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FOREWORD

This second China Human Development Report examines a crucial current issue for China: the
changing role of the state. Having provided a comprehensive survey of the status of human
development in the first China HDR in 1997,' we turn in this one to a more focused look at a single
issue, albeit a very broad one with widespread ramifications for human development in the future.
Unlike the case in various European transition countries, China has followed an evolutionary course
with respect to the role of the state, evolving from a particular nexus of political authority centered
on the Chinese Communist Party and the organs of government. Change to date has included, inter
alia, the separation of the Party from direct control of government operations, separation of
government from direct control of economic enterprises, and a substantial relaxation of state
intervention in the everyday civil, social and economic lives of citizens. Moreover, the development
of a large and thriving market economy including cooperative, private, foreign invested and various
kinds of joint venture enterprises has meant an enormous de facto change in the role of the Chinese
state, which used to run -- or attempted to run -- virtually the entire economy.

These changes, which are still under way, have had complex ramifications for human
development. The longevity and health status of the population have continued to improve, and
literacy has advanced. People are much freer in their everyday lives than in the past, and access to
global sources of information has made for a much better informed public. At the same time, social
and economic inequalities of various kinds have widened rapidly. While the rate of poverty has
continued to fall in China's countryside, where most of it has been located, urban poverty has
increased, due in part to the reform of state operated enterprises, which have laid off many millions
of workers. Large-scale unemployment, labor surpluses in the countryside and consequent rural-
urban migration pose new challenges to social policy. New problems also afflict women in getting
and retaining urban jobs. China's growing response to the envirommental devastation of recent
decades still falls short of what will be needed to reverse the decline and begin restoring ecological
balance.

A number of aspects of the state’s changing role has affected its responses to such human

development problems. Among these are the decentralization of the fiscal system during the reform

I' The China Human Development Report, 1997, New York. Oxford University Press. 1999.
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period. which has left the central government with weakened fiscal capacity to implement social
policies. Another is the retreat from the use of administrative controls, which has not yet been
matched by an adequate development of regulatory tools. In the very high growth environment of
the decades after reform began in the late 1970s, some aspects of human development more or less
took care of themselves, pushed along by rapid economic advance. This is to some extent true of
poverty reduction, for instance, although a growing government program aimed at eradication of
poverty also played an important role. However, economic growth began slowing in the mid-1990s,
and especially after the onset of the Asian economic crisis in 1997. In a slower growth environment.
a vigorous and effective set of government policies to promote human development is likely to
become more important than ever. Moreover, from a structural viewpoint, while the state necessarily
withdraws from its former roles in the economic. political and social life of the nation. its
responsibilities for supporting human development are likely to grow, albeit through the use of new
policy instruments.

This Report is offered as a contribution to the ongoing discussion about the changing role of the
state. 1t makes a case for a substantial and vigorous role for the state, but one quite different from its
past role. The future course of human development. which is of prime concern to UNDP. depends
greatly on the achievement of a successful metamorphosis of China's state into one appropriate to a
modern civil society and market economy. transparent and accountable to the public, encouraging of
widespread participation in governance at all levels. responsive to society’s needs. and capable of
implementing an enlightened human development agenda. While the particular views expressed in
this Report are those of its authors and not of UNDP. T very much hope that the Report will play a

constructive role in clarifving the way forward in this most essential area.

N

Kerstin Leitner
UNDP Resident Representative
UN Resident Co-ordinator in China
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INTRODUCTION

This Report is about the changing role of the
state during the transition from central planning to a
civil society with a market economy. One of the big-
gest challenges facing China in that complex journey is
the need to forge a new role for the government. A
modern society with a "mixed” economy assigns the
government a role very different from the one associat-
ed with the central planning regime that China inherited
from the Soviet Union in the early 1950s. In that re-
gime, as modified in Chinese practice, the state tried to
run the economy and, indeed. the entire society, as if it
were a collection of workshops directly managed by the
state, The planners used the method of material balan-
ce tables 1o allocate resources physically among the
many sectors and industries in accordance with plan
targets. Communist Party units in every enterprise and
organization made the important pelicy decisions for
their institutions. Market forces were suppressed almo-
st in toto: the financial sector plaved no active role in
the allocation of resources. Needless 1o say, economic
efficiency was not an outcome of this system. although
it produced growth in economic output.

Moreover, human development scored some im-
portant gains under the central planning system, Human
deveiopment encompasses the change in basic human
capabilities, such us that of living a long life, enjoving
good health, acquiring knowledge, and participating in
the life of the community. in additicn to having the
ability t0 obtain goods and services. Human develop-
ment is concerned with the conditions of life of the
entire population. not just the statistical average, and
therefore is sensitive to matters of distributive equity.
poverty, and the situations of women and of minorities.
During the pre-transition period, such fundamental
components of human development as health care and
longevity improved: many infectious discases were
stamped out; real incomes rose; literacy spread, and
women made significant advances. On the other hand,
individuat freedom and the political space for expres-
sion of ideas were both severely limited and mass cam-

paigns imposed great suffering on large numbers of
people. Nor was the development ot a vigorous civil
society permitted. The human develoepment record of
the pre-transition vears is reviewed in detail in the
China Human Develupment Report for 1997,

The state plays a major role in human develop-
ment in all societies, including China. Yet the role of
the state in general has been changing during the tran-
sition period. The government is attempting to develop
the capacity to interact with the society and economy in
new ways, through reguiation, fiscal and monetary
policies, and a modemn legal and judicial system. The
overall design of its intended new role is not entirely
clear. At present, the state still does many things in the
old ways, while withdrawing perhaps excessively from
some previous responsibilities and lacking the capacity
2 handle other new ones.

For our purposes, state is a convenient term for
government. In China. however, the state has been
defined as the nexus of political power consisting of the
Communist Party and the organs of government since
the founding of the People’s Republic. Through most
of that history, the state as such has had a high degree
of autonomy, although there have always been interest
groups and factions competing for resources within that
nexus.  Nor has this situation been fundamentally
altered by the attempts of recent vears o separate the
Party from direct control of the organs of government.

While the links between the sources and uses of
state authority must ultimately be recognized. this
Report is primarily concerned with the latter. as indi-
cated immediately by Chapter 1, which presents a theo-
retical discussion of the state’s appropriate role in a
modern mixed economy, with special reference to
China’s situation and to human development concemns.
The second chapter reviews the history of the state’s
rele In China before the ¢urrent transition period began
in the late 1970s. This is followed by a discussion of
the changing role of the state during the past two
decades of reform. Chapter 4 provides an account of




the most urgent human development problems facing
China today and to which the state must respond. The
final chapter contains a brief for developing, altering
and improving the role of the state in China in the cur-
rent context.

The discussion as a whole supports the case for a
Chinese state that is vigorous and active, but in differ-
ent ways than in the past. The study sees the state
continuing to withdraw from direct control of produc-
tion and further refaxing its control over the develop-
ment of the normal instimtions of civil society. Gov-
ermnment needs 10 master the tools of regulation and
macroeconemic policy to influence economic events. It
is responsible for providing an essential institutional
foundation for the operation of a mixed market econ-
omy. Moreover, when it comes to human development,
the state needs to play a bigger role, doing what the
market cannot do adequately to combat poverty and
promote education, health care, social equity and pre-
servation of China’s threatened naturat environment.
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For this, the government needs a modern fiscal capabil-
ity, which in turn requires that the proliferation of ex-
trabudgetary revenue resources be brought within the
formal budget mechanism, and thus within the scope of
public policy, and that the tax base be broadened and
tax compliance improved in order to generate a tax
revenue commensurate with the government’s essential
responsibilities.

As in our last Report, statistical tables are append-
ed which contain the most up-to-date Human Develop-
ment Index (HDI) numbers for China’s provinces. In
addition, this year, the Gender Development Index is
estimated for the first time, and a number of indicators
are added that throw light on gender differences in
various aspects of human development, such as em-
ployment, illiteracy and the allocation of time. We hope
the information and frank discussion in this Report will
be helpful in the ongoing debates over how to reshape
the relationship between state and society in China.



Chapter 1
THE ROLE OF THE STATE:
A THEORETICAL SURVEY WITH REFERENCE TO CHINA

Introduction: The State and Human Development

What role should the state play in China's human
development as the transition to a market economy
proceeds? Accepting common intermnationally current
views about the efficacy of the market and the
imperfections of govemment, some Chinese
commentators suggest that the state should be restricted
to providing defense, defining property rights, enacting
and implementing laws, enforcing contracts, and
maintaining the value of the currency.' They believe
that if the goverrunent leaves economic actors alone,
unfettered competitive markets will work effectively to
generate socially desirable outcomes, including human
development cutcomes.

An alternative view is that the state should play a
more active tole in promoting Ching's human
development and in a crucial aspect of it today — the
transition to a market economy. This argument is built
upon several observations. First, even in mature market
systems, govemnment interventions are indispensable
for organizing efficient markets and remedying market
failures. Second, improvement in human capabilities -~
the core of human development--is an especiaily
pressing responsibility of government in a developing
country, such as China. Third, market institutions
cannot be properly installed without the support of the
state. Especially it China is to establish a "socialist
market economy,” the state has the obligaton to
mitigate the hardships caused by the market transition.
Finally. as a giant developing country, China faces
many challenges that cannot be settled by market forces
alone.

Because the dominant laissez-faire strain in
current international thinking about the state resonates
strongly in a China still emerging from several decades

of ubiquitous and heavy-handed state interventionism,

we begin by presenting a case for a different but active
government role in promoting human development.

1. The State as the Corrector of "Market Failure"
1.1. Traditional Market Failures

The idea of market failure is a common tationale
for government intervention. The traditional version of
market failure occurs when the conditions that markets
need to be able to work efficiently are not met. Two
important examples of such failures — public goods and
externalities — are discussed below.

Public goods

A prime example of a "public good” is national
defense. It cannot be divided up among individual
users, nor could nen-purchasers be excluded from
enjoyving its benefits. Therefore, it cannot be provided
for by means of market transactions between individual
producers and consumers; it must be provided by the
state and financed through taxation.

Infrastructure has some properties of a public
good. An economy needs good infrastructure for
development, but private investors may find the
provision of infrastructure unprofitable, at least in the
short-run. That is why much infrastructural investment
is financed by governments in most countries (Knger,
16-7).

Macroeconomic
considered a "public good.” Market economies have

stabilization may also be

always been characterized by business cycle
fluctuations, periods of boom and bust,
stabitity is obviously desirable, for it benefits all. But

precisely for this reason, few individuals or firms have

Economic

an incentive to contribute to its realization. The
government therefore has to bear the responsibility of

THE ROLE OF THE STATE: A THEOQRETICAL SURVEY WITH REFERENCE TO CHINA 3



maintaining macroeconomic stability, including high
emplovment.  Although most economists do not treat
unemployment as a market failure in its own right, but
see it rather as a consequence of other market failures,
some believe that "high unemployment is the most
dramatic and most convincing evidence of market
failure” (Stiglitz, 1986).

Lxternalities and Human Development

Externalities occur when there is a divergence
berween the private and the social costs or benefits of
production or consumption. Environmental poliution is
a prime example: the poiluters use resources (air, water,
fand) to dump waste products, without paying for these
resources, and thus impose their costs on the
community at large. Govemment has an important role
in "mnternalizing” such costs by taxing or fining the
polluters or by imposing legal requirements for the use
of cleaner technologies, such as waste water treatment
facilities, catalytic converters for automobiles, or
scrubbers inn smokestacks,

The concept of externalities provides an important
buttress for a vigerous government role in promoting
human development. This is because the principal
categories of human development are all rife with
external benefits that reverberate throughout society
and are uncapturable by the markel. To take a simple
example: inoculating children against discase protects

Bex 1.1.
Cleaner Coal Production

China's Environmental Efforts at

The Chinese Environmental Protection Law of
1982 and many subsequent laws and regularions are
indicative of 4 strong comunitmen by the govermnment 10
the goal of sustainable development. For example, the
Energy Conservation Law of the People’s Repubiic of
China went into effect on January 1, 1998. The Ninth 5-
Year Plan (starting in 1996} requires all new and many
existing ceal mines to install coal preparmion facilities.
By 2000, the goal is that 30 percent of all coal produced
and 58 percent of thar produced by siaie-owned
enterprises should be washed. And recently, the Stile
Council issued new regulations on construction and
renovation of coal-fired power plants, generally
prohibiting construction of new plants inside large or

medium cities or their suburbs.
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not only those children but also everyone who will
come in contact with them. The total benefits are far
greater than the private benefits to those getting
inoculated. This is a prime reason why governmenis
frequently subsidize public health measures such as
child inoculations. The same argument applies to other
aspects of human development, such as education,
equal status for women, and reduced inequatity,

To correct such traditional market failures. the
government uses various tools at its disposal, such as
enforcing public order and property rights. directly
producing public goods such as roads and natiopal
defense, and using environmental laws 1o reduce
poliution.

The intuition behind "traditional market failures”
is simple. "Public goods” and goods with external
benefits (education, vaccinations) will be under-
supplied in the market, while goods with external costs
{pollution) will be oversupplied. Box I.1. illustrates
the role of the state in reducing negative externalities
viu environmental regulation.

In the last two decades, a category of “new
market failures™ has gained currency, based upon new
ideas  about markets and

incomplete imperfect

information.

Tncomplere Markers

In the real world, many markets are incomplete
or non-existent,  Markets for privae risk and futures
markets, for example, are fur from adequate.
Markets do not exist for many possible future
comtingencies and many of the important risks that
we face are uninswrable.  For example. futures
markets for agriculture goods usvally extend only a
few months into the future, and many risks cannot be
handied by insurance markets. Incomplete risk
markets may lead 10 inefficient levels ol investment.
Moreover, prices cannot efficiently coordinate
decisions about the composition of capital formation
without a complete set of futures markets (Arndt,

1988,
L2, New Market Failures
Intermution Failure

Information has two special features: Once



produced, it cannot be destroved: and giving it to one
more individuals does not detract from the amount
available to others. Efficiency requires that information
be made accessible to all who want it.  However,
private producers of information have an interest in
keeping it to themselves. For this reason. the private
market is unlikely to provide an adequate supply of
information (Stiglitz, 1986). Government can play a
part in remedying information failures. e.g. by
regulating to protect consumer interests or by collecting.
processing, und disseminating crucial informarion (e.g..
about foreign markets) to those who need it in the
national economy.

The recognition of "new market failures” points to
various imperfections in labor, commodity and capitat
markets. A paradigmatic example is the "lemozn
problem” for used cars: since sellers know better the
guality of the car they are selling, buyers suspect that
the price exceeds the car's worth and may not buy it.
Similar arguments can be applied to "used” labor and
capital markets. Therefore, government can improve
matters by providing unemplovment insurance and
social security and by regulating capital markets. An
example of the state’s role in correcting "new market
failures” is, in fact. the Chinese government's decision
to issue more government bonds in 1998 in order to
stimulate domestic demand and provide more lquidity
to capital markets.” Although the pervasiveness of
marker failure is by no means a license for the state to
thrust its nese into evervthing, the "optimal” range of
government interventions would appear to be larger
than implied by the traditional “market failare” school
alone.

1.3. Government Failure

Of course, governments also "fail” to act ideally,
and some hold that "government failure” is likely to be
more serious than "market failure” — in which case
government ought 1o keep its hands off the economy
even in cases of market [ailure (Stigler, 1975). Gary
Becker makes this peint clearly: "1 am inclined to
believe that monopoly and other imperfections are at
feast as important, and perhaps substantially more so, in
the political sectors as in the market place ... does the
existence of market imperfections justify government
intervention?  The answer would be "no” if the

imperfections in government behavior were greater

than those in the market.” (Becker, 1976: 37-380;.
Reminders of the existence of “government

Governments may well gear

political

failure” are important,
policies to special interests or other
considerations. rtather than to the public welfare.
Corruption is an ever-present threzt when govermnment
handles public resources. Problems of timing, say. in
macroeconomic  stabilization policy. may render a
policy ineffective or. worse, counter-productive. The
concept of “government failure”™ puts the spotlight on
the political process. forcing attention to such issaes as
the degree to which government truly represents and is
accountable to the population at large. rather than to
special interests. A pragmatic recognition of the
possibility of both market and government failure —
besides suggesting efforts 1o improve markets and
governance, alike — would dictate careful and open-
minded examination of each policy issue to delermine
the best way to proceed.

Governiment has the unique capacity to tax. This
gives it some advantages over private actors in
correcting market failures.  For example., "moral
hazard” is a major problem in insurance markets. An
insured person may become less careful, e.g., smoke in
bed.  Although neither government nor insurance
companies can monifor smoking in bed, government
can impose a lax on cigarettes. thus discouraging
smoking in general, which in tum reduces moral hazard

in insurance markets.
2. The State as the Creator of Market Institations

In those parts of the world where market
institutions are well established, theyv did not simply
emerge spomtaneously, but rather often depended
heavily on state actions {Polanyi. 1944). For instance,
corporations (i.e.. limited iiability companies) evolved
as a form of business organization in the West not
because they competed more efficiently in the market,
but because governments deliberately created them to
do things that

rational businessmen would not do because

they were too risky. too expensive. too

unprofitable. or too public. that is, to perform
tasks that would not have gotten done if left to
the efficient operation ot markets.....The state

THE ROLE OF THE STATE: A THEORETICAL SURVEY WITH REFERENCE TO CHINA 5



not only defined what the corporation was and
the particular rights, entitlements. and res-
ponsibilities that owners, managers, workers,
consumers, and citizens could fegally exercise
relative to the corporation, it actively es-
tablished and capitalized corpora-tions. (Roy,
1997: 41)
Under China’s
periment”, the central government from mid-1995 has

"100-Firm Corporation Ex-

been supporting the transformation: of property rights
and corporate governance systems of the pilot tirms, as
well as technical renovation and restructuring, with a
view to paving the way for the transformation of state
firms into modern limited shareholding corporations
{ World Bank: 4). While still not really recapitulating
Western corporate history, this program has some
obvious parallels to it.

One major way the state performs its role in the
corporatization process in China is through "state share-
ownership”. Let us examine more closely the structure
of shareholding: there are two stock exchanges in China,
The Shanghai Stock Exchange (opened on December
19, 1990} and the Shenzhen Stock Exchange (opened in
Juiv 1991). The corporations listed in these (wo
exchanges usually have three types of shares: state
shares, legal-person shares and individual shares. Srare
shares are the shares held by governments (both central
and localy and solely-government-owned enterprises.
Legal-person shares are shares held by other stock
companies, non-hank financial institutions and other
social institutions.  fedividual shares are shares held
and traded by individual citizens. They are called
tradable A shares. since there are also " B-shares”
available exclusively to foreign investors,

A typicai Chinese corporation listed in Shanghai
or Shenzhen will have the above three tvpes of
shareholders, that is, state, legal-person and individual.
Each holds shout 30 percent of total outstanding
shares.” By the end of July 1997, there were a total of
590 companies listed in the Shanghai and Shenzhen
Stock Exchanges. However, only individual shares are
allowed to trade on these two exchanges. State shares
and Jegal-person shares are not permitted to do so.

There has been s heated policy debate in China
over whether stare shares should be traded on the stock
exchanges. Opponents of allowing the trading of wate
shares mainly voice ideolegical reasons: such trading
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would amount to “privatization”. Those who favor
trading of state shares argue that the large proportion of
state shares in a corporation permits governmental
officials to continue to intervene arbitrarily in business
decisions, since the state appoints its officials to the
Board of Directors. The emerging consensus of this
debate seems to be that the state should be a passive
shareholder, i.e., a beneficial “residual claimant”
without the power to control the corporation’s day to
day operations.

2.1. The State and Transition to a Market
Economy

China is in the process of transition from a
command to a market economy. In the course of
transition. the market by definition is to be established
as the central mechanism of resource allocation and the
role of the state in the economy redefined. This
redefinition involves two major changes. First. the
range of state intervention should be narrowed. In
particular, direct decisions about production and
distribution should be left to individua! economic
agents. Second, policy instruments need to be changed.
Rather than relving on administrative commands, the
government should try to influence the allocation of
resources through fiscal. monetary, and regulatory
policies.

However, the market itself cannot be thought of
merely as the absence of state intervention. Accepting
Adam Smith's thesis about the natural human pre-
pensity to "truck, barter, and exchange”. it is lempting
1o believe that once the stifling state of the pre-reform
cré is eliminated {rom the cconomic realm, "market
forces” will emerge full blown. Such a beliel in the
naturainess and spontaneity of the market is probably
one of the more dangerous iflusions for market
reformers to  harbor. As Adam Smith himself
appreciated, an effective govemment is in fact a
precendition for the effective functioning of a market
econonty. There are al least three reasons why.

First, voluntary fransactions cannot take place m
an institutional vacuum. There must be etfective legal.
adminisirative, regulatory, and extractive institutions
maintiined by the state. Such institutions are needed to
perform the following kinds of functions:

+ deline property rights;



®  enact a system of laws;

e enforce contracts, and otherwise provide the
legal context within which disputes berween
competing economic agents are resolved;

®  collect taxes;

¢  oversee banks and other financial institutions;
supervise corporate entities;
promete and preserve competition;

® supply entrepreneurs with information thar
reduces uncertainly, cuts fransaction costs,
and secures private sector confidence in
making investment decisions;

e dislodge and then prevent the reemergence of
sub-national barriers to free factor mobility;

e facilitate communication and consultation
with the private sector, labor organizations,
and other important interest groups:

e conduct strategic planning and macro-

economic analysis;

e administer a social security system;

+ ensure that groups capable of sabotaging the
expansion of markets are not excluded from
the political process.

These institutions provide the stability, certainty,
and predictability necessarv for efficient economic
transactions.  Historically, the creation of national
markets in the West coincided with the constitution and
expansion of such state institutions. For example,
America’s Wall Street was originally established at the
end of the 18" century “essentially...to handle the
securities of governmental and quasi-governmental
corporations” (Roy, pp. 122-123).

Similarly, a public debt market has been created in
China after 1988 o help finance the state. More
nterestingly, the Chinese government deliberately
connects the issnance of government bonds with the
establishment of "open market operations” by the
central bank -- the People’s Bank of China. This is a
major reform measure in macroeconomic management.
In March 1994, the first limited open market operation
was tried in Shanghai with foreign exchange. In April
1996, the People's Bank of China started open market
operations with short-term government bonds. However,
the use of open market operations has not been
extensive, due mainly to the small quantty of
government bonds held as assets in Chinese financial
institutions.”

Late developers in the Third World have often
failed to create functioning market systems and have
resorted to interventionist regimes not because their
governments were too "strong” but rather because they
were (0o "weak.,” A weak state can be very intrusive,
yet lack the capacity 1o construct effective legal and
regulatory institutions {World Bank., 1991}. In this
sense, simply "shrinking the state™ will not produce
efficient market systerns; these require new institutions
to carry out indirect regulation and administration —
more delicate and difficult tasks than direct control.

Even if the state stands aside, market institutions
cannot spring up spontaneousiy from voluntary trans-
actions between economic agents. This is certainly not
what happened historically in market economies.
Market institutions, in a sense, represent the essential,
irreducible minimum of "public goods” that must be
provided if markets are going to work at all (Gamaut,
1991). Since they are public goods, people are unlikely
to cooperate voluntarily with one another to provide
them, just as in the case of other kinds of public goods.
Of course, if the state does not provide market
institutions, private economic agents would have to
develop informal rules to stern uncertainty and intro-
duce some level of predictability into commercial trans-
actions. However. such agree-ments would tend to
reflect only the preferences of those who possess
economic power. Thus, as "public goods,” market
institutions initially have to be brought about by non-
economic forces.

Moreover, even after the establishment of market
institutions, the government still cannot stand aside.
Individuals have incentives to break the rules -- to
corrupt the legal basis of market exchange, collude in
anti-competitive ways. misrepresent the nature of assets
which are the subject of centracts, and so on.
Enforcement costs of market-conforming behavior can
be extremely high. In countries where there is already
cultural and ideological support for self-restraint in
maintaining the rules of the marketpiace, such costs are
lower. In countries where the market economy is still
in the making. however, enforcement of the rules is
likely to be more expensive, and to require a larger state
role (Garnaut, 1991).

Third, market transition is a conflict-ridden rather
than a consensual process. The market economy has its
own ideological and moral basis, which is the economy
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in transition is still jacking. When a great institutional
change occurs, many find it bard to adapt. In the case
of market transition, in particular, many people may not
accept markel values. Tt took a long time for attitudes
in Eurape to adapt to the formation of market systems
in the eighteenth and nineteenth centuries; “rational”
practices consistent with the market violated the
principies of the pre-existing "moral economy” and
generated confusion and resistance (Thompson, 1971},

The state socialist system in a sense was also a
moral economy characierized by what Chinese call the
"jron rice bowl" (economic security, lifetime em-
ployment) and “everyone eating from the same pot”
{egalitarian income distribution). Creating a market
economy requires the destruction of this “moral
economy” and the cultivation of a new ethic. which is
bound to trigger protests against the logic of the market.
Market development thus reguires an ongoing process
of "legitimation”. supported by education and the carrot
of widespread oppormunity together with the stick of
econoniic necessity.”

Moreover, the market transition involves not only
the transformation of norms and values but also the re-
distribution of resources and power. The transition may
provide some social groups with new opporiunities
while depriving others of traditional privileges, and
threaten the livelinood of sulf others. Tt is also likely 10
create new inequalities in income and wealth that do
not match existing patierns of entitlerment, status. and
power,  In a word, the transition tends to dislocate
groups in both the political and the economic realms.
which inevitably fosters socvial conflict and political
strugale (Chaudhry. 1993), The creation ol the marke
economy in England. for instance, was by no means 4
continuous und consensual process, but rather a produci
of struggles among soctal groups artempting 1o shape
exchange relations in their own interests (Lie, 1993).

As former state socialist countries try to build
market syvstems. "in the short-run reforms are likely @
cause inflation. unemplovment, and resource mis-
allocation as well as 10 generate volatile changes of
relative incomes” (Przeworski, 1991), Fven in the best
scenario, in China, where initially everybody benelited
from reforms, the sitwtion by the mid-1990s seems 1o
have turned into one in which some people are gaining
at the expense of others, Currently, the most pressing
example of this is massive and growing unemployment

8 CHiNa Husan DEVELOPMENT REPORT 1994

(see Chapter 4). The government could of course use
its coercive power (o impose the costs on particular
social groups. In principle, however, as well as to
encourage a relatively smooth transition, it is far better
for the state 1o adopt measures alieviating transition
pains — as it is in fact trying to do — by establishing new
"safety nets” and compensating those whose interesis
are threatened by the reform. This is a very expensive
undertaking, and requires the state to be capable of
amassing the required resources for redistribution.

In his classic study of the rise of the markel
economy in England, Polanyi (1957) finds that "the
road to the free market was opened and kept open by un
enormous increase in continuous, centrally organized
and controlled interventionism”. Such interventionism
was, if anvthing, greater in the countries that underwent
industrialization after England did. There is thus good
reason to believe that, in the developing countries of
today, as well, a capable government will be required 1o
supply the rules. norms, and institutions that are
necessary for establishing a functioning market eco-

nomy.
3,  The State's Role in Income Distribution

Even if a competitive markel generates an effi-
cient allocation of rescurces. the result might entail an

r

undesirable degree of inequality.  The problem of
achieving distributive justice according 10 society s
norms 1§ one the market cannot solve; the solution must
evalve from the political process. In China, because of
concerns shout exgessive egalitarianism in the pre-
reform era. policy makers have adopted an approach to
income distribution that puts “efficieney™ first and is
very tolerant of rapid increwses in inequality (see
Chapter 4).°

Most people would probably agree that. while
some income  inequality is socially useful as un
incentive 1o hard work and creativity, it is just and right
1o alter the distribution of inveme to hielp the poor and
improve equity. Bur excessive inequality 1s not only
moraily sbhorrent; numerous studies have shown that
it cun also cause serious incentive problems (Stighitz.
1989, Inegualing has also oflen been uxsocinted with
slower growth, Tndeed. efficiency and equity are not
alwavs rivals: there are imporiant areas of comple-
mentarity between them as well.



In 1955, Simon Kuznets argued that inequality
typically rises when a developing country begins to
grow, until some threshold level of development is
reached at which inequality declines again (see Bruno:
119).  Much empirical research has been done to
investigate whether or not such an inverted U shaped
time path of inequality is in fact 2 regular and necessary
feature of economic development, and there is
considerable evidence that it is not.

Moreover, reduced fertility — & major objective of
Chinese development policy ~ has been shown to
depend heavily upon social development. As Amartya
Sen. 1998 Nobel Laureate in Economics, points out for
India,

among all the usual candidates for causal
influence. the only ones that have a statistically
significant effect in reducing fertility are female
literacy and female labour force participation. ...
economic development may be far from the "best
contraceptive’ that it is sometimes described as.
On the other hand, social development --
especially women's education and employment --
can be very effective (Sen: 47-48).

Such social (or human) development implies an
irreducible minimum degree of equality, in so far as the
necessary resources (e.g.. for women's education and
employment) must reach the masses of poor for fertiliry
1o be affected.

Perhaps most important of all, the survival of a
markel economy may to a great extent depend upon its
ability 1o coexist with social eqguity. If asymmetric
rewards and punishments generated by market forces
persist without any adjustments through redistribution,
then the gap between those who flourish and those who
stagnate or decline would continuously widen. Such a
The market
system must therefore be embedded in a framework of

scenario is a recipe for social conflict

institutions  that permit some modification in the
direction of greater social equity. In the second half of
the nineteenth and much of the twentieth century,
mechanisms for sharing more widely the benefits of
growth were established in varving degrees in all
advanced capitalist countries. and these helped to
defuse opposition to the market system.

3.1. Reducing the Rural-Urban Gap and
Enlarging Domestic Demand

The single largest dimension of inequality in
China today is the gap between average urban and
average rural incomes.® which substantially exceeds the

Table 1.1. Rate of Capacity Utilization for Major
Industries

Printed and dyed cotton 236

Sulfuricacid . - - 847
Niricacid- . 6986
Paint . S4BT
Dyesz- P ' _ _' "~ B83
Plastics =~ - - L - 7L
Synthetic polymer. © - - . TG
Detergents . . _ 604 '_ _
Tires -~ - - = v A
Inner tubeb : - :'_ _ S 374 .
Cement - - T .11 1 A
Plate glass S 842
Steel products e . CB00
Industrial boilers- . .. 85
Internal combustion FEE T
engines s : . S 439
Steamturbines © © : .. 100 .
Machine fools ™ -~ . - . oo 458
Forging and pressing ' _ _ —
machinery o Tos12
Oil refining equif)méni _ T 17.9
Forklifts Ce Sl 398
Bearing =~ - - B 349
Motor vehicles S L L 442
Cars. . o L 649
Motorcycleé;': B g : :_' - 55.4
Pickup cameras- - - | _ - 1300
Micro-computers . . s ' _ 13.4
Air-conditioners - - S0 335
Video recorders o 403
Washing machines: SR Y I
Color TV sets o oo 46.1__ E
Refrigerators I 50.4°
Telephone sets = . _. _ : - 51.4
Bicycles : _ SR 54.5
Cameras * . . ' : 57.7
Dust catchers o 62.8

Source: Hu Cunli. 1998: 167,
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urban-rural gap in most other developing countries.
This gap, and in particular its implications for rural
demand, have become relevant to China's current
macroeconomic condition. Responding to the Asian
financial crisis starting in 1997, Chinese policy makers
have pinned their hopes upen expanded domestic
demand to offset the declining demand from abroad due
both to lower incomes in Asian markets and to lower
exchange rates of Asian competitors. Moreover, since
1994, the Chinese economy has entered a new stage of
relative overproduction. In that year, the banking
sector’s deposits exceeded loans for the first time since
the economic reform began.

