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The Chinese Economic Experience, 1978 to Today

Nancy Qian*

One of the most striking phenomena
in the past three decades is China’s eco-
nomic liberalization and rapid growth.
This has directly affected the lives of its
1.3 billion people, not to mention the
millions living within the boundaries of
its trading partners. Thus, the Chinese
growth experience is of first-order impor-
tance for understanding today’s economy
and can provide useful insights for devel-
opment in other contexts. My research
uses a variety of empirical strategies to
study the underlying mechanisms of the
Chinese growth phenomenon.

The first theme of my research is
demographic change, which is one of
the most salient features of the Chinese
economy. Several striking facts include
the following: 1) total fertility declined
rapidly from approximately 2.7 births in
the 1970s to 1.9 births per woman by
the 1980s, 2) sex ratios at birth increased
from approximately 105 males per every
100 females in 1970 to 120 in 2000, and
3) the cohort of prime age adults during
the reform era was born or grew up dur-
ing a famine that killed over 30 million
people. I show that these demographic
features are outcomes of both government
policy and economic change, and have
significant consequences for the Chinese
economy today.

I first conduct several studies to show
that rising sex ratios are related to eco-
nomic policy and development. When
the government increased the relative pro-
curement price of cash crops in 1979 in an
effort to diversify agricultural production,
and allowed households to make deci-
sions on production in the “Household
Responsibility Reform,” it raised the rela-
tive price of female labor in regions that
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produce tea. Women have comparative
advantage in producing this crop. I com-
pare the sex ratios of cohorts born before
and after the reform, between regions that
have geo-climatic conditions for tea pro-
duction and regions that do not, and find
that the increase in the relative price of
tea led to an increase in the survival rates
of female children. This is consistent with
parents valuing productive children or
with an increase in the bargaining power
of mothers if they have less preference for
sons than fathers have. The results also
imply that rising sex ratios are in part
attributable to changes in the gender wage
gap, which has been rising steadily since
China moved away from a command
economy that did not differentiate wages
of men and women to a market economy
where wages are more closely tied to the
marginal product of labor.!

I also study variation in the enforce-
ment of family planning policies in rural
China and estimate that the policy-driven
reduction in fertility increased the frac-
tion of girls in the population by as much
as 10 percentage points in some regions.?
Another important contribution to rising
sex ratios is the introduction of sex-selec-
tive abortion, which began in the 1980s
in China. Using the legalization of abor-
tion (when prenatal sex-detection was
already available) in Taiwan as an exog-
enous increase in the accessibility of sex-
selective abortion, I show that sex-selec-
tive abortion significantly increases sex
ratios at birth. However, my results also
show that banning sex-selective abortion
in a context with strong preferences for
sons can have the serious adverse con-
sequence of lowering the survival rates
of girls who are born.? Together, these
studies show that economic and family
planning policies, as well as advances in
medical technology, have contributed sig-
nificantly to the rise in sex ratios in China.

Second, I study the effects of family
planning restrictions on urban fertility

and use it as a source of exogenous varia-
tion for studying the contribution of fer-
tility to China’s very high household sav-
ing rates, which reached between 35 and
40 percent in 2008. I show that the intro-
duction of policies to restrict fertility
that began in the early 1970s reduced the
average number of children from around
two to around one child per household.
Households restricted to one child save
much more than those with more chil-
dren. The policy-induced fertility changes
can explain one-third of the increase in
urban houschold saving rates. The reduc-
tion in fertility increases savings mostly
for households without sons. The results
are consistent with the reliance of parents
on children, and particularly on sons, for
old age support.

Moving beyond this evidence, I
explore how a change in aggregate fertility
will affect household savings, recognizing
that rising fertility will reduce the capital-
labor ratio and therefore increase interest
rates. I find that these general equilibrium
forces can offset up to two-thirds of the
partial equilibrium negative relationship
between fertility and savings. Thus, aban-
doning the One Child Policy will likely
lead to moderate declines in urban house-
hold saving rates. 4

Institutional change is the second
theme of my research on China. In par-
ticular, I have studied the role of for-
mal and informal institutions in affecting
economic performance in rural China.
Drawing on my interest in demographic
shocks, I first study the causes and long-
term consequences of the Great Famine
in China, which killed at least 30 mil-
lion individuals in 1959-61. I show that
aggregate production during the famine
was very high and unlike famines in mar-
ket economies, the Great Famine was
more severe in regions that produced
more food per capita. Neither the pur-
suit of Great Leap Forward policies nor
political radicalism, which have been the
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focus of much of the existing literature
on famine, can explain these patterns. I
use historical evidence to show that the
famine was an outcome of a moderate
fall in production of between 13 and 18
percent (relative to 1958) across regions,
and the centrally planned procurement
policy that garnered from each region a
fixed amount which was set based on past
harvests. I use archival sources to docu-
ment that the inflexible policy was imple-
mented to resolve the problem of peasants
and local bureaucrats, neither being resid-
ual claimants of production, being incen-
tivized to misreport true production. This
procurement policy could not respond to
shocks in a timely manner, and its opera-
tion explains 40 to 45 percent of the mor-
tality during the famine. These findings
illustrate the vulnerability to shocks of a
system that does not allow laborers to be
residual claimants to production.’ I also
find that in addition to resulting in mil-
lions of deaths, the famine had long-run
adverse effects on millions of survivors. In
particular, exposure to the famine in utero
or during early childhood caused stunting
and reduced educational attainment, and
reduced labor supply 30 years afterward.®
These results suggest that providing for
famine survivors could constitute a sig-
nificant portion of public expenditures
for the recently created rural social secu-
rity system.

