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Abstract

Economic growth and employment are among the core issues of
macroeconomic research. The relationship between these two processes
has since long ago received close attention from economists, and theo-
retical development in this respect has been phenomenal. In particular,
each of the three main traditions of modern economics-neoclassical,
Keynesian, and Marxian-has developed its distinctive, well-construc-
ted theories of economic growth and employment. It is of note, howev-
er, that there has been a discernible, serious intellectual gap in the
literature in terms of lacking dialogue and cross-fertilization among
these theories. This is because the development of the theories has
been based on very different foundations, methodologies, and actual
analytics pertaining to the different traditions of economics. As a result
of the gap, proper evaluation of the insights and limitations of the rel-
evant theories has been exceedingly difficult. Yet, such evaluation is
necessary for studying the real world.

The main objective of the book is precisely to seek to fill the indi-
cated intellectual gap. The exposition proceeds in the following way. It
first attempts to construct an analytical framework that is sufficiently
general for re-presenting the relevant theories as particular one-sector

models of growth and employment. It then extends the same endeavour
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to the construction of a synthesized and more developed two-sector an-
alytical framework (industry and non-industry) , which is considered
to be necessary for studying growth and employment in the context of
developing countries. The consideration of the specificity of developing
countries in theoretical reconstruction and model building represents an
original contribution of this dissertation. The central proposition in rela-
tion to this consideration is the thesis of industrialization as the engine
of growth in developing countries, particularly in big developing coun-
iries like China. More concretely, it is both theoretically well-founded
and empirically observable that in connection with economic growth
there is typically a process of capital accumulation, technological pro-
gress, changing demand structure and institutional evolution. This
gives rise to the notion of a growth path, which embodies the main
features of all these aspects. And, in developing countries, industrial-
ization is often the driving force of economic growth ( and employ-
ment) and the embodiment of the growth path in question. The exposi-
tion of this dissertation is to rely on this understanding of the specifici-
ty of developing countries to “close” the two-sector analytical frame-
work-which therefore becomes a new economic model that is consid-
ered to be of good insights. In this sense, the dissertation makes an
addition of knowledge to the existing literature of macroeconomics
which, owing to its traditional focus on developed market economies,
tends to study issues of employment from a short-term perspective.

A further objective of the book is to apply the theoretical models
to the siudy of China’s actual experience of economic growth and un-
employment over the reform era. A prominent feature of China’s eco-

nomic development during this era is the change in nature of the eco-
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nomic growth path, from a labour-intensive one before the early 1990s
to a capital-deepening one thereafter. Correspondingly, the capability
of employment creation through economic growth has tended to weaken
since the early 1990s. These trends have been especially prominent in
the industrial sector: the relative labour productivity ( calculated at
constant prices) of industry vis-4-vis non-industry is substantially
higher after the early 1990s then before, and the gap has tended to
widen over time. Against this background, the empirical study of the
dissertation is to analyze the causes, properties, and implications of
the two identified economic growth path, as well as the transition from
the labour-intensive path to the capital-deepening one. The thesis-and
the associated theoretical models-of industrialization as the engine of
growth could clearly offer good insights in this study.

The book is composed of three parts, in addition to the overview
and concluding chapters.

Part I, which is composed of chapier two, attempts an in-depth
and rigorous theoretical discussion. The main work of the chapter is to
construct a general analytical framework in the tradition of the method-
ology of “alternative closures” as developed in the relevant literature
of macroeconomics. On that basis, the theories of growth and employ-
ment that have been developed in the neoclassical, Keynesian and
Marxian traditions are re-presented as particular one-sector models of
the general framework. These models, while being faithful to the re-
spective theories, have become permissible to analytical comparison
and cross-fertilization.

Part II, which is composed of chapters three and four, is devot-

ed to further model building on the basis of the synthesis or cross-ferti-
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lization of the competing theories. Chapter three extends the one-sector
models of the previous chapter into a synthesized two-sector (industry
and non-industry) analytical framework of growth and employment.
This framework is then “closed” by the thesis of industrialization as
the engine of growth to become an economic model that is appropriate
for analyzing the relationship between the four “variables” of growth,
employment and relative labour productivity of industry and non-indus-
try together with the inter-sectoral terms of trade. The main conclusions
from the model can be summarized as: (a) in the circumstance of
the relative labour productivity following a trend of steady change,
there is a positive relationship between the growth of the relative labour
productivity of industry (A,) and the output growth rate differential
(g, -g,) of industry and non-industry, and a negative relationship
between the employment growth rate differential (g, —g,.) of indus-
try and non-industry and the output growth rate differential (g, -g,);
(b) in the circumstance of balanced growth (g, = g,), the relative
labour productivity, relative employment level (L /L,) and ouiput
growth rate of industry, as well as the inter-sectoral terms of trade are
all constant, Conclusion (b), ‘which is established in the condition of
balanced growth, is consistent with neoclassical economics.

Chapter four extends the model to consider the case of unbalanced
growth (g_+#g ) . The exposition is carried out at three different lev-
els. First, it concerns the dynamic relationship between growth, rela-
tive labour productivity and the structure of employment in the context
of disequilibrium, together with the changes in demand faced by in-
dustry. Second, it extends to the open-economic situation, focusing

on analysis of the dynamic relationship between net export, growth,
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relative labour productivity and the structure of employment, again in
the context of disequilibrium. Third, it further extends to analyze the
relationship between capital deepening, technological progress and
employment, together with the changes in the inter-sectoral terms of
trade along with industrialization. The main conclusions that come out
from the analyses are: (a) in the circumstance where the inter-sec-
toral terms of trade (i e. , the relative prices of non-industry vis-a-
vis indusiry) are below the equilibrium level, the ouiput growth rate
differential (g, —g,) of industry and non-industry tends to increase,
the relative labour productivity of indusiry tends to rise, investment
demand of industrial goods tend to increase while consumption demand
tends to decrease, and the relative employmeht level of industry (L,/
L,) tends to fall; (b) in the context of an open economy, net ex-
port, while acting to alleviate the imbalances between the output
growth of industry and non-industry, will need to increase along with
the increase in the industrial capital stock in order that the balance can
be maintained; (c) along with the progress in industrialization that is
characterized by capital deepening, and hence a rising capital-labour
ratio, the inter-sectoral terms of trade tend to rise; and (d) techno-
logical progress associated with capital deepening could have a signifi-
cant impact on the structure of employment, but this impact depends
on the sum total of the elasticity of labour productivity and that of the
capital-output ratio, with respect to the capital-labour ratio, in indus-
try.

Part III, which is composed of chapters five and six, is devoted
to the study of Chinese experience. The exposition starts with a depic-

tion of the background, that is, a summary of the main features of



