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I.  Abstract 


This thesis investigates China’s industrial policy (IP) plan Made in China 2025 (MIC2025). Through 
 a disciplined interpretive case study of MIC2025, it explores the industries, actors, objectives and 
 targets of the plan, the key factors that have led to the emergence of the plan and the IP-instruments 
 employed in its implementation. A multiple case-study of three industries covered under MIC2025, 
 shows how the plan is implemented at the industry-level and what outcomes can be observed across 
 these industries between 2015 and 2019. As its theoretical framework, the thesis employs the debate 
 about IP and the role of the state in structural transformation.  


The thesis has five main conclusions: Firstly, it is concluded that MIC2025 follow a top-down policy 
 approach to make China a technological superpower by focusing on ten key industries. Bottom-up 
 dynamics,  however,  remain  weak,  resulting  in  a  limited  coordination  between  central  and  local 
 government. Secondly, it is concluded that several domestic, regional and global factors have led to 
 the emergence of MIC2025 including (i) a surge in Asian IP plans, (ii) a high dependency on imports, 
 (iii) the middle-income trap, (iv) the fourth industrial revolution, (v) regional and global competition, 
 and (vi) China’s position in global value chains. Thirdly, the thesis finds that the debate on MIC2025 
 within China is multifaceted with differing views on the degree to which the state should engage in 
 IP. Fourthly, the thesis finds that MIC2025 combines a range of highly diverse horizontal and vertical 
 IP-instruments in its implementation, and that especially government-guided funds, SOE’s and large 
 state-owned banks are important actors of the plan. The industry-level multiple case-study reveals 
 that some overlap exists between the policy instruments applied across industries, while others are 
 industry-specific. Finally, the outcomes observed across the three industries are to some extent in line 
 with the objectives set under MIC2025 as of 2019, but the overall efficacy and success of MIC2025 
 remains to be seen.   


At a more general level, the thesis contributes to the understanding of how IP is made in emerging 
economies,  and  what  characterises  such  policies.  MIC2025  exemplify  the  increasing  complexity 
found in IP-making today and underscores the increasing role of global value chains and the fourth 
industrial revolution on IP formulation in emerging economies today. 
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1  Introduction 


Industrial policy (IP) has never been a more interesting field of study than it is today. With the tectonic 
 shift in economic and political power from West to East largely driven by state-led economies in Asia, 
 IP is back on the academic and political agenda. While the main objective from the state’s perspective 
 is to generate economic growth and prosperity, the theoretical and political discussion has emphasized 
 how state interventionism and market forces should be balanced to reach an economic structure that 
 most effectively supports the economy’s strategic objectives (Naudé, 2010). This debate has been 
 characterized by disagreements on industrial policies merits, contents and applications (Naudé, 2010).  


Large government-led efforts such as top-down approaches have a mixed record of success, and there 
 is no blueprint or universal best-practice of IP. Supporters of IP often refer to the success of the ‘four 
 tigers’  (Hong  Kong,  Singapore,  South  Korea  and  Taiwan)  and  the  impressive  economic  progress 
 these economies experienced due to strong state-involvement during the period from 1950 to 1980 
 (Amsden, 1989; Chang, 2002; Johnson, 1982; Wade, 2012). Opponents of IP, on the other hand, has 
 often referred to the case of failed policies in Sub-Saharan Africa (Pack, 1993) and Latin America 
 (Peres & Primi, 2009) during the 1960s and 1970s or ascribed the success of e.g. Japan to liberal 
 markets and competitive pressures rather than government intervention (see e.g. Porter, Takeuchi, & 


Sakakibara,  2000).  The  stark  contrast  between  the  successes  and  failures  of  industrial  policies 
 constitutes  a  good  example  of  the  importance  of  context  and  content  of  IP-making  as  argued  by 
 scholars such as Rodrik (2008) and Naudé (2010). It is this debate that is the theoretical framework 
 for the thesis, through which I intend to investigate China’s IP plan Made in China 2025 (MIC2025). 


MIC2025 was first announced by Premier Li Keqiang during the annual work report presentation at 
 China’s  ‘two  sessions’  –  the  Chinese  People’s  Political  Consultative  Congress  and  the  National 
 People’s Congress – in March 2015 (Li, 2015). The plan aims to make China a global technological 
 superpower  by  2049,  by  supporting  and  developing  China’s  domestic  high-tech  industries  and 


1 China’s State Council: “Without a strong manufacturing industry, there will be no national prosperity”. This quote is 
taken from the opening paragraph of the ‘Made in China 2025’ plan and underscores the importance attached to the 
plan by the Chinese leadership (State Council, 2015). 



(8)increasing China’s competitiveness in ten key industries. It is currently the main state-led IP plan, 
 and its strategic importance is underscored by party- and state leader Xi Jinping who has announced 
 it as one of his signature projects along with the Belt and Road Initiative2 and the China Dream3
 (Zenglein & Holzmann, 2019). In the West, MIC2025 has quickly become a thorny issue and has 
 been criticised at large by officials in the US (e.g. vice president Mike Pence) and the European Union 
 (EU) as a conduit for China to use government funds to gain competitive advantages, while flouting 
 global trading rules. The EU Chamber of Commerce in China (EUCCC) has called for ‘competitive 
 neutrality’, and the unfair competition of China’s state-owned enterprises (SOE)’s and the need for 
 privatization and reform is again high on the agenda (Wang & Behsudi, 2019). 


At the root of the scepticism and uncertainty about MIC2025, lies the fact that it is a relatively new 
 initiative that is still inadequately understood. While it has been followed closely by politicians, think 
 tanks and international organisations, not much scholarly attention has been devoted to the topic. This 
 is  obvious  when  comparing  the  accumulated  number  of  scholarly  articles  on Scopus4 mentioning 
 MIC2025 with the number of newspaper articles mentioning it: In the period between July 2014 and 
 July 2019, there was a total of 2,975 official news-articles mentioning MIC2025 (Chen, 2019). In 
 comparison, only 114 entries appear by a key-word search of “Made in China 2025” and “China 
 Manufacturing 2025” in the corresponding period on Scopus. The majority of these studies are within 
 the subject area of engineering (45%) and computer science (25%), with business (12%) and social 
 science  (10%)  only  accounting  for  a  small  percentage  of  the  total.5 Through  a  comprehensive 
 screening of the abstracts of the 114 studies, it is only the following nine English-language articles 
 and book chapters that deals specifically with MIC2025 from a social science or political science 
 perspective: (Qi, 2018); (Sun & Jiang, 2017); (Sendler, 2017); (Lüthje, 2019); (Kenderdine, 2017); 


2 The Belt and Road Initiative (BRI) is China’s vision of revitalising the historic ‘Silk Road’ which was the major 
 trade route between China and Europe for centuries. It plans to connect Eurasia through a land-borne (yidai  ) 
 and a maritime ( ) trade route and is mainly focusing on infrastructure and .  


