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He, Qing, Terence Tai-Leung Chong, and Kang Shi, “What accounts for Chinese

Business Cycle?” China Economic Review, Vol. 20, No.4, (December 2009), pp.
650-661.

CHINA ECONOMIC LITERATURE INDEX March 2010




Page 29

Abstract: This paper investigates the sources of economic fluctuations in China since

its reform that started in 1978. Using the framework of a standard
neoclassical open economy model with time-varying frictions (wedge), we
study the relative contribution of the efficiency, labor, investment and
foreign debt wedges to the business cycles of China. The business
accounting procedure suggests that productivity best explains the
behavior of aggregate economic variables in China throughout the period
of 1978-2006. The labor wedge plays a major role in explaining the
movement of labor force. The foreign debt wedge and investment wedge
primarily affect the composition of output, but their role in explaining the
movement of output is modest. Our results suggest that the focus of
government policies should be to combat the problems of inefficient factor

utilization and labor market rigidity.

Qian, Yanmin, Yao Tian, and Tony S. Wirjanto, “Do Chinese publicly listed

companies adjust their capital structure toward a target level?” China Economic

Review, Vol. 20, No.4, (December 2009), pp. 662-676.

Abstract: We study the determinants of capital structure for 650 Chinese publicly

listed companies over the period from 1999 to 2004. We posit that a firm's
decision on capital structure is inherently dynamic, and estimate the
resulting dynamic capital structure model. The main findings of the paper
are as follows: (i) Chinese firms adjust toward an equilibrium level of debt
ratio in a given year at a very slow rate; (ii) firm size, tangibility and state
shareholdings are positively associated with firm's leverage ratio, while
profitability, non-debt tax shields, growth and volatility are negatively
related to firm's leverage ratio; (iii) lagged profitability has a negligibly
small and positive impact on firm's leverage ratio; (iv) for a firm
experiencing a large reduction in its leverage ratio only about 11% of the
discrepancy between its desired and actual leverage level is eliminated
within a year (compared to more than 18% for full firm sample); (v)
extending the basic model to allow for both the target level and the speed
of adjustment to be endogenously determined, we find that Chinese firms
tend to adjust faster if they are farther away from the equilibrium leverage
level; and lastly (vi) extending the sample period to cover the earlier
periods starting from 1993, when the Chinese stock markets were first
developed, results in a slower speed of adjustment for firms in the below
target sample.

Lin, Ping, Zhuomin Liu, and Yifan Zhang, “Do Chinese domestic firms benefit from
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FDI inflow?: Evidence of horizontal and vertical spillovers,” China Economic
Review, Vol. 20, No.4, (December 2009), pp. 677-691.

Abstract: Using a large panel dataset covering all manufacturing firms (above a

minimum scale) in China from 1998 to 2005, this paper examines whether
there exist productivity spillovers from foreign direct investment (FDI) to
domestic firms. In estimating productivity, we control for a possible
simultaneity bias by using semi-parametric estimation techniques. We
find that Hong Kong, Macao and Taiwan (HMT) invested firms generate
negative horizontal spillovers, while Non-HMT foreign invested firms
(mostly from OECD countries) tend to bring positive horizontal spillovers
in China. These two opposing horizontal effects seem to cancel out at the
aggregate level. We also find strong and robust vertical spillover effects on
both state-owned firms and non-state firms. However, vertical spillover
effects from export-oriented FDI are weaker than those from

domestic-market-oriented FDI.

Johansson, Anders C., “Is U.S. money causing China's output?” China Economic
Review, Vol. 20, No.4, (December 2009), pp. 732-741.

Abstract: This paper tries to answer the long-standing question of whether money

causes output. Instead of focusing on domestic monetary policy and
output, we analyze U.S. monetary policy and its possible effects on real
output in China. Our results indicate that the main monetary instrument
in the U.S., the Federal Fund Rate, Granger causes China's output. A
second monetary variable, U.S. money supply, does not seem to have a
significant effect on China's output. The results are supported by variance
decompositions, which indicate that Federal Fund Rate shocks have an
effect on China's real output. The findings have important implications for
policy makers in China that focus on maintaining a high and stable

economic growth.

