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The impact of government subsidies on the price-cost markup

of export firms: empirical analysis based on micro firm data
GAO Xiang HUANG Jianzhong

( International Business School Shanghai University of International Business and Economics Shanghai 201620 China)

Abstract: Based on the data of China micro-enterprises from 2000 to 2007 this paper analyses the impact of government
subsidies on bonus rate of export enterprises and examines the internal mechanism of the impact. The conclusion shows that
government subsidy has a significant negative impact on the export enterprises bonus rate. Further considering the non-inear
factors the subsidies and bonus rate change shows a significant inverted U-shaped relationship. This conclusion remains
stable after solving endogenous errors replacing core indicators and considering heterogeneity. After analyzing the intrinsic
mechanism of government subsidy affecting the added rate of export enterprises the paper finds that: firstly government
subsidy reduces the price of export products promotes the export mode of “low price competition” of export enterprises and
then reduces the bonus rate; secondly government subsidy can not significantly improve the innovation performance of export
enterprises but will weaken the innovation incentives of export enterprises and then cause export enterprises to fall into the
“low-income rate trap”. Third the policy dependence on government subsidies will lead to rent-seeking behavior of export
enterprises increase production costs of enterprises which is not conducive to the promotion of bonus rate. Therefore we
should reflect on the role of government subsidies as an industrial policy in promoting exports. The key to the transformation
and upgrading of China export trade in the future is to cultivate the endogenous energy of export enterprises.

Key words: government subsidy; export; firm heterogeneity; markup; mediating effect



