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An Open Economy Calls for
New Development
Theories

ZHANG Youwen'(3k 4} 3¢)

Editorial note: Ever since reform and opening up policies were adopted in the late 1970s and early
1980s, the comparative advantage theory, factor endowment theory and "two-gap model" theory have
been the basic guidelines for China's reform and opening up. On this basis, China has proposed a

strategy of "exercising the comparative advantage of cheap labowr"

. Howewver, now that production

factors have realized worldwide free flow alongside economic globalization, is this kind of traditional
strategy still suited to China? The following article has explored this question and proposed a "'new
approach to opening up", considering advantages ranging from cheap labour to factor scarcity.

In recent years, a great deal of
research into the benefits of China's
opening up has provided forceful
confirmation of its tremendous
achievements. Offering sufficient
evidence and reliable conclusions,
the results have proved the sound-
ness of opening up to the outside
world as a national strategy. At the
same time, we can sce that it was
necessary to carry out an in-depth
theoretical study into the benefits
and issues related to opening up.
Analysis and strategic exploration of

the actual issues involved constitutes

the "new approach to opening up",’
for which the theoretical basis is the
principle that profir is determinced by
the scarcity of economic factors in

the global cconomy.

I. Limitations to cheap
labour as a comparative
advantage strategy

China's economic opening up
1970s and

Faced with ideological

was initiated in the late
early 1980s.
and rheoretical hurdles inherired
from the planned economy that had

been closed to the ourside world,

Chinese academics have worked
hard to explore basic theories. In the
course of our necessary and fruitful
research upon this subject, emphasis
was given to three theories: the com-
parative advantage theory, the fac-
tor endowment theory and the "two-
gap model" theory. Against the his-
torical background of ideological
liberation, these three theories were
gradually accepted in China as the
basis for an opening up strategy. The
expression "make the most of the
comparative advantage of cheap
labour" has been the premise of many
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theoretical studies as well as the fo-
cus of opening up policies and
strategices.

Despite representing major
progress in China at the time, this
expression is unspecific and even
confusing in terms of precise theo-
retical meaning. Comparative ad-
vantage and factor endowment are
separate theorics at different stages
in the history of international trade
theory development. The compara-
tive advantage theory is illustrated by
the model of "two countries and two
commodities” based upon the theory
of labour value, of which the best
aspect is its logic structure featuring
dual comparison. The absolute ad-
vantage theory, which departs fun-
damentally from the core feature of
the comparative advantage theory, is
applied if two countries are compared
in terms of one commaodity. The fac-
tor endowment theory involves com-
parisons between two countries in
terms of the absolute price differences
between various factors. This theory
has not only pushed the comparative
advantage theory forward from singlc
factor to multi-factor, but has also
adopted absolute advantage instead
of comparative advanrtage.
Therefore, "make the most of the
comparative advantage of cheap
labour" has muddled two different
trade theories into onc expression
and actually means no more than
"make the most of the absolute ad-

vantage of the low cost of labour",

turning a comparison of lahour pro-
ductivity into a comparison of factor
price and thus only embodying the
factor endowment theory and not the
comparative advantage theory.

In practice, the "make the most
of the comparative advantage of
cheap labour" theory has led to a
single strategy of utilizing low-cost
labour, causing China's opening up
theory to become a factor endow-
ment theory based purely upon tow
labour costs. The core structure of the
universally applicable comparative
advantage theory has been discarded.
The goal of opening up is not to es-
tablish a structural comparative
advanrage, nor to build up a dynamic
comparative advantage, but racher,
simply to make use of the labour price
advantage. Many issues of the open-
ing up strategy arce formed on such a
basis. The principle of "choosing the
lesser of two poor choices”, which
can be clearly seen in a single factor
analysis of the comparative advan-
tage theory, has been excluded by the
comparative affluence of these two
factors: the labour intensive model
has been simplified into an ordinary
labour-intensive processing model,
and when it comes to inexpensive
knowledge labour which can gener-
ate higher productivity, the principle
of "choosing the better of two good
choices” has been rotally ignored.
This is why we have been emphasiz-
ing ordinary processing labour-inten-

sive industries rather than knowl-

edge-based labour-intensive
industries.

