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Foreword 

 
Almost a decade ago, the OECD put the spotlight on China’s growing global economic role in a major study on 

China’s Place in the World Economy. A few years later, the first OECD Economic Survey of China analysed the 

drivers of China’s amazing growth performance and provided recommendations to help keep it up. Since then, growth 

has in fact held up remarkably well, and China weathered the global crisis better than many other countries, not least 

thanks to prompt, vigorous macroeconomic policy action. Today, China is the world’s second-largest economy and 

Chinese demand is playing an important role in pulling the recovery in a number of economies.  

 

This paper, drawing on the OECD’s most recent comprehensive assessment of the Chinese economy, published just a 

few weeks ago, is intended as a contribution to the discussion on “China and the World Economy: Beyond the Crisis” 

at the CHINA DEVELOPMENT FORUM 2010. It highlights some of the most salient features of China’s astounding 

growth record, but also the challenges that should be addressed to sustain it. 

 

Despite many achievements, notably rapid improvements in living standards, much remains to be done. Ongoing 

efforts are required to continue the process of rebalancing growth away from a reliance on exports and to reduce the 

very high national saving rate. Rebalancing will help foster higher consumption and further boost living standards, 

ensure more durable growth over the longer term and contribute to alleviating global imbalances. To this end, higher 

government spending and continued structural reforms are needed, as is a gradual appreciation of the currency that 

would also aid monetary policy to contain rising inflation. Social reforms will strengthen social cohesion. As in many 

OECD countries, China’s population is ageing and there is a need to upgrade pension systems. Improving access to 

high-quality health care is another key policy priority. China is in the enviable position of having room to further step 

up public spending on these key social services. This will both foster well-being domestically and contribute to a 

more harmonious global economy.  

 

As noted, the OECD has been working with China for many years, long before the crisis. In the process, we have 

shared policy experiences and learned a lot from each other. The OECD provides an important forum where China 

can deepen its dialogue with developed and developing economies, and share its vast knowledge and experience in 

economic and social development. China’s perspectives greatly enrich the policy discussions on how to tackle 

important common global challenges.  

 

These challenges are many. To start with, the most important one is to restore long-term growth and development 

after the worst economic crisis in decades.  

 

The OECD is working to help governments soften the impact of this crisis on those who are worst hit. We have also 

been providing specific contributions to the G20 Action Plan, and we are collaborating with the IMF, the World 

Bank, the Financial Stability Board and others to maximise the collective impact of international organisations’ 

contributions. Beyond immediate actions and crisis resolution, we need to re-think how the world economy should 

operate. 

We look forward to keep strengthening our partnership with China to shape a global economy that is not only 

stronger, but also cleaner and fairer and that is based in new and dynamic sources of growth, such as innovation and 

green growth. 

 
Angel Gurría 

OECD Secretary-General 
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Over the past three decades, China’s economy has regained much of the importance it had lost earlier on. Thirty years 

ago, it was the world’s 12
th

 largest, at purchasing power parity exchange rates. By now, it is the world’s second 

largest, and already the world’s largest exporter of goods. In the process, China’s contribution to world growth has 

risen exponentially. Even before the onset of the Great Recession, China had become one of the world economy’s 

locomotives. In the course of the downturn, this role further gained prominence, as growth in China held up 

remarkably well, not least thanks to ample and timely policy stimulus. Looking ahead at the 2010s, the centre of 

gravity of the global economy is on course to continue to shift towards China.  

This paper, drawing on the OECD’s most recent comprehensive assessment of the Chinese economy (OECD, 2010 

and Box 1), first highlights some of the sources and benefits of China’s astounding growth performance, but also the 

challenges that remain if it is to be sustained. It then discusses China’s resilience in the midst of global economic 

turmoil, and how policies have shifted and need to continue to shift to rebalance growth. The underlying view is that 

China needs and has room to further step up and keep up public spending on human capital and social services. The 

paper then turns to the reforms carried out in recent years with respect to pensions and health care, and to the need to 

persevere in this direction, with an emphasis on labour mobility. In conclusion, it underlines the importance of a 

unified social safety net and of domestic economic reforms more generally for harmonious globalisation. 

 

 

 

 

Box 1. Selected policy messages from the 2010 OECD Economic Survey of China 

Higher levels of public social spending need to be sustained to foster social cohesion and will contribute to continued internal 

and external rebalancing.  

In contrast, credit growth needs to be reined in further following a spell of exuberant expansion, so as to avoid building up a 

new stock of loans that may underperform in the future. 

More exchange rate flexibility and more weight on an inflation objective – though keeping an eye on asset prices – would 

allow greater scope to tailor policy to domestic needs. Real exchange rate appreciation is likely in any case in a catching-up 

economy.   

In financial markets, the ceilings on foreign investment should be raised, restraints on corporate bond markets eased and a 

deposit insurance system introduced for commercial banks.  

While the share of state-controlled enterprises in the economy has continued to recede during much of the 2000s, the new 

OECD standardised indicator confirms that government intervention in the product markets in China is pervasive, on a par 

with that observed in Russia. Barriers to entry need to be lowered, administrative burdens lightened and the traditional ties 

between state-controlled firms and central authorities loosened. 

The labour market is very segmented, not least due to the hukou system. Migration from the countryside to towns but also 

between cities needs to be facilitated by reducing differential treatment of local residents and newcomers, notably with respect 

to access to social services. Farmers should be granted 70-year land use-rights that are freely transferable and can be pledged 

as security for loans. 

The coverage of the basic social safety net has been broadened, except for  unofficial migrants, but it still fails to reach many 

of those in poverty. Further progress will require overcoming the enduring fragmentation of the welfare assistance system and 

improving its administration.  

The growth in inequality appears to have levelled off since 2006 both regionally and individually. More emphasis needs to be 

given to raising graduation rates from senior high schools in rural areas in order to boost the life-time earnings of young people 

in these areas. 

Truly national systems for pensions need to be developed, implying national sharing of social security revenue. Retirement 

ages should be raised, especially for women and opportunities for early retirement eliminated. 

Progressing towards universal, safe, affordable and effective basic health care will require that primary care play a greater 

role, hospitals be managed more efficiently, changes in some relative prices (including tobacco prices), better trained staff and 

ultimately creating a national medical insurance system with greater fiscal solidarity.  

