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Why Xi is pushing for high quality growth

Breakneck first phase is over and now China has to clean up and switch to a more sustainable growth model, but that too has its challenges

John Wong

For The Straits Times

Inhisaddress at the 19th Party
Congress last year, President Xi
Jinping made apush for
environmentally sustainable
development as part of aslate of
many new policy initiatives for
China.

“Human beings must respect
nature and observe the laws of
nature... Any harm we inflict on
nature will eventually return to
hauntus,” he said in his call for
accelerated efforts to promote
green development.

China’s future modernisation
must be characterised by
“harmonious coexistence between
man and nature”, Mr Xistressed as
he made the case foranew
“ecological civilisation” for a
“beautiful China”.

This was no mere political
rhetoric. Mr Xi wasreally serious
about green development as
evidenced by the array of proposals
and other policy follow-ups to
achieve his goal. These included
establishing a more effective legal
framework topromote green

production and green consumption :

as wellas a sound structure to
supportalow-carbon, high quality
economy, which he has termed
“circular development”. He also
held out the promise of green
technology innovation and green
finance to promote energy-saving
and environmentally friendly
industries.

At the annual Economic Work
Conference on Dec18,MrXi's
green development initiatives were
translated into new policy
priorities for this year, with the
pursuitof “high quality economic
growth” as the main focus.

The government has made it clear
that future economic development
isnotaimed at maximising GDP
growth in quantity terms buta
better, higher quality growth, with
“green GDP” playing a bigger part.

China’s growth of the past four
decades, starting with Deng
Xiaoping's economicreformsin
1978, hasindeed been spectacular,
with its gross domestic product
growing at near double-digit rates
for some 35years. With such
dynamic growth, Chinaisnow the
world’s foremost manufacturing
powerhouse and the world’s
second largest economy. Itis living
testimony to the legacy of Deng,
who captured it neatly in two of his
well-known aphorisms:
“Developmentis China’s bottom
line” and “Toget rich is to be
glorious™.

Forleaders of developing
countries, high growth isa much

: soughtaftergoalasit creates

: employmentand facilitates

: institutional and social reforms.

¢ But China hasalso had to pay avery
i high price for its relentless pursuit
¢ ofhigh growth.

¢ Chinatoday, being the world’s

¢ largest primary energy consumer,
: isalso the world’s largest carbon

: emitter, accounting for

¢ one-quarter of total global carbon

: emissions. Its environment has

: borne the bruntofunbridled

: growthasmanifested in severe air,

: water and land pollution. The smog

: inits big cities is estimated to have
: caused 1.5 million premature

: deathsayear.

¢ Tomost Chinese citizens, Mr Xi's
: call for higher quality economic

: growthis all about introducing

: measures to reduce pollution and

: improve the environment. But the

: wholeissue is far more complicated. :

:  Itisalsoabout introducing new
¢ policy models that will change the
¢ nature of future economic growth
: inorder to realise Mr Xi’s goal.

:  Whatarethe challengesand

¢ implications of this shift?

: MEASURING GREEN DEVELOPMENT
¢ Economicgrowth is essentially
: increasesin GDP overa period of
: time. For high quality growth, the
: total GDP has to include more
: “green GDP”, thatis economic
: activities that are more
: environmentally friendly or are
: considered to have positive social
¢ impact. But such away of
¢ accounting for high quality growth
is easier said than done.
The conventional GDP
: measurementjust countsall final
: economic activities (or total
: value-added) at market prices. The
¢ process is supposed to belargely

 value-freeand morallyneutralwhen

: counting those economic activities.

Economists have tried to devisea :

: new system of GDP accounting to

: include more economic activities

¢ (for example, culture and health)

i with greater welfare content. But

: suchanexercise is fraught with

i many conceptualand empirical

i difficulties. It is hard to measure or
: price these sociallymore desirable

: tocompare those kinds of GDP
 acrossnations,

: Atmost,aseparate “green

: development index” can be

: prepared asan appendix to

: conventional national income

: accounts. GDP alone just cannot

: adequately measure quality growth.
i Eventheveryconceptof

: economic growthitselfis not free

¢ from controversy. For the

: developing world, economic

: growthisunreservedly welcome

: forproviding basicneeds and

: povertyreduction. Foramature

: developed society, however, many
¢ intellectuals would not

: unquestioningly embrace high

: growth, especially the idea of

: growth for growth’s sake.

¢ Economist Edward Mishan was

: anearly critic of economic growth.
i Inhis book The Cost Of Economic

: Growth (1966), he argued that

: economicgrowthin creating

: material goods would also be offset
i bymany negative effects fromthe :
: loss of happiness and peace of mind :
: totheloss of greeneryand fresh air.
i Hisarguments preceded the Green
: Movementtoday.

