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ABSTRACT

As a major component of public services, basic hosginess education have been recognised by
international research on growth as one of theethm&ajor contributors to economic development.
China’s interest in this has been demonstratedsinecent substantial education development policy.
The paper generalises the standard growth regredsiobuild a model of China’s education-
development using recent advances in policy madgliand economic development to provide
substantive inputs to assist informed debates a@n dffectiveness of this policy on national
development and public service equalisation. A canigpn is then made with the evidence from India
to map out the importance of public service polmt only in domestic development but also in the
context of regional competitiveness between twoomajgh-growth countries in an emerging East
Asia Summit area.
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INTRODUCTION

In developing countries such as China and Indi pitovision of public services and
their wide-ranging equalisation and efficiency pgeshs have taken an important part
in national policy, academic study and debatesuinlip finance or, more generally,
fiscal management. The purposes are to promoteoadondevelopment, growth,
living standards, the people’s well-being, and ftea poverty alleviation. This
national focus is also often actively supportedirigrnational organisations such as
the United Nations Development Program (UNDP) draets the interest of the
Organisation for Economic and Co-operation Develepi(OECD). In China, the
decisions by the 1L Five-Year Plan passed by the National People’sgfss in
2006 and the CPC’s fMNational Congress in 2007 reflect some of thisifoand its
planned enhancements which were contained in tHeFhge-Year Plan. From an
international perspective, some authors have el@med that “without extensive,
universally distributed public services, there 1 way the world can realise the
United Nation’s Millennium Development Goalsendorsed by 189 countries”
(George, 2006). We also note that, at the intewnatilevel, an equalisation of the gap
in public service provision in general or in edimatin particular between China and
other developing and developed countries (suchdis land Japan in Asia and the
OECD countries) is an important policy issue thageuatly needs analysis and
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remedial rectification (OECD, 2008). Only limitedibstantive research has been
carried out and reported in this area.

The paper is focused on an important componenthiria® public services, namely
education (basic and business) which ranks top4(@80million yuan) in government
expenditure in 2005, exceeding national defencé4®6 million yuan) (NBS, 2008).
The paper has three ainksrst, it surveys thetatus quand trends in public outlay in
China, and provides not heuristic but substantivangtative evidence on the
effectiveness of education in promoting growth degtelopment. This evidence can
be used for developing appropriate and effectiidipservice equalisation policy in
the country where public finance and especiallyeexiture have assumed a more
important role in economic management since thel 2000 membership and with
new and effective tax revenue bases and their pedtdurden on the taxpayers
(Gao, 2006).Second,the paper provides a comparison with the effentgs of
education on growth and development in India whieeegovernment’s current policy
is to develop, as part of its ‘Look East Policy’daglobal economic integration,
appropriate reforms to enhance its growth and dewveént, international
competitiveness, and regional co-operation (Tram \Hoa, 2007b).Third, for
practical policy implications, the comparison isaluseful for national long-term
strategic exploratory and planning purposes forviloeld’s two most populous and
currently high-growth economies, China and Indiae§e two countries are also two
major competitors in economic performance, tradd aoonomic relations, and
political influence in the East Asia Summit sph@rkirlwell, 2007).

RECENT TRENDS IN PUBLIC SERVICE EXPENDITURE IN CHIN A
AND INDIA

The trend and dynamics of major public service exliare shares and distribution
during 1978-2005 among the major components in Lhimat are relevant to our
paper are depicted in Figure 1. In 2005, the texglenditure of these components
accounted for 69.15 per cent of China’s total gorent expenditure of 2,305,278
million yuan. The data show a number of interestim@yements in public expenditure
in China in almost three decaddarst, there was a remarkable rising trend in
expenditure on education, culture, science andiptbhlth (EHY), starting at 112,66
million yuan (11.38 per cent of total public seeviexpenditure) in 1978 and moving
up to 6104,18 million yuan (26.48 per cent) in 200%his expenditure however
peaked at nearly 28 per cent during the reformiegiogd 1994-1997.Second
expenditure to support rural production (RUY) pehieover 8 per cent during 1989-
1996 and 2004 but remained interestingly uncharaged78 per cent in both 1978
and 2005.Third, in contrast, administrative expenses (AY) stood &0 million
yuan (4.96 per cent) in 1978 but grew steadily esathed 4835,45 million yuan
(20.98 per cent) in 2005-ourth, expenditure on policy-related subsidies (POY) was
high (over 10 per cent) during 1980-1992, but dedisubstantially to 998,47 million
yuan (or 4.33 per cent) in 2005. Throughout theoperexpenditure on pensions
(PEY) had been lowest and slowly rising, but expengn innovation, science and
technology (IFSTY) had been sharply declining sitieemid-1980s.
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FIGURE 1: THE TREND AND DYNAMICS OF CHINA'S PUBLIC SERVICE
EXPENDITURE, 1978-2005
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Sources of data for Figures 1-3NBS (2008), RBI (2008). The full data are givarAppendix.