Relying on cheap labour alone
has resulted in a backward overall
industrial structure and exporr
structure: the rapid growth of foreign
trade is built upon the absolute ad-
vantage of low labour costs; process-
ing trade export has been surpassing
50% for many years; and ordinary
trade mainly fearures labour-inten-
sive products. A serious problem is
that rwo basic phenomena have been
formed based upon the absolute ad-
vantage of low labour costs. One is
the backward industrial structure,
i.e., the absolute advantage of low
labour prices has been turned into an
"absolute disadvanrage of the back-
ward industrial strucrure” and an "ab-
solute disadvantage of China's low
position in the international division
of labour". In 26 years, China has
received a great deal of international
industrial transference, developed
numerous labour-intensive
industries, and taken over the export
status previously held by other Asian
countries and regions, The second is
the "export without industry”
phenomenon. China's export prod-
uct structure has been improving
gradually with an increasing share of
high-tech products, but most of these
products are only processed or as-
sembled in China for export trade,
and are far from forming an industry.
Even worse, the supply of homemade

parts and components is at a very low
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level. Despite our continuous calls for
improvement of the foreign trade
structure, we cannot expect any fun-
damental changes to take place if the
cheap labour strategy remains in
place.

Admittedly, as a backward de-
veloping country, China's opening
up must proceed from the participa-
tion of cheap labour in the interna-
tional division of labour and will con-
tinue to rely upon cheap labour as
an advantage for a long period to
come. Any strategy that exceeds
China's reality is unfeasible.
However, we must also see that for a
leading nation, implementation of a
long-term low price strategy is not
only unfavourable, but unsustainable
as well. This has frequently been
proven by international market fric-
tions and developing domestic

competition.

Il. Attributes of the
development stage of
national identity in
international economic
theories

At the

development, it is impossible for

new stage of
China to seek theories of interna-
tional economic relations directly
from existing western theories. The
history of theories upon trade and
investment and economic develop-
ment indicates that any economic
theory is shaped by its own objective

historical background, is produced to
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address the particular issues of his-
torical conditions at that time, and
serves to solve the particular strate-
gic issues of the country or nation at
that historical stage. It is entirely rea-
sonable to say that a theory upon in-
rernational relations that "transcends
countries and developmental stages"

does not exist.

(I) Historical features of

international trade theorics

Ricardo's comparative advan-
tage theory proved the necessity of
having trade benefits for all
countries, but its universality causes
people to overlook the historical
background of free trade theory
formation. In fact, this theory
emerged from Britain's need to push
free trade after industrialization. The
protective trade theories of Friedrich
List and Hamilton respectively rep-
resent the characteristics of Germany
and the United States as latecomers
to industrialization at thar time.
Krugman's strategic trade policy
theory is another representation of
the nationalist nature of trade
theories. His theory originated from
the historical background of a rela-
rive decline in the international
competitiveness of the United States
and provided guidance upon how to
establish new advantages. [t can thus
be seen thar the dominant theory of
a country's international economic
relations possesses distinctive na-

tional and historical features.

The development stage and na-
tional characteristics of trade theo-
ries also imply thar theories provide
a service to countries regarding
how to participate in the interna-
tional division of labour and obtain
greater profits. We can gain inspi-
ration from classical trade theories
upon revenue distribution
methodology, but given that these
theories came into being before
economic globalization, we do not
directly seek conclusions upon
their revenue distribution for the
factor flow conditions of today's
economic globalization. Economic
globalization is the premise of vari-
ous trade theories for the funda-
mental transformation of interna-
tional economic relations based
upon factor flow. As a result of fac-
tor flow, commodities in interna-
tional trade are no longer merely
the output of a country's factors; fun-
damental changes have therefore
taken place in the international trade
structure and interest distribution

relations.

