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Progress of Western China Development
Drive, and Evaluation of the Results

Luolin Wang Houkai Wei*

Abstract

The paper analyzes both the progress and problemsin the western China development
drive over the past three yearsand attempts a tentative evaluation of the results of thedrive.
The authors hold that the western China development drive has been proceeding in an
adive, orderlyand steady fashion, and has achieved cons derabl e successin thecondruction
of infragtructure, and improvement of ecological environment. However, there are ill
many problems. It has been slow in attracting non-governmental investment, in the
improvement of investment climate, regional industrialization and in opening up to the
outsde world. It is, therefore, necessary to make adjustments to the western China
devel opment strategy during the remaining yearsof the Tenth Five-Year Plan period (2001-
2005) and during the Eleventh Five-Year Plan period (2006-2010), make greater effortsin
reformand opening up, improvetheinvesment climate, accd eratethepaceofindudrialization
and attract more non-governmental capital fromat home and abroad.

I. Introduction

Thanks to the powerful support of the statein funds and policy, the western China
development drive has been proceeding in an orderly and steady manner since it was
launched three years ago. Substantial progress hasbeen madein the construction of
infrastructure projectsin the western regions and work has started in al aspects of the
construction of ecological environment, eg. Qinghai-Tibet Railway, the* west-east natural
gastrangmission” project, the" west-east power transmission” project, key water control
projects and communications trunk lines. Fixed assets investment hasincreased sharply.

* Luolin Wang, research fellow, Chinese Academy of Social Sciences, Houkai Wei, research fellow, the
Western China Devel opment Study Center, Chinese Academy of Social Sciences. E-mail: wei_houkal @263.
net.
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The development of the loca economy, science and technology, education and social
undertakings has sped up. However, there are still many problems with regard to the
attraction of non-governmental capital, regional industrialization, investment climateand
opening to the outside world. Based on systematic data, the paper analyzes the progress
and problemsin the western China development drive over the past threeyears, and
attempts atentative evaluation of the resultsof the drive.

Il. Construction of Infrastructure
and Ecological Environment

Major progress hasbeen madein infrastructure and ecologica environment construction.
A number of major projects have been started and the pace of work has accelerated.
According to the data provided by the Western China Development Office of the State
Council, 36 mgor projects started in 2000-2002, with atotal investment of morethan 600
billion yuan. By the end of 2002, more than 200 billion yuan of investment had been
completed, building or transforming morethan 30 reservoirs, adding 55,000 kilometersof
new roads building more than 4,000 kilometers of railways, building and expanding 31
airports. Morethan 20 million kw of installed capacity have been added to the project of
transmitting power from the western areasto the eastern aress. Ecologically, work has
proceeded smoothly in such projects as returning farmland reclaimed from forests, the
protection of natural forests, and sandstorm control and prevention. Asamajor ecol ogical
projectin the centrd and wesernregions, theproject of returning farmland reclaimed from
foregsoovers25 provinces morethan 1,000 counties, involving 13.3 million farmhousehol ds
and 53 million peasants.*

Theaccd eration of infrastructure and ecol ogicd environment constructionis conducive
to the changes of the investment environment, production and living conditions in the
western part of China. However, relaively speaking, the western regions are lagging far
behind other regionsin reform and opening up, and theinvestment climateisworrisome. At
present, the western part of the country isat least 10-15 years behind thecoasta areasin
reform and opening up. Despiterichlabor resources, itsefficiency wagelevel (that is, the
wageleve per unit output) ishigher than that in the coastal areas(Wang and Wei, 2002, pp.
20-21). Theaverage tax burden on industriesin the western areas isd so heavier than that
inthecoadd regions. In somebackward areas, dueto the lag in reformand opening up, the

! Data quoted come from the website of the Western China Development Office of the State Council:
http://www.chi nawest.gov.cn.
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ideaof the planned economy isdeep-rooted in thehearts of the people. Loca governments
intervene in the operations of enterprises at will, making it hard for enterprisesto redize
autonomy in their operations. Unauthorized feecoll ection, imposition of finesand apportion
arevery serious. At the sametime bloated governmental organizationsand low working
efficiency result not only in high transaction costs but aso in opportunities for rent-
seeking, providing roomfor the spread of corruption.

