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ABSTARCT

The global issues weigh a lot on the local and daimaffairs. Globalization appears as
necessity that every nation should follow the tre@dnsequently, managing national
economy in interaction with the world economy m@&ttnd brings dialectics and dilemma:
“Global inequalities get along with Global econongiowth”. Countries differ in their
productivity, in their capital stock level, in tihdiuman capital improvement and in output
produced .Those differences lead to a differencetamdard of living and economic
growth performance.

This Global fact brings us to raise some questiddby difference in economic growth
improvement becomes bigger and bigger among cesftriWWhy some countries are
growing faster and other countries are strugglimgeeking economic growth? How to
explain the difference in income and output levabag countries?

We adopted a comparative approach in emphasiziagithilarities and the differences

between China’s economy and Madagascar’s one thoatgf this research paper. Such
methods and tools of our analysis, we mainly useteroeconomic model analysis based
on endogenous model after doing literature reviéthe china’s growth issues.

Therefore, our main findings tell us that Chinage®omic miracles could be explained by
three major factors which are capital accumulatimman capital improvement and the
progress of china’s trade. Moreover, those factwsnot contribute similarly to the
China’s productivity growth, thus China’s GDP growtbut the human capital
improvement appeared the main source of Chinawthrat the same rate as international
trade progress. Those explanatory variables, theware improved rapidly and durably
thanks to successful economic reforms. And finallg realize that China’s economic
miracle was depending on non-economic factor winiatl direct effect on productivity
growth. China’s economic growth found its raisogtck into the reform approach which
was able to provide more incentives to Chinese lpeapd foreign investors as well. But
the gradual and prudent approach adopted by chinagilits economic reforms would not
exist if the reformers did not consider the interek the nation more important than
personal interest. We qualify such a non —econofaator this kind of nationalism
economic and nationalism politic from the reformiat allowed the Chinese government
to become more effective during reform period.

Key words:
Economic growth, government policy, capital accumtioh, Human capital, productivity,

International trade and economic reforms.
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- GENERAL INTRODUCTION

21rst century, the era of globalization of politexsd overall economics, all countries
recommends the liberalism and free Market. Theesthcountries are calling for this
capitalist value through the globalization process phenomenon guaranteeing the
connection between them and other less developegtroes. One thing is sure; the 21rst
century appears like years of uncertainties analyofg out because the century could not
proportionately provide enough tools which help lannbeing to follow the pace of the
change in their life. The world economy is alwapamging from time to time and nothing
is sure, about what will the 21rst century resemsetomorrow. Every second, the world
economy is shifting toward another status quo artkro This condition requires more
realism from us economists in forecasting or anatythe dynamic of the Global economy.
We know, certainly, what f9and 28 centuries brought for us because those two hundred
years ago are already gontn both the 18 and 28" centuries, technical change played an
important role. But, paradoxically, in the ®@entury, it was the dramatic decline in
transport costs that enabled the rapid expansioglobal trade and real incomes, whereas
in the second half of the @@entury, it was a dramatic decline in policy-inedctrade
barriers that had the same effect. And whereasr¢lersal of globalization in the early
20" century resulted from political hostilities, theajor threat to continued economic
success at the beginning of the2&ntury appears to be economic nationalisrsaid
Anne O. Krueger
Concerning the future of the world economy, theitn@igg of 21rst century couldn’t
provide us any signs of expansion of the Globaldpotion possibility frontiers. It seems
like the Global leaders are constrained to man&ge global economy in day-to- day
approach. According to United Nations, signs of irayement are appearing in the world
economic situation for the year 2013 but compariogthe Challenges that the global
economy is still facing, this improvement seemsima No one expresses their optimism in
their opinions about the future of the Global ecqogdor the coming years. The UN’s paper
on world economic situation and prospects 2012 dings clearly this ideas of lack of
promising future of the global economy with the eegsion like:*Global growth projected
to slow and major risks loomingThe world economy is experiencing difficult momeast
ever happened in the World economic History. ThE'€Jpaper even provided some data
proving this global slowdown trend of the world somy:
-2011 The growth rate of World Gross Products @86
-2012 The growth rate of W. G. P .was 2.5%
-2013 The growth rate of W.G.P. is expected &#3.1
The world is facing economic difficulties becaudettos high degree of uncertainty,
economists cannot predict with exactitude what alppen to the world economy tomorrow.
When we have to think, the world economy, globalg might notice this unpromising
world economic growth .But if we take into consat&wn, the regional and/or individual
country's economic performance, we will find a hdgfference in growth and living
standards among countries. Among the almost 20@tges’ members of the UN, few of



them only can enjoy high economic growth and higimd) standards. They don't have the
same level of economic development.

Consequently, they also contribute unequally ®dlobal economic growth. Either
they are underdeveloped or developing or develaoeuhtries, they are all participating to
the smooth functioning of the global economy. Jil,level of participation and integration
into the Global economic process is different facke country. High income countries,
middle income countries and low income ones, threy al together, building the common
World and no single country can be excluded from gtobal economic building process.
Theoretically, the real world should be like whatldscribed it but empirically speaking
everything is different from the theoretical perdpees. There are differences among
countries in terms of living standards, income lemed even human development level.
Thus, those differences just mean differencesrmdeof economic achievement within the
global economic process.

Consequently, differences in economic achievenraptyi differences in contribution
part to the world gross products. Most of reseasciremacroeconomics and growth issues
agreed on the fact that Asia is rising and accahpig a tremendous economic progress
recently. For these researchers, the world ecorommap is changing and there is an
apparition of a new economic order. This new ecdnarder is marked by the rise of Asia
and slowdown of the US, EU and Japan’s economy

This table 1.1 supports the idea on Asia’s econamsi economically during more than
four decades. According to Fogel (2009)’'s data, difierence in expansion multiples of
GDP between Asian countries and Western countpeeas very big. The GDP levels
produced by Asian countries were two or three tithes the GDP produced by western
countries (EU and US). The expansion multiples PG value for US and EU’s countries
reached only around five(5 times) but for Asianmoes , the productivity seemed higher
with value between 16.1 and 47 times the augmemtati their GDP in 1999 comparing to
their GDP in 1950. This data shows us the achiemémé some Asian countries in
producing output and in seeking growth in a moxpctive way. The rise of Asia in the
global scale is almost unanimously accepted amoaganist researchers.

Table I. 1 GDP growth performance of 12 economies

Expansion multiples of GDP for 12 economies, 199091
(Ratio of GDP of 1999 to GDP of 1950, Internatiodallars)

U.S. 5.1

Five E.U. Nations (France, Germany, Italy, Spaid @rK.) 5.0
China 25.6
Hong Kong 28.0
South Korea 38.9
Singapore 36.7

China Taiwan 46.8



Japan 16.1

Source: Fogel, (2009)

But when we talk about Asian economic rise, Chirt@se comes in our mind, not
because the development model path followed byacban represent those of all Asia but
just because of its economic miracles during alrttuste decades. The economic and social
reforms implemented by Chinese policy- makers in8l&ade china as an Economic star in
that East Asian region. China is leading the EastiA economic, even the whole global
economy thanks to the economic achievement thaachccomplished since 1979. Now, if
we want to understand China’s economic miraclethuek we had better to have look at
China’s economic History. Chinese economic sucoaght easily be understood when we
put it in the historical context where it evolvétbw, we are going to develop the dynamism
of the economic growth performance of China. We dillide into three different stages the
period of our analysis in our presentation refgrria the 1978 as the year of the starting
point of the real economic reforms in China. Wedkvthe time period into three parts, also
because we are aware that China’s economic graatbtia fruit of hazard but it is rather a
result of a dynamic process of its History.

l.1 - China’s economy prior- reform: 1949-1978

The two main concepts that characterized the pepram- 1978 are the “Big push
industrialization and the Command economy Systentfideed, the socialist government
considered the big push industrialization policyaasobjective to achieve and the Command
economy system as a mean used to attain this Qoalhg the implementation of the big
push industrialization strategy and the commanadheey system, the Chinese government
had a strong control over most of the main fieldshe economy. And the government
intended to maximize the investment into the haadystry through the command economy
system. The allocation of the resources dependdteogovernment planners and the forces
of the market did nothing with the decision processising resources. During the period
prior economic and social reforms in china, thaamst government highly intervened in all
economic fields and made the plan through commaodamy more effective in order to
subordinate individual economic decision-making tke overall national development
strategy. The political instability characterizesl w&ell the period prior reforms and that
could not allow china under Mao Zedong regime ttinojze the economic output of all
economic decisions. Now, we are going to emphasiee features that marked the big
push strategy in china’s economic history:

-The consumption reduced in volume as the goverhngave priority to the
industrialization, especially, priority to develbpavy industry.

-The government exerted high control of the resemirallocation and used them
mostly to boost the construction of new factories.

-The investment was increased in volume but mostthef investments were
government investment and went to the heavy ingustiBetween 1952and 1978 industrial
output grew at an average annual rate of 11.5%. red@r, industry’s share of total GDP
climbed steadily over the same period from 18%4&%( BARRY Naughton, 2007).
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[.2- Economic transition in China 1978: strategy ad process toward market economy

Chinese decision-makers expressed a prudent &tien they took decision to step
forwards the reform. Several reasons could expidie prudency of the Chinese
government in implementing the economic transitioth one of those reasons is the real
engagement of Chinese people to the reforms proCéssese citizens are ready to change
the bad images left by the old regime, such asu@lltRevolution, and wanted to make
changes. The prudency of the Chinese Governmenmaéerialized by its approach in the
reform process. China’s approach toward Marketsiteom appears different from other
Socialist Countries. “The reform process has b@emred by a combination of the effort of
central government and the natural desire of Chipe®ple and lower-level of government
unit to improve the economic institutions for thewn benefit... As far as the role of the
central government is concerned, the process has dgradual and experimental one and
has proceeded in steps.”(GREGORY C. Chow, 2002).

The Chinese government began the reforms with altwral reform. The government
gave more incentives to farmers and allowed thepraduce agricultural products without
pressures from the targets under system planning.r&forms moved on and reached the
state owned enterprises .The reformers accorded emdonomy and independence to local
officials in their decision making process in ortteincrease output. Despite the absence of
total privatization of the state owned enterprighs, industrial reforms of the state owned
enterprises worked successfully. Concerning theepreform, the Chinese government
introduced the two-tier price system. One set afgs remained the same as before. A
second set for the same goods could be determyédteldMarket. This combination of the
Market system and the old system left by the sistiedgime guaranteed the effectiveness
of the dual track system in China. According to samsonomists, such as G.C. Chow, the
two-tier price system provides incentives for eptises to economize on inputs and
increase outputs for profit. The reform in bankaygtem followed the price reform after. In
order to control the macroeconomic stability, th&in@se reformers brought some
innovation in baking system: gave more independéacte people’s bank as a central
bank and transformed the specialized bank to comiaidranks.

When the banking and financial had been reformedeftsuring a macroeconomic
stability and a competitive exchange rate inteomatily, the Chinese government
undertook reform for foreign trade and investmenhe Chairman Deng Xiaoping
undertook reform through his willingness to opeimals door to foreign imports and the
promotion of exports. The Foreign investment fldvuradantly into china after reformers
decided to open the special economic zones (Shereatmomic zones) to provide special
tax breaks to foreign investors. With respectshiosé different steps and the approach
adopted by the Chinese government, we have tohsattiey had succeeded their reforms
objectives and the graph I.1 below supports thésvviPost-reform period was marked by
high and sustained growth rate of GDP in china.

