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WHY HAS CHINA SUCCEEDED?
DOES CHINA'S SUCCESS CONTRADICT
ACEMOGLU AND ROBINSON'’S THESIS

IN "WHY NATIONS FAIL?”

Bahri Yilmaz

Executive Summary

The main purpose of the research work is to
discover whether or not the arguments presented
by Daron Acemogdlu (MIT) and James R. Robinson
(Harvard) in their book Why Nations Fail' are also
reliable and applicable to the case of China’s
economic development. To be more precise,
it will be determined whether research results
indicating the relations between institutions
and economic growth covering many countries
are also applicable or contradictory to China’s
economic development. The determining factors
of the Chinese economic miracle and political and
economic challenges that the country has been
facing since 1978 will be identified in order to
determine how these factors have led to China’s
economic success.

“Let China sleep, for when China wakes,
she will shake the world.”

Napoleon Bonaparte?

Introduction

The World Bank concurs that from the early
1500s until the early 1800s, China’s economy was
the world’s largest. However, by 1820, it was only
one-fifth as big as the European economy and
accounted for one-third of world gross domestic
product (GDP).2 The next two centuries were filled
with political and economic turbulence for China.*
The country experienced a catastrophic decline
between 1820 and 1976, including the century of
“national humiliation” that began in 1840, the anti-
Japanese war, the Great Leap Forward, the Cultural
Revolution, the Gang Four, and finally the Open
Door Policy.
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WHY HAS CHINA SUCCEEDED?

After Mao’s death in 1976, Deng Xiaoping came
to power for the third time in 1978 and ushered
in @ new era where China started to implement
its “Grand Strategy” for becoming a recognized
player regionally and internationally. The Grand
Strategy, which is largely based on the goal of
internal modernization, aimed to develop the
country’s economy without disturbing its internal
political structure, namely the Communist party’s
monopoly on power.®

In order to implement this Grand Strategy, later in
1978 at the 11* meeting of the Central Committee
of the Communist Party of China, Deng Xiaoping
stated that the regime would focus on economic
development rather than ideology. Deng said of the
change, “It does not matter whether the cat is black
or white. What matters is that it catches the rat.”®

Today, China is without a doubt the chief rising
power of the 21t century. By any standard, China’s
economic performance over the last four decades
has been impressive. The country has transformed
from a rural, agricultural society to an urban,
industrial one and from a communist to a market-
based economy with global orientation.

China is once again among the world’s largest
economies, having overtaken Japan in 2010. Its
economy is now second only to that of the United
States (third, if the European Union (EU) is counted
as one economy), and it is the world’s largest
manufacturer and exporter. China’s total foreign
exchange reserve was approximately 3.2 trillion
USD’ in March 2018. This is three times greater
than the total of the 28 countries comprising
the Eurozone. China is also the world’s largest
exporter, accounting for over 13% of the world’s
total exports.? Estimates show that China will have
the largest economy in the world by 2050.°

Chinaisinastage ofrapidchange and modernization
and has achieved incredible results in a short
period. China’s annual growth rate over the last four
decades has been 10% on average. Thisisamong the
largest recorded growth rates in economic history.
At the same time, 500 million Chinese citizens were
able to rise above the world poverty threshold. The
ratio of exports in gross national product rose to
70%. This success was visibly displayed during the
Beijing Olympics in summer 2008.° It is also visible
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in Chinese cities. If you visit Shanghai today, you
will see a glimpse of the 22" century.

In short, China is the fastest-growing country in the
world, has the largest manufacturing industry, and
is the second largest consumer. It is an economic
miracle.

In order to better understand this economic miracle
within contemporary economic thinking, the
main purpose of the research work is to discover
whether or not the arguments presented by Daron
Acemoglu and James R. Robinson in their book
Why Nations Fail" are also reliable and applicable
to the case of China’s economic development. To
be more precise, it will be determined whether
research results indicating the relations between
institutions and economic growth covering many
countries are also applicable or contradictory to
China’s economic development. The determining
factors of the Chinese economic miracle and
political and economic challenges that the country
has been facing since 1978 will be identified in
order to determine how these factors have led to
China’s economic success.