Il1l. Investment Growth, and Investment
and Financing Mechanisms

Over the past three years, the central government hasinvested about 270billion yuan in
construction projects, including about 200 billion yuan earmarked for infrastructure, 50
billionyuanfor ecological projectsand 10 billionyuanfor socid undertakings. Morethan
one-third (160 billion yuan) of long-term construction treasury bond fundshavebeen used
for western China devd opment. The transfer payments by the central finance to western
Chinahasreached about 300 billion yuan. Bank loansto western areas haveincreased by
more than 600 billion yuan.? Supported by fiscal investment of state and treasury bond
funds, fixed assetsinvestment in the 12 provinces, cities and autonomous regionsin the
western part of thecountry grew rapidly. Tablel showsthat, Snoe1999, for four consecutive
years, fixed assetsinvestment in the 12 provinces and autonomous regions was higher
than the national average, and dso higher than the 11 provincesand citiesin eagern China.
Therapid risein fixed assetsinvestment will effectively pull the demand in the western
region, thus laying asolid material foundation for future devel opment.

Investment of state financein the western part of the country has increased each year
sincethe launching of the devel opment drive. Fiscd investment inthewestern regionshas
occupied an increasingly larger proportion of thenationd total, and 0 hasfiscal investment
on a per capita basis. Starting from 2000, per capitainvestment in the budgetary fiscal
investment in western Chinahas dready exceeded that in the centra and eastern parts of
the country. This showsthat, in terms of population distribution, the focus of state fiscal
investment has aready shifted to the western part of the country. In 2002, per capita
investment in capital construction in the budgetary investment was 237.5 yuan, 108.3
percent higher than in the eastern regionsand 72.2 percent higher than in the central

2 See briefing by leaders of the Western China Devel opment Office of the State Council, Chongging,
Tibet, Shaanxi and Xinjiang at the news conference organized by the Press Center of the 16th National
Party Congress, November 12, 2002, http://www.chinawest.gov.cn.
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Table 1. Growth of Fixed Assets Investment in Various Regions

12 provinces, cities
and autonomousregions National total
in the western regions
Investment | Growth | Investment |Growth| Investment | Growth | Investment|Growth

(billion | rate (%) (billion |rate (%) (billion rate (%) (billion |rate (%)

Region 11 provinces and cities| 8 provincesin the
in the eastern regions central regions

Year

yuan) yuan) yuan) yuan)
1998 1636.971 - 602.332 - 504.68 - 2840.6 -
1999 1733.027 5.87 621.705 3.22 542.13 742 2985.5 5.10
2000 1875.247 8.21 703.354 13.13 611.072 12.72 3291.8 10.26

2001 2087.415 11.31 805.898 | 14.58 715.876 17.15 3721.3 13.05
2002 2465.558 18.12 968.695 | 20.20 863.906 20.68 4320.2 16.09
2000-2002 - 12.47 - 15.93 - 16.80 - 13.11

Sources: Calculationsare based on figuresof China Statistical Yearbook, variousyears, publishedby the
National Bureau of Statistics (NBS) and Statistical Bulletins of various regions, 2002.

Note: Asinvestmentismade irrespective of regions, the sum of investment in variousregionsis smaller
than the national total. 2002 figures for western China do not include Tibet. Growth rate is cal cul ated
according to the prices of theyear. 11 provinces and citiesin the eastern regionsinclude Liaoning,
Hebei, Beijing, Tianjin, Shandong, Jiangsu, Shanghai, Zhejiang, Fujian, Guangdong and Hainan. 8
provincesin the central regions of the country include Heilongjiang, Jilin, Shanxi, Henan, Anhui,
Hubei, Hunan and Jiangxi. 12 provinces, cities and autonomousregions in the western regions include
Guangxi, Inner Mongolia, Chongging, Sichuan, Guizhou, Yunnan, Tibet, Shaanxi, Gansu, Ningxia,
Qinghai and Xinjiang. The same appliesin the tables below.

regions (see Table 2). In recent years, abig part of the state treasury funds has goneto the
western regions. In 2001, the number of technical transformation projects financed by
treasury bond interest discount reached 90, with atotal invesment of nearly 7 billion yuan.
In contrast to this, domestic non-governmental capita and foreign investorshave held a
wait-and-see attitude. Their investment in western regionsis still limited.

