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Abstract

The rapid growth of the Chinese and the Indian enoes over the last quarter- century
has transformed them into dominant growth engimestlie global economy. The two
economies have different institutional structurasd they have been following different
growth strategies. This study examines the facém forces behind the two countries’
economic transformation over recent years witheavvio identifying their strengths and
weaknesses, and assessing how they are likelyedrfahe years ahead. In particular, the
contributions of factors accumulation and factarductivities to the two countries’ growth
processes are analysed, as are the influence cdrdkside factors such as the shares of
domestic demand and net international trade inotheerved growth. How the two giants
measure up in terms of the wellbeing of their pespt the crucial test of a country's

development — is also discussed in the study.
1. Introduction and Objectives

The rapid growth of the two most populous economid®eople’s Republic of China and
India — in recent decades has been a subjectesfsatinterest, not just amongst economists
and policymakers, but amongst people around thddwnrgeneral. The reason for this
widespread interest, of course, is that the groavith development of these two countries
have significant implications for the world as aoléh In this essay, an attempt is made to
understand the growth processes of the two Asiantgiwith a view to identifying their
strengths and weaknesses, and to assess how t¢ha&wements have been changing the

living standards and the wellbeing of their peoples

After a brief introduction to the subject with somedevant factual information, the essay
goes on to examine the nature and sources of tbeetwonomies’ observed growth
performance, and identify the strengths and weaesesmplied in these findings. The
question as to whether the two economies can aon@tong their recent fast growth paths

is addressed next and, again, the influences, dathestic and external, that are likely to



affect the growth outcomes are identified. How twuntries are responding to the
Millennium Development Goals (MDG) is examined neXte article concludes with
references to some wider issues of a global natoth optimistic and otherwise, in a

political-economic framework.

2. Aspectsof the Growth Performance of Chinaand India: A Broad-brush View

2a. Selected Indicators of Growth Performance

In the financial year 2006, India notched up a G@Bwth rate of 9.2%, just short of
China’s 10.4%. In 2007, India’s growth rate feightly to just under 9%, while China’s
grew at just over 11%. Between them, these two tt@snaccount for over a third of the
world’s population and, since the 1980s, they Hawoth achieved high rates of economic
growth. India’s per capita real GDP has more thaobied, and China’s has increased
nearly seven-fold over the last two decades. Thieaages have enormous significance not
just for the 2.4 billion people living in those tveountries, but for the rest of the world as
well. This article examines the factors and forde=hind such remarkable growth
performance. Table 1 presents information on somo&d indicators of how the two

economies have performed in recent years.

A few quick comments on the table: China’s per apicome is over twice that of India’s
in price-adjusted (PPP) terms; India’s populatioovgh rate is over twice that of China’s -
a reflection mainly of China’s one-child policy; diastry is a significantly bigger
contributor to China’s GDP than India’s, while tkervice sector contributes more to
India’s GDP; income inequality in (socialist) Chins a lot higher than in India, but
poverty is a lot lower in China; the proportionlitdérate persons in the adult population is a
lot higher in China; China’s economy is lot moreenghan India’s, as measured by their

trade, i.e. exports plus imports, as a proportioGDP.

One feature of India’s growth experience noted abisvworth commenting on: it is the
predominance of the service sector ahead of the mmsral industrial sector. A low income
developing country tends to be agriculture and prm activity dominated; the

development process helps enlarge the industr@bsevhich attracts both labour and
other resources away from agriculture and primatiyisies. It is only at a much later stage

of development that the tertiary sector typicakkcbmes the leading one. This is what one



observes in the evolution of the Chinese econonay todia, however, with a larger
agricultural sector than China’s, but lower peritapcome and adult literacy rate, has a
significantly larger service sector share of its”5[30me possible reasons for this unusual

aspect of the Indian economy are gone into laténerarticle.
2a. The Institutional Structures for Developmenbref note

It would also be useful to note briefly in passthg institutional structure under which the

two economies have functioned since the starteaf thdependent development process.

From the early 1950s to the late 1970s, both Caithindia used central planning as their
major development path, although India had a lange thriving private sector, and an
established culture of private entrepreneurshigh Bountries used inward looking policies
over this period in an effort to promote ‘self-scigncy’ as a primary national economic
goal, and both achieved only modest economic grouidler Deng Xiaoping's leadership,
China embarked on a largely market-oriented refofits economy in 1978. While neither
country has abandoned planning as an instrumedewélopment — China is into its "1
Five Year Programme and India its 11 Five Year Plan - both have systematically
increased the role of the market. Indeed, China caig itself asocialist market economy
Two major government departments — the State Rlgn@ommission and the State
Economic Commission — no longer exist in China;ytleave been re-constituted into
organisations that would facilitate the processnafrket-oriented growth and integration
into the global economy. India too has drastice¢iyjyoved much of the protective structure
around its domestic economy and its internatiorsdihg and investment links since the
early 1990s. Thus, both economies have a mixedtste} with an enhanced emphasis on
the private sector, especially in China which istr@nsition from a socialist economic

structure.
3. Factor s Influencing Economic Growth
3a. Demand, Supply and Growth: The China, India t€mts

