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Marketisation in China
Progress and contr�but�on to growth

Xiaolu Wang, Gang Fan and Hengpeng Zhu

ch�na has persevered �n �ts market-or�ented econom�c reform for nearly 30 
years. Gu�ded by a reform strategy of ‘grop�ng for stones to cross the r�ver’, 
ch�na managed to avo�d major econom�c decl�ne and the cr�ses that occurred 
�n other trans�t�onal econom�es such as russ�a and eastern european countr�es. 
it successfully transformed the prev�ously centrally planned economy �nto a 
ma�nly market-or�ented economy w�th cont�nued rap�d growth, although there 
are st�ll many confl�cts between the new and the old systems. 

Progress in marketisation

As �nd�cated �n the NERI Index of Marketisation for China’s Provinces, newly 
publ�shed by the Nat�onal econom�c research inst�tute (Neri) (Fan et al. 2007), 
ch�na has ach�eved s�gn�ficant market�sat�on s�nce �ts WTo access�on �n 2001. 
measured by a zero to 10 score system for the base year (2001), the average 
score for market�sat�on of ch�na’s 31 prov�nces (�nclud�ng five autonomous 
m�nor�ty ethn�c reg�ons and three mun�c�pal�t�es d�rectly under the control of 
the central adm�n�strat�on) �ncreased 1.88 �n the four years from 2002–05, to 
reach 6.52 �n 2005. Th�rty prov�nces out of the total of 31 made pos�t�ve progress 
(F�gure 3.1). in compar�son, the average score of market�sat�on �ncreased only 
0.61 �n the prev�ous four years from 1998–2001.

The Neri �ndex �s an assessment system for relat�ve progress �n market�sat�on 
for ch�na’s prov�nces us�ng a comparat�ve method. market�sat�on �s assessed 
�n five fields by a total of 23 bas�c �nd�cators. data are e�ther from stat�st�cs 
or enterpr�se and household surveys. The Neri �ndex �s now ava�lable for the 
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F�gure 3.1  NERI index for progress in marketisation in China’s 
provinces, 2001 and 2005
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Source: Fan, G., Wang, X. and Zhu, h., 2007. NERI Index of Marketisation for China’s Provinces: 
2006 report (�n ch�nese), econom�c sc�ence Press, Be�j�ng.
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years from 1997 to 2005. Four reports have been publ�shed (Fan and Wang 2001; 
Fan et al. 2003, 2004, 2007). A map of ch�na shows the relat�ve ach�evements 
of ch�na’s prov�nces �n market�sat�on �n 2005 (F�gure 3.2). 

in th�s �ndex system, each of the 23 �nd�cators �s normal�sed �nto a bas�c 
�ndex w�th a zero–10 relat�ve score system at the base year. For data shown �n 
F�gure 3.1, the base year �s 2001. The best and worst perform�ng prov�nces �n a 
part�cular �nd�cator rece�ve scores of 10 and zero, respect�vely. other prov�nces 
rece�ve scores �n between, accord�ng to the�r performance �n th�s �nd�cator 
relat�ve to the best and worst perform�ng prov�nces. For a pos�t�vely related 

F�gure 3.2 Marketisation in China, 2005
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�nd�cator, for �nstance, the score of a bas�c �ndex j for prov�nce i, noted as Sij, 
�s calculated w�th the follow�ng equat�on
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−

−
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After pos�t�ve or negat�ve var�at�ons over years, a bas�c �ndex allows a 
prov�nce to have scores above 10 or below zero, so that �ts progress over t�me 
can be measured.

For a certa�n field—for �nstance, development of the non-state enterpr�se 
sector—a field �ndex �s const�tuted us�ng a few bas�c �nd�ces. A total of five 
field �nd�ces const�tute the overall market�sat�on �ndex. All the field �nd�ces 
are we�ghted equally �n the overall �ndex, as are the bas�c �nd�ces �n each field 
�ndex.1 

The next sect�on rev�ews progress �n market�sat�on �n ch�na �n the five fields 
as class�fied �n the Neri index of market�sat�on us�ng ma�nly d�rect stat�st�cal 
and survey data other than the scores of the �ndex.

