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Executive Summary

By Debi Bark and Dale Wen

This summary gives a brief description of China’s history since 1949, and analyzes the reform process since 1978. 

Maoist Era (1949 – 1978)


The Maoist industrialization drive from 1949 to 1978 was far from perfect, yet some of the overall achievements are quite impressive.  U.S. historian Maurice Meisner’s book Mao’s China and After notes some of the highlights:  China’s national income grew five-fold in 25 years (1952-1978); the industrial working class grew from 3 million in 1952 to 50 million in the mid-1970s—this includes 28 million peasants who worked in communal industries under a policy of small-scale rural industrialization.  Additionally, China’s industrial output increased at an average annual rate of 11.3 percent between 1952 and 1978.


Prior to 1978, there were two forms of ownership with industrial enterprises in China: all people’s ownership (which was changed into “state ownership” in late 1980s), and collective ownership (owned by villages or communities). The phrase “iron rice bowl” was often used to describe industrial employment and its associated benefits.  Wages were quite low; however, employees enjoyed lifetime employment, guaranteed pension benefits, health care, housing, and education for dependents, paid maternity leave, and other such benefits which created a high level of societal equity and security.  


In addition to lifetime employment and material benefits, many Chinese workers engaged in decision making and management issues at their place of employment.  In 1960, employees of Anshan Iron and Steel Corporation wrote the Charter of Anshan Iron and Steel Corporation which laid out principles of participation, reform, and integration. In recent years, many management experts acknowledge the similarities between the Charter and “new management” styles adopted in recent years in Japan, Europe, and the U.S.—ideas such as total quality management (TQM) and other employee participatory programs.


This high level of engagement in the management process fostered an elevated sense of ownership among all levels of employees and created a corporate culture unique to China reflected in a popular saying, “treat the factory as one’s own home.”

Researcher Dic Lo in his 1997 book Market and Institutional Regulation in Chinese Industrialization argues that Chinese state owned and collective enterprises were institutions accountable to major stakeholders—such as creditors and employees.  In contrast, private and publicly traded enterprises are driven by the principle of maximizing shareholder profits only.

China’s Reform Era—A Move Toward A Market Economy (1978 – 1992)


In 1978 the Chinese government began an official “reform” era.  During the initial ten to fifteen years, some salient features of the reform included:  breaking up of rural communes; designating Special Economic Zones (SEZs); introduction of “market mechanisms” into State Owned Enterprises (SOEs). Worker benefits were reduced and existing social safety net were steadily eroded by the market-oriented reform. 

A host of reasons contributed towards reform. Ideological differences have always existed among high-ranking Party members. Deng Xiaoping, the officially recognized “architect of China’s reform”, had been repeatedly labeled as a “capitalist roader” in many internal debates and struggles between 1949 and 1976. When Deng consolidated power in late 1978, he probably was ready to take the country into a new direction. Furthermore, Deng’s accession to power was marked by his triumphant visit to US in January 1979, the first official state visit between the two countries. In December 1978, Washington and Beijing announced that the two countries had agreed to establish official diplomatic ties. The normalization of relations between China and US (and the west in general) had been long in the making, starting with Nixon’s surprise visit to China in 1972. Deng had the good luck to preside over the climax of a diplomatic process initiated by Mao, and he fully capitalized on the opportunity. His US visit was widely publicized in both countries. It was reported that he was deeply impressed by the material wealth of the US, and it probably significantly influenced his thinking and consequent policy measures. Reform slogans such as “to get rich is glorious”, “development is the absolute need” certainly bear this mark. 

Western readers should be reminded that in the US, Ronald Reagan presided over the White House between 1980-1988; in the UK, Margaret Thatcher came to power in 1979. They ushered in a “golden age” of privatization and neo-liberalism. In hindsight, it was a rather tragic coincidence that China’s full engagement with the west started at that particular time. The ideology of market competition and social Darwinism were introduced into China as “the recipe” for success, and convinced many officials and intellectuals. Additionally, the East Asian Tigers (that is, Hong Kong, Singapore, South Korea, and Taiwan) were experiencing great economic success, offering attractive examples of export-oriented models.  The setup of SEZs along the coast was certainly modeled after these regions. 

While the reform was largely a “revolution from the top”, it did gather some popular support at the time. There was some general dissatisfaction among Chinese citizens—Mao’s promise of a utopian society had yet to manifest itself in the eyes of many. In his pursuit of egalitarian values, Mao had repeatedly tried to strip the elites (especially party bureaucrats and the intelligentsia) of the privileges they normally enjoyed. For example, many were sent to the countryside or factories to work with peasants and workers, to be “re-educated” by the working people. Many felt that they had been wronged and victimized in the process. By speaking to their grievances, Deng successfully garnered sympathy and support for reform from this group. While the elites only made up a small minority of the population, their political clout was quite considerable, especially as the workers and peasants were largely silent politically.    

Television was introduced into both urban and rural communities in the early late 1970s and early 1980s, and it played a role as well. Movies and TV series from Hong Kong, Taiwan and Japan flooded in, often giving examples of a more luxurious life. Started from mid and late 1980s, more and more American shows were introduced, fostering a culture of US worship. 

Smashing the Iron Rice Bowl


All of the above factors, and others, contributed to a new direction in China’s economic policies.  Central features of the urban reform, directed by “reform architect” Deng Xiaoping, included market reform of SOEs (characterized by contract system in these early years, and more radical privatization in later years), and opening up to foreign capital and investment.  Some SEZs were created during this period. 


In late 1979, the government selected several thousand state-owned enterprises to be operated on a profit-making basis. In early 1980, the program was expanded to cover 16 percent of SOEs.   The program was suspended at the end of 1980 because of a host of unanticipated fiscal and social problems including a burst of inflation. However, in 1984, the market-oriented reform resumed.  


The restructuring effort was centered on “smashing the iron rice bowl,” as reformist rhetoric of the time had it. The logic was that labor productivity could be increased greatly by ending the lifetime job security. Some new bonus and profit sharing schemes were implemented to stimulate production, as well as to mitigate opposition from employees. 


Still the opposition was intense and bitter, and the reformers compromised eventually: regular workers already employed in SOEs would retain their job security and welfare guarantees, but new workers would be hired on a contractual basis.  Over the years, a bewildering variety of contractual arrangements were worked out in different localities and enterprises, often with watered down benefits for new employees.  


Special Economic Zones in China functioned in a similar manner as other “special” or “free” economic zones such as the maquiladoras in Mexico. SEZs gave tax incentives to foreign- and jointly-owned corporations to attract foreign direct investment. Tax favors included: exemption from paying taxes in their first two profit-making years; tax write-offs of employee wages; and other such privileges.   Sweatshop conditions did not arise immediately. New private enterprises were compelled to maintain fairly decent labor conditions and offer generous salary in order to compete for Chinese workers: many still received benefits including public education and health care; guaranteed pensions; subsidized housing in urban areas; and other amenities similar to those at SOEs. 


In 1982, with little fanfare, the Chinese government quietly removed a clause granting the right to strike from the constitution, a right previously enshrined by Mao in 1975. At the time, the change raised little concern: after all, who would want to strike when people are treating the factories as their own homes? In hindsight, it marked the beginning of a slippery slope towards total commodification of labor.

Rural Communities in Crises

The key component of the rural reform was the de facto privatization of agriculture: rural collectives were disbanded. Though land ownership continued to belong to the village officially, usage right was contracted to individual households. Contrary to popular belief in the West, the collective system was not an entirely new invention by the communists— for thousands of years, various forms of communal land ownership had coexisted with private land ownership in China, particularly in areas of high population density.  This system of sharing land enabled regions to produce enough food for the community.  The collective system under Mao was not perfect and some communes were failing. But at the time, the majority of rural people experienced secure, dignified lives with social benefits including public healthcare and education.   


Instead of adjusting the collective system, radical reform was enacted. The individual household contract system was implemented. Hand in hand with the de facto privatization, the government decreased expenditure in rural investment. No collective institutions such as marketing coops or health coops were established to provide the functions previously offered by the communes. The early years of rural reform did experience a surge of agriculture outputs and rural income, largely due to introduction of chemical fertilizers, pesticides, and hybrid seeds. But ever since the government lifted the price control on agricultural inputs in the mid 1980s, the price of these items has been going up steadily, posing an increasing burden on the peasants. Since China joined WTO in 2001, the country has opened its borders to cheap, highly subsidized agricultural commodities from industrial nations, posing further challenge to the already ailing rural sector.

The tiny family farms (almost all under 1 hectare) were more vulnerable to natural disasters and market fluctuations.  In addition to declining rural public services, income losses were staggering—for example, 42 percent of rural household income decreased in absolute terms between 2000 and 2002.   As a result, millions from rural regions migrated to cities and manufacturing centers.


Decollectivization had important social impacts as well.  Women’s previous entitlements under collective rights were undermined, as the male heads of household were designated as contract owners. Communes used to provide support for old people who did not have family support. The deterioration or total disappearance of such benefits created a strong incentive to have more children. The fragmentation of rural community resulted in sharp increase in crime and other social maladies.  While traditional Chinese rural life might not have been a utopia of material goods, many now look back to a time of dignified livelihoods and relatively harmonious communities as a kind of utopia that quickly disappeared under the reform.  

Period of Economic Boon


During this period, China experienced remarkable economic growth.  In terms of GDP numbers, its progress in reducing extreme poverty is impressive.  In 1999, the World Bank raised China’s classification from a “low income” to a “lower middle-income” country based on its rise in income per capita.  The rationing system of the late 1970s, which covered basic items such as grain, cooking oil, sugar, eggs, meat, and clothes, disappeared and many modern luxuries like TVs, washing machines, and refrigerators are now in millions of homes, particularly in urban areas.  Car ownership, unheard of 20 years ago, has skyrocketed today in the capital city of Beijing to 11 cars per 100 permanent residents.   


Many in the West have hailed China’s adoption of the free market as being central to its economic success. However, it is noteworthy that central planning continued to play an important role in the first 10-15 years of reform.  In many ways, the Chinese government followed the model of the Asian Tiger economies by heavily regulating foreign trade and foreign investment as well as domestic industry.  The central government also maintained control of public services.  China’s state-directed development greatly contrasts with the shock therapy programs implemented in Eastern Europe and the Soviet Union, where foreign capital and corporations have flooded in with little government intervention or regulation. Still, the destabilizing effect of reform (corruption, growing social inequities, etc.) started to be felt across the sectors by the end of 1980s, leading to growing dissatisfaction. 

Tiananmen Square 



The massive protest in Tiananmen Square in 1989 was represented in the West as a demonstration calling for freedom and democracy.  This was indeed part of the impetus from the student protesters; however, the most popular and well-supported call of the movement was denouncement of official corruption—reflecting that social ills brought by the reform process were at the center of discontent. In the early months of 1989, the annual inflation rate reached a record high of 25% (inflation was kept below 1 to 2 percent throughout the Maoist Era), setting up the stage for the later protests. Western media has often neglected the important social and economic background of this movement, describing it in simple terms of pro-west and anti-communist. Wang Hui, a leading new left scholar in Bejing, has a different interpretation about the cause of the movement. According to Wang, these protests emerged in response to a series of market-based decentralizing policies and are therefore a part of the worldwide resistance to neo-liberal policies (see Wang’s book China’s New Order). Indeed, three months prior to the Tiananmen event, Deng Xiaoping, the architect of the reform period, realized that “China cannot allow demonstrations to happen too easily, …or else foreign investment will stop flowing in.” (INCLUDE IN FOOT NOTES:  Deng Xiaoping Wenxuan (Writings of Deng Xiaoping), vol. III, People’s Publishing House, Beijing, 1993, page 286.)
  

Further Reform—Rapid Adoption of Globalization  (1992 to 2003)


After the protests at Tiananmen square, the market-oriented reform was first put on halt. But in 1992, Deng Xiaoping visited  Shenzhen, the first SEZ, and this much heralded  “Southern Tour” started the market-oriented reform once again. Since then, the Chinese government has further embraced the tenets of economic globalization. Privatization of collective enterprises and SOEs increased.  Many believe this period triggered an intense “race to the bottom.”


The number of SEZs has exploded and foreign enterprises have further flourished. Apart from their already generous tax advantages, foreign enterprises can often successfully hide profits to avoid paying taxes in China.  For example, a Nike subsidiary in Suzhou earned around $85 million in revenues in 2001, with its Chinese market share growing in double digits annually, yet it reported a loss over several years.  In fact, 51 to 55 percent of foreign enterprises in China claimed losses in 2003.  (CITATIONS?)


According to a 1995 Industrial Census, SOEs and collectives paid two to three times higher taxes than foreign-owned industry.  This trend continues.  Additionally, SOEs and collectives contribute to education, healthcare, and other benefits for employees; privatized firms are not required to do this. 

Birth of Sweatshops


Unable to compete with advantages given to foreign-owned firms, SOEs shed millions of workers and decreased social benefits during this period.  Millions more from rural regions were added to the labor pool because of the loss of livelihoods and degraded community due to the rural reform program.  These new migrant workers flooded into coastal regions, desperate for jobs.  With a surplus of workers, and no competition from diminishing SOEs, enterprises have tightened their grip on workers and sweatshops have become the norm.  Especially in the coastal SEZs—where most foreign corporations do business—Chinese workers now have lower wages, in terms of purchasing power, fewer benefits, longer work hours, increasing work-related injuries, and other associated problems compared to ten years ago.

WTO Accession


The first step of China’s reform package as envisioned by Deng Xiaoping was the structural reform of its internal economy.  The second step was to further engage with world markets.  Joining the WTO in 2001 signaled a huge move towards completing the reform.  


Under WTO accession terms, China is obligated to eliminate all import quotas by 2006 and significantly scale down its tariff protection on industrial imports.  Foreign firms and investors have greatly expanded rights—they can own up to 50 percent of foreign-owned enterprises in industries such as telecom and insurance (percentage of foreign ownership in some industries was previously monitored and restricted).  There are many other trade rules that China must now subscribe to, including the expansive WTO “national treatment” clause which states that foreign investors must be given the same considerations and treatment as domestic businesses.  This, of course, greatly inhibits China’s ability to direct its economy and gives more rights to global markets and investors.  

Consequences for the Environment


The state of the environment is one of the most critical factors that will determine China’s future. Admittedly, many SOEs were not perfect stewards of the environment. Mao’s industrial development was mainly focused on creating a system of social equity. The link between natural resources and social well-being was poorly understood in many aspects. However, as bad as some industrial practices were then, China’s shift into an export-oriented market system has pushed its natural environment to the brink of collapse. It has become the world factory floor, as well as the world dumping ground.    


Natural resources have been abused by the rapid adoption of chemical farming as well. Chemical fertilizer usage, for example, more than doubled between 1978 and 1984 while application of manure and green fertilizers declined significantly.  In combination with other factors, chemicals have seriously polluted water systems, contributed to high degrees of soil erosion and salination, harmed wildlife, and compromised the health of Chinese citizens. Estimates reveal that around 40 percent of the country’s arable land is degraded.  About one fifth of arable land is contaminated by heavy metals (cadmium, arsenic, lead, and others).  Water run-off from fields, along with municipal and industrial wastewater dumped into the rivers, has rendered around 60 percent of the water in China’s seven major river systems unsuitable for human contact.


In a candid interview with the German magazine Der Spiegel, China’s deputy minister of EPA, Pan Yue, addressed the environmental crises:  “Our raw materials are scarce, we don’t have enough land, and our population is constantly growing. …Cities are growing, but desert areas are expanding at the same time; habitable and usable land has been halved over the past 50 years….  [China’s GDP miracle] will end soon because the environment can no longer keep pace.”


The situation is dire not only for China. Climate change, water pollution and shortages, acid rain, wildlife extinction, and many other environmental factors affect the health of the entire globe.

Continuing Labor Abuse


Western corporations point proudly to their contributions towards creating happy workplaces—introduction of clean technology, worker safety measures, etc. While some factories have incorporated higher environmental and labor standards, they are the exception.  Many corporations eagerly display such “flagship” factories; however, they do not reveal that the majority of manufacturing is done by contract factories where worker and environmental abuse continues far from the view of western consumers, shareholders, and media. 


Global trade policies, such as agreements in the WTO, effectively place a ceiling on labor, environmental, and public safety standards; yet no minimum standards are required. The resulting trend is that corporations roam the world seeking the lowest worker and environmental requirements.  Today’s definition of market competitiveness is that countries lower labor and environmental standards in a bid to attract industry.  Industry moves to regions and countries providing the lowest labor and environmental requirements.  Today’s market competition pits workers and farmers around the world against one another as they fight to maintain jobs and livelihoods.  


Today, China is a corporate haven of low worker and environmental requirements and it is mainly foreign firms and western consumers who benefit from this arrangement.  In 2003, foreign funded enterprises accounted for 55 percent of China’s exports.  Additionally, research shows that most foreign investment flows out of China
. 
2003-now: China at the Crossroads—Which Way Forward?


China is now an economic powerhouse in the world, largely because of its political decisions to open its borders and adopt a “free” market system.   The top 15-20% of the population are joining the global consuming elites—the much heralded “middle class” according to western media, but in reality, there is nothing “middle” about these wealthy elites except that they are copying the consumption patterns of the western middle class. 


In keeping with the repeating pattern of globalization, the gap between the haves and the have-nots in China has greatly increased.  In the early 1980s, the richest 10 percent of the population earned less than 20 percent of the national income.  By 2005, the top 10 percent earn 45 percent of the income, while the bottom 10 percent make only 1.4 percent.  And many measures for quality of life stagnated or declined for millions.  Along with many other countries, China is experiencing the apparent paradox of globalization—economic indicators may rise, yet an increase in poverty, loss of jobs, and social inequities often accompany the financial indicators of “success.”  

With the mounting rural crisis, worker abuses, environmental degradation, income gap, and many other problems, China is standing at the crossroads. Millions of those who are negatively impacted are getting more vocal day by day. China’s official media reported that last year there were 74,000 incidents of social unrest, up from 10,000 in 1993.  There is a strong resurgence of Maoism, especially among the working poor. 

Since President Hu Jintao and Prime Minister Wen Jiabao took office in 2003, there have been signs of policy adjustments. The plights of marginalized groups are increasingly covered by media, and the government have taken some measures to address their grievances. Instead of saying “development is the absolute need”, the new government is now advocating for “scientific development” and “people-centered development”. Yet, so far the adjustments have not touched the essence of the neoliberal policies carried out in the last two decades. Should China continue on the path of market-oriented reform? Can the US way of life be achieved for the mass as promised by the reformers? Or is it time to reexamine this process and think about alternatives? These are some of the questions that Chinese leaders and Chinese people are discussing today.

I. Introduction

China entered the World Trade Organization (WTO) in December 2001 after more than two decades of reforms aimed at gradually shifting the country toward a free market economy that is more open to foreign investment and trade.  These reforms not only gained the country acceptance into the global trading body, they have also earned the praise of the World Bank and other economists who herald China as a great success story of economic globalization.  China has indeed become a magnet for foreign investment and an export powerhouse.  Its strong economic growth over the past 25 years (averaging more than 9 percent annually) is unparalleled in modern history.  According to standard GDP measures, China’s “economic miracle” also coincided with a dramatic drop in extreme poverty (people living on $1 or less per day), from 250 million people in 1978 to 30 million in 2000
.  
However, official figures on exports and investment do not give a complete picture of the experience of the Chinese people during this period of rapid social and economic change.  This report examines the reform policies and looks at how they have affected broader quality of life indicators, such as inequality, employment, health and education as well as jobs and poverty.  It also examines the environmental costs of China’s rapid, export-oriented growth strategy and ramifications for the future of the country and the world.  

Several indicators cause concern about China’s embrace of economic globalization policies:

· The gap between the “haves” and “the have nots” has increased dramatically since China’s adoption of a “free market” economy. In the early 1980s, the richest 10 percent of the population earned less than 20 percent of the national income.  By 2005, the top 10 percent now earns 45 percent of the income, while the bottom 10 percent earns only 1.4 percent
.

· Despite spectacular growth in China’s Gross Domestic Product (GDP), 42 percent of rural households in China experienced a decreased income in absolute terms from 2000 to 2002
. Healthcare and education has dramatically decreased in rural China during the last twenty years as the shift is made away from government supports to free market services.

· The measure of inequality used by the United Nations (UN), called the “Gini ratio,” indicates a growing gap in China.  Between 1980 and 2005, the ratio rose from less than 0.2 (considered quite egalitarian) to higher than 0.45 
(signifying serious polarization and increasing social unrest).   

· China is experiencing a net loss of manufacturing jobs.  Employment in Chinese state-owned enterprises (SOEs) declined from 110 million in 1995 to 66 million in 2002.  Contrary to popular belief, private corporations have not made up the difference. From 1995 to 2002 manufacturing jobs decreased overall by 15 percent
.  

· Sweatshop factories have sprung up during the last 20 years. China privatized many enterprises and opened the door to foreign and joint-owned firms—the majority of which are used to produce goods for foreign companies to export. Lifetime employment, health care, education, and other social benefits were guaranteed for workers at state-owned factories. Today, the mantra of competition in global markets has spawned a “race to the bottom.” 

· Rapid industrialization is producing massive environmental devastation. China is the world’s second largest greenhouse gas emitter (the U.S. is first); around 60 percent of the water in China’s seven major river systems is classified as being unsuitable for human contact
; and seven of the most polluted cities in the world are in China. China represents 40 percent of the increase of energy consumption in the world.

