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ABSTRACT

China is undergoing a transformation from a traditional
planned economy to a market economy. The transition process is
featured by high economic growth. Unlike Eastern European
countries and Russia, China has made huge progress in boosting
its economic growth. The case of China provides many new
interesting topics for economic growth research. This paper
focuses on some important factors which influence China’s
economic growth in the period of transition.

I. According to recent development in growth theory, in
the long run , it is endogenous factors, such as knowledge,
accumulations of human capital and evolution of institutions,
that determine economic growth rate. The exogenous factors,
such as natural resources and population, have little effect on the
lone-term growth. In other words, the long-term growth rate
mainly comes from knowledge, the level of human capital
accumulation and efficient arrangement of institutions,
meanwhile, the increase in labor and physical capital contributes
only a small percent to the growth rate. China is a large

developing country and it is in the period of transition,
.



ABSTRACT

therefore, this study combines the latest theoretical advancement
on economic growth with the specific situation and systematic
characteristics of China.

I. As we have known, aggregate economic growth is
always accompanied by dramatic structural changes. With the
increasing per capita GDP, there are a series of structural
changes in the domestic demand, trade and factors input. Since
China opened to the world, both aggregate economy and per
capita GNP have attained very considerable improvement. China
has finished its preparation for industrialization, which means
that China has been in the track of industrialization and high
economic growth. At the same time, firms, who got some -
operation independence and become profit-motivated, has begun
to endeavor to invest in those productive sectors complying with
the consumption demand. It owes to the fact that in China,
economic growth has been promoted more by market forces than
by government behavior. The private investment has increased
the production of many consumer goods quickly and improved
the industrial structure. The results of empirical verification
basically agree to the conclusions.

I. China’s transition advanced gradually, not only over
time but also over distance. The reform going on in the south-
east areas along the sea went ahead of the other areas, while the
reform of the hinterlands and western areas relatively lagged
behind. The cross-area difference in the extent of systematic
reform and openness, in addition to different natural resources
and population, could explain the diversified development
performance across areas. Those areas with competitive markets

o I o



ABSTRACT

have provided better institutional circumstance for development
of the non-state-owned economy. '

Meanwhile, the central government’s policy of reform
enables private investment to take the leading role in entering
markets. Those investment out of control of the central
government has taken the opportunities for development
acceleration. As a result, the non-state-owned economic sectors
emerge in the open areas’ leading industries, which by and large
not only helps the whole economy grow faster, but also improve
the efficiency of state-owned economy. The non-state-owned
economy has some apparent advantages in efficiency over the
state-owned one.

N. In China, the rural enterprises play a special role in the
development of non-state-owned economy. Owing to the rising
of the rural enterprises, the national economic structure is
transformed from dual structure to integral structure. The
transformation takes place within the countryside, which
conflicts with the assumption that urban industry should create
opportunities for absorbing rural labor surplus. In the
transformation, the rural area is no longer passively transferring
its labor surplus to urban industry, as described by Lewis
model. Rural area is now playing a more active role in
development. The change of countryside’s role leads the rural
economy to boom and industrialization. Both of these two factors
have become the locomotion of high economic growth of China in
recent years. The development of rural enterprises not only
increases the aggregate rural and national economy efficiently,

but also speeds up China’s structural transition. From 1979 to
o 0 .



ABSTRACT

1994, the contribution quota of factor input is 60 percent, and
that of improvement of total factor productivity is 40 percent in
the output growth of rural enterprises. The growth pattern of
the rural enterprises is much better than that of the state-owned
enterprises. On average, rural enterprises have weaker
productive power. However, they pay more attention to
improving productivity and making themselves more adaptive to
the market changes. So the operative mechanism of rural
enterprises meets the need of the market economy development.
At present, the managerial institution is critical for the rural
enterprises, but it is influenced a lot by external conditions,
especially imperfect market conditions. However, the inherent
institution of rural enterprises has more vitality, which
contributes to improving efficiency of the whole economy. All of
that thanks to the fact that the institution of rural enterprises is
similar to the standard reform model of state-owned enterprises.

V. The pattern of economic growth, i. e. the major
characteristic of the growth process, is different in different
stages of economic development. Economists use many standards
to distinguish various economic growth across countries or across
periods. Among these standards, it is the most usual standard
that the way 1s judged by the contribution quota of factors in
economic growth. If the contribution of factor input exceeds that
of efficiency improvement, the economic growth is defined as
extensive economic growth. On the contrary, the economic
growth is intensive.

The analysis in preceding chapters shows that, the economic
growth of China shared some common figures with the other
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command economies before the reform and opening. Moreover,
because the total factor productivity (TFP) in China was much
lower than the average productivity of the other contemporary
command economies, its growth model was extensive. Based on
the post-reform data, China’s TFP is found to be increasing with
the increase of the economic growth rate. There appeared some
obvious characteristics of take-off stage in China. However, the
result of positive analysis shows that, in China, the contribution
of factor input is still larger than that of efficiency improvement,
so that economic growth is based on the increasing factor input.
Consequently, economic growth in China remains extensive.

The extensively high growth is not sustainable. After the
reform and openness to the world, China has experienced
macroeconomic troubles such as skyrocket inflation and economic
fluctuation. One of the radical reasons which should not be
ignored is the extensive growth pattern. In order to maintain a
high rate of growth, China relied heavily on capital input. With
low economic effectiveness, high level of investment may lead to
excessive demand, which resulted in high inflation and supply
shortage. This kind of growth can’t sustain. Because of various
contradiction, the higher growth rate will fall down finally. On
the contrary, given the intensive economic growth with higher
productivity, it is possible that economy may maintain its growth
rate and all the resources can be made better use of.

Whether to keep the growth rate high or not has been an
disputable problem for years. Some scholars denied that fast
growth was helpful to developing countries, and they even

considered fast growth as the cause of fluctuations and
FERTANN



