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Institutional Environment, Human Capital Allocation, and the Development of

Producer Services
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Abstract: As a knowledge-intensive and technology-intensive industry, the producer services sector
is a critical channel for injecting human capital and knowledge elements into social production. It
holds significant strategic importance for China in transforming its economic growth model and
achieving high-quality development. However, the development of China’ s producer services
remains relatively underdeveloped. First, the scale of China’s producer services is relatively small;
second, China has insufficient mastery of core technologies in high-end fields.

This paper extends Williamson’ s governance mechanisms framework to “Institutional
Environment-Incentive Structure (Governance Mechanisms)-Human Capital Allocation-Producer

»

Services Development.” It first explores the institutional requirements for producer services
development from the perspectives of “inclusive institutions” and “extractive institutions.”
Subsequently, it analyzes the institutional causes that constrain the rational allocation of human
capital and the development of producer services during China’s transition period. Finally, it puts
forward targeted policy recommendations.

This study finds that producer services development relies not only on human capital
accumulation but, more crucially, on its allocation. The institutional environment, by shaping the
incentive structure, determines the efficiency of human capital allocation. Human capital allocation
mainly involves two dimensions: between productive activities and unproductive activities, and
between innovative roles and routine decision-making within productive activities. Inclusive
institutions—characterized by strong property rights protection, a fair legal system, and low market
entry barriers—help optimize the social incentive structure, guide human capital toward productive
activities and innovative roles, and thereby promote the development of producer services.
Conversely, extractive institutions—marked by weak property rights protection, excessive
government intervention, and high administrative barriers—distort the incentive structure, cause
human capital misallocation, and dampen societal innovation vitality. Amid China’ s economic
transition, the insufficient inclusiveness of some institutions constrains producer services
development to a certain degree, primarily reflected in: lingering unreasonable entry barriers in some
sectors, uneliminated spatial barriers between urban-rural and inter-regional areas, and the need for
further improvement of various property rights systems.

According to the research conclusions of this paper, the key to advancing producer services
development is deepening market-oriented reforms: establishing inclusive institutions, dismantling
extractive ones, building innovation-friendly governance mechanisms and incentive structures, and
thus creating a robust market-based pricing system for human capital.

Keywords: Institutional environment; Human capital; Producer services; Industry-specific barriers;
Spatial barriers
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