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Reconciling State, Market, and
Society in China

Analyzing post-Mao China is not an easy task, but it is essential in order to
understand the rationale and scope of the reform process started by the Chinese
leadership under the guidance of Deng Xiaoping at the end of the 1970s. Thirty
years after the beginning of the reform process China has become a major actor in
the global economic and political system and the twenty-first century is generally
held to be the one in which China will become the major world power.

In this book Paolo Urio presents a balanced picture of the reform process, ana-
lyzing the economic, social, environmental, legal, political and cultural aspects of
the process and showing the interconnections between them. As well as analyzing
the achievements realised thus far by the reform process, this book looks ahead at
the difficulties the Chinese leadership will have to face in the years to come. As
such, it will be essential reading for students and scholars of Chinese politics and
economics alike.

Paolo Urio is Professor Emeritus of Public Administration and Management at
the University of Geneva, Switzerland. Professior Urio has undertaken research on
China’s reforms since 1997. Between 1998 and 2003 he has organized and directed
a programme that trained in public management more than 400 senior Chinese civil
servants and senior Party cadres.
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Foreword

How to know about contemporary
China'

Hu Angang, Tsinghua University

During the 30 years of reform, China has experienced several inter-related and
interwoven social and economic transitions. This includes the transition of the
economic system — a transition from the mandatory planned economic system to
a socialist market economic system; from the agriculture-based traditional rural
society (with the rural labor making up over 70 per cent of the total and the rural
population making up over 80 per cent of the total population) to a non-agricul-
ture-based modern metropolitan society; from an extremely low-income level to
a middle-income level; from dire poverty to a generally comfortable standard of
living; from the sheer autarkical economy and society to a wide-open economy and
society; from the traditional centralized political system to a socialist democratic
political system. These transitions have put China onto the path of moderniza-
tion, a path (dubbed as ‘China’s path’) unique in the world. There are no other
big powers in the world that have experienced such multiple transitions; nor are
there any other countries in the world that have, like China, succeeded in warding
off violent political turmoil and serious sabotage of social productivity, the ser-
ious diversification of social strata and the huge external impact in the process of
globalization. There has never been such great order, such economic prosperity
and such social progress than that which has lasted for three decades of China’s
modern history. China has achieved all of this without any precedents to go by,
any successful international experience to draw on, or any established theories to
follow. It is by dint of sticking to the principle of pragmatism that China has felt
its way forward and achieved its pre-established goal. It is in such multiple transi-
tions, though far from being complete or completely successful, that the mystery
of China’s development lies.

To study contemporary China is, in essence, to gain true understanding, know-
ledge and summation of the agent, process, loss and gain and prospects of its
multiple social transitions. It is impossible to get unanimity of views and interpreta-
tion of such huge, profound and complicated social changes. Inevitably there will
be a wide spectrum of opinions with conflicting and sometimes even diametrically
opposed views. This is because people studying China are guided by different
purposes, stands, perspectives, preconceived ideas and methodologies. But what-
ever the conclusions, they have to be put to the test of what China really is. With
the passing of time, many of the once prevailing views will naturally become the
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dust of history, only a tiny number of arguments will be able to stand the test of
objective reality, to become real knowledge and profound insight. Today there is
a worldwide China Studies fever. Cropping up out of the fever, are a number of
eye-catching fallacies, such as the ‘China threat’, ‘China’s decline’ and ‘China,
a vulnerable superpower’. To me, these are nothing but the products of ‘China
watchers’ and conjecture. Indeed, as American Harvard professor Ezra Vogel
says, American sinologists have all along had a bad record, possibly because most
American sinologists cannot accurately predict where China will develop. This is
quite normal. Even I, a scholar who has long been involved internally in China’s
reform and opening up, and who has studied China (national conditions) for more
than 20 years, find it hard to get everything clear. Reading China is like reading
an illegible script or ‘a book from heaven’ as the Chinese saying goes. It is very
hard to understand, because China is so large, the situations are so complicated
and the changes are so precarious that it is impossible to ‘be foresighted’. It would
be good enough to ‘be hindsighted’. Modern China studies are harder and more
complicated than was imagined.

In his 1937 writing ‘On Practice’, Mao Zedong said: ‘There is an old Chinese
saying, “how can you catch tiger cubs without entering the tiger’s lair?” This say-
ing holds true for man’s practice and it also holds true to the theory of knowledge.
There can be no knowledge apart from practice.’! It does not do to act as an obser-
ver or a ‘China Watcher’ if one wants to get a full and profound understanding of
China. It is imperative to go deep into the Chinese society to feel and to know it.
This is, indeed, very difficult for many foreign researchers.

I came to know Professor Urio in 1998, when he came to China at the invitation
of Chen Weilan (daughter of former Chinese leader Chen Yun), director of the
training centre of the organizational department of the CPC central committee,
to give lectures to local Chinese officials. He was asked to lecture on the frontier
theories of political economics and public administration. This was no a small
challenge to a foreign expert at the time, but his lectures turned out to be a success.
To Professor Urio, China is a miraculous country that fascinates and attracts him.
His observations inspired him with the desire to read and write about China. This
has culminated in his writing of this book. In recent years, Professor Urio’s China
visit has become an annual event. | have had the honour of accompanying him on
these tours on many occasions. I was happy to help him find the agent for all the
tremendous changes that have taken place in China. We have become close friends
who know each other well. I recommended to him outstanding Chinese scholars,
who then became sources of his understanding of China.

In contrast to other books on China, which approach China’s issues from a full
range of theories in such disciplines as sociology, economics and political sciences,
Professor Urio has based his works on an organically inter-related, integrated and
comprehensive analytical framework. How should we study contemporary China?
What analytical framework should be used? My view is that it is necessary to see
‘not only trees but also the forests’,> not only China today (contemporary China)
but also China yesterday (historical China) and to foretell what China will be
tomorrow (future China) and not only China itself as seen internally but also China
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as seen from outside by way of horizontal international comparison.

Professor Urio is very realistic when describing the logic that Chinese leaders
follow in taking political and policy decisions, and how they learn from the experi-
ence and lessons of their predecessors so as to establish their own development
goals and formulate more feasible policies.

As leaders of the most populous country in the world, all Chinese leaders have
to set the ultimate development goal of ‘making the people wealthy and the coun-
try strong’. In 1956, Mao Zedong visualized that China could catch up with and
surpass the most developed capitalist country (USA) in the iron and steel output
in 50 (referring to 2006) or 60 years (2016).> What he emphasized was the goal of
making the country strong. But Deng Xiaoping put more emphasis on ‘making the
people wealthy’ when he set the goal of building a prosperous society.* Although
all the Chinese leaders share the same goal, we may divide China’s development
strategies into three generations: The first generation covers Mao Zedong and Hua
Guofeng; the second generation covers Deng Xiaoping and Jiang Zemin; and the
third generation covers Hu Jintao. Each generation benefits from the progressive
and rational development strategies, which also have their limitations and negat-
ive effects. That is the historical logic of China’s political development, that is,
a new generation of leadership sums up and learns the successful experiences of
the previous generation, corrects the mistakes, launches adaptive strategies and
make innovations. There is continuity, transference and gradual transition even
with regard to human capital, so that each generation is wiser and more capable of
learning than the previous one.

The setting for China’s development is constantly changing. The reform is pro-
gressing steadily. There is no hard and fast development strategy and nor is there
a hard and fast development model. The development strategy during different
periods of time changes according to the setting and in response to challenges.
What is put into action reflects social progress but also reveals and exposes the
limitations. While carrying forward Mao Zedong’s line set at the 8th National
Congress of the Communist Party of China, which is focused on modernization and
economic development, Deng Xiaoping discarded Mao’s political line in his late
years of ‘taking class struggle as the key link” and totally repudiated the theories
and practice of the ‘Great Cultural Revolution’. Instead, he developed and cre-
ated a new line of reform and opening up. Deng Xiaoping also carried over Mao
Zedong’s legacy: material capital, infrastructure, independent industrial system, the
national economic system and improved health service and education system, and
international status as one of the five UN Security Council members. He then went
on to put forward the theory of ‘letting some of the people get rich first” in 1978. In
1988, he went on to launch the strategy of accelerating the development of coastal
regions. In 1992, he made an inspection tour of southern China, driving home his
idea that ‘development is the hard truth’. But he refused to stick to dogmatism. In
the following year, he became aware of the limitations and some problems likely
concomitant with development, which might lead to unjust distribution of income
and thus to polarization. He urged that these problems be resolved. In the past we
put development in the first place. But now, it seems that the problems brought
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about by development are no fewer than by non-development.’ Just as Professor
Urio points out in his book, Deng Xiaoping’s strategy also has its limitations, such
as the serious consequences of uneven development, the gaps among different
regions, between the urban and rural areas and among rural villages, the negative
effect of the market mechanism when it cannot be implemented effectively and
the impact of economic development on the environment.

When Jiang Zemin came to power, he adjusted Deng Xiaoping’s development
strategy over time, launching new strategies such as protecting the environment,
sustainable development (1995, 1996); protecting the cultivated land and improv-
ing the anti-flood and anti-drought capabilities (1998); taming the rivers (1999),
protecting the wetland, accelerating the development of the Yangtze River Delta
and regions along the river (1992); coordinating regional development (1995),
the great western China development drive (1999), and developing township
and village enterprises and constructing small towns; invigorating the country by
developing science and education (1995) and encouraging originality in innovation
(2001). He also adjusted his own development strategies, such as making employ-
ment fundamental to the livelihood of the people (2002).

When coming to the third generation of leadership headed by Hu Jintao, as
Professor Urio puts it, the limitations and negative effects of the policies and
lines of Deng Xiaoping and Jiang Zemin are redressed. This process will not be
completed until the 19th and 20th National Party Congresses (2012, 2017). This
indicates that China effects a major adjustment of development strategy about
every 25 years.

The development strategies of the three generations of leadership in China
mainly focus on how to handle the relationships between the government, the
market and society. What Mao Zedong advocated was statism, which excluded the
market, the private sector of the economy and social participation. Deng Xiaoping
reformed the planned economic system and introduced market mechanism: break-
ing up state monopoly and allowing private sectors of the economy; breaking away
from autarky and importing foreign capital; and at the same time allowing limited
space for social development and direct grassroots elections. Jiang Zemin went
further in the reform: targeting the establishment of an effective market system
by accelerating the process of going market; steering the government toward pro-
viding more public services; and allowing greater space for activities of all kinds
of social organizations.

Keeping pace with the tide of the day, Hu Jintao has tried to reshape and integ-
rate the relationship between the state, market and society, which each has its
advantages and disadvantages. The key lies in being able to integrate them more
organically and more effectively so as to set the scene for long-term peace and
order, lasting political and social progress and sustainable social and economic
development.

First of all, China should give full play to the market mechanism, making it the
starting point for allocating resources. In building a socialist market economy,
China has introduced competition, tried to raise efficiency and create a good invest-
ment climate and conditions (by encouraging private investment and importing
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foreign capital). China’s market-oriented reform has not been completed so far,
because the prices in many areas are still being distorted, it has not been possible
to achieve high efficiency and stimulate conservation of energy, and production
costs are still very high. All of this requires intensified exploitation of the market
mechanism.

Second, China should display its unique advantages of the socialist system, that
is, the capability of ‘mustering the resources to achieve something big’, just as
Deng Xiaoping said.® Although China has one-fifth of the world’s population, the
public resources they occupy are much smaller. However, China has to provide
the maximum public goods. Without an effective and responsible government
(especially the central government), it is impossible to muster the resources of
the whole society (public finance, public investment and public policy) to achieve
anything big; nor is it possible to display the scale effect of a huge country. One
of the important experiences of China is to take political policy decisions by the
mechanism known as democratic centralism in order to rise to all challenges and
crises (tackling the Asian financial turmoil is a successful case in point).

Third, China should develop a civil society and integrate different interest
groups. In taking policy decisions, there should be tolerance of differences of
views; the expression and balancing of different interests; handling well the rela-
tions of interest groups in cities and the countryside; providing equitable public
services to both people with and without household registration (farmer-workers);
helping minority groups improve development capacity and increase investment in
human capital and protecting the cultures of different ethnic groups. It is very dif-
ficult for a society with more than one billion people in 56 ethnic groups to achieve
a harmonious, equal and united civil society. There has been not one successful
case so far. It requires exploration and innovation.

Just as the subtitle of this book says, China is on its way in a long march towards
prosperity. As early as in March 1949, Mao Zedong pointed out that ‘To win
countrywide victory is only the first step in a long march of ten thousand /i.”” In
1962, he said that it was not possible for China to make itself a powerful socialist
country, say, in 50 years; it may require 100 years or even longer,? as he already
realized that China had a large population; it had little to start out with and the
economy was lagging behind. To realize the grand goal, therefore, means a long
march. In 1987, Deng Xiaoping visualized a three-step strategy (1980-2050), that
is, to achieve the level of a middle-developed country by 2050. This is another
long march toward prosperity.’ China is now in the middle of the long march and
there is still a long way to go. But we are more confident than ever before in our
strength to attain the goal, which should be consistent in leading the way in our
long march — a march toward modernization (1940—present).
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Analyzing post-Mao China is not an easy task. It is nevertheless an essential and
indispensable one for any scholar who wants to understand the rationale and scope
of the reform process started by the Chinese leadership under the guidance of Deng
Xiaoping since the end of the 1970s. Apart from a purely academic interest, the
reason for this is quite simple: 30 years after the beginning of the reform proc-
ess, China has become a major actor in the global economic and political system.
Some forecasts predict that China will become the major power in the course of
the twenty-first century. When this will happen is only a matter of time, and for
some observers of Chinese society this may happen sooner than many Western
people can imagine.

Many books and articles have been published in the West since 1949 about the
People’s Republic of China, and many more as we were approaching the 30th
anniversary of the beginning of the reform era. There is no doubt that many excel-
lent Western experts of Chinese culture, society, economy, and politics have made
many important contributions to the understanding of the unbelievable changes that
have occurred in this country since 1978. The problem is that most of these writings
deal either with a very general overview of these events, or with some specialized
aspects, mainly related to the development of the Chinese economic system.! My
purpose is not to add another contribution to either of these, but to present a more
balanced picture dealing, as far as possible, with the major aspects of the reform
process: economic, social, environmental, legal, political, and cultural; and show
the interconnections between them. This is of course a long-term project.

In this book I present a preliminary but substantial summary of the major find-
ings of my research that are in my opinion necessary in order to understand the
reform process, its rationale, the achievements realized so far, as well as the dif-
ficulties the Chinese leadership will have to face in the years to come. To attain
this goal, it has been necessary to make some difficult choices; that is, to insist on
what I consider to be the more important aspects, and to briefly mention the others.
This is of course a strategy that may not satisfy the specialists who have analyzed
China’s reforms from the point of view of a single discipline such as economics
or law. But my purpose is to propose an explanation that cuts across disciplines. In
fact, one of the major findings of my research is that one can grasp the rationale,
strategy and outcomes of China’s reforms only by assuming a multidisciplinary
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approach. This led me to first devote an important space to the analysis of the
changes in the political culture of the Chinese leadership.

As I explain in the first chapter, reforms would not have been possible without
a strategic change of some of the fundamental values of Chinese political culture,
but without at the same time totally abandoning the values of Mao’s era. These
changes could only have been realized by an extraordinarily skilful strategist such
as Deng Xiaoping. The second choice I made (which is closely linked to the first)
was to explain the development strategy followed by Deng Xiaoping after the end
of the Cultural Revolution (1976). Then, I chose to analyze the positive and less
positive outcomes of this strategy during the Deng Xiaoping and Jiang Zemin
era (1978-2002); to evaluate the policies set up by China to correct the negative
consequences of economic development (1995-2008); and finally to discover the
changes introduced within the political system, especially during the Hu Jintao
era (2002-3).

Given the availability of a vast literature on the success of the economic develop-
ment of China by both Chinese and Western scholars, and considering that these
aspects are today well-known to both academics and the general public, I chose to
simply summarize the major aspects of the economic dimension of reforms. Then,
while presenting a general picture of the negative consequences and problems aris-
ing from Deng’s development strategy (including the impact of the economy on
the environment) I nevertheless chose to insist more particularly upon the rise of
inequalities and the consequences of the collapse of the old social security system
based upon the social role played by State-owned enterprises (SOEs) within the
planned economy. Finally, I chose to deal with the legal aspects of reforms only
insofar as they are essential in order to understand the difficulties that the Chinese
leadership had (and still has) to overcome if it wants to establish a formal system
capable of sustaining the development of the economy (for example by giving
sufficient legal security to the economic activities of the private sector) while
realizing one of the major objectives of the Chinese leadership; that is, social and
political stability.>

In writing this book, I have tried to avoid a too technical approach. While I will
address the results of my research to an academic audience, I will present them
in a form accessible to a wider public. The choice of this ‘intermediate’ approach
stems from the fact that too many unbalanced accounts on China are being pub-
lished both in academic writings and in newspapers and magazines accessible to
the general public. My aim is to present here a documented view of the Chinese
situation, avoiding the catastrophic predictions of some people,* as well as the
over-optimistic views of those who see China as a territory to be conquered, which
is in fact the view of many Western businessmen.*

The idea of writing this book is rooted back in the years when I studied Chinese
history at the Graduate Institute of International Studies in Geneva. Those were the
years of the New China under Mao leadership that have impressed many Western
intellectuals. Since then, after being appointed professor of public administration
and management at Geneva University, [ have been involved in the study of the
changes in the management of Western societies, up to the spring of 1997, when
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I was entrusted with the management of the second phase of the ‘Sino—Swiss
Management Training Programme in the Public Sector of China’. That was the
right time to return to China, but this time not in the books and academic articles,
but in the field. This programme, a joint venture between the Chinese and the
Swiss governments, lasted from 1997 to 2003, with the aim of training more than
400 Chinese senior civil servants and senior cadres of the Party organization in
the modern tools of public management. These cadres were trained in China,
Switzerland, France and the United Kingdom, through seminars given by inter-
national European experts coming from both public training centres (such as the
French ‘Ecole Nationale d’ Administration’ in Paris, and the British ‘Civil Service
College’ in Sunningdale) as well as from major public administration, national
and multinational companies in these three European countries.’ In addition, the
Sino—Swiss Programme organized visits to these institutions that gave the partici-
pants the opportunity to interact with the European experts on the premises of their
organizations, and not only in academic meeting rooms. It has been for me a unique
opportunity to be introduced to the reform process in China, either by discussing
with our correspondents in Beijing (who reported directly to the Department of
Organization of the Communist Party of China), or by following almost all the
seminars and listening to the questions and remarks put forward by the Chinese
participants, and by discussion with them.® Moreover, I had the opportunity to
visit China more than 20 times, traveling to several provinces, including the less
developed ones such as Gansu, Qinghai, Sichuan, Yunnan, and Shaanxi.

This programme has given me the opportunity to meet not only dozens of
Chinese cadres from the central Party—State, but also from all the provinces, and
several municipalities. Little by little a new image of China and the Chinese people
emerged thanks to these contacts: less uniform (than that portrayed by Western
media) and more complex, but at the same time more comprehensible, less fright-
ening, and more fascinating. Finally, a kind of empathy has developed, even if my
academic training has helped me not to fall either into the childish admiration that
too many Westerners have developed in recent years (over-impressed as they are
by the spectacular development of the Chinese GDP) or into an oversimplified criti-
cism of those who see China as a giant with feet of clay that will inevitably collapse
sooner or later. Fortunately, I also had the opportunity to meet several Chinese
intellectuals, who, while supporting their government in the process of economic
development, have nevertheless pointed out the negative consequences of the type
of development strategy chosen after the end of the Cultural Revolution.

My task would have been impossible without the help of these Chinese scholars
doing research within the fast-developing Chinese academic system. My deep-
est thanks go first of all to one of the most influential Chinese economists, Hu
Angang, founder and director of the China Research Centre at Tsinghua University
in Beijing, who shared with me his views on the reforms strategy of his country
during a decade-long relationship. Thanks to him I gained access to other Chinese
scholars, and was able to conduct several informal interviews, that gave me a
deeper insight into the rapidly changing Chinese society, economy, and polity. To
mention all those who helped me with the completion of this book would run the
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risk of forgetting some of them. But let me at least mention my other colleagues
of the School of Public Policy and Management of Tsingua University: Cui
Zhiyuan, Cheng Wenhao, Yang Yansui, Qi Ye, Liu Qiushi, Wang Youqiang, Wang
Yongheng, and Zhang Wankuan. And also the other colleagues of Tsinghua: Dean
Li Xiguang and Nailene Chou Wiest, both of the School of Journalism; LI Jiang,
Dean of the Faculty of Sociology; and Cheng Jie, Law Faculty; Bai Chong’en,
Dean of the Faculty of Economics. I also benefited from another source of precious
information thanks to a well-established cooperation with the School of Public
Administration of Renmin University, also in Beijing, and more particularly with
Dong Keyong, Dean of the School; Li, Shaoguang, director of the Department of
Social Security; Qin Huimin, director of the Institute of Education and Chair of
the Council of the School; Wang Hufeng; Hu Ping; and Huang Behong. Finally, I
also benefited from several discussions with members of the National Development
and Reform Commission (NDRC), and especially Chen Donggqi, Song Li, Chang
Xiuze, and Chang Zuo Chuan. Professor Zhou Yuan of the Ministry of Science &
Technology helped me to understand the importance of the development of sci-
ence and technology in China. To these colleagues I owe an immense gratitude
for having comforted me in my understanding of China and having encouraged
me to write this book.

My Chinese assistants at the University of Geneva helped me with the seminar
on ‘The reforms in China’: Wang Jialu (1998-2003), Wang Fang (2003—4), and
Yan Ran and Yuan Ying (2004-5). Many students (the great majority of Western
culture, but also some Asian and a few Chinese) attended the seminar which gained
more and more interest among the students of Geneva University, especially when
it was introduced into the programme of the newly established Master in Asian
Studies (2003). Many of them have written several well-documented seminar
papers and Master dissertations of such an outstanding quality, that I felt no shame
in using part of them for this book. It goes without saying that they will be duly
quoted. Moreover Nina Wen and Wang Fang helped me with the difficult task
of setting up the training programme for Chinese senior cadres (the Sino—Swiss
Management Training Programme mentioned above). All these young scholars are
Chinese nationals from mainland China with a good knowledge and experience of
Western culture. Jean-Paul Bari (a Swiss national), the late Doreen Demilly (a dual
British—French national), Adrian Strittmatter (a dual Swiss—British national) and
Valérie Milleret (a French national) completed my intercultural team. Working with
them helped me to understand the similarities, but also the differences, between the
Western and the Chinese cultures, not only through continuous discussions, but
also in the day-to-day work of planning, organizing, and implementing seminars
for both young students and senior cadres. I was also fortunate enough to be the
supervisor of two young scholars who spent a year at the University of Southern
Switzerland (where I teach a course on institutional communication) thanks to
a grant of the Chinese Government. Xing Yuan (from the Tianjin Municipality)
studied in 2006—7 the Swiss and European University systems and helped me
in my understanding of the Chinese academic system. Liu Dehao (from Remin
University) worked on his PhD dissertation on Chinese social security in 20078,
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whilst getting acquainted with European social security systems, and helped me
to better understand the reforms of the Chinese social security system, and has
provided an important input into the third chapter.

As for the contribution to this book by Western scholars, I mainly used their
published works, most of which are quoted in the following pages. But let me men-
tion more especially two Swiss sinologists: Nicolas Zufferey, Professor of Chinese
language and culture, co-founder of the Master in Asian Studies, University of
Geneva; and Antoine Kernen (University of Lausanne and Geneva Graduate
Institute of Development Studies), with whom I had numerous discussions about
the changes China has experienced in recent years.

Last but not least, I thank my wife, Madeleine — a double British and Swiss
National — not only for her invaluable help in the difficult task of putting my
English prose into a form readily understandable to an international reader, but
also for her patience and understanding throughout the years necessary to bring
this book to fruition.

It goes without saying that I owe a considerable debt to all the abovementioned
persons, and this is translated into the great number of references. But of course,
I am the only one to be responsible for errors, omissions, and interpretations that
will inevitably appear in the following pages. The sinologists will certainly evalu-
ate my contribution to its merits. But I would like to warn the layperson against an
overestimate of the findings exposed in this book by paraphrasing one of the most
inspiring Western scholars: ‘obviously, the sinologist will not find in this book
any new facts. I only wish that he [sic] may discover nothing important which is
false’.”

Before I briefly present the chapters of this book, let me explain its title. At the
end of the Mao era, and especially after the Cultural Revolution, Chinese society
was in a poor state: the Communist Party, that led the country to the 1949 revolu-
tion and that, after a century of humiliations, was able to give the Chinese people
a renewed faith in their future, had lost its reputation. The state had shown its
incapacity to peacefully regulate tensions and conflicts within polity and society.
And in spite of Mao’s goal to develop the economy and catch up with Western
countries, the standard of living of Chinese families had fallen behind the level
attained before the Cultural Revolution. It looked as if state, the Party, economy
and society (i.e. people) had been disconnected from each other, or worse, that
they had been put in a kind of permanent contradiction of each other. This was
an extremely dangerous situation that could have drawn the People’s Republic of
China toward further conflict and disorder, and eventually to a final collapse. To
avoid this tragic outcome, it was necessary to reconstruct, and, as history never
repeats itself, to reinvent Chinese society, state, and economy; in other words to
find means to reconcile state, market, and society. This is what Deng Xiaoping
and his successors have tried to do after 1976, and this is what this book tries to
understand and explain.

In the first chapter I will deal with the Chinese political culture, as I am con-
vinced that it is impossible to understand China’s reforms without taking into
consideration the fundamental values and beliefs upon which power has been
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legitimized during the centuries. In doing this I will try to show what elements
of the Chinese political culture inherited from the Imperial past are still operat-
ing today and what new beliefs have emerged during the process of change that
started already toward the end of the Empire and developed during the first and
second republics.

The second chapter will analyze the rationale of the reforms set up during the
Deng Xiaoping era, the positive outcomes (mainly the spectacular development
of the economy measured by GDP, the eradication of poverty, and the emergence
of a middle class), but also the less positive outcomes by insisting on the devel-
opment of huge disparities between provinces, as well as inside provinces and
municipalities.

The third chapter will deal with the new policies set up to correct the negative
consequences of the economic development strategy of the 1980s and the first part
of the 1990s in the domains of rebalancing of the economy between provinces and
regions, and will insist more particularly upon the setting up of new safety nets,
mainly for old age, health, and unemployment.

The fourth chapter is a tentative explanation and evaluation of the reform proc-
ess, based upon a model of power I have developed elsewhere.® In particular, 1
will examine the changes introduced into the political system, with special refer-
ence to the decision-making process. This chapter will also be the occasion for
evaluating the validity of the dominant Western thesis according to which China
must finally adopt a political and a legal system similar to the Western one if she
wants to develop an economic system based upon market mechanisms, which is
the condition sine qua non for establishing a harmonious and prosperous society.
I will show that the changes implied by this thesis (that may be rather appealing
to Western minds, but maybe also to some Chinese people) are by no means the
necessary outcome of the reform process. China may very well find its own way
of managing and organizing a modern society. Instead of preaching for the trans-
formation of China according to the Western model, I will instead show that some
of the features of the Chinese political culture may still today constitute a barrier
to the complete success of the reform process. And these problems may constitute
a formidable set of challenges that I draw to the attention of my Chinese readers.
The problems are there, and they are being recognized by several Chinese scholars.
It is up to the Chinese leadership to find answers to these challenges.

In organizing the four chapters, I tried to present them according to a sequence
that should make the reading as easy as possible: (1) in chapter 1 I start with
the analysis of Chinese culture in order to understand the fundamental values
of Chinese society that orient behaviour in the public domain, (2) in chapter 2
I present the rationale of Deng’s reforms and their impact on Chinese society, (3) in
chapter 3 I present the policies adopted by the Chinese Government in order to
correct the negative consequences of the reforms, and (4) in chapter 4 I propose an
interpretation of the structure and functioning of Chinese power today. As all the
dimensions dealt with in the four chapters are linked to each other within a kind
of structural interdependency, there will be many cross references that have made
repetitions necessary. The sinologist may find this way of presenting my argument
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rather tedious. My purpose in doing so was to facilitate the reading for laypeople,
so that each chapter may stand on its own. Each chapter can be read independently
of the others, and should the reader wish to find more detailed explanations, he or
she may refer to the other chapters as suggested in the text.
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1 Chinese political culture and
why it does matter

1 Comparing Chinese and Western cultures

1.1 Is Chinese culture fundamentally different from Western culture?

On 24 September 1984 Bo Yang gave a conference at lowa University that was
to become 8 years later a chapter of a book entitled ‘The Ugly Chinaman and the
Crisis of Chinese Culture’.! But prior to the English translation, an anthology of
articles about the Ugly Chinaman by Bo Yang and others, originally published in
Chinese in Taiwan, was translated into Japanese and Korean, and in 1986 five dif-
ferent Chinese editions were published in mainland China. Many Chinese people
and intellectuals were shocked by the book, and several sharp criticisms were
published in China and abroad, some of which are reproduced in the English trans-
lation of the book. In fact Bo Yang had drawn a terrifying picture of the traditional
Chinese culture, that he qualifies as the ‘soy past vat’ culture: filth, sloppiness,
noisiness; quarrelling, squabbling amongst themselves; Chinese do not understand
the importance of cooperation; a reluctance to admit errors; Chinese are addicted
to bragging, boasting, lying, equivocating, and, worst, slandering others; lack of
tolerance for others; chronic inferiority complexes, but also overbearing arrogance;
and Chinese are divided into two categories: those with a chronic inferiority com-
plex (i.e. slaves) and those with a superiority complex (i.e. tyrants). Moreover, Bo
Yang’s comparison with the American culture is systematically in favour of the
latter. And by reading Bo Yang’s descriptions of the two cultures one could do
nothing but accept the thesis of many Western sinologists; that is, Chinese culture
is fundamentally different from Western culture, and even more, it is fundamentally
unintelligible for foreigners.

Nevertheless, one who is well acquainted with other cultures can easily find
the same ‘ugly’ cultural characteristics everywhere in the world. For example,
Bo Yang considers that Chinese people speak too loudly in public places such
as restaurants whereas Americans do not; the ugly Chinaman would not hold the
door for the person behind him whereas the American would. In fact the writer,
who is European, can attribute these same ugly traits to the American culture: 1
have rarely seen an American holding the door for people coming behind him/her,
and in restaurants [ have very often been unable to have a conversation with my
guests, due to the extremely noisy behaviour of the American customers. Even
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within Europe, some Europeans would find that other Europeans present some ugly
cultural traits. I am sure that many Swiss people think that the French and Italians
speak too loudly in public places. And I am sure that Americans can easily see
some ugliness in the culture of their European cousins. And coming back to China,
during my numerous stays in this country I have met some Chinese people (and
more often than not amongst public officials) who, in spite of a superficial polite
behaviour, turned out to be quite arrogant, one of the most remarkable manifesta-
tions of ugliness, not to mention a considerable propensity to equivocating and
lying. But I also met a considerably larger number of Chinese people (and officials)
who were polite, honest, respectful of different customs, reliable, helpful to the
foreigner, easygoing, and modest. All this drives me to conclude that within any
country there exist people with some ugly cultural traits. The only thing that seems
plausible is that some ugly cultural traits are proportionally more present during
some historical periods than others. It is my opinion that this is the message that Bo
Yang wanted to transmit to his compatriots: the destructive elements of traditional
Chinese culture have increased the number of ugly Chinamen; it is time to get rid
of those traits and to forge a new Chinaman.

In fact Bo Yang, whose intention was to ‘shock his compatriots into self-
understanding’, was criticizing the traditional Chinese culture and certainly not
the new culture that was emerging in the 1980s when the book was published in
China: ‘Ages ago, all the ethical tendencies and native wisdom of the Chinese
people were crushed by the destructive elements of Confucian culture and des-
potic government’.? True, Bo Yang is also very critical of the Maoist period, but
on the one hand, mistakes made by Mao have been recognized by the Communist
Party of China (CPC),? and, on the other, in 1984 the reforms introduced by Deng
Xiaoping were just starting to produce the changes that we can now more easily
acknowledge. Bo Yang himself recognizes that: ‘the rusty fetters of traditional
Chinese Culture cannot be discarded so easily. It will take the re-establishment
of a market economy, the institutions of a democratic system of government, and
a long period of political and economic stability before the Chinese people can
begin to live normal, healthy lives.’* Twenty-five years after the lowa conference,
it seems that all the changes called for by Bo Yang are on the right track: market
mechanisms have been established to a large extent, political and economic stabil-
ity has been assured, the decision-making process has become more open, elections
are organized at the village level. Of course, the present picture of Chinese society
is not entirely positive. Contradictions have appeared, disparities have developed
between regions, provinces, rural and urban areas, as well as within provinces
and towns; environmental pollution is threatening not only the physical environ-
ment, but also health. All these phenomena constitute some formidable threats to
economic sustainable development, as well as to social, economic, and political
stability.’ Our task will be to take stock of the changes introduced since 1978, and
try to evaluate their impact on Chinese society and, as far as culture is concerned,
to find out what traits of the traditional culture are still present, what is their role
in present-day China, and what are the new cultural traits that have emerged
since 1978.



Chinese political culture and why it does matter 3

It is possible to draw another interesting conclusion from the considerations
developed so far. If the same positive and negative cultural traits are present in any
culture, though their strength has been different in space and time, by analyzing the
similarities and differences as they have developed throughout history it should be
possible to understand Chinese culture, even if this will necessitate a considerable
intellectual effort. Moreover, even if for a long period of time Chinese culture has
developed in different ways as compared to the West, there is no reason to assume
that the two cultures will inevitably develop in fundamentally divergent directions.
In fact, whereas it is interesting to find out, through historical enquiry, what have
been the processes and the choices that have led Europe and China to present
considerable societal differences toward the middle of the nineteenth century, it
would be a mistake to consider that the fundamental values that have emerged in
the two cultures have been the only ones that have been analyzed and discussed
before their adoption and implementation as the dominant values in each of the
two cultures. As has been very well argued by the Swiss sinologist Jean Frangois
Billeter, there are too many similarities in history between China and Europe, as
well as in the development of scientific discourse (especially in philosophy) and
in social organization, for accepting the thesis of a fundamental and everlasting
cultural difference between these two cultures. The present Western discourse on
human rights and liberal democracy too often tends to forget, especially when it
takes the form of a top-down lesson of good governance, that Western history
is full of periods of authoritarianism, tyranny and atrocious violations of human
rights, as Billeter shows in his critique of Frangois Jullien, the well-known French
sinologist affirming the fundamental difference between Western and Chinese
cultures.® It is not my intention to take position in this controversy amongst
some of the best Western sinologists very well acquainted with both Chinese and
Western philosophies, literatures and history.” As I shall show in this book, I will
rather take the position of the Western political scientist who tries to discover the
similarities and differences between these two great civilizations at the beginning
of the twenty-first century. Moreover, the controversy between the defenders of
Billeter and Jullien has been expressed in such an aggressive tone, that in spite of
the interest of the arguments put forward by the two camps, I prefer to take the
road of the sceptic political scientist who prefers to build his opinion upon some
solid empirical evidence sustained by robust theoretical frameworks. In this con-
text, the work of another Swiss sinologist, Nicolas Zufferey, seems to be more in
line with my position, as his book constitutes, amongst other interesting develop-
ments, a stimulating analysis of the similarities and differences existing between
the Western and Chinese philosophies.®

Nevertheless, I should say that I share the view of Billeter when he says that
Francois Jullien

forgets that monarchies, absolute monarchy, despotism, tyranny, dictatorship,
and totalitarianism, have played a considerable role in European history; that
these forms of power have sometimes been accepted and justified, sometimes
judged, criticized, analyzed through the centuries and this gives us a very rich
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historical material for building similarities with the political, moral and intel-
lectual history of China. [...] he forgets the history of democracy in Europe,
the number of obstacles it has been necessary to overcome in order to establish
it, [...], not to speak of the battles it should be necessary to fight today so that
it will not be destroyed by economic power, and to be able on the contrary to
triumph over it. Is it not true that there has been in Europe a slow, difficult
conversion [to democracy and the supremacy of polity over economy — my
remark] and that it remains unaccomplished? How is it possible not to see that
this process is also on its way in China today ...?°

And I may also add: how is it possible not to see, that in spite of Western criticism
of China’s human rights and democracy, politics is in command over economy
in China? And that this way of managing the country is guiding today the several
policies aimed at reducing the contradictions and disparities created by the market
economy?'’ China is evolving today toward ways of organizing its society that are
not, in many respects, fundamentally different from the West: a market economy
has emerged, a legal system is being developed, and science and technology have
developed to reach international standards. This is not to say that China will have
to imitate the West. On the contrary it is likely that it will develop its social system
by safeguarding the Chinese characteristics that it will choose to keep.!! This posi-
tion is not fundamentally different from that adopted by European countries after
the Liberal Revolution that introduced a new political system alongside the market
economy. Democracy and market are two ideal types, in the Weberian sense of the
concept: rational utopias, and not empirical representations of reality. Starting from
and building on these utopias Western countries have each interpreted democracy
and market according to their own history, values and fundamental choices.!?
Although there is a common set of fundamental values at the heart of democracy
and market, each country has developed its own form of democracy and of market
economy, as well as its own welfare system.!* There is no reason why China could
not do the same. Of course there are some very powerful forces that are guiding the
process of globalization in the direction chosen by the most powerful country in the
world, the United States of America. But globalization is changing the geopolitical
equilibrium. New countries are emerging in the international arena: China, India,
Russia and Brazil, along with the emerging New Europe (the European Union).'*
New rules of the international game both in the economy and polity will have to be
developed and accepted by all the major world players.'> The recent failure (July
2008) of the global trade talks in Geneva illustrates this point. In the framework
of the Doha negotiations a nine-day meeting in Geneva (the longest trade sum-
mit I can recall) was held with the purpose of concluding a simple bargain: the
European Union and the US would lower farm subsidies and tariffs in exchange
for China, India, Brazil and other emerging economies opening up their markets
for industrial goods such as chemicals and cars. The refusal of India and China to
compromise put an end to the discussion. The disappointment was so high, that
several diplomats considered that the Doha rounds’ constant failures might have
spelled the end of big multinational trade deals.®
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This is a clear sign that in the future trade negotiations will have to take into con-
sideration, more so than in the past, the interests of the new global players, and that
the latter can resist pressures from developed countries. China will certainly have
an important role to play in this context. And there is no reason why some Chinese
cultural traits will not contribute to orienting this process: China will again play the
role of transmitting its cultural genius and wisdom to the rest of the world."”

1.2 The importance of political culture for understanding post-Mao reforms

I would like to be very clear at this point of our journey into contemporary China:
I will not develop a culturalist approach. Taking culture as one of the keys for
understanding China is not to say that culture can explain everything, but that it
would be a mistake to leave aside this source of information and of understand-
ing. In the last chapter of this book, I will develop a systemic approach for the
analysis of contemporary China. Culture will be just a part of the theoretical and
methodological approach, though an important one. Here I would like to explain
in more detail why I think that bringing culture into the picture is important to our
understanding of the current development of Chinese society. Moreover, I will take
into consideration only the cultural traits that are pertinent to understanding the
political process of China’s reforms; that is, its political culture.

The theoretical base which explains the need to refer to the political culture in
order to understand contemporary China and the process of reform set up since
1978 is to be sought in the work devoted to political culture and ideology, which
poses the assumption of a significant impact of culture on individual and collective
behaviours. I explained elsewhere the interest that there is in using the approach of
political culture in order to understand the structuring of power in Western coun-
tries.'® But the interest in applying this approach to contemporary China is made
even more obvious by the controversy which has long animated the discussions
amongst Western sinologists as to the specificity of the Chinese culture compared
to the Western culture.'® The enlightening analyses of Frangois Billeter confirmed
our aim; that is, the attempt to compare the Western and Chinese political cultures,
with the aim of identifying the differences, certainly, but also the similarities.
Moreover, it would be useless to seek to understand contemporary China only
on the basis of what exists today. Just like it is necessary to go back to European
antiquity (namely to Greek-Roman antiquity) to understand Western civilization
and the forms of government which she adopted throughout her history, it is quite
as essential to retrace in the history of China the origins of its current political
culture, with an aim of discovering what remains today of the past, beside what
has emerged these last years. Mao himself would have said: ‘not only should
we understand today’s China, but also yesterday’s China’s and the day before
yesterday’.?

At first approximation one can define political culture as a subset of the social
culture, just like the political system can be defined like a subset of the social
system. Social culture can be defined as the whole set of attitudes and orienta-
tions of the individuals with regard to social objects. Anchored both in the social
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history and in the history of the individuals, social culture constitutes to some
extent the support which directs behaviours within the framework of the social
system. ‘Political culture is the pattern of individual orientations toward politics
among the members of a political system. It is the subjective realm which underlies
and gives meaning to political actions.’?! In a more precise way, political culture
‘refers to the specifically political orientations — attitudes toward the political
system and its various parts, attitudes toward the role of the self in the system’.?
In an even more precise way, and perhaps more restrictively, Lucian Pye, one of
the most interesting American sinologists, defines political culture as the whole
set of the attitudes, beliefs and feelings, which gives an order and a significance
to the political process, and which defines the underlying postulates as well as the
norms which guide the behaviour in the political system. It includes as well the
political ideals and operating norms of the political system.” The new and restrict-
ive element of this definition is introduced by the terms ‘order’ and ‘significance’,
whose aim seems to be to confer to political culture a role of rationalization of the
whole of the representations that the individual has of the political system and of
its components (including himself/herself). This definition quite naturally leads us
to take into account the relationship between political culture and ideology.**

If we start from the definitions given by Marx in ‘The German Ideology’ and
the ‘Critique of the Political Economy’, it seems that the concept of ideology
corresponds to the concept of social culture.”> However, another passage of ‘The
German Ideology’ shows clearly that what interests Marx is the function of ideol-
ogy in the polity, where, as a dominant ideology, it contributes to perpetuating the
modes of production and political domination of the dominant class.?® In this sense,
ideology would be about equivalent to political culture.?” As, since the introduction
of the People’s Republic in 1949, China is, according to its leaders, in a situation
of transition toward a socialist society, and thus it is not yet a classless society, the
concept of ideology of Marx (more particularly the concept of dominant ideology)
has for us the same theoretical function as the concept of political culture, namely a
role of legitimization of the power structure in place.?® This being posed, thereafter
I will use the concept of political culture as a synonym of ideology.

As for the content and the function of political culture in the political system,
one can first of all consider that there are three components or dimensions of the
political culture: cognitive orientations; affective orientations; and evaluative
orientations.? However, it seems to me that to understand the affective dimension
and, especially the evaluative one, it is necessary to know the model according to
which the individual determines the direction and the intensity of his affectivity
and his evaluation with regard to the political system. It is thus necessary to add a
fourth dimension of the political culture, which I call ‘normative dimension’. One
can then define the objects of these orientations: the political system as a whole;
components of the political system, that is, specific roles and structures, the people
who occupy the roles; policies, decision making, implementation, and evaluation;
and finally, the perception with regard to self in the political system.

Moreover, the distribution of political culture is not necessarily uniform in a
given society. On the contrary, there can be inside a society social sub-groups,
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each one bearing a specific political subculture.*® And, I add, there could be, in
specific historical cases, the emergence of a new class or social group developing
a political culture different from that of the traditional elites. The questions which
one can then ask regarding contemporary China are primarily the following ones.
First of all, through what intellectual means (in addition to material resources) the
new elite which seized power in 1949 has succeeded in imposing its own values?
Second, what is the difference between the political culture of this new elite and
the political culture of the Imperial era? Third, how does the political culture of
the new economic elite that emerged at the time of reforms after 1978 fit in the
ideology of the Party—State?

If one further develops the last question, one can ask whether the new economic
elite will develop a different political culture (that could even be in opposition to
that of the Party—State), or on the contrary, whether it is the latter which will have
to change its fundamental values in order to be in harmony with the values of the
new economic elite, or even more likely, whether it is the change of values of
the Party—State’s elite (converted to the benefits of the market economy) which
allowed and favoured the rise of the new economic elite.’! In this last case, there
would be no fundamental opposition between these two elites, and one could
even advance the hypothesis that China may evolve toward the same type of
relationships which exist in Western countries between a liberal economic elite
and a political party, or even several political parties located on a left-right axis,
but each one being more or less converted to the benefits of the market economy.
The only differences between economic elite and these political parties is one of
degree rather than of nature, bearing on the more or less interventionist role of the
state, the international economic relations, those legislations having an impact on
the market economy, in particular fiscal and environmental policies, as well as the
level of employers’ contributions to social security.*

As the hypothesis of the emergence in China of partisan pluralism similar to
the Western model is not very realistic in the near future, a substantial difference
between China and Western countries would nevertheless persist. In China the
oppositions inside the political elite would be in fact oppositions between the vari-
ous factions within the Party, whereas in the West oppositions and conflicts exist
between parties and interest groups, without obviously excluding the divergences
between the factions inside these various organizations. One could then consider
that these differences are rather of degree than of nature.*® Even if it is true that
single parties are not as monolithic as many people too often think they are, I am
nevertheless convinced that this interpretation is not satisfactory, because it leaves
completely aside the essence of the difference between mono-party and multi-
party systems. Debates between factions inside single parties are generally carried
out inside the party, largely sheltered from public scrutiny, whereas multi-party
systems present an opening significantly larger toward civil society, thanks to the
freedoms of press and association, which make it possible (and inevitable) to lead
much of the political debate in the open, as well as to the organization of competi-
tive elections between the various parties. For these reasons the difference is for
me one of nature and not of degree.
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This leads me to consider the link between political socialization and political
culture. It is indeed through the processes of socialization that society, and inside it
the various socialization agents, transmit to the individuals the values, the beliefs,
and the norms of behaviour which constitute the culture or subcultures.* If one
starts from the hypothesis that a society is subdivided into several social groups,
one can ask the question whether each of these groups possesses its own means
of socialization or whether a group has sufficient means of socialization enabling
it to use them to transmit its own culture to all the other social groups. In the case
of contemporary China, one is thus lead to wonder through what instruments of
socialization the CPC transmits to the rest of society its political culture, and how
and to what extent, thanks to these means, it succeeds amongst other things to
ensure the social cohesion necessary to the stability and the development of the
country. One would thus be tempted to consider that the means and the modes of
transmission of the political culture are specific to the elite in power at a given
moment, and consequently to carry out an analysis of the content of this politi-
cal culture and of the modes of action of the CPC, without worrying too much
about the legacy of the past. Contrary to this point of view, one can put forward
the assumption that the political culture is the result of a very complex historical
process, which creates, selects, gives up, invents and reinvents the elements of the
political culture. The passage of one political culture to another political culture is
thus not a simple phenomenon, where at a given historical moment all the legacy
of the past is destroyed and completely replaced by new values and beliefs.

More probably, we have a succession of phases: a political culture dominates
at one historical moment and for a certain time, then declines gradually® under
the thrust of new values, but without losing its force completely, succeeding in
imposing itself in certain cases, perhaps even integrating some of its features into
the new system of values and eventually constituting a new hybrid culture;* dur-
ing a next phase the new values can possibly relegate the traditional ones to an
unimportant marginal role. One generally considers that in the West the transition
from monarchical power to the democratic power represented a radical change both
from the point of view of the means and modes of transmission of the political
culture as from its contents. Besides, the fact that this change has been a progres-
sive one (in spite of the ‘revolutionary’ character of its beginnings) I am convinced
that it would be theoretically hazardous to consider that this historical case is valid
in all historical circumstances as a model of transition from one political culture
to another. Unfortunately, it is this that numerous Western sinologists propose
in order to interpret the development of Chinese society after the collapse of the
Empire: it was inevitable that China would undergo a radical and comprehensive
change of the means and modes of transmissions of the political culture, as well
as its contents. This opinion is generally founded by taking into consideration the
changes introduced since 1978 into the economic system: from the moment China
chose a market economy and opened its economy with the rest of the world, it
would inevitably transform itself into a democratic system, based on the rule of
law, the separation of powers, political competition, and thus a form of multi-party
system and free elections; otherwise it would inevitably collapse.’’ If one cannot
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obviously exclude, at least in the long run, the realization of this hypothesis, it is
as interesting to formulate the opposite hypothesis: certain features of the Imperial
power and the political culture that has been its ideological support (set up and
developed during two millennia), would persist still today and would tend to persist
in the future, at least in the short and medium run; and the new political culture,
integrating traditional and new values, could very well contribute to the stability
of the regime.*®

2 Chinese political culture: past and present

In this section I will propose a brief survey of Chinese culture with the purpose of
identifying its fundamental features, and to stress the ones which are still present
today in post-Mao China, and which orient the behaviours in the economy, polity
and society.

To analyze the development of the political culture of China is an endeavour
which largely exceeds the framework of this work. Nevertheless (and I have already
strongly underlined this) it is essential to try at least to determine the essence of it
in order to give an answer to the hypothesis suggested previously about the per-
manence at the present time of certain traditional features of the Chinese political
culture and of the means through which they are transmitted. The work of Jiang
Ping on the relationship between administration and politics during Chinese history
convinced me that the first way of carrying out this analysis consists in focusing
on the history of the relationship between these two entities.* While proceeding
in this way, one realizes indeed that in the transition from Imperial power to the
communist power, and the intermediary power of the Kuomintang, it is ideology
which has been and remains today the base of the power and the functioning of
the state. Moreover one discovers that these relationships perfectly account at least
for two major features of the Chinese political system: concentration of power and
government by men. Nevertheless this is not enough to account for the changes
introduced into the official ideology after the end of the Maoist era, when Deng
Xiaoping started to put into practice his famous statement about the colour of the
cat: ‘It does not matter whether the cat is black or white, provided it catches the
mice’. By this slogan, Deng intended to implement another famous slogan that was
to become one of the main features orienting Chinese politics and policy making
after 1978: ‘seeking truth from facts’. In practice the first consequence of this
new way of thinking has been the recognition of the superior efficiency of market
mechanisms over command economy. And this clearly needed some changes in
the ideological apparatus of the CPC. If our analysis is to confirm these changes,
then the last task will be to determine whether there are contradictions between
the elements of the ideology of the Mao era (which still persist today) and the new
elements introduced during the Deng era.

But let us start with the examination of the relationship between administration
and politics. In the Western liberal tradition, the distinction between political and
administrative functions is generally an admitted feature of the way of governing
Western countries, both in theory and in practice, even if this distinction has never
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been implemented with absolute rigour. Nevertheless, it is quite a real one in the
West.*® Moreover, if one adds to it the separation of powers, political pluralism
and the guarantee of fundamental freedoms, we have the essence of the solution
Western democracies invented to deal with the challenges posed by three closely
interdependent revolutions: the Scientific Revolution, the Industrial Revolution
and the Liberal Revolution. These revolutions required institutions able to man-
age the relationship between economy, state and society, while guaranteeing the
economic development and social and political stability. In China, throughout the
Empire and until our days, the concentration of powers does not give space to
this distinction. However, it cannot be denied that the power set up in 1949 has
been able to develop the economy while maintaining political and social stability,
without having to control vast opposition movements.*' Does this mean that the
Chinese people do not aspire basically to the same freedoms as Western citizens?
Or did the power put in place in 1949 succeed in transmitting a political culture
which ensures its permanence, while giving in return to the people the material
living conditions that satisfy them? Even if the answer to these questions is not
easy, | nevertheless will try to draw up an assessment of the political culture of
China, to detect the traditional features which persist today, and the new values
which appeared after the collapse of Empire.

2.1 The Imperial power

2.1.1 Confucianism: the ideological base of the Chinese Empire

Confucianism is a whole set of moral rules and social obligations.* It is founded on
the thought of Confucius (551-479 BC), supplemented and developed successively
by Mencius (380-289 BC), Xunzi (300-230 BC), Dong Zhongshu (179-104 BC)
and other great Confucians masters.* It is during the Han dynasty (206 BC), under
the reign of Emperor Wudi that this philosophy became, with the reinterpretation
of Dong Zhongshu, the orthodoxy of the Imperial dynasties.

This ideology, which deeply modelled the Imperial bureaucracy for 2,000 years,
is a unique example of stability of a system of thought which constituted the ideo-
logical support of Imperial power, in spite of the many periods of instability. This
is not to say that during the Imperial era this was the only political philosophy in
China. As Zufferey explains, this ideology has become in fact, during the Han
dynasty, a synthesis which combines with the Confucian values the yin/yang, legal-
ism, Taoism, as well as other streams of the pre-Imperial era. Moreover, Zufferey
draws our attention to the work of Wang Chong (AD 27-97). In fact Wang Chong
can be considered a pioneer of the post-Maoist era, as he considers innovation and
creativity to be the major qualities of the intellectuals.* No wonder these ideas were
severely criticized during the Imperial era, and above all by Emperor Qianlong
(r. AD 1736-95), very likely because they constituted a threat to the ideology upon
which rested the Imperial power. Wang Chong’s ideas were rediscovered in China
during the twentieth century, and they may constitute today an interesting support
to the new trends of the development strategy, as defined by Hu Jintao at the last



Chinese political culture and why it does matter 11

Party Congress of October 2007, when he put a lot of emphasis on the necessity
to introduce innovation into several important domains of Chinese society. I will
come back to this important point at the end of this chapter.

Another important point is worth mentioning at this stage of our presentation
of the Imperial ideology. In spite of the remarkable stability of the main ideo-
logical foundations of the Chinese Empire, this is not to say that Chinese society
remained unchanged from the beginning to the end of the Empire (i.e. from the
second century BC to the beginning of the twentieth century AD). These changes
have been very well summarized by the French sinologist Marie-Claire Bergere
as follows:* before the nineteenth century China is not a stagnant society as is too
often described by Western observers. The remarkable dynamism between the sixth
and the eleventh centuries is followed by the Dark Age and isolation, following
the Mongol conquest that came to an end only at the beginning of the sixteenth
century under the Ming dynasty. A new economic development then takes place
that continues under the Qing dynasty until the beginning of the nineteenth century.
Moreover, China has been a pioneer in the development of science and technol-
ogy since the tenth century.*® At the moment when Europe starts its own scientific
development (fifteenth—sixteenth century) China still possesses a considerable
advance in science and technology over Europe. The Chinese scientific innova-
tions exerted a remarkable impact on the organization of economic production, as
well as on social structures, including the appearance of forms of market economy
that are still partially present today, and are therefore worth studying in order to
understand the specific forms of the development of market mechanisms during
the reform era; that is, after 1978.4

Nevertheless, in spite of these very rich and varied contributions to philosophy,
science, technology, and economy, the point that is for our perspective decisive, is
that the official Confucian ideology constituted the basis upon which the Imperial
dynasties were able to justify and impose their power for more than two millen-
nia. Moreover, some aspects of the Imperial ideology, namely the propensity to
secrecy especially in the domain of science and technology, forbade the diffusion
of scientific knowledge outside a very narrow circle of scientists controlled by
the Imperial power.”® And this is one of the major reasons (in addition to other
factors within Chinese society) that explains why China lagged far behind Europe
toward the middle of the nineteenth century, especially in terms of economic and
military power.*

The main idea at the beginning of the development of official Confucianism
was to manage the country by moral rules to master the political disorder of the
end of the Zhou dynasty (second century BC).® The ideal society for Confucius
is the Dao where harmony reigns.*' To attain this goal, each member of society
must act in conformity with principles (li); that is, at the same time a set of moral
rules which govern social relations, and of rites which ensure the order of society
and the functioning of the state’s apparatus. It is necessary to cultivate the virtue
of avoiding seeking the satisfaction of personal interests. The honest man (junzi),
who seeks the general interest, must direct the vulgar man (xiaoren) who seeks
personal advantage.>
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Human relations are conceived on the basis of family relations,> the civil servant
(literati), thanks to the years-long study of traditional Confucian canons, must stand
as the example of xiao (filial piety) in the family.>* This virtue is then transposed
to extra-family relations. Their filial piety is transformed then into political fidelity
toward the Emperor. And this justifies the management of the country by these
civil servants who share the same Confucian ideology. This society is hierarchi-
cal and its management is paternalistic: the ministers must submit themselves to
the Emperor, the son to his father, the wife to her husband, the junior to the elder.
Governing people are regarded as ‘fumuguan’ (parent-civil servant) and the gov-
erned ones as ‘zimin’ (child-people). According to Dong Zhongshu, man is the
creature of Heaven; man, Heaven and Earth form a unit. Man can communicate
with Heaven and must be subjected to its will. This conception, which corresponds
to a paternalistic view of governance, provides a solid base for the monopolistic
power exerted by the Emperor. The latter reigns like a supreme head of a household
since, according to the doctrine, he is the representative of Heaven on Earth to
manage ‘Tianxia’; that is, all that is under the Sky-Heaven; that is, China. But this
absolutist power is not without limits, at least in the moral sense. The sovereign
must improve himself to become a moral example, otherwise Heaven will give him
warnings by causing natural disasters, and eventually, if he persists in error, it will
withdraw from him its mandate by means of popular revolts. The good govern-
ance must pass through the education of the people on the basis of moral rules and
the implementation of benevolent policies (ren zhi). Consequently, punishments
are only secondary means against the vulgar men.> Let us now examine how this
ideology is transposed into the organization of Imperial power.