Our data show exactly that, since economic refotartexd, China’s real output
measured by GDP has grown at an average rate o%9gder year. China has done a
remarkable economic achievement after implementegpnomic reforms because
comparing to the world growth during the same mkriGhina’s growth appears strong,
sustained and faster. The world output growth gegwnearly zero 0.4% in 1982 and
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negative value -2.2% in 2009, but china’s growtle oemains almost the same 9.7% and
9.1%.

Graph 1.1: Comparison on China and world’s averaggrowth rates
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In order to find out the probable answers to oumngestion which is why China’s
economic growth had been growing so fast and hoexpdain the difference in economic
growth between China and Madagascar, now, we ang ¢o organize the rest of this paper
as follows. The second section will explain Chinasonomic growth by the capital
accumulation process after reforms were startecgebtion three, we will show the role
played by the human capital improvement in Chieasnomic growth miracle. The fourth
section will indicate the close link between refgrninternational trade and economic
growth in china. And before we conclude, we willnsuarize briefly Madagascar’s
economy and its economic history and facts in otdanake comparison on China’s and
Madagascar’s economic growth performance. So tleatcan emphasize the differences
between Madagascar and China’s economic growtlomeaand we will be able to deduce
some lessons that Madagascar can learn from clenaisomic experiences.



[I- CHINA’'S ECONOMIC GROWTH THROUGH CAPITAL ACCUMULATIO N

The opening policies established during the econarforms in China in 1978 had
positive results on the China’s economy becauseathi economy became more
developed than before. China became favorablepaadist values: more competition,
less government, more private businesses, morenttatzation, even internationally
level china became more attracted by trade andddyrfto china.

According to the following table 2.1, after the Ma@a, China was growing at 9. 7%
such an average annual of the China’s economic tgroate thanks to the economic
policy established by Chairman Deng Xiaoping in&9Fhis assertion fits our calculation
of the average of the growth rate of China sinc@018ll 2011 year. When we compute
this average, we found that China’s economic graaté was growing at the rate of 9.318%
for almost 22 years after the economic reform inn@hMoreover, china’s economic
growth after implementing the economic reform wageasingly growing at high rate and
quiet sustained. How to explain this China’s loegrt and sustained economic growth
during more than two decades after reforms?

Table 2.1: China’s average annual real GDP growthate in %:
China’s Average Annual real GI

Time Period growth rate in %
1960-1978(Pre-refrorm) 5.3
1979-2009(Post-Reform) 9.7
1990 3.8
1991 9.3
1992 14.2
1993 14
1994 13.1
1995 10.9
1996 10
1997 9.3
1998 7.8
1999 7.6
2000 8.4
2001 8.3
2002 9.1
2003 10
2004 10.1
2005 9.8
2006 10.2
2007 11.9
2008 9
2009 9.1
2010 10.3
2011 9.2

Source China’s statistical Bureau, 2012



China’s economic achievement arouses many debhtag the sources of China'‘s
economic growth among researchers. Loren Brandt@addong Zhu argue that Labor
deepening, including the transfer of labor outgrfi@lture, was the key forces behind the
extraordinary improvement of per capita’s livingrafards in china between 1978 and
1998. But for the period since the early 1990shhagd rising saving and investment
would be the reason of capital deepening that tmrted to China’s economic growth.
Indeed, there are several authors and researchersdare to overstate that China has
become excessively dependent on Investment foedtsiomic growth. For Loren and
Xiaodong the key driver of China’s economic sucoegsressed in simple way was the
rapid rising productivity growth due to the labohifs from agriculture sector to
non-agriculture sector and also due to rising itmesit thanks to China’s high saving rate.
High saving rate leads to higher investment lewethe case of absence of population
growth. When there is smooth accumulation of cagitack through saving, the output
level will be improved. Improvement of output levelirely means economic growth.
Dennis Tao, Zhang and Shaojie stated that high @sidg saving and declining
consumption constitute a central feature of Chiresmomy and government, corporate
and household ,all, have contributed to the upsurgnational saving in China. For them,
the sharp rise in government taxes on productiahtie collection of social security fees
and income taxes where the dominant factors tlaeased the disposable income of the
government. As the growth income outpaced thatoekEgiment consumption, the saving
rate rose quickly. But the shape of corporate spus more affected by the firm
profitability, by labor compensation and imperfaetpital market and by government
policies.

The household paid more attention to nature of ittstitutions, policies and the
reforms process. Indeed, the simple citizens inn&hifter setting up the economic
reforms in 1978, got incentives to produce morartbhen business. China’s economic
situation prior reform was poorly developed. Buteafinstituting the reforms, the
government gave to citizens such kind of assurdocmanage their own businesses.
Therefore, Chinese people had incentives to be ma@uctive because the privilege to
enjoy the fruits of their own efforts began effeetiWhen the government accorded more
freedom to citizens to their own businesses, tipgaleaccumulation process for china was
improved very well and faster. High degree of ecoindfreedom generates a high level of
investment. The rise in China’s capital equipmeiisvbetter to strengthen the output
production capacity because the firms could in@dhsir investment as long as they are
becoming more technically equipped. The volume #edquality of Capital equipment
that Chinese firms yield determine their outputeleWhen, we contend the idea that the
factor accumulation plays an important role in deiaing the level of the outcome.

In his article titled capital accumulation and emarc growth in China, C. Chow was
joining Yan Wang and Yudong Yao’s thesis sayingt thefore economic reform was
started , more precisely during the period of 199860, technological progress was absent
in the Chinese economy and the capital formaticaygad an important role as factor
contributor to China’s growth. But after implemegti economic reforms, the opening
policy that Chinese government adopted, generatgthblogy spillovers through the rise
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in FDI level. In that paper, Chow describes theantp of capital accumulation on China’s
economic growth before reform was started. But Claogued, in his second article
named Globalization and China’s economic and firdmtevelopment that, during the
post -reform period, the opening policy adoptedCiynese government originated china’s
economic growth. Indeed, China became more opemé&idt and free trade practice and
the Nation could increase the amount of its reserviereign currencies. Our economist
went even on and said that due to its opening yaobkform, China is now becoming a
Global lender with its enormous trade surpluse® filowing graph plot the change in
capital labor ratio in China after the implemerdatof the economic reforms. We found a
spectacular change in the amount of physical daipiteerms of investment in physical
capital compared to the size of the labor forcéeré&fore, the ratio of the capital stocks K
and the labor forces as employment L allowed ugeibthe value in percentage of the
capital labor ratio. The rapid growth in capital l@bor ratio post- reform which
corresponds to the rise of China’s capital accutiaria and thus, to the rise of GDP
growth rate, convinced us on the role played by dhpital accumulation on China’s
economic growth miracle.
Graph 2.1: Capital Labor ratio trend in %
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At early stage of the economic reforms, the levietapital to labor ratio in China
remained very low and grew at constant pace frogni8.1985 to 12.2 point in1992.
During seven years, the change was just less thampdints, so it was nothing comparing
to the rapid growth of the capita-labor ratio aft®93. The second stage of the reform,
since 1993, was characterized by spectacular chante ratio of capital to labor from
13.6 in 1993 to 25.4 1999. With the same inter¥dlroe but the change in the growth of
capital to labor was not the same. Since 1993y#hee have doubled, it means that the
change is almost hundred percent. And again, #hgevhad doubled in just six years,
from 25.4 points in 1999 to almost 50 (47.1) in 200he table 2.2 below confirms the
data on capita labor ratio before China enteren T O.



Table 2.2:China’s Investment and FDI

China’s GDP .FDl TOTAL FDI-TOTAL
YEAR in local Currency:\:illli(;as INVESTMENT INVESTMENT
in 100 Millions RMB in 100 Millions  RATIO (in %)

1982 12,597.36 27.09 1784.2 1.52
1983 14,164.27 40.07 2039.0 1.97
1984 15,960.79 79.25 2515.1 3.15
1985 19,013.33 104.52 3457.5 3.02
1986 18,465.58 118.13 3941.9 3.00
1987 16,763.08 145.78 4462.0 3.27
1988 19,190.40 201.22 5700.2 3.53
1989 21,326.37 213.76 6332.7 3.38
1990 22,130.09 219.68 6747.0 3.26
1991 23,527.06 275.06 7868.0 3.50
1992 26,204.98 702.83 10086.3 6.97
1993 27,311.06 1,733.45 15717.7 11.03
1994 34,671.93 2,128.58 20341.1 10.46
1995 45,136.45 2,258.50 25470.1 8.87
1996 53,077.25 2,531.34 28784.9 8.79
1997 59,064.47 2,786.93 29968.0 9.30
1998 63,206.43 2,756.31 31314.2 8.80
1999 67,163.23 2,441.44 32951.5 7.41
2000 74,305.45 2,419.16 34842.8 6.94
2001 82,138.03 2,787.18 39769.4 7.01
2002 90,137.31 3,106.40 45565.0 6.82
2003 101,739.44 2,965.83 55963.0 5.30
2004 119,761.95 3,461.00 69168.4 5.00
2005 139,927.96 7,384.12 77856.9 9.48
2006 168,202.95 7,817.17 92954.1 8.41
2007 216,631.47 10,083.27 110943.2 9.09
2008 280,353.29 11,034.30 138325.3 7.98
2009 309,457.90 7,195.52 164463.2 4.38
2010 367,692.83 11,660.09 191690.9 6.08

Source: China’s statistical Bureau, 2012



Graph 2.2 FDI-Total investment ratio in percentage
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From these table 2.2 and graph 2.2, we see the trfethe FDI-Total investment ratio
in China after reform since 1980. At the beginnaighe 1980s, the level of FDI inflows
into China was still very low at less than 2%. Bistlong as the economic reform got
started with the open-door policy adopted by Chairrdeng Xiaoping, the level of FDI
comparing to the china’s gross investment increaseeblume. Before 1990s, China’s
FDI —Total investment ratio slipped below the 5 #emareaching the highest level that
outstripped 11% in 1993. The fall of FDI-Total @stment ratio continue till China
entered the WTO 2001. Then China’s entry into th& OMencouraged more foreign
investors to invest in China and foreign firm bedanpenetrate China’'s Market again,
especially financial and telecommunications sectargl the FDI inflows into China rose
again till the last financial crisis of 2008 happdn 2009 small improvement of FDI
growth in china began to appear in China’s busiaesisities.

We know that investment is one of the main comptseh GDP for a country and
the relationship between investment and GDP grdwths out to be positive. When the
GDP growth rate is improving, thus, the level ofioigal saving may increase as well even
at higher level than the increase in GDP. Thethefsaving rises, the net investment will
grow quickly to boost the potential and real GDmeTeconomic performance for a
country may increase the aggregate demand of dgoecsuse the purchasing power and
living standards level of the population becomedrefThe rise of the aggregate demand
level leads investors to increase their producti@otually, increased production just
means that the investment level rose because enim@ncement of the real GDP volume.

