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This paper develops an econometric method based on the relationship between GDP and NMP to
estimate an unknown Chinese GDP series of 1952-77 using recently available Chinese GDP data of
1978-90 and a reconstructed NMP series of 1952-90. In this manner, a long-term (1952-90) series
of China’s GDP has been obtained for long-term analyses. A reassessment of Chinese economic
performance of 1952-90 using this series suggests that the paper’s estimate provides a reasonable
reflection of both the Chinese pre-and post-reform economic growth in terms of production structure,
growth pattern and policy changes. A series of China’s per capita GDP in U.S. dollars which is
comparable to the World Bank’s estimate for the early 1980s has also been obtained.

1. INTRODUCTION

This paper has two main objectives. First, a long-term series of China’s Gross
Domestic Product (GDP) will be created. Second, this series will be used to
reassess Chinese economic performance in the period 1952-90.

Economic reforms have brought about a rapid economic growth and struc-
tural change in China since 1978. There has been a growing interest in the
performance of Chinese economy in the current transition from a typical central
planning to a market-oriented economy. Therefore, there has been a need for a
reliable long-term data on China’s national product to assess this performance.
Until 1988, however, China had never measured its national product in the
western way, that is, its national product differs from the System of National
Accounts (SNA) concept of GDP (UN 1968)." China’s national product had
only been measured by the Material Product System (MPS) as Net Material
Product (NMP). Since NMP differs significantly from GDP, it can be very
misleading to assess Chinese economic growth (which western economists nor-
mally identify as the growth of GDP) using China’s NMP data.” In 1987, to
facilitate the process of economic reforms, the Chinese government decided to
establish China’s first SNA input-output table and started estimating GDP, while
retaining the old MPS. In 1988 China’s State Statistical Bureau (CSSB) started

Note: 1 am most grateful to Tin Nguyen and Christopher Findlay for very helpful discussions.
Thanks also go to Andrew Watson, Ian Mclean, Yanrui Wu and two anonymous referees of the
journal for comments on the earlier drafts. The work reported in this paper was supported by grants
from the Australian Research Council and the University of Adelaide University Research Grants
Scheme. I alone am responsible for any errors contained in this study.

'See also Ruggles and Ruggles (1970) for the details of SNA.

ZEstimation of Chinese GDP, especially for the period of the 1960s-1970s, was dependent upon
work by western scholars, for example, Li (1959), Liu and Yeh (1965), Rawski (1980), Perkins (1980)
and Field (1980). However, estimation of GDP was extremely difficult during the 1960s and 1970s
when even NMP data were not openly published.
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to issue GDP for China. The estimate of 1978-87 GDP has also been made by
the CSSB (CSSB, 1988b, p. 36). Nevertheless, for many studies involving long-term
analyses, the available Chinese GDP series is too short. In particular, to compare
the economic growth in post-reform with that of pre-reform period, an estimate
of Chinese GDP for the period of pre-1978 is required. By using the econometric
method, this paper attempts to estimate China’s GDP for 1952-77 so that a GDP
series of a longer period (1952-90) can be obtained. By using such a GDP series,
this paper also attempts to reassess Chinese economic performance in both pre-
and post-reform periods in terms of the changes in production structure, growth
patterns and per capita GDP.

In Section 2, after a simple review of the relationship between GDP and
NMP, the methodology used in this paper is discussed. The relevant data problems
are discussed in Section 3. The estimation of Chinese GDP for the period 1952-77
and a reassessment of Chinese economic performance for the period 1952-90 is
given in Sections 4 and 5. A summary of conclusions is presented in Section 6.

2. METHODOLOGY

2.1. The Relationship between GDP and NMP

The MPS follows the Marxian concept of “productive” and “non-produc-
tive” economic activities. Only those activities producing physical or material
products are regarded “productive.” The “material production” is composed of
five sectors: agriculture, industry, construction, transportation and commerce.?
Those activities producing services or ‘“‘non-material products” are, however,
regarded “non-productive” (Li ed. 1986, pp. 618-619). Value added by most
services is therefore excluded from the calculation of national product.*

Since the MPS emphasizes “material production,” Chinese official statis-
ticians are first interested in the total value of physical goods. It includes not
only newly added value but also the transferred value, that is, the value of factors
consumed in the process of production.’ This is called Gross Output Value or
GOV. For each sector i, let the value of material input be C[", the value of
depreciation be C¢ and the newly added value by “material production” be V".°
GOV, can be denoted as

(1) GOV, =Cr+Ci+vr.
Thus, for the economy as a whole, we have

(2) GOV=3,GOV,=3, (CT+CI+ VD).

*Here agriculture includes farming, forestry, husbandry, sidelines and fishery; industry includes
mining and manufacturing; transportation only includes the so-called “material production”-linked
transportation, post and telecommunication; and commerce includes catering trade and “material
production”-linked commerce and storage trade (Li, ed., 1986, pp. 607-608).

See Table A-1 for the details of the services excluded from NMP.

*In Capital, Marx writes: “The values of the annual product in commodities. . .resolves itself
into two parts: Part A, which replaces the value of the advanced constant capital, and Part B, which
represents itself in the form of wages, profit, and rent.” (Capital, Vol. 3, p. 377, Charles H. Kerr &
Co., Chicago, 1909.)

SV is also referred to by the Chinese statisticians as Net Output Value (NOV).
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It is clear that there is some double counting in GOV, because it includes all
intermediate inputs (2;C{"). Thus, the net material product, NMP, can be written
as

3) NMP=3,NMP, =3, V",
Now, for each sector, i let GDP; be defined as
(4) GDP,=C{+VI+ V7,

where V7 stands for the value added by “‘non-material production” for each
sector i. For the economy as a whole, we have

(5) GDP=3,(Ci+V"+VD),
or
(6) GDP=NMP+ Z,

where Z is the sum of the value of depreciation and the value added by
“non-material production,” 2,(CY+ V7). Z can be estimated using available
GDP and NMP series.

2.2. Estimated Model

We now further discuss the relationship between GDP; and NMP;. From
the previous discussions, it is obvious that GDP; can be expressed as a function
of NMP; (or X; for convenience) and an error term u;, i.c.

(7) GDP; = F(X;, u;).
Let us assume that
(8) GDP,= BX"e".

By definition, Z; is the sum of the value of capital consumption, C{, and
the value added by the so-called “non-material services,” V;. Usually, C 9 much
smaller and more stable than V7, so that Z; largely represents V7. Since services
are generally considered as “luxury goods,” the share of Z; in GDP; will be
expected to increase as GDP; increases. This is often observed in many countries
and appears to be theoretically justified according to Engel’s Law.

