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Abstract - The paper focuses on Chinese state capitalism with respect to the situation in the automotive sector. The paper is 
divided into two basic parts. The first section looks into the system of state capitalism, examining and defining its main 
systemic elements. Based on this, the paper provides definition of state-capitalist system that is valid for Chinese economy, 
thus serving as a framework for the following part of the paper. The second part of the paper then analyses automotive sector 
as one of the key elements of the national economy. It focuses on Chinese automotive sector and the government 
interventions as indicators of state capitalism. Consequently, the paper evaluates the efficiency of the automotive industry in 
China and respective government interventions.  
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I. INTRODUCTION 
 
This paper examines China's approach to the 
automotive sector. It aims to analyse how the Chinese 
government influences the industry and how it 
supports domestic car makers, using the initial 
paradigm of state capitalism. The paper is divided 
into two fundamental logical parts. The first part 
deals with the institutional framework of the Chinese 
economy. It defines the system of state capitalism as 
well as basic pillars of the system to serve as a 
fundamental paradigm for the second part of the 
paper. 

 
In the next part, the paper focuses specifically on the 
automotive sector which is an important pillar of any 
national economy. It focuses on the Chinese state-
capitalist approaches within the sector. The paper 
shows a fundamental protectionist institutional setting 
in the industry and further examines various inherent 
and systemic state subsidies to domestic car-
manufacturers. Consequently, the paper analyses the 
influence of such government interventions on the 
efficiency of the whole industry.  
 
II. STATE CAPITALISM IN CHINA 

 
Given the complexity of today's world economy, it 
can be said that no economy works without state 
interventions. As Bremmer [1] points out, economies 
are moving on a spectrum from utopian communism, 
represented by a total command economy, to utopian 
libertarianism, without any state interventions in the 
market mechanism. Both extreme cases are very 
unusual today. However, we can still clearly judge 
Chinese and British economic systems to be different 
from one another in terms of state interventions. This 
is where the term state capitalism comes into play, 
especially after the 2008 financial crisis [2]. 
According to certain authors, state capitalism might 
even constitute the biggest challenge for market 
economies [3]. Bremmer [1] defines state capitalism 

as a system where the state is using the market for 
political gains, thus emphasising the political factors. 
Others [4] prioritise the economic aspects of state 
capitalism, defining it as a system of a state support 
of selected enterprises and state influence on the 
economy. While universally accepted definition is yet 
to be created, state capitalism clearly differs from the 
prevalent mixed market economy mainly because of 
the extent of state interventions in the market 
mechanism of the economy. For the purposes of this 
paper, a combination of political and economic 
elements is used to provide the basic definition of the 
system. State capitalism can thus be defined as a 
system in which the state significantly interferes with 
the economy (market) to pursue government 
objectives defined by the government; the market 
only plays a subordinate role in this system while the 
state (government) goal has the priority [5]. As we 
see from this definition, if the state is a dominant 
actor in the economy playing a key role in market 
coordination, the system can be classified as state 
capitalism. 1  A key factor is the extent of state 
interventions to affect the domestic economy [8]. 
Therefore, in the state-capitalist economies, the 
government is able to pursue defined goals regardless 
of the market, whereas in the market economies, the 
government has only partial and often indirect 
instruments available to influence the economy, as 
Fergusson [9] points out. Furthermore, it appears that 
state capitalism is often applied in countries with 
reduced government fluctuations, thus ensuring a 
longer continuity of the state's goal and allowing 
state-capitalist countries to set long-term goals for 
which the country's resources are then used. 
Naturally, it is also important to factor in the size of 
the economy. A large economy, such as China, will 
have a higher incentive to protectionist or other 
measures to support domestic producers compared, 

                                                        
1 Given the length of the paper, it is not possible to look deeply 

at the differences between state capitalism and capitalism. More 
about this topic for example, Jiránková, Žamberský [6] or 
Bejkovský [7]. 
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for example, with a small Czech economy dependent 
on the international division of labour. While the 
universal list of state-capitalist countries is yet to be 
agreed, the list often includes above all China, 
Russia, Saudi Arabia [and other Gulf countries], 
Brazil but may include other examples such as India 
or Singapore [1], [3], [6] [9].  