Graph 2.3 exhibits the ratio of total investment@DPP in China overtime. Through
those this graph 2.3, we can see clearly the impoé of the role played of capital
accumulation for china’s economic development. Tl of the total investment to
GDP, after the economic reforms were started, #ithe lowest level just 14% of the
GDP. That poor performance of investment in Chives changing and increasing in
value from 14% in 1982 t033, 4% in 1991. And ther@&asing trend still continued till
1994 and reached the highest level 58 % of GDP aubbtal investment to GDP ratio in
China after reform was implemented. The graph k& phe decreasing trend of the curve
of the Share of the gross investment to GDP betvi®® and 2000 years. The decline
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of total investment ratio to GDP happened durirgg fheriod of time, perhaps, because of
political uncertainties and the effects of the Adiimancial crisis (1998) that might impact
the capital inflows into China. 1995-2000 corregporio the description of Barry
Naughton (2007) as period of economic slowdown him&'s economic growth processes
post-reform excluded from the four period of esplyirapid growth close to or
surpassing 10 %( Barry Naughton, 2007).

Graph 2.3 Total Investment to GDP ratio in percentge
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After 2001, following the china’s entry into the \W@T the Share of China’s Gross
investment to GDP restarted to climb and continiledeaching the highest level of 57%
of GDP again. In fact, the tendency of the Chimatsss investment share to GDP was not
only very high but it showed as well rising trencedime. The high rate of saving and the
open door policy marked by the china’s engagemem/TO appear the main reason of
the high inflows of capital and investment ratioG®P for China. Therefore, we can see
clearly the important role played by the capitatianulation in China’s economic growth
performance.

Brief, all the economic literature and data we présd supported and emphasized the
idea that the main reason for the explanation ah&& economic growth the important
role played by the economic and social reformshm ¢apital accumulation process for
China. They, all, believe that the success of #dptal formation thanks to high and rising
saving rate and the opening policy during the enuoageforms in China’s was the main
reason of its economic growth during several desallet only the economic literature
underlines the importance of the capital accumaain china’s economic growth but all
the data we present support those authors’ ideawefls We also think that capital
accumulation played a significant role to explaihir@’s economic growth when we
analyze China’s economic History. Even the empirdata which we gather from the
Chinese statistic yearbook previously showed fed with those theoretical statements on
China’s economic growth reasons.

11



- HUMAN CAPITAL IMPROVEMENT AND CHINA'S ECONOMIC
GROWTH

“At the start of the 21rst century, the gap in tiveng standards between rich and
poor countries is large and rising. The developirgld suffers persistent poverty, while
the developed world enjoys growing prosperity” @Pdtowitt, 2005). Rapid economic
growth and improving living standards must benefiery country if they could reach the
minimum condition needed to grow which is optimiaatof the resource allocation. The
quality of Labor forces plays a central role ina@xes’ allocation process. Human capital
through health or through education has a significale in contributing to the economic
growth level. Economic growth is related to bothaltie growth rate and health level.
Health has positive effect on the rate of econognawth by improving the efficiency of
labor production” (Liutang GONG et al. 2012). “Thgh the six channels, such as
productive efficiency, life expectancy, learningpaaity, creativity, copying skills and
inequality, the improvement in a country’s popwatihealth will impact on its long run
growth performance. Health improvement will raiseductivity and per capita GDP of a
country that is sufficiently well off to be growiraj the same rate of the world technology
leaders and it will raise the growth rate of pgpitaa GDP in a country whose growth rate
is below that of technology leaders. It will alstatslize the relative gap in living
standards that separates them from the technoéaglets” (Peter Howitt, 2005). The level
of health improvement mainly determines the levet@nomic growth of a country and
helps that country to minimize the deceleratiotheflatter from the technology leaders.

Human capital may be improved as well through thecation channel. Human capital
can be developed also by education or training kviiave impact on the individual
workers’ productivity. Generally in the real lifa,well-educated and well-trained worker
earns more and can be more productive than a ldgsatd one. Therefore, most
developed governments bestow more resources tastmeat in education in order to
improve the competences and capabilities of theiwrkers. Among the developing
economies countries, China has done quite wethproving its human capital in terms of
education. According to the education center infrom, Investment in education
accounts for 4% of total GDP in China, in 2012. 1886, Chinese government passed
compulsory education law, making nine (9) yearsnahdatory education for all Chinese
children. And still from the same source of infotiom, 99.7 percent of the population
areas have achieved the universal nine-year basicadon. Moreover, Chinese people
attribute more respects to teacher’s status anchitea activities. Chinese People and
political leaders, all, have agreed on the imparaof the education in seeking economic
growth and succeeding in life. We can notice thi upon their beliefs when we look at
the recent trend of Chinese government’s spendmngducation. The following table 3.1
and graph 3.1 plot the gross domestic expendiiar€hina between the years 1996 and
2009. Over time, we can find the increasing trenth vihe public expenditures on
Research and development in China. The Chinestcablieaders dare to allocate more
resources into the investment in education throtlgh R&D because the return to
education in the future will be higher and it waknefit the nation for its economic growth.
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Human capital has a positive effect either directndirect on economic growth of the
country which invests more in education. But adagas brought by human capital might
be also useless if the country cannot be able tbilime efficiently their human capital
such resources. That is to notice the importandbeofjualitative aspects of the content of
the education and the teaching program for a Natfdhe content of the syllabus cannot
satisfy the demand of the Job Market, in that wagy ¢ountry will not gain any benefit
from the investment in Human capital. China is rigyito improve the quality of its
education through training program and internshigciice. Almost in every institution,
such as schools, Banks, we meet the studentststilying in the university but they are
doing benevolat. This practice can improve thetia@iahip Education-Job market through
learning by doing

Table 3.1:Gross Domestic Expenditures on R&D in absolute vakiand as
percentage of GDP

. Gross
China's Gross .
. Domestic
GDP Domestic .
) Expenditures
YEARS In Expenditures on
. ) . on R&D
100.Millions R&D in 100 Millions
as percentage
RMB RMB
of GDP
1996 53,077.25 404.48 0.76
1997 59,064.47 509.16 0.86
1998 63,206.43 551.12 0.87
1999 67,163.23 678.9 1.01
2000 74,305.45 895.665 1.21
2001 82,138.03 1042.48 1.27
2002 90,137.31 1287.6 1.43
2003 101,739.44 1539.63 1.51
2004 119,761.95 1966.33 1.64
2005 139,927.96 2449.973 1.75
2006 168,202.95 3003.097 1.79
2007 216,631.47 3710.242 1.71
2008 280,353.29 4616.022 1.65
2009 309,457.90 5802.107 1.87

Source: China’s statistic yearbook,2010

On this table 3.1, we can find the increasing trehthe gross domestic expenditures
on R&D in china from 1996 to 2009. From this table see that the 0.76% level in 1996
jumped and doubled the level just in 2003 with ¥%54s value. The increasing trend in
China’s Gross domestic expenditures on R&D had ceztsed to rise overtime. The
following graph 3.1 shows this increasing and rapehd clearly. The evidence is that
when we compare the rise of growth rate of chiB3P and its expenditures on R&D,
there seems a parallelism between the two curvesaiph 3.1 and the graph 3.2. It is to
say the causation relationship exists between ttvaserariables: as long as China’s GDP
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growth rate becomes higher, the country spends mmoeducation. When there is decline
in GDP growth rate level, the expenditures on R&eg down as well. The 2008 year
illustrates this case if we look at the graph @ graph 3.3. Moreover, the increase in
education investment improves china’s workers petidily and china’s resources

allocation efficiency.

Graph 3.1:

Gross Domestic Expenditures on R&D in absolute vaki(in 100 million yuan)
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Graph 3.2: Gross Domestic expenditures on R & D gsercentage of GDP
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In both terms, Nominal value or relative value, thependitures on R&D in china
overtime displays an increasing trend. The increéaseount of expenditures on R&D as
percentage to GDP points out the improvement irestment in education for China.
Therefore, the level of productivity of workers bewe higher and foreign investors were
willing to bring their capital to China.
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Graph 3.3: Trend in the GDP level in RMB
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Except the high and rising trend with china’s paldpending on R& D that is showing
the importance accorded to the investment in Huoagital trough education, we can also
mention the political will of the Chinese governrmém improve education level of the
population. Since 1995, Chinese government dedid@uiplement 9 years of compulsory
education: 6 years of primary followed by 3 yeafgumior middle school. Certainly, a
well educated and low abiding worker should hav&rang work ethic and that is the
condition sine qua none of China’s economic gro(Rlongxing Guo, 2010). “In fact,
Chinese policymakers clearly recognized the inéngaole of technology in the Chinese
economy and have also paid considerable attenticime acceleration of research and
Development (R& D). According to UNESCO (1986) ridg the 1980-85 period, the R&
D/ GDP ratio in China was , although, lower thaattbf US, Japan , west Germany, the
UK and Switzerland(Whose R&D/GNP ratio was excee2i¥#qd, higher than that found in
Pakistan, Indonesia, Thailand and Philippines ,\\wwhR&D/GNP ratios ranged between
1.0 percent and 0.4 percent, and very similar &b o Australia, Denmark, Italy and South
Korea. In the mid -1980s China has implementedckamge of plans for the development
of new technology, and traditional technology.” (lgging Guo, An introduction to the
Chinese economy. the driving forces behind modamwyn @hina, John Wiley and sons in
2010.) . But nowadays, China is doing well in impng human capital stock through an
increasing public spending on R& D.

Moreover, in average, China has 11 years of sclifeoéxpectancy from primary level
to tertiary level which is relatively high compagirnto the 6 years for Madagascar
(UNESCO, 2007). The advantage in having high le¥elears of schooling like that is of
course resides in its implications on the produtstiof the workers. Indeed, thanks to the
high degree incentives in China before its econamiracle, Chinese citizens are willing
to become more productive. Thus, they, citizens political leaders all together, are
motivated to develop the abilities of people and tiation’s human capital because
people’s educational attainment has a significafiténce on their productivity and the
level of output national. Their educational levetermines their ability to change, to
adopt or even introduce new technologies and inmmv& In the other words, the
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technological progress, thus economic growth, deépeon the stock of human capital.
Skills and competences of workers have a significapact on their productivity and
probably on the technical change.

The following table 3.2 exhibits the literagte for the students ranged between age
15-24 both sexes and compare this literacy rate thié population growth rate during the
same period of time: 1982-2010. We saw that therddy rate in china is always
improving and had no cease to strengthen whilgtpailation growth rate was, not only,
very low but decreased at all. It means that therm net improvement of the education
system in china regarding to the population gromatk situation.