3 The China Dream or The Chinese Dream ( ) is Xi Jinping’s plan to rejuvenate the Chinese nation and 
 reclaim national pride.  


4 Scopus is the world largest abstract and citation database of peer-reviewed literature. It contains more than 
 20,500 titles from over 5,000 international publishers (Elsevier, 2019). 


5 Calculated as a fraction of the total number of articles: Engineering: 51/114 = 0.447; Computer Science: 28/114 


= 0.245; Business: 14/114= 0.122; Social Science: 11/114 = 0.964. The numbers are rounded to the nearest whole 
number. 



(9)(S. X. Liu, 2016); (K. Liu, 2018); (Müller & Voigt, 2018); (Huimin et al., 2018).6 The business and 
 social science perspective on MIC2025 is essentially missing in scholarly articles.  


Research institutions in both the EU and U.S., mainly focus on the challenges MIC2025 poses to the 
 international competitive environment. The most comprehensive of such reports to date, is the report 
 by  Berlin-based  policy-oriented  think  tank  Mercator  Institute  for  China  Studies  (see  Zenglein  & 


Holzmann,  2019),  which  mainly  focus  on  how  the  EU  should  respond  to  MIC2025  by  providing 
 policy recommendations to European, and especially German, governments and business. The same 
 is  the  case  for  the  European  Commission  (2019)  report  released  earlier  this  year,  the  European 
 Chamber of Commerce in China (2017) report, and the U.S. Chamber of Commerce (2017) report. 


Other reports have focused on the challenges posed to certain industries of strategic importance (see 
 Rubio, 2017) as well as the challenges MIC2025 poses to the comparative advantages of specific 
 countries/regions (see OECD, 2019). Little discussion in the reports, if any, is devoted to the larger 
 questions of why and how China is using MIC2025 as a strategic policy tool to increase its global 
 competitiveness, as well as the motives and factors leading to MIC2025. 


It is these observations and the related research gap that underscores the motivation to dig deeper into 
 the why and how of MIC2025. While other policy plans are important too, MIC2025 is particularly 
 relevant and deserves scholars and policy-makers full attention, as it may have the most wide-ranging 
 implications for the trajectory of China’s future IP. Understanding the reasons and motives behind 
 MIC2025 may provide a more balanced view on why MIC2025 has emerged, and case-studies on 
 industries may indicate how it is implemented and what has been achieved thus far. I have therefore 
 specifically chosen to investigate this by asking the research question presented below. 


6 Based on a key-word search (“Made in China 2025”) on Scopus between July 2014 and November 2019. 



(10)1.1  Research Question   


What is MIC2025, and what are some of the key factors that led to the emergence of 
 MIC2025? Why is it necessary for China to pursue MIC2025 from a Western (external) and 


Chinese (internal) perspective, how is MIC2025 implemented, and to what extent can we 
 conclude on the efficacy of MIC2025 between 2015 and 2019? 


The  answer  to  the  research  question  will  be  tied  to  the  debate  about  the  merits  of  IP  and  its 
 implications for industrial modernisation. In a larger perspective, it may give us an indication about 
 whether China’s approach can offer a different model of success where state-capitalism is the main 
 driver of innovation and economic growth. It is the goal of the thesis to provide a comprehensive 
 understanding of MIC2025 and illuminate the complexity that surrounds IP-making today.  


Studying MIC2025 is important, since the plan affects more than just economic development in China. 


The successful implementation of MIC2025 is expected to have long-term implications for economic 
 growth and development in China but will also have an impact on how the fourth industrialisation 
 and the global race for technological innovation plays out and how global value chains (GVCs) will 
 be organized in the future. As already seen with the ongoing trade war between China and US, it also 
 has  the  potential  to  impact  international  trade  and  ultimately  international  security  politics. 


Understanding what the plan seeks to accomplish and its consequences for international trade, will 
 be important knowledge for policymakers and IP scholars and experts. With China being the architect 
 of  the  plan,  everyone  interested  in  international  political  economy,  area  studies  and  economic 
 development should likewise be eager to understand this plan in more detail. 


In order to thoroughly answer the principal research question, a number of subordinate questions will 
 need to be addressed. The thesis is therefore organized around five questions which structures the 
 analytical  sections:  These  five  subordinate  questions  are  described  in  detail  in  the  following 
 paragraph. 


1) What is MIC2025, what is its key contents and who are its key actors? 


To answer this question, the national plan as well as the roadmap released by the State Council is 
investigated. The purpose is to give a thorough picture of what MIC2025 is seeking to achieve, and 



(11)how it is structured in terms of objectives, industries, scale, actors and functions. Similarities and 
 differences between MIC2025 and former IP plans initiated by the CCP will also be examined. Finally, 
 I will review the most important adjustments and changes to MIC2025 since its inauguration in May 
 2015 up until December 2019. 


2) What are some of the key factors that led to the emergence of MIC2025? 


This question tries to analyse the key factors that led to the emergence of MIC2025. It does not seek 
 to provide an exhaustive list of factors, but rather to assess the key factors and what role these factors 
 had on the emergence of MIC2025. Focussing on the most important factors allows a more thorough 
 and  detailed  assessment  of  the  identified  factors.  To  analyse  this,  the  section  investigates  the 
 economic,  political  and  trade  environment  that  existed  in  China  prior  to  the  implementation  of 
 MIC2025. 


3) Why is it necessary for China to initiate MIC2025 from a Western (external) and Chinese 
 (internal) perspective? 


This section investigates why China has chosen to pursue MIC2025 and compares the arguments for 
 and against this. It is examined why China need this policy, and the arguments for and against this 
 are  discussed.  The  internal  debate  in  China  provides  the  emic  perspective  to  a  debate  largely 
 dominated by Western research communities and media and gives a glimpse into the multifaceted 
 debate taking place in China on MIC2025. 


4) How is China implementing MIC2025 and through what IP-instruments?  


This section looks into which IP-instruments China is using and how they are using them. The list of 
 IP-instruments as outlined in section 3.4 is used to conduct a multiple case-study on three of the ten 
 key  industries  of  MIC2025.  It  looks  at  both  horizontal  and  vertical  IP-instruments  and  compares 
 similarities and differences between the industries. 


5) How effective has MIC2025 been since its inauguration in 2015 until 2019?  


This section looks into how far China has come in reaching its objectives and targets of MIC2025 for 
the case-studies of the three industries. Comparing the 2015 and 2019 realized industry measures 
with the 2020 goals, the section seeks to evaluate how far China has come in reaching their goals as 
of today, as well as what the future prospects looks like.  