New labour laws are relatively rigid especially for those with indefinite contracts – it will be important to avoid an overly 

strict interpretation of these laws.  
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China’s growing importance in and for the world economy
1
 

Three decades ago, China accounted for only 2% of world GDP (Figure 1, Panel A), at PPP exchange rates. At the 

time, China’s economy was smaller than that of any of the G7 economies but also than those of Spain, Brazil, Mexico 

and India. By the turn of the millennium, when the OECD first assessed China’s importance in the world economy 

(OECD, 2002), it had become the world’s third largest economy, not far behind Japan, accounting for over 7% of 

global activity.  

Figure 1. China’s contribution to the world economy has soared… 

 

  
  
 Source: IBRD, OECD estimates. 

 Note: Contribution computed at PPP exchange rates. 

Figure 2. … reflecting vigorous, sustained growth 

Real GDP level 

 

  Source: NBS, OECD projections. 

                                                      
1. The recent publication of the results of China’s second Economic Census led to significant upward revisions to the level and 

growth rate of GDP for 2008 and 2009. Nevertheless, a full revised series for the period prior to 2008 was not available at the 

time this paper was finalised. 
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China’s economy has since continued to grow rapidly, including in per capita terms (Figure 2). Over the course of the 

elapsed decade, the pace picked up, and GDP growth reached double digits. In the process, China’s contribution to 

world growth, which back in the late 1970s was so modest as to lie within a decimal point rounding error, doubled to 

over a full percentage point (Figure 1, Panel B). This year, as the global economy slowly recovers from its worst 

recession in decades, China’s growth is estimated to account for one third of world growth. This reflects both 

maintained catch-up momentum in China and slower trend growth in OECD economies, where the Great Recession 

has left severe scars and where deleveraging will weigh on potential growth for several years (OECD, 2009a). 

By 2009, China’s share in world GDP reached some 12½ per cent. On the basis of current market prices and 

exchange rates, however, it remained much lower, at just below 8%. Most of the difference between these two 

measures reflects lower prices in China for non-tradables, particularly services or goods with a high services 

component. The Chinese manufacturing sector is highly integrated into world markets: around one third of its value-

added is exported and much of the remainder is highly substitutable with foreign goods. Hence, for this sector, market 

prices can be used in international comparisons.
2
 China is estimated to represent about 15% of world value-added in 

manufacturing, similar to Japan (Figure 3). On current trends, the Chinese economy may well overtake the United 

States in the next five to seven years to become the world’s leading producer of manufactured goods.  

Figure 3. China is set to become the world’s leading producer of manufactured goods 
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 Source: IBRD, OECD projections. 

Indeed, for certain industries, China is already in that position. For steel, it overtook the United States over a decade 

ago and Europe seven years ago (Figure 4, Panel A). For passenger cars (excluding light commercial vehicles), China 

overtook the United States in 2006 and now represents between a fifth and a quarter of world output (Figure 4, Panel 

B). Going forward, this share is on course to rise further, as household income grows (Figure 4, Panel C). 

                                                      
2.   Lower prices for Chinese products are then taken as signalling lower quality. 
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Figure 4. China has become the world’s largest steel and car maker and a huge car market 
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Source: National Bureau of Statistics, IBRD, International Organization of Motor Vehicle Manufacturers; World Steel Association. 

China’s growth drivers 

China’s exceptional economic ascent over the five years to 2008 primarily reflects huge capital investment, which 

contributed around 6 percentage points annually to growth over this period. In contrast, labour force growth has been 

fairly subdued, partly due to the one-child policy. This leaves over 4 percentage points per year that is not explained 

by factor accumulation. By the standards of advanced economies, this would suggest an extremely vigorous growth in 

efficiency. However, in the case of China, it mainly reflects the re-allocation of labour away from agriculture towards 

services and manufacturing. After controlling for this re-allocation, the remaining growth of efficiency (or multi-

factor productivity, MFP) is in fact estimated to have slowed down. One reason may be that productivity in the state 

sector has slowed down. To what extent MFP can accelerate going forward will depend inter alia on the evolution of 

corporate governance but also on innovation and R&D policies, as documented in the OECD’s innovation policy 

review (OECD, 2008). 
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Getting the most out of physical capital 

Gross fixed capital formation soared over the five years to 2008, rising cumulatively by close to 90%. During this 

period, the rate of return on capital in the more commercial part of the economy (excluding housing and general 

government) is estimated to have been stable at around 12%. In industry, rates of return on physical assets –

 measured at historic cost and before interest, dividends and corporate taxation – have risen, in contrast to the 

economy as a whole. Of particular note is the increase in the rate of return for domestically-owned private companies 

in the industrial sector, to over 20%.  

Amongst state-owned enterprises (SOEs), which still account for a considerable share of activity, profitability varies 

considerably. For the 100 largest SOEs, rates of return on assets have been high – averaging nearly 25% in 2007 (and 

dividends awkwardly modest). Such high returns occur because these SOEs are predominately engaged in resource-

extraction industries or are in sectors, such as tobacco processing, where entry is prohibited. Owing to the absence of 

resource taxation or royalties channelling the natural resource rent to the State, SOEs in these two more narrowly-

defined segments achieved a 39% rate of return in 2007. In other sectors, though, the SOEs achieve poor rates of 

return. They barely break even in petroleum refining and make low returns in electricity and water due to price 

regulation. Such controls effectively close these industries to competition. The third category of SOEs, comprising 

some 15 000 smaller companies in 2007, tends to display low rates of return compared with the private sector.  

The high rates of return achieved by privately-owned companies have enabled them to grow rapidly, bringing a 

marked increase in economic efficiency. Indeed, the expansion of the private sector – which was highlighted in the 

OECD’s first Economic Survey of China (OECD, 2005) as a key driver of growth – continued to play that role. By 

2007, the assets of companies owned by the domestic mainland private sector had almost reached the level of those of 

the state-held sector excluding the 100 largest companies (Figure 5, Panel A). Once the assets of the companies 

owned by non-mainland companies are added to those of the domestic private companies, the private sector now has 

a bigger asset base than the total state-controlled sector – in contrast to 2003.  

Figure 5. The private sector has continued to expand 

Physical assets and employment in industry by ownership  

 

Source: National Bureau of Statistics Industrial micro database. 