(II) A reassessment of economic
theories for opening up

development strategics

For more than half a century, a
series of classical opening up theo-
ries have come into being along with
development strategies for develop-
ing countries in the international free
trade environment, especially with

regard to interest distribution in this



kind of opening up. These theories
have offered ideas upon how to ex-
plore intercst issues in the global
economy from another perspective.

The "centre-periphery doctrine”
emphasizes the marginalization of
developing countries in the interna-
tional division of labour and the flow
of trade interests from the periphery

to the centre. This doctrine is based

upon division of labour and competi-

tion in trade, and is of major signifi-
cance in analyzing how a country's
industrial structure influences interna-
tional division of labour interests.
However, booming international in-
vestment has given rise to modern in-
dustries in developing countries,
thereby reducing the international gap
determined by the development lev-
els of different countries. This has

made it difficult to analyze directly dif-

ferences in the direction of interest
flow from international industries.
Bhagwati's immiserlizing growth
theory has explained rthat export
growth leads to the deterioration of
trade conditions and is thus
detrimental, revealing the negative
side of trade expansion.” The conclu-
sion that trade development, includ-

ing rapid export growth, is not nec-

essarily tavourable is especially wor-
thy of our attention at present. We
do not need to opt for a closed de-
velopment strategy owing to the pos-
sibility of immiserlizing growth, but
we must pay close attention to the
real benefits of trade growth. On the
other hand, we can also see in
Bhagwati's analysis that export still
refers to products as a country's own
productive factors. The issue appears

more serious when we further ana-

lyze the massive flow of international
capital under the conditions of eco-
nomic globalization. Excessive policy
incentives for the use of a certain tac-
tor will lead to factor distortions in
the economy. Modern distortion
theories have proven that policy in-
centives for the use of one produc-
tive factor will necessarily result in
rejection of the use of another pro-
ductive factor, and this unavoidably
will lead to losses in revenue for open
economies." In the process of
China's opening up, widespread use
of incentive policies has rendered
policy-induced distortions more
common and more serious."
Chenery's two-gap theory ex-
plains that foreign exchange and
capital gaps must be compensated by
the expansion of trade and absorp-
tion of foreign capital so as to ini-
tiate development. China's own de-
velopment experience has also
proven how important it is to make
up the two gaps. However, as the two
gaps are no longer the main obstacles
in China's development, it is obvi-
ously inappropriate to continue to
regard making up the gaps as the ba-
sic task of a development strategy.
Export and introduction of foreign
capital remain highly significant in
China today, but its significance lies
in the expansion of job opportuni-
ties and industrial development
rather than in compensating the two
gaps. This requires a shift in our stra-

tegic emphasis.
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(III) Artributes of the domestic
identity of the transnational
corporate investment theory and
its significance for the host

country

There is an obvious deviation in
China's research upon foreign capi-
tal theories that has overlooked the
following important fact: the
transnational corporation theory is
essentially the theoretical achieve-
ment of economists in developed
countries. Their focus is the cause
and direction of international
investment, the revenue of invest-
ment companies, the strategic signifi-
cance to the home country, cte., in
order to provide guidance regarding
the strategic options of developed
countries rather than to study the
influence of international invest-
ment upon host countries. They thus
cannot he perceived as the strategic
basis of the host country. Mcanwhile,
China's international investment
theory is concentrated in the repre-
sentation of the foreign capital in-
troduction theory, and likewise re-
gavds the advantage of cheap labour
as a basic advantage in introducing
foreign capital. Therefore, the for-
eign capital theory has also been es-
tablished on the basis of the cheap
labour advantage.

Our task is to analyze the influ-
ence of international investment
upon the host country in view of the

theory of transnational companices’
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investment.

(1) "Monopoly advantage” is a
condition for realizing international
direct investment, and determines
the monopoly status that will be
formed by transnational companics
in host countries. Hymer has applied
the monopoly theory from the indus-
trial organization theory to the analy-
sis of direct foreign investment by
transnational companies. He pointed
out that imperfect market competi-
tion and the monopoly advantages

of monopoly capital groups were fun-

transnational corporations could
have on China.