2.1.2 The Imperial bureaucracy and the mandarins

The Imperial bureaucracy is composed of two parts: the Emperor and the class of the
civil servant. At the top of the hierarchy the Emperor monopolizes the legislative,
executive, and judiciary power. This power is absolute and indivisible. Whatever
his personality and his intelligence, the Emperor had necessarily to rely on an
administration to exert his absolute power over an immense agricultural country
like China. In addition, an economy made up of small agricultural properties could
not provide the conditions necessary to the formation of a class of literati able to
acquire economic, and thus political, independence.’® Moreover, tolerating the
existence of a class of intellectuals, independent from Imperial power, would have
contributed to the creation of a dangerous countervailing power for the monarch.
The essence of the Imperial bureaucracy is totalitarian, even if it never possessed
the material means to totally control the country and its people. The creation of an
immense state apparatus is the result of absolute power, and the development of
this apparatus has in turn reinforced the totalitarian character of the regime.>’
Through the centuries the Imperial bureaucracy has showed an unequalled con-
tinuity, in spite of the alternation of dynasties, and remained the principal pillar
of Imperial power. The mandarins which belonged to this state apparatus are even
considered, as a group, the real masters of the Empire. This class of intellectuals
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marked the history of China for 2,000 years by its omnipresence in the official,
social, economic, and cultural life.*®

The majority of mandarins form the elite who succeeded in passing through
a selection system of a rather political nature, founded upon the canons of
Confucianism: the Imperial examinations (Ke ju zhi). They thus share the same
Confucian philosophy. The implementation of this system made it possible not
only for the Confucians to be integrated into the power structure, but also for the
Emperor to secure the submission of all the intellectuals, since each one of them
had the same possibility, at least in theory, to become a member of the leading
class.” In fact, this system satisfies as much the intellectuals as the Emperor. On
the one hand, the Confucians can obtain at the same time a lifestyle worthy of their
statute and a royal way to carry out their political ideal, and on the other hand the
monarch avoids the development of a countervailing power, acquires an effective
tool of government and, more indirectly, ensures himself of a general popular
adhesion to the official ideology.®

The civil servants thus recruited assist the Emperor in the exercise of his power
without distinction between administration and politics and can be assigned to any
function at the central or local levels. They take part in the decision-making process
and implement the decisions.®! Know-how, good manners, the mastery of general
culture and of the art of managing men are more important for the success of their
career than the mastery of specialized knowledge.®

2.2 The end of the Imperial bureaucracy and the new bureaucracy of
the Kuomintang

The decline of the Imperial system can be briefly described in its economic, politi-
cal and ideological dimensions. As far as economy is concerned, the appearance
of new agricultural techniques, the development of industry, the multiplication of
trade, and financial relations with foreigners undermined the traditional economy,
which constituted the economic basis of the existence of the government and
the Imperial bureaucracy.® In addition, the forced opening of China by the for-
eign capitalist powers accelerated the process of bankruptcy of the traditional
economy. From a political point of view, a series of military defeats vis-a-vis the
foreign invasions and the imposition of the unequal treaties, the country revolt
of the Kingdom of Heaven of Taiping (1851-64), and the rise to power of local
authorities seriously shook the legitimacy of the Qing dynasty. On the ideological
dimension, the constitutional reform of 1898 (Wuxu bianfa) spread in society the
democratic and Western political ideas, and the idea of a democratic revolution
gained an increasing number of followers.* One could thus have expected radical
changes similar to those that appeared in Europe between the end of the eighteenth
and the nineteenth century.

However, the victory of the 1911 Revolution lead by Sun Yat-sen put an end
only to the reign of the Qing dynasty, but not to that of the bureaucracy. The
persistence of the traditional economy, the lagging expansion of industry and of
the national capitalist economy, and the exploitation of China by foreign powers
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and their political interferences made it possible for the old bureaucratic class to
survive after the revolution in spite of the formal transposition of a Western-type
political system.% The establishment of the Party—State by the Kuomintang gave
rise to a new bureaucracy.

In the same way, the revolutionary theory of Sun Yat-sen presents some con-
tinuity, beside considerable innovations. Indeed, even if the strategy of reform is
conceived as a progressive process® culminating in the establishment of a consti-
tutional government, the role allotted to the Party corresponds to the idea of unity
and harmony similar to the Imperial ideology.®” True, in Sun’s design, state power
is divided into political power (zhengquan) and government power (zhiquan).
Political power is allocated to the people, who exert four political rights: right to
elect, right of revocation, right of elaborating laws, and right of re-examining the
laws.®® Moreover, the constitution subdivides government power into five func-
tions: executive, legislative, judicial, supervisory, and power of examinations. It is
moreover specified that the Party must be opened to popular or political formations
who have a progressive role in the revolution, and that the government by party
does not imply that only one party monopolizes state power, but that it governs with
the political ideas of a revolutionary party.®® Lastly, at the local level Sun Yat-sen
recommends the autonomy of the local authorities as a means of making the masses
take part in state affairs, and as the base of a democratic republic. Nevertheless,
the role of the Party is again defined in the tradition of the unity principle. Indeed,
it is specified that the government must be directed by a party, which must be
revolutionary by nature.”” This political formation governs collectively through
its organizations at the various administrative levels. The Congress of the Party is
the supreme body of power, and its executive committee is empowered to carry
out the decisions of the Congress.

Moreover, it is true that the Nationalist Party exerts the political power as a
representative of the people, and allots the power of government to the national
government.”' Nevertheless, it is also true that the Party controls and orients all
the major government’s activities. In practice the Central Political Committee of
the Nationalist Party constitutes the link between the Kuomintang and the govern-
ment, and all the important decisions are made by this authority enjoying broad
legislative and administrative attributions.’”” The control of the government by the
Nationalist Party can be summarized as follows: (a) all the fundamental laws are
elaborated by the Party, (b) the principles, programs, policies of the government
are initially adopted by the latter before being implemented by the government,
(c) the most important persons in charge of governmental affairs are appointed
amongst the members of the Central Executive Committee of the Nationalist
Party.” In conclusion, some bodies of the Nationalist Party do, in fact, take up
the governmental duties in place of the national government. The latter is only the
executive body of the Kuomintang.

The implementation of Sun’s ideas by the Kuomintang obviously did not lead
China toward a democratic republic but to the formation of a new bureaucracy, that
of the Kuomintang. First, the revolutionary nature of the Nationalist Party radic-
ally changed since the installation of its power in Nanjing in 1927:™ after having
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integrated the former feudal bureaucrats and the warlords and having benefited
from the support of the international financial capital, it was no longer an anti-
imperialist and anti-feudal party. Second, state power was monopolized by the
strong men of the Kuomintang and more precisely by its chief Tchiang Kai-shek.
The political ideal of Sun was in fact abandoned and was used only as pretext by
the leaders of the Nationalist Party to preserve their power. Third, compared to the
Imperial bureaucracy based upon the exploitation of the peasants, this new bureau-
cracy, while being based on the support of foreign imperialist powers, monopolized
the national economy by the expansion of monopolistic capital, which caused an
opposition between this new bureaucracy and the rest of the population. Fourth,
in spite of the modern form of the administrative structures, the functioning of the
administration was based on the old bureaucratic practices.”

The analysis presented above, based upon the works of Chinese scholars
published in mainland China, is basically confirmed by Western academics. As
Immanuel Hsii puts it:

Of the three goals it set to achieve in 1928 — nationalistic revolution, demo-
cratic reconstruction, and social reform — the government by 1937 had made
considerable progress toward the first, modest advance toward the second, but
failed miserably in the third. Moreover, its extension of the Tutelage period
[i.e. the six years dominance period of the Nationalist Party envisaged by Sun
Yat-sen’s incremental model] beyond the original six years from 1929, under
the pretext of foreign invasions and domestic insurrections, disenchanted the
liberals, who came to regard the delay as an artful device of the Nationalists
to prolong their monopoly of power at the expense of constitutionalism.”

As for the persistence of the concept of unity, materialized by the dominant role of
the Nationalist Party and the de facto institution of a Party—State, it is interesting
to note that not only can this be considered as a heritage of the Imperial era, but it
can also be explained by the role played at that time by the Soviet Union and the
Comintern. In fact the Comintern simultaneously supported the Communists and
the Nationalists, and provided to both parties assistance in training their leaders
in the setting up and managing of a Leninist Party—State.”” Contrary to Western
powers (and especially the USA) who only supported the Nationalists on the basis
of Real Politik and their ideological aversion toward communism, the Soviet
Union supported both parties, in part for Real Politik considerations, but also for
theoretical reasons based upon Marxian theory. China being at the very initial
stage of capitalism (compared to Russia at the time of the Bolshevik Revolution),
a victory of the Nationalists seemed to be the most likely outcome from the point
of view of pure Marxian theory, hence the Comintern’s support of the Nationalists.
But the Russians’ own historical experience, based upon Marxist—Leninist theory
of the role of the Communist Party in succeeding in a revolutionary movement
in a country (Russia) where material conditions were not at all ripe, led them to
support the Communist Party of China as well.” We can now anticipate one of the
conclusions of our analysis of the victory of the Communist Party and the setting
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up of the Party—State under the label of the People’s Republic of China (PRC):
the persistence of part of the traditional Imperial ideology after the collapse of the
Chinese Empire, and the history of the relationships between the Comintern and
the Nationalist and Communist Parties suggest that Marxism—Leninism is very
likely less responsible for the institution of the Communist Party—State in 1949 than
the Imperial heritage. At the beginning of the twentieth century, it just happened
that Marxism—Leninism was the political theory and ideology that best suited ‘the
ideology, agenda and modus operandi’ of the newly created Communist Party of
China (1921): the novelty of class struggle and the dictatorship of the proletariat
(exerted on its behalf by the Party) could be perfectly married with the value of
unity inherited from the Empire.”

We can now conclude that the political culture of the Kuomintang perpetuated
some of the features of the traditional Imperial political culture, namely the princi-
ples of unity and harmony, assured by a single party; the non-distinction between
politics and administration, assured by the dominance of the Nationalist Party
over governmental organizations at all administrative levels. But at the same time
some new values have appeared in China, even if they did not discard the old ones:
constitutional government and its correlates (such as the supremacy of a written
constitution, the separation of powers, modern forms of administrative structure,
the rule of law); and, under the pressure of international capitalist forces (related
to local economic interest groups) some ideas of market economy. Of course
these ideas had already appeared during the last decades of the Empire, but with
the establishment of the Republic, one would have thought that they would gain
more supporters and credit. However, we are forced to conclude that the traditional
features of Chinese political culture were still more powerful than the new ideas.
Moreover, some quite difficult times were ahead of China. Whereas during the
nineteenth century the major threats and challenges came from outside, this time
the problems are the consequence of the cumulative result of both internal struggle
and foreign invasion.

During the inter-war period, the situation of China becomes chaotic. Not only
does the new republic not impose its power, but the birth of the Communist Party of
China (1921) leads to a civil war, which the Japanese invasion of September 1931
puts in parenthesis until 1945, but which resumes again after the end of World War
II culminating in 1949 with the defeat of the Kuomintang. It is therefore important
to examine what were, during this period, the ideological foundations of the power
of the future winner of 1949: the Communist Party of China. My objective will be,
once again, to verify the hypothesis of the persistence and/or change of the main
traditional features of the Chinese political culture within that of the Communist
Party that was to become the dominant culture after 1949.

2.3 The experience of the Communist Party of China from 1931 to 1949

The Communist Party of China established successively, during its armed strug-
gle that lasted about 20 years, three types of power or government: the Soviet
Republic of China (Zhonghua suwei’ai gongheguo) at the beginning of its armed
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struggle against the Nationalist Party in the 1930s; the democratic government
(kangri minzhu zhengfu) during the war of resistance against the Japanese invasion;
and the popular democratic government (renmin minzhu zhengquan) during the
civil war which opposed, once again, the two rival Chinese parties. The assump-
tion that I formulated previously — that is, the permanence of certain features
of the political culture of the Imperial power — can now be transposed to the
experiments accumulated by the Communist Party during these three periods and
to suggest that they have largely modelled the power of the People’s Republic
of China.

These three powers established by the CPC have in common the same major
feature: non-distinction between the role of the CPC and that of the government.
Once again the principles of unity and harmony are implemented in China, this
time by the CPC. In the Soviet republic of the 1930s, the organizations of the CPC
tended in practice to replace the Soviet which should have played the role of gov-
ernment.® The leaders of the CPC ruled directly within the Soviet, and designated
the persons who should be elected.®! This overlapping between the Party and the
Soviet was due to multiple reasons: the imitation of the experiments of the Russian
Revolution, the influence of Marxism—Leninism for the definition of the role of
the Party, and in particular the requirement of mobility in the armed struggle.® To
deal with these phenomena considered as abnormal, the Party decided, at the time
of its VI Congress (1928), to set up ‘Party core groups’ within all the Soviets. It
is true that, even if it was established that the role of the Party was to be played
through these groups within the Soviets, the Party insisted on several occasions
on the importance of observing the procedure for translating the resolutions and
political proposals into laws and decisions of the Soviet.** Apart from the ambiguity
of this statement, it is certain that the replacement of the Soviet by the Party has
generally constituted the rule.

Another notable feature of the relations between Party and administration dur-
ing the period of armed struggle was approved by ‘the decision of the Central
Committee of the CPC on the direction of the bases of resistance against Japan
and the readjustment of the relations between different organizations’.® With
the aim of adapting to the difficult situation with which it was confronted in the
war, and of reinforcing mobility, the Central Committee required by this decision
the unification of the direction for each base organization of the Party. In other
words, the Party organization was to be the supreme leading authority of each local
authority, and should rule all the activities relating to the Party, the army, and the
masses. This decision made it possible for the CPC to reinforce its capacity of
directing the local authorities, organized according to the principle of the ‘three
thirds’ which were already ensured through the ‘Party core groups’.® This principle
was also implemented during the civil war. The Central Committee underlined in
one of its documents that this unification of the direction of the Party means that
the problems are to be solved through the deliberations within the organizations
of the Party rather than by personal decisions. Moreover, the ‘Party core groups’
installed within the government and the popular organizations have the obligation
to ensure the implementation of the decisions of the Party by these organizations.3
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We will see thereafter that the essence of this way of conceiving the control of
the country basically did not change after the introduction of the popular Republic
in 1949.

Once again, the principles of unity and harmony, and the non-distinction
between politics and administration, assured by the dominance of the CPC over
the whole of the governmental organization, are at the core of the political culture
of the CPC, together with the new Marxist ideology, that Mao will adapt to the
Chinese situation.

2.4 The political culture of the People’s Republic of China:
continuity and change

In the first part of this section, I will begin by addressing the elements of the politi-
cal culture inherited from the past which still persist today. Then, in the second
part, I will take into consideration the new elements which have emerged during
the history of the PRC, and especially during the Deng era. Finally, I will examine
the changes introduced by Jiang Zemin and Hu Juntao.

2.4.1 Persistence of traditional political culture

A first finding is evident: the principles of unity and harmony are still at the core
of the Chinese political culture after 1949 in spite of (or maybe because of) the
adoption of Marxism—Leninism, although Mao has adapted this ideology to the
Chinese situation.®” Although there are considerable differences between the
traditional Imperial ideology and Marxism—Leninism, the implementation of the
political ideals of the latter necessitates a centralized and unified political direction
under the leadership of the Party. The principle of unity is therefore also at the
core of the new Chinese political ideology. This is true first for the management
of the revolution (1921-49), and second for the implementation of the revolution-
ary ideals after the victory over the Kuomintang (1 October 1949), in spite of the
fact that the ideals based upon Marxism—Leninism constitute a radical change
from the Imperial past. Deng Xiaoping has further developed Mao’s ideas by
introducing the Four Cardinal Principles and the Four Modernizations, that in
fact complete the Marxist-Leninist elements of the Party’s ideology.®® As these
new elements will be confirmed by Deng’s successors, they will acquire, in my
opinion, the statute of fundamental elements of ‘the traditional PRC ideology’. I
will deal in more detail with these ideas in the chapter on Deng’s development
strategy, and in the last part of this chapter I will try to identify the new elements
introduced by Jiang Zemin and Hu Jintao and evaluate to what extent these novel-
ties constitute a departure from traditional Chinese ideology, both Imperial and
Marxists—Leninist, without leaving aside the hypothesis of a revival of certain traits
of the Confucian tradition. For the moment it suffices to show that the structure
and the formal organization of state power of the PRC are the first indicators of
this persistence.



Chinese political culture and why it does matter 19

PERSISTENCE OF TRADITIONAL POLITICAL CULTURE IN THE ORGANIZATION OF
THE PARTY-STATE

China is formally a unitary country, and this means that the Central Government
directs the activities of the local communities and determines the attributions of
the central and provincial administrative bodies (Art. 89, subparagraph 4 of the
Constitution). The local governments direct their departments and the govern-
ments of the lower level, and have the right to modify or cancel their decisions
when considered to be inappropriate (Art. 108 of the Constitution). As the local
governments are issued from the People’s Parliament of the same level, they are
accountable to the latter for their activities.®*® But in fact, the local governments
must be subjected to a double direction, on one side to that of the local Peoples’
Parliament, and on the other side to that of the Committee of the CPC of the same
level and that of the government of the higher level.

Within the administration the principle of democratic centralism and the system
of responsibility for the administrative chief are implemented at all levels.*® This
means that public policies, before approval and implementation, must be discussed
at length. Once approved, they must be applied without fault. The chief directs all
the activities of his organization, has the last word, signs all the decisions, orders
and payments, and bears the full responsibility. He has the right to propose to the
assembly of the same level candidates to positions with responsibility.”’ I will come
back to democratic centralism hereafter.

For the moment it is interesting to note that, with the exception of the principle
of democratic centralism and the system of responsibility for the administrative
chief, the formal organization and the composition of the government are not basi-
cally different from what exists in Western countries. It is the role played by the
Communist Party which ensures an application without fault of the principles of
unit and harmony.*

Whereas the organization of the Party at all levels (central and local) does not
make it possible to detect indicators confirming the permanence of traditional
cultural features, it is rather the role attributed to it by its statutes, and the way
of interpreting this role, which confirm the permanence of the principles of unity
and harmony.” First of all, as we have already seen, the Party functions on the
basis of democratic centralism, which is the organizational principle of the CPC.
This principle requires that the Party members subject themselves to the Party
organization, the minority to the majority, the lower rank organizations to the
higher ones, the organizations and the members of the Party to the Congress and
to the Central Committee. Furthermore, the statutes attribute to the Party the
role of being the avant-garde of the Chinese working class, the Chinese people
and the Chinese nation. Its supreme ideal and its ultimate goal are to carry out
Communism.” The CPC takes Marxism—Leninism, Mao Zedong’s thought,
the theory of Deng Xiaoping, Jiang Zemin’s Three Represents, and Hu Jintao’s
Scientific Development Concept as the guide of its action. Then, the actual func-
tioning of the Party does nothing but reinforce these same principles. But let us
examine first the organization of the Party.
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The National Congress and the Central Committee elected by the former con-
stitute the supreme leading bodies of the Party. Similarly, the local assemblies and
committees of the Party, elected by the former, are the leading bodies of the Party
at the local level.

Atthe central level the Congress of the Party is convened by its Central Committee
every five years.” The Congress of the Party elects its Central Committee and the
Central Commission of control and discipline. During the interval between two
Congresses the Central Committee directs and represents the Party abroad. The
plenary session of the Central Committee is convened by the Political Bureau at
least once a year. The Political Bureau, its Standing Committee, and the Secretary
General are elected by the plenary session of the Central Committee. The Political
Bureau and its Standing Committee exert the functions of the Central Committee
during the interval between two plenums. The Secretary General must sit in the
Standing Committee of the Political Bureau; it convenes the meeting of the Political
Bureau and that of its Standing Committee, chairs the Central Secretariat which is
the working body of the Political Bureau and of its Standing Committee.

On the local level, from the provincial to the district levels, the local Congress of
the Party is convened every five years; it elects the Committee of the Party of the
same level. The Local Committee of the Party directs the activities of its locality
during the interval between two congresses. The plenum of the Local Committee
elects its secretary, secretaries assistant and its Standing Committee. This Standing
Committee exerts the functions of the Local Committee of the Party during the
interval between two plenums.

Given this organization, which as we have already noticed is not overtly built
on the principles of unity and harmony, what are the practices in the activity of the
Party which make it possible to reinforce these principles? First of all the Party sets
up ‘Party Organizations’ or ‘Core Party Organizations’ or ‘Party Committees’ or
‘Party (leading) groups,’®® which are created when there are more than three mem-
bers of the Party within enterprises, villages, social services organizations, schools
and universities, institutes of research, districts, mass organizations, intermediate
organizations, the Popular Liberation Army, etc. These core organizations of the
Party are charged to implement the line, principles, policies and resolutions of the
Party, and to organize its members; they constitute the combat fortress of the Party
at the base. Moreover the Party institutes ‘Party Organizations’®” within the central
and local governmental administrations, mass organizations, economic, cultural,
and other non-Communist organizations. They play the role of core of the direc-
tion. They have inter alia the obligation to apply the line, principles and policies
of the CPC, and the power to discuss and decide affairs of major importance for
these organizations.

In this context, the most striking characteristic of the way of ensuring unity and
harmony consists in the link (of hierarchical nature) between the Party and the
government. The Party appoints in fact the most important governmental leaders,
and many of these occupy leading positions within the Party (see Figure 1.1a and
1.1.b). Moreover the Party gives all the fundamental impulses (principles, policy
guidelines) to the governmental authorities. And that is valid on all the levels of
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the politico—administrative structure of China. It is also the demonstration that the
symbiosis between administration and politics continues to be one of the charac-
teristics of the political culture and the political practices of contemporary China.
Several indicators support this statement. Figures 1.1a and 1.1b summarize the
situation during the first and second mandates of President Hu Jintao. There are
some minor differences, but the general structure is practically the same. There are
two remarkable differences between the two mandates of Hu Jintao. First, for the
period 2007—-12 the President of the Supreme Court (Yang Jen-shou in Figure 1.1b)
is not a member of the Central Committee, whereas his predecessor was (Xiao Jang
in Figure 1.1a). Second (which does not appear in Figures 1.1a and b), whereas
during the first mandate (2002—7) the Director of the Organization department
(who supervises the major appointments and promotions at the central and local
levels) was a member of the Permanent Committee, during the second mandate
(2007-12) the new director is a member of the Central Committee, but not of the
Permanent Committee.

At the central level the Permanent Committee of the Political Bureau of the
Central Committee of the CPC and its members constitute the true core of state
power. These members cumulate the functions of leaders of state: Hu Jintao, who
is Secretary General of the Party, is also President of the Republic and President
of the Military Commission; the Vice-president of the State, the President of the
Parliament, the chief of the government (the Prime Minister), and the President of
the Consultative Conference are all members of the Permanent Committee of the
Political Bureau. Within the Political Bureau each permanent member, assisted by
some not-permanent members of the Bureau or by a secretary of the Secretariat
of the Party, is in charge of state affairs in a certain field, and directs in fact the
governmental agencies of this field. The government carries out the policies laid
down by the direction of the Party.

The CPC exerts its direction of state affairs through the Party committees and
the Party groups.”® The most important decisions are made at the meetings of the
Party committees and Party groups. Departments are established within the Local
Committees which ensure the supervision of the corresponding governmental
services. The secretary of the committee and his assistants have more authority
than the administrative chief of services of the same domain.” The secretary of
the committee, number one of the locality, has precedence over the governor or
the mayor. The administrative chief of a locality, normally assistant secretary or
permanent member of the committee, is subordinated to the decisions of the com-
mittee of the abovementioned group. It is not rare that a secretary or his assistant
cumulates governmental functions.

The management of the cadres constitutes one of the means used by the Party to
concretize its management of the state. This means the nomination, the revocation,
and the current management of the cadres: training, recommendation, assignment,
evaluation and control. It covers not only the executive members of the Party in
governmental and partisan administrations, the Peoples Congress, the court, the
procuratorate, the mass organizations, and state-owned enterprises (SOEs), but also
the non-communist cadres in leading positions within the schools, the universities,
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the institutes of research, etc. The central direction of the Party determines the lines,
principles, and policies concerning the management of the cadres, and establishes
and interprets the laws and the regulations in this matter.!® The Department of
the Organization of the Central Committee of the CPC and the departments of
the organization of the Local Committee of the Party are bodies in charge of this
field. This responsibility is assumed by hierarchical rank and by sector.!®! Under
the terms of ‘the decision on the establishment of the list of functions of the cadres
by the Central Committee of the CPC’ made public in January 1955, the Central
Committee is responsible for the recruitment and the promotion of the cadres
mentioned on this list. These are the most important cadres with rank of governor
or minister. The Local Committees of the Party deal with the cadres of the imme-
diately lower level. Horizontally, within the Central Committee of the Party or
within its Local Committees, this task is distributed between the departments by
sector and they manage the executives in their own domain.

PERSISTENCE OF TRADITIONAL POLITICAL CULTURE IN THE DISCOURSE OF
CHINESE LEADERS

As I have said on several occasions in this chapter, Deng Xiaoping is considered
as the Chinese leader who led the country toward and on the road of reforms by
introducing several novelties into the PRC ideology, market mechanisms being the
most important as it meant a departure from the implementation of a fully planned
economy. Nevertheless, he still adheres to some of the traditional elements of
Chinese political culture, namely the principles of unity. Indeed, his definition of
the Four Cardinal Principles'® stresses the fundamental role of Marxism—Leninism
and Mao thought as the ideological guidance of the PRC and the dominant role of
the Communist Party as the leading organization capable to implement socialism
in China. I will come back in more detail to Deng’s role in forging both ideology
and China’s policies in chapter 2.

It is interesting to note that some of these traditional cultural traits (both of the
Imperial and the Mao eras) constitute the logic underpinning the speech President
Jiang Xemin has delivered at the XVI congress of the CPC, 8 November 2002.'%
While referring several times to Mao’s and Deng’s contributions, Jiang starts his
speech by reaffirming some fundamental principles, above all the fundamental
necessity of reinforcing the capacity of the Party to continue to exercise its lead-
ership over Chinese society. And here again we have a clear reassessment of the
concept of unity. Right from the beginning it is strongly reaffirmed that: ‘Our Party
must stand firm in the forefront of the times and unite with and lead the Chinese
people of all ethnic groups ...".

President Jiang then develops 10 fundamental principles, of which the follow-
ing suffice to demonstrate the importance of the reinforcement of the Party in the
discourse of the then Secretary General. Jiang reaffirms the necessity to continue
to adhere to the Four Cardinal Principles and develop socialist democracy. ‘The
Four Cardinal Principles are the very foundation on which we build our country.
We must uphold the leadership by the CPC and consolidate and improve the state



24 Reconciling State, Market, and Society in China

system — a people’s democratic dictatorship, and the system of political power
— the people’s congresses.”'*

Moreover, even when dealing with his theory of the Three Represents, Jiang is
very careful to affirm that the goal of this fundamental strategy is to reinforce the
Party. The theory of the Three Represents, says Jiang:

is a powerful theoretical weapon for strengthening and improving Party build-
ing and promoting self-improvement and development of socialism in China.
[Moreover,] to carry out the important thought of Three Represents it is essen-
tial to push forward Party building in a spirit of reform and instil new vitality
in the Party. Attaching vital importance to and strengthening Party building is
a magic weapon, by which our Party has grown from a small and weak force
to a large and strong one, risen in spite of setbacks and matured gradually in
surmounting difficulties. As the historical experience of the Party over the past
80 years and more shows, the most important point is that we must build up the
Party according to its political line, central task and general goal for building
it with a view to enhancing its creativity, cohesion and fighting capacity.

By dealing then with the reform and the improvement of the role of the CPC, Jiang
further defines the CPC role as follows:

Leadership by the Party mainly refers to its political, ideological and organiza-
tional leadership. The Party exercises leadership over the state and society by
formulating major principles and policies, making suggestions on legislation,
recommending cadres for important positions, conducting ideological public-
ity, giving play to the role of Party organizations and members and persisting
in exercising state power according to law. Party committees, playing the role
as the core of leadership among all other organizations at corresponding levels,
should concentrate on handling important matters and support those organiza-
tions in assuming their responsibilities independently and making concerted
efforts in their work. We will further reform and improve the Party’s working
organs and mechanisms.

In the final part of his speech Jang Zemin comes back to the necessity of strengthen-
ing the Party by showing the importance of the link between the reinforcement of
the Party and the training of the Party’s cadres. He stresses the necessity to build
up the Party’s governing capacity and improve its art of leadership and governance;
to adhere to and improve democratic centralism and enhance the Party’s vitality,
solidarity and unity; to build a contingent of high-caliber leading cadres and form
an energetic and promising leadership; build the Party well at the primary level,
reinforce its class foundation and expand its mass base. Jiang further reaffirms that
Party organizations in enterprises must

carry out the Party’s principles and policies, and provide guidance to and
supervise the enterprises in observing the laws and regulations of the state.
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[They should exercise leadership over] trade unions, the Communist Youth
League and other mass organizations, rally the workers around them, safe-
guard the legitimate rights and interests of all quarters and stimulate the
healthy development of the enterprises. We should attach great importance to
Party building in communities, striving to bring about a new pattern in Party
building in urban communities, with the focus on serving the people. We
should intensify our efforts to establish Party organizations in mass organiza-
tions and intermediaries. We should fully carry out Party building in Party and
government organs, as well as schools, research institutions, cultural group
and other institutions.

Jiang’s successor, Hu Jintao, while introducing some important novelties which I
will deal with in the next section of this chapter, in his speech at the following Party
Congress of October 2007 remains nevertheless in line with some fundamental
elements of the traditional Chinese political culture: the Four Cardinal Principles
are confirmed as well as the necessity to further strengthen the Party. And we will
see in the last part of this chapter that some novelties introduced by Hu can be
interpreted as a revival of Confucian values.

We may now conclude that during the post-Mao era the adoption of some
remarkable novelties, such as the market mechanisms promoted by Deng which I
will deal with in the next part of this chapter, has not weakened many of the tradi-
tional features of China’s political culture inherited from the Imperial era; namely
the values of unity and harmony. On the contrary, by integrating these novelties
into Marxism—Leninism (as it was interpreted and adapted by Mao to the Chinese
situation) the Chinese leadership has not weakened these traditional values, but
has even strengthened them. In fact, Marxism—Leninism is quite in line with the
idea of attributing the leading political role to the Party, considered as the sole and
exclusive organization capable of guiding the country on the road toward socialism.
In this perspective, the traditional values of unity and harmony inherited from the
Empire are the values the Party must promote and abide to, if it wants to build the
ideological basis giving it the necessary legitimacy for accomplishing its histori-
cal mission. Moreover, by introducing market mechanisms within this ideological
framework, the Party can justify its leading role as it is in charge not only of
introducing elements of market economy while safeguarding stability, but also of
being in the position, thanks to its leading role, to limit the negative consequences
of market economy. I will deal with these last aspects in the following chapters.
For the moment it suffices to remark that the result of this mix of old and new
cultural elements has been the emergence in the post-Mao era of a new traditional
political culture (or ideology) combining traditional values inherited from the
Empire, new values based upon Marxism—Leninism and, in the Deng era, market
economy. The structure of this new ideology may look rather strange to Western
scholars, used as they are to analyzing social phenomena through the lenses of their
rational categories that do not allow the coexistence of such ‘contradictory’ values
as unity, harmony and free market economy.!® For a Western mind, a ‘socialist
market economy with Chinese characteristics’ is a flagrant contradiction in terms.
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Nevertheless, after 30 years of reforms based upon this ‘strange marriage’, we
must concede that China is showing to the world that, at least so far, it can manage
this ‘contradiction’ in a relatively satisfactory manner. Nevertheless, it is today
widely recognized by both Western and Chinese scholars that the implementation
of this ideology and political programme has produced several remarkable factual
contradictions.'” But the present Chinese leadership seems to be seriously ready
to address these contradictions in the near future, as has been confirmed at the
National Party Congress of October 2007. I will come back to these important
trends in the following chapters of this book and try to evaluate to what extent they
can indeed eliminate these contradictions.

2.4.2 Changes in the political culture during the post-Mao era

The accession to power of Deng Xiaoping marks an important break with the
Maoist era that lasted more than 25 years from 1949 to Mao’s death in 1976. This
change is visible firstly by looking at the content of the reforms undertaken in the
1980s, and I will deal with this important development of Chinese society in the
next chapter. But for the moment it is important to point out that these reforms
were accompanied by profound changes in the ideological discourse, which are
therefore very important in order to understand the Deng Xiaoping era. Not only
do they make it possible to understand the Party’s line, but they also have their own
relative independence as they influence the political climate, and thus the political,
economic and societal developments.

Before analyzing in more detail the ideological discourse during the Deng era, it
is important to define more precisely what I understand by ‘ideology’ in this con-
text. Following the work of Zhang Weiwei,'"” I use ideology as a concept similar
to the concept of political culture which I have defined earlier in line with the more
strict definition proposed by Lucian Pye: ideology (or political culture) is the whole
set of the attitudes, beliefs and feelings, which gives order and a significance to the
political process, and which defines the underlying postulates as well as the norms
which guide behaviour in the political system.!% In this sense, political culture can
be considered as a whole set of ideas introduced into political discourse, with the
purpose of guiding and/or of justifying public policies and political actions.'"”

THE OBJECTIVES OF DENG’S STRATEGY

I propose to understand the policies implemented by Deng as the result of a rational
calculation pursuing two goals: on the one hand, improvement of economic per-
formances of China which will satisfy the Chinese population by putting at its
disposal goods and services, and on the other hand the consolidation of the power
of the CPC and of the personal power of Deng within the Party. These two related
goals were a rational response to the damages of the Cultural Revolution both for
the Party and the Chinese population: the material conditions of the Chinese people
had to be improved, and if this goal was to be achieved by the Party, this same
goal would become the sine qua non condition for restoring Party legitimacy and



Chinese political culture and why it does matter 27

thus its power. Posing the question of the ‘real” or main purpose of Deng’s poli-
cies (personal power, Party power, or the wealth of the people) is irrelevant in this
context. What is at stake is the justification of the reforms and, as we will see in
the next chapter, the actual results of the reforms in terms of benefits or damages
to the Chinese people.

The ideology developed by Deng is strongly related to these two objectives.
Reforms were not possible without changing at least part of the ideology of the Mao
era. An ideological change was thus a condition necessary for orienting political,
economic and societal change. But in return, socio-economic changes have also
brought changes of mindsets and ideologies. The relation between ideology and
socio-economic changes is not a one-way but a two-way relation. It is thus clear
that in our approach, power is also closely related to ideology, the leaders seeking
to legitimate through ideological discourse the power they possess, and the policies
they implement. Of course, as we shall see in the next chapter, it is not enough to
‘preach’, it is also necessary to provide people with what they need. In the case of
Deng: economic development and access to goods and services. If the ideologi-
cal discourse legitimates the existing power structure that places the CPC and its
leaders at the apex of society, polity, and economy by promising to deliver what
people need, it is plausible that ideology will accomplish its legitimating function.
But one day or the other, power will have to demonstrate that what it has promised
has actually been delivered. Moreover, at the moment of taking stock, one will also
have to take into consideration the unwanted consequences that often appear along
with the intended results of the implemented policies.

I will now analyze Deng’s ideological discourse which I consider as a rational
calculation aimed at attaining the two abovementioned goals: economic develop-
ment and restoring, maintaining, and developing the CPC power. For this purpose
I will first examine the process of Mao’s succession; second, the introduction by
Deng of the first fundamental change in official PCP ideology, that is, the concept
of ‘seeking truth from facts’; third, the search for democratization and its limits,
which will bring us back to the question of power; fourth, the campaign against
the bourgeois liberalization; and finally the promotion of spiritual civilization and
of socialism with Chinese characteristics.

DENG’S STRATEGY AND MAO’S SUCCESSION

In order to understand the importance of Deng Xiaoping as a leader, it is necessary
to analyze Mao’s succession. Mao had based his power more upon his own personal-
ity than upon the Communist Party as an institution, thus providing an outstanding
historical example of one of Max Weber’s types of legitimate power — ‘the char-
ismatic power’.'!" In fact, Mao’s legitimacy rested largely on his charisma, and his
death in 1976 left a great vacuum in the Chinese power structure. It is clear that a
delicate phase of transition was then opened, that could have sent China in different
directions, none of which could have been void of negative consequences.
Weber’s typology is very useful for understanding this moment of transition.
Weber distinguishes three types of legitimate power: legal-rational power, ‘resting on
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the belief in the legality of the adopted regulations,’ traditional power, ‘resting
on the belief in the holiness of traditions valid from immemorial time’, and finally
charismatic power ‘resting on the submission to a person possessing a particular
charisma’.!"" For Weber, charismatic power is essentially exceptional, and thus
it will eventually evolve toward an ‘ordinary’ form of power.''? So, charismatic
power is brought to evolve irremediably: ‘it traditionalizes or it rationalizes (or
legalizes itself)’.!"® This evolution is particularly necessary when the charismatic
leader disappears and succession difficulties arise.

Hua Guofeng became the immediate successor of Mao. Mao is recorded as
having said to him on his death bed: ‘with you in charge I am at ease’.'"* He was
officially confirmed as chief of Party and of the Commission of Military Affairs in
July 1977. He introduced the famous slogan ‘two whatevers’: all that Mao decided
must remain valid; none of the instructions of Mao must be violated.!® It is clear
that Hua asserts a legitimacy of the traditional type. He is legitimate because he
is the successor of Mao, and his policies are legitimate because they are in line
with Mao’s policies. Mao’s decisions are valid ‘in any time’; they are the ultimate
criterion of political action. But Hua’s economic programme soon proved to be
unsuited to the Chinese situation; the socio-economic conditions of the country
made necessary a change of policy, and a rupture with the Cultural Revolution.

THE FIRST FUNDAMENTAL DEPARTURE FROM MAO’S ERA: SEEKING TRUTH FROM FACTS

The introduction of this fundamental change in the official ideology of the CPC is
strictly linked to the transition of the Party’s leadership from Hua Guofeng to Deng.
In 1977 Hua agrees to rehabilitate Deng (who was purged in 1976) and announces
the official end of the Cultural Revolution, thus marking a first break with Mao’s
era. However, the traditional legitimacy asserted by Hua prevents him from devi-
ating too much from Maoism, and this leads to a gradual crumbling of his power.
Deng and his allies, critical of the policies pursued by Mao since 1958, launched an
ideological attack against the slogan of the ‘two whatevers’. In 1977 Deng declares
that it was necessary to restore the traditions of the Party by ‘seeking truth from
facts’ which was, according to him, the quintessence of the Maoist approach.''®
Deng thus sought to assert his legitimacy in the same way as Hua: by appealing to
the Maoist heritage; that is, a legitimacy of the traditional type. Nevertheless, the
reformists were not strong enough in 1977 to openly oppose Hua, without the risk
of appearing to be against the Maoist heritage. Moreover, Deng has still to gain the
support of the cadres of the Party, many of whom had remained faithful to Mao. In
order to assess his power within the Party, Deng had to demonstrate being in line
with Mao, and this continuity was against any kind of abrupt change. Nevertheless,
the criterion of ‘seeking truth from facts’ is not simply an epistemological position;
it is also an indicator of a break with the policy pursued by Mao. Such a departure
from at least part of the Maoist legacy was necessary. Indeed, during the Cultural
Revolution the Maoist ideology had lost a great part of its credibility within the
Chinese population.''’ It is thus well and truly the legitimacy of the Party which
is at stake here, and the reformists had very well understood that the Communist
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Party could not remain in power without a serious change of policy. Deng thus
skilfully succeeded in presenting himself as Mao’s successor, while defining the
first steps of a radical policy change.

One can interpret the new criterion of truth as a rationalization of the decision-
making process, in line with the meaning given to it by Max Weber or even Nobel
Prize winner Herbert Simon.''® Indeed, once one has fixed the goals of the policies
(value judgment), one can evaluate their effectiveness and efficiency only according
to the results obtained (fact judgment). It is what Deng will do by announcing four
modernizations in 1978. Public policies will be evaluated only according to one
criterion: do they facilitate or prevent the achievement of these modernizations? It is
alsowhathe had previously affirmed in 1976 ina draft report on the future orientation
of China: “What is the new orientation? Out with romanticism and excessiveness:
in with a realistic management based upon empiricism and the adequacy of the
means with the objectives.’!"® This new criterion of truth allows more flexibility,
as it makes it possible to propose entirely innovative solutions to the difficulties as
they arise, since one will not judge policies according to any dogma, but according
to the results obtained. It is this same idea that one finds in the famous sentence:
‘It does not matter whether the cat is white or black, provided that it catches the
mice’.'? One can add that this change is not only a change in the process of legiti-
mizing power, but also a change in individual and collective behaviour. If we apply
to this change Weber’s typology, which distinguishes emotional, traditional, value-
rational (‘wertrational’) and instrumentally rational (‘zweckrational’) behaviours,
one can consider that with Deng’s new way of making decisions China’s leadership
passes from Hua’s traditional behaviour (i.e. with actions ‘dictated by practices,
habits, and traditional beliefs’),'?! to Deng’s instrumentally rational behaviour (i.e.
actions where ‘the actor conceives the goal clearly, and implements the means in
order to attain this goal’).'” The goal set by the reformists, as I have already said,
is conceived mainly in terms of economic performance. '

THE SEARCH FOR DEMOCRACY AND ITS LIMITS

For Deng, the implementation of public policies aimed at improving economic
performance, necessarily requires a ‘release of thought’;'** that is, by encouraging
a spirit of initiative in all Chinese citizens that will maximize the energies of the
population, and the development of the productive forces. Moreover, Deng under-
stands that progress toward more democracy and the establishment of legality are
the necessary conditions for economic development. This implies a democratiza-
tion of political life within the Party and the state, enterprises, and society. The
population must be able to supervise state and enterprises. The Party must be able
to better guide the reforms and thus to be more effective. For achieving these objec-
tives, Deng is convinced that the Party should leave more space to the initiative
of the economic actors. For Deng, this was not possible in the past because Party
leaders, especially Mao, enjoyed too large a personal power. China must give up
its traditional tendency toward authoritarian power, and opt for the democratic
tradition and the ‘rule of law’.'? As has been stressed by Ronald Keith,'?¢ after the
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excesses of the Cultural Revolution, the law was seen as an institutional protection
against the personal power of the leaders. This is the first important move toward
the ‘rule of law’ and away from the ‘rule of man’.

Obviously, the movement toward more democracy had its limits, and China
could not become, from one day to the other, a democracy according to the Western
model. However, the introduction of the concept of legality and rule of law can
be interpreted as the beginning of an evolution toward a Weberian legal-rational
state, in which the supremacy of rules over interpersonal relationships constitutes
the core of this type of power. And this is the interpretation of many Western
scholars: the development of the economic system (especially if it introduces
market mechanisms) must inevitably be sustained, if it is bound to produce the
expected results, by a more rational organization of all parts of society; that is, by
the rationalization of the state and of the behaviour of economic actors. According
to Weber, the development of a rational economic system (be it a market economy
or a planned economy) is based upon the capacity of economic actors to precisely
calculate their behaviour and the behaviour of the other actors. As the state is also
intervening in the economy, the behaviour of the state must also be taken into
account, and must be foreseeable. The supremacy of law over interpersonal inter-
actions is the condition for guaranteeing the predictability of actors’ behaviour,
including the state. Therefore, predictability of human behaviour is the condition
for the development of the economy. For Weber this is the result of the general
process of rationalization of Western societies, which is present in all sectors of
private and public activities. But it is not at all certain that China will adopt all the
main features of the Western model: we cannot exclude that China will eventually
adopt some ‘functional equivalents’ to at least some of the Western features. This
could be done either by inventing new features or by using the characteristics of
the traditional Chinese culture.'?’

As I have already said, Deng has two main objectives. The first is to improve
the economic performance of China, but he understands that to achieve this goal
another instrumental objective is necessary; that is, a relative democratization, and
a greater importance attached to legality. Secondly, these ideological and practi-
cal innovations had the function of restoring the prestige and the legitimacy of the
Party with the Chinese population. Deng indeed seeks to mark a break with the
authoritarianism of the Cultural Revolution which had largely diminished, if not
destroyed, the credibility of the Party. Moreover, he seeks to secure the support of
the population by offering not only more freedom but also concrete results, namely
the improvement of the standard of living. Thus, the two constraints represented
by power and economic performances are, in this case, compatible: the movement
toward more democratization allows Deng at the same time to reinforce the prestige
of the Party and to support the economic performance.

However, as I said before, the movement toward democratization and the release
of thought are not without limits. Deng is ready to accept democratization only if
it does not put in danger the power of the Party. The consequence of this is that
the two constraints mentioned above are not always compatible. A strong tension
appears for the first time during the episode of ‘the wall of democracy’. From the
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autumn of 1978 on, a wall in Beijing is being used by the inhabitants as a place
where they can express their opinions: papers are posted on this wall calling for
more reforms, as well as some criticisms of Stalin, and even of Mao. It just appears
that these posters support, in fact, the way chosen by Deng, but at the same time
the third plenum of the Party of December 1978, often considered as the starting
point of the reforms and the attacks against the Cultural Revolution, had the effect
of opening Pandora’s Box. In 1979, manifestations and protest movements start.
An increasing number of critical posters on the problem of the dictatorship in China
are posted on the democracy wall. Some of them ask for the fifth modernization;
that is, democracy. Xu Wenli, one of the organizers of the wall of democracy,
affirms that ‘four without five equals zero’; in other words, without the establish-
ment of democracy, the reforms will inevitably collapse.!?® Deng cannot accept this
extreme challenge to the power of the Party, and he orders the closing of the wall,
and the major activists are then arrested. He then poses the limits to the release of
thought by defining the Four Cardinal Principles, with which the reform policies
must comply; that is, to keep to the socialist road and the people’s democratic
dictatorship, the leadership by the Communist Party, and Marxism—Leninism and
Mao Zedong thought.'”

One can see that the ideological discourse of Deng is somewhat changing direc-
tion: it is not only a question of marking a break with the Maoist era, of releasing
the energies necessary to economic development, of democratizing the economic
and political life of China, but above all of affirming that the power of the Party
cannot be called into question. The Party appears as the only possible and plausi-
ble guarantor of the reform process. In the interpretation of Michel Hammer, ‘the
creed of Deng Xiaoping is without ambiguity: modernizations will be done within
the framework of the regime and not against it’.!* Clearly Deng is convinced that
China, being such a vast and populous country, needs a strong ideology able to
unite all the components of its population and to make the country stronger; and
this explains the rationale for the first principle. The last principle is characteristic
of a Leninist and elitist conception of power, which affirms the need for a strong
leadership able to guide the populace; and this is understandable given, again, the
dimension of the country.

The reformers justify their authoritarian approach to power by the need for
ensuring the stability of the country. Deng affirms that ‘without stability and unity,
we do not have anything, and things like democracy and economic growth are out
of the question’.*! Stability, including the continuous exercise of power by the
Party, is considered as the necessary condition for the continuation of economic
reforms. One finds here the two fundamental Deng objectives.

THE CAMPAIGNS AGAINST BOURGEOIS LIBERALIZATION

In 1979 Deng is still consolidating his political power, and he understands very
well that by granting political freedoms too quickly his power would be threatened.
He refers to the concept of ‘bourgeois liberalization’, introduced for the first time
by Chen Yun in 1980"? to describe the ideological relaxation that China knew
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in recent years, and declares that it is necessary not to admire capitalism, to be
opposed to the decadent bourgeois values, and to extreme individualism. This first
campaign against bourgeois liberalization shows clearly on the one hand that the
conservative forces are still powerful within the Party (and why Deng must pay
so much attention to them) and on the other hand, that Deng is not ready to accept
any challenge to the power of the Party.'** But the attack against bourgeois values
and individualism, which could be the origin of cleavages within society and pol-
ity, is not necessarily in contradiction with the conservative forces, as it can be
considered as an attempt to safeguard the unity of the country, which is in fact a
confirmation of the traditional Chinese value of unity to which both reformists and
conservatives would certainly adhere.

A second campaign against bourgeois liberalization is launched by the conservative
faction in 1986, after Deng was forced to accept the dismissal of Hu Yaobang, who
had however been one of his most faithful allies, from the post of Secretary General
of the Party. Deng then takes this second campaign on his account and affirms that
the Party did not pay enough attention to the threats coming from the right, which
endanger the stability of the country and thus the modernization of China. He thus
reaffirms his idea that only social change ‘from the top’ can bring the necessary
economic reforms."* This time the threat is not only perceived as coming from
the right, but also from the left. Indeed, a too radical ‘leftism’ (understood as con-
servatism) undermines the economic reforms and leads to an impoverishment of the
population, which favours the revolts from the right, and the illusions of bourgeois
liberalization. Conversely, an efficient implementation of the reforms reinforces the
national power and increases the people’s standard ofliving, which leads to a greater
popular support for the Four Cardinal Principles.'** Therefore, this campaign (that
is relatively limited and ends in 1987) does not constitute a return to the past.

SPIRITUAL CIVILIZATION AND SOCIALISM WITH CHINESE CHARACTERISTICS

Notwithstanding the abovementioned comments, in order to counter the menace to
the prestige of the Party posed by the attacks of the right, the reformers consider
that it is necessary to help the population to support the Four Cardinal Principles
by giving them a positive ideal. At the time of the 12th congress of the Communist
Party, two important topics are put forward.'*¢ First, Deng recommends the estab-
lishment of a spiritual civilization; that is, not only the promotion of culture, science
and education, but also of thought, of ideals, of communist discipline. Thus, whilst
providing an ideal to the Chinese people, particularly to the young generation,
spiritual civilization above all had the role of serving as a security, preventing
democratization experiments from escaping the control of the leaders. It is feared
that the opening up of China would end in an erosion of socialist ideals and their
replacement by capitalist ones. Thus, the threat comes at the same time both from
the right and the left.

Second, Deng defines the concept of socialism with Chinese characteristics.
Socialism cannot be applied everywhere in the same way. Each historical case
requires an adaptation of the socialist ideas. This concept is characteristic of Deng’s
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pragmatism: socialism is not a set of proposals to be applied as such; it is a ques-
tion above all of adapting the means to the goals. Deng considers, thus, that in the
first stages of socialism, all must be done to eliminate poverty and to improve the
standard of living of the Chinese people; if not ‘how could socialism be able to
triumph over capitalism?’'*’

These two points are essential for Deng because they reinforce the legitimacy
of his power. Indeed, the reformists realize that economic development is not suf-
ficient to ensure the legitimacy of the Party’s leadership. The reforms launched by
Deng (which can be interpreted as a transition — even if partial — toward market
economy, or at least toward some market mechanisms) run the risk of implement-
ing the development and diffusion of rightist and bourgeois ideas, which would call
into question the legitimacy of the Party. This is shown in the campaigns against
bourgeois liberalization discussed above. The use of words is very important here.
‘Socialism’ is to some extent the fundamental axiom of the Party, its identity, its
‘raison d’étre’. It is what appears in the Four Cardinal Principles: the socialist
way and the Marxist-Leninist-Maoist thought are the principles upon which the
actions of the Party are based. In the same way, the ‘bourgeois’ term, in the tradi-
tion of Marx, is at odds with socialism. To say that the way chosen by the Party is
‘bourgeois’ is to question the foundations of the Party. In order to justify his policy
of reforms, which borrows at least partly the way of the market economy, Deng
redefines the Socialist way, by affirming that Chinese reality requires a certain
degree of flexibility of the concept, flexibility made necessary by the pragmatic
way he has chosen. It is thus at the same time the power of the Party, his own power
within the Party, and the continuation of the course of reforms that are always at
the heart of these new ideological formulations.

This redefinition of socialism is linked to the discussions around the ‘first stage
of socialism’ at the time of the 13th congress of the Party in 1987. That year, Deng
affirms that China is not yet ready to engage in the socialist way.'*® This assertion
was not made public, but provoked some very animated discussions within the
Party. Its meaning is that the economic forces of China are still largely underde-
veloped, and this prevents the country from fully engaging into the socialist way.
Moreover, this redefinition constitutes in some way a return to Marx, who affirms
that capitalism is a preliminary stage necessary toward socialism. Capitalism,
and the class that developed it (the bourgeoisie), is for Marx revolutionary, and
he admired it very much.'® The bourgeoisie has created more productive forces
in 100 years (at the time when Marx writes the Manifesto) than have ever been
produced before in history.!'* It has destroyed feudalism, and with those same
weapons, it will destroy itself. It thus creates the same weapons which will lead
to its defeat (e.g. overproduction) and at the same time the men who will carry
them: the proletariat.'*' As Marx says, ‘[the bourgeoisie] creates its own tombs’.'*?
In this conception of history, there is some kind of determinism: for Marx social-
ism cannot appear before the bourgeoisie has fulfilled its role. However, Mao had
engaged directly in the socialist way. For Deng, China must initially find a func-
tional equivalent to capitalism capable of creating a commodity economy before
being ready for socialism.'*?
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This clarifies the significance given to ‘socialism with Chinese characteristics’:
it is a question for China of finding a way different from both capitalism and the
other socialist countries. It represents a return to economic determinism: social-
ism can be reached only if certain conditions related to the production forces are
fulfilled. This new vision of socialism is clearly in line with Deng’s reforms, and
is thus used to legitimate them, even to encourage them: above all, it is a question
of developing the economy, even if inequalities must result from this, rather than
to attain immediately the goal of a society without classes.'**

This new ideological line makes it possible to reconcile, at least for a certain
time, socialism and some market mechanisms. As comprehensive planning under-
mines the development of the productive forces, it is thus necessary to combine
planning with some elements of a market economy.'** To mark a clear distinction
between socialism and capitalism, Deng affirms that the market economy is no
more than a method for developing the economy, and is thus a neutral device
in terms of values. He thus succeeded in integrating Western concepts into his
discourse and his program of reforms by discharging them from any ideological
connotation. !4

THE DIFFICULTIES IN MANAGING THE PACE AND SCOPE OF THE REFORM PROCESS:
THE ROAD TO TIANANMEN

Notwithstanding the abovementioned comments, divisions within the Party are still
present. From 1978 to 1984, the struggle of the reformists against Hua Guofeng
and the Maoists has been synonymous with unity within the reformist faction.'*’
The fight against a common enemy has brought together very different tenden-
cies. Once Hua Guofeng has completely lost his power, divisions appear within
the reformists, and the 1980s are the theatre of recurrent combats between the
various components of an increasingly divided coalition.'*® One finds on one side
partisans of modest reforms, directed by Chen Yun, and on the other side more
radical reformists, led by Deng, Hu Yaobang and Zhao Ziyang.'

It is in this context that a campaign is launched in 1983 against ‘spiritual pol-
lution’; that is, against a ‘subversive’ interpretation of Marx aimed at promoting
democracy, and against the bourgeois thought. This campaign was clearly anti-
reformist, and anti-rightist. In 1984, Deng and his allies launch a new campaign for
the release of the thought and a greater freedom in education, arguing that a solid
scientific base is the key for economic development. Positions with responsibilities
must be given to intellectuals. Any opposition to this vision is seen like a leftist
threat. Moreover, a new priority is fixed: to enrich the peasants. They are encour-
aged to become prosperous. An ideological campaign is launched for the cadres
of the Party to promote the benefits of the enrichment of the peasants: ‘do not fear
prosperity’. And the Party assures that such innovations are perfectly compatible
with Marxism, and that there is no question of engaging into a capitalist way. In
1985, a new cycle starts with the launching of new reforms. In 1987, the opponents
to the reforms convince Deng to purge Hu Yaobang.

Even if the strategy and the discourse adopted by Deng during this period may
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look quite erratic,'*® it is nevertheless evident that this apparently contradicto
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course can be interpreted as the result of a rational calculus seeking to achieve
the fundamental objectives, economic performances and consolidation of power.
Sometimes the consolidation of power requires taking decisions contrary to eco-
nomic reforms. On the other hand, a too rapid race toward economic reforms may
very well endanger the power of the Party and of its supreme leader. And this brings
us to the Tiananmen events of 1989.

The dialectical opposition between radical and moderate reformists culminated
in 1989 with the Tiananmen events. The death of Hu Yaobang was followed by
students’ demonstrations, demanding the recognition of Hu’s merits as a reformer.
Soon the demonstrators ask for less corruption, more freedom of the press and more
democracy. These events are the consequence of the fundamental changes brought
by a decade of reforms. Soon workmen, businessmen, and cadres of the Party join
the demonstrations. Zhao Ziyang, at that time Secretary General of the Communist
Party of China, himself announces his sympathy for the students. Zhao Ziyang had
been Premier of the People’s Republic of China from 1980 to 1987, and one of
the major Chinese high officials favourable to reforms, as well as one of the most
fervent supporters of Deng Xiaoping. Nevertheless, in May, Zhao is excluded from
power. In June, the army intervenes and puts an end to the demonstrations. How
can we interpret these events? Were they a real challenge to the power and policies
of the Communist Party, and therefore a clear demonstration of the failure of Deng
to reconcile economic reforms and consolidation of power?

For Zhang Weiwei,"! the decision of Deng to employ force to subdue the revolt
is clearly a rational decision of an actor who feels that his own power, as well as
the power of the Communist Party, is called into question. Deng remains convinced
of the paramount importance of political stability for the continuation of economic
reforms, and is ready to use all the means necessary to arrive at his ends. Therefore,
stability first (and by all means) if it is a condition for continuing the reform poli-
cies that will improve the standard of living of the Chinese people and the power
of China in the international arena.

