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Demand-Side Subsidy, Market Growth and Technological Change .

Evidence from China’s Electric Vehicle Market
GUO Xiaodan, BING Xinyu, PU Guangyu
(Dongbei University of Finance and Economics, 116025)

Abstract: As an important policy to promote the development of emerging industries, government subsidies
often have dual objectives; to promote market growth and to motivate technological progress in these industries
which can then enter the track of sound and sustainable development sooner. In order to achieve the above
goals, the financial subsidies for China’s emerging industries are mainly invested in industrial manufacturers and
related scientific research institutions, but in the electric vehicle industry, they directly go to the consumer side
in the form of car purchase subsidies. Then what is the effect of such demand-side subsidies? Based on monthly
passenger car sales data and the data of charging stations built of more than 200 cities in China from 2013 to
2019, this paper studies the impact of demand-side subsidy on market promotion and technological innovation of
the electric vehicle market. From the perspective of economic mechanism, both demand-side subsidy and
supply-side subsidy can increase the market share and promote technological innovation. In terms of real-life
effect, demand-side subsidies contributed about 30% of the market share growth of electric vehicles, while the
two subsidy adjustment policies in January 2017 and March 2019 reduced the market share by about 79% and
15% respectively, and the technological innovation level was also sensitive to subsidies. In general, in the
early stage of emerging industries, market demand and technological innovation respond significantly to demand-
side subsidies. Subsidies and their adjustments basically achieve the policy goal of promoting market expansion
and technological upgrading. The subsidy adjustments have significant impacts on the market, and the
infrastructure subsidy cannot effectively replace the demand-side subsidy. In the future, promotion policies for
emerging industries should focus on improving products’ cost performance and market recognition by encouraging
innovation, properly handling the substitution relationship between demand-side subsidy and infrastructure
subsidy, and scientifically designing subsidy modes, standards and paths.

Keywords : Demand-Side Subsidy, Electric Vehicle, Subsidy Decline, Market Growth, Technological Innovation
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