FERCENTAQ

For regional comparative purposes, the compositadn average government
expenditure (China) and public outlay (India) skaby item or sector is given in
Figures 2 (China) and 3 (India). The average shasrs computed from the period
1978-2007. For China, we note that, during 197852@Xpenditure on education,
culture, science and public health (EHY) was a megmponent of public services. It
took up to 24.07 per cent of the country’s totalgqmment expenditure, and had
exceeded expenditure for national defence sincé.1®8other relevant component is
expenditure for supporting rural production (RUYhieh stood at 7.74 per cent.
While innovation funds and science and technologgmption funds (IFSTY)
accounted for 7.43 per cent, it is interestingdterthat administrative expenses (AY)
and expenditure on policy-related subsidies (PQ¥)mauch higher at 14.59 per cent
and 8.17 per cent respectively. For India (Figd)reve note for relevant sectors that,
during 1986-2007, the shares of public outlay oncation and health (including
medical) (EDU and HEALTH) stood at 5.24 per cend @3 respectively, or 9.67
per cent for both. For China, the equivalent suns v24.07 per cent. Rural
development and special areas (RURAL) programs upéd 8.62 per cent of India’s
total public outlay, a proportion not far away frots China’s equivalent of 7.74 per
cent.

FIGURE 2: CHINA'S GOVERNMENT EXPENDITURE SHARE BY | TEM,
AVERAGE 1978-2005
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Three pertinent and legitimate questions of re$eant policy interest here arfé@st,

as an end-outcome for policy analysis, what is @beial contribution the various
items or sectors of public expenditure that hasnbeade to the Chinese economy
during the period under studyecondwhat are the implications of this knowledge
for developing appropriate and efficient futureipplfor public services in China?
Third, what are China’s competitiveness and challenggaublic service allocation
and management in a regional or global economy giittwing regional economic
integration (e.g., the emergence of East Asia Su)rand increasing globalisation?

FIGURE 3: INDIA'S PUBLIC OUTLAY SHARE BY SECTOR, AV ERAGE
1986-2007
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In the analysis below, we depart from a descriptivestatistical analysis and will
develop a logical structure and, using officialthical data, to empirically study in
particular the effects of the two major and relévaomponents of government
expenditure or public outlay, namely education &mdlth and rural support, on
development in China and, for regional strategimgarison, in India. Substantive
findings are then reported and analysed. Appraprglicy recommendations on
national public service or fiscal equalisation, aedional and global competitiveness
enhancement are then suggested for possible useotpprate and government
education policy-makers.

A MODEL OF PUBLIC SERVICES AND GROWTH FOR POLICY US ES
AND SUBSTANTIVE EVIDENCE FOR CHINA AND INDIA

Development, or equivalently growth, and its deiaation are traditionally a
difficult field of study, conceptually and in prazz. At the conceptual level, there is a
large number of competing growth theories to exptigévelopment or to explore its
determination. These include the production or edfare channel as accepted in the
United Nations System of National Accounts 1993 ASB)), investment, innovation
(or knowledge) and productivity sources, the wagess operating surplus
components, industrial relations structure, theolaischool enrolment or skills or
gender aspects, or the organisational managembavioer (see also Perkiret al,
2006), to name a few.