Yang, Weivong, “Economic structural changes and rural income: Evidence from

Chinese provinces during the reform period,” China Economic Review, Vol. 20,
No.4, (December 2009), pp. 742-753.

Abstract: During the reform period, the Chinese rural economy has experienced

deep structural changes: cropping adjustment, agro-forestry adjustment
and agro-industrial adjustment. At the same time, rural per capita income
rose sharply despite some fluctuations. Using a panel data of 29 provinces
from 1982 to 2001, effects of these structural changes upon both income

level and income instability are assessed. The empirical results show that
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crop adjustment and agro-industrial adjustment can increase rural income
and reduce income instability, while agro-forestry adjustment reduces

both income and its instability, as a risk-management strategy.

Pandey, Manish, and Xiao-yuan Dong, “Manufacturing productivity in China and

India: The role of institutional changes,” China Economic Review, Vol. 20, No.4,
(December 2009), pp. 754-766.
Abstract: In this paper we undertake a comparative study of productivity in the

manufacturing sector for China and India using data from survey of
manufacturing industries for the two countries. We find that productivity
of manufacturing industries in China relative to that in India improved
substantially over the 1998-2003 period. Specifically, the average total
factor productivity (TFP) growth for the manufacturing sector over this
period was about 11% higher in China than in India. We document two
substantial changes in government policies in China that were not
witnessed in India. First, the late 1990s saw an enormous wave of
ownership restructuring due to the formal endorsement of private
property rights by the Chinese central government. Second, in 1997 a large
scale labour retrenchment program was launched to address the long
standing problem of labour redundancy in the public sector. Using data
from the Chinese survey of manufacturing industries, we quantify the
impact of these large scale institutional changes on TFP of Chinese
manufacturing industries. We find that these policy changes can explain
about 30% of the growth in TFP of manufacturing industries. Hence we
conclude that these institutional changes in China can account for a
significant part of the gains in productivity of manufacturing industries in
China relative to that in India over the 1998-2003 period.

Faria, Jodo Ricardo, André Varella Mollick, Pedro H. Albuquerque, and Miguel A.
Ledén-Ledesma, “The effect of oil price on China's exports,” China Economic
Review, Vol. 20, No.4, (December 2009), pp. 793-805.

Abstract: The increase in oil prices in recent years has occurred concurrently with a

rapid expansion of Chinese exports in the world markets, despite China
being an oil importing country. In this paper we develop a theoretical
model that explains the positive correlation between Chinese exports and
the oil price. The model shows that Chinese growth can lead to an increase
in oil prices that has a stronger impact on its export competitors. This is
due to the large labor force surplus of China. We then examine this

hypothesis by estimating a reduced form equation for Chinese exports
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using Rodrik [Rodrik, Dani, 2006. What's so special about China's exports?
China and World Economy 14, 1-19.]'s measure of export competitiveness,
together with the oil price, productivity, real exchange rate, and foreign
industrial production over the monthly 1992-2005 period. The results
suggest a stable relationship and yields slightly positive values for the
price of oil and elastic coefficients for export competitiveness, along with

the expected negative elasticity for the real exchange rate.

Liu, Licang, “Impact of the Global Financial Crisis on China: Empirical Evidence and

Policy Implications,” China and World Economy, Vol. 17, No.6,
(November/December 2009), pp. 1-23.

Abstract: This paper applies a structural vector autoregression analysis to quantify

the impact of the global financial crisis on China. It is found that the
impact is indeed sizeable: a 1-percent decline in economic growth in the
USA, the EU and Japan is likely to lead to a 0.73-percent decline in growth
in China. The article discusses whether the current measures of fiscal
stimulus are adequate to offset the sharp decline in external demand.
Although there is little doubt that the massive fiscal stimulus will largely
offset the significant shortfalls in external demand, the current growth
pattern in China will be increasingly unsustainable in the long term.
China's reform cycles suggest that external shocks are often opportunities
for structural reforms. Therefore, the crisis could also be a catalyst for
rebalancing China's economic structure so as to return the economy to a

sustainable path.

Sun, Mingchun, “China: Unscathed through the Global Financial Tsunami,” China and
World Economy, Vol. 17, No.6, (November/December 2009), pp. 24-42.

