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Can market mechanism alleviate overcapacity?

From the corporate governance perspective
HE Xiaogang' CHEN Jinling' LUO gi* WANG Zili'

(1. Institute of Industrial Economics Jiangxi University of Finance and Economics Nanchang 330013  China;
2. School of Economics Jinan University Guangzhou 510632 China)

Abstract: Market reform provides a long-term mechanism to resolve excess capacity. This article explores a new market—
based mechanism to solve overcapacity from the perspective of corporate governance. The study finds that a well-designed
corporate governance structure can effectively reduce information asymmetry improve the efficiency of enterprise investment
and decision-making and effectively alleviate overcapacity by reducing investment errors and improving resource allocation
efficiency. Further this paper uses survey data from the World Bank of 11 211 enterprises in 120 prefecture level cities of
China to investigate the impact of corporate governance on capacity utilization and verify the theoretical mechanism. The
empirical research finds that: (1) The market-oriented governance mechanisms such as decentralization salary incentive and
management turnover are conducive to improving capacity utilization. This conclusion remains robust after using instrumental
variables to alleviate endogeneity and eliminating a series of factors that may interfere with the estimation results. (2) The
effect of improving capacity utilization is mainly achieved through two methods of promoting market expansion and increasing
innovation. ( 3) In non-state-owned enterprises enterprises with weak government-enterprise relations and low-market—
oriented areas the effect of corporate governance in resolving overcapacity is more prominent. The research in this article
shows that strengthening corporate governance through market-oriented mechanisms can effectively alleviate overcapacity. The
research conclusions provide policy inspiration for China to further promote market reform and high-quality growth.

Key words: market-oriented mechanism; corporate governance; capacity utilization; decentralized decision-making;

high—quality growth