Now from equation (8) with u; = E (u;) =0, the share of Z; in GDP; can be
defined as

(9) Zi :(GDPi"'Xi): 1 Xi

- =1-B;'X!*7
GDP; GDP, BX? P

"To be sure, for the industrial and agricultural sectors, Z,/GDP; can be negligible. Note that,
for the economy as a whole, the share of Z in GDP is

z _ 37 ( z, (GDP,.
GDP 3x,GDP, ~‘\gDp,/\GDP/’
This suggests that, provided that the share of the service sector in total output increases over time,

Z/GDP can increase over time as GDP increases, even if Z,/GDP; remains constant for each sector.
This is because the service sector has a larger share than the other two sectors.
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Obviously, as X; (i.e. NMP,) increases, Z;/GDP; will increase only if b <0. By
taking the logarithm of both sides of equation (8) we have

(10) In GDP¥f=a;+ b; In X;+u;,

where a; =In B;. Equation (10) can be estimated by using OLS regression and
can then be used to generate estimates for GDP; of the period 1952-77, given
values for X; (i.e. NMP;) in this period. From the estimate of GDP; for each
sector i, the GDP for the economy as a whole can be obtained as follows,

(11) GDP*:ziGDP?:ZieInGDPf'S

3. DaTa
3.1. Data Availability

In recently published CSSB yearbooks both GDP and NMP data series are
reported as aggregate figures for the whole economy and with a sectoral break-
down. At the sectoral level, the GDP is available as agriculture (A), industry (I)
and services (S), respectively.9 The NMP data for each sector are available in
terms of the five material sectors of agriculture (AG), mining and manufacturing
(MM), construction (CS), transportation (TR) and commerce (CM). The data
series are from 1978 to 1990 for GDP and from 1952 to 1990 for NMP. Both are
available in value terms at current prices and as indices (1978 =100 for GDP

TABLE 1
CHINESE GDP AT CURRENT AND 1980 PRICES, TOTAL AND BY SECTOR, 1978-90
(in billion Rmb yuan)

Current Prices 1980 Prices

Year GDP  GDP, GDP, GDPs GDP GDP, GDP, GDP

1978 358.8 101.8 174.5 82.5 388.7 129.9 178.4 80.4
1979 399.9 1259 191.4 82.6 4175 137.8 193.0 86.7
1980 447.0 135.9 219.2 91.9 447.0 1359 219.2 91.9
1981 471.6 154.6 225.6 97.4 466.9 145.4 2233 98.3
1982 518.3 176.2 238.3 103.8 506.5 162.1 235.6 108.7
1983 578.7 196.1 264.6 118.0 558.0 175.5 260.0 122.5
1984 692.9 229.6 310.6 152.7 639.3 198.3 297.7 143.4
1985 852.8 254.2 386.7 211.9 722.0 201.9 353.0 167.2
1986 968.8 276.4 449.3 243.1 783.4 208.5 389.2 185.7
1987 1,130.7 320.4 525.2 285.1 870.6 218.4 4425 209.7
1988 1,402.4 383.1 658.1 360.6 966.4 2239 506.7 235.8
1989 1,592.1 422.8 727.8 441.5 1,004.4 230.7 525.8 2479
1990 1,767.1 502.4 7829 481.8 1,055.0 248.0 553.8 253.2

Source: Data at current prices are from CSSB, 1991, p. 31. Data at 1980 prices are this author’s
estimates based on official GDP indices (1952 = 100) {from the same source) and the 1980 GDP value
for each sector.

Note: A= Agriculture; I =Industry; S = Services.

SGDP¥ = ¢'"9PPT where in GDP¥ = a¥*+b¥ In X, (aF and b¥ are OLS fitted values of a, and b;).

°In fact, CSSB uses the terms primary, secondary and tertiary to name the three sectors, but
their meanings are similar to those of UN classificiation of the A, I and S sectors. Here A, 1 and S
are used in order to be consistent with the UN classification.
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series and 1952 =100 for NMP series) at “‘comparable” prices, respectively.'
The GDP data given in Table 1 and the NMP data given in Table 2 will be the
basic data series for our estimation."’

TABLE 2
CHINESE NMP AT CURRENT AND 1980 PRICES, TOTAL AND BY SECTOR, 1952-90
(in billion Rmb yuan)

Current Prices 1980 Prices

Year NMP NMP, NMP, NMP;, NMP NMP, NMP, NMP;

1952 58.9 34.0 13.6 11.3 100.1 78.7 11.4 10.0
1953 70.9 37.4 18.4 15.1 108.3 80.0 15.3 13.0
1954 74.8 38.8 20.0 16.0 112.5 81.3 17.6 13.6
1955 78.8 41.7 20.9 16.2 120.5 87.8 18.9 13.7
1956 88.2 439 26.7 17.6 132.4 91.7 25.7 14.9
1957 90.8 42.5 30.2 18.1 137.5 94.6 278 15.1
1958 111.8 44.0 46.9 20.9 155.7 94.7 433 17.7
1959 1222 37.6 60.3 24.3 154.7 79.2 55.1 204
1960 122.0 33.2 64.4 244 145.3 65.8 59.0 204
1961 99.6 432 37.0 19.4 114.1 66.7 327 14.6
1962 92.4 44.4 33.5 14.5 111.2 69.8 28.6 12.7
1963 100.0 48.8 37.7 13.5 123.5 719 32.6 13.4
1964 116.6 549 47.2 14.5 142.5 88.1 40.6 13.7
1965 138.7 64.1 55.8 18.8 163.0 96.8 51.0 15.2
1966 158.6 69.2 66.4 23.0 185.2 103.9 63.2 18.2
1967 148.7 70.3 56.0 224 177.2 105.7 53.8 17.7
1968 141.5 71.4 49.3 20.8 168.5 103.6 48.4 16.5
1969 161.7 722 64.7 24.8 189.6 104.1 65.7 19.8
1970 192.6 77.8 86.9 27.9 2219 110.1 89.5 22.3
1971 207.7 80.8 98.2 28.7 236.1 111.8 101.3 23.0
1972 213.6 80.8 103.0 29.8 241.5 110.6 107.1 239
1973 231.8 88.6 111.2 32.0 261.9 120.6 115.7 256
1974 234.8 92.2 111.4 31.2 266.0 1254 115.7 25.0
1975 250.3 94.6 126.5 29.2 286.4 127.8 132.7 259
1976 242.7 94.0 122.6 26.1 279.0 125.3 128.7 25.1
1977 264.4 91.3 138.7 344 296.8 122.1 146.3 28.4
1978 301.0 98.6 161.2 41.2 330.0 126.9 169.2 339
1979 335.0 122.6 175.8 36.6 353.0 135.0 182.2 358
1980 368.8 132.6 198.9 37.3 368.8 132.6 198.9 373
1981 394.1 150.9 203.3 39.9 386.9 142.0 202.3 42.5
1982 4258 1723 215.7 37.8 418.5 158.7 214.2 45.5
1983 473.6 192.1 239.5 42.0 460.3 172.2 236.9 511
1984 565.2 225.1 281.9 58.2 5229 194.5 271.3 57.1
1985 702.0 249.2 357.2 95.6 593.4 199.8 3255 68.1
1986 785.9 272.0 408.7 105.2 639.1 205.8 3593 73.9
1987 9313 315.4 489.9 126.0 704.2 215.1 406.3 82.8
1988 1,173.8 381.8 619.9 172.1 783.9 220.0 473.0 90.9
1989 1,317.6 4209 701.5 195.2 812.5 227.0 495.1 90.4
1990 1,442.9 500.0 743.2 199.7 851.4 244.0 520.0 87.4

Source: Data at current prices are derived from CSSB, 1991, pp. 32-33 (See Section 3.3 for
NMP data reclassification). Data at 1980 prices are this author’s estimates based on official NMP
indices (1952 =100) (from the same source) and the 1980 NMP value for each sector. See also Section
3.4 and Footnote 16 for NMP index reconstruction.

Note: A= Agriculture; I=Industry; S=Material production-linked transportation and com-
merce only.

'®According to CSSB, an index at “comparable prices” is based on*“‘constant prices” (e.g., CSSB
1990, p. 84). There will be more discussions on this issue in Section 3.4.

""The NMP data reported in Table 2 have been reclassified, and both the GDP and NMP series
in this table are revalued by official 1980 constant prices. See Sections 3.3 and 3.4 for the discussions
on the reclassification and reconstruction.
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3.2. The Quality of China’s Official GDP of 1978-90

The extrapolation of China’s 1952-77 GDP must be based on a reliable GDP
series for the current period (1978-90). At present, both CSSB and the World
Bank are issuing GDP estimates for China. The World Bank’s estimation began
earlier than the CSSB’s. In 1984, based on newly released NMP data, a team of
World Bank experts were able to establish the first SNA input-output model to
estimate China’s 1981 GDP (World Bank, 1985, p. 4). Nevertheless, because of
“assumptions and guess-work™ as well as “rough adjustment,”” owing to incom-
plete data and, especially, the lack of data for intersectoral flows and for the
so-called “‘non-material production sector,” the quality of the World Bank esti-
mate has remained in question.