Abstract: This paper investigates the reasons behind the resilience of China's

economy to the global financial tsunami. China's economy is lowly
leveraged in its banking, household, public and external sectors and,
therefore, is less plagued by the global deleveraging than most developed
economies. Chinese domestic sectors have improved significantly over the
past decade, giving them larger capacity to cope with external shocks than
during the Asian financial crisis a decade ago. Contrary to the
conventional wisdom that China's economic growth is highly dependent
on exports, we find that the main growth engine for China is domestic
demand. Destocking, rather than falling exports, was the main cause of the
sharp economic slowdown in China in late 2008 and early 2009. Therefore,

the global economic slowdown should have limited impact on China's
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economy. We forecast a sustained economic recovery in China in
2009-2011, with real GDP growth exceeding 10 percent in 2010.

Cheng, Dazhong, and Jean-Marc Blanchard, “Is the Chinese Economy Moving in the

Direction of Tertiarization?” China and World Economy, Vol. 17, No.6,
(November/December 2009), pp. 88-105.
Abstract: Drawing upon output, employment, consumption and trade data, this

article examines whether there is an economic tertiarization trend in
China's economy and evaluates the common factors driving current trends.
It shows that the tertiarization trend is evident for the overall economy
and most regions in terms of the service nominal value-added ratio and
service employment and consumption. However, the tertiarization trend
is not significant in terms of the service real value-added ratio, and there is
even some concurrent 'detertiarization" because of the decreasing
proportion of services in imports and exports. Indeed, China's
tertiarization trend is far behind its industrialization trend. The rise in the
relative prices of services explains the rising proportion of household
service consumption expenditure and further illuminates why the service
real value-added ratio has not grown. The main cause for the growing
percentage of service employment is the lag in service labor productivity
growth in interaction with the price inelasticity of service demand. "Cost

disease" has appeared in service consumption.

Chen, Kun-Ming, Meng-Chia Tsai, Chia-Ching Lin, and Chaw-hsia Tu, “Impact of
Cross-Strait Trade Liberalization: A Computable General Equilibrium Analysis”
China and World Economy, Vol. 17, No.6, (November/December 2009), pp.
106-122.

Abstract: This paper applies a computable general equilibrium model to investigate

the potential economic effects of trade liberalization across the Taiwan
Strait. Our simulation results reveal that cross-Strait trade liberalization
will have significant positive impacts on external trade, domestic
investment and real GDP for the economies in this area in general and in
Taiwan in particular. Furthermore, the negative impact from the
formation of a free trade arrangement between Taiwan and Chinese
Mainland on Hong Kong seems to be rather small. These results suggest
that cross-Strait trade liberalization is very likely to bring about a win-win

situation for the economies in this area.

Kwong, Charles C. L., and Wai-chung Lo, “China's Banking Reform after WTO
Accession: Mission Completed or Problem Unsolved?” Chinese Economy, Vol. 42,
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No.5, (September/October 2009), pp. 3-7.

Abstract: The article addresses the critical issues and developmental bottlenecks

which constrain the future development of the banking system in China. It
notes that state banks monopolize China's rapid transformation of a
banking system to a banking sector. It is stated that state influence of local
and central governments of China are important for the success of its
banking reform to sustain the country's economic growth and

development.

Kwong, Charles C. L. “From Commercialization to WTQO Accession,” Chinese
Economy, Vol. 42, No.5, (September/October 2009), pp. 8-20.
Abstract: Banking reform since China's accession to the World Trade Organization

(WTO) has accomplished unprecedented positive results, but its long-term
success rests on whether the state-owned commercial banks (SOCBs) can
continue to improve their asset quality and corporate governance. To
reach this end, the central government has to further diminish its influence
on the operation of SOCBs and allow the state banks to be governed by
market discipline. Current reforms may not be full-fledged enough to
sustain China's future economic development, reflected by the noticeable
capital constraints facing small and medium-size private enterprises,
particularly those in rural areas. The commercialization of specialized
banks (SBs) in 1994, which paved the way to China's WTO accession, will
be briefly examined along with an evaluation of the effectiveness of
China's post-WTO banking reforms, concluding with a description of the

challenges facing China's banking sector.

