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Home Bias, Inter-provincial Barrier and Effect of Industrial

Policies; An Empirical Analysis of Car Market in China
XING Weibo (The Academy of China Open Economy Studies UIBE, 100029 )
ZHANG Kang ( University of International Business and Economics, 100029 )
SHI Guang ( Development Research Center of the State Council, 100010)
YUE Yang ( Xiamen University, 361005)
Summary: An open and orderly competitive market system is of great importance for forming a national unified
market. As one of the pillar industries in China, the automobile industry has an extremely long industrial chain
and may have a huge effect on the production, employment and tax revenue of various regions. Its development
is of great significance for China’s internal economic circulation. After the initial remission of the coronavirus
epidemic, many governments have successively formulated industrial policies to stimulate local automobile
consumption, hoping to promote the resumption of work and production by supporting automobile enterprises.
Although these policies are beneficial for encouraging local automobile consumption, they may discriminate
against foreign automobile products and constitute invisible trade barriers, and thus impede the flow of products
and factors between regions. This study analyzes China’s passenger car market and explores the home bias in
each regional automobile market. The degree of inter-regional market segmentation and the impact of relevant
automobile industry policies are also evaluated.
The study used the annual license registration data of domestic passenger cars in China from 2009 to 2013
and constructed an empirical model based on the model of Obstfeld and Rogoff (2000). We used the model to

investigate whether passenger car sales had home bias in the production headquarters. The result of baseline
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regression model shows that car enterprises’ market share in their home province was 27 percentage higher than

their non-local competitors, but it declined slightly over the sample period, suggesting that China’s efforts to
eliminate segmentation in the car market are of great effect. According to the results of heterogeneity analysis,
private and joint venture passenger vehicle enterprises have a higher degree of home bias than state-owned and
foreign enterprises. Meanwhile, enterprises affiliated to large groups are more inclined to the local market. No
matter where the passenger vehicle enterprises are headquartered, they face a certain degree of home bias.
Furtherly, we used a trade gravity model to identify the border effect of passenger cars and found obvious inter-
provincial barriers. After controlling the variable of administrative boundary, the study found obvious regional
barriers in inter-provincial automobile trade. Fortunately, the border effect is relatively small and has declined
significantly over the years, which means the car market has become more integrated. Thanks to favorable
industrial policies, the automobile industry has ended the days of insufficient supply and ushered in an era of
large-scale development, but it invisibly discriminates against non-local automobile products and constitutes
invisible trade barriers. We used a difference-in-difference model and PSM-DID method to evaluate the impacts
of the supporting policies issued by provincial governments and found that they increased the local market share
to a certain extent and enhanced the home bias.

To boost internal economic circulation, the government should focus on building a complete and unified
automobile market. What's more, it should make more efforts in developing a more integrated domestic
passenger car market and changing the market allocation mechanism while encouraging the survival of the
fittest. From the perspective of policy guidance, the central government should introduce policies to promote the
integration of the passenger car market, which may encourage local governments to reduce protections for local
passenger car enterprises. Meanwhile, the entry threshold of non-local passenger car enterprises should be
canceled, and local enterprises should be encouraged to invest in and set up factories in other provinces. As to
financial incentives, the central government should provide subsidies to enterprises in active operation across
provinces, which may stimulate the marketability of passenger car enterprises. And the most important is to give
full play to the regulation and mainstay role of state-owned passenger car enterprises in the market integration.

The future research directions are as follows. Since 2015, China’s automobile market has undergone great
changes. To meet the carbon peaking and carbon neutrality goals, China’s hybrid automobile industry has grown
rapidly, and now become the largest in the world. But the rapid development of hybrid vehicles may inevitably
lead to market competition and protectionism. What’s more, China’s automobile industry and its sales or supply
chains have experienced significant fluctuations due to COVID —19. A further study on the external impact and
evolution trend should be conducted. Finally, a more complex general equilibrium model including consumers,
producers and governments can be constructed to analyze the local bias in the automobile industry and the home
bias effect of the industrial policies.

Keywords: Passenger Car, Home Bias, Market Segmentation, Industrial Policies
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