Perhaps encouraged by the World Bank, in 1985 the Chinese State Council
approved a CSSB report establishing the statistics for the tertiary sector, including
“non-material production.” This was a major step towards adopting the SNA
(CSSB, 19854, pp. 120-124). In 1987, the Chinese government decided to establish
China’s first SNA input-output table and started estimating GDP (CSSB, 1988a,
pp- 311-312 and 481-482)."> As the CSSB’s Input-Output Office (I00) reported,
the compiling of China’s 1987 Input-Output Table, including 120 industries and
government departments, of which 104 were “material” and 16 were “‘non-
material,” started with overall investigations and sample surveys at both enterprise
and household levels for each province and municipality throughout 1988 (100,
1987, p. 30). Meanwhile, more comprehensive experiments were carried out in
nine provinces and municipalities to change the old (NMP) accounting system
to meet the requirements of SNA, and adjust available historical accounting
materials so that GDP can be estimated (AODSM, 1989, pp. 26-27). Since the
major principles of SNA have been followed and all the unpublished data are
available, it is expected that the GDP figures currently issued by CSSB are closer
to reality than the World Bank estimates."’

3.3. Sectoral Reclassification of NMP

When the World Bank was making its estimate for China’s 1981 GDP in
1984, one of the major difficulties was that the available Chinese statistics included
rural production brigade- and team-run industrial enterprises as part of the
agricultural sector (World Bank, 1985, p. 3).'* This problem has now been solved.
Following a decision made by CSSB at the end of 1984 (Li, ed., 1986, pp. 115-119),
the output of the rural industrial sector is counted in the output of the industrial
sector as a whole from 1985 onwards (CSSB, 1985b, pp. 244-249). The NMP

In fact, China started input-output study in the mid-1960s and designed its first MPS input-
output table (1973 Table) in 1974-76. In addition, another two MPS input-output tables (1981 and
1983 Tables) were constructed and used in 1982 and 1984 by CSSB and the State Planning Committee
(Li, 1987, pp. 30-31). However, this information has not yet been officially reported.

13 Although there are still some problems to solve before completely meeting the criteria of SNA,
the Chinese 1987 Input-Output Table was accepted by the international experts in the 9th International
Conference of Input-Output Technique in Hungary in 1989 (Lin and Zhao, 1990, pp. 25-26).

'“In 1983-84, along with the dismantling of rural People’s Communes, the brigade- and team-run
enterprises were renamed as village- and group-run enterprises. Meanwhile the former commune-run
enterprises were renamed as rural township-run enterprises.
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data series from 1971 was adjusted by separating all rural industrial activities
from agriculture in 1987 (CSSB, 1987, pp. 36, 50). A further adjustment was
made in 1988, when the adjusted NMP series was extended back to 1970 {(CSSB,
1988, pp. 37, 57). From then onwards, no further adjustment has been made.
Since the rural industrial activities, especially those at production brigade level
and below, were negligible in the 1960s, the adjustment can be considered as
complete.”’

Owing to the lack of information, it is not clear whether the output of other
rural “‘material” but non-agricultural activities such as transportation, catering
trade, commerce and other services was also misclassified, and if so, whether any
adjustments have been applied. Nevertheless, since the CSSB started reporting
rural GOV [see equation (1) for the definition of GOV] for each “material” sector
since 1985 (CSSB, 1985b, p. 241), it is reasonable to believe that most rural
non-agricultural activities have been counted in the relevant sector.

To estimate the model [equation (10)] for each individual sector, we need
first to reclassify the five material sectors of NMP into the three sectors that are
relevant to GDP. The NMP data of five “material” sectors, in value terms, are
then reconstructed into three sectors: NMP, (=NMP,;), NMP,(=NMPyu+
NMP.s) and NMPg(=NMPz+NMP,,), which are relevant to GDP,, GDP;
and GDP;.'® The reclassified NMP data series are shown in Table 2.

3.4. Data Reconstruction by Constant Prices

In previous estimates, some analysts (e.g., Rawski, 1980; and Perkins, 1980)
argued that Chinese 1952 prices (i.e., official constant prices set for eliminating
the effects of price changes) gave a higher weight to industry, and conversely a
lower weight to agriculture, than would prices that reflected either Chinese
consumer preferences or factor costs.'” The only options open to these analysts,
then, were Chinese 1957 prices, which were believed to be better than 1952 prices,
but still did not reflect factor costs or remedy the distortions in the agriculture-
industry price structure. This was, however, a mistake, perhaps because of the
lack of information. As suggested by Perkins, if one set the ratio of agricultural
to industrial prices in 1952 at 1:1, then the comparable 1957 ratio would be

"“The insignificance of rural industrial activities at that time might be part of the reason the
CSSB made the decision to count these activities as sideline production in February 1960 (see Li,
ed., 1986, pp. 117-118).

"$Indices of the five sectors have also been converted to those of three relevant sectors for deriving
the constant-price-adjusted NMP of the three sectors. The conversion is based on estimated sectoral
weights. Let NMP, index be NX; for each sector, the NX for the economy as a whole can be estimated
as NX =38,NX;(i=AR, MM, CS, TR and CM). The B, is the OLS estimated sector i’s weight. NX,
and NXg can then be obtained as follows: NX; = (BymNXypm t BesNXes)/ (Bumt Bes) and NXg=
(BrrNX1r + BemNXcem)/ (Bre + Bem)- Owing to limited space, both the official and reclassified NMP
indices are not reported, but are available on request.

""The “constant prices” are the basis of official “comparable prices” which is used to generate
the NMP indices. There have been four “constant’ prices, 1952, 1957, 1970 and 1980 prices, set by
the CSSB. According to CSSB, for a certain kind of commodity, its “constant” price is “‘the average
price of the representative products of the same kind in a particular period.” (CSSB, 1985, pp.
660-661; and Li, ed., 1986, pp. 837-838.) It is believed that there were some products selected for
this purpose, but it has not been reported what they were and how and when they were chosen. See
also Table A-2 (in Appendix) for the relationships between these constant prices.
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1.2:1. The fact was, however, that the 1957 prices for agricultural products were
reduced by 11.1 percent from the 1952 values, while those for industrial products
were reduced by 10.2 percent (Table A-2). Thus, the comparable 1957 ratio would
be 0.986:1 rather than 1.2:1, suggesting that the agricultural-industrial price
structure was even worse than that suggested by 1952 prices. In 1971, the
government introduced a new set of constant prices, the 1970 prices, for each
sector. The 1970 prices improved the ““Perkins’ ratio” up to 1.7:1 (Table A-2).
In fact, one cannot talk meaningfully about prices that reflect consumer preferen-
ces or factor costs for either consumer or producer goods in China, because there
was (and still is to a certain extent) no market through which such consumer
preferences or factor costs could influence the prices of these commodities. It
has been realized that there has been a tendency in the Chinese government’s
pricing policies towards adjusting such distortions by increasing state ‘‘purchase”
prices of agricultural products since the early 1960s even though the adjustment
has been slow and far from enough. This, however, does not mean that the latter
price structure will always be closer to the underlying factor costs of each sector
than those before. It is true that since 1978 the government has more often raised
state “‘purchase” prices for agricultural products than before, and Chinese
peasants have been allowed to sell their products in the free market at high prices
after fulfilling government sales quotas. In this respect, the total revenue was
getting closer to total factor costs in agriculture, but since the prices of industrial
goods and services have also experienced dramatic increases since 1983-84, the
increase in the prices of agricultural products has not only been offset, but the
distortion has been made worse.

