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Abstract
The Chinese government has been able to increase its investment in R&D because to four decades of tremendous economic expansion. In terms 
of absolute spending, China is the world's second-biggest investor in food and agricultural research, and the greatest investor when measured in 
terms of purchasing power parity. This study examines the diverse effects of central subsidies and local subsidies using a special panel dataset 
gathered in 2019 in China's seed firm using fixed effect models. This study specifically examines whether government incentives encourage 
innovation among businesses. The study then clarifies whether local vs central subsidies have different effects. According to the estimation results, 
central subsidies have a favourable impact on a company's innovation, whereas local subsidies have a negative impact.
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Introduction

The impact of subsidies on business innovation is unknown. Additional 
research demonstrates that local subsidies have a favourable impact on 
enterprises' economic performance. Because of China's performance-based 
promotion system, local governments are more concerned with businesses' 
current economic performance than they are with their research capabilities. 
Based on the findings of this study, local governments should adopt policies 
for funding research projects and selecting research projects that are 
comparable to those of the federal government in order to encourage business 
innovation. Aside from Gao et al., there aren't many researches that separate 
the varied effects of local and central subsidies demonstrated that local 
subsidies had a more noticeable influence than central subsidies using data 
gathered from manufacturing companies in one of China's provinces, namely 
Jiangsu Province. However, the results of this study appear to go against 
previous research that indicated local governments are more concerned with 
businesses' economic performance than the central government This study's 
goal is to discover how government support for businesses affects their 
ability to innovate. This study specifically has two goals. First, this research 
will examine whether government incentives encourage innovation among 
businesses.

Description

Aside from there aren't many research that separate the varied effects 
of local and central subsidies Gao et demonstrated that local subsidies had 
a more noticeable influence than central subsidies by using data gathered 
from manufacturing companies in one of China's provinces. The results of this 
study, however, appear to go against those of earlier studies, which indicated 
that local governments are more interested with businesses' economic 

performance than the central government is with their capacity for innovation 
[1].

As would be predicted, column demonstrates that the central subsidy has 
no effect on the total income of the enterprises, while column 3 demonstrates 
that the local subsidy has a favourable relationship with the total income of 
the firms. The projected coefficient of the central subsidy is still negligible, 
as indicated in the second column, proving that the central subsidy has 
no effect on a firm's overall income. On the other hand, after removing the 
central subsidy, the calculated coefficient of local subsidies is favourable and 
statistically significant. In other words, the estimation outcomes show that a 
local subsidy has a favourable effect on a firm's overall income [2].

If we take into account the growth rates of overall income and income 
from the core business, we get similar results. Table 6 demonstrates that 
while the estimated coefficient of local subsidies is considerable and positive, 
the estimated coefficient of central subsidies is insignificant. In other words, 
supports the finding that while the local subsidy has positively impacted firms' 
growth rate, the central subsidy has no effect on firms' economic performance. 
A firm's economic performance, as determined by its total income and 
growth rate, is gauged by the dependent variable; in Equation We also use 
revenue from the primary business and its growth rate to assess if additional 
businesses have an impact on the estimation results as the relying factor. And 
last, the mistaken phrase is. All of the additional factors have been covered. 
The outcomes of the estimation. Unexpectedly, both the estimated central and 
local subsidy coefficients are positive but small these computed coefficients 
could be deceptive given the association between these two variables. We 
remove one of these variables and rerun the model to address this issue. The 
second and third columns display the estimation findings [3-5].

Conclusion

China has transformed from a poor developing nation to the second-
largest economic force in the world, and it is now playing a significant role 
in global. Both the federal government and municipal governments offer 
sizable incentives to companies who invest. But this study's empirical 
research demonstrates that the effects of central subsidies are distinct from 
those of local subsidies. Particularly, federal subsidies have a good effect on 
business innovation, but local subsidies have a favourable effect on business 
performance. In other words, the formulated hypothesis is verified. This study's 
findings have significant policy ramifications. Despite the controversy around 
the opportunities and restrictions of subsidies, subsidies are often used in the 
agriculture industry In order to support their companies' ability for research, 
local governments are encouraged or mandated to do so by the Chinese central 
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government, in addition to directly funding start up enterprises. However, 
due to China's performance-based promotion system for local officials, local 
governments are more focused on businesses' present economic performance 
than their innovations .The findings of this study suggest that present economic 
performance, rather than the development of enterprises' capability for, was the 
primary beneficiary of municipal subsidies. Local governments should adopt 
strategies for supporting research projects and selecting research projects that 
are comparable to those used by the federal government to solve this issue. 
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