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Administrative approval system reform market access and

heterogeneous firm R&D

JIN Xiaoyu
( School of Economics and Finance Chongqing University of Technology Chongqing 400054 China)

Abstract: The reform of the administrative approval system eases market access which has two effects escape from
competition and profit erosion with different impacts on the R&D of incumbent firms at different levels of productivity. This
paper firstly builds a theoretical model to deduce the different R&D behaviors of heterogeneous firms under the combined
effects of escape from competition and profit erosion resulting from the administrative approval system reform and further uses
the data of Chinese industrial firms from 1998 to 2007 to conduct an empirical test. The theoretical derivation reveals that for
high—-productivity firms the escape from competition effect of administrative approval system reform outweighs the profit
weakening effect thus stimulating R&D of high-productivity firms. In contrast for low—productivity firms the profit
weakening effect of administrative approval system reform outweighs the escape from competition effect and instead
discourages R&D of low—productivity firms. An empirical study using natural experiments on the establishment of
administrative approval centers in prefecture-evel cities finds that the promotion of R&D by administrative approval system
reform decreases with the decrease of productivity and eventually reverses to disadvantage of low—productivity firm R&D. The
conclusion is not only reflected in the R&D investment of firms on the intensive margin but also in whether the firms choose
R&D on the extensive margin and it is still robust in varies methods.

Key words: administrative approval system reform; market access, market competition; heterogeneous firm; firms R&D
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