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Factor Price Distortions, Overcapacity in Manufacturing Industries

and Backward Producer Services Industries

XUAN Ye

(Nanjing University of Finance & Economics, Nanjing, China)

Abstract: This paper attempts to explore the reasons for the backwardness of China’s producer services from the
perspectives of factor market distortions and manufacturing overcapacity. The results show that, on the one hand, the
institutional and policy distortions of factor prices give the manufacturing industry priority to obtain productive fac-
tors, which erodes and squeezes the essential inputs needed by producer services industries. On the other hand, the in-
stitutional overcapacity caused by factor market distortions not only restricts the effective demand of high-end services.,
but also inversely increase factor markets distortions due to overcapacity and further reduce the supply of essential ele-
ments of producer services industries. This paper provides a unique research perspective on and a reference for policies
on the high quality development of China’s producer services industries.
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