
































development and of ways of measuring it.
Chapter II presents a historical overview of
the achievements and problems in human
development during the first three decades
of the PRC, before the transition to a mar-
ket economy began. Chapter III looks at
the interactions between human develop-
ment and that transition over the almost
two decades during which it has been in
progress. The question of poverty and its
alleviation gets separate attention in
Chapter IV; but is also integrated into the
discussion of other outstanding human
development issues. A brief final chapter
draws conclusions about the outstanding
human development challenges facing
China today.

Introduction. This first Human
Development Report for China aims to do
three things: first, give a comprehensive
ac'count of the status of human develop-
ment in the world's largest country; second,
to explain how that status has come about
by reference to the particular conditions of
China, and to the development strategies
and policies followed by the government
over the years since the People's Republic
was established in 1949, and especially
since the transition from central planning
to a market economy began in the late
1970s; and third, to examine in some
detail the issue of poverty, the theme of this
year's global Human Development Report,
as it pertains to China. This opening chap-
ter briefly discusses the concept of human

1.1. Human Development
and Economic Growth. The con-
cept of human development was developed
in order to focus attention upon the impact
of economic change on human capabilities,
such as the capability of living a long life
(life expectancy at birth), enjoying good
health, and acquiring knowledge, in addi-
tion to having the ability to obtain goods
and services in general. Human develop-
ment is concerned with the conditions of
life of the entire population, not just the

statistical average citizen, and therefore is
sensitive to matters of income distribution,
poverty, and the situations of women and of
minorities.

The term "human development" is
not commonly used in China. The pre-
ferred term is "social development", which
is understood as the end in improved popu-
lar well-being for which economic develop-
ment is the means. In practice, and in the
range of issues included under their aus-
pices, the two terms are very similar in





that people be able to live long a,l}d healthy
lives and educate themselves fully, but also
that their society provides them w,ith suffi-
cient space for full participation in its
social, economic and political life. This
participatory quality of human develop-
ment, which sees empowerment of people

as a fundamental value, distinglJishes it
from such concepts as basic needs or human
welfare, and focuses attention on prejudice,
discrimination or political restraints that
interfere with the full development and
exercise of human capabilities.

tertiary levels (one-third weight). For each
variable, the actual value used is the dis-
tance traveled from a specific international
minimum value toward a specific interna-
tional maximum value, as a percentage of
the entire distance from minimum to maxi-
mum. The minimum and maximum values
established for each indicator is as follows: 1

2.1. The Human
Development Index. The Human
Development Index (HDI) was developed
by the" United Nations Development
Programme to provide a relatively simple
measure of human development status,
using data that are available for most coun-
tries. It consists of a simple average of
three measures: income, longevity and edu-
cation. Income is measured by a purchas-
ing power parity {PPP) estimate of real
GDP per capita. Longevity is life expectan-
cy at birth. Education is measured by a
weighted average of the adult literacy rate
(two-thirds weight) and combined school
enrollment rates at primary, secondary and

1 See UNDp, Human Development Report, 1997,

Technical note 2, for a detailed discussion of the deriva-

tion of the Human Development Index.

PPP$2,604 was below this threshold, and
thus not subject to discounting. Among
the provinces only Shanghai's per capita
GDP was higher than the 1994 interna-
tional average, and thus had to be adjusted.

However, in calculating the formula
for HDI, real GDP per capita above the
world average in 1994 (PPP$5,835) is dis-
counted increasingly heavily as it rises, to
reflect the diminishing marginal utility of
income.. China's GDP per capita in 1994 of









The first three
decades of the People 's
Republic of China after
its establishment in 1949
were marked by repeated
campaigns of economic
construction and of class

struggle

Chinese women also greatly increased as a
result of strong public commitment (see
below). Second, a very large portion of
that growth was devoted to continuous
development of heavy industries, and
progress was made in creating a heavy
industrial base. Major advances produced
by China's skilled and dedicated scientists
and technicians also date from that period.

The first three decades of the
People's Republic of China after its
establishment in 1949 were marked by
repeated campaigns of economic construc-
tion and of class struggle, and by the virtual
disappearance of private ownership of pro-
ductive resources. Industry was organized
entirely under state or collective owner-
ship, while all farmers were brought into
producer collectives in a series of convul-
sive campaigns ending with the formation
of rural people's communes in the late
1950s. Most markets were eliminated and
production was coordinated by central and
provincial planning that was repeatedly dis-
rupted by political campaigns. Planning in
China thus remained quite crude and never
advanced even to the level of proficiency
achieved in the former Soviet Union and
some East European countries.
Nevertheless, measured growth of GDP was
quite rapid over the three decades as a
whole, averaging perhaps 6- 7 percent per
year. However, the economy fluctuated
widely around this trend, with strong
upswings alternating with periods of stagna-
tion and even depression, as in the" three
hard years" (1959-61) that ended the "great
leap forward" (1958-60) and saw a famine
of major proportions in much of rural
China.

Third, the private consumption
needs of the people -including the most
basic ones, such as food and shelter -got
little attention. This was due to the
pattern of allocation of investment, which
emphasized heavy industry and public
consumption and neglected agriculture and
consumer goods industries, as well as to
agricultural policies that discouraged
specialization in accordance with regional
comparative advantage and deadened
incentives to increase production. As a
result, by the end of the period in the late
1970s, the food consumption standard of
much of the population was no better than
the meager standard of the mid-1950s, and
the per capita housing space available to
the urban population was lower than it had
been twenty-five years earlier.

Feurth, the weak planning
mechanism and the lack of markets caused
much of the growth to be wasted in the
production of goods for which there was no
demand. Finally, the restriction of
population movement and the narrowing of
public discussion to the expression of
approved points of view limited people's
ability to participate fully in the social and
political arenas.

There are several things that can be
said of the human development
implications of economic growth during
those three decades. First, the growth that
occurred~ included increases in public
consumption that translated into major
improvements in the health, nutrition and
literacy of the Chinese people; the status of
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Some anti-natalist measures were
taken by the Government in certain areas
of the country as early as 1950 when it was
realized that rapid growth of the population
would hamper socio-economic
development of the country. However,
these measures went into abeyance after
the mid-1950s when they appeared to
conflict with the labor-intensive J

orientation promoted by Mao Zedong for
the "great leap forward". Not until the
early 1970s was a nationwide government-

sponsored family planning program
launched in the country, and it was in 1979
that the well-known anti-natalist policy
came into being.

At the foundation of the People's

Figure 2.1. Crude Birth and Death Rates, 1950-1996

Source: Cai Fang, 1997

In 1970 the total fertility rate was still close to 5. With the recommencement of
emphasis on family planning in the early 1970s, however, it fell steadily to below 3 by 1978
(see Figure 2.2.).

Figure 2.2. Total Fertility Rate, 1971-1996

Source: Cai Fang, 1997.

Republic of China, due to the backward
economy and chaos caused by wars, medical
services were inadequate for most people,
public health conditions were very poor
and nutritional standards very low. China
was then in the initial stage of population
transition --high mortality, higher fertility
and high natural growth rate. In 1950, the-crude 

death rate (COR) was 18% the crude
birth rate (CBR) 37% and the natural
growth rate 19% From then until the
beginning of the 1970s, the death rate
declined steadily but the birth rate
remained high, except for the demographic
crisis that occurred during the famine of the
late 1950s and early 1960s, when the death
rate rose sharply and the birth rate dropped
precipitously (see Figure 2.1.).



1978. At the foundation of the People's
Republic, the average Chinese citizen could
at birth expect to live only about 40 years.
By 1975, life expectancy at birth had
reached about 65 years (Table 2.1.). The
number 6f health care providers, hospital
beds and clinics all multiplied.

Since 1949, much of China has suc-
cessfully gone through "the first health rev-
olution". Many setious infectious and para-
sitological diseases were controlled and
wiped out. Smallpox was eradicated in
China in 1961, ten years earlier than in
other countries. The average death rate
dropped by 63 per cent between 1949 and

fTable 2.1.: Infant Mortality and Life Expectancy, 1949-1975

YearsIndicators

121.

49.

48.

50.

81.0

59.6

58.8

60.4

265.0

30.5

Infant mortality

Life expectancy

Male

Female

65.5

66.2

50un;e: United Nations population database.

In accordance with the above policy,
regularized primary, secondary and higher
education systems were developed, along
with spare time literacy and technical
training programs. Special emphasis was
laid on providing educational opportunities
to disadvantaged groups. For instance, the
unbalanced geographical distribution of
schools was attacked and local school bud-
gets were increased to speed up the devel-
opment of education in the hinterland, in
remote areas and in places inhabited by
ethnic minorities. Scholarships were pro-
vided to students who were unable to pay
for their schooling.

Before 1949, China's educational
system was undeveloped. Over 80 percent
of the country's population were illiterate
and only about 20 percent of school-age
children attended school. While ethnic
minorities accounted for 6 percent of
China's population, their children
accounted for only 2.2 percent of the total
number of primary school pupils. The geo-
graphical distribution of schools in China
was also greatly uneven.

Immediately after the founding of
the People's Republic, the Government set
up a Ministry of Education to exert
centralized management of education. It
began to reform the old educational system
in an effort to raise the overall cultural
level and train the technical personnel so
badly needed for national reconstruction.
As a matter of policy, it was required that
education should disseminate knowledge of
science, be targeted to the general
population, particularly workers and
farmers, and should meet the needs of pro-
duction.

By 1956, the enrollment rate of
school-age children in China had risen to
63 percent, and the number of ethnic
minority primary school students had gone
up to 5 percent of the national total.
However, owing to the high dropout rate
among primary and middle school students
and to the unsound approach taken in con-
ducting literacy campaigns, 78 percent of
China's population remained illiterate.
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that. far less in the way of social welfare cover-
age, but even they were generally assured of
some protection against the most extreme
effects of illness, injury and other misfor-
tunes through commune insurance schemes
and the collective distribution system (see
section 3 below). For instance, commune
members could borrow grain from the col-
lective, if necessary, and many did so indefi-
nitely, never 'able to repay. Such security
was obtained at the cost of personal free-
dom of movement (1J1igration being prohib-
ited) and stagnation of real incomes.

On the other hand, this same popu-
lation enjoyed high life expectancy and
high levels of literacy for its income. Over
these decades there were rapid increases in
the average height of Chinese (World Bank
1984, p.20).2 Life expectancy at birth of
around 65 (in the mid~1970s) was made
possible in part by a broad and publicly
financed health policy making primary
health care widely accessible, especially for
mothers and children. Infant mortality had
fallen steadily from 250/1000 in 1950 to
between 40 and 50 per 1000 in 1980,
according to the best estimates? Thus, the
level of the most basic human develop-
ment, in the form of health and education,
was quite high. Moreover, women had
greatly improved their economic and social
status in comparison with ~he pre-
Communist p~st. The urban minority of
the population enjoyed full job and income
security, including generous health cover-
age and pensions. The rural majority had

2 The combination of stagnant food intake with increas-

ing anthropomorphic status is a puzzle that requires
explanation. The World Bank (1984, p. 20) gives several

possible explanations, including the possibility that
improvements in health, especially reduction.in diarrhea

infections, improved the efficiency of a given nutrient
intake.

The situation of
Chinese women has
undergone a sea change
in this century.

3 UNICEF (1995 pp. 21-22). Other studies have pro-

duced lower estimates. The ones cited in the text are
UNICEF " s best guess after taking into account the

problem of under-reporting encountered by most sur-

veys.

The situation of Chinese women has
undergone a sea change in this century. In
the first decade, women were given the
right to an education, although its aim was
to produce "a good wife and loving mother
(xianqi liangmu)"j in the second decade,
feminist pioneers fought for the right of
political participationj in the third decade,
several women were for the first time elect-
ed as provincial government delegates, and
a generation of "new women" grew up who
were independent and freethinking. In
early 20th century, women workers made
up 35-45 percent of all workers1, although
this percentage often fluctuated during the
eventful period of initial modernization of
China.

women's school enrollment rates jumped
significantly. Since then women have
made inroads in all walks of life. The
majority of female workers in urban areas
enjoy 90 day's maternity leave with salary,
and other forms of social protection and
security. Women's lives on average last
much longer, their educational levels are
higher, their employment opportunities
more numerous, and th~ir role in public life
more noticeable than in the past.

By 1978, women made up 43 per-
cent of the labor force and 33 percent of
"workers and s.tafe' (essentially, nonagricul-
tural employment). Women began to
make progress in politics, as well: in the
early 1950s, women comprised 22 percent
of township representatives and 15 percent
of county level representatives.2 In

With the founding of the People's
Republic in 1949, women fonnally became
entitled under law to equal rights in poli-
tics, economics and family affairs; and to
equal pay for equal work. In the land
refonn of the early 1950s, woman farmers
got their own land, a woman became vice
chairperson in the central government, and

1 Calculation from Encyclopedia of The Chinese
Working Class, p.165.

2 The History of the Chinese Women $ Movement,

Northern Publishing House for Women and Children,

1989, p289.
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the Firs.t National People's. Con.gress
in1954: they made up 12 p~ercent of
deputies; and in 1956, among 756 thousand
Agricultural Cooperatives, 70-80 percent
had women as president or vice president.
But the road has been uneven; in 1978,
only one in twenty People's Communes
had ~ woman leader?

enter management levels in the Party and
government. The less radical periods saw
pressures mount for women to return to
more traditional and supportive roles. But
the picture is more complicated than this,
because the more radical periods also
severely limited social spheres and activities
which had been sources of economic oppor-
tunity for women; such as markets, handi-
crafts, and family sidelines. And the
enforced ideological uniformity that char-
acterized much of the period put great
restraints on the exercise of independent
thought by women as well as men, in that
fundamental way limiting the development
of the capabilities of both.

The waves of radical political mobi-
lization that marked the first three decades
of the People's Republic produced similar
waves of progress and regress for women's
social status. The more radical periods
tended to emphasize gender equality and
mobilize women to move into the social
labor force and political ac;tivity. They also
provided more opportunities for women to 3 ReportofACWF; 1979,p.10.

the system successfully placed most Chinesepeople 
under some form of protection until

the onset of the economic reforms in 1979.

China's social security system is in
the midst of a great change as the transition
to a market economy has undermined the
basis of the past system. Because this
process concerns the social safety net of the
population and thus has great relevance for
human development status, we will devote
s°l!le space to the features of the inherited
system, and to the changes taking place.

However, the institutional patterns
and dominant principle$ of social provision
differed between urban and rural areas. In
urban areas, the main system was one of
social insurance. Social relief and social
services only played complementary roles.
The state, usually acting through the
residents' work units (danwei), took a
disproportionately greater responsibility for
social provision for urban residents than for
rural inhabitants. In towns and cities, the
functions of support for the elderly,
traditionally borne by families and kinship
networks, were largely transferred to
employers and the state. In the
countryside, however, there was almost
no social insurance, with the exception ora
cooperative health programme that was
established in the 1960s and 1970s. The
traditional family based protection system
was dominant and a community based
mutual help system protected peoplec who
lost such family support. The family bore
the main responsibility for the aged in

Dominant values of the pre-reform
era included social equality and the
planned allocation and compensation of
labor. The social security system before
1978 was very much oriented towards these
social values, which had much to do with
both the failures and achievements of the
previous system.

