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The Book

This article reviews and responds to a recent comparison of the eco-
nomic development of China and India during the past 40 years, Agri-
culture and Trade in China and India: Policies and Performance since
1950, by T. N. Srinivasan of Yale University and collaborators.!

The Srinivasan book was produced under the auspices of the In-
ternational Center for Economic Growth, an international network of
research institutions that so far has been headquartered in Panama and
funded primarily by the U.S. Agency for International Development.
The book reviews the history of Chinese and Indian agriculture and
foreign trade and investment policies and the results they have pro-
duced. It is the change in these policies that explains the rapid growth
in the Chinese economy since 1978, and the lessons learned from China
and other liberalizing economies that have motivated the liberalizing
swing in India’s policies, marked especially by the opening of its econ-
omy since 1991. Srinivasan does not pretend to cover other key ele-
ments in the overall experience of both countries—including macro-
economic management, industrial promotion policy, and social
policies, to say nothing of such concerns as democratization, women’s
empowerment, and the protection of the environment—although all
these elements are addressed at some level.

The Data

Srinivasan does not reach a definitive conclusion about the compara-
tive performance of China and India, Asia’s two giant states. One of
the difficulties in making such a comparison is the questionable nature
of Chinese statistics on the developments in the People’s Republic of
China since 1950. The earlier data are especially dubious. While they
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have been much improved since 1980, there are still questions as to
their accuracy, especially when compared with India’s.

On the one hand, we are told that China is very poor. In order to
lure China back into the community of nations it was necessary to
render it eligible for soft International Development Association funds.
Its per capita GDP was estimated at an appropriately low figure when
it joined the World Bank, as were all other economic data. The World
Bank still reports that China’s per capita GDP is roughly equal to
India’s, when converted at current exchange rates, simultaneously re-
porting that China has a per capita income figure in purchasing power
parity (PPP) terms 1.5 times higher than India’s.? On the other hand,
there is a continuing flurry of reports on the rapid economic progress
China has made as a result of the wise economic policies of its rulers,
the beneficent effects of foreign investment, or the superior productiv-
ity connected with the country’s cultural peculiarities. The presumably
rapid growth rate may in part reflect the low base estimated at the
time of China’s admission to the World Bank, which made China
eligible for soft loan funds, even though China was recognized to
have a per capita income in PPP terms that was considerably higher
than India’s.

The PPP income-level figures show that China had a per capita
income level of $1,910 as compared with $1,210 in India in 1990. The
World Bank estimates that the income distributions in the two coun-
tries hardly differ.?

As I shall show later in this article, because this discrepancy in
PPP income relationship is mirrored in many of the other physical
indications of welfare—food output, industrial product availability,
outputs of social services—it would seem a relatively accurate indica-
tor of the current status of the two countries. China is generally reck-
oned to have had the same relative per capita income advantage over
India after the Second World War. If that is the case, the exchange
rate conversion figures would imply that India’s growth over the past
50 years was much faster than China’s over the same period. However,
it is generally believed that China’s growth was faster.

The levels of living in China and India have thus maintained the
same relative position, and the income growth rates have been largely
comparable, over most of the past half-century. Income growth in
China has certainly been considerably more rapid since 1978, when
China began to liberalize its economy. Indian observers obviously
hope that the accelerated liberalization since 1991 will produce a com-
parable acceleration in the income growth rate, but it is still too early
to assess the overall effects of that liberalization. However, even the
liberalized Chinese economy is in many ways more restrictive than
the preliberalized Indian one.
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The Tally

There is a history of comparisons of Chinese and Indian growth—
showing, as usual, at least as much about the state of Western aca-
demic social science as about the social realities in each country.*

Because of the treacherousness of the statistics, it is probably
worthwhile to desegregate into sectors the relatively rapid growth re-
ported in both countries. We should account separately for grain and
nongrain agriculture, manufacturing, and services. Even within each
of these last two sectors, as I will suggest, there is a dichotomy be-
tween good and bad data. In the case of both China and India, there
is a segment of manufacturing that will not stand international competi-
tion and that is often a net drain on the country’s resources. Both
countries would be wealthier if they imported the goods now produced
in these uncompetitive plants. There is also a large segment of the
manufacturing sector that is often highly competitive—and that might
be more so if it were not penalized by government attempts to subsi-
dize the weaker section of industry. In services, there are some sec-
tors, such as health and education, that are undervalued (especially in
India) and others that represent pure social waste—or at best a form
of outdoor relief for the otherwise unemployable.