But do these events mean a true erosion of Deng’s and the Party’s power? Michel
Hammer clearly distinguishes the concept of revolt from that of revolution.'s?
Following Lenin, he proposes to define three conditions necessary to the break
out of a revolution. First, there should be a situation necessary for the outburst of
the revolution; that is, ‘society should be already in the process of decomposition,
undermined by chaos’.!3* Second, one also needs an organization; that is, a network
affording the revolutionists some solid support. Third, there should be a will; that
is, a strategy aiming at reversing the power. For Michel Hammer, none of these
conditions are fulfilled at the time of the Tiananmen events. The demonstrators
are revolted, and like Camus’s revolted man, they say ‘no’.'>* By his refusal, the
revolted man affirms the existence of a limit that the other cannot cross, of a bor-
der separating the tolerable from the intolerable.'>> But the man of the revolution
says ‘yes’, he affirms the will to replace the existing order by a new order, he is
moved by a political project, ‘he sees beyond the riot’.'>® The crisis of Tiananmen
is the expression of a disappointment, of a discouragement, even of a rage against
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corruption, inflation, against a power which refuses any freedom of expression.
But it is a largely fragmented revolt; that is, a revolt that not everybody is in favour
of. There is no revolutionary situation. Moreover, the Chinese civil society is not
organized politically; it has been dominated by political power for too long. Lastly,
there is no will, no true project aiming at reversing the existing power. The students
of Tiananmen Square are revolted, but they are not revolutionaries.

According to this interpretation, we are led to think that this crisis, in spite of
the indignation which it created in the West and the difficulties which resulted for
the Party, did not constitute a fundamental challenge to the power of the Party, and
thus it does not constitute a failure of the strategy of Deng Xiaoping. Moreover, as
Michel Hammer remarks, if the repression was bloody and scandalous for many
Western observers, it was relatively short in time, and not very wide, and in any
case incomparable with what happened at the time of the Cultural Revolution.'s’
But what have been the consequences of the Tiananmen events on the course
of reforms?

THE ACCELERATION OF THE REFORM PROCESS: BUILDING A SOCIALIST MARKET ECONOMY

Far from undermining the efforts of reforms, the demonstrations on the Tiananmen
Square and the repression which followed gave a new dash to the reforms. For
Wang Hui, Tiananmen has not caused a fundamental change of the way followed
since 1978.1%% Reforms implemented since the beginning of the 1990s were even
stronger than ever. Deng draws one conclusion from these events: it is necessary
to speed up the reforms toward a market economy."** The defeat of the opponents
leaves the Party free to some extent to pursue the reforms trend. Deng declares in
1989: ‘Power must be very powerful or it must cease to exist. [...] It was our duty
[...] to tear off the poisonous plants: we did it. China continues its long march.’'¢
Deng calls at the same time for several years of stability, showing his will not to
tolerate expressions of opposition to the power of the Party, and his will to accel-
erate the reforms.'®! It reaffirms in 1992 with force what he had already done in
the discussions on ‘socialism with Chinese characteristics’, namely that ‘the true
nature of socialism is to release the productive forces’.!6?

In a famous tour which he carries out in South China in 1992, Deng gives his
interpretation of the fall of the Soviet block: it is above all the economic failure of
the USSR which led to its fall. It is thus necessary to fight the leftist opponents to the
reforms, who are likely to slow down the latter, with the risk of reviving the right-
ist opposition.'®® At the end of 1992, at the time of the 14th Party Congress, Deng
affirms that the central task of the Party is ‘to develop a socialist market economy’.'%*
The end of the 1980s and the beginning of the 1990s see the arrival of the third
generation of leaders with Li Peng and especially Jiang Zemin. Deng Xiaoping,
who dies in 1997, will not after 1992 have a paramount role in the development of
public policies, nor in the ideological orientations of the Party. Nevertheless his
leadership has never been challenged by the leaders of the third generation, to the
point that Deng practically appointed Jiang Zemin’s successor, Hu Jintao, who was
officially appointed, well after Deng’s death, at the 2002 Party Congress.
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In conclusion, we can affirm that Deng proved to be, since 1978, a skilful tacti-
cian, succeeding little by little in affirming his power within the Party and thus in
imposing himself as the supreme leader guiding the public policies and the ideo-
logical orientation of the Party, reinforcing the legitimacy of the Party, launching
a vast program of economic reforms which are leading to an impressive growth
of the Chinese economy. To seek at the same time the consolidation of power and
launching important economic reforms is not an easy task. These two objectives
often turn out in practice to be contradictory, as is demonstrated by the events of the
wall of democracy, the various pro and anti-reformists campaigns, the important
changes of Deng’s policies and ideological orientations, and finally the Tiananmen
events. The release of energies necessary to the development of the economy some-
times raised in parts of the population the hope for political reforms. But, as the
situation after Tiananmen shows, contradictions have never been important enough
to fundamentally call in question the line followed by Deng. The two objectives
laid down by Deng appear even sometimes perfectly compatible: the Party obtains
its legitimacy thanks to the realization of economic performances. This is the pro-
found meaning that it is necessary to give to the formulas ‘socialism with Chinese
characteristics’, or ‘socialist market economy’.

Socialism can be realized only with productive forces that are sufficiently devel-
oped, and to develop them one needs a market economy or at least some market
mechanisms, that the leaders endeavour not to equate with capitalism. By the pro-
motion of the process of rationalization, and the introduction of elements of market
economy, but also by assuring the country’s political stability and by consolidating
the power of the Party, Deng Xiaoping has prepared the ground for a period of
economic growth without precedent which China knows since the 1990s.

JIANG ZEMIN’S CONTRIBUTION TO CPC’S IDEOLOGY: THE THEORY OF THE THREE
REPRESENTS

What has been the contribution of Deng’s successor, Jiang Zemin, to the innova-
tions of Chinese political culture? In the previous part of this chapter, we have
seen that Jiang is totally in line with the ideology defined during the Deng era,
and we can consider that to a large extent he has implemented policies in line with
Deng’s idea of reforms.'> Nevertheless, he is famous for having developed a new
theory, the theory of the ‘Three Represents’. At the Party Congress of 2002 this
theory has become, along with Marxism—Leninism, Mao’s thought and Deng’s
theory, the recognized ideological basis of the Party. This theory affirms that the
Party represents the advanced social productive forces, the advanced culture, and
the interests of the overwhelming majority of the Chinese people. This is quite a
radical change compared to the previous ideology that considered that the Party
represented the interests of the proletariat. It is difficult to evaluate whether the
‘Three Represents’ have acquired a stature equal to that of Mao’s and Deng’s
thoughts. Whereas ‘Mao thought’ and ‘Deng theory’ are always mentioned with-
out any qualifying adjective transmitting thus the message that their importance
is self-evident, in the official terminology Jiang’s theory is always preceded by
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the adjective ‘important’, and this gives the impression that its importance needs
to be reaffirmed every time one refers to it. In the West Jiang’s theory has been
welcomed at best with a polite acknowledgement, at worst with some sarcasm.
Nevertheless, I think that this theory must be appreciated in the framework of the
profound changes Chinese society has experienced since the beginning of reforms
as a consequence of the success of the development of the economy and of the
standard of living of a considerable part of the Chinese people.

As I will show in the next chapter, the impressive increase of GDP has been
realized at the expense of a fair distribution of the new wealth so created. The
consequence is that, although the general situation of the Chinese people has been
improved, the old egalitarian social structure has been replaced by an increasing
non-egalitarian one, with the emergence of new social strata, categories, or even
social classes. In particular, knowing what happened in the West after the Industrial
Revolution and the development of market economy, an attentive observer of
China reforms could have forecast the emergence of a new class of entrepreneurs
whose values would not necessarily be in tune with the values of the leading politi-
cal Party leadership.'® In this framework, and considering that the values of unity
and harmony are still at the core of the Party ideology, the ‘Three Represents’
can be appreciated as a rational device whose goal is to reconstruct and reconcile
within the Party the social fragmentation that has arisen within Chinese society,
and to prevent the emergence of contradictions that may result from it and could
jeopardize the trend of reforms under the leadership of the Party. It is well-known
that Jiang Zemin, at the moment of making his theory public, has at the same time
addressed an appeal to the private Chinese entrepreneurs inviting them to join the
Party. Although it is difficult to exactly evaluate how many private entrepreneurs
have responded to the invitation, informal evidence collected in China proves that
many private entrepreneurs have in fact joined the Party, and some of them sit in
several official bodies, such as the national parliament. Once again, what may be
considered from a Western perspective as a contradiction in terms (and for some
certainly also in reality) looks in fact like a rational decision when replaced within
the Party’s ideology.

Moreover, in his speech at the 2002 Party Congress Jiang Zemin integrates the
theory of the ‘Three Represents’ within the Party’s ideology by considering it as
the fundamental strategy for reinforcing the Party and for strengthening the road
to reforms. Jiang affirms that the theory of the Three Represents is a powerful
theoretical weapon for strengthening and improving Party building and promoting
self-improvement and development of socialism in China.

[Moreover,] to carry out the important thought of Three Represents, it is essen-
tial to push forward Party building in a spirit of reform and instill new vitality
in the Party. Attaching vital importance to and strengthening Party building
is a magic weapon, with which our Party has grown from a small and weak
force to a large and strong one, risen in spite of setbacks and matured gradu-
ally in surmounting difficulties. As the historical experience of the Party over
the past 80 years and more shows, the most important point is that we must
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build up the Party according to its political line, central task and general goal
for building it with a view to enhancing its creativity, cohesion and fighting
capacity.'®”

Before we turn to Hu Jintao’s contribution to the official Chinese political culture,
let us once again remark on the impressive capacity of Chinese leaders to combine
elements inherited from the Imperial past, Marxist-Leninist features of the Mao
era, and the new values upon which market mechanisms are based. This capacity
is no surprise to the sinologist who has studied the long history of Chinese thought.
Nicolas Zufferey has drawn our attention to the fact that Chinese political philoso-
phers have always felt the need to place the novelties they wanted to introduce in
the mouth of the great philosophers of the past. This way of presenting new ideas
was in fact a rational choice in order to appear more convincing than if they were
simply proposing their new ideas without any reference to their predecessors.'®®
Dealing with the ostracism that Wang Chong’s ideas faced in the past (as I have
already mentioned), Zufferey further explains that:

this distrust toward originality and innovation can be explained by the con-
servatism that is typical of so-called traditional societies, but also for reasons
more linked to the Chinese particularities. [...] To invent, it is to suggest that
the models of the past require some adjustments, it is to question their perfec-
tion, it is to fail in filial piety to the ancestors.'®

We have here an additional proof of the persistence of cultural traits of the past
within Chinese culture today. Nevertheless, I will show in the next paragraphs
that Hu Jintao legitimizes the new policies by referring less than his predecessor
to the values and leaders of the past, and that he relies more on some new values
(especially innovation) that are not in tune with the traditional values of filial piety
toward the ancestors inherited from the Empire.

HU JINTAO’S CONTRIBUTION TO THE CPC’S IDEOLOGY: EQUITY, JUSTICE,
INNOVATION AND SCIENTIFIC DEVELOPMENT

For the purpose of appreciating Hu’s contribution to the CPC’s ideology it is inter-
esting to compare Jiang Zemin’s and Hu Jintao’s strategies for legitimizing their
policies. I will do this by analyzing their speeches at the National Party Congresses
0f2002 and 2007.'7° I propose to take into consideration references to four legitima-
cies, and first of all to Marxism—Leninism. This seems quite a rational reference for
leaders of a party that has introduced Marxism—Leninism as one of its ‘Cardinal
Principles’. Second, I will consider references to science. This, too, seems to be
a normal reference by Chinese leaders for legitimizing power as Marxism is con-
sidered by its followers to be a scientific theory of history; moreover the ‘Four
Modernizations’ defined by Deng clearly imply the use of a scientific approach to
modernization. Third, I will make references to the Chinese situation or, in Deng’s
terminology, to ‘Chinese characteristics’. Finally, I will consider references to the
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new legitimizing values; that is, the balance between economic efficiency and
equity. For purpose of identifying references to these four sets of values in the
discourse of Jiang and Hu, I will use a number of indicators. For the traditional
Marxists’ legitimacy I will consider references to Marxism, Marxism—Leninism,
to Mao, to Deng, and to democratic centralism. For scientific legitimacy I will
take the use of words like science, scientific, and scientific development. For the
conformity to Chinese characteristics I propose to take: Chinese characteristics,
stability, harmony and harmonious, and innovation. Using innovation as an indi-
cator of the reference to Chinese characteristics may look a bit strange, but this
corresponds quite clearly, especially in the discourse of Hu Jintao, to the assertion
(or reassertion) that China’s fundamental goal is to become a major global player
in the course of the twenty-first century. The consequence is that by considering
this goal as de facto China’s fundamental policy goal, this goal becomes ‘the new
reality of Chinese characteristics’. And this will imply that if China wants to play
a leading role in the international system it has to cease to imitate the West and
start instead to invent its own ways of managing its society in all domains and of
influencing the course of international affairs. This last aspect of the third legiti-
macy constitutes the bridge toward the fourth one; that is, the new legitimacy based
upon the balance between economic efficiency and equity. For this new legitimacy
I will use the following indicators: efficiency, market, equity, justice, law and its
derivatives, namely ‘ruling by law’ or ‘according to law’ and respecting the ‘rule
of law’. Let us see what we discover by applying this methodology to Jiang’s and
Hu’s speeches at the 2002 and 2007 Party Congresses.!”!

Table 1.1 shows that the reference to the traditional legitimizing values of the
Party are present in the two speeches, although they are slightly more numerous
in Hu Jintao’s speech. Nevertheless, it is interesting to remark that whereas Jiang
mentions his predecessor (Deng Xiaoping) 16 times, Hu mentions Deng only 11
times, and only twice he mentions by name his predecessor (Jiang Zemin).'” It
seems therefore that for Hu Jintao the reference to the values of Marxism—Leninism
and to the leaders who have developed the Marxist ideology of the Party is less
important for the purpose of legitimizing his policies. This does not mean that these
values are of no importance for Hu Jintao, as they are nevertheless mentioned sev-
eral times in his speech. What does this mean? Does it mean that Hu Jintao planned
to refer to other legitimizing values, and therefore he had to limit the time devoted
to the traditional Marxist values in order to have sufficient time to develop the new
values of his choice? This is what we will discover by taking into consideration
the other three legitimacies.

Table 1.2 shows that both Jiang and Hu refer to science as a legitimizing value,
but a second difference appears: Hu is the only one to mention scientific develop-
ment in relation to social harmony. This difference will become even more striking
when we consider the following legitimizing values.

Table 1.3 allows that the differences between the two Chinese leaders are even
more profound. Although both mention the necessity to take into consideration the
Chinese characteristics in the process of implementing the development strategy,
as well as the importance of safeguarding stability in the development process,
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Table 1.1 Traditional Marxist legitimacy in the discourses of Jiang Zemin (November
2002) and Hu Jintao (October 2007) at the Party Congresses

Number of references per indicator

Difference
Jiang Hu Hu—Jiang Indicators
13 19 +6 Marxism
of which: Marxism-Leninism (Jiang 5, Hu 3)
6 8 +2 Mao
of which: Mao Zedong thought (Jiang 4, Hu 5)
16 11 -5 Deng
of which: Deng Xiaoping theory (Jiang 10, Hu 8)
3 2 -1 Democratic centralism

Table 1.2 Scientific legitimacy in the discourses of Jiang Zemin (November 2002) and
Hu Jintao (October 2007) at the Party Congresses

Number of references per indicator

Difference

Jiang Hu Hu—Jiang Indicators

22 59 +37 Scientific

29 11 — 18 Science (or Sciences)
of which: science and technology (Jiang 9,
Hu 7)

0 14 + 14 Scientific development

of which: scientific development + social
harmony

(Jiang 0, Hu 6)

Note: in Chinese there is only one word for science and scientific. I make the distinction, as I use the
English translation, between the two usages of the word: when it is used as a qualifier, and when
it is used as a substantive.

the necessity to realize harmony and a harmonious society is mentioned only six
times by Jiang and 33 times by Hu. Even more striking, whereas Jiang mentions
innovation 25 times, but mainly referring to ‘theoretical innovation’, ‘scientific—
technological innovation’ and ‘institutional innovation’, in Hu’s speech innovation
is mentioned 46 times and appears to be one of the most central and important
values. Hu develops a very complex discourse on innovation by first considering
that it must be linked to the reform process, and second that it must be independent
from other sources of inspiration. Very likely he refers here to the fact that in the
past China has above all imitated foreign countries. For Hu, in future innovation
should be initiated by Chinese people. Moreover, Hu stresses that independent
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innovation should be implemented in a large number of important domains:
rebalancing between regions, general management, banks, enterprises and their
modernization, army, science and technology, Chinese investments abroad, and
use of Foreign Direct Investments (FDI) in China. This is clearly a sign of the
opening of a new era in the development of Chinese society. This new trend is
even more evident when we turn to the fourth and last source of legitimizing the
role and policies of the Party.

Table 1.4 shows that both Jiang and Hu mention economic efficiency, market
and law. The striking differences appear when we look at the other indicators of the
new legitimacy. Contrary to Hu, Jiang never mentions ‘equity’, and refers to ‘jus-
tice’ only three times, these references being limited to judicial justice. Moreover,
Jiang mentions 21 times the necessity of ‘ruling by law’ or ‘according to law’, but
only three times he refers to the ‘rule of law’, and these last references are always
considered together with the building of a socialist state (twice) or the necessity to
combine it with the ‘rule of virtue’.'” Hu Jintao is much more assertive about the
necessity to implement these values: he mentions equity 12 times and social equity
8 times, refers to justice 9 times and links social equity and justice 5 times.

Moreover, Hu mentions only once the rule of law in conjunction with the build-
ing of a socialist country and, even more interestingly, he considers that the rule
of law is a fundamental principle on its own merit (5 times) and he considers in
another passage that the rule of law constitutes the essential requirement of socialist
democracy. Of course this does not necessarily mean that Jiang is not sensitive to
equity and justice. It simply shows that there has been a change in the importance

Table 1.3 Legitimacy based upon the respect of Chinese characteristics in the discourses
of Jiang Zemin (November 2002) and Hu Jintao (October 2007) at the Party
Congresses

Number of references per indicator

Difference
Jiang Hu Hu—Jiang Indicators
30 57 +27 Chinese characteristics
22 18 -4 Stability
6 33 +27 Harmony or harmonious
25 46 +21 Innovation

of which for Hu: 12 with “independent”, and
7 with “reform”
of which for Jiang: 10 with “theoretical”,

7 with “scientific—
technological”, and

4 with “institutional”
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Table 1.4 New legitimacy: balance between economic efficiency and equity in the
discourses of Jiang Zemin (November 2002) and Hu Jintao (October 2007) at
the Party Congresses

Number of references per indicator

Difference
Jiang  Hu Hu—Jiang  Indicators
9 7 -2 Efficiency
48 38 -10 Market
of which: socialist market economy (Jiang 19, Hu 11)
0 12 +12 Equity
of which 8 with social equity
3 9 +6 Justice, of which 5 with social equity and justice
49 65 +16 Law
21 18 -3 of which: Ruling by law or according to law, and
3 13 +10 Rule of law

that Hu is giving to the core values of official Chinese ideology. This is a clear
sign that the new Chinese leadership has taken very seriously the contradictions
that have emerged in Chinese society in the process of modernization under Deng
and Jiang. Furthermore, at least at the ideological and political level, it also shows
that the new Chinese leadership is ready to take several serious measures in order
to rebalance Chinese society. Hu says very clearly that it will be necessary to man-
age the relationship between efficiency and equity in the distribution of income by
market mechanisms, and that the Party—State should pay increasing attention to
the redistribution of income.'” In the third chapter I will examine to what extent
these measures have been effectively implemented.

The numerous references to harmony and stability (especially in Hu’s speech
within the second and third legitimacies mentioned above) seem to indicate a
revival of traditional values inherited from the Imperial era. And there is certainly
some truth in this statement. Whereas for a long time since the creation of the CPC
Confucian values have been practically banned from the official ideology, this is
not any more the case as is witnessed by the increasing interest of both Chinese
intellectuals and political leaders in the values of Confucianism, especially for
(re)affirming the originality of Chinese political culture and creating a barrier
to the Westernization of Chinese society.!” For the Western scholar who is well
acquainted with the influence that Greek philosophy and Roman law exert still
today on Western societies, this revival of Confucian values comes as no surprise.
But as is the case in the West for the Greek and Roman inheritance, the revival
of Confucian values in China is to be placed and interpreted within the context of
today’s situation. Whereas during the Imperial era the values of stability and har-
mony were instrumental in basically maintaining the structure of Chinese society
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as it was, these same values are today used in the framework of a development
strategy that aims at transforming China to an extent that perhaps even the present
Chinese leadership cannot fully predict.

Conclusion

At the end of this chapter, we can conclude that during the transition from the
Imperial, the first Republic, and the Maoist eras to the Deng, Jiang and Hu eras,
the Chinese leadership has constantly adapted its ideology and development strat-
egy not only to the Chinese situation and the Chinese characteristics, but also to
the international situation as well as to the consequences of the impact of policies
implemented in the previous eras, and has realized the adaptation of the ideological
base of the Party thanks to a pragmatic approach. At the same time, we should not
forget that the fundamental goal of the various Chinese leaderships has constantly
been to restore China as a world power. The successive Chinese leaderships have
taken the measures they thought necessary for attaining this final goal (and very
likely as soon as possible) and have adopted the corrective measures a soon as
the impact of the previously implemented policies run the risk of jeopardizing
the realization of this fundamental goal. From the point of view of many Western
scholars and observers of Chinese society, the strategy of the Party in constantly
redefining its ideological base is interpreted as a device for maintaining power.
This is of course an interesting interpretation, but for me not the most important
one. Apart from the fact that I do not know of any political system in which parties
and politicians in power do not want to retain power, [ am convinced that the most
important question is to determine to what extent a party or a coalition of parties
(no matter how they gained power) contributes to the improvement of the wellbeing
of the people. Of course this evaluation can be based upon a variety of indicators
whose choice is not always purely scientific but based upon some ideological
biases. In the following chapters I will come back to this important question and
try to propose an answer as fair as possible.



2 Deng’s strategy of economic
development

Introduction

After the death of Mao on September 9, 1976, the Chinese political system experi-
enced a very serious crisis. Mao had highly personalized political power in China
and consequently it was he who was the authority which held the political power
rather than the Communist Party. His successor and protégé Hua Gofeng was not
able to fill this vacuum. This has introduced on one side a period of instability into
Chinese politics, but on the other side it has represented an opportunity for the
reformist forces within the Communist Party.

At that time, China was isolated from the rest of the world, the growth rate
and GDP per head were rather low in international comparison. The economic
backwardness of China was even more visible when compared to the other Asian
countries which knew — thanks to proactive state developmental policies and their
integration into the world economy — a remarkably strong economic growth. It
is in this situation of political instability and economic backwardness that Deng
Xiaoping launched his project of reforms.

1 The fundamentals of Deng’s strategy of reforms!

Deng Xiaoping is generally regarded as the greatest leader of the Communist Party
of China during the 1980s and the major artisan that led China out of the dramatic
years of the Cultural Revolution and guided the country toward modernization
and economic growth.? Deng was born in 1904 in Sichuan province. At the age of
16, he left for France where he became acquainted with the modes of industrial
production, and met some of the people who were going to hold prominent func-
tions within the Communist Party of China. After his stay in France, Deng left for
Russia where he got acquainted with the thoughts of Marx and Lenin and where
he was trained as a political activist.

After he returned to China, Deng joined the Chinese central Soviet of Beijing
in 1931 and became a supporter of Mao Zedong, who regarded him as ‘one of the
most capable and reliable lieutenants’.> Between 1938 and 1952, and especially
during the Sino—Japanese war and the civil war, he continued with success his
military career within the People’s Liberation Army. After the war, Deng gov-
erned his native province of Sichuan before being convened to Beijing in 1952.
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During the Mao era, Deng became inter alia Vice First Minister and Minister of
Finance. In the mid-1950s, Deng became Secretary General of the Politburo of the
Communist Party. In 1966, following the Cultural Revolution, his relations with
Mao worsened and Deng was purged and designated as the second representative
of the capitalist way.

Thanks to his good relations with important leaders of the Party, Deng was
rehabilitated in 1973 before being purged again as reactionary in 1976. While
Deng accepted on one hand the Party’s discipline and his purge as a necessity for
the good functioning of the Party, on the other hand he was waiting for another
possibility to gain support for his ideas about the future of China.* This opportunity
was offered to him after Mao’s death in 1976. Deng Xiaoping was rehabilitated
and succeeded in imposing his ideas of reform although he never occupied either
the post of Prime Minister or that of Secretary General of the Party. However, it
was he who in fact directed the Chinese leadership between the end of the 1970s
and the beginning of the 1990s thanks to his charisma and to his good relations
within the Chinese Party elite. In 1990, Deng withdrew from the presidency of
the Military Commission, thus giving up his last public office. Somebody said,
with a fine sense of humour, that the highest position Deng held in 1992 when he
relaunched the reform process after the stagnation that followed the 1989 events
at Tiananmen, was the presidency of the Chinese Chess Association.’ This says
very well how great has been the authority of this giant of modern Chinese history.
Deng Xiaoping died on February 19, 1997 a few months before the Party Congress
of September of that same year.

Before we go any further discussing the goals pursued by Deng, we must take into
consideration the historical perspective within which all Chinese rulers have been
embedded, since the last decades of Imperial power. Very often Western observ-
ers of Chinese politics forget the deepest reasons that orient Chinese leaders, and
seek explanations for the nature of the present regime that, in spite of considerable
changes during the reform era, is still today considered as an authoritarian (if not a
totalitarian) regime whose rulers are mainly oriented toward the goal of maintaining
their power over Chinese society. There is no doubt that China is one of the greatest
civilizations mankind has produced through history. Nevertheless, the value of this
great civilization has been dramatically challenged during the nineteenth century
when Western powers imposed by brute force the opening up of the Chinese eco-
nomy for the sake of pursuing their own interests (be it their national interest or
the interests of their economic elite). The most striking and symbolic event of this
aggression has been the destruction of the Summer Palace by the Anglo-French
army in 1860. Moreover, the humiliation attained its apex when China lost the war
against Japan toward the end of that century. From that time on, the constant and
paramount goal of every Chinese leader (Emperor, Sun Yat-sen, Nationalists, and
Communists) has been to find means to restore the greatness and power of China.
As Westerners, we must understand that all the other goals pursued by Chinese
leaders are subordinate, or at least closely linked to this one.

Bearing that in mind, I will consider that two constraints were facing Deng at
the end of the Cultural Revolution: on the one hand, he was confronted with the
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necessity to improve the performance of China’s economy, and on the other hand
he had to re-establish the legitimacy and leadership of the Communist Party, as
well as his own personal power within the Party in order to impose his ideas of
reform against the opposition of the conservative faction. The improvement of the
economic performance is essential because of the backwardness of the Chinese
economy and because of the deficit of legitimacy of the Party within the popula-
tion created by the Cultural Revolution. Deng considers that a strong economic
performance, especially if sustained by technological progress, is essential for
assuring national security on one side, and on the other side for restoring the legiti-
macy of the Party, as the Party will be evaluated on its capacity to put goods and
services at the disposal of the population. So Deng works simultaneously toward
the realization of two goals: the consolidation of Party power and a better eco-
nomic performance. What distinguishes Deng as a rational actor is his pragmatism.
Nevertheless, I follow Goldmann’s interpretation when he considers that Deng was
during his entire political career ‘strongly pragmatic but not a pragmatist’, and a
convinced revolutionary who tried to ensure that the Communist Party of China
could maintain its power by advancing the modernization of China.® ‘For Deng
Xiaoping, Communism was more an organizational rather than an intellectual
response to the problems that China faced in the second half of the twentieth cen-
tury.”” Thus, if we follow this interpretation, it seems that in spite of his ideological
beliefs, Deng seeks to find rational means for realizing the two abovementioned
goals. In other words, in spite of Marxist ideology that was dominating the Party,
Deng’s pragmatism drives him to introduce into the Chinese economy some market
mechanisms (the cat that catches more mice). And, according to many Western
observers of China, this will inevitably lead China toward a system similar to the
Western one.

Contrary to this interpretation, we should not forget that beside the rational
dimension of Deng’s strategy, there were (and still are) several ideological ele-
ments in Deng’s political culture that have not (and will not) necessarily lead to
the adoption and implementation of public policies aimed at transforming China
along the characteristics of the Western model. I will come back to this important
point in the last chapter of this book. For the moment it suffices to mention that
it is clear that the emphasis put by Deng on the development of the economy has
necessitated important changes in other elements of Chinese society, and above all
the transformation of public administrations into organizations based more upon
technical and scientific competences than on conformity to the Marxist—-Maoist
ideological line of the Party. This is in fact the major aspect of Deng’s rejection of
the Cultural Revolution. Our interpretation of this important phase of post-1949
China, amongst other possible and plausible interpretations, is that by launching
the Cultural Revolution Mao wanted to fight against three bureaucracies that were
in the process of gaining power and stealing power from him, and deviate from
his ideological line: the Party, the Government and the intellectual bureaucracies.
But Mao’s strategy for governing in a permanent state of Revolution was clearly
in contradiction with Mao’s aim of restoring China’s power by developing its eco-
nomic structure. Mao’s way of managing the state and Chinese society necessitated



48 Reconciling State, Market, and Society in China

hiring leaders (both politicians and civil servants) who shared his ideology (no
matter how he defined it); in other words, they ought to be ‘red’. As Max Weber
has demonstrated in his writings on economy, polity and society, the development
of the economy (be it in the form of market economy or command economy) will
inevitably need the development of bureaucracies in all parts of society; that is,
a special type of organization based, amongst other characteristics, upon tech-
nical competencies. Therefore, bureaucrats would inevitably acquire power and,
at the end of the process of bureaucratization, they would govern instead of the
politicians.®

In order to achieve the consolidation of power Deng will use two means: a
fundamental but subtle revision of the official political discourse of the Party (as I
have explained in the first chapter), and the building of alliances within the Chinese
leadership. For achieving economic performance he will promote reforms in the
functioning of the economy, by introducing market mechanisms. By putting into
practice the pragmatism mentioned before, Deng starts with experimenting market
mechanisms within a few special economic zones. Then he evaluates the results and
finally exports the good practices to other regions and so forth, in the framework of
a gradual, incremental strategy.” By doing this, Deng puts the emphasis on facts;
that is, on verified means and results, and not on ideological a priori. Moreover, the
Western cat that caught so many mice in the West is tested in the Chinese context
of the special economic zones. As soon as it is proven that he can also catch a lot
of mice in the Chinese context, it is sent to catch mice in other areas of the country,
and the poor performing cat (planned economy) is progressively, even if not totally,
abandoned. In our opinion it would be correct to say that the scope of planning
is progressively limited to the strategic (or core) functions of the state; that is, to
sustaining a strong economic development while maintaining social, political, and
economic stability, and at the same time safeguarding the fundamental and instru-
mental goal of maintaining and reinforcing the leadership of the Party.'® The special
economic zones constitute the example of the implementation of the strategy the
Party will use in practically all the domains: test policies that have produced good
results abroad in a limited Chinese context and verify whether they are suitable to
China; in case of success, export these good policies to the rest of the country.!!

It is clear that this way of analyzing the development of reforms in China by
proposing Deng as a single rational actor, determining alone the trend and pace
of reforms, is too radical a simplification of reality. In fact, one can also analyze
the reforms in China like a process implying the cooperation of several individual
actors, factions, groups, and central and provincial leaders, not to mention the sup-
port of the majority of the population. Moreover, we cannot exclude the impact of
structural forces independent of the will of political leaders. Attributing to Deng
such a prominent and determining role is maybe also a bit too apologetic. In fact,
any strategy in favour of economic development (and this being independent of
who is leading the country) is bound to introduce some kind of market mechanisms.
But how?

To answer this question I will consider that the two goals (improvement of
the economic performance through market mechanisms and maintenance of the
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political power) constitute two structurally interdependent components of a system
(both an intellectual system and an action system) and that they are linked to the
structure of power. In the theory of power I have developed elsewhere and that I
will use in the last chapter in order to interpret China’s reforms, I have proposed to
consider that, in order to exist and eventually to develop, any society must develop
five sub-structures that perform five functional imperatives.'> These five sub-
structures are the following: the socio-biological one that reproduces the human
species; the economic one that provides goods (and eventually services); the legal
one that provides formal rules of behaviour; the cultural one that gives to the mem-
bers of society fundamental values, beliefs, social norms orienting behaviours, and
the intellectual means for understanding the world; and the informational one that
provides means of communication (both symbolic, such as language, and phys-
ical such as newspapers and internet). The way in which these five sub-structures
accomplish these imperatives determines the shape of structural power and its
impact over the social actors by determining their relative freedom. Moreover,
by accomplishing the functional imperatives, the five sub-structures produce and
distribute resources to the actors, who use them within the interactive processes
taking advantage of the relative freedom attributed to them by the structures. So,
a powerful actor (i.e. whose freedom is rather large) acting in this framework can
succeed in starting to change one of the sub-structures, in Deng’s case the economic
one. But, if we assume that the five sub-structures are linked by a structural inter-
dependence, we can forecast that in order to succeed in reforming the economic
sub-structure Deng must also change the other sub-structures, or at least those that
are indispensable for the success of the reform of the economy.

As we have seen before, some Western observers of China consider that this
analysis gives credit to the convergence thesis, because by introducing market
mechanisms China will inevitably converge toward the Western model. While we
cannot exclude this possibility, we cannot accept it as a necessary and inevitable
one. As I will sustain in more detail in the last chapter, by introducing market
mechanisms China will not necessarily converge toward the Western model, pro-
vided it can find some functional equivalents to the other dimensions of society
(such as the rule of law) that in the West have contributed to the implementation
of the liberal model. If China will succeed in doing so, it is more likely that it
will develop different societal characteristics performing the same function of
sustaining economic development. I can briefly illustrate this point by taking into
consideration the principle of transparency which is one of the fundamental condi-
tions of existence of a market economy. '

If transparency is a condition of existence of a market economy and if Deng
wants to introduce a market economy, it will be necessary to develop a legal
system where laws and regulations are publicly known and implemented ‘in spite
and against personal and individual interests’; this will contribute to making the
legal framework in which economic events occur foreseeably, which is one of the
conditions favouring rational economic decisions. Now, in spite of the fact that the
present state of Chinese law has not yet attained the level of legal security compa-
rable to the Western one, and that the Party still interferes in many cases with the
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courts’ decision-making process, the level of security is considered as sufficient
by the many foreign and local investors that are active in the Chinese economy.
As some Western scholars have recently convincingly argued, there may be some
viable alternatives to the Western rule of law.'* Comforted by these authors, I will
therefore also consider the hypothesis that China may find some kind of functional
equivalents that may sustain its market economy, similar in their function and
impact to the ones that are in force in Western countries. What is important in the
end is that economic development takes place and that it is equitably distributed to
all social groups within a society. I will deal with these aspects in the last part of
this chapter. And of course I will have to deal with the important question of the
human rights, a topic I will treat in the last chapter of this book.

By pursuing the consolidation of the power of the Party, Deng Xiaoping pos-
tulated in 1979 the Four Cardinal Principles that are still valid today, as we have
already seen in chapter 1:

1 every public policy is to be in conformity with the Marxist—Leninist and
Maoist thought

2 with the Socialist way

3 with the continuation of the democratic dictatorship of the people

4 with the leadership of the CPC.'

While the first three principles may give way to various interpretations, the fourth
principle was used to consolidate the power of the CPC, and thus that of Deng, by
not allowing any political force to rise within civil society to contest the supremacy
of the CPC. The consequences of this policy appear in particular in the fact that the
media remain basically under the control of the Party and that the Party, in spite
of the reforms, retains control over the administration thanks to its organization
which is in fact parallel and hierarchically superior to the governmental one at all
levels of government.'

To achieve the second goal, the improvement of the economic performance,
Deng has initiated four modernizations in four fields: agriculture, industry, science
and technology, and national defence. It is clear that in order to mobilize the coun-
try’s forces within Chinese society for improving economic performance, Deng
must give some freedom to the Chinese people, and this has been often interpreted
in the West as a contradiction to the political goal of maintaining the supremacy
of the CPC. Nevertheless, this interpretation is only valid if one assumes that the
political goal is the principal one and economic development simply the means for
achieving the former. But if we consider that the two goals are embedded into a sin-
gle system in which they are interdependent, this interpretation loses its force. No
matter what is the dominant goal, pursuing economic development will inevitably
give more freedom to the Chinese people in the economic structure. What will be
the consequences of this economic freedom in the political arena is by no means
clear, and cannot be forecast on the basis of the Western experience, which is (and
this should not be forgotten) a unique historical experience. Once again, what
matters is the situation of the Chinese people (which has certainly improved since
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the beginning of the reforms) and the consequences the Chinese people will draw
from this experience. What is also certain is that the reform era represents a radi-
cal break from the Maoist past, and the way used by Deng to lead the country out
of the Maoist era is an additional proof of the pragmatic character of his strategy.
We can now summarize the main features of Deng’s strategy as follows. The
strategic level is divided into two complementary levels; that is, the ideology and
the economy—military levels. At the ideological level Deng reaffirms four of the
main features of the Party’s ideology by defining the Four Cardinal Principles;
that is: to keep to the socialist road; to uphold the people’s democratic dictator-
ship; to maintain the leadership by the Communist Party; Marxism—Leninism and
Mao Zedong thought. At the economic—military level, Deng defines the target of
China’s modernization by identifying four domains necessary for restoring China’s
strength both internally and internationally; that is: agriculture, industry, science
and technology, and national defence. At the operational level the main goal is to
improve economic performance and the standard of living of the Chinese people.
The means for realizing this goal is the introduction of market mechanisms and
opening up to the global economy. The strategy/tactics orienting the day-to-day
implementation of this vast policy objective can be defined as follows:

1 maintain the leadership of the Party and restore its legitimacy

2 introduce reforms on an experimental basis

3 reform gradually (not like Russia)

4 privatize gradually and partially, by keeping the strategic economic sectors
in the hands of the state, and reinforcing the macro-economic policies of the
state!’

5 maintain economic, social and political stability

6 in case of difficulties, slow down or stop, then restart.

2 The content of Deng’s reforms

In order to explain in more detail the development and content of Deng’s strategy
I will follow the explanation of Lieberthal, who subdivides it into the following
elements: the creation of a “pool of talent’, the management of the relationship
between state and society, the reform of agriculture first, then the reform of the
urban economy, and finally the integration into the international economy.'®

2.1 The creation of a ‘pool of talent’”

Deng understood that in order to master market mechanisms Chinese society
and administration had to undergo some fundamental changes, and first of all an
improvement of the technical competencies. For this purpose he launches at the
end of the 1970s the rehabilitation of the intellectuals who were purged during
the Cultural Revolution. Professional qualifications are no more considered as
an elitist characteristic but as a patriotic one. Nevertheless, freedom of the intel-
lectual should not be equated with freedom to attack the political leadership and
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the State. Moreover, Deng favours the accession of young educated people to
the public administration which should thus favour the rationalization of public
management.

2.2 The management of the relationship between state and society®

Secondly, Deng wanted to remove dogmatism from within civil society which was
completely determined by the state during the Cultural Revolution. According to
Lieberthal, Deng had come to the conclusion that economic development required a
certain degree of freedom and initiative from civil society.?' It was therefore neces-
sary to increase the freedom of social actors and to relax the constraints of structural
power. Thus, through Deng’s reforms, consumerism (in particular fashion) was
made again socially possible and even accepted, and, for example, television sets
were distributed massively at the end the 1970s in order to encourage positive
attitudes toward consumerism instead of exclusively diffusing discourse with ideo-
logical contents. We can say that, through the development of consumption, the
role of the state in orienting the moral behaviour of the people has been reduced,
and that the expectations of the population (especially regarding the improvement
of the material living conditions) have considerably increased.* Nevertheless, we
should not forget that consumerism is also based upon some ideological values, and
this is the reason why many Chinese officials and intellectuals are worried today
about the lack of moral restraints of a large part of the Chinese population which
frenetically rushes toward enrichment at all costs and by all means.*

2.3 The reform of agriculture®

In 1978, 80 percent of the Chinese population lived in the countryside and worked
in the primary sector. At the beginning of the 1980s, Deng’s reforms led to the
abolition of the agricultural communes that were replaced de facto by family
farms, since each family leased land from the commune. The introduction of fam-
ily farms led to a surplus of manpower in the rural areas. Deng compensated this
workforce surplus by allowing the creation of small enterprises and light industry.
By these measures, the process of urbanization could be partially diverted from
large urban areas toward small cities, where a strong demand for consumer goods
was developing which in turn supported the development of light industry. During
these reforms, millions of people changed their work, and these small cities or
‘townships’ became an important political and economic factor.

However, agricultural production did not increase after 1984 in spite of demo-
graphic growth, and the uncontrolled industrialization of the rural areas started to
raise concerns about the environmental consequences of this policy.?

2.4 The reform of urban economy*

The fourth dimension of reforms concerns the urban economy, where Deng’s
strategy also led to an increase of the freedom of social actors.
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Thus, several forms of property were legalized and the state gave up the absolute
monopoly of production and distribution of goods and services. This is also wit-
nessed by the limitation of the importance of the Economic Plan: in 1978 the Plan
still contained 600 items, while at the end of the 1980s their number was reduced
to only 25. This reduction of the importance of the Economic Plan is on the one
hand the result of decentralization (i.e. delegation of duties to the subordinate local
authorities) but also, on the other hand, of the disappearance of some domains
formerly regulated by the Plan.”’

Moreover, during the 1980s the state weakened the administrative price control,
and this has given rise to the ‘dual price system’: this system allows that goods
which are produced in surplus of the Economic Plan can be sold at a higher price
in the market. Regardless, this system has also shown negative consequences like

corruption or illegal ‘prices arbitrage’.?®

2.5 The integration into the international economy”

The fifth dimension of the reforms of Deng Xiaoping concerns the opening of
China to the world economy. When Deng seizes power and launches the reform
process, the immediate international environment of China had undergone impor-
tant transformations since the time of the Cultural Revolution. Neighbours such as
Japan, South Korea, Taiwan or Singapore had experienced technological develop-
ment and considerable economic growth thanks to their integration into the world
economy. Deng considered that the catching up of the Chinese economy compared
to its neighbours was essential for China’s national security.

For this reason, the Chinese government, as early as 1979, offered a special tax
treatment to foreign companies to attract investments. This opening has neverthe-
less made necessary, as I have already said, the establishment of a more transparent
legal system.*® Before the reforms, the Chinese legal system was mainly based
upon personal decisions and had not known codified norms. Thus, the first foreign
companies which settled in China were obliged to accept all the relevant rules
without knowing the contents of these rules. During the 1980s, Deng was actually
able to impose some changes to the legal system which made it more transparent
and started to develop a court system. The development of the legal system also
resulted in a great need for lawyers.*!

During Deng’s era, China also started to be interested in the accession to
international organizations like the institutions of Bretton Woods or the Asian
Development Bank for the purpose of obtaining loans at low interest rates and
gaining access to the competencies of these organizations. The opening of China to
the world economy also involved a change of mentality for the export enterprises;
for example, in textiles. During Mao’s era, these enterprises were accustomed to
producing according to the quantities set by the Plan, whereas under Deng it was
necessary to produce according to the demand of customers. This change of men-
tality favoured the reforms of the companies by introducing a rational managerial
system, but it also implied the danger of destroying the bond between the enter-
prises and the community. In fact under the planned economy, enterprises had a



54  Reconciling State, Market, and Society in China

double role: on one side they had the economic function of producing according
to the figures set in the Plan and to distribute salaries to their employees; on the
other hand they had the social role of providing schools, medical care, and old age
pensions to their workforce. The reforms, while boosting economic development
by introducing some principles of market economy (namely competition as a con-
dition for economic efficiency, and therefore the necessity of reducing production
costs), had the consequence of driving enterprises to give priority to their economic
function at the expense of the social one, thus laying off their redundant workforce
and leaving the remaining employees without the social security to which they were
accustomed during the Mao era.

The analysis of the main contents of the economic reforms I have just presented
shows the importance of the changes introduced by Deng, through his pragmatic
strategy based upon factual considerations more than on ideological a priori.
Moreover, the analysis of the contents of these reforms illustrates very well that
reforms in the economic structure may involve the need for reforms in other parts
of society; for example, in the legal and the cultural structures, as the different
sub-structures are embedded in a system where they are linked by a structural
inter-dependency. Finally, I have put forward the hypothesis that in the process of
changing other sub-structures after the changes introduced in the economy, China
may not necessarily follow the Western way, and may be able to find some func-
tional equivalents capable of sustaining market mechanisms.

3 The results of Deng’s reforms

In the preceding paragraphs and in the first chapter we have seen how the reforms
have been implemented and what ideological changes have been necessary to real-
ize the socialist market economy. In this last part I will try to evaluate the results
obtained from this process of transformation of China. Even if this process is far
from being complete, [ will try to evaluate how Deng and his successors succeeded,
up to now, to satisfactorily manage the two constraints I have previously identified:
on one side the need for the technological and economic modernization to catch up
with the other world powers, and on the other side the restoration and strengthening
of the Party legitimacy and the guarantee of social and political stability. According
to Yasheng Huang, these two sometimes contradictory constraints created a certain
lack of synchronization between the internal and external reforms.*? Internal reforms
correspond to the liberalization of the internal market, whereas external
reforms correspond to the opening of the country to the world economy. Today
the Chinese economy is one of the most open amongst developing countries, as is
proven by the fact that China has today the lowest tariffs on importation amongst
these countries. Tariffs fell from 41 to 6 percent after the accession of China to the
World Trade Organization (WTO) in 2001. But at the same time the Party firmly
controls both private and state-owned enterprises (SOEs). One can ask the ques-
tion: how have these apparently contradictory policies been possible, and what are
their consequences? The answer to this question is not an easy one. Based upon
the available empirical evidence, I will rather try to evaluate in the second part of
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this chapter the positive and the less positive outcomes, as well as the challenges
created by the reform process. I will leave to the last chapter the identification of
the obstacles that the Chinese leadership has still to address in order to complete
the modernization of China, knowing that history (contrary to the naive belief of
some academics) has not come to an end after the end of the Cold War.*

3.1 The success of Deng’s reforms

We can start to say that both Western and Chinese researchers consider that the
reforms allowed an enormous economic growth and a significant improvement of
the living conditions of the Chinese people, even if there are substantial disparities
both between provinces and within provinces.** For instance, there are no more
famines, as has been, for example, the case during the Great Leap Forward. It is
obvious that these inequalities must be reduced in the future in order to maintain the
stability of the country. During recent years there have already been several wide-
spread demonstrations of peasants and workmen inside the country. Nevertheless,
as early as 1990, a study by the World Bank makes the following synthesis:

The average income of the 800 million rural populations more than doubled
and absolute poverty receded nationwide. In 1988, some 13 percent of rural
households fell below the poverty line, compared with 17 percent in 1981.
Infant and child mortality declined, the rate of population growth was slowed
and universal education of five years was achieved.*

After that date, the economic development achieved by China continued to be quite
impressive. In its report of 1997 (i.e. before the reform trend was to be confirmed
by the September 1997 congress of the CPC): the World Bank compares the time
needed for doubling the GDP by several countries: the United Kingdom needed
58 years (from 1780 to 1838), the USA 47 (from 1839 to 1886), Japan 34 years
(from 1885 to 1919), South Korea 11 (from 1966 to 1977), and China only nine
years (from 1978 to 1987), not only once, but twice (the second time from 1987 to
1996), and even more impressive, during two consecutive periods of nine years.*
Even though this type of comparison must be made with care (the overall situ-
ation at different historical periods of time is quite different and can, at least in
part, explain the difference in speed), the achievements, when measured by GDP,
are quite impressive. More recently, the World Bank has considered that most of
the Millennium Development Goals have either already been achieved or China
is well on the way to achieving them, that between 1981 and 2004 the fraction of
the population consuming less than a dollar-per-day fell from 65 to 10 percent,
and more than half a billion people were lifted out of poverty. Even if the rate of
poverty is higher when measured by the new international poverty standard of
$1.25 per-person-per-day (using 2005 Purchasing Power Parity for China), the
decrease since 1981 is no less impressive: from 85 in 1981 to 27 percent in 2004.%”
Other data confirm this impression:
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1 the general standard of living has considerably improved (even though, as we
shall see, it is counterbalanced by the increasing disparities between regions,
provinces, and between individuals within provinces)

2 extreme poverty has been eradicated

3 housing has been improved, especially in the coastal regions

4 communication infrastructure has been improved (railways, roads,
telecommunication)

5 the education system has been improved at all levels; illiteracy has almost
completely disappeared, etc.

Since the 1980s the economic annual growth rate has remained between 8 and
10 percent. Thanks to cheap labour, globalization made China the workshop of the
world. During the 1990s it became the second highest receiver of direct foreign
investments in the world.*® Several researchers already talk about the twenty-first
century as the Chinese century. How can we evaluate the modernization of China?
Note that modernization is difficult to define ‘scientifically’ as it is a conceptual
and ideological construct linked to the Western (and above all European) historical
experience. The consequence is that Western people had (and still have today) the
tendency to consider that ‘their experience of modernity’ is the only possible way
toward modernity.* The consequence of this Western way of conceiving modernity
(as well as the violent and tragic history of the encounter of Western modernity
with China during the nineteenth century) has driven many Chinese intellectuals
(and politicians) to reject modernity because it entailed (and for some it entails still
today) the danger of Westernization of Chinese society.* It is not the place here
to discuss this important topic. I will simply present some phenomena generally
considered as good indicators of modernity. Following the suggestion of Mitter
and others, and based upon the developments presented in chapter one, I will take
into account the fact that Chinese modernity has some features in common with
the West (as China becomes more and more embedded in the international system),
together with some Chinese characteristics based upon its historical experience.

An interesting way of assessing the modernization process would be to follow
the works of demographers such as Emmanuel Todd, whose thesis is that moderni-
zation is above all the result of changes in the rates of literacy and fertility.*' I will
come back to this perspective in the conclusion of this book, when I will refute the
conversion thesis. But hereafter I will take into consideration economic and social
data and to begin with I will regard modernization as a process of transfer of eco-
nomic activities from agriculture to industry and services. Table 2.1 summarizes
the development of China from an agricultural country to an industrial and service
one. In 1978 its agriculture employed more than 70 percent of the working popula-
tion and contributed to only one-third of the national income. In 2006 agriculture
employed less than 50 percent of the working population and its contribution to the
GDP fell to only 12.5 percent. By comparison, the industrial and the service sectors
employ together, in 2006, 51.8 percent of the working population and contribute to
87.5 percent of GDP. Since 1978 it is the sector of the services whose contribution
to GDP has most progressed.
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GDP has doubled twice during two consecutive decades (1980-2000) and this
places China at the third rank, out of 233 countries, after the US and EU, and it is
likely that GDP is going to double again during the following decade. Of course
China’s situation is much less favourable if we take into consideration GDP per
capita: it is now between US$6,000 in ‘Purchasing Power Parity’ and US$6,800
and this places China at the 118th rank, out of 233 countries (see Table 2.2).
Notwithstanding, there is no doubt that per capita revenue has been sustained
by the growth of GDP, even if the newly created wealth has been very unevenly
distributed amongst Chinese people, as I will consider in more detail later in this
chapter. It is also certain that the evolution of per capita income will be more than
proportionally linked to GDP growth, as the Chinese leadership has fully under-
stood the danger of the inequalities that have dramatically increased during the
1990s and is taking serious measures to rebalance the economy, especially after
the adoption of the 11th Plan in 2005 and the decisions announced by President
Hu Jintao at the November 2007 Party Congress, more particularly in the domain
of social policies.

Nevertheless, economic indicators cannot fully describe the situation of a
population. For this reason the United Nations Development Programme (UNDP)
(partially following in this the ideas of Nobel Prize winner Amartya Sen)* has
developed a mixed indicator for better measuring the actual wellbeing of a country:
the Human Development Index (HDI) combining life expectancy at birth, educa-
tion (measured by literacy), and GDP per capita. These three dimensions are then
given equal weight and combined into a single indicator (the HDI). On this count,
China does much better than by taking into consideration economic indicators
only.* According to the HDI-Statistical update 2008, and based upon 2006 data,
China’s HDI is equal to 0.762. That places China at the 94th rank (out of 179
countries) within the ‘Medium Human Development’ group (i.e. countries placed
from rank 76 with index 0.798, to 153 with index 0.502). China is placed after,
for example, Ukraine—82 rank, Thailand-81, Colombia—80, Russia—73, Brazil-70,
Albania—69, Romania—62, Venezuela—61, and Bulgaria—56; but before for ex.
Tunisia—95, Paraguay—98, Philippines—102, Indonesia—109, South-Africa—125,
India—132, and Pakistan—139.

In order to measure China’s improvement by the HDI I have taken China’s index
every five years from 1980 and compared it with the index of the country having
roughly the same index in 2006. Table 2.3 gives the results of this comparison.

In 1980 China’s HDI index was the same as Sudan in 2006, and in 2006 China
has the same HDI as Tunisia in the same year. Taking the UNDP data for 1975,
when China’s HDI was 0.527, we can see that between 1975 and 1980 (i.e. at the
end of Mao’s era) there was only a very small improvement (+ 0.033), whereas
in the reform era, from 1980 on, the improvement is constant and impressive.
According to UNDP calculations, between 1980 and 2006 China has improved
its HDI by 0.226, second only to Egypt (+ 0.233) and before Nepal (+ 0.222),
Iran (+ 0.218) and Indonesia (+ 0.205), while all the other countries in the UNDP
statistics have increased their HDI by less than 0.200. It must be said however,
that whereas the HDI allows a comparison of countries using an overall indicator



Table 2.2 China’s main economic indicators

2004 2005 2006 2007 2008 2009*
Population million 1,300 1,308 1,314 1,321 1,327 1,334
Real GDP growth 10.1 10.4 11.6 11.9 9.0 7.2
%
Nominal GDP 1,936 2,203 2,774 3,242 4,401 4,832
USS$ bn
GDP per head 3,068 4,186 4,793 5,478 5,962 6,378
USS$ at PPP
Consumer 2.3 1.7 2.8 6.7 5.8 0.5
inflation %
Current account 68,7 160,8 2499 371,8 440,0 496,6
balance USS$ bn
Foreign exchange 618,6 825,6 1,072,6 1,534,4 1,951,0+ 2,376,0
reserves US$ bn
Exchange rate 8.28 8.07 7.81 7.31 6.82%* 6.95%*
RMB-US$

Sources: elaborated by author from Economist Intelligence Unit, Country Report, June 2008;
International Monetary Fund (IMF) Data Bank 2009, and World Bank’s China Quarterly

Update, March 2009.

* Estimates by World Bank and International Monetary Fund.

** Estimates by Standard Chartered.

+ about 70% of which are invested in US government securities (Geoff Dyer, ‘China has long way to
go to dislodge dollar’, Financial Times, May 21 2009).

Table 2.3 China’s improvement measured by the HDI index

Year 1980 1985 1990 1995 2000 2006
China’s 131 128 125 117 101 94
rank

China’s 0.529 0.596 0.628 0.685 0.730 0.762
HDI

as, in 2006, Sudan Solomon Namibia  Tajikistan Gabon Tunisia

Source: UNDP Human Development Indices: A Statistical Update 2008, based upon 2006 data.
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of their performance, it nevertheless masks differences within these same coun-
tries. I will consider the problems arising from the different level of development
between Chinese provinces and within provinces in the last part of this chapter.®
For the moment it is interesting to explain why China has developed so fast during
the last three decades.

3.2 Why has China’s economy grown so fast?*

3.2.1 The overall explanation

Many economists, both Chinese and Western, have proposed explanations for
the very fast development of the Chinese economy.*” Recently, a team of three
economists, two Chinese and one Western, has attributed the growth of China’s
economy mainly to the considerable investments realized since the beginning of
the reforms process.*® They arrive at this conclusion after criticizing recent stud-
ies of the sources of China’s growth that consider that there has hardly been any
technological improvement in China over the past decades. They further consider
that the model upon which such analyses are based (the Solow growth model) is
not adequate for explaining China’s development. By comparing China’s transi-
tion with the transition from the Soviet Union to today’s Russia, they convincingly
show that labour reallocation and overall employment have been determined by
investment. Moreover, given the large rural population,*’ investments stimulated
the development of ‘a new and efficient labour-intensive, export-oriented, state-
owned industrial sector side by side with the old, capital-intensive, State-owned
industrial sector’.™® Now, according to these scholars, this transfer of manpower
from agriculture to industry is not exogenously determined by demographic
and other labour supply factors, but is ‘determined endogenously by the rate of
investment in industry and commerce that created jobs that were largely filled
by migrant workers from the rural sector’.’! Finally, these authors show that
investment and technological improvements are parts of the same process. In this
context, the amount of growth determined by investment depends on the quality
of China’s infrastructure, including not only physical infrastructure like roads,
railways, etc., but also by ‘the government’s policy framework,>? the country’s
corporate governance and legal systems, and its economic institutions that influ-
ence investment decision making, including the financial system and product and
factor markets generally’.* And they conclude that these factors do not operate
separately, but interactively to determine the rate of growth. Even so, their explana-
tion is mainly developed according to the lines suggested by economic analysis. A
more comprehensive explanation has been developed by the Tsinghua professor
Hu Angang.

It is not possible in the context of this chapter to give an overall account of
Hu Angang’s explanation of China’s growth that covers all dimensions of the
modernization process, involving economy, society, polity and environment, and
points to the conditions explaining economic growth, its positive and negative
consequences, as well as the policy recommendations (what he calls ‘China’s
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Grand Strategy’) for sustaining economic development while guaranteeing a fair
distribution of wealth, and thus assuring social and political stability. I will never-
theless summarize the major dimension of his analysis useful for developing our
own understanding of China’s reforms.