4.1. The Urban-rural Divide.
The Chinese social security system was a
dualistic one. It was characterized by
institutional divisions between rural and
urban areas, and between relief, social wel-
fare and the social insurance systems. The
last was implemented only in the urban
public sector. By providing every one with a
job in urban areas and to the use of land
under the people's communes in rural areas,

~
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terms of both financial support" and caring
duties.

it, and. any financial responsibility
enterprises bore would ultimately fall to it,
as well. Thus, although the social
insurance system was work unit based, it
was actually government-administered, and
the regulations, entitlements and benefit
standards were unified across all of China.
Employees could move from one enterpr,ise
to another without losing their
entitlements as long as the job transfer
went through formal administrative proce-
dures.

The urban welfare system as a whole
was a protected and privileged part of a
wider dualistic divide based on a strongly
enforced administrative distinction
between 'urban' and 'rural' sectors. The
rural population received far fewer welfare
benefits per capita from the government
and had to rely on the economic strength
of their own communities and families in
the context of collective provision through
the people's commune system. From a
national point of view, therefore, although
the urban welfare system, organized around
each resident's danwei, was impressive in its
range of benefits, it covered only a small
proportion of the population. In the late
1970s only about 18 percent of the total
population and 23.7 percent of the total
work force were classified as urban.

4.3. The urban non-public
sector. The urban welfare system was
dualistic because the relatively small
proportion of the urban population that fell
outside the unit-based system did not
qualify for social insurance, but only for
state social relief and welfare services,
which were provided on a means-tested
basis. Thus, this part of the population
were forced to rely much more heavily on
their own and their families' resources.
Permanent state relief came only when all
other collective or private arrangements
had failed.

Although the social

insurance system was

work unit based, it was

actually government-
administered

4.2. The Urban Social
Insurance System. The urban social
insurance system was based on the public
sector (state and collective) work unit and
covered most of the urban work
force. Welfare benefits were provided by
individual enterprises or units to their own
workers and functioned in effect as a social
wage to compensate for stringent
constraints on cash wages. On the surface
there were no individual contributions.
Social insurance benefits included
pensions, health, work-injury, maternity,
sick leave, hardship relief and subsidies for
surviving dependents. The most
fundamental benefit of all was job
security -later called the 'iron rice-bowl' for
manual workers and the 'iron armchair' for
managerial staff.

State social assistance was the prime
responsibility of the Department of Civil
Affairs and was mainly been targeted at the
disabled, elderly, orphans and other
hardship cases with neither work units to
rely on nor relatives who could look after
them. Assistance to the last category was
based on the principle that state aid should
be only supplementary to reliance on indi-
vidual/family self-help. Relief funds were
means-tested and kept at very low levels.

Another important category receiv-
ing social assistance more recently is the
'Five Guarantees Households', which were
previously mainly confined to the rural
areas. But during the reform era) along
with changes in formal government
arrangements, some rural regions have
merged with urban areas, and the category
has appeared in urban areas as well.

The relationship between the state
and enterprises was key. On the one hand,
the state bore neither financial
responsibility nor responsibility for actually
providing security benefits to urban public
employees. It only played the role of
organizer and made policies and
regulations. On the other hand, the state
bore responsibility for any loss or profits
made by the state enterprises. Enterprises
enjoyed almost no autonomy from the
state: wages and welfare standards were
decided by the state, profits were taken by

4.4. Main Forms of Social
Assistance: Social assistance for the
above groups of urban residents has mainly
taken two forms: centralized and dispersed
provision. Centralized provision operates

~D 
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through'welfare institutions, iRcluding
children's homes, old people's homes and
special facilities for people with various
forms of disability, including mental
disorders. Dispersed provision means that
services and financial help are provided in
the home. This includes minimum income
support (permanent or temporary), free
health services, free rent, or water and
electricity bill exemption, etc. It can also
include help organized through neighbors
or local 'volunteers' (such as 'learn from
Leifeng teams'), but this varies considerably
from place to place and is not always
reliable.

people's comml1nes had four main aspects.
First, it guaranteed the rural population
equal rights of access to land and farm
work. Second, the lFive Guarantees
System' was originally based on the
economic capability of the people's
commune. This was the first system in
Chinese history to provide systematic col-
lective protection to vulnerable rural peo-
ple, in particular the aged, orphans and the
sick who were not capable of supporting
themselves and who had no family to rely
on. These people were given free food,
fuel, clothes, health care and funeral ser-
vices, hence the term 'Five Guarantees
Households'. Thirdly, a collective health
service system, making use of rudimentarily
trained paramedics known as 'barefoot doc-
tors', was established in the 1960s, which
provided basic preventive and primary
health care to the rural population.
However, the system was unevenly applied
throughout the countryside.

The third method of provision,
targeted specifically to assist disabled
people, has been through special welfare
factories (fuli qiye). Most of the disabled
have retained some work capability and
have thus been provided with work in
welfare factories. This r~flects the wider
commitment of the government to
enc?urage people to help themselves, in
this case by helping those capable of
working to find gainful employment.

Thus, the pre-reform system of social
security was able to furnish a measure of
security, in varying degrees, to most people.
Its erosion under the reforms, and the
attempts to replace it with institutions
more consistent with a market economy,
are a major part of the contemporary
human development story, and will be
taken up in Chapter Ir.r.

4.5. Commune based
collective social security
system in rural areas. The
institutional achievements of the rural
social security syst,em under the rural

kept very low as a means of maximizing the
profits of state-owned enterprise profits,
which constituted the principal source of
state revenues. As a result, there was
profligate use and consequent serious
depletion of natural resources, growing
pollution and lack of attention to creating
environmental infrastructure, such as
facilities for waste water treatment and
solid waste disposal.

During the first three decades of the
PRC, the attention of leaders and
population was focused on the problems of
economic development and on various
pressing domestic and international politi-
cal issues. Protection of the natural envi-
ronment was not recognized as a priority,
and it received little attention in the public
policy arena. As a result, there was little
consideration of industtial structure, pticing
and management issues from an environ-
mental perspective. The natural environment suffered

especially grievous losses during the "great
leap forward" of the late 1950s, when the
proliferation throughout the country of
small iron and steel furnaces and small coal
mines brought considerable destruction to

Prior to 1978, the industrial struc-
ture closely followed the Soviet model,
characterized by an emphasis on heavy
industries. Natural resource prices were



ward. Yet"hot everything done in agricul-
ture was environmentally unsound. China
continued to stress age-old practices of
nutrient recycling and use of organic and
green manure that preserved the structure
and organic content of the soil. This was
not done for overtly environmental reasons
but because, in the absence of a developed
chemical fertilizer industry or access to the
world market, it was the only way to pro-
vide the plant nutrients crucial to feeding
China's expanding population. Yet, it had
benign environmental consequences that
have become increasingly apparent to
Chinese farmers, planners and scientists as
some of the untoward consequences of the
later wholesale shift to chemical agriculture
have made themselves felt.

land vegetation as well as widespread defor-
estation -a serious problem in a country
that had already lost much of its original
forest cover.

In agriculture, as well, a lack of envi-
ronment-consciousness led to policies that
were ecologically unsound. The heavy
emphasis on achieving 'local self-sufficiency
in grain production caused large areas of
grasslands and hillsides to be plowed up and
planted, which contributed to growing
problems of soil erosion and desertification.
During the "great leap forward", the con-
struction of many poorly planned water
projects on the North China Plain resulted
in widespread salinization and alkalization
of that crucial grain basket area, which seri-
ously affected agriculture for years after-

The challenge
before China was to pre-
serve the consider-able
progress in human devel-
opment achieved by the
previous system while
moving to solve the great
problems it had left
behind.

The first three decades of the
People's Republic were a period of almost
continuous change, characterized by
repeated mass campaigns that brought both
considerable industrialization and
enormous institutional transformation to
the country. In 1949, China was a nation
of small family farmers and urban
handicrafts, whose people had an average
life expectancy of 40 years, and 80 percent
of whom were illiterate. Thirty years later,
the family farms had given way t~ some
70,000 rural people's communes, China had
a substantial ind~ustrial base, nuclear
weapons and earth satellites, life
expectancy had reached 65 years and 80
percent of the people could read and write.
But the turbulence had been very costly in
lives, careers, basic liberties and peace of
mind. A generation had lived through a
major and largely man-made famine (1959-
61) and repeated social conflict,
culminating in the near civil war of the
"Cultural Revolution". The country's
ineffective central planning system,
originally modeled on that of the Soviet
Union, had been crippled by an ideology
hostile to its basic technocratic ptinciples.
Production was wasteful, energy-inefficient,
polluting and not oriented to demand.
Independent expression was just beginning
to be possible again after being severely
curtailed for two decades by a rigidly

enforced ideological orthodoxy.

In the starkest teTms, human
development had made great progress
despite the turmoil. The Chinese people
lived much longer, were much healthier,
and were better educated. The urban
population enjoyed economic security; the
rural majority did not, but they had in the
commune system a safety net stronger than
any most had had access to in the past.
Women's status and opportunities for
education and employment had greatly
improved: But many of these gains had
occurred during the first decade of the
PRC, and had then fluctuated back and
forth during the chaotic second and third
decades. And material consumption had
hardly progressed at all. Food intake was at
the meager level of the mid-1950s, per
capita housing space had declined, trade
and services in general had declined, people
counted themselves lucky to own a wrist
watch or a bicycle. There was a great deal
of poverty in the countryside, some of it
produced artificially by the government's
eradication of markets and insistence on
local foodgrain self-sufficiency. The
challenge before China was to preserve the
considerable progress in human
development achieved by the previous
system while moving to solve the great
problems it had left behind..



tions of all these changes are many and
complex. The material base, the distribu-
tive mechanisms, and the institutional
structure of China's human development
situation circa l:978 have all been changing
radically in ways that have contradictory
effects on human development. one par-
ticular change that has affected virtually all
human development issues in China is the
decentralization of the fiscal system. This
has occurred in part because of a deliberate
effort to spread investment initiative more
widely throughout the country in the wake
of China's abandonment of the rigid cen-
tral planning system of old. In part, howev-
er, it has occurred spontaneously because of
changes in the economy that have made it
harder for governments in general to col-
lect revenue, and, among governments,
harder for the central government in par-
ticular. The state enterprises that were the
main source of state revenue in the past
have become increasingly less profitable
because of wage and raw material price
increases and increasing competition from
the ebullient non-state sector and imports.
Faced with declining revenues relative to
GDP, China has been slow to reform its tax
system to tap potential new sources of rev-
enue. The result, as shown in Table 3.1
and Figure 3.1, has been a continuous fall
in the government's share of GDP. By
1996, the government was claiming only 1.1
percent of GDP, an extraordinarily small
share by comparative international stan-
dards.

The dramatic change in China's
approach-to development is generally dated
to the Third Plenum of the 11 th Central
Committee in December 1978, which set
the stage for the rural reform of the early
1980s. But it might really be dated back to
Mao Zedong's overtures to the United
St~tes in the early 1970s that culminated in
Richard Nixon's trip to Beijing in 1972.
China at that time began opening its doors
to the world and re-thinking its own devel-
opment path, a process that accelerated
after Mao's death in 1976, and became
dominant at the Third Plenum in late
1978. The people's communes were dis-
mantled and the land leased out to families.
Foreign trade was promoted and foreign
direct investment first permitted and then
promoted in earnest. The government
allowed a non-state sector to take root and
begin growing up outside the central plan,
still dominated by state owned enterprises.
"Township and village enterprises" (TVEs)
proliferated, especially in the more
advanced parts of the cou~try, and soon
absorbed a substantial fraction of the rural
labor force. The fiscal system was decentral-
ized and much of the center's previous
share of the economy was turned back to
the provinces. Economic growth boomed
at unprecedented rates and living standards
soared while many of the institutions that
had been providing economic security and
social welfare to the population melted
away.

~D 

2~~ The human development implica-



Figure 3.1. Government's Declining Share of GDP (%)

Source: Table 3.1.

This naturally affected Beijing's abil-
ity to implement its priorities.. whether in
development planning or social spending.
Indeed, the pre-reform practice of redistrib-
uting some of the richer province's rev-
enues to shore up investment in both
human and tangible capital in the more
backward provinces was greatly weakened,

with predictable consequences for the lat-
ter.I

We begin considering these changes
by looking at the effect of the transition on
the health of the Chinese people.

1 This is argued persuasively in (Wong et al. 1997).

1.1. The Demographic
Transition. Of great relevance to the
health status of the Chinese people is their
basic accomplishment of the demographic
transition from high to low birth and death
rates. This is pictured in Figure 3.2.
Compared to other low income developing



around 1,550 -1,600 million, if the total
fertility rate remains around 2.0.
Obviously, this trend in population growth
is quite conducive to the relief of demo-
graphic pressure on employment, resources
and environment in China.

of the weighted average of the tor~l popula-
tion in the developing world, excluding
China and India.

Most experts expect China to realize
zero population growth around the year
2040-2050 with a maximum population size

Figure 3.2. The Demographic Transition: Crude Birth and Death Rates, 1950-1996

1.2. Fertility in the Context
of Transition. In the changed condi-
tions of transition to a market economy, the
administrative approach to fertility control
has become less efficient, and this has
resulted in an unbalanced population
growth among regions and between rural
and urban areas.

natural increase. These provinces are
mainly located in central and western
China and include J iangxi, Guangxi,
Yunnan, Guizhou, Tibet, Ningxia, and
Xinjiang. The percentage of women in
their most fertile age range in these
provinces will peak during 1997-2000.
Similarly, for the nation as a whole the nat-
ural increase rate of the rural population is
higher by a fourth than that of urban resi-
dents.

Fertility is determined by social and
economic factors, and so differences in
socio-economic development will translate
into differences in fertility and thus in pop-
ulation growth. Hence, it is not surprising
to witness increasing discrepancies among

I the provinces in their natural growth rates
as the national average declines in the
1990s.

Economic reform also raises chal-
lenges to family planning policy, especially
in the rural areas. The economic functions
of the family have been resurrected, and
farmers are now likely to want more chil-
dren, whose costs are low and benefits high
in rural areas. At present, China's rural sit-
uation in this regard is as follows:For instance, as early as 1993,

Shanghai City realized negative population
growth with a natural growth rate of -0.78(.
This achievement came about 40 years
ahead of the expected date for the country
as a whole. Meanwhile, a number of
provinces, containing perhaps 30 percent of
the total population, still have high rates of

1) Under the Household
Responsibility System, contract land is dis-
tributed according to size of household: the
larger its size the more land it will get.
Farmland is regarded as both a basic source
of income and as insurance against the risks

~



rely on children as their main source of old
age security and, in this respect, the more
children the better.

of engaging in non-agricultural "activities.
Therefore, many farmers will have more
children in order to increase their allot-
ment of contract land.

