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Abstract This paper aims to analyze China’s economic growth through the concept of

system cost, which is the cost associated with the establishment, running, and change of

institutions. From 1978 to 2008, a significant reduction of system cost driven by reforms and

opening up had helped China achieve an average 10% annual real GDP growth. However,

China’s system cost has risen again over the past decade, evident by its higher than GDP

growth in taxes and fees, rent seeking, corruption and extravagant spendings in the public sec-

tor. China needs a series of structural reforms that can again significantly reduce its system cost.
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