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ABSTRACT

The Effect of Internet

——Influences of the Development of Internet on the

Global Economy

With widespread application of computer and network, the
concept of informatization has been enriched with new contents,
and the world economic, political and military pattern and struc-
ture have also been changed. An emerging “digital divide” cat-
ches deep concern from the United Nations. And, we have also
witnessed some other related events, say, the advent of Ameri-
can New Economy, the jumping and plummeting of NASDAQ,
the “September 11* attack”, and the great shift of world IT in-
dustries with the entry of China into WTO. All these ncw issues
need to be studied seriously and immediately, including some re-
searches on basic theories and some studies on the influences to
the development and security of concerned counties and regions.

The major framework of this thesis is arranged as followed.

At the beginning of this paper, it will review the evolution histo-
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ry of computer and Internet in order to grasp the theoretical basis
and substantial evidence of information economics and network
economics. And, the paper will examine the “coincidence” of the
popularization of computer and Internet and the appearance of
American new economy to reveal the essence of the American
“network new deal” and “information hegemony”. Then, the pa-
per will refer to the development of economics derived from the
phenomenon of “new economy”. At the same time, the paper
will analyze the essence of “new economy” and the international
competitiveness under the condition of network economy in use
of the economic principles of factor endowment theory, Inframa-
rginal analysis theory and information economics. It will also ex-
plain the influences of Internet on the development of world
economy and China economy on the basis of abundant facts and
economic theories. Finally, the paper will analyze the trend of
great shift of IT industries in the wake of temporary setback of
American “new economy” and discuss the corresponding counter-
measures that China should take from the point of view of inter-
national competitiveness, national security, economic develop-
ment and s0 on.

As the kernel of this paper, it will apply innovative econom-
ic theories and economic techniques, including information rules,
super marginal analysis, new factor endowment theory and “Cola
Law”, etc. , to explain the influences of Internet on the develop-
ment of world economy, international trade and international
competitiveness. And, based on the results of theoretical analy-

sis, the paper will employ a great quantity of data to illustrate
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the trend of great swift of international industries under the con-
dition of network economy. Furthermore, it will make theoreti-
cal analysis of the advantages and disadvantages of the great
swift of international IT industries to disabuse the puzzle in the
field of theory on such swift and remove worry about China’s
falling into as processing base of international IT industries.
Simultaneously, it will put forward a set of countermeasures to
improve information capability, enhance international competi-
tiveness and win new factor endowment in China.

This thesis is composed of six chapters.

Chapter I mainly analyzes “the paradox of American net-
work new deal and new economy”. In this chapter, the paper
will describe the evolution history of electronic computer and In-
ternet and the formation of the WinTel framework and will dis-
cuss the concept of information superhighway and implementa-
tion of network new deal. Then, it will analyze the paradox of
American “new economy” and “the productivity paradox of com-
puter”. At the same time, the paper will bring forward a dozen
of “information rules” related with international trade theory
from the evolution history of computer and Internet. The popu-
larization of computer and network in recent decade is related
closely with American “new economy”, and the U. S. is a center
for spreading. Information, information labor and information
product have their particular characteristics. Thus, we cannot
simply use labor hour as the measure of value of the product both
in the practices and the theoretical analysis of the international

trade. Once we use information goods instead of traditional
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goods, “new economic theory” is needed in order to explain the
“new economy” properly. The information rules referred to in
this Chapter includes; Moore’s Law, Gilder's Law, the mode of
the economy of scale of software, compatibility, lock-in and
switching cost, binding, information product as special “empiri-
cal product”; positive feedback, network effects, network exter-
nalities, the economy of scale in the demand side and extensive
exchange value; Metcalfe law, the mode of the economy of scale
of hardware, “high entry barrier” in the field of computer and
“low entry barrier” in the field of network and the base of social
venture capital; irregular choice and Inframarginal analysis, mo-
nopoly and difficulty to transfer of new factors of production,
etc. Understanding all these information rules is very important
to grasp the essence of network new deal and new economy com-
prehensively. It’s the innovative point of this chapter to describe
and explain these information rules in detail.