4) The sacrifice of women's econom-
ic opportunities involved in having more
children is very small in rural areas where

the surplus labor force exceeds 30% .2

2) The incentive for rural families to
invest in their childre1)'s education is con-
strained by two factors: (1) agriculture is
still quite backward, which limits the
demand for high quality labor; and (2)
rural/urban segregation and employment
discrimination against rural workers in the
towns channels rural migrants into low

quality jobs.

In the.context of the economic tran-
sition, family planning programs are chang-
ing gradually, and becoming integrated with
rural development programs. They are pro-
viding comprehensive maternal and child
health care. These programs are geared to
serve the needs of women, as indicated in
the accompanying box.

3) $ocial security has been concen-
trated in urban areas. Although that is
changing, the social security system is still
neither comprehensive nor adequate even
in towns and cities. Without an effective
social insurance network, farmers- must still

2 Colin Carter, Zhong Funing, and Cai Fang: China's

Ongoing Agricultural Reform, San Francisco, The 1990

Institute, 1996.

1.3. Health Status of the
Chinese People. The life expectancy
of Chinese has continued to rise during the
transition period (Table 3.2), reaching 70.8
years in 1996, according to official data.
Life expectancy of women reached 73. The
infant mortality rate officially fell from 39
to 32 per thousand births in 1990.
However, some observers, such as UNICEF,

believe 

this to be an underestimate and put
Ithe IMR in the 40s.

According to the reports from
national surveillance areas, the maternal
mortality rate has improved significantly in
both urban and rural areas. The national
maternal mortality rate declined to 67.3 per
100 thousands in 1993 (Table 3.3). ~o 29~











Figure 3.3. Under-five Mortality Rate by Type of Region

Nutritional status of the
poor population. Two national sur-
veys, conducted in 1982 and 1992, showed
that the nutritional status of children gen-
erally improved over that decade. Only 3.5
percent of children below age six were
found to be acutely malnourished (very low
weight for height) in 1992 (2.7 percent in
urban and 3.6 percent in rural areas).
Under less severe standards of nutrition,
however, one fifth of children below six
years of age were found to have a low
height for age (13.9% urban, 21.5% rural)
and 14.5 percent (9.0% urban and 15.8%
rural) a low weight for age. Thus, while
severe malnutrition among children is not
widespread in China, there is still a fairly
wide incidence of growth retardation and
low weight indicating some chronic malnu-
trition (Hu 1997).

deficiency anemia is a major problem along
with other nutrient deficiencies; especially
retinal, riboflavin and calcium.

The health and nutrition status of
poor rural residents is generally well below
the average for China. Time lost from work
due to health problems in poor counties
averages 2.5 times the national rural aver-
age. This suggests that residents of poor
areas should be making greater use of
health services than the national average,
but in fact the opposite ,is the case.
Utilization of medical services is much
lower in poor areas. For instance, rates of
prenatal and postnatal care in 30 poor
counties in 1993 were only half the nation-
al average (see Table 3.7.). 86 percent of
pregnant women in the surveyed co~nties
delivered babies at home, of whom only 25
percent were assisted by a village doctor.
Rates of dystocia, puerperal fever and
neonatal tetanus were high, as a'result.

Malnutrition among adults has
decreased over the past decade but has not
been eliminated. According to WHO stan-
dards chronic malnutrition affects some 9
percent of rural adults and 8 percent of
urban? In poor areas of the country, iron

3 Ge Keyou, 1996. The standard used is the 8MI index,

which is body weight in kg divided by the square of

height in meters. People with 8MI below 18.5 are judged

to be chronically malnourished.





China's rural majority gets health
care through a three-tier system, starting at
the village level with some 1.44 million vil-
lage doctors, many of whom have only rudi-
mentary training and who are not included
among the 5.2 million health care workers
enumerated above. These doctors diagnose
and treat patients and make referrals to
higher levels. They charge fees for their
services and also get part of the price of the
medicines they prescribe. The second tier
is the township hospital or health center, of
which there ate some 52,000, which oper-
ate about one fourth of the total number of
hospital beds in the country. These hospi-
tals deliver babies, treat infections and per-
form some basic surgery. The third tier is
the county hospital, some 4,000 in aU,
which constitute the highest level of med-
ical care available to most rural residents.

dents do not work in state enterprises, this
channel, too, applies to only a minimal per-
centage of the rural population (and 0.5%
of the poor rural population).

* Cooperative medical service. This

is now jointly financed by local govern-
ment, collective enterprises, individual
contributions and other sources. It is divid-
ed into two types of coverage: the first type
(risk coverage) covers catastrophic events,
such as those requiring hospitalization.
The second type (mutual assistance) covers
minor medical needs that can be treated by
ambulatory visits to the local health clinic
or county hospital. Both types of coverage
have set reimbursement structures, includ-
ing co-payments, deductibles and payment
ceilings.

* EPI Contract Service. Under this

Expanded Programme of Immunization,
provincial and county governments provide
the capital cost of immunizations, while
user fees pay for recurrent costs of mainte-
nance, administration and medical person-
nel. Parents usually pay the contract cost
as a lump sum at the birth of their child,
and receive six vaccines in 13 doses before
age 7.

In rural areas, in addition to self-
paid medical care, there are several routes
for financing health care:

* Government paid medical service.

This is funded by county and township gov-
ernment appropriations and covers the
medical expenses of employees of govern-
ment and public institutions. Only a small
minority of the rural popula'tion, and 2.8
percent of the rural poor population, is cov-
ered by this channel.

* MCH contract service. This is a

kind of rudimentary health maintenance
scheme in which women and children pre-
pay a lump sum or installment fee which
makes them eligible for certain medical ser-
vices if needed.

* Labor health insurance, financed

from enterprise welfare funds and worker
contributions, covers employees of state-
owned enterprises. Because most rural resi-



Of these various sources~J:)f funding
for health care, by far the most. important
for rural residents has been the cooperative
medical system (CMS). This was an
important health security system in rural
China in the 1960s and 1970s and was
instrumental in upgrading rural medical
facilities and improving the health of the

rural population. With the introduction of
rural eco';omic reform in the mid-1980s
and the resulting disappearance of the rural
communes, the cooperative medical system
disintegrated in most areas. Recently there
have been efforts to resurrect the CMS, but
at present it covers only about 10 percent
of the rural population (see Figure 3.5.).
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Figure 3.5. The Village Coverage Rate of Cooperative Medical System in Rural China,

1958-1992

The decline of the CMS and its
replacement by private payment for med-
ical care in rural areas is the single most
important change in the health care
financing system during th~ transition peri-
od. From 20 percent of national health
spending in 1978, the CMS share declined
to 2 percent in 1993. Correspondingly,
out-of-pocket payments increased from 20

percent of total spending in 1978 to 42 per-
cent in 1993. This change probably
impacted most sharply on the poor rural
population, which has the least ability to
afford private health care. The current
structure of health financing in poor areas
is suggested by Table 3.9., which shows the
coverage of the various forms of financing
in 30 poor counties.

Table 

3.8. Different Form6 of Health Financing in 30 Poor Countie6 (1993)

No. of village covered Village coverage(%) Pop. coverage (%)

58

110

88

29

59

445

10,

20,

16,

5.

11.83.

6.

13.

11.

4.

7.

88.

Health contract service

EPI service

Cooperative medical service

Risk coverage

Mutual assistance

Self Daid health service

Note: There was a total population of 673,797 in 534 villages in the 30 poor counties.
\
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more easily accessible.TQeproblem of health care in poor
areas of-China is not primarily due to lack
of facilities. In fact, the number of health
care facilities, hospital beds and health pro-
fessionals per thousand population in poor
counties is similar to the national rural
average. The ownership structure of village
health networks has changed, however,
with the share of collective-run village
health posts dropping from the 1980s to the
mid-90s and that ;f private clinics rising.
Quality of health services is also a serious
problem. Not only is. equipment ofren poor
and outdated, but the economic compensa-
tion mechanism of rural hospitals and clin-
ics, which depend greatly on sale of medi-
cines to patients, has resulted in inappropri-
ate use of expensive pharmaceuticals and
irrational and escalating costs for patients.

The introduction of CMS also has a
significant impact on health care provision.
It encourages preventive care, which has
been discouraged by the trend toward out-
of-pocket payment. It brings down the per
visit cost at village clinics. The structure of
service earnings becomes more rational. In
the anti-risk type of CMS, for example,
hospital bed turnover and number of outpa:
tient visits at township clinics both
increase, the cost per visit and per bed
decrease and the proportion of earnings
frqm drugs falls.

Although CMS is still not in place
in most of China's poor rural areas, MCH
and EPI contract insurance schemes have
existed to varying degrees, encouraging
some preventive care. These can notice-
ably increase the utilization of maternal
and immunization services, bring down
infant mortality rates, and increase the use
of prenatal and postnatal care and the num-
ber of hospital visits.

The transition peri-
od has seen a continued
and substantial improve-
ment in the' health and
longevity of the average
Chinese.

The main problem for China's rural
poor, however, is the disappearance of the
social, risk-sharing funding mechanism rep-
resented by the CMS, and its replacement
in large part by private out-of;'pocket pay-
ment for medical services. As in the case of
China's poverty alleviation effort, the focus
upon putting facilities in poor areas does
not necessarily ensure that poor people will
benefit. Rapid growth and rising averages
have been accompanied by increasing
inequality,! while govemmentfiscal decen-
tralizatiQn has weakened the transfer of fis-
ca.l resources from richer to poorer areas.2
The net result for the health care of the
rural poor is that they have been left
increasingly on their own, struggling to pay
for medical treatment. The same tenden-
cies are at work in the towns and cities,
where the prdportion of health care spend-
ing in total annual consumer expenditures
increased 140 percent over the past decade,
from 1.2% in 1985 to 2.9% in1994. For the
poorest five percent of households the
increase was from 1.53% in 1986 to 3.48%
in 1994.

In sum, the transition period has
seen a continued and substantial improve-
ment in the health and longevity of the
average Chinese. Rapid growth in real
income, increasing expenditures on health
care, and growing access to modem medical
technology have all contributed to this
improvement. At the same time, the rapid
growth of inequality associated with the
market transition, the disappearance of the
cooperative medical system in the country-
side, and the reduction in fiscal redistribu-
tion of resources from better off to poorer
provinces and localities have all con-
tributed to increasing inequality in access
to health care. As a recent World Bank
study observes,

Government spending on health has
not been effective in reaching China's
poorest residents. ...An analysis of public
expenditure over eleven years shows that
the allocation of public expenditure is

Surveys indicate that the presence of
CMS makes a major difference in utiliza-
tion of medical services. CMS increases
the demand for clinic care and hospitaliza-
tion. It also reduces the burden on medical
facilities at county level and above by mak-
ing adequate provision for health care at
the village and township level. This has
made medical services less costly as well as

1 In addition to the above material on inequality of
access to health care services, see the discussion in
section 4 of this chapter regarding the increase in
income inequality.

2 See introduction to this chapter and Wong, 1997.



skewed toward richer regions and, within
regions, to the provinces growing fastest
(World Bank 1997).

we have ~een; has less to do with medical
supply conditions than with demand for
health care, which has been compromised
for poorer Chinese by the transition of the
health care system from a public health to a
fee for service orientation. The challenge
for China is to make the health status gains
of better off Chinese more broadly avail~
able. In the countryside, this can be done
through the encouragement of some kind of
cooperative health care system, similar to
the CMS of the past but consistent with
contemporary conditions, to cover the
majority of low income rural residents and
to regenerate the public health and preven-
tion orientation that China did so much to
pioneer.

For a large piece of China the first
"health care revolution" has already taken
place, and the main concerns have pro-
gressed from malnutrition and infectious
and parasitological diseases, which have
largely been controlled, to the chronic dis-
eases and injuries associated with life style
and environmental conditions. However,
for another big part of the population, the
first health care revolution is far from over,
and chronic malnuttition, infectious and
endemic diseases, and high infant and
maternal mortality remain potent threats to
longevity and health. The main reason, as

2.1. Main Trends. China cur-
rently is educating the world's largest
school population, a total of 234 million
students of whom some 136 million chil-
dren are enrolled in primary schools

(1996).2 Basic data on China's education
system are presented in Table 3.9. The
government reports that 98.8 percent of
children between the ages of 6 and 12 were
enrolled in primary schools in 1996, and
over 78 percent of those between 12 and 16

were in middle schools (1995)? However,
the enrollment rate in post-secondary edu-
cational institutions was only 1.6 percent in
1992, well below the 4 percent level of

other developing countries.4 Actual
school enrollment rates may be somewhat
lower than these officially reported rates.
For instance, the Sample Survey on the
Situation of Children for 1993 reported
that primary school enrollment rates were
96 percent in urban areas and 91 percent in
rural. The same survey found that rates
were higher for boys (94 percent) than for
girls (91 percent). About three-quarters of
children not enrolled were girls, mostly in
poor and national minority regions. By
1995 the national illiteracy rate had been
brought down to 12 percent, amounting to
16.5 percent of the adult population, which
still left 145 million illiterates. llliteracy

increases sharply with age, however; in
1995, the illiteracy rate was over 70 percent
among those older than 68, but only about
5 percent for those 21 to 25 years old.

Education and science and technol-
ogy are regarded in China both as priorities
in the modernization process and as key
aspects of the national development strate-
gy. During the transition period, and espe-
cially since the mid-1980s, Chinese educa-
tion has undergone reform in distinct
stages. In 1984 and 1985, several decisions
were announced to undertake basic
improvements in both quantity and quality
of the system of education, including
strengthening of basic education, univer~al-

izing nine-year compulsory schooling,
increasing the emphasis on vocational and
technical training, reforming the content
and methods of teaching, and improving
college curriculum. In addition, separate
channels of community and privately run
schools have opened. In 1996, there were
1,453 private primary schools, 1,467 private
middle schools and.568 private vocational
schools in China.

