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China's Recent Economic Performance
in International Comparison

CHANG WOON NAM

Introduction

At the end of the 1970s China started implementing a policy of opening up
trade and investment links with the West (mainly by establishing and ex-
panding a number of special economic zones) and began reforming its eco-
nomic structure, while maintaining the traditional framework of predomi-
nant public ownership. In the context of these reforms, China gradually re-
laxed mandatory planning, decentralized economic decision-making by
granting local governments as well as the non-state sector more power, and
liberalized an increasing number of prices. The introduction of gradual re-
form measures has undoubtedly significantly stimulated economic growth
in China.

In view of the fact that China is rapidly emerging as a world economic
power, there have recently been lively discussions and controversies about
the following important issues:

* to what extent is the Chinese-style gradual transformation superior to
the so-called "shock therapy" applied in the eastern part of Europe, and

* where does China now stand in the "catching-up" process of the other
rapidly growing Asian economies.

In order to examine these two critical topics empirically, the changes in the
(real) GDP level and the level of (real) GDP per capita are investigated in a
number of selected transformation and Asian countries (including China)
for the period 1960-92." For the purpose of this type of multilateral com-

The real GDP measures annual production of final goods expressed in base year prices

and exchange rates. In many cases, however, the real GDP account overstates or under-

states the economic activities of a country due, for example, to the following reasons:

» This measure excludes underground activity as well as all voluntary and unpaid do-
mestic household work.
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parison the GDP data expressed in the so-called Geary-Khamis® Interna-
tional Dollars in 1990 are applied, which were recently estimated by the
OECD (see Nam, 1995; Maddison, 1995).

Yet one should bear in mind that there is still a serious statistical incon-
sistency in measuring China's economic level, also due in part to high infla-
tion and a volatile exchange rate. Consequently, some caution is necessary
when interpreting and comparing macroeconomic data from different
sources. For example, the World Bank indicated that, although China's GDP
per head in 1990 was USS$ 370 on a bilateral exchange-rate basis, it rose to
US$ 1950 when adjusted to purchasing power parities. Other economists
argue that it reached US$ 2600 in the same year.’ According to the OECD
multilateral calculation based on the Geary-Khamis method, in 1990
China's GDP per capita amounted to 2700 in 1990 Geary-Khamis Interna-
tional Dollars (see table A3 in annex).

Comparison with Selected Transformation Countries
in Eastern Europe

The big bang transformation strategy implemented in eastern Europe since
the end of the 1980s made the economies of former socialist countries
(Poland, Hungary and former Czechoslovakia as well as USSR) investi-
gated in this study revert to the situation of the early or mid-1970s within a
few years. By contrast, China's economic growth has smoothly continued
from a low level after the introduction of rural reform in 1978 (see figures 1

» Since sales of used goods generally do not entail current production, these transactions
are also excluded.

* Changes in the quality of goods and services are not reflected automatically in GDP.

* GDP includes the production of so-called bads (such as pollution) and goods to coun-
teract, neutralize and control the negative externalities associated with production of
such bads (see also Streifford, 1990).

In spite of the shortcomings mentioned above, the real GDP is a reliable indicator which is

particularly useful when making an international comparison.

The Geary-Khamis aggregation approach - initiated bseey Geary (1958) and amplified by
Khamis (1972) - was firstly applied in practice in the context of the United Nations Inter-
national Comparison Project (ICP) aimed at developing a reliable system of estimating
and comparing real GDP and "true" purchasing power of the currencies of a large number
of countries (see also Kravis/Heston/Summers, 1978). In this multilateral aggregation
method, international prices of various expenditure categories and purchasing power pari-
ties (PPPs) of countries are estimated simultaneously from a system of linear equations.
These international prices are then employed to value the category quantities of individual
countries in international dollars so that they can be added together to get the total GDP.

3 See: A Survey of China, in: The Economist, March 18th, 1995.
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and 2). China was able to triple its economic power (measured in terms of
increase in levels of real GDP) in the period 1978-92. According to Sachs/
Woo (1994), China's success is largely due to its different economic struc-
ture prior to reform and the relatively underdeveloped state of the country's
predominantly agrarian society. In addition, the country did not have to
cope with the collapse of its foreign trade relations, as was the case in
eastern European countries. It did not have a large foreign debt either. Nor
did China have a large "monetary overhang" which gave monetary stabili-
zation a high priority in post-communist Europe and Russia (see Nolan,
1994).

