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Monetary policy, heterogeneous enterprise and overcapacity

ZHAO Huilin', HUANG Jianzhong’
(1. Institute for Free Trade Port, SUIBE, Shanghai 201620, China;
2. International Business School, SUIBE, Shanghai 201620, China)

Abstract: Under the new economic normal background, China faces severe challenge of overcapacity, and the
relationship between monetary policy and overcapacity is neglected by the traditional monetary policy literature. This paper
innovatively introduces the financially constrained heterogeneous enterprise into the new Keynesian general equilibrium model,
and examines the impact of monetary policy on China’s overcapacity. The study finds that: (1) Monetary policy has a positive
impact on the capital utilization rate of Chinese enterprises, and the effect of monetary policy on the capital utilization rate of
private enterprises is greater than that of state-owned enterprises; (2) The mismatch of heterogeneous enterprise investment
has caused overcapacity in China, and the specific transmission mechanism is the impact of monetary policy that because of
the difference in financing constraint between private enterprise and state-owned enterprise, which will in turn affect their
investment inconsistency; ( 3) From the perspective of government welfare loss, heterogeneous enterprises with different
financial constraint are affected by monetary policy. There will be significant difference in welfare, and the introduction of
capital utilization for monetary policy rules can significantly reduce overcapacity.

Key words: monetary policy; heterogeneous enterprise; financial constraint; investment mismatch; overcapacity