Government and market relat�ons

We measure the level of resource allocat�on by governments and the market 
us�ng the share of government budgetary expenses �n gross domest�c product 
(GdP). in th�s measure, the government share was lowered s�gn�ficantly dur�ng 
the reform per�od, wh�le the market played �ncreas�ngly �mportant roles �n 
resource allocat�on. At the nat�onal level, the share was 30.8 per cent �n 1978 (the 
first year of econom�c reform), decreas�ng to 18.5 per cent �n 2005 (the lowest 
rat�o dur�ng th�s per�od was 11.2 per cent �n 1995 and 1996) (Nat�onal Bureau of 
stat�st�cs var�ous years). There were sl�ght decreases �n th�s share dur�ng the 
per�od 2001–05. The budgetary share �n GdP �s certa�nly not a l�near �nd�cator 
for market�sat�on; �t w�ll become stable at a certa�n level after the trans�t�onal 
per�od. We have found, however, that changes �n th�s share �n the past generally 
related to market-or�ented �nst�tut�onal reforms, and prov�nces w�th relat�vely 
low shares were generally more market�sed �n d�fferent aspects. it �s, therefore, 
st�ll a good �nd�cator, for the t�me be�ng, to reflect relat�ve changes �n the role 
of governments and the market �n resource allocat�on. 

Nevertheless, th�s �s not a full p�cture for resource allocat�on between 
governments and the market, because there �s a large amount of non-tax 
financ�al collect�on by d�fferent levels of government, wh�ch �s used outs�de the 
budget. Two add�t�onal �nd�cators are helpful for these �ssues. one �s the non-tax 
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financ�al burden of enterpr�ses as a proport�on of the�r total sales (data are from 
enterpr�se surveys cover�ng about 4,000 enterpr�ses). As a prov�nc�al average, 
the burden fell from 2.8 per cent �n 2001 to 1.6 per cent �n 2005. Another �nd�cator 
�s farmers’ tax and non-tax burdens as a proport�on of the�r per cap�ta �ncome. 
Th�s fell from 3.6 per cent �n 2001 to 0.4 per cent �n 2005. Both �nd�cators show 
�mprovement �n the past four years. in part�cular, the reduct�on �n the latter 
share �s remarkable, and �t resulted ma�nly from abol�t�on of the agr�cultural 
tax and non-tax collect�ons �n rural areas. 

it �s also �mportant to exam�ne the level of government �ntervent�on �n 
enterpr�ses. Th�s can be �nd�cated by the survey data on the proport�on of 
entrepreneurs’ work�ng t�me spent deal�ng w�th var�ous government departments 
and the�r offic�als (survey data from more than 4,000 enterpr�ses, by Neri). it fell 
sl�ghtly from an average of 18 per cent to 17.2 per cent �n the four years covered, 
but the level of government �ntervent�on rema�ns h�gh (Fan et al. 2007). 

one �nd�cator shows a worsen�ng s�tuat�on: the s�ze of government (number 
of employees) as a share of the total populat�on. At the nat�onal level, �t �ncreased 
from 0.86 per cent �n 2001 to 0.95 per cent �n 2005 (Nat�onal Bureau of stat�st�cs 
var�ous years).2

The above �nd�cators generally show progress �n government–market 
relat�ons, although they also show that further reform of the government 
sector �s needed, espec�ally to reduce the s�ze of government and to reduce 
unnecessary government �ntervent�on �n enterpr�ses. 

development of the non-state enterpr�se sector

The non-state enterpr�se sector �s bas�cally the pr�vate enterpr�se sector, wh�ch 
cons�sts ma�nly of pr�vate enterpr�ses, fore�gn-funded enterpr�ses, sharehold�ng 
compan�es and a small number of collect�vely owned enterpr�ses (�n the pre-
reform per�od, �t cons�sted ent�rely of collect�vely owned enterpr�ses). 

development of non-state enterpr�ses made the most remarkable progress 
among the five fields of market�sat�on. in the �ndustr�al sector �n the pre-reform 
per�od, state-owned enterpr�ses held a dom�nant pos�t�on. The non-state share 
�n gross output value was only 22.4 per cent �n 1978, the first year of econom�c 
reform. Th�s share �ncreased to 69.2 per cent �n 2005. The share of state-owned 
enterpr�ses shrank from 77.6 per cent to 30.8 per cent dur�ng th�s per�od (Nat�onal 
Bureau of stat�st�cs var�ous years). 