(11) The "production life cycle
and transference rule" determines
that host countries can only bring in
mature products from developed
countries. Vernon's production cycle
theory has proven that corporate for-
eign direct investment represents the
various responses of innovation,
growth and standardization to the
three stages in the production life
cycle." The production life cycle

theory indicates that international

We should not only passively accept
investments from transnational
corporations making use of their
advantages, but also develop our own
advantages to attract foreign capital

damental to the steep increase in in-
ternational direct investment after
World War.®

Kindleberger claborated upon

the Second
Hymer's theory, emphasizing the
flaws and the monopolistic advan-
tage in the market structure. This
theory indicated that direct invest-
ment by transnational companies
will enable them to form monopoly
status in host countries. However, in
recent years, when Chinese academ-
ics were largely concerned with the
reasons for international direct in-
vestment and policy demands, they

overlooked the possible impact that

Investment is the representation and
reinforcement of the differences in
industrial development at various
stages. However in China, as we re-
alize that it is the cause of direct in-
ternational investment and vigor-
ously emphuasize international indus-
trial transference opportunitics, we
have overlooked the inevitable fact
chat chis kind of transference will
lead to differences in product cycles
in the international division of
labour.

(1i1) "Transaction internaliza-
tion" has saved on the costs of

transnational companics, enhanced



their efficiency and improved their
revenue. The market internalizarion
theory has proven that effores to
overcome market externalization
lead to low efficiency in intermedi-
ary product transaction.”™ According
to the economics of property rights,
due to market flaws and a lack of
efficiency, the transaction costs of
businesses have increased. If trans-
action activities arc incorporated in-
ternally into businesses in a certain
organizational form, and corporate
intemal administration thus replaces
market mechanisms, then transac-
tion costs can be cut. The market in-
ternalization theory provides for the
possibility of international direct in-
vestment by transnational
corporations, and is a major comple-
ment to market imperfectness. This
is obviously correct as a corporate
theory. However, what we have over-
looked is that transnational corpo-
rations are able not only to cut costs
through internalized transactions,
but can externally transfer interest
gained in host countries as well. Such
transfers are not mercly limited to
price transfers. Similar theories in-
clude "expansion of marginal
industries", which proves that the
country can only export relatively
disadvantageous industries and thus
can only assume a backward position
in international division of labour.
Koyimo has proven that the exter-
nal transference of "marginal indus-

tries” from developed countries con-

rinues to oceur.

(iv) The "corporate advantage
structure” theory provides proof of
the international business methods
of transnational corporations, in
which dircet investment is chosen by
transnational companies so that they
can possess the three advantages of
ownership, internalization and loca-
tion at the same time.™ However,
when advantages are combined in
this way, the geographical advantage
of the host country is mercely the abil-
ity to utilize fixed facrors while with-
drawing from its own market.

(v) The "value chain” theory
determines that emerging countrices,
especially those with scarce capital,
can only participate at the lower end
of the value chain. According to the
theory of international production
and business arrangements carried

out on the value chain, production

and business activity processes are an
interlinked "value chain", and the
business principle of transnational
corporations is to distribute the links
of the value chain around different
countries and regions. The lowest cost
of a certain production stage in a coun-
try may represent its advantage, but
can also mean that the country may
profit from this division of labour in
the value chain. Correspondingly, in
this kind of value chain arrangement,
transnational corporations may obtain
the highest revenue from low-cost
links and scck even higher revenue by
engaging in sectors with high added
value. Many developing countries ex-
pect to bring in technology through
foreign capital, but rescarch indicates
that although the cffects are positive
in small domestic businesses with for-

cign stocks, they are detrimental to the

productivity of small domestic busi-
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nesses with no foreign investment.
The positive and negative effecrs off-
set one other, and the net impact of
foreign investment is limited. Almost
all the revenue brought about by for-
eign capital is acquired by foreign-
funded enterprises.*

The purpose of explaining the
impact of transnational corporations
upon host countries is not to prove
that it would be better to reject in-
ternational investment. Rather, it
aims to seek a more effective way of
utilizing foreign capital. We should not
only passively accept investments from
transnational corporations making use
of their advantages, but also develop
our own advantages to attract foreign
capital. Transnational corporation in-
vestment theories actually involve the
realization and creation of factor
advantages; they are clearly significant
to the global economy as a factor flow

rule and interest distribution rule.