Starting from the works of Alexander Gerschenkron,* and exploring economic
development in other countries from a historical perspective, Hu initially takes into
account the advantages of a country with a backward economy. First, this country
can introduce new technology and equipment into its own economy by importing
them from developed countries. Second, it can learn from successful experiences
and lessons from developed countries. Third, it can count on a strong social con-
sensus for catching up, which means for the people the perspective of improving
their standard of living. Of course, there are many countries that share these charac-
teristics, but not all of them succeed in developing their economy. Therefore, there
must be some other factors that explain why a country starting from this situation
succeeds in developing its economy. According to Hu, three decisive factors will
help the developing country to take advantage of this situation and catch up with
the most developed ones. First, it must have a high level of savings. Second, it
must mobilize international capital by opening up to the rest of the world. Third, it
must speed up the dissemination of technology within its economy. All these three
factors are related to each other and contribute to the availability of technological
know-how and domestic and foreign financial means for the purpose of making
investments possible and efficient. Using appropriate statistical data, Hu shows
that, since the beginning of reforms, China has been able to narrow the gap in per
capita GDP with developed countries.

The next step has been the construction of a growth model that Hu defines as ‘a
comprehensive growth framework covering capital, labour, institutional change,
and knowledge’.>¢ Using this method, Hu arrives at three major conclusions for
China. First, about half of the per capita output came from per capita growth.
Second, one -third of the per capita output growth came from institutional changes.
Third, one-fifth of per capita output growth came from knowledge development.
On the basis of these results, Hu concludes that:

this method better interprets the sources for China’s economic growth. It
implies that institutional changes can be stimulated through reforms, and
knowledge development can be promoted through opening up and technical
innovation. Thus policies can be made accordingly, to achieve a sustainable
growth in the future. This means that China should make technology and
knowledge, rather than capital and natural resources, the driving forces for
economic growth.”’

Given the influence that this type of research and policy advice had in China at
the moment of the drawing up of the 11th Plan, this conclusion should be well
understood by all those who want to grasp the real meaning of the changes intro-
duced by the Chinese leadership during the Hu Jintao era. More insights from
Hu’s research, based upon the identification of several negative consequences of
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the economic development between 1978 and the mid-1990s, will be presented in
the last section of this chapter. For the moment it is interesting to present the next
step in Hu’s analysis of China’s economic development; that is, the identification
of five major effects that stimulate China’s rapid economic growth.

The first effect is the speed effect: during a given period of time, the indus-
trialization latecomers, such as China in the 1980s and 1990s, grows faster than
the forerunners. Second, during the same period of time, the structure indicators
change faster in less developed economies than in the developed ones. These
indicators concern the transfer:

1 of population from rural to urban areas;
of manpower from agriculture to industry and services;

3 of contribution to GDP from agriculture to the secondary and the tertiary
sectors,>®

4 as well as changes in domestic demand (i.e. changes in households and gov-
ernment consumption, total capital formation, and net exports)

5 as well as changes in household consumption structure between rural and
urban households

6 and changes in foreign trade ratio (i.e. between exports and imports).*

Moreover, accelerated growth may stimulate labour to move to higher level pro-
duction sectors. This transfer is always concomitant with the growth of material
capital stock, the improvement of the skills of workers, the development of edu-
cation, as well as improvements of managerial know-how, and will result in an
economy more open to international trade. The final result of these improvements
is that they will further stimulate economic growth.*

Third, the opening up effect corresponds to the fact that late comers move faster
than developed economies in participating in the global economy. China’s share
in the world exports increased from 1.6 percent in 1985 to 6.1 percent in 2000. All
components of exports increased (i.e. primary products, resource and non-resource
products, low-tech, medium tech and high tech products), but what is more inter-
esting is that the product mix has undergone a dramatic change: the percentage
of primary products dropped from 50.2 percent in 1980 to 4.7 percent in 2000,
while export of manufactured goods reached 87.1 percent by 2000. The percent-
age of low-tech products rose to 47.6 percent in 2000 from 4.5 percent in 1985
and, more interestingly, the proportion of high-tech products rose to 22.4 percent
in 2000 from a very low 2.6 percent in 1985. And Hu concludes that ‘this shows
that China displayed its advantages in both labour intensive products export and
in the exports of high-tech products’.*!

Fourth, the institutional effect is one of the most interesting results of Hu’s
research as it shows the importance of institutional building in the process of
sustaining economic development through the state’s measures and intervention.
This effect measures the degree of liberalization of the Chinese market using nine
areas and 24 indicators. Table 2.4 summarizes the results obtained by this method
that shows that in all areas there have been considerable improvements made by
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the government for adapting the Chinese market to the requirements of market
mechanisms.

Finally, the technology catch up effect completes the five effects that drive
China’s rapid economic growth. It refers to the rate of technology diffusion of
technologically lagging countries that is higher than the technological innovation
speed of technologically advanced economies. This difference is due to the fact that
less developed countries acquire technology mainly by importing it from abroad,
and the cost of importing existing technology is less expensive than endogenously
developing it. China’s technology comes from several sources:

1 direct import of high-tech products

2 acquisition of technology through foreign direct investments (FDI)

3 direct financing of Research and Development (R&D) by Chinese
enterprises

4 cooperation with advanced countries in science and technology.

Using different methods for measuring the development of technology in China,
Hu comes to the conclusion that overall China has made important progress in this
domain that Hu considers as fundamental for sustaining the development of the
economy. This is because the process of catching up with developed countries is
a process where knowledge and economic growth mutually reinforce each other.
And for this reason, as I have already mentioned, Hu considers that China should
operate a transition from a capital-driven economy to a technology-driven one,
and this will be possible especially if China succeeds in becoming an endogenous
technological innovator.5

3.2.2 The importance of the private sector

The explanations of the development of China’s economy presented in the para-
graphs above suggest that an important part of this development is to be attributed
to the introduction of market mechanisms and therefore to the new economic forces
that must have been developing in place of the old planned economy (at least in
part) and within the new economy; that is, a market economy. Therefore, one can
expect that a great part of the economic development (in terms of both employment
and contribution to GDP) has come from an increasing private sector managed by a
developing new class of entrepreneurs. That the development of the private sector
has greatly contributed to the development of the Chinese economy is generally
admitted by the majority of scholars.®* Amongst the many statistical data used to
prove the increasing importance of the private sector let us take the data on the
industrial output shared by different sorts of ownership, presented by Bennis So
Wai Yip.** According to the data taken from the National Statistical Bureau of
China, the contribution of SOEs declined from 77.63 percent in 1978 to 19.44 in
1998; during the same period, the contribution of collective enterprises increased
from 22.37 to 46.79 percent and that of others (i.e. private enterprises) increased
from 0.5 to 33.77 percent. Comparable results can be obtained for employment
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and contribution to GDP. This seems to be a fair presentation of the situation as
the collective enterprises are not included in the private sector. Unfortunately,
sometimes collectives are included in the private sector with the consequence of
overestimating the size of private enterprises and their contribution to China’s
development.

Why the contribution of the private sector is too often over-evaluated is a mys-
tery to me, unless one makes the hypothesis that this opinion is, for several Western
and some Chinese scholars and commentators, a self-fulfilling prophecy that, for
the time being, is far from becoming a reality. This is clearly not a rational way
of dealing with the actual situation in China, where most of the time collective
enterprises are in fact (if not by law) the property of local (provincial or munici-
pal) governments. Moreover, the imbrication between private and public interests
at the local Chinese level is well-known and widespread. Last but not least, one
should not forget that the entire economic system is under the macro-economic
(and political) control of the Central Government.* This opinion is in part shared
by Yasheng Huang who, after in-depth research into the new Chinese ownership
structure recently published in the US, considers that the biggest difficulty in
assessing the ownership structure of China’s economy is that it is often unclear
who controls a company.®

Moreover, in many instances, innovations have come from the state sector
or with a substantial support from the government. For example, the very rapid
development of the telecommunication infrastructure in China has been a market-
oriented development, not allowing foreign participation, and with strong state
initiatives: ‘China’s central planners played a pivotal role in introducing a variety
of innovative measures to push the industry onto the takeoff track [...] Financial
accountability of enterprises, prices and fees reflecting costs and scarcity, and
government support with local initiatives, all have contributed to spectacular
growth of telecommunications business.’®” Moreover, it is interesting to note that
the 23 Chinese firms that ranked in the top 500 on the Fortune Magazine in 2006
were all SOEs.®® Finally, even the World Bank admits in a recent report that the
innovation capacity of the private sector is nowadays weak, and it is not private
enterprises that dominate R&D activities but rather SOEs, despite the replacement
of government-run R&D institutes by business enterprises. True, the World Bank,
faithful to its preference for the private sector as the main driver of economic devel-
opment, very strongly considers that ‘China’s success in technological catching-up
is likely to rely more on the capacity of its private sector, especially large private
firms.” For the task leader of this World Bank research, Chunlin Zhang, ‘the best
solution, that is, the set of technologies that maximize both competitiveness and
job creation capacity of Chinese enterprises, can only be found and installed by the
collective action of the private sector and the market’.® It is certain that several of
the World Bank suggestions make sense, such as the setting up of an institutional
infrastructure and an incentives system capable to sustain private sector innova-
tion. Nevertheless, considering that innovations are one of the major objectives of
the Chinese leadership (as I showed at the end of the first chapter) it is more likely
that for the time being the state will continue to play a central role in promoting
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and providing innovation. Last but not least, the World Bank seems to forget that
during the development stage of Western countries, and especially England and
the US, important innovations have come from the public sector or to a very highly
subsidized private sector, as has been, and still is today, the case of the military
industry, whose innovations can be transposed to civil activities such as chemicals,
high speed trains, civil aviation, etc.”

By these remarks I do not mean that in the future the private sector may not
become within the Chinese economy a driving force more independent from the
political leadership, as has been the case in the West since the Industrial Revolution.
But for this to happen, several other changes in the organization of Chinese society
will have to come to pass, and first of all the emergence of an independent new
class of private entrepreneurs.

3.2.3 The emergence of a new class of entrepreneurs

In fact, as the Western experience suggests, the development of China’s economy
may also necessarily be linked to the emergence of a new class of entrepreneurs
without which it would not have been possible to achieve such spectacular
results.

Here again, as in the case of the estimation of the contribution of the private
sector to the Chinese economy, the difficulty comes from the imbrications between
the private and the public sectors. Furthermore, I have already insisted upon the
importance of the role of the state as a driving force deciding and orienting the
development of market mechanisms in transition countries. Moreover, as we have
already seen in the first chapter, the Party, under the leadership of Jiang Zemin and
his Three Represents theory, called upon the entrepreneurs of the private sector to
join the Party, and many have done so, in spite of the attitude of astonishment and
scorn with which this proposal has been met with in the West. Finally, we know, as
is attested by many Western and Chinese scholars, that SOEs have made important
progress toward better management and efficiency to the point that some of them
have started to invest abroad. Again, this does not mean that in the future private
entrepreneurs will not develop a set of values different from those of the politi-
cal elite within the Party and government. This was in fact my hypothesis when I
started to explore the reform process several years before Jiang Zemin presented his
theory of the Three Represents. One of the very high officials to whom I presented
my ideas, immediately pointed out to me the differences in culture between the
West and China that would certainly make the realization of that hypothesis highly
improbable.” Today, I have come to consider that this hypothesis is based upon
the historical Western experience, and it is not at all certain that this experience
can be duplicated within the Chinese cultural environment.

Nevertheless, some observers working within China have started to treat the
emerging class of new entrepreneurs as a relatively independent group, that could
in the future develop its own strategies regarding not only the development of the
economy, but also the rest of the Chinese society. And is it not what happened in the
West? Two academics (Xiang Bing and Teng Bingsheng) from the Cheung Kong
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Graduate Business School in Beijing have recently proposed a typology of Chinese
entrepreneurs.” They consider three generations of entrepreneurs. The members
of the first generation are more than 45 years old, were either college graduates
or former military personnel, and most were employed by SOEs.” They benefited
from the ideological change brought about by Deng Xiaoping, experienced the dif-
ficulties of the transition process, but were able to overcome these difficulties by
using versatility and flexibility and, above all, they learned how to take advantage
of experimentation. They were the first entrepreneurs that ran Chinese firms with
the notion of market competition. Of course their success can be attributed to the
extraordinary growth opportunities offered by the Chinese economy at large during
the first decades of the reforms, but they had to make decisions in order to take
advantage of that situation as well as of the low cost of Chinese labour. The two
authors consider that weaknesses remain within this first group of entrepreneurs,
but they admit that some of them have improved to the point that they jumped to
the third group.

The entrepreneurs of the second generation are in their 30s and early 40s, and
whereas the first generation focused its activity on manufacturing, they are mainly
active in the service sector and high technologies.” They emerged in the late 1990s
and are generally well-educated and have studied abroad. They enjoyed, more
than the first generation, the acceleration of market liberalization, and were more
ready to adopt modern management tools imported from abroad.” They are also
more skilled in dealing with overseas capital market, and this was particularly
important as they lacked state support. Notwithstanding, the two authors, Bing
and Bingsheng, while stressing the importance of this group for developing the
service sector as an indispensable part of an advanced economy, consider that they
lag well behind their non-Chinese competitors, and moreover, their businesses
remains largely confined to China.

Finally, the third generation has been capable of adopting a new approach to
global competition. It is nevertheless a bit surprising that Bing and Bingsheng do
not take a Chinese example for illustrating the third generation, but quote the Indian
entrepreneur Lakshmi Mittal, head of Mittal Steel, which, after the acquisition of
its largest competitor, Arcelor of Luxemburg, became the world’s number one steel
company. The two authors conclude that this is the proofthat companies in develop-
ing countries do not to have to dominate the domestic market first before investing
in global markets.” Finally, Bing and Bingsheng quote several examples of Chinese
entrepreneurs of the first generations that have already moved in the third, such as
Lenovo, TLC, Huawei and Haier. While it is certain that China needs this type of
entrepreneur for sustaining the development of its economy, it is not at all clear
yet whether these new entrepreneurs, evolving in the global markets, will develop
a set of specific values of their own that may contradict the values of the political
leadership. As I suggested in the first chapter it could very well be that there will
be a convergence of the political leadership with the values of the new economic
elite, or vice-versa or, more likely, a mutual adjustment. In any case, this may be the
logical outcome of the reform process that seems, still today, to be oriented by the
Chinese traditional values of unity and harmony. For the time being, this outcome is
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confirmed by the authors of a recent research: the majority of private entrepreneurs
supports the Chinese leadership and is in favour of the status quo. The reason for
this attitude is explained thus: first, private entrepreneurs are the main beneficiaries
of economic reforms and therefore are not likely to ask for fundamental political
changes; second, they are satisfied with both their improved social and economic
status and the performance of the government.” Finally, one should not forget that
in the logic of China’s reforms, the form of the economy and polity is not an end in
itself, but a means for reclaiming for China the stature of a world-power, and the
attainment of this goal will be necessarily linked to the improvement of the perform-
ance of the economic system, that in turn will improve the standard of living of the
population, and thus assure political and social stability.

It is widely recognized that China has made important and astonishing progresses
toward the realization of this end. But it is also well-known that the positive out-
comes of the reform process have generated some negative consequences that may
constitute some obstacles to the completion of the process of modernization, and
constitute several formidable challenges to the Chinese leadership. I will examine
them in the last part of this chapter.

3.3 The limits of Deng’s reforms

In this section I use and develop a framework of analysis for the interpretation of
China’s reforms which I presented for the first time in 2004.® At the beginning of
April 2009, when I was revising the last version of this book, the World Bank made
available on its website an interesting and very well-documented report focused
on China’s poverty reduction strategy, but which also inevitably, most of the time
indirectly, touched upon several aspects of China’s general reform strategy.”
Although this report provides some new insights, and puts together a considerable
amount of available data relating to inequality and poverty, it basically confirms
my findings and analysis on these aspects of the changing structure of China. This
is very likely due to the fact that the first draft of the said World Bank’s research
report, resulting from the team-work contributed by an impressive number of
Chinese and Western experts, was completed as early as November 2005 on the
basis of the data available at the time, even if later it benefited from additional
inputs, particularly from Chinese scholars. Moreover, the data made available
after 2004-5 largely confirmed the existing trends. I will therefore refer to this
report only occasionally, when it provides some new data or insights. In the fourth
chapter and in the Conclusion I propose a broader evaluation of China’s reforms by
further expanding the analysis presented in this chapter, taking into consideration
the changes in the political system (and especially in the decision-making process),
as well as the problematic of human rights and liberal democracy, which were not
the objectives of the World Bank’s report. For the moment, I will limit the analysis
to the consequences of reforms on economy, society and the environment.

In spite of the positive outcomes of the development of the economy thanks
to the reforms introduced by Deng Xiaoping, some notably negative conse-
quences of economic development have appeared: disparities between regions
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and provinces, as well as between people within regions, provinces and municip-
alities. The absence of regulations aiming at protecting the environment resulted
in a considerable deterioration of the already precarious conditions of the Chinese
environment.® The rapid introduction of market mechanisms and competition led
State organizations (especially SOEs, but also State bureaucracies) to drastically
reduce their staff and to lay off millions of employees and workers. This resulted
in a huge rate of unemployment, as well as the emergence of new forms of poverty,
that run the risk of counterbalancing, at least in part, the impressive decrease of
poverty achieved thanks to the reforms. This trend, and especially the appearance
of new forms of poverty, also had an impact on the increase of crime, especially
petty crimes. According to data transmitted by Hu Angang (Tsinghua University)
the number of crimes went up from 1986 to about 1991; then remained unchanged
until 1998, but increased again dramatically from 1998 to about 2002 (i.e. after the
acceleration of reforms decided at the September 1997 Party Congress) to attain a
level at least four times the level of 1986.

Finally, the transition from a command economy to a new economic system,
where market mechanisms (and hence competition among enterprises) were intro-
duced quite rapidly, led the government to freeing the SOEs from the obligation of
providing their workers and employees with the social services they were used to
obtaining under the former command economy. This new way of organizing the
production process, in conjunction with the one-child policy, was de-structuring
both the traditional State’s and intra-family solidarity, at least in the urban areas.®'
But the reform process also had some negative consequences in the rural areas.
Even the World Bank concedes that whereas one can consider that the dismantling
of the communes and the move to the Household Responsibility System have
favored the rapid decrease of rural poverty:

a by-product of this institutional transformation was the increasing monetiza-
tion and marketization of public service delivery in rural areas. In place of the
communes, local governments were charged with administering and financing
these services, which in poorer areas, they were unable to fully do because of
a lack of fiscal resources. Schools and health facilities have therefore had to
increasingly rely on charging user fees in order to cover their costs.®

The consequence has been that not only did this new situation constitute an addi-
tional burden on rural families’ budgets, but, for many of them, it was a serious
obstacle to acceding to these services, and finally one of the causes of new forms
of poverty. Therefore, the old solidarity system needed to be replaced in both
urban and rural areas by a new safety net system in which, very likely, employers,
employees and the State were to share the contribution to the various new social
insurances. And this constitutes another challenge to the Chinese leadership, given
the considerable cost implied by the new solidarity system.%* Moreover, some of
the features of the organization of Chinese society seemed at that time to constitute
serious obstacles to the further development of the new policies, if the latter were
to improve the wellbeing of the Chinese people.?* Several scholars, both in China
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and in the West, have pointed out these difficulties since the mid-1990s, and a few
Chinese scholars even at the end of the 1980s.** The major problems of the new
Chinese economy are summarized in Figure 2.1.

Following the appreciation of Hu Angang, let us summarize the development
strategy used by Mao Zedong in the 1950s and 1960s, and then by Deng Xiaoping
in the 1980s and 1990s. During the Mao era, China followed a traditional develop-
ment strategy, oriented by the experience of the Soviet Union, in the framework
of the planned economy. In the 1950s, Mao Zedong initiated the drive to ‘catch
up with UK and surpass USA’; in the mid-1960s he set the goal of achieving ‘four
modernizations’ by the end of the twentieth century by implementing policies of
‘high accumulation, low consumption’, giving priority to heavy industry, including
the defence industry, capital-intensive industries, and providing import protection,
resulting in increasing disparities between urban and rural areas. Then, during
the 1980s, Deng Xiaoping initiated the ‘three-step strategy’, setting the goal of
quadrupling GDP, trade and investment liberalization, market development and
competition.® The strategy is still centered around materials, with top priority put
on speed. Deng Xiaoping advocated for imbalanced development, allowing some
regions and some people to get rich first, by concentrating on the development of
coastal regions. This resulted in enlarging income gaps between urban and rural
people, greater regional disparities, and substantial increase in the income gaps
between urban and rural areas.®’

Main problems of the Chinese market
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Figure 2.1 Main problems of the Chinese market.
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After having identified the major problems of the reforms process, let us try to

summarize the major challenges of the new Chinese economy. The transition from a
command to a market economy must be able to master the following processes:

1

privatization, in order to free private initiative and resources;

2 reforming the SOEs, in order to make them competitive in the market (espe-

cially since the entry of China into the WTO);

3 reforming the state’s banks, making them competitive by ridding them of

the non-performing loans (NPL), in order to sustain the development of the
economy;

4 liberalizing and regulating the financial market, so that Chinese enterprises

can drain the capital they need;

5 correcting the unwanted consequences of the market economy (namely the

increasing unemployment, the increasing disparities, the consequences of the
ageing population) and the deterioration of the environment (both physical
and human), in order to make the economic development more equitable and
respectful of the physical and human environment;

6 eradicating corruption, so that public money and public manpower are entirely

used for the implementation of pubic policies, and not for private purposes;

7 setting up a legal system capable of supporting the development of a market

economy, so that it becomes the source of an important part of the fiscal
resources of the state.

For many of these policies China needs an improvement of its fiscal capacity, on
the one hand of the taxation system, and on the other of the efficacy and efficiency

of

its expenses (public policies). Here again, the necessity of curbing corruption

is certainly an important one.

The problems mentioned above should be addressed while maintaining the social

and political stability of the country.

In short, an efficient and effective set of public policies aimed at satisfying the

needs of the Chinese population within the new social arrangements will depend

on

1

the mastering of the following factors:

a precise evaluation of the needs (of people, enterprises, and government);

2 the availability of sufficient financial resources, this depending upon an effi-

cient taxation system;

the availability of human resources (with good knowledge, skills and atti-
tudes, and sufficient in number) for the implementation of public policies and
services;

4 an economic system capable of:

4.1 providing sufficient resources to both people and enterprises, and at the
same time

4.2 providing an economic basis sufficiently wide and stable, in order to allow
the government to drain, through different forms of taxation, the financial
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means necessary for sustaining the implementation and development of
public services; this second objective should not frustrate the initiative of
investors and entrepreneurs

4.3 sustaining the improvement of the people’s standard of living, especially
of those living in the less developed areas.

In conclusion, the good health of the economic system seems to be the necessary
condition (if not the sufficient one, as we shall see hereafter) for succeeding in this
endeavour. Let me now briefly comment on Figure 2.2 that summarizes the major
dimensions of the new Chinese economy and society, the success, problems, dif-
ficulties, and obstacles, as well as the policies needed to overcome the difficulties,
by indicating the main links between these sets of variables.®

The success of the economic development (especially when measured by GDP,
and by GDP per capita) is represented in the middle of the figure, and depends
upon the knowledge necessary for designing and implementing the policies men-
tioned above, and more particularly upon the mastery of the introduction of market
mechanisms sustained by the role played by banks, SOEs, and financial markets.
This in turn implies the implementation of some of the policies presented at the
bottom of the figure, namely the restructuring and re-capitalization of SOEs and
banks (more particularly the elimination of NPLs), and the adoption of a legal sys-
tem capable of sustaining the development of economic activities in the new areas
of the economy open to competition, namely the establishment of the principle of
legal security without which no rational activity is possible within this new type
of economic space. This strategy needs, together with some of the other policies
to be mentioned hereafter, a rational management of public finance (taxation and
expenditures).®® Given the scope of the policies necessary for correcting the nega-
tive consequences of the introduction of market mechanisms, and the consequent
need of huge financial means for the Central Government, it has been necessary
to put an end to the fiscal decentralization set up in the 1980s and to re-centralize
the fiscal capacity in favour of the Central Government.”

Moreover, in order to make the transition from a command economy, where
the government determines almost all the parameters of economic activity, to
another economy in which market mechanisms play an increasing role, the state
needs to develop and master the macro-economic policies typical of this type of
economy. These new state functions entail the need to develop human resources,
either by training the existing civil servant or by improving the competencies of
the institutions of higher learning that will be entrusted with the task of training
young people in those areas of management (policy analysis, implementation and
evaluation) necessary for university level students who may be tempted by a career
in the civil service and in the SOEs. This strategy will create a reservoir of talents
from which the state can in the future recruit the competencies it needs. Moreover,
the Party Schools at all levels could also play the role of training civil servants and
cadres of the SOEs.”!

Coming now to the consideration of the results obtained by the development
strategy adopted by China after 1978, we can again point to the spectacular
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improvements mentioned above, but however also to several negative conse-
quences represented at the top of Figure 2.2. Economic development in conjunction
with the one-child policy has accelerated the ageing of the population, and this is
the first factor demanding the setting up of a modern pension system. The second
consequence of the market mechanism has been the development of disparities
within provinces and regions, as well as between provinces, regions and munici-
palities. The rift between rural and urban areas has thus been considerably widened.
The first consequence of this phenomenon has been the appearance and growth
of unemployment (one of the factors explaining poverty), that was practically
absent at the time of the command economy. That this would be the outcome of
the introduction of market mechanisms could have been easily forecast either by
sound socio-economic theory or by available empirical data on the development
path followed by Western countries.*

A study by the World Bank very clearly shows this point.” At the end of the
Mao era and the command economy the distribution of income was quite fair (low
Gini index just above 0.2) and the number of poor people was quite high. But, as
soon as market mechanisms were introduced, economic efficiency was boosted
and poverty decreased dramatically. Nevertheless, at the same time income dis-
tribution became more and more unequal (Gini index well above 0.4). Moreover,
we observe that following the Party Congress of September 1997 (that confirmed
and even accelerated the reform process) the number of poor people is increasing.
Some more recent data confirm this new trend, which very likely corresponds to
the appearance of new forms of poverty (both in the rural and urban areas) linked
to the development of market mechanisms, as is the case in Western countries.’
The appearance of unemployment, in conjunction with the one-child policy and the
consequent de-structuring of the traditional solidarity, needs to be compensated by
the setting up of another social policy: unemployment insurance.

Coming back to Figure 2.2, we see that unemployment has also an impact on
migration. Unemployed and underemployed people in the most vulnerable zones
(especially in the rural provinces and areas) try to seek working opportunities
in the urban areas where the dynamism of the economy is creating new jobs. Of
course the majority of these new jobs are to be found at the lowest level of the
salary hierarchy, especially in construction and services.” Working conditions of
these people are most of the time minimum, to say the least, and have attracted
much criticism from abroad, but also from several circles within mainland China.
Notwithstanding, the situation of these people is slightly improving since the gov-
ernment has taken several measures to protect them.”® Moreover, as was the case
for migration within Europe and elsewhere for centuries, migrant people generally
find in the hosting country (or in the case of China in the hosting provinces) better
opportunities than they would have enjoyed, had they remained in their home town
or village. As a consequence, in the case of China, migration from rural villages
led to significant increases in consumption per capita, and this effect is stronger
for poorer households within villages.”’

Nevertheless, the migration mentioned above, that involves according to reli-
able estimates at least 120 million people, exerts a considerable pressure on the
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infrastructures of urban areas. This in turn necessitates the (re)definition of the land
use planning policy (including urban infrastructures) and an additional pressure
to set up a modern safety net also covering migrant workers. Moreover, in order
to fix part of the population in the rural areas,”® and to reduce the gap between
rural and urban areas, the Chinese leadership has set up (since the mid-1990s) a
policy of investing in the infrastructures of the Western poor provinces and the
rural areas in general.

Finally, the economic development has aggravated the situation of the Chinese
environment, and this requires the setting up of regulations supported by effec-
tive controls. The conjunctional ageing of the population, increasing disparities,
unemployment, migrations, and environmental deterioration has aggravated the
health of the Chinese people both in the rural and urban areas. For the latter, an
additional negative consequence of disparities has been the migration from rural to
urban areas of competent people working in the health services, attracted as they
are by better job and salary opportunities offered by the cities.

Last but not least, the opening up of the Chinese economy, especially after
the entry of China into the World Trade Organization at the end of 2001, has
put additional pressure on the government for the development of a legal system
compatible with the international obligations China has subscribed to as a member
of the international economic system. This pressure is complementary to the one
exerted by the introduction of market mechanisms within the Chinese economy.
They both require the establishment and implementation of legal rules compatible
with the functioning of market mechanisms.

The list of problems and policies necessary to solve them is quite impressive.
What is even more impressive is that the corresponding changes in Chinese soci-
ety are happening practically simultaneously and over a relatively short span of
time, contrary to their evolution in Western countries which had at least a century
to adjust their policies to the consequences of the Industrial Revolution. In both
cases, the consequences of economic development have been a radical change of
the structure of Western and Chinese societies. Changes in social structure are per
se neither positive nor negative. It all depends upon the balance between improve-
ments and drawbacks, as well as upon the measures the governing elites take in
order to help individuals to adjust to the transition. I have already presented data
about the major improvements realized thanks to the reforms, and I have simply
enumerated the major negative impacts. Before we evaluate the importance of
these negative consequences and we try to assess the validity of the measures
taken by the Chinese leadership in order to correct them, we need to present the
new structure of Chinese society and evaluate the opportunities and challenges it
poses to the government.

According to Hu Angang, the biggest challenge to China in the twentieth century
is not how to further speed up economic growth, but how to maintain a sustain-
able and equitable growth to reduce poverty and promote human development by
focusing on the purpose of development instead of on development for the sake
of development. The ‘people first’ approach to development means to invest in
the people, serve the people, develop the economy for people and promote human



76  Reconciling State, Market, and Society in China

development to enhance the people’s development capabilities and increase their
development opportunities.”

3.4 The changing structure of Chinese society: opportunities and
challenges

I have already presented the major changes in the economy, measured by total
GDP, per capita GDP, the transfer of manpower from agriculture to industry and
services (measured by both employment and contribution to GDP), and the impact
of reforms on human development (measured by the UNDP Human Development
Indicator integrating life expectancy, education, and GDP per capita). But what is
the new structure of Chinese society? This is not an easy question to answer, as data
are not always either reliable or available. Nevertheless this task is essential if we
want to understand the challenges that are facing the Chinese leadership.

3.4.1 The new Chinese social classes

First of all, there is a general agreement that the new social structure is consider-
ably different from the old one, in spite of the persistence of some features of
the old Maoist and even Imperial eras.'” The old ‘class status system’ of the
Maoist era was mainly based upon political criteria; that is, a mix of Marxist and
political classifications. For example, in the rural areas: rural worker, poor peas-
ant, middle-low peasants, middle-high peasants, rich peasants, land owners; but
also revolutionary soldiers and martyr-revolutionary families. This system made
it possible to tell friends from enemies, the ‘expropriables’ from the beneficiaries.
Moreover, the transition from a Marxist classification to a political classification
based upon attitudes (the ‘reds’ vs. the ‘bad categories’) made it possible for
Maoist power to isolate its enemies, and even to invent new categories according
to the goals and strategies of Maoist power. Finally, since belonging to a category
determined access to resources (money, power, and prestige), this class system
created new forms of inequalities. With reforms, the positioning of people within
the social structure changed considerably, as a consequence of the changes of the
economic structure, even if the political criteria did not completely disappear. But
would inequalities disappear? Or would some new inequalities be the by-product
of reforms? In the following paragraphs I propose to present the new social struc-
ture as comprising the following four classes or categories: the power elite, the
intellectuals, the middle class, and the workers, employees, peasants and migrant
workers.'"!

THE POWER ELITE

This class is subdivided into two groups. First, the political elite composed of
the top cadres of the Party, who not only keep their position as a group, but also
acquire new resources in the economy. Second, the economic elite composed of
the state’s technocrats of banks and big SOEs, top cadres of big and medium-size
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private and semi-private enterprises (often former cadres of the Party), owners of
big and medium-size private enterprises, often linked to the Party’s cadres within
the well-known exchange power-for-money.'”* An increasing number of these
people sit within official organizations such as the National Congress and the
Consultative Assembly.

THE INTELLECTUALS

This is maybe the most difficult category to characterize. As it is generally admitted
for other countries, Chinese intellectuals may not share the same political culture,
but on the contrary may possess different ideals, and have different types of rela-
tions with the Party and the state. In fact, I came across several cases where an
intellectual is classified by some observers as a conservative, and by some others as
a reformist, or even as a member of the ‘New Left’. Without being in the position
to propose a fully satisfactory classification of intellectuals, I nevertheless con-
sider that the following gives an idea of the great variety of ideological positions
of Chinese intellectuals, and may constitute a reasonable starting point for research
in view of a better classification. For the moment, let me propose the following
classification comprising three groups.'®

The liberal or neo-liberal supporters of economic reforms were very influential
between 1978 and 1989. It is amongst these intellectuals that one can find the most
radical liberal and neo-liberal reformers. Some of them even favoured more radical
reforms, including democratization along Western lines, but they mainly favour the
liberalization of the economy. Although they are still present and active within the
state’s think tanks and universities, they have recently lost part of their influence
to the advantage of the following group.

The ‘statists” have become very influential especially after 1989-92. They criti-
cize the negative consequences of reforms, but for them the state should continue
to lead the reforms, and they do not favour radical reforms toward democratization
according to the Western model, but progressive democratization. Moreover, they
do not challenge the leadership of the Party. They are active within the govern-
mental think tanks (e.g. the National Reform and Development Commission
[NDRC]), within the universities (faculties, university research centres and think
tanks). They constitute a highly competent, effective, and reliable support to Party
and government, by providing both ‘academic —scientific research’ and policy
advice in all domains of state activity.

Some members of these two groups support the power elite and a minority of
them belongs to the elite. They also have some connections with the managers of
the mass media controlled by the Party, as well as with the managers of SOEs or
even private enterprises.

The members of the New Left are more radical than the statists. Some of them
may still refer to Marxian analysis, but others are more generally open to critical
analysis not necessarily of Marxian origin, and some of them try to find a Chinese
way to modernity, which sometimes makes reference to genuine Confucian ide-
als. Some of them publish regularly in the New Left Review, and are active mainly
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within universities, sometimes in the same units as the ‘statists’.

Note that many of the Chinese intellectuals (especially those who graduated after
the Cultural Revolution) have spent several months or even years abroad studying
and/or teaching; and this has given them the competencies and knowledge that are
useful for the Party and state in order to conceive strategies and policies for man-
aging the problems Chinese society is facing today.

THE MIDDLE CLASS

It is difficult to have a precise idea of the size of the middle class, as there is no
clear agreement about the criteria to be used to define it. Generally, a certain level
of disposable income is used for this purpose; but at what level can a household
be considered to belong to the middle class? Bearing these difficulties in mind,
my own estimation, based on the recoupment of several sources is about 126 mil-
lion; that is, 16 percent of total workforce. (The workforce was about 790 million
in 2006.)'%* T further subdivide this class into two levels. First, the upper-middle
class (about 31 million, 4 percent of total workforce) comprises managers of the
state’s small and medium sized enterprises (SMEs), owners of private SMEs, white
collar employees of foreign-invested companies, and white collar employees of
state monopolies. Second, the lower-middle class (about 95 million, 12 percent of
total workforce) comprises specialized technicians, scientific researchers, teach-
ers and professors of the medium and high levels of learning institutions, lawyers,
medium-level civil servants, medium-level cadres of SOEs, employees of artistic
institutions and of the media, independents (merchants, restaurateurs, etc.).

A recent study published on the internet by the McKinsey Quarterly, using
data from the National Bureau of Statistics of China on urban households (num-
ber of households and their disposable income) arrives at a larger size for 2005:
22 percent, composed of 12.6 percent for the ‘lower-middle class’ of urban house-
holds, earning between 25.001 and 40.000 yuan per year, and holding together
15.4 percent of the total urban disposable income; plus 9.4 percent for the ‘upper-
middle class’, earning between 40.001 and 100.000 yuan a year, and holding
together 24.2 percent of total urban disposable income.'”® (Yuan is the Chinese
currency, also called Renminbi, RMB.) Their projections for 2015 and 2025 are
very optimistic. It is forecast that in 2015 the size of the urban middle class will
be 70.9 percent (49.7 for the lower-middle class, and 21.2 percent for the upper-
middle class) of urban households, with disposable income of 66.2 percent (38.6
for the lower-middle class, and 26.7 for the upper-middle class) of total urban dis-
posable income. Projections for 2030 are even more optimistic, especially as it is
forecast that a large part of the lower-middle class will join the upper-middle class:
‘by 2025 this segment [i.e. the upper middle class] will comprise a staggering 520
million people — more than half of the expected urban population of China — with
a combined total disposable income of 13.3 trillion renminbi’.!” Overall, in 2025
the middle class will represent about 80 percent of the total urban population.

It is not at all sure whether many Chinese researchers will share this very opti-
mistic forecast. It is dubious that an income of between 25,000 and 40,000 yuan
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can qualify for joining the middle class, if we take into consideration the cost of
lodging in urban areas, and above all the cost of social security; that is, old age
pension, health, and education. As a Chinese researcher has put it: ‘tomorrow’s
middle-class consumers are today’s urban workers (dispersed across many cities
and still relatively poor)’.'”” If today relatively poor workers are not provided with
adequate education and training, and with a performing social security system,
it is likely that they will have to face poverty when they retire during the next
20 years. For them, joining the middle class may very well remain a wonderful
but unfulfilled dream.'*®

WORKERS, EMPLOYEES, PEASANTS AND MIGRANT WORKERS

This class comprises about 663 million (i.e. 84 percent of total workforce). I pro-
pose to subdivide it into three groups. First is the workers and employees (about
275 million, i.e. 35 percent of total workforce). Here I propose to classify workers
and employees with little or no qualifications working in SOEs, collective enter-
prises, joint ventures, and private enterprises. For these people it is interesting to
note that before the reforms there was, within the planned economy, an equilibrium
between the management of production and the distribution of rewards, these two
functions being controlled and managed by the Party. The main problem then was
the totalitarian character of the Regime that left very little freedom in the economy,
as well as the low standard of living. After the reforms, enterprises had to face com-
petition, and consequently they reduced their workforce; and even the SOEs did
not always comply with the rules of collective work contracts. People’s standard
of living improved compared to the situation within the planned economy system.
People are freer to move within the economy, but the main problem now is the very
keen competition amongst employees and the uncertainty in the labour market.
The second group is the peasants (about 388 million, i.e. 49 percent of total
workforce). In spite of the rapid process of modernization (see Table 2.1, p. 57),

Table 2.5 The social classes of China

1 2 3 4 5
Social class  Officials Managers Owners Specialized  Clerks
of private technicians
enterprises
% 2.1% 1.6% 1% 4.6% 7.2%
6 7 8 9 10
Social class  Individual Waiters Workers Peasants Unemployed
business persons
% 7.1% 11.2% 17.5% 42.9% 4.8%

Data source: Lu Xueyi, ‘On the changes and development of the social structure of China’, Journal of
Yunan Nationalities University, vol. 23, no. 5, 2006.
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they still represent the largest class within the Chinese population. Their income
is still very low. Moreover, until recently they were subjected to many taxes and
fees that were fortunately abolished between 2003 and 2006. The number of poor
people in rural areas is estimated at about 100 million.

The third group is the migrant workers (estimated between 120 and 200
million).'®

As I have already mentioned, it is the disparity in economic development that
is the main reason for the massive migration movements from the rural and less
developed areas to the urban ones, where job opportunities are more attractive,
even if the jobs offered to migrant workers are still today at the lowest end of the
salary hierarchy. Regardless, I have also pointed to the positive effect of these
migrations on the consumption of the families of the migrant workers.

A different classification of China’s new class structure, but complementary
to the one presented above, has been provided by Lu Xueyi (see Table 2.5), who
considers 10 classes, based upon types of occupation.''® If we add the percentages
of classes 3, 7, 8, 9 and 10" we obtain 83.6 percent which is quite close to our
estimate of the total population of workers, employees and peasants. Classes 1, 2,
3,4, and 6 amount to 16.4 percent, which is quite close to our estimate of the mid-
dle class. It is within these categories that the political and economic elites are to
be found. As their number is very likely quite small, so will be their percentage in
relation to the total population. For this reason, in conjunction with the difficulty
of precisely estimating the number of these people, I have chosen not to evaluate
the size of the Chinese elite.

Finally, it is interesting to remark that the changes in the structure of Chinese
society are also recognized by the Chinese leadership. For example, according to
the report to the 16th National Congress of the CPC, the new situation of social
classes in China was described as follows:

With the deepening of reform and opening up and economic and cultural
development, the working class in China has expanded steadily and its quality
improved. The working class, with the intellectuals as part of it, and the farm-
ers are always the basic forces for promoting the development of the advanced
productive forces and all-round social progress in our country. Emerging in
the process of social changes, entrepreneurs and technical personnel employed
by non-public scientific and technological enterprises, managerial and tech-
nical staff employed by overseas-funded enterprises, the self-employed,
private entrepreneurs, employees in intermediaries, free-lance professionals
and members of other social strata are all builders of socialism with Chinese
characteristics.''?

This statement, while it recognizes the new and complex structure of Chinese soci-
ety, is also a clear tribute to the theory of the Three Represents defined by President
Jiang Zemin, as it translates the desire of the Chinese leadership to reconstruct the
unity of the Chinese people in spite of the societal fragmentation produced by the
development process.'?
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I can conclude once again, that the changes driven by economic development
must be evaluated by taking into consideration on one side the overall impact on
the people concerned and, on the other side, the effectiveness of the measures taken
by the state in order to make the transition as smooth as possible.

The description of the new structure of the Chinese population must now be
completed by three additional dimensions: demography, employment, and urban-
rural structure.'"* Here again, these dimensions are neither positive nor negative.
But they will pose several challenges to the Chinese leadership, and if they are not
met with adequate policies, they could very well generate some consequences that
could negatively affect the bottom line of economic development.

3.4.2 The new demographic structure

The changes in China’s demography are closely related to the one-child family
planning policy started at the beginning of the 1970s, after two decades of very
animated discussions within the Chinese leadership with some important input
from research undertaken within universities.'” In order to control the dramatic
increase of the size of the population, the Central Government decided to imple-
ment a number of regulations governing the size of Chinese families. This policy
is in principle strictly enforced for urban residents and government employees.
Nevertheless, there are some exceptions that allow having a second or even a third
child. In urban areas it is possible to have a second child if the first child is disabled,
or if both parents work in high-risk occupations, or are themselves from one-child
families. In rural areas, the implementation of this policy is more relaxed. For
example, if the first child is a girl, a second child is generally allowed. For some
ethnic minorities and for remote and under-populated areas, even a third child is
allowed. The family planning policy has played a very efficient and critical role
in restricting the size of the population. According to the Chinese authorities, this
policy has prevented 250—300 million births. The total fertility rate, defined as the
mean number of children per woman, decreased from 2.9 in 1979 to 1.7 in 2004,
with a rate of 1.3 in urban areas and just fewer than 2.0 in rural areas,'!® and the
birth rate is also decreasing rapidly from 29.77 percent in 1972 to 12.40 percent
in 2005."7 On the other side, thanks to the development of the health conditions
and of the socio-economic situation, the life expectancy improved to 71 years for
men and 74 for women in 2007.!"® Inevitably, the rapid decrease of the birth rate
associated with the improved life expectancy makes the ageing of the population
a crucial issue as the dependency ratio is increasing. In China, the percentage of
the population over 65 increased from 5 percent in 1982 to 7.5 percent today, and
is expected to rise to more than 15 percent by 2025.'°

The second outcome of family planning policy has been the transition from the
extended family to the nuclear family. This transition has resulted in the so-called
‘4-2-1’ phenomenon, which is becoming predominant in Chinese society; that is,
an increasing number of couples will be responsible for the care of one child and
four parents, and therefore the burdens borne by couples will become heavier and
heavier. In international comparison, the speed with which China has become an
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ageing society is much more rapid than that experienced in the past by Western
countries. It took a transitional period of about 100 years for Western countries,
but less than 20 years for China. Another important peculiarity of China’s ageing
population is that it occurs while China is still in the phase of transition from an
underdeveloped to a developed economy, while the ageing of Western countries
occurred after they had developed their economy. This means that the implemen-
tation of the policies needed for dealing with the problems of an ageing society
(especially old age pension, and health) have been financed more easily in the
West, thanks to the financial means available in a relatively rich society. On the
contrary, as China is still in the process of creating a well-developed economy,
it is more difficult to raise the financial means needed for the implementation of
these policies. Hence, the demographical structure of China has become a critical
challenge for the Chinese leadership, and will necessitate, as we shall see in more
detail in the next chapter, the design and implementation of a new social security
system. This policy appears to be even more urgent when we consider the changes
in the employment structure.

3.4.3 The new employment structure

As I have already discussed the changes of the economic structure, I will only
briefly enumerate their impacts on employment. First, Table 2.1 has documented
the huge and rapid transfer of manpower from agriculture to industry and serv-
ices. Second, with the liberalization of the internal economy and the introduction
of new forms of property, some new forms of companies started their economic
activities within the new economic system. So, for example, foreign-invested
companies and private companies became active along with the traditional SOEs.
The introduction of market mechanisms, and their corollary, competition, exerted
a phenomenal pressure over SOEs that were forced to restructure, and to intro-
duce modern managerial techniques that would enable them to reduce production
costs. It was then inevitable that SOEs would lay off huge numbers of redundant
employees. Moreover, the traditional social security system, based upon the pro-
vision of social services by the SOEs’s production units, was further damaging
their competitiveness compared to the other companies. The consequence is that
SOEs were no more in a position to fulfil their traditional social functions. It was
then inevitable that they would be freed (at least partially) from their social obliga-
tions. And this situation further sustains the need to set up a modern social security
system compatible with the new market-oriented dimensions introduced into the
Chinese economic system.

Third, and related to the first point, another consequence of the economic
reforms and the difference in employment opportunities between rural and urban
areas is that since the mid-1980s the redundant peasants began to migrate to the
cities, the township and the villages where job opportunities were becoming more
attractive in industry and services. Today, the migrants have become a very import-
ant component of the labour force and contribute very much to the development of
urban areas. One researcher claims that migrant labour contributed to 16 percent of
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total GDP growth during the past two decades.'” Today, the number of migrants
is estimated to have reached between 120 million and 200 million. Unfortunately,
access to local social security for migrant workers is related to their Hukou status.
The Hukou system was introduced in the 1960s in order to solve the economic
crisis and famines. It divides citizens into several groups: agricultural residents,
non-agricultural residents, permanent residents and temporary residents. In the
logic of the planned economy, the system restricted peasants from entering cities,
which guaranteed the labour force in rural areas but deprived them of many rights,
including social security benefits, enjoyed by urban residents. When peasants
started to migrate to the urban areas, attracted by better job opportunities after the
beginning of reforms, the consequence of this system has been that the migrants,
who are still tied to their rural Hukou, cannot enjoy the same benefits as the resi-
dents with the city Hukou. This is a very important issue faced by contemporary
government.

3.4.4 The new urban—rural structure

The disparity between rural and urban areas is one of the typical and more import-
ant characteristics of Chinese society. Generally speaking, there are two main
reasons: the imbalanced development strategy and the Hukou system. In order to
speed up the pace of industrialization, the PRC adopted the imbalanced develop-
ment strategy, giving priority to the development of urban and coastal areas. Since
then, the agricultural sector and the rural areas have contributed very much to the
development of the industrial sectors and urban areas. On the other hand, with
the development of general socio-economic conditions, and especially with the
improvement of job opportunities in the urban areas, the Hukou system could no
longer prevent peasants from migrating from rural areas to the cities; as a con-
sequence large numbers of peasants moved to the cities to work and live. However,
due to the dual social security system based upon the Hukou system, migrants, as
I have said before, cannot enjoy the same benefits as urban citizens.

This dual situation resulted in considerable differences of income and social
welfare benefits between urban and rural areas, and the Hukou system contributed,
to a certain extent, to a further increase in this gap. The Central Government paid
more attention to this disparity and proposed a balanced development strategy
for urban and rural areas in 2002."?! Recently, the restriction of the Hukou system
was relaxed and some pilot projects were implemented with the aim to permit the
transfer of the Hukou status, especially in some small and medium-size cities. Also,
the integration of the social security system between urban and rural areas was
put on the agenda, and some related research has been conducted and some pilot
projects have been implemented. Nevertheless, the disparities between rural and
urban areas, which in part correspond to the disparities between provinces, consti-
tute one of the major negative consequences of the imbalanced economic strategy
adopted by the PRC, especially after the beginning of reforms in 1978. As I have
just pointed out, these problems have been recognized by the Chinese leadership, as
they constitute one of the more serious threats to social and political stability, and
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are being addressed by a number of public policies. Nevertheless, huge disparities
still exist today, which have been measured by several researchers.

3.5 The consequences of the unbalanced economic development

There are a number of research projects on the disparities introduced within
Chinese society as a consequence of the reform process. Here I will present some of
them that are particularly useful for illustrating the importance of the phenomenon
as well as its complexity.

3.5.1 Disparities between provinces

Let us start with the results taken from recent research by Xialolu Wang published
by the Asian Development Bank.'?> Wang uses different indicators of development
for the purpose of ranking the Chinese provinces and discovering the differences
amongst them.!?® The individual indexes (with scores between 0 and 10) are then
combined in order to obtain an overall index (also with scores between 0 and 10).
Taking the overall index, what very clearly stands out from Wang’s research is
that three coastal provinces and three of the four municipalities under the direct
supervision of the Central Government occupy the upper ranks with scores
between 4.71 and 6.64 (i.e. Shanghai 6.64, Beijing 6.27, Tianjin 5.96, Guandong
5.23, Zhejiang 5.16, and Jiangsu 5.04)'?* whereas five inner and western prov-
inces are at the lowest end of the ranking with scores between 2.79 and 3.66 (i.e.
Tibet 2.79, Guizhou 2.97, Qinghai 3.20, Gansu 3.23, and Ningxia 3.28), the other
provinces being placed in between with scores between 3.66 (Yunnan) and 4.76
(Liaonong). By taking the individual indicators, we discover that the gap between
the coastal and the other provinces is much wider, especially if we use the eco-
nomic regional index, even if the ranking is slightly changed. Three municipalities
and one coastal province have scores between 5.88 and 9.96 (i.e. Shanghai 9.96,
Beijing 8.67, Tianjin 6.15, and Zhejiang 5.88) five coastal provinces present scores
between 3.31 and 4.71 (i.e. Jiangsu 4.71, Guandong 4.70, Fujian 3.79, Shandong
3.36 and Liaoning 3.31) whereas the scores of the remaining 22 provinces range
between 0.43 (Yunan) and 2.42 (Jilin). These findings very strongly suggest that
the level of economic development is a strong discriminator amongst Chinese
provinces. By then calculating the correlation coefficients between the overall
and the individual indicators, Wang identifies (see Table 2.6) the other main fac-
tors that explain the gap between Chinese provinces; that is, that the individual
indicators that have the highest correlation with the overall index are economic
development (0.917), infrastructure (0.868), education (0.852) and institutional
development (0.787).

More detailed and sophisticated research conducted by Yang Yongheng and Hu
Angang at Tsinghua University further analyzes the differences among Chinese
provinces.'” After having commented on the methodology used by the UNDP for
its Human Development Index (HDI) Yang and Hu proceed to an analysis of the
differences and similarities amongst Chinese provinces using the UNDP data about
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the well-known UNDP indicators; that is, life expectancy, education, and per capita
GDP. Thanks to this analysis, and comparing the results obtained by the three one-
dimensional analyses (for the three UNDP indicators) they first identify, for the
year 2003, four tiers of provinces with a high degree of intra-group similarity, and
classified in a decreasing performance order:

Under the criterion of per capita GDP, the distribution of provinces is closely
related to their geographical location and economic development history. The
three municipalities under the State Council, namely Beijing, Shanghai and
Tianjing fall into first tier, and the six provinces in the second tier are those
coastal economic open regions which have grown rapidly since the reform and
opening up. About half of China’s provinces are in the fourth tier (15 prov-
inces), where people still suffer from poverty and harsh living conditions.
The four tiers distribute in a pyramidal shape, which indicates that China’s
economic development is seriously polarized.'?

Commenting then on the results of the multi-dimensional analysis for the year
2003 Yang and Hu consider that the first tier (Shanghai, Beijing, Tianjin) realizes
comprehensive and coordinated development in economy, education, and health,
and reaches a high level of human development as defined by the UNDP. The
second tier (Zhejiang, Liaoning, Guangdong, Jiangsu, Fujian, Heilongjiang, and
Shandong, i.e. provinces in the coastal region) exceeds the national average in all
the aspects, particularly in economic development. The third tier (comprising 16
provinces)'?’ is parallel to the national average in education and health, but lags
behind in economic development. Finally, the fourth tier (Qinghai, Gansu, Yunnan,
Guizhou, and Tibet, i.e. several western or central provinces) falls behind the
national average in all three development aspects, among which the gap in educa-
tion is the most striking.

Finally Yang and Hu proceed to a historical analysis that allows them to deter-
mine the evolution of the Chinese provinces from one tier to another, by using
again HDI data for 1982, 1995, 1999, and 2003. Since the beginning of reforms,
the distribution of provinces within the four tiers has changed. Between 1982 and
1995 all four tiers made remarkable progress in economy and education, and three
provinces jumped from the third to the second tier (Fujian, Shandong and Hainan)
forming a group of coastal provinces; that is, those provinces that benefited most
from reforms and opening up to the world economy. But some of the provinces
that in the past constituted the industrial basis of China (Jilin, Heilongjiang and
Shanxi) suffered from the restructuring due to the reforms and dropped from the
second to the third tier. The overall result was that the disparities between the first
two tiers and the other two have further increased.

Since 1999 there have been improvements in all four tiers for health and educa-
tion, but the economic disparities have become even greater. Finally, by 2003 the
third and fourth tiers reduced the gap between them and the upper tiers in educa-
tion, but due to the remarkable economic development of the first tier the gap in
economic development with the other tiers has been further widened. Commenting
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on the results of their research, Yang and Hu arrive at several conclusions. First, the
reform strategy giving priority to economic development has brought a more rapid
development in the economy than in education and health. Second, they consider
that a ‘coordinated development of education, health, and economy is prerequisite
to a more balanced development’ and they observe that all the four tiers are now
heading toward a ‘Coordinated Human Development’ as defined by UNDP. Third,
the reforms ‘have brought about increasingly serious regional economic disparities,
and have made economic disparities the most predominant cross-regional gap’.
Finally, they draw our attention to the fact that they use the provinces as the basic
unit for their analysis, whereas ‘the disparities within provinces, especially between
urban and rural areas, can be extremely huge’.!?

This research confirms one of the main findings of Hu Angang about the dispari-
ties in Chinese society as they have been developing since the 1980s. Hu is famous,
among other things, for having forged the expressions:

One China two systems — One China four worlds and One China, four societ-
ies. [...] Two systems does not refer to ‘one country, two systems’ carried out
between the mainland and Hong Kong, and Macao as well, but to two different
systems of identity, education, employment, public service, and financial
transfer for the inhabitants in rural and urban areas. ‘Four worlds’ refers to the
reflection of China’s unbalanced development in different regions.'?

In his book, China’s New Development Strategy, Hu demonstrates that farmers
have been left far behind the urban regions (especially in the coastal provinces).'*°
This segregation exacerbates income disparity between the rural and urban popula-
tions and is responsible for the decline in public services for the poor. Moreover,
according to Hu, China is an even more complex society, as he considers that it can
be subdivided into four societies: farming, manufacturing, services and knowledge.
Only about 5 percent of China’s workforce is engaged in what Mr Hu calls the
knowledge society which comprises people working in sectors such as technology,
education, health, finance, business and the civil service. In order to narrow the
gap, Hu suggests that the government should speed up the process of urbanization,
invest more in the economically backward western provinces and accelerate the
development of manufacturing, service and knowledge sectors. !

3.5.2 Disparities between rural and urban areas, and between rural areas

The research by Yang and Hu presented in the preceding section has already
drawn our attention to the fact that the use of provinces as the basic unit for their
analysis does not tell the whole story because, as they say, ‘the disparities within
provinces, especially between urban and rural areas, can be extremely huge’.'3
In Table 2.7 you will find the most recent data (2006) on the disparities between
urban and rural areas within the Chinese provinces. These data confirm the results
obtained by Yang and Hu pointing to huge disparities between rural and urban
areas within provinces. Moreover these disparities are generally higher within



Table 2.7 Per capita annual income of urban and rural households (2006)

Urban Areas Rural Areas

Ratio Disposable  Total Net Income
3)/(2)* Region Income (3)  Income (1)  Region 2)

National 11759.45 12719.19 National 3587.04

Average Average
241 Beijing 19977.52 22417.16 Beijing 8275.47
2.29 Tianjin 14283.09 15476.04 Tianjin 6227.94
2.71 Hebei 10304.56 10887.19 Hebei 3801.82
3.15 Shanxi 10027.70 10793.89 Shanxi 3180.92
3.10 Inner 10357.99 10811.87 Inner 3341.88

Mongolia Mongolia
2.53 Liaoning 10369.61 11230.03 Liaoning 4090.40
2.68 Jilin 9775.07 10245.28 Jilin 3641.13
2.58 Heilongjiang  9182.31 9721.90 Heilongjiang 3552.43
2.26 Shanghai 20667.91 22808.57 Shanghai 9138.65
242 Jiangsu 14084.26 15248.66 Jiangsu 5813.23
2.49 Zhejiang 18265.10 19954.03 Zhejiang 7334.81
3.29 Anhui 9771.05 10574.51 Anhui 2969.08
2.834 Fujian 13753.28 15102.39 Fujian 4834.75
2.76 Jiangxi 9551.12 10014.61 Jiangxi 3459.53
2.79 Shandong 12192.24 13222.85 Shandong 4368.33
3.01 Henan 9810.26 10339.20 Henan 3261.03
2.86 Hubei 9802.65 10533.34 Hubei 3419.35
3.09 Hunan 10504.67 11146.07 Hunan 3389.62
3.15 Guangdong 16015.58 17725.56 Guangdong  5079.78
3.10 Guangxi 9898.75 10624.30 Guangxi 2770.48
2.88 Hainan 9395.13 10081.70 Hainan 3255.53
4.02 Chonggqing 11569.74 12548.91 Chonggqing 2873.83




Deng’s strategy of economic development 89

Urban Areas Rural Areas

Ratio Disposable  Total Net Income
(3)/(2)* Region Income (3)  Income (1)  Region 2)

3.11 Sichuan 9350.11 10117.00 Sichuan 3002.38
4.59 Guizhou 9116.61 9439.31 Guizhou 1984.62
4.47 Yunnan 10069.89 10848.10 Yunnan 2250.46
3.67 Tibet 8941.08 9540.86 Tibet 2435.02
4.10 Shaanxi 9267.70 9938.19 Shaanxi 2260.19
4.18 Gansu 8920.59 9586.46 Gansu 2134.05
3.81 Qinghai 9000.35 9803.13 Qinghai 2358.37
3.32 Ningxia 9177.26 10002.03 Ningxia 2760.14
3.24 Xinjiang 8871.27 9689.07 Xinjiang 2737.28

Data Sources: 2007 China Statistical Yearbook, National Bureau of Statistics of China, Beijing, website:
www.stats.gov.cn/eNgliSH/statisticaldata/yearlydata/ (accessed 19 May 2008).

