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This research project was motivated by China®"s structural distortions and their
productivity implications. We argue that structural distortions are caused by the misallocation of
resources due to government interventions and institutional deficiencies which have significant bearing
on industry-level productivity performance. A sensible investigation in the problem requires a proper
measure of factor costs and based on which, an economy-wide industrK-Ievel productivity analysis. We show
that China®s productivity only grew by 0.8% per year, much slower than its East Asian counterparts at the
same development stage. Industries less prone to government intervention, e.g. “ semi-finished &
finished” manufacturing industries, appear to have a faster productivity growth than those subject to
more government interventions. We also show that while the reallocation of labor made a positive
contribution to aggregate productivity growth, the reallocation of capital indeed played a negative role.
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(1) China’s economic structure appears to be
atypical or distorted in the East Asian context. By
the end of 2010, China had emerged as the
“world factory” and overtook Japan as the
world’s second-largest economy, a position that
Japan achieved 45 years ago. However, by then
there was still 40% of China’s workforce engaged
in agriculture producing only 10% of GDP,
compared to 25% and 9%, respectively, in the
case of Japan.

(2) The structural distortion is also reflected by
the imbalance between investment and
consumption. China’s private consumption has
been weak and the growth has been heavily
input driven, supported by an abnormally high
saving rate unprecedented in economic history.

(3) Furthermore, China has accumulated the
world’s largest foreign exchange reserve which
forces the economy to upgrade, as an inevitable
effect of currency appreciation, hence leaving
behind a large number of low-skilled,
less-educated and least-productive workers.

All these suggest that the resources in China may
have been severely misallocated.

The nature of the structural problem means that
it cannot be addressed at the aggregate level.
This is simply because government interventions

and policy regime changes are mostly
industry-specific.  Therefore, industry-level
productivity analyses are the key to

comprehending the factors behind resource
misallocation. Therefore, the study has two main
objectives:

(1) The first objective is to substantially improve
the industry-level  productivity database
developed by the principal investigator for the
industrial sector by extending it to all
non-industrial sectors (agriculture and services)
and by measuring factor costs.

(2) The second objective is to use the
so-constructed data to analyze the
economy-wide industry-level productivity
performance against the background of
government interventions and policy regime
changes and to see whether industries that are
subject to more government interventions are
least productive or efficient.

To analyze China’s productivity performance in
the light of the role of government, it is essential
to have an appropriate methodological

framework that is able to examine productivity
performances of individual industries and their
contribution to the aggregate productivity
performance of the economy.

(1) This study adopts the Jorgensonian aggregate
production possibility frontier framework,
incorporating Domar weights, to account for
contributions of individual industries to the
growth of aggregate inputs and output
(Jorgenson, Ho and Stiroh 2005). This approach
relaxes most of the restrictive assumptions of
the widely used aggregate production function
approach in the growth accounting that all
industries are homogenous, subject to the same
value added function, and facing the same input
and output prices.

(2) Data-wise, this approach also requires
industry productivity accounts to be constructed
as coherent parts of the national input and
output accounts that also define the costs of all
inputs (Wu 2015).

(1) Data construction results: A data set of
industry accounts for 37 Chinese industries over
the period 1980-2010 which have already been
made to the public.

(2) Analytical results (also see Table):

China achieved a TFP growth of 0.84
percent per annum for the entire period
1980-2010. This means that compared to
an industry-weighted value-added growth
of 9.16 percent per annum, TFP growth
accounted for about 9.2 percent of the
average GDP growth. This is much smaller
than all previous productivity studies on
the Chinese economy using the aggregate
approach.

At the industry group level, in general
industries less prone to government
intervention, such as agriculture and the
“semi-finished & finished” manufactures,
tended to have higher total factor
productive growth rates than those
industries subject to direct government
interventions, such as the “energy” group.

We also found strong effects of factor input
reallocation across industries  which
significantly address the key issue of
resource misallocation in the on-going
policy debate. While the reallocation of
labor made a positive contribution to
aggregate  productivity growth, the
reallocation of capital indeed played a



negative role.
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