The above arguments suggest that, to adjust the available NMP and GDP
data to constant prices it is reasonable to choose a base year within the period
1978-82. There are two facts that must be taken into account in deciding the
base year. One is that the state purchase prices for 18 major agricultural products
were increased by 24.8 percent on average in 1979 (TUSS, 1988, p. 9), which was
the biggest step towards the adjustment of the distorted agricultural-industrial
price structure.'® The other factor to be considered is that a new set of constant
prices, 1980 prices, was set by CSSB in 1981. Compared with the 1970 prices,
the 1980 prices for agricultural products increased by about 35 percent, while
the price for industrial products decreased by 0.004 percent (see Table A-2).
Under this price, the “Perkins’ ratio”” would be 2.305: 1 (see Table A-2), indicating
an obvious improvement of the agriculture-industry price structure. With these
considerations, we choose 1980 as the base year to reconstruct the official GDP
indices and NMP indices, from which the 1980 price-adjusted GDP and NMP
series are derived (see Tables 1 and 2).

4. MobpeL EstiMATION AND GDP BACKCASTING

The estimated GDP for the current period 1978-90 and the backcasted GDP

for the period 1952-77 for the whole economy and each sector, at both current
®Among these 18 products, the grain purchase price was increased by 20 percent (TUSS, 1988,

p. 18). According to the state purchase price index (1952 = 100) for agricultural products (sidelines

products included), the prices of agricultural products increased by 22 percent in 1979 and 7 percent
in 1980, whereas it increased by only 0.3 percent in 1962-77 (CSSB, 1990, p. 250).
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and 1980 prices, are reported in Table 3. The parameters estimated by equation
(10) based on the 1978-90 GDP and NMP series are reported in Table A-3 in
Appendix.

Let us first discuss the estimated results for the current period. In Figure 1,
both the fitted and actual values of GDP for the whole economy and each sector,
at current prices, are plotted against the period 1978-90. It shows that GDP is
well fitted in each case. As Table A-3 reports, the R” value is almost perfect for
the economy as a whole as well as for the agricultural and industrial sectors.
Only the service sector has a lower R? (about 0.98). It is not necessary to do the
same plotting for the case of 1980 prices since its R” values are similar (see Table
A-3). It is not surprising to have such good fittings. They can be accepted on two
grounds. On one hand, based on the relationship between the two national product
accounts of SNA and MPS, a highly and positively correlated relationship is
expected. On the other hand, this relationship should be clearer for the agricultural
and industrial sectors since they are basically *‘material” in either of the two
systems. The relationship in the service sector is of course not as straightforward
as that of the other two sectors since most “non-material production” activities
ignored by MPS will fall into this sector when NMP is converted into GDP. This
has been reflected by the slightly lower value of R” for the service sector.
Obviously, at national level, the more the ‘“non-material production” contributes
to GDP, the more the relationship between NMP and GDP will be affected.

Despite the good fit, in both cases of current and 1980 prices there is a
difference between the GDP as the sum of the fitted value of each sector (GDP*)
and the GDP estimated using aggregate data (GDP**). It should be remembered
that, GDP* is estimated by equation (11). The gap between GDP* and GDP**
can explain why we use equation (11) to estimate GDP for the whole economy
rather than using an aggregate model."” The regression using aggregate data
implicitly assumes a fixed sectoral weight and, for the case of current prices,
assumes the same rate of price change in each sector while the regression using
sectoral data does not do so. Obviously, if the actual changes in sectoral weight
and prices are slow and steady in each sector the estimated total GDP using
aggregate data will not produce a significant distortion. This is, however, not the
case of China. In fact, the current period 1978-90, especially the later 1980s,
experienced the fastest changes in sectoral structure and prices in the history of
Communist China.?° Most importantly, the changes between sectors were rather
unbalanced. The gap between GDP** and GDP* clearly suggests such changes.
Compared with the case of current prices, the gap in the case of 1980 prices is
negligible since the price effect has been eliminated as assumed.”’

'YAn aggregate model is the same as equation (10) but using aggregate data, i.e. In GDP** =
a*+b* In X. Thus, GDP** = ¢!"SPP**_ Gee also Section 2.2 for equations (10) and (11) using disaggre-
gate data.

2Here we ignore the rather abnormal period of the Great Leap Forward (1958-59) and the
aftermath of its collapse (1960-62) during which sharp changes in prices and production structure
were seen.

21As discussed previously, because of the complication and complexity of the Chinese state
pricing system and actual price changes we cannot say that the price effect has been totally eliminated
by using the 1980 prices.
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TABLE 3

ESTIMATED CHINESE GDP AT CURRENT AND 1980 PRICES, TOTAL AND BY SECTOR, 1952-90
(in billion Rmb yuan)

[47

Current Prices 1980 Prices
Year GDP** GDP* GDP, GDP, GDPg GDP** GDP* GDP, GDP, GDPg
1952 70.5 81.7 35.7 16.3 29.7 113.4 113.8 81.1 12.7 19.9
1953 85.0 100.1 39.3 21.8 39.0 123.1 126.4 824 17.0 26.9
1954 89.7 105.5 40.7 23.6 41.2 128.1 131.7 83.8 19.6 28.3
1955 94.5 110.0 437 24.6 41.7 137.6 140.1 90.3 21.1 28.7
1956 105.8 122.3 459 31.3 45.1 151.7 154.3 94.3 28.5 31.5
1957 109.0 126.0 44.5 35.2 46.3 157.9 160.0 97.2 30.8 32.0
1958 134.3 153.0 46.0 54.0 53.0 179.8 183.2 97.4 478 38.0
1959 146.9 169.4 39.5 68.8 61.2 178.6 187.1 81.6 60.7 44.8
1960 146.7 169.7 349 73.4 61.4 167.2 177.8 68.0 65.0 44.8
1961 119.6 137.5 45.2 429 49.4 130.0 135.9 68.9 36.2 30.8
1962 110.9 123.0 46.5 38.9 37.6 126.5 130.1 721 31.7 26.3
1963 120.1 129.8 51.0 43.7 35.1 141.2 1434 80.3 36.0 27.1
1964 140.1 149.1 57.2 54.3 37.6 163.9 164.2 90.7 44.9 28.6
1965 166.8 178.5 66.7 63.9 48.0 188.6 187.9 99.4 56.2 32.2
1966 190.9 205.5 71.9 75.6 58.1 215.4 215.3 106.6 69.5 393
1967 178.9 193.7 73.0 64.1 56.6 205.7 205.9 108.4 59.3 38.2
1968 170.2 183.5 741 56.6 52.8 195.2 194.9 106.4 53.3 35.2

1969 194.7 211.0 74.9 73.7 62.3 220.7 222.4 106.8 72.2 433
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1970 232.1 248.4 80.6 98.1 69.7 260.0 260.5 112.9 98.0 49.6