Both demand- and supply-side factors influence untry’'s growth performance as do its
political and societal institutions and practiceBhe demand factors are domestic

consumption and investment spending by the priaatethe public sectors, and net export



earnings, i.e. exports less imports. The supplg-sidfluences are availability and the
quality of factors such as labour and capital; dpormation, i.e. productive investment in
physical and human capital, and what is known & tr multi-factor productivity, i.e.

enhanced output per unit of input used in the pedo of goods and services.

China’s growth has been driven more by investmerd aet exports than domestic
consumption, particularly since the late 1990sdatailed later in the article. China’s
savings rate has grown from around 35% in the e980s to about a half of its GDP in
recent years. This, together with large and steadyseas investment flows, has enabled
China to raise investment also to over 40% of i®PG Much of China’s domestic
investment has been in infrastructure and indusieaelopment which, while improving
its industrial growth rate and export performaricas kept the consumption growth rate
decidedly modest. It has also led to the phenomgnmaith in the size of China’s foreign
exchange reserves which currently stands at US$til88n. This puts pressure on the
yuan, and to avoid its appreciation, China lendshmaf its external surplus to deficit
countries like the US by acquiring US dollar ass&while this may have helped the
process of China’s export-led growth, it is potaityia highly risky strategy too. A decline
in the value of a currency such as the US dollailccanvolve substantial capital loss for
China. Likewise, the strategy of export-orientedustrial growth has made about 70% of

the Chinese economy dependent on the world economy.

China is currently facing a unique quandary. Wiitdeexport-led growth strategy would
benefit from a low exchange rate, its rapidly aecing inflation rate, currently standing
at 6.9%, up 5 percentage points from only a year &the Economistjanuary 1% 2008,

p. 90) would benefit from an appreciating currenicyleed, the yuan has appreciated by
just over 7% in the year to January 2008. It is tlvaecalling too that, over the initial
period of China’s economic transition, the US doR&B exchange rate had steadily
declined from 1:1.5 in 1980 to 1:8.62 in 1994. Thsmbined with China’s large supply of
cheap labour and high rate of capital formatioripé@ China increase its share of world
export trade significantly which, in turn, helped fast economic growth. Any attempt to
encourage domestic consumption in the current pbagbe Chinese economic growth

could exacerbate the inflation problem.

India’'s GDP growth has been mainly domestic (camstion) demand driven. India’s

savings and investment rates have been much Idvaer €hina’s and its share of world



exports in 2006, at around 1 percent, contrastadpshwith China’s 8 percent. Strong and
sustained growth in private consumption, and thalipsector deficits, both at the central
and state government levels, have been the feat@itegia’s economic transition over the
decade since the mid 1990s. This has started tigehia India in recent years, as we detail

below.
3b. A Structural Break in India’s Growth? Some recehtiiges in Perspective

India’s annual GDP growth figures alluded to eartie not quite bring out a trend increase
in India’s growth performance since the middle 602. If one breaks down the period

2000- 2007 into two sub-periods, and examines G figures in quarterly terms, it

emerges that the quarter-on-quarter growth ratesebthe 9 percent mark for the first time
in quarter two of 2003/04, and has remained ablaelével in 10 out of the 16 subsequent
quarters. In the 13 quarters, starting in quarber of 2000/01, GDP growth rate was never
above 6.7 percent, and was below 5 percent onofceasions. Using the current national
income statistics with 1999/2000 as base, it iarckat Indian GDP growth rate has
achieved a trend increase from an average of ardufigpercent to around 8.8 percent
between the second quarter of 2003/04 and the demoarter of 2007/08, an increase of
some 80 percent on the quarter-on-quarter grovi#h Tis is in the 80 — 90 percent range

of China’s growth rate.

While that may be reason for optimism amongst I'sdmlicymakers, the period may be
too short for one to judge just yet whether this isyclical upturn or a genuine structural
break which can sustain itself into the future,eesglly when it is recalled that something
similar in respect of the GDP growth rate was obesgrover the period 1994/95 — 1996/97,
only to be followed by a prolonged downturn in grewth rate (Jha and Negre 2007).

Turning now to the observed changes to the waynmec India has come to be used up,
we note that over the period 2001-07, India’'s ame¢ihg GDP growth rate has been
accompanied by a significant increase in savingsmfaround 23 percent in 2000/01 to
over 32 percent in 2005/06 (Jha 2007). A less lelwn fact about India’s generally poor

savings performance is that the saving rate ofaladiousehold sector, at 30% of GDP in

! Much of the statistical details used in this subisacare taken from various issuesTéle Economic Survey
of the Ministry of Finance, Govt. of India; afitie Handbook of Statistics of the Indian Econgooilished
by the Reserve bank of India.



