
he recent slowdown in China’s growth 
has caused concern about its long-term 

growth prospects. Evidence sug-
gests that, before 2008, China’s 
growth miracle was driven primar-
ily by capital investment and pro-
ductivity improvement following 
economic policy reforms.  Since 
2008, however, growth has be-
come more dependent on invest-
ment and overall growth has slowed. If the recent 
reform plans can successfully address the country’s 
structural imbalances, China could maintain a 
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solid growth rate that might help smooth its transi-
tion to high-income status. 

China’s economy grew 10% per 
year for over 30 years beginning in 
the early 1980s. No other country 
in modern history has achieved 
such exceptional growth for so 
long. Before the global financial 
crisis, China’s growth was primar-

ily driven by capital investment and productivity 
gains. Since 2008, however, growth has slowed and 
become increasingly dependent on investment.

T
This Letter examines the 
sources of China’s growth 

and some factors contributing 
to the recent slowdown, and 
offers a cautiously optimistic 

view of China’s future growth
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Because China has been a large and ex-
panding market for other countries, its 
growth prospects have important implica-
tions not just for the Chinese people but 
also for the global economy. This Letter 
examines the sources of China’s growth 
and some factors contributing to the 
recent slowdown, and offers a cautiously 
optimistic view of China’s future growth.
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China’s growth miracle
Since the early 1980s, China’s open-door 
policy and economic reforms have led 
to a remarkable growth performance. 
As Figure 1 shows, China’s real GDP 
grew about 10% per year on average for 
30 years before the recent slowdown. At 
that rate, national income doubles every 
seven years. No other country in modern 

Figure 
1 China’s real GDP growth, annual percent change

Source: IMF World Economic Outlook, CEIC.

history has achieved such high growth 
for so long.

Rapid economic growth has significantly 
raised the living standards of the Chinese 
people. According to data from the Penn 
World Tables, China’s real GDP per per-
son rose steadily from around 5% of the 
U.S. level in 1980 to about 20% in 2011. 
The World Bank estimates that, during 
the same period, over 600 million people 
in China have been lifted out of extreme 
poverty, defined as living for under $1.25 
per day.

Engines of China’s growth
Theory suggests that three factors con-
tribute to economic growth: capital ac-
cumulation, labor force expansion, and 
productivity improvement. Empirical 
evidence in China’s case suggests that 
growth in the third factor, known as 
total factor productivity, has been an im-
portant contributor to the three-decade 
growth miracle (see Zhu 2012). A series 
of domestic economic reforms beginning 
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Figure 
2 Accounting for China’s growth

Source: Penn World Tables and author’s calculations.

in the 1980s led to more efficient alloca-
tions of capital and labor and also better 
aligned private incentives. The open-door 
policy attracted foreign direct investment, 
which in turn brought new management 
practices, technological know-how, and 
access to the world market 
for Chinese businesses. 
These pol ic y cha nges 
boosted productivity. As 
productiv ity improved 
over time, investment and production ex-
panded. Although capital investment also 
contributed to growth, its contribution is 
limited by diminishing returns and thus, 
investment cannot be the main driving 
force of sustainable growth.

Figure 2 shows the contribution of each 
of the three factors to China’s growth 
since 1980. The calculation follows the 
growth accounting approach described 
by Zhu (2012), with China’s labor income 
share fixed at 0.5. The data for real GDP, 
employment adjusted for human capital 
levels measured by years of schooling, 
and capital stocks are taken from the 
latest version of the Penn World Tables 

(version 8.1; see Feenstra, Inklaar, and 
Timmer 2015 for a summary of the data).

As shown in Figure 2, China’s rapid 
growth was driven mostly by capital 
investment and productivity gains rather 

than employment growth.  
For example, out of the 
rough ly 10 percentage 
points of average growth 
in the 1990s, capital ac-

cumulation accounts for about half of it, 
productivity improvement accounts for 
another 4 percentage points, and employ-
ment gains account for the remaining 1 
percentage point. Labor’s limited role in 
part reflects China’s one-child policy that 
limits population growth and restrictive 
policies on internal migration, such as 
the “Hukou” system that restricts citizens’ 
abilities to work in cities other than where 
they were born. The figure also reveals 
a significant decline in the contribution 
of total factor productivity since 2008. 
Accordingly, China’s growth has become 
more dependent on capital investment in 
this more recent period.

Waning productivity gains 
presented further challenges 
for sustaining high growth
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moved to high-income status, which the 
Organization for Economic Co-operation 

and Development defines as 
GDP per capita of $12,500 
based on 2011 constant 
international prices. These 
include China’s neighbor-
ing countries Japan and 
South Korea. In the 1960s, 

Japan had per capita real GDP of about 
$6,000 and an average growth rate of 
over 10% (see Figure 3). In subsequent 
decades, however, Japan’s GDP per capita 
rose and its growth slowed. By 2011, Japan’s 
GDP reached over $30,000 per capita 
and growth slowed to about 1.25%. South 
Korea has followed a similar path since 
the 1980s.