 

The shift in employment in industry has been even greater than the shift in assets (Figure 5, Panel B). The 100 largest 

SOEs provide little employment in comparison to their use of assets, but the number of workers they employ has been 

stable. In contrast, employment in the remainder of the state-owned sector has declined. An important factor enabling 

private companies to expand employment rapidly has been their ability to finance their expansion internally.  
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The distribution of rates of return between the different sectors of the economy raises questions about competition. In 

a competitive market, rates of return should be similar across sectors. In China, private sector assets and employment 

have steadily increased but the pre-tax rates of return of private companies are more than quadruple the cost of 

borrowing from banks. This suggests that, despite the private sector’s stellar performance, barriers have prevented it 

from growing even faster. The persistence of these extraordinary rates of return also points to financial market 

inefficiencies (OECD, 2010).  

The regulation of energy prices and the failure to channel resource rents to the budget impose significant 

environmental and fiscal costs on society. The excess return on capital of the extractive industries amounts to almost 

0.6% of GDP, about three quarters of the cost of the healthcare programme announced in April 2009 (see below). The 

low rate of return in petroleum processing and electricity represents a subsidy to both intermediate and final 

consumers. Further subsidisation may occur in the retail distribution sector of the industry. The differences between 

domestic and world prices also act as a barrier to entry in oil distribution since independent retailers, using imported 

products, find it difficult to compete with outlets owned by vertically-integrated SOEs. 

Mobilising and nurturing human capital 

Since 2003, the reallocation of resources away from agriculture has contributed markedly to sustaining economic 

growth. During this period the absolute number of people whose principal activity is agriculture started to decline for 

the first time, though by 2008 just under 40% of the labour force was still employed in agriculture. At the household 

level, there is evidence that the marginal product of an additional worker in agriculture is low. This is also reflected in 

the sector’s average productivity, which is six times lower than in the rest of the economy. This large productivity 

differential has meant that the decline in the employment share of agriculture has contributed substantially to 

aggregate productivity growth.  

However, considerable barriers continue to hinder internal migration. This is largely due to the system of household 

registration (hukou): while it allows so-called temporary mobility, it links most social and educational benefits to the 

area where the person is registered, rather than living. Medical benefits, in particular, are often linked to the area of 

registration, while pensions are rarely portable. Hence, people moving from one town to another typically lose the 

right to many benefits. Rural-to-urban migrants fare even worse, as they generally have no labour contract, are not 

affiliated to the social security system and are not paid the hourly minimum wage. Finally, rural residents do not have 

the same property rights as urban residents and may lose the right to use their land if they move. Yet, population 

movement is essential to urbanisation and growth as the existing natural growth of urban areas is very limited due to 

the one-child policy.  

In recent years, the education system has expanded rapidly, which will improve productivity over the longer run. 

Local governments have been pushed to ensure that all children complete primary school.
3
 In addition, efforts have 

been deployed to ensure that by the age of 15, all children have had nine years of primary and junior high school 

education.
4
 By 2008, school fees had been abolished throughout the country for this level of schooling and textbooks 

were provided free of charge in the West. The result was that by that year, 90% of those children who had entered 

primary school in 1999 graduated with nine years of schooling (Figure 6). In addition, in the early 2000s, universities 

made significant investments with a view to more than triple the number of new entrants into tertiary education, as 

highlighted in the OECD review of China’s tertiary education (OECD, 2009b). Even though a large part of the cost of 

university education is met through fees charged to the students, the number of new entrants rose by 60% in the five 

years to 2008. By that time, over 23% of the children who had entered school in 1983 graduated from tertiary 

education.  

 

                                                      
3.  Compulsory school starts at age six in China. Currently, about half of the three-to-five year olds are enrolled in kindergarten. 

Going forward, this is a crucial area for further progress, not just for educational purposes but also on health grounds (China 

Development Research Foundation, 2010). 

4. OECD work is under way to assess the quality of education up to junior high: a pilot of the OECD Programme for 

International Student Assessment (PISA) has been run in six provinces and Shanghai has taken part in PISA 2009. 



- 9 - 

 

 

Figure 6. Education has made major strides 

 

 

Source: China Statistical Yearbook and China Data Online. 

Rapidly rising living standards in China 

 

Household consumption  

With sustained, vigorous economic growth, living standards have been improving at a stunning pace in China, even if 

consumption did not quite keep up with GDP (OECD, 2010). The estimated growth in total real household 

consumption has been amongst the most rapid worldwide, at 9.6% per annum in the five years to 2008, almost two 

percentage points faster than in the previous five-year period. That said, on average the level of consumption remains 

low relative to that in advanced economies. By 2008, measured in purchasing power terms, private consumption per 

head was just one-tenth of the average level in the OECD area and between one-fifth and one-quarter of those in low-

income OECD countries such as Mexico and Turkey. 

The gains in aggregate private consumption are reflected in increased ownership of consumer durables (Table 1). In 

urban areas, Chinese households are now well equipped with electrical appliances. Nearly all urban homes have 

washing machines and at least one air conditioning unit, colour TV and mobile phone, while ownership of microwave 

ovens and computers has spread. The size of an apartment in urban areas rose by nearly one-third since the early 

2000s to 65 square metres for the average family of three. In urban areas, car ownership is becoming quite common 

amongst the highest income decile. Indeed, the average household income level of this group (measured at purchasing 

power parities) now exceeds that of 30% of US households. However, the size of this relatively affluent group is 

small, with no more than 50 million household members.  
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Table 1. Living standards have improved enormously in recent years 

 
Rural Urban Highest decile urban Rural Urban 

Highest decile 

urban 

 
Ownership per 100 households, in 2008 Growth 2002-08 

Air conditioner 9.8 100.3 197.2 27.5 11.9 7.4 

Automobile n.a. 8.8 33.0 n.a. 46.9 40.9 

Camera 4.4 39.1 82.0 4.8 -2.0 0.4 

Colour TV set 99.2 132.9 165.0 8.6 0.8 0.5 

Computer  5.4 59.3 101.5 30.2 19.2 11.1 

Hi-fi stereo component n.a. 27.4 47.3 n.a. 1.5 2.0 

Microwave oven n.a. 54.6 83.3 n.a. 9.9 3.5 

Mobile telephone 96.1 172.0 210.7 38.4 18.3 8.6 

Motorcycle 52.5 21.4 17.1 11.0 -0.6 -10.0 

Refrigerator  30.2 93.6 104.7 12.6 1.2 0.2 

Telephone 67.0 82.0 94.1 8.6 -2.2 -1.6 

Video camera n.a. 7.1 21.9 n.a. 24.4 20.8 

Washing machine 49.1 94.7 101.8 7.5 0.8 0.0 

Dishwasher n.a. n.a. 2.1 n.a. 9.8. 6.5 

 
Level Real annual growth, local currency 

Income per household 

($, market exchange rate) 
2 750 6 609 18 317 7.1 8.7 10.7 

Income per household (PPP) 5 636  11 013 30 522 n.a. n.a. n.a. 