 
For all these states, certain similar elements can be 
identified, enabling to at least briefly describe the 
fundamental tools and pillars of the state-capitalist 
economies. Consequently, it is possible to analyse the 
behaviour of a state in such system. 

 
To the most typical instrument of governments 
implementing state capitalism belong the presence of 
state oil (and other natural resources) companies and 
related raw-materials nationalism. We can identify 
this case for instance in China, Russia and the Gulf 
economies. Given the current development of global 
economy, it is expected that the demand for these 
resources will grow and the introduction of 
alternative fuels will not change this trend in the 
foreseeable future. Energy and raw materials sectors 
are considered as strategic in many countries, 
naturally leading to an increased state control. In the 
system of state capitalism, however, the state is 
typically the sole owner of most companies in the 
sector. As a result, the governments of these states 
can use the resources of these companies to fulfil 
their goals. These goals can be quite diverse. For 
instance, to maintain the price level in the domestic 
economy, influence world prices or acquire strategic 
raw material reserves abroad which is the case of 
China and its investment in Africa or in the nearby 
Asian countries related but not limited to rare-earths 
[10], [11].  
 
Preferred conglomerates (alternatively called 
"national champions") create another pillar of the 
system of state capitalism. The unavoidable link 
between large companies and the state, which, at least 
on a personal basis, may be found in many countries, 
is shifted to a different level in the system of state 
capitalism. Large corporations can be directly state-
owned, as is the case in China with its state-owned 
enterprises (hereinafter referred to as SOEs) that 
concurrently belong to the largest companies in the 
world [12]. The state may also have only a partial 
share in these national champions or these companies 
may be wholly private. However, a common element 
is always a significant state support, but also a certain 
degree of obedience of such companies to state 
decisions as well as close contacts with the 
government. The state creates a favourable 
environment for these companies, helps them to 
expand their business in other countries and 
introduces regulations in their favour [1]. On the 
other hand, these companies may contribute to 
employment in a given country or participate in 

government projects.2 It is disputable whether these 
companies aim solely at economic targets as they 
tend to cooperate with the government [13]. 

 
The remaining two pillars of state capitalism concern 
the financial security of the entire system, being the 
system of state banks and sovereign funds. State-
owned banks are often neglected in literature as a 
pillar of state capitalism, however state-owned banks 
are often used as a channel for financing SOEs 
regardless of economic efficiency [14]. The 
allocation of capital by state-owned banks is 
influenced by state objectives and interests. 
Furthermore, these banks may finance the foreign 
expansion of national champions and provide capital 
to government-selected projects, possibly regardless 
of market criteria. That is why state banks are an 
important pillar of state capitalism. For example, in 
China, Russia and the Gulf economies, state-owned 
banks constitute the dominant part of the banking 
sector [15]. The sovereign funds then manage their 
wealth according to the country's needs. These 
entities are currently very important actors in 
international financial and capital markets. Compared 
to private funds, they are subject to decisions of the 
sole owner – the state. Thus, market criteria may not 
always be crucial in their decision making. The 
advantage of these entities is that they operate outside 
the country's budget framework. Their sources can be 
used for strategic investments both at home and 
abroad. These funds are shareholders of leading US 
or European companies nowadays, but their specific 
portfolio or investment strategies are often kept secret 
or very little information is available. 
 
To conclude, state capitalism is a system in which the 
state plays the most important role in the economy, 
controls raw material companies, supports selected 
private enterprises or SOEs in exchange for a 
cooperation with them. Financing of this system is 
provided by state-owned banks that can prioritize 
state targets over economic efficiency when deciding 
on capital allocation. For strategic investments in 
international financial markets, state-controlled 
sovereign funds are then often used. 

