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(4] Meodern Economic Growth Theory and Development Economics

Abstract

Modern economic growth theory and development economics have
for a long time been distant cousins, but occasionally they are even
hostile to each other.This book attempts to provide a new insight into the
relationship between the two major approaches in the long-run
macroeconomic theory.

The central point, which this book tries to illustrate, is that modern
economic growth theory and development economics are mutually
complementary for each other.The relationship between different
theories is shaped by the relationship between the ohjects that the
theories study.Therefore,in order to verify the central point of this paper,
we must demonstrate that the objects, which modern growth theory and
development economics study, are mutually complementary.

The object that modern economic growth theory studies is the
economic growth mechanisms whereas the object that development
economics studies is the economic development mechanisms.However,
after reviewing the economic growth and economic development
processes, we find that economic growth and economic development
have the same two basic mechanisms.One mechanism is that factors
accumulation or factor—augmenting technological progress will result in

growth without structure—changes (mechanism ] ). The other is that
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non—factor-augmenting technological progress will bring about growth
with structure—changes (mechanism Il ). That's to say, the differences
between economic growth and economic developrﬁtrnt lie in a.qpé(:ls
other than the above—mentioned mechanisms. As a result, thereis a
single analytic framework (we call it “a general framework "in the paper
Jwhose object of study is the two common basic mechanisms, which can
explain both economic growth and economic development.

However, due lo misunderstanding, the mainstream economic
literatures regard that the first mechanism is just for economic growth,
and the second one only belongs to economic developmeni. As aresult,
modern economic growth theory that studies the first mechanism only
while development economics that just studies the second mechanism
comes about.Obviously, in comparison with the general analytic
framework,both modern economic growth theory and development
economics are one—sided. It is the one-sidedness that counts for the
weak explanation power of growth theory and development economics.
In this way, the fact that the explanation power both of growth theory
and development economics is weak inversely evidences thal modern
growth  theory and development economics are mutually
complementary.

Besides the introduction, this book that contains seven chapters
and one epilogue can be divided into four parts.

Chapter] makes up parl one. lts major task is to show that
economic growth and economic development share two common
mechanisms.One  mechanism is that factors accumulation or

factor-angmenting technological progress will result in growth without
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struciure—changes  (mechanism [ ). The other is that
non-factor-augmenting techn.nlngica] progress will bring about growth
with structure—changes (mechanism II ).

After a brief review of the relative literatures.the book divides the
results of the long—run macroeconomic changes into two types:growth
without structure—changes and growth with structural changes.Growth
without structure—changes refers to the increase of per capita income or
product whereas growth with structure—changes contains the changes in
economic structure besides the increase of product. Based on the
classification of the results of the long—run macroeconomic change,this
book concludes that hoth the outcome of economic growth and economic
development are a mixiure of growth without structure—changes and
growth with structure—changes on the one hand,on the other hand, the
oultcome of economic growth mainly appears in the form of growth
without structure—changes, which is complemented by growth with
structure—changes and the reverse is true for the outcome of economic
development.

Factors accumulation, technological progress and institution
innovation are the main elements that contribute to economic growth
and developmentFactor accumulation mainly refers to capital
accumulation. Technological progress can be divided into two types:
factor—augmenting technological progress and non—factor-augmenting
technological progress.  Aeccording to the principles of political
economics, factors accumulation and technological progress are factors
of preductive forces while institution innovation is a factor of production

relations. The factors of productive forces directly lead to the resulls of
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the long-run macroeconomic change, but the factor of produetion
relations influences the results of the long—run macroeconomic change
indirectly through its effect on the factors of productive forces.

After the illustration of the causes and consequences of economic
growth and economic development in the first two sections of part one,
the last section of part one focuses on proving the fact that among the
three factors of productive forces,only non—factor-augmenting
.technological progress can bring about growth with structure—changes
whereas factors accumulation and factor-augmenting technological
progress can lead to growth without structure—changes.Thus the two
basic mechanisms of economic growth and economic development
reveal themselves.

Part two covers chapter 2 through chapter 4. This part aims at
verifying the fact that major models of modern economic growth theory
only study the first one of two basic mechanisms—{factors accumulation
or factor-augmenting technological progress will result in growth
without structure—changes (mechanism I ). In order to reach the goal,
for one thing, we will investigate major models of modern economic
growth theory. After investigating into the models,we find the causes
and consequences which the major models study are identical. They are
"factors accumulation or factor-augmenting technological progress",
and "growth without structure—changes" respectively. For another,we
must illustrate the specific assumptions under which the major models
were developed.t is these assumptions that contribute to the situation in
which the different growth models that study the same mechanism are

able to coexist with each other. That is to say, the distinctions among the



