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INTRODUCTION  

The rise of the new giants, the so-called BRIC –Brazil, Russia, India, China-, puts greater attention 

towards the linkages between economic growth and institutional setting. Rodrik (1999) argues the 

importance of democracy “as a meta institution for building good institutions”; however, given the 

high institutional heterogeneity between the new emerging countries, more attention should be made 

on the mechanisms that lead institutions to push for economic growth. To address this issue we use a 

conceptual framework choosing one particular country and the implementation of one particular type 

of institution. We choose China as the most important example of non-democratic economic miracle 

and its implementation of intellectual property rights. We are going to discuss the economic 

interactions of IPRs and the effects on the Chinese system. Our purpose is to understand if democracy 

is a necessary element in successful implementation of model institutions. In the section 1 we recall 

our theoretical framework based on Rodrik (1999; 2005); in section 2 we discuss the choice of IPRs as 

the benchmark institution referring to Arora (2008) and Cimoli et al (2011); in section 3 we present 

the creation and amendments to the Chinese patent law, in section 4 we address the economic effects 

of this implementation and in section 5 we draw our conclusion.  

1. RODRIK’S TAXONOMY 

In this section we are going to set up the framework for our further discussion and to do so we will 

briefly review the work of Rodrik about institutions and strategies for growth. 

The author starts overcoming the traditional dichotomy between market and state, between laissez-

faire and intervention; he recognizes that in development economics is not possible to envisage a 

market freedom from non-market institutions: the system of incentives would not be reliable in 

absence of adequate guarantees1. The failure of privatization in Russia, the reform troubles in Latin 

America and the financial crisis in Asia, are evidences of the little attention placed on institutions in 

the growth of developing countries.  

Established that institutions matter, the problem shift to define which are the types and the functions 

of the institutions in sound economy (Lin & Nugent , 1995). Rodrik provides us with a taxonomy which 

is useful to recall in our discussion.  

Property rights. Most of the contribution in the raise of the Western economies and in their successful 

growth can be addressed to the establishment of stable and enforceable property rights (North & 

Thomas, 1973). The system of incentives and the right to control returns coming from their efforts and 

investments, give to the entrepreneurs the stimulus to innovate and improve constantly. In this sense 

the capability of effective control is much more important than the formal ownership2; obviously 

property rights are not absolute and are limited by the greater public purpose. 

                                                             
1 See also the assumptions of the standard Arrow-Debreu (1954) model 
2 See the case of lack of control in Russian enterprises  



Regulatory institutions. They have the duty to avoid market failures related with transaction costs and 

remove distortions arising from moral hazard and adverse selection. The set of tools in the hands of 

regulator is very large and by no means exhaustive, in fact the freer is the market, the greater is the 

burden on the regulatory institutions. 

Institutions for macroeconomic stabilization. Capitalist economies are not necessarily self-stabilizing3 

and for this reason fiscal and monetary institutions are needed. However, a vast literature provides 

evidence that, in some cases, these institutions have contributed to the instability rather than mitigate 

it (Hausmann, Ricardo, & Michael Gavin, 1996); the point is to find the right mix of policies adjusted to 

the local contingencies4. 

Institutions for social insurance. Usually development brings with it the disentanglement of individuals 

from their traditional boundaries with family and village: the mutual assistance among those 

belonging to the kin group is no more really effective as social security measure. This phenomenon 

requires the creation of institutions for social insurance, what does not necessarily mean the genesis of 

a public tax transfer program but rather a clear set of rules to address the subject. 

Institutions of conflict management. Geographical boundaries are often artificial constructs of political 

agreements which do not consider the ethnical, lingual and social differences among population within 

countries. Cultural distance can also generate strong conflicts that divert resources from profitable 

uses and increase the uncertainty; some scholars have used this as a pivotal explanation for the low 

performance of countries rich in natural resources but with high level of social conflicts (Tornell & 

Philip, 1999). For all these reasons it is undisputed the necessity of institutions able to manage 

conflicts and establish the rule of law. 