In aword, the mechanism of investment and financing has not been diversified in
western regions. Investment growth dependsmainly on capital construction investment
and investment by the state sector. Thisis especialy the case with infrastructure and
ecologica environment construction, depending mainly on government fiscal funds and
bank loans.

IV. Economic Growth and Income Gaps

Despiteragpid investment growth inthewestern regions, it has not effectivdy curtailed the
enlarging regional disparities, as most of theinvestment is concentrated in infrastructure
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Table 2. Regional Distribution of Budgetary Investment
in Capital Construction, 1993-2002
% Budgetary funds on

State budgetary per capitabasis(yuan) Ratioof coastal areas
Year ) funds Eastern|Central | Western | Eastern| Central| Western | toinland regions

(billionyuan) regions |regions|regions | regions | regiong regions
1993 43.176 37.8 24.4 17.1 33.8 25.00 27.4 0.91
1994 43.457 40.7 25.8 16.9 36.2 26.3 26.8 0.95
1995 49.167 38.8 | 28.6 20.2 38.4 32.7 359 0.80
1996 52.438 42.4 | 28.9 16.5 445 35.00 30.9 0.93
1997 57.451 43.7 30.9 20.6 49.8 40.6| 42.0 0.85
1998 102.132 36.7 24.4 19.3 73.9 56.7 69.3 0.84
1999 147.888 36.5| 275 19.4 105.6 91.9 99.8 0.78
2000 159.407 315 26.5 21.4 93.7 96.1) 118.8 0.66
2001 205.231 314 24.7 21.2 122.4 | 112.9 148.6 0.69
2002 253.360 23.9 24.5 27.6 114.0 | 137.9 237.5 0.46

Source: NBS: China Statistical Yearbook, 1994-2003 various years.

Notes: Dueto investment of irrespective of regions, the total investment of various regionsis not equal
to 100 percent. Thethree regionsin thistable follow the division by the former State Development
and Planning Commission. The eastern regions include Liaoning, Hebei, Beijing, Tianjin, Shandong,
Jiangsu, Shanghai, Zhejiang, Fujian, Guangdong, Guangxi and Hainan; the central regionsinclude
Heilongjiang, Jilin, Inner Mongolia, Shanxi, Henan, Anhui, Hubei, Hunan and Jiangxi; the western
regionsinclude Chongging, Sichuan, Guizhou, Yunnan, Tibet, Shaanxi, Gansu, Ningxia, Qinghai and
Xinjiang.

and ecologica construction and the output has been poor (see Table 3). However,
dynamically, economicgrowth hasbeen going strong in thewestern part of Chinasincethe
gtart of the development drive. First, the growth rate has accelerated each year. In 1999-
2002, western Chinal sGDP grew year by year. It reached 8.97 percentin 2002, dightly lower
than the average leve of other regions. The gap in growth rate between the western
regionsand other parts hasnarrowed. In 1999, thesetwo differenceswere 2.49 percentage
pointsin GDPgrowth and 1.54 percentage points compared withtheregional average. By
2002, these ggpswere narrowed to 1.65 percentagepointsand 1.02 percentage points. This
showsthat the regional disparitiesin economic growth arechanging for the better.

But the high speed growth in investment in western regions has not brought about
high-speed economicgrowth. Thisisduetothefollowing reasons: First of al, governments
at dl levels have put theemphasi sof their devd opment driveon infragtructureand ecol ogi cal
environment construction and have not paid enough attention to the speciaty industries,
especially the development of processing and manufacturing, thusfailing to provide
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Table 3. GDP Growth and Regional Distribution

GDP growth (%) Regional shares of GDP (%)
11 8 12 11 8 12 11
provinces | provinces| provinces, provinces| provinces provinces, | provinces,
Yeer and inthe | citiesand andcities| inthe | citiesand | citiesand
citiesin | central | autonomous| R€9I%N& | inthe | certral |autonomous|autonomous
the regions| regionsin | &®a€ | eastern | regions| regionsin | regionsin
eastern the western regions the western | the western
regions regions regions regions
1995 - - - - 55.7 26.1 18.2 18.1
1998 - - - - 55.9 26.3 17.8 17.7
1999 9.74 7.83 7.25 8.79 56.7 25.8 17.5 17.4
2000 10.37 8.78 8.47 9.62 57.3 25.6 17.1 17.0
2001 9.87 8.99 8.74 9.45 57.5 254 17.1 17.0
2002 10.62 9.29 8.97 9.99 57.8 25.3 - 16.9
2000-2002] 10.29 9.02 8.73 9.69 - - - -

Sources: Calculated on the basis of the China Statisti cal Yearbook, various years and China Statistical
Abstract, 2003, published by the NBS.

