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Structural Change and Economic Growth in a
Dual Economy

Abstract: The recent theoretical literatures on economic growth have focused
mostly on structural change that accompanies the growth process But some as-
sumptions are not accurate descriptions of the dual economy of China T his paper
follows the idea of Matsuyama ( 1992) to construct a growth model of the dual e
conomy with two representative agents, in which the cost of sectoral labor transfer
and government spending are considered. Such a growth model is more suitable to
the analysis of Chinese economic development. We show that government spending
plays akey rolein structural change and economic growth. Furthermore, the model
developed here is also used to explain the change of the regional disparity and rural
urban income differences in the growth process.
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