2005, is even higher than China’'s 25% (BottelieD70 India’s much lower national
saving rate has historically been due largely te torporate and public sector’'s low
savings culture. This has started to change latatly the corporate sector doubling its
savings rate from under 4 percent of GDP in 200lower 8 percent in 2005. More
encouragingly perhaps, India’s public sector, galheiknown for its profligacy, has now
emerged as a small net saver of some 2 percenDBf Geveral reform measures aimed at
improving fiscal responsibility adopted by the femlegovernment in 2004, plus the reform
of indirect taxation, including the introduction afvalue-added tax at the state level, have
seemingly helped improve the public sector finandé® combined debt of the central and
state governments, as a proportion of GDP, hasfalem by 4 percentage points over the
period 2003-07.

Investment too has risen from 24 percent to 34 ggg¢rof GDP over the same period,
making the growth process more broad based th#meiprevious years. One consequence
of the increased investment and the continuing lighsumption has however been an
increased trade and current account deficits. I@521B, despite strong export growth,
increased imports helped widen the trade deficiower 6 percent of GDP. The current
account too is in deficit, although its relativeesis smaller at 1.5 percent of GDP. The
external imbalance is being met by (autonomous)talamflows which have also been
rising. Relative to China, foreign direct investrh@rDI) flows to India have been meagre
over the years. The inward FDI flows have startedige in recent years, but increased
outward investment by Indian corporate sector laweled to offset the inflows to some
extent. The observed increase in capital flowsleen dominated by portfolio funds and
external commercial borrowings. The total amounp¥ate equity flows have increased
over three times from US$2.2 billion in 2003/04 amund US$7 billion in 2006, and
US$10 billion in 2007, making India the largestipg&nt of private equity investment
among developing economies. With this surge inl iateestment funds, India has started
making the much needed investment in infrastrucsuih as airports, railways, ports and
roads. But real estate and manufacturing sectorfigve attracted increased investment in

the last few years.

India’s overall export performance in the yearsgi2000 has been on an upward trend.

The average annual growth rate over the period 20@4has been around 26%. As a



proportion of GDP too exports accounted for ove%28 2007 which is over 50% higher

than the average for the preceding five years.

While India has been experiencing these changes,Cthinese GDP growth rate has
remained above the 9 percent mark, on average, teemperiod 2000- 05, declining
somewhat between 2004 and 2005, but rising agdimeifirst half of 2007 to 11.5 percent,
a rate not seen since 1994. Taking a longer tirew Viowever, China’s GDP growth has
experienced quite sharp volatilities despite thevard trend. The rapid growth of the mid
1990s ended in an outright recession in 1988/8@rnmimg to around 15 percent growth in
the early 1990s, followed by another slow dowrelain that decade. Part of the reason for
such fluctuations may be China’s heavy dependencexports which is more subject to

shocks arising outside the Chinese economy, as\sikearlier.

4. The Demand Side Influences: A Closer look

4a. The Strategy of Export-led Growth

Let us now have a closer look at the demand siffigeinces on the observed GDP growth
of the two countries. Conventional wisdom in thezelepment economics literature has
favoured the strategy of what has come to be terfampglort-led growth”(ELG) strategy.
This is characterised by the achievement of a hige of net export growth that
accompanies a high GDP and income growth rate. Wibme growth will usually come,
via the marginal propensity to import, import growtvhich is a negative influence on
income. Whethenet export can still make a positive contribution t®®5 growth will of
course depend on the relative strength of expomwirvis-a-visimport. In the Indian case,

this has not been so, as we will detail below.

By contrast, growth will be termed domestic dem#beatl if the growth of domestic
demand influences the growth of income the mogt) wet export playing a weak, if any,
role. The components of domestic demand as obsexadibr are: private consumption,

government consumption, investment and net exports.

The support for the strategy of export-led growdh, opposed to domestic demand-led
growth which is a variant of the import substituatistrategy, has a long history. From the
early works of scholars such as Chenery and S#&é,1and Balassa 1971, to more recent,



endogenous growth theory based, research (for dramelpman 1989; Romer 1990;

Lucas 1988, and Barro 1991) provide ample theaettpport for outward (export)

orientation as a condition for rapid and sustaimecome growth. The development
experience of a number of east Asian countriesesihe late 1960s is often cited in the
literature as evidence of success of this developrsiategy (see for example Westphal
1978 and 1990; and World Bank 1993).