Theoretical Discussion

There is an intensive and interesting ongoing
academic discussion about the relations between
institutions and development based on two major
views, the Grand Transition (GT) and the Primacy
of Institutions (Pol), both of which research the
correlation between institutions, democracy,
and economic growth. One of the most basic
and crucial guestions put forth by researchers is
whether higher quality growth can be achieved
under authoritarian regimes such as East Asian
countries or under democracies.”?

Two Views: 3

Grand Transition (GT)

According to Simon Kuznets (1901-1985), the
progress of economic and political institutions is
parallel to economic development. For example,
industrialization leads to the emergence of labor
unions. Similarly, the growth of financial institutions



is stunted if there is no market economy. Paldam
and Gundlach underline that central to GT is
the idea that development causes all changes,
including institutional change. When production
rises, societies become more complex due to a
higher division of labor.

More complexity increases the incentives for
physical and human factor accumulation. The
demand for capital and skills rises, so investment
and education go up at all levels. This changes
both the supply and the demand for institutions
in many ways. With rising production and
specialization, trade must go up, and this results in
increased openness. With higher production, more
transactions per unit of time occur, so the increasing
opportunity cost of time provides incentives for
transactions to become more effective.

Primacy of Institutions (Pol)

As stated by Acemoglu/Robinson and Douglass
C. North (1920-2015) the Pol view begins in the
opposite direction of causality: political power is
determined by political institutions and indirectly
by economic institutions. Consequently, political
institutions become the key observed causal
variable. In other words, they argued that the
foundation of economic development is the
establishment of economicand political institutions.
According to this view, for example, labor unions
and financial institutions must be established first
to pave the way for economic development.

Thus, Pol dominates if political institutions are a
strong factor explaining the level of development
and the level of production (income).

Acemoglu and Robinson’s Argument:
China Is Going the Wrong Way

China is portrayed in the book Why Nations Fail
as being on the wrong side of history, pursuing
“authoritarian growth.” The book argues that
growth through extractive political institutions
such as China will not bring sustained growth
and are likely to run out of steam. Acemoglu and
Robinson think China will hit a growth ceiling
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before reform happens, with unforeseeable but
chaotic consequences.

The authors argue that, “...current Chinese growth
has nothing to do with Chinese values or changes
in Chinese values or changes in Chinese culture; it
results from a process of economic transformation
unleashed by the reform implemented by Deng
Xiaoping and his allies...”™

The authors give the impression that the
implementation of American values and the so-
called “strategy of primacy of institutions” in
developing countries will create a more positive
impact on economic development in the long term.

Today in China, the Communist Party governs and
regulates the present economic system, where the
market economy is shaped under the administration
of the state. In other words, China has committed
to a method of its own, one that is outside the
“Washington  Consensus”: the conventional
economic and political methods recommended by
neo-classical economists to developing countries.”®

While assessing Acemodlu and Robinson’s work,
the question that begs an answer is this: what are
the defining factors behind China’s extraordinary
performance? Will these factors sustain Chinese
economic growth in the long term?

In order to answer these questions, first, an analysis
of the factors behind China’s economic achievement
is conducted. Then, how these economic and
social issues contributed to such rapid economic
development in China will be discussed.

What Are the Determining Factors
behind China’s Economic Success?

China, similar to Japan and South Korea, has
initiated economic development plans by enforcing
two important reforms led by the state: agricultural
reform and educational reform.® Furthermore,
it has implemented a two-pronged strategy for
development. First, China builds its own industries
and protects them from foreign competition for
a limited period. Afterwards, it employs export-
focused industrialization strategies to open
industries to international competition. Similar
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to patterns observed according to POIl, the
transition to democracy occurs after the majority
of the development process is complete. When the
development phase is complete, it is possible that

China will start to transition to democracy.

Fundamental development strategies implemented
in China were initially based on five main pillars: (1)
state-led economic development (state capitalism)
under authoritarian rulers; (2) distribution of land
owned by the state among peasants (land reforms);"”
(3) educational reforms aiming to contribute to
economic construction, progress in science, and
social development; (4) world market-oriented
(export-led) development strategy; (5) producing
for export markets and investing abroad rather than
producing and investing for the domestic market.
These policies brought large dividends for China,
bringing huge investments matched by high savings
rates and capital inflow from the Chinese Diaspora;
importing advanced technologies and managerial
expertise; opening the international market for
China’s goods and services; and boosting China’s

internal economic reform.