Table 3.2 Literacy rate 15-24 Year old both sexes

YEARS

Age
group
and
sex

Literacy
rate
15-24
year old
in %

Population
aged
15-24

in 1000

Total i
Population

opulation
Pop Growth

in
rate in %
10000 persor

1982

1990

2000

2010

15-24
year
olds
Both
sexes
15-24
year
olds Both
sexes
15-24
year
olds
Both
sexes
15-24
year
olds
Both
sexes

88.77

94.28

98.86

99.40

187 296

249 800

196 474

225 311

100818 1

113368 12.44

126583 11.65

133972 5.83

Source:China’s Statistic Year book, 2010
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Graph 3.4: Literacy rate 15-24 Year old both sexes
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Source:China’s statistical bureau,2012

Those two charts above show clearly the trend terdcy rate and the trend in
population growth rate. The trend for both, therbcy rate and the population growth
have increasing trend at the beginning from 19@8ate 1990s but the literacy rate curve
keeps that rising trend before stopping the trencbastant pace. When the literacy rate
has got constant pace, the population growth satlecreasing. That’s to say that the level
of literacy rate in China is improving comparingtt@ change in population growth rate.
The following table expounds numbers of graduatertmlled ratio by educational level
over time.
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Table 3.3:Ratio of graduate students to enrolled students i€hina, in percentage

GRADUATE GRADUATE
TO ENROLLED TO ENROLLED CRADUATES
YEARS RATIO FORRATIO TO ENROLLED
PRIMARY FOR SECONDARY RATIO FOR HIGHEF
EDUCATION IN %
EDUCATION EDUCATION IN %
1978 69.01 88.01 41.04
1980 69.79 81.73 52.31
1985 87.02 74.36 51.05
1986 89.28 77.92 68.71
1987 97.54 82.7 86.22
1988 90.91 88.83 82.54
1989 86.32 88.79 96.48
1990 90.27 82.87 100.82
1991 91.51 79.05 99.03
1992 85.76 78.15 80.11
1993 78.25 80 61.8
1994 74.88 73.23 70.78
1995 77.47 70.54 86.93
1996 76.61 72.64 86.85
1997 79.61 78.19 82.9
1998 96.18 78.93 76.57
1999 114 12.77 53.1
2000 124.28 69.76 43.06
2001 123.28 72.71 38.61
2002 120.44 77.28 41.72
2003 123.97 83.25 49.11
2004 122.22 90.26 53.45
2005 120.81 70.75 60.81
2006 111.51 99.81 69.13
2007 107.72 69.17 79.13
2008 109.98 100.22 84.24
2009 110.22 68.99 83.05
2010 102.83 68.17 86.94

Source: China’s statistic yearbook,2010
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Graph 3.6: China’s graduate students to enrolled ratio by eduational level overtime

140
——GRADUATE TO
120 M ENROLLED RATIO
FOR PRIMARY
100 EDUCATION

80 ﬁés&\ /VL\Af\.i —— GRADUATE T0

ENROLLED RATIO
60 FOR SECONDARY
EDUCATION IN %

40
20 GRADUATES TO
ENROLLED RATIO
FOR HIGHER
0 ' ' ' ' ' EDUCATION IN %
1970 1980 1990 2000 2010 2020

Source: China’s Statistic Yearbook 2010

From the above table 3.3 and the graph 3.6, wesearthe change in terms of number
and quality of Chinese workers because they shdiedumber of students succeeded
their studies after school enroliment. At the ed880s, the graduate to enrolled ratio
curve for the primary education appeared relatively but it has a spectacular rise after
1999 and it went down after 2006 again. But secgndducation has constant pace at the
beginning and sustained more fluctuations after42@@owever, the tertiary education
does not have more fluctuation and kept risingdras well, especially after 2005.

The following table 3.4 and graph 3.7 appear moxeli@t in showing the
improvement in human capital in china, notably thgher education level. Chart 3.7
showed the constant change in school enrollmechima but the higher education’s curve
has a high change rate over time and laid alwagsethe two curves of the primary and
secondary ‘s ones. At the beginning, they all haveegative value such change but as
time goes they all are improved in terms of chaage. That is to say China has valued its
workers’ intellectual abilities and competitivenesgat's why the human capital
improvement in china seems developed very well. nSéquently, productivity level was
improved in China, that because of the progresaiman capital investment. Actually, an
improvement of Human capital level appears the dation of other factors of
production’s efficiency, such as labor or physicapital. Human capital is the basis of
economic growth building becausgerything resides in the productivity improvemédnt
we want to improve our growth performance
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Table 3.4:Change in enrollment overtime in primary, regular sscondary and tertiary

education
Change
Numbers Change Numbers of | g
Numbers Change ) in
_ _ of persons in Persons
of pupils in , , the
) enrolled in  the regular enrolled in
enrolled in the regular
YEARS imar fimar regular secondary regular hiaher
P y i P y secondary  education  higher N )
schools in enrollment ) . education
schoolsin  enrollment education in
10 000 trend enrollmen
10 000 trend 10 000
ttrend
1985 2298.2 -21.9 1606.9 -16.9 61.9 120.3
1986  2258.2 -1.7 1643.9 2.3 57.2 -7.6
1987 2094.6 -7.2 1649.5 0.3 61.7 7.9
1988 21233 14 1584.8 -3.9 67.0 8.6
1989 21515 1.3 15515 2.1 59.7 -10.9
1990 2064.0 4.1 1619.6 4.4 60.9 2.0
1991  2072.7 0.4 1655.2 2.2 62.0 1.8
1992  2183.2 5.3 1699.7 2.7 75.4 21.6
1993 23535 7.8 1707.3 0.4 924 225
1994  2537.0 7.8 1859.8 8.9 90.0 -2.6
1995 2531.8 -0.2 2025.9 8.9 92.6 2.9
1996 2524.7 -0.3 2042.9 0.8 96.6 4.3
1997  2462.0 -2.5 2128.2 4.2 100.0 3.5
1998 22014 -10.6 2321.0 9.1 108.4 8.4
1999 2029.5 -7.8 2546.0 9.7 159.7 47.3
2000 1946.5 4.1 2736.0 7.5 220.6 38.1
2001  1944.2 -0.1 2815.9 2.9 268.3 21.6
2002 1952.8 0.4 2929.0 4.0 320.5 19.5
2003 18294 -6.3 2947.4 0.6 382.2 19.3
2004 1747.0 -4.5 2899.7 -1.6 447.3 17.0
2005 1671.7 -4.3 2854.3 -1.6 504.5 12.8
2006 1729.4 3.4 2794.8 2.1 546.1 8.3
2007 1736.1 0.4 2703.9 -3.3 565.9 3.6
2008  1695.7 -2.3 2693.2 -0.4 607.7 7.4
2009 1637.8 -3.4 2616.7 -2.8 639.5 5.2
2010 1691.7 3.3 2551.7 -2.5 661.8 3.5

Source:China’s Statistic Yearbook, 2010
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Graph 3.7: Change in enroliment overtime in primary, regular sscondary and
tertiary education
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The following table 3.5 and graph 3.8 indicate nlnenber of graduates by educational
level and they express clearly the net improvenerértiary education in China. That is
to say that the level of the productivity in Chiaesconomic production process is
becoming better. The graph shows us a constand tnéthh the primary and secondary
education in terms of graduate numbers but thetgréducation has the constant pace at
the beginning of our time range and exponentiafling after .That is to say the level of
R& D, the level of innovation and creation of nesctinology is ameliorating in China.
Therefore, the level of the productivity and effiecy in allocating resources improves as
well.

Table 3.5:Graduates by educational level to total populatiomatio overtime

New New
higher seconda
d v New
graduates graduates )
. . primary
ratio to ratio
YEARS graduates to
total to :
total population
popula total _
) ) ratio in percent
tion population
in percent in percent
1987 0.49 0.12 0.19
1990 0.54 0.12 0.16
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1995 0.66 0.12 0.16

1996 0.69 0.12 0.16
1997 0.67 0.13 0.16
1998 0.67 0.15 0.17
1999 0.67 0.15 0.18
2000 0.75 0.15 0.19
2001 0.81 0.16 0.19
2002 1.04 0.18 0.18
2003 1.45 0.19 0.18
2004 1.84 0.20 0.16
2005 2.35 0.15 0.15
2006 2.87 0.21 0.15
2007 3.39 0.14 0.14
2008 3.85 0.20 0.14
2009 3.98 0.14 0.14
2010 4.29 0.13 0.13

Source:Our calculations,2013

Graph 3.8: Graduates by education level to total population réo overtime
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In fact, productivity ensuring the increase in auitpational determines the efficiency
of the other factors of productions such as lalvoPloysical Capital. For example, when
the health system for a country is maintained ist m®ndition, everyone could have
access to a best health service and they can ¢h@y lives with good health. The
people’s healthier life help labor to become moredpctive in working life and labor
productive means an increase in the output leviels Thange positive in output level
expresses economic growth characterized by thé shithe production frontier of the
national output level. The same thing may happedhefcountry is able to have the best
policy on education in order to rebuild a strongrfdation of economic growth. Suppose
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that the country has a strange policy on educdik@nsome African countries: “We need
more technicians to promote development so studgatsdon’t need to study far away.
What you need is undergraduate curriculum studythed go to work directly for the
experience. Experience is more important than padtmte diploma....... ” “Other fact
also that happens especially in Madagascar isadecbndition of the teacher’s status (low
salary, lack of materials, bad social status attedd to the teaching work....). Such a
consequence of this kind of condition, no one watsbe teacher and people are
discouraged to improve their educational level thedds to the Human -capital
improvement.” May be, that's why most African caues who apply such kind of policy
on education are just worsening their economic ldgveent level. Hence, we can easily
understand through those explanations the impatahthe Human capital improvement
in determining the economic growth rate level. thes words, the productivity of labor or
physical capital depends on the success of the Huayaital which embodies productivity.
Simply, by a simple logic, we can say that the nseutput (GDP) is closely linked with
the human capital improvement. That is why Chinaltigh level of economic growth due
to the rise in productivity growth generated by ilmlated policies and practices
improving quickly human capital of the country.

Indeed Education matters for the employment becthesejuality of workers has a
significant impact on the labor market mechanisno. ifms could hire less skilled
workers because the need of competitiveness ptovas tough. Thus, not only education
matters for employment but for individual earnireged his productivity as well. In fact,
well educated workers have big chance to earn ihecause they have a high degree of
understanding to adopt the mechanism of the pramuprocesses. Then the labor market
will demand skilled labor and more productive ahd wage level will rise and the output
national will improve thanks to the increasing protivity of well paid productive
workers. That is why we say that education matteremployment, for productivity of
workers and thus for the economic growth. Beingraw this fact, Chinese government
and Chinese household, together, are willing torowe the human capital level in
increasing the quality of the education of citizems China. The ability of the
policy-makers to maintain and to develop the huegpital level of a country assures the
economic prosperity for that country. Briefly, humaapital through education and health
improvement plays an enormous role in seeking enandevelopment for a country in
general and for China economic performance in @aetr.
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V- INTERNATIONAL TRADE AND GROWTH PERFORMANCE IN CHINA

Now, in this fourth chapter, we are going to deieanthe role played by the
international trade in the explanation of chinad®m®omic miracle after its economic and
social reforms. Indeed, even in theory, there positive relationship between growing
trade and economic growth for a country. Counttieg are trading each other can get
more benefits from trade activity than countriegnly in economic autarky. In fact, the
choices to live in Crusoe economic for a countryghmiappear completely insane
nowadays. That is because the degree of econoneid@pendence among countries is
strengthening and spreading. The globalizatiororssiclered by many economists as one
of the driving forces of that economic interdeparade phenomenon without saying the
international trade. “But what are the driving fescof the globalization? The first and
perhaps the most profound influence is technoldgicange... technical innovations have
led to an explosion of the productivity and slashehsportation costs... as technical
progress has extended the scope of what can beqaddnd where it can be produced,
and advances in transports; technology have cadinia bring people and enterprises
closer together, the boundary of tradable goodssamdices has been greatly extended.
Also, continuing liberalization of trade and inwvesint has occurred as the results of
multilateral trade negotiations. Globalization laéso been promoted by the widespread of
the liberalization of investment transactions ameldevelopment of international financial
markets. These factors have facilitated internafiomade through the more ready
availability and affordability of financing” (ROBERJ. Carbaugh, 2004).