The Asian financial crisis of the late 1990s thatvsa number of the so-called miracle
economies of east Asia suffer sudden and dramabwntirn made scholars and
policymakers question many aspects of the growtiegy used by these economies,
including the ELG. In particular, scholars now diggs whether the ELG strategy is
equally well-suited to all developing countriesgder example Blecker 2002, 2003; Palley
2002; Kaplinsky 2000, and Ertuk 2001). It is aldaedevance that, at the current stage of
the global economy, when competition for a shar¢hefworld market is much stronger
than say in the 1960s and 1970s, a strategy of fltGnost developing economies is

likely to be more difficult to pursue.
4b.Decomposing the Demand-side Influences

The Asian Development BanK'lfe Asian Development Outlook 200%)s analysed the
demand side influences on the income growth prookfge developing Asian economies,
including the People’s Republic pf China (PRC) a&mdia, over three decades starting in
1973. Their conclusions based on their numericainmaations on the relative
contributions of domestic demand (DD) and net ek(ME) to the income growth of China

and India are summarised in Table 3.

The decade of 1973- 83 China, under Deng Xiaopwasg in the very early phase of its
transition to market economy; while, for India, nbas to the established economic
thinking and policies did not really begin untiletttatter half of the 1980s under Prime
Minister Rajib Gandhi's leadership. It is not susprg therefore that in both countries
domestic demand was the prime mover of growth &vsrperiod, and the contribution of
net export was negative and deteriorating. Thigerlatreflected the economic self
sufficiency objective pursued by both countries rotlee first several decades of their

planned economic development referred to earlier.



Over the next decade, China had advanced signifyjcam the direction of a market-
oriented economy, with emphasis on the externaloseshich saw both exports and
imports growing at high rates. But even so, domedémand was still the only positive

contributor to income growth, and net export wagatige and getting worse.

India’s transition in this decade was still somewhantative and sporadic, and the
economy was yet to open up. The observed dominaihdemestic demand in the growth

process therefore was not unexpected.

In the most recent decade analysed by the ADBd#uwade of 1993 — 2003, China had
emerged as an economy that had established sirsgwith the rest of the world, both in
its trade and investment, and net export had beawmh@nly positive, but an increasing

contributor to its income growth.

India took major policy reform initiatives in 199including opening up its economy,
following a short-lived economic crisis, and thepmoving - although still negative - net
export situation noted in the Table is a reflectadrthese policies. The period since 2003
has seen India’s savings, investment and expa@tatsfaster rates than in the preceding
periods, as observed earlier. India’s income growdile still domestic demand
dominated, has been undergoing two significant gbanin recent years: domestic
expenditure becoming more broad-based, with investraccounting for a larger share
than before, and exports rising at faster rates$.vdth India’s trade and current account
balances in a state of perpetual deficit, and ingpesing at faster rates than exports, any

positive contribution from the external sector é to materialise.

5. Sectoral Growth and the Supply side Influences

An extensive literature exists on the relative eeaand growth patterns of the major
sectors, viz. agriculture, industry and servicesf China and India (see for example
Srinivasan 2002 and 2006); Jha 2007; Virmani 20d Bosworth and Collins 2007). In

what follows therefore, we cover this aspect onlgfty, and then decompose the observed

growth of GDP, and of the three major sectors eftifo economies.

As Table 2 above reports, and Figures 1a and filctdé¢he shares and the growth rates of

the three major sectors of the Chinese and themneéconomies have been very different
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over the period covered, viz. 1990-2006. As obskeazlier, the usual pattern of evolution
of an economy as it develops is to experience &ngem the output share of its primary
sector, and an increase in that of the industestos, and then, as it becomes more
affluent, in its service sector. Employment in theee sectors also usually follows a similar
pattern. Recent research in the area (Inman 1988gsamut, et al 2001) however has
found that, with growing affluence, it is the shafeservices that increases more in terms
of output and employment, with a decline in agtierd’s share and modest increases in the
share of industry. The experience of India and €haver the period of their faster
economic growth has been different in several w&ysst, while the output share of
agriculture has declined in both countries, thé fals been faster in China; secondly,
employment share of agriculture in India is muaghler at around 57% of the labour force
than China’s 47% (Bosworth and Collins 2007); wihile performance of India’s service
sector has in many ways been quite spectaculasinot contributed much to employment
growth. This aspect of the Indian service sectaoisched upon a bit more later in the

article.

Turning to the relative shares of industry in tlwe countries, China has been significantly
ahead of India with 47% of GDP, in value added tgragainst India’s 28% in 2005/06.
Employment in India’s organised industrial sec®taw at around 7 percent of the labour
force, and has been in steady decline since tHg 2880s. (Jha and Negre 2006). The
employment share of non-agricultural manufacturingindia is around 22% which
contrasts with around 44% in China ((Bottelier 200@dustrial growth too has been slow
in India. More seriously perhaps, the absolute rnermbf workers employed in the
organised manufacturing sectors had declined fisnpeak of 6.79 million in 1995 to 6
million by 2003 (World Bank, World Development Iodiors 2006, p.216)

The shares of the service sector of China and Ihdiee also changed in different ways.
The growth rate of the service sector over the ded®90 — 2000 was 10.2% for China
and 8.0% for India; over the next five years, 2602005, the rates changed to 10% and
8.5% respectively. Because of the decline in therestof the agricultural sector in both
countries, GDP growth has come to be sourced nrora the other two sectors. In the
Indian case, however, industry share of GDP hachieed stagnant at under 30%. There
has been a surge in industrial growth in 2006-@1 this seems to have slowed by the end
of 2007 (The Times of India, 12 February 2008).rahion the other hand, has had a larger
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industrial sector, and it has grown steadily, espectacularly, over the period 1991 -2006.
The share of China’s service sector too has groven the period, and its growth rate has
been faster than India’s except in the year 2008-72(incompletely reported in table 2).