In the following discussion, I will rely largely on data from the
book under review and easily available statistics from World Bank and
United Nations sources. It seems that agricultural production in China,
after an initial spurt derived from the one-time privatization of agricul-
ture in the late 1970s, has grown at 4% a year, as contrasted with a
2.66% growth in India, although there are reasons to believe that both
rates may prove hard to sustain, let alone accelerate. Actual privatiza-
tion in terms of transfer of title is still quite limited in China. Private
firms account for roughly 7% of China’s value added. By contrast, the
figure is 90% in India or the United Kingdom.’ The growth in China
comes entirely in the nongrain sector as a result of a reluctance to
provide remunerative grain prices to peasants. In India, where agricul-
tural prices are higher, the growth is more evenly spread between
staple grain crops and others. Because the initial level of grain produc-
tion was somewhat higher in China, the lack of attention to grain pro-
duction may be more sensible.

The rate of industrial growth in India has, according to the World
Bank, been half the rate in China. It should be noted that this has
occurred despite a much higher rate of growth in energy consumption
in India.®

Both countries have large, lumbering public sectors with low
profitability and productivity but have more agile private sectors. Al-
though the Chinese private sector, per se, is still small, the public
sector is now relatively decentralized, and the number of town- and
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village-owned enterprises is growing rapidly. India’s private sector is
large and dynamic—though characterized by subsegments of “‘sick’’
industries carried along by the accommodating banking industry. Many
of the ailing firms have been directly taken over by the public sector.

Some other comparative industrial production figures are reported
through the Statistical Division of the United Nations Department for
Economic and Social Information and Policy Analysis. These are in-
herently unreliable, however, and comparative data for China and In-
dia are available for only a few commodities. In many cases, of course,
both countries do not produce the same goods, or the pattern of pro-
duction is connected with the differing natural resource endowments
and consumer tastes in the two countries. One comparable area is
cotton woven fabrics, of which China produced roughly 40 billion me-
ters and India 37 billion in 1990; although no comparative figures are
given for synthetics, one might expect that the Indian disadvantage
would be greater.” These figures—which, incidentally, are at complete
variance with the general belief that India’s per capita cloth availability
is quite low—imply a cloth availability of about 37 meters per capita
in each country.

India has a large ‘‘informal sector,” as probably does China.
Roughly 90% of India’s labor force are not in the organized sector.
The great bulk of these Indian workers are employed in peasant agri-
culture.? Their production in agriculture is largely caught in the normal
agricultural production figures. It is their nonagricultural production
of industrial goods and services that is harder to deal with. For the
purposes of this article, the implications would be primarily statistical.
I have seen very little on the Chinese informal sector. The Indian
informal sector is misnamed because it is captured for many purposes
in the Indian statistical system and subject to some degree of legal
monitoring—unless we are referring to totally illegal activities. The
major implication is that the size, although not necessarily the trend,
of production in these activities is grossly underrepresented in the
statistics the World Bank chooses to use. But the overall impact on
national income and production growth figures as distinguished from
estimates of their level is marginal. Although the matter is not without
controversy, there is reason to believe that formal- and informal-sector
activity should move in parallel.

Since the liberalization of the Chinese economy in 1980-89,
growth in the Chinese service sector is reported by the World Bank
to be 150% higher than growth in the Indian service sector. The under-
lying problems with any data about services in China should lead us
to doubt the value of this figure. It is possible to look at such items as
military expenditure, the number of teachers and students, and the
number of medical personnel to get an idea of these valuable sections
of the service sector.
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A large part of the service secter in both India and China is in-
volved with national defense. India has 1.3 million military personnel
and China has 3 million, at an annual cost of about $8 billion and $22
billion, respectively.’ I leave the reader to determine whether this
should be counted as part of national welfare—but there is no question
that it should all be counted in all the income measures we and the
World Bank use.

Services in connection with health and education are another mat-
ter. The World Bank reports 123% of the eligible age group are in
primary school in China, meaning that many enrolled were either
younger or, more likely, older than the reference group of 5-9-year-
olds. The comparable figure for India is 98%. Both figures show dra-
matic increases since 1970, which seems contrary to the general
impressions of observers. Either some dramatic, unexpected transfor-
mation has occurred or the change is largely fictitious. The figures for
secondary school enrollment are 51% of the eligible cohort for China
and 44% for India. The primary school pupil-teacher ratio is 60:1 for
India and 22:1 for China. I suspect some of this apparent difference
reflects greater inflation of reported student enrollments in India, but
it is still indicative of a considerable quality gap.”® The reported adult
illiteracy figures are also of questionable validity. The World Bank
reports 27% for China and 52% for India''—even though India has
one-third less primary enrollment and triple the pupil-teacher ratio of
China.