In the above description we assessed the main functions that should be performed by institution 

aiming sustainable growth and wealth economy. The next logical step is to find, if any, what form these 

institutions should take to achieve their goals. According to Rodrik there are two models antipodes 

that are interesting to understand the issue. The first way to set up institutions, the so-called 

“blueprint approach” (Rodrik, 1999), is to individuate best practices of a virtuous country and 

replicate them blindly in all developing countries: a sort of drag-and-drop of capitalism. One of the 

most evident examples of this approach is the so-called Washington Consensus (Williamson, 1990), 

namely a list of principles taken by the American experience, that, if applied harmoniously, should 

promote the economic growth and the virtue in economic policy. Despite the appeal of having a 

decalogue of development rules, if we focus on the real world we see that the Asian countries that 

experienced the higher growth rates during the decades5 were not aligned with the Washington 

                                                             
3 Keynesian view 
4 E.g. Argentina replaced its central bank with a currency board 
5 South Korea, Taiwan, China, India (Rodrik, 1999) 



Consensus formula and systematically over-performed Latin American countries6 which, on the 

opposite, were quite adherent with it. In light of this finding, Rodrik introduces the second model 

which we can label as “gradualist approach”, that recognizes the importance of local contingencies in 

building institutions: sustainable growth is the result of the meeting between adequate institutions 

and local factors derived by the history and the environment in which the country is immersed. 

Consistently with this approach, China developed its institutions in unorthodox way which is 

commonly called “double-track”; admitting the necessity of opening to market economy, Chinese 

government adopted a series of reforms that introduced capitalistic incentives without renouncing 

Socialism: 

Agricultural liberalization at the margin. Farmers are allowed to sell surplus production at market 

price after having fulfilled the obligation with the state; in this way the government provides 

microeconomic incentives without changing the plan system (Lau, Quian, & Roland, 2000). 

Township and Village Enterprises (TVEs). Property rights are neither in the hand of government nor in 

those of individuals, but rather in local communities that guarantee more security because of the 

environment characteristic of China7. 

Special Economic Zones (SEZ). special regions with more independence and fiscal advantages in order 

to attract foreign investments, install joint ventures and promote export. 

The Chinese is a vivid example of a unique matching between institutions and local needs; however 

the double model is not the whole story, in fact experimentalism is a very costly process and not 

always generates more efficient institutions (think to those institutions with high degree of 

technicality like the central banks). The main takeout is that institutions have a dual nature, on the one 

hand affect economic development, on the other are affected and modified by the development itself 

(Lin & Nugent , 1995). 

If up to now we have said that institution matter and not necessarily there is one best way to settle 

them, Rodrik makes a step further and claims that democracy8 is the ideal meta-institution able to 

aggregate local knowledge and trigger the virtuous cycle described above. He provides statistical 

evidence that a democratic environment (i) yields long-run growth rate, (ii) produces greater short-

term stability, (iii) handles adverse shocks much better and (iv) delivers better distributional 

outcomes. An analysis of results is beyond the purpose of this paper; our point is rather that it is not 

always the case: China is still an authoritarian regime (Economist Intelligence Unit, 2010), 

nevertheless has the second GDP of the world and the highest growth rate. Rodrik avoids the issue 

asserting that “these are the exceptions rather than the rule”; given the importance of the country, we 

                                                             
6 Mexico, Argentina, Brazil, Colombia, Bolivia, Peru 
7 See Quian (2003) 
8 Here democracy is intended generally as participatory politics 



consider this answer not satisfying and we want to stress Rodrik’s assumption analyzing the 

introduction of the institution of Intellectual Property Rights (IPRs) in the non-democratic China. In 

the next sections we are going to explain the choice and discuss our findings. 

2. WHY CHINESE IPRS? 

After the Uruguay Round (1994) and the Doha declaration (2001) the harmonization of the IPRs 

worldwide boosted up under the pressure of many Western members of the WTO.  The introduction of 

the same standards in many different countries poses a challenge very similar to the effects of the 

“imposition” of the liberal institutions of Washington Consensus in the 90s. The compliance with the 

recent Trade Related Aspects on Intellectual Property agreements (TRIPs) poses a great challenge for 

those countries in need for participating in the international trade community. The interesting point is 

that economists produced a wide range of literature that focuses on the interactions within IPRs 

(especially patents) and the economic system such as the impacts on innovation, competition and 

development (Braga, 2000; Cimoli, 2011; Arrow & Debreu, 1954). 