*    *    *

Contrary to common perceptions, instead of cheering for the economic development, the Chinese people are increasingly raising questions regarding their country’s transformation.  Many are concerned that the leap into the global economic system and the WTO is generating serious problems.  The final section of this report highlights some of the efforts in China to call for alternative models—the environmental movement, the rural reconstruction movement, the new left scholars, and some recent positive measures by the government itself. 

This report intends to serve as a primer on the implications of China’s new role in the global economy and contributes to the efforts to build bridges and greater understanding between emerging social movements in China and international civil society.

II. Reform Policies and Their Consequences 

The Plight of Rural Areas and Its Making

Deng Xiaoping’s reforms began with China’s rural areas in the late 1970s. Initially, agriculture output and rural income increased significantly, a fact that was used to justify further reforms in rural as well as urban areas.  But economic growth in rural areas slowed down considerably in the mid 1980s. By the late 1980s and early 1990s, most rural areas entered a state of stagnation or even degeneration. Today, China’s rural areas face an unprecedented crisis. 

Break Up of Rural Communes and De Facto Privatization of Agriculture
Before 1978, most Chinese farmers were organized into collective communes. Several studies found that about one-third of the communes were doing very well; one-third in the middle showed potential but were facing some problems; and the bottom one-third had serious mismanagement problems and were stagnating.
 Based on this data, some communes required serious reform, possibly including new forms of organization and management, but the majority only needed fine-tuning. Nevertheless, the entire commune system was put through a major overhaul beginning in 1978. 

The first step of the reform was the implementation of the family contract system. This system broke up the communes and gave contracts of land to individual families.  They were obliged to sell a certain amount of grain to the state at a set price and pay certain taxes, but could keep everything else. In September 1980, the government took another major step when it ordered the de-collectivization of agriculture production. This involved a series of measures to replace the commune-based system with a family-based household production system. While the majority of officials and farmers of the bottom one third of communes welcomed the top-down reform, many with the top two-thirds of communes were critical. However, officials who opposed the plan were persuaded or pressured to change their position, while the stubborn ones were fired and replaced.
Up to now, the privatization of the agriculture sector is only partial: the land itself is still collective property of the village; only the usage right is contracted to individual families and can be freely traded. This continued communal land ownership is probably the most important reason preventing increased land concentration and the further emergence of large numbers of landless farmers.
The Rise of Chemical-Based Agriculture and Declining of Good Environmental Practice
During this period, Chinese agriculture was also transformed through the massive introduction of chemical fertilizers, pesticides, and hybrid seeds, which had been made possible by the industrial and technological build-up of the pre-reform era. They were allowed to work wonders thanks to the water works and irrigation system built in the previous 30 years. Fertilizer usage more than doubled between 1978-1984, helping farmers to achieved record harvests. In 1979, the government raised the price it paid to farmers for the grain they were obliged to sell to the state by 20 percent and offered a 50 percent premium on grains delivered above quotas
.
Another factor that contributed to the short-term increase in household income was the exploitation of communal assets. For example, there was no control over rampant cutting of trees, which had be planted by communes over the previous 30 years as roadside windbreaks to prevent erosion. In merely four years, between 1985 and 1989, there was a 48 percent decline in the area covered by windbreaks nationwide.
 

The official media still attribute the rural boom period (1978-1984) to the de-collectivization process. Yet, more than two-thirds of the gains were achieved before 1982, the year de-collectivization was carried out on a large scale. Other factors, such as rising grain prices and the use of chemical fertilizers, contributed much more to the short-lived success. The same technical factors also contribute to the following stagnation. After the state price control on agricultural inputs was lifted in the mid-1980s, prices skyrocketed.  Within two years, fertilizer prices rose 43 percent and pesticide prices rose 82.3 percent
. And the prices continued to rise by more than 10 percent annually through out the 1990s. But by now, farmers are trapped in a vicious circle, compelled to pump more chemicals into the fields to keep up yields as the organic matter in the soil declined.

The de facto privatization of agriculture has had profound long-term environmental and economic effects. Given the high population density, family farms are often less than one hectare, or even less than half a hectare.  This has destroyed any possibility for economies of scale, and utilization of equipment once owned collectively, such as tractors. The inputs are too expensive for individual families.  As a result, many villages experienced de-mechanization in the initial years of privatization. And as farmers put more labor into tasks previously done by machines, they have to cut back on other types of work, including good environmental practices like the application of organic and green manure. Compared to the communes, the family farms are also much more vulnerable to natural disasters and market fluctuations, which can put pressure on farmers to overtax the environment. The small size of the farms leads to other environmental problems.  As one farmer observed, “When I apply pesticide, the pests simply migrate to my neighbor’s field; the next day when he applies pesticide, all the pests come back to my plot. We end up wasting lots of chemicals while achieving very little.” In many villages, even the tiny family farms are spatially fragmented, posing further difficulties for integrated management—the villagers demanded the land distribution to be fair and equal, consequently, one family might end up with some high-grade plots on one end of the village, some low-grade plots on the other end, some medium-grade plots somewhere else. Some villages attempt a different scheme: each family is allocated one chunk of land, and the plots are rotated over the years. But this creates another problem: farmers lose incentives to invest in land and soil for long-term gain.
Impact on Women

The family contract system has also had negative social impacts.  The male heads of household are designated as the major contract holders. Such restoration and strengthening of old patriarchal tradition has serious negative implications for women, whose previous entitlements under collective rights are undermined
. In the collective labor arrangement, women’s contributions were officially acknowledged and rural women enjoyed unprecedented participation in public affairs, as reflected in one famous slogan of the time — “women can support half of heaven.”  The communes also provided a public space for socializing.  Especially in the well-run communes, collectives labor could be quite enjoyable: elders told stories, young people engaged in friendly labor competitions, people sang songs while working—or even flirted, with many romances and marriages starting then and there
. The disappearance of such public space plummeted women back into the constraints of their families. Not surprisingly, in many villages, young women were the first ones to leave in search of job opportunities in the cities as nannies or assembly line workers. 
Declining Public Goods

De-collectivization would not have been so catastrophic if the government had invested in rural collective institutions, such as health and marketing cooperatives that could work with family farms and supply the services and functions provided by the communes previously.  But this did not happen. Government expenditure on agriculture, as a percentage of total national expenditure, has been in steady decline since the 1980s. From 10.5 percent in the period 1976-1980, it had fallen to 5 percent in 1981-1985 and 3.3 percent in 1985-1990
. Though the total infrastructure investment increased by several folds in the reform era, the share of infrastructure investment in the rural sector decreased from 10.6 percent in 1979 to 2.8 percent in 1992 and 1.7 percent in 1994
.  In addition to direct monetary investment, the government used to provide lots of human resource support for rural public goods including water works, flood/drought management, health care and public education. Most of these programs have deteriorated or evaporated completely in the reform era.

Starting in the mid-1980s, the rapid appropriation of communal capital and de-investment of rural infrastructure began to be felt in many aspects. Tree farms were cut down and this loss of windbreaks resulted in more soil erosion. Declining canal networks and other water works led to decreasing productivity and increasing vulnerability to droughts and floods. For example, deforestation in the Yangtze and Songhua river basins has accelerated greatly since the late 1970s
, which eventually resulted in catastrophic flooding in the 1990s.
The dissolution of the communes also led to a medical “free fall” for the rural population. Previously, 80-90 percent of the farmers had access to some form of free medical care, best represented by the “barefoot doctor” system, each community had a doctor who would provide basic health care. This system was a cost effective measure geared to preventive and routine healthcare for the villagers while the treatment of more serious diseases was relegated to higher level clinics. After the reform, the barefoot doctor system and free rural clinics crumbled without the necessary infrastructure support. It is estimated that of the public health organizations (clinics, hospitals, monitor stations ,etc.) below the county level, one-third are on the brink of bankruptcy and another one-third have collapsed completely.  

Many doctors who are still serving the rural population were trained thirty years ago, with little further training since then. As they are retiring, very few young people can be motivated to carry on their work.  Recognizing this problem, the government has initiated a few attempts to rebuild rural health care in some pilot areas since 1990s. So far, none of the experiments managed to establish a scalable model. One problem is that the clinics and hospitals are increasingly profit-oriented, preferring expensive treatments over preventive care, which in turn makes health care prohibitively expensive.  The system also has to deal with individual patients instead of communes, making transaction costs much higher. 

Besides health care, other state-guaranteed entitlements for individuals declined as well. For example, for those who could not work and did not have family support, the state used to provide “five guarantees” of food, clothing, shelter, education, and decent burial (Aziz, S. 1978. Rural development: Learning from China.). The declining entitlements undermine state legitimacy and reduce government leverage to carry out its policies. Take the birth control policy as an example. Due to the small acreage of arable land per person, most of Chinese peasantry are acutely aware of the population pressure and support the government policy in principle. Yet the recent social change is not conducive for the implementation: elders without family support are no longer being taken good care of; rural women’s rights deteriorate rapidly, etc. All these promote a conflicted mentality among farmers, “I hope everyone else abide to the one child policy (so more land will be available per person), but I want to have a son, I want to have more kids.” As birth control is so desperately needed for the long-term sustainability of China, government has to resort to combative means to implement it.

With declining support from the central government, rural expenditures are increasingly financed by local taxation and fees. Yet while local government services are in decline, expenditures and taxes continue to rise.  Several empirical studies find that in the mid 1990s, various taxes and fees added up to one fourth or even one third of peasants’ income, much higher than the 15-20% tax rate levied on the communes in the collective years
. The most fundamental reason is that the de facto privatization has fragmented Chinese rural society, and because of this fragmentation, administration costs are much higher than before. Furthermore, the fragmented village community has lost its collective power and falls prey to the unchecked bureaucratic power of rural cadres and their corruption
 (also see C. F. Mobo Gao “Gao Village: a portrait of rural life in modern China” for case studies).
Rural fragmentation is also cited as a reason for a rise in crime. According to Dongping Han, a U.S. sociologist who grew up in rural China: “The collective created a new community spirit in rural China, and people cared about each other’s well being. It was very hard for criminals to operate in the countryside when there was a strong coherence in a community. The individual household system destroyed the rural community created by the collective institutions, which created an environment more susceptible for crimes.”
 He points out that while the rural police force has quadrupled in size, most cases go unsolved, reflecting the fact that crime has become a social problem beyond the control of the police.
Cultural Colonization

Rural education also suffered greatly in the reform era. Apart from financial problems like diminishing funding and skyrocketing tuition fees, it has gone through dramatic regression towards elitism in the last two or three decades. This makes it much harder for rural children to get a good education and widens the divide between the mass of Chinese peasants and the urban elite.  

To better understand this, let us briefly examine the history of education in China. Education has played an important role in Chinese history ever since the “imperial exam system”(Ke Ju Zhi Du) was introduced 1,400 years ago. From 605 A.D. to 1905 A.D., imperial rulers used the system to select the best educated to be state administrators. At its birth, the exam system was far more advanced than hereditarys system practiced in many other parts of the world, and it made significant contribution to Chinese civilization. But as history progressed, it became a tool of the educated elites to promote their self-interests and a barrier to equality and democracy. Though the exam system was officially banished in 1905, the elitist tendency in education fostered over the centuries is not so easy to shake off.  During the first 17 years of communist rule (1949-1966), despite of the strong egalitarian tendency of the central government, most of primary and secondary education was focused on perfecting exam-taking skills—the goal of a student was to pass the national college entrance exam and thereby move up the social ladder. The system was essentially a re-installation of a meritocratic system very similar to imperial exams. Not surprisingly, rural education made little progress. In his paper “Impact of the Cultural Revolution on Rural Education and Economic Development—The Case of Jimo County”
, Dongping Han documented that a county of 750,000 people only produced 95 high school graduates annually during that period; more importantly, more than half of the graduates left the countryside for good.

Many western readers are probably familiar with the disasters brought by the Cultural Revolution (1966-1976), but many positive changes happened during the period as well. Rural education was one of them. The privilege of the educated elites and their strong hold on the policy was challenged and shattered during the Cultural Revolution. The educated elites were required to learn from workers and farmers though regular participation in manual labor; an “open door education” policy was implemented where working people were actively involved in the education process. As a consequence, primary and secondary education in rural areas exploded—the above-mentioned county produced 2,362 high school graduates annually in comparison to 95 in previous years
.  A "popular model" of education was developed in response to demand of the peasants. Schools introduced new sets of textbooks with local legends and local knowledge; experienced workers and farmers were invited to give lectures and contribute to curriculum design. In a paper titled “Professional Bias and Its Impact on China's Rural Education: Reexamining the Two Models of Rural Education and Their Impact on Rural Development in China”
, Dongping Han described some of the better run rural schools at that time, “Since village school was completely under the control of the local community of the village, the content and structure of education had been completely transformed. There was a high level of integration between education and village life at the time. The curriculum was oriented toward the rural needs. For example, the important lessons and experiences farmers accumulated over the years entered the language textbook, like when it was time to plant wheat, to plant beans and sweet potatoes, how to take care of different crops. These materials were not only useful to rural students but were also much easier for rural children to learn… Students studied the fundamentals of internal combustion engines, generators and electric motors, and water pumps, and how to operate and repair these machineries. Instead of studying traditional biology and chemistry, students studied plant genetics. Students in Fuqian village middle school experimented in their own fields the crossing of two different corn crops to see the result. In mathematics classes, students studied how to measures the volume of piles of grain, a pile of organic fertilizer and the size of a piece of land, as well as principles and rules of bookkeeping for the collective farm.” The transformed schools became important part of village communities and helped to center attention on the village life: most of the energy and effort was focused on building local economy and improving community conditions.  There were documented cases where people gave up better paying jobs in the cities to come back to the countryside because they preferred the environment: outside of the short busy seasons, farmers only worked 4-5 hours per day; working in nature was much less stressful.

All this changed in the reform era. Deng Xiaoping’s famous quote “education should be oriented toward modernization, the world and the future” was used by the educated elite to completely restructured the curriculum. In the name of quality control and standardization, national standard textbooks have been adopted. Local contents have been completely eliminated and working people no longer have any say in the educational process. The national college entrance exam was reintroduced in 1978 and has once again become the most important yardstick for evaluation. As an example of what is being taught and tested in today’s schools, here are some multi-choice questions from the 2002 college entrance exam:

1. Frankfurt is Germany’s
A.  Most populated city  

B.  Biggest harbor city

C.  Biggest airport hub

D.  Biggest high-tech center

2. Which of the following countries belong to the European Union, is next to North Sea and Baltic Sea, and is not using Euro?
A. Sweden   B. Germany   C. Denmark   D. Poland

Millions of children are forced to mesmerize such trivial facts about distant western countries, while learning nothing about their own community—the detachment and alienation has gone to such extremes that some high school students in villages I visited do not even know whether their own parents keep chickens or ducks as part of their livelihood. Many educational materials carry the implicit message: everything urban is modern and desirable; everything rural is backwards and despicable, and should be discarded as fast as possible to achieve modernization—or more precisely, Americanization of life styles. Farmers’ traditional attachment to the land is considered a stupid sentiment and should be replaced by upward mobility at all cost. For the majority of rural children who have little chance of entering college, education become irrelevant after they have learned how to read, write, and count in the first few grades. Combined with rising tuition fees, this has driven many kids out of the school. One case study by Dongping Han found that high school enrollment rate of a rural county dropped from more than 70% in 1976 to less than 10% in late 1990s
. Those who are lucky enough to enter college either leave the countryside for good, or come back as government employees or officials. Needless to say, it is questionable that their education has prepared them well to be community leaders and decision makers. 

In short, the elitist model of education has become an active agent for cultural colonization of the rural areas. While it has inspired a selected few to be fierce competitors in the catch-up game, it has demoralized the majority and helped to poison the community spirits. In many rural areas, the brain drain and labor drain is so severe that some Chinese sociologists have coined the term “empty nest villages” to describe the phenomena: the most capable escape by entering college; the young and healthy become migrant workers; those who are left behind are predominantly women with heavy family burden, elders, children, and the handicapped. The young and healthy migrant workers spend their best years building highways and skyscrapers for urban centers or toil in sweatshop factories; yet with minimum labor protection and no social safety net, most of them will be cast back to the countryside when they become old, sick or injured—which is quite common given the harsh labor conditions they often face. 

Educational problems like skyrocketing tuition have caught the attention of the general public and the government. In March 2005, Prime Minister Wen Jiabao announced a new policy to remove fees for 14 million students in China's poorest counties. This policy will be expanded until 2007, when all rural students will receive a free primary education. But the government still needs to realize that besides fees, the style and content of the education is also a vital problem. This is best exemplified in the case of Tibet. Chinese government has poured huge amount of aid into Tibet. So unlike other areas, most schools in Tibet have remained free, and in some places parents are even getting paid by sending their children to school. Yet, many kids are not going to school, especially in traditional communities of nomadic pastoralists. The mainstream media often blame the problem on the parents, saying they are backwards and do not understand the importance of education. Nothing is further from the truth. Many herders still have fond memories of horseback schools or tent schools in Mao’s era. As their names indicated, these mobile schools traveled with the nomads and were integrated into the community life. But today’s schools are centralized and settled, which means a pupil has to live away from its parents. The problem goes beyond high living cost or separation from family. In the words of some parents, “Today’s school only teaches a child to be lazy and picky. The family tent is no longer good for him; traditional food is no longer good for him; and tending to animals is a stupid task for him. When a child comes back from school, he just thinks everything is wrong and does not want to do anything.” These parents are not backwards or stupid. Many of them would like their children to get an education, but they also understand that the current type of education is destroying their children instead of empowering them. The problem is with the educators who fail to deliver the type of education most wanted and needed in rural areas. 
Exceptions to the Crisis and a Hint of Hope

There are exceptions to the general rural crisis. For example, it is estimated that there are 7,000-10,000 villages that have continued with the co-op commune model by resisting the top-down pressure to break up. It is reported that most of them are doing much better than their privatized neighbors: living standards have improved; public education, health care and other benefits have been maintained and improved. For example, in Nan Jie village, a well-known collective, the full cost of college education is now being paid by collective funds. But these collective villages only account for 1-2% of the rural population, indeed a small minority. 

On the positive side, collective ownership of land has continued in general; this offers some hope of reviving collective farming, or at least the collective provision of certain basic services. Many villagers had accumulated rich experiences in the collective era; they could be re-mobilized to build up the commons once again. More and more farmers are realizing that family farms cannot possibly fend for themselves alone in the market. So there are growing grassroots efforts to rebuild a community-based economy.  Battles are being fought over the land issue right now. There are powerful forces that push for further privatization—many neo-liberal scholars argue that full-scale privatization of land ownership is the only way for agriculture to achieve economy of scale, thereby solving all problems.  If that were to be achieved, then it would be even more difficult to promote building of the commons. 

Conclusion 

In a 2005 seminar
 on China, Joseph Stiglitz commented, “as China’s experience shows, partial and gradual privatization is more beneficial than sudden 100% privatization.” It is probably more accurate to say that partial and gradual privatization is less harmful.  But as evidence pours in, the detrimental effect of even partial privatization of China’s rural sector is increasingly undeniable. The tiny family farms that resulted from the de facto privatization are extremely vulnerable to natural disasters and market fluctuations. Between 2000 and 2002, income of 42% of rural households decreased in absolute terms. De-investment from the central government and fragmentation of rural society has lead to declining public goods: irrigation canals and other water works have fallen into disarray; public health care has deteriorated or disappeared completely; education has become prohibitively expensive; crime rate has gone up several-fold. Instead of empowering and enriching rural communities, the elitist education is exacerbating the brain drain and labor drain. All these factors help to create a seemingly “indefinite” supply of cheap labor that largely fueled China’s boom in the last twenty years. Yet one cannot help asking: what have these hard working people get in return? Why are their lots worse than thirty years ago in so many aspects?

With China’s WTO entrance in December 2001, the future is even bleaker. As farmers are too fragmented to be a viable political force, the Chinese government has made huge concessions in the agricultural sector. Once the WTO rules are fully implemented, China’s agricultural market would be more open than those of Japan or South Korea. Yet even with the supposedly  “more protected” South Korea market, a South Korea farmer was so desperate that he set himself ablaze in protest during 2003 WTO Cancun talk. How can Chinese farmers survive the blow? In later parts of the report, we will discuss some of the on-going debate about China’s rural problems and alternative solutions.
The following section on sugar should be in a box

The Taste of Sugar is not Always Sweet

According to the China’s WTO accession in December 2001, tariffs for agriculture imports would be reduced from an overall average of 31.5% to 17% by January 2004, at the latest. Because domestic prices for most agricultural products were higher than international prices, this was a big blow for the rural sector, as exemplified in the case of sugarcane.
Second to cotton and oil seeds, sugarcane is one of China’s most important economic crops. Guangxi, one of the poorest provinces in Southern China, is China's No. 1 producer of sugarcane. Sugarcane farming accounts for over 8 percent of the region’s total agricultural output, and sugar processing industry accounts for 10 percent of total industrial output
. 26 million peasants in Guangxi depend on sugarcane as the major cash crop. Integration into the world market has been quite disastrous for the region.