*  Author’s calculation.

the less developed provinces situated in the interior and in the West. Taking dis-
posable income in urban areas and net income in rural areas, the lowest ratios
(between 2.26 and 2.49), are found in Tianjin, Shanghai, Beijing, Jiangsu, and
Zhejiang. Disparity ratios between 2.5 and 3 are found in Hebei, Liaoning, Jilin,
Heilongjiang, Fujian, Jiangxi, Shandong, Hubei, and Hainan. Ratios between 3
and 3.5 are found in Hunan, Shanxi, Inner Mongolia, Anhui, Henan, Guandong,
Sichuan, Guangxi, Ningxia, and Xingjian. Ratios between 3.5 and 4 are found in
Tibet and Qinghai. Finally, the highest ratio (over 4) exists in Chongqing, Gansu,
Guizhou, Yunnan, and Shaanxi.

I propose now to further complete our analysis of disparities in China by con-
sidering the results of recent research by Albert Keidel in the framework of the
Carnegie Endowment for International Peace, dealing with the disparities between
the rural areas belonging to different provinces.'* If the disparities between prov-
inces often reflect the disparities between more urbanized provinces and those
with a larger agricultural sector, as the Yang and Hu research has demonstrated,
this does not mean that the situation of rural areas is basically the same in all these
provinces. The Keidel research in fact shows that there are considerable differences
between rural areas belonging to provinces with a different level of urbanization.
In order to construct his unit of analysis, Keidel builds two groups of ‘regions’.
In order to take into consideration the very special case of municipalities like
Shanghai, Beijing and Tianjin (that are highly urbanized with small rural areas and
have been granted a statute equivalent to the provinces) and of the provinces that
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do not possess an important urban area, Keidel has aggregated some municipalities
and provinces in order to construct some new ‘aggregated greater provinces’ with
both important urban and rural areas. These are: Greater Hebei (comprising Hebei,
Tianjin and Beijing); Greater Jiangsu (comprising Jiangsu and Shanghai); Greater
Sichuan (comprising Sichuan and Chongqing); and Greater Guangdong (compris-
ing Guangdong and Hainan). The 26 provinces so obtained are then regrouped into
seven regions.!** The 26 provinces and the seven regions constitute the two units
of analysis of Keidel’s research.

Based upon these units of analysis, the research shows that there is significant
inequality between the seven Chinese regions as well as between the 26 individual
provinces, in terms of GDP per capita. For the seven regions, the highest-to-lowest
GDP per capita ratio is over 3.5, whereas at the 26-provincial level it is more than
5.5 (i.e. between Greater Jiangsu and Guizhou). Keidel is therefore right in ques-
tioning the usefulness of such results, as they are biased by the huge migrations
that have taken place since the beginning of reforms, and accelerated since the
mid-1990s. Not only should we take into consideration the present-day migrants
(estimated between 120 and 200 million) but also the previous generations of
migrants coming from rural areas who have settled in other provinces since the
beginning of reforms in the 1980s. According to Keidel ‘this requires an adjustment
in thinking about the urban-rural distinction’.** In order to avoid measurement
difficulties arising from the phenomenon of migration, Keidel proposes to use
household survey data for rural households. This method provides some very useful
insights within one of Hu Angang’s four Chinese societies; that is, rural China.

The first interesting result obtained by this method is that rural household
disparities between China’s regions are large, especially between the coastal and
the interior areas. Using a historical approach (considering data every five years
between 1985 and 2005) Keidel shows that rural per capita income has grown in
all regions, but more in the coastal regions (between 7.4 and 8.5 percent) than in
the interior (between 6 and 6.7 percent). Taking then into consideration consump-
tion expenses, the divergence is confirmed and the ranking of regions is the same,
even if the size of the divergence is weaker than for income. So, not only is there
a gap in terms of per capita income and consumption between Chinese rural areas,
but the gap is widening all the time. Finally, Keidel proposes a sophisticated
analysis to evaluate differences between rural areas in terms of the rate of poverty
that is not possible to present here in detail.’*® It suffices to say that, by taking
two coastal provinces and three inner ones, Keidel shows that the rate of rural
poverty is much lower in the coastal provinces, using any of the available poverty
measures. "’

May I comment that the number of people living below the level of poverty in
China is difficult to evaluate. As is the case generally, this evaluation is necessarily
done by fixing a level of wealth, under which a household is considered as being
poor. And this of course is subject not only to methodological choices, but also,
and above all, to interpretation and debate.'*® Regardless, it is admitted by Chinese
scholars, that starting from the mid-1990s, in spite of the dramatic decrease of abso-
lute poverty (the World Bank has estimated that China has brought out of poverty
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more than half a billion people between 1981 and 2004) new forms of poverty have
emerged in both rural and urban areas.'*

These results suggest that divergence between coastal and inner rural areas is
going to widen in the future in terms of income, consumption, and very likely also
in terms of poverty rate. This may constitute a formidable challenge (and for some
an impossible mission) for the Chinese leadership. Nevertheless, Keidel proposes
an interesting and more encouraging interpretation, by putting these results in per-
spective with the overall development strategy of China. First, the rate of growth
(in terms of both per capita income and consumption) is so high in all the regions
that issues of convergence or divergence become less important.' In other words,
in spite of the widening gap between rural areas belonging to different provinces,
the overall outcome of China’s economic development is so important that in every
rural area there is a substantial improvement in terms of both per capita income
and consumption.'*! Of course Keidel implicitly applies here the logic of economic
development followed by Western countries since the beginning of the Industrial
Revolution that led to an overall improvement of per capita income, in spite of
an increasing divergence between different categories of people.'*> Moreover,
Keidel suggests that whether inequalities will constitute a negative consequence
of economic development or on the contrary ‘useful incentives for voluntary
labour force movement to more productive locations and vocations’ will depend
on the capacity of the market to create large numbers of better-paid jobs in the
urban areas, and on the ability of the government to favour the development of
infrastructure in all domains (transport, communication, energy, but also education,
health and social security) that will contribute to a more balanced development of
the economy.'

It thus appears that this more encouraging conclusion of Keidel’s research does
not mean that the government should not take very seriously the increasing dispari-
ties within Chinese society and let the market mechanisms do the re-equilibrating
job. I have already mentioned, and will deal with this subject more in detail in
the third chapter, that the Chinese government has already taken several serious
measures to diminish such disparities.

3.5.3 Negative consequences of the difficulties in implementing market
mechanisms

Setting up a market economy (even if in an incremental way as it has been done
in China) is certainly not an easy task. The Western experience is generally con-
sidered as a model to be followed by developing and in transition countries even
if one admits that the model should be adapted to the local conditions. Amongst
the numerous institutional arrangements that can help the development of sound
market mechanisms (and finally to institute a mature market economy) two stand
out as being of fundamental importance: the financial and the legal systems.
Experience shows that it is not possible to realize this objective in a short period
of time. It is therefore not surprising that China has experienced some difficulties
in this endeavour.
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WEAKNESSES OF THE CHINESE FINANCIAL SYSTEM

The majority of Western, as well as some Chinese, scholars are unanimous in con-
sidering that the Chinese financial system (including banks and financial markets)
is too weak to be able to play the role of a strong catalyser within the Chinese econ-
omy. This statement is certainly based upon an analogy with the market economy
that was developed in the West. In Western countries (although with differences
that are not possible to develop here) the financial sector is an essential part of the
market economy as the many economic crises have shown a contrario, starting from
the great crisis of 1929 and up to the crises of the 1990s and to the financial and eco-
nomic crisis of 2008-9. For example, Riedel, Jin and Gao have devoted an entire
book to the analysis of the weaknesses of the Chinese financial system.'** These
authors recognize that ‘important reforms have been undertaken in the financial
sector, including the restoration of a commercial banking system, the emergence
of a fledgling bond market, and the establishment of stock exchanges in Shanghai
and Shenzhen, and these reforms have not been without success’. Nevertheless,
they very severely criticize what they call China’s repressive financial policies ‘that
have limited access to non-bank savings instruments and forced households and
business to accumulate large savings account balances to meet the cash-in-advance
constraint they face due to the restrictions on their access to credit’. Moreover, only
one-third of outstanding stock is tradable, bonds are almost entirely placed and
traded in the inter-bank market, the right to issue bonds is severely restricted
and the price of corporate bonds is administratively determined, and interest rates
in the banking sector are also controlled. They further explain these repressive
policies by the fact that they ‘serve the government’s development strategy by
maximizing the flow of resources to the government and the industrial enterprises
it owns’. By applying traditional liberal economic thinking, they regret that this
situation discourages financial savings and misallocates scarce capital resources
in a situation where ‘the private sector is the main engine of industrialization and
growth in China’.'"* They develop this thesis in the second chapter of their book
with an impressive apparatus of liberal economic analysis, not always with the care
that one would expect for the analysis of such a complex process of modernization
as the Chinese one. Just one example. At the beginning of chapter 3 devoted to
‘saving and financing of investment in China’, they peremptorily affirm that ‘when
government borrows to finance investment, it also inevitably crowds out private
investors in financial markets’, implicitly considering that government borrowing
will increase the interest rate and thus make money more expensive for private
investors.'* Now, the crowding out hypothesis is by no means as straightforward
as it is generally considered by neoclassical economists, as many other variables
can also probably affect the interest rate.'*’

The other important aspect of the criticisms addressed to the Chinese financial
system is related to the situation of SOEs in the process of transition from command
to market economy. Within the command economy SOSs were not subject to the
pressure of competition and the consequence has been a low level of efficiency.
With the introduction of competition in the reform era, SOEs experienced serious
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difficulties in improving efficiency, thus accumulating considerable annual deficits
that were covered by state-owned banks upon the orders given by the government.
This practice resulted in enormous non performing loans (NPLs or bad loans); that
is, loans that these SOEs were very likely not in a position to reimburse in any
foreseeable future. The estimated size of NPLs at their highest peak (i.e. in 1999)
totalled 2.5 trillion yuan for the big four commercial banks and about 3.5 trillion
yuan for all commercial Chinese banks.'*® The official estimates for 2004 put the
total of NPLs at US$300 billion, or 15 percent of outstanding loans, but some
experts estimate that it could be as high as US$500 billion, or 25 to 30 percent of
loans outstanding, or about 50 percent of GDP.!* This situation throws light on
two problems of the Chinese economy in transition: first the weak efficiency of
SOEs, and second the political character of Chinese state-owned banks that led
them to lend money on the basis of political considerations instead of commercial
ones.'%% It is for this reason that the majority of Western observers never considered
Chinese banks as ‘real banks’ until the government set up a strategy for improv-
ing their governance based upon economic and commercial considerations. At the
same time the government promoted the restructuring of SOEs, and even closed
down those that were not likely to become profitable, or merged several SOEs in
order to build more viable production units thanks to scale effects. In spite of these
difficulties even Riedel, Jin and Gao concede that ‘China has achieved high rates
of investment and growth’.!>!

In the next chapter I will briefly present the progress made in this important
sector. Nevertheless I would like to point out right now that some scholars have
a much less negative evaluation of the Chinese financial system. For example,
in his analysis of the disparities between rural regions in China presented above,
Keidel considers that ‘China has a successfully operated a dual-track financial
sector that introduces reforms in its severely immature market-based financial
institutions while simultaneously improving its large scale direct-credit system
allocating major portions of bank and postal savings to public investments such
as infrastructure’.'>? This is quite an interesting evaluation from someone who
has brought to light some of the negative consequences of the Chinese economic
strategy for development, but who at the same time recognizes the capacity of the
Chinese leadership to channel savings toward one of the most efficient factors for
promoting economic development; that is, infrastructure. If it is true that during
the first decades of reforms investment has been mainly directed toward physical
infrastructure, starting from at least 2004, and confirmed solemnly at the 2007
Party Congress, the Chinese leadership has taken some serious measures in order
to direct investments toward what I call soft infrastructure; that is, education, health
and, more generally, toward the setting up of a modern social security system.!>?
By doing so, the improvement of human capital is added to the improvement, quite
impressive already today, of physical capital. When one considers the amount
of money that, at the moment of writing this chapter, is being injected into the
Western (and especially American) financial systems to correct the unbelievable
mistakes made by the managers of some of the most famous and (at least until
now) esteemed financial institutions, one is rather embarrassed to recall the many
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and severe criticisms that Western experts have addressed to China in this domain
in recent years.'>*

Finally it is necessary to mention another negative consequence of the economic
development, linked to the weak performance of SOEs. As I have already men-
tioned, in order to favour the adaptation of SOEs to the new economic structure
that was based on an increasing number of market mechanisms, the government
promoted the restructuring of these enterprises in order to improve their efficiency
in the new economic structure that favoured a corporate strategy of reducing pro-
duction costs. This was done by improving the corporate governance, by making
SOEs responsible for their budget (meaning that the government would not neces-
sarily cover the deficits as it has done in the past). As one of the means of reducing
cost is to reduce the cost of labour, one of the most spectacular measures taken has
been to lay off millions of state workers and employees.

Evaluating the size of unemployment in China is not an easy task, not that the
tendency to hide part of unemployment is a typical Chinese habit, compared to
many governments which try to hide this negative aspect of their own countries.
But it is generally recognized that actual unemployment is much higher than the
official statistics show. In the presence of contradictory estimates, let us propose
an approximate rate of about 10 percent in the urban areas, and much more in the
countryside, where there is also a considerable amount of under-employment.'>’
Moreover, the cost of unemployment is considered as a very negative consequence
of economic development not only because of its economic cost, but also because
it affects many people who are not responsible for their predicament and drives
them into the very low end of the social structure, and for many even below the
poverty level. Hu Angang has measured the cost of unemployment between 1997
and 2000 as being between 5.2 and 7.4 of GDP.'%¢

THE WEAKNESS OF THE CHINESE LEGAL SYSTEM

Taking again the Western model as a standard for measuring the capacity of the
Chinese legal system to constitute a framework and a stimulus for the develop-
ment of the economy based upon the introduction of market mechanisms, many
Western observers, and even an increasing number of Chinese experts of public
law, consider that one of the major weaknesses of the reform process, is the slow-
ness with which China is implementing a legal system capable of playing this role.
In the first chapter I have already mentioned the traditional obstacles that exist
on the road to the development of a legal system Western-style. An astonishing
number of existing laws and regulations have been revised, and a great number
of new legal instruments have been adopted. These innovations have started to
design a formal environment capable of introducing the predictability as a result
of the implementation of legal norms. Predictability is the sine qua non condition
assuring the stability and security of the legal system needed by economic actors in
order to be able to behave rationally within the economy. In spite of these consider-
able innovations, many observers still complain about the incompleteness of the
Chinese legal system that impedes even more impressive economic development.



Deng’s strategy of economic development 95

In fact, because of this uncertainty many actors hesitate to take full advantage of
the opportunities market mechanisms offer.'s’

This criticism reinforces the one about the weaknesses of the financial sec-
tor. Setting up a sound legal system compatible with the development of market
mechanisms is certainly an important step toward the completion of the Chinese
legal system, as it will sustain one of the major objectives (if not the most impor-
tant one) of the Chinese government: economic development. But this should not
divert from the development of other panels of law, such as administrative law,
the improvement of legal procedures before the courts and the empowerment of
citizens so that they can defend the rights that several laws have attributed to them
since the beginning of the reform era. I am thinking here more particularly of the
new contract law that institutes an improved protection for employees. This is
also a domain that if managed with care will help the Chinese leadership to satisfy
an increasingly educated population, and thus to contribute to assure social and
political stability. I will come back to these aspects at the end of the last chapter
of this book.

3.5.4 The impact of economic development upon the environment'®

Last but not least, China’s economic development had a very important negative
environmental impact, thus aggravating an already worrying situation. The rapid
industrialization and urbanization processes are the main factors responsible for
this difficult situation facing the Chinese leadership. Moreover, the impact on the
physical environment (i.e. on soil, air, and water) has a dramatic collateral impact
on human environment aggravating the health of large parts of the Chinese people,
whose health is further worsened by the weakness of the health insurance system,
and more generally of the overall social security system. It is not possible in the
context of this book to fully explore the several dimensions and problems of the
Chinese environmental crisis. It suffices to mention the most important ones. I will
first describe the main sources of environmental problems in China and, second,
the major environmental challenges.

MAIN FACTORS HAVING AN IMPACT ON CHINA’S ENVIRONMENT

In China, concerns about the environment are linked to two elements: the size of
the population and economic development. The conjunction of these two factors
strongly suggests the probability of an increased pressure on natural resources in
the decades to come.

THE POPULATION EXPLOSION

The Mao era is marked by an unprecedented population growth. While in 1954,
the Chinese census counted about 600 million people, the population had reached
937 million at the time of Mao’s death (1976) and 1.3 billion today.'?® This popu-
lation explosion is due to socio-economic as well as to political factors. First of
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all is the Chinese tradition of early marriage and multiple offspring, and thus the
maintenance of a high birth rate despite a sharp reduction in mortality.'®® Second,
the political leaders were slow to recognize the problems engendered by the rapid
and large increase of the population. Indeed, the argument of decreasing returns
described a century earlier by Malthus, which sets a link between population
growth and limited resources, has been swept away by Engels, Marx, and Mao.
Any reference to population problems has been considered by the Chinese authori-
ties of that time as an expression of rightist propaganda.'®! The dominant opinion
is that for Mao, a large population was synonymous with power: ‘with a large
population, power is great’.'® In this perspective, the huge Chinese population
represents an unexpected potential of productive energy that, if mobilized, will
be of fundamental importance for rapidly establishing socialist society. It is this
huge population that will allow implementing the necessary energy for realizing
the Great Leap Forward.

The generally admitted result is that this policy choice has been a mistake.'s?
Indeed, the pressure exerted by the growing size of the population increases both
the quantity of water used in productive processes, and the amount of polluting
emissions. Moreover, it reduces the space available per capita.'® As a consequence,
deforestation, pollution and famine will be the bitter consequences of these pro-
natalist policies. Nevertheless, we have seen above (section 3.4.2) that during
Mao’s era a family planning policy was adopted and incrementally implemented.
But the fact that about 20 years were necessary for this policy to be adopted
and fully implemented has certainly had the consequence of exacerbating the
implementation of birth-control policies for the following decades, especially the
one-child policy systematically implemented during the 1980s. This new policy
goes against the Chinese tradition of multiple offspring and of the economic needs
of rural populations, for whom children were traditionally the only prospect of
guaranteeing social security.'®

SOCIAL DEVELOPMENT, POPULATION GROWTH AND URBAN INDUSTRIALIZATION

While China remains a predominantly rural nation, the urban population has
however taken alarming dimensions in terms of pressure on the environment.
Exponential growth of cities is still going on despite the legislative measures that
have restricted freedom of movement with the purpose of limiting rural exodus
(e.g. the Hukou system). We have seen that this system has been recently relaxed
in order to favour the transfer of the rural workforce to the urban areas, in an
attempt to diminish rural unemployment and under-employment, thus improv-
ing the standard of living of the population. Bearing this in mind, the generally
accepted opinion concerning the size the Chinese population will attain by 2030 is
based upon a forecast of about 1.5 billion people, distributed more or less equally
between the rural and the urban areas.

Since the beginning of the reforms, the spectacular economic development,
the substantial improvement of the standard of living of almost the entire popu-
lation, and the emergence of a middle class with a high propensity to increasing
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consumption, mean that the production process is bound to be further developed.
As a consequence, there will be some serious additional pressures that will result
in increased use of electricity and water, an expansion of the number of motor
vehicles, and increased consumption of goods that are no longer limited to those
of first necessity. All this will imply increased use of natural resources, especially
since a major objective of the Party in terms of economic development is to quad-
ruple GDP from 2000 to 2020.

Industrialization, already rapidly developing under Mao, takes far greater dimen-
sions with the reform efforts undertaken since the 1980s. This impressive industrial
development is accompanied by an increase in the emission of pollutants, charac-
teristic of the early stages of industrialization. The modernization of production
creates demand for significant quantities of energy, still largely produced in China
with coal, which is by far the most polluting source of energy.!® In addition, as
mentioned before, China’s industry is showing low efficiency; that is, in terms of
the amount of energy required for the production of one unit.

AGRICULTURE

Methods of intensive agriculture are today being widely used in China. Therefore,
the cultivation of land needs irrigation devices, which implies a changing of the
hydrological balance. In China, the use of fertilizers and pesticides was introduced
quite late, but it has grown rapidly in a few decades making the country the first
world producer and consumer.'®” The resulting reduction of space available per
capita, and therefore the increasing pressure on food have prompted authorities
to launch campaigns for increasing agricultural production by reducing the size
of forests for the benefit of agriculture. Agriculture can also be a factor of global
warming, as the culture of irrigated rice (which is very important in China) emits
considerable masses of methane (CH4, a greenhouse gas with a global warming
potential 21 times higher than CQO,), because of the decomposition of vegetables.

ECONOMIC GROWTH AND ENVIRONMENT

Since the breakdown of the relationship between humankind and nature at the time
of the Industrial Revolution, the links between economic growth and the environ-
ment have become more and more visible today. Based on consumption, economic
growth implies that we produce and consume more and more, and logically, that we
use increasing quantities of natural resources, while rejecting more and more waste
into the biosphere.'®® Therefore, economic growth implies in its very essence an
impact on the environment. It is then up to the political agenda to determine what
proportion of this impact is acceptable. However, if economic growth basically
implies some pressure on the environment, it is important to consider that growth
can be managed in a more or less friendly way for the environment.
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3.5.5 Major environmental problems in China
PROBLEMS OF WATER SHORTAGE, QUALITY AND ACCESS

Intimately linked to global warming, water issues tend to become one of the major
challenges for China today and tomorrow. Whereas the country has significant
water resources (third largest world’s quantity), China’s population is so large that
the availability per capita is only one-third of the world average.'® Geographically,
the country suffers from a huge disparity, with the South, fuelled by a monsoon
climate, experiencing more problems related to floods than by shortage. On the
contrary, the North suffers from a severe water shortage due to significant seasonal
rainfall variations. To further characterize China’s situation, we note that the North-
East supports 45 percent of the total population, with 60 percent of the cultivated
land and only 15 percent of the water resources. Thus, the water shortage creates a
pressure on the availability of this resource, and therefore an increase in pollution,
as well as the emergence of conflict amongst potential users.

The problems of water shortage are linked to the needs of three users: households,
agriculture, and industry. These needs are so great that some rivers do not get to the
sea, as has been the case some years past for the Yellow River. Moreover, the total
level of Chinese lakes has decreased by about !/7. Today, about 400 cities out of 660
suffer from a water shortage,'” while more than half of the wells and groundwater in
northern China are contaminated and unfit for consumption. This situation justifies
in the eyes of the Chinese authorities the undertaking of important hydraulic works
such as the Three Gorges dam, or the transfer of the waters of the Yangtze over
thousands of kilometres toward the Beijing area. Today, a qualitative problem has
been added to the quantitative one, because of the spread of chemicals in aquatic
ecosystems. Water pollution is a particularly difficult challenge facing the Chinese
authorities because of the multiplicity of sources of pollution and the complexity of
the water cycle. In China as elsewhere, it is possible to identify four major sources
of water pollution: agriculture, industry, domestic needs, and energy production.

China has remained throughout its history a predominantly agricultural country.
Although Chinese society has undergone profound changes in recent decades, much
of the Chinese population (about 50 percent of the labour force, see Table 2.1)
still makes its living in the countryside by working in agriculture.'” In China,
62 percent of water consumption is levied for agricultural purposes.!’> Agricultural
practices generate various forms of pressure on water resources. Quantitatively,
first, the flooded rice cultivation — widespread in China — certainly allows good
yields, but requires a constant supply of water through irrigation. With the popula-
tion explosion of the twentieth century, the necessity for assuring food autonomy
became even more important than before. China, with more than 20 percent of the
world population to feed, possesses only 7 percent of the arable land of the globe.
This explains the need for a highly productive agriculture sector. In qualitative
terms, this type of production is based on modern methods such as the use of fer-
tilizers and other pesticides. These chemicals seep into the soil and contaminate
underground water. The consequences are numerous: damage to public health,
changes to the ecosystems, and loss of biodiversity.
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Since 1949, the structure of the Chinese economy has undergone many changes.
At that time, the national economy was based mainly on agriculture. Giving priority
to industrial development, the new government reversed the trend, so that in 1978,
the industrial sector became more important than the agricultural sector in terms of
contribution to GDP.'” However, the new industrial sector has a low efficiency,
and the reduction of the rate of poverty, thanks to economic development, became
the top priority, thus relegating environmental concerns to second place. So, dur-
ing the Mao era, priority was given initially to heavy industry, that needed huge
quantities of raw materials and energy. Besides the emission of harmful substances,
industry, as well as agriculture, generated pressure on water resources. Industrial
production required large amounts of water.'”* Besides, as the PRC inherited a
country devastated by decades of war and chaos, the idea of waste treatment was
of secondary importance; development was the first priority.

The consequences of poor water management are numerous. Not only did the
shortage of water became even more important than before, but problems with
water quality appeared, because of water contamination by polluting substances
released by intensive agriculture and industrial production processes. The increase
in the proportion of heavy metals and micro pollutants in water sources necessi-
tates increasingly complex and costly treatment methods. Moreover, access to safe
drinking water remains a social problem in China, where huge numbers of people
do not have direct access to drinkable water.'” So, it appears that the consequences
of poor management of water resources are economic as well as social. Health
problems arising from poor water, both in terms of quantity and quality, inevitably
engender social problems, especially in a country like China where access to health
care is scarce. Moreover, this situation also engenders economic problems: costs
of water treatment and of damages to public health.

AIR POLLUTION

In terms of air pollution, measured in ‘TCE, i.e. tons of coal equivalent’ China is
in second place globally, behind the US.!”® Apart from the impact of Chinese emis-
sions of greenhouse gases on global climate, air pollution released by the Chinese
economy also poses serious problems. The World Bank considers, for example,
that 8 of the 10 most polluted cities in the world are in China.!” Emissions of air
pollutants have therefore two major consequences in China: on the one hand, the
impact on climate change, and on the other hand, the impact of an unhealthy envi-
ronment on public health, welfare, and biodiversity. In China, the main polluting
industries are the paper industry, chemical industry, oil refineries, the metallurgical
industry, and the automobile industry.'”

The explosion of the demand for energy, with the main source in China repre-
sented by coal, is the cause of elevated levels of SO, and CO,. China ranks first
worldwide in terms of SO, emissions. Emissions of SO,, responsible for lung
diseases and acid rain which causes serious damage to ecosystems and significant
costs to society, come mainly from thermal power and cement plants.
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FORESTS

Chinese forests have suffered, as elsewhere, large waves of destruction because
of policies aimed at sustaining urbanization and agriculture. Forests constitute a
fundamental factor for maintaining climate equilibrium because of the role they
play as ‘carbon sinks’ by absorbing part of CO, in the atmosphere, thanks to the
process of photosynthesis.!” At the time of the instauration of the PRC in 1949,
the destruction of Chinese forests was already well advanced. According to a study
by Houghton and Hackler the process of deforestation went on thereafter until the
1970s, whereas from 1984 (date of the first law on forests) the limitation of forest
destruction as well as reforestation have reversed the trend.'*

DESERTIFICATION AND SOIL EROSION

China faces problems of availability of arable land and thus of food security.
Additional problems concern soil erosion and the expansion of desert areas, which
threaten to further diminish the already inadequate surface of national arable land.
It is estimated that desertification already extends over 23 percent of the territory,
and is gaining 2,460 square kilometres per year. Soil erosion is due to over-use of
fertilizers and pesticides, as well as to the deforestation of the river basins in the
framework of intensive agriculture, with the consequence that China has lost hun-
dreds of thousands of square kilometres. Knowing that the phenomenon of global
warming exacerbates drought, the decline of arable land is even more worrying.

ECONOMIC LOSSES

Environmental degradation results in many financial costs. These become apparent
when decontamination of sites is necessary, when deforestation is carried out for the
purpose of increasing the size of arable land, or when any other land use decision is
taken arising from an environmental problem originated by man’s activity. Water
contamination by micro pollutants and heavy metals makes wastewater treatment
dependent on highly technical and expensive methods. Economic losses arise when
an economic activity is no longer possible because of pollution, for example when
water becomes unfit for fishing because of pollution, when crops are decimated
by acid rain or desertification, or when erosion due to over-exploitation prevents
further cultivation of the soil. It is therefore essential to integrate these costs and
shortfalls into the economic calculation, even though they pose major measurement
difficulties in monetary terms. Thus, the cost of de-polluting damaged environ-
ments and of setting up cleaner production methods should be evaluated in relation
to the economic losses caused by the destruction of ecosystems.

THE IMPACT ON HEALTH AND THE HEALTH COST OF REFORMS

Finally, it is important to mention again the impact that the overall economic
development had on public health. Hu Angang has evaluated the cost of health
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problems due to the negative impact of economic growth at 7-8 percent of GDP.'®!
Of course, not all the health problems experienced today by the Chinese population
can be attributed directly to poor environmental conditions, such as water or air
pollution. But it is certain that it is the overall economic development that has posed
a formidable challenge to the government by changing the overall environment
in which people live and in which they are affected by different and new forms
of health insecurity, considerably different from those existing before the reform
era.'® These were, according to Hu Angang, the major problems of public health
in China around 2003—4:

1 the disease incidence in urban and rural areas as high as 5 billion person/time,
nearly half of whom were not referred to a doctor;

2 more than 80 percent or one billion of urban and rural people are not covered
by medical insurance;

3 problems of being in poor health among women and children and people in
poor areas were Very serious;

4 the size of all kinds of health insecurity was large.

Conclusion

At the end of this chapter we can conclude that the reform process initiated by Deng
Xiaoping has certainly allowed China to realize astonishing results both in terms of
overall wealth creation (GDP) and in terms of per capita income and consumption
improvement for the great majority of the Chinese people. Unfortunately, several
negative consequences have also emerged from this three-decade long process.
These concern both the human and the physical environments. Inequalities and
disparities in the distribution of the wealth so created are considerable. The gaps
between rural and urban areas are the most striking, not only in economic terms
but also (as there is a nexus between economy and other dimensions of the reform
process) in terms of education, public services and infrastructure availability and
access, including health care. The emergence of under-paid and under-protected
rural migrants, and new forms of poverty touching both urban and rural areas, have
shed light on the losers of economic development.

This situation is not very different from that which we experienced in the
West during the first decades of the Industrial Revolution. Several generations of
Western workers have been sacrificed on the altar of economic development. And
nothing can be done today to redress the harm done to these people. The same
situation is also basically valid in today’s China. But there is something that is still
possible to do today, because it concerns two components of China that are going
to last more than a man’s life. These are the Chinese physical environment and
the present and future generations of Chinese people. As we have seen, disparities
of course are important, and the Chinese leadership should devote all the efforts
and money it can in order to correct these inequalities. But economic develop-
ment is on a good track, and it is an essential factor for creating more wealth. It
is up to the government to distribute the additional wealth so that disparities are
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reduced. Of course, by applying strict neo-liberal economic reasoning and strategy,
it could be possible to do even better in strictly economic terms, for example by
rapidly improving the efficiency of the financial system, the SOEs efficiency and
governance, and so on. But this runs the risk of further aggravating the existing
disparities, and moreover, there are several indices that prove that development is
taking place even in the absence of such improvements. On the contrary, damages
to the human and physical environments could be irreversible. If the Chinese peo-
ple lose faith in the capacity of the present leadership to provide a fair distribution
of wealth, the old demons of people’s revolt, very frequent throughout Chinese
history, may again emerge and put an end to China’s stability and harmony and
jeopardize its newly found (relative) prosperity. On the other hand, the damages
to the environment could also be irreversible. In this last context, China could play
an important role internationally, by proposing adequate measures for reducing the
environmental impact due to the present organization of the world economy, which
until recently seems to ignore the numerous (and today well-documented) caveats
from the scientific community.

In the following chapter, after a survey of the policies set up for dealing with the
problems mentioned in this chapter, I will take one of the dimensions mentioned
above; that is, the building of a sound social security system, as a case study for
evaluating the will of the Chinese leadership to solve these problems. Of course
this will also lead me to examine in the last chapter the relationship between the
Chinese political leadership and the Chinese people. Questions related to the open-
ing up of the political system will then be considered.



3 Correcting the negative
consequences of economic
development

Introduction

In the second chapter I presented the outcomes of the strategy of economic devel-
opment promoted by Deng Xiaoping and his successors; its positive as well as its
negative impacts on Chinese society. In this chapter I will deal with the policies set
up since the mid-1990s in order to correct the negative consequences of China’s
impressive economic development. I will start by presenting a general picture of
these policies, and in a second part I will take the case of the reforms of social
security. At the end of the second chapter I expressed the opinion that, whereas the
measures taken for improving the functioning of the economic system seem to be
sufficient for assuring reasonably sustainable economic development, the impact
of urbanization and industrialization on the physical and human environment runs
the risk of producing some negative irreversible outcomes in the medium and long
term. It is therefore urgent to set up an efficient, even if modest, social security
system, as one of the most important policies for rebalancing Chinese society
by sustaining the standard of living of those who did not fully benefit from the
spectacular results of China’s economic development. Moreover, from the point
of view of the capacity of the Chinese leadership to assure efficient governance,
the implementation of an efficient social security system will certainly contribute
to social stability, a paramount condition for maintaining economic and political
stability and, thus, a reasonable pace of economic development.

1 The rebalancing of Chinese society: a general perspective

1.1 The new development strategy: ‘people first’

Let us start from a summary of the three successive development strategies fol-
lowed by the Chinese leadership as have been defined by Hu Angang.' The first
strategy adopted at the beginning of the PRC is the traditional development strategy
implemented during the planned economy era, with the aim to ‘catch up with UK
and surpass USA’. In the mid-1960s Mao set the goal of achieving ‘four moderni-
zation’ goals by the end of the twentieth century by implementing policies of ‘high
accumulation, low consumption’, giving priority to heavy industry, including the
defence industry and capital-intensive industries, and providing import protection,
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resulting in increasing disparities between urban and rural areas. The second strategy
is the transitional development strategy defined in the 1980s by Deng Xiaoping.
This was a ‘three-step strategy’, setting up the goal of quadrupling GDP,? trade and
investment liberalization, market development and competition. This strategy is
still centred around materials, with top priority put on speed of development. Deng
Xiaoping advocated an imbalanced development, allowing some regions and some
people to getrich first, by concentrating on the development of coastal regions. This
resulted, as we have seen in the second chapter, in greater regional disparities, in
enlarging gaps between urban and rural people, not only in terms of income, but also
in consumption and access to public services such as education and health.

In order to correct the negative consequences of the first and second strategy, the
Chinese leadership started to move toward a third approach to development in the
late 1990s by first defining the ‘Campaign to open up the West’ that became a top
priority for the government in the next decade.® This new strategy clearly changed
the focus of development from a purely economic perspective to a socio-economic
one, whose declared objective was to narrow the gap between the costal and the
inner regions.* This strategy was first defined by Jiang Zemin in the mid-1990s,
and was later developed by Premier Zhu Rongji’s in his ‘Report on National
Economic and Social Development during the Tenth Five Year Plan’ (2001-5)
delivered to the People’s Congress on 5 March 2001. The major dimensions of
this strategy are:

1 infrastructure construction, such as land, air and water transportation facilities,
power generation plants, and water conservation projects;

2 environmental protection;

3 adjustment of the industrial structure of the West, namely by putting more
emphasis on the consumer goods industry and less on heavy industry and the
defence industry, as has been done in the past;

4 the promotion of science, technology and education;

5 making the West benefit from the open-door policy.’

This strategy combines hard and soft infrastructure as two complementary com-
ponents of the development strategy in favour of the West.°

The ground was prepared for this fundamental change in the development strat-
egy by means of an important research work. In the fourth chapter I will present the
role played by various organizations which contributed to gather the most relevant
sources of theoretical thinking and empirical evidence that permitted the Chinese
leadership to partially revise the foundations of its ideology, and to redefine its
development strategy.” At this point, I should like to insist upon the fundamental
role played by the universities, and more particularly by some influential intellec-
tuals whose research was available by the end of the 1980s. Within the academy,
there are of course some intellectuals who stand out as some of the major inspirers
of the Chinese leadership. In the second chapter I have often referred to the works
of Hu Angang, the founder and director of one of the most influential think tanks
at Tsinghua University, which constitute the best example in this respect:
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among the many academic voices Hu Angang [...] seems to have been most
instrumental in creating a favourable intellectual environment for and in shap-
ing the political discourse of the campaign to ‘open up the West’. His role as
a public intellectual behind various political initiatives in the latter half of the
1990s cannot be divorced from his outstanding position in Beijing’s academic
landscape and his special access to central policy-makers, which, according
to hearsay, results from his family’s personal connections to Zhu Rongji and
other leaders.®

However, based on Hu Angang’s own words, his father has no relationship with
any Chinese leaders or governors; these are rumours. He confirmed that Chinese
leaders are his ‘readers’ and very interested in his China Studies Reports, and added
many postils and comments.

In fact, Hu started to work on a framework for analyzing China’s development
in the 1980s when he was preparing his PhD dissertation within the Chinese
Academy of Sciences (CAS).? The thesis topic, ‘population and development” was
later developed with Zou Ping in a book published in 1991.!° At the same time, Hu
worked within a team of CAS researchers studying the conditions of China’s long-
term development; the English edition was published in 1992,'! but made available
to the Chinese leadership at the end of 1988; that is, before the Tiananmen events
of June 1989." These two books constitute a remarkable example of research
conducted by Chinese scholars, making the best out of both Chinese and Western
sources, which shows the great openness of this team of Chinese researchers to
academic contributions from other parts of the world, as well as their high level of
intellectual independence.'®

The analysis presented in the book on population combines historical, demo-
graphic, economic, environmental, regional (namely the divide between rural
and urban areas), as well as social and family planning perspectives, and poses
the foundations for a comprehensive analysis of the development strategy China
should follow, which is further developed in the second book on survival and
development. One of the main findings of the research on population is that both
theoretical and empirical models, especially Western models, cannot be transposed
mechanically and directly into China, but should be evaluated taking into consid-
eration the characteristics of the Chinese situation. A population theory that would
not conform to the actual conditions in China is bound to lead to errors, and become
dogmatic. This leads the authors to reject both traditional Marxist development
theory'* and the Soviet model of development, including their theory of popula-
tion, and to adopt a model based upon the contradictions existing within Chinese
society between the rapidly increasing population on one side and, on the other
side, the shortage of production equipment, the increase in industrial raw materials,
the development of employment, education, science and technology, the demand
for grain, and the improvement of the living standards of people.'s

This change of paradigm led to the adoption of birth control in China with the
aim of reducing the fertility rate and hence to resolve, at least partially, the contra-
dictions mentioned above. But this change could not have been possible without
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the rejection of the hypothesis, prevailing at that time, that economic development
is the cause of the drop in the fertility rate, and therefore it must precede it. Hu
and Zou contest that such connection can be constructed as ‘a simple cause and
effect relation, regardless of time, place and condition’.'® On the contrary, they
consider that the relationship is very complicated and, by referring to the research
on family reproduction in Europe conducted by Wei Jinsheng, they show that the
drop in the rate of fertility:

is not merely the result of the development of their economies and cultures, but
the result of the concerted action by various combinations of factors, including
economy, culture, history and customs. [...] the fertility rate also began to drop
early in countries with relative backward economy and culture. So the absolute
view that the rapid drop in fertility rate can only occur following economic
development does not conform to historical facts.

By taking the examples of countries such as South Korea, Singapore, Thailand and
Malaysia, where the drop in fertility rate was the result of government policies, the
authors conclude that, given China’s situation, ‘effective population growth control
[by the government] would inevitably serve to provide very favourable conditions
for an economic takeoff>."”

The book on survival and development identifies the fundamental problems
China must face on the road to development, starting from the conditions of
Chinese population and territory: ‘excessively large population, a very poor eco-
nomic foundation, backward education, culture, science and technology, a relative
shortage of natural resources and a very low per capita GNP by world standards.
These characteristics have remained basically unchanged and have become even
worse in certain fields although China has made great progress in the past decade
of reform.’'® This research, which was made available to the Chinese leadership
at the end of 1988, is remarkable not only for the quality of the analysis, but also
because it pointed out the major problems of Deng’s economic development
strategy that were already clearly emerging in China at the end of the 1980s. It
is unfortunate that the Chinese leadership was, in my opinion, not quick enough
to react to the results and suggestions of this research. As a consequence, by the
mid-1990s the negative outcomes of Deng’s strategy had developed to a point that
measures taken during the second half of the 1990s (and further reinforced during
the following decade) have been rather slow in producing the necessary counter-
balancing effects, as we have seen in the second chapter.' It is true that by then,
research realized by imaginative and independent intellectuals had started to be
needed, and even demanded, by the Chinese leadership.

It is not surprising that the report considers, as is also the case for the research
on population mentioned above, that the basic problem for China depended upon
the contradictions between population and resources. It is even more interesting
to note that, at the end of 1988, this report points out the four major challenges
resulting from the negative consequences of economic development, and that the
authors do not hesitate to name ‘China’s unprecedented multiple crises’:
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in spite of the birth control set up by the government, the population contin-
ues to grow and it is rapidly ageing, posing a heavy burden on employment;
moreover, the average literacy level is only 4.6 years, which is rather low
if one seeks to develop the economy in sectors demanding a well-educated
workforce; finally, the rapidly growing population is resulting in chronic
unemployment and underemployment, especially in the rural areas;
agricultural resources are declining and approaching the limits of their carry-
ing capacity; it is forecasted that the situation will become more acute in the
future;

the rapid expansion of environmental pollution and the ongoing degradation of
the ecosystem will become a major crisis affecting the survival and develop-
ment of China in the first half of the next century;

a rapidly growing demand for grain and the difficulties in increasing grain
production.”

Given this analysis, the report suggests that the following policies, some of them
already adopted by the Chinese government, should be implemented for a consid-
erably long period of time:

wDn bk W=

family planning

high rate of accumulation coupled with moderate consumption
development of education, science and technology

conservation of natural resources and protection of the environment
opening to the outside world, and maintaining sustained development.

Moreover, the report warns that the success of these policies will depend upon
some important conditions such as the avoidance of the recurrence of serious
mistakes like the Great Leap Forward and the Cultural Revolution, no massive
nation-wide natural disasters, no large foreign invasion of China and that China
will not be involved in other countries’ military conflicts.”!

The report also very strongly confirms that China should follow its own ‘non-
traditional’ path to modernization, based upon:

1
2
3

6

low consumption of resources in the production process

moderate private consumption

sustainable development with constant improvement of economic efficiency
while controlling pollution, maintaining ecological balance, and a reasonable
use of natural resources (ecological efficiency)

but also a social system that ensures social efficiency and justice

an appropriate technological system that encourages innovations in all
domains, including technological innovation

integration in the international economic system.

The authors are aware of the fact that this is not an ideal model, and moreover,
that the knowledge Chinese people have acquired about the lifestyle of developed
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countries will increase their expectations, and this will put an additional pressure
on the Chinese leadership. Very reasonably the authors conclude that:

we must tell the people frankly and sincerely that we do not have the potential
to compare with developed countries such as the United States in resource
consumption. [...] our choice is not discretionary, but is dictated by circum-
stances. [...] the keynote of this report is neither unrealistically optimistic nor
pessimistic, it is rather cautiously and conditionally optimistic. [...] The basic
conditions are very harsh indeed, but this is the last opportunity presenting
itself to China in its development. [...] The report tells the people about the
national conditions as they really are [...] In the face of future development
crises, it is possible for decision-makers, workers, intellectuals, and peasants
to achieve a common understanding and recognition of the long, arduous and
painful process of reforms and development. And this will produce a long and
strong rallying power and make the people better prepared for a long period of
hard work and strive to shake off the crises, overcome difficulties and realize
rejuvenation of the Chinese nation in the twenty-first century.?

In commenting on this report, one can be surprised by the moderate optimism of
the authors, knowing the phenomenal development of private consumption in the
urban areas that took place in the following decade. More interesting is their con-
cern about the necessity that all the segments of Chinese society should be aware
of the difficulties facing the development of the country given the major contra-
dictions presented in the report. And this is another sign that the values of unity
and harmony constitute a strong cultural trait even amongst academic researchers
trying to scientifically discover truth from facts. Even more interesting is the fact
that practically all the major problems that broke out in China at the end of the
1990s are identified and analyzed in the report and that all the major leitmotivs
of the new development strategy defined by Hu Jintao that ‘put people first’ are
already clearly broached in the report: economic efficiency, but also social equity
and efficiency, ecological efficiency, and innovation in all domains.

After the completion of the report on survival and development, Hu Angang
spends one year as a post-doctoral scholar in the department of economics at
Yale University between 1991 and 1992, where he works with another Chinese
scholar, Wang Shaoguang. In 1993 Hu and Wang write a report, ‘Strengthen the
role of the Central Government during the transition toward a market economy’,”
that favours the centralization of Chinese policies, especially fiscal policy. This
report is circulated in China and is at the origin of the centralization of fiscal policy
decided by Jiang Zemin in 1995, and which gave to the Central Government more
fiscal revenues.

Joseph Fewsmith argues that by ‘focusing on extractive capacity, Hu and Wang
chose to ignore other, more difficult (but nonetheless important) components of
state capacity, such as legitimation capacity, corruption, and bureaucratic effici-
ency’.** I do not think that this statement is very accurate, as Hu and Wang have
devoted considerable research efforts to the analysis of the increasing disparities
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within China and have proposed policies aimed at rebalancing Chinese economy
and society.” This is clearly a substantial contribution to the legitimation capacity
of the Communist Party.?® Moreover, as we have already seen above (when I pre-
sented the two books on ‘population development’ and ‘population and survival’
p- 105-8) Hu has developed, since the 1980s, a theoretical framework for the ana-
lysis of the relation between state and market that led to the conclusion that some
domains cannot be left to the market, especially those aimed at reducing regional
disparities.”” At the beginning of the 1990s, the mastering of the evolution of the
relation between state and market was certainly the major challenge to the Chinese
leadership. As Zhang Xudong quite rightly has put it: ‘Wang and Hu’s argument
can be regarded as one of the first systematic considerations of the state-market
interrelationship in the Chinese context and one of the early responses to the eco-
nomic collapse, political failure, and social tragedy of those transitional societies
in Eastern Europe, especially the former Soviet Union and former Yugoslavia’.®
Finally, Hu has been one of the more violent critics of the rampant corruption at
all levels of the Chinese leadership.?

Of course, if one considers that the collapse of communist regimes is the inevi-
table outcome of history that will leave the political arena to liberal democracy and
the economy domain to free market economy,*® then the Wang and Hu argument
can be regarded as flawed. The problem is that, in spite of the considerable prob-
lems and challenges faced by the Chinese leadership since the beginning of reforms
we have dealt with in chapter 2, the Party has been able not only to maintain and
accelerate the reform process and to keep it under control (which has not been the
case for the Soviet Union) but has also satisfied the expectations of the majority of
the Chinese people by considerably improving the living conditions of hundreds
of millions of households both in the urban and rural areas, as I have shown in
the second chapter. This outcome clearly shows that in some particular historical
periods (as is the case for China since the collapse of the Empire) there are other
ways of legitimizing power, and that for the Chinese population the improvement
of material living conditions had, and still has today, precedence over an abrupt
opening up of the political system that would grant to the citizens the freedoms
of speech and association typical of liberal democracy. This can be explained by
both or either of the following factors: the persistence of traditional features of
the Chinese political culture that treasure unity and harmony (even at the expense
of the submission of people to authority in all domains, as I explained in the first
chapter) and/or the very low level of development existing at the beginning of the
reform process, when it seemed that improvement of material conditions was more
important to the people than the acquisition of political freedoms. We Westerners
should not forget that in our historical experience political freedoms were not
granted to everybody right at the beginning of the liberal revolution, but incre-
mentally through at least one century.’! Why should China follow a different path?
Quite rightly Wang and Hu formulate policy proposals by taking into consideration
the actual conditions of China, and not by referring to theoretical and ideological
frameworks that may have produced satisfactory outcomes in different cultural,
economic, social and environmental settings quite different from the Chinese ones.
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This does by no means mean that political reforms are not necessary, as Hu Angang
has been advocating for many years.*

Back to China in 1992, Hu Angang, as we have seen in the third part of the
second chapter, has developed an impressive amount of empirical evidence about
the increasing disparities within Chinese society, as well as a number of policy
proposals, that have constituted the scientific basis for the generalization of the
policies set up for the West to the entire Chinese population. These reports, pre-
pared within the Centre for China Study, are read at the top level and have exerted
a considerable influence on the transition to the third development strategy that
puts ‘people first’, and to the preparation of the 11th Plan.

In February 2004, Zhu Rongji’s successor, Premier Wen Jiabao recognized that
China’s fast economic development had resulted in the accumulation of issues
and conflicts, such as enlarging gaps between urban and rural areas in income,
enlarging regional gaps, increasing inequality in family income, mounting pressure
of employment and social security, lags in the development of education, health
and medicine, culture, intensifying conflicts between the growing population and
development and in ecological environment and natural resources, low quality of
the economic system and lack of competitiveness. Based upon this appreciation of
the situation of Chinese society, Premier Wen Jiabao concluded that China must
solve these problems in good time. According to Hu Angang, by doing so, Premier
Wen defined the new approach to development; that is, the third strategy, based
upon ‘people first’. This strategy implies the following dimensions:*

1 implementation of harmonious development between the urban and rural areas
to narrow their income gaps;

2 implementation of the western China Development Drive and the drive to
revitalize the old industrial bases in northeast China with the purpose of nar-
rowing regional gaps, especially the gaps between the western and eastern
parts of the country and the gaps between the south and the north;

3 bringing economic and social development into good harmony;

implementation of ‘green development’ to improve ecological environment;

5 prioritizing employment to bring about an employment-based growth
model.

N

This strategy strongly suggests that the biggest challenge to China in the twenty-
first century is not how to further speed up economic growth, but how to maintain
a sustainable and equitable growth to reduce poverty and promote human develop-
ment by focusing on the purpose of development instead of on development for the
sake of development. The ‘people first” approach to development means to invest in
the people, serve the people, develop the economy for people and promote human
development to enhance the people’s development capabilities and increase their
development opportunities.

These policy options were confirmed at the last Party Congress of November
2007. In the framework of the third development strategy, hundreds of billion yuan
have been invested in the poor provinces and regions. If it is too early to evaluate
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the overall impact on the disparities, the fact that all the Chinese regions experience
an improvement in terms of both income and consumption is an encouraging indi-
cator that should help the government to confirm the validity of the new strategy.
Other indicators are presented in the following paragraphs.

1.2 The improvements in the financial sector and of SOEs

As we have seen in chapter 2, even scholars such as, for example, Riedl, Jin and
Gao who are very critical of the organization of China’s financial sector, recognize
that ‘important reforms have been undertaken in the financial sector, including the
restoration of a commercial banking system, the emergence of a fledging bond
market, and the establishment of stock exchanges in Shanghai and Shenzhen, and
these reforms have not been without success,’** and that in spite of many difficul-
ties in this domain, ‘China has achieved high rates of investment and growth’.*
In this context it is interesting to note that the size of the non-performing loans
(NPLs), that have attracted some severe criticism from Western economists as we
have noticed in chapter 2, has been considerably reduced in recent years. NPLs
are the consequence of the practices of the planned economy when state-owned
banks simply played the role of transmitting to the SOEs the money they needed
on the basis of political considerations and not on the basis of risk assessment.
This practice went on during the first decades of the reform era, thus resulting
in considerable accumulation of loans that the SOEs were not able to reimburse.
This incapacity was further aggravated by the poor economic performance of
many SOEs. For dealing with the NPLs* the government first set up in 1999
four Asset Management Companies (ASM), one for each of the four big com-
mercial banks,?” with the mission of accommodating 1.4 trillion yuan of NPLs,
equivalent to almost 20 percent of GDP. Then, in 2003 and 2004, 475.6 billion
yuan of NPLs were stripped off from China Construction Bank (CCB) and the
Bank of China (BOC), plus US 22.5 billion to support each of these two banks.
Finally, in 2005, 705 billion yuan of NPL was stripped off from the Industrial and
Commercial Bank of China (ICBC) with an additional injection of US$15 bil-
lion and the issuance of US$12.1 billion in subordinate debt. Parallel to this, the
governance of the four big banks has been improved. The purpose of these state
interventions was to make the initial public offering of these banks attractive for
potential investors. In fact CCB was successfully listed in Hong Kong in 2005
followed by BOC and ICBC. The result of these reforms and state interventions
is that the percentage of NPLs dropped in 2005 to as low as 4.5 percent for ICBC,
9.6 for BOC and 3.3 for CCB. Only the Agricultural Bank of China (ABC) still
had a percentage as high as 23.5. Moreover, the Chinese government has recently
approved the project of ABC to restructure itself into a sharecholding bank,
paving the way for its listing, with a reported injection of US$19 billion from
the government.*®

In the meantime serious measures have been taken for improving the governance
of SOEs whose performance has greatly improved, to the point that some of them
have become important global players.
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1.3 The improvements in environmental protection

It is in this domain that improvement has been generally considered less impressive,
especially by Western observers, worried as they are by the increasing use of natural
resources by the Chinese economy, which is in fact increasing the contribution of
China to the world environmental damage. Moreover, not all the experts consider
that the official Chinese statistics about the environment are reliable. Nevertheless,
it cannot be said that the government has not taken and implemented several
measures in order to put a halt to environmental degradation. And we have already
seen, pollution not only damages the physical environment, but also the people,
as it has affected their health. A number of measures have been taken to counter
this environmental damage. First, a number of non-performing and polluting SOEs
have been shut down. Second, the use of coal for heating has been reduced in the
cities. Third, an important re-forestation effort has been carried out: for example,
between 1998 and 2001, the Central Government has invested over 42 billion yuan
in reforestation, management and restoration of state forests in 25 regions. And in
formulating the new development strategy, the authorities plan to bring the forest
coverage up to 28 percent of the territory by 2050. Fourth, since the beginning of
the reform process, many laws and regulations have been adopted and implemented:
after the first law on the protection of maritime environment of 1982, many other
laws have been passed in the domain of water, prairies, fishing, land, wild animals,
agriculture, air, etc. Moreover, several research institutes provide expertise to the
authorities that will be useful for designing better laws and regulations, such as the
Chinese Academy of Sciences, the Chinese Academy for Environmental Sciences,
as well as a number of research centres at the local level.

Last but not least, several efforts for educating the Chinese population in the
domain of environmental protection have been undertaken by both governmental
agencies and non-governmental organizations (NGOs).* This is quite important as
the protection of the environment must be a concern not only for the public authori-
ties, but also, and above all, for the population of all ages and in all parts of China.
Generally, public policies aim at changing the behaviour of people, interest groups
and other organizations. This is achieved by issuing laws and regulations, and/or by
providing incentives. In the economy everyone easily understands that they have to
comply with the new rules of the game when the government quits the old planned
economy and starts introducing market mechanisms. The market provides new
incentives for improving the behaviour of both supply and demand sides, thanks
to competition. For example, as an employee I will quickly adapt my behaviour
to the new situation by adopting some more efficient working habits, because this
is vital for me and my family. It is because we work better individually that, col-
lectively, the country becomes more prosperous. However, in the environmental
domain both households and enterprises find it more difficult to understand the
purpose of economizing scarce resources such as water and electricity, and in not
polluting air, water and soil. In this domain, what is primarily, and selfishly, impor-
tant to people is their own comfort. So, contrary to what holds in the economy, in
the environmental domain the reverse is true: it is because collectively we respect
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the environment that individually we can enjoy fresh air, clean soil, and drink-
able water. This new way of behaving in the environmental domain is necessarily
based upon a change of the way individuals see and understand the use of scarce
resources. This can be brought about by education, and this is what has been done
in China since the beginning of the reforms. Education, if successful, will avoid
the implementation of sanctions in the case of violation of laws and regulations.
And this is clearly a more friendly way of managing environmental protection, as
it avoids taking sanctions against those who violate laws on environmental protec-
tion. Of course, education is a long-term endeavour, especially when it is bound to
change well-entrenched everyday habits.

