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Is the Automotive market in China experiencing a downturn or is it just maturing 
and reshaping? 

 
Ongoing structural changes in China automotive market call for the urgent need to deeply understand and an-
ticipate trends that will affect the market in the near future, with dramatic implications on supply chains. The 
mere observation of new vehicles production and sales data cannot provide a comprehensive market outlook. 
Carmakers and auto part suppliers’ business strategies must be adopted based on holistic perspectives and 
thorough considerations.  
 

China is the largest automotive consumer and manufacturer in the world, with 2018 vehicles production and sales ac-
counting for about 27.8 and 28.1 million units, respectively. China's auto market has so far maintained a balance between 
sales, inventory and production.  

In 2018 the auto market contracted for the first time since 1990s, with production and sales decreasing by 4.2% and 
2.8%, respectively (Exhibit 1). However, considering new and second-hand vehicles, total sales in China were close to 41.9 
million units, an average 4.2% annual growth since 2016. The increase of total automotive demand by 1.5% from 2017 to 
2018 confirms that Chinese overall automotive demand is still growing (Exhibit 2).  

This information is confidential and prepared by In3act for internal use: it is not to be relied on by any 3rd party without In3act prior written consent. 

China new vehicles production declined in 2018 by 4,2%, 
more than new vehicles sales (-2,7%), very likely due to 
previous year overproduction
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Exhibit 1 

In 2018 China's 

automotive mar-

ket growth con-

tracted for the 

first time since 

1990s. 

Recent decline dynamics in China automotive industry sales and production volumes must be analyzed also comparing 
apparent end-of-year vehicles stocks, which seemed to have peaked in 2017 due to heavy Government incentives (e.g. 
revocation of purchase tax credit on small engine vehicles, the latter introduced in mid-2015 and expired in late 2017), 
thus making the decline in sales less severe than production.  

Beijing, March 2019 
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Exhibit 2 

This information is confidential and prepared by In3act for internal use: it is not to be relied on by any 3rd party without In3act prior written consent. 
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China new vehicles sales declined in 2018 by about 
2,8%, although total volume of new+used vehicles 
increased by 1,5%

Source: CAAM, In3act analysis
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The phasing out of purchase tax cuts on smaller car models in 2018 as well as restrictions in obtaining licenses in big cities 
had an impact on the operations of automakers operating in lower-end segments. Sales of internal combustion engine 
small/medium passenger cars and SUVs were hit the most. Manufacturers of luxury sedans and New Energy Vehicles 
(NEVs) have been holding up.  

Heavily subsidized by the Chinese government, NEV production and sales in China amounted to 1,269,000 (5% of total 
vehicle output) and 1,256,000 units respectively in 2018 (Exhibit 3). Average YoY NEV growth over the last 5 years 
reached more than 160%. 

Exhibit 3 
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Emerging trends and other factors such as changing consumer behavior and attitudes toward cars are contributing to 
China’s automotive market transformation. 

Chinese buyers’ sentiment towards second-hand passenger cars is improving. Used car sales in China currently account 
for about 50% of total sales of new vehicles – though far below levels in countries like the United States and Germany – 
suggesting that there is room for further sales growth in this segment in the future. 

The second-hand vehicle market in China has grown steadily in the last three years (CAGR 2016-18 > 15%, +11,5% 2018 
vs 2017), adding more than 1.4 million units to 2018’s base, thus offsetting the nearly 800,000 units loss in new car sales 
(Exhibit 2). Commercial vehicle (trucks + buses) production reached about 4,280,000 units, an increase of 1.7% from a 
year earlier. Sales amounted to around 4,368,000 units, reflecting a growth of 5.1%. Truck sales and production grew by 
7% and 3%, respectively. 
 
Purchases of second-hand vehicles had until recently been moderate in China, while in most mature auto markets they 
usually outpace by far those of new ones. Reasons for that mainly originate from buyers mistrusting a vehicle’s history 
with previous owners and safety concerns. Moreover, local governments in China had long tended not to favor the sec-
ond-hand auto market. Many even forbade the sale of used vehicles between provinces to ensure full support to local 
manufacturers and dealerships to boost local GDP figures. However, better value and the opportunity to upgrade to a 
better model or brand for the same price seem to have eventually convinced car buyers to take into account used cars.  

