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Transaction Efficiency, Industrialization and Urbanization
----- A Model to Understand China’ Economic Development and its Evidences
Zhao Hongjun® Yin Bocheng® Sun Churen*
(1 Shanghai Institute of Foreign Trade, 2 Fudan University )
Abstract: Traditional viewpoints maintain that industrialization is the only way through to
prosperous urbanization and economic development. This paper, however, is of the view that
endogenous evolution of a country’s transaction efficiency is more fundamental than
industrialization in that it can not only enlarge the trade-off between scale economies and
transaction costs, but also endow their economic men with more freedom to choose his economic
space everywhere, therefore it can go hand with hand with its industrialization and urbanization.
Chinese evidences between 1997 and 2002 shows that dynamic evolution of its transaction
efficiency is an important engine for its urbanization and economic development but not for its
industrialization, which means that China’s industrialization was not a result of evolution of its
transaction efficiency but of its long-lasting governmental interventions, which can push its
economic development in the short run but in the long run exert negative effect on its urbanization
and economic development. The great disparity between its industrialization and urbanization and
many structural problems facing with China’s government mean that there is still a long way to go
if China want to have a sustained economic development.
JEL Classification: B41,012,R13



