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Abstract

China is in a critical period of transformation and development, in the 2024
government work ten tasks, for the first time will "vigorously promote the
construction of modern industrial system, accelerate the development of new quality
productive forces" as the first task. New quality productive forces directly reflects the
overall strength of a country, with technology innovation playing a leading role in
new quality productive forces. It is necessary to leverage major technological
innovations to drive the deep integration of innovation chains, industry chains, capital
chains, and talent chains, and accelerate the transformation of scientific and
technological innovations into real productive forces. Therefore, there is a need to
increase support for business R&D in policies to promote an increase in the intensity
of corporate R&D. Government fundings, as one of the means to incentivize business
to increase R&D investment, can indeed impact firm innovation. The key question
worth exploring is how government subsidies influence innovation within companies,
and what the critical pathways to this influence are.

This paper combs related literature and collects and organizes the 2015-2022
Chinese A-share listed enterprises as the relevant data, empirically examines the
correlation between government funding for research and innovation performance by
using the fixed-effects regression model, further explores the intermediary use of
R&D inputs with the heterogeneity of geographic characteristics and heterogeneity of
the state of the enterprise, and examines the signaling mechanism. The results of the
study show that: (1) government funding play a significant crucial role in boosting the
innovation performance of businesses; (2) government funding promote firms'
innovation performance by increasing their capital investment in the R&D process; (3)
government funding play a significant crucial role in boosting the innovation
performance of businesses in the eastern region, and government funding play a
greater role in the innovation performance of private firms; (4) government subsidies
send positive signals to institutional investors, and firms that receive government
subsidies are more likely to have a higher innovation performance, and institutional
investors' investment helps to improve the innovation performance of enterprises.

Based on the aforementioned results, this paper suggests pertinent strategies for policy
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makers and businesses to consider. First, the policy makers should increase the
subsidies for enterprises, and enterprises are encouraged to optimize the utilization of
government funding. Second, enterprises should emphasize the importance of R&D
investment. Moreover, the government should establish a post-subsidy supervision

policy. Finally, the government should publicize the relevant subsidy information.

Keywords: government funding; R&D investment; innovation performance;

signaling transmission
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