in the four years between 2001 and 2005, the non-state share �n the �ndustr�al 
sector �ncreased by five percentage po�nts. meanwh�le, the non-state share 
�n total �nvestment �n fixed assets �ncreased by 13 percentage po�nts, from 
52.6 to 65.6 per cent; and the share of the urban non-state sector �n urban 
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employment �ncreased by e�ght percentage po�nts, from 68.1 to 76.3 per cent 
(Fan et al. 2007). 

data for the non-state share �n the serv�ces sector are unava�lable. The share 
could be lower than the share �n �ndustry, because a few sectors �n serv�ces are 
state dom�nated, �nclud�ng bank�ng, �nsurance, telecommun�cat�ons, ra�lways 
and av�at�on. Nevertheless, some other serv�ces—such as reta�l sales, cater�ng, 
road transport and var�ous personal/res�dent�al serv�ces—are nearly fully 
pr�vat�sed. The non-state shares �n total �nvestment and urban employment 
�nd�cate a general s�tuat�on of non-state dom�nat�on of the economy. 

development of the commod�ty market

in the pre-reform per�od, pr�ces of most products were controlled by the state. 
in 2001, the share of pr�ces determ�ned �n commod�ty markets ach�eved 92 per 
cent, r�s�ng to 92.8 per cent �n 2004 (Fan et al. 2007). 

dur�ng the reform per�od, most non-tar�ff trade barr�ers were removed. The 
general tar�ff level reduced substant�ally before and after WTo access�on, from 
16.4 per cent �n 2000 to 9.8 per cent �n 2007 (China Securities Newspaper, 27 
december 2006). 

local trade protect�on was also reduced. The Neri �ndex uses enterpr�se 
survey data to show that the score for reduc�ng local trade protect�on—as an 
average of the 31 prov�nces—�ncreased from 6.5 to 9.7 �n the 2001–05 per�od, 
mean�ng there was a remarkable reduct�on �n local trade barr�ers (Fan et al. 
2007). 

development of factor markets

Although the development of factor markets lagged beh�nd that of the 
commod�ty market, var�ous �nd�cators show �mprovement �n factor markets 
�n recent years. 

For labour market development, the share of rural workers �n total urban 
employment, as a prov�nc�al average, �ncreased from 8.1 per cent �n 2001 to 11.9 
per cent �n 2004 (Nat�onal Bureau of stat�st�cs var�ous years), wh�ch �nd�cates 
�ncreases �n labour mob�l�ty and reduct�ons �n �nst�tut�onal barr�ers �n the 
labour market. These stat�st�cs are l�kely to be understated due to �ncomplete 
data. some w�dely accepted est�mates suggest that about 100–120 m�ll�on rural 
workers work �n c�t�es and towns, and poss�bly 60–100 m�ll�on work �n rural 
non-agr�cultural sectors. The next th�ng to be done �s pol�cy restructur�ng to 
enable rural m�grants to settle �n c�t�es and to be treated equally by the urban 
soc�al welfare systems. 
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For development of the financ�al market, two �nd�cators are �mportant. one �s 
the level of depos�ts �n non-state financ�al �nst�tut�ons as a share of total depos�ts 
�n the bank�ng sector, wh�ch �ncreased gradually from 32.2 to 36.4 per cent �n 
the four years unt�l 2005. Th�s �nd�cates reduct�ons �n the share of state-owned 
banks, although they rema�n �n a dom�nant pos�t�on. Another �nd�cator �s the 
share of bank loans cred�ted to non-state enterpr�ses, wh�ch �ncreased from 
55.7 to 70.2 per cent dur�ng the same per�od—the latter bas�cally cons�stent 
w�th non-state shares �n the �ndustr�al sector. Th�s shows s�gn�ficant progress 
�n the commerc�al�sat�on of the bank�ng sector. state-owned enterpr�ses no 
longer enjoy the favourable pos�t�on �n obta�n�ng bank loans that they d�d �n 
the earl�er per�od (Fan et al. 2007). 

