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Alarms Grow Louder: China Vows to Fight
Involutionary Competition

By CHEN Bo, CHUA Jing Yee and LI Yao

nvolution ("neijuan," %) in Chinese modern discourse refers to intensive internal competition
Iwithin a stagnant and saturated system, which has emerged as one of the most pressing socio-
economic challenges.! It describes extreme/undue competition which yields significantly diminishing
returns despite copious hard work. Involution competition thus does not result in improvements or
progress. Recent macro indicators underscore the severity of this challenge. In Q1 2025, both national
and major city unemployment rates rose by 0.1 percentage points year-on-year, while consumer price
index and producer price index declined by 0.1% and 2.3%, respectively. Industrial capacity utilisation
stood at just 74.1%, highlighting persistent overcapacity. These figures suggest that involution remains
deeply entrenched in the Chinese economy.?

Growing concerns over the unintended adverse/side effects of industrial policies and destructive
market competition have heightened alarm over involutionary competition. On 26 May, People’s
Daily—China’s most authoritative state media outlet—published its second commentary within 10
days opposing involution, emphasising that such competition wastes social resources, is unsustainable
and often results in lose-lose outcomes.®> Even the People’s Bank of China, China’s central bank,
addressed the issue in its Q1 2025 Monetary Policy Implementation Report, advocating for boosting
demand and curbing involution by shifting the focus from controlling high prices to regulating low ones.
While both government and industry associations have introduced measures to mitigate its impact,
tangible results remain limited.

! The concept of "involution" in the socio-economic context was first introduced by Clifford Geertz in 1963 to describe the agricultural
development process in Indonesia. As theorised, involution refers to a situation in which a system—particularly in agriculture—experiences
increasing internal complexity and labour input without corresponding gains in productivity or advancement. For further details, see Geertz’s
work at https://www.jstor.org/stable/jj.8501191, accessed 24 May 2025. In this analysis, the focus is on the excessive and unsustainable
competition in various sectors of the Chinese economy.

2 Data source: Wind database.

3 In addition to the commentary published on 26 May, People’s Daily devoted almost half a page to an article on 16 May, highlighting the
urgency of combating involutionary competition. For more details, please refer to https://paper.people.com.cn/rmrb/pc/content/
202505/16/content_30073531.html and https://paper.people.com.cn/rmrb/pc/content/202505/26/content_30075247.html, all accessed
26 May 2025.


https://www.jstor.org/stable/jj.8501191
https://paper.people.com.cn/rmrb/pc/content/%20202505/16/content_30073531.html
https://paper.people.com.cn/rmrb/pc/content/%20202505/16/content_30073531.html
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THE INTENSIFYING COMPETITION WITH MULTIPLE ADVERSE SOCIO-
ECONOMIC EFFECTS

China’s involutionary dynamics stem from intensifying competition across local governments, firms
and individuals driven by three interlinked forces: uncoordinated industrial policies, low-margin
business strategies and societal pressure on personal advancement.

Local Government Competition and Overcapacity

Local governments, seeking economic growth, often adopt similar industrial priorities without
adequate coordination, resulting in nationwide overcapacity and intensified involution among
companies. For instance, after Jiangsu first proposed to “actively develop solar cells” in its 11th Five-
Year Plan (FYP, 2006—2010), provincial-level governments across China quickly followed suit and swiftly
incorporated photovoltaic (PV) module production or related industries into their own five-year plans.
By the time of the 14th FYP, all provincial-level governments had included the PV industry in their
planning. By the end of 2023, China had established at least 72 PV industrial parks across 23 provincial-
level regions.*

Driven by these industrial parks and many supporting policies at various levels of government, China’s
PV industry expanded rapidly, with the number of related enterprises exceeding 600,000 in 2023.
However, this rapid growth led to severe overcapacity. At one point, over 90% of PV products were
exported in 2008, while capacity utilisation remained at only 50-60% for an extended period.®

Business Strategies of “Racing to the Bottom” Price Wars

Many firms resort to price-cutting as a growth strategy, further intensifying competition. In 2024, PV
product prices collapsed amid prolonged price wars. Among 20 listed PV firms across key segments,
only four remained profitable in H1 2024, while the rest posted a combined loss of RMB22.65 billion.®

The automotive sector saw similar trends: 227 vehicle models saw price cuts in 2024, followed by 28
more in early 2025, with average discounts of RMB30,000.” While these cuts spurred short-term sales,
profit margins fell to just 4.3%, well below the industry average for three straight years.?

