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This paper takes advantage of the automaker-intermediary matching data to provide evidence on the

economics underlying the linkages among domestic producers and export intermediaries. Predictions
from the model show that this regulation benefited automakers and made intermediaries worse off.

In 2007, China implemented a policy requiring automobile producers to
distribute through at most three trade intermediaries and list their intermediaries on a registry.
Motivated by the registration requirements and granularity in the order sizes handled by most
intermediaries, this paper develops a model to describe the matches between automakers and
intermediaries.

The model shows market division arises endogenously due to the regulation. It creates inefficiencies
in matching and double marginalization. The model predictions coincide with a number of stylized

facts: a strong decline in the number of auto intermediaries, assortative matching, export price
increases for intermediaries, and substantial churning in the sets of intermediaries

registered by the automakers. Welfare analysis in terms of total profits shows that this regulation

benefitifautomakers, especially those relatively less efficient ones while intermediaries are made
worse off.
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In 2007, Chinaimplemented a regul ation requiring automakers who intend to export automobiles
the next year to register with the government. This regulation was initiated in response to the
surge in auto exporting intermediaries and increasing product quality disputes abroad. How the
regulation takes effect is not immediately obvious. Requiring business relationships to be
established before the realization of transactions may distort incentives and undermine economic
efficiency. Given the prevalence of similar registration requirementsin policy making, thereisan
urge to better understand itsimpact, especially from the perspective of firm matching efficiencies.

This research project aims to analyze the economic rationale behind the registration policy and
investigate how the structure and performance of the automobile export sector reacted to the
regulation. Doesit improve efficiency or isthere any unintended consequences? Special emphasis
will be put on examining the matching efficiencies between automakers and intermediaries given
the uniqueinformation on matches reveal ed by theregistry. Thegoal of thisresearchisto estimate
how large the effect is on the auto export industry and carry out policy counterfactuals to show
what would change without the regulation.

To understand the potential impact of regulations in the form of registration is very important.
Similar regul ations are widely used in many sectors and applied to avariety of economic activities
while little has been known about their consequences. This research tries to fill the gap by
recognizing the timing scheme of the registration policy and examining its impact on business
relationships and overall efficiency of the industry.

Thisresearch project started with describing afew stylized facts of the automobile export industry
and firm responses to the policy. An economic model of export through intermediaries was built
to rationalize policy incentives and analyze its conseguences. Unlike previous trade models,
demand will not be deterministic on marginal costs, it will be affected by a random shock
following Poisson process. This demand shock will be heterogeneous among intermediaries
according to their connectivenessin the international market. Manufacturers, when deciding who
to match with, are allowed to have Bayesian updates of intermediary qualities based on their
previous performances. The policy changes the matching behavior of firms since it requires
business relationships to be established before the realization of transactions. The model will
show market partition as aresult of policy change and matching inefficiencies as well as double
marginalization as consequences. Then, the model was simulated to obtain welfare implications.

With a well-structured model and comprehensive data available, | empirically estimated key



parameters of the model and carry out policy counterfactuals. The results showed how an industry
consolidation policy restricting the choices of manufacturers could turn out to generate market
inefficiencies and shift profitsin favor of manufacturers.

Please find the full report using the following link:
https://www.dropbox.com/s/n8nlglogh3s5at9/auto kakenhi.pdf2dI=0
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