In particular we concentrate on patent law because as stated in Arora (2008) there are multiple 

advantages due to the large datasets, the availability of very micro data at the country and firm level 

and the possibility of studying long-term time series. 

China was chosen among the new emerging economies according to the main directors of the 

research: (i) China has got the second highest GDP and its economy is still growing faster than anyone; 

(ii) China scores very low in the Democracy Index (Economist Intelligence Unit, 2010) being labeled as 

an “authoritarian regime”. 

By these elements we set a framework to discuss the importance of democracy in the implementation 

of a single institution that has many robust effects found through many cross-country studies such as 

in Mazzoleni et al (2009) concerning Brazil. 

 

3. CHINA’S PATENTING TRENDS 

The first patent law in China is passed in 1984 under pressure of the United States due to international 

trade reasons (La Croix, 2002 ), creating a patent system similar to the one of Europe and Japan. It was 

then extended in 1992 to get broader scope (pharmaceuticals, food, beverages, chemical derivatives) 

and longer protection (from 15 to 20 years). The compliance to TRIPs in order to get into the WTO led 

China to a further amendment in 2000, which introduced preliminary injunction and equalized the 

treatment between public and private organizations. The growth rates about patent application have 

been extremely high: by 1985 the annual growth rate was 15%; by 1992 increased to 22% and 

reached the maximum growth rate by 2000 with an annual growth rate of 23% (Hu & Jefferson, 2008). 

By 2000 the number of domestic and foreign application was somehow similar, with relevant 

differences in the number of patent granted which diverged in favor of foreign firms. However the 



number of patent granted in China for one billion of yuan in real R&D expenditure more than tripled 

from 1996 to 2003 (Hu & Jefferson, 2008). The investigation of a patent surge within an institutional 

framework “not known for the rule of law and rigorous protection of intellectual property rights”9 

with 5 different factors in the Hu and Jefferson’s paper: (i) Pro-patent amendments of the patent law in 

1992 and 2000; (ii) intensification of R&D expenditure in Chinese economy towards patentable 

technologies10; (iii) international economic integration and concentration of FDIs; (iv) shifts in 

industry composition toward industries with higher propensity to patent (e.g. complex industries such 

as TLC11); (v) economic liberalization with more private firms substituting old inefficient publicly 

owned firms. The authors test the hypothesis reaching the conclusion that among them, the relevance 

of R&D expenditure was the weakest explanation, while the more consistent driver is found to be the 

FDI increase12 and institutional changes toward a more patent friendly environment.  From an 

evolutionary perspective, demand plays a major role (Malerba, 2005) and in this case patterns of 

fragmentation towards global industry value chain (Feenstra, 1998) led to a particular environment 

fertile for patent development. We may see this trend well explained in Hu (2007) which argues that 

China’s market potential lured the foreign firms to invest and transfer more sophisticated technology 

despite its appropriability. In another piece of research of the author (Why Do They Patent in China?, 

2007), he found high correlation between number of Chinese patents from a foreign country and that 

of another country when they engage in product market competition in China. 

Summing up, patent friendly environment, together to increased competitiveness due to foreign 

presence has boosted patent activity in China towards a “Great Wall of patents”. Data from Patent 

Report (WIPO, 2010) are confirming what is above mentioned. China has the highest Real R&D 

expenditure growth rate together with Portugal. Moreover, two Chinese firms among the top 100 PCT 

applicants –Huawei and ZTE- are the fastest growing in R&D expenditure (more than 20% the former, 

50% the latter) rapidly catching up the other competitors in the same industry and already over 

performing a Wunderkind in his field  as Apple. It has to be noted that these two R&D champions are 

both in the consumer electronics industry, one of the “complex industries” cited above and they rank 

respectively 2nd and 22nd as PCT applicants (for pictures and tables please consider the appendix). 