Firms caught in price wars face immense financial pressure, reducing their capacity to invest in
research and development (R&D). This ‘race to the bottom’ competition limits their capacity for
diversification and innovation at the expense of product quality. The e-commerce sector illustrates this

4 https://y.gianzhan.com/yuanqu/chanye/%E5%85%89%E4%BC%8F/?pg=1, accessed 15 April 2025.

° https://www.stcn.com/article/detail/905678.html and https://www.21jingji.com/article/20240118/herald/5b1b6132c3563b27d35b9e68
26580f46.html, all accessed 15 April 2025.

5 https://time-weekly.com/post/319288, accessed 21 March 2025.
7 https://www.yicai.com/news/102499381.html, accessed 21 March 2025.

8 https://www.nbd.com.cn/articles/2025-03-12/3785760.html, accessed 21 March 2025.
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vividly—with "9.9 yuan with free shipping" deals crowding out SMEs, fostering low trust and rising
counterfeits.®

The influence of involutionary competition has spread well beyond the economic domain into the
societal domain. The intense competition manifests in increased credentialism in the job market'® and
intensified competition amid deteriorating working conditions. This employment instability deters
long-term planning for young adults, directly depressing domestic demand and deepening China’s
demographic challenges.

POLICY EFFORTS TO ADDRESS INVOLUTION

Recognising the detrimental effects of involution, the Chinese government has identified it as a critical
economic and societal challenge. At the Central Economic Work Conference in December 2024, the
issue was explicitly addressed with a call for “comprehensive measures to curb involutionary
competition”. ! This built on the July 2024 Politburo meeting, which had already stressed the
importance of industry self-regulation and fostering sustainable competition.!? Its inclusion in the
2025 Government Work Report®3 further underscores China’s intensified commitment to reshaping
local government, corporate and individual behaviour to foster healthier, more sustainable
development dynamics. Recently, the National Development and Reform Commission, the most
powerful bureau in China’s economic strategic policy planning, along with many other government
bureaus, has proposed several follow-up measures to counter involutionary competition.*

Restraining Local Government Competition: Policies Targeting Local Government Competition

To counteract the harmful effects of inter-regional competition and overproduction, China is
accelerating the development of a unified national market. This effort aims to reduce industrial
duplication, market fragmentation and local protectionist policies. The 2025 Government Work Report
emphasises the need to dismantle regional barriers that hinder the free flow of goods and services,
thereby enhancing market fairness and efficiency.

Key regulatory measures include streamlining business entry and exit mechanisms and improving the
allocation of capital, labour and technology to prevent redundant development. A revised draft of the
Anti-Unfair Competition Law, presented at the National People’s Congress in December 2024,%°

% https://www.guancha.cn/politics/2025_03_06_767382.shtml, accessed 21 March 2025.
10 https://app.xinhuanet.com/news/article.html?articleld=d6ff5b73-1170-4a89-a5ac-44e0c4edc53c, accessed 19 May 2025.
1 http://www.news.cn/zt/2024zyjjgzhy/index.html, accessed 21 March 2025.

12 https://www.gov.cn/yaowen/liebiao/202407/content_6965236.htm and https://www.12371.cn/2025/03/08/ARTI1741399170078840.shtml,
all accessed 21 March 2025.

3 https://www.12371.cn/2025/03/08/ARTI1741399170078840.shtml, accessed 21 March 2025.
% http://news.china.com.cn/2025-05/21/content_117886468.shtml, accessed 22 May 2025.

15 https://ipc.court.gov.cn/zh-cn/news/view-4030.html, accessed 22 March 2025.
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strengthens anti-monopoly enforcement, introduces stricter fair competition review protocols and
removes regulatory barriers that obstruct unified market formation.

In parallel, the State Administration for Market Regulation has intensified its supervisory efforts,
engaging leading firms to ensure compliance and discouraging excessive local government interference

in market operations.®

Promoting Industrial Upgrading over Price Wars

To move away from low-margin price wars in oversaturated markets, the government is promoting
industrial upgrading, innovation-driven growth and high-quality development. The 2025 Two Sessions
emphasised that sustainable growth must be powered by technological innovation and structural
transformation rather than volume-based competition.

Policies now prioritise investment in R&D, with expanded tax incentives and subsidies for firms
pursuing high-tech innovation. The New Energy Vehicle industry has received particular attention, with
targeted measures to boost domestic demand and support global expansion.'” Meanwhile, businesses
are encouraged to expand globally through long-term innovation-led development. Similar support is
also extended to sectors like advanced manufacturing, green energy and high-end services.

