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Facilitating domestic and international circulation of industrial chains with
innovation of intermediate goods

HONG Yin—xing1 PI Jian-eai'~ FAN Yan-wei’

1. Yangtze River Delta Economics and Social Development Research Center Nanjing University Nanjing
210093 China;

2. School of Digital Economics Jiangxi University of Finance and Economics Nanchang 330013 China

Abstract: This paper analyzes the internal mechanisms for facilitating the domestic and international circula—
tion of industrial chains under the new development pattern through the innovation of intermediate goods from
the perspective of intermediate goods and by constructing a game theory model. Two scenarios are examined:

one in which intermediate goods are monopolized by a foreign manufacturer and the other in which intermedi—
ate goods are produced simultaneously domestically and abroad. Building on this the paper discusses how to
incentivize innovation in intermediate goods to elevate the value chain. Our findings indicate that achieving
breakthroughs in the innovation of intermediate goods domestically can structurally alter the profit distribution
pattern within the industrial chain potentially changing the impact of intermediate goods trade costs on various
economic variables and helping to mitigate risks associated with the domestic and international circulation of
the industrial chain. Furthermore the paper finds that altering certain external economic conditions can effec—
tively enhance firms’ willingness to engage in the innovation of intermediate goods.

Key words: new development pattern; dual circulation; intermediate goods; industrial chain; innovation