NEV market continues experiencing high momentum thanks to policy support and growing consumer acceptance. With 
the objective of boosting the domestic NEV sector, China Government issued ad hoc policies to address new sales targets. 
Carmakers now need to amass credits for NEVs equivalent to 10% of annual sales by 2019. This quota will be increased to 
12% by 2020. Under these rules, manufacturers will receive credits for NEVs including plug-in hybrids and fully electric 
cars that can be transferred or traded. Companies with annual sales volumes in China above 30,000 units will need to 
comply with the targets. Despite Chinese regulators efforts to encourage consumers to go electric, demand for tradi-
tional fuel powered cars will not fade away in the short term. 

China booming ride-hailing industry is already worth USD 30 billion, more than the rest of the world combined. DiDi 
Chuxing is the dominant player, accounting for 90% of trips. The platform manages over 30 million trips per day and 
serves over 550 million users. With such an impressive outreach, ride-hailing services may also have an impact on next 
generation consumers’ decision over purchasing a car. 

Exhibit 4 

In 2017-2018 auto im-

port volume decreased 

by 12.2%, while sales 

value of imported auto 

increased dramatically 

by 75.3%. This dynam-

ics highlight a premi-

umization trend in Chi-

na automotive market. 
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China's passenger car import and export volumes are minor compared to its consumption and production base. China's 
sales of imported cars (equal to 5% of domestic sales) rebounded swiftly in 2018, while import volumes declined, sug-
gesting increasing demand for high-end and luxury cars. Exports continue seeing double-digit growth, yet accounting for 
only 4% of domestic production (Exhibit 4). 

Conclusions: a structural shift is happening in China auto market. An accurate analysis requires reading the automotive 
sector sales and production slowdown in China within the context of an evolving and reshaping automotive market, 
where important structural changes are afoot after years of outsize growth: China’s car buyers are becoming more de-
manding and sophisticated; more consumers see used cars as a good alternative to new ones to upgrade to premium 
models; electric vehicles gain in popularity pushed by government incentives, especially in restricted license plates 
cities. These and other market trends are dramatically transforming China’s auto industry.   
 

Recent economic growth slackening is partly responsible for restraining demand for passenger vehicles, which is in turn 
accountable for the slight decline in sales of new vehicles. To counteract the headwinds, the Chinese Government is tak-
ing measures to encourage car sales and soften the downtrend. State Council’s New measures to spur residential con-
sumption, released in September 2018, underscored the need to spur car purchases as well. In January 2019 the National 
Development and Reform Commission (NDRC) unveiled a stimulus package including allowing local governments to subsi-
dize rural truck and NEV purchases. Several automakers like FAW-Volkswagen, SAIC-Volkswagen and Changan Oushang 
are already offering discounts in China's vast rural areas to boost demand for passenger cars. Amid growing trade ten-
sions, Chinese Government confirmed the commitment to improve market access for foreign automakers by scrapping 
ownership limits in JVs with domestic players by 2022. Tesla started the construction of a fully owned Gigafactory there-
after. BMW has recently become the first foreign automaker to take a majority stake in a Chinese venture. 
So far as Chinese economic growth slowdown is affecting domestic consumption of vehicles, it would be too simplistic 
to view in it the sole cause for the retreat.  

According to emerging evidence arisen in 2018, it seems premature to call for a crisis of the China’s automotive indus-
try. China’s number of vehicles per capita grew faster than GDP per capita in 2015-2018, albeit with about 240 vehicles 
per 1000 people in 2018 vs 118 in 2015 (Exhibit 5) vehicle ownership per capita rate in China is still far behind that in ma-
ture automotive markets close to saturation, e.g. United States and Italy (821 and 706 respectively, in 2015). Chinese ve-
hicle population growth could however slow down at some point if no new technologies and/or stimulus are introduced, 
as it is happening to accelerate market transformation. Hence, decline of new vehicle production and sales in 2018 must 
be analyzed within the context of a rapidly evolving market. 

Exhibit 5 

China’s number 
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Emerging macro-trends discussed above can be summarized as follows: 
 

• Overall new vehicle production and sales volume declined in 2018. 
• High-end/luxury cars imports are growing following a premiumization trend. 
• Used vehicles are gaining trust among consumers and sales booming accordingly. 
• NEV production and sales continue growing astonishingly, boosted by Government subsidies and incentives. 
• Flourishing domestic ride hailing services reduce the need to buy a car.  

 
The above dynamics suggest that the market has undertaken maturation and transformation paths driven by social 
and economic factors, top-down policies and new technology drivers. Meeting needs and tastes of new generation driv-
ers will be crucial to achieve success in China’s rapidly changing automotive market. 
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