International trade and globalization are two c@i€¢hat go always together. We are
even tempted to say that they are like the twossadeéhe same coin. When we talk about
international trade, the two main concepts of Adamith and David Ricardo come always
to our mind: “Absolute advantage and Comparativeaathge.” According to Adam
Smith, trade between two nations is based on afeseldvantage. When one nation is
more efficient than (or has an absolute advantage) @nother in the production of one
commodity but is less efficient than (or has anoalis disadvantage with respect to) the
other nation in producing a second commodity, theth nations can gain by each
specializing in the production of its absolute adage and exchanging part of output with
the other nation for the commodity of its absoldigadvantage.”..*And Ricardo stated
the law of comparative advantage in declaring &vah if one nation is less efficient than
(has an absolute disadvantage with respect toptther nation in the production of both
commodities, there is still a basis for mutuallynékcial trade. The first nation should
specialize in the production of and export the cadiy in which its absolute
disadvantage is smaller (this is the commodityt®fcomparative advantage) and import
the commodity in which its absolute disadvantaggreater (this is the commodity of its
comparative disadvantage)” (Dominick Salvatore, 400

Better understanding of those two concepts coulg kbeonomists to explain the
complex and complicated international exchangeqs®es, as policy-makers to determine
trade policy and strategy in seeking economic gnowiternational trade and economic
growth are inseparable concepts and there seeragsaton relationship between both.

International trade might contribute to economiovgth of a country by several paths. For
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instance, if one country trades with other coustrighrough the imports —exports
processes, that country can improve its economiwvily performance by increasing
earnings of foreign reserves through exports oumctating physical capital (or raw
material) like machineries (or oil) through imporihus, due to trade activity between
two or more nations, all participants could gainrenbenefits from trade rather than living
in autarky and self-sufficient economic. In thelrearld, there are even some countries
whose economic growths are qualified as exportssleBDI-led. And the economies of
those countries are mainly depending on the exteewors such as international trade or
FDI. Many researchers agreed on the fact that thieeonomic growth is one of the
sustained growth and depending on the internatiorsaket and trade. We can quote the
study conducted by Won W. Koo and Jiangiang Loti¢bafirms the positive relationship
between trade and economic growth of China. Thesearchers studied the role of
international trade in Chinese economic developmangpplying econometrics and
non-parametric methods. As findings, they found after regressing four main variables
such as land, labor, investment and trade with @oan growth, that trade variable has a
positive sign and significant impact on china’s mammic development. Studying the
probable interdependence between agricultural engrand the industrial economy, they
found that traditional input, such as labor or laml important to china’s economy
especially, to the agricultural sector. But thempact has been declining as long as the
Chinese economy change structure and more develQuedrariwise, Capital investment
has made the smallest contribution to China’s agitical and industrial sectors, thus
china’s economy. But international trade has mdme most significant contribution to
Chinese economic growth” (Won W. Koo and Jiangidwog, 1999). Those researchers
argued that the economic reforms implemented byeclplayed an important role to
china’s economic growth because since reforms @01€hina has experienced dramatic
economic growth. The country’s GDP grew from 44ifidn Yuan ($ 298 billion) in 1980
to 3138 billion Yuan ($ 544 billion) in 1993 (Won.Woo and Jiangiang Lou, 1999).And
according to the information available @mww.chinadaily.com and the global finance
www.gfmag.com, China‘'s GDP was estimated $ 8.28 trillion (51t@iBion Yuan ) in
2012. The reason of this dramatic increase in CGhi@®P resides on its open-door policy
adopted during the economic reforms since 1978. rolee of foreign trade and foreign
Investment had grown faster since the economiamefdegan in 1979. The amount of
foreign capital inflows into china and the volunfdareign trade were becoming larger as
the reforms move forwards.

Nicholas R. Lardy, in analyzing the role of foreigade and Investment in China’s
economic Transformation, listed three main reasainthe sources of capital flows into
China: “FDI, Foreign Borrowing and Foreign equityvéstment.” Among those three
sources of China’s capital flows, the most impdri@ontributing to its economic growth
was the FDI which is generated by the institutionhbnge after applying economic
reforms. The economic reforms implemented led chinadopt the market economy’s
value such as liberalization, free market, and fireegle. “The dramatic increases in
Foreign Direct Investment in the first half 199@peaar to be caused by four factors. First,
the magnitude aggregate FDI flowing to developingrdries increased significantly in
the 1990s. Secondly, China’s seeming political ibtgbin the wake of Tiananmen,
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combined with the explosive growth of the domesttonomy after 1992, led to a
fundamental reassessment by foreign firms of chieabnomic and investment potential.
Thirdly, China systematically liberalized its fagei investment regime (Creation of the
four special economic zones in the South of Chama) China also opened up sectors that
previously off limits for foreign investors. Foulyhthe last reason is that FDI flows had
increased, in part, because of the phenomena ofettyeled capital of Chinese origin”
(NICHOLAS R. Lardy, 1995). The direct impact of timerease of the capital inflows and
coming of the foreign investors into China was tlse of the exports capacity of the
country. “The small amount of foreign direct Invasnt in the late 1970s and early 1980s
initially made a negligible contribution to Chindstal exports. As late as 1985, six years
after the passage of China’s foreign investmentdad five years after the establishment
of special economic zones , the exports of forémyested enterprises were only $ 320
million, barely over 1% of china’s total exportg.of that modest base, they expanded
dramatically, reaching about $ 35 billion by 198most 30% of China’s total exports.”
(NICHOLAS R. Lardy, 1995). And the central Intglince Agency thevww.cia.gov
released an estimates value of the total amoufhaia’s exports in 2012 as more than
$ 2.050 Trillion. International trade allowed Chgaconomy to grow rapidly because it
gave to China abundant and huge benefits eithéc stadynamic. “The static benefits
from international trade result from importing dapi goods which embody high
technology. And the dynamic effects of trade rééethe improvement in the TFP through
learning by doing and accumulation of human cap{REENG Sun and ALMAS Heshmaiti,
2010). Therefore, China's trade volume and tradecsire changed at the same time
thanks to its growing engagement and participatiothe international trade activity. The
increasing participation in the global markets litates the rapid economic growth in
China.

The following data will show us the fitness of tegsrevious explanations with the
empirical data released by the Chinese governmetie Statistic yearbook, 2010. Table
4.1and graph 4.1 indicates the main sources ofact@pital investment from abroad. In
fact, the borrowing sources did not last for loimget for china but the main sources came
from foreign direct investment and other foreignastment ( e.g.: recycled capital for
Chinese origin). The scarcity of foreign loans ¢bina had relation with its best strategy
and approach in adopting the reform. China adofitececonomic and social reform with
prudency, thus, its approach was neither briskpnompt. China’s gradual and undoubted
economic reform provided confidence among foremgrestors and called many investors
to invest their capital in china. The presence aihpetent government determined the
success of economic transition in china, especidllying the second phase of the
economic reforms (from 1992), ensured investors famtished such kind of assurance
and safety for them if they invest in china. Stramgl competent government guaranteed
political stability allowed china to have been flagored recipient of capital flows from
early 1990s. That flow of abundant foreign diresvdstment into China was closely
related to the guarantee brought by the econonfdemebut it had an impact as well on
the trade volume and structure of China. Indeegl atbsence of lots of foreign borrowing
for china is often considered by many economistsoasequence of the rise of its exports
volume. Another explanation attributed to that hagpital inflow was the comparative
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advantage in terms of cheap labor that china edjoye

Table 4.1: The Sources of Capital inflows into China

FOREIGN DIRECT OTHERS

YEARS TOTALIn $ LOANS in FOREIGN FOREIGN
100 Millions $ 100 INVESTMENT INVESTMENT in

Millions In $ 100 Millions  $ 100 Millions
19791984 281.26 169.78 97.50 13.98
1985 102.69 35.34 63.33 4.02
1986 122.33 84.07 33.30 4.96
1987 121.36 78.17 37.09 6.10
1988 160.04 98.13 52.97 8.94
1989 114.79 51.85 56.00 6.94
1990 120.86 50.99 65.96 3.91
1991 195.83 71.61 119.77 4.45
1992 694.39 107.03 581.24 6.12
1993 1232.73 113.06 1114.36 5.31
1994 937.56 106.68 826.80 4.08
1995 1032.05 112.88 912.82 6.35
1996 816.10 79.62 732.76 3.71
1997 610.58 58.72 510.03 41.82
1998 632.01 83.85 521.02 27.14
1999 520.09 83.60 412.23 24.26
2000 711.30 623.80 87.50
2001 719.76 691.95 27.81
2002 847.51 827.68 19.82
2003 1169.01 1150.69 18.32
2004 1565.88 1534.79 31.09
2005 1925.93 1890.65 35.28
2006 1982.16 1937.27 44.89

Source China’s statistic yearbook 2010

27



Graph 4.1: Sources of Capital Inflows into China

2500

e FOREIGN LOANS
2000 IN'$ 100 MILLION
1500 /

/ ———DIRECT FOREIGN
INVESTMENT IN

1000 .\
/ \’\‘ / $ 100 MILLION
500 ' -

OTHERS FOREIGN
0 . T T . 1 INVESTMENT IN

0 5 10 15 20 25 $ 100 MILLION

The importance of high flows of capital into ChmdWarket post reforms is the
increasing production capacity of the nation, thilg output national. The arrival of
abundant capital flow into china led china to tlkpansion of its exports. The exports rose
with the decline of unemployment and that permitteoha to improve its current accounts.
China's increasing exports just meant increasingpmtitiveness and gain of bigger
international market share. Thus, the need of mibdty improvement looked like an
emergency for china in order to achieve high apidraconomic growth.

Table 4.2:Total Exports and Imports in $ 100 million

TOTAL EXPORTS in
TOTAL IMPORTS IN

YEARS S 100 million o
$ 100 million

1980 181.19 200.17
1985 273.50 422.52
1990 620.91 533.45
1991 719.10 637.91
1992 849.40 805.85
1993 917.44 1039.59
1994 1210.06 1156.14
1995 1487.80 1320.84
1996 1510.48 1388.33
1997 1827.92 1423.70
1998 1837.09 1402.37
1999 1949.31 1656.99
2000 2492.03 2250.94
2001 2660.98 2435.53
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2002
2003
2004
2005
2006
2007
2008
2009
2010

3255.96
4382.28
5933.26
7619.53
9689.78
12204.56
14306.93
12016.12
15777.54

2951.70
4127.60
5612.29
6599.53
7914.61
9561.16
11325.67
10059.23
13962.44

Source: China’s statistic yearbook, 2010

Graph 4.2: Total Exports and Imports in $ 100 million
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Moreover, if we look carefully at the data aboveafth 4.2 and table 4.2) we can see
that just prior 1985 china had an imports levepagsed the amount of exports. In other
words, at earlier time of reforms, china still innfgal more than it exported in terms of
goods overall. The following graph 4.3 shows chedhlat the relative value of China’s
exports to GDP surpassed largely its imports sta@DP as we found in nominal value
in the previous table 4.2 and the graph 4.2. Thainal value of the exports and imports
has almost the same trend with the relative vafuenports and exports to GDP shares
when we compare the general trend of the curvekegraph4.2 and the graph 4.3
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Graph 4.3 China’s exports and Imports share to GDfh percentage

40
35 /N
30 \ —ExXports
N \\ , to GDP
a share
20
/7 \Va /4
s 7 X/~
~

10 —|mports

5 to GDP

O T T T T T 1

1985 1990 1995 2000 2005 2010 2015

During the early stage of the reforms, the impoftsnanufactured goods exceeded
the imports of primary goods. We thought it seerttggical in the sense of reinforcing

investment, thus, china needed more capital gandstease investment level.

