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Summary

China has gained a series outstanding achievements over the past 30 years,
becoming the world second largest economy and creating the “China miracle”.
Nevertheless, the growth of Chinese economy is typically driven by factors inputs,
which results in investment expansion, investment structure favoring heavy indus-
try, and high dependency on overseas demands. The Chinese factor-driven growth
pattern is confronting many constraints and challenges including the shortage of re-
source and energy supply, environmental pollution, and the aging process of demo-
graphic structure. Whether China can continue the fast growth trend, surpass the
so called “middle-income trap”, and leap into developed economy successfully
will highly depend on the transformation of current growth pattern. To realize such
transformation, it is necessary to make an in-depth analysis on the forming mecha-
nism of current factor-driven pattern, and then put forward some countermeasures.

For the above mentioned purposes, this book will focus on two protruding and
related problems encountered in current Chinese economy, the distortion of distri-
bution and the imbalance of consumption-investment structure ( and the investment
structure ). Taking the dual economic structure in 1949 as a starting point, the re-
lationship among distributional distortion, consumption investment imbalance and
factor-driven pattern, as well as their corresponding functioning mechanisms are
analyzed with different quantitative methods including mathematical modeling, e-
conometric analysis and policy simulation. The main contents of this book are com-
posed of the following three aspects.

Firstly, how current distributional situation in China has been formed is ana-
lyzed. In chapter 2, after reviewing on the classical dual economy models and the

formation of the Chinese characteristic urban-rural segmentation, the forming
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mechanism of current distributional situation in China is analyzed from the view of
dual economic structure and institutional distortion. Considering the re-distribu-
tional failure facts with coexistence of the increasing fiscal expenditure on people’ s
well-being and the enlargement of income disparity, the mechanism of how fiscal
policy and institution impact the distribution is described with mathematical model
based on the C-D production function and the Solow neo-classical growth model.
Co-integration analysis is carried out to test the relevant results from mathematical
models. And a policy simulation involving the “Three rural issues” is further made
to provide some additional evidence on the mathematical analysis.

Secondly, the mechanism of how distribution structure affects the consump-
tion-investment structure is analyzed. In chapter 4, a roughly judgment on the
transmission mechanism of how distribution affects consumption-investment struc-
ture is made based on literatures review as well as the evolving tendency of Chinese
distribution, consumption, savings, and investment. In chapter 5 and chapter 6,
mathematical models are built to delineate the impact of income distribution on
capital accumulation and investment structure in different development stage of
China. The models are based on the Two Categories Theory of Marx, the classical
dual structure model of Arthur Lewis, and the Ranis-Fei dual economic model with
chapter 5 the static model and chapter 6 the dynamic one. In chapter 7, empirical
study is made using econometric methods to test the mechanisms inferred through
the mathematical models.

Thirdly, the internal mechanism of factor-driven pattern is further analyzed
emphasizing on the fundamental role of demographic structure. The mechanism of
how demographic structure and labor growth would impact on the savings rate and
growth rate is analyzed based on the Diamond overlapping generations model. Sce-
nario simulations for future evolution of demographic structure, savings rate and
growth rate are made with a simple Computable Inter-Temperal Dynamic General
Equilibrium meodel. 7

The relevant results of previous analyses as well as some policy proposals are
contained in chapter 9. The main findings and proposals are as follow.

(1)7 Under the background of dual economic structure and low dependency

ratio, various institutional distortions lead to a distorted distributional situation,
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and further results in the imbalance of consumption and investment. As a matter of
fact, the factor-driven growth pattern characterized as invesiment expansion, favor-
ing heavy industries, over capacity, and high dependency on overseas demand is
an inevitable result of current social and economic conditions in China.

(2) The long lasting high national savings rate has provided sufficient capital
factor for China’ s investment expansion and the factor-driven growth. Primary dis-
tribution favoring capital factor, increasing proportion of corporate and government
sectors in national distribution, and the enlarging gap of household income together
contribute to the formation of high national savings rate directly or indirectly. And
the decreasing demographic dependency ratio forms the most important prerequisite
for the high national savihgs rate.

(3) The current distributional situation in China can be attributed to the dual
economic structure, various institutional distortions, and etc. These elements take
effects on the realm of resource and factor allocation as well as the primary distri-
bution, which forms the basic situation of distributional distortion and imbalance.
Re-distributional fiscal policies can only reduce the enlargement of income dispari-
ty, and can not change the distribution situation thoroughly. This can be called as
“re-distributional failure” .

(4) The Chinese factor-driven growth pattern is being constrained by re-
sources and energy supply, environmental degradation, and the changing demo-
graphic structure. The impact of demographic structure would be most prominent.
China is accelerating its aging process, and the long lasting decreasing trend of de-
pendency ratio would turn into a reverse trend during the 12th five year planning.
The prerequisite of high national savings rate would no longer exist due to such
change, which would make the current factor-driven pattern unsustainable for lack
of sufficient capital and labor supply. It is signaled from the scenario simulations
that the national savings rate in equilibrium path would decrease for about 13 per-
centage pointsin the future 30 years, while the economic growth rate would be
much lower and even become negative.

To accelerate the transformation of growth pattern and get a sustainable eco-
nomic development, actions should be taken to correct the institutional distortions

in income distribution, balance the consumption-investment structure, and reduce
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the dependency on investment. At the same time, policies should be put forward to
coping with the impacts brought by the incoming aging process. Emphases should
be put on innovation and efficiency to realize a sustainable groute driven by teehno-
logical innovation and green development.

Keywords : Income distribution, Consumption and investment structure, Fac-

tor-driven growth pattern, Dual economic structure, Demographic structure
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