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Abstract 1

Abstract

This book studies the Home Market Effect in the industrial innova-
tion of our country. It is based on the background of new changes in in-
ternational resource and enviornment, and new challenges of the cost-
price rise of internal product factors and lacking the impetus of econom-
ic growth and industrial development. It also combines the policy of the
expansion of domestic demand and the formation of large-scale market
demand with innovation impetus which are concluded in the 12" Five-
Year Plan. And it hopes that it can afford some advices or countermeas-
ures on how to make our country’s economy to continue to grow during
the times of golden development in future.

The theory of Home Market Size is issued by Krugman in 1980 just
in a brief sentence, but its contributions to economic growth and indus-
trial development needs to be studied deeply and fully, especially combi-
ning our country’s development. After narrating the classic theories
which are needed in this book from two aspects, it systematically analy-
ses the literatures of home market effect from the external and internal
aspects. By these aspects, it establishes the theorical fundaments and
makes others literatures’ contributions clear and highlights this book’s
theorical values.

Adam Smith had vividly described and summed up the relationships
between market size and economic growth, and formed the Smith Theo-
rem, and many economist and scholars studied this theorem from the as-
pects of cases or models. However, what a pity! There are few litera-
tures about examining this theorem, i.e., few literatures did not answer

this theorem from the experience data of economic development. So,
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can the Smith Theorem fit any developmental situations? This book utili-
zes our country’s economic developmental data to examine this theorem
based on the Cointegration method of panel data. And then, based on
the analytic framework issued by Lewis, this book also analyses the fac-
tors which influence the home market size.

Although growing market size can induce multinational companies
to invest continuously and transfer their advanced technologies, then
how we can induce multinational companies’ technologies into the devel-
opment of our enterprises? In this book, it analyses the fails of the tradi-
tional strategy of “market exchanging for technology”, and it points out
that the reason why the traditional strategy fails is that it is lacking of
effective cooperation spirits and exchanging mechanisms. If we continue
to depend on this strategy, we cannot perform its contents. So this book
figures out a new method which puts home market size as an endogenous
variable into the cooperation between local enterprises and multinational
companies. In this method, it will stimulate the innovations of technolo-
gies and the upgrade of industries by effective cooperations and learning
effects and integrating effects.

Under the Adam Smith’s theory of market size and division of la-
bor, market size can induce network of the division of labor and ag-
glomeration of the development of enterprises. Then, how does this
mechanism works? In this book, it deduces the industrial mechanism
which is based on the home market effect by improving the existing
models and imputing more real hypothesis. It concludes that the home
market effect can stimulate industrial agglomeration under the role of
capital flowing among areas and labor flowing among the same setors in
areas. And this book also steadily verifies this mechanism through the
data of our provinces by many methods.

Home market effect can stimulate the industrial agglomeration.
And then, does home market effect can affect the industrial innovation?
Firstly, this book makes the mechanism which home market size affect

the industrial innovation clear, and then based on the data of our indus-
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trial development, it tests the mechanism using some kinds of economet-
ric methods. And it finds out that home market size can stimulate the in-
dustrial innovation totally. And it embodies different mechanisms in dif-
ferent areas.

And now, we have known that home market size can affect indus-
trial innovation. And we also want to know what kind of industry or
which industry can embrace the home market effect, i.e. which industry
can utilize the home market effect to improve its developmental quality
and productivity. In this book, it studies the home market effect in in-
dustrial development from two aspects which include country and prov-
inces. Although it doesnot find any evidences in the aspect of the total
country, it finds that in the aspects of provinces, there are home market
effect. Why does this phenomenon exist? Maybe there are much more
differences in the aspect of country than in the aspect of provinces. And
through this study, it concludes that the home market effect exists main-
ly in eastern and middle areas and in high capital and technological in-
dustries.

Since home market size can affect the industrial innovation, does it
can influence the regional innovation? This book analyses the mecha-
nism of the home market size affecting the regional innovation. And
then, using the data of our country, this book tests this mechanism and
gives some conclusions. Totally, the home market size is able to impetus
the regional innovation. And it will embody many types in different
regions. These conclusions can deepen our research and give useful en-
lightenment.

In the real economic development, different regions have different
market size because of heterogeneous conditions in different regions.
Then, how can these small-market-scale regions realize economic
growth? This book studies the interact relationships among market size,
foreign trade and institutional difference by improving the traditional
framework and it concludes that it can make up the lack of market size

by developing foreign trade or cooperating with similar institutional are-
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as. This can provides a way or a path for those regions which have weak
market size to stimulate economic growth and industrial innovation.

We have to focus on the new development and new trend about mul-
tinational companies in the development of external economy. With the
rise of labor cost in our country and the appearance of labor cost advan-
tage in adjacent countries, how we can continue absorbing FDI smoothly
in future? In this book, it studies the relationships among labor cost,
market size and FDI by containing the inflection point effect of labor
cost and the increasing returns of market scale. And it concludes that it
exists inverted U type relationship between labor cost and FDI, i.e. la-
bor cost has periodical characteristics effect on FDI, and market size can
promote multinational companies’ investment in China effectually and
continuously. Meanwhile, there is substitutional effect between labor
cost and market size, i.e. every region can choose advantageous factors
to absorb FDI and use external advanced technologies based on the inter-
nal characteristics.

The foothold of theoretical and empirical study is to afford counter-
measures to actual development. At last, after summarizing main con-
clusions in this book, it designs seven kinds of advices on how to figure
out the problems which exist in articles. And it hopes that through these
advices or countermeasures, it can keep our economy develop well and
fast in the uncertain development progress of global economy. Mean-
while, it concludes some lacks of this book’s current study and looks for-
ward to the future study. And it hopes that the theme of this book can

be studied deeply and continuously in future.

Keywords: Home Market Effect; Industrial Innovation; Industrial
Agglomeration; FDI; Economic Growth
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