HI. The "new approach to
opening up": scarce factor
determinism

China's theorerical development
of an open economy is urgently
needed to provide solutions to prac-
tical issues. China has yet to form an
international economic relations
theory that is suited to a major devel-
oOping nation, or to answer the new
questions arising from her changed
situation. Economic globalization is a
new realiry that came into being at the

turn of the century; however, despite
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the fact that China has taken this op-
portunity to develop, she has not
formed an open economic theory that
reflects the special features of the glo-

bal economy.

(I) Factor flow and the profit
distribution of the global

economy.

New theories in relation to the
open economy must make sufficient
reference to the achievements of
classical theories, but they should not
be founded upon the classical inter-
national trade theory, development
economics or radical economics, but
rather, upon globalization
economics. The basic feature of eco-
nomic globalization is the interna-
tional flow of factors, which is totally
different from the circumstances of
the traditional trade theory and the
development economics theory.
Under economic globalization, the
international flow of factors has also
broughr profound changes to a series
of traditional concepts including in-
ternational compctition methods,
the factor endowment structure, the
international division of labour, na-
tional strength, cte. Underlying the
profound chunges in these concepts
are the global business arrangements
of transnational corporations across
geological national borders.

The nature and basic features of
global economic factor flow have de-
termined that, through the inflow of

factors, an opening economy has ac-

complished the combination of vari-
ous productive factors in China. Be-
cause of this, the concept of the in-
ternational division of labour in the
traditional sense has been
transformed. An international divi-
sion of tabour featuring the national
differences of industries in the sec-
ond half of the 20" century has in-
tensified into a division of labour fea-
turing the national distinctions be-
tween products. In the booming era
of economic globalization since the
1990s, an international division of
labour based upon productive factors
has been established - all the produc-
tive factors of various countries are
integrated within one country to
form an industry that produces a cer-
tain kind of product for export. Trade
structure is no longer the hallmark
of the international division of
labour, and the international differ-
ences between productive factors are
the basis and kernel of the interna-
tional division of labour. In this sense,
division of labour can be termed as
"division of factors". In fact, division
of labour has lost its original meaning
and become "cooperation" or
"involvement”, i.e., countries engage
in the process of international produc-
tion with one kind or several kinds of
productive factors. In this sense, it is
international specialization at a more
profound level, or the specialization
of countries in factor supply, which
can be referred to as the style of "fac-

tor cooperation” in the "international
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The basis determining profic dis-
tribution within the global economy
is that the international flow of fac-
tors does not change the ownership
of factors and will not alter the na-
tionality of factors. Hence, using the
level of factor scarcity to determine
prices has taken on a broader form:
the comparative level of factor scar-
city of a country participating in in-
ternational cooperation determines
the relative amount of profit.

Despite the fact that the basic
feature of economic globalization is
the flow of factors, the fluidity of fac-
tors varies considerably. Capital,
technology and management are ex-
tremely fluid and the high quality
labour force is fairly fluid, whereas
the ordinary processing labour force
has a very low tluidity, and land and
natural resources are not fluid at all.

The fluidity of factors has led to two

results. One is that factors with high
fluidity in the global economy flow
into places with low factor fluidity
s0 as to realize the combination of
factors; second is that international
prices of factors with high fluidity will
converge while the huge differences
in the international prices of factors
with low fluidity will be retained.
China's factor advantage for in-
volvement in economic eglobalization
is her almost infinite supply of cheap
labour, which is the cause of her dis-
advantageous position in terms of
profit distribution in economic
globalization. The low fluidity of or-
dinary processing labour has allowed
differences in labour supply between
each country to be maintained, while
an excess labour supply in some
countries preserves their low labour
costs. China's factor cooperation sta-
tus in terms of participation in the

globalized economy was established

in this way.
From this we can conclude the prin-
ciple of national profit distribution in the

global economy (see Figure 1).

