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ABSTRACT

This book is an attempt to develop an analytical framework to explain
systematically the incentive theory of innovation and the relationship between innovation
and economic development. It is not only a theoretical exploration, but also a historical
and empirical analysis. It aims at probing into the general law and mechanics in
developing countries including China which are trying to evolve from less developed to
developed condition in both marketization and economic performance. The hook is
divided into six parts.

In part one, the author probes into the essence and strategical factors of economic
development . It is shown that the original driving force behind economic development is
innovations in the sphere of technology and institutions.

Previous research done by Western writers in the field of innovation is reviewed in
the second part, including Adam Smith, Karl Marx, John Rae, Joseph A. Schumpeter
and his followers. The author demonstrates that their theories can be developed to meet
the requirements of developing econonties .

Part three strives to build up a general analytical framework to explore economic
development in LDCs as an innovation process in terms of innovation behavior and
innovational mechanism. It emphasizes the incentive effects of institutions and
institutional structure on innovations.

Part four generalizes the historical experience of developing economies after World
War Il in their process of industrialization. It is shown that technological and
institutional innovations could promote the success of taking-off in these economies. As
the East Asian economies have shown, cultivating the enterpreneurship and forming the
innovation mechanics do matter in their industrialization.

In part five, the author makes further theoretical analysis of economic organization
and institutional structure on innovational behavior of economic actors. In centrally
planned economies ( CPE), innovational activities usually did not occur. Thus it is an
inexorable trend that the CPE must transform to modemn market economies.

The last part attempts to analyze innovation and its incentive problems in China’s



transition. It is emphasized that institutional change has become an intrinsic factor in
economic development. Ultimately sustained economic development in China rests with
the government, which must play a crucial role in conducting institutional change and

nurturing the mechanism of continued innovations.
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