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This study examines the growth stories of two emerging giants 

of global East-India and China for the time period 1980-2017. 

Using regression models, our results show that FDI has no 

formidable impact upon the economic growth. Similarly, we find 

no remarkable significant impact of remittances upon economic 

growth for both economies. Human capital in India is found to 

have the better substantial impact upon economic growth 

compared to China, which infers that regime plays a key role in 

influencing growth mechanism. More importantly, the present 

study shows that rather than delving exclusively to foreign capital 

inflows, improving domestic investment cycle and rationing the 

domestic industry structure fuel growth and ensure competition 

in long run. Besides investment factors, other economic factors 

like gross-savings and inflation also swing economic growth in a 

noticeable way over the years. For both economies, our empirical 

results reveal that increase in inflation for a long time period 

cause significant negative growth dispersions. Like other 

traditional growth engines, our empirical results show that 

improvements in transport infrastructure like Air and rail 

transports exert positive impacts upon the growth. Hence, the 

study suggests much emphasis on the regional development, 

inequality, better macroeconomic policies to lift developing 

economies out of the peril of unsustained economic development 

in recent years.  
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I. INTRODUCTION 

The rising of developing economies in the East especially 

after 1990s has staggered the economists significantly. 

Thanks to the rapid globalization, increasing turnaround 

towards westernising and liberal values, urbanization and 

privatization have shaped the economic growth in East 

notably in last 3 decades. For many developing economies, 

globalization has especially turned out to be the helping 

hand in terms of foreign capital inflow and mobility of 

people, thus leading to the rising remittances over the years. 

The growth tales from these perspectives something proves 

to be specials with the sudden turn arounds in culture, 

institutions and politics. In certain aspects, these 

globalization initiatives are treated as the stepping stones of 

development in the East. Several theoretical and empirical 
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literature have viewed globalization and several economic 

factors like institutions, rising domestic investment, 

remittances, improvements in domestic productivity and 

remittances as the factors behind economic development 

(Shetty, 2007; Huang and Khanna, 2003; Basu and 

Maertens, 2007; Abdih et al, 2012).  

This paper contributes to the existing literature in 

following ways. First, it closely looks at the comparative 

analyses of different development factors in developing 

economies like India and China. It might be possible that 

impacts of development in both economies may not be 

equal. However, a comparative analysis gives the glimpse of 

the growth in developing economies. Second, few studies 

consider the factors like inflation, savings, investment and 

economic growth in the analysis of growth. However, this 

study has considered the economic factors along with the 

transport infrastructure and remittances, which impact the 

growth momentum of the economy sufficiently. Third, the 

study has exclusively looked into the both economies by 

considering data from 1980 onwards. It covers mostly the 

growth momentum post reforms in both economies 

including several crises and macro-economic changes 

undergone. This empirical analysis further captures the 

realistic picture of the developing economies including the 

impacts of several economic crises like Asian financial 

crisis and Global financial crisis of 2008. 

The main hypothesis of this study is that growth in both 

India and China is sporadic post-reform era especially after 

1980s. 

The empirical estimation for this study is considered with 

the utmost precaution by incorporating regression models. 

In order to avoid ambiguity and potential bias in the 

estimation, all variables are converted into the natural 

logarithm. The rest of the paper is organized as follows. 

Section-II deals with the literature part of the study.  

Section-III deals with the data analysis and econometric 

procedure. Section-IV discusses the results. Section-V 

concludes the findings. 
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II. LITERATURE REVIEW 

 

 

 
Source: Author’s own compilation of previous studies.  

III. EMPIRICAL ESTIMATION 

To investigate the role of several factors in terms of 

analyzing the economic growth, our empirical growth 

equation can be expressed as follows, 

 , , , , , , ,EG f FDI GFC REM RAIL AIR HC INF GS ...(1)

 

The above equation (1) presents the functional form of 

economic growth. EG gives the notion of India’s and 

China’s economic growth. FDI is the described as the 

foreign capital inflows. GFC is the gross fixed capital 

formation. REM is the remittance of both countries. Rail and 

Air are the both transport infrastructures. HC is the human 

capital of the economies. INF and GS are the inflation and 

gross-savings of the economies. Our empirical regression 

covers the time period from 1980 to 2017 (38 years). Our 

time regression function is described as 

 

            + 

EG FDI GFC REM RAIL AIR HCt t t t t t t

INF GS et t t

    

 

      

  ...(2)

 

In equation (2), EG is the economic growth, the main 

outcome variable of the study. FDI is the major explanatory 

variable of the study. Rest all variables are considered as the 

control variables of the study, where , , , , , ,  and       

are the coefficients of FDI, GFC, REM, RAIL, AIR, HC, INF 

and GS respectively.  et is the error term of the equation (2). 