In the Village Democracy Project,
I collect the Village Democracy Survey
(VDS, 2008)7 to document the history of
rural political and economic reform and
economic performance of the post-Mao
era. This unique survey relies on histori-
cal administrative records kept by village
governments and is nearly nationally rep-
resentative; it includes over 200 villages in
29 provinces. It is the first attempt to sys-
tematically document the political econ-
omy of rural China.

A key focus of the VDS is to under-
stand the timing and the detailed imple-
mentation of elections for the village
committee, which governs village life
alongside the Communist party branch.
These clections were introduced by the
central government to address the dif-
ficulty of monitoring local government

performance, which had become partic-
ularly pronounced after the economic
decentralization of the early reform era
led to greater heterogeneity in economic
and social conditions across regions. In
particular, the central government was
concerned about the low provision of
local public goods, and rising corruption
and income inequality. The timing of the
introduction of elections was staggered
across counties, but now has been fully
rolled out.

I find that the introduction of village
committee elections shifted the account-
ability of the local government to the
upper government exclusively (that is, the
Communist Party) to both the upper gov-
ernment and citizens.? The introduction
of elections increased public good pro-
vision, reduced corruption, and reduced
income inequality within villages. The
increase in spending on public goods
was entirely driven by an increase in the
amount of taxes paid by villagers. Thus,
the results suggest that increased account-
ability increases the government’s capac-
ity to finance public goods because it
increases the willingness of voters to pay
taxes.” This finding goes against the con-
ventional wisdom that democratically
elected leaders are typically less able to
finance public goods investment because
of the short-term consumption demands
of their constituents. From the perspec-
tive of the central government, local elec-
tions had mixed effects. While they prob-
ably increased citizen satisfaction with the
regime, they also reduced local govern-
ment enforcement of unpopular central
policies such as family planning policies
or permanent land expropriation of vil-
lage land for uses such as highway con-
struction and city expansion.!0

I also investigate the importance of
informal institutions and social capital
in the provision of public goods. Robert
Putnam and other political scientists have
long argued that high social capital is a
key determinant of successful democra-
cies because social capital facilitates col-
lective action. In the context of rural
elections, the interaction effect of social
capital and elections is not obvious ex
ante. On the one hand, social capital

can complement the introduction of elec-
tions in increasing public good provision
because high social capital reduces free
riding, and because citizen monitoring
of the elected politician is itself a public
good. On the other hand, since both elec-
tions and social capital serve to aggregate
the preferences of citizens, they can be
complementary institutions. I measure a
village’s social capital in rural China with
a proxy variable: the presence in the vil-
lage of temples that are open to all villag-
ers (as opposed to family- or religion-spe-
cific groups). I collected a second wave of
the VDS in 2011 to document the pres-
ence, history, management, and financing
of these temples. The data show that they
are mainly citizen-managed and citizen-
financed, and that their presence changes
slowly over time. I find that elections lead
to larger increases in public good spend-
ing in villages with temples than in vil-
lages without temples after controlling
for a large number of correlates such as
religiosity and population distribution.!!
Finally, I also examine how the effects of
the introduction of elections vary with
religious fragmentation across villages. I
find that elections improve public goods
more in less fragmented villages. To the
extent that fragmentation reduces social
capital, this is again consistent with the
notion that social capital facilitates estab-
lishment of democratic institutions.!2

In urban China, I explore the effect
of institutional changes in the state sec-
tor on the wage structure. During the
1980s and 1990s, the state untied access
to urban housing from working for the
state sector. Using old newspapers from
library archives, I determine the time of
the reform in different Chinese cities and
then use this information to show that the
reform dramatically increased the labor
supply in the private sector as workers
who formerly had to work for the state
in order to have any housing now moved
into the private sector. Then, using this as
an exogenous shock on the private labor
supply, I estimate the labor demand elas-
ticity for the private sector. I find that the
increase in labor supply caused moderate
reductions in wages that lasted for several
years. The persistence of the wage decline

18 NBER Reporter o 2013 Number 4



suggests that it takes time for other fac-
tors of production that complement labor
to flow into the private sector. This sug-
gests that large sudden shifts of labor into
the private sector, for example as a result
of downsizing of state-owned enterprises,
could cause significant wage losses for
private sector workers in the short and
medium run.!3

Finally, I study the importance of
institutions that restrict factor mobility
on growth through a quasi-experimental
study about the effects of access to trans-
portation infrastructure on GDP and
growth during the reform era. To address
the endogeneity of a region’s proximity
to transportation infrastructure, I exploit
the fact that major modern infrastructure
is found along railroads that were origi-
nally built by foreign powers for the pur-
pose of quickly deploying foreign troops
from ports to historically important cit-
ies. The fact that ports were places that
were not otherwise important to China
historically means that distance in a
straight line between the ports and histor-
ical cities is unlikely to be correlated with
the growth potential of regions along the
line. I find that access to transportation
infrastructure provides little added bene-
fit for growth during economic liberaliza-
tion. I argue that this is likely because of
the immobility of the factors of produc-
tion in China, caused by policies such as
the hukou system which severely restricts
labor migration. These results suggest that
it is difficult to take advantage of the ben-
efits of infrastructure if other restrictions

of factor mobility are in place.l*
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