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Summary: How does the integration of innovation chains and industrial chains influence the optimal strategy for indus-
trial policies, particularly in response to supply chain disruptions and technological blockades imposed by developed
countries? What are the differential effects of government subsidies and tax incentives targeted at upstream versus down-
stream enterprises within the innovation chains, and industrial chains framework? What are the policy implications for
developing countries to navigate the complexities of global competition when focusing on the necessity of a comprehen-
sive industrial policy approach that accounts for the interdependencies between innovation chains and industrial chains?

This paper explores the optimal mix and implementation effects of industrial policies within the framework of the in-
tegration of innovation chains and industrial chains. It constructs a theoretical model to analyze the optimal strategy and
effects of industrial policies in developing countries under both closed and open economic conditions. The study finds
that in a closed economy, providing subsidies or tax incentives to upstream enterprises engaged in the production of inter-
mediate products of core technologies in key fields is optimal. In contrast, under open economic conditions, the optimal
industrial policy should cover both upstream and downstream enterprises, considering different scenarios such as com-
plete dependence on foreign upstream industries, competitive supply from both domestic and foreign upstream industries,
and the risk of supply disruption from foreign upstream industries.

The research employs a unique perspective that integrates the innovation chains and industrial chains systems, provid-
ing valuable insights into the rationality of national-level industrial policies and optimal policy mixes for developing coun-
tries. The empirical evidence from China’s equipment manufacturing industrial chain, which has been targeted by “supply
restriction” measures, supports the theoretical findings, demonstrating that increased government support for R&D activi-
ties of upstream industries can stimulate increased R&D investment and output expansion in downstream industries.

The study’s significance lies in its contribution to the ongoing debate on the role of industrial policies in economic
development. It challenges the conventional wisdom by advocating for a more nuanced approach that takes into account
the interplay between innovation chains and industrial chains. It also offers practical policy recommendations for develop-
ing countries seeking to enhance their technological capabilities and global competitiveness.

Methodologically, the paper uses a combination of theoretical modeling and empirical analysis. The theoretical
model is based on the integration of innovation chains and industrial chains systems, while the empirical analysis is sup-
ported by statistical data from China’s equipment manufacturing industry.

The paper’s key innovation is its holistic approach to industrial policies, which considers the entire chain from up-
stream to downstream. This distinguishes it from previous studies that focus on isolated segments of the industrial or inno-
vation process. The paper’s contribution to the literature is significant, as it provides a new lens to view industrial policies
and offers a framework for future research on the topic.

Policy recommendations include a shift in focus from downstream final product enterprises to upstream enterprises
engaged in the production of intermediate products of core technologies in key fields. The paper suggests that the govern-
ment should implement comprehensive industrial policies that support R&D and production activities across the entire in-
dustrial chain, particularly in high-tech industries facing supply chain disruptions.

In conclusion, the paper provides a fresh perspective on industrial policies, emphasizing the importance of integrat-
ing innovation chains and industrial chains dynamics. It offers valuable insights for policymakers and scholars alike, con-
tributing to a broader discourse on economic development and industrial strategy.

Keywords: Innovation Chain; Industrial Chain; Integration System; Industrial Policy Mix; China’s Industrial Policy
JEL Classification: L52, 038, F13
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