To �nd�cate development of the technology market, the market transact�on 
value of technolog�es �ncreased from 2,566 yuan to 4,848 yuan per cap�ta 
techn�cal personnel dur�ng the per�od from 2001 to 2005. Nevertheless, the 
latter figure �s st�ll low �n �ts absolute value (Fan et al. 2007).

one worsen�ng �nd�cator �n th�s field �s fore�gn d�rect �nvestment (Fdi) as 
a rat�o of GdP. As a prov�nc�al average, th�s rat�o decreased from 30.7 to 20.5 
(m�ll�on Us dollars per b�ll�on yuan of GdP, both �n current pr�ces) dur�ng the 
per�od from 2001 to 2005. Th�s �s because GdP �s grow�ng faster than Fdi, 
although total Fdi �s st�ll large. in 2005, Fdi was Us$60 b�ll�on, but there have 
been large reg�onal var�at�ons. Wh�le Fdi �n the trad�t�onal major rec�p�ent 
reg�on, Guangdong Prov�nce, �s decl�n�ng, �t �ncreased rap�dly �n the Yangz� 
r�ver delta reg�on—that �s, �n J�angsu, Zhej�ang and shangha�—and a few 
other prov�nces �n the coastal and central areas (Fan et al. 2007). 

market �ntermed�ar�es and the legal env�ronment for the market

To measure development of market �ntermed�ar�es, one should cons�der 
numbers of �ndependent accountants, lawyers, consultants, chambers of 
commerce, and other profess�onals. however, data are ava�lable only for 
�ndependent accountants and lawyers. These two �nd�cators, together as a 
share �n total populat�on, �ncreased sl�ghtly dur�ng 2001–05. Th�s reflects market 
development �n the current stage because there were no lawyers �n the pre-
reform per�od, and accountants were not �ndependent. 

To measure the legal env�ronment for bus�nesses, an ava�lable �nd�cator 
�s 4,000 company leaders’ judgments collected from enterpr�se surveys. The 
average score at the prov�nc�al level �n the Neri �ndex �s generally low, and 
shows sl�ght deter�orat�on �n the legal env�ronment �n 2005 from that �n 2001 
(2.85 for 2005 and 2.88 for 2001).
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To measure protect�on of �ntellectual property r�ghts, the only ava�lable 
�nformat�on �s patent appl�cat�ons and grants per techn�cal personnel. These 
data nearly doubled dur�ng the per�od, show�ng a rap�d �mprovement. 

A general assessment of market�sat�on �n ch�na

A bas�c market framework has been establ�shed �n ch�na. market�sat�on 
has made progress �n nearly all fields �n recent years. The most remarkable 
ach�evement �s development of the non-state enterpr�se sector, wh�ch has 
held the dom�nant pos�t�on �n the ch�nese economy. development of the 
commod�ty market has been relat�vely rap�d, and market compet�t�on �s now 
play�ng a dom�nant role �n �ndustry and trade. Factor markets developed more 
slowly �n general, although they have been mak�ng s�gn�ficant progress �n 
recent years. 

There are also bottlenecks �n market-or�ented transformat�on. most 
�mportantly, �nst�tut�onal and legal frameworks are �ncomplete and, to some 
extent, confl�ct w�th the market mechan�sm. There are st�ll unnecessary 
government �ntervent�ons, unregulated f�nanc�al collect�ons and low 
transparency �n adm�n�strat�on. The s�ze of government �s �nflat�ng. The legal 
env�ronment for the market �s st�ll undes�rable. These all �nd�cate a need for 
further �nst�tut�onal change and publ�c sector reform. 

At the sector level, the manufactur�ng sector �s now nearly fully market-
or�ented, whereas market�sat�on �n the financ�al sector �s lagg�ng. A few 
serv�ce sectors are st�ll low �n effic�ency and lack market compet�t�on. market 
�ntermed�ar�es are underdeveloped. 

in terms of reg�onal development, the process of market�sat�on �s uneven. 
Wh�le the eastern coastal areas are more market�sed than other reg�ons, the 
ach�evement of market�sat�on �n some central and western prov�nces �s relat�vely 
low. The non-state enterpr�se sector �s underdeveloped �n these prov�nces, and 
the bus�ness cl�mate there �s less des�rable than elsewhere. in sp�te of th�s, 
the encourag�ng news �s that most prov�nces made remarkable progress �n 
market�sat�on �n recent years (see F�gure 3.1). 

