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BHE2BD, MAEREEER, MU RS R ERERKA, RABERKE
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Variety Expansion, Quality Improvement,
and Creative Destruction

CHUNPING ZHONG CHANGSHENG XU
(Huazhong University of Science and Technology)

Abstract Expansion of varieties of final goods is innovation on horizontal diversity, and
quality improvement of intermediate goods is innovation on vertical improvement. This paper
analyzes creative destruction of innovation through variety expansion and quality improve-
ment. Applying the theory of number, we analyze the tradeoffs between diversity and im-
provement, and then firms’ optimal innovation decision. Innovation through diversity creates
effects of creative destruction and has an indirect effect on growth. Innovation through quality
improvement has direct effects for creative destruction and growth. Empirical evidence from
the post and telecommunication industry shows both the creative destruction effect and the
growth effect.
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