: economicactivities. Itiseven harder :
i underlying problem of high quality

i Withsuccessful

: developmentcomesa

i natural push for high

i quality growth. Asincome
! risesand the middle class
i expands, the demand fora
i better quality of lifealso

: rises. Successful

i developmentalso creates
i moreresourcesforthe

i governmenttocleanup

i the environment.
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More formal discussion of the

¢ growth can be traced back to the
: Cambridge economist Arthur
: Pigou, who highlighted a simple but

highly significant social truth:

: Interests of individuals and society
: donotalways coincide.

:  Whenanindividualis maximising !
: hiseconomic welfare, therearisesa :
: divergence between maximising

: “netprivate marginal benefit” and
: the “netmarginal social benefit”.

: This givesrise to “spillover effects”
: thatare today called “externalities™. :
: Pollutionis one example of an

: unintended side effect froma given
: economic activity.

Thisin turn leads to debates

i about having a tax to compensate

: thepublic. Such is the Pigouvian

: tax, which preceded the carbon tax
: today. Butitis not easy toaccount

: forall these side effects.

Suffice it to say that any attempt

¢ toidentify and measure “high

: quality economic growth”is

- fraught with enormous conceptual
¢ and empirical difficulties.

CHINA'S PRAGMATIC APPROACH

: Given these challenges, what is
: Chinadoing to shiftits economy
: towards high quality growth?
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Thepolicy measures are

¢ essentially pragmatic in nature and
: involvesathree-pronged strategy.

The first, launched a fewyears

i ago,involved adirect assaulton
: pollution. Back in early 2014 when

Beijing was hit by severe smog, the
central government made a decisive

; break from the past: It declared a
: war on pollution and backed that
¢ up with tighter regulations and

¢ stricter enforcement.

The government dispatched

i “environmental inspection teams”

: toassess conditions in various parts
: of the country. Local governments

: were issued the new environmental
¢ guidelines and held responsible for
i any infraction.

Meanwhile, action was also taken

: toshut down polluting plants and

: toreplace traditional coal-burning
: household heating systems with

: newdevices runon natural gas or

i electricity. The results were almost
: immediate. Beijing’s air quality has
: sinceremarkably improved, with

¢ the number of blue-sky days

: increasingeveryyear.

The second prong involves

providing the right macroeconomic
: environment for high quality

: growth. Essentially, this is about

: restructuring China’s

¢ investment-driven growth toone

; thatis more consumption oriented.

Lastyear, consumption

: contributed over 60 per cent of the
: nation’s 6.9 per cent GDP growth.

: The growth inconsumption is tied
: totherise of the service sector at

: the expense of manufacturing.

¢ Overall, this switch in China’s

: engine of growth allows for a more
: sustainable, greener economy.

However, most serviceactivities

: are domestic activities, which are,

: technically speaking, also “non-

: tradeable”, with low productivity

: growthpotential. Lower

: productivity growth ultimately

: translates into lower economic

: growth. Asaresult, higher quality

: growthinvariably carries trade-offs
: forlower growth, as happened in

: most developed economies.

In thelong run, high quality

: growthneeds tobe sustained bya
¢ “dynamic” macroeconomic

: environment that is competitive
: and productivity driven.

Thus, the third policy package to

¢ supporthigh quality growth

: involveslong-term policies that

i promote innovation and rapid

: technological progress, especially
: for the digital “New Economy”.

During the transition, the

: governmentwill continue to

: strengthen existing policies of

: financial deleveraging, capacity

: reduction and “supply-side reform”.
: Thelonger-termtargetis China’s

: ownversion of “Industry 4:0”, which
: involvesstrategies of transforming

: the current “Made in China” model

: to“Createdin China” by 2025.

REGIONAL PERSPECTIVE

i Chinais moving alongapath once

¢ taken by the developed East Asian

: economies of Japan, South Korea

: and Taiwan. They too suffered

: serious pollutionand

: environmental degradation during
: theirinitial phase of industrial

: take-off. Young Japanese today will
: besurprised tolearn thatin the

: early1970s, air quality in Tokyo was
: sofoul that there was a market for

: small packets of oxygen sold at

: busy trafficjunctions.

With successful development

¢ comesanatural push for high

¢ quality growth. Asincomerises and
: the middle class expands, the

: demand forabetter quality oflife

: alsorises. Successful development

: also creates more resources for the

: government to cleanup the

: environment. Government officials
: and political leaders also have their
¢ built-in incentives to fight

: pollution, because they breathe the
: sameairanddrink the same water

: asthe common people.

What we are seeing now in China

¢ isthelatest iteration of East Asia’s
¢ developmentstrategy is: Develop
: first,cleanuplater.
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