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*2 BEREIFER
Variable (1) (2) (3) 4)
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Defining the Optimal Space of China Industrial Policy——Subsidy Effect,
Competition Compatible and Overcapacity Solution

HUANG Xian-hai, SONG Xue-yin, ZHU Zhu-jun
(School of Economics of Zhejiang University, Hangzhou 310027, China)

Abstract:  After the worldwide disputation about “East Asia miracle” in the mid —-1990s, the new

phenomenon overcapacity of strategic emerging industries in China now attracts widespread attention to the
government intervention policy once again. China industrial policy seems to fall into the circular path “stimulation—
extension—elimination— stimulation”. Based on the extended “2x2” Bertrand model, this paper found the theoretical
mechanism through which subsidy policy show different results just because it’s different implementation methods.
Subsidy policy can gets more incentive effects of innovation if it implemented in a competitive way, but when the
degree of market competition surpass a certain limit, ongoing subsidies would reduce the sensitivity of enterprises to
the industry competition pressure, and cause the risk of “production only in order to obtain subsidies” and
overcapacity. The core conclusion of this article is that there exists the “optimal space” for industrial policy which
based on industry characteristics. If industrial policy deviate more from the optimal space, the policy effect would
expected to be inefficient. Based on these insights, we propose a high operational and systematic optimization
framework for optimizing the Chinese industrial policy.

Key Words: industrial policy; subsidy effect; strategic emerging industry; overcapacity

JEL Classification: H25 152 153

(AL, %)

69





