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China’s Internal Circulation Potential, Short Board and Welfare

Based on the Reservation Price and Supply—Demand Matching Perspectives
HE Zuo-yu, GAO Chong-yang, LI Jing-zi

(School of Business Administration, Zhongnan University of Economics and Law, Wuhan 430073, China)

Abstract:  Based on the translog expenditure function, this paper constructs an evaluation system for internal
circulation. Then this paper estimates a key parameter of this translog model and reservation price of Chinese importers by using
China customs data. Moreover, we calculate the domestic trade costs between enterprises through big data mining. In addition,
we estimate internal circulation potential, short boards and welfare at the micro level for the first time. It is found that internal
circulation potential is more than 60% over the period 2000—2014. Basic manufacturing industry and intra provincial
circulation will occupy the dominant position. In terms of short board and its decomposition, short board with unreasonable
industrial layout is the main source of obstruction to internal circulation. Besides, the short board with lack technology or
resources accounts for a low proportion for the whole short boards. However, the rate of short board with lack of technology or
resources is increasing. For the primary product industry, its internal circulation potential is the lowest, and its short board with
unreasonable industrial layout and short board with high domestic production costs are the most obvious. For the high-tech
manufacturing industry, quality mismatched short board and short board with lack technology or resources are the most
prominent. The estimated supply-side gap and surplus are both large, but both show an obvious downward trend, which
indicates that China’s supply-side reform has achieved remarkable results. If China takes internal circulation, the welfare of
domestic demanders will be improved in the case of optimal matching. However, the welfare improvement is decreasing with the
lapse of time. This paper provides a new theoretical support and empirical basis for the implementation of the export to domestic
sales strategy and the realization path of building the new development paradigm.

Keywords: internal circulation; economic welfare; reservation price; trade costs between enterprises; supply-
demand matching
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