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Subsidy and total factor productivity:
An empirical study from the Chinese equipment
manufacturing enter prises

LIU Wei-jiang, LV Zhuo
(Center for Quantitative Economics, Jilin University, Changchun 130012)

Abstract: Based on panel data of Chinese equipment manufacturing enterprises from 1999 to 2007, and using the
method of propensity score matching (PSM), Malmquist index productivity decomposition and dynamic Olley-Pakes
productivity decomposition, the present essay analyzes the relationship between subsidy and total factor productivity as
well as the growth source of total factor productivity of subsidy enterprises. The results show that the total factor
productivity of subsidy enterprises is less than non-subsidy enterprises, that the productivity improvements of subsidy
enterprises mainly depend on technological progress and self-growth, and that scale efficiency (or resource allocation
efficiency) and pure technical efficiency contribute less.

Key Words: subsidy; TFP; propensity score matching; Malmquist index decomposition method; dynamic Olley-Pakes
decomposition method
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