Data from foreign-oriented patents13 confirms the fact that China is a luring battlefield for MNCs: 

Chinese patent office is the third foreign-oriented patent applications receiver (470,427) after USPTO 

(704,166) and EPO (682,076).  
                                                             
9 (Hu & Jefferson, 2008, p. 67) 
10 This is consistent with the hypothesis which would attribute to medium-income developing countries a R&D 
focused more on exploitative (i.e. more patentable innovations) rather than basic science-oriented.  
11 “We select beverage, textile, chemical, and pharmaceuticals to represent the discrete product industries and 
special machinery, transport equipment, electric machinery, and electronics for complex product industries.” 
(Hu & Jefferson, 2008, p. 61) 
12 “An increase in the FDI share of industry value added by 10% increases the average domestic firm's patent 
applications by 15%.” Ibidem, p. 68 
13 A foreign-oriented patent family is one that includes at least one filing office other than the office of the 
applicant’s country of origin. (WIPO, 2010, p. 50) 



  

4. ECONOMIC EFFECTS 

In this section we discuss more in depth the possible economic effects of the patent law 

transformation. First of all we refer to Malerba (2005) to introduce the concept of Sectoral System of 

Innovation. We stress three main points that are key in giving an overview of how private property on 

intellectual works may affect the economic system. First of all we start from the Arrow’s paradox 

(Arrow & Debreu, 1954) and the nature of public good of knowledge. R&D and production are 

powerful sources of knowledge spillovers. We know how it can be separated into tacit and codified. 

The transfer of the former is more difficult and it is the critical issue in a successful technology 

transfer. We pointed out how China is attracting FDIs but there is an issue on the ability of domestic 

firms of catching up in understanding and applying new ideas fully disclosed in patents or utility 

designs. This concept is known as absorptive capability, if the network of domestic firms benefits from 

continuous exposition to the technological frontier it would develop the ability first to imitate in an 

effective way and then to research by itself.  

The second point is about the role of the critical mass in such an attraction of FDIs despite the poor 

enforcement of IPRs in China. Arora (2008) points out that there is a tradeoff between the disclosure 

of proprietary information and its competition effect. The choice is driven by the possibility of making 

profits and the speed of adaptability of domestic firms in copying and imitating the recently disclosed 

invention. The huge demand of China is a so powerful incentive that outnumbers the strategic 

behavior of avoiding domestic firms to benefit from knowledge spillovers. In this way demand is the 

magneto that attracts advanced multinationals which disclose their inventions. Moreover, their 

presence is going to trigger the improvement of the innovative network. 

The third point is related to technology itself. We consider the role of complex industries such as 

telecommunication and electronics. In the previous section we noted that two Chinese firms are in the 

top 100 PCT applicants. They sell products that rely on many different components and processes 

covered by patents. The development of these industries is linked with a strong patent environment 

because it is very difficult to have the property of all the knowledge needed. Patents become 

fundamental because they are used as bargaining chips and permit the exchange of knowledge and the 

production to take place. 

These considerations are present in the government’s intentions. The non-democratic institution 

seems to act as an enlighten dictator. We refer to a presentation held at the Maastricht University by 

Dr. Mao Jinsheng, an officer of the SIPO’s Intellectual Property Development Research Center (2010). 

In the presentation it is clear how the IPRs are considered as the first step, the core of a broader 

strategy that, through the knowledge spreading, is functional to an innovation-oriented country. IP is 

the “National Core of Competitiveness”. If we examine the guidelines of the strategy we may see how 



the aim is to stimulate the domestic firms trough the attraction of foreign ones: the final objective is 

“improving independent innovation ability” by “strengthening corporate market competitiveness”. 

This insight lead us to think about the central government as a rational strategist that understands the 

implications of its actions. The references to the independent innovation ability and the 

competitiveness remind to the concept of economic incentives and market-driven interactions. We 

now want to consider if the strategy is consistent with cross-country examples and findings in the 

literature. Gould & Gruben (1996) state that there is no evidence of a relation between stronger patent 

law and economic growth without the presence of FDIs in the region: this is an argument on the 

importance of the innovative champions as poles in the network of innovators. Park & Ginarte (1997) 

find that stronger intellectual property rights have an impact on the neoclassical development 

variables: physical and human capital. 