(II) The advantage of cheap
labour and the benefits of China's

open cconomy

The relative level of revenue is
a core issue, but one which brings
incomparable difficulties. The indus-
trial structure, factor structure, com-
petitive advantages, etc., of different
countries determine their relative
revenues in global cooperation. Dif-
ferences and disparities in revenue
are inevitable and are largely deter-
mined by factor scarcity. From this
perspective, the sizes of the relative
revenues of different factors are not
able to be compared. Therefore, the
question is transformed into two
aspects. One is how to obtain higher

revenues by enabling China to ac-
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quire more scarce factors. The sec-
ond is how to eliminate unfavourable
factors in the non-market mecha-
nism which affect the country's rev-
enue level. The latter is precisely the
focus of Chinese academic work. Ir-
rational international mechanisms
have had a severe impact upon the
benefits of China's opening up. The
key to institutional research is how
to change inaccurate directional tar-
gets and remove vicious competition.

China's cheap labour force is
prospering, which makes it competi-
tive and forms the basis for China's
absorption of international industrial
transference and development in the
export of labour-intensive products.
However, labour costs should not be
determined only by the relationship
berween supply and demand. As the
reproduction cost of the labour force,
labour costs encompass both the re-
production requirements and the de-
velopment requirements of the
labour force itself. Lt is subject not
only to economic factors and the
market supply and demand situation,
but to social factors as well. In the
course of social development, the
needs of the labour force are bound
to advance. For reasons arising from
the policies on foreign capital and
foreign trade, the incomes of a large
proportion of labourers in forcign
funded enterprises in China have not
increased in line with the nation's
economic and social growth. Their

development, work and living con-
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ditions remain the same despite
higher standards of social responsi-
bility in the waorld at large. They have
been stripped of the opportunity to
receive an cducation under many
conditions. Therefore, it is reason-
able for us to sav that China's labour
price hus been underestimated.
Employment is currently the
most pressing issue in China, We
cannot claborate upon desirable stra-
tegic options without first looking at
China's employment issues,
However, human resources are the key
to a knowledge-based cconomy, and
hutnan capital is the Iabour force with
more relative investment and also
capital condensed in the lakour torce.
In other words, the Tabour force itself
i a prerequisite for developing a
knowledge-based cconomy. Once this
has been proved, a plentiful labour
torce will no longer be simply a factor
tor developing traditional processing
labour-inrensive industries, but will
beconie a factor tor developing a

knowledge-hased economy.

(III) Development of China's

advantageous and scarce factors

In the glohal economy, the pri-
ority of China's development strategy
ix to alrer the facror structure and ac-
quire scarce factors through
cultivarion, purchase and other means
in order to form factor advantages and
change her position in the division of
labour and profit distribution.

The production facror is the basic

concept of economic analysis, which
mainly refers to the analysis of capital,
the labour force, land, resources,
technology, management, etc. Analyz-
ing cconomic globalization requires us
to expand the concept of ordinary pro-
duction factors and replace "production
factors” with "economic factors” ina broad
sense. With regard to the concept of the
global economy, economic factors include
global production and business networks,
international market channels,
transnational enterprise organiziations,
national competition mechanisms, na-
tional infrastructures, etc. Economic
factors in the concept of the knowl-
edge-based economy include qualified
scientists and technicians, patented
technology, brands, standards,
information, ctc. Strategies for the de-
velopment of scarce factors in the glo-
bl economy should be planned in the
broad factor sense.

