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Abstract

This dissertation will make comprehensive research on the government fiscal support to lis-
ted firms. As an important measure to implement government policy goal, government fiscal
support has direct correlation with the fiscal budget, which can directly influence the fiscal rev-
enue and expenditure, and may reduce fiscal revenue or increase fiscal expenditure, concur-
rently increase the cash flow — in or decrease the cash flow — out of listed firms and improve the
performance or strengthen the operation ability, such as fiscal subsidy and tax preference.

Economic institutions play an important role in the study of listed company, especially in
the field relating to the government behavior. The listed company in our country faces specific
institutions; on the one hand, government still has much influence on resources allocation dur-
ing the stage of economic transition. Government can affect the distribution of the social fund
through making policy and providing capital. On the other hand, the fact that capital market of
our country is based on the motivation of serving the reform of state — owned enterprises and
strengthening the relation between government and listed company. As the fiscal resources con-
troller and fiscal policy maker, government will provide fiscal support to the listed company due
to different consideration. From the perspective of international trade, the main arguments take
government support to the enterprises as unfair method which is harmful to free international
trade order. After the accession to World Trade Organization and more and more countries re-
garding China as market economy, the government will face anti — subsidy investigation regard-

ing to fiscal support from the government to enterprises.
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The special institution provides us the treasured research chances. But after reading the
relevant bibliography about the fiscal support nationwide and overseas, I found that most of
them developed either from the macro perspective or the micro perspective and take one type of
the fiscal support as the main issue. So there is short of research which can bridge the macro
and micro perspective.

Under the circumstance mentioned above, this research links the fiscal support from the
government and factors of the enterprises such as the financial condition, operation income. U-
sing the financial data publicly disclosed by the listed firms, it invests the fiscal support from
three perspectives of fiscal generalized subsidy, fiscal specialized subsidy and tax preference of
income tax for enterprises. The fiscal generalized subsidy and fiscal specialized subsidy belong
to fiscal expenditure, the former can increase the profit and the latter can improve the operation
capability. And the tax preference may reduce the fiscal revenue and the tax payable, or it can
increase the profit over one operation year.

The main content of the research is organized into four sections. The fist section that is
Chapter 2, outlines the theories. The second section ( Chapter 3) is literature review and meth-
odologies. The third section ( Chapter 4, Chapter 5, Chapter 6) is the most important content,
it uses empirical method to investigate the fiscal support. The last section ( Chapter 7) includes
the empirical findings and discusses the solutions for fiscal support.

The first section ( Chapter 2) sets up the theoretical outline and analyzes the necessity of the
fiscal support. There are four theories about the fiscal support. The first is the soft budget con-
straint theory. It discusses the need for the fiscal support arising from the historical policy burden
and performance — oriented policy burden from the perspective of the listed firms. The second is
local government competition theory. It argues the prisoner’ s dilemma during providing fiscal
support by local government. The third is earning theory. It discuss that the local government
provides listed firms with fiscal support against the legal regulation to help local listed companies
conduct earnings management. The fourth is strategic trade policy theory. It discusses the fiscal
support based on stimulating product export in international trade. The content of this section is
the basis of the hypothesis and the explanation to the relations among different variables.

The second section ( Chapter 3) makes a critical review for five kinds of literature, and
gives a base for research sample and period for research methodology designing. The first type
of literatures is about the soft budget constraint, which reviews the fiscal support resulting in the
factors such as employee, policy burden and political connection. The second type of literatures
holds the opinion that local government use fiscal support as means of inter — government com-
petition from the perspective of jurisdiction economic development, performance evaluation of
the officials and the tumover of local government leaders. At the same time, the paper also re-
views the literature which is mainly related to income tax preference for enterprises. The third
type of literatures argues that the primary purpose of fiscal support is to conduct earning man-
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agement. The fourth type of literatures reviews how the fiscal support from the government influ-
ences the business performance and enterprise value from the perspective of economic results.
The fifth type of literatures includes the effect of export subsidy on international trade. While
recognizing the contributions of those literatures, this paper argues that those literatures also
have many limitations. For example, many former literatures only examine one type of fiscal
support without considering others, or the conclusion about export ~ oriented enterprise without
on the basis of empirical data, or without considering the change of institution circumstance.
This research will avoid all those limitations.

