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Abstract 
The outbreak of COVID-19 is a comprehensive test of our government's intervention in 
the economy. It is also an opportunity for China to further deepen reform and 
comprehensively enhance its ability to deal with major events. In the face of the epidemic 
situation, it is not difficult to see that the decisive role of effective market in resource 
allocation requires certain use conditions; If the allocation of capital is too determined 
by the market, although it is the most efficiency, it is also the worst justification, the 
profit-seeking of capital will make market subjects chase economic interests too much, 
and may even violate social morality and law.  Therefore, in order to ensure the smooth 
operation of a country's economy, we must fully understand the essence of government 
intervention, grasp the relationship between market economy and government 
intervention, give full play to the principle of moderation and effectiveness of 
government intervention, and maximize the fairness of market economy through certain 
measures. 
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1. Introduction 

Adam Smith's market interventionists and Keynes's Government interventionists have been 
arguing for hundreds of years, but they both excessively separate the market from the 
government. But such is not the case. Hayek once said: "a market with significant functions is 
sometimes premised on the action of the state. Some government actions are extremely helpful 
to enhance the role of the market economy, and the market economy can tolerate more 
government actions as long as they are actions in line with the effective market..."The socialist 
state system determines the decisive role of our government in decision-making. The COVID-
19 is like a black swan, which brings great impact on the world economy and even affects the 
lives of all ordinary people. In such a sudden situation, the market itself cannot cope with it 
flexibly, and it needs government intervention and adjustment. 

2. The Emergence and Essence of Government Intervention 

With the rapid development of market economy and increasingly complex, the limitations of 
free economy continue to emerge. Excessive laissez-faire free market economy will only tilt the 
balance of market resources to capitalists, resulting in the enrichment of production and capital, 
seriously damaging the fairness of the market, and turning it into stage of many top players. 
This leads to the occurrence of monopoly, greatly reducing the efficiency of resource allocation, 
and even creating obstacles in the process of market exchange, resulting in information 
asymmetry, adverse selection and moral hazard, causing many operators to bear unexpected 
losses, and even triggering a series of social problems. 
Gellhon and Pierce (1982) pointed out that "economic regulation is the decisive substitution of 
the regulator's judgment for the judgment of business or market". Therefore, on the basis of the 
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institutional environment of market economy and rule of law, government regulation has 
gradually emerged. By adopting certain legally binding compulsory normative means, we can 
correct the structural defects in the market mechanism, limit the behavior of market 
participants and avoid their "suicidal competition", resulting in economic imbalance. 

3. The Necessity of Government Intervention in Market Economy 

Because our country history does not have the perfect classical or the modern market economy 
time, therefore cannot have the significant reference to the present market economy. We can 
learn from some socio-economic problems caused by the weakening of government 
intervention following the New Deal in Roosevelt. We know that Roosevelt ' s philosophy is 
actually a corrective action on the U. S. free economy to ensure a balanced, stable and efficient 
market. Roosevelt eased people 's unemployment pressure by building infrastructure. Until the 
1980s, America 's national resources had been tilted towards the general public, and it could be 
seen that during this period, America 's economy was stable and the middle class reached its 
peak of 80 per cent. After the 1980s, the decline of the Soviet Union gradually reduced the 
external pressure of the United States. A large number of capitalists asked the United States 
government to reduce taxes. The balance of American resources tilted to capitalists again. The 
economic crisis also dramatically returned to the historical stage. At the beginning of the 
pandemic, due to the lack of experience of the government in dealing with such major public 
health events, the market was partly out of control, resulting in three main problems : 
insufficient supply of public goods and facilities; breaking the comprehensive balance of the 
national economy and generating financial bubbles; external effects of economy. The following 
three questions are further elaborated: 

3.1. Insufficient Supply of Public Goods and Facilities 
As a kind of social public goods, public health has the obvious public characteristics of non-
exclusive and non-competitive, which belongs to the field that cannot be regulated by market 
mechanism. When the epidemic broke out, western countries pursuing free markets wouldn’t 
produce meagre-profit epidemic-prevention supplies because of the profit-seeking nature of 
capital, and launching new luxuries was far more costly than developing vaccines. Thus, causes 
in this special period the industrial structure unreasonable distribution. Western governments 
have to take wartime or similar wartime economic system, through government intervention 
to promote the production of public goods, so as to make up for the market gap.  In China, there 
is also a huge contradiction between supply and demand of epidemic prevention materials, the 
huge gap between supply and demand, resulting in price out of control, expensive masks, and 
people 's lives are closely related to food, clothing and housing costs are also rising. Although 
China has a strong manufacturing capacity, it is also dwarfed by the huge gap during the 
epidemic. 

3.2. Breaking the Comprehensive Balance of the National Economy, Creating a 
Financial Bubble 

Although the market ' s own adjustment mechanism is spontaneous, but also has a certain 
blindness, resulting in cyclical imbalances. Due to the impact of the epidemic, countries around 
the world have to board the inflation train. When inflation comes, rational individuals will 
choose to increase consumption expenditure to meet their own needs, such as purchasing 
masks, disinfection of alcohol and other epidemic prevention products, and may even exceed 
their usual purchase quota to cope with possible future consumption expectations. When such 
economic behavior superimposed, it will form a huge demand gap, reaction lag supply natural 
dwarf, resulting in serious imbalance between supply and demand. Moreover, in response to 
the sharp fluctuations in the economy, the central bank will adopt quantitative easing policies 



Volume 3 Issue 5, 2022 

DOI: 10.6981/FEM.202205_3(5).0011 

72 

Frontiers in Economics and Management 

ISSN: 2692-7608 

to increase capital investment, so as to promote the prosperity of the virtual economy, which 
coincides with the people’ s vision of maintaining and increasing the value of assets in the 
virtual economy under the impact of the real economy. However, it is necessary to know that 
the prosperity of the virtual economy depends on the debt economy, and the debt economy is 
running in a mode of eating one's corn in the blade. Once the debt economy collapses, it will 
cause large-scale unemployment and enterprise collapse. 