 
The following section then analyses if and how the 
Chinese government uses the systemic framework to 
promote domestic automotive industry.  
 
III. CHINESE AUTOMOTIVE SECTOR 
 
The automotive industry is certainly one of the 
underlying pillars of the manufacturing sector in 
many industrialized countries. The global production 
of cars provides employment to around 9 million 

                                                        
2  Russian Evraz or AvtoVAZ, Brasilian Vale and Chinese 

Lenovo, Huawei and Geely might be good examples of national 
champions that are at least partly privately owned. 
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people, which is 5% of the total manufacturing sector 
workforce. According to estimates, this number will 
increase to 50 million if we factor in the workforce 
employed at automotive suppliers. One example 
which relates to all, China's car manufacturing 
directly employs 1.6 million workers [16]. 
Furthermore, this sector of economy is closely linked 
to a number of other industries. The production of 
cars and their operation consumes nearly half of 
rubber produced, a quarter of glass produced and 
about 15% of steel produced worldwide. It is due to 
the complexity of the car production process that the 
automobile industry is so beneficial to national 
economy as it ensures jobs for workforce, attracts 
other related industries and generally brings the latest 
technology. From the above, it is evident that it is in 
the interest of any national government to promote 
domestic automotive industry. However, unlike 
governments in the market economies, the Chinese 
government possesses much broader variety of tools 
for such support. The importance of automotive 
sector is confirmed by its status as a ‘pillar industry’ 
in Chinese government plans since 1980s.  
Perhaps the strongest support for domestic 
automotive enterprises stems from the protectionist 
measures limiting market access of foreign 
competitors. Foreign car makers are obliged to form a 
joint-venture (hereinafter referred to as JV) with a 
Chinese partner and their stake in the JV may not 
exceed 50 percent. Furthermore, every foreign 
investor in the industry may not set up more than two 
JVs; must set up R&D base with a minimum 
investment of 500 million RMB in China while the 
government retains the right to investigate whether 
R&D indeed takes place in China; must manufacture 
the cars from at least 40 % of China-made parts and 
provide extensive know-how to the Chinese partners 
[17]. Since imported cars are subject to a 25 % import 
duty, foreign car makers are forced to accept these 
conditions. This clearly indicates the difference 
between large market (or a large economy 
respectively) and a small market (or a small economy 
respectively) since car makers would never accept 
these conditions in a country with smaller domestic 
market. This further contributes to the Chinese state 
capitalist approaches since there is not enough 
pressure on the government to liberalise.  
China indeed succeeded in a rapid development of 
domestic car market as almost 30 percent of the 
world car production is produced there, being more 
than in the next three biggest car producers 
combined. Concurrently, China is the world’s biggest 
car market [16]. This certainly constitutes a 
significant achievement compared to the situation in 
1980s when the sector was virtually non-existent. 
However, this achievement should not conceal the 
fact that even such successful sector is under a direct 
government influence striving to fulfil promulgated 
government goal of its global competitiveness [18]. 
Out of the 10 biggest car makers by their annual sales 