The reasons for this economic policy may be
twofold: Firstly, instead of borrowing from other
countries to invest in the domestic market, China
preferred to raise the source of loanable funds and
official reserves held by the Central Bank through
its export revenues. Second, China accumulated

emergency and security funds for “rainy days.”

The World Bank report has underlined the following
reform policies that have made a large contribution
to the rapid economic development of China
under the rule of the Chinese Communist Party
since 1978%; (i) pragmatic and effective market-
oriented reforms; (ii) balancing growth with social
and macroeconomic stability; (iii) interregional
competition; (iv) domestic market integration; (v)

steady integration with the global economy.
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Successful Economic Development
under Authoritarian Regimes

“In the infancy of societies, the chiefs of the
state shape its institutions; later the institutions
shape the chiefs of state.”

Baron de Montesquieu™

In their analysis of China, it seems to be obvious
that Acemodlu and Robinson underestimate the
principles of “modernization theory,”?® which
argues that “economic development tends to be
followed by political liberalization.” Sometimes a
strong leader can make the right choices to help a
country grow. According to modernization theory,
there is a good chance authoritarian policies will
evolve to have more policies that are “inclusive.”
Although the leader is usually authoritarian in
these situations, the state is respected among
the public and has a directing attitude. The Meiji
Revolution from 1867-68 in Japan as well as similar
revolutions in South Korea, Singapore, and Taiwan
are examples of where similar patterns have been
observed. Francis Fukuyama notes, “Singapore
under Prime Minister Lee Kuan Yew developed
a model of what might be called a “soft” or
paternalistic form of authoritarianism, which
combined capitalism with an authoritarian political
system that suppressed freedom of speech and
political dissent while intervening, often intrusively,
in its citizens’ personal lives.”?

The developments that beganin Japanand expanded
to South Korea, Singapore, and China were state-led
reforms carried out by highly qualified officials. In the
case of Japan, reforms began under the authoritarian
regime during the Meiji Revolution of 1867/68 and
continued until the end of World War Il. In other
cases, General and President of South Korea Park
Chung-hee (1917-1979), educated in military school
in Japan, was the president of South Korea from
1963 to 1979.2 Deng Xiaoping and his successors
led the Communist Party in China.?® Singapore’s
unforgettable authoritarian leader, Cambridge-
graduate Lee Kuan Yew,?* was no different.?> Leaders
in these countries have recognized that the most
significant strategy for economic development was
firstly the need for land reform given the initiatives in
agriculture and property rights to farmers. Secondly,
they decided that the integration of their countries in



the word market is a key and essential task. Thirdly,
in order to compete in the international market the
education systems must be reformed and adjusted
to the level of advanced countries.

The Importance of Cultural Values

Various theses have been asserted to explain
the successful models of Far Eastern countries.
One of the two most significant thesis is Karl
Marx’s argument that the substructure defines
the superstructure. In other words, what creates
the ideology and the ethical substructure is the
reflection of materialistic circumstances, primarily
economic conditions.?¢

The second thesis, from the famous German
sociologist Max Weber, argues the contrary.
According to Weber in his essays Protestant Ethic
and Spirit of Capitalism, the superstructure defines
the substructure. In short, a certain national social
ethic is found in every nation, and if the economic
structure and social ethics do not converge, a new
economic structure cannot emerge in that society.
As aresult, it is inevitable that an economic system
that is congruous with the existing ethics in the
society will emerge. To illustrate his argument,
Weber studied the prominent faiths of the world
and investigated their contributions to economic
development.?”

Michio Morishima has explained the causes behind
Japan’s success with the help of Weber’s thesis
in his book titled Why Has Japan Succeeded.?®
He attempted to propose the relation between
Confucianism and Japan’s economic success as
one of the key causes of the Japanese miracle.