1 This section relies on Li Zhibao, 1997.

2 Li Zhibao, 1997; ZTZ 1997, p. 140.

3 Be!ling Revie~ 39, 19, May 6-121996.

4 Beijing Review, 39, 10, March 4-101996.

~















children- and adults, with a vi~F toward
making education a more forceful tool in
local economic development and poverty
elimination. Textbooks are no longer solely
produced by the People's Education Press,
allowing for more regional diversity in the
curriculum. There have also been efforts to
reform the curriculum in rural areas to bet-
ter address the needs of rural students. One
example is the Prairie Program, which inte-
grates agriculture, science, and technology
with education to promote a coordinated
development of regular education, adult
education, and vocational education in
rural areas.

that their opportunities for going on to
higher levels are cut off. As China
becomes increasingly integrated into the
world economy, its norms of rapidly chang-
ing technologies and tastes will playa
greater role throughout the country in
determining employment and income-earn-
ing opportunities. The most valuable char-
acteristic of workers will be their capacity
to adapt to new conditions, master new
technologies, think critically and solve
problems. These are characteristics that are
best imparted by general education, rather
than by narrower technical training.
Therefore, while experimenting with cur-
ricula that better serve the practical needs
of students, China should be sure to include
as the core of its new approaches these vital
aspects of a good general education.

The challenge for China is to
improve the relevance of rural education
without tracking students so completely

social status and opportunities to develop
their abilities.

About two-thirds of China's urban
women and over three-quarters of rural
women work outside the home. Chinese
women participate in virtually all fields of
endeavour, including science and technolo-
gy, government and social organisations
and business and financial enterprises. The
Communist Party has consistently advocat-
ed gender equality, in general, and women's
full participation in the social labor force as
an important means of achieving it
(UNICEF 1995). Women in the state sec-
tor have long benefited from labor protec-
tion laws, including generous maternity
leave, and China o£{icially espouses the
principle of equal pay for equal work. Legal
protection for women has continued to
advance, most notably in recent years the
Law on Protection of Women's Rights and
Interests (1992), which provided for "equal
rights with men in all aspects of political,
economic, cultural, social and family life"
(UNICEF 1995). Women have continued
to increase their representation in occupa-
tions re'quiring greater skill, paying better
salaries, and bringing higher social status.
These facts alone establish that women
have experienced much progress in recent
decades with regard to living conditions,

Despite this substantial progress,
Chinese women, like women elsewhere in
the world, do not yet participate fully and
equally with men in economic, political
and social life. Traditional cultural values
still have a big influence on social attitudes
toward women and their role in society,
including those of women, themselves.
Women constitute a very small percentage
of senior government officials at all levels
from the centre to the township and are
generally under-represented in the political
arena (see Figure 3.6.). In 1993, for
instance, they made up only about one-fifth
of the deputies to the top legislative body,
the National People's Congress. Nor are
women well represented in higher manager-
ial positions. On the other hand, women
are probably over-represented in jobs
requiring heavy labour. In agriculture, the
widespread out-migration of men seeking
better-paying jobs in the towns and cities
has left farming increasingly in the hands of
women (see below).

1 This section relies on (Feng Yuan 1997).



Figure 3.6. Social and Political Participation by Women
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Earnings differentials can be the
product of many different circumstances, of
which the most frequently cited are differ-
ences in education and skill level.
However, Chinese women have consistent-
ly registered high in relative human capital
formation. The 1982 census found that
among formal employees women on aver-
age had slightly more schooling than men.
More than a decade later, in 1993, their
advantage persisted. Among the adminis-
trative staffs of both enterprises and gov-
ernment organs, women had on average a
third to a half year's more education than
men (see Figure 3.7.).

in rural-fion-agricultural jobs th~y earned
only 51 percent as much?

Among the tens of millions of rural-
urban migrants the earnings differential
between men and women is also hard to get
at, although some surveys have fou~d that
women tend to be concentrated in the
lower ranks of the income distribution rela-
tive to men. Female migrants tend be
employed in labor intensive manufacturing
industries, such as toys and electronics
assembly, or in domestic service, where
there is neither social security nor channels
for upward mobility. Of ~ourse, the same
can be said of most male migrant workers,
as well. 3 Liu Danhua and Chai Haishan, 1996, cited in Feng

Yuan 1997.
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Figure 3.7.: Education and Sex Differentiation of Administrative Staffs, 1993

Note: The top bars refer to government organs, the bottom to enterprises.







Figure 3.8. Unemployment, by Sex, in Selected Regions
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4.1. Overall Distribution.
At the beginning of the transition period
which began in the late 1970s China was
widely regarded as a highly egalitarian soci-
ety. China's leaders and many academics
criticized it for excessive egalitarianism,
attacking the equality of wages ("everyone
eating from the same big pot") as harmful
to motivation and efficiency. All indica-
tions are that the urban distribution of
income was extremely equal by internation-
al standards, that the range of wages and
salaries within economic sectors was highly
restricted, and that income differentials
~ithin rural villages tended to be small.
However, some inequalities were quite
great, even then. The policy at t:hat time of
local "self reliance", the sharp dichotomy
between urban and rural residence status,
and the prohibition of population move-
ment all acted to magnify the urban-rural
gap, as well as the differences between
regions and localities.

inequality in urban and rural incomes,
taken separately, because of the substantial
urban-rural income disparity in China.
The sharp increase in inequality appears to
have made China one of the more unequal
of Asian developing countries?

The burden of net rural taxes is
largely borne by households that are poor in
the rural context and ex.tremely poor in the
context of China as a whole. A reduction
in net taxes/fees imposed on rural house-
holds would have a strongly favorable effect
on overall income distribution.

4.2. Urban-Aural Inequality.
China's urban-rural income gap was already
substantial before the transition period
began, as indicated above. In 1988 this gap
was about 2A-to-l (2.2-to-l according to
government statistics), which was very high
by the standards of other Asian developing
countries. Table 3.12 compares two esti-
mates of the urban-rural gap in 1988 and
1995. The official SSE estimates show this
already substantial gap widening by 20 per-
cent in real terms, from 2.19 to 2.63,
between the two years. The "Study
Estimates", however, show no further
widening over the period (242 in 1988 and
238 in 1995). The reason is that this
source includes subsidies in personal
income. These subsidies were a very high
proportion of urban income (39 percent) in
1988, but as a result of the continuing insti-
tutional changes in China's transition to a
market economy, they had melted away to
11 percent in 1995. The fall in urban sub-
sidies offsets part of. the rise in urban non-
subsidy income, causing total urban income
to grow more slowly than official statistics
indicate, and keeping the urban-rural gap

In the early years of the refoffil peri-
od, over~ll inequality (as measured by the
Gini coefficient!) changed little and may
have fallen somewhat. The refoffils began
in agriculture and th~ countryside, where
the great majority of the population and
almost all households at the low end of the
national income distribution reside, and led
to widespread gains in income. The second
half of the 1980s, however, saw a different
pattern emerge, in which average incomes
grew little but inequality rose sharply, the
Gi~i rising from 0.30 in 1984 to 0.35 in
1989, according to World Bank estimates.
In the first half of the 1990s, personal
incomes have grown faster again, while
inequality has continued to increase, the
Gini reaching an estimated 0,415 (World
Bank) in 1995. An independent study of
income distribution that used a more com-
prehensive (and internationally accepted)
definition of personal income, found some-
what greater inequality-a Gini ratio of 0.38
in 1988, rising to 0,45 in 1995.2 This study
also found that national inequality was
about one-fifth higher than the average of

1 The Gini coefficient is a common measure of inequality

of distribution. It ranges in value from 0 (perfect equal-
ity) to 1 (absolute inequality).

2 See (Khan 1997).

3 International comparisons of Gini ratios is subject to

many difficulties, including differences in the exact vari-
able being measured.



















5.1. Surplus Labor and
Reform.l China's is a labor surplus
economy. The economically active popula-
tion comes to more than 615 million peo-
ple, including a rural workforce of 450 mil-
lion, of whom 120 million are thought to
be redundant. The problem of rural labor
surplus has been partly offset by the rapid
development of township and village enter-
prises (TVEs), which now employ-over 135
million, or 28 percent of the rural labour
force. TVEs have thus played a big role in
providing rural employment opportunities
and limiting the flood of rural-urban migra-
tion, but it is a role that is very unevenly
distributed throughout the country.

new jobs per year have been created in the
urban economy during the first half of the
1990s, including jobs filled by rural
migrants. However, about the same num-
ber of young people have entered the job
market annually. In addition, there are the
millions of redundant state sector workers
plus an increasing portion of the tens of
millions of surplus rural labourers who are
seeking urban jobs.

The Labour Ministry put the num-
ber of urban unemployed in early 1997 at 6
million, and the rate of registered unem-
ployment in 1996 at 3 per cent of,the urban
labour force (China Daily, March 11,
1997). By October, 199] the rate of regis-
tered unemployment had risen to 8 million
(Figure 3.10). While the trend has clearly
been upward through the 1990s, the
absolute numbers greatly understate actual
unemployment, because they Include only
those registered with -local labour bureaus.
Unemployed workers who have not regis-
tered are left out, including a large number
of workers who have been laid off by state
enterprises. Fully 87 percent of the urban
poor are state sector workers and retirees
and their families, according to the State
Statistical Bureau (China Daily, August 6,

1997).

The urban labour force came to 198
million workers in 1996, of which 57 per-
cent worked in state enterprises, 15 percent
in urban collective enterprises, and 12 per-
cent in private or individual entererises.
The remaining 16 percent were distributed
over a variety of ownership forms: domes-
tic and foreign-domestic joint ventures and
foreign-invested enterprises mainly. There
were also 38.5 million workers in rural pri-
vate enterprises or self-employed (State
Statistical Bureau 1997).

Of the urban labor force, there are
an estimated 28 million surplus state s,ector
workers (including disguised unemployed
and laid off workers), Over seven million

1 This section relies on Shang Xiaoyuan (1997).
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Figure 3.10. Urban Registered Unemployed, 1978-1997 (millions)
Sources: 556,1996; People's Daily (overseas ed.), 27 October, 1997; China Daily, March

11,1997.

An estimate for Shanghai at the end
of 1993 that attempted to include unem-
ployed workers who are excluded from the
official rate found that the actual unem-
ployment level was 7 to 8 per cent, two or
more times the official rate of 3.6 per cent
(ILO 1994 p. 10). This unmeasured addi-
tion to unemployment Will inevitabl~. grow
larger as the reform of state enterprises pro-
ceeds to completion and more of them
close down or shed their unneeded workers.
Moreover, the official rate covers only
those with an urban hukou (household reg-
istration},2 and thus leaves out the tens of
millions of temporary migrant workers from
the countryside (see sec. 5.2. below).

population.

With the coming of reform, howev-
er, this system has changed radically. State
owned enterprises (SOEs) have been sepa-
rated from direct c<;>ntrol by government,
and governments are no longer to bear
direct financial responsibility for their per-
formance or for labor insurance. SOEs now
must face market competition, for which
they are unprepared. They have tradition-
ally provided a full range of benefits to their
workers, including pensions, housing,
schools, and medical insurance. labor
costs are thus much higher in the SOEs
than in non-state sectors. Yet SOEscannot
divest themselves of these obligations until
alternatives have been established. Among
SOEs, labor costs are unevenly distributed
because older enterprises with a larger corps
of retired workers have heavier responsibili-
ties for pensions and health care.

Under the planned economy labor
surpluses were managed through such insti-
tutions as rural communes and state enter-
prises, which distributed available work
more or less evenly over the labor force
without concern for the relation between
wage and marginal product; and also by
severe restrictions on migration, which
blocked movement of people from relative-
ly low income to relatively high income
sectors, and thus prevented the emergence
of open unemployment. The urban labor
surplus was contained by the population
registration system, food rationing and the
absence of a free market in food, and the
admi.nistrative sanctions on population
movement. Those lucky enough to be
urban residents were almost certain to have
lifetime job security. This system provided
a mechanism of work distribution as well as
of income maintenance for the working

Moreover, market competition is
forcing enterprises to adopt a more flexible
employment and wage system. In a labor
surplus economy, with an estimated one-
fifth to one-third redundant workforce, the
system of lifetime employment cannot last.

2 All Chinese are assigned hukou or household registra-

tions identifying their place of residence. Until recently; it
was virtually impossible for people without an urban
hukou to live in a town or city because all staple food
was rationed and they would not be entitled to ration
coupons. With the development of a market in food and
a more relaxed official attitude toward population mobili-
ty; rural-urban migration has swelled rapidly.
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T.he new labour mobility,qasmade
big contributions to China's economic and
social development. Both equity and eco-
nomic efficiency are furthered by the free-
dom of people to move. Mobility has also
raised the living standards of many of the
migrants and their families, allowed rural
incomes in poor and labour surplus areas to
rise (or prevented their decline), and fed
the growing demand for a flexible labour
force generated by rapid urban economic
growth. The flow of income remitted to
the migrants' home communities in poorer
areas, sometimes in the form of direct
investment there, has been a significant
source of fiscal resources in some poor com-
munities. Migration has probably slowed
the increase in the urban-rural income gap.
Studies show that rural-urban migrants who
return to their home villages tend to adopt
many of the values and behaviour patterns
of urban life, devote more attention to their
children's education, and opt for lower fer-
tility (Cai Fang, 1997).

(UNICEF 1995). Women are of course
represented among the "floating popula-
tion", where they tend to work in light
industry or as live-in nannies; however, as
we have seen, the most common pattern is
for rural men to seek work in the towns
while the women remain at home to bear
the "triple burden" of farm work, child care
and elder care.

5.3. Pension Reform.
Beginning in 1986, new state sector work-
ers were to be hired on a contract basis
rather than with lifetime tenure. A new
social insurance system along with an
unemployment insurance system were
established to handle contract workers.
These systems were to pool contributions
from the various parties (enterprise, indi-
vidual and state), with the local or provin-
cial government setting a levy rate based on
the estimated expenditure requirement for
the pooled area, and then paying out the
fund to enterprises according to their actual
pension obligations. In 1992,. further
reform called for shifting all public employ-
ees to a contract basis. However, progress
in accomplishing this has been uneven.
Only about a quarter of the workforce were
on contract at the end of 1994.
Nevertheless, pension reform has proceeded
and in 1996 was said to cover most state
employees as well as 70-80 percent of urban
collective workers and one-third of urban
non-public enterprises (Ge, 1996). Almost
80 million employees had begun to con-
tribute to pension funds as of 1996.

The new labour
mobility has made big
contributions to China's
economic and social

development.

Migration has also generated some
problems and controversy, however. Urban
migrant communities, which are less sub-
ject to the strict neighbourhood organisa-
tion of Chinese cities than permanent com-
munities, have justly or unjustly been taxed
with being breeding grounds of various
social problems growing in Chinese cities,
such as crime, prostitution and drug abuse.
But some problems concern the welfare of
the migrants themselves: for instance,
there are reported cases of migrant workers,
especially women, being mistreated.
Moreover, migrants are excluded from
obtaining various public services available
to full status urban residents, such as
schooling and health care. Such a huge
influx of people into urban areas over such
a short period of time is bound to put great
strain on the urban infrastructure and the
job market. Localities have tried to reduce
the pressure by denying services to the
migrants, but they inevitably produce
sewage and garbage, use water, ride on
buses, etc.