(12)The five questions follow the structure as outlined in the model below:  


Figure 1: Research Design 


1.2  Delimitation 


Defining a reasonable scope is the precursor for a successful research design. This thesis focuses 
 specifically  on  MIC2025.  While  MIC2025  is  the  main  state-led  IP  plan,  it  only  constitutes  one 
 element of a much larger and highly complex network of industrial innovation policies (Zenglein & 


Holzmann, 2019, p. 32). Different policy plans are targeted towards different strategic areas, that 
besides addressing manufacturing (MIC2025), also include plans on digitalisation (The Internet Plus 
Strategy),  going  global  (The  Belt  and  Road  Initiative),  and  smartification  (The  Next  Generation 
Artificial  Intelligence  Development  Plan)  (Zenglein  &  Holzmann,  2019,  p.  32).  This  thesis  only 
tangentially touches upon these plans and only to the degree it is relevant to MIC2025. The arguments 
for choosing MIC2025 as the subject of the study and why it deserves our fullest attention has been 
outlined in section 1.1.  



(13)In terms of data, the thesis takes a qualitative approach to the study. This approach gives the necessary 
 situational understanding of what MIC2025 is, which factors that have driven its emergence, how and 
 why it is needed and how it is implemented. The thesis seeks to provide a deeper understanding of 
 MIC2025  which  is  achieved  only  through  qualitative  research.  While  it  is  recognized  that  a 
 quantitative study could give valuable insights into for instance FDI investments into Europe and 
 their connection to MIC2025, this would require a completely different analytical outset, relying on 
 regression-models, econometrics and data analytics significantly more. Also, such a study has already 
 been partly pursued by e.g. (Zenglein & Holzmann, 2019, p. 13), who finds that 58% of the value of 
 Chinese FDI into Europe in 2018, could be attributed to core industries under MIC2025. What is 
 missing, is still the why and how of MIC2025. Therefore, the quantitative approach to IP, which is 
 largely concerned with investment policy, taxation, financing and FDI policies of the state, is only 
 addressed to the degree it is relevant to MIC2025.  


In section 4.2 on the factors, it is not the attempt of the thesis to provide an exhaustive list of factors 
 that have led to the emergence of MIC2025. Rather, the desire is to carefully assess and choose the 
 most important factors, in order to conduct a thorough and detailed assessment of these factors. This 
 is in line with the case-study approach, where depth is preferred over quantity. A thorough mapping 
 of all factors is therefore left for future studies to pursue. Neither are the identified factors weighted, 
 while it is recognized that the factors certainly differ in their effect on China’s motivation to pursue 
 MIC2025.  The  identification  of  factors  is  supposed  to  give  a  comprehensive  picture  of  what  has 
 driven the emergence of MIC2025, rather than the degree of influence those factors have had on its 
 emergence.  


The reader will be reminded of such delimitations throughout the thesis when deemed appropriate.  


1.3  The structure of the thesis 


The thesis is structured in the following way: Chapter two establishes the foundation for the thesis, 
by addressing philosophy of science, methodology, and research design. Chapter three is a literature 
review of IP, both at a general level and in relation to Asia and China specifically – it investigates IP 
in a historical perspective, the case for and against IP, and looks at how IP is changing today. Chapter 
four is the analytical section and constitutes the main part of the paper. It initially introduces the 
background  information  of  the  case,  MIC2025,  and  then  addresses  the  five  subordinate  research 



(14)questions one by one (see 1.1 for the questions). The fifth chapter is a discussion of the findings in 
 chapter  four.  Ultimately,  the  sixth  chapter  addresses  the  implications  of  the  findings  for  future 
 research before concluding the thesis.  



2  Methodology 


Imperative for any academic study is the constant deliberation of methodology prior to and during 
 the  study  undertaken.  Before  endeavouring  on  answering  the  research  question,  this  section  will 
 therefore discuss the methodology for this study. This is done by explaining the philosophy of science, 
 elaborating  on  the  research  design  and  the disciplined  interpretive  case  study  approach,  and 
 discussing data access and reliability and finally accounting for the importance of Chinese language 
 sources. 


2.1  Philosophy of Science 


Political scientists often focus on policies but neglect outcomes, whereas economists focus on the 
 outcomes, but neglect the policies regulatory or institutional structures (Brandt & Rawski, 2019, p. 


2). Therefore, this research project seeks to combine studies in China studies with studies in political 
 science and economics and incorporate methods and concepts from both. The study is based on a 
 critical realist approach. In critical realism, reality is seen as having an objective existence, which 
 cannot be fully understood or theoretically explained. That is, reality exists without our knowledge 
 of it (Bhaskar, 2010, p. 49). Critical realism distinguishes between the real world, the actual events 
 created by the real world, and the empirical events which are what we can actually observe, capture 
 and  record  about  the  world  (Easton,  2010,  p.  128).  To  understand  and  create  knowledge  on  this 
 objective existence that surround us, researchers depend on theories, even if these theories are ‘fallible’ 


(Danermark, Ekström, & Karlsson, 2019, p. 15). In order to generate such knowledge, critical realists 
use the concept of “abstraction”, to discuss the isolated areas of the larger reality, i.e. a concrete object, 
to find more specific knowledge about this object. Abstraction must be based on something concrete 
and cannot rely solely on theory. Critical realism is thus neither based on abstraction (theory) or the 
concrete  (empirical  observation)  but  must  include  both  perspectives.  Critical  realists  use  causal 
analysis to explain why things have happened the way they did. Causal analysis seeks to understand 
how the different mechanisms have led to the observed occurrence of the “concrete object”. 



(15)In terms of economic schools of thought, I am, in line with Chang (2002) and Nolan (2001), of the 
 believe that while neoclassical economics can provide useful tools to explain and analyse problems 
 within a given structure, it is not adequate in understanding the institutions, technologies, politics and 
 ideas that are important to define how that structure evolve over time (Chang, 2002). This unorthodox 
 view of economic development has become increasingly influential over the last decades, though 
 neoclassical economics and neoliberal ideals remains significant in the West (Wade, 2019, p. 23). IP 
 in  China,  for  instance,  has  drawn  heavy  inspiration  from  non-mainstream  economic  theory,  after 
 studying the empirical IP cases of Japan and the ‘four tigers’ (Nolan, 2001).  