Table 1.1. shows clearty that production capacity
has been seriously under-utilized for 35 major
products.”  To increase utilization rates for these
industries, strong domestic demand is essential,
However, rapidly increasing income inequality, and
especially the declining growth rates ot rural income,
have restricied the development of the potentially huge
domestic market. Table 1.2. iilustrates the relationship
between declining rural income growth and the
behavior of rural retail sales. It is evident that -rural
demand was affected by the slowing of rural income
growth. Reducing the large gap between rural and
urban incomes would thus not oniv benefit equality per
se, but also increase the efficiency of the economy as a

whole by enlarging domestic demand.

Table 1.2, Annual Growth Rates of Rural Per
Capita Income and Rural Retail Sales {percent)

'G_ro\_vth Gf..' Growth of '_'-Razi_o of

L UTRuorall 00 Rural o Rural 1o

0 Income . Retail - Total Retail

SR s R
1985 7.9 259 58.5
1990 1.8 211 55.0
1991 2.0 7.39 536
1992 5.9 7.34 519
1943 3.2 -14.35 146
1994 5.0 407 439
1995 5.3 6.12 431
1996 9.0 12.1 433
1997 46 9.7 430
1998 3.5 40.0

Source: Lisoning Economic Internet Network.
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4. The Role of the State in Human Development

What role should the government of a poor
country, in particular, play in its economic and human
development? There is no common model for state
intervention that applies to all countries at all times.
However, certain responsibilities related directly to
human development, in addition to those detailed in
section 2.1 above, can be identified. These include:

¢ provision of basic social services and

ensuring equitable access thereto;

e ensuring equitable access 1o essential resources,

such as credit;

® creating an enabling environment for the

empowerment of people, especially disad-
vantaged and vulnerable groups;

®  making poverty eradication a supreme priority;

®  ensuring accountability and transparency.

Such responsibilities transcend the issue of the
efficacy of markets; even where markets function
smoothly, the need for government to shoulder these
responsibilities remains. However, government may
alse have to undertake additional burdens in developing
countries in supplenienting the role of markets, because
markets may work less weil in such countries than in
developed ones, and also may work less well for
developing countries than for developed ones.

Stuctaral rigidities are the main reason why
markets may work less well in underdeveloped
countries. For a market economy to function efficiently.
the three components of the price mechanism--
signaling. response. and mobility--all have to work
properly {Amdt. 1988

signaling changes in demand and supply conditions:

Prices must be elastic in

producers, consumers. and workers must be willing and
able to respond to market signals: and economic
resources must be abie to move readily and easily. But,
in practice. these conditions are often lacking in
developing countries. Prices, for instance, are often
distorted by monopoly power, while responses o price
signals may be weak and resources immobile.

Four problems may cause inadegquaie responses 1o
market signals, First, even in China, with its long
history of market-oriented entreprencurial behavior,
traditional values, habits, conventions, and work ethics
may impede the inclination of many people to seek o
"maximize” their own material well being. Second,



information crucial for making rational decisions is
ofter hard to come by in developing countries,
especially in areas fur removed from the more
cosmopolitan and developed regions. Third. people
who lack education may not possess the skills - e.g.,
the computational ability — needed to make fully
informed decisions. This point highlights the crucial
importance of promoting human development early in
the development process, not oniy for its own sake, but
because an educated and healthy population is a
prerequisite for adequate functioning of a market
economy. Finally, inflexible prices, such as the down-
ward rigidity of interest rates and nominal wages, are
just as much present in developing as in developed
economies, especially in those countries with a strong
populist tradition.

Deficient infrastructure, bottlenecks, poor man-
agement. and other structural and organizational
constraints can further thwart the "spontaneity” of the
market mechanism. Factors of production are often
immobile, unabie to move quickly, or able to move but
only at high cost (Arndt, 1988). High transport costs,
for instance, may make sale of products in the market
uneconomic. The lack of mobility of resources, or
more precisely, the inability of some of the productive
sectors to adjust in a timely fashion to changes in
demand, thus makes the price mechanism less effective.

Even if markets work as well i developing as in
developed countries, they may still work less well for
developing than for developed countrigs. For poor
countries craving development, dynamic growth is
As  the

Indonesian ecenomist, Suhartono, points out. their

more important than static  efficiency.
fundamental concern is
how to accelerate economic and social deve-
lopment.... the problem involves an expansion
in the production possibility frontier. not only
a movement along it, through increasing

productive  capacities and  through the
productive employment of unutilized or under-
utilized factors of production. Since from the
point of view of the developing countries the
analysis for static gains addresses itself to the
wrong question. it is not of particular rele-
vance (Arndt, 1988).

Long-rurn  development involves many “big

™

industrial decisions that cannot automatically flow from

decentralized, optimal decision making in the short run
{Suglitz, 1989). At best, markets can provide adequate
signals only for marginal changes; if large changes
have to be brought about in a short time, the price
mechanism cannot be relied upon to induce the neces-
sary resource transfers. Public interventions may
therefore be required both to invest directly to break
critical bottlenecks and to nourish a macroeconomic
environment that encourages investment innovation
trom the private sector {Shapiro and Tayvlor, 1990).

A healthy and educated pepulation is crucial to
private entrepreneurial success. While private invest-
ment in education and health care is certainly possible,
the extraordinary external benefits attached to these
goods guarantee that privale investment will be
inadequate. Note that this is an instrumental argument
for payving attentior to human development; the more
fundamental argument is that the enhancement of
human capabilities is itself the chief goal of economic
developrent. All the more reason for emphasizing the
state’s responsibility 1o supplement the inadeguate
attention of the market to social sectors and to matters
of equity.

Motivated by "a passionate desire to organize and
hasten the process of catching up.” the government
should probably also play a role in planning and
financing key investmenis of the economy. Typically,
capital in poor economies is scarce and diffused, es-
pecially in the early years of industrialization.
Moreover, with the desire 1o jump inte the modem
industrial era, such countries may want fo use pro-
duction technologies that require capital investments in
excess of what individual investors are capable of
amassing. Private entrepreneurs thus may not have the
capacity o invest and innovate, even if they have the
will (Gerschenkron, 1962). When they have the capa-
city to do so, however, they may lack the will, for two
reasons.

First, the refurns to some prospective socially
desirable or necessary investments (including R&D)
may be too long-term and uncertain for private firms to
undertake by themselves {Lazonick, 1991). Frequently,
private firms underestimate private rates of return to
long-run investments that would in fact have high
private and social returns.  As a tesult, the amount of
investment may be socially suboptimal.

Second. investments often bring important ex-
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ternal benefits, creating opportunities for others. It is
commonly accepted, for instance, that investments in
human capital and R&D are essential to economic
development. But the external benefits arising from
such investrnents cannot be converted into profits by
private firms. Therefore, in the absence of government
support, private investment in such areas is likely to be
inadequate, even though it may pay over time, both
privately and socially (Averch, 1990).

The above discussion suggests that the invisible
hand by itself is likely to fall short in the provision of
investmen? and innovation. By supporting the
development of education, financial systems, communi-
cations networks, and other forms of physical and
institutional infrastructure, the government can help
private enterprises to employ their productive resources
at lower unit costs or reap higher prices for their
products {Lazonick. 1991). By sponsoring basic
research or demonstration programs, it can give reluc-
tant private firms incentives to undertake their own
R&D projects. The state may also invest in building up
nationwide information networks that keep track of and
disseminate economic data of relevance to the economy
as a whole. By providing missing information linkages
between industries. the state can {ill gaps that impede
innovation in production {Averch, 1990).

Of course. no government has a bottomiess pocket:

capital and talents available 1o 1t are alwavs limited.
Resources at the government's disposal must be used
carefully and strategic  allocative choices are un-
avoidable. By emploving various policy wols 1o adjust
the industrial structure, for instance. the state can use s
limited resources 10 stimulate lines of economic en-
deavor (but not particutar firms!) necded to improve the
economy’ s international competitiveness,

Such industrial interventions in the Unifed Srates
were huge during the nineteenth century, The govem-
ment chowered raitroads and  agriculture with land
aiveawavs. 1t protected the home market. permitting
business firms 1o develop and use their productive re
sources to the point where they could attain competitive
advantage in open intemational competition. In the
United States, protectionism did not recede unul after
the Second World War (Shapiro and Tavior. 1990,

Japan has of course gone much further. There the
govermunent plaved an important role in preserving the
home market for Japanese firms. 1t has sought to limit
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the number of enterprises competing in major manu-
facturing indusiries, thus creating incentives for
existing companies to incur the high fixed cosis
necessary to attain competitive advantage. It has pro-
moted cooperative research and development among
major Japanese competitors; provided manufacturing
corporations with access to inexpensive finance; and
turned out a highly educated labor force to fill blue-
coliar, white-collar, and managerial positions. Without
those "disequilibrating” initiatives of the state, Japan's
transformation from an economically backward country
into a heavyweight player on the global market would
surely have taken much longer, if it would have been
possible at all.

During the tate 1970s and the early 1980s, the
East Asian Newly Industrializing Economies (NIEs)
were often praised as models of the laissez-faire
approach.  Closer inspection. however, reveals the
guiding hand of government in the Japanese fashion in
those economies (except for Hong Kong}. East Asian
governments have played a significant role in deter-
mining which sectors are most important to the future
growth of their economies. Moreover, they have tried
to divert resources to targeted indusiries through
complex import conwols, schemies of concessional
loans, and export subsidies (Sabel, 1993). in the end,
NIE gzovernments have had a great influence upon the
course and pace ot industrialization and upon the
evolving structure of the domestic economies.  Some
observers have put the blame on active slate inter-
vention for the current crisis in East Asia, and there 1s
no doubt that some of it took the form of “crom
capitalism’”. However, "the basic fucts remain: no other
region 0 the world has ever had incomes rise %o
dramatically and seen so many people move out of
poverty in such a shor time” (Stiglitz, 1998a).

As the cases of the United States, Japan and the
Eust Asian NIEs illusirate, the historical route to human
development has not been via laisses-fuire regimes.
Thig lesson is important for developing countries that
are currently constructing market economies, because
the "market” that they are Utransiting” o is 3 truly
global one. which s dominated by manmunoth wins-
national corporations. To make s cconomy inter-
nationally competitive, @ late developer may need a
strategv  for channeling public resowrces 1o those
economic seclors thal can best develop and utilize them,



vet without creating inefticient "rent-seeking” lobbies.
Only a state that is relatively impervicus to the
influences of domestic and foreign special interests and
that has broad popular support can undertake such a
complex task.

5. The State’s Role vis-a-vis the International
Economy

Since the Asian financial crisis, the Chinese
government bas been justly praised by the intemational
community for its decision not to devalue the renminbi.
China is attempting to deal with the crisis by main-
taining the capital account inconvertibility of its
currency and turning to fiscal policy — in particular, the
launching of large-scale infrastructure projects — to
increase domestic demand in the face of falling export
demand. Nevertheless, the autonomy of China's
monetary policy has been under some challenge since
1994, when huge inflows of foreign capital threatened
to destabilize macroeconomic management, which was
then intent upon bringing down the rate of inflation.
China resisted the increase in domestic money supply
that would have accommodated the capital inflow, and
the central bank moved to offset this inflow by reducing
domestic credit availability, The net effect on the
domestic economy was recessionary,

The Asian financial crisis made it clear that short-
term international capita] flows can be highly de-
stabilizing, and there is an emerging consensus among
the IMF. the World Bank and leading academic experts
that some sort of regulation of them might be needed.

6. Strengthening State Capacity

Alter discussing the various aspects of the state’s
economic role, we come naturallv to the political-
economy question: does the state have the capacity to
perform these tasks?

6.1, The Political Condition

The capacity of the state has been calied its degree
of "statishness” (by Roberto Unger). a term that refers
to the state’s independent capacity to change “current
social practices” and “the present distribution of ad-

vantage” in society. The state should be capable of

“deploying resources and making plans in ways that
disrespect and even destabilize custom and privilege”.

However, a strong government also requires a
strong society, one whose own various organizations
are vigorous and self-constituted rather than dependent
on the favor of current officeholders. The central
problem of statishness results from the conflict berween
these conditions. “How may a govermnment count on
the interfocutors and parmers it needs without being
immobilized by them and becoming their passive
representative?” (Unger, 1987: 81)

China can be said to meet the first condition of
Unger's statishness relatively well: The state has con-
siderable autonomy from the vested interests of society,
as witness the tax reform of 1994 which disrespected
and destabilized the vested interests of local govern-
ments to some extent, However, the second condition
is an altogether different matter.  Chinese society
cannot at present be said to be strong. Having tried
during the pre-reform era to control every nook and
cranny of societal activity. and having permitted no
autonomous organizations at all, the state still has a
long way to go — and society as well — for China to
meet the second condition. The tension between
Unger's two conditions of statishness wiil be a crucial
issue in China’s political reform.

6.2. The Fiscal Condition

Closely related to the political condition, there is
also a fiscal condition for statishness. Three rmain
sources provide revenue for public finance: public
enterprise profits, taxes and the public debt — among
which the government must find the best mix. Since
the start of economic reform, state enterprise profits
have fallen sharply as a source of government revenue.
The same is true of tax revenue, at least proportionally
to GDP. This leaves public borrowing as a new source
of state revenue,

Yet. in 1997 the total public debt im China
amounted to only 3.3 percent of GDP, much smaller
than the ratio for the U.S. (6% percent in 1994) and of
many other countries. As Chinese economists have
pointed out, the low ratio of public debt 10 GDP implies
that China stilt has considerable potential for using debt
to stimufate domestic demand. At the same time,
however, Chinas low ratio of formal tax revenue to
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GDP indicates that achieving a larger fiscal capacity is effectively. We return to this important issue at some

of first-order importance for China. Without improve- fength in Chapter 3, since it will be a crucial deter-
ment in the government’s fiscal capacity, none of the minant of the Chinese state’s capacity to carry out its
state roles discussed in this chapter can be performed new responsibilities.

Notes:

1 See, for instance, Sheng, 1992; Jiang, 1993a; and Jiang. 1993b.

2. That government supply of liquidity is crucial in times of aggregate uncertainty such as recession, is suggested by the
Holmstrom-Tirole model {Holmstrom & Tirole, 1998), which provides a rationale both for government-supplied liguidity and for
its active management.

3. The governmental regulation requires that tradable a shares should account for no less than 25% of a company’s initial
public offering.

4. In early 1997, the People’s Bank of China temporarily sspended a special form of open market operation in "repos”
{repurchase agreements: the ceniral bank purchases securities with an agreement that the seller will repurchase them in a short
period of time, anywhere from one to five days from the original purchase). In May 1998, "repos” were reintroduced.

5. We do not here rake sides in the debate about social democracy. Market economic systems exist successfuily along a
wide spectrum of state commitments to providing for economic security and income redistribution.  Our point is that the pre-
reform practices of China were inconsistent with an effectively operating market economy.

6. A recent detailed discussion of trends in income inequality in China can be found in Khan and Riskin, 1999.

7. World Bank. 1991; Alesina and Rodrik, 1992: Persson. 1994; Peretti, 1996; UNCTD, 1998,

8. See Griffin and Zhao, 1993 and Khan and Riskin, 1999.

9. The figures in Table 1.1. come from the "Thiré National Industrial Survey” of 1995, which is an industrial census that

covers each and every industrial enterprise.
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Chapter 2
THE ROLE OF THE STATE BEFORE THE REFORM ERA

1.  The Traditional State and Human
Development

1.1. The Evolution of the Traditional State

The Chinese state has a history that can be traced
back as far as the Xia Dynasty (2,100-1,600 B.C.). In
221 B.C., the first Qin emperor created an imperial
bureaucracy that, in its most general form, constituted
the instimtional skeleton of China’s dynastic political
system right down to its end in 1911, Within this over-
arching structural continuity, however, there was con-
siderable change in state function and behavior as
Chinese society evolved over the centuries. One
scholar * organizes premodern Chinese political historv
into four broad phases, of which the last — gentry
government — was a relatively stable system that [asted
from the Song dynasty (960 — 1279) through the first
efforts at modemnization in the late 19% century and, in
some respects, right up to the beginning of the People’s
Republic.  Under this system China was ruled by
powerful monarchs at the center, while entrance to the
bureaucracy and high social and political status in
general were acquired by means of a demanding
examination system (keju), which in wm required
considerable economic means to finance the lengthy
study of Confucian texts necessary for success. A
complex and functjonally specific bureaucracy -
composed only of men — administered justice, collected
taxes, oversaw education, controlled water flow, grain
transportation and the salt trade, etc.

The wielders of basic political and social authority
in this system were the “gentry”. who were a class of
present, retired and potential officials, their status based
upon higher degrees acquired through examination or
purchase.” Gentry filled the ranks of government
positions, from district magistrate up. At any given

time, most members of this social group were not
serving as officials, vet they were nonetheless often
instrumental in supplementing the activities of local
government by undertaking a myriad of activities, such
as setiling local disputes, repairing Confucian schools
or Buddhist temples, or organizing famine relief (Dull,
1990: 83). The gentry were thus the leaders of rural
society and culture and also the brokers berween the
state and local society. Through their monopoly of
literacy and familiarity with ancient texis they con-
trolled knowledge and oversaw the traditional moral
codes of conduct. Rural society was marked by the
importance of custorn and tradition, People living in
the same place and doing the same things as their
parents and grandparents -- acting out the same play on
the same stage — could rely for guidance on the ex-
perience of their ancestors. In dealing with an
environment that changed only slowly, traditional ways
were effective,

China’s confrontation with the modernizing West,
beginning with the Opium War (1840-42), and its
gradual subjugation by the imperialist powers thereafter,
dealt a profound shock to the traditional system. In the
1860s, certain ministers and local leaders of the Qing
Dynasty began advocating that China should open its
doors and learn the new science and technology that
were clearly the foundation of the West’s military
prowess. Some modern technology entered China and
a few modern industries were set up, including ship-
making, minmng, arsenals, telecommunications, textiles,
commercial activities, and the like. At the end of the
19th century, during the Government Reform Move-
ment (Bafriweixin), many officials, including powerful
cabinet ministers, began 1o promote new ideas about
modemization In rapid succession, their suggestions
for reform policies were adopted by the imperial court,
Wielding regional or local power, they put radically
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new reform policies and measures into effect.

Yet these measures came too late to save the
faltering Qing Dyvnasty which, along with the centuries-
old dynastic system, was overturned in 1911, Iis revo-
lutionary successor, the Republic of China, was at first
too weak to accomplish anything more than the
tottering dynasty’s overthrow, and China fell back into
a period of political disunity, with regional military
leaders wielding political power over their domains, It
was in the light of these developments that the leader of
the Revolution, Sun Yat-sen, moved to establish a
highly centralized political power integrating a ruling
political party with the government and the army. This
idea was put into practice with the establishment of the
Guomindang (Kuomintang) government by Jiang Jieshi
(Chiang Kai-shek), who finally reunified China in the
Northern Expedition of 1927 and then ruled the country
through the Japanese occupation of Chira in the late
1930s and 1940s, and the ensuing civil war with the
Communists, until the fatter’s victory in 1949,

The present state is the result of the rapid and
fundamental changes that occurred over the previous
century and of the enormous pressure put on the
traditional state and society by the challenge of the
rapidly modernizing West after 1840, A series of
governments, unstable, temporary and buffeted by
turbulent international forces, succeeded one another

from the late Qing to the Guomindang government of

1927-49.  Although the state expanded its power and

took on rnew objectives, including cconomic
development and modern education, it was a state that
ruled over a social structure weakened by dyvnaste
decline and imperialist incursion, and this circumstance
gave the state an unusual degree of autonomy vis-a-vis
the social forces it governed.” Yet it remained a weak
state, which constrained economic development in
many wayvs. Government revenues were always very
small relative to GDP and public spending was
concentrated on  securitv, administration, and debt
service. Governments had few resources 1o stimulate
economic growth directly or even to do it indirectly by
manipulating the environment o the benefit of the
private sector. “Even law and order, the most basic
contrihution of the public sector to 2 nation’s economic
health, was denied 1o China's economy in the
wmultuous decades following the collapse of the

Manchu regime in 19117 (See Rawski, 1989).
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1.2, The Role of the State in Stimulating
Modern Industry

The Treaty of Shimonoseki, which ended the
Sino-Japanese War of 1894-1895, provided for China
to accept foreign direct investment, and modem
industries began to arise in China’s coastal cities. New
Qing policies also encouraged some officials, landlords,
and merchants to invest in modern industry and
commerce, and the state itself played a leading role in
these sectors, beginning with ship-making, textiles, and
mining. The Qing govemment contreiled some large
companies and various important industrial sectors
directly.

The 1911 Revolution did not bring stability to
China. On the contrary, it was followed by years of
extraordinary shocks, including famine. foreign inva-
sjon, war and civil war. Oniy during the briet decade
from 1927 to the Japanese attack in 1937 did any
semblance of stability exist for most of China. The
Republican period as a whole was not & propitious time
for even the most progressive state to have promoted
economic development.

Up to the 1930s. modern indusiry made very
limited inroads in the economy as a whole. In 1933 the
share of modemn indusiry in GDP was no more than 3
percent and that of the entire modern sector no more
than 13 percent. Recent debates over how dyvnamic was
modern econamic growth during the Republican period
must be secen in this context.” The Guomindang
government sought to control the modern sector
through links between the government and large
“hurcaucratic capitalisis”™,  After the war. it ook over
Japanese, German and Talian enterprises and came 1o
control 67 percent of modern industrial capital. By
1947, the government’s National Resources Coni-
mission comtroiled 90 percent of iron and steel
production. a third of coal production, two-thirds of
electric power gencration, 135 percent of cement, all
petroleum and non-ferrous metals. ete. The major banks.
raifwayvs, highways and airlines. as well as much of
shipping tlennage, were slso in the “state capiialist”
sphere (Riskin, 1987 2()

Yet despite the importance of the state within the
modem sector, the small size of that sector relative to
the overall economy puts the state’s economic role in



proper perspective as being. in fact, very limited, As
Rawski
governments controlled only 1 small share of the

writes, “National, provincial. and local
economic resources in prewar China. This means that
resource allocation occurred primarily  within  the
private sector and that most economic processes were
strongly tied to the market-place™ {Rawski, 1989: 48-
49).

1.3. The State in Human Development

Population

Over the millennia of its existence, the traditional
Chinese siate never actively tried to control population
growth, although it presided over a houschold
registration system that produced a priceless historical
record of demographic data and was an important tool
for managing the population. This institution was also
relied upon by local govemments and became in
modern fimes an important component of the police
systen.

Before the Qing dynasty, population in China
grew slowly (see Figure 2.1.), the result of high pre-
modemn birth and death rates. Over the three miilennia
from the Xia (for which population estimartes are highly
speculative) to the Ming, the population may have
increased some five times to reach 61 million, a long-
run average annual tate of growth of only 0.05 percent.
Of course. this very slow trend rate averages periods of
faster growth with those of slower growth or even
population decline, due to war or famine. It also
mcludes the incorporation of non-Han peoples in the
process of ferritorial expansion. Later, during the long
Qing Dynasty (1644-1911), and especially during the
peaceful and prosperous reign of the Qianlong emperor,
the population growth rate accelerated; in the 49 vear
pericd from 1741 to 1790, population more than
doubled from 142 million to 301 million, an average
annual growth rate of 1.5 percent. By the eve of the
Opiam War in 1840 the population had surpassed 400
million. But during second half of the 19% century,
with its massive Taiping and Nian rebellions, and the
first hatf of the 20" century. with its wars and civil wars.
the rate of population expansion fluctuated around a
low average of about 0,025 percent per vear.

According to the 19]2 Census {see Table 2.1.). the

Figure 2.1. Growth of Population from Xia

Dynasty to 1949

Poputation (miflions)

Source: Gui Shixun, 1986.

national average sex ratio (males/females) was 1.21,
with substantial inter-regional variation. The average
birth rate was 27.27 per thousand population and the
average death rate was 15.43 per thousand population.
That the male population exceeds the female has been a
characteristic of China’s population from early days
and is evidence of a long tradition of son-preference.

Education

Education is a cherished value in Chinese culture
and was a core component of the Confucian system of
belief (See Tu Wei-ming, 1990). Traditional education
was based upon the examination system, which was the
channel of access to the gentry and bureaucracy. In
theorv, the examination system provided broad oppor-
tunity for social mobility, since it was open 1o all males.
In fact, however, a family had o possess some wealth
1o be able to support its members through the vears of
study required for success in the examinations.
Nonetheless, through adoption or clan support, talented
children of poorer background occasionally did gain the
means for an education, and the system therefore did
provide a mechanism for social mobility. In the guest
for official rank and high status, people from different
social groups tried to acquire an education.

The traditional education embodied an interesting
mix of idealism and pragmatism. Its goal was the self-
cultivation of the individuai through the mastery of
ancient texts and the philosophy they taught. Yet such
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Table 2.1, Population Indicators, 1912

. Popuiion(uiflions) . i " Sex Ratio(women  BithRate = DeahRate -
C Tota U Maks- . Females - =100) " (perthousandy ~(perthoisand).

_ _ 2272 1254 1017 1232 2204 1277
Beogsa - - 855 L 446 4.09 L1091 Lo '

Shandong . 29.97 © 1550 1447 S 1072 . 23.40 ‘13,78
' Shanxi 098 . 569 429 1324 £ 2754 21.65
Henan 35.80 1949 16.31 ' 119.5 1954 721
 Shanxi | 1347 . 833 - 515 B -1 19.55 L1308
Gamsz S 4mT | 1216 1256 35.13 2111
Fujian Lo 1555 - % 866 690 125.5 2699 2107
Zhejiang 2039 11.00 939 11 2120 15.83
Jiangxi 23.51 1334 10.17 . 1310 16.72 © 1018
Hubei 28.51 15.42 13.09 1178 564 956
Hunan 29.03 14,72 1431 1029 a3 1835
 Sichuan _ _ 4429 ©25.20 19.10 1319 4779 18.62
Yunnan . 953 485 451 077 3921 - 985
Guizhou E 953 481 472 1019 L sl 823
Fengtian ' ' 12.24 6.77 547 1237 D - -

- Jilin S 284 L6l 1.23 131.0 2270 12.62
Heilongjiang x 1.97 1.15 0.82 1408 25.89 13.97
' Xinjiang ' 2.11 112 0.99 113.0 4247 24.44
 Suiyuan 0.62 0.37 0.25 144.8 29.29 25.39
Total 324.40 17T 146.68 121.1 - -

Source; The 1912 Census of China, 1931: 3-9,

training was thought to prepare the gentlernan for
service in the bureaucracy. where the values leamed
would be applied to the solution of & wide range of
practical problems. Tts provision of the key to social
advance constituted a good instrumental reason for
acquiring such an education. Moreover. at times the
formal openness of the system and the possibility of
social mobility it embodied must have provided a
powerful underlying incentive to ordinary villagers 1o
work hard, so that they, or their sons or grandsons.
might have the opportunity to gain access to the
gentry.

Whatever its merits, however, the old examination
system did not provide a means of disseminating more
up-to-date knowledge. From the 18605 on. new schools
and colleges teaching modern ideas and subjects began

to appear. In the early years of the 20" century, anew
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public school svstem was instituted at the urging of
modernizing officials like Zhang Zhidong. Missionary
schools and colleges already formed a separate and
alternative  educational  svstem, bringing  modem
subjects and ideas (inchuding education for women} o
thousands of voung people.  The old examination
system continued to operate until 1906, when it was
abolished by imperial decree.  The same vear, a
Ministry of Education was set up — the first public
educational management institution in China’s modemn
history — and this was followed by the establishment of
analogous institutions at the provincial level, The Qing
government also supported projects for sending
Chinese students to Japan. the U.S. or Europe for study,
and rewarded them with official rank or status upon
their successful return.  Modem education began Lo

develop quickiy.



Education underwent further reform after the 1911
Revolution. By 1915 the Ministry of Education listed
120,000 government schools of various levels, with
four million students.  Missionary schools were
educating another half million before protests in the
1920s brought government regulations prohibiting
compulsory religion courses and requiring that the
schools be controlled by Chinese (Fairbank and Craig,
1965; 660).
Guomindang era was in

Institutionally, the major advance of the
bringing educational
administration down to the county level. Management
of education became an important function of local
government.

In the 1920s and 1930s, the government as well as
some gentry and community leaders promoted
education, mostly vocational, for rural villagers.
During this period, as well, the state financed the wages

of urban schoolteachers and staff.

Status Of Women

No quick summary of the status of women from
traditional to early modern China can do justice to this
complex subject, in part because their role varied by
social class, geographic location, ethnicity, ete. Yet it
is not an oversimplification to say that women’s lot was
often a very hard one. Women were commonly subject
to discriminatory treatment within both the community
and the household. The practice of female infanticide,
the lack of education for girls, the practice of foot
binding, all signified a deeply inferior social status.
Beginning in the latter part of the 19” century, however,
Chinese women started to make significant progress in
eliminating more egregious forms of discrimination and
gaining opportunjties for fuller participation in public
life and employment outside the home. In the early
days, women were employed in the textile industry and
other industrial sectors, where they worked longer
hours -- often 12-14 hour days without time off for
meals or rest— at lower pay than their male counterparts.
In the 1880s, girls’ schools established by American
missionaries began producing increasing numbers of
female graduates, who joined the ranks of teachers,
doctors, nurses, and other professions. By the end of
the 19* century, a body of more than 300,000 educated
professional wormen had emerged in China.

After the 1911 Revolution. more women began
entering public life, sefting up schools, businesses and

even banks. But during the Northern Warlords Govern-
men{, wonlen were subject fo government-formulated
job restrictions and there was pressure for them to leave
the labor market and return to the home. Nevertheless,
far more women remained in the labor force than at the
Republic’s beginning, and this trend picked up even
more in the 1920s. That decade also saw the election of
the first women provincial government delegates,
signaling the entrance of women inte the country’s
politicat life (UNDP, China Human Development
Report,1997: 21),

Civil Society

Relationships based on family, school, trade and
native place have historically been at the core of civil
society in China, As early as the 17" century, guilds
were appearing in places such as Hankou to advance
particular trade interests {See Rowe, 1984). After 1840,
various non-governmental institutions began to grow up
in the expanding modern sectors. Merchants, with the
support of the Ministry of Trade, founded business
assoctations, especially in southermn centers of modern
economic activity, such as Jiangsu and Zhejiang
These associations tried to integrate
business communities into coherent interest groups to
advance their goals, and they fought for the expansion
of political rights, but made little headway against
government prohibitions on involvement in politics or

provinces.

diplomacy. Nevertheless, they playved an important role
in developing China’s legal system and in encouraging
the spread of modem education. At the same time,
professional associations and political organizations

also began to form.

Rural Life

Hunger was the real issue in the countryside of
late modern China; many vitlagers lived perpetually on
the edge of starvation. The history of China’s rural
areas for the hundred vears prior to the establishment of
the PRC is one of economic decline, which began with
the erosion of the family handicraft sector. Beginning
in the late 19* century, due to technological backward-
ness, China’s most important handicrafts gradually lost
their compeltitive advantage to outsiders, such as Japan.
The decline of rural family handicraft industries, an
important source of rural income, drove craftspeople
who had lived tolerably well into poverty. Many were
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forced to sell their land, the only means on which they
relied to live, and to become tenant farmers. Landless
tenants had to pay verv high rents to their landlords and
extremely high interest rates for the loans they were forced
to take for survival {See Moise, 1977). Still, many farmers
retained ownership of the land they farmed, or part of it
and the pattern of land tenure was a complex one that
varied by region and cropping pattern.”

2. The State and Human Development from
1949 to the Reform Era

2.1.  The State’s Planning Svstem

With the founding of the People’s Republic of
China in 1949, China entered a new stage of economic
and human developmeni. Based on Marxist theory and
the experiences of the Soviet Union in building
sccialism, the state launched a series of major
initiatives. A monumensal land reform was carried out
in the early 1950s, redistributing 117 million acres of
arable iand io over 300 million farmers. and the
property of large businesses with links o the
Guomindang (the “bureaucratic capitalist class™) was
nationalized. The Chinese Communist Party. as the
parly in power, basically controlled the state: Party and
government combined to form a highly centralized
decision-making structure.