Ng¢, Wai-Chung Lo, and Michael C. M “Banking Reform and Corporate Governance,”
Chinese Economy, Vol. 42, No.5, (September/October 2009), pp. 21-39.

Abstract: Recent developments and problems of corporate governance in Chinese

banks are reviewed. The central government has tried to improve
corporate governance, but China still has a "market economy with socialist
characteristics." Key industries, such as banking, are firmly controlled by
the state, and their leaders are appointed by the state. The China Banking
Regulatory Committee was established in 2003 to regulate and monitor
banks, but transparency remains elusive in the banking industry. An
effective system of corporate governance is necessary for the Chinese
banking industry to gauge the success of the banking reform and to

inspire market confidence.

Gale, Fred, “Financial Reforms Push Capital to the Countryside,” Chinese Economy,
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Vol. 42, No.5, (September/October 2009), pp. 58-78.

Abstract: In the past, rural finance was neglected. Now China has utilized its

abundant capital to recapitalize rural credit cooperatives, increase
financing for agricultural commodity procurement, and promote
microlending on an unprecedented scale. It has begun experiments in
creating new village banks, loan guarantee companies, and formalizing
informal lenders. Restructuring of institutions appears to have addressed
some of the most egregious problems that existed in earlier decades, but
the basic structure of the rural financial system is unchanged. The
overarching theme of reforms appears to be to push more capital into
rural areas.

Kevin, Honglin Zhang, “Capital Markets, Industrial Development, and the Role of

China in the World Economy: Guest Editor's Introduction,” Chinese Economy, Vol.

42, No.6, (November/December 2009), pp. 3-6.

Abstract: The article discusses various reports published within the issue, including

one by Changwen Zhao and Jiang Du on China's formation of capital and
its economic growth, one by Zhongxiu Zhao and Zhi Lv on the chain of
global supply and the automobile industry of the country, and one by
Chunfa Chen, Kun Li and Yingkai Tang on the significance of venture

capital in the mobilization efficiency in the country.

Zhao, Changwen, and Jiang Du, “Capital Formation and Economic Growth in
Western China,” Chinese Economy, Vol. 41, No.6, (November/December 2009),

pp. 7-26.
Abstract: Employing the Douglas production function, the effect of capital formation

on economic growth is investigated empirically in western China and
compared with the eastern and central regions. Regional inequality is
viewed to be closely related to capital formation, such as local-fiscal
expenditure, central-government investment, loans, equity financing,
foreign direct investment (FDI), and private investment. The west is
generally weaker in capital formation than the eastern and central regions.
Findings indicate that local-fiscal capital expenditure and
central-government investment have a significant positive effect on
growth in the central and western regions. Loans have no significant effect
on growth in any of the regions. Effects of equity financing are significant
for growth in the eastern and central regions, but not in the west. The link
between FDI and growth is stronger in the west than in central China, but
weaker than in the east.
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Zhao, Zhongxiu, and Zhi Lv, “Global Supply Chain and the Chinese Auto Industry,”
Chinese Economy, Vol. 41, No. 6, (November/December 2009), pp. 27-44.
Abstract: This paper presents the latest global trends of auto supply chains in the

demand-supply framework and their link to the Chinese auto industry. As
emerging players in the world market, Chinese auto enterprises have
experienced rapid growth for the past two decades. This has brought
many problems, including a severe bottleneck of auto supply chains in the
internationalization = process. ~Some target-oriented macro- and
micro-policy implications are provided for supply chain management in

the further development of Chinese auto supply chains.

Xu, Shiteng, and Yihong Tang, “European Union Antidumping Investigations

against China: Characteristics and Determinants,” Chinese Economy, Vol. 41, No.
6, (November/December 2009), pp. 66-80.
Abstract: The European Union (EU) has become China's largest trade partner.