in 2015, only 2 are private entities. Others are either 
centrally controlled SOEs or locally controlled SOEs 
with locally owned SOE Shanghai-based SAIC 
topping the list [19]. This means that state support for 
domestic car-manufacturers constitutes mostly state 
support aimed at SOEs in the sector. Chinese SOEs 
are under a direct control of the State-owned Assets 
Supervision and Administration Commission of the 
State Council (hereinafter referred to as SASAC), 
which, in turn, is directly controlled by the central 
government. According to government guidelines 
related to SOEs, state ownership should be 
strengthened and enhanced especially in strategic 
industries and defined key industries that include the 
automotive sector [20].  
Therefore, it is not surprising that the government 
introduces regulations in favour of domestic car 
makers. Apart from the protectionist entry barriers 
and know-how transfer which enabled Chinese 
domestic car makers to develop at such rapid pace 
since the 1980s, there are many other more or less 
hidden subsidies and preferences of the domestic 
companies in the industry.  
In 2009, China introduced a stimulation bonus of 3 
thousand RMB for buyers of new cars. China was 
clearly not the only country introducing this measure, 
but the stipulated engine condition of maximum 
volume of 1.6 litre favoured domestic producers. JVs 
with foreign stake usually tend to produce high-level 
cars with bigger engine volumes. That means that the 
subsidy was mostly applicable only for domestic car 
brands. To counter slowing demand for new cars, this 
measure has been re-introduced in 2015, with the 
same restriction [21]. 
A support of domestic car makers in developing new 
energy vehicles is inherent to The Energy Saving and 
New Energy Vehicle Development Plan that includes 
100 billion RMB for the stipulated purpose. Chinese 
automotive SOEs are primary recipients of this 
subsidy because the plan stipulates that only battery 
hybrid vehicles, being the domain of Chinese 
manufacturers, are eligible. Foreign car makers, on 
the other hand, rather use plug-in hybrid system, thus 
not being eligible for the subsidy. Moreover, foreign 
car makers are subject to protectionist measures 
related to import of such vehicles to China [22]. 
Government pressure in this area has recently 
intensified with a discussed plan stating that new 
energy vehicles must constitute at least 8 % of all 
vehicles sold by a specific car manufacturer from 
2018. Given the subsidies for domestic companies, 
this target would be unattainable for foreign car 
makers practically making them subsidise domestic 
manufacturers directly through a proposed system of 
paid credit compensation [23]. 
Government regulation of at least 50 % government 
service vehicles in any government entity to be made 
by domestic car makers constitutes yet another 
example of inherent government support. 
Furthermore, local governments devise other means 
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of local production promotion, such as direct 
financial subsidy of 7000 RMB upon buying a new 
locally-made vehicle introduced by the city of 
Changchun [24]. 
Another government benefits towards domestic car-
manufacturing SOEs include subsidies in energy and 
other key input prices. The prices of industrial 
electricity, water and other materials in China reach 
only 30-50 % of average world prices, making these 
resources cheaper than in many developing countries 
[25]. Long-term energy deals of local government 
and local automotive plants are negotiated behind 
closed door and often without utilisation of market 
forces. Furthermore, Chinese automotive SOEs also 
receive various research grants, tax holidays and 
incentives for which foreign companies are not 
eligible [17]. Preferable banking loans from state-
owned banks to SOEs not based on market criteria 
and risk assessment are a chronic problem of Chinese 
economy. Therefore, it is possible to assume that 
similar practises can be found in the automotive 
sector adding another form of hidden subsidy to 
domestic car-manufacturing SOEs.  

 
According to Wall Street Journal, this multi-
dimensional support for domestic car manufacturers 
was around 5 billion RMB annually in 2015 [24]. All 
in all, it is difficult to calculate the exact amount of 
subsidies in the context of the Chinese state-capitalist 
economy where market elements may be subject to 
other considerations. However, state assistance for 
domestic SOEs in the automotive industry has 
negative effects on the overall efficiency of the 
sector.  
This is evident if we focus on the number of car-
manufacturing plants in China. In 2015, there were 
around 170 such plants, which is by far more than 
there should be in comparison to developed countries 
even given the size of the market [24]. Such 
fragmentation is very inefficient, however is still 
sustained due to protectionism of local governments 
that want to profit from the employment, economic 
growth and other positive effects of the local plant. 
This situation clearly indicates that economic 
efficiency is not always the priority in a state-
capitalist system. Such allocation of resources also 
contributes to significant overproduction of the whole 
sector. Given the reduced role of market allocation of 
resources, this is a problem in many Chinese 
industries including automotive where certain sources 
estimate the overproduction reaching 8 million cars in 
2015 [25].  
Due to various state assistance, it is also more 
difficult for Chinese car makers as a whole to become 
competitive on the global markets. Despite this being 
one of the key government goals for the industry, 
Chinese auto exports have been decreasing from 1 
million cars in 2012 to 755 thousand cars in 2015 
[19]. This trend has not been stopped even by the new 
initiatives of the Chinese government, such as the 