Does marketisation contribute to economic growth?

in th�s sect�on, we test emp�r�cally whether market�sat�on contr�butes to ch�na’s 
econom�c growth at the prov�nc�al level, us�ng the Neri index of market�sat�on 
and a panel data growth model. The Neri �ndex was first establ�shed �n 2001, 
and has been updated four t�mes (Fan and Wang 2001; Fan et al. 2003, 2004, 
2007). it a�ms to assess relat�ve ach�evements �n market�sat�on �n ch�na’s 31 
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prov�nces. it has so far covered n�ne years, from 1997 to 2005. W�th�n each of 
four sub-per�ods, the scores for each prov�nce are comparable not only w�th 
other prov�nces, but over years, so progress �n market�sat�on �n each prov�nce 
can be traced. due to changes �n some stat�st�cal �nd�cators, however, and 
mod�ficat�on of the �ndex system, scores were not comparable between d�fferent 
sub-per�ods. 

in th�s chapter, we convert all the �nd�ces �nto a cons�stent style: that �s, 
we make all the scores comparable for the whole per�od from 1997 to 2005 
(see Table A3.1 for a cons�stent vers�on of the Neri index of market�sat�on and 
Table A3.2 for the whole structure of the Neri �ndex system). Th�s enables 
us to carry out a panel data analys�s to test the contr�but�on of market�sat�on 
to ch�na’s econom�c growth. A solow-type growth model w�th mod�ficat�on 
to �nclude a human cap�tal var�able (see solow 1956; lucas 1988) and a few 
structural var�ables—that �s, the market�sat�on �ndex, trade dependency rat�o 
and a reg�onal dummy—�s spec�fied as follows 

lnYit=C+a1lnKit+a2lnLit+a3Eit+a4Mit+a5Rit+a6Dit (1)

where Y �s prov�nc�al GdP �n constant pr�ces for year 1990; K �s prov�nc�al 
cap�tal stock �n 1990 pr�ces; L �s prov�nc�al employment; E �s the average year 
of school�ng of the prov�nc�al populat�on; M �s the market�sat�on �ndex; R �s the 
trade dependency rat�o (sum of the �mport and export value as a proport�on of 
GdP) for poss�ble growth effects of econom�c openness; D �s a dummy var�able 
for the coastal areas to catch the geograph�c d�fferences �n �n�t�al levels of log 
GdP (D=1 for coastal prov�nces and zero otherw�se); and C �s the �ntercept 
term. The subscr�pts i ( i= 1…31) and t ( t=1997…2005) represent prov�nces and 
years, respect�vely.

An earl�er vers�on of the model also �ncludes a var�able for urban�sat�on, 
wh�ch �s represented by urban share �n total employment. A non-pos�t�ve and 
�ns�gn�ficant result was der�ved, probably due to low accuracy of the data 
(stat�st�cal data for rural–urban m�grant workers are �ncomplete). it �s therefore 
om�tted from the model.

data are calculated ma�nly from prov�nc�al stat�st�cs from 1997 to 2005 
(Nat�onal Bureau of stat�st�cs 2005b), except the market�sat�on �ndex. GdP �s 
deflated us�ng the �mpl�ed GdP deflators from the Nat�onal Bureau of stat�st�cs. 
cap�tal stock �s calculated from prov�nc�al �nvestment �n fixed assets dur�ng the 
1952–2005 per�od, us�ng a perpetual �nventory method, and �s deflated us�ng 
the pr�ce �ndex for �nvestment �n fixed assets.3 The average year of school�ng �s 
calculated from the grouped data for the populat�on at s�x years old and above 
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w�th the follow�ng assumpt�ons: s�x years of school�ng for pr�mary educat�on, 
n�ne years for jun�or secondary educat�on, 12 years for sen�or secondary 
educat�on and 16 years for tert�ary and postgraduate educat�on. export and 
�mport values are converted �nto yuan us�ng average exchange rates for the 
correspond�ng year. The dummy var�able for coastal areas covers the follow�ng 
prov�nces: l�aon�ng, Be�j�ng, T�anj�n, hebe�, shandong, shangha�, J�angsu, 
Zhej�ang, Fuj�an, Guangdong and ha�nan. Guangx� �s excluded because �t 
does not have a major port, and �t �s customar�ly not class�fied as a coastal 
prov�nce. 

The model �s est�mated us�ng fixed-effect and random-effect general�sed 
least squares Gls regress�ons. The two results are very s�m�lar, and the 
hausman Test accepts the random-effect regress�on. The results of the 
unrestr�cted model show a nearly perfect nature of constant returns to cap�tal 
and labour—very close to that of the restr�cted model. W�th �nclus�on of the 
educat�on var�able, the economy shows an �ncreas�ng return to scale technology, 
thus �nd�cat�ng a s�gn�ficant contr�but�on of human cap�tal to econom�c growth 
(Table 3.1). Th�s could �nclude �ts d�rect contr�but�on to growth and poss�bly a 
sp�llover effect. 