Looking into the Chinese case it is worth to mention Hu & Jefferson (2008). From a detailed analysis of 

patenting, the authors find that the majority of patent-holders is from abroad and that radical 

innovations come from a foreign R&D. Surely there has been an increase in R&D expenditure but they 

argue that the object of research is the adaptability of the inventions to the Chinese market. In their 

opinion the IPRs are favoring Western multinationals by lagging domestic firms behind. We think that 

China has an outstanding imitative capacity and the enhancing of absorptive capabilities is a long-term 

process. From SIPO we observe how patenting is going towards a balancing between foreign and 

domestic patent’s grants (see figure 1). 

If we consider the quality it seems that the radical innovations are mainly imported while the domestic 

firms tries to do incremental innovations mainly (Hu & Jefferson, 2008). 

To sum up, China implemented IPRs in this way probably on purpose and partially on imposition in 

compliance with the TRIPs. We notice it was not a democratic decision because the approach was a 

top-down one without elections or consultations. IPRs and their enforcement are certainly a 

protection that attracts disclosures and in China it was the case but the real main driver is the huge 

demand. FDIs are the symptoms of this rush to the conquest of market shares and they provide a side-

effect as sources of knowledge spillovers. To reach a complete technology transfer the absorptive 

capabilities of domestic firms plays a crucial role and the innovation stimuli may create the right 

environment to develop it. 

5. CONCLUSIONS 

People’s Republic of China is considered a dictatorship of the local Communist Party but, lacking of 

democracy, it is the most shining example of growth of the last half of century. This situation can’t be 

taken as an exception. We used IPRs as a benchmark institution easily comparable throughout the 

world because of the TRIPs harmonization process. We found that China acted as an enlighten dictator 

because tried to hit the same leverages as the democratic governments, using IPRs as a mere tool to 



foster innovation and development. The outcome is a democratic one, by the double track and the 

freedom of economic competition to all firms we notice a tendency towards market-economy 

standards. Nevertheless, we state that the market is democratic but the society and politics is not.  

China is conducting a strategy that, by destroying the constraints to economic incentives, recognizes 

the importance of market economy and equality in business opportunities. According to the reasons 

stated above, one may argue that this could be classified as an ‘output democracy’ where a non 

democratic upstream institution leads to ‘democratic’ outcomes (Majone, 1998). Democracy is not 

necessary to implement a good and sound institution but in this case the reform involved foreign firms 

that put pressure on the government with a typical democratic lobbying.  The distinction is not so 

clear and the matter of dispute should not be the way in which the decision is taken but in what ways 

the government would persuade who is going to be hit by the reforms. We feel to assess the Chinese 

example as a successful one because the government accepted the international situation and imposed 

its view on firms because of the strong control that it has on them.  

Further paths of research could regard the causal relation between democracy and growth. Such an 

important example as China is suggests that it is not necessary to have democracy to pursue growth. 

One interesting comparison could be made with respect to indicators such as inequality which may 

affect or may be necessary to trigger economic development processes. But more importantly, we may 

argue that, by satisfying the materialist needs of the lower and middle class and ameliorating its 

quality of life, growth could raise the needs of large strata of population for more democratic 

participation and freedom. Reverse causality issues may arise and trying to find a one direction cause 

may turn into a pointless theoretical exercise.  

In December 2010 Beijing province has increased by 21% the minimum salary under the pressure of 

trade unions and many others municipalities are following (Anderlini & Jacob, 2010). This is an 

example only but we can recognize that the enormous growth will have strong consequences on the 

social and political regimes and it is not difficult to imagine that more wealth to the masses will turn 

into more education and awareness of their rights in terms of political decisions.  

 

 

 

 

 

 

 

 



APPENDIX: FIGURES AND TABLES 

 

FIGURE 1 FROM WIPO (2010) 

 

TABLE 1EXTRACT FROM WIPO (2010) 

 



 

TABLE 2 FOREIGN ORIENTED PATENT TRENDS 

 

FIGURE 1 THE FIRST HALF OF 2010 DISTRIBUTION OF GRANTED DOMESTIC AND FOREIGN PATENTS FOR 
INVENTION (SOURCE: SIPO 2010) 
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