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Can Chinese Firm Innovation Input Boost Its Markups?

XU Baochang' LI Sihui® QIU Xin’
(1. School of Economics Qingdao University Qingdao 266061 China;
2. Institute of World Economy Jiangsu Provincial Academy of Social Sciences Nanjing 210004 China;
3. The Johns Hopkins University-Nanjing University Center for Chinese and American Studies Nanjing 210093 China)

Abstract: Whether China’ s firm can increase its markups or not by increasing its innovation input is a key question of ef—
fective promotion of innovation-driven development strategy at the enterprise level. Based on clarifying the impact of innovation
input on its markups and its internal influence mechanism taking Chinese manufacturing firms as a sample this paper system—
atically evaluates the impact of firm innovation input on firm markups and its main influence mechanism. It has found that in—
creasing the firm innovation input can effectively increase the firm markups and this conclusion is still stable after a series of
robustness tests such as instrumental variable regression. Further research shows that the promotion effect of firm innovation in—
put on firm markups is significantly enhanced in the smaller firms. The influence mechanism test shows that the increase of firm
innovation input promotes the increase of firm markups by improving the firms’ productivity and new product innovation. Under
the background of promoting innovation driven development strategy the paper provides empirical evidence and policy enlight—
enment for China’ s firms takes the initiative to undertake the main position of innovation as well as to promote firms to pro—
mote their trade gains and competitiveness by increase their innovation input.

Key words: firm innovation input; firm markups; firm scale; productivity; new product innovation



