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R&D and Long-Run Growth with Rent-Seeking:
A Case of China

Zhiwei CEN

Abstract

This paper studies the relation between R&D investment and long-run economic growth in China
with an endogenous growth model with rent-seeking.

The relation between R&D investment and productivity growth for the Chinese economy is exam-
ined with data covering years 1952-1992, and the following findings are obtained. First, the size of the
R&D investment had been enormous relative to the budget size despite prolonged large fiscal deficits.
Second, the effect of the investment on the long-run productivity growth had been negligible. These
findings lead to the hypothesis that the inefficiency of the investment is due to rent-seeking activities by
government-owned monopoly enterprises engaged in the investment. In order to examine the effect of
rent-seeking activities on R&D investment and economic growth, a one sector R&D growth model with
rent-seeking is constructed, and the following results are obtained.

First, rent-seeking activities lower the long-run growth rate of an economy, which depends on the
scale effect and the external effect, by decreasing the size of the external effect. Hence, if rent-seeking
activities are widespread, even under high population growth, the effect of R&D investment on econom-
ic growth can be small. Second, numerical examinations suggest that, as the degree of the investment
inefficiency is higher, the economy converges more quickly to a balanced growth path, but the growth
rate becomes lower.

Keywords : rent-seeking, R&D, external effect, long-run economic growth