1971 250.4 265.7 83.7 110.4 71.6 277.4 276.7 114.6 110.8 51.2
1972 257.5 273.5 83.7 115.7 74.1 284.1 283.9 113.5 117.1 53.4
1973 279.6 295.5 91.6 124.6 79.3 309.1 307.8 123.5 126.4 57.9
1974 283.2 297.5 95.3 124.8 77.4 314.2 311.0 128.3 126.4 56.2
1975 302.0 311.6 97.7 141.2 727 339.3 3340 130.8 144.8 58.5
1976 292.8 299.5 97.1 137.0 65.4 330.2 3251 128.2 140.4 56.5
1977 319.1 333.6 94.4 154.3 84.9 3523 349.6 125.1 159.4 65.1
1978 363.6 381.0 101.8 178.6 100.7 393.4 3933 129.9 184.2 79.2
1979 404.9 410.3 126.1 194.2 90.0 422.1 420.5 138.1 198.1 84.3
1980 446.0 446.8 136.2 218.9 91.6 441.7 440.1 135.6 216.1 88.4
1981 476.7 4759 154.7 223.6 97.7 464.3 467.3 145.2 219.7 102.5
1982 515.3 505.8 176.2 236.8 92.8 503.9 505.1 162.0 2325 110.6
1983 573.5 560.7 196.1 262.1 102.5 556.5 . 5585 175.5 256.9 126.1
1984 685.0 675.6 229.1 307.0 139.5 635.7 634.5 197.9 293.7 1429
1985 851.8 862.2 253.2 386.1 2229 725.3 729.2 203.2 351.8 174.2
1986 954.2 959.9 276.0 440.0 244.0 783.6 788.1 209.2 387.9 191.0
1987 1,131.8 1,133.0 319.2 524.5 289.3 867.0 873.7 218.5 438.1 217.1
1988 1,428.2 1,432.3 385.2 658.9 388.3 969.6 973.8 2234 509.2 2411
1989 1,604.2 1,604.0 423.9 742.8 437.3 1,006.5 1,002.7 2304 532.7 239.5
1990 1,757.6 1,734.5 502.1 785.5 446.8 1,056.9 1,037.3 247.5 559.3 230.6

Source: The 1978-90 values are fitted values estimated by Eq. (10). The 1952-77 values are backcasted by using estimated parameters in Table
A-3 and the 1952-77 NMP series provided in Table 2.

Note: A= Agriculture; I =Industry; S = Services .

*Sum of the equation (10)-estimated GDP of each sector.

**Estimated using aggregate GDP and NMP. See Footnote 19 for the aggregate model.
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Using an aggregate model in a long-term backcasting is even more unaccept-
able since the sectoral shares in total output unlikely remain unchanged for a
quarter of a century (1952-77). This is why the gap between GDP* and GDP**
(Table 3) is even greater for the 1950s and the 1960s compared with that of the
current period, and why only GDP* should be accepted as a reasonable estimate
for China’s total output.

The paper is most interested in the revealing of the value added by “non-
material” production when converting NMP to GDP. For each sector, the esti-
mated GDP is greater than NMP (cf. Table 3 with Table 2). The difference can
simply be regarded as the value added by “non-material production.”*” Table 4
reports the estimated “non-material production” which is attributable to each
sector. It suggests that, as expected, the service sector makes the major contribu-
tion to total GDP in terms of “non-material production”. It can be argued that,
since industrial growth naturally requires the development of services the govern-
ment restrictions on service activities following Marxian dogma will result in
self-servicing of the industrial sector. This is also supported by the estimate. The

TABLE 4

ESTIMATED SECTORAL CONTRIBUTION OF “NON-MATERIAL” PRODUCTION TO CHINESE
GDP IN SELECTED YEARS

(in percentage)

Total GDP =100 Total Non-Material Output =100
Non-Material Output in Non-Material Output in
Year Total non-Material A I S A 1 S
Current Prices:
1953 29.14 1.85 3.38 2391 6.35 11.61 82.04
1958 26.95 1.34 4.61 21.00 497 17.11 77.92
1962 24.85 1.68 4.42 18.75 6.74 17.80 75.45
1967 23.23 1.39 417 17.67 5.98 17.95 76.07
1972 21.90 1.06 4.63 16.21 4.83 21.15 74.02
1977 20.75 0.92 4.69 15.14 4.44 22.61 7295
1982 15.82 0.77 4.17 10.88 4.86 26.38 68.76
1987 17.80 0.34 3.05 14.41 1.89 17.14 80.96
1990 16.81 0.12 2.44 14.25 0.72 14.52 84.76
1980 Prices:

1953 14.33 1.92 1.40 11.01 13.37 9.78 76.84
1958 15.02 1.44 2.46 11.12 9.57 16.35 74.08
1962 14.55 1.73 2.39 10.42 1191 16.43 71.67
1967 13.94 1.34 2.65 9.95 9.64 18.99 71.36
1972 14.92 0.99 3.52 10.41 6.67 23.61 69.73
1977 15.08 0.84 3.76 10.48 5.58 2493 69.49
1982 17.15 0.64 3.63 12.88 3.72 21.15 75.13
1987 19.40 0.39 3.64 15.37 2.02 18.76 79.22
1990 17.92 0.33 3.78 13.81 1.85 21.11 77.04

Source: Derived from Tables 2 and 3.
Note: The value of depreciation for the selected years is ignored for convenience. A = Agriculture;
I = Industry; S= Services.

22Here we ignore the value of depreciation for convenience.
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value added by ““non-material production” within the industrial sector accounted
for about 20 percent of total value added by “non-material services” for most of
the period in question.

It is interesting to compare our estimates with others. Table 5 provides the
comparisons between the estimates of six single years from Perkins, Field and
this author.”® Since both Perkins and Field used 1957 constant prices while we
are using 1980 constant prices, some adjustments are needed to make the com-
parisons possible. These adjustments are made by using the ratio of 1980 to 1957
constant prices for each sector (Table A-2). Besides, Perkins has a different
sectoral classification from either Field or this author, that is, he includes transport
in the industrial sector while the others put it in the service sector. Therefore,
for the industrial and service sectors, the comparison is made only between Field’s
and this author’s estimates. Table 5 shows that, in absolute terms, no matter at
which prices, the difference between Perkins, Field’s and the author’s estimates
for the agricultural sector is significant for 1952 and 1957 but not so in other
selected years (cf. Rows A-1/2 with A-3; and cf. A-4/5 with A-6). A similar
situation is seen in the service sector. For most of the selected years (except for
1970 and 1964 for agriculture), the author’s estimates suggest a higher agricultural
and a lower service contribution to GDP compared with Perkins’ and Field’s.
The difference in the industrial component between Field’s and the author’s
estimates changes over time at both 1957 and 1980 prices. The author’s estimate
is slightly lower than Field’s for 1952, but slightly higher for 1957 and 1965. For
1970, the author’s is much higher (cf. Rows I-2 with I-3; and I-5 with I-6). The
price effect is quite clear. When converting from 1957 to 1980 prices, as Table 5
shows, the agricultural component is almost doubled (cf. Rows A-1, 2 and 3
with A-4, 5 and 6), the service component increases by about 20 percent (cf.
Rows S-1, 2 and 3 with S-4, 5 and 6), while the industrial component falls by
about 15 percent (cf. Rows I-1, 2 and 3 with [-4, 5 and 6). This suggests an
attempt made by the Chinese central planners in the early 1970s and the early
1980s to improve the terms of trade for agriculture.

5. DiscussIioN
5.1. Sectoral Shares of GDP

Changes in sectoral shares in GDP are one of the important aspects reflecting
economic growth. There have been comprehensive studies on this issue, from
Kuznets (1971) to Chenery and Syrquin (1975). It will be interesting to see the
changes in sectoral shares in the Chinese GDP in an international perspective.
This will, however, need a separate paper. In this paper, what we are interested
in is how the pattern of sectoral shares in the Chinese GDP, in both value and
volume terms, changed throughout both the pre- and post-reform period.

