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Foreword

Providing strong dynamism for world economic growth,
economic globalization is an unstoppable and overwhelming
historical trend that promotes the flow of goods and capital,
progress of science and technology and civilization, and ex-
changes among nations. As an important dimension to eco-
nomic globalization, industrial cooperation is a key pathway to
continuous global economic recovery and common develop-
ment shared by all.

In recent years, international economic and trade landscape
has gone through profound shifts with major-country rivalry
intensifying and global industrial and supply chains reshaping
quickly. With growing concerns about their industrial competi-
tiveness and market positions, some countries and economies
have politicized economic and trade issues. Hyping the so-called
excess capacity of China, they accuse the country of flooding the
world market with Chinese capacity and have used this as an ex-
cuse to ramp up restrictions on China, stoking up protectionism.

It has been China’s belief all along that the capacity issue
requires a rounded, objective and just approach that combines
historical perspective with dialectics to address contradictions
and differences together in the spirit of openness, cooperation,
mutual benefit and win-win outcome. Invoking protection-
ism will only serve to disrupt global economic and trade order
and undermine the security and stability of global industrial
and supply chains and the sound and orderly development of
industrial cooperation, which spell long-term risks for world
economic growth.

To clarify related facts, this document is hereby published
to lay out China’s policy position on issues related to the so-
called excess capacity.

I. Global capacity and the so-called
excess capacity should be viewed in a
rounded and objective manner

A. The evolving global capacity landscape is the result
of international industrial labor division and cooperation.
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History of the evolving global capacity landscape. Since
the first industrial revolution, continuously improving produc-
tivity and deepening economic globalization have accelerated
the flow of various factors of production worldwide. As global
centers of production and demand shift among countries and
regions, industrial capacity also moves from country to coun-
try and region to region, which changes the shares of major
economies in global industrial output. In 1880, the UK’s share
in global industrial output peaked at 22.9%. Around the First
World War, the U.S. succeeded the UK as the world’s industrial
center, accounting for as much as 44.7% of the global industrial
output in 1953.

Gradual shift in the global industrial landscape after the Sec-
ond World War from a single center to multiple centers. As eco-
nomic globalization gathers pace, international division of labor
keeps deepening with several waves of global industrial transfer
first from the U.S. to Europe, then from the U.S. and Europe
to Japan, and on to East Asia and China, as well as the current
movement of some industries from China to Southeast Asia and
other regions, which has formed three regional manufacturing
centers in North America, Europe and East Asia with their man-
ufacturing value-added respectively accounting for 17%, 17%
and 38% of the global total. It is by actively integrating into
economic globalization and taking part in international labor di-
vision that China has become “‘the workshop of the world”” and
a key component of the global manufacturing network.

B. The phenomenon of excess capacity in global eco-
nomic development should be viewed objectively.

Excess capacity is a dynamic phenomenon in the market
economy. Capacity supply and demand in the world economy
goes through the dynamic cycle of “balance —imbalance —
rebalance”, without lasting capacity balance. Whether there is
surplus capacity depends on supply and demand with dynamic
adjustments in the life cycle of the industry. Supply-demand
balance is relative, while imbalance is universal. In the age
of globalization, changes in international capacity are inter-
linked with shifts in global supply and demand. In the course
of technological revolution, emerging capacity creates new
supply while old capacity becomes redundant, which leads to
temporary and structural supply-demand imbalance. With ad-
justments of the market mechanism, supply and demand will
converge towards a new equilibrium.

Given varying perspectives on the concept of excess capac-
ity, a global consensus has yet to be reached. Excess capacity
remains a subject of debate across various sectors in the ab-
sence of an official definition by major international organiza-
tions. There is no definition of excess capacity or provisions
on excess capacity in the World Trade Organization (WTO)
agreements. According to the International Monetary Fund
(IMF), excess capacity is a complex concept which should be
approached from the perspective of macroeconomic scenarios.
Economists mostly explain excess capacity from both macro
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and micro perspectives. At the macro level, excess capacity
is a phenomenon where the production capacity of the whole
industry substantially surpasses the total effective market de-
mand. At the micro level, excess capacity refers to a situation
where firms’ actual output falls short of the optimal level due to
monopolistic competition. In reality, economies are no strang-
ers to the state of excess capacity over effective demand driven
by fluctuations in economic cycles. The criteria and angles for
determining whether excess capacity exists vary greatly across
countries and sectors. Some economies attempt to impose on
others various criteria they have invented for defining the so-
called excess capacity in a simplistic, mechanical or blanket
fashion to serve their specific geopolitical and protectionist
ends. These so-called concepts and criteria do not hold water,
as they are inconsistent with the laws of development and the
actual conditions of countries.

C. The measurement of excess capacity in different
economies and industries should take into account their re-
spective development stages and levels.

Capacity utilization rate, an indicator often used to measure
excess capacity, should be viewed differently in light of each
country’s actual conditions. In economics, capacity utilization
rate is the ratio of actual output to potential output. There are no
globally accepted criteria for determining the reasonable range
of capacity utilization, as it differs across economies. Data of
relevant institutions indicate that the median capacity utiliza-
tion rate for advanced and fast-growing economies mostly falls
in the 75-80% range, whereas that for less developed countries
usually stands between 50% and 64%. It is the constraints of
infrastructure, capital and other factors that prevent less devel-
oped countries from bringing their capacity into full play.

Capacity utilization rate varies substantially across sectors.
According to the latest available data on capacity utilization
rates published by the 27 EU member states, 169 out of its 725
industries reported rates below 70%. Capacity utilization in
some traditional industries is significantly below the average.
For example, in some countries, capacity utilization in bever-
ages and furniture stands at around 65%, while in sectors like
rubber, chemicals, and plastics, it is only 40% to 50%. The
latest Federal Reserve data show a 75.7% capacity utilization
rate for U.S. manufacturing, but with considerable variation
across sectors. The capacity utilization rate ranges from 83.2%
in computer and peripheral equipment to below 70% in tex-
tiles, leather, automobiles and parts, primary metal products,
furniture and related products, and communications equipment.
Economic practices of various countries have shown that ca-
pacity utilization rate, although a reasonably objective indicator
of the use of production capacity, is not a one-size-fits-all mea-
sure for determining whether excess capacity exists in different
economies or sectors.

Il. Perspectives and positions on four
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