In October 2001, domestic sugar prices started to plummet in anticipation of WTO accession; within six months, the price dropped by 35 percent
. Government revenue was reduced significantly, and many processing plants were negatively impacted as well. But farmers were the hardest hit, as much of the loss was transferred onto them in the form of much lower sugarcane price. Sugarcane prices plummeted from 250 per tone, to about 190 yuan per ton between 2002 and 2003, then to 170 yuan per ton for 2003 and 2004
. The estimated production cost is around 138 yuan per ton
, thus the profit has diminished rapidly. It is noteworthy that in 2004, both domestic and international price of sugar rose due to increased demand. But the higher sugar price did not translate into higher sugarcane price for the farmers, showing that small growers are increasingly disadvantaged in the globalized commodity market. As China joins the global trade network, the commodity chain that connects producers to consumers has become longer. Now the long link involves trading companies, major retailers in other countries, etc, which makes producers more vulnerable because of added uncertainties and skimming off at each segment of the chain. 

As shown in following table, the sugarcane farmers in Guangxi are losing out not because their production cost is high, but because of the unfair subsidies by the rich countries. It has been estimated that the EU subsidy alone depresses the world sugar price by 10-20 percent
.

Sugar Production Cost per Ton                                  Unit: Yuan/Ton

	
	Guangxi
	Thailand
	Brazil
	EU
	US
	World Average

	Sugar production cost per ton
	2230.44
	1900
	1700
	5623
	3100
	4400

	In comparison to Guangxi
	
	330.44
	530.44
	-3392.56
	-869.56
	-2169.56


Source: Research Centre for Economics, Guangxi government

Some Chinese WTO proponents have argued that more food import would be good for China’s environment: with more cheap food import, Chinese farmers no longer need to farm so much land; thus more land can be restored to their natural state as grassland or forest. Even if we can forget about issues like food security or the real cost of long distance transportation of food, so far such kind of prediction does not bear out with the reality. Despite of the depressing price, sugarcane acreage in Guangxi has been increasing in the last several years: from 0.53 million hectares several years ago, to 0.77 million hectares in 2004
. Nationally, a total of 1.36 million hectares of sugar cane was planted in the 2004-05 season, a year-on-year increase of 6,667 hectares
. Apparently, local people and the local government have chosen to increase the plant areas to make up for the diminishing profit. 

Urban Reform and the Rise of Sweatshops

The Apparent Paradoxes of China’s “Rise”

The rise of China’s export power has given the impression that the Chinese workforce is benefiting tremendously from globalization.  But contrary to popular belief, export-oriented growth has not created a net increase in China’s manufacturing jobs.  The primary reason is that privatization of state owned enterprises (SOEs) led to massive layoffs, and foreign-and domestic-owned private enterprises have not made up for the huge shortfall. Employment in the SOEs has declined from 110 million at the end of 1995 to 66 million in 2002. From 1995 to 2002, manufacturing jobs decreased 15 percent from 98 million to 83 million
. During the same period, manufacturing jobs decreased by 22 million globally; thus China’s job loss of 15 million contributed to two-thirds of the global shrinkage.

Another factor that has undermined employment in China is that workers who do have jobs are pressured to work more intensively and for longer hours.  In the Pearl River Delta and Yangtze River Delta, where most export-oriented industrial parks are located, migrant workers from rural areas make up the bulk of the workforce. It is routine for these workers to work 12 hours a day, seven days a week. A workday of 13-15 hours is not uncommon during the busy season.  Safety conditions are also often much worse in foreign and joint enterprises. A 2003 survey in the Pearl River Delta found that foreign-invested enterprises accounted for 26 percent of worker injuries surveyed and private enterprises (most are suppliers and contractors of multinational corporations) accounted for 53.9 percent.  By contrast, SOEs and collectives accounted for only 3.5 percent and 1.9 percent of injuries, respectively. The Pearl River Delta was the first special economic zone and is responsible for one-third of China’s exports. This region is known to have the worst working conditions in the country
.
The income of factory workers has decreased not only in relatively terms to the newly rich, but also in absolute terms. One survey of 24 cities found that in Dongguan, a major manufacturing hub on the Pearl River Delta, the salary for entry-level jobs is 16.8% less than the average of all 24 cities
. According to an investigation carried out in the Pearl River Delta in 2004, the salary of management and technical staff has increased steadily by 5% annually; but the average monthly salary of factory workers only increased by 68 Yuan ($8.20) over the last 12 years
. Even the government admits that in terms of real purchase power, their real income has decreased 30% once inflation has taken into account.  As the price of rice, pork, and other staple foods—things these migrants consume most—have more than tripled during the same period, the decrease is even more.

In contrast to what happened in Japan and South Korea when their economies took off, Chinese industries are, in general, moving down the value chain instead of moving up. Foreign companies increasingly dominate the high-end markets for both domestic consumption and export. In his 2004 article “The Myth Behind China’s Miracle”
, MIT researcher George J. Gilboy compiled the following facts,  “In 2003, FFEs (foreign funded enterprises) accounted for 55 percent of China’s export. The dominance of foreign firms in China is even more apparent in advanced industrial exports… according to the most recent Chinese government statistics for high-tech industries (pharmaceuticals, aircraft and aerospace, electronics, telecommunications, computers, and medical equipment), FFEs increased their total share of high-tech exports from 74 percent to 85 percent between 1998 and 2002. But perhaps more significant, in the same period, they increased their share of total domestic high-tech sales from 32 percent to 45 percent, while the share of that market held by China's most competitive industrial firms, SOEs, fell from 47 percent to 42 percent.” 

On average, the Chinese economy has enjoyed more than 9% annual growth for the last twenty-five years. With so many years of strong growth, one would normally expect plenty of employment opportunities, improved working conditions, higher income for workers, and upgrade of industrial output. But the reality is the opposite: with decreasing number of jobs, the employment pressure is unprecedented high; apart from the top 10%-20% who are joining the global consumer class, most Chinese are experiencing lower income levels and deteriorating labor conditions, and the country’s industrial output is moving down the value chain. In a sense, China has become a “factory owned by the world” instead of a “factory of the world”. Its vast working class has essentially become the slave labor for the world: churning out more and more cheap consumer goods, while reaping little or no benefits. 

In order to understand these apparent paradoxes of China’s economic “miracle”, let us examine the development of various forms of enterprises in the last few decades.

The History of State Owned Enterprises (SOEs) before 1978

Before 1978, there were two forms of ownership with industrial enterprises in China: all people’s ownership (which was changed into “state ownership” in late 1980s), and collective ownership (owned by villages or communities). According to a popular notion, which is often repeated unchallenged and unexamined in the western and Chinese media, these enterprises have often been inefficient and under-performing, a drag on the economy. Let us first examine whether such claims are true for the pre-reform era.

Though many blunders were committed in the Maoist industrialization drive (1949-1976), the overall achievement was impressive. In his book “Mao’s China and After”
, US historian Maurice Meisner compiled the following figures, “Between 1952 (when industrial production was restored to its highest pre-war levels) and 1978, the output of Chinese industry increased at an average annual rate of 11.3 percent, as rapid a pace of industrialization as has ever been achieved by any country during a comparable period in modern world history. The industrial working class grew from 3,000,000 in 1952 to about 50,000,000 in the mid-1970s, a figure that includes 28,000,000 peasants who had become workers in commune or brigade factories under the policy of small-scale rural industrialization. In addition, nearly 20 million workers were employed in transport and construction work closely linked with industry. National income grew five-fold over the 25-year period 1952-1978, increasing from 60 billion to over 300 billion yuan, with industry accounting for most of the growth.” 

It was even more impressive that all the growth was achieved with comparatively high level of social equality and accountability. Employees of SOEs were offered lifetime employment, guaranteed pension benefits, health care, housing, and education for dependents, three month paid maternity leave for women, etc. The phrase “iron rice bowl” was often used to describe industrial employment and its associated benefits, indicating a very high level of security. Besides lifetime employment and material benefits, many Chinese workers enjoyed a much more essential right: to be engaged in the management process—so instead of being managed passively, they were in charge as well. In 1960, the famous “Charter of Anshan Iron and Steel Corporation” was written by employees of that corporation. The essence of the Charter was participation, reform, and integration: managers should participate in labor, workers should participate in management; improper regulations should be reformed; technical staff, managers and workers should be integrated through production practice and technical innovation. Chairman Mao praised the Charter highly and promoted it in all enterprises. The Charter was a direct challenge to Fordism, which is characterized by differentiated division of labor, assembly-line production, and hierarchical structure.  In recent years, many management experts in Japan, Europe and US have acknowledged the similarities between the Charter and other post–Fordism ideas including teamwork, TQM (total quality management), etc. Some have argued that the economic democracy embedded in the Charter is essential to improve enterprise efficiency. Though the implementation of the Charter in many enterprises was by no means perfect (for example, it was sometimes marred by left extremism or hampered by bureaucracy), it did play a role in forming a positive corporate culture in many Chinese SOEs, as reflected in one of the slogans at that time—“treat the factory as one’s own home”. Wages were low, yet the high benefits and security, combined with high level of engagement in the management process, helped to create an elevated sense of ownership among all level of employees. Researcher Dic Lo (1997 “Market and Institutional Regulation in Chinese Industrialization”) argued that Chinese SOEs were institutions accountable to major stakeholders, such as creditors and employees, rather than shareholders alone. In some sense, the SOEs were good examples of enterprises that show corporate social responsibility, instead of just operating for profit. 

Though some enterprises suffered from problems such as backward technology and bureaucratic management, all in all, state owned enterprises performed quite well during Mao’s era, in both economic efficiency and social equality. 

Commodification of Labor and the Troublesome Reform Policies 

China entered the transition period in 1978. In 1982, with little fanfare, the Chinese government quietly removed a clause granting the right to strike from the constitution, a right previously enshrined by Mao in 1975. At the time, the change raised little concern: after all, who would want to strike when people are treating the factories as their own homes? In hindsight, it marked the beginning of a slippery slope towards total commodification of labor.

In late 1979, government selected several thousand enterprises to operate on a profit-making basis. In early 1980, the program was expanded to cover 16% of the SOEs. Yet the program was suspended at the end of 1980, because of a host of unanticipated fiscal and social problems including a burst of inflation. In 1984, with industrial production stabilized, urban reform was reassumed with new determination and ambition. The market-oriented reform was mainly carried out through the contract system: whole enterprise or different levels of production was contracted to managers. While operating within broad state guidelines, the managers could determine production schedules, wages, and prices in accordance with the market. And most importantly, managers had the power to hire and fire workers. The restructuring effort was called “smashing the iron rice bowl” in the reformist rhetoric of the time. The argument was that labor productivity could be increased greatly by ending the lifetime job security. Some new bonus and profit-sharing schemes were implemented to stimulate production, as well as to mitigate opposition from party members and the working class. Nevertheless, the opposition was intense and bitter. In the end, the reformers compromised: regular workers already employed in SOEs would retain their job security and welfare guarantees, but new workers would be hired on a contractual basis. Over the years, a bewildering variety of contractual arrangements appeared in different localities and enterprises. Often these arrangements also watered down benefits for the new workers.  

Until 1992, central planning continued to play an important role and virtually no public enterprises were privatized. Foreign trade and foreign investment were heavily regulated by the central government. Even though this state-directed development strategy appeared more successful (or at least less disastrous) than the shock therapy implemented by former Soviet Union and Eastern European countries, the Chinese government started to depart from it in 1992. In November 1993, the party Central Committee decided that the goal of the state enterprise was to develop “modern enterprises” characterized by “transparent property right, clearly identified rights and responsibilities, separation of government and enterprise, and scientific management.” As the Chinese intellectual and policy circles have been dominated by neo-liberal ideology in recent years, the so-called “transparent property right” means nothing but private property right. So it came as little surprise that the Fifteenth Party Congress in 1997 took a further step. It decided that while collective owned enterprises and small SOEs were to be privatized, large and medium-sized SOEs were to be restructured as share-holding corporations. Even earlier, in 1996, some local government had already begun to privatize public enterprises under their control. Since then, tens of thousands of public firms were privatized and about twenty to thirty millions of workers were laid off, or using the now well-known term, xiagang (meaning “off post” in Chinese). Despite some retraining and reemployment programs, most of the laid off workers became urban poor. Another twenty to thirty million of previous SOE employees found employment at the newly privatized enterprises, often with longer hours, lower salaries, and other benefit cuts. All this put a further downward pressure on wages and labor conditions. At the end of 2001, China joined the WTO, which meant the Chinese government moved further in the neo-liberal direction. In 2005, the government decided to sell off some large SOEs, and courted several Fortune 500 companies as buyers. With the rapid privatization of SOEs, the transformation is almost complete: Chinese workers no longer participate in managing their factories; instead, they are at the whim of the market and the policy of the state.

In contrast to the workers, who have to make sacrifices under the “smashing the iron rice bowl” reform, managers enjoy more benefits and authority with little accountability. In the recent privatization wave, privatizations were mostly carried out through MBO (management buy-out) schemes, which means that the management teams of many “failing” SOEs were able to come up with enough money to buy their enterprises. An outsider may wonder where this money comes from, but insiders talk about it with remarkable openness. Many reports in the Chinese media during the last ten to twenty years have proclaimed, implicitly or explicitly, that: “privatization is good for profit and economic growth, thus we should privatize at all cost.” Some mainstream economists have bluntly advocated for corruption and direct theft of state property. One of them is the influential economist Zhang Weiying, who is vice president of the Guanghua school of management at Beijing University, which claims to be China’s best business school. While lecturing to a group of SOE managers, he said
: “Corruption is necessary to destroy state owned enterprises to facilitate privatization. State owned enterprise is a big bowl full of rice. It is necessary to spit on it. Then others would walk away thinking it is spoiled; afterwards it can be privatized to the ones who spit on it.” For many SOEs, this is exactly what has happened and it is still happening. 

Performance of SOEs in the Reform Era—the Myth of Underperformance

Defenders of privatization argue that even though these reforms resulted in massive layoffs, they were necessary because the SOEs were inefficient and performed poorly.  There is no doubt that the troublesome reform policies in the last twenty years have created large scale profiteering and corruption, which greatly undercut the performance of SOEs.

Indeed, at first glance, private enterprises appear to be booming while the state sector is declining. However, Hong Kong University professor Carsten Holz has compiled data that indicate that the lower profitability of SOEs can be fully explained by their higher tax rate and greater capital intensity, both of which reflect specific priorities and/or discrimination against SOEs
. 

Profitability of Various Types of Enterprises, 1995

	
	Profit

/sales revenue (%)
	Profit + taxes/

sales revenue (%)

	Nationwide total
	3.15
	9.73

	State-owned enterprises
	2.63
	11.35

	Domestic Private enterprises
	8.20
	12.42

	Joint ventures
	2.53
	7.56

	Foreign-owned enterprises
	4.98
	9.43


Adapted from Carsten Holz, “Long Live China’s State-Owned Enterprises: Deflating the Myth of Poor Financial Performance, 2002.  Original data source: Industrial Census, 1995, Vol. 1, pp. 46-53. 

When one compares the data, the unfair tax burden of SOEs is obvious. The taxes collected from SOEs were about three times their profits, while the taxes collected from other forms of enterprises were about equal to or less than their profits (the only exception was joint enterprises). When tax payments were considered, the only type that outperformed SOEs were domestically owned private enterprises. Yet the gap is small and these official statistics only cover firms in urban areas with more than seven employees; thus, reflecting the top private sector performers.

Success of Free Riders—the Boom of Foreign Enterprises and Private Enterprises

While SOEs suffer from excessive taxes, foreign investors receive “super citizenship” treatment from the Chinese government. The official tax rate of 33 percent is the same for domestic- and foreign-owned firms, but foreign ventures receive so many special perks that their actual tax rate is estimated to be only around 11 percent
. Furthermore, all foreign or joint ventures are exempted from tax in their first two years, starting from the time they begin to make a profit, and 50 percent of their tax is exempted from the third to the fifth year. If a foreign firm decides to reinvest its profit within China, 40 percent of the tax is rebated. Some of these tax incentives were once implemented for private enterprises as well, but none of these special treatments has ever applied to SOEs. Finally, an SOE can only deduct salary costs of up to 940 Yuan
 (about 114 US dollars) per month per employee for tax purposes, while there is no such limit for foreign enterprises. All these tax incentives make it more profitable to invest into China from abroad, instead of investing from China, and this has lead to capital being moved in paradoxical ways. While China has attracted as much as 52.77 billion dollars of foreign direct investments (FDIs) in 2002 alone, it is estimated that an equal amount or even more capital flows out of China at the same time. It is also estimated that about one third of the FDI that China has received is actually capital that originally came from China itself
.

Apart from having to pay less taxes, it is also much easier for private and foreign enterprises to evade taxes altogether: many private enterprises can simply hide their profits due to prevalence of cash transactions; many foreign enterprises have access to various pricing opportunities that allow them to locate their profit abroad. For example, the Nike subsidiary in Suzhou realized 700 million Yuan (about 85 million dollar) of revenue in 2001, and its Chinese market is growing by double digits each year, yet it has only reported losses over the years
. In 2003, 51-55% of the foreign enterprises in China claimed losses. A sample investigation conducted by the State Administration of Taxation found that only one third of these losses were real, the other two thirds were fabricated to evade taxes. According to conservative estimations, Chinese government loses at least 30 billion Yuan (3.7 billion dollars) of tax revenues annually due to such schemes, or about half the taxes the government actually collects from foreign enterprises
.

All in all, the Chinese government has failed to establish an effective accounting and taxation system for the private and foreign sector in the reform era, and thus it has systematically overtaxed the enterprises that it still controls, the SOEs, to make up the shortfall. For example, by 2002, the already seriously weakened state sector accounted for only about one third of industrial GDP, yet still paid 70 percent of the corporate taxes
. While there is no denying that some private or foreign enterprises use more advanced technology or are managed better than their counterparts amongst SOEs, an important reason for their success is that the tax system offers them a free ride. It is the SOEs who have paid the lion share for building public infrastructure and keeping the state running. One study finds that between 1982 and 1996, the state taxed away 86 percent of total state sector net income
. After all this deinvestment, it comes as no surprise that SOEs appear “under-performing”. Just imagine how Microsoft would perform if 86% of its net income had been taxed away by the government for more than a decade.

In terms of worker salary and other social benefits, private and foreign enterprises have enjoyed a free ride as well. In the first ten to fifteen years of the reform era, many of these enterprises did offer nominally higher salaries than SOEs, for professions ranging from highly skilled engineers to assembly line workers, and this helped them to attract the best workers. They could offer higher salaries not only because of the biased tax code, but also because they did not have to provide as many social benefits as SOEs. The public responded to these mixed offers by running a mixed strategy. It was widely regarded as the best for a married couple if they could work in both sectors: one should stay in SOEs, so that the family would have continued access to inexpensive child care, education, health care, and highly subsidized housing. The other could then venture into new private or foreign enterprises to make more money. 

Race to the Bottom and the Ongoing Sale of State Assets

In a sense, SOEs have been setting the high water mark for corporate social responsibility in China—unfortunately, the mark has been in steady decline because of a series of government policies that favor free riders over dues payers. When private or foreign enterprises first appeared in China in the early 1980s, they were not as obviously sweatshops as many of them are today. At the time, the social benefits established between 1949 and 1978 were still largely intact: most of the population had access to public education and health care, and most of the urban residents had highly subsidized housing, guaranteed pension, and other benefits from SOEs. Thus the new firms had to offer fair payment and good working conditions to attract workers. Unfortunately, what has happened in the last twenty years is a rapid race to the bottom. Instead of leveling the playing field by forcing private or foreign enterprises to pay their share, the government overtaxed the SOEs and then maximized short-term gains by dismantling the social safety net provided by the SOEs. Consequently, the state sector has shrunk rapidly and the benefits of remaining workers have eroded away steadily. The downward pressure on wages and working conditions is further exacerbated by the massive rural crisis, which largely resulted from government policies as well. With tens of millions of rural and urban poor desperately looking for jobs, it is no surprise that the real income has decreased and working condition have worsened for the average workers in many private and foreign enterprises. For example, a migrant worker could look forward to a yearly salary of around 5,000 Yuan in factories on the Pearl River Delta more than a decade ago; today the annual wage is no more than 6,000 Yuan, while the price of many basic food items has more than tripled during that time. 

Arguments for a fairer treatment of domestic firms sometimes come from unexpected sources. In 2005, one researcher from the Development Research Center of the State Council used the free-trade principles of the WTO to argue for more fairness. This is almost ironic: in contrast to the rest of the world, where trade barriers protect domestic firms, China has now reversed its barriers so much that they unfairly protect foreign firms from domestic competitors. The ministry of finance, which feels the budget pressure mounting, is also calling for tax favors of foreign enterprises to be eliminated. But the resistance against such a policy is very strong. After many years of export-oriented growth, Chinese representatives of multinational capital have established a strong hold on China’s emerging “middle class” as well as on many government positions. Because of the huge employment pressure, threat of withdrawal is also an effective tactic used by foreign corporations. In early 2005, it was reported that 54 big multinational firms launched a joint petition against the equalizing of tax rates
. So far, their lobbying effort has been successful—the motion to remove tax favors has not even reached the discussion floor of People’s Congress yet. 

During a press interview in October 2005, Li Rongrong, Chairman of SASAC (State-owned Assets Supervision and Administration Commission) said that by the end of June 2005, there were 250,000 industrial enterprises with annual revenue above 5 million Yuan; among them were 30,000 SOEs that contributed 60% of the corporate taxes. He also said that the number of SOEs was decreasing by 4,000 to 5,000 per year
. With SOEs disappearing so rapidly, one cannot help but wonder where taxes will come from, especially since proper taxation of the booming foreign and private enterprises seems impossible for the near future. 

