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China’s Over-capacity and Measures for Capacity Utilization
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Abstract: Since the Financial Crisis, structural problems during China’s economic development become
more and more obvious, as foreign demand for Chinese products keeps anemic and China’s economic growth rate
slows down. Especially, some industries are faced with the risk of over-capacity. This paper reviews main
measures on capacity utilization in literature and focuses on studies on the reason for China’s over-capacity and its
influence. We find that: first, estimates based on production function and data envelopment analysis are not
comparable, as they provide different definition on production efficiency. Estimates based on production function
are more close to the definition of capacity utilization; second, China’s industrial capacity utilization rates are
closely related to economic fluctuation. What’s more, institutional and structural factors also have effect on it.
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