The main principles of the new pen-
sion system are (1) to average out the pen-
sion burden among enterprises with differ-
ent numbers of retirees; and (2) to move
from a "pay as you go" system to one of at
least partial accumulation of pension funds.
On both counts there have been major
problems. Whereas insurance principles
dictate the highest possible level of pooling
of risk, in practice pooling has been widely
variable, ranging from the locality to the
province. In August 1997 the Minister of
labour revealed a plan approved by the
State Council to unify the pension system
at the national level.

Migration contributes to the so-
called "feminization of agriculture": in
1995, the estimated 150 million rural
women doing farm work constituted over
60 per cent of the farm labour force While the fund pooling system may
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with being breeding grounds of various
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But some problems concern the welfare of
the migrants themselves: for instance,
there are reported cases of migrant workers,
especially women, being mistreated.
Moreover, migrants are excluded from
obtaining various public services available
to full status urban residents, such as
schooling and health care. Such a huge
influx of people into urban areas over such
a short period of time is bound to put great
strain on the urban infrastructure and the
job market. Localities have tried to reduce
the pressure by denying services to the
migrants, but they inevitably produce
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The main principles of the new pen-
sion system are (1) to average out the pen-
sion burden among enterprises with differ-
ent numbers of retirees; and (2) to move
from a "pay as you go" system to one of at
least partial accumulation of pension funds.
On both counts there have been major
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dictate the highest possible level of pooling
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variable, ranging from the locality to the
province. In August 1997 the Minister of
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insurance ,agencies, the system would be
unified over different ownership sectors,
benefits would be indexed and gradually
reduced from 70-80 percent of the average
wage to 60 percent (ESRC, 1995).
However, the prospects for moving to high-
er levels of pooling were compromised by
giving local governments the right to
choose between competing reform schemes:

help some of the harder pressed enterprises
with large retirement burdens, and taps a
previously untapped source of funds -
namely, employees -it leaves many unre-
solved problems. Employees in enterprises
that cannot pay wages obviously cannot
make pension contributions. Loss-making
enterprises that default on their contribu-
tions are cut off from payments from the
pooling fund. Cunent pension obligations
are absorbing most or all available contri-
butions, leaving little for building accumu-
lations to graduate from "pay as you go" toa
funded system. The new system as it exists
now cannot cope with the long-term ageing
problem. Individuals' contributions are not
transferable, which impedes labour market
flexibility. The social pooling system has
encountered many serious operational
problems ~nd falls well short of represent-
ing a coherent, nation-wide, long-term
strategy to provide a substitute for enter-
prise-based pensions.

5.4. Urban Health
Insurance. China's urban free health
care system has encountered great financial
difficulties in the reform era. Expenditures
on medical care have grown rapidly due to
the aging population and the rising cost of
medical care. Total medical expenditures
(in current prices) increaSed by 706 percent
from 1978 to 1992, while the number of
employees in state units grew by 147 per-
cent.. Thus, expenses per capita rose by 450
percent (see Figure 3.13.). During the peri-
od 1986 to 1990, the annual growth rate of
public medical expenditure has been over
25 percent. Enterprise medical expenses
have also grown rapidly. Many state and
collective units have experienced a pay-
ment crisis for health care. Thus, the old
system is no longer economically sustain-
able, which provides the main impulse for
its reform.

New reform proposals in 1995
sought to deal with many of the above diffi-
culties. They envision a multi-tiered sys-
tem with the state providing a basic pen-
sion, an earnings-related supplement and

optional occupational additions, and
employees contributing to individual retire-
ment accounts. Administration of the sys-
tem would be shifted to specialised social
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Figure 3.13.: Medical Spending of State Employees. 1978-1992

Source: Chinese Social Statistics. 1993.



The main trend in health, iJlsurance
reform has been towards cost sharing by
state, employees and work units. Most
individuals entitled to public medical care
now have to pay part of the costs of services
provided by the government or enterprise.
A number of provinces and cities have
introduced risk pooling funds for serious
diseases and a social risk pooling fund for
retirees, and a several pilot studies from
individual cities have been widely popular-
ized in the effort to find a new financial
basis for providing medical care to the
urban population.

benefits are generous. For the unemployed
with more than five years' working history,
benefits can last for two years, at 60-75 per-
cent of the standard wage in the first year,
and 50 percent in the second year. For the
unemployed whose working history is less
than five years, benefits last one year.

The numbers of urban unemployed
receiving relief are shown in Figure 3.14.
The number, while well below that of regis-
tered unemployed, has been rising faster
than the latter (compare with Fig. 3.10.).
Thus, in 1991 only 105 thousand out of 3.5
million registered unemployed received
relief, whereas by 1996 the number had
risen to 3.3 million out of some 6 million
registered unemployed, or 55 percent.

5.5.Unemployment
Insurance. China began establishing
unemployment insurance in 1986. The

Figure 3.14. Urban Jobless on Relief, 1987-1996 (thousands)

Source: White and Shang, 1996; Li Boyong, Vice-Minister of Labor, speech at national

conference on social insurance work, 15 August 1997.

In practice, there are two ways in
which the unemployed are currently treat-
ed. Unemployment insurance and re-
employment measures such as training have
been a secondary approach. The main one
has been to keep surplus workers formally
linked to their enterprises, so the rate of
open unemployment remains low. Official
estimates of the total number of surplus
workers in enterprises vary, from about 15
million (Ministry of labor), to 20 million
(Economic and Commercial Committee)

to over 30 million (ACFfU) (Planning
and Financial Bureau, MCA, 1996: 109).

Open unemployment thus represents
only the tip of the iceberg of surplus urban
labor. The Ministry of labor in 1996 esti-
mated that there will be about 3.6 million
newly unemployed workers each year
reaching a total of 21 million in the year of
2000. Of these, only half will be re-
employed before running out of unemploy-
ment benefits (Planning and Financial







growth sMtlldmake a national system of
social insurance with the broadest possible
financial base, including individual and
state contributions, feasible. Lying behind
many of the outstanding problems facing
social security reform today is China's great
divide between urban and rural societies.
As the spreading market erodes the wal\
separating these two great sectors, the feasi-
bility of a segregated social securi~ system
for the privileged city dwellers crumbles
with it. China will inevitably face the issue
of how to provide some social security for
its huge population, both urban and rural,
from a limited but growing income.

current retirees and of workers t'.Tno retire
shortly after the new system is in place.
Such costs can be met through a combina-
tion of government borrowing, increased
taxes, and perhaps a temporary surcharge
on the retirement contributions of workers
and enterprises (World Bank 1997).

Expansion of the financial base from
the public to non-public sectors will face
much resistance and be difficult to imple-
ment. If done locally, it will cause capital
to flow to areas with lower labor costs,
which will hinder its widespread adoption.
Yet an environment of continued rapid

6.1 .Major Environmental
Issues. The concept of sustainable
human development focuses attention
upon the rate of use of natural resources -
renewable as well as non-renewable -both
as sources of raw materials for production
and as a sink for the absorption of waste
products (pollution). Economic growth
that uses up the available stocks of non-
renewable resources without investing in
development of renewable substitutes is not
sustainable. The use of ren:ewables at a
faster rate than they are being regenerated
is also non-sustainable. In some cases it
also generates serious hidden costs to soci-
ety (e.g., to health). A society may choose
to postpone dealing with these issues, but it
should do so with as full knowledge as pos-
sible of the present and future costs and
benefits. Some environmental ills (e.g., air
pollution) can be reversed quite quickly,
while others e.g., loss of biodiversity or soil
loss} can never be undone.

which it must feed 21 percent of the world
population. The high growth rates that
Chtna has achieved during the reform peri-
od have brought new attention to the issue
of sustainability. Crucial as high speed eco-
nomic growth has been in raising living
standards and minimizing the social disrup-
tion accompanying transition to a market
economy, it has also promoted further wide-
spread and severe environmental degrada-
tion in both rural and urban areas.

Thus, wastes produced in the
1990s by urban industry are in general
much higher than those produced in the
1980s. Solid waste generation in 1996 w'as
about four times the 1981 level. The accu-
mulated amount of urban industrial solid
waste almost doubled to 6.5 billion tons,
and it occupies 51,680 hectares of land.
S02 emissions from industrial sources have
trended upward from 11.65 million tons in
1991 to 13.97 million tons in 1996. Air"

pollution in general shows a rising tenden-
cy during the past tWo decades. Acid rain
is an increasingly serious problem. Many of
the major pollutants in urban air exceed
state environmental standards.

China has for some time faced a
shortage of basic natural resources to serve
its large population. It has only 28 percent
of the average per capita world supply of
fresh water. Its cultivated land constitutes
only 7 percent of the world total, from 1 This section relies upon Pan 1997.



eeteriorating water quality has also
attracted much attention. In February
1997, the Ministry of Water Conservancy
announced the results of a survey on river
pollution (Meng, 1997). This survey is the
largest of its kind carried out in China, and
covered almost all of the country's major
water regions. It found severe and wide-
spread pollution of rivers both large and
small. Over 65 percent of the Yellow River,

China's second longest, failed to meet the
lowest national standard for domestic and
recreational use. Many rivers in urban
areas have actually become sewage chan-
nels. Over 90 percent of the water surface
area in urban regions has been seriously
polluted and 26 percent of all the major
lakes suffer from eutrophication. Access to
safe drinking wa'ter remains a major prob-
lem for large numbers of people.

Although statistics on industrial
waste water discharge appear to show a
downward trend in recent years after a long
peiiod of increase in the 1980s, these fig-
ures do not cover the ever increasing dis-
charge from household sources and from
the generally dirty TVEs, which contribute

half of China's total industrial output.
Therefore official statistics of waste genera-
tion are an underestimate. An analysis of
survey data concludes that the total
amount of waste water discharge is more
than twice as high as it was in the early
1980s, about 70-80% going without treat-













to one or another degree (CAAS-ANR,
1995, p.67.) The second national soil sur-
vey showed that among total cultivated
land, 34 percent suffers from soil erosion,
32 percent from drought, 5% from saliniza-
tion, and 2% from desertification. In total,
63.5% of arable land is restricted by various
factors fertility-limiting factors (CAAS-
ANR,1995,p.41).

Current inputs, new high-yield varieties,
and improved cropping patterns have all
played important roles in this yield
increase.

The pressure of human develop-
ment on land will continue increasing, as
illustrated in Table 3.21. In the past two
decades, per capita food consumption has
fluctuated between 340 and 389 kg. Any
further increase must come from higher
unit output. But diminishing returns to fur-
ther chemical inputs will elevate produc-
tion cost and widen environmental impact.
Take fertilizer use as an example: the elas-
ticity of grain output with respect to fertiliz-
er input was 0.51 between 1979 and 1990,
but only 0.15 between 1990 and 1995

(MOA, 1996b).

Nevertheless, China's grain output
has increased from 113 million tons in 1949
to 450 million tons in the 1990s. Per capi-
ta food consumption rose from 210 kg in
1949 to 380 kg in recent years. This
achievement is mainly attributable to
increases in yields. Grain yield per ha. has
risen from only 1035 kg in 1949 to 4239 kg
in 1995, a more than three-fold increase.
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The challenge
before China was to pre-
serve the consider-able
progress in human devel-
opment achieved by the
previous system while
moving to solve the great
problems it had left
behind.

ment prices for major farm products by 20
percent in 1979 alone, with the premium
for above-quota deliveries increased from
30 to 50 percent in the case of grain pro-
curement. There were continuous increas-
es in procurement prices until 1985, though
more moderate. At the same time, the gov-
ernment reduced both the types and quan-
tities of farm products subject to compulso-
ry procurement quotas and farmers were
allowed to sell an increasing proportion of
their output on the free market, which also
increased the average price they received.

One of the great success stories of
China's reforms -in contrast to that of
many ot\1er transition economies -has been
its remarkable record of reducing the inci-
dence of poverty, especially in the early
years of the reform period. Possibly never
before in recorded history had such a large
number of absolutely poor people been
raised above a minimum acceptable
absolute income in such a short time.
Paradoxically, the exodus from poverty
slowed to a halt in the mid-1980s, just
when China was setting up a poverty allevi-
ation program, and it remained stalled
through the rest of the decade. Progress has
resumed in the 1990s, albeit more slowly, as
the country approaches the end-of-century
target date for its commitment basically to
eliminate absolute poverty.

As for the new institutional arrange-
ments in agriculture, there are two especial-
ly important points to note. First, land was
distributed to village members on an essen-
tially equal per capita basis. Everyone got
his or her share of farmland. To this day,
the distribution of land in rural China -
that most important of all rural productive

This great success was achieved
through the economic reform which
brought rapid growth to the Chineseecon-
omy, especially in the agricultural sector.
An early reform policy was to raise procure-

1 Parts of this section make extensive use of Zhu Ling

(1997).
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and security assets -is exceptionally even
(Brenner 1997). The phenomenon of land-
lessness, which is associated with abject
poverty and inequality in much of the
developing world, is virtually absent in
China, which is a fact that seldom receives
the attention it deserves.

ern inputs, agricultural production
increased at a remarkable speed during the
1978-84 period. The annual growth rate of
real agricultural GDP reached 6.69 percent
for the period from 1977/79 to 1983/85,
compared with only 2.22 percent in the
previous 13 years (1964/66 to 1977/79).
Rapid general economic growth in Chinese
agriculture brought large increases in per
capita income in the rural areas across the
country and, because poverty had been so
pervasive, this general growth effectively
eradicated much of it.

The second point concerns incen-
tives. The initial reform involved a variety
of experiments trying to link payments
more closely with actual efforts made by
individual farmers within the commune sys-
tem, while maintaining the latter. The
now well-known Household Responsibility
System (HRS) was initiated by farmers and
basic level cadres and quickly spread
throughout the countryside. The govern-
ment permitted HRS to be adopted in poor
areas at the beginning, and then endorsed
its spread everywhere else. What HRS did
was provide the immediate link between
effort and reward that had been missing in
the collective system, as well as greater
freedom for farmers to choose and manage
their resources and products in accordance
with the needs of the market.

As growth in agriculture slowed
down in the mid-1980s, so did the decline
in the incidence of poverty. Recognizing
this situation, the Chinese government for-
mally assumed responsibility for lifting the
remaining 125 million people out of pover-
ty. Poverty alleviation (PA) strategy was
incorporated into the Eighth 5 Year Plan
(1986-90), and the Leading Group for
Economic Development of Poor Areas was
established under the State Council.
Similar government bodies were established
at provincial, prefecture/city, and county
levels. Poverty alleviation through specific
anti-poverty efforts became a regular job for
the government starting in 1986.

Stimulated by the new institutional
arrangements and by better prices, as well
as supported by increased supplies of mod-
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1996).Rural Poverty. The govern-
ment adopted the regional development
approach as its PA strategy. Poor counties
were identified by the state and provincial
governments according to amral per capita
income threshold, which was set higher for
minority nationality autonomous counties
and old revolutionary base areas. Financial
support from various government sources,
as well as other public support, was mainly
channeled into these government-designat-
ed poor counties, leaving poverty allevia-
tion in other counties to general economic

growth.

