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ECON4940 Understanding and Interpreting Chinese Economic Reform, Spring 2006 

Olav Bjerkholt

Lecture note 12: Social changes and political reforms. 

Wu (2005), Chapter 11.
12.1 Introduction

The theme here, which could be said to be consequences of the economic reforms beyond the economic system in more limited sense, is a little tentative. It is not so well covered in the curriculum. Wu (2005) has scattered remarks on such consequences in some chapters, and deals more with it in Chapter 11. Thus our purpose is to look at social changes as a consequence of economic reforms, but limited to changes that are close to our economic. We may also consider changes in the political system as induced by economic reforms, but here we are on looser ground and intruding in political science.

The economic reforms, or perhaps we should instead start talking about the change of economic system, has brought vast changes in the structure and functioning of China’s economy. The social effects following from the economic reforms have also been of enormous influence on the Chinese society, as was indeed the changes that followed after 1949 through collectivized agriculture, nationalized industry and the attempts at creating a socialist society. The contexts were obviously very different. Those who know the book Wild Swans by Chang Jung know the difference between conditions of life between three successive generations up to the reform, the changes in following generation is hardly any less.    
No longer do all individual paths to status, power and prestige go through the Party hierarchy. Careers can now to a much higher degree be based on administrative or technocratic skills or in the market place. The strictures of hukou and danwei were loosened up years ago to allow mobility in the labour market.
Despite the material improvements that are so obvious from the economic record, one finds in China as in other transition countries people that deplore the changes and express preference for the old regime, at least with regard to some aspects of society. Party control over individuals’ lives has been reduced, but crime and corruption has certainly increased. Social cohesion has been weakened. 
The old regime, even the peoples’ communes, had features that represented losses. The communes were poor in productivity but they provide social safety nets for their members with regard to health and education that were not automatically taken over by new institutions. 

MORE
12.2 Economic reform and the rise of inequality 
One of the better known statements of Deng Xiaoping was: “It is all right for some people to get rich first.” To understand it in the Chinese context one must be aware that it countermanded Mao’s often long-heralded notion that the Chinese Communist revolution could only succeed if all the people – whether they be workers in the cities or peasants in the countryside, intellectuals in the universities or manual labourers on construction sites – developed and advanced equally. Soon after Deng’s statement publicity could be made about a “ten-thousand yuan household,” not long after followed by “hundred-thousand yuan household” and then it went to millionaires and perhaps even billionaires.   

Mao’s idea of equality in living conditions certainly was a noble idea. We have seen how it was pursued through incorporating the rural population in communes and the urban population in State-owned Enterprises. China certainly achieved high equality, although we have seen that the price or at least part of the price was a low level of standard of living. There was difference in income in pre-reform China and very much of that difference was the urban-rural divide. Now after 25 years of economic reform the income distribution in China has become on of the most uneven in the world. 

Naturally, the reform has implied that incomes are more dispersed among rural households than before and also among urban households. But the surprising thing until one finds out is that the dominating element unevenness of incomes still is the rural-urban gap in incomes which has widened tremendously since the beginning of the reform and continued to widen. See Wu, figure 11.1; Chai-1; Qin (2005), Figure 1. 
Actually, the measurement of income and income distribution is a bit tricky, because of the changes in non-pecuniary income components over time. Hence, different sources can give a little different impression. But the overall features we should have a clear picture of is how the urban-rural gap which was quite substantial at the start of the reform period, diminished very quickly up to 1985 as a result of the successful reform in agriculture and TVE. But after that the gap just widened and widened, apart from some years just after the middle of the 1990s.   
Thus how wide is the gap today? I quoted to you a news item earlier in the course that the ratio was 3 : 1, which is a very big gap. In Wu (2005, p.401) it is stated that it in 2003 was 6 : 1, with source given as a speech by Vice Director Qiu Xiaohua of the National Bureau of Statistics. 
If we stick to three to one we can easily, assuming that the rural-urban population ratio is 3 : 1 calculate by hand the Gini coefficient if all rural and all urban incomes were completely equal. The answer is G = 0.25 (if I got it right).  
Is this widening rural-urban gap and increasing inequality a result of the economic expansion following form the reforms or a result of policy or both?   
12.3
Corruption, an endemic feature? 
There has been and is much corruption in China and also diligent punishment of corruption. It is very difficult to make comparative studies of the amount of corruption, so it is hard to say whether it is relatively much or relatively little in comparison with other countries in similar situations (if that at all has much meaning).  