The market�sat�on �ndex �s pos�t�ve and s�gn�ficant, �nd�cat�ng an �mportant 
effect on econom�c growth (Table 3.1). The trade dependency rat�o has a 
pos�t�ve, although �ns�gn�ficant, est�mate. The growth effect of econom�c 
openness �s therefore unconfirmed. 

in Table 3.2, the contr�but�on of factors to econom�c growth �s calculated 
based on the est�mates of the unrestr�cted model �n Table 3.1. stat�st�cal data for 
�nputs and output are of prov�nc�al averages, d�v�ded �nto two sub-per�ods—that 
�s, 1998–2001 and 2002–05. The table shows that cap�tal growth made a major 
contr�but�on to econom�c growth. educat�on made a 1.3 percentage po�nt 
contr�but�on to the econom�c growth rate �n the first sub-per�od, but contr�buted 
only 0.4 percentage po�nts �n the second sub-per�od. market�sat�on contr�buted 
0.8 percentage po�nt to growth �n the first sub-per�od, but 2.4 percentage po�nts 
�n the second sub-per�od. Th�s �s clear ev�dence that market�sat�on has made 
an �mportant contr�but�on to ch�na’s econom�c growth. The market�sat�on 
process was accelerated after ch�na’s WTo access�on, and has led to s�gn�ficant 
�ncreases �n �ts contr�but�on to econom�c growth.

Conclusions

We have shown that market�sat�on �n ch�na accelerated dur�ng the per�od 
from 2001 to 2005—that �s, the per�od after ch�na’s WTo access�on. The bas�c 
framework of a market economy has been establ�shed, although there are st�ll 
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Table 3.2  Growth accounting: factor contribution to economic growth

 GDP Capital Labour Education Marketisation
Coefficient  0.590  0.419  0.078  0.050 
Annual input–output growth   

1998–2001 (per cent) 9.8 11.3 –0.2 0.161 0.153
2002–05  (per cent) 12.5 14.5 1.9 0.048 0.471

Contribution to growth rate  
  (percentage points) 

1998–2001  6.7 –0.1 1.3 0.8
2002–05  8.6 0.8 0.4 2.4

Share of contribution  
  (growth rate=100 per cent) 

1998–2001 (per cent)  67.8 –1.0 12.8 7.8
2002–05 (per cent)  68.5 6.2 3.0 18.9

Notes: Education is measured by annual changes in years of schooling, and marketisation is 
measured by annual changes in the scores of the NERI Index of Marketisation. Statistics for 
the GDP growth rate at the provincial level, on average, are higher than at the national level. 
Sources: Table 3.1 and Table A3.1; National Bureau of Statistics (NBS), various years. China 
Statistical Yearbook, China Statistical Press, Beijing. 

Table 3.1 Estimation results

 Restricted model Restricted model Unrestricted model 
 (fixed effect) (random effect) (random effect)
lnK 0.5790 0.5843 0.5900
 (20.33*) (25.70*) (21.49*)
lnL 0.4210 0.4157 0.4195
   (16.70*)
E (year of schooling) 0.0819 0.0798 0.0782
 (5.31*) (6.26*) (5.80*)
M (marketisation) 0.0529 0.0518 0.0501
 (6.54*) (7.61*) (6.08*)
R (trade/GDP) 0.0153 0.0229 0.0263
 (0.34) (0.57) (0.64)
D (coastal dummy) (dropped) 0.1193 0.1179
  (2.58*) (2.58*)
C (constant) –1.1942 –1.2199 –1.2716
 (10.70*) (–13.06*) (–7.40*)
R2: within 0.9593 0.9498 0.9590
Between 0.9882 0.9624 0.9899
Overall 0.9850 0.9602 0.9878

Notes: The numbers in parentheses are ‘z’ ratios. Those with * are significant at the 1 per cent 
level.  
Source: Authors’ calculations.
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bottlenecks �n further development of market mechan�sms, due ma�nly to lack 
of government sector reform and an undes�rable legal env�ronment for a market 
economy. Th�s �nd�cates a need for further �nst�tut�onal reforms.