Consumption per household 

($, market exchange rate) 
2 115 4 709  11 332 7.7 7.0 8.8 

Consumption per household 
(PPP) 

4 334 7 846  18 882 n.a. n.a. n.a. 

Saving rate 23.1 28.8 38.1 n.a. n.a. n.a. 

Source: China Statistical Yearbook, IBRD. - n.a.: not available or not applicable. 

In rural areas, living standards are much lower. Household incomes are only 60% of those in urban areas, allowing for 

differences in price levels. Moreover, average household size is greater in rural areas, implying even lower per capita 

incomes. Nonetheless, there is wide diffusion of a number of basic consumer durables, especially those related to 

communication, including motorcycles, mobile phones and TV sets. Poverty has plummeted by two-thirds in the four 

years to 2007, to 4% of the population, when measured on a consumption basis using either the official low-income 

line or the similar World Bank poverty line (World Bank, 2009). The proportion of the population in poverty would 

be lower still if measured by income, as even the poorest rural groups save a considerable portion of their income. 

Stark disparities remain, however, both between regions and between the rural and urban areas.  

The provision of public goods has also increased considerably over the same period. Highway density more than 

doubled, access to tap water in urban areas became almost universal (in 2000, one third of urban households still did 

not have any access) and almost two-thirds of wastewater is now treated before disposal. Access to the gas network 

has expanded markedly, so that only one-eighth of the urban population does not have access to this form of energy. 

This should help reduce the use of coal for domestic heating, a major source of air pollution and CO2 emissions. 

Against these improvements, while the use of desulphurisation facilities at coal power plants has risen to 66% of 

plants in 2008, from just 3% in 2000, rapid growth in coal use has kept sulphur dioxide emissions high and 

underpinned sustained growth in greenhouse gas emissions. 
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Greening growth 

Indeed, while delivering substantial improvements in living standards, sustained rapid economic growth has led to 

considerable environmental pressures, particularly in the form of air and water pollution (OECD, 2007). Estimates 

indicate that China has become the largest emitter of greenhouse gases, even though in stock terms, that is not 

projected to be the case before mid-century (Figure 7). Ambient concentrations of particulate matter, the most 

damaging types of air pollution for human health, are high in almost all Chinese cities. Recently, over half of all 

rivers and freshwater lakes were deemed by the authorities to be suitable only for irrigation or industrial purposes. 

Figure 7. CO2 emissions and energy intensity 

Source : CEIC database, NBS, CDIAC, IEA and OECD.
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Note: Estimates of cumulative emissions of carbon dioxide from 1900 to 2060 are based on emission data from CDIAC available for 

the United States and China from 1900 to 2005 (prior to 1900, emissions are assumed to be nil). Projections beyond 2005 are taken 

from the unchanged policies baseline in OECD (2009c) until 2050 and extrapolated using the final projection value thereafter. Energy 
intensity is measured as energy consumption divided by real GDP measured in constant US dollars at PPP exchange rates. 

Government efforts to reduce pollution have focused on energy conservation and efficiency. Following a surge in the 

energy intensity of production after 2002, the government announced a target to reduce energy intensity by 20% 

between 2005 and 2010, as part of the 11
th

 Plan. In order to achieve this target, a number of policies and initiatives 

have been adopted, many directed at industry – a major source of air pollution.  

One element of the strategy focuses on improved monitoring of industrial energy usage and the dissemination of 

information on the use of energy-saving products and techniques. Specific targets have been set for the closure of 

inefficient and outdated capacity in energy-intensive industries, including steel and electricity generation, and funding 

has been allocated to upgrade and renovate industrial infrastructure such as coal-fired boilers. Revised corporate 

income tax arrangements introduced in 2008 grant preferential treatment for investment in energy-saving and 

environmentally-friendly projects. New labelling and energy-usage standards have also been adopted for consumer 

durable goods and tighter emissions standards have been introduced for vehicles.  

In November 2009, the government announced that it would aim to reduce CO2 emissions per unit of GDP at the 

2020 horizon by 40 to 45% compared with 2005. A major effort will be made to raise the share of renewable and 

nuclear energy in total energy supply from 8% in 2008 to 20% by 2020. Given such an increase in non-fossil fuels 

and the reduction in emissions intensity likely to be achieved between 2005 and 2010, the government should be able 

to achieve its emission reduction target with a fall in energy intensity of 2% per year between 2010 and 2020, half the 

rate expected between 2005 and 2010. The government also plans to reduce carbon emissions and to increase carbon 

sinks by expanding forest coverage by 40 million hectares by 2020 compared with 2005. 
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A number of reforms could be adopted to help achieve the government’s objectives of further reducing energy and 

carbon intensity targets. Measures to better align domestic and international energy prices have already been 

implemented, particularly for coal and oil. Electricity prices continue to be heavily regulated and remain well below 

generation costs, thereby providing poor signals to end users. More broadly, new market-based policy instruments 

such as carbon taxes or cap-and-trade schemes could be introduced. Such instruments offer flexibility in meeting 

targets, are likely to be far more cost-effective than administrative restrictions and provide incentives for innovation 

(Cao et al., 2009). Finally, moving away from policies that favour manufacturing and investment in heavy industry 

over less energy-intensive services activities and consumption would yield environmental and other benefits. 

Macroeconomic developments and prospects 

From overheating to near-recession and back to rapid growth 

Very rapid economic expansion in 2006-07 led to overheating, with an upsurge in inflation that was exacerbated by 

temporary disruptions in certain food supplies (Table 2). During this period the structure of demand became 

particularly unbalanced. World demand was buoyant, leading to a widening current account surplus, which climbed to 

$372 billion, or 11% of GDP by 2007. In addition, the share of output devoted to investment rose sharply, as the 

enterprise sector stepped up capital outlays. In both the household and the government sector, saving grew much 

faster than investment – perhaps in response to the rapid growth in incomes. Accordingly, the main counterpart to the 

widening of the current account surplus was the increase in household and government saving. 

