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Territorial Operation, Market Expansion, and Enterprise Innovation:
—The Evidence from Chinese Manufacturing Data

Guo Xibao Gong Guangxiang
(China Center for Economic Development, Henan University of Finance and Economics,
Zhengzhou 450046, P. R. China;
Institute of Central China Development, Wuhan University, Wuhan 430072, P. R. China)

Abstract: Based on the internal logic relationship between territorial operation and market expan-
sion, the paper explores the impact of both on the enterprise’s innovation behavior and its mecha-
nism, using the World Bank’s sampling data of China’s business environment. Results reveal that
enterprises with territorial operation lower the probability and scale of enterprise innovation input,
conversely, enterprises with inter-provincial market expansion tend to raise the innovation input.
However, the enterprises with oversea expansion cross the border have adverse effect on enterprise
innovation. The conclusion remains valid after using Heckman two-stage model to correct sample se-
lection bias and using instrumental variable estimate to overcome potential endogenous problems.
The analysis of business heterogeneity further indicates that the adverse effects of territorial opera-
tion on the innovation of state-owned enterprises, enterprises in the middle and west regions and en-
terprises in heavy protected regions are more significant, but territorial operation has no effect on in-
novation of foreign-funded enterprises. The test of influence mechanism shows that the additional
policy benefits such as government order and financing convenience are the possible channels to im-
pede enterprise innovation. Findings of this paper provide a new perspective for deepening the un-
derstanding of adverse effects of territorial operation on enterprise innovation and reasons of lack of
innovation motives in China’s enterprise as well as new ideas for making policies to improve enter-
prise innovation and supply-side structural reform.
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