Also, the 'poverty line is observed
differentially throughout the country. For
instance, it was set at an income of 500
yuan (about 1/4 of the national average
rural income) in 1994, and 592 poor coun-
ties were designated as the main targets of
the national program for poverty allevia-
tion during the years until the century's
end. However, in poor provinces such as
Yunnan Province in the Southwest, the
poverty line was in practice set much lower,
with PA assistance confined to those coun-
ties with per capita incomes below 300
yuan. On the other hand, some govern-
ments of more well off areas have used
poverty lines above the official one. Thus,
the identification of the poor depends in
practice on available resources, local com-
mitment and the local cost of living.

In 1986, there were three "poverty
l,ines" used in state designation of poor
counties: 1) 150 yuan of rural per capita
income in 1985, as the general standard;
2) 200 yuan as the standard for minority
nationality autonomous counties; and 3)
300 yuan applied to counties which had
been old revolutionary base areas. The
Leading Group formally designated 258
poor counties in 1986, among which 83
counties were in the first category, and 82
and 93 in the second and third categories,
respectively. The total figure increased to
273 by 1990, and the total number of coun~
ties receiving state poverty alleviation
funds reached 331, if other special funds of
similar nature are counted. At the same
time, there were also 351 province-desig-
nated poor counties that received PA funds
from provincial sources.

Table 4.1 presents official and World
Bank estimates of the incidence of rural
poverty in China for various years from
1978 to 1996. Although there is some dif-
ference in precise numbers, the trends are
similar. After a very sharp fall for several
years at the beginning of the period, the
rate of reduction in poverty then slowed
down considerably from the mid-1980s to
the early 90s, or even rose somewhat,
before resuming its decline.

However, there are important ques-
tions about the way the poverty threshold is
established and updated over time. For
instance, the World Bank has also estimat-
ed the amount of rural poverty in China
using a universal standard of $1 a day in
1985 PPP dollars, instead of China's own
rural poverty line, which is equivalent to
about PPP$0.60. By the $1 standard,
China had 350 million poor in 1993
(shown in the right-hand column of the
World Bank estimates in Table 4.1.), almost
30 percent of the rural population.

There has been ongoing discussion
of the official Tural poverty line, both in
China and abroad, focusing on such issues
as its relation to a minimum food intake
and its treatment of changes in cost of liv-
ing. Estimates of the incidence of poverty
in rural China have been derived from dif-
ferent data sets or through the use of differ-
ent approaches.! Moreover, many policy
considerations were involved in the process
of defining the official poverty line; the
line finally set was the result of a series of
compromises between the central govern-
ment and local administrations (Zhu and 1 See, e.g., World Bank 1992; Riskin 1993; Khan 1996.













O!), the other hand, their occupa-
tional characteristics are revealing: While
the poor are much less likely to be profes-
sional or technical workers than the non-
poor, the two groups' representation among
skilled workers and office workers is very
similar. And both groups have a similar
degree of dependence upon wage income or
retirement pensions. These similarities
probably reflect the degree to which laid-off
state sector workers are joining the ranks of
the urban poor. SSB reports that 70.2 per-
cent of poor urban households are headed
by state or collective workers, and another
16.7 percent are households whose princi-
pal earners are retired.4 Many of these are
workers who have been laid off without pay
or with minimum subsistence allowances
from their enterprises. At the end of 1995,
41 thousand enterprises were bankrupt,
semi-bankrupt or had partially or complete-
ly stopped production. They had about
6.65 million employees, 4.79 million of
whom received no payment or reduced pay-
ment. 1.63 pensioners rely on these enter-

prises, 0.7 million of whom were not receiv-
ing their pension on time or in full (Fan,
1996). Such workers are not entitled to
unemployment insurance, since they are
not considered to be unemployed. The
retired workers among them often cannot
get their pensions, in full or in part, because
of their enterprises' lack of funds.
Moreover, the Ci.vil Affairs Bureau may
decline to help such people on the grounds
that such aid is the enterprises' responsibili-

ty.5

As in the countryside, the poor in
the cities are more likely to be members of
an ethnic minority, and they hold far less
wealth of all kinds. They have less than
half the productive fixed assets and housing
assets, by value, and less than one-quarter
the financial assets.

4 China Dai/~ August 16, 1997.

5/bid.

Before the mid-1980s poverty allevi-
ation (PA) was treated as a function of
macroeconomic reform and general growth.
The Leading Group for Economic
Development of Poor Areas was established
under the State Council in 1986, and cor-
responding leading groups and executive
poor area development offices (PADO)
were then set up under its aegis at various
levels down to the county. A regional
approach was taken both to defining the
poverty problem and attacking it. As we
have seen, poor counties were designated
by the central and provincial governments
according to a rural per capita income
threshold, and financial and other support
was channelled to these designated coun-
ties. Poor counties that are selected by the
central government receive central PA sup-
port, while provincial aid goes to provin-
cially-designated counties. There is no co-
ordinated program aimed at poverty else-
where.

ment has emphasised economic capacity
building in poor areas rather than provision
of relief. This approach has included
investment in basic infrastructure improve-
ments, such as water, electricity and roads,
as well as provision of support for livestock
breeding, processing industries and other
economic enterprises that enhance the
poor area's capacities for development and
accumulation. [Gao Hongbin,
"Introduction", Poverty alleviation in
China, Beijing, UNDP, 1997].

In January 1994, the State Council
announced a National 8-7 Poverty
Reduction Plan intended to remove the
remaining estimated 80 million rural poor
from poverty over an eight year petiod end-
ing in the year 2000. This Plan set the
rural poverty line at 320 yuan (in 1993
prices) and aimed to raise per capita
income to at least 500 yuan (1990 ptices)
for the great majority of rural poor. A new
list of poor 592 poor counties was drawn up.
All central PA aid must be restticted toSince the mid-1980s, the govern-
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plus items produced during the
planning period. More recently,
since 1996, as the economy has
increasingly toward market relations,
investment has become monetized.

and

~

indi-
C of

in poor

f;'lmi-

families

Some of these

Project Hope,
China Youth
~ -have become

popular in urban

* Regulations stipulate that the
kind goods allocated by .' ,

ment must be distributed as wages.
governments are supposed to raise
mentary funds of an equal or
amount to pay for project materials
cover other expenses. In practice,
with few exceptions, provinces andties have not -

funds. Therefore, funds from other
nels {such as from the line
been used.

PA allevi-
on

various international
the World Bank

agencies
are playing an

campaign in
provision of resources

,- to assist poor

reforms
cial .

.."

* Local governments have

rural residents to furnish part of their
free of charge or at reduced wages. C

projects have made use mainly of
labour-intensive technologies.
the works have been carried out
slack periods in the farming cycle,
providing some additional income to

participants.

in March 1995,
established an inter-

Poverty Alleviation
includ-

and com-
In cooperation with

Development
initiated a training pro-
in poor areas that has

government staff

* Between 1985 and

projects focused on road building and
struction of facilities for the
drinking water. Since 1991 the
been extended to farmland and
servation, afforestation, and the ~

of rural post offices, supply and
cooperatives, health care

The results of a study of tqe FFW
suggest that it has helped improve
infrastructure and social services
accompanying box) and directly

---

"Food for Work

the poor, PA policy
reforms has

incomes to many poor rural residents
and Jiang 1996).

-
This is accomplished

public works (yigong
'to offer jobs instead of A

program has been the nature of the
-

have recommended self-targeting,
the wages offered for work are so
only the poor will apply (Ravallion
Braun, Teklu and Webb 1991).-

Work (FFW) program
.It has had some

government investments
2 Gao Hongbin, 1997.

supplied were sur-
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the. recovery rate for the special subsidised
loans issued by the ABC has been below 57
per cent. The loan recovery rate for other
credit programs, in particular the credits for
county-owned enterprises, has been worse.
Moreover, some of the repayments are
being made using new loans.

lv eased food shortages among 15 million
inhabitants of mountain areas (Yang 1993).

The central government has set two
standards to gauge the success of the credit
programs. One is the food security line, and
the other is the level of loan repayment.

Major' reasons for repayment pro!
lems include the following:

Food security in a poor county is
considered to be achieved if over 90 per
cent of the poor households do not experi-
ence food shortage problems during a nor-
mal harvest year. For this calculation,
households receiving permanent relief or
relief because they are eligible for the 'five
guarantees' (food, clothing, housing, health
care, and burial expenses for the elderly or
education for the young) are not counted as
having a food shortage problem (Ouo
1995). In 1990, per capita food grain avail-
abilit;y of 300 kilograms was considered the
food security line, and 58.3 per cent of the
331 poor counties receiving state assistance
had achieved food security up to 1992
(OSCEDPA 1993).

(1) Because of the direct
intervention of local governments, banks
cannot independently select the projects to
be financed. This has led to a number of
credit failures.

A major problem of
the loan programs is that
in many localities the
poor have lost access to
the subsidised credits

(2) The state protects enter-
prises and individuals in the planned econ-
omy, which has allowed borrowers to evade
their obligations under loan contracts.
The legal system for enforcing contracts
remains weak. Many borrowers continue to
violate their contracts.

(}) Weak financial account-
ing systems: a large number of transactions
in rural areas have not yet been entered
into the accounts of financing institutions.
This has created huge difficulties in the
supervision of credit by banks.

(4) Borrowers may not be
capable of repaying some loans since the
credit terms for the loans may be shorter
than the time required for returns on capi-
tal investments.

Special subsidised credits were issued
by the Agriculture Bank of China (ABC),
more recently by its policy loan spin-off,
the Agricultural Development Bank
(ADB), but the funds are provided annually
by the central bank, that is, the People's
Bank. Repayments are supposed to be
made to the People's Bank. The support of
the central bank has apparently strength-
ened the liquidity of poor areas and thereby
helped local economies. Previously, many
ABC branches in poor counties had only
meagre funds available for lending, and
issued less than 20 million yuan in credits
annually. The PA credit programs have
raised available funds at these branches by
40 per cent (Li and Li 1992). According to
estimates of ABC general headquarters, the
credit programs have covered more than
10,000 middle and large-scale projects,
from which poor areas containing more
than 100 million people have benefited
(He 1994). Such statistics are generally
confined to production and construction
results, and do not directly report the
impact on the poor population itself.

A major problem of the loan pro-
grams is that in many localities the poor
have lost access to the subsidised credits,
although the programs were specifically
aimed at providing 'credits to assist the
poor' (fu pin dai kuan). The lack of access
is an inevitable outcome of the way the
credits are distributed and the loans used.
The credits are distributed in a 'top down'
manner via the administrative hierarchy.
At the central level, the Poverty
Alleviation Office of the State Council and
the general headquarters of the Agriculture
Bank together draft a plan for the distribu-
tion of the funds among the various
provinces according to the size of the poor
population in each province. The corre-
sponding institutions at the provincial level

In tenns of loan repayments, the sit
uation is not as good as was initially expect
ed by the central government. Since 1991
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the Grameen Bank model, an approach to
which the government, in cooperation with
several international. organizations, has
been devoting increasing attention.

government leadership and an additional
source of local tax revenue. If they fail,
however, the losses are borne by the banks
and bank depositors.

3.3. Some Outstanding
Issues of the Rural PA
Programme. Firm conclusions cannot
be drawn yet about the relation between
rural poverty reduction and the PA eff6rts
of the 8-7 Plan. Statistics on the number of
poor come from independent sample sur-
vey-based estimates by the State Statistical
Bureau and do not indicate the degree of
correspondence between PA project loca-
tions and poverty reduction. China's PA
offices, which collect a wealth of data about
the investment and production results of
their projects, have very little information
about their impact upon the incomes and
general well-being of the targeted poor
households. Moreover, the incidence of
poverty is greatly affected by broader devel-
opments in the economy, quite indepen-
dent of the PA program (see sec. 6 below).

Under the demand pressure of the
local governments, the county branches of
the ABC have also strongly favoured the
development of TVEs. However, the banks
have a clear interest in the security of their
credits, and this often leads to conflicts
between the banks and local governments
over project selection. Even if proposed
projects are quite risky, the banks must
often reach compromises with local goyern-
ments in the face of pressure from officials
and the lobbying of borrower groups.The fundamental

purpose of the central
government in its anti-
poverty initiatives has
been to reduce regional
differences and guarantee
basic needs of low-
income groups in order to
enhance national cohe-
sion and strengthen
social stability.

The central government is also sup-
portive of development of industries in
poor counties that have achieved food-
security (LSCEDPA 1989). This approach
is probably dictated by the fact that healthy
local financing systems foster social stability
and also tend to lighten the financial bur-
dens of the central government. The funda-
mental purpose of the central government
in its anti-poverty initiatives has been to
reduce regional differences and guarantee
basic needs of low-income groups in order
to enhance national cohesion and strength-
en social stability. Thus, given the current
social structure, there is some basis for the
existence of credit programs, which benefit
not only the poor, but also local govern-
ments and the non-poor in poor areas.

While provincially-designated poor
counties have anti-poverty programmes,
China has not yet established specific pro-
grammes to help rural poor who live in
areas that have not been designated poor at
any level. Poverty relief for this segment of
the poor population is largely left to general
economic growth rather than to specific PA
efforts. Among both rural and urban poor
there are vulnerable groups that have been
beneficiaries of relief programs since the
1950s, such as the disabled, orphans, the
childless aged and the families of revolu-
tionary marryrs. Moreover, victims of nat-
ural disasters are eligible for short-term
relief. The Ministry of the Civil Affairs
and its local bureaus have responsibility for
these relief functions. Also, rural villages,
as their means permit, care for target groups
for traditional relief intervention, a social
care system inherited from the People's
Communes. There were about 31.5 million
rural relief recipients in 1995, who received
an average of 18 yuan apiece that year,
while about 4.3 million urban recipients got
19 yuan per person per month in the same
year (SSB 1996). These amounts are obvi-
ously very small.

The poor usually are not in a posi-
tion to make use of formal financial mar-
kets. In the implementation process of the
PA credit programs, they benefit if at all
from trickle-down or spread effects; when
the programs are completed, most poor
farmers are still left needing relief interven-
tion in the market economy. The poorest
cannot borrow because they are considered
bad risks. The average poor depend mainly
on informal financial services which do not
require collateral or other guarantees.
Therefore, the poor who most need credit
service are often excluded from it, and it is
necessary to address this problem through
improvements in institutional arrange-
ments of the rural credit system (Zhu, Jiang
and von Braun, 1997). One such improve-
ment is the use of micro-credits based on Market-oriented reforms have begun
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Relief Intervention. Since
the new urban poor overwhelmingly consist
of unemployed workers, the first response of
the government was relief intervention and
acceleration of social secutity reform with a
focus on replacing the former enterptise-
based safety net with state-based pension,
unemployment insurance and health care
systems, consistent with the operation of a
market economy. Since the social secutity
reforms are still incomplete (see Chapter
III), relief intervention has played the
major role in assisting the urban poor.
However, because of a shortage of public
funds, donations made by enterptises., labor
Unions, the Women Federation and indi-
viduals initially composed the main basis of
relief actions. Such donations obviously
cannot meet the urgent needs of the urban
poor for very long (Table 4.5.). By 1997,
some 165 cities have institutionalized safety
net systems for their urban poor based on
resources from two channels: local govern-
ment finance and enterprise funds
(Workers Daily 1997).