It is important to project the role that Confucianism
is expected to play in China in the future. Scholars
have asked what ideology would fill the vacuum now
that the Marxist-Leninist ideology adopted by Mao
Zedong in 1949 is fleeting from politics, economics,
and security relations.?® The pragmatic expectation
is that the void may be filled with Confucianism, and
that this is the most suitable ideology for China. The
establishment of many “Confucian” educational
institutions in China recently is a case in point both
in China and around the world.3°
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Confucianism and Economic
Development

Western civilization was late in realizing that
China does not have one cohesive faith system.
China has remained outside the influence of three
monotheistic religions (Christianity, Islam, and
Judaism) and does not observe the teachings
of a certain prophet. Instead, China largely
practices the teachings of Confucius. Except for
missionary activities to spread Buddhism, Islam,
and Christianity, China has not had significant
and widespread clashes of religious orders or
nationwide reformation attempts.

Confucius was a major influence for thinkers like
Voltaire, Kant, and Leibniz during the Enlightenment
era in Europe. It is worth noting that there were
599 studies on China published in Europe between
1700 and 1709. Kant argues that Confucius is the
“Socrates of China.”®

Some people regard Confucianism as a religion.
According to the renowned Chinese historian
Josef Needham, Confucianism is not a religion in
comparison to other monotheistic religions, but
it is a philosophy of life. Confucius is a mentor.
Confucian philosophy is based on harmony with
the circumstances rather than clashing with
them. In other words, it posits readiness to reach
agreement.

Confucian philosophy has three main pillars: 1.
Administration with integrity; 2. Education; 3.
Family. Public servants (the mandarin) are crucial
to administration. In order for them to rise in
government hierarchy, they must pass through
various tests. In Japan, South Korea, China, and
Singapore, the mandarins make themselves visible
in society with their appearance, professional
knowledge, and conduct. If these people want
to climb to the top of political parties, the
government, or corporations, they must have good
higher education degrees from reputable domestic
or foreign institutions.>> Two other fundamental
rules are based on the capability of people to be
educated and respect for social hierarchy. The
foundational elements of Confucian philosophy are
love for all human beings, justice, knowledge, and
loyalty to state and firms.33
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Confucius’ views on family see that the human
heart is good by nature, and the intrinsic closeness
within a family is the keystone of social morals.
Therefore, solidarity within the family and the
hierarchical, respectful positioning of generations
are the natural result of a love for humans. This
results in a healthy society that lives in solidarity
and in harmony with its environment. 34

The scholar of Confucianism Tu-Wei-ming makes
a distinction between “political Confucianism,”
which legitimates a hierarchical political system,
and the “Confucian personal ethic” in day-to-day
life. Tu argues that the more important legacy of
traditional Confucianism is “the personal ethic”
that regulates attitudes toward family, work ethics,
education, and other elements of daily life that
are valued in Chinese society, which make a great
contribution to economic success of China.®®

During my several visits to East Asian countries, |
was impressed by the levels of education attained
by public servants, especially in South Korea. This is
in part due to Confucian beliefs that the state must
be governed well, and the subjects must be treated
with respect and dignity. Meanwhile, the subjects
are expected to be loyal to their government and
to abide by the rules. Loyalty is not limited to the
state; it is an important rule between the employer
and the employee.3¢

Education®

Confucianism is probably the greatest influence
on Chinese education. In fact, education is high on
the agenda of all Far East Asian nations. In the Far
East, education and economic development are
intertwined.®® As Confucianism prioritizes educa-
tion, public education was established later in the
Han Dynasty in China. Not only could elites from
upper-class families study in Confucian schools,
ordinary men could also use education as a path
to become a gentleman.?® To become competitive,
China is focused on educating its youth and
selecting the brightest students for science
and technology.®® The number of universities
in China is rapidly rising and so is the number of
Chinese students studying overseas in the leading
universities of Europe and the United States. For
this reason, China will be at the forefront of scientific
research and education in the next thirty years.*
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A Comparison of Russian and Chinese
Development Strategies after the
Breakdown of Command Economies:
Two Different Development Strategies
and Two Different Outcomes

After the collapse of the Communist economic
system, the Chinese and Russian governments
adopted different policies to transition from
central and regulated economics to a unique
kind of market economy called “state capitalism.”
Russia and the majority of the former Eastern Bloc
countries implemented “shock therapy,” which
was recommended by multinational institutions
like the International Monetary Fund (IMF) and
World Bank (WB), to every country in crisis. The
establishment of the new order after the collapse of
the communist system began with political reforms
marked by perestroika and glasnost—political
reform and “openness” policies. Privatizing state
entities became a priority. The political, economic,
and social consequences of this strategy were
severe: mass unemployment, high inflation, capital
withdrawal and flight, collapse in currency rates,
and difficulty in paying debts.

