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Formation Mechanism of China’s Economic Growth: Constant

Return, or Increasing?

REN Bao-ping, WEI Jie

Abstract: Constant returns and increasing returns to scale are two kinds of mechanism on
economic growth, as well as two different assumptions of studying economic growth, which the
different assumption would lead to completely different analysis. This paper first assorts and an—

alyzes the assumptions of economic growth theory. Then based on the assumption of the two-
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sector structure of China’s economy growth as well as China’s real circumstances, and according
to China’s real data, the empirical test is processed. The result suggests that so far the sector
with constant or decreasing returns to scale is dominated, which make the Chinese whole eco—
nomy presenting the decreasing returns to scale. Therefore, to maintain a long-term sustained
economy growth in China, we must dominantly develop the modern sector characterized by
modern knowledge and technology, and promote innovative economy. Besides, we must accel—
erate the transformation from the traditional sector to the modern sector and to promote the
change from constant returns to increasing returns. And we should actively promote China’s in-
dustrial structure towards rationalization and high gradation, as well as build a modern industri—
al system to form mechanism of increasing returns to scale.

Key words: economic growth; China’s economic growth; constant return; increasing return
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