Also, it was decided to make the top Party
and government leader at each level, from
the province to the county, principally
responsible for the implementation and
success of the anti-poverty progra:mme -a
decision that underlined the seriousness of
the government's intentions regarding' ful-
filment of the National 8-7 Plan goals.
Moreover, because estimates from the field
indicated that some 55-70 percent of
poverty alleviation funds were not reaching
poor households, but were being shunted by
the administering counties into other uses,
a State Council decision issued in October
1996 directed that PA programmes must
henceforth target the poorest households.

One way of reaching poor house-
holds directly is through the microfinance
approach, made famous by the Grameen
Bank model in Bangladesh. Microfinance
has thus been getting increasing attention
in China. United Nations system organiza-
tions have been collaborating with their
Chinese cou~terparts in support of microfi-
nance projects to promote a variety of
social objectives for many years, but have
only recently begun to emphasize them
specifically as poverty alleviation tools.

Relief support for the urban unem-
ployed comes in part from these new
municipal relief systems and in part from
the new unemployment insurance systems
still in formation. There are many difficul-
ties. First, in the absence of a national
social security law, it is easy for both enter-
prises and local fiscal authorities to fail to
deliver their shares to the funds. Second,
the funds are often not effectively managed,
and leakage and misappropriation have
become serious problems. Third, a consid-
erable number of cities in poor fiscal condi-
tion have not been able to set up relief sys-
tems. For example, unlike burgeoning
Shanghai, which could cover all of its
unemployed workers under its unemploy-
ment security programs, city governments
in the Northeast, where the traditional
state-owned heavy industries are concen-
trated and where both enterprises and gov-
ernments run large deficits, cannot do so.
Therefore, China is quite far from reaching
the goal that the government has proposed
for the year 2000, of establishing a system
to ensure minimum living standards of the
urban population in more than 600 cities.

3.4. Alleviation of Urban

Poverty.
Institutions And Resourc-

es. No specific group has been designat-
ed at the national level to deal with urban
poverty issues. The Ministry of Labour is
responsible for providing assistance to
unemployed and retired workers, the
Ministry of Civil Affairs takes handles tar-
get groups for traditional relief, and the
Ministry of Personnel is in charge of help-
'ing low income groups associated with pub-
lic undertakings. Municipalities have
played the leading role in reaching the poor
with resources and employment intermedi-
ation.

There are no data available on the
total resources committed in urban anti-
poverty programs throughout China. It is
reported that in 1997,4.2 billion yuan are
needed in relief funds to keep the 11.76
million urban poor above the poverty line
(Xinhua News Agency, 1997).4

4 See section 2 of this chapter for discussion of the

urban poverty .line and estimates of urban poverty inci-

dence.



lable 4.5. Unemployment Relief and Re-employment Programs for State Sector Workers.

I1986-95

1986-95 1994 1995
The number of the unemployed workers

receiving relief ( million people) 6 1.96 2.61

I 

The number of the re-employed workers

i (million people) 3 0.99 1.38Isource: 

Ministry of Labor (1997) Outline of Social Security Reforms. April. 1997, Beijing.

The other major strand of the
approach to urban poverty is re-employ-

ment and job training programs.
dealt with in Chapter III, sec. 5.

These are

With the super harvest of 1984 the
government turned its attention to the
urban economy, and development strategy
changed in significant ways. The result was
a shift in the direction of resource flows
away from agriculture, the rural economy,
and interior China and toward industry, the
urban economy and coastal areas. A major
goal of the new strategy was the attraction
of foreign direct investment to coastal cities
with developed infrastructure, and th~
expansion of exports. Both of these goals
were attained brilliantly. However, the
negative side of this change in strategy was
a decline in attention to agriculture. For
instance, investment in agriculture fell
from the late 1970s to the early 1980s and
then remained flat, both absolutely and as a
percentage of total capital construction
investment. And we have already seen
that rural incomes also remained flat for the
second half of the 1980s, despite continued
rapid increase in per capita GNP (see
Figure 4.2.).

If PA programs have had uncertain
effects on the poverty rate, development
approaches and policies of a more general
kind have been highly relevant t9 it. These
include price policies toward agriculture
and natural resources, fiscal decentraliza-
tion, and investment allocation decisions.
The effect of these broader policies on rural
poverty is probably much greater than that
of specific PA policies themselves. For
instance, the early 1980s decline in poverty
was aided by a sharp rise in farm procure-
ment prices paid by the government.
Agriculture's terms of trade with industry
increased by 50 per cent between 1978 and
1985, whereas from then until 1993 they
rose hardly at all. Agricultural output per
capita and agriculture's terms of trade
together account for 90 per cent of the
variation in rural per capita income over
the 1978-94 period.5 Thus, decelerating
rural growth plus stagnant terms of trade
led real farm incomes -which had more
than doubled between 1978 and 1985 -to
stagnate from then until 1991, when mod-
est growth began again.

5 Khan, 1996.

~



Figure 4.2. GNP and Rural Income Per Capita, Indexes, 1978-1995

growth and increasing inequality in rural
distribution, poverty reduction has been
hard to achieve.

Looking at Figure 4.2., it is clear
that the years of most rapid reduction in
poyerty -1978 to 1984 -were years in
which rural incomes were growing fast,
even faster than per capita GNP; whereas
the years in which rural income stagnated -

1985 to 1991 -were also years in which
poverty reduction halted although GNP
continued to grow. Resumed progress in
lowering the poverty rate began in 1992,
which is when rural income growth also
resumed. However, a lower growth rate of
rural income (well below that of GNP per
capita) and a continued rise in inequality of
distribution (see Chapter III) have acted
together to bring down the rate of poverty
reduction relative to the spectacular rates
of the early 1980s. Since most poor people
live in the countryside, rapid and widely
shared rural income growth has been the
most effective route to poverty reduction.
Conversely, with slow or no rural income

In contrast to rural income, invest-
ment in state enterprises grew by almost
eleven times (in current yuan) between
1983 and 1994 (see Fig. 4.3.). Indeed, as
Yang and Hao (1996) point out, not only
did investment in state units increasingly
dwarf agricultural investment, but the gov-
ernment price subsidies to the urban popu-
lation alone were several times the level of
agricultural investment. The increase in
investment in state enterprises in 1985 was
three times the total amount of PA spend-
ing in that year. In 1985 investment in
state units was 33 times PA spending; by
1994 it had grown to 67 times PA spending
and a shift of only 1.5 per cent of it toward
poverty reduction would have doubled the
amount of PA resources.



Figure 4.3.: Investment in State Units, 1978-1994

In sum, the lag in growth of rural
income, the shift in resources to coastal
industries and the sharp increase in
inequality all resulted in a slow-down in
poverty reduction despite continued eco-
nomic growth from the mid-1980s to the
early 90s. Both the rise in inequality and
the persistence of poverty despite ipcreas-
ing direct poverty alleviation efforts, are
unintended consequences of broader eco-

nomic polices that, in themselves, have
been extremely successful. This suggests
that, as in the case of environmental con-
cerns, "poverty impact assessments" ought
to accompany policy formation about a
wide range of , issues, so that steps can be

taken to deal with the potential negative
impacts of such policies on the poor and

near-poor. .



With the beginning of the new mil-
lennium a scant two years away, China can
be justly proud of the extraordinary gains in
human development it has achieved in a
relatively short period of history, and
against great obstacles. This first pational
Human Development Report has tried to
summarize those gains as comprehensively
as possible, while also identifying the out-
stal)ding challenges that remain to be over-
come. The skill, inventiveness and perse-
verance of the Chinese people, which have
been mobilized so successfully thus far on
behalf of the objective of human develop-
ment, will be required in full measure to
confront problems, both old and new, that
stand in the way of furthering this objective
in the years ahead.

experience and, indeed, of China's own
valuable past experiences, can be helpful in
fonnulating effective approaches and avoid-
ing the need to "te-invent the wheel" in all
circumstances. For instance, the historical
experiences of other market economies
have yielded many insights about the
things that markets do particularly well,
and those they do poorly or not at all.

The recommendations set out
below by and large are not highly specific.
Rather, they put forward broad strategies
and approaches that would have the effect
of bringing social and economic develop-
ment in various areas into closer alignment
with human development objectives. A
common suggestion is to treat these objec-
tives not as ancillary considerations to be
addressed after economic development pol-
icy has been worked out, but to bring them
into the heart of development policy for-
mation itself. While there are many
international examples of economic and
human development taking divergent
paths, it also seems clear from world experi-
ence that the most successful development
in the long run is th~t in which human
development is fully integrated.

This final chapter seeks to high-
light several broad themes, running
through the body of the report, that con-
cern the compatibility of China's transition
to a market economy with its goal of fur-
thering human development. In part this is
a national learning experience, and China
like every nation faces unique circum-
stances that it must come to understand
and learn how to cope with on its own. In
part, however, knowledge of international

~~J;~



China is increasingly linked to the
global market economy and is itself becom-
ing a market economy. During most of the
reform period, China has benefited from
international economic expansion associat-
ed with the globalization process stimulated
by newly opening markets and by rapid
technological change, especially in commu-
nications; which has permitted greater cap-
ital mobility.

Economic growth, like fire, can yield both
bad and good results, and the challenge for
policy is to shape growth so as to minimize
the bad and maximize the good.

The deterioration in China's air and
water quality during the reform period sig-
nals the need to increase attention to the
environment in the coming years. More
effort and resources will have to be put into
development of cleaner energy sources.
Both government regulation and market
incentives should be brought into play, as
China moves from concentration on clean-
ing up pollution after it occurs to minimiz-
ing it in the first place. In this respect,
planning of industrial structure should give
high priority to environmental considera-
tions. For instance, in planning for devel-
opment of the transport sector, China
might consider putting more emphasis on
emulating the Japanese example of building
high-speed light rail systems for mass tran-
sit, as opposed to encouraging rapid expan-
sion of private automobile consumption.

Economic growth,
like fire, can yield both
bad and good results, and
the challenge for policy is
to shape growth so as to
minimize the bad and
maximize the good.

However, both the global econo-
my, more tightly integrated than ever
before, and China's own transition econq-
my, are subject to the normal fluctuations
of a market regime. For example, indica-
tions of excess capacity and lower profit
expectations could trigger a reduction in
investment along a broad scale that would
reverse the high growth environment of
recent years. When that happens, remain-
ing transitional problems will be much
more painful and difficult to solve.
Therefore, it is important that China
aggressively attack these problems, such as
completion of state enterprise reform,
building a comprehensive social insurance
system, refurbishing the fiscal system, find-
ing ways to gain compliance with environ-
mental laws, restructuring resource prices in
the interest of conservation, etc., while the
favorable growth environment is available.

The endemic water shortages of
north China will demand much attention.
Conservation will have to playa much
greater role than at present, and market
incentiyes as well as regulations should be
aimed at encouraging the treatment of fresh
water as a scarce and precious natural
resource. In agriculture, a major user of
fresh water resources, emphasis should be
given to popularizing sustainable practices
that stress more economical application of
irrigation water and soil treatments for
water-retention. At stake is not only the
overall balance of supply and del;Iland for
this resource, but also the country's long-
run food security.

Continued economic growth is an
important pre-condition for smooth accom-
plishment of the rest of the transition. Yet
growth has come at a high environmental
cost, as witness the World Bank's finding
that pollution costs China about 8 percent
of GDP per year in damage to life, health
and property. Any reasonable estimate of
the growth of "net national welfare" would
have to subtract this costly damage (as well
as the depletion of natural resources) from
the GDP growth rate. Obviously, environ-
mental damage has caused net national
welfare to grow much slower than GDP.

Besides shortage, the water supply
suffers from widespread pollutiQn and cont-
amination. China should step up efforts to
ensure that industrial and municipal waste



water is treated to appropriate standards
before release into the environment. In the
countryside, more emphasis needs to be
placed on alternatives to the use of farm
chemicals. Many parts of the world have
cut back on the use of pesticides, as their
propensity to produce vicious cycles of
increasingly heavy doses to fight increasing-
ly resistant pests has come to be under-
stood. China, whose rural water supply has

been subject to considerable contamination
-including eutrophication from nutrient
runoff and toxic contamination from pesti-
cides -should take greater advantage of its
world renowned expertise in sustainable
and ecological agriculture, to popularize
farming techniques that are highly produc-
tive and also preserve the environment
instead of damaging it.

While a certain amount of increased
inequality was inevitable within ~ertain
domains -e.g., within the urban population
-indications are that some kinds of income
inequality have increased faster than was
necessary and desirable. Inequality has also
been widened by persistent local and
regional barriers to resource (including
labor) mobility, and inadvertently boosted
by some government policies, such as those
connected with the coastal development
strategy, pricing and procurement policies
toward agriculture, the tax structure and
the nature of urban housing reform. In the
interest of equity as well as social stability,
such policies should be re-examined with a
view to bringing them into conformity with
the goal of equitable income distribution.
For instance, the structure of rural public
finance should be reshaped to remove the
excessive net tax burden from the bottom
deciles of the population and shift it
upward through the income distribution in
accordance with the widely observed "abili-
ty to pay" principle. The same general
objective can be furthered by increased
public spending on education, health care
and nutrition in the poorer areas.

the central government contribute to edu-
cation, health and infrastructure develop-
ment of the poor interior provinces. Fiscal
decentralization, which has greatly weak-
ened that function, has thereby left poorer
localities hard-pressed to provide for the
basic social spending needs of their regions,
and this situation threatens to contribute to
further polarization.

To ameliorate this situation, the
national government should stem and
reverse the long-term trend toward reduc-
tion in its share of GDP. While it is appro-
priate for the government to withdraw from
direct involvement in production and
investment activities of enterprises, it needs
substantially to increase its role in those
areas that a market economy cannot handle
well, such as provision of public goods and
of goods with substantial "external
economies" such as health and education.
Greater government investment in the peo-
ple of the poorer interior regions of the
country, and especially in improving their
educational opportunities and health care,
is required to prevent current inequalities
from congealing into permanent polariza-
tion. Th~ fact that HDI ranks of several
western provinces are lower than their per
capita GDP rankings suggests opportunities
for the government to move forcefully to
reduce the special drag that poor education,
nutrition and health care create for eco-
nomiC: development.