Table 2. Macroeconomic developments and prospects 

2003 2004 2005 2006 2007 2008 2009 2010 2011

China

Real GDP growth (%) 10.0 10.1 10.4 11.6 13.0 9.6 8.7 10.1 9.3

Inflation (CPI, in %) 1.2 3.9 1.8 1.5 4.8 5.9 ‑0.7 1.8 2.0

Fiscal balance (% of GDP) ‑1.2 ‑0.4 ‑0.2 0.5 2.0 1.0 ‑1.7 ‑0.9 ‑0.3

Current account balance:

   in $ billion 46 69 161 253 372 426 284 264 309

   in % of GDP 2.8 3.6 7.2 9.5 11.0 9.4 5.8 4.9 5.3

State foreign exchange reserves (end-year, $ billion) 403 610 819 1066 1528 1946 2399 … …

Memorandum items :

OECD-wide real GDP growth (%) 2.0 3.2 2.7 3.1 2.7 0.6 -3.5 1.9 2.5

OECD-wide inflation (private consumption deflator, %) 2.4 2.3 2.2 2.3 2.3 3.2 0.5 1.3 1.2

OECD-wide fiscal balance (% of GDP) -4.1 -3.4 -2.7 -1.3 -1.3 -3.5 -8.2 -8.3 -7.6

Current account balances ($ billion)

United States -522 -631 -749 -804 -727 -706 -434 -506 -566

Japan 136 172 166 172 213 157 126 146 148

Germany 48 127 142 190 266 245 134 162 199
 

Source: National Bureau of Statistics, State Administration of Foreign Exchange, OECD Economic Outlook 86 and OECD projections. 

In the face of overheating pressures, the People’s Bank of China hiked reserve ratios and, as inflation rose, interest 

rates. Combined with the ongoing global slowdown, this led the economy to slow markedly. By the third quarter of 

2008, real GDP growth had fallen far below potential. The intensification of the global financial crisis in that quarter 

was accompanied by a collapse in world trade and in China’s exports. Even though China is less dependent on 

exports than may be suggested by the share of exports in GDP (OECD, 2010), the magnitude of the export collapse 

made for a large dent in growth. Imports also declined sharply, partly because a sizeable portion thereof serves as 

inputs for exported goods. 

The government reacted swiftly. The crawling exchange rate appreciation against the dollar stopped in July 2008. The 

monetary stance was further relaxed with a series of cuts in interest rates and reserve ratios. Moreover, informal 

lending quotas on banks were lifted. On top of this, an impressive series of fiscal measures were announced (Table 3). 

Most prominently, they involved a two-year investment plan totalling CNY 4 trillion (around 6½ per cent of annual 

GDP in both years) and including a number of major infrastructure projects. 
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Table 3. Spending plans and tax cuts announced between October 2008 and April 2009 

   Spending Share 
Relative to 

GDP 

Investment plan 2009-10 
CNY bn, over two 

years 
Per cent 

% of 2008 GDP 

per year 

  Railways, roads, airports and electricity 1 500 37.5 2.4 

  Low-cost housing 400 10.0 0.6 

  Rural infrastructure and development  370 9.3 0.6 

  Innovation 370 9.3 0.6 

  Environment 210 5.3 0.3 

  Hospitals and schools 150 3.8 0.2 

  Earthquake reconstruction 1 000 25.0 1.6 

 (1) Total of above 4 000 100.0 6.4 

 Financed by:    

  Central government 1 180 29.5 1.9 

  Local government  600 15.0 1.0 

  Public enterprises 2 220 55.5 3.5 

 One-off expenditure, 2009     

  Rural household equipment subsidies 40 4.7 0.13 

  Cars-to-the-countryside programme 5 0.6 0.02 

  Agricultural subsidies 123 14.5 0.39 

  Subsidies for agricultural machinery 14 1.6 0.04 

  Interest subsidies for technology upgrading 20 2.4 0.06 

  Job-training programme 42 4.9 0.13 

  Tax cut on small cars from 10% to 5% 30 3.5 0.10 

  (2) Total of above 274 32.2 0.87 

 New ongoing spending programmes    

  Social security programmes  293 34.5 0.93 

  Health care reform (per year for three years) 283 33.3 0.90 

  (3) Total of above  576 67.8 1.83 

 Miscellaneous programmes and tax changes (cost unknown, ongoing)   

  Scrapping subsidy for old cars    n.a. 

  VAT on further selected exports reduced   n.a. 

  VAT rebates on 7270 export tariff lines increased (December)  n.a. 

  Corporate tax rate on infrastructure projects halved for up to 6 years n.a. 

  Withholding tax on dividends cut from 5% to zero   n.a. 

  Stamp duty on share purchases cut from 0.1% to zero  n.a. 

  Minimum grain prices raised 15%   n.a. 

  Inventory purchases of soya beans and grains   n.a. 

  Deed tax cut from 3% to 1%   n.a. 

  Stamp tax on housing transaction cut to zero   n.a. 

  Land value tax on house sales cut to zero    n.a. 

  Exemption from business tax on second-hand house sales after two years n.a. 

(4) Total of above spending and tax changes (2 +3) 850 100.0 2.71 

Investment plan spending by government (per year) 890 51 2.8 

Current spending and tax cuts (where data is available) 850 32 2.7 

Total government stimulus (per year)  1 740 100 5.5 

Public enterprise spending (per year) 1 110  3.5 

Total public-sector spending (per year, at least) 2 850  9.1 

Source: Government web sites and Reuters -  n.a.: not available. 
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Thanks to this forceful policy push to domestic demand, imports recovered faster than exports in the course of 

2008-09 (Figure 8). This contributed to a spectacular contraction in the current account surplus, to 9½ per cent of 

GDP in 2008, less than 6% in 2009 and a projected 5% in 2010, an improvement exceeding virtually all observers’ 

expectations. The policy stimulus also translated into an acceleration in GDP, pushing growth back into double digit 

territory. While much of the stimulus took the form of additional investment outlays, a sizeable portion found its way 

into household consumption, notably of durable goods. 

