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Abstract

In China, listed companies receive a considerable amount of government subsidies.
For the sake of the long-term development of enterprises, it is of great significance to
utilize government subsidies properly. Currently, the domestic academic research is
mainly focused on the motivation and effects of the government subsidies and the direct
effect of the government subsidies on the business activities and operating performance
of the enterprises. However, there are few deep-level studies that concentrate on the
effect of the government subsidies on the investment efficiency of the listed conmipanies
and that under financial constraints. Since the quality of business investment is a key
factor in determining the long-term profitability and corporate value of an enterprise,
this thesis will have profound implications for analyzing how government subsidies can
act on agent problem and cooperate long-term performance.

The sample of this study is drawn from listed A-share non-financial firms in China
from 2000 to 2015. Based on the Heckman two-stage model, I apply multivariate linear
regression equations, which focus on the effect of the government subsidies on the
investment efficiency of the listed companies and that under financial constraints. The
findings of this thesis are as follows:

On the whole, government subsidies will reduce the efficiency of investment in
listed companies. By grouping the types of investment efficiency into overinvestment
and underinvestment, I find that government subsidies exacerbate overinvestment and
relieves underinvestment of the firm respectively. Meanwhile, financial constraints are
indeed one of the factors that affect the efficiency of the company's usage of subsidized
funds. Government subsidies will lower the efficiency of investment of corporates
which are not in financial constraints. After further distinguishing the nature of the
property rights of enterprises, the level of marketization and the degree of government
intervention in the region, we find that private enterprises, enterprises in the high level
of marketization region and the low degree of government intervention enterprises tend
to employ government subsidies less efficiently.

This study may have following academic contribution: firstly, the research idea is
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rather innovative in which analyzes the impact of government subsidies on the
investment efficiency of Chinese listed companies in a systematic and deep manner.
Secondly, about the research method the Heckman two-stage model is applied to all
regression models, which solves the potential sample self-selection problem. Finally,
this thesis will help to further reveal the economic consequences of government
subsidies and its mechanism. It will provide a better objective evaluation and subsidy

policy for government to draw on.

Key Words: Government Subsides; Corporate investment; Financial Constraints.
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