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Modern Growth Theory: Development Evolutionary Logic

Shortcomings and Future Prospects
YAN Chengliang
( School of Economics Central University of Finance and Economics)

Summary: Growth theory aims to provide a comprehensive explanation of the forces that drive economic growth and
the income differences between countries. In this paper we review the development of modern growth theory by illustrating
its evolutionary logic and discuss its shortcomings and future development. We also discuss how Chinas economic growth
can contribute to the development of modern growth theory and we examine the construction of Chinas growth model.

Economic growth is an eternal topic of interest for economists. Although classical economists such as Smith Malthus
and Ricardo laid the foundation of growth theory its golden age was between the mid — 1950s and 1980s. Solow ( 1956)
published the landmark paper on neoclassical growth theory and won the Nobel Prize for his contribution to neoclassical
growth theory in 1987. Romer ( 1986) and Lucas ( 1988) published landmark papers on endogenous growth theory. Barro
(1990) Romer ( 1990) and Aghion & Howitt ( 1992) also made significant contributions to the development of
endogenous growth theory which have enriched our understanding of the mechanisms of economic growth. In 2018 Romer
won the Nobel Prize for his contribution to integrating technological innovation into long-run macroeconomic analysis which
provided tremendous opportunities for growth theory.

The development of modern growth theory which combines neoclassical growth theory and endogenous growth theory
coincides with the development of the production function. Based on the different emphases on the sources of economic
growth endogenous growth theory can be divided into capital-driven growth theory and innovation-driven growth theory. In
this paper we illustrate the basic premises critical functions and main conclusions of neoclassical growth theory capital—
driven growth theory and innovation-driven growth theory. The evolutionary logic of modern growth theory is examined from
three perspectives. First we examine the development of growth theory in relation to our deepening understanding of total
factor productivity. Second we explore the microfoundational strengthening of the growth model. Third we examine the
cross—disciplinary evolution of growth theory and its integration with other subjects.

Modern growth theory has two main shortcomings. First it overemphasizes efficiency while neglecting fairness which
plays an important role in determining efficiency. Second modern growth theory analyzes growth from an aggregate
perspective which weakens its applicability from a structural perspective. Modern growth theory also suffers from problems
in the model assumptions technique analysis and accuracy in portraying stylized facts. We stress the following four
shortcomings in these areas. First endogenous growth theory faces a linearity critique in its assumption of a critical
function. Second growth theory concentrates its analysis on the balanced growth path and neglects transitional dynamics
analysis which is important for both theoretical research and understanding the nature of economic growth. Third growth
theory overemphasizes the importance of the supply side in determining growth and ignores the role of the demand side.
Fourth growth theory is relatively mature for developed countries but still has a long way to go in explaining the growth of
developing and transitional economies.

To explore the future prospects of growth theory we examine the following topics. First we discuss the impact of new
technologies ( the Internet big data and artificial intelligence) on economic growth. Second we explore the micro
foundations of growth theory from a cross—disciplinary perspective and in relation to integrating growth theory with other
subjects. Our analysis based on Chinese data indicates that although modern growth theory cannot explain China’s growth
the case of China provides empirical and theoretical evidence for further developing modern growth theory. We propose that
the standard methodology of growth theory should be combined with stylized data on the Chinese economy to construct a
growth model for China.

Keywords: Economic Growth; Economic Growth Theory; Economic Growth Model
JEL Classification: E10 030 040
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