In contrast, China adapted a pragmatic strategy,
which is reflected in Chinese wisdom: “crossing
the river by feeling stones.” China left the political
system intact and adopted a more realistic trial-and-
error approach. Drawing on the experience of other
nations, the country implemented a progressive
approach and began with agricultural, industrial,
and privatization reforms to transition from the
Communist economic system to a market economy.
Privatization targets separated businesses and
economic reforms into three categories—profitable,
salvageable, and unsalvageable—and the method
was more functional than the sale of all state-
owned enterprises.

Chinese Foreign Relations

Deng Xiaoping formulated his “24 character
strategy” for foreign policy with the aim: “be
good at maintaining a low profile, never claim
leadership.”#? As far as foreign policy is concerned,
Beijing has three basic objectives:*?



(1) Beijing expects partner countries to recognize
its “One China” policy.

(2) China advocates for the recognition of its
sovereignty and non-interference. It aims to reduce
outside pressure for internal reforms in order to
defend itself against accusations of human rights
violations and the repression of almost 20 million
Muslims living in the province of Xinjiang. It will
try not to be involved in any discussion of the
democratization process and human rights issues
in the region.

(3) Beijing recognizes U.S. security and military
interests and the U.S. role in the region. Even in
the case of the American invasion of Iraq, Beijing
hesitated to criticize Washington officially and
harshly. This shows that the Chinese government
is aware of the limits of its political capabilities;
the decision-makers in Beijing recognize its
dependency on the United States for the security
of oil transports from the Middle East to China.
China will avoid any military confrontation with the
United States for this reason.

From my discussions with Chinese students
abroad and young specialists, | understood that
the success of the last four decades has created
a rise in Chinese nationalism. The countries in
the region are worried that China may adopt an
expansionist policy like Japan had done prior to
World War ll—although China had never followed
an expansionary policy against its neighbors in the
past. Currently, China does not show many signs
of such an inclination. However, only time will tell
what China’s true ambitions are.*

Key Challenges: Unsolved Economic
and Social Problems

China’s rapid development has naturally led to
several important social and economic issues.
The population of China will reach 1.5 billion by
the mid-21st century. Although the majority of the
population resides in rural areas, rapid growth will
fuel urbanization, and the concentration of the
population in urban centers will make cities harder
to govern. By 2030, 70% of Chinese people will live
in cities, small towns, big cities, and mega cities.*®
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Another major problem for China is the disparity
in income and living standards between coastal
and landlocked regions. Currently, 700 million
people work in the agriculture sector in China.
However, experiences of development in various
countries throughout history show that the share
of agriculture production in GDP decreases, and
masses migrate to urban areas as development
increases. As the Chinese government is aware
of this hazard, it has recently accelerated the
construction of utilities, roads, and railroads in
underdeveloped regions. If the government can
spread economic welfare to the masses from the
east to the west, future social issues and uprisings
may be prevented.

Another issue is pollution and dependence on
imported energy. While the availability of cars
increases with industrialization, it also brings
increased levels of pollution and demand for
petroleum and natural gas. In order to meet its
energy needs, China has intensified trade relations
with Kazakhstan, Turkmenistan, and Somalia.

The next important point is the need for widespread
legal reform that will globalize the economy and
embrace the new system it brings. On the path to
becoming a superpower, it is inevitable that China
will adopt universal legal norms, particularly in the
international economic sphere. One more issue is
social security. China does not have a social security
mechanism as seen in Western countries. People
try to secure their futures by purchasing gold with
their savings or through familial solidarity.

Future Growth Potentials

“We know we have to play the game your way
now but in ten years we will set the rules!”