The Chinese public is becoming more aware of these problems. In 2004, Larry Lang Hsien-ping, a professor in Hong Kong, pointed out the profiteering and corruption in many MBO (management buy-out) schemes. He was not the first one to speak up—many non-mainstream economists, especially those from the “new left” camp, had repeatedly done so. But largely thanks to Lang’s doctorate degree from US and his professorship in Hong Kong, he gained much more media coverage than his predecessors, and this evolved into a broad public debate about privatization of SOEs. Following this public outcry, MBO was temporarily halted, but it was reassumed a few months later with new vigor. 

For more than two decades, China’s state sector has over pumped its blood to support the boom. Now even its flesh and bones are getting sold to continue the process. Many international companies have joined the buy out frenzy. Most of China’s emerging entrepreneurs are cheering as well—some have commented,  “It is the best business opportunity ever seen in the last one thousand years”. The free riders are having a feast and looking forward to their total dominance. 

Conclusion 

Much of what is happening in the Chinese economy today can thus be understood as a consequence of state policies during the reform area, even though it may not always be an intended consequence. With rural areas and SOEs in crisis, migrant workers provide a large supply of cheap labor, and as Cambridge professor Peter Nolan wrote in his article “China at the Crossroads”, “Behind almost every aspect of China’s development process in the early 21st century lies the harsh reality of the ‘Lewis model’ of economic development with unlimited supplies of labor (Lewis, 1954).” While low cost labor is arguably China’s biggest competitive advantage on the international markets, it is certainly a mixed blessing domestically. Capital owners and those state officials that collude with the capital are enjoying the economic boom, but most of the working people are seeing little of the profits. Thus the paradoxes presented at the beginning become perfectly understandable: decreasing number of jobs, decreasing salary, and deteriorating working conditions—all these are natural consequences of maximizing profits at the cost of labor. The easy profits from exploitation reduces private enterprises’ incentives for technical and organizational innovation while SOEs do not have resources for innovation as they are so overtaxed. As a consequence, most domestic firms are losing out to foreign firms in the high end, high value added market. 

Some defenders of sweatshops often say that without them the situation of the workers could be even worse. If one only looks at the current situation, without its historical context, such claims seem partly true. Consumption patterns in China have become so skewed that sweatshops seem almost unavoidable. As the country’s wealth concentrated in the hands of a small minority, the consumption of imported luxury goods is quite large. It is already 12% of the global total
, and it is growing at 20% annually
. On the other hand, many people are facing stagnant or even decreasing incomes and diminishing job security, combined with skyrocketing health care and education costs. They are often being forced to save as much as possible from their meager incomes, which weakens demand on the domestic market. Consequently, China’s import and export in 2004 constituted three quarters of its GDP—the country is firmly hooked to the drug of export-oriented growth. In this dire situation, any withdrawal from the export-oriented model and closing of sweatshops would, at least in the short term, painfully raise the unemployment rate.

But the history of the last several decades also shows that the proliferation of sweatshops is by no means inevitable: growth does not have to depend on export or be achieved by sacrificing equality. China’s own industrialization and modernization process during 1949-1979 illustrates an alternative road to economic growth. Within merely thirty years, China established an independent industrial system and built up a welfare system for the population: the urban residents enjoyed the “iron rice bowl”, the rural population had access to public education, health care, “five guarantees” (food, clothing, shelter, health care, education for orphans/decent burial for elders) for those without working ability and family support. Of course, the pre-reform era did also have its problems, such as the environmental pollution and damage caused by rapid industrialization and by some ill-conceived mass projects. While the problems of the pre-reform era were often due to blind faith in man’s ability to conquer nature, many problems in the reform era can be ascribed to a blind faith in market forces and economic growth. During this mad rush for profits, the environmental problems are rapidly getting worse and the problem of social justice returns with a vengeance. Understandably, more and more people in China are looking into the pre-reform era for inspiration and solutions. In many recent strikes against privatization of SOEs, demonstrating workers held large posters of Chairman Mao as their banners. These workers know what they are against as well as what they are for: despite its many mistakes and blunders, the pre-reform era symbolized by Mao has demonstrated that a better world is possible because it existed not so long ago.  

While it seems likely that some component of the current economic system in China will collapse, it is hard to say which will collapse first. Perhaps the government still has time to turn the collapse into a more gradual transition. In response to the rural crisis and massive unrests, it has reduced or exempted rural taxes since 2003. While this is only a small, first step towards solving rural problems, it allowed many migrant workers to find a meager livelihood in the countryside again and thereby escape from the sweatshops. With wages having become so low, factories in Pearl River Delta area are currently experiencing a labor shortage for the first time during the reform era. Hopefully, this will make the wages rise again, but according to the logic of some economic schools, such a rise would not necessarily be a blessing, as it could raise the price of Chinese exports and slow down economic “growth”. More importantly, government income still comes largely from the over-taxation and liquidation of the state sector. Where will this income come from once the liquidation process is complete? According to China’s WTO commitment, the domestic financial market will be opened up fully by the end of 2006, which could make many of these financial problems more apparent, and may even lead to a large crisis similar to the recent East Asian or Argentina financial crisis. China is standing at the crossroads, but which direction will it take? Will it continue the neo-liberal reforms until their inevitable collapse, perhaps a violent and catastrophic collapse? Or will it try to turn away from neo-liberalism like many Latin American countries? With China’s huge population and its severe dependence on exports, all the choices it has now seem to be tough choices.

A Chinese Perspective on the Textile Trade

Ever since the ending of global textile import quotas on January 1, 2005, many countries fear that Chinese products may flood their textile markets.  On May13, 2005 Washington announced that it would re-impose quotas on some textile items (cotton trousers, cotton knit shirts and underwear). The European Union followed with similar measures. On May 30, 2005, China’s Ministry of Commerce said it was lifting textile export tariffs it had placed on 81 products early this year. The trade war over clothing is on. 

What is seldom (if ever) reported in the western media is that China’s textile industry only gets a small portion of the revenues and profits for textile export, while the lion’s share of revenues and profits goes to western companies that own the brand names. While many Chinese depend on textile exports for employment, the current boom also causes many problems in China. 

To understand how this economic scheme came about, we need to understand the development of the textile industry in the last 30 years. By the end of 1970s, China had established its own production chain for the textile industry:  from steel to heavy machinery, to light machinery, then to textile and apparel production. Compared to similar western machines, Chinese spinner machines employed 10 times more workers but required much less initial capital investment. This was well suited for a populous country. After having produced black and blue suits for almost 30 years, China’s textile industry was ready to provide more variety and quantity. However, at the same time, as part of the “open up and reform” policy, the Chinese government had allowed the import of many foreign-made textile machines. By the early 1990s, China had essentially two duplicate textile production systems, one domestic and one imported, and each alone was enough to meet the domestic demand. Such over-capacity led to fierce price competition, both domestically and internationally. In 1997, Prime Minister Zhu Rongji decided to solve the problem once and for all by ordering the destruction of massive numbers of domestic machines, which were considered inefficient.  As a result, large numbers of textile workers were laid off. This also bankrupted many upstream machine manufacturers, as their domestic markets were destroyed.  

Such drastic measures only relieved the over-capacity problem temporarily. With significantly reduced competition from domestic producers, foreign machine manufacturers can ask higher prices and get bigger profit upstream; foreign retailers control the brands and distribution channels and thus get most of the profit downstream. To make up for their low and decreasing profit margins, Chinese textile producers focused on the one area where they still had competitive advantage: low price mass production. They are thus engaging in a vicious cycle of over-capacity. Lack of transparency in the global trade regime further exacerbated the textile problem. While negotiating its WTO accession, China agreed to allow other countries to impose “safeguard measures” to protect their domestic industries from import surges from China.  Since the Ministry of Commerce downplayed such concessions, many producers imported expensive machineries in 2004 to increase their capacity in anticipation of quota removal.  Fixed asset investment in the industry increased by 144 percent in 2004, and textile machine imports from Germany alone accounted for more than one billion euro. When the U.S. and EU governments re-imposed import barriers in mid-2005, Chinese producers were caught by surprise. According to one Chinese researcher, many producers complained that when they requested an explanation and interpretation of related WTO rules from the Ministry of Commerce, they got late or no responses, and the information they got was often confusing or misleading. 

It is high time for China to question the country’s dependence on textile exports.  At a Sino-French seminar in Paris in May 2005, Minister of Commerce Bo Xilai noted that "Because of the low profit margins of Chinese textile products, China needs to export 800 million shirts in order to buy one Airbus A380.”
 

If we take the heavy environmental toll of the clothing industry into account, the picture is even bleaker. Cloth manufacturing and dyeing is water and pollution intensive, and so is the production of cotton. It takes approximately four pounds of pesticide and insecticide plus 1,300 gallons of water to grow one pound of commercially produced cotton. Ironically, the water-scarce western province of Xinjiang is a big cotton producer for China because of its hot climate. Does the growing desertification in western China has anything to do with improper water diversion to grow cash crops like cotton? There is no conclusive scientific study yet, but there is lots of anecdotal evidence to support this claim. China’s export cloth industry certainly contributes significantly to China’s rapidly deteriorating environment. If all these environmental costs were internalized, the already razor thin profit margin of China’s textile export industry could very well be negative. 

III. Impacts on Quality of Life and the Environment
Poverty and Inequality

The World Bank and most economists today say that globalization and the market economy have brought great success to China in reducing poverty. Indeed, in terms of GDP numbers, the number of people living under extreme poverty (1$ per day) in China has been reduced dramatically from 250 million in 1978 to 30 million in 2000, making China one of the few countries well ahead of its poverty reduction targets in Millennium Development Goals
. In 1999, the World Bank raised China’s classification from a “low-income” to a “lower middle-income” country based on a rise in income per capita.  There is also little doubt that millions of Chinese citizens have increased access to goods.  The extensive rationing system that covered basic items such as grain, cooking oil, sugar, eggs, meat, and clothes in the late 1970s has disappeared and modern luxuries like TVs, washing machines and refrigerators have entered millions of homes, particularly in urban areas.  In the capital city Beijing, personal car ownership, virtually unheard of 20 years ago, has skyrocketed in the last several years to 11 cars per 100 permanent residents. 

At the same time, there are growing concerns that poverty, particularly in rural areas, is once again on the rise.  In 2004, China’s State Statistics Bureau acknowledged that the number of people living in extreme poverty actually increased from 28.2 million in 2002 to 29 million in 2003, despite rapid GDP growth. 
  The government blamed the increase on hazardous weather conditions during the year, but some question whether the rise in poverty might be linked to the effects on China’s rural sector of increased agricultural imports. From 2000 to 2002, 42 percent of rural households experienced decreased income in absolute terms
. As China accepts increased trade liberalization as a member of the WTO, Chinese small farmers are expected to face even greater hardship as they struggle to compete against a highly subsidized global agribusiness. 

In addition, there is strong concern that while fewer people are living in extreme poverty, the gap between those on the bottom and those at the top has grown dramatically.  Once one of the most egalitarian countries, China is now one of the most unequal in the world.  In the early 1980s, the richest 10 percent of the population earned less than 20 percent of national income.  By 1995, they earned 33.7 percent, while the bottom 10 percent accounted for only 1.87 percent.
 By 2005, the gap had grown even wider.  The State Statistics Bureau announced that the top 10 percent now earns 45% of income, while the bottom 10 percent makes only 1.4 percent
.

The measure of inequality used by the United Nations, called the “Gini ratio,” also indicates a growing gap in China.  Between 1980 and 2005, the ratio rose from less than 0.2 (considered indication of an egalitarian country) to 0.45
 (signifying serious polarization and increasing social unrest).   Not surprisingly, the incidence of mass protests, demonstrations and clashes with the government increased from 58,000 in 2003 to 74,000 in 2004, and it was up from 10,000 of a decade ago
. 

The Rural-Urban Divide

According to estimates by State Statistics Bureau, the ratio of urban versus rural per capita income grew from 1.8:1 in the early 1980s to 3.23:1 in 2003, while the world average is between 1.5:1 and 2:1
.  Rural residents shoulder disproportionate tax burdens while having less access to public services, including education and health care. In several interviews, Qiu Xiaohua, Deputy Minister of Statistics Bureau, pointed out that if the non-cash subsidies enjoyed by urban residents were taken into account, the real income gap could be as high as 6:1, the highest rural-urban gap in the world
. 

The Plight of Migrant Workers

Today, an estimated 100 to 200 million people from rural areas are working in Chinese cities as construction workers, domestic helpers, sex workers, guards, assembly line workers, miners etc. But despite their new mobility, people from rural areas face severe exploitation.   They are a major driving force of the economic boom, the labor force behind the “Made in China” labels currently sweeping through the world, the builders of expanding highways and skyscrapers. It is estimated that they contribute more than 20 percent of GDP generation. Yet most of them reap little benefit of the boom they help to create. 

In September 2005, the plight of one migrant worker, Wang Binyu, became a hot topic on the Chinese Internet.  Wang and his younger brother had attempted to obtain 5,000 Yuan in back wages (about half of their yearly salary), but received nothing but lip service from labor department officials. When they went back to confront their employer directly, he and several goons called the brothers “stray dogs” and kicked and punched them. Wang stabbed and killed four of his abusers and has since been sentenced to death.  During a prison interview, Wang told the reporters, “The living condition in prison is much better than that of the construction sites where I used to work and live.” 
 
Like Wang and his brother, most migrant workers toil in terrible conditions. China used to have strong worker protections, but while these laws still exist on paper, their implementation has been steadily eroded over the years. Migrant workers bear the brunt of deteriorating labor conditions as they have little bargaining power and do not have access to fair legal protection. It is estimated that migrant workers as a group are owed at least 100 billion Yuan (about $US12 billion) in back wages. The wages are often unpaid for months or even years. 

China’s State Administration of Work Safety reported about 136,000 fatalities from workplace accidents in 2004, up from 100,000 in 2000
. In three high-risk professions (mining, construction and work involving dangerous chemicals), migrant workers account for over 80 percent of the casualties
. One health survey of state-owned mines found that 4.74 percent of the migrant workers (who are contract workers instead of official employees at the mines) suffer from occupational diseases, and the average onset of the diseases is less than 7 years on the job post; in comparison, only 0.89 percent of the official employees get occupational diseases and the disease onset is 25 years on the job post
.  Coal mining accidents claim more than 5,000 lives per year, about 80 percent of the world total, even though China produces only one third of the world’s coal
. 

In one industrial area alone—Shenzhen and the surrounding Pearl River delta-- industrial accidents result in 40,000 severed fingers per year. The average payout is only $60 dollars per finger.  Though the injured could potentially receive much higher compensation if they went through the formal litigation process, this takes on average 1,070 days, making it prohibitively long and expensive for most workers
. 

In 2003, some professors and NGO workers conducted a joint survey of industrial injuries in the Pearl River Delta
. The survey, covering 582 injured workers, sheds light on prevailing labor conditions in the region: 


· 70.2 percent of the injured were from rural villages, while only 4.3 percent were from urban areas. 

· 61.7 percent of the injured workers had no labor contracts with the enterprises.

· 66.3 percent of the surveyed worked over 8 hours per day. The average working day was 10.18 hours. More than 50 percent of the workers had to work overtime, with the overtime ranging from 1 to 8 hours. More than 70 percent of the workers had no weekend break. 

· Though the labor laws stipulated that they were entitled to regular salary during treatment period, most of the injured workers did not received it: only 20.3 percent received regular pay and 16.4 percent received reduced pay.
　　

Even if they are lucky enough to escape sweatshop conditions and injuries, the dream of middle-class life is beyond the reach of most migrant workers despite their hard work. For example, the annual salary for a typical security guard at a new residential development in Beijing is barely enough to purchase one square meter of the middle-class real estate he is guarding. Most migrant workers and their families live in shantytowns or urban slums, forgotten corners of the cities where few public services are available. According to a 2004 government report
, the mortality rate of pregnant migrant women and their children is estimated to be between 1.4 and 3.6 times that of the urban residents. 

The children of migrant workers are either left for prolonged periods with grandparents in the countryside or taken along to the city where they face all the uncertainties and insecurities of the “floating” life.  Needless to say, neither is an attractive option. It is estimated that there are 20 million “left behind” children in rural areas, whose parents are away in the cities most of the time. Among the 3 million migrant children who are living and traveling with their parents, about 15 percent do not attend school. Those who do attend often enroll in improvised, substandard private schools. Only in recent years has the government started to require that some public schools accept migrant children. But oftentimes, schools charge migrant workers children higher fees and use other discriminatory measures to discourage their enrollment.

Despite China’s economic growth, the conditions of migrant workers are deteriorating. A decade ago, a migrant working in manufacturing in Southern China could look forward to earning about 5,000 Yuan per year. But over the past 12 years, factory workers’ monthly salaries have risen by a tiny 68 Yuan, according to a study released in 2004
. In the meantime, prices of rice, pork and many basic food items have more than tripled, thus the salary has decreased significantly in real terms. 

HEALTH and EDUCATION

Before 1980, China’s health care system had been developed under the socialist planned economy. By 1980, 85-90 percent of the population was covered by state or collective health care systems. During the Maoist era, average life expectancy increased from 35 to 67 years; infant mortality dropped from more than 200 per 1,000 to 42 per 1,000, one of the fastest improvements in the world during that period
. Despite its huge population, China was the first developing country to eradicate smallpox and polio. By the late 1970s, China’s two key health indicators (life expectancy and infant mortality) were not only much better than average for low-income countries, but also better than average for middle-income countries. In the World Health Organizations (WHO) 1978 Alma Ata Conference Health for all by the Year 2000, China’s primary health care system was featured as a model for the world
. 
Despite spectacular GDP growth in recent years, the quality of the health care system has not continued or even been maintained in many aspects. Since 1980, the health care system has gone through several rounds of market-oriented reform. From 1980 to 2003, health care expenditure skyrocketed 15 fold even after inflation was taken into account (from 14.32 billion Yuan to 662.33 billion Yuan). Meanwhile, the percentage of government contributions decreased from 36.2 percent to 17.2 percent, and collective contributions decreased from 42.6 percent to 27.3 percent. At the same time, the share of individual contributions increased from 21.2 percent to 55.5 percent
. 

As all clinics and hospitals are increasingly pressured by the profit motive, cost effective preventive measures are increasingly being replaced by expensive and not always necessary treatments. In big cities, about 50 percent of those who should have been hospitalized were not because of economic difficulties
.  In poor rural areas, the percentage rises to about 70 percent. A 2001 study showed that 21.6 percent of impoverished rural households fell below the poverty line due to medical expenses
.  The average cost of hospitalization is over 1500 Yuan, about half of the average annual rural income, or more than twice the rate of the government’s poverty line
. 

Dwindling government health care funds are distributed very unequally. Though the total number of hospital beds has grown significantly in the last twenty years, the number has fallen in rural areas and stayed the same or decreased on a per capita basis in seven poor provinces (Guizhou, Tibet, Qinghai, Hubei, Hunan, Jiangxi, and Xinjiang). In 1998, per capita government spending on health care was 130 Yuan for urban areas and 10.7 Yuan for rural areas. Between 1993 and 2000, the rural share in the total health care expenditures fell from 34.9 percent to 22.5 percent.  Consequently, rural public health infrastructure has deteriorated considerably. From 1975 to 2001, the total number of rural doctors fell from 1.5 million to about 1 million, and the total number of rural nurses fell from 3.28 million to only 270,000.  Health care insurance now covers about half of the urban population and only 10 percent of the rural population
.
Diseases that were once under control, such as tuberculosis and schistosomiasis, are making a strong comeback. The occurrence rate of tuberculosis has quadrupled in recent years. New diseases such as AIDS are spreading rapidly due to illegal blood selling and needle sharing. Many poor farmers contracted aids by selling blood, the estimation of their numbers range from  Because of the collapse of rural health monitoring, more exact estimates are not available.  According to the World Bank, China’s mortality rate for children under five years, regarded by United Nations Children’s Fund (UNICEF) as the single best indicator of social development, stopped declining in the early 1980s and stagnated until 1991. In addition, the percentage of rural children with very low height for age (a key indication of malnutrition) increased from 1987 to 1992.
  

China’s progress in average life expectancy and infant mortality has slowed down so significantly since 1980 that it has been lagging behind many other countries in the improvement of the two key public health indicators.  China’s progress has been less than the average of low- and middle-income countries and the world average.  In a 2000 World Health report, China ranked 188 out of 191 countries in terms of fairness in financial contribution to health and 144 out of 191 countries in overall performance of the health care sector
. 
Instead of continuing as a leader of health care performance, China has become a leader in the worldwide trend toward private health care financing. In July 2005, the Development Research Center of the State Council released an official document admitting that market-oriented health care reform had not been a success
. Some authors of the document commented that China’s health care system is suffering from an “American disease” with the following symptoms: skyrocketing cost, unfair access, low efficiency and stagnant health indicators.
The Fast Food Invasion

Like the French and Italians, Chinese people are very proud of their country’s rich culinary tradition. Thus one might assume that the American fast food industry would have a hard time surviving there. Nothing could be further from the truth. Companies like Kentucky Fried Chicken, McDonald’s, and Coca Cola are enjoying great expansion in China.  KFC arrived in 1987 and has opened 1,200 restaurants so far. It is expected to open 300 outlets annually in the coming decade. McDonald’s has announced it is opening its first “drive through” hamburger outlet, capitalizing on the growing car ownership. There will be 1,000 McDonald’s outlets by 2008, more than double the current number. Coca Cola controls one fourth of the beverage market and one third of the carbonated beverage market. 