The GDP share of the sector however is signifigesitialler for China.

6. Analysing Aggregate and Sectoral Growth Performance

6a. Factor-use and Factor Productivities

So, where has the observed growth come from? Anceuy grows by employing more
factors like capital and labour, and by achievirfficency gains, captured as factor
productivity. Therefore, by using growth in lab@mployment and output per worker it is
possible to decompose observed growth. Going on thecompute how much of the
observed growth in output per worker came fromuke of physical capital per worker,
and how much of it from factor productivity, onencguantify the relative contributions of

the two major ingredients of GDP growth.

Table 4 presents the information on these statisticthe total output of the two countries
for the period 1993 — 2004. Although several stsidfeee Virmani 2002; Srinivasan 2005;
Jorgenson and Vu 2005, for example) have examimed performance of the two

economies over earlier periods, the main reasowtoosing this period here is that it was
in the 1990s that India launched its major refomagpamme, following the “economic

crisis” of 1991, while China continued with its oweforms begun earlier. The impact of
these reforms on a major macroeconomic aggregatethe GDP of the two economies,

should therefore have particular relevance.

The results, based on the recent and revised gsm&Bosworth and Collins, cited under
the Table, show that labour employment growth couted more to India’s GDP growth
than it did to China’s; while it was the oppositéhvoutput per worker- China showing
higher contribution from labour productivity. Theext logical step of course is to
decompose the labour productivity growth by examgrihow much physical capital used
by labour contributed to the output growth, and hmuach an improvement in the overall
efficiency of production, i.e. total factor prodwatly (TFP), did. The results, reported in
bottom part of Table 4, clearly show that the cbuttions of both physical capital and TFP
growth are higher for China and than they areidid.

12



India’s greater reliance on labour employment redatto China’s appears to be in line with
the demographic trends of the two countries. Irsdi@brking age population, at 60% of
total population in 2005, is projected rise to 60962050, and the dependency ratio (ratio
of working to non-working populations) to fall fro6¥% to 64% (UN 2006, Table VI1.10).

China’s working age population, at 67% of total plapion, by contrast, is projected to fall

to 53.3% by 2050, and the dependency ratio toshseply from 57% to 88%. These trends
would suggest that China will need to learn to ites on increasing labour employment
than would India to contribute to its growth prageshe evidence cited in Table 4 would

indicate that this is already happening.

Going on now to the decomposition of the observeavth of the three broad sectors viz.
agriculture, industry and services, the followingservations based on the findings
reported in Table 5 are pertinent: first, Chinaieetd faster output growth in all three
sectors than India; secondly, its growth was salrogore from improved labour

productivity, and less from labour employment irttbagriculture and industry, but labour
employment in the service sector was higher, ang Significantly lower than India’s.

India’s performance in agriculture was particulgstyor in all respects relative to China’s;
in respect of labour productivity and TFP its growates were less than one-third of
China’s. It is only in the service sector thati&isl performance compares favourably with
China’s. India achieved high growth in this sectdgth less additional labour and less

capital per worker than did China.

5b. India’s Service Sector Performance: A Closenk.o

There is considerable interest in the contempadamelopment literature in the role of the
service sector in the development process (Bhagh@®4; Echevarria 1997; Hansda
(2002) and Kongsamut 2001, for example), and atstndia’s notable success in this
sector. We discuss briefly some of the issuesfacirs in the debate about the service
sector generally, but relating it to India’s perfance in the sector.

One explanation for the observed spurt in Indiaiwvise sector growth is that, as per capita
income and the level of affluence grows with ecomodevelopment, the demand for

services grows faster than the demand for comnesditecause the income elasticity of
demand for services is greater than one. Hansd® J2&timates for example that the share

of services in India’s private final consumptionshgrown nearly three times between
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1950/51 and 1999/2000. This is a demand side infleeon the growth of services. A
second, supply-side, explanation runs in terms ludtvBhagwati called “splintering”. This

refers to the observed tendency on the part ofsin@l firms, as an economy grows and
becomes more sophisticated, to outsource many agec services, such as legal
accounting and security services, to specialispkens outside the firms. An frequently
used external sector based explanation is tha¢ased integration with the world economy
tends to attract offshore service providers to tedhemselves in low-cost developing
economies. The call-centre and data processingitaegithat have come to locate in many

developing countries, including India, appear twlsupport to this explanation.