Figure 8. The shift towards domestic demand 
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Source: NBS, OECD. 

Some of the stimulus measures fuelled renewed housing price exuberance, to the point that by the turn of 2009-10, 

remedial measures were announced (both to expand supply and to restrain demand in this sector). Other stimulus 

measures may lead to new bad loans down the road, in particular the new credits that went to the local-authority-

owned entities financing infrastructure, which appear not be managed as well as their counterparts in other countries 

(World Bank, 2007). The risks associated with exceedingly rapid credit expansion have been recognised by China’s 

policymakers, leading them to issue guidance to slow lending and to a hike in reserve requirements in January 2010.  

In conjunction with the stimulus package, the government made a series of policy announcements aimed at 

strengthening ten priority sectors: shipbuilding, petro-chemicals, light industry, equipment manufacturing, non-

ferrous metals, textiles, electronics and information technology, autos, iron and steel and logistics. These encompass 

financial assistance measures, such as rebates on light commercial vehicle purchases for farmers and reductions in 

sales taxes for small passenger vehicles. Much of the focus is on restructuring and improving efficiency (including 

with respect to energy use) and innovation, with a view to boost the competitiveness of the larger incumbent SOEs. In 

this context, efforts are being deployed to address over-production in heavy industries, notably iron and steel, non-

ferrous metals and cement. However, central government guidelines to that effect are not always effectively relayed 

and implemented at the sub-national level. For example, overall investment in the cement industry soared in the first 

half of 2009, even though excess capacity is already considerable and small, inefficient producers fail to be closed 

down. 

The fiscal position and rebalancing over the medium term 

The fiscal expansion, helped by the global pick-up in activity and trade, is not projected to result in near-term 

economic overheating as there remains spare capacity. Further out, maintaining strong domestic demand will require 

a continued fiscal deficit. Domestic rebalancing will require a reduction in the high dependence on exports witnessed 

in recent years. In the process, the real exchange rate will need to appreciate, as is normal for a rapidly-developing 

economy where rising incomes push up the prices of non-tradable goods and services. The current peg to the dollar –

 rather than to a more stable basket of currencies – has worked in the opposite direction since mid-2008. Over time, it 

will be difficult for the authorities to avoid Chinese prices outpacing foreign prices measured in the same currency. 

The authorities will only be able to choose the manner in which real appreciation takes place – higher inflation and a 

stable exchange rate or lower inflation and nominal appreciation. The latter route would ultimately be better both for 

the Chinese and for the world economy.  
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The general government sector entered the slowdown with a surplus of over 5% of GDP in 2007 (OECD, 2010). The 

main reason for the increase in the surplus over the previous five years was a very conservative spending policy, with 

a reduction in government consumption and capital transfers relative to GDP and therefore a re-orientation of public 

spending towards social ends, consistent with OECD recommendations (OECD, 2006). The rise in the government 

surplus also reflected buoyant tax revenues, especially receipts from corporates and the banking system, as the 

winding down of provisioning lifted banks’ profits substantially. Social security contributions also rose, reflecting the 

widening coverage of the system. 

Between the third quarter of 2008 and the second quarter of 2009, government expenditure rose by nearly 3½ per cent 

of GDP, somewhat less than the estimates of the cost of the package shown in Table 3. However, tax receipts also 

started to rise markedly, offsetting about two-thirds of the impact on the deficit. Moreover, since public finances 

started from a strong surplus on the eve of the crisis, the fiscal deficit remains small. Of the stimulus measures that 

pass through the government budget, only one-third represents permanent increases in outlays, notably for rural 

pensions, better health insurance coverage and refunds of VAT on exports. Hence, government spending may 

gradually fall by around 4% of GDP when the stimulus plan ends.  

The balance sheet of the government is healthy and will not deteriorate markedly as a result of the fiscal stimulus. In 

2008, gross government debt amounted to only 20% of GDP. At the same time, the surpluses of the National Social 

Security Fund and the numerous local social security funds, which are largely held as bank deposits, were of the same 

order of magnitude. Moreover, the government does not carry the value of its stock holdings (worth 44% of annual 

GDP at end-2009) on its balance sheet, nor the value of urban land it owns. After allowing for the projected continued 

increase in social security assets, government net debt will not exceed 3% of GDP in 2011. Beyond that horizon, and 

assuming an economic cruising speed of around 10% per annum over the medium term, the current level of public 

spending could be maintained, with the government still achieving a net creditor position over time. In sum, in 

contrast to many OECD countries, China’s public finance position is remarkably strong (Figure 9) and can readily 

accommodate the permanently higher level of government spending that is called for both to foster social cohesion 

and progress and to avoid a renewed widening of the current account surplus.
5
   

Figure 9. There is ample room for durably lower public saving 
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 Source: OECD Economic Outlook No. 86. 

Indeed, to support the social reforms launched or needed in areas such as education, welfare assistance, pensions and 

health, the composition of government outlays will need to continue to shift towards greater investment in human 

capital and social transfers, with more redistribution across the country. The remainder of this paper zooms in on 

pensions and health, where far-reaching reforms have been undertaken in recent years but more remains to be done. 

                                                      
5. In principle, it would be more relevant to compare net debt levels across economies, but in practice measurement problems 

make this very difficult. 
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Pensions: recent reforms and need for further progress  

China’s population is ageing fast, owing to low fertility rates and rising life expectancy.
6
 As a result, like in many 

OECD countries, the old-age dependency ratio in China is set to soar: over the 75-year horizon often used for pension 

planning, the probability that it would rise to as high as 0.75 has been estimated at 60% (Figure 10, Panel B). 

Moreover, with ongoing migration of the younger cohorts to urban areas, the old-age dependency ratio will rise even 

more in rural than in urban areas.  

Figure 10. China will age fast 
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The old-age dependency ratio is defined as the over-65 divided by the 15-to-65 population. The lines depict the probability 
that this ratio would be below the shown level. 

 Source: Herd et al. (2010). 

A patchwork of pension arrangements currently exists across the country. In urban areas, systems are diverse and 

segmented. In rural areas, people retire later (Table 4) and are entitled to meagre benefits (Table 5). Special rules 

govern public sector pensions. This raises issues of efficiency, in that labour mobility is impeded, and fairness, to the 

extent that work experience in one sector is not recognised for pension purposes once the individual moves to another 

sector.  

