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ABSTRACT

The function of culture tradition has been paid more attention to in modern
economic theory of development. Culture tradition consisted of value and customs
is becoming the key element of economic growth. In culture tradition, the pat-
tern of value has great influence on the development of market economy. At the
same time, every subject is inevitabley influenced by culture, culture affects
the efficiency of economic growth by affecting agents’ ways of thinking and beha-
ving.

When culture tradition becomes a social circumstance, it will form a inter-
acting relation among social mumber, form certain exchange system and commu-
nication custom. This kind of exchange system and communication custom will
guarantee the culture traditon to continue. Jenna Bednar and Scott E. Page of
Michigan University characterize those bidirectional causalities formally by provi-
ding a precise, formal, logically consistent model of how those effects oper-
ate. They complement many rich descriptive accounts about the relations of cul-
ture tradition, institution performance and path dependence.

The commercial and financial standing of the Shanxi merchants during the
Ming and Qing Dynasty had been famous in commercial circles and the whole
country. But Shanxi merchants gradually went felling with the change of society
and economy environment. Its development embodied path dependence character.

In this book, we firstly discuss the characteristic culture tradition of Shanxi
merchants formed under the influence of Confucianism; secondly, the relation
between culture traditon and formal institutions of Shanxi merchants, the institu-
tion performances and path dependence; thirdly, is the conclusion after analy-
sis. The culture traditons involved in this book are credit, family and conserva-
tion traditons, and the formal institutions in this book refered to shareholding
system, alliened shop, sale and loan on credit.

As noted above, unique culture tradition of Shanxi merchants promote their
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choice of the corresponding formal institutions. Under certain conditions, these
institutions become important reasons that Shanxi merchants continue to survive.
But as the objective conditions change, institution performance has been deterio-
rated, there should be institutional change. However, due to relatively slow
evolution of cultural traditions, the old cultural tradition inhibit the occurrence
of institutional change, so that the economic performance fall into a path of di-
minishing returns.

By case study from Shanxi merchants, this book historical examined the
causal link of cultural tradition, institutional performance and path-dependence.
The past does have an impact on future economic development, path depend-
ence'is inevitable. The question is how to make the stage of diminishing returns
a shorter time, that is to say, when institutional performance is poor, how to
make timely adjustments. Since the cultural tradition affects institutional choice
and institutional performance, then we should pay attention to retain, develop-
ment and learn continously appropriate cultural tradition, as far as possible the
evolution of cultural traditions does not impede the pace of institutional change,

it is best to push forward its development.
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