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Abstract

Foreign trade is of great significance for the industrialization
of developing countries . In this course, trade policy takes an im-
portant effect as the means of intervening economy by govern-
ment. However, the practice of trade policy in developing coun-
tries faces a great challenge from the aspects of both theory and
reality. Viewed from the aspect of theory, although the Import
Substitution Strategy and Export Orientation Strategy, the two
theory systems which guild the practice of trade policy of develop-
ing countries, have expounded the basic path of industrialization
of developing countries in foreign trade , the thought about the
ways of intervention, the identification of industry, the duration
of intervention under the two strategies is still not clear and con-
crete . Lacking the support of effective policy, the two strategies
have shown the serious problem in practice. Viewed form the as-
pect of reality, the most imminent question is, how the develop-
ing countries develop .the capital intensive industries and the tech-
nology intensive industries in the condition of open economy?

Obvicusly, it is necessary for developing countries to build an
effective system of foreign trade policy for the strategic purpose of
realizing industrialization in open economy. Therefore, the theory
about the developing countries’ foreign trade should be developed
further.



The emergence of the theory of Strategic Trade Policy
(STP) in western developed countries in the 1980s has provided a
fairly realistic and feasible framework for government' s inter-
vening trade and supporting the industries. STP is a kind of theo-
ry that argues that government can achieve the profits of scale e-
conomies and external economies by intervening trade properly.
Although the theory of STP originates in developed countries and
makes the developed countries economy as the premise, its inten-
tion and analysis ways play an important role of enlightenment to
developing countries. This article aims to discuss the application
and concrete conditions of STP implemented by developing coun-
tries, and attempts to provide a new analysis ways for developing
countries to formulate the scientific and systematic trade policy
system in the condition of open economy.

Around this theme, the logic structure of this book is as fol-
lows:

Firstly, the bouks discusses the theoretical origins and actual
background, which is addressed in Chapter one. This chapter
contains three sub— themes: The first part introduces the forma-
tion background and main content of STP. In this part, the basic
system, main idea and analysis method of STP are described, and
the conclusion is that the starting point of the theoretical basis of
STP is the imperfection of market which is more fit for the reality
of international trade, so that , STP provides the theoretical evi-
dence for intervening trade by government. The Second part deals
with the challenges which developing countries face in foreign
trade and the significance of STP for developing countries. This
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part turns to the analysis on the necessity of developing countries’
implementing STP. The third part analyses the practicability of
STP implemented in developing countries from the aspects of in-
dustrial basis, institute circumstances and the theoretical premise.

Secondly, the thesis discusses the basic system of developing
countries ~ STP, and proves that developing countries can
achieve the successful development of capital intensive industry
and technology intensive industry under this policy system, which
is addressed in Chapter two. Chapter two describes the general
theoretical framework of STP implemented in developing coun-
tries under the strategy of Import Substitution and Export Orien-
tation through establishing Bertrand Model and Cournot Model.
The two models are different from the developed countries '’
model, which is embodied in two aspects: one is that the two
models are different according to the different strategy; the other
is that the policy of tariff and subsidy is available in the method of
Bertrand Competition by adding the element of differential prod-
uct under the strategy of Import Substitution , which is opposite
to the conclusion of the developed countries’ STP model in the
same condition. Moreover, the distinction of the policy system
between the new strategies and traditional strategies is expound-
ed. Chapter two also proves the availability of developing coun-
tries ~ implementing STP according to the cases of Brazil” s air-
craft industry, India’ s software industry and Korea® s semicon-
ductor industry.

Thirdly, this book discusses the basic conditions of develop-
ing countries’ implementing STP. STP is a systematic arrange-
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ment of trade and industrial policy according to the elements of
countries actual behalf and the long — term object, the conditions
of government and industry inward and outward, therefore, a
certain conditions for achieving satisfactory effect of STP. Chap-
ter three to six expound the identification of object industry, se-
lection of time, quality of government and external commitment
of developing countries ' implementing STP respectively. These
chapters are the main body of the article. Chapter three analyses
the identification of industry for STP. Firstly, the importance of
identification of industry is illustrated through the partial equilib-
rium analysis and general analysis. Secondly, the two standards of
identification of industry in the western countries * trade theory
are expounded and distinguished. Lastly, the index system of i-
dentification of industry is devised, so that, the feasibility of de-
veloping countries’ STP is increased. Chapter four discusses the
duration of intervention of developing countries ° STP, and the
viewpoint is proposed that the intensity of intervention of develop-
ing countries’ STP should be weakened according to the change of
returns to scale and the market structure, this viewpoint is
dermonstrated through the analysis of Korea. Chapter five analyses
the influence of quality of government in the course of implement-
ing STP in developing countries. Through the theories of public
choice, rent — seeking and principal — agent, the chapter respec-
tively deals with the three themes: the influence of the behavior of
government in the course of formulating trade policy, rent — seek-
ing to the effects of STP as well as imperfection of information.
And conclusion is drawn, that is the government should strength-
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en the construction of itself for a satisfactory result of implement-
ing STP. Chapter six analyses the external commitment of the
implementation of developing countries’ STP. The theme is about
two aspects: One is the industry space of implementation of STP
in developing countries, and the conclusion is drawn that the em-
phasis point of developing countries * STP should be put in the
fields of middle — tech industry, and some high = tech industry
which the developing countries possess the relative advantage.
The other is the institute space of implementation of developing
countries under the background that the commitmsnt mechanism
of WTO is strengthened, and the conclusion is drawn that it is
possible for developing countries to implement STP under the
commitment of WTO.

Lastly, Chapter seven deals with the application of STP in
China. Firstly, the author argues that it is necessary for China to
implement STP properly which aimed at fostering capital inten-
sive industry ,and technology intensive industry on the grounds
that China is a big developing country and has entered into WTO,
Secondly, the cases of shipbuilding industry and civil aircraft in-
dustry of China are analyzed . Lastly , the effects of STP to Chi-
na car industry are calculated according to the dates of 1993 and
1995 by calibration method , and the conclusion is drawn that it
is available for China to advance the process of industrialization

and the development of economy by implementing STP.

Keywords: Strategic Trade Policy (STP) , developing country ,
China
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