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Context and process of the Review

It was undertaken at the request of the Chinese Ministry of Science and Technology (MOST),
as part of the new OECD programme of Country Reviews of Innovation Policy carried out
under the aegis of the Committee of Scientific and Technological Policy (CSTP)

a The other countries that have been reviewed so far are: Luxembourg, Switzerland, New Zealand,
South Africa and Chile.

a The reviews of Greece, Norway, Turkey, Mexico and Korea are under way. Others are already planned
to start in 2008 (Hungary, Japan, Russia). And others are under discussion.

It was implemented by the OECD Secretariat in close partnership with MOST and benefited
from the support of a number of OECD Member countries (Please read the
ARacknowl edgment so on p. lbnvaved:t he Synthesi s

o Scoping and fact-finding missions in China by the OECD Secretariat and experts from Member
countries, organised by MOST

i Cooperative work by Chinese and OECD countrieso
o An OECD-MOST workshop on S&T indicators held in Chongging in October 2006

a Discussions of interim results in the OECD CSTP

o Consultations with other OECD bodies, including the Business and Industry Advisory Committee

(BIAC)

The next and final step will be the publication of the full report in November



Nature, objectives and content of the review

The synthesis report is an independent assessment. Its conclusions are
therefore of the sole responsibility of OECD

|t focuses on the public governance

" It does not address all issues which might arise in building a stronger innovation
system, but rather concentrates on those concerning the contribution of the public
research sector and of government promaotion policy

é with a central question in mind: how to ensure that public investment in
R&D and innovation will yield the expected economic and social benefits?

It builds on recent OECD work, especially on the links between innovation
and economic performance, and on best practice policies to foster innovation

It formulates a set of policy recommendations but does not attempt detailed
policy design






High economic performance underpinned by economic
reform and openness

China looks back at nearly three decades of outstanding economic
performance:

s Economic growth has been close to 10% resulting in a significant increase in
income per capita and reduction in poverty levels

s China has emerged as a major destination of foreign direct investment (FDI) and a
trading nation of gl obal rank, I ncludin

« Access to imported technology, state-of-the-art management practices and a broad
range of skills has enhanced productivity

Chinabs outstanding performance was L

s Sustained economic reform towards a marked-based economy, creating new
framework conditions, enlarging the scope for private enterprises and restructuring
state-owned enterprises

i« The Aopen dooro policy which turned Chi
economies with substantial benefits owing to competition, lower prices, an increased
guality and variety of goods and a better use of existing comparative advantages
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Challenges for the Chinese model of growth

Despite its success, the Chinese model of growth faces a number of
challenges which may endanger its sustainability:

GDP is distributed unevenly, notably between coastal provinces and
western regions and urban and rural areas

Demographic change has far-reaching consequences 1 China may be
Nnageing before getting richo

Large migration flows exert pressure on the social fabric and the
environment

High consumption of energy and raw materials and urbanisation lead to
environmental degradation and are damaging health

Chinabs export gr o wt -lwage manufatturihgl | a |
based on imported components, equipment and technology

AHI gh techo e X por t s-volumeygssembtet dogds c o |
with core technology largely controlled by foreign enterprises.



China remains specialised in low-tech

Contributions of industries to trade balance as % of manufacturing trade by technological intensity, 2005
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The role of science, technology and innovation policy

The Chinese authorities are well aware of the need to achieve a more balanced

pattern of development and of the fact that science, technology and innovation can
contribute decisively to this objective

In OECD member countries government policies play a key role in fostering S&T and
innovation through:

« Establishing framework conditions that are conducive to innovation, such as well-functioning
markets, sound corporate governance and financial institutions, as well as more directly

through the protection of IPRs and the setting of technology standards, including to ensure
safety and quality

« Developing and implementing policies aimed at encouraging S&T and innovation in the
presence of fAmarketo or fisystemico failures

In the Chinese context the role of government is potentially greater than in more
mature market economies owing to factors such as:

« Various market imperfections and shortcomings in market institutions
o Remaining uncertainties in the business environment (e.g. in the area of IPRS)

« Current weaknesses of the emerging innovation system, including an imperfect adaptation to
market-driven innovation






The origin of a Chinads innovation-syst
1980s when reform of the S&T system authorities was included in the broader
agenda of economic reforms

But the CIS took really shape in the 1990s thanks to the improvement of key
framework conditions (e.g. corporate governance) and further far reaching reforms
of the university and public research sectors

Where does it stands today? It is a challenging task to characterise the current
state of the CIS in terms of its structure, performance, integration into global S&T
networks and potential for future development because this involves international
benchmarking which is made difficult for several reasons:

« Size, heterogeneity and complexity
« Lack of international comparability of some indicators
o« ldiosyncratic institutional features

« Rapid ongoing transformation



Ne re ive size NA recent pace or aeveilopment o NE hinese innhovation oM
Comparator France Canada Belgium
countries ST ? ? Germany Sweden T Australia

R&D
expenditures
RD)
Parameter Number of Number of
(2005) patents (PCT) patents (Triadic)
Index I T I I ] I I I
US =100
(log scale)
107 07% /‘
Annual 6.6%
rate of B GDP growth (Number of
growth (8.4%) researchers) 18.7%
1995-05 25.0%
40 25.0%
39.3%




Main strengths and weaknesses

-+

1 A very dynamic economic environment

1 Government strong commitment to
support further development

1 Fast learning of best practices throughout
the society and wide social acceptance of
S&T

1 Impressive rate of accumulation of key
inputs (R&D investment, HRST)

1 Large specialised infrastructures (e.g.
S&T parks and technology incubators)

1 The potential of the restructured public
research sectors, including the quality of
the leading research universities

1 Fast increasing R&D investment by
foreign firms

1 Emerging Chinese outward investment in
R&D-intensive activities

1 Some framework conditions are not
supportive @

q Lack of depth of R&D activities

1 Relatively low innovation capabilities of
domestic firms

1 Weak innovation-oriented linkages
between public research and domestic
firms

1 Regional innovation systems are unevenly
developed and insufficiently interconnected

1 Current and prospective bottlenecks in the
HRST pipeline

1 Weaknesses in public governance @




The three main R&D performers