Chinese ambassador to the WTO during China’s
negotiations to enter the institution“®

The World Bank has designed medium-term
strategies for solving China’s economic problems
that will extend until 2030. More importantly,
these strategies focus on the “how,” not just the
“what.” Six important messages emerge from the
analysis:¥’

First, implement structural reforms to strengthen
the foundations for a market-based economy
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by redefining the role of government; reforming
and restructuring state enterprises and banks;
developing the private sector; promoting
competition; and deepening reforms in land, labor,
and financial markets.

Second, accelerate the pace of innovation
and create an open innovation system in which
competitive pressures encourage Chinese firms
to engage in product and process innovation not
only through their own research and development
but also by participating in global research and
development networks.

Third, seize the opportunity to “go green” through
a mix of market incentives, regulations, public
investments, industrial policy, and institutional
development.

Fourth, expand opportunities and promote social
security for all by facilitating equal access to jobs,
finance, quality social services, and portable social
security.

Fifth, strengthen the fiscal system by mobilizing
additional revenues and ensuringlocal governments
have adequate financing to meet heavy and rising
expenditure responsibilities.

Sixth, seek mutually beneficial relations with
the world by becoming a proactive stakeholder
in the global economy, actively using multilateral
institutions and frameworks, and shaping the
global governance agenda.*®

Will China Become a Democracy?

“... Maybe democracy and social peace lead to
growth, | certainly hope so. But growth may also
lead to democracy and social peace...”

Robert Solow, 20074°

In March 2018, China approved the removal of the
two-term limit on the presidency, allowing Xi Jinping
to remain president for life and elevating his status
to the level of the party’s founder, Chairman Mao.%°
The Economist describes the event “as a step from
autocracy to dictatorship and it is strong evidence
that the West’s 25-year bet on China has failed.”

When analyzing this decision, however, it is
important to keep in mind that China has never
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been a liberal democracy in its 4,000 years of
recorded history and has been continuously ruled by
emperors and authoritarian leaders under different
titles. Singapore’s former president Lee Kuan Yew
argues that China will never be a liberal democracy:

China is not going to be a liberal democracy;
if it did, it would collapse... To achieve the
modernization of China, her communist leaders
are prepared to try all and every method, except
for democracy with one person and one vote in
a multi-party system. Their two main reasons are
their belief that the Communist Party of China
must have a monopoly on power to ensure
stability; and their deep fear of instability in a
multiparty free-for-all, which would lead to a
loss of control by the center over the provinces,
with horrendous consequences, like the warlord
years of the 1920s and ‘30s.5?

Fukuyama argues that China’s long-term
authoritarianism may be the case; however, this has
no part in China’s interpretation of Confucianism,
which he persists /s compatible with democracy:

Confucianism is obviously compatible with
democracy due to three main reasons: First,
the examination systems implemented in
many Confucian societies as gateways into
higher-educational systems and bureaucracies
are significant paths to upward mobility that
reinforce the relatively egalitarian income
distributions that prevail throughout much
of Asia. Secondly, the Confucian emphasis on
education itself... in practice a society’s general
level of education has been an important
underpinning of democratic institutions.
Without a high level of literacy, people cannot
know about and therefore participate in
democratic debate; moreover, education tends
to make people wealthier and more concerned
with non-economic issues such as recognition
and political participation... Thirdly, systems,
Confucianism is relatively tolerant. In the
past, Confucianism has coexisted with other
religions, notably Buddhism and Christianity;
while Confucianism’s record of tolerance is not
perfect (witness the periodic persecutions of
Buddhists in China), it is arguably better than
that of either Islam or Christianity.?



Thus, with such mixed variables at hand—China’s
authoritarian history vs. its modern, democratic
religious beliefs—the question of whether or not
China can become a democracy remains an open
question.

Conclusion

Economists from time to time tend to forget that
economics is a social science dealing with human
behavior, having strong ties with history and
sociology in particular. Economists usually believe
that the abstract and mathematical economic
models they construct will yield the same results
everywhere, in every society. Precisely because
of this, it is difficult for economists to explain
China’s extraordinary economic success solely on
pure economic indicators without considering the
significance and influence of the country’s historical
and cultural heritage that spans four millennia.

