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The Effect of Development Strategy on Equity and Efficiency

JUSTIN YIFU LIN
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PEILIN LIU
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Abstract This paper arguesthat acountry s development strategy affect both the
efficiency and the equity in the country. If a country adopts a
Comparative-Advantage-Defying strategy to develop capital-intensive industries, the
firms in the priority industries will be nonviable in open, competitive markets and
require supports/protection from government. However, any policy, which aims to
support/protect those nonviable enterprises, will reduce economic efficiency and
deteriorate the income distribution. Empirical evidencesfrom cross-country data set are
consistent with the above hypothesis.
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