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Punditry and Chinese Growth… 

 "If you put two economists in a room, you get two opinions, 

unless one of them is Lord Keynes, in which case you get three 

opinions." 

-- Winston Churchill 
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Punditry and Chinese Growth… 

 Pundits fall into three camps: 

 Optimists: the world is I(1) 

- Given exceptional growth in the past, my best forecast 

for the future is continued exceptional growth 

 Realists (?): the world is I(0) 

- Given exceptional growth in the past, my best forecast 

for the future is for growth to slow closer to the norm 

 Pessimists: the world is I(-1) 

- Exceptional growth in the past is likely to lead to slower 

growth in the future 
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Punditry and Chinese Growth… 

 I(1): China’s rapid growth over a long time MUST have meant 

they’ve done something right, and perhaps that means 

they’re likely to continue to do things right in future 

 I(0): China started from a very low economic base in 1980, 

and catching up was very easy to begin with; but fast growth 

is harder to maintain the higher the income level gets 

 I(-1): Recent growth has been supported by unsustainable 

investment trends and credit growth and the economy is 

likely to snap back 

 Strong persistent growth like China’s is exceptional (Pritchett 

and Summers 2014 [NBER WP20573]) 
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Getting beyond punditry: 

 To make numerical predictions requires a model 

 BUT: our modelling assumptions embody I(1), I(0) and/or  

I(-1) assumptions 

 Growth accounting is a good way to start, but: 

 Extrapolating country-specific trends: I(1) 

 Assuming “exceptional” factors will normalise: I(0) 

 Allowing for “overinvestment”: I(-1) 
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Main results: 
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Is the contribution of Human Capital (HC) I(1) or I(0)? 

 Main driver of HC: share of university grads increasing from 

23% to 44% 

 Cross-country evidence: declining marginal returns to 

education 

 Recent past in China: increasing returns: 

 

 

 

 
 

 The future: more like the past, or more like the rest of the 

world? 

11 

Education level Marginal return 

Primary 7.7% 

Secondary 8.9% 

Tertiery 13.4% 



The largest contributor to future growth is TFP… 
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Contribution of FDI and imports to TFP: 

 Growth in FDI and imports leads to growth in TFP 

 What’s the mechanism? (Lee et al 2011) 

- Weak empirical evidence 

- Need to distinguish between source of FDI 

• “North-South” vs “South-South” (including round-

tripping through Hong Kong?)  

 Doesn’t the base matter? 

- CN = large economy; base as a share of GDP will tend to 

be lower than economies in Lee et al (2011) 

13 



Contribution of R&D to TFP: 

 Growth in R&D leads to growth in TFP 

 “a 1 percent increase in R&D spending raises TFP growth by 

0.7 p.p.” (Griffith 2004) 

 … especially for economies not at the Frontier 

 BUT: based on OECD sample 

 Comparison with other countries? 
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Comparing TFP with other studies: 
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Final point… a need for robustness  

 What happens with alternative assumptions? 

 Use existing framework to illustrate sensitivity 
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