At the practical level, much economic growth reskdras been focusing on exploring

or finding the likely factors or actions determigigrowth (Easterly, 2007). This
focus is attributable to either the lack of a gahe@onsensus on singular growth
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causation process or the increasingly acceptallegrgtion by senior experts in
international organisations (e.g., the World Baok}he ‘applied, applied’ nature of
growth determination analysis (Krueger, 2007). &&smethodology, this exploratory
and applied line of research usually assuanpgori a set of linear equations and their
structural or policy impact parameters (e.g., tlenjgutable general equilibrium
approach or CGE) or a growth regression relatignshinumber of important issues
arise in this contexgirst, the lack of realism or credibility of the CGE faolicy uses

is well-known, due to its strict neo-classical asptions that are often tenuous or
inconsistent with real-life observations (Eichemgreet al., 2007).Second the
fragility of the so-called growth regression apmtodas been discussed by Levine
and Renelt (1992) who show that conventional grovefression results are not
robust. That is, they are very susceptible to chang the set of macroeconomic
conditioning factors or variables that are ofteadus growth regressiofthird, these
macroeconomic conditioning factors are not usuatiylicitly taken into account in an
interdependent or simultaneous-equation contexthag should be theoretically.
Fourth, the actual functional form of the regression eguatwhich is, usually or as a
convention, linear or log-linear in the selecte@laratory and independent variables,
has also been advanced as a main cause of thityrafjigrowth regression results
(Astra et al., 2005; Minier, 2007)Fifth, the exclusion of the effects of structural
change, domestic reforms or crises, or regionatlshesuch as domestic turmoil,
terrorist attacks, SARS, avian flu, tsunamis orayes (see Edwards, 2007), and the
time-varying impact of the Prescott (a Nobel latepaype in growth regression
equations has also been suggested as a souregitifyfr(Durlauf and Johnson, 1995;
Tran Van Hoa, 2005).

In a number of recent papers, Tran Van Hoa (e@)42and 2007a) uses a simple,
new, effective and general integrated modellingr@ggh to empirically study growth
and its causal link to trade, investment, officddvelopment assistance (ODA),
reforms and crises in major developing countried\sa in recent years to provide
inputs to improved development policy analysisnfolation and implementation.
This approach provides a number of improvementghenlimitations of the three
popular approaches mentioned above. It also predsmmificantly more credible
outcomes in the sense of model-data consistenaghascated by Nobel laureate Finn
Kydland (2006). The approach, a so-called genealgowth regression, is adopted
here to develop a model of China’'s (and India’shliguservices and growth (or
development) for analysis and policy uses.

The Model

A simple and new public services-growth causalitydei for China (and India) and
its improved features for more reliable policy usas be briefly described as follows.
We consider, for convenience and without loss afegality, a simple model of two
simultaneous (circular causality) implicit or arbiy functions for income (Y) and
public services (PS) where the form of the fundi@s importantly, not assumed
priori or routinely as linear or log-linear. The ratiamal theoretical underpinning of
the model is that it comprises and extends theclEinomic-theoretic postulates of
the well-known growth regression approach (Levined aRenelt, 1992), the
interdependence between economic activities (Knyeg2007), Johansen
macroeconomic policy factors (1982), and the KenameSNA93 income accounting
identity, by linking essentially income to PS, istrment, ODA, economic policy,
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shocks and reforms (Tran Van Hoa, 2004 and 2007Tajs model incorporates, in
one important structural specification aspect, aply economic factors but also
geographic or demographic attributes and demograpiihamics (see Kydland,
2006). Thus for simplicity

Fl(, Y, PS, FDI, ODA) = 0 (1)
F2(@, PS, Y, ODA, X, W) =0 ()

where F1 and F2 are two arbitrary functionals ligkincome and their theoretically
plausible (and empirically testable) causal deteamis such as PS, foreign direct
investment (FDI) and ODA. In this model, Y may defined as GDP or income per
head of population (Easterly, 2007). ODA is netAO@pants to a recipient country or
countries in focus. X and W denote, respectivetiier economic (fiscal, monetary,
trade and industry policy — see Sala-i-Martin, 198&d non-economic (e.g., Size,
policy reform and external shocks — see Johans@82;1Tran Van Hoa, 2004)
variables, relevant to a country’s growth or depatent. A more recent use of shocks
in applied econometric modelling is presented iw&dls (2007). Importantly for our
empirical study, in addition to data for Y, PS, FBihd ODA, data for X and W must
be available and consistent with published timéesedata in a standard Kuznets-type
accounting framework (e.g., SNA93), or the recentrM/Bank World Tables.