2.2  Research Design – The Case Study Approach 


The research design should be structured in a way so that it is possible to answer a delineated research 
 question. For this analysis, I have chosen MIC2025, as my empirical subject of analysis. Specifically, 
 I am interested in why and how China is implementing MIC2025. Therefore, a disciplined interpretive 
 case study approach has been chosen as the appropriate method for this study. This method allows 
 the researcher to deep dive into the specificities of a case, which can provide more valuable insights 
 and give a more holistic picture of the case then quantitative approaches would. This requires a deep 
 dive into the motivations for and discussions around engaging in IP, and therefore the case study is 
 particularly  well-suited  (Yin,  2003).  What  a  case-study  can  offer,  is  its  ability  to  understand  a 
 phenomena in depth and comprehensively (Easton, 2010, p. 120). The iterative research process of a 
 case-study allows the researcher to disentangle complex factors and relationships though only in a 
 small number of instances (Easton, 2010, p. 120). Secondly, one of the main qualities of the case 
 study, is that it is possible for the researcher to report more information about the case than a statistical 
 study  covering  the  same  case  (Odell,  2001,  p.  171).  Critical  realists  often  use  case-studies  as  an 
 important part of their research strategy. While all individual cases are generally viewed to be unique, 
 the  cases  do  have  certain  similar  underlying  causes  for  their  outcomes,  and  it  is  thus  possible  to 
 generalize about specific aspects of a theory and possibly to further develop this theory (Easton, 2010, 
 p. 127). The key constraint of the case study, however, is its low statistical representativeness (Easton, 
 2010, p. 120). 


This thesis mainly deploys a deductive and explanatory method, since the research strategy has been 
designed  specifically  to  assess  and  evaluate  the  case  of  MIC2025  against  the  already  existing 
theoretical frameworks of IP. It takes its starting point in the part of IP theory that argue that nearly 



(16)all developing countries has used some form of IP in their quests to undergo structural transformation. 


The theory explains why developing countries should engage in IP, but the arguments for this needs 
 to be compared with the arguments for pursuing MIC2025 and what happens in reality, to see if the 
 theory is suited to explain the why of MIC2025. The IP theory further states that the implementation 
 of IP in general follows a specific set of policy instruments, as outlined in section 3.5. To what degree 
 China follows these instruments is investigated in section 4.3. The sections describing MIC2025 and 
 the industries are to a large extent descriptive, whereas the sections on why and how follow a more 
 explanatory and exploratory approach. The research onion proposed by (Saunders, Mark Lewis, P 
 Thornhill, 2008) is an easy way to visualize the research design described above. The model outlines 
 different  aspects  of  a  study’s  research  design,  including  research  philosophy,  approach,  strategy, 
 choice of methods, time horizon and data collection & analysis. Below the original research onion 
 has been adapted to fit the research design for this study:    


Figure 2: The Research Onion7


Qualitative interviews are often necessary to validate or obtain information in China but have not 
 been conducted for this study for two reasons. Firstly, the duration of the project makes negotiating 


7(Adapted by author from: (Saunders, Mark Lewis, P Thornhill, 2008)) 



(17)and gaining access to high-level officials and policymakers highly unlikely. The timeframe of the 
 project also makes it difficult to travel to China and arrange the relevant meetings, even if setting up 
 such meetings were possible. Secondly, the limitation in terms of financing restricts longer stays in 
 China,  which  would  be  needed  to  establish  relationships  with  relevant  stakeholders.  Therefore, 
 desktop research of English secondary sources and Chinese primary and secondary sources has been 
 chosen  as  the  preferred  method  for  the  thesis.  It  is  however  acknowledged  that  semi-structured 
 interviews  with  high-level  official’s  inside  the  CPC  working  on  MIC2025,  would  give  valuable 
 insights into the why and how of MIC2025.  


Since desktop research and archival methods are the main ways to obtain data for this study, it is 
 important to address this methodologically. Archival data are found in many places, and includes as 
 diverse  data  as  books,  magazines,  internet  sources,  educational  data,  historical  records  and  so  on 
 (Vogt, Gardner, & Haeffele, 2012, p. 88). In this thesis I mainly use primary and secondary sources 
 obtained through webpages, libraries and databases. It is of utmost importance that the researcher 
 takes the time to understand who collected the data and how it was collected as the compiler who 
 generated the sources has made decisions on what to include and interpretation has been built into 
 the collections (Vogt et al., 2012, p. 87). Nonetheless, archival methods are extremely valuable due 
 to the enormous amounts of information and data accessible through such research. To deep dive into 
 MIC2025, archival methods and desktop research has been deemed appropriate for this study. 


2.3  Data reliability and statistical data from China 


Scholars working on China are often questioned on the reliability of accessible data and statistical 
 material from China. While it is important to maintain a critical attitude to the statistical data obtained 
 from China, it is, however, what is available and is used by virtually all scholars working on China 
 (Kjeld Erik Brødsgaard, 2019, p. 22). In this thesis, Chinese statistical material is used as the best 
 data available, and in line with Grünberg, I view the official data as “a good indicator of real trends 
 and actual conditions” (Grünberg, 2018, p. 20). 


  


Since this thesis is largely based on text-based desk studies, it is important to address data access. 


While Chinese statistical data and government material such as laws, regulations, public speeches 
and Party-documents have become increasingly available over the last decade, there are still many 
barriers  to  access  of  primary  data  in  China  (Grünberg,  2018,  p.  19).  CPC  decisions  and  internal 



(18)documents are particularly hard to gain access to, due to their status as internal (neibu  or 
 classified (Kjeld Erik Brødsgaard, 2019, p. 22). Since CPC regulation surpass state-level regulation, 
 these decisions and regulations have far-reaching implications for how the administrative regulation 
 is formulated and implemented and functions as normative guidelines that the state administration 
 should adhere to (Grünberg, 2018, p. 20). The inaccessibility makes research on such documents very 
 complicated,  and  forces  researchers  to  apply  a  suboptimal  approach,  which  means  resorting  to 
 abductive reasoning. In abductive reasoning a is inferred as an explanation of b, but it is not possible 
 to positively verify it. Therefore abductive reasoning, as Grünberg notices, requires the researcher to 
 try to constantly verify textual data and conclusions, and to test those conclusions “against statements 
 and information obtained from various sources” (Grünberg, 2018, p. 20). Therefore, I have to the 
 degree possible, cross-checked facts obtained from Chinese sources and the conclusions I have drawn, 
 with other sources on MIC2025. 


The analysis undertaken in this study is based on both primary and secondary sources. I have used 
 statistical economic data from the National Bureau of Statistics (zhongguo tongji nianjian 


), policy documents published by the State Council and the Ministry of Industry and Information 
 Technology  (MIIT),  industry  association  publications  and  ministerial  documents  such  as  those 
 published by MIIT, MOST, and Ministry of Finance (MOF). The two most important documents for 
 the analysis of MIC2025 has been the official MIC2025 plan (see State Council, 2015), as well as the 
 296-pages Key  Area  Technology  Roadmap  2017-edition  (Roadmap17)  which  currently  is  only 
 available in Chinese (see NMSAC, 2018). 