It is, however, to be noted that China's absolute GDP per capita level in
1992 (= 3098 in 1990 Geary-Khamis International Dollars) corresponds to
that of selected east European countries (except former Czechoslovakia) in
the late 1950s, although the gap has been substantially reduced since the
late 1980s.

According to the latest analyses on the current economic situation and
the future outlook (Havlik, 1995; Creditanstalt, 1996), the investigated east
European countries (except the former USSR) reached the trough of their
business cycle in 1993 and started to slowly grow again in 1994 from a
higher GDP per capita level than China's. For example, in the period 1994-
98 an annual average (real) GDP growth at a rate ranging between 3% and
6% is expected in the Czech Republic, Hungary, Poland and Slovakia,
which is significantly lower than the anticipated mid-term growth rate for
China (around 10 % for the same period).* On the other hand, economic de-
cline has been more serious in the former USSR (particularly in Russia)
during its restructuring process and, unlike the transformation countries
mentioned above, a recovery is expected only now. However, it is uncertain
how quickly the economies of the CIS countries will recover in the coming
years. Therefore, it is not only premature to postulate but also hard to pre-
dict (especially in view of the differences in economic structure, develop-
ment potentials, etc. of individual countries), which type of transformation
strategy is superior in guaranteeing the enhancement of economic power
and standard of living (also measured in terms of GDP per capita) of these
former socialist countries in the long run.

*  The real GDP growth rate in China amounted to 13.2% in 1993 and to 11.8% in 1994.
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Comparison with Selected Asian Countries

There are high expectations that the world economic centre will gradually
shift to the Pacific Rim, since east Asian countries are growing rapidly. The
21* century will be an unprecedented era for this region. Yet, contrary to
the recent economic growth in China and in selected former COMECON
countries, the export-, industry- and growth-oriented Asian NICs such as
Taiwan and South Korea achieved in the past remarkably higher increases
in the levels of GDP than did China (see figure 3). As a consequence, the
gap of GDP per capita between China and these selected NICs has continu-
ally widened (see figure 4).

The divergence resp. convergence in economic performance among Ja-
pan, the four tigers and China is examined by adopting a simple (but practi-
cal) way of finding out where the economy of one country - usually meas-
ured in terms of the level of GDP per capita - is currently positioned in re-
spect of the past growth path of a more developed country. To a large ex-
tent, this can also be understood as an application of the strict "flying-geese-
model" that describes the development pattern of rapidly growing Asian
economies by following the Japanese track in the course of time (see also
Ezaki, 1995; Laumer, 1994). For example, Asians generally maintain that
Japan's economy is presently about 20 years ahead of that of South Korea,
which indicates that South Korea's 1992 real GDP per capita corresponds to
that of Japan in the early 1970s (see table A3 in annex). And they often ar-
gue that "from an economic point of view, China is following in the foot-
step of South Korea and Taiwan ..." (Kitano, 1994, p.154).

According to this logic, the convergence (or the catching up) process
takes place between a less developed country and a prosperous one, when,
within an economic period, the former can reduce the gap in the number of
years required to overcome its economic backwardness.

China's economy seems to be well on its way to catching up with its
(more advanced) competitors as well as future counterparts in Asia, as
shown in table 1. In particular, China was remarkably successful vis-a-vis
Japan, Thailand and Indonesia between 1982 and 1992. For example, in
1982 China's economy was c. six years behind Indonesia's but could well
surpass it in 1992. However, China's economic growth was not strong
enough to catch up on Taiwan and South Korea during the same period of
time.’

