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Institutional Characteristics and Policy Adjustment of Excess
Capacity in China
LIU Cheng (National Acedemy of Economic Strategy, CASS)

Abstract: Capacity expansion has drawn wide attention, but there are also many
ambiguities. This paper reviews all kinds of literature on the causes of excess
capacity--macroeconomy, corporate behavior, and market failure. It is found
that these literatures can not explain the excess of production capacity in China
exceeding other countries, the environmental standards are artificially depressed,
influx of enterprises, and other special phenomena. Further analysis found that
the local government perspective can better explain these special phenomena of
overcapacity in China and the special institutional causes that make China’s excess
capacity. According to the policy analysis, the existing "de-capacity" policy has
adopted the industrial policy, financial subsidies and administrative orders mainly
based on the market failure hypothesis, deviating from the Chinese characteristics
and failing to achieve the fundamental effect of resolving production capacity.
Therefore, we should make targeted policy adjustments from the incentives of
local officials and channels of marketization.
Keywords: Excess Capacity, Institutional Characteristics, Local Government,
Policy Adjustment
JEL: D04, D25

On Certain lusses of Zombie Enterprise
CHEN Hua (The People’s Bank Of China)

LIU Yangshu (Xiamen University)
CHEN Rong (The People’s Bank Of China)

Abstract: There is no unified and authoritative way to identify zombie enterprises.
In General, the common feature of the “zombie enterprise” is the continued
sluggishness of production and operation of enterprises, the high financing risk
of enterprises, and the strong dependence on the outside of enterprises. Many
theoretical models explain the formation of “zombie enterprise” from the micro
behavior of banks. This paper first defines the definition of “zombie enterprise”
from a macro level and estimates the scale of the “zombie enterprise” in China’s
listed companies based on the universal characteristics of “zombie enterprise.”

The results show that the scale of the “zombie enterprise” in the listed
companies in the traditional industries such as the mining industry, transportation
industry, agriculture, forestry, animal husbandry and fishery, wholesale and
retail trade, manufacturing industry, accommodation and catering industry
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occupy a higher proportion. From the perspective of provinces, some resource-

based provinces and central and western provinces have a high proportion of
“zombie enterprises” , both above 10%. Finally, this paper studies Japan’s

disposal of “zombie enterprises” experience and puts forward some policy

suggestions on disposal of “zombie enterprises” in our country.

Keywords: Zombie Enterprise, Standard, Financial Institution, Listed

Company
JEL: D24, L11

A Comparative Analysis of Financial Leverage and De-Leverage
HE Jianyong, CAO Sujuan (China Construction Bank)

Abstract: Financial leverage is the expansion process of the banking balance
sheet, and is also the process of credit expansion and money launching of
the entire financial system. Macroeconomic indicators such as the ratio of
money to GDP, the gap between credit and GDP and the added value of the
financial industry are commonly used. Capital adequacy ratio And leverage
and other micro-indicators to measure and characterize. This study shows that
macroscopically, China’s financial leverage has gradually risen since 2008,
surpassing that of the world’s major economies and has dropped slightly
in 2017 but is still at a relatively high level. At the micro-level, excluding
external financing, bank capital adequacy ratio and leverage rate also showed
a downward trend, especially for small and medium banks. From the logic
and mechanism analysis, in recent years, the financial industry mainly uses
the means of “interbank deposit + non-credit assets” and “off-balance
sheet wealth management + outsourcing investment” to add leverage and
thus leads to the increase of term mismatch and credit sank, and other issues.
Regulatory authorities seized a good time window for economic growth.
From the institutional mechanisms, the palliatives and the root causes, the
multi-pronged approach was taken to promote financial de-leveraging. The
basic logic is that the monetary tightening and regulatory oversight have been
implemented. In effect, the substantial contraction in interbank business and
wealth management from peers led to a noticeable slowdown in the expansion
of assets and liabilities, resulting in a gradual slowdown of M2 and credit
growth at the macro level and the gradual progress of financial deleveraging.
Keywords: Financial Leverage, Financial Risk, Banking Industry

JEL: G18, G21
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