Contrary to Acemoglu and Robinson’s thesis,
Chinese economic development starting from
1978 is largely based on Grand Transition Theory.
Thus, the roots of China’s economic development
are entirely different from what the authors have
suggested in their book. While China has given
priority to rapid economic growth without aiming
to establish instructive institutions in the beginning
of development process, these institutions came
about in the transition period. Overall, the states
of East Asia have been able to establish stable
economic and democratic institutions, which they
began to develop starting with Japan followed by
South Korea, Taiwan, Singapore, and today China.

Fukuyama argued that the Modernization Theory
for East Asian countries is confirmed.>* He states,
“The correlation between development and
democracy is nowhere better illustrated than in
Asia. The states of the region have established
stable democratic institutions roughly in the same
order in which they began to develop economically,
beginning with Japan and extending now to South
Korea (which held its first completely free elections
in 1992) and Taiwan (which also held free legislative
first presidential elections in 1996).”%°

As written in the China Reform Times,*® learning
from other countries’ positive and negative
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development experiences is a priority for China.
As Lee Kuan Yew underlined, “Chinese fear chaos
and will always err on the side of caution... The
Chinese people will be exposed to other systems,
cultures, and know other societies through travel,
through internet... One thing is for sure: the present
system will not remain unchanged for the next 50
years.””” In other words, Chinese administrators
will learn from others’ experiences and continue
on the path they have set. This means that China
will first complete its economic development
through abiding by Confucian principles and then
progressively transition to democracy.

Asthe former Chancellor of Germany Helmut Schmidt
argued, Western politicians “..must understand that
the economic, scientific and technological rise of
China is unstoppable, and come to terms with this as
a fact of life.”>® The only way to race against China is
to compete with it. Japan has succeeded in working
a similar miracle in the aftermath of World War I,
and this did not have any negative economic impact
on other countries. Japan, South Korea, Singapore,
Taiwan, and Hong Kong were successfully integrated
with the global economy. Why should China not
succeed on the same path? In this case, it is more
appropriate for European and American politicians
and scholars to respect the achievements of this
ancient nation and cooperate with Beijing on the
international level rather than consider this country
a threat to Western civilization.

The following lessons for developing countries might
be drawn from Chinese economic development
experiences. First, a key lesson from China’s
experience is the adoption of a pragmatic approach
to economic reforms and the establishment of a
well-performing market economy. Second, industrial
policy has to be at the heart of development policies
and strategies in developing countries. Third, trade
and the liberalization of commercial policies have
played a primary role in China’s growth success
and will in other developing countries. Fourth, the
implementation of radical land and educational
reforms are essential.

Finally, it can be argued that each country has its
own political, economic, and cultural structures and
environment. It must be generally acknowledged
that different countries have differences in regard
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to factors such as cultures, institutions, and
systems. Therefore, the economists dealing with
development theories are criticized for this method
of grouping countries together in their studies.

It would be the wrong attitude to rely on only one of
these economic theories to explain the success or
failure of nations. There is not only one development
strategy for developing nations. Therefore, each
country must decide on its development strategy
by learning from other nations’ experiences. As
the prominent author Max Frisch said, “We [the
Westerners] are not an ideal picture for China; our
decisions may not be a measure for their efforts.”>®
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APPENDIX

Key Indicators of China

|. Macroeconomic Indicators

Real GDP (% yoy) 6.7 6.6 6.5 6.5 6.3 6.3
Nominal GDP (% yoy) 8.0 7.7 7.8 7.9 7.9 8.0
Output Gap (% of GDP)* -0.3 -0.1 0 0 0 0
Inflation (%, yoy) 2.0 2.0 2.2 23 25 2.5
Fiscal Balance (% of GDP)*** 2.9 -3.0 -3.5 -3.5 -3.5 -3.5
Unemployment (%) 4.0 4.2 4.2 4.2 4.5 4.5
Savings (% of GDP) 44.0 43.9 43.1 424 41.6 41.0
Investment (% of GDP) 422 422 41.6 414 40.6 40.0
Public Fixed Capital Investment (% GDP) 16.4 14.9 14.3 13.4 12.9 122
Private Fixed Capital Investment (% GDP) 25.8 27.3 273 28.0 27.7 27.8
Total Fixed Capital Investment (% GDP) 422 422 41.6 414 40.6 40.0
Current Account Balance (% of GDP) 17 17 1.5 1.0 1.0 1.0

* A positive (negative) gap indicates an economy above (below) its potential.
** A positive (negative) balance indicates a fiscal surplus (deficit).
*** Indicators can be presented on a fiscal year basis, should they be unavailable for the calendar year.

