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Abstract

According to the principle of “from the practice and back to the practice”
and starting from the two contradictory viewpoints on the industrial policies, this
book discussed the necessity of the continuous application of industrial policies
and theory innovation through the analysis of China industrial development cir-
cumstances. Based on the analysis of the rules of the industrial development and
the potential working mechanism, the book presented what the industrial poli-
cies should focus on, such as the basic issues, methodologies, policy tools,
conducting mechanism, assessment methods, etc. , and brought forward the
framework proposal on how to improve China’s industrial policies.

Though market has a basic effect on resources allocation, market failure is
still common. The optimization of resources allocation and the upgrade of indus-
trial structure cannot be assured if only the function of market is relied on. In the
same way, the expectation cannot be reached if the government makes the
wrong position, chooses the improper policy tools, or cannot get the balance in
the game of market and government control. Nowadays, a tendency exists in the
theoretical circle and enterprises that denies the effect of government interven-
tion. The error of such view is that, it puts the market and government in two
completely contradictory positions, and considers the government policy as the
dissimilar factors of the market. In fact, the market economy, on one hand, re-
quires competition; on the other hand, it is in need of the harmonization among
the competitions. The reason of government failure is not because it makes up the
weakness of market, but because it takes the place of the market mechanism.
Besides, such contradictory relationship doesn’t exist if the government policy is
defined to be closely affiliated with the market mechanism. Thus, to deny the

necessity and rationality of industrial policy based on government failure is a
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wrong and unilateral mistake on the respect of methodology in that it ignores the
essential nature of industrial policy issues. Hence, not only some Asian coun-
tries such as Japan, Korea, etc. , but also countries in America and Europe
with relatively matured market economy, all emphasize the macroeconomic poli-
cy like financial policy, monetary policy, etc. , while applying the industrial
policies to some extent in certain areas, and the result has reached the expecta-
tion. In short, both the theory and the practice prove that it is a long-term task
for the government to improve the industrial policy according to the missions and
goals of development during the different phases.

Currently, the industrial development environment is changing profoundly
in China. Market economy has become the global economic mechanism. To guide
the research of industrial policy with the theory and thoughts of planned economy
is not only impassable in theory but also contradictory to our overwhelming re-
form orientation. The globalization of trading challenges the comparative advan-
tage theory whose basic assumptions are as the following: the supply and pro-
duction conditions in each country are unchangeable; and resources and pro-
duction factors cannot flow among countries. How to construct a new economic
system for the flowing of the production factors is the key topic that the industrial
policy needs to work out. The globalization of production system, the change of
the organization modes and the system of international labor division, and the
change of investment types keep enhancing the position of cross-boundary value
chain in the international cycle. The industry choice and structure of value chain
become the key factors to obtain the competitive advantages. As a new economy
modality, the knowledge economy is dependent on intellectual resources, based
on the modern technology, supported by high-tech industry, and established on
the production, allocation, usage and consumption of knowledge and informa-
tion. It changes the original economic development model which was dependent
on the gross and increment volume of resource and capital, and impacts the tra-
ditional structure transformation theory, economic scale theory and industrial
cycle theory. Thus, it builds up an efficient and effective system to develop,
protect and transform the intellectual property rights, and such system is the im-
portant foundation to promote the value of the country. After joining the World

Trade Organization, it is required that the policies setting should be more trans-
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parent, fair and just, and the political tools should be more matching to the in-
ternational standards. Thus, our traditional industrial policy model should be ad-
justed accordingly. The extensive economic growth type not only affects the qual-
ity of economic growth, but also brings potential trouble to the sustainable
growth. All above require the theory innovation in industrial policy.

The basis of innovation in the industrial policy theory is to respect the rules
and practice. To discuss the general rules of industrial development, structure
and its quality evolvement rules is an important topic among economists since
long time ago. The author believes that, the industrial change is involved by
governments, enterprises, consumers, social intermediary agencies, etc. ,
and the process of such efficiency change among industries is realized by re-
sources allocation and technology development. There are three crucial factors as
the following: (1) the focus of resources allocation could result in prosperity or
decline of different industries. Factor-driven impulses the development of primary
industries, investment-driven can bring the rapid growth of industries, and in-
novation-driven is the fundamental power to maintain industries competitive ed-
ges for a long time. The fundamental influential factor to judge whether the estab-
lishment of an industry could realize its competitive advantage comes from tech-
nology development; (2) the different principle parties of resources allocation
result in the difference in industrial efficiency. The government could become the
force to guide prosperity and drive the structure transformation and industrial up-
grade by controlling resources allocation, setting up property right regulations,
and constructing the social relief system. However, excessive intervention would
slow down or even break the enhancement of productivity. The enterprise is the
principal party of resources allocation. Enterprises engage in important innovative
activities in pursuit of profit, and such activities offer resource of power to the
development and transformation of economic structure. The economic forecasts
made by the enterprises directly influence the production scale and employ-
ment. And the enterprises’ competition sirategies boost the evolvement of indus-
try; and (3) the location of resources allocation influences the industrial syner-
gy effect. The Efficient implementation of resources and industries transfer could
help the change of natural differences of production factors and promote the

grade upgrade of industries. Moreover, the scale of supply and demand and in-
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dustrial cluster also have a great effect on the industrial development.

The parameter method is most widely used in theoretical circle to measure
the effects of various factors on industrial development. But the production func-
tion, which is got from the general simulation by directly using actual data of in-
puts and outputs, could only reflect the relationship between certain portfolio of
inputs and average of outputs, but cannot describe the optimum portfolio. Under
such situation, the author referred to the frontier production function which was
brought up after 1970’s. And on the basis of basic production process of industry
and applying the non-parameter method, the author put forward the optimization
method from the perspectives of both input and output sides. Besides, from the
dynamic point of view, the author established a basic measurement model to
measure and decompose the production index under the situation of technology
development.

