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growth established by deliberate operation for policy tools,
evolution of firm hierarchy and structural escalation of export
product. In turn, the author has also discussed alternative
strategy to underpin the transition from non—;lormal pattern to
normal one in export expansion.

Another finding in this chapter is that the Net Export Unite
Value (NEUV) as a new indicator has been provided to improve
prevailing indicator used to measure fluctuation of export price m
the trade statistics of IMF. We defined

NEUV= (EUV—IUV) X100%

where EUV and IUV respectively manifests Export Unite Value
and Import Unite Value.

The indicator could spare the impact of either world market
as a whole or price fluctuation of import inputs for export
implied in Export Unite Value. So striking improvement on
EUV has emerged from establishment of such a new indicator.

Finally, the author has discussed some emergency issues
such as the transform of enterprise’s running-strategy for

international competition in China’s market internationalization.
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INSTITUTIONAL CHANGES AND
MARKET INTERNATIONALIZATION

Abstract

Trade has broadly saturated current economj? s, and
incorporating of trade activities across territories to
contemporary civilization has been a pervasive fact of life. As a
result in academic argument, 'market internationalization is a
controversial issue which is too important to evade in recent
inquiry of developing countries for de\;elopment strategy. This
doctoral dissertation attempted ta:introduce new institytional
variable into achieved trade theory so as to rehash the process of
" market inter'r-zationalization and choose the path to -accelerate
industrialization with trade in the dimension of seeking
institutional ._gic-lvant-ages including policy instruments exempted
previously. ‘The dissertation -paid great attention to the
particularity of £ealizing open economy in the process of
transition from planned economy to market one and significance
for other developing countries to realize open economy. The

author has also discussed China’s trade reform in transition as
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another typical model of open economy.

The book has initiajced an institutional approach into the
framework of conventional theory on  market
internationalization, and adopted disequilibrium rent as a new
paradigm. Meanwhile, the author has attempted to make it be
cardinal  paradigm - in theoretical analysis on. market
internationalization. Mr. Solo has deduced ‘Ehe conclusion that
economic policy can’t become the impetus of economic growth
from discussions on technology and economic growth context.
The achievements in the book has suggested that the hypothese
of Solo’s economic growth theory has been changed under the
way of an open' economy, and economic policy especially
promotes economic growth in the aforementioned economy.

In the book, the research about transaction of quota,
especia:tlly macroeconomy management in institutional field, has
expanded the domain of institutional economics. It is helpful to
eliminate the defect of new institutional economics in being
failure to embrace macroeconomic activities. The book has also
discussed famous Krueger Model which guides: the trade
liberalization in developing countries and established Krueger
Model extended that is thought fit to realize open economj in
transition of former centrally planned economies, on the
condition that identifying its important scholastic: value and
significance of policy-orientation. |

The book is divided into seven parts including introduction
and another six chapters.

The preliminary acknowledgement relevant to this book has

been offered in the introduction first part. Evolution of
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economics from Adam Smith in 18th century to today’s New
Growth Theory is just recognizing history on trade and
industrialization context in the perspective of alternative impetus
of development. In arduous experience to enhance the economic
prosperity of long'coﬁtinuance, there are two alternatives so
called Lewis’ options before embarking of developing countries
on industrialization, where developing countries tend to choose
the path of either modelling upon developed countries, such as
England in 17 — 19th century, or trading with developed
countries. The role of later option to promote sustainable and
rapid growth in developing countries has -b_éen revealed by the
recent findings of Néw Growth Theory. In the case of trading
with developed countries; developing countries ‘can employ the
effect of spillover produced. in. -the diffusion of- ‘advanced
technology of developed countries, as well as explmt comparative
advantage and seek economies of scale.

Obviouslys - -  traditional theory on - market
internationalization, within - the framework of - conventional
international trade theory, has always been found on the twin
pillars of market -expansion and resourse allocation under a
" laissez-faire regime, rather than in the way to operate other
institutional elements, such as alternative policy instruments and
development strategies, -and so on.