One rather curious aspect of India’s success irséneice-oriented activities is its limited
impact on employment generation, and also its éichilependence on of gross capital
formation Despite its rapid growth over the decadethe 1990s, the service sector
employed proportionately fewer labour - 23.5%in 92900, down from 24.4 in 1990/91 -
and less gross capital formation 39.6% down fron2%il- by the end of the decade. The
growth, as observed earlier, came largely from owpd labour and total factor
productivity. One possible reason for this couldtbat growth in this sector has been
concentrated in the areas of service that are rskileintensive, and less capital or

unskilled labour intensive (Gordon and Gupta 2003).

6. Where Are The Two Giants Headed?

6a. The Growth Ingredients and their Future

Given the rapid growth and significant transformatof China and India in a relatively
short period, the question naturally arises ashé&ftiture prospects of these economies.
Can they continue along the fast-growth path, aadsform themselves into high-income
economies, or will their growth slow down? We exaenbriefly some factors and forces

that might help us understand the issues thawthecountries must address.

The importance of labour supply, capital formatiand technological progress in the
growth process is well understood. This article baamined in detail what the role of
these factors has been in the evolution of the é&@onomies in recent years. It was
observed in this connection that China faces tlsp®ct of declining labour supply and a

rising demographic dependency ratio. China’s grodis been underpinned by high
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industrial growth and high net export growth. Tsstsin the former against the backdrop
of a declining active population, China will needttansfer labour from the other sectors
such as the primary (including agriculture) and s$hevice sectors. Since almost a half of
China’s labour force is still in agriculture, antietGDP share of it is declining, such a
scenario would seem at least feasible. Howeverh stamsfers are neither costless nor
instantaneous. Re-training agricultural labour diting them into industrial, usually

urban, jobs would involve investment. In any casescenario of labour shortage always

involves rising real wage which, in turn, could adsely affect industrial competitiveness.

India’s demographic prospects are more favourabliésgpopulation will continue to grow
in a manner that will keep the economically actateour force rising even around 2050.
This has sometimes been referred to as India’s Ufadpn dividend”. Around 60% of
India’s labour force is employed in agriculture amthted activities, as observed earlier.
The industrial sector of the Indian economy is $enaénd has grown at a slower rate, than
China’s. It has not therefore absorbed the Indigtsving labour supply; neither has the
faster growing and large service sector of theandiconomy. Both of these sectors would
need to grow in a manner that uses labour, bgtiibt easy to prescribe how that can be
achieved. The much talked-about greening of Incgpaisulation therefore is a major policy

challenge facing India in the years to come.

Turning to the prospects of capital availabilitythre two countries, it has already been
observed that China has been more successful tidia both in generating domestic
savings, and attracting foreign direct investmendeed, China’s growth has been
sustained largely by domestic investment and nporxgrowth. With rising affluence

levels, marginal domestic consumption is likelyrige, putting pressure on savings and
therefore domestic-sourced investment. Especialityy an ageing population (the median
age of the Chinese population is about 33 yearsyest in India), it would be more

difficult to encourage postponing consumption toegate additional savings. China’s
heavy reliance on inward FDI has been a notabkeifeaof its fast growth process. Much
of such investment has however been from Chinaigeldiaspora who have been investing
in foreign investment (FIE) type businesses thatwarable to raise finance domestically.
These investments have financed ‘contract prodocta behalf of the foreign investors.

There is also increasing international competifionavailable FDI, and the prospects of
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risk-adjusted return in destinations other thann@hvould determine how much of such

investments continue heading China’s way.

India’s performance in respect of both domesticirggss and investment has been a lot
poorer relative to China’s, as observed earlierlatd, however, there have been marked
improvements in both of these, as has also beategpearlier. To sustain GDP growth
rates of 8 -10%, as talked about by policymakesslikely to require the national
investment rate to be higher than the currenta&®41% which itself might prove difficult
to sustain. India has been in an unusual positidremg a net capital exporter in the years
2003/04 and 2004/05, as Indian businesses takdéfshpoe investment opportunities. From
the point of view of employment generation, the enafrawback of the India’s
development process, it may be argued, has beerstdgmation of India’'s organised
manufacturing sector discussed earlier. It is ¢hiy sector that has the potential to absorb
the rising number of relatively unskilled laboumticharacterise the economy. Without
significant investment in this sector, faster giowton’'t materialise. The Bosworth and
Collins study concludes that current rates of ehpaiccumulation can support a GDP

growth rate of near 7%.