It makes sense to approach this topic as Wu (2005, Ch. 11.1.3) does by distinguishing three sources of corrupt activities:

1. Taking advantage of the power of administrative intervention in market activities to make deals between power and money.

2. Taking advantage of the adjustment of property relations to seek personal gain.

3. Taking advantage of market imperfections to make an exorbitant profit. 

12.4 
Political and institutional reform
Institutional reform is a gradual process wit considerable progress over time.

Political reform in the sense of leading ultimately to the demise of CPC as the ruler of China is a much more difficult issue. 
12.5 Surplus labour and the resurgence of poverty
It may seem surprising that accompanying a unique period of development with high growth rates over an extended period of time there is surplus labour in increasing numbers and a resurgence of poverty. 

As some “got rich first”, others, especially in impoverished inland regions, remained poor. As the people’s communes were dismantled and state-owned enterprises began to fail, depriving people of the so-called iron rice bowls, some even became poorer. While the pre-reform Chinese society had been strikingly equalized, even if it was the equality at a low level, with the reappearance during the 1980s of a new middle class, one might surmise that this indicated the rise of a class structured society. This is a more explicit statement than Wu Jinglian would like to make because Mao’s revolution was consecrated to the abolishment of the class society. Of course the emerging class structured society is highly different from the class society of the pre-revolution twentieth century. While China became wealthier as a result of Deng’s reforms, the Chinese society became more clearly denominated into rich and poor, with considerable tension that grow out of economic disparities. 
This will be quite short about a big social issue, but let us try briefly to explain this emergence of poverty. We can speak of two groups of surplus labour or impoverished part of the population: “the urban poor”, “the rural poor” with or without “the floating population.” 

Who are the urban poor? They are the ultimate consequences of the unproductive and unprofitable SOEs left over from the central planning. Much of the SOE production capacity became part of the incorporated industrial sector, but other SOEs or parts of SOEs became indebted, often to much more than their values as subsidies were replaced by loans. The central government transferred the responsibility for these enterprises to a large extent to lower levels of government. In the end the SOEs were declared bankrupt and that was the end of the permanent labour contracts. The unemployment and poverty that resulted was geographically separated from the new expansive areas. The most province hardest hit by this is undoubtedly Liaoning in the north-east, which was once the most industrialized area in China. The industrialization here was originally started by colonization of the region by Russians and then Japan held it between 1931 and 1945. After the revolution the region was China’s industrial base. Now it is a huge pocket of surplus labour trying to find new sources of living in a depressed region.     

When we come to the rural poor it may not inadequate to say that that the underlying problem is overpopulation relative to the amount of land. The agricultural population was large in 1949 and grew considerably in the pre-reform period. China accounts for about 22 % of the world’s population but has only 7 % of the world’s arable land. This situation in the countryside is the background for the internal migration the so-called floating population which has become very large, but could potentially become much larger, as driven by push and pull factors. 

Push factors are:

The lack of arable land

Cultivated land in China is only 10.3 % of its entire territory. The arable land of China is about one half of that of the USA, but China has 120 times the amount of rural labourers.

The decrease of farmland 

China’s cultivated land is not only small but has been disappearing at an alarming rate. The area has gone down over time since 1949 through overuse of fertilization and lack of environmental concerns. Desertification and deforestation have also been serious problems. In the reform period much farmland has also been lost for industrial and commercial use.  
Increase in agricultural labour force

The increase in the agricultural labour force has been from about 180 million in 1952 to close to 550 million (?) today. It is vast increase and of course an even greater increase in labour force per unit of land. The agricultural population is larger, perhaps 800 million. 

Agricultural modernization 

Increased mechanization (from a low level) and increased grain yield means that much fewer labourers are needed in agriculture. The grain yield is perhaps three times as large now as it was after in the beginning of the 1950s. The productivity will continue to increase. Hence, we have rapid development in technology, increase in labour and decrease in arable land.

The effect of the household contract responsibility system
The introduction of the contract system meant a more efficient agriculture, but it also implied that a distinction was drawn between those who got proper agricultural work places through contracts and the rest (apart from those who found non-agricultural work in TVEs) who became marginalized in the countryside. One contract farm could perhaps be sufficient to live eon for three families, but agricultural modernization does not easily allow for such sharing, hence two out of three become marginalized in one way or another.   
Pull factors:

The widening income disparity between rural and urban areas
We looked at this above. The gap is widening and thus implies a stronger pull effect. While the early part of the reform pulled millions in China up above the poverty line, this development has been reversed to some extent, despite the overall growth. 

The increased demand of urban construction projects

The enormous demand for new construction, particularly in Shanghai.