Notes: GDPgrowthis cal culated by comparable prices and the regional shares are calculated by the prices
of theyear. Data for 2002 do not include Tibet; 11 provinces, cities and autonomous regionsin the
western regions do not include Tibet.

industrid support for asustainable, gableand rapid devel opment inthelong run. Second,
somelarge projectsinthe western regionsare not closaly associated with thelocal economy.
Some of them are undertaken by contractorsand purchasersfrom e sewhere (mainly the
coastal regions) and therefore havenot had thepulling and multiplier effectsas antid pated.
Third, astheinvesment climateis poor, the averageindustrial taxation rate, and efficiency
wage, are higher than that in the coastal areas, while the return on investment, and labor
productivity, are lower than that in coastal areas. Industry in the western regions lacks
market competitiveness. Some processing and manufacturing in thewestern regionshave
been slow in growth and somehave even been shrinking.

Apparently, such an imbal anced growth pattern in the regional economies has already
led the national economic aggregateto concentrate on the coastal deve oped areas andthe
proportion of the western regions has been dropping steadily. But what isgratifying is
that, dynamicdly speaking, theaverageannud drop inthepercentageof GDPinthewestern
regionswas0.22 percentage points during the Ninth Five-Year Plan period and thedropin
thefirst two years of the Tenth Five-Year Plan period averaged only 0.05 percentage points.
This showsthat thedrastic concentration of economic aggregatein the esstern part of the
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Table 4. Per Capita GDP in the Western Regions
and Its Relative Changes
Per capita GDP (yuan) Relative gap in per capita GDP (%) | Relative
11 3 12 level of per
provinces | provinces| provinces, capitaGDP
Year and inthe | citiesand ) Vs. Vs. Ys. in the
citiesin | central | autonomous Regional easFern cer?tral regional We§tern
the regions | regionsin | &Verage regions | regions| average regions
eastern the western
regions regions
1995| 7104.3 |3693.1 | 3035.3 4782.4 57.3 17.8 36.5 63.5
1996 | 8338.5 |4429.8 | 3525.7 5632.0 57.7 20.4 374 62.6
1997 | 9318.0 |4964.7 | 3878.1 6280.6 58.4 21.9 38.3 61.7
1998 | 10022.6 | 5200.3 | 41225 6691.5 58.9 20.7 38.4 61.6
1999 | 10693.4 |5380.8 | 4283.3 7048.3 59.9 204 39.2 60.8
2000 | 11334.5 | 5982.4 | 4687.3 7701.1 58.6 216 39.1 60.9
2001 | 12811.1 | 6395.2 | 5006.8 8421.2 60.9 21.7 40.5 59.5
2002 | 14170.7 | 6954.8 | 5462.0 9250.7 61.5 21.5 41.0 59.0

Sources: Cdculationsare based onthe datain China Statistical Yearbook, 2002, published by the NBSand
Statistical Bulletin of various regions, 2002.

Notes: Relative gap=(big vaue - small vdue)/bigvalue x100 %. Relative level of per capita GDPin the
western regions takes the regional average level as 100. The data of 2002 do not include Tibet.

country hassomehow been held in check to acertain extent.

Inaddition, imbalanced regiona economicgrowth hasledto thewidening of regiona
disparitiesin economic development. In 2002, the rel ative gaps between the eastern and
western regions, between thewestern and centrd regions and between thewestern regions
and theregiona average were 1.6, 1.1 and 1.8 percentage points larger than in 1999 (see
Table4). Thereaivegap in per cgpita GDP between the western and eastern regions grew
by 0.65 percentage points annudly, the gap between the western and central regionsgrew
by 0.65 percentage pointsannudly, and thedifferencecompared with theregiona average
was enlarged by 0.68 percentagepointsin 1996-1999. However thesefiguresfor 2000-2002
were0.53,0.37 and 0.60 percentagepoints. This showsthat sincethe launch of thewestern
Chinadevelopment drive, annual differenceshave assumed adownward trend, although
thegapsin per capitaGDP are still growing.