Speeches from high-level officials (found through desktop research and academic databases) have 
 been important in giving insights to the internal debate on MIC2025. In addition to this, the scholarly 
 articles database, Asiaportal, available through the Copenhagen Business School credentials, has been 
 essential  as  it  gives  access  to  multiple  databases  on  Chinese  academic  and  scholarly  work.  The 
 Wanfang  Data  (wanfang  shuju ( ) is  one  of  the  most  comprehensive  Chinese  databases, 
 compiled  by  the  Institute  of  Scientific  &  Technological  Information  of  China  under  the  Chinese 
 Ministry of Science & Technology (MOST), from the 1950s until today. It includes digital resources 
 such as journals, dissertations, conference proceedings, patents, standards, Chinese companies, etc. 


and is especially rich in research within the social sciences. Equally important has been the National 
Social Sciences Database (guojia zhexue shehui kexue xueshu qikan shujuku 



(19), compiled by the Chinese Academy of Social Sciences, with access to more than 9 
 million  full-text  articles  from  1921  until  present.  Finally,  the  China  National  Knowledge 
 Infrastructure (zhongguo zhiwang  CNKI compiled by Tsinghua University together with 
 different PRC ministries, has allowed me to access nearly all Chinese academic journals. Through 
 these  databases  and  academic  journals,  it  has  been  possible  to  get  access  to  some  of  the  most 
 prominent and influential scholars working on MIC2025 and get a glimpse into the Chinese discourse 
 on the topic. 


2.4  Language 


Certainly, the language needs to be addressed when working on China. I have, where possible, strived 
 to  conduct  the  research  based  on  original  Chinese  language  sources  (speeches,  CPC  documents, 
 legislation  etc.)  to  avoid  language  barriers  and  concomitant  misunderstandings.  I  have  therefore 
 strived to compare English and Chinese sources when possible. Secondary literature such as Chinese 
 scholarly work has added important insights into the Chinese discourse around MIC2025 and IP, and 
 also  added  an  emic  perspective  to  a  debate  that  has  been  largely  dominated  by  Western  research 
 communities and media. The Chinese sources has been crucial to the understanding of the different 
 concepts  related  to  IP  and  MIC2025,  how  policies  are  viewed,  and  for  what  reasons.  Such 
 considerations are important to get a holistic picture of the actual motivations and interests that have 
 driven the emergence of MIC2025 and to understand why and how it is being implemented.  



3  Literature review 


For societies to attain high and sustainable levels of per-capita income, they have to undergo some 
 type  of  structural  reform  (Naudé,  2010,  p.  1).  This  proposition  is  a  robust  evidence-based  and 
 empirically tested insight, and according to the theory, it requires producing new goods with new 
 technologies, and relocating the resources from traditional activities into these new activities (Rodrik, 
 2008).  As  Rodrik  notes  “development  is  fundamentally  about  structural  change”  (2008,  p.  4). 


Structural change requires a transformation from relying on low-productivity activities (agriculture) 
towards  higher-productivity  activities  (manufacturing  and  services)  (Naudé,  2010,  p.  1).  Besides 
having  a  positive  effect  on  per-capita  income  levels,  structural  change  also  helps  create  a  more 
balanced economy, which means that the economy is less exposed to external shocks.  



(20)The empirical evidence clearly underlines this. High-income countries all have a relatively large share 
 of their GDP coming from the secondary and tertiary sectors. Undertaking this structural change is 
 known as industrialisation or industrial and technological upgrading (Naudé, 2010, p. 2). According 
 to (Szirmai, 2012) industrialisation should be seen as “a single global process of structural change, 
 in which individual countries follow different paths depending on their initial conditions and moment 
 of their entry into the race” (Szirmai, 2012, p. 407). Industrialisation is seen as core to economic 
 development and has generated discussion about the nature of technological progress and innovation, 
 manufacturing’s role in development, clustering and urbanisation (Naudé, 2010, p. 2). 


The debate on IP has been centred around how developing countries can most effectively develop 
 competitive  industrial  sectors  that  enhance  domestic  productive  capabilities  and  international 
 competitiveness  (UNCTAD,  2018b,  p.  134).  At  the  heart  of  the  debate  is  what  the  role  of  the 
 government should be in development and how government can help fast-tracking structural change. 


While the main objective from the state’s perspective is to generate economic growth and prosperity, 
 the theoretical and political discussion has emphasized how state interventionism and market forces 
 should  be  balanced  to  reach  an  economic  structure  that  most  effectively  supports  the  economy’s 
 strategic  objectives.  Industrially  lagging  countries  (ILC)  have  the  potential  of  leapfrogging  by 
 adopting technologies and experiences from countries that already went through this structural change. 


How governments undertake this, can be understood by analysing their IP’s (Naudé, 2010, p. 2).  


The debate on IP has been characterized by disagreements on industrial policies merits, contents and 
applications  (Naudé,  2010).  A  good  way  to  understand  how  IP  theory  has  developed,  is  Naudé’s 
classification  of  IP  into  ‘old’  issues  and  ‘new’  issues.  The  ‘old’  issues  of  IP  which  are  mainly 
concerned with controversies over industrial development have been overtaken by ‘new’ issues that 
address (i) the fact that the majority of industrialised countries (e.g. US, UK, Germany) de facto have 
engaged in IP which stands in stark contrast to their position as homes of liberal economic policy 
(Chang, 2002) and (ii) the how and content of IP (Naudé, 2010, p. 2). The challenges that new and 
emerging  global  trends  such  as  financial  crises,  climate  change  and  the  fourth  industrialisation 
(Industry 4.0) pose to the world calls for a reassessment of IP. To date, this has been largely neglected 
in the literature and the future debate will therefore have to be concerned with the “new challenges 
and trends influencing the content of IP” (Naudé, 2010, p. 3).  



(21)3.1  Defining Industrial Policy (IP) 


Defining IP is difficult. Multiple understandings are tied to the concept and no consensus about the 
 definition exists, except for a general acceptation that it is a guide to government intervention. Many 
 define IP as the strategy of ‘picking winners’, in line with the definition by Pack, who sees it as: 


“actions  designed  to  target  specific  sectors  to  increase  their  productivity  and  their  relative 
 importance within the manufacturing sector” (Pack, 1993, p. 48). The argument behind this definition, 
 is that a country has the potential to ‘defy’ its comparative advantage, and instead support its ‘latent’ 


comparative advantage – that is, develop industries in which no prior comparative advantage existed. 