Technological progress has always been a majoedignt of economic growth. The nexus
between growth and technological progress is awag-one. Both India and China have
experienced improved contribution from technologs reflected in their labour
productivity and TFP performance records reportdier. China’s achievement however
has been more in the industrial sector, while I'sdiathe service sector. Over the period
1993-2004, China achieved nearly 10% increase dudtrial output per worker by
significantly improving the contributions of bothareased capital per worker and TFP.
India’s notable success in the service sector whgeed with a modest increase in the
contribution of capital per worker, and a significamprovement in TFP, as detailed Table
5. A somewhat crude measure of the efficiency pitahuse in production processes at the
aggregate level is the incremental capital-outpdiby i.e. the ratio of additional capital
investment to the increase in GDP. This ratio isrently 4 for China and 3 for India
(Bardhan 2006, p.9), indicating a more efficiene wd$ capital by India. Both economies

would need to enhance their technological cap#éslib sustain their growth at high rates.

Among the other factors that affect a country' svgio performance are the extent and

quality of its physical infrastructure, such asdsatransport and communication, power
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supply and so forth; and societal infrastructurensas education, health and the legal and
administrative institutions. India’s physical indteucture is significantly behind China’s in
every respect; in education and health too Chirmdchieved more than India. India’s
democratic political system may make its legal fearark somewhat more transparent than
China’s and that, in turn, might make for bettestpction of property rights in India than
in China. But entrenched corruption at all levelskenthe societal institutions less effective
in India. China too has a major corruption problé¢nat affects its growth process

adversely.
6b. Can India Ever Catch up?

An interesting question in regard to the recentvgincof these two most populous countries
must be whether their per capita GDPs can convergee foreseeable future? By its very
nature, of course, the answer to the question augely be speculative. China has the
advantage of its early start (1978) in respectcohemic reform, and therefore already at a
higher level of per capita income when India embdrkn its major reform programme in
1991. This higher base has then progressed withehignnual growth rates; so the
compounding mechanism has made China gain even grotad in the “race”. Where
each country will be at any particular point in tiiture will depend on many variables,
among them would be the growth rates of inputs lgkeur and capital; TFP growth and
catch-up, and the diffusion patterns of technoldgm developed to the developing
countries. One study (Guest and McDonald 2007)tkatdone this, with various assumed
scenarios with regard to the factors just mentipr@djects China’s GDP to overtake
North America’s in 2022 and Europe’s in 2027, andid’s in 2042 and 2043 respectively.
With India’s population projected to rise well intiois century, it looks distinctly unlikely

that India will catch up with, let alone surpaskijr@ in the foreseeable future.

7. How Do the Giants Measure up in terms of the Wellbeing of their Peoples?

The ultimate aim of economic development is to iower the living standards and the
general wellbeing of people. So, with the rapidvgtothat China and India have achieved
over recent years — China longer than India — haweththe wellbeing of their respective

populations been affected?
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The answer to this question must of necessity bii-dimensional. To gain some idea of
the state of wellbeing of the peoples of these twontries, we examine some selected
aspects of their lives in line with the ideas of #illennium Development Goals (MDG)
set out in the UN Millennium Declaration of 2000helf MDG set includes 8 goals, 18
target and 40 indicators which are to be used desasprogress in world development over
the period 2000-2015 (UN 2000, 2005)

The Asian Development Bankwvw.adb.org/indiawww.adb.org/pr¥ has used four of the

goals as indicators of where China and India ctiyreare. The four goals are: (i). percent
of population living on less than $1 a day; (ii)rgent of population living below the
national poverty line; (iiij) under 5 mortality rapeer 1000 live births, and (iv) percent of

population with access to safe water.

China’s score in three out of the four areas ateeb#han India’s. Only 8% of the Chinese
population live on less than $1 a day (2006), asret) 30% of Indians (2003); the figures
for indicator (ii) are 2.3% (2006) for China, an8.2% for India (2005); for indicator (iii)
China’s 27 compares with India’'s 74 (both 2005)d dor indicator (iv) China’'s 77
compares with India’s 86 (both 2004).

Both China and India are poor developing countie,both have been seeking to achieve
reduction in their poverty levels. China’s sucdesthis respect has been significantly more
successful than India’s. If the poverty level is ae(ppp adjusted) $1 a day, the number of
poor people in China has dropped steadily from&84on in 1981 to 308 million in 1987
and 212 million in 2001; India’s figures for tharsa years are 382 million, 370 million and

359 million respectively (Chen and Ravallion 2004).

If the poverty line is set at $2 dollars a day, thenber of poor in China has fallen again
from 876 million to 731 million and 594 million ithe three selected years; the comparable
figures for India are 631 million, 697 million, a@26 million in the three selected years —
a large increase in the number! Indians are sedyngagting out of abject poverty, but into

slightly less abject poverty.

Indian policymakers have long used calory deficens a measure of ‘deprivation’, or
poverty, amongst its population. The inability toh@ve a minimum per capita daily

calorie intake of 2,400 in the rural areas, andO@,In the urban is considered as
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deprivation. Using this norm, the World Bank (20@&&timated that 62% of the Indian
population suffered deprivation in 1990, 53% in @0&nd expected that this figure will fall
to 31% by 2015. Other studies (Patnaik, cited i@ dhd Negre 2007) however suggest a

much higher, and rising, level of deprivation.