Even more baffling is the fact that American fast food is popular even though it is 2-4 times as expensive as similar Chinese food. In fact, such chains are symbols of prestige.  The Chinese division President of Yum Brands (KFC's parent company) once commented that “In many parts of China, the local municipal governments actually view the arrival of a KFC as a sign of the city coming of age.”
 

Fast food, combined with growing car ownership and increasing time spent on sedentary activities like TV and video games, has contributed to a near doubling of China’s obesity rate in the last ten years. What is even more alarming is the problem of child obesity. According to one Xinhua News report in March 2004, 10 percent of the children in China suffer from obesity and the number is increasing by eight percent per year. In big cities like Beijing and Shanghai, there is an average of one obese child in every five
.

The media is full of propaganda about the superiority of highly processed food.  One article even claimed that one of the benefits of joining the WTO is that it would result in more of these foods in China:  

“After China’s entry into WTO, the Chinese media has drawn a beautiful picture of how the Chinese people will improve the quality of their lives in an all-round way, with more choices in commodities, lower prices and better service.  These reports are pretty well substantiated, and not just a dream, but they do miss one important point: it will also be good for people’s health as substandard foods will gradually be driven out of the market, and more nutritious food will become available.” 

--  “Nutritionists Called for in China,” China Daily, June 2002

Ignorance and misinformation contribute significantly to nutrition problems in general.  Vitamin A deficiency continues to be prevalent despite the ready availability of carrots and other Vitamin A rich vegetables. Despite heightened awareness about breast-feeding among the educated class, many people continue to believe in advertising that formula is better for their infants. In the countryside, cases have been recorded of mothers selling eggs at the market in order to buy sugar or chocolate for their children, apparently thinking such processed food would be more beneficial. Among the urban poor, there are many stories of parents saving for weeks or even months in order to buy their child a Big Mac.
Education

As with health care, education costs have skyrocketed in the last 20 years while the share of government financing has dropped significantly. This is a dramatic change from the pre-reform era, which was characterized by a steep drop in adult illiteracy, from more than 80 percent in 1949 down to 33 percent in 1980
. Government or collective funds supported virtually all levels of education; individuals paid only token fees.
Today, a four-year college degree costs an estimated 40,000 Yuan, more than 13 times average per capita rural income. Even for primary and secondary education, non-government sources are forced to pay 44 percent of the cost (1999 data)
, a much higher percentage than all OECD countries and most developing countries. Many rural children, especially girls, are being kept out of school because their families find it impossible to pay the increasingly steep fees. Although official data indicate that enrollment and literacy rates have more or less stayed the same or even improved, many people working on the ground say the real situation is probably otherwise.  Residents report that it is  not uncommon for local officials to round up all children into schools at the beginning of school year to guarantee a good government evaluation, but many children drop out soon after these inspections.

In 1999, public spending on education was only 2.79 percent of GDP, in comparison to 4.38 percent of the world average
. The government funding is also distributed quite unevenly. Urban areas receive 77 percent of the educational investment, and higher education receives a bigger share of the funding than basic education. Between 1999 and 2000, for example, government allocation for primary education dropped from 36.1 percent to 32.6 percent, while the share of tertiary education increased from 15.6 percent to 24.0 percent
. From 1978 to 1990, the advancement rate from primary school to junior high decreased from 87.5 percent to 74.6 percent.  In some areas, the advancement rate from junior high to senior high school is as low as 25 percent. 

The elitist approach also affects the content of education profoundly. Education is increasingly geared towards book knowledge and college entrance exams while detached from community conditions and needs. Education has degenerated into a means to climb up the social ladder only, while its function to improve people’s daily life withers away. Especially for many poor families, education has become a risky gamble because chances of upward social mobility are limited.  The whole education system is ridden by fierce competition, confirming a lucky few as winners while condemning the rest majority as losers. There are more and more suicides among young students whose families cannot come up with tuition fees or who have failed important exams. 

Environment

Due to its huge population of 1.25 –1.3 billion, China’s natural resource endowment is small on a per capita basis. Currently, China’s per capita arable land is only one-third to half of the global average; its water resources only one-fourth; and oil deposits only one-eighth. According to the United Nations Development Program’s 2002 Living Planet Report, China’s biological capacity is only 1.04 global hectare/person, about 55 percent of the global average. Yet even this limited natural endowment is not under good stewardship. China is paying a heavy environmental price for the economic boom of the last few decades.  As it becomes the world’s factory, it is also becoming the world’s waste dump. 

Air Pollution

According to a 1998 WHO report, seven of the ten most polluted cities in the world are located in China. Air pollution claims 300,000 lives prematurely per year
. It accounts for over 40 percent of the total for developing countries—more than twice the number of South Asia, which has a comparable population. Acid rain impacts about one-third of the country.  

While transition away from coal to oil or natural oil has reduced urban air pollution, large-scale transition away from bicycles and mass transit toward private automobiles in recent years has offset all the benefits and further exacerbated the problem. While many multi-national automobile corporations have taken this as an opportunity to sell “clean vehicle technology” to China, the whole premise of automobile oriented growth and urban planning needs to be called into question. For the majority of the residents who still rely on bicycles and public transportation, they have to suffer from the filthy air and increasing traffic jams brought by the explosion of vehicles. For example, the average bus speed in Beijing was 10 miles per hour in 1980s; it decreased to 5 miles/hour in 1990s. Nowadays, it is further reduced to a crawling 2.5 miles/hour. In 2004, China became the world’s fourth largest producer and third largest consumer of automobiles. The number of automobiles in China is growing at 19 percent per year. Cleaner technology cannot deliver cleaner air if this trend is not abated. Particularly with the increasing oil prices, this is certainly not a sustainable trend. 

Water Scarcity and Water Pollution 

China is facing one of the world's worst water shortages. The country is divided into two regions: the “dry North,” referring to all areas north of Yangtze basin, and the “humid South,” which includes the Yangtze River basin and everything south of it. The north has a population of 550 million, two-thirds of the country’s cropland, and one-fifth of the water. The South has a population of 700 million, one-third of the cropland and four-fifths of the water. 

The water shortage is most serious in the Yellow River basin, in Northern China, which is generally considered the birthplace of Chinese culture.  The river flows though the Loess Plateau, a place with the planet’s most extensive soil erosion. With several thousand years of continuous cultivation, much of the natural vegetation is stripped away. This is compounded by the fact that loess soil is noted as being among the most erosion-prone soils known on the planet. The river is laden with yellow sediments, which give it its name. 

The deteriorating ability of local vegetation to conserve water and over-pumping of ground water have shrunk the river’s water supply in the last several decades. In 1972, the river failed to reach the sea for the first time. In 1997, a year with severe drought, the river failed to reach its last 700 kilometers for 226 days; the dry period was 330 days for its last 136-kilometer stretch
. The dry runs have severely affected the normal life and production of people along the middle and lower reaches and led to a further deterioration in the local ecology. There is fierce and bitter competition for water between the mainly agricultural upstream provinces and more industrialized coastal provinces.

Due to water shortages and wide spread pollution of surface water, more cities and villages are increasingly tapping into underground aquifers. Under the North China Plain, a region that produces 40 percent of China's grain, the water table is dropping by an average of 1.5 meters per year. In 1999, the water table under the capital city Beijing dropped by 2.5 meters. Since 1965, the water table under the city has fallen by some 59 meters
. What will people do when the aquifers are depleted?

About 60 percent of the water in seven major river systems—the Yangtze, Yellow, Huai, Songhua, Hai, Liao and Pearl River—are classified as grade IV or worse—meaning, not suitable for human contact. Seventy-five percent of the lakes suffer from various degrees of eutrophication
. The culprits are often agriculture runoff and untreated wastewater from industries. Per area, Chinese farmers already use 2.e times chemicals (fertilizers and pesticides) compared to U.S. farmers. About one-third of the industrial wastewater and two-thirds of the municipal wastewater is released into waterways without any treatment
. 

In 1994, the government began a massive clean up campaign for the Huai River, one of the most polluted rivers in China. After billions of dollars were poured into the cleanup effort, the improvement of the water quality still remains an illusion. Even where water treatment equipments are installed, many companies would rather pay fines instead of operating equipment. State Environmental Protection Agency (SEPA) has so little authority that the fines they levy are often less than expenses of using the water treatment. So naturally many manufacturers choose to pay fines instead.  According to SEPA estimations, while water treatment facilities are installed in most major industrial plants under government mandate, one-third are not operated at all and another one-third are operate occasionally. 

Pollution is exacerbating the water scarcity problem as well. In previous water rich Pearl River Delta and Yangtze River Delta regions, water shortages have emerged in recent years, and much water has been rendered unusable due to heavy pollution. Contamination is spreading to underground aquifers as well—it is estimated that 25 percent of the aquifers are being polluted
.  
Land Degradation and Soil Pollution

According to the monitoring results of China's State Forestry Administration in 1999, China has 2.67 million square kilometers of desert land, accounting for 27.9 percent of its total territory; and the desert areas are still expanding with an average of about 10,400 square kilometers per year. Thirty-seven percent of total territory (3560,000 square kilometers of land) suffer from various degree of soil erosion. 

Due to factors including soil erosion, salination, pollution, 40 percent of the country’s arable land is degraded
. In recent years, rapid industrialization and urbanization are claiming farmland at an alarming speed. In order to protect the already scarce arable land, the government has stipulated an “arable land balance act”: for any farmland converted to industrial, commercial or construction use, the responsible party has the financial obligation to create the same amount of arable land somewhere else. While this act has slowed down the emergence of landless farmers, the net effect is that more and more marginal lands are reclaimed for cultivation while fertile farmlands are converted for other uses.

The remaining farmlands suffer from pollution caused by agricultural chemicals, mining activities, industrial pollution, etc. Chemical pesticides have polluted some 13-16 million hectares of farmlands. 20 million hectares of farmlands (about one-fifth of the arable land) are contaminated by heavy metal (cadmium, arsenic, lead, chromium, etc.). It is estimated that about 12 million tons of grain is contaminated (i.e., harmful for human consumption) and that pollution is responsible for more than 10 million tons of reduced grain production
. 

Yangtze River Delta and Pearl River Delta, two prosperous regions due to recent rapid export-oriented growth serve as two examples. For centuries, the fertile and water rich river deltas were China’s rice and fish baskets; they still supply the country with a considerable amount of agricultural products. But probably unknown to most consumers or even growers themselves, the farmlands in these regions are suffering from extensive contamination from heavy metal and persistent organic pollutants (POPs), much of it from polluting industries outsourced from the West or even electronic wastes imported from the U.S. illegally. 

From 1999 to 2002, Guangdong Province carried out a geological survey of 10,000 square kilometer farmlands in the Pearl River Delta region. They found that only 10.61 percent of the land can be classified as clean, 35.9 percent is medially or heavily polluted, the rest is lightly polluted. Forty-six percent of the land is contaminated by cadmium and 12.56 percent is contaminated by mercury
. 

The Yangtze River Delta exhibits a similar situation
. Scientists have found 16 kinds of PAHs and more than 100 kinds of PCBs, both are highly carcinogenic persistent organic pollutants. In a 2002 survey by Nanjing Agriculture University, more than 70 percent of the soil samples were found with above-normal levels of heavy metal. Highly contaminated grains including “mercury rice,” “lead rice,” and “cadmium rice” have been found in the market. 

Local people are paying the price with their health, and future generations will pay as well. 

Green House Gas Emissions and Global Warming

China’s per capita emission rate is only about one sixth of that of US. But due to its huge population of 1.3 billion people, the total emission is considerable. Next to the U.S., China is the second largest Green House Gas (GHG) emitter in the world. According to China's submission to the UN, it emitted 2.66 billion tons of carbon dioxide, 34.3 million tons of methane and 850,000 tons of nitrous oxide in 1994
. In contrast, U.S. GHG emission was 5,402.8 million tons of CO2 equivalent in 1994, 6,072.2 million tons in 2003. 
The explosion of private vehicles in recent years (19 percent annual growth) leads to increase in oil consumption. China currently imports 32 percent of its oil and the need for imported oil is expected to double between now and 2010. From 2000 to 2004, China was responsible for 40 percent of the increase of energy consumption of the whole world. With current GDP growth trend, it is estimated that China may exceed the U.S. as the top emitter in 2020.

Climate models predict that global warming would cause less rainfall in northern China and more rainfall in southern China. This is consistent with observations in recent years  --- there has been a continuous drought in the North China Plain since the 1980s, while flooding disasters have happened frequently in southern China. This impact has been especially enhanced since the 1990s. Climate change could — if the worst predictions of scientists came true — lead to a drop of between 20 and 37 percent in China's yield of rice, wheat and maize over the next 20 to 80 years, according to a report published in September 2004 by the Chinese and British governments
. In short, climate change may exacerbate China’s water crisis and threaten its food security.  

Environmental Injustice and Environmental Unrest

There is increasing environmental awareness among urban residents. In 1999, the Social Survey Institute of China (SSIC) surveyed households in Beijing, Shanghai, Tianjin, Guangzhou, Chongqing, Wuhan and other cities issues that most concern citizens.  Environmental protection was the second highest priority
, only following corruption. Thanks in part to increasing public pressure, the capital city Beijing and a handful of other big cities are being cleaned up. For example, Beijing has moved nearly 130 factories out of the city. Cleaner, gas-fueled power stations are being built while older ones are being retrofitted with scrubbers. Many environmental NGOs in Beijing have been instrumental in the process. 

One progressive scholar commented on the issue, “It is not clear to me whether these organizations are practicing environmentalism or environmental imperialism.” While the comment may sound harsh, the criticism is not totally unwarranted. Instead of being retrofitted to reduce pollution, many polluting factories are simply being relocated to poorer areas. Instead of treating wastewater, many cities are digging long ditches to send the water away. While Beijing and Shanghai are increasingly supplied with natural gas from western China, many people and factories in the gas-producing areas have to purchase coal (sometimes from other areas far away) for their own energy needs because much of the cleaner fuel is reserved for distant big cities. As a consequence of these unfair practices, the rural population suffers from environmental degradation disproportionably. 

Heavy metal pollution serves as an example. Farmers play no part in creating it; yet industry does. The farmers bear the consequence, often without any form of compensation.  Roughly 20 million hectares of farmlands are contaminated by heavy metals. Given the average size of a family farm, that translates to about 130 million farmers who are negatively impacted. In some of the worst hot spots, pollution has become a life and death issue. In Shaanxi Province, a small village of only 154 people, there have been 30 deaths due to cancer over the past 27 years
. In Huangmengying, a village of about 2,400, there have been 114 cancer deaths over the past 14 years. The nearby Shaying River (a tributary of Huai River) is so polluted by industrial waste that the water is sometimes black like soy sauce. According to Huo Daishan, an independent environmentalist, there are more than 20 cancer villages along the river in Shenqiu County alone
. Along some stretches of the Huai River, the death rate is one third higher than provincial average, and the cancer rate is twice the provincial average
.

While the farmers may be ignorant about the environmental impacts of the polluting industries at the early stages, it is obvious to them that something is wrong when the river runs black or when young children die from cancer one after another. Yet oftentimes the cries and petitions from the rural victims fall on deaf ears of the local officials. The officials are being evaluated by GDP numbers, and environmental degradation is not taken into account at all. The local government depends on the taxes and revenues generated by the factories. In some cases, the officials themselves are big shareholders of the polluting factories, and thus have a direct interest to keep the factories running and keep the expenses as low as possible. 

When the victims have no legitimate means to address their grievances, social unrest is increasingly unavoidable. In the eastern province of Zhejiang, there are already three big pollution-related protests and even clashes with the police since April 2005. Each involved thousands or even tens of thousands protestors. In the April event that happened in Huaxi village, more than 20,000 villagers confronted and drove off 3,000 police who were sent in to break up a protest against an industrial park. In the most recent August event, protestors set fire to buildings of a battery manufacturer that is believed to be responsible for lead poisoning in the region. It is noteworthy that Zhejiang is a prosperous coastal region and in recent years it has enjoyed one of the highest economic growth rates among all provinces. Judging from the GDP numbers, the growth paradigm has been very successful. Yet the local people are increasingly saying “no” to this model of develompent. 

Conclusion 

China’s current economic growth is not sustainable. In 2005, an article titled “the development of the last 20 years has liquidated resources for the next 200 years” appeared on Chinese Internet, with an anonymous author claiming to be a retired Tsinghua professor. While it is unclear how the author arrived at the specific number, the remark received wide spread resonance over the web and was copied from site to site
.

The urban middle class is getting more environmentally conscious, partly due to influence from the West.  Yet many of them want more cars and other luxuries while demanding that the government to clean up the environment. “We will get rich first, then we will have the resources to clean up the environment” is the popular thinking. It is a different story for many rural residents. Many of them reap little benefit from the rapid industrialization while bearing the brunt of environmental destruction. Unlike urban elites who are far removed from the real environmental impact of their activities, farmers instantly see through the artificial dichotomy of environmental protection and development when their fisheries collapse or their crops are being killed. Many of them are poor and want a better life, but they know it cannot be achieved by abusing the environment. It is time for policy makers to understand this as well.  

IV. Alternative Voices and Actions within China

Recent Progressive Measures by the Government

In recent years, and especially since President Hu Jintao and Prime Minister Wen Jiabao took office in 2003, the Chinese government has apparently been modifying its policy. The previous government had emphasized that “development is the absolute need”, implying that development is the paramount goal overriding everything else. By contrast, the new leadership has advocated that the country should use “scientific development” and “people-centered development” to build “a harmonious society,” signaling a possible re-thinking of China’s trend towards neo-liberal economics.  However, the real meaning of these phrases has yet to be interpreted and translated into actions. Besides the change in rhetoric, real changes are happening as well. The plights of many marginalized groups (peasants, migrant workers, laid-off workers, rural children, AIDS patients etc.) are increasingly acknowledged by the government and discussed in public media. The government has even taken some concrete steps to address these grievances. In this part of the report, we will examine several cases concerning AIDS, rural crisis, rural public service, and environment. 

AIDS—Free Treatment for Poor Patients

By the early 2000s, AIDS was well established among many farming villages in central China, especially in Henan province. According to official government estimates, China has about 840,000 AIDS patients, of which 20% are farmers who contracted the disease by selling blood. The government has admitted that these numbers are not very reliable due to limited information. An NGO worker has estimated that there are 6 million HIV infections in Henan alone. Regardless of these numbers, the spread of the disease shows how twisted an export-oriented market economy can be, especially when it is tainted by market fundamentalism. Starting from the late 1980s and early 1990s, many farmers regularly sold blood to dealers known as “bloodheads”. The trade was tolerated or even promoted by some health officials. “Our rural areas have many healthy and strong people. And our blood is clean--we don’t have any dirty western diseases. We can use this competitive advantage to build a blood economy, getting rich by selling our blood to customers in big cities or even foreign countries.”—Many bloodheads said such things while recruiting potential sellers; some even claimed that they were citing the words of local officials. In order to maximize the amount of blood a person could sell and maximize profit, a more “efficient” blood collection method was invented around 1993: the blood of all the peasants with the same blood type was mixed together and put into a centrifugal machine to extract the plasma; the remaining blood was then transfused back to the sellers. No better way of spreading AIDS and other blood diseases could be imagined. The blood economy did create some short-lived prosperity: many farmers used the proceeds to renovate their houses, buy TVs, etc. But then people started to get mysteriously sick and die. Some doctors investigated and soon identified the cause as AIDS. Initially, the government vehemently denied the problem, and many activists were regularly harassed by local officials. 

Things have taken a more positive turn in recent years. Partly due to the outbreak of SARS in 2002, the country has woken up to the sorry state of rural health care. Though no one has been brought to trial or made accountable yet, what happened in Henan is widely acknowledged to be a national scandal. The sale of blood has been made illegal. Steps have been taken to improve the blood-donation service as well as crack down on the bloodheads. On December 1, 2003, Prime Minister Wen Jiabao made a landmark visit to an AIDS hospital in Beijing and shook hands with three patients. He promised them that the government would support them, provide free schooling for their children and free medicine for those who could not afford to pay for it. Wen also stressed that the government had a lot of work to do: "every level of government" has to take the job seriously, surveillance of the epidemic needs to improve, and the government needs to increase investment in AIDS work. Following Wen’s visit, Vice-Minister of Health Gao Qiang went further, explicitly promising to expand the government’s free anti-retroviral (ARV) treatment program from 5000 people in 2003 to "as many people as need it" in 2004. Since then, the “four frees and one care” policy has been in force: free anti-retroviral drugs to all patients in the countryside and to the urban poor; free testing and advice for those request it; free drugs for infected pregnant women; free schooling for AIDS orphans; and financial help for the impacted families. International NGOs and local NGOs are also being encouraged to work with the government in the fight against AIDS. 

Many problems are still waiting to be tackled. So many years of disinvestments in rural health infrastructure cannot be made up overnight. Many Chinese are still very ignorant about these diseases and the stigma attached to AIDS remains quite strong—in some villages, farmers are not getting the free treatment because they do not want to admit they have AIDS. Unlike India and Brazil, who are producing more types of generic drugs, China only produces five anti-retroviral drugs whose patents have already expired or been relinquished. This very limited selection of drugs does not work for every patient or produces intolerable side effects. No special drugs for children are available at all. There are still sensitive political issues one has to be cautious about. In some localities, the lower levels of the administration still resist implementing some directives from Beijing. Nevertheless, many people involved on the ground speak quite highly of the recent policy changes. During a private conversation, a US-based NGO worker said, “It took the US government more than ten years to officially acknowledge AIDS. So when we went to China, many of us were prepared for a similarly long haul. It is really a happy surprise how fast the Chinese government has changed in the last two to three years. There is still a long way to go, but at least we had a good start.”   