Factor market reforms are also being implemented to enhance the efficient allocation of labour, capital
and land. Reducing bureaucratic hurdles creates a more conducive regulatory environment that
encourages long-term competitiveness over short-term undercutting.'®

Industry self-regulation is also encouraged. Several trade associations have signed self-discipline
agreements to avoid destructive pricing. For instance, the China Photovoltaic Industry Association has
introduced baseline pricing standards,® while major wind turbine manufacturers have committed to
sustainable pricing frameworks.?°

In light of recent price wars and labour disputes in the food delivery sector, regulatory authorities have
summoned major platforms, such as JD.com, Meituan and Ele.me, urging them to operate legally,
compete fairly and safeguard the rights of consumers, merchants and delivery workers.?! This is to
ensure that competition in the platform service sectors, which often manifests through cost-cutting
and efficiency strategies, do not jeopardise job security and labour protection especially for the
majority employed as gig-workers.

6 https://www.gov.cn/yaowen/liebiao/202503/content_7011973.htm, accessed 22 March 2025.

7 http://www.news.cn/auto/20250319/d30f30ecd63f4cfOac5ccd4622cc2d23/c.html, accessed 22 March 2025.
'8 https://www.yicai.com/news/102504657.html, accessed 24 March 2025.

9 https://finance.eastmoney.com/a/202410193211141737.html, accessed 22 March 2025.

2 https://www.yicai.com/news/102346195.html, accessed 22 March 2025.

2 https://www.stcn.com/article/detail/1833191.html, accessed 19 May 2025.
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In addition, to reduce the negative impacts of involutionary competition on the labour market, the
government is implementing comprehensive reforms to strengthen labour protection and social
security. For instance, the National Development and Reform Commission is working to reduce
regional income disparities, improving labour mobility?? and flexible employment models to reduce
congestion in major cities and better support workers’ needs. Labour laws are being revised to limit
overwork and enhance working conditions, regulating pressurised work environments and
involutionary pressures on labour patterns. To address employment concentration in major cities and
expand job opportunities, the government is promoting industrial relocation and regional
development through tax incentives as well as creating new logistic hubs and economic centres.

CONCLUDING REFLECTIONS: PROMISING INTENTIONS, CAUTIOUS OPTIMISM

Involution has been a socio-economic challenge in China for years, recently exacerbated by slowing
economic growth. It undermines productivity and dampens domestic demand, potentially worsening
long-term social and demographic challenges. The 2025 Two Sessions, along with subsequent policy
initiatives by various Chinese authorities, have presented a multi-pronged approach—coordinating
efforts to tackle overcapacity, reform incentive structures, expand opportunity and promote
sustainable growth.

However, many of these measures echo past initiatives aimed at preventing destructive competition
and fostering innovation. The underlying issue lies in local government evaluation systems built around
rigid and outdated Key Performance Indicators, which often incentivise the layering of new policies
atop existing ones—further entrenching structural overcapacity. Addressing the problem of excessive
path dependency in policymaking requires a fundamental overhaul of evaluation frameworks,
alongside the development of innovative, incentive-compatible mechanisms that align local initiatives
with long-term, sustainable development goals. Careful attention should also be given to the
intersecting nature of these involutionary pressures: managing industrial developments would impact
labour mobility and opportunities, while shifting away from price-cutting competition can enhance
labour protection and job opportunities. Policy effectiveness hinges on consistent implementation,
local buy-in and institutional reform.

Moreover, growing government attention raises concerns over potential overreach. Policies intended
to correct market failures might end up distorting the market even more severely and worsening
resource allocation, particularly when they are highly politically motivated. Policies should adhere to
market principles and the incentive compatibility of the relevant agents, including both the public and
private ones, in the anti-involution campaign.

Ultimately, overcoming involution will require sustained coordination among policymakers, firms and
society at large. Only then can China unlock stronger domestic demand, reduce systemic inefficiencies
and enhance long-term economic resilience in an increasingly uncertain global environment.

2 https://www.21jingji.com/article/20250107/herald/70d356d213ffe9694a51e2c07219b9d7.html, accessed 24 March 2025.
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EAI values your feedback and inputs...

We would appreciate it if you can spare a few minutes in giving us your feedback and comments on
EAI Commentary No. 91 that you have just read.

Please visit https://forms.office.com/r/bw5PZORdW3 or scan the QR code on the right to access a
short survey form. Your inputs would be tremendously helpful to us in improving this series. Once
again, thank you for your continuous support.

Best regards,
East Asian Institute,
National University of Singapore
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