Using Taylor’s planar approximations (e.g., seenlvan Hoa, 1992 and 2004), the 2-
equation model (1)-(2) can be written equivaleimlgtochastic form and in terms of
the rates of change for continuous economic vasal{e.g., Y%, PS%, FDI%,
ODA%, X%) and W of all the included endogenous amahditioning’ variables (Y,
PS, FDI, ODA, X and W) as

Y%= o, + 0oPS% +osFDI% + asODA% + u (3)
PS%=B1 + B,Y% + BsODAY + BaX% + BsW + L 4)

A more recent application of this approximatiordescribed in Baier and Bergstrand
(2008). Methodologically, in (3)-(4), Y% is simplthe growth or development
indicator (the rate of change in GDP) and the equoatare linear and interdependent
in the sense of Marshall or Haavelmgds and ’s are the elasticities or impact
parameters, and u’s other unknown factors outdidentodel (Frankel and Romer,
1999) or the disturbances with standard statispcaperties. In addition, in (3)-(4),
circular and instantaneous causality exists amegarded as &stablehypothesis. In
their exact or non-stochastic forms (in which a#itarbances are idealistically zero),
these equations form the basic structure of the @G®Hels of the Johansen class, in
which all elasticities are usually assumed (catdmnto be given or knowa priori
and the impact of endogenous (say PS) or endogkwisebles on Y is dependent on
the exogenous variables and calculated systemugisg such iterative procedures as
the Gauss-Euler algorithm with a known sparse matfi elasticities. It can be
verified that our so-called flexible (or functiore€) PS-growth equation (3) in the
model above is econometrically identified in thesse of mathematical consistency,
and it can be estimated by an appropriate econammagthod [i.e., an instrumental
variables or two-stage least-squares (2SLS) teakhitp provide efficient parameter
estimates for reliable findings and subsequentpaokcommendations.
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The Data

Data for estimation were obtained from the onlirsabases of China’s National
Bureau of Statistics (2008), ICSEAD (2007), and Reserve of India (RBI 2008).
For consistency with previous econometric impaatlists, all economic (except GDP)
data are in current value. In our study, all ov&didata are obtained as annual (higher
frequency data are not available) and then tramsddr to their ratios (when
appropriate). The ratio variables include PS wrour study, its major components
such as education, health, innovation, science ramdl subsidies, FDI, ODA,
monetary policy, and government budget, all dividad current GDP to obtain
country-specific heterogeneity harmonisation. Otlmem-ratio variables include
unemployment (representing industry policy), popata and binary variables that
represent the occurrence of the economic, finaacidlother major crises, policy shift
or reforms over the period 1986 to 2005 that mayetatfected China’s (and India’s)
development. All non-binary variables are thenvested to their percentage rate of
changes. The use of this percentage measuremenmigin feature of our policy
modelling and impact approach, and avoids the proldfa priori chosen functional
forms (e.g., the linear and log-linear transformm@}i and also of logarithmic
transformations for negative data such as budgesaal deficits.

Substantive Empirical Findings

The estimates of the public services-growth mofl®lChina and (for comparison)
India, obtained appropriately by the 2SLS estinmatieethod, are given in Table 1.

Statistical Reliability Interpretation

From the results given in Table 1, we note a nunatbémportant findingsFirst, all
four estimated models of growth (i.e., the ratecbénge in GDP and in GDP per
capita) for China and India explain a high levebbkerved variance (that is, with R
of about 90 per cent and abov8gcondwhen we look at the dynamic features of the
estimated models using either plots or standargndistic tests, all estimated models
appear free from serious first- or higher-orderoeatrelation-induced or simple
Markov scheme inefficiency problemBhird, the education and health components of
public services have statistically and economicdlifferent effects on growth in
China and India. More specifically, while educatemd health expenditure in China
have a strong and negative impact on China’s grotlithy have a weak but positive
effect on India’s developmenEourth, rural subsidies have a beneficial impact on
growth in both China and India. This impact isistatally moderate only for income
per head in IndiaFifth, the introduction of FDI into the models, as recoenaed
from other international empirical studies on grog.g., Levine and Renelt, 1992)
or as a dynamic variation of the time-tested ctadscapital-labour production
function, shows uniformly its positive contributidga growth in both countries but
very strongly in ChinaFinally, the introduction of crises, shocks or major policy
reforms into the models provides substantive ewdeabout the characteristics of
these crises, shocks, or policy reforms, and tHesrohey have played in, or
contributed to, the economic performance of Chimé ladia in recent years.
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TABLE 1: PUBLIC SERVICES AND GROWTH IN CHINA AND IN DIA
CAUSALITY MODELLING IN FLEXIBLE STRUCTURAL EQUATION S, 1986-2005
2SLS ESTIMATION

