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Local Facilitating Government in Industrial Structural Adjustment
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Abstract The form of social organization could be divided into parallel
transaction and vertical management according to the different levels of hierarchy. In
parallel transaction, both sides of the transaction are equal; while in vertical
management, the upper tier has dominating power upon lower tier. The free market
is a place for parallel transaction, while the government behavior and within-
enterprise administration are vertical management. Parallel transaction and vertical
management in the real world are often nested. Next, we analyze the potential
market failure in industrial structural adjustment, where the local government can
improve social welfare through appropriate dynamic industrial policies. Therefore,
during structural adjustment, the parallel transaction of free market and industrial
policy raised by the local government’s vertical management should coexist. Thirdly,
we analyze the optimal allocation of resources between the market and local government,

and give the definition and conditions for the local facilitating government.
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