The author has argued that validity in an alternative open
model of economy depends heavily on appropriate policy and
institutional framework on nmatters of trade behaviors.
Especially, because open economy ‘make all over..coiintries at

different levels of development be integration, and a country in
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low production efficiency may have higher Increment Capital of
Produet (ICOR) than others, thereforey if an enterprise invests
. in the labour intersive sectors in developing countries, it may
- have more lure than the capital intensive sectors. Open economy
has changed theoretical hypothesis relating to diminishing trend
of ICOR in Solo’s.conventional growth maodel. .In point of placing
emphasis:.on significance of open. economy relevant to the
institutional factors including. policy in economic growth, the
author has reached the conclusions similar to new growth
theory,. although its' appreach is different from new growth
theory. It is for the sake of aforementioned reasons that World
Bank has installed new loan, adjustment loan on structure, to
underpin policy transition in developing countries since' 1980s,.
and put trade adjustment program on striking position.

The author, in turn, has retrogressed recent controversy
with openness‘- and growth context, which experienced four
forms as follows: Neoclassical Growth Model, New Growth
Theory, recént empirical analysis and the theory on NIEQO (A
New International Economic Order). Later is divided into two
schools:_Structural school and Neoclassical school. ‘

- The author has -also described the experience while
developing countries embarked on trade Liberalization.

A. .T.he recognition of importance of execute aggressive
strategy characterized by export-led growth in East Asian. -

The empirical anélysisz on HPAEs’ (High Performance Asian
Economies) experience.

Japan has insisted on underpining state with trade

exXpansion.
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Conventional NIEs, such as Korea, Singapore, Hong Kong,
and Taiwan, have implemented expdrt oriented development
strategy. .

‘Next NIEs, for example, Thailand, Indonesia, and
Malaysia, initiated trade liberalization. '

B. The Latin American Countries’ lessons from import
substitution strategy since lately‘194OS , and its transfering the
emphasis of strategy to.éxport-led growth in early 1980s.

To cope with external shock.

To enhance the economic prosperity of long continuance.

C. Switching from a closed economy to an open economy :
special background lying ahead of former- centrally planned
economies’, such as China, Vietnam et al.

Cardinal experience of China trade reform: The trade reform
characterized by decentralization prior to liberalization.

The phenomenon emerging from transition is outward trade
diversion. So a deliberate scheme for reform based on the
features of transitional economy should adopi two concerns as
follows: The first, in the dimension of export, is accelerative
expansion of export resulting from changing initial situation of
' specialization which was inconsistent with the law of comparative
advantage, for example, the deflection in the trade among New
Independent States of FSU and regional trade within China. The
second, in the dimension of import, is drastic increase on import
because '.technology acquisition in former- centrally planned
economy couldn’t satisfy their desire of economic development
for technology_borrowing. So there come a defined phenomenon

so called outward trade diversion, which is different from inward
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oriented trade . diversion at réviving regional vintlegration
agreements. It is inevitable to require the escalation of openness.

Institutional changes is permanent foundation to explain
theoretical evolution about market internationalization. - On. the
one hand, switching observant object from product to factor
implys that the hypothesis of new institutional economics about
basic transactional unit, orgnization, has been changed. On the
other hand, the evolutional histbry from international trade
theory to international investment theory further shows the role
of  institutional elements to promote evolution of market
internationalization theory. At same time, introducion of
orgnization intensity has successful explained the diversity of the
approach to intergrate markets, foreign trade purchase system,
convergence of outward orgnization intemsity, convergence of
inward orgnization intensity and fabric of total hierarchy.

In chapter 2, it is pointed out that switching from a closed
economy to an. open economy may 'change initial state of
disequilibrium, and equilibrium state in open economy model wili
deny one in a closed economy, and the monetary form of gap in
the equilibrium state between invented open economy and closed
economy shapes disequilibrium rent. Realizing open economy i1s
essentially the process of effective emploit disequilibrium rent,
so it should become a prevailing paradigm of an open economy.

