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Enterprise Overcapacity and Innovation Capacity: A Multidimensional Perspective
XIA Xiao-hua', SHI Yu-peng’, YIN Zhi-feng’
(1. School of Economics, Institute of China’s Economic Reform & Development, Renmin University
of China, Beijing,100872,China;
2. School of Economics, Central University of Finance and Economics, Beijing, 100081, China)

Abstract ; Overcapacity becomes a vexed issue for Chinese economy, and its seriousness has been repeatedly
stressed by relevant departments of State Council. The enterprise overcapacity in China shares some general features
caused by economic fluctuations, along with special characteristics rooted in Chinese economic structure. The gen-
eral features imply that the overcapacity is the consequences of economic cycle and could be explained by classic
and updated economic theory. The distinct specificities of overcapacity in China include: a) overcapacity is more
concentrated in competitive industries and constitutes a long-term phenomenon; b) the follow-on investment poured
into the industries which has already been suffered from overcapacity problems; c¢) The industrial policy fails in that
the more approval would resulted in more serious overcapacity problem; d) Both overcapacity and under capacity
coexist, as the forms of overcapacity are being concentrated in traditional products and under-supplies are being
concentrated in high technology products market.

These special characteristics of overcapacity in China could not be explained perfectly by the classic and upda-
ted economic theory. The explanations about the capacity of Chinese industry in the literature could be summarized
as follows: first, inspired by the common knowledge and judgment on certain promising industries, investments are
concentrated in these targeted industries thus form the " wave phenomenon" (overcapacity ). Second, as driven by
jurisdictional competition, the local officers are eager to provide competitive subsidy policies so as to attract more
investment, resulting in distortion in factor price and finally leading to overcapacity.

This study aims to explore the reasons of overcapacity from the perspective of innovation capacity. Specifically,
this paper argues that innovation can effectively eliminate overcapacity. Based on the world bank s survey data of
Chinese enterprises, we examine the role of innovation in cutting the excess capacity and further explore the hetero-
geneous effects from innovation of different types including product and service innovation, process innovation,
management innovation and marketing innovation. The results show that in general innovation could be a powerful
instrument for industrial de-capacity. Relatively, management innovation and marketing innovation are robust and
effective approaches in removing excess capacity. These results are robust when two-way causality, adjusted defini-
tion of overcapacity status, and data truncation issues are taken into account. Meanwhile, as compared to non-state-
owned enterprises, state-owned enterprises ( SOEs) bear the features of being suffered more serious overcapacity
problem and weaker innovation capacity. Furthermore, the " double weak" features in innovation capacity and over-
capacity cutting are mainly concentrated in SOEs whose shares are not fully held by government. However, the pure
SOEs whose all shares are held by government are not significantly different from domestic private enterprises in
terms of innovation capacity and overcapacity.

The contribution of this study could be summarized as follows: a) we use large samples for analysis instead of
case studies, which are more likely to get statistical results for reference; b)we investigate the de-capacity roles of
innovation for various kinds of innovation and find the heterogeneous effects, i. e. , the management and promotion
are more valid instruments for overcapacity cutting currently; ¢) we test the differences between pure SOEs and the
others (SOEs) in terms of overcapacity and innovation capacity, and findings show pure SOEs performed better
than that of the others. By testing three verified hypothesis the following policy suggestions are proposed. Firstly,
measurements should be taken to stimulate enterprise$§ innovation capacity, especially to improve enterprises” man-
agement and promotion innovation abilities. Secondly, strengthening the ability of innovation, especially that of
SOEs, is the key solution for SOE s de-capacity. Therefore, measures taken to stimulate innovation capacity of
SOEs are expected to handle the actual weak innovation capacity embarrassment as well as serious overcapacity
problems.

Key Words :overcapacity ; innovation; state-owned enterprises ; management innovation ; promotion innovation

(TRt 3C )
39



