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Excess Capacity and Export Self-Section of Enterprise:
Research Based on “Capacity-Export” Hypothesis
LIU Jun

( Faculty of International Trade Shanxi University of Finance & Economics Taiyuan 030006 China)

Abstract: This paper presents the “Capacity-xport” hypothesis ( CEH) namely the enterprises with higher ( lower)
capacity utilization tend to become exporters ( domestic sellers) and theoretically deducts the export self-section effect of the
overcapacity enterprises under this hypothesis which is empirically tested with the World Bank China-enterprise survey data.
The research results show that the enterprises with lower capacity utilization suffer from higher average cost of production
caused by less R&D investment and difficulty to achieve internal economies of scale and higher financial constraints as a re—
sult of poor profitability and operating performance making it difficult to overcome additional export costs and limited to do-
mestic markets. The enterprises with higher capacity utilization tend to become exporters as they can effectively overcome the
capacity constraints and additional export costs. This shows that capacity utilization is a source of comparative advantage of
export enterprises that is the “CapacityZxport” hypothesis is applicable to Chinese enterprises. Meanwhile it also shows
that the low willingness to export of the overcapacity enterprises is limited to higher average production costs and financial con—
straints. Therefore financial constraints production costs and export costs have to be reduced in order to achieve effective
export of domestic “excess” superior products through export self-section of the enterprises with excess capacity.

Key words: excess capacity; export selfselectio “capacity-export” hypothesis; export costs; capacity export



