Homework 1 EE363, Chinese Economy
Comments on Beijing, Shanghai, Shenzhen’s Car Plate Policies
Chinese regions adopts different methods in fighting pollution and to reduce congestion. Hence, the process leaves some advantages and disadvantages that lead to an analysis.
Advantages
1. In Beijing:
· The government, in response can reduce amount of new vehicle on the road
· Encourage people to use more of the public transport
· People can drive their cars on particular days and use public transport the other days
· Reduce net emission of CO2 emission from vehicles
· People do not need to pay much money on bidding the car plate
· Encourage more people to use EV vehicles as more quotas allocation is based on EV.
2. In Shanghai:
· The Shanghai government can collect more revenue from the car plate auction due to the high demand of car plates, the car plate price is almost as high as the price of the vehicle
· Due to the low chance of successful bidding, only small cars could successfully be driven, thus, congestion and CO2 emission can be reduced.
· The difficulties in obtaining the car plates encourages citizen to use public transport more.
· Second hand car seller satisfied with their sales as price of the car plate price is guaranteed.
3. In Shenzhen:
· The government could easily obtain revenue from bidder if they do not prefer lottery system
· People can use lottery plate if they could wait and bidding plate for the plates if they want
· Cheap average bidding price comparing to Shanghai and more chance of winning comparing to Beijing model
· Shenzhen could reduce consumer waiting list as the both options are available
 (
ID:
Name
)

Disadvantage



· In Beijing, the rich citizen might own at least two cars per person, creating excess cars possession
· In Beijing, people might need to bear more of the burden since they might need to wait longer time. time is costly for lottery system model.














Analysis
· 
Lottery system could create corruption caused by results manipulation and create economics rent.
· [bookmark: _GoBack]In Shanghai and Shenzhen, due to the lower chance of successful bidding, it creates excess waiting list
· It could create economics rent from the second hand markets, thus, encourage people to use old secondhand car that generate negative externalities.
· Car plates could become luxury good that worth more than the car itself.
· In Shenzhen, the price might keep increasing as high as Shanghai if the demand for car plate is high
· Both Beijing and Shenzhen induce millions of waiting applicants as the chance of winning is low, hence, people are unsatisfied.
· Even CO2 Emission from Vehicle is lower, however, the overall emission is really high which show little progress by using such policies

According to the Pros and Cons analysis over the policies by various regions in china, we can analyze the mechanism and the drawbacks of such policies. For instant, we can see that the Beijing model is likely to be causing more burden to the people comparing to the model from Shanghai. In addition, people who demand for private car might experience enormous spending on 2 cars minimum per person in order to drive freely throughout the week according to odd-even rule. Moreover, the policies reduce the car consumption but induce black market and might trigger negative externality including corruption and other markets failures that might lead the car market in Beijing to fail. As a result, the policy does not fully solve the issue, thus, increase more burden to car consumers. In addition, the model might cause the applicant to be one of the custom that people should apply for license plate even without necessary.
In contrast, in shanghai, beside the strict bidding policy that cause the price of the car plate to be as high as luxury good, people does not need to bear the burden the risk of owning more than 2 cars that reduce the congestion problem. In my opinion, the Shanghai model is more efficient comparing to the Beijing’s model. In addition, it could solve the corruption that the Beijing model caused. However, the Shanghai model also create huge demand in the second hand car market as car plate is becoming a luxury good under Auction model in shanghai. Thus, old car that produce high CO2 emission could still circulate in the city. Under Shanghai model, more distortion is fallen on the consumer while the government could enjoy excess profit from the revenue as successful bidder only account for 10.75% and the average bidding price was 91,700RMB that’s almost as high as the car price.
In my view, the Shenzhen model should be the efficient model comparing to Shanghai and Beijing. The citizen could freely choose their preferences. Thus, the welfare is decided by the player. In addition, the auction chance of winning is higher than in Beijing (0.2%>0.03%). However, the allocation each year in Shenzhen is relatively low, indicating the high demand of the car plates. Thus, the government might need to put more effort in controlling the supply of the License plate. People who do not want to wait can choose other alternatives including used cars in the second market that could be priced higher than usual.
