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China’s Industrial Policy and Excess Capacity
in the Transition Period: An Empirical Study
Based on the Panel Data of Manufacturing

1,2
Cheng Junjie
(1.Regional Development Center of Economics s Jiangsu Provincial Academy of Social
Sciences s Nanjing 210013, China ;2.Yangtze River Delta Economics and Social
Development Research Center , Nanjing University s Nanjing 210093, China)

Abstract: Industrial policy is the important factor leading to excess capacity in the
transition period. Based on the panel data of manufacturing from 1999 to 2011, this paper
empirically shows the significantly negative effect of industrial policy on capacity utilization
and different impacts of policy tools on excess capacity: firstly, the reduction in tax burden
results in the decrease in capacity utilization and these two are significantly positively cor-
related with each other; secondly, trade protection is positively correlated with capacity u-
tilization, and the enhancement of trade protection gives rise to the rise in capacity utiliza-
tion in the short term; thirdly, there is a significantly negative relationship between inno-
vation subsidies and capacity utilization, and government subsidies play a negative role in
innovation efficiency. Furthermore, with higher proportion of small businesses, state-
owned enterprises and low industry technology, industrial policy is more likely to cause ex-
cess capacity. Therefore, it provides policy enlightenment that industrial policy in China
needs to be transformed into competitive policy in order to effectively solve and avoid ex-
cess capacity.

Key words: industrial policy; excess capacity; capacity utilization; transmission
mechanism; policy tool
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