This logic is also found as early as with the German economist, Friedric List (1789-1846), who is 
 generally quoted as the father of the ‘infant industry protection’ argument (Chang, 2002, p. 3). Even 
 today, List’s seminal theories on supporting selective infant industries for ILC’s to climb the ladder 
 are still relevant in theoretical discussions. Policy instruments such as quotas and import tariffs are 
 common types of such intervention and the experience of the ‘four tigers’, has shown that this type 
 of selective IP can work both economically and politically (Lall, 2004, p. 75). 


Others define IP not as a selective policy tool, but rather as a comprehensive way of supporting the 
 entire  structure  of  the  economy,  and  thereby  promoting  the  competitiveness  of  the  entire 
 manufacturing  industry  (Lall,  2004,  p.  78).  This  kind  of  ‘functional’  policy  approach  usually 
 encompasses the entire supply-side of the economy rather than just a specific sector (Naudé, 2010, p. 


3).  Others,  such  as  Rodrik  (2008),  argues  for  the  necessity  of  dialogue  between  state  and  private 
 sector so as to overcome the market failures and information gap that hinders economic development. 


Rodrik challenges the general economic perspective, that takes the informational asymmetry between 
 state and private sector as given, and argues that through strategic collaboration and coordination this 
 asymmetry can be overcome with the beneficiary being society as a whole (Rodrik, 2008, pp. 26–27). 


In Rodrik’s view, IP is seen not as a list of policy instruments, but as a ‘process of discovery’ where 
state and private sector works together. Rodrik draws inspiration from Chalmers Johnson’s (1982) 
concept of the ‘developmental state’ and Peter Evans (1995) concept of ‘embedded autonomy’ to 
argue  that  the  capacity  for  the  state  to  design  and  implement  industrial  policies  requires  both 
autonomy and embeddedness with the private sector (Evans, 1995, p. 12). Schmitz (2007) instead see 
the  role  of  IP  as  a  tool  to  influence  the  decisions  of  entrepreneurs,  and  overcome  market  and 
technology gaps. 



(22)This thesis apply the definition by (Naudé, 2010). In line with Rodrik (2008), Naudé argues that the 
 goal of IP should be to support structural transformation, and that the process and experimentation 
 side  of  IP  needs  to  be  emphasized  more.  Naudé  therefore  defines  IP  as  “the  process  whereby 
 governments  aim  to  deliberately  affect  the  structural  characteristics  of  their  economies” (Naudé, 
 2010, p. 2). Naudé concludes that the future debate will be structured around two threads: The how 
 rather than the why of IP, and the new challenges and trends influencing the content of IP (Naude, 
 2010).  


3.2  IP in a historical perspective 
 3.2.1  The Western countries 


In Kicking Away the Ladder, Ha-Joon Chang shows how the majority of countries that are classified 
 as  industrialized  countries  today,  used  industrial  policies  when  they  themselves  were  developing. 


Chang,  whose  methodology  is  largely  inspired  by  the  German  economist  Friedric  List,  takes  a 
 historical approach to the study of economic development and argues for why developing countries 
 need  to  implement  industrial  policies  in  a  world  where  developed  economies  often  advocate  for 
 policies prescribed by the Washington Consensus: the principles of liberalization, free markets and 
 privatization  advocated  by  institutions  such  as  IMF,  the  U.S  Treasury  and  the  World  Bank.  By 
 analysing industrial, trade and technology policies used by a range of countries that already went 
 through  industrialisation,  Chang  shows  that  the  policies  these  economies  applied  were  close  to 
 opposite of what the orthodoxy at the time suggested (Chang, 2002, p. 1). Since Chang’s study, there 
 has been a growing consensus and acknowledgement of his findings in the literature. For instance,  
 Rodrik too notices that most governments today in reality carry out industrial policies even if they 
 call it something else (such as ‘export facilitation’, ‘promotion of foreign investment’, ‘free-trade 
 zones’, etc.) (Rodrik, 2008, p. 2). Worth quoting is Chang’s analysis of how England used industrial 
 policies during the industrial revolution in the 18th century: 


“(…) Britain’s technological lead (…) had been achieved ‘behind high and long-
lasting tariff barriers. It is also important to note that the overall liberalization of the 
British economy that occurred during the mid-nineteenth century, of which trade 
liberalization was just a part, was a highly controlled affair overseen by the state, 
and not achieved through a laissez-faire approach” (Chang, 2002, p. 24) 



(23)The  industrialisation  in  the  UK  is  important  to  IP  because,  as  the  quote  above  illustrates,  this 
 industrialisation was not just a consequence of the operation of free markets (Naudé, 2010, p. 4). It 
 was not until the mid-nineteenth century, that UK began to reduce such policies, by which time their 
 technological capabilities were far supreme (Chang, 2002, p. 22). Following the industrial revolution, 
 countries like France, Germany and USA also started implementing industrial policies and by the end 
 of the 1970s, most of the Western European states had nationalized significant proportions of their 
 industries  (Naudé,  2010,  p.  5).  Especially  worthy  of  our  attention  –  due  to  its  often-proclaimed 
 position as ‘free-trade America’ and the mother of the ‘Washington Consensus’ – is the US. US’ 


impressive growth in the 19th century was not due to the workings of laissez-faire capitalism, but 
 rather due to a strong emphasize on protectionist policies, as explained by Chang:  


“(…)  throughout  the  nineteenth  century  and  up  to  the  1920s,  the  USA  was  the 
 fastest growing economy in the world, despite being the most protectionist during 
 almost all of this period.” (Chang, 2002, p. 30) 


From 1820 to 1930 U.S. tariffs on imported manufacturers never went below 25% with the majority 
 being far higher than that (Nolan, 2001, p. 8). More recently, US has also enacted several measures 
 that can be described as IP and measures to support its recovery following the financial crisis of 2008. 


For instance, it is worth noting that Tesla, the most successful electric vehicle producer in the U.S., 
 received a loan of $451.8 billion by the U.S. Department of Energy’s Advanced Technology Vehicle 
 Manufacturing program in 2010 (Rubio, 2017, p. 33). While Tesla was able to repay the loan in 2013 
 and ahead of schedule, the loan was crucial to its success (Rubio, 2017, p. 33). Another example is 
 the  U.S.  Small  Business  Administration  established  in  1953,  a  government  agency  tasked  with 
 enhancing competition in the marketplace for small U.S businesses (Schrank & Whitford, 2009, p. 