Figure 2 draws a ““general picture” of the production structure of the Chinese
economy. In value terms (i.e. at current prices), as shown by Panel A, we can
see that from 1952 to 1978 the eve of economic reforms, the agricultural share

23Unfortunately, the discontinuous data of six single years are the only “long-term” estimates
we could find. This obviously reduces the scope of the comparisons.
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TABLE 5

CHINESE GDP AT 1957 AND 1980 PRICES IN SELECTED YEARS, ALTERNATIVE ESTIMATES
(in billion Rmb yuan)

R. No.* 1952 1957 1962 1965 1970 1974
Agriculture
1957 yuan: Perkins A-1 32.2(45.7) 44.7 (42.7) 35.3 (32.6) 49.1 (32.6) 60.0 (29.4) 67.1(25.2)
Field A-2 36.3 (47.1) 43.6 (40.4) n.a. 45.4(29.7) 52.5(25.7) n.a.
Author A-3 40.7 (56.6) 48.7 (43.8) 36.5(38.1) 49.8 (35.1) 56.6 (26.7) 64.3 (24.9)
1980 yuan: Perkins A-4 64.2 (62.2) 89.2 (60.2) 70.4 (49.9) 97.9 (50.8) 119.7 (46.7) 133.8 (41.7)
Field A-5 72.4 (62.4) 87.0 (56.8) n.a. 90.6 (45.8) 104.8 (41.3) n.a.
Author A-6 81.1(71.3) 97.2(60.8) 72.1(55.4) 99.4(52.9) 112.9 (43.3) 128.3 (41.3)
Industry**
1957 yuan: Perkins 1-1 20.8 (29.5) 38.2 (36.5) 50.2 (46.4) 72.6 (48.2) 106.8 (52.4) 152.8 (57.4)
Field 1-2 16.3 (21.1) 33.4(30.9) n.a. 64.9 (42.4) 98.0 (47.9) n.a.
Author  I-3 14.8 (20.6) 36.0(32.4) 37.0(39.0) 65.6(41.2) 114.4(54.0) 147.6 (57.1)
1980 yuan: Perkins 1-4 17.8 (17.3) 32.7 (22.0) 43.0 (30.5) 62.2(31.9) 91.5(35.7) 130.9 (40.8)
Field 1-5 14.0 (12.1) 28.6 (18.7) n.a. 55.6 (28.1) 83.9 (33.0) n.a.
Author I-6 12.7(11.2) 30.8(19.2) 31.7(24.4) 56.2 (30.0) 98.0(37.6) 126.4 (40.7)
Service**
1957 yuan: Perkins  S-1 17.5 (24.8) 21.8 (20.8) 22.8 (21.1) 28.9(19.2) 37.2(18.2) 46.4 (17.4)
Field S-2 24.5(31.8) 31.0 (28.7) n.a. 42.6 (27.9) 53.9(26.4) n.a.
Author  S-3 16.4 (22.8) 26.4(23.8) 21.7 (22.9) 26.6 (18.7) 41.0(19.3) 46.4 (18.0)
1980 yuan: Perkins  S-4 21.2 (20.5) 26.4(17.8) 27.6 (19.5) 35.0(17.9) 45.0(17.6) 56.2 (17.5)
Field S-5 29.7 (25.6) 37.5(24.5) n.a. 51.6 (26.1) 65.3 (25.7) n.a.
Author S-6 19.9(17.5) 32.0(20.0) 26.3(20.2) 32.2(17.1) 46.9(19.0) 56.2 (18.1)
Total GDP
1957 yuan: Perkins  T-1 70.5 (100) 104.7 (100) 108.3 (100) 150.6 (100) 204.0 (100) 266.3 (100)
Field T-2 77.1 (100) 108.0 (100) n.a. 152.9 (100) 204.4 (100) n.a.
Author T-3 71.9(100) 111.1(100) 94.8 (100) 142.0 (100) 212.0(100) 258.3(100)
1980 yuan: Perkins T-4 103.2 (100) 148.3 (100) 141.0 (100) 195.1(100) 256.2 (100) 320.9 (100)
Field T-5 116.1 (100) 153.1 (100) n.a. 197.8 (100) 254.0 (100) n.a.
Author T-6 113.8(100) 160.0(100) 113.1 (100) 187.9 (100) 249.1 (100) 311.0(100)

Source: Perkins’ and Field’s estimates are from Perkins, 1980, pp. 270-71. The author’s estimates are from Table 3. See Table A-2 for the

price ratio used for price adjustments. Figures in brackets are sectoral shares in corresponding “total” (=100).

*R. No.=Row numbers. The sum of A, I and S equals to T, in corresponding rows, e.g., (A-1)+ (I-1) +(S-1) =(T-1).

**In Perkins’ estimates, transport is included in the industrial sector and excluded from the service sector.
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Figure 2. Changes in Sectoral Shares in Estimated Chinese’s GDP at Current and 1980 Prices, 1952-90
(in percentage)

in China’s GDP decreased from nearly 45 to less than 30 percent while the
industrial share increased from about 20 to more than 45 percent. The decline
of agriculture was much slower than the increase of industry during this period.
The service sector was, however, rather abnormal. During the same period, the
service share in China’s GDP declined from more than 35 to about 25 percent.
In fact, the abnormal decline of services began from the early 1961-62 following
the collapse of the Great Leap Forward (GLF) started in 1958. During the GLF,
however, only the agricultural and industrial sectors were suddenly and greatly
affected. That is, compared with the 1957 level, the agricultural share decreased
by 15-percentage points while the industrial share increased by the same rate in
1960. Having taken the bitter fruit of the GLF, the Chinese central planners had
to slow down the steps of industrialisation and increase the state ‘‘purchase”
prices for agricultural products. This led to a faster increase in the agricultural
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share compared to the other two sectors. By the end of 1960s, agriculture had
become the largest sector in the Chinese economy, industrial production had
recovered to its 1958 level, but the service sector had stagnated below its 1962
level. Furthermore, in 1970-76, industrial production gained a fast increase
whereas the agricultural sector stayed in place and the service sector suffered
further decline. During the period of economic reforms, in terms of sectoral share
in total GDP, the industrial sector stayed at its later 1970s’ level while obvious
and unsteady changes occurred in the agricultural and service sectors. From
1978-83, the agricultural sector experienced a continuous rise while the service
sector decreased again. A turning point came in 1984-85 when the service sector
started to increase and the agricultural sector began a downturn. It is interesting
to see that, by the end of 1990, the Chinese production structure had eliminated
the early-1980s’ fluctuations and returned to where it was when the 12-year
economic reform started. This largely reflects the combined effect of both price
and income changes in each sector throughout the economic reforms.”*

Let us turn to another ‘““general picture” of the Chinese economy “without
price effect.” In volume terms (i.e., GDP at 1980 prices), the pattern of sectoral
shares in the Chinese GDP was rather different from that in value terms. As
shown in Panel B of Figure 2, in 1953 when the Chinese First Five-Year Plan
started the engine of industrialisation the agricultural sector accounted for 65
percent of the GDP while the industrial and service sectors accounted for less
than 15 and more than 20 percent, respectively. Sudden structural changes
happened in the GLF in 1958; the agricultural share decreased from about 60
percent in 1957 to less than 40 percent in 1960. Meanwhile the industrial share
increased from less than 20 to more than 35 percent. By contrast, the increase in
the service share was much smaller. 1961-62 came as a time of retreat for all
sectors. By the end of 1962, all sectors had lost their “achievements” during the
GLF and returned to their 1958 levels. In 1963-68, the agricultural and service
shares remained almost unchanged, while the changes of the industrial share
were unstable. From the end of 1960s to the end of 1970s, however, the pattern
of structural change became steady. This was particularly true for the two major
“material” sectors: the agricultural share continued declining while the industrial
share was increasing. It can be seen that the economic reforms did not alter this
trend. By the end of 1990, the agricultural share in the GDP had dropped to 24
percent while the industrial share had increased to 54 percent. As for the service
share, after suffering a further 10-year stagnation up to the start of the reforms,
it began a relatively steady growth. In general, regardless of the interruptions by
the GLF, the pattern reflects the process by which the traditional Chinese
economy, dominated by agriculture, was gradually transferring into one domi-
nated by modern industry.

