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IAS No. 2 requires firms to measure and disclose unused capacity expenses,
making unused capacity visible information that was not publicly available
before. This requirement offers us an ideal opportunity to examine the market
perception of a firm’s capacity management. We examine the market valuation of
corporate reported unused capacity and how the valuation varies with specific
factors, including firm growth, controlling shareholders’ entrenchment effect,
board quality, and customer-base concentration. We create a sample of
manufacturing firms listed on the Taiwan Stock Exchange and Taipei Exchange
from 2009 to 2019. We find a negative market valuation for firms’ reported
unused capacity, suggesting that unused capacity conveys information about
negative implications for future firm performance, on average. Next, we find that
the market valuation of reported unused capacity varies with firm characteristics:
it increases with growth opportunity and board quality, but decreases with
customer concentration and controlling shareholders’ entrenchment effects. This
study complements prior literature by examining the market valuation of a firm's

reported unused capacity; it has both academic and practical values. In addition
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to filling a gap in the literature, our findings encourage managers to add more
explanation on capacity arrangement in the notes of financial reports, at the
institutional investor conference or through other channels, thereby avoiding
investors’ misunderstanding. The findings of this study also have policy
implications regarding economic effects of mandatory reporting of unused

capacity from the perspective of capital market investors.
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