The first experimental education programmes were introduced in Liaoning,
Guangdong, Beijing, and Shanghai in 1979. They were followed by a decision
of the Central Government in 1987 (confirmed in 1991 and 1992) stipulating that
environmental education be compulsory in the school curricula, at elementary
and secondary levels. Several textbooks were published; for example, the manual
Introduction to Environment published by the People’s Education Press (PEP) in
1993 to be used in colleges for an optional course. This book presents all the aspects
of environmental pollution (water, air, noise, soil, etc.). In 1999 PEP published a
guide for the professors. Moreover, PEP, working with the World Wildlife Fund
(WWF) has prepared a book about the protection of the environment of the Yangtze
River. Several internet sites have been developed on environmental protection (for
example: www.pep.com.cn.eec/index.htlm) that can be used by both students and
professors for finding information about the protection of the environment. There
is also an academic journal: Environmental Education, as well as three centres
for environmental education, created by the Environmental Educator’s Initiative
(EEI), a cooperation between the Chinese Ministry of Education, WWF and
British Petroleum. The three centres have been set up within three universities:
The Normal University Beijing, The South-West Normal University Chongqing,
and the East Normal University of Shanghai. These centres have the task of writing
a manual for the training of teachers and a manual for students. Moreover, they
have set up a teaching programme for the elementary and secondary levels that
has been tested in 34 pilot schools. These manuals will be then published by PEP.
Other similar centres have been set up or will be created shortly.

At the government level, the main authority in environmental protection in China
was until recently the State Environmental Protection Agency (SEPA), that after
the beginning of 2008 has been reorganized within the newly created Ministry of
Environmental Protection.*’ This ministry is mainly responsible for designing envi-
ronmental policies, but is also in charge of supervising all the activities linked to
environmental education in the framework of the Centre of Communication and of
Environmental Education (CEEC) created within the SEPA. CEEC organizes infor-
mation campaigns; it coordinates at national level the Green School Programme,
that has the objective to train professors in charge of implementing the Green
School Programme, and evaluates the implementation of the Green Programme in
the schools. CEEC also supervises international cooperation.

In addition to government bodies, several non-government organizations
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(NGOs) are active in China, such as Friend of Nature, Global Village of Beijing,
WWF, and The Trust for Environment (which promotes The Environmental
Education Television Project for China). Last but not least, several enterprises
also have programmes in the domain of environmental protection, such as Bell,
Exxon-Mobil, and others.

Finally, China, a signatory to the Kyoto Protocol (signed 29 May 1998), at
the summit of the UN Conference on Sustainable Development in Johannesburg
in 2002 declared that it would approve the Protocol. The formal acceptance on
30 August 2002 certainly is one of the major successes of this Protocol. This
showed that not only was China taking environmental problems seriously, but also
that it committed itself to behave as a major global player economically, politically,
and environmentally.*!

What are China’s obligations? According to Article 10 of the Kyoto Protocol,
China must:

1 develop national and regional programmes to improve the emission coeffi-
cients, as well as the data about activities, necessary for the establishment of
national inventories of anthropogenic emissions

2 implement programmes to mitigate climate change

3 assist in the dissemination of information and technology related to the
environment

4 promote scientific cooperation

improve people’s education on climate change

6 include in its national communications information on programmes and activi-
ties undertaken in the framework of the Protocol.

(9]

Let us remark that as China is not included in Annex I of the protocol, it has no
obligation of reducing emissions. But it may take part in the international efforts
through the mechanisms of CDM flexibility.*

It is within this rich institutional framework that China has implemented its
environmental policies. Apart from regulatory measures that may be used in this
domain, by introducing market mechanisms within its economy since the beginning
of the 1980s, China became aware of the possibility of using economic measures
for protecting its environment. In the following paragraphs I will more particularly
insist on measures that may have a potential effect on CO? emissions,* by briefly
reviewing the following measures: (1) measures based upon persuasion; (2) laws
and regulations; and (3) taxation. First, persuasion based upon the information
obligation that China has contracted by signing the UNFCCC. It is in this context
that the ‘China Youth Daily’ and the Central Broadcasting Station of China reserve
a special place on climate change. Moreover, the official Chinese website (Www.
ccchina.gov.cn) provides environmental information on climate change to Chinese
citizens. Of course the persuasion to behave in an environmentally friendly manner
is not legally binding, but information about the disastrous effects of pollution can
certainly have an impact on citizens’ consciences about the importance of protect-
ing the environment.
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Second, regarding laws and regulations, several types of regulatory guidelines
have been established since 1980, and have been regrouped in the new Energy Law.
I will present those contained in the report made by China for the UNFCCC.* This
report is also one of the only obligations that China and other developing coun-
tries must undertake. The guidelines presented in this report show what has been
undertaken in the framework of the Convention and the Kyoto Protocol. Their aim
is mainly to enable energy savings in various sectors (grouped under the name of
‘Energy Conservation Law’ that is in fact the new government’s program for best
saving energy resources). For example, measures taken in this framework concern:
standards for construction,* transportation and industry with the aim of allowing
energy savings; forests (regarding the management of forests as well as subsidies
for reforestation projects), agriculture (for the aim of improving efficiency, but also
for preventing illnesses and damage by animals); and waste management.

Third, as far as taxes are concerned, according to Chinese law the term ‘environ-
mental tax’ is a generic term which refers to taxes related to natural resources and
the environment. In the Chinese taxation system, there are more than 20 different
taxes grouped into five categories: circulation taxes, income taxes, natural resources
taxes, asset taxes, and behaviour taxes. Amongst these categories six are directly
or indirectly linked to the environment: consumption tax, natural resource tax,
vehicles tax, fixed asset investment tax, construction tax, and urban maintenance
tax.* Moreover there are taxes based upon the principle that the polluting agent is
responsible for paying for the damage. This type of tax is a response to numerous
regional environmental problems, including acid rains. The state responded insti-
tuting a tax on pollutants, of which a good example is the tax on SO%.*” The money
collected through this tax has quadrupled between 1986 and 1996.

A last remark about the subsidies the government gives to two particularly
polluting sectors in terms of greenhouse emissions: energy and electricity. Over
80 percent of electricity comes from thermal power. To give a subsidy to this sector
amounts to reducing the price of electricity, and thus to increasing consumption,
and to using more fuel to run power plants, which degrades air quality. And this
does not seem reasonable in the perspective of environmental protection. For
energy, it is the production of coal and crude oil that is subsidized; that is, two
of the most polluting products. In this context it is interesting to notice that coal
accounts for 70 percent of total energy consumption, and oil for 17 percent. This
means that by subsidizing these sectors, the Chinese government continues to cover
the losses of coal and oil enterprises. The only reasonable explication must be
found in the framework of China’s development strategy, and its major objective
that continues to be economic development as a means to enrich all the Chinese
people. It is hoped that very soon more drastic measures will be taken for assuring
sustainable development also in terms of environmental protection. It seems that
this is the case, as the government has undertaken several measures in order to
develop alternative energy sources respectful of the environment.

So, we can see that, in spite of the difficulties mentioned above, in the perspec-
tive of a long-term action for protecting the Chinese environment, many resources,
public, semi-public, and private are today available in China for realizing one of
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the main objectives of the Chinese leadership: rebalancing the relation between the
physical environment and human (especially economic) activities.

Itis in this context that Tsinghua professor Hu Angang has suggested the replace-
ment of what he calls the ‘black cat development’ of the Deng era with the ‘new
green cat development’ of the Hu Jintao era.*® Hu starts by reminding us of one of the
major goals of the 11th Five-Year Plan (2006—10); that is, to reduce energy consump-
tion per unit of GDP by 20 percent. Even if China were to continue its 10 percent
annual GDP growth, there are already signs that energy consumption and release of
major pollutants in China have started to drop. Therefore, an average annual drop
of 5.4 percent between 2008 and 2010 is possible. And Hu comments:

the target is not simply economic; it is a political commitment by the govern-
ment to its citizens. It indicates China’s political will and its commitment to
reducing emissions. [...] This target is the first step on the road to a low-carbon
economy, and is of greater political and economic significance.

Moreover, Hu stresses that

the Chinese leadership faces two pressing questions: how to transform China’s
economy into a low-carbon economy; and how to participate in global govern-
ance, moving from national to regional and worldwide governance.*

This last goal is very important as it is the final step of the policies implemented from
the beginning of the PRC: by taking the lead in the long march toward a global green
economy, China has the great opportunity to restore itself as a world power.

Nevertheless, Hu Angang is not unaware of the difficulties that may arise on
this road. In view of the international negotiations to be held in December 2009
in Copenhagen for the purpose of replacing the Kyoto Protocol, and considering
the difficulties in finding an agreement in spite of the positive attitude of the new
Obama administration, Hu suggests replacing the current and simplistic distinc-
tion between developed and developing countries with a more complex, and to
my opinion fairer, classification based on the Human Development Index (HDI)
that subdivides countries into four categories: high (HDI above 0.8), medium-high
(HDI between 0.65 and 0.8), medium-low (HDI between 0.5 and 0.65) and low
(HDI less than 0.5).%° A second criterion will be used to determine the responsibili-
ties of the countries for cutting the emission levels: their levels of pollution, both
total and per capita. The final result would be the distinction between countries
with binding or voluntary commitments.

By applying the first criterion, the high-HDI countries would make non-condi-
tional emission cuts as specified by the UN. The medium-high countries (including
China) would be conditional reducers. Their target would be defined according to
their HDI gap compared to high-HDI countries. The medium-low and low-HDI
countries would not be obliged to reduce emissions, but voluntary reduction should
be encouraged. Hu calculated that the world’s 20 largest polluters account for
75 percent of total emissions. It is therefore reasonable, by applying the second
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criterion, that the biggest reductions would be required from the biggest polluters.
Finally, it should be noted that countries could pass from one group to another
(both for HDI and level of pollution) during the years, and thus may pass from the
group with voluntary cuts to that with binding responsibilities to reduce emissions.
According to this proposal, China should bind itself to international goals to slash
greenhouse gas pollution: ‘It is in China’s own interest to accept greenhouse gas
emission goals, not just in the international interest. [...] China is a developing
country, but is a special one, with the biggest population, high energy use and
sooner or later, if not now, the highest total greenhouse gas emissions. So this is
a common battlefront we must join.”*' According to Hu, China will join the high-
HDI group in 2010, when its HDI will reach 0.8, and then should therefore accept
binding emissions cuts.* To those who may be sceptical about the political will of
the Chinese government to accept this proposal, one should recall the scepticism
that accompanied the negotiations between China, the US and the EU that led to
China’s accession to WTO in 2001, thanks to the determination of the Chinese
negotiators. Moreover, Hu reminds us that ‘like joining the WTO, this [strategy]
should be used as international pressure to spur our own transformation’.%

This strategy should soften the Chinese government’s attitudes during the nego-
tiations, in spite of the impression given at the beginning of the talks.>* It may be
true that for the moment the Chinese government is not yet ready to make conces-
sions according to the line defined by the Tsinghua professor. But in an interview
given to a Reuters journalist who made this remark, Hu replied not without some
pride and a keen sense of humour: ‘I’ve always started out in the minority but
ended up as the mainstream’.>

This cautious optimism is confirmed by two recent publications. The first
publication is by the World Bank: in spite of considering that progress on the
environmental objectives during the first two years of the 11th Five-Year Plan
(i.e. between 2006 and 2008) has been mixed, in that especially insufficient
progress in reducing energy intensity was noted, improvements were seen in
reducing air and water pollution, treating industrial solid waste, increasing the
efficiency of water use, and expanding forest coverage.’® The second publication,
by the McKinsey Company, estimates that ‘China’s current efforts and recently
enacted policies could reduce the country’s energy intensity by 17 percent during
every five-year interval from 2005 to 2030°.5 If Hu Angang’s strategy be followed
by the Chinese leadership, it is plausible that the objectives of the 11th Five-Year
Plan will be achieved.

China’s environmental strategy could not be conceived and implemented with-
out an efficient public management. I will deal with the improvements in this
domain in the next section.

1.4 The improvements in public management

I will deal with this important aspect of the reform process in the last chapter,
as I will place it within the larger framework of the opening up of the political
system, and especially the decision-making process. In the context of this chapter
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it is nevertheless important to mention the main innovations introduced since the
beginning of reforms for improving the effectiveness of public management of the
PRC. First of all, since the 1980s China has undergone a long series of reforms of
the administrative structure of the Central Government. Whereas it is not possible
to exclude that political considerations have been at the source of some of these
restructurings, it is certain that most of the time the aim of these reforms has been
to facilitate the transition from the planned economy, where state ministries and
agencies in fact managed the entire economic domain, to the new Chinese economy
where market mechanisms were being introduced progressively. This transition
entailed the change in government functions reducing the direct management of
economic sectors toward an increasing set of regulatory functions, among which
the macro-economic ones were to acquire an increasing importance.

This process needed some (almost) permanent changes in the structure of the
central administration. The last episode of this movement has been the creation
of five super ministries whose role will be to better steer the policies in the most
important domains crucial for the realization of a balanced and prosperous society.
As mentioned in endnote 40, these new ministries are the Ministry of Information,
Ministry of Human Resources and Social Security, Ministry of Environmental
Protection, Ministry of Housing and Urban—rural Construction, and the Ministry of
Transport. But restructuring the administration, as necessary as it is, is not enough
for implementing the new public policies.

It is necessary to put in practice the attitudes, skills and knowledge necessary
for this purpose. Although the fundamental options in public policy matters are the
paramount responsibility of the political leaders, the design and implementation
of public policies must be supported by a number of civil servants whom it has
been necessary to train in the new domains of state activity. This has been done
through different means, such as the training by the Party Schools at the central
and local levels, the National School of Administration, as well as by the univer-
sities, some of which have been given the responsibility of setting up new Public
Administration Masters Programmes. In addition, hundreds of civil servants have
been trained within overseas programmes set up in cooperation with Western and
Asian countries. Furthermore, the government has supported research realized
within both government research institutes and in university research centres and
think tanks. Moreover, China has taken advantage of the cooperation with inter-
national organizations such as the World Bank and the Asian Development Bank,
as well as individual foreign countries to realize applied research in the domains
useful for the Chinese decision-making process in fields such as the restructuring
of social services, waste water treatment, financial sector management, etc.>® Most
of the time these research projects have been carried out by teams composed of
Chinese and foreign experts. By organizing the acquisition of knowledge in this
way, China has benefited from the experience of foreign governments and experts.
This knowledge, used in conjunction with the knowledge developed by Chinese
experts (who moreover have a better knowledge of the Chinese situation than the
majority of foreign experts) has been very useful for improving the management
capacity of the Chinese leadership. The case of the preparation of the new Chinese
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health system, to be dealt with at the end of this chapter, is a good example of the
openness of the Chinese decision-making process.

Last but not least, the considerable development of the Chinese legal system,
even if the majority of experts consider that it should be further developed and
completed, and the frequent references in public discourse to the necessity to abide
by the rule of law, show an important commitment of the Chinese leadership to
introduce more legal security within the functioning of the new Chinese economy.*
This trend is further confirmed by the development of important domains of laws,
such as the new Contract Law, that gives more security to the employees within the
domain of employer—employee relations. This trend, confirmed by the increasing
number of cases brought before the courts, suggests that the Chinese legal system
is moving toward the attribution of rights to its citizens in domains where until
recently interpersonal relations were the main way of establishing mutual obliga-
tions and of resolving conflicts.

2 Social security in China: one country, two systems®

Introduction

In the second chapter I have described the huge and impressive changes that
Chinese society has experienced since the reforms started at the end of the 1970s:
not only the phenomenal increase of GDP and the substantial improvement of
the living conditions of large sectors of the Chinese population, but also the less
positive outcomes such as the increasing gap in terms of economic development,
education and health between the coastal provinces and the inner and western
Chinese provinces. Moreover, the introduction of market mechanisms put such an
extraordinarily heavy pressure on Chinese state-owned enterprises (SOEs) that they
were forced not only to lay off huge numbers of employees, but also to abandon
the traditional safety net system they used to provide their employees under the
planned economy of the Mao era. Finally, a vast migration movement started in
the 1980s, fuelled by the increasing disparities between rural and urban regions,
especially in terms of job opportunities. Not only did millions of redundant peas-
ants moved to the urban areas in search of employment, but also people working
in service sectors such as health care moved to cities where working conditions
and salaries were becoming better than in the countryside. One of the most worry-
ing consequences of these changes brought about by the reforms of the economy
was that large sectors of the Chinese population were left without a decent social
security system or without social security at all. And this constitutes a very serious
threat to one of the major objectives of the Chinese leadership: social and political
stability that is considered as a fundamental condition for assuring the continuity
of economic development.

As we have seen in the previous chapter, economic development has been the
driving force leading not only to the improvement of total and per capita GDP,
but also to the source of the financial means needed for improving education
and safety nets such as old age, unemployment and health insurances. Thanks to
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this development, poverty has been considerably reduced since the beginning of
reforms. Nevertheless, in recent years poverty reduction has been less responsive
to economic development. Moreover, income has become more important as it
determines access to health and education, since the government has embarked on a
policy of marketization and monetarization of service delivery. Schools and health
institutions have increasingly become dependant on user fees to cover their costs.
Inequalities in standards of living have therefore become the consequence not only
of inequalities in income distribution but also of inequalities in access to education
and health. Incapacity to pay out-of-pocket for these services, which are essential
for human capital improvement and for sustaining economic development, has
become one of the determinants of new forms of poverty for the populations who
cannot afford the cost of education and health.®! The new strategy that ‘puts people
first” has recognized this situation and started to correct these phenomena and set up
several measures to correct these inequalities. Analyzing the strategy followed by
Chinese leadership to develop a new social security system is therefore important
not only for understanding whether China is successfully implementing one of the
public policies necessary for mastering the societal changes it is experiencing at the
beginning of the twenty-first century, but also for understanding and evaluating the
strategy used for mastering these challenges. This last perspective, applied to one
of the most important public policies (the establishment of a new social security
system) constitutes a useful transition to the last chapter where I propose a general
framework for understanding China today.

The measures undertaken for correcting these inequalities are more generally
aimed at reducing the causes of poverty and can be summarized as follows: training
programmes to support the transfer of rural surplus labour to the fast developing
urban areas; elimination of rural taxes by the end of 2006; subsidies for agriculture
in the framework of the 11th Five-Year Plan; compulsory education and finance
reform, introduced in March 2006, with the aim of promoting universal primary and
junior secondary education by waiving of tuition and textbook fees for all students
and by providing boarding subsidies to poor students, as well as the possibility of
fixing a higher poverty threshold, announced by President Ju Jintao at the 2007
Party Congress. Regarding the specific needs of migrant workers, the World Bank
recognizes that several initiatives have been launched by the Chinese government
such as worker rights and protection, public services and living conditions, social
security, employment services and skills development, but it regrets that ‘not much
systematic information is available on the actual progress of these new initiatives’,
and it suggests several strategies in order to improve the conditions of migrants and,
more generally, for further reducing poverty in both rural and urban areas.®

In addition to the measures mentioned above, China has launched several
policies in the domains of social insurances that we will examine in the following
paragraphs. In view of the analysis of the uneven development of China presented
in the second chapter, it is not surprising that the Chinese social security system
is a dual one, and that social security presents considerable differences in a com-
parison between rural and urban areas. It is therefore necessary to analyze these
two situations separately.
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A number of reforms, based upon the different social and economic situations in
rural and urban areas, have been introduced to change the traditional social security
system practiced under the planned economy since the mid-1980s. This system that
can be defined as a ‘cradle-to-grave’ welfare system was based upon the social role
attributed to SOEs that became the sole and unique institutions responsible for the
welfare of their employees, including lifelong employment, medical care, pensions
and so on. However, this system became an overwhelming burden for SOEs which
fell into financial difficulties and management ineffectiveness with the deepen-
ing of the reform of SOEs and the development of non-state-owned enterprises.
Moreover, the introduction of market mechanisms, the one-child per family policy,
and the increasing workforce mobility within the country, considerably weakened
the effectiveness of the traditional social security system in urban areas.

Based upon the analysis of this situation, the reform of the social security system
was put onto the agenda of the Central Government and several measures were
taken. The general idea was to free the SOEs of their traditional role, and to set up
a social security system compatible with the introduction of market mechanisms.
This choice led the government to evaluate different models (including those
experienced by Western countries) where enterprises are not the unique body
responsible for the financing of social security, but share this responsibility with
employees and the government, without excluding the possibility of introducing
in China private insurances. It is in this framework that some reforms and pilot
experiments were implemented in order to identify the social security system best
adapted to the Chinese situation, and eventually capable of reducing (if not elimi-
nating) the disparities between rural and urban areas.

Today, a basic framework of the social security system has been set up in China
compatible to the market-oriented economy system. China’s social security system
includes social insurance, social welfare, the special care and placement system
and social relief. As the core of the social security system, social insurances have
five programmes: old-age insurance, unemployment insurance, medical insurance,
work-related injury insurance, and maternity insurance. In the following paragraphs
we will introduce the reform process and the current system and its performance, the
main debates and challenging tasks that appeared during the course of its reform.

2.1 The structure of social security in urban areas

The disparity of social security benefits between urban and rural areas is an impor-
tant characteristic corresponding to the duality of social and economic structures
of urban and rural areas in China. Compared to the social security system in rural
areas of China, the social security system in the urban areas is more advanced
and complete.

2.1.1 Social insurance

Social insurance is the core of the social security system, including five different
programmes. This part will mainly introduce the evolution of social insurance
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programmes, the current system and its performance, including some recent data
on coverage, premium rate, asset balance and so on.

OLD-AGE INSURANCE

The old-age insurance system in China was first established in early 1950s, and
has gone through four stages. The first stage at the beginning of the PRC lasted
until 1966. In 1951, the state promulgated the ‘Regulations on Labour Insurance’,
including some programmes, such as disease, injury, birth, medical care, retirement
and death treatment and unemployment (called ‘job waiting reliefs’). Later, a series
of policies and regulations was promulgated. At that time, the All China Federation
of Trade Unions was the highest leading body for labour insurance schemes, and
the Ministry of Labour was the highest supervisory institution. Part of the labour
insurance fund was paid directly by enterprises, while another part was raised by
the All China Federation of Trade Unions.

The second stage started at the beginning of Cultural Revolution (1966) and
lasted until 1984. During this chaotic period, management organs were dissolved,
and trade union organizations were compelled to suspend their activities. In order
to guarantee the pension benefits to retirees, the Central Government decided in
1976 to discontinue the social pooling for retirement expenses, and all the expenses
were incorporated into the enterprises’ budget and considered as business costs.%
This means that social insurance was turned into enterprise insurance. SOEs and
collective-owned enterprises took full responsibilities for their employees’ insur-
ance, financed on a pay-as-you-go (PAYG) basis.

The third stage lasted from 1984 to the 14th National Congress of the Communist
Party of China in 1992. Since the beginning of the reforms, some new types of
enterprises were emerging, such as private companies, joint-invested companies,
and foreign companies. One of the consequences of these changes was that the
financing of pensions was much heavier for SOEs and collective-owned enter-
prises than for these new bodies. In 1984, a pilot experiment of social pooling
was first initiated in Guangdong. Thereafter, it expanded to Sichuan, Jiangsu, and
Liaoning, and by 1986, most of the provinces were implementing the social pool-
ing system. Based on the experiences of these pilot experiments, the state Council
promulgated in 1991 the ‘Regulations on the Reform of Old-age Insurance for
Enterprise Employees,” which constituted the basis for the setting up of the social
pooling system.

The fourth stage lasted from 1992 to 1997, the main characteristic of which was
the introduction of the social-pool-plus-personal-account system. The ‘Decisions
on Some Issues Concerning the Establishment of a Socialist Market Economic
System’ adopted at the Third Plenary Session of the 14th Party Central Committee
proposed for the first time to introduce a personal account as a means to protect
employees against the future ageing crisis. In 1995, the State Council promul-
gated the ‘Regulations on Deepening the Reform of Basic Old-age Insurance for
Enterprise Employees,” which means that China established a social-pool-plus-per-
sonal-account scheme. In 1997 the Chinese government unified the basic old-age
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insurance system for enterprise employees in urban areas across the country. The
new system is organized along the following lines. First, employers pay 20 per-
cent of total wages of their employees; employees pay 4 percent of their personal
wages, and this percentage is raised by 1 percent each year until it reaches 8 per-
cent of personal wages; 11 percent of an employee’s wage goes into his personal
account under the fully funded model (employees pay 4-8 percent; employers pay
7-3 percent) and the rest is put into the social pooling account which pays for the
current pension expenditure on a PAYG basis. Second, male employees aged 60,
female cadres aged 55 and female workers aged 50 who have paid their share of
the premiums for 15 years or more are eligible for pension benefits. Third, the basic
old-age pension consists of two parts: basic pension and pension from personal
account. The monthly sum of the basic pension is tantamount to about 20 percent
of the average wage of local employees. The monthly pension from the personal
account is /120 of the total accumulated balance of the personal account. The state
adjusts the level of the basic old-age pension with reference to the price index of
living expenses for urban residents and employees’ pay increases.

However, the fully funded scheme based on personal accounts failed to work
because the government did not transfer assets to match the historical pension debt
for the people covered by the pension plan before personal accounts were established.
In order to make sure that basic pensions are paid on time and in full, the government
decided to transfer some assets from the personal account funds, which led to the
‘Empty Personal Account’ that reached 190 billion yuan by the end 0f 2000.% Since
2001, the Government has started the pilot experiment for compensating the ‘Empty
Personal Account’ in Liaoning Province, and expanded this experiment (which is
called Northeast Pilot) to Jilin and Heilongjiang provinces in 2004.%

On the basis of the results of this pilot, the State Council promulgated the
‘Decisions on Perfecting the Basic Old-age Insurance for Enterprise Employees’
on 3 December 2005. This decision includes several measures:

1 decreasing the proportion of the personal account to 8 percent, which is now
entirely paid by employees;

2 changing the way the basic pension is calculated and paid, whereby the amount of
the basic pension is more closely linked to the number of years employees have
paid the insurance premium, as well as to the wage level before retirement;

3 gradually capitalizing personal accounts and expanding the Northeast Pilot to
Tianjin, Shanxi, Shanghai, Shandong, Henan, Hubei, Hunan, Xinjiang;

4 probing ways of preserving and increasing the value of pension funds.

As a consequence of the implementation of this decision, the coverage was expand-
ing. By the end of 2007, the number of people participating in the basic old-age
insurance scheme across China reached 201.37 million (Table 3.1), 182.35 mil-
lion of whom were employees. The revenues of the old-age insurance grew from
631 billion in 2006 to 783.4, an increase of 24.2 percent, 649.4 billion yuan of
which was raised by premiums. State budgets at all levels contributed 115.7 bil-
lion yuan to the basic old-age insurance funds. In 2007, the total of retirees who
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had joined the revolutionary ranks before October 1949 and other retirees reached
49.54 million and the total payment was 596.5 billion yuan, an increase of 21.8 per-
cent. The accumulated balance within the old-age insurance reached 739.1 billion
yuan by the end of 2007.

Besides the reform and improvement of the basic old-age insurance, the Chinese
government has made great efforts to build up a multi-pillar old-age insurance
system. In addition to participating in the compulsory basic old-age insurance,
enterprises with sufficient financial capacity are encouraged to set up enterprise
annuities for their employees. In 2004, the Ministry of Labour and Social Security
(MoLSS) issued the ‘Interim Measures for the Enterprise Annuity’ and the ‘Interim
Measures for the Management of the Enterprise Annuity Fund,” which guaran-
teed the development of the enterprise annuities. In August, 2005, 37 institutions
approved by the MoLSS were permitted to manage the enterprise annuity funds. At
the end of 2005, several central enterprises with suitable conditions sent their annu-
ity plans to MoLSS. On 7 February 2006, the Bank of China, the China Everbright
Group and the PICC Property and Casualty Company Limited obtained permission
from MoLSS to set up annuities for their employees, which were the first batch to
be approved. By the end of 2007, 320,000 enterprises had set up annuities schemes,
the number of employees covered by annuities reached 9.29 million and the size
of annuity assets amounted to 151.9 billion yuan. In theory, the development
space of enterprise annuities in China is very impressive. Professor Yang Yansui
of Tsinghua University predicted that the total of China’s annuities would reach
1,000 billion yuan by 2010 and according to the prediction of the World Bank it
would be 15 trillion yuan by 2030.%” Enterprise annuities will play an increasingly
important role in the future within China’s multi-pillar old-age insurance system.
In addition, the state also encourages personal savings for old age.

Table 3.1 Beneficiaries of social insurances (million)

Work-related
Old-age Medical injury Maternity Unemployment
Year  insurance insurance insurance insurance insurance
2001  141.83 76.3 43.45 34.55 103.55
2002  147.36 94 44.06 34.88 101.82
2003  155.06 109.02 45.75 36.55 103.73
2004  163.53 124.04 68.45 43.84 105.84
2005  174.87 137.83 84.78 54.08 106.48
2006  187.66 157.32 102.68 64.59 111.87
2007  201.37 180.20 121.73 71.75 116.45

Data source: Ministry of Labour and Social Security Statistical Communiqué for Social Security
(2001-2007).
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HEALTH INSURANCE

Like the old-age pension, the health security system has been established since
the early 1950s, with socialized medicine for public sectors and labour insurance
system for the employees of SOEs and collective-owned enterprises.®® It is gener-
ally recognized that the old system has been helpful for promoting people’s health
in accordance with the planned economy. But because of the weakness of control
mechanisms on the demand of medical services as well as on the total outlay, the
medical expenditure rose dramatically. This seems to be the generally accepted
explanation by Chinese experts. And this is also the dominant opinion for explain-
ing the cost of health in Western countries, where some experts forecast that in the
near future (and for some it is already the case today) access to medical care will
be regulated within ‘a two-speed system:’ one regulated by the state and accessible
to everybody, but with an incomplete coverage; the other regulated by the market,
covering practically every type of care (including the most expensive) but limited
to the financial capacity of the people, and therefore excluding an increasing large
number of people. Nevertheless, another cause of the difficulties in balancing the
accounts of medical care could very well be insufficient financing.®® As has been
witnessed in Western countries, the increase of demand, and therefore of expenses
for medical care, is closely linked to the improvement of per capita income which,
in conjunction with the availability of increasingly performing but expensive
medical means (both in terms of personnel and technical devices) explains the
increase in expenses. In these circumstances, if the financing of medical care is
not assured (either by the state alone or in cooperation with other bodies such as
employees and employers) the appearance of a deficit is inevitable. Having said
that, it is evident from Western experience that the interpretation of the causes of
this financial gap is generally based upon ideological considerations, opposing
individual to collective responsibility.

As the reform of the economic system and the development of Chinese society
were under way during the 1980s, the Chinese government began to undertake
the reform path of medical insurance. On the basis of previous trials, the Chinese
government promulgated the ‘Decision on Establishing a Basic Medical Insurance
System for Urban Employees’ in 1998, promoting a national reform of the basic
medical insurance system for urban employees. The main characteristic of this
reform is to adopt the social-pool-and-personal-account system. Many specific
measures have been taken to improve China’s medical insurance. First, setting up
two foundations — social pool and personal accounts with different sources of
funding: the employer pays 6 percent of total wages (of which 30 percent goes to
employee’s personal account and 70 goes to the social pool); the employee pays
2 percent of his or her wage to the personal account. Second, formulating differ-
ent uses of the foundations: outpatient treatment expenses (smaller amount) are
covered by personal account; 80—90 percent of bigger hospitalization expenses
is covered by social pool and the remaining 10-20 percent should be paid by
the individual with cash or funds from the personal account. The deduction for
hospitalization is equal to about 10 percent of the average annual wage of local
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employees. Third, combining medical insurance reform with medical service and
the public health system, and the pharmaceuticals production and circulation sys-
tem. An insured person can only go to the assigned hospitals and pharmacies. The
law also sets up name lists of medicines, hospital facilities and medical equipment
covered by the insurance. These measures are taken to enhance the efficient use of
the basic medical insurance fund.

For a long time, medical insurance just covered employed persons and urban
residents without jobs were excluded from this system, such as children, primary
and middle school students, university students and other jobless residents. In order
to realize the goal of a medical security system covering all the people, the State
Council decided to pilot a basic medical insurance scheme for urban residents
under the provisions of the ‘Directive Ideas of State Council on Piloting a Basic
Medical Insurance for Urban Residents’ promulgated in 2007. It focuses on pooling
for serious diseases funded by governments and individuals. The yearly subsidy
from the government is not less than 40 yuan per capita, financed by the govern-
ment’s budget; for insured residents in the central and western regions, the Central
Government’s subsidy is equal to 20 yuan per capita. Moreover, the government
provides some subsidies for covering the premium paid by poor families.

By the end of 2007, the number of people participating in the basic medi-
cal insurance system across China reached 223.11 million with an increase of
65.79 million compared to 2006, of which 180.2 million were covered by the
basic medical insurance for employees (representing an increase of 22.88 million)
and 42.91 million were covered by the medical insurance for urban residents. The
revenue of the basic medical insurance in 2007 was 225.7 billion yuan, with an
increase of 29.3 percent compared to 2006, and the expenses were 156.3 billion
yuan (with an increase of 22.3 percent). By the end of 2007, the accumulated bal-
ance within the basic medical insurance reached 247.7 billion yuan.”

UNEMPLOYMENT INSURANCE

In the planned economy everybody had a job, so the state did not have to set up
any system to cope with unemployment. The first regulation dealing with unem-
ployment in China appeared in 1986. At the beginning, the Chinese government
was reluctant to recognize that there existed unemployment in a socialist country
and created the terminology of the lay-off (‘xiagang’ in Chinese) system, which
was presented as being different from unemployment. Under this system, although
xiagang workers had in fact lost their jobs, they still kept a legal link with their
enterprises. As the reform of SOEs was progressing at a very rapid pace, a huge
number of workers were laid off, many of whom became permanently jobless
due to poor education, lack of professional skills, flexibility and adaptability
to the new labour market conditions. In 1998, in view of the increased pressure
on SOEs for repositioning their redundant personnel, and the inadequate cover-
age of the unemployment insurance, the Chinese government created the basic
livelihood guarantee system for people laid off by SOEs. Under this policy, the
Re-employment Service Centres were set up in 1998, with three main functions.
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The first function was the distribution of living allowances, payments for pension
insurance and medical insurance, offering training and providing re-employment
service and information for the xiagang workers. The second function was raising
funds by three channels called ‘3/3 pooling” model. Under this model, financing
was assured by three sources: local governments’ financial budget, enterprises, and
a social pool programme (mainly from unemployment insurance funds). The third
function was the establishment of the ‘three guarantees’ system; that is, the basic
livelihood guarantee for xiagang workers, the unemployment insurance guarantee,
and the minimum living standard guarantee for urban residents.

In 1999, the Chinese government issued the ‘Regulations on Unemployment
Insurance,” which effectively standardized and improved the unemployment
insurance system, including mainly the following measures and conditions. First,
premium payment: employers pay two percent of their total wages and individuals
pay one percent of their personal wages. Second, qualifying conditions: having paid
unemployment insurance premiums for at least one year; not having terminated
their employment voluntarily; having registered as unemployed and being willing
to find re-employment. Third, level of unemployment insurance allowance: the
governments of provinces, autonomous regions, and municipalities directly under
the Central Government determine the level of unemployment insurance allow-
ance in their own localities, which shall be lower than the minimum wage in their
localities but higher than the minimum living allowance for urban residents. Fourth,
provisions regarding the time limit: unemployed persons whose former employers
as well as themselves have paid without interruption the unemployment insurance
premiums for more than one year but less than 5 years are eligible for benefits up
to 12 months; if they have paid the premiums for more than 5 years but less than
10 years, unemployed persons are eligible for benefits up to 18 months; if they
have paid the premiums for more than 10 years, unemployed persons are eligible
for benefits up to 24 months. Fifth, other unemployment insurance benefits: if
an unemployed person becomes ill while enjoying the unemployment insurance
allowance, he or she is entitled to receive medical subsidies. If the unemployed
person dies during this period, his or her family can receive funeral subsidies. In
addition, an unemployed person may receive vocational training and subsidies for
job agency services when receiving the unemployment insurance allowance.

With the steady improvement of the unemployment insurance system and the
increase of the accumulated assets, the basic livelihood guarantee system for xia-
gang workers has been integrated within the unemployment insurance programme
since 2001.7" This task was completed by the end of 2005, which meant that all
the re-employment service centres were shut down and the concept of ‘xiagang’
was cancelled.

Today, the Central Government pays more attention to re-employment and
regards it as the foundation of people’s livelihood. In addition to the basic
livelihood guarantee, the government takes some measures to steer unemploy-
ment insurance in the direction of promoting re-employment. In January 2006,
the Ministry of Labour and Social Security issued the ‘Decision on Enlarging
the Expenditure Scope of Unemployment Insurance Fund’ and selected seven
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provinces or municipalities for a pilot experiment, including Beijing, Shanghai,
Shandong, Guangdong, Fujian, Zhejiang, and Jiangsu, where the funds of unem-
ployment insurance could be used to pay for job skill training, social insurance
subsidies, and the interest of a small loan.

By the end of 2007, the number of people participating in unemployment insur-
ance nationwide reached 116.45 million and increased by 5.58 million compared
to 2006 (Table 3.1). It provided unemployment insurance benefits of varying time
limits to 2.86 million throughout the year. The revenue of unemployment insurance
in 2007 amounted to 47.2 billion yuan, an increase of 17.5 percent compared to
the previous year; the expenditure was 21.8 billion yuan, representing an increase
of 9 percent. By the end of 2007, the accumulated balance reached 97.9 billion
yuan.

WORK-RELATED INJURY INSURANCE

In February 1951, the State Council enacted the ‘Regulations on Labour Insurance’
stipulating benefits for work-related injuries. Hereafter, China gradually adjusted
the range of the benefit level. However, generally speaking, the former system had
some shortcomings, namely a comparatively lower benefit level, and an imperfect
standard system for assessment of the degree of a work-related injury.

From 1988, the Ministry of Labour embarked on trials and obtained remark-
able improvements including expanding the coverage, adjusting the benefit level,
establishing the social pool system and determining the differential premium rates
according to the degree of risk of work-related injuries, and so on. In April 2003, on
the basis of previous trials, the Chinese government promulgated the ‘Regulations
on Insurance for Work-related Injuries,” improving China’s insurance system for
work-related injuries, which mainly included the following measures: defining the
insurance benefits; adopting the principle of ‘no-fault compensation;” implement-
ing a system for assessing labour ability. Moreover, these regulations define the
financial system: employers pay insurance premiums, whereas employees do not
pay premiums; it adopts a social pool fund programme with a balance of revenue,
expenditure, and collection determined by expenditure; the government determines
the differential premium rates according to the degree of risk of work-related injur-
ies involved in different sectors, and sets several premium rates within each sector
according to the insurance payments and occurrence rates of such injuries.

It should be stressed that it is generally considered that the prevention of occu-
pational diseases and injuries is much more cost-effective than providing treatment
and rehabilitation after injuries have occurred. Therefore, further investments
should be made to improve the workplace conditions in order to reduce the accident
rates. For this reason, the Chinese government puts forward the principle of ‘safety
and prevention first” and urges enterprises and employees to abide by the rules and
regulations concerning work safety and hygiene, and to strictly implement the rules
and standards, so as to reduce occupational hazards.

By the end of 2007, the number of people participating in the work-related
injury insurance nationwide reached 121.73 million and increased by 19.05 million
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compared to 2006 (Table 3.1). It provided insurance benefits to 0.96 million
insured people throughout the year. The revenue in 2007 was 16.6 billion yuan,
with an increase of 35.9 percent compared to the previous year; the expenditure
was 8.8 billion yuan, with an increase of 28.4 percent. By the end of 2007, the
total accumulated balance was 26.2 billion yuan, and the reserves fund reached
3.3 billion.

MATERNITY INSURANCE

Maternity insurance was set up in 1951 according to the ‘Regulations on Labour
Insurance’. Since then, many specific measures have been taken to improve the
system corresponding to the planned economy. Yet, since the early 1980s, the
reforms of the economic system have resulted in a series of changes that also needed
an adjustment to the old maternity care system in order to equalize the burdens
among different types of enterprises, in particular because of the relatively heavier
burdens of enterprises in some light industries and service sectors where woman
labourers were the mainstay. In 1988, the state introduced a reform of the maternity
insurance system in some areas adopting the social pool system. Based upon local
trials, in December 1994 the Ministry of Labour issued the ‘Interim Decision on
Maternity Insurance for the Enterprise Employees’, adopting a social pool system
with a balance of revenue and expenditure. The premiums are paid by the employ-
ers participating in the maternity insurance scheme, and should not be more than
1 percent of the total wages. Individual employees do not pay the premiums. Insured
women may enjoy a childbirth allowance for 90 days according to law.

By the end of 2007, there were 77.75 million employees covered by maternity
insurance. In this year, the revenues and expenditure were 8.4 billion and 5.6 bil-
lion yuan respectively and 1.13 million employees received maternity insurance
benefits. The accumulated balance reached 12.7 billion yuan.

2.1.2 Social relief

Since the foundation of the PRC, the Chinese government has gradually adjusted
the social relief policy and has been improving the relief standard adapting it to
the evolution of social and economic development. Up to now, a relatively sound
framework of social relief has been set up in China, including the following pro-
grammes: the minimum standard of living, the relief to natural disaster victims and
to urban vagrants and beggars. Some local governments began to explore the relief
system for housing and medicare,” of which the minimum standard of living for
urban residents is the most important one.

In 1999, the Chinese government promulgated the ‘Regulations on Guaranteeing
Urban Residents’ Minimum Standard of Living’. It stipulates that urban residents
with non-agricultural permanent residence permits whose family’s per capita
income is lower than the local urban residents’ minimum standard of living can
receive basic subsistence assistance from the local government; those with neither
source of income nor working capability, nor legal guardian, supporter or fosterer,
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can receive in full the minimum living allowance according to the minimum living
standard of local urban residents.

The minimum living standard is decided primarily on the basis of urban
residents’ average income and consumption level per capita, the price level of
the previous year, the consumption price index, the local cost which is necessary
for maintaining the basic livelihood, other related social security standards, the
materials for the basic needs of food, clothing and housing, and the expenditure on
under-age children’s compulsory education. Meanwhile, considerations must also
be given to the level of local socio-economic development, the number of people
eligible for receiving the minimum living allowance and the local government’s
fiscal capacity. Table 3.2 shows the minimum living standard lines of different
cities by the end of September 2006.

The minimum guarantee funds are included in the fiscal budgets of local govern-
ments and put under ‘the designated financial account for social relief funds’ for
management. Central Government grants certain subsidies to some local govern-
ments whose fiscal capacities are weak. By the end of 2007, there were 22.709
million urban residents nationwide drawing the minimum living allowance, which
was an average of 102 yuan per person per month. A total of 27.48 billion yuan for
the minimum living allowance was allocated from government budgets in 2007,
of which 16 billion was from the central budget.”

Table 3.2 The minimum living standard line (December 2005)

Standard Standard Standard
City line City line City line
Beijing 300 Guangzhou 330 Haikou 221
Tianjin 265 Nanning 210 Chengdu 195
Fuzhou 210-230  Wulumugqi 161 Chongqing 210
Nanchang 190 Dalian 240 Kunming 210
Jinan 230 Qingdao 260 Guiyang 170
Zhengzhou 200 Ningbo 300 Lasa 200
Wuhan 220 Shenzhen 344 Xian 200
Changsha 200 Xiamen 265-315 Lanzhou 190
Shijiazhuang 220 Huhehaote 190 Xining 165
Taiyuan 183 Shenyang 220 Yinchuan 180
Changchun 169 Shanghai 300 Hangzhou 280-320
Haerbin 200 Nanjing 200-260 Hefei 230

Source: Ministry of Civil Affairs, http://www.china.com.cn/city/txt/2006-11/25/content_7406758.htm
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Moreover, medical relief was carried out actively in urban areas. In 2007,
4.066 million persons (or times) received medical relief. The total expense for
medical relief in urban areas was 1.25 billion yuan, an increase of 145.1 percent
compared to the previous year.

SPECIAL CARE AND PLACEMENT SYSTEM

The special care and placement system is a programme by which the Chinese
government provides materials, and expresses compassion, mainly for servicemen
and their families. To protect the rights and interests of people eligible for special
care, the Chinese government has promulgated the ‘Regulations on Commending
Revolutionary Martyrs’, the ‘Regulations on Special Care and Preferential
Treatment for Servicemen’ and similar laws and regulations, which stipulate the
different grades and standards for special care and preferential treatment according
to the eligible people’s capacities and contributions, and with reference to the level
of economic and social development. In 2006, there were 4.964 million people
eligible for state compensation and subsidy, and government budgets at all levels
for such compensation and subsidy totalled 15.7 billion yuan.

The ‘Military Service Law of the People’s Republic of China’’ the ‘Regulations
on Placement for Demobilized Conscripts’ and similar laws and regulations
provide for the placement and resettlement of demobilized servicemen. The gov-
ernment provides employment for demobilized soldiers in urban areas, and grants
a lump-sum subsidy as well as preferential policy support for those who seek their
own employment. Demobilized conscripts from rural areas have their difficulties in
production, livelihood and medicare settled according to their different situations.
In the year 2006, 293,000 demobilized servicemen were placed and resettled by
local governments and 28,000 retired military officers were taken care of.

SOCIAL WELFARE

The Chinese government has paid more attention to improving the social welfare
system besides social insurance, social relief and special care and placement since
the 1950s. At the time of the planned economy, the social welfare programmes
were financed by the enterprises for their employees. With the market-oriented
reform and opening-up policy, the Chinese government actively promoted the
improvement of social welfare, raising funds through various channels. At present,
China has set up a series of social welfare programmes providing social welfare
benefits for the elderly, orphans and the disabled, which play an important role in
enhancing the people’s living level.™

According to the ‘Law of the People’s Republic of China on the Protection of
Elderly People’s Rights and Interests’, the state and society have adopted meas-
ures to improve the conditions for such people’s livelihood and health in order
to allow them to benefit from the achievements of social development. In recent
years, thanks to the promotion of the socialization of social welfare policies, a
social service system for elderly people has gradually taken shape, with state- and
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collective-run social welfare organizations for elderly people as the backbone —
those sponsored by various social sectors as a new growing sector, community
welfare services for elderly people as support, and services for elderly people
living at home as the basis. Today, there are 51,000 social welfare organizations
of various kinds for elderly people, with 1.05 million beds.

According to relevant laws and regulations, such as the ‘Law of the People’s
Republic of China on the Protection of Minors’ and the ‘Education Law of the
People’s Republic of China’, the state provides comprehensive welfare benefits for
children, including education and planned immunization, and takes special care to
ensure the livelihood, recovery and education of children with special difficulties,
such as disabled children, orphans and abandoned babies, by providing welfare
projects, facilities and services. Today, China has 178 special welfare institutions
for children funded by the state, with 25,000 beds accommodating a total of 22,000
children and eight SOS Children Villages accommodating about 700 children.

In 1990, the state promulgated the ‘Law of the People’s Republic of China on
the Protection of Disabled People’, which provided legal guarantees for disabled
people’s rehabilitation, education, employment, cultural life, and social welfare.
The government takes some measures to help disabled people, such as running
welfare enterprises, supporting the self-employment of disabled people, and tem-
porary aid.

2.2 The structure of social security in rural areas

As we have already mentioned, the social security system in rural areas of China
lags far behind the urban system. The Chinese government is taking some meas-
ures to promote a social security system for persons living in rural areas — that
represents about 55 percent of China’s population — especially by establishing a
new rural cooperative medical system and extending the coverage of the minimum
living standard system to the rural areas.

2.2.1 Old-age insurance system

For a long time, family security and solidarity constituted the main method of fac-
ing the risks of ageing (this being one of the reasons for the traditional preference
for boys) and the income from agricultural activities was the main economic source
of financing the expenses of old persons. With the changing of social structures,
more and more redundant peasants started migrating to the cities and the income
from farming was declining. Consequently the reliability of family security and
solidarity decreased. In the 1990s, China began to experiment with a socialized
old-age insurance system in some rural areas in accordance with the actual level
of local socio-economic development. In light of the principle that ‘the premiums
are paid mainly by individuals themselves, supplemented by collectively pooled
subsidies and supported by government policies’, an old-age insurance system with
the accumulation of funds taking the form of personal accounts was established.
However, as the participation in the scheme was not compulsory, this resulted, by
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the end of 2007, in selective coverage in favour of the better-off rural households,
and in a very low coverage ratio of 16.4 percent, corresponding to 51.71 million
people. In 2007 there were 37 million peasants receiving old-age pension benefits,
with a total expense of four billion yuan.

2.2.2 The new rural cooperative medical system

China’s rural cooperative medical system, initiated in the 1950s, played an impor-
tant role in promoting health security, which provided peasants with a good level
of basic medical and health care service by the so-called ‘Barefoot Doctors’. In the
1970s, it covered over 90 percent of peasants across the country. However, with the
introduction of the family-contract responsibility system in rural areas in the 1980s,
the collective economy was disaggregated and the economic foundation of the rural
cooperative medical system disintegrated. Therefore, the rural cooperative medical
system began to decline with a sharply decreased coverage of only 5 percent.

In order to guarantee the peasants’ basic medical needs, to alleviate their medical
burdens and to address the problem of poverty caused by illness, or prevent them
from becoming poor again because of illness, in 2002 the Chinese government
began setting up a new rural cooperative medical service system based mainly upon
a ‘financial-pool-against-serious-disease scheme’, which was organized, led and
supported by the government. It was joined by peasants on a voluntary basis with
funds coming from the government, collective organizations and individuals. The
subsidy level of the government has increased from no less than 20 yuan in 2003
to 80 yuan in 2008, per person per year. Since 2008, the Central Government has
subsidized 40 yuan per capita per year for participating peasants in the central and
western regions, and the local governments should increase their subsidy level cor-
respondingly. Moreover, the individual contribution has also been increased from
10 yuan per year to 20 yuan. By the end 0f 2007, 2,448 counties had carried out this
system, covering 730 million rural residents, corresponding to a participation rate
of 85.7 percent. In 2007, 260 million participants (or times) received compensation
from this system, equal to a total of 2.2 billion yuan.” It is stated that by the year
of 2010, this system will cover all the peasants throughout China.

2.2.3 Social relief

The ‘five guarantees’ system was initiated in China in the 1950s. In 1994, the
State Council issued the ‘Regulations Concerning the Work of Providing the “Five
Guarantees” in Rural Areas’. It stipulates that elderly people, disabled people
and minors meeting the following conditions in rural areas can enjoy the Five
Guarantees of food, clothing, housing, medicare and burial expenses: those who
have no legal guardians to provide for them, or whose legal guardians are unable
to provide for them; those who have no work abilities; and those who have no
sources of income. To take care of elderly people in the Five Guarantees category
who cannot look after themselves alone, homes for the aged have been built, and
have gradually become a major form of providing the Five Guarantees for the
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elderly. By the end of 2006, there were 4.845 million elderly people covered by
the Five Guarantees.

In 1999, the state promulgated the ‘Regulations on Guaranteeing Urban
Residents’ Minimum Standard of Living’, which only covered urban residents
excluding persons with agricultural residence permits. In order to guarantee the
basic living standard for the latter, the Chinese government encourages districts
with adequate fiscal capacity to establish the minimum standard of living for
rural residents. Zhejiang Province was the first one to establish a pilot experiment
of this system in rural areas. By the end of 2006, this system had been set up in
2,133 counties nationwide and there were 15.091 million rural residents receiving
the minimum living allowance. In 2007, it expanded to all the counties of China,
and 34.519 million people drew the benefits, corresponding to an increase of
19.43 million.

Moreover, the state has set up medical relief for the poor peasants. In 2007,
6.034 million peasants (or times) received medical relief, and 23.055 million
peasants (or times) were subsidized by the state to participate in the new rural coop-
erative medical system. The total expense for medical relief in rural areas amounted
to 2.35 billion yuan, an increase of 146 percent compared to the previous year.

In the framework of economic and social development, the Chinese govern-
ment will put into operation the promotion of the social relief system in rural
areas. The aim is to build up an integrated system including a minimum standard
of living, Five Guarantees, relief to the poor peasants, temporary relief and medi-
cal relief. On 23 November 2006, the vice premier, Liangyu Hui, promised that
China would basically set up the social relief system covering the rural and urban
areas by 2010.

2.3 The organization of social security in China

Having described the impressive efforts undertaken by China to improve the social
security system in both urban and rural areas, it is interesting to examine the organi-
zation that has been necessary to set up for the management of the new social security
system, before we examine the difficulties that have been necessary to overcome,
as well as those that still remain on the agenda of the Chinese government. The
system is managed through a complex organization structured both horizontally (at
the central level) and vertically (involving all levels of government).

Horizontally, at the central level six ministries or governmental institutions are
involved in the domain of social security: Ministries of Human Resources and
Social Security, Civil Affairs, Health, and Finance, as well as the National Audit
Office, and the National Development and Reform Commission (NDRC).

The Ministry of Human Resources and Social Security was founded in 2008
within the general governmental project of rationalizing the functioning of the
Central Government and administration by merging the existing ministries and
agencies that had in common some governmental functions and objectives and/or
some working methodologies. This new Ministry incorporates the functions of the
former Ministry of Labour and Social Security and the Ministry of Personnel. This
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adjustment was very valuable for the formation of a unified labour market, and a
unified management of labour mobility in different industrial sectors. Moreover,
it was helpful in reducing the gaps between social security benefits for employees
with different social statuses.

The former Ministry of Labour and Social Security (MoLSS) was the main body
dealing with social security affairs at the national level. It was responsible for plan-
ning and restructuring social security in SOEs in urban areas, which covered five
types of insurance (pension, health, unemployment, work accidents, and maternity).
Moreover, as part of its work, MoLSS was in charge of social security planning in
rural areas. The former Ministry of Personnel was in charge of the welfare system
of the state employees working in the government and Party organizations, cultural
educational and scientific institutions. It must be noted that Chinese government
employees are still enjoying certain privileges in social welfare.

The Ministry of Civil Affairs is in charge of distributing the minimum subsist-
ence allowance for the urban and rural residents, the allowance for rescuing people
from natural disasters in rural areas, the Special Care and Placement System, and
some social welfare programmes. The Ministry of Health (MoH) is in charge
of the new rural cooperative medical service system, including policy making,
performance and evaluation. Also it is responsible for construction and resource
allocation to the hospitals, including the improvement of community hospitals,
which is the key task of medical insurance reform. The Ministry of Finance (MoF)
is responsible for providing financial support (by making fiscal capital injections
and making foreign loans on behalf of the state) for the establishment of the new
system of social security when necessary. Moreover, MoF is entitled to supervise
the performance of the social security system from the financial perspective in
order to guarantee the good management of the funds. The National Audit Office
(NAO) is responsible for the supervision of the social security fund, includ-
ing the raising, expenses and management of funds. The NDRC is very much
involved in the policy-making process of any social security system from the
perspective of macroeconomic analysis, and therefore also in the social security
domain.

Vertically, all levels of government are involved in social security work from
central to provincial to municipal and county level. And at each level of govern-
ment an implementation institution called the Social Insurance Administration
Bureau (or Centre) is established in charge of the specific operation of the social
insurance system. The grass-root civil affairs authorities, sub-district offices and
community neighbourhood committees undertake specific enforcement tasks of
social welfare and social relief.

2.4 The debates on social security reform in China: a literature
review on issues in public pension system reform

Many scholars have been involved in the process of the reforms of the Chinese
social security system, and have put forward many suggestions. They agreed
on some issues such as the socialization of social security and raising funds by
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multiple channels. However, for some other key aspects, they had different opin-
ions that it is interesting to briefly present here. I can anticipate that this example
of the involvement of academics in a policy-making process will be useful for part
of the next chapter when I will discuss the opening up of the political system, and
more particularly its decision-making process.

2.4.1 The transition from the PAYG system to the funded system or
NDC system

Between the 1980s and the1990s, the transition from the PAYG pension plan to
the funding scheme or NDC (nominal defined contribution) system occurred in
many countries all over the world, and China has also been involved in this type
of reform. In 1993, the Central Government decided to adopt the personal account
for the first pillar of the pension system, which is a mix of the PAYG and funding
schemes. However, the preparation of the theoretical basis was insufficient. Since
the early 1990s, some Chinese economists, such as Wu Jinglian, Zhou Xiaochuan
and Wang Lin, have suggested transferring part of the state-owned assets to a fully
funded public pension plan, with the aim of compensating the implicit pension
debt.” Thereafter, funding schemes have been closely studied and monitored by
Chinese economists. In 1998, Li Shaoguang, with his analysis of the redistribution
effect of social security and the relationship between social security and economic
growth, suggested that the key issue of the pension reform in China was how to
mix the PAYG with the funding scheme. However, the funding scheme based
on personal accounts failed to work because the government did not distribute
assets to match the historical pension debt for the retirees covered by the plan.
Since 2001, the government has started the pilot experiment for compensating the
‘Empty Personal Account’ in Liaoning Province, and the pilot has expanded to
11 provinces up till now.

Scholars have expressed different opinions about the transition that can be
regrouped into three schools: the funded scheme, PAYG system, and NDC sys-
tem. The first school adhering to the fully funded scheme argued that the PAYG
system could not deal with the financial crisis caused by population ageing, while
the funded scheme could well deal with it. So the pension reform of China should
save sufficient funds in the personal account. Wang Yan, Xu Dianqing et al. argued
that the ongoing pension system should be changed, otherwise the financial crisis
would bring great pressure with the ageing of the population.”” China should do
something to pay the transition cost and to fully compensate the personal account,
in order to make the pension system sustainable. Also ZhaoYaohui and Xu Jianguo
maintained that the funded scheme has a better incentive function.™

The second school does not believe that population-ageing should necessar-
ily result in the reform of social security from a PAYG system to a funded one.
Feng Jin tried to prove that PAYG was the optimal choice in the long run.” He
Zhangyong and Yuan Zhigang argued that because the Chinese economy had been
in a state of dynamic inefficiency, it was not yet the right time for changing the sys-
tem and PAYG was still more suitable.*® Zhu Qing did not think that China would



Correcting the negative consequences of economic development 137

meet the ‘Aaron Condition’ in the long run, and the Chinese total dependency ratio
was not very high although the population ageing was serious.®!

