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Economic Development Potentials and Human Capital Quality

Liv Wei and Zhang Liyuan
(School of Economics, Renmin University of China, Beijing 100872, China )

Summary: This paper explores the causes of cross—country differences in output per capita and the development
potentials of China economy based on measuring the quantity and quality of human capital. The paper calculates the
quantitative benchmarks of human capital and derives the equation of measuring quality of human capital within a ba-
sic real business circle model and by employing its steady—state and log—linear system. The paper obtains the data of
quality of human capital and of its average annual growth rates of global economy, 7 economic regions, 4 economic or-
ganizations and 73 economies, and performs growth accounting at aggregate and per capita level accordingly.

The paper finds that differences in quality of human capital could explain most part of cross—country differences
in output per capita, and these differences in quality and quantity of human capital will always exist, and that there
are no experience evidences implying the convergence among high—income economies even. In 2017, the output per
capita of OECD is 5.35 times to that of China, and the difference in human capital quality could explain 99.0% of
the output for OECD, 95.0% for Western Europe, 89.6% for Japan, 97.2% for Germany, 97.7% for France, 94.8% for
Italy, and 97.4% for Canada. During the period from 1981 to 2017, on average, the output per capita of G7 as an
economy is 23.15 times to that of China economy, and the difference in human capital quality could account for
91.9% of the former one; 90.5% for OECD, 88.7% for Western Europe, 95.6% for U.S., 85.4% for Japan, 89.9% for
Germany, 92.5% for U.K., 90.9% for France, 89.5% for Italy and 87.5% for Canada.

The measured data suggest that the actual level of human capital quality of China is much lower than developed
countries in addition to its decreasing average annual growth rate. Under the condition of setting a same quantitative
benchmark, the human capital quality of China economy in 2017 is 0.56, which is equal to that of global economy.
The human capital quality of OECD, G7 and of U.S. in 2017 is 1.47, 1.81 and 2.23 respectively. The average annual
growth rate of human capital of China economy during the period of 1981~2017, 2000~2017 and 2010~2017 is
5.61%, 3.54% and 2.23% respectively. These economic facts, which mean that China will continue developing in the
long term, are slowing down the sustainable development of Chinese economy. If the human capital quality of OECD,
G7 and U.S. is regarded as the standard for being a developed economy, a leading one or the champion, in line with
their average annual growth rates of human capital quality during the period of 1981~2017, 2000~2017 and 2010~
2017, then 23, 33 and 64 years will be needed for China to be a developed economy; 28, 41 and 72 years for being
a leading one; 35, 51 and 97 years for being the champion.

Therefore, a rapid improvement of human capital quality is the key to release the development potentials of Chi-
nese economy and, more important, the foundation to achieve the development goals. Increasing the ratio of final con-
sumption to output is the way to enhance human capital quality, which is easy to be observed and complies with math-
ematical logic. The paper forecasts that, if the ratio is managed to gradually increase to 0.865 of U.S. economy in
2017 in future 30 years, or annually increase by 1.84%, China will, to the latest, become a high—income economy by
2027 with the output per capita of 12,257.76 USD (constant price of 2010). And, if the market—oriented reform makes
continuous success and the government expenditures focus on optimizing the whole education system, investing in hu-
man capital and financing fundamental research, the time for China to grow up as a developed economy, a leading
one and the champion could be less. On the basis of assuming an extra 1% annual growth rate of human capital quali-
ty because of the emerging favorable shocks to human capital quality, the paper predicts that China could probably
be a high—income economy by 2024 and its output per capita may be 50,000 USD by 2049, which is 54.7% of U. S.

Keywords: human capital quality; cross—country difference in output per capita; economic development potential
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