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A Theoretical Analysis of the Impact of Institution on Income Increasing .
from the Perspective of AS — AD Model

YAN Chengliang
(School of Economics, Central University of Finance and Economics, Beijing 100081, China)

Abstract; This paper, based on the AS — AD Model, explores the growth effect of institution on income. The research shows that insti-
tutional quality has positive effect on income through increasing aggregate supply and aggregate demand. Firstly, high institution quality
increases the aggregate demand through its effect on consumption and investment; secondly, high institutional quality increases the ag-
gregate supply through its effect on TFP and equilibrium employment which is determined by labor market. Combining these two
effects, we find that institutional quality has a positive effect on the equilibrium income determined by aggregate supply and aggregate
demand. This paper intends to emphasis that enhancing institutional quality plays an important role in expanding effective demand, in-
creasing supply and thus raising the income level.

Key Words: institution; income; the AS — AD Model

.25 .