The last point puts the focus on
growing regional inequalities, especially
that between the developed coastal regions
and the underdeveloped southwest and
northwest interior. These inequalities
have been exacerbated by the decay of the
former revenue-sharing system that helped



China faces a major challenge in
building on its past successes in reducing
absolute poverty and meeting its target of
ba&ically eliminating absolute poverty by
the year 2000. China deserves much credit
for its willingness to make such a radical
commitment, and for t&king serious steps to
accomplish it. At the same time, as income
inequality has increased and the economy
has moved toward greater reliance on the
market, the nature of poverty alleviation i&
becoming more complex.

fight poverty in various ways is admirable.
It also calls for special efforts at coordina-
tion and ensuring coherence of the anti-
poverty effort. Such efforts at coordination
should be strengthened even for official
poverty alleviation programmes. The
multi-dimensional nature of much poverty
requires interventio~ on several fronts -
production, finance and credit, infrastruc-
ture, health, nutrition, and education -if
more than short-term success is to be
achieved and if recidivism is to be avoided.
While continuing to lay emphasis on devel-
opment and opening up, China's poverty
alleviation effort should give greater atten-
tion to the multi-faceted nature of poverty,
including the health, education and nutri-
tion needs of the poor po:puiation, and
should develop the capacity to -implement
comprehensive programmes for poverty
reduction based upon the totality of localneeds.

China's poverty
alleviation effort now
involves the whole of

societyIn seeking ways to strengthen the
poverty alleviation effort, it is important to
ensure that the poverty threshold accurate-
ly reflects the minimum socially acceptable
standard of living, and that it remains con-
stant in real terms over time. There is
some evidence that its annual adjustment
for inflation has not fully reflected the cost
of living increases of the poor population,
and that the poverty line therefore has rep-
resented a declining real income. The
methodology of estimating and updating
poverty lines for urban and rural popula-
tions should be checked and adjusted where
necessary to assure accuracy and consisten-
cy.

Economic development, rising
incomes, rising educational levels and a
very high labor force participation rate
have all helped to achieve very low fertility
rates in Chinese cities. In the countryside,
on the other hand, the move to family
farming has somewhat strengthened the
economic functions of the family, which
puts upward pressure on the fertility rate.
International experience has shown that
socioeconomic development is the most
potent and reliable force for reducing fertil-
ity. Measures that increase the opportunity
cost of children in ci:lecountryside -in par-
ticular, measures that improve women's
level of education and skill, and increase
their economic opportunities -will pre-
dictably lower the birth rate. For this, not
only should the access to education of
women and girls be protected and expand-
ed in: poorer rural areas, but also labor-
intensive economic development programs
are needed to absorb the surplus labor of
such areas and provide income-earning
opportunities. In addition, China should
begin to supplement the traditional rural

In addition, while maintaining its
commitment to help the remaining poor in

remote, ecologically disadvantaged regions,
China needs to give more attention to
poverty outside of the designated poor
counties, where there is insufficient orga-
nizedgovernment response at present. This
effort should be integrated with the project
of building a comprehensive social insur-
ance system that will cover people's retire-
ment and health needs as well as unem-
ployment insurance.

China's poverty alleviation effort
now involves the whole of society, with
localities and enterprises "twinning" with
poor area counterparts in an .:ffort to help
the latter develop and escape from poverty.
The mobilization of the entire society to

~



ing fertility rates low and decreasing can be
achieved while minimizing the undesirable
side effects, such as unbalanced sex ratios,
of an administrative approach to popula-
tion control.

system ~ old age security, which places sole
reliance on family resources and thus
strengthens the need for male children,
with a system that supplements private sav-
ings with public social security resources.
By means of such policies, the goal of keep-

China's principal tasks in the health
care field are twofold. First, to strive to
even up the health status of the population
by successfully bringing the "first health
care revolution" to those substantial areas
that have riot yet achieved it. The victory
enjoyed by most Chinese over infectious
and parasitological diseases should be
brought to all. China has proved in the
past that a high level of basic, preventive
health care coverage can be provided at
very reasonable costs, in part because it is a
labor-intensive enterprise and China has an
abundance of low-cost labor. The eleven
major diseases associated with poverty that,
in 1990, accounted for almost a quarter of
China's disease burden, can be targeted for
public health intervention at a quite rea-
sonable cost (World Bank 1997). In partic-
ular, the goal of bridging the gap between
the low infant and maternal mortality rates
of the cities and prosperous rural regions,
on the one hand, and the much higher ones
of poorer rural areas, on the other, should
be vigorously pursued.

and reduced emphasis on fee-for-service
payments that have caused resources to be
redirected from public health priorities to
fee-collecting activities. The re-establish-
ment of cooperative health insurance cov-
erage for the rural population should be
encouraged, so that no rural women will
have to go without delivery and pre- and
postnatal care for lack of ability to pay.

China has proved in
the past that a high level
of basic, preventive
health care coverage can
be provided at very rea-
sonable costs

The second principal health care
task involves the newly prominent causes
of mortality among the majority of Chinese
who have successfully gone through the
"first health care revolution". These
include cardiovascular disease and cancers,
both of which are connected with life style
issues, such as smoking and diet, and envi-
ronmental causes, including air and water
pollution. Health considerations thus need
to playa prominent role in social policy
formation for issues as broad-ranging as
industrial location and provincial finances
(some of which benefit from tobacco rev-
enues). In addition, China faces stem new
challenges in combating sexually transmit-
ted diseases, whose prevalence has been
increasing, and, in particular, in stemming
the spread of HIV/AIDS. Narcotics addic-
tion is another growing problem for which
effective solutions need to be found.

Accomplishing this first task will
require strengthening the public health ori-
entation and emphasis on prevention of
China's health care system. This in turn
requires increased public funding for health

cational attainment of the Chinese people
has continued to advance, more could and
should be done to improve both the quanti-
ty and quality of education. It is essential

Preparing for the 21 st Century.
Improving China's education is a sine qua
non for escaping poverty and competing in
the modern world. While the average edu-

~



to achieve the target of univers~l compulso-
ry nine-year schooling. School enrollment
rates in poor areas need to be raised and the
right to education in particular of girls in
poorer rural areas needs protection and
encouragement.

loans illustrates the danger of examining
each human development component in
isolation. Such a solution inappropriately
takes the current budget constraint as a
given instead of strongly advocating its cor-
rection. Greater reliance on fee-for-service
schooling would be bound to make educa-
tion increasingly a vehicle for perpetuating
and magnifying social and regional inequal-
ities. China's educational system, at the
primary and secondary levels, at least,
should rely overwhelmingly on public fund-
ing, and the current fiscal obstacles consti-
tute a serious impediment to human devel-
opmentand deserve urgent attention.

The outstanding problem of inade-
quate resources devoted to education
should be addressed forthrightly, in part by
moving vigorously to obtain compliance
with the government target of raising edu-
cational spending to 4 percent of GNP by
the end of the century. China should also
take steps to remove the excessive financial
burden of schooling on families in poor
areas, which is partly responsible for their
lower enrollment rates. Although Project
Hope and Project Spring Bud are playing
an important role in mobilizing Chinese
citizens to cQntribute to the educational
needs of poor children, such voluntary
efforts do not substitute for public funding
sufficient to provide good quality education
for all children.

Although China has been putting China should also
increasing emphasis on developing techni- take steps to remove the
cal and voc~tional education, in an effort excessive financia.i bur-
to alleviate labor market problems by pro-

d Oif hoolin g on fi ami-
d ' l ' f ' d k h ' en scucmg more qua 1 1e wor ers, t ere 1S a ...
danger in over-emphasizing such specialized hes In poor areas, whlch
approaches and in giving insufficient atten- is partly responsible for
tionto the importance of good general edu- their lower enrollment.
cation in coping with the demands of the I rates.
modem world. 'Market economies ina time
of rapidly changing technologies and tastes
require workers who can learn new tech-
niques and adapt to new conditions quickly.
These attributes tend to be the products of
good general education, especially learning
to think independently and critically and
to solve problems creatively, rather than of
narrower technical education.

Here, as in other areas of human
development, success depends upon revers-
ing the decentralization of the fiscal system
and strengthening the government's ability
to address social welfare needs left unad-
dressed by the market. The argument that
because of government fiscal stringency the
bulk of new spending on education must
come from higher tuition fees and student

Continued progress of China's
women toward full equality of rights and
opportunities with men is important for its
own sake. It is also an essential ingredient
in achieving several other important goals.
These include controlling population size,
which depends very much on improving
the lives and status of women; eliminating
absolute poverty, for which investment in
women's human capital development and
provision of micro finance to groups of vil-
lage women have proven to be effective
methods; and developing sustainable farm-

ing practices in agriculture, a sector increas-
ingly controlled by women. Special efforts
are called for to eliminate the greater bur-
den of illiteracy still suffered by women.
Only with full equality can the great talents
of China's women be fully developed and
utilized.

The unbalanced sex ratio at birth,
which signals the widespread inequality of
treatment of girls in rural China, should be
tackled not solely by administrative and
legal means, but most importantly by find-



undertaken on behalf of society as a whole,
China should move toward socializing these
costs just as is being done for retirement
and other social welfare obligations of
enterprises. The 1992 Law on Protection
of Women's Rights should be strictly
enforced to prevent the still widespread
practice of discriminating against women in
hiring and firing. ..

ing social answers to the material need for
more children, and especially ~ons, that
now exists in rural society. This means pro-
viding alternatives to children as sources of
old age security and as income earners.
Enhanced education and income earning
opportunities for women, which raise the
opportunity cost of having children, and
the establishment of a social security system
covering the rural population, are the tWQ
most powerful potential responses to sex
disctimination in the countryside. Beyond
that, the active encouragement of women's
participation in leadership roles throughout
society, including at the highest levels of
the economic and political systems, would
provide role models encouraging girls and
young women to aspire to full lives outside
the immediate family.

Women's life expectancy at birth is
now formally put at 73 years. The differ-
ence in retirement ages for women and
men, which prevents women from achiev-
ing senior positions and the higher incomes
and pensions that go with them, should be
phased out. If a relatively low retirement
age is thought justifiable in China's labor
surplus economy, it should be applied
equally to men and women. Appropriate
exceptions designed to retain the wisdom
and judgment of older workers should also
apply equally to both sexes. Women
should also be assured equal rights to hous-
ing, and be treated with absolute equality
in implementing the housing reform.

China has rightly paid much atten-
tion to labor market problems of women in
the transition environment, when market
pressures and discriminatory attitudes have
led some enterprises to layoff or refuse to
hire women workers. Since maternity and
child care i:esponsibilities of women are

components combining mandatory and vol-
untary individual accounts. It is highly
desirable that China try to complete such a
system while still in a high growth phase,
when demands on the system are smaller
and higher growth dividends are available
for its support. Successful establishment of
a social insurance system will depend upon
(a) improvement of China's revenue-raising
ability to capture a higher share of GDP,
commensurate with international experi-
ence, and (b) completing reform of the
financial system and capital markets, which
is necessary for the management of individ-
ual accounts.

Nothing is more important to
China's successful transition to a market
economy than completion of a national
social insurance programme to cope with
unemployment, retirement, and health care
needs of the urban population.. Economic
logic suggests the desirability of a unified
national system with the broadest possible
financial base. The government has
recently decided upon just such a system for
handlingpen~ions, and now needs to act
decisively to overcome the confusion
caused by the coexistence of competing sys-
tems and move toward unification of at
least the main components of the sy~tem,
even if local variation is permitted for
ancillary components. A reformed pension
system should have a substantial social
insurance base administered by the govern-
ment, as well as a mix of supplementary

The means of dealing with the
longer-term problem of the aging popula-
tion will have to include some combination
of (a) gradual raising of the retirement age;

~



the labo~ force, including migrant workers
and workers in all ownership sectors.

(b) unification of the retiremenj:..age of men
and women; (c) gradual reduction in
China's generous pension benefits relative
to wages. Transition costs of pension
reform will require special measures to han-
dle the pension costs of current retirees and
of workers who retire shortly after the new
system is in place. Such costs can be met
through a combination of government bor-
rowing, increased taxes, and perhaps a tem-
porary surcharge on the retirement contri-
butions of workers and enterprises.

Unemployment, which is contribut-
ing to problems of urban poverty, is going
to be a regular part of China's market econ-
omy, as it is of all market economies. There
is a needc for a modem system of labor sta-
tistics, including those for unemployment,
so as 1;0 be able to monitor labor market
conditions more accurately. Employment
and unemployment statistics, using stan-
dard sampling techniques, should be com-
prehensive and encompass all members of

Solution of the social insurance
problem inevitably raises the question of
the social and administrative divide that
still separates urban from rural China. The
prospects for successful implementation of
pension reform are increased by the low
coverage rate of the social insurance system
in China, compared to some other develop-"
ing countries. Yet, as labor market develop-
ment erodes the distinctions between per-
manent and migrant workers, China should
start planning for the incorporation into
the social insurance network of the millions
of migrant workers who will be permanent Un e m p 1 0 y men t,
fixtures in the urban scene and who will be which is contributing to
competing ~ith -and working next to -problems of urban pover-
"Wll status" urban workers. Similarly, the ty ..

bf ' II ' f h ' d ' II ' IS goIng to e a regu-
tens 0 m1 10ns 0 towns 1P an V1 age .,
enterprise workers, outside the formal state lar part of ChIna s mar-
sector, should have access to effective social ket economy, as it is of all
insurance. market economies.

The economic difficulties experi-
enced by various neighbors of China in late
1997 are a reminder of various truths: that
markets fall as well as rise, that integration
with the world market brings risks as well as
rewards, that the market expects trans-
parency in national financial systems and
will eventually punish unsound economic
decisions, however well hidden they might
have been. From a longer-term perspective,
however, the newly industrializing Asian
countries did many things right, starting
with investment in their own people. As
China faces an uncertain future global eco-
nomic climate, it too should put full confi-
dence in its strongest asset -its own people-
and aim to improve their level of well-
being, health and knowledge, as well as
their ability to participate in solving the
problems facing them as individuals and as
citizens. Not only is this desirable in itself
as an end of policy making, it is also the
best way to ensure robust economic and
social progress into the new millennium.

The tasks facing China are complex.
On the one hand, reform has to be com-
pleted, factor market institutions built up
and perfected, barriers to free and competi-
tive markets eliminated, openness and
transparency enhanced. On the other
hand, even while markets are being estab-
lished, their inherent limitations should be
grasped, and a full understanding developed
of the many substantive areas that are
under-served by markets or outside their
domain, where the government can and
should act vigorously on behalf of human
development objectives. Such areas
include:

* meeting the education, health,

and nutrition needs of the population, con-
centrating on those parts of the rural popu-
lation that are particularly under-served

* continuing progress toward the

elimination of absolute poverty


















