The increased demand of the nonstate sector in urban areas
As regulations allowed private firms to be bigger than 8 employess as in the original 1980 regulation a great expansion in such private firms especially in retail trade has also relied on the cheap labour of the floating population. 
The changing structure of labour markets in urban areas
Still another feature of the continued expansion is the increase in services and the demand for low-paid workers for domestic help, cleaning, garbage collection, etc.  
12.6 Conclusion

Different interpretation of the harsh policy towards the rural population: 

Is the income gap and the rural surplus labour a reserve army of labour that will support Chinese expansion for a long time and also keep savings high,

or 

is it a potential threat to political and economic stability? 
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reforms (1978-85) it was relatively high, averaging 9 per cent, but during the
second phase (1985-90) it declined to only 4 per cent, less than half the
previous rate.

This trend is corroborated by data on the per capita disposable income
taken from the household survey sample (see Table 2). Disposable
income is defined as “income available” for the urban household and “net
income” for the rural household. Disposable income of the worker and
peasant household are deflated by the cost of living index and rural retail
consumer price index, to obtain real disposable income in constant (1980)
prices. The estimates of national average disposable income per capita in
column 3 are a weighted average of those of worker and peasant house-
holds, with the weights being the respective shares of the non-agricultural
and agricultural population in the total population. As indicated in the
table, the average annual growth of per capita real disposable income in
1978-90 was 7.2 per cent which is four and a half times that achieved in
1957-78. Again, by 1990, Chinese real disposable income per capita was

TABLE 2. Per Capita Disposable Income (yuan in 1980 prices)

Year Urban Rural Nation-wide total
1957 294 90 129
1978 346 145 181
1979 = 170 =
1980 439 191 238
1981 447 219 261
1982 473 261 300
1983 493 298 335
1984 555 338 380
1985 558 352 394
1986 631 353 411
1987 642 363 420
1988 650 365 424
1989 629 340 401
Average Annual Growth (per cent)
1957-78 1.6
1978-90 7.2
1978-85 11.7
1985-90 19
Note:

See text for data estimation.
Sources:

ZGTINJ 1983, p. 499; 1984, pp. 462 and 471; 1985, p. 551;
1990, pp. 250, 263, 289, 296 and 312; 1991, pp. 230, 243 and 269.
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1986 1987 1988 1989 1990
Sichuan
Bicycles ............ ... 66.7 47.7 46.9 46.4 473
Sewing machines ........ 71.0 62.8 52.7 571 62.0
Electric fans ............ 93.2 925 942 96.2 96.9
Washing machines ....... 69.0 66.8 77.5 80.4 82.0
Refrigerators ........... 215 30.2 429 55.6 67.6
ColorTV ...o.iviivnnns 27.2 342 49.1 63.6 70.5
Black & white TV ........ 69.3 62.8 52.6 489 433
Stereo recorders . .......- 28.2 28.5 327 335 325
Mono recorders ........- 28.7 289 313 36.9 38.5
Cameras .. .......oocue 213 209 227 23.6 26.7
Liaoning

Bicycles .........oannn 95.7 91.0 88.3 87.7 88.8
Sewing machines ........ 66.5 60.8 56.7 54.0 56.3
Electric fans .. ...coevvvs 157 3.5 383 393 412
Washing machines . ...... 68.2 70.5 778 795 81.1
Refrigerators ........... 5.5 14.5 333 46.7 59.8
Colour TV covsvssissnsnn 29.7 29.7 512 58.0 69.5
Black & white TV ........ 639 73.0 64.0 54.0 46.7
Stereo recorders . ........ 242 28.3 352 35.0 33:5
Mono recorders ......... 26.8 312 31.8 34.0 37.5
CAITETAS ¢+ = « » 5 % »ovcsmimn 4 9.8 18.8 21.8 227 28.1

Table 9.2 gives the time series for ownership for each of the two provinces. From the
table we can easily read out which are the established goods with flattened out ownership ratios,
which are in ascendance, and which are in decline. In both provinces bicycles has apparently
reached a stable level which, however, vary between the two provinces*. Sewing machines seem
to have a decreasing trend in the ownership ratio, which might reflect a decrease in the self-
sufficiency of the urban household. Electric fans are a necessity good in Sichuan, while the sharply
increasing trend in Liaoning marks electric fans as an "in” good in that province. Washing machines
are increasing from a level of around two thirds in both provinces to above 80%, a very marked
increase for an important labour and time-saving good.