> It is generally expected that the growth rate for South Korea and Taiwan will decline in

the second half of the 1990s.
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Table 1: Economic Development Hierarchy in Asia, Classified in Terms
of Real GDP per Capita (in 1000 Geary-Khamis Dollars in 1990)

1982 1992
China's economy was approximately
... years behind
Japan's economy 66* 35
Taiwan's economy 18-19 21
South Korea's economy 17 17
Thailand's economy 12 S
Indonesia's economy 6-7 Pid

*  Japan's economy declined and reached once again China's 1982 GDP per capita level

in 1945
** Indonesia's economy was c. two years behind that of China in 1992

Source: Figure 4; Maddison, 1995; Ifo Institute for Economic Research

As Asian economies are rapidly growing, the stages of development of in-
dividual countries will also change accordingly. In the context of the modi-
fied Chenery-Syrquin framework (Chenery/Syrquin, 1977), an attempt is
made on the basis of the level of real GDP per capita (expressed in the 1990
Geary-Khamis International Dollars) to classify and compare the antici-
pated economic development stages of selected Asian countries in the year
2000. Moreover, a classification similar to that previously made by Song
(1992) for the year 1985 is applied as a benchmark to project the future
situation. For China, the Philippines, Indonesia and Thailand, the estimate is
made on the assumption that each country will follow its 1985-92 growth
track, while, considering the maturity of their economies and current
growth dynamics, South Korea, Taiwan and Japan are assumed to grow
(somewhat) more slowly than they did in the same period. In addition, fore-
casts for South Korea, Taiwan and Thailand are slightly adjusted compared
with those originally made by Song (1992).

As shown in table 2, the presently developing Asian countries such as
China, the Philippines and Indonesia will "graduate" to newly industrializ-
ing countries (NIC) status by the year 2000, while all current Asian NICs
including South Korea and Taiwan will achieve advanced country status
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(see also Song, 1992). In general, China's development prospects seem to
be more optimistic than those for the Philippines and Indonesia.

Table 2: Development Stages of Economies in Selected Asian Countries,
Classified in Terms of Real GDP per Capita

Type of Situation in 1985 Anticipated situation
Stage in 2000
ISR EH]
2
SR e IE) Gl China/Indonesia/Philippines
4
S NS Thailand Philippines/Indonesia
6 China
7 NI
8 South Korea Thailand
9 INIC 01 Taiwan
10
AT A South Korea
12 Taiwan
131 A G Japan
14
ISE VA @I Japan

Note: LDC = Less developed country; NIC = Newly industrializing country; AC = Ad-
vanced country

Source: Ifo Institute for Economic Research; Chenery/Syrquin 1977; Song 1992; Maddison
1995

Conclusion

In contrast to the big bang transformation strategy implemented in most east
European countries at the end of the 1980s, China's economic growth has
smoothly continued from a low level since the introduction of reform in
1978. It must, however, be noted that China's absolute GDP per capita in
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1992 corresponds only to that of most of the east European countries inves-
tigated at the end of the 1950s, although the gap has recently been substan-
tially reduced. In addition, economies in selected European transformation
countries (except Russia) started to grow again in 1994 from a higher GDP
per capita level than China's current one. Because one can not correctly
predict the long-term growth pattern of the economies in those transforma-
tion countries, it seems to be premature to postulate to what extent the Chi-
nese-style, gradual transformation strategy is superior in guaranteeing the
enhancement of the economic power and standard of living (also measured
in terms of real GDP per capita) in the long run.

China's economy seems to be well on the way to catching up with its
(more advanced) competitors as well as future counterparts in Asia. Ac-
cording to the classification of the development patterns and stages (made
on the basis of the level of GDP per capita expressed in the 1990 Geary-
Khamis International Dollars) by the flying-geese approach and the Chen-
ery-Syrquin model, China has achieved remarkable success compared with
Thailand and Indonesia since the beginning of the 1980s, while its eco-
nomic growth was not strong enough to catch up on Taiwan and South Ko-
rea. Furthermore, China will graduate to newly industrializing country
status by the year 2000.

Yet, apart from the fact that Beijing's powerful ruling communists re-
main unable to reconcile economic growth through the introduction of the
free market system, one should also bear in mind that some (economic and
political) weaknesses and mistakes have been made in the Chinese trans-
formation process, which are, however, concealed behind its overall suc-
cess. These errors and negative consequences of the economic reform have
recently become more apparent viz. the high volatile inflation rate, the wid-
ening east-west regional and urban-rural economic disparity, the instability
of state-sector reform, etc. They could seriously hinder future development
in China.
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