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The Inefficiency of Governmental Subsidies: Perspective of
Tax Over—collection
FAN Zi-ying, WANG Qian
(School of Public Economics and Administration SUFE, Shanghai 200433, China)

Abstract: Governmental subsidy is an important part of industrial policy “toolbox”. Existing research mostly
believe that the efficiency of China’s fiscal subsidies is low. This paper finds that the scale of China’s fiscal
subsidies is rising rapidly while it is operating at a low efficiency, and for the first time, this article attempts to
unravel this puzzle from the perspective of the “revenue and expenditure linkages” between government subsidies
and taxes, we find that this “inflated” subsidy leads to both scale expansion and inefficiency. Based on the micro—
enterprise data of the national tax survey database from 2008 to 2011, this paper constructs the indicators of tax
over—collection from multiple dimensions and finds that there is an obvious relationship between tax over—collection
and fiscal subsidies, and the government’s tax over—collection on enterprises significantly increased the fiscal
subsidies enterprises would receive in the next year. “Revenue and expenditure linkages” are positively related
to government incentives. In areas with higher taxation pressures, the government manipulates tax revenues and
returns them with subsidies. The effect is more obvious. The “revenue and expenditure linkage” is also significantly
related to the local mobilization ability. The more government assistance, the more cash flow, the enterprises under
the jurisdiction of the local tax bureau and state —owned enterprises, the higher the enthusiasm for over —tax
revenue. “Revenue of income and expenditure” leading to the performance of fiscal subsidies is significantly
underestimated, and the role of fiscal subsidies in improving TFP is significantly enhanced after deducting the tax.
The conclusions of this paper are of great significance for understanding the “excessive tax” of repeated prohibitions
and the authenticity of China’s subsidies. At the same time, it means carefully interpreting existing research
conclusions about inefficient subsidies.
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