With the rise of the NDC system in Northern European countries, some Chinese
scholars proposed that this system was the optimal choice for China to solve the
problem of the transition cost. Zheng Bingwen analyzed the origin of NDC in
Northern Europe and thought that China should benefit from adopting NDC.%
Wang Xinmei and Li Jiange made the same suggestions.*

2.4.2 The debate on social security: tax or fee

The debate on social security about the choice between tax and fee began in the
1990s. The scholars in favour of the social security tax argued as follows:

1

W

based on the mandatory character of social security tax, it could solve the
problem of avoiding contributions;

social security tax could diminish the ‘free-rider’ phenomenon;

many countries in the world levied tax as the source of social security;

with the development of the Chinese economy and the improvement of liv-
ing conditions, China had met the conditions for levying tax. Meanwhile the
improvement of social security laws created better conditions for levying tax.
Hu Angang, one of the most prominent representatives of the group of scholars
adhering to this viewpoint, proposed that China should levy social security
tax and standardize the tax rates, the levying system, the management system,
etc.* Kang Ja and associates argued that social security tax is helpful for real-
izing fair taxation and the establishment of the social security budget.®

The scholars opposed to levying a social security tax argue as follows:

1

2

if the laws were perfect, raising social security contributions by fee would be
as efficient as tax;

with the same source as individual income tax, levying social security tax
would lead to double taxation;

in practice, only a few developed market economy countries, such as the US,
Canada, the UK, and Ireland, levy social security tax;

China has not met the conditions to levy tax because the allocation of inter-
governmental social security responsibility and rights is not clear, and the
social security laws have not yet been completely established. Li Shaoguang
and Zhang Gongcheng were the most representative scholars adhering to this
viewpoint from different perspectives. Li Shaoguang focused on the theoreti-
cal analysis of the tax incidence, redistribution and growth effect, while Zheng
paid much attention to practical situations.®
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2.4.3 The debate about the social security management system

In 2003, the 3rd Plenary Session of the 16th Congress of CPC declared that the aim
of social security management was to build up provincial pooling of social insur-
ance contributions step by step and eventually realize nationwide pooling, with
most of the scholars’ endorsement. Zhen Li emphasized that provincial pooling
would be a solid mechanism, through which China should unify the system, the
standards, and the management at provincial level, in order to achieve an appropri-
ate balance of pension funds in the pooling areas and reduce the management costs
and investment risks.?” Feng Lanrui argued that the nature of social security was
socialization, and a high pooling level meant the improvement of the socialization
level.® Wan Chun’s and Qiu Changrong’s research pointed out that nationwide
pooling was the important safeguard to improve the pension system because China
had met the conditions to implement it.%

But up till now, only a few provinces have implemented provincial pooling,
including Beijing, Shanghai, Tianjin, Shaanxi, and Fujian. The current pension
system is composed of nearly 2,000 official agencies nationwide operating at
provincial, municipal or county levels. The low pooling levels are neither suffi-
cient to achieve an appropriate balance for all funds, nor capable of risk averting;
moreover, portability becomes more difficult. Wang Xiaojun has proposed the
following reasons to explain this situation.”® The first reason is to be found in the
regional differences with regard to historical debts, the level of economy develop-
ment, the population structure, the coverage of the pension system and the rate of
pension benefit. Second, different interests among the Central Government, local
governments, enterprises and individuals seriously impede the improvement of
the social pooling levels.

Another aspect of the management of the social insurance funds in China
discussed by scholars is how to manage the ‘personal account’ within the ‘Basic
Old-Age Insurance Scheme’. Most scholars propose that China should manage
the savings based on the personal account mechanism independently from social
pooling, because social pooling is mainly aimed at income redistribution with its
PAYG foundation, while the personal account is aimed at mandatory saving. So
from the theoretical perspective, the two different funds should be managed sepa-
rately (Zhen Li; Li Shaoguang; Chen Gong and Xie Zhenfa, amongst others).’! This
suggestion was later adopted by the pilot experiment in northeast China.

The balance of the PAYG fund and the accumulation of the funding scheme
should have different investment/asset management and operation mechanisms
due to their different strategies. The funds are proposed to be organized as a trust
fund, with its independent trustee and custodian hired from the financial market.
Meanwhile, the government should relax the limitation of the investment policy
for the funding scheme. As the old-age crisis goes ahead rapidly, the ratio of the
funding scheme should be increased, according to Li Shaoguang.®

Various suggestions on this issue were brought up from different perspectives.
Wu Jinglian and Zhou Xiaochuan proposed that China should establish several
competitive pension foundations to manage the pension fund with the personal
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account.” Zhen Li and Gu Shengzu suggested that private fund management
companies should improve the efficiency of management.”* Ge Yanfeng proposed
to rebuild finance, insurance and trustee institutions for providing the investment
management services.” Yi Lin suggested that a social security banks could be
a feasible choice.” Yang Yiyong proposed that the government should set up
a social insurance fund management company.’’ Feng Lanrui agreed with the
decentralization of the management; that is, to select several financial institutions,
which had passed public auditing, to undertake this responsibility.”® A research
group for Chinese pension fund estimation and management pointed out that the
principal-agent framework would be suitable, in which the good governance or
check-and-balance would be established on the relationships among the fiduci-
ary, investment manager, depositary, etc.” Li Jiange suggested that the pension
funds with personal accounts should be managed by the government institutions,
but the operation agencies should be separated from the fund supervision body.'*
He proposed to set up a nationwide fiduciary that would stand at the top tier of
the government system. Meanwhile, the market orientation would be inevitable
in the mid and long run. Yang Yansui also proposed that China should set up a
trustee system. Generally speaking, most of the Chinese experts agree that market-
orientation reform is inevitable, and the management should be separated from the
operation within a proper principle—agent framework.'"!

Some Chinese experts also emphasized that a supervisory body should be
established. They suggested that the government should set up a committee for
social security supervision. Moreover, Zhang Xinmin analyzed the improvement
and innovation of social insurance funds supervision, and proposed to construct a
pre-warning mechanism.'??> Zhen Li put forward suggestions for both internal and
external controls, and suggested the organization structure of a committee, com-
posed of delegates of employers, employees, experts, and governments. '

As we have seen, many scholars are very involved in the debate on China’s
social security system reform. When it comes to the financial mechanism, they
have different opinions corresponding to three schools adhering to the funded
scheme, PAYG system or NDC system respectively. Members of the first school
propose to transfer part of state assets to compensate Implicit Pension Debt (IPD).
On the issue of fundraising, until now scholars have not agreed on a social security
fee or tax. Moreover, various suggestions on the fund management are brought up
from various perspectives. Generally speaking, there is an agreement on:

—_—

improving the pooling level to provincial level at least

2 separately managing the funds in social pooling accounts and personal
accounts

3 introducing a market-orientation operation within a proper principle—agent
framework

4 improving the supervision mechanism.
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2.5 Challenging tasks and options

So far we have seen how, during a period of about 20 years, the reforms have
improved the Chinese social security system by adapting it to the evolution of the
economic and social situation. Nevertheless, we must recognize that the system has
some shortcomings that run the risk of questioning its sustainability.

2.5.1 The coverage of social insurance

For some historical reasons, the social insurance system in urban areas covers
mainly the state sectors. The non-state sectors, individual businesses in industry
or commerce and those which are employed in a flexible manner have only spotty
coverage. All these can be shown by the total coverage ratio of different social
insurance programmes. According to the statistical data, by the end of 2007 the
coverage ratios of old-age insurance, unemployment insurance, medical insurance,
work-related injury insurance, and maternity insurance are 68.6, 39.7, 61.4, 41.5,
and 26.5 percent respectively.!™ Therefore, one of the most urgent problems the
government faces is how to expand the coverage of social insurance.

2.5.2 Pooling level

Taking the old-age insurance as an example, the pooling level in the majority of
the provinces, autonomous regions and municipalities directly under the Central
Government (except Beijing, Shanghai, Tianjin, Shanxi, Fujian, amongst others)
stays at the county level or municipal level. The current pension system is composed
of nearly 2,000 official agencies nationwide, operating at provincial, municipal or
county levels. The situation of the operation of other programmes is worse than
the pension system.'® From the perspective of finance, the low pooling levels are
neither sufficient to achieve an appropriate balance for all funds, nor capable of risk
averting; moreover, the portability becomes more difficult. For example, the bal-
ance of old-age insurance in 2005 was 105.3 billion yuan nationwide, meanwhile,
19 provinces had deficits and state budgets at all levels contributed 65.1 billion
yuan toward basic old-age insurance funds, of which 54.4 billion yuan came from
the central budget and 10.7 billion yuan from local budget. In fact, the 3rd Plenary
Session of the 16th Congress of CPC in 2003 declared that the aim of social security
management was to build up provincial pooling of social insurance contributions
step by step and eventually realize nationwide pooling. This clearly means that
China must take some strong measures to raise the pooling level.

In fact, the necessity to improve the pooling at the provincial level was put for-
ward officially in the document ‘Regulations on the Reform of Old-age Insurance
for Enterprise Employees’ in 1991. Thereafter, it was mentioned in all official
regulations and decisions. But up to now, this goal to ‘provincialize’ the pension
has not been achieved. As is known, China is a unitary country and authorities
are centralized at the Central Government, including the appointment of inferior
officials. It is not clear why the Central Government does not simply order the
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local governments to comply with the State Council regulations. Scholars have
done some in-depth researches to explain this paradox. Since the economic reforms
of the 1980s, there has been little doubt that new fiscal arrangements have given
local governments greater responsibilities than existed under the planned economy
to carry out local industrial development projects, collect revenues, and manage
social welfare issues. As a result, the Central Government can find it very difficult
to implement policies if it is not in the interests of local officials to do so0.'" For
example, if the Central Government hopes to improve the pooling level, the rational
choice of richer districts is to misappropriate or embezzle the accumulated pension
funds, or to help companies to avoid paying contributions. In essence, the issue
of the pooling level is to deal with the allocation of responsibilities and powers of
finance and administration among different levels of government. In the light of
contract theory, a useful method for allocating responsibilities and powers among
different levels of governments is to decide the boundaries by negotiation.'”” For
China’s pension system, several issues should be defined before improving the
pooling level:

1 the proportion of subsidies for the deficits among different levels of
government

2 how to cover the transition cost

3 how to preserve and improve the value of personal account funds, which we
will deal with in the following sections.

We consider that as soon as the above issues are solved, the barriers for improv-
ing the pooling level will disappear or at least will considerably lose their force.
Anyway, we are deeply convinced that the basic method to deal with the above
issues is to set up an appropriate institutional framework within which the various
levels of government will be able to express their respective interests and will find
a collectively agreed solution through negotiation.

2.5.3 The transition cost and the ‘Empty Personal Account’

In order to satisfy the needs of the ageing population and adapt to the economic
and social reform, China established a social-pool-plus-personal-account scheme,
which was different from the traditional PAYG system. Therefore, it faced an
inevitable transition cost, which totalled 1-10 trillion yuan according to the calcula-
tions made by different scholars.!® In theory, the government should compensate
for that cost. However, it seems that the government does not plan compensation,
which leads to the problem of the ‘Empty Personal Account’ reaching 900 billion
by the end of 2006. Due to the background and reasons for the empty account,
it is easy to conclude that the empty account is closely related to the transition
cost. So, how to raise funds to compensate for the transition cost becomes a vital
problem.

Experts suggested various approaches to raise pension funds, such as expand-
ing the coverage, raising the contribution rate, transferring the state assets, issuing
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state bonds or using welfare lotteries, etc. Another set of suggestions proposes
to raise the retirement age, to reduce pension replacement rate etc. Among these
suggestions, the proposal to allocate part of state assets to enrich social security
funds had attracted the attention of many people. On June 12, 2001, the State
Council enacted ‘The Interim Measures for Allocating State Assets to Enrich Social
Security Funds’, which gave some specific measures for allocating state assets to
compensate the deficits of the social security system. However, due to the opposi-
tion of stakeholders in the stock market, this decision was suspended. Related to the
allocation of the asset of SOEs, the Central Government established the ‘National
Social Security Fund’ (NSSF) as the strategic reservation fund dealing with the
ageing of the population, managed by the National Council for Social Security
Fund in 2000. Up to now, the total sum of this fund reached 280 billion yuan,'®
which may not be used during the next 20-30 years; that is, until the ageing of the
population will attain its climax.

Doubtless, the allocation of some state assets is a good way of financing the
transition cost, though it is difficult in the short term to compensate the deficits
between revenues and expenses of the pension system.''® Meanwhile, granted that
capitalizing the personal account is the only way for managing China’s pension
system, embezzling the personal account funds will be strictly forbidden by sep-
arating the management of the social pooling account and the personal account.
Therefore, allocating budget funds to subsidize the deficits is the exclusive choice
in order to guarantee the payment of pensions on time and in full. Considering
intergenerational fairness, this method will increase the burden of active workers,
while on the contrary, the burden of the next generation will be very light, with the
accomplishment of the transition of the pensions system from the PAYG scheme to
the social-pool-plus-personal-account plan in about 2030. Therefore, some scholars
suggest borrowing some funds from personal accounts to subsidize the deficits,
which would be refunded by the assets of the National Council for Social Security
Fund.'"" It is evident that this is a very valuable method of equalizing the burden
on different generations.

Based on the hypothesis of 5 percent of capitalizing personal account,!'? the fol-
lowing paragraphs will analyze the financial burdens of different provinces for the
year of 2006 and give some suggestions on how to divide the financial responsibil-
ity among different levels of governments to compensate for the transition cost.
Table 3.3 calculates the ratio of financial burden.

Table 3.3 shows first that the shortfalls of the pension system in 10 provinces
are much heavier than elsewhere; that is, Tibet, Qinghai, Heilongjiang, Liaoning,
Hainan, Hubei, Hunan, Xinjiang, Chongqing and Jilin (in decreasing order), for
which the ratio of the financial burden in these provinces is greater than 8 percent.
Second, the social pooling accounts in Beijing, Guangdong and Zhejiang have
some surplus and the ratio of financial burden in five provinces; that is, Shanxi,
Jiangsu, Fujian, Shandong and Ningxia, is less than 4 percent. Third, the remaining
13 provinces stand between the previous two groups, with a ratio of a financial
burden between 5 and 8 percent.

Therefore, the division of subsidy responsibilities between central and provincial
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governments should be based upon the relationships between the shortfalls of the
pension system and the financial capacity of the different provinces.

The 10 provinces of the first group, with a ratio of financial burden greater than
8 percent, all belong to the old industrial districts with a heavy history of finan-
cial burdens, such as the northeast provinces, or are provinces (seven in number)
comprising undeveloped districts. So, the Central Government should bear more
financial responsibilities for these provinces. The proportion can be placed at
75 percent for the Central Government, and 25 percent for provincial governments,
which by the way is the proportion used for the ‘Northeast Pilot’. The provinces in
the second group all possess developed districts with a light burden in the pension
system. Therefore, the Central Government burden should be smaller than for the
first group. The proportion can be set at 25:75 percent. But Ningxia and Shanxi
should be excluded from this group and put into the third group because of the
relatively lower level of economic development. The provinces of the third group
stand in between the first two groups, not only from the aspect of the pension
burden, but also for the financial capacity. So, for these provinces the proportion
can be set at 50:50 percent.

In any event, the proportions mentioned above should be considered only as a
reference framework, and the actual proportion should be decided by negotiation
between the Central Government and provincial governments. Correspondingly,
the division of burden between provincial governments and local governments
should be decided in the same way.

2.5.4 Pension fund investment

According to the two official documents, the ‘Regulations on Deepening the
Reform of Basic Old-age Insurance for Enterprise Employees’ (1995) and the
‘Regulations on Unifying the Basic Old-age Insurance for Enterprise Employees’
(1997), China’s social security funds are managed strictly by investing in state
bonds or depositing in state banks under the management of the social insurance
administration centres at the pooling level. These narrow investment channels
and the decentralized management model lead to the relatively low profit rate of
2.18 percent, while the rate of inflation is 2.22 percent.'”® In order to realize the
aim of preserving and increasing the value of pension funds, China’s government
may consider some new ways, including expanding the investment channels and
reforming the investment model. The former Social Security Fund Supervision
Department of Ministry of Labour and Social Security (MoLSS) is drafting the
new ‘Investment Management Measures on Personal Account Fund within Old-age
Insurance System’ to probe the new ways.

Some scholars pay more attention to the interaction between the investment of
the pension fund and the securities market. It is said that the social security fund
has the potential of becoming a major source of capital for China’s stock market.
The investment of social security funds in the stock market will help to solve some
long-standing problems, including the market’s emphasis on short-term specula-
tion.'" Since the fund will adopt a long-term investment strategy, its entry into the
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stock market will alter the market atmosphere. And these scholars also consider
that it is wrong to think of the establishment of social security funds merely in
terms of the sale of state shares, adding that both the China Securities Regulation
Commission (CSRC) and securities investors should gain a clearer understanding
of the impact of social security funds.

2.5.5 Peasant workers and land-lost peasants’ social security

Another factor, explaining that the coverage of present urban social security
schemes leaves much to be desired, is the pace of migration and urbanization
of Chinese farmers. According to the latest data available, a total of at least
120 million workers transferred to non-agricultural industries, some of whom are
temporarily employed or settled for one or two years in cities.!'* For some reason,
the participation ratio of migrants in medical insurance, old-age insurance and
other social security programmes is very low. So, most migrants lack the guaran-
tee of a formal social security system, although they contribute very much to the
development of cities. Also, with urbanization and industrialization, about 40 mil-
lion peasants who lost their lands have transferred to urban areas, but experience
serious difficulties getting coverage by the urban social security system because of
the duality treatment between urban and rural areas I explained above in chapter 2,
point 3.4.2.

2.5.6 Social security law lag

The major part of the government’s work lies in the establishment of a sound legal
system and working out concrete implementing measures, and moreover in assur-
ing supervision over the whole process. However, China’s social security laws
and regulations building is very undeveloped. Most social security programmes
stipulate the form of measures promulgated by the related functional departments,
such as the MoLSS and the MoF, so legal validity and security are relatively low.
At present, the Central Government is urging the enactment of the ‘Law of Social
Insurance’, which will be promulgated by the National People’s Congress (NPC)
Standing Committee. When it is adopted, it will become the most authoritative law
in the domain of social security.

2.5.7 The reform of medical insurance

The reform of medical insurance in China is the hottest topic since Ge Yanfeng,
a researcher of the Development Research Centre of State Council, said in 2005
that the reform of the medical security system had basically failed. Nevertheless,
several scholars drew the attention of the Chinese authorities to the shortcomings
of the health system well before this date.''® The reason why many scholars and
officials focus on it is due to the phenomenon of limited and selective access, and
to the increasing expensiveness of medical services. Of course, what causes these
kinds of results is very complicated; however, the irrationalities of the medical
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service delivery system and the imperfect medical insurance system are critical,
and their interactions have caused the situation to worsen in recent years.

The incentives that the government has introduced, in order to force the provid-
ers of medical services (especially hospitals) to cover their costs in the absence of
government subsidies to cover the annual deficits, have modified the behaviour of
doctors, and this has led to an abuse of drugs and high-tech medical procedures with
the consequent increase of medical costs, because of the information asymmetry
between patients and doctors.'” One study found that 20 percent of all expenses
associated with the treatment of appendicitis and pneumonia was clinically
unnecessary, out of which one-third of drug expenses were considered to be unne-
cessary, and length of stay could be reduced by 10—15 percent without any adverse
effects on health outcomes.!'® In fact, the state directly ran hospitals and clinics,
and exercised total control over the pharmaceutical sector in the planned economy
and assumed all the costs of providers of medical services. Yet, in the 1980s a
reform with the aim of encouraging the providers of medical services to be more
proactive was launched. It amounted to ‘giving policy incentives rather than giv-
ing money’, which encouraged the hospitals to develop their own income streams.
The government decreased investment in the hospitals, which only covered part of
fixed costs, such as buildings and capital. Since the hospitals are not fully financed
by the government, they gain some rights to pursue other than public interests. In
practice, because the government regulates the price of medical treatment below
the actual costs, the hospitals have to compensate for this through profits made on
drugs and high-tech diagnosis. Table 3.4 shows that income from drugs has become
the main income source of hospitals, up to more than 50 percent.

In order to guarantee the access to basic care, the government tried to limit the
prices of some drugs in order to decrease medical costs. Yet, because of the profit
drives, the doctors tend to substitute drugs with a regulated cost with other types
of drugs, and the companies producing drugs would change the name, dosage or
package of the drug so that it would not be included in the regulated lists as a new

Table 3.4 The structure of medical expenses (2001-2007)
2001 2002 2003 2004 2005 2006 2007

Average medical expense 93.6 99.6 1082 118.0 1269 135.8 128.7
per outpatient (yuan )

Of which: 57.7 554 547 52.5 52 50 50.5
for drugs (%)

Average medical expense 3245.5 3597.7 3910.7 4284.8 4661.5 4964.4 4668.9
per inpatient (yuan)

Of which: 455 444 447 437 439 432 427
for drugs (%)

Source: Centre for Statistical Information, Ministry of Health, ‘Statistical Communiqué on China’s
Health Career Development’, 2005, 2007).
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drug. In fact, from 1998 to 2006, the government has implemented price reductions
of drugs 17 times without success.'"

The rising costs of medical care hindered access to basic care. For example,
the percentage of people who were entitled to receive a medical service but were
not able to benefit from it was 36.4 percent in 1993 and has risen to 48.9 percent
in 2003. This ratio was even as high as 63.7 percent in 1998 and has risen to
75.4 percent in 2003 according to the result of the 3rd National Health Service
Investigation by the MoH in 2003. The limited access to medical services is also
very much related to the imperfections of medical insurance, especially to the low
coverage and payment method.

On the other hand, the indirect effects of the imperfections of medical insurance
on the phenomenon of limited access and expensiveness of medical services can
be described as follows. First, the low coverage leads to a serious lack of basic
medical security. According to an investigation conducted by the MoH, 30.2 per-
cent of urban residents are covered by the basic medical insurance, four percent,
who are civil servants and employees of public institutions, are covered by ‘free
medical services’ (called ‘Socialized Medicine’) and 4.6 percent by labour insur-
ance. From this we can deduct that 44.8 percent of urban residents do not have
any medical insurance at all; in rural areas, only 9.5 percent participate in the new
rural cooperative medical service system, 3.1 percent are covered by all kinds of
social medical insurance and 8.3 percent purchase commercial insurances, so the
ratio without any medical insurance reaches 79.1 percent. To a certain degree, the
lack of medical security affects demand for medical services. According to the
investigation of the MoH, 32.8 percent of the potential outpatients have in fact no
access to medical treatment because they cannot afford it, and 70 percent of the
patients who would be entitled to be treated in hospital in fact renounce treatment
for the same reason. It is therefore clear that this medical care system penalizes
especially poor people.'*

Second, the proportion of private payment of medical expenses is so high that the
restriction to the providers of medical service is weak, with the result that patients
are over-treated because of asymmetric information between patients and doctors,
as mentioned before. Private payment is the main way to pay for medical expenses
and its proportion increased from 21.2 percent in 1980 to 55.5 percent in 2003,
and it even reached 60 percent in 2001. This means that the capability of medical
insurance to restrict over-treatment is very limited. Therefore, the imperfections
of medical insurance are one of the important factors that explain why medical
services are so expensive.

Third, the payment method is not rational. For a long time, China carried out
the fee-for-service (FFS) payment method, which resulted in providers generating
demand for expensive care. In some provinces, there are some payment method
reforms, including a switch from FFS to capitation or to Diagnosis-related Groups
(DRG)-based payment. For example, Jiujiang, by switching to capitation in 2001,
managed successfully to decrease the medical expenses per insured inpatient
from 2,320 to 1,778 yuan and the share of drug spending in total spending from
76.5 to 59.8 percent.'”! Zhenjiang switched to a DRG-based payment method for
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82 diseases in 2001, by which the average expenditure was reduced to 25 percent
less than other districts.'” The decrease of medical costs thanks to changing the
payment methods was accompanied by the risk that the providers tended to skimp
on quality. So effective supervision of medical quality is very important.

Fourth, the shortage of gatekeeper arrangements induced some irrational medical
demands. Some advanced hospitals are very crowded, whereas primary hospitals
lack patients. Table 3.5 shows this situation clearly.

In order to build up a better medical security system, many scholars and officials
put forward several proposals. In September 2006, the State Council Development
and Reform Commission and the Ministry of Health took the lead in establish-
ing a health care reform coordinating group composed of 16 ministerial-level
organizations, the aim of which was to draft a new plan for health care reform.
In 2007, this group asked six agencies (Peking University, Fudan University,
World Bank, Development Research Centre of State Council, McKinsey Group
and World Health Organization) to produce parallel independent plans for health
care reform. Lately, Beijing Normal University and Renmin University of China
were added. The coordinating group held a forum to discuss these eight plans in
detail on 29-30 May 2007. Tsinghua and Harvard University jointly drafted the
ninth plan in June. China Academy of Sciences and medical experts in Guangdong
provinces submitted the tenth plan to the group on 2 February 2008, which was
very different from the other nine plans because its special research team con-
sisted of a clinician, apothecaries, professors and officials whereas the other plans
were drafted by economists. Each of the ten proposals dealt with funding models,
management systems and oversight mechanisms, and presented different opinions
(see Table 3.6).

Though there were differences amongst the proposals, all recognized that the
coverage of social medical insurance was very low, and government intervention
and investment would be required and the boundary between government and
market should be drawn clearly. President Hu Jintao announced the establishment
of a basic health care system that would raise the general level of public health, in
November 2007 at the 17th National Congress of CPC, which became the guide-
line for reforming the medical security system. By the end of November 2007, the
reform plan was submitted to the State Council based on the research mentioned
above. This reform plan consists of four major systems and eight mechanisms
based on the overall goal of establishing a basic health care system. The four
systems involve public health services, medical services, medical social security,
and pharmaceutical supplies. The eight mechanisms cover management of medi-
cal care services, operations, funds and investment, monitoring and supervising,
information technology, human resources, price-setting and legislative guarantees.
The overall concept is characterized as market-oriented with a clear line separating
the roles of government and market.'?*



Table 3.5 The workloads of different ranks of hospital in 2005

Total of Third Second First level
Index hospitals level level and others
Total of hospital 18703 946 5156 2714
Times of diagnosis and 1387 397 542 105
treatment (million)
Times of hospitalization 51080 14180 22980 2070
(thousand)
Utilization ratio of sickbed (%) 70.3 90.5 68.1 49.6

Data sources: Centre for Statistical Information, Ministry of Health, ‘2005 Statistical Communiqué on
China’s Health Career Development’.

Table 3.6 Main proposals for health insurance by Chinese experts

Agency

Main points

Peking University

Fudan University

Development Research
Centre of State Council

WHO

World Bank
McKinsey Group
Beijing Normal

University

Renmin University of
China

Tsinghua and Harvard

China Academy of
Sciences and experts in
Guangdong

Emphasizing the responsibility of government. Setting up
a health care system covering all the people. Increasing the
government investment by 200 billion.

Funding model: social insurance + governmental budget
+ individual out-of-pocket payment. Providers of medical
service: NGO hospital + government-sponsored hospital +
profit-oriented hospital.

Embedding a public health system and basic medical
security system into the present system.

Basic medical service covering all the people. Medical relief
to the poor persons in urban and rural areas; the third party
payment.

Not available.
Not available.

Government purchasing medical services by social medical
insurance system covering all the people. Encouraging the
competition of providers of medical services.

Insisting on the coordination between government and
market, subsidy to hospitals and medical insurance system.
Paying more attention to the indisposition and prevention.

Localized strategy considering the different development
level of different districts.

Setting up a medical security system covering all the people,
particularly, government should assume the premium of
medical insurance for poor persons equal to about 0.8 billion.
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2.5.8 The social security fund supervision

Just as the discussion of medical insurance was triggered by a researcher’s review,
the fund supervision came to the fore of social security in the light of the Shanghai
Scandal in 2006.'** A subsequent National Audit Office report the same year
uncovered other serious cases of fraud, misappropriation and non-compliance total-
ling 30.8 billion yuan. In fact, China’s social security supervision system includes
three parts: administrative supervision by the Ministry of Labour and Social
Security, special supervision by the Ministry of Finance and the National Audit
Office (NAO), and social supervision by the Social Security Fund Supervision
Committee. Also, the Chinese government carried out a project to unify social
security networks in order to realize exchange of updated information with an aim
to improve the transparency of the system.

Conclusion

I will present the conclusion to this chapter in two parts, the first on social security
and the second on the set of policies implemented by the Chinese government
to rebalance the Chinese economy and society. After years of experiments and
practice, a social security framework with Chinese characteristics has taken initial
shape. However, China still has a long way to go to develop its social security serv-
ices to a satisfactory level. Moreover, as we have mentioned above, China’s social
security system also faces many important challenges. The urgent tasks for China
in this domain are to improve the social security laws and regulations, expand the
coverage, and strengthen social security fund investment and supervision in order
to preserve and increase the fund’s value. Without question, the government is
duty-bound to urge the reform process forward. Yet, during the process of policy
making and implementation, widespread democratic participation will be very
valuable in order first to understand, and then meet the demands and expectations
of the Chinese people.

It is clear that the Chinese government has already taken, and is still taking
today, very serious measures in this direction. Nevertheless, the reasons that I
have presented above to explain the shortcomings of the Chinese social security
system are worth mentioning. For this purpose I will take the example of the health
sector.'” As I have mentioned before, the major features of the health system that
have limited the access to health care to those who can financially and individu-
ally afford them, and that exclude large areas of Chinese society, have been very
clearly inspired by neo-liberal conceptions of the role of the state, the so-called
‘New Public Management’, based upon the introduction of market mechanisms or
of quasi-markets.'*® Whether this can produce interesting results (both in terms of
economic efficiency and of citizens’ satisfaction) will depend on many conditions,
and above all on the nature of the service provided. | have explained elsewhere that
for public goods, or even for merit goods, the introduction of market or quasi mar-
ket mechanisms will by no means guarantee the realization of the positive results
mentioned above. These goods are generally closely related to human capital and
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to its development or to its underdevelopment.'?” Goods or services such as health,
education, drinkable water, and decent homes (which I group under the label of
soft infrastructure) are the indispensable assets a country must be able to count
on when it wants to develop its society in all domains. As all domains are closely
linked together (one thing that the Chinese government has very well understood),
it would be foolish to try developing only (or during an initial development stage)
hard infrastructure such as roads, railways, airports, ports, etc. A well-educated
population, in good health with accessible drinkable water, a fair social security
system and living in decent and pleasant lodgings, will be an invaluable driver for
economic and social development. On the contrary, phenomena like over-con-
sumption (induced by the supply) and over-costs due to asymmetry of information
in favour of suppliers who are encouraged to maximise their profit, as well as an
inefficient allocation of resources, will result in contra-productive outcomes, as
the case of the Chinese health system has very well demonstrated.

Moreover, poor soft infrastructure will inevitably render even more evident the
unequal distribution of the benefits resulting from economic development. In this
case protest movements are likely to develop, as has already been the case in China
during the last decade. Social harmony and social and political stability will not
be assured without a strong government commitment, followed by practical and
successful implementation of a set of policies aimed at satisfying the legitimate
needs of the overall Chinese population. This will necessarily imply the interven-
tion of the government at all levels (but especially at the central level) for financing,
organizing, supervising, and evaluating the implementation, effectiveness, and
efficiency of these policies. This does not mean that private initiatives are out of
the question. On the contrary, increasing sectors of the Chinese population are
financially capable of satisfying part of their needs by private means. Private social
insurances, private hospitals, as well as private schools at all levels (but especially
at the secondary, university levels, and institutions for adult education) will be a
necessary and efficient complement to the state’s intervention in these domains.
But it is certain that the services provided by the state (or under its supervision and
control) should be made available to the entire Chinese population, at a satisfactory
level of quality, and an affordable price.

The progresses realized in the domain of social security have been recently rec-
ognized by a study by the Word Bank, conducted by a team of Chinese and Western
experts, as we have already mentioned above in the introduction to section 2 of
this chapter. Nevertheless, the World Bank strongly urges China to continue on the
road of improvement, especially for the purpose of reducing the gap between the
rich and the rest of the population.'*® Moreover, another report of the World Bank,
evaluating the results of the 11th Five-Year Plan during the first two years (i.e. from
2006 to 2008)'** recognizes that improvements have been (and are still being made)
in practically all the rebalancing policies set up by the Chinese leadership. First,
economic growth has far exceeded expectations, inflation has been kept low, the
performance of the industrial sector has improved, although insufficient progress
on macroeconomic rebalancing and changing the economic and industrial structure
has limited progress on energy and water intensity (i.e. the amount of energy per
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unit of output), and environmental quality. Second, considerable progress has been
made towards the Five-Year Plan’s most important social objectives: improving
basic public services in social protection, education, health, and conditions in rural
areas, even though income disparities between rural and urban areas continue to
grow. Third, and linked to the second point, progress on the environmental objec-
tives has been mixed and immense environmental challenges remain, such as the
reduction of China’s energy intensity. Nevertheless, the World Bank also considers
that in spite of strong political commitment and remarkable progresses achieved
in all domains, ‘little progress has been made in rebalancing the overall pattern of
growth, which has in turn limited progress on other key objectives’.'*® It is therefore
imperative that China continue on the road of reforms.

To these important improvements we should also add the new labour market
legislation introduced in 2008 that strengthens the power of workers and employees
both individually and collectively: the ‘Labour Dispute Mediation and Arbitration
Law’ that suppresses the fees of arbitrage and gives legal force to the decisions of
the Arbitration Commission; the ‘Law on Employment Promotion’ that abolishes
different forms of discrimination; and the ‘Labour Contract Law’ that improves
the protection of employees in case of redundancy and of abuse of short-term con-
tracts (for example, after 10 years within the same company short-term contracts
become illegal). Moreover, the Chinese government has established the principle of
minimum wages, the provinces being able to fix them taking into consideration the
conditions of the local labour market. Even if the minima are very low, this policy
shows that the interests of the working people are being taken into consideration
more seriously than in the past.'*! Moreover, the role of the All-China Federation
of Trade Unions (ACFTU), that has admitted for the first time representatives of
the migrant workers at the last national congress of October 2008, is becoming
more active in the defence of employees, as it has been recently recognized by the
China Labour Bulletin, a very critical NGO based in Hong Kong.'*

Parallel to these improvements, it is also necessary to mention the develop-
ment of organizations within civil society. A considerable number of NGOs
have emerged during the last decades, as we have shown above in the paragraph
concerning the environmental policies (page 112—-13). Whereas it is true that the
Chinese government keeps part of theses organizations under control, it is also true
that it counts upon the activities of many NGOs, especially in social domains, to
provide services the State is otherwise unable or unwilling to deliver.'** Moreover,
not only have protest movements increased in number and intensity, but also the
number of cases brought before the courts have dramatically increased and, more
often than in the past, with some success.'** Finally, all these changes are echoed
and commented upon in the Chinese mass media which reports on practically all
the problems faced by the Chinese leadership, such as disparities, pollution, pov-
erty, and corruption.'*?

The validity of the new development strategy has been challenged by a seri-
ous test when the financial and economic global crisis burst forth in the autumn
of 2008."%¢ It is recognized by some of the most well-documented and reliable
sources that China is doing much better than Western countries in taking efficient
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measures to overcome the crisis, in spite of the high dependency of China’s devel-
opment on exports, which is generally considered as the major driver of China’s
development during the last 20 years. For example, the World Bank, in spite of
considering that ‘a rapid recovery seems unlikely and uncertainty remains’, after
having estimated in March 2009 China’s GDP growth for 2009 at 6.5 percent,
has revised its estimation to 7.2 in June 2009."" This success can be explained by
several factors, in addition to the reasons I have already given about the validity of
the new strategy that ‘puts people first’. First, contrary to the situation of Western
countries, and especially the US, China has a huge percentage of households’
savings. It can therefore set up policies aimed at encouraging internal demand
quite easily, if at the same time it implements (and is in fact implementing as we
have seen in this chapter) several policies that reassure the population as to its
access to crucial services such as health, education and retirement pensions, which
are the main reasons explaining the high rate of savings in Chinese households.
The Chinese speed of reaction is far from matched by that of Western countries,
embedded and paralysed as they are by the futile controversy between liberals and
neo-Keynesians. The Chinese leaders, who for decades have been accused of, and
scorned for, orienting their behaviour by ideological considerations, seem today
to be much more practical than their Western colleagues. Second, an investment
programme of several billion yuan decided as early as October 2008 to stimulate
the economy, was almost immediately followed by the launching, before the end
of the year, of 93 projects for an investment of US$58 billion that were approved
within the space of just three days. Third, the high rate of households’ savings
(that are generally deposited with the state banks) had the consequence that the
Chinese banks did not suffer from the financial crisis.!*® Moreover, the stimulus
package, while being effective in sustaining economic development, creates new
needs such as the development of infrastructure (such as metros and high speed
trains), power plants, telecommunications, hospitals and water treatment plants,
and the production of energy-efficient vehicles (including buses, taxis and even
bicycles). Last but not least, China is investing in high technology. All these facts
and trends show that very likely China will soon become the second economic
world power, but also an innovator in high technologies and an attractive country
for foreign investments.

Finally, it is interesting to remark that the history of China’s reforms (and the
case of the Chinese social security system, presented in section 2 in detail, is a good
example) helps to understand the strategy of the Chinese leadership when it comes
to finding the most suitable solution to complex problems, not only in theory or
by considering the experiences of other countries, but also by taking advantage of
the expertise existing within the Chinese intelligentsia, while cooperating with the
most knowledgeable international sources of expertise. China’s decision-making
process shows a degree of openness that is rarely praised in Western circles. And
this remark brings me to the last chapter where I deal with the changing aspects of
the Chinese political system, by analyzing the present structure of Chinese power
and the functioning of the Chinese decision-making process.



4 Understanding China after Mao

Introduction

In introducing this book in the preface, [ wrote that after the Cultural Revolution it
looked as if in China, state, the party, economy and society (i.e. people) had been
disconnected from each other, or worse, that they had been put into a kind of per-
manent contradiction with each other. This was an extremely dangerous situation
that could have drawn the People’s Republic of China toward further conflict and
disorder, and eventually to a final collapse. To avoid this tragic outcome, it was
necessary to reconstruct, and, as history never repeats itself, to reinvent Chinese
society, state, and economy; in other words to find the means to reconcile state,
market, and society. It was then up to the Chinese leadership to undertake the
task of reconstructing Chinese society and to guide the Chinese people toward
a brighter future. To what extent has this formidable task been achieved? In the
previous chapters I have tried to provide some evidence allowing a reasonable,
but well documented, response to this question. There is no doubt that China has
gone very far on its journey toward modernization and a prosperous society, at
least in terms of overall economic development. But I have also shown that this
has been realized at the expense of several negative consequences, such as increas-
ing disparities and a considerable degradation of the environment. In the third
chapter I have also presented the various policies that the Chinese leadership has
designed (that are also in the process of being implemented) for counter-balancing
these negative outcomes. Now, the problem is: how well is the Chinese political
system equipped in terms of ideological, economic, societal and political instru-
ments for further improving the life of the Chinese people? And what are the
obstacles that may make this task difficult? In trying to answer these questions,
we should not forget that for the Chinese leadership modernization is not an end
in itself, but a means for restoring China as a world power. Professor He Ping of
the University of Sichuan has very well expressed this idea: ‘Modernisation, sig-
nifying mainly national wealth and power, as well as a vision of a better society
and human existence, again became [after the Cultural Revolution] a paramount
social agenda’.!

In order to answer the abovementioned questions I will first present, as briefly as
possible, the model of power I use for this purpose. In the preceding chapters I have
already pointed out the theoretical elements of this model. I did this on numerous
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occasions, for the purpose of suggesting some keys to interpreting the empirical
evidence provided, but this has necessarily been done in a fragmented way. Now
I regroup these theoretical elements in a more comprehensive and systematic
manner. I will then apply this model to the case of Western liberal democracies,
before I use it for China. This sequence is necessary for several reasons. First, as
modernization has been historically first experimented with by Western countries,
and is now followed in other parts of the world, very often by imitating the West,
it is necessary to first understand the institutional answers the West has given to
the challenges of modernization. Second, many scholars and more generally many
observers of non-Western countries, consider that the latter must adopt the Western
model if they want to succeed in their journey toward modernization. We may call
this the “Westernization thesis’ more often called ‘the convergence thesis’. As |
have pointed out on many occasions in the preceding chapters, the realization of
this hypothesis is by no means certain. Third, and linked to the previous reasons, the
case of China is an interesting one to test the Westernization thesis, as the Chinese
leadership has always sustained the idea that China must modernize according to
its own characteristics. In other words, modernization may be supported in China
by institutional arrangements different from the Western ones. The next question
is: taking into consideration the Westernization thesis, are there some obstacles
within the Chinese culture that will make modernization difficult, or even impos-
sible.? Even if the ‘China collapse thesis’ is by no means probable in a foreseeable
future, I will nevertheless show that there are some features in the Chinese culture
that may constitute some important difficulties. To the extent that these obstacles
exist in fact, the consequence is that in order to overcome them China will have
to find and implement some functional institutional arrangements equivalent to
those used by the most successful Western countries. As many Western observ-
ers consider that the major Western characteristics; that is, liberal democracy and
the ‘rule of law’, are the necessary institutional arrangements for succeeding in
the modernization process, this will lead me to examine the difficult questions of
democracy, the rule of law and human rights. The conclusion will be an evaluation
of the Chinese way toward a more prosperous society.

1 Understanding power in China

The theory of power I present at the beginning of this chapter is based upon the
belief that a thorough analysis of any set of policies in any country cannot be
understood without a clear theory of power. Therefore, in the framework of this
research, my deep conviction is that we cannot understand the transition process
from planned to market economy (as well as other fundamental societal changes)
without a general framework for the analysis of power.? Here we encounter the first
and maybe most serious theoretical difficulty of our task, as many different, and in
some respects conflicting theories of power exist in Western literature. Discussing
these different approaches to power is outside the scope of this book. Instead, I will
present my own theory of power, so that the reader will be able to appreciate the
adequacy of my framework for the analysis of the Chinese situation. My purpose
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here is not to impose unilaterally a point of view, but to allow the reader to accept
or reject it on the basis of his or her own theory.

There exist mainly two ways of defining the concept of power: either one tries
to classify the various historical environments in which power manifested itself,
and the resulting different forms of power, or one tries to first define the core
characteristics of this phenomenon that exist in any historical situation. The first
solution often results in limping classifications, or else in absurdities, such as the
distinction between potential power and real power, or in the juxtaposition of
different dimensions or faces of power.* I would rather consider that it is not by
adding the different aspects of power that one arrives at a satisfactory conception,
but by taking into consideration the dialectic totality of these different moments
of the structural production and reproduction of power.’

Moreover, I rather refer to Max Weber’s work.® After having defined a com-
prehensive concept of power (‘die Macht”) where force is the primary means that
is systematically used for obtaining compliance, Weber considers that any type of
power tries to legitimate itself. This is because when legitimacy is assured, the use
of force becomes useless, and resources can be diverted to the realization of policy
objectives with the support of the people. Only in the case of radical opposition, is
force used to obtain compliance, but in this case the use of violence is considered
to be legitimate by the majority of the people. Weber then defines three types of
legitimate power (‘die Herreschaft’) that are based upon different means, and first
of all the socio-psychological relationship between the rulers and the subjects: the
respect of tradition (traditional power); the adherence to the extraordinary char-
acter of a leader (charismatic power); and the respect of the laws (legal-rational
power). Moreover, Weber considers that legitimacy cannot be maintained if the
rulers do not dispose of sufficient economic and administrative means for realizing
the policies that the people need. Nevertheless, Weber considers that force does
not disappear, but remains in the power system as the ultima ratio of power. For
Weber, power, and the political system in which power manifests itself, is basically
a phenomenon of domination.

On the other hand, I have much appreciated a short statement by the French
anthropologist Georges Balandier, for whom ‘power, as diffuse as it may be,
implies a dissymmetry within social relationships’.” This does not, of course, mean
(in my opinion) that an actor is necessarily lacking any possibility to confront
another actor, but that the possibilities of action of the actors are not identical when
they are placed in a power-relation. The first problem raised by such a conception
is one of identification of the actors having greater action capacity than others,
thus allowing them to orient the others’ behaviour more than they are oriented by
the latter. The second problem is to determine the extent of this capacity and the
consequences thereof for the other actors and for the social structure as a whole.
Finally, the third problem consists in determining the causes explaining the differ-
ences in the action capacity of the different social actors.
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1.1 A systemic model of power

The clarifying insights provided by authors such as Weber or Balandier point out
the fundamental characteristic of power: the dissymmetry of social power relations.
Thus, power implies a social order, which can be interpreted like a hierarchy and
for which one must find the causes. To have a dissymmetry, it is reasonable to
assume that certain characteristics are not distributed in an egalitarian way bet-
ween the different social actors. I suggest, as many other authors do, to call these
characteristics resources that can be material as well as immaterial. Power can thus
be looked at as a social phenomenon which structures society, hereby defining a
framework more or less stable inside which the logic or the rationality of the struc-
ture orients the actors’ behaviour in a number of interactive processes in which they
implement different types of resources. More precisely, the means of power are
processes taking place within the framework of a given structure, in which, on one
hand, the social actors intervene with their resources and, on the other hand, these
same processes produce and distribute resources inside the society concerned. The
resources that are produced and distributed in the interactive processes constitute
the elementary means that can be used within the framework of these same proc-
esses in the future. The distribution of resources thus produced, can lead to a change
of the structure and/or of the processes. Thus the power of an actor is first limited
by the structure that defines his or her theoretical freedom, then by the outcome
of the interactive processes and by the distribution of resources realized through
these processes that ultimately defines his or her actual freedom. So, the structure
practically defines the limits, or the amount of freedom an actor may use in his or
her interactions with the other actors. If the distribution of resources is unequal,
then the actors will benefit from different amounts of freedom, and consequently
they will possess different capacities to behave within the power structure and the
interactive processes. Their capacity to obtain the maintenance or the change of
the structure will be very different.

Starting from these considerations I propose to summarize the different means
of power in Figure 4.1.

In reading Figure 4.1 from left to right, the first column indicates the three power
levels that I have identified above. On the structural level, we find the character-
istics of the power system endowed with a certain amount of stability over time,
and limiting the actors’ freedom. This structure more or less defines the rules of the
game inside which, on the second level, the interactive processes take place.

From an analytical point of view one can subdivide the structure into sub-
structures, each one having its own logic or its own mode of rationality. But, in
the perspective of a synthesis, one should find a global logic accounting for the
mode of rationality of the overall structure comprising all the sub-structures. I
suggest isolating the following five sub-structures that correspond to the concept
of functional imperatives of the structural-functionalists; that is, social phenomena
without which a society could not exist.®> One can indeed assume that to survive, a
social system must guarantee the reproduction of humankind, allowing it to survive
materially, define the formal rules that orient the behaviour of individuals, provide
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Figure 4.1 Power: levels and means.

its members with the intellectual means for understanding the world and the society
in which they live, and finally assure communication among its members.

Each of these functions is produced by a specific structure. First, the socio-
biological structure which assures the reproduction of humankind. Second, the
economic structure, assuring the production of goods and services necessary to the
survival of humankind, eventually (but not necessarily) to its economic develop-
ment, thanks to an accumulation process. Third, the structure of norms, that can
be subdivided into the structure of formal norms (or law structure), and social
norms, including values, beliefs and norms of behaviour. It is at this level where
one will be able to situate the political or ideological culture I have spoken of in
the first chapter.’ Finally, the informational structure, assuring the circulation of
information inside the social entirety concerned. The latter can be subdivided into
the intellectual means of communication (language, symbols, etc.), and the tech-
nical support of communication (technical devices like mass media, newspapers,
radio, TV, internet). The rationality mode of each of these structures constitutes
the framework inside which the interactive processes take place (second level)
the essential result of which is the production and the distribution of resources
(third level) inside the social system. The result of these processes has —as already
mentioned — an impact on the processes and on the structure by confirming or
modifying its rationality.

If the abovementioned theory of fundamental functions (i.e. functional impera-
tives) is correct, then we can formulate two interesting hypotheses: first, that all
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questions, conflicts, cooperation (i.e. power relations) will deal with one or several
of the sub-structures producing the corresponding fundamental functions; second,
that the actor(s) who master these structures will exercise power within the cor-
responding society (Figure 4.2). Moreover some interesting questions may be
asked. For example: How has market economy been introduced in the West? How
has planned economy been introduced in the Soviet Union and in China? How is
market economy being implemented in China? How are the other structures linked
to the market in the West and in China? Are there some functional equivalents?
How can power seek legitimacy?

Now, let us go back to Figure 4.1. The second and third columns show the means
of power, subdivided into processes and resources of types 1 and 2. The second
column shows the elementary means of power. At the interactive processes level,
it comprises the production and distribution of elementary resources: first of all,
knowledge and competence. I suggest integrating these into one single category:
information; that is, the whole of the means at the disposal of individuals and social
groups, linked to their perception of the environment and to their capacity to benefit
from these resources in power relations with others. Second, there are the social
norms. Third, I consider material goods, and finally, biological characteristics.
These different resources are produced and distributed among individuals and
social groups via the two elementary production and distribution processes.

On the other hand, the production and distribution processes produce and dis-
tribute also — as we will see later — the more complex type 2 resources. From this
stems the importance of the control over these processes, which leads us to take
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Figure 4.2 The functional imperatives.
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into consideration the type 2 means. These are more complex means implying the
implementation of processes that require a combination of type 1 means and result
in the production of more complex type 2 resources.

Let me illustrate this with an example. The production process of economic
goods can be organized in a simple manner so long as production is totally con-
trolled by one manufacturer (an artisan) or farmer. This was basically the case
prior to the industrial revolution.!® In this case processes of type 2 were practically
non-existent or very limited in scope. The artisans in their shops are alone in front
of their material and tools, and determine the way they organise their work. But
when the industrial revolution, in the search for greater efficiency, organizes the
production process on the basis of specialization (i.e. the division of work) the
production process is subdivided into its elementary components, each of them
assigned to different workers, and some more complex organizational capacity is
needed. The implementation of these more complex ‘organization means’ requires
the use of information, of competence, of formal norms guaranteeing a certain type
of organization of the production processes, the coordination of the specialized
tasks, as well as the use of materials goods, etc. Moreover, in order to effectively
support the production process, the organization process (while being submitted
to the rationality of the structure, as all the other processes), will have to resort to
the process of socialization and legitimization, as well as the other communication,
decision and social control processes. But the appeal to the legitimization process
(just to limit ourselves to the latter) can only contribute to the organization of the
process of production if it can appeal either to the mode of rationality of structure
(in this case probably, of the ideological or cultural substructure), or to already
available type 1 resources (knowledge, beliefs, etc.) or to type 2 resources (cha-
risma, tradition, legality).

The power system, which I have briefly described above, calls for a certain
number of remarks. To begin with, one could follow the suggestion of Wesolowski
and rightly distinguish between different control objects exercised by a given social
actor: first, the control of the means of production of resources, then the control
of the production process itself; and finally the control of the distribution of the
product.!!

Second, one can notice that the state (that is not explicitly mentioned in
Figure 4.1) can be considered inside the system as a particular type of organization
and, in some cases, as a privileged one. Thus, for instance, according to Weber’s
theory, it constitutes the political group that successfully claims the monopoly of
legitimate violence. More specifically, it holds two resources: violence and legitim-
acy, which allow it to have its domination accepted without having to use — with
the exception of cases of violation of legal norms — physical force. I would like
to point out that in the case of a legal-rational legitimate power, the state would
also hold the monopoly of the production of formal norms (legal norms) intended
to orient (or even determine) the behaviour of all groups and individuals living on
its territory. Moreover, thanks to its administration, the state can interfere in the
processes of socialization, social control, information, production and distribution
of resources.
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Third, there is not necessarily an opposition or a contradiction between legitim-
ization and coercion; one could prevail on the other in a more or less clear way. But
this does not change anything about the fact that — whatever the relation between
legitimization and coercion may be —power is in any case constraining for the social
actors. This is true in spite of the fact (and Weber has clearly seen this point) that it
is not completely indifferent to the social actors, as well as for the understanding of
power, whether power is exercised via the legitimization process or via coercion. In
addition, one can note that legitimization and coercion do not only appear as forms
of power (legitimate power vs coercive power) but also and above all, as the means
of power. Indeed, in order to maintain its power position within society, legitimate
power must continuously produce legitimacy (i.e. the feeling among the citizens of
an obligation to obey its orders) and use this legitimacy as a resource allowing it
to maintain the existing power structure, as well as its implementation within the
framework of interactive processes, namely the legislative process.

In a more general way, Figure 4.1 suggests that power, while satisfying the
abovementioned functional imperatives, may assume different forms according to
the existing combination of structures, interactive processes and resources distribu-
tion. This explains the need for discovering, in each historical case, the fundamental
characteristics of the power system. Following the conception of power described
above, one has to admit that if a society is governed by a power system, a sub-
group must exist there which controls most of the means of power (processes and
resources) and which, therefore, succeeds in maintaining the rationality of the
power structure which guarantees, in a sufficient way, that the interactive proc-
esses will not result in a redistribution of resources putting in danger the existing
power structure and, consequently, the privileged position of the sub-group which
is benefiting from this structure. As there is no theoretical reason forcing us to
identify this sub-structure as being the state, it is thus necessary to attribute to this

entity a specific stature which differs from the state. Let us call it the ‘dominant
> 12

group’.

The conception presented above suggests that the dominant group must fulfil
the functional imperatives mentioned above. Nevertheless, this assertion must not
be understood only in the sense of the accomplishment by the dominant group of
functional activities that are necessary to the persistence and development of the
corresponding society. The assertion must rather be understood in the sense of the
persistence of a particular type of structure and functions allowing simultaneously
the dominant group to:

1 guarantee the persistence of the society as a human entity opposed to a non-
human environment;

2 guarantee the persistence of the social position of the dominant group as such,
thus allowing it to accomplish a particular type of function in a particular type
of structure that must be safeguarded;

3 persuade society to accept this particular type of structure and function as
being the only one (or at least the best one) capable of satisfying the functional
imperatives.
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In other words, safeguarding of a certain type of power does not only depend on
the capacity of the dominant group to satisfy the functional imperatives, as this
task is incumbent upon any form of power, but also, and above all, on the capac-
ity of the dominant group to convince the members of the society that the type of
social organization which guarantees to the dominant group its position, is at the
same time the best form of social organization, capable of satisfying the functional
imperatives. The dominant group thus succeeds in proving the indispensable char-
acter of its existence.

1.2 Power in a liberal democracy and its relevance for China

The first remark that is necessary to put forward at the beginning of this section
is that the liberal theory of democracy considers that market economy and liberal
democracy are strictly linked together in what I may call a necessary and indis-
pensable interdependence. ' It is therefore necessary to briefly explain the origins
of the Western model as it stands today in reality and not as it appears in books.'*
Moreover this is also necessary because China has decided to introduce into its
society some elements that are clearly borrowed from the Western experience, even
if they are implemented with great care so as not to be contradictory with Chinese
characteristics. Since the end of the 1970s the Chinese leadership has opted in
favour of market economy (or at least market mechanisms) with the clear aim of
increasing the performance of the economic system, because the Western experi-
ence had proved that market mechanisms were more efficient than the planned
economy." Can China benefit from the analysis of the historical process through
which the West has adopted a market economy?

The market can be viewed as a set of laws (based upon economic theory) and
technical tools and arrangements (based upon theory and practical experience). It
is my opinion that this view of the market is not sufficient for the mastering of this
very special and demanding way of organizing the production process. This is not
the place to dissertate upon how the market economy in the West traces its origins
back to Greek philosophy and Roman law, to the reorganization of European soci-
ety during the Middle Ages, to the role played in the economy, politics, and the
legal domain by the Catholic Church and the Protestant Reformation, to the role
of the universities and the professions (lawyers, theologians, scientists) and finally
to the three major revolutions (scientific, industrial and liberal) that have made it
possible to impose this type of economic system as the best means of producing
and distributing wealth. In short, it has been a long transformation process involv-
ing all the dimensions of society.'®

Moreover, as the Western states were implementing market economies, the
consequences of the Industrial Revolution made the provision of social services
a political issue put forward by socialist movements since the beginning of the
nineteenth century, and finally adopted (with different means and with different
impetus and scope) by all the Western countries. The problems experienced by
these countries in the process of developing a market economy has been that
the transition from the individual mode of production to mass production, made
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possible by the partial mechanization of the production process, and the division
of labour (based upon the principles of Taylor’s scientific management) have
disrupted the traditional social structure, and in spite of the spectacular gain of
productivity, they have put large numbers of workers at the mercy of unscrupu-
lous owners and managers. The reaction to this situation, aimed at helping the
workers to face the risks of this new type of life (above all, unemployment, low
pay, illness, accidents, unhealthy and dangerous working conditions, poor lodging
and unhealthy living conditions, and old age) has taken more than a century. A
complete system (the ‘Welfare State”) has been set up, aimed at satisfying these
needs. Starting with the first state interventions adopted during the late nineteenth
century'” and the Great Depression of the 1930s, and ending with those leading to
the establishment of a complete Welfare State during the second part of the twenti-
eth century, Western states have responded to the needs of the masses by a huge
legislative and financial intervention in the social system. At the same time, states
have built all kinds of infrastructures necessary to the development of the market
economy, as well as an important set of regulations aimed at:

1 limiting some unwanted consequences of the market (e.g. pollution)

2 sustaining the development of a market economy (e.g. counter cyclical policies)

3 protecting the citizens, workers, and consumers (e.g. against false information
about the goods sold in the market)

4 limiting (or even forbidding) some commercial practices, contrary to the clas-
sical orthodoxy of market economy (e.g. anti-trust legislation).

