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Summary: Chinas economic development since the reform and opening — up in 1978 is remarkable. However,
the growth of Chinas economic development shows slowing trends over the past decade because of the triple
pressure of shrinking demand, supply shocks, and weakening expectations. Following the impact of the
COVID - 19 pandemic, changes have accelerated and China’s external environment is now more complex,
severe,, and uncertain. How to interpret China’s economic growth over the past 40 years and the changes in total
factor productivity ( TFP) and its driving factors? Answering these questions is of great practical significance.
Many studies explore TFP. For example, macro — level studies are generally based on the classical Solow
residual method to estimate TFP. In these studies, any unobservable factors affecting economic growth can be
attributed to TFP; therefore, the classical Solow residual is like a “black box. ” It is impossible to accurately
understand the determinants of TFP theoretically; thus, there are misunderstandings in the understanding of
TFP, which also leads to differences in understanding changes in TFP. Studies of the decomposition of TFP in
China lack a unified theoretical model and especially a general equilibrium model of the input-eutput network
structure.

Based on the basic framework of Baqaee and Farhi (2020) , this paper constructs a general equilibrium
model of a noncompetitive input-output network structure with imported intermediate inputs and distortion factors
suitable for China‘s characteristics. The paper then proposes a new method for calculating and decomposing total
productivity, which empirically calculates and decomposes changes in TFP. This paper makes two marginal
contributions to the literature. First, the theoretical model of the production network structure is expanded. The
general Bagaee and Farhi (2020) model is based on the general equilibrium framework of a production network
structure with markup. In addition to the markup caused by monopoly power, the structure of China’s tax system
with indirect tax as the main body obviously differs from that of the United States with direct tax as the main
body. Therefore, building a general equilibrium model for a production network structure that considers the
impact mechanism of indirect tax is more in line with China’s reality. Second, this paper enriches methods for
calculating and decomposing TFP. Under the general equilibrium framework, this paper derives a new unified

measurement framework for economic growth accounting and TFP decomposition, considers the impact
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mechanism of terms of trade, and expands the decomposition method for TFP.

The results show that capital and TFP are the main sources of Chinas economic growth and that there is an
obvious “see — saw” between the two, but the contribution of labor is relatively small and the rate of
contribution shows a downward trend. The change to pure technical efficiency is the main contributor to changes
in TFP; however, it shows a downward trend and 2007 is a watershed year. Following the gradual loss of the
late development advantage of technology imitation, the speed of technological progress also shows a gradual
decline since 2007. After 2012, however, China’s pure technical efficiency improves gradually under the
influence of the innovation — driven development strategy. The contribution of the change in distortion factor
allocation efficiency for TFP changes from positive to negative, while the contribution of the change in the terms
of trade for imported intermediate products to TFP changes from negative to positive. Against the background of
the establishment of a socialist market economic system and Chinas entry into the World Trade Organization,
the change in resource allocation efficiency promotes TFP. From 2007 to 2012, however, following the global
financial crisis and China’s “four — trillion investment plan,” distortion factor allocation efficiency deteriorated
in the short term and pulled down TFP, but its negative impact decreased after 2012.

The following three conclusions are based on these results. First, TFP is not only the main source of
improving China’s economic growth in the future but also the key to achieving high — quality development.
Following the decline in the return on capital caused by the decreasing scale of marginal returns and resource
and environmental constraints, it will be difficult to sustain large — scale investments in the future and the
contribution of capital to economic growth will decline. Second, the technological progress brought by
independent innovation in the future is the main source of TFP improvement. Third, improving the efficiency of
resource allocation is still an important source for improving TFP and achieving high — quality development. The
practical experience of China’s reform and opening — up confirms the important role of improving technical and
factor allocation efficiency in rapid economic growth.

Keywords: Production Network Structure, Input-Output, Total Factor Productivity, Resource Allocation
Efficiency
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(TS AR 2 (KR ZL)