The general line of the Party for the transition
period. formulated in 19560 was the basic guideline for
both the Party and the povernment. indeed. for the whole
country. In 1934, the First Session of National People’s
Congress put the Parts’s general line into the Constitution
of the People’s Republic of China, but there was ondy 4

rudimentary legal  svstenn

&

Mao Zedeng, the Paty
Chairman, was himself the core of the Party and decision-
making system. The will of this one individual plaved a
dominant rele in the state’s decision-making systern,
Some 35 percent of modern industrial output was
aircady produced by state-owned indusiry in 1949 as 4
result of the takeover ol the property of Chind's wur-
time antagonists by the Guomindang's  INational
Resources Commission during the war. and this figure
grew to 37.5 percent by 1933 due o further nationa-
lization of enterprises by the new government, From
this  dominant

position.  the  state  occupied  the

“commanding heights” of the national economy and
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could control the character of economic growth in each
sector or field. Tt used that control to reform the
remaining private {irms. integrate them into the national
economy, and begin changing the economic structure to
favor the heavy, capital goods sector. The state was
thus able 10 control and steer the entire national
economy based on its dominance of industry and trade.

After the creation of its property rights sysiem, the
slate set up a system based on central administrative
planning, to manage economic development,. The
planning svstem, learned from the Soviet Union, was
basically put in place by 1952, although important
elements of it were added during the [oliowing several
vears (Riskin, 1987).

entirely on central planning, without any consideration

The state, however, tried 10 rely

of the role of a market mechanism in helping to
coordinate the allocation of resources either for present
consumption or for econemic construction and deve-
lopment. On the contrary, the market mechanism was
thought — especially by Mac Zedong — 1 be a
fundamental instrument of capitalism, and its survival
to pose & constant threat of capitalist restoration.
Therefore. the state, under Mao's leadership, was un-
remitting!y hostile to market forces and repeatedly
suppressed them. As early as the 1955-56 " Socialist
Hightide™ of collectivization in the countryside and
takeover of remaining private enterprises in the cities,
virtually ali private enterprises and most free marke
activity had been eliminated.

At the core of the planning system was the concept
of "Social Ration”. meanming that the govemment
attempted (o allocate resources directly and plavsically

among sectors and enterprises Creomnand planming’)

il 1t were the manager of a single huge fim. This
approach  assumes  that the government can obwin
SUppiy
conditions in all economic sectors: that it has the

accurate  information  about  demand  and

capacity: to anahyze  this  information  and  make
ceonomicallv rational decisions abour allocation;  and
that it has the meuns 1 implement these decisions
effectively, Regardless of the fact that these assumptions
were very far irom belug met, the government plauiling
departments  nevertheless  sought o conliol  socwl
development and cconomie growth directly and totatly,
In 1978, 94.4 percent of agrniculiural production and 97.5
percent of mdustrial production in China was sold at

state-fixed prices.  The state controlled almost 100



percent of output of services. Command planning was
virtually the only means of allocating resources.

Under the central planning system, banks played
the tole of cashier for the gavernment and did not
exercise any independent control over the allocation of
financial resources. The government could allocate any
funds that it thought necessary, relying on its physical
plans, and financial aflocations became merely a means
of facilitating and checking up on the underlying
physical allocations. The State Planning Commission,
under the State Council, was the organ in charge of
financial placning, as well as investment and project
planning, for both economic growth and the social
sectors. The other ministries, such as those for education
and public health, were coordinated by the State
In the early 1930s, the State
Planning Commission was at the same administrative

Flanning Commission.

level as the State Council under the central government.®
The central government controlled almost half of
all governmental revenue: 45 percent in 1953 and 48
percent in 1955 (Figure 2.2.). H we divide the entire
pre-reform period into three phuses, we would find that
the central government’s share of total revenue almost
equaled that of local governments during the 1950s,
was significantly less in the 1960s. and fell to a still
lower plateau in the 1970s. However, in that decade
local governments tumed over much of their revenue to
the center, which therefore had greater control over its
disposition than suggested by Table 2.2. The failure of
the Great Leap Forward (1958-60) -- which was Mao’s
attempt to forge ahead on the basis of popular mohili-
zation and enthusiasm and without either markets or
central command planning (the planning systern was
disabled during the Leap) -- and the famine of 1959-61
had resulted in a severe crisis for China (see section
2.3., below)., One result was the re-imposition of
command planning, but in a more decentralized form.
with more authority given to local governmenis.
Between 1949 and 1979, human development —
generatly referred te as “social development™ in China
— was an integral part of the five-vear plan framework.
For instance, chapter eight of the First Five-Year Plan
deait with vocational and higher education and the
sending of students abroad for study; and chapter nine
dealt with improving the material well-being of the
people, including public health and welfare, as well as
with general education and culture (See First Five-Year

Plan for Development of the National Economy of the
People's Republic of China in [953-1957, 1956). The
Central Committee of Communist Party of China and
the State Council fermulated policy, while departments
specializing in human development-related areas (such
as the Ministries of Public Health and Education)
plaved a major role in working out policies and plans
for their areas. During this period. state policies
regarding social development focused principally on
the following issues: employment of state enterprise
personnel, university or college graduates and workers
who took leave from their job for various reasons;
provision of social insurance for workers, including
temporary workers; emplovee welfare; building up the
public health system; provision of subsidies for sick or
injured workers. for newborn babies, and for home
visits to one’s family: handling the wage and bonus
system; planning enrollment of new students in
universities and colleges. etc.

The five-year plan was the vital instrument for the
state’s management and control of economic growth
and human development. Put forward by the State
Planning Commission and approved by the People’s
Congress, it took on the authority of law and had 10 be
carried out by governments at all levels. The five-vear
plan set broad targets and put forward relevant mea-
sures to realize them. The latter included investment in
fixed assets (still a key macroeconomic instrument for
the state), and a host of policies concerning finance,
pricing, income, individual sectors and industries, the
rurai economy. infrastructure, water conservancy, trans-
portation, communication, energy, raw malterials, and
so on. Ir addition, the plan covered international trade
policy, invesiment in science and technology and in
education, culture, medical care, sports, pepulation
control, employment, environmental protection, and the
reduction of poverty.

The system of central administrative planning was
rigid, administratively demanding and voraciocusly in
need of information. As the economy grew and became
more complex, the burdens it placed on the planning
system became geometrically heavier. The system
fostered bureaucratism and gave all initiative to a small
number of organizations and people at its center. The
decentralization of the budget. shown in Figure 2.3,
represented an atternpt to reduce this rigidity by passing
more responsibility for plan implementation down to

THi ROLE OF THE S71ate Berore THE ReErOoRM Era 21



Figure 2.2, Proportion of Total GovernmentRevenue
(Going to Central and Local Government

SOy Em

B Local Government @ Central Govermnment

Source: Stare Statistical Dara on Revenue and Expenditire, May
1982,

Note: Figures for 1993-1995 are shown for companison purposes. and
are from the Sraristical Yearbook of China, 1996, They refer to
within-budget revenue, and mey not be surictly compurable o the

carlier figures. See Chapter 5 lor additionsl discussion of fiscal

decentralization in the reform era.
lower levels of administration.  While very good at
building new factories and mines and statfing them
with new workers, the central planning svstem was not
good at motivating individual workers and managers (0
he efficient and creative.  Productivity improvements
came chicfly from the building of new facilines. not
from  the contnuous enhancement of  existing
emterprises,  Established originally to oversee develop-
ment of heavy industrics like steel and machine
building, central planning was ill-equipped to deal with
the tast-changing technologies and demands of the new
information and electronics 4ge.

Some Chincse leaders, especially Mao Zedong,
were aware of the limitations of the central planning
sysiem as learned from the USSR, and sought o change
it. From one perspective. the Great Leap Torward and
aspects of ihe Cultural Revolulion can be seen as
atlemmpts 1o do away with central planning without
alfowing a market economy 1o replace it Such ¢fforts
auve rise to cconemic anarchy, and each time had 1o be
supplanted eventually by central planning once again.
The muany attacks on planning and the planners
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weakened it badly, however, so that by the end of the
pre-reform period, central planning was being done in a
weak and truncated form at best.

Under the traditional management system, impro-
vements in human development depended principally on
funds allecations to relevam projects. including construc-
tion of universities, colleges, schools, libraries, hospitals,
clinics, etc. The state began investing in family pianning
in 1964, and in earthquake detection and survival starting
from 1976. influenced by the great Tangshan earthquake
(Hebei Province) of that vear. Even at present. after
Party Central Commitiee Tesolu-tions that set overall
strategy, project finance is still the single most important
instrurnent for realizing the state’s goals with respect to
human development (Table 2.2.).

2.2. The State and Economic Growth

Before the reform period. a plurality of funds was
allocated to the bailding of infrastructure and an
industrial base. Over the entire perind from 1950 10
1980. infrastructure funds claimed about 39 percent of
annual stute expenditure on average, This concentration
of construction  activity  succceded in building u
heavy industrial base in a fairly short period of time.
Fixed assel investment, always an important tool for the
state to promole economic growth, was and is still aiso
an instrument for exeriing mACToeCOnomic control.
Determined by the State Council. it is implemented by
the State Planning Commission, the Tinunce Ministry
and certain policy banks,

Berween 1937 and the mid-1970s. China was able
1o establish a substuntind indusirial base that included
the chemical. iron and steel. metallargicall machine
building. electrical. and nuclear indusiries. The Anshan
and Benxi Iron and Steel Companies (Liaoning
Wuhan {Hubeiy, the

Changehun Automobile Factory (Jilin). and the Harbin

Province). their

counterpart

Boiler Company (Hetlongjiang) are examples of major
enterprises that were set up during this period thai

plaved & great role in developing the Chincse economy,

Moderi Science And Teclnology

biretlectuals have undergone several changes in
their reatment by the state. Many were persecuted as
“rightists™ m the mid-1950s und again during the

Cultural Revolution period (1966-76, especially 1566~



Table 2.2. Human Development Expenditures (million yuan}

" Earthquake Pliing -+ Caltural -
S S g Reliel s Relis
1950
1952 68 895 297 17
1957 - 24 e 4w 1
1958 - o 1983 54 46
1960 - 231 2178 . 814 8l -
19%6s. - 168 2012 99 89 27
1966 202 3443 8T 88 44
1969 o 2304 0 93 :
1970 ' 206 2,756 1,047 - 170 _ _
7+ S T 4828 1992 B85 169 .
1979 - . 475 7.696 3,173 437, - 251 102 . 108

Source: State Sraristical Data on Revenue and Fapenditure, May 1982,

69). In between, during the early 1960s, and from the
late 1970s on, the state took a more positive view of
intellectuals and of the development of science and
technology. Much progress and many achievements
have been made in science and technology over the
entire period. In the 1960s, China tested nuclear
weapons and in the 1970s launched and recovered earth
satelfites. Several industrial sectors emerged as a by-
product of scientific and technological development,
such as electronics, the nuclear industry, and missile
production.  As these facts suggest. however, this
development was focused on the defense sector, and
science and technology for civilian uses was neglected,
Human development was not a major beneficiary of

science and technology resources,

Commune and Water Conservancy Facilities
Although the state undertook to build large-scale
water conservancy works before the "Great Leap
Forward", its efforts increased greatly during this
mevement. A host of irrigation works on a large scale
were constructed, including the Yellow River and
Yangtze River Trrigation Systerns. From 1958 to 1966,
before the beginning of the Cultural Revolution. the
state invested 13.79 biliion yuan to build water conser-
vancy facilities. about 3.2 times of amounts of the First
Five-Year Plan, and 290 imrigation projects were
completed. These great works played a major role in
developing agriculture and in controlling floeds and

preventing natural disasters.  The rural people’s
communes built many large water conservancy works.
and some of them are still of great benefit to farming
and the rural population generally. However. during
the feverish days of the "Great Leap Forward™. little or
no attention was paid to proper scientific site selection
and construction methods, and the result was a vast
destruction of natural ecologies and the salinization of
large areas of the Nerth China plain, one of China’s

most important farming regions.

Energy Industry
The China

successfully faid the fourdation of its energy industry.

state plaved a central role as
An electrical grid was established to network most of the
areas of the country. Ching's power industry depends
primarily on coal (which has created severe environ-
mental problems: see Chapter 4. The coal industry has
grown into a medern industry with geology. design.
construction, engineering, and research and development.
The otl industry made great progress during the 1960s
with the discovery of a few large-scale oil fields, such as
Daging in Heilongjiang Prevince, Shengli in Shandong
and Dagang in Hebei.These discoveries not only
guaranteed the progress of economic development, but
they also provided a new energy source that is somewhat
cleaner than the low quality coal that provides most of
China’s energy; switching trom coal to oil therefore

reduces emissions of toxins and greenhouse gases.
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Transport

Chinese transport is heavily dependent on
railroads, and much effort went into developing them
early in the PRC’s history. Some 21.7 billion yuan
were invested in transport and communications during
the period 19538-65, twice the amount invested during
the First Plan pericd. A complete railway network
The techno-

logically advanced Yangtze River Bridge in Nanjing

across the country was established.

was begun in 1959 and finally completed in 1968.
Nevertheless, as will be discussed in Chapter 3. China’s
transport network is underdeveloped relative to its
needs, as well as to that of other developing countries,
such as India.

Rural Industey

During the Great Leap Forward, millions of
farmers and villagers were organized into communes,
and mobilized to make iron and steel in "backyard
fumaces” and to set up small village workshops to
produce goods for local consumption. This was in
keeping with the government’s development policy at
that time of "walking on two legs”. i.e.. pursuing both
modern, large-scale capital-intensive industry in urban
areas and small-scale, labor-intensive industries using
indigenous fechnologies in rural arcas. Though the
Great Leap Forward led to a great disaster for human
development in China. the comimune system survived it,
since this system embodied a convenient administrative
mechanism for organizing rural development. including
rural industrialization.  Throughout the 1960s and the
early 1970s, the state pushed for the development of the
"five small industries (cement, chemical fertilizer,
machinery, power, and iron and steel) in the coun-
tryside as a vital compoenent of the overall development
policy of self-reliance.  This early form of rural
industry was referred 1o as commune and brigade
industry, and some of these enterprises cvolved into the
township and village enterprises (TVEs) that in the
1980% became a dvnamic driving force of rural and
even national economic development. However, aside
from the "five small industries”, the development of
rural nontarm activities, such as handicrafts and other
household subsidiary activities was held down by the
extreme hostility of the state to individual or private
economic initiatives, as well as by the policy of
promoting  local

self-sufficiency  in foodgrain
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This undoubtedly
suppressed the growth of rural incomes.

production (see sec. 2.3, below).

2.3. The State and Human Development

From 1949 1o the beginning of the reform period
in the late 1970s, the state played a complex role with
regard to human development, contributing to it in
some ways, and detracting from it in others, The most
basic human capability, that of survival to old age,
made substantial gains during this period, as is shown
in Table 2.3.
oniy a litile above 50 years in 1930 to about 68 years in

Life expectancy at birth advanced from

1978. As is discussed below, great progress was made
toward the goal of eliminating mass infectious diseases,
and basic literacy spread widely through the population.
Yet, freedom of expression and of movement were
rigidly curtailed, mass campaigns claimed many
victims, and a major famine, made possible in large part
because of these political aberrations, killed millions of
people. Such tragedies were an important part of the
human development storyv. too, and help explain why
the Chinese people turned to reform with alacrity when
the opportunity finally came,

Table 2.3. Life Expectancy at Birth, 1950-1978

TVears)

Year- . _Are_a . " Average, ..Men Warmen
. * ForToul . Lo L
. Popul;.mon.
1950 Beijing -- 539 S6.2
1933 Beijing - 612 60.5
1957 [l provinces 579 - -
1957 4 cities 64.0 - --
1964 Shanghai - 69.3 723
1972 Shanghai -- . 73.8
1978 23 provinces 68.2 67.0 7.0
Cities 71.3 094 73.2
Counties 67.9 66.7 69.2
1696 China 708 68.7 73.0

Source: Siatistical Daw on the National Feonomy of the PRC, State
Statistival Bu

Noute: 1996 life expectancs figures Dom Ching Human Development
Report. 1997, UNDP. 1998, Teble 3.2, Life expectancy figures for
Ching's pravitees in 1990 can be found in Appendix Table 3 of the

current volumae.



Population

Unti] 1964, the state did not take an active role in
Mao believed that
people, organized and motivated, were China’s most

contrelling population growth.

precious resource, and the more of them there were. the
better. The population issue became highly peliticized
in the first decade of the PRC. The first national census
was carried out in 1953 and revealed that the population
had reached 581 million. The Party Central Committee
and state then began preparing to implement a family
planning policy. However, during the Anti-rightist
Movement (1957 — see below), the idea of population
control was subjected to attack as a rightist view, and
after that such a policy becarne impossible to
implement.  Considering the hostile international
environment surrounding China in the 1960s, Mao felt
that China must prepare for foreign invasion, and his
doctrine of “people’s war” — which is aided by a large
population — was thought to be the best way to defend
the country. The population reached 963 million in
1979, 1953,

Uncontrolled population growth has imposed long-term

some 65 percent higher than in
burdens on the economy as well as on the natural
environment.

The state failed to change attitudes toward family
size in rural areas during the first three decades of the
PRC, although it inaugurated many campaigns. such as
the secialist education and anti-feudalism movements,
in order to destroy the old value system. Moreover, in
rural Ching, where the population is not covered by
pensions or soctal security of any kind. parents’
security in old age depends crucially on their children,
and especially their sons, since girls traditionaily marry
out of their family and village and become respensible
for their husbands’ parents. Therefore, there was a
rational basis for rural people to seek to have more
children, and especially more sons.

An unprecedented rate of population growth
emerged during this period (see Table 2.4.). First, the
health care system had greatly improved, and even in
the villages people had access to medical care based on
clinics, health care stations and paramedics {barefoot
doctors”) provided by the communes. Second. long-run
conditions of relative peace and better nutrition brought
down the death rate and raised the rate of natural
increase. For the entire period birth rates averaged
almost 30 per thousand, and death rates close to 11.3,

vielding a natural increase rate of close to 18.7.
The famine of [959-61
catastrophe of major proportions which has profound

was a demographic

implications for assessing the state’s role in China at
that ime. Most scholars agree that government policies
during the Great Leap Forward themselves created the
conditions for crop failure and starvation. Moreover,

Table 2.4. Population Growth, 1950-1979

1950. 55196. & 3700 18.60 15.00

1951 L. 56300 . 3780 17.80 2000
1952 57482 37001700 20.00
1953 58796 | - . 37.00 1400 © . 23.00
1954 . 60266 . 3797 . 1318 2479
1955 - 61465 3260 1228 2032
1956 | . 628.28. 3907 1140 . 2050
1957 64653 . 34030 - 1080 . 2323
1858 65994 2922 . 119§ 1724
1959 . 67207 - 2478 . 1459 . 1019
1960 66207 . 2086 . 2543 0 457
1961 65850 - . 1802 . 1424 . 378
1962 - 67295- 3701 002 2699
1963 691720 4337 10.04" 33.33
1964 70499 39.14 11.50 27.64
1965 72538 37.88 9.50 2838
1966 74542 3505 . 883 26.22
1967 . 763.68 3396 843 25.53
1968 © 78534 3559 8.21 2738
1969 806.71 3411 803 © 2608
1976 - 82992 3343 760 2583
1971 85220 3065 732 2333
1972 871.77 277 760 216
973 senit 2793 704 2089
1974 908.59 . . 2482 . 734 1748
1975 92420 2301 732 1569
1976 937.17 1990 - 725 1266
1977 94974 1893 . 687 1206
1978° . 96259 18.25 6.5 12,00
1976 97542 . 1782 621 116l
1997 - 123626 1657 651 1006

Source: Statistical Data On National Economy. State Statistical
Bureau. July 1990. 997 fipure, provided for reference. is from
China Population Statistics Yearbook, 1998, Population  and
Employment Division, State Statistical Bureau, 1998.
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the absence of independent news media made im-
possible the early warnings that a vigorous independent
press would have voiced. The state thus blinded itself
to impending disaster. supplying a classic example of
Amartya Sen’s well-known ebservation that in modern
times, no country with a relatively free and adversarial
press has suffered a major famine.”

The state has had differeat population policies for
urban and rural areas. In the early days of the PRC,
people could migrate freely between city and country-
side. Villagers could leave rural areas and move 10
urban areas or migrate to other parts of China without
any restrictions, but the scale of migration was not large.
The Common Programme, which served as China's
Constitution until the first national constitution was
adepted in 1954, stipulated that citizens had & right to
move freely.

Ever since the 1954 Constitution was adopted,
however, the words, "move freely”, have disappeared
from China's constitutions, owing to the implemen-
household
Nevertheless, migration was not considered illegal.

tation  of  the registration sy stem.
Indeed, the early1930s were a relatively normal period
tor the development of urban-rural relations. The
pericd from the late 1950s to the late 1970s was when
relations between city and countryside deteriorated. In
1956, in response to increasingly large movements of
farmers into the cities in scarch of new jobs in
construction and in the industries being set up by the
First Five-Yeur Plan. the state promulgated regulations
prohibiting “blind migration” of rural pepuiation
urban arcas. That was & time of rupid and disorienting
social and economic change in the countryside: the
“socialist hightide of collectivization” was under way,
in which almost all farm households were moved from
private farming into “agricultural producer cellectives”
in a period of less than two years.  Although many
villagers were able aguin to lind jobhs in wwns and
cities during the Great Leap Forward. the barrier
between urban and rural socicties was finally hardened
during and just after the great famine thar ended the
Lewp. when the stae, unable 1o employ or feed them.
sent some 20 million people back 1o their villages
Trom then on. not onjy the han on rural-urban
migration, but aiso the state monopoly on purchasing
and marketing of erain. cotton. and other essentials, and
the work unit-based weifare and distribution system,
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combined to make unauthorized population movement
impossible. Even if one could get to the city, there
would be no way to abtain food, medical care,
education or other essentials. This system strictly cut
off the urban and rural areas from regular contact with
each other.

The state created an integrated system of
population management at all levels from central to
local. Everyvone was (o tegister his or her household in
his or her birthplace. Without permission from local
government, one could not move from urban to rural
areas or vice versa. One who moved without permission
"Heihu” “black

household™). Thus, migration was effectively controlled

was referred to  as {literally,
migration, and a dual social structure emerged. Urban
residents, based on their household registrations (hukou)
obtained food, clothing, articles for daily use, such as
bicveles, watches and sewing machines from their work
unit or the state, whereas rural inhabitants had access to
no such privileges.

China
emphasized a policy of "laking grain as the key link”.

During the Culral  Revolution,
ie. pressuring all rural communities to be seli-
sufficient in production of basic foodgrains. The state
prohibited farmers from engaging in side occupations
and family handicrafts.  Many localities that had
historically specialized in economic Crops (e.g.. sugarn,
tex) now could not do so. both because they had to
grow grain instead. and because the markets for their
Without household

sideline production. villagers had no money to purchuse

crops had declined. in anyv case.

daily necessities and their standard of living could not
improve. In the Cultural Revolution period. residents
of 1owns and cities Hved Targely on a supply system.
with purchases of ordinany goods limited by raton
coupons, such as those issued for grain, cloth, oil.
bicveles. and cotton, rather than by money. Markets
were strictly prohibited.

The huken system prevented people, especiulhy
farmers, from moving o rowns. Small towns decretsed
in numbers and vigor, and the number of smaller cities
decroased.  alzo. Only medium  and  larger  cities
increased in nambers during this period {see Table 2.5,
Increasing numbers of rural people were {orved 1o
remain working in agriculture while more and more
urban residents were concentrated in a small number of

large ¢ities.  Throughout the 1970s the commune



svstem persisted in the rural areas with its smallest unit
— the production team, corresponding to a hamlet within
a village — as the basic unit of work organization and
income distribution. This system disguised the fact that
agriculture now had toe many workers by providing
them all with food and basic income under the
colective system. However, work incentives were poor,
labor productivity was low and incomes stagnated.

Health Care

The govemnment early on set up a management
system for the country’s heaith care. In rural areas,
emphasis was put on maternal and child health,
vaccination especially, on controlling major diseases,
and developing Chinese medicine hand in hand with
western medicine. Prevention was stressed.  Invest-
ments in health care facilities, personnel and treatment
were the vital instruments used by the state 1o develop
the health care structure. The proportion of investment
in health, education and culture averaged close to 9.5
percent of total national investment between 1952 to
1978.

The state’s focus in rural areas was on creating a
comprehensive health care network and investing
special funds to control the worst infectious and
parasitic diseases. China created its rural health care
svstem on three fevels: county. township and village,
At1he county level, the health care institutions provided
technoiogy and policy guidelines to the other two levels;
township hospitals played a pivotal role between county
and viliage, taking more serious cases from below and
passing along the most serious to the county; the village
clinic was the base of the system. providing routine
care and diagnosis. This system was effective in im-
proving the health status of the rural population. 1In
general, the number of medical technical personnel in
the country as a whole grew to 2.6 million in 1978 from
659 thousand in 1952.
beds reached over 1.9 million in 1979 from 160
thousand in 1952 (Table 2.6.3.

In rural areas. supported by the state, a collective

The total number of hospital

system for health care was set up. During the Cultural
Revolution period. the Party and state pressured urban
doctors 1o go to the countryside and encouraged the
training of * barefeot doctors” . ie.. villagers with

Table 2.5, Changes in the Structure of Urban Areas,
1952-1995

Cities with more

than one mullion i
population . - - 9 10 13 18 32
Cities with o '

population between '

500,000 and one T _ : I
milion 10 18 - 18 27 43
Citieswith - - ' ' :
population 2()(}000 B

to 500,000

Cities with

population bébw . o

200.000 s 14 97 en
5400 3621° 3000 2,600

LTS
~1
it

=
I

Towns

Source: Zhoun and Zhang, 1991, 1995 figures from Statistical
Yearbook of China, 1996.

rudimentary medical training who could provide basic
paramedical services to their neighbors. The collective
medical svstem (CMS) that spread widely throughout
the countryside in those years, reaching over 85 percent
of villages at its peak in the mid-te-late 1970s, provided
a cost-effective way of improving the health status of
China’s huge rural population (See UNDP, China
Human Development Report, 1997), Many diseases
were eliminated or controfled. For instance, smallpox
was eradicated in China as early as 1961, As we have
seen, national life expectancy increased from 57.9 in
1937 10 67.9 in 1978, However, with the dismantling
of the communes and the shift to the "housecheld
responsibitity svstem” in the countryside after 1980, the
CMS quickly disappeared, leaving a serious gap in
China’'s rural health care network. In recent vears, the
state and public have both come to realize the advan-
tages of the CMS and moves have begun to re-establish
something simitar in order to restore the orientation
toward public heulth and prevention that CMS had
embodied.

The workers and staff who had jobs in state
owned units (danwei) enjoyed the right to tree medicine
and health care. Both free medical service and medicat
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Table 2.6. The Development of Health Care, 1952-1979

1952 .. 38987 o 160 39 o3 60 343

1957 122954 205 o7a 250 1039 408
9S8 . L0 196829 26 13265 1329 409
1960 - - 261095 .. ¢ 65S 200 0 -305 - 1805 . . 414
1962 0o 20798 . 6900 o 253 37 a4 am
195 - 224,266 R 766 308 . 40.2 1,532 T 404
1960 . 153891 993 s T 539 C 14 4SS
1972 135027 L1337 0 78S s87 L A708 . - 453
1975 151733 1,598 o961 60.1 C20s7 510
1979 176793 19% 1,192 617 2642 607

Source: Statistical Data on the National Economy, State Statistical Bureau: July 1990: Statistical Yearbook of China, 1998: 770. Note: Total
hospita? beds include those at ¢ity and county levels, County hospitals are zccessible o some rural residents. Medical rechnical persennel include
all permanent medical staff and employees of medical institetions, including doctors (Chinese and Western), paramedics, nurses. pharmacists,
Taboratory specialists, etc, For figures on hospital beds for selected years from 1980 to 1997, see Chapter 4, Table 4.13.

service based on labor insurance were established in -time and after-work education and allocations were
emulation of the Soviet Union. The funds came from increased for basic, vocational and higher education
either state finances or the darwei. Of course. only (see Table 2.7.). From 1950 o 1979, 61.14 billion
government staff , state enterprise workers and some vuan were allocated to educational development.
workers in collective enterprises had access to these averaging about 6.6 percent of foral national
systems. expenditure. During the Cultural Revolution period in
the 1960s, rural and remote areas were made the focal
Educarion point of attention, with the geoal of nurrowing the
At the end of 1950s, the state tried to establish a culral gap between rural and urban areas. and
management system for education that would en- between advanced and backward areas.
courage greater initiative from below. Enterprises and Educational development made considerable pro-
rural communes were cricouraged 1o provide part gress in the pre-reform  period isce Table 2.8.5

especially in rural and remote arcas. In the early dayvs
Table 2.7. Distribution of Students over Three of new China, the state promoted mass education. The

Levels of Education Movement to Fliminate Illiteracy gave workers and
villagers the epportunity 1o learn to read and write. The

. Year .. Proportionof -~ Students per 10.000 popuistion education of minorities made much progress as well.

S $t_u_dent;; i Eq.;fw:e:rsigf,% or.’ __:M.i_d.die g anftﬂ : Numbers of students and their proporiion of the

- Population: - College ' School - “School | population both increased  greatly. However, a
1949 4.76 32 23 a0 distinction must be drawn between the earlier and later
19?2_ 9 1% 53 s8¢ phases of the pre-reform period as a whole: during the
193;’ “']% f‘% 1i0 9?4 later phase. in particular. education was compromised
:zz: 1:\2: 1;1 1: 125? by the impact of repeated political campaigns. The
1970 £5.97 06 39 | 27 Cubwral Revolution destroved the pre-existing school
1975 31 40 . 193 Ledl svstem and left a generation of students poorly
1579 2141 10.5 621 1.510 educaied.  Replacing normal school curricula with a
program of ideology and dogma. it left behind a great

Source: Brief Staisticad Data on the Nutional Economy {1949- 1088, aap in frained pCT\'()ﬂl]Cl. for most of the students who

July, 1989, graduated during that period were not well qualified for

28 CHina HUMAN DEVELOPMENT REPORT 1990



their positions after the reform era began.

The State And Women

The Party and state have promoted the goal of
equality between men and women, and the status of
women advanced significantly during the first three
decades of the People’s Republic in various fields,
including economic sectors.  The state guaranteed
women equal rights with men by law, regulation and
policy. In the economic field, women were to get land
and work points {(gongfern, ie., credits for work
distributed by  the

communes that determined the amount of income

agricultural  collectives  and
eamed) on an equal basis with men. Aithough there is
much evidence that women in the countryside were
commonty awarded fewer work points than men for
equivalent work, the stated principle of equality was
important, In urban areas, more and more women
moved into the labor force and took jobs in government
and enterprises (see Figure 2.3.).

In the field. the state
opportunities for women’s participation in political

political provided

affairs and administrative management. Female
representatives in the National People’s Congress,
while remaining always a distinct minority, increased
session by session (see Table 2.9.), reaching a high of
21 percent in the Fifth NPC of 1978,

Table 2.8. Educational Expenditures, 1950—1979

1950 376 6803

1957 1952 304210 642
1958 1983 0940 - a4
1960 . 3,178 65414 - . 486
1961 2,678 35602 7.52.
1966 . 3M3 . sa1s6 636
1969 . 2704 D.52586° - . 514
1972 . 3884 76,636 5.03
1975 4,826 82,088 : 5.88
1979 . 7996 127,311 . - 6.28

Source: State Statistical Data on Revenue and Expenditure, May
1982

Figure 2.3. Women in State Owned Sectors, 1952-
1979

Pearcent

Source: Statistical Duta on Chinese Labor and Wages: 1949-1985,
July 1987.