The following table 4.3 and graph 4.3 plot the tfenf the china’s exports by
products (primary goods and manufactured good€esihe beginning of the economic
reforms. We can notice that between 1980 and 1&86a imported more than it exported
without taking into consideration what kind of pumts are trading. But after 1985, the
exports amount always largely surpassed that ointiperts for china. And when we pay
attention to the type of products traded, refertmghe following table and graph, we can
understand that China’s trade policy was well apphed. China’s trade policy approach
appeared well done because it has been logical raalistic approach in seeking

productivity growth: “Productivity from capital acmulation and opening”

Table 4.3: Exports value by products in $ 100 Millbns

EXPORTS OF EXPORTS

YEARS PRIMARY GOODS IN $ OF MANUFACTURED
100million GOODS In $ 100 million

1980 91.14 90.05

1985 138.28 135.22

1990 158.86 462.05

1991 161.45 556.98

1992 170.04 679.36

1993 166.66 750.78

1994 197.08 1012.98

1995 214.85 1272.95
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1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

219.25
239.53
204.89
199.41
254.60
263.38
285.40
348.12
405.49
490.37
529.19
615.09
779.57
631.12
816.86

1291.23
1588.39
1632.20
1749.90
2237.43
2397.60
2970.56
4034.16
5527.77
7129.16
9160.17
11562.67
13527.36
11384.83
14960.69

Source: China’s statistic yearbook, 2010

Graph 4.4: Exports value by Products in $ 100 Million
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Table 4.4:Imports value by Products in $ 100 Million
IMPORTS Of
IMPORTS OF
. MANUFACTURED
YEARS PRIMARY GOODS in .
. GOODS in %10
$ 100 Million .
Million
1980 69.59 130.58
1985 52.89 369.63
1990 98.53 434.92
1991 108.34 529.57
1992 132.55 673.30
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1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

142.10
164.86
244.17
254.41
286.20
229.49
268.46
467.39
457.43
492.71
727.63
1172.67
1477.14
1871.29
2430.85
3623.95
2898.04
4338.50

897.49

991.28

1076.67
1133.92
1137.50
1172.88
1388.53
1783.55
1978.10
2458.99
3399.96
4439.62
5122.39
6043.32
7128.65
7701.67
7161.19
9623.94

Source: China’s statistic yearbook, 2010

Graph 4.4: Imports value by Products in $ 100 Millon
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TRYING TO RUN REGRESSION TO TEST:

In order to verify the exactitude of the positivéeefs of each variable according
the literature review and the data procesgesults, we were trying to run regress
between the China’s GDP and six other independeriables. The specification of o
model reveals a linear model showing the relatietwben china’s GDP and China’s Fl
total investment, gross domestic expitures on R&D, the percentage of higher gradu:
students and the total exports and imports volu®e: model was written in linei
equation as follows:

» China’s GDP = C + o FDI +3 Total Invest+ +A Gross domestic expenditur
on GDP +y percentage of higher graduates students Total exports +0 total
imports + ¢

We can see the values of each variable in followatde showing our raw data overtit
between the time range 1996 and 2009. We use the sata from the same Chin
staistic yearbook 2012 but we were just shortenirgy time period because before 1¢
and after 2009 many data are missing. And we s@pfmsteen years, from 1996 to 20
cannot be considered as a long term period congpddrnthe almost three decades
China’s economic growth, thus, we consider timegeawe chose in this regression &
short term.

Table 4.5:Relation between GDP and the six other independentriables:

1996 530773 Z631. 28784. 9 404. 18 86. BS 1510 4 1388_ 33
1997 59064. 5 2786. 29968 509. 16 82.9 1827. 9. 1423. 7
1998 63206. 4 2756 31 313142 5b1.12 T6_57 1837. 09 1402_ 37
1999 67163 2 244144 329561.5 678.9 531 194931 1656_ 99
2000 743055 2419. 16 348428 B95. 6656 43. 06 2492 03 2250.94
2001 82138 2787.18 39769 4 1042. 48 38. 61 2660.98 243553
2002 90137.3 3106. 4 45565 1287. 6 41. 72 32565. 96 29617
2003 101739 2965. 83 55963 1539. 63 4911 438228 4127.6
2004 119762 3461 6G9168. 4 1966. 33 03, 15 0933, 26 b612. 29
2005 139928 7384.12 T7856.9 244997 60. B1 7619. 53 6599_5H3
2006 168203 T817. 17 92954 1 30031 6913 968978 7914_61
2007 216631 10083. 3 110943 3710.24 79.13 12204. 6 9561_ 16
2008 280353 110343 138325 4616. 02 84. 24 14306. 9 11325 7
2009 309458 7195 52 164463 5802. 11 83. 05 12016. 1 10059 2

Before we run theegressior we were expecting to gglositive signs as estime
coefficients for all independent variables exceptalt imports. China’'s GDP is ou
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dependant variablMhich is measurein 100 million Yuan.
Our independent variables ¢
» 1-FDIin 100 Millions we expect positive coeflent in relation with GD
» 2-Total Investment in 100 million Yuan sign expectddts coefficient positiv
» 3-Higher graduates students in percentage sign exgheacisitivi

» 4- China’s gross domestic expenditures onD in 100 millions sign expecte
positive

» 5-Total exports in 100millions dollars sign expecpeditive

v

6- Total imports in 100 Millions dollars sign expecteegativ..
We report the result afur simpl¢ regression in the following table:

Table4.6.Regressiol results

>
fdiin100mi~n 0.964005 3.608644 0.27 0.797 -7.56908 9.49709
>2
totalinves~n 4.013975 1.431943 2.8 0.026 0.627969 7.39998
>1
chinasgros~1 -45.5182 32.09748 -1.42 0.199 -121.417 30.3802
>7
graduatess~o -516.609 220.2719 -2.35 0.051 -1037.47 4.2513
>8
totalexpor~n 24.42091 7.634948 3.2 0.015 6.367129 42.474
=7
totalimpor~s -34.7451 8.11859 -4.28 0.004 -53.9425 -15.5476
>8
_cons 6263.707 14765.22 0.42 0.684 -28650.5 41177
>9

Now, we are able to write the exact form of ourapn thanks to this regression ta
results. Thus, our linear equation can be shoventhis:

» China’s GDP= 6263.707+ 0.964005FDI +4.01375 Totaléstmer-45.518 Gross
domestic expenditures on R8-516.609 Higher Graduates student in percer
24.4209 total export— 34.745 total imports

Actually, our expectation proves to be exact anekdi except the two independt
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variables on human capital: gross domestic experediton R&D and the percentage rate
of higher graduates’ students. The negative sifiseoestimate coefficients for those two
independent variables are really unexpected fobacause the literature review and the
data processing results told us that those vasdidee net positive effect on China’s GDP.
Therefore, we anticipate positive signs for theitireate coefficients but the regression
results show something different. Our explanatmthis kind of surprising results resides
in our time range period. The negative signs of@ness domestic expenditures on R&D
and the negative sing in front of the percentageigtier graduates’ students mean that the
investment in human capital costs really expenBwechina and their effects on China’s
GDP in the short run turn up negative. But in thegl run perspective, this high cost of
investment in human capital will benefit China iramy respects like employment or
technological progress. In other words, holdingstant all other independent variables,
the increase of 100 millions of China’s expendisuoey R&D will decrease the China’s
GDP level by 45.518* 100 million RMB (=decrease4&5.18 million Yuan in China’s
GDP). Our regression results showed the same seaslthe literature review and data
processing results said. They, all, display thatdkports variable has significant positive
impact on China’s GDP comparing to the total inwesit, FDI or total imports. We have
to precise that the negative signs as estimatefficmersts of the gross domestic
expenditures on R&D variable and the investmerttiginer education do not really mean
that the spending on these variables are reallyfdrathe economic growth of China. Like
what happened with the negative sign of the estroaefficient of the imports variable. It
does not mean that imports activities are harndulGDP growth; contrariwise imports
can strengthen economic growth when china impodeemapital goods or raw materials
for production.
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V- OVERVIEW ON THE DYNAMISM OF MADAGASCAR ‘S ECONOMY
AND CHALLENGES

In order to make comparison studies on China’sMadagascar's economic growth,
as the title of our thesis indicated, we are gamghow the basic facts and challenges in
Madagascar economy. Actually, Madagascar doesppeaa the size of a country worth to
be compared with China in many respects, but beeawfahat fact, we will just try to find
out the difference in China’s growth experience Btatlagascar’s one.

Several regimes succeeded one by one after Madagagained again its
independence from France, its colonizer, and tbeamuic history of Madagascar changed
with its political history. There was a high degmafeeconomic dependence due to the
magnitude of the French power on Madagascar ecoramaly political life before the
independence. But the French interferences uporaddaly economy still existed and
continued even after the country got its independeihe first Republic founded after the
independence, governed by President Tsirananatui¢ake Madagascar away from the
continued and growing economic dependence towarascé. The first republic focused
its economic policy on allowing French financiemsdadomestic investors to invest
unfettered. That socialist republic Malagasy sdedalSocial Democratic party (PSD)
reduced its socialist characteristic on state itmaests in the areas eschewed by those two
kinds of investors, notably the farming activitytraparty conflict within PSD members in
1972 brought the Tsiranana regime into a downfadl led to a Military interlude between
1972 and 1975. The Military interlude regime undesident Ramanantsoa did not
change anything in political institutions but thelipcal culture of the people knew a
small change. Malagasy people wanted freedom im géweryday life and needed free
space for political expression. Because of the t#dirness during the Military interlude
regime, existence of winners and losers, againnateconflict within major state of the
regime, forced Ramanatsoa to hand power to Ratsiraga who was assassinated just
after three days of taking power. Ratsimandrava lgadd intention to develop
Madagascar from the local population in giving #mgire autonomy of decision to the
local collectivity called:”Fokonolona.”

