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Abstract: Since the reform and opening-up, China relied on its abundant resource endowment and advantages in cheap
labor to deeply participate in the global production division led by developed countries, promoting the rapid expansion
of the equipment manufacturing industry. However, participating in global production division of labor in this way has
locked China's equipment manufacturing industry in the low-end link of the global value chain. How to break through
the low-end lock in the value chain and accelerate the transition to the mid and high end is a key issue that urgently
needs to be addressed for China's equipment manufacturing industry to achieve high-quality development. Against the
backdrop of unprecedented changes in a century, China put forward a new development pattern of “domestic circulation
as the mainstay, and domestic and international dual circulation promoting each other” based on the situation. By
stimulating domestic demand, new impetus has been injected into promoting high-quality development of the Chinese
economy. Based on this, this paper investigates how domestic circulation influences value chain upgrading in the
equipment manufacturing industry. From a value-added decomposition perspective, the study constructs indicators to
measure domestic circulation, domestic and international value chains, and overall value chain status. Using
inter-provincial input-output data, the empirical analysis finds that domestic circulation significantly enhances domestic
value chain upgrading but hinders the upgrading of international and overall value chains. Robustness checks, including
variable substitutions and instrumental variable methods, confirm the reliability of these findings. The results suggest
that to achieve comprehensive value chain upgrading, enterprises should strengthen their domestic advantages while
integrating into global networks. Policymakers should prioritize innovation, balance domestic and international
development, and ensure smooth international circulation. This study offers theoretical insights and practical policy
implications for enhancing China’s equipment manufacturing value chain.
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sca -0.000 -0.017*** 0.025*** -0.001 0.016 0.025*** 0.011
(0.000) (0.005) (0.006) (0.007) (0.07) (0.006) (0.023)
rd 0.003*** -0.017*** -0.059** -0.069***  -0.071 -0.059** -0.077
(0.001) (0.005) (0.023) (0.015) (0.213) (0.023) (0.205)
Constant 0.662*** 0.009** 0.372*** 7.610*** 0.352***  (.372*** 0.380***
(0.003) (0.00438) (0.091) (0.04) (0.132) (0.091) (0.098)
Kleibergen-Paap rk LM 10.223
Cragg-Donald Wald F 8.964
Observations 1980 1980 1980 1980 1980 1980 1980
Industry FE Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes
R-squared 0.959 0.898 0.892 0.901 0.886 0.891
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