The government adopted policies and measures to
guarantee the rights of women, provide them with
opportunities for education and training, establish
amaternity support system, increase female employ-
ment, help women foster a spirit of self-respect, self-
confidence, independence and self-improvernent, and
encourage them to take the initiative in social life.
Policies and measures were also adopted that prohibited
various forms of discrimination against women and
maltreatment of women. Much of the state’s interaction
with women took place through the All China
Women’s Federation, formally a mass organization but
which had close ties to the state.

Despite this record of improvements, women have
often found themselves discriminated against. They
have sometimes had difficulty in finding and keeping
goad jobs. and are not infrequently victims of domestic
violence, especially in the countryside. In rural areas
the strong preference for sons has survived. being
compatible with the cultural custom of girls marmrying
out of their village and family.?

Social Security

Based on the experiences of pre 1949 China and
of the Soviet Union, the government established a
social security system for urban residents, beginning
with the Labor Insurance Regulations of People’s
Republic of China, promulgated by the State Council in
1951.
enterprises with more than 100 members.

This covered state, joint venture and private
Later, the
regulations were implemented on a wider scale, but
they never covered rural areas. The state and its
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Table 2.9. Women in the National People’s Congress

THERNRC

Sum Total of Representatives '
Women Representatives

9 of Women among Representatives

Source; Statistical Summary of National Economy: 1949-1979, State Statistical Bureau.

agencies played the role of formulating policies and
regulations for social insurance and providing financial
resources to public institutions to finance their social
insurance obligations.

The social security system in urban areas covered
retirement pensions, health care, industrial accident
insurance, and childbearing security. These protections
had only limited coverage, however, chiefly of workers
in state-owned units.  Management of the social
security system was differentiated by industry and
ownership sector. There were essentially three variants
of the systen. The first, implemented in state owned
enterprises and in government and other institutions,
was financed by government allocations (sce Table
2.10.) and covered unemployment insurance, medical
care, industrial injuries, child birth insurance, social
relief, social welifare, and pensions for the disabled and
the families of deccased workers. The second covered
urban collective enterprises:  their workers received
coverage similar to that mentioned above. but it was
financed by the enterprises. themseives. or by local
governmient,  Third, there was an cmergency relief
program for urhan residents without jobs,

The state alse formulated policies for contract and
temporary workers who held either wrban or rural
houschold registrations. These workers were given
access 10 some social insurance — for instance, for
industrial infury. T they worked for state owned
enterprises or instifutions. their social insurance came
from the state through their work unit.  Lnterprises
enjoved almost no autonomy from the stater wage and
welfare standards were determined by the govermment,
profits were taken by it. and any financial responsibitity
enterprises bore would ultimately fall to it as well. The
state thus controlled social insurance, in reality,
although the system was based formally on the work
unjt.

During the first three decades of the PRC, some

30 Crina HUMAN DEVELOPMENT REPORT 1999

units tried 1o set up a social insurance system at unit
level, based upon member contributions. For example.
in the 1950s Qinghua University in Beijing created
such a system for medical care, under which faculty
made monthiy payments into a health care account,
which could then be tapped by those needing medical
attentior, In fact, this system still exists in some urban
enterprises, government agencies and institutions as a
complernent o the old social security system.

The government has provided some supporl for
rural social insurance, welfare and relief, and special
care for disabled service people and family members of
revolutionary martyrs and service men and women (see
Table 2.11.).
rural areas were treated very differenty. In cities and

In most respects, however, urban and

town, only workers in state owned firms and stafl of
government offices and institutions were eligible for
social insurance. welfare and relief. Citizens withowt

jobs were ineligible, except for sociul retief, Urban

Table 2.10. Budget for Labor Insurance and
Welfare, 1952-1979

Year " S ."i"oml_. S L Tndex Percent of
' L (195221003 < Total Wage
e R R T

1952 T es 100.0 14.0

1957 o279 2937 179

1960 368 387.4 14.0

1961 315 3316 13.2

1565 2906 3114 125

1069 326 3432 12.3

u72 413 136.8 12.2

1975 16.3 487.4 120

1974 921 0695 17.4

Source: Statistical Duta on Chinese Labor and Wages, 1987,

Note: Figures aee in Current yuan,



Table 2.11. Expenditures for Disabilities and Social
Welfare, 1952-1979

1952

957 . 529 136 066 152 2.41
1958 222 LIS 063 120, 0.87
1960 . 794 - 215 112 146 4.33
1961 1009 244 LIS 145 - 620
1962 8.14 239 1.21 1.73 402
1964 17.04 287 143 206, 1211
1967 © 816 290 132 © 244 - 28%
1970 6.33 _ S 267 :
1975 1288 = 347 175 375 566
1979 2231 646 541 263 ... 10.24

Source: State Statistical Data on Revenue and Expenditure, May 1982,

residents without jobs or family support, such as the
disabled, elderly, orphans and other hardship cases,could
get relief funds from the Department of Civil Affairs,
but at very meager levels.

Rural areas lacked a social security system, but
the government allocated some financial support to
social relief and welfare each vear {see Table 2.12.).
During the collective era. the government also
advocated that production brigades create their own
social security system relving on the collective
economny and mutual aid. In fact, under the communes
the rural areas did create such a system, known as the
“Five Guarantees”. Five Guarantee househoids (wubao
Ay included old people without relatives to support
them. the disabled, orphans. and dependents of PLA
personnel. A modicum of collective sapport was
provided through the commune system, supplemented
by small govemment allocations and special
expenditures to deal with the effects of natural disasters.
Other than that, however. rural residents had no access
to social insurance, just as they lacked the higher
guality education and better health care available to

workers in state owned enterprises,

Housing
The housing system has been reformed several
times since the 1950s, Under the original system

Table 2.12. Expenditures for Social Relief

1952

1957 1.36 0.66 4853
1958 . 115 0.63 _ 5478,
1960 - 215 L2 5209
1965. : 292 1.65 56.51
1967 291 132 45.36
971 267 . -
1975 349 175 0 5004
2979 527 - 263 . 4991

Source: State Statistical Data on Revenuae and Expenditure, May 1982

formulated in the 1950s, most employees of state
enterprises obtained apartments from their work units at
very low rent. Residents had use rights to their
apartments, but did not own and could not seil them.
Government staff and workers in the state andcollective
enterprises were allocated housing that differed in size
and quality according to their rank and seniority. The
government, both directly and through its enterprises,
provided the enormous financial resources needed to
build and then maintain the housing stock.

Jobs And Wages

Employment data referred only to the workers and
staff in formal enterprises which, from the mid-1950s
until the reform era, meant state and urban collective
enterprises. The rural majority of the population are
still not included in most employment data. For the
covered population. official policy long recognized a
right to a job for everv worker. and the state sector
basically absorbed the urban labor force more or less
completely from the mid-1950% until the dawn of the
reform era. Therefore the employment rate was very
high, for both men and women. Except for a few vears
during this period, the emplovment rate rose steadily
{(Table 2.13.). The People’s Republic had inherited an
economy wrecked by war and civil war, with a very
high unemplovment rate. However, the combination of
high investment in economic consiruction and control
of urban population size made it possible to bring
unemployment down to low levels.  Still, the formal
unemployment rate of 3.8 percent in 1978 probably
understates the actual rate of joblessness.
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In order to carry out the policy of priority
development of heavy industry, the government
accumulated funds by maintaining wages at a low level
and controlling their growth. As Table 2.14. shows,
there was a rough negative correlation between the
gccumulation rate and the rate of growth of wages:
during periods of very high accumulation, wages fell.
When the accumulation rate came down, wage growth
resumed,

There were several wage reforms after 1952,
Until 1956, government cadres and administrative
personnel were paid by means of an in-kind supply
system {a ration of basic necessities plus a small cash
supplement} that harked back to the practice of the
Parnty and army during the war and civil war period. A
major wage reform occurred in 1956, in which graded
money wage systems were adopted for workers and for
cadres and administrative personnel. Total employment
and the wage bill are shown in Table 2.15.

In rural areas, early in the era of the people's
commune, villagers’ means of production and even part

Table 2.13. Unemployment Rate, 1949-1979

Yeawr U Toulfmills) o Percent -
1949 474 238
11950 4.38 So132
1951 301 10.8
1952 ‘ 3.77 10.5
1953 3.33 10.1
1454 3.21 6.6
1433 315 5.9
1956 213 5.3
1957 2.00 3.4
1978 5.30 +.9
1979 5.68 38

Scurce: Statistical Data on Labor und Wages in China; 1949-1985,
July 1987,

Table 2.14. Relationship between Accumulation of
Funds and Wage Growth

Years s . Accumulation Rate (%} Growth Rate of Real
: R L Wies (%
1953-1957 ) 54
1958-1962 30.8 -4.4
1963-1965 227 7.2
1966-1976 303 -0.7

Source: Xu Songtao, 1989,

32 CHiNa HUMAN DEVELOPMENT RUEPORT 1999

of their household belongings and consumer goods,
including furniture, were taken by the commune.
Members’ remuneration was distributed in a unified
manner according to work points acquired by
performing labor, their work activities and daily life
were run zlong military lines, and they took their meals
in public dining halls. Puring the famine that ended the
Great Leap Forward, however, many of these measures
were abandoned and members resumed a more normal
life. During the Cultural Revolution years some radical
policies returned to the countryside, including highly
egalitarian pavment methods. These measures were
taken under the guiding ideology of “restricting
bourgeois rights”, realizing a purer form of socialism
and then achieving a swift transition to communism.
During most of the collective period, rural income was
collected and distributed to members at the level of the
productions team, consisting of some 20 or 30
households that constituted 2 hamlet or neighborhooed
within a viliage. Although income was to accord with
skill and actual work done, within each team it tended
to be very equally distributed. Among different teams,
however, big differences in average income could occur
because of differences in natural conditions (soil,
availability of water, ete.).

Civil Society
Under Ching's central planning system, the work
unit replaced the community as the basis of social life.

The work unit took care of most of the workers’ needs,

Table 2.15. Empiovees and Total Wages of State
Enterprises, 1952-1978

Year i L :- Employees R _ :_T'c_ia;i Wages . y
LR gmilions) U pbillion yuan)

1952 1580 6.8

1657 S 2451 15.6

1958 C 4532 18.0

1960 5044 2623

1961 4171 244

1965 3738 235

1979 47.92 278

1475 64.26 386

1978 7451 46.9

Source: Statistical Da on National Eeonony, July 1990



from income to housing, from childbirth to schooling to
funeral expenses, from health care 1o old age pension,
and it even supplied common consumer goods. In
some large industrial bases, especially those located in
the north and west of the country, enterprises founded
schools, hospitals, shopping centers, hotels, clubs,
public baths, and restaurants for their workers, to
supplement their well-being. The enterprise was thus
not only a production unit but also an independent unit
for social management. Some Chinese referred to this
as an "enterprise-created society", and it was a common
social phenomenon in towns and cities.

Enterprises created communities, as well.
Common sensibilities and common feelings were
shaped by shared surroundings. In some areas, huge
enterprises of national scope were physically isolated
from their local environment. For instance, the Baotou
Iron and Steel Co. in Inner Mongolia, had almost
nothing to do with its host locality, its government,
local economic growth or local social development. At
present, these communities have become hardship areas
with more laid-off workers, lower income, fewer job
Their "unit" {(danwei) was the basic
community of their workers’ lives. The danwer

opportunities.

provided almost all their needs, including even
marriage. The sociologist, Fei Xiaotong, has noted that
the relationship among the workers in Baotou Iron and
Steel transcended mere working relations to resemble
those of a family. Many sons and daughters of old
workers were in fact related by marriage. The all
pervasiveness of the danwei has put serious
impediments in the way of reform at the present state
owned enterprises, because there is a strong emotional
attachment of furloughed workers to their danwei,
making it very difficult for them to part from it, even
when the "unit" faces bankrupicy. Accustomed to
having their needs taken care of by their dgnwei, they
are extremely reluctant to enter the labor market and

look for another job under vastly different conditions.

Protecting The Environment

The government and leaders of China showed no
awareness of the serious nature of the counfry’s
environmental problems until the early 1970s. Due to
enforced isolation and jts own closed-door policy, the
country lacked knowledge of the environmental issue
that had emerged two decades earlier in the developed

countries, On an international scale, the issue of
environmental protection began to gain attention in
1972 with the first United Nations Conference on
Human Environment. However, environmentalism was
lumped together with many other western ideas
regarded by the then dominant Party ideclogy as
capitalistic and therefore anathema for China. Al-
though the government sent a delegation to the UN
Conference in Sweden, environmental protection was
not recognized as a priority in China for many years to
come.

Nevertheless, in the years from the establishment
of the PRC until 1972, the government did pay some
atention to protection and management of the
environment., For instance, public health departments
inspected and acted to contro] air and water pollution in
some areas. The state issued Standards of Health for
Industrial Design (implemented from April 1, 1963).
Environmental protection was treated as a component
of public health work and managed by the Ministry of
Public Health. Before 1972, only one national
environmental management department existed; a sub-
office of the Ministry of Construction, it was the
predecessor of NEPA (National Environmental Protec-
tion Agency). No such agencies existed at the local
level.

The Great Leap Forward, with its the many large-
scale but ill-conceived water conservancy projects and
its movement to produce iron and steel locally, caused
large-scale destruction of local ecosystems.  Several
hundred thousand small blast furnaces and some 60
million people were thrown into the “backyard iron and
steel” movement. Without sufficient coal and coke,
people engaged in massive tree cutting to get fuel for
the furnaces, and the country lost much of its surviving
forest cover. The present problem of growing
desertification can be traced in part to the Great Leap
Forward. What is more, most of the iron and steel
produced was of such poor quality as to be useless.

Agriculture was also a source of pollution. In
order to increase grain production, the state invested
substantial sums in setting up farm chemical factories,
and farmers began using increasing amounts of
fertilizers, pesticides and plastic film. There was little
recognition at first of the side effects of farm chemicals
in polluting the land and water supply, damaging soil
structure and producing pesticide-resistant pests. Many
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farmers have become highly dependent on chemical
fertilizers and use them indiscriminately, which
depletes the soil’s organic content, harms its structure
and makes it more vulnerable to erosion.’

At the same time, local governments opened for
tilling large areas of wasteland, grasstand, and forest, in
order to achieve local self-sufficiency in grain
production. Devastating floods along the Yangtze and
Songhua Rivers in the summer of 1998, which cost
over 4,000 lives and US$31! billion, were in part a
legacy of the terrible erosion caused by such policies.
Indiscriminate logging in the upper reaches of the
Yangtze and reclamation of land bordering lakes
increased the difficulty of controlling the floods.
Dongting Lake in Hunan Province is one of the largest
lakes in the Yangtze’s middle reaches, and it plays an
important role in absorbing flood waters coming down
the Yangtze. However, the total area of the lake has
been greatly reduced by decades of reclamation for use
as farmland. The same has happened to other major
lakes in Jiangxi and Hubei provinces. Famming along
the Yangtze embuankment and lakes has, since 1949,
never been conducted in an environmentally sound
manner, and the region has accordingly become
increasingly prone to severe flood damage.

In the indusirial sector, the state focused on heavy
industry, including power, steel, machinery, chemicals,
automotive industry, paper, and building materials.
These were all heavily polluting industries. Reliance
on major fossil fuels, especially coal {see Table 2.16.),
produced a huge problem of sulfur dioxide emissions.
Air pollution became a serious threat to health in that
era and also, in the form of acid rain, caused
widespread damage to forests, especially in the
Southwest. With development of the chemical industry,
large amounts of untreated chemical wastes were

poured into the rivers and ran down them into the ocean.

There was no wastewater treatment.  During the
Culrural Revolution, the goal for each locality was to
build an independent economic system and local
governments, such as those of Beiging, Hangzhou,
Suzhou, Guilin, Jinar, Xi’an, Luoyang, Kunming, etc. —
all cities with long histories and rich cultural heritages —
sought 10 construct heavy industrial bases, including
enterprises making steel, chemicals, and construction
material. These industries destroyed the urban environ-

ment and ecosystem, as well as seriously
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Table 2,16, Structure of Energy Consumption

1965 CUBESL 103 e e
1970 °. B0 U1aT U 090 3
1_978 '70‘.7 227 : ERNEEREE: T LI I

Source; Statistical Yearbook of China, 1998.

harming development.

The rate of energy utilization was very low under
central planning. Firms were primarily concerned with
meeting plan targets, not with efficiency, cost or
conservation of resources. The basic character of
energy utilization during the PRC’s first three decades
was that of high input and low efficiency.

Since 1973, environmental protection has made
some progress, although not enough to offset accele-
rating destruction (see Chapter 4). 1973 was the year of
the first National
Protection, held in Beijing. The State Council then

Conference on Environmental

approved the State Planning Commission’s report on
National Environmental Protection, and its attachment:
Several Policies on Protecting and Improving the
Environment. Based on these documents, environ-
mental protection agencies were set up at different
levels of government. In the mid-1970s, the govern-
ment began to implement environmental planning in
urban areas.

2.4. The State and Mobilization Campaigns

The state launched & great many mass campaigns
off and on during the vears between 1949 o 1979,
These campaigns had major effects on human develap-
ment in Ching, some positive and others negative.
Only a few of the most important will be described here,

Eliminating Hliteracy

Immediately after the founding of the PRC, the
state decreed that cducational policy must serve the
needs of socialist construction and provide opportu-
nities for most of the population, particularly workers
and farmers. At the same time, the state took measures
to eliminate illiteracy among adults aged 15 to 50,
stipulating that all educational institutions should open



their doors to people seeking basic education in reading
and writing. A large number of programs were set up
by governments at various levels to bring literacy to the
people, such as accelerated courses, after-work
educational programs for workers, etc. In rural areas,
governments and education offices set up adult schools
and launched the Campaign to Eliminate Hliteracy.
According to statistical data for 1952, more than 80
percent of students in primary schools, 60 percent in
middle schools, and 20 percent in universities were
from worker and peasant backgrounds. This campaign
made the rudiments of education available to millions
of people who had never had the opportunity of
learning before, and contributed immeasurably to
rapidly raising the level of human development in

China.

The “"Hundred Flowers” and Anti-Rightist
Campaigns of 1956-57

In the early days of the PRC, the state and Party
controlled the press and education much more tightly
than the Guomindang government ever had, and
expended great efforts on the "thought reform” of
intellectuals, in the hope that study of political texts,
small group discussion, and criticism and self-criticism,
such as the Communists themselves had long practiced,
would in time succeed in changing attitudes and habits.

In 1956, Mao Zedong launched a “Hundred
Flowers™ campaign, inviting intellectuals to speak out
freely and express their views about government
policies. In the summer of 1957, however, alarmed by
the bitter criticisms made by many intellectuals who
resented its monopoly of power, the state launched an
Anti-Rightist Campaign. Half a million people were
labeled rightists, criticized harshly, persecuted, and
subjected to serious discrimination for more than 20
years afterward. Ma Yinchu, president of Beijing
University at the time, was labeled a rightist for his
advocacy of the need for birth control as an integral
component of national economic policy. Other well-
known intellectuals who favored birth control, such as
Fei Xiaotong, Wu Jingchao, and Chen Da were also
branded rightists. The Anti-Rightist Campaign cost
China the participation of its best intellectuals in
national development, made free discussion impossible
for decades, and established the coercive and irrational
atmosphere that permitted the disastrous Great Leap

Forward (see below) to occur unchallenged. It also
gave rise to a period of uncontrolled population growth
that greatly complicated the twin missions of
developing the economy and protecting the natural

environment.

Great Leap Forward

Mao Zedong and the state he led launched the
Great Leap Forward and people’s commune movement
in 1958. This campaign lasted almost three years, from
autumn 1958 to early 1961, One of the key policies of
the Great Leap Forward was that the central govern-
ment transferred much  authority, including the
recruitrnent of workers and examination and approval
of construction projects, to local levels and reformed
the economic management system so that the localities
could have a free hand in developing local industry.
The state demanded that local governments establish
In the

autumn of 1938, rural people’s communes were set up

their own independent industrial systems.

by amalgamating the advanced agricultural producer
cooperatives (collectives) that had been established in a
prior campaign (the “ Socialist Hightide in Agriculture™)
in 1955-36, Members of the same commune worked on
the land under collective ownership and unified
direction. The means of production and other personal
property of members was taken by the commune,
members’ production activities and daily life were run
along military lines, and members had to take their
meals in public dining halls, Objective statistics were
attacked as rightist; the information required for
sensible planning disappeared, and central planning,
itself, was abandoned. After an initial period of great
enthusiasm, in which many heroic construction tasks
were carried out by armies of people, the economy
moved toward chaos. Ideology dictated farm tech-
nology and practice {“deep ploughing and close
planting”). A campaign to make local iron and steel
throughout the country caused enormous environmental
damage, wasted vast amounts of resources and pulled
excessive numbers of farmers out of agriculture (see
section 2.3. above). The Great Leap Forward resulted
in a major famine (1959-61). Govermnment statistics
indicate that there were some 15 million excess deaths
during the famine period, and demographers have
estimated that there were many more unreported deaths.
The Great Leap Forward was a major setback to human
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development in China and the famine it helped produce
provides evidence of negligent state behavior toward
.the most fundamental aspects of human development
(see also section 2.3.).

Cultural Revolution (1966-1976)

The Cultural Revolution proper lasted from 1966
to 1969, although aspects of Cultural Revolution
policies survived until 1976, so that the phrase
*Cultural Revolution Decade” is commonly used in
China. This all-consuming campaign was launched by
Mao Zedong after the struggle among competing
factions within the Party became acute. For a few years,
all of China was consumed by factional struggles,
sometimes including armed struggle. Lin Shaoqt, then
China’s President, was treated cruelly during the
Cultural Revolution and died in November 1969.
Many people were victimized, and the whole country
suffered from the deterioration of discussion and debate
into sloganeering,

The economy suffered, as well, during the
Cultural Revolution. In many cities production was
actually suspended for sustained periods of time so the
workers could “make revolution”, With planners,
statisticians and other specialists condemned as
“bourgeois experts’, the planning and management
system could hardly function. Some urban industries
were transferred to rural areas, and many technical
personnel from urban factories were compelled to do so
as well. Due to this and other factors, large numbers of
small factories run by communes or production
brigades began to appear in the Yangzi Delta. Later,
during the reform period, many of these became
dynamic “township and village enterprises” that made
the Yangzi Delta one of China's most prosperous
regions.

In rural areas, early in the era of the people’s
commune, villagers’ means of production and even part
of their household belongings and consumer goods,
including furniture, were taken by the commune.
Members’ remuneration was distributed in a unified
manner according to work points acquired by per-
forming labor, their work activities and daily life were
run along military lines, and they took their meals in
public dining halls. During the famine that ended the
Great Leap Forward, however, many of these measures
were abandoned and members resumed a more normal
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life. Puring the Cultural Revolution years some radical
policies returned to the countryside, including highly
egalitarian payment methods. These measures were
taken under the guiding ideology of “restricting
bourgeois rights”, realizing a purer form of socialism
and then achieving a swift transition to communism.
During most of the collective period, rural income was
collected and distributed to members at the level of the
production teamn, consisting of some 20 or 30 house-
holds that constituted a hamlet or neighborhood within
a village. Although income was to accord with skill
and actual work done, within each team it tended to be
very equally distributed. Among different teams,
however, big differences in average income could occur
because of differences in natural conditions (soil,
availability of water, etc.),

Although agriculture was somewhat less affected,
the combined effects of several policies drastically
reduced farmers’ production incentives. These policies
included the promotion of grain production at the
industries; the
suppression of rural markets; the issuance of bureau-

expense of sidelines and rural
cratic commands to farmers by higher level cadres; and
an excessive egalitarianism in the distribution of
income. Proof that Cultural Revolution policies had
provided very poer incentives to farmers lies in the
record of the early reform years, when agricuitural
output leaped forward at unprecedented rates of growth
at the same time that millions of people were leaving
farming for more lucrative pursuits.

During the Cultural Revolution nobody talked
about human rights. and the human rights situation
deteriorated badly. Many people, because of things
they had once said, or their class background, were
beaten, imprisoned, and otherwise treated harshly
without any semblance of due process. Freedom of
expression was severely limited. The educational
system created by the state in the early days of the PRC
was destroved, textbooks simplified, the examination
system canceled. Universities closed their doors for a
long period. The state encouraged educated people, old
and young, to go to the countryside and factories to
learn from workers and peasants and put theory into
practice (see below). The Culwaral Revolution did
serious harm 1o the lives and livelihoods of millions of
people, and damaged the national economy, education,
and culture. China suffered heavy losses.



Table 2.17. Rustication of Urban Educated Youth

Source; Statistical Data on Labor and Wages in China: 1949-1985, 1987.

Table 2.18. The Returned Urban Youth
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Source: Statistical Data on Labor and Wages in China: 1949-1985, 1987.

Rustication of Urban Educated Youth

In order to reduce the pressure of urban un-
employment, the state encouraged educated urban
vouth go to the countryside to work and be re-educated
by the rural majority. From 1962 to 1978, almost 18
million urban youth were sent to the countryside to live
and work (Table 2.17.). The tide was particularly great
at the height of the Cultural Revolution, when rusti-
cation was used as a way to end the fighting between
rival groups.

Rustication was not a popular policy, and it was
not easy for the state 1o mobilize so many youths to go
to rural areas. The state used the mass media to whip

up public opinion. The movement was not really
voluntary and conditions in the countryside were not
carefully arranged to benefit both the urban young
people and their rural hosts. In sum, the movement
brought great suffering to the younger generation, and
when the rusticated youth returned to the cities yvears
later {Table 2.18.), many suffered divorce, left their
children behind and faced unemployment. A policy
that, implemented voluntarily and with careful planning,
might have helped overcome the wide urban-rural gap
in China instead turned into a disaster for many of its

participants.
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The campaign approach to social and economic
progress, despite its undeniable achievements early in
the PRC’s history, tumned out to be highly flawed
because it inevitably over-simplified the complex
environment of Chinese society. Thus, even non-

political campaigns made serious mistakes: the
campaign to eliminate flies and birds took no note of
their ecological niche and unknowingly encouraged the

proliferation of other pests. Especially when it took on

Notes:

See Dull, 1990: 55-36. See also Mote, 1981.

political and ideological colors, however, the campaign
approach obliterated all-important considerations in the
drive to enforce political orthodoxy and left no room
for cool heads to weigh costs and benefits. The state
clearly over-stepped its legitimate role in promoting
economic development and political change by such
means, and the results during the Great Leap Forward
and Culiural Revolution periods were devastating
setbacks to human development.

1
2. A classic definition: and discussion of the gentry is Ho Ping-ti, 1964. See, e.g., chapter 1.

3. See Meisner, 1977; 8. “In a situation in which no social class was dominant, in which all were weak, political power

tended to be increasingly independent of social class and to dominate society in general.”

4. Rawski, 989, summarizes this debate.

5. A mammoth study of agrarian structures and practices in the 1930s can be found in Buck, 1937 and 1964,

6. At present, the Secial Development Department under the State Development Planning Commission is the sole

comprehensive department under the State Council that coordinates social development, and it is in charge of coordination of

social development in the areas of public health. education, wages and incomes, tourism, culture, etc.

7. Sen's discussion of the Chinese famine, his argument that major famines are not difficult to prevent, and his view that ™z

relatively free newspaper system may be the most effective ‘early warning’ system a famine-prone country can relay on™ can be

found in Dreze and Sen, 1989; 264,

8. A fuller discussion of women’s status in China can be found in UNDP, China Human Development Report, 1997

9. Chemical fertilizer usage rates on some crops average almost three times those of the U.S. See Ash and Edmonds, 1998:

870, fn. 84.
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Chapter 3
THE STATE AND HUMAN DEVELOPMENT IN THE REFORM ERA

The period of economic reform, tran-
sition to a market economy, and opening to the
1978. Over the
subsequent years, China has been undergoing

outside world began in

transition not only from a planned to a market
economy, but also from an authoritarian
political regime to a more democratic one,
although this transition remains in its early
stages. Through the years since 1978, the role
and capacity of the state in promoting
economic, social and political development
have been evolving. Changes include some
movement toward greater independence from
Party control for the three basic pillars of
government. is executive, legislative and
judicial branches. The ongouing changes and
their significance for the state’s relation fo
human development in the reform peried are
the subject of this chapter.

1. New Trends in the Role of the State

Unlike in the pre-reform period, the state is no
longer the sole actor promoting development. At the
sarne time, the methods and means used by the state in
promoting development have also changed greatly.
The new trends in the role of state are manifested
chiefly in the following aspects:

1.1. The Separation of the Government From
Direct Control of Production and Trade

Before the reform period, the state managed the
economy through the central planning of resource
allocations and by exercising direct “command and
control” authority over state-owned enterprises (see
Chapter 2). Even in the nominally non-state (collective)
sector, the government’s directives had to be followed.
The transition to a market economy in the past two

decades has promoted the separation of government
from such direct control of production and trade.

First, the market mechanism is playing an
increasingly important role in governing resource
allocation. According to one estimate (Table 3.1.}, the
degree of market reliance (roughly, the proportion of
economic activity occurring under market conditions —
sec note to Table 3.1.) had risen from 25 percent in
1979 to 63 percent in 1992, indicating that the market
economy had begun to occupy a dominant position in
the national economy by the early 1990s. However,
economists have different views regarding the degree of
marketization of the Chinese economy. Hu's estimate is
among the optimistic ones. According to more prudent
opinions, the degree of marketization of the Chinese
economy is between 45-50%.

Second, there has been an extensive development
of enterprises outside the state sector. After the Third
Plenum of the 11™ Party Congress held in 1978, the
Party and government undertook a series of measures to
encourage the development of various types of non-
state-owned enterprises. As a result, output from such
enterprises has grown faster than that of the state sector,
as illustrated by the figures for industrial gross output
shown in Table 3.2.

Due to the rapid development of the private,
collective, joint venture and other kinds of enterprises,
the proportion of the state sector in gross industrial
output value has declined dramatically from over three-
China
has thus moved decisively to a mixed-ownership

quarters in 1978 to only one-quarter in 1997,

economy with the non-state sector predominating.
Third, the separation of govemment and state-
owned enterprises (SOEs) has made some progress in
the reform period. In the planned economy, SOEs were
subordinate organs of government and under its direct
contrel. At present, except for the appointment of
managers, which is still done by government, SOEs

have been delegated almost all authority over business
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Table 3.1. Marketization Indices For China, 1979-1992 (Percent)

Source: Hu Angang, 1995: 3-5; Statissical Yearbook of China, 1998: 187, 433, 595.

Note; Investment marketization refers to the proportion of ‘foreign investment, fundraising and the other investment’ to total investment, Farm
price marketization refers to the proportion of agricultural sales taking place at market-determined prices; Production marketization refers 1o the
proportion of gross industrial output value produced outside the state sector; Trade marketization refers to the proportion of total retail sales of
cansumer goods occurring outside the state sector; finally, The index of marketization is the simple average of the above four indices (using the

1992 number for prices after 1992, for which years data are unavaiiable).

Table 3.2. Structure of Industry: Gross OQutput
Value of Industry by Ownership, 1978-1997

:' Gross output value of 424
- industry (billions of
vuan), of which:

11,373 1000 -100.0

State-owned 0326 2,903 776 235
- industry _ :
. Collective owned 95 4,335 2.3 381
'industr_y_'_ o o - :-' s
' Individual-owned C2088 179

I_ndu'stry of other types 2,098 18.4

of ownership

Source: Statistical Yearbook of China, 1998: 433,
Note: Darta in this tabie ure calculated al current prices.

operations. The focus of SOL reform has now shifted to
establishing a modern management system in large and
medium SOEs, and to restructuring small SOEs in the
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direction of becoming coilective, private or joint stock
companies. For reasons discussed elsewhere in this
report, the reform of SOEs is extremely difficult and
has resulted in the furloughing of large numbers of
workers in recent vears. The pace of reform appeared
to slow somewhat in the aftermath of the Asian
financial crisis and its impact on China's economic
growth.
support for it in his 1999 Repert on the Work of the

But Premier Zhu Rongji reiterated strong

Govemnment.’

