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( 1 )

Influence mechanism of firm innovation on overcapacity

LI Houjian' ZHANG Jian®
(1. College of Management Sichuan Agricultural University Chengdu 611130 China;
2. College of Economics Sichuan Agricultural University Chengdu 611130 China )

Abstract: The key to current supply-side structural reformation is how to mitigate overcapacity. Using survey data pro—
vided by World Bank in 2012 on institutional quality of Chinese manufacturing enterprise operation this paper provides a em—
pirical analysis on whether firm innovation can become an effective strategic means to resolve overcapacity. The results show
that firm innovation can effectively promote the utilization rate of capacity. Therefore firm innovation could be seen as an ef-
fective path to resolve overcapacity. Not only product innovations which involve product differentiation can help to increase ca—
pacity utilization but most of process innovations which tend to reduce production cost can also effectively help to increase ca—
pacity utilization. In addition this paper reveals the moderating mechanisms of firm innovation on capacity utilization that
is government regulation weakens the DE—capacity effect of firm innovation but the quality of rule of law strengthens the DE—
capacity effect of firm innovation. Furthermore the results of robust test show that the DE-capacity effect of firm innovation
is different with firms of different scales and capacity utilization rates. Firm innovation has even more significant and strong
DE-capacity effect in large and medium-sized firms with higher capacity utilization rates.

Key words: product innovation; process innovation; overcapacity; government regulation; quality of rule of law; sup—

ply-side structural reforms
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