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Creativity and Destructiveness of Market Competition and
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Abstract: This paper investigates the effects of competition on technical progress in light of Marx and
Schumpeter. Taking the changes in competitive environment as a natural experiment induced by the abolition of
non—tariff barriers after China’ access to WTO, we obtain the following results. Competition forces firms to increase
R&D investments at both extensive and intensive margin. R&D investments produces product and process
innovation, thereby leading to the growth of firm—level profits. Market selection mechanism, based on innovative
profits, cuts down the market share of firms with less innovation, or drives them out of market. These results
indicate that competition has two sides. On the one side, competition has an innovative side, which facilitates
micro —level upgrading of technology. On the other side, competition has an destructive side, which facilitates
macro—level upgrading of technology through the reallocation of production. Therefore, competition policy should be
the primary policy tool for the transformation of drivers of economic growth in China which staies in new normal.
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