China had a real GDP per 
capita of about $2,000 
in the 1980s, which rose 
steadily to about $5,000 
in the 2000s and to over 
$10,000 in 2014. If China 
continues to grow at a rate 
of 6 or 7%, it could move 
into high-income status in the not-so-dis-

The recent slowdown and new 
policy measures
During the global financial crisis, demand 
for Chinese exports fell substantially. 
Meanwhile, waning productivity gains 
presented further challenges for sustaining 
high growth. The Chinese government 
responded to the crisis by adopting a large-
scale fiscal stimulus package, which was 
announced in November 2008 and imple-
mented quickly in 2009 and early 2010 
(Wong 2011; Faust, Lin, and Luo 2012). 
This policy accommodation significantly 
boosted investment growth, especially in 
targeted areas such as infrastructure and 
construction, and led to short-run booms 
in output in 2009 and 2010. Nonethe-
less, growth has slowed substantially 
since 2011. The average growth rate be-
tween 2011 and 2014 was 
about 8% (see Figure 1). 
Growth slowed further 
to 7% in the f irst two 
quarters of 2015, and the 
Chinese government of-
ficially lowered its growth 
target to 7% for the year. Although this rate 
is still quite remarkable by international 
standards, it is significantly lower than 
the 10% average recorded in the previous 
three decades.

The recent slowdow n has raised the 
concern that China might be falling into 
a pattern commonly referred to as the 
“middle-income trap” (see, for example, 
Eichengreen, Park, and Shin 2011). His-
torically, fast-growing countries have often 
fallen into such a trap, in which growth 
slows sharply as income reaches a thresh-
old level and wages rise sufficiently to erode 
a country’s comparative advantage.

However, some countries have success-
fully avoided the middle-income trap and 

tant future. However, if China’s experience 
mirrors that of its neighbors, it could slow 
to about 3% average growth by the 2020s, 
when its per capita income is expected to 
rise to about $25,000.

This may appear to be quite a pessimistic 
scenario for China, but China’s long-term 
growth prospects are challenged by a num-
ber of structural imbalances. These include 
financial repression, the lack of a social 
safety net, an export-oriented growth 
strategy, and capital account restrictions, 
all of which contributed to excessively 
high domestic savings and trade imbal-
ances. According to the National Bureau 
of Statistics of China, the household saving 
rate increased from 15% in 1990 to over 
30% in 2014. High savings have boosted 

domestic investment, but 
allocations of credit and 
capital remain highly inef-
ficient. The banking sector 
is largely state-controlled, 
and bank loans dispropor-
tionately favor state-owned 
enterprises (SOEs) at the 

expense of more productive private firms. 

Figure 
3 Will China Follow Japan and South Korea?

Source: Penn World Tables, IMF. Curved line shows fitted trend.

High savings have boosted 
domestic investment, but 
allocations of credit and 

capital remain highly 
inefficient

If efficiency of capital 
allocations could be improved 
to a level similar to that in the 

United States, then China’s 
total factor productivity could 

be increased 30–50% 



September 2015, Colorado Council for Economic Education  5

Award Recipients
Buz and Sherri  Koelbel

Keynote Speaker
Steve Forbes, Forbes Media

Thursday, October 22, 2015  •  6:00 p.m.  •  The Brown Palace Hotel

The Adam Smith Award is presented bi-annually to individuals who have demonstrated exemplary support 
of the principles of free market economics, operate with high ethical standards, and are actively engaged in 

the Colorado community.  This year, CCEE is honored to present Buz and Sherri Koelbel with the 2015 Adam 
Smith Award.  Previous honorees include Bill Daniels and his legacy, The Daniels Fund and former Secretary 
of Veterans Affairs Jim Nicholson. 

As 18-year board member veterans, Buz and Sherri share a passion for the magic of the markets, the value of free 
enterprise and for providing support to Colorado through many volunteer and philanthropic arenas.  CCEE has 
been especially rewarded through their efforts to raise funds, influence education policy with the state legislature, 
lead the Board of Directors and in their work to broaden CCEE’s profile throughout the state.  Buz and Sherri 
have been two of the most significant supporters of CCEE during its 44-year history.

Very limited seating remaining 
For more information contact Amanda Dixon (adixon@ccee.net) or 303-752-2323.

Benefitting the non-profit Colorado Council for Economic Education

Presenting Sponsors:



6  September 2015, Colorado Council for Economic Education

According to one estimate, the misalloca-
tion of capital has significantly depressed 
productivity in China. If efficiency of 
capital allocations could be improved to 
a level similar to that in the United States, 
then China’s total factor productivity 
could be increased 30–50% (Hsieh and 
Klenow 2009).