Finally, foreign trade liberalization has progressed
in the past two decades. Through gradual deregulation
of market entry, the govemment has promoted
liberalization of trade, encouraged the expansion of
imports and exports, and favored the absorption of
foreign investment. Tariff and non-tariff barriers to
trade have been lowered gradually as domestic enter-
prises have become more competitive.* These policies
liberalizing trade have helped tc advance the rapid
growth of foreign trade and investment, as shown in
Table 3.3.:



Table 3.3. Total Imports and Exports and
Utilization of Foreign Capital (Bills. of $US)

*: dara refer to 1984,
Source: Statistical Yearbook of China, 1998: 620, 637.

China ranked tenth in the world in total frade
volume in 1997 and has also become the second largest
recipient of foreign capital. One measure of China’s
integration into the world economy is the serious effect
that the Asian financial crisis has had on its economic
development.

Thus, the state has promoted marketization of
production, denationalization of enterprise ownership
and trade liberalization. Because the market’s role is
now basic and ubiquitous, the state’s own role has
necessarily begun changing toward one of
supplementing the market in the ways discussed in
Chapter 1.

Table 3.4.  Proportion of Total and Central
Government Budget Revenue to GDP, 1979-1997

(Percent)

Source: Statistical Yearbaok of China, 1998: 55, 269, 281.

1.2. The Decline of the State’s Fiscal Role and
Position

The fiscal role and position of the state have
declined dramatically in the reform era. This is mainly
reflected in the continuous decline of the share of
government budget revenue in GDP in the past two
decades, from over 28 percent in 1979 to 11.7 percent
in 1997 (Table 3.4.). This figure is not only far below
that of the industrial countries and the newly indus-
trializing countries, but it also falls short of that in
many low income countries. The decline of state’s
fiscal role and position has gravely undermined the
govemment’s capacity to promote economic develop-
ment and human development, as discussed further in
Chapters 4 and 5.

1.3. The Growth of Civil Society

Before the reform period, virtually all social
organizations and institutions in China were controlled
by the Party and state, and there was no independent
development of the groups, organizations and
institutions of a normal society. Except for a few mass
organizations run by the Party-state, such as the China
Youth Federation and the All-China Women’s
Federation (called here “official social organizations™),
and a large number of not-for-profit public institutions
{(shive danwei), there were no private social organi-
zations {minjian zuzhi) or non-profit private institutions
(minban feigiye danwei). This situation has changed
since 1978, According to the Ministry of Civil Affairs,
the number of private social organizations above the
county level reached 181,318 in 1997 (see Table 3.5.},
and there are about 700,000 not-for-profit private insti-
tutions.

In sum, the institutions of a normal civil society
have proliferated in the past two decades, but within
strict limits. Organizations must register with the
government, and neither independent organizations of a
political nature nor independent labor unions are
tolerated. However, the government has tolerated and
even encouraged the emergence of non-political
organizations that are not thought to pose a potential
threat to the Party’s dominant role. One reason is that
the government itself benefits; the separation of the
state from direct control of production and trade calls
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for new organizational links through which the govem-
ment can communicate with enterprises. Governinents
at various levels have thus directly established or en-
couraged the establishment of trade associations,
organized by enterprises in a common industry or
sector. In 1996, there were 410 trade associations,

which amounted to 23 percent of national-level social

Table 3.5. Private Social Organizations

organizations {Wu Zhongze, 1996: 7). The government
has also established groups such as the Consumer’s
Association and the Association of Individual and
which
government still seeks to exercise control in domains

Private Entrepreneurs, implies that the

that efsewhere would be strictly private and voluntary.

Country-wide total - 186,956 : 13,995 - 181318 0 21,406
Nauonal U845 6 S e LB
CBeijfing. L2022 00 340 CU9S 2061 L0160 1045
CTianjinc T 2805 o SL L UBAT L 20000 867 o 966
iebei Caem o wv e a0 om0 ipa
CShamxi 38740 tasT o 222 03609 05951499
f Inr_lefMongoIia CTA820 68 : :_370: S RBB0 e 90 “1,107
Lisoning . T4l 337 e60 7,088 U eev 3382 ¢
il 50537169 400 a2 sge 1673
Heilongjiang LoSA53 226 300 ... 4987 L 573 0 1694
Shanghai 03235 . S0 D125 U UBA60 996 486
Jiangsu 14696 . 445 U970 . L 13071 793 Lt 3978
Zhejiang CE2021 0 747 193 12575 L 846 3,166
CAnhui . 5570 226 U199 . 5897 0 U756 2,366
 Fujian 8875 . 385 o143 to9177 778 2,448
- Jiangxi . 5,173 222 U615 . 4780 . 580 1,410
~ Shandong 17236 590 1,338 16,488 944 - 4,988
" Henan 8,983 686 354 9315 816 2,638
" Hubei 7,850 355 . 960 7,245 720 2,387
Hunan 7,351 845 - 817 7,379 700 1,822
‘Guangdong 10,011 485 372 10,124 931 4,727
Guangxi 4882 158 200 4,840 646 1,997
- Hainan 872 72 21 - 923 477 153
“Chongqing 4,575 106 168 4,513 - 820
“Sichuan “14,813 420 1,738 13,495 - 1,044 2,829
- Guizhou 3,179 64 190 .. .3,053 556 . . 952
Yumnan - . .. 5284 197 99 . . 5382 - 675 .. 1897
| Tibet e 22 5. 189 .. 136 . 48
© Shaanxi o 4812 212 173 S 48] o612 1516
‘Gansu 3,263 110 203 L3170 651 1,236
" Qinghai 1,264 116 195 1185 1367 175
‘Ningxia 1,100 50 133 1,017 412 186
Xinjiang 2,871 167 123 . 2915 544 1,421

Source: Statistical Yearbook of China Civil Affairs, 1998: 274,
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Second, the Party and state have encouraged the

establishment of academic and  professional
associations. Here too there is an instrumental purpose:
the national leadership realizes the importance of
science and technology in economic development, and
wants (o0 make full use of intellectuals. Academic and
professional associations have thus multiplied to reach
a total of 1200, constituting two-thirds of the
established national-level social organizations (Wu
Zhongze, 1996; 8).

Societal development has also been stimulated by
the enlargement of the market economy. Various profit-
seeking economic entities, including private enterprises
and farm households have gained autonomy. In order
to strengthen lateral economic ties among them and to
deal with government organizations, these entities have
organized associations within their particular sectors.
In addition, the multiplication of interests inherent in

the transition has stimulated various groups to band

together to protect and advance their rights and interests.

Moreover, the new pattern of distribution of the
national income, under which the share going to
enterprises and individuals has risen refative to that
going to the state, provides an economic base for the
formation of independent civil organizations and not-
for-profit private institutions. Finally, the transition
provides more room for the activities of a civil society
and its institutions. The state has withdrawn from
many aspects of social life and relaxed somewhat the
control it previously exercised over individuals and
organizations. All of this creates openings for the
development of civil society.

However, there are some unique characteristics to
civil society in China during the transition. The most
important one is that most of the new institutions are
not fully independent at all, but rather are semi-official
organizations. Thus, most civil organizations and not-
institutions are established by

for-profit  private

administrative units, public institutions or state
enterprises and maintain close links with the latter. An
example is given for Xiaoshan City, Zhejiang Province,
in Table 3.6.

According to the regulations for registration and
management of civil social organizations and private
nonprofits, they must accept the supervision and ma-
nagement of the government departments responsible

for their work. The Ministry of Civil Affairs and its

Table 3.6. Classification Of Soctal Organizations In
Xiaoshan City, Zhejiang Province

Po]i_ti_ca_i' :
- Econotnic - : B
techriology:

Social welfire and .
aid
Rehglous S
 Friendship
- Public affairs B
Towl e 69 24 99
Source; Wang Ying, Zhe Xiaove and Sun Bingyao, 1993: 72.

local branches are responsible for the registration and
management of these institutions, while the depart-
ments in charge of particular kinds of professional work
are responsible for supervising and guiding it." Leader-
ship positions in civil institutions are often held by
present or former senior government officials. This can
be very convenient to the organizations concerned in
smoothing the way for their activities: in fact, for that
reason, most of them invite senior officials to take
leadership positions or at least honorary posts. But it
also signifies the degree to which China still lacks a
truly independent civil life. Govemnment has taken
some measures to increase the independence of civil
institutions, such as separating them formally from the
administrative units, public institutions and state
enterprises that established them; prohibiting senior
officials from holding leading posts in civil institutions;
and forbidding civil institutions to wuse their
administrative patrons to advance their own profit-

seeking activities.

14, Increasing Independence of Individuals
From the State

Market-oriented reform in the past two decades
has made individuals increasingly independent of the
state. Individuals can now find jobs on the labor
market rather than having to rely solely on the
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government to provide jobs. Over the years, a labor
market has gradually developed. Rapid industrialization
and the growing non-state sectors have provided
millions of new job opportunities. The numbers of
employed persons in the secondary and tertiary sectors
have mncreased respectively from 69.45 million and
48.90 million in 1978 to 164.95 million and 183.75
million in 1997, while the numbers of employed
persons in the non-state sectors have increased
respectively from 20.48 million and 28.27 million in
1978 to 66.63 million and 132,80 million in 1997
(Statistical Yearbook of Ching, 1998; 128, 130-131).

Moreover, relaxation of the household registration
system, together with the development of a free market
in food and other basic necessities, has made it possible
now for people to move more freely around the country.
Free mobility of labor, in addition to being desirable in
itself, is essential to the proper functioning of a market
economy. The biggest beneficiaries are the rural
population who are now able to seek more lucrative
work in urban areas, often with temporary residence
permits. Recently published regulations permit rural
residents who own commercial apartments and have
legal urban jobs to apply for permanent resident
certificates in urban areas. The government has also
promoted the development of small cities and towns
and encouraged villagers to relocate in them. Urban
residents can also move to a different city and apply to
become a permanent resident there. Rapid urbanization
has encouraged these trends. The urban population has
increased in numbers from 172,45 million in 1978 to
369.89 miilion in 1997, the ratio of urbanization rising
from 17.9 percent o 29.9 percent.’ This rapid urbani-
zation has itself put increasing pressure on government
to provide the necessary amenities, including public
utilities, education and health facilities, transport, gar-
bage disposal, etc.

Finally, workers in the urban public sector have
become less dependent on their work units for health
insurance, pensions and housing. Although this is pro-
ducing some serious transitional problems, discussed
elsewhere in this report, the trend itself is inevitable and
necessary. The work unit system was a phenomenon
peculiar to China’s version of central planning in which
people in the public sector were totally dependent on
their work units for health insurance, pensions and
housing. Reform of the social security system, while a
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symptom of the evaporation of job security, is also
reducing the risks inherent in quitting or losing a job.
The government has established a preliminary new
unemployment insurance system and institutions for job
fraining, as well as new health insurance and pension
systems and mortgage mechanisms for house purchases.
The fundamental principle of the social security system
reform is that government, work units and individuals
share its cost. This principle has also been applied to
the establishment of a social security system in the
private sector. The government opens accounts for
funds accumulation. Government, work units and indi-
viduals make regular payments into the account or to
labor and social security departments. If a worker loses
his job, he can get regular compensation from the
unemployment relief fund, and his work unit is obliged
to provide re-employment training. If a worker changes
jobs, her housing accumulation fund will be transferred
to her new work unit, and her health insurance and
The difficulties being
encountered in establishing this new system were

pension will not be lost

discussed in the China Human Development Report for
1997,

Housing reform aims at encouraging individuals
to buy their apartments from their work units and own
the property rights to their apartments. The State
Council has decided to end in-kind distribution of
apartments. In sum, the reform of the social security
system and the housing reform are reducing the depen-
dence of individuals on their work units and, thereby,
increasing their independence from the state.

1. 5. Separation of State From Partyv: Progress
Toward and Independent Legislature and
Judiciary

Many of the so-called second generation of
political leaders, including Deng Xiaoping, Peng Zhen,
and Chen Yun, were victims of the Cultural Revolution,
an event that was able to occur in part because of the
highly centralized and inter-connected system of party
and state. These leaders had a strong incentive fo
change that aspect of the political system, and the
separation of state from party became a major reform
goal. However, such a reform is risky for the ruling
Party because, by removing the functions of govern-
ment from direct control of the Party, it constitutes z



potential threat to the lafter’s dominance. Within the
Party, much thought has gone into the search for an
optimal balance between preservation of the Party’s
dominant position, on the one hand, and promotion of
an autonomous and efficacious role for the organs of
state, on the other. Some progress was made until the
events at Tiananmen in 1989, at which point this
particular reform was set aside. Nevertheless, there has
been some improvement since 1989 in the position of
the legislature and of the judicial system,

Before the 1980s, there was virtually no division
of functions between Party organs and the government.
Party organs commonly stepped in and shouldered
aside government departments in implementing policy.
Since then there has been some progress in separation
of powers. For instance, Party organs at various levels
have disbanded their units that overlapped with
government  institutions. Also, an executive
responsibility system has been established for heads of
government at various levels, and for their departments;
formally speaking, Party organs within the government
to be subordinate to govemnment
executives at the same level.

are supposed
Another change puts
government fimmly in charge of matters deemed to be
ordinary daily administrative work, but leaves the Party
committees at various levels in control of matters
deemed important. The obvious contradiction between
this change and the one just before it shows how
difficult it is to establish formal procedures that conflict

with the real distribution of power.

The role of the legislature has also been somewhat
enhanced. Since 1978, the roles of the National and
Local People’s Congresses (NPC, LPC) in making laws,
supervising law enforcement and the work of other
state organs, and making decisions about state affairs,
have all been strengthened. The numbers of laws and
regulations issued by the NPC, the LPCs and the State
Council have increased steadily (see Figure 3.1.). NPC
and LPC representatives increasingly vote their
consciences, and the number of vetoes has risen
accordingly. It is not rare for LPCs to tumn down
candidates for head of local government nominated by
higher level Party committees. Even in the NPC the
number of negative votes on important matters has
increased. For example, in 1997, over a thousand
representatives (one-third of the total) voted against the
annual work report of the Supreme Procurate of the
PRC to protest unsatisfactory progress in the campaign
against corruption.

The legislatures’ first priority has been to create a
legat framework for the market economy. Since the
first session of 8" NPC in March 1993, two-thirds of
the 98 laws and legislative resolutions passed have
dealt with economic matters.’” But there have been
other important actions, including the issuance of a new
Constitution, a new criminal law, a law of criminal
procedure, an administrative litigation law, and an
administrative supervision law.

Figure 3.1. Number of Laws and Legislative Resolutions Passed by NPC and its Standing Committee

since 1979

Number
100

5™ National Pecple's Congress 5" National People's Congress

Source: The Office of Legal Work Committee of NPC,
Note: The figures exclude the new Constitution.

7™ National People's Gongress

—~— {aws — Resolutions

8% National People's Congress
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Finally, the judicial system, which had been
paralyzed during the Cultural Revolution period, now
plays an increasingly important role in law enforcement
and has become more independent, as can be seen from
the following developments: (1) Party and government
interventions in legal cases have become less frequent.
This is a relative matter: political interference in legal
cases still exists and, at the local level, even occurs
frequently. The more important an issue is to the
government, the more likely there 1s to be interference.
(2) Local judicial systems are put under a dual leader-
ship system: on the one hand, they must accept
leadership and supervision from the Party committee
and People’s Congress at their administrative level; on
the other hand, however, they are also subject to
guidance from their professional superiors. In recent
vears, the influence of this vertical leadership has
become stronger, and this has led to some increase in
judicial independence. However, the dual leadership
system cannot solve the problem of the judiciary’s
dependence on the government for financial support.
(3) The judicial system has become morte open to the
public and the news media. Nevertheless, China’s
judicial system is still tarnished by widespread cor-
ruption.

At present, the Party’s continued exercise of direct
control over government personnel appointments and
important decisions compromises the objective of
separating Party from state and undermines the capacity
of the executive, legisiative and judicial organs to carry
out their functions independently.

1. 6. Decentralization of Public Administration

Just after the reform period began, the national
government launched a round of administrative
decentralization in order to enhance the capacity of
local governments to promote economic development.
Some powers were relinquished by the center to the
provinces and localities, which opened the way for
local governments to take bold and innovative measures
in promoting economic reform. The State Council
began to implement a fiscal contract system in the early
1980s, under which local government expenditures
were closely linked with their revenues; thus, localities
that raised more revenues wete able to increase their

expenditures accordingly. This measure of course
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encouraged a more aggressive approach to raising
reveriue on the part of governments eager to bring about
local economic development. However, it also greatly
reduced the redistributive role of the central govemn-
ment and thus created difficulties for poorer localities
that had been dependent upon central subsidies (see
Chapter 5).

Management authority over most state-owned
enterprises, other public institutions and many govern-
ment departments was also transferred down to the
provinces and localities. A dual leadership system,
under which government departments, state enterprises
and public institutions are under the jurisdiction of both
a central Ministry (vertical leadership system) and the
local government (regional leadership system), is one
of the characteristics of China’s public administration.
But in the 1980s, the focus within this system shifted
away from vertical and toward regional leadership. In
practical terms, this means that regional and local
governments have greater power OVver personnel
appointments and enhanced fiscal control over various
departments and most state-owned enterprises and
public institutions.

The main advantage of decentralization is the
incentive it provides for local governments to promote
regional economic and social development. During the
past two decades, the provinces have used their power
to achieve development at varying growth rates.
However, decentralization has also brought some dis-
advantages. As we have seen, the central govern-
ment’s capacity to assert macroeconomic control has
been undermined: its fiscal position has declined: the
gaps in development level among the different regions
have expanded and the capacity of the national
government to reduce these gaps has been greatly
weakened. Central to all of these is the sfate’s
weakened fiscal condition, which directly affects its
capacity to implement national policies and reduce
regional gaps.®

To respond to these problems, the central
government from the early 1990s once again began
trying to strengthen its own authority through a variety
of means: frequent transfers of provincial party and
government leaders; restrictions on the legal and
policy-making powers of provincial and local govern-
ments; establishment of a revenue-sharing system to
increase the share of total revenue going o the center,



etc. These efforts at re-centralization have met with
strong resistance from local governments. It seems
evident that China has yet to find an optimal division of
labor between the central and local levels of

government,
1.7. The Development of Village Democracy

With the economic reform in the countryside and
its “household responsibility system™, farm households
have got back a measure of economic independence, in
the form of long-term contract rights to use of the land
and freedom to manage their own labor. The
commune system was dismantled in the early 1980s
and their governmental powers were taken over by
township (yiang) governments. In the vacuum that
temporarily existed at the village level {corresponding
more or less with the old production brigade under the
communes), some villagers as early as the late 1970s
began to elect their own leadership committees to
handle public affairs. This practice was affirmed by the
The Villagers

Committee (cunmin weiyuanhui) was recognized by the

NPC and its standing committee.

1982 Constitution as an organization of popular seli-
In 1988, the NPC standing committee
passed a ‘° Provisional Villagers Committee Organi-

government.

zational Law’, which was passed in final form ten years
later (Peaple’s Daily, 5 Nov. 1998),

Village elections are thus now legal and
institutionalized. Rural dwellers in more than 60
percent of China’s nearly 1 million villages are
exercising some degree of self-government, and 25
provinces have worked out specific methods for
implementing the law (China Daily, 26 Nov. 1997).
Because it appears that some village democracy is
critical to maintaining political stability and to solving
the many social and economic problems of rural areas,
the central govemnment has gradually warmed to the
idea. Moreover, to encourage free and competitive
elections, a number of procedures have been
established. For instance, the number of candidates
should exceed the number of elected places, secret
ballots should be used, vote-counting should take place
in public, etc.  Also, village affairs, including financial
affairs, are now commonly made public to the rural
population. Every household is directly affected by

decisions about the choice of village head, the

collection and wuse of various local funds, the
distribution of house-building and contract land, the
allocation of family planning quotas, etc. Conditions
for village democracy were strengthened by the way
land was allocated to individual households when the
communes were dismantled: distribution was on an
equal per capita basis in most areas, so that a population
of independent families and individuals emerged
without large wealth gaps among them. While the
Party controls or attempts to control the results of
village elections in some areas, the promulgation of the
‘Organizational Taw’ provides a legal weapon for
village residents to use in resisting various un-
demaocratic and illegal practices.

Despite this progress, however, there are major
problems in the spread of village democracy. One is
the great unevenness of its progress in the countryside
as a whole. Only a small number of villages fully meet
the requirements of the new ‘Organizational Law’,
Development of village democracy is more pronounced
in the more advanced south and east coastal regions.
Progress is also highly dependent upon the support of
the village Party branch and the local (township)
government. Village Party leaders who favor expanded
democracy play a critical role in organizing the
democratic experiments, and township leaders who are
favorably disposed encourage or at least tolerate these
experiments. Conversely, opposition by the local Party
leadership can abort or distort the process. The
relationship between the village Party branch and the
villagers committee is still not clear. The village Party
branch takes a leadership position in all village
organizations. In practice, the power of elected villagers
committees to deal with village affairs is very limited.
Under the relevant regulations, the villagers committee
must do what it is told by the township government,
which, as the representative of the state with financial
resources to wield, is a much more powerful organ.
When the directives of the township government
conflict with the wishes of the villagers committee,
things become very difficult for the latter. Such
conflicts between directly elected village committees
and appointed township governments have become
increasingly frequent in recent years. Finally, both the
revival of the influence of clans in some rural areas and
the increasing differentiation of income among
villagers within the same village constitute emerging
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problems.

A big decision for China is whether and when
direct elections will be permitted at the township level,
where formal government powers and substantial
resources are involved. While this would be a natural
progression loward a more democratic system of
governance, there appear to be no immediate plans to
encourage it.”

1.8. Growing Integration of China Into
International Society

The policy of greater openness to the outside
world and the accelerating globalization of economic
activity have combined to integrate China more closely
into the intemational community and the world
economy. China’s dependence on foreign trade has
increased steadily, and the free flow of capital,
population and information have become irreversible
trends. China’s involvement in intermnational affairs has
deepened and the interaction of citizens with the
outside world has also greatly increased. All of these
developments pose both opportunities and challenges to
development as well as to the traditional role of the
state.

China’s
integrated into the global economy.

economy has been increasingly
Dependence on
foreign trade, measured as the proportion of two-way
trade to GDP, has risen from less than 10 percent in
1978 to over 36 percent in 1997. The role of foreign
capital has also increased sharply. By the end of (997,
there were almost 305,000 foreign funded enterprises
registered in China, the amount of foreign capital
actually used was almost 222 billion US dollars, and
employvment in foreign funded enterprises had reached
17.5 million. With deepening dependence on foreign
irade and capital, however, fluctuations in the world
market will inevitably influence China’s economy and
rate of growth, as the Asian financial crisis already has
done. How to respond to such challenges posed by the
advance of globalization is a ajor question facing the
state in the new era.

China has established official foreign relations
with more than 160 countries, participated actively in
inter-governmental and international organizations, and
signed onto various intemational treaties.  This
increasing involvement in international affairs also
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provides both opportunities and challenges for China in
reshaping its traditional world rele. A multi-polar
world provides many opportunities; yet China also
becomes subject to the obligations and duties imposed
by international organizations, agreements and treaties,
and must accept the international community’s
supervision in these respects.

The interaction of Chinese citizens with the
outside world has increased dramatically. Tourism by
foreigners and outbound tourism by Chinese citizens
constitute the most important direct interaction between
foreigners and Chinese citizens. From some 5.7 million
tourists coming to China in 1980, the number surged to
57.6 million in 1997,

number of Chinese outbound tourists exceeded 5.3

In the latter year, the total

million.® Study abroad is another kind of interaction
with the outside world. For the entire period from 1952
until the end of 1997, 130,000 students had gone abroad
to stady, most of them since 1980, and almost 46,000
had returned to China (Statistical Yearbook of China,
1998: 685), The rapid spread of computer links to the
Internet is an increasingly important means of
interaction between Chinese citizens and the outside
world. The number of personal computers has risen
dramatically and by mid-1998 there were 1.175 million
internet users (Guangming Daily, 11 Dec. 1998). In
addition, various mnon-governmental international
organizations based in the developed countries provide
channels for Chinese citizens to interact with the
outside world. Such organizations support the
development of counterparts in China and encourage
Indeed, the

frequent exchanges of people in culture, education,

international exchanges. increasingly
sports and arts zlso provides numerous opportunities for
Chinese to understand the outside world. The freer
flow of people and information across national borders
inevitably creates new problems for the state, from
smuggling to the spread of pornography and politically
sensitive ideas. How to deal with such problems is a

new challenge for the state.
2. Enhancement of State Capacity

The new trends of the reform era pose challenges
to state capacity. The state can no longer manage
economic, social and political affairs in the old ways of

the planned economy. No longer the sole actor in



promoting development, it must seek cooperation with
others, and also learn how to use modem policy
approaches to influence events. In adapting to the
requirements of the market transition, the state has been
attempting o enhance its capacity.

2.1. Leaner Government with New Functions

The ever-greater importance of the market
mechanism in resource allocation and the increasing
autonomy of enterprises require a new approach by
government. Since the 1980s, the government has
initiated four rounds of reform aimed at transforming
government functions and reducing the size of staff and
number of departments; the fourth reform began in
1998 and is still in progress.

The first round occurred in 1982-83, and focused
on promoting a younger generation of leaders, elimi-
nating overlapping institutions, strengthening depart-
ments responsible for coordination, statistics and super-
vision, and cufting back on staff.  As a result of this
reform, departments under the State Council were
reduced in number from 100 to 61; size of staff was
reduced by 25 percent at the central level and by 20
percent at the level of provincial, municipal and county
governments (Wu Peilun, 1990: 32-42).

The second round reform took place in 1987-88
and had three aspects: (1) Reform of government
institutions under the State Council: the purpose here
was to transfer some government functions to
enterprises, public institutions, industrial associations,
and developmental corporations, and to shift emphasis
in economic management work away from direct
management and toward overall supervision. Per-
manent government institutions under the State
Council were reduced in number from 72 to 66, and
temporary institutions were reduced from 75 to 49.
The size of staff was reduced from almost 53,000 to
under 45,000. (2) Reform of Party Central Committee
institutions, with the emphasis on separating govern-
ment functions from Party functions. (3) Reform of
local government institutions (Wu Peilun, 1990: 43-
64).

From 1993 to the end of 1996 another reform
round aimed at separating enterprises from government
and strengthening departments responsible for law en-
forcement and administrative supervision. The number

of permanent government institutions directly under the
State Council was reduced from 68 to 59, the number of
temporary institutions was reduced from 85 to 29, and
the size of staff fell from about 50,000 to 30,000. At
the local level government staff was cut back by about
2 million (Dai Zhou, 1998: 2,908).

The fourth round began in 1998 and is scheduled
to be completed at the end of 2000. The purpose of this
reform is to forther separate enterprises from govern-
ment, enhance government capabilities in the area of
macro-economic control, social management, and
public service provision, and greatly cut back the
number of government institutions and the size of staff.
As of this writing, the reform of the State Council
structure has basically been completed. Most ministries
and commissions responsible for professional economic
management have been eliminated, permanent depart-
ments have been reduced from 40 to 29, and the
authorized staff size of government bodies has been cut
back by over 47 percent (Zuo Ran, 6 July 1998: 18-20).
Reform of the national Party organization, public
mstitutions and local government institutions will be
implemented in the next two years.”

It is fair to say that the transformation of
government and its role is a long, ongoing process that
is likely to change time and again with changing
perceptions of the appropriate role of government in a
mixed economy.

2.2. Modernizing Public Administration

The government has given priority to the
modemization and reform of public administration.
These efforts have concentrated on the establishment of
a modern civil service system and of a better system for
fiscal management.

China’s pre-reform system of personnel manage-
ment was unique. All public officials were called *state
cadres’ and were managed by Party committees and
their organizational departments. This is inappropriate
for the reform era. State enterprises and other public
institutions must have autonomy in personnel
management. Since the 1980s, the Party has held on to
control of the appointment of top leaders of state
enterprises, organs and public institutions, but has
transferred personnel management powers regarding
other state cadres to the enterprises and organizations.
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The reform of the personnel management system
was initiated in the mid-1980s. In 1988, a Ministry of
Personnel was established and made responsible for
implementing a modern civil service system. Provi-
sional regulations governing state civil servants and
their recruitment were promulgated in 1992 and 1993,
indicating that the establishment of a civil service has
joined the track of the emerging legal system. At the
same time, other state and Party organs also began to
implement a state civil service approach to their
personnel management system. Recruitment through
examination and promotion in terms of assessed
performance have progressed. There are now 28 pro-
vinces in which provincial level civil servants are
recruited by examination (Dai Zhou, 1998: 2,908).

A central objective of fiscal system reform was to
stem the decline in the government’s fiscal position, as
described above. China changed the tax system in 1994
with the aim of expanding both the share of government
revenue in GDP and the proportion of total government
tevenue going to the center. The new system, which
altered revenue-sharing formulas and shifted to reliance
on broad-based taxes such as the value-added tax
(VAT), did raise the latter ratio from 22.0 percent in
1993 to 48.9 percent in 1997 and at least stemmed the
decline in the former ratio, raising it slightly between
1995 and 1997 (Statistical Yearbook of China, 1998:
281).

2.3. Government Transparency
Public administration and legal affairs have been

In the mid-1980s, a few
government departments made public parts of their

made more transparent.

official business so that people could better judge what
their taxes were accomplishing. This experiment got
support from top leaders and has gradually spread into
more government departments. Some have established
web sites to disseminate information to the public.
Moreover, starting in the 1990s, some local People’s
Congresses have allowed the public to attend their
sessions and even to make statements, The goal of
greater {ransparency has also spread to the judicial
system: e.g., the Supreme People’s Court in 1998
began to allow the public and the news media to attend
trials, Sensitive trials, however, such as those of po-

litical dissidents, remain closed to public view.
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Finally, the Party and government have turned
increasingly to consulting public opinion in various
ways in the process of making leadership appoint-ments,
and the Party has encouraged the various “democratic
parties”, as well as the National and Local People’s
Political Consultative Conferences, to participate in
management of state affairs (Jing Jinquan and Jiang
Shan, 9 Nov. 1998: 3)." These policies are meant to
ensure  wider consultation and participation in
governmental decision-making, but they fall short of

being institutions of formal democracy.

2.4. Coordination of Economic and Social
Development

The reform process has brought new ~ or newly
recognized — social problems that have challenged the
traditional
strategies and policies on achieving rapid economic

single-minded focus of development
growth. Formation and implementation of social
policies have been put on the agenda of governments at
all levels, and expenditures on social policies have
increased.

First, family planning has increased in priority.
Beginning in 1979, family planning policy has been a
basic state policy and has been implemented strictly.
The promotion of senior officials has been linked to
the birth-control resuits in their localities; this is one
reason for the success in reducing birth rates during
the reform period, as a result of which the population
growth rate has failen (Figure 3.2.). It is also an ad-
ministrative methed that is rooted in the old command
planning system, and that invites and has given rise to
abuse.

