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How Do Local Governments Promote Technological

Innovation and Industrial Upgrading
—The Evolution of the Shenzhen Model

TANG Jie
(CUHK-Shenzhen)

Abstract: Regarding the role of government in technological and industrial
upgrading, one view holds that the market should be left to its own
devices, while another argues that government can play an important
role. Government and Economics posits that government can play a
positive role, but this requires that government behavior have
boundaries, be oriented toward promoting economic development, and
that government incentives be properly aligned. In the process of
technological and industrial development in Shenzhen since the reform and
opening-up, the Shenzhen government represents a paradigmatic case in
this regard. This paper explores how the Shenzhen government, while
maintaining reasonable boundaries, designed correct incentive mechanisms to
collaborate with the market in driving technological innovation and
industrial upgrading. Shenzhen’s successful rise from a city with no
industry, no technology., and no talent to a global innovation center
demonstrates that the government role must evolve dynamically with
development stages: from infrastructure construction in the factor-driven
stage, to economies of scale cultivation in the investment-driven stage,

and then to ecosystem building in the innovation-driven stage. This role
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transformation cannot be separated from the design of reasonable
government incentive mechanisms. Furthermore, this paper uses the new
energy vehicle industry as an example to analyze how government
effectively guides market forces and forms innovation networks by
eliminating innovation fears, establishing technical standards, funding
R&.D, and building industrial chains. The Shenzhen experience shows
that when government maintains reasonable boundaries, consistent
goals, and proper incentives, it can form a complementary relationship
with the market, significantly reducing innovation risks and promoting
knowledge accumulation and industrial coordination. This provides
replicable experience for other regions.

Keywords: government-market relations; Shenzhen Experience; industrial

upgrading; innovation ecosystem