It is sobering to accept that, with all the encgurg signs of India’s improved economic
performance over recent years as elaborated irathcde, India continues to be the largest
single source of dire poverty in the world. The éféga of economic development are
clearly yet to reach the vast number of very poeogle in India, and a smaller, but

significant number, of poor people in China.

The UN Development Programme has, since 1990, bemg the Human Development
Index to rank countries according to their perfonge in three key indicators of
development, viz. health, education and averageniiec each measured in a consistent
manner. The latest figures (2007) show India’s yanit of the 177 countries, pretty low at
128, two positions lower than a year ago. Chinathenother hand, is placed much higher
at 81. This difference signifies that the Chinesr,average, are healthier, with better

educational opportunities and higher living staddhan the Indians, on average.

7. Concluding Observations

The article has examined a large number of isselasing to the growth and development
patterns of the world’s two most populous timeseioent times. The findings help explain
the factors and forces that have shaped the twotiges’ economic performance. There are
some obvious lessons to be learnt from the expmegeaf China and India both by the two

countries themselves and by other developing castr

There are many issues the article has not addrassd#das for example the impact on the
world’s resources, particularly non-renewable reses, as the two large economies keep
absorbing larger proportions of them. Likewise, i the likely consequences of these
two giant economies’ rapid development on the werlphysical, social and cultural
environments? The present geo-political configoratof the world must also alter to

accommodate the two Asian countries in the inteystorld peace and harmony.
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Table1: The Two Asian Giants: A Broad Profile

China India
Population (2006) 1.3b 1.1b
Pop. growth rate (2004-2006) 0.59 1.38
GDP PPP (2006) US$10 trillion $4.04 trillion
GDP per capita US$7593 $3,700
GDP share by sector (%)
Agriculture 12 17
Industry 47 28
Service 41 55
Labour force size 798 m. 509 m.
Sector share of employment
Agriculture 45% 60%
Industry 24% 12%
Service 31% 28%
Trade share of GDP (2006) 65% 45%
Adult Literacy 91% 61%
Percent of population living on < US$1 a day 80@&0 31 (2003)
Income share of top decile to bottom 18.4 7.3

Sources: World Development Indicators 2007, Wodd B

Table2:
The Growth Experience of the China and India: The Broad Sectorsand Real GDP

Average Annual Growth %
China India
GDP Agriculture Industry Servicgs GDP Agriculturéndustry Services
1990-2000 10.4 4.1 13.7 10.2 6 3 6.3 8
2000-2005 9.6 3.9 10.9 10 7 3.9 7.5 8.5
2006-
07(Q2) 11.5 4 13.6 10.6 9.4 2.7 11 11
GDP Shares (Value added as% of GDP)
China India
GDP Agriculture Industry Services GDP Agriculturéndustry Services
1991 100 22 44 34 100 33 27 40
2000 100 15 45 40 100 18 27 55
2006 100 12 47 41 100 17 28 55

Source: Calculated from The World Development Indicatomrigus issues), World Bank

20



Table3

Period PRC India
1973 - 83 DD increasing, DD increasing,
NE negative and NE negative and
deteriorating deteriorating
1983 - 93 DD increasing, DD increasing,
NE negative and NE negative and
deteriorating deteriorating
1993-2003 DD increasing, DD increasing,

NE positive and

increasing

NE negative and
improving

ADB:http://www.

Source: Asian Development Outlook 2005,

adb.org/Documents/Books/ADO/200501&204 .asp

Table 4: Decomposition of Observed GDP Growth 1993 -2004 (% points)

Output Employment Output per worker
China 9.7 1.2 8.5
India 6.5 1.9 4.6

Sour ces of Output Growth per Worker 1993 -2004 (% points)

Physical capital

Factor productivity

China
India

4.2
1.8

4.0
2.3

Table 5: Decomposition of Growth by Major Sectors1993- 2004 (Annual

per centage change)
Output Employment Output per worker

Agriculture

China 3.7 -0.6 4.3

India 2.2 0.7 1.5
Industry

China 11.0 1.2 9.8

India 6.7 3.6 3.1
Services

China 9.8 4.7 5.1

India 9.1 3.7 5.4

Sour ces of Output Growth per Worker 1993 -2004

Physical Capital Factor Productivity

Agriculture

China 2.1 1.8

India 0.7 0.5
Industry

China 3.2 6.2

India 1.7 1.1
Services

China 3.9 0.9

India 1.1 3.9

Source: Adapted from Bosworth and Collins, Accowgnfor Growth:
Comparing China and India, 2007, NBERrkify Paper No 12943, 2007.

21



Figurela: Average Annual Growth %
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