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Quality growth means brighter future
Processes of innovation should be a rewarding experience, with mass participation and widespread satisfaction
By EDMUND PHELPS

T

here is much talk about
China’s capabilities to
innovate, its innovation
policy and the growth that
can be expected to result: What
kind of growth and how much of it?
People have an innate desire to
create, which can be traced as far
back as prehistoric Homo sapiens
and the Neanderthals before them.
Innovation, however, means adoption alongside creation. And adoption takes place only when the new
thing is seen to be proﬁtable to use
— more proﬁtable than choosing
any other new thing. So innovating
is hard, and success may be infrequent, to say the least.
Yet careers that invite efforts at
innovating are highly valued. During the United States’ glorious years
from the 1820s to the 1960s, innovation was pursued by ordinary
people as well as geniuses.
Abraham Lincoln exclaimed in
1858: “Young America has a great
passion — a perfect rage — for
the new.” This innovating was an
engaging and often exhilarating
experience: People were involved in
their work and had a sense of taking action and of achieving things.
Now, statistical analyses show that
a low rate of innovation in a country is a reliable predictor of low life
satisfaction.
It is clear that the US has lost
that, and it looks to tiny Silicon
Valley for whatever innovation the
economy is going to have. Is it also

clear that China can take the place
of the US as the world’s greatest
innovator?
The Chinese have always been a
vital people and that helps. They
have also shown the acumen — the
business savvy — that is necessary
if attempts at innovation are to
materialize in actual innovations. It
may be important that those aspiring to innovate have the ability to
step back from the group in order
to identify and think through any
hazard.
For several years, now, China,
under the leadership of President
Xi Jinping, has taken initiatives
aimed at boosting entrepreneurship and innovation in the business
sector.
An important initiative has dramatically shortened the process for
forming a new company, thus inviting a huge increase in the number
of enterprises from which innovation and entrepreneurship may
spring. (Published data suggest that
an astoundingly large number of
new companies — about 14,000 —
are registered every week.)
Future history of New China will
surely give a place for Premier Li
Keqiang for seeing the value of an
economy in which there is “mass
participation” of people of varied
backgrounds and talents experiencing the satisfactions of innovating.
Moreover, the government has
recently recognized the importance
of allowing competition in the
economy. Individuals ought to be
freed up to start new companies,

and existing companies should be
freed up to enter new industries.
Competition is an invaluable solvent, dissolving and removing the
enterprises that are “dead wood”
and no longer viable.
Speaking at the World Economic
Forum in Davos, Switzerland, in
January, Liu He said that, under the
new policy introduced two years
ago, excess capacity in an industry
is a signal that “supply” should be
allowed to contract and prompt
the less able companies to leave
the industry. Liu, a member of the
Political Bureau of the Communist
Party of China Central Committee,
said that similarly, excess demand
is a signal to new companies to
enter the industry.
With this policy, he said, the
government hoped “to make the
supply side more adaptable and
more innovative”, adding that this
reform appears to have worked.
The growth rate of “total factor productivity”, which had slowed for a
while, picked up after implementation of the new policy.
But, thoughtful people have questions and worries. In China as well
as the US, a great deal of innovation is in industries making capital
goods and infrastructure or mining
natural resources — call it “capital”
— and there is little innovation in
industries such as clothing, housing, healthcare and entertainment
— call it “consumption”.
It is natural to ask whether such
narrowly focused innovation can
go on very long. In fact, data in the

US show that an index of prices
of capital goods has been steadily
falling for several decades. This
suggests that companies aiming
to innovate — in China, too — will
ultimately run out of possibilities
for innovation in that direction. In
short, economies have to achieve
broad innovation or die.
A worry in the West is that the
new technologies being created by
this focused innovation, in expanding capacity in the capital goods
sector, also drives down wages in
those industries. This phenomenon
has brought high unemployment
to several regions in the US, the
United Kingdom and France. If
innovation in China becomes similarly focused, it will be a worry in
China too.
In my view, the economy may be
capable of correcting that imbalance. The fall of wage rates in the
affected industries has the effect of
slowing down the growth of wage
rates in the other industries — until
wage rates have regained their
former balance. And this slowdown
will be a force gradually pushing up
the rate of return to investment in
the latter industries.
The result will be a gathering
boom in investment and ultimately
a revival of wage growth and
employment. Other healing mechanisms may also be at work. But this
is possibly a very long adjustment
process.
Some other concerns about innovation were aired with the rise of
corporatism in Europe in the 1890s.