Of course, all these policies had to be financed by a substantial increase in all sorts
of taxation.

It is at the end of this historical process that liberal democracies organized the
power structure that could have become a stable institutional arrangement distrib-
uting societal functions between state and market. This happened toward the end of
the 1970s, more or less at the time of the end of the Chinese Cultural Revolution.
Let me analyze this power structure by referring to Figure 4.3 that suggests the
principal constitutive power elements for the liberal contemporary Western society
with a market economy.'®

In order not to overload the diagram, I did not add the bio-sociological structure,
and the informational structure is represented in the figure as the set of arrows
connecting the other parts of the power structure. For the same reasons I have not
included the seven interactive processes (presented in Figure 4.1), but only the
three economic, legal and ideological—cultural structures, the state organs, as well
as the circuits linking these entities to the social actors. Within this structure the
state is considered as a place of power, as a producer and distributor of resources,
and finally as an actor accomplishing several specific political functions.

Moreover, our concept of power suggests that the dominant group will not be
able to retain its position by controlling only one part of the social structure (e.g.
the economic sub-structure) but it would have to control all of the power sub-
structures.' In a society with a market economy, the rationality of the economic
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Figure 4.3 The power structure of a Western democracy.

sub-structure orients the behaviour of social actors in the process of producing
goods and services, so that they improve productivity. The ultimate goal is of
course material wellbeing, material and physical security, and finally the accom-
plishment of humankind through these means. This is the first rule of the rationality
of the economic structure.?

The second rule of the economic structure prescribes that the optimal way for
realizing the goals set by the first rule is by means of a market economy. It is also
this second rule that constitutes the basis for distributing the additional wealth pro-
duced by a market economy. Of course, in a democratic liberal society, where the
use of force is not systematic (contrary to what happens in totalitarian regimes) this
implies that the social groups and the individuals widely adhere to these basic rules.
Thus the necessity for a political culture (or ideology) sustaining the rational and/or
emotional adherance to these rules by social actors. On the other hand, this liberal
democracy is based on the ‘rule of law’, one main function of which is to govern
individual behaviour, thanks to a set of sanctioned norms. Nevertheless, the content
of these norms and the process through which they are adopted and implemented
can be very different from one country to another. Moreover, in liberal democracies
rule of law means that the laws are above everybody, including those in power (in
our terminology: the dominant group). Contrary to this interpretation, rule of law
could simply mean ruling by law, which is not at all the same thing.

In any case, the considerations developed in the preceding paragraph suggest
the necessity of a certain level of congruence between the rationality of the three
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structures, or else, in the opposite case, the emergence of contradictions and rup-
tures risks endangering the existence of this type of social organization, and as a
consequence the position of the dominant group. Thus the necessity for the latter
to control the three abovementioned structures, as well as the interactive proc-
esses occurring within them, as it is within these processes that the social actors
intervene.

The foregoing paragraphs suggest that the dominating group must act so that:

1 the interactive processes within the structures do not result in a redistribution
of resources that may endanger its strategic position, even if this redistribution
does not affect fundamentally — in any case on a short and medium term — the
rationality of the structures (tactical level);

2 the same interactive processes do not directly result in a change of the rational-
ity of the structure (strategic level).

In other words, the interactions taking place within the different structures between
the social actors must reinforce the corresponding structures and their rationality.
In Figure 4.3 I have represented these interactions with arrows, some of which I
will now briefly comment on.

Given the rules of the rationality of the economic structure, the dominant group
must through this means offer the social actors jobs, salaries, purchasing power
(very likely increasing in real terms), accessible products and services (i.e. that
can be purchased by a demand which has become solvent through the distribution
of income), investment and profit opportunities. Thanks to state intervention, the
economy will be able to offer favourable general conditions to the development
of the market economy, as for example the supply of infrastructures, or measures
taken to reduce the cost of production factors.?! In return, the economic system will
receive investments, labour, and will be solicited by a solvent demand.

In a liberal democracy economic activities do not happen in isolation, they are
governed (sustained, but also limited) by a set of norms, which constitute the legal
structure, for the production of which the state has more or less the monopoly. Thus
the necessity for the dominant group to control the legal structure by means of
controlling the state institutions. This control may comprise different non-exclusive
forms: direct supply of political or administrative personnel, supply of information
and expertise, exercise of influence or pressure on the state organs.

The legal structure does not only contribute to governing the interactive proc-
esses of the economy. One can indeed consider that it governs its own circuit: on
the one hand it supplies to the social actors rights and duties, freedoms, political
rights, possibilities for appeal, behavioural norms, guaranties (among which that
of private property is particularly important, given the rationality of the economic
structure), channels for individual and group participation (such as electoral proc-
esses) and for groups (such as the different techniques for consulting interest
groups). In return the legal structure receives from the social actors behaviours in
line with an effective use of laws, especially the laws organising the participation
of citizens in the electoral process, and in a more general way in the process of
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transmission of demands by citizens to public authorities. On its side, the state
implements a number of legal norms allowing it the use of the violence monopoly
that it holds in case the rules of the legal structure are violated.??

Finally, the control of the cultural-ideological structure should allow the
dominating group to socialize the different social actors, to transmit to them the
behavioural norms, values, fundamental beliefs, social representations — in short,
to provide them with the intellectual means for understanding the society inside
which they evolve, and to finally adhere to the existing social order. This, of course,
corresponds to the idea of legitimization of the established order, in the Weberian
sense of the term. One has to notice here that — contrary to the production of legal
norms, of which the state owns practically the monopoly — the cultural structure
is not entirely submitted to state control. Consequently, one can envisage, from
the dominant group’s point of view, two types of control of the cultural structure
and of the interactive processes which it governs: indirect and direct. Indirectly
the dominant group can produce and transmit a political culture favourable to
it, through certain state institutions: schools, army, and certain state mass media
(e.g. television). The direct control can be done either through private schools
controlled and/or subsidized by the dominant group, or by different mass media
that the dominant group owns or controls. In return, the cultural structure receives,
through the social actors, behaviours matching its own rules and also, and above
all, social actors transmit and diffuse an ideological discourse matching the polit-
ical dominant culture.

I have also identified three retroactive loops of reinforcement or support of the
existing structures and of the position of the dominant group: the loops of eco-
nomic support, of legal support, and the one of ideological support. However, this
way of presenting reality is somehow artificial in the sense that — in proceeding by
analysis — [ have separated what is not separated in reality. First, one can note that
some loops can hardly be classified in a univocal way in one type of loop. Thus,
for instance, the supplying of social insurances through the state can be included
at the same time in the economic loop, as a state contribution to the stabilization
of the labour market; in the legal loop, as the supply of services guaranteed by the
state’s laws to individuals in difficult situations — sickness, unemployment, etc.;
or, in the ideological (cultural) loop, as services supplied to some social actors in
order to obtain their adhesion to a system of social organization, which, by the way,
does not have much else to offer them.

On the other hand, society must be organized in as coherent a way as possible,
which suggests the idea of a systemic coherence between the rules of the rational-
ity of the three structures: economy, law, and ideology. I do not speak of a perfect
coherence, but of a coherence which is relative to the fundamental rules of the
rationality of the structures. If such a coherence was not assured, one can forecast
that the whole system would collapse in the long run, or would at least be subject to
long periods of tensions and social conflicts, the issue of which could be either the
confirmation of the structure of the existing power (with a probable reinforcement
of the processes of social control of the coercive type) or the overthrowing of the
existing system and its replacement by another one, the fundamental characteristics
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of which it is difficult — in the absence of any precise historical reference —
to foresee.

Whatever the situation may be, I suggest considering two types of systemic
coherence: on one side, a material coherence that must assure, in the frame-
work of the chosen example of a liberal democracy with a market economy, the
non-contradiction of state functions with the rules of rationality of the economic
structure. Moreover, one can even envisage a state intervention in order to favour
and safeguard the functioning of the market economy. On the other side, I suggest
considering a cognitive coherence (rational and/or affective) between economic
structure, law structure and the state, guaranteed through political culture or
ideology. In other words, it is not enough to avoid material contradictions bet-
ween law production of the state on one hand, and the principles of the market
economy on the other; it is also necessary that the social actors regard society
as a fundamental coherent entity which is sufficiently adapted to everybody’s
needs.

One can then conclude that the rules of the rationality of the structure as well
as the degree of material and cognitive coherence of the power system constitute
more or less the operational code of the corresponding society, somewhat similar
to the set of fundamental beliefs that constitutes the operational code of the indi-
vidual.? In such a way, the operational code of a society constitutes the framework
in which interactive processes, that I have analytically subdivided into economic,
legal, and ideological process, will take place.** To the extent that the dominant
group does not succeed in totally controlling these processes, some economic and
legal resources will be acquired by some other social actors. If moreover the lat-
ter succeed in developing and diffusing their own political culture, they will be
in a position to escape from the influence of the dominant group. Finally, having
consolidated their resource system, finalized a strategy and being able to take
advantage of favourable events and circumstances, they could either erode step by
step the power position of the dominant group, or knock it down by a revolutionary
short-term movement.

Let me now take you back to the situation that prevailed in the West at the end
of the 1970s that I presented above. Within the power structure that prevailed at
that time, one of the outcomes of the functions devolved to the state (supporting
the market, and at the same time limiting some of the unwanted consequences of
the economy) was an impressive increase of wealth (measured by GDP) as well
as the average personal income (in spite of disparities between states, regions and
individuals). But on the other hand, toward the end of the 1970s, the expenses
necessary for financing the state’s interventions could no longer be balanced by
an additional increase of taxation. Moreover, the prevailing opinion of both the
most influential politicians and intellectuals very firmly sustained that it was no
longer possible to increase taxation without hampering the good functioning of the
market economy.? Huge structural annual deficits appeared, and contributed to a
massive increase of public debt.

Indeed, it is at this time that neo-conservative economists and political scientists
(or neo-liberals, in the usual European continental terminology) were able to come
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out in the open, proposing their cure to the state’s illnesses, known as the New Public
Management (NPM).% In short, it was proposed to reduce the state’s size, by priva-
tizing and/or contracting out state’s activities, with the consequence of reducing the
state’s burden, and thereby reducing the level of taxation. This in turn would free the
economy, by using the money not taken by the state to stimulate economic growth.
Finally, it is said that this new impetus would benefit the entire society.”

As a consequence, practically all of the Organisation for Economic Cooperation
and Development (OECD) states have adopted a strategy that, with different scopes
and impetus, is based upon the prescriptions of NPM. During this period, and in
fact up to the 2008—9 financial and economic crisis, it was the turn of the defenders
of the Welfare State, and more generally of State intervention in the economy and
society, to be on the defensive, and with practically little chance of being heard. It
is only recently that several scholars have pointed out the negative consequences
of the implementation of NPM prescriptions.”® This might be of some interest to
Chinese decision-makers, as a careful examination of some of the trends launched
by the reform process in China shows that they have some similarities with the
NPM prescriptions; it is enough to mention the privatization of part of the Chinese
economy,” of the education and health systems (that I have dealt with in the third
chapter), the introduction of some of the human resource management practices
similar to those of the NPM, etc.

In this respect, it is important to remember that NPM was introduced in the West
at a time when its society was being organized in a fundamentally different way,
compared to China, and when the general standard of living of Western people
was considerably higher than in China. It is therefore necessary to examine with
great care the possibility of transposing to China the same NPM-type reforms.*
Moreover, it is necessary to take into consideration the long history of Chinese
reforms (started at the end of the 1970s) and to evaluate the actual consequences
of these reforms on Chinese society. I have done this in the second part of chap-
ter 2, when I presented the negative consequences of China’s reform process until
it was mainly driven by economic considerations based upon the improvement of
wealth measured by GDP. These are mainly the huge disparities between prov-
inces and within provinces, between rural and urban areas, between physical and
human capital, as well as the emergence of new forms of poverty. In chapter 3
I have pointed out the formidable challenges that this situation represents for the
Chinese leadership as well as the new policies that it has been necessary to design
and implement to counter-balance the negative outcomes of this type of economic
development. Finally, even if the Chinese leadership has at last definitely opted for
a developmental strategy that places ‘people first’, we measure the long way that
it is still necessary to go to achieve, at the end of the journey, the prosperous and
harmonious society the Chinese leaders have promised to bring about.

Coming back to the West, it is undeniable that by succeeding in combining
the market economy and liberal democracy during their long historical proc-
ess, Western countries have been able to develop a special type of relationship
between market and the State that has made it possible for the market economy to
develop, in spite of numerous economic and political crises, of which, the one that
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is developing in the banking sector at the moment of revising this last chapter, is
certainly the sign that not everything is going well in that part of the world.

This is not to say that a market economy implemented in another part of the
world and in another era will necessarily need to be sustained by the same type
of State, and the same type of relationships connecting State, legal system, and
economy, as has been the case for Europe. I just want to suggest that it would be
foolish not to take advantage of learning something useful from the success, but
also from some of the dramatic failures, that have characterized the long history
of market economies in the West, last but not least the 2008—9 financial and eco-
nomic crisis.

Moreover, it is certainly legitimate to explore the possibility of discovering (and
eventually of experimenting with) some other ways of organizing these relation-
ships. I am asking at this point this fundamental question: are there in the Chinese
society and culture some ‘functional equivalents’ to the Western way of organising
the interface between market and society, between market and politics?*' I will
come back to this important question.

1.3 Power in the People’s Republic of China

1.3.1 Some general premises

Applying the framework of analysis presented in the previous sections for the
understanding of the Chinese political system and society is not an easy task.
Nevertheless this is what I will try to do in the following parts of this chapter.
Here it suffices to briefly develop four preliminary considerations. First, it seems
reasonable to use the basic structure of our model for China, as I have made the
assumption that the five sub-structures hold for any type of society. Nevertheless,
it will be necessary first to define the mode of rationality of these structures in
the Chinese post-1978 context, then to determine to what extent they are being
changed by the reform process, and finally whether they are linked by a sufficient
level of material and cognitive coherence. The same will hold for the State and the
policies implemented by it.

Second, it will be necessary to define the various links (represented by the arrows
in Figure 4.3) between the State and the sub-structures; in other words to determine
the content, scope, and impact of the interaction processes. These two points will
be used to determine to what extent the introduction of market mechanisms is sup-
ported by the other parts (structures and interactive processes) of society.

Third, the above two points will be completed by taking into consideration the
role of the CPC, which I will consider as the dominant group in China since 1949.
Nevertheless, this assumption will be tested against the changes introduced in
the functioning of the political system, in particular the relationship between the
CPC and the government, as well as with official and non-official think tanks and
universities as sources of innovation for the Chinese leadership.*

Fourth, one of the important questions to be answered will be the question of
the legitimacy of the present power structure. Figure 4.4 summarizes the major
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dimensions of this question. The assumption generally admitted by Western schol-
ars is that after the Mao Era (when legitimacy was mainly based on charisma) and
the considerable damage that the Cultural Revolution did to the image of the CPC,
the strategy adopted by Deng consisted in providing the Chinese people with a
better standard of living by progressively introducing market mechanisms in the
Chinese economy.*® The satisfaction of the economic needs of the people should
restore the confidence in the CPC and thus its legitimacy as the dominant group
in Chinese society.

To complete this assumption many Western scholars formulate the complemen-
tary hypothesis that the introduction of market mechanisms will put some heavy
pressure on China for the introduction of a political system similar to the Western
one, or at least to adopt a legal system based upon the rule of law. This pressure
would come both from within (because of the need of supporting the emerging
internal market) and from abroad (because of the need of integrating China into
the global economy, especially after its accession to the WTO). The subsequent
question is whether the Chinese leadership and the Chinese society (namely its
fundamental social values) are guiding the Chinese political system in this direc-
tion. In case of a negative response, one could forecast some serious difficulties on
the road to implementing an effective and efficient market economy, or, one could
formulate an alternative hypothesis, according to which the Chinese leadership will
be able to set up some ‘functional equivalent’ to the Western model, especially to
the rule of law, supporting the market economy with the same effectiveness the
rule of law has done in the West.
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Figure 4.4 Legitimizing power in China.
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Referring to Figures 4.1, 4.2, and 4.3, and applying them to China, we can first
confirm what I have already put forward; that is, that the CPC constitutes the
dominant group within Chinese society throughout the life of the PRC from Mao
to the present. This is true in spite of the numerous changes that have occurred
within Chinese society and the political system. I will come back to this point
later in this chapter. For the moment it suffices to say that, in addition to the
analysis of Western scholars that points to the strong (and for many the authorit-
arian) power of the CPC, the Party itself, and its most prominent leaders, publicly
confirm this statement.* In the process of introducing the market mechanism, the
Party has taken, implemented, and monitored all the decisions. Of course, deci-
sions have been adopted by the Chinese parliament at the meetings following the
Party congresses where these policy options have been first taken. After formal
parliamentary adoption, policies have been implemented by the government and
its administration under the Party’s supervision and control. We have seen in
chapter 1 that there is a remarkable symbiosis between Party and government.
This is why many Western scholars qualify the Chinese regime as a Party—State.
In short, the Party still controls the economic, legal, and cultural structures of the
power system. But, as in the case of Western liberal democracies, the relationship
between the Party—State and the people is by no means a one-way one, in which
the Party—State gives orders for the benefit of a small elite. Already since the Mao
era, the goal of the Party—State has been to restore China’s power and to provide
the Chinese people with better living conditions, the two objectives being strictly
linked to each other in a two-way causal relationship. That has been obtained
already during the Mao era, although with limited results that moreover have
been overshadowed by the mistakes of the Great Leap Forward and, even more,
of the Cultural Revolution. In this perspective, Deng’s choice in favour of market
mechanisms is strictly in line with the objectives of Mao’s strategy. Only the means
change.

Of course, by introducing market mechanisms within its economy, China has
automatically given more freedom to the people in this domain. The consequences
have been the emergence of professional associations, which are not really a nov-
elty for China as similar organizations already existed under the Imperial regime
and during the first half of the twentieth century.’® Moreover, mass organizations
such as the trade unions and the All-China Women’s Federation have developed
many activities that are linked to the changes in Chinese society after the intro-
duction of market mechanisms. For example, following the increasing number of
divorces that are, at least financially, more harmful to women, and following the
emergence of unemployment (that touches more women than men) the All-China
Women’s Federation (which has branches all over China) has implemented a
variety of activities aimed at helping women that suffer from the consequence of
divorce and/or unemployment. These activities concern legal support for obtain-
ing alimony, and for obtaining new competencies through training in all domains
of economic activities from the most modest ones to those requiring university
training. The activities of this type of association can bring to the attention of the
Chinese leadership problems and solutions that it has not thought of by itself. That
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other changes in this direction are under way, is seen in the increasing number of
non-government and non-profit organizations.*®

But the more important question is: what are the benefits of the reforms for the
Chinese people, and do these changes meet the approval and support of the major-
ity of the Chinese people? In chapters 2 and 3 I have provided some evidence that
remarkable improvement in the standard of living of the Chinese people has been
realized, especially after the reform started in the 1980s. The economic develop-
ment achieved by China, thanks to the reforms introduced by Deng Xiaoping since
1978, is quite impressive. In the second and third chapters [ have mentioned that the
World Bank has recognized on several occasions the remarkable progress achieved
in all economic, social and environmental domains; the Bank even pointed out the
formidable challenges that face the Chinese leadership today. In chapters 2 and
3 T have also pointed to the negative consequences of economic development as
has been conceived of and managed during the two first decades of the reform
era: disparities between provinces and within provinces, especially between urban
and rural areas; and different kinds of pollution of the physical environment, with
dramatic consequences for public health. I have also pointed to the new policies
conceived and in part implemented by the Chinese leadership since the mid-1990s
for correcting these negative consequences.

What are the reactions of the Chinese population? Official records show an
increasing number of protest movements throughout the country, mainly due
to the negative consequences of economic development and the difficulties the
Chinese leadership has to fight against illegal and immoral behaviour on the part
of those who ruthlessly profit from the opportunities (i.e. more freedom) offered
by the reforms and by the difficulties of managing the transition process. Examples
include corruption, illegal sale of land to real estate promoters and consequent
destruction of old habitations and the displacement of the tenants, non-payment of
wages to migrant workers, etc. In spite of these problems, which the Party—State
is taking very seriously today, the majority of the Chinese people seem to sup-
port the development strategy set up by the Party—State. There are not the vast
protest movements throughout the country that many naive Western observers
have predicted during the whole life of the PRC, basing their forecast mainly on
the concept of freedom that is dominant in the West: freedom in the polity first,
and then in the economy, in this order. It seems that the Chinese idea of freedom
places economic development first as a means of giving the people the chance of
becoming free from poverty, hunger, and ignorance. This choice has consistently
been followed by the Chinese leadership. The recent change of the development
strategy (to which I referred in the third chapter) is the last manifestation of this
strategic choice: give to the people the standard of living that frees them from
poverty (economic development) and from the hazards of life in a competitive
economic system (unemployment, health, and old age insurances).

Nevertheless, some of the features of the organization of Chinese society seem
to constitute serious obstacles to the further development of the wellbeing of the
Chinese people. Some scholars, both in China and in the West, have pointed out
these difficulties since the mid 1990s. Most of the time these obstacles are found in
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the weaknesses of the economy (and more especially in the financial sector) or in
the political system which is (according to the majority of Western scholars) non-
democratic. And this today explains, and will explain even more so tomorrow, the
incapacity of the Chinese leadership to fully satisfy the expectations of the Chinese
people. I have showed in this book, and I have just summarized in the preceding
paragraphs, that this is not the conclusion of my research, even though I concede
that much more progress has to be made. The obstacles and difficulties I wish to
refer to in the following section are more particularly linked to some cultural traits
inherited from the Imperial past and that are still today operating within Chinese
society, especially at the top level.

1.4 The road to a market economy and its difficulties

As I have mentioned more than once, analyzing China’s reform process, its histori-
cal, ideological, and scientific premises, as well as its major features in its present
situation (not to mention what the process will be in the future) is not an easy task.
A lot has been written about these phenomena, and the literature abounds in cata-
strophic prophecies as well as in over-enthusiastic apologies. My purpose is less
pretentious and less prophetic. For the sake of assuming a realistic perspective, 1
will focus on the conditions of Chinese society (some of which are not favourable)
in which the reform process is taking place, as well as on the major obstacles on
the road to a market economy. Having said that, it is clear in my mind that the
considerations I will develop in the following paragraphs, some of which might
seem rather critical, should be taken by my Chinese readers as my expression of
the interest, concern, and sympathy I have for this great people and civilization.
To quote the Western proverb (but I am sure that there must be a similar one in
China): “You have to be cruel to be kind ...’

1.4.1 The weaknesses of the legal system

By commenting upon Figure 2.1 in chapter 2 I have analyzed the difficulties facing
the Chinese leadership resulting from Deng’s development strategy. Here I will
comment on the additional difficulties linked to the Chinese culture, starting with
those concerning the legal system. This is, according to the overwhelming major-
ity of Western scholars, one of the major weaknesses of the Chinese political and
administrative system.”’ I refer here to one of the most complex problems of mas-
tering a market economy in China, as it is deeply embedded in some of the features
of the Chinese culture, of which I will speak in the next paragraph.

First of all, it is necessary to point out that the Chinese tradition in this domain
is quite different from the Western one, where behaviour based upon interpersonal
relationships prevails over behaviour oriented by formal rules (laws and regula-
tions). Since the political liberal revolution of the end of the eighteenth century and
all through the first part of the nineteenth century, the idea of a legal structure to
which all the people, including those in power, are subordinated, has been widely
accepted by all political families. Separation of powers, checks and balances,
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multiple party systems, and freedom (sanctioned by constitution and laws) for all
sorts of interests to organize (interest groups), representing autonomously (i.e.
without any state interference) the various segments of the social structure, have
become fundamental features of the Western system of government.

The major features of Chinese culture that make it difficult to set up a legal sys-
tem based upon the rule of law are summarized in Figure 4.5. It is true that under
pressure from the policy of opening up to the outside world, and even more after
the entrance into the WTO, China has embarked upon a process of completely
redesigning its legal system, either by amending the existing legislation or by pass-
ing an impressive amount of new laws and regulations. But the road which leads
from the ‘rule by law’ to the ‘rule of law’ is still a long one.*®

The result is that the legal norms are too often undetermined and subject to
interpretation, most of the time by political interferences, at least for important
aspects of the management of the legal norm, from its preparation to its adoption
and implementation. This may be one of the sources of difficulties for giving
impetus to the private sector (both Chinese and foreign enterprises) as one of the
major imperatives of a market economy is that law, government, and administrative
behaviour should be as predictable as possible.

1.4.2 Chinese culture and market economy

Figures 4.6 to 4.10 summarize the main features of Chinese culture that seem to
constitute an obstacle to the development of a market economy. In the last part
of this section I will examine, with the help of the writings of a Chinese scholar,
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whether Chinese culture can provide a substitute (a ‘functional equivalent’) to the
features that coexist, and in fact support, the development of market economies in
Western countries. First of all, what strikes the Western observer of Chinese culture
is the propensity for what someone has called ‘the cult of secrecy’, which has the
consequence of making the functioning of the whole system rather opaque; that
is, contrary to one of the requirements of a sound market economy: transparency
(Figure 4.6).

Some of my Chinese friends have pointed out that this might be the case for
a Westerner observing the functioning of Chinese society, but that Chinese peo-
ple are quite aware of what is going on. Granted, but it remains that dealing in a
global economy, especially when one wants to have commercial intercourse on
that global market (selling and buying), and when one wants to attract foreign
investments from that same global market, it seems that the economic game in
that market should be played according to its rules. It is, in my opinion, a simple
question of rational and efficient behaviour, and not a question of defending one’s
own cultural difference. Moreover, as I have pointed out before, it is in part this
lack of transparency that constitutes a serious obstacle to the development of an
efficient financial market.

The second cultural feature is the preference for practice and techniques as
opposed to theoretical thinking (summarized in Figure 4.7). It is well known that
Chinese scholars have made enormous progress since the beginning of the twen-
tieth century, when several universities were created. And in the natural sciences
Chinese scholars are second to no one in the world. Nevertheless, one can have
some doubts whether this trend has touched the economic and social sciences as
well. No doubt, many Chinese economists (and I personally know some of them)
are quite competent. But it seems that, at least until recently, they have had some
difficulties in being heard by the political leadership.
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The case of social scientists is even more dramatic. True, even in the West, peo-
ple in power have often regarded the social scientists with some suspicion. After all,
it is the duty of their science to discover what works and, more disturbing for the
people in power, what does not work in our societies. Nevertheless, it is true that
economists and, to a lesser extent, social scientists have been (and are still) able
to provide expertise to the people in power, express their findings and opinions in
the open, and be heard by the policy-makers.

Moreover, it seems that in the domain of economics and social sciences there
has been an import of foreign ideas (or more precisely of foreign ideologies, even
if they have been adapted to the Chinese condition) and that the practical arrange-
ments (laws, regulations, administrative decisions) deriving from those ideas (or
ideologies) have been implemented without thorough scientific scrutiny. This is
maybe one of the reasons that explain the poor management of the time factor when
implementing these ideas. It is necessary here to refer to the adoption of a Soviet-
type command economy; to the Great Leap Forward (see Figure 4.9), and to the
strategy of economic development adopted at the end of the 1970s, that is clearly
based upon an interpretation of parts of the classical liberal market economy. At
that time, the negative consequences of a market economy were well known in
Western literature, especially in the mainstream of welfare economics, and in the
writings of those favourable to the establishment and development of the Welfare
State. It is surprising that it is only 15 to 20 years after the beginning of the reform
process that these negative consequences have been publicly recognized by the
Chinese leadership, alerted, it must be remembered, by some of the most skilful and
imaginative Chinese scholars, as I explained in section 1.1 of the third chapter.

But the facts are here: as I have shown in chapter 2, there have been several
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important negative consequences of the development of the economic system based
upon a market economy and opening up to the world economy. These difficulties
and problems must now be tackled, at a time when pressures from both within
Chinese society and abroad are quite compelling.

To overcome these problems, the Chinese leadership seems to count on another
cultural feature: the sense of cultural superiority, based upon a very long history,
and the faith in the political genius of the Chinese people (see Figure 4.8). This,
combined with the obsession for unity (also a cultural trait coming from that long
history) leads to an obsession for political and social stability, and this in turn leads
to little tolerance for the formation of autonomous social organizations, as they are
interpreted as a menace to the leadership of the CPC. Moreover, the CPC seems to
want to control all kinds of organizations (e.g. trade unions, and women’s organi-
zations), and I have already pointed to the will of the CPC to interfere with all the
stages of the legislative process (management of the legal norms).

In this context it is interesting to note that in the West the existence of different
sources of power, and the tolerance for the expression of different opinions in the
open (for or against the actions of those in power) has submitted the leadership to
a type of control that most of the time has permitted it to avoid making mistakes,
or at least to be able to correct them in time. There have been of course some
remarkable exceptions, the most recent being the 2008—9 financial and economic
crisis, that for many observers seems to have put a new and extraordinary pressure
on the Western political and economic system. And this may lead to a substantial
restructuring of the whole system, and for some even to its collapse. Although the
history of capitalism has shown that liberal democracy has been capable of over-
coming a crisis and re-emerging with renewed strength and faith in its superiority,

Sense of superiority
Obsession for unity (constant reference to the — long — history and
faith in the national genius inherited from the past)

Obsession for stability
(social and political)

Little tolerance for the formation of
autonomous social organisations

Menace to the dominant Moves to integrate them
position of the CPC into the Party

Figure 4.8 The problems of the cultural structure: obsession for unity and the sense of
superiority.



180 Reconciling State, Market, and Society in China

one cannot exclude that this crisis will contribute to reinforcing the faith that the
Chinese leadership has in its political genius and to persistence in the line defined
by Deng and redefined by Hu Jintao. Prospects for convergence between the West
and China will be then bound to vanish for a long time.

Another cultural feature further reinforces the abovementioned ones; namely
the obsession for power and prestige, both domestically and internationally (see
Figure 4.9). This seems to be linked to the preference for grandiose projects that
may rapidly produce spectacular results: again the Great Leap Forward, but also
the establishment of the Special Economic Zones, the will to accelerate economic
development, and the desire to rapidly restore China as one of the major world
powers. We have already seen in section 3 of the second chapter the consequences
(positive and negative) of this strategy. Moreover, Deng’s strategy in favour of
rapid economic development giving priority to the coastal provinces, where factors
capable of boosting economic development were significantly more favourable than
in the inner and western regions, seems to be in line with the liberal motto: “You
must first create wealth before you can distribute it.” Quite clearly, as the Western
experience has shown before China, creating wealth for some does not necessarily
mean that the wealth so created will be equitably distributed within the whole of
society. Huge disparities have developed in the West in spite of an extraordinary
increase of wealth (measured by GDP). As I have shown in section 3.3 of the sec-
ond chapter, China is now experiencing the same type of problems.

The implementations of the development strategy, its positive consequences,
but also the negative ones, raise the fundamental question of the legitimacy of the
existing power structure, as [ have already pointed to (see Figure 4.4, page 172
and Figure 4.10, page 181). It is difficult for a Western observer not to suggest
the legitimizing strategy used in our countries to gain support from the people in a
society where the increase of wealth has gone hand in hand with the development
of information, skills, and knowledge available to the masses, so that they can have
their say in the management of society. But of course this would be an ethnocentric
statement, that would not take into account the capacity of the CPC (probably the
only force capable of guiding the country toward modernity and prosperity, while
maintaining political stability) to address these challenges with solutions that will
have Chinese characteristics. Here I pose again the question of the existence of
‘Chinese functional equivalents’ to the way Western states sustain the development
of the market economy, and drive the attention of the Chinese reader to the fact
that the “Western Way’ has, since the 1980s, left an increasing number of people
with little or no benefits.

In short, the main obstacles to the improvement of the market (or of the market
mechanisms) can be summarized as follows. The various interferences by the Party
within the political process (that can be characterized as being politically excess-
ive, and technically insufficient) reinforce some of the traditional features of the
way of organizing society and polity, such as the imprecision and insufficiency
of the legal norm (this being linked to the lack of transparency and to the weak-
nesses of the financial markets) and to the bad management and insolvency of the
banks (already feeble because of technical inefficiencies, as I have explained in
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chapter 3) and to the poor performance of the SOEs. Furthermore, this contributes
to the weak fiscal capacity of the central state. Moreover the fragmentation of the
internal market is an additional negative impact on the overall performance of the
economy. The other traditional elements of Chinese culture may also divert the
Party—State from its main role of developing the economy as a means to improve
the standard of living of the population and restore China as a world power. Of
course, this does not mean that remarkable achievements have not been obtained,
nor that China will necessarily organize its economy, society and polity according
to the Western model. And this last remark leads me to the last part of this chapter;
that is, the Chinese search for functional equivalents.

2 In search of functional equivalents: is there a Chinese way?

Bearing in mind the cultural difficulties presented in the previous section, I will
introduce the last section of this chapter by briefly referring to the stimulating book
of a Chinese scholar of the Social Science Division of Hong Kong University of
Science and Technology.** Comparing the failure of the Soviet Union to introduce
market mechanisms within a planned economy to the success of the Chinese strat-
egy since the beginning of the 1980s, Lin finds that ‘these changes have taken place
without the overhaul of the political system’. Moreover, these transformations ‘have
been accompanied by a significant growth of political corruption and, relatedly,
rent-seeking activities’.** With the aim of explaining these apparently contradictory
phenomena, ‘Lin traces the decline of central planning to the interplay between two
emerging markets: an economic market for the exchange of products and resources,
and a political market for the diversion to private interests of state authority and
assets. He argues that the two markets have been mutually accommodating’, and
‘also suggests, in contrast with some views, that the expansion of concrete markets
for products and resources does not necessarily signify the ascendance of “the mar-
ket”, nor does it bear a linear relation with the rise of a legal-rational state’.*!

Figure 4.11 summarizes Lin’s theory and findings. In short, there are two
markets:*

1 ‘an economic market where the exchange of goods, services, and resources
takes place between economic actors’;
2 apolitical market, which in fact is subdivided into 2 markets:

2.1. ‘a political market where exchange takes place between economic actors
and state agents’, and

2.2. apolitical market where exchange takes places ‘among state agents them-
selves with regard to the use of state authority and assets.’

Lin further considers that the concurrent rise of these markets in the reform era
‘represents ... an essential feature of China’s transforming economic and political
institutions’.*

These markets have the following consequences and functions: first, in the
political market 2.1, ‘the exchange relations between economic actors and those
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involving state agents are mutually inducing and accommodating. Exchanging
favours with state agents helps reduce regulatory and resource constraints on favour
seekers and thereby enhances their ability to enter and compete in the growing
economic space outside the plan.’; second, the political market 2.2 ‘has weakened
mutual monitoring [...] and has facilitated the growth of exchange relations in
the political process’; and third, competition among economic actors for favours
from the state has reduced ‘entrenched barriers to economic freedom and growth.
It also limits the preferential treatment of firms, forcing them to look beyond spe-
cial favours for ways to compete on economic grounds while exploring additional
areas for rule bending.’*

Nevertheless, Lin admits that there are also some unfavourable consequences of
this institutional arrangement for the development of the market, as it contributes
‘to an overbuilding of production capacities, and creates growing pockets of slack
in under-performing enterprises’. More important for the efficient use of public
resources: ‘it also stimulates state agents’ attempts to increase the diversion of
public resources [i.e. corruption], which consequently drains the state’s capacity

to provide goods and services’.**

2.1 The opening up of the political system

The opening up of the Chinese political system was inevitable if the process of
modernization was to succeed. As I have pointed out in chapter 1, the process
of modernization implies the availability and use of technical competences that
exceed by far ideological values. Mao managed Chinese society and polity through
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Figure 4.11 China’s functional equivalents.

Source: Yi-min Lin, Between Politics and Markets, Cambridge Univ. Press, 2001.
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a revolutionary public management. This led him to organize several political
campaigns that culminated in the Cultural Revolution that I have interpreted as
a move to retain and reclaim power that was in the process of being seized by
the bureaucracies that were emerging within the Party, the government and the
universities. This bureaucratization process was necessary as Mao initiated the
modernization of China. Figure 4.12 summarizes the transition from Mao’s public
management to Deng’s.*

Let me point out that this transition inevitably drove Chinese management
toward the well-established rational logic of modern public management based
upon, as far as possible, scientific evidence, as summarized in Figure 4.13.
Furthermore, this corresponds to one of Deng’s slogans ‘seeking truth from facts’,
as one of its most important outcomes is to improve the predictability of actors’
behaviour, especially of public authorities. This is in fact a characteristic modern
societies need in order to support rational behaviour within the market economy
where actors, in order to make rational calculations, need to count upon the predict-
ability of the state’s behaviour.*’

In order to acquire the competencies necessary to manage modernization thanks
to the introduction of market mechanisms, the Party has implemented a set of meas-
ures that in fact opened the Party—State to the sources of competence it needed.
These sources are both internal and external to China: universities, intellectuals,
businessmen for the former, developed countries (both Western and Eastern) and
international organizations for the latter. The importance of acquiring technical
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competencies both in the domains of public management and in enterprises (espe-
cially SOEs) has been strongly emphasized by Chinese leaders; for example, at the
Party Congresses of 2002 and 2007, as I have shown in chapter 1. Moreover, the
Party has opened the decision-making process thanks to four types of measures:
association, cooperation, consultation, and appointment. First, it associated with
the decision-making process researchers and think tanks of some universities where
one can find researchers studying the negative consequences of development, as
well as the development of law and civil society. Second, it started to cooperate
with international economic organizations such as the World Bank and the Asian
Development Bank. These organizations are mainly interested in the improvement
of economic efficiency, but for the last few years also with equity.*® Third, the Party—
State started to consult non-communist experts either within the abovementioned
organizations or through bilateral cooperation projects. Finally, several non-
communist top-level experts have been appointed within the administration, and more
recently even at the top political level; I can quote the appointments of the Minister
of Science and Technology, Wan Gang, appointed in April 2007, and the Minister
of Health, Chen Zhu, appointed in May 2007, who are not members of the CPC.

As a consequence, the structure of the decision-making process has become
more open and this allows the Chinese leadership to acquire the scientific knowl-
edge it needs for choosing the policy options that best fit its overall development
strategy, not only for sustaining economic development, but also for adopting the
policies necessary for re-balancing Chinese society, as we have seen in chapter 3.
Figure 4.14 summarizes this new decision-making structure.

Of course, this structure does not correspond to the Western idea of a democratic
process, where political parties, pressure groups, and all sorts of organizations are
either invited to take part in the decision-making process or have the possibility
of expressing their ideas in case they are not consulted. I will come back to this
important question in the last part of this chapter and in the conclusion to this book.
Here I will mention that liberal democracy has to cope with the difficult question
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* Mao Zedong, ‘Rende zhengque sixiang shi cong nail laide?’, Selected Readings from the Works of
Mao Zedong, Beijing, Waiwen Chubanshe (Foreign Language Press), 1967, p. 405.

posed by the opposition between the law of numbers (i.e. the fact that in a liberal
democracy decisions are taken generally by majority vote) and the problem of
choosing the best possible option, which cannot be based on a majority vote but
on the best possible solution supported by scientific evidence. For now, it suffices
to say that since the end of the Mao’s era the Chinese choice of public policies has
been increasingly determined by the latter. And this explains the opening up of the
Chinese decision-making process to all sorts of sources of knowledge.

The search for the knowledge useful for the decision-making process is further
strengthened by the development of the Central Party Schools.* Four Party Schools
have been set up recently by the CPC to complete the training organized tradition-
ally within the Beijing Central Party School: in Dalian for the top SOEs’ managers,
who study the improvement of the management of SOEs in the modern economy,
in Yanan and Jinggangshan for the training in revolutionary traditions and condi-
tions of the country, and in Shanghai (Pudong) for the training in international
affairs.*® In these schools modern management techniques as well methodology for
analyzing policy options are offered to the top cadres of the Party. For example,
the Party School of Pudong (the most modern of them all) organizes training in
different domains. As you can see from the list given in the footnote, in addition to
technical topics related to the present policy agenda, there are also topics related to
the past, such as the ‘introduction to Chen Yun’s thought’, who has been for many
years the chief economist of the Party and responsible for the planned economy
during the Mao era.’!
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Even the members of the Permanent Committee of the Politburo attend training
sessions. For example, during 2007, 44 sessions were organized for these very
top leaders in the domains of social problems (11), strengthening of the Party (9),
economic development and reforms (7), rule of law (7), technological development
(3), and other (7); that is, one session every six weeks.

Training abroad is also organized for cadres of all levels, especially for top
leaders. As I said in the preface, I was personally involved in one of these train-
ing programmes organized between 1998 and 2003 for top leaders of the public
administration and the Party at the central and local level. The topics chosen after
in-depth discussion with our Chinese partner (a training centre reporting directly
to the Organisation Department of the Politburo) indicate the seriousness with
which these cadres have envisaged their training, that covered practically all the
most important domains of public management, as well as the interface between
the government and the economy, including privatization and contracting out.*

Amongst the governmental think tanks, The National Development and Reform
Commission (NDRC) assumes a paramount role. This commission has replaced the
old Planning Commission set up in 1952 for the purpose of steering the planned
economy. Reporting directly to the Prime Minister, the main functions of the
NDRC today are:

1 to formulate and implement strategies for national economic and social
development, long-term plans, annual plans, industrial policies and price
policies;

2 to monitor and adjust the performance of the national economy, maintain the

balance of economic aggregates and optimize major economic structures;

to examine and approve major construction projects;

to guide and promote economic system restructuring;

5 to carry out strategic readjustment and upgrading of industrial structure,
coordinate the development of agriculture and rural economy and guide the
development of industry;

6 to formulate plans for the development of the energy sector and manage the
national oil reserve;

7 to promote the sustainable development strategy, social development and
coordinated development of the regional economy and implement the Western
Region Development Program;

8 to submit the plan for national economic and social development to the
National People’s Congress on behalf of the State Council in accordance with
the Constitution.

ENVS)

The NDRC has a staff of 890 civil servants and 26 functional departments,
bureaux, and offices.*® In order to give an idea of the vast field covered by the
NDRGC, it is interesting to mention the following departments: Department of
Development Planning; Department of Fixed Assets Investment; Department
of Economic System Reform; Department of Industrial Policies; Department of
Foreign Capital Utilization; Department of Rural Economy; Bureau of Energy
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(National Oil Reserve Office); Department of Transportation; Department of High-
Tech Industry; Department of Small and Medium-Sized Enterprises; Department
of Resource Conservation and Environmental Protection (Office of National
Coordination Committee for Climate Change); Department of Social Development;
Department of Fiscal and Financial Affairs.>

During the last decade particular importance has been conferred on the contribu-
tions to the decision-making process from the major universities. These fulfil three
major roles: first the training of young scholars who could later become civil serv-
ants or Party cadres, as well as adult education addressed to civil servants and Party
cadres. The government has invested a lot of money in improving both university
infrastructure and the salaries of academic personnel. Moreover, the government
has financed study abroad for many professors and young advanced students, and as
already mentioned before, it has conferred on the best universities the organization
of Masters programmes in public administration. The second task of universities,
which has been much developed, is the provision of expertise to the government.
The example of social security presented in chapter 3 has shown that the debate on
the options open to China for organizing its new social security system has been
supported by a great number of university professors and researchers providing a
great variety of options from which the government will have to choose.

Regarding the third and final role, the universities constitute an intellectual open
space where policy options are freely discussed amongst academics of all levels.
Within the best universities a great deal of research has been developed dealing
with several very delicate topics, such as corruption, disparities, the role of NGOs,
foreign policy, the relationship with the US, the best way toward further economic
development, social security reform, etc. These academic activities testify to the
vibrant development that is taking place within Chinese universities, and more
widely within the Chinese intelligentsia.>

By channeling information, expertise and scientific analyses from these various
sources, the Chinese leadership has considerably improved its capacity to design,
implement and monitor public policies aimed at sustaining economic develop-
ment and re-balancing the Chinese society. We may consider that the Communist
Party of China has become a learning organization. Figure 4.15 summarizes the
case of the preparation of the new Chinese health system which I have presented
in chapter 3. After years of experimentation at the provincial level, a report of
the NDRC concluded that the existing system had failed due to a considerable
increase in cost, inefficiency, and the exclusion of a large part of the population.
The Party—State then set up a coordination group under the responsibility of the
Ministry of Health and the NDRC. This group coordinated the works of several
organizations: 12 agencies representing several ministries; the Universities of
Peking, Fudan, Renmin, Tsinghua (in cooperation with Harvard) and the Normal
University of Beijing; the World Health Organization; and the private consulting
company McKinsey. Several reports were presented by these organizations, and a
final report was presented to the Chinese leadership for evaluation and final deci-
sion. At the Party Congress of November 2007 President Hu Jintao announced the
imminent publication of the new Chinese Public Health System.
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It is at the end of this long process that the Chinese leadership has confirmed the
development strategy that puts ‘people first’. While reaffirming the dominant role
of the Party as well as its historic mission of leading the Chinese people toward
restored power and prosperity; it is also confirmed that the contradictions created
within Chinese society by economic development must be resolved, namely the
contradictions between rural and urban areas, economy and society, development
of economic capital and human capital, economy and environment. In order to do
so it is recognized that it will be necessary to:

[

re-balance the economy by reducing the inequalities

2 develop the economy, science and technology, and urbanization

3 reduce unemployment and the contradictions between capital development
and human capital development

4 coordinate the development between rural and urban areas, the economy and
people, the economy and the use of non-renewable resources, and between
the economy and respect of the environment

5 improve the social security system, housing, transportation and health

6 safeguard the interest of migrant workers.

The conclusion that can now be drawn from the data, information and analysis
presented so far in the four chapters point to the relative success of the strategy
and policy set up by the Party—State since the beginning of the reforms some
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Figure 4.15 Preparation of the reform of the Chinese health system.
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30 years ago: China has maintained an annual increase of GDP around 9 percent
for about 30 years; it has drawn out of poverty more than half a billion people; and
has become one of the major economic and political players in the international
system. Of course some serious problems have to be addressed: the average per
capita income is still low compared to the other major international players; several
million Chinese still live below the poverty line; disparities have increased bet-
ween provinces and between rural and urban areas; and air, water and soil pollution
has deteriorated the environment with dramatic consequences on public health. All
these problems have been addressed by the Party—State. Even if the challenges are
formidable, taking stock of the steering capacity of the Chinese leadership during
the 30-year long reform process, it is reasonable to forecast that in about 20 to
30 years, not only will China become the biggest economy in the world but that
Chinese society will be more balanced and prosperous.

Still, there remains a question that has been formulated by a majority of Western
scholars: China is not yet following the model of a liberal democracy, and therefore
it is bound to fail in its endeavour. This is the question I am going to discuss in the
following and last section of this chapter.

2.2 Liberal democracy, the rule of law and the Chinese way*’

It is out of the question to discuss here in detail the different approaches to liberal
democracy available in the vast literature provided by Western scholars. I would
rather take into consideration some of the fundamental dimensions of the Western
model and see how they compare with the Chinese one. Generally, the Western
model is characterized by two fundamental elements: democracy and the rule of
law. Most of the time democracy is considered effective when a relatively free
electoral process is organized in which all the political parties, existing at the
moment the electoral process is open, are allowed to effectively compete. And it
is with great satisfaction that Western countries salute the introduction of elections
in non-Western countries in which they have favoured or imposed elections.*®
This event is usually celebrated as a victory of democracy. Nevertheless, this
institutional arrangement does not seem to be sufficient. In fact, on many occa-
sions Western countries refuse to accept the result of elections when they bring to
power a party whose ideology and/or the political agenda they disapprove of, as
happened in the 1970s in South America and more recently in Palestine and Iran.
Moreover, it seems to me that, in the context of Western liberal countries, the
holding of elections cannot be considered as a sufficient indicator of democracy.
At most, elections can be considered an indicator of representative democracy
and not of other forms of democracy as they exist for example in Switzerland. In
this country, the people not only elect their representatives in Parliament, but can
also oppose laws voted by Parliament by referendum, and can initiate a legislative
process or a constitutional amendment by using the right of initiative. In addition
to that, many other features of the political system must be assured for constituting
a real democracy in the liberal sense.

For this reason, many Western scholars have started to qualify the system of
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other types of regime as ‘non-liberal or illiberal democracies’.” Moreover, they
complete the requirement of free elections with the notion of the rule of law.
Although this term is used in everyday political discourse in a generic sense,
meaning that the law is superior to everybody including the rulers, from the point
of view of public law and political philosophy the rule of law can assume different
forms. Proceeding to a more in-depth analysis, Randal Peerenboom, following the
work of Leon Fuller,® operates the distinction between ‘thick and thin conception

of the rule of law’.%!

Briefly put, a thin theory stresses the formal or instrumental aspects of law
— those features that any legal system allegedly must possess to function
effectively as a system of laws, regardless of whether the legal system is part
of a democratic or non-democratic society, capitalist or socialist, liberal or
theocratic. Although proponents of thin interpretations of rule of law define
it in slightly different ways, there is considerable common ground [...] In
contrast to thin versions, thick or substantive conceptions begin with the
basic elements of a thin conception, but then incorporate elements of political
morality, such as a particular economic arrangement (free-market capitalism,
central planning, etc.), forms of government (democratic, single party social-
ism, etc.), or conceptions of human rights (liberal, communitarian, collectivist,
‘Asian values’, etc.).%

Then Peerenboom goes on to say that there is relatively little controversy over
the merits or elements of a thin rule of law. On the contrary, ‘there are competing
thick conceptions of rule of law, and considerable disagreement over particular
aspects of particular thick conceptions in China, Asia, and elsewhere’.® And
he warns that ‘when laws are at odds with the dominant values they are rarely
implemented’.%

The content of human rights is then what counts. In the West the content is
generally composed of a set of human rights (civil and political rights) that confer
to the citizens several freedoms (of thought, expression, association, of commerce
and enterprise, as well as, and above all, the protection of private property, and free
elections) and whose state’s organization is based upon the principle of the separa-
tion of powers. But what constitutes the main characteristics of the rule of law is
that it must be a supporter of the market economy, or more precisely of capitalist
economy.® Even Peeremboom, one of the Western scholars most sympathetic
toward China’s achievements, not only in the economy but also in the construc-
tion of a legal system close to the Western ideal of the rule of law, seems to use
the Western model as a standard against which to appraise the Chinese system.%
Clearly he admits that China may evolve toward a democratic system that most
likely will not be liberal, but that nevertheless will possess a special form of a thick
rule of law. Furthermore he gives the impression that he regrets that China has not
for the moment adopted, and may in the future never adopt, the Western model.*” At
the annual session of the National People’s Congress of March 2009, its President,
Wu Bangguo, declared that China will never copy the political system of Western
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countries and called on Chinese lawmakers ‘to maintain the correct political ori-

entation with the leadership of the Communist Party of China as the core’.*®

Conclusion

The research upon which this book is based, confirms some of Peeremboom’s
conclusions about China as an example of the East Asian model.*’ Slightly different
from the Peerenboom characterisation, I propose to retain the following elements
characterising China’s system as it stands today. First, the Chinese leadership has
given priority to economic growth rather than civil and especially political rights
during the initial stages of development, i.e. for at least two decades from the his-
toric decision of 1978 in favour of reforms. Nevertheless, it would be unfair and
misguiding not to mention several innovations that little by little have moved the
focus of reforms away from the priority given to GDP growth towards the adoption
of a set of policies that ‘put people first’.” To begin with, some rights have already
been granted in the economic domain, such as the protection of property rights,
the right to buy and sell, and a reasonable guarantee of freedom of commerce and
enterprise, even if private companies have limited access to financial institutions.
Moreover, some measures aimed at assuring a better protection of employees have
been adopted, such as the new Contract Labour Law.”" The implementation of the
hukou system has been relaxed in order to improve the access of migrant workers to
public services in the municipality where they work most of the time and not in the
village where they reside officially. In the legal domain, the right to appeal to courts
has been strengthened, even if the functioning of courts is not yet satisfactory due to
alack of competence and interference of public authorities. Huge numbers of people
living in the western and inner provinces, the majority of whom make their living
in the countryside, have benefited from the abolition of agricultural taxes and fees,
and moreover substantial investments in infrastructure have improved the prospects
of development in these provinces. After decades of experimentation, a universal
social security system is emerging for both the urban and the rural areas. Finally, the
organization of elections at the village level has been generalized, and experiments
are underway with some electoral methods for the selection and confirmation of
Party and government officials at various levels of leadership.™

Second, a pragmatic approach to reforms, that puts more emphasis on the real
situation and possibilities of China instead of ideological considerations; this way
of considering the strategy open to China for managing its own development in all
domains (economy, society, polity, and legal system) has driven China to deny the
validity of the Washington consensus and pursue its own way to development: the
Beijing consensus and, under the leadership of Ju Jintao, implementing the new
development strategy that “puts people first”.”



Conclusion

The reconciliation of state, market and
society in China

While the considerations I have developed shed some light on Chinese society,
economy and polity, one question remains without a clear answer: why should
China embrace the main features of Western liberal democracy? This question is
closely related to the ‘convergence thesis’ I have mentioned on several occasions:
China decided at the end of the 1970s to incrementally abandon a planned economy
and introduce market mechanisms, and on completion of this process it will end up
with a market (or capitalist) economy. The best and only way to achieve this goal,
the argument goes on, is to set up a political system based upon liberal democracy
and its fundamental characteristics; that is, the rule of law, human rights and fun-
damental freedoms, including the right to own private property. It follows that the
related question is: if one considers that conversion to ‘liberal democracy’ is the
strategy China should follow to develop its economy and thus improve the standard
of living of its population, are the fundamental values of Western liberal democracy
universal in character, so that China may eventually choose to adopt them as part of
its own political culture sometime during its own historical process? And China’s
accession to the World Trade Organization (WTO) in 2001, via which it has today
become embedded in the global market economy, constitutes an additional factor
that should drive China toward the adoption of liberal democracy.

In order to answer these questions, I will first examine to what extent the
Universal Declaration of Human Rights (hereafter the Universal Declaration) may
be used as an ideal model for orienting the development of human rights in China,
and second I will examine whether the actual implementation of liberal democracy
in the West may serve as a practical model for China.

It is difficult to find universally accepted answers to the questions related to
human rights; namely the definition of their content, their existence as universal
principles, and the extent to which they are actually implemented in various his-
torical situations. Certainly one could consider that they exist as principles that
must be discovered during history by the various civilizations. This is clearly the
answer given by the authors of the Universal Declaration.! But as civilizations have
evolved at different paces and have developed different cultural frameworks, the
core values of their cultures differ in important aspects that have resulted in differ-
ent concepts of the relationship between individuals and society, as well as between
individuals and polity, and consequently in different concepts of human rights.? In
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this situation, the challenge is: how to manage the relations between civilizations
when one of them considers that it has discovered universal human rights, and is
moreover convinced that it is invested with a civilizing mission of imposing them
on the rest of the world?’ Is it true that this way of approaching the question of the
universal character of human rights has led some to believe that we have come to
the end of history and, even more, that the clash of civilizations is inevitable?*

Even so, one could still consider that the Universal Declaration constitutes a
reasonable ideal model providing a set of standards against which different civili-
zations can be evaluated. Nevertheless, one is forced to admit that human rights as
defined by the Universal Declaration are rarely fully implemented even by countries
that explicitly consider that these rights constitute the foundations of their political
system, and that moreover use them as standards for evaluating and criticizing other
countries.’ Several problems make it difficult to use the Universal Declaration as a
standard against which to assess China’s compliance with human rights.

To start with, the Universal Declaration has been adopted two and a half mil-
lennia after the ideas of democracy (to which many of the fundamental rights are
connected) first appeared in Ancient Greece. In the first chapter of this book I
have already pointed out the very long history the West had to struggle through,
and the very long list of dreadful and atrocious violations of human rights Western
countries had perpetrated before an agreement could be reached at the moment of
writing the Universal Declaration. And even at that time, many countries that voted
on the Declaration were nevertheless miles away from applying it in many respects.
On the other hand, ideas of liberal democracy and constitutional law emerged in
China only in the course of the nineteenth century, after two millennia of Imperial
power. Only after the Chinese Empire collapsed in 1911, was a serious attempt
made for the first time to implement these values within the architecture of the
First Republic, but they did not last long.® Moreover they were clearly considered
by Sun Yat-sen as an objective to be realized during the third stage of the process
of modernization, as I have shown in the first chapter. Very quickly China came
back to ways of organizing its polity more in line with the fundamental value of
its political culture inherited from the Empire: centralization, unity, harmony, and
exclusion from power of competing alternative forces.” This means that the indi-
vidual history of countries and cultures is the fundamental factor that determines
the acceptance of the human rights of the United Nations Declaration as universal.
Of course one can still formulate the hypothesis that even countries that do not
agree with the rights defined in the Universal Declaration may one day ‘discover’
them and consider them as universal, and not as values imposed unilaterally by
Western countries to the rest of the world.

Second, one cannot consider the implementation of human rights as something
that can be realized simultaneously and in a short period of time, as the history of
human rights in the West very well demonstrates; the Universal Declaration was
adopted at the end of a long, incremental, non-linear process that the atrocities of
the Second World War have br