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China: from Demographic Dividend to Institutional Dividend
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Abstract: Although institutional change contributed a lot for China’s rapid economic growth in
1980s, in recent twenty years “demographic dividend” with extensive growth pattern is still the
main engine for economic growth. But this kind of extensive pattern is unsustainable, because it
faces the binding constraints including the decline of working population, insufficient supply of
energy, serious pollution of environment, and increasing trade friction. Even China can keep its
demographic dividend in the short run, its benefits from international trade will be less than the
expectation based on traditional trade theory and even might be less than the level before trade if
China’s institutional quality are low or transaction costs are high enough. In the long run, only if
China obtains “institutional dividend” by reform in political and economic institutions, it can jump
out of the “middle income trap” and keep sustainable economic growth.

Key words: demographic dividend, institutional dividend, China model, international trade,
institutional quality
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