V. Industrial Restructuring and Specialty Industry
Development

Sincethe launch of thewestern Chinadevd opment drive, the paceof indudrial restructuring
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in the western regions has accelerated. In 1999, the ratio of the primary, secondary and
tertiary industriesin the 12 provinces and autonomousregionsin the western part of the
oountry was23.8:41.0:35.2. However, by 2002 theraio had become20.0:41.5:38.5 (seeTable
5). Rdatively speaking, thetertiary industry in this areahasdeveloped rapidly dueto the
push by thelarge-sca einfrastructure construction, especially transportation and tourism.
At present, the added value of thetertiary industry in the western regions has exceeded
tha in the central regions and isdoser to that of the easern areas 1n 2002, theagricultura
added vauein the 11 provincesand autonomous regionsin the west rose by 3.8 percent
fromthe previousyear (not including Tibet), dightly higher than that inthe easternregions
(3.1 percent) but lower than that in thecentra areas (4.9 percent).?

The dzeof industry in the western regionsissmall, the devd opment level islow and
the paceof industriaizationisdow. In 2002, theproportion of industrid added valuein the
11 provinces and autonomous regionsof western Chinain the GDP wasonly 32.1 percent
(not including Tibet), far lower thanin the 11 provinces and dtiesinthe esstern regions (43.1
percent) and the 8 provinces in the centra regions (39.6 percent). The dow industrial
growth hasled to anannual dropin the proportion of indudrid added valuein the national
totd (see Table6). In terms of the share of industrial output vaue, it madeup 11.2 percent
of the national total in 2001, 59.3 percentage points lower than that in the eastern regions,
which was 70.5 percent. In 2002, the grossindustrial output in 12 provinces, cities and
autonomousregionsin thewest dropped further to 9.99 percent asagainst 74.16 percentin

Table 5. Composition of Added Value
of the Three Industries in Various Regions (%)

1999 2002
Primary | Secondary | Tertiary Primary | Secondary Tertiary
11 provincesand cities 12.6 48.7 38.7 10.2 48.9 40.9
in the eastern regions
8 provinces in the 20.8 45.4 33.8 17.7 46.6 35.7
central regions
12 provinces, cities 23.8 41.0 35.2 20.0 415 38.5

and autonomous

regionsin the western

regions

Sources: Calculations are based on the datain China Statistical Yearbook, 2000 and China Statistical
Abstract, 2003, published by the NBS.

Note: The dataof 2002 do not include Tibet.

8 Calculated according to the datain China Statistical Abstract, 2003, published by the NBS.
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Table 6. Industrial Added Value
of Various Regions in National Total (%)
1998 1999 2000 2001 2002
National Total 100 100 100 100 100
11 provinces and cities in the eastern regions 59.1 60.1 61.1 61.4 61.8
8 provincesin the central regions 26.2 25,5 25.0 25.0 24.8

12 provinces, cities and autonomous regionsin the westernregions 14.7 14.4 139 13.6 134

Sources: Calculationsare based on datain ChinaStatistical Yearbook, various yearsand China Statitical
Abstract, 2003, published by the NBS.

Note: The dataof 2002 do not include Tibet.

the 11 provinces and citiesin theeastern regions, and 15.85 percent in the 8 provinces of
the central regions (caculated by 1990 price) (Project Group of the Western China
Devdopment Study Center of the Chinese Academy of Socia Sciences, 2003, pp.11-12).
This shows that industrial productivity has still been converging on the coasta areas,
even dter the launch of thewestern Chinadevel opment drive.

The production capacity of coal, petroleum, natural gas and power and other energy
industries has been moving toward the western regions, while manufacturing has been
further converging ontheesst. Manufacturing inthewestern regionsisweak in competition;
its growth rate isslow, and the proportion it contributes to the national total has been
dropping (see Table 7). In terms of annual drop, the manufacturing output valuein the
wegernregionsaveraged 0.32 percentage pointsin 1986-1999 and 0.37 percentagepoints
in 2000-2001. Thisshowsthat compared with 1998-1999, the drastic drop in the share of
manufacturing has been somehow checked since the launch of the western China
development drive, but therewas no fundamental turn for the better.