Chapter II mainly analyzes the crisis of traditional economics
and the basis of network economics, with the intention to prove
the quite importance to take control of new factors of production
in the modern international trade by the way of economic theo-
retical analysis. This chapter will discuss those traditional eco-
nomic theories which has been realized as “outdated”, the classi-
fy of information economics, the theoretical basis of network
economics. the philosophical puzzle, consumption standard and
consumption guidance, value judgement of information goods,
network economy, knowledge-based economy, economy of atten-

tion, value-added of information and international value transfer,
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new factor-endowment theory, Inframarginal economics, “cola
law” and amalgamation of economic theories. From the populari-
ty of computer and Internet, we realize the value judgement and
the use value of information goods are very special. The value
judgement of information goods has irrational characteristic.
And, consumption of information goods can be guided and even
induced since value ideology can be infused. Another viewpoint
of this paper is that, economics is such science, once the precon-
ditions change, the deduction should be corrected. The innova-
tive kernel theories of this chapter are new factor endowment
theory and “cola law”, and the relevant core concept is “surplus
product”,

Chapter III mainly analyzes American information hegemony
and policy of information discrimination, the issue of information
society and network economy being swindle or historical trend,
the security problem of computer and network, the political sig-
nificance and military application of IT and network, the emer-
ging digital divide and the information industrial policies in dif-
ferent countries. In this chapter, the paper brings forward some
important standpoints, including: the historical opportunity of
development shouldn’t be missed once again; who in possession
of information will hold and take control of the world; there’re
potential pitfalls in network economy; excess protection of intel--
lectual property and widening of digital divide will go against the
developing countries. Western developed countries pay much atten-
tion on the development of IT industries and network economy. And,

the rapid development of Internet and the governments’ informati-
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zation programs in the member states of the European Union re-
cent years illustrate that they have gained a much higher realiza-
tion of the significant role of informatization and the development
of Internet to the economic growth and improvement of interna-
tional competitiveness. That is to say, they are able to narrow
the information gap with the U. S, , while enlarge the informa-
tion advantage against the developing countries. This will bring
further challenge to the general developing countries, which have
been confronted with digital divide. We should lay much stress
on this new challenge.

Chapter 1V mainly analyzes the economic and social influ-
ences of the development of Internet on the basis of facts and da-
ta. This chapter examines the influences of Internet on the eco-
nomic growth and social development of the U. S. and the whole
world respectively. In this chapter, the paper will illustrate the
direct contribution of IT industries to American economic
growth, the improvement effect to industrial development, the
role of restraining inflation and the contribution to employment.
The paper will also study income of the staff and the employing
situation in IT industries and the influence of such status to the
growth of average income, and the influence of network economy
to the energy consumption, etc. In this chapter, the paper puts
forward the following major viewpoints: network economy is a
special phase of information economy progress and a trend of the
development of the whole world economy; e-commerce will gain
rapid development; Internet will alter the people’s life style; In-

ternet will boost technological change; the rapid development
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and extreme imbalance in regional distribution of Internet will
widen the gap between rich and poor further; American informa-
tion hegemony has been consolidated increasingly; there’re also
some opportunities of development for the poor countries in the
wave of world development of network economy; cultural mix
and fusion will expedite and will promote economic cooperation
and integration.

Chapter V mainly analyzes the infl»uences of IT and Internet
on the economic and social development and the ideology of Chi-
na, the effects of China’s entry into the WTO and the corre-
sponding countermeasures. In this chapter, a large quantity facts
and data have been used to illustrate the following points of
view: Internet economy has been the most rapid growing part of
the economy in China recent years and the most vibrant factor in
the overall national economy; the development of IT and net-
work motivates the distribution, manufacturing and the foreign
trade of computer and other electronic products; the develop-
ment of network economy can upgrade the industrial structure of
China; the development of e-commerce will improve the efficien-
cy of economic development; networking of society and economy
also hide some risks to which we should pay attention; regional
imbalance of Internet distribution may widen the gap between the
East and the West in China; the network economy has already
brought some influences on people’s life styles.

Chapter VI mainly analyzes the status and trend of the great
shift of international industries at present. Applying new factor

endowment theory and other relevant theories described in this
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paper, from the aspects of economic growth, international com-
petitiveness and national security, this chapter brings forward
that we should catch hold of the opportunity to develop IT indus-~
tries rapidly, promote informatization-driven industrialization
and the informatization progress of society and economy in Chi~
na. In this chapter, the paper brings forward some primary
countermeasures, including: (1) considering national security,
we must fulfil the development program of IT industries in the
“Tenth-Five” Year Plan properly and support the development of
national 1T industries; (2) “soft investment” is much more im-
portant than “hard investment”; (3) in the process of interna-
tional shift of IT industries, it will be strategically significant for
upgrading the international position of China to increase capabili-
ty to export of the hi-tech goods; (4) the development of e-com-
merce in China should keep pace with international development;
(3) normalizing the development and application of the software
of Management Information System; (6) paying attention to the
security of computer and the issue of information security, enac-
ting and reinforcing the laws and documents in the field of infor-
mation and Internet and keeping studying some related difficult
problems; (7) projecting regional informatization properly to
take advantage of regional industrial structure and narrow the
digital divide; (8) strengthening the construction of the industry
of Internet information and content to resist on the “ideology in-
vasion” by the way of Internet.

Keywords: Internet, New Factor Endowment, Information
Rules, Inframarginal Analysis, Shift of Industries
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