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Industrial Policy Choices to Promote Enterprise Innovation:

Evidence from a Perspective of Combining Policy Tools

WANG Guijun ZHANG Hui
(Peking University, Beijing, China)

Abstract: Innovation is an important engine that promotes high-quality economic development and the “dual cir-
culation” development pattern. How to implement industrial policies to improve the innovation ability of enterprises
has been widely concerned by all communities. In light of this, using the data of China’s listed companies (2011 —
2018), the paper discusses how the selection of industrial policies affects enterprise innovation in terms of the combi-
nation of policy tools, i.e. government subsidies and tax incentives. The findings show that the combination of gov-
ernment subsidies and tax incentives significantly reduces the innovation ability of enterprises. Mechanism analysis
finds the combination of the two tools intensifies the “adverse selection” and rent-seeking behavior between the gov-
ernment and enterprises. This generates a double “crowding-out effect” on the capital allocation of enterprises’ R&.D.
Furthermore, this paper also examines the moderating effect of market competition on the influence of government
subsidies and tax incentives on innovation ability of enterprises. The results illustrate that the intensity of market com-
petition enhances the positive effect of government subsidies and tax incentives on improving the innovation ability of
enterprises. The reason is that market competition significantly improves the allocation efficiency of R&D capital en-
terprises. This paper not only effectively supplements the research on the effect of industrial policies on enterprise in-
novation ability, but also provides policy implications for the adjustment and transformation of subsequent industrial
policies.

Keywords: Industrial Policy Tools; Enterprise Innovation Ability; Government Subsidies; Tax Incentives; Mar-

ket Competition
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