In terms of industria organizational structure, small enterprises, especialy non-
governmenta small enterprises, have grown rapidly since reform and opening up,
contributing greatly to the economic prosperity in the coastal regions. In contrast, small
enterprisesin thewest have been slow in development, with limited contributionsto the
regional economic growth. In theindustrial added vdue of 2002, large enterprisesin the
eastern regionsmade up 47.0 percent, whilein thewegern regions, the percentagewas as
high as61.0 percent, 14.0 percentage pointshigher than that inthe eastern regions; small
enterprisesin the eastern regions made up 40.4 percent, however those in the western
regions madeup only 24.0 percent, 16.0 percentage pointslower than inthe eastern regions
(seeTable8). Intermsof sourcesof indugtrid growth, dthough more than half of industrial
growth in both eastern and western regions comes from large enterprises, the large- and
medium-sized enterprisesin the central and western regions contribute moreto indudrial
growth than in the eastern regions, and smaller enterprises contribute relatively less This
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Table 7. Percentage of Output Value of Manufacturing in Various
Regions in National Total

1985 1997 1999 2001
Total Total Total Total
output | Percen output | Percen| output [Percen| output | Percen
vaue | -tage vaue -tage vadue |-tage vaue -tage
(billion | (%) (billion (%) (billion | (%) (billion (%)
yuan) yuan) yuan) yuan)

11 provinces and
citiesin the eastern
regions

8 province in the
central regions

12 provinces, cities
and autonomous
regions in the
western regions
National total

467.557| 59.83 | 3958.432| 66.00

194.936| 24.94 | 1303.878| 21.74

118.982| 15.23 | 735.227 | 12.26

781.475 100 | 5997.537| 100

4588.898| 71.67| 6185.115 73.46

1121.871| 17.52| 1385.861] 16.46

691.715| 10.81| 848.477| 10.08

6402.484| 100 | 8419.453 100

Sources: Calculations are based on data of the second national industrial survey, Industrial Statistical
Annual Report and data published by the NBS.

Table 8. Structure of Total Industrial Output Value and Added
Value of Different Types of Enterprises in the Three Regions

Structure of industrial output value of| Structure of industrial added val ue of

Year Region different types of enterprises (%) different types of enterprises (%)
Large Medum Small Large Medum  Small
National 43.4 13.6 43.0 48.7 12.9 38.4
1999 | Eastern regions 39.9 13.4 46.7 44.2 13.0 42.8
Central regions 49.5 13.7 36.8 54.5 12.7 32.8
Western regions 56.2 14.5 29.3 61.6 12.8 25.6
National 46.2 12.8 41.0 50.7 12,5 36.8
2002 Eastern regions 43.3 12.8 43.9 47.0 12.6 40.4
Central regions 52.4 11.5 36.1 56.7 10.8 325
Western regions 56.3 15.4 28.3 61.0 15.0 24.0

Sources: Calculations are based on data obtained from Industrial Statistical Annual Report, 1999; the
Industrial Statistical Annual Report, 2000 and China Industrial Economy Statistical Yearbook, 2003,
compiled by the NBS.

showstha thewestern regions depend mainly on large enterprises, especidly state-owned
large enterprises. Theposition occupied by small enterprisesin thewest isnot significant



30

Luolin Wang Houkai Wei / 20-33, Vol. 12, No. 2, 2004

in economic development, and their roles arefar frombeing displayed. It presentsasharp
contrast to the coastal regions.

At present, theseriouslag in thedevel opment of small enterprisesinthewesern regions
isattributeble to three mg or factors: Thefirstisthelow level of market devd opment, and non-
gatesector of theeconomy isdow in devd opment. In some aress, dueto underdevel opment of
markes thelevd of sodd savicesisquitelow, and such intermedi ary organizationsastechnica
and information sarvice, consulti ng andtraning areunderdevd oped. Thethreshol dfor enterprise
access is high, and the investment climateis poor. All these matters have restricted the
development of private, township and village enterprises. The second factor isthe lack of
conditions necessary for the development of industries At present, the service negwork in the
wegternpart of thecountry isunderdevel oped; thematching conditionsforindugtria devd opment
are poor, falling far short of the demands of economic development. Thethird factor isthat
government support and service systems arenot sound. Due to underdeve opment of the
guarantee fund for small- and medium-sized enterprises (SMEs) and venture capital,
underdevelopment of all kinds of intermediary organizationsand low government work
effidency, enterprisesfind it difficult to get financing; their production cost isrelatively high;
and technicd information islacking, henceleading to ther low competitiveness

