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Analysis of the Principle and Measures on Solving Overcapacity Through Market Mechanism
LIU Jie-jiao', WANG Zhen’
(1. Institute of Industrial Economy of CASS, Beijing, 100836, China;
2. Department of industrial economics, Graduate school of CASS, Beijing, 102488, China)

Abstract ; Overcapacity is a serious contradictions and problems in the development of China. Scientific analy-
sis of the formation mechanism of overcapacity is the basis of solving overcapacity effectively. Using the microeco-
nomics theory and institutional economics,we try to find the formation mechanism and control measures of China’s
overcapacity from microscopic mechanism. Continuing to promote solving overcapacity in the iron and steel , coal in-
dustry by the rule of market and law was claimed in the Central Economic Working Conference ,2017. In order to get
through work ,we need to find the market mechanism and conditions to solve overcapacity, combining theory and
practice and find how to build Long-acting mechanism to solve overcapacity through market. The article combines
the concept,principle and analysis about overcapacity in economics,reveals the inner relationship between govern-
ment inappropriate intervention and overcapacity ,analyzes market mechanisms that regulate and solve overcapacity
by itself,and put protection measures of solving overcapacity forward.

There are few special economics theories about overcapacity. But some theories can be used to explain and
solve the overcapacity problem,such as market equilibrium , the optimal cost and government intervention, etc. In the
perspective of the microeconomic , overcapacity is a kind of market equilibrium deviation because of some harmful
human factors or government guidance outside market. Overcapacity is rooted in the government’s improper interven-
tion that weakened the independent adjustment mechanism of the market. All kinds of market structure have their
own way to solve the overcapacity problems. Monopoly and oligopoly market lead to shortages rather than overcapaci-
ty. Neither overcapacity nor shortages will exist in completely competitive market. Monopoly competition market will
lead to overcapacity but not long and serious.

It is the basic thought in economics theory that overcapacity can be solved in effective market by consolidating
the market dominance function. But it is not to say that government intervention is not important. To some extent,
there are some limitation both in the market mechanism and the government intervention,and they cannot solve the
overcapacity problem respectively. That market solving overcapacity needs a gradual development and corresponding
institutional guarantee. Improper government intervention and regulation should be solved in the process of solving
the overcapacity problem. The government’s responsibility is to create a fair competition environment for all kinds of
market entities, solve scarce resource allocation and negative externalities problem, correct the defects of market
mechanism, set behavior and constraints for market entities, and contain the causes of deviation from equilibrium
state. There is a complementary relationship between market and government in solving overcapacity. That solving
overcapacity needs the action from both market mechanism and government intervention. Government should protect
the normal operation of the market mechanism. We can’t restore and strengthen the independent adjustment ability of
market,and can’t ensure the stable and effective operation of market mechanism without government’ efforts. To
solve the current problem of overcapacity, it is necessary to build enterprise behavior boundaries and constraints , and
make full use of the independent regulation of the market. Also,we should pay more attention to reducing market en-
try and exit barriers, realizing the internalization of external costs,and competitive allocation of immobile factors. The
local government subsidies and environmental regulation should not become tools to protect the local enterprises. On
the contrary,they should be the institutional guarantee to protect the market function in keeping the supply and de-
mand balance.

Key Words : overcapacity ; market mechanism ; government role ; economic policy
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