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ABSTRACT

Economic growth is a sustained increase in social terminal out-
put, which implies a simultaneously steady rise in both aggregate
supply and aggregate demand. The production process of social
product is a combination process of capital and labour by the social
technological level under a given institution of enterprise property
rights and law system and market system in a country. Therefore,
the accumulation speed of physical capital and human capital, the
growth rate of labour, the rate of technological progress, the institu-
tion of enterprise property rights, the law and market system, all of
them are important decisive factor of economic growth.

Institution of enterprise property rights, not as capital invest-
ment and technological progress, is not a continuous variable, it is
only a discrete variable. Thereby, as a discrete variable, institution
of enterprise property rights could be introduced into the model of
economic growth. Under different institution, even using the same
techniques, the same capital and labour will produce different out-
put. Just so, different institution of enterprise property rights will
make different social production function. The institution which can
stimulate individuals to make greater efforts creating more wealth
will have higher production function curve, but the institution which
obstruct efforts of individuals will have lower production function
curve.

Country’ s law and market system are foundational base of
enterprise activity, which have multiplier effect on social produc-

tion . The law and market systems that are appropriate to the devel -



ABSTRACT

opment of production force, and high efficient-government will pro-
vide enterprises with a good environment of trade and justice rules,
which will remove obstacles from exchange among enterprises, de-
crease trade costs, promote efficiency and increase social output. But
the law and market systems that are not appropriate to the develop-
ment of production force, and low efficient government will obstruct
the exchange among enterprises, enforce seeking — rent activity, in-
crease trade costs, decrease efficiency and drop social output.
Technological innovation is the forces that can never be ex-
hausted and the terminal sources of economic growth. Because of the
rule of diminishing marginal returns to capital, without technological
innovation, the expansion of social capacity to produce goods and
services will decline as the accumulating of social capital. So that it
will make the increase of aggregate supply get more and more small,
even the expansion of social capacity to produce goods and services
become zero when economy get on its steady state path. Because of
the rule of diminishing marginal utility to consumption, as the in-
creasing of individual’s consumption, the increase of utility to con-
sumption will decrease without technological innovation. So that it
will make the increase of aggregate demand get more and more
small. As the declining of aggregate supply and aggregate demand,
the rate of economic growth must decline. Itis technological innova-
tion that it could setoff against the declining of economic growth rate
from the rule of diminishing marginal returns to capital and dimin-

ishing marginal utility to consumption . Technological innovation not
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ABSTRACT

only promotes social aggregate supply by increasing social capacity to
produce goods and services, but also raises social aggregate demand
by increasing new products and promoting product quality. As both
total supply and total demand increase steadily, social output will
sustained increase.

Technological innovation does not solely have a role of increas-
ing aggregate supply and aggregate demand directly, important
technological innovation will give birth to a new industry. New in-
dustry will rise more quickly than traditional industries, and the
quick rising of new industry must change the industrial structure and
social structure. The change of industrial and social structure must
enhance economic growth. On the one hand, capital and labour
transformation from traditional industries to new industry with high
additive value can promote social productivity. On the other hand,
industrializing process will make more and more rural people immi-
grate into urban, the urbanization must promote estate and service
industries, so that it must make economy expanding and society de-
veloping.

Both institutional change and technological innovation will pro-
mote the steady state path of economic growth in an economy. If the
institution and policies are appropriate to the development of produc-
tion force, technological innovation will come about every day,
which will make the steady state path of economic growth rising as
time pass over. As economy converge upon its own steady state

path , the social output will realize continuous growth . In fact ,
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ABSTRACT

based on economics theory, each economy will have a steady state path,
but unsteady state is the normal state of economic growth. The progres-
sion process of economy is also the convergence process on its own steady
state path from unsteady state. The convergence speed relates inversely to
the distance from the steady state, this means that a lower starting val-
ue of real per capita income tends to generate a higher per capita
growth rate. Because the distribution of technological innovation ap-
pearing is not uniform, but is grouped, the important technological
innovations commonly appear in cluster. A cluster of important
technological innovations will usually give rise to industrial revolu-
tion, create new industry, this will therefore produce a skipping
promotion of the path of economic growth, and lead business cycle.

The recent economic development process in China over more
than fifty years can be divided three periods, the first period is from
1949 to 1959, the second period is from 1960 to 1974, the third pe-
riod is from 1975 to 2001. Because the change of institution of en-
terprise property rights, the change of institution of law and
macroeconomic management, and the difference in technological in-
novation, the growth rates and growth qualities in the three period
were different. Now, the economic development in China is in a
great transformation process in which both the economic structure
and social structure are changing rapidly, the economy in China has
still large potential energy to economic development. China must
continue to persist in regarding economic development as its prime

target , reform the institution and policies that are not appropriate
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ABSTRACT

for the development of production force, enhance education, encour-
age science research and technological innovation, exert all one’ s
strength, and enlarge urbanization yet. With these doing, China
will continue to sustain a long period growth with high speed and re-
alize its target of becoming an advanced country. However, there
are a lot of difficulties and dangers on its path of economic develop-
ment, China must pay attention to these challenges and prepare to
solve all of difficulties and dangers which may meet with.

Key words: institutional change, technological innovation, eco-

nomic growth.
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