To address structural imbalances and thus 
achieve sustainable long-term growth, 
the Chinese government 
announced a blueprint of 
economic reforms at the 
Third Plenum in Novem-
ber 2013. The proposed re-
forms include (1) financial 
sector reforms—liberaliz-
ing interest rates, establish-
ing deposit insurance, and strengthening 
financial supervision and regulation; (2) 
fiscal reforms—strengthening social 
safety nets, introducing more efficient 
and redistributive taxes, and improving 
health insurance and pension coverage; 
(3) structural reforms—reforming the 
SOEs and the Hukou system and further 
opening up markets; and (4) external sec-
tor reforms—liberalizing the exchange 
rate and capital account controls.

If these reform blueprints can be success-
fully implemented, then China should be 
able to avoid the middle-income trap and 
sustain long-term growth at a reasonable 
pace. In the transition process, however, 
structural reforms may contribute to a 
slowdown in economic growth.

Growth prospects
China’s growth is expected to slow further 
in the coming years. The International 

Monetar y Fund (IMF) 
forecasts that growth will 
be about 6.8% for 2015. 
With an aging popula-
tion, slowing productiv-
ity growth, and the policy 
adjustments required to 
implement structural re-

forms, growth is projected to slow further 
to 6.3% in 2016 and 6% by 2017.

Despite the slowdown, there are several 
reasons for optimism. First, China’s exist-
ing allocations of capital and labor leave 
a lot of room to improve efficiency. If the 
proposals for financial liberalization and 
fiscal and labor market reforms can be suc-
cessfully put in place, improved resource 
allocations could provide a much-needed 
boost to productivity. Second, China’s 

technology is still far behind advanced 
countries’ technology. According to the 
Penn World Tables, China’s total factor 
productivity remains about 40% of the U.S. 
level. If trade policies such as exchange rate 
pegs and capital controls are liberalized—
as intended in the reform blueprints—then 
China could boost its productivity through 
catching up with the world technology 
frontier. Third, China is a large country, 
with highly uneven regional development. 
While the coastal area has been growing 
rapidly in the past 35 years, its interior 
region has lagged. As policy focus shifts to 
interior region development, growth in the 
less-developed regions should accelerate. 
With the high-speed rails, airports, and 
highways already built in the past few years, 
China has paved the way for this develop-
ment. As the interior area catches up with 
the coastal region, convergence within the 
country should also help boost China’s 
overall growth (Malkin and Spiegel 2012).

Continued robust growth in China would 
be beneficial for the global economy as well. 
China’s market for U.S. goods and services 
has grown steadily from 4% of U.S. exports 
in 2004 to over 7% in 2014.   According to 
an IMF estimate, China contributed about 
one-third of the world’s growth in 2013.
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Despite the slowdown, 
there are several reasons 

for optimism. First, China’s 
existing allocations of capital 
and labor leave a lot of room 

to improve efficiency.
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Conclusion
China’s growth miracle since the early 
1980s has significantly raised the standards 
of living in China. It has also made China 
an increasingly important contributor to 
world economic growth and a large and 
growing market for U.S. exports. The 
rapid growth was driven primarily by 
productivity gains and capital investment. 
The recent growth slowdown has raised 
the concern that China’s growth miracle 
could be ending.

However, if the structural reform plans 
from China’s Third Plenum can be suc-
cessfully implemented, then the recent 
slowdown could be a smooth transition 
rather than a hard landing. This gives a 
reason for optimism that China will avoid 
the middle-income trap and follow the 
paths of Japan and South Korea to achieve 
high-income status.
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“Thank you for giving us both content knowledge and pedagogy in 
one.  For many of us, Economics is a new concept to teach, and having 
training in both (knowledge and pedagogy) is extremely helpful.”     

- Rhea Lynn Anderson, Skinner Middle School, Denver

What Teachers are Saying About CCEE’s Programs

“I appreciate the opportunity to 
share ideas with other educators 
while walking away with 
authentic data and lesson plan 
ideas ready to implement in the 
classroom!”

- Rob Alford,  
Palmer Ridge High School, Monument

“It [SME] was very hands-on, 
and it was also very student-
led. They were able to explore 
and do their own learning 
without me having to be the 
lead.”      

- Kimberly Peters,  
Iron Horse Elementary, Parker

“I came into this class not having a clue about how to teach PFL in the 
classroom and now I can hardly wait for next year to come so that I can 
get started teaching it.”     

- Wanda Hoffman, Rim Rock Elementary School, Fruita

“I enjoyed that the 
students were able to 
work in groups [in the 
SME] and make decisions 
together about what 
company they should 
invest their money.  Not 
only did they learn a 
lot about stocks and 
the Stock Market, but 
they also learned about 
teamwork, and making 
decisions together.  It 
was amazing to see how 
hard they were thinking 
about their stocks!”     

- Josey Edmondson,  
Baker Central, Fort Morgan