After that Military interlude, the second repubbt Madagascar was born and brought
few major changes in both political and economistiintions under the Ratsiraka
presidency and “Scientific Socialism “. First, teeientific socialist regime confiscated
and bought foreign firms and turned them over tolagasy ownership. The main
intention of the Ratsiraka regime was to sociatize economy by nationalizing major
enterprises. In the rural sector, local farming pmyatives were established by the
Ratsiraka regime which intended to increase theellexf the government capital
investment. During the 1980s, severe economicscreached Malagasy economy due to
the failure of the increased investment implemeitg&atsiraka. The only apparent effect
of the enhanced level of investment was to putdbentry deeply in debt to foreign
creditors. And when Madagascar fell into a deeptdédvel, thus, the second republic
regime governed by Ratsiraka was forced to negotiath foreign sponsors such as IMF
and the World Bank. From that time, a series fcstiral adjustment agreements signed
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with the IMF and the World Bank during 1980s ane éarly 1990s. The Ratsiraka regime
recognized the failure of the socialism and indthia return to a more classic liberal
economic model.

The third republic regime just strengthened theugneation of the liberal economic
system initiated by the second republic in 1993.sMof Madagascar’s transitional
economic and social reforms had begun and beengsitiened during the third republic
regime in 1990s. The third republic had privatimedre public enterprises, disbanded the
agriculture marketing boards , ratify more liberalestment codes favoring foreign
investment , privatize the banking and financiattees and tried to diversify the
traditional and primary products exports. The majon of the third republic regime was
to improve the quality of the products produced dstically and doomed to exports. The
Zafy Albert regime was also trying to improve, rrhs of quality and quantity, the
exports crops, coffee, and vanilla despite thetlimstrictions on the world demand. In
short, Madagascar economic transition began atidted in 1985 by the second republic
of Ratsiraka regime but reinvigorated by the thedublic IN 1990S. Most of the reforms
implemented were among the requirements of the 88 the World Bank in return
against their acceptance to finance Madagascaiauorcrisis generated by the socialist
regime in 1970s and early 1980s. The IMF and WBdak wanted all of Madagascar’s
economic and institutional reforms implemented adkieved by 2000s even it just began
effectively early 1993. Madagascar’s political leedid not have any choices if they
would like to get the funds from those sponsorsher&fore Madagascar's economic
transition was briskly done in big bang way proesstor all sectors either agricultural
sector or industrial sector. The last part of thedtrepublic ruling by Ravalomanana Marc
characterized by willingness to attract a lot akfgn investors who can invest especially
in the mining sector. And the Ravalomanana regirap{seal has positively been answered
from foreign investors and many of them came to Mgdcar to use their money. The
main reason that incited foreign investors to jgladagascar in business activity was the
political stability during the Ravalomanana ruletvieen 2002 and early 20009.
Madagascar have made progress in terms of ecorgnmith during that period and the
economy was grown annually at almost 5 % till theevnMilitary coup occurred in
March 2009. The data below from the central banklaflagascar on the real GDP growth
rate during that period of time confirmed the growichievement during Ravalomanana
regime.

Table 5.1: Real GDP growth rate 2001 — 2012 in pexntage

YEARS 2001 | 2002 2003 2004 2005 2006 2007 2008 20R010 | 2011 | 2012

Growth 6 -12.4 9.8 53 4.6 5 6.2 7.1 -4.10.5 0.5 2.9
rate

Source:Central Bank of Madagascar, 2010

The economic development of Madagascar is charaeteiby a cyclical political
crisis every almost 10 years and the worse thinthis cycle is becoming smaller and
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smaller as time goes. The political unrest happéméore every almost ten years, in 1972,
1985, 1991 and 2002 but nowadays, it occurred ewveayly five or seven 2002 and 2009
as we saw in the above table political crisis aquamed by negative economic growth.
This political instability is appearing the majobstacle of Malagasy economic growth
without saying the lack of integrity and loyalty pblitical leaders that led them to bad
governance and the nation to a shortage of tecgiwallocapabilities. The economy as
whole is always hampered by the shortage of infnagire equipments, by the lack of
technological progress and lack of efficient ediocetl system, by high degree of
Kleptocratic rule among the government officialy, dn economic colonialism from its

economic partners ‘ side. Despite the independahe¢ Madagascar got in 1960,

Madagascar still suffered a lot from the interferof foreign countries who enjoy

economic powerful status. Madagascar’s mining neses) for instance, are extracted at
the expense of the Malagasy citizens because taeyot feel the impact of the return
received from the exploitation in their daily lives

Table 5.2: Annual growth rate by sector of activites of Malagasy economy

ANNUAL ANNUAL
ANNUAL
GROWTH GROWTH
GROWTH
YEARS RATE OF RATE OF
RATE OF
SECODARY TERTIARY
PRIMARY SECTOR
SECTOR SECTOR
1985 1.12% 1.32% 0.87%
1986 3.24% 3.81% 0.69%
1987 2.51% 4.71% -0.18%
1988 2.20% 1.77% 4.44%
1989 5.21% 1.15% 4.11%
1990 2.08% -0.62% 3.94%
1991 0.51% -0.73% -1.72%
1992 1.71% -1.07% 1.12%
1993 3.22% 3.27% 2.13%
1994 -0.45% -1.05% 1.2%
1995 1.87% 1.75% 1.5%
1996 2.50% 1.98% 2.12%
1997 1.89% 4.65% 4.648%
1998 2.11% 5.170% 5.0815%
1999 3.56% 4.301% 5.4885%
2000 1.00% 7.089% 4.9840%
2001 4.02% 7.593% 6.1318%
2002 -1.29% -20.8% -15.0%
2003 1.3% 14.6% 10.6%
2004 3.1% 6.5% 6.0%
2005 2.5% 3.0% 6.1%
2006 2.1% 3.5% 7.4%
2007 2.2% 9.8% 7.8%
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2008 2.9% 3.6% 8.2%

2009 8.54% -7.84% -7.5%
2010 -3.4% 0.2% 1.7%
2011 -0.1% 2.3% -0.4%

Source: Central Bank of Madagascar, 2012

Graph 5.1: Annual growth rate by sector of activities of Malagasy economy
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Moreover, when we look quiet closely at GDP compaosiof the Malagasy economy
overtime, we can find disarticulated economy. Adawy to the central bank of
Madagascar’s data, shown in the data on table BoRea each sector of the Malagasy
economy developed unevenly overtime. This unevegress expressed the absence of
solid articulation among the three sectors of tt@nemy in Madagascar. From the above
graph 5.1, we notice the fall of all sectors togetin early 1990s, 2000s and 2009 because
the whole economy was damaged by the politicalscdsring those years. But when there
is stability of the political situation which shaulbe accompanied by an economic
recovery for the nation, none of the three seawomdved into the same direction and trend.
Instead of leading to the progress of the agricaltdield, the industrial sectors
development has the same trend as the tertiarprseat the graph 5.1. The primary
sector’s trend kept a constant pace and withouttifitions. Not only there is no
articulation among the three sectors of the Malgga®nomy but also we observed that
the two modern sectors (industrial and servicesglgrown rapidly than primary sector
one. That is to say that there is, perhaps, negiettehavior from the political leaders
towards the farming activities. In Madagascar,ifstance, 80% of Malagasy people are
still farmers but the land access remains veryiadifff especially in terms of
administration procedures. The following data pdegi the GDP composition of the
Malagasy economy overtime accordingm@w.exxun.com

This table 5.3 below shows us the percentage dfi sactor that constitutes the
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Madagascar's GDP and we see that the service de&soalways the big share overtime
comparing to two other sectors. The service sduasr got 54% in 2000 and keeps the
share at more than fifty percent till 2013. Thdustrial sector contributes to GDP at 12%
the least value and 16% at most over 13 years.edns that the improvement of the
industrialization process in Madagascar does nwetldp so well. But even worse the
farming sector contributes less and less to redP @Dthe Malagasy economy despite the
proportion of the labor forces working in the faautivities. According to the official
statistic data, more than 80% of Malagasy peojillengirked in farming fields and more
than 50% of arable lands are not fully exploited.

Table 5.3: GDP composition of Madagascar by sector overtime 20-2013

DATA FIELD MADAGASCAR GDP
COMPOSITION BY SECTOR
2013 January agriculture: 28.3%

GDP - composition by sector

2012 January
GDP - composition by sector

2011 January
GDP - composition by sector

2010 January
GDP - composition by sector

2009 January
GDP - composition by sector

2008 January
GDP - composition by sector

2007 January
GDP - composition by sector

2006 January
GDP - composition by sector

2005 January
GDP - composition by sector

2004 January

40

industry: 16.4%
services: 55.2% (2011 est.)

agriculture: 29.3%
industry: 16.2%
services: 54.5% (2010 est.)

agriculture: 26.5%
industry: 16.7%
services: 56.8% (2010 est.)

agriculture: 26.2%
industry: 15.2%
services: 58.5% (2008 est.)

agriculture: 26%
industry: 15.9%
services: 58.1% (2008 est.)

agriculture: 27.3%
industry: 15.8%
services: 56.8% (2007 est.)

agriculture: 26.9%
industry: 16.5%
services: 56.6% (2006 est.)

agriculture: 29.3%
industry: 16.7%
services: 54% (2004 est.)

agriculture: 29.3%
industry: 16.7%
services: 54% (2004 est.)

agriculture: 27.4%



GDP - composition by sector industry: 12.8%
services: 59.8% (2002 est.)

2003 January agriculture: 25%
GDP - composition by sector industry: 12%

services: 63% (2001)
2002 January agriculture: 34%
GDP - composition by sector industry: 11%

services: 55% (1999 est.)
2001 January agriculture: 30%
GDP - composition by sector industry: 14%

services: 56% (1999 est.)
2000 January Agriculture: 34%
GDP - composition by sector industry: 12%

services: 54% (1997 est.)

Source: http://www.exxun.com/afd hy/Madagascar/ec gdp caitipm sector.html

In addition, the poor in Madagascar are especiallyal families practicing
subsistence agriculture, producing just enoughtfeir families because they are not well
equipped materially and technically. More than 70®£4hose 80% rural inhabitants are
living worsening conditions with permanent declopitivings’ standards because the
number of the rural population grows faster butyteize of their lands as first means of
production never enhanced. In terms of numbersdata we think Madagascar economy
is remaining traditional economy because more 8idrof the work forces are working in
farming activities. And the two industrializatiohtbe Malagasy economy does not appear
achieved and succeeded very well after all the @min reforms implemented during
1990s. Concerning the high level of the servicaaeshare in contributing to GDP, we
think the Globalization and the international tracknder the service sector more
developed in Madagascar. But we suggest that theergment should change its
development approach in emphasizing the primaryoseend overall the articulation
between this primary sector and the other two sectspecially the industrial sector. We
think that in enabling the rural population to irope their income earnings, the Malagasy
government could eradicate the half of povertyew fears.