Rural Crisis—Tax Reduction and Increased Investment

China’s rural crisis has been brewing for almost two decades. There is even a special Chinese term to describe the issue: “three-dimensional rural problems” (referring to rural areas, agriculture, and farmers/peasants). The list of symptoms is long: disinvestments in rural infrastructure, declines in public services, stagnant incomes, overstaffed but inefficient local governments, rampant corruption, growing crime rates or even reemergence of organized crime (triad organizations), excessive taxes and fees, etc. As more and more rural unrests occur, the problems can no longer be whitewashed by claiming that “all these will be solved when we develop further”. 

Due to growing numbers of protests and demonstrations against taxes and fees, the government initiated pilot experiments on rural tax reform in central China’s Anhui Province in March 2000. According to a report
 that appeared in People’s Daily Online on August 21, 2002, “The main content of the reform includes first to slash quite a few taxes and fees levied upon farmers by village and town governments in various names; then to combine all the remaining into one agricultural tax with a surtax, the total after the combination should be not more than 8.4 percent of an aggregate farming output. In the pilot Anhui Province, the aggregate farming output is the average of the farming output during the five years before 1998, although other provinces might have their own calculations in terms of their actual conditions.” 
According to the same report, “Grass-roots authorities at village and town levels opposed the reform, pleading that the taxes-&-fees slash had driven them nowhere to find money for the primary education to farmers' children, and, more importantly, that staff at village and town administrations can hardly get their salaries paid.” The plan to rollout the reform throughout the country was therefore suspended in April 2001. 

After reconsidering for one year, the central government issued a circular to reinitiate the reform in April 2002. In March 2004, Prime Minister Wen Jiabao further promised on behalf of the Chinese government that agricultural taxes would be abolished within five years. According to a report
 in People’s Daily Online on January 26, 2005, “the central committee of the Communist Party of China made a decision that the experimental reform of abolishing rural taxes would be started in the two provinces of Heilongjiang and Gilin, the agricultural tax rate in another 11 grain-growing provinces and regions will be reduced by three percentage points and in remaining provinces in the country by 1 percentage point. With in-depth reform of rural taxes more provinces and regions have decided to rescind agricultural taxes on their own initiative. It is estimated that by the end of last year the agricultural tax burden on farmers was reduced by some 28 billion yuan or 3.39 billion US dollars with the burden on farmers reduced by 30 per cent generally. This year the overall agricultural tax burden on farmers will be reduced by two thirds. ” Besides tax reduction, the government also announced a 25% increase of investments in the rural sector for 2004.

While farmers welcome the tax reduction, its current implementation does have potential drawbacks. For many inland agricultural regions, the tax base from industrial and commercial development is quite limited. The central government has only promised limited amounts of transfer from central coffers. Its advice to local governments of how to make ends meet is to cut down on staff numbers and to gain more taxes by attracting more industry. Many NGO workers are already worried that this creates a strong incentive for the most polluting industries to relocate to the hinterlands, where people are least equipped to deal with the pollution.

While such drawbacks need to be recognized, the overall effects are so far quite positive. In 2005, the government announced that the number of people living in extreme poverty was reduced by 10% in 2004
 (from 29 million in 2003 to 26.1 million in 2004). Also, for the first time since the reform era, there are labor shortages in coastal regions. This indicates that many migrant workers, instead of working in sweatshop factories, choose to go back to their farms, where they can survive once again. Tax reduction alone is only a short-term solution, especially since many local governments are suffering from a mounting budget crisis. But for now it has alleviated the rural crisis considerably, giving the government more time to explore long-term solutions. 

Rural Public Service—Fee Exemption and Increased Investment

The rural-urban gap is especially obvious in the field of education. 70% of China’s population still lives in the rural areas, which receive only 23% of government educational spending. Parents are asked to shoulder a larger share of the costs, school fees are skyrocketing, and poor children are driven out of school. There is growing criticism that the education system is increasingly corrupt and discriminates against poor rural students. 

In March 2005, Prime Minister Wen Jiabao announced a fee-exemption policy at the opening of the annual National People's Congress. This policy will begin by removing fees for 14 million students in the country's 592 poorest counties, and will continue expanding until all rural students receive a free primary education.

While praising the directive, many people are also concerned about its implementation, because policies announced by the central government are often circumvented locally. So far, the government seems to be taking concrete steps to move forward. According to a China Daily report titled “Rural kids to get free education by 2010” in November 2005
, 36 million rural students are now benefiting from this policy. "All the rural students receiving the nine-year compulsory education (elementary and junior secondary education) will be exempted from paying miscellaneous as well as tuition fees by 2010, which is a goal we put forward in the 11th Five-Year Program (2006-10)," said Han Jin, director of MOE's (Ministry of Education) department of planning, at a press conference in Beijing.
The same article also reported that “the central government would allocate special funds to implement the Modern Distant Education Program in rural elementary schools and secondary schools in five years' time. Upon completion, all rural secondary schools and primary schools will gain access to satellite educational programs and have DVD equipment in class to teach the same courses used in major cities like Beijing and Shanghai.”  While the government intention is certainly laudable, one cannot help to be concerned whether such a “one-size-fits-all” approach is really what is needed for rural education (see the related discussion in section “The Plight of Rural Areas and Its Making”).  

Besides rural education, rural health care is also receiving more government attention. Currently, almost no public health care exists in rural area. According to the Development Research Center of the State Council (DRCSC), rural residents pay 90 percent of their medical care cost, while urban dwellers pay only 60 percent. But a rural resident has, on average, only one third of the income of an urban resident. The government is conducting pilot experiments to establish cooperative health-care networks in the countryside. According to a People’s Daily Online report
 in October 2004, “China plans to set up a cooperative health-care network by 2010 to enable China's 900 million rural residents to enjoy basic medical care”, and “each province or autonomous region picked out two or three pilot counties at the beginning of the year (2003) to try the new network.” In another report, which appeared on China Daily in May 2004, the government announced that it would invest 1 billion Yuan (121 million US dollars) in projects to improve public health infrastructure in rural areas.

Environment—Improved Enforcement and Green GDP Initiative

As described in an early part of this report, China is experiencing a huge environmental crisis. SEPA (State Environmental Protection Agency) is given the almost impossible task to address the environmental problems with very limited resource. Understandably, SEPA is one of the most vocal government agencies to question the sustainability of the current development paradigm.  

SEPA has stepped up its enforcement of environmental laws in recent years. In December 2004, SEPA suspended the construction of about 30 large projects, because they lacked the environmental impact assessment required by law. This sent shock waves across China; never before had SEPA attacked such huge projects—some of which were priced at more than a billion dollars, and publicly denounced the offenders. In Chinese media, this event was termed “the storm of environmental assessment”. While it made history, there is still a long way to go. According to Prof. Wang Canfa at China University of Political Sciences and Law, barely 10 percent of China's environmental laws and regulations that are actually being enforced
.
SEPA has also launched a green GDP initiative to measure the impact of environmental degradation and pollution: a framework of the “Green GDP” index system has been set up and six provinces have been selected for test runs. The result from Shanxi, one of the pilot provinces, was widely reported at home and abroad. The Financial Times reported on August 19, 2004
:

“The first Chinese province to calculate "green GDP" - economic production less environmental costs - has concluded it barely grew during the country's expansion over the past two decades.

Shanxi province, a coal-mining heartland south-west of Beijing, found that in 2002 its green GDP was a mere 66 per cent of the officially announced Rmb134bn ($16.2bn, €13bn, £8.9bn) if costs incurred through environmental degradation and resource exploitation were counted. 

According to a study by the province's academy of social sciences, a state think-tank, subtractions from the headline gross domestic product figure should include Rmb36.17bn for coal resources depleted, Rmb7.749bn for land resources exploited, Rmb3.11bn for water used and Rmb20.361bn for environmental pollution. ”

 

Currently, SEPA is making similar estimates at the national level and the results are expected to come out in May 2006. While the Green GDP accounting exposes the flaws of existing development, the government is still left with the question: what is the solution? Some Chinese scholars have argued for “circular economy”, which employs the most efficient use of resources and achieves maximum economic and environmental benefits at a minimum cost. But so far, “circular economy” is still largely a phrase without real meaning. How can such an economy be built? 

Conclusion

The single-minded focus on economic growth during the last two decades has created mounting environmental and social crisis in China. Fortunately, the government is responding to the outcry by its people. Since 2003, the new government has made many adjustments to address the ills created by the previous neo-liberal policies. Although many of the policies are still short-term measures and do not attack the root causes, they are already a huge progress. However, it remains an open question whether these central directives can be carried out, as they are opposed by entrenched interests that have permeated many levels of local governments. Will the good intentions of the central government be implemented as the people wish? Will the Chinese government have a more thorough policy re-examination and move further away from neo-liberalism? We have to hope for the best. 

China’s Environmental Movement

Since the early to mid 1990s, the Chinese government has allowed environmental NGOs to proliferate. Presumably, it hopes that these NGOs can fill in a gap in public education and address the country’s pressing environmental problems. Environmental NGOs have rapidly moved into the newly opened political space. Right now, environmental NGOs are probably the most active participants in China’s emerging civil society. About 2,000 of them are officially registered as environmental NGOs, and perhaps as many are registered as business enterprises or not registered at all. Many international environmental NGOs, like the Nature Conservancy, Conservation International, World Wildlife Fund, or Greenpeace, have established offices in China as well.  
Funding Sources and Actors

Public funding for NGOs is still quite limited and fundraising activities are highly regulated, thus NGOs mainly depend on two sources: lifetime savings of some dedicated activists and founders, plus funds from foreign foundations, grant-making NGOs, and donors abroad. Some funding sources, especially those from the US, are keen to push their ideology and practices that may or may not be suitable for local conditions. For example, Nature Conservancy has generated a lot of controversy, as it is buying up large areas and pushing people off the land. 
China’s environmental activists are often well educated and from a middle-class background. Many leading activists, especially those based in Beijing, have spent time in US universities or US-based NGOs.  Naturally, many of them have brought back ideas, languages, and methodology from the west—sometimes this is beneficial, sometimes it is not. For example, just like many western environmentalists, some leading Chinese environmentalists often adhere to the line of thought that ecological disaster will follow  “If every Chinese drove a car” or “If every Chinese consumed as much meat as American.” While they might be right on target on the resource issue, the ethnocentric framing of the problem is not very helpful to gain an audience in China. For China’s rising consuming class, the knee-jerk response can well be: you got rich this way, now you don't want me to get rich. For many working people who can never dream of possessing a car or US lifestyle, the message is simply irrelevant. 

The uncontrolled explosion of private automobiles is indeed a huge problem in China, especially for the poor. Public buses getting slower and slower because of the traffic jams; more and more roads are closed to bicycles to make more room for cars; highways and urban sprawl are swallowing huge amount of land, creating many landless peasants.  If China’s environmentalists were more connected to the common people instead of their western teachers, they would have found their own message instead of the copycat message. The question is not about “what if every Chinese drives a car”; instead, it is about equality and justice—if only 50% of Chinese drove a car, will the remaining 50% have place to walk and bike, or have enough land to grow food? This problem goes beyond the issue of language and framing. So far many Chinese environmentalists are busy learning technical fixes or even the “not in my backyard” approach from the west, while ideas of environmental justice and deep ecology, etc. do not receive enough attention.  

So far, NGOs that are based in Beijing enjoy most of the media attention and receive most of the funding. But green organizations are spreading rapidly in the provinces as well. Indigenous conservation movement are growing in many minority areas, including Tibet Plateau, Inner Mongolia, and Yunnan province. Many smaller, locally based NGOs have been founded to address local concerns. For example, “Huai River Guards” is dealing with the horrific water pollution in the Huai River basin; many Yunnan NGOs are engaged in the debate on dams.  Compared to NGOs in Beijing, local NGOs often have a more grassroots support. This is even reflected in their rhetoric. For example, the recent protests against dams have mobilized environmentalists all across China, yet their messages differs. NGOs in Beijing talk predominantly about protecting biodiversity, while local NGOs talk extensively about social justice, displaced peoples, and traditional livelihood. Hopefully, the provincial NGOs will play a more important role in shaping the environmental movement in China, preventing it from becoming an elitist movement of city people demanding a clean environment for themselves while ignoring the needs of the poor.
College students are increasingly involved in the environmental movement as well. Tang Xiyang, an environmental pioneer, set up the first “green camp” for university students in 1996. Since then, it has rapidly spread to many college campuses. Many larger universities have more than one environmental club. On Earth Day of 2004, over 100,000 students participated in green activities. 

The Dam Debate 

Currently, the hottest issue in China’s environmental movement is probably the debate about large dams. China already has around 22,000 large dams (defined as being at least 15 meters high), or 46 percent of the global total. Yet the fierce demand for hydraulic electricity has initiated another building spree. Some projects have ignited heated public debates.

In 2003, the government halted the construction of Yangliuhu Dam. Environmental groups and local people had protested that it would endanger Dujiangyan, an ancient irrigation system that has continuously benefited the region for more than 2200 years. The termination of the project was considered the first major victory of China’s environmental movement. 

But also in 2003, the government announced plans to build 13 dams on the Nu (or Salween) River. Among China’s major rivers, Nu River is one of only two that have not been dammed (The other undisturbed river is the Yaluzangbu in Tibet). Many environmental groups have spoken against these dams, even though their protest is not without risk. In 2004 and 2005, several environmental groups were shut down temporarily or received harsh warnings from the government, because they collected signatures against the project or brought villagers slated for relocation to visit those displaced by existing dams. While such strategies have been effective for the NGO purpose, they have raised red flags with the Chinese government. Apparently, mass organizing and mobilization is one sensitive area where the government has little tolerance. 

It is also noteworthy that deregulation and privatization of the utility industry is at the root of the problem—privatization has speeded up the rush for more dams at all cost. The phenomenon is generally referred to as “enclosure of waters” in Chinese. It is in sharp contrast to the case of the Three Gorges dam: though the dam itself is generally considered a lost cause, at least it has taken the proponents of the project 30 years to get it passed by the People’s Congress, and hydraulic experts had extensive debates about the project. Now it has become virtually impossible to find any opponent voices within this profession. Privatization has further externalized the cost, and essentially all insiders have been corrupted by the huge profit. One environment economist once commented on the issue, “Today the professionals have a monopoly power over knowledge and information, and they are using it for their private gain.” 

In response, the public is demanding more transparency. On August 26, 2005, 61 organizations and 99 individuals issued an open letter
, arguing that the environmental impact assessment concerning the Nu River project must be made available for public scrutiny, in accordance with Chinese law. "We should no longer tolerate the low-cost or even free exploitation of public resources and the earning of huge profits at the expense of our environment," the letter demanded, "Dam-builders should not externalize the huge costs of dam construction on affected people, the public, the nation's finances, and future generations."

NGO Interaction with the Government

Many green NGOs have worked very closely with China’s State Environmental Protection Administration (SEPA). They have joined forces in calling for a green Olympics, campaign for energy efficiency, and many other projects. SEPA and NGOs have often formed alliance against local polluters, or even local governments that neglect environmental regulations. Even on dam construction, which is a most sensitive issue, SEPA and NGOs are arguing on the same side—they both demand careful evaluation and proper environmental impact assessment from builders before the project can go forward.  
Future Challenges

The achievements by Chinese environmental NGOs in the last ten years are impressive. Public understanding and support has growing considerably, and NGOs have formed strategic alliance with the government (especially SEPA). Still, many challenges remain as the movement continues to evolve.
First, Chinese environmentalists need to gain independence from their western teachers, both financially and intellectually. The heavy dependence on international funding makes them quite vulnerable to political attacks. Some environmentalists have been accused being foreign agents who are trying to stop China’s development, especially when they are engaged in public debate. While such accusations bear little or no truth at all, many environmentalists are often at a loss to defend themselves. The directives from such a narrow funding source may also limit their ability to explore different ideas and strategies. Instead of only learning from their western counterparts, Chinese environmentalists need to have more exchange and communications with environmentalists from other developing countries, which face similar ecological challenges. 

In general, many NGOs, especially those based in Beijing, need to reach out of the comfort zone of their middle-class enclave. So far, the limited perspective leads to many problems. During a NGO conference, one environmental activist once commented on the protection of a minority area, "My ultimate hope is that the local environment and culture can be protected as well as that of the Native Indian reserves."—if Chinese NGO activists take Native Indian reserves as a success model, it is quite worrisome where the movement is going. Dr. Eva Stefeld, a German expert in charge of an environmental education center in Beijing, once gave an example of narrow focuses by many green enthusiasts: they had a full house of audiences during a presentation on snow leopard; yet when some expert talked about water privatization in Shanghai and other Chinese cities, only four people came. Environmental pollution and degradation are most serious in the countryside, yet most NGOs are predominantly focused on urban issues. From their real-life experience, some provincial NGOs have a better understanding of the problems on the ground, but many of them have yet to learn how to articulate their views. These NGOs should receive more media attention and funding support, which are now going mostly to urban NGOs (especially those based in Beijing). 

Other movements, like the new rural reconstruction movement covered in the next section, are addressing environmental concerns as well.  But so far there is little communication and collaboration between the environmental movement and rural reconstruction movement. By coordinating their efforts, these movements could be more effective to change China for the better.

The New Rural Reconstruction Movement in China

The Rural Crisis and the Debate

About 70% of China’s population still lives in rural areas. Despite of the so-called economic miracle, these areas are in a state of crisis. The rural crisis has been brewing for almost twenty years and today it has reached unprecedented level. Its symptoms are stagnant income, declining public service, overstaffed but inefficient local government, rampant corruption, excessive taxes, and growing number of protests and demonstrations. In 2004, the Chinese Academy of Social Sciences (CASS) surveyed 109 of China’s top economists, sociologists, management experts, and legal experts. 73% of the respondents identified the “three-dimensional rural problems” (agriculture, peasants, and rural areas) as the most urgent challenge. Combined with other issues like corruption and declining authority of the state, the intensity of rural plights made more than half of the respondents answer that a systemic crisis is “possible” or “very possible” within the next 5 or 10 years
. 

While the rural problems are acknowledged by all sides, the prescribed solutions differ widely. The mainstream still counts on rapid industrialization and urbanization as the panacea. One of the most vocal advocates of this point of view is Justin Yifu Lin from the China Center for Economic Research at Beijing University, a US-educated economist who has been instrumental in many reform policies in the last 15 years. During a September 2005 conference, Lin was reported as saying
, “to reduce the urban-rural gap, the most important thing is to reduce the rural population by moving large amount of labor out of the rural areas.” According to his logic, with huge labor migration from agriculture to industry, these new workers would be consumers instead of producers of agricultural products; the increased demand and decreased supply would push up the income levels of remaining farmers—economy of scale and higher rate of commodification for agriculture products would help as well. The farm labor only makes up 2%, 4%, and 8% of the total labor force in US, Japan, and South Korea, respectively—he cited these numbers to justify the urbanization strategy, saying this is the way to go for China. Other neo-liberal scholars have argued further that the current communal land ownership is handicapping rural growth because it is incompatible with the market principle. They suggest that the policy should move one step further from current de facto privatization (i.e. family contract system) to total privatization where land can be traded freely. The more capable farmers could thus accumulate more land and achieve economy of scale; and the less capable farmers would sell their land and use the capital to move into other professions. This would further speed up the labor flow from rural to urban areas and facilitate rapid industrialization and urbanization. 

Given the historical facts and current reality, it is highly questionable whether these schemes are working or would ever work. Private land ownership is a given fact in many developing countries including India and many South America countries, yet massive number of landless farmers and urban slums are much more common phenomena than rural prosperity. In China’s own history during the last two thousand years, private land ownership has been the norm in most times and places, yet large-scale land concentration has repeatedly led to peasant revolution and bloodshed. In the last twenty years, massive labor migration from rural to urban areas has indeed happened and is still happening—there are as many as 150 million rural migrants working in the urban areas. But only few of them have become rich enough to afford urban citizenship and enjoy the convenience and comforts of urban life. The majorities are working as low-skilled labor in sweatshops or construction sites and live in urban shantytowns. As their pitiful salary is often not enough to support a family in high-cost cities, the rest of their families, especially older parents and small children, are usually left in the countryside. And they themselves will be cast back as well when they become old, sick, or injured during work, which is quite common under the harsh labor conditions. With the degenerating rural economy, remittance from these migrant workers has indeed become an important financial source for many hinterlands. Yet overall, the rural areas are big losers under the outward oriented development paradigm: the ratio between urban and rural income has risen steadily from 1.8:1 in the early 1980s to 3.23:1 nowadays
. Though making huge contribution to the industrialization and urbanization process, rural laborers and even their children are trapped in servitude under the current arrangement. Even if these social problems could be solved, there is the hard constraint of the environment. The rapid industrialization and urbanization in the last twenty years has levied a heavy toll on China’s already fragile environment. About 60% of the water in seven major river systems—the Yangtze, Yellow, Huai, Songhua, Hai, Liao and Pearl River—are classified as grade IV or worse (not suitable for human contact). Already, about sixty million people face water scarcity, and more than 300 million do not have access to clean drinking water
. Because of this water shortage alone, the current model of industrialization and urbanization seems neither scalable nor sustainable. 