Table 4. The elderly in urban areas retire long before those in rural areas or abroad 

Labour force participation rates by age  

Age: 50 to 54 55 to 59 60 to 64 65+ 

China national  75.9 65.1 49.1 19.7 

China rural  88.7 81.1 65.9 27.6 

China urban 59.3 43.1 25.3 8.9 

Hong Kong, China   65.2 47.8 28.1 6.9 

Chinese Taipei 62.1 44.0 30.9 7.4 

Average of following OECD countries  79.0 68.3 45.9 13.8 

France 78.8 54.6 14.4 1.1 

Japan 80.6 73.9 52.6 19.4 

Korea 72.6 63.2 54.5 30.3 

Sweden 84.3 79.5 59.6 10.1 

United Kingdom 79.9 69.0 43.2 6.8 

United States 77.9 69.8 51.0 14.9 

Source: National Bureau of Statistics, 2005 Census data tabulations; Hong Kong, China Statistical Office; Statistical Office of 

Chinese Taipei; OECD Employment Database. 

                                                      
6.  One implication is that its relative size is bound to shrink substantially, notably compared with the US population (Figure 10, 

Panel A). 
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Table 5. China’s rural pension benefits are meagre 

Social pensions, various years between 1999 and 2005 

 Type of pension Eligibility age 
Monthly 

benefit 
Cost 

Per capita 

GDP in 2006 

  men women (US$) (% of GDP) 

South Africa Means tested 65 60 109 1.40 8 940 

Brazil   Means tested 60 55 140 0.90 8 700 

Chile Means tested 65 75 0.38 11 360 

Argentina Means tested 70 88 0.23 11 670 

China (2009)  Universal 60 6 0.22 5 968 

Bangladesh Means tested 62 2 0.03 1 230 

Vietnam  Means tested 60 6 0.02 2 310 

India Means tested 65 4 0.01 2 470 

Source: Helpage International, OECD. 

The ageing challenge has long been identified by China’s policymakers and many reforms have been undertaken over 

the past decade or so (Herd et al., 2010). Urban pensions underwent parametric reform around the turn of the 

millennium and again in 2005. On both occasions, benefits were reduced, pushing down the relative income of a 

substantial share of the pensioners (Figure 11). Moreover, some geographical pooling has also been introduced. 

Nonetheless, contribution rates are low in areas that have experienced rapid population growth through migration but 

much higher in cities with a declining industrial base or a high share of elderly. Measures were also taken in 2005 to 

raise the coverage of the self-employed and those with flexible forms of employment. A new rural pension scheme 

was announced in mid-2009 and provisions to cover migrants have been proposed.  

Figure 11. Pensioner relative poverty is worse than in OECD countries  

% of elderly with income below half of median income 

 

Source: Herd et al. (2010). 

While some of these recent reforms improve the coverage and effectiveness of the social safety net, others have 

tended to increase fragmentation. Moreover, those providing for greater geographical pooling have not been fully 

implemented. Also, under current rules, effective replacement rates are fairly low and projected to decline further, 

both for rural and urban residents. This may be difficult to sustain, as the elderly are increasingly unlikely to live with 

their descendants (Table 6). Furthermore, as most of the ageing population is likely to be concentrated in the 

countryside, much of the additional burden will be shouldered by local governments, many of which in poorer areas 

have insufficient resources. 
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Table 6. Living arrangements of the elderly 

In China  

 % of population aged 65 and over 

 Living with children Couple or single 

 Male Female All Male Female All 

1982 71.6 74.2 73.1 26.8 24.6 25.6 

1990 69.5 75.0 72.5 29.8 24.4 26.9 

2000 61.6 69.6 65.8 37.4 29.9 33.4 

2005 53.9 59.5 56.7 44.1 38.9 41.5 

Across countries 

(in 2000, unless specified otherwise) 

 Alone Couple 
With 

children 

 % of population over 60 or 65 

Over 65     

China (2005) 9 33 57 

Japan  13 29 54 

Korea  17 29 49 

Hong Kong, China (2004) 11 18 57 

    

Over 60    

Philippines 5 11 71 

Singapore  3 6 85 

Chinese Taipei  9 16 70 

Thailand  4 6 78 

      

Germany 36 56 8 

United States 27 57 18 

United Kingdom  31 59 12 

          Source: Herd et al. (2010). 

These challenges can be addressed by gradually consolidating the various regimes, shifting more of the cost of rural 

pensions to the central government, pooling pension contributions nationally and increasing retirement ages.  

Even if different schemes for different categories of workers (employees versus self-employed in particular) are to 

persist, each should be unified geographically over time, first provincially and then nationally. In the process, the 

distinction between rural and urban residents ought to be phased out, in line with the desirable relaxation of the hukou 

system. It has been argued that the differences in income levels between areas are so large as to make a national 

system inoperable. However, in principle it is relatively simple to devise a system that makes the part of the pension 

linked to local average earnings dependent on a weighted average of local earnings in the areas where a person has 

worked. The major problem is the need for national record-keeping and sharing of the revenue. Those provinces and 

municipalities that are able to charge low contribution rates and still enjoy surpluses are reluctant to share revenue 

nationally. A first step in addressing this problem would be to introduce centralised cash management for the social 

security system. Record management systems, which have proliferated and become difficult to link, would also need 

to be streamlined. 
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Retirement ages are currently very low: the official retirement age is 60 for men and 55 for women, people in manual 

jobs are allowed to retire five years earlier and there appears to be a tolerance for even earlier retirement. To ensure 

long-run pension system sustainability these official retirement ages should in due course be raised incrementally, at 

least in line with rising life expectancy, as is the case in some OECD countries. 

Health care: recent reforms and need for further progress 

During the initial phases of the opening-up of the Chinese economy, the overriding objective was to raise output and 

incomes. Economic restructuring undermined the health care system, which became increasingly privately financed, 

though remaining largely publicly-provided. While the population’s health status was improving, a rising number of 

people were priced out of treatment or fell into poverty because of health care costs. The relative price of health care 

rose markedly until the turn of the millennium, pushing up the share of overall health care expenditure in GDP. 

Hence, a marked change in the equity and efficiency of the health care system was needed. In recent years, several 

reforms have therefore been initiated, including a number of major changes that have been launched in 2009. 