% The oddity in the ownership of bicycles in Sichuan in 1986 in comparison with the ensuing years, must
be an effect of the sampling frame. In Chengdu "everyone” has a bicycle, while in Chongging and other hilly
cities there are few.
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Pollution 'hits China's farmland' 

More than 10% of China's farm land is polluted, posing a "severe threat" to the nation's food production, state media reports. 
Arable land shrank by nearly 307,000 hectares (760,000 acres) in the first 10 months of 2006, government officials were quoted as saying. 

Excessive fertiliser use, polluted water, heavy metals and solid wastes are to blame, the reports said. 

Rapid economic growth has had a damaging impact on China's environment. 

Its cities, countryside, waterways and coastlines are among the most polluted in the world. 

The Ministry of Land and Resources said agricultural land in China fell to 121.8 million hectares (30 million acres) by the end of October 2006 - a loss of 306,800 hectares since the start of the year. 

Heavy metals alone contaminate 12m tonnes of grain each year, causing annual losses of 20bn yuan ($2.6bn), China's Xinhua news agency quoted the ministry as saying. 

Land and Resources Minister Sun Wensheng said agricultural land in China must not be allowed to fall below 120 million hectares. 

"This is not only related to social and economic development, but is also vital to the long-term interests of the country," he was quoted as saying. 

China's government has promised to spend heavily to clean up the country's heavily polluted environment. 

But clean-up efforts are often thwarted by lax enforcement of laws and administrative activity at a local level, correspondents say. 

Story from BBC NEWS:
http://news.bbc.co.uk/go/pr/fr/-/2/hi/asia-pacific/6582571.stm

Published: 2007/04/23 07:21:38 GMT

© BBC MMVII
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China's rural millions left behind 

	By Rupert Wingfield-Hayes 
BBC News, Beijing 


In Britain people tend to think of the countryside as a rural idyll, a bucolic landscape of green fields and happy folk. 
In China, if they can, people try not to think about the countryside at all. 

When they do, it is not of a rural idyll, but a grim, dirty place where people are poor and life is harsh. 

In Britain the countryside is somewhere to escape to. In China it is somewhere to escape from. 

China's urban population has a strong tendency to look down on country folk. The word for "farmer" in Chinese has a distinctly pejorative flavour. 

"Rural people are of a very low quality" is a phrase you often hear in Beijing. 

And rural people are not just treated like second class citizens, they are. 

Almost everything in the countryside is worse than in the cities, according to popular belief. 

People say the schools are bad, the teachers awful; there are very few doctors, and hardly any clinics or hospitals; local communist party officials are invariably corrupt, and often abuse their power for personal gain. 

In the last decade, two things have happened to make the tension between the city and the countryside worse. 

Urban shift 
One is that the countryside has begun moving to the city. Between 100 and 150 million Chinese peasants have quit their villages and headed to the cities to look for work. 

	
	HOUSEHOLD REGISTRATION 

From 1953, people classed as rural or urban residents 

Rural residents denied rights of city dwellers, mainly to stop them migrating to towns 

System now faces abolition in 11 out of 23 provinces 





The second is that the city is moving to the countryside. As China's urban centres boom they are gobbling up farmland at a voracious rate. A total of 16 million acres (6,475,000 hectares) have gone in the last 20 years. 

The tens of millions who have moved to the cities find themselves treated like second class citizens there too. In a system akin to South Africa's apartheid, people born in rural China find it almost impossible to become full urban residents. 

They are denied access to urban housing and to urban schooling for their children. Work is found in factories or on construction sites. Life is a tenuous, hand-to-mouth existence. 

Last year the Chinese internet buzzed with the story of a rural migrant from north-west China sentenced to death for a brutal double murder. The man had stabbed his victims to death during a fight at a construction site. The argument began when he went to claim back-wages. It turned out the man had not been paid for two years. 

Land grab 
The only security these rural migrants enjoy is their piece of land back in their village. 

But that too is now under threat. 

In China, agricultural land is owned communally. In theory each village owns the land around it. Each family holds its bit of land on a long term lease. 

Farmland used to be almost worthless. But as China's cities expand it is now in high demand. 

What happened to the village of Yangge, on the edge of Beijing, is typical. 

Yangge sits along a picturesque river 25km north of the city centre. It is just the sort of area in which Beijing's wealthy new middle class might like to own a spacious suburban villa. 

That is exactly what a Beijing property developer thought. He paid several million dollars to acquire the land from the local township government. The villagers were never consulted, and they saw none of the money. 

Now, less than 100m from the village, rows of huge new American-style homes are rising out of the fields. A thousand are to be built. The asking price - close to $1m each. 

All over China land disputes like this are turning violent. 

