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Abstract

This book has been developed upon the Schumpeter’s endogenous
growth and “creative destruction” theory and aims to solve the puzzle
of China’s economic growth.

According to the contemporary economic theory, economic
freedom and private property rights are the fundamental conditions for
economic growth, yet China has achieved continuous rapid growth
without such conditions. How did China grow under the distorted, in-
efficient resource allocation mechanism and how can China achieve
sustainable economic growth have been the unresolved puzzles.

This book will solve these puzzles by developing a concept of
“destructive creation” under the Schumpeterian endogenous growth
theory, which is seen as the internal mechanism of China’s economic
growth. To be more specific, China’s current “destructive creation”
mode can be transformed into the “ creative destruction” in the
concept of Schumpeterian endogenous growth.

Schumpeter’s “ creative destruction” and endogenous growth
theory is seen as theoretical reference and cornerstone in developing
China’s economic growth theory. The research of this book has been
carried out by both qualitative and quantitative methods, combining
fieldwork analysis and theoretical economic modeling to create a
general framework to analyze China’s economic growth which has been
endogenously embedded in China’s economic transition.

The key concepts regarding to China’s economic growth will be
firstly introduced to support the further theoretical modeling. These

w ]



@ PEEFEK. — "HAMEE" HAEERKRE

concepts include: (1) the marginal transition. China’s transition has
been gradually carried out from local government to central
government, from marginalized business sectors to mainstream
business sectors. Since the transition has been developed gradually,
the mainstream sectors have been survived for a long period of time.
(2) The “Super comparative advantage strategy” . The trajectory of
Chinese economic growth is neither a catch—up strategy, nor the widely
accepted comparative advantage strategy, but the “super comparative
advantage strategy” . Factor prices have been raced to bottom,
magnifying the existing comparative advantage to expand output and
exports. As a result, both the institutional and natural environment has
been distorted in the factor markets. (3) The low cost of productive
factor and labor — extensive growth model. The main feature of such
growth has been the reliance on the input of low—cost productive factors
and low retail price competition. Technological progress did not play a
dominant role in economic growth. (4 ) “ Destructive creation”
China’s growth and development is a process of “destructive creation” ,
which has generated destructive effects on potential sustainable
economic growth when the massive production and export started.
There are three models which are developed throughout the
book : the first model depicts the price—racing mechanism through a

G

general equilibrium model. The second one is called the “ super
comparative advantage model” , which has been inserted with factor
distortion concept, human capital accumulation and learning — by —
doing endogenous growth theory. To be more specific, it explains how
distorted factors formed a destructive creation under an open economic
environment, and how it is strengthened along with the depression of
human capital accumulation and learning—by—doing effect. The third
model introduces factor distortion into Schumpeter’s endogenous
growth theory by studying how it affects China’s economic convergence
and technical progress. The last two models have been both developed

under the endogenous growth theory, which is consistent with the
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