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THE DEVELOPMENT OF SOCIAL ECONOMY IS A
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FOREWORD

Neoclassic economics views economic growth as the function
of capital input and technological advance, in the model of which
property system is regarded as a given factor or external vari-
able. Property theory believes, however, that innovation made
in property system has a considerable impact on economic
growth. As is known to all, scarcity of resources and division of
labor have given rise to the issues of how to coordinate human
conduct, how to render production and how to distribute prod-
ucts. Modern society virtually relies more on property mechanism
or property system to provide individuals with some efficient stir
or restriction to reduce waste s0 as to achieve the optimal alloca-
tion of the scarce resources. P. A. Samuelson, a prominent
American economist, considers property system the basis of the
economic structure. He predicted in the fifties that the quickest
development of economy would occur in the area of South Ameri-
ca because of its abundant resources and high-educated labor.
But facts have proved he is wrong. What he based in his predic-
tion as conditions is not the basic matter in economic structure,
In fact, it is Europe and Pacific areas that witnessed the fastest
economic development. Resources in these states and regions
were relatively scarce, but the property system and ownership
management turned out to be rational and appropriate enough
which resulted in the high economic growth, There are some
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others who also hold the view that property rights determine the
motivation composition, affects competition and macroeconomic
control, hence exerting a major influence on economic efficiency.
American economists L. Davis and D. C. North have done
successful theoretic research on innovation of property system.
They define the system environment as a series of basic political ,
social and legal rules and regulations used to establish the basis
of productivity, exchange and distribution, and then analyze the
relationship between institutional innovation and economic
growth., They point out ;”Economic system and property rights
are assumed in most economic models as having a particular and
unchanging value, but in the study of long-term growth this val-
ue changes frequently and fundamentally. We assume that an e-
conomic system can be innovated and property rights may get
modified in which individuals or institutions expect to accept
such changing costs and they hope to get some profits they would
not be able to have in old institutional arrangements.” [1)In
their view, economic growth will take place only when the eco-
nomic organizations are of efficiency, which in turn may require
the modification of property rights in order to reduce the spread
between personal costs and social costs in innovation activities.
The drive of such institutional innovation comes from in-
come increase. If the desired net income exceeded the expected
cost, an institutional arrangement would be innovated. For in-
stance, when production can be accomplished with lower cost in
a larger industry, then a corporate operation may be more profi-
table than a smaller scale; if the price difference between two

markets is great, then it will be profitable to shift goods from
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the lower-price market to the higher one by organizing a third
market; if an enterpriser plans to build a reservoir to generate
electricity, and meanwhile to reduce floods in lower reaches,then
the builder may occupy part of the profits by purchasing in ad-
vance some property at the lower river, or he may request the
government to tax those benefited there so as to get some com-
pensation for his building expense.

Those increased income which attract people to innovate
systems is called "external profits”, that is, they can not be ob-
tained under the given condition arranged by the existing eco-
nomic system. Based on their research on the history of Ameri-
can economy, Davis and North trace the source of these "exter-
nal profits” back to four factors: (1)Scale economy, (2)Exter-
nality, (3)Risk, (4)Transaction Costs. Once the innovation of a
system succeeds in turning these profits internal, aggregate in-
come will increase and the innovator may get profit without in-
juring others’ interest.

There are two extremes in arrangements of system innova-
tion: the form of pure voluntariness and the form of official man-
agement and operation. The voluntary type simply involves co-
operative arrangements and mutual agreement between individu-
als, from which any one can freely withdraw, while official ar-
rangements provides no such selective right of withdrawal. For
the latter, no agreement at all is required in action except some
rules and decisions which should be followed. The question as to
which to select from depends largely on the comparison of cost
and benefit. In the individual arrangement, only the individual®s
income increases; no related costs from organization and compul-

© 3



sion. In the official or corporate planning, however, the organi-
zation cost needs to be paid for innovation and it increases in pace
with the increased number of participants. Besides, govirnment
planning can involve an additional cost factor——every partici-
pant subject to the government’s coercion; no matter how much
he is dissatisfied with any mandatory policies, the participant
may not withdraw. On the other hand, the government can
make use of its coercion to force a solution which would not be
otherwise fulfilled, and would probably bring out much higher
income,.

