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After 40 years of rapid economic growth at the rate of about 10% per year as 
measured by GDP, Chinese economy has clearly slowed down in recent years. The 
sources of rapid growth in the past (high productivity growth) are largely gone. 
The shift from a Soviet type economy to a market economy, the technically easy 
parts, has been accomplished. Rapid export growth has also come virtually to a 
halt.  The main drives to long-term sustainable economic growth therefore, are 
to maintain high productivity growth and a high rate of return to capital in-
vestment through rapid implementation of major market oriented reforms.  As 
China is making transitional from a low-cost manufacturing to an innovation-

based economy, large expenditures on research and development that produce in-
novations that are implemented and can also keep productivity and the rate of 
return up. But there are structural features to China’s socioeconomic systems, 
including its educational system that, together with the way the government is 

handling the structural problems it creates, notably the skill mismatch problems, 
threatens to slow productivity growth and the rate of return to capital. This 

lecture will discuss new sources of economic development, focusing especially on 
human capital development and educational reforms in China. Various forms of 
skill mismatch will be presented along with their implications for skill training 
and education reforms.  Numerous policy and practical recommendations will also 

be made at the end of the presentation. 
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