By using that method, the paper made an empirical analysis on the change
in the industry, especially measured the rationality of resources allocation. The
result of measurement shows that; (1) Agriculture; there is a certain gap be-
tween our output efficiency, that is, output scale efficiency and output pure
technology efficiency, and the data under optimum situation in the field of agri-
culture. And it indicates that the agricultural resources allocation is not rational
in most years, and the major barriers which restrict the rationality agricultural
resources allocation are system constraint, policy limitation, and environment
and infrastructure restriction; (2) Industry: the general trend of efficiency is
upward, while the efficiency of resources allocation in most areas is backward
rather than upward in the field of industry. The main reasons to hold back the
improvement of our resources allocation are: the industrial “structural simili-
tude” and “low degree”, low industrial concentration, relatively slow pace of
the preponderant industry “going out” , and the imperfect in property rights sys-
tem. Different from the lowing of the efficiency of resources allocation as a
whole, the technology in the industrial field shows the tendency of continuous
improvement and general enhancement, indicating that our technology innova-
tion policies are succeeded in technology introduction, digestion, absorption,
and encouragement of doing research and development by ourselves. And that is

the ultimate reason why our industrial competition could keep improving; and
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(3) Tertiary indusiry: the efficiency of our resources allocation in the tertiary
industry tends to be better as a whole year by year. Both the output scale effi-
ciency and output pure technology efficiency have obtained obvious improve-
ment. Especially since 2001, it is basically in the optimum situation. All above
shows that the tertiary industry has developed quite well in the recent years
through practicing reformation in the fields such as telecommunication, trans-
portation, commerce, etc..

Through above theoretical and empirical analysis of key factors influencing
industry development, we could conclude that the basic orientation of industrial
policy is to improve and enhance the productive efficiency, in which the effi-
ciency of resources allocation and technology improvement are the most impor-
tant points. However, in order to achieve the expected result, the appropriate
choice of industrial policy tools is the key to decide the success of the policy. In
line with the changes of our industrial development environment, when making
choice among policy tools, we need to emphasize on the traditional tools such as
fiscal taxation and monetary credit. However, from the view to enhance the pro-
ductivity efficiency, some policies are still open to discuss, and some tools
which were not given enough attention before need re-understanding, especially
for such soft policy tools as government procurement, merger and acquisition
guide, intellectual property rights protection, technology standard, etc.. Thus,
to pay attention on and properly apply those non-traditional tools should become
the orientation of our efforts to improve industrial policy.

In a sense, the effect of industrial policy implementation is determined by
condition, nature and completeness of conducting mechanism. And its smooth-
ness, first, relies on the consistency of the goals of each individual interest par-
ty within the principle body of the policy. With inconsistent interests, game is
inevitable. Complete executive chain, uniform actions to guarantee the execu-
tion, unblocked information system, and efficient supervision and evaluation
mechanism are all necessary for effective conducting. Secondly, individual en-
terprise should regain the position of the main player in the market, and its cap-
ital liquidity or fiscal constraints should be enhanced. Besides, enterprise’s bar-
gaining power with the government needs further strengthening. Thirdly, inter-

mediary organizations, such as guild, should be given full play of and maintain
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their own independence and justness. Lacking of the above factors, the practice
of our industrial policy is negatively discounted.

The assessment of the effect of our industrial policy hardly exists. Based on
the reference of overseas practices on performance assessment theory, the author
advanced the standard method system to assess the effect of industrial policy
from two aspects—preliminary evaluation and process assessment. The prelimina-
ry assessment focuses on the evaluation of target benefit, supporting conditions
and executive environment of the policy. The focuses of it are to discuss the
properness of government’s practice of industrial policies, set the target parame-
ters for the industrial policies, design the field in which the industrial policies
would be introduced and used, and discuss the regulation approach and the cor-
responding tools. By simulating the expected income (net society income) and
society cost, we could calculate the corresponding net output, which is called
society-value-added. To use the society-value-added in the preliminary assess-
ment could lead the policy-maker to base on the basic goals of macro economy,
pay attention on capital efficiency, and optimize the resources allocation.

Process assessment plays a more important role to judge the efficiency of the
policy. There are at least 2 indicators to assess the success of industrial policy—
rationality of resources allocation, and progress of science and technology, in a
word, the enhancement of overall productivity. Thus, we believe that, the way
to use frontiers production function and non-parametric method to study the effi-
ciency of resources allocation and productivity is also a basic approach for
process assessment of industrial policy. Applying such approach, we assessed
the development of auto industry from 1993 to 2003, and based on the calculat-
ing result, we found out that the auto industry policies before 2001 is a failure,
especially the obvious inefficiency on the respect of resources allocation.

By theoretical reflection and empirical research, the author believes that,
in order to improve our industrial policy, first of all, the government should po-
sition itself correctly, so that its standpoint is to give full play to the market to
adjust the development of industry, and create system and mechanism environ-
ment to help the development of industry. Second, innovation policy should be
completed, and the system of strategic technology and industry introduction

should be improved, in order to match the inputting mechanism of the market.
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Third, the top priority should be given to the maximization of the effect of vari-
ous kinds of resources, putting efforts to raise the level of labor utilization, and
making better use of the land and environment resources. Forth, the regional

industrial policy should be set to define the rational labor division among regions

and assure the moderate concentration of industry within the region, in order to
promote the industry grade transfer and optimize the regional layout. Fifth, the n
intermediary agents should be given full play.