The third section is the most important of this dissertation which is about the empirical re-
search. It takes the 2001 ~2005 part China non — financial listed companies as the study sam-
ple, and uses chapter 5, chapter 6, chapter 7 to investigate the fiscal support.

Chapter 4 investigates the fiscal generalized subsidy with empirical method. It describes
character of the fiscal generalized subsidy according period, industries and jurisdiction. It also
investigates the variables that have effect on fiscal generalized subsidy, and the regression anal-
ysis show that the employee, the paid tax and fees, enterprises scale have significantly positive
influences on the fiscal generalized subsidy. However the market development has negative in-
fluence on fiscal generalized subsidy. The fact whether a firms have their products export has
positive influence on fiscal generalized subsidy, and such subsidy significantly reducing after
the year of 2005. At the same time, the study also shows that local government actively partici-
pates in earning management of the listed firms by providing fiscal subsidy. In addition, this
chapter also shows that the disclosure of receiving fiscal subsidy can bring abnormal accumula-
ted stock returns, and the lager the firms’ scale the lower of the returns.

Chapter 5 investigates the fiscal specialized subsidy. In this chapter, I hold the opinion
that as a requisite part of fiscal production investment the fiscal specialized subsidy is well ac-
quainted with industry policy of our country. And I hypothesize and find that the firm scale, as-
set — liability ratio, the specific industries, capital intensity are more likely to get the fiscal spe-
cialized subsidy. However whether the firms have product export has no correlation with the fis-
cal specialized subsidy. Furthermore, this chapter examines the effectiveness of the fiscal spe-
cialized subsidy to the listed company of the new and high - tech industries. I find that, the
subsidy takes an active part in enhancing the performance of the listed company. '

Chapter 6 investigates the income tax preference for enterprise. It takes corporate effective
tax rates (ETRs) as the indicator to evaluate the tax preference. | examine a unique circum-
stance in which the Chinese government increased the corporate tax rate of firms that had previ-
ously received local government tax rebates. The evidence indicates that local government did
not use corporate tax preference as a tax competition method after the year of 2002, and there is
fiscal support substitution effect, the generalized subsidy is the substitutes of corporate tax pref-

erence. This chapter also documented evidence on the relationship between Chinese firms’
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characteristics and corporate ETRs. The research observes a positive firm size — ETRs relation
for listed companies, consisted with the political cost hypothesis. The result also shows that the
ETRs is positively related to asset — liability ratio, also negative related to earning capacity, in-
vestment income, employee and the specific industries.

After the normative analysis and empirical study, the fourth section put forward proposal of
improving the fiscal support from the perspective of adjusting the existing subsidy and the fol-
lowing measures should be taken. Firstly, we should adjust the fiscal support structure, reduce
the fiscal generalized subsidy and concurrently increase the fiscal specialized subsidy. Second-
ly, we should gradually standardize the income tax preference for enterprises and increase the
tax preference to specific industries. Thirdly, we should introduce market rules to loose the en-
terprises from the policy burden. In addition, we should make effective use of the WTO rules to
reduce the risk of anti — subsidy charge.

The dissertation makes four contributions for fiscal support. Firstly, this research uses the
financial data publicly disclosed by the listed firms and the empirical methods to carry out the
comprehensive study on the fiscal support from government to listed firms, especially the exami-
ning to the effect of fiscal specialized subsidy is not popular in relevant literatures nowadays.
Secondly, the research examines the influence factors to different types of fiscal support on the
basis of the specific institution circumstances of our country. Thirdly, the dissertation fist sheds
lights on the usefulness of the public disclosure of the fiscal generalized subsidy, and the effec-
tiveness of fiscal specialized subsidy to the high —tech firms, and the fiscal support substitution
effect between corporate tax preference and fiscal generalized subsidy. Finally, the research
studies the fiscal subsidy to export — oriented enterprises and suggests the adjustment of fiscal
supports.

The dissertation does have some limitations. Firstly, the OLS models used for examining
the determinants of fiscal support may not reflect the complex reality. Secondly, there is little
literature about fiscal support overseas and abroad, and the disclosure to the fiscal specialized
subsidy is not standard, so I feel some constraints during searching for the study data. In addi-
tion, the total amount of profit does not consistent with the tax payable due to the different pur-
pose of financial accounting and corporate tax accounting, so it is not accurate to use ETRs as
the evaluate indictor of corporate tax preference.