In many respects, health outcomes in China have improved tremendously over past decades, in no small part thanks to 

the near eradication of some traditional infectious diseases. The fall in deaths from infectious disease has been 

mirrored by a fall in infant and maternal mortality. In urban areas, infant mortality has been halved in the past two 

decades and in rural areas it has been cut by a factor of three. As a result, in urban areas these two death rates are 

starting to approach those in the OECD area: the infant mortality rate is only one fifth higher than in the United 

States. Overall, health outcomes are not so different from those in lower-income OECD countries, despite lower 

incomes in China. When life expectancy is recalculated to remove years when the person is either unhealthy or 

disabled, the so-called healthy life expectancy is on a par with that in Turkey and Mexico and well above that in some 

other emerging market economies, especially India and South Africa (Figure 12). 

Figure 12. Life expectancy in good health compares favourably 

 

   Source: World Health Organisation. 

However, while in the late 1970s, the population enjoyed much better health than might be suggested by its income 

level, this is no longer the case. By 2006, life expectancy had moved back into line with its relative income level, 

improving much less than, say, in Indonesia or Malaysia. Moreover, health status varies widely across the country 

and in general death rates from chronic diseases have been on the rise. This disquieting trend stems in large part from 

changes in life styles, including evolving diets, leading to heart-related diseases and diabetes, and greater tobacco 

consumption (Figure 13), leading to lung cancer.  
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Figure 13. The smoking epidemic needs to be addressed 

 

 Affordability = household disposable income / price of an average pack of cigarettes. 

 Source: Hu et al. (2008), updated with China Statistical Yearbook and China Research and Intelligence. 

Improving health outcomes will require addressing a number of imbalances and incentive problems plaguing the 

health care system, in a context of rapidly rising demand for care. Health care is overwhelmingly publicly provided 

and hospitals have been absorbing a growing share of public funding, at the expense of primary care. The number of 

doctors has increased rapidly but their qualification levels are often modest and their geographical distribution does 

not match local needs. Hospital budgets and their doctors’ pay are partly based on the pharmaceuticals they prescribe 

and sell, the prices of which are regulated and involve considerable cross-subsidisation.
7
 Against this backdrop, 

household out-of-pocket medical expenses soared during the 1990s (Figure 14). 

Figure 14. Out-of-pocket outlays soared in the 1990s 

 

  Source: Health Statistical Yearbook. 

Many of these problems have long been recognised and since 2003 the government has launched several reforms to 

address them, notably the introduction of new urban and rural insurance schemes. As a result, coverage and use of 

medical facilities has increased considerably (Figure 15), except for migrants. Even so, both catastrophic and chronic 

illnesses continue to push people into poverty, especially in the poorer regions. Given that risk pooling at the national 

level remains limited, it is often impossible to provide patients with the reimbursement rates they are legally entitled 

to. 

                                                      
7.  The resulting incentive problems are also observed in the Japanese health system (OECD, 2009d). 
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Figure 15. Health care coverage has improved rapidly 

 

   Source: Health Statistical Yearbook. 

A new set of reforms was announced in April 2009, aiming at universal, safe, affordable and effective basic health 

care by 2020. They involve additional spending of CNY 850 billion over 2009-11 (equivalent to almost 0.8% of GDP 

over that period). While sizeable, this represents just a down-payment on the extra spending that will be needed in the 

health sector over the longer haul. These reforms include investment in medical infrastructure, generalising insurance 

coverage, more focus on prevention, retraining less-qualified doctors, a new essential drugs system and far-reaching 

reorganisation, notably of hospital budgets. It will be important to ensure that primary care plays a greater role in 

health care delivery to reduce the inappropriately high demands on hospitals for minor health problems. At the same 

time, it will be important that hospitals are managed more efficiently, with less hierarchical structures, and that the 

link between pay and prescriptions is abolished. Prices paid by the insurance system also need to reflect actual costs. 

Indeed, failing to address these supply-side issues would reduce the effectiveness of increasing insurance coverage, as 

many countries have found. Progress will also require changes in relative prices, in the form of more attractive wages 

for doctors, less distorted prices for pharmaceuticals and higher taxes on and prices for tobacco. Once near universal 

coverage is achieved, including of migrants in their place of residence rather than their place of origin, the different 

insurance systems should be merged and a greater portion of their funding should be shouldered by the central 

government.  

Continued domestic reforms will help foster harmonious globalisation 

Ensuring a sufficient degree of social cohesion and stability throughout the country has been and will remain one of 

the overarching and increasingly prominent objectives of public policy in China. This will improve efficiency and the 

prospects for robust economic growth and, in any case, is a desirable outcome of rapid economic expansion. Many 

ambitious reforms have therefore been launched in the social sphere in recent years and tangible progress has already 

been achieved. In particular, the coverage of the social safety net has broadened, although much less so for unofficial 

migrants, who probably represent over 40% of total employment in urban areas.  

However, decisive further progress will require overcoming the enduring fragmentation of the labour market and of 

the education, welfare, pension and health systems, which some of the recent reforms have actually accentuated. 

Major improvements are also needed in the administration of benefits, notably the minimum living allowance, which 

fails to reduce poverty as much as it could. The needed unification of social protection arrangements should transfer 

responsibilities for health care and pensions from cities to provinces and then to the national level. A nationwide 

system should involve greater fiscal solidarity across the country, but not uniform entitlements, which should depend 

on local conditions and/or personal histories. This would greatly facilitate labour mobility, both from rural areas to 

towns and from one city to another. Substantial further migration is needed to sustain growth and urbanisation.  

In sum, China’s recent social reforms are starting to bear fruit, both internally by promoting restructuring and 

supporting domestic demand in the face of the global slowdown, and externally, by helping to reduce internal and 

external macroeconomic imbalances. In many countries, undertaking structural reforms involves painful trade-offs 

between short run costs and longer-run benefits, not least because public finances do not allow such reforms to be 

undertaken without offsetting restrictive fiscal measures. In contrast, China is in the fortunate position to have room 

for continued, ambitious social reforms whose financing can help bring down an uncomfortably high national saving 

rate. By stepping up social expenditure even as public infrastructure investment reverts to more normal levels, China 

will enjoy higher living standards and greater internal social cohesion, and contribute to a more harmonious global 

economy. 
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