3.3. External Effects of Economy 
The price system operates efficiently because market prices transmit information to producers 
and consumers. However, we don ' t know whether the seller has received the due 
remuneration or whether the buyer has paid the due price. The raging outbreak has hit the 
world with an unexpected blow to China, which has led some people to “exploit loopholes” in 
the government 's groping for regulation and control, and to ' make a fortune ' through 
loopholes and convenience. Taking commodity prices as an example, although rising prices 
during the epidemic is an inevitable trend, some people will use this trend to raise the price 
limit privately, resulting in excessive inflation of prices. In this case, excessive dependence on 
market regulation will only increase the transparency of market prices. If a seller has complete 
monopoly power and pricing ability, and communicates with others, it is likely to damage the 
public interest, raise prices, distort demand and production structure, and exceed the normal 
profit level. Thus, it cannot truly reflect the activities of producers and consumers, contrary to 
the Pareto optimal effect, and there is an external effect. That is, market mechanism cannot 
adjust external economic influence. 
It is precisely because there are some defects in the market mechanism, which are difficult to 
adjust by itself, so the responsibility of the government is to make up for these defects, so as to 
comprehensively ensure the good operation of the market. "Modern economy is a mixture of 
market and government tax, expenditure and regulation, which are only visible hands". In this 
case, only the appropriate intervention of the government can make the society tend to equality. 

4. Measures of Government Intervention 

Now, although the epidemic has been fully controlled, the frequent "point outbreak and rapid 
spread" is also a headache. Sometimes, due to the weak supervision of local governments, it is 
easy to cause the regional out of control of the epidemic, resulting in the distortion of the market 
mechanism. The market economy is composed of a series of systems, not just determined by 
the price mechanism. Therefore, it is particularly important to gradually and fundamentally 
curb the deterioration of the market economy through stable macro-control. In this case, it is 
very necessary for the government to intervene in the market economy. The government can 
promote market-oriented reform through the following methods: 

4.1. Improve the Stability of the Upstream Supply Chain of Public Goods 
In this anti-epidemic war, it is not difficult to find that compared with China’ s urbanization 
process, the development of public goods dominated by public health lags behind. After the 
outbreak, the prices of equipment and raw materials for making epidemic prevention materials 
such as mask machines and melt-blown cloth surged. These factors naturally lead to high prices 
of sanitary goods in downstream retail stores. So, the government can 't just “shoot” at the 
drugstores, trying to adjust market once by millions of fines. If you can control the price of the 
source equipment reasonably stable, will eventually benefit the ordinary people. Public service 
facilities are the basis of market operation. Since the government cannot control the economy 
across the market, it mainly intervenes through service and guidance. At present, with the 
gradual development of the market economy, the function of our government is in the 
transition, and also has the function of development and service, which is not only an important 
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condition of China ' s modernization process, but also an inevitable trend of historical 
development. 

4.2. Optimize Tax Policies and Break the Chain of Monopoly Interests 
In 2019, China introduced the largest tax cuts and fees reduction measures in history. With a 
total of more than 2 trillion yuan of new tax reduction and fee reduction throughout the year, 
accounting for more than 2% of GDP.  
Despite the epidemic caused economic downturn, the government still needs to further 
implement and improve the VAT tax reduction policy. For example, VAT is exempted from the 
income obtained from the transportation of key security materials for epidemic prevention and 
control by taxpayers; import tariffs, value-added tax and consumption tax on imported goods 
donated for epidemic prevention and control are exempted; the civil aviation development fund 
paid by civil aviation enterprises is exempted. It can give full play to the positive role of national 
debt, determine the amount of additional issuance according to the needs of epidemic 
prevention and control, and ensure the flow of funds to the most needed industries and fields. 
At present, the development of China’ s factor market is not perfect, and some monopoly 
behaviors in industries related to national economy and people’ s livelihood are still breeding. 
Therefore, from the perspective of long-term interests, the government must break the chain 
of interests of monopoly and the power of administrative departments, cultivate and make up 
for the market, and promote the orderly and stable development of market economy. 

4.3. Flexible Monetary Policy and Open Market Operation 
At present, the price level is high, and the implementation of monetary policy will be hindered 
to some extent. Therefore, monetary policy for this epidemic should be flexible and robust, 
universal and targeted. In the short term, we can still reduce the risk of under liquidity and 
market volatility through open market operations, so as to stabilize the market and achieve the 
long-term goal of repairing the economy. At the same time of open market operation, some 
enterprises can also be targetedly supported by loans to promote the rapid recovery of 
enterprises. Since enterprises in various regions are affected to different degrees by the 
epidemic, we can adopt flexible monetary policies, and reduce interest rates and reduce 
standards for small and micro enterprises that are greatly affected by the epidemic. 

5. Conclusion 

Chen Wenling, chief economist of the China Center for international economic exchanges, said: 
"over the past 70 years since the founding of new China, especially over the past 40 years of 
reform and opening up, the solid material and technological foundation accumulated in the 
socialist modernization drive is not only difficult to shake, but also an important guarantee for 
us to overcome the epidemic and achieve the established goals and tasks of economic and social 
development. "China 's government has shown amazing macro-control capabilities in the 
epidemic, of course, there are some shortcomings, but I believe that under the support of strong 
national strength, our government will be able to resolute direction in the storm, a reasonable 
response to problems, continue to meet new challenges, and accelerate the adaptation to the 
"profound changes unseen in a century"! 
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