FDI, GFC, REM, RAIL, AIR, HC, INF and GS are described 

as the foreign direct investment, gross fixed capital 

investment, remittances, rail density, air transport, human 

capital, inflation and gross-savings respectively. FDI is 

described as the foreign capital inflows annually into the 

economy. t is the time of the economies considered over the 

years. GFC is the gross fixed capital formation, which 

mainly covers the domestic capital formation. REM is the 

remittance, which refers to the residents sending money to 

their homeland from abroad annually. Empirical literature 

justifies the linear and non-linear relation between 

remittances and economic growth over the years (Charmi et 

al, 2006, Charmi et al, 2009, Hassan et al, 2012). This study 

has also considered the impacts of transport infrastructures 

upon economic growth. We exclusively consider both air 

and train the potential agents for transport infrastructures in 

the economy. Human capital (HC) indicates the total 

numbers of productive labor forces working in the economy 

annually. Likewise, other economic factors like inflation and 

gross-savings act as the key factors for economic growth. 

Inflation is mainly defined as the increase in price level for 

two consecutive quarters. Gross-saving is defined as the 

total savings of the households in the economy annually. For 

the sake of eradicating spurious relation, we have converted 

all the variables into the natural logarithms.   

Our empirical regression equation has been analysed by 

considering the joint interaction effect of both air and rail 

services upon the economy. To explore the impacts of more 

transport infrastructures upon growth, a separate interaction 

impact are incorporated by multiplying both air and rail 

networks. The empirical equation after interaction is 

represented as follows: 
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 

         

t t t t t t

t t t t

EG FDI GFC REM RAIL AIR

HC INF GS e

   

 

    

     ...(3)

 

All the variables of the above study is taken from the 

World Development Indicators Database of World Bank. 

Farhadi (2015) examines the association between transport 

infrastructure, TFP and economic growth for 18 OECD 

economies over the period 1870-2009 and finds that 

improvements in transport infrastructure leads to the growth 

in total factor productivity and labor productivity over the 

year. We posit that improvements of both air and train  

connectivity will result in more economic development in 

long run. 

 

IV. INTERPRETATION OF RESULTS 

Table 4.1 below gives the glance of average variation, 

maximum and minimum trend in several economic factors 

and GDP growth in both India and China. 

 

Table-4.1 Descriptive Statistics 

 
 

To explore the relationship between economic growth and 

FDI in both China and India, we work with time series data 

for the comparative study of India and China. We use the 

following data for 38 years period from 1980 to 2017. All 

variables are converted into natural log. The mean variation 

in economic growth is higher in China compared to India 

during this period. FDI variation in China and India is 

almost same. India has comparatively performed better in 

terms of remittances than China because of the high 

concentration in the Indian expats in abroad. Compared to 

India, China has developed domestic sector far ahead of 

India. 

Table-4.2 (Regression Result for China) 

 
Source-Author’s own computation of results. All 

variables are transferred into natural log. *, ** and *** 

denote the estimates that are significantly different from 

zero at 1%, 5% and 10% levels of significance respectively. 

 

Table 4.3 (Regression result for India) 
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Source-Author’s own computation of results. All 

variables are transferred into natural log. *, ** and *** 

denote the estimates that are significantly different from 

zero at 1%, 5% and 10% levels of significance respectively. 

A. In the presence of Interaction 

The following table reports the simple regression result in 

the presence of interaction effect of transport infrastructure 

in case of China. So far China is concerned, our estimated 

results do not any formidable association between FDI and 

growth in presence of interaction (see columns I, II and III). 

Most of the FDI inflows are highly concentrated in the 

coastal regions of China. Since our data tend to vary in 

different dimensions, we convert them into natural log. Our 

empirical results posit no significant relation between 

remittances and growth during the considered period. 

However, we find very surprising trend in models II and III 

in terms of declining economic growth in case of 

improvements in human capital. It indicates the high 

presence of authoritarian regimes in local, state and federal 

levels. When considering the effects with and without 

remittances, we notice that every 1% increase in domestic 

investment leads to 0.587% to 0.698% increase in the 

economic growth annually (see models II and III). Overall 

our R2 results show very lesser correlation among the 

variables with the economic growth. It reflects that growth 

has no such formidable relation with the factors considered 

over the time period. Although growth in developing 

economies has been found to be exceedingly high, still these 

are biased and unbalanced. 

 

Table 4.4: Analysis for China in Presence of 

Interaction 

 
Source-Author’s own computation of results. All 

variables are transferred into natural log. *, ** and *** 

denote the estimates that are significantly different from 

zero at 1%, 5% and 10% levels of significance respectively. 

