Understanding China’s
Economic Transformation
Are there lessons here for the developing world?
Daniel W. Bromley & Yang Yao

I. The problem setting
Over the past quarter-century, the Chinese economy has proven to be one
of the more dynamic and rapidly changing regimes in recent history. This
profound growth performance is the empirical manifestation of sweeping
institutional reforms carried on since the late 1970s. One brief table conveys the essential message.
Table 1: China’s recent economic performance

GDP (billions RMB)
Real GDP growth
Urban per capita income
Rural per capita income

1997

1998

1999

2000

2001

2002

2003

2004

7,446
8.8
5,140
2,080

7,834
7.8
5,425
2,162

8,207
7.1
5,854
2,210

8,947
8.0
6,280
2,253

9,732
7.5
6,860
2,366

10,479
8.0
7,702
2,476

11,669
9.1
8,500
2,622

13,652
9.5
9,422
2,936

Source: US–China Business Council (http://www.uschina.org/statistics/economy.html).

China’s GDP has almost doubled between 1997 and 2004 (real RMB),
with the annual change in GDP approaching 8.3 percent per year. Despite
this impressive performance, the bottom two rows capture the dilemma in
China’s recent growth. While urban per capita income has increased by
83 percent over this eight-year span, rural incomes have increased only
41 percent over this same period. Disparities between rural and urban
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incomes are now among the most severe of any country in the world. That
is, the profound transformations have been in the “money belt” from
Guangdong province up the east coast to and beyond Shanghai. The lessons to be drawn from this experience hold important implications for the
development prospects of the remainder of the world’s struggling
economies. We shall use the process of institutional reforms in China to
motivate a reconsideration of the standard development prescriptions
emanating from major international organizations such as the International
Monetary Fund and the various United Nations development banks—the
World Bank, the Asian Development Bank, The Inter-American
Development Bank, the African Development Bank, and the European
Bank for Reconstruction and Development.
We start with a general overview of the economic institutions of a society. We then turn to a brief discussion of the role of volitional pragmatism
in institutional change. We will then describe and elaborate the core pragmatic commitments of China’s recent institutional transformation both
conceptually and by describing a few of the empirical manifestations of
that approach. We close with a few implications for the general problem of
economic development and the role of the international community in fostering that desired outcome.

II. On economic institutions
Consider a stylized description of contemporary nation-states. At the highest level there exists a small group of individuals (perhaps called justices
or judges) who exercise oversight of a founding charter. This charter
embodies the Constitutional Rules of the Society. These rules indicate, for
example, who may and who may not vote, what issues shall be determined
by which members of the polity, which rules are legitimate for others (parliaments, city councils, individual entrepreneurs) to craft, and how the
charter itself may be modified (amended) by subsequent citizens.
This foundational charter establishes a second group of citizens whose
job it is to consider and to formulate the Instrumental Rules of the Economy.
This group of individuals belongs to entities that are generally called politburos, cabinets, parliaments or legislatures. Here we encounter ordinary
“law-making.” Examples of instrumental rules are strictures concerning
the age at which one might drive an automobile, the specific conditions
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