Second, protection of the environment has
received increasing prominence in policy formation.
The government began to grasp the need for protection
of resources and eco-systems in the mid-1980s and
began moving to control environmental pollution.
Much basic legislation for environmental protection
was put on the books, although great difficulties remain
in enforcing compliance. Environmental protection
policy was elevated to a basic state poticy in the 1990s.
Local governments and enterprises must now make
environmental impact reports in connection with any

new project they want to undertake. Fees and fines on



Figure 3.2, Crude Birth and Death Rates, and Rates
of Natural Increase
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Source: Statistical Yearbook of China, 1998: 106.

polluting enterprises have increased. Moreover, the
state has encouraged citizens, civil organizations,
NGOs, etc. 1o become sensitive to environmental issues,
educate the public about their importance, and begin to
play roles supplementing the framework of official laws
and policies to limit pollution, safeguard biodiversity,
and protect natural resources. Although such measures
have produced some good results, China still has a long
way to go to stem and then reverse the environmental
devastation of recent decades {Table 3.7.).%"!

Table 3.7 Investment in Pollution Control, and Fees
and Fines for Pellufing {million yuan)

e N(;lse abatemem
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Source; Statistical Yearbook of China, 1998: 802.
Note: Data are for county level and above.

Third, poverty alleviation has been elevated to a
central place on the agenda of the Party and state. Since
1984, the government has been carrying out a poverty
alleviation program in poor rural areas. The approach
treats poverty as a regional phenomenon and has aimed
at reducing it through regional development programs.
Poor counties are identified according to an official
poverty standard. The State Council and individual
provinces have established poverty alleviation funds to
support economic development there. The size of
poverty alleviation funds has grown from 3.2 billion
yuan in 1985 to 106 billion yuan in 1997  Urban
poor households began to receive government attention
in the 1990s. Since 1993, over 300 cities have provided
relief funds for poor households whose incomes fall
below the city's poverty line, a threshold that varies by
city from as low as 70 yuan per capita to as high as 230
yuan. The number of urban poor receiving relief funds
and subsides dropped from 6.33 million in 1990 to 2.61
million in 1996 before rising slightly to 2.68 million in
1997 (Statistical Yearbook of China, 1998: 793). As
discussed elsewhere in this report, growing un-
employment occasioned by the reform of state
enterprises has been an important contributor to rising
urban poverty. Poverty and poverty alleviation efforts
were treated extensively in the 1997 China Human
Development Report, to which readers are directed for
further information on this topic.

Fourth, the growing income and development
gaps among provinces, and especially between those in
the relatively advanced eastern coastal regions and
those in the less developed western regions, has become
an important target of govemment policy. In particular,
the central government in the 1990s has stepped up
efforts to promote economic development in inland and
western provinces.

Finally, the work of establishing new social
security and social insurance systems has been under
way since the mid-1980s. In the market economy
context, the old work unit-based systems (see Chapter 2)
can no longer function. Rural areas had weak social
insurance systems based on funds from collectives and
individuals, or none at all. Since 1986 the Department
of Civil Affairs has worked at establishing a social
security network in rural areas. By the end of 1996,
some 34 percent of towns and townships had es-
tablished some kind of social security network (Chen
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Jinhua, 1997: 314). In addition, by the end of 1995
some 253 counties had established old-age insurance
institutions and 5.14 million households were covered
by some kind of old-age insurance (China Development
Report, 1996: 271)."° The cooperative health system in
rural areas, which had declined precipitously after the
demise of the rural communes, has recovered somewhat.
By the end of 1996, between 10 and 15 percent of
administrative participating in a
cooperative health system, still a far cry from the 85
percent coverage of the collective period.™

villages were

The main principle of the new urban social
security system is to raise funds from both individuals
and work units. The scope of the old-age insurance
system is gradually expanding to cover workers outside
the state sector. Moreover, about 70 percent of urban
workers have joined a new unemployment insurance

program.

A medical insurance fund covering serious
illness has expanded to cover 18 million workers and
more than 1 million retired workers. By the end of
1996 1,300 counties, 300,000 enterprises and 31
million workers were participating in an insurance
All these

systems are works in progress, and major problems, not

program covering industrial injuries.’®

least that of financing heavy current obligations while
accumulating funds to meet future requirements, remain
to be solved, even after formal coverage has been
instituted."”

2. 5. Seeking Cooperation with Other Actors

With the decline in the state’s fiscal role and
position and the proliferation of civil and social life
outside the state sector, the government is no longer the
only actor affecting political, economic and social
affairs. Non-state enterprises and various semi-official
associations and non-profit organizations are all playing
an increasing role.®  In addition, international
organizations and their representatives in China have
contributed greatly to China’s economic and social
development. Citizens constitute a2 growing political
force, as shown by the increasing number of complaints
about manipulation of elections in recent years. Over
500 legal aid centers throughout the country now
provide legal assistance to the poor.

The state has sought to cooperate with and even

to promote these new actors. For instance, it has with-
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drawn gradually from some social and economic areas,
creating room for others, and it has encouraged non-
profit public institutions to seck financial support from
other sources other than public allocations (I.uo Gan, 7
March 1998). Such efforts as a whole, however, have
only begun to elicit cooperation and support from the
public.  Full expansion of the voice of other social
actors will be essential to the building of a true partner-

ship between them and the state.

2.6. Strengthening Risk Management Caused by
Globalization

The globalization process has been a source of
both opportunities and risks for China. Fluctuations in
the world economy and the free flow of capital across
borders impact developing countries more heavily than
developed. The strengthening of risk management in
the age of globalization is thus an essential rask,
especially within the developing world. The Chinese
government has taken some measures to reduce these
risks. First, while trade liberalization has been ex-
tensive, it has been undertaken step by step rather than
all at once. This reduces the shock effect from the
entry of foreign goods and gives domestic enterprises
Second, the

government has moved to increase the independence of

time to improve their competitiveness.

the People’s Bank of China and reduce administrative
interventions from local govemments, although the
adequacy of the PBC’s independence remains doubtful.
The central bank has in turn strengthened its regulations
and its supervision of commercial banks and insurance
corporations. Finally, the government has sought
international cooperation in confronting the economic
difficulties caused by the Asian financial crises.
Because of the close economic links that now exist
among countries, it is impossible for one country alone
to deal completely with the ripple effects of regional
economic disturbances. Based on this consideration, the
Chinese government has undertaken to maintain the
value of its currency, provided financial support to its
neighbors, called upon Japan to take forceful measures
to promote economic expansion, and asked westem
countries and multilateral organizations such as the
World Bank and International Monetary Fund to
provide more aid to those developing countries affected
by this financial crisis.



Table 3. 8. Human Development Achievements in the Reform Period

Population (millions}
Year—end Populatmn
" Urban

RuraI _ : .

Employment {imihons}

. Total Employment '

' anary sector. . RNONRE
SeC()ﬂd&ryscctor AN
"Femary sector

: Nanonat Economy S
N Gross Domestic Pmducuon R

(bllhons of yuan) . i

Per Caplta GDF (yuan)

:Educauon - - : o
- Fuli ’hme Teachers (lhoﬂsand)

: Ternary institations’ -
Secondary schools
anarySchuols

Sutdents Emollment (mﬂhons)
'I”emary msl;mmons S :
Secondary schools e
anaxySchools i

'Ilhterate and. semi-illiterate - popuiatmn S

: aged ﬁand above: (rmlhons)
'Health Care.
N Number Of hosp;tals o
: Number of doctcrs (thousand)
. Number of m}spltal beds (thousand}
' _' Infa.nt mcrtahty 1‘31&:j (per 1000)
Life Expectancy at blrth {years}
* Standard of meg S
Per capita consumpnon (yuan)
. Farmiers - i
Non:farmers . )

- 57482
os0319

120729
CUITRAT
183
1881

i 13’0 S
_'__-1,'435_' SR

o :_0 wr
SRR N LRI
OSLiQ
31s3h

350
FE X

EE R
65
154

o259

L 17245

79014

C401s2
:-.-'233 13
6945
Lo

S
5,226 :

R
1033
1856 i
s

i
405

1236263;'_-"7'.

36989
86637

0.865 :
6637

14624
2837

=1, 985
2 903"

696.00
16495 60
Lo 18375

-'_'67911

LB
o 70.8%'__ s

29362
1930
6048

g
B 72 SR
IR 5 RO
: ..'1'4‘6.?. :

1A

18 "
R0

41}51h '

SRR S
o

ozs*

5 73 o
PR & S
B2

Source: Statisiical Yearbook of China. 1998; UN Database of Popuiation.

Notes: GDP and standard of living data are in current prices, but growth rates are based on comparable prices,

a. Dara respectively refer to 19350, 1973, and 1996, except aj, which refers 1o 1995.
band c. Data drawn respectively from the National Population Censuses of 1964 and 1682,
d. Data obtained from Sample Survey on Population Change in 1997, the sample proportion is 1.016.

e and f. Data refer respectively 1o annual growth rate during the 1964-82 and

2- These two groups of data refer to annual growth rates from 1950 1o 1975.

h. Data refer to annual growth rate during ] $75-95.
i. Data refer to annual growth rate during 1975-96.

1983-97.

J- UNICEF reports higher infant mortality rates for the most recent period. See UNICEF, Children and Women of China, A Situation Aralysis,

1997.
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Figure 3.3, Government Expenditures for Education, Agriculture, Pensions and Social Welfare

(billions of yuan, percent)
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Note: 1 and 2 data respectively refer to data for 1995 and 1996. A}l data are in current prices.

3. [Effects of the State’s Changing Role and
Capacity on Human Development

The changes in the government’s role and
capacity in the reform period have had both positive
and negative effects on human development. In general,
these changes and the efforts to strengthen state capa-
city have promoted human development, as indicated
by the listing of recent human development achieve-
ments in Table 3.8.

Government  expenditures in  major human
development areas have grown during the reform
period. Expenditures in current yuan on education,
agriculture, pensions and social welfare are shown in
Figure 3.3. While the increases look substantial in
nominal terms, it must be kept in mind that inflation
proceeded at an average rate of over 7 percent (higher
Thus,

expenditure growth in real terms, and relative to real

in the cities) during the period in question.

GDP growth, is less impressive. Moreover, pensions
have been largely the responsibility of work units; the
increase in govemnment budgeted expenditures thus
reflects 10 some degree the shift in responsibility as a
new social security system is introduced.
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Contributions to human development by non-state
actors have also increased, as indicated in Tables 3.9.
and 3.10. For example, private schools have emerged
rapidly in recent years; by 1997 some 50,000 educa-
10 million enrolled

tional institutions  with  over

students were being rtun by civil organizations
(Guangming Daily, 8§ Dec. 1998). Non-governmental
institutions have also contributed substantially 10 en-
vironmental protection and health care.

The growing role of non-governmental actors
raises a fundamental issue about the appropriate tole of
government in core human development areas, as
outlined in Chapters 1 and 5. Growing dependence on
private and other sources of funding for health and
education carries with it the danger of excessive
differentiation by income of access to these crucial
resources. The medical and school services available to
poor rural communities already are greatly inferior to
those of the richer towns and suburban communities. If
such inequalities in the basic foundations of human
capabilities continue and deepen, they will inevitably
contribute to a widening of the regional and other
inequaiities that have been growing in recent years.



Table 3.9. Sources of Educational Funds Since 1991 (billions of vuan, percent)
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Table 3.10. Sources of Social Welfare Relief Funds {millions of yuan)
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Source; Statistical Yearbook of China, 1998; 793.

While advancing on many fronts during the reform period, human development has also confronted many
problems, some of them already touched upon, These include the following areas: (1) growing unemployment
associated with the reform of state-owned enterprises;  (2) rising inequality; (3) growth of corruption; (4}
weakening capacity of the public finance system; (3) rural-urban migration; (6) housing reform; (7) renewed
discrimination against women; and (8) continued deterioration of the natural environ-ment. The next chapter takes
up several of these problems in detail.

Notes:

L. Delivered at the second session of the Ninth National People’s Congress, 5 March 1999.

2. China Whitepaper on Foreign Trade and Economic Cooperation, 1998; 266. Further promises of liberalization were
made in April 1999 in the negotiations with the U.S. over the terms of China’s entry into the World Trade Organization.

3. People’s Daily, 4 Nov., 1998; People's Daily, 9 Nov., 1998.

4. Ibid.
5. People’s Daily, 3 Sept. 1997. This is of course a small rumber, in comparison with the number of new laws passed in

any given year by a European parliament or the US Congress.
6. This fiscal decline was discussed in section 1 of this chapter and will be considered in detail in Chapter 5.
7. A‘township election took place in Buyun, in Sichuan Province in the autumn of 1998. While criticized in

the media. the election was treated as experimental and allowed to stand.
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8. Statistical Yearbook of Chira, 1998: 653; Report of State Affairs of China: 1978-1995. 253.

9. In his 1999 Report on the Work of the Government, Premier Zhu Rongji called for local governments to end their
administrative control of enterprises under their jurisdiction, and for a 50 percent reduction in staff of provincial level government
institutions,

10, The PPCCs are composed of representatives from different regions, social strata, nationalities, and religions.

11. More discussion of China’s environmental problems can be found in Chapter 4, For an extensive discussion of this
issue, see also China Human Development Report, 1997, Chapter 3, section 6.

12, UNDP, China Human Development Report—Human Development and Poverty Alleviation, 1997: 79,

13. “Old age insurance” refers to a contributory annuity covering participating rural residents. Being seif-employed, most
rural residents do not receive a pension from a work unit.

t4. China Report on the National Economy and Social Development, 1997: 311. See the 1997 China Human Development
Report for an extensive discussion of rural health care and the cooperative medical system.

15. Ibid, 311. See Chapter 5 for more discussion of the unemployment insurance program.

16.  Ibid, 311-312.

17. See Chapter 4 for additional discussion of this issue. Also, see the /997 China Human Development Report, and
World Bank, Qd Age Security: Pension Reform in Chira, 1997.

18. For instance, environmental protection organizations such as ‘Friends of Nature’ have contributed to raising citizens’

awareness of environmental issues
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Chapter 4
MAJOR HUMAN DEVELOPMENT ISSUES
IN THE REFORM PROCESS

The China Human Development Report 1997
presented, as part of its comprehensive survey of the
state of human development in China, a discussion of
the major problems facing human development in the
mid-to-late 1990s. In this chapter, we look again at a
sub-set of those issues, focusing on those that appear
most urgent at present, and taking advantage of the
latest available information.

We begin with the unbalanced nature of China’s
recent economic growth. For some regions, sectors and
population groups, the increase in income has been
exceptionally fast, while for others it has been relatively
slow, Thus, development disparities among regions
and groups have increased. Moreover, the changes in
society associated with rapid growth have far exceeded
people’s expectations and have challenged their ability
to adapt. Together with the discordance from political
change and conflicts among social interest groups,
these changes have increased the threat of social and
political instability. In addition, fast economic growth
has involved massive destruction of the natural
environment and rapidly escalating pollution, In this
respect, China is not so different from other nations and
regions that have achieved economic growth at the cost
of the environment and of massive exhaustion of
natural resources, except perhaps in the speed with
which it has occurred in China.

While solving some problems, fast growth and
structural change have brought about new challenges.
Among these, the most urgent are: the rapid surge in the
unemployment rate; the growth of income disparities;
the augmentation of social inequality; and the
imposition of new dangers and risks on the weak of
society {including the aged, the ill, women and
unemployed people) due to the melting away of the
previous social safety net and its lack of replacement by
anew one. Although the most socially vulnerable and

at risk groups are still but a small proportion of the
population, in absolute terms they constitute a large
number whose circumstances present a challenge that
cannot be neglected.

1. Unemplovment

China’s huge population is a source of enormous
pressure for employment. The current unemployment
problem in China has two characteristics: one is the
sharp increase in urban unemployment and layoffs, the
other one the vast surplus of rural labor and massive
labor mobilization.

1.1. Explosive Increase in Urban Unemployment

The figures for urban registered unemployment
announced by the State Statistical Bureau (SSB) greatly
underestimate the true level of urban unemployment.’
The SSB has urban
unemployment,’ not only those unemployed who have
If urban registered

begun 10 survey total
registered with labor bureaus.
unemployment prior to 1993 can be regarded as a fairly
close approximation to the actual unemployment rate,
the number of layoffs from state owned and collectively
owned enterprises since then has increased very quickly.
Because these furloughed workers were stiil technically
connected to their enterprises, they were not registered
or counted as unemployed, and the registered
unemployment rate stopped reflecting the real
unemplovment sitation in China.

Based on standard international definitions of
unemployment, the urban unemployed population in
China should include the following three groups of
people: (a} registered unemployed workers; (h)
workers furloughed from their enterprises who are not
warking elsewhere; these account for 40-60 percent of
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TFable 4.1. Estimated Real Urban Unemployment in China (millions)
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1998 U s700 1145 1761825 7 8.609.60° 080 154160 7983

Sources: a. Labor Statistics Yearbook of China, 1997; 213 and 1998: 230. b, Yang Yiyong, 10 March 1998. c. Xinhua News Agency (22 Jan,
1999) reports Ministry of Labor and Social Security data indicating that the re-employment rate of laid off workers is 50 percent. d. Hu Angang,

1698, e. Estimate by Hu Angang.

Note: Actual unemployment = registered + laid-off unemployment + unemployment of rural labour in urban areas.

total unemployment; and (c¢) unemployed rural migrant
workers. In 1997 there were about 46 million rural
workers who went to cities and towns to work or look
for work.® The unemployment rate for this group of
workers is very conservatively estimated at 1.5 percent
(China Yearbook of Labor Statistics, 1998: 74). These
workers are covered neither by social security nor un-
eniployment insurance. An estimate of the actual un-
employment rate is presented in Table 4.1.

The laid-off unemploved workers keep labor
contracts with their units. Some of them are engaged in
“hidden employment”, and receive a subsistence
allowance as well. They must not be considered to be
the same as the unemploved of the other two types.

In recent years, especially since 1993, open
unemplovment in urban areas has increased sharply.
From 1993 to 1998, registered unemployment increased
by 36 percent to 57 million and surveyed
unemployment rose by 92 percent to 11.45 million.
Total urban layoffs have increased by almost 4 times,
with an annual increase rate of more than 40 percent.
We estimate that total real urban unemployment has
risen from around 5.4-6.0 million in 1993 1o between
154 and 1998,

unemployment rate was 7.9-8.3 percent. ln addition,

16 million in when the real

the salaries of 10 million workers were suspended or

reduced, causing a substantial decrease in real income,
In the coming vears, layoffs will continue to
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increase rapidly and China will experience the highest
urban unemployment since the establishment of the
People’s Republic of China (People’s Daily, 9 Feb.
1998). According to Ministry of Labor estimates, state
owned manufacturing enterprises alone employ § to 10
million workers who will be laid off during 1999-2001.
Since workers in state owned enterprises account for
two-thirds of all laid-off workers, during these three
vears we can anticipate that there will be 12 to 15
million layoffs in all. By the year 2000, accumulated
layoffs will reach 23.5 to 26.5 million, and on average
layoffs will increase by 4 to 5 million annually. 20
million workers will be laid off in 2000 alone, and
actua! urban unemployment nationwide may reach as
high as 18 million, which would constitute a new peak
for the PRC.}
unemployment has become the most challenging issue

At present, the explosive increase in
in China’s economic and human development.
1.2. Situation of Urban Laid-off Workers

There are large disparities among eCconomic
sectors in the distribution of laid-oft workers. In 1996,
workers furloughed from state owrned, collectively
owrned and “other” economic entities accounted for
64.3 percent, 32.2 percent and 3.5 percent of the total
number of furloughed workers, respectively.

There are also big regional differences in the



percentage of workers. The old industrial base areas 935,000 furloughed workers), Hunan (1.2 percent),
have the highest share. Based on the total number of Shanghai (11.1 percent), Jiangxi (11 percent), Hubei
enterprise workers, in 1996 Liaoning Province had 1,18 (10.5 percent), Jitin (10.3 percent), Sichuan (9.5 percent)
million laid-off workers, or 14.2 percent of total (See Table 4.2.). All of these provinces exceed the
workers, followed by Heilongjiang (13.8 percent, national average share of workers laid off.

Table 4.2. Number of Laid-off Workers, Percentage of Laid-off Workers in Labor Force, and Average
Living Allowance, by Province, 1996

2 Sichwn 687
23 Guighow <87

. TIOURR = BN AR S 2N S
31 National © - 8916 60 RO U TRIL L BT 46

Source: Calculation based on China Labor Statistics Yearbook, 1997; 139, 406, and Statistical Yearbook of China, 1997: 123,
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There is also a large difference among economic
sectors in the share of workers being laid off. Among
all sectors, the timber industry has the highest rate of
layoffs, namely, 39 percent of all workers, followed by
On the other hand,
the lowest rate is that of finance and insurance (only

the textile industry {31 percent).

0.79 percent), followed by govermnment entities and
social (0.88 percent),
education, broadcasting and television (1.18 percent).

organizations and culture,
Most of the industries with low rates are characterized
by monopolistic structure with high rates of return.
Average salary plus non-salary income in these
industries far exceeds the national average level of
worker income. Such double inequality is a reflection
of labor market segmentation. Excessive protectionism
and monopoly in some industries have reinforced the
inequality and unfairness in the distribution of income
among workers. Middle aged workers are the majority
of those furloughed: 52 percent are between the ages of
36 and 50.

As of 1997, the average layoff period of laid-off
workers was 3 years and 9 months. About 77 percent
had been laid off before the end of 1995, Although they
still keep nominal Iabor contract refationship with their
original units, in fact they are long term “unemployed™.

The real income of the furloughed workers has of
course fallen, but by different amounts for different
workers. Many workers rteceive a  subsistence
allowance from their work units which is much lower
than the local minimum income standard. In 1996, the
average living allowance paid was 77 yuan per month
nationwide. For state owned enterprises the allowance

was 90 yuan. for coliective enterprises 47 yuan (see
Table 4.2).
monthly

There are big regional differences in the
living allowance provided to furloughed
workers. In Heilongjiang, Tnner Mongolia, Jilin and
Lizoning, this allowance was very low, averaging 27,
31, 44 and 45 yuan, respectively; while in politically
sensitive regions, it was much higher: 333 yuan in
In all

regions, the living allowance for collectively owned

Tibet, for instance, and 250 yuan in Beijing.

enterprises was low, verging on inconsequential. For
instance, in Inner Mongolia, kElin and Heilongjiang
workers furloughed from collectively owned enterprises
get a mere 7 yuan per month, while in Ningxia and
Hebei the allowance was 9 and 29 vuan, respectively.
Although some furloughed workers have found other
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Table 4.3. Urban Population Groups with Reduced
Incomes, 1997, by Quintile of Income Distribution

(percent)

Total(l(){)%) S S 39
Low Income Group (20%). _5 30 e
.Relauvely Low, Income (20%) 2.9 ::: T X e
‘Middle Income Group (20%)" 16" - 33 "
:Relanveiy I-hgh Incomes (2(}%) 160 _:.3- 39 o
ngh Tncome Group (20%) A *20 o

Source: Annual of Prices and Family Incomes and Expenditures in
Chinese Cities, 1998: 9.

work and their real income is higher than the living
allowance, in general their living standard has been
substantially reduced. Many of them have fallen under
the urban poverty line and become eligible for
government astention and assistance.

Unemployment and the inadequate financial support
available to the unemploved are undoubtedly major
contributors to the recent wend of growing intra-urban
This is illustrated in Table 4.3.,

which shows that income reductions in 1997 were both

income inequality.

deepest and most widespread among low-income urban
residents. With more of the relatively poor than the
relatively rich becoming poorer, the spread between

rich and poor grew wider.

1.3. Why Does Urban Unemployment Increase
Sharply?

The first key to resolving the unemployment crisis
is to understand its causes. First, China has been
experiencing a continuous increase in size of labor
force. The rate of growth of the economically active
population has been greater than that of the total
population, due to the maturing of the baby boom
generation born in the 1960s and early 1970s, before
population contrel policies began to reduce the fertility
rate. The total employment rate (i.e.. the employed as a
proportion of the total population) of China is about 56
percent at present, which is much higher than the inter-
national average Jevel, At present, the participation rate



Figure 4.1. International Comparison of Employment Rates by Total Population and Women's Participation

in Labor Force, 1993 (percent)

percent
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China Indiia All Developing

Countries

Source: UNDP, Human Development Report, 1996; 168-169,

of Chinese women in the labor force is 45 percent,
which is also much higher than that of developing
countries (See Figure 4.4.). Indeed, the provision of
employment opportunities for women has been one of
China’s great accomplishments in human development.

Second, China is undertaking structural adjust-
ment of its economy on a large scale. Too many people
in the past were kept in agriculture, too few in services;
heavy industry was over-developed at the expense of
consumer goods industries, trade and services, etc. All
this is in process of changing; therefore, much of the
increase in unemployment can be assigned to the
category of structural unemployment. During the 1980s,
agriculture on average absorbed 4 million new workers
annually, while in the 1990s labor used in agricutture
Jell by 6.1 million annually, on average. Former farm
workers either transferred to non-agricultural jobs or
moved to urban areas. The capacity of manufacturing
to absorb labor has decreased, while services have
become the major channel for creating new jobs.
Within manufacturing there is profound structural
transformation occurring: many enterprises in tra-
ditional sectors have closed. merged, transformed, or
gone bankrupt, producing sharp increases in lavoffs.
The textile, coal mining, machinery, metallurgy,
forestry, railway and military industries have had to lay
off more than 1 million workers each.

M Rate of Employment.
in Total Population

BWomen's
Participation Rate

industrialized World
Countries

Third, China is in the process of transformation to
a market economy. High employment was sustained in
the past by extra-economic forces, especially the state’s
policy of preserving surplus labor in state enterprises as
a means of providing income security to the urban
population. The preservation of surplus labor in the
agricultural collectives accomplished the same purpose
for the rural population. As China moves toward a
market driven economy, these institutional foundations
of the high employment rate have disappeared or are
melting away. The share of labor force employed in the
state sector has fallen sharply. The non-state sector has
been unable to absorb all the workers laid off from state
enterprises.

Fourth, economic development in China has been
undergoing a process of de facto capital deepening;
state enterprises especially have been rapidly increasing
their capital intensity. From 1990 to 1995, China
achieved extremely high speed economic growth (the
average annual growth rate being 11.9 percent) and
growth of investment (20.6 percent) (at constant price).
However, this was not accompanied by comparable
growth of employment. The average annual rate of
increase of employment has fallen from 3 percent in the
1980s to 1.3 percent at present, which constitutes the
lowest employment elasticity of growth in the history of
the PRC . To alarge extent , the employment aversion
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Table 4.4. Regional Disparities in Human Development Indicators in China (1997)

0.....;

T L 4
08800 L 24

‘Hong Kong*

Source: (2) UNDP, Human Development Report, 1999, pp.134-135. (b) Figures are taken from Table 1. Human Development Index by Province

in1997 of this Report.

Note: per capita GDP denominated in US$ (Year 1990) is calculated in purchasing power parity terms after adjustment. The world ranking refers

to that among 174 countries and regions.

of growth is the product of the forces discussed in the
last paragraph, namely, the sloughing off of surplus
labor by the state and collective enterprises under the
new conditions of market competition. However, there
is also evidence of adoption of more capital-intensive
technologies by enterprises. Thus; net value of fixed
assets per worker in industry more than doubled from
1990 to 1997; for state enterprises the increase was
about 70 percent’ Such a growth pattern fits very
poorly with China’s basic situation of labor surplus and
growing unemployment.

2, Regional Disparities

One of China’s fundamental characteristics is the
great geographic, 1opographic and climatic variety over
its many regions, and these are in part responsible for
the existence of substantial regional disparities in
economic and human development. The most pro-
nounced such difference is that between the eastern
coastal and western interior regions. The development
disparity between north and south, by contrast, is less
obvious but it is nevertheless substantiai (China
Research Group. Chinese Academy of Science, 1992:
126-132). While China as a whole is in the middle
range of human development, by global standards,
some individual regions, such as Shanghai and Beijing,
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score well above that and would separately rank as high
as 25" and 27" in the world; while such poor and
minority nationality regions as Tibet and Qinghai
belong in the lower range of human development, and
would rank 147 and 135", respectively (See Table 4.4.)

2.1. The Change in Regional Social and

Economic Development Disparities, 1978-

1995

Changes in the inter-regional variation in
economic and social development indicators have been
quite complex since the reform. For instance, inter-
provincial variation in GDP per capita has declined {see
Table 4.5, and Lin, et al., 1997). Yei, if the provinces
are assembled into three regional groups representing
different levels of development -- east {most developed),
center and west (least developed) -- the disparity among
these groups widens. Moreover, whether grouped or
not, the regional variation in personal income increases
sharply.® When it comes to social indicators, there is
similar complexity. Some, such as officially reported
incidence of infectious disease and per capita electricity,
have become substantially more equally distributed
over the provinces. Others, such as birth rate, rate of
natural increase, and enroliment rates of school-age
children, have experienced pronounced increase in

inter-provincial disparities (see Table 4.5.).
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Regional disparities in major social development
indicators are generally lower than those of per capita
GDP; ie., provinces are less unequal in human
development level than in production level. For
instance, the variability of indicators of population and
education is much lower, and those of health, culture,
infrastructure and environment somewhat lower, than
that of per capita GDP. Reducing regional disparities
will take considerable time. Meanwhile, however,
regional disparities in human development can be
further reduced before those in economic development,
as suggested in the 1997 Ching Human Development
Report.

2.2, Causes of Increasing Regional Disparities

The level of development in different regions is
highly dependent on natural rescurce endowments,
human resource and infrastructure development, and
proximity to urban and international markets. In a still
largely agrarian country like China, some provincial
disparities in income resulting from natural conditions
are inevitable. However, all these factors together
cannot fully explain the existing regional disparities. In
the early stages of reform, not only were these
disparities in fact reduced, but the income gap between
urban and rural areas slso fell substantially. However,
starting in the mid-1980s, income inequality increased
again and in the 1990s the enlargement of some
important disparities among regions and between urban
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and rural areas accelerated. This changing time path of
inequality obviously cannot be explained by reference
to narural conditions.

There are some additional factors affecting
regional disparities. First, the weakened ability of the
central government o raise revenues has clearly
contributed to the rise in these disparities. Before the
reforms, the central government played a critical role in
determining  regional income  distribution, and
significant fiscal revenues were transferred from rich to
poor provinces. This practice was altered by the
massive fiscal decentralization introduced after 1978,
which greatly reduced the ability of center to raise
revenues.

Under the fiscal contract system (caizheng
hacganzhi) as practiced between 1980 and 1993, taxes
to a great extent were collected and expenditures
undertzken on a jurisdiction by jurisdiction basis,
Consequently. the ratio of central revenue to GDP
quickly shrunk. Under severe fiscal strain, the central
government was no longer able to redistribute resources
actoss the country (Wang, 1997h).

growth of furds outside central control (See Chapter 5)

The explosive

has exacerbated the trend toward growing inter-regional,
inter-sectoral, inter-unit, and thereby interpersonal
inequality.

Table 4.6. reports average ratios of fiscal surplus
(deficit) to GDP for China’s 30 provinces in four
periods. It shows how fiscal transfers evaporated in the
age of decentralization. In the period 1978-80, half of



China’s provincial units had surpluses. Shanghai at that
time tumned over to the center a surplus equivalent to
more than 50 percent of its GDP; other developed
provinces at the time, such as Beijing, Tianjin, and
Liaoning had to do the same, although to a lesser
degree. On the other hand, subsidies from the central
government to the 13 deficit provinces could be as high
as a fifth to a quarter of their GDP. After 1980,
remittances from richer provinces to the central coffers
rapidly dwindled. Correspondingly, the relative size of

central subsidies to poor provinces decreased sharply.

By 1991-93, Shanghai, the richest provincial unit in
China, submitted only about 8.5 percent of its GDP to
the center. The newly rich province, Guangdong,
contributed barely 0.4 percent of its GDP.
Consequently, for most of those provinces tunning
deficits in the initial 1978-80 period, the relative sizes
of central subsidies in 1993 were much smaller. Many
poor areas have had difficulty financing basic services,
such as education, and have no resources for investing
in economic development.’