New Silk Road Initiative launched in 2013. 
Moreover, the majority of Chinese cars are still 
exported to developing markets where the 
competition, technology standards and safety 
regulations are not as advanced. Furthermore, 
regardless of the government subsidies, the market 
share of purely Chinese-made vehicles (meaning the 
ones not made via JV cooperation with a foreign car 
maker) has been rather stagnating recently with a 
slight annual decrease from 39,6 % to 37,1 % in April 
2016 [19]. 

  
CONCLUSION 
 
This paper focused on the automotive industry in 
China and the government influence in this sector. 
The paper used the paradigm of state capitalism to 
introduce fundamental institutional framework of the 
Chinese economy. State capitalism is built on the 
fundaments of state oil or other raw material 
companies that are supported by the government in 
developing or acquiring stocks of strategic raw 
materials at home and abroad. In addition, this system 
is established on a group of preferred national 
champions. They receive benefits from state support 
but have to submit to government influence and 
targets, even if these are inconsistent with their 
economic goals. A system of state-owned banks 
generally provides the capital of the entire system and 
ensures that state decisions are implemented 
regardless of economic efficiency. Sovereign wealth 
funds operating on international financial markets are 
a typical component of state-capitalist system and 
they typically provide little or no information about 
their functioning and decision-making implying that 
their decisions might be influenced by state goals. 
Thus, the government influences the economy in such 
system significantly. The assets and resources of the 
system may be used to fulfil state-defined targets of 
non-economic nature, often called strategic targets.  
Having defined state-capitalist system, the paper 
consequently analysed the automotive industry in 
China. Given the importance of automotive industry 
in any economy, it is not surprising that the Chinese 
government wants to promote domestic car makers. 
However, unlike the governments of market 
economies, the Chinese government is using a broad 
range of tools to support them. The initial 
institutional framework difference being the fact that 
clear majority of Chinese car makers are SOEs. 
Typical for the state-capitalist system, the 
government introduces various regulations in their 
favour. Foremost, it restricts foreign access to the 
market by a compulsive foreign-domestic JV system 
requiring foreign companies to transfer know-how to 
the Chinese partners. Other mentioned ways of state 
assistance to domestic car makers include customer 
subsidies, new energy vehicles subsidies, government 
procurement, tax and research incentives, preferential 
loans and others. Such multi-dimensional support of 
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domestic car-manufacturers enabled China to become 
the biggest car producer in a very short time since 
1980s and enabled local producers to reduce the 
technology gap significantly. At the same time, 
however, deficiencies of the system are apparent. An 
insufficient reliance on the market mechanism causes 
that there are still more than 170 car plants in China, 
creating a significant economic inefficiency and 
overproduction. Because of the limited competition 
and secured cooperation with foreign partners, 
domestic automotive SOEs find it difficult to become 
worldwide leaders in innovation, and thus so far fail 
to make the final step towards the government goal of 
their global competitiveness. Their stagnating market 
share in China and rapidly decreasing export indicate 
that this final step might not be possible without a 
higher efficiency, higher reliance on market 
allocation of resources and higher liberalisation of the 
sector.  

 
REFERENCES 

 
[1] I. Bremmer, “The end of the free market: who wins the war 

between states and corporations?,” New York: Portfolio, 
2010. 

[2] C. Crouch, “The strange non-death of neo-liberalism,” 
Cambridge: Polity, 2011. 

[3] Ch. Mcnally, “The Challenge of Refurbished State 
Capitalism: Implications for the Global Political Economic 
Order,” 

[4] A. F. Musacchio, and S. G. Lazzarini, “Reinventing state 
capitalism: Leviathan in business, Brazil and beyond,” 
Cambridge: Harvard University Press, 2014. 