The James Yen Rural Reconstruction Institute

Recognizing all these problems, some rural experts have argued that the majority of China’s rural population should remain rural in the foreseeable future—there is no easy escape to the cities. They reason that the solution is to revive the community spirits and empower rural people to build a people-centered and community-centered local economy. Many of these researchers have become active in concrete projects in recent years and helped to form a vibrant “new rural reconstruction movement”. One of the centers of the movement is James Yen Rural Reconstruction Institute in Zhai Cheng Village at Ding Xian, which is in China's Hebei Province and about 3 hours by train from Beijing. This institute is named in honor of Y.C. James Yen (1893-1990), a Chinese educator and social activist, who had started a reconstruction movement at the same site already in the 1920s. Yen developed a fourfold "rural reconstruction" approach 


Education to combat ignorance


Livelihood to fight poverty


Public health to combat disease


Self-governance to fight civic inertia.

Yen’s experiment in Ding Xian lasted for ten years until it was disrupted by the Japanese invasion. From 1950 until his death in 1990, Yen devoted his life to adaptation of this approach to peasant communities in developing countries in Asia, Africa, and Latin America. In recent years, the International Institute of Rural Reconstruction
 in the Philippines, which was founded by him in 1960, has become a vibrant laboratory of sustainable agriculture and democracy training.

In his home country China, James Yen has become a source of inspiration for the new rural reconstruction movement, and 2003, the James Yen Rural Reconstruction Institute
 was founded at Ding Xian. The Institute’s goal is to revive organic agriculture and permaculture based on traditional knowledge and to promote community organizing and peasant self-governance.

The daily operation of the Institute is run by 11 staff members. A few of them were from Hongkong, others were from the mainland. Some local villagers participate regularly as well. The staff members are quite young, with an average age of 26. They have 2 hectare of arable land at the institute, and so far they have planted peanuts, corn, sesame, wheat, soybeans, and various fruit trees and vegetables. As soon as one walks from the surrounding fields onto this land, one sees and hears the difference. With no chemical fertilizer or pesticides being used, the place has become an animal heaven, full of birds, lizards, and also insects—it seems like most of the wild animals of the whole village have come to this place. As soon as one walks out of this place again, the singing of birds fades rapidly.

Increasing dependence on chemical fertilizer and pesticides is a big problem for rural China. Per area, Chinese farmers already use 2.3 times more chemicals than US farmers. The village elders are well aware of the problems—the soil degrades, the quality of the food declines, birds disappear, and after a few years the pests return in larger numbers. The elders would like to revive traditional integrated agriculture, but by now they lack the necessary energy and authority. However, they provide a lot of input and support to the permaculture program at the institute. Other villagers are more skeptical. Most of the people who work the fields beyond the institute are men around 40-50 years old, or women, as many young men have left for migrant jobs in cities. Their attitudes have been shaped by the agricultural policy and educational biases after 1978, and by how convenient chemicals appear, at least at first sight. It is hard to say how much they still know about traditional farming, but they have little interest to revive it. One of the village women, to whom I talked, said that the methods by the institute were too labor intensive to be copied. This is certainly a critical point, and an outsider like me should refrain from telling farmers how to grow food. But with so many young people seeking jobs elsewhere, and with economists worrying, quite generally, about the surplus of workers in China, it seemed to me that enough labor would be available, if villagers decided to return to traditional ways of growing food.

The same woman was also afraid that without pesticides, insects would eat up a significant chunk of the harvest, but this fear was probably exaggerated. The institute had just brought in its first wheat harvest of 2005, and the output per area was similar to the output produced by the villagers, who used chemicals. In 2004, the institute harvested a bumper crop of peanuts; the output per area was the highest locally. From this and other experiences, the staff members at the institute are convinced that organic farming can produces as much or more food as conventional chemical farming. However, they see another problem: with organic farming, the size of the harvest may fluctuate more than under conventional chemical farming. With the current family contract system, this is a risk the tiny family farms are unwilling or unable to take. 

The Institute offers training seminars covering topics including organic agriculture, permaculture, ecological building with local materials, community organizing, and rural cooperative building. The seminars are free for peasants—the only requirements are junior high school education and interest in rural reconstruction effort. Selected trainees are given seed money (in the form of micro-credits) to start rural cooperatives, credit unions, or other organizations back in their own villages. The institute stays in contact with these trainees and brings them back together for re-entry programs where they share experiences. So far, graduates from the Institute have founded more than thirty village cooperatives across China.

Apart from reviving traditional techniques, the institute also explores new ones. In 2004, Mr. Xie Yingjun, a Taiwan architect famed for ecological design, supervised the design and construction of an ecological toilet from locally available materials. During my visit in 2005, they were constructing a straw-bale building. Just like the revival of traditional techniques, these demonstrations of new techniques are met by the villagers with a mixture of interest and skeptics. A woman from the village had first agreed to build a straw-bale building as family dwelling, but abandoned the plan because of the opposition of her husband, who regarded straw-bale as backwards and anti-modern. In the end, developing the right techniques for growing food may be the smaller problem, as centers like the James Yen Institute look tiny compared to the research centers sponsored by companies like Monsanto. The bigger problem will be to change the mindset of all those peasants who have come to know nothing but the modern, chemical agriculture. 

Perspectives of the New Rural Reconstruction Movement

Besides training organizers at the village level to carry on the ideas of popular education and rural reconstruction, the James Yen Institute also links these efforts in China with the wider rural transformation movements in Asia and Latin America. For example, it has regular exchange with KSSP (Kerala Sasthra Sahithya Parishad--Kerala People's Science Movement) in India. Kerala is a poor rural state in Southwest India with per capita GDP around 300-400 dollars, yet many of its human development indicators (literacy rate, infant mortality rate, average life expectancy, etc.) are catching up with developed countries. KSSP has played a crucial role in this people-centered development, and in 1996 it was awarded the Right Livelihood Award
 "for its major contribution to a model of development which, unlike the dominant contemporary process of free market globalization, is rooted in social justice and popular participation, and has made dramatic achievements in health and education." Understandably, such success has become an inspiration for many Chinese practitioners. In July 2005, a rural construction international seminar was jointly organized by the James Yen Institute and by ARENA (Asian Regional Exchange for New Alternatives). Many scholars and rural activists from Southeast Asia and Latin American came to share their experiences and lessons.

With all the activities described above, James Yen Rural Reconstruction Institute has become one of the centers for the new rural reconstruction movement, which currently consists of a loose network of diverse experts and practitioners across China. With its member coming from within China, and not only from the urban elite but also from the rural population, this movement may really empower the local people instead of fostering aid dependency. Pat Yang, the chairperson of the Zigen Fund based in New York, once commented on the sad development she witnessed in Guizhou, a southern Chinese province with many minority groups. When Zigen first arrived in Guizhou 17 years ago, local people often told her, “we are poor but our culture is rich and unique, we can do this and that.” Now much of the pride and self-esteem is gone. People often beg her, “We are so poor. We need this and that: schools, roads, buildings, medicines, etc. Can you give us some money?" While attributing most of this loss to invasion of commercial culture, Mrs. Yang cautioned that even well intentioned NGOs could do harm if they were not careful. 

Even NGOs that are trying to empower the local people may fall into the trap of imposing outside ideas without heeding to local needs. Many American NGOs are funding village-level elections in China, in the hope that such efforts will foster civil society and democracy. It is well known in research circles that this topic, village elections, is the one topic for which funding can be got most easily, because US interest in it is so strong. While the goodwill and efforts from America are laudable, one should understand that democracy does not consist of elections alone.  A local researcher has observed, “Most of the young and capable people leave for the cities, that one can barely find a good candidate who is willing to serve. As the village life is increasingly controlled by faraway markets or corporations, there is so little a village head can do anyway. So, many elections only expose or even exacerbate the problems, without solving them. According to my research and estimation, about 80% of the elections should be considered failures because they do not improve the village life and are often destructive instead. I am all for democracy, but I am increasingly doubtful if this is the way to achieve that.” Direct election imposed from the outside is not a panacea for a fragmented community whose social capital is deteriorating rapidly and whose fate is, with or without election, determined by outside forces. Instead, rural reconstruction should be the first step: revive the community spirit; develop local institutions like cooperatives, credit unions and other social or cultural organizations; strengthen the local economy. Once people have more control of the local resources and livelihood, they will develop their own form of democratic institutions and processes.

Across its wide and varied spectrum of projects, the new rural reconstruction movement in China are address this problem. Its central theme is revival of community spirit by empowerment. It encourages communities to solve problems with their own resources, instead of becoming dependent on outside aid. In all this, it follows the old Chinese saying: “To help someone, first build up his/her will.”

China’s New Left

by Enoch Caudwell

What does it mean to be left in China? Ironies of the term abound. ‘Left’ in China often refers to the adoption of extreme measures, and not to the actual content of the goal itself. When China’s new regime under Deng Xiaoping was consolidated in the late 1970s, the mistakes of the previous decades were branded ‘left errors.’ This remains the orthodox view in China. Thus to be branded a ‘leftist’ is to be associated with major events in China’s history that are almost always painted in a negative light: the Great Leap Forward, the Cultural Revolution, the communes, etc.

Yet in recent years, a group called ‘new left’ has emerged in China’s intellectual scene. China’s ‘new left’ is a loose coalition of intellectuals centered in Beijing that have become increasingly vocal in their concern over the direction of China’s reforms since the 1990s, and advocate policies ranging from social democrat to economic nationalist to Maoist. The group is not highly organized, and links with decision-makers are tenuous and strained. The ‘new left’ does not operate within the Party, and is prevented from organizing outside it, so it remains primarily an internet-based community that nonetheless is able to articulate concerns of a broad range of China’s population.

Origins

The term ‘new left’ was not coined by anyone within the group. Rather, it was initially a pejorative launched at a range of critics of China’s post-1978 reforms. It is not clear when the term was first introduced, but it had begun to stick by the late 1990s. Only a few of those labeled ‘new left’ actually recognize the term. Comments by Wang Hui, editor of the influential journal Dushu help to explain why:

“People like myself have always been reluctant to accept this label, pinned on us by our adversaries. Partly this is because we have no wish to be associated with the Cultural Revolution, or for that matter with what might be called the ‘Old Left' of the reform-era CCP. But it is also because the term New Left is a Western one, with a very distinct set of connotations – generational and political – in Europe and America. Our historical context is Chinese, not Western, and it is doubtful whether a category imported so explicitly from the West could be helpful in today's China ”
.

In general the ‘new left’ label is given to members of China’s younger generations who have begun to critically question the direction of China’s reforms, and pin the blame for new problems in China on the reforms themselves.

The ‘new left’ emerged in the 1990s following the major push towards market reforms heralded by Deng Xiaoping’s ‘Southern Tour’ in 1992. Deng’s trip re-started China’s market reforms that had been shelved in the aftermath of Tiananmen. By the 1990s, the open and searching intellectual climate of the 1980s had been pared down to main intellectual currents: liberalism (as in classical liberalism – think Britain’s Conservative Party), and neo-authoritarianism (think South Korea’s Park Chung Hee). China’s reforms of the 1990s map closely to the above two ideologies: fragmentation of society into countless competing economic interests, and the continued centralization of political power by the Communist Party.

By the late 1990s, China’s pre-reform system of central planning had been exploded from the inside. The main economic policies of the reforms had been ‘decentralization’ and opening-up to foreign capital. Most economic decisions were no longer made in central government offices, and economic units (regardless whether they are ‘state-owned’ or ‘private’) had a great deal of freedom in their decisions. This was consciously pushed by China’s authorities based on the belief that a faulty incentive system was largely to blame for China’s poor economic performance before the reforms. Proper incentives (profits) could re-animate China’s economy, the reasoning went.

China’s economy is now undoubtedly animated, but the reforms have also led to social polarization, corruption, and hyper-consumerism amidst poverty. Perhaps the most unifying point of China’s ‘new left’ is their insistence that these problems have been caused by the reforms themselves, rather than being the failure of the reforms to be fully implemented. 

Themes

Some of the more common themes found among ‘new left’ writers include:

Rejection of neoliberal economic orthodoxy

Neoclassical economics is now the mainstream in institutions of higher learning, and China’s business and financial media have the greatest amount of autonomy from the state of any print media in China. As a result, neoclassical economic theory – a pillar of support for the current reforms – is commonly cited, and often treated as established scientific fact. Many members of China’s ‘new left’, including Yang Fan, Zuo Dapei, Han Deqiang and others, have campaigned against what they view as the rising hegemony of neoclassical economics in China, and against neoliberalism in general. There is little consensus about what should replace neoclassical economic theory. Most ‘new left’ writers on economic and political issues have a complex relationship with Marxist theory, and do not advocate that it become the orthodoxy, although coalitions between the ‘new left’ and self-branded Marxists are increasingly common
. 

Criticism of the stripping of state assets into private hands

In 1978, nearly all of China’s assets were in state hands. Today estimates of the remaining share of state assets abound, but there is little question the state’s portion is now a minority. This quiet transfer of assets began to attract a great more attention after the reforms of China’s state-owned enterprises (SOEs) sped up in the mid-1990s. The criticism has not only been from China’s ‘new left’. Last year (or was it 2003) Hong Kong economist Larry Lang Hsien-ping began to criticize some of China’s most well-known and up-and-coming companies for undertaking management buy-outs (MBOs). Many members of China’s ‘new left’ had been writing about the problem for years but generated little interest in China. They took advantage of the space opened in the Chinese mainstream media by the intervention of a US-trained Hong Kong economist, and began criticizing the corruption and injustice of the privatization of state assets in China. 

Members of the ‘new left’ were afforded exposure in China’s mainstream media as never before, and their intervention in the debate set off a wide-ranging debate on the internet in China. It touched a raw nerve among the public, many of whom view state asset stripping as one of the worst abuses of power. Through a myriad of methods, state asset stripping involves the transfer of ownership of productive assets from the state to private hands, and is often accompanied by firings lay-offs, or the elimination of welfare benefits. The issue has become a flashpoint for conflict in urban China.

The overwhelming critical comments on the internet towards MBOs in particular, and state asset stripping in general, put pressure on the government’s state asset administrative body to change its policy on the MBOs of state firms in 2004, at least temporarily.

Opposition to concessions China made for WTO membership

Authorities viewed China’s entrance into the WTO as a way to preserve and continue the reform process and to allow China’s economy to develop according to its comparative advantages. The most basic critique of the ‘new left’ was that China’s bid for WTO membership was a strategy by bureaucratic and comprador interests within China to consolidate their position, and was against the interest of the majority of the Chinese people. One specific argument was that the agreement would prevent China from protecting and nurturing ‘infant industries’ in China. If the door of foreign trade and investment was opened too soon, China’s existing companies might have few options but to forge alliances with foreign corporations and shed workers, they argued. Domestic high-tech firms would also have a hard time to develop. 

There was also concern that WTO entrance would lead to a flood of foreign foodstuffs, putting downward price pressure on China’s farmers, hastening their migration to the cities, and exacerbating urban/rural inequality. The financial liberalization that was to accompany China’s introduction to the WTO also drew critiques from the ‘new left.’ The WTO debate took place soon after the Asian Financial Crisis, and many thought it unwise to liberalize China’s financial sector in such a period of instability.

Rethinking China’s contemporary history

China post-78 reforms were accompanied by a negative evaluation of most of China’s post-49 history. Nearly all of China’s ills were blamed on the previous decades, in particular the Cultural Revolution. China’s ‘new left’ claims that China’s current problems are themselves the results of the reforms, and not residual, recalcitrant problems still left over from China’s ‘left’ past. So it should be unsurprising that the ‘new left’ has also begun to re-examine China’s revolutionary history in a more positive light.

Some in the ‘new left’ camp attempted to draw inspiration and alternative solutions to contemporary problems by looking at organizational and institutional innovations that occurred in China before the Reforms
. These have included rural communes, China’s public healthcare system, the ‘Angang Constitution’ (a set of enterprise management principles adopted in 1960 that encouraged worker participation in management), and even post-reform town-and-village enterprises (TVEs). 

Many of the ‘new left’ have also attempted to revise the generally negative opinion of economic development under Mao. They point to rising living standards, literacy rates, falling infant mortality rates, rapid industrial growth, etc. Some even go so far as to claim that the Mao era laid the foundations for the rapid economic growth of China after 1978.

The most difficult historical issued tackled by the ‘new left’ has undoubtedly been the Cultural Revolution. This remains to a large extend an historical ‘no-go’ land, and most new research can only be published in samizdat form. No other historical event’s interpretation (save Tiananmen) is so tightly controlled by China’s authorities as the Cultural Revolution. Individuals affiliated with the ‘new left’ in China have over the past few years produced a great deal of documentary information (mainly interviews and memoirs) that has complicated the simplistic and completely negative official account of the Cultural Revolution. Some have even claimed that China’s reintegration into global capitalism and the re-emergence of a corrupt, comprador group of officials/capitalists has vindicated Mao Zedong’s fears and initial reasons for launching the Cultural Revolution. This is not a widespread belief (see Wang Hui’s comments above), but it gives some sense of the growing disparity of opinion that has developed in China recently.

Finally, Wang Hui’s re-interpretation of the causes of the movement leading up to Tiananmen Square in 1989 is worth mentioning
. Wang has tried to take the spotlight off the student protesters, and put it on the widespread social protests that developed in the late 80s. These protests emerged in response to a series of market-based decentralizing policies, according to Wang, and are therefore a part of the worldwide resistance to neo-liberal policies.

New Left Activities

The public activities of China’s ‘new left’ remain almost exclusively restricted to the intellectual sphere. Despite far-reaching market reforms, China’s Communist Party tightly holds its monopoly of organization. Even low-level mobilizational strategies such as petition signing can lead to repression
. There are growing links between the ‘new left’ and groups that promote cooperatives and work to protect urban migrants’ rights, but these linkages are only beginning to form.

The larger left

China’s New Left is not only what’s ‘left’ in China. There are a few members of the ‘old left’ scattered here and there. The ‘old left’ are the remnants of mainly government and Party cadres who remained in their posts after the Reforms began and continued to believe in the correctness of many of Mao Zedong’s policies (and the Chinese version of Marxism). Institutionally, it would appear that the ‘old left’ is still doing well in China, as Marxism remains a required field of study for all students, not just in Party schools. But the reality is that the ‘old left’ is dying, literally and figuratively. The salient journals of the ‘old left’ – Zhenli de zhuiqiu (The Search for Truth) and Zhongliu (Main Current) – were shut down by the Party after they published critical articles of Jiang Zemin’s decision to give official approval for the already fairly widespread entrance of private entrepreneurs into the Party in 2002. Nothing has emerged to take their place. There are also a small number of rural communities that have achieved fame by sticking to Maoist development principles after the Reforms (Nanjiecun, Huaxicun, etc.), but this model has not been adopted by other rural communities.

V. Closing Words: China at the Crossroads

Adam Smith, the intellectual godfather of modern capitalism, observed that ‘Wherever there is great property, there is great inequality. For one very rich man, there must be at least five hundred poor, and the affluence of the few supposes the indigence of the many’ (“the Wealth of Nations”, 1776, vol. 2, p. 232). Yet the later admirers of Adam Smith have often chosen to ignore this particular concern. What has happened in China in the reform era shows how justified this concern was. Great wealth has indeed been created, but also great inequality, injustice, and even absolute poverty—not in terms of GDP as used by economists, but in terms of affordability of basic services including education and health care. 

Western and Chinese media have attributed China’s growth to the free market reform, yet this is far from the whole truth. Many economists and other scholars have compared China with other populous developing countries like India, and explored the reasons for China’s economic “miracle”. Different experts may emphasize different reasons, yet most of them agree that the almost universal access to health care and primary education, which was available even in the rural areas during the pre-reform era, laid a solid socioeconomic foundation. From 1949 to 1980, average life expectancy increased from 35 years to 67 years; infant mortality rate dropped from more than 200 per thousand to 42 per thousand. It was one of the fastest improvements witnessed in the world during the same period. In WHO’s 1978 Alma Ata Conference “Health for all by the Year 2000”, China’s primary health care system was featured as model for the world. Meanwhile, the literacy rate amongst adults increased from less than 20 percent before 1949 to 66 percent in 1980. In all of these indicators for quality of life, China far surpassed most developing countries with similar income level. David Dollar, World Bank’s current Country Director for China, said in a 2005 seminar
 on China’s economic emergence, “(Before the reform), China was a third world country with first world human capital development”, it was well poised to take off. Amartya Sen, a Nobel Prize Laureate for Economics from India, was even more explicit, “China’s relative advantage over India is a product of its pre-reform (pre-1979) groundwork rather than its post-reform redirection”.

Unfortunately, the reform has had a rather detrimental effect on the very human resource it builds on, especially in the vast countryside. By 1978, about 85% of the rural population was covered by collective health care; today, more than 80% of the rural population does not have any form of health care program. While the urban life expectancy (78 years) is approaching the level of OECD countries, life expectancy of rural residents is only 66 years, as low as the national average 25 years ago
. Higher education has increased significantly in recent years, but at the cost of basic public education for most children. One case study found that in one rural county about 70 percent of the youth could finish high school in 1976, yet the rate dropped to less than 10 percent in the late 1990s
. In essence, China’s advantage in human resources has largely been liquidated. This also partly explains why China depends now so much on exporting labor-intensive products, directly competing with other developing countries.

