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Compliance and enterprise innovation: theoretical analysis
and empirical evidence

LIU Meng ZHAO Yongliang
( School of Economics Jinan University Guangzhou 510632 China)

Abstract: Competition compliance has increasingly become an important influence on enterprise innovation. Based on
the M-O monopolistic competition and multi-product firm model this paper embeds the compliance factor and compliance cost
factor into the multi-product firm model to construct a theoretical model applicable to compliance and enterprise innovation;
more importantly a set of compliance indices( i. e. tax compliance environmental compliance and employment compliance)
is built. Then by matching data from the Chinese Industrial Enterprise Database from 1998 to 2013 this research uses the
double hurdle model and the causal mediation model to empirically test Chinese manufacturing firms. After using the
Generalized Propensity Score Matching( GPSM) to conduct a robustness test the robustness conclusion is that enhanced
compliance promotes a firms willingness to innovate and its level of innovation with tax compliance environmental
compliance and employment compliance all promoting enterprise innovation. The results of the sub-sample regressions show
that compared to firms with other ownership structures enhanced compliance of state-owned or collective holding firms
makes the greater contribution to enterprise innovation; compared to non-mature and non-export firms enhanced compliance
of mature and export firms makes a greater contribution to enterprise innovation enhancement. The results of the mediating
effects test show that enhanced compliance can increase the innovation capacity of firms by increasing innovation financing
R&D subsidies and introducing innovative talents. To this end it is necessary to focus on the construction of compliance
particularly to strengthen government compliance regulation of state-owned or collective holding firms mature firms
and export ones.

Key words: enterprise innovation; compliance index; double hurdle model; innovation financing; R&D subsidies;

innovative talents