[5] J. Bejkovský, “The Importance of State Ownership in the 
Chinese Economy,” Scientia et Societas, vol. 12, no. 5, pp. 
23-35, 2016. 

[6] M. Jiránková, and P. Žamberský, “Role státu v ekonomice a 
státní kapitalismus. Případ Singapuru,” Acta Oeconomica 
Pragensia, online, no. 2, pp. 17-32, 2014.  

[7] J. Bejkovský, “Chinese Economic System: Market Economy 
or State Capitalism?,” Praha, 2016. 

[8] P. D. Aligica, and V. Tarko, “State capitalism and the rent-
seeking conjecture,” Constitutional Political Economy, vol. 
23, no. 4, pp. 357-379, 2012. 

[9] J. Kurlantzick, “State capitalism: how the return of statism is 
transforming the world,”. Oxford University Press, ed. 1, 
2016. ISBN 978-0-199-38570-6. 

[10] L. Bell, “China's Rare Earth Metals Monopoly Needn't Put 
An Electronics Stranglehold On America,” Forbes, online, 
2014. 

[11] S. Shah, “Chinese-Pakistani Project Tries to Overcome 
Jihadists, Droughts and Doubts,” The Wall Street Journal, 
online, 2016. 

[12] S. Cendrowski, “China's Global 500 companies are bigger 
than ever — and mostly state-owned,” Fortune, online, 2015. 

[13] L. Kadlecová, “Huawei: A Threat To National Security?,” E-
international Relations, online. 

[14] H. Yin, J. Yang, and J. Mehran, “An empirical study of bank 
efficiency in China after WTO accession,” Global Finance 
Journal, online, vol. 24, no. 2, pp. 153-170, 2013. 

[15] B. M. S. Sillah, I. Khokhar, and M. N. Khan, “The 
Performance of Saudi Banking Industry 2000-2011: Have the 
Banks Distinguished Themselves from One Another?,” 
International Journal of Financial Research, online, vol. 5, no. 
2, 2014.  

[16] OICA, International Organization of Motor Vehicle 
Manufacturers, 2015. 

[17] U. C. Haley, and G. T. Haley, “Subsidies to Chinese industry: 
State capitalism, business strategy, and trade policy,” New 
York: Oxford University Press, 2013. 

[18] KPMG, “China's new automotive policy,” KPMG Research, 
online, 2004. Available 
at: http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesP
ublications/Documents/China-new-automotive-policy-
200406.pdf. 

[19] CAAM, China Association of Automobile Manufacturers, 
online, 2016. Available at: http://www.caam.org.cn. 

[20]  国资委:国有经济应保持对7个行业的绝对控制力. In: 中

国网: China.com.cn [online]. Beijing: 中国互联网新闻中心, 
2006.  

[21] Bloomberg, “China to Plan Rural Subsidies That Cover 
Passenger Cars,” Bloomberg: News, online, 2015. 

[22] European Union Chamber of Commerce in China, 
“Automotive Position Paper 2015/2016,” European Union 
Chamber of Commerce in China: European Business in 
China Position Paper, online, 2015. Available at: 
http://www.europeanchamber.com.cn/en/publications-
archive/348/Automotive_Position_Paper_2015_2016. 

[23] http://www.euro.cz/byznys/cina-planuje-nesplnitelne-kvoty-
8-procent-elektromobilu-1326448 

[24] The Wall Street Journal, “Subsidies Stoke China's Domestic 
Car Makers: Local and Central Governments Provided $700 
Million to Local Brands Last Year,” The Wall Street Journal, 
online, 2015.  

[25] The European Union Chamber of Commerce in China, 
“Overcapacity in China: An Impediment to the Party’s 
Reform Agenda.” The European Union Chamber of 
Commerce in China, online, 2016.  

 
 
 
 
 
 
 
 
 
 
 
 

 