Us�ng the Neri index of market�sat�on as a bas�s for emp�r�cal study, th�s 
chapter finds that market�sat�on made a s�gn�ficant contr�but�on to econom�c 
growth dur�ng the per�od from 1997 to 2005, espec�ally �n recent years. 

Notes

1 in our earl�er reports, we used the Pr�nc�pal component Analys�s method (PcAm) for we�ght 
determ�nat�on. We found, however, that the PcAm and an equal-we�ght�ng method produce 
very s�m�lar results. in add�t�on, the PcAm leads to �ncomparab�l�ty of scores over t�me due 
to changes �n we�ghts, whereas an equal-we�ght�ng method has an advantage �n prov�d�ng 
cons�stent scores over t�me. 

2 The s�ze of government �s �nd�cated approx�mately by employment �n publ�c management 
and soc�al organ�sat�ons, wh�ch �ncludes employment �n pol�t�cal part�es and other soc�al 
organ�sat�ons, however, employment �n the government and the rul�ng party accounted for 
the greatest part. 

3 The �n�t�al nat�onal total cap�tal stock �n 1952 �s assumed to be 69 b�ll�on yuan �n 1952 pr�ces, 
based on the est�mate of chow (1993); also see Wang (2006). W�th an assumpt�on of equal 
cap�tal–output rat�o, the �n�t�al cap�tal stock �s d�str�buted to each prov�nce based on the 
prov�nc�al share �n GdP �n 1952. The deprec�at�on rate �s set at 5 per cent for the pre-reform 
per�od, and gradually �ncreased to 9.2 per cent from 1979 to 1992. 
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Table A3.1   NERI index of marketisation for China’s provinces, 1997–2005

 1997 1998 1999 2000 2001 2002 2003 2004 2005

Be�j�ng 4.786  4.550  4.567  4.886  6.171  6.917  7.498  8.188  8.619 
T�anj�n 4.795  5.204  5.432  5.846  6.589  6.732  7.027  7.863  8.342 
hebe� 4.507  4.714  4.733  4.777  4.926  5.288  5.585  6.048  6.405 
shanx� 2.855  3.078  3.044  3.058  3.402  3.928  4.626  5.130  5.262 
inner mongol�a 3.048  3.499  3.223  3.318  3.531  3.998  4.389  5.119  5.521 
l�aon�ng 4.941  5.002  4.708  4.956  5.473  6.064  6.605  7.365  7.835 
J�l�n 3.665  3.728  3.672  3.752  3.999  4.579  4.691  5.493  5.890 
he�longj�ang 2.876  3.486  3.266  3.472  3.734  4.089  4.451  5.046  5.263 
shangha� 5.847  5.897  6.011  6.627  7.616  8.344  9.355  9.808  10.407 
J�angsu 6.227  6.385  6.516  6.611  6.829  7.396  7.966  8.625  9.065 
Zhej�ang 6.619  6.879  6.904  7.203  7.643  8.373  9.100  9.772  9.896 
Anhu� 4.734  4.698  4.509  4.554  4.750  4.951  5.370  5.992  6.556 
Fuj�an 6.642  6.973  6.943  7.156  7.393  7.632  7.972  8.330  8.624 
J�angx� 3.733  4.189  3.800  3.914  4.003  4.634  5.059  5.758  6.225 
shandong 5.182  5.597  5.237  5.355  5.661  6.229  6.812  7.522  8.210 
henan 4.025  4.254  3.893  3.986  4.136  4.300  4.889  5.638  6.198 
hube� 3.718  4.107  3.783  3.892  4.248  4.654  5.468  6.105  6.652 
hunan 3.709  3.991  3.658  3.703  3.939  4.407  5.032  6.113  6.546 
Guangdong 7.255  7.456  7.491  7.774  8.183  8.627  8.992  9.361  10.057 
Guangx� 3.960  4.021  3.862  3.854  3.934  4.750  5.000  5.415  5.818 
ha�nan 5.423  5.311  5.192  5.215  5.664  5.094  5.032  5.411  5.542 
chongq�ng 4.616  4.741  4.693  4.789  5.202  5.706  6.469  7.196  7.234 
s�chuan 4.525  4.670  4.406  4.542  4.999  5.346  5.855  6.383  6.860 
Gu�zhou 2.740  3.032  2.855  2.954  2.947  3.044  3.667  4.171  4.572 
Yunnan 3.636  3.894  3.561  3.688  3.823  3.797  4.231  4.813  5.153 
T�bet 0.100  0.150  0.200  0.250  0.325  0.625  0.792  1.555  2.500 
shaanx� 2.792  3.179  3.220  3.347  3.369  3.905  4.109  4.457  4.797 
Gansu 2.832  3.160  2.951  2.920  3.044  3.054  3.323  3.949  4.445 
Q�ngha� 1.547  1.785  1.866  2.168  2.375  2.446  2.596  3.099  3.838 
N�ngx�a 1.990  2.367  2.473  2.558  2.696  3.238  4.238  4.564  4.850 
X�nj�ang 1.474  1.662  1.879  2.526  3.183  3.409  4.264  4.762  5.024 
Average 4.026  4.247  4.147  4.311  4.638  5.018  5.499  6.098  6.523 