We evoked the question such title of this section,asking ourselves what
Madagascar can learn from China’s experiences. 8n@nswer, we find out that, first of
all, this prioritization of the rural areas that déeascar should learn from China’s
economic experiences instead of neglecting it. fWMbbkina began its economic reforms
in 1978, the middle kingdom under the Socialisimegprioritized and started reforms by
the rural areas. “China’s market transition begath@ end of 1978 with a wide -ranging
reassessment of nearly every aspect of commanaegomdeed, there was at this time a
broad social relaxation after the storms of thet@al Revolution: political prisoners were
freed, millions of sent-down youth returned to thiges, discussion were relatively free
and wide ranging. In this environment, the exteifit possible was known, and
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experimental reforms were launched in nearly ewagtor of the economy. However, it
was in the countryside that reforms succeeded firgias the dramatic success of the rural
reforms that cleared the way for continuing andgpessively more profound change.”
(BARRY Naughton, 2007). Secondly, we saw also tifferénce of the approach adopted
by Madagascar and China when they implemented ctgply their transitional reforms.
Approaches are different because China opted thdugti and prudent approach in
moving towards the Market economy. However, Madegasvanted to achieve its
economic reforms in big bang way in few years sgpéat its political leaders were under
pressures from foreign sponsors such us IMF andd\Bank. They have to reach the
goals determined in the IMF and World Bank requeats; otherwise there will not be a
new financing in the future. Thus, the nationaliatiitude, the independence in decision
making process without foreign interference or gdition among the political leaders
seem very important for governing one nation. Fyhale saw as well an important role
of the government in seeking economic growth amdatle big difference between China
and Madagascar. Government plays a significant betsause the ability of the political
power to set up political stability determines theel of its economic development. The
strong and efficient Chinese government can ensumghly safe and secured investment
environment which is the only one thing that instee foreign investors. But Madagascar
couldn’t enjoy this political calm because of iter@al political crisis that hampered its
economic growth process.
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VI — WHAT CAN MADAGASCAR CAN LEARN FROM CHINA'S ECO NOMIC
EXPERIENCES: POLICY SUGGESTIONS

We are totally convinced that the way china adopeskeeking its economic growth
could perfectly be applied for Madagascar to taflkét® development stage. We think the
path of growth seeking that china followed can stibrk for Madagascar. In fact, China
began its economic reforms by reforming agricultfiedds and it is still the same thing
that Madagascar's government should do for shakifigghe poverty in Madagascar.
Indeed, 80 percent of Malagasy people are stithéas and more than 75 % of the poorer
citizens are from rural households. Therefore, vigktit seems rational if the government
tries to enable rural families in fighting agaipstverty.

Certainly, when the government increases its imrest in farming, it will generate
positive impacts on the revenues of rural familidls.the government raises its
expenditures on agricultural investment, such asiti&ting the access to clean water, to
raw materials and inputs for farming, providingheical assistances for peasants, this will
affect the level of agricultural outcomes. Wher thgricultural sectors have a net
increase in output, it means that the productieitghe agricultural activities grows. The
productivity growth in the agricultural sector haagsitive impact on the whole economy
Malagasy because the rural poor families can eajpymprovement of their purchasing
power thanks to the rise of their revenues anditban consumers feel an improvement of
their purchasing power as well due to the fallraf price level. The productivity growth in
the farming activities will cause not only an impement within the farming sector but
within the secondary sector and tertiary sectomwel, thus, the whole economy will
became better. The progress of the primary secilbalow the secondary sector to get
access easier to the raw materials and inputh&midustrial production. That's why we
think, and it appears the logical way for Madagasgation, that the best way for
Madagascar economic growth seeking is to enabkd farmers in helping technically
(Modern methods of cultivating) , materially (roadwidge, river dam) and even in
subsidizing the farmers in their activities. Theeaeason that supports our argument in
saying that the development of Madagascar showgohlily reforming agriculture as china
did it, is the truth fact shown by the table5.2agp 38) plotting the annual growth rate by
sector of activities of Malagasy economy. In thablé, we can see clearly that the
agricultural sector appears more solid and robugtant of the shocks generated by the
cyclical political crisis than the other two sestor Look carefully at the years 1991, 2002,
and 2009 and compare the impact of the politicaésts during those years on each sector.
We can see that during those three political inktials the two other sectors grew at
highly negative pace comparing to the annual groretie of the primary sector. For
example, in 2009 the political crisis brought tleeadary and the tertiary sectors at the
pace of -7.84% and -7.5% but the agricultural gestith grew at 8.54% according the data
from the Central bank of Madagascar. Thus, the tkeglevelop Madagascar lies in the
farming production and activities.

Secondly, if Madagascar ‘s political decision -makevould like to improve the
capital formation process in Madagascar , we #tifik that the path followed by China
seems still useful and can be really implementeldlatlagascar without problem. Indeed,
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China developed its heavy industries before mowmgxpand all resources for light
industries in order to strengthen the capacityhef domestic and national industries. We
guess the ideas remain the same and appear thestbetsgy for Madagascar but its
implementation needs high degree of economic naliem and certain level of political
will from Malagasy government leaders. Madagascgogernment should be aware that
the Malagasy economy cannot grow without politetability. Consequently, they need to
set up political calm in order to attract foreigivestors, otherwise no one will come in
Madagascar to invest and use their foreign fundshi® Malagasy economy. If Malagasy
government can ensure political stability, moreefgn investors will invest in many fields
such as communication, construction, mining sectioas open many opportunities. We
agreed on the fact that Malagasy economy needsgforeapital to boost its capital
formation and capital stocks but we think it woblel better for Malagasy economy if the
national investors could make their investment ifreeer and safer environment and
protected from the international shocks. The stgbibf the economic and political
situation will cause a net improvement of the Makgeconomy because the level of the
urban unemployment will decrease rapidly with theréase of the capital flows into the
industrial sectors. Then the amelioration of theplxyment rate will lead to the
productivity growth of the secondary sector anthatsame time the purchasing power of
the poorer urban families who are the first benafies of the rise of FDI will become
higher thanks to the improvement of the produgtiwtithin the industrial sector.
Whether foreign investors or national ones, thegdnsafety and calm environment for
investing and making money. Therefore, the improseinof the capital flows in industrial
production depends on the economic and politidabion of Madagascar. In addition to
this, the Malagasy government can reduce alsoudigéts deficits with the tax revenues
from those foreign and domestic firms. Moreoveg tlevelopment of the investment in
the industrial sectors may strengthen the exp@apmaty of Madagascar and lead to the
reduction of the trade deficits accompanied bydppreciation of the Malagasy Ariary
currency.

Finally, we totally agree that Madagascar doesyrbtrrive at the stage of the high and
fast development of the services sectors and shathy we think that there is a wrong
policy in Madagascar in prioritizing the tertiargctors in thinking that this sector
contributes more to GDP of the Malagasy economyeive pay attention to the table
5.3 showing the GDP composition of Madagascar loyoseovertime (page 39), we can
notice that the services sector contribute morethi® Madagascar's GDP overtime
comparing to the two first sectors despite thedahyaarter of the human resources are
working on farming activities. We do not deny thregence of a lot of opportunity in the
services sectors investment but Madagascar isotwaléy ready yet to step in and to reach
that stage and also the tertiary sector itself apgpeeally vulnerable facing the cyclical
political crisis in Madagascar. In relation withighssue, we think Madagascar has to
adopt a gradual approach in trading with foreignntdes because its domestic producers
are quite weaker facing the harsh global competitibhus, the Malagasy government
needs to adopt certain degree of protectionism fastecting the weak domestic
enterprises otherwise Madagascar will experienceuditow of the national capital and it
will impact negatively on the national economy. $hio improve Madagascar trade
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activities, we think Malagasy government leadeisusth reform its exchange rate system
and make it more stable in order to avoid morett@lattons of the Malagasy Ariary
currency. We think unstable exchange rate regiamenat benefit Madagascar for its
exports. Because the unstable exchange rate sgéiaws the weaknesses of the national
currency and a weak currency do not allow any aguim the world to be more
competitive in the Global market and Internatiotralde. Malagasy government should
prioritize the trade in services related to therigu activities because Madagascar
possesses an absolute advantage in that field aslaard. Madagascar holds many
endemic fauna and flora with many touristic sitegl dong and beautiful beaches.
Madagascar can earn more foreign reserves in @tigawiore tourists and the increase of
the investment in that field will boost Madagassagconomy in strengthening the
purchasing power of the Malagasy consumers andriogvéhe inflation level. We know
that China undervalued its currency in order togbas exports but we think the approach
is not good for Madagascar because nowadays, the ghthe Malagasy Ariary is already
very low but it cannot help our exports and of seuit is absolutely bad for our imports.
Consequently, we think we should seek a strongeeray instead of weaken it for our
domestic consumers’ living standards. The improvenoé the Malagasy ariary will rise
the propensity to consume of Malagasy citizens leedheir purchasing power increases
thanks to the improvement of the currency levekrafthe development of tourism
activities.
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GENERAL CONCLUSION

The growing differences among countries in termeafnomic development level
attracted our curiosity and led us to ask a questibout china’s economic growth
miracles and Madagascar’s economic difficultiesrolighout our research, taking both
into account the economic literature and the emgliridata, we found that many
explanations are plausible to explain the diffeeemcgrowth among these two countries.
The first explanation that many researchers supggadtthe data showed as well resides in
the accumulation of physical capital. Loren andodiang argue simply that the key driver
of China’s economic success was the rapid risiraglyetivity growth due to the labor
shift from agriculture sector to non-agriculturectee and also due to rising investment
thanks to China’s high saving rate. Chinese pebale got incentives to make their own
business after the government accorded more freetoritizens; thus, the capital
accumulation formation improved well and faster ahdha’s national output grew faster
such consequence. The second factor of Chinaisoeaic growth discovered regarding
to economic literature and empirical data is thpriomement of the human capital level in
China. We measured this improvement of human dapiteChina through the total
domestic expenditures data on R&D and numbersafugte student to enrolled students.
We found overtime that there are improvement amdessing trend in expenditures on
education in China. Among the three levels of etdanathe higher education was more
privileged in China’s education system and politlyat meant that it is not amazing to see
a rapid growth of productivity level in China afteeforms were implemented because
productivity concerns are closely related with thgher education system (R &D). The
last reason we advanced to explain china’s econgnowth was the progress that china
made in terms of international trade practices emgagement. We have discovered also
that after china applied the economic reforms aneingthened its engagement by the
entry into WTO, both FDI level to GDP and FDI lewel total investment coming into
China rose. And the rise in FDI and Investment lleaaeChina led to the change in
structure and volume of china’s exports —Importd allowed China to enjoy a large trade
surplus with the rest of the world.

We found that those three main reasons that weestigare all caused by the
economic and social reforms that china implement@adnsequently, we thought that
China’s economic growth was not a fruit of hazamd ibis closely linked with its History
either political or economic. We deduced as resoftsour comparison on China’s
economic reforms and Madagascar one, we thinkthieadifference lays on their approach
and strategy to adopt the reforms. Then, the diffee in their economic achievement
depends on their reform approach and strategy len@ptitude of the government to set
up reforms. Madagascar and Chinese government alichave the same approaches
because China opted the gradual and prudent appioamoving towards the Market
economy. However, Madagascar wanted to achievecdaomic reforms in big bang way
in few years seeing that its political leaders weneler pressures from foreign sponsors
such us IMF and World Bank. We mentioned as wallt tthina is characterized by the
competent and strong government that is able toesocial order and political stability
which are the major conditions of economic growtielsng process. As prospects, we
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propose that the Malagasy government should tantetts economic reforms process and
reset a new economic reforms if needs appear raageddle suggest as well that the
Malagasy government should start its economic ne$oby the agricultural field which
encompasses more than 80% of Malagasy inhabitanis, the bulk of the Malagasy work
forces. Economic reforms need more commitment aglal éngagement of the citizens to
be successful not obliged from outside of the matio
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