Comparable health services input data were not readily available
However, in terms of output, infant mortality is reportedly 31 per 1,000
in China versus 79 per 1,000 in India, malnutrition indexes for children
under the age of 5 are three times as high in India as they are in China,
and 3.7 times as many children in India have excessively low body
size as children in China. China has twice the numbers of doctors per
capita as does India, though there are real problems of comparability
that mostly go against the Chinese advantage. But all of these health
output data are consistent with the considerably lower levels of food
intake for all age groups in India as compared with China.'?

The Future

Whatever the past pattern, the question of greatest concern is the
possibility of sustained economic growth in either or both countries
and its value for their people. Part of this depends on the political
sustainability of the regimes, and part on the distributional pattern of
income and the cost of growth to the environment. Both countries
have paid considerable attention to the distribution of income in the
past and to the environment more recently. Both countries appear to
pay less attention to distribution today, although that does not mean
that inequality is in fact increasing. Both have discovered environmen-
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tal concerns—but it is still far too early to see whether they have
reached some sort of sustainable balance in their exploitation of their
environment.

India
Starting in the 1980s, but with special emphasis since the foreign ex-
change crisis in 1991, India has moved to open its economy by encour-
aging foreign investment, reducing domestic regulation, and even re-
ducing the height of its barriers to foreign imports. The country is just
beginning to feel the impact of the liberalizations in these areas.”® The
effects, so far, seem to be positive and will certainly boost the sectors
of the Indian economy with which they are concerned. The foreign
investment should relax the infrastructural constraints, especially in
electric power generation, and the deregulation should increase the
efficiency with which units produce. However, neither the investment
nor the deregulation can directly govern Keynes’s ‘‘animal spirits,”’
the investors whose actions govern the overall pace of the economy.
The logical forecast in the Indian case is for some acceleration of
production, although how much remains difficult to determine. Com-
mentators often underestimate the constraints on the speed of develop-
ment posed by factors other than those connected with misguided state
interventions; these factors include technology, folkways, and even
luck and nature. There is certainly more to life than public policies.

China

Although China began its liberalization in the late 1970s, in many re-
spects its regulatory controls are still heavier than those in India. In
China it is by no means clear how rapid the pace of liberalization will
be or to what degree devolution of regulatory control from the central
to the provincial level will decrease rather than increase inefficiency.
One notes with horror the incipient recollectivization of agriculture,
reported in the Srinivasan book to be under consideration, to ease
the difficulties of local cadres collecting grain for subsidized urban
distribution. Ideally, the path of liberalization and growth will be sus-
tained in China as well as in India.

The Prognosis

To what extent India’s income growth will continue to accelerate re-
mains to be seen. The expected acceleration will probably narrow the
gap in growth rates between India and China; however, because
India’s real starting level per capita is half as high as China’s (perhaps
the same ratio between the two as existed in 1946), the relative position
of the two is likely to persist. Although countries such as Thailand and
Korea have had sustained annual rates of per capita income growth of
6%-8% for more than a decade, it is unlikely that countries as large
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as India and China can match this level. The 7.6% annual growth in
per capita income reported for China in 1980-92 undoubtedly reflects
a number of one-time gains connected with the system’s shift in a more
liberal direction, ™

The treatment of trade in Srinivasan’s volume will be equally of
interest to many readers, though its focus is less comparative than the
work elsewhere—probably because the histories of the two countries
differ systematically. The Srinivasan account of India’s development
contains, as the reader would expect, some stimulating ideas, particu-
larly in terms of critiquing the data that are available on trade and
external balance.

Overall, the book represents a considerable contribution both to
our knowledge of each economy and to the ongoing attempt to study
both economies in comparative perspective. It is important reading
not only for those specialists who follow these two economies or are
interested in more general questions of international trade but also for
those interested in more general questions of international trade. I am
sure that Srinivasan will develop his trade and exchange data critique
elsewhere in different contexts, but his critique represents an item of
some importance for those interested in applied trade economics.
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