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Government Subsidies and Corporate Behavior in
Strategic Emerging Industries: A Perspective of
Dynamic Game Based on Government Regulation

WANG Qiu-ming', HAN Qing-xiao*, YANG Chen?
(1. School of Economics and Business s Nanjing Audit University» Nanjing 211815,China ;
2.School of Economics, Nanjing University, Nanjing 210093, China ;
3.School of Economics, Nankai University, Tianjin 300071, China)

Abstract: The development of strategic emerging industries is a critical strategic
choice of economic structure optimization and industrial structure upgrading in China. The
academia has made substantial analyses and proofs of the important role of government
subsidies in the development of strategic emerging industries, but the practice effect has a
large deviation from the results of theoretical analyses. This paper analyzes the conditions
and influencing factors of the effectiveness of government subsidies in strategic emerging
industries by constructing a dynamic game model between government subsidies and cor-
porate behavior. Meanwhile, it makes an empirical analysis to verify the influencing factors
of the effectiveness of government subsidies based on the panel data of 80 listed companies
belonging to seven categories of strategic emerging industries from 2002 to 2011. It arrives
at the conclusion that with the inducement from government subsidies, the entry of poten-
tial enterprises into strategic emerging industries is rational behavior, but a majority of po-
tential enterprises will invest the acquired funds into other high profit ways which are un-
related to the development of these industries after their entry. As a whole, government
subsidies play an ineffective role in the promotion of R&.D input in strategic emerging in-
dustries, mainly owing to the difficulty in government control of corporate behavior as
well as the absence of government punishment. But the sub-industry regression analysis re-
sults show that government subsidies are effective in new energy industry and new energy
automotive industry. The former can be explained by lower costs of government checks
and the important role of government punishment; the latter can be mainly explained by
the advantage of market exploitation owing to big corporate scale as well as effective R&D
owing to long business history. Therefore, it provides some valuable policy suggestions.

Key words: strategic emerging industry; government subsidy; corporate behavior;
dynamic game
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