Dynamic structure of disequilibrium rent is consisted of
three parts as follows: First is short-term disequilibrium rent
shaped by the flows of variable factor. Second is long-term
disequilibrium rent shaped by the flows of constant factor. Third

is monopoly disequilibrium rent,
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This chapter concerns that the concrete formation of
disequilibrium rent, consumer residual and producer residual,
has been describled in detail. Appropriate utilization of
disequilibrium rent can fully exploit comparative advantage
emerging from the supply of domestic factor. If a country choose
the form of the factor intensity possessing endowment to develop
export industry, it may strengthen its comparative competitive
ability in the rest of world market. :

The empirical analysis in this chapter shows that market
internationalization has become dominant motivation of China’s
economic growth since 80s, one-fifth of the increment of China’s
GNP can be explained by the expansion of its export, and the
contribution of factor intensive industry possessing comparative
advantage is-also important explanatory variable and a half of
_export increment had been performed by the export of labour-
_intensive product, which contributory share occupied more than
fifty percent in most years of past one decade. It is even the
_equivalent of 2.5 times of export increment in a few years. -

The analysis on economic nature of disequilibrium rent
_shows that shaping and utility of disequilibrium rent can incur a
fypical external economy. It is necessary for the authorities in
charge of macro-management of to pay great: attention in the
process of market internationalization in developing countries.

In chapter 3, we will see that alternative trade policy depand
heavily on theoretical hypothesis of disequilibrium ' rent.
Meanwhile, theoretical formula, which counts -disequilibrium
rent implied in the measures of trade- policy s has been

inferenced. 5 ‘ N
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It is perceived that import trade policy must embody
constraints range adopted by trade policy, organic intergration
between effeciency competition policy and protection from key
sector of developing countries. In the case of need for short-run |
disequilibrium, domestic market ought to be exposed external
competition, and préductive ability of key industrial sector ought
to be protected with import trade polic‘y deliberate timed in terms
of the need to keep long-run e;luilibrium. Thus, the ceiling and
baseline of guantitative restricts of import trade policy in key
industry is respectively determined - by two kinds of
disequilibrium rent which is resulted from: the flows of constant
factor and variable one. If disequilibrium rent break through its
celling, it is likely to come into total monopoly rent state. So we
can judge whether import trade policy has hampered domestic
competition.- '

It is also stressed in this chapter that- the sector, which
productive ability is under the protection with import trade
policy, should be affirmative. Mentioned choice of structural
protect . measures can: adopt the protection such as tariffs, not
exchange rate for protection. When the basis of alternative
export policy was determined in this chapters a pair of new
paradigm such as technical nature and resourse one has been
defined in the way of economics: The commodity based on
resourse is something which boundaries of supply can’t disappear
but strengthen as economic development, namely endowment
commodity, which type is the commodity in the nature of
'endowment._ On the contrary, the ‘supply gap of technical

commodity is continuously alleviated as economic development,
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namely ‘acquisitional commodity, which type is innovation.
Primary product - and manufacturing product based on labour
resourse belongs to one in the nature of endowment, and
manufacturing product based on technology belongs to one in the
nature of acquisition.

The export experience of developing countries such as China
suggests that the exporf share of endowment commodity hasn’t
obviously decreased , although-e}éport .share of primary product
has been plummeted since 50s. Thus, developing cQunti'ies
should establish related export policy to regulate the .export
behavior of endowment commodity.

Considering that: the endowment commodity is different
from acquisitional commodity in the changes of soci'al'_,; gost’,
alternative export trade policy should be on the basis of the
change approach in social cost. The classification about export
trade policy is as follows

1. Hicks style of export trade policy based on suppositional
compensation. With the compensation mechanism resembling
market one, disequilibrium rent can compensate the loss. to avoid
_ distortation of distribution of benefit under macro-effect and
dissributive effect from micro-mechanism.

