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How does government subsidy affect the capacity utilization rate of
Chinese enterprises?
CAO Yajun' MAO Qilin®
(1. School of International Economics and Trade Henan University of Economics and Law Zhengzhou 450046 China;
2. School of Economics Nankai University Tianjin 300071 China)

Abstract: Improving the utilization rate of enterprises’ capacity is the key to solve the problem of overcapacity in
China’ s manufacturing industry. This paper systematically studies the impact and mechanism of government subsidies on
enterprises’ capacity utilization rate by using large-scale micro data in China. The study finds that in general government
subsidies significantly improve the utilization rate of enterprises’ capacity which has the characteristics of sustainability and
gradually increases with the extension of subsidy time. The mechanism test shows that the promotion of production efficiency
and the expansion of export scale are the important channels for the government subsidies to improve the capacity utilization
rate of enterprises. Further heterogeneity analysis shows that the government subsidies play a greater role in improving the
capacity utilization of private enterprises and enterprises in the eastern region. Finally this study also examines the impact of
different intensity subsidies on enterprises’ capacity utilization rate and finds that only medium intensity subsidies can
significantly improve enterprises’ capacity utilization rate while high intensity subsidies tend to inhibit the improvement of
enterprises’ capacity utilization rate; we examine the mechanism behind this and find that high intensity subsidies can
significantly increase the rent-seeking cost of enterprises resulting in high non-productive expenditure which is not
conducive to the improvement of enterprises’ capacity utilization rate. This paper evaluates the economic effect of government
subsidies from the perspective of overcapacity governance. On the one hand it enriches the research of government subsidies
and enterprise behavior. On the other hand it provides a new way for the governance of overcapacity and the promotion of
enterprises’ capacity utilization rate.

Key words: government subsidy; capacity utilization rate; rent-seeking cost; productivity; export; propensity score matching
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( 4 )
robust. ( 2) The influence of market segmentation on enterprises’ domestic cross—regional market expansion differs with
enterprise heterogeneity. Private enterprises suffer the strongest inhibiting effect during market expansion outside the province
followed by overseasHfunded enterprises and state-owned enterprises respectively. State-owned enterprises are mostly promoted
during market expansion in the province followed by private enterprises and overseas-{funded enterprises respectively. High
productivity large-scale capital-intensive enterprises are relatively less affected. Moreover the enterprises in coastal cities
and inland cities also suffer different effects. ( 3) Such influence significantly intensifies market supply and demand imbalance.
To be specific market segmentation worsens enterprises’ overcapacity via the mechanism of market overexpansion in the
province and damages enterprises’ endogenous development path for quality upgrade by improving total factor productivity
R&D innovation and human capital level through obstruction mechanism of market expansion outside the province thus
resulting in double imbalance of low—quality products excessive supply and high—quality products undersupply in the market.
Key words: market segmentation; cross—regional market expansion; heterogeneous effect; imbalance between supply

and demand; overcapacity; high-quality development