11). It provides government-sponsored funding, loan guarantees, contractual programmes, and runs 
 several programmes to service small new businesses (Schrank & Whitford, 2009, p. 11). One of its 
 programmes is the Small Business Investment Company Programme, which provides private equity 
 firms with licences to make equity and debt investments in promising firms. The Small Business 
 Investment Company program has been crucial in securing early funding to companies such as Apple, 
 Intel, Amgen, FedEx and Tesla (Rubio, 2017, p. 75; Schrank & Whitford, 2009, p. 11). Through the 
 build of strong and powerful firms by the use of protectionist measures, U.S. and Britain became 


“converts to free trade and the global level playing field” (Nolan, 2001, p. 8). They thereby promoted 



(24)the likelihood of their now large and powerful firms to freely enter the markets of less developed 
 economies, where markets were still weak and business structures immature (Nolan, 2001, p. 8).  


3.2.2  The Asian economies 


There has long been an ideological debate about what caused the economic miracle of Japan and the 


‘four tigers’ in the post-war period (Chang, 2002, p. 49). It is however generally accepted, that the 
 rapid growth was due to activist industrial policies, trade policies and technology policies (Chang, 
 2002, p. 49). The following section looks at how these economies used IP from the 19th century up 
 until the 1980s, largely based on the findings of (Chang, 2002) and (Nolan, 2001). 


Japan: 


Following the Second World war, Japan experienced an unrivalled GDP growth of 8 per cent annually 
between 1950 and 1973 (Chang, 2002, p. 49). In this period, Japan followed a catch-up process that 
was very different from that advocated by mainstream economic theory at the time. It was under the 
close indirect support of the state, that the giant Japanese firms, that are the key to Japan’s success 
today, developed their competitive advantages (Nolan, 2001). The Japanese government was focused 
on creating oligopolistic competition, and the Ministry of International Trade and Industry (MITI) 
played an important role in facilitating this (Nolan, 2001, p. 9). MITI encouraged mergers of the 
leading  firms  into keiretsu(s) –  a  oligopolistic  organisation  of  each  industry  by  conglomerates 
(Johnson, 1982, pp. 11–12). By implementing strict import controls, large indigenous firms were able 
to develop quickly, and the government oversaw this procedure. Especially important to the success 
of  the  companies,  was  the  Japanese  governments  awareness  that  it  needed  to  avoid  creating  a 
monopoly, and therefore the state closely monitored the market shares and prevented investments so 
large  that  they  could  destabilize  the  market  (Nolan,  2001,  p.  9).  The  government  then  used 
international market shares as performance goals to keep track of the international competitiveness 
of the firms (Nolan, 2001, p. 9). The cross-shareholding features of the keiretsu was an extremely 
efficient method to allow Japanese companies to grow at high speeds and almost all large companies 
were members of a keiretsu. The keiretsu had stakes of around 2 per cent in every firm in the group, 
which meant that between 30-90 per cent of a firm was owned by other members of the group (Nolan, 
2001, p. 10). Through this ‘removal of ownership control’, the Japanese could focus on long-term 
goals and discard the performance measures of short-term profitability that was often found in US 
and UK at the time (Nolan, 2001, p. 10). Share price increase became less important, while market 



(25)domination became imperative. There was rarely any M&A’s due to the perception by the managers 
 that engaging in M&A’s was equal to surrendering to the enemies (Nolan, 2001, p. 10). The few 
 M&A’s that took place often meant that the managers lost their jobs, and therefore it was important 
 for the managers to build alliances with their employees (Nolan, 2001, p. 10). This resulted in long-
 term programmes where employees were offered job-security, in exchange for wage increases (Nolan, 
 2001, p. 10). The economy and the firms massively benefitted from this developmental role of the 
 state and the keiretsu structure. In 1993, Japan had increased its number of firms listed on the Fortune 
 500 list to 135 – a more than fourfold increase compared to the 31 they had in 1962 (Nolan, 2001, p. 


10). As Johnson (1982, p. 305) concludes in his seminal study on the Japanese Miracle, the success 
 of Japan was not due to its culture or national character, but rather due to the states priorities and the 
 ability  of  the  bureaucracy  to  design  and  implement  industrial  policies.  While  the  state  was  not 
 consistent  in  achieving  its  priorities  throughout  the  period,  the  consistent  and  continual  focus  on 
 economic development meant that Japan accumulated learning and adaptation which it leveraged to 
 accelerate  development  in  the  latter  half  of  its  industrialisation  period  from  the  1950s  onwards. 


According  to  Johnson,  any  state  that  seeks  to  achieve  similar  economic  transformation  and 
 development, must first of all be a developmental state (Johnson, 1982, p. 306). 


The ‘four tigers’: 


In line with Japan, the role of the state and the importance of large firms was very important in the 
successful development of the ‘four tigers’ (Nolan, 2001, p. 11). Except for Hong Kong, pervasive 
state  intervention  and  control  was  apparent  in  almost  all  segments  of  the  economy  and  active 
industrial  policies  were  found  in  both  Taiwan,  Korea  and  Singapore  (Nolan,  2001,  p.  11).  These 
policies went far beyond influencing the business environment. In Korea and Taiwan, the states were 
important in the construction of large-scale businesses by operating the upstream and heavy industries 
where private investment did not have the incentive to invest initially. In Hong Kong and Singapore, 
the state had an important role in e.g. developing human capital and invested heavily in sectors such 
as education, health and housing (Nolan, 2001, p. 11). Large firms played an important role in all of 
these economies’ development. While Hong Kong and Singapore largely followed a free trade regime, 
mainly  due  to  the  small  size  of  their  economies,  both  Korea  and  Taiwan  heavily  relied  on  trade 
policies in their catch-up strategies (Nolan, 2001, p. 11). They implemented high tariff barriers, as 
well as non-tariff barriers to protect their economies, and in Korea this remained the case all the way 



(26)up until the 1990s (Nolan, 2001, p. 11). For a more elaborate description of the IP of the ‘four tigers’ 


see 8.3. 