 

Table 4.5 describes the growth function of India in the 

presence of transport infrastructure. From above 3 models, 

we do not find any significant evidence of FDI and growth 

relation. Similarly, we find no association between 

remittances and growth. An improvement in human capital 

is rather found to be having the surprising negative impact 

upon growth. It indicates that growth across the Indian states 

might not be uniform. Joint interaction effect of transport 

has a large positive and significant impact upon the 

economic growth (See model II). Every 1% increase in the 

transport sector leads to the 8.2% increase in growth 

annually. Furthermore, our estimation reveals that every 1% 

increase in inflation drags economic growth by 0.5% across 

models on an average (see models I to III). It sufficiently 

indicates that an improvement in inflationary growth has a 

long term negative impact on the economic growth. In 

addition to this, our empirical results posit that 

improvements in domestic investment cycle as proxied by 

gross fixed capital exhibit positive and significant impact 

upon the economic growth (see models I and III). 

 

Table 4.5: Analysis for India in presence of interaction 

 
Source: Author’s own computation of results. All 

variables are transferred into natural log. *, ** and *** 

denote the estimates that are significantly different from 

zero at 1%, 5% and 10% levels of significance respectively. 

B. Comparative Regression Result Analysis 

Our empirical results show that FDI inflows to China are 

comparatively higher than India. Every 1% increase in FDI 

inflows results in 0.24% to 0.4% growth in India, while it 

leads to 0.4% to 0.9% growth in China annually. Although 

China has undergone the authoritarianism, still it has 

liberalized the FDI rules sufficiently and encouraged more 

foreign capitals to invest in coastal China in recent years. 

Furthermore, the role of remittance is not found to be that 

much appealing to economic growth for both economies. 

However, the magnitude of remittances inflow in recent 

years for India is higher than that of China. It is because of 

the concentration of more NRIs in western hemisphere and  
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the Indian worker classes in Middle East. Improvements in 

transport infrastructure have found to be pronounced 

positive impacts for both economies. However, China in 

terms of transport infrastructure is way ahead of India. 

While considering the exclusive airline sector, our 

regression results show that China has made quite robust 

development in aviation industry during these years. Due to 

the major shift in industrial policy regime and more region-

centric economic development, India has performed way 

ahead of China in terms of channelizing domestic 

investment more for the economic growth. As evident from 

our regression results, this study shows that every 1% 

increase in domestic investment (gross fixed capital) has led 

to 0.5%-0.6% economic growth in China, while it leads to 

more than 1.2% growth in India during this period. In 

addition to this, declining human capital quality in terms of 

various opportunities and economic livelihood is a serious 

issue for both these economies. Our empirical results reveal 

that every 1% increase in human capital has rather led to the 

declining economic growth for both economies, which 

indirectly shows the presence of under-employment, no 

effective labour laws, faulty regime systems, corruption, 

prevalence of under-paid employees, gruelling working 

conditions and lack of proper labour market regulation. 

V. CONCLUSION 

This paper examined the impacts of several economic 

factors upon the economic growth for both India and China 

for the period 1980-2017. This study is a genuine attempt to 

unravel the myth of economic growth for the developing 

economies of East. More specifically, we sought to examine 

the impacts of various factors like remittances, FDI, gross 

fixed investment, inflation, gross savings, human capital and 

transport upon the growth. More specifically, we notice that 

improvements in human capital tend to decline growth in 

some empirical instances for both the economies. It directly 

indicates that growth pattern has not been uniformly 

concentrated across the regions and shift in political regime 

may not be dynamic enough to capture and address the local 

growth. In some instances, we get the visible impacts of 

improvements in transport infrastructure and domestic 

investment cycle and their resultant impacts upon the 

economic growth. Although, we do not find any noticeable 

impacts of FDI and remittances upon growth for both 

economies, still the importance of traditional growth engines 

like foreign capital inflow and remittances cannot be ruled 

out. Both countries in addition to this, must seek for a proper 

balanced macroeconomic strategy to counteract the rising 

inflation issue over the years, in order to restore more 

sustainable growth, developing economies must maintain 

the robust domestic investment cycle as well as channelize 

the remittances and gross domestic savings to fuel the 

regional economic growth more in long run. The biggest 

issue in both China and India is that regional growth is 

highly unbalanced and bizarrely unequal over the years.  

Although this paper has not looked into the issue of 

regional growth parity, still it will provide enough scope to 

enlarge the horizon of addressing comparative regional and 

local development of the developing economies in the 

coming years. 
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