CHINA INDIA

GDP Income/Head GDP Income/Hepd
Variables Impact Impact Impact Impact
Constant 3.994**  2.541** 1.950* 0.825
Education/GDP 0.004 0.046
Health/GDP 0.001 0.007
Education+Health/GDP -0.186*F -0.195**
Rural Subsidies/GDP 0.028 0.029 0.043 0.071*
Innovation+Technology/GDP -0.046** | -0.047**
Unemployment -0.014 -0.015
FDI/GDP 0.036** | 0.036** 0.005" 0.003
ODA/GDP 0.001 0.001 0.001 0.002*
China Reforms 1991 5.083* 5.186**
China Reforms 1993 0.646 0.775
India Reforms 1995 6.067%  4.459**
Asia Crisis 1997 0.047 0.367 -1.509 -0.543
Terrorist Attacks 2001 -0.322 -0.085 -2.239*  -B20
India Reforms 2004 3.864%  3.884**
R’ 96.18 96.30 89.92 89.28
DW 2.74 2.68 2.87 2.78

Sources of data: ICSEAD Economic and Trade Dat@{RNBS (2008), RBI (2008). Sample size=20.
Notes: ** significant at the 5% level, * significaat the 10% level, ~ significant at the 15% level.

The modelling performance of the models above dao be evaluated, for more

credibility or realism of the derived policy recorandations (to be discussed below),
by the Kydland data-model consistency criterion 00 where the trend and

discrepancy between historical data and modellirggliptions have to be tight and
small. This performance is given in Figures 4 aridr®oth real GDP and income per
head modelling in China and India. The successufmodelling education and

health expenditures in China and India and theipaich on development can be
ascertained from Figure 6 where actual educatiahtealth expenditures and their
modelling forecasts are given. A visual of Figu#e6 indicates that all the models
emulate well the troughs, peaks and turning poufit&SDP, income per head, and
education and health expenditure shares in thectwotries over the whole sample
period.
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FIGURE 4: MODEL-DATA CONSISTENCY PERFORMANCE BY
KYDLAND CRITERION — CHINA'S GDP AND GDP PER CAPITA
GROWTH
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FIGURE 5: MODEL-DATA CONSISTENCY PERFORMANCE BY
KYDLAND CRITERION — INDIA’S GDP AND GDP PER CAPITA GROWTH
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FIGURE 6: MODEL-DATA CONSISTENCY PERFORMANCE BY
KYDLAND CRITERION — EDUCATION EXPENDITURE/GDP GROWT H IN
CHINA AND INDIA
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Notes In Figures 4-6, YC=actual GDP growth, YHC=actu@DP per head growth, and YCF and
YHCF are their predictions based on estimates inbl@1. EYCNC=China’s actual education and
health expenditure/GDP growth, EYCNCF=predicted EMC, EYINC=India’s actual education
expenditure/GDP growth, EYINCF=predicted EYINC.
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POLICY IMPLICATIONS FOR CHINA’S NATIONAL AND
INTERNATIONAL PUBLIC SERVICE AND COMPETITIVENESS
EQUALISATION

While the integrated public services-growth (or generalised growth esgion)
models we introduced above may be simple in thaicctire, they contain the main
ingredients and significant extensions of classiaablysis on growth causality
relationships for China and India, two high-growethuntries in Asia and two global
competitors in trade and economic relations. Theetfsoare also fairly consistent, for
comparative purposes, with similar previous studiea different and more limited
kind (e.g., the CGE, growth and panel regressianpther quantitative growth
determination studies). The causal empirics redomethe preceding section also
provide a number of interesting and new insightdevant to public service
equalisation in China as currently required bynésional development policy. They
are also relevant to regional and global publiziserequalisation or catch-up policy
in Asia and beyond as currently assessed and reeaded by senior national policy-
makers in China and India (e.g., Gao, 2004 and ;2B0&ttacharya, 2007) and the
OECD (2008).