When the external profits get achieved, equilibrium returns
in the system and there will not be pressure any more of institu-
tional change unless some other external factors generate some
new profits, which break up once again the equilibrium.

To summarize the above, the western property economics
discusses the cause of economic growth from the viewpoint of in-
novation of the system dominating the property rules, and be-
lieves that institutional innovation (not technological changes)is
a more fundamental drive of income increase (economic growth),
North and R. P. Thomas reiterate the position that systematic
changes are more fundamental. They refer the more intensive
cropping system (such as bi-rotation and tri-rotation systems) to
a systematic change versus relative factors rather than a result of
technological innovation. They further claim that the economic
growth in market, even when no technological changes occur
there, can still contribute to the increase of per capita income.
[2)JAs to the cause of institutional innovation, however, the the-
ory, unlike the Maxist economics which focuses its analysis on
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the dialectic relationship between the development of productive
forces and the development of production relations,attributes it
to the pressure of population for scarce resourges and the pursuit
of ”external profits”. Not scientific enough as it may be, this
theory of property rights draws theoretic inspiration in departing
from the traditional way of analysis, in which the systematic fac-
tor is usually regarded as fixed or external. It demonstrates that
not only an institutional change won’t affect the use of re-
sources, the change itself is also an activity of using resources.
Viewing from the history of economic theories, in fact,the west-
ern neoclassic economics has all the time been characteristic of
system analysis, Both Smith Adam’s theory and the neoclassic e-
conomics after him have covered the issue of labor division and
specialization, and carry the analysis of human economic conduct
(including trading behavior)into the framework composed of la-
bor division system and economic relationship of coordinate spe-
cialization. It is necessary to point out that labor division be not
a pure economic factor in neoclassic economics, it is an intensive
reflection of the social economic system in the production area.
Smith not only demonstrates the effect of labor division on effi-
ciency promotion but also reveals the more significant role labor
division plays in promoting inventive creation, widehing trade
and market scope,and increasing social welfare. Therefore, the
ﬁaturre of labor division has been firstly set forth; labor division
can influence trade as well as the productive system of economic
growth. This characteristic theory, unfortunately, gets neglect-
ed after A. Marshall. The main trend of economics development
turns into setting up thorough mathematic models to analyze the
o5



maximum behavior of & ”rational being” and its approach to max-
imum objectives, with the tool of marginal analysis. According
to this trend, the equilibrium condition of demand and supply
and its movement towards the equilibrium point had nothing to
do with economic relationship and organized system; no matter
to whom——the manufacturer or the consumer, the market con-
dition was given, f{ixed and external. Such deviation in the west-
ern economics development kept unchanging until the middle of
the twentieth century when the property economics (new-system
economics )emerged.

Given the condition in China, on the other hand, our inititu-
tional factors of economic evolution is quite different from those
of the developed western countries in the world because of a re-
bound-style development in the Chinese economic history as well
as the historic” malposition” in its modern economic system. In
the west, industrialization and modernization have depended
themselves on the growth and maturity of market and enterprise
systems for development; it is a naturally interdependent process
of history. No considerable leap and malposition. In compari-
son, however, the Chinese history has never seen a uniformed,
prefect market system along with some relevant property system
and enterprise system etc. In addition, the long carried admin-
istratively planned economy also lays a hand in producmg a seri-
ous institutioral barrier in our economic growth. Conmdermg
such background. our economic progress needs not only to
achleve aggregate increase and structure change but also the re-
form and innovation of system. An 1mproved system of supply,
forl instance, would make more important sense tha_n_ some

.60



