering consumption merely as “expenditure” rather than accumulation, thereby overlooking the role of
consumption in enhancing labor productivity.

Cities, especially large cities, are conducive to promoting consumption, particularly the consumption
of better-quality and diverse services. Among them, cities promote the development of consumer services by
substituting home production with market production, but there is a lack of direct evidence for this in
existing research. Compared to rural areas or towns, cities have a higher population density and a bigger
market size, which helps reduce travel distances and costs required to access services. This increases
household demand for services available in the market, substituting for home production. At the same time,
market services substituting for home production can save the household production time for other market
activities, facilitating the deepening of social division of labor between households and the market and
promoting economic development. Existing literature seldom discusses the substitution effects of market
services for home production and their impact on household choices and the development of the service
sector from the perspective of city scale and convenience in obtaining goods.

To fill in this gap, this paper use the COVID-19 pandemic as an exogenous shock to examine the
market-home production substitution effect from the perspectives of city scale and convenience in obtaining
goods, and discusses the impact of cities on the development of the service sector, particularly service
consumption. This paper provides parameter estimates for the substitution of market production for home
production and offers a new perspective for understanding the relationship between cities of different scales
and the service sector. Another challenge facing the market-home production substitution effect
measurement is the lack of direct data. In this paper, the consumption of tools needed for home production
is used as a measure of changes in home production behavior. The more home production activities, the
higher the quantity of tools needed. In other words, during the pandemic, as people hunkered down in their
homes and reduced contact with others, the consumption of market services by households suddenly faced
unexpected exogenous constraints. As a result, market services with a strong market-home production
substitution effect are replaced by home production, leading to a faster increase in the household
consumption of related tools. Compared to small and medium-sized cities, large cities have a higher
population density and easier access to service goods, thus making it easier for market services to substitute
for home production. It can be inferred that the market-home production substitution effect in large cities
was more significantly impacted by the pandemic, resulting in a faster growth in the purchase of tools
needed for home production.
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