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ABSTRACT

INDUSTRIAL POLICY IN THE TRANSITION PERIOD
— AN ANALYSIS OF THE CHINESE EXPERIENCE

1. Perspectives of the Study

This book features an empirical study of the
Chinese experience in pursuing the industrial
policy and gives a prognostication of the
prospects of the inpdustrial policy in China in fu-
ture.

China has had repeated recourse to the in-
dustrial policy since the advent of the period of
reform and opening up to the outside world in
the late 1970s. This is because the industrial
policy offers a highly elastic means of govern-
ment intervention ,which may work in different
directions: similar to compulsory plans, which
enables the government to directly intervene in
the operation of enterprises or to indirect inter-
vention of government in a market economy.
Therefore, the industrial policy is a means of
government intervention acceptable to either
propé)nents of the leading role of the planned

economy or those in favour of market —oriented




reform according to their own understanding.
The arguments that “the market mechanism
is not without its drawbacks” and that “as a
latecomer China needs the kind of development
which enables it to catch up with and surpass the
developed nations” are the two main theoretical
basis for the promotion of the industrial policy in
China. The two arguments alone are enough to
prescribe rather extensive space for the imple-
mentation of the industrial policy in China. On
the one hand, where the market mechanism is
flawed , there is the need for the industrial poli-
cy to play its role; in China, the market econo-
my is still in its infancy and therefore flaws
caused by imperfect market mechanism are ubiq-
uitous. On the other hand, there is a glaring gap
between the Chinese economic structure and
those of industrialized nations and newly indus-
trialized countries and regions, and China neéds

to catch up with them in so many fields. These




two lines of thought have vindicated the necessi-
ty of the industrial policy in China. Since the
adoption of the policy of reform and opening to
the outside world China has, for varying rea-
sons, pushed a host of industrial policies which,
if put together, can cover nearly all the indus-
tries and products.

However, the Chinese experience over the
last dozen years indicates that the actual results
of these industrial policies are far from being sat-
isfactory. Many such policies, despite their well
— defined goals and long — term perseverance,

have failed to provide the solution to lingering

structural problems in some cases they
have engendered new structural problems. As
befitting all problematic policies, it is difficult to
pinpoint the reason why these industrial policies
have failed to work as anticipated. There are so
many possibilities; theories which are either

wrong or do not fit; questionable designs;




incorrect approaches to implementation; or some
seemingly minor problems. Behind different in-
terpretations lie contradicting opinions about the
industrial policies. If we believe that the prob-
lems stemmed from such things as designing,
choice of ways and means, and mode of imple-
mentation, then we can enhance the effect of
these policies by improving the way the industri-
al policy is designed and intensifying the process
of implementation. If we believe that the prob-
lems originated in improper understanding and
application of theories on which the industrial
policy is based, then we cannot but ask if it is
feasible for such a policy to exist. In this kind of
disputes, economic theories and the experiences
of other countries may help, but they cannot
provide the ultimate criteria for judgement. Be-
cause of the fact that, theoretically speaking,
there are always antagonistic viewpoints, and

that in terms of experience, the examples




provided are pregnant with contradictory impli-
cations, pros and cons can both obtain their fa-
vorable theoretical and practical grounds.
Therefore, to understand the issues concerning
. China’s industrial policy, it is necessary to con-
duct, on the basis of appropriate theories, an
empirical analysis of the actual process in which
the Chinese industrial policy is implemented. It
is fortunate that the decade —long Chinese expe-
rience has provided us with the time span and
practical materials needed for making such an
analysis.

To better understand the rationales for the
existence of the industrial policy during the peri-
od of economic transition and the workings of
such a policy, to gain a comprehensive picture of
the implementation of the industrial policy in
China and the practical results, this book fur-
nishes a number of new angles.

1. Formulation and implementation of the




industrial. policy involve an economic as well as
political process.

The behaviours of the government have a
profound impact on the industrial policy. The
government’s decision —making process is a po-
litical one, and therefore the issue of industrial
policy need to be regarded as a political process
in association with an economic issue. In the
study of the industrial policy, the government is
a most important factor in making and imple-
menting this policy; that is to say, the govern-
ment itself is an object of study and should not
be simply interpreted as the representative of the
“interests of the whole”. The following ques-
tions should be asked: first, if government poli-
cy —makers are willing and able to formulate a
reasonable industrial policy; second, if the gov-
ernment administrative system is willing and
able to effectively carry out the industrial policy ;

third, if it is more effective to solve the




problems through the industrial policy than mar-
ket mechanism. However, the practice of China
over the last sixteen years in formulating and im-
plementing the industrial policy has not offered
enough evidence for us to derive definite answers
to these questions.

2. The industrial policy has the function of
allocating resources as well as the function to re-
distribute incomes.

Different from the situation under the mar-
ket mechanism, the industrial policy’s resource
allocation function works by changing the way
the resources are allocated. The industrial policy
performs its income redistribution function by
shifting the incomes from one group of people to
another. To spend money collected from all tax
— payers on the construction of projects to the
benefit of only a group of people is one such ex-
ample. The two functions may manifest them-

selves in different policies, but more often than




not they exist in the same policy. Different crite-

ria are applied to judge them efficiency for
the resource allocation function, and fairness for
the income redistribution function. Therefore,
to separate these two functions may lead to dif-
ferent judgements on the same policy. In the
past researchers paid relatively little attention to
the redistribution function of the industrial poli-
cy despite its pronounced effect on the industrial
policy.

3. Different tools to implementation may
change the nature of the industrial policy.

The industrial policy has very few policy
tools peculiarly its own. Most of the tools em-
ployed by the government in regulating and con-
trolling the economy may be used to carry out
the industrial policy. On the one hand, some
tools designed for direct control, such as the
project examination and approval system, may

make the industrial policy look like a compulsory




plan; on the other, when only guidance methods
with no binding force at all are used, such as the
distribution of information or project guide-
books, then the industrial policy. becomes a be-
nign method which serves nothing but to ex-
change information. Because of its highly selec-
tive tools, the industrial policy has become an e-
lastic phrase open to free interpretation. Because
of differences in the understanding of the indus-
trial policy’s actual meanings, when people show
their approval or disapproval of such a policy, it
is hard to tell what kind of industrial policy
(that is, what tools are employed) they are real-
ly talking about. Thus those in favour of
strengthening the government’s intervention and
those who want the market mechanism to be
beefed up may both demand that the functions of
the industrial policy be strengthened —— differ-
ent understanding of the methods employed is

the cause for this phenomenon.