The Contribution of Education and Health Expendites to Development

The findings reported in Table 1 indicate that edion and health expenditures, as
two components of public finance, had played aedft part economically and
statistically in China’s and India’s developmentarowth during the period 1986-
2005. In the case of China, the impact is negatiw highly significant. This seems
to be at odds with other measures of achievemenits €ducation spending such as
the expansion of education enrolment and staffagtfuctures and public service
provision as reported by the MOE (2008) surveythim case of India, the impact is
however beneficial but statistically weak. The firgb can be explained in a number
of ways.First, in the case of China, the expenditure includesdimg on a number of
diverse items such as culture, education, sciendegablic health. It is reasonable to
expect that spending on culture and science mighhave an immediate effect on
economic development activitieSecond while growing health expenditure may
reflect population growth demand, it may also reprn¢ a state of the people’s well-
being that requires immediately simply more resesuthird, increasing education
expenditure and the expected subsequent improveiméabour skills, management
and technology may also be regarded as an investmignlong-term outcomes. Our
models do not deal with these issues in the papéhe case of India where separate
data are available for education and health, theagn of these expenditures on
development is positive but statistically weak.

As our findings are based on an aggregate of glemditures at all three levels of
education and in all regions of the country, theayrhe biased and not be able (due to
a lack of appropriate data) to capture the precmdribution of a specific type of
education (such as business) to development. As thano solution on the detailed
data question at this stage, it is worth mentiogimgumber of issues that can improve
the empirical findings for use in policy analysispablic service equalisation and its
impact on development. One particular area of hn&dvance is the issue of central-
local fiscal transfers since, while collectivelyespling 69 per cent of total fiscal
expenditure, local governments in China are resptanor close to 90 per cent of
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total budgetary spending on health and educatioew@&l, 2006). Other possible areas
for study include official budget consolidation centralisation, accounting system
reforms, setting key performers, duplication avoma (see OECD 2008), reduction
of disparity in access and equity through the &ffec inter-governmental
transfer/equalisation scheme (see World Bank, 2G08) private public partnerships.
These are relevant and important aspects of educegiorms but they are however
outside the scope of our present research.

Despite these caveats, our findings should be takea representation of the actual
state of an important component of public servicedoth China and India that
requires serious attention and analysis at thigestand that needs further study as a
matter of relevant public policy research. A majaplication of our findings is that
there is, particularly, econometric support foreefive education reforms in China
and for improving its regional competitiveness. deeforms have been recognised,
since 1986, as being central to China’s ‘Four Matsations’ and directly connected
to its economic and social development. It has als@cted extensive interest and
generated a voluminous literature worldwide.

Is Expenditure on Rural Support Useful for Develomnt?

In contrast to education and health, our findingpear to lend support to the
beneficial effects of public expenditure to suppantal production (China) and in
rural development and special areas programs {intio national priorities) on
development and growth in both countries. A simpterpretation of the findings is
that they are as expected, as both countries arently in their early development
stages and essentially rurally based as measurdgebyyurban and rural population
distributions. The benefits from rural support hare interesting however in the sense
that they are obtained in spite of the fact thas tlype of public expenditure is
relatively small and fairly stable as a share ¢ltpublic expenditure (see Figure 1
for China) and also small as a proportion of GDBath countries (at 0.88 per cent
and 0.80 per cent for China and India respectivélyjng the sample period when
compared to that of education and health in the cd€hina (2.89 per cent) or India
(0.92 per cent). They are also interesting becthusealata for this expenditure share
(not reported here) showed great volatility in botuntries over the period under
study. The precision of our findings in terms oeithweak statistical efficiency
especially in the case of China however needsdughalysis.

The Role of National Reforms and Regional or Glok@tises on Development

In the specification of our public services-growtbdels above, we have incorporated
a number of developments in the region that coalkhmpeded or enhanced growth
and that, at this stage of their evolution, othasteng modelling growth approaches
in this area (such as the CGE and growth regreskenre overlooked or are unable to
accommodate. These developments include: (a) rtiesistance to reform in order
to maintain the status quo, due to either a ‘féahe® new’ or for reasons of political

ideology; (b) unexpected shocks and crises; andn@pr structural changes and
‘good-in-a-market-economy-sense’ policy reforms. imals major state-owned-

enterprises (SOE) reforms of the early 1980s asmib-FDI reform in the early

1990s, and India’s decade-long reforms after thanoa of payments crisis of 1991-
2002 and its ‘Look East Policy” of the early 2000®ve been considered fair
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examples of ‘good’ structural reform. On the othand, the emergence of economic
and financial crises and turmoil in China, Indiagionally or globally may be
regarded as developments that can seriously hgrderth, regardless of the presence
of other engines of positive economic developméhe effects of relevant crises and
reforms in China and India, as obtained from oudet® can be seen from Table 1.
As these crises and reforms are specific to Chindndia, we have avoided the
problem of country-specific bias resulting from tke-called fixed-effects of the
currently popular panel growth regression studseg Eichengreen et al., 2007).