Is the production structure derived from the GDP at 1980 prices reasonable
and acceptable? For a 25-year-long backcasting, it is necessary to assess the result
for the furthest period, that is, the early 1950s. It should be remembered that,
when comparing our estimates with others in Table 5, taking 1952 as an example,

241t should be noted that the current prices were also not market prices although they could be
affected by market forces to some extent especially during economic reforms.
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using the same 1980 prices, the author’s agricultural share is 71 percent, which
is much higher than Perkins’ and Field’s (62 percent for both), while the author’s
service share is 18 percent which is much lower than Field’s (26 percent) (remem-
ber that Perkins’ is not comparable in the cases of industry and service). The
industrial share is, however, similar (13 percent for the author’s and 14 percent
for Field’s). Now we must explain if this industrial share is reasonable and why
there are remarkable differences between Field’s and the author’s estimates of
the agricultural and service shares.

To do this, two factors must be taken into account. Firstly, one must consider
China’s production structure before the Communists came to power in 1949. As
the mid-1930s was the best time for the pre-1949 economy, the GDP structure
of the mid-1930s can be used as a proxy for that of the early-1950s, when China’s
economy was almost fully recovered from continuous wars from 1937.”° According
to Ou’s study in the late 1940s, the agricultural share in China’s GDP in 1936
was about 65 percent, while the industrial and service share was 11 and 24 percent,
respectively (Ou 1947). The second factor to be considered is that, in the early
1950s, the service sector was reduced when the economy was transferred from a
market type into a centrally-planned one, and the industrial sector was increased
when heavy industrialization was carried out as a national priority. It is therefore
reasonable to consider that, compared with the mid-1930s’ level, the share of
Chinese service sector in the GDP must be lower and the share of Chinese
industrial sector must be somewhat higher with a slight decline in the agricultural
share in the early 1950s. Now by converting both this author’s and Field’s estimates
for 1952 to official 1952 constant prices (Table A-2), the sectoral share in the
GDP for agriculture, industry and services will be 59, 22 and 19 percent for this
author and 51, 22 and 27 percent for Field. Taking the above two factors into
account, if both the industrial shares are not underestimated, this author’s esti-
mates for all the three sectors are closer to the reality.>

5.2. Growth Rate

If the estimated GDP at 1980 prices is acceptable (and still keeping the
distorted price structure in mind), one can simply work out the annual growth
rate of GDP. From 1952 to 1977, agriculture grew at a rate of 1.7 percent annually
while industry and service grew at 10.6 and 4.9 percent per annum, respectively.
Meanwhile, the total economy grew at a rate of 4.6 percent annually. During the
post-reform period 1978-90, both the agricultural and service sector grew faster.
The former increased at 5.4 percent while the latter increased at 10.2 percent per
annum, respectively. The growth of the industrial sector was, however, slightly
slower (10.1 percent) compared with the pre-reform period. The overall economic

2>The mid-1930s is generally believed among Chinese scholars and even the government to be
the best time for the pre-1949 economy. Most of the best records in the pre-1949 economy quoted
by many CSSB statistics for comparison purposes are those from the mid-1930s.

26 According to a report appearing in Chinese official Statistical Work Monthly (Issue No. 1,
January 1957), quoted by Cheng (1963, pp. 115-116), “‘comparing the price level of 1952 with that
of 1936, resulted in an increase of 1.5 times in industrial products in general. ... [but] the price of
agricultural products increased only one fold.” If this is taken into account, the industrial share
should be smaller and the agricultural share should be larger.
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performance during this period was much better with an annual growth rate of
8.7 percent. It is also interesting to look at the annual growth patterns of the
three sectors which are charted in Figure 3.

At least two points can immediately be drawn from Figure 3. First, although
the Chinese government restricted the development of the service sector in the
pre-reform period in particular, the actual growth pattern of this sector was still
following that of the industrial sector, suggesting that modern industry cannot
keep growing without the growth of services. Second, compared with that in the
pre-reform period, the annual growth pattern of each sector was quite different
in the post-reform period. In the pre-reform period, radical changes or sharp
fluctuations were seen from the very beginning to the end with no exception for
any sector. In the post-reform period, however, the growth pattern became
relatively smooth especially for the industrial and service sectors. One of the
major reasons for this may be that the economic growth under central planning
was rather artificial and policy-pushed. Since the economic reforms, the factors
from the economy itself, or generated from market forces, played a more important
role. Although market forces will also make the economy fluctuate cyclically,
they will not produce the radical fluctuations of the pre-reform period.

5.3. Per Capita GDP

For many purposes, changes in per capita GDP in U.S. dollars are of great
interest. The method of converting GDP into per capita GDP is, of course,
straightforward. The problem is the “standard practice” of converting GDP in
national currency into U.S. dollars using the official exchange rate. Such calcula-
tions are rather arbitrary on two grounds. Firstly, in all countries the exchange
rate reflects only conditions among commodities that are traded with other nations.
Secondly, in China, however, as pointed out by Perkins (1980, pp. 268-69), the
exchange rate does not even accurately reflect conditions among traded com-
modities, because the rate has little or no influence on China’s balance of
payments. Due to the obvious difficulties with such a conversion, most analysts
have accepted the World Bank’s annual estimate of China’s per capita GDP,
starting from the early 1980s.

The purpose of converting a nation’s GDP into an international currency,
for example U.S. dollars, is to make the cross-country comparison of real living
standards or wealth possible and realistic. Converting Chinese GDP into U.S.
dollars involves more complicated issues due to rather different economic systems
and is out of this paper’s scope. In the absence of a more “‘reasonable” estimate
of Chinese per capita GDP in U.S. dollars, the World Bank’s estimate may be
the second best. The prevailing view that China’s per capita GDP in the early
1980s was about 300 U.S. dollars, which was estimated by the World Bank (1982,
p- 110; 1984, p. 218). The World Bank’s estimates for the later years of the 1980s,
however, were almost unchanged.”” This suggests that the Bank adopted either
a new official exchange rate that depreciated the Rmb yuan or some new constant
prices to convert China’s total GDP to a lower value. This means the Bank’s

*"For example, World Bank estimates that China’s per capita GDP was 310 U.S. dollars for 1985
(1987, p. 202) and 300 U.S. dollars for 1986 (1988, p. 222).
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various estimates of Chinese per capita GDP in U.S. dollars are not comparable
with each other.

If our estimate of China’s GDP at 1980 prices is acceptable, there will be a
possibility to obtain a long-term series of China’s per capita GDP that can be
comparable to the World Bank’s estimate for the early 1980s. The problem is to
find an exchange rate of the yuan with the U.S. dollar, which is closer to that
used by the World Bank. In 1957, the official year-average rate was US $1 =2.4618
yuan. It remained almost unchanged until 1971.”® This rate actually overvalued
the yuan even at the very beginning (i.e., in 1957).”° Although the Chinese
economy was in even worse condition in most of the 1960s and 1970s, the official
exchange rate for one U.S. dollar was reduced to 2.2700 yuan in 1972, to 1.8598
yuan in 1975, and then to 1.6836 yuan in 1978 (IMF 1982, p. 149). After a further
appreciation for yuan in 1980 the official rate further decreased to 1.4984 yuan
per U.S. dollar. By applying this official rate, we get an estimate of per capita
298 U.S. dollars for 1980 (Table 6) which is almost the same as that made by
the World Bank. It is quite possible that the Bank’s result might be based on this
rate and the Chinese GDP at a set of constant prices which is similar to 1980 prices.