Source: German Ministry of Finance, www.bundesfinanz.de

Basic Statistics of China, 2013
(Numbers in parentheses refer to the OECD)'

Land and People

Population (millions) 1,360.7 (1,261.6) Population density per km? 144.6 (34.8)
Under 15 (%) 16.4 (18.3) Life expectancy (years, 2012) 75.2 (80.2)
Over 65 (%) 9.7 (15.7) Men 73.9 (77.5)
Latest 5-year average growth (%) 0.5 (0.6) Women 76.5 (82.9)
Urbanisation rate 53.2 (79.8) Agricultural land (% of total, 2012) 54.8 (35.6)

GDP current prices (market exchange

rate, trillion USD) 9.5 (47.6) Value added shares (%)

GDP current prices (trillion CNY) 58.8 (292.8) Primary 10.0 (255)
|(_;;est 5 year average real GDP growth 8.9 (0.8) Industry including construction 439 (26.8)
GDP per capita (000 USD PPP) 123 (38.1) Services 46.1 (70.2)
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General Government

Expenditure (% of GDP) 374 (42.5) Net lending (% of GDP) -0.3 (-4.6)
Revenue (% of GDP) 371 (36.8)

External Accounts

Main exports (% of total merchandise

Exchange rate (RMB per USD) 6.15 n.a

exports)
PPP exchange rate (USA 1) 3.44 n.a Machinery and transport equipment 47.0 n.a
In per cent of GDP Miscellaneous manufacturing articles 263 na
Exports of goods and services 25.4 (28.7) Manufactured goods 16.3 n.a
Imports of goods and services 229 (28.8) Main imports (% of total merchandise

imports)
Current account balance 1.9 (-0.1) Machinery and transport equipment 36.4 n.a
Net international transfers -0.1 (-0.8) Mineral fuels, lubricants and related materials 161 n.a
Balance of income -0.5 (0.7) Crude materials, inedible except fuel 14.7 n.a

LABOUR MARKET, SKILLS AND INNOVATION

Employment rate (total population, %) 56.6 (44.2) Unemployment rate (urban) (%) 41 n.a

Tertiary educational attainment 25-64 year olds

Participation rate (total population %) 58.3 (48.0) (%2012)
6,

3.6 (31.5)

Gross domestic expenditure on R-D (% of

GDP, 2012) 22 (24)

ENVIRONMENT

Total primary energy supply per capita

2.1 4.2 Freshwater use (m?® per capita 407.2 831.2
(toe, 2012) (42) (m?® per capita) (8312)
Electricity production from renewables
P 20.0 (20.1) of which:
(%, 2012)
Fine particulate matter concentration
82.4 28.0 by agriculture (% of total use 64.6 31.7
(urban, PM10, ug/ms3, 2011) (28.0) Ve 06 ) G17)
CO, emissions from fuel combustion per
2 SIS ! L 61 ©7) by households (%of total use) 121 (24.9)
capita (tonnes, 2012)
by industry (% of total use) 23.2 (43.4)

SOCIETY

Education outcomes (PISA score in Shanghai,

Income inequality (Gini coefficient, 2011) 0.447 (0.308) 2012)
P headcount ratio at USD2 a d

overty headcoun el aday _— (1.0) Reading 570 (496)
(PPP) (% of population, 2010)
Share of women in parliament (%) 234 (26.7) Mathematics 613 (494)
Net official devel t assist: % of

et official development assistance (% o 00 (04) Science 580 (s01)

GNI, 2012)

Better life index: www.oecdbetterlifeindex.org
1 Source: OECD Economic Survey China, Paris 2015
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