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Demand-Induced Innovation :

Evidence from the Chinese Household Appliance Industry
LYU Tie, HUANG Ya-na

(Institute of Industrial Economics of Chinese Academy of Social Sciences,Beijing, 100006, China)
Abstract ; Although the theory of Demand-induced Innovation has been widely accepted, there is little empirical research on
the causality between consumer demand and enterprise innovation. A series of exogenous institutional shocks such as China’s
social system reforms and market economic reforms in the 1990s prompted China’s rapid economic development,the increase
in per capita income and the differentiation between rich and poor,which led to a structural upgrade of consumer demand.
This process of development provides an excellent natural experiment for empirical testing of demand-induced innovation
theory. This paper use Chinese Urban Household Income and Expenditure Survey to construct the market size of household
appliance , and matched the market size with relevant sectors from China Annual Survey of Industrial Firms,then establish a
causal relation between changes in household appliance market size and innovation activities of corresponding enterprises
from 1996 to 2009.

According to the empirical results,China’s home appliance industry’s market size contributes significantly to corporate
innovation. Furthermore , the level of industrial development is closely related to corporate innovation. As a company grows
and expands, corporate innovation is highly dependent on market size, proving that continuous innovation is the basis of a
competitive market,while as a company satiates and contracts , market size’s gains eroding motivation to innovate. Finally, the
degree of monopoly has a significant impact on corporate innovation. In an industry in a competitive market phase,the higher
the degree of market monopoly,the less conducive to innovation. Conversely ,when an industry is in a relatively fixed period
of market saturation,the concentration of resources due to monopoly is conducive to innovation.

Through the mechanism discussion, this paper also finds that market demand has both lagging and forward-looking
effects on enterprise innovation in its discussion of mechanisms. Market demand in the past significantly enhances the
innovation input in the current period, while the foreseeable market demand in the future effectively promotes both an
increase in innovation input and a prompting of new product development, which results in increased innovation output.
Additionally, state-owned enterprises play an important role in innovation in China’s home appliance industry given the
industry’s development background, and the government’s industrial support policy and the market’s “invisible hand”
complement one another. Finally, foreign demand also affects the development of domestic appliance companies to a certain
extent.

This paper is one of the few empirical studies on “demand-induced innovation” using micro data. In China and abroad ,
there are few similar studies, and it is a breakthrough academic contribution to verify the role of demand in guiding
innovation from the perspective of a large country like China. Second, this study aims to assess the effect mechanism of
“demand-induced innovation” in terms of the industrial development stage, market concentration, governmental role, and
external demand shocks,and derives a thorough conclusion on the microscopic impact mechanism using rigorous and reliable
basic evidence. Additionally, this paper provides some empirical evidence for China’s innovation support policy, which can
be used as a solid basis for practice.
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