This aspect of China’s reform package resembles the “structural adjustment” programs that the World Bank has imposed on several developing countries. The major difference is that Chinese government willingly takes the measure without the pressure from Brentwood Institutions. Given the fact that China once had a public service system that was the envy of other developing countries, the extent and thoroughness of the “adjustment” is nothing but alarming. Concerning health care financing equity, the World Health Report 2000 ranked China 188th out of 191 member countries, that is, amongst the most inequitable countries. In terms of education, private sources had to pay 44.2% of the educational cost in 1999, higher than that of all other countries (except Chile) for which UNESNO had collected data
. Given such data, it is justified to say that today’s China has implemented one of the most radical neo-liberal policies in the world. Its economic success has proven that the World Bank is indeed right: structural adjustment does produce growth, at least in the short term. But one cannot help asking: is this the kind of growth people really want? According to the growing number of complaints in the Chinese media and from the mass, more and more people are saying no. 

Another burning question is: why is the Chinese resistance against this kind of reform only rising now, later than in many other countries? Two important reasons are the considerable political capital that the state had accumulated during the pre-reform years, and the successful disguise under which the reform was carried out. Despite many political mistakes and blunders between 1949 and 1978, the strong egalitarian policy of the Chinese government did earn enormous trust from the people. So when reformers talked about “the reform requires sacrifice” and asked for it, most people tightened up their belts to make the sacrifice either grudging or even willingly. They assumed that it was for the common good and that the benefit would be distributed more or less evenly to everyone including themselves. After all, this was the implicit social contract between the state and the people that both sides had kept during the first 30 years of the republic, and public opinion expected that the state would continue to keep its end of the bargain. Furthermore, the reform policies during the initial years sounded innocent enough, like “introduce market mechanisms to improve efficiency”, or “build socialism with Chinese characteristics”. At the time, most people agreed that Mao’s policies were not perfect and certain reforms were needed. Few people, if any, expected that the reforms would eventually lead to the radical neo-liberalism seen today—this was probably not Deng Xiaoping’s initial intention either. 

Over the years, as the problems of the reforms started to emerge, proponents always argued that they were residual problems from the part, and could only be solved by further reform. This has been the major narrative in the western media as well: the problems are always being blamed on China’s past, and the solution is always further adoption of western rules. But these arguments are becoming less and less convincing. During the Maoist era, the rural-urban gap was much smaller than today and it was closing; despite the much lower GDP, there were not so many people who could not afford school or hospital, and there were never so many crimes, prostitution, labor abuse, etc. With these problems being rare in the past, and rising today, it is hard to believe that they are residuals from the past, and people are losing patience, “Why is it always us workers and peasants who are required to make sacrifices, while your elites just enjoy the fruits?” When one talks with Chinese workers and peasants, one increasingly hears comments like “This is not socialism with Chinese characteristics as Deng Xiaoping told us. Instead, what we have here is capitalism with Chinese characteristics.” or “When Chairman Mao warned us about the restoration of capitalism, we really did not understand what he was talking about. Now we do.” Another comment is shared across all social classes: Deng’s reform policy consisted of “signaling the left, while turning right”. While some of the newly rich say it jokingly or ever approvingly, many working people say it with anger and a sense of betrayal. Meanwhile, the public perception of Mao has improved dramatically, and spontaneous memorial activities on Mao’s birthday have grown considerably in recent years. In some recent demonstrations against privatization of SOEs, protesting workers held big pictures of Mao as their banners. The message is loud and clear: they prefer the bygone era of Mao, because today’s government has grossly violated its social contract with the people.

Thus 27 years of reform have not only significantly liquidated the natural sources (see environmental section of this report) and human resources of China, but also liquidated the political capital of the party and the state. The legitimacy of the government is being challenged, as shown by the growing number of protests. This problem extends into the party as well. As the socialist rhetoric is becoming an empty shell, the party has to resort to material means to mobilize its members and officials, and this exacerbates corruption and strengthens entrenched interests. 

Since President Hu Jintao and Prime Minister Wen Jiabao took office in 2003, there have been signs of policy adjustments. The plights of marginalized groups are increasingly covered by the media, and the government have taken some measures to address their grievances. Instead of saying “development is the absolute need”, the new government is now advocating for “scientific development” and “people-centered development”. Yet, so far the adjustments have not touched the essence of the neoliberal policies carried out in the last two decades. For example, the privatization and liquidation of state assets are still going on, despite of the ongoing debates. Should China continue on the path of market-oriented reform? Can the US way of life be achieved for the mass as promised by the reformers? Or is it time to reexamine this process and think about alternatives? These are some of the questions that Chinese leaders and Chinese people are discussing today.

Given how strong the entrenched interests are in China, a change of direction would not be easy. But there is still hope. A substantial fraction of party members and the general population still adheres to the ideas of equality and justice as promised by socialism, instead of blindly accepting the newly introduced social Darwinism. But these people have been marginalized and demoralized in the last few decades in the single-minded pursuit of wealth. These people can be revitalized and remobilized in the search of a new vision.

This is a crossroad not only for China, but also for the whole world. The search for a just and sustainable world is a global challenge now, and China’s choice will impact everyone. Its experience since 1949 also offers important lessons. While the economic success of the reform area should not blind us to its immense human and environmental costs, we should not fall into the opposite extreme either and glorify the Maoist era. This report has mostly depicted the problems of the reform era in contrast to some achievements of Maoist era, because the western media has been relatively silent about these points. But in the end, we cannot make a simple judgment that one era is better than the other. Maoist China made huge progress in human and social development, the reform era made impressive advancement in economic development, and both periods experienced serious flaws as well. An honest and balanced examination of both eras is needed to forge the way forward. 

Appendix A: 

Following case study shows one-size-fits-all privatization and marketization can pose a serious threat to long-term sustainability. 

Restoring the Grasslands of China

 --A Case Study of Environmental Challenge in Inner Mongolia
Degradation of farmlands and grasslands is a serious problem in China, especially in its western and northern regions. It causes soil erosion, flooding, desertification, and sand storms. To combat these problems, the Chinese government started an ambitious “grain-for-green” restoration project in March 2000. Farmers and herders are compensated for discontinuing use of their land, turning it back into forest or wild grassland. Here we consider the particularly severe case of Inner Mongolia, which is blamed for the dust storms in Beijing. This paper will describe the origin of these problems, and explain why they are not solved by the new policy. 

Inner Mongolia is a large northern autonomous zone of China, bordering the neighboring country of Mongolia. Its grasslands have been home to large herds of sheep, goats, cattle, horses and camels; but in recent decades degradation or even desertification has become more and more widespread. Believing the root problem to be overgrazing, the government has focused on restraining or even forbidding grazing. However, why do these grassland degrade only now, when Mongolian herders have already been living on this land for thousands of years? I recently visited Inner Mongolia and interviewed some grassland ecologists, who saw other causes for this degradation than popular media. Apart from over-grazing, changing patterns of agriculture and land distribution also play a role, and all of these are consequences of a deeper cause: the deterioration of indigenous culture, which was better adapted to the local environment than the modern use of the land. And the recent reform policy of privatization and marketization has been quite instrumental to degrade the indigenous culture and destroy traditional livelihood.

Far away from the influence of the sea, Inner Mongolia receives little and uneven rainfall. Much of it arrives in summer, when winds blow from the ocean. The climate is continental, with hot summers and cold winters, with snow covering the ground for months. In winter and spring, strong eastward winds can raise dust storms if there is not enough ground cover. As local rainfall can vary several folds from year to year, Mongolians herders used to be nomadic, taking their herds to wherever the rain had fallen. Life centered around the community, with no private ownership of land. The whole community raised the young and cared for the old, in contrast to modern, nuclear families. The nomadic life made it difficult to keep any goods except essential ones, which discouraged people from trying to make a big surplus or outshine each other with material possessions. All in all, this lifestyle allowed the community to make a living without overtaxing the environment. 

To the majority of Chinese, who are proud of their farming traditions, this lifestyle has always appeared poor and backwards. Since Han Dynasty two thousand years ago, Chinese rulers have repeatedly send soldiers and farmers to settle in Inner Mongolia and protect the borders. This usually led to land degradation and environmental deterioration. When the communist party came to power in 1949, it continued to regard the nomadic life style as backwards and tried to modernize it. In recent decades, large stretches of land were used for reclamation and settlement projects. As herders were often reluctant to start farming and not adept at it, these projects lead to a huge influx of farmers from other parts of China.  

The newly converted farmland requires extensive irrigation, and usually only produces a few good harvest before falling into decline. Without the protection of ground vegetation during the off-farm seasons, the strong winds carries away the topsoil. The evaporation rate is high, and irrigated fields become salinized quite quickly. Even if such farmland is abandoned, the damage remains. According to one case study carried out in one county, about half of the cultivated land was abandoned at the time of the research, and the abandoned farmland only produces one-third amount of grass compared to nearby grassland. With about one fourth to one third of the grasslands in Inner Mongolia having become farmland since 1949, these problems are widespread.

Several other practices have degraded the land further. Because of their rich soil and easy access to water, many wetlands have been selected for farmlands conversion. Consequently, surrounding lands often have become drier. Rats and locusts have multiplied, as their natural enemies have fewer habitats to survive. Over-use of surface water and over-pumping of ground water for irrigation has decreased the water table, and many perennial grasses and bushes have therefore declined or died. Mining and other highly polluting industries have arrived in recent years, using up more water and polluting it. As most rivers there are in land or seasonal rivers, the impact of pollution is highly concentrated and long lasting. All these factors significantly reduce the carrying capacity of the remaining grassland. 

For decades, most herders still continued their migratory and communal way of life, with the traditional structure of clans and tribes finding a place within the “people’s commune system” of the Chinese government. The people’s commune system did bring positive benefits including public education and health care that are still praised by the herders today. However, in 1984, this system was replaced by the “family contract system”. Though land still continued to belong officially to the community, usage right was divided up and allocated to each family. Virtually all families settled down on separated ranches of a few square miles. The local government strongly encouraged ranchers to keep more animals, as tax was collected according to the number of animals.

Not surprisingly, these policies led to overgrazing. The population grew, and each family tried to raise more animals. They were encouraged by the government and influence of modern consumer cultures. They also needed more animals or more money to prepare for future emergencies, as traditional support from the community was no longer there, and public education/health care declined or collapsed without the support of collective economy. Fences were built to separate ranches, which were not only expensive, but also required scarce wood and harmed the wildlife enough to make pest outbursts more frequent. More importantly, fences ended the migrations. In years with good rain, a ranch would grow more animals; and in dry years, the land would then be overgrazed. Erosion started soon, usually from the ranch house or the water place, where animals grazed and stomped most often. Under policy promotion, more families resort to cultivation of corn or some introduced high yield grasses to subsidize animal feed—as explained before, such water and resource intensive activity is highly detrimental to the environment and counterproductive in the long run.

Despite widespread perceptions, traditional herders (referring to families who have been herding for at least 100 years, most of them are Mongolians, but some Han Chinese as well) are not the major party responsible for over-grazing. One survey finds that there are about 30,000 over capacity animals in a certain region. Herders are responsible for only 3,000 of them; recently settled farmers are responsible for 8,000 and newly arrived outsiders (laid-off workers, landless farmers etc.) have 5,000; and government employees own 14,000. The last group keeps animals on other people’s ranches. In some cases, even a low-ranking employee like a teacher has enough power and privilege to induce ranchers to take care of his animals for little money. Being unconcerned by the future of a ranch, government employees care little about over-grazing. 

In recent years, the Chinese government has recognized the problem of over-grazing and started to take measures against it. Under the “grain for green” project, herders are given a combination of cash and grain subsidies to restore the land. In some areas, animals are forbidden to graze in the spring; in some other areas, the ban is year-around and all herders are being relocated to government built “relocation villages”. According to government plan, 650,000 herders will be relocated by year 2006. By March 2003, 150,000 herders had been relocated already according to government statistics. The newly settled villagers are given a new livelihood under the “contract agriculture program”. Expensive cows specialized in milk production are being imported from places like Holland, Australia or New Zealand. Each family is supposed to raise a few cows, thus make a living by selling milk to large dairy companies. The fodder comes from two sources: agriculture leftovers (straws, corn stalks etc.) are being trucked in and sold to the families, and each person is allocated 1 to 2 hectare of land to grow corn or some high-yield grass. The dairy companies transport the milk to their processing and packaging plants (sometimes hundreds of miles away), and the final product are often transported hundreds of miles more to reach consumers in urban centers. 

To some extend, this new policy runs into similar problems as the previous one. Like earlier cultivation and settlement projects, the relocation villages are attracting more people from other parts of China. The new livelihood depends on cultivation of grain and fodder, thus more grassland is converted to farmland. From 2000 to 2002, about one million hectares of grassland was converted to farmland or artificial pastureland to grow grain or fodder.  Fertilizers, pesticides, water pumps and even tractors are brought in, at considerable expense, to cultivate the newly created farmlands. As discussed before, farmland conversion is the leading cause for over-use of water and land degradation. In the words of some locals, the policy is “using oil to put out fire”. 

The restoration and relocation program has proven to be very expensive. In only one part of Inner Mongolia, Xilingele League, the central government provided 8.7 billion Yuan (more than 1 billion dollar) in 2003 and 5.6 billion Yuan in 2004. Each relocation village has paved roads, running water, electricity, telephone, and radio/television—the 5 essentials for modern life as stipulated by the government. The compensation that is supposed to be paid to the relocated herders is also quite generous, but the local government does not always meet its obligations. One family I interviewed received less than 5% of the official compensation. 

Many of the families that are now producing milk fail to make a profit. Formerly, the herders lived off the land, sold wool, hides, self-made cheese and animals etc. in exchange of grain and other necessities. None of their goods required fast, long-distance transportation, and the variety of animals (sheep, goat, cattle, horse, camel) offered some protection from market fluctuations. Today, these families find themselves dependent on a single product, milk, and often a single company that buys the milk. In some places, they can sell their milk to the dairy company only if they also buy enough high-priced fodder from the same company. The newly introduced, non-native cows require special fodder and other care, as they are not adapted to the cold weather and other aspects of local environment. During my trip in June 2005, virtually all families I met told me that the money they got from milk was not enough for fodder cost. Even without counting the labor cost, they are making a loss. Some families are desperately trying to get rid of the cows, but, unfortunately, the meat of these introduced cows is worth much less than the local cattle. Others are still hoping that the government will have some new policy to help them. 

Even for the dairy companies, it is questionable whether they are making profit from the milk trade itself, due to the high cost of refrigeration and long distance transportation. For now, their operation is subsidized by profit from the fodder sale, as well as “grain for green” project money from the government. These subsidies are distorting the market and hurting other companies. For example, more than 90% of the milk market in Beijing is controlled by Yili and Mengniu--two dairy companies based in Holhot, the capital of Inner Mongolia, which is more than 400 miles from Beijing. Several locally based dairy companies have been bankrupted by this competition. 
As herders are being uprooted from their environment and traditional way of life, social problems are also created. Those that receive too little compensations have to look for all kinds of odd jobs to irk out a living; some of them join the army of migrant workers. Those that receive enough, stay in the relocation villages. However, without any independent means of livelihood, and with no perspective other than waiting for government support, they develop problems similar to some Indian reservations in America, including alcoholism and gambling. 

Even the core areas of the whole project, those areas that were closed to protect the grasslands, are not doing as well as intended. While over-grazing needed to be curbed, the other extreme—no grazing at all can be detrimental as well. According to local ecologists, herbivorous animals are needed to keep grassland healthy. Annual grasses are the dominant types in the spring, and some grazing is helpful to curb them and make room for perennial grasses and bushes. Grazing is also important for the recycling of the nutrients.   With the grazing ban (either spring ban or year around ban), annual grasses are getting more and more dominant, and the ground thus lacks vegetation cover during winter storms. In certain areas, foreign species of high yield grasses, bushes, or even trees are being planted in the effort to re-vegetate the land. Cases already exist where introduced, invasive species are wreaking havoc on the local environment. 

The intentions of the Chinese government deserve praise: It tries to restore the environment by giving huge funds to the “grain for green” project. However, in the case of Inner Mongolia, the Chinese government and many of its scientific experts are focusing only on the problem of over-grazing and treating the local herders as scapegoats, while ignoring other causes of land degradation. This probably stems from the deep belief that nomadic lifestyle is backwards and modernization is the solution. The restoration efforts are thus often misguided and counterproductive. So what are the alternatives available? Concerning industry, wind power is probably a much better option than mining or other highly polluting industries. Instead of trading the environment for short-term gain by mining minerals in the region,  “mining” the rich wind resource would provide green power and revenue in a sustainable way. Concerning agriculture, some local ecologists are advocating a return to nomadic lifestyle; some are making actual efforts to restore several elements of it. For example, one project sponsored by Oxfam is organizing multiple herding families into a co-operative, so that animals can be rotated amongst several ranches. After all, the local people have been living on the land for thousands of years. Instead of trying to impose some artificially designed livelihood on them, we can learn a lot from them about sustainable living. The herders that are being kept in the relocation villages, especially those who are old enough to experience nomadic life themselves, still possess this knowledge, but it may soon be lost.

Appendix B

Many globalization proponents say that China’s integration with global economy would advance transparency, rule of law, and official accountability within the Chinese political system. China’s accession to WTO offers a sharp irony to such claims, as explained in the following article by Zuo Dapei. Zuo Dapei is a researcher at the Chinese Academy of Social Sciences, and he is leading scholar in the emerging “new left”. In this article, he argues that China’s WTO accession as the way it has happened has involved serious breaches of the proper legal procedure.

Has China Really Joined WTO?

Zuo Dapei

I do not know if any one has read the Chinese Text of the Treaty on China’s Admission into the World Trade Organization (WTO).  Those gentlemen in the government told us that the Chinese Text carries no legal effect when international disputes arise.  I am very shocked.  If not for any other reason, I would have strongly opposed China’s entry into WTO simply because of this.

I have debated with many, including many government officials, on China’s accession into WTO.  I maintain that the benefits to China (like in the textiles industry) from WTO are at best uncertain, while the costs, in terms of damages to agriculture, services, and national industries, are clear and enormous.  Their response is that, there is no alternative, we have to be a part of it, lest we go against the international trend.  But, isn’t it quite funny to decide whether to join an international organization on the excuse of “trend” or “no alternative”, rather than based on serious consideration of the national interest?

Considering that the entry into WTO could have comprehensive impact on nearly every aspect of the Chinese society, it is therefore a very serious matter.  According to the Constitution, the Standing Committee of the National People’s Congress may make laws but important laws must be approved by the National People’s Congress.  For example, the recently passed Anti-Secession Law, was first drafted by the Standing Committee and then approved by the National People’s Congress.  Because the Standing Committee does not have the legal power to make such important laws.  The Contract Law and The Basic Law of Hong Kong Special Administrative Region were similarly approved by the National People’s Congress before they came into effect.

According to the Chinese Government’s brief to the press before China’s admission into WTO in the Doha Conference of November 2001, the Standing Committee of China’s National People’s Congress approved the Admission Treaty in a secret meeting in August 2001.  This is truly shocking!  It involves three serious breaches of the proper legal procedure.

First of all, the approving body is illegal.  As is argued above, the Standing Committee has no legal power to pass the law and it has to be approved by the National People’s Congress.

Secondly, both the timing and the procedure of the Treaty approval were improper.  The legislature can only approve the formal treaty text to which the government has become a signatory.  For example, for the European Constitution to take effect, the citizens or the parliament of every European Union member state must review the formal text of the Constitution, and then decide to approve or not to approve it.  However, in August 2001, China was still negotiating the entry into WTO.  How could there be any formal treaty text for the Standing Committee to review and approve?  As late as in May 2002, China made major concessions to Mexico.  How could the Standing Committee review and approve a treaty, the negotiation of which had not yet been completed?
  

Moreover, we are told that the Chinese Text of the Treaty does not carry legal effect and this is said to be consistent with “international conventions”.  This raises the question, upon what text did the members of the Standing Committee rely to review and approve?  Were the committee members all masters of English?  Did they all understand very well the concrete and subtle meaning of every part of the English text?  Presumably, the English text involves more than a few specialized, technical terms.  It might not have been easy for even a specialist in English in economics to comprehend each and every subtlety involved.  Would these non-specialist Standing Committee members be able to do any better?  After China’s entry into WTO in November 2001, the Foreign Economic Relations and Trade Department promised to soon translate the Treaty Text into Chinese.  That is to say, in November 2001, there was simply no Chinese Text of the Treaty whatsoever, be that one with or without any legal effect.

Someone might argue that after all, the Standing Committee intended to approve China’s entry into WTO.  It agreed with it in principle, although no formal legal text was put before it.  Like signing a contract, before the signing of a contract the interested parties may first sign a statement of intention.  But if this is so, then China’s legislature [the translator: should be the highest organ of power
] simply has not approved the Chinese Government’s intention for China to be a member of WTO.  In other words, legally speaking, until now China’s admission into WTO has not yet come into effect.  Therefore, no matter how one understands it, China has not yet become a member of WTO.  It is a treaty with no legal effect.  Its approval did not take place legally and properly.  

INTRODUCTION OF IFG

International Forum on Globalization (IFG) is a non-profit organization headquartered in San Francisco, USA. As a north-south alliance, IFG associates include leading activists, scholars, economists, researchers and writers from 25 countries, and they represent more than 60 organizations.

Economic globalization is deeply influencing the politics, economy and culture around the globe, yet the process is dominated by a small number of institutions and elites. Public knowledge and participation in the process is quite limited. IFG's mission is to stimulate new thinking, joint activity, and public education in response to economic globalization.

Recent publications by IFG and its associates include “Alternatives to Economic Globalization: A Better World is Possible”, “Paradigm Wars: Indigenous Peoples’

Resistance to Economic Globalization”, “Fatal Harvest: The Tragedy of Industrial Agriculture".

Please check out more details at IFG website:

www.ifg.org.
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