Table 4.6. Ratio of Fiscal Surplus to GDP, by Province, 1978-1993 (percent)
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Source: Wang and Hu, 1999, p.190. Wang Shaoguang and Hu Angang: The Poiitical Economy of Uneven Development, the Case of

China, PP.190.
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This is not to say that the redistributive pattemns of
The lack of a firm and
predictable relation between a province’s extractive

the pre-reform era were ideal.

effort and its authorized expenditures constituted a
strong disincentive lo raise tax revenues and unduly
compromised local initiative.  However, the reform
period alternative has gone to the other extreme; it has
almost entirely eliminated the means by which the
center can act to alleviate inter-regional inequalities and
help the poorer areas and people of China (Wang and
Hu, 1999). A further discussion of fiscal decentra-
lization from a more general perspective is found at the
end of this chapter.

Second, the government has followed a policy of
“building on the strongest”, i.e., giving differentially
favorabie treatment to coastal regions and thus
implicitly discriminating against poorer inland regions.
While it helped to achieve a very high GDP growth,
this strategy also reinforced the increase in regional
disparities and, as the 1990s have progressed, its
negative effects have grown more prominent. In
September 1995, the government adopted a guideline
that called for adhering to “coordinated regional
development and gradually reduced regional
disparities.” Policies are to be adjusted to abolish the

privileged treatment of coastal regions.

3. Urban-Rural Gap in Income and Public
Services

The basic contradiction in modern Chinese society
is the economic and social structural gap between urban
and rural residents, which is reflected in the differences
in income, consumption structure and public services.

3.1. Relative Disparity in the Income of Rural
and Urban Residents

Although consumption of both urban and rural
residents has improved greatly since the beginning of
reform, the relative gap between them is very large,

both absolutely and in international comparative

66 CHINA HUMAN DEVELOPMENT REPORT 1999

Table 4.7. Annual Growth of Consumption of
Urban and Rural Residents (percent per year)

19811985 94 MO ST
19861990 40 - 280 o6l
1991'1995 '.::'_..::' 8.9 . ."_"":'7,7 '_5: :::'_ : 8.7
1996-1997 UGl BE L 2l
19791997 1A gk e

Source: Calculated in comparable price, from China Sraristical
Abstract, 1998:76 and Statistical Yearbook of China, 1998.

perspective. The years of reform have seen this gap
narrow, then widen, then narrow again, leaving it at
2.5-t0-1 in 1997, marginally lower than in 1978 (see
Tables 4.7. and 4.8. and Figure 4.2.).

The relative income disparity between urban and rural
residents behaved similarly to that of consumption,
ending at 2.97-to-1 in 1997 (see Table 4.10.). It should
be noted that urban residents have been the recipients of
large government price subsidies, including those for
food, cooking oil and meat, a subsidy to offset food
In 1997, the national
budget allocated 55.2 billion yuan to price subsidies
(Statistical Yearbook of China, 1998: 290). These
subsidies are not included in the SSB’s definition of

price increases, and others.

househoid mcome, yet they are in fact transfer income
that in the past accounted for a large proportion of
average urban household per capita income. With the
disappearance of urban food rationing, these subsidies
have declined. Nevertheless, if various hidden subsidies
to urban residents were included in their incomes, then
urban per capita income would be substantially higher
and the real urban-rural income gap even larger. On the
other hand, if rural-urban migrants living in the towns
and cities were to be included among the urban
population, average urban income would be somewhat
lower, and the gap reduced.



Table 4.8. Resident Consumption

Source; China Statistics Survey, 1998: 76; Statistical Yearbook of China, 1990:291.

Figure 4.2. Ratio of Consumption Levels of Nonfarming to Farming Population
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Table 4.9, Comparison of Per Capita Family
Income of Rural and Urban Residents
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Source: China Statistical Summary, 1998: 78.

The urban-rural gaps in per capita expenditures on
various kinds of goods are quite large. For instance,
urban residents spent 2.2 times as much as their rural
counterparts on food in 1997, and the ratios for clothing,
and trapsportation and communications were 4.76 and
4.32, respectively {Table 4.10.).

quantities of foods consumed by urban and rural

A comparison of

residents is shown in Table 4.11.

A significant disparity shows up in the purchases
of durable goods in rural and urban areas {Table 4.13.).
Rural ownership of more traditional types of durables,
such as bicycles, has grown rapidly since 1985, and is
But for
some newer types of durable goods, urban areas are

only marginally lower than in urban areas.

virtually saturated, unlike their rural counterparts. For
instance, urban ownership rates for color TVs, washing
10, 89 and 75
percent, respectively, in 1997, as compared with only

machines, and refrigerators were

27, 22 and 8.5 percent in rural areas.” These newer
durables have great market prospects in the countryside,

if rural incomes are permitted to rise sufficiently.
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Table 4.10. Ratic of Urban to Rural Per Capita
Consumption Expenditures by Category of Goods
{Rural = 1)
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Source: Statistical Yearbook of China, 1998: 326, 348.

Table 4.11. Average Per Capita Food Consumption
of Rural and Urban Residents (kg)

Rural .= . LRI -
Fine grains: . 209215211 209
flour and rice - : ._ B L
Vegetables - . 131 134 105 107
Cooking oil C 404 517 580 616
Pork, beef, mutton 1097 1134 1129 12772
Fowl 163 126 183 236
Eggs 205 241 322 408
Aquatic products le4 213 3.06 375
Sugar 146 150 128 135
Alcohol 437 614 653 713
Urban

Foodgrains =~ - 135 131 97 89
Vegetables L0144 1390 116 113
Cookingoil . 576 640 7.1 7.2
Pork, beef, mutton 1872 2174 19.68 19.04
Fowl . . 324 342 397 494
Eggs 684 725 974 1113
Aquatic products 7.08 7.69 .20 9.30
Sugar 252 214 168 163
Alcohol 780 925 993 955
Source: Statistical Yearbook of China, 1998: 327, 353,



Table 4.12. Average Possession of Consumer
Durables per 100 Households in Rural and Urban
Areas (units)
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One amenity for which rural residents have an

advantage over their urban compatriots is housing space.

This has increased much more rapidly in the
countryside than in the cities. From 14.7 sq. meters per
capita in 1983 it grew to 22.5 m® in 1997, The same
figures for urban residents were 5.2 m®in 1985 and 8.8
m*in 1997; the urban increment was less than half the
raral. This resuit is a product of the difference in
housing mechanisms. Villagers have a strong incentive

to build new houses because they own their house, and
it constitutes a relatively safe vehicle for investing their
savings; while in the city, housing is still part of the
welfare allocation system carried over from the planned
economy, and people are reluctant to buy. Incomplete
privatization, high prices, and lack of a developed mort-
gage market are factors contributing to the slow growth
of urban housing space.

3.2. Urban-Rural Disparities in Public Services

Rural communities lag far behind their urban
counterparts in access to mnational public health
resources. The total number of hospital beds in the
countryside has remained at 800,000 since 1980, while
the net rural population grew by 70 million. The ratio
of rural hospital beds to the national total was 40
percent in 1980, and only 27.6 percent in 1995; urban
dwellers have six times the number of hospital beds per
capita as rural residents. Although the latter accounted
for 70 percent of the national population, their share of
national health resources is only about 30 percent
(Table 4.13.).

Telecommunication facilities are another area in
which there is significant imbalance in distribution
between rural and urban areas. The telephone sets going
to the countryside as a proportion to the total of the
country keep declining, and the coverage rate of
telephone in the rural areas is 9 times less, as shown in
Table 4.14. The fact that the countryside lags behind
the towns in access to public communication increases
the rural disadvantage in obtaining and distributing
knowledge, information, and technology.

Table 4.13. Hospital Beds per 1,000 Persons in Urban and Rural Areas

Hospltai Beds (I 000).-

‘Below eournity level (rural) i AR

Countylevei and above (urban) LT 1192
National 1,982 ;
Bedsperll)ﬂﬂpersons SR
Below county fevel . i R 11 )
County level and above__' RN e 62
National .. e L 201 :

U790

LA 2300 23400 L 235

Source: Statistical Yearbook of China, 19%7: 726.
Note: Hospital sickbeds at county level serve some rural residents,
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Table 4.14. Comparison of Urban and Rural
Telecommunication Facilities

‘Telephone Capacity
- Rural share (%)
| Utbanshare (%) 67
Telephone setsper

100 pospns
o Urban

Source: Statistical Yearbook of China, 1997: 542,

Social structure, policy, technology and the
management arrangements of the economic system are
all responsible for the urban-rural gap and its
perpetuation. These have led to restrictions on the
movement of population from countryside to city, and
to the establishment of different social levels and
identities for rural and urban people. Major public
expenditures have been diverted to benefit the quarter
of the population living in cities. The open and hidden
subsidies to urban residents are neither fair nor efficient.

4. Environmental Degradation

China’s population is close to 1.3 billion, and by
2030 will reach 1.6 billion. Industrialization has caused
per capita use of natural resources by this huge
population — including the common supply of fresh air
and water — 1o grow rapidly. As a result, destruction
and pollution of the environment have been massive
and severe. OQur general comments on present environ-
menial conditions in China could be summarized as
follows: unfavorable natural endowment; uncontrolled
human destruction; simultaneous existence of erosion
and pollution; partial improvement on some fronts
accompanied by overall deterioration; capacity to
protect the environment lagging behind the speed of
destruction. Thus, environmental quality continues 1o
worsen and this has evolved into the most severe, large-
scale and profound ecological destruction in Chinese
history (Hu Angang, Wang Yi and Nia Wenyuan,
19903,
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4.1. Major Environmental Issues

The Chinese government has undertaken various
measures to reduce air and water pollution, as well as
implementing gquite a few environmental projects,
including the "Sanbei" Forest Preserve {(referring to the
dry areas of western northeast China, northemn north-
central China and most of northwest China); a forest
preserve at the middle and upper reaches of the Yangzi
River; coastal forest preserves; and a comprehensive
environmental control project for controlling water-
based erosion at seven river basins sach as the Yellow
and Yangzi Rivers. However, the trend of environ-
mental deterioration has not been stemmed effectively.
The major issues are manifested in the following
aspects:

Worsening Land Erosion.

At the founding of the People’s Republic of China,
an area of around 1.16 million square kilometers was
affected by serious erosion from water; this has
increased by 2.16 times to reach 3.67 million kit
which is about 38 percent of the national territory
(Table 4.15.).

As Table 4.15. indicates, the region with the most
serious erosion problem is the Loess Platean, which
covers an area of about 0.64 million km® and is the
largest vellow soil area in the wortd. The arid weather
and sparse vegetation there have made more difficult
the control of erosion, which affects about 70 percent of
the total area and is the major source of sedimentation
in the Yellow River. However, difficult climate and
terrain, assisted by human intervention in the form of
irrational cultivation, over-grazing of grasslands, and
massive deforestation and removal of vegetation have
given rise 1o extensive soil erosion in other major
regions of the country, as shown in the table.

Expansion of Desertification

China has 2.62 million square kilometers of desert,
which is equivalent to fourteen times the area of
Guangdong Province and accounts for 27 percent of the
total territory., The area of desert is increasing by 2,460
square kilometers per year which means that cvery year
an area equivalent to a medium-size county is lost. The
principal desert areas are in the northeast, north-central
China and most of the northwest. Due to unfavorable



natural conditions, such as a dry and windy climate,
Sparse vegetation, and degradation of the original grass-
lands, desertification and salinization are severe in
these areas. About a quarter of the rural poor live in
arid areas. Since the estabiishment of the PRC, about
0.67 million hectares of farmland and 2.35 million
hectares of grassland have turmmed to desert. The
desertified areas are the source of some 1.2 billion tons

Table 4.15. Area Subject to Water Erosion in
Various Regions

‘Reachesof Yangzi 0

River?’
" Red Soil Areain South 1,200
ngOIﬂiChﬂ'x" : RS
* Black Soil Hilly Area” 1,
Qinghai & Tibet -~ LT
Plateaus®
National =0 9,600

3670 38

Source: State Council, Master Plan for National Fco-Environment
Construction, Xinhua News Agency, Beijing, 6 Jan. 1999,

Notes:

L. Includes most parts or parts of Shanxi, Shaanxi, Inner Mongolia,
Gansu, Ningxia. Qinghai, Henan Provinces.

2. Includes most parts or parts of Sichuan, Guizhou, Yunnan,
Chongqing, Hubei, Hunan, Gansu, Qinghai, Henan, Shaanxi
Provinces.

3. Includes all parts or parts of Fujian, Jiangxi, Guangxi, Guangdong,
Hainan, Hubei, Hunan, Anhui, Jiangsu, Zhejiang Provinces and
Shanghai Municipality.

4. Includes parts of Beijing, Tianjin, Hebei, Shandong, Henan, and
Shanxi Provinces and North of Huai River Areas in Jiangsu and
Anhui Provinces,

5. Including major parts of Heilengjiang, Jilin and Lizoring
Provinces and East part of Inner Mongolia.

of mud and sand that flow annually into the Yellow
River, raise its bed and greatly increase the threat of
flooding. A major cause of desertification is the dis-
appearance of China’s forest cover, dealt with next.

Reduction of Forest Coverage.

Massive deforestation has seriously damaged
natural vegetation and impacted negatively on many
ecological functicns of forests, such as wind blockage,
containment of sand, conservation of water resources,
preservation of topsoil, cleansing of the air and
maintenance of biodiversity. Deforestation of land and
filling in of lakes for cultivation, as well as planting on
steep slopes have all reinforced the frequency and
severity of natural disasters.

China has one of the sparsest forest covers in the
world: the coverage rate is only 14 percent of land area,
compared with 66 percent in Japan, 62 percent in
Indonesia, 55 percent in Russia, 32 percent in the
United States, and 23 percent in India. UNDP reports
that "in the last four decades, almost half of China's
forests have been destroyed".” Massive reforestation
campaigns have taken place, but with high loss rates;
even when successful they have replaced mature, bio-
diverse forests with sparse mono-species plantations of
much inferior quality (UNDF, Aug. 1996: 8, and Smil,
F993: 59-64). In belated recognition of the seriousness
of the situation after the devastating floods that hit
China in 1998, the State Council in September of that
year ordered a ban on deforestation around the Yellow
River and the middle and upper reaches of the Yangzi
River.

Degradation of Grassland.

About 135 million hectares of grassland have been
degraded, desertified and salinized, accounting for one
third of China’s grasslands, and this destruction
progresses at the rate of two million hectares annually.
For a long period of time, due to the population growth,
arid weather and especially to over-grazing and abusive
cultivation, grassland degradation has progressed apace
at the sources and middle and upper reaches of rivers.
In many such places, there is no longer any pasture for
grazing (State Council Abstract, 1999).

Worsening Natural Disasrers.
Since the establishment of the PRC, the history
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Table 4.16. Number and Frequency of Natural Disasters in Various Periods

19521959

1960-1966 1+ . 1

19701979 el
1980-1989 3 e
1990-1997 oy S50

Source: Calculation based on the data in Statistical Yearpook of Ching, 1991: 201 and 1992: 352, and Chira Statistical Abstract, 1998: 92, 98.
Note: Frequency is the percentage of vears in the period suffering above medium disasters. The definition of various disasters is according to the

rate of affected area.

of natural disasters in China can be summarized with
the following figures: from the 1950s through the 1990s,
the frequency of medium and large-scale natural
disasters increased decade by decade, as did the total
area and percentage of cropland affected by disasters
(Table 4.16). During the 1990s, about one-third of
farmland has been affected by disasters every year. Of
the affected areas, 50 percent has suffered real loss
from the disaster, and crop vields have been reduced by
at least 30 percent (Hu Angang, et al., Nature Disasters,
1998 and Economic Development of China, Hubei
Science and Technology Publishing House, 1998).

Afr Pollution and Acid Rain

The principal cause of China's serious air
pollution problem is coal smoke, since coal is by far the
dominani energy source, accounting for about three-
fourths of total encrgy consumption. Coal output has
increased by 1.37 times from 610 million tons in 1980
to 1.4 billion tons in 1996. Cleaner energy sources,
such as hvdropewer and natural gas, account for only
5.7 percent and 2.2 percent, respectively, of total
energy use.

Industry is the main coal consumer and a major
polluter discharging waste gases. The manufacturing
sector burned over 1.2 billion tons of coal in 1996,
accounting for 86 percent of total coal consumption
(Statistical Yearbook of China, 19981 253}, In 1997,
this sector emitted over 9.000 cubic meters of waste gas
for each ton of coal consumed,

Thermal power generation is one of the main

sources of waste gas emissions and of acid ran. From
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1980 to 1996, coal consumption for thermo-power
generation almost tripled to reach 488 miliion tons,
over one-third of total coal consumption (Statistical
Yearbook of China, 1998: 253).°
thermal power plants of sulfur dioxide, the main cause

Emissions by

of acid rain, account for one-third of total SO,
emissions and have given ris¢ to a massive acid rain
problem.

Production and use of automobiles and motor-
cycles have grown rapidly and become a major source
of urban air pollution. Since the mid-1980s, output of
cars, motorcveles and wucks has increased at an annual
rate above 10 percent. Oil consumption for transpor-
tation doubled between 1980 and 1996, when it reached
29.4 million tons. Half of the petroleum refined in
China is leaded gasoline used mostly for high-
compressicn automobile engines. The density of lead
concentration in the air of big cities has grown in slep
with the use of automobiles; for instance. average
density of lead in Guangzhou's air increased by 12
times between 1988 and 1995."

Indoor air pollution is also very serious. Many
people, especially in rural areas, are exposed to indoor
pollution that exceeds all environmental guality
standards. Most households still depend for heat and
other energy needs upon solid fuels such as coal and
wood, smoke from which contains particulates, sulfides.
carbon dioxide and carbon monoxide, which have
caused a very high incidence of diseases of the res-
piratory tract. Such diseases constitute the number one
kilier in rural areas and the third cause of death in urban

areas.’?



Table 4.17. Air Pollution Comparison of World Cittes

Source: World Bank, World Development Indicators, 1998:162.

In many big cities, air concentrations of
particulates, SOy and COy are very high, as a result of
emissions from industrial boilers, cars and residential
buming of coal. The health of residents of Shanghai,
Beijing and Tianjin has been sericusly threatened by
suspended particulates.  Nor is urban pollution an
attraction to foreign tourists, good air guality being a
commmon feature of major tourist cities throughout the
world, from Paris and Madrid to Sidney, Toronto and
Singapore {see Table 4.17.). Recently, Beijing, Tianjin
and Shanghai have all adopted stringent measures to
control air pollution.

The area affected by acid rain continues to expand.
Research indicates that in the last eight years, it has
spread by about 1 million square kilometers and its
acidic content increased by 2-8 times. This is very
severe, by international standards. By 1995, total sulfur
emissions had increased to 11 millien tons and acid rain
was spreading rapidly in regions along the middle and
lower reaches of the Yangzi, the upper reaches of the
Yellow River and most parts of the industrialized
Northeast. Although China appears to export less than
2 percent of its total emissions to surrounding countries,

the absolute amount is fairly large (Ren Zhenhai, Wang
Wenxing, Feng Zongwei and Chen Fu, 1998).

In China, high rates of energy consumption go
hand in hand with heavy pollution. According to the
World Bank, total energy use rose from 6.6 percent of
the world total in 1980 to 9.9 percent in 1994, which
was greater than that of Japan (6.0 percent) and ranked
second in the world after the U.S. (25.4 percent).
Although China’s energy utilization and CO. emissions
per capita are much lower than those of the U.S. or
Japan, China has already become the second largest
emiiter of greenhouse gases after the U.S.” In 1995,
after industrialized countries banned the production of
goods using ozone-depleting chloroflourocarbons
{CFCs), China became the biggest producer of such
products.

Water Pollution and Water Shortage

China suffers from a serious shortage of fresh
water, especially in the north,” and rampant water
pollution is worsening the situation. Water pollution
has the following sources:

(a) Industrial wastewater. In 1997, the total
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discharge of indusirial wastewater was almost 19
billion tons. The major industries discharging waste-
water include paper, metallurgy, chemicals, mining,
food processing, breweries, tanning, printing and
dyeing. In the past decade, the quantity of untreated
industrial wastewater discharged has fallen and
wastewater treatment increased .
(b) Urban residential
About 40 percent of total
wastewater comes from urban residential discharge.

From 1981 to 1995, the volume of such discharge

wastewater discharge
continues to increase.

increased by 3 times,

{¢} Rural wastewater includes industrial dis-
charge from village and township enterprises and runoff
of agricultural water containing nitrogenous fertilizers
and pesticides, These farm chemicals dissolve easily in
rainwater, change into liquid pollution and flow into the
local and regional water supply. In addition, with the
development of the livestock industry, animal wastes
are discharged directly and indirectly into water
supplies, where they become sources of water-borne
parasitic, virus and bacterial diseases (World Bank,
1997).

Among 532 Chinese rivers surveyed, 82 percent
are polluted to some extent. Among the fifteen major
cities located along China’s seven major rivers,
thirteen have polluted river water. Pollution in primary
tributaries of large rivers is very common. The higher
the level of tributary, the more serious its pollution. In
lakes and ponds eutrophication is an increasingly
serious problemni.

Table 4.18. Grain Losses Due to Disasters, 1952-1997

4,2, Economic Losses From Disasters and
Pollution

The World Bank estimates that losses from air and
water pollution alone generates costs equal to 3 - 8
percent of China’'s GDP." Behind such figures lie the
many kinds of damage to health from pollution of urban
air, indoor air and water, as well as the mental and
nerve system damage to children exposed to high levels
of lead; reductions in farm crop yields and deforestation
due to acid rain, etc.

Losses Due to Natural Disasters

Reductions in grain output and other direct
economic losses due to nawral disasters are getting
larger over time, as shown in Table 4.18. From 1990 to
1997, the average annual loss reached 23 million tons,
five times that of the 1950s. More significantly, the
proportion of the crop damaged has also increased, 10
5 percent of total grain production in the 1990s.
Annual direct economic losses from natural disasters
added up to 3-3 percent of national GDP in the first half
of the 1990s (Figure 4.3.). At present, Japan loses
around 0.6 percent of its GDP and the U.S. less than 0.1
Both in
absolute and relative terms, China is unusually prone to

percent of its GDP to floeding annually.

huge losses from natural disasters (Hu Angang, Aug.
1998).

- 1952-1959 13,79 {1.52]
© 1960-1966 6.12 [1.71]
'1970-1979 6.63 [3.56]
- 1980-1989 15.95 [3.25]
1990-1997 23.03 [4.25]

{n toHs)
~180.251 {14.372]

173861 {25.975] 35 [1.0]
©276.124 [28.970] 2.4 [1.3]
276.990 [32.546] 4.2 109]
461.388 [25.396] 4.99 [1.9]

Source: Calculation based on data in Staristical Yearbook of Ching, 1992; 35, 338, 365, 383; and China Statistical Abstract, 1997: 92, 98.

Note: Data in brackets are standard deviations.
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Figure 4.3. National Direct Economic Losses From
Natural Disasters
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Source: Calculated by Hu Angang based on China Disaster Report:
1949 1o 1995, 1995: 403-407. Data for 1998 are from the Ministry of
Civil Affairs, People’s Daily, 7 July, 1999,

Notes: Based on current prices.

4.3. Environmental Protection Plan

China’s have come

importance of environmental protection and have taken

leaders to grasp the
measures 1o combat pollution and ecological destruc-
tion. In 1994, the State Council passed China's Agenda
21: White Paper for China's Population, Environment
and Development in the 21" Century. China's Agenda
21 provides some guiding principles for protecting the
environment and achieving sustainable development
during the ninth five-year plan (1996-2000) as well as
an outline of longer-term objectives for the year 2010.
The government has promised to control the discharge
of industrial wastewater, improve the rate of waste-
water treatment, and restrict emissions of 8O, and CO..
In January, 1999, the State Council established a
National Environmental Construction Plan to set
environmental plans for the period until 2010 (see
Table 4.19.), the medium term {from 2010 to 2030} and
the long run (from 2031 to 2050). These objectives
include: protecting natural forests and biodiversity;
promoting afforestation; controlling water erosion;
preventing and controlling desertification; promoting
sustainable agriculture; and establishing a complete
warming and protection system for the natural
environment by the middle of the next century.

To make progress in accomplishing these goals
will require increases in the material and human
resources devoted to environmental protection as well

as the factoring of environmental impact into policy
decisions affecting economic structure.  The World
Bank has recommended a pollution abatement program
costing some 3.1 percent of GDP. This is four times
the present level of 0.7-0.8 percent, and double the
target of 1.5 percent of GDP frequently voiced within
China, iself (World Bank, China 2020: 80, and
Vermeer, Dec. 1998: 955).

The record of the recent past does not generate
confidence that the needed commitment will be
forthcoming. Table 4.20. shows the funds earmarked
for pollution control between 1985 and 1995. Among
the various funds, only "capital construction fund” and
"environmental protection subsidy fund” come from the
government budget, in all likelihood." Budgetary
allocations for pollution control accounted for only 0.12
percent of GNP in 1985, and never exceeded that level
through 1995, in which year it actually fell to 0.06
percent.  If the central government does not take the
lead in efforts to China’s
environmental problems will only worsen.

control  pollution,

5. Declining State Fiscal Capacity and Its
Consequences

In the the government
harvested revenues from
{SOEs), particularly those in the manufacturing sector.
Because the povernment controlled prices, it could
ensure that SOE profitability was high, and thus that
national saving was ample. SOE profits ensured large
current surpluses for the government, and these current

planned economy,
state-owned enterprises

surpluses were used to fully fund new investment.
With economic reform, the government gradually aban-
doned control over most product prices, and en-
couraged entry and competition in most fields. One
result was that SOE profitability eroded substantially.
Operating surpluses as a share of GDP sharply declined
and govemnment revenues as a share of GDP fell from
35.8 percent of GDP in 1978 to only 11.2 percent of
GDP in 1995, Only when the fiscal system was funda-
mentally restructured and redefined, and revenue
shifted to a primary reliance on broad-based taxes such
as the value-added tax (VAT) in 1994, did fiscal trends
begin to shift. Between 1995 and 1997 the revenue
share of GDP increased slightly to 12 percent of GDP.
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Table 4.19. Master Plan for National Enviroumental Construction
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Source: State Council. Master Plan for National Eco-Environmem Construction. & Jan. 1999,
MNotes:

1. This region includes dry areas of western Northeast China, the northern part of North China. and most parts of Northwest China.

2. This region includes 400 million hectares in Inner Mongelia, Xinjiang. Qinghsl, Sichuan, Gansu and Tibet.

Excessive  decentralization  has  significantly
weakened the central government's capacity to perform
its appropriate functions. which has made it more
difficult to cope with the human development problems
discussed in this chapter. In addition to these. other

problems  exacerbated by fiscal inadequacy and
impacting on human development include the shortage
of public goods and services, the underdevelopment of

infrastructure and the spread of corruption.
5.1. Public Goods and Services

The shortfall of revenue makes it difficult for the
central government to provide an adequate supply of
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public goods and services. A prime example is the
attempt to establish a new social security system 1o
cover the urban population. In order o implement a
thorough reform of state enterprises, their current res-
ponsibilities for pensions, as well as for the income
security of their workers, must be replaced by viable
alternatives, Thus, new retirement and unemplovment
programs are being established. But these programs are
still greatly inadequate 1o the scale of the problems
facing them, in large part because of insufficient
funding. The wansitional needs of these programs
while they are being established require an appro-
priately large infusion of public funds, but the govern-

ment’s fiscal weakness makes this impossible.



Table 4.20. Pollution Control Funds, 1985 - 1995 (billions of yuan)

1985

1988 4.25 =

% A
1995 987

Source: Statistical Yearbook of China, 1993: 822: and 1996 742.

With the rate of economic growth slowing and un-
employment rising sharply, the state is committed to
proceed with a reform that will leave many more
millions of workers without income support or pensions
(see sections 1.1 and 1.2 above).

5.2, Deficient Infrastructure
Although

generally been strong during the transition period {see
Chapter 5), parts of China's industrial infrastructure are

investment in  infrastructure has

deficient. Consider railroad and highway transportation.

India, which is at a stage of development similar to
China’s but is only one third as large in area, has
considerably more railroad and highway mileage than
China (Figure 4.4.). The deficiency of transport
infrastructure has become a bottleneck in Ching's
economic development, as is acknowledged by both
government officials and economists.

5.3. Corruption

Widespread corruption was an important factor
contobuting to the social unrest in the late 1980s. One
cause of this corruption, however, is the legitimation of
rent-seeking activities (in China called "ehuangshou" or
“creating income™) by state agencies.

With budgeted funds inadequate to support their

routine operations, not to mention to provide compe-
titive eamnings for their staff, government agencies have
desperately sought new sources of income, and the
central government thus was compelled to permit
“chuangshou.” Army units, the police force, courts,
hospitals, public libraries, universities, neighborhood
committees, tax bureaus, party schools, propaganda
departments, and all sorts of party and state agencies
were told "if you want more funds for your routine
operations and for paying your staff’s bonuses, go out
and find money yourselves” {(An 1992). State agencies
proved extremely creative in "making money” in three
principal ways: (1) investing in subsidiary companies
that operate in the market place; (2) using their
monopely of information and bureaucratic distribution
networks to engage in arbitrage, buying at low planned
prices and selling at market prices; (3) simply
imposing ad-hoc charges (ranpai) on individual
households and enterprises.

"Tanpai” is not only a way for local governments
to raise capital for investment but also a vehicle for
state agencies at large to increase their operational and
bonus funds. That is why tenpai has greatly prolife-
rated in recent years.

While the dual track system'  provides one
vehicle for the expression of chuangshou . the latter
wauld continue to exist even without it. To deal with

the problem of corruption, the state thus has to stop
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Figure 4.4. Railway and Highway Mileage in China, India and US

i China(1990)
B incia (1986)
us (199

Source: CIA, The World Factbook, 1992: 22, 156, 359

chuangshou by state agencies; but this in turn requires

that the government’s extractive capacity be restored.
Thus, a common theme in thinking about the

state’s response o the serious human development

B China (1990}
8 Incia (1989)
us (1991

which compromises its capacity to implement vigorous
corrective policies. We return to this issue with some
positive suggestions for addressing it in the final
chapter.

problems outlined in this chapter is its fiscal weakness,

Notes:

. China Statistical Yearbook, 1997; a registered urban unemployed worker is defined as a non-farming person within
working age range, who has the ability to work, and declares herself to be unemployed and registers at a local employment service
institution for finding a job. According to this standard, the national urban unemployed population reached 5.53 and 5.7 million
respectively in 1996 and 1997, and the unemployment rate was 3.0% and 3.1% accordingly. China Statistical Yearbook, 1997,
pp-143.

2. In the survey of 1993 and 1996, urban unemployment was 7.9 million and 8.15 million respectively. China Labor
Statistics Yearbook, 1997, pp.3.

3. Of these, some 30 million went to cities outside their home provinces. See China Yearbook of Labor Statistics, 1998, p.
135.

4. China Study Research Group, Chinese Academy of Science, 1998. These figures do not inciude rural unemployment. In
1993, Mr. Li Boyong, Minister of Labor estimated that by the end of this century. total urban unemployment will reach 16 miltion
and the unemployment rate wiit be 7.4%. This is an estimate without taking into account of the massive lavolfs of the state owned
enlerprises.

5. These figures are in constanl prices. They are estimated from data in Statistical Yearbook of China, 1997, pp. 412, 425,
439; and 1998, pp. 432, 445; and China Yearbook of Indusirial Statistics, 1998, pp. 12, 33, 54; and deflated using the prices

indexes of investment in fixed assets, from the Statistical Yearbook of China of various years.

