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From the Supply Side to the Demand Side: The Shifting Logic
and Chinese Practices of Industrial Innovation Policies

CHEN Qiangyuan'”, ZHANG Xin’ & LI Huirong®

(1. National Academy of Development and Strategy, Renmin University of China, Beijing 100872, China;
2. China Yangtze River Economic Zone Development Institute, Renmin University of China, Beijing 100872, China;
3. School of Economics, Renmin University of China, Beijing 100872, China;
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Abstract: Innovation serves as the strategic support for advancing high-quality development, and
innovation incentive policies constitute a key means to implement the innovation-driven development strategy.
Since the start of the 21st century, the supply-side innovation policies centered on R&D support, fiscal and
financial incentives, intellectual property protection, and achievement transformation mechanisms have
promoted technological innovation activities among industries and enterprises, i.e. China’s core innovation
actors. However, they have also trapped the country’s overall innovation system in a development dilemma
characterized by “high input, high output, relatively low quality, and low conversion efficiency” , namely the
“two highs and two lows” phenomenon. Based on theoretical logic and China’s practical experience, this paper
focuses on exploring why and how industrial innovation policies should shift from the supply side to the demand
side. Specifically, it first analyzes changes in the orientation of China’s top-level design for scientific and
technological innovation and the stylized facts of the “two highs and two lows” , while discussing the principal
role of enterprises and industries in China’s technological innovation ecosystem. Second, from the perspectives
of externalities and innovation wedges, it examines the theoretical basis of industrial innovation policies and
summarizes the existing policy framework from both supply-side and demand-side dimensions. Third, building
on the theoretical underpinnings of supply-side policies, the paper elaborates on why they lead to the “three
haves and three nothings” dilemma in technological innovation and highlights how demand-side policies can
address these shortcomings. Finally, it systematically sorts out the demand-side industrial innovation policy
toolbox, including public procurement, regulations and standards, private demand support, and systemic
policy instruments, and takes China’s new energy vehicle indusiry as a case study. From a comparative
perspective, it analyzes in depth why and how demand-side industrial policies can drive industrial
technological innovation and high-quality development. This research contributes to a profound understanding
of the theoretical logic, tool selection, Chinese practices, and policy implications of industrial innovation
policies, providing valuable insights for academic research and policy formulation.

Key words: industrial innovation policy; demand-side innovation policy; supply-side innovation
policies; public procurement; innovation externalities
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