Late last year three people were shot dead by police in southern Guangdong province during a violent protest against another land seizure. Villagers said the number killed was closer to 20. 

The anger and bitterness emanating from China's countryside is not so much about poverty, as about fairness. 

People see their land being taken from them and then turned into $1m-homes. They see local officials lining their own pockets, while the villagers get nothing. They spend years away from home working on construction sites and in Dickensian factories, only to be cheated of their wages by unscrupulous bosses. 

This week Chinese Prime Minister Wen Jiabao promised to bring prosperity to China's countryside. But without fundamental change in the way China works, its 700 million peasant farmers will remain second class citizens. 

Do you have any experience of life in rural China? Do you agree with the image depicted in this piece. 
I just returned from three weeks in China, most of which was spent on one of its rural Islands. I was disturbed by conditions in China that were much worse than those that I had in seen in places like Nicaragua and Guatemala. We saw appalling sanitary conditions and I am not just talking about the WCs, I am talking about the tea houses where dogs and pigs freely roam looking for table scraps. We was also were the beneficiaries of a little corruption when a local party official found out we were in town. We went to China expecting to see a super power on the rise, but what he saw was a wealth gap so extreme that we could not even afford to buy items in Shanghai's new shopping malls. 
David Fields, Maseok, South Korea (formerly of the USA) 
I was born in the countryside of China. As I grew up, the living conditions had improved a lot. There is a large population in China, peasant farmers are the majority. It's impossible for the government to make the farmers' livese as good as urban residents in a short time! Please be patient with Chinese government! 
Zhiju Liu, NC, USA 
"land disputes are turning violent". In some areas in rural china, this is the case, local government official couldn't wait to make something out of this historical trend. But in my area, which is the so called "more developed" coastal regions, farmers are mostly properly compensated for leaving their homes and are being allcated new homes near populous town centres. 
Brian Wong, China 
Story from BBC NEWS:
http://news.bbc.co.uk/go/pr/fr/-/2/hi/asia-pacific/4782194.stm

Published: 2006/03/07 13:17:13 GMT

© BBC MMVII
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Quick guide: China's economic reform 

China has the world's fastest-growing major economy but it has been a rocky road from socialism to consumerism. 
	
	WHAT IS A QUICK GUIDE? 

Quick guides are concise explanations of topics or issues in the news. 



When Communist Party leader Mao Zedong took power in 1949 he was determined to transform China from a rural economy into an industrial giant. 

Farms were collectivised into large communes and resources shifted to heavy industry, which was nationalised. 

But by Mao's death in 1976 it was clear these reforms had failed, leaving China impoverished and isolated. 

Opening up 
In 1978 Deng Xiaoping became leader and began an ambitious programme of economic reform aimed at raising rates of foreign investment and growth. 

He ended collective farming, initiating a "responsibility system" which freed farmers to choose what crops to grow and to sell any surplus for profit. 

Deng encouraged foreign trade and investment through joint ventures. 

In the south, zones were created giving investors tax concessions in exchange for revenue and technical knowledge. 

Cooling off 
Deng's reforms led to rapid growth and a more market-based economy. 

Other cities were allowed to operate more liberal trade policies to attract investment in the same way as the special economic zones (SEZs) in the south. 

But the system was unable to restrain large-scale corruption or control inflation, which shot to 18.5% in 1988. 

So to drastically reduce growth, in the middle of 1988, Beijing adopted several austerity measures - limiting foreign joint ventures, slashing investment and tightening monetary controls. 

Renewed growth 
The decision to slow economic growth was followed by several years of conservative monetary policy. 

But in 1992 Deng toured the SEZs of the south and appealed for renewed economic freedom and fast-paced development. 

His call kick-started the stagnant economy and persuaded foreign firms to invest in China as never before. 

Growth has continued apace and in 2001 China joined the World Trade Organization (WTO), committing itself to further economic liberalisation. 

Economic giant 
China now has one of the 10 largest economies and is an important engine for economic growth across the globe. 

China consumes more steel, coal, meat and grain than any other nation. 

It is also the world's fifth largest exporter, trading extensively with the EU, Japan and the US. In 2006, 80% of the world's consumer electronics were made in China. 

	
	


The rapid economic progress has transformed cities and coastal areas. 

But for those in China's underdeveloped rural interior life remains difficult. The gap between rich and poor in China is one of the biggest in the world. 

Story from BBC NEWS:
http://news.bbc.co.uk/go/pr/fr/-/2/hi/asia-pacific/5237748.stm

Published: 2006/11/03 11:44:27 GMT
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