3.2.3  China 


After the 1970s, China was largely inspired by the developments in Europe and the U.S. during their 


‘catch-up’ process, and even more so from its close neighbours, Japan and the ‘four tigers’ (Nolan, 
 2001, p. 15). The Chinese leadership hoped to emulate the successes of Japan and the ‘four tigers’ 


and through state-support create large competitive corporations (Nolan, 2001, p. 15). By the early 
1990’s a key slogan to economic reform was “grasp the large and relax control of the small” (zhua 
da  fang  xiao  )  (Nolan,  2001,  p.  16).  The  desire  to  rely  on  and  build  large  competitive 
corporations,  stemmed  from  a  comprehensive  study  by  the  Chinese  leadership  of  the  industrial 
structure of advanced capitalism (Nolan, 2001, p. 16). In 1998, Wu Bangguo, who was Vice Premier 
under Premier Zhu Rongji at the time, stated that large enterprises were crucial to China gaining a 
powerful position in the international economic order (Nolan, 2001, p. 16). He argued that this was 
most obviously seen by America having large companies such as General Motors, Boeing and Du 
Pont, Korea having the chaebols and Japan having the six large keiretsus. Similarly, China needed to 
nurture their large enterprises. In the 1990’s, a ‘national team’ of 120 enterprise groups was selected 
by the State Council (Nolan, 2001, p. 17). The enterprises were chosen in sectors deemed of “strategic 
importance”, and included electronics, iron and steel, coal mining, automobiles, electricity generation, 
machinery, chemicals, transport, aerospace, pharmaceuticals and construction materials (Nolan, 2001, 
p. 17). These enterprises benefitted from heavy protection. For instance, import tariffs on vehicles 
stood at 80-100 percent in the late 1990s (Nolan, 2001, p. 18). Non-tariff barriers were numerous and 
various  and  included  technology  transfer  stipulations,  requirements  to  source  from  Chinese 
component  suppliers  and  that  foreign  firms  were  excluded  routinely  from  accessing  domestic 
distribution channels (Nolan, 2001, p. 18). Joint ventures were often a prerequisite for entering the 
country, and the Chinese domestic partner company was often chosen by the Chinese bureaucracy 
(Nolan,  2001,  pp.  18–19).  In  addition  to  this,  the  companies  received  substantial  and  preferential 
state-financing through China’s ‘big four’ state-owned commercial banks (the Bank of China, the 
Industrial and Commercial Bank of China, the China Construction Bank, and the Agricultural Bank 
of China) (Nolan, 2001, p. 19). In addition to financing, the banks established professional branches 
in  the  large  enterprises,  providing  advice  and  easier  access  to  capital  (Nolan,  2001,  p.  19).  The 
enterprise groups thus had favourable conditions for becoming internationally competitive. The far 



(27)majority  of  the  enterprise  groups  were  leaders  in  their  respective  industries,  and  in  1997  they 
 accounted  for  more  than  30  percent  of  total  output  value  of  the  whole  large  and  medium  scale 
 enterprise sector, and for more than 50 percent of profits in the entire state-owned sector (Nolan, 2001, 
 p. 20). In 2003, a new round of reforms was implemented at central level (K. E. Brødsgaard, 2017, p. 


41).  This  included  the  establishment  of  the  State-Owned  Asset  Supervisory  and  Administration 
 Commission  (SASAC)  (K.  E.  Brødsgaard,  2017,  p.  41).  The  SASAC  was  tasked  with  exercising 
 authority over China’s largest SOE’s on behalf of the State Council, to ensure alignment of business 
 interests and national interests (K. E. Brødsgaard, 2017, p. 41). While large private companies such 
 as Alibaba and Tencent today has become household names in China, it is still the big SOE’s and 
 state-owned  banks  that  through  drivers  behind  China’s  IP  plans,  through  which  China  mobilizes 
 funding and support for the targeted industries through its model of state capitalism. 


Today, China’s development model to some extent still follow the blueprint of Japan and the ‘four 
 tigers’ (Zenglein & Holzmann, 2019, p. 9). It seeks to break through the ceiling of labour-intensive 
 and low-tech manufacturing, that are often restricting growth for emerging economies (Zenglein & 


Holzmann, 2019, p. 9). This model is characterized by selective industrial policies that target specific 
 strategic sectors, and driven by a strong government that aligns national targets with the targets of 
 private companies as well as SOE’s (Zenglein & Holzmann, 2019, p. 9). As in the case of the ‘four 
 tigers’, China aims to move a considerable share of their exports to higher value-added and advanced 
 parts of the value chain. MIC2025 is supposed to be the new IP plan driving this change.  


3.3  The debates in IP 


The debate about IP is rooted in one of the oldest and most basic discussions within political economy 
 and modern political analysis. It is concerned with how free trade and mercantilism, socialism and 
 capitalism, public sector and private sector should be weighted to support structural transformation 
 (Johnson, 1982, p. vii). This debate has oscillated between economists who view market failures as 
 the bigger threat, and economist who sees government failures as the key concern. At the risk of 
 oversimplifying this debate, we find on the one side free-market liberals, neoclassical economists and 
 neoliberalist,  and  on  the  other  side  heterodox,  non-mainstream  and  institutional  economists.  As 
 noticed by Rodrik, both sides claim truth, but the problem is that there is still no ‘knock-out evidence’ 


to support their claims, mainly due to the complex nature of IP which makes inference of causality 



(28)difficult  (Wade,  2018,  p.  524).  In  this  section  I  discuss  some  of  the  arguments  for  and  against 
 engaging in IP. 


3.3.1  The case and arguments for IP 


A number of studies have been conducted that underscores IP’s important role as an effective tool for 
 government intervention, including Johnson (1982), Amsden (1989), Chang (2002), Nolan (2001, 
 2004), Rodrik (2008), and Wade (2012, 2018). The theoretical case for IP emerges as the need to (1) 
 correct market failures and (2) overcome coordination failures (Naudé, 2010, p. 13).  


Correcting market failures 


The economic argument for engaging in IP relates to the concept of market failure (MF). If markets 
 were perfect, resource allocation would take place in the most optimal and efficient way possible, 
 and  intervention  would  therefore  not  be  necessary  (Lall,  2004,  p.  76).  Some  examples  of  market 
 failure include imperfect competition, public goods and externalities (Lall, 2004, p. 76). There are 
 five areas where intervention may be needed to avoid market failures:  


•  MF in exports: Exports have positive spill-overs to the domestic economy, however, due to 
 the  sunk  cost  faced  by  firms  entering  export  markets,  and  the  possibility  of  gaining  the 
 information through spill-over effects from earlier entrants, most firms will not initially pursue 
 exports, making government intervention necessary. Government’s should subsidize exports 
 and assist firms in foreign market research (often done in SEZ’s or EPZ’s) (Naudé, 2010, pp. 


13–14). 


•  MF in FDI: FDI is important as it has positive knowledge spill over effects for local firms 
 and is necessary when entrepreneurial capacity is lacking (Lall, 2004). Government should 
 encourage this through tax-breaks, provision of infrastructure, relocation allowances and other 
 business services for foreign firms. Today, investment promotion agencies is also a common 
 way of attracting FDI (Rodrik, 2004).  


•  MF  in  manufacturing  sector:  The  manufacturing  sector  can  create  positive  externalities 
through  its  linkages  with  the  rest  of  the  economy,  technology  diffusion  and  dynamic 
economies of scale (Naudé, 2010, p. 14). As learning-by-doing is a prerequisite for becoming 
proficient in manufacturing, countries without a considerable manufacturing sector, should 
support the growth of a such (Naudé, 2010, p. 15). This is also the main argument behind 
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