Michuel E. Porter, author of The
Competitive Advantage in Nations,
has categorized production factors
into basic facrors and advanced
facrors. Basic factors include natural
resources, climarte, geographical
location, non-skilled workers and
semi-skilled workers, financing, etc.
Advanced production factors include
modern communication
infrastructure, employees who have
received a higher education, univer-
sity research institutes, ete. Reduced
demand is the reason for the dimin-
ishing importance of basic factors, as

well as relatively high supplies that



can be obtained by transnational en-
terprises through global market
networks, lessening their geographi-
cal importance. Advanced produc-
tion facrors are far more vital in terms
of competitive advantage. To obtain
high-level competitive advantages,
businesses must rely upon advanced
productive factors.™

The factor structure principle of
the knowledge-based economy has
drawn attention to the significant
transformation of contemporary pro-
duction and cconomic factors, and
signified that the strategic emphasis
of keeping pace with the development
of the knowledge-based economy is to
develop the core factors of the knowl-
edge-based economy. The basic fea-
tures of factor flow in the global
economy and analysis of its dominant
factors have revealed the possibility of
developing a factor-based strategy that
can transcend the actual endowment
of factors.™ The crux of the knowl-
edge-based economy is not capital.
Consideration of capital alone will
merely lead to the development of an
industrial economy, or a processing
style of knowledge-based economy.
Attention should not only be given
to the utilization of foreign factors but
also to the creation of scarce facrors.
Utilization of the labour force in this
country should not be limited to the
manufacturing and processing
industries; instead, the significance
of China's labourers to the structural

features of the knowledge-based

ceconomy should be reviewed. The key
point of development strategies is not
merely to make use of external factors,
but more importantly, to create new
economic factors in areas which have
previously been lacking in order to
form a "dynamic factor affluence” to
reverse their weak status.

In the development of scarce
factors, a philosophy of institutional
competition must be established. We
must create an cffective institutional
environment conducive to corporate
growth and a clustering effect to
shape a growth environment for
scarce factors. Traditional ideologies
based on comparative advantage and
factor advantage must be
transformed; instead, efforts should
be made to establish a scarce factor
development ideology based upon

factor cultivability and fluidity.

enterprises are either unwilling or un-
able to invest in these factors.
Therefore, they should be the focus
of national investment. On the
contrary, advanced production fac-
tors such as specialist technology are
the source of corporate core competi-
tiveness and profits. Enterprises are
more concerned with investment in
these kinds of production factors. In-
vestment in advanced production
factors is highly risky with high
returns, and is thus suited to corpo-
rate investment. The private sector
is the main force in creating profes-
sional and advanced productive fac-
tors - without it, creating production
tactors that are favourable to indus-
tries would be itmpossible. The gov-
ernment may also create professional
and advanced production factors, but

their response to external situations

The key point of development strategies
is not merely to make use of external
factors, but more importantly, to create
new economic factors in areas which
have previously been lacking

In the development of economic
factors, the government and enter-
prises should play different roles.
Ordinary production factors such as
infrastructurce and labourers with a
basic education are an essential con-
dition for the formation and devel-

opment of advanced industries, but

is slow and it is difficult for the gov-
ernment to identify the particular
needs of industries, meaning that its
efforts in creating and providing in-
vestment for productive facrors ulti-
mately fail.** Wich regard to the re-
lationship between the government

and enterprises, the key is that the
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government should create a powerful
social risk investment mechanism to
promote the formation of scarce
factors. China should work hard to de-
velop risk investent funds and speed
up their growth in a standardized
manner. Risk investment entry and
withdrawal mechanisms should be
formed in the market, so as to absorb
social funds more effectively into risk

investment and create advanced pro-

ductive factors. Risk investment as the
principle component, the risk invest-
ment market as the entry and with-
drawal channel, scientists as the in-
novators and entrepreneurs as com-
biners of factors are the integrated
conditions for the development of
high-tech industries. The key to the
mechanism is support for industrics
provided by the financial sector.

As a large country, China has a

multilayered industrial structure and
labour force structure. The key to this
lies in rapidly changing the strategic
basis that continues to view China
overall as an ordinary labour-rich
country and thus lays stress upon the
development of processing labour-in-
tensive products. We should allow re-
gional differences, but the national
strategic emphasis should be upon

structural improvement, @
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