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ABSTRACT

Chinese economic growth rate has reached an extraordinary level
since it launched the open and reform policy. At the same time, the re-
gional gap of output per labor has been continuously growing wide which
has become one of the main aims of the macroeconomic policy now in
Chinese central government. The purpose of this book is to study the pro-
ductivity disparity of provinces in Chinese mainland during the period of
1982 —2002. The book focuses on three related questions: (1) What is
the most important determinant of cross-regional income disparity? Is it
factor accumulatioh or total factor productivity (TFP)? (2) Why is this
determinant varying enormously across provinces? Specifically, what is
the relationship between total factor productivity and the composition of
human capital as well as the role of international trade in total factor pro-
ductivity? (3) What is the dynamic convergence trend among Chinese
provinces?

The first part of the book including chapter 3 and chapter 4 explores
the determinant of cross-provincial income disparity. The second part of
the book studies the effect of human capital and international trade on the
TFP, including chapter 5 and chapter 6. The third part of this bock con-
sists of chapter 7, 8 and 9, which analyzes the dynamic convergence
trend among Chinese provinces.

After the related literature review, chapter 3 studies the conver-

gence of total factor productivity in Chinese provinces during 1982 —2002
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and comparing it with the mode of income convergence. On the account-
ing basis, our analysis shows that the differences in total factor produc-
tivity can explain the bulk of income disparity. Dynamic Panel Data first-
differenced GMM estimated method supports both conditional conver-
gences of total factor productivity and income while the convergence
speed of total factor productivity is much faster than that of income.

Chapter 4 shows that the decomposition in terms of the capital-out-
put ratio needs not the assumption of steady state. But the method of cap-
ital-output ratio is superior to the capital-labor ratio. First, there is no bi-
as using capital-output ratio in the growth accounting. Second, the intui-
tion of capital-output ratio is just implied by the new-classical growth
model. In addition, the advantage of capital-output ratio is not confined
to the labor-augmenting technology but can also be effect if technological
progress is Hicks neutral or capital-augmenting. The empirical results
show that the regional disparity in China is determined by the variation in
total factor productivity definitely. Therefore, the answer to question (1)
is apparent, it is not factor accumulation but total facter productivity de-
termining the income disparity across regions.

Then, this book analyzes the role of the composition of human cap-
ital and international trade in the growth of total factor productivity re-
spectively. Using dynamic panel data first-differenced GMM method for a
sample of 28 provinces in China, I find that the tertiary educated human
capital can enhance the growth of total factor productivity. Using gravity
model of bilateral trade, I construct instrumental variables to deal with
the endogenous problem of international trade. The empirical results show
that international trade has a significantly positive effect on labor produc-
tivity in Chinese provinces. The channels are total factor productivity and
human capital other than physical capital through which international

trade affects labor productivity. Thus, the book addresses question (2),
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that is, the relationship between total factor productivity and the compo-
sition of human capital as well as the role of international trade in total
factor productivity.

Chapter 7 examines Chinese regional divergence from the prospec-
tive of sector. The book finds that the divergence in aggregate labor pro-
ductivity does not mean divergence for all sectors. There is large heteroge-
neity in productivity levels and movements across sectors and across prov-
inces. Decomposing aggregate divergence into within. and between sector
components reveals that industry and other tertiary industry contributed
most part of total divergence. Chapter 8 investigates long-run income con-
vergence in the Chinese provinces during the period of 1952 - 2004 based
on Principle Component Analysis. This chapter shows that there is only
weak long-run convergence in the national wide range. Comparing two
sub-periods of 1952 — 1977 and 1978 - 2004, this study finds that in-
come convergences are becoming weaker in the national, middle and
west regions after 1978. Strong income convergence is confirmed in east
region but disappear for middle region in 1978 —2004. Chapter 9 using a
time series method, this book revisits the issue of convergence clubs in
Chinese provinces during 1978 — 2004 from an alternative view. The em-
pirical results show that there are two possible absolute convergence
clubs, one is towards leader province Shanghai, and the other is towards
national average level. But the former would appear more realistic than
latter. This study also investigates the possible explanations of industrial

structure and international trade for the convergence.
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