The overall picture of our reported findings isttha studies of development and
growth, the effects of ‘good’ reforms and ‘damagiagses can be highly significant
and generally outweigh the contributions made by tonsumer, investor,
government and trade sectors of the economy. Mumeeifically, China’s reforms of
the early 1990s and India’s reforms of the mid-k8ad 2000s are found to have
made significant contributions to these economileyelopment. On the other hand,
the terrorist attacks in 2001 on the World Tradent@e in New York and on
Washington DC are found as damaging factors to granvboth China and India but
with a different level of certainty.

Education Effectiveness and Regional Competitivemégtween China and India

The findings in Table 1 also provide important gids into public expenditure on
education (and related skills improvements) whiels been planned as a national
priority for development in China and India, andagnised as a key engine of growth
by international research on growth (e.g., Levind Renelt, 1992). The importance
of education expenditure in national developmerd eggional competitiveness as
measured by its public expenditure shares in Canthindia has also recently been
raised by Bhattacharya (2007) in his presidentidress to the $DConference of the
Indian Economic Association in Kasmir. Despite thisimilar concerns in India, our
findings reported in Table 1 show that India appdarhave an efficiency edge in its
education expenditure outcomes even though iteshatDP (0.49 per cent or 0.92
per cent including health) is much lower than tinaChina (2.89 per cent including
health) during the sample period.

What is the relevance of our findings to internadilbassessment of China’s public
expenditure and regional competitiveness? In itene report, the OECD (2008)

suggests funding boost and more efficiency on dducand health expenditures in
China in the country’s drive to modernise the econand to bring the country’s

government spending to ultimately the OECD levél%4per cent in 2003). Our study
here indicates however that, while the size oresoaipublic spending in general or of
education (basic and business) in particular maynpertant, its efficiency is perhaps
more relevant to national development and regiooaipetitiveness. The substantive
findings reported in Table 1 for China and Indiandosupport this assessment.

How to improve efficiency in China’s education ergeéure to promote development
and growth? Public expenditure equalisation betwsay the national and local
governments as mentioned earlier and also recomeddmyglthe OECD (2008) is one
of the areas for improved efficiency for furthemdy. Unevenly distributed education
funding between Chinese regions and the emphasitertiary institutions at the
expense of secondary schools are two other areatsenttion assessed by the OECD
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(2008). A study of India’'s efficiency edge over @Ghiin education expenditure
outcomes and its role in regional and global cortipehess not only in economic
development but also in trade and economic relgtieranother important area for
future research.

The Impact of Financial Flows and ODA on Developmiein China and India

In our study, the effects of some major componehfaublic services on development
and growth in China and India were empirically aid. These effects give some
substantive insights into the effectiveness of jpubkpenditure even though their
statistical properties are in some cases weak aead further research preferably with
a larger dataset (when it is available). Howevee, ihodels we have postulated and
estimated with our existing data are also ablertwige substantive evidence on the
impact of private and public financial flows (thgtuFDI and ODA, two major areas
of international economics) into China and IndratHese two major developing and
currently high-growth countries in the East Asiaruit region, our findings lend
statistical support to the beneficial national gpliof FDI-led development and
growth. For strategic policy analysis, China appd¢arhave an edge over India in FDI
utilisation in this case. ODA is found on the othend to have only small and
negligible benefits on these two countries. Simfiladings have been found for other
developing countries such as Thailand and VietnanAsia (see Tran Van Hoa,
2007a). Perhaps, the efficiency of ODA in recipientintries is another issue that
needs to be studied in more detail in the future.