Note: The or�g�nal data are comparable only w�th�n each of the four sub-per�ods (that �s, 1997–99, 
1999–2000, 2000–02, 2001–05), due to changes �n stat�st�cal defin�t�on, mod�ficat�on of the �ndex 
system and changes �n base years. Because each sub-per�od’s first year overlaps w�th the last 
year of the prev�ous sub-per�od, th�s enables us to calculate the convers�on factors for scores 
�n every adjacent two sub-per�ods, and then recalculate the scores �n all the earl�er sub-per�ods 
us�ng a nest�ng method. data �n th�s table are therefore comparable over the ent�re per�od from 
1997 to 2005. 
Source: calculated from the Neri index of market�sat�on: Fan, G. and Wang, X., 2001. NERI Index 
of Marketisation for China’s Provinces: 2000 report (�n ch�nese), econom�c sc�ence Press, Be�j�ng; 
Fan, G., Wang, X. and Zhu, h., 2003. NERI Index of Marketisation for China’s Provinces: 2001 report 
(�n ch�nese), econom�c sc�ence Press, Be�j�ng; Fan, G., Wang, X. and Zhu, h., 2004. NERI Index 
of Marketisation for China’s Provinces: 2004 report (�n ch�nese), econom�c sc�ence Press, Be�j�ng; 
Fan, G., Wang, X. and Zhu, h., 2007. NERI Index of Marketisation for China’s Provinces: 2006 report 
(�n ch�nese), econom�c sc�ence Press, Be�j�ng.
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Table A3.2 The structure of the NERI Index of Marketisation

T�tle of the �nd�ces sequence number of  
 bas�c �nd�ces
The overall �ndex of market�sat�on 
I    Government–market relat�ons 

I-1  Government allocat�on of resources �n GdP 1
I-2  Tax and non-tax burden of farmers 2
I-3  Government �ntervent�on �n enterpr�ses 3
I-4  Non-tax burden on enterpr�ses 4
I-5  s�ze of government  5

II   development of the non-state enterpr�se sector 
II-1  Non-state share �n �ndustr�al output 6
II-2  Non-state share �n total �nvestment �n fixed assets 7
II-3  Non-state share �n total urban employment 8

III  development of the commod�ty market 
III-1 market pr�c�ng 

III-1-1 market pr�c�ng �n reta�l sales of consumer goods 9
III-1-2 market pr�c�ng �n cap�tal goods 10
III-1-3 market pr�c�ng �n farm products 11

III-2 local trade protect�on 12
IV  development of factor markets 

IV-1 market�sat�on of the financ�al sector 
IV-1-1 share of non-state financ�al �nst�tut�ons �n total depos�ts 13
IV-1-2 share of bank loans cred�ted to non-state enterpr�ses  14

IV-2 Fore�gn �nvestment 15
IV-3 labour mob�l�ty 16
IV-4 development of the technology market 17

V intermed�ate/legal framework 
V-1 development of market �ntermed�ar�es 

V-1-1 share of lawyers �n local populat�on 18
V-1-2 share of �ndependent accountants �n local populat�on 19

V-2 legal env�ronment for bus�nesses 20
V-3 Protect�on of �ntellectual property r�ghts 

V-3-1 Patent appl�cat�ons per research and development personnel 21
V-3-2 Patents granted per research and development personnel 22

V-4 Protect�on of consumers’ r�ghts 23

Source: Fan, G., Wang, X. and Zhu, h., 2007. NERI Index of Marketisation for China’s Provinces: 
2006 report (�n ch�nese), econom�c sc�ence Press, Be�j�ng.


