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Does Taxpaying Capacity of Enterprises Affect the Efficiency of Government Subsidies?

WANG Shengguo'? LI Bingcai’
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Abstract: As taxes constitutes the main fiscal resource of the local government other than land fi-
nance, major taxpayers often have a strong bargaining power in social governance, and may obtain
more subsidies from local governments. Based on the data of China's A-share listed companies {rom
2008 to 2019, this paper investigates how the taxpaying capacity of enterprises affects the efficiency
of government subsidies. The results show that: in absolute quantity, the stronger the taxpaying
capacity, the higher amount of government subsidies enterprises receive; In relative quantity, en-
terprises with weak taxpaying capacity are more likely to receive insufficient subsidies, while those
with strong taxpaying capacity are more likely to receive redundant subsidies. In the economic
downturn and the areas under fiscal pressure, the taxpaying capacity of enterprises causes more
subsidy redundancy. Finally, the redundant subsidies obtained by major taxpayers have not
improved their future performances, and have crowded out subsidies obtained by non-major taxpay-
ers. This paper provides a new perspective for the study of government subsidy efficiency.

Key words: Ability to Pay Taxes; Government Subsidies; Subsidies Efficiency; Subsidy
Redundancy; Insufficient Subsidy
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