Although China is the EU's second-largest trading partner and its largest
source of imports, trade frictions between them have been increasing
dramatically. In fact, China has become the major target of EU
antidumping investigations in recent years. This paper attempts to
identify the main features and determinants of EU antidumping
investigations against China. EU antidumping policies and rules will be
studied, then, based on the binomial probit, empirical analyses of factors
behind the EU antidumping charges during 1998-2006 will be conducted.
Since China's accession to the World Trade Organization (WTO) in 2001,
EU antidumping charges against China have risen significantly relative to
its other trade partners. Many more antidumping charges were made
regarding the chemical and metal industries than any other industries.
Products or industries which have previously been antidumping targets
seem to have a greater chance of being reinvestigated. Policy implications
for the Chinese government indicate (1) to control the amount of exports
to the EU, (2) to adjust export composition by upgrading industrial
structure and enhancing global competitiveness, and (3) to lobby EU

member countries in antidumping cases.

Zhang, Honglin, “Rise of Chinese Multinational Firms,” Chinese Economy, Vol. 41, No.
6, (November/December 2009), pp. 81-96.

Abstract: Since 2003, China has been one of the most significant sources of outward

foreign direct investment (FDI) in the world. How did this happen? What

are the features of Chinese outward direct investment (ODI)? Are they
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different from developed-country FDI? Why do Chinese firms go
multinational? What competitive advantages do Chinese firms have in
going multinational? The Chinese ODI boom is a result of China's rapid
economic growth and its "going-global" strategy. Chinese multinational
firms are similar to those in developed countries in many respects, but
differ largely in ownership structure. Their competitive advantages are
derived mainly from China's institutional organization and efficient
management in the production process. Four motivations of Chinese ODI
are: to maintain and expand international markets, to secure a supply of
key resources, to obtain firm assets from advanced economies, and to seek

overseas opportunities with an international vision.

Fung, Hung-Gay, “Trade, Economic Growth, and Financial Markets,” Chinese
Economy, Vol. 41, No. 6, (January/February 2010), pp. 3-4.

Abstract: An introduction to the journal is presented in which the editor discusses

several articles including "Dynamics of Chinese Agricultural Trade
Patterns: Pre- and Post- WTO Periods," by Shu-Quan He, "Analysis of the
Economic Relationship Between China and Taiwan," by Chu-Shiu Li and
Chin-Ping Yu, and "Factor Reallocation Effect and Productivity in China's
Economic Growth, 1985-2007," by Zhangqi Yao.

Li, Chu-Shiu, and Chin-Ping Yu, “Analysis of the Economic Relationship between

China and Taiwan,” Chinese Economy, Vol. 43, No. 1, (January/February 2010),

pp. 26-43.
Abstract: Most exports from Taiwan to China are raw materials for manufacturing

plants established by Taiwanese enterprises in China. The strong
economic relationship between China and Taiwan is built on both foreign
direct investments and exports. This study shows the mutual influences of
various macroeconomic variables on the relationship between China and

Taiwan.

Yao, Zhangi, “Factor Reallocation Effect and Productivity in China's Economic
Growth, 1985-2007,” Chinese Economy, Vol. 43, No. 1, (January/February 2010),

pp. 44-70.
Abstract: How to accurately calculate China's factor reallocation effect and

objectively assess its impact on economic and productivity growth is an
unsolved problem. This study has two objectives: to identify the trend of
productivity growth and to quantify the contribution of sectoral factor

reallocation to aggregate productivity growth rate since the 1980s. This is

accomplished by estimating a Cobb-Douglas production function and
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decomposing aggregate productivity growth using official Chinese data.
Based on the panel data of six main sectors making up the entire economy
and fourteen individual industries constituting the entire manufacturing
sector, the results show that productivity, especially total factor
productivity, has been disappointing in recent years after rapid growth in
the early post-reform period. The factor reallocation effect is trivial in the
economic reform era, indicating growth potential in the
mid-industrialization stage. In the long run, therefore, policymakers must
adjust China's economic programs to foster sustained productivity growth

and to improve factor flows among economic sectors.

Wei, Yingqgi, and Chengang Wang, “Understanding China's international economic

integration,” Journal of Chinese Economic & Business Studies, Vol. 7, No.4,
(November 2009), pp. 401-408.
Abstract: The article discusses the existing literature about the impact of exports and

foreign direct investment (FDI) on productivity, the relationship between
FDI and technology transfer in the Chinese economy and regional
economic integration between China and its neighbouring countries. It is
stated that China needs to upgrade its trade structure, tighten up
intellectual property protection, and improve technological capabilities of

domestic firms.