6. See Linetal, 1997. Also, Khan and Riskin. Regional disparities are discussed in the UNDP 1997,

7. See Wong, et al. for a detailed discussion of local finances.
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Chapter §
THE CHANGING ROLE OF THE STATE, THE IMPERATIVE OF
GROWTH, AND HUMAN DEVELOPMENT

As China works to reform its economy, evolve
new forms of govemnance, and change the relations of
state to economy and society, it has avoided the grave
setbacks to human development that have afflicted
many transition countries in Europe; indeed, levels of
human development have continued by and large to
improve. Yet the difficult problems discussed in
Chapter 4 are merely the most immediately pressing of
many human development problems currently facing
the Chinese people and state. Together, they pose a
formidable challenge to the capacity of the state to
complete the transition without losing ground in the
While the
attempt to fashion detailed solutions to these problems

battle to promote human development.

is beyond the scope of this report, we offer in this
concluding chapter some important principles that
should guide the process of redefining the state’s role.

human

Sustainable requires

economic growth as well as equitable distribution and

development

enlightened public policies. In the planned economy,
the government directly promoted growth; in particular,
the state budget financed nearly all fixed investment,
just as government directly ran most industries. China
has already successfully made a substantial initial
transition away from the central planning model.
However, this initial tramsition still leaves many
unresolved problems. The state still needs to withdraw
from roles left over from the era of central planning:
reduce its direct controls over economy and society;
shift to the use of fiscal and monetary policies and
regulation to influence economic affairs; increase its
commitment and capacity to support education, health,
poverty reduction, environmental protection and other
human development goals; and work to establish an
enabling environment for the emerging civil society to
play its own increasing role.

Much of the redefinition of state role concerns

changes in the government financial system and its uses.

This system stifi needs to go through an additional

transition to complete the change-over to a mixed

market economy. In the short run, however, the
government’s reduced fiscal circumstances lead to an
important summary principle:

& Government revenues are extremely limited, and
will not allow the government to perform all the
important tasks worth doing; as a result,
government should rigorously select for direct
government support those activities with clear
public goods attributes or that cannot be
adequately performed by other social actors.

One of the purposes of a shift to a regulatory
approach is simply to free the govemment of a series of
fiscal burdens so that, given limited tax revenues,
government revenues can go to the things that are not
just arguably more important, but also the things that
non-governmental sectors absolutely cannot take over.

e Regulation of non-governmental activity can be
an effective substitute for direct government
action, saving resources and achieving social
interests more economically.

We return to this theme later in the chapter. First,
however, we discuss the longer run need to strengthen
the government’s fiscal position.

1. Importance of Government Fiscal Capacity

For government to be effective, it must be fiscally
viable. Indeed, the mobilization of fiscal resources is a
precondition for the state to perform any of its basic
roles discussed in Chapter 1. It is self-explanatory that
public financing is required for the provision of
collective goods and services, the redistribution of
income, and public investment. To be operative,
macroeconomic  stabilization as well has o be
conjoined with various fiscal policies, which can be
costly. For countries that are in the process of market
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Table 5.3. Revealed Unpaid Tax Revenue,
1985-1996 (billion yuan)

percent). Why has the ratio of toral govemment
revenue to GDP continued to fall under the new fiscal
system? Very simply, the government loses a huge
amount of revenues to various holes in the system.

One such hole is tax evasion. Table 5.3 gives
the figures for unpaid taxes revealed during annual tax
inspections. These figures, of course, represent only
the tip of the iceberg. It is estimated that China can
collect only 50 to 75 percent of its taxes (Ding, 1996;
Liu, 1996).
more than 200 billion yuan per year (An & Liang,
1996).

A second source of fiscal leakage was unau-

In other words, tax evasion costs China

thorized tax reductions and exemptions. In principle,
under the new fiscal svstem, local governments no
longer had a right to grant tax breaks and exemptions
without central approval, but some jocal governments
continued past practices. [t was estimated that
authorized and unauthorized preferential tax policies
together cost the government at least 150 billion yuan
of annual revenue.”

A third hole is extra-budgetary funds, discussed
above, which amounted 10 more than 389 billion yuan
by the end of 1996, double what they had been in 1994
(Ministry of Finance, 1997).

Finally, an additional category of "extra-extra-
budgetary funds” has been growing in receat years.
Detived from ad hoc charges, unauthorized fees, forced
"contributions,” and the like, such funds are subject to
no budgetary control whatsoever. Conseguently, no
official statistics about such funds are available. By
rough estimate, they amounted to 60 to 200 billion yuan
in 1996 (Ding, 1996; Xu & He, 1996; Li & Liu. 1997).

Of these four fiscal holes, the first f'wo and the last
are illegal. The appropriate remedy, therefore. is
greater resolve in obtaining compliance with the law,
The third hole, however, is a legitimate one. As long as
it is permissible for local governments to have extra-
budgetary funds, the central government can do little o
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prevent them from exploiting this loophole. Here, the

appropriate remedy is to incorporate extra-budgetary

funds into the formal system of budgetary accounting.”

The primary purpose of reclassifying irregular public

outlays as budgetary revenues and expenditures is to

improve the current system of management, such that
transparency is increased, and public oversight and
monitoring is  enhanced. Moreover, improved
management of expenditures is essential so that
distribution can be steered by public policy objectives
and be made more equitable. For instance, local public

works and education require national support 1o

compensate for regional differences in economic

development.

e Public revenues and expenditures should he
reclassified as budgetary revenues and expen-
ditures, and subjected to standard procedures
of accounting, auditing and monitoring by
governmen! bodies, in order to achieve more
transparency, betler management, public over-
sight and greater equity.

Ching's 1994 fiscal reform aimed at replacing the
old discretion-based system with a rule-based system.
The rules became much more comprehensive,
unambiguous, and transparent; and rule enforcement
mechanisms more reliable. China's fiscal reform seems
1o be moving in the right direction. However, the
institutional arrangements between the central and
subnational governments in China are still far from
optimal: rules concerning some key aspects of the
relationship (e.g., expenditure responsibilities) are still
absent; there is stili no constitetional constraint binding
the center 1o abide by its own rules; huge loopholes
continue to drain state revenues; and enforcement
mechanisms have few teeih. In short, China still has &
long way to go to perfect its central-local fiscal
relations (Wang, 1997a).

Nonetheless, if greater compliance with existing
tax codes can be obtained, then the government’s total
revenue share will increase. China’s tax code certainly
has a built-in buovancy greater than ane, because it
falls predominantly on the rapidly growing manu-
facturing sector. We can expect fo see an increasing
revenue share, reflecting three different processes: (1)
reclassification  of  government  extra-budgetary
revenues as tormal budgetary receipts; (2) plugging of

the other holes and tightening collection of existing



st g T

taxes at existing rates; and (3) incorporation of a
growing social security system into the formal budget.

These processes should bring the formal revenue
to GDP ratio to the range of 22-25 percent of GDP.
That would be roughly adequate to allow the Chinese
government o fund the highest national and social
priorities.  Such a change would reflect trends in
administration and spending that have been in evidence
since 1995, At the same time, even a revenue effort of
this magnitude, which is considerable, would provide
little or no surplus for non-essential outlays. The
demands on China’s public purse would continue to
require a concentration of spending on crucial public
goods outlays.

4. Moving Towards a Diversified Financial
System

Of equal importance with changes in handling
budgetary revenues are related changes in the overall
financial system. As direct government revenues
declined, household saving has taken up the slack.,
increasing in the form of direct investment in rural
housing and small businesses, but also as an explosion
of financial saving in the banking system. The vast
majority of these funds were loaned to state-owned
enterprises. As a result, investment rates remained high
and crucial infrastructure investments remained rohust.
Thus, China successfully made the transition from a
financial system in which government saved and
invesied directly, to one in which the banking system
served as an intermediary, channeling household saving
to investment in (state-owned) productive businesses.

However, China was left with a monolithic
financial system. It was institutionally monolithic in
that banks were the predominant formal financial
institution, accounting for 90 percent of flows through
formal institutions. Very little fund-raising was done
via bends (except for Treasury bonds) or stock issuance.
The system was also monolithic in directing funds
overwhelmingly to SOEs. This monolithic financial
systemn was devoid of the efficiency benefits of
competition and easily distorted by government
allocations of credit, More recently, however, this has
begun to change. Not only are non-state owned
enterprises  increasingly significant, but credit is
beginning to flow to households as well, particularly in

the form of mortgage finance for housing reform. Yet

farmers and small entrepreneurs still have difficulty

obtaining needed credit.  Thus, another general

principle is:

® The financial system must be adapted to a
mulniplicity of different borrowers with different
requirements; and a multiplicity of lenders with
differenr assets.  The financial system must

therefore Become diversified.

5. Principles of Essential State Action for
Economic Growth

Put more broadly, the above principle leads to the
first of a series of essential state functions;

(1) In order to sustain growth, the government
must provide the institutional framework to
support a diversified financial system, one
which can meet the needs of a broad range of
savers and investors with differing require-
ments.

This principle provides the public finance aspect
of an enabling environment to stimulate the develop-
ment role of a multiplicity of individuals and institu-
tions in the new market environment. But in this
transition, the govemment also needs to maintain
certain essential functions that only the government can
provide. These are particularly important in the
transition process, because deregulation associated with
transition will inevitably lead to sudden re-allocations
of portfolios, accompanied by destabilizing financial
flows. In this context, it is essential that:

(2) The government, through the People's Bank
of China, implement a monerary policy that
promotes sustainable growth over the long
rerm by keeping monetary and credit expan-
sion in step with the economy’s non-
inflationary output potential.

(3} The government, again working through the
central bank, must insure that the banking
system can function effectively as a liguidiry
provider. This implies a monerary policy that
provides for the short-run cash and payment
needs of soctety.

Those are the key financial functions. But

development is not solely given by financial institutions.
Some investments have differentially powerful effects
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on overall development, because of their public goods
character or the presence of externalities. Given that
government resources are inadequate to fund all
projects with positive returns, government must focus
on identifying and fostering those investments that have
a strong public goods character, or that have important
external benefits (see Chapter 1), The most important
such investments are those relating to infrastructure, as
well as those relating to health, education, science,
technology, and innovation, Core parts of the human
development agenda clearly come under this category.
(4) The government should create systems 1o
ensure adequate investment in public infras-
tructure,

through direct  provision  of

budgetary resources, subsidies, or other
forms of institutional support.

{5} The govermmenr must foster investment In
public health and in knowledge creation,
including adequate funding of education, the
protection of returns from innovation, and
investment in technological improvement.

The govemnment can accomplish many of its
objectives in these areas with refatively little revenue
outlay. Of course, there may be substantial demands on
the time, attention and skill of policy-makers, for these
are complex systems that are difficult to run well. But
at the same time, some of these activities generaie
considerable revenue, and govemment institutions, such
as the central bank, can easily be self-supporting. Only
moderate amounts of budgetary revenues are likely to
be required. This in turn means that scarce budgetary
resources can be devoted to activities with a direct
impact on human welfare and social livelihood,
activities that are more expensive and much more
difficult to shilt onto non-governmental actors,

Finally, given the depth of the distortions
introduced under the planned economy. and the
complexity of the transition, government still needs to
tuke firm actions to eliminate remaining barriers that
fragment the country and segment markets. This is true
for capital, for labor, and for goods, Most important—
and most directly relevant to human welfare-—is the
creation of unified markets for labor. This is already
underway, and it a difficuit, and long-term process.

{6) Government must act to unify markets nation-
wide, remove barriers, and create a “level
plaving field.”
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These six principles guide the discussion in the
following section.

6. Discussion of State Activity to Support
Development

6.1. Supporting a Diversified Financial System

The Chinese government has been directly
engaged in operating a state-owned financial system for
almost fifty years. For practical rather than ideological
reasons, the government needs to replace its ownership
and direct management of this system with indirect
reguiation and supervision.

Government ownership developed out of a sense
that the financial svstem should serve the public interest,
and not become subservient to purely private interests.
However, experience has showed that principal-agent
problems’ are particularly intractable in financial
institutions because of the difficulty of devising
incentive systems that reward agents for bearing the
right amount of risk.’ Public ownership makes it more
difficult to solve these problems because hard badget
constraints, “‘security  deposits,” and  effective
motivational systems are harder to devise within the
public sector, Al the same time, regulation has become
more sophisticated during the last fifty years. Effective
regulation can solve many of the problems public

ownership was originally designed to solve.

6.2. Macroeconomic Management

The government must work through the financial
system 1o achieve macroeconomic stability.  The
government must have the ability to influence the
growth of the money supply and credit, thereby
providing the twin objectives of internal and externaj
balance.

6.3. Liquidity

The government must ensure that the financial
system is able to provide liquidity where needed. This
includes: (a) providing liquidity despite regional and
seasonal flnctuations in demand for liquidity; and {b)
serving as lender of last resort when financial
institutions fail.




Figure 5.1: Infrastructure Investment: Major Trends
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6.4, Infrastructure Investment

An essential government function—particularly
critical for developing economies——is ensuring the
healthy growth of infrastructure investment. In the area
of infrastructure there are two major requirements. The
first is that the government actively or passively
provide financing for infrastructure investment: this
includes direct government finance, as well as the
creation of a regulatory and market environment that
facilitates private investment in infrastructure provision.
The second requirement is that the government provide
a framework for infrastructure planning, in order to
resolve fand use conflicts, ensure rational allocation of
resources among alternative strategies, and provide
guidance to private decision-makers,

China’s performance in infrastructure provision
has in general been strong. Despite major changes in
the structure of national saving and the organization of
financial institutions, China has been able to maintain a
robust level of investment in infrastructure. Figure 5.1.
displays the major trends in four important categories
of physical infrastructure. Since 1993 investment in
these four categories of physical infrastructure together
has been around or above 7 percent of GDP, quite
healthy level by comparative standards, Other

HEW Faciities
[} Erectricity
H Fost & Telacom

B Transportation

categories of urban and rural infrastructure investment
have also shown strength in recent years,

However, within overall infrastructure investment,
the amounts going to transport and, especially, to the
social sectors, health, education and welfare (HEW)
have been less satisfactory. Investment in HEW
facilities, as a share of GDP, actually peaked in 1985-
86 at around 1.2 percent of GDP. Tt then declined to
0.8 percent in 1989, and has remained about that level
since. The main component fluctuating here is
education investment, which is about three times the
value of health and welfare construction. China needs
to improve public education resources at all fevels of
the educational system, especially in poorer
communities, and restore the public health orientation
of its health care system, including devising an
adequate successor to the Cooperative Medical System
in the countryside. All of this will require increased
public fund commitments.’

o  Overall, then, while the level of total physical
infrastructure investment has been substantial,
there is a strong case to be made for increasing
resources going to the social sectors, especially
in poorer areas hurt  most by fiscal

decentralization.
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Figure 5.2.
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6.5. Management Responsibility

Central and local governments have dramatically
different types of responsibility for infrastructure
provision. The central government has predominant
responsibility for some types of transport {railroads and
air), post and telecommunications, and electricity.
Locul governments have nearly total responsibility for
urban utiiities, roads, health and welfare faciiities.
Local  governments  alse  have  predominant
responsibility for education facilities and rural water
conservancy projects. The difference in responsibility

by level of government reflects a clear, and basically
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reasonable, division of labor.

Figure 5.2 shows total central govemment fixed
investment in 1996, revealing a profile not too different
from that of other mixed market developing of
developed economies. The three main categories of
central government infrastructure (transport, PTT, and
electricity} account for exactly 50 percent of central
government fixed investment. We can say that most
central government fixed investment goes for public
purposes, for infrastructure provision and government
activities.

[t is true that central government investment
contains a substantial amount of investment in
productive activities: 20 percent of the total goes to
manufacturing, and 17 percent to extractive activities.
However, this investment is fairly concentrated in a
small number of sectors, relating to natural resource
extraction and a few capital-intensive industries.” It is
not unusual for such sectors to be publicly owned in
mixed market econormies.

Local government investment is significantly
different overall (Figure 5.3). Infrastructure provision
accounts for only one-third of the total. Investment is
much more diverse. Local government investment is
about 50 percent larger than central government
investment, and accounts for over three-fifths of total
government investment. A large and diverse group of
industrial sectors are important recipients of investment,
including many that do not have significant economies
of scale and are rarely subject to public ownership in
mixed markei economies. Much local government
investment also goes to real estate and services. It is
hard to resist the conclusion ihat these are areas in
which local government need not be so deeply involved.

6.6. Investing in Knowledge Creation

Investment in  knowledge <¢reation I8 an

appropriate  activity for governmem because 1t

generates important external benefits thar prevent it
from being adequately supplied through the market.
Moreover, it is fundamental to the human development
goal of increasing human capabiiities.

direct ifvestment s

e Jncreasing government

appropriate in a range of research and

development  activities, and  especially in

agricultural research and development, which




vield high social returns.

o More broadly, regularion can substitute for
direct outlay of resources in the creation of an
enabling environment for production of new
knowledge.

Providing better intellectual property rights,
particularly in the form of trademarks and patents, can
greatly increase the private incentives for knowledge
creation.  Most important, this type of intellectual
property rights also provides important incentives to
decentralized actors to improve quality, which is a
pressing problem in China. With better protection of
intellectual property, decentralized investment in
knowledge creation will substitute for some of the
investment burden that the government is no longer

able completely to assume.

6.7. Dismantling Barriers and Facilitating
Unified Markets

The need for government action to break down
barriers is most obvious in the case of rural-urban
migration, where migratory flows directly interact with
all of the urgent social security, unemployment and
wage issues. The current system places most of the
responsibility for managing labor and migration issues
with local governments, which are also responsible for
minimizing unemployment in their own jurisdictions.
Inevitably, local governments are more responsive to
the demands of their own constituents (state enterprise
workers) than to the needs of outsiders, even when
those outsiders contribute significantly to the local
economy. Moreover, as state enterprise restructuring
has accelerated, many local jurisdictions have increased
barriers to incoming labor in an effort to provide
protection and new work for laid-off state workers.’
These barriers are in addition to the more fundamental
restrictions which make it difficult for migrant workers
to establish residency, put their children in schools, and
otherwise become full members of urban society.

The existence of these barriers is understandable,
as is their widespread evasion by firms, including SOEs.
Nonetheless, the national government should work
toward phasing out these restrictions on labor mobility
in a relatively short time. The government has long
recognized that barriers to the inter-regional exchange
of commodities are harmful to economic development,

and has forbidden local governments to obstruct
commerce. The same principle should apply to labor.
®  Barriers to the flow of labor across regions are
harmful to human and economic development,
and especially to the alleviarion of poverty. The

national government should work toward a

policy that explicitly protects the right of

workers to move across regional boundaries and

Jfind work in new locations.

This policy should include a
component, setting a legal framework for local
govemments that prohibits them from protecting their
own workers at the expense of other Chinese workers.

regulatory

The current system creates conflicting incentives
with respect to migrant workers. Because employers do
not contribute to pension and welfare funds for them,
they are cheaper to hire than urban residents.”” A
solution would be to partially integrate the migrant
worker into the social security system. Full coverage
{entitlernent to a pension calculated according to
universal formulas) is not necessary at this stage.
Indeed, many migrant workers sojourn in the cities for
greater or lesser periods, but intend to retumn to their
native villages. When they return, they bring valuable
capital and entrepreneurial experience with thern.
Government policy should therefore encourage their
mobility in both directions. A recommended alternative
to full coverage is to require firms to pay into a
retirernent  account for all workers. From the
enterprise’s standpoint, the contribution should be an
identical percentage for all workers. However, the
worker should face a relatively long pericd before s/he
is vested with full pension rights. Until becoming fully
vested, the migrant worker should be able to withdraw
funds accumulated when returning to the native village.
This would also contribute to human development in

the home villages.
7. State Action Target'ed at Haman Development

This section discusses the sphere of government
action that addresses human development directly. The
present discussion is limited to the current pressing
issues of urban employment, pension and unemploy-
ment issues. "’

A substantial amount, perhaps as much as 7.5
billion yuan, is currently being spent on coping with the
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human development is not automatic, but "depends on
the quality and distribution of economic growth, not
only on the quantity of such growth" (Hag, 1995: 15).
Sustainability must be made an essential component of
any sensible development strategy. If development is
to improve human well-being, then everyone should be
able (o enjoy its fruits, including better nutrition, more
secure livelihood, greater access to knowledge and
health services, and higher living standards. Therefore,
equity must be another essential component of
development strategy.

The government should certainly adjust its
development strategy toward one that puts greater
emphasis on sustainability and equity.
"getting the strategy right” is also not enough.

e To ensure thar the new development

However,

strategy will be enacted and implemented,
it is important to create an institutional
environment in which state policies are not
biased rowards any special interests. This
cannot he achieved unless all social
groups are given full opportunity 1o
participate in the policv-making process.
Government should not favor any of the
conflicting claims of interest groups. In the decision-
making process; "participation of the different groups
involved in these conflicting claims is a basic
necessity" (Sen, 1996: 21).

making that aliows broad participation provides the

A system of decision-

enabling environment that can best yesist pressure from
the powerful. When the voices of all are heard in the
corridors of power. the government will become more
accountable and transparent, and its policies will be less
likely to undergo sudder and precipitous changes
{Stiglitz, 1998).

9.  Conclusion

China is in the process of the transition from a
command economy to a market economy. The
transition. by definition, aims at gradually establishing
the market as the ceatral mechanism of resource
allocation. The market is not a panacea. nor is it an end
in itself, but it is rather a means to promote social and
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individual well-being. Active state engagement is
indispensable for facilitating both market transition and
human development, two goals high on China’s agenda.

All governments intervene in their economies by
default or design. As many comparative studies have
shown, it is in those countries where governments have
played active and constructive roles that eCconomnic
structural adjustment has been swifter, intemational
competitiveness stronger, growth more sustained, and
distribution of income and wealth more equitable
(Katzenstein, 1978; Johnson, 1982; Zysman 1983;
White, 1988).

In the course of the transition from a command to
a market economy, the role of the state needs to be
redefined and governance improved, The redefinition
involves three changes. First, the range of state
The state should
continue its withdrawal from roles involving the direct

intervention should be narrowed.

administration of economy and society, and concentrate
its attention on those areas where market performance
is inherently inadequate, including the core human
development areas. Second, policy instruments need o
be changed. Rather than relying on administrative
commands, the govemment should influence affairs
through fiscal, monetary and regulatory policies, in
addition to investing in human development
infrastructure (schools, health facilities) and, where
necessary, providing social services. Governance can
be improved by strengthening state capacity and
increasing openness, accountability and participation in
the process of policy-making and implementation.
Third. the state should permit and encourage the full
flowering of civil society, not only as a means of
divesting irself of some responsibilities, but more
importantly as the only way to take advantage of the
inherent creativity of the population at large, and to
bring into existence the worthy societal partner needed
by an effective state. Evidence from the annals of
successful development suggests that when state,
society and market operate in tandem and play
complementary roles, the whole is greater than the sum
of the parts and human development flourishes.



Notes:

L. This calculation uses the conservative assumption that Pension Funds contributions as a share of GDP were unchanged
from 1996.

2. See Yu, 1995; Cong, 1996: Herschler, 1995.

3. In August 1996, the central government overhauled extrabudgetary funds. Thirteen major categories of extrabudgetary
funds were re-classified as budgetary funds (Zhao, 1996)

4 Principal-agent problems refer to the issue of motivating actors to implement the objectives of those they represent.

5. For detailed discussion of risk-return trade-offs in the principal-agent relationship, see Arshadi. 1989: 31-52; Flannery,
1989; 24, 235; Pennacchi, 1987: 19, 340-60; Pennacchy, 1987: 11, 291-312.

6. There has been some apparent recovery in recent years, and the 1997 figure was (.94 percent.

7. These issues were dealt with in some detail in the 1997 Ching Human Development Report.

8. Of extractive industry investment by the central government, over 90 percent is in coal and petroleum, Of
manufacturing investment, more than two-thirds is in three sectors: petroleum refining, chemicals, and steel.

9. Barriers that have become common in China’s cities include the requirement that in-migrants come through organized
programs sponsored by local governments in their home regions; that migrant workers register, pay fees, and carry migrant
identification cards; that firms must first advertise for a local worker before hiring a migrant. Also, lists of occupations in which
migrants may not be hired; fees imposed on production enterprises that hire migrant; and restrictions on the length of contracts
under which migrants are hired (for example, contracts should not be longer than two years).

10. Indeed, one of the justifications for such fees is to equalize the cost of hiring an outsider. Despite the fees, it is usually
cheaper to hire a migram worker

E1. Equally important rural issues, especially poverty reduction, were dealt with extensively in the 1997 China Human
Development Report, which included an evaluation of state anti-poverty policies.

12. Scattered statistics on these programs indicate that individual cities spend significant sums: In Shenyang RMB 100
miilion was set aside for re-employment projects; in Wuhan 30 million; whereas Shanghai spent 626 million. These three cities
employ a total labor force of 10 million, compared to 150 million total nation-wide urban labor-force. Thus, if these cities spend
more than the average per capita, they might still account for 1/10, indicating a total national outlay of 7.5 billion. See Wang
Chengying, Zhongguo Zaijiuve [Re-employment in China], Chengdu: Sichuan Daxue, 1998, p. 203 for Shenyang; Yang Yiyong
et al, "Shiye Chongjibo" [The Shock Wave of Unemployment], Beijing: finri Zhongguo, 1997, p. 230 for Shanghai; for Wuhan,
“Wuhan shi Zhuazhu,” Zhongguo Jiuye, 1998:2, p- 16, and Jianghan daxue ketizu, “Studies of Wuhan's Implementation of the
Reemployment Project,” Wuhan, 1998, p. 61, cited from a manuscript by Dorothy Solinger.

13.  This calculation is based on a joint State Statistical Bureau and Ministry of Labor survey of urhan worker households
in December 1997 and January 1998. The total number of laid-off workers of 11.51 million laid-off enterprise workers reported
in most sources was adjusted upward to 12 million by the author to account for laid-off workers from administrative and
government Un#s.

E4. Beijing University Chinese Economics Research Center, Urban Labor Market Research Group, 1998: 103.

15. Beijing University Chinese Economics Research Center, Urban Labor Market Research Group, 1998: 109.
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Table 1. Human Development Index by Province in 1997
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Sources: (1) SSB. China Population Statistics Year Book 1998, China Statistical Publishing House.

(2) Gender Statistics in China {1990-1995}, Compiled by Research Institute of All China Women's Federation and Department
of Social, Science & Technology Statistics, $5B, China Statistical Publishing House, 1998. (3} $SB, China Statistical Yearbook
1998, China Statistical Publishing House. {(4) S5B, China Population Statistics Year Book 1995, China Statistical Publishing
House. (5) China Education Commission, Statistical Yearbook of China Education 19935, Press of People’s Education, 1996. (6}
SSB, National 1% Population Survey 1995, China Statistical Publishing House, 1997.
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Table 2. Human Development Index by Province in 1990

Sources: (1) $SB, China Population: Statistics Year Book 1995, China Statistical Publishing House.
(2) Gender Statistics in China (1990-1995}, Compiled by Research Institute of All China Women's Federation and Department
of Social, Science & Technology Statistics, SSB, China Statistical Publishing House, 1998. (3) S8B, China Population Statistics

Year Book 1993, China Statistical Publishing House. {4} China Education Commission, Statistical Yearbook of China Education
1995, Press of People’s Education, 1996.

STATISTICAL APPENDIX 97



Table 3. Change in Human Development Index, 1990 - 1997, by Province (percentage points)
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Sources: (1) 8SB, China Population Statistics Year Book 1998, China Statistical Publishing House,

{2) Gender Statistics in China {1990-199%), Compiled by Research Institute of All China Women's Federation and Department
of Social, Science & Technology Statistics, $8B, China Statistical Publishing House, 1998, (3} 88B, China Statistical Yearbook
199%, China Statistical Publishing House. (4) $88, China Population Statistics Year Book 1993, China Sratistical Publishing
House. {3} China Education Commission, Statistical Yearbook of China Education 1995, Press of People’s Education, 1996. (6)
SSB, National 1% Population Survey 1993, China Statistical Publishing House, 1997.
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Table 4. Profile of Human Development by Province in 1990
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Sources: (1) $8B, China Population Statistics Year Book 1998, China Statistical Publishing House.

(2) Gender Sratistics in China (1990-1995), Compiled by Research Institute of All China Women's Federation and Department
of Social, Science & Technology Statistics, SSB, China Statistical Publisking House, 1998. (3) $$B, China Statistical Yearbook
1998, China Statistical Publishing House. (4) SSB, China Population Statistics Year Book 1995, China Statistical Publishing
House. (5) China Education Commission, Statistical Yearbook of China Education 1995, Press of People’s Education, 1996.
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Table 5. Profile of Human Development by Province in 1997

TnnerMongo 6568 . 83220
Chongging . 6633 < . 8318
CJiangxi . 6641 . . 87.53.

Sichuan . W 06633 8200
: Shaanxi . 6740 : 82.66
. Ningxia - - - 6694 7407
Yurman _— S :63‘49 o L :74‘78

‘Gansw - . 6724 . 7323
‘Qinghai. . 6057 . . 5638
Guizhow 6429 - 7412
o g agg

0S4
Cooss
0518
0542
10,529

0.568

0524
~0.500
0536
0506 .
0493

i .. 243957 .: .
ooMges
e
263624

250193
233502
226421
| 2083.26

2261.97

2271.52 .
176293
2501
124478 e
T 71794.96

263624
250193
233502
226421
2083.26
226197
227152
176293
228501
AT
179496

Sources: (1) SSB, China Population Statistics Year Book 1998, China Statistical Publishing House.

(2) Gender Statistics in China (1990-1995), Compiled by Research Institute of All China Waomen's Federation and Department
of Social, Science & Techrology Statistics, SSB, China Statistical Publishing House, 1998. (3) §8B. China Statistical Y earbook
1998, China Statistical Publishing House. (4) SSB, China Population Statistics Year Book 1995, China Siatistical Publishing

House. {5} China Education Commission, Statistical Yearbook of China Education 1995, Press of People’s Education, 1996.
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Fable 6. Trends in Human Development by Province, 1990-97
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Sources: (1} 88B, China Population Statistics Year Book 1998, China Staristical Publishing House.

(2) Gender Statistics in China {1990-1995), Compiled by Research Institute of All China Women's Federation and Department
of Social, Science & Techrology Statistics, $5B, China Statistical Publishing House, 1998. (3) SSB. China Statistical Yearbook
1998, China Statistical Publishing House. (4) SSB, China Population Statistics Year Book 19935, China Statistical Publishing
House. (5) China Education Commission, Statistical Yearbook of China Education 1993, Press of People’s Education, 1996,
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Table 7. Gender Development Index by Province in 1995
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of Social, Science & Technology Statistics, SSB, China Statistical Publishing House, 1998. (3) SSB, China Satistical Yearbook
1996, China Statisticat Publishing House. (4) $5B, China Population Statisiics Year Book 1997, China Statistical Publishing
House.
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Table 8. Profile of Gender Development by Province in 1995
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Sources: (1) $SB, China Population Statistics Year Book 1996, China Statistical Publishing House.

(2) Gender Statistics in China (1990-1995), Compiled by Research Institute of All China Women's Federation and Department
of Secial, Science & Technology Statistics. S§B, China Statistical Publishing House, 1998, (3) S§B, China Statistical Yearbook
1996, China Statistical Publishing House. (4) $SB, China Population Statistics Year Book 1997, China Statistical Publishing

House.

STATISTICAL APPENDIX 103



Table 9. Time Allocation of Urban Population aged 15-64 in 1990 (minutes per day)
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Department of Social, Science & Technology Statistics, $5B, China Statistical Publishing House, 1998.
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Table 10. Time Allocation of Rural Population Age 15-64 in 1990 (minutes per day) _
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Sources: (1) Gender Statistics in China (1990-1995), Compiled by Research Institute of All China Women’s Federation
and Department of Social, Science & Technology Statistics, SSB, China Statistical Publishing House, 1998.
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Table 11. Tliteracy Rate Of Population Age 15 and Over by Gender in 1997 (percent)
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