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The Influence of Market Segmentation on the Overcapacity of
Chinese Iron and Steel Firms
Ma Honggi' and Tian Yuan®
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Abstract: Based on the microdata provided by the database of China’ s industrial enterprises, this
article investigates the effect of market segmentation on the overcapacity of Chinese iron and steel
firms. This paper found that the market segmentation actually controls the external competition on the
local iron and steel market, which relieves the stress of overcapacity of local iron and steel firms
efficiently in the short term. However, in the long term, the protection from the market segmentation
for local steel enterprises is unsustainable. This protection will change from positive effect to negative
effect after 3 years. This shows that the market segmentation of Chinese regional competition is short—
sighted behavior, which will cause a more serious overcapacity of enterprises in the long run, and the
redundant construction of iron and steel enterprises at the present stage is the evidence. According to
the further research, in the short term, market segmentation in more developed regions is more
conductive to control external competition. However, when the influence of market segmentation on the
capacity utilization is gradually shifted from uptrend to downtrend, the extent of which the market
segmentation in more developed regions driving down the capacity utilization is significantly larger than
the central and western regions.
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