Wang, Hua, [ingjing Yang, and Mingyong Lai, “Export Behaviour and Firm

Productivity in China,” Journal of Chinese Economic & Business Studies, Vol. 7,
No.4, (November 2009), pp. 409-428.

Abstract: This study examines whether exporters become more productive through

estimating a production function using Chinese firm-level data from 1997
to 2000. The results indicate that exporters are more productive and, more
importantly, that export strategies promote the productivity of these firms.
The test for the relative timing of export behaviour and gains in
productivity ~provides strong evidence for the existence of
learning-by-exporting effects rather than self-selection effects. These
results are robust when controlling simultaneous bias and selection bias
by using a fixed-effects model, SYS-GMM estimation and semi-parametric

estimation.

Yang, [ingjing, Helian Xu, Chengang Lai Wang, Mingyong, and Yinggi Wei, “Productivity

Spillovers from Foreign Direct Investment in Chinese Industries” Journal of
Chinese Economic & Business Studies, Vol. 7, No.4, (November 2009), pp. 429-446.
Abstract: This paper investigates productivity spillover effects of FDI and relates it to
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the capital- or labour-intensive nature of the industry. Using a panel data
set of 35 industries in China, it shows that the presence and magnitude of
FDI spillover effects vary by different channels and the nature of the
industry. On average, FDI has no horizontal spillover effects but has
positive backward linkage effects. However, there are substantial
differences in FDI spillover effects via demonstration, competition and
labour mobility between capital- and labour-intensive industries. The

findings have important policy implications.

Song, Wei, and Weiyue Wang, “ Asian currency union? An investigation into China's

membership with other Asian countries,” Journal of Chinese Economic & Business
Studies, Vol. 7, No.4, (November 2009), pp. 457-476.
Abstract: This paper applies Optimum Currency Area (OCA) theory to investigate

the suitability of Asian currency union and its membership, in which
China is taken as the central country. Cluster analysis is applied for this
study. Both hierarchical clustering and fuzzy clustering approaches are
used. The study finds that Japan, Korea, Hong Kong, Malaysia,
Philippines, Singapore, Thailand, Cambodia and Vietnam are most
converged with China, and these countries are more likely to be the

member countries of the Asian Currency Union.

Zhu, Yiping, “Trade, capital flows and external balance: is China unique in two

hundred vears of globalisation?” Journal of Chinese Economic & Business Studies,
Vol. 8, No.1, (February 2010), pp. 1-22.

Abstract: This study examines China's growth patterns through its exports, foreign

capital inflows, balance of payments and terms of trade, and projects them
into a comparative framework. It brings together, for the first time,
various sources of historical data from the first globalisation era, relating
to four of the most industrialised economies - the UK, the US, Germany
and Japan. By comparison, it finds that China's trade expansion has no
doubt exceeded that of any of the industrialised economies in the first
globalisation era; however, this trade boom is a characteristic of post-war
globalisation. Large capital inflows, surplus in both current and capital
accounts, and the negative correlation between terms of trade and exports
are not unique Chinese phenomena in the history of globalisation.
However, China's trade liberalisation, industrialisation policy, FDI
strategy and cautious foreign exchange policy have all contributed to the

exploitation of the positive effects of globalisation.

Qi, Li, “Capital flows and domestic market integration in China,” Journal of Chinese
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Economic & Business Studies, Vol. 8, No.1, (February 2010), pp. 67-94.

Abstract: This paper examines whether reforms have created a substantial

commercial sector with market characteristics in China's financial system.
Many studies conclude that the operation of China's capital markets lacks
market features, resulting in fragmentation. Yet, this lack of integration
coincides with rapid and continuous economic growth. We study the
dynamic pattern of domestic capital mobility with a unique data set on
provincial savings and investment, which allows us to examine
components as well as aggregates. After stripping out foreign and
officially influenced funds, we find that the behavior of capital flows in
what we define as China's commercial sector looks increasingly like that of
interstate flows in the US and other advanced nations. Tracking the
direction and size of capital flows also highlights the different behavior of
commercial and non-commercial funds transfers in China. This result
undercuts the widespread view of China's economy as lacking domestic

integration.
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