The future research can be taken out in the following three ways based on this paper’ s

- study. The first is to continue the relevant study after the implementation of new Accounting
Standards for Business Enterprises. The second is to carry out further study with the macro data
and micro data from the listed firms. The third is to study the fiscal support to export — oriented

enterprises with the data from listed and non - listed firms.

Key Words: government fiscal support listed companies



1 PP I
B L EE L et 1
R s — O PP PP 1
1101 FEEHTR B -ovvveemrressres e ettt 1
1.1.2 BRAE G EDERER S +oerervenrereresnrmtiii i 4
1.2 (BB AGHE H ST IR -+ eorereererriestestmmmiiiitin i b 5
1.3 B}:g‘g@\%ﬁﬁﬁ@% .............................................................................. 7
1.4 AR SCEEE ST ZEHE - ovrerevrrerrmnmererraae ettt et et 8
=) % IE:L/!:\*EQE .................................................................................... 10
2.1 BRFE AT (SBC) FHIE vvverrrrerermrmisen ettt e 10
2.1.1 BTTBEATPITIIETLIE  coeverreerrermmsrmii s 10
2.1.2 B AT BB SBTBLYTE ooeoverernreeersnressnreeernneenneennn, 12
2.2 B BT SR BHTE  covvereernertreen it ettt 15
2.2.1 HIHTIRFEDEEBETERR oo cvvvrreremm et 15
2.2.2 TABH IR AOTEZERET o eernneren ettt et 17
2.3 BARGHIG SHLATERIBIEZE --oooreerrrrerrr e 19
2.3.1 BRETHIEIE c--vvverrerrrmmner e e 19
2.3.2 B IFAE LT ENBYIETE - ooooereerernrrrne ittt e 21
2.4 \RIEPEH B HIEETHIL croveeerrrrrornrr i e 26
2.4.1 FUTHBERBTEIE -oocverrevmnrrennermemeeme ittt ettt re e e 27
2.4.2 HPERARIFTEIS cevvvrvererremnere i e 29
2.5 AREE/INE  ceevnnererree et s 31



SH2E - WERE
KERRX EHAUBEKERR

WIE NEERETIIZEE coeeererrerrrrraeresemsrnsnienrinnennene, et 32
3.1 BUF SR AIEARIIE c-oereoreerrereremrrmmtimtiiniie i er et ene e raee s e 32
3.1 1 BRAV EAREYILIE vvvrrerevrrerrrnrerermruiiereeniiirereiiiorinieeeesansereaaeenesnnoes 32
3.1.2 BATVABSBUEMEAIH oo vvvvvevmrrmrnmrnmrmmreereeeenieneern e nernrnrnneee s 34
3.1.3 BEVTBIIGERZR crecreerecreniriiiiiiiiiiiii s e s e 34
3.2 MBS 5 S L B | ITA B ----veverrerrrerrrenrereeneeeeeenieieeeinieniinnnsans 35
3.2.1 ETHMARERNIEMBFRBEIFIE oo, 36
3.2.2 BFHUIFERIEREF cooveerrrrermmrri 37
3.2.3 DU E A A B T BRI —— Y FTABBLAEIER «ooeeeeeeeereereesernnsnnnnns 39
3.3 TRBURIFEIZIHL -cooveererereeemsenmnnne 41
3.3.1 BHEBHHL rovvvvrrnrrrrrrrreroriiii i s s e 43
3.3 2 ARBEBHRL oeereerre e e s 44
3.4 ERAS R IBREABIERRE - oveererrerernnrrrrrnernieerieee et e 46
3.4.1 EHMUTFIT +revvereererrerrrrroirereerrmiiieireereeriieeeserrraesesneerssiiseesee s 46
3.4.2 FEIIUIIEST -oevevrerererrrrrrnroneeeeeteeiniiaeeeeestriii e e rtans e eseannansees 48
3.5 TABUERERAIBIRLERL ovveereeeeesemieeiiannniitiniereeteere e e eeeeen e senaeas e 48
3.6 FFEEHLTF coovereeerereerreeremmrmnimn i irieia e ae s e e e e e e e e e e e e e 50
3.6.1 BEAHIFIBIBEERFITLIE coovvreeeemrrnreeremrrrrrennieresnnires e eantsse s ses e sanaes 50
3.6.2 BEAEBEG BRI -o-rvvrrerreenim i 51
3.6.3 PRI O ETH/AATIHIFLEE -vreveererrrnrnnssensrsneetseeeneieneeeiessnrrennaeas 51
3.7 ARBE/INVGE covecerrrin e e 52
HAE B IEHEIIESTIERIET cveeeerrrrreemmmrrrrrieneire e sisiseessensseesnanneees 53
4.1 TABL— BRI B ELRERHELEH: -evrveveeereerssiinnneeriniininnneiee i e e s e ennens 53
4.1.1 B —FRAEAMIE B4R B R BTN JEEB - vvveererrmreeemrrene it 53
4.1.2 THB—RREE RN I SRR MEBE T, oeereeveees SRS 55
4.2 WHB— R MR B M B ZEITTE AP -ooeeeeeeerereenrrrnnmrnniiirenneeeeenseeeeeeee e 65
4.2.1 BT SBURBEE - ooveeerrmrer s 65
4.2.2 BEASIEREFIBLAEIEYR  covverrrrerrrernennenn e e 70
4.2.3 RBEIRBET oo e e 71



