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Contractual Form, Transaction Scale and Economic
Performance: A Microeconomic Interpretation of
Traditional Chinese Economic Stagnation

XIE Dong-shui

(School of Business, Hunan University of Science and Technology. Xiangtan 411201, China)

Abstract: Under the framework of relational contracts, this paper explores the dynamic
process of traditional Chinese economic growth by using a simple microscopic governance
model. It shows that traditional Chinese society mainly relies on relational contracts to main-
tain social and economic operation, while the impact of relational contracts on economic per-
formance is restricted by economic transaction scale. At early stage of traditional Chinese e-
conomic development and under small economic transaction scale, relational contracts which
can promote economic growth through a saving of transaction costs are the effective govern-
ance mechanism. But in the Ming and Qing dynasties, with the expansion of economic trans-
action scale, the governance costs of relational contracts had become more and more high,
and the dependence on relational contracts could not effectively mobilize resources and facili-
tate transactions, thus it led to economic stagnation. This paper provides the reference for
the understanding of economic transformation in current China, and how to push the trans-
formation of contract governance from relational contracts to rule-based contracts is the key
to the realization of the successful economic transformation in China.

Key words: relational contract; transaction scale; economic performance; traditional
China
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