CONCLUSIONS

In the preceding sections, we have briefly desdrithe trends and patterns of public
service expenditure in China and, for comparisadia, and developed a systematic
structure to study its impact on development arawtr. The resulting generalised
growth regression models make use of recent demadofs in economic growth
analysis and recent advances in econometric poliogelling. The estimated models
provide substantive findings on the impact of twajon national-priority components
of public services, namely education (includingltiem the case of China) and rural
support, on development and growth in China andsfategic comparison, India.
The findings provide empirical inputs to the cutreational and international debate,
focus and research on public expenditure efficiemegnagement and equalisation.
Importantly, the findings also provide empiricaputs for discussion on the aspect of
regional and international competitiveness betwiaentwo economic giants in the
East Asia Summit region within the context of irasig globalisation. Further
research on the issues canvassed and raised papiee is highly recommended for
government and institution support.
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APPENDIX

TABLE 2: CHINA’'S GOVERNMENT EXPENDITURE SHARES BY | TEM,
1978-2005

% OF TOTAL

YEAR IFSTY RUY EHY PEY AY POY EXPENDITURE
1978 6.39 7.78 11.38 1.91 4.96 1.13 33.54
1980 7.25 7.40 14.09 1.83 6.02 10.61 47.21
1985 5.84 571 17.89 1.76 7.38 14.79 53.38
1989 6.08 8.20 23.01 2.06 10.89 15.52 65.76
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1990 5.78 8.33 23.17 2.07 11.38 14.30 65.02
1991 6.21 8.37 24.32 231 11.80 12.84 65.86
1992 7.10 8.54 25.16 211 13.47 10.21 66.58
1993 11.16 8.57 25.38 1.99 14.19 7.93 69.23
1994 9.02 8.68 27.76 2.07 15.84 6.83 70.19
1995 9.20 8.00 27.30 2.15 16.24 6.79 69.68
1996 8.41 8.20 27.40 2.06 16.73 7.30 70.10
1997 9.15 7.97 27.07 2.02 16.17 7.85 70.22
1998 7.82 7.63 26.27 2.09 16.18 8.68 68.67
1999 7.88 6.97 24.78 1.85 15.70 7.18 64.38
2000 7.85 6.96 24.83 1.93 16.22 9.46 67.24
2001 7.78 7.20 26.36 2.09 17.23 5.82 66.48
2002 6.35 7.23 26.09 2.45 19.53 4.23 65.87
2003 6.42 6.66 26.46 2.93 20.19 3.62 66.28
2004 6.34 8.63 26.20 2.87 20.68 4.05 68.76
2005 6.48 7.78 26.48 3.11 20.98 4.33 69.15
1978-2005 Average 7.43 7.74 24.07 2.18 14.59 8.17 64.18

Note: For Tables 2-3, see text for the definitidthe variables.

TABLE 3: INDIA'S PUBLIC OUTLAY SHARES BY SECTOR, 19 86-2007

YEAR % OF TOTAL

AGRI RURALFLOOD ENERGYEDU HEALTH EXPENDITURE
1985-86 5.52 8.09 8.45 29.28 2.65 1.75 55.74
1986-87 5.66 8.42 8.23 29.27 3.06 1.64 56.28
1987-88 6.39 8.91 7.80 27.01 4.21 1.69 56.01
1988-89 6.04 8.13 7.47 27.51 4.46 1.73 55.34
1989-90 5.59 9.03 6.55 28.55 4,55 1.64 55.91
1990-91 5.83 8.80 6.81 29.30 3.97 1.78 56.49
1991-92 5.95 8.04 6.54 30.48 4.01 1.43 56.45
1992-93 5.79 8.75 6.46 27.85 3.96 1.67 54.47
1993-94 484 953 6.10 30.55 3.98 1.48 56.47
1994-95 5.45 10.33 6.22 28.00 4.01 1.66 55.67
1995-96 473 9.66 6.75 25.04 4.99 1.80 52.97
1996-97 5.03 8.42 6.70 22.97 5.90 5.62 54.64
1997-98 457 8.44 7.63 24.50 5.90 7.46 58.50
1998-99 5.08 8.03 7.13 23.47 6.39 10.28 60.37
1999-00 459 7.97 8.85 22.30 6.23 8.50 58.42
2000-01 4.08 5.87 7.28 19.71 6.29 7.78 51.02
2001-02 443 8.13 7.81 19.94 6.20 7.41 53.92
2002-03 3.64 9.90 5.69 21.27 5.99 7.68 54.17
2003-04 3.90 9.90 5.74 22.33 6.32 7.94 56.13
2004-05 4.16 7.95 7.22 23.03 7.57 8.32 58.25
2005-06 3.82 9.13 7.11 20.28 7.28 3.96 51.58
2006-07 3.66 8.21 7.52 20.51 7.38 4.29 51.57
1986-2007 Average 4.94 8.62 7.09 25.14 5.24 4.43 55.47
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