4.2.4 FERPEGETT <ovveevereremrmrrm 73
4.2.5 SCIER IS ZE TR JR AP weevvereereortmereeritie ittt e et st e e e aa s 74
4.3 SH ERTATIHBL—MEPERMIE  cooverreerr e 77
4.3.1 REBHHESETHSHETATRLEHE e, 78
4.3.2 BERSHFHA LB B EHFIBUEIL oo, 79
4.3.3 BB ER B FIBIGE IR --oooovrerereerrreerrereeeee e, 79
4.3.4 SIEBFGTLE TR TUAPET -wevevvvrerrversessensaeserisnesnnieniein s 81
44 T BN A BT ELRIIFIE +veveverssesessesorsesseesssssessensessssessssessansssessssnns 83
4.4.1 JAJERHGER L cooorrereeremremeimnneteteiiiaie et e e e e e 83
4.4.2 BCAMEE BB BIBIEETIFE roreerrerrrrerarminnninne e eeeen 84
4.4.3 B ETHFIIFGERUE corvrrrerrrereereermemieerirniiirrereteete e te e e 85
4.4.4 BFSTAETUBEFE GYTTT rvevvvereereeerrrnrioneenimriie et 87
4.4.5 BARRIEFIRLASTEIE covvverereereernrrnmenrereenniieiie e e s s ennaiaeenes 91
44,6 STIELER cceereee 92
4.5 ZRBEJPNEE  veeeeeneenieni e e e e et e e s s e e 98
BSE HBEWAGIDIETFEY corrrrverererrerrrerrminrertiiiieriia e eee e 99
5.1 B BTGB SRR BEGE T - ooverereeeeemmininnenerr e RIS 99
5.1.1 ABr &AM 4 R HoafA e -ovvoeveeee e eeteetretreretiteeraiaaeteeraenrses 99
5.1.2 IFBrETAME B SRR R PEGE T - v vorerrereren 101
5.2 M EIREME B SE M R ZESTTEAPHT coreerererreentrtrinniiiiiiiiiiitii e, 106
5.2.1 BB AT SBIIEMBIE ---oooverrererrrrrrrerrenrrme it 106
5.2.2 BFFE HEE GBI o ovevrerrrerer i 109
5.2.3 HERPELETE -+vevvvrvnrerrnerrerereeeiiieiiii et e e e e nea e 111
5.2.4 SZIEBFGTLEER coooeeerrerereerreeieiiiiiiie ittt s s e e s e e e e e e eaeaeeaaanns 113
5.3 WM IAME BB LIS R L ] cccvverereniiiinineea, 115
5.3.1 BHEARDAN BB TR --oeeeeerrrernnnerererrreiiieeereerie e rerreraens 115
5.3.2 MBETAME B BIBIE— RHEIETR reerrereermenenserniiirnnrr e e 116
5.3.3 BERHEE AP HITRGE «-vvvrrerrrrrnrrrnrnerieeeeeaeseeeree e e e 117
5.3.4 FEGTITT «ovveereerrnrmerriiii e 119
5.3.5 SCIERFITLEER cvvvrvvnrnrerersrseennerinneiee ettt e e e e e e e e e e e aeeee 120