VI. Export and Utilization of Foreign Capital

Desited | theachi evementsin opening up s ncethelaunch of thewestern Chinadevd opment
drive, thewestern part of the country still hasabig ggp to bridgewith theeastern part. In 2002,
the dependency onforeigntradeand foreigncapitd of the 12 provinces citiesand autonomous
regionsinthewes wasonly 8.51 percent and 0.83 percent, far lower than thenaiona average
and evenlower thanthelevd of theeastern regions(Yu, 2003, p.279). Wha ismorei mportant
isthat in recent yearsthepercentage contribution of thewestern regions tototal exports has
been dropping steadily (see Table 9). This means that the export capacity of thewestern
regionsis poor and their productslack international competitiveness. That iswhy exports
have littleroleto play in pushing theregiona economic growth. Conversdly, exports have
been one of the mgjor forcesbehind thehigh-speed growth in theeastern part of thecountry.

Utilizati on of forei gn capitd hasincressed fairly fastinrecent years thankstotheincentives
of thewestern Chinadeve opment policy, but thetotd amountisquitesmall,and itspercentage
of total foreign capital utilizationislower thantheaveragelevel in thepad. In therecent three
years, thatis, from2000t02002, thepercentage of thenaiond totd , of foreigndirect investment
actually used in 10 provinces, dtiesand autonomousregions in thewestern regionsdropped
from 3.0 percent to 2.68 percent, and the percentage of 12 provincesand autonomousregions
in thisregiondropped from 4.55 percent to 3.80 percent (see Table 10). Whatismoreimportant
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Table 9. Percentage of Total Exports
of the Three Regions in National Total

1998 1999 2000 2001 2002
11 provinces and cities in the 90.52 91.26 91.04 91.67 91.75
eastern regions
8 provincesin the central regions 5.04 4.78 4.98 4.93 4.45
12 provinces, cities and 444 3.96 3.98 340 3.80
autonomousregionsin the western
regions

Sources: Calculations are based on datain China Statistical Yearbook, various years, published by the
NBS and data provided by State Administration of Customs.

isthat in 2002, the amount of foragn direct invesment actually used in thisregion waseven
14 percentlessthanin the previousyear. Infact, foregn direct invesment hasbeen mostly
converging on the Yangtze River Deltaareasince China becamea WTO member.
Appaently, such imbalanced digribution of foreign investment has had an important
impact on thegructure of capital, the progressof industriaization and the development of
an export-oriented economy invariousregions. In 2002, thetotal amount of foreign capital
used was equd to thetotal fixed assets invesment. Tha in the easern regions made up 15.9
percent whilethat in the central and western areas was only 4.5 percent and 1.7 percent,
respectively. Inthe same year, the percentage of added valueredlized by foreign-funded
enterprisesin the naiond total was 34.6 percent inthe eastern regionsbut only 9.7 percent
and 6.5 percent in the central and western regions. The contribution of industrial value
added generated by foreign-funded enterprises, to the tota, by al state-owned and non-
state-owned enterprisesof scale, in theeastern regionsaccounted for 34.6 percent, while
only 9.7 percent and 6.5 percent by the central and wesern regions. At the sametime, the

Table 10. Foreign Direct Investment Used in Western China

National total Western China (10) Western China (10+2)
Year (billionUSS) Amount Percentage in Amount Percentage in
(billion US$) national total (%) (billionUS$) national total (%)
2000 40.715 1.222 3.00 1.852 455
2001 46.878 1.431 3.05 1.922 4.10
2002 52.743 1.411 2.68 2.005 3.80

Sources: calculations are based on data obtained from China Statistical Year book, 2003 and China
Statistical Abstract, 2003, published by the NBS.

