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“Incremental Regulation” or “Stock Optimization”

— The Impact of Carbon Trading System on China’s Urban Secondary
Industry Overcapacity

CHEN Xiang-yang, DAI Er

Abstract: Carbon trading system, as a rare market-based environmental regulation means, can address
local overcapacity with the way of both “incremental regulation” and “stock optimization”. Taking the
data of China City Yearbook from 2007 to 2018 as samples, this paper calculates the capacity utilization
rate of the secondary industry in each city by combining with the stochastic frontier function. The rela-
tionship between carbon trading system and overcapacity is tested with the differential model. The em-
pirical results show that: (1) The implementation of carbon trading system can alleviate local overca-
pacity and improve the capacity utilization rate of local secondary industry. (2) The effect of carbon e-
mission trading system on solving overcapacity shows a U-shaped trend in the process of capacity utiliza-
tion from low to high. (3) The implementation of carbon trading system will have a negative impact on
the fixed assets growth rate of local industrial enterprises in the short term, and restrain the excessive
growth of production capacity from the perspective of “incremental regulation”. (4) The system can al-
so improve the quality capacity index of first-tier cities, improve the quality of production capacity from
the perspective of “stock optimization”, but in non-first-tier cities, the effect is not significant, which
may be caused by technological potential difference due to economic gap.

Key words: carbon trading; overcapacity; stochastic frontier function; double difference method