2. Kardor style of export trade policy based on suppositional
compensation model. The persons who benefit from distortation
of price is imposed certain level of fee to support export but
directly compensate the loss of the opponmenté:

3. Little style of export trade policy based on realistic
:ompesation model. While the person who benefits from the

distortation of price is imposed cerntain level of fee, the loss is
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corﬁpensated_. |

Chapter 4 will concern the special constraints of institutional
factors on open-economy in transition, and issues above has been
analysed in multi-dimension as follows: the beginning. of market
internationalization in centrally planned econommies, the
adaptability .of .the theoretical framework of-disequilibrium rent
- on transitional economies and improvement of Krueger model in
transition. . Meanwhile, the lessons from China’s trade reform,
which object is to put forward market internationalizatien, has
been concluded and established realistic open economic model of
tentative improvement.

Former planned economic regime is extremely closed, ‘which
closed extent is even higher than other developing countries
implementing intensive IS such as Latin American Countries.

All . over China’s reform in 80s, especially the unitary of

"domestic market and 'rapid change of the controlling system of
supply, demand and price, made the theory of disequilibrium
réent be more adaptability for China’s transitional .economy.
China’s trade reform has offered meanful lessons from seeking
open to the rest of the world. Basic practice and lessons from
China’s trade reform has been concluded as reform of trade '
decentralized prior to one of trade liberalization. Implementing
trade reform characterized by decentralized possesses feasibility
to successful promote market internationalization, which reasons
are as followsi . - -

— The reform for trade decentralization gradual offered
institutional basis for the reform for trade liberalization.

— The reform for trade decentralization has escalated the
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adaptability for enterprises to expose foreign competition after
the reform for trade liberalization.

— The reform for trade decentralization has rectified
distortation induced by policy, which result is to upgr'adé initial
point of trade liberalized reform. . '

It is further discussed how disequilibrium rent theory is
utilized to establish the model of open market in this chapter.

Chapter 5 will be as concerned in coping with current issues
in China’s openning to the rest of world. ~The author, in this
chapter, has seeked institutional advantage under the way to
discuss about consistency among various policy teols relating to
China’s market internationalization. And the author maintains
that alternative dominant approach and its coordination in macro-
regulating mechanism, price signals v. quantitative ones, trade
policy v. foreign investment one and the structure of product v.
industrial one for export, should promote policy coordination in
open economy at national level.

Coordinating objects,  functions, its sets and sequence
disipline in the regime regulating to trade quantity, in turn, has
~been established, which object in short-term and long term is
respectively to keep equilibrium of BOP and upgrade industrial
structure for export. o

Mr. Benassy’s theory on quantity rationing. has been
employed as anatemy on the regime relating to trade quantity at
national level in tran"'slition, which can be divided into two kinds,
namely spared quantity rationing and benefit rationing. So,
transform - of regime regulating trade quantity from benefit

rationing to spared quantity rationing and finally disappear of
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both has been offered as an evolution law of trade reform.

The coordinating disipline between trade plan and regulation
is consist of disipline to assign, sequence and implement." Major
role . of tradé plan, generally speaking, is played at macro-
coonomic Ie_vel,. rexcel-:)t for a few product undertaken state
trading in incipient stage of an open economy. Current regulation
to trade behavior should focus on the product which boom in
export is vulnerable to deteriorate the terms of trade.

Sequence discipline among the instruments regulating to
quantity should be comfirmed in terms of their comparison on
profit-cost in managemént.

Nowadays , Foreign Direct Investment (FDI) has showed
rapid growth and played an impartant role in China’s economy.
This chapter reviews the current situation relating to
inconsistence between FDI and foreign trade policies in China,
and suggests that relating authorities in the developing countries
as host should-develop p’olicif'es regulating foreign investment.
" Then, a theoretical paradigm -K#$ built, which is to describe
policy coordination between foreign investment and foreign
trade. "The suggestions regarding the policy coordination are also
addressed. '

The dynamic coordination among the policiés about product
structure and industrial one for export .has been deepenly
discussed in this chapter. It is pointed out that only structural
effect should be chosen as a principal form of export effeet. And
consistence between transform of factor intensity and output
structure for export as a policy object has been confirmed, which

has enriched policy content securing upgrade of export structure.