TABLE 6

ESTIMATED CHINESE PER CAPITA GDP IN 1980 YUAN AND U.S. DOLLARS,
SELECTED YEARS

GDP per Capita*®

GDP Population
Year (million) {million) 1980 yuan 1980 U.S.$
1952 113,810 574.82 198 132
1955 140,072 614.65 228 152
1958 183,205 659.94 278 185
1962 130,085 672.95 193 129
1965 187,873 725.38 259 173
1970 260,460 829.92 314 209
1975 334,037 924.20 361 241
1978 393,323 962.59 409 273
1980 440,063 987.05 446 298
1985 729,172 1,058.51 689 460
1990 1,037,334 1,143.33 907 606

Source: GDP data are at 1980 prices and from Table 3. Population data are from
CSSB, 1991, p. 79.
*The official exchange rate in 1980 is U.S.$ 1 =1.4984 yuan (IMF 1990, pp. 286-7).

The comparable per capita GDP for some years of the period 1952-90 is
given in this table, showing that, at the 1980 official exchange rate and 1980
prices, China’s per capita GDP increased from about 300 U.S. dollars in 1980
to about 600 U.S. dollars in 1990. The annual increase rate of GDP per capita

28 As reported by IMF, this year-average exchange rate was fixed for the period 1957-63 and
remained the same as the official year-end exchange rate of 1964-71 (1982, p. 148). Nevertheless,
according to DITMS, this rate was for the period 1961-71 only (DITMS 1985, p. 368).

2As quoted by Li, in October 1957, the average open-market rate for yuan notes in Hong Kong
was 0.6787 yuan per Hong Kong dollar, a “depreciation” of 59 percent from the official rate (Li
1959, p. 5).
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was 2.8 percent for the pre-reform and 6.9 percent for the post-reform period.
Comparing these rates with those of total GDP (4.6 for the pre-reform and 8.7
for the post-reform period), we get a ratio of the post- to pre-reform period of
1.9 for total GDP while of 2.5 for per capita GDP. Compared with that in the
pre-reform period, the quicker increase in per capita GDP suggests a lower rate
of population increase in the post-reform period.

6. CONCLUSION

This paper has developed a method based on the relationship between GDP
and NMP to backcast an unknown GDP series using available GDP and NMP
data. The recently released Chinese official statistics of 1978-90 GDP and 1952-90
NMP have enabled an estimate to be made of China’s GDP for the period
1952-77. Comparisons with other estimates in the context of post-1949 Chinese
economic history suggest that the newly estimated GDP series, especially those
at 1980 prices, are closer to the Chinese reality.

The results also enable this paper to have an historical review of China’s
economic performance under a centrally-planned system for a quarter of century
and a comparison between the pre- and post-reform period in terms of the changes
in sectoral shares, growth patterns and per capita GDP. It has been found that,
firstly, the annual growth patterns of the post-reform period was relatively
smoother than that of the pre-reform period. This may suggest that the policy-
linked radical fluctuations of the Chinese economy were greatly reduced in the
post-reform period. Secondly, although the development of the service sector
was restricted in the pre-reform period, its annual growth pattern exactly followed
that of the industrial sector, suggesting that modern industrial development
requires service development even though the latter was regarded as a “‘non-
productive” sector by Marxian dogma. Thirdly, the rapid change in sectoral
shares in China’s GDP suggest that, like other developing economies, the Chinese
industrial sector was the fastest growing sector, while the Chinese agricultural
sector was the fastest declining sector, but an obvious growth of the service sector
was only seen in the post-reform period. Nevertheless, because of the lack of
information, the paper’s attempt to eliminate price effects is still insufficient, and
we still believe that the Chinese agricultural share in GDP was somewhat under-
estimated for the late 1980s in particular. Finally, by using the newly estimated
GDP, the paper has derived a new series of China’s per capita GDP in U.S.
dollars, which was from about $US 300 in 1980 to over $US 600 in 1990.

APPENDIX

TABLE A-1
DIFFERENCE BETWEEN GDP AND NMP IN TERMS OF SERVICE CLASSIFICATION

The Service Sector of GDP

The Service Sector of NMP

“Material” Services “Non-Material”” Services
1. Production-linked transportation 1. Non-production-linked transportation
2. Production-linked telecommunications 2. Non-production-linked telecommunications
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TABLE A-1—continued
DIFFERENCE BETWEEN GDP AND NMP IN TERMS OF SERVICE CLASSIFICATION

The Service Sector of GDP

The Service Sector of NMP
“Material” Services “Non-Material” Services

3. Commerce
a. Catering trade
b. Productive material distribution
c. Storage

4. Geological survey and prospecting

3. Finance and banking
4. Insurance

5. Housing and land management
6. Public utilities

7. Personal services
8. Consulting and information services
9. Tourist services
10. Educational services
11. Library and artistic activities

12. Scientific research

13. Health care

14. Sport

15. Social security

16. Government services

17. Party and political organizations
18. Mass organizations

19. Police and defence forces.

Source: “Industrial Classification and Codes,” in Li, ed., 1986, pp. 295-364. See also Li, ed.,
1986, pp. 607-8.

TABLE A-2
THE RELATIONSHIPS BETWEEN VARIOUS CHINESE OFFICIAL CONSTANT PRICES

PSZ/P57 P70/P57 P70/P52 PBO/P70 PSO/PS7 P80/P52

Agriculture (A) 0.8891 1.4770 1.3132 1.3505 1.9947 1.7735
Industry (I) 0.8984 0.8599 0.7725 0.9959 0.8564 0.7694
“Perkins Ratio”, A/1,1952=1:1 0.9896 — 1.6999 — — 2.3050
Ratio A/I, 1:1 for 1957 — 1.7176 — — 2.3292 —

Source: Constant Prices are derived from CSSB, 1985b, pp. 238 and 309.
Note: Ps,, Ps;, Pyy and Py =1952, 1957, 1970 and 1980 constant prices.

TABLE A-3

PARAMETERS ESTIMATED BY EQUATION (10) AT CURRENT AND 1980 PRICES, TOTAL AND
BY SECTOR

Current Prices 1980 Prices
T* A 1 S T* A 1 S
a 0.1583 0.1099 0.2582 1.1008 —0.0716 0.0921 0.1383 0.4030

(1) (4.345) (13.282) (6.268) (6.256) —(1.887) (5.191) (2.035) (3.036)

b 1.0054 0.9830 0.9693 0.9442 1.0427 0.9858 0.9895 1.1269
(1) (177977) (644.143) (136.367) (23.316) (172.423) (288.254) (82.688) (34.544)

R? 0.9996 1.0000 0.9994 0.9784 0.9996 1.0000 09982  0.9900

Source: A, 1and S are estimated by Equation 10. Regression period is 1978-90. GDP and NMP
data used are from Tables 1 and 2.

Note: The total is estimated using aggregate data on GDP and NMP. See Footnote 19 for the
equation used. T=Total Economy; A = Agriculture; 1= Industry; S = Services.
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EDITOR’S NOTE ON THE EXCHANGE

Edward F. Denison invented growth accounting and was one of the world’s
leading practitioners. He died at the age of 76 on October 23, 1992.

One of his last published pieces was a review article on Robert J. Gordon’s
1990 book, The Measurement of Durable Goods Prices. Denison chose not to
review in detail the bulk of that book devoted to empirical estimates of price
change for specific products, but rather chose to concentrate on Gordon’s theoreti-
cal treatment of capital and technical change within the context of measuring
price deflators for capital goods. Hence Denison titled the piece ‘“‘Robert J.
Gordon’s Concept of Capital.”

The version of Denison’s paper that appears here is a final draft completed
in June 1992; it appears in the form that was intended for publication and had
previously been circulated for comment and revised several times.

Gordon’s reply is limited to the issues raised by Denison’s article and by
agreement with the editors does not contain a tribute to Denison nor an evaluation
of his work in the area of growth accounting.
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