(Prussian sociologist Ferdinand
Tonnies was an important voice
especially in 1920s Germany.)
One concern is that innovation
was a headless horseman going in
a direction that is largely unknown.
The corporatists of that time, as
now, regarded this as a profound
failing of capitalism.
The reply of mine is that the
direction of the economy is not
necessarily of great importance as
long as participants — employees
and bosses, investors and lenders
— are ﬁnding that engagement in
the processes of innovation are a
rewarding experience and that the
resulting growth of productivity is
also valuable in meeting needs.
Another concern is that the innovation achieved in the economy
may very well steer the economy
in the direction that is not what is
wanted by society. It may take some
time to get to the bottom of this
issue.
That brings us to the concept of
“quality growth” put forward by Xi.
I would suggest that China is big
enough to be able to have both — a
highly innovative business sector
and a public sector that ﬁlls in the
deﬁciencies and omissions of the
business sector. Thus, China, with
its two sectors, will be able to create
a brighter future for its people.
The author, winner of Nobel Prize
in economics in 2006 and the
China Friendship Award in 2014,
is an economist at Columbia
University.

Potential to boost Sino-Indian ties
The year ahead offers the two countries several opportunities to strengthen bilateral trade and investment
By SWARAN SINGH

S

trong leadership has
become the trend, especially among major powers.
Strong leaders, however,
have to contend with external realities that often mold the outcomes
of their initiatives.
The shrinking global leadership
of the United States, because of
President Donald Trump’s ‘America
First’ policy, and the Brexit crisis in
Europe have prompted emerging
economies — especially China — to
play a leading role in redressing
major global challenges.
And now that he has established
his leadership of the Communist
Party of China and synergized Party-State affairs at home, President
Xi Jinping should focus on build-

ing constructive partnerships with
rapidly emerging economies. This
will be one of the prerequisites for
maximizing the outcomes from the
unprecedented leverages available
to China. Never before has China
been so resourceful. This not only
underwrites China’s enthusiasm for
playing its historic global role but
also explains why the 19th National
Congress of the Communist Party
of China in October and the National People’s Congress (NPC) now
have endorsed Xi’s leadership anew.
That the NPC has approved new
agencies, such as the National
Supervisory Commission (anticorruption agency) and the International Development Cooperation
Agency, to support the Belt and
Road Initiative, shows the leadership’s governance will increase.

There can be questions on speciﬁc contours and components of
Xi’s vision but there is little doubt
about its transformative potential
and power. But this has also raised
expectations that will have to be
fulﬁlled.
As regards India, there is an
increasing internalization of its
growing asymmetry with China.
Multilateral forums have been especially useful for addressing it. Given
that the media do not raise exceptions for bilateral breakthroughs,
the environment of ease at such
forums helps to enhance mutual
understanding.
This was the case during the
Donglang (Doklam) border standoff when a series of multilateral
meetings in the run-up to the 2017
BRICS Summit in Xiamen, in East

China’s Fujian province, facilitated
China-India dialogue at various levels and resulted in a peaceful resolution to the crisis. BRICS refers to
the ﬁve major emerging economies
of Brazil, Russia, India, China and
South Africa.
India’s External Affairs Minister
Sushma Swaraj and Defense Minister Nirmala Sitharaman will visit
Beijing in April, just two months
before the 2018 Shanghai Cooperation Summit in Qingdao, in East
China’s Shandong province, which
will be attended by Indian Prime
Minister Narendra Modi.
India is also keen to host President Xi again, who paid a state visit
to India in September 2014 and
again in October 2016 to attend the
BRICS Summit.
The bilateral trade volume,

which hovered around $70 billion a year for a decade, made
an impressive leap of 18 percent
growth in 2017 to reach $84.45
billion. And a nearly 40 percent
growth in India’s exports has raised
hopes of addressing its big trade
deﬁcit with China.
In this backdrop, 2018 may see
an accelerated pace in reviving
several old initiatives and starting
new ones. This should facilitate
the ﬂow of China’s already contracted investments in the ‘Make
in India’ initiative that has become
dormant given the nature of bilateral interactions during the last
two years.
The author is a professor at
Jawaharlal Nehru University,
New Delhi.