Notes: Western China(10) includes Chongging, Schuan, Guizhou, Yunnan, Tibet, Shaanxi, Gansu, Ningxia,
Qinghai and Xinjiang. Western China (10 + 2) refers to western China (10) plus Guangxi and I nner
Mongolia.
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Table 11. Imports and Exports by Foreign-Funded
Enterprises in Regional Total (%)

1999 2000 2001 2002

Imp. &| Exp.| Imp.| Imp. & | Exp.|Imp. {Imp. & Exp. [Imp.|Imp. & | Exp.| Imp.
exp. exp. exp. exp.
National total 48.4 |45.5|51.8| 49.9 |47.9|52.1] 50.8 | 50.1|51.7| 53.2 |52.2 |54.3
Easternregions | 51.4 |48.7|54.6| 53.0 |51.4 | 54.8| 54.0 | 53.6|54.4| 56.2 |55.7 |56.9
Centralregions | 22.2 |15.4|30.6| 19.9 |15.7 | 25.3| 21.1|16.1|27.2| 22.0 |16.4|285
Western regions| 12.0 | 9.1 | 14.9| 129 |10.0| 16.3| 12.3|10.0(14.7 124 | 9.9 |15.4

Sources: NBS: China Satistical Yearbook, 2002.

total industrial output value generated by foreign-funded enterprisesto thetota, by all
state-owned and non-state-owned industria enterprises of scalein the eastern regions,
was 36.8 percent, whilethat of the central and western regions made up only 10.9 percent
and 7.4 percent. Exportsby foreign-funded enterprisesmade up 55.7 percent of thetota in
theeagern regions whilethat of the central and western regions made up only 16.4 percent
and 9.9 percent respectively (see Table 11). Thisshowsthat the eastern part of the country
owesitsgreat industrialization progressin recent yearsto foreigninvestment. Therole of
foreign investment has not been so significant in the central and western regions.
Obvioudly, since thelaunch of thewestern Chinadevelopment drive, espedally snce
Chinabecamea WTO member, state investment has been biased toward thewesern part of
the country. However foreigninvestorshave failed to keep pace. There arethree reasons:
(1) After Chind saccesdon to theWTO and with theaccd eration of economic globalization,
multinationa corporations have usually tended to seek the most favorable places for
production, and incorporaetheminto their global industrial chains. Intheglobd industrial
chans, the optionforinvestment inthe coastd areasof Chinaisnotonly favorableforthe
corporationsto strengthen tieswith their headquarters and related enterprises overseas
but also for theimport and export of raw material's, equi pment and products. (2) The central
andwestern partsof Chinastill have abig gap to bridgewith the eastern coastal areaswith
regardtoinfrastructurefadlities government work effidency, investment climate, business
cultureand necessary conditions for industrial production. (3) Preliminary investigations
and feasibility studies are required before making investment decisions. Some foreign
investorsaredtill at the preliminary stage, and somearedill holding await-and-seeattitude.

VIIl. Conclusions

With the powerful support provided by state policies, invesment in the western part of the
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country hasincreased 5 gnificantly sincethelaunch of thewestern Chinadevd opment drive.
Much progresshas been madein the construction of infragtructureand ecologicd environment,
and economic devel opment has sped up. However, dueto many reasons, therearestill some
problems in the implementation of thewestern Chinadevelopment srategy. Firdt, after the
launch of thedrive, the state has significantly increased investment in western China but
non-government capita and foreign investment havefailed to keep pace, till holding await-
and-seedtitude Seoond, al thelocd governments have put theemphasis of their investment
ininfragtructure and ecol ogical construction and havenot pad enough attention to specialty
industries, especially processing and manufacturing, leading to slow progressin
industridization, dropping competitivenessand market shares, thus depriving western China
of thenecessary indugtrid support for along-term deve opment. Third, dthough theeconomic
growth rate has progressvely increased in wesern China, thegap between thewestern and
eadern regions hasfurther enlarged, and it will be along-term arduoustask to narrow the
regional disparities. Fourth, the western part of the country has lagged far behind inits
investment climate, falling far short of the demandsof economic development. Thewest’ s
shareof foreigninvestment and exports in the national total has been dropping steadily; the
devd opment of an export-oriented economy hasbeen dow, contributing littleto thegrowth
of theregiona economy. Finally, somelarge projectsfinanced by the gatein thisarea arenot
quiterelevant to the local economy and theprocurement and contractsof someof themhave
mainly been undertaken by entities from the easern areas Therefore they have not had as
much pulling and multiplier impacts as we expected. Theseare apparently problemson the
road of advancethat cdl for solutionsin the courseof the western Chinadevel opment drive.
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